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Clarification of tax
treatment of payments
to volunteers

The Government recently enacted
legislation that clarifies the tax treatment
of payments made to volunteers. These
new rules apply from the 2009-2010
income year, that is, generally from 1
April 2009.

A volunteer is defined as a person who
freely undertakes an activity in New
Zealand, chosen either by themselves
or by a group of which they are a
member, that benefits others without
benefiting themselves. These new rules
will therefore impact on payments made
by many non profit bodies, sports clubs,
charities and so on.

Generally, there are two types of
payments that a volunteer may receive
— reimbursement for expenditure and
honoraria for services. The tax
treatment of the two types of payments
is now as follows:

Reimbursement of expenditure

If a volunteer incurs expenditure in
carrying out their duties they may be
reimbursed by the organisation for this.
This payment will be exempt income,
and therefore tax free to the volunteer, if
the reimbursement is based on actual
expenditure or is a reasonable estimate
of the expenditure to be incurred.

Honorarium

Some volunteers are paid an honoraria
for services performed. These
payments are taxable to the volunteer.
Furthermore, these payments are a
schedular payment, requiring the
organisation making the payment to
deduct withholding tax.

Combination of reimbursement of
expenditure and honorarium

If a volunteer receives a payment that is
a combination of both reimbursement of
expenditure and honoraria, and both
payments are clearly identified, then the
reimbursement of expenditure will be tax
free whilst the honoraria will be taxable
to the volunteer.
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If the distinction between
reimbursement of expenditure and
honoraria cannot be clearly
identified then the whole amount will

ﬁ v be taxable to the volunteer and
nStmaS subject to tax as a schedular

payment.

What is a taxable
activity?

We are aware of the IRD increasing
their focus on whether a taxpayer is
undertaking a taxable activity for GST
purposes. This especially applies to
farming activities undertaken on smaller
blocks of land.

In order to register for GST one of the
requirements is that the person carries
on a taxable activity. A taxable activity
is definedasfiany
carried on continuously or regularly by
any person, whether or not for a
pecuniary profit, and involves or is
intended to involve, in whole or in part,
the supply of goods and services to any
other person for a consideration; and
includes any such activity carried on in
the form of a business, trade,
manufacture, profession, vocation,
association, or

However, specifically excluded from the
term taxable activity is an activity that is
carried on essentially as a private
recreational pursuit or hobby.
Therefore, if a person carries on a
private recreational pursuit or hobby
they cannot register for GST for that
activity.

Whether an activity is a taxable activity
or not depends on the facts of each
case. However, the IRD consider the
following factors when deciding whether
an activity is a taxable activity or not.
No one factor by itself is conclusive.

These factors include:

1 The reasons for conducting the
activity

Duration of the activity

Regularity of activity

Frequency of supplies
Business-like nature of operations
Structure and organisation

Level of financial investment
Time devoted to activity
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The IRD will request copies of business
plans and budgets when determining
whether an activity is a taxable activity.

If you are considering registering for
GST and are unsure whether your
activity is a taxable activity or not then
please contact our office to discuss.
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Utilisation of 33% imputation credits the dividend to a current account may

cause cash flow issues for the

As most people will be aware the company tax rate has been reduced to 30% from company. A taxable bonus issue may
the 2009 income year onwards. The effect of this is that the maximum imputation be a better option in that

ratio for dividends paid would now normally be based on the new 30% rate instead circumstance.

of 33%. We are reviewing all our company

clients to assess whether it is

However, transitional measures were introduced for the imputation years starting 1 >t ot
beneficial to pay a dividend before 31

April 2008 and ending 31 March 2010. These measures are intended to allow

companies to continue attaching imputation credits at the rate of 33% up until 31 March 2010.

March 2010. Companies who pay dividends between the beginning of their 2008- If you would like us to look at whether
09 income year and 31 March 2010 can choose to apply imputation credits to it is beneficial for your company to
dividends at the rate of 33%, but only to the extent their imputation credit balances utilise its 33% imputation credits
have arisen from tax paid at the 33% tax rate. If these imputation credits are not please contact our office.

utilised then they can only be attached to dividends in the future at the rate of 30%.

This could result in the company having an excess of imputation credits compared Relocation payments

to its taxable reserves. The benefit of this extra 3% credit is lost.
) ) The Government recently enacted
Depending on the shareholders’ marginal |dgRidtiontclarffyshe taltreftrfeP any m

dividend out on or before 31 March 2010, to utilise the 33% imputation credits as of relocation payments paid to

there can be a tax benefit. This benefit can be shown by way of the following employees. The legislation has been

example. enacted retrospectively and is

A company has shareholders that are all on the highest marginal tax rate, currently effective from the 2002-2003 income

38%. The company also has 33% imputation credits available to attach to year.

dividends. If a dividend is paid out to utilise these imputation credits on or before 31 Relocation payments made to

March 2010, the imputation credits will be attached at the rate of 33%. The employees are tax free provided all of
shareholder will be taxed on the dividend at the rate of 38%. However, a tax credit the following criteria are met:

of 33% for the imputation credits can be offset against this tax liability. This results 1 The employee’s reloca
in additional tax payable of 5% by the shareholder. required as a result of:

- taking up new employment with a
new employer; or

- taking up new duties for their
employer at a new location; or

If the dividend was instead paid out after 31 March 2010, the imputation credits

would be able to be attached at the rate of only 30%. As the RWT rate on dividends

remains at 33%, the company would be required to deduct 3% RWT from the

dividend and pay this to the IRD. The shareholder will be taxed on the dividend at } LT . s

the rate of 38%. However, a tax credit of 33% for the imputation credits and RWT th)r;ﬂ: (lajw ?og‘ai?oer:r current position

can be offset against this tax liability. This results in additional tax payable of 5% by ) : :
; 1T The employee’s existi

the shareholder. However, the company was also required to pay 3% RWT to the not within reasonable travelling

IRD, This results in more tax payable than if the dividend was paid on or before 31 distance of their new workplace

March 2010. (unless accommodation is provided
To illustrate, say a company has retained earnings of $50,000 at 31 March 2008, as partofthe job) .
with imputation credits available of $28,358 allowing the dividend to be fully imputed 1 The type of expenditure incurred is
at 33% - on the I RD" s |ist of
Tax Saving relocation expenses (the list is
From Pre lengthy and comprehensive)
Paid Pre Paid Post  31.03.10 1 The payment is no more than the
31.03.10  31.03.10 Dividend actual expenditure incurred
- 1 The tax-free treatment only applies
¥axa@%lesg;/|dend ;gggg ;;ﬁg to expenditure incurred during the
ax ) ; i
. . ’ ’ period from the start of the income
tess :;nVS'LI{tatlon credits 24,626 2;?‘212 year in which the employee
€ss N , relocates or undertakes work at the
Additional tax payable $3,732 . 3,572 ) new location up to the end of the
Aft?[;(?)é:(;vidse?gz’;o shareholder $46,268 44,285 1,983 next income year
2 (50:000 - 2:143 -3,572) The reason the new legislation has
been backdated to the 2002-2003
Therefore, there is a tax benefit of $1,983, in this example, by utilising the 33% year is because the IRD were
imputation credits on or before 31 March 2010. previously of the opinion relocation
There are a number ways a company can pap ymgnts‘wgrert%x?bbe.e'l;p%reforet|f0 ut il
ployees have been taxed on the

imputation credits. These include:

1 Payment of a cash dividend

1 Crediting the dividend to shareholder current accounts
1 Taxable bonus issue.

The benefit of paying a dividend by way of a credit to a shareholders current

account or taxable bonus issue is that it does not require the company to have the

cash available to pay the dividend. I g I d to
current account can also reduce an overdrawn current account balance. However,

if a shareholder can ask for repayment of a credit balance current account, crediting

above relocation payments since 2002
-2003, they may be entitled to a refund
of overpaid PAYE.

Topical Taxes is intended as comment only and should not be relied upon or used as a substitute for professional advice.
No liability is accepted for loss or damage incurred by persons who rely on this commentary.
Professional advice should be sought in relation to any particular situation or circumstance.



