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Risk and Reward
Reduce the cost of paying late terminal,
provisional tax
Anyone who has been hit hard by Inland Revenue (IRD) late
payment penalties and use of money interest (UOMI) for unpaid or
underpaid tax knows how crippling this can be.
It’s the last thing you want to happen.
However, using tax pooling to settle income tax liabilities reduces
your exposure to late payment penalties and UOMI, meaning it is
cheaper than paying the money directly to IRD.
Tax pooling allows you to purchase tax from someone who has
overpaid and then apply that tax to meet your liabilities.
As such, you can eliminate IRD late payment penalties and
significantly reduce UOMI costs by up to 30 percent.

When might it work?
If, having just paid your third instalment of provisional tax for the 2014 year, you think you might have underpaid at one of your
earlier dates, you can top up at any time with Tax Management NZ (TMNZ) to eliminate late payment penalties and reduce UOMI
interest costs.
Is your 2013 terminal tax still outstanding?
Those with unpaid 7 April terminal tax have until 16 June, 2014 to eliminate late payment penalties and reduce UOMI costs through
TMNZ.
How tax pooling works
Lord Sparkle Cleaning had a bumper 2014 financial year, with its income tax liability expected to be $300,000.
Because the year was better than expected, the company realises it has underpaid its first two provisional tax payments by $40,000
each.
It purchased the underpaid tax from TMNZ for $83,048. By paying only $3048 in TMNZ interest, it saved $9219 in potential IRD late
payment penalties and $561 in UOMI.
Contact us if you would like to talk through your tax plan and want to know more about using tax pooling to manage your
provisional tax.

What you do is what matters, not what you think or say or plan.
From Rework, by Jason Fried & David Heinemeier Hansson

Tax Talk
ACC and rental income
Do you have income from rental? You may be wondering about why ACC collects levies
from rental income. It comes down to whether your rental income is classified as
'active' or 'passive'. ACC levies active rental income but not passive rental income.
The difference? Rental income is classified as active when you put in some effort for it.
For example, that might be mental and/or physical work collecting rents, inspecting the
property, arranging for maintenance, finding tenants and so on. Where there's not this
degree of effort - for instance, where you have a property manager in place - the
income is classified as passive.
If you're running the rental property through a company, and distribute the income as
shareholder salary, this would also be levied as active income. Where income from
'passive' rental has been distributed to the shareholder as dividends, these are not
subjected to ACC levies.
If you have income from rental properties but you're unsure whether it's considered
active or passive, please contact us and we can look at your situation.

Employer registration - just part of making it easier
The Government has extended online services to build employer registration into the
process of incorporating a new company.
Up to now, companies have been able to register for income tax and GST and obtain
their IRD/GST number when incorporating online on the Companies Office website.
But the process has then required a visit to Inland Revenue’s website to register for
PAYE and FBT as an employer, entering all over again information which the company
has only just provided to the Companies Office. The new employer registration service
means new companies only have to enter this information once.
This is part of the Better Public Services initiative to cut paperwork and its associated
costs, following on from the introduction of the New Zealand Business Number
(NZBN). If the news about the NZBN has passed you by, it's an initiative to assign a
single identifying number for all businesses in New Zealand. In December 2013 all 1.1
million companies in New Zealand were allocated an NZBN. However, around half of
New Zealand businesses are sole traders, partnerships and trusts.
Whatever kind of entity your business is, you don't have to do anything differently. At
the moment, the NZBN will not replace any ACC, GST or IRD numbers that you use to
identify your business to various government agencies. However, the plan is to allow
the NZBN to be the main identifier for businesses eventually and that you will be able
to use your NZBN with customers, suppliers and government agencies. The
Government hopes the NZBN will mean businesses spend less time and effort on filling
out forms and more time and effort on business. They've committed to reducing the
cost of doing business with government by 25 per cent by 2017.

Timely Reminders
31 May: FBT returns due
30 June: Last date for employers to
elect to pay FBT annually
Are you keeping track of the usage of
your mixed use asset? (If you have
one) Call us for hints on how to do this
fuss-free if we haven't talked already.

I don't measure a man's success by how high he climbs but how high he bounces when he hits bottom.
George S. Patton

Update on changes to financial reporting
You may have heard about changes to the financial reporting legislation. In the short term, many people are finding it a bit hard to
work out how or whether the changes affect them.
The requirements are changing for some businesses that used to have to file financial statements based on the New Zealand version
of International Financial Reporting Standards (NZ IFRS). For example, your requirements have changed if your business:


has less than $30m in turnover or less than $60m in assets, or



is a subsidiary of a multi-national company and your annual revenue is $10m or less, your assets $20m or less

Inland Revenue has said businesses like this won't have to file financial statements based on NZ IFRS, but do have to prepare
financial accounts to the standard of IRD's minimum reporting requirements. You may see some changes to the way your financial
statements are presented while we transition to the new regime.
Your bank, of course, will still be interested in seeing financial statements, as will any investors. And business owners, boards and
shareholders will still need enough information to have a good grasp of how the business is progressing against key financial targets.
Talk to us about how the financial reporting changes affect you.

Options for financial reporting for companies
The changes to financial reporting have had a knock on effect, driving
changes to reporting requirements for companies from accounting
periods beginning on or after 1 April 2014. Some companies have
options about which financial reporting regime they fall under or about
whether or not they will have an audit. But, if you want to exercise
your options, it's important to have the paperwork straight within the
timeframe allowed.
Opting out
Companies with 10 or more shareholders default to audited NZ IFRS, but are in a position
to opt out of the NZ IFRS regime and/or the audit if at least a 95% majority of the
shareholders vote to do so and pass the required company resolution.
Most large companies may opt out of an audit with a similar 95% resolution. 'Large'
companies must prepare financial statements based on NZ IFRS in any case. This is what
happens already, but the definition of 'large' has changed. Call us to find out whether your
company will be 'large' if (including subsidiaries) your sales or assets will exceed $10
million.
Opting in
Companies that don't qualify as 'large' under the legislation, and that have fewer than 10
shareholders don't have to comply with NZ IFRS or have an audit. However, they may opt
in to the regime if shareholders of the company holding at least 5% of the voting shares
require the company to comply.

Getting the timing right
Company resolutions are required, whether opting in or opting out. The resolutions to opt in or opt out must be passed well before
the accounts are prepared. The date of the choice is critical. In many cases it will be the date of the company's annual meeting, but
in some circumstances it can be earlier.
The rules for counting shareholders are tricky, too, so if you think you may be affected by the new laws call us today.

Business Perspective
Reform Fitness
Jane Bingham and Lane Gibson opened Reform Fitness in 2011. As partners in crime both professionally and personally, Lane and
Jane were exposed to this specific form of exercise while living abroad in London. Both trained in a range of sport medicine and
rehabilitation, they instantly fell in love with it. When visas expired and the longing for home became too strong, a dream formed
to look at starting up a studio back home in New Zealand, 'At that point, there was nothing quite like it being done back here.'
The pair are both from Taranaki, but weren't sure it was the ideal location for the new venture. After research and deliberation, the
selected destination was Mount Maunganui. Initially it was just the two of them, but they have since added a third trainer to the
team and increased the number of pilates machines from 5 to 7.
At first glance into a reformer pilates studio, it may appear that you're looking into some sort of torture chamber. Speak to some of
the class attendees and they might say that, in fact, that is exactly what it's like. Although it's a gruelling workout, the results speak
for themselves and the majority soon find themselves hooked.
The machines, or beds, are kitted with ropes, pulleys and springs that take the holistic approach of mat pilates to a whole new level.
It's a high intensity full body workout that encourages strength, toning, flexibility and coordination. The benefits extend to assist
with rehabilitation and enhance ease of movement in day-to-day life.
As any new business will tell you, it's not always plain sailing, but the duo have been lucky
not to have too many grand scale challenges. The biggest hurdle though is the next one,
taking the business to the next step. 'We are currently looking for a bigger studio but we
don't want to plunge into anything too quickly. We want to be sure we can still provide
the same level of service to our clients without changing too much.’ And keeping clients
happy is clearly of the utmost importance, ‘we have a high expectation on ourselves to
give our clients excellent service. Seeing them return each week gives us immense
satisfaction, plus they’re great fun to be around, so it makes getting up at the crack of
dawn well worth it!'
The successful pair have sound advice for small businesses starting out, 'set goals, both
short and long term. Have a backup plan and although it sounds dreary, plan for the
worst-case scenario so you've got steps in place to deal with anything as it arises. Set clear
and realistic financial goals and have a "fold your cards" point to avoid getting in too
deep.'
Although Jane and Lane are driven and independent, they understand the importance of
help from the right people. ‘We would highly recommend any business to have an
accountant. Making sure you cover all your bases when it comes to tax can be hard, and
this is something your accountant can take care of for you. And our accountant keeps us
out of jail!'
Reform Fitness in Mount Maunganui is one to watch with a plan to take their business to great heights. Currently running 35 pilates
classes and 15 to 20 personal training sessions per week, the intent is to become a one stop shop for health and fitness. As Jane
says, ‘the next step is branching out to bigger premises then hopefully other cities, eventually going nationwide. The fear of failure is
huge but the only way to go is to take a risk.'
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