uperannuation

Employer Superannuation Contribution Tax (ESCT), formerly SSCWT, is the tax deducted from any contribution to
a Superannuation Fund that an Employer makes for an Employee’s benefit.

A Superannuation Fund is a Scheme that has been registered under the Superannuation Schemes Act 1989.
SmoothPay provides support for ESCT as follows:

Aggregates Employer contributions, and calculates the ESCT on those amounts
Aggregates the Employee’s contributions (if any)
Provides for specified ESCT rates per Employee to override the prevailing rate

Provides for detailed Reports in Standard Reports, as well as Allowance and Deduction history and
Superannuation Contributions reporting

Generates consolidated or individual Direct Credit transactions for the Superannuation contributions for
payment to the Superannuation Fund, per pay period (added to the Direct Credit file).

The IRD Employers Guide (IR 335) discusses the various options available:

@ Treating the Employer’s contribution as taxable income for the Employee (this is NOT subject to ESCT),
and

@ Treating the Employer’s contribution as ESCT — this in turn can be taxed at a standard 33% rate, or ata
varying rate at the discretion of the Employer, based on the Employee’s annual income.

This Factsheet briefly covers how you could establish the “taxable income” method, but deals specifically with the
recommended ESCT method.

Section (RD 67) states that the amount of tax for an Employer's Superannuation cash contribution is:

(a) The amount determined under Schedule 1, Part D, Clause 1 (Basic tax rates: Income Tax, ESCT, RSCT,
RWT, and attributed Fringe Benefits); or

(b) 33% of the Employer's Superannuation Cash Contribution, if the Employer chooses 33% and the
contribution is to a defined benefit fund.

Table 1

1 $0 - $16,800 0.105
2 $16,801 - $57,600 0.175
3 $57.601 - $84,000 0.300
4 $84,000 upwards 0.330

ESCT Rate Threshold Amount l

If the Employee is Employed by the Employer for all of the tax year immediately before the tax year in which the
Superannuation Contribution is paid, the total amount of:

@ Salary and wages derived from the Employer in that previous tax year; and Superannuation contribution
(being the Gross amount of the contribution before ESCT is deducted) that the Employer pays on behalf of
the Employee in that previous year; or

@ If Section (a) RD 67 does not apply, the total amount of Salary and wages that the Employer estimates will
be derived by the Employee in the tax year in which the Superannuation Contribution is paid; and
Superannuation contribution (being the Gross amount of the contribution before ESCT is deducted) that the
Employer estimates they will make on behalf of the Employee in the tax year in which the Superannuation
is paid.
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This method can only be by agreement of the Employee and is NOT RECOMMENDED.

This is because:
@ this inflates the Employee’s Gross Taxable Earnings,
@ the PAYE is deducted as per any other type of Allowance,

@ and, last but not least, because it affects the Employee’s Gross Earnings, it is subject to means testing
should the Employee require the Dole or Family Support payments.
It also causes the Employee’s Child Support Deductions (if any) to be calculated on the inflated Gross pay.

Note: this method is not recommended, however, you can easily implement this method in SmoothPay as
follows:

@ Create a Superannuation Group Scheme

@ Add an Allowance for the Employer’s subsidy to the Employee’s Pay Input, linked to the Superannuation Group
Scheme

@ Add an “Employer Calculation” Deduction using the same calculation rules as the Subsidy Allowance, linked to
the Superannuation Group Scheme

@ Add an optional Employee Contribution Deduction, also linked to the Superannuation Group Scheme

As long as there is a valid Bank Account Number in the Group Scheme record, a Direct Credit entry for the total
Employer and Employee Deductions will be created in the Direct Credit output file when you Finish The Pay.

Effectively, the ESCT is all accomplished outside of the Payroll, however it wouldn’t be the most convenient way,
so SmoothPay provides special options and processes to cater for the job.

The next section explains in detail how to establish an ESCT processing system.

@ Create a Group Scheme for your Superannuation Scheme.

s T
iltem code -
| | Description |Superannuation Scheme 1
Scheme Superannuation Investments Limited
management
company
Phone [ ]
Email L i |
Reference ;[CDS | [#] Superannuation?

KiwiSaver compliant
Deduction scheme options
[ Create individual transactions in direct credit file (not consolidated)
BankAccount# |01-0102-0211888-00 |

MNOTE: Employee membership details are entered during pay input

[ 4
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Superannuation

change it.

Allowance Maintenance

il

_It'em code

»

ADVANCE
BACKPAY
BONUS
CASH-UP
COMM

XM

GST
LAUNDRY
PERFORM
RETIRE
TALL
TRAVEL

m

AS

MOTE: Ratesfamounts are entered when this code is used during pay input.
You may wish to link to a group scheme to pay a reducing balance allowance

Create an Employer Superannuation Subsidy ALLOWANCE, in this example it's calculated as Earnings x Rate.
Use Fine Tuning to tailor which earnings are included in the calculation.

Link it to the Superannuation Group Scheme.

Make sure the Tax Option is set to ESCT. This will automatically set the Employer Calc flag — you cannot

[@

Allowance code ES“UF'ER [ Inactive

Description Employel‘s Sﬁper .Subs'id_\,r

Tax option ESCT El MNon-accruing
Exempt from KiwiSaver

Method of Earnings x rate |

calculation 2 El

Prorated? 7] {apportioned over cost centres for work done)

Shift work indicator? [

Group scheme Superannuation Scheme E|

GST method None_ E| (applies only to regd employees)

Stop GST to GL? [] (setonlyif GST has already been accrued in GL

Employer calc (setifthis is to be treated as an EMPLOYER
calculation only - does not affect employee’s net

pay)

@ The Subsidy amount will automatically adjust based on the Employee’s earnings.

@ The following screen shows suggested settings for Fine Tuning exactly which earnings are eligible for Subsidy:

.Fm-e Tuning

— Calculation includes...

[T Double time
[¥] Annual leave
[¥] Sick leave
[¥] Public Holiday
[¥] Special leave
[¥] Time in lieu
Flacc

~

|

[¥7] Taxable allowances
[ Mon-taxable allowances
[] Extra-emolument allowances

[T Retirement allowances

Set all
Set to default

Clear all

Choose which categories are to be included for calculation purposes
Grayed out entries (if any} are not applicable to the calculation method
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@ Now, add a Deduction to be used for the Employee’s Contribution:

Deduction Maintenance

Item code

eIy

ADVANCE
SOCIAL

UNION

m

Deduction code
Description

Category

Method of
calculation

Group scheme

GST method

Stop GST to GL?

Ledger account

Emplayer
calculation

-

SUPER [C]Inactive
Superannuation

Deduction E|
Amount per pay period =] Fine Tune
[TIUse a scale of rates Edit scale
Superannuation Scheme E|

None [=] (applies onlyto regd employees)

[T] (set only if GST has already been accrued in GL

Wages Control Account

[] {employer calculation only - does not affect
employee's net pay. Useful for subsidies etc)

MOTE: Ratesfamounts are entered when this code is used during pay input

Choose an appropriate Calculation Method — it too could be based on a percentage of contributing earnings, or an

amount per period (as shown) etc.

If you need to, you can override the prevailing rate of ESCT tax calculated on the Employer’s Contribution for any
Employee by using Edit Employee...More Tax settings:

Employee Tax Options

IRD number

Special tax rate

Special student loan rate

KiwiSaver contribution

Employer contribution

ESCT rate

Tax elective

Marmal

123-456-789

Tax code |M

[=] []Aggregate tax .1

You should setthese ifthe employee’s taxcode is
Schedular, or they wish to pay a higher percentage
of tax andfor student loan. Tax rate must include
earner levy (if any).

2.00 |%
2.00 %
0.175 Prevailing ESCT rate is .33%
You should et this if your employee wishes to
E| have Extra Pay (extra-emolument) earnings taxed

at a higher than normal rate.

Note: The rate used here takes effect for ALL prior ESCT Deductions as well. The ESCT rate used at the time the
Contributions was made is not stored in transaction history. So if you are changing rates, make sure it applies for

the entire period.
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>uperannuation

Making it all work is pretty easy too:

@ Add the ESUPER Allowance and the SUPER Deduction to qualifying Employee’s Standard Pay Input, and
they’ll then automatically receive a calculated subsidy. Because it's an Employer Calc, it will not affect their

Gross pay:

Allowances and Piecework entry for Fred Flintstone

Employer's Su 975.00 0.050000 A
Delete entry

K

=

Allowance/piecework Line Editor
) - Sais Raeiunoint e .
[ o700 | 0.050000| | | ¢ NetWizard

Allowance code E__E-S_U'F_'Eﬁ_ |
Comment
Account [wac |

Calculation method: ESCT, Employer, Earnings x rate

I I

| | Vvalue |

[wac | wages Account

- Group scheme membership details:
Superannuation Scher Re _ Balance due
9

[T]Reducing balance | [I_l_]

@ and a suitable Deduction as their own Contribution, which does affect their Net Pay:

Deductions Entry for Fred Flintstone

Rate Value

Degcription Units
|Supernnuation 975.00 0.050000 48.75 -
Delete entry

Tip: Uze the
"Override” button
on the Pay
Employes screen

il il to override Tax, or

Deduction Ling Editar - set Child Support
Unlts_ Ratem_[nount etc if required

Deduction code |SUPER _| |___g7s00 | 0050000

Comment | Value |
Calculation method: Earnings x rate
- Group scheme membership details

Superannuation Sche  Parficulars Code Reference

|Flinstone | 987654 | |cDs

[ 0.00]

[T This is a reducing balance deduction, and the balance owed is §

- Prioritized Deductions (Protected and priority amounts may reduce depending on net pay value)
Priority !__Eiqu_gglgg@j RateiAmount attempted each pay | t_l:_q_S_O_i

[CIProtectednetpay Do not deduct below netpay of § | |
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[ *]

-

The ESCT rate is set per Employee in the Edit Employee...More Tax Settings screen.

The Employer Schedules can (and should) be produced during Standard Reports, and will list each Employee
and their Gross Subsidy, ESCT and Net Subsidy amounts.

The Allowance/Deduction Schedules (also produced in Standard Reports), will list every Employee’s own
contribution.

These Reports can be reproduced at any time, for any period range, from the Reports Menu list (Employee
Reports...Allowance Deduction History), so providing you with a means of collecting/proving the ESCT totals
and contributions for any period range.

The additional Superannuation Contributions Report provides a listing of all Employee contributions, Employer
subsidy, ESCT rate and Deductions and Net contributions to each Superannuation Scheme. The Report can
be produced for all pay days in any selected month and is available from Reports... IRD Schedules.

If you have an Bank Account Number set up in the Superannuation Group Scheme, and you’re using
SmoothPay to generate your Direct Credit file, then the Direct Credit file will INCLUDE Employer calculated
ESCT Allowances (the net amount after deduction of the ESCT), as well as the Employee contributions.

The monthly (or twice-monthly) IR348/IR349 will show the ESCT calculated from the Employer’s contributions.

Feel free to contact our HelpDesk if you have any questions or suggestions for improving this Factsheet.
*END *
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