INTRODUCTION
As an employer, it’s important you have a clear understanding of your rights,
responsibilities and tax obligations when it comes to your employees.
In this guide, you’ll find a number of useful fact sheets that outline all you need to know
as an employer; the differences between an employee and an independent
contractor, through to reimbursing allowances to employees and handling travel
allowances.

__________________________________________________________________________
This document provides information on:
¨

Employee versus Independent Contractor

¨

Employee Accommodation and Tax Treatment

¨

Wage Subsidies

¨

Travel Allowances Fact Sheet

¨

Reimbursing Allowances Paid to Employee
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Employee versus Independent Contractor
If you do not wish to register as an employer and account for PAYE, or you wish to engage an individual under
the status of independent contractor, rather than employee, the only option is for your worker to invoice you.
However, you should be mindful of the independent contractor vs. employee rules and ensure that these rules
are met.
The issue of whether a worker is an independent contractor or an employee normally arises either when there
is an employment dispute or when deciding tax status.
Only an employee is entitled to bring a personal grievance under the Employment Relations Act 2000. The
courts have ruled that tax status follows employment status.
The Inland Revenue and the courts have developed a series of tests for distinguishing between the two.

TESTS
Control
¨

Has the employer the right to control the way the work is performed? For example:
o

When holidays are taken

o

When, where and what hours are worked

o

The standard or quality of work

o

How much is paid and how

Integration
¨

Is the type of work or the way it is done the same as work performed by other staff who are
employees?

¨

Is the work an integral part of the employer's business?

Independence
¨

Does the worker supply all the necessary tools?

¨

Does he or she work from home?

¨

Is he or she free to work for other people as well?

¨

Does he or she pay for training?

¨

Does he or she advertise on his/her own account?

Intention
¨

Does a written contract exist, and what is the nature of that contract?

¨

What is the conduct of the parties?

¨

How are the payments for the work made?

¨

Is the worker carrying out the same activities as other self employed persons (or employees)?

¨

Why is the worker being treated as self employed?
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Economic Reality
¨

Is the worker genuinely in business on his or her own account?
o

Could he or she sell the business?

o

Has the worker contributed any working capital to the business?

o

Is the worker responsible for any losses or bad management?

o

Is the worker responsible for investment decisions for the business?

Other matters the courts will take in to account
¨

Contractors are not paid holiday or sick leave, and they are usually responsible for their own ACC
premiums

¨

Contractors are not usually provided with fringe benefits such as company cars and health insurance

¨

Contractors are usually registered for GST and provide their own tax invoices

¨

A contractor may employ staff or sub-contract work

¨

A contractor is able to work for more than one person

¨

A written contract for services should exist

¨

The Courts and the Inland Revenue will consider the intention of the parties and their actions, rather
than just the written contract.

IMPORTANT ADVICE
If the Department investigates the person claiming to be an independent contractor, the onus of proof and
the possibility of penalties is as much on the hirer as it is on the contractor.
The IRD is ever vigilant against attempts to avoid the PAYE system. This is because of the favorable tax
treatment that self-employed taxpayers receive due to tax deductions for business expenses, not to mention
the cash flow advantages.
Contracting through a Company will not necessarily prevent IRD from overturning a decision to treat a worker
as an independent contractor. If the IRD considers the arrangement is a sham, the contractor will be treated
as being in the PAYE system. Payers will then be faced with a PAYE bill on the grossed up salary, penalties and
even possible prosecution.
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Employee Accommodation and Tax Treatment
An accommodation allowance paid as part of an employee remuneration package is not liable for FBT.
However, it is subject to PAYE.
The following is a list of accommodation that is deemed to be “monetary remuneration” if provided in respect
of a position of employment:
¨

Value of board or lodging

¨

Use of any house or quarters

¨

Allowance paid in lieu of board

The value of the accommodation is a taxable benefit and is to be included in the employee’s gross salary or
wages, from which PAYE is deducted.
If the employee pays a portion of the rent or accommodation himself/herself, the taxable benefit is the
difference between the value of the benefit provided and the amount paid by the employee.

EXAMPLE:
Market value of accommodation
Less portion paid by employee

$150 per week
$90 per week
______________

Value to be added to wages and taxed
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Wage Subsidies
Work and Income can provide financial assistance to an employer who employs someone who has been
recommended by them and who has been unemployed for a certain period of time. The financial assistance
is provided to help the employer with wages, training and other costs to help get the person up to speed in
the job.
Certain eligibility criteria must be met in order to qualify for this assistance:
¨

The employee must meet Work and Income’s own eligibility criteria

¨

The position offered must be:
o

Permanent

o

Continuing once the subsidy has finished

o

For at least 30 hours a week (although some assistance is available for part time positions)

¨

The pay rate must be the going rate for that type of position

¨

No other person must have been dismissed in order to employ this person.

You, the employer, negotiate with Work and Income to agree upon the amount of the weekly subsidy and
duration over which Work and Income will pay. You work together to decide on what investment is required to
train and update the skills of the employee.
The maximum amount payable is $16,900 including GST per person per year. This limit cannot be exceeded
and includes all contributions made to the employer for wages and training costs.
If you as an employer qualify for this then a formal agreement is entered into with Work and Income outlining:
¨

The terms and conditions

¨

The agreed weekly level of the subsidy

¨

The length of time that this is to be paid for that employee.

The weekly subsidies are usually paid four weekly in arrears. You would complete a claim form and file this
together with an attendance sheet or wage record signed by you as the employer and the employee each
month. As the first subsidy would not be received until after the employee has completed the first four weeks’
employment, you should take into account the initial wage cost upfront for the first four weeks.
Any wage subsidy paid to an employer by the government or public authority will normally be GST inclusive.
Therefore if you are registered for GST you will need to include the amounts of subsidies received as part of
total income in your GST returns.
We have provided an example of when this should be completed in a GST return.
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EXAMPLE FOR TWO MONTHLY GST FILING PERIOD:
Dates employee
worked

Date each subsidy
payment received

Amount of
subsidy paid

GST return period for inclusion
of subsidy

10 March to 4 April

9 April

$320

1st April to 31 May

7 April to 2 May

7 May

$320

1st April to 31 May

5 May to 30 May

4 June

$320

1st June to 31 July

OUR ADVICE
Work and Income have several other employment type subsidies available that may also be of benefit to you.
We suggest that you contact the Employer Service section of Work and Income on 0800 778 008 to discuss this
matter further with them in order to find the best options available to you as the employer.
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Travel Allowances
As an employer, you may pay cash allowances to reimburse an employee for travel between home and work.
If special circumstances apply and the travel is somehow extra to the employee’s normal travel for work, the
travel allowance will be tax-free, for instance if the employee:
¨

Is working outside the normal hours of work, as in overtime, shift or weekend work

¨

Needs to carry work-related tools and equipment which they don’t normally need to carry

¨

Is travelling to fulfil an obligation for the employer

¨

Has a temporary change in workplace

¨

Has some other condition of their job, or

¨

No adequate public transport system serves the workplace.

CALCULATING THE TAX-FREE AMOUNT
For all of these special circumstances, except lack of adequate public transport, the tax-free amount is the
actual cost of travelling between home and work, less the employee's usual transport costs.
If you pay a travelling allowance because there's a lack of adequate public transport, the first $5 of the daily
travelling allowance is taxable with any additional amount being tax-free.
You can use Inland Revenue’s mileage rates if the actual cost per kilometre is not available.

WHAT DO I HAVE TO DO?
¨

Add the amount of the allowance to your employee’s net salary or wages (i.e. after PAYE) when you
pay them

¨

Do not show the tax-free amount on your Employer monthly schedule (IR348)

¨

Show the total amount of the tax-free allowance paid in your wage book

KEEP IN MIND
The travelling allowance is considered to be tax-free if it pays an employee back for travel that is somehow
additional to what they would normally undertake to go to and from work. Where paying allowances for
travel, make a note of the special circumstances which justify the allowance being tax-free.
If you’d like to talk more about travel allowances or any aspect of record-keeping for payroll, please contact
us.
[Insert accountant advice for specific client here].
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Reimbursing Allowances Paid to Employees
Any reimbursing allowance paid by an employer to an employee is tax free if it is incurred by the employee for
the benefit and convenience of the employer.

PRIVATE VEHICLES USED FOR WORK-RELATED PURPOSES
Inland Revenue allows the employer to reimburse the employee for using their private vehicle for work-related
purposes.
The employer can choose one of the following:
¨

To reimburse actual costs incurred by the employee, or

¨

To use the Inland Revenue mileage rate, currently set at 73 cents a kilometre, or

¨

To use other published mileage rates, as long as they represent a reasonable estimate. For example,
the AA makes mileage rates available free to members and at a cost to non-members. To obtain AA
rates call 0800 500 333

¨

To reimburse costs based on a reasonable estimate of the amount of expenditure likely to be incurred
by the employee

Inland Revenue has also introduced mileage rates for hybrid and electric cars:
¨

Hybrid - 73 cents per km

¨

Electric - 81 cents per km

The use of the published IRD rate of 73 (or 81) cents per kilometre can be used for any number of kilometres in
a year. In other parts of the legislation there is a 5,000km limit – however not in relation to employee
reimbursement. If, however, the employee is being reimbursed for a large number of kilometres, care does
need to be taken that the amount of the reimbursement is not ‘unreasonable’ when considered in relation to
actual costs. Any excessive reimbursement can be deemed to be taxable income to the employee.
From the 2018 income year, a 2 tiered mileage reimbursement rate not subject to a 5,000km limitation
(referred to as the ‘kilometre method’ will replace the single prescribed rate. At the time of printing these rates
were not yet released by the IRD, but were expected shortly.

TRAVEL FOR WORK-RELATED PURPOSES
Any reimbursing allowance for travel must meet the following criteria:
¨

The reimbursing allowance being paid for transport costs must be additional to costs incurred in
travelling between the employee’s home and place of work

¨

The costs must be attributable to one or more of the following work-related factors:
-

Time of work: the time of day or days of the week the employee is required to work, cause the
employee to incur additional transport costs
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-

For example: A commercial cleaner travels by bus to start work at 8pm and finishes at
midnight, by which time there is no bus available to travel home. The employee travels home
by taxi.

-

Carrying work equipment: the employee is required to bring work equipment to work, which
requires him or her to use a particular means of transport

-

For example: The Company van/truck is double-booked and the employee uses their own
van/truck to complete business deliveries.

-

Temporary change in worksite: there is a temporary change from the normal place of work of
an employee in relation to the same employer

-

For example: An employee is assigned to work at another branch across town for eight
months. He or she incurs the cost of additional bus trips for that period.

-

The absence of a public passenger transport system

If you pay your employee more than the amount they incurred as a cost on your behalf, then that excess is
treated as monetary remuneration and is subject to PAYE.

SHAREHOLDER EMPLOYEES
If you are a shareholder-employee and you use your own private vehicle for work-related purposes, you have
the same options as above available to you.
If you meet the conditions, you are able to be treated as an ‘ordinary employee’ (i.e. no 5,000km limit), or use
the new 2 tiered rates (the kilometer method).
In order to qualify as an ‘ordinary employee’, one of the following conditions must be met:
¨
¨

You must receive a regular amount of salary or wages at least monthly throughout the year, or
You must receive a regular salary or wage that makes up at least 2/3 of your annual gross income as
an employee of the company

If neither of these conditions is met, you will only be able to claim reimbursement for up to 5,000km per annum
under the old prescribed single rate. The new kilometre method (with no 5,000km limitation) will be available to
use.
Note, from the 2018 income year, close companies (that is, companies with 5 or fewer shareholders) can elect
to use the proportion of business use by the shareholder-employee to calculate the amount of the company’s
deduction for the motor vehicle expenditure. This only applies to close companies where the total fringe
benefits provided to all employees are one or two motor vehicles and the close company elects to use the
prescribed calculation methods to measure the business use of the motor vehicle by its shareholderemployee, rather than the FBT rules.

OTHER ALLOWANCES
Instead of reimbursing actual expenditure incurred by an employee for any other work-related purposes, an
allowance may be paid to the employee based on a fair and reasonable estimate of work-related
expenditure likely to be incurred.
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Some methods which can be used to show that the payment is fair and reasonable include:
¨

Carrying out a survey of expenditure incurred by employees

¨

Adopting an industry average agreed upon by Inland Revenue and representatives of that industry;
or

¨

Following a public statement issued by Inland Revenue on that class of allowance

OUR RECOMMENDATION
If you reimburse costs incurred by employees based on their actual expenditure, it is not likely that those
reimbursements will be treated as monetary remuneration.
Check all reimbursement allowances thoroughly to ensure that they are not at some point deemed to be
benefiting the employee, and therefore treated as monetary remuneration and subject to PAYE.
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