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Underpaid provisional tax can cause a
few headaches.
Maybe you did not keep up with your
provisional tax payments throughout
the year (oops). Perhaps you did not
end up paying enough because you
had a better-than-expected financial
year (yay! but damn, an increased tax
liability). It could be that seasonality
or volatility make it difficult to forecast
your provisional tax payments.
Whatever the case, owing the taxman
additional income tax can put pressure
on your business’ cashflow. With Inland
Revenue’s interest clock continuously
ticking at 8.27 per cent (current rate)
while that tax remains unpaid, the cost
can quickly add up.

BALANCE CONSULTING
OUR MISSION

OUR CORE SERVICES

OUR APPROACH

To take your business to new heights.

•

Governance

Balance Consulting specialises in the
strategic improvement of businesses
and organisational processes to enable
our clients to deliver pure and consistent
value at all times.

•

Strategic Planning

•

Internal Audit

•

Risk Management

We have developed a methodology which
draws on the fundamental concepts of
‘Strategic Lean Thinking’ and can be
applied quickly and successfully tailored
to any business situation.

As well as re-engineering or redesigning
processes, we also train and develop
people so that they can be highly
effective and achieve their (and their
organisations) strategic objectives.

•

Business Continuity

•

Succession Planning

•

Process Effectiveness

•

Continuous Improvement
Implementation / Lean
Manufacturing

WHAT WE DO
Because our focus is on opportunities
and growth, we always leave our clients
in a better position than when we started
work. We tailor solutions according
to client needs and requirements.
Continuous Improvement is our
passion and we work with clients to
improve processes and eliminate waste.
Effectiveness of structures and people
is key.
We also conduct internal audits and
process reviews. These span from
financial control reviews to key process
audits to forensic engagements.

•

Leadership Training
and Mentoring

•

Teamwork / Team building

Balance currently provides services to
clients throughout the North Island
of New Zealand. Our client base
includes some of the North Island’s
largest and most important businesses.

We take a holistic approach to client
engagements, the solution(s). The value
to you is that that your team will be
empowered to make the right changes
to successfully meet your stakeholders’
needs and exceed their expectations.
The return from Strategic Excellence and
Improvement projects is often exponential
when compared to the investment. This
is because, when executed correctly, the
benefits extend well beyond production
or service delivery channels into positive
culture change.

DELIVER VALUE
We specialise in developing businesses
and people to understand value and
deliver it every time.

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.

TAX POOLING
An option we have discussed before is tax pooling. It is a service designed to reduce interest costs and provide payment
options for provisional taxpayers.

HOW DOES IT WORK?
For underpaid income tax, you can settle what you owe
IRD by paying through a tax pooling intermediary such
as Tax Management NZ (TMNZ) at an interest cost lower
than the interest IRD charges on underpaid tax.
The payment you make is essentially a purchase of tax that
TMNZ paid to IRD on the original date the provisional tax
was due.
As this payment is date-stamped, IRD treats the tax as
paid on time once it has processed the transfer from the tax
pool to your IRD account. Any late payment penalties and
interest showing on your account will be reversed once
this happens.

WHEN MIGHT THIS BE USEFUL?
Tax pooling can be used if you have underpaid income tax for
the current tax year (2016) or the one just completed (2015).

IS TAX POOLING SECURE?
Tax pooling intermediaries are registered with IRD and
operate under legislation set out in Income Tax Act 2007 and
Tax Administration Act 1994.
The system was proposed by IRD so private markets could
provide ways for provisional taxpayers to manage their
income tax obligations and reduce their compliance costs.

The tax pool accounts operated by tax pooling intermediaries
are held at IRD and managed by an independent trustee. The
independent trustee also oversees the bank accounts in which
your payments are made.

TIMEFRAMES FOR USING TAX POOLING
Tax pooling gives you an extra 75 days past your terminal
tax date to pay what you owe IRD. So, if you have a 7 April
terminal tax date, you have until 15 June to settle underpaid
provisional or terminal tax liabilities for the 2015 tax year. For
underpaid income tax relating to the 2016 tax year, you have
until mid-June 2017 to settle the debt – no penalties involved!

WHAT TO DO NEXT?
Contact us if you would like to discuss tax pooling as an
option to clear up your underpaid provisional tax debt.

BUDGET GOOD NEWS
The latest budget advised that, from 1 April 2017, the
thresholds for use of money interest and when it gets applied
for are significantly reduced. (More details follow in “making
tax simplier” item.

TAX TALK // MAKING TAX SIMPLER
In April, the Government announced proposals to simplify business tax, with legislation to be passed in August this year. They
asked for feedback by end May on the best way to implement these proposals. The earliest of the changes would take effect from
April 2017, with more coming online in 2018. At the moment, this would change the tax landscape to look something like this:

FROM 1 APRIL 2017

FROM 1 APRIL 2018

Use of money interest

A new way to calculate and pay provisional tax

Hundreds of thousands of taxpayers will be better off
following the government’s proposed revamp of business
tax, as they will be removed from Inland Revenue’s use of
money interest regime, says Tax Management NZ chief
executive Chris Cunniffe.

The accounting income method (AIM), which will be available
to taxpayers with turnover of $5 million or less, will allow
those who have IRD-approved accounting software to pay
income tax on a two-monthly basis. Up to 110,000 taxpayers
will be eligible. Our comment: This will be dependent on
Inland Revenue’s systems (currently being replaced) and
we believe that this will not include partnerships (and look
through companies) where income tax is not paid by the
same taxpayer as the one that pays GST.

Taxpayers using the standard uplift method (paying 105%
of last year’s tax bill) will no longer be charged interest if
they underpay at their first and second provisional tax dates,
provided they pay the income tax they owe at their last
provisional tax date.
Businesses and individuals who have residual income tax
below $60,000 will also not be subjected to interest. It is
expected that 67,000 taxpayers will benefit from this.

Penalties
Incremental late payment penalties will be removed from
new debt for goods and services tax, income tax and
working for families tax credits.

Credit reporting of tax debt
Inland Revenue can disclose significant tax debts to credit
reporting agencies, so that other businesses considering
extending credit can make more informed commercial decisions.

Information sharing
Inland Revenue can share information with the Registrar
of Companies to help enforce company law requirements.
This will help weed out non-compliant companies
continuing to trade with an unfair commercial advantage
over compliant businesses.

Withholding tax and schedular payments
Contractors will be able to elect their own withholding tax rate.
Contractors working for labour-hire firms can 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.

Companies can pay tax as agents for shareholder-employees in
respect of their shareholder-employee salary. This will reduce
the impact of provisional tax for shareholder-employees.
Taxpayers who are forced to use the estimate method due to
volatility or seasonality may find tax pooling a useful option
to manage income tax payments, as they will be subjected to
IRD interest.
Tax pooling would also provide businesses with cashflow
constraints greater flexibility around when and how they pay
their provisional tax payments.

BUT WHAT WILL IT MEAN FOR ME?
The outcome of the consultation phase on tax simplification
may still change how or whether some aspects are implemented
but it seems certain that the broad outline of the changes will
go through.
Best case scenario for small 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.
Worst case scenario for 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. We can assist you with regular monitoring and
checking your systems are accurate and fit for purpose.

GST ONLINE FILING
The first steps towards tax simplification lie in 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, although this option is not open to taxpayers who
use the ratio option to calculate provisional tax.
To use this service you need two things: you need to be
using the software but you also need confidence that your
systems are set up to capture your GST position correctly.
You want to be sure you won’t be exposed to tax penalties for
underpayment further on.
If you would like to discuss this further please contact us.

R & D TAX CREDITS
Does your business conduct research or development which
is making a tax loss? Let us know, as you may be eligible to
cash out your R&D tax losses for the 2015/16 tax year. We’ll
need to check your eligibility and register your business in
the Investment Management System (IMS).

MILEAGE RATE CHARGES
Inland Revenue announced in May that the Commissioner
had reduced the mileage rate from 74c to 72c/km for the
2016 tax year (1 April 2015 to 31 March 2016 for standard
balance dates). If you rely on the standard mileage rate when
reimbursing your team for travel, make sure your payroll
system is updated to reflect the reduced rate.

BUDGET PERSPECTIVE
NO DRAMA
The 2016 budget has come and gone and the only people really
shouting about it are the Opposition and the tobacco companies.
Perhaps the Government felt they have already given businesses
enough to be excited about with their pre-Budget announcements
of the proposed tax simplification and business transformation.
Beyond the reform of the provisional tax system and other changes
announced to be staged over 2017 and 2018 (covered here on page
2), there were no dramatic shifts for business.

New spending:
Health and education will see most of the new spending, $2.2b
and $1.44b respectively over the next four years. However, total
annual new spending will be around $1.6b shored up by whatever
additional funds can be found in other cuts or underspends. $258m
goes to provide more social housing in the epicentre of the nation’s
housing crisis, Auckland, with an additional $100m freeing up
Crown land for housing. Science and innovation projects will
receive an extra $410.5m over the next four years, with increases
to support tertiary education and apprenticeships in science,
engineering and agriculture as well as regional R&D initiatives.

Debt reduction:
While net debt is forecast to peak round 25.6% of GDP in 2017,
the plan is for overall reduction, bringing it within the Treasurer’s
target of 20% for 2020. Surpluses are forecast for the next few years.
Some of the figures, however, seem to rest on the hoped for dairy
price recovery which remains to be seen.

ETS subsidy
From 1 January 2017, the Emissions Trading Scheme subsidy will
be removed. This was only ever a temporary measure during
the global financial crisis, allowing some businesses to pay one
emissions unit for every two tonnes of pollution emitted.

Tax:
There is some promise of tax cuts and of lowering tax rates
and thresholds, primarily to take some pressure off lower and
middle income earners. However, that’s on a wait and see basis
for next year’s Budget.
Inland Revenue’s new tax administration system has been
allocated $503m in new operating funding and $354m in new
capital funding. This is closely aligned with giving effect to what
the Government has planned for tax simplification and business
transformation. A reshaping of Inland Revenue also seems
inevitable. Balancing the additional allocations are cuts to Inland
Revenue’s existing budget – $284m over the next four years –
those savings to be recycled back into business transformation.
The overall aim, however, is to generate more tax revenue with a
smoother system ensuring better tax compliance.
The Government announced that they will be making further
changes targeted at multinational companies, to make it harder
for them to avoid paying their fair share of tax. What those
changes are, we don’t yet know but it is probable they hinge
on sharing tax compliance information internationally as the
Government is now party to the OECD multilateral competent
authority agreement. This enables automatic sharing of countryby-country reporting and is part of a larger OECD project to
reform the international tax framework. Disclosure requirements
for foreign trusts will also come under scrutiny.

LIVESTOCK HERD SCHEME 2016
The IRD have recently announced this year’s livestock Herd Scheme Values and we think this is a great opportunity to update you on the
latest movements. The Herd Scheme Values are the National Average Market Values as determined by a process involving a review of the
livestock market as at 30 April.

DAIRY CATTLE
With the continued low prices being received for milk it is not
surprising that we are now seeing lower prices being paid for dairy
cattle. The herd scheme value for a mixed age dairy cow is $1,356 for
the 2016 year – this is very similar to the 2009 value of $1,312. 2009
was also a very low pay out year.
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SHEEP
On the whole sheep values have increased slightly from the 2015
year. Two-tooth ewes have increased from $126 to $133 – a 5.6%
increase. The 2016 values are very similar to those we saw in 2014.
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Continued strong demand for beef cattle means dairy bulls and
steers have seen increases in values – or in the case of breeding bulls
a very slight decline.
The drop in dairy values may represent an opportunity to move into
the Herd Scheme for some clients. The Herd values and National
Standard Cost values are the closest they have been for many years.
Given the losses that some farmers are making this year, it may be
worthwhile having the discussion about whether to use some of
those losses to make the change to the Herd scheme. In making this
decision we do have to consider the long term implications as we
will then be in the Herd scheme for the foreseeable future.
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At $1,356 mixed age cows have dropped $299 (18.1%) compared
to their 2015 value of $1,655. Rising two year heifers have dropped
from $1,324 to $1,077 (18.7%).

BEEF CATTLE
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BEEF CATTLE
Commodity prices for beef products are at an all-time high. This has
been strongly reflected in the beef market and in the prices farmers
are receiving for their animals. The herd scheme value for mixed
age beef cows has increased from $1,171 in 2015 to $1,273 in 2016 – a
8.7% increase. Rising three year old bulls and steers are valued at
$1,468 compared to $1,376 in the previous year.
Once again we are seeing record highs for beef animals – we haven’t
seen values this high in beef cattle since the Herd livestock scheme
began in 1987.

Careful consideration needs to be given to your livestock election
choices. Even though changes were made to the Herd scheme in
recent years, there is still flexibility around how to value increases
in numbers – if you increase your numbers during the year you are
able to choose an alternative valuation option to value that increase.
Whether you take that option or you elect to value the increase using
herd values will depend on a number of factors – such as:
•

Where we are in the cycle of livestock values (e.g. at the bottom,
or at the top)

•

If the increase is a permanent or a temporary one

•

Your longer term intentions

As the decision is clearly one that should be made on a case by case
basis, we will naturally discuss your valuation options with you on
review of your 2016 Financial Statements and Taxation Returns

THE EFFECTIVE TEAM
The complexity of today’s business environment
means that businesses and organisations are constantly
challenged to achieve their goals and deliver value.
Teams are a response to this requirement, teams are a
long established approach to getting things done.

Russell Bell, CA

The key is to get the best out of people and operate in
a cohesive and collaborative manner while at the same
time delivering strategic objectives for customers and
stakeholders.

Russell has over 20 years
experience in consulting and
leading training and development
projects for companies such as
Arthur Andersen and Deloitte.

The reality is that, high performing teams teaming or
even basic team effectiveness does not happen simply
because a group of individuals is assembled and assigned
to tasks.
Whether your team or organisation requires a specific
approach or requires more general improvement, Balance
Consulting can help. We have worked with senior
management groups, project teams and staff groups and
delivered tangible improvements to teamwork and culture.
Russell and Wendie bring a wealth of skill and experience
to each engagement. Both serve on current Board level
appointments and also consult to a wide variety of
organisations throughout New Zealand.

0800 480 062

P. 0800 480 062 M. 021 244 2421
E. russell@balanceonline.co.nz

Wendie Harvey
25 years experience as a director,
trustee, lawyer, executive
manager and business consultant,
with extensive governance,
human resources, commercial
and legal experience.

