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Disclaimer
This publication has been carefully prepared, but it has been written in general terms only.  The publication should not be relied upon to provide 
specific information without also obtaining appropriate professional advice after detailed examination of your particular situation.

     TARGETING THE  
     CASH ECONOMY
We have been getting some slightly 
panicked phone calls from “tradie” 
clients (particularly builders) as a 
result of letters they have received 
from Inland Revenue talking about 
cash jobs wondering why they have 
been targeted.

These letters are part of Inland 
Revenue’s crackdown on ‘cashies’ 
with their focus on undeclared cash 
in the construction and hospitality 
sectors. Last year, the Auckland region 
saw the most activity but the reach is 
now widened. 

Inland Revenue acknowledge 
people trying to cheat on tax are in 
the minority but stress that they’re 
a very expensive minority. The so-
called ‘hidden economy’ is a cost 

to all New Zealand taxpayers, who 
carry more than their fair share 
because of it. There’s another hidden 
cost too, as business owners who are 
meeting their tax obligations find it 
hard to compete with operators who 
can undercut on quotes because they 
don’t pay tax.

If you think you might have got yourself 
into a mess with your tax, declaring it 
early and taking action to correct it goes a 
long way toward setting you apart from 
deliberate tax evaders. You may have 
made a mistake or filed an incorrect tax 
return, left out some income from your 
return or incorrectly claimed expenses. 
We can help you make a voluntary 
disclosure which may reduce shortfall 
penalties by up to 100% and protect you 
from prosecution.

INLAND REVENUE ACTIVITY

    SETTING THE  
    RECORD STRAIGHT
Inland Revenue have signalled they will 
be looking at businesses’ record keeping 
systems.  Key targets are ensuring that all 
jobs (and all income) are being recorded 
and that GST is being handled properly. 
Recent prosecutions indicate that PAYE 
records are another hot topic, along with 
the corresponding employment records.   
Inadequate records are a quick way to set 
off the IRD alarm bells.

As a business owner you are required 
by law to keep certain records. There are 
potential penalties for record keeping 
failures (up to $12,000).  However, 
inadequate systems also create difficulty 
in keeping track of what you owe to 
whom and for what (including how much 
you have already paid) - and who owes 
what to you.  You lose track of things, miss 
key deadlines, incur penalties and your 
accounting costs increase in proportion 
to how much of a nightmare it is to 
straighten it out.

If you are still making do with the basic 
systems you started out with, it is possible 
that your business has outgrown them and 
they now constitute a business risk. 

The accounting software options have 
significantly increased in the last few years 
with a number of cloud based solutions 
available. Many of these have bank feeds 
which minimise the need to rekey bank 
statements.  However, all systems need to 
be used well or they can create as many 
issues as they solve.  Good paper and/or 
electronic filing systems are also critical to 
support any business operations.  These 
cloud based solutions do enable us to 
work with you to ensure your accounting 
system is being utilised well

Please come and see us to discuss how we 
can help you.



MILEAGE RATES
If you’re self-employed you can use the Inland Revenue mileage 
rate to calculate the cost of using your motor vehicle for business 
purposes. Last year the commissioner reviewed the mileage rate for 
the 2015 tax year and decreased it from 77 to 74 cents per kilometre.  
This reflects the decrease in fuel prices.

TIMELY REMINDERS
The GST payment and return dates are slightly impacted by the 
extensions at the end of April.  The dates impacted are: 

March returns:  8 May (7 May falls on Saturday)

April Returns: 30 May (28th May falls on Saturday)  

Please remember that IRD requires payment to be with them by 
the due date.  We recommend that you pay online through your 
banking software – these all have a “pay tax” option (or similar) 
available.  Please be careful with the tax type and period – if in 
doubt, ask.

Please contact us if you feel your provisional tax is not appropriate 
for what has happened this year or if you have cash flow difficulties 
with paying either your provisional or terminal tax as well as there 
are ways of dealing with this.  If you accidentally miss paying your 
income tax (provisional or terminal tax) please let us know.  It may 
be better to avoid penalties by using “tax finance” – a way we can 
access back-dated tax.

PAID PARENTAL LEAVE
From 1 April 2016, there are further changes to paid parental leave. 
The amount of paid parental leave that eligible people can take will 
be extended from 16 weeks to 18 weeks. 

Parental leave payments will also apply to more workers. Eligibility 
will be extended to people in less-regular jobs, in particular to people 
who have recently changed jobs, seasonal and casual workers, and 
workers with more than one employer. ‘Home for Life’ caregivers 
and people with similar permanent care arrangements will also be 
eligible.

MINIMUM WAGE RATE
The minimum wage rate increases by 50c an hour to $15.25 as at 1 
April 2016 (80% training wage $12.20).

HEALTH & SAFETY
Significant changes to obligations under health and safety 
kick in as at 1 April 2016.  If you haven’t looked to see how these 
changes impact you and your business take action NOW.  There 
are significant liabilities for directors/business owners that cannot 
be contracted out of. Advertising is now on TV - the changes are 
designed to address the comparably high rate of workplace fatalities.

NO MORE RESIDUAL LEVIES
From April, employers, earners, and motor vehicle owners no 
longer have to pay residual ACC levies. However, it won’t mean 
reductions across the board. 

The residual levy rate calculation was based on old injury rates 
which have become out-dated, going back 10 years or more. The 
residual levies themselves were used to make sure there were 
enough funds set aside to pay for ongoing claims predating 1999. 

Now, all businesses will have their levies calculated on the most 
recent data around injuries and the likelihood of injury in their 
particular industries. 

LEVY REDUCTIONS
The Government has agreed to the following changes to levies in 
2016/17:

11% reduction to the average work levy taking it to 80 cents per $100 
of liable earnings

4% reduction to earners’ levy, taking it to $1.21 per $100 of liable 
earnings

33% reduction to combined average motor vehicle levies (the petrol 
levy and annual licence levy), from an average of $194.25 currently, 
to $130.26 per vehicle

However, with other levy reductions (see above), the number of 
businesses paying more may come down to around 21 per cent. 
We’ll keep you updated.

PROFESSIONAL BODY
The New Zealand and Australian institutes of Chartered Accountants 
have now amalgamated to become Chartered Accountants Australia 
and New Zealand (CA ANZ). There’s a new logo to go with it which 
you will be seeing on our website and in future communications 
from us. While our professional ethics and high standards remain 
the same, the trans-Tasman body is intended to create a stronger 
organisation with greater resources and more opportunities. We’re 
committed to maintaining (and where possible, improving) the 
high quality of our service to you.

BUSINESS TALK
BREAKEVEN
Most people are familiar with the concept of breaking even. Your 
breakeven point tells you how many units you need to sell or what 
dollar value in sales you need to achieve just to cover your costs. 
Once you know that, you know the point you need to pass to turn 
a profit.   (It’s a useful tool when assessing the viability of a new 
business idea as well – work out how many “units” need to be sold.)

But a breakeven point isn’t set in stone. It will shift as your business 
grows, costs fluctuate and as you continue to surf a constantly 
changing business environment. 

COMPLIANCE TALK NEWS FROM ACC



Monitoring Breakeven

A breakeven point therefore becomes something you keep in 
play over time as a tool for you to think about your sales, 
costs and pricing in a different way. 

For instance, say you know your breakeven point and you 
take it at face value. Tell your team. It’s a powerful motivator 
for your sales people to know exactly what the numbers are 
to put the business in profit. 

Say you don’t accept your breakeven point at face value. 
What can you do? Can you reduce your costs to lower your 
breakeven point so you can start earning profit sooner? That 
might lead you into analysis of your fixed and variable costs 
to judge whether you have room to move.

Or does your breakeven point uncover an issue with your 
pricing that you need to deal with? Lifting your pricing might 
mean your numbers are into profit sooner but you might 
have to think about whether your market will tolerate that. 
Does that line of thought indicate that you simply have to 
lift your sales volume? And then you’re looking at marketing 
strategies, market reach and coaching your team on what the 
sales goals really are.

If you’re not sure you really have a handle on analysing your 
breakeven point, we’re happy to talk through options which 
could increase your profit.

PROFIT  
- THE NUTS & BOLTS
When you look at your accounts, can you read your 
profitability? Here are some things to look for.

Gross Profit 

     Gross Profit = Net sales - Cost of Goods Sold

On your balance sheet, gross profit is the difference between 
revenue and the cost of goods sold (or services provided). 
It generally appears before administrative expenses and 
general overheads are accounted for. Ideally, gross profit 
covers your overheads as well as generating your targeted 
profit, your net profit.

Net Profit

     Net Profit = Total Revenue - Total Expenses

Net profit is what you’re going for – it is the actual profit 
after all expenses and overheads have been paid. Net profit 
is the bottom line. When you are assessing your business’ 
actual profitability, bottom line tells you a lot (it is, after all, 
the bottom line). 

They’re the basics. But there are other indicators worth 
analysing   Gross profit percentage is one, particularly useful 
in a retail or food/beverage environment.

Gross Profit Percentage

Gross profit percentage is a percentage of sales and it’s a 
valuable metric to keep hold of. It is the ratio of your gross 
profit in proportion to your sales:

       Gross profit % =  Gross Profit     x    100 
            Sales                1

Now that you’ve calculated it, what are you going to do with 
it? For a start, calculate your breakeven point:

Breakeven Point

(see our article above on using breakeven point strategically)

       Breakeven =  Total Expenses     x    100 
                Gross Profit %            1

 What does your Gross Profit Percentage tell you?

Gross profit percentage is a useful indicator of production 
efficiency and financial health. Ideally, it is fairly stable, 
barring drastic upheavals in your business or industry. A 
drop might mean one of a number of factors which need to be 
corrected, such as a rise in costs, waste or bad debts. 

In a competitive market, where benchmarking data is 
available, you might compare your business’ gross profit 
percentage to that of your competitors and take steps to make 
sure you keep your edge. Gross profit percentage can vary 
widely across different industries. For food and beverage 
businesses, for example, it’s a very thin margin while for 
software businesses it tends towards the high end.

Changes in gross profit percentage might also mean 
increased competition in the market or increasing demand 
from customers for discounted products or services. It could 
be a response to changes in the business, such as expansion 
driving increased production costs or a higher wages bill. 

Keeping track of your profitability gives you the big picture 
on your business. The key metrics that indicate profitability 
are all windows into the big picture. Understanding them 
will help you set goals and drive growth.

%
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YEAR END CHECKLIST

• As the major financial balance date in New Zealand is upon us 
it is timely to remind you of some year-end housekeeping and 
opportunities for managing taxable income:

• Check your debtor’s ledger.  Any bad debts need to be 
written off during the income year to be deductible.

• Prepaying expenditure: 

• Advertising: deductible up to $14,000

• Insurance: a 12-month prepayment is deductible where 
the insurance expense doesn’t exceed $12,000

• Rent: prepaid for less than 6 months and under $26,000

• Service or maintenance: 3 months, provided the total 
expense on the contract is less than $23,000

• Subscriptions for trade professional associations: 
12-month subscription deductible provided that the 
total amount for the association does not exceed $6,000

• Telephone: prepayment of 2 months is deductible

• Travel & accommodation: less than 12 months and 
under $14,000

• Other services: prepaid for less than 6 months and 
under $26,000

• Stationery, subscriptions to newspaper/journals/
other periodicals, postage and courier costs, rates, 
RUC’s, audit and accounting fees: no restrictions

• Stock on hand (trading):  remember to do a stock take.  
However, where turnover is less than $1.3million and 
a reasonable estimate of the value of the stock is under 
$10,000 then a physical stock-count at year-end is not 
required and the opening stock value may be used.

• Holiday pay: holiday pay paid within 63 days of balance 
date is able to be deducted.  (There are also some 
deductions available for bonuses paid post balance date 
that relate to the tax year.)

• Disability / loss of profits type insurance:  premiums 
are usually deductible in full where the taxpayers are in 
business on their own account or are employees.

• Check to ensure that you have your records in good 
order, ready to accompany your signed questionnaire.  
We will be needing bank statements (usually just at 
balance date if accounting software is used, please check 
with us), fixed asset invoices, HP/lease agreements, 
solicitors settlement statements, GST returns and related 
work-papers, wage records, term loan statements, 
log books, debtors/accounts receivable listings, stock 
records, and creditors/account payables listings.  
We enjoy getting complete and accurate information!


