"United Future is the only party that guarantees stable government and commonsense policies that benefit the family. My vision is to make New Zealand once again the best place in the world to live and bring up a family."

Hon. Peter Dunne MP

Leader, United Future NZ
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Income Splitting

Income splitting attempts to recognise the costs of raising a family, and in particular, those situations where one parent is either a full-time carer for their children or works part-time. Just as the government subsidises childcare for those returning to work, it should also acknowledge the contribution of those who have decided to forego a double income to stay at home with their children. For tax purposes, the income of both parents is combined and then divided equally, which can mean that they pay less tax, since it is levied at a lower rate.



EXAMPLE 1


Let’s take the single income family recently featured in the Sunday Star-Times

Mr Gilbert earns $55,000 a year, of which:


up to $38,000 is taxed at 


  19.5% 
$7,410


and the remaining $17,000 


   is taxed at 33%  
$5,610


total tax paid
$13,020
This leaves the family with $41,980 in the hand.

But under income splitting, the salary would be treated as combined income, and then taxed as if Mr Gilbert and Ms McLachlan had earned half each, or $27,500 a year. 

Since this divided income is under $38,000 it would be taxed at 19.5%, or $5,362.50, giving them a total income tax bill of $10,725. 

The family would be left with $44,275, or $2,295 more in the hand each year.

EXAMPLE 2

Now let’s imagine that in three years’ time, Mr Gilbert has been promoted and his salary has increased to $65,000. As her children have gotten older, Ms McLachlan has moved into part-time work at $10,000 a year. 

Currently, tax on Mr Gilbert’s salary would be:


up to $38,000 taxed at 19.5% 
$7,410


$38,001-$60,000 taxed 


   at 33%
$7,260


and the remaining $5,000 


   taxed at 39%
$1,950


total tax paid
$16,620
The tax on Ms McLachlan’s salary is $1,950 at 19.5%, giving a total combined tax of $18,570 and leaving the family with $56,430.

Under income splitting, the two salaries would be combined ($75,000) and then divided equally for tax purposes. So each share of  $37,500 would be taxed at 19.5%, or $7,312.50. 

Doubling that figure gives a total income tax bill of $14,625, leaving the family with $60,375, or an extra $3,945 a year better off.

