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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.

Internet of things

You may have heard the term ‘internet of things’

(IoT) bandied about recently, but what exactly is
it?

IoT is the name
given to
interconnected
devices that can
communicate with
each other via the
internet,  through
the sending and
receiving of data.
The IoT is rapidly changing the world in which we
live, albeit somewhat behind the scenes. It affects
how we work, communicate, drive, make plans,
shop and even how our homes are run.

The loT works through sensors embedded in
various objects that transmit signals to an online
platform. Sensors are in almost everything.
Location sensors in your smartphone, car, tablet
or watch mean someone can locate you with ease
and this generates valuable data about how
things work and work together. These sensors are
taking information from the world and uploading it
to the internet, possibly without us noticing or
without our permission. For example, after visiting
a website, adverts for that same website suddenly
pop up on your Facebook news feed. And when
you arrive in a new location your smartphone
preferences are automatically updated. That’s the
loT.

Although we are aware of this with smartphones
and laptops, an increasing number of everyday
devices can connect to the internet, such as air
conditioning, lighting and even fridges. It is
estimated that by 2020 50 billion objects will be
connected to the internet. With a global population
of 7.6 billion that equates to 6.6 objects connected
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to the internet per person. 328 million new
devices are being connected each month, so in
the time you've taken to read this

devices will have been connected to the
internet.

A common complaint is that we are now
inundated with so much data that we don't
know what to do with it or what is important. 0T
allows companies to capture data to learn more
about customer’s behaviours and model services
to fit their needs. Real time data collection takes
the guesswork away and allows businesses to
tailor their services to deliver customers
something of real value.

As an example, the car industry increasingly
exploits 10T to their advantage. In many new
vehicles, cars can be connected to the
manufacturer’'s server. Every time the car is
turned on, an alert is sent to the server which
can perform an analysis of the data and send
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text alerts to the driver if something is wrong with
the engine. This can detail how serious the fault
is, the closest dealer to get it fixed,

for the service, and an indication of
whether the service is under warranty or
not.

paragraph, an estimated 4,000 new A directions to get there, a discount voucher
®

An  additional advantage to the
manufacturer is that they can quickly identify any
trends with faults. 10T allows them to easily
identify cars made at the same factory, or with
common parts, and send warnings to drivers of
other vehicles that may be affected, much like
Subaru and Mazda did last year. This leads to
streamlined inventory management for the
dealer, a better and safer car, and means the
driver can get back on the road faster.

It is clear that 10T will impact all industries, and
businesses need to be aware of it to ensure they
aren’t left behind.

When an asset, such as a bach or a boat, is
used both privately and to generate income,
prescriptive rules exist within
the Income Tax Act that
determine the extent to which a

tax deduction is available.

Expenses broadly fall into three
categories: fully deductible,
non-deductible and
apportioned.

£

E

E
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An expense is fully deductible if :
it is incurred solely to generate taxable income.
Non-deductible expenses arise directly from any
private use of the asset. Finally, apportioned
expenses arise when an expense relates to both
income-earning and private use of the asset,
with a tax deduction available based on the
number of days the asset is used to derive
income, as a proportion of the total nhumber of
days the asset is used for either purpose.

Private use is defined as the owner’s personal or
family use of the asset, and any other person
who pays less than 80% of the market value for
the use of the asset.

For example, if a bach is rented to your sister for
full market rent and a friend for 70% of the
market rent, both instances qualify as private
use and the income is exempt from tax.
Similarly, expenses incurred relating to this use
of the asset are non-deductible.

Keeping a bach in mind, an example of a fully
deductible expense would be advertising costs.
mn Conversely, if the owner of the

‘ _= bach purchased a kayak that
was unavailable for tenant’s
use, the cost would be non-
deductible.  While  general
holding costs such as rates,
general repairs and insurance
are apportioned based on the
proportion of days the asset is
used to derive income.

If a net loss arises from the asset, that loss is
typically ring-fenced and cannot be offset against
other income. Instead, the loss must be
transferred forward and offset against future
profits from the asset.

In addition to Income Tax, there are separate
GST rules that apply to mixed-used assets. GST
recovery is broadly based on the anticipated split
of private / income use. However, unlike the
income tax rules summarised above, GST can
be recovered on use by the owners and their
family, providing market value is paid for use of
the asset. Hence, different recovery percentages
can arise between income tax versus GST.

Before you consider putting the bach up for rent,
it is worth checking whether the mixed use asset
rules will apply and what records you need to
keep to ensure you can apply the rules correctly.
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Mini-budget — families package
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The Labour coalition made immediate changes
when they were elected into government,

starting with repealing
National’s planned tax
bracket changes. Labours

new ‘mini-budget’ is intended
to benefit low-income
earners, middle-income
families with children and lift é'
children out of poverty.

The package entails:

e Increasing the Family tax credit by between
$575 to $1,400 per year.

¢ Increasing the Working for Families tax credit
abatement threshold from $36,350 to
$42,700.

e Increasing the Working for Families
abatement rate from 22.5% to 25%.

e Reinstating the Independent Earner tax
credit (IETC) of $520 annually to individuals
with incomes of $24,000 to $48,000.

e Introducing a $60 per week per child Best
Start tax credit for families with children
under 3 (if born on or after July 1, 2018).

¢ Implementing the Accommodation
Supplement and Accommodation Benefit
increases.

The Government is also introducing a new winter
energy payment for recipients of benefits,
superannuation and veteran’s pensions. The
payment will comprise $450 per year for single
individuals without dependent children and $700

Loss offsets and subventions

for couples and singles living with dependent
ch|Idren Orphaned and unsupported children

. . will also receive an increased
allowance of $20.31 per
week.

The changes are aimed at
bringing many New
Zealanders out of hardship.
However, higher income
earners, especially those

' without children, will not be
seeing any direct financial benefits from the
changes.

Other Government commitments are also set to
take a big slice of the budget. The KiwiBuild
programme, aiming to deliver 100,000 homes for
Kiwi families over the next ten years, and the first
year of free tertiary education, will leave the
Government with a slim margin for fiscal error.
Furthermore, they have placed long-term fiscal
focus on the reduction of net government debt to
between 0 and 20 per cent of GDP, along with
keeping government expenses below 30 per
cent of GDP.

While current Treasury forecasts are positive,
economic outlook can change quickly with
budget shocks such as natural disasters.
Another large earthquake could spell the end to
the Governments current forecasted cost buffer.
Only time will tell whether or not the Government
has budgeted correctly.

The loss offset (and
subvention payment)
mechanism allows a
‘profit’ company to reduce
its taxable income by
utilising the tax losses of
a ‘loss company. The
mechanism is a great tool
that is commonly used.

Before a loss offset can
be made, the following
key requirements must be satisfied:

e The loss company must have maintained
shareholder continuity of 49% from the time
the loss was incurred, until the time it is
utilised.

e The two companies must have maintained
shareholder commonality of at least 66%

/]

during the period in which the losses were
incurred and the profits derived (against
which the losses will be offset).

e The loss company must carry on a business
through a fixed establishment in New
Zealand and cannot be a dual resident
company.

e The amount of the loss offset cannot exceed
the taxable income of the profit company.

As with most tax issues, the devil is in the detail,
and prescribed legislation exists to govern the
use of the loss offset mechanism. To assist
taxpayer’s with ensuring the rules are correctly
applied, Inland Revenue has recently issued an
updated standard practice statement (SPS)
setting out its view on how the legislation is to be
interpreted.
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The new statement is useful because it clarifies
an ambiguous matter that had existed after a
previous statement made by Inland Revenue. In
previous guidance, Inland Revenue had advised
that it is possible to complete a subvention
payment by way of journal. However, no detalil
was provided on what the form of those journals
should be to ensure they were technically correct.
The problem lies in the fact the legislation
requires the profit company to bear the loss of the
loss company; this ordinarily occurs through the
physical payment of cash. However, it is not
possible for a profit company to bear another
companies loss, solely by way of journal.

Inland Revenue have now advised that journals
can be used if they cause a genuine crediting in a
payee’s account or off-set of a pre-existing
obligation. For example, if the profit company had
previously loaned cash to the loss company and
the two companies agreed that the profit

Snippets
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company will make a subvention payment to the
loss company, that could be completed by
journal. The journals would reflect that the loan is
eliminated, allowing the loss company to keep the
cash.

The SPS also covers a number of other scenarios
such as:
e how to make a valid election,
e part period loss offsets due to a change in
shareholding,
the effect of amended assessments, and
e J|ate elections.

Reference to the SPS is recommended if any of
the above situations are encountered.

The update is a timely reminder to ensure the
rules are applied correctly, especially for those
who might be thinking about transferring some
losses this coming tax year.

After work drinks

~ A recent study
M found that up to

one in five office
workers enjoy
going for a drink
with co-workers at

— least once a month.

This begs the questions as to whether after-work
drinks are good for a person’s career. Although
there is clearly no direct link, there can be
undeniable benefits to socialising with co-workers
outside work hours. Although it may seem like an
extension of the work day, do not underestimate
the value of staying for a drink, even if just one.

The study found 82% of people relished the
chance to bond with teammates, whilst 11% of
those questioned stated that their reason for
attending was to spend time with and get to know
their boss in a not so serious environment.

Not a drinker? Well, that’s fine! There are no rules
that say you have to drink alcohol, grab a non-
alcoholic drink and enjoy the time spent with co-
workers.

A more casual atmosphere can allow colleagues
to get to know each other better. But remember to
keep it professional, you do not want to be the
talk of the office for the wrong reason. Have fun
but know your limits. It can be your chance to
make an impression on co-workers, but make
sure it is a positive one.

Auckland Transport

Filling up the tank
in  Auckland will
soon cost more
than the rest of the
country.

A 10 cent per litre
petrol tax is o S
expected to be in place by July 1st. The tax will
be added to the price of petrol and is hoped to
contribute 10% towards Labour's $15 billion 10-
year Auckland transport programme.

It is intended that the money raised will fund a rail
link from Auckland CBD to the airport, West
Auckland and along other key Auckland roads, as
well as new busways, bike paths and roads. It will
also contribute to the cost of a rail network
between Hamilton and Auckland. In addition to
improving transport, it is hoped that the
anticipated traffic decongestion will allow for more
intensive housing development around transport
hubs, bringing economics benefits to those areas.

Most people agree that change is needed to fix
Auckland’s traffic problems and a fuel tax is a
straightforward way to raise the much needed
funds. The tax might help decrease congestion
and make Auckland’s dire public transport move
into the 21st century, which is long overdue.
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Advantages and Disadvantages of Cloud
Computing

There is a growing trend for businesses today,
whatever their size, to move to the “cloud”. The
cloud is an online platform to make data and
software accessible, anytime, anywhere and from
any device. Gone are the days of being chained
to your desk in a small cubicle. Now, with your
data in the cloud, you can be fully flexible and
enhance collaboration both within your business
and with others. When an accounting system is
cloud based, all transactions and entries are
processed immediately. This however has both its
pros and cons.

A primary advantage is that larger volumes of
data can be stored compared to traditional in-
house servers, and a backup of historic
information will always be recoverable. The cloud
stores information on multiple servers, so data is
saved in more than one place. In an emergency
situation when paper records are lost, backups
are immediately available. This can make or
break a business, especially in situations such as
the Christchurch earthquakes: cloud based
companies were able to get back to ‘business as
usual’ far quicker than those operating traditional
in-house server based systems.

Cloud accounting also offers greater accessibility
than traditional methods. Users can connect to
the internet and access their data from anywhere,
any time of day. Business owners and employees
can work away from the office, yet still provide
input to their teams, enhancing collaboration with
their staff. The ability to access real-time
information can also enhance efficiency by
speeding up the decision-making process.

Cloud based accounting packages are often
cheaper than purchasing software, allowing
businesses to reduce overheads. They can also
be updated in real time so no more waiting
around for a new version to be installed. Cloud
based programs are constantly developing
increased functionality, all available to the end
user straight away.

However, there are some disadvantages which
are worth considering before adopting a cloud
based system. The primary downside of storing
your data in the cloud is the risk of hacking.
Although cloud providers are continually striving
to prevent hackers entering their system, there is
no guarantee that your data is 100% safe. This
leads to questions around where your data is
being stored and ensuring adequate security
measures are in place. Greater accessibility to
your data increases the risk of outside parties
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being able to illegally gain access to your
sensitive data.

Having your data in a secure environment with
limited access points ensures you know who is
accessing it and you can control that access. It is
common for Inland Revenue for example to
require banks to provide information regarding a
taxpayer. Imagine, Inland Revenue requiring a
cloud based provider to provide all of your data or
a log-in to your account to enable direct access.
Whether that data is provided or not could be
outside your control and you may not even know
it has been provided.

Cloud accounting is the way the accounting
industry is heading. This is no surprise due to the
benefits offered though wuser accessibility,
efficiency and safety. To make the best decision
for your business, ensure you evaluate all the
options available and ensure your data is
sufficiently protected before heading straight to
the cloud.

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