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An Act to rewrite the accrual rules, improve the 
operation of the binding rulings regime, and make 
remedial amendments to the Inland Revenue 
Acts [20 May 1999 

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

1. Short Tide-This Act may be cited as the Taxation 
(Accrual Rules and Other Remedial Matters) Act 1999. 

PART 1 

AMENDMENTS TO INCOME TAX ACT 1994 
2. Income Tax Act 1994-This Part amends the Income 

Tax Act 1994. 

3. Interpretation-(I) Section AA 3 (2) is replaced by: 

"(2) Diagrams, flowcharts, reader's notes, and defined 
terms that follow sections in this Act are included only 
as interpretational aids, and 

"(a) if there is a conflict between an interpretational 
aid and a provision of this Act, the provision 
prevails, and 

"(b) if a defined term is used in a section and is not 
included in the list of defined terms for that 
section, the term is nevertheless used in the 
section as it is defined." 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

4. Double tax agreements-(I) In section BH 1-
(a) In subsection (2), the following is added after para

graph (g): 
"(h) To assist in the recovery of unpaid tax.": 

(b) In subsection (3), "and unpaid tax" is inserted after 
"income tax": 

(c) After subsection (3), the following is inserted: 

"Agreement for recovery of tax 
"(3A) Despite subsection (3), a convention or agreement that 

provides for the recovery of unpaid tax is subject to Part XA of 
the Tax Administration Act 1994.": 
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"De.fined: business, double tax agreement, income tax, New Zealand, New 
Zealand resident, net income, non-resident, tax, taxpayer, this 
Act". 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

5. Exempt income-employee allowances and 
expenditure on account of employee-( 1) Section CB 12 (3) 
is replaced by: 

"(3) For the purpose of subsection (1), for each relevant 
period, an employer may estimate the amount of expenditure 
likely to be incurred by an employee or a group of employees 
for which a reimbursing allowance is payable. 

"(3A) For the purpose of subsection (2), for each relevant 
period, an employer may estimate the amount of expenditure 
likely to be incurred by an employee or a group of employees 
for additional transport costs. 

"(3B) An estimate made under subsection (3) or (3A) for each 
relevant period must be fair and reasonable. 

"(3e) Subsections (1) and (2) apply as if an amount estimated 
under subsection (3) or (3A) were incurred during the relevant 
period to which the estimate relates." 

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

6. Investment income-(I) Section CE 1 (1)(c) is replaced 
by: 

"(c) Income derived under the accrual rules:". 
(2) Subsection (1) applies on and after the date this Act 

receives the Royal assent. 

7. Commercial bills-( 1) Section CE 3 (1 )(b) is repealed. 
(2) Subsection (1) applies on the date this Act receives the 

Royal assent. 

8. Meaning of term "dividends"-(I) Section CF 2 (17)(a) 
is replaced by: 

"(a) A controlled foreign company is a party to a 
financial arrangement; and". 

(2) Section CF 2 (17)(c)(i) is replaced by: 
"(i) The financial arrangement matures within 

5 years after the date on which it was entered into; 
" or . 

(3) Section CF 2 (18) is replaced by: 
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"(18) For the purpose of subsection (17)(c)(i)-
"(a) A financial arrangement (referred to in this subsection as 

the 'first financial arrangement') to which a 
controlled foreign company is a party is not treated 
as maturing within 5 years of the date on which it 
was entered into if-

"(i) On or after the date of maturity of the first 
financial arrangement, another financial 
arrangement is entered into by the controlled 
foreign company or a controlled foreign company 
associated with the controlled foreign company at 
any time during the term of the other financial 
arrangement; and 

"(ii) The other financial arrangement can fairly be 
regarded as being in substitution, in whole or in 
part, for the first financial arrangement and as being 
entered into with a purpose or effect of defeating 
the intent of the 5-year restriction in sub
section (17)(c)(i); and 

"(b) An amount accruing (including interest and discount on 
issue) from a financial arrangement is treated as a 
new financial arrangement entered into on the date 
of accrual and, for the purpose of determining 
whether a new financial arrangement has matured 
before 5 years of the date on which it was entered 
into, a payment of an accrued amount of interest is 
paid in the same order as the amount accrued." 

(4) Section CF 2 (19 )(a) is replaced by: 
"(a) A controlled foreign company is a party to a financial 

arrangement; and". 
(5) Section CF 2 (19)(c) and the part of section CF 2 (19) 

between paragraphs (c) and (d) is replaced by: 
"(c) The other party to the financial arrangement is, as a 

result, deemed under subsection (16) to derive a 
dividend,-

neither subsection (1)(e) nor subsection (1)(k) applies to deem 
the other party to derive a dividend by virtue of a difference 
between the rate of interest specified in subsection (12) and the 
interest payable under the financial arrangement except if, and 
to the extent to which-" 

(6) Subsections (1) to (5) apply on and after the date this Act 
receives the Royal assent. 
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9. Holding and acquisition of interests in foreign 
companies-(I) In section CC 3 (b), "by the issuer" is omitted. 

(2) In the proviso to section CC 3 (b), "being the holder of' is 
replaced by "being a party to". 

(3) Subsections (1) and (2) apply on and after the date this Act 
receives the Royal assent. 

10. Calculation and attribution of controlled foreign 
company repatriation-(I) In section CC 8 (3)(c) "of which 
the controlled foreign company is the holder and the issuer is 
any person" is replaced by "to which the controlled foreign 
company is a party and another party is a person". 

(2) Section CC 8 (8)(a) to (c) is replaced by: 
"(a) The outstanding balance of a financial arrangement to 

which the controlled foreign company is a party is 
the amount due to or by the controlled foreign 
company under the financial arrangement, whether 
or not payable at that time, calculated by-

"(i) Applying section CC 11 and one of the 
spreading methods under the accrual rules for 
calculating the person's branch equivalent income 
or loss of the controlled foreign company; and 

"(ii) Applying, if the amount is due in a currency 
other than New Zealand currency, the exchange 
rate between that currency and New Zealand dollars 
that applies on the date the financial arrangement is 
entered into; and 

"(b) In calculating the net outstanding balance of a financial 
arrangement to which the controlled foreign 
company and an associated person are parties, all 
financial arrangements entered into by those parties 
are treated as a single financial arrangement, with 
outstanding balances aggregated and netted off; and 

"(c) No account may be taken of a financial arrangement 
that, on the date it is entered into, is reasonably 
expected to and does mature within 365 days of the 
day on which it was entered into, and, for the 
purpose of this paragraph-

"(i) If the Commissioner considers that 2 or more 
consecutive or successive financial arrangements 
should, having regard to the tenor of this section, 
fairly be regarded as one financial arrangement, 
those financial arrangements are to be regarded as 
one financial arrangement; and 
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"(ii) An amount accruing (including interest and 
discount on issue) from a financial arrangement is 
treated as a new financial arrangement entered into 
on the date of accIUal and, for the purpose of 
determining whether a new financial arrangement 
has matured before 365 days of the date on which it 
was entered into, a payment of an accrued amount 
of interest is paid in the same order as the amount 
accrued." 

(3) Subsections (1) and (2) apply on and after the date this Act 
receives the Royal assent. 

11. Branch equivalent incorn.e calculation-( 1) Section 
CC 11 (3e) is replaced by: 

"(3e) Subsections (3), (3A), and (3B) do not apply to the 
calculation of branch equivalent income or loss of a controlled 
foreign company for an accounting period to the extent that 
the income or loss is income or an allowable deduction from a 
financial arrangement if-

"(a) The total value of all financial arrangements to which 
the controlled foreign company is a party, 
calculated under section EH 35 (6), on any day 
during the accounting period, is more than 
$1,000,000; or 

"(b) The amount that would be the controlled foreign 
company's total net foreign exchange loss for the 
accounting period, if the amount were calculated 
under subsections (3) to (3B), for all financial 
arrangements to which the controlled foreign 
company is a party on any day during the 
accounting period, is more than $100,000." 

(2) Section CC 11 (5) is replaced by: 
"(5) If the person did not have attributed foreign income or 

an attributed foreign loss from an income interest in the 
controlled foreign company for a period immediately 
preceding the accounting period, the consideration under the 
accrual rules for a financial arrangement is calculated at the 
beginning of the accounting period and is, at the person's 
option, either-

"(a) The market value of the financial arrangement; or 
"(b) The absolute value of the result of the formula: 
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"consideration paid to the person + expenditure 
- consideration paid by the person - income 

"where-

"consideration paid 
to the person 

"expenditure 

"consideration paid 
by the person 

". mcome 

is the consideration paid to the 
person for all periods before the 
accounting period; and 

is expenditure that would have 
been incurred under the accrual 
rules for all periods before the 
accounting period as if the con
trolled foreign company had been 
resident in New Zealand; and 

is the consideration paid by the 
person for all periods before the 
accounting period; and 

is income that would have been 
derived under the accrual rules 
for all periods before the account
ing period as if the controlled for
eign company had been resident 
in New Zealand." 

(3) In section CC 11 (6), "EH 9 (e)" is replaced by 
"EH 21 (2)(a), EH 21 (3)". 

(4) After section CC 11 (23), the following is inserted: 
"(23A) A finance lease that is entered into by the controlled 

foreign company before the first day of an accounting period in 
which the company is a controlled foreign company that 
begins after the date the Taxation (Accruaf Rules and Other 
Remedial Matters) Act 1999 receives the Royal assent is only a 
finance lease if it is entered into by the company and another 
controlled foreign company or another person resident in New 
Zealand." 

(5) Subsections (1) to (4) apply on and after the date this Act 
receives the Royal assent. 

12. Interpretation of fringe benefit tax rules-( 1) After 
section Cl 2 (6), the following is inserted: 

"(6A) In subsections (5) and (6)-
"(a) 'Cost' means the eST inclusive cost of the goods to a 

registered/erson that may claim input tax for those 
goods; an 
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"(b) 'Price' means, in the case of a registered person that 
may claim input tax for goods provided to an 
employee, the eST inclusive price.' 

(2) Subsection (1) applies to all benefits provided on or after 
1 April 1999. 

13. Value of fringe benefit-{l) After section Cl 3 (8), the 
following is inserted: 

"(8A) In subsections (6), (7), and (8), 'amount' means a eST 
inclusive amount for a registered person who may claim input 
tax for subsidised transport, a specified insurance premium 
paid by an employer, a contribution to a superannuation 
scheme or to a fund as specified in paragraphs (e) and (f) of the 
definition of 'fringe benefit' in section Cl 1 respectively." 

(2) After section Cl 3 (9), the following is inserted: 
"(9A) In section Cl 3 (9)-
"(a) In paragraph (a), 'price' means, for a registered person 

that may claim input tax for goods manufactured, 
produced, or processed by that person, the eST 
inclusive price of those goods to that person: 

"(b) In paragraph (b), 'cost' means-
"(i) If goods are purchased by the person first 

mentioned in paragraph (b) and that person may 
claim input tax for the goods, the eST inclusive cost 
of the goods purchased by the person; and 

"(ii) If the person first mentioned in paragraph (b) 
paid for the purchase of the goods and the person 
may claim input tax for the goods, the amount that 
the person paid for the purchase of the goods. 

"(c) In paragraph (d), 'sale at retail' means, for goods for 
which the person may claim input tax, the eST 
inclusive amount." 

(3) After section Cl 3 (10), the following is inserted: 
"(lOA) In subsection (10)-
"(a) 'Fee' and 'price', for a registered person that may claim 

input tax for that service, means the eST inclusive 
fee or price; and 

"(b) Paragraph (b), 'amount' means the eST inclusive 
amount for a registered person who may claim an 
input tax for that service." 

(4) Subsections (1) to (3) apply to all benefits provided on or 
after 1 April 1999. 



488 Taxation (Accrual Rules and Other 
Remedial Matters) 

1999, No. 59 

14. Insurance with persons not carrying on business in 
New Zealand-(I) Section CN 4 (2) is replaced by: 

"(2) An insurer is not allowed a deduction for expenditure or 
loss incurred or an allowance available in respect of the gross 
income deemed to be derived under subsection (1) including in 
particular, but without limitation, an amount claimable under 
the contract of insurance." 

(2) Section CN 4 (6) is repealed. 
(3) Subsections (1) and (2) apply on and after 17 November 

1998. 

15. Certain deductions not allowed-rents, interest, 
and premises-( 1) In section DD 1 (b), the first proviso is 
replaced by: 

"Provided that for the purpose of this raragraph 
expenditure incurred under the accrua rules is 
treated as interest payable:". 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

16. Certain property not trading stock. -( 1) Section 
DK 3E (a) is repealed. 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

17. Treatment of petroleum mining exploration and 
development expenditure-( 1) In section DM 1 (1), "sections 
DM 2 to DM 5" is replaced by "sections DM lA to DM 5". 

(2) In section DM 1 (2), "Subject to subsection (3)" is replaced 
by "Subject to subsection (3) and section DM lA". 

(3) Subsections (1) and (2) apply to expenditure incurred on 
and after 17 November 1998. 

18. New sections inserted-(I) After section DM 1, the 
following is inserted: 

"DM lA. Arrangement for exploration expenditure and 
sale of property-(I) This section overrides section 
DM 1 (2Xa). 

"(2) This section applies to a person and an arrangement if
"(a) The person may incur expenditure under the 

arrangement and the expenditure would be 
deductible under section DM 1 (2)(a); and 

"(b) The person or an associated person may dispose of 
property-
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"(i) Under the arrangement; or 
"(ii) Under a right given by the arrangement to 

the person or to an associated person; or 
"(iii) In meeting an obligation of the person or of 

the associated person that arises from a right given 
by the arrangement; and 

"(c) The propeny is not exploratory material or a 
prospecting permit or an exploration permit. 

"(3) Subject to the adjustments required by subsection (4), the 
person is allowed in an income year for the expenditure 
referred to in subsection (2)(a) a deduction that is equal to the 
greater of nil and the amount given by the formula: 

"a - (b - c) 
"where-

"a is the amount of the expenditure that would be 
deductible in the income year under section 
DM 1 (2)(a): 

"b is the total amount of the consideration for the prop
erty that is derived before or during the income year: 

"c is the lesser of: 
"(a) The amount given by item 'b'; and 
"(b) The total amount of the expenditure that would 

be deductible in earlier income years under 
section DM 1 (2)(a). 

"( 4) If consideration for the propeny is derived in an income 
year, the person's deductions in earlier income years for the 
expenditure referred to in subsection (2)(a) are reduced so that 
the total of those deductions is equal to the greater of nil and 
the amount given by the formula: 

"a - b 
"where-

"a is the amount of expenditure that would be deducti
ble in earlier income years under section DM 1 (2)(a): 

"b is the total amount of the consideration for the prop
erty that is derived before or during the income year. 

"(5) In making an adjustment required by subsection (4), 
deductions are treated as being disallowed in the same order in 
time as they would have been deductible under 
section DM 1 (2)(a). 
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"( 6) In this section, associated person has the meaning set 
out in section OD 7 or section OD 8 (3). 

"DM lB. No time bar for adjustment resulting from 
section DM lA-Despite the time bar, the Commissioner may 
alter a person's assessment at any time so that the assessment 
reflects the deductions allowed by section DM lA." 

(2) Subsection (1) applies to expenditure incurred on and 
after 17 November 1998. 

19. Interest from inflation-indexed instruments-( 1) In 
section EB 4 (1), "holder" is replaced by "lender". 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

20. Cost of trading stock other than excepted financial 
arrangements-(l) Section EE 5 (3) is replaced by: 

"(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 costs of production included in its 
financial statements for the income year and the actual costs of 
production for the income year by prorating the variance 
between the cost of trading stock sold during the income year 
and the closing stock." 

(2) Section EE 5 (4) is repealed. 
(3) Subsection (1) applies to the 1998-99 and subsequent 

mcome years. 
(4) Subsection (2) applies on 2 October 1997. 

21. Transfer of trading stock within wholly-owned 
group-(I) In section EE 15 (l)(e), "If-" is replaced by "In the 
. " mcome year- . 
. (2) Subsection (1) applies to the 1998-99 and subsequent 
mcome years. 

22. New subpart substituted-(I) Part EH is replaced by: 

"SUBPART H-FINANCIAL ARRANGEMENTS 
"DIVISION 1 

"EH Al Application of Division 
"This Division applies to financial arrangements entered 

into on or after the implementation date and before 
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the date that the Taxation (Accrual Rules and Other 
Remedial Matters) Act 1999 receives the Royal assent. 

"Defined: financial arrangement, implementation date 

"EH A2 Election to apply accrual rules in Division 2 
"Despite section EH AI, a person may elect to apply 

the accrual rules in Division 2 by calculating a transi
tional adjustment under section EH 1 7. 

"Defined: accrual rules, person 

"EH 1 Accruals in relation to income and expenditure in 
respect of financial arrangements 

"Calculating gross income or expenditure 
"( 1 ) For the purpose of calculating the amount deemed to 

be gross income or expenditure of anYlerson under 
subsections (2) to (7), regard shall be ha to 
"(a) if the person is a holder in relation to the finan

cial arrangement, 
"(i) the amount of all consideration paid and to 

be paid to the person in relation to the 
financial arrangement, and 

"(ii) any amount remitted and to be remitted by 
the person in relation to the financial 
arrangement, and 

"(ill) the acquisition price of the financial arrange
ment in relation to the person; 

"(b) if the person is an issuer in relation to the finan
cial arrangement, 
"(i) the amount of all consideration paid and to 

be paid by the person in relation to the 
financial arrangement, and 

"(ii) the acquisition price of the financial arrange
ment in relation to the person. 

"Yield to maturity ntethod 
"(2) Subject to this section, where any person is a holder or 

an issuer of a financial arrangement, the amount that 
shall be deemed to be gross income or expenditure of 
that person in respect of the financial arrangement in 
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any income year shall be an amount calculated using 
the yield to maturity method so as to result in the 
allocation to each income year of an amount that is 
fair and reasonable, and such amount so allocated to 
each income year shall be gross income deemed to be 
derived by or expenditure deemed to be incurred by 
the person in respect of the financial arrangement in 
the income year; 

"provided that the Commissioner shall accept an alter
native method to the yield to maturity method, that 
has regard to the principles of accrual accounting, and 
"(a) conforms with commercially acceptable practice, 

and 

"(b) except to the extent that the Commissioner may 
otherwise allow under subsection (8), is adopted 
by the person and is or will be consistently 
applied in respect of all such financial arrange
ments for financial reporting purposes, and 

"(c) results in the allocation to each income year of 
amounts that are not materially different from 
amounts that would be calculated but for this 
proVlSO. 

"Straight line method 
"(3) Notwithstanding subsection (2), but subject to the 

other provisions of this section, where in any income 
year the total value of all financial arrangements of 
which a person is a holder or an issuer has on no day 
within that income year exceeded $1,500,000 or such 
greater amount as the Governor-General may by 
Order in Council declare for the purposes of this 
section, 

"(a) the person may calculate gross income or expen
diture for that income year in respect of those 
financial arrangements by using the straight line 
method so as to result in the allocation to that 
income year and subsequent years of amounts 
that are fair and reasonable in respect of those 
arrangements, and 

"(b) where the straight line method is used under 
paragraph (a), that method shall be used by the 
person in respect of all financial arrangements of 
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which the person was the holder or issuer during 
that income year, and 

"(c) where the person has in accordance with this 
subsection calculated gross income or expendi
ture using the straight line method in respect of a 
financial arrangement for any income year, the 
person shall, unless otherwise authorised in writ
ing by the Commissioner, continue to use that 
method in respect of that financial arrangement 
for any subsequent year, until the maturity, 
remittance, sale, or other transfer of the arrange
ment, notwithstanding that the total value of all 
financial arrangements of which the person is 
holder or issuer may at any time in any such 
subsequent year exceed $1,500,000 or such other 
amount as maybe declared for the purposes of 
this section, 

"and any amount calculated in respect of a financial 
arrangement in accordance with this subsection shall 
be gross income deemed to be derived by or expendi
ture deemed to be incurred by the person in respect of 
the financial arrangement for the relevant income 
year. 

"Financial arrangements subject to Division 2 relevant 
"(4) For the purpose of subsection (3), a person must take 

into account financial arrangements to which Part EH 
Division 2 applies. 

"Calculation of total value of financial arrangements 
"( 5) For the purposes of subsection (3), 

"(a) the value of any financial arrangement to be 
taken into account in determining whether the 
total value of all financial arrangements of which 
a person is the holder or issuer on any day 
exceeds $1,500,000 or such other amount as 
ma y be declared for the purposes of this section 
shall be, 
"(i) in the case of a fixed principal financial 

arrangement, the nominal or face value of 
the arrangement, and 

"(ii) in the case of a variable principal debt 
instrument, the amount owing by or to the 
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person under the arrangement on the rele
vant day, and 

"(iii) in the case of a financial arrangement to 
which Part EH Division 2 applies, the value 
determined under that Division; 

"(b) in the first income year for which gross income 
or expenditure is calculated under subsection (3) 
in respect of a financial arrangement that 
"(i) was acquired or issued by the person in a 

previous income year, and 
"(ii) continues to be held or issued by the person 

at the end of the first income year for which 
gross income or expenditure is calculated 
under subsection (3), 

"the amount of gross income or expenditure of 
the person in respect of that financial arrange
ment for that first income year shall be an 
amount calculated in accordance with the fol
lowing formula: 

a-b-c + d 

"where 

"a is the sum of all amounts that would 
have been gross income derived by the 
person in respect of the financial 
arrangement if the straight line method 
referred to in subsection (3) had been 
applied to the financial arrangement 
from the date it was acquired or issued 
by the person until the end of that first 
income year, and 

"b is the sum of all amounts that would 
have been expenditure incurred by the 
person in respect of the financial 
arrangement if the straight line method 
referred to in subsection (3) had been 
applied to the financial arrangement 
from the date it was acquired or issued 
by the person until the end of that first 
income year, and 

"c is the sum of all amounts of gross 
income deemed to have been derived by 
the person in respect of the financial 
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arrangement before the commencement 
of that first income year, and 

"d is the sum of all amounts deemed to 
have been expenditure incurred by the 
person in respect of the financial 
arrangement before the commencement 
of that first income year; 

"and any amount so calculated shall, if a positive 
amount, be deemed to be gross income derived 
by the person in that first income year and, if a 
negative amount, be deemed to be expenditure 
incurred by the person in that first income year. 

"Method prescribed by a determination or an 
alternative 

"(6) Where it is not possible to calculate an amount that 
shall be deemed to be gross income or expenditure in 
respect of a financial arrangement using the yield to 
maturity method as provided for in subsection (2) or 
(in a case to which subsection (3) applies) the straight 
line method as provided for in subsection (3), the 
amount that shall be deemed to be gross income or 
expenditure of the person in any income year shall be 
an amount calculated by the person 
"(a) using the method, if any, prescribed by the Com

misslOner for the financial arrangement in a 
determination made under section 90 (1)( c) of the 
Tax Administration Act 1994, 
"provided that the Commissioner shall accept an 
alternative method to the method prescribed in 
any such determination that has regard to the 
principles of accrual accounting, and 
"(i) conforms with commercially acceptable 

practice, and 
"(ii) except to the extent that the Commissioner 

may otherwise allow under subsection (8), is 
adopted by the person and is or will be 
consistently applied in respect of all such 
financial arrangements for financial report
ing purposes, and 

"(iii) results in the allocation to each income year 
of amounts that are not materially different 
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from the amounts that would be calculated, 
but for this proviso; 

"(b) in the absence of any such determination, by 
applying a method that satisfies subparagraphs (i) 
and (ii) of the proviso to paragraph (a) and that 
results in the allocation to each income year of 
an amount that, having regard to the tenor of 
subsection (2), is fair and reasonable; 

"and such amount of gross income or expenditure so 
allocated to each income year shall be gross income 
deemed to be derived or, as the case may be, expendi
~ure deemed to be incurred by the person in the 
mcome year. 

"Market valuation method 
"(7) Notwithstanding subsections (2) and (6), the Commis

sioner shall accept an alternative method for calculat
ing the amount that shall be deemed to be gross 
income or expenditure of the person, in respect of a 
financial arrangement, to the methods provided for 
under subsections (2) and (6), if the alternative method 
has regard to market valuation, and 
"(a) conforms with commercially acceptable practice, 

and 
"(b) except to the extent that the Commissioner may 

otherwise allow under subsection (8), is adopted 
by the person and is or will be consistently 
applied in respect of all such financial arrange
ments for financial reporting purposes, and 

"(c) either 
"(i) the business of the person comprises dealing 

in such financial arrangements, or 
"(ii) the financial arrangement is a forward or 

future contract for foreign exchange, or a 
futures contract, and 

"(d) the market, the method, and the source of the 
information used to determine the market values 
have been approved by the Commissioner under 
a determination issued under section 90 (1)( e) of 
the Tax Administration Act 1994, and 

"(e) the person and any other person who is a holder 
(where the person is an issuer) or an issuer (where 
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the person is a holder) of the financial arrange
ment are not associated persons; 

"and such amount of gross income or expenditure so 
calculated shall be gross income deemed to be derived 
or, as the case may be, expenditure deemed to be 
incurred by the person in respect of the financial 
arrangement in the income year, 

"provided that where gross income or expenditure in 
respect of a financial arrangement has been calculated 
by a person under this subsection, gross income or 
expenditure in respect of that financial arrangement 
shall, except as otherwise allowed under subsection (8), 
continue to be calculated on that basis by that person 
until the maturity, remittance, sale, or other transfer 
of the arrangement. 

"Consistent application to groups of financial 
arrangements 

"( 8) Where a method of calculating gross income or expen
diture in respect of a financiaI arrangement fails to 
satisfy the requirements of paragraph (b) of the pro
viso to subsection (2) or subparagraph (ii) of the proviso 
to subsection (6)(a) or subsection (7)(b) by virtue of the 
fact that the method is not or will not be consistently 
applied by a person in respect of all such financial 
arrangements for financial reporting purposes, that 
method shall nevertheless be deemed to satisfy the 
relevant one of those provisions where the method 
"(a) appropriately reflects the dominant purpose for 

which the person acquired or issued the financial 
arrangement (or each such arrangement), and 

"(b) has been and will be consistently applied by the 
person in respect of the particular financial 
arrangement (or each such financial arrange
ment) for the purposes of the qualified accruals 
rules for every income year during its term 
(except to the extent that the Commissioner 
approves or may approve a change in method 
under the circumstances or conditions specified 
in a determination under section 90 (1)(t) of the 
Tax Administration Act 1994), and 

"(c) is not adopted for purposes that include the pur
pose of tax avoidance, and 
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"(d) has been approved by the Commissioner for 
adoption in the circumstances applicable to the 
taxpayer either by notice in writing to the tax
payer or in a determination issued under 
section 90 of the Tax Administration Act 1994. 

"Cases in which spreading methods do not apply 
"(9) Subsections (2) to (7) shall not apply 

"(a) to a cash basis holder; 
"(b) in relation to a financial arrangement and a per

son, in any income year where section EH 4 
applies to that person and to that financial 
arrangement; 

"( c) in relation to a financial arrangement where 
"(i) the financial arrangement is held by a trus

tee upon trust for the management of com
pensation paid for personal injury where 
that compensation is paid under the Work
ers Compensation Act 1956 or the Accident 
Compensation Act 1972 or the Accident 
Compensation Act 1982 or the Accident 
Rehabilitation and Compensation Insurance 
Act 1992 or an order of court, and 

"(ii) the trustee is, or if it were a natural person 
would be, a cash basis holder in respect of 
the financial arrangement. 

"Commissioner may determine whether issuers apply 
this section 

"(10) For the purposes of this section, the Commissioner 
may determme whether and to what extent any issuer 
or class of issuers shall not be required to comply with 
this section in relation to expenditure incurred or gross 
income derived in respect of any class of financial 
arrangements, having regard to 

"(a) the nature and amount of the expenditure 
incurred or gross income derived by the issuer or 
class of issuers in respect of financial arrange
ments of that class; 

"(b) the costs of the issuer or class of issuers in com
plying with this section in relation to the class of 
financial arrangements; 
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"(c) whether, in respect of that issuer or class of issu
ers and that class of financial arrangements, the 
application of the discretion given to the Com
missioner under this subsection would result in a 
material difference in the amount of allowable 
deductions or gross income allocated to any 
income year, in relation to the amount that 
would have been allocated had the discretion not 
been exercised. 

"Commissioner may cancel determination 

"( 11) The Commissioner may at any time cancel any deter
mination made in respect of any person or class of 
persons under subsection (10). 

"Defined: acquisition price, amount, amount of all consideration, associ
ated person, excepted financial arrangement, financial arrange
ment, fixed principal financial arrangement, forward contract 
gross income, holder, income year, issuer, maturity, qualified 
accruals rules, tax avoidance, taxpayer, variable principal debt 
instrument 

"EH 2 Excepted financial arrangement that is part of 
financial arrangement 

"The amount of the gross income deemed to be derived 
or the expenditure deemed to be incurred by a person 
in respect of a financial arrangement under the quali
fied accruals rules shall not include the amount of any 
income, gain or loss, or expenditure, that is solely 
attributable to an excepted financial arrangement that 
is part of the financial arrangement. 

"Defined: excepted financial arrangement, financial arrangement, gross 
income, person, qualified accruals rules 

"EH 3 Cash basis holder 

"Defined 

"( 1 ) Subject to this section, a natural person shall be a cash 
basis holder in respect of financial arrangements held 
by that person in any income year, where 

"(a) either 
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"(i) the gross income derived by that person in 
that income year in respect of those finan
cial arrangements, calculated in accordance 
with section EH 1, section EH 4, or Divi
sion 2, as the case may be, does not exceed 
$70,000 (or such greater amount as the 
Governor-General may by Order in Council 
declare), or 

"(ii) the total value of financial arrangements 
held by the person in the income year does 
not exceed at any time in the income year 
$600,000 (or such greater amount as the 
Governor-General may by Order in Council 
declare), the value in respect of each finan
cial arrangement being, 
"(A) in the case of a fixed principal financial 

arrangement, the greater of the acquisi
tion price of the arrangement or the 
nominal or face value of the arrange
ment, and 

"(B) in the case of a variable principal debt 
instrument, the amount of money 
owing to the person according to the 
arrangement, and 

"( Cl in the case of a financial arrangement 
to which Part EH Division 2 applies, the 
value determined under that Division, 
and 

"(b) the difference between the following amounts 
does not exceed $20,000 (or such greater amount 
as the Governor-General may by Order in Coun
cil declare): 
"(i) the amount of gross income that would be 

calculated by the person for the income 
year 
"(A) using, at the option of the person, 

either the yield to maturity method or 
the straight line method referred to in 
section EH 1 (3) (regardless of whether 
or not the person is entitled or has 
opted to use that method) or, in accor
dance with Part EH Division 2 as the 
case may be, or, where it is not possible 
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to calculate an amount of gross income 
or expenditure in respect of the finan
cial arrangements by using either of 
those methods, an alternative method 
approved by the Commissioner, and 

"(B) under either section EH 4 or EH 47 
"in respect of financial arrangements held by 
the person at the end of the income year; 

"(ii) the amount of gross income that would be 
calculated by the person for the income 
year in respect of financial arrangements 
held b7 the person at the end of the income 
year i the person were a cash basis holder. 

"Financial arrangements subject to Division 2 relevant 
"(2) For the purpose of subsection (1), a person must take 

into account financial arrangements to which Part EH 
Division 2 apply. 

"Commissioner may deem person a cash basis holder 
"(3) N?t~ithstanding anything in subsection (1), the Com

mISSIoner may, 
"(a) where the Commissioner is satisfied, having 

regard to the tenor of section EH 1 (2), that treat
ment of a class of financial arrangements other 
than under section EH 1 results in a fair and 
reasonable allocation of gross income or expendi
ture among income years, deem natural persons 
to be cash basis holders in respect of such finan
cial arrangements; 

"(b) where the Commissioner is satisfied that a class 
of financial arrangements has been structured 
and promoted with the objective of postponing 
any liability to income tax which would have 
arisen had those financial arrangements not been 
so structured, deem natural persons not to be 
cash basis holders in respect of such financial 
arrangements. 

"Accruals basis adjustment required if person ceases 
to be cash basis holder 

"(4) In any income year where a person who was a cash 
basis holder in the previous income year ceases to be a 
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cash basis holder, the person shall take into account, in 
calculating gross income or allowable deductions for 
the income year, an accruals basis adjustment, in 
respect of every financial arrangement (other than 
arrangements that are already dealt with according to 
section EH 1 or in respect of which the Commissioner 
has exercised the discretion given under sub
section (3)(a)) acquired in a previous income year and 
held by the person at the end of the income year equal 
to an amount calculated in accordance with the follow
ing formula: 

"a - b - c + d 

"where 

"a is the sum of all amounts which would have 
been gross income derived by the person in 
respect of the financial arrangement from the 
date it was acquired to the end of the income 
year if the person had not been a cash basis 
holder at any time during that period, and 

"b is the sum of all amounts that would have been 
allowable deductions of the person in respect of 
the financial arrangement from the date the 
financial arrangement was acquired to the end 
of the income year if the person had not been a 
cash basis holder at any time during the period, 
and 

"c is the sum of all amounts of gross income of 
the person in respect of the financial arrange
ment since it was acquired to the end of the 
previous income year, and 

"d is the sum of all amounts that have been allow
able deductions of the person in respect of the 
financial arrangement since it was acquired to 
the end of the previous income year; 

"and the person shall not take into account in the 
income year any other amount in respect of any such 
financial arrangement except those calculated under 
the accruals basis adjustment. 
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"Cash basis adjustment required if person becomes 
cash basis holder 

"(5) In any income year where a person who was not a 
cash basis holder in the previous income year becomes 
a cash basis holder, that person may take into account, 
in calculating gross income or allowable deductions for 
the income year, a cash basis adjustment, in respect of 
every financial arrangement (other than arrangements 
already treated on a cash basis) acquired in a previous 
income year and held by the person at the end of the 
income year, equal to an amount calculated in accor
dance with the following formula: 

"a - b - c + d 

"where 

"a is the sum of all amounts which would have 
been gross income derived by the person in 
respect of the financial arrangement from the 
date it was acquired to the end of the income 
year if the person had been a cash basis holder 
in respect of the financial arrangement for the 
whole of that period, and 

"b is the sum of all amounts which would have 
been allowable deductions of the person in 
respect of the financial arrangement from the 
date the financial arrangement was acquired to 
the end of the income year if the person had 
been a cash basis holder in respect of the finan
cial arrangement for the whole of the period, 
and 

"c is the sum of all amounts treated as gross 
income of the person in respect of the financial 
arrangement since it was acquired to the end of 
the previous income year, and 

"d is the sum of all amounts that have been allow
able deductions of the person in respect of the 
financial arrangement since it was acquired to 
the end of the previous income year; 

"and, where the cash basis adjustment has been taken 
into account, the person shall not take into account 
any other amount in respect of any such financial 
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arrangement in the year except those calculated under 
the cash basis adjustment, 

"provided that the person shall be deemed not to be a 
cash basis holder in relation to any financial arrange
ment in respect of which the person does not take into 
account a cash basis adjustment. 

"Result of adjustment is gross income or an allowable 
deduction 

"( 6) The amount of the accruals basis adjustment or the 
cash basis adjustment in respect of any financial 
arrangement and any income year shall, 

"(a) where it is a positive amount, be gross income 
deemed to be derived by the holder in the 
income year, and 

"(b) where it is a negative amount, be deemed to be 
an allowable deduction of the holder in the 
mcome year. 

"Trustee or beneficiary income ignored 

"(7) For the purposes of subsection (1), but subject to sub
sections (8) and (9), 

"(a) all gross income in respect of financial arrange
ments that is trustee income or beneficiary 
income under the trust rules or sections HI 1 
to HI 5 shall be disregarded, as shall the value of 
all such financial arrangements producing such 
gross income, and 

"(b) no person who holds such financial arrangements 
shall be a cash basis holder in relation to such 
financial arrangements. 

"Application of subsection (7) limited 

"(8) Subsection (7) shall not apply to financial arrange
ments held on a bare trust, or to gross income in 
resrect of such financial arrangements, and the finan
cia arrangements held and the gross income derived 
by the trustees shall be treated as being held or, as the 
case may be, derived by a beneficiary of the trust to 
the extent of the beneficiary's share of the beneficial 
interest in the financial arrangement. 
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"Estates of deceased cash basis holders 

"(9) Where a deceased person was at the time of his or her 
death a cash basis holder, 

"(a) nothing in subsection (7) or in any requirement 
under this section that a cash basis holder be a 
natural person shall, in respect of the income 
year in which the death occurred and in each of 
the 4 immediately succeeding income years, 
apply to prevent the trustee of the estate of the 
deceased person from being a cash basis holder 
for the purposes of this Act in respect of financial 
arrangements issued or held by the estate, where 
the estate would otherwise qualify as a cash basis 
holder under this section, but 

"(b) if at any time during those income years the 
estate ceases to so otherwise qualify as a cash 
basis holder, it shall not again qualify to become 
a cash basis holder by operation of paragraph (a), 

"and for the purposes of subsections (4) and (5), any 
trustee of an estate who is a cash basis holder under 
this subsection shall be deemed to be the same person 
as the deceased cash basis holder. 

"Rules for partnerships 

"(10) For the purposes of subsection (1), 

"(a) financial arrangements held, and 

"(b) gross income required to be returned in respect 
of those financial arrangements under 
section 42 (1) of the Tax Administration Act 1994 

"by a partnership shall be treated as being held or, as 
the case may be, derived by each partner to the extent 
of the partner's share in the financial arrangements 
held by the partnership or, as the case may be, the 
gross income of the partnership in respect of financial 
arrangements. 

"Defined: acquisition price, amount, beneficiary income, Commissioner, 
financial arrangement, fixed principal financial arrangement, 
gross income, holder, income tax, income year, money, person, 
trustee, trustee income, variable principal debt instrument 
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"EH 4 Income and expenditure where financial arrange
m.ent redeem.ed or disposed of 

"Base price adjustm.ent calculation 
"(1) Subject to subsection (2), where, in relation to any 

person, a financial arrangement matures or is remitted 
(other than by way of being written off as a bad debt), 
sold, or otherwise transferred by the person in any 
income year, the amount of the base price adjustment 
in relation to that income year, that person, and that 
financial arrangement shall be an amount calculated in 
accordance with the following formula: 

"a - (b + c) 

"where 
"a IS, 

"(i) in the case of a holder, the sum of 
"(A) the amount of all consideration that has 

been paid, and all further consideration 
that has or will become payable, to the 
person, and 

"(B) any amounts that have been remitted by 
the person and that are not included in 
subsubparagraph (A), 

"(ii) in the case of an issuer, the sum of 
"(A) the amount of all consideration that has 

been paid, and all further consideration 
that has or will become payable, by the 
person, and 

"(B) the amount paid by the person associ
ated with the issuer if the issuer is the 
debtor of a debt to which section EH 7 
applies 

"in relation to the financial arrangement, and 
"b is the acquisition price of the financial arrange

ment in relation to the person, and 
"c IS, 

"(i) in the case of a holder, all amounts that are 
gross income derived, less the aggregate of 
amounts of expenditure deemed to be 
incurred under section EH 1 or section EH 8 
or deemed to be an allowable deduction 
under section EH 3 by the person in respect of 
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the financial arrangement in all previous 
income years since the acquisition of the 
financial arrangement, and 
in the case of an issuer, all amounts of expen
diture incurred in respect of the financial 
arrangement in all previous income years 
since the issue of the financial arrangement, 
less the aggregate of 
"(A) all amounts that are gross income 

deemed to be derived under section EH 1 
or section EH 3 or section EH 8 by the 
person in respect of the financial arrange
ment in all previous income years since 
the issue of the financial arrangement, 
and 

"(B) all amounts that are dividends within the 
meaning of section CF 2(1)(b) or (being 
dividends which, if the transaction giving 
rise to the dividend had been effected 
with a shareholder of the relevant com
pany, would have been dividends within 
the meaning of section CF 2 (1 )(b)) within 
the meaning of section CF 2 (1 )(k), that 
are derived by the person in respect of 
the financial arrangement, and 

"( C) all amounts that are gross income of the 
person under section DC 2 (1) in respect 
of the financial arrangement. 

"Cash base price adjustment calculation for cash basis 
holders 

"(2) Where, in relation to a financial arrangement, a person 
is a cash basis holder, and the financial arrangement 
matures or is remitted (other than by way of being 
written off as a bad debt), sold, or otherwise trans
ferred by that person in any income year, the amount 
of the cash base price adjustment in relation to that 
income year, that person, and that financial arrange
ment shall be an amount calculated in accordance 
with the following formula: 

"a - (b + c) 

"where 
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"a is the sum of all consideration derived in 
respect of the financial arrangement by the 
person, and amounts remitted by the person, 
and 

"b is the acquisition price of the financial arrange
ment, and 

"c is the sum of all amounts that are gross income 
derived by the person, less the aggregate of 
amounts of expenditure deemed to be incurred 
under sections EH 1 and EH 8 or deemed to be 
an allowable deduction under section EH 3. 

"Result of base price adjustment 
"( 3) Subject to subsection (5), the amount of the base price 

adjustment in relation to any financial arrangement 
and any income year shall, 
"(a) in relation to a holder, 

"(i) where it is a positive amount, be deemed to 
be gross income derived by the holder in the 
income year, and 

"(ii) where it is a negative amount, be deemed to 
be an allowable deduction of the holder in 
the income year 

"(b) in relation to an issuer, 
"(i) where it is a positive amount, be deemed to 

be expenditure incurred by the issuer in the 
income year, and 

"(ii) where it is a negative amount, be deemed to 
?e gross income derived by the issuer in the 
mcome year. 

"Result of cash base price adjustment 
"(4) Subject to subsection (5), the amount of the cash base 

price adjustment in relation to any financial arrange
ment and any income year shall, 
"(a) where it is a positive amount, be deemed to be 

gross income derived by the cash basis holder in 
the income year, and 

"(b) where it is a negative amount, be deemed to be 
an allowable deduction of the cash basis holder in 
the income year. 
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"Amounts deemed payable if financial arrangement 
sold or transferred in certain circumstances 

"(5) Notwithstanding anything in section EH 16 (3), where 
a financial arrangement is sold or otherwise trans
ferred by a person for a consideration influenced by 
"(a) a decline in the creditworthiness of the issuer 

between the date of acquisition of the financial 
arrangement by the holder and the date of sale 
or other transfer, or 

"(b) an increase in the possibility that the issuer may 
fail to meet any obligations under the financial 
arrangement between the date of acquisition of 
the financial arrangement by the holder and the 
date of sale or other transfer, or 

"(c) the occurrence of any event reducing or cancel
~g the obligations of an issuer under the finan
Clal arrangement, 

"there shall, in calculating the base price adjustment or 
cash base price adjustment, be deemed to have 
become payable to the holder all amounts that would 
have been received but for the factors listed above, 

"provided that this subsection shall not apply where the 
business of the holder comprises holding or dealing in 
financial arrangements of that class, and the issuer of 
the financial arrangement and the holder are not asso
ciated persons. 

"Amount deemed paid if legally released from obliga
tion to pay 

"(6) Where 
"(a) a person has been released from the obligation to 

make payment of an amount 
"(i) under a financial arrangement by operation 

of section 114 of the Insolvency Act 1967, or 
"(ii) under any of the Inland Revenue Acts (and 

whether the relief arises through remission, 
waiver, or cancellation), or 

"(iii) under a social assistance suspensory loan by 
virtue of that person satisfying the condi
tions referred to in section EH 4 (8)(c)(ii), and 

"(b) that amount would, but for this subsection, be 
taken into account in determining the gross 
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income derived by or expenditure incurred by 
that person under the qualified accruals rules, 

"that amount shall, for the purpose of determining the 
gross income derived by or expenditure incurred by 
that person, and notwithstanding the qualified accruals 
rules (other than this subsection), be deemed to have 
been paid under that financial arrangement when the 
obligation to make payment has been so released. 

"Limit on deduction to surety under security 
arrangement 

"(7) Notwithstanding anything in this Act, where and to 
the extent that a person (in this subsection called the 
'surety') suffers expenditure or a loss under a security 
arrangement and the expenditure or loss, in whole or 
in part, is due to 
"(a) the actions of, or 
"(b) the occurrence, or failure to occur, of an event 

that was potentially or actually subject to the 
influence of 

"the surety or any person with whom the surety was, 
during the term of the security arrangement, an associ
ated person, no deduction shall be allowed to the 
surety or any person in relation to the expenditure or 
loss. 

"Definitions for base price adjustment 
"( 8) In this section, 

"(a) the expression 'holder', in relation to a financial 
arrangement, includes a person who ceases to be 
a holder of the financial arrangement as provided 
in subsection (1) or subsection (2); 

"(b) the expression 'issuer', in relation to a financial 
arrangement, includes a person who ceases to be 
an issuer of the financial arrangement as pro
vided in subsection (1); 

"(c) the expression 'social assistance suspensory loan' 
means a loan 
"(i) made by a department or instrument of the 

Executive Government of New Zealand, and 
"(ii) under whose terms the issuer's liability may 

be remitted in whole or in part if the issuer 
satisfies conditions intended to promote a 
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"Defined: 

social policy objective of the Government of 
New Zealand, and 

"(ill) of a kind that is declared by the Governor
General by Order in Council to be a social 
assistance suspensory loan; 

"(d) a financial arrangement shall be deemed to be 
remitted where 

"(i) the issuer has been discharged from making 
all remaining payments under that financial 
arrangement without fully adequate consi
deration, or 

"(ii) the issuer has been released from making all 
remaining payments under that financial 
arrangement by the operation of the Insol
vency Act 1967 or the Companies Act 1955 
or the Companies Act 1993 or the laws of 
any country or territory other than New 
Zealand, or by any deed or agreement of 
composition with its creditors, or 

"(ill) all of the remaining payments under the 
financial arrangement have become irrecov
erable or unenforceable by action through 
the lapse of time, or 

"(iv) the financial arrangement is a debt that is 
sold at a discount to a person associated 
with the debtor under the circumstances 
described in section EH 7; 

"(e) where a person ceases to be a New Zealand resi
dent any financial arrangement in relation to 
which that person is an issuer or a holder shall be 
deemed, in relation to the person, to have been 
transferred for its market value at that date. 

acquisition price, allowable deduction, amount, amount of all 
consideration, associated person, business, dividend, financial 
arrangement, gross income, holder, income year, Inland Reve
nue Acts, issue, issuer, matures, person, qualified accrual rules, 
security arrangement, social assistance suspensory loan 
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"EH 5 Forgiveness of debt 

"Amount treated as paid at time of forgiveness 

"( 1 ) In detennining the income or expenditure under the 
base price adjustment in section EH 4, an amount 
owing under a debt, including an amount accrued and 
unpaId at the time of the forgiveness, is treated as paid 
when forgiven under the qualified accruals rules if 

"(a) the creditor is a natural person who forgives the 
debt, whether in a will or otherwise, because of 
the natural love and affection the creditor has for 
the debtor, or 

"(b) the creditor is a natural person who forgives the 
debt owing by a trust, whether in a will or other
wise, and the trust was established primarily to 
benefit 

"(i) a natural person for whom the creditor has 
natural love and affection, or 

"(ii) an organisation or a trust whose income is 
exempt under section CB 4 (1)(c) or (e), or 

"(iii) a natural person that meets paragraph (b)(i) 
and an organisation or a trust that meets 
paragraph (b)(ii). 

"Application 

"(2) Subsection (3) applies when a trustee makes a distribu
tion to a benefiCIary that is neither 

"(a) a natural person for whom the creditor has natu
ral love and affection, nor 

"(b) an organisation or a trust whose income IS 
exempt under section CB 4 (1)(c) or (e). 

"Distributed amounts are gross income of trustee 

"( 3) A distribution to the beneficiary is gross income 
derived by the trustee 

"(a) in the income year in which the distribution is 
made, and 

"(b) to the extent that the distribution is less than or 
equal to the total amount of debts forgiven by 
creditors. 
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"( 4) For the purpose of subsection (3), the total amount of 
debts forgiven by creditors is reduced by the amount 
of each distribution that is gross income derived by the 
tIUstee. 

"Distributions affected 
"(5) Subsection (3) applies to a distribution made on or 

after the date that the Taxation (Accrual Rules and 
Other Remedial Matters) Act 1999 receives the Royal 
assent. 

"Defined: amount, distribution, gross income, income year, person, quali
fied accruals rules 

READER'S NOTE 

A trustee to whom section EH 5 applies must keep under 
section 22B of the Tax Administration Act 1994 records of 
amounts forgiven and amounts distributed to the trust's 
beneficiaries. 

"EH 6 Accrued income written off 

"Deduction for bad debt-general 
"( 1 ) A deduction shall be allowed to a person for an 

amount written off by the person as a bad debt in 
respect of a financial arrangement where and to the 
extent that 
"(a) the person derives gross income in respect of the 

financial arrangement under any of sections 
EH 1, EH 3 (4), EH 4, and EH 8, and 

"(b) the amount written off is attributable to that 
gross mcome. 

"Deduction for bad debt-dealers 
"(2) A deduction shall be allowed to a person for an 

amount written off by the person as a bad debt in 
respect of a financial arrangement {not being an 
amount allowed as a deduction under subsection (I)) 
where 
"(a) the person 
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"(i) carries on a business which comprises hold
ing or dealing in such financial arrange
ments, and 

"(ii) is not associated with the person owing the 
amount written off, or 

"(b) the financial arrangement is a trade credit and 
the person carries on a business of dealing in the 
goods or services for which the trade credit is a 
debt. 

"Deduction for security payment 

"(3) Where a person receives a security payment in relation 
to a loss and a deduction is not allowable to the person 
for the loss other than under this subsection, the per
son shall be allowed a deduction for the loss no greater 
than the amount of the security payment. 

"Requirements for bad debt deduction 

"(4) A deduction for bad debts shall be allowed under this 
section only where the requirements of 
section DJ 1 (a)(iii) and (iv) have been met. 

"Requirements for share loss deduction 

"(5) 

"Defined: 

A deduction for a share loss (within the meaning of 
section DJ 1 (b)) shall be allowed under subsection (3) 
of this section only where the requirements of 
section DJ 1 (b) have been met. 

amount, business, financial arrangement, gross income, person, 
security payment, trade credit 

"EH 7 Sale of debt to associate of debtor 

"Application 

"( 1 ) This section applies to a financial arrangement that is a 
debt which is sold at a discount to a person associated 
with the debtor on or after the date that the Taxation 
(Accrual Rules and Other Remedial Matters) Act 1999 
receives the Royal assent. 
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"(2) A creditor is treated as having sold a debt at a discount 
if the debt is sold to a person associated with the 
debtor for 80% or less of the market value of the debt. 

"Application of subsection (4) 

"( 3) Subsection (4) applies to a debt that is sold if its market 
value was influenced by 

"(a) the decline in the original debtor's creditworthi
ness between the date the debt was entered into 
and the date of sale, or 

"(b) an increase in the possibility that the original 
debtor would not pay an amount owing under 
the debt between the date the debt was entered 
into and the date of sale, or 

"(c) an event that occurred which reduced or can
celled the original debtor's obligations under the 
debt. 

"Debt to be valued at market 

"(4) For the purpose of subsection (2), a debt's market 
value is determined as if its market value were not 
influenced by a factor listed in subsection (3)(a) to (c). 

"Meaning of 'associated person' 

"(5) For the purpose of subsection (2), 'associated person' 
has the meaning set out in section OD 8 (3). 

"Loan to debtor 

"(6) If a debt is sold at a discount to a person associated 
with the debtor, the associated person is treated as 
having provided the debtor with an interest free loan 
for the amount paid for the debt. 

"Gross income or allowable deduction 

"(7) If the debtor subsequently repays the person associ
ated with the debtor more than the amount the associ
ated person paid for the debt, the excess amount paid 
by the debtor is 

"(a) an allowable deduction to the debtor, and 
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"(b) gross income of the person associated with the 
debtor. 

"Defined: allow~ble deduction, associated person, financial arrangement, 
gross mcome, person 

"EH 8 Post facto adjustment 

"A pplication 
"( 1) A financial arrangement shall be subject to the provi

sions of this section where 
"(a) any of the amount or amounts payable under the 

financial arrangement are determined in the 
terms of the financial arrangement, as to whole 
or part, at the discretion of either the issuer or 
the holder, or both of them, or at the discretion 
of any other person where either the issuer or the 
holder and the other person are associated per
sons, and 

"(b) the change in the amount or amounts payable 
under the financial arrangement upon the exer
cise of a discretion as provided for in para
graph (a) does not reflect changes in economic, 
commodity, industrial, or financial indices or 
banking or general commercial rates, and 

"( c) the making of such financial arrangements is not 
generally accepted commercial practice, and 

"(d) the effect of the arrangement is to defeat the 
intent and application of the qualified accruals 
rules. 

"Times post facto adjustment calculation required 
"(2) Where a financial arrangement is subject to the provi

sions of this section, both the holder and the issuer of 
the financial arrangement shall be required to calcu
~te a post facto adjustment in respect of the following 
mcome years: 
"(a) the income year in which the person ceases to be 

a holder or an issuer, as the case may be, in 
respect of the financial arrangement; 

"(b) where the person has not ceased to be a holder 
or an issuer of the financial arrangement at the 
end of the 5th income year following the year of 
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~ts issue or acquisition by the person, in that 5th 
mcome year; 

"(c) until the person ceases to be an issuer or a holder 
in respect of the financial arrangement, in every 
5th income year succeeding the income year in 
which the post facto adjustment was last required 
to be made under this section. 

"Post facto adjustlDent calculation 
"(3) In order to calculate the post facto adjustment, a per

son shall, 
"(a) 

"(b) 

having regard to all amounts specified in section 
EH 1 (1) which have been paid or are payable, in 
respect of the financial arrangement, since acqui
sition or issue of the financial arrangement by 
the person to the end of the income year in 
which the post facto adjustment applies, calcu
late amounts of gross income or expenditure 
from the arrangement for each income year 
using the yield to maturity method as prescribed 
in a determination made by the Commissioner 
for the purposes of section EH 1 (2), 
"provided that where the post facto adjustment 
is made at a time determined by subsection (2)(b) 
or subsection (2)(c), the person shall, for the pur
pose of the post facto adjustment calculation, be 
deemed to have transferred the financial 
arrangement for an amount equal to its market 
value on the last day of the income year or, 
where there is no such market value, for such 
amount as the Commissioner determines, and 
recalculate the income tax liability for each 
income year using the amounts of gross income 
or expenditure calculated under paragraph (a) in 
substitution for the amounts of gross income or 
expenditure previously calculated in respect of 
the financial arrangement for each income year. 

"Special return required 
"( 4) Where a person has been required to calculate the post 

facto adjustment, the person shall be required to make 
a special return in respect of the post facto adjustment 
in the form required by the Commissioner, no later 
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than the time at which that person is required to file 
an annual return for the year in which the post facto 
adjustment is made. 

"Commissioner must reassess 
"(5) Notwithstanding the time bar, the Commissioner shall 

reassess the person's income tax liability for the 
income years to which the post facto adjustment 
relates in accordance with the alterations to that gross 
income or expenditure as calculated by the post facto 
adjustment. 

"Defined: amount, associated person, Commissioner, financial arrange· 
ment, gross income, holder, income tax liability, income year, 
issue, issuer, person, qualified accruals rules, time bar 

"EH 9 Variable principal debt instruments 
"For the purposes of the qualified accruals rules, where 
a person is a party to a variable principal debt instru
ment on the implementation date, the person shall be 
deemed to have acquired or, as the case may be, 
issued it on that day for a consideration equal to the 
amount of money that would be payable to the holder 
on that day if the amount or amounts payable under 
the financial arrangement were due and payable on 
that day. 

"Defined: financial arrangement, holder, implementation date, money, 
person, qualified accruals rules, variable principal debt 
instrument 

"EH 10 Relationship with rest of Act 

"Qualified accruals rules override 
"( 1) Notwithstanding any other provision in this Act, gross 

income or expenditure in an income year in respect of 
a financial arrangement under the qualified accruals 
rules shall be calculated under those rules. 

"Property transfer price 
"(2) Where 

"(a) property is transferred under a financial arrange
ment, and 
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"(b) the property or the consideration given for the 
property is relevant under any provision of this 
Act other than the qualified accruals rules for the 
purpose of determining any amount of gross 
income or allowable deduction of a person, 

"the property shall be treated for the purpose of that 
provision as having been transferred under the finan
cial arrangement for an amount equal to the acquisi
tion price of the property. 

"Defined: acquisition price, allowable deduction, financial arrangement, 
gross income, income year, property, qualified accruals rules 

"EH 11 Application of accruals rules 
"The accruals rules shall not apply 

"(a) in relation to a person and a financial arrange
ment, where the financial arrangement was 
issued or acquired by the person before the 
implementation date for the financial arrange
ment, or 

"(b) in relation to a financial arrangement, where the 
issue, in the case of an issuer, or acquisition, in 
the case of a holder, of the financial arrangement 
is under a binding contract in existence before 
the implementation date in relation to that finan
cial arrangement, 
"provided that this paragraph shall not apply in 
relation to a rollover, extension, or advance pro
vided for before the implementation date in rela
tion to the financial arrangement where the 
rollover, extension, or advance occurs on or after 
1 April 1990, or 

"(c) in relation to a person and a financial arrange
ment, where the person acquired the financial 
arrangement in accordance with a matrimonial 
agreement and the transferor, in relation to the 
financial arrangement, was a person to whom 
paragraph (a) or paragraph (b) applied, or 

"(d) in relation to a financial arrangement, where the 
issue, in the case of an issuer, or acquisition, in 
the case of a holder, of the financial arrangement 
is under and in terms of a rollover, extension, or 
advance provided for before the implementation 
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date in relation to the financial arrangement and 
the rollover, extension, or advance occurs before 
1 April 1990, or 

"( e) to the determination of 
"(i) gross income of or expenditure incurred by 

a person not resident in New Zealand in 
relation to a financial arrangement where 
and to the extent that the financial arrange
ment does not relate to a business carried on 
by that person through a fixed establish
ment in New Zealand, or 

"(ii) non-resident withholding income, or 
"(f) in relation to a financial arrangement to the 

extent that the gross income or expenditure 
incurred by a person in respect of the financial 
arrangement consists of interest payable to or by 
the Commissioner under Part VII of the Tax 
Administration Act 1994, being interest payable 
in relation to the income tax liability of the tax
payer in respect of the 1994-95 income year or 
any subsequent year. 

accruals rules, financial arrangement, gross income, holder, 
income tax liability, implementation date, issue, issuer, matri
monial agreement, non-resident withholding income, person, 
resident in New Zealand, taxpayer 

"EH 12 Election to treat short term. trade credit as finan
cial arrangement 

"Election 
"(1) For the purposes of the qualified accruals rules, a tax

payer may elect by notice given in accordance with 
subsection (2) to treat short term trade credits specified 
in subsection (4) as financial arrangements. 

"N otice of election to Commissioner 
"(2) Notice of an election under subsection (1) in relation to 

an income year must be made in writing to the Com
missioner within the time within which a vendor or a 
purchaser is required under section 37 of the Tax 
Administration Act 1994 to furnish a return of income 
for the income year to which the election is to apply. 
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"Election may be revok.ed 
"(3) An election by the taxpayer under subsection (1) may 

be revoked by notice in writing to the Commissioner 
during any income year and the revocation will apply 
only to short term trade credits created on or after the 
commencement of the subsequent income year. 

"Grounds for election 
"(4) An election under subsection (1) may be made in 

respect of 

"Defined: 

"(a) all short term trade credits of the taxpayer, or 
"(b) one or more classes of short term trade credits of 

the taxpayer that the taxpayer defines by refe
rence either 
"(i) to the particular currency in which the short 

term trade credit is denominated, or 
"(ii) to the term of the short term trade credit, or 
"(iii) to both the term and the particular currency 

in which the short term trade credit is 
denominated. 

Commissioner, financial arrangement, income year, notice, 
qualified accruals rules, return of income, short term trade 
credit, taxpayer 

"EH 13 Election to continue to treat certain excepted 
financial arrangements as financial arrangements 

"Election 
"(1) A person may elect to continue to treat all excepted 

financial arrangements under any of paragraphs (p), 
(q), (r), (s), (t), (u), or (v) as financial arrangements if the 
person is a holder or an issuer of an arrangement that 
was entered into on or after the date the person's last 
return of income was filed and before the date that the 
Taxation (Accrual Rules and Other Remedial Matters) 
Act 1999 receives the Royal assent. 

"How to elect 
"(2) A person elects to treat their excepted financial 

arrangements as financial arrangements by returning 
income derived and expenditure incurred from the 
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elected arrangements under the qualified accruals 
rules in their return of income. 

"Effect of election 
"( 3) A financial arrangement that is an excepted financial 

arrangement under any of paragraphs (p), (q), (r), (s), 
(t), (u), or (v) is not an excepted financial arrangement 
for the holder or issuer who elects to treat it as a 
financial arrangement under subsection (1). 

"De.fined: accruals rules, excepted financial arrangement, financial 
arrangement, holder, issuer, person, return of income 

"EH 14 Definitions 

"In this division, unless the context otherwise requires, 
" 'accruals rules' means sections EH 1 to EH 10, EH 12, EH 16, 
and EZ 9 of this Act and sections 60 (as in force before the 
enactment of section 70 of the Taxation (Accrual Rules and 
Other Remedial Matters) Act 1999) and 90 of the Tax Adminis
tration Act 1994 (being those provisions of this Act and the Tax 
Administration Act 1994 that correspond to sections 64B to 64L 
of the Income Tax Act 1976); and includes section NG 16A: 

" 'acquisition price', 
"(a) in relation to a financial arrangement and a 

holder of the financial arrangement, means an 
amount calculated in accordance with the follow
ing formula: 

" y-z 

"where 

"y is the core acquisition pnce of the financial 
arrangement, and 

"z is the smaller of 
"(i) the amount of consideration provided in rela

tion to the financial arrangement by the 
holder that is not contingent on the imple
mentation of the financiaf arrangement, and 

"(ii) an amount equal to 2% of the core acquisition 
price of the financial arrangement; 

"(b) in relation to a financial arrangement and an 
issuer of the financial arrangement, means an 
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amount calculated in accordance with the follow
ing formula: 

"y + z 

"where 

"y is the core acqUlSltlOn pnce of the financial 
arrangement, and 

"z is the smaller of 
"(i) the amount of consideration provided in rela

tion to the financial arrangement by the 
issuer that is not contingent on the implemen
tation of the financial arrangement, and 

"(ii) an amount equal to 2% of the core acquisition 
price of the financial arrangement: 

" 'agreement for the sale and purchase of property', in relation 
to a person and to the qualified accruals rules, means a finan
cial arrangement that is an agreement (whether conditional or 
unconditional) entered into by the person to purchase or other
wise acquire or sell or otherwise dispose of property; but does 
not include an option, a specified option, or a futures contract: 

" 'amount of all consideration', in the definition of 'core acqui
sition price' and in the qualified accruals rules, in relation to a 
person and to an agreement for the sale and purchase of 
property or a specified option, where all or part of the consi
deration provided to the holder is property, means the aggre
gate of the amount calculated in respect of that property in the 
manner provided in subparagraph (i) or sub paragraph (ii) of 
item 'w' in paragraph (c) of the definition of 'core acquisition 
price' and any consideration provided to the holder in relation 
to the financial arrangement, other than the property provided 
to the holder: 

" 'core acquisition price', in relation to a financial arrangement, 
means, 

"(a) where section EH 16 applies, the amount deter
mined under that section; 

"(b) where the financial arrangement is a trade credit, 
an amount calculated in accordance with the fol
lowing formula: 

"u + v 
"where 
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"(i) the cash price of the goods or selVices to 
which the trade credit relates (referred to in 
this item and item 'v' as the 'specified goods 
or services'), as determined by section 2 (1) of 
the Credit Contracts Act 1981, or 

"(ii) if subparagraph (i) is not applicable, the low
est price at which the specified goods or ser
vices could be purchased under a short term 
trade credit, or 

"(iii) if subparagraphs (i) and (ii) are not applicable, 
the discounted value of the amounts payable 
for the specified goods or services, as deter
mined under a determination made by the 
Commissioner under section 90 (1)(h) of the 
Tax Administration Act 1994, and 

"v IS, 

"(i) in relation to a holder of the financial 
arrangement, the amount of all consideration 
provided by the holder in relation to the 
financial arrangement, other than the speci
fied goods or services, or 

"(ii) in relation to an issuer of the financial 
arrangement, the amount of all consideration 
provided to the issuer in relation to the finan
cial arrangement, other than the specified 
goods or services; 

"(c) where the financial arrangement is an agreement 
for the sale and purchase of property (not being 
an agreement for the sale and purchase of prop
erty that has lapsed or otherwise does not pro
ceed) or a specified option (not being a specified 
option that has lapsed or otherwise does not pro
ceed), an amount calculated in accordance with 
the following formula: 

"w + x 
"where 

"w IS 

"(i) the lowest price (determined in accordance 
with section EH 15, if the consideration pay
able under the relevant financial arrange
ment is denominated in a foreign currency) 
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that the parties would have agreed upon for 
the property that is the subject of the agree
ment for the sale and purchase of property or 
the specified option (referred to in this item 
and item 'x' as the 'specified property') at the 
time at which the agreement for the sale and 
purchase of property was entered into or the 
specified option was granted on the basis of 
payment in full at the time at which the first 
right in the specified property is to be trans
ferred, or 
if subparagraph (i) is not applicable, the dis
counted value of the amounts payable for the 
specified property as determined under a 
determination made by the Commissioner 
under section 90 (1 )(h) of the Tax Administra
tion Act 1994, and 

"x IS, 

"(i) 

"(ii) 

in relation to the holder of the financial 
arrangement, the amount of all consideration 
provided by the holder in relation to the 
financial arrangement other than the speci
fied property, or 
in relation to an issuer of the financial 
arrangement, the amount of all consideration 
provided to the issuer in relation to the finan
cial arrangement other than the specified 
property; 

"(d) where the financial arrangement is a hire 
purchase agreement and the holder is the first 
holder in relation to the hire purchase agree
ment, either 

"(i) an amount calculated in accordance with 
the following formula: 

"a + b + c 

"where 

"a IS 

"(A) the cash price of the hire 
purchase asset (as 'cash price' is 
defined in section 2 (1) of the 
Credit Contracts Act 1981), or 
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"(B) if subsubparagraph (A) of this 
item is not applicable, the lowest 
price at which the hire purchase 
asset could be purchased under a 
short term trade credit at the 
time of commencement of the 
hire purchase agreement, and 

"b is the amount of all expenditure or 
loss incurred by the holder in prepar
ing and installing the hire purchase 
asset for use to the extent to which 
any such expenditure or loss is not 
taken into account in determining the 
amount of item 'a', and 

"c IS, 

"(A) in relation to the holder, the 
amount of all consideration pro
vided by the holder in relation to 
the hire purchase agreement, 
other than the hire purchase 
asset and the expenditure or loss 
referred to in item 'b', or 

"(B) in relation to the issuer, the 
amount of all consideration pro
vided to the issuer in relation to 
the hire purchase agreement, 
other than the hire purchase 
asset and the expenditure or loss 
referred to in item 'b', or 

"(ii) if subparagraph (i) is not applicable, or if 
either the bolder or the issuer in relation to 
the hire purchase agreement applies to the 
Commissioner for a specific determination, 
an amount calculated in accordance with 
the following formula: 

"where 

"d IS 

"d + e 

"(A) the discounted value of all hire 
purchase payments payable 
under the hire purchase agree
ment, as determined under a 
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determination made by the Com
missioner under section 90 (1 )(i) of 
the Tax Administration Act 1994, 
or 

"(B) where either the holder or the 
issuer in relation to the hire 
purchase agreement applies to 
the Commissioner for a specific 
determination, an amount deter
mined by the Commissioner in 
relation to that application (and 
the amount so determined shall 
apply for both the holder and the 
issuer to the exclusion of any 
determination made in respect of 
that hire purchase agreement 
under subsubparagraph (A) of this 
item), and 

"e IS, 

"(A) in relation to the holder, the 
amount of all consideration pro
vided by the holder in relation to 
the hire purchase agreement, 
other than the hire purchase asset 
and any expenditure or loss 
incurred by the holder in prepar
ing and installing the hire 
purchase asset for use, or 

"(B) in relation to the issuer, the 
amount of all consideration pro
vided to the issuer in relation to 
the hire purchase agreement, 
other than the hire purchase asset 
and any expenditure or loss 
incurred by the holder in prepar
ing and installing the hire 
purchase asset for use; 

"(e) where none of paragraphs (a) to (d) applies to a 
financial arrangement 

"(i) in relation to a holder of the financial 
arrangement, the value of all consideration 
provided by the holder in relation to the 
financial arrangement, or 
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"(ii) in relation to an issuer of the financial 
arrangement, the value of all consideration 
provided to the issuer in relation to the 
financial arrangement: 

" 'excepted financial arrangement' other than an arrangement 
listed in paragraphs (p), (q), (r), (s), (t), (u), and (v) that a taxpayer 
has treated as a financial arrangement in a return of income 
already filed, means any of the following arrangements: 

"(a) an annuity for a term contingent upon human 
life or an annuity to which section CM 2 applies; 

"(h) a contract of insurance or membership of a 
superannuation scheme; 

"(c) a dehenture to which section FC 1 or 
section FC 2 applies; 

"(d) a short term trade credit, unless the purchaser or 
vendor has elected in accordance with section 
EH 10 to treat the short term trade credit as a 
financial arrangement to which the qualified 
accruals rules apply; 

"(e) a specified preference share to which 
section FZ 1 applies; 

"(£) in relation to a holder or an issuer, shares, other 
than withdrawahle shares, or an option to huy 
shares, other than withdra wahle shares, where 
those shares were or that option was acquired or 

"(g) 

"(h) 
"(i) 

issued hy the person hefore 8.00 pm New 
Zealand Standard Time on 18 June 1987; 
in relation to a holder or an issuer, shares, other 
than withdrawahle shares, or an option to 
acquire or to sell or otherwise dispose of shares, 
other than withdrawahle shares, where those 
shares were or that option was acquired or issued 
hy the person after 8.00 pm New Zealand Stan
dard Time on 18 June 1987; 
a lease; 
a bet on any 
"(i) race (as defined in section 2 of the Racing 

Act 1971); 
"(ii) sporting event under a sports-hetting system 

estahlished under Part VB of the Racing Act 
1971; 
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"(iii) game of chance, lottery, or prize competi
tion (as those terms are defined in section 2 
of the Gaming and Lotteries Act 1977); 

"(iv) New Zealand lottery or New Zealand prize 
competition (as those terms are defined in 
section 71 of the Gaming and Lotteries Act 
1977); 

"m in relation to an issuer or a holder, an option to 
acquire or to sell or otherwise dispose of property 
(other than an interest in a financial arrange
ment) where the option was issued or acquired 
by the person after 8.00 pm New Zealand Stan
dard Time on 18 June 1987 for private or domes
tic purposes only; 

"(k) a short term agreement for the sale and purchase 
of property; 

"(1) a short term option; 
"(m) a private or domestic agreement for the sale and 

purchase of property; 
"(n) a farm-out arrangement; 
"(0) a hire purchase agreement (as defined in section 

2 of the Hire Purchase Act 1 9 7 1) entered into 
before 1 April 1993, or any assignment of such 
an agreement; 

"(p) a loan that is interest free, repayable on demand 
and denominated in New Zealand dollars, for the 
lender of the loan only; 

"(q) an employment contract; 
"(r) an interest in a group investment fund; 
"(s) an interest in a partnership or a joint venture; 
"(t) ll' h trave ers c eques; 
"(u) a warranty for goods or services; 
"(v) a hire purchase agreement (as defined in 

section 2 of the Hire Purchase Act 1 9 7 1) for live
stock or bloodstock entered into on or after 
1 April 1993: 

" 'financial arrangement' means 
"(a) any debt or debt instrument, and 
"(b) any arrangement (whether or not such arrange

ment includes an arrangement that is a debt or 
debt instrument, or an excepted financial 
arrangement) whereby a person obtains money 
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in consideration for a promise by any person to 
provide money to any person at some future 
time or times, or upon the occurrence or non
occurrence of some future event or events 
(including the giving of, or failure to give, notice), 
and 

"(c) any arrangement which is of a substantially simi
lar nature (including, without restricting the gen
erality of the preceding provisions of this subpar
agraph, sell-back and buy-back arrangements, 
debt defeasances, and assignments of income), 

"but does not include any excepted financial arrange-
ment that is not part of a financial arrangement: 

"'fixed principal financial arrangement' means any financial 
arrangement other than a variable principal debt instrument: 
" 'forward contract' in the definitions of 'holder' and 'imple
mentation date' and in the qualified accruals rules, includes, 
but is not limited to, a forward contract for 

"(a) foreign exchange; 
"(b) commodities; 
"(c) financial arrangements; 
"(d) excepted financial arrangements; 

"but does not include an agreement for the sale and purchase 
of property or a specified option: 
" 'holder' 

"(a) means, 
"(i) in relation to 

"(A) an agreement for the sale and purchase 
of property, or 

"(B) a forward contract or a futures 
contract, 

"a person who is a vendor in relation to the financial 
arrangement; 

"(ii) in relation to an option to purchase or other
wise acquire property, a person who is a 
grantor of the option; 

"(iii) in relation to an option to sell or otherwise 
dispose of property, a person who is a 
grantee of the option; 

"(iv) in relation to a hire purchase agreement, the 
lessor; 
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"(v) in relation to any other financial arrange
ment, a person who, if the amount or 
amounts payable under the financial 
arrangement were due and payable at that 
time, would be entitled to receive, or would 
receive a pecuniary benefit from, payment 
of the amount or amounts so payable or any 
part of them; 

"and 'hold' has a corresponding meaning; 
"(b) is further defined in section EH 4 (8) for the 

purposes of that section: 
" 'implementation date', in the qualified accruals rules, means, 

"(a) in the case of 
"(i) forward or future contracts, including, but 

not limited to, contracts for 
"(A) foreign exchange; 
"(B) commodities; 
"( C) financial arrangements; 
"(D) excepted financial arrangements; and 

"(ii) futures contracts, and 
"(iii) trade credits, and 
"(iv) annuities, and 
"(v) agreements for the sale and purchase of 

property, and 
"(vi) convertible notes, 

"8.00 pm New Zealand Standard Time on 23 October 
1986, and 
"(b) in the case of debt defeasances and assignments 

of income, 20 December 1986, and 
"( c) in the case of variable principal debt instruments, 

1 April 1987, and 
"(d) in the case of a financial arrangement under 

which 
"(i) the monetary obligations of the parties are 

expressed in New Zealand currency, and 
"(ii) it is contemplated that the holder may, 

upon demand or call, require the return of 
sums advanced to the issuer, and 

"(iii) it is not contemplated that the holder may 
advance further sums to the issuer upon 
demand or call under the financial 
arrangement, 
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"1 April 1987, and 
"(e) in every other case, 8.30 pm New Zealand Stan

dard Time on 31 July 1986: 
" ,. , Issuer, 

"(a) in relation to a financial arrangement, at any 
time, means a person who is a party to the finan
cial arrangement and is not a holder in relation 
to the financial arrangement; 

"(b) is further defined in section EH 4 (8) for the 
purposes of that section: 

" 'maturity', in relation to a financial arrangement, means the 
date on which the last payment contingent upon the financial 
arrangement is made, and 'matures' has a corresponding 
mearung, 
"provided that where a financial arrangement has not matured 
and where the amount which has not been paid is immaterial 
and the financial arrangement has been structured to avoid the 
application of section EH 4, the financial arrangement shall be 
deemed to have matured: 
"'money', in paragraph (b) of the definition of 'financial 
arrangement', in the definitions of 'new start grant' and 'secur
ity payment' and in the qualified accruals rules, includes 
money's worth, whether or not convertible into money, and 
the right to money, including the deferral or cancellation of 
any obligation to pay money whether in whole or in part: 
" 'private or domestic agreement for the sale and purchase of 
property', in the definition of 'excepted financial arrangement', 
in relation to any person, means an agreement for the sale and 
purchase of property or a specified option where 

"(a) the agreement was entered into by that person 
or the specified option was granted to or by that 
person for private or domestic purposes, and 

"(b) the subject-matter of the agreement or specified 
option is 
"(i) real property, the purchase price of which is 

less than $ 7 50,000, or 
"(ii) any other property, the purchase price of 

which is less than $250,000, and 
"(c) settlement is required to take place within 365 

days after the day on which the agreement was 
entered into or the specified option granted: 
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"(a) in the definition of 'specified base cost for 1983 
income year property' and in the life insurance 
rules, includes any real or personal property; 

"(b) in paragraph (a) of the definition of 'holder' and 
paragraph (b) of the definition of 'lease' and in 
the definitions of 'a~eement for the sale and 
purchase of property, 'amount of all considera
tion', 'core acquisition price', 'excepted financial 
arrangement', 'private or domestic agreement 
for the sale and purchase of property', 'right in 
the specified property', 'short term agreement 
for the sale and purchase of property', 'short 
term option', and specified option', means 
"(i) any capital asset that is not foreign 

exchange or a financial arrangement; 
"(ii) trading stock; 
"(iii) consumable aids; 
"(iv) property to be purchased or otherwise 

acquired or sold or otherwise disposed of for 
private or domestic purposes only: 

"'qualified accruals rules' means the accruals rules, section 
EH 11, and section FF 2, as that section was before the com
mencement of the Taxation (Accrual Rules and Other Reme
dial Matters) Act 1999 (being those provisions that correspond 
to sections 64B to 64M of the Income Tax Act 1976): 

"'right in the specified property' in the definition of 'core 
acquisition price' and in the qualified accruals rules, means 

"(a) the right to possession of the property, or 
"(b) the right to any income or the right to control or 

influence the disposition of income derived from 
the property, or 

"(c) the right, directly or indirectly, to exercise, or to 
influence any other person in the exercise, of any 
decision-making in respect of the property, or 

"(d) any other right of a substantially similar nature, 
"provided that the mere right to enforce any agreement for the 
sale and purchase of property or any specified option shall not 
of itself constitute a right in the specified property: 
" 'secured arrangement', in the definitions of 'security arrange
ment' and 'security payment' and in the qualified accruals 
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rules, means an arrangement against which the failure to per
form is secured by a financial arrangement: 

" 'security a~~~~ement', in the definition of'securityrayment' 
and in the q . ed accruals rules, means a financia arrange
ment that secures the holder against failure of any person to 
perform their obligations under a secured arrangement: 
"'security payment', in the qualified accruals rules, means 
money received by the holder of a security arrangement to the 
extent that the money is received in relation to a loss incurred 
due to the failure of performance of the secured arrangement 
and the value of the money is gross income of the holder: 
" 'short term agreement for the sale and purchase of property' 
means an agreement for the sale and purchase of property 
where 

"(a) the property is real property and settlement is 
required to take place within 93 days of the day 
on which the agreement was entered into; 

"(b) the property is not real property and settlement 
is required to take place within 63 days of the 
day on which the agreement was entered into: 

" 'short term option', in the definition of 'excepted financial 
arrangement' and in the qualified accruals rules, means a speci
fied option where 

"(a) the subject-matter of the option is real property 
and settlement is required to take place within 
93 days of the day on which the option was 
granted; 

"(b) the subject-matter of the option is not real prop
erty and settlement is required to take place 
within 63 days of the day on which the option 
was granted: 

" 'short term trade credit', in the definitions of 'core acquisition 
price', 'excepted financial arrangement', 'trade credit', and in 
the qualified accruals rules, means any debt for goods or ser
vices where payment is required by the vendor 

"(a) wit~ 63 days after the supply of the goods or 
servICes, or 

"(b) because the supply of the goods or services is 
continuous and the vendor renders periodic 
invoices for the goods or services, within 63 days 
after the date of an invoice rendered for those 
goods or services: 
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"'social assistance suspensory loan' is defined in section 
EH 4 (8)( c) for the purposes of that section: 
" 'specified option' means an option to purchase or otherwise 
acquire or sell or otherwise dispose of property, and the agree
ment for the sale and purchase of property, if any, entered into 
as a result of the exercise of the option shall be deemed to be 
part of the option: 
" 'trade credit', in the definitions of 'core acquisition price' and 
'implementation date' and in the qualified accruals rules, 
means any debt for goods or seIVices, but does not include a 
short term trade credit: 
" 'trading stock', 

"(a) In!aragraph (b) of the definition of 'property' 
an in the qualified accruals rules, means 
"(i) any thing acquired for the purposes of 

manufacture, sale, or exchange; 
"(ii) livestock; 
"(iii) any other real or personal property where 

the business of the person by whom it is sold 
or disposed of comprises dealing in such 
property or the property was acquired by 
the person for the purpose of sale or other 
disposal; 

"(iv) any land, any amount derived from the sale 
or other disposal of which would be gross 
income to which section CD 1 applies; 

"(v) anything in respect of which expenditure is 
incurred and which, if possession were 
taken, would fall within any of subpara
graphs (i) to (iv); 

"but does not include any financial arrangement to which the 
qualified accruals rules apply: 
" 'variable principal debt instrument' means a bank deposit 
account or other financial arrangement where it is contem
plated that the holder may 

"(a) advance further sums to the issuer, or 
"(b) where the rights and obligations of the person 

under the financial arrangement are expressed in 
a currency other than New Zealand currency, 
require the return of sums advanced to the issuer 

"in either case upon demand or call, and where all such sums 
form part of that bank deposit account or other instrument: 
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"EH 15 Determination of 'core acquisition price' where 
consideration for property denominated in for
eign currency 

"Determination of 'lowest price' 

"(1) For the purposes of paragraph (c) of the definition of 
'core acquisition price' in section EH 14, if the consi
deration payable under the relevant financial arrange
ment for the specified property is denominated in a 
foreign currency, the lowest price referred to in that 
paragraph must be the lowest price the parties would 
have agreed upon in that foreign currency converted 
into New Zealand dollars using, at the option of the 
taxpayer 

"(a) the rate, on the day on which the financial 
arrangement was entered into (in this section 
referred to as the contract date), available to the 
taxpayer from a New Zealand registered bank 
for the exchange of New Zealand dollars for that 
foreign currency on the day on which the first 
right in the specified property is to be transferred 
(in this section referred to as the 'rights date'), or 

"(b) if the period between the rights date and the day 
on which final payment is to be made under the 
financial arrangement (in this section referred to 
as the 'settlement date') is not greater than 5 
years, the rate, on the contract date, available to 
the taxpayer from a New Zealand registered 
bank for the exchange of New Zealand dollars 
for that foreign currency on the settlement date, 
or 

"(c) an exchange rate approved by the Commissioner 
for adoption under this subsection in the circum
stances applicable to the taxpayer in a determi
nation issued under section 90 (1 )(k) of the Tax 
Administration Act 1994. 

"Rate must be applied consistendy 

"(2) The rate adopted by a taxpayer in relation to a finan
cial arrangement under subsection (1) shall be consist
ently applied by that taxpayer in respect of that parti
cular financial arrangement for the purposes of the 
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qualified accruals nlies for every income year during 
its term. 

"Determination of rights date if uncertain at contract 
date 

"( 3) If the terms of the financial arrangement referred to in 
subsection (1) are such that the actual rights date is 
uncertain as at the contract date, then the rights date 
shall for the purposes of subsection (1) be the date on 
which it is reasonably expected by the parties at the 
time of entering into the financial arrangement that 
the first right in the specified property will be 
transferred. 

"Determination of setdement date if uncertain at con
tract date 

"Defined: 

If the terms of the financial arrangement referred to in 
subsection (1) are such that the actual settlement date 
is uncertain as at the contract date, then the settle
ment date shall for the purposes of subsection (1) be 
the date on which it is reasonably expected by the 
parties at the time of entering into the financial 
arrangement that final payment will be made. 

Commissioner, core acquisition price, financial arrangement, 
income year, qualified accruals rules, right in the specified prop
erty, taxpayer 

"EH 16 Rules for non-market transactions 

"Commissioner may determine consideration 

"(1) Where the Commissioner, having regard to any con
nection between the parties to the issue or transfer of a 
financial arrangement and to any other relevant cir
cumstances, is satisfied that the parties were dealing 
with each other in relation to the issue or transfer in a 
manner that has the effect of defeating the intent and 
application of the qualified accruals rules, the Commis
sioner may, under section EH 1 or section EH 3 or 
section EH 4 or section EH 8, deem the consideration 
for the issue or transfer to be equal to the considera
tion that might reasonably be expected for the issue or 
transfer if the parties to the issue or transfer were 
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independent parties dealing at arm's length with each 
other in relation to the issue or transfer. 

"N on-residents 
"(2) If at any time a person not resident in New Zealand 

"(a) commences to hold, whether temporarily or 
otherwise, a financial arrangement for the pur
poses of a business carried on through a fixed 
establishment in New Zealand, the person shall 
be deemed to have acquired the financial 
arrangement at that time, or 

"(b) ceases to hold, whether temporarily or otherwise, 
a financial arrangement for the purposes of a 
business carried on through a fixed establishment 
in New Zealand, the person shall be deemed to 
have disposed of the financial arrangement at 
that time, or 

"( c) being a holder or an issuer of a financial arrange
ment, becomes a New Zealand resident the per
son shall be deemed to acquire or to issue the 
financial arrangement at the time at which the 
person becomes a New Zealand resident, 

"and that acquisition or that disposal shall be deemed to 
have been made for a consideration equal to the consi
deration that might reasonably be expected for the 
acquisition or disposal if the acquisition or disposal had 
been made at arm's length. 

"Financial arrangement deemed to be sold and real
ised at mark.et price 

"(3) Where any financial arrangement is sold or is other
wise transferred (including a transfer by way of distri
bution to shareholders), without consideration in 
money or for a consideration that is less than the 
market price or the true value of the financial arrange
ment, and 
"(a) the transferor acquired the financial arrange

ment for the purpose of sale or disposal, or 
"(b) the business of that transferor comprises dealings 

in such financial arrangements, 
"then the financial arrangement shall be deemed for 

the purposes of this Act to have been sold at and to 
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have realised the market price of the financial arrange
ment at the date of sale or other disposition, but, 
where there is no market price, shall be deemed to 
have been sold at and to have realised such price as 
the Commissioner determines. 

"Defined: business, Commissioner, financial arrangement, fixed establish
ment, holder, issue, issuer, person, resident in New zealand 

"EH 17 Transitional adjustment when changing to 
accrual rules in Division 2 

"Election 

"(1) A person may elect to apply the accrual rules in Divi
sion 2 to a financial arrangement to which this Division 
applies. 

"Election applies to all financial arrangements 

"(2) A person who makes an election must apply the 
accrual rules in Division 2 to all financial arrangements 
to which the person is a holder or an issuer-

"Exception 

"(3) Despite subsections (1) and (2), a person must apply 
section EH 4 if that section applies to a financial 
arrangement in the income year in which the election 
is made. 

"Effect of election 

"( 4) Once an election is made, the financial arrangement is 
subject to the accrual rules in Division 2 and is treated 
in the same way as a financial arrangement that was 
entered into on or after the date that the Taxation 
(Accrual Rules and Other Remedial Matters) Act 1999 
received the Royal assent-

"Transitional adjustment required 

"(5) A person who makes an election must calculate a tran
sitional adjustment for the income year of election and 
return the resulting income or expenditure. 
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"Transitional adjustment calculation 
"(6) The transitional adjustment is calculated usmg the 

formula: 

"income (Division 2) - expenditure (Division 2) 
- income (Division 1) + expenditure (Division 1) 
"where 

". mcome 
(Division 2) 

" expenditure 
(Division 2) 

". mcome 
(Division 1) 

"expenditure 
(DIvision 1) 

is the total amount of income 
that would be derived by the 
person from the financial 
arrangement if the accrual 
rules in Division 2 were applied 
to the financial arrangement 
for the period beginning on the 
date the person acqurres the 
arrangement and ending on 
the last day of the income year 
in which this calculation is 
made; 
is the total amount of expendi
ture that would be incurred by 
the person under the financial 
arrangement if the accrual 
rules in Division 2 were applied 
to the financial arrangement 
for the period beginning on the 
date the person acquires the 
arrangement and ending on 
the last day of the income year 
in which this calculation is 
made; 
is the total amount of gross 
income of the person from the 
financial arrangement in all 
income years before the 
income year in which this cal
culation is made; 
is the total amount of expendi
ture incurred by the person 
under the financial arrange
ment in all income years before 
the income year in which this 
calculation is made. 
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"(a) if a positive amount, income derived by the per
son in the income year, and 

"(b) if a negative amount, expenditure incurred by 
the person in the income year. 

"Adjustment only is taken into account 

"(8) In the income year in which the transitional adjust
ment is made to a financial arrangement, a person 
must take into account only the income derived or the 
expenditure incurred as a result of the adjustment for 
the financial arrangement. 

"Financial arrangement treated as transferred at mar
k.et value 

"(9) Despite subsections (2) to (8), a person is treated as 
transferring a financial arrangement at market value 
at the end of the income year of election and must 
calculate a base price adjustment under section EH 4 if 

"(a) the financial arrangement is an arrangement to 
which this Division applies, and 

"(b) the financial arrangement were entered into on 
or after the date that the Taxation (Accrual Rules 
and Other Remedial Matters) Act 1999 receives 
the Royal assent and would not have been sub
ject to the accrual rules in Division 2, and 

"(c) the person elects to apply the accrual rules in 
Division 2 to a financial arrangement to which 
this Division applies. 

"Defined: accrual rules, financial arrangement, gross income, holder, 
income year, issuer, person 

"EH 18 Terminology in other provisions 

"Application of provisions in other Parts 

"( 1 ) If a person is a holder or an issuer of a financial 
arrangement to which this Division applies, and provi
sions in other Parts of this Act apply to the financial 
arrangement, the person must apply those provisions 
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as they were before the commencement of the Taxa
tion (Accrual Rules and Other Remedial Matters) Act 
1999 in a manner that is consistent with this Division. 

"Exception 

"(2) Subsection (I) does not apply to section HB 2 (l){a){v). 

"Application of section HB 2 (l)(a)(v) 

"(3) Section HB 2 (l){a){v) applies to a financial arrange
ment to which this Division applies as if 

"(a) the reference to section EH 47 were to 
section EH 4, and 

"(b) the words 'accrual rules' read 'accruals rules', 
and 

"(c) the words 'the parties to a financial arrangement' 
read 'the holder and issuer of the financial 
arrangement' ." 

Defined: accruals rules, financial arrangement, holder, issuer, person, this 
Act 

(2) Subsection (I) (except for the new sections EH 5 and 
EH 7) applies to financial arrangements entered into on and 
before the date this Act receives the Royal assent. 

(3) The new section EH 7 applies to debts that are sold at a 
discount on or after the date this Act receives the Royal assent. 

(4) Section EH 5 applies to an amount owing under a debt 
that is forgiven on or after the date this Act receives the Royal 
assent. 

23. New division added-{l) After Part EH, Division 1 (as 
inserted by section 22), the following is added: 

"DIVISION 2 

"EH 19 Application of Division 

"Application 

"(I) This Division applies to financial arrangements that a 
person enters into on or after the date that the Taxa
tion (Accrual Rules and Other Remedial Matters) Act 
1999 receives the Royal assent. 
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"Financial arrangements to which this Division 
applies 

"(2) The accrual rules apply to a person who is a party to a 
financial arrangement and who is 
"(a) a party to a rollover or extension of a financial 

arrangement or an advance in relation to a finan
cial arrangement if 
"(i) the rollover, extension, or advance is pro

vided for under a binding contract, and 
"(ii) the binding contract is entered into before 

the date that the Taxation (Accrual Rules 
and Other Remedial Matters) Act 1999 
receives the Royal assent, and 

"(iii) the rollover, extension, or advance occurs 
on or after the date that the Taxation 
(Accrual Rules and Other Remedial Matters) 
Act 1999 receives the Royal assent; 

"(b) the transferee of a financial arrangement trans
ferred under a matrimonial agreement if the 
transferor is a person to whom paragraph (a) 
applies. 

"Financial arrangements to which this Division does 
not apply 

"(3) The accrual rules do not apply to a financial 
arrangement 
"(a) that is subject to a binding contract that was 

entered into before the date that the Taxation 
(Accrual Rules and Other Remedial Matters) Act 
1999 receives the Royal assent, if the financial 
arrangement itself is entered into on or after that 
date, or 

"(b) that was transferred under a matrimonial agree
ment if the financial arrangement otherwise satis
fies paragraph (a). 

"De.fined: accrual rules, financial arrangement, matrimonial agreement, 
person 

"EH 20 Purpose 
"The purpose of this Division is to require parties to a 

financial arrangement to accrue over the term of the 
arrangement a fair and reasonable amount of income 
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derived from, or expenditure incurred under the 
arrangement, and so prevent deferring income and 
advancing expenditure. 

"De.fined: fmancial arrangement 
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,/ 

Whether the accrual rules and the 
spreading provisions apply 

Is there a financial arrangement? 
The definibon of financial arrangement in section EH 22 is 
satisfied; and 

r-- ,/ the arrangement is not an excepted financial arrangement 
under secbon EH 24; and 

No 
,/ you do not or cannot elect to treat the excepted financial 

arrangement as a finanCIal arrangement under section EH 25 

~ Yes 

Ignore L No I Do the accrual rules apply to I accrual rules. I I you? See sechon EH 21. 

Yes 

Calculate your 

~ 
Is this the Income year that you 

SPA under must calculate your base pnce 

Section EH 47. adjustment (SPA)? 
See sections EH 45 and EH 46. 

No 

Are you a cash baSIS person? 

f-:l See sections EH 27 to EH 30. 

Yes 

Did you apply a spreading Were you a cash basiS person 
method to your finanCial Yes in the Immediately preceding 

arrangement in the mmedlately income year? 

I 

preceding Income year? 

No No 
1 

You must make a cash 
basis adjustment under 

section EH 32. 

You do not need to use a I I 
You must apply one of the 

spreading method. spreading methods. 
See sections EH 34 to EH 37. 

This flowchart illustrates the process a person should follow to determine 
whether the accrual rules and the spreading methods apply. 
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"EH 21 Application of accrual rules 

"Persons to whom the accrual rules apply 
"( 1 ) The accrual rules apply to a person who is a party to a 

financial arrangement and who is a New Zealand 
resident. 

"Income and financial arrangements to which the 
accrual rules do not apply 

"(2) The accrual rules do not apply 
"(a) to the calculation of non-resident withholding 

income; 

"(b) to interest paid by the Commissioner under 
Part VII of the Tax Administration Act 1994 for 
an overpayment of income tax on or after the 
date that the Taxation (Accrual Rules and Other 
Remedial Matters) Act 1999 receives the Royal 
assent; 

"(c) to interest payable to the Commissioner under 
Part VII of the Tax Administration Act 1994 for 
an underpayment of income tax on or after the 
date that the Taxation (Accrual Rules and Other 
Remedial Matters) Act 1999 receives the Royal 
assent. 

"N on-residents 
"(3) The accrual rules do not apply to a non-resident who is 

a party to a financial arrangement, unless subsec
tion (4) applies, in which case the accrual rules apply. 

"Exception to subsection (3) 
"(4) The accrual rules apply to a person who is a party to a 

financial arrangement and who is 
"(a) not resident in New Zealand, to the extent that 

the financial arrangement relates to a business 
carried on by the person through a fixed estab
lishment in New Zealand; 

"(b) a trustee who is not resident in New Zealand, if 
the settlor of the trust is resident in New Zealand. 
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"Exception to subsection (4)(b) 
"(5) Subsection (4)(b) does not apply to a trustee to whom 

both section HH 4 (3) and HH 4 (6) apply. 

"Defined: accrual rules, business, Commissioner, financial arrangement, 
fixed establishment, income tax, New Zealand resident, non
resident, non-resident withholding income, person, resident in 
New Zealand, trustee 

"EH 22 Financial arrangelIlent defined 

"Definition 
"( 1 ) A financial arrangement is 

"(a) a debt or debt instrument, including a debt that 
arises by law; 

"(b) an arrangement (that may include a debt or debt 
instrument or an excepted financial arrange
ment) under which a person receives money in 
consideration for a person providing money to 
any person 
"(i) at a future time, or 
"(ii) when an event occurs in the future or does 

not occur (whether or not the event occurs 
because notice is or is not given). 

"E:xclusion-assignlIlents and defeasances 
"(2) An arrangement is not a financial arrangement for a 

person if, under the arrangement, the person 
"(a) disposes of some or all of the person's rights 

under another financial arrangement or an 
excepted financial arrangement absolutely, or 

"(b) defeases some or all of the person's obligations 
under another financial arrangement or an 
excepted financial arrangement under a legal 
defeasance and the defeasance requires another 
debtor to satisfy the existing obligations of the 
financial arrangement. 

"Deferral of consideration for assignlIlent or 
defeasance 

"(3) Despite subsection (2), an arrangement is a financial 
arrangement if all or part of the consideration for the 
assignment or defeasance is deferred. 
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"Excepted financial arrangement excluded 
"( 4) Despite subsection (1 )(b), an excepted financial 

arrangement is not itself a financial arrangement 
unless the excepted financial arrangement is part of 
another arrangement that satisfies subsection (I )(b). 

"Deji:ned: excepted financial arrangement, financial arrangement, legal 
defeasance, money, notice, person 

"EH 23 Excepted financial arrangement part of financial 
arrangement 

"Accrual rules do not apply 
"(I) Unless subsection (2) applies, if an excepted financial 

arrangement is part of a financial arrangement, an 
amount of income, gain, loss, or expenditure that is 
solely attributable to the excepted financial arrange
ment is not income or expenditure under the accrual 
rules. 

"Accrual rules apply 
"(2) An amount of income, gain, loss, or expenditure that is 

solely attributable to an excepted financial arrange
ment that is part of a financial arrangement and 
excepted under section EH 24 (I)(b), G), (1), (n), (p), (q), 
(t), or (u) is income or expenditure under the accrual 
rules. 

"Deji:ned: accrual nlles, excepted financial arrangement, financial 
arrangement 

"EH 24 Excepted financial arrangement defined 

"Definition 
"( 1 ) An excepted financial arrangement is 

"(a) an annuity for a term contingent upon human 
life or an annuity to which section CM 2 applies; 

"(b) unless subsection (2) aprlies, an agreement for 
the sale and purchase 0 property or services if 
"(i) all of a person's sales or purchases under the 

agreement for the sale and purchase of 
property or services are prepaid, and 
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"(ii) the total value of prepayments for all agree
ments under subparagraph (i) on every day 
in a particular income year is $50,000 or 
less; 

"(c) a bet on a 

"(d) 
"(e) 
"(f) 
"(g) 

"(i) race (as defined in section 2 of the Racing 
Act 1971); 

"(ii) sporting event under a sports-betting system 
established under Part VB of the Racing Act 
1971; 

"(iii) game of chance, lottery, or prize competi
tion (as those terms are defined in section 2 
of the Gaming and Lotteries Act 1 9 7 7); 

"(iv) New Zealand lottery or New Zealand prize 
competition (as those terms are defined in 
section 1 7 of the Gaming and Lotteries Act 
1977); 

a contract of insurance; 
an employment contract; 
a farm-out arrangement; 
a hire purchase agreement 
bloodstock; 

for livestock or 

"(h) an interest in a group investment fund; 
"(i) a lease that is not a finance lease; 
"G) a loan in foreign currency for the borrower if the 

borrower is a cash basis person and uses the loan 
for a private or a domestic purpose; 

"(k) a loan that is interest free, repayable on demand 
and denominated in New Zealand dollars, for the 
lender of the loan only; 

"(1) an option to acquire, sell, or dispose of property, 
other than an interest in a financial arrangement, 
for a person who becomes a party to the option 
for a private or a domestic purpose only; 

"(m) an interest in a partnership or a joint venture; 
"(n) a private or a domestic agreement for the sale 

and purchase of property or services; 
"(0) shares or an option to acquire or to sell shares, 

other than withdrawable shares, if the shares are 
acquired, or the person becomes a party to the 
option on or after the date that the Taxation 
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"(p) 

"(q) 
"(r) 

"(s) 
"( t) 
"(u) 

"(v) 
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(Accrual Rules and Other Remedial Matters) Act 
1999 receives the Royal assent; 
a short term agreement for the sale and purchase 
of rroperty or services, unless subsection (2) 
applies; 
a short term option, unless subsection (2) applies; 
a specified preference share to which 
section FZ 1 applies; 
a membership of a superannuation scheme; 
travellers' cheques, unless subsection (2) applies; 
a variable principal debt instrument if the total 
value, on every day in a particular income year, 
of all variable principal debt instruments to 
which a person is a party is $50,000 or less, 
unless subsection (2) applies; 
a warranty for goods or services. 

"Election to treat excepted financial arrangement as 
financial arrangement 

"(2) A financial arrangement that is an excepted financial 
arrangement under any of subsection (l)(b), (p), (q), (t), 
or (u) is not an excepted financial arrangement for the 
party to the arrangement who elects to treat it as a 
financial arrangement under section EH 25. 

"Change from a private or a domestic purpose 
"( 3) If a financial arrangement that is an excepted financial 

arrangement under any of subsection (1 )G), (1), or (n) 
stops being used by the person for a private or a 
domestic purpose, 

"Defined: 

"(a) the arrangement is not an excepted financial 
arrangement on and after the date it stops being 
used for a private or a domestic purpose, and 

"(b) the person is treated as becoming a party to the 
financial arrangement on that date, and 

"( c) the consideration for the financial arrangement is 
an arm's length amount. 

consideration, excepted financial arrangement, farm-out 
arrangement, finance lease, financial arrangement, group 
investment fund, hire purchase agreement, lease, person, pri
vate or domestic agreement for the sale and purchase of prop
erty or services, property, return of income, shares, short term 
agreement for the sale and purchase of property or services, 
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short term option, superarmuation scheme, variable principal 
debt instrument 

"EH 25 Election to treat certain excepted financial 
arrangements as financial arrangements 

"Election 
"(1) A person may elect to treat all excepted financial 

arrangements lUlder section EH 24 (l)(b), (p), (q), (t), or 
(u) as financial arrangements. 

"Election for short term agreements 
"(2) A person may elect to treat a class of short term 

agreements for the sale and purchase of property or 
services as financial arrangements. 

"Categorisation of a class 
"( 3) A class of short term agreements for the sale and 

b~chase of property or services must be categorised 

"(a) the currency that applies to the short term agree
ment, or 

"(b) the term of the short term agreement, or 
"(c) both the term and the currency that apply to the 

short term agreement. 

"How to elect 
"( 4) A person elects to treat their excepted financial 

arrangements as financial arrangements by returning 
income derived or expenditure incurred from the 
elected arrangements lUlder the accrual rules in their 
return of income. 

"Revocation of election 
"(5) A person may revoke their election by giving notice to 

the Commissioner. The revocation will apply to 
excepted financial arrangements entered into after the 
income year in which notice is given. 

"How to revoke 
"(6) A person must give notice to the Commissioner with 

their return of income and within the time that the 
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return must be fwnished under section 37 of the Tax 
Administration Act 1994. 

Commissioner, excepted financial arrangement, financial 
arrangement, income year, notice, person, return of income, 
short term agreement for the sale and purchase of property or 
services 

"EH 26 Relationship with rest of Act 

"Accrual rules override 
"( 1 ) Unless another provision specifies that income or 

expenditure from a financial arrangement must be 
determined differently, income or expenditure from a 
financial arrangement must be calculated and allo
cated under the accrual rules every income year. 

"Section outside this Division relevant to property 
transferred 

"(2) Subsection (3) applies if property is transferred under a 
financial arrangement and the property, or the consi
deration for the property, is relevant under a section of 
this Act, other than the accrual rules, to determining 
gross income or an allowable deduction of the person. 

"Property treated as transferred 
"( 3) For the purpose of the relevant section, the property is 

treated as having been transferred for its value as 
determined by applying the paragraphs of 
section EH 48 (3) in alphabetical order. 

"Defined: accrual rules, allowable deduction, financial arrangement, gross 
income, person, property, this Act 
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This note is intended to help you understand how the accrual 
rules work. 

If you are a cash basis person you may: 

• determine the income derived or expenditure incurred from 
your financial arrangement on a cash basis, using the rules 
outside Part EH, or 

• elect to use a spreading method. 

Either way, you must make a base price adjustment when your 
financial arrangement is sold, transferred, matures, or is 
remitted. 

If you are not a cash basis person, you must: 

• apply one of the spreading methods to determine and allo
cate the income derived or the expenditure incurred over the 
term of your financial arrangement, and 

• make a base price adjustment when your financial arrange-
ment is sold, transferred, matures, or is remitted. 

The main spreading method is the yield to maturity method. If 
certain conditions apply, you have a choice of using either the 
straight line or market valuation method. A flowchart and 
explanatory section is provided to help you work out which 
method to use. 
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"EH 27 Cash basis persons 

"Definition 
"( 1) A natural person who is a party to a financial arrange

ment is a cash basis person if 
"(a) the absolute value of the person's income and 

expenditure from financial arrangements calcu
lated under the accrual rules in that income year 
added together is $100,000 or less, or 

"(b) on every day in a particular income year the 
absolute value of each of the person's financial 
arrangements added together has a total value of 
$1,000,000 or less. 

"Formula to be applied 
"(2) A person to whom subsection (1) applies must apply 

the formula in subsection (4) to each financial arrange
ment to which the person is a party at the end of a 
particular income year. 

"Exception 
"(3) If the result of the formula for all of the person's 

financial arrangements added together is more than 
$40,000, the person is not a cash basis person. 

"Formula to determine whether exception applies 
"( 4) The formula is: 

"(accrual income - cash basis income) 
+ (cash basis expenditure - accrual expenditure) 

"where 

"accrual income is income derived under the 
accrual rules as if the person 
were required to use a 
spreading method for the 
period beginning on the date 
that the person becomes a 
party to the financial 
arrangement and ending on 
the last day of the income 
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"cash basis income 

"cash basis 
expenditure 

"accrual expenditure 

year for which the calcula
tion is made; 

is income derived by the per
son as if the person were a 
cash basis person for the 
period beginning on the date 
that the person becomes a 
party to the financial 
arrangement and ending on 
the last day of the income 
year for which the calcula
tion is made; 

is expenditure incurred by 
the person as if the person 
were a cash basis person for 
the period beginning on the 
date that the person 
becomes a party to the finan
cial arrangement and ending 
on the last day of the income 
year for which the calcula
tion is made; 

is expenditure incurred 
under the accrual rules as if 
the person were required to 
use a spreading method for 
the period beginning on the 
date that the person 
becomes a party to the finan
cial arrangement and ending 
on the last day of the income 
year for which the calcula
tion is made. 

"Calculation of accrual income 
"(5) When applying the formula in subsection (4), a person 

may use either the yield to maturity method under 
section EH 34 or the straight line method under 
section EH 35 to calculate accrual income, whether or 
not the person is entitled to use or has opted to use the 
method for their financial arrangement, or the person 
may use an alternative method approved by the 
Commissioner. 
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"Financial arrangements subject to Division 1 relevant 
"(6) For the purpose of subsections (1) to (3), a person must 

take into account financial arrangements to which 
Part EH Division 1 applies. 

"Valuation of financial arrangements 
"(7) For the purpose of subsection (1)(b), 

"(a) a fixed principal financial arrangement is valued 
at its face value, and 

"(b) a variable principal debt instrument is valued at 
the amount owing by or to the person under the 
arrangement, and 

"(c) a financial arrangement to which Part EH Divi
sion 1 applies is valued under that Division. 

"Commissioner may treat person as not being a cash 
basis person 

"(8) Despite subsections (1) and (2), the Commissioner may 
treat a natural person as not being a cash basis person 
for a class of financial arrangements if any person has 
structured and promoted the class of financial arrange
ments to postpone an income tax liability. 

"Defined: absolute value, accrual rules, cash basis person, financial 
arrangement, fixed principal financial arrangement, income tax 
liability, person, variable principal debt instrument 

READER'S NOTE 

Even if you are a cash basis person, you must calculate a base 
price adjustment when your financial arrangement is sold, 
transferred, matures, or is remitted. See sections EH 45 to 
EH47. 

"EH 28 Cash basis person rules for trustees 

"Trustee is not a cash basis person 
"( 1) Subject to section EH 29, a person who, as a trustee, 

incurs expenditure under a financial arrangement or is 
a party to a financial arrangement that produces trus
tee income or beneficiary income under the trust rules 
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or sections HI 1 to HI 5 is not a cash basis person for 
the financial arrangement. 

"Incom.e disregarded 
"(2) For the purpose of section EH 27, income from a 

financial arrangement that is trustee income or bene
ficiary income under the trust rules or sections HI 1 
to HI 5 and the value of the financial arrangement 
producing that income are both disregarded. 

"Expenditure disregarded 
"( 3) For the purpose of section EH 27, expenditure 

incurred by a trustee under a financial arrangement 
and the value of the financial arrangement under 
which that expenditure is incurred are both 
disregarded. 

"Exception does not apply to a bare trust 
"( 4) Subsections (1) to (3) do not apply to a financial 

arrangement entered into by a bare trust, or to income 
derived or expenditure incurred under the financial 
arrangement. A beneficiary of the bare trust is treated 
as a party to the financial arrangement and derives 
income or incurs expenditure to the extent of the 
beneficiary's share of the beneficial interest in the 
financial arrangement. 

"Defined: beneficiary income, cash basis person, financial arrangement, 
person, trust rules, trustee, trustee income 

"EH 29 Estates of deceased cash basis persons 

"Trustee of deceased person's estate is a cash basis 
person 

"(1) A trustee of a deceased person's estate, whether or not 
a natural person, is a cash basis person for financial 
arrangements to which the estate is a party in the 
income year of death and in each of the 4 immediately 
succeeding income years if 
"(a) the deceased was a cash basis person at the time 

of his or her death, and 
"(b) the estate otherwise meets the requirements of 

section EH 2 7 . 
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"Estate no longer a cash basis person 
"(2) An estate that ceases to be a cash basis person during 

the income year of death or during the 4 immediately 
succeeding income years cannot requalify. 

"De.fin.ed: cash basis person, financial arrangement, income year, trustee 

"EH 30 Cash basis person rules for partnerships 

"A pplication 
"( 1) Subsection (2) applies to a partnership that is a party to 

a financial arrangement and that is required to make a 
joint return of income under section 42 (1) of the Tax 
Administration Act 1994. 

"Treatment of partners 
"(2) For the purpose of section EH 27, a partner in the 

partnership 
"(a) is a party to a financial arrangement to the 

extent of the partner's share in the financial 
arrangement, and 

"(b) derives income from, or incurs expenditure 
under the financial arrangement to the extent of 
the partner's share in the gross income or expen
diture of the partnership. 

"De.fin.ed: financial arrangement, gross income, return of income 

"EH 31 Election to use spreading method 

"Election 
"( 1) A cash basis person may elect to use a spreading 

method by including the income or expenditure allo
~ated under the spreading method in their return of 
mcome. 

"Cash basis adjustment required 
"(2) A cash basis person must make a cash basis adjust

ment under section EH 32 (4) in the income year in 
which the person elects to use a spreading method, as 
if the person had stopped being a cash basis person, 
unless subsection (4) applies. 
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"N 0 election allowed in income year base price adjust
ment required 

"(3) A cash basis person cannot elect to use a spreading 
method for a financial arrangement in the income 
year that the person must calculate a base price adjust
ment for the arrangement. 

"Cash basis adjustment not required 
"( 4) A person who becomes a cash basis person in an 

income year and who elects to continue using a 
spreading method in that income year must not make 
a cash basis adjustment. 

"Effect of election 
"(5) A person who makes an election must use a spreading 

method for all financial arrangements to which the 
person is a party at the time of election, and for all 
~nancial arrangements entered into in a subsequent 
mcome year. 

"Defined: cash basis person, financial arrangement, income year, person, 
return of income, spreading method 

"EH 32 Cash basis adjustment 

"Cash basis adjustment required 
"(1) Subject to section EH 31 (4), a person who becomes, or 

stops being, a cash basis person during an income year 
must make a cash basis adjustment to a financial 
arrangement the person is a party to at the end of the 
income year and was a party to at the end of the 
immediately preceding income year. 

"Exception 
"(2) A person who becomes a cash basis person must not 

make the cash basis adjustment to a financial arrange
ment that is already being accounted for on a cash 
basis. 

"Exception 
"(3) A person who stops being a cash basis person must not 

make the cash basis adjustment to a financial arrange
ment that is already subject to a spreading method. 
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"Cash basis adjustIDent calculation 

"( 4) The cash basis adjustment is calculated usmg the 
fonnula: 

"adjusted income - adjusted expenditure - prior income 
+ prior expenditure 

"where 

"adjusted income 

"adjusted 
expenditure 

IS, 

"(a) for a person who becomes 
a cash basis person, the 
total amount that would 
have been income derived 
by the person from the 
financial arrangement as if 
the person were a cash 
basis person for the period 
beginning on the date the 
person became a party to 
the financial arrangement 
and ending on the last day 
of the income year in 
which this calculation is 
made, and 

"(b) for a person who stops 
being a cash basis person, 
the total amount that 
would have been income 
derived by the person from 
the financial arrangement 
under the accrual rules for 
the period beginning on 
the date the person 
became a party to the 
financial arrangement and 
ending on the last day of 
the income year in which 
this calculation is made; 

IS, 

"(a) for a person who becomes 
a cash basis person, the 
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"prior income 

"prior expenditure 

total amount of expendi
ture that a cash basis per
son would have incurred 
under the financial 
arrangement for the period 
beginning on the date the 
person became a party to 
the financial arrangement 
and ending on the last day 
of the income year in 
which this calculation is 
made, and 

"(b) for a person who stops 
being a cash basis person, 
the total amount of expen
diture that would have 
been incurred under the 
financial arrangement by 
applying the accrual rules 
for the period beginning on 
the date the person 
became a party to the 
financial arrangement and 
ending on the last day of 
the income year in which 
this calculation is made; 

IS the total amount of gross 
income of the person from the 
financial arrangement in all pre
vious income years before the 
income year in which this calcu
lation is made; 

is the total amount of expendi
ture incurred by the person 
under the financial arrangement 
in all previous income years 
before the income year in which 
this calculation is made. 

"Result of adjustment is income or expenditure 
"( 5) The result of the cash basis adjustment is, 

"(a) if a positive amount, income derived by the per
son in the income year, and 
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"(b) if a negative amount, expenditure incurred by 
the person in the income year. 

"Adjustment only is taken into account 
"(6) In the income year in which the cash basis adjustment 

is made to a financial arrangement, a person must 
only take into account the income derived or expendi
ture incurred as a result of the adjustment for the 
financial arrangement. 

"Person not a cash basis person if adjustment not 
made 

"(7) If a person would be a cash basis person but does not 
make a cash basis adjustment for a financial arrange
ment the person is not treated as a cash basis person 
for the financial arrangement. 

"Defined: cash basis person, financial arrangement, gross income, income 
year, person 
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EH 33 Which Spreading Method to Use 

SPREADING METHODS --

You may use either method. outlined In Box A and Box B, If you satisfy the 
legislative criteria Otherwise, you must apply section EH 34 A. I 

T B 

Can you use Can you use the Can you use 
You may ~ the straight line 

~ 
Yield to maturity 

~ the market N Youmay I 
useSL method under method under valuation use MV. 

section EH 35? secllon EH 34? method under 
(SL) (YTM) seelion EH 36? 

yJ I No 

(MV) 

~ ~ 

r 
You must use YTM or you 

I I 
Is there a 

I 
may use an alternative deterrmnabon? 
under sechon EH 34 

~ /NO 

... 
You must use a Do you meet 

determination under the crltena of 
secllon EH 38 (1), or an seellon EH 39? 
alternative under section 

EH 38 (2) Yes 

~ I 
You must use a method I Do you meet I 

that complies With the cnterla of 
section EH 39 secllon EH 40? 

~ 
Yes I ~ 

You must use a method You should apply to the 
that complies With Commissioner for a 

seellon EH40 determrnabon under 
secllon 90AC of the Tax 

Admlnlstrabon Act 1994. 

This flowchart illustrates the process a person should follow to determine which spreading 
method to use. 
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"EH 33 Which spreading method to use 

"Allocate income or expenditure using 
method 

a spreading 

"( 1) Unless it is the income year in which a person must 
calculate their base price adjustment, a person must 
allocate, for each financial arrangement, an amount of 
income or expenditure to each mcome year by using 
one of the spreading methods. 

"Amounts to be taken into account for allocation 
"(2) To allocate income or expenditure to an income year, 

a person must have regard to 
"(a) consideration paid or to be paid to the person in 

relation to the financial arrangement, and 
"(b) consideration paid or to be paid by the person in 

relation to the financial arrangement, and 
"( c) an amount remitted or to be remitted by the 

person under the financial arrangement, and 
"(d) an amount that would have been payable to the 

person if it had not been remitted by law. 

"Amount allocated is income or expenditure 
"( 3) An amount allocated to an income year is 

"(a) income derived by the person in the mcome 
year, or 

"(b) expenditure incurred by the person in the 
income year. 

"Application of spreading methods limited 
"(4) This section does not apply 

"(a) to a cash basis person, unless the person elects 
under section EH 31, or 

"(b) to a trustee who would be a cash basis person if 
they were a natural person and who holds a 
financial arrangement in trust to manage com
pensation paid for personal injury under 
"(i) the Workers Compensation Act 1956, or 
"(ii) the Accident Compensation Act 1972, or 
"(iii) the Accident Compensation Act 1982, or 
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"Defined: 

"(iv) the Accident Rehabilitation and Compensa
tion Insurance Act 1992, or 

"(v) a court order. 

cash basis person, consideration, financial arrangement, income 
year, person, spreading method, trustee 

"EH 34 Yield to maturity method 

"Yield to maturity method 

"( 1) Subject to sections EH 35 and EH 36, a party to a 
financial arrangement must use the yield to maturity 
method to allocate an amount of income or expendi
ture to each income year of the financial arrangement 
unless the Commissioner accepts an alternative 
method. 

"Alternative method 

"(2) A person may use an alternative method to the yield 
to maturity method if the method 

"(a) has regard to the principles of accrual account
ing, and 

"(b) conforms with commercially acceptable practice, 
and 

"(c) is consistently applied by the person to the same 
or similar financial arrangements for financial 
reporting purposes, unless section EH 42 applies, 
and 

"(d) results in allocated amounts that are not materi
ally different from those that would have been 
allocated using the yield to maturity method. 

"Commissioner to accept alternative method 

"(3) The Commissioner must accept only an alternative 
method that complies with subsection (2). 

"Defined: Commissioner, financial arrangement, income year 
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"EH 35 Straight line method 

"Straight line method 

"( 1) A person who, on every day in a particular income 
year, is a party to financial arrangements that have a 
total value of $1,500,000 or less may use the straight 
line method. 

"Allocation of amounts 

"(2) A person must use the straight line method to allocate 
an amount of income or expenditure to each income 
year of a financial arrangement. 

"Consistency requirements 

"(3) If the straight line method can be applied to a financial 
arrangement, the person must use the straight line 
method 

"(a) for all financial arrangements to which the per· 
son is a party during the income year, and 

"(b) over the term of each financial arrangement until 
the financial arrangement is subject to a base 
price adjustment, unless the Commissioner 
authorises otherwise in writing. 

"Total value may exceed $1,500,000 

"(4) For the purpose of subsection (3)(b), the total value of 
the financial arrangements may exceed $1,500,000 in 
a subsequent income year. 

"Financial arrangements subject to Division 1 relevant 

"(5) For the purpose of subsection (1), a person must take 
into account financial arrangements to which Part EH 
Division 1 applies. 

"Valuation of financial arrangements 

"(6) For the purpose of subsection (1), 
"(a) a fixed principal financial arrangement is valued 

at its face value, and 

"(b) a variable principal debt instrument's value is the 
amount owing by or to the person under the 
arrangement on the relevant day, and 
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"(c) a financial arrangement to which Part EH Divi
sion 1 applies is valued under that Division. 

"De.fi:ned: Commissioner, financial arrangement, fixed principal financial 
arrangement, income year, person, variable principal debt 
instrument 

"EH 36 Mark.et valuation method 

" Application 

"( 1 ) This section applies to a person 

"(a) who has a business that includes dealing in finan
cial arrangements but only for financial arrange
ments in which the person deals, or 

"(b) who has a financial arrangement that is a for
ward contract for foreign exchange, a futures 
contract, or an exchange traded option. 

"Section does not apply 

"(2) This section does not apply if both parties to the finan
cial arrangement are associated persons. 

"Mark.et valuation method 

"(3) A person may apply a method that has regard to 
market valuation if 

"(a) the method conforms with commercially accept
able practice, and 

"(b) the method is consistently applied by the person 
to the same or similar financial arrangements for 
financial reporting purposes, unless section 
EH 42 applies, and 

"(c) either 

"(i) the Commissioner has approved the market, 
the method, and the source of information, 
to determine market values by a determina
tion made under section 90AC (l)(c) of the 
Tax Administration Act 1994, or 

"(ii) the person can demonstrate market pnces 
that are reliable. 
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"Consistent use of method 

"( 4) A person must use the market valuation method over 
the term of each financial arrangement until the finan
cial arrangement is subject to a base price adjustment, 
unless the Commissioner authorises otherwise in 
writing. 

"Defined: associated person, business, Commissioner, financial arrange
ment, forward contract, futures contract, person 

READER'S NOTE 

A person who applies the market valuation method must keep 
records that demonstrate market value under section 2 2A of 
the Tax Administration Act 1994 or use a market that has been 
approved by the Commissioner under section 90AC (l)(c) of that 
Act. 

"Other spreading methods 

"EH 37 Other spreading methods 

"If a person cannot use the yield to maturity method 
and does not or cannot choose to use either the 
straight line method or the market valuation method, 
the person must allocate an amount of income or 
expenditure to each income year of a financial 
arrangement by applying section EH 38, EH 39, 
or EH 40. 

"De fined: financial arrangement, income year, person 

"EH 38 Method prescribed by determination or 
alternative 

"Method prescribed by determination 

"( 1) A person must use a method prescribed by the Com
missioner for the financial arrangement in a determi
nation made under section 90AC (1)(d) of the Tax 
Administration Act 1994 unless the Commissioner 
accepts an alternative method. 
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"(2) Even if a method has been prescribed by the Commis
sioner under a determination, a person may use an 
alternative method to the determination if the method 
"(a) has regard to the principles of accrual account-

ing, and 
"(b) conforms with commercially acceptable practice, 

and 
"(c) is consistently applied by the person to the same 

or similar financial arrangements for financial 
reporting purposes, unless section EH 42 applies, 
and 

"(d) results in allocated amounts that are not materi
ally different from those that would be allocated 
using the method prescribed in the determina
tion made for subsection (1). 

"Commissioner to accept alternative method 
"(3) The Commissioner must accept only an alternative 

method that complies with subsection (2). 

"De.fined: Commissioner, financial arrangement, person 

"EH 39 Method if no determination 
"If a determination has not been made under section 

90AC (l)(d) of the Tax Administration Act 1994, the 
person must apply a method that 
"(a) conforms with commercially acceptable practice, 

and 
"(b) results in an amount being allocated to each 

income year in accordance with section EH 20, 
and 

"(c) is consistently applied by the person to the same 
or similar financial arrangements for financial 
reporting purposes, unless section EH 42 applies. 

"De.fined: financial arrangement, income year 

"EH 40 Default method 
"A person who cannot apply a method set out in 

section EH 38 or EH 39 must apply a method that 
conforms with commercially acceptable practice and 
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that results in an amount being allocated to each 
income year in accordance with section EH 20 if 

"(a) the person does not prepare financial accounts, 
or 

"(b) the person does not report the income derived or 
expenditure incurred under a financial arrange
ment for financial reporting purposes. 

"Dejined: financial arrangement, income year, person 

"Consistent use 0/ spreading methods 

"EH 41 Consistent use of spreading methods 

"Subject to sections EH 42 and EH 43, a person must 
use the same spreading method for the same or similar 
financial arrangements and for each income year. 

"Dejined: financial arrangement, income year, person, spreading method 

"EH 42 Consistent application for financial reporting 
purposes 

"Exceptions to consistency 

"( 1) A person who does not apply a method to the same or 
similar financial arrangements consistently for finan
cial reporting purposes, will nevertheless be treated as 
applying the method consistently if the method 
applied 

"(a) appropriately reflects the dominant purpose for 
which the person entered into the financial 
arrangement, and 

"(b) is consistently applied to the particular financial 
arrangement, or each financial arrangement that 
is the same or similar, for every income year 
during its term, and 

"(c) is not adopted for the purpose of tax avoidance, 
and 

"(d) has been approved by the Commissioner for use 
in circumstances applying to the taxpayer. 
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"(2) The Commissioner may approve the method either by 
giving notice to the taxpayer or by making a determi
nation under section 90AC (1 )(f) of the Tax Administra
tion Act 1994. 

"Commissioner's approval of change in method 

"(3) 

"Defined: 

Subsection (1 )(b) is satisfied if the Commissioner 
approves a change in method under the circumstances 
or conditions specified in a determination made under 
section 90AC (1 )(g) of the Tax Administration Act 1994. 

Commissioner, financial arrangement, income year, notice, per
son, tax avoidance, taxpayer 

"EH 43 Change of spreading methods 

"Change of methods allowed 

"(1) Subject to sections EH 35 (3) and EH 36 (4), a person 
who has a sound commercial reason for changing 
spreading methods, other than the reduction, deferral 
or advancement of a tax liability, may use a new 
method. 

"Transitional adjustment required 

"(2) A person who changes methods must calculate a tran
sitional adjustment under section EH 44 in the income 
year in which the person changes methods and return 
the resulting income or expenditure. 

"Defined: income year, person, spreading method 

READER'S NOTE 

A person who changes methods must keep a record of the 
reason for the change under section 22A of the Tax Adminis
tration Act 1994. 
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"EH 44 Transitional adjustment when methods changed 

"Application 
"( 1) Subsection (2) applies to the calculation of income or 

expenditure for financial arrangements the person is a 
party to at the end of the income year in which a 
person changes their spreading method if the person 
was a party to those financial arrangements at the end 
of the immediately preceding income year. 

"Transitional adjustment calculation 
"(2) A person must calculate income or expenditure for the 

income year using the formula: 

"income (new method) - expenditure (new method) 
- income (old method) + expenditure (old method) 

"where 
". mcome 

(new method) 

" expenditure 
(new method) 

". mcome 
(old method) 

is the total amount that would 
have been income derived by the 
person from the financial arrange
ment if the new method had been 
applied to the financial arrange
ment for the period beginning on 
the date the person became a 
party to the financial arrangement 
and ending on the last day of the 
income year in which this calcula
tion is made; 

is the total amount that would 
have been expenditure incurred by 
the person from the financial 
arrangement if the new method 
had been applied for the period 
beginning on the date the person 
became a party to the financial 
arrangement and ending on the 
last day of the income year in 
which this calculation is made; 

is the total amount of income 
derived by the person from the 
financial arrangement in all pre
vious income years before the 
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income year in which this calcula
tion is made; 

" expenditure 
(old method) 

is the total amount of expenditure 
incurred by the person from the 
financial arrangement in all pre
vious income years before the 
income year in which this calcula
tion is made. 

"Result of adjustment is income or expenditure 

"(3) An amount calculated under subsection (2) is 

"(a) if a positive amount, income derived by the per
son in the income year, and 

"(b) if a negative amount, expenditure incurred by 
the person in the income year. 

"Adjustment only is taken into account 

"(4) In the income year in which the transitional adjust
ment is made to a financial arrangement, a person 
must take into account only the income derived or 
expenditure incurred as a result of the adjustment for 
the financial arrangement. 

"Defined: financial arrangement, income year, person, spreading method 

"Base price adjustment 

"EH 45 Base price adjustment-timing 

"When base price adjustment required 

"( 1) Unless section EH 46 applies, a person, including a 
cash basis person, must calculate a base price adjust
ment that represents their position 

"(a) on the date that the person sells or transfers the 
financial arrangement, or 

"(b) on the date that their financial arrangement 
matures, or 

"(c) on the date that the person who is a party to a 
financial arrangement ceases to be a resident in 
New Zealand, or 
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on the date that their debt is sold at a discount to 
a person associated with the debtor under the 
circumstances described in section EH 53, or 
on the date that a party to a financial arrange
ment is discharged from making all remaining 
payments under the financial arrangement with
out fully adequate consideration, or 
on the date that a party to a financial arrange
ment is released from making all remaining pay
ments under the financial arrangement by opera
tion of the Insolvency Act 1967, the Companies 
Act 1955, the Companies Act 1993, or the laws 
of a country or territory other than New Zealand, 
or by a deed or agreement of composition with 
its creditors, or 
on the date that all remaining payments under a 
financial arrangement become irrecoverable or 
unenforceable through the lapse of time. 

"Financial arrangement treated as matured 
"(2) If a financial arrangement has not matured because an 

amount has not been paid, and the amount not paid is 
immaterial, and the financial arrangement has been 
structured to avoid the application of section EH 4 7 , 
the financial arrangement is treated as if it had 
matured. 

"A pplication to assignor of absolute assignment 
"(3) An assignor must calculate a base price adjustment 

that represents the assignor's position on the date that 
the person assigns all of their rights under a financial 
arrangement absolutely. 

"Application to defeasor of legal defeasance 
"( 4) A defeasor must calculate a base price adjustment that 

represents the defeasor's position on the date that all 
of the defeasor's obligations under a financial arrange
ment are legally defeased. 

"Application to trustee of deceased person's estate 
"( 5) A trustee of a deceased person's estate must calculate 

a base price adjustment representing the position 
"(a) on the date of the person's death, and 



1999, No. 59 Taxation (Accrual Rules and Other 
Remedtal Matters) 

575 

"(b) on the date the trustee distributes a financial 
arrangement to a residuary beneficiary or a 
specific legatee. 

"De.fined: amount, financial arrangement, legal defeasance, matures, per
son, resident in New Zealand, trustee 

"EH 46 Base price adjustment-exceptions 

"Cash basis person who stops being New 
resident 

Zealand 

"( 1) A cash basis person who stops being a New Zealand 
resident before the first day of the 4th income year 
succeeding the income year in which the person first 
became a New Zealand resident must not calculate a 
base price adjustment for all financial arrangements to 
which the person was a party before first becoming a 
New Zealand resident and is still a party to on the date 
that the person stopped being a New Zealand resident. 

"Financial arrangement relates to a business carried 
on through a fixed establishment 

"(2) A person who stops being a New Zealand resident 
must not calculate a base price adjustment to the 
extent that the financial arrangement relates to a busi
ness carried on by that person through a fixed estab
lishment in New Zealand. 

"Legal defeasances 
"(3) A person who has a right to receive money under a 

financial arrangement that has been legally defeased 
must not calculate a base price adjustment on the date 
of the defeasance if the defeasance requires another 
debtor to satisfy the existing obligations of the finan
cial arrangement. 

"De.fined: business, financial arrangement, fixed establishment, legal 
defeasance, money, New Zealand resident 
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"EH 47 Base price adjustment-calculation 

"Base price adjustment calculation 
"( 1 ) A base price adjustment for a financial arrangement is 

calculated for the income year in which section EH 45 
applies to a person using the formula: 

"consideration - income + expenditure 
+ amount remitted 

"where 
"consideration 

". mcome 

" expenditure 

"amount 
remitted 

is the consideration paid or payable 
to the person less the consideration 
paid or payable by the person; 
IS 

"(a) income derived by the per
son from the financial 
arrangement in previous 
income years, and 

"(b) dividends within the mean
ing of section CF 2 (1 )(b) or 
section CF 2 (l)(k), and 

"(c) gross income derived under 
section DC 2 (1); 

is expenditure incurred by the per
son under the financial arrange
ment in previous income years; 
is an amount that is not included in 
the consideration paid or payable 
to the person, because it has been 
remitted 
"(a) by the person, or 
"(b) by law. 

"Result of adjustment is income or expenditure 
"(2) If the result of the base price adjustment 

"(a) is a positive amount, the result is income derived 
by the person in the income year, and 

"(b) is a negative amount, the result is expenditure 
incurred by the person in the income year. 

"Income reduced 
"(3) A positive amount under subsection (2) (a) is not 

income derived to the extent that the amount arises 
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from expenditure incillTed by the person under the 
financial arrangement in previous income years and 
for which a deduction was not allowed in those income 
years. 

"Deductibility of expenditure 

"(4) A negative amount under subsection (2) (b) is deducti
ble to the extent that the amount arises from income 
derived by the person under the financial arrangement 
in previous income years and the person is not allowed 
a deduction other than under this subsection. 

"Defined: ~mount, consideration, financial arrangement, gross income, 
mcome year, person 

"EH 48 Consideration 

"Defined 

"(1) In sections EH 24 (3)(c), EH 33 (2), and EH 47 (1), 
'consideration' means all consideration paid or 
received, ignoring non-contingent fees, unless either 
section EH 49 (1), EH 49 (2), CD 11, CD 13 (3), or 
CD 13 (4) apply, in which case 'consideration' means 
the amount determined under that section. 

"Consideration includes property or services 

"(2) For an original party to an agreement for the sale and 
purchase of property or servIces or a specified option, 
not being an agreement or an option that has lapsed 
or does not proceed, a finance lease or a hire purchase 
agreement, the consideration for the property or ser
vices is determined by applying subsection (3)(a) to (d) 
in alphabetical order until a paragraph applies. 

"Value of property or services 

"( 3) The value of the property or services is 

"(a) the lowest price (determined under section OB 7, 
if the consideration payable is denominated in a 
foreign currency) the parties would have agreed, 
on the date the agreement was entered into or 
the specified option was granted, if payment was 
required in full at the time the first right in the 
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contracted property was transferred or the ser
vices provided, or 

"(b) the cash price of the property or services to 
which the agreement relates, as determined by 
section 2 (1) of the Credit Contracts Act 1981, if 
that Act applies to the agreement, or 

"(c) the future value, discounted value, or a combina
tion of both the future and discounted values of 
the amounts paid or payable on the date the first 
right in the contracted property is transferred or 
the services are provided, as determined by the 
Commissioner under a determination made 
under section 90AC (1 )(i) of the Tax Administra
tion Act 1994, or 

"(d) the amount determined by the Commissioner, if 
either party to the arrangement applies to the 
Commissioner for a specific determination, and 
both parties must apply this amount. 

"Lowest price exclusion 
"(4) Subsection (3)(a) does not apply to an agreement for 

the sale and purchase of property or services that is 
part of another financial arrangement. 

"Installation costs included 
"(5) For a finance lease or a hire purchase agreement, 

'consideration' includes the amount of all expenditure 
or loss incurred by the lessor in preparing and install
ing the lease asset or hire purchase asset for use to the 
extent that the amount is not taken into account under 
subsection (3). 

"Sale of proceeds of debt included 
"(6) When a person determines the consideration payable 

by the person under section EH 47, the' consideration' 
for a debt that is sold at a discount to a person associ
ated with the debtor under the circumstances 
described in section EH 53 includes the amount paid 
by the person associated with the debtor. 

"Repayment of legally defeased debt 
"(7) For a creditor to whom section EH 46 (3) applies, 

'consideration' includes amounts received under the 
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financial arrangement as if the legal defeasance had 
not occurred. 

"Transfers at lDarket value 
"( 8 ) For the purpose of section EH 45 (5) and for a financial 

arrangement that is distributed in specie, 'considera
tion' is the financial arrangement's market value. 

"Defined: agreement for the sale and purchase of property or services, 
amount, Commissioner, finance lease, financial arrangement, 
hire purchase agreement, hire purchase asset, lease asset, non· 
contingent fee, person, property, right in the contracted prop· 
erty, specified option 

"Termination 0/ financial arrangements in certain circumstances 

"EH 49 Sale for no consideration or for consideration 
less than lDarket price 

"Financial arrangement treated as sold and realised at 
lDarket price 

"( 1) A financial arrangement is treated as having been sold 
or transferred and realised at its market price on the 
date of its sale or transfer if the sale or transfer, includ
ing a transfer by way of distribution to shareholders, is 
not for monetary consideration or is for a considera
tion that is less than the market price of the financial 
arrangement, and 
"(a) the transferor purchased the financial arrange

ment to sell or dispose of it, or 
"(b) the transferor's business includes dealing in the 

financial arrangements. 

"Commissioner to deterlDine price if no market price 
"(2) If there is no market price, the financial arrangement 

is treated as having been sold and realised at the price 
the Commissioner determines. 

"Application of subsection (4) 
"(3) Subsection (4) applies if a person sells or transfers an 

arrangement for a consideration influenced by 
"(a) the decline in the other person's creditworthiness 

between the date the financial arrangement was 
entered into and the date of sale or transfer, or 
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"(b) an increase in the possibility that the other per
son would not meet an obligation under the 
financial arrangement between the date the 
financial arrangement was entered into and the 
date of sale or transfer, or 

"(c) an event that occurred which reduced or can
celled the other person's obligations under the 
financial arrangement. 

"Amounts treated as payable if financial arrangement 
sold or transferred in certain circumstances 

"(4) Despite subsections (1) and (2), for the purpose of cal
culating the base price adjustment, a person is treated 
as receIving all amounts that would be payable if the 
consideration were not influenced by a factor listed in 
subsection (3)(a) to (c). 

"Application of subsection (4) limited 

"(5) Subsection (4) does not apply if the person's business 
includes holding or dealing in financial arrangements 
of that class, and the parties to the financial arrange
ment are not associated persons. 

"Defined: associated person, business, Commissioner, financial arrange· 
ment, person, shareholder 

"EH 50 Non-residents 

"Transfer at market value 

"( 1 ) If a person who is a party to a financial arrangement 
ceases to be resident in New Zealand, the financial 
arrangement is treated as having been transferred at 
its market value on that date. 

"Dates of acquisition and disposal 

"(2) If a non-resident becomes a party or stops being a 
party to a financial arrangement for the purpose of a 
business carried on through a fixed establishment in 
New Zealand, the person IS treated as having 

"(a) acquired the financial arrangement on the date 
the person becomes a party to the financial 
arrangement for that purpose; 
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"(b) disposed of the financial arrangement on the 
date the person stops being a party to the finan
cial arrangement for that purpose. 

"Consideration is an arm's length amount 
"( 3) The consideration for the acquisition or disposal under 

subsection (2) is the consideration that might reason
ably be expected if the acquisition or disposal were 
made at arm's length. 

"Defined: business, consideration, financial arrangement, fixed establish
ment, non-resident, person, resident in New Zealand 

"EH 51 Amounts paid in certain circumstances 
"In determining the income or expenditure under the 
base price adjustment in section EH 4 7, an amount 
owing under a financial arrangement is treated as paid 
by the person on the date the person is released from 
the obligation to make a payment 
"(a) under a financial arrangement by section 114 of 

the Insolvency Act 1967, or 
"(b) under an Inland Revenue Act, whether or not the 

relief arises through remission, waiver, or cancel
lation, or 

"( c) under a social assistance suspensory loan. 

"Defined: amount, financial arrangement, Inland Revenue Acts, person 

"Rules for debts 

"EH 52 Forgiveness of debt 

"Amount treated as paid at time of forgiveness 
"( 1 ) In determining the income or expenditure under the 

base price adjustment in section EH 4 7, an amount 
owing- under a debt, including an amount accrued and 
unpald at the time of the forgiveness is treated as paid 
when forgiven if 
"(a) the creditor is a natural person who forgives the 

debt, whether in a will or otherwise, because of 
the natural love and affection the creditor has for 
the debtor, or 
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"(b) the creditor is a natural person who forgives the 
debt owing by a trust, whether in a will or other
wise, and the trust was established primarily to 
benefit 
"(i) a natural person for whom the creditor has 

natural love and affection, or 
"(ii) an organisation or a trust whose income is 

exempt under section CB 4 (l)(c) or (e), or 
"(iii) a natural person that meets subparagraph (i) 

and an organisation or a trust that meets 
sub paragraph (ii). 

"A pplication 
"(2) Subsection (3) applies when a trustee makes a distribu

tion to a beneficiary that is neither 
"(a) a natural person for whom the creditor has natu

ral love and affection, nor 
"(b) an organisation or a trust whose income IS 

exem pt under section CB 4 (1)( c) or (e). 

"Distributed amounts are gross income of trustee 
"( 3) A distribution to the beneficiary is gross income 

derived by the trustee 
"(a) in the income year in which the distribution is 

made, and 
"(b) to the extent that the distribution is less than or 

equal to the total amount of debts forgiven by 
creditors. 

"Total amount of debts forgiven defined 
"(4) For the purpose of subsection (3), the total amount of 

debts forgiven by creditors is reduced by the amount 
of each distribution that is gross income derived by the 
trustee. 
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A trustee to whom section EH 52 applies must keep under 
section 22B of the Tax Administration Act 1994 records of 
amounts forgiven and amounts distributed to the trust's 
beneficiaries. 

"EH 53 Sale of debt to associate of debtor 

" Application 

"(1) This section applies to a financial arrangement that is a 
debt which is sold at a discount to a person associated 
with the debtor. 

"Requirements for debt to be sold at a discount 

"(2) A creditor is treated as having sold a debt at a discount 
if the debt is sold to a person associated with the 
debtor for 80% or less of the market value of the debt. 

"Application of subsection (4) 

"(3) Subsection (4) applies to a debt that is sold if its market 
value was influenced by 

"(a) the decline in the original debtor's creditworthi
ness between the date the debt was entered into 
and the date of sale, or 

"(b) an increase in the possibility that the original 
debtor would not pay an amount owing under 
the debt between the date the debt was entered 
into and the date of sale, or 

"(c) an event that occurred which reduced or can
celled the original debtor's obligations under the 
debt. 

"Debt to be valued at market 

"(4) For the purpose of subsection (2), a debt's market 
value is determined as if its market value were not 
influenced by a factor listed in subsection (3)(a) to (c). 
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"Meaning of 'associated person' 
"(5) For the purpose of subsection (2), 'associated person' 

has the meaning set out in section OD 8 (3). 

"Loan to debtor 
"(6) If a debt is sold at a discount to a person associated 

with the debtor, the associated person is treated as 
having provided the debtor with an interest free loan 
for the amount paid for the debt. 

"Gross income or allowable deduction 
"(7) If the debtor subsequently repays the person associ

ated with the debtor more than the amount the associ
ated person paid for the debt, the excess amount paid 
by the debtor is 

"De.fin.ed: 

"(a) an allowable deduction to the debtor, and 
"(b) gross income of the person associated with the 

debtor. 

allowable deduction, associated person, financial arrangement, 
gross income, person 

"Allowable deductions 

"EH 54 Allowable deductions-bad debts 

"Deduction for bad debt--general 
"( 1 ) A person is allowed a deduction under this section for 

an amount written off as a bad debt from a financial 
arrangement only if section DJ l(a)(iii) and (iv) is 
satisfied. 

"Deduction limited 
"(2) A person is allowed a deduction to the extent that 

"(a) the person derives gross income from the finan
cial arrangement, and 

"(b) the amount written off is attributable to the 
income. 

"Deduction for bad debt-dealers 
"(3) A person is allowed a deduction for an amount written 

off as a bad debt from a financial arrangement (if a 
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deduction is not allowed under subsection (2)) if the 
person 
"(a) carries on a business that includes holding or 

dealing in financial arrangements that are the 
same or similar, and 

"(b) is not associated with the person owing the 
amount written off. 

"Deduction if financial arrangement is an agreement 
for sale and purchase of property or services 

"( 4) A person is allowed a deduction (for an amount that is 
not allowed as a deduction under either subsection (2) 
or (3)) if the financial arrangement is an agreement for 
the sale and purchase of property or services and the 
person carries on a business of dealing in the property 
or services which are the subject of the agreement. 

"Defined: agreement for the sale and purchase of property or services, 
business, financial arrangement, gross income, person 

"EH 55 Allowable deductions-security payments 

"Deduction for loss 
"( 1) If a person receives a security payment for a loss and 

the person is not allowed a deduction other than under 
this subsection or section EH 54, the person is allowed 
a deduction for the loss. The allowable deduction must 
not be more than the amount of the security payment. 

"Deduction for share loss 
"(2) A deduction for a share loss, within the meaning of 

section DJ 1 (b), is allowed under subsection (1) only if 
section DJ 1 (b) is satisfied. 

"Defined: allowable deduction, person, security payment 

"EH 56 Allowable deductions for sureties 

"Limit on deduction to surety 
"(1) Despite section BD 2, a surety is not allowed a deduc

tion for expenditure or loss relating to a security 
arrangement to the extent that the expenditure or loss 
arises, in whole or in part 
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"(b) because an event could have been influenced by 
the surety, or 

"(c) because the surety could use their influence to 
prevent an event from occurring. 

"Definition of 'surety' 
"(2) In subsection (1), 'a surety' includes a person with 

whom the surety was an associated person during the 
term of the security arrangement. 

"De.fined: associated person, person, security arrangement 

"Adjustment in certain circumstances 

"EH 57 Adjustment in certain circumstances 

"Application 
"( 1) This section applies to a financial arrangement if 

"(a) the terms of the financial arrangement give 
either party, both parties, or an associated person 
the discretion to decide an ammmt payable 
under the financial arrangement, and 

"(b) the exercise of the discretion does not reflect 
changes in economic, commodity, industrial, or 
financial indices or changes in banking or general 
commercial rates, and 

"( c) the making of the financial arrangement is not 
generally accepted commercial practice, and 

"(d) the effect of the financial arrangement is to 
defeat the intention of the accrual rules. 

"Times adjustment required 
"(2) If this section applies, both parties to the financial 

arrangement must calculate an adjustment for the 
following income years: 
"(a) in the income year that the person stops being a 

party to the financial arrangement, or 
"(b) in the 5th income year, if the person is still a 

party to the financial arrangement at the end of 
the 5th income year follOWIng the year that the 
parties entered into the finanCIal arrangement, or 
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"(c) in every 5th income year following the income 
year in which the adjustment was last required, 
until the person stops being a party to the fman
cial arrangement. 

"Adjustment calculation 
"( 3) When calculating the adjustment, a person must 

"(a) have regard to all amounts specified in 
section EH 33 (2) which have been paid or are 
payable for the period beginning on the date that 
the person became a party to the financial 
arrangement and ending on the last day of the 
income year in which the adjustment must be 
calculated, and 

"(b) calculate income or expenditure for each income 
year using the yield to maturity method as pre
scribed in a determination made by the Commis
sioner for the purpose of section EH 34, and 

"(c) recalculate the income tax liability for each 
income year using the amounts of income or 
expenditure calculated under paragraph (b) in 
substitution for the amounts of income or expen
diture previously calculated for each income 
year. 

"Transfer at market value 
"(4) If the adjustment is made under subsection (2)(b) 

or (2)(c), the person is, for the purpose of the adjust
ment calculation in subsection (3)(a) and (3)(b), treated 
as having transferred the financial arrangement for its 
market value on the last day of the income year or, if 
there is no market value, for an amount that the Com
missioner determines. 

"De.fined: accIUal rules, associated person, Commissioner, financial 
arrangement, income tax liability, income year, person 

READER'S NOTE 

A person who makes an adjustment under section EH 57 is 
required to file a special return under section 44B of the Tax 
Administration Act 1994. 
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"EH 58 Power of Governor-General to increase 
thresholds 

"The Governor-General may, by Order in Council, 
declare higher monetary thresholds than those con
tained in sections EH 27 (1), EH 27 (3), EH 35 (1), and 
EH 35 (4). 

"EH 59 Social assistance suspensory loans 
"(1) The Governor-General may, by Order in Council, 

declare a loan that meets the requirements of subsec
tion (2) to be a social assistance suspensory loan. 

"Requirements of loan 
"(2) The loan must be made by a department or by an 

instrument of the Executive Government of New 
Zealand, and must allow the debtor's liability to be 
remitted, in whole or in part, if the debtor satisfies 
conditions intended to promote a social policy objec
tive of the Government of New Zealand. 

"Definition 
"( 3) A social assistance suspensory loan is a loan so 

declared by the Governor-General by Order in 
Council." 

(2) Subsection (1) applies to financial arrangements entered 
into on and after the date this Act receives the Royal assent. 

24. Consequential changes to section references 
resulting from Part EH Division 2-( 1) Wherever it occurs, 
"accruals rules" is replaced by "accrual rules" in the following 
sections: 

CM 10 (1) DJ 1 (a)(i) 
DK 3e (1) - item 'c' ED 5 
FF 2 OF 2 (2)(a). 

DJ 1 (a)(ii) 
FD la (1)(b) 

(2) Wherever it occurs, "qualified accruals rules" is replaced 
by "accrual rules" in the following sections: 

CZ 1 (4) FB 4 (5) HH 4 (5)(e) 
IE 1 (4)(d)(i). 
(3) In section CM 10 (1) "paragrap'hs (a), (b), and (d) of section 

EH 9" is replaced by "EH 19 (3)( a) '. 
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(4) Wherever it occurs, "section EH 4" or "section EH 4 (I)" 
is replaced by "section EH 47" in the following sections: 

DK 3c (1) - item 'c' HH 4 (5)(e). 
(5) In section HB 2 (1)(f), "section EH 1 (3)" is replaced by 

"section EH 35". 
(6) In section DJ 1 (a)(i), "section EH 5" is replaced by "either 

section EH 54 or EH 55". 
(7) In section FF 2, "section EH 9 (c)" is replaced by "section 

EH 19 (3)(b)". 
(8) In section HH 4 (3A), "section EH 9 (e)" is replaced by 

"section EH 21 (2) or EH 21 (3)". 
(9) In section OF 2 (2)(h)(i), "EH 1 to EH 6, EH 8, EH 9," is 

omitted. 
(10) Subsections (1) to (9) apply on and after the date this Act 

receives the Royal assent. 

25. New section inserted-(I) After section EO 2, the 
following is inserted: 

"EO 2A. Deduction to lessee under operating lease
(1) Every lease payment made under an operating lease is 
treated as being paid for the lease term. 

"(2) The lessee is allowed a deduction for expenditure 
incurred in making lease payments under an operating lease. 
The amount of the deduction is calculated using the formula: 

part of lease term X 1 
lease term ease payments 

"where-

"part of lease 
term 

"lease term 

is the part of the lease term that falls 
within the income year; and 

is the lease term; and 

"lease pay- is the sum of the lease payments." 
ments 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

26. Costs of acquiring any film or any right in any 
film -( 1) In section EO 3 (1), "sections DK 1, EO 4, and 
CD 12" is replaced by "sections DK 1, EO 4, EO 4A, and 
CD 12". 

(2) Section EO 3 (7) is replaced by: 
"(7) This section is subject to sections DK 1 and EO 4A." 
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(3) Subsections (1) and (2) apply to expenditure incurred on 
and after 17 November 1998. 

27. Cost of producing films-(I) Section EO 4 (2) is 
replaced by: 

"(2) This section is subject to sections DK 1 and EO 4A." 
(2) Subsection (1) applies to expenditure incurred on and 

after 17 November 1998. 

28. New sections inserted-( 1) After section EO 4, the 
following is inserted: 

"EO 4A. Arrangement for expenditure on film and sale 
of property-( 1) This section ovenides sections EO 3 and 
EO 4. 

"(2) This section applies to a person and an arrangement if: 
"(a) The person may incur expenditure under the 

arrangement and the expenditure would be 
deductible under section EO 3 or EO 4; and 

"(b) The person or an associated person may dispose of 
property-

"(i) Under the arrangement; or 
"(ii) Under a right given by the arrangement to 

the person or to an associated person; or 
"(iii) In meeting an obligation of the person or of 

the associated person that arises from a right given 
by the arrangement; and 

"( c) All or some of the consideration for the property would 
not be income from a film under section CJ 2. 

"( 3) Subject to the adjustments required by subsection (4), the 
person is allowed in an income year for the expenditure 
referred to in subsection (2)(a) a deduction that is equal to the 
greater of nil and the amount given by the formula: 

"a - (b - c) 

"where-

"a is the amount of the expenditure that would be 
deductible in the income year under section EO 3 or 
E04: 

"b is the total amount of the consideration for the prop
erty that is: 
"(a) Derived before or during the income year; and 
"(b) Not income from a film under section CJ 2: 

"c is the lesser of: 
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"(a) The amount given by item 'b'; and 
"(b) The total amount of the expenditure that would 

be deductible in earlier income years under 
section EO 3 or EO 4. 

"( 4) If consideration that is not income from a film under 
section CJ 2 is derived in an income year, the person's 
deductions in earlier income years for the expenditure referred 
to in subsection (2)(a) are reduced so that the total of those 
deductions is equal to the greater of nil and the amount given 
by the formula: 

"a - b 

"where-

"a is the amount of the expenditure that would be 
deductible in earlier income years under section EO 3 
or EO 4: 

"b is the total amount of the consideration for the prop
erty that is-
"(a) Derived before or during the income year; and 
"(b) Not income from a film under section CJ 2. 

"(5) In making an adjustment required by subsection (4), 
deductions are treated as being disallowed in the same order in 
time as they would have been deductible under section EO 3 or 
EO 4. 

"(6) In this section, 'associated person' has the meaning set 
out in section OD 7 or section OD 8 (3). 

"EO 4B. No time bar for adjustment resulting from 
section EO 4A-Despite the time bar, the Commissioner may 
alter a person's assessment at any time so that the assessment 
reflects the deductions allowed by section EO 4A." 

(2) Subsection (1) applies to expenditure incurred on and 
after 1 7 November 1998. 

29. Option to use foreign tax balance date
(1) Section EP 1 (6)(a) is replaced by: 

"(a) Interest or income derived under the accrual rules, 
unless the Commissioner consents in writing; or". 

(2) In section EP 1 (7), the portion before paragraph (a) is 
replaced by: 

"(7) In deciding whether to consent to an election applying to 
interest, income derived or expenditure incurred under the 
accrual rules, or dividends, the Commissioner will consider-". 
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(3) Subsections (I) and (2) apply on and after the date this Act 
receives the Royal assent. 

30. New sections inserted-(I) After section Fe 8, the 
following is inserted: 

"Finance leases 
"Fe 8A. Lease of lease asset treated as sale-The leasing 

of a lease asset under a finance lease is treated as a sale of the 
lease asset from the lessor to the lessee on the date that the 
lease starts, and-

"(a) A lessor is treated as giving the lessee a loan for the 
lessor's disposition value for the lease asset: 

"(b) The lessee is treated as using the loan to purchase the 
lease asset for the lessee's acquisition cost of the 
lease asset. 

"Fe 8B. Rules for lease asset during term of finance 
lease-( I) A lessor is not allowed a depreciation deduction for 
a lease asset in an income year or a part of an income year (as 
the case may be) in which the lessor leases the lease asset under 
a finance lease. 

"(2) If the lessee acquires ownership of the lease asset on the 
date that the lease term ends or terminates, the sale giving rise 
to the acquisition is the same sale referred to in section Fe 8A. 

"( 3) Despite section EG 19 (7), if the lessee does not purchase 
the lease asset at the end of the lease term, the lessor is treated 
as having purchased the lease asset on the date that the lease 
ends, and the lease asset is sold to the lessor for-

"(a) The guaranteed residual value; or 
"(b) No consideration, if there is no guaranteed residual 

value. 

"Fe 8e. Termination of finance lease-(I) Despite 
section EG 19 (7), if a finance lease terminates before the lease 
term ends and the lessor reacquires the lease asset, the lease 
asset is treated as being sold to the lessor for the amount by 
which the outstanding balance of the loan on the date of 
termination is more than the amount the lessee paid to be 
released from his or her obligations under the lease. 

"(2) If the amount the lessee paid to be released from their 
obligations under the finance lease is more than the 
outstanding balance on the date of termination, the difference 
is gross income derived by the lessor in the income year that 
the finance lease is terminated. 
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"FC 8D. Lessor's use of lease asset after finance lease 
ends-( 1) If, on or after the date the lease term ends, the lease 
asset is sold, assigned, or leased by the lessor to another person 
under another finance lease, and the consideration for the sale, 
assignment, or lease-

"(a) Is more than the amount determined under section 
FC 8B (3), the amount determined under section 
FC 8B (3) is increased by the excess to the extent 
that it is paid by the lessor to the lessee of the 
original finance lease: 

"(b) Is less than the amount determined under section 
FC 8B (3)(a), and the lessee is required to make a 
further payment to the lessor for the difference 
between the guaranteed residual value and the 
consideration for the sale, assignment, or lease, the 
amount so determined is reduced by the further 
payment. 

"(2) If subsection (1 )(a) applies, any excess that is not paid by 
the lessor to the lessee is gross income derived by the lessor in 
the income year in which the original lease term ends. 

"FC 8E. Purchase and sale of lease asset by lessee or 
associated person-If the lessee, or a person who is 
associated with the lessee, purchases or acquires a lease asset 
that has been subject to a finance lease and sells or disposes of 
it for more than the consideration given for the purchase or 
acquisition, the Commissioner must include the difference in 
the lessee's gross income in the income year in which the lessee 
or the person who is associated with the lessee sells the lease 
asset. 

"FC 8F. Lessor's income-For the purpose of this Act, 
income derived by a lessor from the loan under a finance lease 
is treated as interest. 

"FC 8c. Deduction to lessee-A lessee is not allowed a 
deduction for expenditure incurred under a finance lease in an 
income year, except to the extent that the expenditure would 
be allowed as a deduction under section BD 2. 

"FC 8H. Adjustment required for consecutive or 
successive leases-( 1) A lessor and a lessee must make an 
adjustment under section Fe 81 if-

"(a) Their lease is a consecutive or a successive lease and is 
deemed to be one lease under the definition of 
'lease'; and 



594 Taxation (Accrual Rules and Other 
Remedial Matters) 

1999, No. 59 

"(b) They did not contemplate, at the start of the lease term, 
that the lease would be for more than 75% of the 
lease asset's estimated useful life. 

"(2) The result of the adjustment must be included in the 
return of income for the income year in which the adjustment 
is made. 

"FC 81. Adjustment-(l) A lessor and a lessee must both 
apply the formula in subsection (2) for the period beginning on 
the date that the lease starts and ending on the last day of the 
income year in which the lease becomes a finance lease to 
make the adjustment. 

"(2) The formula is: 

"income (finance lease) - expenditure (finance lease) 
- income (operating lease) + expenditure (operating lease) 
"where-

". mcome 
(finance lease) 

" expenditure 
(finance lease) 

is the income that would have 
been derived under the lease as if 
the lease were a finance lease; 
and 
is the expenditure that would 
have been incurred under the 
lease as if the lease were a finance 
lease; and 

"income is the income derived under an 
(operating lease) operating lease; and 

"expenditure is the sum of all deductions taken 
(operating lease) in relation to an operating lease. 

"( 3) If the result of the adjustment is-
"(a) A positive amount, the result is gross income of the 

lessor or the lessee derived in the income year in 
which the adjustment is made; and 

"(b) A negative amount, the result is expenditure incurred by 
the lessor or the lessee in the income year in which 
the adjustment is made." 

(2) Subsection (1) applies to a finance lease that is entered 
into on or after the date this Act receives the Royal assent. 

31. Taxation of hire purchase agreements-(l) 
Section FC 10 (3) is replaced by: 

"( 3) If the lessor is a cash basis person, the amount referred 
to in subsection (2) is reduced by an amount for accrued but 
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unpaid interest on the hire purchase agreement calculated 
using the formula: 

"accrual income - gross income 
"where-

"accrual income is the amount of income that would have 
been derived under one of the spreading 
methods for the hire purchase payments 
if-

" . gross mcome 

"(a) The lessor were not a cash basis 
person; and 

"(b) Section EH 47 did not apply to the 
lessor and the hire purchase agreement 
in the income year that the hire purchase 
agreement terminates or expires; and 

is the gross income of the lessor from 
hire purchase payments paid." 

(2) Section FC 10 (4) is replaced by: 
"( 4) If the lessee is a cash basis person, the amount referred 

to in subsection (2) is reduced by an amount for accrued but 
unpaid interest on the hire purchase agreement calculated 
using the formula: 

"expenditure under the accrual rules - expenditure 
"where-

"expenditure under 
the accrual rules 

is the amount of expenditure that 
would have been incurred under 
one of the spreading methods for 

" expenditure 

(3) In 
"section 
places. 

section 
EH 4 (2)" 

the hire purchase payments if
"(a) The lessee were not a cash 

basis person; and 
"(b) Section EH 47 did not apply 

to the lessee and the hire purchase 
agreement in the income year that 
the hire purchase agreement termi
nates or expires; and 

is the expenditure incurred by the 
lessee from hire purchase payments 
paid." 

FC 10 (5)(a), "section EH 4 (I)" and 
are replaced by "section EH 47" in both 
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( 4) In section FC 10 (5)( c), "or section EH 5" is replaced by ", 
section EH 54 or EH 55". 

(5) After section Fe 1 0 (6), the following is inserted: 
"(6A) For the purpose of this Act, income derived by a lessor 

from the loan under a hire purchase agreement is treated as 
interest. " 

(6) Section FC 10 (8)(a) is replaced by: 
"(a) The consideration paid to the lessee for the hire 

purchase agreement, as determined by the 
definition of 'consideration'; and". 

(7) Subsections (1) to (6) apply on and after the date this Act 
receives the Royal assent. 

32. Special provisions relating to dispositions of 
property-( 1) Section FD 10 (4) is replaced by: 

"(4) Despite sections EH 49 (1), EH 49 (2), and CD 11, for the 
purpose of this Act, a company (referred to as the 'transferor') 
that disposes of a financial arrangement to another company 
(referred to as the 'transferee') that is a member of the same 
consolidated group on the date of disposition must-

"(a) Apply subsection (4A) if-
"(i) The accrual rules apply to the financial 

arrangement; and 
"(ii) The method of calculating income and 

expenditure from the financial arrangement 
remains the same despite the disposition; and 

"(iii) The nominated company of the group so 
elects by filing the group's return of income for the 
income year; and 

"(iv) The transferor and the transferee are 
members of the same consolidated group at all 
times in the income year; and 

"(v) The transferor and the transferee are not 
entitled, under section lE 1 or section IF 1, to carry 
forward and offset, in a later income year, a net loss 
of the company for any preceding income year, 
unless the whole of that net loss may be offset 
against the net income of the consolidated group for 
the income year under section IG 6: 

"(b) In any other case, apply either subsection (4B) or (4c). 
"( 4A) In the income year in which the disposition occurs and 

in each subsequent income year-
"(a) The transferor is treated as if it had never been a party 

to the financial arrangement prior to the disposition, 
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and section EH 47 does not apply to the transferor 
with respect to the disposition; and 

"(b) The transferee is treated as if it had-
"(i) Entered into the financial arrangement on the 

same date and for the same amount of 
consideration as the transferor; and 

"(ii) Incurred all expenditure and derived all 
income incurred or derived by the transferor from 
the financial arrangement before the disposition; 
and 

"(iii) Included in its return of income the same 
amounts of expenditure and income from the 
financial arrangement as were included by the 
transferor. 

"(4B) If the method of calculating the income or expenditure 
from the financial arrangement remains the same despite the 
disposition, the consideration for the disposition in the 
transferor's base price adjustment calculation is a fair and 
reasonable amount of the income or expenditure that the 
transferor would have derived or incurred in the income year 
of disposition had the disposition not taken place. 

"(4c) In any other case, the consideration for the disposition 
is the market value of the financial arrangement on the date of 
disposition. " 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

33. Transfer of property or obligation under financial 
arrangements deemed to be at market value-( 1) In 
section FE 5, "of which the amalgamating company was the 
issuer" is replaced by "to which the amalgamating company is 
a party". 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

34. Acquisition of property by amalgamated company 
on qualifying amalgamation -( 1) Section FE 6 (5) is replaced 
by: 

"(5) Despite sections EH 49 (1), EH 49 (2), and CD 11, for the 
purpose of this Act, an amalgamated company that acquires 
during an income year, a financial arrangement of an 
amalgamating company must-

"(a) Apply subsection (6) if-
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"(i) The accrual rules apply to the financial 
arrangement; and 

"(ii) The amalgamation IS a qualifying 
amalgamation; and 

"(iii) The method of calculating income and 
expenditure from the financial arrangement 
remains the same despite the amalgamation; and 

"(iv) The amalgamated company so elects by 
filing its return of income for the income year; and 

"(v) The amalgamating company and the 
amalgamated company were members of the same 
wholly-owned group of companies at all times in the 
income year before the amalgamation; and 

"(vi) The amalgamating company is not entitled, 
under section IE 1 or section IF 1, to carry forward 
and offset, in a later income year, a net loss of the 
company for any preceding income year, unless the 
whole of that net loss may be offset against the net 
income of the amalgamated company for the 
income year under section IF 4: 

"(b) Apply either subsection (7) or (8) for any other qualifying 
amalgamation. 

"(6) In the income year of amalgamation and in each 
subsequent income year-

"(a) The amalgamating company is treated as if it had never 
been a party to the financial arrangement prior to 
the amalgamation, and section EH 47 does not 
apply to the amalgamating company with respect to 
the disposition; and 

"(b) The amalgamated company is treated as if it had-
"(i) Entered into the financial arrangement on the 

same date and for the same consideration as the 
amalgamating company; and 

"(ii) Incurred all expenditure and derived all 
income incurred or derived by the amalgamating 
company from the financial arrangement before the 
amalgamation; and 

"(iii) Included in its retum of income the same 
amounts of expenditure and income from the 
financial arrangement as were included by the 
amalgamating company. 

"( 7) If the method of calculating the income or expenditure 
from the financial arrangement remains the same despite the 
amalgamation, the consideration for the disposition in the 
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amalgamating company's base price adjustment calculation is a 
fair and reasonable amount of the income or expenditure that 
the amalgamating company would have derived or incurred in 
the income year of disposition had the disposition not taken 
place. 

"(8) In any other case, the consideration for the disposition is 
the market value of the financial arrangement on the date of 
disposition. " 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

35. Succession of obligations of amalgamating 
company under financial arrangement on 
amalgamation-(I) Section FE 7 is replaced by: 

"(1) Despite sections EH 49 (1), EH 49 (2), and CD 11, an 
amalgamated company that succeeds to the obligations of an 
amalgamating company in respect of a financial arrangement 
subject to the accrual rules must-

"(a) Apply subsection (2) if-
"(i) The amalgamation 

amalgamation; and 
IS a qualifying 

"(ii) The method of calculating income and 
expenditure from the financial arrangement 
remains the same despite the amalgamation; and 

"(iii) The amalgamated company so elects by 
filing its return of income for the income year; and 

"(iv) The amalgamating company and the 
amalgamated company were members of the same 
wholly-owned group of companies at all times in the 
income year before the amalgamation; and 

"(v) The amalgamating company is not entitled, 
under section lE 1 or section IF 1, to carry forward 
and offset, in a later income year, a net loss of the 
company for any preceding income year, unless the 
whole of that net loss may be offset against the net 
income of the amalgamated company for the 
income year under section IF 4: 

"(b) Apply either subsection (3) or (4) for any other qualifying 
amalgamation. 

"(2) In the income year of amalgamation and in each 
subsequent income year-

"(a) The amalgamating company is treated as if it had never 
been a party to the financial arrangement prior to 
the amalgamation, and section EH 47 does not 



600 Taxation (Accrual Rules and Other 
Remedial Matters) 

1999, No. 59 

apply to the amalgamating company with respect to 
the succession; and 

"(b) The amalgamated company is treated as if it had-
"(i) Entered into the financial arrangement on the 

same date and for the same consideration as the 
amalgamating company; and 

"(ii) Incurred all expenditure and derived all 
income incurred or derived by the amalgamating 
company from the financial arrangement before the 
succession; and 

"(iii) Included in its retUITI of income the same 
amounts of income and expenditure from the 
financial arrangement as were included by the 
amalgamating company. 

"( 3) If the method of calculating the income or expenditure 
from the financial arrangement remains the same despite the 
amalgamation, the consideration for the disposition in the 
amalgamating company's base price adjustment calculation is a 
fair and reasonable amount of the income or expenditure that 
the amalgamating company would have derived or incurred in 
the income year of disposition had the disposition not taken 
place. 

"( 4) In any other case, the consideration for the disposition is 
the market value of the financial arrangement on the date of 
disposition. " 

(~) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

S6. Treatment of financial arrangements between 
amalgamating companies-( 1) Section FE 10 is replaced by: 

"(1) This section applies if the parties to a financial 
arrangement are amalgamating companies and the financial 
arrangement exists on the date of the amalgamation. 

"(2) If immediately before the amalgamation the 
amalgamating company that is the borrower under the 
financial arrangement is solvent or likely to meet its obligations 
under the financial arrangement, the financial arrangement is, 
for the purpose of section EH 47, discharged immediately 
before the amalgamation and the amalgamating company is 
treated as having paid to the other party to the arrangement, 
in consideration for the discharge,-

"(a) In the case of a qualifying amalgamation, the 
amalgamating company's outstanding accrued 
balance for the financial arrangement: 
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"(b) In any other case, the market value of the financial 
arrangement on the date of the amalgamation. 

"(3) If subsection (2) applies, the other party to the financial 
arrangement is treated as not having remitted an amount 
merely by virtue of the discharge. 

"( 4) If immediately before the amalgamation the 
amalgamating company that is the borrower under the 
financial arrangement is insolvent and unlikely to meet its 
obligations under the financial arrangement, the financial 
arrangement is, for the purpose of section EH 4 7, discharged 
immediately before the amalgamation and the amalgamating 
company is treated as having paid to the other party to the 
financial arrangement, in consideration for the discharge, the 
market value of the financial arrangement on the date of the 
amalgamation. 

"( 5) If subsection (4) applies, the other party to the financial 
arrangement is treated as having remitted the excess (over 
market value) of the other party's outstanding accrued balance 
for the financial arrangement. 

"(6) For the purpose of this section-
"(a) The amalgamating company's outstanding accrued 

balance for the financial arrangement is calculated 
using the formula: 

"consideration + prior expenditure 
+ expenditure accrued in year of amalgamation 

- income accrued in year of amalgamation 
- consideration paid before amalgamation 

"where-

" consideration 

"prior expenditure 

" expenditure 
accrued in year of 
amalgamation 

is the consideration paid to the 
amalgamating company under the 
financial arrangement; and 

is expenditure incurred less income 
derived by the amalgamating com
pany from the financial arrange
ment under a spreading method or 
section EH 57 in all previous income 
years since the financial arrange
ment was entered into; and 

is expenditure accrued by the amal
gamating company from the finan
cial arrangement for the period 
beginning on the first day of the 
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"income accrued in 
year of amalgama
tion 

income year in which the amalga
mation occurs and ending on the 
date of the amalgamation, calcu
lated-
"(i) If the amalgamating company 

was a party to the financial 
arrangement in a prior income 
year, using the spreading 
method the amalgamating 
company used to calculate 
income and expenditure from 
the financial arrangement in 
that income year; and 

"(ii) In any other case, using a 
spreading method the amalga
mating company chooses, if the 
method could have been used 
had the income year ended 
immediately before the amal
gamation; and 

is the income accrued by the amal
gamating company from the finan
cial arrangement for the period 
beginning on the first day of the 
income year in which the amalga
mation occurs and ending on the 
date of the amalgamation, as calcu
lated under paragraph (i) or (ii) of 
the item 'expenditure accrued in 
year of amalgamation'; and 

"consideration paid is the consideration paid by the 
~efore amalgama- amalgamating company for the 
tlon financial arrangement before the 

amalgamation. 
"(b) The other party's outstanding accrued balance for the 

financial arrangement IS calculated using the 
formula: 

"consideration + prior income 
+ income accrued in year of amalgamation 

- expenditure accrued in year of amalgamation 
- consideration paid before amalgamation 

"where-
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" consideration 

" . . pnor mcome 

"income accrued in 
year of amalgama
tion 

" expenditure 
accrued in year of 
amalgamation 

"consideration paid 
before amalgama
tion 

is the consideration paid by the 
party under the financial arrange
ment; and 

is income derived less expenditure 
incurred by the other party to the 
financial arrangement under a 
spreading method or section EH 57 
in all previous income years since 
the financial arrangement was 
entered into; and 

is income accrued by the party for 
the period beginning on the first day 
of the income year in which the 
amalgamation occurs and ending on 
the date of the amalgamation, calcu
lated-
"(i) If the party was a party to the 

financial arrangement in a 
prior income year, using the 
spreading method the party 
used to calculate income and 
expenditure from the financial 
arrangement in that income 
year; and 

"(ii) In any other case, using a 
spreading method the party 
chooses, if the method could 
have been used had the income 
year ended immediately before 
the amalgamation; and 

is the expenditure accrued by the 
party to the financial arrangement 
for the period beginning on the first 
day of the income year in which the 
amalgamation occurs and ending on 
the date of the amalgamation, as 
calculated under paragraph (i) or (ii) 
of the item 'income accrued in year 
of amalgamation'; and 

is the consideration paid to the 
party under the financial arrange
ment before the amalgamation. 
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"(c) A company is treated as being insolvent if it does not 
satisfy the solvency test in section 4 of the 
Companies Act 1993." 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

37. Rules for calculating New Zealand group debt 
percentage-(I) Section FG 4 (2) is replaced by: 

"(2) 'Total debt' means the sum of the outstanding balances 
of all financial arrangements entered into by the taxpayer (or 
another group member) on the relevant date chosen under 
subsection (5) if-

"(a) The financial arrangement provides funds to the 
taxpayer (or another group member); and 

"(b) The financial arrangement gives rise to an amount that 
would be an allowable deduction to the taxpayer (or 
another group member), other than an amount that 
arises only from movement in currency exchange 
rates." 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

38. Rules for calculating worldwide group debt 
percentage-(I) In section FG 5 (5)(a), "the issuer" is replaced 
by "the taxpayer or another group member", 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

39. Concession for on-lending-(I) Section FG 6 IS 

replaced by: 

"FG 6. (1) When a taxpayer calculates their New Zealand 
group debt percentage, the amount of total debt and total 
assets is reduced by the outstanding balance of a financial 
arrangement if-

"(a) The taxpayer (or another group member) enters into the 
financial arrangement with a person who is-

"(i) Neither resident in New Zealand nor carrying 
on a business in New Zealand through a fixed 
establishment; or 

"(ii) Not associated with the taxpayer; or 
"(ill) Associated with the taxpayer if section FG 8 

can apply to that person because section FG 2 
applies, and the person is not a member of the 
taxpayer's New Zealand group; and 
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"(b) The financial arrangement provides funds to the other 
party; and 

"(c) The consideration given for the financial arrangement is 
an arm's length amount. 

"(2) When a taxpayer calculates their worldwide group debt 
percentage, the amount of total debt and total assets is reduced 
by the outstanding balance of a financial arrangement if

"(a) The taxpayer (or another group member) enters into the 
financial arrangement with a person not associated 
with the taxpayer; and 

"(b) The financial arrangement provides funds to the other 
party." 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

40. New section inserted-(I) After section GC 14, the 
following is inserted: 

"GC 14A. Sale or transfer of commercial bill to New 
Zealand resident-(I) A person who redeems a commercial 
bill derives gross income from the redemption payment if-

"(a) A non-resident, not being a person who has become a 
party to a commercial bill for the purpose of 
carrying on business through a fixed establishment 
in New Zealand, sells or transfers the commercial 
bill to the person; and 

"(b) The person is a resident or a non-resident who has 
become a party to the commercial bill for the 
purpose of carrying on business through a fixed 
establishment in New Zealand; and 

"(c) The sale or transfer has the purpose of avoiding non
resident withholding tax or the approved issuer levy. 

"(2) A person who does not redeem the commercial bill but 
otherwise satisfies subsection (1) is treated as having redeemed 
the bill. 

"(3) Subsection (1) does not apply to a commercial bill issued 
by-

"(a) A person who is resident in New Zealand if the money 
lent for the bill is used by the person in a business 
carried on through a fixed establishment outside 
New Zealand; or 

"(b) A person who is not resident in New Zealand, unless the 
money lent for the bill is used by the person in a 
business carried on through a fixed establishment in 
New Zealand." 
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(2) Subsection (I) applies on and after the date this Act 
receives the Royal assent. 

41. Accrual rules-( I) Section CD 11 is replaced by: 
"CD 11. If the Commissioner is satisfied that the parties to a 

financial arrangement were, at the time the financial 
arrangement is entered into, acquired, varied, sold, or 
transferred, dealing with each other in a way that defeats the 
intention of the accrual rules, the Commissioner may deem the 
consideration to be that which independent parties dealing at 
arm's length would give." 

(2) Subsection (I) applies to financial arrangements entered 
into on and after the date this Act receives the Royal assent. 

42. Taxable incolDe to be calculated generally as if 
group were single cOlDpany-(I) Section HB 2 (I)(a)(iv) is 
replaced by: 

"(iv) The amount arises under section EH 4 7 from 
the disposition of a financial arrangement to which 
the accrual rules apply; and 

"(v) The amount arises under section EH 4 7 from 
the remission of a financial arrangement to which 
the accrual rules apply, if the parties to the financial 
arrangement were not members of the consolidated 
group for the whole term of the arrangement; and". 

(2) Subsection (I) applies on and after the date this Act 
receives the Royal assent. 

43. Profits of lDutual associations in respect of 
transactions with lDembers-(I) In section HF 1 (2)(a)(i), 
HF 1 (4), and HF 1 (8) "or the annual allowable deductions" is 
inserted after "annual gross income". 

(2) Subsection (I) applies to the 1997-98 and subsequent 
mcome years. 

44. Trustee incolDe-(I) Section HH 4 (2)(b) is replaced by: 
"(b) To be a cash basis person, unless the trustee meets the 

requirements of section EH 29." 
(2) Subsection (I) applies on and after the date this Act 

receives the Royal assent. 

45. Existing trusts becoming subject to tax-( I) Section 
HH 5 (b) is replaced by: 
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"(b) The consideration for a financial arrangement on that 
date is, at the option of the person who is liable for 
income tax payable by the trustee,-

"(i) The market value of the financial 
arrangement on that date; or 

"(ii) The absolute value of the result of the 
formula: 

"consideration paid to the person + expenditure 
- consideration paid by the person - income 

"where-

"consideration paid 
to the person 

" expenditure 

"consideration paid 
by the person 

"income 

is the consideration paid to the per
son for all periods before the 
accounting period; and 

is expenditure that would have been 
incurred under the accrual rules for 
all periods before the accounting 
period; and 
is the consideration paid by the per
son for all periods before the 
accounting period; and 
is income that would have been 
derived under the accrual rules for 
all periods before the accounting 
period." 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

46. Low incom.e rebate-( 1) In section KC 1 (2), in the 
words before paragraph (a), "an absentee" is replaced by "a 
non-resident" . 
. (2) Subsection (1) applies to the 1999-2000 and subsequent 
mcome years. 

47. Rebate for gifts of money-(l) After section 
KC 5 (l)(bs), the following is added: 

"(bt) Mission Without Borders (NZ), Humanitarian Aid 
Account:". 

(2) After section KC 5 (l)(bt) (as inserted by subsection (1)), 
the following is added: 

"(bu) Bangladesh Flood Appeal Trust." 
. (3) Subsection (1) applies to the 1999-2000 and subsequent 
mcome years. 
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(4) Subsection (2) applies to the 1998-99 and subsequent 
income years. 

48. Determination of net income-( 1) In section 
KD 1 (1)(a), "CB 1 (1)(c); and" is replaced by "CB 1 (1)(c),". 

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

49. Interest paid in conduit financing arrangements
(1) Section LF 7 (a)(ii) is replaced by: 

"(ii) Incurs expenditure under the accrual 
rules,-". 

(2) In section LF 7 (d), the portion before subparagraph (i) is 
replaced by: 

"(d) The interest, or the consideration payable by the 
company giving rise to the expenditure incurred 
under the accrual rules, is paid, directly or indi
rectly and whether by one transaction or a series 
of transactions, to-". 

(3) In section LF 7 (f), paragraph (ii) of item "b" is replaced 
by: 

"(ii) Income derived by the company from a 
financial arrangement for which the interest 
or expenditure is incurred in any preceding 
income year if, in those income years, the 
first foreign company or the associate (as 
the case may be) were a party to the finan
cial arrangement." 

(4) Subsections (1) to (3) apply on and after the date this Act 
receives the Royal assent. 

50. ADlount of provisional tax payable-( 1) In section 
MB 2 (1), paragraph (b) is replaced by: 

"(b) 110% of the residual income tax for the income year 
before the immediately preceding income year if-

"(i) The taxpayer is required to furnish a return of 
income for the immediately preceding income year, 
but is not required to furnish the retum on or before 
the date the instalment is due because section 37 of 
the Tax Administration Act 1994 or an extension 
granted under that section applies; and 

"(ii) The taxpayer has not furnished the return on 
or before the date the instalment is due; and 
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"(iii) The instalment is not the instalment due on 
the third instalment date; and 

"(iv) Neither paragraph (c) nor paragraph (d) 
applies; or". 

(2) Subsection (1) applies to payments of provisional tax for 
the 1999-2000 and subsequent income years. 

51. Assessment and payment of terminal tax
(1) Section MC 1 (4)(a) is replaced by: 

"(a) Specified in Column E, if the provisional taxpayer's 
return of income giving rise to the terminal tax 
liability was linked to a tax agent; or". 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

52. Payment of tax-(1) Section MC 2 (1)(b) is replaced by: 
"(b) 7 April in the income year following the next income 

year, if the company's return of income giving rise 
to the terminal tax liability was linked to a tax 
agent." 

(2) Section MC 2 (3)(a) is replaced by: 
"(a) Specified in Column E, if the person's return of income 

giving rise to the terminal tax liability was linked to 
a tax agent; or". 

(3) Subsections (1) and (2) apply on and after the date this Act 
receives the Royal assent. 

58. Assessment and payment of tax-(1) Section 
NC 17 (2)(b) is replaced by: 

"(b) 7 April in the income year following the next income 
year, if the taxpayer's return of income to which the 
assessment relates was linked to a tax agent; or". 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

54. Application of NRWT rules-(1) Section NG 1 (2)(c) is 
replaced by: 

"( c) Income calculated under the accrual rules; or" 
(2) Subsection (1) applies on and after the date this Act 

receives the Royal assent. 

55. Definitions-( 1) This section applies to definitions in 
section OB 1. 

(2) The following definitions are inserted: 
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"'Absolute value', in sections CC 11 (5) and EH 27 (1), 
means the value irrespective of whether the value's 
sign is positive or negative: 

"'Accrual rules' means Part EH Division 2, sections 
EH 1 7, FF 2, and CD 11 of this Act, and sections 
90AA to 90AD of the Tax Administration Act 1994, 
and includes section NG 16A: 

"'Agreement for the sale and purchase of property or 
services' in the accrual rules-

"(a) Means a financial arrangement that is a 
conditional or an unconditional agreement to-

"(i) Purchase, acquire, sell, or dispose of 
property; or 

"(ii) Obtain or supply services; and 
"(b) Does not include an option, a specified option, 

a forward or a futures contract: 
" 'Cash basis person' means a person referred to in section 

EH27: 
"'Finance lease' means a lease of a lease asset that is 

entered into on or after the date that the Taxation 
(Accrual Rules and Other Remedial Matters) Act 
1999 receives the Royal assent under which-

"(a) The ownership of the lease asset is transferred 
to the lessee or an associate of the lessee at the end of 
the lease term; or 

"(b) The lessee or an associate of the lessee has the 
option of acquiring the lease asset for an amount that 
is likely to be substantially lower than the lease asset's 
market value on the date of acquisition; or 

"(c) The lease term is more than 7 5% of the lease 
asset's estimated useful life as that term is used in the 
formula applied by the Commissioner under 
section EG 4 (3): 

" 'Futures contract' means a forward contract traded on a 
recognised futures exchange: 

"'Legal defeasance' means a defeasance in which the 
release of a party to the financial arrangement from 
the primary obligation of the financial arrangement is 
either-

"(a) Acknowledged formally by the creditor; or 
"(b) Acknowledged formally by a duly appointed 

trustee or agent of the creditor; or 
"(c) Established by legal judgment: 
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" 'Non-contingent fee' means a fee for services provided in 
relation to a person becoming a party to a financial 
arrangement that is payable whether or not the 
arrangement proceeds: 

" 'Operating lease' means a lease, other than a finance 
lease, that is entered into on or after the date that the 
Taxation (Accrual Rules and Other Remedial 
Matters) Act 1999 receives the Royal assent: 

"'Private or domestic agreement for the sale and 
purchase of property or services', in section EH 24, 
means-

"(a) An agreement for the sale and purchase of 
property or services entered into by a person if

"(i) The agreement is entered into by that 
person for a private or a domestic 
purpose; and 

"(ii) The subject matter of the agreement is
"(A) Real property, whose purchase 

price is less than $1,000,000; or 
"(B) Any other property or services, 

whose purchase price is less than 
$400,000; and 

"(iii) Settlement of the property or performance 
of the services must take place on or 
before 365 days after the day on which 
the agreement is entered into: 

"(b) A specified option entered into by a person 
if-

"(i) The specified option is granted to, or by, that 
person for a private or a domestic 
purpose; and 

"(ii) The subject matter of the option is-
"(A) Real property, whose purchase 

price is less than $1,000,000; or 
"(B) Any other property or services, 

whose purchase price is less than 
$400,000; and 

"(iii) Settlement of the property or performance 
of the services must take place on or 
before 365 days after the day on which 
the option is granted: 

" 'Ri?"ht in the contracted property', in the definitions of 
short term agreement for the sale and purchase of 
property or services', 'short term option, in section 
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OB 7, and in the accrual rules, means a right that is 
not a mere right to enforce an agreement for the sale 
and purchase of property or services, or a specified 
option, and that is-

"(a) A right to possess the property; or 
"(b) A right to income, or the right to control or 

influence the disposal of income derived from the 
property; or 

"(c) A right, directly or indirectly, to exercise, or to 
influence a person in the exercise, of a decision in 
respect of the property; or 

"(d) Any other right that is substantially similar in 
nature: 

"'Short term agreement for the sale and purchase of 
property or services' means an agreement for the sale 
and purchase of property or services-

"(a) If settlement must take place, or services must 
be performed on or before 93 days after the date on 
which the agreement is entered into; or 

"(b) If the date on which the agreement is entered 
into cannot be established, an agreement under 
which settlement must take place or services must be 
performed on or before 93 days from the earlier of-

"(i) The date the purchaser first makes a 
payment to the vendor; or 

"(ii) The date on which the first right in the 
contracted property is transferred or the 
services are performed; or 

"(c) If the agreement for the sale and purchase of 
the property or services is continuous and the vendor 
renders periodic invoices for the property or services, 
an agreement under which settlement must take 
place or services must be performed on or before 93 
days from the date that the invoice is rendered: 

"'Spreading method' means a method under any of 
sections EH 34, EH 35, EH 36, or EH 37:". 

(3) In the definition of "accrual expenditure", paragraph (c) is 
replaced by: 

"( c) In respect of a specified or an operating lease 
or a lease to which section EO 2 applies; or". 

(4) The definition of "accruals rules" is replaced by: 
" 'Accruals rules' is defined in section EH 14 for Part EH 

Division 1: " . 
(5) The definition of "acquisition price" is replaced by: 
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"'Acquisition price' is defined in section EH 14 for 
Part EH Division 1:". 

(6) The definition of "amount of all consideration" is 
replaced by: 

" 'Amount of all consideration' is defined in section EH 14 
for Part EH Division 1:". 

(7) The definition of "agreement for the sale and purchase of 
property" is replaced by: 

" 'Agreement for the sale and purchase of property' is 
defined in section EH 14 for Part EH Division 1:". 

(8) In the definition of "consideration", the following is 
added after paragraph (b): 

"(c) For a financial arrangement to which Part EH 
Division 2 applies, and in the definitions of 'lessee's 
acquisition cost', 'lessor's disposition value' and 
sections CC 11 (5), FC 10 (8)(a), FD 10 (4A)(b)(i), 
FE 6 (b)(i), FE 7 (2)(b)(i), FE 10 (6), HH 5 (b), and OB 7 
means an amount determined in accordance with 
section EH 48:". 

(9) The definition of "core acquisition price" is replaced by: 
" 'Core acquisition price' is defined in section EH 14 for 

Part EH Division 1:". 
(10) In the definition of "distribution", "sections HH 1" is 

replaced by "sections EH 5, EH 52, HH I". 
(11) In paragraph (i) of the definition of "employer monthly 

schedule", "clause 8B" is replaced by "clause 8 (b)". 
(12) The definition of "excepted financial arrangement" is 

replaced by: 
" 'Excepted financial arrangement' means an 

arrangement referred to in section EH 14 or 
section EH 24, as the case may be:". 

(13) In the definition of "exempt interest", paragraph (d) is 
replaced by: 

"(d) Payable under a specified or finance lease; or". 
(14) The definition of "financial arrangement" is replaced by: 

" 'Financial arrangement' means an arrangement referred 
to in section EH 14 or section EH 22, as the case may 
be:". 

( 15) The definition of "fixed principal financial 
arrangement" is replaced by: 

" 'Fixed principal financial arrangement'-
"(a) Means a financial arrangement other than a 

variable principal debt instrument: 
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"(b) Is defined in section EH 14 for Part EH 
Division 1:". 

(16) The defi.nition of "forward contract" is replaced by: 
" 'Forward contract'-

"(a) In section OB 7 and in the accrual rules-
"(i) Means an agreement that is a conditional or 

an unconditional agreement to purchase, 
acquire, sell, or dispose of property, or 
obtain or supply services, if the agreement 
can be settled without the property being 
delivered or the services being performed; 
or 

"(ii) Means an agreement that is a conditional or 
an unconditional agreement to purchase, 
acquire, sell, or dispose of-

"(A) Foreign exchange; or 
"(B) A fi.nancial arrangement: 

"(b) Is defined in section EH 14 for Part EH 
Division 1:". 

(1 7) The definition of "holder" is replaced by: 
" 'Holder'-

"(a) In relation to a policy of life insurance, means 
the person who is beneficially entitled to the 
ownership rights of that policy: 

"(b) Is defined in section EH 14 for Part EH 
Division 1:". 

(18) The definition of "input tax" is replaced by: 
" 'Input tax' in paragraph (a) of the defi.nitions of 'cost 

price', 'price' and in sections Cl 2, Cl 3, and ED 4 has 
the same meaning as in section 2 of the Goods and 
Services Tax Act 1985, and includes, in relation to a 
supply, goods and services tax levied on goods 
entered for home consumption under the Customs 
and Excise Act 1996:". 

(19) In the definition of "insurance", paragraph (a) is 
replaced by: 

"(a) In the definitions of 'insured person' and 
'insurer', in paragraph (b) of the definition of 
'premium' and in sections eN 4, GD 13, and OE 4, 
means-

"(i) Insurance against risk, except life insurance; 
or 



1999, No. 59 Taxation (Accrual Rules and Other 
Remedial Matters) 

"(ii) Guarantee against risk if-

615 

"(A) The premium is payable directly or 
indirectly or by one or more transactions 
by a person who is associated with the 
person who derives the premium; or 

"(B) The risk arises from money lent 
and more than an incidental purpose or 
effect of the guarantee is that amounts 
payable for the money lent are less than 
they otherwise would have been, except if 
the difference is insignificant:". 

(20) The following definition is insened: 
"'Insured person' in sections CN 4 and OE 4, means a 

person who incurs a premium for a contract of 
insurance, whether or not the person can claim an 
amount from the insurer under the contract:". 

(21) The definition of "insurer" is replaced by: 
"'Insurer' in the definition of 'insured person' , in 

paragraph (b) of the definition of 'premium' and in 
sections CN 4, CD 13, and OE 4, means a person who 
assumes liability under a contract of insurance:". 

(22) The definition of "issuer" is replaced by: 
" 'Issuer' is defined in section EH 14 for Part EH Division 

l' " 
(23) In the definition of 'Joint venture agreement"-

(a) "the Minister of Civil Aviation and 
Meteorological Services under section 12 of the Civil 
Aviation Act 1964" is replaced by "the Minister of 
Transport under section 94 of the Civil Aviation Act 
1990"; and 

(b) "Civil Aviation Act 1964" is replaced by "Civil 
Aviation Act 1990". 

(24) The definition of "lease" is replaced by: 
" 'Lease'-

"(a) Except as provided in paragraphs (b), (d), (e), 
and (f) means a disposition that creates a leasehold 
estate: 

"(b) For the purpose of Pan EG, includes a licence 
to occupy: 

"(c) Is defined in section EZ 6 (2) for the purpose of 
that section: 

"(d) Is defined in section CD 10 (4) for the purpose 
of that section: 

"( e) In the accrual rules, means-
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"(i) A lease within the meaning of paragraph (f): 
"(ii) An arrangement that would be a lease within 

the meaning of paragraph (f) if the 
arrangement did not relate to real 
property, livestock, or bloodstock: 

"(f) In paragraph (b) of the definition of 'cost price', 
paragraph (b) of the definition of 'lessee', and 
paragraph (a) of the definition of 'lessor', and in the 
definitions of 'finance lease', '~ranteed residual 
value', 'initial period', 'instalment, 'lease asset', 'lease 
payment', 'lease term', 'outstanding balance', and 
specified lease', and in sections CC 11 (23), 
CC 11 (23A), EO 2, EO 2A, FC 6 to FC 8, and FC 8A to 
FC8c-

"(i) Means an agreement under which a lessor 
transfers to a lessee for a lease term a 
lease asset or the right to possess a lease 
asset in consideration for a lease payment; 
and 

"(ii) Includes a hire or bailment, and a sublease; 
and 

"(iii) Does not include a hire purchase agreement 
as defined in section 2 of the Hire 
Purchase Act 1971, or an assignment of a 
hire purchase agreement; and 

"(iv) If the same lease asset is leased to the same 
lessee or an associated person of the lessee 
under 2 or more consecutive or successive 
leases, and the Commissioner, having 
regard to the tenor of this paragraph, 
regards the consecutive or successive 
leases as one lease, that lease:". 

(25) The definition of "lessee's acquisition cost" is replaced 
by: 

" 'Lessee's acquisition cost'-
"(a) Means the consideration provided to the lessee 

for the finance lease asset (as determined under the 
definition of 'consideration') plus any expenditure or 
loss incurred by the lessee in preparing and installing 
the finance lease asset for use, unless the lessee is 
allowed a deduction for the expenditure or loss under 
this Act, other than under sections EG 1 to EC 15, 
and EG 18: 

"(b) Is defined in section FC 10 (8) for that section:" 



1999, No. 59 Taxation (Accrual Rules and Other 
Remedial Matters) 

617 

(26) In the definition of "lessee's outstanding balance"-
(a) At the end of sub paragraph (ii) of item "b", "; 

and" is replaced by"; or" and the following is added: 
"(iii) If sub paragraph .(ii) does not apply, required 

to be taken mto account by the lessee 
under the base price adjustment in section 
EH 47; and": 

(b) At the end of subparagraph (ii) of item "c", ":" 
is replaced by"; or" and the following is added: 

"(iii) If sub paragraph (ii) does not apply, required 
to be taken into account by the lessee 
under the base price adjustment in section 
EH 47:". 

(27) The definition of "lessor's disposition value" is replaced 
by: 

" 'Lessor's disposition value' means-
"(a) For a hire purchase asset, the consideration 

provided by the lessor under the hire purchase 
agreement, as determined under the definition of 
'consideration'; or 

"(b) For a finance lease asset, the consideration 
provided by the lessor under the finance lease, as 
determined under the definition of 'consideration':". 

(28) In the definition of "lessor's outstanding balance"-
(a) At the end of subparagraph (ii) of item "b", "; and" is 

replaced by"; or" and the following is added: 
"(iii) If subparagraph (ii) does not apply, required 

to be taken into account by the lessee 
under the base price adjustment in section 
EH 47; and": 

(b) At the end of subparagraph (ii) of item "c", ":" is replaced 
by"; or" and the following is added: 

"(iii) If sub paragraph (ii) does not apply, required 
to be taken into account by the lessee 
under the base price adjustment in section 
EH 47:". 

(29) The definition of "linked to a tax agent" is replaced by: 
"'Linked to a tax agent', in sections MC 1, MC 2, and 

NC 17, means a return of income notified to the 
Commissioner as being one that will be prepared or 
furnished by a tax agent if the tax agent has been 
granted an extension of time under section 37 (4) of 
the Tax Administration Act 1994 and the extension 
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of time has not been cancelled under section 37 (4A) 
of that Act:". 

(30) The definition of "maturity" is replaced by: 
" 'Maturity'-

"(a) of a financial arrangement to which Part EH 
Division 2 applies, means-

"(i) The date on which the last payment 
contingent upon the financial 
arrangement is made; and 

"(ii) For an option or an agreement for the sale 
and purchase of property or services, the 
dat~ on which the option or agreement 
exprres; 

"and 'matures' has a corresponding meaning: 
"(b) Is defined in section EH 14 for Part EH 

Division 1:". 
(31) The definition of "money" is replaced by: 

" 'Money'-
"(a) In section EH 22 (l)(b), the definition of 'new 

start grant' and 'security payment', and in the accrual 
rules, includes money's worth, whether or not 
convertible into money, and the right to money, 
including the deferral or cancellation of any 
obligation to pay money whether in whole or in part: 

"( b) Is defined in section EH 14 for Part EH 
Division 1:". 

(32) The definition of "outstanding balance" is replaced by: 
" 'Outstanding balance'-

"(a) In sections FC 6 and Fe 7, means the sum of-
"(i) All loans advanced under the lease by the 

lessor for the period from the beginning of 
the lease and ending immediately before 
the beginning of the instalment period; 
and 

"(ii) Every amount of interest payable (for every 
such loan) for the period beginning on the 
date that the lease began and ending on 
the date immediately before the 
instalment period,-

"reduced by the total amount of all instalments paid 
by the lessee in the first-mentioned period: 

"(b) In section FC 8c, includes principal, interest, 
and penalties that are owing by the lessee to the 
lessor on the date that the lease is terminated:". 
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(33) The definition of "payable" is replaced by: 
" 'p bl' aya e-

"(a) In relation to interest and to a redemption 
payment, being gross income or non-resident 
withholding income, derived by a person from 
money lent by the person, has a corresponding 
meaning to paragraph (a) of the definition of 'paid': 

"(b) In paragraph (a) of the definition of 
'insurance', includes an amount distributed, credited, 
or dealt with in the interest of or on behalf of a 

." person .. 
(34) In the definition of "premium", paragraph (b) is 

replaced by: 
"(b) In sections eN 4, CD 13, and DE 4, means a 

premium, guarantee fee, or other amount payable to 
an insurer for a contract of insurance:". 

(35) The definition of "private or domestic agreement for the 
sale and purchase of property" is replaced by: 

"'Private or domestic agreement for the sale and 
purchase of property' is defined in section EH 14 for 
Part EH Division 1:". 

(36) In the definition of "property"-
(a) Paragraph (b) is replaced by: 

"(b) In sections EH 24 and EH 48 and in 
the definitions of 'agreement for the sale 
and purchase of property or services', 
'forward contract', 'private or domestic 
agreement for the sale and purchase of 
property or services', 'right in the 
contracted property', 'short term 
agreement for the sale and purchase of 
property or services', 'short term option', 
and 'specified option', means any 
property, whether real or personal, legal 
or equitable, tangible or intangible, but 
does not include forei~ exchange or a 
financial arrangement:' : 

(b) The following is added after paragraph (c): 
"(d) Is defined in section EH 14 for 

Part EH Division 1:". 
(37) The definition of "qualified accruals rules" is replaced 

by: 
" 'Qualified accruals rules' is defined in section EH 14 for 

Part EH Division 1:". 
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(38) The definition of "registered person" is replaced by: 
"'Registered person' in sections Cl 2, Cl 3, DJ 5, and 

ED 4, has the same meaning as in section 2 of the 
Goods and Services Tax Act 1985:". 

(39) The definition of "right in the specified property" is 
replaced by: 

"'Right in the specified property' is defined ill 

section EH 14 for Part EH Division 1:". 
(40) In the definition of "salary and wages", at the end of 

paragraph (ib) ":-" is replaced by"; and", and the following is 
inserted: 

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

(41) The definition of "secured arrangement" is replaced by: 
" 'Secured arrangement'-

"(a) In the definitions of 'security arrangement', 
'security payment', and in the accrual rules, means 
an arrangement whose non-performance is secured 
against by a financial arrangement: 

"(b) Is defined in section EH 14 for Part EH 
Division 1:". 

(42) The definition of "security arrangement" is replaced by: 
" 'Security arrangement'-

"(a) In the definition of 'security payment', in the 
accrual rules and in sections CC 3 (b) and CC 8, 
means a financial arrangement that secures one party 
against another person failing to perform their 
obligations under a secured arrangement: 

"( b) Is defined in section EH 14 for Part EH 
Division 1:". 

(43) The definition of "security payment" is replaced by: 
" 'Security payment' in the accrual rules, means money 

received by a party to a security arrangement to the 
extent that the money is received for a loss incurred 
because performance of the secured arrangement 
failed, and the money is gross income of the party:". 

(44) The definition of "short term agreement for the sale and 
purchase of property" is replaced by: 

"'Short term agreement for the sale and purchase of 
property' is defined in section EH 14 for Part EH 
Division 1:". 

(45) The definition of "short term option" is replaced by: 
" 'Short term option'-
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"(i) If· settlement must take place, or services 
must be performed on or before 93 days 
from the date on which the option is 
entered into; or 

"(ii) If the date on which the option is entered 
into cannot be established, on or before 
93 days from the earlier of-

"(A) The date the purchaser first makes 
a payment to the vendor; or 

"(B) The date on which the first right in 
the contracted property is transferred or 
the services are performed: 

"(b) Is defined in section EH 14 for Part EH 
Division 1:". 

(46) The definition of "short term trade credit" is replaced 
by: 

" 'Short term trade credit' is defined in section EH 14 for 
Part EH Division 1:". 

(47) The definition of "social assistance suspensory loan" is 
replaced by: 

"'Social assistance suspensory loan' is defined ill 

section EH 14 for Part EH Division 1:". 
(48) The definition of "specified lease" is replaced by: 

"'Specified lease' means a lease that is entered into 
between 6 August 1982 and the date before the date 
that the Taxation (Accrual Rules and Other Remedial 
Matters) Act 1999 receives the Royal assent (both 
dates inclusive)-

"(a) That has a guaranteed residual value; or 
"(b) Under which-

"(i) The lease term is more than 36 consecutive 
months or, if the Commissioner considers 
that the economic life of the lease asset is 
less than 36 months, a lease term of the 
economic life of the lease asset; and 

"(ii) Anyone of the following subsubparagraphs 
applies-

"(A) The lessee becomes the owner of 
the lease asset at the end of the lease 
term; or 

"(B) The lessee has the option to 
purchase the lease asset at the end of the 
lease term at a price that the 
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Commissioner considers will be 
significantly lower than the market value 
or the lease asset at the end of the lease 
term; or 

"(C) The total of all lease payments and 
the guaranteed residual value is more than 
or equal to, or to a small extent less than, 
the cost price of the lease asset; or 

"(D) The lessor and the lessee agree that 
the lessee is liable for the payment of all, 
or nearly all, expenditure incurred for the 
costs of repair and maintenance and any 
other incidental costs arising during the 
lease term for the use of the lease asset;-

"and includes-
"( c) A lease of a lease asset if the lessee acquires 

ownership of the lease asset by any means 
whatsoever, whether from the lessor or another 
person: 

"(d) A lease of a lease asset entered into between 
28 October 1983 and the date before the date that 
the Taxation (Accrual Rules and Other Remedial 
Matters) Act 1999 receives the Royal assent (both 
dates inclusive) if a person, other than the lessee, 
acquires the lease asset and the lessee and the person 
who acquires the lease asset are associated:". 

(49) The definition of "specified option" is replaced by: 
" 'Specified option'-

"(a) Means an option to purchase, acquire, sell, or 
dispose of property or services, and the agreement 
for the sale and purchase of property or services, if 
any, entered into as a result of the option being 
exercised is treated as part of the option: 

"(b)Is defined in section EH 14 for Part EH 
Division 1:". 

(50) In the definition of "tax avoidance", "EH 42," is added 
after "EH 1,". 

(51) In the definition of "timber", "paragraph (a) of the 
definition of 'cost price'," is repealed. 

(52) The definition of "trade credit" is replaced by: 
" 'Trade credit' is defined in section EH 14 for Part EH 

Division 1:". 
(53) In the definition of "trading stock"

(a) Paragraph (a) is repealed; and 
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"(xi) A financial arrangement to which the 
accrual rules apply:". 

(54) The definition of "variable principal debt instrument" is 
replaced by: 

" 'Variable principal debt instrument'-
"(a) Means a financial arrangement that 

contemplates that one party may, upon demand or 
call-

"(i) Advance further sums to the other party; or 
"(ii) Require the return of all sums advanced to 

the other party, if their rights and 
obligations under the financial 
arrangement are expressed in a foreign 
currency: 

"(b) Is defined in section EH 14 for Part EH 
Division 1:". 

(55) Subsections (2) to (17), (22), (24) to (30), (35) to (37), (39), 
and (41) to (54) apply on and after the date this Act receives the 
Royal assent. 

(56) Subsections (20), (21), (33), and (34) apply on and after 
17 November 1998. 

(57) Subsections (11), (18), and (38) apply on and after 1 April 
1999. 

(58) In subsection (19)-
(a) New paragraphs (a)(i) and (a)(ii)(A) apply on and after 

17 November 1998; and 
(b) New paragraph (a)(ii)(B) applies on and after the date this 

Act receives the Royal assent. 
(59) Subsection (23) applies on and after 1 September 1990. 
(60) Subsection (40) applies on and after 26 November 1998. 

56. Meaning of "income tax"-(I) In section OB 6 (1)
(a) In paragraph (a), "parag:.aphs (b) to (i)" is replaced by 

"paragraphs (b) to (I)": 
(b) After paragraph (k), the following is added: 
"(1) Is a tax prescribed in section 1 73D of the Tax 

Administration Act 1994." 
(2) Subsection (1) applies on and after the date this Act 

receives the Royal assent. 

57. Determination of "consideration" if consideration 
for property is denominated in foreign currency
(1) Section OB 7 is replaced by: 
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"OB 7. (1) In this section-
"(a) 'Contract date' is the date on which the 

financial arrangement was entered into: 
"(b) 'Rights date' is the date on which the first 

right in the contracted property is to be transferred: 
"(c) 'Settlement date' is the date on which final 

payment is to be made under the financial 
arrangement. 

"(2) When determining the consideration payable under an 
agreement for the sale and purchase of property or services or 
a specified option denominated in a foreign currency, the 
lowest price referred to in section EH 48 (3)(a) must be the 
lowest price the parties would have agreed upon in the foreign 
currency, and must be converted into New Zealand dollars 
using, at the option of the taxpayer-

"(a) The rate available to the taxpayer from a New Zealand 
registered bank for the exchange of New Zealand 
dollars for the foreign currency on the contract date 
for the rights date; or 

"(b) If the period between the rights date and the settlement 
date is not more than 5 years, the rate available to 
the taxpayer from a New Zealand registered bank 
for the exchange of New Zealand dollars for the 
foreign currency on the contract date for the 
settlement date; or 

"(c) An exchange rate that has been approved by the 
Commissioner-

"(i) For use under this subsection in circumstances 
that apply to the taxpayer; and 

"(ii) In a determination issued under 
section 90AC (1 )(k) of the Tax Administration Act 
1994. 

"(3) A taxpayer must apply the rate adopted for the financial 
arrangement consistently for every income year during the 
financial arrangement's term. 

"( 4) If the terms of the financial arrangement do not provide 
the rights date or settlement date with certainty on the 
contract date, then-

"(a) The rights date is the date on which the parties 
reasonably expect, at the time of entering into the 
financial arrangement, the first right in the 
contracted property to be transferred; and 

"(b) The settlement date is the date on which the parties 
reasonably expect, at the time of entering into the 
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financial arrangement, that final payment will be 
made." 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

58. Airport operators-( 1) In the definition of "airport 
asset" in section OC 1 (6)(a), "specified lease" is replaced by 
"specified or a finance lease". 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

59. Further definitions of associated persons-( 1) In 
section OD 8 (3)-

(a) In the words before paragraph (a), "EL 7 (3)(b)," is 
replaced by "DM lA, EH 7, EH 53, EL 7 (3Xb), and 
EO 4A,"; and 

(b) In the words before paragraph (a), "and HK 11," is 
replaced by "and HK 11, and in paragraph (a) of the 
definition of 'insurance' ,". 

(c) In the proviso to paragraph (a), "EL 7 (3)(b)," is replaced 
by "DM lA, EH 7, EH 53, EL 7 (3)(b), and EO 4A,". 

(d) In the proviso to paragraph (a), "and HK 11," is replaced 
by "and HK 11, and in paragraph (a) of the definition 
of 'insurance',". 

(2) Subsection (1)(a) and (1)(c) apply on and after the date this 
Act receives the Royal assent. 

(3) Subsection (1)(b) and (1)(d) apply on and after 
17 November 1998. 

60. References to particular regimes In former Act, 
etc-(I) In section OZ 1 (1)-

(a) The definitions of "accruals rules" and "qualified accruals 
rules" are repealed; and 

(b) In the definition of "trust rules", "EH 3, EH 28," is 
inserted after "DJ 2,". 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

PART 2 

AMENDMENTS To TAX ADMINISTRATION ACT 1994 

61. Tax Administration Act 1994-This Part amends the 
Tax Administration Act 1994. 
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62. Interpretation-( 1) In section 3-
(a) In the definition of "binding ruling", the following 15 

added after paragraph (c): 
"(d) Status ruling made under section 91GA:": 

(b) The following definitions are inserted: 
" 'Competent Authority' is defined in section 17 3B: 
" 'Contested act of assistance' is defined in section 17 3B: 
" 'Contested tax' is defined in section 17 3B: 
" 'Tax recovery agreement' is defined in section 173B:": 

(c) In the definition of "disputable decision", paragraph (b) is 
replaced by: 

"(b) A decision of the Commissioner under a tax 
law, except for a decision-

"(i) To decline to issue a binding ruling under 
Part VA; or 

"(ii) That cannot be the subject of an objection 
under Part VIII; or 

"(ill) That cannot be challenged under Part 
VIllA:": 

(d) The definition of "late payment penalty" is replaced by: 
" 'Late payment penalty' means-

"(a) A civil penalty imposed under section 139B for 
not paying a tax calculated or assessed as payable 
under a tax law on time; and 

"(b)For sections 157, 183A, 183B, and 183D 
includes: 

"(i) Additional tax imposed on unpaid tax under 
section 139: 

"(ii) Additional tax imposed on any tax 
remaining unpaid under section 41 of the 
Goods and Services Tax Act 1985 for 
supplies made in taxable periods: 

"(iii) Interest on gift duty imposed under 
section 84 of the Estate and Gift Duties 
Act 1968 for gifts made: 

"(iv) A penalty imposed for unpaid stamp duty 
under section 58 of the Stamp and Cheque 
Duties Act 1971 or any interest imposed 
under section 86E on unpaid credit card 
duty for-

"(A) An instrument of conveyance 
executed; and 
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"(B) A bill of exchange made, drawn, or 
prepaid under sections 81 to 83 of that 
Act; and 

"(C) A liable transaction entered into: 
"(v) Interest on unpaid totalisator duty under 

section 8 of the Gaming Duties Act 1 9 7 1 
for all betting profits that must be 
calculated under section 4 of that Act: 

"(vi) Interest on unpaid racing duty under 
section 12 of the Gaming Duties Act 197 1 
for lotteries drawn: 

"(vii) Interest on unpaid gaming machine duty 
under section 12F of the Gaming Duties 
Act 1971 for dutiable games played by 
means of gaming machines: 

"(viii) Interest on unpaid casino duty under 
section 21Q of the Gaming Duties 
Act 1971 for casino wins:": 

(e) In the definition of "property", "sections 60 and" IS 

replaced by "section": 
(f) The definition of "return period" is replaced by: 

" 'Return period' means-
"(a) The period covered by a tax retum, or which 

would be covered by a tax retum if one were 
provided: 

"(b) For a tax return that relates to a transaction, 
the time within which the transaction must be 
returned:" : 

(g) The following definition is inserted: 
" 'Status ruling' means a ruling made under 

section 91GA:": 
(h) In paragraph (a) of the definition of "tax", the following is 

added after sub paragraph (x): 
"(xi) Is a tax prescribed in section 173D:": 

(i) The following definitions are repealed: 
"Holder" 
"Implementation date" 
"Issuer" 
"Trade credit". 

(2) In section 3 (4)(a), "60," is repealed. 
(3) Subsections (1) and (2), except for subsection (1)(d) and (f) 

apply on and after the date this Act receives the Royal assent. 
(4) Subsection (1)( d) applies on and after 1 April 1997. 
(5) Subsection (1)(f) applies on and after 1 April 1999. 
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63. New sections inserted-(I) After section 22, the 
following is inserted: 

"22A. Records required under Part EH Division 2 of 
Income Tax Act 1994-(1) A taxpayer who applies 
section EH 36 of the Income Tax Act 1994 and who does not 
use a market approved by the Commissioner under 
section 90AC (1)(c) must keep, in English, records sufficient to 
enable the Commissioner to verify that the market value 
adopted is reliable. 

"(2) A taxpayer who applies section EH 43 of the Income 
Tax Act 1994 must keep, in English, records sufficient to 
enable the Commissioner to venfy that their reason for 
changing spreading methods was a sound commercial one. 

"(3) A taxpayer required to retain records must-
"(a) Take all reasonable precautions for the safe custody of 

those records; and 
"(b) Retain those records for 7 years after the end of the year 

that the records relate to, unless: 
"(i) The Commissioner has given notice that 

retention is not required; or 
"(ii) The records are required by law to be given 

to another person; or 
"(iii) The taxpayer is a company that has been 

liquidated or wound up; and 
"( c) Retain the records required for a further period as 

specified by the Commissioner under subsection (4). 
"( 4) The Commissioner may, by giving notice before the end 

of the 7-year retention period specified in subsection (3), 
require a taxpayer to retain records specified by the 
Commissioner for a further period of not more than 3 years 
following the expiry of the 7-year period if-

"(a) The taxpayer is or has been under audit or investigation 
by the Commissioner; or 

"(b) The Commissioner intends to conduct an audit or 
investigation before the expiry of the retention 
period as extended, or is actively considering an 
audit or investigation. 

"22B. Further records required under Part EH-(I) A 
trustee to whom either section EH 5 or section EH 52 applies 
must keep, in English, records of-

"(a) The amounts of debt forgiven by creditors; and 
"(b) Amounts distributed to the trust's beneficiaries. 
"(2) A trustee required to retain records must-
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"(a) Take all reasonable precautions for the safe custody of 
those records; and 

"(b) Retain those records for as long as the trust exists." 
(2) Subsection (1) applies on and after the date this Act 

receives the Royal assent. 

64. Resident withholding tax deduction certificates
(1) Section 25 (7)(a) is replaced by: 

"(a) All resident withholding income is interest paid by the 
person under a financial arrangement, and the 
interest is not more than $ 20 in that income year; 

" or . 
(2) Subsection (1) applies on and after the date this Act 

receives the Royal assent. 

65. Annual income tax returns not required-( 1) 
Section 33A (1)(b)(x) is repealed. 

(2) Section 33A (2)(c) is replaced by: 
"( c) Is not a cash basis person; or". 
(3) Subsections (1) and (2) apply to the 1999-2000 and 

subsequent income years. 

66. Dates by which annual returns to be furnished
(1) Section 37 (4A) is replaced by: 

"( 4A) If a tax agent has not furnished for an income year the 
required number of tax returns by the dates specified by the 
Commissioner, the Commissioner may: 

"(a) Refuse to grant an extension oftime under subsection (4) 
for furnishing one or more tax returns that are 
linked to the tax agent; and 

"(b) Cancel any existing extension of time arrangement 
granted under subsection (4) for the income years 
for which the tax agent has not furnished the 
required number of tax returns by the dates 
specified by the Commissioner; and 

"( c) Cancel any existing extension of time arrangement 
granted under subsection (4) for one or more 
returns, but not necessarily all returns, for the 
income years for which the tax agent has not 
furnished the required number of tax returns by the 
dates specified by the Commissioner." 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 
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67. New sections inserted-(l) After section 44, the 
following is inserted: 

"44A. Special returns by taxpayers affected by reduced 
deductions under Income Tax Act 1994-(1) A taxpayer 
who has made a return of income for an income year must file 
a special return for that income year in the form required by 
the Commissioner if the taxpayer's net income or net loss for 
the income year is affected by-

"(a) A reduction under section DM lA (4) of the taxpayer's 
deduction under section DM lA (3); or 

"(b) A reduction under section EO 4A (4) of the taxpayer's 
deduction under section EO 4A (3); or 

"(c) A reduction under section DM lA (4) of another 
taxpayer's deduction under section DM lA (3); or 

"(d) A reduction under section EO 4A (4) of another 
taxpayer's deduction under section EO 4A (3). 

"(2) A taxpayer who has derived consideration that gives rise 
to a reduction under section DM lA (4) or section EO 4A (4) and 
any other taxpayer affected by that reduction must file a 
special retum-

"(a) For the income year in which the consideration is 
derived; and 

"(b) By the date that the taxpayer's return of income for that 
income year would be due. 

"44B. Special returns for financial arrangements-(l) A 
person who calculates an adjustment under section EH 57 of 
the Income Tax Act 1994 must file a special return for the 
adjustment in the form required by the Commissioner on or 
before the date on which the person must file their return of 
income in the income year specified in section EH 57 (2). 

"(2) Despite the time bar, the Commissioner must reassess 
the person's income tax liability for the income years to which 
the adjustment relates according to the calculations of income 
and expenditure under the adjustment." 

(2) The new section 44A applies on and after 17 November 
1998. 

(3) The new section 44B applies on and after the date this Act 
receives the Royal assent. 

68. Employers to make returns as to employees
(1) After section 46 (5)(d), the following is inserted: 
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"(da) All payments of weekly compensation made by the 
Accident Compensation Corporation under the 
Accident Insurance Act 1998; or 

"(db) Payments of compensation for loss of earnings or loss 
of potential earning capacity in so far as the 
payments relate to a work-related personal injury 
and are made by the Accident Compensation 
Corporation under a policy of personal accident or 
sickness insurance to which section 188 (1)(a) of the 
Accident Insurance Act 1998 applies; or". 

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

69. Disclosure of certain financial arrangement 
transactions where interest payable to exempt person, 
etc-( 1) Section 53 (1 )(b )(iii) is replaced by: 

"(iii) A party to the financial arrangement; or". 
(2) Subsection (1) applies on and after the date this Act 

receives the Royal assent. 

70. Returns of inter-related arrangements-( 1) Section 
60 is repealed. 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

71. Disclosure of information to prevent cessation of 
benefit payments-(I) In section 82A (8)-

(a) The definition of "beneficiary information" is repealed; 
and 

(b) The following definition is inserted: 
"'Information about a beneficiary' means information 

that-
"(a) Identifies the beneficiary; and 
"(b) Identifies the benefit that the beneficiary is 

receiving, has received, or for which the beneficiary 
has applied:". 

(2) Subsection (1) applies on and after 7 October 1998. 

72. Secrecy obligations not to prevent disclosure in 
arrangements for relief from double taxation and 
exchan?,e of information-(I) In section 88, wherever it 
occurs, 'double tax agreement" is r~placed by "double tax 
agreement or tax recovery agreement . 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 
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73. Purpose of this Part-(I) After section 89A (2), the 
following is added: 

"(3) Despite section 1 (2), this Part applies to disputable 
decisions made by the Commissioner for income years before 
the 1994-95 income year." 

(2) Subsection (I) applies on and after the date this Act 
receives the Royal assent. 

74. New sections inserted-(I) After section 90, the 
following is inserted: 

"90AA. Application of determinations made under 
section 90-( I) A determination made under section 90 
applies, in principle, to a financial arrangement to which 
Part EH Division 2 applies until a new determination that is 
relevant to the financial arrangement is made by the 
Commissioner under section 90AC. 

"(2) Once a determination is made under section 90AC, a 
person must apply that determination to a financial 
arrangement to which Part EH Division 2 applies, and must not 
apply the determination made under section 90. 

"90AB. Application for determination-(I) A person who 
becomes, or who intends to become, a party to a financial 
arrangement may apply to the Commissioner for a 
determination to be made under section 90AC (I). 

"(2) Unless subsection (3) applies, an application must be 
made in accordance with regulations made under this Act. 

"(3) If no regulations have been made under this Act or if 
regulations made do not provide for the eventuality that 
occurs, an application must be made in accordance with a 
procedure that the Commissioner prescribes. 

"90AC. Determinations relating to financial arrange
ments-(I) For the purpose of the accrual rules in Part EH 
Division 2 of the Income Tax Act 1994, the Commissioner may 
determine the following: 

"(a) How the yield to maturity method applies to a financial 
arrangement or class of financial arrangements 
under section EH 34 (I): 

"(b) How the straight line method applies to a financial 
arrangement or class of financial arrangements 
under section EH 35: 

"( c) The market, the method, and the source of information, 
that a person may use to determine market value 
under section EH 36: 
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"(d) The method for determining the income derived or 
expenditure incurred for a financial arrangement or 
class of financial arrangements under section 
EH 38 (1): 

"(e) The alternative method that may be applied to 
determine the income derived or expenditure 
incurred for a financial arrangement or class of 
financial arrangements under either section 
EH 34 (2) or EH 38 (2): 

"(f) Whether a method meets the requirements of section 
EH 42 (1) and may be treated as complying with the 
consistency requirement: 

"(g) Whether or not a method may be changed under section 
EH 42 (3) and the circumstances or conditions under 
which a change in method is allowed: 

"(h) If a financial arrangement includes an excepted financial 
arrangement, the method for determining the 
portion of the income, gain, loss, expenditure, 
consideration paid, or consideration received that is 
solely attributable to the excepted financial 
arrangement: 

"(i) The method for determining the future value, discounted 
value, or a combination of both the future and 
discounted values of amounts paid or payable on 
the date the first right in the contracted property is 
transferred or services are provided under an 
agreement to which either section EH 48 (3)(c) 
or EH 48 (3)(d) applies: 

"m The method for determining under section FD 10 (4) the 
consideration to be taken into account under section 
EH 47 in the case of a financial arrangement that is 
disposed of between members of the same 
consolidated group of companies: 

"(k) The exchange rate that a taxpayer or a class of taxpayer 
may use, and the circumstances in which the rate 
may be used under section OB 7 (2)(c)(ii), having 
regard to the costs that the taxpayer or class of 
taxpayer would incur in using a rate available under 
section OB 7 (2)(a) or (b). 

"(2) The Commissioner may also determine the class of 
persons that may apply a determination. 

"(3) A determination made under any of subsection (l)(a), 
(l)(d), (l)(h), (l)(i), or (l)m is binding on persons who are subject 
to the accrual rules. 
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"( 4) A determination is not made when the Commissioner 
accepts an alternative method to the yield to maturity method 
under section EH 34 or an alternative method under 
section EH 38 of the Income Tax Act 1994. 

"( 5) For the purpose of subsection (1)( e), the Commissioner 
may specify or differentiate financial arrangements by 
reference to type, characteristics, the purpose for which the 
arrangements were entered into, or in any other way. 

"(6) The Commissioner may vary, rescind, restrict, or extend 
a determination made under this section by replacing the 
determination or by making a new determination. 

"90AD. Notification of determinations-(I) The 
Commissioner must publish a determination made under 
section 90AC in the Gazette not later than 30 days after the date 
the determination is made. The determination must be 
published in a form that is specified by regulations made under 
this Act. 

"(2) A determination is made under section 90AC when it is 
signed by the Commissioner. 

"(3) The Commissioner must assess a person who has applied 
a determination made under section 90AC in accordance with 
the determination except if-

"(a) The legislation on which the determination is based has 
been repealed or amended to the person's 
detriment; or 

"(b) There was a material misrepresentation or omission in 
the person's application for the determination, 
whether intentional or not." 

"90AE. Four-year period in which detennination does 
not have to be applied-If a person becomes a party to a 
financial arrangement before a new determination is made 
under section 90AC (6) or a replacement determination is 
published, the person does not have to apply the new or the 
replacement determination to the financial arran~ement until 
4 years after the date of publication have passed. ' 

(2) Subsection (I) applies on and after the date this Act 
receives the Royal assent. 

75. Determinations in relation to apportionment of 
interest costs-{I) Section 90A (I) is replaced by: 

"( I) For the purpose of Part FG of the Income Tax Act 1994, 
the Commissioner may determine the extent to which a 
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financial arrangement provides funds to a party under the 
arrangement. " 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

76. Taxation laws in respect of which binding rulings 
may be made-(l) In section 91c (l)(e)(i), "Section 90" is 
replaced by "Sections 90 or 90AC". 

( 2) Section 91 C (1)( e )( iA) is replaced by: 
"(iA) Section 90A of this Act in relation to the 

extent to which a financial arrangement provides 
funds to a party under the arrangement; or". 

(3) After section 91c (1), the following is inserted: 
"(lA) The Commissioner may make a binding ruling under 

section 91 GB." 
(4) Subsections (1) to (3) apply on and after the date this Act 

receives the Royal assent. 

77. Content and notification of a public ruling-
(1) Section 91DA (1) is replaced by: 

"( 1) A public ruling must state-
"(a) That it is a public ruling made under section 91D; and 
"(b) The taxation law or laws on which it is a ruling; and 
"(c) The arrangement to which the ruling applies; and 
"(d) How the taxation law or laws apply to the arrangement; 

and 
"(e) The period or income year for which the ruling applies. 

"Anything that does not contain these statements is not a 
public ruling." 

(2) After section 91DA (3), the following is added: 
"( 4) The Commissioner must publish each public ruling, in 

full, in a publication of the department." 
(3) Subsections (1) and (2) apply on and after the date this Act 

receives the Royal assent. 

78. Effect of a public ruling-(l) Section 9lDB (2) is 
repealed. 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

79. Application of a public ruling-(l) Section 91DC is 
replaced by: 

"( 1) A public ruling on a taxation law applies to a person and 
an arrangement-
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"(a) If the taxation law is expressly referred to in the ruling; 
and 

"(b) For an arrangement that is-
"(i) Specified in the ruling; and 
"(ii) Entered into during the period or mcome 

year for which the ruling applies; and 
"(c) For the period or income year specified in the ruling. 
"(2) Subsection (1) does not apply to a taxpayer who has 

issued the Commissioner with a notice of proposed adjustment 
to change the effect of a ruling previously applied by the 
taxpayer." 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

80. Extension of a public ruling-( 1) In section 91 DD 
(2)(b), "or income year" is inserted after "The original period". 

(2) In section 91DD (2)(c), "or income year" is inserted after 
"the new period". 

(3) Subsections (1) and (2) apply on and after the date this Act 
receives the Royal assent. 

81. Withdrawal of a public ruling-(I) Section 91DE (2) is 
replaced by: 

"(2) The Commissioner must notify the withdrawal by giving 
adequate notice in the Gazette." 

(2) Section 91DE (3) is replaced by: 
"(3) A public ruling is withdrawn on the date stated in the 

notice of withdrawal. The date cannot be before the date on 
which notice is given under subsection (2)." 

(3) Section 91 DE (4 )(b) is replaced by: 
"(b) The ruling continues to apply, for the remainder of the 

period or income year to which the ruling applies, to 
an arrangement to which it previously applied that 
was entered into before the date of withdrawal." 

(4) In section 91 DE (5)( c), "or income year" is inserted after 
"The original period". 

(5) Subsections (I) to (4) apply on and after the date this Act 
receives the Royal assent. 

82. Commissioner to make private rulings on 
request-(I) Section 91E (I) is replaced by: 

"( I) Subject to section 91 EF, the Commissioner must make a 
private ruling on how a taxation law applies, or would apply, to 
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a person and to the arrangement, whether a single or a 
recurring arrangement, for which the ruling is sought." 

(2) In section 91£ (3)(b) "; or" is added after paragraph (b), 
and the following is added after paragraph (b): 

"(c) The applicant has outstanding debts relating to earlier 
binding ruling applications." 

(3) Section 91 £ (4)(b) is replaced by: 
"(b) At the time the application is made or at any time 

before the ruling is issued, the Commissioner 
considers that the person to whom the ruling is to 
apply is not seriously contemplating the 
arrangement for which the ruling is sought; or". 

(4) Section 91£ (4)(d)(i) is replaced by: 
"(i) Concerns a tax (excluding provisional tax), 

duty, or levy that is due and payable, unless the 
application is received before the tax (excluding 
provisional tax), duty, or levy is due and payable; 

" or . 
(5) In section 91£ (4)(e) "any period" is replaced by "a period 

or an income year". 
(6) Section 91£ (4)(f) is replaced by: 
"(f) An assessment relating to the person, the arrangement, 

and a period or an income year to which the 
proposed ruling would apply has been made, unless 
the application is received by the Commissioner 
before the date an assessment is made; or". 

(7) Section 91 £ (4 )(g) is replaced by: 
"(g) The Commissioner is auditing or investigating how the 

taxation law applies to the person and to the 
arrangement for a period or an income year to 
which the proposed ruling would apply; or 

"(ga) The application relates to an arrangement that is the 
subject of a notice of proposed adjustment; or". 

(8) Section 91E (4A) is replaced by: 
"(4A) Subsection (4)(a) does not apply if the application for 

the ruling relates to how either section FB 2 or G D 13 of the 
Income Tax Act 1994 applies, or would apply, to the person 
applying for the ruling and to the arrangement, whether a 
single or a recurring arrangement, for which the ruling is 

h " soug t. 
(9) Subsections (1) to (8) apply on and after the date this Act 

receives the Royal assent. 
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83. Effect of a private ruling-(l) After section 91EA (1), 
the following is inserted: 

"(lA) Subsection (1) does not apply if a taxpayer has issued 
the Commissioner with a notice of proposed adjustment to 
change the effect of a ruling previously applied by the 
taxpayer." 

(2) Section 91EA (2) is repealed. 
(3) Subsections (1) and (2) apply on and after the date this Act 

receives the Royal assent. 

84. Application for a private ruling-( 1) Section 
91EB (l)(b) is replaced by: 

"(b) Only for the period or income year for which the ruling 
applies." 

(2) Section 91EB (2)(c) is replaced by: 
"(c) The Commissioner makes an assumption about a future 

event or another matter that is material to the 
ruling, and the assumption subsequently proves to 
be incorrect; or 

"(d) The Commissioner stipulates a condition that is not 
satisfied. " 

(3) Subsections (1) and (2) apply on and after the date this Act 
receives the Royal assent. 

85. Applying for a private ruling-(l) Section 91EC (1) is 
replaced by: 

"( 1) A person, in their own right or on behalf of a person 
who is yet to come into legal existence, may apply to the 
Commissioner for a private ruling on how a taxation law 
applies, or would apply, to-

"(a) The person making the application or the prospective 
person, as the case may be; and 

"(b) An arrangement, whether a single or a recurring 
arrangement." 

(2) Section 91EC (2) is replaced by: 
"(2) Two or more persons may jointly apply, or a person on 

behalf of two or more persons who are yet to come into legal 
existence, may apply to the Commissioner for a private ruling 
on how a taxation law applies, or would apply, to each person 
and to an arrangement, whether a single or a recurring 
arrangement. " 

(3) Subsections (1) and (2) apply on and after the date this Act 
receives the Royal assent. 
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86. Content and notification of a private ruling-
(1) Section 91 EH (1) is replaced by: 

"( 1) A private ruling must state-
"(a) That it is a private ruling made under section 91E; and 
"(b) The identity of the person, the taxation law, and the 

arrangement (which may be identified by reference 
to the arrangement in the application) to which the 
ruling applies; and 

"(c) How the taxation law applies to the arrangement and to 
the person; and 

"(d) The period or income year for which the ruling applies; 
and 

"(e) Material assumptions about future events or other 
matters made by the Commissioner; and 

"(f) Conditions stipulated by the Commissioner. 
"Anything that does not contain these statements IS not a 
private ruling." 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

87. Withdrawal of a private ruling-(I) After 
section 91E1 (2), the following is inserted: 

"(2A) A status ruling on a withdrawn private ruling does not 
apply on and after the date specified in the notice of 
withdrawal. " 

(2) In section 91E1 (3)(b), "or income year" is inserted after 
"for the remainder of the period". 

(3) In section 91E1 (3), at the end of paragraph (b), 
"withdrawal." is replaced by "withdrawal; and", and the 
following is added: 

"( c) A status ruling that has been made on the private ruling 
continues to apply, for the remainder of the period 
or income year specified in the private ruling, if the 
arrangement was entered into before the date of 
withdrawal. " 

(4) Subsections (1) to (3) apply on and after the date this Act 
receives the Royal assent. 

88. Disclosure of private ruling-( 1) Section 91 EJ is 
repealed. 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 
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89. Commissioner may make product rulings-( 1) In 
section 91F (3)(b) "; or" is added after paragraph (b), and the 
following is added after paragraph (b): 

"(c) The applicant has outstanding debts relating to earlier 
binding ruling applications." 

(2) Section 91F (4)(b) is replaced by: 
"(b) At the time the application is made or at any time 

before the ruling is issued, the Commissioner 
considers that the person to whom the ruling is to 
apply is not seriously contemplating the 
arrangement for which the ruling is sought; or". 

(3) Section 91 F (4)( e) is replaced by: 
"(e) A product ruling already exists on how the taxation law 

applies to the arrangement, and the proposed ruling 
would apply to a period or income year to which the 
existing ruling applies; or". 

(4) Subsections (I), (2), and (3) apply on and after the date this 
Act receives the Royal assent. 

90. Effect of a product ruling-(I) After section 91FA (1), 
the following is inserted: 

"(lA) Subsection (1) does not apply if a taxpayer has issued 
the Commissioner with a notice of proposed adjustment to 
change the effect of a ruling previously applied by the 
taxpayer." 

(2) Section 91FA (2) is repealed. 
(3) Subsections (1) and (2) apply on and after the date this Act 

receives the Royal assent. 

91. Application of a product ruling-(l) 
Section 91 FB (I )(b) is replaced by: 

"(b) Only for the period or income year for which the ruling 
applies." 

(2) Section 91FB (2)(c) is replaced by: 
"(c) The Commissioner makes an assumption about a future 

event or another matter that is material to the 
application of the ruling, and the assumption 
subsequently proves to be incorrect; or 

"(d) The Commissioner stipulates a condition that is not 
satisfied. " 

(3) Subsections (1) and (2) apply on and after the date this Act 
receives the Royal assent. 
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92. Applying for a product ruling-(l) Section 91FC (1) is 
replaced by: 

"( 1) A person, in their own right or on behalf of a person 
who is yet to come into legal existence, may apply to the 
Commissioner for a product ruling on how a taxation law 
applies, or would apply-

"(a) To an arrangement; or 
"(b) To the consumer of the product that is the subject of the 

ruling, and to the arrangement. 
"(lA) A person making an application under subsection (1) or 

a prospective person, as the case may be, must intend to be a 
party to the proposed arrangement. 

"(lB) For the purpose of subsection (l)(b), a 'consumer' is a 
party to the arrangement who is not the applicant." 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

93. Content and notification of a product ruling-
(1) Section 91FH is replaced by: 

"91 FH. (1) A product ruling must state-
"(a) That it is a product ruling made under section 91F; and 
"(b) The name of the person who applied for the ruling; and 
"(c) The taxation law and the arrangement to which the 

ruling applies; and 
"(d) How the taxation law applies to the arrangement; and 
"(e) The period or income year for which the ruling applies; 

and 
"(f) Material assumptions about future events or other 

matters made by the Commissioner; and 
"(g) Conditions stipulated by the Commissioner. 

"Anything that does not contain these statements IS not a 
product ruling. 

"(2) The Commissioner must send a copy of the ruling to the 
applicant as soon as practicable after the date on which the 
ruling is made. 

"(3) Unless earlier publication is requested by the applicant in 
writing, the Commissioner cannot publish a product ruling 
until 2 months have passed after the date the ruling is made. 

"( 4) If earlier publication is requested by the applicant, the 
Commissioner must-

"(a) Notify the making of the product ruling by notice in the 
Gazette; and 

"(b) Publish the product ruling in a publication of the 
department as soon as possible. 
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"(5) After the 2-month period has ended, the Commissioner 
must-

"(a) Notify the making of a product ruling by notice in the 
Gazette; and 

"(b) Publish each product ruling, in full, in a publication of 
the department. 

"(6) A taxpayer, other than the applicant, cannot obtain a 
copy of a product ruling before it is published by the 
Commissioner. " 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

94. Extension of a product ruling-(l) Section 91FI is 
repealed. 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

95. Withdrawal ofa product ruling-(I) Section 91FJ (2) is 
replaced by: 

"(2) The Commissioner must notify the withdrawal by giving 
adequate notice in the Gazette." 

(2) Section 91FJ (3) is replaced by: 
"(3) A product ruling is withdrawn on the date stated in the 

notice of withdrawal. The date cannot be before the date on 
which notice is given under subsection (2). 

"(3A) A status ruling on a withdrawn product ruling does not 
apply on and after the date specified in the notice of 
withdrawal. " 

(3) In section 91FJ (4)(b), "or income year" is inserted after 
"for the remainder of the period". 

(4) In section 91FJ (4), at the end of paragraph (b), 
"withdrawal." is replaced by "withdrawal; and", and the 
following is added: 

"(c) A status ruling that has been made on the product ruling 
continues to apply, for the remainder of the period 
or income year specified in the product ruling, if the 
arrangement to which it previously applied was 
entered into before the date of withdrawal." 

(5) In section 91FJ (5)(c), "or income year" is inserted after 
"The original period". 

(6) After section 91FJ (5)(c), the following is inserted: 
"(ca) Any status ruling that applied to the product ruling; 

and 
"(cb) That the status ruling is also being withdrawn; and". 
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(7) Subsections (1) to (6) apply on and after the date this Act 
receives the Royal assent. 

96. Effect of legislative change on binding ruling
( 1) Section 91 G is replaced by: 

"9IG. A binding ruling does not apply from the date a 
taxation law is repealed or amended to the extent that the 
repeal or amendment changes the way the taxation law applies 
in the ruling." 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

97. New sections inserted-(I) After section 9IG (as 
replaced by section 96), the following is inserted: 

"91 GA. Applying for ruling on effect of change in 
legislation-(I) A person who applied for a private ruling 
made under section 9IE, may apply to the Commissioner for a 
ruling on whether the amendment or repeal of a taxation law 
that is stated as applying in the private ruling has changed the 
way that the law applies in the ruling. 

"(2) A person who applied for a product ruling made under 
section 9IF, may apply to the Commissioner for a ruling on 
whether the amendment or repeal of a taxation law that is 
stated as applying in the product ruling has changed the way 
that the law applies in the ruling. 

"(3) A ruling made under subsection (1) or (2) is a 'status 
ruling'. 

"91GB. Commissioner to make status rulings on 
request-( 1) The Commissioner must make a status ruling on 
whether the amendment or repeal of a taxation law that is 
stated as applying in a private or a product ruling has changed 
the way that the law applies in the ruling. 

"(2) The Commissioner may make a status ruling on whether 
the amendment or repeal of a taxation law has changed the 
way that the law applies in a private or a product ruling 
whether or not reference was made to that taxation law in the 
application. 

"( 3) The Commissioner may not make a status ruling if
"(a) The application is frivolous or vexatious; or 
"(b) The Commissioner considers that the correctness of the 

private or product ruling would depend on which 
assumptions were made about a future event or 
other matter; or 
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"(c) The Commissioner considers that it would be 
unreasonable to make a ruling in view of the 
resources available to the Commissioner. 

"9lce. Requirements for status ruling applications
(1) An application for a status ruling must be made in the form 
prescribed by the Commissioner and must-

"(a) Identify the applicant; and 
"(b) Identify the private or product ruling on which the status 

ruling is sought; and 
"(c) State the taxation laws that are stated as applying in the 

private or product ruling that have been amended 
or repealed; and 

"(d) State any propositions of law that are relevant to the 
issues raised in the application; and 

"(e) Provide a draft ruling. 
"(2) If the Commissioner considers that it would be 

unreasonable to require the applicant to comply with any of 
the requirements in subsection (l)(d) or (l)(e), the 
Commissioner may waive those requirements. 

"91 CD. Commissioner may request further 
information-The Commissioner may at any time request 
further relevant information from an applicant for a status 
ruling. 

"9lcE. Right to consultation-Before the Commissioner 
makes a status ruling, the Commissioner must give the 
applicant a reasonable opportunity to be consulted if the 
content of the proposed ruling differs from that requested by 
the applicant. 

"9lcF. Content of status ruling-A status rulin~ must 
identify the private or product ruling on which it is a ruling and 
state-

"(a) That it is a status ruling made under section 9lcA; and 
"(b) Whether the amendment or repeal of a taxation law has 

changed the way that the law applies in the ruling. 
"Anything that does not contain these statements is not a 
status ruling. 

"9lcc. Notification of status ruling-(l) The 
Commissioner must send a copy of a status ruling to the 
applicant as soon as practicable after the date on which the 
ruling is made. 

"(2) In the case of a status ruling on a product ruling, the 
Commissioner must also-
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"(a) Notify the making of a status ruling by notice in the 
Gazette; and 

"(b) Publish the status ruling in a publication of the 
department. 

"(3) The Commissioner must notify the making of and 
publish a status ruling as soon as possible but not before the 
2-month period specified in section 91FH (3) has passed, unless 
the applicant has requested earlier publication of their product 
ruling under that section. 

"91GH. Effect of status ruling-If a person applies a 
taxation law in accordance with a status ruling, the 
Commissioner must also apply the taxation law in accordance 
with the status ruling. 

"91 Gl. Effect of minor error on binding ruling-( 1) The 
Commissioner does not have to withdraw and reissue a new 
ruling to correct a typographical or a minor error if the 
correction does not change the meaning of the ruling. 

"(2) A ruling that is not withdrawn and reissued remains 
valid." 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

98. Regulations-( 1) In section 91 I, "private rulings and 
product rulings" is replaced by "private, product and status 
rulings". 

(2) In section 91r (2)(c), at the end of paragraph (c), 
"services." is replaced by "services:" and the following is 
added: 

"(d) Allow the Commissioner to waive, in whole or in part, 
any fees that are payable." 

(3) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

(4) Subsection (2) applies on and after 1 April 1995. 

99. New section added-(l) After section 91r, the following 
is added: 

"91]. Commissioner Dlay not issue ruling to applicant 
with outstanding debts-(l} The Commissioner may refuse 
to issue a private, a product, or a status ruling to an applicant 
with an outstanding debt that relates to an earlier binding 
ruling application. 
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"(2) An applicant has an outstanding debt if she or he has not 
paid, on or before 60 days after the date stated in an invoice 
sent by Inland Revenue, the amount stated in the invoice. 

"(3) This section applies only to an outstanding debt that first 
arises on or after 1 June 1999." 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

100. Commissioner to make assessments, 
determinations of net loss, and other determinations
(1) In section 92 (2)(b), "section 138]" is replaced by "section 
138K". 

(2) Subsection (1) applies to the 1997-98 and subsequent 
mcome years. 

101. Extension of time bars-(I) Section 108B is replaced 
by: 

"108B. (1) A taxpayer may, by waiver, extend by up to 6 
months the period of time before a time bar referred to in 
subsection (3) applies. 

"(2) A waiver under subsection (1) must be in the prescribed 
form and must be signed and delivered to the Commissioner 
before the expiry of the relevant 4-year period. 

"(3) Subsection (1) applies to-
"(a) The time bar occurring under section 25 of the Income 

Tax Act 1976 after the period of 4 years from the 
end of the year in which the notice of original 
assessment was issued; and 

"(b) The time bar occurring under section 1 0 7 A after the 
period of 4 years from the end of the year in which 
the notice of original assessment was issued; and 

"(c) The time bar occurring under section 108 (as that section 
applied before it was amended by section 29 of the 
Tax Administration Amendment Act (No. 2) 1996) 
after the period of 4 years from the end of the year 
in which the notice of original assessment was 
issued; and 

"(d) The time bar occurring under section 108 (as amended 
by section 29 of the Tax Administration 
Amendment Act (No. 2) 1996) after the period of 4 
years from the end of the income year in which the 
taxpayer provides a return of income; and 

"( e) The time bar occurring under the former section 31 of 
the Goods and Services Tax Act 1985 (as that 



1999, No. 59 Taxation (Accrual Rules and Other 
Remedial Matters) 

647 

section applied on 30 September 1996) after the 
period of 4 years from the end of the month in 
which the eST return was provided or, as the case 
may be, the assessment made; and 

"( f) The time bar occurring under section 10 8A (1) after the 
period of 4 years from the end of the eST return 
period for which the eST return was provided or, as 
the case may be, the assessment made; and 

"(g) The time bar occurring under section 108A (2) after the 
period of 4 years from the end of the month in 
which the eST return was provided or, as the case 
may be, the assessment made." 

(2) Subsection (1) applies on and after 1 October 1996. 
(3) Despite subsection (2), subsection (1) does not apply to a 

waiver made under section 108B if the waiver was signed and 
delivered to the Commissioner before 17 November 1998. 

102. New section inserted-( 1) After section 120A, the 
following is inserted: 

"120AA. Application of Part-(I) This Part does not apply 
if-

"(a) A taxpayer has paid qualifying tax in dispute; and 
"(b) The taxpayer has objected, appealed, or stated a case 

relating to the qualifying tax in dispute paid; and 
"(c) The taxpayer has indicated to the Commissioner, before 

the date that the Taxation (Accrual Rules and Other 
Remedial Matters) Act 1999 receives the Royal 
assent, that repealed sections 120 or 139 of this Act 
or repealed sections 34A or 398 of the Income Tax 
Act 1976 apply; and 

"(d) The decision on the objection, appeal, or case stated 
requires the Commissioner to refund the qualifying 
tax in dispute paid or requires the taxpayer to pay 
deferrable tax, as that term was defined before its 
repeal by section 3 of the Tax Administration 
Amendment Act (No. 2) 1996. 

"(2) If subsection (1) applies, the Commissioner must apply, 
as appropriate-

"(a) Sections 120 or 139 as they applied immediately before 
their repeal by sections 36 and 43 respectively of the 
Tax Administration Amendment Act (No. 2) 1996; 
or 
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"(b) Sections 34A or 398 of the Income Tax Act 1976 as they 
applied immediately before the enactment of this 
Act." 

(2) Subsection (1) applies on and after 1 April 1997. 

103. Meaning of unpaid tax and overpaid tax for 
provisional tax purposes-( 1) Section 120L is numbered as 
subsection (1) and the following is added: 

"(2) If a taxpayer makes a payment and does not specify 
how the payment is to be applied, the Commissioner must 
apply the payment towards the provisional tax that is due on 
an instalment date to which the Commissioner considers the 
payment relates. 

"(3) If the taxpayer makes a payment and specifies that it is 
made to meet their provisional tax due on an instalment date, 
the Commissioner must apply the pay,ment towards the 
provisional tax specified by the taxpayer. ' 

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

104. Application of Part VIII-(1) Section 124A (1) IS 

replaced by: 
"124A. (1) Despite section 1 (2), this Part applies to-
"(a) Every notice of assessment or reassessment issued by the 

Commissioner under a provision of the Inland 
Revenue Acts after 1 April 1995 and before 
1 October 1996 for a particular item or matter, 
irrespective of the period to which the assessment or 
reassessment relates; and 

"(b) Every notice of assessment issued by the Commissioner 
under a provision of the Inland Revenue Acts on or 
after 1 October 1996, if before that date, a taxpayer 
has made a competent objection to a notice of 
assessment that precedes the notice of reassessment 
for the same particular item or matter." 

(2) After section 124A (2), the following is added: 
"(3) Despite section 1 (2), Part IlIA of the Income Tax Act 

1976 does not apply to a notice of assessment or reassessment 
issued on or after 1 April 1995." 

(3) Subsection (1) applies on and after 1 October 1996. 
(4) Subsection (2) applies on and after the date this Act 

receives the Royal assent. 
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105. Certain rights of objection not conferred
(1) Section 125 (g) is repealed. 

(2) In section 125 G)(iv) , "174," is replaced by "174AA,". 
(3) Subsection (1) applies on and after the date this Act 

receives the Royal assent. 
(4) Subsection (2) applies on and after 1 April 1999. 

106. Obligation to pay tax where competent objection 
lodged-(l) After section 128 (4), the following is added: 

"(5) Part VII applies to interest calculated on deferrable and 
non-deferrable tax on and after 1 April 1997, irrespective of 
whether the competent objection or challenge relates to an 
income year before the 1997 -98 income year. 

"(6) If the competent objection or challenge relates to the 
1995-96 or an earlier income year, interest must be calculated 
on deferrable or non-deferrable tax on and after the date that 
the period of deferral starts." 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

107. Powers of Taxation Review Authority on 
determination of objection or case stated-( 1) In 
section 135 (2)-

(a) "section 90 (1)" is replaced by "either section 90 (1) or 
90AC (1)"; and 

(b) "section 90 (6)" is replaced by "either section 90 (6) or 
sections 90AC (6) and 90AE". 

(2) Subsection (1) applies on or after the date this Act receives 
the Royal assent. 

108. Application of this Part-(I) Section 138A (1) is 
replaced by: 

"(1) Despite section 1 (2), this Part applies to-
"(a) Every notice of disputable decision issued by the 

Commissioner under a provision of the Inland 
Revenue Acts on or after 1 October 1996, 
irrespective of the period to which the notice of 
disputable decision relates; and 

"(b) Any assessment, reassessment, or determination of the 
Commissioner if a notice of assessment or 
reassessment to which section 124A (2)(a) applies has 
been issued before 1 October 1996, irrespective of 
the period to which the notice of assessment or 
reassessment relates." 
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(2) Subsection (1) applies on and after 1 October 1996. 

109. Obligation to pay tax during challenge-{ 1) After 
section 1381 (3), the following is added: 

"( 4) Part VII applies to interest calculated on deferrable and 
non-deferrable tax on and after 1 April 1997, irrespective of 
whether the challenge relates to an income year before the 
1997-98 income year. 

"(5) If the challenge relates to the 1995-96 or an earlier 
income year, interest must be calculated on deferrable or non
deferrable tax on and after the date that the period of deferral 
starts. " 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

110. Certain rights of challenge not conferred-(I) In 
section 138£ (1)(e)(iv), "174," is replaced by "174AA,". 

(2) After section 138E (1)(e), the following is inserted: 
"(ea) The Commissioner's interpretation of how a taxation 

law applies to a person, whether or not the person 
has come into legal existence, and to an 
arrangement, whether or not a single or a recurring 
arrangement, as set out in a binding ruling made 
Wlder Part V A; or 

"(eb) The Commissioner's interpretation of whether the 
amendment or repeal of a taxation law has changed 
the way that the law applies in a private or a 
product ruling, as set out in a status ruling made 
Wlder section 91 CA; or". 

(3) Subsection (1) applies on and after 1 April 1999. 
(4) Subsection (2) applies on and after the date this Act 

receives the Royal assent. 

Ill. Deduction of tax from payments due to 
defaulters-(I) In section 157 (10), after paragraph (e) of the 
definition of "income tax", the following is added: 

"(£) An amount of unpaid tax subject to Part XA:". 
(2) Subsection (1) applies on and after the date this Act 

receives the Royal assent. 

112. New Part inserted-( 1) After section 173, the 
following is inserted: 
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"173A. Application of Part-This Part applies to tax 
recovery agreements negotiated between the Government of a 
territory outside New Zealand and the Government of New 
Zealand. 

"1 7 3B. Definitions-In this Part-
" 'Competent authority' has the meaning provided in a 

double tax agreement or in a tax recovery agreement 
and includes the Commissioner: 

"'Contested act of assistance' means an act of or on 
behalf of a competent authority that a person 
affected by the act considers is inconsistent with a tax 
recovery agreement or this Part: 

"'Contested tax' means an amount of tax that IS 

contested because-
"(a) A time limit on a right to object to or to 

challenge the amount of a tax assessed by the 
competent authority of the territory outside New 
Zealand has not expired; or 

"(b) The time limit in paragraph (a) has expired 
and the person assessed with the amount of tax has 
made a valid objection or challenge to the amount of 
the tax assessed; and 

"(c) If paragraph (b) applies, the objection or 
challenge has not been finally determined by a court 
or tribunal of competent jurisdiction in the territory: 

" 'Tax recovery agreement' means-
"(a) A convention or an agreement negotiated to 

assist in the recovery of unpaid tax due to either or 
both of the Governments that are parties to the 
convention or the agreement that has-

"(i) Been brought into effect by Order in Council 
under section 1 73c; and 

"(ii) Entered into force according to its tenor; or 
"(b) A double tax agreement, to the extent that it 

provides for the recovery of unpaid tax. 

"173c. Tax recovery agreements-( 1) The Governor
General may, by Order in Council, declare that a tax recovery 
agreement has effect for unpaid tax. 

"(2) A tax recovery agreement has effect-
"(a) Even if a provision in the agreement is inconsistent with 

a provision in this Act or in any other enactment; 
and 
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"(b) Subject to this Part. 

"173D. Taxes that may be recovered-To the extent that 
the taxes are prescribed in a tax recovery agreement, the 
agreement may provide for assistance in the recovery of taxes 
that are imposed by the laws of New Zealand and the territory 
with which the agreement is negotiated. 

"173E. Requests for assistance-( I) A competent authority 
may make a request for assistance under a tax recovery 
agreement. 

"(2) A request for assistance must be accompanied by
"(a) Written particulars of-

"(i) The amount of unpaid tax to which the 
request for assistance in recovery relates; and 

"(ii) The extent, if any, to which the requesting 
party considers the unpaid tax is contested; and 

"(b) A declaration made by the applicant's competent 
authority that the unpaid tax is a tax prescribed in 
the agreement and that any other conditions in the 
tax recovery agreement concerning the making of a 
request have been complied with; and 

"(c) A certified or notarized copy of the instrument that 
allows enforcement of the unpaid tax in the state of 
the applicant. 

"173F. Scope of assistance-(I) Subject to subsections (2) 
and (3), when assisting a competent authority in response to a 
request made under a tax recovery agreement, the 
Commissioner may apply any provision or exercise any 
authority, discretion, power, provision, or right that is available 
to the Commissioner under the laws of New Zealand. 

"(2) Parts IVA, V, VA, VI, VII, VIII, VIllA, IX, except sections 
143c to 143E, and Part XII, except sections 203 to 205, do not 
apply to this Part. 

"(3) Part XI applies to this Part. 

"173c. Limitations on assistance in recovery-( I) The 
Commissioner must not assist in recovering an amount of 
unpaid tax that is contested. 

"(2) Subsection (I) does not apply if, after consultation, the 
competent authorities determine that the taxpayer to whom 
the request for assistance relates-

"(a) Acknowledges that the amount of unpaid tax will no 
longer be contested; or 
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"(b) May leave New Zealand in order to defeat recovery 
action; or 

"( c) May take steps in relation to the existence or location of 
the taxpayer's assets that make it more difficult for 
the Commissioner to recover the unpaid tax; or 

"(d) Is contesting the assessment solely to delay or frustrate 
recovery action. 

"(3) Assistance must not be given-
"(a) For an amount of unpaid tax that became uncontested 

more than 6 years before the tax recovery 
agreement entered into force in New Zealand; or 

"(b) If the request for assistance is first made more than 
15 years after the date on which the unpaid tax 
became uncontested. 

"173H. Contested act of assistance-( 1) This section 
applies to a contested act of assistance and applies whether or 
not another remedy is available under the laws of New Zealand 
or the laws of the other party to a tax recovery agreement. 

"(2) A person that claims to be affected by a contested act of 
assistance may advise the competent authority of the reasons 
why the person considers the act is a contested act of 
assistance. 

"(3) On receipt of a request under subsection (2), the 
competent authority must, without undue delay,-

"(a) Endeavour to resolve with the ferson the dispute 
concerning the contested act 0 assistance; or 

"(b) Refer the request, together with reasons, to the 
competent authority of the other territory, and 
endeavour, by mutual agreement, to resolve the 
dispute. 

"1731. Rights of appeal-( 1) A taxpayer may appeal to the 
District Court on a question of law or fact that arises from the 
exercise of any authority, discretion, power, provision, or right 
by the Commissioner or another competent authority under 
this Part. 

"(2) The District Court may reverse or modify the effect of 
the authority, discretion, power, provision, or right exercised, 
or refer the matter back to the Commissioner or the other 
competent authority for further consideration. 

"173J. Certificates given by Commissioner-(1) The 
Commissioner may sign a certificate on any matter referred to 
in subsection (2) if the Commissioner first determines that 
assistance maybe given under this Part. 
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"(2) A certificate under subsection (1) may include the 
following: 

"(a) That the request is made under section 173E: 
"(b) That the request complies with this Part. 
"( 3) In all proceedings concerning an act of the 

Commissioner to which section 173F (1) refers, a certificate 
purporting to be given under subsection (1) is, in the absence of 
proof to the contrary, sufficient evidence of the matters 
certified by the certificate." 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

11 s. Section replaced-( 1) Section 174 is replaced by: 

"174. Application of Part to income years before 
1994-(1) Despite section 1 (2), an application for the remission 
of a penalty imposed under an Inland Revenue Act must be 
considered under this Part. 

"(2) Despite section 1 (2), section 413 of the Income Tax Act 
1976 does not apply to an application for remission made on or 
after 1 April 1997. 

"1 7 4AA. Power of Commissioner in respect of small 
amounts of refunds or tax payable-Despite any other 
provision of this Act or the Income Tax Act 1994, the 
Commissioner may refrain from either issuing a notice of 
assessment, collecting, or refunding tax if-

"(a) The balance of the tax payable is not more than $20; or 
"(b) The tax paid or deducted is $5 or less than the amount 

of the tax for which the taxpayer is liable." 
(2) Subsection (1) applies on and after the date this Act 

receives the Royal assent. 

114. New section inserted-(l) After section 183c, the 
following is inserted: 

"183cA. Cancellation of interest charged on unpaid 
provisional tax-(I) If interest has been charged on unpaid 
provisional tax under Part VII and it is more than the interest 
that would have been charged if section 120L (2) and (3) had 
applied to the 1997 -98 income year, the taxpayer may apply 
to the Commissioner to-

"(a) Have their liability to pay the excess interest cancelled; 
and 

"(b) Have the excess interest, to the extent that the taxpayer 
has paid it, refunded. 
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"(3) Upon receiving an application, the Commissioner 
must-

"(a) Cancel the taxpayer's liability to pay the excess interest; 
and 

"(b) Refund to the taxpayer the excess interest to the extent 
that it has been paid by the taxpayer." 

(2) Subsection (1) applies to the 1997-98 income year. 

115. Payment out of Crown Bank. Account-(1) Section 
185 is renumbered as section 185 (1) and the following is 
added: 

"(2) On the recovery under Part XA of an amount of unpaid 
tax, the amount recovered may belaid to the Government of 
the territory outside New Zealan out of the Crown Bank 
Account without further appropriation than this section." 

(2) Subsection (1) applies on and after the date this Act 
receives the Royal assent. 

PART 3 
AMENDMENTS To ESTATE AND GIFT DUTIES ACT 1968 

116. Estate and Gift Duties Act 1968-This Part amends 
the Estate and Gift Duties Act 1968. 

117. Exemption for base price adjustment under 
accrual rules in Income Tax Act 1994-( 1) Section 35BA is 
replaced by: 

"35BA. (1) In this section-
"(a) 'Accrual rules' is defined in section OB 1 of the Income 

Tax Act 1994: 
"(b) 'Financial arrangement' means an arrangement defined 

in section EH 22 (1)(a) of the Income Tax Act 1994. 
"(2) A financial arrangement is not included in the dutiable 

estate of a deceased person to the extent that-
"(a) A liability under the arrangement is forgiven or 

remitted, in whole or in part, in the deceased's will 
or by the deceased when contemplating his or her 
death; and 

"(b) The forgiveness or remission is taken into account when 
a person calculates their gross income because it

"(i) Reduces the deduction allowed to the person; 
or 

"(ii) Increases the person's gross income." 
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(2) Subsection (1) applies to financial arrangements entered 
into on and after the date this Act receives the Royal assent. 

118. Exemption for base price adjustment under 
accrual rules in Income Tax Act 1994-( 1) Section 75B is 
replaced by: 

"75B. (1) In this section-
"(a) 'Accrual rules' is defined in section OB 1 of the Income 

Tax Act 1994: 
"(b) 'Dividend' is defined in section CF 2 (l)(b) of the Income 

Tax Act 1994: 
"(c) 'Financial arrangement' means an arrangement defined 

in section EH 22 (l)(a) of the Income Tax Act 1994. 
"(2) The forgiveness or remission of a liability, in whole or in 

part, under a financial arrangement is not a gift under this Act 
if and to the extent that the forgiveness or remission must be 
taken into account under the accrual rules when a person 
calculates their gross income because it-

"(a) Reduces the deduction allowed to the person; or 
"(b) Increases the person's gross income. 
"( 3) If and to the extent that a transaction is a dividend, the 

transaction is not a gift under this Act." 
(2) Subsection (1) applies to financial arrangements entered 

on and after the date this Act receives the Royal assent. 

PART 4 
AMENDMENTS To INCOME TAX ACT 1976 

119. Income Tax Act 1976-This Part amends the Income 
Tax Act 1976. 

120. Interpretation-( 1) In section 64B, the following is 
inserted after paragraph (n) of the definition of "excepted 
financial arrangement": 

"(0) A loan that is interest free, repayable on 
demand and denominated in New Zealand dollars, 
for the lender of the loan only: 

"(p) An employment contract: 
"(q) An interest in a group investment fund: 
"(r) An interest in a partnership or a joint venture: 
"(s) Travellers' cheques: 
"(t) A warranty for goods or services: 
"(u) A hire purchase agreement (as defined in 

section 2 of the Hire Purchase Act 197 1) for livestock 
or bloodstock entered into on or after 1 April 1993. 
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"An arrangement listed in paragraphs (0), (p), (q), (r), 
(s), (t), and (u) is not an excepted financial 
arrangement if a taxpayer has treated it as financial 
arrangement in a return of income that has already 
been filed:". 

(2) Subsection (1) applies on and after 8.30 pm New Zealand 
Standard Time on 31 July 1986. 

121. Airport operators-( 1) In section 197 A (2), in the 
definition of 'Joint venture agreement"-

(a) "section 12 of the Civil Aviation Act 1964" is replaced by 
"section 94 of the Civil Aviation Act 1990"; and 

(b) "Civil Aviation Act 1964" is replaced by "Civil Aviation 
Act 1990". 

(2) Subsection (1) applies on and after 1 September 1990. 

PART 5 
AMENDMENTS To GOODS AND SERVICES TAX ACT 1985 

122. Goods and Services Tax Act 1985-This Part amends 
the Goods and Services Tax Act 1985. 

123. Zero-rating-(I) After section 11 (2)(c), the following is 
inserted: 

"( caa) The services are provided to overseas postal 
organisations for the delivery, in New Zealand, 
of postal articles mailed outside New Zealand; 

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

PART 6 
AMENDMENTS To TAXATION (SIMPLIFICATION AND OTHER 

REMEDIAL MATTERS) ACT 1998 
124. Taxation (Simplification and Other Remedial 

Matters) Act 1998-(1) This Part amends the Taxation 
(Simplification and Other Remedial Matters) Act 1998. 

(2) In section 64 (1), in the new section NC 15 (1)(b), "of the 
Tax Administration Act 1994" is inserted after "section 36B". 

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

PART 7 
AMENDMENTS To TAXATION (TAX CREDITS, TRADING STOCK, 

AND OTHER REMEDIAL MATTERS) ACT 1998 
125. Taxation (Tax Credits, Trading Stock, and Other 

Remedial Matters) Act 1998-(1) This Part amends the 
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Taxation (Tax Credits, Trading Stock, and Other Remedial 
Matters) Act 1998. 

(2) Section 22 (1)(d) and 22 (7) is repealed. 
(3) Section 22 (5) and 22 (11) is repealed. 
(4) Subsection (2) applies on 26 November 1998. 
(5) Subsection (3) applies on the date this Act receives the 

Royal assent. 

TIus Act is administered in the Inland Revenue Department. 


