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TERMINAL TAX 
We have posted the 2014 Terminal Tax notices to you.  
This tax is due to be paid on or before 7

th
 April 2015. 

 
Should you have any queries regarding this payment, 
please contact this office. 
 
 
PROVISIONAL TAX AND GST 
The 2015 3

rd
 Provisional Tax and GST are due on 7

th
 

May 2015. 
 
We will be posting Provisional Tax notices to you soon. 
 
Should you have any queries regarding these, please 
contact this office. 

 

Is it time to review your 
finance function? 

To be successful, a business needs to strive for 
profitability and growth. An important element of 
this is the need to regularly review internal 
processes and functions. The finance function 
should be included in that process. 
 
The finance function of any business needs to 
encapsulate the right tools, systems and processes 
to provide management with relevant, timely and 
accurate information to enable effective decision 
making. 
 
Too often a business’s finance function is ignored 
because the business continues to operate as it 
always has. But what may have served your 
business well 
when you had 10 
customers per 
month, will not 
necessarily be fit 
for purpose if 
you now have 
400 - let alone if 
you aspire to 
have 1,000. 
 
For some, current systems may be suitable, for 
others an investment may be required and this may 
range from small changes to a major overhaul. In 
this process it is important to take stock of what is 
working well and consider what could be improved. 
Examples to consider include your general ledger 
and payroll packages and whether your finance 
related staff still meet your business’s 
requirements. It may sound harsh, but the 
bookkeeper you hired 10 years ago (with his 
abacus) may no longer possess the skills you need 
as your business has outgrown him. 
 

All information in this newsletter is to 
the best of the authors' knowledge true 
and accurate. No liability is assumed 
by the authors, or publishers, for any 
losses suffered by any person relying 
directly or indirectly upon this 
newsletter. It is recommended that 
clients should consult a senior 
representative of the firm before acting 
upon this information. 



  
 

  

 

 

 

One of the biggest areas for potential improvement 
are ‘manual’ operations. Moving from manual 
processing to automated systems has many 
benefits. In this day and age, electronic cashbooks, 
Excel models and add-on’s (examples are inventory 
management and customer relationship 
management) need to be considered. 
 
There is no ‘one-size-fits all’, so there should be a 
process of identifying the needs of your business, 
and preparing a wish list of information taking into 
account its size, turnover, growth and complexity.  
Different tools can then be designed to perform 
different functions, some more comprehensive and 
complex than others. 

There are many tools in the market that offer plenty 
of bells and whistles, so it is important to check that 
their cost does not outweigh the benefits they 
provide. Getting the right fit is essential. 
 
Just as you get a regular warrant of fitness for your 
car, your finance function should be no different. 

A lesson for us all

The "general permission" under the Income Tax Act 
broadly allows expenditure to be deductible if it is: 

 incurred in deriving assessable income, or 

 incurred in the course of carrying on a business 
for the purpose of deriving assessable income. 

 
A recent Taxation Review Authority (TRA) case 
provides a strong reminder to us of the importance 
of ensuring there is a connection (‘nexus’) between 
the expenditure you deduct for tax purposes and 
your business or income earning process. 

 
In TRA 008/13, a 
taxpayer entered 
into an agreement 
in 2006 to purchase 
a block of land for 
the development 
and sale of retail 

units and residential apartments. By June 2007 four 
deposit payments had been made totalling $1.9m. 
Before settlement occurred, a number of conflicts 
arose between the vendor and the taxpayer.  
 
Following several failed attempts by each party to 
cancel the agreement, they eventually went through 
a disputes resolution process where they agreed to 
split the deposit between them. The taxpayer also 
agreed to pay the vendor’s costs ($70,047). The 
taxpayer subsequently entered into an agreement 
to sell the plans for the project, including resource 
consent, for $650,000; however the transaction was 
not completed. 
 
The IRD sought to disallow $1.4m of expenditure 
(including the lost deposit) incurred after 24 July 
2008, when the taxpayer ceased negotiations to 

resurrect the agreement. The taxpayer disagreed 
with the IRD and the case went to the TRA. 
The taxpayer argued: 

 the expenditure related to a business that 
operated until at least December 2011, 

 the agreement was entered into for the purpose 
of purchasing the land to derive taxable income 
or alternatively to escape an onerous contract, 
therefore all expenses are deductible, or 

 the business was operating in 2007 (the IRD 
agreed) and the lost deposit was deductible 
because it was paid at that time. 

 
The TRA decided in the IRD’s favour, concluding 
that from July 2008 onwards the taxpayer’s focus 
changed from advancing the settlement of the 
purchase, to pulling out of the Agreement. From 
this point the taxpayer ceased being in business, 
and there was no nexus between the taxpayer’s 
business and the expenditure. 
 
The TRA also broadly concluded that in order to 
deduct expenditure to derive income, income must 
be derived and here there was none. It was further 
stated that the taxpayer intended to acquire and sell 
full legal title to the land. However, the taxpayer 
only acquired an equitable interest in the land. The 
implication being that the taxpayer’s intention when 
the due diligence clause was fulfilled was not to sell 
an equitable interest, therefore there was no 
requisite intention of resale in respect of the interest 
that was acquired. 
 
The TRA took the view that the settlement amount 
was paid from the deposit monies held by the 
taxpayers’ lawyer as a stakeholder; it was not 
payment of the deposit. 
 



  
 

  

 

 

 

The IRD not only denied the deductions, but also 
charged a $39,194 shortfall penalty for taking an 
unacceptable tax position. 
 
Decisions like this are unsettling because at face 
value, it would seem reasonable to claim a 
deduction for the expenditure. Especially given, if 

income had been derived, the expenditure is likely 
to have been deductible.  
 
The lesson here is to think carefully about situations 
that may be outside ‘the norm’. Even if intuitively an 
expense appears deductible, it may not be. In these 
situations, a quick phone call to our office would be 
a good idea. 

Attribution of personal services income 

Many people aren’t aware that specific tax rules 
exist that can deem income derived by a company 
or trust to be derived by them personally. The rules 
were first introduced when the 39% tax rate was 
introduced to stop people getting a tax advantage 
by trading through a company or trust to access the 
lower 33% tax rate. Although the top personal 
marginal tax rate has been reduced to 33%, the 
company rate is lower at 28%, and hence the rules 
are still active and need to be kept in mind. 
 
Income is attributed when: 

 80% or more of the entity’s income from 
personal services is derived from services 
personally performed by an associated person 
or a relative, 

 80% or more of the entity’s income from 
personal services is derived from the sale of 
services to a customer or a person associated 
with the customer, 

 the person’s net income for the income year 
exceeds $70,000, including any amounts 
available for attribution, and 

 substantial business assets (as defined below) 
are not a necessary part of the business 
structure used to derive the entity’s assessable 
income. 

 
“Substantial business assets” are depreciable 
property that cost more than $75,000 or, make up 
at least 25% of the associated entity’s total 
assessable income from services for the income 
year and are not for private use. 
 
When a person first sets up business, it may be that 
the rules don’t apply. But experience has shown 
that circumstances change over time and those 
changes can mean someone drops into the ambit 
of the rules, without realising it.

For example, Jenny and Harry are a brother and 
sister team that went into business together. Jenny 
is an interior designer and Harry is an architect. 
They are employed by a company in which they 
each own 50% of the shares. The Company 
receives income from the services they perform. 
Jenny decides she wants 
a change of scenery 
and sells up and 
moves to New York to 
become an actress. 
Harry buys Jenny’s 
50% share in the 
Company.  
 
Harry subsequently wins a large contract with 
Fletcher Construction that provides more than 80% 
of the company’s income for the following six 
months and the contract is later extended. 
 
In this scenario, the income derived by the 
company from personal services performed by 
Harry is likely to be subject to the 'attribution rules'. 
Under the attribution rules, the net personal 
services income derived by the Company will be 
attributed to Harry. If net income of $180,000 were 
attributed directly to Harry and subject to tax at the 
top marginal tax rate (33% as opposed to the 28% 
company tax rate), additional tax of $9,000 would 
be payable. 
 
The IRD’s intention is to ensure that taxpayers like 
Harry cannot avoid the highest personal tax rate 
(currently 33%). Increasingly more resources are 
being put into this area to ensure taxpayers are 
returning the appropriate amount of tax, so if you 
think the attribution rules may apply to you, please 
seek professional advice. 
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Snippets 

International measures to prevent tax evasion 
When some individuals move overseas they stop 
fulfilling their NZ tax obligations (e.g. student loans 
and child support). 
 
In 2012 NZ signed 
up to The 
Convention on 
Mutual 
Administrative 
Assistance in Tax 
Matters, however it 
only came into effect 
for NZ from 1 January 2015. As a result of the 
agreement, the IRD’s ability to find and pursue tax 
evasion and tax debts internationally has been 
strengthened. 
 
The Agreement provides for administrative 
assistance in the assessment and collection of 
taxes between tax authorities who have signed up 
to the Convention (currently 84 countries). The IRD 
can now seek assistance from other tax authorities 
also signed up to the convention. 
 
This reinforces the need for people to be aware of 
and meet their tax obligations irrespective of where 
they happen to move to. 
 
 

 
 
 
Terrible excuses for missing tax return 
deadlines 
The due date for filing tax returns 
seems to creep up on us and 
sometimes it comes and goes 
so quickly that before you know 
it you’ve missed it. Valid 
excuses may help escape 
late filing penalties, however 
we often just have to bite the 
bullet and pay the penalty. 
 
The UK’s HM Revenue & Customs (HMRC) has 
revealed the top 10 worst excuses that taxpayers 
have provided for missing the tax return deadline: 

 "My pet dog ate my tax return.....and all the 
reminders" 

 "I was up a mountain in Wales, and couldn't find 
a post-box or get an internet signal" 

 "I fell in with the wrong crowd" 

 "I've been travelling the world, trying to escape 
from a foreign intelligence agency" 

 "Barack Obama is in charge of my finances" 

 "I've been busy looking after a flock of escaped 
parrots and some fox cubs" 

 "A work colleague borrowed my tax return, to 
photocopy it, and didn't give it back" 

 "I live in a camper van in a supermarket car 
park" 

 "My girlfriend's pregnant" 

 "I was in Australia" 
 
The HMRC states that "people can have a genuine 
excuse for missing a tax deadline, but owning a pet 
with a taste for HMRC envelopes isn't one of them." 
 
 
 
 
 
 
 
 

 

If you have any questions about the newsletter items, 
please contact us, we are here to help. 


