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LET’S HELP YOU GET PREPARED

You will obviously be well aware of the GST rate increasing to 15% from 1st  October. With this date fast approaching you need to ensure that you are prepared for the increase and have considered all the areas of your business that will be affected, and what you need to do to be ready by 1st October. 


This is the first GST rate increase for over 20 years, so for many businesses it will be the first time that they have had to implement a rate change to existing operations. With so much information released it is often difficult to know what is important and relevant. 
To simplify the process of preparing for the GST increase we detail below information to help you. 

(1) Starting with the basics.
(2) How is the new rate of GST calculated?
(3) Can I increase my prices?
(4) Checklist.
(5) Reviewing your accounting system.
You will need to get this right from 1st October going forward. If you need some help, one of our team can assist you to: 

· review your September GST return; 

· review your systems to see that they are correctly set up going forward for the increase in GST; and 

· print/compile a list of debtors and creditors as at 30th September 2010 (if you are on GST payments basis only). This is very important as you will need these figures for the GST adjustment required in the September GST Return. 

We realise this could be a very busy time and you will have many questions, please don’t hesitate to give us a call on 868 5059. We are here to help. 

ROBERTS & HARPER LTD
(1)
STARTING WITH THE BASICS


1.1
When should I start using the new rate? 



The 15% GST rate hike comes into effect on 1st October 2010. This means that the 15% 
GST rate will generally apply to supplies made by GST registered persons on or after 
1st October 2010. 



1.2
How do I choose the correct rate for supplies that span 1st October 2010? 


To determine the correct GST rate to use, you will need to identify the “time of supply”. In most cases the time of supply will be the earlier of the time an invoice is issued, or a payment is made in respect of a supply of goods or services. If the time of supply occurs before 1 October 2010, the GST rate to use is 12.5%. This applies even if the goods are not delivered, or the services are not provided to the customer until on, or after 1st October 2010. If the time of supply occurs on or after 1st October 2010, the GST rate to use is 15%. 


The normal earlier of “payment or invoice being issued” time of supply rule is modified for certain continuous supplies and for supplies between associated persons. Let’s call these “special supplies”. The Government has recently proposed transitional rules that override the time of supply rules for “special supplies”. 


1.3
Filing Returns 



- GST periods ending 30th September 2010

For those of you on payments basis GST you are required to complete a GST Rate Change Adjustment. To complete this adjustment you must have already printed/compiled a detailed list of debtors and creditors as at 30th September 2010. This can be done on the IRD Form GST105 which is now available on the IRD's website. 





- GST periods starting from 1st October 2010 

You’ll need to use the new 15% GST rate in GST returns starting from 1st October 2010 if: 

· You file your GST returns monthly, or 

· You are a two or six monthly filer that has a return period ending 30th September 2010 




- GST periods that span 1st October 2010 

If a GST return period spans 1st October 2010, a special one-off transitional GST return, with two parts, will be required using: 

A)
the 12.5% GST rate for the period up to and including 30th September 2010 (this will be Part 1); and 

B) 
the 15% GST rate for the period on and after 1st October 2010 (this will be Part 2). 
You will need to: 

· Separate any goods and services you have purchased and sold before and after the rate change 

· Record these supplies on the appropriate part of the GST transitional return 

· Complete and file your GST transitional return and make any payment by the return and payment due date. 


(If this applies to you then IRD will send you a special one-off transitional GST return)  

Refer http://www.ird.govt.nz/changes/gst/businesses/returns/budget-gst-filing-104b.html for a sample image of a special one-off transitional GST return together with an information flyer explaining what you need to do. 



1.4
Importing Goods into New Zealand 
When importing goods into New Zealand, the date of importation will determine the rate of GST payable. If the goods are imported on or before 30th September 2010 the rate of GST that is payable is 12.5%. If the goods are imported on or after 1st October 2010 the rate of GST that is payable is 15%
Refer http://www.business.govt.nz/compliance/business-tax/budget-2010-tax-changes-for-businesses/gst-change/gst-on-imports

(2)
HOW IS THE NEW RATE OF GST 
CALCULATED? 

For the 12.5% rate, the GST component of a GST-inclusive amount can be calculated by dividing by nine. 


For the 15% rate, the GST component will need to be calculated by either multiplying the GST-inclusive amount by the fraction 3/23. Instead of using the 3/23 fraction you can also divide the GST-inclusive amount by 7.6666 recurring to calculate the GST component. 


Multiplying by the fraction 3/23 


The fraction method is calculated using the following formula:

	Rate of tax
	=
	15%
	=
	15%
	=
	3

	100 + rate of tax
	
	100 + 15
	
	115
	
	23


To find out the GST component of a GST-exclusive amount, multiply the GST-exclusive amount by 15%. 

Example: 

Value of goods
$1,500.00

GST at 15%
$225.00


________
Total price
$1,725.00

_________
To calculate the GST component of a GST-inclusive amount, multiply the GST-inclusive figure by three, then divide by 23. 


Example: 

Step 1: $1,725.00 multiplied by three is $5,175.00 

Step 2: $5,175.00 divided by 23 is $225.00 (the amount of GST) 


NOTE 
You can also calculate the GST component by dividing the GST-inclusive price by 7.6666. However you must use at least 4 decimal places to calculate the correct GST component as using fewer decimal places can result in an incorrect answer for example: 

$1,725.00 / 7.66 is $225.20 – this is incorrect 

$1,725.00 / 7.666 is $225.02 – this is incorrect 

$1,725.00 / 7.6666 recurring = $225.00 – this is correct 


Using the fraction method (multiply by three and then dividing by 23) will always provide you with the accurate answer. 

(3)
CAN I INCREASE MY PRICES? 


Businesses will need to consider whether prices can be increased. The GST Act contains transitional provisions that allow prices in existing contracts to be increased by the GST rate hike in certain circumstances. Where a business sells to a GST registered business then any such price increase will be neutral if the GST registered purchaser is able to fully recover the increase as a GST input tax credit. As a result of this, businesses that are not able to fully recover GST on expenses – for example those in the finance industry, will bear the cost of the GST rate hike.

For businesses selling to end consumers on a GST inclusive basis, the impact on profit and pricing points needs to be considered. While some businesses may be capable of absorbing the increase, others will need to increase prices by 2.2 per cent. A product priced at $100 excluding GST currently sells for $112.50. With GST at 15% that same product will sell for $115.00 – a 2.2% price increase. Altering prices will be especially time consuming for many in the retail industry.


Refer www.business.govt.nz for a discussion of matters to consider when increasing prices.

(4)
MAKE SURE YOUR ARE READY FOR THE 1ST 
OCTOBER 2010 GST INCREASE TO 15% WITH 
THIS CHECKLIST.

SYSTEMS & PROCEDURES

I have checked on:

	
	Updating my Accounting Software

	
	Ability to issue debtor invoices and credit notes at old and new GST rates

	
	System can process supplier invoices at old and new GST rate

	
	Updating POS (Point of Sale)


PRICING & INVOICING

	
	Systems in place to re-price for 15% GST

	
	Update, marketing, website and contractual documentation

	
	Updating item, shelf and catalogue prices


CONTRACTUAL ISSUES

	
	Do contracts and pricing agreements have clause to cover GST increase?

	
	Do service agreements span date of GST increase?

	
	Do you need a new invoice for leases etc?

	
	Review insurances

	
	Layby goods – contacted customers to settle by 30 September


PAYMENTS

	
	Do you need to redo your automatic payments?


DE-REGISTRATION & GST BASIS

	
	Is deregistration appropriate (consider cost now v. post 1 October)?

	
	Is your GST accounting basis appropriate i.e. payments, invoice, hybrid?


MARKETING

	
	Consider increased demand to 30 September

	
	Marketing plans for post 1 October


· I NEED HELP

	
	Ring the team at Roberts & Harper Ltd (06 868 5059) for assistance


(5)
REVIEWING YOUR ACCOUNTING SYSTEM
MYOB 
All versions – the easiest way to ensure your system will cater for the rate change is to upgrade to the latest version of MYOB (AccountRight v19). MYOB are advising that they will be releasing a patch for this version only in late September which will “make management of the GST rate change easier”. What this means specifically we are not sure, but expect that you will be able to select the appropriate GST rate after 1st October, while your historical data and reports will remain unchanged. 


MYOB will be contacting users once the software patch is available (late September), detailing how to download and install it, the changes being made and the checks that should be performed. 


Again, we recommend (if you don’t already do this) that all clients who are on a payments basis for GST print/compile a complete list of debtors and creditors as at 30th September 2010 by printing the Receivables with GST Report and Payables with GST Report so that there are hard copies. This is very important as you will need these figures for the GST adjustment required in the September GST return. 


If you require assistance with compiling/printing your Receivables with GST Report and Payables with GST Report as at 30th September 2010, or require assistance with the upgrade please contact us to arrange to assistance.


Please visit the MYOB website for further information. 

-
Getting Ready Guide   http://myob.co.nz/business/gst-change-2010/tools-downloads/getting-ready-guide-1257828765416

-
Get the Right Software  http://www.myob.co.nz/business/gst-change-2010/get-your-software-sorted-1258091534365  
Essential websites to visit for GST change information to assist you:
· IRD
http://www.ird.govt.nz/changes/income-tax/businesses/budget-2010-income-bus-index.html
· GST Advisory Panel
http://www.gstadvisory.govt.nz/updates
· NZ Government Business website 

http://www.business.govt.nz/compliance/business-tax/budget-2010-tax-changes-for-businesses/gst/change
· Roberts & Harper Ltd website
http://www.farmaccounting.co.nz



If you have any questions about the newsletter items please contact us, we’re here to help.
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