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Imputationand Imputation Credit Accounts (ICAs) —thebasics
Tax pooling transactions and imp utation credits

Deposits

Purchases

Financing

Refunds

Swaps

Breaches in shareholder continuity and tax pooling transactions

4. Where to record imputation credit transactions (IR4J)
5. ICA debitbalances and tax pooling
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1. The basics

Imputation — what is it?
Imputation Credit Account (ICA) —maintained by New Zealand companies
Maintained on an annual basis (1 April to 31 March)
Debitsand credits
Imputation ratio — currently a maximum permitted ratio of 28/72
Shareholder continuity of 66% (only shareholders that incurred the tax are
entitled to benefit)
Measured on voting interests (shareholder decision-making rights)
Corporate shareholders

Imputation debit balance — further tax payable to cover debit balance
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2. Tax pooling transactions

Range of tax pooling transactions available to taxpayers:
Deposits
Purchases
Financing
Refunds
Swaps

Section references are to the Income Tax Act 2007. Purchases and sales of tax in the
examples are at 0% for illustrative purposes only.

Hypothetical scenario (basecase)

Company Ahasa standard balance date of 31 March 20X2. Underthe standard uplift (from
Company A's 20X1 residualincome tax), Company Ahasa 20X2 provisionaltax obligation of $300k
Company Ahas an opening | CAcredit balance of $50k
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Tax poolingtransactions

Hypothetical scenario

The company has sufficient funds asat the first instalment date, so Company Adeposits $100k in
the tax pool as at 28 August 20X1 (P1)

Section 0B5(1) and (3): company will have an imputation credit,and the credit dateis the day

the amount is deposited.

31March20X1  Openingbalance $50k Cr
28 August20X1  Tax pool deposit $100k $150k Cr

P1 credit recorded onthedateof deposit.

ST
TRADERS NS IRED TaX POOUNG.




Tax poolingtransactions
Purchases

Hypothetical scenario

InFebruary 20X2, CompanyArealised they missed their second instalment, so they make a
purchase of $100k from the tax pool with an effective date of 15 January 20X1 (P2)

Section OB6(1) and (3)(a): acredit arises for CompanyA in relation to the purchase of funds, but

timing on the | CAcredit depends on what happens with the purchased funds. If fundsare

transferred to Inland Revenue, credit arises on the effective date of payment of tax(with the ICA

retrospectively updated, if applicable*)

I Y )

28 August20X1  Taxpool deposit $100k $150k Cr

15 January20X2  Tax pool purchase® $100k $250k Cr

P2 credit recorded if andwhen funds transferred to Inland Revenue.
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Tax poolingtransactions
Financing

Hypothetical scenario

InMay 20X2, Company Aknow theyhave had a better year than prior, and ascertain they wil
need to pay $200k at 7 May 20X2 (P3). CompanyAdo not currently havethe fundsas they are

awaiting a few large debtors tosettle their invoices, so Company Afinances thisamount with a
tax pool (to be settled in say six months from P3).

Treated in the same manner asa purchase. If funds are transferred to Inland Revenue, credit

arises on the effective date of paymentof tax (with the ICAretrospectively updated, if
applicable®)

O T s

15 January20X2  Taxpool purchase* $100k $250k Cr

7 May20X2 Tax pool finance* $200k $450k Cr

P2 and P3 credit recorded ifand when funds transferred tolnlandRevenue.
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Tax poolingtransactions
Refunds of deposits

Hypothetical scenario
Let’ssay it's 1 November 20X1, and Compmny Ais short on funds thismonth and needsa refurd
of their P1 deposit.

Section OB 34: company willhave an imputation debit as per subsections (1)(a){) and (2, ard
the debit date is ascertained under subsection (4) (with the [CAretrospectively updated, if
applicable*)

I T TR TN TN T

31 March 20X1  Balance

$50k Cr
31March20X1  Tax poolrefund(28 $50k °
August 20X1)*
28 August 20X1  Taxpool deposit $100k $100k Cr
1 November 20X Tax poolrefund(28 $50k $50k Cr
August 20X1)

Debit for $100krefund firsty of fset against ICA balanceat prior 31 March, and remainder on cateof refund
(1 November 20X1).
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Tax poolingtransactions
Refund/transfer of purchased funds

Hypothetical scenario
0n 1 March 20X2, Company Aneed funds, so they selltheir P2 $100k purchase from the tax
pool (with the intention of repurchasing thisa later date).

Here isthe | CAasat the date of but just before the refund (amount not yet transferred to
Inland Revenue)

I O i O

31 March 20X1  Balance

$50k Cr
28 August 20X Taxpool deposit $100k $150k Cr
[TBC:15 January  [Taxpool purchase [T8C:$100K] $150k Cr
20X2] (retained in taxpool)]
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Tax poolingtransactions
Refund/transfer of purchased funds

Hypothetical scenario

Section OB6(3)(b) and (c): credit dateis the date the funds are refunded/transferred
Section OB 34/35: the refund/transfer debit will work in the same way asa deposit refund
Here isthe | CAafter the refund (ICAretrospectively updated, if applicable*):

[ore —Touur o Joma Joome | |

31 March 20X1  Balance

$50k Cr
31 March 20X1  Tax pool refund(1Mardy $50k -
20x2)*
28 August20X1  Taxpool deposit $100k $100k Cr
1March20X2  Tax poolpurchase $100k $200k Cr
1March20X2  Tax poolrefund $50k $150k Cr

Credit for P2 purchasearises on dateofrefund(1March 20X2), anddebitforrefundofpurchased funds is
offset firstly against ICA balance $50K) at prior 31 March, and remainder of rfund ($50K)is debited on date
of refund (1March 20%2).
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Tax poolingtransactions
Swaps

Hypothetical scenario

on1 20X1, Comp that it hasa shortfallat P3 for the 20X1year, so
would like to swap $50k of their deposit from 20X2 P1 to 20X1 P3.

Although a cashless transaction, the sale will be treated as a refund to Company A, s0a debit
will arise for the ‘refund’ (section OB 34(3)). The purchase willgive rise toa credit in the ICA
(section OB6(3)). (ICAretrospectivey updated, if applicable*)

[ore —— Tomewon— Jowe Joen Jwmce | |

31March 20X1  Balance

$50k Cr
31 March20X1  Tax poolsale (1 $50k -
November 20X1)*
7 May20X1 Tax pool purchase* $50k $50k
28 August 20XL  Taxpool deposit $100k $150k Cr
P3 credit entry recorded ifand when furds tensferred to and debitfor

fundsis offeet against ICA balanceat prior 31March
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3. Breachinshareholdercontinuity

Breach of shareholder continuity and tax pooling
Deposits/Refunds
Purchases
Financing (not covered — same treatment to tax purchases, once settled)

Swaps

Hypothetical scenario (base case)
Company Ahasa standard balance date of 31 March 20X2

Under the standard uplift (from Company A's 20X1 residualincome tax), CompanyAhas a 20X2
provisionaltax obligation of $300k

Company Ahas an opening | CAcredit balance of $50k. Thecompany has sufficient fundsasat P1,
so Company Adeposits $100k in the tax poolasat P1
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Breachin shareholder continuity

Hypothetical scenario
Let’ssay that Company Ahasa change in shareholding on 1 September 20X (i.e.more thana
34% change in shareholding), and they subsequently request a refund of their deposit on 20

September 20X1

Here'sthe original I CA (after the changein shareholding but before the refund request):

31March 20X1  Balance $50k Cr
28 August 20X Taxpool deposit $100k $150k Cr
1 September 201 Changein shareholding $150k -
ey
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Breachinshareholder continuity

Hypothetical scenario

Here is the | CArestated (ICAretrospectively amended, if applicable*):

31 March 20X1  Balance $50k Cr

31 March 20X1  Refund (1Sepember $50k -
20x1)

28 August20X1  Taxpooldeposit $100k $100k Cr

1 September 20X1 Changein shareholding $100k

20 September  Refund of deposit $50k $50k Dr

20x1

20 September  Section OB 26(2Xa) $50k -

20x1 adjustment

Debit for refundof purchased funds is offset firstly against ICA balanceat prior31March, and remainder on
dateof refund. Adjisting credit entry on 20 September 20X1forICA double debit
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Breachinshareholder continuity
Purchases

Hypothetical scenario
InFebruary 20X2, CompanyArealised they missed their P2 payment. Let'ssay then:

Company Apurchases $100k for P2 (with the funds remaining in the tax pool)

Company Apaysa dividend on 31 March 20X2 (using all the creditsin the 1CA)

A breachin shareholder continuity (>34%) occurs on 10 April 20X2

0On 1 May 20X2, Company Arequeststhat $50k of the P2 taxpurchase istransferred to I ad
Revenue, with the other $50k sold to another taxpayer in the pool

Here isthe | CAbefore the above events.

I T N T T

31 March20X1  Balance $50k Cr
28 August 20X Taxpool deposit $100k $150k  Cr
31March 202 Dividend payment $150k
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Breach in shareholder continuity
Purchases (cont..)

Hypothetical scenario
Here isthe | CAafter the above events (with the | CAretrospectively updated, if applicable*
I T o

28 August 20X Taxpool deposit $100k $150k  Cr

15 Jan 20X2 Tax purchase $50k* $200k Cr

31March20X2  Dividend payment $150k $50k* Cr

31March 20X2  Tax purchase refund $50K" -

10 April20X2  Breach in shareholder $50k* $50k Dr
continuity (adjustment)

1 May20X2 Tax purchase $50k -

P2 $50kcredit entry recorded if andwhen funds transferredto Inland Revenue. Further $50k credt entya 1
May 20X2 forrefndofpurchased funds. Debit for refund of purchased fundsis of fset against ICA balanceat
prior 31 March.

T
TRADERS NS IRD WX POOUNG

Tax poolingtransactions
Swaps

Hypothetical scenario

Let’ssay that it isnow 1 March 20X2. Company Ais expecting a reduced RIT fromthe prior year,
but forgot to make a deposit at P2. Company Awould like to swap $50k of their P1 deposit to P2
There was however a breach in shareholder continuity on 1 December 20X1

Here isthe | CAafter the change in shareholding, but before the swap:

[ooaJommee |

31 March20X1  Balance $50k Cr
28 August20XI  Taxpool deposit $100k $100k Cr
1 December 20X1  Breach in shareholder $150k
continuity
T
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Tax poolingtransactions

Hypothetical scenario

Here isthe | CAafter the swap (with the | CAretrospectively updated, if applicable*)

31 March20X1  Balance $50k  Cr

31March 20X1  Tax poolsale* $50k -

28 August 20X Taxpool deposit $100k $100k Cr

1 December 20X1  Breach in shareholder $100k -
continuity

15 January20X2  Tax purchase* $50k $50k

P2 $50kcredit entry recorded if andwhen funds transferredto Infand Revenue. Debit for refund of purchasal
funds is of ft against ICA balanceat prior 31March.
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4.IR4J (ICA return)

Tax pooling credits should be recording in box 7E on standalone IR4ls

Ocher (please specify)

eats [ $

orin box 43E if part of the wider IR4

R

Other (please speci

s

Tax pooling debits should be recording in box 8D standalone IR4Js:

orin box 44D if part of the wider IR4

Other - include change of shareholding adjustm

c(pleasespecity). (04 § ] | 1
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5.1CA debt balances

Section RP19(3)
Preventstaxpayers using purchased tax pooling funds to eliminate an ICAdebit balances by
stipulating an effective credit date for taxpooling funds, being
- the relevant provisionaltax instalment date
+ the date of the deposit into the tax pool
+ noearlier than the original due date in the case of an increased reassessment of tax
« in any other case, the date on which the Comissioner receives application for the transfer
of tax pool funds
TIB, Vol 23, No 8, October 2011 at 45

“tax pooling funds applied to meet an increased obligation for further incame taxthat are
applied to acompany’s|CAcannot be applied anyearlier than the original due dates set out
insection OB 65 of the I TAand section 1408 of the TAA, as applicable”

TIB, Vol 23, No8, October 2011 & 46 (example 16} if a companyhas an CAdebit balance, and
also anincome tax shortfall over their provisional tax dates, tax can be purchased on 31 March
instead of P3, to the extent of the shortfallof provisional tax
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Download your
complimentary
Tax Pooling Toolkit:

taxtraders.co.nz/caanz
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We’re here to help

team@taxtraders.co.nz
0800829872
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