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	Mileage rates

IRD has not reviewed mileage rates since 1996. However it does permit us to use other rates such as those calculated by the AA for reimbursing employees. In TIB Vol 18 No 5 the department makes it clear shareholder-employees (SEs) who are paid a regular amount of salary can also use AA rates and there is no 5000 km limit. 

Get the total mileage for the year and use the AA’s calculation to work out an average cost per kilometre. Apply this rate to the kilometres travelled for business. 

AA rates ought to be available to the self employed and the other SEs. However, IRD has not put out a specific statement on this so it may be unwise to use AA rates for these people at this stage. We are seeking clarification from the Commissioner. Some authorities consider SEs (not the self employed) can use the AA rates up to 5000km on the basis of this being a reasonable estimate; a stated alternative for reimbursing employees.

New residents and returning Kiwis

Watch out for new clients, who arrive from overseas from 1 April 2006. Their income derived from overseas may not be subject to tax for the first four years they are here. Exempt income includes:

· Salary related income arising out of their employment before they came here. EG Option to buy shares or bonus paid after arriving here.

· Interest income

· Dividend income

· Rental income

· Royalties

NRWT and AIL will not apply to interest paid overseas during the exempt period. The exemption is for 48 months plus the month in which the taxpayer acquires a permanent place of abode here.

The rules apply equally to returning New Zealanders so long as they have been a non resident for a continuous period of at least 10 years prior to re-acquiring a permanent place of abode here.

While receiving the exemption, taxpayers do not qualify for family assistance. They may opt to forgo the exemption so they can qualify for family assistance. 

Residential Rental property & building fit out

Did you see a recent email? The NZ Institute of Chartered Accountants has conferred with IRD about the practice of analyzing the cost of a residential rental property using the building fit out component parts – electrical reticulation, plumbing and internal walls being depreciated as partitions. They have reached an agreement with IRD. We are asked to combine these components, from the first available income year, into the one figure for building. In return IRD will ignore past years.  Full IRD text next page.
Important change see next page
	Working for families

Family assistance comprises:-

· Family support tax credit

· In-work payment

· Family tax credit – only for income up to $21,658

· Parental tax credit or Paid Parental Leave.

Family support tax credit and in-work payment

Provided a solo parent works at least 20 hours a week or a couple works at least 30 hours per week between them, the family qualifies for the in-work payment. Parents can still qualify even if one is in receipt of N.Z. Superannuation or ACC payments (assuming the recipients worked the required hours before the accident) provided the accident occurred after 31 December 2005.

The benefit is based on the number of children and the family income before tax. It is paid for financially dependent children up to 18 years old. 18 year olds qualify up to 31 December of the year they turn 18.

If you go to IRD website and find calculators on the right of the first screen, you can work out your client’s entitlement to family support and in-work payment. A family with three children and an income of $90,000 per year can still collect.

Family support increases when children get older

Add $16 for children aged 13, 14 and 15

Add $26 for eldest children aged 16, 17 or 18

Add $56 for any other child aged 16, 17 or 18

Parental tax credit

Parental tax credit is paid for 8 weeks at $150 per week and is available to non working mothers.  There is an upper family income threshold for this entitlement. It starts at $108,427 for one child in the family and rises to $181,227 if there are six children in the family.  This payment is not taxable income.

NZ Superannuitants cannot qualify for the parental tax credit. Credit is also not available if your client receives an income tested benefit or student allowance. Income from ACC can also affect this payment.

Paid Parental Leave

If a woman is working for ten hours or more per week for six months for the same employer, before the child is due, and takes paid parental leave from her job or business, she can claim a maximum of $357.30 per week for 14 weeks instead of taking the Parental Tax Credit. The payments are subject to tax.

More on Working for Families in our next issue.

LAQC and Subvention payments loss offset

You cannot ever group offset a loss in a loss attributing qualifying company. Any loss made MUST be attributed to the company shareholders"

However a qualifying company (not an LAQC) loss can be offset against any group company profit regardless of whether the profit company is QC or not.



Cancellation of past shortfall penalties
As previous mentioned in Tacks Fax 0603 legislation was to be passed to allow past mistakes to be corrected. See "Mercy Article". This law has now been passed and we know more. 

If you have had a shortfall penalty imposed for "Unacceptable Tax Position", where the tax involved exceeded $20,000 and it was a simple error, the law now permits you to write to IRD and ask for the penalty back again. It only applies where the shortfall was "temporary" or you were allowed a reduction in the penalty for "voluntary disclosure" and it was actually a "simple type" error. 

PLEASE NOTE:- Your request to IRD has to be lodged BEFORE 1 October 2006 not 31 October 2006 as we had recorded.

2006 media release

Inland Revenue confirms stand on depreciation 29 May 2006 

Inland Revenue advises that it considers it is unacceptable for residential rental property owners to break up their properties into smaller components in order to get higher depreciation rates for tax purposes.

"In the past, we have disallowed the higher depreciation claims and, after consideration by the Adjudication and Rulings business group, we continue to believe this practice is not acceptable," says Naomi Ferguson, Deputy Commissioner Service Delivery.

"Property owners are still able to depreciate chattels such as carpets, drapes, light fittings, whiteware and so on, as separate assets.  There is also provision to depreciate separately items such as water heaters, clothes lines and other fittings that are not part of the building," says Miss Ferguson. 

The items that Inland Revenue does not believe to be separate assets are internal walls, doors, electrical wiring and plumbing and so on, as well as furniture and fittings that are permanently attached and are regarded as being part of the building.  These include items such as kitchen cupboards, bathroom vanities and built-in wardrobes.

Some residential property owners have been splitting these components out  and depreciating them as separate assets in order  to take advantage of higher depreciation rates listed under the "Building fit-out (when in the books separately from building cost)" asset category.

"Property owners who have been splitting these components out from the cost of the building will have overstated their depreciation claim in the past, but we won't be asking them to adjust previous years' income," says Miss Ferguson. "However they will be required to add the value of the various 'components' they have been depreciating individually into the cost of the building, and combine the depreciation claimed for those individual assets."

This will identify the asset to be depreciated, the cost of that asset and the depreciation claimed to date. The building should then be used to claim depreciation at the correct rate. This will depend on the type of building and when it was acquired.

Property owners with cases still under investigation or going through the disputes process may be able to apply this approach from the first period not under dispute or being investigated. "A tax payer may, of course, decide not to settle and to take the matter through the disputes process if they do not agree with the Commissioner's treatment," says Miss Ferguson.

An Interpretation Statement on this ruling is being prepared for public consultation.
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