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1998, No. 107 

An Act to make remedial amendments respecting tax 
and other payments made under the Inland Revenue 
Acts [26 November 1998 

BE IT ENACTED by the Parliament of New Zealand as follows: 

1. Short Tide-This Act may be cited as the Taxation (Tax 
Credits, Trading Stock, and Other Remedial Matters) Act 1998. 

PART 1 

AMENDMENTS TO INCOME TAX ACT 1994 
2. Income Tax Act 1994-The Income Tax Act 1994 IS 

amended by this Part. 

3. Exempt income-interest-(l) In section CB 1 (2), in 
the definition of "farm vendor mortgage", "subsection (l)(d)" is 
replaced by "subsection (1)( c)" . 

(2) This section is deemed to apply to the tax on income 
derived in the 1995-96 and subsequent income years. 

4. Exemption income-dividends-(l) In section 
CB 10 (3)(b), "section BB 9" is replaced by "section BC 1". 

(2) Subsection (1) is deemed to apply to the tax on income 
derived in the 1995-96 and subsequent income years. 

5. New section inserted-(I) After section CD 5, the 
following is inserted: 

"CD 6. Gross income derived from certain property
( 1) The gross income of a person is deemed to include an 
amount equal to the market value of property the possession or 
control of which that person obtained without colour of right. 
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"(2) Subsection (1) applies notwithstanding the existence of 
any constructive trust of which the person is the trustee. 

"(3) Nothing in this section, section DJ 18, or section EN 5 
applies to a taxpayer assessed for income tax in respect of an 
amount deemed to be included in gross income under this 
section who, before 6 March 1998, made a competent 
objection under section 124A of the Tax Administration Act 
1994 or is entitled to challenge an assessment under 
section 138B of that Act." 

(2) Subsection (1) is deemed to have applied to amounts 
obtained in the 1995-96 and subsequent income years. 

6. New section inserted-(I) After section DJ 17, the 
following is inserted: 

"DJ 18. Expenditure incurred in restitution-(I) This 
section applies to a person who is deemed to have gross income 
under section CD 6. 

"(2) In an income year in which the person makes restitution 
respecting property referred to in section CD 6 (1), the person 
is allowed as a deduction an amount equal to the amount of 
restitution made to a person beneficially entitled to the 
property referred to in that subsection. 

"(3) A restitution in subsection (2) includes restitution made 
to a person claiming through the person beneficially entitled to 
the property." 

(2) Subsection (1) is deemed to have applied in the 1995-96 
and subsequent income years. 

7. New subpart substituted-(I) Part EE is replaced by the 
following: 

"SUBPART E-TRADING STOCK 
"EE 1. Application of subpart-This subpart applies with 

respect to the trading stock of a taxpayer that owns or carries 
on a business. 

"EE 2. Valuation of trading stock.-(I) In an income year, 
in calculating the net income or net loss of a taxpayer that 
owns or carries on a business, the taxpayer must take into 
account the value of opening stock and closing stock. 

"(2) The value of opening stock is the value of closing stock 
at the end of the immediately preceding income year. 

"(3) The value of closing stock must be calculated using the 
methods described in this subpart. 
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"( 4) The value of closing stock is gross income of the 
taxpayer for the income year and the value of opening stock is 
an allowable deduction of the taxpayer for the income year. 

"EE 3. Valuation methods-(I) Closing stock (other than 
excepted financial arrangements) may be valued using a cost 
valuation method under sections EE 5 to EE 11 or, if its market 
selling value is lower than cost, using its market selling value 
under section EE 12. 

"(2) Subject to section EE 16, a small taxpayer may value 
closing stock (other than excepted financial arrangements) 
using market selling value if it is equal to or is greater than cost. 

"( 3) Closing stock that is an excepted financial arrangement 
must be valued at cost, subject to section EE 13 (3), under 
sections EE 13 and 14. 

"EE 4. Livestock-Notwithstanding section EE 3, the value 
of any livestock, other than livestock used in dealing operations, 
is the value determined under section EL 1. 

"EE 5. Cost of trading stock other than excepted 
financial arrangements-(I) A taxpayer, other than a small 
taxpayer, that is valuing closing stock at cost, must include all 
costs required to be included by generally accepted accounting 
principles and must allocate those costs to dosing stock using 
methods acceptable under generally accepted accounting 
principles. 

"(2) If the value of closing stock calculated under sub
section (1) is materially different from the value obtained by 
applying to that closing stock Financial Reporting Standard 
No.4 (Accounting for Inventories), approved under the 
Financial Reporting Act 1993, or an equivalent standard issued 
in its place, the taxpayer has not complied with generally 
accepted accounting principles for the purposes of this Act. 

"(3) A taxpayer, other than a small taxpayer, that 
manufactures or produces trading stock and uses a budgeted or 
standard cost method of cost allocation must allocate any 
variance between the budgeted or standard costs and the 
actual costs of production by prorating the variance between 
the cost of trading stock sold during the income year and the 
closing stock. 

"(4) A variance to which subsection (3) applies must-
"(a) In the case of a variance for the current income year, be 

included in the taxpayer's gross income; and 
"(b) In the case of a variance for the previous income year, 

be claimed as an allowable deduction. 
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"(5) A taxpayer must use cost-flow methods under 
section EE 6 to identify which items of trading stock are 
included in closing stock, and the cost of such items, if an item 
of trading stock is-

"(a) Not separately identifiable; or 
"(b) An excepted financial arrangement. 
"(6) A taxpayer may use cost-flow methods under 

section EE 6 to calculate the cost of trading stock that can be 
specifically identified. 

"(7) A small taxpayer must calculate the value of closing 
stock that is valued at cost under section EE 7 or by including 
all costs required to be included under generally accepted 
accounting principles. 

"EE 6. Cost-flow methods of assigning costs-(I) A 
taxpayer to which section EE 5 (5) or (6) applies may use the 
first-in first-out (FIFO) cost method or a weighted average cost 
method of assigning costs in calculating the value of closing 
stock valued at cost. 

"(2) A taxpayer, other than a small taxpayer, must adopt the 
same cost-flow method of assigning costs for calculating the 
value of closing stock valued at cost as the taxpayer uses in its 
financial statements for that income year. 

"(3) A small taxpayer must apply the cost-flow method 
chosen by the taxpayer consistently from income year to 
income year under section EE 16. 

"EE 7. Costs of small taxpayer-( 1) In determining the 
cost of closing stock, a small taxpayer that manufactures or 
produces trading stock must include the following costs of 
production: 

"(a) Direct and indirect material costs: 
"(b) Direct and indirect labour costs: 
"(c) Utilities costs: 
"(d) Costs of repairs and maintenance to factory plant: 
"(e) Costs of rent of factory plant, or depreciation allowances 

in respect of factory plant. 
"(2) A small taxpayer that in an income year includes in the 

taxpayer's financial statements costs of production that are 
additional to those prescribed in subsection (1) must, in 
determining the cost of closing stock, also include those 
additional costs in that income year. 

"( 3) A small taxpayer that acquires trading stock, other than 
by manufacture or production, and that values closing stock at 
cost, must include the direct transport and insurance costs 
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incurred in bringing the trading stock to its present location 
and condition in addition to the purchase price. 

"EE 8. Discounted selling price for retailer-(l) A 
retailer, that uses discounted selling price in its financial 
statements, or that is a small taxpayer that does not prepare 
financial statements, may use discounted selling price to value 
closing stock. 

"(2) The discounted selling price for each department or 
category of goods is the total of the retail selling prices of the 
goods less the normal gross profit margin for the department 
or category of goods, calculated in accordance with Financial 
Reporting Standard No. 4 (Accounting for Inventories). 

"(3) The normal gross profit margin for each department or 
category of goods must be calculated for each income year. 

"( 4) In calculating the normal gross profit margin for each 
department or category of goods, the total cost of the goods 
must include all costs required to be included under 
sections EE 5 or EE 7, as the case may be. 

"EE 9. Discounted selling price for retailer with 
turnover not more than $1 million-Notwithstanding 
section EE 8, a retailer with a turnover of not more than 
$1,000,000, or such greater amount as the Governor-General 
by Order in Council prescribes, may determine the discounted 
selling price of all closing stock valued at discounted selling 
price by discounting the total of the retail selling prices of the 
goods by the taxpayer's average gross profit margin for all 
trading stock valued at discounted selling price in that income 
year. 

"EE 1 o. Discounted selling price for taxpayer other 
than retailer-(1) A taxpayer, other than a retailer, that uses 
discounted selling price in its financial statements, or is a small 
taxpayer that does not prepare financial statements, may use 
discounted selling price to value closing stock. 

"(2) The discounted selling price for each category of goods 
is the total of the market selling values of the goods in each 
category less the normal gross profit margin for the category of 
goods. 

"(3) The normal gross profit margin of each category of 
goods must be calculated for each income year. 

"( 4) In calculating the normal gross profit margin for each 
category of goods, the total cost of the goods must include all 
the costs required to be included under sections EE 5 or EE 7, 
as the case may be. 
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"EE 11. Replacement price-( 1) Replacement price may 
be used to vafue closing stock if the taxpayer uses replacement 
price in its financial statements, or is a small taxpayer that does 
not prepare financial statements. 

"(2) The replacement price of an item of trading stock is the 
market value for the acquisition of that item of trading stock by 
the taxpayer as at the last day of the income year. 

"(3) If no replacement price is available as at the last day of 
the income year, the last price paid for an item of that trading 
stock during the income year is to be treated as the 
replacement price. 

"(4) A small taxpayer may use the last price paid for an item 
of. that trading stock in an income year as the replacement 
pnce. 

"EE 12. Market selling value-(I) The market selling value 
of an item of trading stock means the gross amount that a 
taxpayer normally expects to receive from the sale of the 
trading stock in the ordinary course of business, after deducting 
the estimated costs of completion and the amount calculated 
under subsection (2). 

"(2) A taxpayer may deduct the following expected costs of 
selling the trading stock if those costs are typically incurred by 
the taxpayer in selling trading stock and, for taxpayers that 
prepare financial statements, in that income year the costs 
have been taken into account in calculating net realisable value 
in the taxpayer's financial statements: 

"(a) Transportation: 
"(b) Insurance: 
"(c) Sales commissions: 
"(d) Discounts to purchasers. 
"(3) A taxpayer that does not have reasonable evidence to 

substantiate the market selling value of an item of trading stock 
must value that item using a cost valuation method. 

"EE 13. Valuation of excepted financial arrangement
(1) An excepted financial arrangement that is trading stock 
must be valued at cost. 

"(2) In calculating the value of an excepted financial 
arrangement that is trading stock or revenue account property, 
a taxpayer must use one of the cost-flow methods authorised in 
section EE 6. 

"(3) An excepted financial arrangement that is trading stock 
maybe valued at nil if it-

"(a) Has no current or likely future market value; and 
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"(b) Has been written off as worthless by the taxpayer. 

"EE 14. Transfer of excepted financial arrangement 
within wholly-owned group-(I) This section applies to 
excepted financial arrangements that are trading stock or 
revenue account property. 

"(2) For the purposes of this Act, if an excepted financial 
arrangement that has a market value less than cost is sold or 
otherwise disposed of or distributed by one company in a 
wholly-owned group of companies ('the transferor') directly or 
indirectly to another company in the same wholly-owned group 
('the transferee'),-

"(a) The transferor is deemed to have sold the excepted 
financial arrangement at its cost to the transferor; 
and 

"(b) The transferee is deemed to have acquired the excepted 
financial arrangement at its cost to the transferor. 

"(3) If a taxpayer that holds an excepted financial 
arrangement that is deemed under subsection (2) to be 
acquired at its cost to the transferor and the transferor stops 
being a member of the same wholly-owned group (including by 
liquidation), the taxpayer is deemed to have disposed of the 
excepted financial arrangement, at the end of the time when 
the taxpayer is a member of the group, to a person that is not 
associated with the taxpayer and to have reacquired it. In each 
case the consideration is deemed to be equal to the market 
value of the excepted financial arrangement at the time. 

"( 4) A transfer of an excepted financial arrangement in the 
circumstances referred to in subsection (2) does not give rise to 
a dividend under section CF 2 (1). 

"EE 15. Transfer of trading stock within wholly-owned 
group-(I) Notwithstanding section EE 3 but subject to 
section EE 14, if-

"(a) A company (the 'taxpayer') resident in New Zealand 
holds trading stock at the end of an income year; 
and 

"(b) The trading stock was previously acquired (the 'original 
acquisition') and held by another company (the 
'group company'); and 

"( c) At all times from the time of the original acquisition to 
the end of the income year, the trading stock is held 
either by the taxpayer or by a company, whether 
the group company or another company, that is at 
the relevant time-



1998, No. 107 Taxation (Tax Credits, Trading Stock, and 
Other Remedial Matters) 

1577 

"(i) Resident in New Zealand; and 
"(ii) A member of the same wholly-owned group 

of companies as the taxpayer; and 
"(d) At the end of the income year, the taxparer and the 

group company remain members 0 the same 
wholly-owned group; and 

"(e) If-
"(i) The taxpayer and the group company have 

income years or non-standard accounting years that 
end with the same balance date; or 

"(ii) The Commissioner, on application by a 
taxpayer or a group company that have different 
balance dates, determines this difference is 
necessary in order to avoid the material distortion of 
net income that would arise if they had income 
years or non-standard accounting years ending with 
the same balance date by causing gross income and 
allowable deductions for a single business cycle to be 
reported in different income years-

when furnishing its return of income for the income year, a 
taxpayer may elect to value the closing stock in accordance 
with Part EE as if it and the group company were one 
company. 

"(2) If the taxpayer and the other company stop being 
members of the same wholly-owned group (including by 
liquidation of the other company), an item of trading stock to 
which subsection (1) refers that is held by a taxpayer after the 
end of an income year is deemed to have been disposed of by 
the taxpayer immediately prior to that time and to have been 
immediately reacquired in each case for a consideration equal 
to the market value of the trading stock at that time. The 
consideration deemed by this section is an amount equal to the 
market value of the trading stock when it was acquired if, at 
the end of the time when the taxpayer is a member of the 
group, the trading stock has become part of or has been 
absorbed into some other property and its market value cannot 
be separately determined. 

"EE 16. Requirement to value closing stock 
consistendy-( 1) In calculating the value of closing stock using 
a cost valuation method, a taxpayer, other than a small 
taxpayer, must comply with the consistency and disclosure 
requirements of Financial Reporting Standard No. 1 (Disclosure 
of Accounting Policies), approved under the Financial 
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Reporting Act 1993, or an equivalent standard issued in its 
place. 

"(2) In calculating the value of closing stock using a cost 
valuation method, a small taxpayer that complies with 
generally accepted accounting principles must comply with the 
consistency and disclosure requirements of Financial Reporting 
Standard No. 1, or an equivalent standard issued in its place. 

"(3) A small taxpayer, other than a taxpayer to which 
subsection (2) applies, must be consistent from income year to 
income year in the following: 

"(a) The cost valuation method chosen: 
"(b) Subject to section EE 7 (2), for trading stock that is 

manufactured or produced, the extent to which 
indirect costs of production are included in the cost 
of closing stock: 

"(c) The cost-flow method of assigning costs chosen under 
section EE 6: 

"(d) The method of calculating discounted selling price: 
"(e) The use of market selling value if it is greater than cost, 

under section EE 3 (2). 
"(4) A taxpayer to which subsection (3) applies is not 

required to be consistent in accordance with that subsection if 
there are sound commercial reasons, other than the reduction, 
deferral, or advancement of a tax liability, for the variation. 

"(5) A taxpayer to which subsection (4) applies must retain, 
in the manner prescribed in section 22 of the Tax 
Administration Act 1994, a sufficient record of the particulars 
of and the reason for the variation. 

"EE 1 7. Spreading of income arlsmg in 1998 - 99 
income year from revaluation of specified trading 
stock-(l) In this section, 'trading stock revaluation income' 
has the meaning provided in subsection (5). 

"(2) A taxpayer that, but for this section, would derive 
trading stock revaluation income in the 1998-99 income year 
may allocate that income, under subsection (3), to that income 
year and the 2 next succeeding income years. The amount of 
income so allocated is gross income derived in that income 
year. 

"(3) The amount of trading stock revaluation income 
allocated by a taxpayer to any particular income year under 
subsection (2) must be equal to an amount that is 331/3% of the 
trading stock revaluation income. 
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"(4) When in an income year a taxpayer dies, ceases to 
derive income from trading stock, or ceases to be resident in 
New ZeaL! nd, the trading stock revaluation income that has not 
been allocated to a previous income year is deemed to be 
derived by that taxpayer in that income year. 

"(5) 'Trading stock revaluation income', in relation to the 
closing stock of a taxpayer for the 1998-99 income year that 
would have been valued by the taxpayer under section EE 1 (7), 
or, in the case of an excepted financial arrangement, that 
would have been valued under section EE 1 (3) as those sections 
read before this section was enacted and as if those provisions 
were applicable for the 1998-99 income year, means the 
amount (if a positive amount) calculated in accordance with the 
following formula: 

"a-b 
"where-

"a Is the value at which that closing stock is to be taken 
into account by that taxpayer under Part EE: 

"b Is the value of that closing stock calculated under 
section EE 1 (7), or, in the case of an excepted financial 
arrangement, is the value of the excepted financial 
arrangement calculated under section EE 1 (3), as those 
sections read before this section was enacted. 

"EE 18. Disposal of trading stock on sale of business
Subject to sections FB 4 and CD 1, the price specified in a 
contract of sale or arrangement as the price at which trading 
stock is sold or otherwise disposed of under that contract of 
sale or arrangement is deemed, for the purposes of Part EE, to 
be the consideration received or receivable for the trading 
stock. 

"EE 19. Insurance receipts to be gross incoDle
(1) Notwithstanding section EE 1, this section applies to an asset 
owned by a taxpayer, that is-

"(a) Trading stock: 
"(b) Any other article, material, or thing produced, 

manufactured, acquired, or purchased for any 
purpose ancillary to any business of manufacture or 
production of goods for sale or exchange. 

"(2) The gross income of a taxpayer for an income year is 
deemed to include the amount of any insurance, indemnity, 
compensation, or damages received in that income year by the 
taxpayer in respect of the loss of, or destruction of, or damage 
to, any asset to which this section applies, if the cost of that 
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asset has in any income year been allowed as a deduction to 
the taxpayer (other than by way of a deduction in respect of 
the depreciation of that asset). 

"(3) For the purposes of this section, if a taxpayer receives an 
amount of insurance, indemnity, compensation, or damages in 
respect of the loss of, or destruction of, or damage to, an asset 
to which this section applies and the part of the insurance, 
indemnity, compensation, or damages attributable to the asset 
to which this section applies is determined by the 
Commissioner, the part so determined is deemed to be the 
amount of insurance, indemnity, compensation, or damages 
received by the taxpayer in respect of the asset to which this 
section applies. 

"EE 20. Setting and varying small taxpayer turnover 
limit-(I) The Governor-General by Order in Council may 
prescribe for an income year the amount of turnover that 
identifies small taxpayers for the purposes of Part EE. 

"(2) The amount prescribed under subsection (1) must not be 
less than $3,000,000. 

"EE 2l. Setting and varying discounted selling price 
limit for retailers with turnover not exceeding 
$1 million-(l) The Governor-General by Order in Council 
may prescribe for an income year the amount of turnover that 
identifies taxpayers who are subject to section EE 9. 

"(2) The amount prescribed under subsection (1) must not be 
less than $1,000,000." 

(2) Subsection (1) (except for the new section EE 14) applies 
to the 1998-99 and subsequent income years. 

(3) The new section EE 14 comes into force on the date on 
which this Act receives the Royal assent. 

S. Consequential changes to section references 
resulting from new Part EE-( 1) Wherever it occurs, 
"section EE 1" is replaced by "Part EE" in the following 
sections: 

DJ 1 (b)(i) 
FD 10 (5)(c) 

DN 1 (4)(d)(ii) 
lG 2 (6 )(b )(ii)(A), 

EF 2 (2)(a) 

(2) Wherever it occurs, "section EE 1 (I)" is replaced by 
"Part EE" in the following sections: 

FC 4 (e) FC 4 (f)(iii) FF 13 (1)(a)(ii)(A). 

(3) Wherever it occurs, "section EE 1 (2)" is replaced by 
"section EE 2" in the following sections: 
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EL 5 (2) EL 5 (6) EL 10 (1)(b). 

(4) Wherever it occurs, "section EE 1 (3)" is replaced by 
"section EE 2" in the following sections: 

EL 1 (2) EM 3 (3). 

(5) Wherever it occurs, "section EE 1" IS replaced by 
"section EE 2" in the following sections: 

EL 1 (1) EL 1 (3). 

(6) In section FF 13 (1)(a)(i), "section EE 1 (1)" is replaced by 
"section EE 2". 

(7) In section FF 13 (1)(a)(ii)(B)-
(a) "section EE 1 (3)" is replaced by "Part EE"; and 
(b) "section EE 1 (4)" is replaced by "Part EL". 
(8) In section OF 2 (2)(h)(i), "Part EL, and sections EC 1, ED 1, 

EE 1," is replaced by "Parts EE and EL, and sections EC 1, 
ED 1,". 

(9) In section OB 1-
(a) In paragraph (a) of the definition of "market value", "In 

Part EL and sections EE 1 (3)," is replaced by "In 
Parts EE and EL, and sections". 

(b) In the definition of "price", "and section EE 1 (3)" is 
omitted. 

(10) Subsections (1) to (9) apply to the 1998-99 and 
subsequent income years. 

9. Matching regime for cost of revenue account 
property-( 1) After section EF 2 (1), the following is inserted: 

"(lA) In allocating an allowable deduction in respect of the 
cost of revenue accmmt property that is an excepted financial 
arrangement, a taxpayer must use one of the cost-flow 
methods permitted in section EE 6." 

(2) Subsection (1) applies to the 1998-99 and subsequent 
mcome years. 

10. Formula for calculating depreciation deduction
(1) In section EG 2 (1)(a), in item "c", after "by the taxpayer" is 
inserted "and used or available for use for any purpose by the 
taxpayer" . 

(2) In section EG 2 (1)(e), in item "g", "whatever" is omitted. 
(3) After section EG 2 (2) is inserted the following: 
"(2A) In this section and in section EG 16, if at any time an 

asset owned by a taxpayer is temporarily under repair or under 
inspection, and if immediately before that time the asset was 
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used or available for use by the taxpayer in deriving gross 
income, or in carrying on a business for the purpose of denving 
gross income, the asset is to be regarded as available for use for 
either purpose during the period of repair or inspection." 

(4) Subsections (1) and (2) apply to the 1998-99 and 
subsequent income years. 

(5) Subsection (3) is deemed to have come into force on 
23 September 1997. 

11. New section inserted-( 1) After section EN 4, the 
following is inserted: 

"EN 5. Gross income derived from certain property
(1) This section applies to the income of a person to the extent 
that the income is deemed to be included in the person's gross 
income under section CD 6. 

"(2) Income to which this section applies is deemed to be 
derived in the income year in which possession or control of 
the property is obtained." 

(2) Subsection (1) is deemed to have applied to amounts 
obtained in the 1995-96 and subsequent income years. 

12. Cancellation of shares held by amalgamating 
company on amalgamation-(I) In section FE 2, 
paragraphs (b) to (d) are replaced by: 

"(b) Cancelled on the amalgamation,-
then for the purposes of this Act, the shares are deemed to 
have been disposed of by the shareholder amalgamating 
company immediately before the amalgamation for a 
consideration equal to the cost of the shares to the shareholder 
amalgamating company." 
. (2) Subsection (1) applies to the 1998-99 and subsequent 
mcome years. 

13. Ac~uisition of property by amalgamated company 
on qualitying amalgamation-(I) In section FE 6 (2), ", at 
the option of the amalgamated company, the cost price, 
market selling value, or replacement cost of the trading stock at 
the time of the amalgamation" is replaced by "the value of the 
trading stock under Part EE to the amalgamating company, at 
the time of the amalgamation". 

(2) Subsection (1) applies to the 1998-99 and subsequent 
mcome years. 
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14. Cross-border arrangement between associated 
persons-(I) In section CD 13 (4)(a), after "liability", "for any 
income year" is inserted. 

(2) Subsection (I) is deemed to apply to the tax on income 
derived in the 1996-97 and subsequent income years. 

15. Low income rebate-(I) In section KC I (I)(c), in 
subparagraph (i) of the definition of quantity "x", "New 
Zealand superannuitant" is replaced by "New Zealand 
superannuitant or a person in receipt of a veteran's pension". 

(2) Subsection (I) is deemed to apply to the 1997-98 income 
year. 

16. Determination of net income for family tax 
credits-(l) In section KD I (1)-

(a) In para~aph (a), "CB I (1)(d)" is replaced by "CB 1 (1)(c); 
and". 

(b) In paragraph (d), after "DC 2", insert "EE 17,": 
(c) In paragraph (e), after subparagraph (vii), the following is 

inserted: 
"(viii) An amount of trading stock revaluation 

income that a taxpayer allocates under section 
EE 17; and". 

(2) Subsection (I) applies to the 1998-99 and subsequent 
lUcome years. 

17. Credit of tax for imputation credit-(I) In 
section LB 2 (3), paragraph (iv) of item "b" is replaced by: 

"(iv) In any other case, 21%." 
(2) Subsection (1) applies to the 1999-2000 and subsequent 

income years. 

18. Credits in respect of dividends to non-resident 
investors-( 1) After section LE 2 (2), the following is inserted: 

"(2A) A section LE 3 holding company may elect to reduce 
the amount of credit applied against its income tax liability 
under subsection (2) to an amount that is not less than the 
amount of supplementary dividends derived in that income 
year. " 

(2) In section LE 2 (3)-
(a) The words before paragraph (a) are replaced by the 

following: 
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"(3) If a part of the tax credit cannot be credited 
under subsection (2) against the company's income 
tax liability for the year in which the supplementary 
dividend was paid, or if the amount credited is 
reduced under subsection (2A), the company may-": 

(b) In para~~ph (a), "excess credits" is replaced by "excess 
credit. 

(3) This section is deemed to apply to the 1997-98 and 
subsequent income years. 

19. Seecial rules for holding companies-( 1) In section 
LE 3 (2)(b), "paid." is replaced by "paid; and", and the 
following is inserted: 

"(c) Is not a member of a consolidated group." 
(2) In section LE 3 (3)(e), "exempt income" is replaced by 

"not gross income". 
(3) Subsection (1) is deemed to apply with respect to 

dividends paid on or after 12 December 1995. 
(4) Subsection (2) is deemed to apply to the 1997-98 and 

subsequent income years. 

20. Specified superannuation contribution withhold
ing tax imposed-(I) Section NE 2 (1) is replaced by: 

"( 1) A specified superannuation contribution made to a 
superannuation fund is subject to specified superannuation 
contribution withholding tax at the rate specified in Schedule 1, 
Part A, clause 10, unless section NE 2A (2) applies." 

(2) Subsection (1) comes into force on the day this Act 
receives the Royal assent. 

21. New section inserted-(I) After section NE 2, the 
following is inserted: 

"NE 2A. Employee election that specified 
superannuation contributions be treated as salary or 
wages-(I) With the agreement of their employer, an 
employee may elect, by giving notice to the employer, that all 
or part of a specified superannuation contribution made by the 
employer on behalf of the employee be treated as salary or 
wages, irrespective of their employment contract. 

"(2) If an employee makes an election under subsection (1), 
the specified superannuation contribution is salary and wages 
of the employee and subject to the PAYE rules. 

"(3) An employee's election notice is valid until revoked in 
writing." 
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(2) Subsection (1) comes into force on the day this Act 
receives the Royal assent. 

22. Definitions-(I) In section OB 1, in the definition of 
"adjusted tax value",-

(a) In paragraph (a), in the item "bv (base value) is-", in 
subparagraph (ill) (A), "Since its acquisition" is 
replaced by "Since it was acquired and first used or 
available for use for any purpose": 

(b) In paragraph (a), in the item "bv (base value) is-", in 
sub paragraph (ill) (C), "property,-" is replaced by 
"property; and", and the following is inserted: 

"(D) Is not property acquired by the taxpayer to 
be used or available for use in deriving 
gross income or in carrying on a business 
for the purpose of deriving gross income, 
and first used by the taxpayer for either 

" purpose- : 
(c) In paragraph (a), in the item "ad (ag9;egate deductions) is 

the aggregate amount of - " the portion of 
subparagraph (i) before subsubparagraph (A) is 
replaced by: 

"(i) Depreciation deductions that, before the 
income year in which the particular time occurs, 
were allowed to the taxpayer, or would have been 
allowed to the taxpayer if the taxpayer had not used 
the property other than wholly in deriving gross 
income or in carrying on a business for the purpose 
of deriving gross income and had instead used the 
property wholly in deriving gross income, at all times 
. " smce- : 

(d) In the definitions of "direct market value interest" and 
"direct voting interest", insert "KH 2, MI5, and 
NH 7" after "CF 3", and insert "and OE 7 and OE 8" 
after "OD 8 (3)": 

(e) In paragraph (h) of the definition of "unit trust", 
"section HE 1" is replaced by "the definition of 
trust". 

(2) In section OB 1, the following are inserted: 
"'Closing stock', in Part EE, means, in relation to a 

taxpayer and an income year, trading stock of the 
taxpayer at the end of the income year: 



1586 Taxation (Tax Credits, Trading Stock, and 1998, No. 107 
Other Remedial Matters) 

" 'Cost', in Part EE, for trading stock other than an 
excepted financial arrangement, means costs 
incurred in the ordinary course of business to bring 
trading stock to its present location and condition 
including purchase costs and costs of production, 
calculated under sections EE 5 to EE 7: 

" 'Cost valuation method', in Part EE, means: 
"(a) Cost; or 
"(b) When permitted, replacement price; or 
"(c) When permitted, discounted selling price: 

"'Discounted selling price', in Part EE, is defined in 
sections EE 8 (2) and EE 9 for a retailer and in section 
EE 10 (2) for a taxpayer other than a retailer: 

" 'Financial statements', in Part EE, has the same meaning 
as in section 8 of the Financial Reporting Act 1993: 

" 'Generally accepted accounting principles', in Part EE, 
means generally accepted accounting practice for 
inventory, as it applies to trading stock: 

" 'Opening stock', in Part EE, in relation to a taxpayer and 
an income year, means the trading stock of the 
taxpayer at the beginning of the income year: 

"'Replacement price', in Part EE, is defined in section 
EE 11 (2): 

" 'Small taxpayer', in Part EE, means a taxpayer in respect 
of which, in an income year-

"(a) Subject to paragraph (b), the turnover of the 
taxpayer's business does not exceed $3,000,000, or 
such greater amount as the Governor-General by 
Order in Council may prescribe; or 

"(b) If the taxpayer and one or more other persons 
are associated persons within the meaning of 
section OD 7, the total turnover of all the associated 
persons does not exceed $3,000,000, or such greater 
amount as the Governor-General by Order in Council 
ma y prescribe: 

" 'Turnover', in Part EE, means the total gross income 
derived by a business in an income year as a result of 
trading by that business, but does not include the 
value of closing stock." 

(3) In section OB 1: 
(a) In the definition of "cost price", in paragraph (a), 

"EE 1 (3)," is omitted: 
(b) The definition of "market selling value" is replaced by: 
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"'Market selling value', in Part EE, is defined in 
section EE 12:": 

(c) In the definition of "trading stock"-
(i) Paragraph (b) is replaced by the following: 
"(b) In paragraph (a) of the definition of 'cost 

price', in the definitions of 'depreciable property', 
market value', and 'produce transactions', and in the 
consolidation rules and sections CC 8, CK 3, EE 1 to 
EE 18, EF 1, EF 2, FB 3, FC 4, FC 10, FE 2, FE 6, 
FC 4, HF 1, OB 4 (3), and OC 3 includes-

"(i) Anything that is: 
"(A) Manufactured, produced, or 

acquired; and 
"(B) Held for sale or exchange in the 

ordinary course of business: 
"(ii) Work in progress or partially completed 

work which, if completed, would be 
trading stock under subparagraph (i): 

"(iii) Materials held by the taxpayer for use in the 
manufacture or production of items that 
are trading stock under subparagraph (i): 

"(iv) Anything in respect of which expenditure is 
incurred that, if possession of it were 
taken, would be trading stock under 
subparagraphs (i) to (iii): 

"(v) Livestock: 
"(vi) In relation to the lessor under a hire 

purchase agreement, the asset that is the 
subject of that agreement if it is deemed 
to have been acquired by the lessor under 
section FC 10 (2) and the asset is an asset 
of a business carried on by the lessor;-

"but does not include
"(vii) Consumable aids: 

"(viii) Spare parts that are not held for sale or 
exchange in the ordinary course of 
business: 

"(ix) Depreciable property: 
"(x) Land: 
"(xi) A financial arrangement to which the 

qualified accruals rules apply:": 
(ii) In paragraph (d), the portion before 

subparagraphs (i) to (viii) is replaced by "In 
sections EE 19, FF 13, CD 1, and CD 2, includes-". 
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(4) In section OB 1, in the definition of "property", the 
following is added after paragraph (c): 

"(d) For the purposes of sections CD 6 and DJ 18, 
includes money and money's worth:". 

(5) In section OB 1, in the definition of "salary and wages", 
"and" is added at the end of paragraph (i), and the following is 
inserted after paragraph (i): 

"(ia) Specified superannuation contributions for 
which an employee makes an election under 
section NE 2A; -" . 

(6) Subsection (1) (excepting paragraphs (d) and (e)) is deemed 
to have come into force on 23 September 1997. 

(7) Subsection (1) (d) is deemed to have come into force on 
28 March 1998. 

(8) Subsection (1) (e) is deemed to apply with respect to the 
tax on income derived in the 1995-96 and subsequent income 
years. 

(9) Subsections (2) and (3) apply to the 1998-99 and 
subsequent income years. 

(10) Subsection (4) is deemed to have applied to amounts 
obtained in the 1995-96 and subsequent income years. 

(11) Subsection (5) comes into force on the day this Act 
receives the Royal assent. 

23. Further definitions of associated person-( 1) In 
section OD 8 (3)-

(a) In the portion before paragraph (a), "paragraph (iv) of the 
item "bv" (base value) in the definition of 'adjusted 
tax value', and" is inserted before "the international 
tax rules"; and 

(b) In the proviso to paragraph (a), "paragraph (iv) of the 
item "bv" (base value) in the definition of 'adjusted 
tax value' ", is inserted before "Parts EG, FG, and 
LF". 

(2) Subsection (1) is deemed to have come into force on 1 July 
1997. 

PART 2 

AMENDMENTS TO TAX ADMINISTRATION ACT 1994 

24. Tax Administration Act 1994-The Tax 
Administration Act 1994 is amended by this Part. 
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25. Interpretation-( 1) In section 3 (1), in the definition of 
"notice of proposed adjustment", "in the prescribed form" is 
inserted after 'means a notice of proposed adjustment". 

(2) Subsection (1) applies on and after 1 April 1999. 

26. Keeping business records-After section 22 (1) (c) (il), 
the followmg is inserted: 

"(ill) A taxpayer, other than a small taxpayer, 
must retain all accounting records relating to the 
calculation of the value of closing stock (as defined 
in section OB 1 of the Income Tax Act 1994); and 

"(iv) A small taxpayer (as defined in section OB 1 
of the Income Tax Act 1994) must retain records of 
the valuation methods and their application in 
calculating the value of closing stock, except if the 
methods and their application are not materially 
different from the previous income year; and 

"(v) The taxpayer must comply with section 
EE 16 (5) of the Income Tax Act 1994; and". 

27. Officers to maintain secrecy-In section 81 (4) (g), 
insert "or (2A)" after "subsection (2)". 

28. Form and content of notice of proposed 
adjustment-(I) In section 89F, in the portion before 
paragraph (a), "be in the prescribed form and" is inserted 
before "contain". 

(2) Subsection (1) applies on and after 1 April 1999. 

29. Commissioner to make private binding rulings on 
request-Section 91E (4) is amended by adding "; or" at the 
end of paragraph (i) and inserting after paragraph (i) the 
following: 

"Gl The application for the ruling would require 
the Commissioner to form an opinion as to a 
generally accepted accounting principle or to form 
an opinion as to a commercially acceptable 
practice. " 

30. Commissioner may make product rulings-Section 
91F (4) is amended by adding "; or" at the end of paragraph (g) 
and inserting after paragraph (g) the following: 

"(h) The application for the ruling would require 
the Commissioner to form an opinion as to a 
generally accepted accounting principle or to form 
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an opUllon as to a commercially acceptable 
practice. " 

PART 3 

AMENDMENTS TO INCOME TAX ACT 1976 

31. Income Tax Act 1976-This Part amends the Income 
Tax Act 1976 and is to be read together with and is deemed to 
be a part of that Act as it applied on 31 March 1994 before any 
subsequent amendment was made, with the exception of the 
amendments made under this Part. 

32. Interpretation-(I) In section 2, after the definition of 
"private domestic worker", the following is inserted: 

" 'Property', in section 80A, includes money and money's 
worth:". 

(2) Subsection (1) is deemed to have come into force on 
1 April 1989. 

33. New section inserted-(I) After section 80, the 
following is inserted: 

"80A. Gross income derived from certain property
(1) The income of a person is deemed to include an amount 
equal to the market value of property the possession or control 
of which that person obtained without colour of right. 

"(2) The income to which this section applies is deemed to be 
derived in the income year in which possession or control of 
the property is obtained. 

"(3) Subsection (1) applies notwithstanding the existence of 
any constructive trust of which the person is the trustee. 

"(4) In the income year in which the person makes a 
restitution in respect of property referred to in subsection (1), 
the person is allowed a deduction equal to the amount of 
restitution made to a person beneficially entitled to the 
property referred to in that subsection. 

"(5) Restitution in subsection (4) includes restitution made to 
a person claiming through the person beneficially entitled to 
the property. 

"(6) This section and the definition of 'property' in section 2 
does not apply to a taxpayer assessed for income tax in respect 
of income otherwise deemed to be derived under this section 
who, before 6 March 1998, made a competent objection under 
section 126 of the Tax Administration Act 1994." 
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(2) This section is deemed to have applied with respect to 
income derived on or after 1 April 1989 and before the 
1995-96 income year. 

PART 4 

AMENDMENTS TO TAXATION (REMEDIAL PROVISIONS) ACT 1996 
34. Taxation {Remedial Provisions} Act 1996-{ 1) The 

heading immediately before section 18 is repealed. 
(2) In section 18 (3), "1997" is replaced by "1998". 
(3) The heading immediately before section 19 is repealed. 
(4) In section 19 (3), "1998" is replaced by "1999". 
(5) This section is deemed to have come into force on 

2 September 1996. 

This Act is administered in the Inland Revenue Department. 


