


When payments  a r e  mad-e t o  a  s e l f - e m p l o y e d  s u b - c o n t r a c t o r ,  a 10% t a x  
s h o u l d  b e  w i t h h e l d  and  p a i d  t o  t h e  I n l a n d  Revenue Depar tment  ( I R D ) ,  
u n l e s s  t h e  s u b - c o n t r a c t o r  p o s s e s s e s  a  C e r t i f i c a t e  o f  Exemption.  The 
s u b - c o n t r a c t o r  must  pay  h i s  own ACC l e v y .  

PAYMENTS TO A F A M I L Y  M E M B E R :  

I f  a  c o n t r a c t o r  p a y s , f o r  example ,  h i s  w i f e  f o r  o f f i c e  and  bookkeep ing  
s e r v i c e s ,  a n  o v e r a l l  t a x  a d v a n t a g e  u s u a l l y  r e s u l t s  : 

Example  : INCOME 
$12,000 C o n t r a c t o r  

compared  w i t h  : 

$9,000 C o n t r a c t o r  
3,000 Wife 

$12,000 

TAX PAYABLE 

$3546 

NOTE: A c o n t r a c t o r  who i s  o p e r a t i n g  a s  a n  i n d i v i d u a l  s h o u l d  o b t a i n  p r i o r  a p p r o v a l  
f r o m  t h e  IRD t o  e m p l o y  a f a m i l y  member f o r  t h i s  t y p e  o f  w o r k .  He s h o u l d  pay  
the ACC l e v y  f o r  s u c h  a n  e m p l o y e e .  

A c o n t r a c t o r  may own t h e  saws o r  pay  h i s  men a n  a l l o w a n c e  when t h e y  
own t h e i r  own saws .  

CONTRACTOR OWNING SAWS: The c o s t s  o f  owning and  o p e r a t i n g  t h e  saws ( f u e l ,  
r e p a i r s  and  m a i n t e n a n c e ,  d e p r e c i a t i o n )  a r e  l e g i t i m a t e  c o s t s  and  may be  
d e d u c t e d  f rom income. I f  more t h a n  one  saw i s  owned, c o s t  r e c o r d s  must  
b e  shown w i t h  d o u b l e - e n t r y  bookkeep ing .  

CHAINSAW ALLOWANCE: A c o n t r a c t o r  may pay an  a l l o w a n c e  t o  an  employee f o r  
owning and  o p e r a t i n g  a  cha insaw.  The maximum a l l o w e d  by  t h e  I R D  a s  
n o n - t a x a b l e  income < A p r i l  1979 ) i s :  

Saw - l e s s  t h a n  5 0  cc $ 7 . 0 0  p e r  d a y  
- 5 1  - 1 0 0  cc $ 9 . 0 0  p e r  d a y  
- m o r e  t h a n  1 0 0  cc $ 1 0 . 0 0  p e r  d a y  

I f  two d i f f e r e n t  s i z e d  saws a r e  owned f o r  d i f f e r e n t  work ,  t h e  maximum 
n o n - t a x a b l e  a l l o w a n c e  i s  7 5 %  o f  t h e  sum o f  t h e  a l l o w a n c e s  f o r  t h e  two 
saws .  I f  a s econd  saw i s  a  s p a r e ,  t h e  maximum n o n - t a x a b l e  a l l o w a n c e  
i s  10% g r e a t e r  t h a n  t h a t  f o r  one  saw. The whole  of  t h e  a l l o w a n c e  ( w i t h  
no maximum) p a i d  t o  a n  employee i s  a  l e g i t i m a t e  c o s t  t o  t h e  c o n t r a c t o r .  

PROTECTIVE C L O T H I N G :  

A c o n t r a c t o r  i s  r e q u i r e d  t o  p r o v i d e  h i s  employees  w i t h  p r o t e c t i v e  
c l o t h i n g  n e c e s s a r y  f o r  t h e  j ob  ( e . g .  h e l m e t ,  b o o t s ,  c o a t )  o r  w i t h  a  
c a s h  a l l o w a n c e  t o  c o v e r  t h e  c o s t ,  o r  w i t h  a  combina t ion  o f  c l o t h i n g  
and  c a s h .  The c o s t s  i n c u r r e d ,  i n c l u d i n g  h i s  own p r o t e c t i v e  c l o t h i n g ,  
a r e  l e g i t i m a t e  c o s t s  f o r  t h e  c o n t r a c t o r .  F o r  t h e  employee , t h e  v a l u e  
o f  t h e  a l l o w a n c e s  o r  c l o t h i n g  i s  n o n - t a x a b l e  income up t o  a  maximum 
a s s e s s e d  by t h e  I R D  who a r e  g u i d e d  by t h e  p r o v i s i o n s  o f  t h e  r e l e v a n t  
un ion  Award o r  Agreement.  

TRANSPORT:  

Where a c o n t r a c t o r  t r a n s p o r t s  men t o  t h e  work p l a c e ,  o r  u s e s  a  v e h i c l e  
t o  c o n d u c t  h i s  b u s i n e s s  ( e . g .  c o n s u l t  A c c o u n t a n t ,  p r o c u r e  s p a r e s ) ,  t h e n  
t h e  owning and o p e r a t i n g  c o s t s  o f  t h e s e  v e h i c l e s  a r e  l e g i t i m a t e  c o s t s .  
I f  a v e h i c l e  i s  a l s o  u sed  f o r  p r i v a t e  r u n n i n g ,  o n l y  t h e  b u s i n e s s  
r u n n i n g  c o s t s  a r e  d e d u c t a b l e .  



A c o n t r a c t o r  may pay an employee an a l lowance  t o  use  h i s  own v e h i c l e  
f o r  t r a n s p o r t .  T h i s  i s  a  l e g i t i m a t e  c o s t  t o  t h e  c o n t r a c t o r .    or t h e  
employee, t h e  a l lowance  i s  non- taxable  up t o  a  maximum p e r  k i l o m e t r e  
r a t e ,  g e n e r a l l y  t h a t  s e t  by t h e  M i n i s t r y  of  T r a n s p o r t .  Employees who 
do n o t  r e c e i v e  an  a l lowance  may n o t  deduct  t h e  c o s t  o f  u s i n g  t h e i r  
own v e h i c l e  from t h e i r  wages t o  r educe  t a x .  

NOTE: An  e m p l o y e e  s h o u l d  check h i s  c a r  i n s u r a n c e  p o l i c y  t o  m a k e  s u r e  t h a t  he i s  
c o v e r e d  f o r  a n y  b u s i n e s s  c a r r i e d  o u t  on the c o n t r a c t o r ' s  b e h a l f  f o r  w h i c h  he is 
p a i d  an a l l o w a n c e  . 

HEAVY LOGGING MACHINERY: 

Owning and o p e r a t i n g  heavy machines form major c o s t  elememts i n  
logg ing .  Accura te  o p e r a t i n g  c o s t s  can be o b t a i n e d  w i t h  a  good c o s t  
r e c o r d s  system. Main owning c o s t s  a r e  d e p r e c i a t i o n ,  and i n t e r e s t  on 
borrowed c a p i t a l .  D e p r e c i a t i o n  i s  n o t  an "out -of-pocket"  c o s t  and 
a l o n g  w i t h  o t h e r  s p e c i a l  a l lowances  t h e  amount a l lowed a s  a  l e g i t i m a t e  
c o s t  i s  r e g u l a t e d  by t h e  I K D .  

FIXST YEAR DEPRECIATION: i s  a  c o s t  a l lowed i n  t h e  f i r s t  y e a r  of ownership 
of  new o r  second-hand logg ing  machines.  The c u r r e n t  ( A p r i l  1 9 7 9  ) 
r a t e  i s  2 5 %  of purchase  p r i c e .  Applying d e p r e c i a t i o n  reduces  t h e  
purchase  p r i c e  t o  t h e  d e p r e c i a t e d  v a l u e  o r  book v a l u e  of t h e  i tem.  

GRDINARY DEPRECIATION: i s  a  c o s t  a l lowed  i n  second and subsequent  y e a r s  
of  ownership.  I t  i s  a p p l i e d  t o  t h e  book v a l u e  of t h e  i t e m  which 
consequen t ly  r educes  each y e a r .  The c u r r e n t  f A p r i l  1979 ) r a t e  i s  
2 0 %  f o r  l o g g i n g  machines.  

REGIONAL INVESTMENT ALLOWANCE ( R I A )  : i s  an i n c e n t i v e  which may be deduc ted  
from income i n  t h e  y e a r  of  purchase  of  new heavy l o g g i n g  equipment 
which i s  r e t a i n e d  f o r  a t  l e a s t  12 months. I t  does n o t  a f f e c t  book 
v a l u e .  C u r r e n t  ( A p r i l  1979 ) r a t e s  va ry  w i t h  l o c a t i o n s  a s  f o l l o w s :  

20% o f  p u r c h a s e  p r i c e : -  N o r t h l a n d ,  E a s t  C o a s t ,  West C o a s t ,  B u l l e r ,  O tago ,  
S o u t h l a n d .  

15% o f  p u r c h a s e  p r i c e : -  King C o u n t r y ,  T a r a n a k i ,  Wanganui, Wai ra rapa ,  
Mar lborough,  Sou th  C a n t e r b u r y .  

5% o f  p u r c h a s e  p r i c e : -  Bay o f  P l e n t y ,  Waikato ,  Hawkes Bay, New Plymouth ,  
Manawatu, N e l s o n ,  C h r i s t c h u r c h ,  Nor th  C a n t e r b u r y .  

N i l : -  Auckland and W e l l i n g t o n  Reg iona l  A r e a s .  

SAMPLE CALCULATION: Book Value Leg i t in i a t ?  C o s t s  - 

P u r c h a s e  p r i c e  & Book Va lue ,  b e g i n n i n g  Y r . 1 :  $50,000 
F i r s t  y e a r  d e p r e c i a t i o n ,  25% o f  $50,000:  $12,500 
R I A  (Bay o f  P l e n t y )  5% o f  $50,000:  $2 ,500 
Book Va lue ,  end  o f  Year 1: $37,500 
Second Year d e p r e c i a t i o n ,  20% o f  $37,500:  $ 7 , 5 0 0  
Book Va lue ,  end  o f  Year  2: $30,000 
- and s o  on ,  t o  book v a l u e ,  e n d  o f  Year 5 :  $15,360 

When t h e  machine i s  s o l d ,  d e p r e c i a t i o n  i s  a d j u s t e d  accord ing  t o  t h e  
a c t u a l  s a l e  p r i c e  of  t h e  i t e m .  Tax i s  payab le  i f  t h e  p r i c e  i s  h i g h e r  
than  t h e  book va lue  a t  t h e  t ime of  s a l e .  

FOR EXAMPLE: Book v a l u e ,  end  o f  y e a r  5 :  $15,360 
S o l d  a t  end  o f  y e a r  5  f o r :  20 ,360 
Tax i s  p a y a b l e  o n :  $ 5 , 0 0 0  



T h i s  t a x  l i a b i l i t y  may b e  d e f e r r e d  i f  t h e  amount i s  used  t o  r e d u c e  
t h e  book v a l u e  of a  r e p l a c e m e n t  machine a t  t h e  t i m e  o f  p u r c h a s e .  

FOR EXAMPLE: Purchase p r i c e  o f  replacement  machine : $75,000 
Excess of r e s a l e  p r i c e  o v e r  book v a l u e  

f o r  o r i g i n a l  machine: 5,000 
Book va lue  of new machine a t  beg inn ing  

o f  Year 1: $70,000 

F i r s t  y e a r  d e p r e c i a t i o n  w i l l  t h e n  a p p l y  t o  t h e  $70,000 book v a l u e  
and  t h e  R I A  t o  t h e  f u l l  c o s t  o f  $75 ,000 .  When a  machine i s  f i n a l l y  
s o l d  and  n o t  r e p l a c e d  a l l  t h e  d e f e r r e d  t a x a t i o n  must  be  p a i d .  T h i s  
l i a b i l i t y  can  b e  l a r g e  i n  t i m e s  o f  i n f l a t i o n .  

REMEMBER THE SMALLER COSTS: 

The c o n t r a c t o r  s h o u l d  make s u r e  t h a t  a l l  t h e  l e g i t i m a t e  r u n n i n g  c o s t s  
o f  h i s  b u s i n e s s  a r e  d e d u c t e d  f rom t h e  b u s i n e s s  income. Examples a r e :  

- O f f i c e  ( o r  p a r t  o f  a  house i f  s e t  a s i d e  a s  an o f f i c e )  d e p r e c i a t i o n  
on of f i c e  , f u r n i t u r e ,  equipment used;  r a t e s ,  h e a t i n g  and l i g h t i n g .  

- Garaging o r  workshop f a c i l i t i e s  used i n  t h e  b u s i n e s s .  

- S u b s c r i p t i o n s  t o  p e r i o d i c a l s  and A s s o c i a t i o n s  r e l e v a n t  t o  t h e  b u s i n e s s ,  such 
a s  LIRA s u b s c r i p t i o n s .  

- Telephone,  pos tage  and s t a t i o n e r y  c o s t s  where used f o r  b u s i n e s s  purposes .  

- Attending c o u r s e s ,  meet ings  o r  confe rences  aimed a t  keeping up- to-date ,  
b u s i n e s s  t r i p s  t o  p rocure  machinery,  customer e ~ t e r t a i n m e n t ,  Chr is tmas 
h o s p i t a l i t y  t o  s t a f f , e t c .  

SALES TAX: 

Machinery used  o n l y  f o r  l o g g i n g  i . e :  f e l l i n g ,  s k i d d i n g ,  h a u l i n g ,  and  
l o a d i n g  equipment  i s  exempt f rom s a l e s  t a x .  However t h e  c o s t  o f  p a r t s  
u sed  i n  t h e  r e p a i r  and ma in t enance  o f  t h e s e  machines  w i l l  i n c l u d e  s a l e s  
t a x  which s h o u l d  b e  shown s e p e r a t e l y  on t h e  i n v o i c e .  Ob ta in  a  r e f u n d  
o f  t h i s  s a l e s  t a x  by a p p l y i n g  t o  y o u r  l o c a l  C o l l e c t o r  o f  Customs ( t h e  
o r i g i n a l  i n v o i c e  i s  r e q u i r e d ) .  H y d r a u l i c  o i l  which i s  used  s o l e l y  f o r  
h y d r a u l i c  p u r p o s e s  ( i . e .  n o t  l u b r i c a t i o n )  a l s o  q u a l i f i e s  f o r  a  r e f u n d .  

TAX IS A PART OF FINANCIAL MANAGEMENT: 

Only a  few a s p e c t s  o f  t a x  have  been  o u t l i n e d  h e r e .  Tax i s  an i m p o r t a n t  
c o s t  t o  y o u r  b u s i n e s s  s o  see your  Accoun tan t  f o r  a d v i c e  on t h e  b e s t  
way t o  c a l c u l a t e  t a x  t o  r e t a i n  maximum b u s i n e s s  p r o f i t s .  Remember, 
f i n a n c i a l  management d o e s  n o t  e n d  when t h e  Tax  R e t u r n  i s  made; you w i l l  
a l s o  need  t o  u s e  c o s t s  f o r  p r i c i n g  and  b u d g e t i n g .  

For Further Information Contact: N.Z. LOGGING INDUSTRY RESEARCH ASSOC. INC. 
P.0.Box 147, 
ROTORUA, NEW ZEALAND. Phone 82-620. 


