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Simplifying Tax

The Government has been working on simplifying the tax system for some time. It is expected that some of their proposals will come into effect in April 2017, and more in April 2018. 

However, it’s bigger than that. It’s a rolling programme to review the administration of the whole tax system. And it’s no accident that Inland Revenue is positioning it in terms of a business transformation programme. At this stage, the legislation to make it happen hasn’t been passed yet but this is how the changes look at the moment.

WHAT’S ALREADY HAPPENING?
For some businesses, the changes have already started, with the new option for taxpayers for online filing of GST returns. Inland Revenue has been working with two software providers to pilot a service so taxpayers can file their GST returns directly from their business software. At present this can be used for GST only returns or for combined GST and provisional tax returns. It is not open to taxpayers who use the ratio option to calculate provisional tax.

To use this service, you need to be using the software (at this stage, MYOB or Xero but this may expand further on). You also need confidence that your systems are set up to capture your GST position correctly – you want to avoid being exposed to penalties for underpayment further on.

OUR ROLE
There’s a potential to leave money on the table here either through simple errors or through not having a deeper understanding of your business’ tax position. Each year when we prepare the annual financials we see it all when we review client transactions. Client records run the gamut from simple coding errors to missed opportunities for more efficient tax planning. We see our role in providing value to you by reviewing your financials and making sure you’re neither underpaying nor overpaying tax. We can assist in this process either by reviewing/preparing your GST returns before they are filed or continuing to do this review when we prepare your financials at the end of the year.

CHANGES FROM APRIL 2017
Use of money interest (UOMI)
If you pay provisional tax based on the standard uplift method (paying 105% of last year’s tax bill) your exposure to use of money interest is reduced. There will be no UOMI charged if you underpay at your first and second provisional tax dates and also no further UOMI will be payable provided you pay the total income tax you owe for the year at your last provisional tax date.

Businesses and individuals using the standard uplift method with residual income tax below $60,000 will also not be subject to UOMI. This will apply to all taxpayers, whether they are an individual, company, trust, or other entity. Currently only individuals using the standard uplift method with residual income tax below $50,000 are not subject to UOMI.

Penalties
Incremental late payment penalties will no longer be charged for late payment of GST, income tax and working for families tax credits. That’s the 1% ongoing monthly penalty for new debts after 1 April 2017. However, you will still be accountable for the initial 1% penalty that applies to late payments and the 4% penalty that applies after a further week, together with any penalties owing from previous years.

Self-correction errors threshold 
The threshold doubles to $1,000. This means that if you have made a simple error in your income tax, FBT or GST of up to $1,000 we can correct it in the next return for you.

Simplifying calculations for dual use vehicles and premises
The current 5,000km limit for calculating business use based on the Inland Revenue mileage rate will be removed and the deduction for business use of home premises be calculated by multiplying the number of square metres used primarily for business purposes by a single Inland Revenue determined rate.

Credit reporting
Inland Revenue will now be able to disclose significant tax debts to credit reporting agencies.

Information sharing
Inland Revenue can share information with the Registrar of Companies to help enforce company law requirements. 

Contractors
Contractors will have more flexibility and control:
· Contractors will be able to elect their own withholding tax rate, subject to a minimum rate of 10% and having track record as a ‘good taxpayer’ 

· Contractors working for labour-hire firms will be covered by withholding tax

· Contractors and their payers can forge voluntary withholding agreements so that contractors can have tax withheld on a payday basis, reducing the impact of provisional tax. 

There will no doubt be a process to go through here both to elect the tax rate and document the agreement.

CHANGES FROM APRIL 2018
Provisional tax
If your business has turnover of $5 million or less, as well as IRD-approved accounting software, you will be able to use the accounting income method (AIM), to pay income tax on either a monthly a two-monthly basis depending which basis you use to pay GST.

Essentially this is a pay as you earn option rather than paying provisional tax based on prior year earnings and UOMI will not be payable provided you have paid the full amount owing as calculated under AIM at each instalment.

For many businesses, this should reduce complexity and make it easier to pay tax. You’ll pay tax more frequently based on your business’ actual income. You may end up paying less in tax, penalties, and interest. However, paying tax more frequently may require you to keep a closer eye on cashflow to keep money coming in to pay the bills. 

For some small businesses, you may end up paying more tax if you don’t stay aware of your tax obligations and ensure the accuracy of the data input into your business software. 

Other changes around provisional tax give shareholder-employees the option of paying tax through their company (provided the company does not use AIM), with the company acting as their agent paying tax on their shareholder-employee salary. This gives them the option to step away from provisional tax and adopt more of a pay as you earn approach.

FURTHER CHANGES
Inland Revenue’s Changing for You website makes it clear that the intention is to keep building on these changes. The foundation is greater integration between the IRD system and small business accounting software. Plans include streamlining employer registration and more scope for setting up your employee details and filing PAYE returns online. There’s provision for sharing more information between government departments, for instance, so you won’t have to double up on information provided to the Companies Office, Inland Revenue and ACC.

HOW TO FIND OUT MORE
The Inland Revenue websites Making Tax Simpler and Changing for You give information on the kind of changes envisioned and the outcomes of each round of consultation. The Changing for You site is more user friendly, with examples and videos illustrating how the changes will work in practice. But for what this means for you specifically please contact us.

HOW TO HAVE INPUT
Proposals to date have involved consultations with taxpayer groups on a range of topics taking in GST, PAYE, provisional tax, investment income and digital services. More are planned.

When a new round of consultation opens up, you will be able to participate through the Making Tax Simpler site. However, in the meantime on the Changing for You site, you can comment on the changes as well as simply indicating whether you agree or disagree.

KEEP IN MIND
In a country where so much business activity is propelled by small businesses, it’s great that the government is looking at the tax system from the point of view of small businesses. 

The spirit of these changes is to make it easy to comply with your tax obligations. However, there are potentially harsher consequences when, for instance, your unpaid tax debt will influence your credit rating. 

As a firm, we have been enthusiastic about taking up new technology to support your business better. The proposals outlined so far have much to offer small business. This might be an opportunity for you to think about how to really make the changes work for your business.

No system will ‘do it all for you’. In our experience, it’s important to consider your overall situation to make sure you claim for all entitlements and all the year-end (or month-end) accounting adjustments are made to accurately represent the real income position of the business. Otherwise you risk either overpaying tax or underpaying, potentially exposing you to tax debt as well as penalties and interest. This becomes especially important with ensuring transactions outside the normal day-to-day running of your business are thought through carefully and treated correctly for tax.

The changes make it more important than ever that whatever your accounting system may be, it’s set up correctly to take account of all aspects of your business. It also needs to take account of changing circumstances and changing tax requirements. We can assist you with your setup and put in regular monitoring to ensure your systems are accurate and fit for purpose. 

In our observation, if there is anything in a business setup that is complex or outside the norm, it’s critical to present the relevant information correctly, with the right supporting documentation and to make sure that all the i’s are dotted, all the t’s crossed. It’s all too easy to click ‘Submit’ as the last task of the evening and have an ‘ooops!’ moment. Having a second checking mechanism in place could be a good idea. 

We can offer you a service where we review your transactions before you submit tax data. You could even shift entering transactions over to us to free you up to do what you do best and give you more confidence that your financial data is entered and coded correctly. 

Have a chat with us about how the changes affect you and what the pros and cons might be for you. If you’re starting out, if your business doesn’t use accounting software or if you’re in a slow broadband area, we can walk you through what might best suit your business.

Phone 07 349 0795     Email maria@absoluteaccounting.co.nz
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