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Kaylene is a final year Commerce degree student at Otago University. She comes from a dairy farming background and is currently working with a chartered accountant. She outlines tips for new self-employed business people.

Goods and Services Tax

It is a legal requirement to register if your income exceeds $40 000, not just wages or salary but business activities. To register for GST - obtain a GST registration form from the IRD, fill out and send back to the IRD. GST is charged on milk supply and all other income received with the exception of interest received. It is charged on all expenses with the exceptions being bank fees, interest and wages. The benefits of registering for GST is that you can claim GST on expenses, so you get a refund, but you have to pay GST on your income - a payment to the IRD.  

Farmers can claim deductions for the telephone and power. 100% of your rentals and 25% of your calls and for power - 100% of farm buildings and 25% of your house power. You can claim 100% deductions for newspapers and a percentage of your motor vehicles - normally about 25%. There are other methods for larger deductions for motor vehicles such as keeping a log book for three months or paying FBT (stating what your motor vehicle is for and paying a percentage of FBT every quarter) or claiming 100% as a work-loaded vehicle which must show a Work Loaded Vehicle sticker. In this case the vehicle must not be used for private use - hefty fines if you get caught.  

The mechanics of GST

Filing period for GST returns can vary and includes one, two or six monthly. You cannot be six-monthly if your income exceeds $250 000. The preferred time is two-monthly as it is easy to cope with. Choice of which one is largely a personal preference. There are two different bases in which to register for GST. Invoice basis or payment basis. Invoice basis means you claim and pay your GST when you send invoices out or receive invoices. A payments basis is basically just taking all your income and expenditure straight off the bank statement when your GST is due.

What figures to use - There are different methods of doing your GST. 

One option is a manual cashbook - details to be included are the date, transaction detail and the amount that goes through the bank, the GST portion and the exclusive amount you can apportion among your expenditure or your income.

Another option is a computerised cashbook - there are different software packages available. Two I have used are Landmark and Concept Cash Manager. When you are looking at packages, look for simplicity and make sure your bank reconciliation works at the end of every GST period otherwise it is quite a nightmare at the end of the year. Simplicity is probably the key to looking at software packages because not all of us use computers often and the ability to save time is beneficial to everybody. The Landmark and Concept Cash Manager Systems both have 0800 numbers to ring if you are having difficulty. It is important that there is backup support for the package you are using. I personally have Landmark that has cash book facilities, mapping, weather and a diary. Concept Cash Manager if you buy the package alone is just a cashbook. You can buy additional packages to bring in mapping etc. There is a large cost variation between the two packages.

Bank link has become common in accounting firms and it involves registering with bank link and every two months or filing period, your bank statements are electronically downloaded. They go to your accountant who prints them off and sends them out to the client. The client has the choice of coding them themselves or sending the information to the accountants to code them. They are then electronically held in our computer records and accountant codes up the expenses and income as required and prints off GST reports based on that.

A third method of filing GST information is the good old-fashioned shoebox. Probably not highly recommended. This involves putting everything into a shoebox and tallying everything up at the end of the GST period. It is not very organised and wouldn’t be very good if you were audited, as it is difficult to verify your transactions. It is very important to keep your tax invoices for a minimum of seven years if they exceed the value of $50. It is a legal requirement to do so.  

Paying your GST and filing the returns on time is really crucial in order to avoid penalties, interest and a late filer can be prone to audit.

Budgeting

One important thing to keep in mind is if you fail to plan, you plan to fail. When budgeting income and expenses it pays to be conservatively realistic. Don’t understate expenses or overstate income to make things look good because it will hit you at the end of the day. With a budget, it is really important to do month-by-month planning. A good budget will show your monthly requirements for overdraft facilities etc. This is important if you are approaching a bank for the first time. Appear very organised with a budget, a set of goals and even your CV. Drop into any interested bank, show your information and see what they say. Remember the right people are just as important as interest rates. They are a really integral part of your business and if they know what your goals are, then they will help you 100% of the way.

Monitor results, your budgeted versus actual. This will show where there are variances e.g. why have you spent so much in R&M this month when you only budgeted to spend so much. This will make you look at why you are doing things and what actually happened. I think an important issue when you are going into a job like sharemilking, is to know your contract and know what costs you could be liable for. Read your contract thoroughly and understand the hidden costs associated with them. You do not want to be hit a few months into the job with a cost that you had not budgeted for. Approach advisers and ask their opinions on the matter.

Keep your bank informed about budget changes and where you are heading. It is really good for them to know. Allow for tax. Tax is something that just pops up once, once a year for terminal tax or three times a year if you are paying provisional tax. It is something that you can just miss out but it can be a considerable amount of money.

Choosing the right business structure 

By choosing the right business structure you have the ability to lower your tax rate and you can set up for either success or failure. You don’t set up your business to fail, but there is always a chance that something unforeseen may happen. Your options of business structure include sole trader, a partnership, a company, a trust or the combination of a company/trust. Choosing the right business structure can save your from the 39% tax rate. The choice of the right business structure can make the risk smaller. Think beyond the boundaries - think long term.

· A sole trader is just one person - an individual operator. They have the same tax GST, IRD and no income splitting. If your income is less than $38 000 tax is 19.5%, between $38 000 and $60 000 it is 33% and anybody exceeding the $60 000 mark is taxed at the 39% threshold. A sole trader has unlimited liability which means that if your business fails then you are held liable for everything. You can lose everything.

· A partnership is two or more people. It is simple. The partnership gets its own IRD number and income is distributed. You don’t retain any income in a partnership. It has limited income splitting so it just gets split to the partners. Partnerships have unlimited liability and the tax rate on a per partner basis the same as the sole trader. 

· Equity partnerships are common now-a-days. An equity partnership involve different parties, (it doesn’t have to be a family situation) coming together investing finance in the business within a contract.

· A company can be formed by one or more people. It is a separate legal entity with  limited liability. If you were to fail you can only be held accountable for whatever you have in the company. There is an extra cost of administration but you can get other parties involved which can be a help with financing. You can bring in other shareholders to invest some money in the business. The tax rate within the company is a flat rate of 33%. There is an added ability to split income among shareholders, through salary or interest. 

· A trust similarly has limited liability. There is an extra cost to set it up and the tax rate within the trust is 33%. If you were to distribute your income towards beneficiaries, there tax rate could be19.5% depending on their level of income. 

· A company trust structure is what is recommended. It has the best ability to split income. It does have an added cost of about $2000 to set up but if you had an income of $200 000 per annum it can save between $4800 and $21 000 in tax.

A company trust must have shareholders, partner 1 and partner 2, as members. The ideal company trust situation would be for the trust to own the land and, the company to own the stock and the assets of the business so you can distribute your income more. If you were to take out a loan the security is often over the land so it’s not really a limited liability but when you do start earning more money the security may be less.

Say your company trust involved 2 partners, the trust and shareholders, and earned about $100 000. Perhaps you want to pay a salary of $38 000 to both partners 1 and 2. They would be taxed at 19.5%. You could then distribute the remaining $24 000 income to the trust. Alternatively, you could elect to pay a bonus at the end of the year to partner on top of their salary. The trust allows you to distribute to your beneficiaries and split your income in order to keep a lower tax rate. 

Planning for income tax

If you were on wages up to May 2002 and went into self employment after that, then your financial year would be 1 June 2002 to 31 May 2003. If you work it right there’d be no tax, either provisional or terminal on your first year as a self-employed person. File your return on 15 January 2004 in order to prevent any provisional tax payments earlier than that. You would have terminal tax to pay on the 7 April and your provisional tax would be based on 105% of the 2003 income and is not due till the 7 May 2004. It’s what we call a tax holiday, so by filing after the 15 January you’ve given yourself a tax holiday from the 1 June 2002 to 7 April 2004. In future years you will have to allow for provisional tax payments, normally three per year.

Be careful of money interest territory. This is interest IRD charge on incorrectly assessed tax liability It occurs if you retain all your income in the company, if individual gross income exceeds $100,000 or if your estimate of provisional tax is wrong. It is important to monitor your income levels as you go to make sure this does not happen.

Use of money interest is calculated by IRD if, when you come to filing your tax return, your income is greater than 105% of provisional tax figure. If you underpaid at your first provisional tax payment then they will whack on 11% interest. If you’ve underpaid at your second provisional tax payment it’s another 11% and the same with the 3rd payment. If you over pay tax they’ll pay you just 5%. It comes down to monitoring your income levels. If you are going into a lower payout year next year and you think your income is going to be a lot less than what the provisional tax payments are going to be based on, then you might want to estimate your provisional tax.

Summary

· Register for GST.

· Budget.

· Select the right business structure right from the start then you’ve got no hassles later on.

· Finance yourself accordingly.

· Plan for tax.

Workshop summary

Background summary


Kaylene is a student at Otago University in her final year of Commerce Degree. She is from a dairy farming background and currently works at FMS Chartered Accountants. In her spare time Kaylene works on the farm and is a member of the Young Farmers Club.

Presentation summary

Anyone earning over $40 000 needs to register for GST. By registering for GST enables farmers to claim back deductions for phone, power, newspapers and motor vehicle expenses. Filing periods are on a one, two or six monthly basis. Suggested means of filing GST are manual and computerised cashbooks. Invoices must be kept if over $50 for at least seven years.

Budgets are very important so that you are able to break down income and expenses on a month to month basis. Monitor your budgeted as well as actuals. Remember to keep your bank informed! Allow for tax. Be realistic.

Select the right business structure; sole trader, partnership, company, trust or a combination of company/trust.

Sole trader  - simple system which involves no income splitting but with unlimited liability. (If you become insolvent, you lose everything!) Tax rates 19.5% < $38 000, 33% $38 000 

< $60 000, 39% $60 000.

Partnerships  - also a simple system,, income split between each partner, tax rates same as sole trader.

Company -  limited liability (in insolvency, you don’t lose everything), but with the extra cost of administration. Able to get other parties involved, e.g. equity farms. Taxed at 33% and have the ability to split the income.

Trusts - Similar to a company, limited liability, extra costs to set up, tax rate within trust 33% or beneficiary and the ability to split the income. Becoming more popular these days for families. Usually the trust is the land owner.

Company / Trust - Allows the best ability to split income for over $200 000 per annum. Costs $2000 to set up and can save you $4800 to $21 000 in tax.

Discussion summary


There are advantages to be gained from preparing budgets and finding the correct business structure for anyone entering business. It is important to find and accountant and a banker that you can build a good rapport with. These people are an integral part of your business and with their help can help you to succeed in which ever direction you choose to take. Plan for tax and finance yourself accordingly.
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