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Overview 

The Taxation (Annual Rates for 2026–27, FBT Simplification, Foreign Investment Funds, and 
Remedial Measures) Bill was introduced on 10 September 2026. The Bill commentary explains the 
proposed amendments and provides practical examples. 

Summary of proposals 
The main proposals in the Bill would: 

 set the annual rates of income tax for the 2026–27 tax year  

 simplify how fringe benefit tax applies to motor vehicles 

 improve the foreign investment fund rules 

 amend the financial arrangements rules to lower compliance costs and cashflow uncertainty 
for taxpayers with financial arrangements denominated in foreign currencies, particularly 
migrants 

 update the thin capitalisation rules for foreign-owned banking groups 

 make several changes to the Research and Development Tax Incentive to improve its 
administration, cashflow support, and value for money 

 modernise the non-resident contractors’ tax rules to reduce withholding and compliance costs 
while maintaining protection of the New Zealand tax base 

 make changes to approved issuer levy regime 

 amend tax settings for taxable not-for-profits  

 amend the student loan arrest-at-border offence provision for overseas-based borrowers 

 clarify that Inland Revenue has authority to use automated decision-making for tax and social 
policy administration purposes 

 introduce two targeted simplification measures for cryptoassets 

 zero-rate supplies of surplus electricity exported to the grid from residential premises 

 grant overseas donee status to six New Zealand charities and remove one organisation  

 make other policy and remedial amendments. 

The Bill proposes amendments to the following Acts: 

 Income Tax Act 2007 
 Goods and Services Tax Act 1985 
 Tax Administration Act 1994 
 KiwiSaver Act 2006  
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 Student Loan Scheme Act 2011 
 Child Support Act 1991 
 Taxation (Budget Measures) Act 2026 
 Gaming Duties Act 1971. 

The Bill would make consequential amendments to the following Acts: 

 Bills of Exchange Act 1908 
 Charities Act 2005 
 Education and Training Act 2020 
 Joint Family Homes Act 1964 
 Property (Relationships) Act 1976 
 Telecommunications Act 2001 
 Te Ture Whenua Maori Act 
 Trans-Tasman Mutual Recognition Act 1997 
 Westpac New Zealand Act 2006 
 Westpac New Zealand Act 2011. 

The Bill would repeal the Stamp and Cheque Duties Act 1971 and replace it with a new Approved 
Issuer Levy Act. 

The Bill would repeal the following Inland Revenue Acts, which are spent: 

 Estate and Gift Duties Act 1968 
 Estate Duty Abolition Act 1993 
 Estate Duty Repeal Act 1999 
 Stamp Duty Abolition Act 1999. 
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Annual rates for 2026−27 tax year  
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Annual setting of income tax rates 

Clause 3 

Summary of proposed amendment  
The Bill sets the annual income tax rates that would apply for the 2026−27 tax year. These would 
be set at the same rates currently specified in schedule 1 of the Income Tax Act 2007. 

Effective date  
The proposed amendment would be effective for the 2026−27 tax year.  
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Fringe benefit tax – motor vehicle rules 
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Overview 

The Bill proposes to simplify the way fringe benefit tax (FBT) applies to motor vehicles by removing 
the existing rules and implementing a “category approach” to calculate the amount of FBT payable 
on employer-provided motor vehicles. It also proposes updating various parts of the FBT motor 
vehicle rules, with the main change introducing valuation rates for hybrid and electric vehicles. 

Current law 
Unless otherwise specified, the focus of this section of the Bill commentary is on the FBT rules 
relating to employer-provided motor vehicles. FBT is a tax on non-cash benefits provided by an 
employer to an employee, in connection with their employment. In essence, FBT attempts to tax 
the value of any non-cash benefits received by employees from their employer as if they were cash. 
FBT generally applies only for employers that provide benefits to their employees. Sole traders and 
partnerships are not subject to FBT but instead make private use adjustments. Any rules relating to 
sole traders and partnerships are unchanged.   

Fringe benefit tax and motor vehicles  

A fringe benefit arises when an employer provides a motor vehicle to an employee and that vehicle 
is made available for their private use. For FBT purposes, a “motor vehicle” has the same meaning 
as in the Land Transport Act 1998, but it does not include any vehicle that weighs more than 
3,500 kg. This means that the definition covers vehicles such as cars and motorcycles, along with 
most four-wheel drives, vans and light trucks. If vehicles are provided for private use over this 
weight limit, the employer must use the unclassified benefit rules. 

An employee does not have to actually use the vehicle for there to be a fringe benefit. Under 
current law, if a motor vehicle is made available for private use on a particular day, then FBT will 
apply for that entire day. 

Exemptions 
The FBT rules have some exclusions for certain vehicles or scenarios. These broadly are:  

 Work-related vehicle exemption (section CX 38): FBT will not apply if a vehicle meets the 
definition specified in the Income Tax Act 2007 (ITA).1 However, the exemption will cease to 
apply on any day the vehicle is available for private use that is outside the permitted private 
use. 

 
1 A full explanation of this exemption can be found in IS 17/07: FRINGE BENEFIT TAX – MOTOR VEHICLES 

https://www.taxtechnical.ird.govt.nz/-/media/project/ir/tt/pdfs/interpretation-statements/is%201707.pdf?modified=20200316215933&modified=20200316215933
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 Emergency call exemption (section CX 34): FBT will not apply for the whole day if an 
employee attends a “call-out”. However, an employee on standby for a call-out (but does not 
attend) will not qualify for the exemption. 

 Business travel exemption (section RD 30): FBT will not apply when an employee is away from 
home with a vehicle for at least 24 hours, if the employee is required to use a vehicle in the 
performance of their duties and is required to be regularly away from home. 

Calculating FBT on motor vehicles 

An employer can calculate FBT on motor vehicles based on either cost price or tax value. Cost price 
refers to the price paid for the vehicle and includes any initial costs for getting the vehicle on the 
road. The tax value of a motor vehicle is the original cost price less total accumulated depreciation 
of the vehicle.2 The taxable value of a motor vehicle for FBT purposes is outlined in Schedule 5 of 
the ITA. This value differs depending on whether the employer has claimed Investment Boost in 
respect of the vehicle or not. 

There are specific formulae in section RD 29 for calculating the value of the fringe benefit. Under 
these formulae, the number of days when the vehicle was not available for private use, was used 
for a business trip or emergency call, or was a work-related vehicle will be subtracted when 
determining the amount of fringe benefit.3 

Background and policy rationale 
FBT was originally introduced to bolster the pay-as-you-earn (PAYE) system by ensuring that 
remuneration from employment is taxed, regardless of whether it is paid in cash or provided by 
way of a non-cash benefit.  

Complex rules 

Since its introduction in 1985, FBT has become increasingly complex and imposes a high 
administrative and compliance burden. This has been reflected in public feedback, which raised 
problems with its design, enforcement and operation. FBT was subject to a regulatory stewardship 
review in 2022 that concluded FBT does not function well, is poorly complied with, and any intuitive 
connection FBT had with remuneration has been lost in many instances. 

 
2 Under the tax value method, the benefit is valued at a higher rate initially but reduces in value as the car depreciates 
over a number of years. 
3 Some compliance costs can be mitigated by utilising mechanisms such as the three-month test period (which allows 
you to record exemptions a vehicle qualifies for over a three-month period rather than its whole life) and use this as a 
basis for calculating FBT. 
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Reimagining FBT 

Inland Revenue released an issues paper “Fringe benefit tax – options for change” in April 2025, 
which included the motor vehicle proposals. The purpose of the officials’ issues paper was to 
review how FBT is assessed now, highlight current issues with FBT, and outline concepts for how a 
reimagined FBT regime could work that is less complex, less prone to being misunderstood and 
more targeted to the benefit being received and the remuneration substituted. Then as announced 
as part of Budget 2026, the Government decided to proceed with the proposed changes to FBT on 
motor vehicles. 
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Introducing a category approach 

Clauses 6, 11, 18, 19, 21 to 25, 117 to 126, 129(5), (6), (12), (15), 16), (23), (30), (36), and 
(48), and 134 

Summary of proposed amendment  

The proposed amendments would implement a “category approach” to calculate the amount of 
FBT payable on employer-provided vehicles. 

Effective date  
The proposed amendments would take effect from 1 April 2027.  

The branding requirements under the category approach would only apply for vehicles purchased 
or leased after the introduction of this Bill, to save compliance costs required with branding 
existing non-branded vehicles.  

Background  
FBT is currently based on employers counting the days a vehicle is available for an employee’s 
private use. This proposal would remove counting days and instead require employers to select a 
category (based on the private use of the vehicle) and use that rate when calculating their FBT 
liability.  

Close enough is good enough 

The current FBT regime relating to motor vehicles attempts to get as close as possible to the actual 
availability of a motor vehicle to an employee for private use. This has resulted in increased 
compliance costs in getting to that precise “correct” amount. 

The following proposed changes are based on a “close enough is good enough” approach. This 
approach is based on getting near enough to an approximation of the benefit, recognising the 
inherent difficulties in determining the exact value of the benefit of a motor vehicle. This may result 
in over- and under-taxation, but it should eliminate the compliance costs around determining the 
“correct” amount of a benefit. The intention is that the new proposed category approach would be 
a largely set and forget regime, that has rules that are easy and intuitive to understand and comply 
with. Employers would be able to know the value of motor vehicle benefits at the start of each FBT 
period, with adjustments only required for purchases and disposals during the period, unless there 
is a material change in use of the motor vehicle.  
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Key features  

Category approach 

This amendment would replace the existing FBT rules that relate to calculating the amount of FBT 
payable on employer-provided vehicles, with a “category approach”. Under this approach, an 
employer can select a category upfront when providing a vehicle to an employee based on the 
expected private use of the vehicle. This generates a rate to use when calculating their FBT liability. 
This simplifies the calculation to:  

Category rate x Schedule 5 amount. 

This would then be multiplied by the relevant rate of FBT applied by the employer to calculate the 
FBT payable. 

These categories are explained in the table below and would feature in proposed new Part B of 
Schedule 5 of the ITA. 

Table 1: Categories of vehicle use for FBT purposes 

Category  Conditions for use of motor 
vehicle 

Requirements for 
motor vehicle 

Percentage of 
private use 

1 – Motor 
vehicle used 
mainly for 
private use 

(default 
category) 

 
 100% 

2 – Motor 
vehicle used 
mainly for 

business use 
with partial 
private use 

(a) The motor vehicle is used 
mainly for business use; and 
(b) private use is permitted— 

o on an employee’s 
rostered day off work, 
or during their annual 
or statutory leave; and 

o for travel between 
home and work. 

The motor vehicle 
must be a branded 
vehicle, unless it is 
owned, rented or 
leased by an employer 
that is not a widely-
held company and is 
carrying on a farming 
or agricultural 
business. 

35% 

3 – Motor 
vehicle used 
mainly for 

business use on 
farmland 

(a) The motor vehicle is mainly 
used for business use in a 
farming or agricultural business 
that is carried out mainly on 
farmland by an employee who 
is— 

The motor vehicle 
must be owned or 
leased by an employer 
carrying on a farming 
or agricultural 
business. 

35% 
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Category  Conditions for use of motor 
vehicle 

Requirements for 
motor vehicle 

Percentage of 
private use 

o a shareholder-
employee, if the 
employer is a company; 
or 

o a beneficiary of a trust, 
if the employer is a 
trust; and 

(b) private use is permitted— 
o when the employee is 

not required to work; 
and 

o for travel between 
home and work. 

4 – Motor 
vehicle used 
mainly for 

business use 
with minor 
private use 

(a) The motor vehicle is used 
mainly for business use; and 
(b) private use is permitted 
only for employee’s travel 
between home and work. 

The motor vehicle 
must be a branded 
vehicle. 

20% 

5 – Motor 
vehicle used for 

business use 

(a) The motor vehicle is used 
mainly for business use; and 
(b) private use of the vehicle is 
permitted only for travel 
between home and work if 
work is a project of limited 
duration, or requires travel to 
multiple work sites. 

The motor vehicle 
must be a branded 
vehicle. 

0% 

6 – Pool car 
with no private 

use 

The motor vehicle must be 
used exclusively for business 
use. 

 0% 

In the above table, travel to multiple work sites means travel between two or more work sites and 
includes travel to different locations within the same worksite. 

For guidance on selecting a category and the restrictions that apply to each category, see the 
flowchart and the table at the end of the “Motor vehicle categories overview” section.  
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Detailed analysis – selection of categories  

Private use of motor vehicle and selecting a category  

Proposed new section RD 28B provides that the table in proposed new Part B of Schedule 5 of the 
ITA must be used to select a vehicle category when an employer makes a motor vehicle4 available 
for the employee’s private use.  

Employers would need to consider the expected private use of the vehicle when selecting a 
category, most importantly whether the vehicle is mainly used for private use or business use. Any 
incidental use is ignored when determining the vehicles’ category. These terms are described 
below. If no category is selected, category 1 would be the default category.  

Employers would only need to revisit their category if the expected private use changes materially. 
This would be a change that is likely to affect the classification of the vehicle. For example, if the 
vehicle is being used regularly for private use (more than just incidental use) when this previously 
was not the case. This change would apply from the first day of the next quarter.  

Business vs private use 

A key distinction in the proposed category approach is the requirement to determine what is 
business and private use of a vehicle.  

The categories use the existing definition of “business use” (section YA 1 of the ITA), which “for a 
motor vehicle and for a person, means travel undertaken by the vehicle wholly and exclusively in 
deriving the person’s income”. An example of this could be that the vehicle is used for delivering 
the services of the employer (to visit clients, projects or for transporting goods, equipment or 
people to worksites).  

Private use for a motor vehicle is defined in section CX 36, which includes:  

 travel between home and work, and 
 any other travel that confers a private benefit on the employee (excluding incidental use).  

One of the main indicators that a vehicle is mainly used for private use is that the vehicle is not 
required to carry out an employee’s employment duties. In some cases, the private use of the 
vehicle has no or limited restrictions, and the vehicle might be factored into the employee’s 
remuneration agreement.  

 

 
4 Motor vehicle has the existing meaning in section YA 1 of the ITA for FBT purposes. Unless otherwise specified, all 
references to vehicle are references to motor vehicle. 
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Travel between home and work is currently considered to be private use for FBT purposes, and 
under the proposed category approach this would still be the case, however, under some 
categories this home to work travel is permitted private use. For example, category 4 permits 
certain private use being commuting from home to work where “work” is the same worksite.  

Travel between home and work is not business use, it remains private use but is permitted private 
use within the particular category (rather than being counted as business use). Permitted private 
use is not considered when determining whether a vehicle is used “mainly for business use”.  

Example 1: Business use 

Lisel is the chief financial officer for Von Trapp Industries Limited (VTI). VTI provides Lisel with 
a vehicle for her to travel around the various branches of VTI and for her full private use. Lisel 
travels to other branches once a week. Other staff are able to use Lisel’s vehicle when she is 
not using it for business or private purposes, which they do on most days to travel to other 
branches, suppliers and client premises. Lisel has calculated the business use of the vehicle is 
around 40% of the total use.  

Marta is the tax accountant for VTI. Lisel tells Marta that if she includes her home to work 
travel, which is really business use getting her to work every day, as business travel this would 
categorise the vehicle as mainly for business use and then the vehicle may fit within category 
2. 

Marta tells Lisel that home to work travel is considered private travel for the purposes of 
determining the category the vehicle falls within. Also, Lisel has unrestricted private use that 
is more than incidental use during the week, so this would be a category 1 vehicle. 

What is considered “mainly”? 

Another key distinction in the proposed new rules is whether a vehicle is “mainly” for business use. 
Under a “close enough is good enough” approach, perfection is not expected, however, 
reasonableness is. Classifying a vehicle that is clearly a “perk” vehicle that is almost exclusively used 
for the private use of an employee as any other category would not be seen as a “close enough is 
good enough” attempt to classify a vehicle and would be unlikely to meet a reasonable care 
standard. 

In most cases, determining whether a vehicle is mainly used for business should be straight forward 
because it should be clear whether a vehicle is used extensively for business use or whether it is a 
private vehicle being occasionally used for business use. Employers should consider how integral 
the vehicle is to the operation of the business. 

However, in limited circumstances there may be vehicles where it is not clear whether they are 
“mainly” used for business use. Again the “close enough is good enough” principle should apply 
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and this would rely on reasonableness. How reasonable is it to classify a vehicle as mainly used for 
business purposes?  

As a general guide, the term “mainly” would usually mean the “predominate” use of the vehicle, 
which will suggest more than 50% of the use of the vehicle is related to business purposes (noting 
from above that business use does not include home to work travel). However, ultimately 
determination of “mainly” depends on context. 

In the context of FBT and motor vehicles, when there are only two uses – private and business – a 
meaning of more than 50% would make more sense when interpreting the term "mainly". This is 
the way we would expect this to be used. 

Example 2: Tool of trade 

Maria is a draftsperson for VTI. She spends most of her day in the VTI offices drafting using 
the CAD programs and tools in the office. Once a week she travels out to client premises to 
take measurements and photos for use in the drafting process. 

VTI has a spare vehicle that has been used as a pool car for staff as required. However, Georg 
the owner of VTI decides that because the business can only afford moderate pay increases 
this year that Maria can now use the vehicle to facilitate those visits and for certain limited 
private use. This vehicle is permanently branded with VTI’s logo. 

The vehicle can be used by Maria for home to work travel and other private use on 
weekends. When it is in the office it can be used by other employees for business use. 

Marta, the tax accountant of VTI, is told of the change of use of the vehicle and then 
considers whether the vehicle is “mainly” used for business purposes. Marta considers that 
the test for “mainly” used in the business means more than 50% of the time the vehicle is 
used for business purposes. 

When looking at the facts objectively, Marta considers this vehicle is “mainly” for business 
use: 

 during the week no private use is permitted other than home to work travel and 
incidental use, and 

 the vehicle is always primarily available for business use during the week as a pool car for 
other staff to use for business purposes. 

Marta then applies the appropriate category, which would be category 2 given the allowable 
private use on the weekends. 
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Example 3: Idle tires 

Brigitta is a plumber for Von Trapp Plumbing Limited (a wholly owned subsidiary of VTI). She 
has been given an electric powered van to attend client jobs. This van contains a stock of 
spare parts, tools and, on occasion, is used to transport other employees to jobs. 

As part of her work Brigitta visits a multitude of clients but at times she will be put on a job 
for a longer period of time. On these longer projects her van is parked up at the worksite and 
only occasionally used to get parts or tools because these are generally all located at the 
worksite. 

Brigitta tells Marta that she will be located at this worksite for three months because her 
employment agreement requires her to inform Marta about any changes in use of the 
vehicle. Marta considers whether this vehicle is still used “mainly” for business purposes. 

She concludes the vehicle is still “mainly” for business use. Being on site, even unused, does 
not detract from the fact the vehicle could be used at any time for business purposes. 

Incidental use ignored for determining vehicle category 

Under current rules, incidental use is interpreted extremely strictly, meaning that a one-off use of a 
vehicle is likely to give rise to an FBT liability for the employer, even when this is not clearly viewed 
as the provision of a “benefit”. Employers are required to monitor their vehicle fleets for every 
minor use to determine whether vehicles are available for private use, even though this is not the 
case on most days. 

To attempt to deal with these issues and target the FBT regime at the remuneration aspects of the 
provision of vehicles, this Bill proposes a revised concept of incidental use. Under this revised 
concept, incidental use is ignored when determining which category the vehicle should be in. 

The proposed new definition in section CX 36 provides that incidental travel is ignored when 
considering private use and means travel that is:  

 minor, and secondary to travel between home and work, or 
 infrequent, of short duration, for a limited purpose, and not a substitution for remuneration. 
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Example 4: Moving day 

Smashton Squash Limited (Smashton) is a company that operates public squash courts 
around the Waikato region. As part of its business, it has a van used to carry equipment from 
site to site. This vehicle is not used privately by any employees, and it is housed at the 
company headquarters overnight. 

Ashton is an employee of Smashton. Ashton is moving flat next weekend and needs a van to 
help move his furniture. He asks his boss Kaitlyn if he could use the work van to help move 
his furniture. 

This is an infrequent use of the vehicle for a limited private purpose so this use would not in 
itself alter the category of the vehicle, nor would the use otherwise be subject to FBT. 

Multiple work sites 

Travel to multiple work sites would also be defined within Schedule 5 as meaning travel between 
two or more work sites and would include travel to different locations within the same work site for 
the purpose of providing goods or services. This definition is intended to be used to measure the 
extent the vehicle is used for business rather than private purposes and is the main difference 
between category 4 and 5.  

This would likely capture use of vehicles that are true work vehicles moving from site to site or job 
to job, such as a tradespersons’ van. It would also capture vehicles used on a single work site that 
are integral to the business operation, for example, a vehicle used on a large land area such as a 
forestry block or roading site.  

This definition would also include vehicles that are used within a project of limited duration,5 which 
may be a single work site spanning a large area for a limited time. 

Example 5: Plumber’s van 

Mario and Luigi are the proud owners of the Mario Brothers Plumbing Company Limited. 
They both have a van to carry around equipment, spares, and plumbing supplies for 
installation on jobs. Mario and Luigi both use the vans to travel from home to the first job of 
the day and return home after the last job of the day. 

On occasion, Mario and Luigi will be working on projects that span a number of days, and 
potentially weeks, at the same property. 

 
5 Projects of limited duration are defined in the ITA in section CW 16B. 
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The vehicles are only occasionally used for private travel, these occasions would fall within 
the incidental use definition. Mario and Luigi approach Browser Books Limited, an accounting 
firm, for advice on whether these vehicles would be subject to FBT. 

Browser’s conclusion is that these vehicles are used at “multiple workplaces” notwithstanding 
at times they may be at the same premises for an extended period. Over the year they are 
used at multiple workplaces, and those extended use cases are temporary, and clearly part of 
a business that is operated at multiple sites, in the scheme of the year.  

Branding requirements  
 

Cat 1 Cat 2 Cat 3 Cat 4 Cat 5 Cat 6 

Branding required*  🗶🗶 🗸🗸** 🗶🗶 🗸🗸 🗸🗸 🗶🗶 

*Unless the business obtains a branding exemption. 

** There is a general exemption for farming businesses that are not operated by a widely-held company. 

Branding is an important and necessary integrity measure for employer-provided motor vehicles. 
This would be a requirement for categories 2, 4, and 5. 

Definition of branded vehicle  

Proposed new section CX 36B introduces a definition of branded vehicle. To meet this definition, 
the motor vehicle must have prominently and permanently on its exterior, the form of identification 
that the employer (or when the employer rents/leases/hires the vehicle, the vehicle provider) 
regularly uses in carrying on their undertaking or activity.  

The purpose of the branding requirement for vehicles is to discourage employees from using 
company vehicles outside their permitted private use. This is because employees are generally less 
likely to use a branded vehicle for private use because doing so could bring the employer into 
disrepute or make non-compliance with FBT requirements more visible (for example, a company 
ute seen towing a jet ski at a boat ramp).  

Exemptions from branding 

However, for some categories branding might not always be appropriate or have the same 
deterrent effect, such as for pool cars, certain “emergency vehicles” and certain farm vehicles. For 
this reason, the Bill proposes a branding exemption (under proposed new section RD 28B) for all 
vehicles owned or leased by employers that carry on a farming business that are not a widely-held 
company.  
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For other situations when branding might not be suitable, the Bill proposes a new exemption 
process (proposed new section RD 28B), which would allow the employer to apply to the 
Commissioner to exempt particular vehicles from the requirement to permanently affix the 
employer’s signage to the vehicle in some cases. The branding requirement can be waived for an 
employer, class of employers, or a class of vehicles, when branding is not appropriate because of:  

 the sensitive nature of the employer’s business or the employee’s role in the business, or 
 the nature of the vehicle’s operation. 

Vehicles owned prior to introduction of Bill may not require branding  

Vehicles that are not currently branded (because they are fully subject to FBT or were previously 
unable to meet the work-related vehicle requirements) may be able to now use the category 
approach. To avoid compliance costs of having to brand these vehicles, new section RD 28B 
provides that vehicles purchased prior to the introduction of this Bill do not need to meet the new 
branding requirements. Vehicles purchased after that date will need to meet the new requirements 
to fit within a category. 

Detailed analysis – exemptions  

Removal of work-related vehicle exemption, emergency call exemption and business 
travel exemption 

The Bill proposes removing the work-related vehicle exemption, the emergency call exemption and 
business travel exemption. These exemptions would no longer be required under the category 
approach because the use would be more clearly incorporated under the categories. These 
exemptions were poorly understood by taxpayers, resulting in non-compliance. If someone has a 
vehicle that meets the physical requirements to be a work-related vehicle, it is often assumed that 
the vehicle is always exempt from FBT, however, this is not the case. The work-related vehicle 
exemption only applies to days when no private use is permitted (other than home to work travel). 

Removing these exemptions should also save the compliance costs involved with tracking the use 
of these vehicles, which is required to ensure the exemption applies for the right days.  

FBT weight limit increased from 3,500 kgs to 6,000 kgs 

The Bill would retain the exclusion for vehicles over a certain weight to remove heavy-duty vehicles 
from the FBT regime. However, the Bill proposes increasing the current limit from 3,500 kgs to 
6,000 kgs. This reflects the increasing weight of vehicles, particularly electric vehicles, which are 
heavier. 
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FBT on-premise exemption retained 

The general FBT on-premise exemption would be retained under the category approach. For some 
motor vehicles, the exemption may be redundant because the new definition of “incidental use” is 
likely to ignore much of the use of the vehicle that would be considered exempt under the on-
premises exemption. Notwithstanding, there would be no changes made to the on-premises 
exemption.  

Emergency vehicles exempt from category approach 

These amendments would introduce a new exemption for emergency vehicles. This would exempt 
a vehicle that is mainly used to provide emergency services and:  

 is operated by any of the following: 
o an ambulance service (including air ambulance services) 
o the New Zealand Police  
o Fire and Emergency New Zealand 
o the New Zealand Defence Force 
o a local authority that is required by section 64 of the Civil Defence Emergency 

Management Act 2002 to provide civil defence emergency management 
o a volunteer organisation that has a service level agreement with the New Zealand 

Government for the provision of emergency services, and 
 is either a branded vehicle, or is fitted with flashing lights, or both, unless the nature of the 

emergency services being carried out requires the vehicle not to display branding or flashing 
lights. 
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Motor vehicle categories overview  

Category 1 – full private use (default category) 
The key features of category 1 are:  

Feature Category 1 

Inclusion rate 100% 

Private use Unlimited private use permitted or private use with limited restrictions 

Business use Limited business use 

Branding Not required 

The first category should be the easiest for taxpayers to identify. This category would apply to 
vehicles available to the employee for full, unrestricted private use. The employee may use the 
vehicle for any private purpose, at any time, notwithstanding that it may also be used for business 
purposes.  

This would include private use on weekends, while the employee is on leave, and at any time 
during the working week, including travel between home and work and other private journeys. 
There are generally few restrictions on who may drive the vehicle (for example, the employee’s 
partner may also be permitted to drive it). 

Generally, the provision of this type of vehicle will form part of the employee’s remuneration 
package, although this will not always be the case or indicative that the vehicle must fall into this 
category. The vehicle is more likely to be what an average person would consider a car rather than 
a specialised work vehicle, and it is unlikely to be branded with the employer’s logo. But if a vehicle 
is branded but used for unfettered private use the vehicle would still fall within category 1. When 
determining whether a vehicle is mainly for private use, the fact that other employees have access 
to the vehicle or not during business hours would be ignored. 

Under the proposals, full FBT would apply to this category of vehicle. The value of the vehicle 
would be calculated using the new rates applicable to the vehicle’s fuel type, and the resulting 
value would be subject to FBT. No adjustment would be required for days when the vehicle is 
unavailable or away on business because the vehicle rates have already been discounted to reflect 
this. 

This category would be the default category (as per proposed section RD 28C) for vehicles that do 
not fall clearly within categories 2 to 6.  
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Example 6: Slick Rick 

Slick Rick is the sales manager for La Di da Di Records Limited (LDD), which specialises in 
vinyl reissues of classic hip hop albums. He is the sales manager for the lower North Island 
and services clients from Napier through to Wellington. LDD provides Slick Rick with a late 
model BMW to visit customer sites. Slick Rick is also permitted to use the vehicle privately 
with no restrictions. 

The vehicle is branded in LDD’s trademark purple and lime green colours and has a small 
logo on the door.  

Slick Rick’s employment contract has the provision of a motor vehicle for Slick’s private use, 
and this is included as part of his remuneration package. 

LDD would categorise this vehicle as a category 1 vehicle. It is irrelevant that the vehicle is 
also a branded vehicle. 

 

Example 7: Sparky Marky Limited 

Sparky Marky Limited (Sparky) is an electrical company owned by Mark Sparks. Sparky has 
four employees including Mark who is a shareholder–employee. Sparky provides all its 
employees with double cab utes to allow them to travel to worksites and carry equipment 
and spares. 

The vehicles are branded with magnetic signs that Mark tells the employees to remove when 
they are using the vehicle for private use. These vehicles are not reflected in the remuneration 
package for the workers because Mark has considered these just a “perk” of the job. 

Under the current FBT regime, Sparky has incorrectly treated these vehicles as work-related 
vehicles and not subject to FBT despite the private use of the vehicles and the lack of 
permanent signage. 

Under the proposed rules, given the vehicles are able to be used 24/7 for private use and 
they are not sufficiently branded, these vehicles would be subject to FBT as category 1 
vehicles.  

The new categories ignore the type of vehicle provided and focus on the use of the vehicle 
and because these vehicles have no restrictions on private use they would fall within category 
1. 
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Category 2 – partial private use 
The key features of category 2 are:  

Feature Category 2 

Inclusion rate 35% 

Private use Private use limited to rostered days off, public holidays and/or statutory leave 
days as well as commuting to and from work. 

Business use Mainly used for business use 

Branding Required except for farming and agriculture businesses that are not widely 
held or if an exemption is obtained 

Vehicles falling within category 2 would be subject to FBT at 35% of the full rate. This recognises 
that the vehicle has some private use, but that its primary use is for business purposes. 

This category would allow for private use during rostered days off, public holidays, and/or statutory 
leave, as well as travel to and from work. In most cases, vehicles in category 2 must be branded (in 
accordance with the new requirements explained above). 

These vehicles are used during the working week as a business tool to deliver the employer’s 
services to customers, with only limited private use (travel from home to work) when the vehicle is 
not being used for that purpose. 

Incidental use is ignored for the purposes of determining whether a vehicle falls within this 
category, and it does not matter whether the vehicle is used across multiple locations or at a single 
location. We expect a significant number of vehicles to fall into this category. These are vehicles for 
which employers are currently required to count days and return FBT based on those day counts. 
Under the proposed approach, counting days will no longer be required because the reduced rate 
already reflects this pattern of use. 
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Example 8: Catseye Maintenance Limited 

Catseye Maintenance Limited is a company that maintains cats eyes on the highways in the 
Hawke’s Bay area. It has 20 employees and 10 of them have been given utes to use for work 
purposes.  

Chalyce is one such employee who has been given a ute. She uses this on workdays for the 
provision of services by Catseye but the company allows Chalyce to use the vehicle on the 
weekends and public holidays. She is not permitted to use the vehicle during days she is on 
annual leave because the vehicle is required to be used in the business by other employees. 

No private use is permitted during rostered days on, other than incidental use and travel 
between home and work, and the vehicle is branded with the Catseye logo. One week, 
Chalyce used the ute on a workday to move flats in Napier. 

Catseye is checking what category this vehicle should be classed in. It would not fall into 
category 1 because the vehicle is not permitted to be used for private use (other than 
incidental private use and travel between home and work) during a workday. However, the 
vehicle is available for private use on the weekends. The one-off incidental use of the vehicle 
to move flats should be ignored in assessing the category the vehicle should fall into. In 
addition, the vehicle is branded, so the vehicle would fall into category 2 and be subject to 
FBT at 35% inclusion rate.  

Again, the compliance costs of counting days and completing logbooks has been eliminated 
with a “set and forget” approach (unless there is a material change in use). The category also 
does not change when the vehicle is used by other employees while Chalyce is on leave. 
Close enough is good enough, and because Chalyce is the main user of the vehicle, the 
vehicle can be allocated to her for the whole year (unless her use of the vehicle materially 
changes). 

Comparison to current FBT rules: 

Under the existing rules, Catseye generally pays FBT each Friday, Saturday and Sunday for the 
vehicle provided to Chalyce. In a typical quarter, Catseye is paying FBT in relation to 36 days. 
This is equivalent to a 40% inclusion rate (36 days / 90 days). Under category 2, the inclusion 
rate would only be 35% and there would no longer be the compliance costs of requiring 
Chalyce to complete and return a logbook. 
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Category 3 – limited private use farm vehicles 
The key features of category 3 are:  

Feature Category 3 

Inclusion rate 35% 

Private use Private use limited to when not working, public holidays and/or statutory 
leave days as well as commuting to and from work. 

Business use Mainly used for business use on farmland in a farming or agricultural business  

Vehicle used by   a shareholder-employee (if the employer is a company), or 
 a beneficiary of the trust (if the employer is a trust).  

Branding Not Required 

This category is similar to category 2, however it recognises that for some farming situations the 
categories would materially increase the amount of FBT payable by shareholder–employees of 
farming or agricultural businesses, despite the vehicles being subject to limited private use. For 
example, owner-operator farmers may not have specific non‑rostered days and are effectively 
always working (or on call), even though vehicles may be used for private purposes. 

For most farming employees and larger farming businesses, category 2 should encompass most 
situations or be covered by the remaining categories. However, category 3 is specifically designed 
for shareholder-employees and employees that are beneficiaries of a trust running the 
farming/agricultural business. Under this category, the vehicle is mainly used for business purposes 
in the operation of the farm, but it may be used for private purposes at any other time. The 
permitted private use is not restricted to weekends or similar periods. 

This category also requires the vehicle to be used on “farmland”, which is already defined in the 
Income Tax Act 2007 and means: 

 “land that—  

(a) is being worked in the farming or agricultural business of the land’s owner:  

(b) because of its area and nature, is capable of being worked as a farming or 
agricultural business.” 

Category 3 would not apply to lifestyle or small farming blocks. This is because the vehicle must be 
used to support commercial farming operations, and it must be used mainly for that purpose. 
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Shareholder–employees who have minimal private use of a vehicle may continue to use a logbook 
under section CX 17. The non-FBT rules relating to sole traders, partnerships or other arrangements 
and their use of business vehicles for private use remain unchanged.  

Vehicles in this category would not be required to be branded. The purpose of branding is to deter 
unauthorised private use by making such use visible to the public and potentially reputationally 
damaging to the employer. In the context of small farming operations, this deterrent effect is 
significantly weaker because members of the public are less likely to recognise the business or 
consider private use inappropriate. For this same reason, there would be a general exemption 
(applicable for other vehicle categories) from branding for farming businesses that are not widely-
held companies under proposed new section RD 28B(3).  

Example 9: Farmer Francine 

Francine is a dairy farmer in the ‘naki. She has around 600 cows on the property, which is 
owned by Free-Range Francine Limited (FRF). Francine is a shareholder-employee of FRF and 
she has four employees who live off-site. Her and her partner Thomas, who is a reluctant 
farmer, live on the property. 

For the farming operations, they have a number of vehicles, most of which stay on the farm 
and are exclusively used on the property. They also provide their employees with utes to help 
them do work around the farm and take products to market, etc. Francine also has a ute that 
is used on the farm and an SUV. The employees’ vehicles are branded with the logo of FRF to 
promote their free-range products. Francine’s ute and SUV are not branded with the farm 
logo. The SUV is used for some business purposes including transporting staff and picking up 
supplies from time-to-time.  

The employees are permitted to use the farm vehicles on weekends and public holidays but 
not on statutory leave days when the vehicles are required to remain with the farm for use by 
other employees.  

Francine and Thomas are able to use both their vehicles for private use at any time they are 
not required on the farm. 

Francine looks to classify the company vehicles for FBT purposes and comes to the following, 
correct, conclusions: 

 Vehicles only used on the farm (other than incidental use) – category 6: These vehicles are 
used exclusively for business purposes and not for private use. They do not need to be 
branded and would have FBT calculated at 0%. Any use on the farm that might be private 
use would fall within the on-premises exemption. For example, if an employee takes a ute 
home at lunchtime, if their home is on the farm.  
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 Utes provided to employees – category 2: These vehicles are used mainly for business 
purposes with some partial private use on the weekends and public holidays. They are 
branded. These vehicles would be subject to FBT calculated at the 35% inclusion rate. 

 Ute used by Francine – category 3: The vehicle is owned by a company in the business of 
farming. It is used mainly to support farming operations, is used by a shareholder–
employee of the company and is not branded. FBT would be calculated at the 35% 
inclusion rate. 

 SUV used by Francine and reluctant farmer Thomas – category 1: Although the vehicle is 
owned by a company in the business of farming, the vehicle is not mainly used for 
business to support the farming operations on farmland. While it is occasionally used for 
a business purpose it is mainly used for private purposes with no restrictions on the 
private use of the vehicle. FBT would be calculated at 100%. FRF cannot currently opt out 
of FBT under section CX 17 because benefits are provided to employees. 

Category 4 – minor private use vehicles  
The key features of category 4 are:  

Feature Category 4 

Inclusion rate 20% 

Private use Home to work travel permitted to a single workplace 

Business use Mainly used for business use. 

Branding Required 

This category is designed to recognise the benefit an employee receives by having an employer 
providing them with regular transport from home to work using a work vehicle. 

This category would apply when the employer allows an employee to take a company vehicle 
home each night. No other private use of the vehicle is permitted (other than incidental travel).  

Although other means of transportation to and from work are specifically excluded from the FBT 
rules (such as the existing exemptions for public transport and bike/scooters), there is no such 
exemption for the provision of a motor vehicle and therefore this category recognises the benefit 
an employee receives through the reduction in the costs of commuting. 

Example 10: Wally’s Wheels 

Wally’s Wheels Limited (WWL) is a motor vehicle dealer specialising in 1970s muscle cars. He 
has a car lot based in Christchurch and has about 20 cars on the lot at any given time. He also 
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has three company-owned vehicles that are business assets rather than trading stock and are 
permanently on the lot. He allows his staff members to take those vehicles home each night. 

The vehicles are cars of a similar type that WWL sells, and Wally has sign written the vehicles 
to advertise WWL to the public. The only private use (other than incidental use) that Wally 
allows his staff to undertake with the vehicles is home-to-work travel. During the day, the 
vehicle can be used by other employees to pick up parts and deliver vehicles to customers. 

Wally wants to know how FBT might apply to the vehicles. 

These vehicles would fall within category 4 and be subject to FBT at 20%. The only private use 
of the vehicle is home to work travel to the same workplace. 

Category 5 – minor private use vehicles  
The key features of category 5 are:  

Feature Category 5 

Inclusion rate 0% 

Private use Home to work travel permitted when work requires travel: 
 between home and work, if work is a project of limited duration  
 to multiple work sites.  

Business use Vehicle for business use 

Branding Required 

This category is designed to capture those vehicles used as true “tool of trade” work vehicles, such 
as a tradesperson’s van, or a vehicle that transports staff around various worksites, but allows for 
no other private use outside of home to work travel. In these cases, the employee may be more 
likely to be considered “on work” when they leave home because they are travelling directly to a 
customer site or otherwise have more itinerant work arrangements. 

This category differs from category 4 in that the employee works across multiple work sites, and 
not just the same work site. This recognises that the vehicle is a true work tool used to transport 
people from job to job or work site to work site. 

The key to this category is there is no other private use (other than incidental use) other than home 
to work travel and that work is undertaken across multiple work sites. 
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Example 11: Iris the itinerant worker6 

Iris works as a community nurse covering a region in a rural area. Their employer supplies 
them with a car to carry out their role. Each day Iris travels from their home direct to their 
patients’ homes, continuing from one patient’s home to another, and then returning to their 
own home in the evening.  

Iris’s patient list changes as patients recover and no longer require care. Iris visits the regional 
hospital only to pick up medical supplies as needed, about once a fortnight. Iris’s shift begins 
from the time they leave home and ends at the time they return home. The vehicle is 
permanently branded with the regional healthcare providers logo. 

Iris’s vehicle would fall within category 5 and have inclusion rate of 0% because the only 
potential private use is home to work travel and incidental use, Iris works across multiple 
workplaces and does not use the vehicle for any other private use. 

Category 6 – no private use vehicles  
The key features of category 6 are:  

Feature Category 6 

Inclusion rate 0% 

Private use No private use other than incidental use 

Business use Exclusive business use 

Branding Not Required 

This category is designed to capture vehicles used exclusively for work that may or may not be 
branded (pool vehicles). Vehicles must not be assigned to a single employee and are usually 
housed at the workplace, although on occasion an employee may take home a vehicle to get to an 
early meeting or if it is more convenient than travelling to the office to pick up a vehicle. 

These vehicles include pool cars available for employees to travel to clients and back to the office 
during the day. For example, an insurance company has a pool of vehicles available for assessors to 
inspect damaged property or vehicles and come back to the office. 

Branding would not be required because some entities might not brand their vehicles for safety 
reasons, for example, some government departments or banks. 

 
6 This example is derived from Example 2 in Interpretation Statement 25/02 – FBT travel between home and work. 

https://www.taxtechnical.ird.govt.nz/-/media/project/ir/tt/pdfs/interpretation-statements/2025/is-25-02.pdf?modified=20250114221403
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Example 12: Bazza Bank 

Bazza Bank is a bank with its head office located in a large city. Bazza Bank maintains a pool 
of EVs at its head office for employees to use to visit local branches and customers across the 
city. The EVs are not assigned to one employee, and regional managers, branch support staff 
(for example, human resources), and internal audit teams can book and use the cars to travel 
to and from branches when needed. Bazza Bank does not brand its EVs to protect the safety 
of its staff. Sometimes, employees who have booked a pool car will use the car to get lunch 
on the way back to the office. On occasion a staff member will take a vehicle home the night 
prior to an early morning appointment or one that is closer to the employee’s residence than 
the office. 

Bazza Bank wants to understand how FBT applies to its pool EVs. Because the pool cars are 
not available for private use (other than incidental use such as purchasing lunch on the way 
to or from a branch, or for infrequent home to work travel), and are not assigned to one 
employee, they would fall within category 6 at 0%. 
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Materials to assist category choice 

 

 

* Note incidental use is ignored when selecting a category.  

 

This table provides further guidance on the differences between categories: 
 

Cat 1 Cat 2 Cat 3 Cat 4 Cat 5 Cat 6 

Private use allowed on non-workdays  🗸🗸 🗸🗸 🗸🗸 🗶🗶 🗶🗶 🗶🗶 

Mainly for business use  🗶🗶  🗸🗸 🗸🗸 🗸🗸  🗸🗸 🗸🗸 

Regular commuting permitted  🗸🗸 🗸🗸 🗸🗸 🗸🗸 🗸🗸 🗶🗶 

Branding required*  🗶🗶 🗸🗸** 🗶🗶 🗸🗸 🗸🗸 🗶🗶 

Incidental use permitted  🗸🗸 All categories  

*Unless the business obtains a branding exemption. 

** There is a general exemption for farming businesses that are not operated by a widely-held company. 
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Other proposed changes 

Clauses 20 and 129(30)(c) 

Summary of proposed amendments 
The Bill proposes changes to: 

 clarify that the provision of rental cars or campervans to staff by a company in the business of 
renting vehicles would be treated as unclassified benefits, and  

 simplify section CX 17 of the Income Tax Act 2007 (Benefits provided to employees who are 
shareholders or investors). 

 Effective date 
The proposed amendments would take effect from 1 April 2027. 

Detailed analysis 

Companies in business of renting vehicles 

For companies in the business of renting motor vehicles, the amendments would also clarify how 
to treat provision of those vehicles to staff. For those employees allocated vehicles as part of their 
duties, the proposed category approach should suffice. However, when a company provides a 
vehicle for short-term use, similar to the provision of services to the public, using the proposed 
categories is likely to over-tax the benefit provided. The classic examples are companies that 
provide rental cars or campervans to the public. Previously, the FBT rules worked well for these 
types of rentals because companies would count the days the vehicle was “available for private 
use”, albeit with high compliance costs of monitoring that use if the vehicles were under the weight 
limit for vehicles to be subject to FBT under the motor vehicles category. 

Those vehicles, such as campervans, that previously would have been subject to treatment as an 
unclassified benefit because of the lower weight limit, may no longer receive that treatment 
because of the increased weight limit of 6,000 kg, which makes the issue larger. 

To avoid this, the proposed amendments remove rental vehicles used in a business that hires 
vehicles to the public from the definition of motor vehicle for the purposes of the FBT rules. This 
means that the provision of such vehicles would be treated as unclassified benefits. The benefit 
would be the difference between the market value of a similar rental (in terms of type of vehicles, 
rental period and other conditions) and the amount paid by the employee for the use of the 
vehicle. This would be the same treatment for vehicles that exceeded the weight limit currently. 
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This treatment would seem to give a better outcome no matter what the weight of the vehicle but 
only when the business of the employer is the rental of such vehicles. Such a rule would only apply 
to the rental stock and not vehicles used within the business. 

Benefits provided to employers who are shareholders or investors (section CX 17 
adjustment) 

The Bill proposes simplification amendments to section CX 17. This would allow close companies to 
elect to use the motor vehicle expenditure rules in subpart DE if the only benefits being provided 
are unclassified benefits and no more than two motor vehicles. This provides an alternative to the 
FBT rules. 
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Valuation of vehicles 

Clauses 134 and 195 

Summary of proposed amendment  
The Bill proposes changes to the valuation of vehicles for FBT purposes:  

 Introducing an optional valuation basis for vehicles depending on fuel type. 
 Introducing a review of the rates every four years based on external sources (such as data from 

the New Zealand Automobile Association (AA) and the Ministry of Business, Innovation, and 
Employment (MBIE) fuel watch data). 

Effective date  
The proposed amendments would take effect from 1 April 2027. 

Background  
The valuation rates include:  

 a new rate for hybrid vehicles,7 and  
 a new rate for electric vehicles.  

The proposed rates for hybrid and electric vehicles are based on the AA costs of operating a 
vehicle and MBIE fuel watch information. The rates for hybrid and electric also build in a discount 
of 12.5% discount to reflect an allowance for the vehicles being out of commission from time to 
time as part of regular maintenance, break downs, away on work travel, etc. This methodology 
would be used going forward through the proposed four-yearly review of the rates.  

Key features  

Updated valuation rates 

The proposed amendments introduce new rates for hybrid and electric vehicles in proposed new 
Part A of Schedule 5 of the Income Tax Act 2007 for calculating the value of a motor vehicle for FBT 
purposes (based on the cost price of the vehicle). 

  

 
7 Hybrid vehicles could be hybrid petrol or hybrid diesel. 
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Cost price basis Tax value basis  

Quarter Tax or income 
year 

New investment asset 
deduction claimed under 

section DI 5 

No new investment asset 
deduction claimed 

Motor vehicle 
type 

  
Quarter Tax or income 

year 
Quarter Tax or income 

year 

Petrol or diesel 5% of cost 20% of cost 10.35% of tax 
value 

41.4% of tax 
value 

9% of tax 
value 

36% of tax value 

Hybrid 
(including plug-
in) 

4.9% of cost 19.6% of cost 10.13% of tax 
value 

40.52% of tax 
value 

8.53% of tax 
value 

34.12% of tax 
value 

Electric 4.25% of cost 17% of cost 8.75% of tax 
value 

35% of tax value 7.44% of tax 
value 

29.76% of tax 
value 

Rates to be reviewed every four years 

Proposed new section 90C of the Tax Administration Act 1994 introduces a requirement that the 
Commissioner must review and determine the rates in proposed new Part A of Schedule 5 once 
every four years. The provision specifies that the review must take into account the most recent 
vehicle running cost report from AA and the fuel watch statistics from MBIE.  
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Guide to amendments  

Table 2: Guide to FBT amendments included in the Bill 

Clause  Section 
amended 

Section heading What it does 

Income Tax Act 2007 

6 CD 39 
Calculation of amount of 
dividend when property made 
available 

Updates references 

11 CW 16B 
Accommodation expenditure: 
out-of-town secondments and 
projects 

Cross-reference to Schedule 5, Part B 

18 CX 6 Private use of motor vehicle 
Replaces section CX 6 with new 
approach 

19 CX 8 
Private use of motor vehicle: use 
by more than 1 employee 

Repeals section CX 8 

20 CX 17 
Benefits provided to employees 
who are shareholders or 
investors 

Updates to CX 17 

21 CX 19E* Emergency vehicles New exemption 

22 CX 34 Meaning of emergency call Repeals section CX 34 

23 CX 36 Meaning of private use 
Definition of private use and incidental 
use 

24 CX 36B* Meaning of branded vehicle Meaning of branded vehicle 

25 CX 38 Meaning of work-related vehicle Repeals section CX 38 

117 RD 25 FBT rules and their application Consequential changes 

118 RD 28 
Private use of motor vehicle: 
calculation methods 

Updates and changes references to 
“valuation” 
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Clause  Section 
amended 

Section heading What it does 

119 RD 28B* 
Requirement for motor vehicles 
to be branded 

Requirement for branding and 
exemption  

note this requirement will not apply for 
vehicles purchased/leased/rented before 
introduction of the Bill 

120 RD 28C* 
Private use of motor vehicle: 
percentage of private use 

Implements category approach and how 
the changes work 

121 RD 29 
Private use of motor vehicle: 
formulas 

Updates FBT formula 

122 RD 30 
Private use of motor vehicle: 24-
hour period 

Repeals section RD 30 

123 RD 31 Motor vehicle test period Repeals section RD 31 

124 RD 32 Replacement motor vehicles Repeals section RD 32 

125 RD 56 
Private use of motor vehicle: 
when schedular value not used 

Updates references 

126 RD 57 
Private use of motor vehicle: 
when schedular value used 

Updates references 

129 YA 1 Definitions 

(5) Inserts branded vehicle (links to 
sections CX 36B and CX 19E) 

(6) removes definition of car for FBT 

(12) repeals day 

(15) repeals emergency call 

(16) inserts emergency vehicle (links 
section CX 19E) 

(23) inserts incidental travel (links 
section CX 36(2)) 

(30) amends motor vehicle 

(36) amends private use 

(48) repeals work-related vehicle 
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Clause  Section 
amended 

Section heading What it does 

134 Sch 5 
Fringe benefit values for motor 
vehicles 

Updates references 

(3), (4) Replaces clause 1: Part A – 
Valuation methods  

(6) Replaces clause 10: updates formulas  

(9) Includes Part B – Categories table 

Tax Administration Act 1994 

195 90C 
Determination on rates used in 
vehicle valuation amounts 

New four-year review and determination 
provision to set valuation amounts 

* New sections introduced. 
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Foreign investment funds  
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Expand access to revenue account method 

Clauses 66, 67(1), (4), (5), (6), and (7), 68, 69(1), (6), (7), and (8), 71, 72, 129(18), (19), (20), 
(39), (40), and (50) 

Summary of proposed amendment  
The proposed amendment would expand access to the revenue account method (RAM) for unlisted 
foreign shares held by New Zealand resident natural persons. It would also allow any New Zealand 
resident natural person subject to concurrent taxation in another jurisdiction to use the extended 
RAM for all their foreign shares.  

Effective date  
The proposed amendment would take effect on 1 April 2026 for the 2026–27 and later income 
years. 

Background  
The foreign investment fund (FIF) rules address the tax-driven incentive to invest offshore rather 
than in domestic companies. Generally, they do so by taxing foreign shares at 5% of the value of 
those shares at the beginning of the year or the change in value of the shares during the year plus 
any dividends received (although there are other methods). If the shares are unable to be easily 
valued, the 5% can be based on an adjusted cost value. 

The FIF rules deem income to arise independent of any cash receipt, so the resulting tax liability 
can be difficult to finance, particularly if the shares cannot be sold. This is particularly an issue for 
migrants who come to New Zealand with existing investments in unlisted shares because they must 
then obtain an expensive valuation of these assets. These issues are especially challenging for start-
up companies. 

Further, double taxation can occur because of the FIF rules taxing unrealised income. If a person is 
subject to tax in another country on gains from the sale of their shares, it is possible that neither 
the foreign tax on sale nor the tax calculated under the FIF rules are creditable against each other. 
This is particularly an issue for United States (US) citizens and Green Card holders who remain 
subject to US tax on worldwide income even when they are tax residents elsewhere. 
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The Taxation (Annual Rates for 2025–26, Compliance Simplification, and Remedial Measures) Act 
2026 introduced the RAM and extended RAM as targeted relief to lower the tax barriers for 
migrants and returning New Zealanders. The RAM taxes qualifying FIF interests on a realisation 
basis with a 30% discount on gains from sale. 

However, these liquidity and double taxation challenges are not limited to migrants and returning 
New Zealanders. The proposed amendment would expand access to the RAM to other New 
Zealand taxpayers who face the same issues. 

Key features  
All natural persons and eligible trustees would be able to use the RAM, irrespective of when they 
arrived in New Zealand. The choice to use the RAM would be subject to a five-year consistency rule 
to prevent the switching of methods to gain a timing advantage.  

Access to the extended RAM would also no longer require the person to have arrived in New 
Zealand on or after 1 April 2024. The requirement to be subject to concurrent taxation in another 
jurisdiction due to citizenship or a right to work there would remain. 

Detailed analysis  

Access widened to all New Zealanders 

Access to the RAM would be widened to all natural persons or eligible trustees, irrespective of 
when they arrived in New Zealand. This puts access to the RAM on the same footing as other FIF 
calculation methods in respect of unlisted shares. 

Ability to opt in and opt out of RAM 

Currently, taxpayers who wish to use the RAM must elect to do so at the first opportunity. The 
proposed amendment would allow taxpayers to move in and out of the RAM with more flexibility. 

If a person has an interest that is eligible for the RAM, they can opt into the RAM for the first time 
at any time. However, after electing into the RAM, a five-year consistency rule would apply. The 
person would be required to use the RAM for five consecutive income years before opting out 
again. Likewise, to opt back into the RAM, they must have not used the RAM for five consecutive 
income years. This consistency rule seeks to balance flexibility for taxpayers while preventing 
frequent switching of methods to gain a timing advantage. 
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Example 13: Life-long New Zealand resident elects into RAM 

Hakki has lived in New Zealand his whole life and holds a number of unlisted foreign shares 
in a start-up. Previously, he has used the cost method to calculate his annual tax liability 
under the FIF rules.  

His shares in the start-up cannot easily be sold, so Hakki can use the RAM for them. Hakki 
now elects to apply the RAM for all his unlisted foreign shares from 1 April 2026.  

After seven years, Hakki elects to opt out of the RAM from 1 April 2033. He is now unable to 
opt back into the RAM for five consecutive years (that is, until 1 April 2038). 

 

Example 14: Person arrived in New Zealand before 1 April 2024 

Saria arrived in New Zealand on 1 December 2017. She holds 100 shares in an unlisted 
foreign company. Because she arrived before 1 April 2024, she was unable to apply the RAM 
under the current rules and instead chose to apply the cost method. 

Under the proposed change, she would be able to apply the RAM to her unlisted foreign 
shares. 

Access to extended RAM 

Like the widening of access to the RAM, access to the extended RAM would no longer be limited to 
those who arrived in New Zealand on or after 1 April 2024. All natural persons or eligible trustees 
who are liable to concurrent taxation in another jurisdiction based on their citizenship or right to 
work there would be able to access the extended RAM for all their foreign share holdings (listed 
and unlisted). 

Example 15: New Zealand and US dual citizen elects into extended RAM 

Connie was born in the US but has lived in New Zealand since 2006. She holds both US and 
New Zealand citizenship. By virtue of her US citizenship, she is liable to tax in the US on her 
worldwide income. 

Connie has a small portfolio of foreign shares, a mix of both listed and unlisted shares. 
Because she has lived in New Zealand since 2006, she was unable to apply the extended RAM 
to her foreign share portfolio under the original rules. 

Because the requirement to arrive in New Zealand on or after 1 April 2024 is being removed, 
Connie can now choose to apply the extended RAM to her whole foreign share portfolio 
from 1 April 2026. 
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Ongoing access to extended RAM for certain transferred interests 

When a person acquires a FIF interest from someone who applies the extended RAM to that 
interest, they may choose to continue applying the extended RAM to that interest, even if they 
would not otherwise be eligible to use the extended RAM. 

Calculation of accruals/accruals exclude time as non-resident or transitional resident 

When calculating the amount of tax payable under the RAM, the person can use a time-based 
apportionment calculation if the market value of the shares cannot be determined other than by 
independent valuation, and the person chooses not to get one. To use the time-based 
apportionment formula, the person must consider the FIF period. The FIF period is used to 
determine the proportion of the gain subject to the RAM. It counts the number of days that the 
RAM applied to the interest. The FIF period ends on the day of disposal. 

The proposed amendment would ensure that the FIF period excludes any time during which the 
person is either a transitional resident or treated as non-resident under a double tax agreement. 
This is because for the duration of either of these circumstances, New Zealand does not tax a 
person’s foreign income. It would therefore be inappropriate for days as a non-resident or 
transitional resident to count towards the tax payable under the RAM. 

Example 16: Calculation of accruals under time-based apportionment method 

Ibrahim acquires some shares on 15 June 2017 for NZ$100,000. He moves to New Zealand on 
23 August 2025 and becomes a transitional resident, which expires on 31 August 2029. Once 
his transitional resident status expires, the FIF rules start to apply.  

Ibrahim chooses to apply the RAM. The value of the shares is not readily available, and 
Ibrahim chooses not to obtain an independent valuation. On 29 October 2031, he sells those 
shares for NZ$200,000.  

Ibrahim’s total gain on the sale of the shares is NZ$100,000. The total number of days he has 
owned the shares is 5,250 (15 June 2017 to 29 October 2031). The total number of days 
Ibrahim was a resident in New Zealand and applying the RAM, not including days spent as a 
transitional resident, is 789 (1 September 2029 to 29 October 2031). This is the FIF period. 
The total amount of the gain attributable to New Zealand is therefore:  

(net gain ($100,000) ÷ total ownership period (5,250) x FIF period (789)) x 0.7 = 
$10,520. 
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Lift de minimis threshold 

Clauses 9, 35, 73, and 74 

Summary of proposed amendment  
The proposed amendment would lift the foreign investment fund (FIF) de minimis threshold from 
$50,000 to $100,000. 

Effective date  
The proposed amendment would take effect on 1 April 2026 for the 2026–27 and later income 
years. 

Background  
Currently, taxpayers with foreign shares that have a cost of less than $50,000 do not have to apply 
the FIF rules, owing to the FIF de minimis threshold. This reduces compliance costs for smaller-scale 
investors. The FIF de minimis threshold was last set in 2000. Since then, inflation has eroded the 
real value of this threshold, resulting in a greater proportion of investors being required to apply 
the FIF rules than was originally intended. Investors can still choose to apply the FIF rules, if they 
wish. 

Key features  
The proposed amendment increases the FIF de minimis threshold to $100,000. This would fully 
account for consumers price index inflation since the year 2000, restoring the real value of the 
threshold and reducing the number of small investors required to apply the FIF rules.  

Transitional rule for four-year look-back tests 

The current law includes rules for when FIF income and losses arise. For natural persons and eligible 
trustees, these rules look back at whether in one of the preceding four income years, the person 
has declared FIF income from FIF interests with a total cost of $50,000 or less (the current de 
minimis threshold). If they have, then they have FIF income, notwithstanding the de minimis 
threshold. This ensures that the person cannot choose whether to apply the FIF rules from year to 
year to minimise their tax. Instead, any decision to apply the FIF rules for shareholdings under the 
de minimis will result in the FIF rules applying for four years. 



September 2026 

Page 49 of 277 
 

 

The proposed increase in the de minimis threshold to $100,000 requires changing these look-back 
tests. This would be done so that the taxpayer considers the de minimis threshold that would have 
applied for the relevant tax year to ensure the person does not unintentionally fall into the FIF 
rules. This means that for the 2025–26 and earlier income years, the relevant total cost would be 
$50,000 or less, and for later years it would be $100,000 or less.  

Example 17: Look-back rule considers de minimis threshold for each applicable year 

Keesha is filing her tax return for the 2027–28 income year. Keesha held FIF interests with a 
total cost of $75,000 in the 2023–24 income year. At that time, the de minimis threshold was 
$50,000, so Keesha applied the FIF rules. Because the look-back rule considers each of the 
four preceding income years, it includes the 2023–24 income year. The rule can be triggered 
by any one of these four years. 

Since the 2023–24 income year, Keesha’s FIF interests have been below the de minimis 
threshold, and she has not chosen to apply the FIF rules to them. 

Because Keesha only applied the FIF rules in 2023–24 because her FIF interests exceeded 
$50,000 (and has not chosen to apply them in any subsequent years), she can still choose 
whether to apply the FIF rules in the 2027–28 income year. 
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Expand access to attributable FIF income method 

Clause 67(2) 

Summary of proposed amendment  
The proposed amendment would ensure that active investors can access the attributable FIF 
income (AFI) method when their ownership interest falls below 10%.  

Effective date  
The proposed amendment would take effect on 1 April 2026 for the 2026–27 and later income 
years. 

Background  
Some taxpayers with an interest of 10% or more in a foreign investment fund (FIF) can use the AFI 
method. This involves complex calculations based on the controlled foreign company (CFC) rules 
and means that in many cases only dividends are taxed. These taxpayers typically have a more 
active role in their investment, so taxing these holdings on a similar basis to CFCs is appropriate 
because these are also non-portfolio investments. 

However, sometimes founders or other early active investors can lose access to the AFI method as 
their ownership share dilutes below 10% during business expansion. 

The revenue account method (RAM) only partly addresses the concerns of this group because they 
would still be taxed on any gains that have accrued when they dispose of their interests. It is 
possible that without the proposed amendment, people with skills and capital (such as 
entrepreneurs) may leave New Zealand when their business grows and they can no longer use the 
AFI method. 

Key features  
The amendment proposes a targeted expansion of the AFI method so that an active investor who 
held at least a 10% interest in the FIF in the year before the application date could continue to use 
this method in the future, even if their interest has fallen below 10%. This is provided they continue 
to meet the following conditions: 

 the taxpayer has either used the AFI method in the previous accounting period or would have 
been eligible to do so if their FIF interest had been subject to the FIF rules 
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 for the entire accounting period, the taxpayer is either a director or employee of the FIF, or of a 
company in the same group as the FIF, or a trustee of a trust where the settlor or beneficiary is 
a relevant director or employee, and 

 the taxpayer wishes to use the AFI method. 

Detailed analysis  
The proposed amendment would allow more active investors to continue to access the AFI method 
for their eligible FIF interest, even if their interest has fallen below 10%. Because the AFI method 
taxes a FIF interest similarly to an investment in a CFC, this means that often only actual dividends 
received are taxable. In the case of startups, this may mean there is no taxable income from the 
investment. As such, the amendment would provide certain guardrails to ensure the proposed 
expansion of access to the AFI method is only accessible with ongoing active participation in the 
business. 

Use of AFI method in previous accounting period 

The proposed amendment would address the issue of existing AFI method users losing access to 
the method when their ownership interest is diluted as a result of business growth. It would allow 
taxpayers already using the AFI method to continue using it if their ownership interest falls below 
10%.  

Eligibility when FIF rules have not previously been applied 

A taxpayer may have been unable to apply the AFI method despite having had a 10% or greater 
ownership interest because they were not required to apply the FIF rules at that time. This would 
mean that when their shareholding fell below 10%, they were still unable to apply the AFI method, 
despite continuing to play an active role in the business. 

This can arise when a taxpayer is eligible for an exemption from the FIF rules in the prior year, the 
taxpayer moves to New Zealand (or reaches the end of their transitional residence period) so was 
not previously subject to the FIF rules, or a taxpayer’s ownership interest falls below 10% in the year 
the company becomes a FIF for the first time. 

The proposed amendment would expand access to the AFI method to these taxpayers.  

Requirement to be actively involved 

The AFI method taxes a FIF in a manner similar to an active investment in a CFC. Accordingly, the 
amendment would require the taxpayer to have an active role in the business to continue accessing 
the AFI method if their ownership interest falls below 10%. The taxpayer would need to be either a 
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director or an employee of the business, or of a company in the same group. They could also be a 
trustee of a trust where the settlor or beneficiary of that trust is a person who is a director or 
employee of the business (extending the amendment to directors and employees who hold their 
shareholding through a trust). The taxpayer would also be required to hold one of these active 
roles for the entire relevant accounting period. This integrity rule would ensure that otherwise 
passive investors cannot take advantage of the AFI method with a very low ownership interest.  

Income interest treated as 10% or more 

In practice, the proposed amendment would treat an ownership interest below 10% as an 
ownership interest of 10% or more if all the other conditions to use the AFI are met.  

Example 18: Eligibility to continue using AFI method when ownership falls below 10% 

Elizabeth was an early investor and key employee of a technology startup. She initially held a 
20% ownership interest in the company, which is also a FIF. She met the requirements to use 
the AFI method and elected to use it. Over time, the startup has taken on new investors, and 
her ownership interest has fallen to 9% in the 2026–27 income year.  

Ordinarily, this would mean Elizabeth can no longer use the AFI method. However, the 
proposed amendment means that because Elizabeth used the AFI method last year (2025–
26), and continues to be an employee of the FIF, she can continue to use this method in 
2026–27, despite her ownership interest falling below 10%. 

She would be eligible to use the AFI method in future income years, despite her ownership 
interest being below 10%, for as long as she meets all other requirements and has used the 
AFI method in the preceding year.  

 

Example 19: Using AFI method after FIF exemption 

Ken holds an ownership interest of 15% in a start-up that is eligible for a 10-year FIF 
exemption. He is also an employee of the start-up. During this time, he does not have to 
apply the FIF rules. In the year following the end of the exemption, his ownership stake falls 
below 10%. Under the current law, Ken would then have to apply the FIF rules to his interest. 

The proposed amendment would mean that provided he continued to hold an active role 
(such as being an employee) and had access to the required information to complete the 
relevant calculations, Ken would be able to apply the AFI method going forward. This is 
because in the previous year, if it were not for the 10-year FIF exemption, he would have met 
the ownership and information requirements to be eligible to use the AFI method on this FIF 
interest. 
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Example 20: Applying AFI method as new arrival to New Zealand 

In the 2026–27 income year Jasper, a New Zealander, lived overseas. He held a 12% interest 
in Technology Incorporated, a foreign company. He is also a director of this company.  

Jasper returned to New Zealand on 1 April 2027, so the 2027–28 income year is his first in 
New Zealand since returning. He is not eligible for the transitional residence tax exemption 
because he was not away for 10 or more years. Jasper’s ownership interest in Technology 
Incorporated falls to 7% for the 2027–28 income year. He can apply the AFI method because 
if he had been in New Zealand the previous year, he would have been eligible for the AFI 
method due to his 12% ownership stake that year. 

Provided he maintains an active role in Technology Incorporated and has access to the 
information required to complete the relevant calculations, Jasper can continue to use the AFI 
method, even if his shareholding dilutes further. 

 

Example 21: Applying AFI method following end of transitional residence 

Lonnie is an executive of Super Semiconductors. He also holds a 10% interest in the 
company, which is a FIF. He now lives in New Zealand and is eligible for the transitional 
residence tax exemption for overseas passive income until 1 April 2028.  

This means the 2028–29 income year is the first year in which Lonnie’s overseas passive 
income is subject to tax in New Zealand. In the 2028–29 income year, Lonnie’s interest in 
Super Semiconductors falls to 8%. He would have been eligible to apply the AFI method 
when he held a 10% or greater ownership interest in the 2027–28 income year if not for the 
transitional residence tax exemption.  

As such, he can apply the AFI method to his 8% interest in the 2028–29 income year because 
he continues to play an active role in the business and has access to the required 
information. He can continue to apply the AFI method while those conditions continue to be 
met. 

 

Example 22: Applying AFI method in first year of holding FIF interest 

Ertie is an entrepreneur. In the 2026–27 income year he holds a 20% interest in his start-up, 
Harmonica Group. In the 2027–28 income year, Harmonica Group moves offshore to attract 
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further investment for growth. Because of this new investment, Ertie’s ownership interest 
dilutes to 5%. He is not eligible for any FIF exemptions. 

This also means that Ertie’s shareholding in Harmonica Group is a FIF and he is liable to pay 
tax under the FIF rules. In the previous year, he held a 10% or greater ownership interest and 
would have been able to apply the AFI method if his interest had been an attributing FIF, so 
he is able to apply the AFI method for the 2027–28 income year. 

Provided he maintains an active role in Harmonica Group and has access to the information 
required to complete the relevant calculations, Ertie can continue to use the AFI method, 
even if his shareholding dilutes further. 
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Modernise access to 10-year FIF exemption when listing 
overseas 

Clause 65 

Summary of proposed amendment  
The proposed amendment would ensure taxpayers can continue to access the 10-year foreign 
investment fund (FIF) exemption for New Zealand businesses acquired overseas in cases of 
corporate reorganisation. In particular, listing on a foreign stock exchange using a special purpose 
acquisition company (SPAC). 

Effective date  
The proposed amendment would take effect on 1 April 2026 for the 2026–27 and later income 
years. 

Background  
Currently, New Zealand shareholders may qualify for a 10-year exemption from the FIF rules when 
a New Zealand business is acquired by an overseas company that is a grey list company, provided 
certain requirements are met. A grey list company is resident and liable to tax in one of the 
specified grey list countries. This exemption is particularly relevant to founders and venture capital 
funds. This exemption requires that the shareholder acquired the shares before the shares were 
listed on a recognised exchange. It is intended that these investors would be able to continue to 
invest in the company after it has listed without losing the exemption. 

However, New Zealand shareholders are currently falling outside this exemption when the business 
lists on a United States (US) stock exchange due to a recent rise in popularity in listing using a 
SPAC. This process technically disrupts continuity of ownership of the shares despite no change in 
substance.  

This is because the SPAC is a new company first listed on a US stock exchange. The New Zealand 
business is then subsequently merged into the SPAC. This involves the cancellation of the shares in 
the New Zealand business and their replacement with shares in the SPAC. As a result, the New 
Zealand shareholders are treated as acquiring new shares in an already US-listed company, and so 
are ineligible for the 10-year exemption in respect of them. This can result in a large tax liability 
arising under the FIF rules when there may be no underlying income stream. 
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Key features  
The proposed change would re-align the exemption with its original intent. New Zealand 
shareholders in a grey list company owning a New Zealand business would be eligible for a 10-year 
FIF exemption, even in cases of corporate reorganisation as part of listing on a foreign stock 
exchange, provided all other requirements are met. 

Detailed analysis  

Corporate reorganisation 

The amendment would ensure that a corporate reorganisation does not prevent access to the 10-
year FIF exemption. In particular, listing on a foreign stock exchange using a SPAC structure.  

While it is the use of SPACs that has caused confusion under the current law, the proposed change 
would apply more broadly to ensure that other corporate reorganisations are also compatible with 
access to the 10-year FIF exemption. As such, a corporate reorganisation could also include share-
for-share exchanges, amalgamations, mergers and liquidations. 

Treatment based on original grey list company 

When a corporate reorganisation occurs, the proposed change would allow the New Zealand 
shareholder to act as if their FIF interest in the new grey list company is actually a FIF interest in the 
original (pre-listing) grey list company. 

Example 23: Overseas firm acquires New Zealand business and lists on overseas stock exchange 
using SPAC  

Lowrie holds a FIF interest in Gadget Group, a US company. This is because on 1 October 
2023 Gadget Group bought the New Zealand company in which Lowrie originally had shares. 
As part of this purchase, Lowrie acquired shares in Gadget Group. Lowrie currently benefits 
from the 10-year FIF exemption for New Zealand businesses acquired by an overseas grey list 
company. This began on 1 October 2023 and will run until 1 October 2033. 

Now in 2026, Gadget Group prepares to list on a US stock exchange. It has chosen to list by 
using a SPAC. 

To do this, a SPAC called Worldwide Widgets is created and floated on a stock exchange. 
Using the capital from this listing event, Worldwide Widgets acquires Gadget Group through 
a share-for-share exchange. Lowrie now holds shares in Worldwide Widgets rather than 
Gadget Group.  



September 2026 

Page 57 of 277 
 

 

The proposed changes would recognise Lowrie’s acquisition of shares in Worldwide Widgets 
to be a continuation of his ownership in Gadget Group. This means he would continue to 
benefit from the 10-year FIF exemption until 1 October 2033. 
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Exit tax for treaty non-residents 

Clause 69(2), (3), (4), and (9)  

Summary of proposed amendment  
The revenue account method (RAM) includes an exit tax that can apply when a person ceases to be 
a New Zealand tax resident and disposes of their interest within three years. The Bill would extend 
this treatment to apply to a New Zealand tax resident who begins to be treated under a double tax 
agreement as not resident in New Zealand. 

Effective date  
The proposed amendment would take effect on 1 April 2027. 

Background  
The RAM is a method for calculating FIF income that includes taxing gains and losses when the 
interest is disposed of. Since it was introduced in the Taxation (Annual Rates for 2025–26, 
Compliance Simplification, and Remedial Measures) Act 2026 the RAM has included an exit tax. 
This deems the disposal of all RAM interests immediately before a person became a tax non-
resident. Any tax liability arising from this deemed disposal is suspended and only becomes 
payable if the person actually disposes of these interests within three years of becoming tax non-
resident. If the person holds the interests for more than three years before disposing of them, then 
no New Zealand tax is payable under the deemed disposal. 

This is an integrity measure designed to prevent a person from being incentivised to become a tax 
non-resident shortly before they sell their RAM interests to avoid New Zealand tax on their sale 
proceeds. 

Instead of becoming a tax non-resident, a person can become tax resident in another country that 
New Zealand has a double tax agreement with and tie-break to that second country. In many 
instances this has the same New Zealand tax consequences as becoming a tax non-resident, 
including ceasing to be taxable in New Zealand on gains from selling foreign shares. However, it 
does not currently trigger a deemed disposal for the purpose of the RAM. 

Key features  
Section EX 56B of the Income Tax Act 2007 would be amended so that: 
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 a deemed disposal would occur if a person becomes treated under a double tax agreement as 
not resident in New Zealand (that is, tie-breaks out of New Zealand) 

 a person who tie-breaks out of New Zealand and disposes of the interest within three years 
would be liable for tax (assuming they do not tie-break back to New Zealand within the period) 

 a person who tie-breaks out of New Zealand but ceases to do so (because they lose their 
residence in the second country or start tie-breaking to New Zealand) would have their 
deemed disposal cancelled. 

Detailed analysis  

Deemed disposal 

If a person using the RAM becomes tax non-resident, section EX 56B(12) treats them as disposing 
of the interest immediately before they became non-resident. The proposed amendment would 
extend this deemed disposal to also occur if a person retained their New Zealand tax residence but 
was treated under a double tax agreement as not resident in New Zealand. 

Suspended recognition of FIF income or loss 

Section EX 56B(14) covers when any income or loss from the deemed disposal is (or remains) 
suspended. It can cease to be suspended when the liability: 

 becomes payable because the person has sold the interest within three years of becoming tax 
non-resident, or 

 will never be payable because New Zealand’s taxing rights have been reestablished or because 
three years have passed since becoming tax non-resident. 

Section EX 56B(14) would be extended to cover a person being treated under a double tax 
agreement as not resident in New Zealand. The following events would be covered: 

 The person disposed of the interest within three years of being treated under a double tax 
agreement as not resident in New Zealand. This applies whether or not the person 
subsequently became tax non-resident during the period up to disposal. The suspension ends 
and the liability becomes payable. 

 The person became treated under a double tax agreement as not resident in New Zealand and 
three years have passed without them disposing of the interest. This applies whether or not the 
person subsequently became tax non-resident during this three-year period. The suspension 
ends and the liability would never be payable (due to section EX 56B(16)). 

 New Zealand’s taxing rights have been reestablished within three years of the person being 
treated under a double tax agreement as not resident in New Zealand and while the person 
still owns the interest. The suspension ends and the liability would never be payable (due to 
section EX 56B(16). This re-establishment of taxing rights could occur for one of two reasons: 
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o the person remained a New Zealand tax resident and ceased to tie-break to the other 
country under the double tax agreement, or 

o the person ceased to be a New Zealand tax resident while they were already treated under 
a double tax agreement as not resident in New Zealand then became a New Zealand tax 
resident again (and tie-breaks to New Zealand if also tax resident in another country). 

Subsequent cessation of residency 

As included in the analysis above, a person becoming non-resident under domestic tax law while 
they are already treated under a double tax agreement as non-resident will not be required to 
complete a second deemed disposal. This would be achieved by proposed new section 
EX 56B(12B). Likewise, this scenario would not restart the three-year period that began when the 
person became treated under a double tax agreement as not resident in New Zealand. 

However, this scenario does alter the test for New Zealand to re-establish taxing rights and 
therefore cancel the suspended liability. A person who ceases to be treated under a double tax 
agreement as not resident in New Zealand because they cease to be tax resident in New Zealand 
can only re-establish New Zealand’s taxing rights by both becoming a New Zealand tax resident 
again and (if a double tax agreement applies) tie-breaking to New Zealand. 

Cancellation of deemed disposal 

Section EX 56B(16) removes the deemed disposal if the person will not be required to ever pay the 
liability. This occurs when the person did not dispose of the interest within three years of becoming 
tax non-resident or New Zealand has re-established taxing rights. This section would be amended, 
consistent with the proposed changes to section EX 56B(14), to extend New Zealand re-
establishing taxing rights to situations including being treated under a double tax agreement as 
not resident in New Zealand. 

Example 24: Suspended liability when person later ceases to be New Zealand tax resident 

Mei is a New Zealand tax resident who uses the RAM for her FIF interests. On 1 July 2027, Mei 
becomes tax resident in another country while remaining tax resident in New Zealand under 
domestic law. Under the double tax agreement between New Zealand and that other country, 
Mei is treated as tax resident only in the other country. Mei has therefore tie-broken out of 
New Zealand. 

A deemed disposal of Mei’s RAM interests occurs immediately before she tie-breaks out of 
New Zealand. Any income or loss from the deemed disposal is suspended. The suspended 
liability becomes payable only if Mei disposes of the interests within three years, unless New 
Zealand’s taxing rights are re-established before then. 
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During the three-year period, Mei ceases to be tax resident in New Zealand under domestic 
law. This does not trigger a second deemed disposal and does not restart the three-year 
period. Later in the same three-year period, Mei again becomes tax resident in New Zealand 
under domestic law.8 However, she continues to be treated under the double tax agreement 
as tax resident only in the other country. 

New Zealand’s taxing rights have not been re-established because Mei continues to tie-break 
to the other country. The liability therefore remains suspended. If Mei does not dispose of 
the RAM interests within three years of the original deemed disposal, the deemed disposal is 
cancelled, and the suspended liability would never become payable. 

 

  

 
8 This example is not intending to explain how a New Zealand tax resident could become non-resident then tax resident 
in New Zealand again within a three-year period. It has been assumed for the purpose of explaining this example only. 
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Indirect interests in FIF  

Clause 70 

Summary of proposed amendment  
The proposed amendment would allow the holder of an interest in a controlled foreign company 
(CFC) that in turn holds an interest in a foreign investment fund (FIF) (an indirect attributing 
interest) to calculate its FIF income using any method available to the holder (rather than a method 
available to the CFC itself). The current treatment does not allow the use of the comparative value 
(CV) method and the revenue account method (RAM) for indirect attributing interests because they 
are not available to companies. 

Effective date  
The proposed amendment would take effect on 1 April 2026 for the 2025–26 and later income 
years. 

Background  
When a person has an income interest in a CFC, and that CFC has an interest in a FIF that is not part 
of the CFC’s attributable income, the person is attributed with the FIF’s income or loss for the year 
instead.  

However, because the person is only attributed the CFC’s FIF income or loss, but not the CFC’s FIF 
interest itself, the person must calculate their portion of the CFC’s FIF income or loss as if they were 
the CFC. For individuals, this means they are not able to use FIF calculation methods that a CFC is 
not able to use, such as the CV method and the recently introduced RAM.  

This has become more significant due to the introduction of the RAM. Individuals who would 
otherwise choose the RAM for their FIF interests would not be able to do so if they are held 
through a CFC.  

To address this, the Bill proposes that a person with an indirect attributing interest in a FIF (through 
a CFC) would be able to choose to calculate FIF income using any method that would be available 
if they held the FIF interest directly.  
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Key features  
A person would be able to choose to use the same FIF method(s) that would be available if the 
person held the FIF interests directly. The interest would remain held by the CFC and the income 
would remain attributed to the person, but the method of calculation may change as a result of the 
proposed amendment. Consistency requirements would continue to apply so a person could not 
choose a method for an indirect attributing interest that would not be available if they held the 
interest directly.  

Detailed analysis  

General application of section EX 58 

When a CFC holds an interest in a FIF that is not taken account in calculating its net attributable 
CFC income, the income interest is instead attributed to the person holding the interest in the CFC. 
However, this is only the income interest not the interest itself. The proposals in the Bill would not 
change this treatment. 

Section EX 58(4) of the Income Tax Act 2007 requires the person to apply the FIF rules to the choice 
of method but, because the CFC still holds the FIF interest, the methods available are those 
available to the CFC rather than the person. This means methods that are available to the person 
but not available to companies, such as the CV method and the RAM, cannot be used. 

Example 25: Unable to apply RAM to an indirect attributing interest under current law 

Ariana is a New Zealand tax resident natural person. She owns all the shares in Harbour 
Equity Ltd, a CFC. Harbour Equity Ltd holds shares in Nova Robotics Ltd, an unlisted FIF. Nova 
Robotics Ltd is not part of the CFC’s attributable income calculation, so Ariana has an indirect 
attributing interest in Nova Robotics Ltd. 

If Ariana held the Nova Robotics Ltd shares directly, she would be eligible to apply the RAM. 
The shares are in an early-stage business, are not readily marketable, and Ariana would prefer 
to be taxed on disposal rather than under an annual FIF calculation method. 

However, under the current law, Ariana must calculate FIF income from the indirect 
attributing interest using a method available to the CFC. Because the RAM is not available to 
companies, Ariana cannot apply the RAM to the indirect attributing interest even though she 
would have been eligible to do so if she had held the Nova Robotics Ltd shares directly. 

Under the proposed amendment, Ariana could choose to calculate FIF income from the 
indirect attributing interest using the methods available to her as if she held the Nova 
Robotics Ltd shares directly. She could therefore choose to apply the RAM to that interest. 
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Optional choice 

The Bill would allow the person to choose to calculate FIF income from all indirect attributing 
interests using the methods available to the person. This choice, if made, would apply the same 
consistency requirements to all indirect attributing interests of that person as their directly held 
interests; for example, if the CFC holds an interest in more than one FIF or the person holds an 
indirect attributing interest through more than one CFC. This is so that a person cannot circumvent 
the consistency requirements (for example, in section EX 46) by holding FIF interests through 
different CFCs or holding some directly and some indirectly. 

A person making this choice would be able to make a different choice in subsequent years but only 
to the extent this is consistent with the method while they were applying proposed new section 
EX 58(4B). For example, when a person chooses to apply the RAM to an indirect attributing interest, 
the same consistency requirements that would apply if the person held the FIF interest directly 
continue to apply. After five years the person could choose not to apply new section EX 58(4B), 
which would mean the RAM would no longer be available for their indirect attributing interests 
even if they continued to apply the RAM to their direct FIF interests. 

Example 26: Applying RAM to an indirect attributing interest held through a CFC 

Mere owns an 80% interest in Foreign Holdings Ltd, a CFC. Foreign Holdings Ltd owns 5% of 
the shares in Startup Co, a FIF. Startup Co is not part of the CFC’s attributable income 
calculation, so Mere has an indirect attributing interest in Startup Co. 

On 1 April 2026, Mere chooses to calculate FIF income from all her indirect attributing 
interests using the methods available to her as if she held the interests directly. Mere applies 
the RAM to her indirect attributing interest in Startup Co. 

Foreign Holdings Ltd acquired the Startup Co shares for NZ$100,000. On 1 July 2030, Foreign 
Holdings Ltd sells the shares for NZ$250,000. 

Although Foreign Holdings Ltd is the entity that disposes of the shares, Mere is attributed the 
FIF income arising from the indirect attributing interest. Because Mere has chosen to apply 
the RAM, the attributed FIF income is calculated under the RAM rules.  

Foreign Holdings disposed of its interest for $250,000, which had a cost of $100,000, so made 
a $150,000 gain. Only 70% of sale proceeds are taxable under the RAM, so this is multiplied 
by 0.7 and by Mere’s 80% interest in Foreign Holdings Ltd. So Mere has RAM income of 
$84,000. 
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Example 27: Applying the consistency rules to direct and indirect interests 

Mila is a New Zealand tax resident natural person. She directly owns shares in Global Tech 
Ltd, a FIF. She also owns all the shares in Foreign HoldCo Ltd, a CFC, which holds additional 
shares in Global Tech Ltd. As a result, Mila has both a direct FIF interest and an indirect 
attributing interest in the same FIF. 

In the 2026–27 income year, Mila chooses to calculate FIF income from her indirect 
attributing interests using the methods available to her as if she held those interests directly. 
She wishes to apply the CV method to her indirect attributing interest in Global Tech Ltd. 

However, section EX 46(1) requires the same calculation method to be used for all interests in 
the same attributing FIF. Accordingly, Mila can only apply the CV method to her indirect 
attributing interest if she also applies the CV method to her direct interest in Global Tech Ltd. 

In the 2028–29 income year, Mila changes the calculation method for her direct interest in 
Global Tech Ltd from the CV method to the fair dividend rate (FDR) method. As a natural 
person, she is permitted to make this change under section EX 62(8). 

At the same time, Mila chooses to stop calculating FIF income from her indirect attributing 
interests using the methods available to her under the new provision. The indirect attributing 
interest therefore reverts to being calculated using a method available to the CFC (FDR). 

Because Mila is no longer applying the CV method to the indirect attributing interest under 
new section EX 58(4B), section EX 46(1) no longer requires the direct and indirect interests to 
use the same method. Mila can therefore apply the CV method to her direct interest for the 
2029–30 year even though the indirect attributing interest is calculated under a different 
method. 

 

Example 28: Applying the RAM consistency rule to direct and indirect interests 

Nina is a New Zealand tax resident natural person. She directly owns shares in Startup Global 
Ltd, a FIF. She also owns all the shares in Pacific Ventures Ltd, a CFC that holds additional 
shares in Startup Global Ltd. As a result, Nina has both a direct FIF interest and an indirect 
attributing interest in the same FIF. 

From the 2026–27 income year, Nina applies the RAM to her direct interest in Startup Global 
Ltd. Under the RAM rules, she must continue to apply the RAM to that interest for five 
consecutive income years. 

In the 2028–29 income year, Nina chooses to calculate FIF income from her indirect 
attributing interests using the methods available to her as if she held those interests directly. 
She already applies the RAM to her direct interest, so current section EX 46B(2)(c) (proposed 
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section EX 46B(9B)(c)) requires her to also apply the RAM to her indirect attributing interest in 
Startup Global Ltd. 

Nina is now applying the RAM to both her direct interest and her indirect attributing interest 
in Startup Global Ltd. 

Nina must continue to apply the RAM to all those interests until she has satisfied the 
applicable five-year consistency requirements proposed in section EX 62(8C). She cannot 
cease applying the RAM to one interest while continuing to apply it to the other interest in 
the same attributing FIF. 

After the relevant five-year consistency period has expired after the end of the 2032–33 
income year, Nina chooses to stop applying the RAM. This triggers a deemed disposal of 
Nina’s direct and indirect attributing interests under section EX 63(6). At the same time, she 
chooses to stop calculating FIF income from her indirect attributing interests using the 
methods available to her under the new provision. 

Because Nina is no longer applying section EX 58(4B) to the indirect attributing interest, she 
can apply the CV method to her direct interest while the indirect attributing interest is 
calculated using the FDR method. 
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Concurrent use of cost and comparative value methods  

Clause 67(3) 

Summary of proposed amendment  
The proposed amendment would allow taxpayers to use the cost method for foreign investment 
fund (FIF) interests with no readily available market value, while retaining the choice to use the fair 
dividend rate (FDR) or comparative value (CV) method for FIF interests with a readily available 
market value.  

Effective date  
The proposed amendment would take effect on 1 April 2026 for the 2026–27 and later income 
years. 

Background  
Natural persons and certain trusts generally have a choice between the FDR and CV methods for 
their FIF interests each year. They must apply the FDR or CV method consistently to their FIF 
interests within an income year so that there is no “cherry picking” for each investment. Otherwise, 
they would be able to apply the CV method to FIF interests with a return below 5%, and the FDR 
method to FIF interests with a return above 5%. These two methods work best for FIF interests that 
have a readily available market value, like foreign listed shares.   

The FDR method has a “back up” method called the cost method that can be used when there is no 
readily available market value for the FIF interest. The cost method taxes based on 5% of the cost 
of the shares (instead of 5% of the opening market value of the shares), with the cost base 
increasing by 5% each year.  

The FDR method and cost method can be used concurrently by natural persons and certain trusts 
under current law. However, individuals and certain trusts cannot use the CV method for one FIF 
interest and the cost method for another FIF interest under current law. This is because:  

 under section EX 46(9) of the Income Tax Act 2007, a person can only use the cost method if 
the use of the FDR method is allowed, and  

 under section EX 46(8), the use of the FDR method is not allowed if the person chooses to use 
the CV method for a separate attributing interest.  
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Key features  
The proposed amendment would allow taxpayers to use the cost method for their FIF interests 
without a readily available market value, while retaining the choice to use the FDR or CV method 
for their FIF interests with a readily available market value. This is because there is a reasonable 
case that allowing this tax treatment should not be viewed as “cherry picking”. This reflects the fact 
that for most taxpayers the CV method is impractical for unlisted shares because it requires an 
annual valuation of the shares if there is no readily available market value. Therefore, it is not really 
cherry-picking for them to use the CV or FDR method for their listed shares on a portfolio basis 
(where its use is practical) but not for their unlisted shares (where its use is impractical). Taxpayers 
must use the cost method (or the new RAM method) consistently for their unlisted shares.  

Example 29: Natural person with listed and unlisted foreign investments 

Charlotte holds shares in 11 foreign listed companies that are FIF interests: 10 are in listed 
companies and one is in an unlisted company for which there is no readily available market 
value.  

Before the proposed amendment, Charlotte applies the FDR method to the 10 listed FIF 
interests and the cost method to the one unlisted FIF interest.  

Following the proposed amendment, Charlotte:  

 could apply the cost method to the unlisted FIF interest, and  
 would have the choice to apply the FDR or CV method on a portfolio basis to the 10 

listed FIF interests.  
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Financial arrangements  
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Elected functional currency rule 

Clauses 55, 57, and 64(3) and (5) 

Summary of proposed amendment  
The proposed amendment would introduce an elected functional rule that would allow eligible 
taxpayers to calculate net income on their foreign currency arrangements in a currency other than 
New Zealand dollars (NZD), eliminating the effect unexpected exchange rate movements have on 
those calculations under the current rules. 

Effective date  
The proposed amendment would take effect on 1 April 2027 for the 2027–28 and later income 
years.   

Background  
The financial arrangements rules apply when two parties exchange money now for the future 
promise of repayment (with or without interest). Common examples include bonds, loans, and 
interest-earning bank accounts. The rules operate through two main sub-rules:  

 Spreading rules – set out the various methods for how a taxpayer must spread the income 
and expenses of an arrangement over its lifetime (whether realised each year or not). 

 Base price adjustment rules – apply when an arrangement reaches the end of its life (or is 
otherwise disposed of) and bring to account all relevant amounts not accounted for when 
applying the spreading methods.   

These rules can be complex to apply, but this complexity is generally necessary to prevent 
taxpayers from engineering arrangements that defer their tax liabilities. To ensure that the 
complexity of the rules is proportionate to the risk of tax-deferral, the rules contain carve-outs for 
low-risk taxpayers and arrangements: 

 Cash-basis persons: Taxpayers with financial arrangements that have a total value below $2 
million and have not changed in value by more than $200,000 in that income year. These 
taxpayers are not required to apply the spreading rules for their financial arrangements. 

 Excepted financial arrangements: Specific financial arrangements that are excluded from the 
rules altogether (regardless of whether a person is a cash basis person or not). 

However, taxpayers with arrangements denominated in foreign currencies are falling outside these 
carve-outs despite being relatively low risk. This is because the spreading rules treat unrealised 
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exchange rate gains (and losses) as a change in the value of the underlying arrangement. That 
change in value is then treated by the rules as either taxable income, or expenditure incurred.  

Because most taxpayers cannot predict exchange rate movements, they experience high 
uncertainty on the annual tax impact of their financial arrangements denominated in foreign 
currencies. Taxpayers are then incurring large compliance costs to manage that uncertainty. 

Key features  
The proposed amendment would limit cashflow uncertainty for arrangements denominated in 
foreign currencies by introducing a new elected functional currency rule. The rule would allow 
eligible taxpayers to calculate net income on their foreign currency denominated financial 
arrangements in a currency other than NZD. In effect, this would prevent exchange rate 
movements from being factored into both the spreading rules and base price adjustment rules. 

Key features of the proposed elected functional currency rule include: 

 Only natural persons (and a limited number of family businesses and trusts) would be eligible 
to elect into the rule. Carve-outs apply for taxpayers engaged in, or arrangements commonly 
used in, exchange rate speculation.   

 Taxpayers that elect into the rule would be able to choose to either calculate net income for 
each financial arrangement in the foreign currency it is denominated in or calculate all net 
income for all their foreign currency financial arrangements in a single foreign currency.   

 The rule would be optional, but if a taxpayer elects to use the rule they must use the rule for all 
their financial arrangements denominated in a foreign currency, and must complete a modified 
base price adjustment for all their existing foreign currency arrangements at the time they elect 
to use the rule.   

 Taxpayers that later elect out of the rule would have to complete a modified version of a base 
price adjustment, and would be ineligible to elect back into the rule for five years. 

Detailed analysis  
The Bill would introduce new section EW 22B (Election to calculate financial arrangement amounts 
in foreign currency) to the Income Tax Act 2007 (ITA). This section would contain all the provisions 
that give effect to the elected functional currency rule. 

The Bill would also make amendments to section EX 21 to extend the effect of the elected 
functional currency rule to a subset of taxpayers who must calculate income derived from 
controlled foreign companies. 
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Effect of elected functional currency rule 

Taxpayers that elect to use the elected functional currency rule would not be required to calculate 
income and expenses under the financial arrangements rules (specifically, subpart EW of the ITA) in 
NZD for certain financial arrangements. Instead, those taxpayers could choose to calculate their 
income and expenses for those arrangements that qualify for the rule in either: 

 the currency that the financial arrangement is denominated in, on an arrangement-by-
arrangement basis, or 

 one single foreign currency for all their qualifying financial arrangements, regardless of the 
currency that the financial arrangement is denominated in. 

In practice, this means that when a taxpayer is required to apply a formula under the spreading 
rules, the amounts they enter into that formula do not need to be converted to NZD (if the 
component is denominated in a foreign currency).  

This means that changes in the exchange rate between that foreign currency and NZD would not 
affect the value of those components, and do not flow-through to either an exchange rate gain or 
loss for the taxpayer. The taxpayer would still be required to convert the result of the calculation 
into NZD to include in their tax return. 

Example 30: Simple arrangement calculated using elected functional currency rule 

Clara is a New Zealand tax resident with several financial arrangements; including one 
financial arrangement denominated in a foreign currency: 

 a mortgage on her Auckland home with a New Zealand bank for NZ$600,000 
 a business loan with a New Zealand bank for NZ$300,000 
 various bank accounts and investments in New Zealand with a total value of NZ$900,000, 

and 
 a business loan from a German bank with a balance in euros (EUR) of €150,000. 

Clara is a March balance date taxpayer, and on 31 March 2028 the total NZD value of all her 
arrangements is NZ$2.1million. This is because the NZD/EUR is 0.5 that day, so the NZD value 
of her German student loan is NZ$300,000. Because the total value of all Clara’s financial 
arrangements is above NZ$2 million, she does not qualify as a cash basis person in that 
income year and must apply a spreading method to each of her arrangements. 

Status quo 

Under the current rules, Clara would apply the yield-to-maturity spreading method to all her 
financial arrangements (including her German loan). However, because the NZD/EUR 
exchange rate was 0.48 on 1 April 2027, that method requires her to recognise the change in 
the NZD value of her German student loan over that year: 
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Once the taxpayer has calculated their net tax position using their elected functional currency, the 
new rule would require them to convert that amount to NZD under section YF 1 of the ITA and 
include the final NZD value of either their income or expense in their income tax return for the 
year.  

A taxpayer would have to choose to either apply the elected foreign currency in the currency that 
the financial arrangement is denominated in, on an arrangement-by-arrangement basis, or a single 
foreign currency for all financial arrangements. A taxpayer cannot elect to use a single foreign 
currency for some of their financial arrangements (that are denominated in different foreign 
currencies), and then also elect for certain other specific arrangements to use the currency that 
they are denominated in.  

Once a taxpayer elects into the elected functional currency rule, they are required to apply that rule 
to all their financial arrangements denominated in a foreign currency (other than any derivative 

(€150,000 / 0.48) – (€150,000 / 0.5) = value change of NZ$12,500. 

Because the value of the NZD has appreciated against the value of the EUR over the year, the 
NZD value of Clara’s foreign loan has decreased. Under the current rules, that change in value 
would be recognised as taxable income to Clara for the income year.  

If the exchange rate had moved in the opposite direction, then the NZD value of Clara’s 
foreign loan would have increased. If that had occurred, Clara could have been able to 
recognise that change in value as a deductible expense for the income year. 

Proposed rule 

Under the proposed rule, Clara would still apply the yield-to-maturity method to all her 
financial arrangements (including her German loan). However, because she elects to use the 
new rule she would perform the calculation for her German loan in EUR and would no longer 
need to account for the change in the NZD value of her loan.  

Example 31: Simple arrangement – effect of net income or expense in foreign currency 

Using the same facts as Example 30, assume that Clara’s German business loan charges an 
interest rate of 1.5% per year, and has a 20-year term. 

Using the yield to maturity method, Clara calculates that she has a deductible expense of 
€2,250 for the income year ended 31 March 2028.  

She elects to convert that amount to NZD at the then current spot exchange rate of 
NZD/EUR = 0.5, meaning her allowable deduction for her net income calculation is NZ$4,500. 
She includes this amount in her income tax return for the income year ended 31 March 2028. 
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instruments excluded from the rule) for that income year, and all future income years. As discussed 
in more detail below, a taxpayer electing to use the new rule would also have the flexibility to: 

 change the foreign currency they have elected to use for their financial arrangements 
denominated in a foreign currency, and 

 elect out of the rule and apply current settings to all their financial arrangements, however this 
would bar the taxpayer from re-electing to use the rule again for five years. 

Interaction with cash basis persons thresholds 

A taxpayer could elect to use the elected functional currency rule when determining whether they 
qualify as a cash basis person under section EW 57(1) of the ITA. Generally, in this context, the 
elected functional currency rule would function to give taxpayers more certainty as to whether they 
would qualify as a cash basis person in a given income year.  

For the avoidance of doubt, a taxpayer that qualifies as a cash basis person would then also be able 
to use the elected functional currency rule when completing a base price adjustment calculation 
(assuming they otherwise meet the eligibility requirements for the rule).  

Example 32: Impact of elected functional currency rule on cash basis persons thresholds 

Rose is a New Zealand tax resident and migrated to New Zealand from the United Kingdom 
five years ago. She has two financial arrangements denominated in a foreign currency: 

 a mortgage on a rental property in London with a British bank in pounds sterling (GBP) 
for £600,000, and 

 a 10-year term deposit in a British bank for £100,000. 

On 1 April 2027 the NZD/GBP exchange rate is 0.4321, so Rose’s arrangements have an 
absolute value of NZ$1,620,000. At the end of the income year (31 March 2028) the GBP 
principal value of both the arrangements remains unchanged, but the NZD/GBP exchange 
rate is now 0.5000. As a result, Rose’s arrangements have a value of NZ$1,400,000. 

Status quo 

Under the current rules, Rose fails to qualify as a cash basis person because the change in 
value results in a net income of NZ$220,000, which exceeds the income and expenditure 
threshold under section EW 57(1). Consequently, Rose will not qualify as a cash basis person 
for the income year and will be required to apply a spreading method to all her financial 
arrangements. 

Proposed rule 

Under the proposed rule, Rose would elect to apply the financial arrangements rules in GBP. 
The value of her financial arrangements would be unchanged because she would not be 
required to take into account the change in value caused by exchange rate movements. This 
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Effect of election when financial arrangement matures or is disposed of 

Taxpayers electing to apply the elected functional currency rule would still be subject to a base 
price adjustment calculation on all their financial arrangements when they trigger the relevant 
conditions under section EW 29 of the ITA. However, when completing that calculation for financial 
arrangements subject to the new rule, the amounts they enter into the formula also do not need to 
be converted to NZD.  

This means that taxpayers who elect into the rule would use the elected functional currency for 
both their spreading method calculations and their base price adjustment calculations. This should 
mean taxpayers would no longer need to report net foreign exchange gains derived over the 
course of the arrangement, but would also not be able to claim net foreign exchange losses 
incurred over the course of the arrangement. 

Effect of election on existing financial arrangements denominated in foreign currency 

Taxpayers that have existing financial arrangements denominated in a foreign currency will be 
applying the current rules to those arrangements (that is, they are undertaking calculations in NZD 
to spread income and expenditure over the term of the arrangement).  

If those taxpayers elect to use the elected functional currency rule, the foreign exchange 
movements they have already been accounting for would cease to be accounted for. This means 
some taxpayers would have losses they cannot recover and deduct in future years, and others 
would have income that is not eventually brought to account.  

To prevent a situation where taxpayers are only incentivised to use the new rule when exchange 
rates favour them to do so, taxpayers would be required to complete a modified base price 
adjustment calculation when they elect to use the rules for the first time (discussed in more detail 
below). The effect of that calculation is to bring these exchange rate movements to account but 
defer the tax impact of those movements until the taxpayer completes a final base price 
adjustment for their arrangement. 

means she would not exceed the income and expenditure threshold under section EW 57(1). 
Consequently, Rose would qualify as a cash basis person for the income year and all 
subsequent years assuming the total value of her remaining arrangements does not exceed 
the absolute value threshold under section EW 57(2). 
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Financial arrangements eligible for functional currency rule  

The elected functional currency rule would only apply to financial arrangements denominated in a 
foreign currency. A person who has both NZD financial arrangements and foreign currency 
financial arrangements cannot choose to calculate their NZD financial arrangements in an elected 
foreign currency. They must continue to use the existing rules for all NZD denominated financial 
arrangements. 

Further, a person would not be able to apply the elected functional currency rule to certain 
financial arrangements that pose a higher risk of being used for the purposes of deriving gains 
from exchange rates. The elected functional currency rule would not apply to a financial 
arrangement that is a derivative instrument, such as: 

 a forward contract 
 a swap 
 an option 
 a contract for difference. 

A person who has one or more of these arrangements must continue to apply the financial 
arrangements rules in NZD for that financial arrangement, and must convert amounts for each 
component from the currency that the component is denominated into NZD.  

However, the mere fact that a person has one (or more) of these arrangements would not prevent 
them from electing to apply the elected functional currency rule. If they elect to apply the new rule, 
they would be required to apply the elected functional currency rule to all their other financial 
arrangements denominated in a foreign currency.  

Eligibility to use elected functional currency rule 

Only natural persons (with specific extensions discussed below) would be eligible to use the elected 
functional currency rule.  

Additionally, to reduce the risk of the rules enabling non-taxable gains from currency speculation, a 
person would be ineligible to use the elected functional currency rule if they: 

 carry on a business of trading in foreign currency, or 
 enter into or retaining financial arrangements principally for the purpose of deriving gains from 

changes in exchange rates, disregarding any financial arrangements entered into or retained to 
hedge exposure to changes in exchange rates arising under other financial arrangements to 
which the person is a party. 



September 2026 

Page 77 of 277 
 

 

Taxpayers that carry on business of trading in foreign currency 

A person who is carrying on a business of trading in foreign currency is not eligible to elect to use 
the elected functional currency rule. the ordinary rules and established interpretation for 
determining whether a person is undertaking a business apply.9 Generally, a person would not be 
considered to be carrying on a business if their trading in currencies is incidental to some other 
purpose. If a person is carrying on a business of trading in foreign currency, they are not permitted 
to use the elected functional currency rule for any of their financial arrangements, even ones that 
are not part of their business. 

Taxpayers entering into financial arrangements principally for purpose of deriving gains 
from changes in exchange rates. 

A person would not be eligible to use the elected functional currency rule if they have entered into 
or retained one or more of those financial arrangements with the principal purpose of deriving 
gains from exchange rate movements. This test is intended to capture taxpayers who act in a 

 
9 See IS25/25 for the Commissioner of Inland Revenue’s interpretation of whether a taxpayer is considered to carry on a 
business (as at time of writing). 

Example 33: allowable currency trading activity 

Using the same facts as Examples 30 and 31, assume Clara decides to visit family in Germany 
during the 2027–28 income year and: 

 purchases €4,000 at an exchange rate of NZD/EUR 0.5 on 1 September 2027 before 
leaving New Zealand 

 spends €3,000 in Germany while she is overseas 
 sells €1,000 at an exchange rate of NZD/EUR 0.52 on 1 October 2027 when she returns to 

New Zealand, and  
 in selling her remaining €1,000, made a gain in NZD, because the NZD has appreciated 

against the EUR. 

Clara would not be considered to carry on a business of trading in foreign currency. While 
Clara has derived a gain from the sale of a currency, her reasons for acquiring that currency 
was not to make that gain (that is, she intended to use it to facilitate day-to-day expenses 
while visiting family).  

As a result, Clara would still be eligible to use the elected functional currency rule when 
calculating her income and expenses for her German student loan for the 2027–28 income 
year. 
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similar manner to people who are in the business of trading currency, but who derive those gains 
through a method that is more indirect than simply trading one currency for another. 

For the avoidance of doubt, it is not intended that a person would fail this test simply because they 
are party to one (or more) derivative instruments that are excluded from the rules (as discussed 
above). While the excluded arrangements pose a higher risk of being used to derive gains from 
changes in exchange rates, taxpayers can enter into these arrangements for numerous other sound 
commercial reasons. Provided those other reasons are the principal reason(s) for entering into 
those arrangements, simply holding one is not itself a determining factor in whether a taxpayer 
would be considered ineligible under the proposed rule. 

Further, it is intended that a person’s arrangements be considered in the context of related 
arrangements. If (in taking those related arrangements together) it is clear that the persons 
ultimate purpose was not to make a gain on changes in exchange rates, then it is not intended that 
a person fail the test because one (or more) of the component arrangements was principally 
intended to make a gain. 

Example 34: Person with hedging arrangement eligible for elected functional currency rule 

Isobel migrated to New Zealand from Singapore four years ago after retiring from the 
business she founded and ran offshore for 20 years. While she no longer has an active role in 
that business, she has retained a long-term bond from that company that she intends to use 
to finance her retirement. She also holds a number of other passive investments in Singapore 
dollars (SGD) for the same purpose.  

In June 2027, Isobel is approached by a collection of shareholders in the company that seek 
to buy the bond from her. Isobel agrees to sell the bond to shareholders for a set price of 
SG$50,000, but to allow time for financing to be approved that sale would occur on 
1 December 2027.  

Isobel is concerned that exchange rate movements may erode the value of that sale between 
June and December, so enters into a forward contract with the shareholders that hedges 
movements between NZD and SGD over that period. The effect of that contract is that, 
regardless of the actual movement of NZD and SGD over that period, she is certain of the 
value of sale at the time it occurs.  

While in a vacuum the principal purpose of that hedging arrangement is to make a gain, the 
actual purpose of the arrangement is to ensure Isobel has certainty over the expected 
cashflow impact of the disposal of her long-term bond. As a result, this hedging arrangement 
would not disqualify Isobel from using the elected functional currency rule as a person who 
enters into or retains financial arrangements for the principal purpose of deriving gains from 
changes in exchange rates. 
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A person would not become ineligible to use the elected functional currency rule solely because 
they make intentional exchange rate gains on a financial arrangement. Taxpayers who intentionally 
derive some exchange rate gains through their financial arrangements would remain eligible, 
provided it is clear those gains are incidental to some other principal purpose for that arrangement.  

 

While Isobel would not be able to use the elected functional currency rule for her income and 
expenditure from the forward contract, she would remain eligible to use the rule for the base 
price adjustment for her long-term bond, and when spreading income and expenditure from 
all other passive SGD investments.  

Example 35: Allowable intentional gains from exchange rate changes 

Dan migrated to New Zealand from Australia six years ago, and has retained several financial 
arrangements in Australian dollars (AUD), including: 

 a mortgage on a rental property in Sydney with an Australian bank for AU$300,000, and 
 a transaction account with an Australian bank with a balance of AU$20,000. 

During the income year ended 31 March 2028, the majority of the deposits into Dan’s 
transaction account during the income year are rental payments from tenants in Sydney. 
However, Dan also makes several deposits into that account over the course of the year from 
his New Zealand transaction account.  

During the same year, Dan makes several mortgage repayments from his Australian 
transaction account, but also makes several transfers from that Australian account to his New 
Zealand transaction account.  

Most transfers Dan makes between his Australian and New Zealand accounts occur on days 
when the NZD/AUD exchange rate is favourable. At the end of the income year, Dan has 
made a net profit from the timing of these movements.  

While Dan has derived gains from changes in exchange rates, the scale and frequency of 
these gains indicate that his principal purpose for acquiring and retaining the transaction 
account is to manage income and expenses related to his Sydney rental property. As a result, 
Dan would not be considered to have entered into or retained his financial arrangements for 
the principal purpose of deriving gains from changes in exchange rates.  

Example 36: Disqualifying gains from exchange rate changes 

Using the same facts as Example 35, assume that Dan sells his rental property (and repays his 
mortgage) on 30 June 2029, but retains his Australian transaction account. Over the course of 
the income year ended 31 March 2029, Dan continues the same pattern of deposits and 
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Non-natural person taxpayers eligible to use elected functional currency rule 

While most non-natural persons are excluded from the rule, a limited number of non-natural 
persons are eligible to use the elected functional currency rule: 

 Controlled foreign companies, if all the shareholders in that company have natural love and 
affection for one another.  

 A trust established for the benefit of beneficiaries that the settlors have natural love and 
affection for and for distributions to charitable entities.  

The purpose of this extension is to ensure that taxpayers who hold their arrangements in a family 
structure would not be required to restructure their affairs just to benefit from the elected 
functional currency rule.  

Effect when taxpayer becomes ineligible to use elected functional currency rule 

Taxpayers that elected into the elected functional currency rule in a previous income year, but who 
subsequently become ineligible in a future income year, would be considered to have withdrawn 
their election for the use of the rules from the date they became ineligible. A taxpayer would 
become ineligible if, for example, they started a business of trading in foreign currency. 

Taxpayers who become ineligible to use the rule would be required to complete an adjustment 
calculation for all financial arrangements to which they had applied the elected functional currency 
rule. This adjustment calculation is discussed in more detail below. 

withdrawals from the Australian transaction account, but rental and mortgage payments 
cease by July.  

The principal reason for establishing the transaction account was to manage income and 
expenses related to Dan’s rental property. However, the principal reason he is now retaining 
that transaction account is to make gains from changes in exchange rate movements. As a 
result, Dan would no longer be eligible to apply the elected functional currency rule. 

Example 37: Effect of ineligibility in future income year 

Lucia is a New Zealand tax resident with various financial arrangements, including several 
arrangements denominated in United States dollars (USD). During the 2027–28 income year, 
Lucia is eligible for the elected functional currency rule based on the arrangements she has at 
that time, and decides to elect into the rules for the first time. She elects to have all her 
foreign financial arrangements calculated in USD. 

During the next income year, Lucia acquires various corporate bonds denominated in 
numerous foreign currencies. The majority of these bonds carry interest returns below market 
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Changing elected currency  

As previously noted, taxpayers that elect into the elected functional currency rule would be 
required to choose to calculate their income and expenses for those arrangements in either: 

 the currency that the financial arrangement is denominated in, on an arrangement-by-
arrangement basis, or 

 one single foreign currency, regardless of the currency that the financial arrangement is 
denominated in. 

If that taxpayer wants to change their elected functional currency in a future income year, they 
could, provided they have a sound commercial reason for doing so, and inform the Commissioner 
of that change. Taxpayers could inform the Commissioner via a message in their myIR portal, 
similar to how taxpayers currently make disclosures for controlled foreign companies. 

The requirement to have a sound commercial reason is aimed at preventing taxpayers from 
changing their elected currency each income year to the foreign currency to take advantage of the 
most favourable exchange rates. However, provided a taxpayer has some other sensible rationale 
for a change in their elected currency, that would generally suffice for entitling them to that change 
in election.  

rate. Lucia also disposed of a number of these arrangements during the income year for USD 
when exchange rates were favourable, but even accounting for the exchange rate gain the 
total return for each bond is below market rate.  

Lucia argues that she acquired the bonds because she was speculating on the potential of a 
range of high-growth start-ups and disposed of the bonds when she believed those start-ups 
were unlikely to grow as she had expected. She acknowledges that she intentionally disposed 
of the bonds when exchange rates were favourable, but that only affected the timing of the 
disposal, her main motivation was still that she had lost confidence in the businesses.  

However, the after-tax return on each of these bonds is above market rate once the fact that 
Lucia’s exchange rate gain would be non-taxable is accounted for. That after-tax gain better 
explains Lucia’s pattern of behaviour, and on these facts, Lucia would be considered to have 
entered into the bond arrangements for the purposes of acquiring an exchange rate gain.  

Consequently, Lucia would fail to qualify as a person eligible to use the elected functional 
currency rule from the date she first acquired one of these bonds. Lucia would be required to: 

 complete an adjustment calculation for the USD arrangements she still held that she 
used the elected functional currency rule for in the 2027–28 income year, and 

 apply the spreading and base price adjustment formulas in NZD for all the bonds she 
acquired over the course of the 2028–29 income year.  
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A taxpayer that changes the elected foreign currency that one (or more) of their financial 
arrangements would be calculated in would be required to complete an adjustment calculation, as 
discussed below. 

Electing out of elected functional currency rule 

Taxpayers would be able to elect out of the elected functional currency rule in any income year 
after they have elected into the rules. However, electing out of the rule would prevent that taxpayer 
from later re-electing into the rule again. This is to prevent taxpayers from electing in-and-out of 
the rules based on whether relevant exchange rates favour them for that income year or not.  

A taxpayer that elects out of the elected functional currency rule would also be required to 
complete a modified base price adjustment (discussed below). 

Modified base price adjustment calculation 

A taxpayer would be required to calculate a modified base price adjustment for a financial 
arrangement to which they are currently applying the elected functional currency rule when they: 

 elect to use the elected functional currency rules for the first time 

Example 38: Allowable reason for change in effective foreign currency 

Scott is a New Zealand tax resident who migrated to New Zealand 10 years ago from Canada. 
Since then, he has retained a number of financial arrangements, mostly in the form of 
Canadian dollar (CAD) debt investments in various Canadian companies.  

From the beginning of Scott’s 2027–28 income year, he elects to use CAD as his single 
foreign currency for all his financial arrangements denominated in a foreign currency. 

At the end of the 2030–31 income year however, the company with which Scott has his 
largest single investment with has relocated to the United States, and he has refinanced the 
remaining debt into USD. 

Because of this, Scott seeks to change his election to the currency of each of his foreign 
currency arrangements on an arrangement-by-arrangement basis, meaning that: 

 his USD debt investment would be calculated in USD, and 
 each of his CAD debt investments would be calculated in CAD. 

It is clear there is a sound commercial reason for Scott’s change in election, so he would be 
entitled to adjust his treatment of the USD debt investment into USD.  

Scott notifies the Commissioner of this change via a message in myIR as part of his annual 
filing processes and includes the impact of the relevant adjustment calculations in his income 
tax return for that income year. 
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 elect to change the currency they have elected to use for that arrangement under the elected 
functional currency rule 

 elect to cease using the elected functional currency rule 
 cease to be eligible to use the elected functional currency rule. 

For the avoidance of doubt, a person is not required to complete this adjustment calculation when 
their financial arrangements would otherwise trigger a base price adjustment calculation under 
section EW 29. Taxpayers would still apply the current base price adjustment calculation in those 
circumstances. 

The formula for the adjustment calculation is contained in proposed new section EW 22B(11): 

income (elected currency) − expenditure (elected currency) − income (previous currency) + 
expenditure (previous currency). 

Unlike a normal base price adjustment, the result of the calculation is not immediately treated as 
income (if positive) or expenditure (if negative). Instead, the rules would treat these amounts as 
income or expenditure for the purposes of the actual base price adjustment that the taxpayer will 
eventually complete. In effect, this calculation brings into account net foreign exchange 
movements but defers the recognition of those movements until the underlying arrangement 
concludes. 

The purpose of this modified base price adjustment is two-fold:  

 The adjustment would limit the immediate cashflow impacts of electing into the rules for the 
first time by deferring the impact of exchange rate movements taxpayers have been exposed 
to to-date until a final base price adjustment. 

 The adjustment would also bring to account any exchange rate movements that a person 
would have been exposed to while applying the rules, but who should account for those 
movements given their specific change in circumstances (that is, they have changed their 
elected currency, or they have either withdrawn or become ineligible for the rules).  
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Quarantined foreign financial arrangements 

Clauses 52, 53, and 55(1) 

Summary of proposed amendment  
The proposed amendment adds a new quarantined foreign financial arrangement rule that would 
allow certain taxpayers to not apply the spreading rules to certain financial arrangements. This rule 
would prevent eligible taxpayers being subject to double taxation arising from the current 
interaction between the accrual basis of New Zealand’s financial arrangements rules and certain 
foreign tax treaties. 

Effective date  
The proposed amendment would take effect on 1 April 2027 for the 2027–28 and later income 
years.  

Background  
United States (US) citizens are uniquely subject to tax by virtue of their citizenship regardless of 
where they reside. This means US migrants are often exposed to double taxation if they immigrate 
(that is, two countries tax the same income at the same time). In many cases, US migrants will be 
protected from double taxation if the country they migrate to has a double tax agreement with the 
US (which function to tie-break taxing rights to just one country).  

While New Zealand and the US have a double tax agreement, that agreement does not fully resolve 
double taxation when income is taxed in New Zealand (but not the US) because of the accrual basis 
of the financial arrangements rules. While the proposed elected functional currency rule would 
alleviate some of these issues, US migrants would still be taxed on US source income on an accrual 
basis (because they would still be subject to the spreading rules). This means US migrants would 
still be exposed to double taxation on their remaining income. 

The quarantined foreign financial arrangements rule would resolve this issue by allowing a taxpayer 
to calculate income and expenditure on a financial arrangement on a cashflow basis. This aligns the 
New Zealand and US tax treatment, meaning that the taxpayer will be eligible for double tax relief 
under the New Zealand–US double taxation agreement.  
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Key features  
A taxpayer would be eligible to use the quarantined foreign financial arrangement rule on an 
arrangement-by-arrangement basis, if the arrangement qualifies under five criteria: 

 the arrangement is held by a natural person that is a New Zealand tax resident 
 income from the arrangement does not have a New Zealand source 
 income from the arrangement is liable to tax in a foreign jurisdiction based on the natural 

person’s citizenship or working rights 
 the foreign jurisdiction has a double taxation agreement with New Zealand, and 
 the person does not claim foreign tax credits in the foreign jurisdiction in respect of income 

recognised under the spreading rules. 

The quarantined foreign financial arrangements rule would apply to any natural person that meets 
the above criteria, with no time limit based on when they became a New Zealand tax resident. The 
rule would also apply to any financial arrangement the person is a party to, with no requirement 
that they become a party to the financial arrangement before they become a New Zealand 
resident. 

Effect of application 

A taxpayer that elects to apply the quarantined foreign financial arrangements rule to their eligible 
arrangement would not be required to apply a spreading method to that arrangement. Instead, the 
taxpayer would recognise income and expenses on a cash basis, in line with how cash basis persons 
currently recognise income and expenses on their financial arrangements.  

Example 39: Impact of rule change on US migrant 

Fiona migrated to New Zealand from the US seven years ago and has retained her US 
citizenship during that time, primarily to allow her to return periodically to visit her family for 
short visits. 

Fiona also retained a number of 30-year US-Treasury bonds, with a coupon rate of 5%, and 
with a total face value of US$20,000.  

Fiona is a US citizen, so she is a tax resident of the US. Because Fiona’s permanent place of 
abode is in New Zealand, and she has not remained outside New Zealand for a period longer 
than a month for the seven years she has lived here, she is also a tax resident of New 
Zealand.  

Status quo 

Each year, Fiona applies the yield to maturity spreading method to her US-Treasury bonds. 
The income she returns comprises both the realised interest payments at the coupon rate, 
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A taxpayer that applies these rules would still have to complete a base price adjustment calculation 
when the relevant conditions of section EW 29 of the Income Tax Act 2007 (ITA) apply. 

Anti-abuse rule – prevention of claiming foreign tax credits 

If a taxpayer applies the quarantined foreign financial arrangements rule to an arrangement then 
subsequently claims and receives foreign tax credits in a foreign jurisdiction in relation to income 
brought to tax by applying the spreading rules to that arrangement, the unacceptable tax position 
penalty in section 141B of the Tax Administration Act 1994 would apply.  

Special transitional adjustment required 

Taxpayers are required to complete a special transitional adjustment for financial arrangements to 
which they apply the quarantined foreign financial arrangements rule when: 

 the financial arrangement becomes a quarantined foreign financial arrangement, or  
 the financial arrangement ceases to be a quarantined foreign financial arrangement. 

For the avoidance of doubt, when a person triggers a base price adjustment under section EW 29 in 
respect of their quarantined foreign financial arrangement(s), the person would only be required to 
apply the base price adjustment formula.  

The formula for the transitional adjustment is: 

but also the unrealised appreciation in the underlying face value of the bond. When she files 
her income tax return in the US, she is denied a tax credit for the tax paid in New Zealand on 
that unrealised portion.  

However, when Fiona eventually disposes of that bond, she will be taxable in the US for the 
gain she made on the value of the bond. Meanwhile, New Zealand will not recognise the 
majority of that income in that year (through Fiona’s base price adjustment) because it would 
have previously been accounted for via her income spreading. Consequently, she will be 
taxed twice on the income of that arrangement across both countries.  

Proposed rule 

Under the quarantined foreign financial arrangements rule, Fiona would only be taxable on 
the coupon returns for her bonds over the course of their life. When Fiona disposes of those 
bonds, she would complete a base price adjustment that would account for the increase in 
the face-value of the bond.  

The timing of tax on Fiona’s bond income is aligned between New Zealand and the US, so 
she would be able to claim foreign tax credits in the US with respect to the tax paid in New 
Zealand. 
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adjusted income − adjusted expenditure − previous income + previous expenditure. 

This adjustment is a modified version of the existing cash basis adjustment formula currently 
provided in section EW 63 of the ITA. The modifications to this version of the formula reflect the 
specific triggering conditions for completing the formula, but the formula itself functions the same 
as that existing cash basis adjustment formula. 

Interaction with proposed elected functional currency rule 

A taxpayer would be able to choose to apply both the proposed elected functional currency rule 
and the proposed quarantined foreign financial arrangements rule to a single arrangement 
(assuming they are eligible to do so under each proposed rule).  

A taxpayer would also be able to choose to apply the quarantined foreign financial arrangements 
rule to arrangements that they are not able to apply the elected functional currency rule to. This 
would ensure that taxpayers that choose to apply the elected functional currency rule are not 
inadvertently exposed to double taxation on their remaining foreign currency arrangements.  

Lastly, a person required to complete a transitional adjustment for their quarantined financial 
arrangement(s) would be able to use their elected functional currency when completing that 
calculation. 
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Valuation of financial arrangements acquired for visa 
eligibility  

Clause 61(2) and (3)  

Summary of proposed amendment  
The proposed amendment would add a new rule removing the current requirement to revalue 
certain financial arrangements denominated in New Zealand dollars (NZD) that were acquired 
specifically for the purpose of visa eligibility. 

Effective date  
The proposed amendment would take effect on 1 April 2025.  

Background  
One of the primary measures to support New Zealand’s migration objectives is the Active Investor 
Plus (AIP) Visa. This visa entitles individuals to migrate to New Zealand if they make certain 
investments in the domestic economy. These investments will often be financial arrangements with 
a New Zealand source.  

Current settings are causing two tax consequences for migrants when applying for the AIP Visa: 

 The investment must be made before the taxpayer arrives in New Zealand, so the value of the 
investment can change before the taxpayer arrives in the country. Because the person will 
generally be considered a tax resident from the first day they arrived in New Zealand, the 
financial arrangements rules will require them to revalue that arrangement as if it were 
acquired on the day they arrived.  

 Normally, New Zealand’s transitional tax residency rules operate to prevent “surprise” tax 
liabilities like this for new migrants. However, transitional residency only applies to investments 
with a foreign source. Because the AIP Visa requires the applicant to make investment into New 
Zealand, those investments are not covered by the transitional residency rules.  

As a result, potential applicants are being discouraged from applying for the AIP Visa because they 
may incur an unexpected tax liability, depending on a number of factors outside their control.  

Key features  
The proposed new rule that would remove the current requirement in section EW 41 to revalue any 
financial arrangements denominated in NZD that were acquired for the purpose of obtaining an 
AIP Visa specifically. 
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The effect of this proposal would be that taxpayers still apply the financial arrangements rules to 
that investment, but the value of that arrangement would be calculated from the date it was 
actually acquired. In practice, this would eliminate both unexpected taxable income and 
unexpected deductible expenses that are occurring under current settings.  

The application of this proposed rule would not be optional, which is intended to prevent taxpayers 
from applying the rule only when applying the existing rules would result in them incurring taxable 
income. 

 

Example 40: Application of new rule to AIP Visa holder 

Kajol buys NZ$10 million in two-year New Zealand Government bonds to meet AIP eligibility. 
Kajol arrives in New Zealand six months later under her AIP Visa and becomes a New Zealand 
tax resident for the first time.  

In the time between Kajol acquiring the bonds and becoming a tax resident, changes in 
interest rates mean the current market face value of her bonds is now NZ$9 million.  

Under the status quo, when those bonds mature in 18-months-time the base price 
adjustment rules will treat Kajol as having made a “gain” of NZ$1 million, despite only having 
been repaid the original $NZ10 million face value of the bonds. In other words, deeming that 
Kajol acquired the bonds for NZ$9 million will result in a taxable “phantom” gain of NZ$1 
million.  

Under the proposed rule, Kajol would instead be treated as having acquired the bonds for 
the original cost of NZ$10 million on the original date they were acquired. This means that 
when Kajol eventually completes her base price adjustment calculation, she would have made 
no gain on the face value of her bonds over the period (assuming all else remains equal). 

If interest rates had moved in the opposite direction, then the decrease in the NZD value of 
Kajol’s bonds would have resulted in a deductible “phantom” loss instead. The proposed 
rules would also prevent Kajol from realising that loss when she eventually completed a base 
price adjustment calculation.  
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Excepted financial arrangements – arrangements 
denominated in foreign currencies 

Clauses 50(1), (3), (4), (5), and (7), 51, 58, 59, 60, and 61(1) and (4)  

Summary of proposed amendment  
The proposed amendment would make three changes to the excepted financial arrangements rules 
contained in section EW 5 of the Income Tax Act 2007 (ITA). These changes add to (or amend) the 
list of defined excepted financial arrangements for common, low-risk foreign currency 
arrangements. 

Effective date  
The proposed amendment would take effect on 1 April 2027 for the 2027–28 and later income 
years.  

Background  
The excepted financial arrangements rules exist to remove various common arrangements from the 
financial arrangements rules entirely (that is, taxpayers with these arrangements are not required to 
apply any of the formulas contained in subpart EW of the ITA for these arrangements).  

There are various sound policy reasons why a type of arrangement is included in the excepted 
financial arrangements rules, but a common rationale is that the arrangement is sufficiently low risk 
that it does not justify imposing the complexity of the financial arrangements rules to that 
arrangement.  

There are some arrangements included in these rules when they are denominated in New Zealand 
dollars (NZD), but not when they are denominated in a foreign currency. The proposed changes 
would extend the protection of the excepted financial arrangements rules to a small number of 
these arrangements on the basis that, even denominated in a foreign currency, they are sufficiently 
low risk to be included in the rules. 

Key features  
This proposed rule would make three changes to the excepted financial arrangements rules by: 

 broadening existing eligibility for private purpose loans denominated in a foreign currency 
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 treating transaction accounts denominated in a foreign currency as excepted financial 
arrangements, when that account has a private or domestic purpose, and  

 limiting the effect of exchange rate movements on existing exceptions for some variable 
principal debt instruments. 

Broaden eligibility for foreign currency private loans 

Private loans in foreign currencies are currently considered excepted financial arrangements if the 
borrower is a cash basis person. This change would remove the requirement that the borrower be a 
cash basis person because private loans are sufficiently low risk.  

Treat private foreign currency transaction accounts as excepted financial 
arrangements 

As noted, loans in a foreign currency with a domestic purpose are currently considered excepted 
financial arrangements, but foreign transaction accounts with a domestic purpose are not.  

This means that under the status quo, taxpayers that do not qualify as cash basis persons are 
required to complete annual calculations for a range of personal foreign expense accounts, despite 
those accounts representing a relatively low integrity risk. This can be burdensome given the 
number of transactions that flow through those accounts (which must be accounted for when 
applying the spreading rules).  

This proposed measure would except foreign private transaction and savings accounts that 
predominately have a private or domestic purpose from the financial arrangements rules. An 
example of this would be personal bank accounts.  

The requirement that the account have a predominant purpose of facilitating expenditure for a 
private or domestic purpose would allow accounts that generate some interest to be treated as 
excepted financial arrangements, but would ensure that accounts that have some broader 
investment purpose would remain subject to the financial arrangements rules.  

Limit effect of exchange rate movements on current rule for variable principal debt 
instruments 

Currently, variable principal debt instruments (for example, credit cards, revolving credit accounts, 
etc), are treated as being excepted financial arrangements when the total value of a person’s 
instruments is NZ$100,000 or less. Because this value is calculated in NZD, this rule is sensitive to 
exchange rate movements. This can result in a person exceeding the threshold, which then means 
that they need to apply the financial arrangements rules to all their variable principal debt 
instruments.  



September 2026 

Page 92 of 277 
 

 

This proposed measure would eliminate this sensitivity by allowing taxpayers to calculate the value 
of each foreign currency variable principal debt instrument when the instrument is first entered 
into. Any fluctuations in foreign exchange rates for subsequent years would be ignored, unless 
there is a change in the principal amount. This would give taxpayers more certainty over whether 
the total value of their instruments exceeds the threshold, such that all the instruments can be 
treated as excepted financial arrangements. 
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Thin capitalisation  
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Thin capitalisation rules for foreign-owned banks 

Clauses 80 and 81 

Summary of proposed amendment 
The proposed amendment would set the thin capitalisation threshold for foreign-owned banks: 

 at 0.12, if the New Zealand banking group includes a domestic systemically important bank, 
and 

 at 0.11, in any other case. 

The proposed amendment would also vary these thresholds when the Reserve Bank changes its 
countercyclical buffer, in accordance with the Reserve Bank’s changes. 

Effective date 
The proposed amendment to section FE 19 of the Income Tax Act 2007 would be effective for 
measurement dates under section FE 8(3) of the Income Tax Act 2007 for periods beginning on or 
after 1 April 2027. 

Proposed new section FE 19B would be effective for measurement dates under section FE 8(3) for 
periods beginning on or after 2 December 2028. 

Background 
The inbound thin capitalisation rules aim to prevent a company with overseas owners from being 
loaded with debt (thinly capitalised) resulting in elevated interest deductions, which lowers its tax 
to pay in New Zealand. Banks have their own inbound thin capitalisation rules, which are different 
to the rules applying to other businesses. For banks, the rules are designed to ensure that a 
foreign-owned New Zealand group that includes a registered bank, or a fixed establishment of a 
registered bank, holds a minimum percentage of equity for tax purposes relative to its risk 
weighted assets. This minimum percentage should be set at a commercial level.  

The thin capitalisation threshold for banks has historically aligned with prudential capital 
requirements set by the Reserve Bank. Prudential capital requirements are a resilience measure that 
aims to ensure that banks have sufficient capital in reserve to withstand shocks and avoid failure. 
While the thin capitalisation rules do not have to align with prudential capital requirements, these 
requirements are an indicator of a commercial level of equity for a New Zealand banking group to 
hold. 
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Since the bank thin capitalisation threshold was last updated in 2012, prudential capital 
requirements have continued increasing, resulting in the current thin capitalisation threshold not 
being set at a commercial level. Prudential capital requirements apply at a resident bank entity level 
because they regulate entities that operate bank businesses, but the thin capitalisation threshold 
applies at the group level in line with regular taxation principles. As a result, if the thin 
capitalisation threshold is below the prudential capital requirements (as it is currently), there is an 
opportunity to increase debt in New Zealand banking groups by adding it via holding companies 
or branches without breaching prudential capital requirements. This debt then creates higher 
interest deductions that can be offset against the bank’s taxable profit without affecting its capital 
level for prudential purposes. The result is lower tax payable in New Zealand. 

The proposed amendment would address this problem by aligning the thin capitalisation threshold 
for banks with the prudential capital requirements that were announced by the Reserve Bank in 
December 2025. 

The prudential capital requirements announced by the Reserve Bank in December 2025 include a 
countercyclical buffer requirement that it can ease in a downturn to encourage banks to continue 
lending to credit-worthy borrowers. The proposed amendment would provide for equivalent 
changes to the thin capitalisation requirements when the Reserve Bank adjusts its countercyclical 
buffer requirement. 

Detailed analysis  
The proposed amendment would preserve the current thin capitalisation threshold of 0.06 in 
section FE 19(1) for New Zealand-owned banks with outbound investments and set new thresholds 
for foreign-owned banks. 

New thresholds for foreign-owned banks  

Section FE 19(2) would set the new thin capitalisation thresholds for foreign-owned banks at: 

 0.12, if the bank’s New Zealand banking group includes a bank that is recognised by the 
Reserve Bank as a domestic systemically important bank; and 

 at 0.11, in any other case. 

New thresholds vary when Reserve Bank varies countercyclical buffer 

Section FE 19B would automatically reduce or increase these new thin capitalisation thresholds for 
foreign-owned banks by the same number of percentage points, expressed as a decimal, as any 
change in the countercyclical capital buffer after 1 December 2028.  
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In December 2025, the Reserve Bank announced that the countercyclical buffer would be set at 1% 
(0.01). This is expected to take effect from 1 December 2028. Section FE 19B is intended to adjust 
the thin capitalisation thresholds if the countercyclical buffer changes from 1% (0.01). 

A reduction in the countercyclical buffer would result in a reduction to the thin capitalisation 
thresholds from the beginning of the measurement period in which the change occurs. An increase 
in the countercyclical buffer would result in an increase to the thin capitalisation thresholds from 
the first day after the end of the measurement period in which the change occurs. 

Example 41: Reduction in countercyclical buffer 

Bank Z uses a three-month measurement period for the purposes of section FE 8. Bank Z is 
recognised by the Reserve Bank as a domestic systemically important bank. The Reserve Bank 
reduces the countercyclical buffer from 1% (0.01) down to 0.5% (0.005) on 1 December 2029. 
Bank Z’s thin capitalisation threshold will reduce from 0.12 to 0.115 from 1 October 2029 (the 
first day of the three-month period from 1 October to 31 December 2029). 

 

Example 42: Increase in countercyclical buffer 

Continuing Example 41, the Reserve Bank increases the countercyclical buffer from 0.5% 
(0.005) up to 1% (0.01) on 1 August 2030. Bank Z’s thin capitalisation threshold will increase 
from 0.115 to 0.12 from 1 October 2030 (the first day after end of the three-month period 
from 1 July to 30 September 2030).  
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Research and Development Tax 
Incentive  
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In-year payments 

Clauses 105, 106, 114, 127, 128, 129(7), (25), and (26), 192(1), 203, and 213(1)  

Summary of proposed amendment  
Proposed new legislation would enable Inland Revenue to implement in-year payments of the 
Research and Development Tax Incentive (RDTI). In-year payments would improve cashflow by 
allowing businesses to receive advance payments after each quarter of their income year based on 
their expected R&D tax credits. 

Effective date   
The proposed amendments would be effective for the 2027−28 and later income years. 

Background  
Businesses claiming the RDTI often face long delays between when they incur eligible R&D 
expenditure and when they receive the tax credit associated with that expenditure. Tax credits are 
processed only after a business has filed its income tax return and associated RDTI supplementary 
return. This can be more than 13 months after the end of the income year in which the R&D 
expenditure was incurred.  

The delayed payment of tax credits exacerbates cashflow constraints for start-ups. In-year 
payments would improve cashflow by allowing businesses to receive advance payments after each 
quarter of the income year based on their expected RDTI tax credits. 

Key features  
The new rules would allow approved RDTI businesses to receive advance payments based on their 
expected R&D tax credits during an income year and for those payments to be reconciled against 
the person's final RDTI entitlement at the end of the income year. More specifically: 

 RDTI businesses would be able to choose to register for in-year payments. The business would 
need to be eligible for the RDTI, have their R&D activity approved for the relevant income year 
(using the general approval or criteria and methodology approval), and be approved by the 
Commissioner of Inland Revenue (the Commissioner) to receive in-year payments.  

 In-year payments could be claimed for a period comprising one or more quarters (three-
monthly periods) of the relevant income year, provided this period has elapsed since the 
beginning of the income year.  
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 The final date to apply for any in-year payments for an income year would be the earlier of the 
person’s income tax return due date or six months after the end of their income year. After that 
date, the person should submit their income tax return and RDTI supplementary return to claim 
their final RDTI entitlement. 

 Each in-year payment would be limited to the lower of 15% of eligible R&D expenditure 
incurred, the amount of labour-related taxes reported by the business during the income year, 
and an amount determined by the Commissioner. 

 The maximum amount of in-year payments that can be received for an income year would be 
capped at 80% of the person’s expected R&D tax credits. The person would be required to 
estimate their eligible expenditure in their R&D activity approval (the general approval or their 
criteria and methodologies approval), and the approved amount of estimated expenditure 
would then be used to estimate their expected tax credits for the purpose of this cap. 

 The Commissioner could approve a lower amount of in-year payment or revoke an approval to 
receive in-year payments, having regard to any relevant matter. These decisions would be non-
disputable. 

 An in-year payment could be applied by the Commissioner to offset liabilities that the person 
owes under the Inland Revenue Acts in the same way as a tax refund or refundable tax credit. 

 Once the person’s supplementary return has been filed and processed, the total amount of in-
year payments previously received would reduce the person’s final RDTI credit.  

 When the total amount of in-year payments received exceed the person’s final RDTI tax credit, 
the excess amount would be payable as tax. Use of money debit interest would be charged on 
the excess amount from the day after the in-year payment that caused the excess was received. 

Detailed analysis  

Registering for in-year payments 

The person would be eligible to receive in-year payments for the income year only if they are 
eligible for the RDTI for that income year (as determined by the rules in section LY 3 of the Income 
Tax Act 2007 (ITA)). Before the person can receive in-year payments they would need their relevant 
R&D activity for that income year approved using the existing general approval or criteria and 
methodologies approval process.  

In-year payments would be optional to apply for and being registered for in-year payments would 
not require the person to claim them if they decide not to. 

The Commissioner would have a discretion as to whether to approve or remove (deregister) the 
person from being able to receive in-year payments. This discretion would be a non-disputable 
decision. It is intended to allow Inland Revenue to decline or remove a person from receiving in-
year payments if they have any integrity concerns, such as dubious claims, or if the person owes tax 
debt and is not managing that debt under an arrangement with Inland Revenue.  
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Claim period 

In-year payments can be claimed for a period comprising one or more quarters (three-monthly 
periods) of the relevant income year provided the period has elapsed and the person has incurred 
eligible R&D spending for that period. This flexibility is intended to reduce compliance costs by 
allowing the in-year payments to be claimed when it suits the business. 

For example, a person may choose to claim four in-year payments at the end of each three-month 
period to maximise cashflow. Alternatively, a person could choose to claim for a full 12-month 
period just after the end of the relevant income year because they may compile and assess their 
R&D spending information as a year-end process and therefore face lower compliance costs in 
determining their eligible R&D spending at that time. 

To spread out the filing peaks and associated workloads, the Bill proposes a final deadline of six 
months following the end of the relevant income year for any in-year payment claim to be 
submitted for the income year. After this deadline, the person should instead prepare a 
supplementary return to claim their actual RDTI tax credit.   

Amount of in-year payments 

The person would need to have incurred eligible R&D expenditure for the claim period before 
claiming an in-year R&D payment. Accordingly, the person would need to self-assess the amount 
of eligible R&D expenditure they incur during the claim period and multiply this by 0.15 (the 15% 
tax credit rate). Unlike the supplementary return, the in-year payment return would not require 
submission of detailed expenditure schedules. However, the Commissioner would be able to ask 
the person to provide further information to support the claim, if necessary. 

In practice, the person could receive a lower amount of in-year payment because other proposed 
rules would limit the maximum amount of in-year payments that the person can receive for the 
claim period and for their income year.  

Consistent with the existing rules for cashing-out or refunding R&D tax credits, the amount of in-
year payments would be capped by the total amount of labour-related taxes10 paid by the 
business11 to Inland Revenue during the claim period.  

The Commissioner would also be provided with a general discretion to determine that a lower 
amount of in-year payment be received by the person. This would include declining to make any 

 
10 This includes any PAYE (which includes withholding tax on schedular payments), fringe benefit tax, and employer 
superannuation contribution tax. 
11 Grouping rules also allow a company to include labour-related taxes paid by other companies they control or who are 
in the same wholly-owned group. 
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payment. For example, the Commissioner could decide to decline or approve a lower amount of in-
year payment when the person:  

 has a history of overclaiming R&D expenditure compared to eligible R&D 
 has failed to respond to a request for information from the Commissioner to support some of 

their claim 
 owes outstanding tax debt  
 appears to be insolvent, or 
 does not appear to be a genuine business. 

In deciding the amount to approve, the Commissioner may have regard to any matter he considers 
relevant and the Commissioner’s decisions to decline or approve a lower amount would be non-
disputable decisions. 

To reduce the risk of in-year payments exceeding the person’s final RDTI entitlement a cap is 
proposed to limit the maximum amount of in-year payments that can be received for each tax year. 
When applying for a general approval or criteria and methodology approval, the person would 
provide an estimate of the amount of eligible R&D spending (budgeted R&D) they expect to incur 
for each income year. Once the approval has been processed, this estimated amount would be 
used to determine the annual cap on in-year payments. Once the cumulative amount of in-year 
payments has reached 80% of established expenditure multiplied by the 15% R&D tax credit rate 
for the relevant income year, no further in-year payments would be paid for that income year. 

Application of in-year payments to other tax liabilities 

A proposed amendment to section RM 10 of the ITA would allow an in-year R&D payment to be 
applied to liabilities under the Inland Revenue Acts in the same way as a tax refund or refundable 
tax credit. Accordingly, the Commissioner could offset an in-year payment against an outstanding 
liability before paying any balance to the person. The taxpayer could also request that the amount 
be transferred to satisfy another liability. 

End-of-year reconciliation and excess payments 

The in-year R&D payment is defined in section LY 11 of the ITA as an advance payment of the 
person’s R&D tax credit for the income year. Accordingly, when the person’s final RDTI entitlement 
is determined from their income tax return and supplementary return, the total amount of in-year 
payments received for the income year would reduce that entitlement (see proposed new section 
LY 11(6)). Any remaining entitlement would then be received as R&D tax credits using the ordinary 
process. This would ensure the person should generally receive the same total RDTI support, with 
part of it paid in advance as in-year payments. 
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If the total amount of in-year payments has exceeded the person’s final RDTI entitlement, 
proposed new section LY 11(7) would convert the excess amount into tax payable for the income 
year. The due date for paying tax to clear this excess amount would be set by proposed new 
section RA 15B of the ITA as the later of the following dates:  

 the person’s terminal tax date for the tax year (this would set the relevant due date on 
7 February of the following year for taxpayers who have a standard balance date and do not 
have an extension of time to file their income tax return) 

 30 days after the date the person’s RDTI supplementary return for the tax year was due to be 
filed, and 

 if the person filed their supplementary return by the due date, three months after the due date 
for the supplementary return, or a date set by the Commissioner.  

A failure to pay the tax by the due date could result in late payment penalties being applied. 

Interest on excess payments 

Proposed new section 120VF of the Tax Administration Act 1994 applies use of money debit 
interest to an excess in-year payment. Charging interest is appropriate because the person has had 
the use of an amount to which they were not ultimately entitled.  

Interest would begin on the day after an in-year payment first causes the cumulative value of in-
year payments to exceed the person’s final RDTI entitlement for the relevant income year and 
would apply only to the amount by which it exceeds the final entitlement. 

A consequential amendment to section RP 17B of the ITA would provide that tax pooling accounts 
can be used to offset the use of money debit interest that a person incurs when they have received 
excess in-year payments. Tax pooling could also be used to settle the terminal tax liability that 
arises from the excess in-year payment because tax pooling accounts can already be used for 
terminal tax.  
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Extending mining expenditure eligibility 

Clauses 136 and 137(1), (2), and (3)  

Summary of proposed amendment  
The proposed changes would allow companies carrying out research and development (R&D) 
activities in mining industries (petroleum, mineral, geothermal and natural gas mining) to claim the 
Research and Development Tax Incentive (RDTI) for a wider range of eligible expenditure. The 
proposed changes also include consequential amendments to ensure that the upfront cost of 
capital assets, and prospecting, exploration and drilling activities would remain excluded. 

Effective date  
The proposed amendment would be effective for the 2027−28 income year and later income years. 

Background  
The RDTI provides a 15% tax credit for eligible R&D activities.  

Currently, mining businesses can only claim the RDTI for labour-related costs and tangible assets 
used solely to conduct core R&D such as prototypes. These expenditure restrictions were 
introduced to manage a potential fiscal risk that the mining-specific tax rules could allow R&D tax 
credits to be claimed on large upfront asset costs. In practice, the current restrictions go further 
than needed to address this risk. 

The current expenditure restrictions disadvantage mining businesses in comparison to businesses 
in other industries. For example, businesses in other industries can claim the RDTI for a broader 
range of eligible R&D expenditure, such as for overheads (to the extent they relate to R&D 
activities), the cost of goods consumed in R&D activities (in accordance with feedstock rules), and 
repairs and maintenance costs.  

The current exclusions may reduce RDTI uptake by mining businesses relative to other industries, 
potentially discouraging R&D investment. 
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Key features  
Key features of the proposed amendment: 

 Schedule 21B, Part B, clause 3B of the Income Tax Act 2007 (ITA) would be repealed. This would 
remove the current restrictions on mining expenditure in the RDTI and allow a broader range 
of R&D expenditure to be eligible for the RDTI.  

 Previous R&D activity exclusions would be reinstated to clarify that a prospecting, exploring or 
drilling activity does not qualify as a core R&D activity or as a supporting R&D activity. 

 Consequential amendments would be made to the RDTI rules for capital property in Schedule 
21B, Part B, clauses 2 and 3 to ensure these rules apply correctly to certain types of mining 
assets when tax deductions for these assets have been claimed under the mining tax rules. The 
amendments would ensure businesses cannot claim the RDTI for the upfront cost of acquiring 
capital assets or costs that contribute towards creating tangible property (with the exception of 
labour costs for a core R&D activity or costs that contribute to tangible property used solely to 
perform a core R&D activity, such as prototypes).  

Detailed analysis  

Repealing mining expenditure exclusions  

Clause 3B of Schedule 21B, Part B would be removed. This clause currently excludes any 
expenditure or loss incurred by mining businesses12 except for labour costs related to core R&D 
and the costs contributing to creating tangible property used solely to conduct core R&D, such as 
prototypes. Removing clause 3B would allow mining businesses to claim RDTI for a wider range of 
eligible expenditure, similar to most other businesses. For example, consumables used to perform 
R&D, maintenance and repairs of equipment used for R&D and overheads that support the R&D. 

Excluding prospecting, exploring and drilling activity 

Schedule 21, Part A lists the core activities excluded from the RDTI, and Schedule 21, Part B lists the 
supporting activities excluded from the RDTI. New clauses would be inserted into Schedule 21, 
Parts A and B excluding prospecting for, exploring for, or drilling for minerals, petroleum, natural 
gas or geothermal energy. 

These activity exclusions were previously part of the ITA, when policy settings similar to the 
proposed changes were in place and the mining industry was not subject to the current 
expenditure exclusions in current clause 3B. Prospecting, exploring and drilling do not meet the 
requirements for “research” or “development” because they typically involve using established 
methods and processes to conduct the activity, so would not have the material purpose of 

 
12 Petroleum, mineral, geothermal and natural gas mining. 
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resolving scientific or technological uncertainty. The proposed new clauses would clarify that these 
activities are excluded.  

Other countries, including Australia, use similar activity exclusions to exclude prospecting, exploring 
and drilling activities from their R&D tax incentives.  

Excluding upfront cost of capital assets  

Allowing RDTI claims for the upfront cost of acquiring capital assets, or any type of expenditure 
contributing towards creating capital assets does not fit within the underlying purpose and policy 
intent of the RDTI, which is to support the revenue costs of conducting R&D, rather than 
encourage capital investment.  

With the proposed repeal of specific exclusions in clause 3B on eligible R&D spending for mining 
businesses, it is necessary to make consequential amendments to ensure that the rules for capital 
property in Schedule 21B, Part B, clauses 2 and 3 would apply correctly. 

Currently, clauses 2 and 3 exclude expenditure incurred in acquiring depreciable property, and 
expenditure contributing toward the cost of tangible depreciable property (except for labour costs 
relating to core R&D activities, and property used solely for R&D).  

Depreciable property is defined in sections EE 6 to EE 8 of the ITA. Section EE 7(j) specifically states 
that when a taxpayer is allowed a tax deduction for the property outside of subpart EE, the 
property is not considered to be “depreciable property”.  

The industry specific mining tax rules are found in subparts DT and DU of the ITA. These rules 
provide special deductions and spreading rules that replace the regular tax depreciation rules for 
certain assets, such as those that qualify as mining development expenditure. This means that 
some types of mining property are not considered “depreciable property” under section EE 7(j) 
because mining businesses are claiming a deduction for this property under subpart DT or DU 
instead of under the depreciation rules in subpart EE.  

Schedule 21B, Part B, clauses 2 and 3 would be replaced. The proposed new clauses would both 
keep the existing exclusions and exceptions, but both clauses would include new subparagraphs 
that would exclude property from eligibility when the person is allowed a deduction for the 
property under subpart DT or DU of the ITA (the special petroleum mining and mineral mining tax 
rules), and that would be depreciable property if section EE 7(j) did not apply.  

These amendments mean that, consistent with other types of businesses, mining businesses would 
be unable to claim the RDTI for: 

 the cost of acquiring property (Schedule 21B, Part B, clause 2), or  
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 the cost of contributing toward creating tangible property, with the exceptions of labour costs 
for a core R&D activity or tangible property used solely to perform a core R&D activity, such as 
prototypes (Schedule 21B, Part B, clause 3). 

Mining businesses using depreciable property to conduct R&D 

Some mining businesses may have depreciable property that they take depreciation deductions for 
under subpart EE, rather than under the special mining tax rules in subpart DT or DU. An example 
may be an asset that is used for a different type of business activity that is not subject to the 
special mining tax rules. For these assets, the business would already be doing regular deprecation 
loss calculations under the depreciation rules. If a mining business owns depreciable property that 
is eligible for depreciation loss under regular tax rules, and this property is used to conduct eligible 
R&D, the depreciation loss may be eligible for the RDTI under Schedule 21B, Part A, clause 1. 
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Reducing internal software development expenditure 
cap to $3 million 

Clause 137(4) 

Summary of proposed amendment  
The proposed amendment would reduce the eligibility cap for internal software development 
expenditure from $25 million to $3 million per business, per income year.  

Effective date  
The proposed amendment would be effective for the 2027–28 and later income years. 

Background  
During the original policy design of the Research and Development Tax Incentive (RDTI), software 
development was identified as an area presenting higher integrity13 and value for money risks.  

The RDTI distinguishes between three categories of software development each with different 
eligibility settings. 

External software is software developed for sale to external customers (including licensing the 
software) or incorporated into goods that are sold. Expenditure on this software is generally 
treated in the same way as other eligible research and development (R&D) expenditure. 

Administrative internal software is software developed to support internal administrative functions, 
such as payroll, finance, or human resources. Expenditure on this category is excluded from the 
RDTI.  

Non-administrative internal software is software developed for non-administrative purposes, 
including software that supports or enhances other types of services provided to customers. 
Expenditure in this category is eligible for the RDTI, but subject to a cap that limits the amount a 
person can claim each year as eligible expenditure when the expenditure is internal software 
development expenditure. The cap applies on a group basis by aggregating a person’s internal 
software development expenditure with expenditure incurred by associated persons.  

 
13 For example, the Australian Taxation Office put out the following tax alert relating to software expenditure being 
claimed under their R&D Tax Incentive TA 2017/5 | Legal database 

https://www.ato.gov.au/law/view/document?DocID=TPA/TA20175/NAT/ATO/00001&PiT=99991231235958
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The existing cap on internal software development expenditure is $25 million per income year. The 
Bill proposes reducing this cap to $3 million per income year. 

Compared to other types of R&D spending, providing RDTI support for internal software 
development is likely to be less cost-effective at achieving the policy goals of incentivising 
additional R&D and generating spillover benefits. It can be difficult to assess whether internal 
software development qualifies as eligible R&D expenditure. There can be higher compliance and 
administrative costs, reclassification risks and lower behavioural responsiveness compared to other 
forms of R&D. This increases the fiscal cost per dollar of additional R&D induced by the RDTI, 
compared with other types of R&D expenditure. 

Key features  
Key features of the proposed amendment: 

 The maximum amount of internal software development expenditure that can be claimed as 
eligible expenditure for the RDTI would reduce from $25 million to $3 million per income year.  

 The cap would apply on a group basis by aggregating a person’s internal software 
development expenditure with expenditure incurred by associated persons. 

 The proposed $3 million cap would apply for the person’s 2027–28 and later income years. The 
existing $25 million cap would continue to apply for earlier income years. 

 The definition of “internal software development expenditure” in section YA 1 of the Income 
Tax Act 2007 would remain unchanged. 
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Commissioner discretions to amend RDTI due dates 

Clauses 192(2), 201(3), and 213(2) 

Summary of proposed amendment  
The Research and Development Tax Incentive (RDTI) has strict deadlines for filing returns and 
correcting errors. The proposed amendments would provide the Commissioner of Inland Revenue 
(the Commissioner) with new discretions to set a later due date for a person to file an RDTI return 
or correct an error in an RDTI return.  

All legislative references are to the Tax Administration Act 1994. 

Effective date  
The proposed amendments would take effect on 1 April 2027. The Commissioner would be able to 
use the new discretions in respect of filing or amendment deadlines that expired before 1 April 
2027, subject to the general four-year time bar for amending income tax returns. 

Background  
The RDTI has strict deadlines for obtaining approval of research and development (R&D) activities, 
filing returns, and correcting errors that would increase R&D tax credits. These deadlines require 
businesses to identify, plan and document eligible R&D expenditure close to when it is incurred, 
consistent with the RDTI’s policy objective of encouraging additional business R&D. 

The deadlines also prevent businesses or tax advisors from retrospectively reclassifying historical 
expenditure as R&D. Without them, the general rules for filing and amending income tax returns 
could allow late claims to be submitted for expenditure incurred many years earlier. This could 
generate unintended windfall gains and significant fiscal risks from large multi-year tax refunds 
without encouraging additional R&D. 

However, the use of strict deadlines means businesses become ineligible for tax credits if they have 
mostly prepared the relevant information but failed to submit the required return by the due date 
or may have included information in a return that was identified as being incorrect after the 
deadline for making a correction. There can be disproportionate consequences whereby minor 
mistakes or oversights result in businesses losing access to RDTI tax credits that they had planned 
to claim when incurring the expenditure and would otherwise be entitled to.  
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Key features  
Key features of the proposed amendments: 

 The Commissioner would be provided with new discretions to extend RDTI filing deadlines and 
permit late amendments to information provided in general approval applications, criteria and 
methodology applications, and supplementary returns (RDTI filings). 

 The discretions would only be available if the person took reasonable steps to prepare the 
relevant application, return or amendment for the tax year. 

 The failure to meet a filing deadline or need to make a late amendment would have to arise 
from a genuine mistake or oversight, an event or circumstance outside the person’s control, or 
a combination of these factors. 

 Allowing the filing or amendment must not undermine the integrity of the RDTI regime.  
 When deciding to exercise the discretions, the Commissioner may consider the applicant’s 

explanation and supporting evidence, steps taken to identify and document eligible R&D, the 
delay between the original due date and correcting the issue, the person’s tax compliance 
history and any other relevant matter. 

 If the Commissioner decides to decline an application to use the discretion, this decision would 
be non-disputable. 

 When the discretions are exercised, the one-year RDTI time bar for increasing an amount of 
R&D tax credit would not apply. The general four-year time bar for amending an income tax 
return would apply instead. 

 The discretions would simply allow the Commissioner to set a new due date for filing the 
relevant return or making an amendment to the return. If an amendment involves increasing 
the person’s R&D tax credits, the existing limit of allowing only one adjustment to increase to 
the amount of tax credits for an income year in section 113E would continue to apply. 

 The new rules would commence on 1 April 2027 and could be used in respect of filing or 
amendment deadlines that expired before commencement, subject to the general four-year 
time bar for amending income tax returns. 

Detailed analysis  
Proposed new section 68CH would provide the Commissioner with two related discretions: to 
extend specified RDTI filing deadlines and to permit amendments after the ordinary amendment 
period has expired. The proposed discretions would allow the Commissioner to set a new due date 
when a person has genuinely attempted to comply with the ordinary RDTI deadlines but was 
prevented from doing so by a mistake, oversight, or circumstance outside their control.  

The proposed discretions would not automatically extend a deadline. The person would have to 
apply, and the Commissioner would have to be satisfied that the requirements in section 68CH(3) 
are met before setting a new due date. 



September 2026 

Page 111 of 277 
 

 

Proposed new section 68CH(1): Discretion to extend due dates for filing RDTI returns 

New section 68CH(1) would allow the Commissioner, on application by a person, to extend a time 
limit applying under section 33E, 68CB, 68CC, or 113E(1)(b). These provisions include the relevant 
time limits for most RDTI filings, including general approvals, criteria and methodologies approvals, 
supplementary returns, and adjustments to information in these returns.  

Proposed new section 68CH(2): Discretion to make late amendments to returns 

New section 68CH(2) would allow the Commissioner, on application by a person, to amend 
information provided under any of section 33E, 68CB, 68CC, or 113E(1)(b) after the time that would 
otherwise be allowed for amending general approvals, criteria and methodologies approvals, 
supplementary returns. Amendments to the supplementary return could require corresponding 
adjustments be made to the person’s income tax return. 

The discretion would simply allow the Commissioner to set a new due date for making an 
amendment. If the amendment involves increasing the person’s R&D tax credits, the existing limit 
of allowing only one adjustment to increase to the amount of tax credits for a tax year in section 
113E would continue to apply.  

Section 113E(1)(b) provides the person with the ability to make one request under section 113 to 
an increase in the amount of a person’s R&D tax credit for a tax year within one year after the due 
date to provide a return of income for the tax year. Because the person would need to apply to the 
Commissioner to request the Commissioner exercise the new discretions, it makes sense for the 
Commissioner to use the section 113 process to make any resulting amendments to the person’s 
income tax return, rather than the person submitting a notice of proposed assessment, which 
would start a formal disputes process. 

Proposed new section 68CH(3): Requirements for exercising discretion 

New section 68CH(3) would limit both proposed discretions by outlining three requirements that 
the Commissioner is satisfied are met before exercising the discretions. 

The first requirement would be that the person had taken some reasonable steps to prepare the 
relevant application, supplementary return, or amendment for the relevant tax year. This 
requirement considers whether the person had genuinely engaged with the RDTI process, such as 
by identifying eligible activities, maintaining records of eligible expenditure, obtaining advice, 
collating information, or starting work on the relevant return. This would typically involve the 
person providing contemporaneous evidence of actions they took to prepare the relevant 
information required for the RDTI prior to the original due date. For some types of error such as 
incorrect information being included in a filing, the error may not have been identified until after 
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the original due date, in which case the steps taken to correct the error may have occurred after 
the original due date. 

The second requirement would be that the missed deadline or need for amendment must have 
arisen from a genuine mistake or oversight, an event or circumstance outside the person’s control, 
or both.  

Some potential examples of a genuine mistake or oversight could include: 

 mistaken filing of an approval/return in a wrong company 
 mistaken entry of incorrect activity duration dates into the general approval 
 general approval application or supplementary return lodged for the wrong tax year 
 incorrect copying of data into the myIR portal (the access restrictions on the myIR portal mean 

that RDTI claims are generally prepared externally to the portal and then copied across for 
filing) 

 accidental failure to complete a section, or the omission of a portion of the information in 
copying it into the myIR portal  

 failure to apply for an extension of time for the person’s income tax return, which affected the 
due date for the person’s supplementary return. 

Some potential examples of events outside of the person’s control could include: 

 an emergency, illness or bereavement experienced by key business staff or advisors 
 an Inland Revenue action or fault (such as an IT systems outage on the due date) has 

contributed to the person’s inability or reduced ability to file on time. 

The examples above are non-exhaustive, so other types of genuine mistake or oversight and events 
outside of the person’s control that led to the person’s failure to meet the relevant RDTI deadline 
could also be considered by the Commissioner. 

Finally, allowing the filing or amendment must not undermine the integrity of the RDTI regime. For 
example, the Commissioner could decline to exercise the discretions if a person seeks to 
retrospectively reclassify expenditure incurred many years before they first considered whether this 
spending would qualify for the RDTI. Allowing such a claim could provide a windfall gain without 
encouraging additional business R&D, undermining the purpose of the RDTI. 

Proposed new section 68CH(4): Matters Commissioner may consider 

New section 68CH(4) would provide a non-exhaustive list of matters the Commissioner may 
consider when deciding whether to exercise the discretions. These include:  
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 The person’s explanation and supporting evidence. The person should explain and be able to 
provide information about how the mistake, oversight or event outside the taxpayer’s control 
occurred. 

 Evidence of reasonable steps the person took to identify and document eligible activities and 
expenditure. As noted above this would typically be contemporaneous evidence of actions 
taken prior to the original due date. 

 The time period between the relevant due date and the action taken to correct the failure. For 
example, the date the person or their tax agent contacted the Commissioner about the specific 
error, oversight or event. 

 The person’s history of compliance with the Inland Revenue Acts. For example, the 
Commissioner may consider whether the person owes tax debt that is not being managed 
under an arrangement with Inland Revenue.  

The Commissioner may consider any other matter that is relevant to the applicant’s failure to meet 
the standard due dates for filing or amending the relevant RDTI return. The open-ended list would 
support a case-by-case assessment while signalling the evidence that applicants should be 
prepared to submit to support their application. 

An application to use the discretion could state several circumstances that the person would like 
the Commissioner to consider exercising the discretion for in a particular tax year and depending 
on the circumstances, the Commissioner may decide to only exercise the discretion for some of the 
issues applied for. 

Section 138E: Commissioner’s decision on exercising discretions is non-disputable 

The amendment to section 138E would provide that a decision made by the Commissioner under 
new section 68CH is a non-disputable decision. This means a person could not use the statutory 
disputes process to challenge the Commissioner’s decision. This would be appropriate because the 
Commissioner’s decision on whether to exercise the discretion, and the extent to which a discretion 
is provided, involves considering whether exceptional relief should be provided to extend the 
ordinary RDTI due dates and would be based on the specific facts and circumstances of each case, 
which are likely to be unique to each decision. 

Section 108(1E): New exception to RDTI one-year time bar 

The current RDTI rules include a time bar in section 108(1E) whereby a person’s R&D tax credit can 
typically only be increased within one year of the latest date to provide the person’s income tax 
return for the relevant tax year. The proposed amendment to section 108(1E) would ensure this 
one-year time bar does not apply to increases in R&D tax credits that result from the 
Commissioner exercising the discretions under new section 68CH. The general four-year time bar 



September 2026 

Page 114 of 277 
 

 

for amending income tax returns in section 108(1) would apply instead, consistent with other types 
of amendments to income tax returns. 

Commencement and ability to use discretions for earlier income years 

The proposed amendments would take effect on 1 April 2027. From that date, a person may apply 
to the Commissioner to exercise the discretions even if the original filing or amendment deadline 
expired before 1 April 2027. This would allow the Commissioner to use the discretion for failures to 
meet deadlines that occurred in earlier income years, subject to the ordinary four-year time bar for 
amending income tax returns in section 108(1).  
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Using partnership’s balance date for RDTI reporting 

Clauses 189 and 191 

Summary of proposed amendment  
The proposed amendment would allow the partnership’s balance date to be used when reporting 
information in a partner’s supplementary return that relates to research and development (R&D) 
activities that the partner conducts through the partnership.  

It would also allow the later of the partner’s and partnership’s balance dates to determine the 
deadline for a general approval application relating to R&D activities that the partner conducts 
through the partnership. 

Effective date  
The proposed amendment would take effect on the day after the Bill receives Royal assent. 

Background  
Currently, partners in a partnership can choose for income tax purposes to account for their share 
of the partnership income using the partnership’s balance date, instead of apportioning this 
income according to their own balance date.   

However, this choice is not currently accounted for in the Research and Development Tax Incentive 
(RDTI) rules, which always require each partner to apportion eligible expenditure for the 
partnership’s R&D activities according to each partner’s own balance date.  

Accordingly, when the partnership and partners have different balance dates there can be different 
time periods for how partnership income is accounted for in the partner’s income tax return (for 
example, 1 January to 31 December based on the partnership’s balance date) and how the partner 
is required to claim the RDTI (for example, 1 April to 31 March).  

This mismatch increases compliance and administrative costs by requiring different amounts be 
calculated for RDTI purposes and by making it difficult to compare data across the partner’s 
income tax and RDTI returns. It also increases the risk of potential errors, such as a partner using an 
incorrect period in their RDTI supplementary return for the information or to claim tax credits or 
from a partner applying too late for a general approval of R&D activities they conduct through the 
partnership.  
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Key features  
Key features of the proposed amendments: 

 Allowing the partnership’s balance date to be used when reporting information in a partner’s 
supplementary return that relates to R&D activities that the partner conducts through the 
partnership. This treatment would apply only if the partner has elected to report their share of 
the partnership’s income and deductions in their income tax return using the partnership’s 
balance date. 

 R&D activities undertaken by the partner outside the partnership would continue to be 
reported in the supplementary return using the partner’s own balance date. 

 The deadline for a partner to submit or vary a general approval concerning an R&D activity 
they conduct through the partnership, would be determined from the later of the partner’s 
balance date and the partnership’s balance date. 

 The deadline for the partner’s supplementary return is unchanged. It would continue to be due 
30 days after the due date for the partner’s income tax return, noting that the partner can 
already apply for an extension of time to file their income tax return (or use a tax agent who 
qualifies for an extension of time). 

Detailed analysis  

Aligning reporting periods for costs across partner’s income tax return and 
supplementary return 

Currently, section 42(3)(c) of the Tax Administration Act 1994 allows partners of a partnership with 
a non-standard balance date, to make an irrevocable election to report their income from the 
partnership using the partnership’s balance date in their income tax returns. 

A proposed new paragraph (cb) would apply when the partner has used the election in section 
42(3)(c). It is intended to provide a consistent reporting period between information reported in 
the partner’s income tax return and their supplementary return by allowing the partner to report 
any eligible R&D spending they contribute to through the partnership using the balance dates for 
the partnership’s income year.  

This is intended to reduce compliance costs because the partner would not need to apportion the 
partnership’s eligible R&D expenditure to the partner’s own balance date when reporting this in 
their supplementary return, which determine the partner’s research and development tax credits. It 
would also ensure research and development tax credits derived by the partner from their 
contributions to the partnership’s R&D projects can be offset against income that they earn 
through the partnership using a consistent time period. 
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The proposed amendment would apply only to R&D conducted through the partnership. Any 
eligible R&D spending incurred by the person outside their capacity as a partner (such as a 
company doing its own R&D projects separate to the partnership’s R&D project) would continue to 
be reported by the person in their supplementary return using their own balance date.  

General approval deadlines in section 68CB 

The deadline for submitting general approval applications and variations to general approvals is 
the last day of the third month after the end of the person’s income year (or before 15 January if 
the person’s balance date is 30 September). 

For a general approval application relating to R&D activities conducted through a partnership, it is 
proposed that the “end of the income year” for which these due dates are determined from be the 
later of the partner’s and partnership’s balance dates. This would ensure that the partner has 
sufficient information about the partnership’s R&D activities before the application is due, without 
bringing forward the deadline if the partnership has an earlier balance date than the partner.  

As per current rules, each partner would have to separately submit and obtain a general approval 
for an R&D project conducted through a partnership that they contribute to. 

Supplementary return deadline unchanged 

The deadline for the partner’s supplementary return remains unchanged. It would continue to be 
determined as being due 30 days after the due date for the partner’s income tax return as per 
existing section 33E of the Tax Administration Act. 

There may be situations when the partnership has a significantly later balance date than the 
ordinary due dates for the partner’s own income tax return and supplementary return.  

For example, a partner with a standard or early balance date may have a due date of 7 July for their 
income tax return and 6 August for their supplementary return, but a partnership may have a late 
balance date, so their income year ends on either 31 July, 31 August or 30 September. In these 
cases, the partner’s final contribution to the cost of the partnership’s eligible R&D spending may be 
uncertain on the date that the person would ordinary be required to file their supplementary return 
(6 August).  

The partner can address this issue by applying for an extension of time to file their income tax 
return (or using a tax agent who qualifies for an extension of time). This will extend the due date 
for the partner’s income tax return to 31 March of the following year and provide a corresponding 
extension to the due date of their supplementary return to 30 April of the following year.  
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Approved issuer levy simplification  

Clauses 186, 243 to 259, and Schedules 4 and 5 

Summary of proposed amendments 
The proposed amendments would make changes to the approved issuer levy (AIL) regime to 
simplify the regime and strengthen its integrity. These amendments include two changes to AIL 
filing requirements and an integrity measure for non-compliant borrowers. The proposed 
amendments would also replace the Stamp and Cheque Duties Act 1971 (SCDA) with a new 
Approved Issuer Levy Act (AIL Act). This replacement is not intended to change the substance of 
the AIL regime or outcomes for taxpayers. 

Effective date  
The proposed amendments to AIL filing requirements would take effect on 1 April 2027.  

The proposed amendment to allow Inland Revenue to deregister and reregister securities for AIL 
purposes would take effect for securities registered on or after 1 October 2027.  

The new AIL Act would come into force on 1 April 2027, simultaneously with the repeal of the 
SCDA. 

Background  
The AIL regime provides New Zealand-resident borrowers with an alternative levy they can pay on 
loans from non-resident lenders instead of deducting non-resident withholding tax (NRWT). The 
levy is 2% of the interest payable to the lender instead of 10% or 15% for NRWT.  

AIL borrowers expecting to pay less than $500 of AIL per year can currently file on a six-monthly 
basis instead of the standard monthly basis. However, the $500 reduced filing threshold can still 
impose disproportionate reporting requirements given the amount of tax at stake.  

Under current law, Inland Revenue can deregister a borrower for AIL purposes, but that borrower 
can continue to pay AIL for all previously registered securities. This creates an integrity risk because 
it does not encourage continued compliance once a security has been registered.  
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Detailed analysis  

Changes to filing requirements (clause 252) 

The amendments would include two changes to AIL filing requirements to simplify the AIL regime 
and reduce compliance costs for borrowers: 

 increasing the $500 filing threshold to $10,000, and  
 shifting from six-monthly to annual filing for borrowers who fall below the filing threshold. 

These amendments would reduce compliance costs for around 55% of AIL filers.  

Deregistering securities (clauses 186, 248(2), 249) 

The amendments would also allow Inland Revenue to deregister securities from AIL if the borrower 
does not comply with its AIL obligations. A security could be deregistered if the following 
conditions have been met: 

 A borrower’s total AIL liability for the previous two tax years is outstanding as at 21 April of the 
following year. 

 Notification has been provided to the borrower detailing the amount outstanding and Inland 
Revenue’s intention to deregister the security.  

 Notification of the above has also been provided to the lender. 
 A period of six months has passed since the notifications.  
 At the time of deregistration, part of the outstanding amount remains outstanding and is either 

not subject to an instalment arrangement or is subject to an arrangement that has not been 
complied with. 

This would give the borrower a six-month window to rectify their non-compliance before the 
power could be exercised (including by entering into an instalment agreement if they cannot 
immediately repay the outstanding AIL). Under this amendment, once a security has been 
deregistered, borrowers would be required to withhold NRWT instead of paying AIL.  
The proposed amendments would also allow a security to be re-registered later if the 
Commissioner considers that the issues leading to the non-compliance have been resolved and the 
borrower is likely to be compliant in the future.  

Example 43: Security deregistered following non-compliance  

NZ Borrower Ltd has a loan from offshore lender Pacific Credit Co that is registered for AIL. 
NZ Borrower Ltd fails to pay $120,000 of AIL liabilities for the 2028 and 2029 tax years. As at 
21 April 2030, the liabilities remain outstanding. 
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New AIL Act (clauses 243 to 259) 

The proposed amendments would also replace the SCDA with a new AIL Act. The AIL provisions are 
the only operative part of the SCDA; all other regimes previously contained in that Act have been 
repealed. Transferring the AIL provisions to a new AIL Act would not affect the substance of these 
provisions or outcomes for any users but would improve accessibility and transparency of the AIL 
regime. The registration of any securities or borrowers under the SCDA would automatically carry 
over to the new AIL Act, along with any other existing rights or obligations under the SCDA.  

  

Inland Revenue notifies both NZ Borrower Ltd and the offshore lender of its intention to 
deregister the security. Six months later, the debt remains unpaid and is not subject to an 
instalment arrangement. Inland Revenue therefore deregisters the security from AIL. This 
means the NZ borrower must now withhold NRWT on future interest payments under the 
loan.  

Alternative scenario: Compliance issues addressed during the notification period 

On 21 April 2030 Inland Revenue notifies both NZ Borrower Ltd and the offshore lender of its 
intention to deregister the security unless the outstanding liabilities are addressed within six 
months. 

One month later, NZ Borrower Ltd pays $60,000 of the outstanding debt and enters into an 
instalment arrangement with Inland Revenue for the remaining $60,000. At the end of the 
six-month notification period, NZ Borrower Ltd is meeting its obligations under that 
arrangement. 

Because all the outstanding amount has either been paid or is subject to a compliant 
instalment arrangement, Inland Revenue would not deregister the security. NZ Borrower Ltd 
must continue paying AIL on future interest payments for this security.  
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Membership subscriptions, fees and levies 

Clause 14 

Summary of proposed amendment 
The proposed amendment would override the effect of an Australian court decision in New 
Zealand to ensure that membership subscriptions, fees and levies (subscriptions) continue to be 
non-taxable (as exempt income) for not-for-profits that are prohibited from distributing to 
members, as would be the case if the mutuality principle applied.  

Effective date 
The proposed amendment would be effective for the 2027−28 and later income years. 

Background 
Inland Revenue’s current public guidance states that subscriptions paid to not-for-profits are non-
taxable under the common law principle of mutuality. The mutuality principle provides that mutual 
associations are not taxable on income derived from within their circle of membership, based on 
the concept that persons cannot make a profit from trading with themselves. 

However, in April 2025, Inland Revenue consulted on a draft operational statement that included 
an updated interpretative view that concluded subscriptions may be taxable. This was in light of the 
Australian court decision (Coleambally Irrigation Mutual Co-operative Ltd v FCT (2004) ATC 4,126) 
that held that the mutuality principle could not apply when a not-for-profit is prohibited from 
making distributions to members. 

In the absence of this amendment, Inland Revenue would have finalised the draft operational 
statement and its updated interpretative view that subscriptions paid to not-for-profits prohibited 
from making distributions to members may be taxable under ordinary income tax rules. Because 
many not-for-profits rely on subscriptions to fund their activities, this would have a significant 
impact on the financial positions of these organisations. 

Key features 
The proposed amendment would only apply to organisations that meet the proposed new 
definition of “not-for-profit organisation” in section YA 1 of the Income Tax Act 2007. This includes 
not-for-profits that are prohibited from making distributions and incorporated societies that are 
incorporated under the Incorporated Societies Act 2022.  
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Amounts derived by not-for-profits that can make distributions to members would continue to be 
non-taxable under the common law mutuality principle (except when taxable under sections CB 33 
and HE 2).  

Under the proposed amendment, amounts derived by a not-for-profit organisation would be 
treated as exempt income if those amounts would not have been income had the organisation not 
been prohibited from making distributions to its members (that is, under the mutuality principle). 
Importantly, this means that membership subscriptions and levies (other than statutory producer 
board levies, which are taxable under sections CB 33 and HE 2) would be exempt income of a not-
for-profit organisation. 

In the case of amounts derived from transactions described in section HE 2 (for example, member 
trading transactions, interest and statutory producer board levies), these would be taxable if caught 
by another provision in Part C, most likely as business income or income under ordinary concepts. 

Example 44: Subscriptions and trading transactions 

ABC Inc is an organisation that meets the new definition of “not-for-profit organisation”. It is 
not a statutory producer board. Were it not for the fact that ABC Inc was prohibited from 
distributing to members, the mutuality principle would apply and amounts derived from 
transactions with its members would not be income (except for those amounts that would be 
taxable under sections CB 33 and HE 2). Under the proposed amendment, the membership 
subscriptions it receives from members would be exempt income because these amounts 
would not be income under the mutuality principle, had ABC Inc not been prohibited from 
distributing to members. 

ABC Inc also runs a bar and restaurant selling meals and drinks to members. Because the 
amounts derived from these transactions would have been income under another provision 
in Part C (namely section CB 33) if ABC Inc was not prohibited from making distributions, 
those amounts would not be exempt income under the proposed amendment. Instead, the 
amounts from meal and drink sales to members would be taxable for ABC Inc either as 
business income or income under ordinary concepts. 
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Taxable not-for-profit statutory deduction and filing 
requirements 

Clauses 43(2) and (4), 184, 185, and 190 

Summary of proposed amendments 
The proposed amendments would increase the statutory deduction (effectively a tax-free 
threshold) for not-for-profits from a maximum of $1,000 to a maximum of $10,000. The statutory 
deduction would be targeted at not-for-profits with net income of $10,000 or less. Not-for-profits 
with net income over $10,000 would no longer be eligible for the statutory deduction.  

Associated not-for-profit bodies, such as regional or district branches of a national not-for-profit 
organisation, would not individually qualify for the statutory deduction. 

In addition, it is also proposed that not-for-profits with net income of $10,000 or less (before 
applying the statutory deduction) would not be required to file annual income tax returns, unless 
specifically requested to do so by Inland Revenue.  

It is also proposed that payers of interest, such as banks and other financial institutions, would now 
be required to include investment income information of resident withholding tax (RWT)-exempt 
customers as part of the information they are already report to Inland Revenue. 

Effective date 
The increase to the statutory deduction and exemption from filing annual income tax returns for 
not-for-profits with income of $10,000 or less before the deduction would be effective for the 
2027−28 and later income years.  

The proposed amendment requiring payers of interest to report investment income information to 
Inland Revenue for RWT-exempt customers would come into effect on 1 April 2028. 

Background 
Profits from member trading transactions and all non-member transactions are taxable for not-for-
profits (unless they qualify for a specific income tax exemption, such as charities and amateur 
sporting bodies). Currently, all not-for-profits meeting certain criteria, regardless of size, are 
entitled to claim a statutory deduction of up to $1,000 against their net income. The value of this 
statutory deduction has not increased since 1979 and has therefore not kept pace with inflation. 
Over time, more not-for-profits will have net income over $1,000 resulting in them entering the tax 
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base. Accordingly, the compliance cost reduction effect of the statutory deduction is diminishing 
with the passing of time. The current statutory deduction is also not well-targeted and there is no 
sound policy rationale for giving larger not-for-profits a significantly increased statutory deduction 
to offset against their income. 

Settings for the statutory deduction have flow-on effects relating to other tax settings for not-for-
profits, namely, eligibility for the income tax return filing and RWT exemptions.  

Inland Revenue’s operational practice is that taxable not-for-profits do not need to file tax returns 
if they qualify for the statutory deduction and have net income of $1,000 or less before applying 
the statutory deduction. However, this operational practice is not supported by the current 
legislation and technically, all taxable not-for-profits are required to file income tax returns even if 
they have no taxable income. It is therefore proposed that the income tax return filing exemption 
be provided for in legislation and aligned with the proposed $10,000 statutory deduction. This 
would reduce compliance costs for smaller not-for-profits and administrative costs for Inland 
Revenue.  

Under the proposed increase to the statutory deduction, not-for-profits that are eligible for the 
statutory deduction and with net income under $10,000 would be entitled to an RWT exemption in 
the following year. The exemption means that RWT is not deducted at source from interest and 
dividends received. With the number of not-for-profits exempted from filing income returns set to 
increase, Inland Revenue needs additional data to monitor whether those claiming the statutory 
deduction, the filing exemption and the RWT exemption are eligible to do so. Currently, payers of 
interest, such as banks and other financial institutions, are required to provide Inland Revenue with 
investment income information for many customers, but not for those with an RWT exemption. The 
proposed amendment would extend that to include RWT-exempt customers. 

Key features 
The key features of the proposed amendments are: 

 The statutory deduction for not-for-profits would increase from a maximum of $1,000 to a 
maximum of $10,000 for not-for-profit organisations with net income of $10,000 or less. Not-
for-profits with net income over $10,000 would no longer be entitled to the statutory 
deduction. 

 Not-for-profits eligible for the statutory deduction would not be required to file income tax 
returns each year unless requested to do so by Inland Revenue. 

 Payers of interest, such as banks and other financial institutions, would be required to report 
investment income information to Inland Revenue for RWT-exempt customers. 
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Donation tax credit refund simplifications 

Clauses 100, 101(1), 102, 187, and 188 

Summary of proposed amendments 
The proposed amendments would amend the donation tax credit rules to allow: 

 in-year refunds of donation tax credits, and  
 the transfer of the donation tax credit refund to the charity.  

Both proposals would be available at the donor's discretion. 

Effective date  
The proposed amendments would take effect on 1 April 2028. 

Background  
The New Zealand donation tax credit allows individuals to claim 33⅓% of every $1 donated to 
approved donee organisations (for example, most charities registered under the Charities Act 2005, 
education providers, and other funds, such as mayoral funds set up in times of emergency) up to 
the level of their taxable income. The credit is available for every donation of money that is $5 or 
more.  

From 1 April 2027, the maximum entitlement threshold for donations eligible for the donation tax 
credit is the lower of $100,000 and the donor’s taxable income.  

Key features  

Donation tax credit in-year refunds 

The proposed amendment would allow Inland Revenue to refund approved donation tax credits 
periodically during the tax year.  

Providing donors with an option to receive their donation tax credit refund during the year would 
help Inland Revenue progress claims quicker, making the donation tax credit more accessible and 
timelier for donors. It could also more effectively encourage giving to support the charitable, 
community and voluntary sectors. 
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Maximum entitlement 

The maximum entitlement of donations eligible for an in-year donation tax credit refund would be 
the lower of $100,000 and the donor’s reportable income earned from the start of the year to the 
time of the donation tax credit claim.  

Eligibility for in-year refunds 

In-year refunds would only be available to individual donors who earn reportable income (for 
example, salary and wages) during the year.  

Donors with only non-reportable income (for example, self-employed income) would not be able 
to make use of this change. Their donation tax credit refunds would continue to be assessed and 
refunded by Inland Revenue after the end of the year.  

Donors who have a mix of both reportable and non-reportable income could make use of this 
change up to the value of any reportable income earned in the year.  

At the end of the year, if a donor’s taxable income is higher than their reportable income, they 
would be entitled to further tax credits. 

After the end of the year, the maximum donation entitlement threshold will be the lesser of:  

 $100,000, and  
 the greater of the donor’s reportable income and their taxable income. 

When a donor’s taxable income for the entire year is less than their reportable income (for 
example, because they have a loss from their business activities), the donor would not need to 
repay any in-year donation tax credits they have already received. This rule is a practical way to 
ensure that donation tax credits claimed during the year will not be clawed back to create a tax 
debt at the end of the year.  
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Example 45: Claiming in-year donation tax credit refunds with mix of reportable and non-
reportable income 

Alex earns salary and wages and self-employment income from a business they run. They 
donate to approved charities. During the year Alex earns $10,000 of wages (reportable 
income). Alex also earns $30,000 from their business (which is not reported to Inland Revenue 
during the year). Their taxable income is $40,000. 

Alex donates $1,000 a month ($12,000 in total) to approved charities and uploads their 
donation receipts as soon as the donations are made.  

What is Alex’s donation tax credit?  

During the year, Inland Revenue would refund $3,333.33 donation tax credits on donations of 
$10,000, which is the total amount of Alex’s reportable income from salary and wages. It 
would not refund donation tax credits on the remaining $2,000 of donations during the year 
because the $10,000 reportable income is the cap for the in-year refund proposal.  

At the end of the year, Alex files their income tax return and reports total taxable income of 
$40,000. Based on their taxable income, Inland Revenue would refund $666.66 donation tax 
credits on the remaining $2,000 of donations.  

Alex’s total donation tax credit refund is $4,000 on donations of $12,000, which is the same as 
before the proposed policy change. However, Alex has received most of the donation tax 
credit much earlier. 

 

Example 46: Claiming in-year donation tax credit refunds when donor’s taxable income is less than 
their reportable income  

This example illustrates a donor claiming an in-year donation tax credit refund when their 
taxable income for the entire year is less than their reportable income, for example because they 
have incurred losses from their business activities. 

During the year Jess earns $90,000 of wages (reportable income). Jess also has a loss of $30,000 
from their business. Their taxable income is $60,000. 

Jess donates their whole salary of $90,000 to approved charities during the year. 

What is Jess’s donation tax credit? 

Jess can get a donation tax credit refund based on income that is reportable during the year. 
The maximum Jess can claim in-year is one third of their reportable income (that is, $30,000 
being one third of $90,000). 

At the end of the year Jess’s taxable income is $60,000. If they had claimed the donation tax 
credit at the end of the year, and not during the year, their donation tax credit would have been 
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$20,000, being one third of $60,000. By claiming the donation tax credits as an in-year refund, 
Jess has received an additional $10,000.  

Claiming in-year donation tax credit refunds 

To practically implement this proposal, donors would only be eligible for donation tax credit in-
year refunds if they file digital claims using myIR. Paper-based claimants would not be able to 
access in-year refunds. 

Tax agents and representatives would be eligible to make in-year claims if individual donation 
details and receipts were uploaded to myIR. That is, it would not be sufficient for tax agents and 
representatives to just sight the receipt (section LD 1(4) of the Income Tax Act 2007). 

Impact on charities 

Charities would not be required to change how or when they issue receipts. However, donors may 
request receipts earlier from charities. 

Impact on giving 

This proposal, like payroll giving, aims to make donation tax credit refunds more real-time and, 
therefore more likely to encourage giving. 

Transferring donation tax credit refunds to charities 

The proposed amendment would allow donors to request Inland Revenue to transfer their 
donation tax credit refund directly to the charity they supported, simplifying the process for donors 
and encouraging giving to support the charitable, community and voluntary sectors. 

Currently, there is no mechanism allowing a donor to transfer their donation tax credit refund to 
the charity they originally donated to. This means that if the donor wants the charity to receive the 
donation tax credit, they must manually donate it to the charity. 

Transferring donation tax credit refunds 

Donors who choose to transfer their donation tax credit refund to the charity they donated to 
would make a simple yes/no election at the time a donation receipt is uploaded in myIR.  

Transferred donation tax credit refunds would be paid into the charity’s nominated Inland Revenue 
bank account. If a charity does not have the required bank account set up when the donation tax 
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credit refund becomes payable, the donation tax credit refund would instead be transferred to the 
donor. The charity would not receive details about the donor. 

Treatment of transferred donation tax credit refunds 

A transferred donation tax credit refund to a charity would not qualify for another donation tax 
credit. 

Overdue tax obligations  

If the donor has overdue tax obligations, the donation tax credit refund would first be applied to 
that debt. Any remaining refund would then be paid to the charity. 
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Volunteer tax obligations simplification 

Clauses 115, 116(3), and 226(1) 

Summary of proposed amendment  
The proposed amendment would simplify volunteers’ tax obligations by providing not-for-profit 
organisations with the option to treat honoraria as “salary or wages” and subject to PAYE rules, 
instead of treating them as schedular payments. 

Effective date  
The proposed amendment would take effect on 1 April 2028. 

Background  
Currently, a payment made to a person undertaking voluntary activity is income of the person, 
unless the amount is a reimbursement payment to cover actual expenses incurred by the volunteer, 
or a reasonable estimate of the expenditure incurred by them, in which case it is exempt income of 
the volunteer.  

That is, payments that are honoraria are taxable. An “honorarium” is defined as a below market rate 
amount received by a person for providing services that, in the normal course, no payment would 
be provided for. Honoraria are schedular payments, meaning the payer must withhold tax at 33%. 
Recipients of schedular payments over $200 must file an IR3 income tax return and financial 
statements. They must also separately pay ACC levies as well as any other social policy obligations. 

Since 2019, honoraria received by fire and emergency volunteers from Fire and Emergency New 
Zealand has been treated as salary and wages and subject to PAYE rules. 

Key features  
This proposal would give not-for-profit organisations the option of treating honoraria as “salary 
and wages”, and therefore subject to PAYE obligations. It would ensure that when a not-for-profit 
organisation opts in, such volunteers are no longer required to file separate income tax returns for 
taxable honoraria they receive (or to separately account for the ACC levies). 
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Repeal income tax exemption for non-resident charities 
not registered under Charities Act 

Clause 12(2) 

Summary of proposed amendment  
The proposed amendment would repeal the income tax exemption for non-resident charities that 
earn investment income in New Zealand but are not established here, do not have a strong 
connection to New Zealand, and are not registered under the Charities Act 2005. 

Effective date  
The proposed amendment would take effect on 1 April 2028.  

Background  
Non-resident charities that carry out their charitable purposes outside New Zealand can currently 
apply for an income tax exemption on their non-business income sourced in New Zealand. This 
includes dividend, interest, or rental income.  

Key features  
The proposed amendment would repeal the income tax exemption for non-business income that is 
sourced in New Zealand by non-resident charities (section CW 41(5)(c) of the Income Tax Act 2007). 
This would align the tax treatment of non-resident charities that do not benefit New Zealanders 
with other non-resident entities earning passive income here. 

The proposed amendment would not affect the existing tax concessions for donee organisations 
listed in Schedule 32 of the Income Tax Act or for charities registered under the Charities Act. Non-
resident charities established here or that have a strong connection to New Zealand can continue 
to apply to register under the Charities Act and be income tax exempt.  

Following the proposed change, non-resident charities would generally be liable for non-resident 
withholding tax on their non-business income sourced in New Zealand. In the case of interest, non-
resident charities may choose instead to have approved issuer levy of 2% paid on qualifying 
interest.  
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Beneficiary income of tax-exempt entities 

Clauses 26, 84(3) and (4), 85, 86, 88, 89, 129(46), and 133(1) and (3)  

Summary of proposed amendments 
The proposed amendments would require private trusts that allocate beneficiary income to tax-
exempt entities to pay the amount into an account (with a financial institution) of the tax-exempt 
entity within a specified time for that income to be exempt.  

Effective date  
The proposed amendments would be effective for the 2028–29 and later income years.  

Background  
Currently, it is possible for trustees of a trust to allocate income to a beneficiary, despite the 
income remaining in the trust for the trustees’ use. The amount does not need to be actually 
distributed to the beneficiary, and trustees can allocate income to a beneficiary without the 
beneficiary’s knowledge.  

Beneficiary income is taxed at the beneficiary’s marginal tax rate, so an amount of beneficiary 
income paid to a tax-exempt beneficiary is not subject to tax. This means that trustees can 
circumvent the 39% trustee tax rate (or alternatively a tax rate of another taxable beneficiary) 
by allocating amounts of income to a tax-exempt beneficiary. The amounts of income could 
be allocated to the beneficiary’s current account, but the money could remain in the trust for use by 
the trustees.  

This raises integrity risks when the beneficiary is tax-exempt, for example a registered charity, 
because the income receives a tax exemption despite not actually being paid to the charity 
and made available for charitable purposes.  

Detailed analysis  
The proposed change would introduce a “pay in money” rule for private trust income allocations to 
tax-exempt entities. For the purposes of this measure, a tax-exempt entity would mean an entity 
that earns exempt income under certain provisions (sections CW 38 to CW 42B, CW 46 to CW 52, 
CW 55BA, CW 55BAA, and CW 55BC of the Income Tax Act 2007).  
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The rule would require beneficiary income allocations to tax-exempt entities to be paid into an 
account (with a registered bank or licensed non-bank deposit taker) of the tax-exempt entity by the 
later of the following to be exempt: 

 a date that falls within six months of the end of the income year, or 
 the earlier of: 

o the date on which the trustee files the return of income for the income year, or 
o the date by which the trustee must file a return for the income year under section 37 of 

the Tax Administration Act 1994. 

An amount of beneficiary income allocated to a tax-exempt entity that is not paid into such an 
account of that entity within the required time period would be treated as trustee income for the 
purposes of who pays the relevant tax and who provides return of income and taxed as schedular 
income at a basic rate of 39%. 

Example 47: Trust allocation to charity not paid within required timeframe  

The Ōrangitea Charitable Trust (a registered charity) is a discretionary beneficiary of the 
Ōrangitea Family Trust. The Ōrangitea Family Trust earns $500,000 in investment income for 
the income year ended 31 March 2030.  

The trustees of the Ōrangitea Family Trust allocate $200,000 of the income to the Ōrangitea 
Charitable Trust, and journal entries are made recording the allocation. The trustees use a tax 
agent who has an extension of time to file the 2030 return until 31 March 2031, and the 
return is filed on 31 March 2031.  

As at 31 March 2031, no payment has been made into the bank account of the Ōrangitea 
Charitable Trust. Accordingly, the $200,000 beneficiary income allocation is treated as trustee 
income for the purposes of who pays the relevant tax and who provides the return of income 
(that is, the trustees of the Ōrangitea Family Trust) and taxed at a rate of 39%.  
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Simplifying tax rules for cryptoassets  
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Cryptoasset lending 

Clauses 8, 29, 44, 45, 50, 82 and 129(11), (32), and (45) 

Summary of proposed amendment  
The proposed amendments would reform the tax treatment of cryptoasset-lending transactions by 
introducing specific cryptoasset-lending rules, modelled on the existing share-lending rules, to 
allow the taxation of "qualifying" cryptoasset-lending transactions on the basis of economic 
substance (that is, a loan). 

Effective date  
The proposed amendment would take effect for cryptoassets disposed of under a cryptoasset-
lending arrangement on or after 1 April 2027. 

Background  
Decentralised finance (DeFi) using cryptoassets is a term for a range of financial transactions 
involving lending and borrowing cryptoassets. These types of transactions may require a person to 
deposit cryptoassets to another person or into a smart contract or pool (for use by other users) 
with equivalent assets returned to them (often plus a profit that will be taxable under ordinary 
income provisions and is outside the scope of this proposal) at the end of the transaction. 
Economically the person has lent the cryptoassets but there is the potential, as covered in a recent 
Tax Counsel Office issues paper,14 that these transactions involve disposals and reacquisitions of 
new assets.  

Any cryptoassets that were acquired for the purpose of disposal are subject to tax. If cryptoassets 
acquired for disposal are lent to another person, smart contract or pool, the total gain or loss 
should be the same as if the person continued to hold them until final disposal. However, without 
the proposed rules, the lending transaction could change when that income or loss is recognised. 

These types of transactions are conceptually the same as a returning share transfer in the share-
lending rules. In both cases, an asset is legally disposed of before an equivalent asset is reacquired 
at a later date, but both transactions considered together are economically equivalent to a loan. 
Under a share-lending arrangement, the share continues to be treated as disposed of, but this is 
deemed to be at the original acquisition cost. When the new share is acquired, this is also deemed 
to be acquired at the original acquisition cost. The effect of these two deemed values is that the 

 
14 See IRRUIP18 “Income tax – wrapping, bridging, lending, borrowing and staking cryptoassets”. 

https://www.taxtechnical.ird.govt.nz/consultations/2026/irruip18
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person maintains the same cost base throughout their ownership (so no interim gain or loss arises) 
and, if they are taxed on the final disposal, will be taxable on their gain over the entire period. 

Key features  
The proposed amendments would introduce cryptoasset-lending rules to tax “qualifying” 
cryptoasset-lending transactions on the basis of substance rather than legal form. 

The proposed rules would apply to cryptoasset lending transactions, including wrapping, bridging 
and collateral arrangements, when the person will, on exit, receive back the exact same type of 
assets as what they initially disposed of. The proposed rules would not apply to arrangements 
when the person receives back a different type, or proportion of cryptoassets than what was 
originally lent. If additional cryptoassets are received back as a form of reward, these would remain 
separately taxable under ordinary income provisions.  

The proposed rules would revolve around the new definition of a “returning cryptoasset transfer”, 
as well as the existing rules, which define a cryptoasset (in section YA 1 of the Income Tax Act 2007) 
and treat it as an excepted financial arrangement (in section EW 5(3AB)). 

A returning cryptoasset transfer would be an arrangement under which: 

 a cryptoasset (the original cryptoasset) is disposed of by a cryptoasset supplier, and 
 it is conditionally or unconditionally agreed that the original cryptoasset or an identical 

cryptoasset may be transferred to the cryptoasset supplier. 

Returning cryptoasset transfers that meet a number of criteria (known as cryptoasset-lending 
arrangements) would be taxed on the basis of their economic substance rather than legal form.  

A "cryptoasset-lending arrangement" would be a returning cryptoasset transfer entered into on or 
after 1 April 2027 where: 

 the term of the arrangement is expected to be one year or less 
 the terms and conditions are ordinary commercial terms and conditions which are consistent 

with those that would apply between parties negotiating at arm's-length, and 
 the cryptoasset supplier receives the original cryptoasset or an identical cryptoasset within one 

year of lending the cryptoasset, or within a further period allowed by the Commissioner. 

A “cryptoasset lending arrangement” would be an excepted financial arrangement under new 
section EW 5(12B).  

A cryptoasset supplier would be a person described as such in the definition of a returning 
cryptoasset transfer, who disposes of an original cryptoasset under a returning cryptoasset transfer. 
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Unlike the share-lending rules on which these proposals are based, it is not proposed to define an 
identical cryptoasset. However, an identical cryptoasset would mean one that is exactly alike the 
original cryptoasset. Also, unlike the share-lending rules, no definition of a cryptoasset user is 
proposed because some returning cryptoasset transfers may include locking the cryptoasset into a 
smart contract rather than directly providing it to another person. 

A number of other concepts have not been carried over from the share-lending rules to the 
proposed cryptoasset-lending rules, due to cryptoasset-lending arrangements not requiring rules 
for dividends, imputation credits and replacement payments. 

When a person receives additional cryptoassets (rewards) from the arrangement, these receipts 
would remain taxable income under ordinary principles.  

Detailed analysis  

Treatment of lent cryptoassets  

A cryptoasset-lending transaction is likely, in most cases, to legally involve a disposal of a 
cryptoasset in exchange for the value of the cryptoasset-lending right received in return. Tax 
adjustments would normally result through the operation of revenue account property rules when 
the cryptoasset was acquired for the purpose of disposal. Adjustments are therefore proposed to 
these rules to treat a cryptoasset-lending transaction as economically equivalent to a loan. 

Lending cryptoassets 

When a cryptoasset supplier enters into a cryptoasset-lending arrangement, the lending of the 
cryptoasset (generally a disposal of that cryptoasset) would normally result in a taxable disposal if 
the cryptoasset was acquired for the purpose of disposal (the amount of income generally being 
equivalent to the value of the cryptoasset-lending right received in return), a reduction in the 
closing value of excepted financial arrangements on hand at the end of the year, and a tax 
deduction for the cost of the cryptoasset.   

This would be countered by allowing the cryptoasset supplier to include in the closing value of 
excepted financial arrangements the deemed value of a cryptoasset-lending right equivalent to the 
cost of the original cryptoasset. 

Section CH 1 would be amended to ensure that entering into a cryptoasset-lending arrangement 
would not result in a tax adjustment from a change in the value of excepted financial arrangements 
"on hand", such as the value of the cryptoasset-lending right held by the person (acquired at the 
time of disposing of the cryptoasset under the returning cryptoasset transfer). A cryptoasset-
lending right would be a conditional or unconditional right to acquire an original cryptoasset or an 
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identical cryptoasset under a cryptoasset-lending arrangement, and includes such a right 
represented by a cryptoasset (for example, a liquidity pool token). Amendments to section ED 1 
would provide that a cryptoasset-lending right is valued at the cost of the original cryptoasset. This 
would ensure that there is no net taxable income or loss on the initial disposal of the lent 
cryptoassets, and no movement in the value of revenue account property. 

Section DB 49 would be similarly amended to include the value of a cryptoasset-lending right in 
the opening value of excepted financial arrangements and section EA 1 would be amended to 
include a cryptoasset-lending right in the transactions covered by the revenue account property 
matching rules. 

Transfer vs disposal 

One of the proposed definitions is “returning cryptoasset transfer”. This term was chosen to align 
with the equivalent term in the share-lending rules, “returning share transfer”. However, unlike in a 
share-lending context, a cryptoasset may not always be transferred to another person; instead, it 
can be locked into a smart contract or burned and cease to exist before another identical 
cryptoasset is created and/or transferred to the cryptoasset supplier. Therefore, the proposed 
definition refers to a disposal rather than a transfer to ensure that each of these circumstances 
would be included. 

Reacquiring cryptoassets 

The cryptoasset-lending right ceases to exist once a cryptoasset supplier has received back either 
the original cryptoasset or an identical cryptoasset. Because they are excepted financial 
arrangements, the original cryptoasset or identical cryptoasset received back, will be included in 
the opening and closing values of revenue account property if held on revenue account (that is, 
acquired for the purpose of disposal). Under the proposed amendments to section ED 1 they 
would be valued at the cost of the original cryptoasset immediately before the cryptoasset supplier 
entered the cryptoasset-lending arrangement. This would ensure that there is no movement in the 
value of revenue account property until such time as the cryptoasset-lending arrangement has 
completed. 
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Example 48: Lending into a liquidity pool  

Anne acquires 10 Crypt-coins for $1,000 to lend using a DeFi platform. This requires Anne to 
transfer the Crypt-coins from her wallet to a liquidity pool. The liquidity pool also has Crypt-
coins from other lenders that are lent out to third parties. In exchange for the Crypt-coins, 
Anne receives a token that represents her share of the liquidity pool (the CC token). The CC 
token’s value is pegged to the Crypt-coin. The CC tokens are the cryptoasset-lending right. 
After six months, Anne decides to get back the Crypt-coin she lent to the liquidity pool. The 
pool accumulated a return, so Anne’s CC token balance increased. The CC tokens are to be 
redeemed 1:1 with the Crypt-coin. At the time of redemption, Anne holds 15 CC tokens. Anne 
receives 15 Crypt-coins.  

The provision of the Crypt-coins to the liquidity pool is the provision of cryptoassets by Anne 
under a returning cryptoasset transfer and a cryptoasset lending arrangement. The disposal 
of the Crypt-coins to the liquidity pool is treated as occurring for $1,000 (the value of the 
cryptoasset-lending right, being the CC tokens). The return of the identical 10 Crypt-coins as 
a returning cryptoasset transfer is treated as being received for $1,000. The gain Anne made 
of an additional five Crypt-coins is separate from the returning cryptoasset transfer so is her 
income under ordinary principles and would be taxable to Anne at market value when 
received.   

Ordinary commercial terms 

The proposed definition of “cryptoasset-lending arrangement” would include that the terms and 
conditions of the arrangement, including any collateral, are ordinary commercial terms and 
conditions consistent with those that would apply between parties negotiating at arm’s length. In 
some arrangements the person would be accepting the terms imposed to enter into a smart 
contract rather than negotiating with another person. This proposed definition would cover any 
terms and conditions that a person would be expected to have to accept to enter into an arm’s 
length arrangement irrespective of whether these have been individually negotiated. It is 
anticipated that when the same terms and conditions of a particular protocol are offered to all 
users, that such terms and conditions would satisfy this requirement.  

Ceasing to qualify 

Taxpayers would be required to determine whether a transaction qualifies as a cryptoasset-lending 
arrangement at the start of the transaction. 

The transaction would qualify if, at the time it is entered into, the person expects that the term will 
be one year or less. This timeframe is equivalent to the timeframe that applies for a share-lending 
arrangement. However, unlike in a share-lending arrangement, most decentralised finance 
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protocols do not have an agreed term. The rules would apply from the outset of the arrangement 
unless the person expects they will lend their cryptoassets for a term exceeding one year.  

However, if an arrangement fails to qualify at any point during its term (for example, because an 
identical cryptoasset is no longer available) then it would fail to qualify from the start of the 
transaction and the normal tax rules must be applied. 

To remain a qualifying arrangement, the person would have to receive back the original 
cryptoasset or an identical asset within one year. This requirement is stricter than the requirement 
regarding the expected term. Therefore, if an expected term is less than a year but the ultimate 
return of cryptoassets does not occur in that timeframe, the arrangement would cease to qualify 
from the outset. There may be some circumstances outside a person’s control that mean that this 
requirement cannot be met so it is proposed that the Commissioner could agree to an extended 
period (as with the share-lending rules). This would be for settlement or operational failures within 
the intended term when the arrangement is completed shortly afterwards. 

Taxpayers entering the proposed cryptoasset-lending transactions would be subject to the normal 
self-assessment rules. Therefore, if a taxpayer treats a transaction as qualifying for the cryptoasset-
lending rules when they should not have done so (for example, they cease to complete the 
transaction within the one-year requirement), then they would need to restate the tax treatment of 
the transaction. Often this will fall within the same income year or before the return for that income 
year is filed, which is one of the reasons why the proposed crypto-asset lending arrangement 
definition is limited to one year or less. Use of money interest and penalties could apply depending 
on the particular circumstances that gave rise to an incorrect treatment being adopted. 

Example 49: Wrapped crypt-coins  

Tony buys $1,000 of Crypt-coin with fiat so he can wrap it and use the wrapped Crypt-coin 
on the Crosses blockchain (wCrypt-coin). He immediately sends the Crypt-coin to a 
custodian, which locks it and mints a wCrypt-coin for Tony to use on the Crosses blockchain. 
After a few months, Tony unwraps the wCrypt-coin and receives Crypt-coin in return.  

The arrangement is a returning asset transfer and a cryptoasset-lending arrangement 
because it is agreed that Tony may receive back the original Crypt-coins or identical Crypt-
coins. If he decides to sell wCrypt-coins instead of receiving back identical Crypt-coins the 
cryptoasset-lending arrangement is treated as not applying from the outset. The receipt of 
wCrypt-coins is not an identical cryptoasset to a Crypt-coin. Wrapped Crypt-coins have 
similar terms and economic function as Crypt-coins, but they operate on a different 
blockchain. They are not exactly alike.  
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Example 50: Provision of collateral 

Will holds 10 Crypt-coins that he originally acquired for $1,000. He hears about a new NZD 
stablecoin and is keen to acquire some but has no spare cash. Will does not want to sell his 
Crypt-coins and decides to borrow the NZD stablecoins. Will is required to provide collateral 
to borrow the NZD stablecoins. Under the terms of the arrangement, Will transfers the Crypt-
coins to the relevant platform. The platform’s terms and conditions state that the platform 
takes ownership of any collateral deposited. Will is entitled to receive the same number of 
Crypt-coins, or identical Crypt-coins, when the borrowing is repaid. The provision of 10 
Crypt-coins as collateral would allow him to borrow 7,000 NZD stablecoins. After eight 
months, Will repays the 7,000 stablecoins, and any fees, and receives back 10 Crypt-coins.  

The provision of Will’s 10 Crypt-coins as collateral is a returning cryptoasset transfer and a 
cryptoasset lending arrangement. The Crypt-coins would be treated as being provided for 
$1,000. When he receives them back, the Crypt-coins would be treated as being received for 
$1,000.   

 

Example 51: Staking pools 

Sheri discovers she can make a good return from staking Crypt-coins. She acquires two 
Crypt-coins for $200 and transfers them into a staking pool. In return, she receives 20 
liquidity tokens into her wallet. Rewards are paid three times a day into Sheri’s wallet as 
additional liquidity tokens. After six months, Sheri burns the liquidity tokens to unstake her 
Crypt-coins.  

The provision of the Crypt-coins to the staking pool is the provision of cryptoassets by Sheri 
under a returning cryptoasset transfer and a cryptoasset lending arrangement. The disposal 
of the Crypt-coins to the pool is treated as occurring for $200 (the 20 liquidity tokens are 
valued at $200). The return of the two identical Crypt-coins would be treated as being 
received for $200. The gain Sheri made of additional Crypt-coins from staking rewards is her 
income under ordinary principles, and would be taxable to Sheri at market value when 
received.  
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Stablecoin exemption  

Clauses 10 and 129(37) 

Summary of proposed amendment  
The proposed amendment would exempt income from the acquisition and disposal of qualifying 
cryptocurrency (referred to in this commentary as stablecoins) when that income arises only under 
section CB 4 of the Income Tax Act 2007 because the stablecoin was acquired for the purpose of 
disposal. Its treatment under other income rules remains unchanged. The proposal would apply to 
specific types of cryptocurrency designed to maintain a stable value relative to a fiat currency. 
Exempting gains and losses on these cryptocurrencies would reduce compliance costs when there 
is little or no economic gain from movements in the value of the cryptocurrency itself (other than in 
relation to movements in value between the reference currency and the New Zealand dollar). It 
would also remove a potential barrier to the use of digital payment technologies. The proposed 
amendment would not change the treatment of stablecoins acquired as part of a dealing business 
or subject to other income provisions such as section CB 1, CB 3 or CB 5.  

Effective date  
The proposed amendment would take effect for a qualifying cryptocurrency that is disposed of on 
or after 1 April 2027. 

Background  
A stablecoin aims to maintain a consistent value compared to its reference asset, commonly the 
United States (US) dollar. This proposal only applies to a stablecoin that has a fiat currency as its 
underlying reference asset. Unlike most cryptocurrency, these types of stablecoins are designed to 
maintain a stable value relative to an underlying fiat currency and are increasingly being used as a 
transactional medium rather than as a speculative investment. However, when they are acquired 
with the purpose of disposal, including when acquired to be used as payment for goods and 
services, gains are taxable and losses are deductible. A stablecoin will not change in value relative 
to its reference currency but could increase or decrease in value if that reference currency changes 
in value compared to the New Zealand dollar. As a result, the requirement for taxpayers to 
calculate income on each disposal can impose significant compliance costs despite little or no 
economic gain arising from movements in the value of the stablecoin itself. Excluding stablecoins 
from tax is intended to reduce these compliance costs and remove a potential barrier to the use of 
digital payment technologies. 
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New Zealand’s broad taxation of cryptoassets is generally justified on the basis that they are 
commonly acquired for the purpose of disposal. That rationale still applies, but for fiat-referenced 
stablecoins the primary purpose may often be to preserve value and facilitate transactions. Any 
gains or losses experienced by holders will largely reflect movements in the underlying currency 
rather than appreciation in the stablecoin itself. A narrowly defined exemption is proposed for 
stablecoins to target compliance costs that are disproportionate to the revenue at stake while 
continuing to tax more speculative cryptoassets in the ordinary way.  

Key features  
A qualifying cryptocurrency would mean a cryptocurrency denominated by reference to a fiat 
currency, designed to maintain a stable value relative to that fiat currency, and at the time of 
acquisition its market value does not differ by more than 2% from the amount of the fiat currency 
to which the cryptocurrency is denominated.  

Proposed new section CW 8C would exempt income from disposing of a qualifying cryptocurrency 
if the amount would otherwise be income only under section CB 4 as property acquired for the 
purpose of disposal. 

No changes are proposed to other income provisions so a person who acquired a qualifying 
stablecoin for another purpose, for example as part of a business of dealing in cryptoassets or 
stablecoins, could continue to have assessable income. 

Detailed analysis  

Qualifying cryptocurrency 

Stablecoins can use different mechanisms to seek to maintain a stable value relative to a reference 
asset. These can include reserve-backed models, when the issuer holds assets intended to support 
the value of the stablecoin, and algorithmic models, when the supply or value of the stablecoin is 
intended to be managed through automated mechanisms. 

The proposed definition of a “qualifying cryptocurrency” would be restricted to stablecoins that are 
designed to maintain a stable value relative to a fiat currency.15 Other stablecoins exist, such as 
those that are designed to maintain a stable value relative to gold or other commodities, but these 
are not intended to be covered by the proposed definition. 

The proposed definition is not restricted to stablecoins that are fully reserve backed. While reserve-
backed stablecoins are likely to be the most stable and within the intended purpose of the 

 
15 A fiat currency is government-issued currency that is not backed by a commodity such as gold. 
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provision, the definition is designed for taxpayers and Inland Revenue to be able to reasonably 
easily confirm whether a stablecoin is a qualifying stablecoin. 

Non-tax definitions of stablecoins may take a narrower approach than the proposed definition in 
this Bill, for example by focusing on stablecoins supported by reserve assets intended to maintain 
their value relative to the reference asset. The proposed definition of a qualifying cryptocurrency 
would not apply for non-tax purposes and for this reason has been defined as qualifying 
cryptocurrency rather than a qualifying stablecoin. The distinction between a cryptoasset and 
cryptocurrency already exists in the Income Tax Act where cryptocurrency is a cryptoasset that is 
not a non-fungible token. It would not be possible for a non-fungible token to operate as a 
stablecoin, so these would be excluded from the proposed definition of qualifying cryptocurrency. 

Amounts derived from disposal of stablecoins 

Stablecoins, like other cryptocurrencies, are commonly acquired with the purpose of disposal. This 
is the case even where the acquisition was for the purpose of using the stablecoin as a means of 
payment. Even when the stablecoin retains a value very close to its reference fiat currency that fiat 
currency, commonly the US dollar, will likely have changed in value relative to the New Zealand 
dollar. Proposed section CW 8C would exempt this income from being taxable under section CB 4. 
Foreign currency movements on that stablecoin would also be exempt. A fiat-denominated 
stablecoin is already an excepted financial arrangement under section EW 5 on the basis that it is a 
cryptocurrency as defined in section YA 1. 

Example 52: Stablecoins used for transactions 

USExampleCoin is a stablecoin designed to maintain a value of US$1 and is a qualifying 
stablecoin. Jordan buys 100 USExampleCoins for NZ$180 when the USD:NZD exchange rate is 
$0.5555, intending to use them as a method of payment.  

Twenty days after purchasing the USExampleCoins, Jordan disposes of 100 USExampleCoins 
to purchase a piece of art. On the day of purchase the USD:NZD exchange rate is $0.5882 and 
100 USExampleCoins have a market value of NZ$190. 

Jordan acquired 100 USExampleCoins for NZ$180 and disposed of them for NZ$190 so 
would have had a taxable gain of $10 if not for proposed section CW 8C. 

Stablecoins acquired for another purpose 

Proposed section CW 8C would only apply to amounts that would otherwise be income under 
section CB 4. No changes are proposed to other income sections so it will continue to be possible 
for a person to have assessable income from the acquisition and disposal of stablecoins when 
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acquired as part of a dealing business or profit-making undertaking or scheme. However, this 
would not be the case when they are acquired for common purposes such as to make payments or 
as a store of value. 

Example 53: Stablecoins as a store of value 

Maya has made a successful investment in Crypt-coins, which she acquired to hopefully sell 
for a profit, but is worried that these may start to decline in value. She sells her Crypt-coins, 
which she originally purchased for NZ$400, and receives 600 USExampleCoins with a value of 
NZ$1,000. She derives NZ$600 of assessable income from the sale of her Crypt-coins, which 
is taxable under section CB 4. 

Six months later, Crypt-coins have declined in value, and Maya considers they may increase 
again. She sells her 600 USExampleCoins and receives Crypt-coins with a value of NZ$1,100. 

The $100 difference reflects the increase in the New Zealand dollar value of the 
USExampleCoins while Maya held them. However, because USExampleCoins are a qualifying 
cryptocurrency this income is not taxable under section CB 4. No other provisions apply to 
Maya, so she does not have to calculate that her gain was $100 or include this amount in her 
income tax return. Maya may still have income tax consequences on any subsequent sale of 
Crypt-coins.  

 

Example 54: Speculating in stablecoins 

Elliot has observed DollarHarbour break its peg and it is now trading at 1 DollarHarbour = 
US$0.35. Elliot expects that DollarHarbour has a sustainable business model and that it will 
return to 1 DollarHarbour = US$1 so he purchases 1,000 DollarHarbours for NZ$580, 
intending to eventually sell them for a profit. 

Two days later confidence in DollarHarbour is restored and it returns to its peg. Elliot sells his 
DollarHarbours for NZ$1,700. 

When Elliot purchased DollarHarbours they had a market value of less than US$0.98 so they 
did not meet the definition of a qualifying cryptocurrency. Elliot acquired DollarHarbours with 
the purpose of disposal and derived a gain of NZ$1,120, which will be taxable under section 
CB 4. 
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Example 55:  Currency trading using stablecoins  

Sophie carries on a business of trading currencies when she considers they are undervalued. 

Sophie expects that the US dollar will appreciate but rather than buying US dollars directly 
she purchases 10,000 USExampleCoins for NZ$17,000. The US dollar appreciates while the 
USExampleCoin maintains the same value against the US dollar. Sophie sells her 10,000 
USExampleCoins for NZ$20,000 so makes a gain of $3,000. 

This $3,000 gain is not taxable income under section CB 4 because of proposed section 
CW 8C. However, it would likely still be taxable under section CB 1, CB 3 or CB 5 because it 
relates to a dealing business or profit-making undertaking or scheme. 
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Other policy items  
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Student loan arrest at border amendment 

Clause 230  

Summary of proposed amendment  
The proposed amendment would address a gap in the student loan arrest at border offence 
provision so in cases when the Commissioner of Inland Revenue has been unable to notify an 
overseas-based borrower despite making reasonable efforts, the Commissioner could rely on 
evidence of previous communication with the borrower to demonstrate that the borrower was 
aware of their obligations and knowingly chose not to comply. 

Effective date  
The proposed amendment would take effect on the day after the Bill receives Royal assent. 

Background  
The Commissioner can seek a warrant to arrest borrowers who are in default of their overseas-
based student loan obligations when they attempt to leave New Zealand (after returning from 
overseas) if they do not engage with Inland Revenue on their default.16 The arrest power acts as an 
important incentive for persistent overseas-based student loan defaulters to engage and is one of 
the limited tools Inland Revenue has to encourage compliance for this group. The power is used in 
a targeted way after reasonable attempts to engage the borrower have been made and the 
borrower has refused to explore options to resolve the debt with Inland Revenue.17  

To obtain a warrant to arrest, the Commissioner must prove to the court that the borrower has 
committed an offence (under section 162A of the Student Loan Scheme Act 2011) and is about to 
leave or attempt to leave New Zealand. The key parts of the offence are that the borrower:  

 is in default of their overseas-based repayment obligations,18 and  
 has been notified of this default, and  

 
16 The Commissioner of Inland Revenue can apply to the District Court to obtain a warrant under section 162B of the 
Student Loan Scheme Act. 
17 Borrowers can enter into instalment arrangements and Inland Revenue have a number of relief powers that can be 
applied on a case-by-case basis. 
18 This means that they have not complied with their annual overseas-based repayment obligation, for example by not 
making all required payments toward their annual loan assessment. These requirements are in section 110 of the Student 
Loan Scheme Act. 
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 has knowingly failed or refused to make reasonable efforts to pay or arrange to pay by the 
date specified in the notification. 

In some cases, overseas-based borrowers may prevent the Commissioner from meeting all the 
elements of this test by avoiding Inland Revenue’s attempts to notify them. This amendment aims 
to address this gap.  

We encourage overseas-based student loan borrowers in default to contact Inland Revenue to 
discuss their situation. Borrowers can enter into a payment arrangement to address their default. In 
some cases, Inland Revenue may also provide relief from some late payment interest and core 
interest. 

Borrowers can visit the Inland Revenue website for information about how to contact Inland 
Revenue and discuss their options. A borrower can visit their myIR for specific details regarding 
their student loan balance and their obligations. 

Detailed analysis  
The proposed amendment provides an exception to the current arrest provision. If the 
Commissioner has not been able to notify the person, despite making reasonable efforts to do so, 
the person would still commit an offence if the Commissioner can demonstrate the person has 
previously communicated with the Commissioner on the default and knowingly failed or refused to 
make reasonable efforts to pay, or make arrangements to pay, the amount in default. 

Reasonable efforts  

To seek a warrant, the Commissioner would need to make reasonable efforts to notify the person 
of their default. Reasonable efforts may include actions like reaching out to the person through 
electronic messages, phone calls or attempting to serve the notice at a known address. 

Previous communication  

If, after making reasonable attempts to notify the person, the Commissioner is still unable to notify 
them, the Commissioner could instead point to previous communication with the person to 
demonstrate the person knew about their loan obligations and has knowingly not engaged with 
Inland Revenue to explore options to resolve the debt. Examples of the borrower’s previous 
communication likely to satisfy this requirement would include: 

 logging into myIR to view previous statements,  
 communicating with Inland Revenue staff about their loan, or  
 taking steps to comply previously, for example partially completed instalment arrangements or 

some previous irregular payments having been made.  
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Automated decision-making 

Clauses 182, 200, and 217 

Summary of proposed amendment  
The proposed amendment would clarify that Inland Revenue has authority to use automated 
decision-making (ADM) for tax and social policy administration purposes.  

Effective date  
The proposed amendment would take effect on the day after the Bill receives Royal assent. 

Background  
ADM is the use of technology, such as rules-based systems or algorithms to make or support 
decisions with limited or no human involvement. The use of ADM, when appropriate and when 
used with relevant safeguards, creates operational efficiency through the ability to automatically 
process large volumes of routine administrative tasks (such as processing tax returns). This can free 
up staff time and enable them to focus on higher-value, more complex tasks. Enabling faster and 
more consistent decision-making also improves service delivery for customers. 

The Commissioner of Inland Revenue (the Commissioner) has many discretionary powers. In some 
situations, the Commissioner has used ADM to make decisions. Some of the Commissioner’s use of 
ADM, such as the making of assessments or determinations is expressly provided for under section 
105 of the Tax Administration Act 1994 (TAA). There are other situations when the Commissioner is 
using ADM without there being a specific statutory provision for this. 

The proposed amendment would clarify that the Commissioner has authority to use ADM with 
appropriate operational standards in place. 

The proposed ADM authority is aligned with the approach to ADM in the Social Security Act 2018 
and the Biosecurity Act 1993. 

Key features  

The proposal would clarify that the Commissioner has authority to use ADM for tax and social 
policy administration purposes. This would provide legislative certainty for existing and future use 
of ADM for high-volume, clear, rules-based decisions.  
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The proposal would require Inland Revenue to develop a standard governing the operational use 
of ADM. The standard is intended to ensure neutrality and non-discrimination, accuracy and 
reliability, transparency, monitoring, and suitable contact channels for customers requiring further 
information about decisions that impact them.  

Inland Revenue would be required to consult with the Office of the Privacy Commissioner and the 
Human Rights Commission on approval of the standard, including any updates and changes. The 
standard would need to be published and reviewed at least every three years.  

Detailed analysis 

Proposed new section 7B of the TAA would provide the Commissioner with authority to use ADM. 
The provision is intended to enable Inland Revenue to consider using ADM in high-volume 
processes where clear rules-based decisions can be made.  

New section 7B(3) would require the Commissioner to ensure that there is an approved standard 
for the Commissioner’s use of ADM. The standard would require approval in consultation with the 
Privacy Commissioner and the Human Rights Commission (section 7B(4)(a)), and a review at least 
every three years (section 7B(4)(b)). The new provision would also require the Commissioner to 
publish the standard (section 7B(4)(c)), and this would be met by publishing it on the Inland 
Revenue website. 

New section 7B(5) would require the ADM standard to include provisions addressing the following 
topics: 

 Accuracy and reliability: Before ADM is implemented, its accuracy and reliability must be 
assessed to ensure it produces expected results at all times. 

 Compliance and assurance: Regular monitoring and compliance must be carried out to ensure 
applications of ADM continue to meet the requirements of these safeguards. 

 Efficiency and effectiveness: These must be balanced against factors such as cost, operational 
changes required, and the impact of the decision on those affected before ADM is 
implemented; 

 Human oversight: ADM use is limited to systems that automatically make or implement 
decisions following fixed rules or logic and must not extend to systems involving learning or 
prediction, or similar capabilities (such as generative AI). 

 Legal, privacy, and policy considerations: ADM use must uphold the integrity of the tax system 
and comply with the laws and requirements set out in the TAA and Privacy Act 2020. 

 Neutrality and non-discrimination: ADM may only be implemented for a task where impacts on 
neutrality and non-discrimination have been assessed. 

 Transparency and accountability: Before ADM is implemented, accessible points of contact for 
customers must be provided and accountability measures must be in place. 
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A consequential amendment would repeal section 105 of the TAA. That section provides authority 
for the Commissioner to use ADM for the making of any assessment or determination and would 
no longer be necessary if the proposed amendment proceeds. A cross-reference to section 105 in 
section 150(4)(a) would also be removed. 
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Zero-rate GST on electricity exported to grid from 
residential premises 

Clause 151 

Summary of proposed amendment  
This proposal would zero-rate supplies of electricity generated at residential premises and sold to 
electricity retailers. It would address a revenue integrity risk caused by a mismatch between GST 
deductions claimed by electricity retailers (purchasers) and GST payable by GST-registered account 
holders (suppliers).  

Effective date  
The proposed amendment would take effect on 1 April 2027.  

Background  
GST generally applies to supplies of goods and services made by a GST-registered person in the 
course or furtherance of a taxable activity. A GST-registered person can generally claim a GST 
deduction for GST charged on goods and services they acquire for the purpose of making taxable 
supplies.  

Under current law, when a GST-registered electricity account holder sells excess electricity to an 
electricity retailer, that supply is subject to GST at the rate of 15%. This means the GST-registered 
person selling the electricity should account for GST by including these sales in their GST returns, 
and the purchaser (often an electricity retailer) is able to deduct any GST charged on these 
purchases.  

Once a person is registered for GST, they must account for GST on all supplies made in the course 
or furtherance of a taxable activity, and the sale of excess electricity is itself a taxable activity. Often 
a GST-registered person who sells excess electricity to a retailer will not realise they are liable for 
GST on these supplies and not include the sale in their GST return because electricity generation is 
not the reason for their GST registration (for example, they may be a contractor), and because the 
consideration for this supply is provided as a credit on the person’s power bill rather than as a 
separate payment. A revenue mismatch then arises because the electricity retailer will claim a GST 
deduction for the purchase, while the GST-registered account holder may not return GST on the 
corresponding supply.  
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Example 56: Current law 

Amelia operates a GST-registered beekeeping business and files GST returns on a six-
monthly basis. She has solar panels on her home and in summer exports (sells) excess 
electricity to her electricity retailer.  

Amelia has told the electricity retailer she is GST-registered, so her electricity retailer pays 
Amelia a GST-inclusive price for electricity they purchase from her. This GST-inclusive price is 
shown as a credit on her power bill.  

Under current law, Amelia must account for GST on the sales she makes to her electricity 
retailer by including these sales in her GST returns. The electricity retailer will deduct GST 
equal to the amount of GST Amelia is liable to account for in her GST return.  

If Amelia does not account for GST, there is a mismatch between the GST accounted for and 
paid to the Crown and the GST deducted by the electricity retailer. This results in revenue 
leakage.  

Key features  
The proposed amendments would create a new rule that treats the sale of excess electricity 
generated at residential premises to an electricity retailer as a zero-rated supply.  

Detailed analysis  

Determining if zero-rating applies  

Zero-rating would apply if the excess electricity sold to the electricity retailer is generated at 
residential premises or is supplied through an installation control point associated with residential 
premises. An exception would apply if the electricity retailer knows that the installation control 
point is not associated with residential premises.  

“Residential premises” would be defined, for the purpose of section 11A of the Goods and Services 
Tax Act 1985, as “premises configured as a residence or abode, whether or not they are occupied 
as a residence or abode”. This aligns with the definition used for the income tax exemption for 
income derived from the supply of excess electricity in section CW 61B of the Income Tax Act 2007.  

The proposal in the Bill is intended to allow electricity retailers to use existing information they hold 
to determine whether the premises are residential. Electricity retailers would also be able to rely on 
information provided to them by their customers to determine whether zero-rating applies.   



September 2026 

Page 157 of 277 
 

 

Example 57: Mixed use properties  

Amelia has two installation control points (ICPs) associated with her property. Electricity from 
the solar panels on her home, which is residential premises, is exported to the grid through 
an ICP connected to her residential electricity plan, meaning the supplies would be zero-
rated.  

If Amelia’s solar panels were not installed on the home and were installed on a shed that had 
a ICP connected to her commercial electricity plan, this supply would be standard rated.  

GST documentation requirements 

Currently, some electricity retailers enter into agreements with their customers that they will 
provide their customers with buyer-created taxable supply information that sets out the purchase 
price of excess electricity they buy from their customers. This enables the retailer to claim input tax 
deductions for the supplies of electricity that are made to them if the purchase price includes a GST 
component. Traditionally, electricity retailers have been best placed to provide the taxable supply 
information because they generally set the price paid for excess electricity sold to them by their 
customers.  

The Bill does not propose any changes to the rules for buyer-created taxable supply information or 
taxable supply information as a consequence of this proposal. However, because the supply of 
excess electricity generated at residential premises would be a zero-rated supply, there would no 
longer be a need for GST documentation or information to substantiate input tax deductions. 
Therefore, electricity retailers and their GST-registered residential account holders may agree that 
buyer-created taxable supply information (and ordinary taxable supply information) is no longer 
necessary.   
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Make GST registration optional for non-residents 
supplying exported services 

Clause 170(1) 

Summary of proposed amendment  
The proposed amendment would provide non-residents who make certain zero-rated supplies of 
services to non-residents with the ability to choose not to register for GST. 

Effective date  
The proposed amendment would take effect on the day after the Bill receives Royal assent.  

Background  
Under current law, a non-resident (other than a non-resident visitor)19 who makes or expects to 
make more than $60,000 of taxable supplies in any 12-month period is required to register for GST. 
Taxable supplies include services provided to non-residents that would be subject to GST at the 
rate of 0%. This means some non-residents undertaking work in New Zealand for a non-resident 
client might be required to register for GST, despite there being no tax revenue benefit to the 
Crown.  

The Taxation (Annual Rates for 2025–26, Compliance Simplification, and Remedial Measures) Act 
2026 included an amendment to enable “non-resident visitors” to choose to ignore the value of the 
supplies of services they make to their non-resident clients for the purposes of determining 
whether they have exceeded or will exceed the GST registration threshold. At the time, submitters 
to the Finance and Expenditure Committee noted that other non-residents in similar circumstances 
also incurred compliance costs associated with GST registration. 

The Bill proposes an amendment that would allow non-residents who only make zero-rated 
supplies of services to non-residents to ignore the value of those supplies for the purpose of 
determining whether they need to register for GST. Along with non-resident visitors, the Goods 
and Services Tax Act 1985 (GST Act) already includes a similar exception to the general registration 
requirement for unit title bodies corporate, which can choose to not count body corporate levies 

 
19 A non-resident visitor is a defined category of short-term non-residents who may be present in New Zealand up to 275 
days in an 18-month period, provided the person does not work for a New Zealand business or undertake work that 
requires their physical presence in New Zealand. Defined in section YD 1B of the Income Tax Act 2007.  
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towards the $60,000 registration threshold. The proposed exception for non-residents is modelled 
on these existing exceptions.  

To preserve GST neutrality for non-residents, GST registration would still be available for non-
residents who choose to register if they meet the usual criteria for GST registration. This ensures 
they are still able to deduct input tax on any goods and services they acquire in New Zealand and 
use to provide their services to their non-resident clients.  

Detailed analysis  
The Bill proposes to amend the rule for non-resident visitors in section 51(1D) of the GST Act to 
ensure that it also applies to non-residents in general. This would enable them the choice to ignore 
the value of the supplies of services they make to their non-resident clients for the purposes of 
determining whether they have exceeded or will exceed the GST registration threshold. The value 
of supplies made to non-resident clients can only be ignored for this purpose if the supplies are of 
services that are:  

 unrelated to land or moveable personal property in New Zealand, and 
 supplied to a person who is a non-resident and who is outside New Zealand at the time the 

services are performed.20  

Non-residents could still choose to register for GST even if their only supplies are made to non-
residents. They would need to meet the usual criteria for GST registration (including not being an 
employee) and would register in the ordinary way.  

Example 58: Non-resident with supplies over NZ$60,000 registration threshold  

Leia is a market research contractor visiting New Zealand for three months to assess the 
market potential for a new type of cargo loading equipment on behalf of her non-resident 
client, Loading Droid Patron (LDron). While she is in New Zealand, she expects to provide 
more than NZ$60,000 of taxable supplies to her non-resident client. LDron will not be in New 
Zealand at the time the services are performed, and the services do not relate to land or 
moveable personal property situated in New Zealand.  

Under current law, Leia would be required to register for GST in New Zealand because she is 
not a non-resident visitor (as her work requires her to be physically present in New Zealand). 
However, the proposal in the Bill would allow Leia the choice between: 

 ignoring the value of the services of more than NZ$60,000 she provides to her non-
resident client for the purpose of determining if she will exceed the GST registration 
threshold, or 

 
20 If these criteria are met, the services would be zero-rated under section 11A(1)(k) of the GST Act.  
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 not ignoring the services and choosing to register for GST in New Zealand voluntarily.  

Leia wants to register for GST so she can deduct input tax on her New Zealand expenditure 
related to making taxable supplies to LDron. She registers in the usual way. If she decided not 
to register for GST, she would not need to do anything.  
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GST deductions for goods and services acquired before 
registration 

Clauses 146, 157(7) and (9), 159, 160, 161, 162, 163, and 172 

Summary of proposed amendment  
The proposed amendments would introduce new rules for claiming GST deductions (input tax 
deductions) for goods and services acquired before a person becomes registered for GST. The new 
rules would apply when the goods or services start being used to make taxable supplies.  

The amendments would also limit the amount deductible, provide a safe harbour for recent 
acquisitions, and deal with related cases involving re-registration, goods and services acquired 
before incorporation, partnerships and flow-through joint ventures. 

All legislative references are to the Goods and Service Tax Act 1985 (GST Act). 

Effective date  
The proposed amendments would take effect on 1 April 2027. 

Background  
Under current law, input tax deductions for goods and services acquired before GST registration 
are, in many cases, dealt with through the adjustment rules. This can affect whether a deduction is 
available, when a deduction arises, and the amount of the deduction. 

Under those rules, an input tax deduction is generally unavailable for goods or services acquired 
for $10,000 or less (excluding GST), even if they are later used to make taxable supplies. If a 
deduction is available, it may not arise until quite some time after the goods or services start being 
used to make taxable supplies, because the deduction usually does not arise until the GST return 
for the taxable period that corresponds to the person’s balance date for income tax purposes. The 
amount of the deduction is also generally based on the purchase price of the goods or services. 

The proposed amendments would replace the current adjustment-based approach with a new rule 
that applies when goods or services start being used to make taxable supplies. The proposed rule 
aligns the timing of the deduction with the commencement of taxable use and changes how the 
amount deductible is determined. 
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The proposed amendments are also intended to improve coherence within the GST Act by 
ensuring economically similar transactions are treated more consistently regardless of whether GST 
registration occurs before or after goods or services are acquired. The amendments also support 
the general design of GST as a tax on final consumption by reducing situations in which GST may 
become a cost to a person carrying on a taxable activity. 

The issue of GST deductions for goods and services acquired before registration was discussed in 
the officials’ issues paper “Current GST issues”. The issues paper consulted on possible options for 
reform, including a new rule that would allow deductions for certain pre-registration goods and 
services when they later start being used to make taxable supplies. Submitter feedback on that 
proposal informed the detailed design of the proposed GST amendments in this Bill, which include 
refinements intended to improve workability, maintain revenue integrity and reduce compliance 
costs where appropriate. 

Key features  

The key features of the proposed amendments are: 

 new provisions that would allow GST deductions for certain goods and services acquired 
before GST registration when they later start being used to make taxable supplies 

 rules that would determine the amount deductible, including a limitation based on the value of 
the goods or services when they start being used to make taxable supplies 

 a safe harbour for recently acquired goods and services, which would reduce the need to 
determine the open market value 

 special rules for services and re-registration 
 consequential provisions relating to goods and services acquired before incorporation, 

partnerships, and flow-through joint ventures 
 consequential amendments to ensure the new rules work with the existing rules for calculating 

tax payable and the apportionment and adjustment rules.  

Detailed analysis  
The Bill proposes that, when a person acquires goods or services before becoming a registered 
person and later starts using them for making taxable supplies, an input tax deduction may arise at 
that later point. This would replace the current adjustment-based approach with a rule that aligns 
the timing of the deduction with the commencement of taxable use. This outcome would be 
achieved through proposed new section 20BA, with the deduction taken under section 20(3). 

The purpose of the proposed rule is to align the timing of the deduction with the point at which 
the goods or services begin to be used in the person’s taxable activity. 
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Example 59: Goods acquired before registration and later used to make taxable supplies 

Before registering for GST, Bradd, an independent consultant specialising in economics and 
public policy, purchases computer equipment for $9,200 including GST. 

After registration, the equipment is used in his consulting business to make taxable supplies. 

An input tax deduction may arise when the equipment starts being used to make taxable 
supplies. If the equipment is used fully for making taxable supplies, the deduction would be 
$1,200. 

Amount of deduction 

The Bill proposes that the amount deductible would be limited. Under proposed section 20BA(4), 
the input tax deduction would generally be the lower of: 

 the amount of GST that would have been deductible if the person had been registered for GST 
when the goods or services were originally acquired, and 

 the tax fraction of the open market value of the goods or services when they start being used 
to make taxable supplies. 

The first limitation would ensure the proposed rule broadly places a person in the same position 
that would have applied had they been registered for GST when the goods or services were 
originally acquired. This means existing limitations affecting the amount of GST deductible, 
including limitations relating to secondhand goods and supplies involving associated persons, 
would continue to apply. 

The amount deductible under the proposed rule would also be limited to the extent payment has 
been made for the goods or services. This reflects that the proposed rule is intended to provide 
relief for GST that has been borne in relation to goods or services that later start being used to 
make taxable supplies. 

The second limitation reflects the value of the goods or services when they start being used to 
make taxable supplies. Goods or services may have been used for non-taxable purposes before 
being used to make taxable supplies. The proposed rule therefore ensures the amount deductible 
reflects the value available for use in the taxable activity at that time. This is consistent with the 
broader tax principle that, when goods, services, or assets move from non-taxable use into taxable 
use, relief should be based on the value entering the tax base rather than the original purchase 
price. 
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Example 60: Deduction limited to open market value 

Before registration, Matt purchases a bottling machine for Ginger Giant Brewing Co for 
$13,800 including GST. The business is well known for its ginger beer and other soft drinks. 

Two years later, the business registers for GST and uses the machine to make taxable 
supplies. At that time, the machine has an open market value of $9,200 including GST. 

The GST included in the purchase price was $1,800. The GST included in the open market 
value when the machine starts being used to make taxable supplies is $1,200. 

The deduction would be limited to $1,200. This reflects the value of the machine when it 
starts being used to make taxable supplies. 

Safe harbour for recent acquisitions 

The Bill proposes a safe harbour for recently acquired goods and services. Under proposed section 
20BA(5)(a), when goods or services were acquired no more than 12 months before they start being 
used for making taxable supplies, the deduction is based on the purchase price of the goods or 
services. In those cases, it is unnecessary to separately determine the open market value of the 
goods or services. 

The safe harbour would reduce compliance costs by removing the need to determine open market 
value for recently acquired goods and services. The purchase price is used as a proxy for open 
market value on the basis that the two amounts are likely to be broadly similar over a relatively 
short period. 

Example 61: Safe harbour for recent acquisitions 

Before registration, Carolyn purchases specialist rally timing and navigation equipment for 
$6,900 including GST. Carolyn is a professional rally driver who competes in events 
throughout New Zealand. 

Nine months later, Carolyn registers for GST and uses the equipment in her rally-driving 
business to make taxable supplies. 

Because the equipment was acquired no more than 12 months before it starts being used to 
make taxable supplies, Carolyn would not need to determine its open market value. If the 
equipment is used fully for making taxable supplies, the deduction would be $900. 

The deduction for goods or services acquired 12 months or more before they start being used to 
make taxable supplies would generally need to be based on the lower of the tax fraction of the 
purchase price and the open market value at the time.  
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The “open market value” construct has existed in New Zealand’s GST legislation since 1985 and is 
used in other contexts (such as determining the amount of a secondhand goods input tax 
deduction for supplies between associated persons and on cancellation of a registration).  

Under the GST Act, open market value is generally the amount that goods or services could 
reasonably be expected to sell for in New Zealand at the relevant time in a transaction between 
unrelated parties acting independently. Determining the value does not require a formal or 
independent valuation in every case, and taxpayers may use other reasonable evidence of value 
when appropriate. The Bill would not modify this construct. 

Treatment of services 

Services acquired no more than 12 months before they first start being used to make taxable 
supplies are dealt with under the safe harbour rule in proposed section 20BA(5)(a). When those 
services start being used to make taxable supplies within that period, a deduction may arise 
without needing to determine the extent to which the services consist of an unexpired right or 
entitlement. 

Example 62: Services acquired within 12 months 

Before registration, Will purchases a 12‑month blockchain analytics and client reporting 
subscription for $2,300 including GST. Will provides financial advice on digital assets and 
cryptocurrency investments. 

Six months later, Will registers for GST and uses the software for making taxable supplies. 

Because the subscription was acquired no more than 12 months before it starts being used to 
make taxable supplies, the safe harbour would apply. Will would not need to determine 
whether the subscription is an unexpired right or entitlement. If the subscription is used fully 
for making taxable supplies after registration, the deduction would be $300. 

The Bill proposes that different rules would apply for services acquired more than 12 months 
before they start being used for making taxable supplies. Under proposed section 20BA(5)(b), a 
deduction would only be available to the extent that the services consist of an unexpired right or 
entitlement that remains capable of being used for making taxable supplies. 

This distinction recognises that some services continue to provide value over time, while other 
services may have been fully performed before taxable use begins. Services that have already been 
fully consumed before registration do not consist of an unexpired right or entitlement capable of 
being used for making taxable supplies. 
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Example 63: Services consisting of an unexpired right or entitlement 

Before registration, Dave purchases a three-year music licensing agreement for Pick Up Spot 
for $6,900 including GST. Pick Up Spot is a successful New Zealand rock band that tours 
throughout the country. 

Eighteen months later, the business registers for GST and uses the licence for making taxable 
supplies. At that time, 18 months remain under the licensing agreement. 

Because the licensing agreement was acquired more than 12 months before it starts being 
used to make taxable supplies, the deduction would be limited to the part of the agreement 
that remains available for use in making taxable supplies. 

The GST included in the purchase price was $900. Half of the agreement remains, so the 
deduction would be $450. 

 

Example 64: Fully performed services 

Before registration, Bary pays $4,600 including GST for a professional training programme 
covering exercise instruction and business management. Bary later begins operating The Spin 
Room as a sole trader. 

The training programme is fully delivered before Bary registers for GST. 

No deduction would arise under the new rule because the services have already been fully 
performed before registration. 

GST rate that applies 

The Bill would also provide that the GST rate used to calculate the deduction is the rate that 
applied when the goods or services were originally acquired. This would be relevant when the 
amount of the deduction is based on the open market value of the goods or services, or on the 
remaining proportion of an unexpired right or entitlement. 

The purpose of this rule is to ensure the deduction continues to be linked to the original 
acquisition. It would prevent a later GST rate from being applied to goods or services acquired 
before registration. 

Associated person limitations 

The amount deductible under the proposed rule is generally determined by reference to the 
amount that would have been deductible had the person been registered when the goods or 
services were originally acquired. This means existing limitations that apply to deductions for 
secondhand goods acquired from associated persons would continue to apply. This promotes 
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consistent GST outcomes regardless of whether goods are acquired before or after GST 
registration. 

As a result, when goods were acquired before registration from an unregistered associated person, 
the amount deductible under the proposed rule may be limited to the amount that would have 
been deductible had the goods been acquired while the person was registered for GST. 

Example 65: Associated person limitation 

Before registration, Graeme purchases secondhand race timing equipment from an 
associated unregistered person for use in Finish Line Events. He pays $9,200 for the 
equipment. 

Finish Line Events later registers for GST and uses the equipment to make taxable supplies. 

The GST included in a $9,200 purchase price would otherwise be $1,200. However, if the 
amount that would be deductible under the existing associated person rules for secondhand 
goods is $600, the deduction would be capped at $600. 

A consequential amendment would preserve the existing safeguard that applies when goods or 
services are acquired from an associated registered person in a supply charged with GST. This 
would ensure the deduction cannot exceed the amount of output tax accounted for by the supplier 
on the supply.  

Re-registration 

The Bill also proposes rules for re-registration. These rules would apply when a person cancels their 
GST registration and later registers again. 

If a person previously accounted for output tax on goods or services when ceasing to be registered, 
later re-registers, and then starts using those same goods or services for making taxable supplies, 
an input tax deduction may arise. 

Under proposed section 20BA(5)(c), the amount deductible would be limited to the lesser of: 

 the tax fraction of the open market value of the goods or services when they start being used 
to make taxable supplies under the subsequent registration, and 

 the amount of output tax previously accounted for when the person ceased to be registered. 

This approach recognises that output tax was previously accounted for when the person ceased to 
be registered. The rule would allow a deduction when those goods or services later start being 
used to make taxable supplies again, while ensuring that the deduction cannot exceed the amount 
of output tax previously accounted for. 
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Example 66: Land re-used to make taxable supplies after re-registration 

Chalyce operates Coastal Horse Treks, a business that provides guided horse-riding 
experiences on rural land. The business cancels its GST registration and accounts for output 
tax on the land when it has an open market value of $1,150,000. The output tax accounted 
for is $150,000. 

Ten years later, Chalyce re-registers for GST and again uses the land to make taxable 
supplies. At that time, the land has an open market value of $1,725,000. The GST included in 
that value would be $225,000. 

The deduction would be capped at $150,000, being the amount of output tax previously 
accounted for when the business ceased to be registered. 

Goods and services acquired before incorporation 

The Bill proposes to replace the existing rule21 that applies to certain goods and services acquired 
before incorporation with proposed new section 20BAB. Proposed section 20BAB would apply 
when, before incorporation, a member, officer, or employee acquires goods or services for or on 
behalf of a company, or in connection with its incorporation, and the company later reimburses 
that person in full. 

Proposed section 20BAB would bring goods and services acquired before incorporation within the 
same overall framework that applies to other goods and services acquired before registration by 
applying proposed new section 20BA to those goods and services. This supports a more consistent 
approach to input tax deductions regardless of whether goods and services are acquired before 
registration directly by a person or in connection with the incorporation of a company. 

Consequently, goods and services acquired before incorporation would generally be subject to the 
same rules that apply to other goods and services acquired before registration, including the safe 
harbour for recent acquisitions. Unlike the current rule, which does not apply if the goods or 
services were acquired more than six months before incorporation, the proposed rule may continue 
to apply when the goods or services were acquired more than 12 months before they start being 
used to make taxable supplies, although the ordinary valuation and other limitations in the 
proposed rules may then become relevant. 

  

 
21 See section 22 of the GST Act. 
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Example 67: Goods and services acquired before incorporation 

Before Coastal Drone Surveys is incorporated, Kaitlyn pays $2,300 including GST for 
incorporation and set-up costs and purchases survey equipment for $4,600 including GST. 

After incorporation, the company reimburses Kaitlyn in full and uses the goods and services 
for making taxable supplies. 

If the statutory requirements are met and the amounts are fully attributable to making 
taxable supplies, the company would be entitled to deduct $300 for the incorporation and 
set-up costs and $600 for the survey equipment. 

Goods and services later used by a partnership 

Proposed new section 20BAC would apply when a person acquires goods or services before 
registration and a partnership of which that person is a member later starts using those goods or 
services for making taxable supplies. Proposed section 20BAC would apply proposed section 20BA 
as if the partnership had originally acquired the goods or services. 

This preserves the current treatment of partnerships and ensures the proposed rules would not be 
narrower in scope than the existing provisions that apply to goods and services acquired before 
registration. 

Example 68: Goods later used by a partnership 

Before registration, Martin purchases inventory management software for $1,150 including 
GST and display cabinets for $5,750 including GST. He purchases them for an Equation 1 
memorabilia business he is establishing with Kelvin as a partnership. 

The partnership later registers for GST and starts using the software and display cabinets for 
making taxable supplies through Pole Position Collectables. 

The partnership would be treated as having acquired the goods for the purposes of the 
proposed rule. If the statutory requirements are met and the goods are used fully for making 
taxable supplies, the deduction would be $150 for the software and $750 for the display 
cabinets. 

This would ensure the proposed new rule applies in partnership situations in broadly the same way 
as the existing adjustment-based approach.  

Flow-through joint ventures 

The Bill proposes a consequential amendment to the rules for flow-through joint ventures. The 
amendment would ensure a member of a flow-through joint venture is treated as having acquired 
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certain goods or services for the purposes of the proposed pre-registration rules, as well as for the 
existing adjustment rules. 

This would ensure members of flow-through joint ventures are able to access the proposed rules 
when the ordinary joint venture originally acquired the goods or services before electing to 
become a flow-through joint venture. 

Example 69: Goods acquired by ordinary joint venture before flow-through election 

Thomas and Claire are agricultural contractors in an ordinary joint venture for a project in 
Southern Canterbury. The joint venture is not registered for GST. 

Before electing to become a flow-through joint venture, the ordinary joint venture purchases 
a tractor for $23,000 including GST.  

Thomas and Claire both register for GST and, after the election, they each carry on their share 
of the joint venture activity through the flow-through joint venture and use the tractor for 
making taxable supplies. 

Thomas and Claire would each be treated as having acquired their share of the tractor for the 
purposes of the proposed rule and the adjustment rules. If the statutory requirements are 
met, each would be entitled to an input tax deduction of $1,500, being half of the GST 
included in the purchase price. 

Interaction with apportionment and adjustment rules 

The Bill would ensure that, once the amount of input tax deductible has been determined under 
the proposed rules, the existing apportionment and adjustment rules would continue to operate in 
the usual way. 

Proposed section 20BA would determine the amount of input tax available when goods or services 
start being used to make taxable supplies. Proposed amendments would ensure that amount is 
used when: 

 determining the initial deduction for goods or services that are only partly used to make 
taxable supplies (section 20(3I)) 

 calculating adjustments that arise from changes in taxable use (section 21D) 
 calculating adjustments that arise from a permanent change in intended use (section 21FB). 

This would ensure the limitations in proposed section 20BA continue to apply throughout the life 
of the goods or services. Once the amount of input tax has been determined under proposed 
section 20BA, the ordinary apportionment and adjustment rules would continue to apply in the 
usual way. 
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Example 70: Apportionment and adjustment rules continue to apply 

Before registration, Laura purchases a building for Chapter & Crumb for $690,000 including 
GST. At the time of purchase, Laura intends to use part of the building for her bookshop and 
café and part as her private residence. Because Chapter & Crumb only operates during the 
weekend, Laura decides not to register for GST because she expects its sales to be below the 
registration threshold.  

Two years later, Laura decides Chapter & Crumb will be open during the week and therefore 
registers for GST. Chapter & Crumb starts using part of the building to make taxable supplies. 
During that period, a building inspection identifies weather-tightness and structural 
remediation issues that reduce the building’s value. When the building starts being used to 
make taxable supplies, it has an open market value of $575,000. 

Under the proposed rule, the amount of input tax would be limited by reference to the 
building’s open market value when it starts being used to make taxable supplies. 

Initially, 60% of the building is used for the bookshop and café and 40% is used as Laura’s 
residence. Laura therefore claims an input tax deduction based on 60% taxable use. 

Three years later, Laura converts the residential area into additional café seating and storage 
space. The adjustment rules apply to reflect the increase in taxable use. 

The proposed rule would ensure the adjustment is calculated using the amount of input tax 
determined under that rule, rather than the amount of GST included in the purchase price. 

Proposed section 20BA(3) would also treat the goods or services as being acquired when they start 
being used to make taxable supplies. This would ensure adjustment periods and taxable use 
calculations are measured from the point the goods or services start being used to make taxable 
supplies, rather than from the time they were originally acquired before registration. 

Other consequential amendments 

The Bill proposes to repeal: 

 the rule that sets an adjustment period for goods and services acquired before registration 
(section 21B), and 

 the rule that applies to allow input tax deductions for goods and services acquired before 
incorporation in certain circumstances (section 22).  

These provisions are no longer required because their functions would be performed by proposed 
new sections 20BA, 20BAB and 20BAC. 
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Records and evidence 

The proposed amendments would operate with the existing evidential and record-keeping 
requirements in the GST Act. 

A person claiming a deduction under the proposed rules would be required to hold the records 
necessary to substantiate the deduction claimed. Depending on the circumstances, this may 
include taxable supply information relating to the original acquisition, records required for a 
deduction for secondhand goods, or other records supporting the calculation of the deduction. 

This may also include records relating to the purchase price of the goods or services, the open 
market value of the goods or services when they start being used to make taxable supplies, the 
extent to which a service consists of an unexpired right or entitlement, or the amount of output tax 
previously accounted for on cessation of registration. 

No new evidential or record-keeping requirements are proposed. 
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Changes to intermediary framework 

Clauses 101(2), 129(4) and (44), 181(2), (4), and (6), and 204 to 212  

Summary of proposed amendment  
The proposed amendments would update the intermediary rules in the Tax Administration Act 
1994. The amendments would introduce new intermediary categories for digital services providers 
(DSPs) and bookkeepers, and would strengthen integrity measures for existing categories. 

All legislative references are to the Tax Administration Act 1994 (TAA) unless otherwise stated. 

Effective date  
The proposed amendments would take effect on the day after the Bill receives Royal assent. 

Background  
Intermediaries sit between Inland Revenue and the taxpayer. They are essential to the tax system, 
reducing compliance costs (financial costs and effort) for taxpayers and supporting Inland Revenue 
by improving compliance and handling administrative tasks. 

Over the past decade, the business models of intermediaries and the services they provide have 
developed as digital innovation has created opportunities for efficiency gains within tax 
administration. As a result, Inland Revenue’s regulatory framework no longer reflects all the 
business models of intermediaries and the possible ways they may engage with taxpayers and 
Inland Revenue. 

The proposed amendments would address this issue by facilitating intermediaries’ participation in 
the tax system, particularly DSPs, while strengthening the integrity of the tax system. The 
amendments would also allow, in some situations, consent-based sharing of customer data for 
non-tax or social policy purposes. 

Key features  

The proposed amendments recognise that DSPs already play an important role in the 
administration of the tax system. The amendments would modernise the existing statutory 
framework by providing a clearer and more explicit basis for DSP arrangements, including consent-
based information sharing. The amendments would align expectations for DSPs with those 
applying to other intermediaries and give the Commissioner of Inland Revenue (the Commissioner) 
clearer tools to manage entry, standards, and integrity risks. 
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The proposals would strengthen the integrity of the tax system by adding the requirement that tax 
poolers and PAYE intermediaries must not adversely affect the integrity of the tax system, and must 
provide information about key office holders if they are not a natural person. This would align them 
with the other intermediary categories, strengthening the overall regulatory framework by ensuring 
consistent expectations of all intermediaries. 

The integrity of the tax system would also be strengthened by widening the Commissioner’s 
discretion to disallow nominated persons when there is an integrity risk. This would ensure that the 
Commissioner can refuse to allow a nominated person if they have been previously disallowed for 
adversely affecting the integrity of the tax system. Currently, in some situations, this is limited to 
when nominated persons are acting in a fee-earning or multiple person capacity.  

Detailed analysis  

Disallowance of nominated persons 

The Commissioner has discretion under the TAA to disallow nominated persons when there is an 
integrity risk. However, the discretion is limited to when nominated persons are acting in a fee-
earning capacity or multiple-person capacity. Furthermore, the interpretation of this section has 
caused operational issues. It has enabled customers who have been forcibly removed as a tax 
agent to still be nominated by a customer, and gain access to their account, until a further review is 
undertaken. 

This issue would be resolved by amending section 124G to broaden the Commissioner’s discretion 
to disallow nominated persons by removing the existing requirement that the person be acting in a 
professional, fee-earning, or multiple-person capacity. 

Section 124F would be amended to prevent persons who have previously been removed, 
disallowed, or had approvals revoked on integrity grounds from becoming nominated persons 
unless the Commissioner determines otherwise. 

PAYE and tax pooling intermediaries 

PAYE intermediaries and tax pooling intermediaries are not currently subject to the same explicit 
integrity requirements as most existing intermediary categories. The proposed amendments would 
address this by requiring participants in both categories to satisfy an integrity of the tax system test 
and by enabling the Commissioner to act when continued approval would adversely affect the 
integrity of the tax system. 

This would strengthen the intermediary framework by applying consistent integrity expectations 
across intermediary categories. It is particularly important because PAYE and tax pooling 
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intermediaries can act at scale and may handle sensitive taxpayer information, payments, or 
employer-related obligations. Administratively, the amendments would support checks on relevant 
key office holders and ongoing integrity monitoring. 

Section 124I would be amended to require PAYE intermediary applicants to satisfy an integrity of 
the tax system test and, if they are not natural persons, comply with the information requirements 
in section 124E.  

Section 124J would be amended to allow the Commissioner to revoke approval as a PAYE 
intermediary if allowing the person to continue as a PAYE intermediary would adversely affect the 
integrity of the tax system. 

Section 124W would be amended to require tax pooling intermediary applicants to satisfy an 
integrity of the tax system test and, if they are not natural persons, comply with the information 
requirements in section 124E. 

Section 124X would be amended to allow the Commissioner to wind up a tax pooling account if 
allowing the person to continue as a tax pooling intermediary would adversely affect the integrity 
of the tax system. 

Digital services providers 

DSPs already play an important role in the tax system by enabling taxpayers, agents, and other 
authorised parties to interact with Inland Revenue digitally. However, the TAA does not currently 
recognise DSPs as a distinct intermediary category. This means the legislative framework does not 
fully reflect the way modern digital services now operate, including API-enabled (capable of 
connecting to, sending data to, receiving data from, or interacting with other software systems 
using APIs) and consent-based services. Consequently, Inland Revenue’s internal processes have 
not been fully responsive to digital developments in the market. 

The Bill would address this by introducing new section 124ZJ to create a new intermediary category 
for DSPs. DSPs would be subject to the same requirement not to adversely affect the integrity of 
the tax system and the same information requirements as those already in place for tax agents and 
proposed for PAYE and tax pooling intermediaries. This provides a clearer pathway for legitimate 
DSP participation while ensuring Inland Revenue can assess and manage risks to customers, data 
security, and the integrity of the tax system. 

The new DSP category would be supported by replacing the current definition of “provider of 
digital services” with a broader definition of “digital services provider”. The new definition would 
accommodate providers that receive information from the Commissioner, rather than only 
providers that send information to Inland Revenue. 
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This would support a “data consumer” model, where a DSP receives information from Inland 
Revenue to support a customer-authorised service but does not necessarily send tax information 
back to Inland Revenue. Access would still be subject to customer consent, Inland Revenue 
approval, relevant legislative settings, and any conditions applying to the service. Possible 
examples of this type of model could include an intermediary accessing data from Inland Revenue 
to assist a taxpayer to determine their income tax liabilities or confirming that a customer is GST 
registered.  

The new category would not prohibit approved DSPs from receiving data, with consent, for non-tax 
and social policy purposes. An example of this could be a financial institution that wants to validate 
the income of a prospective customer during a loan application process. Digitally accessing Inland 
Revenue’s data about that customer’s income, with the customer’s consent through a process 
accepted by the Commissioner, would be more efficient and secure than the alternative of the 
customer contacting Inland Revenue and passing this information on to the financial institution. 

In deciding whether to approve a DSP, new section 124ZJ(2) would give the Commissioner 
discretion to take into account whether approving the DSP would result in net costs to the 
administration of the tax system or a social policy programme administered by the Commissioner. 
In practical terms this means that the Commissioner may decide not to approve a DSP if they are 
wanting to access data that the Commissioner has not made available via existing services and 
making that data available would result in net costs to the Commissioner.  

Section 124B would be amended to ensure it signposts to digital providers. 

Bookkeepers 

Bookkeepers play an important role in helping small businesses meet their tax and social policy 
obligations, particularly for record keeping, GST, PAYE, and other compliance tasks. Inland Revenue 
already recognises bookkeepers separately in its systems and processes, but the TAA does not 
currently recognise them as a distinct intermediary category and this has caused operational issues 
in the past. For example, during the COVID-19 response, bookkeepers could not apply for the 
Resurgence Support Payment on behalf of their clients because they were included within the 
broader representatives category rather than as a distinct intermediary group. 

The Bill would resolve this issue by introducing new section 124ZK to create a new intermediary 
category for bookkeepers. Bookkeepers would be subject to the same requirement not to adversely 
affect the integrity of the tax system and the same information requirements as those proposed for 
PAYE and tax pooling intermediaries. 
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Bookkeepers are already treated separately in Inland Revenue systems, so the change would align 
the legislation with current operational practice and provide a clearer legal basis for how 
bookkeepers are managed. 

Section LD1(4) of the Income Tax Act 2007 would be amended to ensure that bookkeepers are 
treated consistently with tax agents and representatives when applying for donation rebates on 
behalf of customers. 

Section 124B would be amended to ensure it signposts to bookkeepers. 

Maintenance changes 

The Bill would remove an inconsistency in the definition of “representatives” between the Income 
Tax Act and the TAA, by amending the definition in section YA 1 of the Income Tax Act to point to 
the definition in section 3(1) of the TAA. 

Section 124D(1) would be amended to clarify that a person acts as a representative only once the 
requirements for representative status, including approval by the Commissioner, have been met. 
The previous wording of this section implied that a person was a representative before they were 
approved by the Commissioner, however the definition in the TAA requires them to be approved 
by the Commissioner first. 
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Alignment of transitional residence with DTA residence 

Clause 97(2), (3), (4), and (5) 

Summary of proposed amendment  
The proposed amendment would postpone the beginning of a migrant’s (or returning New 
Zealander’s) transitional residence entitlements to when they tie-break to New Zealand under a 
double tax agreement (DTA), if applicable.  

Effective date  
The proposed amendment would take effect on 1 April 2027. 

Background  
New Zealand’s transitional residence rules provide a one-off temporary tax exemption for certain 
foreign-sourced income for migrants (for example, in relation to controlled foreign companies and 
foreign investment funds). The result is that the transitional resident is treated as if they were non-
resident in New Zealand for tax purposes in relation to this income. 

Individuals qualify automatically for transitional residence if they are new migrants or returning 
New Zealanders who have not been New Zealand tax resident in the previous 10 years. The 
exemption generally lasts four years, after which the individual is taxed on their worldwide income 
according to normal rules.  

The current rules can result in unnecessary complexity and uncertainty for migrants. Transitional 
residence begins when a person becomes a New Zealand tax resident under domestic law. 
However, this does not consider whether a DTA treats them as resident in another jurisdiction. 
When an individual is tax resident in more than one jurisdiction, their tax residency may “tie break” 
away from New Zealand so that they are treated as non-resident under a DTA. This means New 
Zealand does not have primary taxing rights over certain foreign-sourced income of the person.  

As a result, an individual may begin using their transitional residence period before they are 
effectively subject to New Zealand taxation. This can mean the individual does not benefit from the 
full transitional residence temporary tax exemption.  
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Key features  
The proposed amendment would update New Zealand’s transitional residence rules so that, when a 
DTA applies, a person’s transitional residence period begins only when they are treated as tax 
resident in New Zealand under the DTA tie-breaker rules. 

This change would better align transitional residence entitlements with the point at which New 
Zealand becomes the individual’s primary taxing jurisdiction. The change would ensure individuals 
receive the full benefit of the transitional residence exemption when they become subject to New 
Zealand’s tax system, rather than having part or all of that entitlement used during a period when 
another country continues to hold primary taxing rights over their income. 

If no DTA applies, there would be no change to the timing of the individual transitional residence 
period.  

Example 71: Transitional residence entitlements aligned with becoming New Zealand tax 
resident under a DTA  

Maria is an Australian who becomes tax resident in New Zealand under domestic law on 
1 July 2027. This is because she has a permanent place of abode here. However, under the 
DTA between New Zealand and Australia, the residence tie breaker rules treat Maria as being 
solely a tax resident of Australia as that remains her centre of vital interests. This means New 
Zealand is not the jurisdiction with primary taxing rights over Maria’s worldwide income.  

From 1 July 2029, Maria’s circumstances change and the DTA tie-breaker rules treat her as 
resident in New Zealand. Under the proposed amendment, Maria’s four-year transitional 
residence period would begin on 1 July 2029, rather than on 1 July 2027 when she first 
became a tax resident under New Zealand’s domestic rules.  

As a result, Maria receives the full benefit of New Zealand's transitional residence exemption 
during the period in which New Zealand has primary taxing rights over her worldwide 
income.  
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Non-resident contractors’ tax modernisation 

Clause 116(1) and (2) 

Summary of proposed amendment  
The proposed amendments would make changes to the withholding tax rules that apply to 
payments to non-resident contractors. These amendments would increase the monetary exemption 
threshold, introduce a “single payer” view of the monetary and 92-day thresholds, and exclude 
certain low-risk entities from non-resident contractors’ tax (NRCT). These proposed changes seek 
to modernise and simplify the NRCT rules. 

Effective date  
The proposed amendments would take effect on 1 April 2027.  

Background  
NRCT is an interim withholding tax deducted from gross payments made by New Zealand payers 
to non-resident contractors for activities in New Zealand. It is administered as a schedular payment 
through the PAYE system. 

The current rules exclude from NRCT payments to non-resident contractors when they are present 
in New Zealand for 92 or fewer days in any 12-month period and have full relief under a double tax 
agreement. NRCT also does not need to be withheld from contract payments if the amount paid 
for the activity or service is $15,000 or less in a 12-month period. 

The NRCT rules can be difficult to comply with and in some cases New Zealand payers bear the tax 
burden, increasing the cost of doing business with non-resident contractors. To help mitigate those 
costs, the proposed amendments seek to reduce tax barriers and compliance costs for businesses 
by simplifying and modernising NRCT.  

Detailed analysis  

Increasing monetary exemption threshold 

The $15,000 monetary exemption threshold has not been increased since it was first introduced in 
2003, and its real value has been eroded by inflation.  

The proposed amendment to section RD 8(1)(b)(vi) of the Income Tax Act 2007 would increase the 
threshold to $75,000. NRCT would not need to be withheld for contracts at or below this amount. 
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This increase reflects past inflation while future proofing the threshold from future inflation for a 
period of time.  

Implementing “single payer” view 

The proposed amendments would also introduce a “single payer” view of the monetary and 92-day 
thresholds.  

Under the current law, the payer must consider (as applicable) all the days of presence of, or all the 
contract payments made to, the non-resident contractor in a 12-month period when determining if 
an exemption from withholding is available. This means the payer must consider matters unrelated 
to their contract payment (for example, work performed for another payer or holidays). In effect, 
this is an “all circumstances” view. This is difficult for payers to comply with because they must rely 
on the contractor to disclose the necessary additional information. The payer also bears the cost of 
non-compliance if it turns out that the conditions of the exemption have not been met. 

Under the single payer view, New Zealand entities that engage with a non-resident contractor 
would only need to consider their own contractual activity with the non-resident in a 12-month 
period when determining of a threshold applies. This would simplify the NRCT threshold 
exemptions and reduce costs and the difficult to manage tax risk for New Zealand entities.  

Example 72: Applying monetary threshold under “single payer” view   

Ken is a non-resident contractor who comes to New Zealand to provide specialist 
engineering services. During a 12-month period straddling the 2028–29 and 2029–30 tax 
years, Ken enters into contracts with three unrelated New Zealand businesses: 

 Company A pays Ken $35,000  
 Company B pays Ken $50,000, and  
 Company C pays Ken $80,000. 

Under the proposed amendments, each New Zealand payer would apply the monetary 
threshold only to its own contractual activity with Ken. Company A would consider only the 
$35,000 it pays Ken, Company B would consider only its $50,000 payment, and Company C 
would consider only its $80,000 payment.  

The contracts with Company A and Company B are below the proposed $75,000 monetary 
threshold, so they would not be required to withhold NRCT (provided all other requirements 
are satisfied). Ken would be required to include these payments, along with the payment 
from Company C, in his income tax return(s) for the relevant years to determine his final tax 
liability. 
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Example 73: Applying 92-day threshold under “single payer” view   

Saskia is a non-resident contractor who provides training services in New Zealand in 2029. 
Saskia is resident in a country with which New Zealand has a double tax agreement and 
considers that relief from New Zealand taxation would be available under that treaty. During 
the 12-month period, Saskia performs services for two unrelated New Zealand businesses. 
She spends: 

 50 days providing services to Company A, and 
 100 days providing services to Company B. 

In total, Saskia spends 150 days in New Zealand undertaking contract activities. Under the 
proposed amendments, each payer would only apply the 92-day threshold to its own 
contractual activity with Saskia. Saskia has not exceeded the 92-day threshold with Company 
A, so it would not need to withhold NRCT. Company B would need to withhold NRCT on the 
basis that Saskia has exceed 92 days of activity in New Zealand unless she has obtained an 
exemption from withholding for those services under section RD 24 of the Income Tax Act. 

Excluding low-risk entities from NRCT 

The proposed amendment would also exclude contract payments to branches, limited partnerships 
and representative offices22 from the NRCT regime if the non-resident contractor is also able to 
show certain steps that indicate tax compliance. The policy intent is to recognise that non-resident 
entities that have a more enduring presence in New Zealand are unlikely to pose a material flight 
risk.  

The proposed exclusion would be available when the non-resident contractor has: 

 an IRD or GST number, and 
 been registered with the Companies Office for a period of at least 24 months prior to the 

contract payment. 

The payer would be required to satisfy themselves that these conditions are met. When a non-
resident contractor meets the conditions part-way through the performance of the contract (for 
example the 24-month condition), NRCT withholding would be required for the contract payments 
until all the conditions are met. Subsequent contract payments would benefit from the exclusion.  

Under the proposed amendment, New Zealand payers would be required to keep a record of the 
basis for not withholding NRCT under ordinary tax administration rules.  

 
22 A representative office is a local presence of a non-resident business that conducts marketing and other non-
transactional operations only. 
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Overseas donee status 

Clause 138 

Summary of proposed amendment  
The proposed amendment would: 

 add six charities to the list of donee organisations in Schedule 32 of the Income Tax Act 2007, 
and 

 remove one charity from Schedule 32. 

Effective date  
The proposed additions to Schedule 32 would take effect on 1 April 2026. 

The proposed removal from Schedule 32 would take effect on the day after the Bill receives Royal 
assent. 

Background  
Donors to organisations listed in Schedule 32 are entitled as individual taxpayers to a tax credit of 
33.33% of the monetary amount donated, up to the amount of their taxable income.23 Companies 
and Māori authorities may claim a deduction for donations up to the level of their net income. 
Charities that apply funds towards purposes that are mostly outside New Zealand must be listed in 
Schedule 32 before donors become eligible for these tax benefits. 

Detailed analysis  

Additions to Schedule 32  

The proposed amendments would add six charitable organisations to Schedule 32. Donors to these 
charities would be eligible for tax benefits on their donations. 

Africa on Fire Charitable Humanitarian Trust Board 

Africa on Fire Charitable Humanitarian Trust Board supports humanitarian and community-based 
activities in Mozambique, with a particular focus on education, health, welfare, vocational training, 
and community development. Its activities include supporting the establishment of a secondary 

 
23 From 1 April 2027 the donation level limit is the lesser of the donor’s taxable income and $100,000. 
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school, providing practical training resources, and funding targeted projects such as medical 
support, farming, and local infrastructure. 

Atmabhav Charitable Trust 

Atmabhav Charitable Trust has arrangements supporting projects in India that are directed towards 
the relief of poverty and the advancement of education. The proposed addition is time-limited and 
ends on 31 March 2033. 

Dream for Life Trust 

Dream for Life Trust provides resources to support the delivery of tertiary education in Odisha, 
India, with a focus on computer training and English. The training is aimed at young adults and 
older children, with the objective of improving future employment opportunities. The proposed 
addition is time-limited and ends on 31 March 2033. 

Kiwi K.A.R.E (Kiwi Aid & Refugee Evacuation) Trust 

Kiwi K.A.R.E (Kiwi Aid & Refugee Evacuation) Trust delivers humanitarian and medical aid in Ukraine 
in response to the armed conflict. The charity operates close to active conflict zones, providing 
medical supplies, ambulances, humanitarian goods, and evacuation services for civilians, including 
internally displaced persons and patients requiring urgent medical care. The proposed addition is 
time-limited and ends on 31 March 2033. 

Pacific Islands Pacemaker Services (PIPS) Charitable Trust 

Pacific Islands Pacemaker Services (PIPS) Charitable Trust is a New Zealand-registered charity that 
provides lifesaving cardiac pacemaker services to people living in the Pacific Islands and developing 
capability in Fiji. PIPS sends volunteer teams of cardiologists, nurses, and cardiac physiologists to 
Pacific nations to implant pacemakers, conduct follow up care, and train local health professionals, 
with the aim of preventing premature death from untreated heart conditions. 

The Foundation for the Rehabilitation of Physically Handicapped Children in Indonesia 

The Foundation for the Rehabilitation of Physically Handicapped Children in Indonesia 
Incorporated supports rehabilitation services for children and young adults with physical disabilities 
in Indonesia, particularly those from very poor families. The Foundation provides funding and 
support for rehabilitation centres, assistive equipment, therapy, and vocational training, with the 
goal of enabling disabled children to achieve greater independence and social participation. The 
charity’s purpose is to address physical disability and poverty-related disadvantage by improving 
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functional ability, independence, and long-term wellbeing. The proposed addition is time-limited 
and ends on 31 March 2033. 

Removal from Schedule 32  

The proposed amendments would also remove CORSO (Incorporated) from Schedule 32 because it 
is no longer a registered charity and is no longer applying funds outside New Zealand. 
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Land improvements: Overview 

A variety of land improvements are used in farming, including earth dams, stop banks, support 
structures, and grapevines used in wine production. Subpart DO of the Income Tax Act 2007 
specifically focuses on land improvements. That subpart also includes separate but similar rules for 
most other horticultural plants such as fruit trees and vines (referred to as listed horticultural 
plants), and for aquacultural improvements used in activities such as salmon, mussel, rock oyster, 
and scallop farming. Separate rules are provided for forestry land improvements in subpart DP. 

Subpart DO enables taxpayers to deduct, among other things, the cost of the improvements even 
though the expenditure is capital in nature. Generally, the cost of an improvement is amortised, 
which is similar to, but simpler than, tax depreciation. This reflects the expected gradual decline in 
an improvement’s ability to contribute to the income earning process.   

If an improvement has been destroyed, its residual tax book value can be deducted in the income 
year of destruction.  

In the case of listed horticultural plants, there is also an option to immediately deduct a proportion 
of annual replacement replanting. Up to 7.5% of the total planted area can be deducted in an 
income year, subject to a cap of 15% over three income years. This is referred to later as the section 
DO 6 option. 

The rules also apply to improvements on leased land, so that a lessee who has incurred the cost of 
the improvements gets to gradually deduct that cost while carrying on the relevant business. When 
the lease ends or the lessee ceases business, the remaining tax book value passes to the landowner 
or, in some cases, a subsequent lessee. This approach assumes that the landowner or subsequent 
lessee may continue to use, or benefit from, the improvement. Often, the lease contract takes into 
account this transfer of benefit to the landowner. 

Officials have been reviewing subpart DO following taxpayer feedback that the section would 
benefit from clarification. Various remedial changes are proposed as an initial step. 
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Land improvements: Improvements on leased land  

Clauses 36 and 42 

Summary of proposed amendments 
The proposed amendments would enable a lessee of farmland to deduct the residual tax book 
value of land improvements and listed horticultural plants on that land in the income year they 
cease business, provided the improvements and plants have been destroyed or made useless for 
the purpose of deriving the person’s income through circumstances outside the lessee’s control. 
This would address a specific deductibility “black hole”. 

Effective date  
The proposed amendments would take effect on 1 April 2027.  

Background  
A practical problem can arise when an improvement made by a lessee has been destroyed or made 
useless and the lessee ceases business in the same income year. The destruction would most likely 
be the result of a natural disaster such as a flood, earthquake, land erosion, or fire. In that situation, 
there are doubts over whether any party can, under the current rules or because of practical 
difficulties,24 deduct the remaining tax book value.  

A similar issue can arise when most of a planted area of listed horticultural plants has been 
destroyed, leaving some plants that technically remain but are no longer commercially viable. In 
practice, those remaining plants may have little or no value for the lessee, the landowner, or a 
future lessee. 

Targeted consultation supported addressing these outcomes and providing greater certainty by 
enabling the lessee, as the person who has borne the economic cost of those improvements, to 
deduct their remaining cost. 

  

 
24 For example, the landowner/lessor may not be able to obtain the necessary residual tax book value information from 
the lessee because the lessee has ceased business. 
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Key features  
The proposed amendments would: 

 Allow a lessee to deduct the residual tax book value of destroyed land improvements and 
listed horticultural plants on leased land in the income year in which the lessee ceases business, 
if the loss occurred through circumstances outside the lessee’s control. 

 Enable the lessee to deduct the residual tax book value of any remaining listed horticultural 
plants in the year the business ceased, if the lessor documents in writing that neither the lessor 
nor a future lessee will use the remaining plants to derive income. Neither the lessor nor a 
future lessee would then be able to deduct the residual tax book value of those remaining 
plants. 

Detailed analysis  

Deduction for lessees who cease business when land improvements or listed 
horticultural plants are destroyed 

Proposed new sections DO 5(7B) and (7C) and DO 11(1B) would allow a lessee to deduct the 
residual tax book value of land improvements and/or listed horticultural plants on leased land in 
the income year in which the lessee ceases business. This is provided the relevant improvements 
have been destroyed or made useless for the purpose of deriving the person’s income through 
circumstances outside the lessee’s control. Specifically, the uselessness must not be caused by the 
actions or failure of the lessee, an agent of the lessee, or an associated person. 

Proposed new section DO 5(7D) and (7E) would also apply when a substantial proportion of a 
planted area of listed horticultural plants has been destroyed, but some plants remain and are no 
longer commercially/economically viable. In that case, the lessee could deduct the residual tax 
book value of the remaining plants if the lessor documents in writing that neither the lessor nor a 
future lessee will use those plants to derive income while the lessor owns the land. Proposed new 
section DO 5(7F) would ensure that no other person is allowed a deduction for the residual tax 
book value of the remaining plants. Overall, this ensures the deduction is available to the person 
who has borne the economic cost while preventing double deductions.  

The following example illustrates the difference between the current law and the proposed 
amendments. 
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Example 74: Flood damage to leased orchard land  

Jane leases land to operate an apple orchard. She incurs expenditure to add irrigation 
channels and shelter structures (both are land improvements) and apple trees (which are 
listed horticultural plants) to the land. 

A severe flood damages the orchard. The irrigation channels and shelter structures are 
destroyed, along with most of the apple trees. The remaining trees are scattered and no 
longer sufficient to support a commercially viable orchard business. Jane therefore decides to 
cease business. The destroyed land improvements and the orchard trees still have a residual 
tax book value. 

Current law 

Under the current rules, the remaining tax book value generally passes to the landowner or a 
future lessee when Jane ceases business. However, because the land improvements have 
been destroyed and the remaining fruit trees are no longer commercially viable, the 
landowner or a future lessee may have no practical ability to use those assets to derive 
income. As a result, the residual tax book value of the destroyed land improvements and the 
remaining commercially unusable trees may not be deductible by any party. 

Proposed amendment 

Under the proposed amendment, Jane would be able to deduct the residual tax book value 
of the destroyed land improvements in the income year in which she ceases business 
because she bore the economic cost of those assets and the destruction occurred through 
circumstances outside her control. 

Jane would also be able to deduct the residual tax book value of the remaining commercially 
unusable apple trees if the lessor documents in writing that neither they nor a future lessee 
will use those trees to derive income. No deduction would then be available to the lessor or a 
future lessee for those trees. 

Exclusion for ordinary capital disposals or transfers 

The proposed amendments would not extend to ordinary capital disposals or transfers of land 
improvements or listed horticultural plants because those assets would continue to have income-
earning value regardless of whether the new operator later chooses to keep or discard them.  

Example 75: Ordinary transfer of leased orchard business  

Jane leases land to operate a kiwifruit orchard. Jane has borne the economic cost of irrigation 
channels, shelter structures, and kiwifruit vines on the leased land. 
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Jane later decides to sell the orchard business and, with the agreement of the landowner, 
transfer the lease to another operator. The land improvements and vines have not been 
destroyed or permanently lost and can continue to be used by the new operator to derive 
income. 

The new lessee would be entitled to deduct the remaining residual value of the land 
improvements and vines spread over their remaining economic life.  
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Land improvements: Remedial amendments 

Clauses 36, 37, 38, 39, 40, 41, 42, 129(8), (27), (34), (35), (42) and (43), 135, and 196  

Summary of proposed amendments 
The proposed amendments would make remedial definitional and cross-reference changes to 
improve the clarity and operation of the land improvement provisions without changing their 
intended meaning.  

Effective date  
The proposed amendments would take effect on 1 April 2027.  

Key features  
The proposed amendments would make remedial drafting amendments to improve the workability 
of the land-improvement provisions. These include: 

 correcting a circularity in the wording of section DO 10 (which deems the landowner of leased 
land to be carrying on a farming or agricultural business to ensure they can deduct expenditure 
incurred either by them or a lessee)  

 improving the readability of section DO 6 and its supporting provisions by combining those 
provisions  

 clarifying the term “planting”, and  
 correcting cross-references and terminology inconsistencies. 

Detailed analysis 

Section DO 10 circularity 

The amendment would correct a circularity in the wording of section DO 10. The section is 
intended to treat a landowner/lessor as carrying on a farming or agricultural business for the 
purposes of certain deductions in subpart DO, ensuring the landowner/lessor is entitled to claim 
those deductions. However, the current wording of section DO 10 inadvertently requires them to 
first satisfy the deduction provisions before they can be treated as carrying on such a business, and 
those deduction provisions require the lessor to be in a farming or agricultural business. This 
problem appears to stem from the 2004 rewrite of the Income Tax Act. 
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Section DO 6 formula and supporting provisions 

It is proposed to make section DO 6 and its supporting provisions in sections DO 8 and DO 9 easier 
to follow by reorganising the formula components and key definitions. Section DO 6 currently 
contains the general formulae that determine the proportion of annual replacement replanting that 
can be immediately deducted. Up to 7.5% can be deducted in an income year, subject to a cap of 
15% over three income years. Various supporting formulae and defined terms are provided in 
sections DO 8 and DO 9.  

Under the proposed changes, the supporting formula in section DO 9 would be amalgamated into 
the main formulae in section DO 6, and section DO 9 would be deleted.  

To improve clarity, the defined term “planting” would be replaced with “combined planting”, and 
the term “plot” would be deleted. These changes are discussed in the table below. 

Other changes 

Table 3: Summary of drafting issues 

Issue Why is this an issue? Proposed amendment 

Terminology 

Section DO 8 and YA 1 define 
“planting” for the purposes of 
sections DO 5 to DO 7 as one or 
more listed horticultural plants 
that satisfy certain conditions. 
“Planting” is used as this defined 
noun, as an ordinary noun, and as 
a verb in different places within 
the Income Tax Act, at times even 
within the same section.25  

Using “planting” as a defined 
term creates interpretative 
confusion. 

The term “planting” in sections 
DO 6, DO 8, YA 1 and other 
relevant provisions would be 
replaced with “combined 
planting”. 

 

Incorrect cross references 

Sections DO 8 and YA 1 currently 
define “planting” and “plot” with 
reference to sections DO 5–DO 7 
and DO 8. “Plot” does not appear 
in sections DO 5–DO 7 and both 

Creates interpretative confusion.   These incorrect references would 
be rectified as part of combining 
sections DO 8 and DO 9 with 
section DO 6. Also, “plot” would 
no longer be a separately defined 
term.  

 

 
25 For example, in section DO 5, “planting” is used both in its more generic sense of planting plants on land and also in 
its defined term sense. Its use as a verb can also be seen within subpart DO as well as subpart DP and in several section 
YA 1 definitions. 
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Issue Why is this an issue? Proposed amendment 

terms are also relevant for section 
DO 9. 

Section YA 1 definition of 
“replaced area fraction” refers to 
the definition of that term in 
section DO 9 being for the 
purposes of sections DO 5 and 
DO 6. Section DO 9 defines the 
term only for the purposes of 
section DO 6. The term is only 
used in section DO 6. 

 

Section DO 9 would be removed 
as part of combining section 
terms and formulae, with the 
term “replaced area fraction” 
being subsumed into the 
formulae in section DO 6. 

Section YA 1 definitions of 
“planting”, “plot”, “replaced area 
fraction”, and “replacement plant” 
refer to “horticultural plants” 
rather than “listed horticultural 
plants” when referring to the 
relevant sections in subpart DO.  

Creates interpretative confusion 
given the cross-referenced 
sections actually apply to “listed 
horticultural plants”. 

Terms would be aligned by 
replacing “horticultural plants” 
with “listed horticultural plants” in 
the relevant section YA 1 
definitions. 

Section DO 11(1)(a) refers to “an 
improvement described in 
schedule 20” rather than 
“Schedule 20, Part A”  

 

Section DO 11 provides a 
deduction for destroyed 
improvements and is intended to 
apply only to land improvements. 
Equivalent deductions for 
aquacultural and forestry 
improvements are provided in 
sections DO 13 and DP 4. 

Section DO 11(1)(a) would be 
amended to refer to “Schedule 
20, Part A”.  

Section DO 11(1)(c) incorrectly 
refers to section DO 5.   

The section DO 5 reference is 
outdated from when the Income 
Tax Act 1994 referred to 
aquaculture improvements. These 
are now separately covered by 
section DO 12.  

Section DO 11 (1)(c) would be 
amended by deleting the 
reference to section DO 5.  

Schedule 20, Part C (mussel 
farming), item 2 refers to “the 
collected spat”, which could limit 
its coverage to the method 
referred to in item 1 (spat 

Industry practice has changed. 
Spat are now mainly sourced 
from Ninety Mile Beach seaweed 
or purchased, so the wording of 
item 2 may unintentionally 

Item 2 of Schedule 20, Part C 
would be to be amended by 
removing the words “the 
collected” so the provision covers 
spat regardless of their sourcing 
method. 
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Issue Why is this an issue? Proposed amendment 

collected using traditional 
longlines or floating structures). 

exclude many commercial 
operators.  

Same “collected spat” issue arises 
in Schedule 20, Part E (scallop 
farming).  

While longlines are the main 
source of collecting scallop spat, 
seaweed is also an option. 

Similarly, a proposed amendment 
to item 2 of Schedule 20, Part E 
would remove the words “the 
collected”. 

Clarify that the removal costs of 
destroyed listed horticultural 
plants are immediately deductible  

Section DO 11 explicitly states 
that the removal costs of 
destroyed land improvements are 
immediately deductible, but the 
equivalent provision for listed 
horticultural plants (in section 
DO 5) does not. 

A proposed amendment to 
section DO 5(6) would make it 
clear that the removal costs of 
destroyed horticultural plants are 
immediately deductible. 
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GST remedials  
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“Hire purchase agreement” definition and land 

Clause 143(4)  

Summary of proposed amendment  
An amendment is proposed to the definition of “hire purchase agreement” applying for GST 
purposes to clarify that land transactions are not hire purchase agreements. 

Effective date  
The proposed amendment would take effect on the day after the Bill receives Royal assent. 

Background  
The definition of “hire purchase agreement” was inserted into the Income Tax Act 2007 (ITA) when 
the Hire Purchase Act 1971 was repealed. Since then, it is no longer entirely clear whether the 
definition of “hire purchase agreement” in the Goods and Services Tax Act 1985 (which refers to the 
definition in the ITA) excludes land transactions. However, it is clear that land arrangements were 
never intended to be hire purchase agreements. 

For GST purposes, the relevance of the “hire purchase agreement” definition is solely about timing. 
When goods are supplied under a hire purchase agreement, any GST on the supply must be 
accounted for upfront at the time the parties enter into the agreement.  

The proposed amendment would clarify that the time of supply rule for hire purchase agreements 
does not apply to the extent that the property that is the subject of the agreement is real property 
(land). 
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Mandatory change from six-monthly filing 

Clause 153  

Summary of proposed amendment  
The proposed amendment would clarify that the Commissioner of Inland Revenue (the 
Commissioner) can unilaterally change a registered person’s taxable period to a two-month taxable 
period when they do not meet the eligibility requirements for a six-month taxable period and do 
not apply to change their filing frequency within the timeframe required under the law. 

Effective date  
The proposed amendment would take effect on the day after the Bill receives Royal assent. 

Background  
Under the Goods and Services Tax Act 1985 (GST Act), a registered person who no longer meets 
the requirements for six-monthly filing must change their taxable period to a one-month or two-
month taxable period. Current law provides that the person must do so at the end of the taxable 
period ending on or after the end of the 12-month period in which their taxable supplies (or 
expected taxable supplies) first exceeded the threshold for six-monthly filing (currently $500,000). 
However, if the person fails to apply to make this change within this timeframe, there is nothing in 
the legislation that explicitly gives the Commissioner the power to unilaterally change the person’s 
taxable period. 

The proposed amendment would clarify that the Commissioner may in this circumstance change 
the registered person’s taxable period to a two-month taxable period unless the person is treated 
by section 15C(4) of the GST Act as having changed to a one-month taxable period. 
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Supply of interest in unincorporated body 

Clause 145  

Summary of proposed amendment  
An amendment is proposed to the definition of “participatory security” applying for GST purposes 
so that this definition would include an interest in any unincorporated body. 

Effective date  
The proposed amendment would take effect on the day after the Bill receives Royal assent. 

Background  
Under the current law, there are a range of GST treatments for the supply of an interest in an 
unincorporated body (such as a partnership, ordinary joint venture,26 syndicate, or other type of 
unincorporated association). Most commonly, the supply is not a supply made in the course or 
furtherance of a taxable activity, such that it is not subject to GST at all. However, in some rare 
situations, the supply may be a taxable supply, taxed at the 15% rate.  

In addition, a supply of an interest in an unincorporated body may be an exempt supply of a 
financial service (more specifically, a transfer of ownership of a participatory security), or possibly a 
zero-rated supply of a financial service. 

This range of possible GST treatments may be causing confusion in practice and leading to some 
transactions being treated incorrectly for GST purposes. Additionally, an outcome where a supply 
of an interest in an unincorporated body is taxed at the 15% rate is not appropriate from a policy 
perspective because it gives rise to double taxation concerns and is not consistent with the GST 
exemption applying to supplies of financial services. 

For GST purposes, an unincorporated body is essentially treated like a company, in that it is a 
separate “person” capable of making and receiving supplies and of carrying on a taxable activity. 
From a policy perspective, it would make most sense for unincorporated body interests to be 
treated like they are equity securities, consistent with the GST treatment of shares in a company. 

 
26 “Ordinary joint venture” refers to a joint venture that is an unincorporated body under the GST Act (as opposed to a 
“flow-through joint venture”, which is not an unincorporated body). 
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Detailed analysis  
The proposed amendment would expand the definition of “participatory security” in section 3(2) of 
the Goods and Services Tax Act 1985 to include an interest in any unincorporated body. 

“Participatory security” is currently defined in section 3(2) to mean any interest or right to 
participate in any capital, assets, earnings, or other property of any person when that interest or 
right forms part of a contributory scheme. This includes an interest in a unit trust as defined in the 
Income Tax Act 2007, but does not include an equity security, debt security, money, a cheque, or a 
flow-through joint venture. 

“Contributory scheme” means any scheme or arrangement that, in substance and irrespective of 
the form of the scheme or arrangement, involves the investment of money where: 

 the investor acquires or may acquire an interest in or right in respect of property, and 
 that interest or right will or may be, under the terms of investment, used or exercised in 

conjunction with any other interest in or right in respect of property acquired in similar 
circumstances, whether at the same time or not. 

Under these definitions, an interest in an unincorporated body with five or fewer members is 
generally not a participatory security (unless the body has a manager that also manages other such 
schemes). 

The proposed amendment would lead to an outcome where a supply of an interest in an 
unincorporated body is always treated as an exempt supply of financial services, except when the 
supply qualifies for zero-rating under the existing rules. 
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GST grouping technical amendments  

Clause 171(1), (3), (4), (5), and (6) 

Summary of proposed amendment  
Technical and remedial amendments are proposed to the rules for GST groups to allow for greater 
flexibility in how the rules apply in specific circumstances. 

All legislative references are to the Goods and Services Tax Act 1985. 

Effective date  
The proposed amendment to section 55(1AE)(b) would be effective for taxable periods starting on 
or after 30 March 2022 (being the effective date of the unintended change that made it mandatory 
to disregard intragroup supplies). 

The proposed amendments to section 55(4) and (4AA) would be effective for taxable periods 
starting on or after the day after the Bill receives Royal assent. 

Background  
The rules for GST groups in section 55 allow closely related entities to elect to be treated as a 
single person for GST purposes. The primary objective of the rules is to reduce distortions between 
a single entity, a branch structure and a group structure, along with reducing compliance costs. The 
rules achieve this by allowing a single GST return to be filed for the group, and by ensuring that 
GST does not apply to transactions that occur wholly within the group. 

Two technical issues with these rules have been identified: 

 As an unintended consequence of changes made to the rules in 2022, it is now mandatory for 
most intragroup taxable supplies to be disregarded. Prior to the amendments in 2022, it was 
optional to disregard these supplies. 

 Except in the case of a company that was incorporated within the last 12 months and joins a 
GST group on the date of its incorporation, the current law requires a company to join or leave 
a GST group from the start of a taxable period. This is too inflexible. 
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Key features  
To address these issues, the following amendments are proposed: 

 An amendment to section 55(1AE)(b) would reinstate the previous optionality in the law 
regarding recognising or disregarding intragroup taxable supplies, consistent with the policy 
intent. This would minimise compliance costs for corporate groups, whose internal accounting 
systems might not be set up to automatically disregard all intragroup supplies. 

 An amendment to section 55(4) would provide the Commissioner of Inland Revenue the 
discretion to allow a company to join or leave a GST group at any time, rather than from the 
start of a taxable period as required by the current law. This would also more clearly allow the 
Commissioner to assess an exiting group member for a part-period when that member leaves 
partway through a taxable period.  

 As a consequential amendment, section 55(4AA) would be repealed. Section 55(4AA) currently 
provides that if a company was incorporated less than 12 months before the date the 
representative member of a GST group applies to have the company added to the group, the 
representative member may choose either the date of the company’s incorporation, or the 
start of the taxable period following the date of incorporation, as the effective date of the 
change. Given the proposed amendment to section 55(4), this specific rule would no longer be 
necessary. 



September 2026 

Page 202 of 277 
 

 

Requirement to include incorrect zero-rated supply of 
land in GST return  

Clause 147 

Summary of proposed amendment  
The proposed amendment removes a reference to “in a return” to clarify that section 5(23B) of the 
Goods and Services Act 1985 could apply when the supplier used other documents, such as 
agreements or invoices, to incorrectly treat their taxable supply as a zero-rated supply of land.  

Effective date  
The proposed amendment would take effect on 1 April 2023 to be consistent with the policy intent 
of earlier changes to section 5(23) in 2023. 

Background  
An earlier amendment to section 5(23) in April 2023 clarified that the supplier’s tax treatment 
would be used to consider whether the supply had been incorrectly treated as a zero-rated supply. 

It was intended that section 5(23B) could apply if the supplier had either included the supply in 
their GST return or omitted the supply from the zero-rated supplies box of their return but used 
other documents such as agreements or invoices to treat the supply as zero-rated. Removing the 
requirement for the supply to be included “in a return” would achieve this outcome. 
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Non-residents using client premises to make supplies  

Clause 149 

Summary of proposed amendment  
The proposed amendment would clarify that a non-resident supplier is not treated as having a 
fixed or permanent place in New Zealand (for the purpose of the “resident” definition in section 
2(1) of the Goods and Services Tax Act 1985) when using a premises made available by a GST-
registered customer to make supplies to that customer, provided certain requirements are met.  

Effective date  
The proposed amendment would take effect on the day after the Bill receives Royal assent.  

Background  
New Zealand's GST system generally applies to goods and services consumed in New Zealand. To 
support this outcome, supplies made by non-residents can be treated as supplied in New Zealand 
in certain circumstances, including when services are physically performed in New Zealand or 
goods are located in New Zealand at the time of supply. 

However, special business-to-business rules apply to certain supplies made by non-residents to 
GST-registered persons. When a GST-registered person acquires goods or services for the purpose 
of carrying on their taxable activity, those supplies may be treated as supplied outside New 
Zealand. This means the non-resident supplier is generally not required to charge GST on the 
supply and the supply does not count towards the supplier's GST registration threshold. 

These business-to-business rules are generally intended to reduce compliance costs when GST 
charged by the supplier would ordinarily be fully recoverable by the GST-registered recipient. 

However, a supplier may be treated as resident for GST purposes if the supplier has a fixed or 
permanent place in New Zealand relating to its activities. The Commissioner’s interpretation of the 
current law is that, depending on the facts, a non-resident supplier’s employees working from the 
premises of the New Zealand customer may result in the supplier having a fixed or permanent 
place in New Zealand, despite there being no allocated or dedicated space for the supplier to 
perform their work. When this occurs, the supplier may be resident for GST purposes and become 
ineligible for the business-to-business rules that would otherwise apply.  

The proposed amendment seeks to address this outcome by clarifying that, in specified 
circumstances, a non-resident supplier's use of premises made available by a GST-registered 
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customer would not give rise to a fixed or permanent place in New Zealand. This would ensure that 
suppliers are not denied access to the existing business-to-business rules merely because their 
employees perform services at a customer's premises. The amendment would reduce unnecessary 
compliance costs when any GST charged by the supplier would generally be recoverable by the 
GST-registered recipient, resulting in little or no revenue risk to the Crown. 

Detailed analysis  
Proposed new section 8(4H) of the Goods and Services Tax Act provides that a supplier is not 
treated as having a fixed or permanent place in New Zealand in relation to supplies made to a GST-
registered person for the purposes of the registered person carrying on their taxable activity, if: 

 the GST-registered recipient makes a place in New Zealand available to the supplier for making 
those supplies 

 the supplier’s access to, and use of, that place to make its supplies to the GST-registered 
recipient is limited to what is necessary for making those supplies, and  

 the supplier has no other fixed or permanent place in New Zealand relating to the making of 
those supplies.  

When those requirements are met, the supplier would not be treated as having a fixed or 
permanent place in New Zealand in relation to those supplies. As a result, the supplier may 
continue to be treated as a non-resident for GST purposes in relation to those supplies and may 
access any business-to-business rules that depend on the supplier being a non-resident. 

The rule would apply on a supply-by-supply basis, meaning the proposed rule would not apply to 
all supplies made by the supplier. For example, a supplier may qualify in relation to supplies made 
to a GST-registered person for use in carrying on a taxable activity, while supplies made to other 
customers (such as an unregistered person) continue to be subject to the existing rules.  

The proposed rule would require a place in New Zealand be made available by the GST-registered 
person receiving the supply. This place may be the recipient’s business premises or another 
location provided to the supplier for the purpose of making the relevant supplies. The supplier's 
rights of access to and use of that place must be limited to those necessary for making the 
supplies. 

The proposed rule would not apply if the supplier has another fixed or permanent place in New 
Zealand relating to the making of the supplies. In that situation, the existing rules would continue 
to apply.  

The proposed rule is intended to ensure that a non-resident supplier does not become ineligible 
for the existing business-to-business rules merely because its employees perform services from 
premises made available by a GST-registered customer. This would reduce unnecessary GST 
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registration and compliance costs in situations when GST charged by the supplier would ordinarily 
be recoverable by the GST-registered recipient. 

The examples below illustrate how proposed new section 8(4H) would apply.  

Example 76: Consulting services at New Zealand premises 

Ben is an employee of Jed-eye mediation services, a company based in Australia that 
provides mediation consultation services to clients globally. Jed-eye is not a New Zealand 
resident for GST purposes.  

Jed-eye sends Ben to Queenstown New Zealand to provide mediation services to Smitty Co, a 
GST-registered person experiencing contractual issues with an important customer.  

On arrival, Ben is told Smitty Co operates a hot desk office environment, and so he should sit 
at a spare desk to perform his work. Ben works at the premises of Smitty Co for the next 
eight months. Ben can only use the Smitty Co premises to perform work relating to Smitty Co 
and Smitty Co provides no more space than what is necessary for Ben to perform that work.  

When Jed-eye is providing consulting services to Smitty Co through Ben working at Smitty 
Co’s premises, and apart from the space at Smitty Co Jed-eye does not have any other fixed 
or permanent place in New Zealand relating to the supplies made to Smitty Co, then Jed-eye 
is not treated as having a fixed or permanent place in relation to those supplies under 
proposed new section 8(4H). As a result, Jed-eye is treated as a non-resident for GST 
purposes in relation to those supplies.  

Because Jed-eye is non-resident, they may apply the business-to-business rule in section 8(4) 
and treat the supplies to Smitty Co as being made outside New Zealand.  
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Correcting errors and inaccuracies 

Clauses 143(2), 157(1) to (6), (8), and (11), 164, 165, 166, 167, 168, 171(2), 173, 175, 176, 
177, 179, and 202 

Summary of proposed amendment  
The Bill proposes to reorganise and clarify the GST rules for correcting errors and inaccuracies. The 
amendments would bring the main correction rules together in a new subpart of the Goods and 
Services Tax Act 1985 (GST Act) and more clearly identify when a correction may be made in a later 
GST return and when the original assessment must instead be amended. 

The amendments would distinguish between errors, where a GST position was incorrect when it 
was originally taken, and inaccuracies arising when a later event or agreement changes a GST 
position that was originally correct. They would retain a simpler correction method for eligible 
lower-value errors and provide clearer rules for corrections affecting suppliers and recipients. 

While many of the outcomes contemplated by the current law are intended to be retained, the Bill 
would also make targeted changes to address gaps and inconsistencies, align existing correction 
requirements, codify aspects of administrative practice, and clarify the consequences of corrections 
allowed in later GST returns for tax administration purposes. 

All legislative references are to the GST Act unless otherwise stated. 

Effective date  
The proposed amendments would generally take effect on the day after the Bill receives Royal 
assent. 

Errors and inaccuracies corrected on and after this date would be subject to the new rules. 

Two amendments would apply retrospectively: 

 The amendment treating certain GST errors and inaccuracies that have been corrected using a 
permitted correction method as having been correctly accounted for, for specified purposes of 
the Tax Administration Act 1994 (TAA), would take effect for corrections made on or after 
30 March 2022. 

 The remedial amendment ensuring that a supplier cannot reduce output tax outside the 
applicable correction period merely because taxable supply information was not previously 
provided for the supply would take effect on 4 June 2020. 
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Background  
Taxpayers sometimes need to change a GST position after filing a return. This can occur because 
the GST position originally taken was incorrect or because a later event changes the GST 
consequences of a transaction that was originally treated correctly. When this occurs, registered 
persons and Inland Revenue need clear rules for determining how the position should be corrected 
and whether the correction should be made in a later GST return, through providing a GST return 
for the original taxable period, or through the usual process for requesting an amendment of the 
original assessment.27 

Changes to a GST position can also arise even though the position originally taken was correct. For 
example, the consideration for a supply may subsequently change, a supply may be cancelled, or 
another event may occur that changes the GST consequences of a transaction. In these situations, 
the issue is not that the original GST treatment was wrong. Rather, a later event means that the 
original treatment is no longer appropriate going forward. 

The GST correction rules seek to balance accuracy against the compliance and administration costs 
of amending assessments for completed taxable periods. If an error is relatively minor, requiring 
amendment of the original assessment may impose compliance and administration costs that are 
disproportionate to the value of the correction. Consistent with this objective, the GST correction 
framework has, since the introduction of the rules for the self-correction of minor errors in 2009,28 
allowed certain low-value errors to be corrected through a later GST return. 

The rules also seek to ensure that GST follows ordinary commercial events where practicable. If a 
GST position taken was correct when originally taken but is subsequently affected by a later event 
or agreement, it is generally more appropriate for the GST system to recognise the change when 
that event occurs than to require the earlier taxable period to be reopened. In many cases, these 
adjustments are also broadly tax-neutral from the Crown’s perspective because an adjustment 
made by one party may be accompanied by a corresponding and offsetting adjustment by another 
party. 

The existing correction rules broadly reflect these objectives. However, the rules are spread across 
the GST Act and the TAA, and the interaction between those rules is not always clear. The 
boundaries between the available correction mechanisms are also not always clear, which can 
create uncertainty about how a correction should be made and whether the original taxable period 
needs to be revisited. The interaction between the correction rules and the taxable supply 

 
27 Section 113 of the TAA gives the Commissioner discretion to amend assessments to ensure their correctness.  
28 See section 113A of the TAA. 
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information and supply correction information requirements can also create uncertainty about how 
corrections should be made when both a supplier and recipient may be affected.  

The Bill would reorganise and clarify the GST rules for correcting errors and inaccuracies. It would 
bring the correction rules together in a new subpart of the GST Act and more clearly identify when 
a correction may be made in a later GST return and when the original assessment must be 
amended or a return must be provided for the original taxable period if no return was previously 
provided. While many of the outcomes contemplated by the current law are intended to be 
retained, the Bill would also make targeted changes to address identified gaps and inconsistencies, 
align existing correction requirements, and codify aspects of administrative practice.  

Many of the outcomes under the Bill will be familiar to taxpayers and advisors. In most cases, the 
amendments are intended to reflect existing law and administrative practice rather than introduce 
new correction mechanisms. The main changes are targeted clarifications to when particular 
correction methods are available, the interaction between supplier and recipient corrections, and 
the treatment of specific situations where the current rules are unclear or produce unintended 
outcomes. 

The amendments are extensive because the Bill would repeal and replace the existing provisions 
and bring the correction rules together in a more coherent and accessible framework. As a result, 
this commentary explains the replacement framework in some detail, including rules and outcomes 
that are substantially unchanged. 

This topic was consulted on as part of the officials’ issues paper “Current GST issues”. Submitters 
generally supported improving the clarity and coherence of the GST correction framework, 
although a number of aspects of the proposals have been refined following consultation. This Bill 
reflects those refinements.  

Key features  
The key features of the amendments would: 

 bring the GST correction rules together in a new subpart of the GST Act 
 introduce distinct correction rules for GST return errors, supply errors, supply inaccuracies and 

incorrect deductions of input tax 
 retain a simplified correction method for eligible lower-value errors 
 introduce clearer rules for corrections affecting both suppliers and recipients, including 

recipient corrections and supply correction information 
 clarify when a correction may be made in a later GST return and when amendment of the 

original assessment or provision of a GST return for the original taxable period is required, and 
 clarify the consequences of permitted GST corrections for specified purposes of the TAA. 
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Detailed analysis 

Key definitions 

The following table sets out definitions for terms used throughout this section. 

Term Description 

applicable 
date 

The Bill introduces the concept of an applicable date. In general terms, the applicable 
date is the date by which a supplier must provide a recipient correction before obtaining 
the benefit of a correction that reduces output tax. 

The applicable date reflects the existing time bar in the GST Act. It will generally be four 
years following the end of the taxable period in which the GST return is provided. It is 
determined by reference to the existing time limits applying to supply correction 
information. 

discovery 
period 

Many of the correction methods in the Bill require a correction or adjustment to be 
made in the GST return for the discovery period. 

The discovery period is generally the taxable period in which the person identifies, or 
otherwise becomes aware of, the relevant error or inaccuracy. If the person receives 
supply correction information relating to the error or inaccuracy, the discovery period is 
instead the taxable period in which that information is received. 

recipient 
correction 

Some corrections affect both the supplier and the recipient of the supply. 

In these situations, a supplier may be required to provide a recipient correction before 
obtaining the benefit of a reduction in output tax. 

If taxable supply information was originally provided for the supply, the recipient 
correction will generally involve providing supply correction information. If taxable 
supply information was not provided, the supplier must instead notify the recipient of 
the supply, its correct GST treatment, and of any refund or credit provided in relation to 
the correction. 

small-value 
threshold 

The Bill retains a threshold for determining whether certain errors may be corrected in 
the GST return for the discovery period or whether amendment of the original 
assessment is required. The threshold is the lower of: 

 $10,000, and 
 the greater of $1,000 or 5% of the value of the registered person’s total supplies 

(excluding GST) for the taxable period. 

The threshold only applies to GST return errors, supply errors and over-deductions of 
input tax. When the threshold applies, it is applied by reference to the combined tax 
effect of the relevant errors for the taxable period.   
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Overview of correction rules 

The Bill provides four main methods for correcting GST errors and inaccuracies: 

 correcting a GST return error 
 correcting an incorrect deduction of input tax when no supply correction information is 

received 
 correcting a supply error or supply inaccuracy 
 adjusting input tax following receipt of supply correction information. 

The applicable method would depend on what requires correction.  

Figures 1 to 4 provide a high-level summary of these methods, including when a correction must 
be made in a later GST return and when the registered person must instead request that the 
Commissioner amend the original assessment. 

In many cases, the amendments in the Bill would preserve outcomes arising under existing law. The 
proposed new subpart contains both new correction rules and existing correction provisions that 
have been relocated from elsewhere in the GST Act or the TAA. The amendments would bring 
these rules together and more clearly identify which correction method applies, while the 
Commissioner’s general power to amend assessments would remain in section 113 of the TAA. 

Correcting GST return errors 

Proposed new section 28 would apply to GST return errors. A GST return error occurs when an 
error affects only the registered person’s own GST position and is not reflected in information 
provided to another person. It generally arises when the GST treatment of a supply and the 
information provided for it are correct, but the GST return does not correctly reflect that treatment. 

For example, a supplier may correctly determine the GST treatment of a supply and provide correct 
information for it but omit the sale from the GST return or enter the amount incorrectly.  

Figure 1 summarises how GST return errors would be corrected. 
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Figure 1: Correcting GST return errors 

The method for correcting a GST return error depends on the combined tax effect of the relevant 
errors. If: 

 the combined tax effect is at or below the small-value threshold, the error must be corrected in 
the GST return for the discovery period 

 the combined tax effect is above the small-value threshold, the person must request an 
amendment to the original assessment. 

This recognises that the compliance and administration costs of reopening an earlier assessment 
can outweigh the amount of tax at stake. Allowing lower value errors to be corrected in the GST 
return for the discovery period reduces these costs. 

Example 77: Determining the small-value threshold 

Carolyn’s business makes total supplies of $150,000 (excluding GST) during a taxable period. 

Five percent of total supplies is $7,500.  

The small-value threshold is therefore $7,500, because it is greater than $1,000 and less than 
$10,000. 

Carolyn’s business has two GST return errors for the same taxable period. One error resulted 
in output tax being understated by $4,500 and another resulted in output tax being 
understated by $2,000. 

The combined tax effect is therefore $6,500. 

GST return does not 
correctly reflect the 
GST consequences 

of a supply 

Is the combined tax 
effect of the relevant 

error(s) at or below the 
small-value threshold? 

Correct in the GST 
return for the 

discovery period. 

Request an 
amendment to the 

original assessment. 

Yes No 
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Because the small-value threshold for the taxable period is $7,500, the errors may be 
corrected in the return for the discovery period. 

 

Example 78: Sales omitted from GST return 

Hannah is an independent tax advisor who specialises in GST. During a busy filing period, she 
completes a large review project for a client and issues an invoice for $23,000 (including GST). 
The invoice satisfies the requirements to constitute taxable supply information. 

While preparing her GST return, Hannah accidentally omits the invoice from the 
“sales/income” box in her GST return. This results in $3,000 of output tax not being 
accounted for. 

The GST treatment of the supply and the taxable supply information provided to the client 
were correct. However, the sale was not reflected in the GST return. 

This is a GST return error. If the combined tax effect of this omission and any other relevant 
errors for the taxable period is at or below the small-value threshold, the omission may be 
corrected in the GST return for the discovery period. 

Correcting input tax 

Figure 2 would apply when the amount of input tax deducted for a supply was incorrect when the 
deduction was claimed. 

This may include: 

 deducting more, or less, input tax than the person was entitled to deduct, or 
 not deducting input tax attributable to a taxable period that the person would have been 

entitled to deduct. 

Different correction methods apply depending on whether input tax was under-deducted or over-
deducted. 

Figure 2 would not apply when the adjustment arises because the person has received supply 
correction information. Those adjustments are discussed separately under Figure 4. 



September 2026 

Page 213 of 277 
 

 

 

Figure 2: Correcting deductions of input tax 

Under-deducted input tax 

Proposed new section 33 would allow an under-deduction of input tax to generally be claimed in 
the GST return for the discovery period. 

This would broadly preserve the current approach of allowing under-deducted input tax to be 
claimed in a later GST return. It reflects that the registered person was already entitled to the 
deduction and avoids the compliance and administration costs associated with amending an earlier 
assessment. 

The Bill would change the period within which many under-deductions may be claimed in a later 
GST return. Under current law, an omitted deduction must generally be claimed before the second 
anniversary of the earlier of the payment for the supply and the issue of taxable supply information 
for the supply. The Bill would replace this rule with a rule requiring the deduction be claimed in 
accordance with proposed new section 33, generally within four years of the end of the taxable 

Input tax 
incorrectly 
deducted 

Was input tax 
over-deducted or 
under-deducted? 

Correct in the GST 
return for the 
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Under-deducted Over-deducted 

No 

Correct in the GST 
return for the 
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period in which the original return was provided, unless one of the existing specified exceptions 
applies. This would provide a more consistent timeframe for corrections and deductions. 

Proposed new section 33 would also relocate the existing rules in the proviso to section 20(3) of 
the GST Act that allow deductions outside the ordinary time limit in specified circumstances. These 
include circumstances when the person could not obtain taxable supply information, there was a 
dispute about the amount payable for the supply, the registered person mistakenly believed the 
supply was not taxable, or the deduction was not previously made due to a clear mistake or simple 
oversight. The relocation of these rules into the new GST correction rules is not intended to change 
their effect. 

The deduction would remain subject to the ordinary requirements for deducting input tax, 
including any requirement to hold the necessary information and claim the deduction within the 
relevant time bar. 

Example 79: Purchases omitted from GST return 

Kylie operates a yoga studio and purchases exercise equipment, software subscriptions and 
marketing services for her business.  

During one taxable period, supplier invoices totalling $11,500 (including GST) are incorrectly 
filed and not included when she prepares her GST return. The invoices support input tax 
deductions of $1,500.  

Kylie identifies the omission while preparing a later GST return. 

Kylie can deduct the input tax in the GST return for the discovery period, provided the 
ordinary requirements for deducting input tax are satisfied (such as holding taxable supply 
information). 

Over-deducted input tax 

Proposed new section 33 would also apply if a person deducts more input tax than is available. In 
this situation, the correction method depends on the tax effect of the over-deduction and any 
other relevant errors for the taxable period. If: 

 the combined tax effect is at or below the small-value threshold, the over-deduction may be 
corrected in the GST return for the discovery period 

 the combined tax effect exceeds the small-value threshold, the person must request an 
amendment to the original assessment. 

An over-deduction reduces the amount of GST payable for the original taxable period. The small-
value threshold therefore determines whether the compliance and administration costs associated 
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with amending the original assessment are justified. The threshold is applied to the combined tax 
effect of all relevant errors for the taxable period, rather than to each error separately. 

Example 80: Input tax deducted twice for same supply 

Jared owns several properties in the Waikato that are used for both short-stay 
accommodation and long-term residential rental.  

While preparing a GST return for his short-stay accommodation activity, he accidentally 
includes the same invoice for a major exterior remediation and maintenance project twice in 
the “purchases/expenses” box in his GST return. The duplicate invoice results in additional 
input tax of $3,000. 

Jared’s taxable supplies for the period are $220,000 (excluding GST). The small-value 
threshold is therefore $10,000. No other relevant errors are identified for that taxable period. 

The combined tax effect of the relevant errors is therefore $3,000. Because the amount is 
below the small-value threshold, Jared corrects the over-deduction in the GST return for the 
discovery period. 

Correcting supply errors and supply inaccuracies 

The Bill distinguishes between supply errors and supply inaccuracies. 

supply error supply inaccuracy 

Arises when an error affects, or could affect, the 
GST consequences of the supply for both the 
supplier and the recipient, and arises because 
either:  

 the tax position taken in the GST return was 
incorrect when the return was provided, or 

 taxable supply information or supply 
correction information was incorrect. 

Arises when the GST treatment of a supply was 
correct at the time the supply was made, but a 
later event or agreement means that the 
treatment is no longer appropriate. 

The distinction is important because different correction methods would apply to supply errors and 
supply inaccuracies. 

The distinction between a GST return error and a supply error is also important. A GST return error 
affects only the registered person’s own GST position. By contrast, a supply error relates to the GST 
treatment of a supply and may affect the GST consequences of that supply for another person. 
Supply errors are therefore corrected in a manner that is intended to place the parties in the 
position they would have been in had the supply been treated correctly at the time it was made.  
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Figure 3 would apply when a supplier needs to correct the GST treatment of a supply or 
information provided for the supply. The figure focuses on the correction method. Additional 
recipient correction requirements applying to reductions in output tax are discussed below.  

 

Figure 3: Correcting supply errors and supply inaccuracies 

Supply errors 

A supply error may arise when a supplier: 

 incorrectly determines the GST treatment of a supply 
 accounts for an incorrect amount of output tax for a supply 
 provides taxable supply information or supply correction information that does not correctly 

reflect the GST treatment of the supply. 

A supply requires 
correction 

What type of 
correction is it? 

Does the correction 
increase output tax 

previously 
accounted for? 

Correct the GST 
return for the 

discovery period. 

Supply error Supply inaccuracy 

No 

Is the combined tax 
effect of the relevant 
errors at or below the 
small-value threshold? 

Request an 
amendment to the 

original assessment. 

Correct the GST 
return for the 

discovery period. 

Yes 

No Yes 
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In each case, the error is one that affects, or could affect, the GST consequences of the supply for 
the supplier and the recipient. 

Proposed new section 29 would apply when correcting a supply error would increase output tax. 
Depending on the combined tax effect of the relevant errors for the taxable period, this may 
involve correction in the GST return for the discovery period or amendment of the original 
assessment. 

Proposed new section 30 would apply when correcting a supply error would reduce output tax or 
would change the GST treatment of the supply without changing the amount of output tax 
previously accounted for.  

If correcting a supply error would reduce output tax, the supplier must provide a recipient 
correction by the applicable date before obtaining the benefit of the correction. When the GST 
return for the original taxable period has already been provided, the reduction is made in the GST 
return for the discovery period. 

If correcting a supply error changes the GST treatment of a supply but does not change the 
amount of output tax previously accounted for (for example, a supplier incorrectly treats an exempt 
supply as a zero-rated supply), no further correction is required beyond providing the recipient 
correction. 

Supply inaccuracies 

A supply inaccuracy arises when the GST treatment of a supply was correct when the supply was 
made but later becomes inappropriate because of a subsequent event or agreement. 

Examples include: 

 cancellation of the supply, in whole or in part 
 return of goods 
 a refund, credit, or adjustment to the consideration for the supply, or 
 the nature of the supply being fundamentally varied or altered. 

Unlike a supply error, a supply inaccuracy does not involve correcting a historical mistake. The 
supplier correctly accounted for GST based on the circumstances that existed at the time the 
supply was made. The need for a correction arises because those circumstances subsequently 
change. 

Proposed new section 31 would generally preserve the existing approach of recognising these 
adjustments prospectively rather than requiring amendment of an earlier assessment. The supplier 
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therefore corrects the inaccuracy in the GST return for the discovery period. The small-value 
threshold does not apply. 

Example 81: Cancellation of a supply 

Svenja is a property developer and enters into an agreement to sell a newly built townhouse. 
The purchaser pays a deposit of $92,000 (including GST), and GST of $12,000 is correctly 
accounted for when the deposit is received. 

Several months later, the agreement is cancelled and the deposit is refunded. However, the 
cancellation creates a supply inaccuracy because a later event has changed the GST 
consequences of the supply.  

Svenja recognises the adjustment in the GST return for the discovery period. Svenja does not 
need to consider the tax effect of the change, because the small-value threshold does not 
apply to supply inaccuracies. 

Information and corrections provided to recipients 

Correcting a supply error or supply inaccuracy may require information to be provided to the 
recipient of the supply. 

If taxable supply information was provided for the supply, the supplier must provide supply 
correction information to the recipient. If taxable supply information was not provided, the supplier 
must instead provide another form of recipient correction identifying the supply, its correct GST 
treatment, and any refund or credit provided for the supply. 

A supplier that cannot make the required recipient correction cannot obtain the benefit of a 
correction that reduces output tax. This ensures that a supplier cannot benefit from a reduction in 
output tax unless the recipient has been informed of the correction. This helps ensure that the 
recipient can obtain the benefit of any corresponding adjustment arising from the correction. 
However, the absence of a recipient correction does not relieve a supplier of any obligation to 
account for output tax that should have been paid on a taxable supply. 

The Bill also includes a remedial amendment, applying from 4 June 2020, to address situations 
when a supplier seeks to reduce output tax for a supply but taxable supply information was not 
previously provided for that supply. Under current law, the availability of a reduction in output tax 
can depend on whether taxable supply information was provided for the original supply. The 
amendment would ensure that a supplier cannot obtain the benefit of a reduction in output tax 
unless the recipient has been provided with sufficient information about the correction, regardless 
of whether taxable supply information was originally provided. 
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This amendment would apply only to reductions in output tax. It would not affect a supplier’s 
obligation to account for output tax that should have been paid on a taxable supply. 

Adjusting input tax after receiving supply correction information 

Figure 4 would apply when: 

 the supplier provides supply correction information, and 
 that information changes the amount of input tax deductible for the supply. 

 

Figure 4: Adjusting input tax after receiving supply correction information 

Proposed new section 34 would require the recipient to adjust the input tax deduction in the GST 
return for the taxable period in which the supply correction information is received.  

This would broadly preserve the outcome under existing law. When supply correction information 
is provided to a recipient because of either a supply error or a supply inaccuracy, the recipient of 
the supply will generally adjust their input tax deduction in the taxable period in which the supply 
correction information is received.  

The original deduction is not necessarily treated as having been incorrect when claimed. Instead, 
the adjustment reflects the supplier’s correction of the GST treatment of the supply or a later event 
affecting the supply. 

Example 82: Supply correction information received following price adjustment 

Jared purchases furniture and appliances for a newly renovated short-stay accommodation 
property. The purchase price is $6,900 (including GST), and Jared deducts input tax of $900 
based on taxable supply information provided by the supplier. 

Supply correction 
information received 

Adjust input tax in the GST 
return for the taxable 

period in which the supply 
correction information is 

received. 
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After delivery, the supplier agrees to reduce the purchase price to $2,300 (including GST) 
because some of the goods arrived damaged. The supplier provides supply correction 
information reflecting the adjustment. 

Jared’s original deduction was correct when it was claimed based on the taxable supply 
information provided by the supplier. However, the supply correction information reduces 
the amount of input tax deductible for the supply from $900 to $300. Jared therefore makes 
a debit adjustment of $600 in the GST return for the taxable period in which he receives the 
supply correction information. 

Other rules applying to corrections 

GST return not provided 

If no GST return was provided for the original taxable period, the correction rules generally require 
the person to provide a return for that period that reflects the correct GST treatment, rather than 
make a correction in a later GST return. Proposed new sections 29 and 32 would provide for this 
outcome when a supply error is identified by the registered person or Inland Revenue. 

Proposed new section 35 would apply when a registered person identifies an error or inaccuracy 
for a supply before providing the GST return for the taxable period. The return must generally 
reflect the correct GST treatment of the supply. 

An exception would apply if the correct amount of output tax is less than the amount charged to 
the recipient and the supplier does not provide a recipient correction before providing the return. 
In that case, the supplier cannot reflect the reduction in the original return. The supplier may make 
the reduction in a later GST return once the recipient correction has been provided, subject to the 
other correction requirements. 

Example 83: Supply error identified before GST return is provided 

Hannah provides GST advisory services to a GST-registered business in Australia and invoices 
the client $11,500, including GST of $1,500. The invoice satisfies the requirements to be 
taxable supply information.  

Before filing her GST return, Hannah realises the services should have been zero-rated, and 
the supply should not have included GST of 15%. 

Hannah wishes to reduce output tax by $1,500. Hannah must first provide a recipient 
correction. This would take the form of supply correction information. If Hannah does not 
provide the recipient correction before filing the GST return, the return must continue to 



September 2026 

Page 221 of 277 
 

 

reflect the original GST treatment. Hannah may make the reduction in a later GST return once 
she has provided the recipient correction, subject to the other correction requirements. 

Amendment of original assessment 

If proposed new sections 28, 29, 32, 33 or 36D would not permit correction in a later GST return, 
the person must generally request an amendment to the original assessment. 

Proposed new sections 36, 36B and 36C would not alter the Commissioner’s general power to 
amend assessments under section 113 of the TAA. Instead, they would more clearly identify the 
situations in which amendment of the original assessment is required rather than correction in a 
later GST return. 

Errors identified by Inland Revenue 

Proposed new section 32 would contain specific rules for errors identified by Inland Revenue. 

When Inland Revenue notifies a person of a return error or supply error, the method of correction 
generally depends on whether: 

 the combined tax effect of the relevant errors for the taxable period is at or below the small-
value threshold, and 

 a GST return was provided for the original taxable period. 

Depending on those circumstances, the person may be required to correct the error in a later GST 
return, provide a GST return for the original taxable period, or request an amendment to the 
original assessment.  

The rules are intended to provide certainty about how an identified error must be corrected once 
Inland Revenue has notified the registered person of the issue. This broadly reflects the treatment 
that would apply if the registered person had identified the error themselves. 

Purpose of delaying payment 

Proposed new section 36D would prevent errors and inaccuracies from being corrected in a later 
GST return if the main purpose of using that correction method is to delay the payment of tax. 

If this rule applies, the person must instead: 

 request an amendment to the original assessment, or 
 if no GST return was provided for the original taxable period, provide the GST return for that 

period. 
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This rule would ensure that the later-return correction methods are used to reduce compliance and 
administration costs rather than to obtain a timing advantage. This would broadly preserve an 
existing prohibition in the TAA. The main change is that the Bill expresses the test as a discretion 
for the Commissioner, rather than an objective test.  

Related output tax and input tax adjustments 

Proposed new section 36 would allow the Commissioner, in certain circumstances, to amend an 
assessment to reflect both output tax and deductible input tax relating to the same taxable period, 
despite the correction rules set out in subpart 3A. 

This may apply when output tax that should have been accounted for was omitted while deductible 
input tax relating to the same taxable period was also omitted or under-deducted. 

This amendment would support Inland Revenue’s existing administrative approach when amending 
an assessment that involves both omitted output tax and omitted or under-deducted input tax.29 
Its purpose would be to ensure that output tax and input tax attributable to the same taxable 
period can be recognised together when appropriate, rather than requiring them to be recognised 
under different correction rules and potentially in different taxable periods. 

Exceptional circumstances discretion for Commissioner 

Proposed new section 36C would allow the Commissioner to amend an assessment in exceptional 
circumstances when the ordinary correction rules would not produce the correct GST 
consequences under the GST Act and amendment is necessary to give effect to those 
consequences. 

The discretion is intended to address unusual situations where applying the ordinary correction 
rules would not correctly reflect the GST consequences required by the Act. 

The discretion could not be used to circumvent statutory time limits applying to assessments or 
refunds, or to override the requirement for a supplier to provide a recipient correction before 
obtaining the benefit of a reduction in output tax.  

Penalties and tax administration consequences 

Proposed new section 36E would clarify the consequences of permitted GST corrections for 
specified provisions of the TAA. 

 
29 See QB 09/04 “The relationship between section 113 of the TAA and the proviso to section 20(3) of the GST Act” 

https://www.taxtechnical.ird.govt.nz/questions-we-ve-been-asked/2009/qb-0904-the-relationship-between-section-113-of-the-taa-and-the-proviso-to-section-20-3-of-the-gst-a
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Under current law, uncertainty can arise because a correction by way of an adjustment in a later 
GST return may be permitted under the GST Act (or TAA), but the original assessment remains 
technically incorrect. This can have unintended implications for various rules in the TAA, such as the 
rules for assessments, disputes, challenges, and penalties. 

Proposed new section 36E would address this issue by treating specified corrections made in 
accordance with the GST correction rules as correct when applying the relevant TAA provisions.  

Proposed new section 95 would extend this treatment to certain historical corrections made under 
the former GST correction rules. Those earlier corrections would be treated as if they had been 
made under the new subpart when the relevant TAA provisions are applied. 

Special cases and consequential amendments 

The Bill also relocates a number of existing GST correction provisions into proposed new subpart 
3A. These include: 

 corrections for certain secondhand goods deductions in proposed new section 37 
 corrections for deemed supplies of imported goods and services in proposed new section 38 
 corrections by marketplace operators for flat-rate credit inaccuracies in proposed new section 

39, and  
 the existing rule relating to rebates paid to Pharmac in proposed new section 40. 

These amendments are intended to make the GST correction rules easier to locate and apply. In 
general, they would not change the substantive treatment of these situations. 
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Other remedials  
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Increase straight-line method threshold 

Clauses 54 and 56 

Summary of proposed amendment  
The proposed amendment would increase the threshold under which the straight-line method can 
be used in the financial arrangements rules from $1.85 million to $3 million. 

Effective date  
The proposed amendment would be effective for the 2027−28 and later income years. 

Background  
Under the financial arrangements rules, a person who must account for their financial 
arrangements (arrangements) on an accrual basis may use the straight-line method if, on every day 
of the income year, the total value of all arrangements to which they are a party is $1.85 million or 
less. 

The straight-line method aims to reduce compliance costs for taxpayers with lower-value 
arrangements. It spreads total finance charges evenly, or proportionally, over the life of an 
arrangement and apportions those amounts to income years on a daily basis. It does not require 
the arrangement to be revalued over time. At the end of the arrangement, a base price adjustment 
is performed to ensure the correct amount of income and expenditure has been returned. 

The threshold to be eligible for the straight-line method has not been updated since 2009. 

The Taxation (Annual Rates for 2025–26, Compliance Simplification, and Remedial Measures) Act 
2026 increased the thresholds under which a person may account on a cash basis from: 

 $100,000 to $200,000 for income and expenditure, and 
 $1 million to $2 million for absolute value. 

Following those increases, a person who falls under the current $1.85 million straight-line method 
threshold is likely to be eligible to account on a cash basis and therefore may not need to use the 
straight-line method. 

The proposed $3 million threshold is broadly consistent with inflation since the threshold was last 
set in 2009. 
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Align cash basis person requirements for deceased 
estates  

Clauses 63 and 76 

Summary of proposed amendment  
The proposed amendment would align the cash basis person requirements for deceased estates 
with that of other taxpayers by repealing section EW 60 of the Income Tax Act 2007. This would 
mean that if financial arrangements (arrangements) in a deceased’s estate fall below the cash basis 
person thresholds, trustees can account for those arrangements on a cash basis without further 
restrictions. 

Effective date 
The proposed amendment would take effect on the day after the Bill receives Royal assent. 

Background  
Under the financial arrangements rules, those who qualify to be a cash basis person can account 
for income when it is received and expenditure when it is paid during the life of an arrangement. 
This approach is often simpler than accounting for income and expenditure from an arrangement 
on an accrual basis. However, when the arrangement ends, a cash basis person must do a wash-up 
calculation (a base price adjustment), the same as a person on an accrual basis. 

To be a cash basis person, a person must not hold arrangements that together exceed the 
following thresholds: 

 $200,000 for income and expenditure, and/or 
 $2 million for absolute value on every day of an income year. 

Before 2009, only natural persons or trustees of deceased estates could be cash basis persons. 

Under section EW 60, trustees of a deceased estate can account for arrangements on a cash basis if 
the deceased was a cash basis person at the time of death, and the estate’s arrangements are 
below the cash basis person thresholds. This treatment is subject to a five-income-year limit. If, 
during that period, the estate’s arrangements exceed the thresholds, the ability to account on a 
cash basis ceases permanently. 

In 2009, eligibility to be a cash basis person was extended to non-natural persons. Given this 
extension of eligibility, if arrangements in a deceased’s estate fall below the cash basis person 
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thresholds, there remains no clear policy reason to further restrict eligibility to account for them on 
a cash basis. 
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Align cash basis person threshold with CFC financial 
arrangements 

Clause 64(1), (2), and (4) 

Summary of proposed amendment  
The proposed amendment would align the cash basis person threshold for financial arrangements 
held by controlled foreign companies (CFCs) in section EX 21(7) of the Income Tax Act 2007 with 
the threshold change made to section EW 57 in 2025.  

Effective date  
The proposed amendment would take effect on 1 April 2025 for the 2025−26 and later income 
years. 

Background  
The cash basis person threshold in the financial arrangements rules was updated in section EW 57 
for the 2025–26 and later income years. Section EX 21(7) used the same thresholds to determine 
when a CFC was required to calculate amounts in New Zealand currency. However, the threshold in 
section EX 21(7) was not updated at the same time. This amendment would ensure consistency in 
thresholds across the Income Tax Act.  

Key features  
The amendment would update the thresholds in section EX 21(7) to match the cash basis person 
thresholds in section EW 57. This means a CFC would be required to use New Zealand currency 
calculations if: 

 the total value of financial arrangements to which the CFC is a party is more than $2 million at 
any time during the relevant period, or  

 the CFC’s total net foreign exchange loss attributable to financial arrangements is more than 
$200,000. 
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Financial arrangements rules – debt-for-equity swaps  

Clause 62 

Summary of proposed amendment  
The proposed amendment would limit the scope of section EW 46D of the Income Tax Act 2007 to 
ensure debt-for-equity swaps are only included when arrangements were entered with the creditor 
to have the effect of writing off debt, and there was no economic substance to the share issue. The 
proposed amendment would ensure genuine share issues do not fall under section EW 46D. 

Effective date  
The proposed amendment would take effect on 1 April 2023, the date section EW 46D was first 
introduced. 

Background  
Section EW 46D was introduced to prevent insolvent companies from avoiding tax on forgiven 
debt through debt-for-equity swaps, particularly when shares of little or no value are issued to a 
creditor for cash, which is then used to repay debt owed to the creditor.  

However, the current wording can also apply when an insolvent company issues shares to its 
existing shareholders or a third-party investor (who may not be creditors) to raise new capital, and 
uses that capital to fully repay a third-party debt at face value. In these cases, no debt is forgiven in 
economic substance, yet the provision can still produce a taxable debt remission outcome. 

The proposed amendment to section EW 46D would ensure the debt-for-equity swap rule does not 
apply to genuine third-party share issues that are genuinely used to repay debt. 

Detailed analysis  
The amendment would ensure that section EW 46D continues to apply when shares are issued by 
an insolvent company to a creditor of the company or an associate of the creditor.  

The amendment would limit the scope of the section by excluding arrangements when the shares 
are not issued to the creditor or an associate of the creditor, that is, a third-party share issue. 

However, third-party share issues would still be included if there was an arrangement between the 
third party and the creditor (or their associate) for some or all of the share subscription 
consideration to be to the third party, creating a circular effect. 
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FBT and PAYE symmetry 

Clause 7 

Summary of proposed amendment  
The proposed amendment would ensure that the tax treatment of unclassified fringe benefits is 
equalised between fringe benefit tax (FBT) and PAYE. 

Effective date 
The proposed amendment would take effect on 1 April 2026. 

Background  
The Taxation (Annual Rates for 2025–26, Compliance Simplification, and Remedial Measures) Act 
2026 introduced a provision which sought to equalise the treatment of fringe benefits provided to 
employees that meet the definition of “unclassified benefits”. The intent was that, regardless of 
whether an employer reimbursed an employee for an unclassified benefit or provided an 
unclassified benefit themselves, an employer would be able to pay either FBT or PAYE. If FBT was 
paid, then no PAYE would be payable and vice versa. 

However, there are issues with the provision as enacted: 

 The existing provision does not prevent PAYE from being required when an employer pays FBT 
on reimbursement of employee expenditure for an unclassified benefit. The proposed 
amendment would ensure PAYE does not apply if FBT is paid. 

 The existing provision does not allow FBT to be paid on unclassified benefits that arise when an 
employer has expenditure on account of an employee, which is liable for PAYE. The proposed 
amendment would equalise FBT and PAYE with this kind of expenditure as well. 

The proposed commencement date is retrospective to the commencement date of the initial FBT 
and PAYE equalisation amendment, on 1 April 2026, to preserve the intended treatment for any 
employer who has treated qualifying unclassified fringe benefits in this way. 
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Investment Boost: Extension to aircraft engines 

Clauses 32(1), (2), and (4), 33, and 34 

Summary of proposed amendment  
The proposed amendments would extend Investment Boost to new and newly imported aircraft 
engines. Investment Boost would not be available for aircraft engine overhaul expenditure except 
to the extent that it produces a significant increase in the performance of the engine. 

Effective date  
The proposed amendment would take effect on 22 May 2025 (the commencement date of 
Investment Boost). 

Background  
A 20% Investment Boost deduction can be claimed for expenditure to acquire a new investment 
asset. Section DI 4 defines new investment assets and includes depreciable property. 

The non-engine components of an aircraft (for example, the body of a helicopter or plane) are 
depreciable property and therefore eligible for Investment Boost. However, aircraft engines are not 
depreciable property as expenditure to acquire an engine is subject to separate spreading rules 
(the aircraft engine overhaul rules). As such, Investment Boost cannot be claimed for the acquisition 
of a new or newly imported aircraft engine. 

The exclusion of aircraft engines from Investment Boost was an oversight during the development 
of the Taxation (Budget Measures) Act 2025 which introduced Investment Boost. It was not an 
intentional policy decision to exclude aircraft engines. 

Key features  
Proposed new section DI 4(a)(viib) adds an aircraft engine for which a deduction is allowed under 
section DW 5(3) or (5) to the definition of new investment asset. This would ensure that a 20% 
Investment Boost deduction is available for the acquisition of a new or newly imported aircraft 
engine. 

Proposed amendments would also ensure that a 20% Investment Boost deduction is available for 
capital improvements to an aircraft engine but is not available for regular aircraft engine overhaul 
expenditure: 
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 Section DI 4(a)(viii) would be amended to add a cross-reference to new subparagraph (viib). 
This would allow an Investment Boost deduction to be claimed for capital improvements to an 
aircraft engine.  

 Section DI 4(b) would be amended to add an aircraft engine overhaul for which a deduction is 
allowed under section DW 5(2)(a) to the list of exclusions from the new investment asset 
definition. 

 Taken together, these amendments would ensure an Investment Boost deduction is available 
for expenditure incurred in carrying out an aircraft engine overhaul to the extent the overhaul 
produces a significant increase in the performance of an aircraft engine. This is because a 
deduction under section DW 5(2)(a) is only available to the extent the overhaul does not 
produce a significant increase in performance. 

A reference to section DW 5 would be added to section DI 6 so that when an Investment Boost 
deduction has been claimed, the cost of the aircraft engine is correspondingly reduced when 
calculating the deduction available under section DW 5. 

Example 84: Acquisition of new helicopter engine 

Skye acquires a new helicopter engine in October 2026 for $5 million and claims a 20% 
Investment Boost deduction of $1 million. 

In calculating the deduction available under section DW 5(3) for the acquisition of the aircraft 
engine, Skye must reduce the amount calculated under section DW 5(4) by $1 million (the 
amount of the Investment Boost deduction). 
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Investment Boost: Deductions for expenditure on 
remedying contaminant 

Clauses 28 and 34  

Summary of proposed amendment  
The proposed amendments would ensure that the availability of a 20% new investment asset 
deduction for expenditure incurred in remedying a contaminant does not prevent the remaining 
80% from being deducted under section DB 46 of the Income Tax Act 2007. 

Effective date  
The proposed amendment would take effect on 22 May 2025 (the commencement date of 
Investment Boost). 

Background  
Section DB 46 provides a person carrying on a business in New Zealand with a deduction for 
expenditure incurred in avoiding, remedying or mitigating detrimental effects of discharge or 
contaminant or making of noise. Section DB 46(1)(c) limits the provision to only apply when “no 
other provision allows a deduction for the expenditure”. 

It is unclear whether section DB 46(1)(c) means the availability of a 20% Investment Boost 
deduction under section DI 5 prevents the remaining 80% of expenditure incurred in remedying a 
contaminant from being deducted under section DB 46. This is particularly an issue for expenditure 
incurred in remedying a contaminant from a commercial building (for example, asbestos removal). 
This expenditure is likely to be eligible for a 20% Investment Boost deduction as an improvement 
to a depreciable asset. Commercial buildings depreciate at a rate of 0%, so only section DB 46 
could provide a deduction for the remaining 80% of the expenditure. 

Key features  
Section DB 46(1)(c) would be amended so that section DB 46 applies when the only other 
deduction available for the expenditure is an Investment Boost deduction. This would ensure the 
availability of a 20% new investment asset deduction for expenditure incurred in remedying a 
contaminant does not prevent the remaining 80% from being deducted under section DB 46. 
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A reference to section DB 46 would be added to section DI 6 so that when a new investment asset 
deduction has been claimed, the cost is correspondingly reduced when calculating the deduction 
available under section DB 46.  

 

Example 85: Asbestos removal from commercial building 

Bob operates a commercial building. In June 2025, he engaged a specialist contractor to 
remove the asbestos from the cladding of the building. The total cost is $100,000. 

This expenditure is eligible for a 20% Investment Boost deduction (that is, $20,000 is 
deductible in the first year). The remaining $80,000 of expenditure can be deducted under 
section DB 46. 
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Depreciation – definition of improvement 

Clauses 32(3) and 48 

Summary of proposed amendment  
The proposal would amend the definition of improvement in section EE 67 of the Income Tax Act 
2007 by removing the requirement that the alteration, extension or repair of an asset increases its 
capital value. This would be replaced with a requirement that the cost of the alteration, extension 
or repair is expenditure of a capital nature. 

An equivalent amendment would also be made to section DI 4(a)(viii) for the purposes of the 
Investment Boost rules. 

Effective date  
The proposed amendment would take effect on the day after the Bill receives Royal assent. 

Background  
The definition of “improvement” for the purposes of the depreciation rules requires that the 
alteration, extension or repair to a depreciable asset “increases the capital value” of the asset. 
Replacing this with a reference to the cost of the improvement being expenditure of a capital 
nature would be more appropriate because it does not require an assessment of whether the 
expenditure increased the asset’s capital value. Instead, it focuses on the nature of the expenditure.  
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Depreciation apportionment – rewrite remedial   

Clause 47 

Summary of proposed amendment  
This proposal would amend section EE 50 of the Income Tax Act 2007 (ITA 07) to address errors 
arising during the rewrite of the Income Tax Act and ensure the depreciation apportionment rules 
are aligned with the equivalent rules from the Income Tax Act 1994 (ITA 94). 

Effective date  
The proposed amendment would take effect on 1 April 2008, the commencement date of the ITA 
07. 

Background  
Section EE 50 sets out rules for calculating the amount of depreciation loss that is deductible when 
an item of property is only partly used or available for use in a way that satisfies the general 
permission. 

Errors arising during the rewrite of the Income Tax Act mean section EE 50 does not operate in the 
same way as its pre-rewrite predecessor (section EG 2(1)(e) of the ITA 94). The provision was not 
the subject of an identified policy change during the rewrite process. 

The errors made during the rewrite mean that section EE 50 may not appropriately apportion 
depreciation deductions in all cases. Specifically: 

 The use of the words “at the same time” in section EE 50(1)(c) may mean the section applies 
only if there are concurrent income-earning and other uses. If the income-earning use and 
other use are not concurrent (for example, an asset is used for business and for another use on 
separate days), the section may not apply. 

 The definition of qualifying use days includes all days in which an asset is available for an 
income-earning use. This could potentially include days in which the asset was physically used 
for another use (so long as it was still available for an income-earning use). 

While section EE 50 may not appropriately apportion depreciation deductions, the private 
limitation still applies to ensure deductions could not be claimed for private use of an asset. 
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Key features  
The words “at the same time” in section EE 50(1)(c) would be replaced with “during the income 
year”. This would ensure that subsection (2) applies if there is any non-income-earning use of the 
asset, even if that use is not concurrent with an income-earning use. 

The definition of qualifying use days in section EE 50(3)(b) would be replaced to ensure it does not 
include days in which an asset was available for an income-earning use if it was physically used for 
another purpose. 

These changes would ensure section EE 50 of the ITA 07 operates in the same way as its 
predecessor section EG 2(1)(e) of the ITA 94. 
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Application of transitional UTPR safe harbour to MNEs 
with 52- or 53-week fiscal years 

Clauses 99 and 129(47) 

Summary of proposed amendment  
This amendment would ensure that the transitional under-taxed profits rule (UTPR) safe harbour in 
New Zealand’s GloBE rules applies as intended to multinational enterprises (MNEs) with 52- or 53-
week fiscal years.30 

Effective date  
This amendment would be effective for fiscal years beginning on or after 26 December 2025. 

Background  
In July 2023, the OECD agreed a transitional UTPR safe harbour to reduce compliance costs as 
MNEs transition to the GloBE rules. The safe harbour deems the UTPR top-up tax amount for an 
MNE’s ultimate parent jurisdiction to be zero for fiscal years of up to 12 months that begin on or 
before 31 December 2025 and end before 31 December 2026. This means the UTPR effectively 
does not apply to the MNE group for their 2025/26 fiscal year. 

Some MNEs with 52- or 53-week fiscal years have fiscal years that begin on or before 31 December 
2025 but end after 31 December 2026. Take for example an MNE that has a fiscal year that typically 
ends on the last Sunday in December each year, and a 53-week fiscal year for the current year. The 
current fiscal year began on Monday 29 December 2025, the day after the last Sunday of the 
preceding calendar year. It will run for 53 weeks and end on Sunday, 3 January 2027. Without 
clarification, these MNEs could be excluded from the safe harbour. To address this, the OECD has 
published administrative guidance to clarify that the safe harbour should also apply to fiscal years 
beginning on or before 31 December 2025 and ending on or before 3 January 2027. 

This amendment would incorporate the administrative guidance into New Zealand’s GloBE rules for 
fiscal years beginning on or after 26 December 2025, the earliest date required for affected MNEs. 

 
30 A 52- or 53-week fiscal year is an accounting period that always ends on the same day of the week (such as the last 
Sunday of December). Instead of 12 traditional calendar months, it consists of 52 weeks (364 days) standard, with a 53rd 
week added every few years to realign with the solar calendar. 
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Reducing GloBE rules filing requirements for MNEs 

Clauses 193, 194(1), and 201(1) and (2) 

Summary of proposed amendment  
The proposed change would apply to New Zealand members of a multinational enterprise (MNE) 
group to which New Zealand’s global anti-base erosion (GloBE) rules apply. The change provides 
that a New Zealand group member would not need to file its own multinational top-up tax return if 
it has no top-up tax liability under the rules. 

Effective date  
This change would take effect on 1 January 2025 to align with the introduction of the GloBE rules. 

Background  
In many cases, New Zealand members of in-scope MNE groups are expected to have no top-up tax 
liability each year under New Zealand’s GloBE rules. However, they are currently required to file a 
multinational top-up tax return even if they do not have any liability.  

This proposal would reduce compliance costs for these MNE groups by not requiring the 
multinational top-up tax return to be filed when a New Zealand entity has no top-up tax liability.  

When an entity is not required to file a multinational top-up tax return because of this change, the 
group’s GloBE information return (GIR) would be treated as an assessment for the entity, and the 
time bar for amending assessments would be calculated based on the date the GIR is filed. 
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Annual multinational top-up tax return requirements 

Clause 194(2) 

Summary of proposed amendment  
The proposed change would reduce compliance costs for certain multinational enterprises (MNEs) 
under New Zealand’s global anti-base erosion (GloBE) rules. The change would allow a single 
multinational top-up tax return to be filed by a group representative, on behalf of all group entities 
with a top-up tax liability under New Zealand’s GloBE rules. 

Effective date  
This change would take effect on 1 January 2025 to align with the introduction of the GloBE rules. 

Background  
New Zealand’s GloBE rules require each New Zealand entity in an in-scope MNE group to file a 
separate multinational top-up tax return containing the assessment of their top-up tax liability. 

The amendment would allow a single top-up tax return to be filed by a designated filing entity, on 
behalf of all group entities with a top-up tax liability. This would reduce compliance costs for these 
groups. 
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DTA deemed source rule exclusion for technical services 
fees   

Clause 132 

Summary of proposed amendment  
The proposed amendment would ensure that the deemed source rule exclusion for technical 
services fees under section YD 4(17D)(b) of the Income Tax Act 2007 would apply to all double tax 
agreements (DTAs). 

Effective date  
The proposed amendment would take effect on the day after the Bill receives Royal assent. 

Background  
Under New Zealand domestic law, a non-resident’s income is taxable only if it has a New Zealand 
source. Section YD 4(17D) deems income to have a New Zealand source if New Zealand has a right 
to tax the item of income under a DTA. The rule was intended to ensure New Zealand could tax 
income where the treaty partner had agreed to New Zealand having that taxing right, but it has led 
to overreach in some cases. 

New Zealand’s DTA with India allows New Zealand to tax payments from New Zealand to a non-
resident for technical services performed remotely from India. The DTA deemed source rule would 
have deemed that income to have a New Zealand source. This was unintended because New 
Zealand’s normal tax settings generally require some presence or activity in New Zealand before a 
non-resident’s income is treated as sourced here. 

The Taxation (Annual Rates for 2024–25, Emergency Response, and Remedial Measures) Act 2025 
included an amendment to section YD 4(17D)(b) to exclude technical services fees from the 
application of the DTA deemed source rule. The exclusion applies only to the New Zealand–India 
DTA because no other current New Zealand DTA contains a broad technical services fees provision. 
The proposed amendment would ensure that the same treatment would apply if such a provision is 
included in a future DTA. 
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Transfers of funds from overseas pension schemes 

Clauses 231, 233, and 234 

Summary of proposed amendments  
The proposed amendments would specify that when a person transfers funds from their overseas 
pension scheme to a qualifying New Zealand superannuation scheme, the transfers are not income 
for the purposes of student loans and the child support rules.    

Effective date  
The proposed amendments would take effect retrospectively from 1 April 2026, the date “scheme 
pays” took effect.  

Background  
The Taxation (Annual Rates for 2024–25, Emergency Response, and Remedial Measures) Act 2025 
introduced “scheme pays”. This allows a person transferring their overseas pension scheme to 
certain qualifying New Zealand superannuation schemes to elect to have the New Zealand scheme 
pay the New Zealand tax due on transfer. The tax is paid on the person’s behalf out of the 
transferred funds. 

“Scheme pays” resolved a long-standing issue for individuals who might otherwise face a 
significant New Zealand tax liability when transferring an overseas pension scheme. They are often 
unable to access the transferred funds without incurring tax or financial charges in the overseas 
jurisdiction. As a result, they may need to pay the New Zealand tax liability from personal funds, 
which may be difficult. The changes took effect on 1 April 2026.  

The policy intent is to exclude transferred funds from being treated as income for social policy 
purposes because the funds are not available to the individual until a specified crystallisation event 
occurs, typically when they reach the minimum retirement age. Therefore, it does not affect their 
day-to-day payments and so should not reduce their social policy entitlements. However, current 
law around child support and student loan repayments does not reflect this.  
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Key features  
To align with the policy intent, the proposed amendments specify that an assessable withdrawal 
amount31 for which a person has elected “scheme pays” would be excluded from: 

 the borrower’s adjusted net income for the purpose of student loans, and 
 the definition of income for the purposes of the Child Support Act 1991.  

 
31 As defined in section CF 3(7) of the Income Tax Act 2007, essentially the taxable portion of the transfer.   
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Expenditure on unsuccessful software development  

Clause 27  

Summary of proposed amendment  
This amendment would allow a deduction for expenditure incurred on an unsuccessful software 
project if the project would have resulted in depreciable software, or a depreciable right to use 
software, had it been successful. 

Effective date  
The proposed amendment would take effect on the day after the Bill receives Royal assent. 

Background  
Under the current rules, expenditure on an unsuccessful software project can generally be 
deducted only if the project would have resulted in the taxpayer owning software copyright. That 
rule does not work well for some modern software projects. Businesses often incur costs to 
configure, customise or integrate SaaS products that are owned by a third party, usually a cloud 
provider. If those projects fail, the business may not hold any software copyright or other 
depreciable property. The expenditure may therefore be black hole expenditure. 

The amendment would extend the existing relief so that it applies where the project would have 
produced depreciable software, or a depreciable right to use software, even if the taxpayer did not 
expect to own the underlying software copyright. 

The amendment would also clarify the relationship between the software abandonment rules and 
the feasibility expenditure rules. If section DB 40B applies, the feasibility expenditure rules would 
not apply. 

Key features  
The amendment would allow a deduction for expenditure on an unsuccessful software 
development project if the project would have resulted in one of the following had it succeeded: 

 software copyright 
 a right to use software copyright, or 
 software or a right to use software that would be depreciable property. 
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Example 86: Abandoned SaaS configuration project 

Kahu Apple Pie Co (Kahu) wants to move its fruit-picking, payroll and stock records onto a cloud-
based SaaS ERP system called HarvestNetCloud. Kahu already has its own core internal IT system, 
built up over several seasons, which tracks pickers, bins and cool-store movements. The problem 
is that the old system does not talk neatly to HarvestNetCloud. 

Kahu gets Blackberry Pip Software Ltd to work with HarvestNetCloud to configure and customise 
the systems so they can work together. Blackberry Pip and HarvestNetCloud spend six months 
trying to build the necessary connections but grow frustrated because the work keeps running 
into technical problems. In the end, Kahu decides to stop the project and move to a newer ERP 
system instead. 

Under current law, Kahu may not be able to deduct the cost of Blackberry Pip’s work because the 
failed project would not have resulted in Kahu owning copyright in any software. The proposed 
amendment would fix that result. Kahu would be able to deduct the expenditure because the 
work was directed at configuring and customising software for use in its business even though 
the project failed and no copyright was created or acquired. If it had been successful, Kahu 
would have had a right to use HarvestNetCloud’s software, the right would have been 
depreciable intangible property. 
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Software and “finance lease” definition  

Clause 129(21) 

Summary of proposed amendment  
This proposed amendment would change the definition of “finance lease” in section YA 1 of the 
Income Tax Act 2007 so that ordinary and non-exclusive software licensing arrangements would 
generally not be considered finance leases. 

Effective date  
The proposed amendment would take effect on the day after the Bill receives Royal assent.   

Background  
Some Inland Revenue technical papers have identified the potential for software use arrangements 
to be considered finance leases in some cases. This is considered inconsistent with the policy intent 
of the finance lease rules, which are aimed at transactions that are in substance sales or disposals 
of the leased asset. This does not generally apply to software licenses, especially software as a 
service (SaaS) arrangements. This has prompted a proposed adjustment to the definition of 
“finance lease” to exclude such arrangements.  

Key features  
An ordinary and non-exclusive software use arrangement would be explicitly excluded from the 
finance lease rules despite potentially fitting the criteria of a finance lease in the Income Tax Act, 
unless the arrangement may result in ownership of the software passing to the licensee.  
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Definition of Commissioner's official opinion 

Clause 181(3) 

Summary of proposed amendment  
The definition of "Commissioner's official opinion" in section 3(1) of the Tax Administration Act 
1994 would be amended to clarify that taxpayers may rely on a published finalised official 
statement of the Commissioner of Inland Revenue as the Commissioner's official opinion without 
the need for separate notification. 

Effective date 
The proposed amendment would take effect on the day after the Bill receives Royal assent.  

Background  
The definition of "Commissioner's official opinion" includes a finalised official statement of the 
Commissioner and refers to "notifying the taxpayer". This wording creates uncertainty about 
whether a finalised official statement must be directly communicated to a taxpayer before it can be 
relied on as the Commissioner's official opinion. 

The amendment would remove this uncertainty by clarifying that publication of a finalised official 
statement is sufficient and no separate notification step is required. This aligns with the policy 
intent of the provision and Inland Revenue's existing practice of publishing official statements. 
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Non-resident visitor Working for Families eligibility 

Clauses 130 and 131  

Summary of proposed amendments 
The proposed amendments would ensure that a person cannot be a non-resident visitor for a prior 
period in which they or their spouse, civil union partner, or de facto partner, receive Working for 
Families entitlements. 

Effective date 
The proposed amendments would take effect retrospectively from 1 April 2026, applying to 
persons who arrive in New Zealand on or after that date. This would align the proposed 
amendments with when the New Zealand visitor rules came into effect.  

Background 
The Taxation (Annual Rates for 2025–26, Compliance Simplification, and Remedial Measures) Act 
2026 introduced the New Zealand visitor rules, which deem eligible visitors to be non-resident for 
New Zealand tax purposes for up to 275 days in any 18-month period (a “non-resident visitor”). 
During that period, they and any associated entities are not subject to New Zealand tax obligations. 
The non-resident visitor criteria include a requirement that the person or their spouse, civil union 
partner, or de facto partner, cannot receive an entitlement to Working for Families tax credits. 

Detailed analysis 
The policy intent of the New Zealand visitor rules is that a person cannot benefit from both non-
resident visitor status and Working for Families tax credits during the same period. However, 
Working for Families entitlements may be claimed retrospectively. As a result, under the current 
law, a person or their spouse, civil union partner, or de facto partner, may be able to subsequently 
claim Working for Families for a prior period when that person was a non-resident visitor, without 
them losing that status. The proposed amendments close this legislative gap.  

Proposed section YD 1B(2B) of the Income Tax Act 2007 sets out the effect of receiving a Working 
for Families entitlement for a prior income year for both the non-resident visitor and associated 
entities, including their non-resident employer. 
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Retrospective cessation of non-resident visitor status for individual 

If a person who has been treated as a non-resident visitor, or their spouse, civil union partner, or de 
facto partner, receives a Working for Families entitlement for a prior income year, the proposed 
amendments would ensure that the person is retrospectively treated as not having been a non-
resident visitor for any period that overlaps with the period of the Working for Families entitlement. 
The person would stop being a non-resident visitor on the first day of the period for which they a 
receive an entitlement. The person is instead treated as a resident and subject to the existing tax 
residence rules from that date.  

Income tax returns for the relevant income year would need to account for this change in 
circumstances. If an income tax return has already been filed for the relevant income year, then the 
return would need to be amended. There may be follow-on consequences due to the person’s tax 
residence changing retrospectively. 

Working for Families entitlements are calculated on a tax-year basis, and this amount is finalised 
after the end of the tax year, taking into account the family’s circumstances and income across the 
full tax year. Because Working for Families is income tested, the amount a family is eligible for may 
be relatively small compared to the tax consequences of losing their non-resident visitor status. 
Families should take this into account when deciding whether to register for Working for Families. 

Effect of cessation of non-resident visitor status for associated entities 

Associated entities, such as the person’s non-resident employer, could also be affected by the 
retrospective loss of a person’s non-resident visitor status following a Working for Families 
application. This would mean that they become retrospectively subject to tax obligations (such as 
PAYE reporting and payment requirements) for a period in which they believed the person was 
treated as a non-resident visitor. To avoid that outcome, proposed section YD 1B(2B)(b) provides 
that the associated entity’s tax obligations would begin from the date the Working for Families 
application is made, if the application results in a positive Working for Families entitlement. 

Example 87: Non-resident visitor applies for and receives Working for Families tax credits 

Mack and his partner, Don, are New Zealand citizens who have been living in the United 
Kingdom (UK) and have been tax resident there for the past few years. They returned to New 
Zealand on 1 July 2026 and satisfy the criteria to be non-resident visitors. 

They remain in New Zealand. On 1 January 2027, Don becomes the principal caregiver of his 
12-year-old brother, Ronald. 

On 2 April 2027, Mack and Don cease to be non-resident visitors because they have 
remained in New Zealand for more than 275 days.  
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On 1 August 2027 (during the 2027–28 tax year), Don applies for Working for Families 
retrospectively from the date he became Ronald’s principal caregiver (1 January 2027, that is, 
during the 2026–27 tax year). He receives the entitlement for the 2026–27 tax year in 
September 2027. 

Consequently, Mack and Don cease to be non-resident visitors from 1 January 2027, being 
the first day of the period for which the Working for Families entitlement is paid.  

Further scenario 

After returning to New Zealand, Mack continued to work for his UK-based employer, MISH 
International, which is not resident in New Zealand. For the purposes of determining the tax 
obligations of MISH International, Mack ceases to be a non-resident visitor from 1 August 
2027, being the day his partner applied for Working for Families. 
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Consolidated deduction notices  

Clauses 169, 218, 235, and 240  

Summary of proposed amendment  
The proposed amendments would enable the Commissioner of Inland Revenue (the Commissioner) 
to issue consolidated deduction notices to a third party (such as a bank or employer), by amending 
the notification requirements of a deduction notice that is provided to the person subject to the 
deduction notice.  

Effective date  
The proposed amendments would take effect on the day after the Bill receives Royal assent.  

Background  
The current law requires the Commissioner to issue a notice to a third party (such as a bank or 
employer) requiring deductions to be made from funds owing to a person and pay those amounts 
to Inland Revenue to resolve amounts owed by the person.  

At the time of issuing a deduction notice, the Commissioner is required to provide a copy of the 
notice to the person, advising them that the Commissioner has issued a deduction notice to the 
third party. When an interpretation of “copy of a notice” has been applied, this requirement means 
the Commissioner is required to send individualised letters to both the third party and the person. 
For some third parties, such as banks or large employers, they may receive a significant number of 
letters a day, each letter having to be individually processed by the third party.  

To reduce compliance costs for the third party receiving the deduction notice, while maintaining 
taxpayer confidentiality by ensuring that information relating to one person is not disclosed to 
another, the Commissioner could instead issue a single deduction notice to the relevant third party 
that consolidates the details of multiple individualised deduction notices (a consolidated deduction 
notice), with individual notifications continuing to be provided to anyone in the consolidated 
deduction notice. Inland Revenue currently issues consolidated notices under the KiwiSaver Act 
2006 and the Child Support Act 1991. 

To provide for consolidated deduction notices for all deduction requests issued by the 
Commissioner, and to ensure consistency in approach across several Acts, the Bill proposes to 
amend the notification requirement for deduction notices from requiring the Commissioner to 
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provide a “copy of the notice” to the person to instead to require the Commissioner to “notify” the 
person that a deduction notice has been issued to the third party.  

Key features  
The Commissioner may require a third party to make additional deductions from a person’s salary 
or wages, or other amounts payable to that person if that person has defaulted on tax, gaming 
duty, student loan repayment obligations or has child support liabilities. When a deduction is 
required for more than one person from the same third party, the details for each person may be 
included in the same deduction notice that is provided to the third party. Following this, the 
Commissioner would also provide an individualised notice to each person included in the request 
to the third party.  

This would be achieved through amendments to similar provisions in the following Acts: 

 Tax Administration Act 1994 (TAA) 
 Goods and Services Tax Act 1985 
 Gaming Duties Act 1971 
 Child Support Act 1991.  

While the Student Loan Scheme Act 2011 also includes rules for deduction notices,32 these 
provisions refer to the deduction notice rules, as far as they are applicable and with necessary 
modifications, to similar rules contained in the TAA.  

Under existing rules, when a deduction notice relates to salary or wages owed to the taxpayer by 
their employer, the Commissioner may dispense with the requirement to provide a copy of the 
notice if reasonable enquires have first been made to find a valid address for the taxpayer. In 
practice, the Commissioner will seek to provide a copy of the notice to the taxpayer either by post 
to a physical address or electronically via myIR. 

Existing section 14C of the TAA prescribes the form and method by which a taxpayer may be 
notified by the Commissioner.  

Detailed analysis  

Tax Administration Act  

Section 157(5) would be replaced to require the Commissioner, when issuing a deduction notice 
under section 157(1) or (4) to a third party, to also notify the taxpayer. The notification provided to 

 
32 Section 193 Student Loan Scheme Act 2011.  
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the taxpayer would have to include the information contained in the notice that relates to the 
taxpayer and explain that a deduction would be made from amounts payable to them. 

A consequential amendment to section 157(5B) would replace a reference of providing a copy of a 
deduction notice to a taxpayer with a reference to notifying the taxpayer of the deduction notice. 

Goods and Services Tax Act  

Section 43(5) would be replaced to require the Commissioner, when issuing a deduction notice 
under section 43(2) or (4) to a third party, to also notify the registered person or liable person. The 
notification provided to the registered person or liable person would have to include the 
information contained in the notice that relates to the registered person or liable person and 
explain that a deduction would be made from amounts payable to them. 

A consequential amendment to section 43(5B) would replace a reference of providing a copy of a 
deduction notice to a registered person or liable person with reference to notifying the registered 
person or liable person of the deduction notice.  

Gaming Duties Act  

Section 12L(2) would be replaced to require the Commissioner, when issuing a deduction notice 
under section 12L(1) to a third party, to also notify the defaulter. The notification provided to the 
defaulter would have to include the information contained in the notice that relates to the 
defaulter and explain that a deduction would be made from amounts payable to them. 

To ensure consistency between the notify requirements in proposed section 12L(2) and the 
equivalent provisions in the other Acts, new section 12L(2A) would be inserted to refer to the 
existing notify provisions in the TAA. 

A consequential amendment to section 12L(4B) would replace a reference to providing a copy of a 
deduction notice to a defaulter with a reference to notifying the defaulter of the deduction notice.  

Child Support Act  

Section 156(1) would be replaced to require the Commissioner, when issuing a deduction notice 
under section 154 to an employer or other third party, to notify the liable person. The notification 
would have to include the information contained in the notice that relates to the liable person and 
explain that a deduction would be made from money payable to them. 

Consequential amendments to section 156(2) and (3) would replace references to providing a copy 
of a deduction notice to a liable person with references to notifying the liable person of the 
deduction notice.  
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Align deduction outcomes under look-through company 
and limited partnerships rules 

Clause 83 

Summary of proposed amendment  
The proposed amendment would align the look-through company (LTC) loss limitation rule with 
the equivalent rule for limited partnerships (LPs).  

Effective date  
The proposed amendment would be effective for the 2027–28 and later income years.  

Background  
There is a misalignment between the LTC loss limitation rule and the equivalent rule for LPs.  

Under current law, the deduction an LTC owner is allowed is limited to the level of their basis (the 
value of a shareholder's investment in the LTC). However, unlike the rules for LPs, this does not 
ensure that deductions are allowed to the extent they match assessable income allocated to the 
shareholder.  

As a result, shareholders can be taxed on LTC income, even when matching deductions exist. This 
can create unintended and inequitable outcomes, for instance, when losses are timing based and 
the shareholder's basis is temporarily insufficient.  
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KiwiSaver enrolment for 16- and 17-year-olds with 
estranged guardians 

Clauses 226(2) and 227 

Summary of proposed amendment  
The proposed amendment would allow 16- or 17-year-olds to enrol in KiwiSaver if they jointly 
contract with a principal caregiver receiving the unsupported child’s benefit. 

Effective date  
The proposed amendment would take effect on the day after the Bill receives Royal assent. 

Background 
From 1 July 2025, 16- and 17-year-olds have been eligible to receive the KiwiSaver government 
contribution, and from 1 April 2026, 16- and 17-year-olds have been eligible to receive KiwiSaver 
employer contributions. To enrol in KiwiSaver, 16- and 17-year-olds must jointly contract with a 
guardian or Oranga Tamariki guardian (unless they have no legal guardian). 

However, 16- and 17-year-olds with estranged guardians and a non-parent principal caregiver are 
often unable to enrol in KiwiSaver and cannot receive the government and employer contributions 
that they are entitled to.  

The unsupported child’s benefit is paid to a person recognised by the Ministry of Social 
Development as the principal caregiver of a child whose parents are unable to care for them. The 
amendment would allow 16- and 17-year-olds to enrol in KiwiSaver if they jointly contract with an 
unsupported child’s benefit caregiver. 
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Liability of trustee as agent for beneficiary income  

Clauses 87 and 90  

Summary of proposed amendment  
The proposed amendment would provide that trustees do not need to obtain the Commissioner of 
Inland Revenue’s approval for the beneficiary to undertake the trustee’s tax duties, such as 
providing returns, making assessments and satisfying income tax liabilities. This would align the law 
with current practice. A clarifying amendment would also provide that the trustee and beneficiary 
would remain jointly and severally liable for this tax.  

Effective date  
The proposed amendment would take effect on the day after the Bill receives Royal assent. 

Background  
If a beneficiary derives an amount of beneficiary income or a taxable distribution from a trust, the 
trustee of the trust, in their capacity as the beneficiary’s agent, must satisfy the beneficiary’s income 
tax liability in relation to that income or taxable distribution.  

Current law (section HD 4(b)) provides that, with the Commissioner’s agreement, a beneficiary and 
trustee may agree that the beneficiary will take on the duties of the trustee, for example, satisfying 
the beneficiary’s income tax liability on that income or taxable distribution.  

In practice, these arrangements commonly proceed without obtaining the Commissioner’s 
approval, and there is no formal process for seeking that approval. Removing the requirement 
would align the law with current practice. 
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Simplifying tax compliance for Māori authorities  

Clauses 49, 91, 92, 93, 107 to 113, 129(9) and (41), 141, 143(5), 174, 224, and Schedule 2 

Summary of proposed amendments  
The proposed amendments would: 

 set a cost base for redress assets received under a Treaty of Waitangi settlement 
 make it clear that Māori authorities can use tax pooling  
 clarify the valuation of benefits from a low- or no-interest loan  
 ensure Māori authorities that are companies remain within the definition of “company”, and 
 correct or remove redundant, or imprecise provisions in the Māori authority rules.  

Editorial amendments would also replace references to “Maori” with “Māori” in the Income Tax Act 
2007 (ITA), the Tax Administration Act 1994, and the Goods and Services Tax Act 1985.  

Effective date  
The following proposed amendments would be effective for the 2026–27 and later income years: 

 Setting a cost base for redress assets received under a Treaty of Waitangi settlement. 
 Confirming that Māori authorities can use tax pooling, with a savings provision for earlier 

transactions that involve tax pooling.  
 Clarifying the value of a taxable Māori authority distribution that involves low- or no-interest 

loans. 
 Clarifying the treatment of taxable bonus issues. 

Other proposed amendments would be effective as follows: 

 Confirming that the definition of “company” includes a Māori incorporation acting as trustee 
would be effective from 29 March 2018. 

 Correcting the references and terminology in section HF 9 would take effect on the date of 
enactment, except for changes to row 4 in Table H1, which would be effective from the 2008–
09 income year.  

 The editorial changes would take effect on the day after the Bill receives Royal assent. 

Background  
The Māori authority rules are a specific set of income tax rules that apply to eligible entities that 
manage assets for Māori collective purposes, including assets held through Treaty settlements and 
under other historical arrangements. The rules treat Māori authorities as taxable intermediaries for 
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their members. Māori authorities pay tax at the Māori authority rate and attach Māori authority tax 
credits to taxable distributions made to members. This approach is designed to tax income earned 
through Māori authorities in a coherent and practical way while recognising the distinctive 
collective and intergenerational nature of Māori asset ownership. 

The amendments in the Bill are intended to simplify tax compliance for Māori authorities by 
improving the coherence of the rules, resolving legal uncertainties, and correcting technical issues 
and outdated cross-references in the ITA.  

Key features  
The key features of the proposed amendments would: 

 Confirm that redress assets received under a Treaty settlement are valued for tax purposes at 
their open market value on the date they are received by the settlement entity or other 
nominated recipient. 

 Confirm that Māori authorities can access tax pooling on the same basis as other taxpayers 
that satisfy the relevant statutory requirements. 

 Clarify the valuation of a Māori authority distribution in connection with loans made by a Māori 
authority to a member at low- or no-interest. 

 Change the definition of “company” to ensure that a Māori authority that is a Māori 
incorporation is not excluded from that definition because it acts as trustee for its members 
with beneficial interests in the relevant land. 

 Restructure the scope of the term “taxable Māori authority distribution” in section HF 7 to 
improve coherence and usability of the ITA.  

 Update section HF 9 to correct two incorrect cross-references and the terminology used to 
describe taxable income.  

Detailed analysis  

Cost base for Treaty of Waitangi settlement redress assets 

Treaty settlements often involve the Crown transferring a bundle of redress assets to a post-
settlement governance entity or another entity nominated to receive the assets. These assets may 
include land, forestry rights, commercial property, emission units, or other property connected with 
a deed of settlement. Inland Revenue interpretation statements have taken the view that the 
receipt of Treaty settlement redress is not income for the purposes of the ITA.33 

 
33 Interpretation statement IS0043: Income Tax treatment of Treaty of Waitangi Settlements, Tax Information Bulletin Vol 
16, No 10 (November 2004) and QB09/01: Payments made in addition to financial redress under Treaty of Waitangi 
settlements – income tax treatment (2009). 

https://www.taxtechnical.ird.govt.nz/interpretation-statements/is0043-income-tax-treatment-of-treaty-of-waitangi-settlements
https://www.taxtechnical.ird.govt.nz/questions-we-ve-been-asked/2009/qb-0901-payments-made-in-addition-to-financial-redress-under-treaty-of-waitangi-settlements-income-t
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Market values for these assets can change between the date a deed of settlement is initialled and 
the date the redress assets are transferred, particularly when Treaty settlement negotiations or 
implementation processes take several years. A specific valuation rule should therefore reduce 
uncertainty and compliance costs for settling iwi and other recipient entities when managing their 
tax affairs. 

The proposed amendment would confirm for tax purposes the cost base of redress assets. It would 
apply when, as part of the settlement of a claim under the Treaty of Waitangi, the assets are 
transferred by the Crown and received by the entity established to receive and manage those 
assets. 

The value of the redress asset would be its market value on the date it is received. 

The amendment does not of itself make the receipt of redress assets income for tax purposes or 
otherwise treat the receipt of the asset as revenue account property. Its purpose is to specify a cost 
base for tax purposes if the asset is later used or sold in a way that creates taxable income. 

The proposed amendment introduces two new definitions: 

 “Recipient entity”: This definition limits the effect of the amendment to entities set up to 
receive settlement redress, such as a post settlement governance entity. The addition of the 
phrase “appointed or nominated” is intended to ensure the new amendment can apply to an 
entity set up by a settling iwi to receive the redress. 

 “Redress assets”: Means the assets provided directly by the Crown under settlement legislation 
or a deed of settlement. 
 

Example 88: Cost base of redress assets 

An iwi group receives a block of commercial land from the Crown as part of its Treaty 
settlement. On the day the iwi receives the land, the land is worth $1 million. When the iwi 
group received an equitable interest in the land on signing of the deed of settlement years 
earlier the negotiated value of the land was $800,000.  

The proposed rule would say that, for tax purposes, the starting value of the land is $1 
million. This value is called the cost base. 

The iwi does not have to pay tax just because it received the land. The $1 million value is only 
used if a tax question needs to be worked out later, for example if the land is later sold or 
used in a way that may have tax consequences. 
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Confirming Māori authorities can use tax pooling  

Tax pooling was introduced in 2003 to help taxpayers manage exposure to use of money interest. 
The tax pooling rules were intended to apply broadly to taxpayers that satisfy the relevant statutory 
requirements. 

The detailed tax pooling rules are set out in sections RP 17 to RP 21 of the ITA and sections 120C, 
120OE, and 124S to 124X of the Tax Administration Act 1994. For companies that maintain an 
imputation credit account, sections OB 5 and OB 6 of the ITA recognise imputation credits for 
deposits into, and transfers from, tax pooling accounts. Sections OB 34 and OB 35 deal with 
refunds and transfers from imputation credit account tax pooling accounts. 

Māori authorities maintain a Māori authority credit account. Those rules are set out in subpart OK, 
and the relevant credit and debit information is summarised in Tables O17 and O18. However, the 
Māori authority credit account rules do not contain corresponding tax pooling provisions.  

Proposed amendments  

The proposed amendments would confirm that Māori authorities can access tax pooling on the 
same basis as companies and other taxpayers that satisfy the statutory requirements. The proposed 
amendments introduce new sections OK 3B, OK 3C, OK 9B, OK 13B and OK 13 C to provide a 
complete set of rules for how Māori authority tax credits should be treated for tax pooling 
purposes. Consequential changes are also proposed to section OK 2 and Tables O17 and O18. 

Savings provision 

Proposed new section OZ 19 would validate tax pooling transactions Māori authorities have made 
since the start of the tax pooling rules and the commencement of the proposed amendments to 
subpart OK.  

Taxable Māori authority distributions: low- or no-interest loans 

Section HF 4 treats a transfer of value from a Māori authority to a person as a Māori authority 
distribution if the cause of the transfer is the person’s membership in the authority. A low- or no-
interest loan will give a member a benefit if the concessional terms are provided because of that 
membership. The proposed amendment would clarify how that benefit is valued for the purposes 
of section HF 4. 

The proposed amendment introduces the concept of “benchmark interest” and “interest paid”. The 
transfer of value would be calculated as the difference between the benchmark interest and the 
interest paid by the member. The principal amount loaned would not be considered a transfer of 
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value. The proposed formula is similar to the calculation of the value of fringe benefit for on-
demand loans and would ensure that administration and compliance costs can be minimised when 
valuing such financial assistance.  

Benchmark interest 

Benchmark interest is the amount of interest that would have accrued on the debt at the 
prescribed rate of interest, or the market rate if this is able to be determined. The rate is calculated 
on the daily balance of the loan during the loan period. The current rate of prescribed interest since 
1 January 2026 is 5.77%.  

Interest paid 

Interest paid can be calculated in two ways. If the loan is not a financial arrangement, such as a no-
interest loan, then the interest paid is the amount of interest that accrues on the debt amount 
during the period. If the loan is a financial arrangement, then the interest paid is calculated under 
an appropriate spreading method, such as yield to maturity. 

Example 89: No-interest loan using prescribed rate as valuation benchmark 

A Māori authority lends $10,000 to a member. The loan is interest-free and is repayable in full 
at the end of one year. The prescribed rate of interest is 5.77%. Applying daily compounding 
interest at the prescribed rate over the one-year term, the benchmark interest that would 
accrue on the loan is $593.92. Because the member pays no interest under the loan 
arrangement, the amount of interest paid is $0. The value of the Māori authority distribution 
is the difference between the benchmark interest and the interest paid. The value of the 
Māori authority distribution is therefore $593.92 ($593.92 − $0). 

 

Example 90: Low-interest loan using prescribed rate as valuation benchmark 

A Māori authority lends $100,000 to a member. The loan is repayable in full at the end of one 
year and carries interest at 2% per year, compounded daily. The prescribed rate of interest is 
5.77%. Applying daily compounding interest at the prescribed rate over the one-year term, 
the benchmark interest that would accrue on the loan is $5,939.23. Applying daily 
compounding interest at the 2% rate charged, the amount of interest accrued on the loan is 
$2,020.08. The value of the Māori authority distribution is the difference between the 
benchmark interest and the interest paid. The value of the Māori authority distribution is 
therefore $3,919.15 ($5,939.23 − $2,020.08.) 
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Example 91: Low-interest loan using market rate as valuation benchmark 

A Māori authority lends $100,000 to a member. The loan is repayable in full at the end of one 
year and carries interest at 2% per year, compounded daily. The market rate of interest for a 
comparable loan is 4% per year, compounding daily. Applying daily compounding interest at 
the market rate over the one-year term, the benchmark interest that would accrue on the 
loan is approximately $4,080.85. Applying daily compounding interest at the 2% rate 
charged, the amount of interest accrued on the loan is $2,020.08. The value of the Māori 
authority distribution is the difference between the benchmark interest and the interest paid. 
The value of the Māori authority distribution is therefore $2,060.77 ($4,080.85 − $2,020.08). 

Updating definition of “company” to include Māori authorities 

The definition of “company” in section YA 1 of the ITA specifically excludes a company acting as 
trustee. However, many entities that elect to be Māori authorities are Māori incorporations that 
manage Māori land under Te Ture Whenua Māori Act 1993. In that context, a Māori authority that 
is a Māori incorporation may be treated as a trustee of land under section 205(4) of the Te Ture 
Whenua Māori Act 1993.  

If such an entity were excluded from the definition of “company”, this could affect its ability to elect 
into the Māori authority rules. This outcome would be inconsistent with the policy intent of the 
Māori authority rules, which expressly allows Māori incorporations established under Te Ture 
Whenua Māori Act to elect to be taxed as Māori authorities. 

The proposed amendment would expressly include a company that is a Māori authority within the 
definition of “company”. The amendment would ensure that the trustee exclusion does not apply 
to a Māori incorporation that is electing to be a Māori authority as a company under section 
HF 2(2) of the ITA.  

Taxable bonus issue 

The current placement of the taxable bonus issue rule in section HF 4 of the ITA creates uncertainty 
about how the rule interacts with the structure of the Māori authority distribution provisions. It 
treats a taxable bonus issue directly as a taxable Māori authority distribution, rather than first 
identifying it as a Māori authority distribution and then applying the taxing rule in section HF 7. 

The proposed amendment would improve the coherence and usability of the Māori authority rules 
by removing the reference to taxable bonus issues from section HF 4 and instead listing a taxable 
bonus issue as within the meaning of Māori authority distribution in section HF 7.  
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Incorrect references and terminology in section HF 9 

Section HF 9 contains Table H1, which sets out the consequences of changing entity status to or 
from a Māori authority. The Bill proposes the following changes to the table: 

 In row 3 the cross reference to section OK 18 would be changed to section OK 22. This change 
corrects an incorrect cross reference. 

 In row 3 the reference to “taxable income derived by” would be changed to “taxable income 
of”, to distinguish between income derived by the entity and the later calculation of its taxable 
income. 

 In row 4, the amendment would confirm that income of a Māori authority that changes to a 
trust that is not a Māori authority should be treated as trustee income after the change.  

Editorial changes 

The Bill also proposes updating the spelling of "Māori" by including the macron. This change is part 
of a larger editorial project updating New Zealand's statute books to reflect te reo spelling, where 
appropriate. 
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RWT on dividends 

Clause 133(2) and (4) 

Summary of proposed amendment  
The proposed amendment would allow resident withholding tax (RWT) on dividends to be 
deducted at 39% if the payer and the recipient agree. 

Effective date  
The proposed amendment would take effect on 1 April 2027. 

Background  
RWT on dividends is set at 33%, not allowing RWT to be deducted at the top marginal tax rate of 
39%. Individuals on the top marginal rate and trusts can, legally, only have 33% of their total tax 
obligation deducted through RWT, leaving another 6% to pay later. This can result in provisional 
tax obligations, debt, and increased compliance costs. 

Some smaller companies have been deducting and returning RWT on dividends at 39% to avoid 
shareholders becoming provisional taxpayers. These returns are sometimes accepted and 
sometimes error listed by Inland Revenue’s systems. This creates unnecessary work for Inland 
Revenue and taxpayers. 

The proposed amendment would allow RWT on dividends to be deducted at 39% if the payer and 
the recipient agree. Deducting RWT on dividends at 33% would remain as the default option. 
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Student loan establishment fee   

Clause 229  

Summary of proposed amendment 
The proposed amendment would ensure the student loan establishment fee is only charged when 
a borrower first draws down on a student loan contract. This would align the legislation with the 
original policy intent. 

Effective date  
The proposed amendment would take effect retrospectively on 1 January 2012 (the 
commencement date of the relevant provision in the Student Loan Scheme Act 2011).  

Background  
The student loan establishment fee was introduced in 1992 to subsidise the Crown’s administrative 
costs associated with student loan draw downs. The establishment fee is currently $60.  

Initially, the fee was administered by the Ministry of Education and only charged at the point when 
a borrower drew down on their loan. If no loan was drawn down, the establishment fee was not 
charged. This practice has been maintained since the Ministry of Social Development took over the 
delivery of student loans in 2000, administered through StudyLink. 

When the Student Loan Scheme Act 2011 replaced the Student Loan Scheme Act 1992, it provided 
that the fee must be charged by the loan manager each time a borrower enters into a loan contract 
(rather than when the borrower first draws down on the loan). This wording in the 2011 Act does 
not reflect the original policy intent or operational practice.  
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Income tax treatment of subsidiaries wholly owned by 
industry skills boards  

Clauses 13, 17, 98, and 129(24) 

Summary of proposed amendment  
The proposed amendments would extend the income tax exemption for industry skills boards 
(ISBs) to include income derived by their wholly owned subsidiaries.  

The proposed amendments would also ensure that any retained assets of a tax-exempt subsidiary 
are not considered for the purposes of charity deregistration tax if that subsidiary was previously a 
registered charity. 

Effective date  
The proposed amendments would take effect on 22 October 2025, when the income tax exemption 
for ISBs came into force.  

Background  
As part of reforms to the vocational education and training system, ISBs were established from 
1 January 2026. The ISBs are industry-led bodies responsible for standard setting for vocational 
education across their allocated sectors. These entities took on the previous functions of workforce 
development councils (WDCs).  

The WDCs had operated as registered charities under the Charities Act 2005 and were therefore 
exempt from income tax. Any subsidiaries wholly owned by WDCs were also able to be registered 
charities. The new ISBs are separately exempt from income tax under section CW 55BAA of the 
Income Tax Act 2007. The current wording of section CW 55BAA does not apply to any wholly 
owned subsidiaries.  

Tax can apply to a charity’s accumulated assets when it is deregistered. Limited exemptions to 
deregistration tax apply, namely if the assets are transferred to another entity deriving exempt 
income such as a registered charity. However, under current law, these exemptions to 
deregistration tax apply only when assets are disposed of or transferred to the other entity. The 
current law does not provide an exemption when the assets are retained by the entity and that 
entity remains income tax exempt. 
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Key features  
The proposed amendments would extend the scope of section CW 55BAA, relating to income 
derived by an ISB, to income earned by subsidiaries wholly owned by one or more ISBs. This would 
mean that income derived by a wholly owned subsidiary of ISBs would also be exempt from 
income tax. The exemption applies only when persons with control over the company cannot direct 
or divert amounts derived by the company for their own benefit or advantage.  

Before the introduction of ISBs, a subsidiary of WDCs would have been exempt from income tax 
due to being wholly owned by registered charities. This amendment would therefore preserve the 
tax treatment that applied to a wholly owned subsidiary prior to the restructuring reforms and the 
enactment of section CW 55BAA.  

The proposed amendments also make a change to the treatment of tax-exempt accumulations 
under section HR 12 to ensure deregistration tax does not apply when a person derives income 
that is exempt under section CW 55BAA. This means that a wholly owned subsidiary of ISBs would 
not incur deregistration tax liabilities following its deregistration as a charity.  
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Tax exemption for Ferry Holdings Limited   

Clause 139 

Summary of proposed amendment  
The proposed amendment would add Ferry Holdings Limited (FHL) to Schedule 35 of the Income 
Tax Act 2007. This would make FHL exempt from income tax under section CW 38B as a public-
purpose Crown-controlled company. 

Effective date  
The proposed amendment would take effect on 5 March 2025, the date FHL was incorporated.  

Background  
Section CW 38B of the Income Tax Act 2007 provides an income tax exemption for public-purpose 
Crown-controlled companies that are specifically listed in Schedule 35. To qualify for the 
exemption, a company must be listed in Schedule 4A of the Public Finance Act 1989, be wholly 
owned by the Crown or local authorities, and have a primary purpose of carrying out a public 
policy objective of the New Zealand Government.  

FHL is a Crown-owned company listed in Schedule 4A of the Public Finance Act 1989. It has a 
primary purpose of procuring replacement Cook Strait ferries, which is a public policy objective of 
the New Zealand Government.  

 



September 2026 

Page 269 of 277 
 

 

Greyhound Racing Transition Agency 

Clause 15 

Summary of proposed amendment  
The Greyhound Racing Transition Agency would be added to the list of racing-related 
organisations that are exempt from income tax under section CW 47 of the Income Tax Act 2007.  

Effective date  
The proposed amendment would take effect on 10 April 2026, the date the Geyhound Racing 
Transition Agency was established. 

Background  
The Greyhound Racing Transition Agency was established to oversee the closure of the greyhound 
racing industry. It is funded by TAB New Zealand on a cost-recovery basis and effectively replaces 
the New Zealand Greyhound Racing Association (Incorporated), which was exempt from income 
tax.  

The proposed amendment would be consistent with other racing-related organisations being 
exempt from income tax and would remove compliance costs that would otherwise arise if the new 
agency was subject to income tax. 
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Aligning not-for-profit tax concessions with 
Incorporated Societies Act 

Clauses 43(1) and (3), 129(31) and (53), 143(3) and (6), 144, 150, 152, 154, 155, 156, 157, 
and 199 

Summary of proposed amendments  
For incorporated societies, the proposed amendments would align the eligibility criteria of certain 
not-for-profit tax concessions in the Income Tax Act 2007 (ITA) and the Goods and Services Tax Act 
1985 (GST Act) with the slightly less restrictive distribution rules in the Incorporated Societies Act 
2022.  

Effective date  
The proposed amendment to the ITA would be effective for the 2024–25 and later income years. 
The proposed amendment to the GST Act would take effect on 5 October 2023.  

Background  
To access certain not-for-profit tax concessions under the ITA and GST Act, organisations must not 
have a purpose of making a profit or gain for a proprietor, member or shareholder, and by the 
terms of their constitution or rules must be prohibited from making any distributions to their 
members.  

Under the Incorporated Societies Act, incorporated societies cannot operate for the financial gain 
of any of their members and are generally prohibited from distributing profits or providing 
financial benefits to them. However, the Act permits certain limited distributions, such as hardship 
grants and scholarships. This means incorporated societies that comply with the distribution rules 
of the Incorporated Societies Act may nonetheless be ineligible for not-for-profit tax concessions 
under the ITA and the GST Act. 

As a result of this discrepancy, incorporated societies with constitutions that prohibit distributions 
in all but the limited circumstances permitted under the Incorporated Societies Act must either 
amend their constitutions to reflect the stricter requirements of the ITA and the GST Act or forego 
the benefit of the tax concessions. This creates compliance costs for incorporated societies as well 
as administrative costs for Inland Revenue.   
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Key features  
A new definition of “not-for-profit organisation” would be inserted in section YA 1 of the ITA for an 
organisation that is not being carried on for the purpose of gain to proprietors, members and 
shareholders, and that is prohibited from making any distributions, or an organisation that is an 
incorporated society under the Incorporated Societies Act. References to “non-profit organisation” 
in the ITA would be updated “not-for-profit organisation”.  

Incorporated societies would be able to access the statutory deduction tax concession available in 
section DV 8 provided the other criteria of section DV 8 are met. These proposed amendments 
would take effect from the 2024–25 income year.  

The current definition of “non-profit body” in the GST Act would be amended to “not-for-profit 
body” and would be expanded to include incorporated societies incorporated under the 
Incorporated Societies Act.  

References to “non-profit body” in the GST Act would be updated to “not-for-profit body”. The GST 
amendments would take effect on 5 October 2023.  
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Repeal of references to “extended model reporting 
standard for digital platforms” in Tax Administration Act 

Clauses 181(5) and (7), 183, 197, 214, 215, 216, 219, 220, and 221  

Summary of proposed amendment  
The Bill proposes to remove redundant references to the extended model reporting standard for 
digital platforms in the Tax Administration Act 1994 because they were not brought into force 
within the three-year timeframe from 1 April 2023. As a result, the references to these standards no 
longer serve any operative purpose.   

Effective date  
The proposed amendment would take effect on the day after the Bill receives Royal assent.  

Background  
The Tax Administration Act enabled the implementation of the OECD’s extended model reporting 
standard for digital platforms if brought into force by Order in Council made on recommendation 
of the Minister of Revenue within three years from 1 April 2023.  

The extended model reporting standard for digital platforms was never implemented in New 
Zealand. It would have required sellers on digital platforms who receive consideration for the sale 
of goods and vehicle rentals to provide their tax file number, country of tax residence, and other 
identifying information to platform operators. New Zealand-based platform operators would then 
be required to report information to Inland Revenue about the income earned by sellers on their 
platform. To the extent this information related to New Zealand tax residents, Inland Revenue 
would use this information for tax administration purposes, such as checking that income had been 
included in sellers’ income tax returns. To the extent the information related to non-residents, the 
information may be shared with that non-resident’s tax administration if they were also party to the 
reporting standard. 

The removal of the references to the extended model reporting standard for digital platforms and 
associated provisions means that if the standard is ever to be implemented in New Zealand in the 
future, new legislation would need to be introduced to do this. 
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Repeal of estate and gift duty legislation 

Clauses 198, 222, 241, and 242, and Schedule 3 

Summary of proposed amendment 
Proposed amendments would repeal the Estate and Gift Duties Act 1968, Estate Duty Abolition Act 
1993, and Estate Duty Repeal Act 1999. These Acts are spent because estate duty and gift duty 
have been abolished. The amendments would also remove or update references to those Acts in 
other enactments where appropriate.  

Effective date  
The proposed amendment would take effect on the day after the Bill receives Royal assent. 

Background  
Estate duty was abolished for the estate of any person who died on or after 17 December 1992, 
and gift duty was abolished for any gift made on or after 1 October 2011. However, the Estate and 
Gift Duties Act, Estate Duty Abolition Act, and Estate Duty Repeal Act remained in force for 
historical reasons. 

These Acts no longer apply to new estates or gifts, but references to them remain across the 
statute book. This creates unnecessary complexity. 

The Legislation Act 2019 ensures the effect of this legislation is preserved for estates prior to 
17 December 1992 and gifts prior to 1 October 2011. Repealing these Acts would therefore not 
affect their previous operation or any rights, obligations, liabilities, or completed transactions that 
arose under them. 
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Maintenance amendments 



September 2026 

Page 275 of 277 
 

 

Maintenance amendments 

Summary of proposed amendments 
The proposed amendments in the table reflect minor technical maintenance items arising from 
both the rewrite of income tax legislation and subsequent changes. 

Effective date 
Effective dates for the proposed amendments are outlined in the table. 

Minor maintenance items 
The proposed amendments in the table would correct any of the following: 

 ambiguities 
 compilation issues 
 cross-references 
 drafting consistency, including readers’ aids – for example, the defined terms lists 
 grammar 
 consequential amendments arising from substantive rewrite amendments, and  
 inconsistent use of terminology and definitions. 

Table 4: Maintenance amendments 

Clause Section Act Amendment Effective Date 

5 CB 33(2) ITA 0734 Correcting minor fault 
of expression 

2027–28 and later 
income years  

12(1) CW 42 ITA 07 Removing redundant 
reference. 

Day after Royal 
assent 

46 EE 38 ITA 07 Correcting minor fault 
of expression 

Day after Royal 
assent 

77 FE 2 ITA 07 Style change Day after Royal 
assent 

 
34 Income Tax Act 2007 
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Clause Section Act Amendment Effective Date 

78 FE 7C ITA 07 Correcting cross-
references 

1 April 2026 

79 FE 7D ITA 07 Relocating definition 1 April 2026 

84(1) and 
(2) 

HC 7 ITA 07 Correcting cross-
references 

Day after Royal 
assent 

94 HM 21 ITA 07 Correcting minor fault 
of expression 

Day after Royal 
assent 

95 HM 36 ITA 07 Correcting cross-
reference 

Day after Royal 
assent 

96 HM 46 ITA 07 Inserting cross-
reference 

Day after Royal 
assent 

97 HR 8(1) ITA 07 Removing redundant 
reference 

Day after Royal 
assent 

104 LS 2 ITA 07 Removing redundant 
reference and 
correcting list of 
defined terms  

Day after Royal 
assent 

129(3) YA 1, “AIM 
method” 

ITA 07 Inserting defined term Day after Royal 
assent 

129(14) YA 1, 
“eligible 
infrastructure 
entity” 

ITA 07 Correcting cross-
references 

1 April 2026 

129(22) YA 1, “hire 
purchase 
agreement” 

ITA 07 Correcting defined 
term 

Day after Royal 
assent 
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Clause Section Act Amendment Effective Date 

129(28) and 
(29) 

YA 1, “main 
benefit”, 
“main 
benefit 
equivalent 
assistance” 

ITA 07 Correcting wording and 
removing redundant 
defined term 

Day after Royal 
assent 

140, 
Schedule 1  

Multiple 
sections 
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assent 
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sections 
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143(5) 2, “Māori” GSTA35 Correcting terminology Day after Royal 
assent 

158 20A GSTA Correcting wording Day after Royal 
assent 

174 75 GSTA Correcting terminology Day after Royal 
assent 

224, 
Schedule 2, 
Part 2 

Multiple 
sections 
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