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1.Business Plan

Reasons for businesses failing:

Plan

» Inadequate planning
= Poor cash management

Write it down!!!

Why needed:

¢

Ensures you araware of the major aspects and practicalities of your
business eg you may have a very good feel for goagtuct or service but
little idea about the marketing side. This wilcbene more apparent when
written down. The plan should be regularly updated may include
separate detailed plans such as a detailed magkatn.

Credibility for income tax purposes ie so that IRIBognises that you
have a viable business although it may take a feavsyto achieve a profit,
rather than just a hobby. If the “hobby” is makentpss then IRD will not
accept the deductibility of expenses. There masrbintention of
operating the business to make a profit.

Credibility with banks and lending institutions whepening accounts and
borrowing money.

What it should cover:

<*

What product selling or service providing

How selling ie marketing, need market researchlyarsaof existing
market etc

Where from ie location of premises. May be homgeleor from a
warehouse or office, suburban or central city.

Who - structure being used eg self-employed, comptmn

When starting — date of commencement — affectsaaility of costs
SWOT analysis:

0 Strengths eg offering a mobile/ visit to your hoseevice,
doing something has proven demand elsewhere Btbeing
offered locally, great labour saving device, gobtha job

0 Weaknesses eg not much understanding of the casting
management sides, not sure how to market prodisgreice

o Opportunities eg being the first in the area daing

o Threats eg may be competition from a bigger orgsius,
someone may claim the idea for their own and patent

Cashflow analysis: Projected cash inflows and owi$l for the coming
year.

This information is of a general nature and advice should be sought for your situation.
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Need to keep an eye on inflows and outflows — laep
top of billing and following up overdue accounts

Hold off paying own bills until cash in if possible
Be aware of commitments eg wages due next week

If taking out a mortgage on own home set a limioov
much to borrow before calling it quits and cuttlogses

— don’t gamble with your home! Make sure thatafly
home is being used as collateral that the loah is a
domestic rates — argue assertively and shop areund
banks are very willing to lend these days. Remender
2% difference between domestic and commercial rates
on a $50,000 loan over a year is $1,000

Identify most and least profitable parts of yousibess
— price accordingly

Identify costs — make sure sale price coveringscost
Need to recognise the difference between fixed and
variable costs ie fixed costs stay the same regssdf
whether you sell anything or not. Examples are, ren
interest on loans, staff wages and salaries, aggtr
and phone costs. Variable costs vary with the rermb
of goods produced or the amount of services supplie
Examples of variable costs are raw materials anal yo
own remuneration.

Identify set-up costs — these may take you a wvihile
recover — have a plan so that you are not alwasfsifig

up”.

This information is of a general nature and advice should be sought for your situation.
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2.Structures

¢ Self-employed

that’s YOU! (although you can still employ staff)

Advantages:
= You are the boss
= Simple

= Can just start up — no set-up regulations etc

Disadvantages:

= You have unlimited personal liability. That medhat if a
creditor starts to sue you (eg for non-completibwaork to a
satisfactory standard) and you lose the case thertquld end
up losing your home. Insurances can usually rethise
liability.

= Hard to separate you and the business eg ofteapaae bank
account, difficulty for later sale since personafsociated
with the business.

= Limited opportunity to split income. Payments pmgses need
to be specifically approved by IRD.

¢ Partnership:

that's YOU and someone else (may be up to 25).reTise
usually a partnership deed which sets out the génsatters
agreed such as how profits are to be distributetsidn of
property upon dissolution, etc.

Advantages:
= Less formal arrangement than a company and therédes
paperwork eg Minutes etc.
= Like self-employed can just start operating

Disadvantages:
= Profits are generally distributed at the end ohegar
although some funds may be left in to develop th&riess.
Therefore minimal opportunity for spreading incoamel
losses.
= Unlimited liability.

This information is of a general nature and advice should be sought for your situation.
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¢ Company:

o0 closely held
= ordinary:
* need only have one shareholder and director (may be
the same person).
= qualifying company:
» can distribute capital profits without winding up,
e limit of 5 persons
» |oss-attributing qualifying company (LAQC):
* is a qualifying company
e can attribute its losses to shareholders accotding
shareholding
* need to agree to take on LAQC tax liability perdiyna
» used for long term loss making ventures eg forestiy
rental properties where negative gearing used.
The total shareholding may be as little as onetbtes

o Public: shares traded on the stock exchange.

Advantages:
= Limited liability against most creditors although
personal/director guarantees are usually requoed f
borrowings from major institutions.
= Opportunities for allocating income among years amodng
shareholder/employees and shareholders to maxbersefits
from varying marginal tax rates.

Disadvantages:
= On-going cost of a separate tax return (IR4), ahraiarn to
the Companies Office (no cost) plus Minute Boatording
major decisions required.
= Some set-up required eg company formation (althaigh
need only take a couple of days), obtaining IRD berretc.

Cost to establish and on-going:
To establish: Name reservation $10, Company registration $tcia|
= $160.
On-going: $0 annual return fee plus cost of preparing IR4.

¢ Trust:
A trust is really assets held by trustees in tfoisbeneficiaries. The trustees

decide how the assets should be used or investutdo the best return for
the beneficiaries.

This information is of a general nature and advice should be sought for your situation.
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Trusts are used for two main purposes:

= Trading, and
= Protection of family assets:
» Use to protect assets eg family home from credaocs
for estate planning
* Insurances may provide the same protection against
creditors but more expensive over the long term.
* Would only use if self-employed or owning own
company. Not necessary for employees unless they
own substantial other assets eg shares or wanit to p
assets into a trust to avoid resthome chargesatees
duty if reimposed.

Advantages.
= Can allow varying distributions to beneficiarieddaing
higher distributions to beneficiaries on the lowastrates).

Disadvantages:

= Unlimited liability for trustees.

= EXxposes trustees to beneficiaries. Because tle¢sam® owned
by the beneficiaries, they may later claim thatttigtees have
not invested the assets for the maximum return.

= Not often used for trading in NZ (used extensivahAustralia)
because in NZ trusts are generally taxed as fopemnes and
there is no limitation on liability.

= Some set-up required eg should have a trust deed, separate
IRD number.

= Cost to establish

Costs: Around $2,000 to set up.

This information is of a general nature and advice should be sought for your situation.
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3.Accounting

Cashbook

You should open a separate bank account for thedsss cheque account and
savings account, credit card can also be useful.

Then need a system for recording all transactiemedeipts (monies in) and
payments (monies out). This is your cashbook.

Options:
« Manual:

Can use a manual cashbook such as a 16 columnftomolany stationer.

» Spreadsheet:

Set out as for a 16 column manual cashbook but doreespreadsheet eg Excel. The
benefits are that the spreadsheet does the adaliaigations and allows entries to be
added later if missed. Much tidier than a manaahbook, and flexibility to design
your own.

Cashbook — sample available on our website.
» Computerised Accounting Systems:

Many different ones available at varying pricesodtlare database systems which
offer a screen and prompts for entries and all@ace of reports to be printed from
the data.

MYOB (Mind Your Own Business): easy to use datatsstem, only problem for
larger businesses is that it doesn’t accommodaitechrstructures. Basic version
costs around $300, Main around $600 and the Acaoyptus is around $800 for a
single user.

Quicken/ Quick Books: easy to use database systeoed around $500.

Cash Manager: available in two parts, cash andiatciThe cash part only gives you
cash accounts, cost around $250. The accrualifpohe includes ability to perform
accruals, calculate depreciation and print out fineome Statements and Balance
Sheets and costs around $500. Choose the latter.

Smartbooks, Banklink etc: relies on informatiordeposits and cheques presented
being downloaded from your bank to you electromyca¥ou can then enter the
ledger account code and any other transactionghtdank has been unable to

This information is of a general nature and advice should be sought for your situation.
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identify. Financial statements are then produgedeguest. Smartbooks costs around
$90 per month, Banklink around $20-$40 per monttedding on accountants’
charges as Banklink can only be used through aouatant.

Xero is an online accounting system for small t@ime sized businesses. It's
powerful yet simple to use and because its webdogse don't have to worry about
installing software on your PC, upgrading it orkiag it up - its all done for you.
Clients of ours that use Xero love it. You can fowd more about Xero at
WWW.Xero.com.

Record Keeping

While the cashbook system will provide a summargimabunts going in and out, you
must also keep the following supporting documeatati

Receipts for all payments (GST invoices for amoun$50)
Copies of invoices for all goods or services predid
Copies of GST, FBT and Income Tax returns

Bank statements

PobdPE

File in payment number, invoice number, date oljeyear.

Keep all these records for 10 years. Although oeguired for 7 years for income
tax purposes, records are required for 10 yearG 8.

You should perform a bank reconciliation every nmomhen the bank statement is
received. This involves checking that both hawesame information by ticking off
the items on the bank statement against the chequetnd cashbook. By adding on
unpresented cheques and deducting deposits opteoeit yet showing on the bank
statement to your cashbook balance, the adjussftboak balance should equal the
bank balance. Follow the reconciliation instrueia@n the back of the bank
statement or the reconciliation below.

Full Bank Reconciliation:

Opening cashbook balance at beginning of period:
Either beginning of year, beginning of month etc

+ Receipts for period:

- Payments for period:

= Closing Cashbook balance:
+ Unpresented Cheques:

ie cheques written and recorded in cashbook
as payments but not yet recorded on the bank statement

This information is of a general nature and advice should be sought for your situation.
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- Uncredited deposits:
ie receipts entered in the cashbook but not yet
deposited at the bank according to the bank statement

= Closing balance per bank statement:

If the closing balance calculated does not equebtiance on the bank statement,
check all the entries from the bank statement bat¢ke cashbook.

4.Income Tax
Tax Position

Self-employed You will retain your personal IRD number to restyour income
from self-employment. At the end of the finangiahr (31 March) you will need to
complete an IR3 tax return. The tax rate is youn personal rate.

Partnership: you will need to complete an application for sgpaIRD number.
Income is generally allocated at the end of eaeln ad partners complete an IR3.
The tax rate is your own personal rate.

Company. you will need to complete an application forlRD number because the
company is a separate entity. The IRD number &@ @umbers should be the same.
You will also need to complete an IR4 tax returthatend of the financial year and
each shareholder receiving income from the compathyeed to complete an IR3.
Tax for a company is a flat rate of 30%. Amourdglgo shareholder/employees are
at their own personal rates.

Trust: as for a company but the annual tax return ilR&nand beneficiaries will

need to complete IR3s. Tax for a trust is a fiée 0f 33%. Amounts paid to
beneficiaries are at their own personal rates.

Rates of Tax for individuals (rebates are available to low income earners):

$0 - $14,000 12.5%
$14,001 - $48,000 | 21%

$48,001 - $70,000| 33%
>$70,000 38%

Taxpayers may also be eligible for the single earglgate or family assistance.

This information is of a general nature and advice should be sought for your situation.
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Returns:

Self-employed: IR3

Partnership: IR7 (Partners need to complete IR3s)

Company: IR4 (If a shareholder —employee alsa neeomplete an IR3)
Trust: IR6 (Beneficiaries need to complete IR3s)

Types of tax payment:

Two types:
0 Source deduction eg PAYE, RWT which can be a tiaaleg no more

IR5s,
o Provisional tax if income >$2,500 ie income of ard$12,000 pa.

Payment of Tax - Timing:

First year:

In the first year of operation, depending on ycannégs and the type of entity/
structure you are using, you may not need to pgytanduring the year, but you will
need to pay tax on your first year’s earnings.

If you are self-employed, a partner or a shareh@deployee, had Residual Income
Tax (or RIT) of no more than $2,500 in the 4 pdieg years and have current year
RIT of less than $50,000 (ie income of around $280), then you do not need to pay
provisional tax until the next financial year.

If you are self-employed, a partner or a sharehdeployee, had RIT of no more
than $2,500 in the 4 preceding years but have cuyear RIT of 50,000 or more (ie
income of around $150,000), then you need to ptjing provisional tax from the
next due provisional tax date or be prepared totpayRD Use of Money Interest
(UOMI).

If you are a company or trust, then you need td ptying provisional tax at the first
due date after commencement of your business.
Second year and later years:

For subsequent years, provisional tax is paid duhe year based on the previous
year’s income with a “wash-up” done at the endhefyear.

Note that the last provisional tax payment is defite the end of the financial year.
Provisional tax is only payable where the RIT tog tast year was > $2,500.

This information is of a general nature and advice should be sought for your situation.
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There are two options for calculating the amoungrofvisional tax (as set out at the
end of the IR3 or the IR4):

o Standard: pay the same amount as last year’s Residuairiacbax
(RIT). That amount should be paid in 3 equal iinséats on 28
August, 15 January and 7 May.

If your income tax liability has not been calcuthtey 28 August in
any year (for example, if your accountant inclugtedr accounts in
their extension of time arrangements with IRD) tgeno must
calculate your tax liability based on 110% of theyious year’s RIT.

o Estimated: An estimate must be made if RIT is greater ti$&%,000
(income of $120,000) . Anyomaay choose to estimate their
provisional tax although UOMI may be charged frdma &stimated
due date until the date paid. Shortfall penaliZ®®6 of any shortfall)
may also apply if IRD considers that reasonable vas not taken in
determining the estimate.if the estimate ends werestimated by
more than 20%. You would generally only choosestimate when
you are expecting your income to be significatgsthan in the
previous yeatr.

End of Year Procedures:

Add up all the cash receipts and payments.

Make adjustments for accruals and depreciation.

Prepare Balance Sheet detail ie Statement of Aagetsiabilities.
Complete tax return and either attach a set ohfire statements
(Income Statement and Balance Sheet) or completBth0 which
comes with the tax return.

PwpNPE

Critical Dates:

1 April -
31 March: Standard tax year unless other aer@egts made, industry specific or
seasonal balance date.

7 July: Tax returns due for year just ended 31 Mgunless your tax agent
has an Extension of Time arrangement with IRD).

28 August:  First provisional tax payment due if yae registered 2 monthly for
GST or not GST registered. If tax return notg@inpleted, calculate
provisional tax based on 105% of the previous get@x, otherwise
100% of last year’s RIT.

28 October:  First provisional tax payment for 6 by GST registered taxpayers.

This information is of a general nature and advice should be sought for your situation.
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15 January: s provisional tax payment due if you are registetedonthly for
GST or not GST registered.
7 February:  Terminal tax payment due (final taxmamgt for the previous year)
7 May: 39 provisional tax payment due for all taxpayers.
Remember as an individual or shareholder emplogeemil not be GST registered

so you will need to pay provisional tax three timmggear even if your company or
business only pays it twice a year.

This information is of a general nature and advice should be sought for your situation.
Page 13 of 27 www.dowsemurray.co.nz 8 April 2010




Dowse[[TNIEYY

Chartered Accountants

5.GST

General:

Goods and Services Tax (GST) is added on at 12f3kedase price. This amount
is collected by you as IRD’s agent and paid ovdRID. You may offset some of this
amount by claiming the GST component (at 1/9) efdbst of goods and services
purchased by you in producing your goods and sesvic

Some items are zero-rated or exempt.

Zero-rated supplies include goods and servicesregb¢including international

travel and entertainers on overseas tours), salegofng-concern and newly-refined
precious metals.

Examples of exempt goods are financial servicdsidiieg bank fees and interest on
loans, the sale of donated goods and servicedgergsl accommodation, the sale of a
house and the sale of other fine metals.

Registering:

Whether self-employed, a company, a partnershgtaust, you will need to contact
IRD and ask for and complete an application forST@umber if you believe the
value of your supplies or services will exceed 860,in the year from
commencement. This is the value of goods or sesviefore deducting the costs of
production.

If there is a possibility that you will exceed th@0,000 limit in the year then you
should register for GST before you reach $60,00therwise IRD may require you to
pay GST on services you have already provided ithwyou were not collecting
GST on - this is money out of your pocket!

When registering for GST you can elect (unlessam@ua very large business
(turnover > $2m) whether you would like to be ofpayments”, “invoice” or
“hybrid” basis. You can also select the timingoalyments: either monthly, 2

monthly or 6 monthly.

Basis On a “payments” basis you are liable for GST when receive payment for
goods and services and can claim deductions fouatagou have actually paid for.
On an “invoice” basis, GST is due on amounts in@di{even though you may not

have yet received payment) and deductions may be claimed on amounts due glkthou
not yet paid. Using the “hybrid” basis you wik ppaying the GST on an “invoice”
basis and claiming payments when made. For d sasi-based business the
payments basis is the preferred option as no G8tligwuntil you have received the
cash from the invoices that the GST relates to.

Timing: Small businesses will generally choose 2 or 6thign If you are
disciplined about setting aside the money and egrimterest on it, then 6 monthly is

This information is of a general nature and advice should be sought for your situation.
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probably the preferred option. Paying 2 monthlwlwer will ensure you are on top
of your accounting matters.

Non-Reqistered persons:

If you are not registered for GST you do not cha&gI nor can you claim it on the
purchases you have made.

Purchases agjoodsfrom non-GST registered persons: can claim 1/88% paid eg
purchase of a second hand car from a private owner.

Purchases dfervicesfrom a non-GST registered person: can’t claim GST.
Procedure:

IRD will send you the pre-printed forms about 2 iebefore the end of the GST
period. The form needs to be sent back with payinethe end of the month
following the end of the GST period eg GST periadieg 30 September, GST
payment due 31 October.

If you are due a refund it should be paid withiwé&eks of sending in your return. |If
it is a sizeable amount, expect a GST audit. Haygorting documentation for your
claim but do not send it in with your claim.

You must always provide clients and customers @it ST invoice” if the price of
the supply (including GST) exceeds $1,000. Thistnmclude the following:

The words “Tax Invoice” in a prominent place
The name and GST number of the supplier
The name and address of the recipient
Date
Description of goods or services supplied
The quantity of goods and services supplied
And either:
¢ The GST - exclusive amount, the amount of tax Aaddtal GST
inclusive amount,
Or:
¢+ A statement to the effect that the price includ&I'G

* & & & o o

To claim GST on purchases you have made you muainod GST invoice for
amount over $50. Abbreviated tax invoices may sedifor amounts between $50
and $1,000. Abbreviated tax invoices do not nedddlude the:

¢ Name and address of the recipient or
¢ The quantity of goods and services supplied.

Records must be kept for 10 years for GST purposes.

This information is of a general nature and advice should be sought for your situation.
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6.FBT

The purpose of the Fringe Benefit Tax Regime isaionter the increasing use over
the past decade of non-taxable benefits to emptoyee

Fringe Benefit Tax applies only where:

= staff are employed by the business (this inclutiesetholder/
employees) and

= these employees receive non-monetary benefits @nar
above their salaries).

Common benefits are use of a work vehicle for gevsse, low interest loans, free or
subsidised childcare, carparks, insurance or snpaedion funds etc. There is an
exemption from FBT of $300 per employee per qudrterthis does not apply to
motor vehicle use.

The fringe benefit tax is paid by the businessegitfuarterly or annually.

Basically it is calculated by determining a valoe the fringe benefit and applying
the individual’s tax rate to it. With the changetax rates for 2000/01 this has meant
having differential rates and requiring assets filvaherly may have been pooled (eg
cars) to be assigned to an individual so that tineect tax rate is calculated.

Calculating FBT is the only time that tEST-inclusive cost of an asset is used. The
value of the fringe benefit is 20% of the GST irsthe cost (or 5% per quarter).

The FBT rate is 64% for taxpayers on a 39% mardmatate and 49% for those on
33%.

Where FBT is paid there is no need to keep a ladbo

Example I

A shareholder/ employee earning over $60,000 peuraruses a company owned
vehicle for personal use. The vehicle cost $15jA6iding GST.

Value of fringe benefit for one

quarter = 15,000 x 0.05 750
FBT rate 64%
FBT $480

This information is of a general nature and advice should be sought for your situation.
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This means that the business has to pay $480 B80sda the fringe benefit of
$83.33, total $563.33 each quarter (ie $2,2,53qan employee to have unlimited
personal use of the business vehicle. Generallgdist of the FBT will be greater
than the costs of the vehicle over the year foidzimgh value car.
Example 2:

Compare this with the cost of a cheaper car (eg0®3;

Value of fringe benefit for one

quarter = 4,000 x 0.05 200
FBT rate 64%
FBT $128

Adding GST on the fringe benefit gives a total aesth quarter of $150.22. The cost
of petrol at $15 per week alone would make it wwtthe having the business own
the cheap car and make it available for persoral us

If the vehicle is only available 5 working days aek then the calculation above is
$113.64 (200 x 5/7 x 64%) + (200/9).

Individuals are allowed an exemption of up to $0,@p@r annum except for the use of
vehicles and loans.

The value of the fringe benefit is subject to GST.

Payments are due on theé"™6f the month following the end of the FBT periag39
June period payment is due 20 July.

7.Penalties

There are 3 main sorts of penalties for Income &&T and FBT:

¢ Late payment penalties
¢ Shortfall penalties, and
¢ Use of Money Interest (UOMI)

Late payment penalties:

Individuals may have to pay a $50 penalty for tatern filing but late payment
penalties generally apply where the amount owedaige than $100. The amount is
usually 5% of the unpaid tax and is due the dagr dlifte amount of tax was due plus
1% for every month thereafter.

This information is of a general nature and advice should be sought for your situation.
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Shortfall penalties:
These apply where:

¢ Failure to take reasonable care: 20% penalty orshastfall

¢ Unacceptable interpretation: 20% on any shorttal ghortfall must be
$10,000 or more)

¢ Gross carelessness: 40% penalty on any shortfall

¢ Abusive tax position: 100% penalty on any shortfdiere there is an
unacceptable interpretation designed to avoid tax.

¢ Evasion or similar act: 150% penalty on any shdytfehere there has
been a deliberate or known act to not pay tax deenmeecessary
deductions.

These penalties may be reduced by 75% where themuntary disclosure before an
IRD investigation and 40% where the taxpayer adviB® of the shortfall after

being notified of a pending investigation but beftite investigation commences.
Use of Money Interest (UOMI):

UOMI is generally charged in addition to any peiealfrom the day after a payment
was due until the payment is made.

Currently IRD charges 14% per annum and pays 6%noounts you overpay.

8.PAYE

Use where staff are employed.

Pay as You Earn (PAYE) must be calculated accoriRAYE tables supplied by
IRD either monthly for small employers or fortnigghtor large employers. Large
employers are those who pay PAYE of $500,000 orerpar

When you decide to employ staff (other than yodyseintact IRD and they will send
you an info pack including details for registerfiog PAYE. They will continue to
send you the forms you need monthly. You will aleed to get staff to complete an
IR330 when they start work for you, so you neetldmrganized for PAYBefore

you start employing staff.

PAYE collected in any calendar month should be paidRD by the 28 of the
following month.

For large taxpayers, it is paid fortnightly on Bitand 24

This information is of a general nature and advice should be sought for your situation.
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Forms also need to be completed when staff leandeaaeconciliation (between
amounts deducted from employees’ pays and the anpaichto IRD) needs to be
performed after the end of each financial year.

Penalties:

150% of the shortfall where PAYE not deducted gsiired and charges may also be
laid against officers of the business.

Shareholder/Employees:

Shareholder-employees ie those shareholders whavaik in the business, do not
need to pay PAYE: they pay provisional tax durimg year.

9.Deductible Expenses

General:

All expenses or costs necessarily incurred to predissessable income are
deductible.

These include all ordinary operating costs eg AQ@chase of trading stock, rent
payments, repairs and maintenance on business, iEBiis GST on fringe benefits,
interest on money borrowed for the business, ima@aelectricity, phone, postage,
stationery, travel, advertising, legal and accaunédvice.

Payments such as salaries and wages paid to ommoiees are deductible, as long
as the payments are taxable in the hands of thy@eat For self-employed, any
income, over and above costs, is personal income.

Accruals:

Accruals recognise that in any one year the cashipomay notreflect the earnings
and payables of the business, just the cash icasiuout. Journal entry adjustments
even out amounts earned but not received, recéiwecklating to the previous year
and ensure payments relate to the appropriate y@gpreciation is the other major
accrual.

IRD insists that financial statements are preparedn accruals basis. Doctors and
barristers are the only exceptions. Preparinghfired statements on a cash basis is
seen as allowing opportunities for manipulatingome and therefore your tax
liability.

This information is of a general nature and advice should be sought for your situation.
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Entertainment

Only 50% of business entertainment costs may baaled unless the cost is exempt.
An example of the exemption is food and drink aalg# on employers’ premises,
lunches on courses etc.

Business set-up costs

Business set-up costs must be capitalised anddafa@. This includes company
registration costs and any legal fees regardingtdotions etc and goodwill on the
purchase of a business.

10. Depreciation: what it is and where it fits in.

All assets purchased for a GST exclusive cost aertitan $508must be capitalised
(ie entered onto the Balance Sheet as an asset th#in being expensed in the year
of purchase) and depreciated.

Depreciation is an “allocation of cost over an #sagseful life”. It recognises that
while an asset may be purchased in one yearrieuitable to allocate its whole cost
to the year of purchase as the asset providesngaability over a number of years.
The allocation of the cost over several years udemeciation rates recognises this
principle. Depreciation is apportioned over tharyaccording to the number of
months used in the year and is calculated usin@G®E exclusive cost (ie the amount
less the GST paid).

IRD has already determined acceptable "useful lif@salmost all assets and these
are the rates that should be (fsefihe rates may be either Straight Line (SL)
depreciation rates which allocate the cost of 8&tevenly over its useful life or
Diminishing Value (DV) which allocate a higher poypon in the early years. DV
amounts are achieved by calculating the depreciagazh year on the already
depreciated value of the asset. DV rates tene toidgher than SL rates. The choice
which rate you use is yours and you may use difterates for different types of
assets but you cannot change the rate except one#igi The result evens out in the
end when the asset is sold.

For example: a computer purchased in June 20083(@00.00 including GST would
be depreciated for the 2008/2009 tax year as feliow

Purchase price (ex GST ) 3,000 * 8/9 = $2,667
Rate per IRD booklet 60% Diminishing value

! Assets of a similar nature and costing less $2600 may be pooled to calculate

depreciation.
2 Current depreciation rates are contained in IRBlipation IR 260 available in booklet form
from IRD. Alternatively it is available for perusan the IRD's websitavww.ird.govt.nz

This information is of a general nature and advice should be sought for your situation.
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Amount of depreciation for the year $1,600
Amount of depreciation for 10 months $1,334

Therefore $1,334 is the amount to be shown as diggian if this is the only asset.

If the straight-line method was used the amoumtepireciation would be $1,067:

Purchase price (ex GST ) 3,000 * 8/9 = $2,667
Rate per IRD booklet 48% Straight Line
Amount of depreciation for the year $1,280
Amount of depreciation for 10 months $ 1,067

When an asset is sold, no depreciation may be ethimthat financial year, and
either a loss or profit on sale must be recordetiéenncome Statement to reflect the
difference between the sale price of the assettandiepreciated or book value at the
beginning of the year.

For example, if you buy a computer for $3000 (esile of GST) and sell it 3 years
later for $400, then the effect will be as follows:

Cost: 3,000.00
Yr 1 Depreciation (DV) 60%: 1,800.00
Book Value of asset at end of Yr 1: 1,200.00
Yr 2 Depreciation (DV) 60%: 720.00
Book Value of asset at end of Yr 2: 480.00
Sale price of asset Yr 3: 400.00
Loss on sale: 80.00

This $80.00 would then be shown as an expenseiitgour financial statements.
Remember that no depreciation was deductible i8, Yine year of sale.

Similarly, if the asset was sold for $500 thenphefit on sale (an income item in

your financial statements) would be $20 (ie saleep{$500) less Book Value Yr 2
($480)).

11. Vehicle Expenses

Options

Option 1: Actual expenses

Need to keep a log book for a 3 month period withem lasts for 3 years.

This information is of a general nature and advice should be sought for your situation.
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This should record the starting date and km (odemet¢ading in the car. Every
work trip should then be recorded showing the stad finish number of kms
travelled. At the end of the 3 month period thestlg odometer reading should be
taken. After adding the number of kms on workg@gmd the difference between the
end and start odometer readings you can calcuiateotof business travel. This
figure may then be used to calculate the percerdbgk other vehicle expenses over
the year.

For example, if the odometer reading at 5 April W8000kms and the end reading at
4 July was 72,500kms and 2,000kms were used dthratgperiod on work-related
travel, then 44% of all car related expenses cbaldlaimed (ie 2,000/(72,500-
68,000)).

These expenses would include:

Petrol

Insurance

Warrant of fitness

Maintenance

Tyres

Road User Charges (RUC)

Depreciation (calculated on the market value #@ent cost is not
available),

0 etc

O 0O O0OO0OO0OO0O0

This percentage may be claimed as a reimbursemantthe business monthly, six-
monthly, annually or at another period that suds.y

GST may also be claimed on all the portions exdepteciation.

This method involves keeping detailed records loéxgbenses and is suitable when
expenses are high and the business owns the vehicle

Option 2: Mileage rates

IRD has prepared a set of standard mileage raa¢srthy be used by self-employed
people. These would usually apply when yown personal caris used for business
trips.

A log of all business travel must be kept and mileage ratesatafor these miles.
GST is included in the rates and may be claimed.

Option 3: Full deductibility:

Two appropriate uses:

This information is of a general nature and advice should be sought for your situation.
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= Use only where there is a vehicle dedicated tdtlsness —
this usually needs to have the business logo horeat or
otherwise permanently attached (not easily remavike a
magnetic sign) or be large enough for the cartdg@maods eg
ute. Having another vehicle for personal usege akcessary.

= Use when FBT is paid on the personal use of thecleshin
this case the vehicle is usually owned by the lassin

All expenses associated with the vehicle may beicted.

Note though that a self-employed person without enipyees cannot use the FBT
method and must always use a log book method.

Option 4: No log book:

If no log book has been maintained for the minim@imonth period over 3 years then
IRD may not allow a deduction fany motor vehicle expenses.

If inadequate log book details have been maintaiR&imay limit the deduction to
25%.

12. Home Office Expenses

If you run your own business it is likely that yall have an office at home (even if
you have an office at other premises).

You do not need to have a room designated as & @fiid a deduction for expenses
may be claimed for an area that is sometimes umegbtir work eg your dining
room.

Some home expenses may be claimed as a businesgidedased on the proportion
of the home being used for the business and o#peEmses may be deducted
according to actual or partial costs.

The most important thing is your ability to justitye proportion used and its
reasonableness.

Proportion of home:

Separate office:

If you have a separate office room then calculagefloor area of that room as a
percentage of the floor area of the whole houseekample this may be around 10%.

Office as part of a room:

This information is of a general nature and advice should be sought for your situation.
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If you have an area that is set aside for officcepeg part of the lounge, then
calculate the area of office space as a percenfatpe floor area of the whole house.

Dual use space:

If you use a room sometimes for an office and somext for some other purpose eg
the dining room may be used for meals at mealtintkas your office during the day
or at night, calculate the percentagéiwie the area is used or available for use as

office space.

Expenses:

When you have calculated the percentage area erthiat the home is used for work,
then the same percentage of the home costs mdgibeed as a deduction against the
business.

= |psurance:

= dwelling
» contents
= Electricity
= Gas
= Water

= Rubbish collection costs

= Mortgage interest costs Remember that part of the total mortgage paid
each month/ week includes an element of princighyment which is not
claimable. Your bank should provide a statemerit &l March each year
(although you may have to ask for it) showing theant paid for the year
broken down into interest and principal. Use thisrest amount for your
calculation.

= Rent paid: If claiming a portion of rent costs, can’t aldaim building
depreciation.

= Maintenance General maintenance costs such as plumbessfdill
blocked drains etc may also be claimed but morstankial work such as
the costs of the renovation of a bathroom will besidered a capital
improvement to the building and would need to @teésed and
depreciated. Therefore the building would neebetindependently
revalued at your cost. IRD may then require sulbistion of the extent
that the building portion was used as an officesetmore substantial
capital works are quite a grey area.

This information is of a general nature and advice should be sought for your situation.
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= Depreciation on the building For wooden houses this is calculated at
3% of the building cost or value. If the housdoilding has not been
purchased recently the latest GV or QV may be bsedlepreciation may
only be calculated on the value of improvementhiéland. The land
value or cost may not be depreciated because $ watetheoretically lose
value over time. Can't also claim rent.

Other Costs (not apportioned):

Phone If commercial rates are not being paid for aifess line and a home
phone is being used, then IRD accepts claims f& 60the cost of line rental
etc on the home phone. Extras such as the césll oflls, answer phones
and calls to mobile phones may be separately ctiifrtbey are valid
business expenses.

Depreciation of office furniture and equipment eg office desks, chairs,
photocopiers, computers and printers etc: Assetspmn-consumable items
that will still exist after a year, and which cosbre than $200 must be
capitalised and depreciated. This means thatdbieof the asset is spread
over its working or useful life.

Calculate the amount of home office expenses antbrese yourself. Claim GST on
the totalexcluding depreciation.

13.

ACC

All private accident insurance contracts were cheddrom 30 June 2000. There are
3 parts to the new ACC regime:

1.

residual claims levy: this is collected by IRD taygfor the continuing cost of
old claims. ltis a levy on salaries and wageke 3alaries and wages
information provided on the IR3 (for self-employgtije IR4 (for companies),
IR 7 (for partnerships), and IR6 (for trusts) azatdo ACC to calculate and
invoice the employer and earner premiums. Ratessifiual claims levy vary
by industry.

employer/ self-employed premium: billed to empleyby ACC, amount
based on salaries and wages. Rates vary by igcargdrthere are incentives
to reduce the costs.

earner premium: included as part of the PAYE dadoaystem. Billed to
self-employed and companies for shareholder/ eneglowat a standard rate.

This information is of a general nature and advice should be sought for your situation.
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14. Attribution Rules (ie “80% test for
consultants”)

With the introduction of the 39% marginal tax r&geindividuals earning over
$60,000 pa or $70,000 from 1 October 2008 (ie angumt > $60,000 is taxed at
39%) there has been a move to establish compamiesusts which pay tax at a flat
rate of 30% and 33% respectively. The attributides effectively state that if
certain criteria are met, then the income of théye(eg company or trust) is
attributed to the individual instead of the entity.

The criteria are:

» 80% or more of the entity’s gross income is derifrech one organisation,

» 80% or more of the entity’s gross income is derifrech one person, the
taxpayer,

« the taxpayer’s net income exceeds $60,000, and

» the business does not have substantial assetsaudedve the income.
Substantial assets are property that cost more®zy®00 or at least 25% of
the entity’s gross income at balance date.

If these criteria are all met, then the incomehef éntity is treated as income to the
individual.

15. Useful Sources of Information

Master Tax Guide, published by CCH and available from Bennett's Biwp.
This is a very readable reference book on all taiens. Also available on CD-Rom.

Staples Guide to New Zealand Tax Practicgublished by Brookers and available
from Bennett's Bookshop. This text is very simiiathe Master Tax Guide.

IRD Publications: IRD have published free, easy to read booktbts]R series, on
most tax topics. Refer to their websievw.ird.govt.nz

TIBs: Tax Information Bulletins: published monthly B and available free at
their websitewww.ird.govt.nz These provide up-to-date information from IRD on
the latest court cases and IRD’s position on variopics.

ACC: www.acc.co.nz lots of information including table calculators.

BIZINFO : www.bizinfo.co.nz this site offers, through the Capital Developmen
Agency in Wellington, some free business appramalmation and contacts for
exporting etc — a good port of call.

This information is of a general nature and advice should be sought for your situation.
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Companies Office www.companies.govt.nname reservations, company
registrations etc online.

This information is of a general nature and advice should be sought for your situation.
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