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KiwiSaver encourages New Zealanders to
save for their own retirement, but changes
following the Budget 2011 made the cost of
saving that much harder for some. KiwiS-
aver funds are locked in to the fund for the
long haul, except in cases of financial hard-
ship, where members can apply to the
Trustees of their fund to access some of
their fund.
Those affected by the Canterbury earth-
quakes also have grounds to apply for re-
lief (a category of financial hardship that
has been specifically added to those previ-
ously available). This criteria is added to
the existing list including:
e inability to meet minimum living ex-
penses; or
inability to meet mortgage repayments
on the principal family residence re-
sulting in the mortgagee seeking to
enforce the mortgage; or
the cost of modifying a residence to
meet special needs arising from a dis-
ability of a member or a member’s
dependant; or

e the cost of medical treatment for an
illness or injury of a member or a
member’s dependant; or
the cost of palliative care for a mem-
ber or a member’s dependant; or
the cost of a funeral for a member’s
dependant.

How it affects you

If you are experiencing hardship and have
been contributing to a KiwiSaver scheme
you may be able to withdraw all or some
of your contributions from the scheme. We
are advised by Damian Foster of Forsyth
Barr in Dunedin that an industry-wide
standardised form has been developed.
“This process is rather invasive and the
Scheme Trustee requires quite a bit of
supporting information in order to approve
an application. It's the KiwiSaver
Scheme’s independent Trustee who
analyses applications and makes the final
decision.”.

Do not be put off making an application. If
you need help, contact your business ad-
visor or scheme provider for assistance.

- From WHK’s Sharp-As Tax




Associated Parties

Time and again, taxpayers get caught under the associated
party rules even when there is a genuine business transaction
between the two. For example, where a company is expanding
and restructures to house different business streams in differ-
ent companies which will entail selling assets to the newly
formed company; or more commonly, where farming parents
are retiring and sell their farm assets to their son/daughter’s
new entity. In such situations, the parties will be ‘associated
persons’.
Issue with GST

Where a transaction is between associated parties, the pur-
chaser can claim GST input tax on the lesser of:
e The GST component (if any) on the original cost to the

supplier;
e  3/23 of the purchase price; or
e  3/23 of the open market value.
So in our first example, if the market values of the assets sold
to a related entity are less than the purchase price, the pur-
chasing company will be able to claim GST input tax on the
lesser amount while the selling company will have to return
GST output tax on the higher sale price. The net result for this
group of companies is that it will be out of pocket while still
owning the same assets. The situation could be worse if say in
the second example for instance, the parents inherited the farm
assets or purchased them before the introduction of GST legis-
lation in New Zealand. The GST component on the original cost
to the vendor will be zero which is the lesser of the three values
above and, therefore, the purchasing entity will not be able to
claim any GST!

KiwiSaver Changes

The three key changes that have been legislated are:
e The Government’s contribution has reduced from $1042 to
$521 maximum per annum beginning 1 July 2011 year. How-
ever, in order to get the $521 contribution one still has to save
$1042.
The minimum level of em-

ployee and employer com- . =

Other Tax issues
The ITA 2007 (section EE 40) limits the depreciation base for
the purchaser as well. The purchaser can depreciate the assets
on the lesser of:
e The purchase price of the assets to the purchaser; or
e The (original) cost of the assets to the vendor.
Taking the farming situation above, if the farm assets are sold
at (higher) market values the purchasing entity will not be able
to depreciate them at the market values but instead at the origi-
nal cost of the assets. In addition, the vendor will have depre-
ciation recovery which will be taxable. To illustrate this, let's say
the original cost to the parents of a shed was $10,000 which
has a depreciated book value of $5,000 but the market value
on date of sale to their son’s entity is $20,000. The parents will
be taxed on depreciation recovery of $5,000 while the son’s
entity will be able to depreciate the asset only on $10,000
(although $20,000 purchase price is paid). Section EE 40 is an
anti-avoidance section designed to stop an associated party
from selling at an inflated price to make a huge (tax free) capital
gain and to stop the purchaser from using an inflated price to
depreciate an asset. Unfortunately, the section also catches
unintended genuine transactions, as can be seen from above.
This problem can be overcome if the taxpayer makes an appli-
cation to the IRD requesting it apply its discretion to allow the
taxpayer to use the actual purchase cost as the depreciation
base. The IRD will look at certain factors on a case-by-case
basis before it exercises its discretion. If you believe you are in
such a situation, you are better to contact your advisor.

Employer Contributions

Compulsory employer contributions to KiwiSaver
schemes and complying funds are currently exempt
from employer superannuation contribution tax
(ESCT). A complying fund is a section within a regis-
tered superannuation scheme that has incorporated
certain KiwiSaver rules — in particular portability and
lock-in. Any voluntary employer contributions to Ki-
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pulsory contribution wiSaver schemes are subject to ESCT. Voluntary
has increased from 2% to employer contributions include contributions you
3% from 1 April 2013. make:

The employer contributions will be taxable from 1 April 2012. e Over and above the compulsory employer con-
Up until this point the compulsory employer contributions of tribution rate;

To employees aged under 18 or over 65 years
(and who have been a member for more than
five years);

To employees on a contribution holiday; or

To employees who are on leave without pay.

2% were tax free, but from 1 April 2012 anybody on the top
tax rate of 33 cents in the dollar will actually get only 67% of
their employer’s contributions paid into KiwiSaver.




Holidays and

Many employers shut their doors over the Christmas period enabling employees {:::}l
to take their annual leave. The responsibility for ensuring the employees’ entitle-
ment for leave under the Holidays Act 2003 falls on the employers. The following
briefly lists the holidays and other leave entitlements.

PAYROLL SOLUTIONS

Public Holidays

Employees are entitled to a paid day off on a public holiday if it would otherwise be Are you finding it a hassle to do

a working day for them. your own Payroll? We have a

If an employee works on a public holiday and it is their normal working day, they are solution for you. We can prepare

entitled to another paid day off in lieu as well as whatever pay has been agreed to and complete your payroll either

in their contract for working on a public holiday. The minimum requirement is pay- weekly or fortnightly using the

latest payroll software ensuring

ment of time and a half for the time actually worked on that day.

An employee who does not normally work on the day the public holiday falls, and you are 100% compliant with the

does not work on that day, is not entitled to a payment for that day e.g. a part-time ever changing employment legis-

employee is not entitled to a payment for Good Friday if they do not work on Fridays. lation. We send you meaningful

Annual Holidays reports each pay run and assist

All employees are entitled to a minimum of four weeks’ paid annual leave per year you with all enquires you may

after the first year of employment. have. Call us for a quote and

more information.

Employees must be allowed to take two weeks continuous leave if the employee so
requests.
The employee and employer can agree in writing to pay out a portion (for maximum
of one week) of the employee’s entitlement to annual holidays.
Annual leave must be calculated at the greater of the ordinary weekly pay or the em-

ployee’s average weekly earnings over a 12-month period before the annual holiday :)

is taken.

Sick Leave WEB SOLUTIONS
Both full-time and part-time employees are entitled to a minimum of five days’ paid Have you check out our website
sick leave after the first six months of continuous employment. Unused sick leave is lately? We have a variety of really
retained and can be accumulated up to 20 days. useful calculators which you can
If the sickness lasts for a period of three calendar days, the employer has the right to download free of charge. These
request proof of the employee’s illness or injury. calculators are designed to help
Bereavement Leave you manage and grow your busi-
Employees are entitled to two forms of bereavement leave after six months of em- ness better by applying proven
ployment. principles to your business.

up to three days’ paid leave on the death of an immediate family member; and

up to one day’s paid leave on the death of a person outside the immediate family

that causes the employee to suffer a bereavement. ‘
Both types of bereavement leave can be taken at any time i.e. not necessarily im-

mediately after death or on consecutive days.

‘Immediate family members’ are defined as an employee’s spouse, parent, child, PROHUB SOLUTIONS

sibling, grandparent, grandchild or the spouse’s parent. If there has been a multiple Are you effectively managing all of

fatality, the employee is entitled to three days’ bereavement leave for each death. your sales enquiries? Do you

have a system to record all of

your potential sales leads? PRO-

HUB CCM is designed to handle

. all customer enquiries and com-

Do I need a marketing plan? ol ther i cne datebase, Eseh

enquiry is allocated to a team

YeS member for follow-up at the ap-

J propriate date. This ensures all

potential sales are followed up

and you don’t miss out on critical

sales opportunities. Contact us

today for more information on how

this program could help your busi-
ness prosper.



The Importance of

Cash flow forecasts are used to predict your busi-
ness’s future financial position for the period ahead,
from three months to a year in advance. Your forecast
allows you to see what money you expect to be paid
into the business and the amount you’ll need to pay
out — and is a useful tool to help you manage your
business more effectively.

If you owned a typical New Zealand retail store with
high sales over Christmas and a traditional slump in
the quieter New Year period, your cash flow forecasts
would show high income in December and much
lower income over the following two months. Your
forecasts would also show that stock purchased on a
60-day term ahead of the festive Christmas rush in
November and December would need to be paid at
the end of January and February.

If you racked up record Christmas sales, there might
be a strong temptation to splash out and buy that big-
ticket item you’ve been hankering after — but can you

really afford it? A quick look at your cash flow forecast

Quick

will probably tell you that you need to park the thought
of a new SUV or fishing boat and reduce your draw-
ings by downgrading your request to Santa for an
iPad. Otherwise, you'll have no money left to pay for
the stock you sold in December.

If you're more pragmatic and less inclined to impulse
spending, your forecast will also be able to tell you if
you’ll generate enough profit to cover the costs of new
refurbishments or opening a new store.

If your forecast sales figures for March and April will
be down on previous years as a result of continued
low national economic growth, the global financial
turmoil or the arrival of a new competitor in your mar-
ket, you might need to arrange short-term finance to
tide you over or find ways to increase sales to cover
your monthly overheads and operating costs.

In summary, your cash flow forecast gives you a fu-
ture view into your business finances. It helps you
identify cash flow problems before they materialise

and allows you to make informed business decisions

The safe way to double your money is to fold it over once and
put it in your pocket. ~ Frank Hubbard
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Palmerston North 4441

Phone: 06 357 7011 Fax: 06 353 6430
Email: info@stephenlarsenandco.co.nz

Important: This is not advice. Clients should not act
solely on the basis of the material contained in the Tax
Time Newsletter. Items herein are general comments

only and do not constitute nor convey advice per se.
Changes in legislation may occur quickly. We therefore

recommend that our formal advice be sought before
acting in any of the areas. The Tax Time Newsletter is

issued as a helpful guide to our clients and for their
private information. Therefore it should be regarded as
confidential and should not be made available to any
person without our prior approval.

Website: www.stephenlarsenandco.co.nz
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