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	LTC and current account – big problem
A credit balance in the shareholder current account of an insolvent LTC will become income when the company winds up or ceases to be a LTC.  This arises because the debt owing by the company to the shareholders becomes forgiven and thus is income to the company under the accruals rules. Company income has to be returned in the shareholders’ tax returns. To overcome this, you could capitalise the loan. This can be done by using the credit balance to pay for share capital or by the shareholder subscribing for the shares in cash which is in turn used to repay the current account. Some commentators argue the “cash” method is safer than the “journal” method but we have been told the IRD have not challenged either option provided the transaction is not part of some overarching avoidance arrangement separate to accrual problem. Either method will involve minutes and filing documents with the Registrar of Companies. 

Financial reporting for small businesses  
From 1 April 2014, subject to the requirements of the Financial Reporting Act being repealed by that date, the requirements for small and medium sized businesses (not being issuers) to prepare financial statements will be largely governed by IRD needs.

IRD will want companies to continue to prepare financial statements. 

For all other entities it intends to require the use of double entry bookkeeping, accrual accounting and some minimum level of notes and accounting policies to be supplied by all entities. Further, it will require a note of all related party transactions.

It looks as though nothing much is going to change.
Change of use development property
Watch out for the client who has been developing a property but now needs to make a GST change of use adjustment. This arises when a property has become their residence or has become used for residential rental.  If the old GST rules apply the adjustment is based on the lesser of the cost of the property or its market value.  However, this option is only available if the entity can remain registered for some other activity. If the entity has to deregister, the GST adjustment is based on the open market value only. For example if the client is contemplating winding up the company then market value has to be used.  Assuming this is greater than cost this will be more expensive.  If there is any reorganisation of the clients affairs in the pipeline this should be borne in mind as it may be possible to rearrange activities so a deregistration adjustment is not required as part of that overall process.

Don’t forget to claim back the Lundy type periodic adjustments which have been paid to IRD.
	More LTC traps
Retained earnings

Retained earnings and capital gains are not part of the investment when a company is converted to a LTC. The Act says the investment includes 

”Market value of the LTC shares at the time of purchase by the owner based on the equity, goods or assets introduced by the owner to the LTC”. Notice it is the equity etc introduced by the owner and not the value of the shares at the time of conversion. For companies which transitioned to LTC there is no problem because you can take market or book value at the time of transitioning. We cannot see the sense of omitting retained earnings. We understand this issue has been raised with the Inland Revenue with a request for remedial legislation. If you want to transfer a company to LTC, which has retained earnings or capital gains, just be aware that at the moment there is an issue.

Non deductible expenses 
When calculating owners’ basis, it is unclear whether you include non deductible costs. This issue has also been raised with IRD for clarification.

Tax avoidance 
IRD has produced IS 13/01, a 133 page document setting out how it interprets tax avoidance. Although long, the analysis is clear and easy to follow. It is worth having a quick glance at it then tucking it away in case of need.
Mixed use assets 
The FEC has recommended significant simplification.  Basically it will affect holiday homes, boats and aircraft.  It is proposed to lift the opt out threshold from $1000 to $4000.  Implementation is for the 2014 tax year.  Recommendation:  wait and see
Agents Answers 
We attach a cut down version of 3 topics of importance in the latest edition of Agents Answers and our comments.

Property transactions
Mostly, the purchaser takes the risks if something goes wrong when there is a CZR property transaction. However, the vendor has some obligations too:

· To keep the records specified in the Act. This includes getting the GST registration number of the purchaser or purchaser’s agent. 
· To standard rate the transaction if the information supplied by the purchaser does not comply fully with the law for compulsory zero rating.

So if your client is the purchaser, provide the required information to the vendor, get GST registered and make sure you comply with the Act. If your client is the vendor, get the information from the purchaser and keep the required records. 


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. 127 Queens Drive, Lower Hutt, Ph 04-9394156, fax 04-9399724, e-mail mail@smallbusinessinst.co.nz
Cut down extracts from Agents Answers
Record keeping for holiday homes needs to start NOW. The law is effective from 1/4/13.
· the number of days in use 

· the person's relationship to you (eg, son, friend) 

· the rent charged to each person. 

· Details of any repairs carried out, including the reason for repairs. 
You need to get this information out to clients ASAP. For those who also subscribe to out client newsletter service, we advise we are including an article on this subject in our next newsletter. You can buy the single edition, if you wish. 
Overseas pensions and claiming foreign tax credits. 

The key is – refer to the DTA to see who has the right to tax.

When filing your client's income tax return, you'll need to check where the pension is primarily taxed, because this determines whether a tax credit can be claimed.  
Your client's gross pension doesn't need to be included in their income tax return if the pension isn't required to be declared in New Zealand. 

There is a number of situations where New Zealand will give a foreign tax credit for tax paid overseas. This generally occurs where the DTA gives the source country the right to tax or partially tax the pension, or where there is no DTA with a country. 

Example 

Canada retains the taxing right on up to 15% on pensions and lump sum payments. This means the income is declared in New Zealand, and a foreign tax credit can be claimed, subject to the limitation above. 

The United Kingdom has no taxing rights on pensions, so the gross income is taxable in 

New Zealand, and no foreign tax credits can be claimed in New Zealand. In this situation if the UK incorrectly deducts tax a credit will not be available in NZ. The client should seek a refund in the UK

Social security pensions from the United States of America are only taxable in the United States, and not taxable in New Zealand. 

Honoraria payments to school trustees 

Part of these payments will be considered reimbursement of expenses so the school board won't need to deduct tax from the following: 

· chairperson of board of trustees - the first $75 of honoraria per board meeting attended, up to a maximum of $825 a year (11 meetings) 

· other board members - the first $55 of honoraria per board meeting attended, up to a maximum of $605 a year (11 meetings). 

Note 

If a board member received additional reimbursement for expenses over and above their normal honorarium, you'll have to reduce the honorarium by this additional amount. [image: image2.wmf] 
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