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Taxpayer financial relief







OVERVIEW OF SUBMISSIONS

Amendments to the Tax Administration Act 1994 give effect to the debt and hardship
proposals outlined in the discussion document Taxpayer compliance, standards and
penalties: a review, released in August 2001. The amendments aim to correct
deficiencies in the current rules and to provide guidance to both taxpayers and Inland
Revenue on the appropriate treatment of a person in debt. The rules outlined in the
bill provide a framework. Inland Revenue is preparing more prescriptive
administrative guidelines that will provide the necessary balance needed to ensure that
each taxpayer’ s circumstances are taken into account.

Five submissions on the bill contained comments on the new taxpayer financial relief
rules. The submissions were generaly very supportive of the new rules, considering
that they provide more guidance to taxpayers and Inland Revenue. Officials agree
with many of the submissioners’ proposals, including extending the period for
taxpayers to respond to requests from Inland Revenue from ten working days to 20
working days, removing the definition of “dependent” from the definition of “serious
hardship”, to allow Inland Revenue to determine on a case-by-case basis whether a
person is a dependent of the taxpayer, and removing two of the criteria available to
the Commissioner to decline to enter an instalment arrangement.

Officials have also proposed changes to ensure that the rules work more efficiently.



GENERAL

Issue: Administration of proposals

Submission
(4W - BusinessN2)

Better Inland Revenue debt management procedures, combined with better relief from
penalty rules for taxpayers that have obviously been complying with tax laws over the
years would assist taxpayers before they get into the situation when it is necessary to
contact Inland Revenue regarding debt write-offs.

Comment

Officials agree with the sentiments expressed in the submission. Inland Revenue has
recently adopted a compliance strategy which is aimed at increasing flexibility,
helping those trying to comply and ensuring that firm action is taken against those
who do not.

The taxpayer financial relief rules provide a framework for Inland Revenue to
consider how best to provide relief for taxpayers in financial difficulties.
Administrative guidelines are being prepared and will provide the necessary balance
needed to ensure that taxpayers have their specific circumstances taken into account.
These guidelines are being prepared in consultation with the Institute of Chartered
Accountants of New Zealand and various budgetary advisors.

A taxpayer’s previous compliance is afactor that is taken into account when imposing
penalties. For example, the initial late payment penalty was amended to be imposed
in two stages. 1 percent the day after the due date and 4 percent a week later. This
amendment is aimed at reducing the penalty on taxpayers whose payment is only a
few days late.

The submission raises administrative issues that are outside the legidation and
therefore officials recommend that the submission be declined.

Recommendation

That the submission be declined.




Issue: Application of the new taxpayer financial relief rules to existing
debts

Submission
(12 — Institute of Chartered Accountants of New Zealand)

On the request of either Inland Revenue or the taxpayer, existing instalment
arrangements that would not comply with the new criteria should be able to be
brought within the new rules.

Comment

Recent changes to the Tax Administration Act mean that from 1 April 2002 taxpayers
who are a party to an instalment arrangement do not have incremental late payment
penalties imposed for any month that the taxpayer has met al of the terms of their
instalment arrangement. Therefore there is no benefit for an existing instalment
arrangement to be brought automatically within the new rules.

Recommendation

That the submission be declined.

Issue: Application of the new rulesto existing “ parked” debts

Clause 78

Submission
(Institute of Chartered Accountants of New Zealand)

Any debt subjected to “write-off” under the current rules should be automatically
deemed to be fully written off pursuant to the new rules.

Comment

Tax debts that have been written off under the old rules may have been written off for
reasons that do not exist under the new rules. For example, under the current rulesif a
taxpayer is overseas a debt may be written off, whereas under the new rules the debt
would continue to accumulate use-of-money interest and late payment penalties.

Officials are aso concerned that automatically deeming the debts to be fully written
off could be seen as unfair by those taxpayers who have got into financia difficulties
and repaid their debt.

Officials see merit in applying the new rules to debts that have been written off when
those debts are reinstated after 1 July 2002. The reinstatement of the “written-off”
debt is done manually, and officials consider that when the debt is reinstated Inland
Revenue should then consider what, if any, financial relief should be given.



Recommendation

That the submission be accepted in part in that the new rules apply to reinstated
“written off” debts.

Issue: Maximising the amount recovered

Submission
(12 — Ingtitute of Chartered Accountants of New Zealand)

The correct approach should be as follows:

Income
less committed and appropriate expenses, including all current and ongoing tax and liabilities
= funds available for repayment of (all) outstanding debt.

Decision asto:

. write-off, instalment arrangement or suspension for up to (say) three years (or a
combination of the latter); or

. bankruptcy/liquidation
is then based on that data.

The focus should then be, as proposed, to maximise the amount collected over time.

This analysis will take into account the implications of (for example) business
continuity vs liquidation.

Comment

Broadly, this is what will happen in practice. The legisation will make clear the
broad principle, with the administrative guidelines providing detail.  Officials
consider legidlating for issues such as “committed and appropriate expenses’ is likely
to lead to disputes between taxpayers and Inland Revenue as to what meets this
definition. Officials are aso concerned that the approach proposed by the Institute
does not cover the fact that the taxpayer has assets that can be sold.

The only substantive area of difference between the submission and the intention of
the legidation is that, under the legidation, the Commissioner’s role is clearly to
maximise the collection of the outstanding tax. The submission places greater
emphasis on business continuity. Officials still consider that the emphasis should be
placed on the Commissioner maximising the collection of outstanding tax.
Nevertheless, the rules provide Inland Revenue considerable flexibility. The outcome
of early discussion is more likely to be positive, with reduced stress and cost for
taxpayers. The need for other approaches to debt recovery and measures of last resort
such as bankruptcy, will reduce.



Recommendation

That the submission be declined but that the submission be considered as part of the
administrative guidelines.

Issue: Response period

Clause 78

Submission
(7 — PricewaterhouseCoopers, 9W — National Council of Women of New Zealand
(Inc.), 12 — Institute of Chartered Accountants of New Zealand)

The legislation should specify:

. aresponse period for Inland Revenue; and

. a response period for taxpayers of no less than 20 days
(Pricewater houseCoopers)

The bill proposes ten working days for a taxpayer to provide information sought or to
respond to a counter-offer. The bill does not impose the same ten days on the
Commissioner to respond. Ten days is insufficient time if there are postal delays or
the taxpayer needs to communicate or visit their accountant. One month is more
appropriate, and the same time limit should be imposed on the Commissioner.
(National Council of Women of New Zealand (Inc.))

Inland Revenue should be required within 20 days of receiving a request to advise the
taxpayer of the following:

. when the request was received; and
. who the officer will be who will be handling the request.

If Inland Revenue has not responded within 20 working days, use-of-money interest
stops (to equate with incentives on the taxpayer).

The taxpayer should have a minimum of 20 working days to respond. (Institute of
Chartered Accountants of New Zealand)

Comment

The discussion document proposed that when Inland Revenue requests information, or
makes a counter-offer, the legislation will provide that the taxpayer should be given at
least ten working days, from the date of Inland Revenue’s request or counter-offer, to
respond. On reflection, officials agree with submissioners that taxpayers should be
given 20 days to respond to requests for information or for responding to counter-
offers.



In respect of the legislation specifying a response period for Inland Revenue, officials
consider that there are aready sufficient incentives for Inland Revenue to respond in a
timely manner to a taxpayer’s request. Stopping the imposition of use-of-money
interest is contrary to the policy underlying the use-of-money interest rules in that the
Crown is not being compensated for not having the use of its money. These taxpayers
have not met a fundamental tax obligation to pay tax on time. Officials remain of the
view that the best way to ensure a timely response from the department is to establish
appropriate standards as part of Inland Revenue' s annual reporting process.

Officials agree with the Institute’'s submission that taxpayers be advised when the
request was received and who the officer will be who will be handling the request.
We recommend, however, that this proposal be included in the administrative
guidelines and that there be no time limit imposed on the Commissioner for providing
thisinformation.

Recommendation
That:

. the submission be accepted to the extent that the response period for taxpayers
be extended to 20 days; and

. the administrative guidelines require the Commissioner to respond to taxpayer
requests as quickly as possible, but that this be achieved through reporting
requirements.

Issue: Information provided by the taxpayer outside the timeframe
allowed for in section 177(3)

Clause 78

Submission
(Matter raised by officials)

The legislation should provide specific rules to clarify how the legislation will apply
in cases where the information requested by Inland Revenue is provided outside the
response period provided for in section 177(3).

Comment

Section 177(3) of the bill provides that the taxpayer has ten working days, or alonger
period allowed by Inland Revenue, to provide the information sought by Inland
Revenue or to respond to a counter-offer. As noted previously, officials recommend
that this time period be extended to 20 working days.

Inland Revenue has a discretion to allow the taxpayer further time to respond. If
taxpayers were unable to respond because of circumstances beyond their control, that
discretion would be exercised.



If the delay was the result of taxpayers inaction the legislation does not provide clear
rules as to what should happen.

Officials recommend that the legidation provide that if the taxpayer responds after the
expiry of the response period provision of the required information should be treated
as anew request for an instalment arrangement.

Recommendation

That the submission be accepted.

Issue: Definition of “ outstanding tax”

Clause 61

Submission

(Matter raised by officials)

A definition of “outstanding tax” should be inserted.

Comment

The taxpayer financia relief rules apply to “outstanding tax”. It has been suggested
by the people working on the administrative guidelines that for tax to be outstanding
then the due date for the payment of the tax must have passed. However, the
legislation refers to taxpayers contacting Inland Revenue seeking financial relief
before the due date. It was always intended that the provisions apply to amounts
owing to Inland Revenue before or after the due date, and that the amount can include

core tax (except child support or student loans), interest or civil penalties.

Officials recommend that, in order to remove any doubt, a definition of “outstanding
tax” beinserted.

Recommendation

That the submission be accepted.




SERIOUSHARDSHIP

Issue: Legal entitiesand hardship

Submission
(7 — Pricewater houseCoopers)

Criteria should be introduced that allow Inland Revenue to consider the financia
impact of debt collection on a company in determining whether to enter into an
instalment arrangement.

Comment

Officials disagree with the submission. The role of Inland Revenue should ssimply be
that of maximising the amount of debt recovered as this maximises the efficiency and
equity of the tax system. Not collecting debt from taxpayers who threaten bankruptcy
or liquidation as a consequence of recovery action is equivalent to providing a tax
subsidy. Officials note that, under the proposals, consideration of serious hardship is
considered in relation to principal shareholders.

Recommendation

That the submission be declined.

Issue: Look-through

Clause 78

Submission
(12 — Ingtitute of Chartered Accountants of New Zealand)

On application by the taxpayer, Inland Revenue should be obliged to look through to
the effect on all shareholders.

Comment

Officials disagree that Inland Revenue should be obliged to ook through to the effect
on all shareholders. This would be administratively unfeasible and also raises the
issue that debt recovery from a company may cease simply because of the impact of
that recovery on one shareholder. For example, if a shareholder has invested his or
her life savings in a public company, the tax recovery, in this case, should not be
influenced by the impact of the recovery on that one taxpayer.

10



During consultation with the Institute of Chartered Accountants of New Zealand,
officials were asked to consider whether the provision could be extended to apply also
to shareholder-employees. We agree with the Institute that extending the look-
through rule to shareholder-employees has merit. This type of taxpayer typically
works for the company and reinvests any earnings in the company. The definition of
“shareholder-employee” in the Income Tax Act refersto “close company”.

There are basically two definitions of “close company”: the first refers to a company
which has five or fewer natural persons whose voting interests or market value
interests exceed 50 percent, and the second refers to a company with 25 or fewer
shareholders.  Officials consider that the look-through rule should apply to
shareholder-employees of close companies that fall within the first part of the
definition. We are concerned that if the rule also applied to companies of 25 or fewer
shareholders then the rule could be open to manipulation. That is, if any one of the 25
shareholders faced serious hardship because Inland Revenue was collecting a tax debt
from the company then the tax debt may end up being written off.

Recommendation
That the submission be accepted but limited to shareholder-employees of close

companies where the close company has five or fewer natural persons whose voting
interests or market value interests exceed 50 percent.

Issue: Drafting of section 177A(1)(b)

Clause 78

Submission
(7 — Pricewater houseCoopers)

Section 177A(1)(b) is not well worded. The exclusion should reflect that the taxpayer
should not put their tax debt last, then decide that they in a difficult position and look
to the Inland Revenue Department for help.

Comment

The proposal in the submission is harsher than the current wording in the bill. For
example, a taxpayer owes Inland Revenue money and also has other debts some of
which relate to basic community standards, say, a fridge on hire purchase. If the
legislation provided that serious hardship did not include “financial difficulties that
arise solely because the taxpayer is obligated to pay tax” then the taxpayer's
obligations under the hire purchase agreement would not be taken into account, which
may result in the fridge being repossessed.

During the hearing of evidence concern was also expressed in relation to business
debts, in that taxpayers may pay suppliers ahead of Inland Revenue in order to
maintain their business. Officials acknowledge that this does happen but note that this
submission relates to the definition of serious hardship, which applies to natural

11



persons and at the Commissioner’s discretion to principal shareholders. To determine
whether taxpayers are facing serious hardship, their total financial position should be
considered and each taxpayer considered on a case-by-case basis.

Recommendation

That the submission be declined.

Issue: Definition of “serious hardship” and expensive education

Submission
(9W— National Council of Women of New Zealand (Inc.))

An additiona circumstance should be included where the provision of expensive
education for the taxpayer or their dependents should not be a consideration when
determining if serious financia difficulties would arise if tax liabilities were met.

Comment

Officials consider that expensive education would be excluded under paragraph
(b)(iv) of the “serious hardship” definition, which states “the taxpayer is unable to
afford goods or services that are expensive or of a high quality or standard according
to norma community standards’.

The definition of “serious hardship” gives the Commissioner flexibility to consider
the specific circumstances of the taxpayer. For example, if the taxpayer had a child
who is hearing impaired and who required special schooling then the cost of that
schooling would be considered appropriate under the definition.

The administrative guidelines will provide more guidance on thisissue.
Recommendation

That the submission be declined.

Issue: Definition of “serious hardship”

Clause 78

Submission

(12 — Institute of Chartered Accountants of New Zealand)

Child support and other non-discretionary obligations should be taken into account in
determining resources available to repay debt.

12



The effect on a family (as opposed to just the taxpayer) should be explicitly
considered.

It will be difficult to define and measure “normal community standards”.
Consistency committees should be set up to review Inland Revenue' s decisions.
Comment

In practice, the administrative guidelines will consider “child support and other non-
discretionary obligations” in determining the resources available to repay debt.

In relation to the submission that the effect on the family as opposed to just the
taxpayer should be considered, the definition of “serious hardship” generally applies
to the “taxpayer or their dependent”. “Dependent” has been defined in section
177A(2) as being “a person within one degree of relationship’. Officias are
concerned that this definition may be too narrow and recommend that the definition
be repealed and that whether a person is a taxpayer’s dependent be determined on a
case-by-case basis.

In relation to defining and measuring “normal community standards’, the legislation
provides a framework for Inland Revenue to consider how best to provide relief for
taxpayers in financia difficulties. Administrative guidelines are being proposed,
which will provide the necessary balance needed to ensure specific circumstances are
taken into account.

Inland Revenue will set up consistency committees.
Recommendation

That the submission be accepted in part in that the definition of “dependent” in
section 177A(2) be removed.

Issue: Serious hardship appliesonly to natural persons
Clause 78

Submission

(Matter raised by officials)

The legidation should be clarified to make it clear that only natural persons can suffer
serious hardship.

Comment
As the legidation is currently drafted, it could be argued that legal entities, for

example companies, partnerships or trusts, could suffer serious hardship. This was
never the intention of the legislation. Legal entities cannot suffer hardship. Officials

13



recommend that the legislation be clarified to provide that only natural persons can
suffer serious hardship.

Recommendation

That the submission be accepted.

14



INSTALMENT ARRANGEMENTS

Issue: Criteriafor declining to enter an instalment arrangement

Clause 78

Submission
(7 — PricewaterhouseCoopers, 9W — National Council of Women of New Zealand
(Inc.), 12 — Institute of Chartered Accountants of New Zealand)

Inland Revenue should not be able to decline requests to enter an instalment
arrangement if either:

. the taxpayer is requesting an instalment arrangement to stop the Commissioner
taking action to recover tax; or

. the taxpayer has previously made a request to enter into an instalment
arrangement and the request has been declined. (Pricewater houseCoopers)

While requests for instalment arrangements should not be used as a device in reducing
penalties, taxpayers should not be limited to only one application for an instalment
arrangement. Persona circumstances often change and it is reasonable for taxpayers
to be able to request instalment arrangements on more than one occasion. It may be
that a time period (say, within six months) be inserted if the Committee is concerned
that this clause will be abused. (National Council of Women of New Zealand (Inc.))

As the purpose is impossible to determine and being declined or not complying in the
past isirrelevant, the following three criteria should be removed:

. the purpose of the request for an instalment arrangement is simply to stop
recovery action;

. the taxpayer has not complied with a previous instalment arrangement; and

. the taxpayer has previousy made a request to enter an instalment arrangement
and the reguest has been declined. (Institute of Chartered Accountants of New
Zealand)

Comment

Section 177B(2) sets out the circumstances where the Commissioner may decline to
enter an instalment arrangement.

The fourth criterion is where “the taxpayer is requesting an instalment arrangement to
stop the Commissioner taking action to recover the outstanding tax”. The discussion
document Taxpayer compliance, standards and penalties: a review proposed that
when taxpayers contacted Inland Revenue seeking financia relief then Inland
Revenue would “suspend any late payment penalties and recovery action currently
underway”. In drafting the legislation officials overlooked the recommendation to
suspend recovery action. On reflection, officials consider that any recovery action
underway should continue. The administrative and compliance costs of suspending

15



the action would be great, and would outweigh any benefit of suspending the action.
As recovery action will not be suspended a taxpayer could not request an instalment
arrangement in order that recovery action be suspended. Officials therefore agree
with submissioners that this criterion should be removed.

In relation to the fifth criterion that “the taxpayer has not complied with a previous
instalment arrangement”, officials disagree with submissioners. We consider that
previous non-compliance is a good indicator as to whether a taxpayer will comply.
We aso note that al of the criteria for declining to enter an instalment arrangement
are discretionary. If, for example, the taxpayer had not complied with a previous
arrangement and that non-compliance was some time ago and the taxpayer had
complied with all of their other tax obligations, Inland Revenue would probably enter
an instalment arrangement. The administrative guidelines will provide more guidance
on thisissue.

The Institute of Chartered Accountants also recommended that the sixth criterion
where “the taxpayer has previously made a request to enter an instalment arrangement
and the request has been declined” be removed. Officids agree with the
submissioner. Officials were concerned that taxpayers who had their requests for an
instalment arrangement declined could repeatedly request an instalment arrangement
in relation to the same debt. Officials consider that if the taxpayer asks for an
instalment arrangement in relation to the same debt and the taxpayer’s circumstances
have not materially changed then the reason given for declining the arrangement the
first time will remain relevant and the arrangement can be declined for that reason.

In relation to the submission from the National Council of Woman that taxpayers not
be limited to only one application for an instalment arrangement, officials agree. |If
the taxpayer requests relief, it is not granted, the taxpayer’ s circumstances worsen and
another request is made for relief, relief may be granted. As noted above, al of the
criteria are discretionary, alowing the taxpayer’s specific circumstances to be taken
into account.

It was never intended that the taxpayer could be a party only to one instalment
arrangement at atime. If the taxpayer had atax debt and entered an arrangement, and
then got into difficulties in relation to a new tax debt the taxpayer could request
financial relief in relation to that second debt. That relief could be in the form of
write-off, or the taxpayer may have their first arrangement varied to include the
second debt or the taxpayer and Inland Revenue could enter a second arrangement.
Aswith all of the taxpayer financial relief rules, the outcome will be determined on a
case-by-case basis taking the circumstances of the taxpayer into account.

Recommendation

That the submission be accepted in part in that paragraphs (d) and (f) of section
177B(2) be removed.

16



Issue: Renegotiation of instalment arrangements

Submission
(12 — Institute of Chartered Accountants of New Zealand)

The Institute agrees with the renegotiation of instalment arrangement proposals,
except for Inland Revenue's proposed power to decline an instalment arrangement
when a previous arrangement has not been adhered to.

Comment

Officials disagree with this submission. If the taxpayer has a past history of non-
compliance, officials consider that such behaviour could indicate that the taxpayer
would not comply with the requested arrangement. The power to decline to enter an
instalment arrangement is a discretion that alows the taxpayer's specific
circumstances to be taken into account.

For example, if the taxpayer’'s circumstances worsen, the taxpayer misses a few
instalments and the taxpayer then requests that the arrangement be renegotiated, a new
arrangement may be entered into. On the other hand, if the taxpayer did not notify
Inland Revenue for a year, say, renegotiation of the arrangement might be declined on
the basis that the previous arrangement was not complied with.

As noted previously, administrative guidelines will be issued on this matter and will
be publicly consulted on.

Recommendation
That the submission be declined and that Inland Revenue continue to look at the

taxpayer's past compliance when determining whether to enter an instalment
arrangement or not.

Issue: Use-of-money interest

Submission
(7 — PricewaterhouseCoopers, 12 — Institute of Chartered Accountants of New
Zealand)

During the course of an instalment arrangement either:

. no use-of-money interest; or

. a reduced level of use-of-money interest, equivalent to the secured mortgage
lending rate

should apply to the debt. (PricewaterhouseCoopers)

17



The legidlation should be amended so that no interest will apply. Imposing use-of-
money interest does not assist the recovery of more tax. (Institute of Chartered
Accountants of New Zealand)

Comment

Use-of-money interest compensates the recipient for not having the use of their
money. Rather than not charging use-of-money interest during the term of an
instalment arrangement, officials consider that a better approach, with very likely the
same outcome, is for Inland Revenue to determine the amount the taxpayer can afford
to repay, including use-of-money interest, and write off the balance. Charging use-of-
money interest provides taxpayers with an incentive to repay their debt as soon as
possible. This is specificaly important in cases where a taxpayer’s circumstances
change. It also enables taxpayers to see the consequences of delaying payment — the
interest they are incurring for not paying their tax on time.

Not charging use-of-money interest during the term of an instalment arrangement or
charging interest at a lower rate would encourage all taxpayers to contact Inland
Revenue stating that they cannot pay their debts on the due date and requesting to
enter instalment arrangements instead. The norm would become one of requesting an
instalment arrangement in the hope that use-of-money interest and penalties will not

apply.

In addition, not charging use-of-money interest undermines the policy underlying the
use-of-money interest rules, that is, that the Crown is not being compensated for not
having the use of its money.

Recommendation

That the submission be declined.

Issue: Taxpayersdefaulting on instalment arrangements
Clause 78

Submission

(Matter raised by officials)

If taxpayers default on instalment arrangements Inland Revenue may cancel the
instalment arrangement.

Comment
If taxpayers do not comply with their repayment obligations under instalment
arrangements, late payment penalties will be imposed. Officias are concerned that

taxpayers may enter instalment arrangements and not comply with their obligations,
and because the legidation does not alow Inland Revenue to renegotiate
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arrangements for a two-year period, the department has entered an arrangement that
cannot be overturned.

Officials therefore recommend that if a taxpayer is not adhering to the arrangement
Inland Revenue should have the power to cancel the arrangement and take the
necessary action to recover the outstanding debt. The administrative guidelines will
set out how this proposal will work in practice.

This provision is in no way aimed at providing Inland Revenue with the opportunity
to renegotiate instalment arrangements within the two-year time period. It is designed
to ensure that where ataxpayer is not adhering to an arrangement, action can be taken
to recover the outstanding tax. If a taxpayer’'s financial situation worsens, the
taxpayer always has the option of renegotiating their arrangement with Inland
Revenue.

Recommendation

That the submission be accepted.

Issue: Bankruptcy/liquidation of taxpayers who are party to an
instalment arrangement

Clause 78

Submission
(Matter raised by officials)

The legidation should state that if a taxpayer who is a party to an instalment
arrangement is bankrupted or liquidated, the amount outstanding under the
arrangement and any other amounts outstanding are included in the department’s
proof of debt.

Comment

Officials consider that the legidation should clearly state that if the taxpayer is
bankrupted or liquidated then any proof of debt should be for the entire amount owing
to Inland Revenue, including any amount subject to an instalment arrangement.
Officials are concerned that if an amount is subject to an instalment arrangement and
the taxpayer is complying with the arrangement there may be an opportunity for the
amount owing under the arrangement to be omitted form the proof of debt. This was
never the intention of the legislation and officials recommend that the legislation be
clarified to ensure that the proof of debt isfor the entire amount owing.

Recommendation

That the submission be accepted.
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WRITE-OFF

Issue: Ratefor extinguishing tax losses

Submission
(9W — National Council of Women of New Zealand (Inc))

In subclause (4) the extinguishing of a taxpayer’s net loss should be at the taxpayer’s
margina tax rate, not 33 percent. If the taxpayer were to use the tax loss against
current taxable income it would start at 19.5 percent, not 33 percent. The use of tax
losses against outstanding tax is advantageous to taxpayers not just for financial
reasons but for physiological [sic] reasons in that it lessens the financial pressure felt
by owing Inland Revenue, which can be greater than owing other people.

Comment

The point being made is understandable. However, we have opted to use a simple rate
which will generally either be accurate or taxpayer-friendly.

Recommendation

That the submission be declined.

Issue: Section 177C(4)

Clause 78

Submission

(Matter raised by officials)

The drafting in section 177C(4) is not clear.

Comment

Officials consider that the drafting in section 177C(4) isunclear. The section does not
set out clearly that the amount the taxpayer’s net loss should be reduced by is the
amount of the outstand