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Emerging from Covid-19

As New Zealand moves down
the COVID-19 alert levels
businesses face a long transition
period from the unknown to the
‘new normal’. Social distancing,
strict  health and  safety
guidelines, restricted
international and regional travel
are amongst numerous practises
that will likely continue to apply
for as long as COVID-19
remains a global threat. This
may mean a need to increase
online presence, re-focus on the
domestic market, or implement
a completely new model of
operation. Consideration should
be given to the following areas.

Employees: Not all employees
will be able to return to work as
needed. Employees with
underlying health vulnerabilities
or family members that cannot
risk exposure, may not be able
to return to work. Therefore,
businesses need to question
whether they will have sufficient
resources to commence
operations and/or how can they
function with a potentially
smaller team. Pressuring
employees deemed vulnerable
could be in violation of the
Health and  Safety Act,
potentially comprising failure to
maintain a safe work
environment. Early discussions
with staff will enable a phased
plan to be developed.

Supply Chain: Are products
sold to, or suppliers based in, or
product transported through a
Covid-19  affected  market?
These are important questions to
answer before resuming
operation because disturbances
in the supply chain will impact a
businesses’ ability to trade. As
more businesses recommence
operations at lower alert levels

how does this impact supplier’s
ability to deliver on time and to
requirements? In a changing
business environment, certain
materials will likely be in short
supply and alternatives needed,
competitors will pivot into
different markets and customer
demand and behaviour will
change. For example, prices
previously established based on
a particular experience or
demand will need to be ‘reset’ if
the experience or demand has
changed.

Marketing: Brick and mortar
retail stores may need to
establish an online presence.
Physical displays and signs on
the streets will be irrelevant if
there is no foot-traffic to capture
the target audience. Therefore,
utilising social media platforms,
expanding and upgrading the
business  website, enabling
‘click and collect’ services and/
or a delivery function will be an
essential. However, this may not
be possible if website and app
designers are overrun with

demand.
Cash-flow/banking
relationships: Adapting the

business to the ‘new normal’
may require additional cash-
flow. With on-going overheads
and limited revenue this is a
fundamental challenge. Levers

need to be pulled. Deferred
payment terms could be
negotiated with suppliers to
enable a cash shortfall to be
bridged as revenue streams start
to resume. And periodically
review your customers’
circumstances to confirm they
are able to pay, come time to do
so. New revenue streams could
be secured by offering more
favourable payment terms than
competitors (for a fixed period)
- but care needs to be taken to
ensure you are not starting a
race to the bottom.

Discussions with the bank are

vital. Reassessing and
confirming banking
arrangements,  extension  of

overdraft limits to meet short-
term cash-flow requirements,
and capacity for long-term
funding. Consider all avenues in
assessing what resources are
available to assist with cash-
flow, and ultimately, plan for
cash-flow requirements for the
next 6-12 months to identify
peak funding requirements.
Create 3 models, based on worst
-case, expected and best-case
scenarios. If a business can
quantify cash-flow requirements
and timing of when this is
required, this will lead a more
needs focussed conversation
with the bank.

These are just some of the
aspects to contemplate as
businesses implement a COVID
-19 recovery plan. Businesses
that have a clear vision and plan
ahead are more likely to emerge
out the other side.

Talk to your Harvie Green
Wyatt advisor to assist you
through these unprecedented
times.



Can you Steal GST?

Whether a price includes GST
or not is important to know for
the price of a product. In the
case between the New Zealand
Police and Genesis Pure, ‘GST’
became the difference between
a maximum penalty of seven
years in jail, or one.

Mr Pure was charged with
stealing an iPhone and Sim card
from The Warehouse. The retail
prices was $1,004, including
GST. The maximum sentence
for theft exceeding a value of
$1,000 posed a maximum
penalty of imprisonment for
seven years. However, Mr Pure
contested that the value of the
iPhone exceeded $500 but not
$1,000 because the GST
exclusive price was less than
$1,000, which carries a
maximum term in prison of one
year. The District Court agreed
with Mr Pure on the basis that
The Warehouse would not be
obligated to pay GST to IRD for
the stolen items. To penalise Mr
Pure based on the GST

inclusive value was deemed to
overcompensate the victim in
this instance and produce an
unfair  outcome  for the
defendant, especially when the
value of theft only marginally
exceeded the threshold for
higher penalty.

The New Zealand Police did not
agree with the above view and
requested leave to appeal to the
High Court. In considering the
leave to appeal, the High Court
looked at what defines ‘value’.
Various cases in overseas
jurisdictions provide different
views and the Goods and
Services Act 1985 does not
help.

Ultimately, the High Court
viewed value to be objectively
considered, not from the
perspective of the victim or
culprit. The appeal has been
allowed and whether the Police
pursue prosecution to reflect
value in excess of $1,000
remains to be seen.

Find an excuse to spend again

Kick-starting the economy — what a cliché! Here are some

thoughts about ways we can all help:

¢ Buy from small businesses whenever possible. Go out of your way
to do this. Try to maintain the habit.

¢ Bring forward projects you have been thinking about.

e Look at your small-business suppliers and see if you can place an
order earlier than you might otherwise have done.

e Put away your loyalty cards when you go to cafés and restaurants.
They are going to be desperate for cash flow.

¢ In a nutshell, find an excuse to spend, if you can afford to do so.

Keep in touch with customers

In our last newsletter we warned you to prepare for a change of
business environment. It’s come on quicker than expected.
Now is the time to focus on keeping in touch with customers or

past customers and networking.

Networking? Yes, with a bit of ingenuity you could organise this
by means of internet meetings using Zoom and similar. Have an

internet drink with your mates!

Do you always get the email address of your customers so you

can send them offers?

Cafés and restaurants are going to be badly hurt by the
shutdown. If they could be sending email information about new
menus planned for after this shutdown, could this tempt more

people to come in?
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New telco rules
for business,
private use

Inland Revenue has come up
with some new rules on
telecommunications.

Telcos now offer all sorts of
plans, including ones which
include use of your television
and your internet. It’s now
difficult to split out the cost of
your telephone as a separate
item.

The department has come up
with the solution.

If you have
“telecommunications tools and
usage” mostly for business, you
claim 75 percent of the cost. If
the costs are mostly private,
claim 25 percent of the cost.

Sometimes you might wish to
reimburse an employee for use
of their telephone, on a casual
basis. You are allowed $5 a
week per employee for this with
a maximum of $265 in any year
per employee. This is to cover
situations where the employer
needs to use the employee’s
telephone. An employer might
wish to be able to get hold of the
employee by ringing their
cellphone, for example.

Inland Revenue has expanded
these rules to encompass
computers as well.

Compliance with the above is
voluntary. If you can work out
the actual cost you can use that.
If you could show the usage was
entirely for business, you could
claim 100 percent of the cost.

The onus is on you to prove
you’re right. Good luck if you
can do it!

Confidentiality
clauses

Do we sign confidentiality
clauses a little too readily?

A bank client had a battle with
one of the big four banks, who
had, he alleged, ripped him off
for $3000. After much haggling,
the bank agreed to pay out the
full amount but required a
confidentiality clause. The man
refused to sign it and still got his
full settlement.

He said it was tempting to just
give in, but why should he?



Other tax changes in response to
Covid-19

In addition to the tax loss carry-
back scheme, the New Zealand
Government has introduced a
number of other tax changes to
assist businesses and individuals
to get through COVID-19.

Currently, if an asset is purchased
for less than $500 it does not need
to be depreciated. The cost is im-
mediately deductible in the year
of purchase. This ‘low-value as-
set’ threshold has been temporari-
ly increased from $500 to $5,000
for assets purchased in the 12
months from 17 March 2020. The
threshold will reduce to $1,000
for assets purchased from 17
March 2021.

Tax depreciation on industrial and
commercial buildings has been re-
introduced for the 2021 tax year
and onward. The diminishing
value rate will be 2%, while the
straight-line rate will be 1.5%.
This is a permanent measure
which will have a flow-on effect
and improve the balance sheet of
some large companies through the
partial reversal of deferred tax
liabilities.

The residual income tax thresh-
old, which determines whether a
taxpayer has a provisional tax
obligation has been permanently
lifted from $2,500 to $5,000 for
the 2020-21 income year and on-
ward. This is expected to remove
95,000 taxpayers from the provi-
sional tax regime, assisting cash-
flow and compliance related is-
sues faced by individual taxpayers
and small businesses.

Taxpayers affected by COVID-19
that are unable to physically or
financially make tax payments
will not be charged use of money
interest (UOMI) on late payment
of taxes from 14 February 2020.
However, taxpayers will need to
demonstrate to IRD that they have
been “significantly adversely af-
fected”. IRD is further offering
taxpayers the opportunity to set
up instalment arrangements to
meet outstanding tax liabilities to
those facing difficulty in paying
outstanding amounts. Amend-

ments to the Tax Administration
Act 1994 have been made to
give IRD greater discretion over
its ability to allow extension of
due dates and filing timeframes
for taxpayers affected by
COVID-19.

Changes to the tax loss continui-
ty rules will be introduced. At
present, an entity is only able to
carry forward tax losses if
shareholder continuity of 49% is
maintained from the time a loss
amount is incurred, until it is
utilised. A ‘same or similar
business’ test has been pro-
posed, whereby a business can
carry forward tax losses provid-
ed it continues to operate in the
same or similar way, irrespec-
tive of a change in ownership.
This test is being modelled on
the current Australian loss carry
forward rules. The change is
targeted at taxpayers who are
seeking new capital to stay
afloat, without tax losses being
forfeited due to a change in
ownership. A ‘same or similar
business’ test aims to instil con-
fidence in prospective investors
as to future cash-flow benefits
from utilising the current period
losses against future profits.

Finally, the extension of the
new R&D tax credits rules to
companies that incur tax losses,
initially intended to be enacted
effective from the 2020-21 tax
year, has been brought forward
to the 2020 tax year to allow
timely access to the regime.

The package contains a number
of measures designed to provide
cashflow advantages. Hopefully
there is something for everyone.
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Trouble paying tax?

Inland Revenue has
announced it will write off
penalties and interest for
those who can’t pay their tax
on time due to Covid-19. It
requests those who can’t pay
get in touch with them when
they can. However, the
department asks you
continue to send in all returns
on time.

CRS explained

You might have been
contacted by your bank to fill
in a form enquiring about
your CRS status. In simple
terms, CRS stands for
Common Reporting
Standard. New Zealand is a
member of the international
Organisation for Economic
Cooperation and
Development (OECD),
which, among other things,
aims to minimise money
laundering. Its members use
this standard. If you read the
form carefully, you are likely
to find you are either an
active non-financial entity or
a  passive  non-financial
entity.

A typical active non-
financial entity might be the
company you use to run your
business. This is because it is
actively trading. You might
be a passive non-financial
entity if you are not
undertaking any business
enterprise other than through
your company.

Buying real estate

Not all property is
insurable, particularly in
areas seen as at high risk of
earthquake. When you buy a
property, make sure you can
get insurance before you
proceed. One way you might
be able to do this is to
negotiate to take over the
seller’s  insurance policy.
Insurance  companies are
becoming choosy about their
risks.




GST Issues Paper

On 24 February, Inland Revenue
released an Officials’ Issues Paper
seeking feedback on various GST
issues.

A long-standing rule that has
proved a source of frustration for
those affected applies to transfers
of goods between associated
persons. The issue is highlighted
in the following example. Joe
buys a block of land on the edge
of town from a third party.
Neither the vendor, nor Joe, are
GST registered, i.e. GST does not
apply. Joe holds the land for a
number of years and due to urban
expansion, the opportunity arises
to subdivide the block into 6 lots
for sale. Joe incorporates a
company to complete the
subdivision and sells the land to
the company.

Because of the work required to
complete the subdivision, it
comprises a ‘taxable activity’ and
GST applies to the sale of the 6
sections. However, under current
rules, the company is not entitled
to a GST deduction on the
purchase of the land, i.e. GST is
paid on the sale, but can’t be
claimed on the purchase. The
problem arises because Joe’s GST
deduction is limited to the amount
of GST he originally incurred,
which in this case was zero as

GST did not apply to that
transaction.

Officials now consider it
appropriate for Joe to be entitled
to a GST deduction. It is
proposed that Joe should be
entitled to a deduction based on
3/23rds of the price paid for the
land. Arguably, the GST
deduction should be based on
the land’s market value. By
restricting it to ‘cost’, GST is
effectively being levied on the
increase in the value of the land
when it was held ‘privately’ by
Joe. Changes are also proposed
to the apportionment and
adjustment rules that apply
when goods and services are
used for both taxable and non-
taxable purposes. With the
increased popularity of Airbnb,
these rules have increasing
application. Broadly, the current
rules require a person to make
periodic GST adjustments for
any difference in the intended
taxable use of an asset and the
actual taxable use. One of the
issues contained within the
Issues Paper is what happens
when the asset is sold or
deemed to be sold.

For example, if a bach, sold by
a GST registered vendor, has
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been used 30% for Airbnb, GST
is paid on the full value of the
sale, but an offsetting GST
deduction is allowed based on
the 70% proportion of private
use, i.e. GST is paid on 30% of
the sale proceeds. In isolation,
this would arrive at a logical
outcome. However, the
offsetting deduction is limited to
the amount of any unclaimed
GST from the original purchase.
This means that for an
appreciating asset, GST
becomes payable on the full
capital gain since acquisition,
with no offsetting GST claim.

Within the issues paper it is
acknowledged that the cap on
the ‘wash-up’ deduction gives
rise to “over taxation”. The
suggested solution is to remove
the cap (for non-property
developers). This would ensure
GST is paid in-line with the
extent the property has been
used to make taxable supplies
(30% in the above example).
However, this would be
calculated on the capital gain
since acquisition, which could
include when the property was
not used to derive income.

Changes to make the rules fair
are welcomed, the question
becomes whether they will go
far enough.

Wage subsidy is
not part of sales

If you’ve received a wage subsidy,
don’t treat it as being part of sales.

It’s not taxable income and not
subject to GST. You are required
to forward the money on to the
employee and deduct PAYE when
you pay it.

When you pay wages to your
staff the subsidy portion will not
be tax deductible. We will adjust
for this.

Although the wages subsidy
received for employees is not
taxable, it becomes taxable income
for the self employed and will
need to be included in their tax
returns.

Similarly, a shareholder-
employee not receiving a PAYE
salary needs to treat the subsidy as
taxable income.

Dire implications for
late tax payments

If you pay your tax one day
late you come out of what is
called the Safe Harbour
scheme.

Instead of having until 7 April
to pay your terminal (year-end)
tax, it becomes payable on the
previous 7" of May. You won’t
know about this until many
months later and by that time
massive interest charges at the
rate of 8.35 percent will have
built up.

Make it a practice to check
your bank account to ensure the
payment has gone through on
the right day.

If it hasn’t, we can still help
you.

We can use what is known as a
tax intermediary.

Without going into detail, we
can buy the tax for you at the
date you should have paid it and
it will cost you a fraction of the
amount Inland Revenue would
have charged.

Get in touch with us as soon as
you know you have made a
mistake to keep your cost to a
minimum.

One way you could ensure
your taxes are always paid on
time is to authorise Inland
Revenue to direct debit your
account. But if you do, there’s
always the possibility of them
taking the wrong amount.




Carry Back Losses

Ordinarily, if a taxpayer incurs a
tax loss within a particular year,
they are able to carry that loss
forward and offset it against in-
come derived in a future year,
thereby reducing the taxpayer’s
future tax payable. As part of the
Government’s  Covid-19  re-
sponse, on 30 April 2020 legisla-
tion was passed under urgency
which allows tax losses to be off-
set against income derived in a
previous year, thereby enabling
the taxpayer to obtain a refund
comprising prior year income tax
paid. This temporary tax loss
carry-back scheme is available to
most taxpayers, €.g. trusts, com-
panies and individuals.

A permanent scheme to replace
the temporary rules is under de-
velopment and will apply from
the 2022 income year, however,
the current scheme applies for a
two-year period as follows:

A tax loss incurred in the 2020
income year is able to be carried
back and offset against taxable
income derived in the 2019 in-
come year.

A tax loss incurred in the 2021
year is able to be carried back
and offset against taxable income
derived in the 2020 year.

A tax loss cannot be carried back
multiple years, instead it applies
to the “net loss year” and the im-
mediately preceding “taxable in-
come year”.

Taking each year in succession,
most taxpayers will have already
filed their 2019 income tax re-
turn, but a request to amend that
return can be made via MylIR or
a letter can be sent to IRD re-
questing a reassessment
(pursuant to section 113 of the
Tax Administration Act 1994).
The loss amount can be deter-
mined by either preparing a 2020
tax calculation based on ‘actual’
results or preparing an estimate.
The ability to make an estimate
allows taxpayers to access the
refund faster. However, if an es-
timate of the 2020 tax loss is lat-
er found to exceed the actual loss

amount, tax will need to be re-
paid to IRD, on which interest
will apply.

With respect to utilising ex-
pected losses in the 2021 year
against profits derived in the
2020 income year, in most cases
the 2020 income tax return
would not have been filed and
may not be filed for some time,
however 2020 provisional tax
may have been paid to IRD. To
enable provisional tax payments
to be refunded, taxpayers will
have the option of submitting an
estimate of their 2020 provi-
sional tax liability (that takes
into account expected losses for
2021) — the time to do so has
been extended to when the tax
return is filed. Excess tax paid,
based on the provisional tax es-
timate, will be refunded.

If a company incurs a loss and it
is a member of a wholly owned
group of companies, it can only
carry back the amount that can’t
first be offset against the income
of other companies in the group.

If taxable income for the 2019
year was paid by way of share-
holder salary, this cannot be re-
versed under the tax loss carry
back initiative. However, provi-
sional tax paid for the 2020 year
in relation to an expected share-
holder salary could be refunded
under the initiative.

Under ordinary rules, 49%
shareholder continuity must be
maintained from the time a loss
is incurred until it is utilised. A
similar rule will apply to the
loss carry back scheme, i.e. if
there has been a change in own-
ership that breaches the thresh-
old, a tax loss cannot be offset
against income derived prior to
the breach. However, part peri-
od calculations can be complet-
ed, as applicable.

The pragmatism underpinning
this scheme will be appreciated
as it allows sound businesses to
secure a refund of tax paid in
better times.
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TAX CALENDAR

2 June 2020

Deadline for Fringe
Benefits Tax returns

30 June 2020

Last day to apply for
annual FBT returns
for those who qualify

28 July 2020
3rd instalment 2020
Provisional Tax

Pk,

Do what yue
good at

If you know someone who is
starting in business, you might
wish to pass on this message.

The starting point in any
business is to exploit something
you’re good at. You need to have
an edge over your competitors —
something you can do better than
most of them.

It’s generally wise to steer clear
of any industry you’re not familiar
with.

When planning for a business,
don’t pluck hopeful figures out of
the air. If you’re considering your
prospective sales — and why
wouldn’t you — make sure you’re
looking at repeat business and
have a reasonable basis to support
your forecast income.

The business will not usually
come to you, particularly after the
initial honeymoon period. You
have to go out and chase it.

Learn how this is done, quickly.
There’s a lot to learn.

BOOST STAFF MORALE: Think of your business from your staff viewpoint. They get regular
instructions and the good ones go out of their way to do their best for your firm. But they’re not often noticed.
Surprise your staff by noticing when they do the right thing, tell them how pleased you are and thank them.
See how it lifts their spirits and their willingness to keep doing well.

All information in this newsletter is, to the best of the author’'s knowledge, true and accurate. No liability is
assumed by the author or the publisher for any losses suffered by any person relying directly or indirectly
upon this newsletter. You are advised to consult professionals before acting upon this information.




