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Preface

The 2017 New Zealand Master Tax Guide is an essential guide for tax practitioners and
taxpayers preparing 2016 tax returns, working out 2017 provisional tax payments, and
looking for an overview of changes made during the 2016/17 income year.

Anyone working in this area will know that tax law is always changing and that the rate
of change scems to be increasing. All of the legislative amendments that occurred during
2016 have been incorporated into this edition of the New Zealand Master Tax Guide,
including:

new tules allowing companies to “‘cash out” their tax losses from rescarch and
development expenditure

a new withholding tax on sales of residential property by offshore persons who sell
the property within two years of acquisition

tax deductions for certain ‘‘black hole’” business expesnditure

new rules applying GST to cross-border remote seivices supplied by non-resident
suppliers

clarification of the position of bodics corporate and registration for GST
remedial changes to the foreign superanzusfion rules, and

changes to simplify the tax adminivtration system as part of Inland Revenue’s
Business Transformation.

In addition, proposed legislative changzes covered include:

changes to the look-through zompany rules and the dividend rules as they apply to
closely-held companies ¢ simplify the rules and reduce compliance costs

a number of reforms 10 the NRWT and AIL rules to ensure they apply as intended
to related-party deut

enabling businesses to recover GST incurred on goods and services used to raise
capital

allowing agreed alternative methods for applying the GST apportionment rules for
certain taxpayers

amendments to the debt remission rules

amendments to allow commaonly-owned companies to transfer imputation credits as
part of loss grouping

amendments relating to the timing of aircraft engine overhaul deductions

an exemption from the land-tainting rules for organisations controlled by a local
authority

increasing the safe-harbour threshold for residual income tax to $60,000

introducing an accounting income method for smaller taxpayers to pay their
provisional tax
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B allowing certain contractors to clect their own withholding rate, extending the
schedular payment rules to contractors that work for labour-hire firms, and allowing
other contractors to opt in to the rules

B removing the 1% incremental late payment penalty from GST, provisional tax,
income tax and WfFTC overpayments

B extending the motor vehicle expenditure rules to certain close companies

B introducing a simplified method for the calculation of deductions for dual use
premises and vehicles

® strengthening the disclosure requirements for foreign trusts, and
B implementing the G20/OECD standard for automatic exchange of information.

As with previous editions of the Master Tax Guide, we have rctained these popular
features:

B summaries of the changes affecting the 2016/17 tax year and future years in ““The
year at a glance’” and *‘Looking Ahead”’

B a calendar of important tax dates for the 2016/17 tax year 1acluding provisional tax
dates

B atable of tax rates, and
E a topic index, section finding list and case tabl=.

As always, there will be new cases, rulings and Iégilation after publication of this Guide.
To discuss our range of updating tax commenta y-products and services, please call CCH
customer services on 0800 500 224,

To keep up to date with changes throughout the year, the Updating Master Tax Guide is
the logical choice. That version, availahle online, is updated continuously during the year,
with all changes integrated into the'\relevant chapters. In addition to having a powerful
scarch capability, it provides usefiil links to the rulings, cases and legislation discussed in
the commentary.

CCH wishes to thank the'\dedicated team responsible for this edition of the Master Tux
Guide. Tona Jones was the writer, with valued assistance from the editorial team.

Our tax analysts are here to help if you have any questions arising from the contents of
the 2017 New Zeaiand Master Tax Guide. We value your feedback and thank those who
have contributed 1deas for improvement over the past year.

February 2017
CCH New Zealand Limited
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92-010 Introduction to tax returns [ TAA 55 33, 33AA]

Every taxpayer must furnish a return of income for a tax year except for certain multi-rate
PIEs and those persons who arc not required to file returns under s 33AA of the Tax
Administration Act 1994, A tax year runs from [ April to the following 31 March,

The Commissioner is required to give public notice of the dates when returns should be filed,
though failure to give notice docs not affect a person’s liability to file a return by the due date,
Notice is given by publication in the Gazette, and by newspaper and television advertising,
Due dates are also shown on the return forms and information literature posted to most people.
The Commissioner may cxtend the time within which a return must be furnished. However,
any unfavourable excrcise of that discretion is not open to challenge.

Certain individuals (who will not satisfy the requirements in s 33AA(2)) must furnish a return,
such as provisional taxpayers, non-residents and those who have made a tax loss or have a tax
loss carried forward. Companies and persons carrying on business for any part of an income
year must also furnish returns, regardless of whether they have incurred a profit or a loss.
Equally important is the capacity in which an individual has received income. For example; on
individual might derive income personally, as the agent for a non-resident, in the capaciiy of
trustee or as a member of a partnership. Different tax returns are required in each case. See
q2-015. :

The obligation is discharged only when the return is reccived by an Inlarna Revenue (IR)
office. It is sufficient if the person can prove that a correctly addressed vteni was posted to
the appropriate 1R office. See Martin Holdings Lid v C of IR (1973) 1 NZ 17 61,081 (SC). See
also Case T23 (1997) 18 NZTC 8,148, in which the Taxation Review Authority ruled that a
tax return is furnished when it is received at IR’s post office box.

ASSESSMENT AND COLLECTION OF INCOME TAX
12-015

General content

A return must contain the information and must be accompanied by all the documents
required under any of the Inland Revenue Acts. This includes a notice of self-assessment. In
practice, Inland Revenue tax return forms contain a notice of self-assessment and declaration
at the end of the form. Retuns must be signed. For returns fumished electronically, an
clectronic signature is sufficient il the requirements in s 13B are met (see discussion in
91-645). Persons need not personally fill out and sign their own returns. A return made by or
on behalf of any person is deemed to have been made by the person or on his or her autharity,
unless the contrary is proved. See J2-036.

2-010

Form and content of return [ TAA ss 13B, 33(2), 34, 40, 42

4
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Return types
The main returns are as follows.

Individuals
g Form [R 3 is for sclf-employed individuals and others who pay provisional tax on
investment or business income (including partners). Some private domestic workers (cg
nannies or gardencrs) who pay tax as IR 56 payers may have to file an TR 3 return.

g Form IR 3B (supplementary to form IR 3) is for business or professional taxpayers
frading on their own account with business income, who are required to analyse their
income and deductions.

& Form IR 3F (supplementary to form TR 3) is for taxpayers carrying on a farming
business on their own account.

E Form IR 3NR is for non-residents.

Companies
B Form IR 4 is for companies, incorporated socicties, public authoritics, unit trusts, certain
group investment funds and state enterpriscs liable for tax. (Note that only one return is
required for<oiapanies within a consolidated group.)
B Form IR 4F 15 used if the company keeps an FDP account.
B Form Ii24J is used if the company is required to keep an imputation credit account.
B Fooo iR 48 is for company shareholders’ details.
Tri:ts and estates

® Form IR 6 is for trustees in relation to trust and estate income. (When an estatc has
income from a farming business, form [R 3B or IR 3F can also be used.)

B Form IR 6B is required if income is distributed to beneficiaries.

B Form IR 307 is used if distributions of beneficiary income or taxable distributions are
made to beneficiaries from a foreign or non-complying trust.

Partnerships

B Form IR 7 is for partnerships and form IR 7P is used for partnership income/loss
distribution (sce §2-050). In addition, partnerships must also file one of the following:

O a financial statements summary (form IR 10)
O aset of the partnership’s financial statements
0 acompleted form IR 3F (farming) or IR 3B (business income), if applicable.
Each partner must file a personal tax return (form TR 3) with all income including a share

from the partnership. The partnership is not assessed for tax, but cach partner is liable to pay
tax on his or her share of income.

Look-through companies (LTCs)

Form IR 7 is also for LTCs and IR 7L is used to show the LTC income/loss distribution. In
addition, LTCs must also file onc of the following:

B a financial statements summary (form TR 10)
B 3 set of the LTC’s financial statements

B a completed form IR 3F (farming) or IR 3B (business income), if applicable.
See further at §19-240.

Other

B Form IR 8 is for Maori authorities.
B Form IR 9 is for clubs and socictics.

12-015
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B Form IR 44 is for registercd superannuation funds. $ $ $
B Form IR 44E is for group investment funds. Annual gross income (ss BC 2, BD 1, BD 3)
An individual may be required to file several different returns according to the particular Salary (employment income, s YA 1) (s CE 1(1)(a)) 35,000
capacities in which he or she acts. Interest received (s CC 4) 125
Example: Earnings-related compensation (ACC) (s CF 1(1)(a)) 900
Mr TP is a partner of a four-member law firm. He owns several propertics in his ewn name which he rents @

oul. Lle also acts as a trustee for several trusts established on behalf ol his clients. Mr TP would need to
ensure that he filed the following retumns of income:
® form IR 3, which would include his share of partnership income and the rents received from his insurance recovery
properties Excluding exemp! income (subpart CW):
® form IR 6, of which a separate form would need to be filed for each of the trusts for which Mr TP
acts as trustec
B form IR 6B, if any income is distributed to beneficiaries, and

Exchiding personal income:

reimbursing travel allowance (s CW 18)
payment for court-ordered maintenance (s CW 32)

B form IR 7, which would include the income earned by the law [irm of which Mr TP is a pariner. Less annual total deduction (s BC 3):
As a variation on these facts, il some of the rental properties were owned by a family company and some determining tax liability, see Note | (s DB 3(1)) 120
jointly with his wife in partnership, Mr TP would need to ensure that the following returns were also liled: Fiquals net income (loss) (s BC 4) 35,905

® form IR 4, which would include the rental income earned by the family company
B form IR 4], and
B form IR 7, which would include the rental income camed by Mr TP and his wife in partnership.

Less available tax losses (s BC 5)

Fquals taxable incume (s BC 5) 35,905
. . rauluplied by basic tax rate (sch 1 pt A), 10.5% up to

92-016 . Individual tax return — a worked example ) §74.000, 17.5% from $14,001 up to $48,000

The practical cxample below demonstrates how the tax payable by or refundable fo an

o T ‘ Equals' ncotne tax liability before use of 5
individual taxpayer for the tax year ended 31 March 2017 might be calculated. ire I o o 5,304

lax credits (ss BC 8, LA 2)
Example: P
Jenny is a fulltime employee of a local company. For the tax year ended 31 March 2017 she had a gross J

salary of $35,000 and pay as you carn (PAYL) of $5,250 (excluding Accident Compensation Corporation Non-refundable credits (s LA 4)

(ACC) earner levy). She is married to Bruce, a real eslate agen, who earns approximately $65,000 pa in Refundable credits (s LA 4)
commission and salary. They have two children at primary school. PAYE (ssLA6,1LB 1) 5.250
Jenny has the following additional sources of income during the tax ycar: Resident withholding tax (s LA 6) ’ 5%

B Intercst was credited to her account by the bank. The gross amount of interest was $125. Residert ===
withholding tax was deducted by the bank [rom this amount. The bank held her Inland Revernvie 5,272
number.

® The sum of $3,200 was received as a court-ordered maintenance payment from ner lormer Equals:
husband. - : ] Terminal tax (ss BC 8(3), LA1-LA4) 0

B Jenny 1'ccc1ved‘ payments OT $900 i'rom_ the ACC during a pm"iod sh_e was unable to work. This Remaining credits (s
was because of an accident incurred while she was on a recreational hike. saping erens (3LA. 5

B While at work Jenny took her wedding ring off during cleaning and logte her imsurance policy Amount owing by the person 32

covered this loss and has paid out $300 on her claim. Notes:
B She also received a travel allowance of $150 from the company lo reimburse her for the

& ! ' - (1) Even though Jenny is not required to file a return for the 2017 tax yes saus s ¢
additional cost of getting to work on Sundays when there was no bus service available. This was T 1 - year because the correct

amount of lax has been withheld [rom her income at source, the fee charged by her tax advisor for

not included in her summary of®arnings. determining her tax liability and tax credit entitlement would be deductible under s DB 3.

Jenny incurred the following expenditure during the tax year, and this expenditure was not reimbursed by (2) The charitable donations tax credit is excluded from the determination of a person’s income t
! s - ! ons it is 50N’s me tax
the company shev\\ arked for: 118_.b111ly. To claim this tax credit, a separate claim form (IR 526) must be completed and filed
B tavelling to work, $550 with the income tax return. The resulting refund could be transferred to meet Jenny’s tax

m dry-cleaning of work clothes, $70 obligation. See f11-060.

B the fee for determining her imcome tax lability, $120 (see Note 1). 2-017 Dates for furnishing returns [ TAA s537(1), 40(3} ]

sS , 4003

Jenny has receipts for the [ollowing donations made during the tax year:

The due dates for the filing of an i i ;
sl e ol g nual returns of income are:

B 7th day of the 4th month after the end of the person’s corresponding income year for any

B $25 to the Foundation for the Blind kS ith a I : 4 5

B $12 to the National Party person with a late balance date (ie 1 April to 30 September), and

® §$15 to the Hamilton Cast Soccer Club B 7 July for all other persons.

romicaipimeiiensian Note that these dates do not apply to persons who have their returns prepared and filed by tax
B $100 to the Hamilton East Primary School ($60 for school fees and $40 as a general donation). agents. See 92-018.

12-016 12-017

S e
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When received in time

A tax return is treated as being filed only when it has been received at an Inland Revenue
office.

Example:

This section was considered by the Taxation Review Authority where it was held that a tax return was

delivered to the Commissioner when it was received at his private bag at the Post Office. See Case T23
(1997) 18 NZTC 8.148.

92-018 Extension of time to file returns [TAA s5 348, 37 |

Any person can apply to the Commissioner for an extension of time to furnish an annual
income return. This is likely to occur where the person does not have an extension of time
arrangement through a tax agent (see below). Provided the application (which can be made
verbally or in writing) is made before the due date for filing the return, the Commissioner may
grant the extension if she thinks it “*proper in the circumstances’’. Standard practice statement
SPS 09/03, “‘Extension of time applications from taxpayers without tax agents’”, published in
Tax Informaiion Bulletin §219-113 Vol 21, No 9, December 2009 at 27, gives the following
examples of reasons Inland Revenue (IR) considers appropriate for extending the filing date:

B the person is unable to obtain the necessary information to file the return (eg is waiting
to receive a summary of earnings from IR)

B the person has been overscas and needs extra time to preparc a return (depending on
departure and returning dates)

B ill health, hospitalisation or injury of the person or the person’s family member (eg
partner or dependant), and

B the person is awaiting the finalisation of financial statements for a rclated person with a
different balance date.

[R will also take into account the person’s history of filing retumns.
Tax agents

The Commissioner can also grant extensions to tax agents. A lax agent is a persos.who is
eligible to be a tax agent and who is listed as a tax agent by the Commissioner. To be eligible
to be a tax agent, the person must prepare the returns for 10 or more taxpayers 2tid be a person
who is:

B practitioner in a professional public practice
B carrying on a business or occupation in which returns of income are prepared, or
B the Maori Trustee. ®

To be listed as a tax agent the Commissioner must be satisfied that the person is entitled to be
a tax agent and that the listing will not adversely affect the integrity of the tax system.

Statutory declaration

From June 2014, a new procedure has been introduced to apply to be a tax agent that takes the
form of a statutory declaration. An individual now has to complete form IR 791, “*Statutory
declaration to be a listed tax agent or update a tax agent’s details™. The form must be
witnessed and sent to IR with a list of at least 10 return-filing clients. A copy of the
individual’s proposed authority letter also needs to be attached. For a non-individual, or entity,
a key office holder must complete a ““Statutory declaration of a key office holder in support of
an application to be a listed tax agent” (IR 768). This also needs to be witncssed and sent to
IR with a list of at least 10 return-filing clients and a copy of the proposed authority letter.

q2-018
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Key office holders
Key office holders for the following include:
m body corporate (other than a closely held company)
O Tax manager
o Chief Financial Officer
0 Chief Executive Officer, and
0 Directors
® closely held companies
0 all sharcholders
B partnerships
O all partners
® unincorporated bodics
O each meriber of the entity.
Extension of tirne for lax agents
The Commissicner may cxtend the time for filing for tax agents to not later than one of the
following deys:

£ v here the teturn is for any year ending between 30 September and the following 31
March, the day is the next succeeding 31 March, or

= where the return is for any year ending between 31 March and | October, the day is the
following 31 March.

The Commissioner may cancel an extension of time arrangement if a tax agent has not filed
the required number of tax returns by the dates that the Commissioner has specified. If a tax
agent has not negotiated personal guidelines, then the standard interim dates sct by the
Commissioner apply. For example, in relation to the filing of 2016 income tax returns, IR has
set three interim dates throughout the year by which tax agents have to file a certain
percentage of their clients’ tax returns. The outcome is that the Commissioner can cancel the
extension of time arrangement if the targets are not met.

92-019 Electronic filing of returns [ TAA ss 23, 36, 36C, 36CA, 40

The Commissioner may give approval to any person or GST-registered person and/or the
person’s agent to file information electronically. The return must be filed in the prescribed
format and approval may be subject to any conditions specified by the Commissioner.

Where the return has been filed electronically, a signed, hard-copy of the return does not need
to be retained if the information is kept in an electronic form meeting the requirements of s 25
of the Electronic Transactions Act 2002. The information must be retained for at least seven
years.

An agent may sign any hard-copy form of a return where the return is filed electronically.

Inland Revenue is able to accept most income tax returns (IR 3, IR 4, IR 6, IR 7, IR 8 and IR
9), monthly schedules and correspondence by electronic means, including details required
undfar the provisional tax pooling provisions or in relation to the operation of the person’s
environmental restoration account. The Commissioner may also approve electronic filing of
GST returns. GST and FBT rcturns (see 921-030) can also be filed online. A return or
information furnished by electronic means must be transmitled in an clectronic format

FTESCﬁ;bgg under s 36, 36A, 36AB, 36B, 36BB or 36BC of the Tax Administration Act 1994
see § )

1.2-019
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Employers with a combined PAYE and employer’s superannuation contributions tax bill of
$100,000 or more for the preceding tax year must file their employer monthly schedule
clectronically unless they obtain a special dispensation from the Commissioner. See §3-022.
There is a penalty for non-electronic filing (see §14-045), although new businesses starting up
are given a six-month leeway period (see s 36CA).

92-020 Miscellaneous returns [ TAA ss 62, 70, 79, 80 ]

Individuals who arc required to furnish a return of income must select the return of income
form appropriate to their circumstances. There are a number of different forms prescribed for
different persons; for example, fringe benefit tax returns (IR 420, IR 421, IR 422) and the
GST return (GST 101A) where the individual or entity is an employer and also registered for
GST. Some of the more commonly used forms are available on the Inland Revenuc website:
www.ird.govt.nz.

The Commissioner has the power to requisition the following returns:

B an annual 1CA return (form IR 4J]) from companies for any period specified by the
Commissioner

B returns from companies, local or public autheritics in relation to interest paid on
debentures

B gpecial returns from certain taxpayers (eg agents, non-residents and cxecutors — sce
further under 92-050).

In addition to the specific filing requirements set out above, the Commissioner is empowered
to request any further annual or other retum from any person (taxpayer or not) for the
purposes of the Tax Administration Act 1994 or the Income Tax Act 2007. See §2-050.

92-026 Non-active companies and returns [TAAS43A]

Non-active companies may clect not to file a return. To apply for the exemption, a company
must declare that it is a non-active company and that it will notify the Commissioner: it u
ceases to be so. A non-active company for these purposes is onc that has not deriyed-any
income, has no deductions, has not disposed, or deemed to have disposed. of any assis and
has not been a party to any transaction that gives rise to deemed income in aty person’s
hands, a debit to the company’s imputation or FDP account, or fringe benefit t ur employee.
Companies incorporated for name protection purposes or to be available aa she!l companies
will generally be entitled to the concession.

Where a company ceases to be non-active the Commissioner must be notified, along with
information regarding any tax losses and change in ownership. The Commissioner has the
power to require a non-active company to file a tax return or imputation return despite the
company’s status as a non-active company.

A New Zcaland-resident company with a standard balance date is not required to file an
imputation credit account return for a tax year during which it is a non-active company.
Similar concessicns exist for New Zealand-resident companies with non-standard balance
dates.

92-027 Non-active trusts and returns [ TAA s 438]

With effect from 16 November 2015, non-active trusts may clect not to file a return, To apply
for the exemption, throughout the tax year, the trust must be a non-active complying trust and
a trustee must have declared that the trust is a non-active trust and that it will notify the
Commissioner if it ceases to be so.

12-020
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A trust is non-active if, throughout the tax year, the trustee:
m has not derived or been deemed to derive any income
g has no deductions, and

® has not been a party to, or perpetuated or continued with, any transactions with assets of
the trust that, during the tax year, give tise to income in any person’s hands or fringe
benefits to any employee or former employee.

Certain minimal amounts of income or deductions can be ignored in determining whether a
trust is non-active. This includes:

E reasonable fees paid to professional trustees to administer the trust

m up to $200 of bank charges or other minimal administration costs in the tax ycar
B up fto $200 of interest earned on trust asscts in a bank account in the tax year, or
[

insurance, rates _and other expenditure mncidental to the occupation of a dwelling owned
by the trust and incurred by the beneficiaries of the trust.

Where a trust ceascz to be a non-active trust, the Commissioner must be notified. The
Commissioner refeine the power lo require a non-active trust to furnish a return, despite its
non-active stabus

12-028 (ien-filing taxpayers [ TAA 55 33AA, 33C]

Individuals are neither required to file tax returns nor will they automatically receive an
incoine statement (see 92-029) from the Commissioner, if they have derived assecssable
incorae only from:

employment that is subject to pay as you carn (PAYE) deductions
interest or dividends subject to resident withholding tax (RWT)
interest or dividends that do not have a New Zealand source

a taxable Maori authority distribution (see §24-288)

a schedular payment (see 93-044), or
® any other source not listed above if the total amount derived is $200 or less
and their total income from the following items does not exceed $200:

u Employrr_lcnt income subject to inadequate PAYE or Accident Compensation
Corporation (ACC) earner levy deductions.

B Interest or dividends derived from offshore unit trusts, an extra pay or income from
secondary employment earnings, from which the RWT or tax (as applicable) has been
withheld at a rate other than:

17.5% if the individual’s annual gross income is between $14,001 and
548,000
30% if the individual’s annual gross income is between $48,001 and
$70,000
33% if the individual’s annual gross income is over $70,000
B A taxable Maori authority distribution if the individual’s annual gross income exceeds
548,000 (see 924-311).
L]

Int‘erestn dividends or taxable Maori authority distributions of a person required to pay
child support.

12-028
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B An election day worker’s salary or wages if the worker has used the ““EDW"’ tax code.

B A casual agricultural worker’s salary or wages if the worker has used the “CAE" tax
code.

B Forcign-sourced interest or dividends, excluding dividends derived from offshore unit
trusts from which RWT has been withheld.
In addition, to satisfy the non-filing requirements in s 33AA(1), the person must:

B derive no income from cmployment for which the amount of tax deducted at source is
determined by a special tax code

B be somcone to whom the social assistance measures described in s 33AA(1)(o)-(p) of
the Tax Administration Act 1994 (TAA) do not apply (generally, Working for Families
tax credits)

be a resident

not be a provisional taxpayer

be a cash basis person

derive $200 or less of income that included:

O a schedular payment (unless all or part of the amount received has been determined
by the Commissionet to be a reimbursement of expenditure (sec §3-457), or
0O beneficiary income
8 derive no income for providing personal services to a claimant under the Accident
Compensation Act 2001 or satisfy the requirements of s 33C of the TAA (sce discussion
below)
B have no tax loss balance or tax loss component (other than a tax loss component under
s LE 2 of the Income Tax Act 2007)
® have no loss balance
B not hold an exemption certificate under the RW'T tules at any time in the tax year
® derive no interest payment for which RWT is capped under the rules for an inflation-
indexed instrument .
B have not carried forward a credit of tax that has arisen from the receipt of excuss
imputation credits (sec 2-110)
B not be required to furnish a return under s 44, and
B ot be a person the Commissioner considers should furnish a return.
If the individual cannot satisfy any of these requirements, the non-filing ¢remption will not
apply and the person will be required fo file a return.
Non-resident seasonal workers arc not required to file an income tax return at the end of the
year but may choose to do so.
Personal service rehabilitation payments
A natural person who derives income in an income year from providing personal services to a
person who is a claimant under the Accident Compensation Act is not required to fumish a
return of income for the tax year if:
W g personal service rchabilitation payment is made for the claimant and for the personal
services
B the person’s taxable income for the ycar does not exceed 514,000
B tax is withheld at the rate of 10.5% by the ACC from the personal service rehabilitation
payment, and
W the person meets the requirements of s 33AA(1) for the tax year, ignoring the income
from providing personal services for which personal services rehabilitation payments are
made.

12-028
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ﬂ2-029 Income statements [ TAA ss 80A-80D ]
Most individuals who receive salary and wages, interest or dividends will have their final
income tax liability determined by means of an income statement (commonly referred to as a
personal tax summary) instead of being required to file an annual tax return. Broadly, an
income statement is a statement issued by the Commissioner that contains particulars about a
taxpayer’s income and tax withheld.

A pon-filing taxpayer (see 92-028) may request that the Commissioner issue an income
staternent for a particular tax year. Once an income statement is issued, it is deemed to be a
return of income with the result that the taxpayer may have tax to pay or a refund owing (see
92-032).

The Commissioner must issue an income statement to a non-filing taxpayer who requests an
income statement, or to a non-filing taxpayer who is required to file an employer monthly
schedule because their employer is not required to withhold tax for a PAYE income payment
to the person. The Commissioner may also issue an income statement to a person, or require a
person to request an income statement, at any time if the Commissioner considers that the
person has derived income in a tax year.

The Commissioner may issue morc than one income statement for a tax year to a person.
Taxpayers are wider no obligation to request an income statement except in limited
circumstances. (I'ie Commissioner has published a list of taxpaycrs who may not necessarily
be issued with zn income statement but who must request one (see Tax Information Bulletin
9226-103.vol 22, No 6, July 2010 at 5).

Taxpayver 10 notify IR of statement wrongly sent

Indiv: tuals who have been mistakenly sent an income statement must inform IR of IR’s error
s thie individual’s terminal tax date for the tax year to which the income statement relates.
Thesc dates are set out in sch 3 pt A, column G or H (see §50-015).

€2-030 Particulars to be included in income statement ___ [7AAs80E)
All income statements must contain the following details:

® the individual’s annual gross income for the tax yecar derived from employment, interest
and dividends and details of the income source

® the amounts of tax withheld for PAYE income payments and other income made in
relation to the annual gross income for the tax year

B the amount of earner levy deducted in respect of that person

B a calculation of that person’s income tax liability, including any tax payable or refund
due

| particulars relating to Working for Families tax credits, and

B any further particulars the Commissioner considers necessary,
subject to that information being available and applicable to the person’s circumstances.
§2-031 Taxpayer obligations and assessments on receipt of
income statement [IT07 s RM 5; TAA 5 80F ]

Once an income statement has been issued, there may be further obligations for an individual
taxpayer or Inland Revenue.

Individuals must notify the Commissioner of any error in the income statement with the
necessary corrections unless the amount of annual gross income for the tax year derived from
employment, interest or dividends that is not included in the income statement is under S200.
Notq that for these purposes, any interest income that has not been subject to RWT will fall
outside the $200 threshold.

No?lﬁcatioln must be made by the later of the person’s terminal tax date for the tax year to
which the income statement relates, or two months after the date of issue.

12-031
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Categories of land disposals subject to taxation
Recent proposals ...
Tax statement required on transfer of lan
Residential land withholding tax
Taxation of Disposals of Land
Exclusions ...
Tax Accounting
Related Topics

17-010 Categories of land disposals
subject to taxation . oo
Provision is made within s
g ubpart CB of the Income T:
. : ax A

;f:fca};? 1}0m th;a dtlgposal of land in various circumstances Br(;ta(:illo

Isposals that give rise to income. Each c: v i
of la : ategory is
applicable, operate to prevent the calegory-creating incoﬁ'loéy o

he categories of land disposals that give rise to income are the following:
o

] f()] ]ehi(ie-ntidl Idnd ﬁiSt vaLl. ed alte (,( 0D acq d S S ¢
» } . z
o vea on o Cr 20 5, ACquIT Cd nd di "pO Cd Ce

purpose or intention of sale

a business relating to

dealer’s other land

developer’s other land

builder’s other land

development or division commenced within 10 years

major development or division |

rezoning changes, and &

B landfills.

Exclusions

:Sh?[(; ﬁggigféllgsz%f 1;(}:101118 from the disposa_l of land are subject to the exclusions set out |
- The cffect of an exclusion is that an amount that is other\-visé inc::linfel

under ss CB 6A— eas i
6A-CB 15 ceascs to be income under one of those provisions. This statutory

dppr a(,h caves a & h .
d 24 p sition quC[ othet TOVISIO
0 ; ‘30 w T8Cc the 08 provisi K] ()f the A(.t € exclusions

[IT07 ss CB 6A~CB 238, DB 23
07 for income to inclyde
¥ there are nine categories
bject to exclusions that, if

lay passes i i
nd thgt encompasses dealing, developing or erecting buiidings

main home ¢ i " resi i i

i me cxclusion for residential land disposed of within two years of acquisition
residential exclusion for taxpayer’s own residence L

B adevelopment or division of land for residential use

B rezoning gains if disposal is for residential purposes

917-010

419

D TRANSACTIONS

LAN

business premises
development or division for the business

[
- .
g development or division if disposal is for farming purposes
| |

farming purposes and rezoning gains, and

g development or division of investment land.

[nteraction of land disposal provisions with other provisions

The land disposal provisions apply if their requirements are satisfied. They are not subject to

an implied limitation that would prevent their application to gains that may otherwisc be
f a capital nature. See Lowe v C of IR (1981) 5 NZTC 61,006 (CA). The land

regarded as of € ] ] | )
disposal provisions capture gains of a capital nature, as the category relating to rezoning

changes illustrates.

The interaction of the land
ssable income may be unclear in some cases.

disposal provisions with other provisions of the Act concerning
asse There are no specific provisions that address

the topic.

A first proposition s that the land disposal provisions are not an exhaustive code for the
faxation of the sale at land. There is no provision that prevents gains derived from the sale of
land forming par-of asscssable income as amounts derived from a business, from a profit-

making undertaking or scheme or as income under ordinary concepts.

Examol.
A hesband and wile and their family company purchased several residential houses with the intention of

ong-term investments for the couple’s retirement. Financial difficulties compelled the sale

holding them as 1 :
fits from the sale of

~| 20 properties over a two-and-a-hall year period. The Commissioner assessed the pro
17 of those properties over the 1990-1992 income years. The Commissioner submitted that gains from Lhe
sale of the properties were assessable income on any one of the following bases:

E business profits

B gains from an undertaking or scheme entered into for the purposc of making a profit, or

E income derived from any other source whatsoever.
The Taxation Review Authority held that the profits were not assessable income. The sales were not part of
any business of buying or selling properties, but were to wind down the letting business. The Authority also
held that there was no underlaking or scheme involving the purchase and resale of realty for profit. The
Authority observed that unless profits from land dealings are clearly derived from land as circulating capital,
the profits will almost certainly be capital rather than revenue. See Case S86 (1996) 17 NZTC 7,338,

Significantly, in Case S86, the Authority did not take the approach of holding that the absence
of the application of the land disposal provisions nccessarily prevented the application of the
more general provisions on assessable income. Despite the land disposal provisions not
having application, it continued to be necessary to consider whether other provisions of the
Act rendered the gains made assessablc income.

A second proposition is that it may be appropriate to regard the land disposal provisions as the
only provisions of possible application in some situations. For cxample, the application of the
exclusion for the business premises for a dealer or developer may be regarded as ending any
enquiry as to whether the disposal results in assessable income. The application of some other
provision to vicld asscssable income would undermine the exclusion.

Similarly, the provisions on major subdivisions prescribe market value as the cost basc for

calculation of the assessable income. It would undermine the provisions on market value for it
to become the case that assessable income should be calculated on the basis of historical cost

under the provisions taxing business profits.
For a more detailed commentary on land transactions, see R Thompson and M van den Berg A
Practical Guide to Taxing Property Transactions (5th ed, CCH, Auckland, July 2014).
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Disposal of land at a loss

The land disposal provisions do not address the deduction of a disposal of land at a losg, Ty

land may be regarded as revenue account property because its disposal produces incomg ;
deduction is allowed under s DB 23 (see §7-360) for the cost of revenue account prgpéﬁ

despite the capital limitation. Simultancous recognition of the sale proceeds would effectiye

confer a deduction for the loss. That is also the position under the gencral law. See C of [p,
Inglis (1992) 14 NZTC 9.180 (CA). j

97-015 Recent proposals

The Taxation (Annual Rates for 2016-17, Closely Held Companies, and Remedial Matterg)
Bill, introduced into Parliament on 3 May 2016, proposes to amend the land tainting ruleg g
exempt entities linked by ownership or control to local autherities.

The land tainting rules were introduced to prevent tax avoidance, but are overreaching in the
context of council groups by taxing capital account land in situations when there is no tay
avoidance concern.

The amendment is intended to apply from | September 2015, the date on which Aucklang
Council established a land development entity. The amendment will prevent land held

council-controlled organisations of Auckland Council from being tainted by the langd
development entity.

The exemption is not intended to apply to:

B cntitics associated with a local authority under the tripartite relationship test in s YB 4,
and

B cntities associated to a properly developer when that developer is outside the coungil
group, unless that association occurs under s YB 14.
Consequential amendments are also proposed to ss CV 2 and FM 9 to ensure that these
provisions are overridden by the proposed new s CB 15C, otherwise a land disposal that was
exempt under s CB 15C could still be taxable to the group because of the development
activitics of another group member. This will ensure that the consolidated group rules do not
defeat the intent of the land tainting amendments.

97-018 Tax statement required
on transfer of land [TAA ss 3, 24BA, B1; LT 55 156A-156/]

Following announcements made as part of Budget 2015, with effeet from 1 Octover 2015, all
transferors and transferees of real property must provide a tax statement as vart of the
conveyancing processes under the Land Transfer Act 1952,

A tax statement must contain the following:

B full name, date and signature of the transferor or transferee
. L4
B whether the land has a home on it

B whether the person or 2 member of their immediate family is a New Zealand citizen o
visa-holder

B if the person is a transferee and they or their immediate family has a work or student
visa, whether they intend living on the land, and
®m cither:
O the category of exemption that applics (ie if the transfer is a non-notifiable transfer).
or

O the person’s Inland Revenuc (IR) number and, if the person is a tax resident in
another jurisdiction at the time of the transfer, the name and country code of that
jurisdiction and the equivalent of an IR number (the “‘tax identification number’” or
TIN) from that foreign jurisdiction.

97-015
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a person is acting in another capacity (for example, as frustee of a trust), the tax
w}:e;ieﬂt provided must relate to the capacity in which they arc acting. Nomineces must
stalc

provide details of the principal.

Main home exemption from requirement to provide certain information
The requ
to a New
Administra
transfer. .
For the main home information exemption to apply for a transferc?, the land must be 1nten§cld

d prcdominantly for a dwelling that will be the transferee’s main home. Fgr the main
g usfemption to apply for a transferor, the land must have been used predominantly, for
homte ef the time the transferor owned the land, as a dwelling that was the transferor’s main
E OThc owner must intend to reside, or have resided, in the property as their main home.
l;:)cr;l;dinuly, the exemption will not apply when only a family member \_wﬂ use, or has used,
the propelt"ty as their main home, and not the owner themselves. The test is applicd at the date
of transfer and applies far each transferor or transferee.

irement to provide the person’s IR number as part of a tax statement does not apply
Zealand individual (who is not an ““offshore pa;rson” as _defmed in thfa Tax
tion Act 1994) transferring their main hormne. This is because it is a non-notifiable

Example 1:

George buye his-imst home in Seymour Streel il‘{ 2016. However, his ucighbours complairll ab-out t\le] Tm}se
when he puays his dram kit, so he decides to sc]l_it and buy a new }_101116 w1t_h better soun.dlpi ootlmg. \ ‘1an e

uts kis Seymiour Street house on the market he is pleasantly ﬁurpnsecﬁi to discover (hat his house he_ls risen 1}_1)1
yelue He has an offer accepted on a new house in T‘ar'a_clalc Stl.'(.‘CTL pc.orge_ does_ not need to prowqe his | :
urmher for the sale of the Seymour Street property, which he lived in as his main home, or the purchase of
e Taradale Strect property, which is to be his main home.

Example taken from Tax Information Bulletin §2710-103 Vol 27, No 10, November 2015 at 10.

Exemption excluded

The exemption is not available where any one of the following applies:
B the person is an ‘offshore person™ (see discussion below)
® the property is to be owned via a trust (in the case of a transferee)
m the property was owned via a trust (in the case of a transferor), or
[ ]

the main home exemption has been used twice or more in the two years immediately
preceding the date of transfer.

Example 2:

Sarah is a New Zealand citizen who has been living in the United Kingdom (UK) for the past 10 years. Prior
o returning to New Zealand, she decides to buy a house in Te Awamutu to live in. As she is an “01~1"sho|:e
person’’ at the time she purchases the house, she cannol use the main home information exemption for this
property and she will need to supply her IR number in relation Lo the purchase of that property. Because she
is a tax resident of the UK at the time that she purchases the property, she will also need to supply her UK
National Insurance number (which is the equivalent to a New Yealand TR number), and the UK country
code.

Example taken from Tax Tnformation Bulletin 92710-103 Vol 27, No 10, November 2015at11.

Used as home for “most of the time”

For the transferor, the land must have been used for most of the time that the person owns the
land as their main home. IR has indicated this requires the property to have been used more
than 50% of the time as their main home for the period the person owns the land. The land
does not need to have been used without interruption as their main home.

97-018
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Mixed use properties

Where a property is used as both a main home and for other commercial,
farming purposes, the main home information exemption will be available where most of the

land is used for the home. When less than 50% of the property is used for the main home of
the person then the main home exception will not apply.

investmenr, or

Example 3:

ludy owns a country store that has living quarters attached. She lives in the living quarters and runs g Tetai|
business (rom the front half of the preperty. She estimates that the reiail business uses 45% of
and claims expenses ({or examiple, insurance and rates) on that basis against the retail
property. She does not need to provide her IR number because she has used the
(55%]) as her main home during the time she has owned the property.,

the Property
income. Judy sells the
property pl‘edominamly

Example 4:

Brandon intends to buy a fish and chip shop with an attached dwelling. Brandon will need to determine the
total area of the different parts of the property 1o determine whether he intends to use the property
predominantly for his main home, and so whether he needs to supply his IR number as part of the purchase.
{(Brandon will need 1o make an estimation of the total area in the future in any cvent to determine the
deductions that can be claimed against his retail income.) Brandon estimates that he will use the property

(building and surrcunding land) 60% for the fish and chip shop. He will, therefore, need to provide his [R
number on purchase of the property:.

Examples taken from Tax Information Bulletin 12710-103 Vol 27, No 10, November 2015 at 11,

Multiple homes

Where a person resides in multiple homes, only one of those properties can be their main
home. Their main home would be determined according to which property the person has the
greatest connection with. The factors that determine these connections would include:

B the time the person occupies the dwelling
B where their immediate family, if any, live
B where their social ties are strongest

B the person’s use of the dwelling

the person’s employment, business interests and economic tics to the area where the
dwelling is located, and -

B whether the person’s personal property is in the dwelling.
The factors are similar to those used to determine if a person has a permanent place of abode
under current case law. IR has stated that existing guidance on the “‘permanent place of

abode” test should assist in determining which property the person has the greatest
connection with.

Example 5:

Mr and Mrs Brown and their children live in a house on a small lifestyle block in Oamaru. Mrs Brown
works in Christchurch for three days a week, and works from the Oamary house two days a week while her
husband looks after the children full-time. Mrs Brown plans to buy an apartment in Christchurch city. She
will live in that apartment while she works in Christchurch.

17-018
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jori ¥ s i 1 ant at the Qamaru house, and her
E : Mrs Brown’s time is spent al ) ‘

g i scount the fact that the majority of TOY i 4 " h e U
Takmg‘ullt" aﬁ at the Oamaru house, the main home miormatmn'uxempmm \;fll ﬂn'ttigtplg;nneutiun i
e U’Lsa Chr‘i:lchurch apartment as it is not the home with which she Ims[ the grea A

‘ n $ T : ! & ‘ A
s B';f;;\avc to supply her IR number in relation to the purchase of that property
o / 2 rovide their IR
*Mr and Mrs Brown were to sell their Oamaru property, they would not need to provide

Jowever, if onerty was their main home.
Hu“bers 1 relation to (hat sale because that property was their mair
pant

; ember 2015 at 10.
Example taken from Tax Information Bulletin §2710-103 Vol 27, No 10, November
Txa '

Example 6: stits as his mai and rents
buys an apartment block on a single title. Tle lives in one of the a;;a_rt;u_ﬂ:yasrlrill;r\r:;? ﬂ];?getslpmvme
Tom buys ¢ . . e apartment block to a third party. ' i
eraining six apartments. Tom sells the apa ! o . s not
oy 16111311:.“(1)% z]:(eds:t,a?e of the apartment block because the land (C(c)iﬂtmm:dt (]Tn th; ﬁ;lgle title) was
R i in 1 The majority of the land was used as rental property.
-d predominantly as his main home. : 2l ? 2015 at 1.
fhd p]:lﬁle taken from Tax Information Bulletin 92710-1 03 Vol 27, No 10, November
Cxam] :

Other exemptions from requirement to provide certain information

Add 0] = fe q E} d Tld

1 0 1r 0 vide [ { a I ‘I
t1 d on n()tlflablc t[an&[@[& (\3‘ h(.,le therc 18 no requiremc 1t 9]

1T b ) ma.y be p(u < T T g l ons [J 1d h Y m cerie Tria.

n ers Spidl (l u ldﬂ eagula S QV1AC( (&3 eet certain criteria

i i i § oviding an IR
Cabinet has appioved regulations that will provide an exemption from providing
a 1 ] 3 - 3 o=
number in the following situations: -
er i g sale, a rating sale under the Loca
hire & transfer is thc result of a mortgagee ; : be T
= X t:T'n;qgn (Rating) Act 2002, a court-ordered or statute-ordered sale, the tran
iy i ;
does not need to provide an TR number

’ 3 & from the
& in the casc of death, the executors of the person’s cstatc are exempted
requirement to provide an IR numbet

iti i ; ride ¢ ber when
m tax-exempt public and local authorities will not need to provide an IR num
transferring land.

i e aori and also to
[n addition, Cabinet has approved regulations to c]xemptttmngg; (;1‘; t]\/yl\ffc?e[}?;dtmnslier > 10
: requi t to complete a tax st :
¢ transferees from the requiremen _ ' s fho ¢
;2;“:)1} the Treaty settlement process. These exemptions are for practicality reason

Information disclosure and retention

r hasers, and
The information will be collected by conveyancers from property vcpgort?warilgfggation t(,) 5
rovided to Land Information New Zealand, which will in tprn provide i AR B8
Pic onus is on vendors and purchasers to provide accurate uﬁ’orma‘[llon(.1 t()n\/:(?/v\dde o
need to certify the accuracy of the information but they are required to p
certifying the property transfer.

Offence to supply misleading or false tax information

i i ¢ isleading tax i ation,
A person who knowingly, or with intent to deceive, gives false ot ml&ge?dlfqgstdc}(o?\g?:l‘ggn o,
commits an offence. They are liable to a If}nﬁ not exc_iled;ggognz,t?gg 1 }?évag :nume]y iction and
5 ictions. If they provide 1 1c)
$50,000 for any subsequent convictions. LT tf ormati .
be true, but that is not in fact correct, they will not be committing an offence

Application of new requirements

: ; ied to ¢
Note that although the provisions generally apply from 1 Oetoher 20[;6 {l;eyf ?ﬁ;ouﬁiﬁr \332
transfer of land where the contract was entered into before 1 October 1 ;

not registered on or before 1 April 2016.
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Requirement for offshore
number

Scction 24BA provides that the Commissioner must not allocate an IR number ¢

““offshore person’ who requests one unless the Commissioner first receives a current banj
account number for the offshore person. The bank account can be with a registered banlk org
licensed non-bank deposit taker, but must have gone through the appropriate a“ﬁ-money

person to hold a bank account before obtaining IR

laundering due diligence checks.

The bank account requirement applics only in instances where a person has a
number. This is so that the current practice of the Commissioner all
administrative matter in some cases will continue,

Meaning of “offshore person’
An “offshore person’” is:

B foran individual:

_ pplied for 4 IR
ocating IR numberg a¢ an

U New Zealand citizen who is

outside New Zealand and has not been in New Zeq
within the last threc years

land

U a person who holds a residence cf

and who is outside New Zealand
12 months, or

ass visa granted under the Immigration Act 2009
and has not been in New Zealand within the Jag

U a person who is not a Now Zealand citizen and w

ho does not hold 1 residence clagg
visa

B fora body corporate or an unincorporated body of persons, including a trust or unit frust,

a person who would be an overscas person under s 7(2)(b) to (f) of the Overseas
Investment Act 2005, treating references to an OVerscas person or persons in that section
as including a person or persons described above — in general, body corporates
incorporated outside New Zealand or non-individuals that are 25% or more owned or
controlled by offshore individuals,

Becoming an offshore person

Note that where a non-individu

individuals, so that a New Zealand citizen wh
bank account number after being aw

Wider application than compliance in land dealings

Although s 24BA was cnacted as part of the property tax measures announced by the

government in Budget 2015, the provision is wider than Just tax compliance in land dealings,
It is also intended to promote the enforcemgnt of tax obligations of offshore persons generally,
The changes are intended to give IR

greater assurance about the identity of offshore persons
by ensuring non-residents looking to obtain an IR number are fi
anti-money laundering rules.

irst subjected to New Zealand's
Lxceptions to requirement to provide current banik account
With effect from 14 May 2016, there are two exceptions to the requirement for an offshore
person to provide a current bank account number before being issued an IR number. These
exceptions apply to the following:

B a person who requires an IR number

goods and services under the Goods an
B a person for whom a re
Financing of Terrorism
required under that Act,

17-018

only because they are a non
d Services Tax Act 1985

potting entity under the Anti-Money Laundering and Countering
Act 2009 has conducted the customer due diligence procedures

-resident supplier of
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7.020 Residential land

. o . - uI Ne“r
Withhﬂld".‘g ta); ithholding tax (RLWT) applies to the sale of Iﬁéﬁ”g’i ;?:;} 5 0”?5 g
The rcsiden‘ﬂallat}f‘}?ﬁc person’’ where the land was a.cqul_rcled ordpr dtax stsures tax s paid
Fealand by a0 C;] . two .ycars before being sqld. This withho m}%anism eare eanliar i
owned forb I?«;}ittliig test (see 7-030) by providing a collection mee

fder the bris” - lowi, All
:n offshore person. - set out in new subpart RL. Details of the new rulzeg a]r\j: sc(‘; o;fﬂl;cl;(;v].é/\at
The RLI’WT ?]fi(';;t J?:onc; Tux Information Bulletin §286-104 Vol 28, No 6,
examples ar

k. for RLWT to apply
Requi"e’“e"ts -OliLWT to apply to a particular disposal, there must be:
. - ;:id:-:ntial land located in New Zealand, and »
i i y d purchase amount would be income of the .V(_JﬂdOI? ur;ii(gBthfcklz?Bg ]2—
iy res}de'nmcl)lril.’(:‘: :hFc) application of the other land taxing provisions in s
:r?g Eﬁ;t: ‘lliﬂm. i‘.t;me” exclusion, and
nrdormust be an offshore RLWT person.

be treated as disposing of separate resildcnti'fll 121;1(1
derlying residential land and the consideration fo

[1T07 subpart RL, ss LB 6B, YA 1; TAA ss 54B-54E, 81(4)(ch)

g adisposal of T

® the ve -
oidors Who are co-owners W
N: tt;:hf; \1/:, Iof an appropriate split of the un
0 S |
l ” ifi i ; lies
L t 1v when the vendor holds an RLWT cemfécittc of exemption that app
l a c . 1 i i 1; i -

EL VXT 1\?:1102;)1 OIP‘Lphc relevant residential land. Sec d]sc\u:,qlon. e Dwd el Miates) Bl
- ph¥ Taxation (Business Tax, Exchange of lnf(onm}tmn, (;:llenteto B
> Ngwi’-:;lr ir?to CParliamcnt on & August 2016,lpr(c;poscs ftrtilgrrltli?p e an ubseuert
i ransfer of residential land as rela ty. subsequer
e no{ at?[t)illy ]tgnéh;;;agseti;uoﬂht by the RLWT rules. The amendment is intended to apply
disposal of the o
from 1 July 2016.

Residential land in New Zealand

) . ¢
. . ited in New Zealand. The mecamng o
i to residential land 1located in T ¥ o 050,
RLW"(;F \gglllailtzllx izl?cﬁéysa;eras for the bright-line test and is discussed at §7-0
“‘residenti

Residential land purchase amount . i o ool e o
. : ’ . — S d payzbl =
e : d purchase amount’” 1s de & : s and part paymen
Ehe bi?s(;??gzﬂeﬁ& lgnd focated in New Zea]la_nd, out exa:}_:u?gsbq(i&}zﬁs1§0% 01P theppurchase
Vg L i art-pe ents total 1n aggreg 8 2 iy
3 as sits and part-payments o . e ok nsed to
4 lon]%’ dbtlfm]%igoq’i}}?iq roﬁ)inrr aggregate is to cnsure that part-payments
rice for the land. This g
Igircumvc:nt the application of the RLWT.
: sbeeea [ 000. The
Example 1 i ces to sell her house to Rebecca for §500, ;

i L - W person. Clizabeth agrees to ! ) e 0 00 45 sy oo
gt is <n1 911'1{51212:1:05{; Daypa 10% deposit of $50,000, with the reman;lrlljguf;ﬁ;g,%m’ooo Paid uron
S TSCIUHCSQ 8000 deposit is not a residential land purchase amom} s pEbTE b s Lot ot
Seulicmcnt. _ThC ;Sid,ential lgmlj purchase amount, RLWT is calculated based on p
settlement 1s a res 5

$500,000.
o / be income for the
Thgncxt requirement is that the residential land purchase a[111110L1n1t:h:r0}2Tt;1d it oS
velt:dor und(?r the bright-line test, ignoring the a'pphcatmn of the o
inss CB 6-CB 12 and the **main home’’ exclusion.
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The bright-line test does not generally apply when one of the other land taxin
ss CB 6-CB 12 applies. However, RLWT will apply when a vendor disposes of the residentjy|
land within the two-year bright-line period, regardless of whether another land taxin
provision applies. This ensures difficulties of collection of tax from forcign investorg are
somewhat alleviated. In addition, because it is unlikely that the property being sold in New
Zealand by an offshore RLWT person would be that person’s main home, the main home
exclusion is not available for the purposes of the RLLWT.

g provisions

Note that this reference to ““income’ under the bright-line test means that there will not negq
to be a land title transfer for an RLWT obligation to arise; there will only need to be a

residential land purchase amount. This means that off-the-plan sales, for example, will he
subject to RLWT if the other conditions are also met,

The bright-line test is discussed in detail at 97-050. In cssence, the test generally applies
where the vendor acquired the property on or after | October 2015 and has owned the
property for less than two years before disposing of it. Although the main home exclusion
does not apply for RLWT, there is an exemption or roll-over relief from RLWT for inherited
property and for transfers of relationship property, as provided under the bright-linc test.

Offshore RLWT persons

The vendor must be an ““offshore RLWT person™ for RLWT to apply.

person’ is defined in s YA [ and covers both individuals
companies or trusts,

“Offshore RLWT
and non-individuals, such as

An individual is an “‘offshore RLWT person’ if they are:

W a New Zealand citizen who is outside New Zealand and has not been in New Zealand
within the last three years

B the holder of a New Zealand residence class visa granted
2009 and is outside New Zealand and h
months, or

under the Immigration Act
as not been in New Zealand within the last 12

W nota New Zealand citizen and does not hold a N

ew Zealand residence class viga graneq
under the Immigration Act.

Example 2:

Mary is an investor in residential property. She sells a piece of residentia] land located in Auckiand to Jim,
Mary is in New Zealand at the time of the sale, but she is not 4 New Zealand citizen Yna-aoes not hold a
residence class visa granted under the Immigration Act, Mary is an ““offshore RLWT person®.

Example 3:

Tane is a New Zealand citizen and is relocat® overseas with his job. Cighteen months after moving
overseas, he sells his residential property. Tane has not been back in New Zealand since relocating. Tane is
notan offshore RLWT person at the time of the sale.
The definition of an individual “offshore RLWT person®
“offshore person”” under the Tax Administration Act 199
of non-individuals, the definitions are different,

is the same as that for an individual
4 (sec 97-018). However, in the case

A person is considered to be an “offshore RLWT person™ if any of the fol
are met:

lowing conditions
B the person is incorporated outside New Zealand

B the person is not a natural person and is registered outside New Zealand

B the person is constituted under foreign law

17-020
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LAND TRANSACTIONS

m ip e th % of the
pany or a partner in a limited partnership and more than 25% o
$ 4 company

i e . ' are offshore RLWT
pothopan it 1directors or of the limited partnership’s general partners are offsho

company’s -
i han 25% of the company’s sharcholder decision-
son is a company and more than o Sons, o
. thel ?grbﬁirlgﬁss are hellzi directly or indirectly by offshore RLW: PeL Roettye Tenkefizongh
e imi ip or ner of an effectivy = :
i artner in a limited partnership or an oyener ’ o tnorshin’s
i 2 look nough company (LT, and more than 25% of the parnershiy'
g lln ahgfcs or of the LTC’s effective look-through interests 2
rtnership snare ©
Iiar?dircctly by offshore RLW'T pgrsogs.T N lnformationi
t is proposed in the Taxation o 5 LGN tnership leve
g Do - al?/le?iTs(;nBillql?o Sarify that the definition applies at th%l_m;;‘[gifi Ew coﬁmany
- Rel?led]?'lhe ;lartner level, which is the case for ordinary partnership
rather than t M
(lae] I lonlk-drua gl GORE0 . »if f the following are met:
9 t is considered an ““offshore RLWT person’” if any o
A trus 5

more than 25% of the trustees are offshore RLWT persons

more than 25 /( ot the [)CO )13 thdt ha\fe hc pOWLI o] d[)pomt or remove a trustee ()[ lllC
trust, or to.z m‘)[ld the trust dCCd arc O[fShO[E RLW I perbOIlS
T 3 2

iscretiona neficiaries of the
1l natural-person beneficiaties and all natural person discretionary be
all natural pers
trustave offshore RLWT persons

Lt

. . e RLWT persons
'l ficiaries and discretionary beneficiaries of the trust are oﬂ"shotlle RLWT; erson
m il bene - ; i At is fshore
ficiary, including a discretionary beneficiary, thaF ;; an C;Z:Q e the relovan
7 oere ]F- dy" distﬁbut?on from the trust in one oft'he la;»t our Yt .hl i othe el
has rcc?we]C icsi dential land and, if the beneficiary is aﬂ?a u$r§1 ()([))0 i
disposal o v i clevant year are more than $5,000,
55 i _ ary for the relevant y N
Heiritaltipns o ife tenictany four years before the relevant d1$posd1ht?{
including a discretionary beneficiary, tha

H the pel’S

5 dispos idential land within
B the trust has disposed of resi : _
residential land and the trust has a beneficiary,
i v is intended to ensure that gains do not
5 & st 15 intended to g

il ““offshore RLWT person’” for a frus Sk e
P 01C‘h gg;ioulation of the trust. It is not intended that it wow‘ulg Eg;:lﬁci};rigf LA

e ;hﬁui ordinelrjry family trusts where some of the natural perso

properties he

be New Zealand citizens but now reside overseas.

o i They ar Jlew Zealand citizens and live
Exan']p d Greg are the settlors and trustees of a family tru_sl__ l_hgy a_le]b‘ott};u:c:nd e
Debbm e ?rLég Dan ar;d Natalie arc discretionary bensl%caarlcs 01_ the e yeus st T
e Aeald?’ es i New Zealand, but Natalie has lived in Australia [or the pas
citizens, Dan lives in ¢ L i
been back to New Zealand. , N

i i fami e in New Zealand as w shal el
2 ope: sists of the family home in : 5 501 ikl o
T11‘~_ . PIUP?:I);;:}IE zar Dan and Natalie receive around $1,000 cach in glstnbu S el L
| e ffshore RLWT persons, becausc y i ot
i g stees of the trust are not offs e  eca e Ry
Debbie a“?ﬂ\%’?g ;i:,';f:ﬁfd of the two beneficiaries, only Natalie is an oﬁshqmlet)\{u. ygarq
. o ) ] i B revious 5.
DfESh:::i\id morlf): than $5,000 in distributions from the trust in any ol the pre
not receive |

ell as some shares and money held in a

Example 5:

'SONS are the only natural
s who are ffshore RLWT persons. They are o 5
ilda ¢ cli > natural persons who are als.() o : e . i beaien
Malﬂddbiil?ﬁ?a?%?i??111¥u9t A];\Iew Zealand charity is up];{)[nl:i}i ?,i ]i‘lﬁscr?f:;)nti?qtccs R
st csiof \ X t otfshore RL 'SONS. trus il &
" stees the trust are no R ‘ % 1 B

U}‘:; Th(l:iE%/L’y[n[):?i;zm;:gu{:i all natural person beneficiaries of the trust (Matilda and

offshore RL sons, :
offshore RLWT persons. ‘ b the
A corporate trustee will be able to qualify for the non-offshore exemption if

company and trust criteria above.

§7-020
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Oth
o eC:) zlt:f)rl‘]ghol(}i]ersh(non—controlling shareholders)
y ing shareholders are shareh i

it ir? o shareholders with Tess than a 50% ing i
b alTan;:é)mpan_y. A non-controlling sharcholder’s l;abiT':Ot]]}g pe o o
the matoriatie o e g’gﬁg% isdenl_,eredd t;nto, it could reasonab]i/ be colngltfg”db?qm?urmd thg
SR o s e erived by the sharcholder, that he el

- e he sharcholder, ¢ or she was ¢ :
comtiin s Jl_a%iliwireho!dcr s liability is determined in l:heb i;?arty o

Py V.

{16-890 Reassessment of a company following

liquidation —_—

Any time after a : 3 iqui .

e Kemongionihe] ;?;Y;Piﬂi)gl]h?s bgen liquidated, the Commissicgne?'71511|;D oo o

The Commissioner’s abiHL tl Y f)f the company, as if the company h: dy ot becn g

et ey B ot O re?]/] orllssuc the reassessment is not preclu){Jeddb . been ]IQUidatecL

Finance Ltd v Holland oval of the company from the rogis ‘members. S
and (1997) 18 NZTC 13.461 (PC) i BNaZ]

missioner 1s required to nominate one or more

(2)]
an

f(())llgging the assessment, the Com

; r‘m ered to be liable for the tax payable und
ccome liable for the tax owi oot &

challenge to the assessment.

P e
company that is liguidated and removed from the
1 > re

subject of a valid as iste )
o ASSEsSIME o gister of :

existent persor to respf)snlgctm' }"]Fhere 18 no ability for the former igﬂ;pames cannot he the

0 the assessment by issuc of a notice of pany as a now nop..

proposed adjustm

ent

within the prescrib
scribed stz i
statutory period. That conclusion is nat altered should th
. _ hould the compgy
; Commissioner cannotpreg

: pers
assessment. The persons nomjna[;::l

ng u dCl the assessment. Sub cct to the poqslbll ty Oi a 8Ug ces!
=1 tl < -
Sfl.ll

tSrc,ction 33‘_0(2) of the Companics Act
cated as if it had never been removed. In € of IR v Regi

21,215 proceedings 5
treated as va]idatcﬁ_b brought by the Commissioner agai

116-890
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q17-010 Introduction to the imputation

I'Egime e [ IT07 subparts LE, OB, s5 1A 2(4) (b), LA‘S (4), I.!E 1(1), LE2, LE3]
The imputation system Cotamenced on 1 April 1988 with the objective of eliminating doulIﬂe
jaxation on compary nrofits. Prior to the introduction of the imputation system, companies
would be required tu-pay tax on their profits, and then sharcholders would be required to pay
ofits when they were distributed. Under the imputation system, a company

““imputation credits™) to cash and non-cash

fax on those F
effectively qiteches income tax credits (known as
to sharcholders. The sharcholders then use
ax liability in respect of the company’s

dividends -d taxable bonus issues distributed

those imputation credits to teduce their own t

divderds. The sharcholder includes both the dividends and the imputation credits as
_essable income, with a credit being allowed against the shareholder’s income tax liability
&, an amount equal to the attached imputation credits.

An individual on a marginal tax rate that is less than the company tax rate receives surplus
jmputation credits to offset against his or her income tax liability for the year. Any
‘ndividual’s unused surplus imputation credits may be carried forward as a credit of tax to the
next income year. The amount carried forward is reduced firstly by any amount extinguished
when outstanding tax is written off (see 2-119), and secondly by any tax liability for the next
income year. (For certain other types of taxpayers (eg companies, frustees and Maori
authoritics) surplus credits may be carried forward as a tax loss and offset against net income

of succeeding income years.) See §8 LE 2, LE 3, and f2-110. An individual taxpayer on a
te will receive insufficient imputation

marginal tax rate that is higher than the company tax ta
credits to fully cover his or her tax liability in respect of the dividend and will be liable to pay
additional tax.

Example:
Widgets Ltd has taxable income of $100 for the 20X2/X3 income year, and has resolved

after tax income a fully imputed dividend to its only shareholder, William:

to pay [rom its

$
Taxable income 100.00
Tax (@) 28% 28.00
After tax income 72.00
Dividend 72.00
Imputation credits 28.00
Gross dividend paid to shareholder 100.00
117-010
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William’s final tax liability in respect of the fully imputed divide;

(a) Assume William has an effective tax ratc of 30%,.

$
Dividend income 72.00
putation credits attache
Imput'um.n credits attached 2800
Gross dividend income 100.00
Tax @ 30% 30.00
Less: imputation credit.
€5ST ImMputation crediis QS_O_(}_)
Tax to pay 2.00
(b) Assume William has an effective tax rate of 17.5%.
§
Gross dividend income 100.00
Tax @ 17 5% 17.50
Less: imputation credits (28.00)
Swrplus imputation credits to carry forward 10.50
Tax to pay 0.00
() Assume William has an effective tax rate of 3304
3
Gross dividend income 100.00
Tax @ 33 33.00
Less: imputation credits (28.00)
Tax to pay 5.00
Every resident company is required to maintain an Imputation credit account to track tieqr
Imputation credits On an annual basis. An imputation credit account is a memorandun “ceount
only. Tax payments made by a company are credited

to its account, and as thoge ta
are passed on to shareholders, the account is debited. Sce f17-025.

by the allocation mles from attaching tog many impy
of imputation credits attached to 4 dividend must no
Sec 917-060.

Payments
Companiey. g« restricted
ltation credits to dj vidends, The number

t exceed the maximum IMputation ratig,

For the imputation rules relating (o

qualifying companies see §19-() (). q
117-012  Recent proposals

s 19-115 and §19-129
L 4
relating to the imputation regime

On 15 September 2015, the government released an issues paper,
imputation credits’. The Paper considers ap jg

Loss grouping and
sue with the interactio
grouping rules and the imputation rules,

n between the loss

a loss company engage in [oss grouping,
fit company receiving fewer j i an it would have, had

is wholly-owned by a COrpors
credits in the profit com
tully impute (hat divi

117-012
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ivi i ts in a tax impost for
i ully i lividend. This resul ] ‘
i (év ofits, effectively clawing back the
jmputation ol Spon distribution of the loss-sheltered profits,
: -eholder u £ | N
ot o ili / - cd companies to y
g:;em - lOS? E'm:;psleei whether this inability for I}C')n:\i\rhgliiﬁc\%vi]des s
The issues gap§; ﬁqlsa re:e;ult of loss grouping is apphrop]l édtgy:l:’\n e e t(}
i fivirlencs 98 2 aging in a loss offsct should, b e e
jmpute at companies engaging in 4 : e T e i«
ggests thal compa it transfer. The imputation cres t b b
Slé%fgom - ]mpumtmnci;eccri:tt Ltrl?e loss company debiting lt; 11npu2d’;;)nr‘1:) Snt it o
: an ; 1 s - b
i El‘rrdit%ng its imputation CI‘Cdl’l[ account by (:mg Tk s, T8 R time
rofit company cre and credit to the imputation credit accou e g oo e
g]e o det]i}ilgj dividend by the profit company to facilita
ent o ) )
i ras included in the Taxation (Am_lu
g islati 1 t these proposals was in T e
>  Lecolanon :1[0 glnleeggnCompanies, and Remedial Mattgr;}xrzndimre duced fnio
zxtes e 201(%17.’ (/Z%SI 6yand reported back from the Finance an L § i
fioment on. MS){( The proposed amendments will allowdiorr;p; e B B
;e 2}1 1)1. owned, to transfer imputation 'cre_1 zives L BT 10 e
gwned, _bult r_leo(}itzwvﬁl}ybe transferred to the c&)l}'lpanyeitt};lit; ztehce pnihta it b tbﬁ
soupins (e 110 Ve B S : any in the group that wi
; P e ron 3 any) or another company i1 iy
ey i ik lnaiis ! the pril i ation source company
%encﬁt of the _lﬂfbs o%“rgliﬁif?gegd paid by the profit com%';m)tf g??ﬁgn%;? s o toﬁ
E AN : redits equal to the tax effec oip. L Lo o s W
) i GI_GCL . tTaﬂszfnr;eo‘aneél group that is in a profit ,poslizilonu:clzl e
o Wlthm'tkﬁicnal)c?ﬁ years, the profit company pays an imp
e for the 2017/18
e i into force on 1 October 2016 and apply
- dments are intended to come into
T he amendments

: . PLO]
; ter income years. ) . . o
;lr‘:d;aoejl 5 LegiSIaﬁOU o te Implﬂatm? rigv:::)ix arc located in Pt O of the Income
! andum account pr 8
i ation and related memoran ! : |
?a.li ﬂlggt&;l sengising elibely bwing Spra]:[t“q'(IC As) (which deals with income tax paid
(S, 3 tation Credit Accoun s (IC oy
4 Ellbpﬁ;[w()]zgcalanlygoumpﬁny at may be erediied 1o S}E?;;Zs;](\z'hich deals with foreign
v a . e Payment Accounts foreign dividends).
b F(zre(ll%?)]lg)nrfzﬁflrédto i}{c Commissioner on account of foreign di
dividend payments | N
— ek ant- ‘ : hich deals wit
See bclovg) ;ngrdgl\%ali’]ai]e Subscribed Capital A.CC[‘OLlﬂt.T (bAyS(iﬁ:)h(g]vcfllgs in 2 group
B Subpart o apital lost on redemption of units 1 S 124-070.
s St;bscc‘irg)ccr(iivicr?gp t:tgiegzsrv A income or in a quah'l’yn;g(m;t :“:lit:ivﬂh et
investment fun o0 ; is (MACAS) (which deals _
aori Credit Accounts suthority). See
- Subpaft %K _Mlz\i/(l)‘:"l(?guﬁllggf\?%at may be credited to a member of the au v)
tax paid by a 3 | s
iy ich deals with the various memorandum accounts of consolida
B Subpart OP — which deals | |
grm?pS. See §17-250 andlﬂ]I20~07Q. putation. For discussion on the other memorandum
inci m :
is chapter focuses principally O,n
h m:quec the paragraphs noted above. . L T ——
The o ! il T, Lik msl'lran?es sident companies to pay FDPs on
The Taxation (In %m thereby removing the liabﬂlty for resi rc_n e nsmphe! o et
re_pealed subpart R_ : fter 30 June 2009. For all income years ?i%*tions it kel
[ 1-C(:Civ—‘e(iis.art: generated and consequently cenaml :,Ct{(, e S 008 ot
At 207 5 ing 0 ldits a;d Rt LR e ben s e'th credit balances in their
e re}ciatl'l‘zg . c;?aceqsary to provide for FDP companies with ¢
Were enacted, it was S

117-015
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FDP accounts and other memorandum accounts, A policy of gradually Phasin
accounts was to be adopted. Under the phasc-out plan, FDP companies would have
within which to distribute existing FDP account credit balances, after which an

imputation credits, which arc non-refundap)

n . ,but0n3May2
provisions to repeal all references to FDP credits and FDP accounts were introd

Parliament as part of the Taxation (Annual Rates for 2016-17, Closely Held Comp
Remedial Matters) Bill,

17-020  Summary of principal features of imputation regime

The principal features of the imputation system are as follows:

B New Zealand resident companies must maintain an imputation credit account (ICA), Ses
917-025.

016,
uced jntq

anies, gnq

B The tax year for imputation
company’s balance date,

B Credits to the ICA include New Zealand provisional and terminal tax paid for the 1989
and later years and imputation credits on dividends reccived, Sce 17-040.

B Decbits to the ICA include imputation cr.
See T17-045.

A New Zealand resident company can allocate tax credits to dividends paid to g
shareholders by drawing from the pool of credits in the ICA.

B The first dividend in the tax year ordinarily sets the benchmark leve] for eredit
allocations in that year unless the statutory declaration procedures have been exerciseq
(non-compliance incurs penalties). See 917-070.

B A company making a dividend payment is not obliged to allocate
should the company do 50, 28:72 from the 2011/12 income
is the maximum ratio that may be allocated). See §17-060.

B [ an over-allocation of credits leaves the ICA in debit at 3] March for any year, the

company must pay to Inland Revenue the amount of the shortfall plus 10%. §
17-100.

purposes is always | April to 3 March, ITespective of the

edits attached to dividends paid and tax refunds,

a credit (however,
year of the “net™ dividend

X

® Special anti-streaming rules apply te prevent the dire
shareholders and not others. Sec 17-120.

Any change in shareholding or in shareholders’ int

the cancellation of credits in the ICA. Sec T17-055.

B AIlICA companies must file an annual imputation return, a company dividend statement
and a sharcholder dividend statement. Sec I17-080-917-090.

The imputation regime is linked to the €onsolidation rules,

® There is no provision for the grouping of imputation credits by companies in the same
group {except where the company is a consolidated group: sce Y20-070) — imputation
credits may be transferred only by the payment of a dividend (accordingly, companies
included in the same group may pass on imputation credits only by the actual payment
of an intercorporate dividend and allocate tax credits under the normal rules for
imputation),

B An individual’s tax liability is reduced by any imputation credits (with any excess
credits carried forward to the next income year: see §2-110).

B Special rules prevent unit Irust managers and trustees and managers of group investment
funds that derive category A income from using imputation attached to dividends
received upon the redemption of units where the dividend merely reflects the cost to
those persons of purchasing the units.

117-020
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TION . : hold a
IMPUTA o resident withholding tax (NRWT) only if they

5 Noﬂ-fesi

. : * anpplicable to the
are subject to he rate of NRWT app
dents are subject to no he company or L
: terest 1n the
10% voting 1
Jess than

ili ated
g iability may be nega
:« 15% or morc. The monetary effect ot.thseﬁ};z\ggol.n ility
dividend 18 15% investor tax credit (FITC) regime: s ! éb]e el Ttdxable

P formgnth option of declaring bonus 1ssu}?s1§tc¥; e o e bonts fssucs.

' ay i ati hareholde e
gty ' . e holder's ¥ fore do not carry
] /;c’flis g m'jtlyt itéa\’&]?%f tLepahareholder’s hands and therefo
are not taxe s

o, Sec §16-570 and 416-685. o

i -er board, because 1t doecs not avto i
3 Apiogu;s a company for tax purposes

freate

. incorporated as
§ 4-150. . b which arc 1mcorp
members. 5¢° 5 roducer and marketing co-operatives

: sector p
@ Primary

; N id. Sec §24-160.
s may allocate imputation credits o dividends pa . e q17-210.
Companlebl?nicsident company may clect to ““"1““5“,“ ;1]17-240—1\1 7-250.
0 ostrauaT ; may form an imputation group. Sce 1ax liabilities. Sec 17-040 and
s Certain Compame]b here overpaid tax is applied to oA
.1 rules apply where
m Special ru

7-045.
i 1SN CREDIT ACCOUNT tation credit

AT : intain an impu
IMPUT srfipanies required to maintain an imp {1707 ss OA2(2), (3), OB 11
ar

) - 1 it pays on its
\ . ““impute the tax 1 I
accoun? O system a company may allocate or o;'os[; dividends are included Lo
e impu}ianok?ol?crq on the dividends it lpays- Jﬁfi‘.i?ieq arc satisfied in part by the
; its share S ir individual tax hal :
incame o1 -cholders, but their individ )
. ¢ shareho 3 : nds. & ; e ot
incerae of th tax credit so allocated to the divide f account and not relating to incom
amount of any dum account (outside the books o
is a memoran

An ICA 1sam

ion to shareholders of
’ : ts and the allocation e
o a company’s tax paymen G o 75
e Wt?wh wzglrl(fii‘id éﬂmzquenﬂy, B gled%;;?gnlf; lin the 1CA determines ti'xej
V o ot bareho i its dividend payments
he benefit of those acc : unt (JCA) beca . e adend pay
tocmaintain an 1}ﬂputatmn credit ri;i/oallocate ) b shareholdgrsélm EYI Eilocaﬁon e
e Comiiag}ﬁri the tax credits which are available
reco
and the ICA keeps a |
Australian-
Pﬂymﬁﬂt5-7 ealand imputation system was extended to Au
e New Z
I\}}laril 2003. See 'ﬂ17-200—ﬁ[17-250.

517-030 Companies not permitte
credit account (ICA)

: o "
Certain companies are not petmitted to
ies follows:
companies are as Toll . —
® A company acting only in the capacity

ing s is
a normal company sharcholding str_lt}tctulf,its
dnSlble the board to pass on credits

resident companies from |

o imputation
d to maintain an imp (7075 OB 1)1

b
ntal 1 p 1 I n ( C )
al ta an 1m itation € edt accou i 1 A [ 1€5€

J P o e, thC
of trustee. When a company acts as 2 trustee,

i ccepti this in that a company
ever, L is an exception to s
- g income must operate ;
tms{ecjbcmﬁmari}ﬂ\r/il:?ne]l)‘l[ta i/:lmd B mesins. P(\i;}g]t«tﬁl)}r]ﬂ in other activities allocate
B oes fhat artly i acity of trustces an her a¢
peon B b [ thei -trustec activities.
S i th?ititictopthe )I(C A only in respect of thelr- nonf e i i i
ey hose constitution prohibits anything ;;de B .
"4 Com]ljcaimy( Wn?csmber) This would include an mcorjzlo s e e syt
o ——" - income. This does n : : e
' | s ity 3 - in which case
i Hesiy thccllt' dflzl:gsinocnor{ae exempt from tax (see 916-800),
solely derives divide

operate an [CA. .
B A company that 1
double tax agreement. 117-0 30
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B A Maori authority. Sece 924-288
. . -288. A
Authority credit account. ¥ M

aori authority is required to maintain a Maop
W A local authority.

B A Crown Rescarch [nstitute.

B A subsidiary company of the Acci

the Accident Insurance Act 1998
applies.

dent Compensation Corporati i
; Iporation to which s 334 i
or s 266 of the Accident Compensation Act (2]())(?]f

B A multi-rate PIE. See 929-100.

By virtue of s OB 1(1), non-resid i
[ (1}, -resident companies are also not - i

By ,, it % ] also not able to establish s
- “i?cr\]g il:}_g(;nnr:idqg Tor all or part of a year, it may not operate an 1acl(l::)hu;? flo(;?h Whe_n :
e fe 1k therzrbrioﬁ?]tt' (:};/}rl}fg a cg;;nga{]y ceases to be resident in New anfandci?ﬁff

c A by tl ‘ the credit balance of the [CA i: , -
change of | esidency. Sec Tax Information Bulletin 9610-107 V(]);n(ln?;dlt?)lyl\/?;gﬁe[ tglz;; d?ts N
f > Z2at /,

A company that is resident in New

at i Zealand and Australj
§01npany angl clect to maintain an 1CA for th sty
system. See further at T17-200 and 917-219¢.

117-035
purposes

ay choose to be an Australia
‘ ¢ ; nICA
€ purposes of the trans-Tasman imputation

Information to record for imputation

[ITO7 ss OA
e 3,0A7; TAAs 22
Imputation is recorded over a tax year from 1 i
company's own balance date., Every
each year the amount of the closing

April to 31 March, irrespecti :
. : ) i spective of
bcompany must record as its opening balance on | A ﬂﬂ?e
e alance as at the previous 31 March. e
N Imputation credit account (ICA) bal: i
! _ _ ance at any is iffer

aggregate credits and debits to the account at that lilgg.}Sét:n;eOR 3th6 ilterene bemeg i
1thti amount is a credit arising in the imputation credit
s the exces i B its i
5 th Cr;((ciqi:;s ?;f;}rgciclﬁz(;;/;lqﬁzlzgt; Ztlnrd a}?eb?; when the closing balance is the excess of debyts
. credits. its a €d 1o shareholders during the vear di J
el o P i g the year excecd th )

; -I[’)] v's ‘ICA when it is balanced on 31 March, further income : dL C{ Ty S
payable. See 5 OA 2ty 1 : me and penalty taxes are
For tl.]e tax year when the
ICA is nil. See s QA 7.

account (ICA) when the closing balance

company first becomes an 1CA cempany, the opening helance of the
Records relating to credit and debit entrics in

seven years after the end of the fax B He the ICA during a tax year must be retained for

22 of the Tax Administr: i g
f17-040 Credits to record in imput;tion credit B
account (ICA
) T ———————[IT07550A5,0A 7, OB 4-0B 29, Table 01, YA 2(7)]

An imputation credit ace

' account (ICA) company h: ] i i

Sl o JHpany has an imputation credit for .

= Conjunaéig;prq;[\glsaoncll tax paid. (_fred]ts that arise are set out in Table O1 (ﬁicf]}: ﬂl?(;um OI
o uaslis wi the relevant section when identifying ICA credits, Onl mesredit il
a ed for each tax payment type made. Sec OB 4(5) T one oredit entol
These credits increase the amount ava

while credits allocated to those dividcnl able for allocation to dividends paid to sharcholders,

ds are debited to the ICA.

For case of referen i

nece the transactions that o i i
or &a give ris
discussed below and numbered i c with the mum
Income Tax Act 2007.

17-035

putation credits in an [CA are
n accord: /i i i
ordance with the numbering used in Table Ol of the

IMPUTATION

Timing of credits o
ming of when the credit arise i Ol:
h relevant section. Generally an imputation credit arises on the day

The ti
in cac

909

s is set out in Table O1: imputation credits (sec below) and
the amount of tax is

aid, transferred or withheld.

p Note: ‘T

- -
Row
L

|

5B

[ 5C

aAccouni.

able O1 is located immediately after s OB 82.

Table O1: imputation credits
Credit date
1 April

Further defined

Imputation credit
s OA 7

Opening credit balance: the opening balance is a
credit balance for a lax year if at the end of the
previous year the closing balance was a credit.

s OB 4
sOB5S

Provisional tax and income tax paid. day of payment

Deposit into tax pooling account: any fax payment day of payment
made by an intermediary into a tax pooling
account. See 22-3635.

Transfer [rom tax pooling account: any fransfer of
tax by an intermodiary to company of an
entitlemer: o funds that are held in a tax pooling

day of credit sOB6

Pavicent of further income tax: an [CA company day of payment sOB7

Lo imputation eredit for an amount of further
smnomie tax paid under s OB 65 or s OB 66.

Payment of qualifying company clection tax: any day ol payment sOB7B

qualifying company election tax paid by the
company.

Tax credit for rescarch and development
expenditure: fbr the 2008/09 income year, the
amount of any research and development fax
credit under s LIT 2.

day return filed sOB7C

6

day on which amount is s0OB8

Amount of tax withheld for resident passive
withheld

income: the amount of any RWT deduction
treated as having been derived by the company in
terms of s RA 9(1)(b).

Imputation credit attached to dividend derived: day on which dividendis [ s OB9

imputation credits atlached to dividends received paid
by a company during the tax year.

7B

Attributed PIE income with imputation credit: an day of attribution s OB 9B

ICA company that is an invesior in a multi-rate
PIE has an imputation credit for the amoun! of an
imputation credit allocated fo it under s 1M 54.

day on which dividend is | s OB 10

FDP credit attached to dividend derived when not
FDPA company: foreign dividend payment paid
eredits affached to dividends received by a
company with no foreign dividend payment
account.

[Repealed]

Transfer from FDP account: credits transférred day ol transfer s OB 12

Sfrom the FDPA.

917-040
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Table O1: imputation credits

mputation credic
T

ranster of debit balance when company leaves day on which company
wholly-owned aroup: the eredit arising in the ICA | leaves group
of '@ company that ceases fo be a member of a
wholly-owned group.

Additional income tax payable when company
leaves wholly-owned group: the additionq!

income tax paid by o company thal ceases to be
member of @ wholly-ovwned group under s OB 7).

day of payment sOB 14

Additional income tax when company joins
wholly-owned group: the additional income paid
by a company that Joins a wholly-ovined group
under s OB 72,

day of payment sOB 15

Alttribution for personal services if company is
not qualifying company: under the personal
attribution rules (38, 89% from I April 2011) of
an amount aitributed under s GR 29, See s OR

16(1) and 933-325.
R e ——
16

Transfer from ASC account: the amount of g

31 March

day of transfer

credit balance transferred fiom an available
subscribed capital account (ASCA) caleuluted
under s OF 5¢4). See 24-070 and §24-192.

17 Transfer to master fund by company: an amount
equal fo the rax percentage of the amount of

day of transfer

expenditure ransferred 1o a masler fund (a public
unit trust or group invesiment find that derives
category A income) under ss Dy 3-DF 7.

8 Maori authority credit attached to distribution:
Maori authority credirg aftached (o a distribution

made to the company during the iax year.

Transler of balance of Maori authority credit
aceount: in the case of a company fhrir.s'mps
maintaining a Maori authority credit, the amoun;
of the credit balance in the M, aort authority credit
account on the date the accouny is closed. See

124-327.

Replacement payment paid under share-lending
arrangement: imputeation crediss being attqched,
or freated as being attached, 1o g replacenont
payment paid to the company under q shaye-
lending arrangenient during the tax vear under ¢
OB 64 or RI 25,

Imputation credit shown in credit transfer notice:
imputation credits shown in o credit ransfer
notice issued by the company during the fax year.

day of transfer

day of payment

day on which notice is
given

s0OB23

117-040
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Table O1: imputation credits

Further defined

i Credit date
) Imputation credit e e—— s
s ion credit, FDP credit, or policyholder credit date in qc‘w '
2 oredit on sesident : amalgamating company

credit on resident’s restricted gmalgamapon; an
1CA company has an imputation creq’.l,fjor the
amount of credil that arises on or dafter a i
resident’s restricted amalgamation. ITT'.!(J, c; ec} ;, .
arises in the amalgamated company's ICA whe

55 OA 10-04 17 apply. debit-date of debit s 0B 23

an amount fo offset a debit for in?purm{on credits
determined fo have been the subject of an e
arrangement to oblain a tax ac.fmm.age dm[ ’(,me
exten! that it is subsequently c«smbn’t..she tha .
impitiation credits were not the subject of any
such arrangement.

Eliminating dehit for loss of shareholder 4 .
conlinuity “anceiling tax poolmg’a(x(.)‘unt cpos
that is rerunacd or credited: credit arises rc;J bt
eliminate what would otherwise i{e @ doub e de
when there is a shareholder continuity Ef.(ff)x‘l
woilor s OB 41 and after the Sﬁai‘eﬁol{/@} ors OB
continuity debit, a further debir arises “‘?( m; S o
34 for a refind of an amount by an intermediary
ﬁ-oﬁt a tax pooling account.

day of refund or credit s OB 26
24

day on which amount is s OB 27

A ) Amount of tax withheld by Australian 1C withheld

| company for non-resident passivt': incom.c: a”«mﬁ;
Australian ICA company has an uﬂputa[_zo‘n C.’ "
tor an amount of tax withheld by the payer of nox
“resident passive income,

26 Amount of tax withheld from sch edular.payfl?‘e'nt
Lo Australian ICA company: an /l‘us'n'a[mn ,;m
company has an imputqﬁon‘credujog a;'r fmu
equal to the amount of tax for a schedu ?;Mmr
payment paid (o the company as @ Ron-re

day on which amount is s 0B 28
withheld

confractor, — -
27 Schedular income tax paid by Australian ICA day of payment
company: an Australian 1CA comggn;\* ha? r(tlrz’
imputation credit for o payment of m.c.on c.tm
relating to the company’s schedular m‘c.U;m?(‘VM
liabifity for income derived under ss (?R 4L 4
and CV 17 (non-resident insurers, shippers an

film renters, respectively).

Provisional tax

i i islation 18 deemed to
i in t tation legislation 18
i a taxpayer in the impu s TN
ce to income tax paid by a B foTts
Aﬁ?léz{‘srre;ferencc to provisional tax paid b_y _the taxpayer. ThlS Tlif;; e S e S
;I:“if;;s for payments of instalments of prov1510n]a1 ta);. An ;rg;oall]llpany et ol
, al tax by on i
' ansfer of overpaid provisiona e i
ComIm"%/ On;;lgngiinto another company in the same group on the date the
group of companies
to the Commissioner.

i : 17-215.
For additional credits arising in an [CA for an Australian ICA company, see |

117-040
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917-045 Debits in;
account (ICA) to record in imputation credit

Dehiti to the l 1 ]!llld i e
= : I ation c ledit accot i Ci : . sa b

T» -J‘;t Ibutl() 1to S]lél]'e (J]L1(31-5‘. 1t ([CA) l‘esu] mar duction in the tﬂX_ CTCd]’: ' al‘ a ]

lmlng Of debits N IJ ]

For cas
case of reference the transactions that

discussed below & : . o

Trigitie Tax Act 2‘310% ﬂ_}}}ﬂﬂbcred n accordance with the nunripeu-t'anon, debnsr m an ICA ape

B Note: Tab 07. The following are debits to an ICA duri fing used in Table O2 of th
« Table O2 is located immediately after s OB 824 TR AR AT i

give rise to i

Table O2: imputation debits

Row
1

Imputation debit
Debit date

Further defj
L April s

sOA 7

Oven -

dc]?;:j;lgl%debu balance: the opening balance is ¢
d alance for a tax vear if at th he

' ; ] if at the end of

i s i 2 end of the

[;',fw [Izj:;::',[;?;\ ;))eqr ][he closing balance was a debit

d ate is I April irrespecti y o

/ i spective

company's balance date ’ o the

- L

—_—

mputation credit att; < C dend d a dVime
t cdit ached to Vi i &2
Yo Y

/c)c;ﬂpi::yl: dey;’;."f date is the day the dividend is

10 '{) 1 i;j'zl(; cases, the debit may not arise in the

g Inpcmy that actually paid the
ividend, ie when the relevant dividend is paid

under a staple stock ar,
staple K arrangement withi
scope of s GB 37. See 9§/ 7—5}15, e

s OB 30

—_— 0 0@

day ol nolice of
allocation

Allocati  provisi
({H;)cf:;.rg?y)f provisional tax: provisional tax
i m,-n-”((,f y ?g (510;:pany {o an underpaid company soR
crms of s 2 (pavments to 7
(pa s 10 be se Athi
whollv-owned group). R Wi

L —————

1md o C
meco X: a debit arises fOt’ IRCOME ay of rel
Re d mc ta d relund

tax refitnded to the company except in

s OB 32
crrcumsiances set ol in s OB 32

Overpaid inc i
hwdhilli ‘d mt.omc tax‘ applied to meet another tax
oo ]ti/ any overpaid income tax applied by the

ssioner in satisfaction of jabi .

g 1 of tax liabifities
other than inco 0 " e
me ax or provisi
. onal fax
ins X ! ,
Wht:‘/lmenm. .(A” exceplion lo this rule applies
ere a debit has already arisen owine 1o a
=1

day of application s 0B 33 \

Refund fi i i

i jmsr:mc]; 1ax}/]-molmg acecount: refimnds from
lermediary from a tax J i

" Y, tax pooling account, for

which a credit has been recorded ;n the S

company’s ICA. See §17-040

day of refund s OB 34

Fralf_g[er of entitlement to another person in ta;
pooling account: a transfer fi : X
L a transfer from the ¢
PRGNS actpunti & jer. > COMPAny to
her laxpayer by an intermediary of fimds in a

set out in s OB 35 5 0B 35

12.1; p"()oling account, for whick a credit has bee
recorded in the company 's ICA. See 97 7-0l4() -

77
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Table O2: imputation debits

Imputation debit

Debit for transfer from tax pooling account for
policyholder base liability: an amount transferred
from a tax pooling account to g tux accoun! with
the Commissioner, lo the extent 10 which the
company is a life insurer, and the amount satisfies
its schedular income tax liability for schedular
policyholder base income or ils income tax
Tighility for a life fund PLE that is a multi-rate
PIE.

Refund of FDP when not FDPA company:
refinds of foreign dividend payments (FDP) when
a company is not ¢ FDPA company.

Further defined
s OB 35B

Debit date
31 March

day of refund s OB 36

day of transfer, s OB 37

refund or use

‘Transfer, refund or usc of tax credit: the amount
transferred under s LA 6(2)(d) (remaining
refundable credits: PA YE, RWT and certain other
items), the amowet of any credit of tax refunded 10
the comprog under s L4 G(2)(e).

Overphid 7DP applied to satisfy liability when day of application
not TOPA company: the dimount of any overpaid
P hat the Commissioner applies at time

| when the company is not an FDPA company, in

| satisfaction of an amount chie, other than an
income tax liability, a provisional tax liability or
relating to a foreign dividend.

day of appﬁcaﬁoﬂ

QOverpaid income tax or FDP applicd to satisfy
pre-imputation income tax when not FDPA
company: the amount of any overpdid income fax
o FFDP that the Commissioner applies at a time
when the company is not an FDPA compaiiy in
satisfaction of income tax that was due aned
payable before the imputation rules came inio
force (unless the company previousiy experienced
a breach in shareholder continiiy).

e ]

Adtribution for personal services: an amount 31 March
equivalent to the credit entry made for 38.89% of
the amount attributed under the person al
attribution rules, if the company 's financial
statements are adjusted to reflect this. See s OB
16.

Debit for loss of shareholder continuity: credits
that fizil (o meet the continuity of shareholding
requirements. See s OB 41 and 717-0335.

Dehit for on-market cancellation: & company
repurchasing shares on-market with no available
subseribed capital remaining.

time of loss of
continuity

15 day of acquisition

Debit for breach of imputation ratio: a deficit
resuliing from the allocation of credits to
sharcholders which differ from the benchmurk
dividend imputation ratio.

117-045
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Table 02; imputation debits

Transfer for debjt balance when company leaves
wholly-owned BIOUp: @ company that leqves

whollv-owned &roup and elects under v OB 13 to
debit the IC4 of anoiher Sroup company with the
debit balance in the leaving company's 1CA.

Redemption debit for unit trust or group
investment fund for income year: ¢ debit grises
where the manager or (rustee of a unit trysy or
GIF derives q dividend on redeeming units
purchased from in vestors in the ordinary course
of its activities. The amount of the debif is the
greater of:

& the total impuration and FDP eredirs attached
to the dividend, or

B the amount of income 1oy lability that is
attributable 1o the dividend

See Tux Information Bulletin $79-101 Vel 7. No 9,
February 1996,

Transfer from member fund to master fund: 4
debit arises where g member fund transfers an
amaunt of expendinure to o masler fund under sy
DV 5DV 7 The amaunt of the debir is the
amount of expendinre fransferred multipfied b 1y
the company tax rgre.

Debit for policyholder base imputation credits: 4
life insurer who elects 10 transfer any of the credis
balance in the company’s ICA 1o iy policyholder
base.

Recipient of R&D [oss tax credits

Credit balance when Maori authority credit
account starts: the amount of any credit in the

imputation account of company that becomes a
Maori authority and establishes a Maori
awthority eredit account

Credit attached to replacement payment paid by
company under share-lending arrangement:
imputation credits attached under s OB 64 10 ¢
replacement pavment paid under g sfmr!'—;’e’nding
arrangement by the company during ihe 1ax vear-
Credit attached to dividend paid to company
shown in returning share transfer: imputtation
credils attached to o dividend paid to the
company during the tax year as ¢ share user (or
an associate of a share user) in a returning share
transfer that is not g share-lending arrangement,

Credit attached (o dividend paid 10 company
shown in credit transfer notice: imputation credis
attached to a dividend paid fo the company in q

ax year and which are shown inacredir lransfer
holice Issued by the company.

117-045

New Zealand Master Tax Glide

fingg
day on which

company leaves
group

day on which return
of income for
income year is filed

s OB 45

31 March s OB 46

31 March

day of becoming
Maori authority

day of payment

day of payment s OB 50

s OB 51

day of payment

Table 02: imputation debits

ther defined
Debit date l FmrB =
- i sO
B i redi credit date for '
lmp‘f + is also credil fo imputation credit O it
kg ﬂlﬂ‘l- solidated imputation group . : e
| B i licyholder debit | debit date in
1 tation debit, FDP dqblt, or policy i .
% ]'mm‘i'nunt of amalgamating company B pmating
in acc il i
Ity last day of tax year sOB S
i arrangement: penda i
it for tax advantage arrang ] last £y
P:*;i_“—a Debit 10.:7(311 fax credits are allocated in — P, J
; SaAT oj"c;n avoidance arrangement in ter
. e
pursuanee o | ) -
e 1 tion credit to day of payment of
: ive attachment of impulatio e
| Retrospective | -
1 ton e tatus ends: an day of cessation
‘hen ICA company status 5
—2_;“— e “f‘hbrrl(f'n’;\etﬁ'e::’]il balance in the
t equivalen : o |
amow‘rh fnq o campany ceases to operate an : = e
o lax for non-resident passive day o
| Refusd of tmount of lavf i o g -
4 incomie o Australian ICA company: see B =
\d of fiax for schedular payme
/‘L'I»_C!-amd of amount of laxi‘io'lp;tw St -
E : Australian [CA company: see 7 e l

i : stralian
. Refund of schedular mcgmc tax to Ausi
R 1CA company: see 17-2135. ”
— - it or cre
- i i nt (ICA): debi .
n credit accou L
(17-050 lmputeiit::zl [
i recor
incorrectly
ommissioner co ide . L
Sh(:jt'lls ftl]:iiigg in the compan)% shlmﬁl?utai%?mci:;?stmﬁon e
- i 104B of the Tax i Jama
e S 3 TMIng
detemmdtc]iogitm(l)(ll’ a credit/debit date. Any such dete
credit or de

Ay as an assessment.
; same way as an
challenged in the sa y

i * debits and
incorr ording of debits a
) an incorrect record s
nsider that there has been a O O e T

justi t of a
994 adjusting the amoun
" djcr this section may be

ard of
17-055 Continuity requirements for carry forw Loy s 620y DA QI
TL -

imputation credits —
A company cannot carry fqml?rdlli?'[’l'[]i)t\; :
satisfied (see ﬂlS—O?f&). This tgst‘ e
utilisation to situations where a

satio YOTE l e ta ty tll t gave r1se to t
C X ]labl at g ;
cannot be retamed b a COmpEmy thr.lt 15 ]atc 50 Ll to Sl ar el Oldelsy .\- ; i o
[) ks yit [0 pfevent [l!lb, CTCC ts 1 the co lpl“ § 1 i)util. 101 Cledlt acc unt
0} e 1putation cre S.
Atl C

: in the ICA. See
: by a debit entry 1n Ider
‘ . hange arc cancelled by he-date the sliareholde
{CA) at the time Oféhzlshsgiﬂeziglgfﬂ(; Wi‘ﬁ be treated as arising on the da
55 OA 8(6)(a) and OB 41.

continuity is breached.

— i nts
Shareholder continuity requ.remeh holding requirements fo
inuity of sharcho il ke
g oses of the continuity § o erson wi
FQI' ujre iilflérpest or market value interest of any p
voting §

erest or narkct alue 1n SLS l) @ yerson du 1 £ thC pcrl'O
5 . .h ‘

i intercsis held Y - ‘ i V

: 1 t < SC\)fn S Vot.ng oT1 ma[kct Vi luC intercsts o1 1 lpul.an n IHJI

calculal mg a p

-y \ding test is
_ ' ty of sharcholding _
it redits unless a contimul e sequent
o Cnyled;‘ ward of imputation credits for sub qsuch
g f ‘c()}:ose persons who will benefit from
0

: ati sredits
: words, 1mputdtl-0'i’l c )
he credit. In other ho can make effective use

r imputation, the minimum
qual to the lowest voting
d. See s OA 3(7). When
poscs, redecmable

i account.
preference shares are taken into accou

917-055
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1,280

Example:

AB Ltd wholl
Y-owns XY Lid as a forei
- jnteresil j;dautt?ugr}ccnnpany and the year’s financia] profil
5 i tions for o
=} §3m of net interest deducti s i
L] $3m adjusted net profit for
- ¥ 512m adjusted n
The formula values are:
= netinterest: $1m
: NZ group ratio: 0.333 ($1m + $3m)
threshold ratio: 0.275 (1.1 x S?iﬁ -

New Zealand Master Tay
A s"':fl‘,

£roup e
ons for the whole group OMpriyeg:

AB Lid
Ct profit for the worldywide group

The formula becomes: $12m).
$1,000,000  x 0.333 -0.275
0. = )
The 333 $174,174

926-635
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Fhapter 27 FARMING, FISHING
| AND
AQUACULTURE

Para
g st 27-010
icome Equalisation SOIEITIES oo oescceveeiesevainessimse s e e sb st 27-065
pevelopment BRI 27-165
LiveStOCk .................................................................................................... 27-220
|ivestock VoH O ) R 27-235
Horse Breedilig (BIOOUSLOTK) ..vvsovarssssasssissssisisssmsssmsasmssrssssnaanesssasiosasisinssses 27-300
Rouac aTO1E and FISHING coocovvrsssvssessmmssr st 27-350
BIIILIC ..o cen s 27-380
BBEEEDING «..oovvvvveveeesesesesnsssnser e T 27-505
FARMING
27-010 Income from farming [IT07 s CB 11

Jncome from carrying on a farming or agricultural business is to be included as part of the
assessable income of a taxpayer.

Whether an activity is a farming or agricultural business depends on whether the activity or
enterprise constitutes a business for tax purposcs and whether the business is carried on for
farming or agricultural purposcs. When 2 business is a business for tax purposes, there must
be an intention by the person to make a profit or a reasonable prospect that the person will
make a profit. Sce 95-172 and q5-175.

Farming or agricultural business

lland Reverue accepts that soil cultivation, cropping or animal husbandry, growing plants,
shrubs or flowers, growing fruit or grapes, beekeeping, poultry farming, sharemilking and
mnning an orchard are activities carried on for farming or agricultural purposes. See Tax
Information Bulletin 1613-116 Vol 6, No 13, May 1995 at 15-16.

Income

Inaddition to the net profit derived from a farming business, the income of a farmer includes:

B the market value of meat and produce taken by a sole trader or a partnet in a partnership
from the farm for private or domestic purposes (see “‘Question we’ve been asked” QB
14/01: “‘Income tax — adjustments for trading stock (including raw materials) taken for
own use or consumption’” (published in Tax Information Bulletin 9263-106 Vol 26, No
3, April 2014 at 73))

B orazing fees
B stud fees

27-010
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® compensation for condemned livestock and hail damage

B payments received for non-compliance with covenant to repair

® insurance proceeds on account of stock or crop losses

® proceeds from the sale of minerals and timber

B income equalisation deposit refunds plus interest

W livestock and unsold wool or other produce on hand at balance date
B prize money won at agricultural shows

B income from the provision of farm holidays or other tourist accommodation

B depreciation fecovered on the sale of farming assets, and

B other income (intercst, dividends, ete).

927-011  Sale and purchase of farm and assets

Therfe are a number of tax consequences to consider when a farm is purchaseq or sold. Whey
acquinng or selling a farm jt is preterable that valyeg are assigned to the assets in the safa

purchase agreement to forestall any possible disputes on individual valyeg for taxatioy
purposes.

Standing timber

_ including the sale of land with standing timber) are include 1
as income by the vendor. The Year in which a deduction for standing timber may be alleomag
is determined in accordance with s DP | ] See 928-014 and 928-024

Buildings

S1g1 ch buil ings
now h_ave a 0% annual depreciation rate, it is still depreciable Property such that g disposal

May give rise to depreciation fecovery income. Seg 913-410. Any depreciation recovered on
the sale of buildings is taxable to the vendor, )

Consumables

Consumables include, among other things, materials such
drenches and fertilisers (for fertilisers see 27-015). Althoy
creates income for the vendor and a dedyct
the general permission is reduced by any u
See further at 79-011.

as fencing Materials, ear tags,
gh the sale of consumable aids
on for the purchaser, the deduction available under
nexpired expenditure at the end of the income year,

Farm development expenditure

penditure can usually be passed on to the
future owner, See 927-175. A purchaser might wish to ensure that these values are included as

& warranty in the sale and purchase agreement. This will help to authenticate any future claims
made. From a vendor’s point of view, the existence of unamortised expenditure could enhance

the sale. There is no recovery of development expenditure on sale of the farm as there is with
depreciable assets,

127-011
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js income
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4T considerations - el
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replacing the clectric motor in a rotary platform system is deductible

a dairy shed complex is not a fence for the purposes of s DO 1 or

1,284
New Zealang Ma

127-013  Sale of timber

The gencral prineinie :
principle is that 4 f
Teturns as income th 5 that a farmer whg harv
. ¥ Z ¢ StS ¢ . |
being avaj & amounts realised f; S5ts a woodlot Situat
& available for the cogt of the timberlgrene?;;fﬂgcr sales, with g o
' 14 and 428-024

127-015 Deductions for

aIIHEIS [IT07 s DA 1 D i i E
§ ’ BﬁszO' DO4 DO” EA
’ 3,E 48
A

CTS « ly
armers can Cld’”“ m Onanop S
d & I Wi In car
F the no. a (le 1 (tnrqa Q f?([ ng n

deriving in
come. Ther o
out below. here are additiona] deductions a fyl) i £
’ -time farmer ¢

t of

ing used in

rrounds are part of the dairy shed complex comprising the shed and

lp{ng su
overhead power lines to the dairy shed with an underground system

freplacing )
a:};f is aI::apital expense and not deductible, and
1o cost of 2 cattle stop constructed in an opening in a fence is deductible; see QB 12/03:
e tax — deductibility of expenditure on cattle stops’’, published in Tax '
ulletin 9244-109 Vol 24, No 4, May 2012 at 22.

ness for ﬂ?&"
an claim,

Aircraft expenses

A deductj 3 5
On 18 permitted for runn;
for farmj cd for running .
| MINg purposes. An 1S COSts and depreciation j
=Y . t 'CS =
the total number of flyi rf’oaggg;n%nmem between farfni;(éna;ndlespwt of the yge of b5
2 S devoted to farivg pPrivate use g 3 Inform
I'ming purposes in DrOpm-hou]d be i
ortion g ¢ dwelling costs
Inland Revenue practice. However, following a

hours for the
year as re :
| are not considered by iﬁ::dc(ijd In the aircraft’s loghook. T
| Private expenditure. See 77 ommissioner to be dcdu.t'bc “08s of obtaining 5 il
© 20 Lax Information Builesy %14‘3;1156,\/ th]1s being ap itefnp:) ot
' B ol 6, No 14 Tip
] (&%

he discussions below reflect current
these long-standing concessions, in October 2016, Inland Revenue released a draft
(ament, QWB00082, *‘Income tax — deductibility of farmhouse expenses™,
essions with cffect from the commencement of a

of

Note that if a .
n aircraft is )
$50,000 o is used for both p
acquired drt ?I:(;]rﬂi’efzhlas amarket valye on 3;26515 azmd Private purposes ap dih ation St s
el C 147 e 4 3 .
may be subject to ap lj)(i—t'hom the 2014/15 income 3?:;:]%“ of $50,000 or more,?f' 1 is lr’l‘teHC}cu 0 g tSescd.conc sion of the drafl item below
910-035. portionment under the new mixed i);pendlture ncurred gp th;tt - 16201 7/18 income year. Sec discussion o 3
“USe asset ruleg i : !
€S in subpart ity
& er is permitted to deduct all electricity costs attributable to running the farming assets.
of the cost of clectricity consumed by the farming household is also
rtnership that carries on
of the cost of

worrymg damage the £ s ] duction of 25%
: armer’s working dogs might have g ited. Should the
one (assumj : y - : s
PSUMING the partieyjay cular farming business,
b icity consumed by the farming household.

farm dwelling be occupied by a partner of a pa
the partnership is allowed a deduction of 25%

phone and Internet
cost of installing a tclephone and the actual telephone rental is allowed as a deduction, as ‘

Dairy farming expenditure
Il calls made in the course of the farmer’s business. The cost of monthly Internet charges

Certain daj :

ry farmin :

s DO g expenditure m; .
lors DO 4 (see 927-165 ang %’;{ F?S?eductlble under the genery) permissi

G 5’\3}}, oru 7

An interpretat
ation statement ATy
sets out the Commissionel:,fso.ozs’ Dairy farming — dedyetipiji
$ view on the dEductibﬂjty Ofuctlblhty Of‘CC..*a{N expendi
1 a number o ex

he co

v be deductible if the general permission is satisfied; however, adjustments will have to be

for any private use.

g ventures are generally regarded as wholly

relating to o :
peratin dairv
E g2 a dairy fa ) .
cbruary 2000 at 10, The CO-?n m]f?slmg:re STm llf?formaﬁof? Bulletin 1215 P\(;ndnure . ;
ST conclusi " | es
B subject to some exceptions, the S10ns can be summarised ag fo]lgwsl'zk o T dwell ati 11 farmi
s cost of replacin ; : Quigoings of dwellings in relation to small farmin,

& @ single component of milking o vate and therefore not deductible. However, for small farming ventures, if it can be
Pas ablished that the dwelling is also used for business purposes, the Commissioner may allow
enditure. The Commissioner considers that a small

proportionate amount of the interest exp
than 50% of the full-time attention of the proprietor

ming venture is one which requires less
is actively engaged in other income-producing activities.

ll-time farmers arc able to deduct 100% of their interest, as the Commissioner does not
Iequire them to apportion interest payable on a mortgage sccured on a farm between amounts

( * &
eg apu p Oor the pul%dfo i ]1&) 18 gEHC a”y deduct I)}C
. !

S0m o = p ]
p f
1”(111,__ p_a ta € no CduC b] C I y
| | [ € Com onents o a g ] (1 1D1e capi al ite S, becausﬁ the

u hk Y ]) [ pg o P p
1 fl O) C Ie d.Ced I'] d S P f n (
other f.]l na it o an u ade Gg Stal]]lcsq Stee 1pe Work m ﬁ

B where a numhb :
er of milking
Sus g £ plant ;
usually on capita] account and o Otiioe]glﬁ’;?g;lfs are upgraded at the same tim th i
€ St ¢, the cost is
i applicable to the dwelling and the farming business.
Repairs and maintenance
A farmer is allowed a deduction of 25% of the cost of any repairs and maintenance carried out
the farm dwelling. If the farm dwelling is cccupied by a partner in a partnership that carries
5% of the cost

on the particular farming business, the partnership is allowed a deduction of 2
of any repairs and maintenance.
927-015
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sary when a farmer lives in the farmhouse and uses

rtionment will be neces
generally arise, for example, when sole traders and

0
e ss purposes. This will

for busing

artnerships live in the farmhouse. The Commissioner considers that
Eont of farmhouse expenses based on time and space would generally be an

- method. This is consistent with other businesses.

e expenses will be incurred on the farm as a whole (including the
2), In this situation, the proportion of the expenses that relate to the private use of the
o must be determined. The Commissioner considers that an appropriate method of
ont is one that is based on the cost of the farmhouse (being the cost of the
curtilage and improvements to the farmhouse) as a proportion of the total cost of
and improvements. This is because an apportionment based on time and space might
de an accurate division between cxpenses that relate to the farmhouse and expenses
e to the rest of the farm. Where the costs of the farmhouse and farm arc not known,
ctive values of the farmhouse and farm may be used. The Commissioner will accept a
valuation or a reasonable estimate of the values of the farmhouse (including curtilage

provements) and farm.

her hand, som

where:

a jS the cost i
& price of .
depreciation purposes the dwelling as used by the trygt
St or associ
ated p

b Y
15 the cost price of the farm, ang

¢ 1s the tota) annual renty)
Wi_th “d” beip
entitled to a degd

gl farming businesses carried on by sole traders and partners in partnerships, the
resent a very small proportion of the overall cost of the farm. In this
lement of any expenses will be minimal. However, the compliance costs
est and other farmhouse expenses outweigh the
son-eguences of any deductions available. Accordingly, the draft statement sets out
Jtances in which the Commissioner will accept prescribed levels of deductions for
ouse expenses incurred by sole traders and partners who live in the farmhouse. This is
deductions for farmhouse expenses to be based on actual use.

OO : d of always requiring
|

house may 1%
tion, tha private cle !
ot itp calculating deductions for inter

AL

g the portion of the

uction of 25% of ;d”.rcﬂtal attributab]e

to the far 1
Rateg m dWe]‘ng’ ’[he 3

25% of that o of the ;
portion of the - : farmi : rates paid j
B he rates attributabie to the ‘l‘fn gemurcﬁ, the deduction nl}lare_s ect of S
ote: Withdrawaq/ of above concessiy Occupied by the farm dwg}ﬁgg”df’ ; \Q approach is based on a new distinction between:
'cessions .
where the cost of the farmhouse (including curtilage and

In Oct
¢ ctober 2016, # farming businesses
v, or less of the total cost of the farm (Type 1 farms), and

‘Income ¢ lmapd Revenue r .
e ax — deductlbi]jty of £ cleased drafi interpretati improvements) is 20¢
farme ?'“2311@ replace the above Coal‘mhouse expenses™. The Ccl“?"n Statement QW a0 A L
rs 7/18 i ncessions : - NC draft stat AN . . ; ; .
8 income year, - ns {or farmers with effect fr, ement iy liended o |l farming busincsses where the cost of the farmhouse (including curtilage and
Jhés draft statement notes th o 1 b“g;nningE : } improvements} is more than 20% of the total cost of the farm (Type 2 farms).
eductions for oy s that the cop §
§ T Cessions : ; : ’ 2
armhouse expengegvgte expenditure, The dra;s ?ave Permitted sorfie irmc ! The costs of the farmhousc (including curtilage and improvements) and farm, if known,
farming business fhere available only to (he exto i atement confirmg d Srs o claim should be used to determine the extent of the private use of the farmhouse. Where the costs
Previous distinetion nt that they are incurred cductions fop are not known, the respective values of the farmhousce and farm may be used to determine
. 1 or Type 2 farm. The Commissioner will accept a formal

whether the farm is a Type
valuation or a reasonable cstimate of the values of the farmhouse (including curtilage and

improvements) and farm.

Farmers who live in the farmhouse on Type 1 farms may do an actual use calculation it they
B e consider that the business use of the farmhousc is greater than 15%. However, the
person does live Commissioner will also accept that 15% of the farmhouse is used for business purposes

an: - Pportioned between without any supporting evidence. As a result, such farmers can claim 15% of all farmhouse

T.hc drafi state b v
dissect an expe?:: ti;:;t(ef dthat-‘; generally, for al] fapm; _ - expenses as deductible business expenses. In addition, these farmers may continue to claim
g;s: X\/here i ere?;:éz]i dng non'dCduChb]e?}%mb&ménesgcs’ where it is possible 4 100% of the interest costs relating to the farmhouse.
cction m O both t nts, that
apportioned 3131/ ::n;m}gmc“cﬂ? or 1111[)()951?3?(?3 12”5111?6“ and private Lﬂsﬂeth(?;i :hhould b e  For farmers who live in the farmhouse on Type 2 farms, there is no minimum percentage and |
© falr and reasonable basis 1, IS Situation, the expens ¢ farmhouse, fhey must determine whether expenscs arc deductible under the general permission and \
ﬂz 7-015 Ctween the business ang e, Wil neec:j to be general limitations as set out in the draft statement, ic they must claim deductions relating to
private portions of the actual business use of the farmhouse. |
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Thic ;
his can be Summarised in the fol]owing table:

Interest R
m charges ates charges General T
— farmhouse tF'Xed ling
ype ! farms 100% deduction Dissecti cibenses zl:phone'
for iritert Section where possible, the | 504 P argey
o of

deduction unjegs the taxpayer can

expenses 5 i
Substantiate g higher deduction

relating to the
farm, inchldmg
the farmhoyge.

B ||

telephop ¢ y
€ rengg)

Cl]argeS us EW» 'j

both b”Siﬂegg g

and Privae |

Purpogeg '
the taxp > Unlesg |
Show th -
Dissection whe : i 2t 30%
s ¢ possible, then ; . 1S tog low
and farmhouse on 4 L It apportion between farm, 50% of -

- and reasonab) i

am ' . e basis. :

f: ounts attributable to actya| business us S A bl
armhouse, SIMess use of the

telephope rentg] |
chargeg used foy
both businegg
and private
Purposes. unlesg
the taxpayer cal
show that 5w,
1 00 low,

Sole trader or

. Partner lives j

et 1ves in the

Apportionment is required

_J?etcrmme whether the farn, jg a

apy}?e 1 or Type 2 farm ang use
ropriate method (see ;

i (sce above

Sole trader or

the farmhoyse

Apportionment ig reguired
Determine whetlyg« the farm is g

;"ype 1 or Type 2 &m ang use
PPropriate method (se

T (see above

Farmhouse Provided to

employee

100% deductible.

Farmhouse rented at market

value
100% deductible,

}'arrflhouse provided for ng
consideration to someone who js
net an employee

No expenses are deductible,

partner lives 1

Parinership or
sole trader
owns/leases and
Operates farm

Farmhouse provide
dr
100% deductible. - PieYee

Farmhouse rented
value
100% deductible.

Farr{ahouse provided for ng
consideration to someone who js
not an employee

No expenses are deductible,

at market

927-015
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AING,

Other expenses

- Enﬁty/ Interest
ltr“ctu re

Farmhouse provided to
employee
100% deductible.

Farmhouse provided to
shareholder (not an employee)
Not deductible as a dividend.
Farmhouse renfed at market
value

i
e any Owns 100% deductible where
| Compary requirements of s DB 7 met.

| operates )
. 100% deductible.
Farmhouse previded for no
consideration to someone whe is
not a shareholder or employee
No expenses are deductible.
'e—-—————_—— -~ - 0
i rarmhouse provided to employee | Farmhouse provided to
| “100% deductible. employee
100% deductible.
m?nd Farmhouse rented at market Farmhouse rented at market
operates farm value value
iaaing trust) 100% deductible. 100% deductible.

Farmhouse provided to
beneficiary who is not an
employee
No expenscs are deductible.
100% deductible for the lessor.
Lessee (natural person carrying on
the farming business) must
apportion rent and other expenses.
Determine whether the farm is a
Type | or Type 2 farm and use
appropriate method.

Farmhouse provided to

\ beneficiary who is not an
employee

No expenses are deductible.

100% deductible for the lessor.

Sole trader,
partnersh ip,
company or
trust owns farm,
and farmhouse
is leased to
another entity at
market value

Example 1:

Carolyn is a sole trader who owns and operates a dairy farm in Taranaki. The farm is comprised of several
titles of 1and. The farmhouse is situated on only one of the titles. The business use of Carolyn’s farmhouse is
less than 15%. Carolyn wants to know what proportion of the rates and domestic power bills she can claim

as a deduction.
The cost of Carolyn’s farm was $2.5m and the cost of the farmhouse was $235,000. The farmhouse

therefore represents 9.4% of the cost of the farm. Therefore, Carolyn operates a Type 1 farm.

The power bill is for electricity used in the farmhouse only. Based on the policy outlined in the draft
statement, Carclyn will be able to claim a deduction of 15% of the power bill to reflect the use of the
farmhouse for the farming business without having to provide evidence of the business use of the farmhouse

as a home office.
The farmhouse is situated on one of the titles. All of the other titles are used only for the farming business.

Therefore, the rates bills for these other litles are 100% deductible, Carolyn’s rates bill for the title that
includes the farmhouse includes charges for certain services that are charged per house. The starting point is
that those service charges are not deductible because they relate to the privale use of the farmhouse.
However, 15% of those service charges relate to the business use of the farmhouse and can be deducted. For
expenses that relate to the whole farm or are calculated with reference to the value of the farm (ie the
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general and fixed charges on Carolyn’s rates bi|
low proportion relating to the farmhouse,

cost of the farmhouse ag & proportion of the totg] cost of the farm and add back
farmhouse, The cost of the farmhouse ig 9.4% ol the total cost of the farm.
farmhouse is (reated as being 15%, Carolyn can therefore claim 15% of the 9.4%

and fixed rates charges that relate 1o the farmhouse. This is in addition to i}
farm business,

). an area apportionment will often give

L w S1VC an unpey;
One way of working out 4 realistic proportion

18 10 caly
any busiuess use g
The businegg Use of |
proportion of the e hT
1€ rates charges gy Telate Iolf:

Example 2:

Anahera owns angd operates a smal
the farmhouse and uses a room
can claim any deductions for th
The original cost of the far 3 Nts to the farmp
cost $100,000 in total, The total cost of Anahera’s farm was $700,000 (thig includes the improy,
of the farmhouse was $300,000. The cost of the
Anahera therefore operates a Type 2 farm ang my
the deductibility of any farmhouse Cxpenses under the genera] rules. The cost of (}
the total cost of the farm. Anahera calenlates her home office as being 99,
Therefore, Anah era ¢

an claim 9% of 42,99, of the mortgage interest This
interest that relates o the farm business.

Farm sundries

I sheep and goat farm that
in the house as an office for
C mortgage interest sh

produces specialty cheeses. Anahery liveg ;
the farm business. Anahera wantg to knowy ifshln
¢ pays for her farm angd farmhouse, i

Ouse (g
EMENts e
fa1‘mhouse is
15t determjne_
he farmhouse jg 42.9%op
of the area of the farmhougg

Is in addition o the mongagé

therefore 42 9% of the total cost of the farm.

¥y other materials thyt 5 farm
farming requirements, Examples

er might purchase to meet ordinary and continygyg
Commissioner takeg the view th

include  stock feed, twine, dip and drenchesg, The
at because thege sorts of items are not purchased for resale
example, any hay acquired upon the

stock feed) is allowed as a deduction When
n is available on the basis that it is

necessary for the proper cartying on of the farming business. See Case E98 (1982) 5 NzTC

59,522,

The prepayments rules
110-052.

Fertiliser and lime

apply to purchases of farming sundries, See further at T9-017 asq

incurred in the acquisition or application of fertiliser
“the four income years after the income year in which
proportions the farmer chooses 1 concession is
mer giving the Commissioner notice In writing that the farmer s
¢ of the concession,

It should be emphasised that the option is an
the farmer has the option of Spreading the de

exercisable upon the far,
clecting to take advantag

alternative to claiming the deduction outright (je

duction over (he four-year period or claiming afl
of it in the year in which the expenditure wag incurred). If a farmer who has made an ejection
to spread the deduction dies or ceases to cary i

arry on the farming business before the deduction

spread is complete, the balance of undedy allocated to the income

i i iness or equally over the income

years covering the income year in which the expenditure was incurred and the subsequent
income years up until the farming business

ceased.
Where two persons are in a partnership and one w
cost of any unexpended balance of fertiliser or lime is allowed against that person’s income in
the remaining years of election. The withdrawing partner wil] generally be subject to the
cessation of business pr

ovisions (see 923-050), unless that Person commences farming
independently. In such 4 case, the ex-partner’s share of the remaining cost can be claimed
against individual farming income in the remaining years of election.
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