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Keeping the relationship special

We have long known we’re a nation powered by small business. That lends itself to personalised ways of doing business, strong
relationships going back a long way, teams that feel like family.

That's why it's so devastating when a business finds out someone they’ve trusted has cheated them, sometimes over a long
time: a so- called ‘person in a special relationship’. There have been a number of high profile employee cases recently, but it's
not just employees — it could be any advisor. If they betray your trust, they are people who can damage your business badly.

When these stories come to light, there are many variables: gambling addictions, sudden illness in a loved one, someone
dipping into client funds thinking they’d be able to pay it back, someone who’s worked with the business since Mum and Dad ran
it. The common thread is in the environment: someone was trusted enough that no one was checking

Background checks

Reference checks are a truism of recruitment but it's important to take them seriously. If you're interviewing for a role with
access to sensitive financial data or business assets, consider background checks, e.g. criminal record checks or confirmation
of qualifications. Make sure background checks fall within legal requirements or you can fall foul of the Privacy Commissioner
and/or the Employment Relations Authority. There are specialists who can provide this service.

Audit
While audit is a significant additional business expense and we don’t suggest it lightly, periodic independent financial reviews or
spot checks might be worth considering, if only to let it be widely known that this is one of your resources.

Upcoming Safeguard your business

Seminar Being able to trust your team and advisors is gold standard. Keep it that way and don’t make it easy
for someone to abuse your trust. Think about these tips to safeguard your business and keep those
trusted relationships strong.

SEPTEMBER

Housekeeping

26 & 27 Good systems make it easy to understand and hard to hide things. If you have a system, make sure
it's documented. They don’t have to be complicated. For instance, when you refund a customer,
make sure it's signed off by a manager or yourself and recorded somewhere central. Checklists can
ACC make a system easier for staff to understand and work with too. Have systems in place to routinely
look at where your money'’s going or that require you to sign off on key transactions.

with Leigh Austin

(Kerikeri) Monitoring

Do you have regular reporting? Things to look for are unusual customer refunds or credits, a spike in
. new suppliers or payments to existing ones. Do your sales look right? Is there a dip in cash sales?
Contact our Kerikeri  know what benchmarks other businesses in your industry are hitting. Compare your profit to
Office to register overhead ratios with theirs and question inconsistencies.

Buddy systems

xXero Red flag any of your systems where only one signatory is required or only one person oversights
income and expenses. Make it part of the monthly routine to run the bank statements by more than
one pair of eyes. Consider whether training up ‘buddies’ to share key financial responsibilities might
Keep up to date with  make it harder to siphon off funds unseen.

our latest news

Buddy systems can strengthen your succession plans as well as taking the pressure off when a
pkfpl.co.nz/news signatory takes holidays. Ironically, it seems that people engaging in suspect activity tend not to take
holidays for fear of being found out as they know someone else is performing their duties. An option
and blog posts we have discussed before is tax pooling. It is a service designed to reduce interest costs and provide
payment options for provisional taxpayers.

pkfpl.co.nz/blog

We can help you with risk assessment and help you strengthen your systems if needed.
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Enforcing employment standards

It is taking time for the impact of this year’s employment law changes to
sink in. Parental leave and the demise of zero hours contracts received a
lot of press. Enforcing employment standards has had some coverage but
always sounds a bit abstract in comparison. Yet this is an area that seems
to bite employers.

The basic idea is to make sure employers pay at least minimum wage and
give employees their proper holiday entitlements. Simple, right? However,
it's exposed a dramatic number of cases where employers aren’t doing
this. The consequences can be grim.

Penalties for serious breaches

Where an employer has committed serious breaches of employment
standards, the Employment Court can now order some very heavyweight
penalties as well as compensation for affected employees.

‘Pecuniary’ penalties may be up to $50,000 for individuals or, for a
company, whichever is the greater of an amount up to $100,000 or three
times whatever gain the company made from the breach. Compensation to
affected employees is tied to the amount the employee lost or was likely to
lose because of the breach.

The employer may also face being banned from being an employer, an
‘officer of an employer’, or even involved in employing people. An ‘officer of
an employer’ can be a director of a company, a partner in a partnership, or
anyone in an influential senior role in a business. A banning order can be
in place for up to ten years: a bit limiting, if you're in business.

The law explicitly prohibits insuring against penalties for breaching
employment standards. It doesn’t say anything about insuring for the legal
costs or compensating affected employees but it would be better not to be
in the situation where you have to do this kind of breakdown.

These more draconian sanctions are in addition to those already in the
armoury of Labour Inspectors.

Liability for a breach

It's in senior management’s interests to make sure the business’ practices
are in line with employment standards because the liability doesn’t stop at
the business entity. Where an employer is ordered to pay money to
compensate an employee and can’t or won’t pay, the above-mentioned
‘officers of an employer’ may be liable if they are involved. A person is
‘involved in a breach’ whether they have actively brought it about or been a
party to it in any way — directly or indirectly.

In June this year, in a case preceding the latest changes, an employer was
ordered to pay $161,343.67 in wage arrears, and interest at the rate of 5%
per year, for breaches of minimum entitlement requirements involving 121
different employees. The employer was also ordered to pay $65,000 in
penalties for failing to provide written employment agreements; failing to
keep holiday records; and failing to pay holiday pay, public holiday pay and
minimum wages. The sole director and major shareholder of the employer
company was found liable with the company for the wage arrears.

All employers need to know what the employment standards are and
have good systems in place to meet them. It's not enough to simply say ‘It
doesn’t affect us. We're not defrauding our employees.” There are enough
employers out there getting it wrong on holiday pay and minimum wage
entitlements to make another look at your systems worth your while.

‘Employees must be paid for all
hours they work, and employers
are required by law to keep
proper time and wage records
for all staff’

Loua Ward, Regional Manager
Labour Inspectorate

Vulnerable employees

The Labour Inspectorate is upfront about
targeting employers who exploit vulnerable
employees — for instance, those new to New
Zealand, without long term visas or people to
advise them.

In August, the Employment Relations Authority
(ERA) ordered a Wellington grocery store to
pay $53,000 in penalties and arrears for
employment law breaches. The employer had
failed to pay the employee minimum wage,
holiday pay or additional pay for working on
public holidays; had not paid the employee for
all hours worked; and had charged the
employee more than $10,000 in premiums by
way of a payment of $5,000 upfront, $3,240 in
regular small cash payments, and $2,167
funding company expenses on the employee’s
personal credit card.

The penalty for breaches of the legislation was
$25,000, in addition to $28,781.23 to be paid
to the employee for minimum wage arrears,
reimbursement of premiums and holiday pay
arrears. ‘This ruling sends a clear message to
employers that failure to comply with minimum
employment labour standards will not be
tolerated,” said Loua Ward, Labour
Inspectorate Regional Manager.




Tax Talk

Provide GST registration details to remote vendors

From 1 October 2016 non-resident businesses must charge and return GST
where they meet the criteria to register for GST and they supply remote
services (including online services) to New Zealand residents. As a New
Zealand resident business, you won't be charged GST on these supplies, if:

e you are GST-registered
the supplies are part of your taxable activity, and

e you let the non-resident supplier know you're GST registered and
provide your

New Zealand GST registration number or business number Non-resident
suppliers don't have to give you a tax invoice and you can't claim back any
incorrectly charged GST in your GST return, except where the supplier treats
your business as an individual customer and charges you GST by mistake. If
that happens, you contact the supplier who either refunds the amount to you or

Do you pay yourself from your

business? issues a tax invoice for you to claim the refund on your GST return. You can
) only obtain a tax invoice when the supply is less than $1,000. So it’s just easier
Do you take regular cash drawings from your to let the supplier know upfront.

business profits to meet personal living costs? You

need to be aware of how your personal drawings sit You might like to advise your regular suppliers ahead of time and word up your

with your tax position. purchasing team to highlight it in their calendars to start reminding suppliers at
time of purchase.

Sole traders Partnerships

Sole traders complete an IR3 tax return at the end of the  Partnerships are largely in the same position as sole traders: you can take
year. Include all business income and expenses in your regular drawings from the business profits.

tax return.
These are not deductible so don’t include them as a deductible expense in

This includes drawings. They are not a deductible the end-of-year partnership return. The split of profits to the partners at the
business expense. It's much easier to track this if the end of the year does not take into account any drawings taken from the
cash drawings are taken like a regular salary or wage: profits.

kly, fortnightl thly. . . . . .
\eeidy, Tortmgntly or monthly There is the option for a partner to be paid a salary or wage if there is a

Record your drawings for personal use in a cash book or  written contract of service and this might suit you and the business better.
with accounting software. Make sure you do your PAYE would be deducted from your salary or wage like a regular employee.
forward planning so there is enough money in the

business to cover the bills after you take your drawings. You could then claim this salary or wage as a deductible expense in the

partnership’s end-of-year return.

Companies
If your business entity is a company, you have more options. Shareholder-employees can:

o draw money from the company periodically throughout the year. These drawings are recorded in the shareholder current
account as a loan. At the end of the tax year, the company calculates a salary amount from the company profits and credits
the current account with this amount. You must pay income tax on this, declared on your IR3 Individual income tax return.

e  be paid a regular salary, whether monthly, fortnightly or weekly. PAYE is deducted as for a regular employee provided you
have an individual employment contract with the company. The company can claim this salary as a deductible expense in its
end-of-year return

e receive dividends from the company profits, after the tax on those profits has been paid

The company can pay directors and management fees from its profits. These may be included as deductible expenses in the
company’s end-of-year tax return. Whatever the business entity, as with other business records, you must keep records of all drawings,
salary or wages for at least seven years.

Tax changes for LTCs: watch this space

Proposals to change the rules governing look-through companies (LTCs) and closely held companies are currently going through
parliamentary hearings and consultations. If passed, the Taxation (Annual Rates for 2016—17, Closely Held Companies, and Remedial
Matters) Bill is expected to take start taking effect from the 2017 tax year.

The proposed changes are part of the moves to simplify tax, however there are some proposals which have a significant favourable
effect. One such proposal is the removal of the loss limitation deduction in most cases (that is, where LTC losses are effectively limited
to the amount the owner has at risk economically).

Another proposal affects situations where companies are liquidated and distributions of capital gains are made to shareholders.
Currently, distributions of tainted capital gains (arising through a transaction with an associated party) involved in the transaction giving
rise to the capital gain, are taxable. The new proposal is to exclude genuine capital gains from this by only taxing those distributed
capital gains where the purchaser is a company and the shareholders of the company disposing of the asset retain an interest in the
asset of at least 85% after the disposal.



ACC for the Self-Employed

On 26 and 27 September, we are holding free ACC Seminars. Leigh Austin from ACC will be presenting and
available for questions. This is not the first time Leigh has come to talk about ACC and what she has to say is
interesting, informative and easy to understand.

The concept for self-employed people is that ACC is designed to provide injury cover from the time self-employment
starts. The actual compensation period starts one week after the injury occurs. The “default” cover for self-employed
people is “ACC CoverPlus”, a loss of earnings compensation based on 80% of your taxable income declared when
you file a tax return. But if you're full-time and newly self-employed you won’t have filed a tax return. ACC advises i
that you may be entitled to compensation of $456/wk before tax. That’s a gross figure, ACC will deduct PAYE before Alison Lemon
payment is made to you. If you're part-time (less than 30 hrs/wk) and newly self-employed, you are not eligible for Director
ACC compensation. If you have “mixed income” (part of the year employed and part of the year self-employed), ACC has the discretion to take
all earnings from the 52 weeks prior to injury to calculate your loss of earnings compensation.

The problem is that if you have an injury, you can’t work, it’s difficult to prove your income because you haven’t prepared financial statements or
filed a tax return and you still have to prove to ACC that your business is not going to continue to generate income whilst you languish sick in
bed. A doctor’s certificate to the extent and term of your injury is also required and for a lot of injuries it's not that black and white. It's highly
unlikely you’re going to get an ACC payment one week after your accident. So if you're caught in a “cash strapped” dilemma, you’re going to
apply to WINZ for a benefit. This isn’'t a quick process either and it could take weeks to get through the application, interview, doctor’s certificate,
processing and interview with case managers, to get a decision and finally some money. In the meantime, hopefully you have money tucked
under your mattress or your family and friends take pity upon you and support you.

Fortunately, there’s an alternative, ACC CoverPlus Extra. However, you have to know about it so that you can apply for it. It is not a “default”
position. With ACC CoverPlus Extra you can make an application based on how much lost earnings compensation you will require if you are
injured. That means you don’t have to prove a loss of earnings that may entitle you to a loss of earnings compensation under the default ACC
CoverPlus. What you have agreed with ACC CoverPlus Extra upfront will be paid to you at 100% of the cover, not the 80% with ACC CoverPlus.
And you will be paid the agreed compensation one week after your injury. However, like the two certainties in life, ACC will deduct PAYE from
your payment before you get it.

Whenever | see someone newly self-employed, this is one of the topics | always talk about. The starting point for an ACC CoverPlus Extra
application, is deciding if you were unable to work how much you would need to cover living expenses such as food, rent/mortgage, utilities etc.
If you already have another risk based insurance cover such as a loss of earnings, then this should also be factored into the calculation.
However, you won'’t be able to double dip with ACC and your other risk insurer. Our seminar is open to anyone interested in how ACC works,
why ACC exists and it will give you a good insight into what will work best for you as a self-employed person.

PKF Kerikeri Office PKF Paihia Office
Congratulations Congratulations Welcome to Merran Kenworthy
Jancy and Kyle! Janine and Jono! Merran has recently taken over from Judy in the

reception/administration role in Paihia. A recent arrival in the
Bay of Islands, Merran comes from a Travel Industry

Introducing Piper
- background and is looking to establish a B & B in Kerikeri.

Introducing Rafe

Welcome Back to Ann-Maree Kingi

Ann-Maree has returned to the Bay after 41/2 years in
Auckland gaining invaluable professional experience. She is
looking forward to working with past clients and also
developing a wider audience for the firm.

Welcome Back to

Wendy Ballantyne

Have you seen our
fantastic new cars?

Keep an eye out on the
roads and give
Ann-Maree and Kelly
awave if you see them
go passed.

Wendy has just returned from
maternity leave after a few months
enjoying time with her baby Taika.

.. 2 www.pkfpl.co.nz
PKF Poutsma Lemon Limited o ww facebook com/okfo
Chartered Accountants and Business Advisers o
@PKFKerikeri

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.
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