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	New builder Associated Person rule.
In the rewritten 2004 Act, the test for determining the time at which an associated person may be tainted by being associated with a builder has been altered to the time the improvements were made.

Old Situation
The test was at the time of acquiring the property.
Example: An associated person to a builder acquired a rental property on 13 March 2000. On 15 April 2002 she separated from her husband, the builder. On 17 May 2003 she undertook work of more than a minor nature to the rental. As the test applied at the time of acquiring the property, she must pay income tax on the gain made on sale of the property, if she were to sell it before 13 March 2010.

New Situation:  Applies from 1 April 2005
The test is at the time of commencing improvements of more than a minor nature and the ten years runs from the date of completion.
Example: An associated person to a builder acquires a rental property on 13 March 2000. On 15 April 2002 she separates from her husband, the builder. On 17 May 2003 she undertakes work of more than a minor nature to the rental. She completes the work in two months. As the test now applies at the time the improvements are undertaken, she is not tainted and will not be liable for tax if she sells the property. 
Had she commenced the renovations on 14 April 2002, while still associated, and completed them on 15 June 2002, she would be liable for income tax on the profit from sale, if she sold before 15 June 2012.

Tax invoices
Some accounting firms are issuing invoices which are not tax invoices.  Check you have the words “Tax Invoice” prominently displayed as well as the GST number.

SSCWT opportunity 
For those who do not need to take a salary, consider changing the salary package so the client takes a nominal salary and makes up the difference to an acceptable level by contributing to a specified superannuation scheme. The client may be able to pay 15 or 19.5 percent tax on the salary and if the appropriate election is made then all the contribution to the registered superannuation fund is taxed at the 15 or 19.5 percent rate as well.  The total package could still be sufficient to satisfy any IRD requirement that the total remuneration was adequate.
	New businesses get early payment discount
Section 45 of the Taxation (Venture Capital and Miscellaneous Provisions) Act 2004 sets out the rules for allowing an early payment discount to new small businesses.  The main points are:-
1. The business may be a sole trader or partnership but must not be a company or trust.
2. The discount, which initially is at 6.7 percent but could be varied, is treated as a tax payment and is therefore income tax exempt.
3. The tax has to be paid in the first year of business. It could be made on the last day of the taxpayer’s financial year.
4. The income must be predominantly from business and not in the form of interest etc.
5. The maximum amount on which the interest is paid is 105% of RIT so, to get the maximum interest rate clients should err on the low side as overpayments will reduce the rate.
6. The law has been designed to prevent people continuously creating new businesses to get the interest payment. There has to be a gap of four years after the last year for which an interest payment was received.
7. Existing businesses can get the discount if they have never had to pay provisional tax.
8. The new law is effective from 1 April 2005.

Purchases prior to Incorporation and GST
S.22 of the GST Act allows a company to claim GST on costs incurred before incorporation, even though the tax invoice may not be in the name of the company. The goods or services must have been acquired by a person who became a member, officer or employee of the company and been reimbursed for the expenditure.  
The goods and services must have been acquired for the taxable activity to be carried on by the company.
It will not apply if the goods or services were acquired more than 6 months prior to incorporation of the company.

Farming/agricultural improvements
The 2004 Income Tax Act rewrite now permits landlords of farm land to have the same tax deductions for land improvements as a person who is in the business of farming. The lessee must be in the business of farming and the improvements must be one of the terms of the lease. A license to use the land would probably be insufficient to be a lease.



The information supplied in this publication has been researched with care.  However, the author and the company accept no responsibility to anyone for any error which may occur in the information provided. Readers are advised to consult their normal source of expert advice before acting on anything they read in Tacks Fax. 
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