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	Car for spouse
It could be better to register for FBT on an annual basis rather than pay the value of the benefit to the company. Spouse works part time for the company and earns say $5000 per year and her employment contract includes the free use of the company car. The FBT rate on the company car will be equivalent to 21% calculated this way but as a payment to the company for the value of the benefit it is likely to be at least 33%. If the spouse receives a dividend or interest, you must add this to the salary for the purpose of calculating FBT at year end.
The low FBT rate is not affected by any other income received from outside sources, even though the client may be paying tax at the top marginal rate.

Proposed Capital Gains Tax - 1 April 2007

A white paper proposes all foreign share investments will be taxed on their increase in value as well as the dividends they yield. No credit will be allowed for foreign tax paid. The Grey List exemption will be wiped.

Individuals will be allowed to spread their tax on unrealised capital gains to help their cash flow. The existing $50,000 cost of investment threshold for natural persons only, before FIF rules apply, will be maintained.

If an asset does not have a readily verifiable market value then a deemed rate of return approach will be used as the basis for calculating tax.

The QCIV is being invented.  It means Qualifying Collective Investment Vehicle. An entity, such as a unit trust, will be able to elect to become a QCIV. It will withhold tax for investors, which can be reduced by any foreign withholding tax paid. Investors will make a declaration each year of their tax rate and be fairly taxed at their marginal rate.

The government wants to encourage more investment in NZ, so there will be no tax on the gain in value of NZ shares, even for those entities which trade in them, if they are held by QCIV. Costs relating to derivatives designed to reduce equity risk will not be tax deductible because capital gains will not be taxable.

There are going to be some difficulties defining QCIVs.  The guiding principle seems to be diversified portfolio investment.  Virtually all the activities of the entity should be of a savings and investment nature.

A QCIV must be NZ resident for tax purposes. 

Fees incurred by investors will be deductible. Tax losses are not going to be distributed to investors but held by the QCIV and carried forward. There are going to be some timing problems, such as when an investor will know their total income for the previous year and hence be able to tell the QCIV the tax rate to apply for their investment.
	Student loan interest deductible?

It has been suggested some of the interest on a student loan may be tax deductible for a sole trader (not a company). If the qualification obtained is an asset being applied to an income earning activity, the interest on money borrowed to get it, could be tax deductible. Compare this with a private home where an office becomes used in the business. Part of the mortgage interest becomes tax deductible. The qualification would need to be related to the self employed income. The interest claim could relate only to the portion of the loan borrowed for fees and books.
Distributions from trusts

Now is the right time to do a round up of your trusts. Since distributions to beneficiaries must be made within six months of a trust’s balance date, make sure you have a copy of a signed minute approving distributions by 30 September for your March balance dates. The minute does not need to state the amount of the distribution. A statement such as “all the profits of the trust” will suffice.

Dividend or FBT

Fringe benefit tax normally takes precedence over dividends.  A shareholder/employee receiving a benefit would not be getting a dividend but the company would be liable for FBT.  However, a shareholder who is not an employee would be receiving a dividend.

Cash or non cash dividend

As stated in Tacks Fax 0504, when a QC distributes a non cash dividend, it does not need to attach Imputation Credits. Non-cash means the dividend is not cash or credit to a shareholder’s account.  

You could, subject to the solvency tests, write up the value of company assets in a QC to market value and credit the shareholders with a dividend: a useful way to get rid of an unwanted debit balance. Imputation Credits would be attached to the dividend, to the extent they are available.

Foreign Trusts

If accounting for a foreign trust, note the proposed new disclosures to be supplied to IRD 30 days after two years of becoming tax resident. They will include:

· The names of the trustees

· The name and contact details of the NZ trustee

· Whether any settlor is tax resident in Australia

· If the trustee is not a natural person the manager or director of the trustee
	
	


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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