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In this issue ...

All other IWTC requirements remain unchanged, 
including the full-time earner requirements of sole 
parents having to work at least 20 hours a week, and 
couples (married, civil union or de facto) working at 
least 30 hours per week.

The change to the treatment of shareholder 
employees aligns the treatment of shareholder 
employees with other business owners, such as 
partnerships and sole traders.

Trusts are still problematic, with full-time earner 
beneficiaries being ineligible for the IWTC unless they 
are allocated business income. Trust law prevents 
Trusts distributing income to beneficiaries if the Trust 
is in a loss position.

For further information on this topic, we suggest 
reading the IRD TIB Vol. 24, No. 10, December 2012.

Because this change is retrospective, we are 
reviewing all work completed last year to ensure 
correct IWTCs have been claimed.

Changes to In-Work Tax Credits

Amendments to the Income Tax Act now allow 
unpaid major shareholders of close companies to 
be entitled to In-Work Tax Credits (IWTC), if they 
meet full-time earner requirements.

The amendment was made in the Taxation 
(Annual Rates, Return Filing, and Remedial 
Matters) Act 2012 and this change is effective 
retrospectively from 1 April 2011.

Previously, the shareholder employee had to 
derive income (defined in Section MD 9(1)) and 
work full-time for their company to be entitled 
to the IWTC. Where companies were unable to 
pay salary or wages (due to business losses or 
a restricted cash flow), shareholder employees 
were not deemed to ‘derive income’, making them 
ineligible for the IWTC.

This amendment applies only to “major 
shareholders” of “close companies”. Both these 
terms are defined in Section YA1 of the Income 
Tax Act 2007.

A Major Shareholder is defined as a person who 
“owns, or has the right to acquire, or power to 
control, at least 10% of the ordinary shares or 
voting rights, or control of the company”.

A Close Company is defined as “a company in 
which five or fewer natural persons holds more 
than 50% of the interests; or if a market value 
circumstance exists, five or fewer natural persons 
hold more than 50% of the market value interests. 
All natural persons (individuals associated at the 
time are treated as one natural person).” [IRD TIB 
Vol. 24, No. 10, December 2012].

Under these definitions, the new IWTC rules 
should cover most family company situations 
where shareholder employees are looking to 
receive family assistance.
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$5,000 Limit on Pre-GST Registration 
Supplies Removed

The $5,000 limit on supplies acquired pre-GST 
registration has now been removed. Prior to this 
change to the GST Act, if the original cost of the goods 
and services was less than $5,000, no GST input claim 
was permitted.

A GST registered person or partnership can now claim 
an input tax deduction on goods and services that were 
purchased prior to registration, regardless of their 
original cost.

Different rules apply when a company seeks to claim 
GST on pre-registration supplies that were originally 
acquired by another party (normally a shareholder). 
The company must make the payment to the vendor 
before GST can be claimed, regardless of whether they 
are on the payments or invoice basis. In this case, we 
recommend a cheque swap or bank transfer.

For our farming clients, this may include second-hand 
motor bikes, farm utes, chainsaws, trailers, calfeterias 
and loose tools. The most frequent occurrence is for 
first time lower order sharemilkers or contract milkers.

Section 21B of the Goods and Services Act allows a GST 
registered person to claim an input deduction for goods 
and services purchased prior to registration if:

they hold a tax invoice for the goods or services • 
purchased, or

they have adequate records that enable the • 
identification of the particulars of a valid tax 
invoice.

No input tax deduction can be claimed for private or 
non taxable portion of the asset.

The amendment was passed in November 2012 as 
part of the Taxation (Annual Rates, Returns Filing, and 
Remedial Matters) Act 2012 and effective from  
1 April 2011.

Hay and Silage
Over the summer months, farmers were making hay 
while the sun shone. Excess grass is cut and made 
into hay or silage, to be fed out during winter months, 
or when feed becomes scarce (such as the current 
drought).

Private Use Adjustments for Assets 
Acquired Prior to 1 April 2011

From 1 April 2013, GST private use adjustments 
cease for assets (normally vehicles) that had a book 
or market value between $5,000 and $10,000 as at 
1 April 2011.

When the GST rules on mixed use assets changed 
in April 2011, GST registered taxpayers with assets 
acquired before this date were required to continue 
making GST private use adjustments under the 
old rules. The number of private use adjustments 
required depended on the market or book value of 
the asset as at 1 April 2011 (Section 21(H) of the 
Goods and Services Tax Act).

If the book or market value at 1 April 2011 of the 
goods or service was:

$5,000 or less – no adjustments after  • 
1 April 2011

between $5,000 and $10,000 – no adjustments • 
after 1 April 2013

greater than $10,000 – no adjustments after  • 
1 April 2016

Once these dates have been reached, no further 
change in use adjustments are to be made, even 
if the asset is retained and continued to be used. 
Once private use adjustments have ceased, vehicle 
expenses (fuel, R&M, registrations, etc.), are 
required to be claimed in proportion to business 
use.

From 1 April 2013, GST private use adjustments 
should only be done on the assets acquired pre 
1 April 2011, that had a book or market value 
exceeding $10,000 as at 1 April 2011.

If the market value was not recorded at 1 April 
2011, we would recommend using the book value 
from fixed asset schedule in the 2011 financial 
statements.

We recommend having a file note in each client’s 
file to remind staff when GST private use 
adjustments for each asset are to cease.
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Having differentiated between farm-produced 
and bought-in hay, it makes it easier to account 
for consumable aids on hand at balance date 
(Determination E12).

If the total of purchased consumable aids on hand 
exceed $58,000, then under Section EA 3 (Income 
Tax Act 2007), a deduction for goods and services is 
deferred until they are used.

The consumable aids accrual rules in Determination 
E12 only relate to purchased items. For this reason, 
we separate out the bought-in hay (and other stock 
foods) from those made on the farm.

Where hay is produced for sale, any stock on hand at 
balance date must be valued at the lower of cost or 
market value. Cost price provides the lower closing 
stock value, as market value contains an unrealised 
profit element.

The cost price of hay can be difficult to determine, 
but would involve a pro rata calculation of costs 
(contractors, fertiliser, wrapping and twine) over the 
total number of bales produced.

A new website, www.farmfeed.co.nz, will be a good 
place to go for feed information for forecasting.

Wages Paid to Children
The 2012 budget has repealed the child at school 
tax credit and replaced it with a new limited tax 
exemption. The changes remove the previous tax 
credit of $245.70.

The limited tax exemption applies from the 
2012/2013 income year and is designed to ensure 
that children do not have to file a tax return if they 
have income of less than $2,340.00, and the income 
is not one of the following:

PAYE income payment• 

Resident passive income• 

Non resident passive income• 

Excluded income, or Exempt income under • 
another provision

It was designed to stop children from filing a tax 
return where the wages are received from someone 
who is not claiming them as a deduction.

Farmers can either make the hay themselves, get 
contractors to make it, or buy it in. Where farmers 
make their own hay, we would normally expect to 
see a hay baler, hay bob and mower on the asset 
schedule, and large purchases of twine (to tie 
the bale up) and plastic wrap (if making wrapped 
silage).

Most who own their own hay making equipment do 
so to avoid waiting for a contractor. They can make 
hay while the sun shines.

Most farmers now use a contractor to make the 
hay. It saves time and stress, and there is less 
money tied up in machinery that is only used once 
a year.

Hay and silage making typically occurs in early 
summer when there is excess grass and dry 
weather. Hay generally requires between three and 
five days of fine weather for the cut grass to dry out 
before being bailed and stored.

The summer months are the only realistic time 
when these conditions can be (almost) guaranteed. 
It is a stressful time, as any rain delays the 
processing or destroys the hay completely.

Silage is either bailed or bulk stored in a silage pit 
bunker under a heavy duty plastic wrap weighed 
down with old vehicle tyres.

Making hay is an expensive exercise, with small 
bales costing between $2–5, and between of 
$35–$50 for large bales (normally equivalent of 10 
small bales).

Large bales are less labour intensive, but require a 
tractor to move and feed them out. Small bales suit 
hill country farmers, or those that prefer using the 
farm ute or quad with a trailer to feed out.

Transferring hay bales from the paddock to the hay 
barn is hard, hot, soul destroying work; perfect for 
those casual staff and students.

All of the costs associated with hay and silage 
making are coded into Hay and Silage Making, 
except for staff wages, which must be coded to 
Wages, and have PAYE deducted.

Not every farm chooses to, or has the ability to, 
make hay and silage. The farm contour, climate or 
growing season may be unsuitable. Instead, farmers 
may choose to purchase hay or silage bales. Where 
hay and silage is purchased ‘already made’, we code 
these costs to Stock Food Purchased.
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Farming Children And Deductibility 
Of University Fees
Every so often, we have a client question the 
deductibility of university fees for their teenager. 
Typically, the teenager is leaving home to do an 
agricultural based degree or diploma at university.

The belief is, because the teenager will return to work 
on the farm (probably), the university fees should be 
deductible. Unfortunately for our clients in these cases, 
the university fees are not deductible.

For the university fees to be deductible, they must 
pass the General Permission test of Section DA 1 of the 
Income Tax Act 2007.

The expenses must have been incurred in deriving the 
taxpayer’s (or business’s) assessable income, excluded 
income, or a combination of the pair.

In addition to failing the General Permission test, the 
costs are also likely to fail the Private Limitation test of 
Section DA 2(2).

In most cases, the teenager is at best a prospective 
employee only, with study costs having an insufficient 
nexus with the taxpayer’s income earning process. 
The university fees are not incurred for the purpose of 
deriving the parent’s income.

However, the situation may be different if the teenager 
was to be working on the family farm as an employee 
and studying by correspondence or at locally run 
course. In these scenarios, a suitable nexus may exist 
between the farming business’s income earning process 
and the study costs.

Any deductibility would rely on the teenager being a 
genuine employee, the qualification being farming or 
business related, and the ability to demonstrating links 
between the qualification and the business income 
earning process.

Study costs are unlikely to be subject to fringe benefit 
tax (FBT) if there is a reasonable link between the skill 
being acquired and the employee’s employment.

Where the study is of a personal development nature 
rather than being a work related study, it may be 
deemed an unclassified benefit for FBT purposes.

We suggest reading FBT News, Issue 4, September 2003 
for more information.

The IRD guide refers to a child’s wages from baby 
sitting or mowing lawns, as meeting the limited tax 
exemption criteria.

However, if the child earns more than $2,340.00 
or derives income from some other sources (e.g. 
interest, dividends, Trust income, wages from 
another person), they may be required to file a tax 
return. This will give rise to a tax liability, as they 
will have to pay tax on all income.

Where the wages are claimed as a deduction by 
the employer, the wages must be returned for 
PAYE. This means if our farming clients wish to keep 
paying wages to their children, it must go through 
the normal payroll process.

We recommend they continue to pay wages to 
their children. The wages will be deductible for the 
farmer and taxable for the child.

To ensure a deduction is permitted, we  
recommend:

The wage should be paid regularly (at least • 
monthly).

The wage should be paid rather than a journal • 
entry at year end. We recommend setting up 
an automatic payment into the child’s bank 
account.

The wages must be for genuine work done, and • 
paid at a market rate.

The child must complete an IR330 and have • 
PAYE deducted.

Even though the removal of the child tax credit 
makes paying wages less attractive, tax benefits 
still exist. The wages will be taxed at the child’s 
marginal tax rate (probably 10.5% plus ACC), which 
is generally less than the parents’ tax rates, or those 
of a trading Trust or company (33% or 28%).

This also allows farmers to look beyond limiting 
a child’s wages to just $2,340.00, which was 
previously the amount where the child at school tax 
credit was maximised.

The farmer can now look at paying the market value 
wages for actual hours worked. While this results in 
the child paying more tax, there will be a tax saving 
for the family group.
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– Evidence (or a signed statement from the 
client or accountant) of the significant impact 
of the drought on income.

– Deposit is received by the IRD by 30 April 
2013.

– A notice with the deposit stating the deposit 
is for the main Income Equalisation Scheme, 
that it is for the 2012 Income year, and that 
the late deposit criteria in the notice apply.

Early withdrawals can be made from deposits 
that relate to the 2012 income tax year. Normally, 
deposits are required to be held by the IRD for 12 
months, but the IRD has discretion to allow early 
refunds in cases of adverse events or serious 
hardship.

For farmers in drought declared areas, an early 
withdrawal can be made where the income has 
been materially affected by the drought. The 
application for the withdrawal must be made in 
writing and is expected to take approximately 20 
working days to process.

For more information see http://www.ird.govt.
nz/business-income-tax/income-equalisation/.

With Taranaki being declared a drought zone, we 
have taken the opportunity to see if any of our 
clients would benefit from making a late 2012 
Income Equalisation Deposit.

Where a tax saving exists (and finances allow), 
we have made late 2012 deposits and then 
withdrawals in the 2013 income year. This 
involves making a deposit by 30 April 2013, with 
the refund application being made in early May 
2013.

As deposits are held by the IRD for a limited 
time, banks have typically been willing to extend 
overdrafts to finance the deposits.

Provisional Tax•	  can be estimated up until the 
time the last instalment is due. If it appears that 
the provisional tax has been over paid, an early 
filing of the farmer’s tax return should be done.

Taxes Outstanding•	 . If a farming client has 
outstanding tax obligations, the IRD will consider 
entering into an instalment arrangement. 
Extensions may also be granted for income taxes. 
No extensions will be permitted for GST or PAYE, 
but late filing penalties may be remitted.

Drought Relief

The extreme lack of rain over the summer and 
autumn months has much of New Zealand 
experiencing drought conditions. The Ministry of 
Primary Industries have declared the entire North 
Island, along with the Buller and Grey Districts of the 
South Island, to be drought zones.

A declaration that an area is a drought zone enables 
farmers to access support and assistance from a 
number of groups, such as Rural Support Trusts, 
WINZ, Ministry of Social Development and the Inland 
Revenue Department.

Support is available to farmers in drought zone 
declared areas. Farmers in non drought zone areas 
that have also experienced drought conditions also 
have some assistance options available to them.

Declared Drought Zones

The Ministry of Primary Industries is responsible for 
any drought declaration. In its 2013 ‘Drought Guide’, 
it defines a drought as being an “event where the lack 
of rainfall has economic, environmental and social 
impact on farming businesses and families and the 
wider community”.

Droughts are rated as being either a localised, 
medium or large scale events. Key indicators used 
to determine severity include rainfall, soil moisture 
levels, pasture growth, stock sales and stock 
condition.

As at 22 March 2013, the entire North Island, and 
the Buller and Grey Districts of the West Coast of the 
South Island had been declared as a medium scale 
drought event. Farmers in these regions can now 
access support from the following groups:

Inland Revenue Department

Income	Equalisation	Scheme•	  allows early 
withdrawals of funds or late deposits.

The IRD is currently allowing late deposits for 
the 2012 income tax year up to 30 April 2013, 
regardless of when the 2012 return is filed or 
what the due date is for filing the tax return.

To make a late deposit for your client, the 
following is required:
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Banks

Banks are being supportive to drought strickened 
farming clients and offering farmers a range of 
drought relief options to assist with short term cash 
flow difficulties. These include providing short-term 
funding, suspending loan principal repayments and 
waiving various bank fees.

Non Declared Drought Zones

Farmers in non drought zone areas have access to 
a number of IRD tools that may assist with income 
spreading and cash flow difficulties.

Farmers in non drought zone areas can also estimate 
their provisional tax up until the time the last 
instalment is due. If it appears that the provisional tax 
has been overpaid, an early filing of the farmer’s tax 
return should be done.

A self-assessed adverse event income equalisation 
deposit can be used to spread income from forced 
livestock sales to the next income year. An adverse 
event deposit can be made when the farmer’s 
business is materially affected by events such as 
drought, fire or livestock sickness/disease.

Details of the event must be provided, with the 
maximum deposit allowed calculated on the cost 
of all livestock sold due to the effect of the adverse 
event. The deposit must be received no later than 
one month after the balance date. If the deposit is 
not refunded within the following 12 months, then 
it is transferred to the main income equalisation 
scheme.

Working for Families•	 . Where a farmer’s income 
has decreased as a result of the drought, they 
may be entitled to increased levels of Working 
for Families tax credits, childcare assistance or an 
accommodation supplement.

Ministry of Social Development and WINZ 

The Ministry of Social Development and WINZ can 
provide a number of financial assistance packages 
to farming and non farming families whose incomes 
have been affected by the drought. Benefits available 
include the rural assistance payments, unemployment 
benefit, emergency benefit, special needs grants and 
recoverable assistance payments.

Rural assistance payments are available to farmers 
that are in financial hardship, and is producing 
insufficient income to meet basic living expenses. The 
payments are income tested and subject to personal 
and cash asset tests. The package is aimed solely at 
farmers. Contractors and business associated with the 
farming industry, such as fencers and haymakers, are 
not covered by these grants.

We have recommended these benefits to our 
contract milking clients. Having dried off early, many 
are facing the prospect of no income until the new 
season’s milking starts.

For more information see http://www.
workandincome.govt.nz/about-work-and-income/
news/2013/drought-2013.html.

Rural Support Trusts

Rural Support Trusts can assist individuals and 
communities during and after adverse events like 
droughts. They provide farmers with free access 
to trained coordinators that can provide (or refer 
them to others) farm management skills, financial 
advice and counselling services. The Trusts receive 
their funding from the government and work with 
government agencies.

Federated Farmers

Federated Farmers are providing a feed supply 
coordination service to match farmers with available 
stock feed to those that need it. This is done on 
a national basis, but only available to farmers in 
drought regions.

Correction to December 2012 Issue
The December 2012, volume 90 issue of FARM 
ACCOUNTING NZ on Dwelling Expenses contained 
an error regarding GST on domestic rentals. The 
table incorrectly showed a 25% GST deduction being 
permitted on domestic rentals. As domestic rentals 
are deemed an exempt supply for GST purposes, the 
table should show a NIL GST for all rental payments 
between the business operator and the dwelling 
owner.

We apologise for this error.

An updated copy of the table can be found on our 
website under the Farm Accounting section.
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Regional variations in demand, breed and body 
condition all impact on the market/replacement 
value.

We regularly receive questions from subscribers 
on a range of farm accounting topics. The most 
interesting questions we will publish in this 
FAQ column. Questions can be sent to us at  
info@farmaccountingnz.co.nz. Depending on the 
level of assistance required, there may be a cost to 
this service. We will endeavour to ensure that our 
responses are prompt.

FAQ: Valuing Livestock Bailment 
Deficiency

Question:
Where can a client find appropriate market values/
replacement prices to use in bailment deficiency 
calculations for the last three financial years, and how 
should they be valued at year end?

Answer:
The Income Tax Act (2007) provides little guidance 
on how a bailment deficiency should be valued. 
Section EC 26 (4) of the Income Tax Act (2007) briefly 
mentions when a negative bailment occurs, the 
number of livestock in that class should be recorded 
as a negative quantity.

Additional guidance can be found in the Income Tax 
(National Standard Costs for Livestock) Determination 
1994 in Paragraph 11. It permits taxpayers to value 
bailment deficiencies at market value or replacement 
price, provided they have used NSC to value positive 
quantities of the same type/class.

While the legislation provides limited guidance on 
valuing livestock deficiencies, logic suggests the 
deficiency should be valued at a current market/
replacement price at balance date. The further we 
get past balance date, the harder it becomes to find a 
market or replacement value.

We suggest clients should contact their local stock 
agent who should be able to provide a valuation of 
their livestock. A reputable stock agent, with a history 
of dealing with the client, should know enough 
about the livestock and farming style to provide even 
historical valuations.

In a perfect world, a class by class valuation certificate 
for the bailed livestock should be provided by a 
competent independent valuer. These values could 
then be applied to the bailment deficiencies.

Where a valuation is not provided, we can look at the 
client’s comparative livestock sales and purchases.

Herd scheme values are often discussed as being a 
suitable substitute for market or replacement values. 
We disagree with this approach, as the herd values 
are only a national average snapshot at a point in 
time. They are not a market value for the particular 
client’s livestock.

Published By
Busing Russell + Co Ltd Phone: (06) 758 5273
Chartered Accountants Fax: (06) 757 9286
PO Box 69
369 Devon Street East
NEW PLYMOUTH 4340

Email: info@farmaccountingnz.co.nz

Copyright
This publication is now your property. You can use 
the information in it in any manner you choose, 
except electronic reproduction on any open 
website, public website or third party website.

Editor’s Note
We welcome brief questions and comments or 
suggestions from subscribers and readers. If you 
have a problem, we might have an answer and 
everyone might like to know about it.

Disclaimer
Information contained in FARM ACCOUNTING NZ 
is of a general nature and does not purport, nor is 
intended, to be advice on any particular matter.

No person should rely on the contents of this 
publication without first obtaining advice from a 
qualified professional.

The author, editor, consultants and publisher 
expressly disclaim all and any liability and 
responsibility to any person, whether a purchaser 
or reader of this publication or not, in respect of 
anything done or omitted to be done by any such 
person in reliance upon the whole or any part of 
this publication.
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THE BACK PADDOCK

Clients Suffering Adversity
The recent drought conditions have caused havoc 
amongst our farming clients. Dairy farming clients 
are drying off 4–6 weeks early, while our sheep and 
beef clients are selling young stock on the store 
market. There is a shortage of feed, and winter is 
almost here.

The 2012/13 season was looking impressive with 
clients’ production surpassing the record breaking 
2011/12 season. Our first provisional tax calculations 
had us advising clients to make voluntary tax 
payments. Jump forward four months and cows 
were dried off, production is down 10%, there is 
heavy culling of surplus cows and a struggle to find 
supplementary feed. Our clients are short of grass, 
and this won’t improve until spring.

The effect is hungry livestock, reduced income, 
increased expenses and cash flow difficulties. This 
results in stressed and unhappy clients. And it will 
not stop with the rain. So keep these clients on your 
radar to check how they are.

Thankfully, there has been relief from a number of 
sources. Fonterra brought forward the retrospective 
payments for the season, and lifted the expected 
season payout from $5.50 to $5.80 per kg of milk 
solid. The Inland Revenue Department have relaxed 
the rules around late income equalisation deposits. 
The Ministry of Primary Industries has declared 
drought zones, allowing Rural Support Trusts to 
provide farmers with financial and management 
assistance and counselling.

We have kept in regular contact with our clients 
over the last few months. At every chance, we have 
had our Directors, Client Managers and Senior 
Accountants on the phone and talking to our clients.

Typically, we contact our clients prior to every 
provisional tax payment to prepare a tax forecast. 
We discuss how the season is progressing, 
how production is looking and what abnormal 
expenditure they may have had or are planning to 
have. From this, we prepare a tax forecast and check 
whether the required provisional tax payment is 
appropriate.

The Commissioner’s relaxation of the rules on 
income equalisation deposits has provided us with 
yet another reason to be on the phone.

Client Managers rang selected clients to explain 
what an income equalisation deposit was, and 
how it may benefit them. This exercise was done 
on the basis of no charge, if there was no tax 
saving.

Typically, we worked on a $1,500 family group tax 
saving as being the threshold for a deposit.

This ‘free’ work encouraged our clients to talk. 
Conversations moved beyond the drought and 
shifted to future plans, GST, asset purchases and 
tax planning. For almost all clients, we came away 
with additional work that could be done.

We also took the opportunity to see who might 
qualify for support from WINZ or Rural Support 
Trusts.

Typically, these were contract or lower order 
sharemilkers who had dried off, so would have 
little income until spring. For most of these 
clients, income equalisation deposits were not 
appropriate, but assistance from the Rural Support 
Trust might be.

Apart from helping our clients make the best of a 
bad situation, the increased contact has further 
cemented our business advisor relationship with 
clients.

Having the Client Managers contact clients frees 
up Directors’ time, and grows the relationship 
between senior staff and clients.

The response to our regular communication has 
been positive. Our contact is on a regular rather 
than annual basis and is not always about tax, 
missing records or other compliance queries.

Our phone calls regarding income equalisation 
deposits and rural support assistance were driven 
by a genuine interest and concern for client 
wellbeing.


