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DON’T LET THE IRD NAIL YOU
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	Mercy

Taxpayers are to be allowed to correct mistakes. A mistake as a genuine error rather than a wrong choice. Currently a mistake is an unacceptable tax position. The Government has recognised the absurdity of this and will backdate the law change to 1 April 2003. The legislation will not be passed until about 7 April 2006. At this stage we do not yet know the degree of the easing up and for past impositions you will have to write into IRD by 31 October 2006

GST on rental pending development

A subscriber has asked:

Please advise the position now the Lundy Case has been to the Court of Appeal: 

1. What is required to be returned for GST purposes when renting out the property pending sale?  The Court of Appeal thought a fair apportionment of the revenue costs would be 25% exempt and 75% taxable, based on the dual purpose test. The capital portion requires the depreciation adjustment on the building, only. The reason for this is the building is used for the exempt supply and the land for the taxable supply. 

2. What can be claimed back when the property is sold/applied fully to the taxable activity? 

· All the capital use adjustment on building because it is assumed the building has not gone down in value. 

· When you sell you might get tenants to vacate, early. Revenue costs from this time are now fully applicable to the taxable activity. You may have paid some expenses in advance EG Insurance. Adjust for part of this cost being now applied to the taxable activity, only. i.e. Insurance paid 9 months in advance. You have applied 25% to rental. Claim this back.

The above is our comment on the situation. IRD may produce a policy statement with its own views. We recommend you consult your tax advisor. 

Interest on ACC payments

Interest received from ACC on payments made under Section 72 of the Accident Rehabilitation and Compensation Insurance Act 1992 is not taxable.

IRD identified common mistakes 

Payment of an employee’s club membership is probably subject to FBT. 


	Falling value of our dollar
The falling value of our dollar is raising the value of financial arrangements overseas.  Your clients with overseas bank accounts and other non-shares investments, will find themselves with an artificial profit for the year ending 31 March 2006 and probably the following year as well. Many private individuals, with small accounts, will not be affected UNLESS their financial arrangement is maturing. However, companies and trusts have to adjust for changes in the value of the currency every year. We suggest you contact them and get them to pay some tax now to minimise UOMI.
Boarders 

IRD determination 05/03 makes it easier to decide when boarding services become taxable income.  A taxpayer can receive $200 per boarder for the first two boarders and $162 for every subsequent boarder and the income is not taxable.  These figures are the standard cost.

IRD then adds “annual capital standard-cost” to the above weekly standard costs.  This is another threshold for determining whether there is taxable income.  Roughly, you take the cost of the property plus additions and calculate 5% of this.  You deduct any accommodation supplement and multiply the total by the average percentage of boarders and the number of complete weeks the boarding has been operating.  

If the weekly standard cost and the annual capital standard cost are less than the income, the difference is taxable.

The determination states “this determination may be used by all natural persons ….”  Therefore, a company or trust will have to use actual costs.
If you want to do all the calculations yourself and come up with a different figure you can. Ref TIB Vol 17 No 10

Performance bonus and profit share

Some small business owners agree to share profits with some of their staff. Such arrangements are often verbal.

IRD has raised a question about the timing of deductibility. It says, if there is no written agreement and a clear way to calculate the bonus arising before the year ends, there is no evidence to support the performance pay as being a binding contract and hence a creditor at balance date. The department has been adding back these amounts to income.

If your clients share profits, get them to commit the agreement to writing and be specific on how the amount is calculated.

Reminder: The payments still have to be made within 63 days of balance date if they are to be accrued
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