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Taxation (Annual Rates, GST and
Miscellaneous Provisions) Bill

Government Bill

As reported from the Finance and Expenditure
Committee

Commentary

Recommendation

The Finance and Expenditure Committee has examined the Taxation
(Annual Rates, GST and Miscellaneous Provisions) Bill and recom-

mends, by majority, that it be passed with the amendments shown.

Introduction

This bill confirms the annual tax rates for 2000/01, introduces

changes to the Goods and Services Tax Act 1985 and deals with a

number of miscellaneous provisions. This commentary highlights

some of the changes we have recommended and issues we focused
on.

Income tax rates

The bill confirms, in clause 113, the annual income tax rates that will

apply for the 2000/01 income year. The annual rates to be confirmed
include:

the 39 percent rate applying to individuals and unincorporated
bodies with income exceeding $60,000

the proposed specified superannuation contribution withhold-
ing tax (SSCWT) rate of 39 percent that will apply to an
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employer' s contributions to a superannuation fund i f the
employee, with the agreement of the employer, elects to pay
SSCWT at this rate.

Goods and services tax

This bill introduces a raft of changes to the Goods and Services Tax
Act 1985 resulting from the previous Government' s review of the
goods and services tax (GST). Several developments since the intro-
duction of GST made it timely to review the tax. In particular, a
number of issues that have arisen suggested the original policy intent

of the legislation was either not being achieved, or was ambiguous
and needed clarification. The amendments in this bill as introduced

are based on the proposals in the discussion document issued in
March 1999 by the then Government, as modified after submissions
and consultation. Submissions on the GST proposals in the bill
covered a wide range of issues. The following sections outline some
of the major amendments we are recommending. These have arisen
from discussions between submitters, officials, our specialist tax
adviser and the committee.

Retrospective application of changes to input credit provisions

When considering the amendments to the Goods and Services Tax

Act 1985, our major focus was on input tax credits for imported
"

goods subject to a change in use". These proposed amendments are
contained in clause 84 of the bill. Essentially, the provisions close a
loophole that allowed a tax credit to be claimed on assets imported
into New Zealand on which there was no GST liability, thereby

allowing a refund on tax that was never paid. Our major concern was
the retrospective nature of these provisions. We agreed to apply the
changes back to 1 October 1986 excluding those who had claimed
and received the credit. This will have the effect of disallowing some
$12 million worth of pending claims or any future claims. The
majority of us thought that, given the claims were lodged for refunds
of tax that had never been paid, retaining this revenue overrode
concerns associated with retrospectivity.
A minority of us disagreed with the decision to apply the retrospec-
tive changes to taxpayers who have claims currently under consi-
deration by the Inland Revenue Department (the department). We
felt that these taxpayers should not be covered by the changes. This
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would affect three known taxpayers and incur a known cost of
$12 million but raises serious issues of retrospectivity.

The second-hand goods input tax credit

The amendment contained in the bill will limit the input tax credit
available in relation to supplies of second-hand goods between asso-

ciated parties to remove the current tax advantages. If a registered
person acquires new or second-hand goods from a GST registered
person, the GST component is shown on the tax invoice and can be
claimed as an input tax credit. If a registered person purchases
second-hand goods from an unregistered person, the supply is not
subject to GST. However, the registered person may claim one-ninth
of the purchase price as an input tax credit, provided sufficient

records of the supply are kept. Allowing a credit is intended to
recognise the GST paid when the non-registered supplier acquired
the goods and so ensure that only the final consumer incurs the GST
cost on the amount of value added by registered persons.
However, a change was deemed necessary because the input tax
credit for second-hand goods has been used by registered purchasers
to claim large GST refunds in relation to goods on which GST has
not been paid by the seller. The amendment, contained in clause
69(1) of the bill, limits the input tax credit available in relation to
supplies of second-hand goods between associated parties to the
lesser of the following:

• the GST component (if any) of the original cost of the goods
to the supplier

• one-ninth of the purchase price

• one-ninth of the open market value.
When a vendor pays GST based on market value on deregistration
and subsequently sells second-hand goods to a registered associate,
the amount of the input tax credit available to the purchaser will be
the tax fraction of the lesser of:

the value of the deemed supply on registration

• the purchase price

• the open market value.

Some submitters argued that the revenue concern of this issue was
exaggerated and that the solution is fundamentally inequitable. It
creates an anomaly between the supplies of second-hand goods to
associated persons and supplies to non-associated persons.
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In pure policy terms, no taxpayer should be entitled to a credit for
more GST than has been paid on the acquisition of an asset. There-
fore, if the goods are acquired from an unregistered taxpayer, the
maximum credit allowable should be the GST output tax paid by the

last registered seller of those goods. Where the goods are pre-GST
assets and, therefore, no output tax has ever been paid on them, no
credit should be available. This treatment would continue until such

time as the goods are again sold by a registered person and output
tax becomes payable. The problem with applying this policy is the
difficulty in knowing at what point and how much GST was last
paid. This is particularly so if either the goods have changed hands
on more than one occasion or where the parties to the transaction are
not associated. The amendment recognises that an associated person
is likely to know the GST status of an asset and, as such, the policy

principle should apply. We acknowledge that this creates some

issues in terms of equity but feel that these are outweighed by the

potential revenue consequences of the current provisions.

Definition of "input tax"

Some submissions suggested that the proposals in the bill did not go

far enough to resolve inconsistencies that existed between the appli-
cation of the Goods and Services Tax Act 1985 and the Customs and

Excise Act 1996. Accordingly, we recommend that further legisla-
tive amendment should be made to make the reforms more effective

and these are included in this bill. These reforms will make it easier

for agents of non-resident principals (who are selling the non-resi-
dent' s goods in New Zealand) to claim an input tax credit for GST
levied at the border.

Following submissions, we recommend the bill be amended to

ensure that, where an asset is imported for a registered person's

taxable activity but is unsuitable for its intended use, a refund of any

GST paid at the border will still be available.

Associated persons

Some submissions expressed concern at the breadth of the proposed
definition of "associated persons". The definition is an important
one for the Goods and Services Tax Act 1985 as it is used in a

number of anti-avoidance provisions. We consider that the general
scope of the proposed definition is appropriate. However, we are
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recommending some minor amendments to the scope of the univer-

sal tripartite test.

Abbreviated tax invoices

We had concerns in relation to the threshold for when an abbreviated

tax invoice is issued. This provision, contained in clause 86 of the
bill, concerns the requirement to produce a tax invoice. A tax
invoice is required for claiming GST paid on an item from GST
registered purchasers. A full tax invoice must display:

• the words "tax invoice" in a prominent place

• the name and registration number of the supplier

• the name and address of the recipient

• the date the tax invoice is issued

• a description of the goods and services supplied

• the quantity or volume of the goods and services supplied

either-

- the total amount of tax charged, the consideration,

excluding tax, and the consideration, inclusive of tax

for the supply, or
- where the amount of tax charged is the tax fraction of

the consideration, the consideration for the supply and
a statement that it includes tax.

The bill increases the threshold for when an abbreviated invoice,

which does not require all of the above, may be issued from $200 to
$1000. We support this change. However, we were advised that in
many instances, purchases where abbreviated invoices are com-
monly issued may exceed the thresholds and obtaining the correct
paperwork from sales outlets can be extremely difficult.
The Commissioner has a discretion under the Goods and Services

Tax Act 1985 to treat documents that do not comply with the
statutory requirements (such as till slips) as if they were tax invoices
where it is impractical for a tax invoice to be issued. This discretion
is rarely used. We were told of cases where a taxpayer has the till
slip that clearly shows the asset that has been purchased and can
show that asset to the department' s auditor, thus proving possession.
We were advised that, notwithstanding that the taxpayer has clearly
demonstrated that a business asset has been acquired, and that an

input tax claim should be allowed, the claim has been denied simply
because the paperwork is incorrect. We sought a report from the
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department on its use of discretion in these cases that explained its
rationale for the approach. The department argued that, without a
proper tax invoice, more than one person might claim GST on a
receipt, or a claim otherwise fraudulently made, because of the

scope for having more than one document evidencing the
transaction.

Deferred settlements

The proposed legislation addresses a revenue risk caused by the
difference between the time at which GST is returned, if the vendor

accounts for GST on a payments basis, and an input tax credit
claimed. If the purchaser is on the invoice basis this will be immedi-
ately. The bill is drafted to exclude transactions when settlement is

required within 93 days. Submissioners commented on whether

there was a need for amendments to target deferred settlements and
also noted that the 93-day grace period would not be sufficient for
some business transactions. Accordingly, we propose that the time
period in which a deferred settlement will not be subject to the
proposed amendments be extended from 93 days to 365 days.

Last day of taxable period

The proposed legislation limits the extent to which taxpayers are
able to use an alternative day as the last day of their taxable period.
The proposal was recommended as some taxpayers have been able
to use the existing right to choose an alternative last day of taxable
period to obtain sizeable tax timing advantages. In discussion
between officials and submitters, new issues have been raised con-

cerning the ability of exporters to mitigate the cash flow disadvan-
tages of GST. Officials advised us that these issues require further
analysis. Therefore, we recommend that the relevant clauses be

removed from the bill. Officials will report to the Government after
further consideration of the cash flow impacts of GST on exporters.

One-off adjustments for changes from exempt to taxable use

There is currently some doubt as to whether it is possible to make

one-off, rather than periodic, adjustments for assets with a value in
excess of $10,000. The bill proposes that this threshold be removed
for assets changing from taxable to non-taxable use. For revenue
protection reasons, for assets shifting from non-taxable to taxable
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use, the bill does not generally extend the ability to make one-off
claims beyond a proposed threshold of $18,000.

A submission made on behalf of Community Housing Limited
argued that significant compliance costs would arise from this limi-

tation where assets regularly undergo a 100 percent change in use.
To address this concern, and at the same time reduce the revenue

risk in providing one-off adjustments, we recommend that taxpayers
be required to apply to the Commissioner when claiming a one-off

input tax credit in relation to 100 percent change in use from making
exempt supplies to taxable supplies. The taxpayer will have to
satisfy a number of criteria, including that one-off adjustments are

also made for taxable to non-taxable changes in use, before the
Commissioner will approve such an adjustment.

Zero-rating exported information services

We heard from the pharmaceutical company, Merck Sharp and
Dohme, on the provisions in the bill that allow for the zero-rating of
exported information services. Merck Sharp and Dohme were
pleased that this will allow its research conducted in New Zealand to
be exported to its parent company without the addition of GST. It

was felt that the company will now be in a stronger position to bid

for research as it can be provided at a lower cost than is currently the

case. We support these provisions as they serve to improve New

Zealand's position in the international knowledge market.

General insurance

In order to address concerns raised by the Insurance Council, we

recommend the following changes to the proposed legislation affect-

ing the treatment of general insurance:

• The clause that would impose a GST liability on an insured
person in relation to an insurance payment to a third party (if
registered for GST) should be amended to place the liability
instead on the third party where the third party receives the
payment. This change is recommended after the Insurance
Council indicated that the existing proposal would impose
significant compliance costs on the industry.

• We recommend the inclusion of further amendments to clar-

ify the treatment of subrogation payments and the availability
of an input tax credit for such payments.
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In addition, officials recommended to us that amendments affecting
the treatment of interest included in subrogation payments be
removed and the issue deferred for further consideration as part of a
planned review of the GST treatment of financial services. We were
informed that this change has been agreed with the Insurance
Council.

Deductions for GST in calculating tax due on gross income

We heard from Mr G C Duff that the bill should be amended to allow

the payment of GST to the Government as a deduction for income
tax purposes. Deductions from income tax are allowed where expen-
diture is incurred in producing taxable income. For example, a
business may incur advertising expenditure in order to promote its
products and generate sales. As there is a link between the advertis-
ing expenditure and income, it is appropriate that the business
should be able to deduct the advertising expenditure from its
income. This is in sharp contrast to the payment of GST to the
Government. As GST is a tax that is charged on behalf of the
Government by registered persons on the supply of their goods and
services, it does not form part of business income, nor can it be said
to be a cost incurred in producing income. We consider that under
the ordinary principles that allow deductions for income tax, a
deduction for the amount of GST remitted to the Government should

not be allowed. It was noted that, if the amount of GST remitted to

the Government were deducted from income tax, this would result in

a significant revenue loss. In the period from May 1999 to June 2000
Inland Revenue received payments of GST amounting to approxi-
mately $5,900 million. If we had decided to accept this submission,
a revenue loss of approximately one-third of this amount would
result.

Group investment fund management fees

Group investment funds (GIFs) will be allowed to claim deductions
for management fees paid to trustee companies on behalf of GIF
investors, which will reduce compliance and administrative costs.

The amendment will apply from 1 April 1993 and is contained in
clauses 5A, 7,20,21,39,44,107A, 109 and 109A of the bill. This is

an interim measure. The Trustee Companies Act 1967 will be
amended to allow trustee companies to charge management fees to
GIFs. Until that amendment can be made, the deduction provision in
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this bill will ensure that GIFs are not disadvantaged for tax purposes
by the current practice. After discussion with submitters, officials
have recommended that a number of minor amendments be made to

ensure that technical issues affecting GIFs are adequately dealt with.
We accept this recommendation.

Deductions for 1998/99 accident insurance base

premiums

This amendment, contained in clauses 9 and 11 of the bill, is to

ensure that deductions for the 1998/99 accident insurance base pre-
miums are not deferred beyond the year in which they are paid. The
amendment provides that if the base premium is paid on or before a
discount date, the deduction may be claimed on the discount date.

An exception is when an employer and the ACC have reached an
agreement on a due date which is before the discount date. In these
cases, the deduction can be claimed on the due date. The Institute of

Chartered Accountants of New Zealand submitted that the Income

Tax Act 1994 should specifically allow a deduction in the year in
which the due date, as specified in an invoice supplied by ACC,
falls. We accepted the substance of this submission, and recommend
an amendment to the bill to allow the deduction on the discount date

if:

• payment is made on or before the discount date, and

· the discount date is before the date on which the amount is

shown as due on the invoice.

Gifts of financial arrangements

This change, provided for in clauses 13,15,108,111 and 112 of the
bill, affects financial arrangements transferred for nil or inadequate
consideration. The transferor will be deemed to have transferred the

financial arrangement for market value and the transferee to have
acquired it for market value. These will be deemed to have been
transferred at market value. This amendment will ensure that the

transferor of a financial arrangement that is gifted will not receive a
deduction under the accrual rules for the value of the financial

arrangement.

The amendment in the bill as introduced will apply to all financial
arrangements gifted since the implementation of the accrual rules
(1986) unless a transferor has claimed a deduction in relation to the

transfer in a tax return filed by the date of introduction of the bill. If
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the transferor has already claimed a deduction, the existing provi-
sions will apply for both the transferor and the transferee. Conse-
quently, the Estate and Gift Duties Act 1968 is to be amended to

ensure that gift duty will not be levied where the market value rule is
applied. The Institute of Chartered Accountants of New Zealand
submitted that the proposed rule should clearly provide that the

transferee acquires the financial arrangement at market value. This is

the policy intent of the provisions but we consider that this can be

clarified. Accordingly, we recommend that that the appropriate

drafting changes are made.

Foreign tax credits

Anti-avoidance amendments are being made to:

put beyond doubt that foreign tax credits can be reconstructed

in a tax avoidance arrangement

• deny a foreign tax credit, and require disclosure, when an

equivalent benefit is provided to the taxpayer or an associate

• allow the schedule of countries with abusive tax practices for

which New Zealand provides only limited recognition of

taxes paid to be updated through an Order in Council.

Anti-avoidance measures to prevent the abuse of foreign tax credits

by denying taxpayers credits for foreign tax when the tax has not

been paid, were contained in legislation introduced in 1994. These

were referred to the Finance and Expenditure Committee of that

Parliament. Consideration of these provisions was deferred by the

Finance and Expenditure Committee until the Commission of

Inquiry into Certain Matters Relating to Taxation (commonly
"

referred to as the wine-box inquiry") had reported. The provisions
were contained in the Income Tax Amendment Bill 1994. The

Commission of Inquiry has reported. Consistent with its recom-
mendations, the Government considered that it remained desirable

for the foreign tax credit anti-avoidance measures to be enacted. The

provisions in the bill under consideration may remove the necessity
for the Income Tax Amendment Bill.

The amendments, as originally introduced, were to take effect from

2 June 1994. However, it is now proposed that they apply from
5 April 2000, the date of the Government' s announcement on this
legislation. This later application date avoids the need to make
complicated retrospective amendments to the now repealed Income
Tax Act 1976.
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We considered these provisions in the bill very carefully. Subse-

quent to the Commission of Inquiry, the Court of Appeal said that
Sir Ronald Davison, who headed the inquiry, was wrong in his view
that there was no evidence of fraud or tax evasion. One submitter

argued that this showed the transaction at the centre of the Commis-
sion of Inquiry, the Magnum transaction, was illegal and therefore
the law did not need to be amended. Officials argued that the issue of
whether a tax avoidance arrangement involving foreign tax credits is
void and can be reconstructed under the Income Tax Act 1994 has

not been determined by the courts. Accordingly, it would be useful
for the amendments to proceed to ensure that there is no ambiguity
in the application of the Act.

The majority agreed with the officials' views and recommends that
clauses 17 and 25 to 29 proceed.

Alienation of income from employment
the attribution rule

The attribution rule is contained in clauses 5, 6, 8, 18 and 40 of the

bill. It is an anti-avoidance rule which aims to ensure that, in defined

circumstances, a person's income from personal exertion is attrib-
uted to that person for tax purposes. The rule is broadly intended for
employees who circumvent the top personal tax rate of 39 percent by
interposing a company, trust or partnership between themselves and
their employer in order to have their income taxed at a lower rate.
The rule will attribute what generally is, in substance, employment
income to the employee. It supports the general anti-avoidance
provisions of the Income Tax Act 1994.
The rule was designed on two major principles: that the deduction of
expenditure would not be affected, and that the "employer" rela-
tionship should not be re-categorised. It will apply for income tax
purposes only, and will not have any impact on the commercial
and/or legal consequences of transactions entered into by the inter-
posed entity.

The rule applies only when all of the following criteria are met:

• the personal service provider (person C) and the interposed
entity (person B) must be associated

• 80 percent of the gross income from the services of person B
must be derived from one source (person A or an associate of
person A)
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• 80 percent of the gross income from the services of person
B must relate to the services personally provided by person C
and related persons

• substantial business assets are not a necessary part of the
business structure used to derive the income from services.

The majority commends the work done by submitters, officials and
our specialist tax advisor on developing these provisions to a point
where they achieve the aims of the attribution rule while minimising
compliance costs. Recommended amendments to the attribution rule
include:

• limitation of the application of the rules to circumstances
where the income of the personal services provider exceeds
$60,000

• acceptance that, where the personal services are an ancillary,
but integral, part of the provision of a product of the interme-
diary, the rules will not apply

• the inclusion of a rule allowing for the contribution to a
partnership by any person be provided

• exclusion from the rule in circumstances where both the inter-

mediary and the personal services provider are non-resident

• the inclusion of relief by way of an extra imputation account
credit to avoid double taxation of income derived by a

cornpany

• the introduction of a rule stating that, where the attribution

rule results in a trust being in a net loss position, any amounts
distributed as beneficiary income should be reduced. The
reduction would be in proportions specified by trustees or, in

the absence of specification by trustees, pro rata over all
beneficiary income

• the inclusion of assets subject to a finance lease or hire
purchase agreement in the "substantial assets" test

• the inclusion of a threshold for private use of assets other than
motor vehicles and the clarification of the method to be

adopted in calculating the private proportion of use

• the non-application of the associated persons rule relating to

associated service requirers where it would not be reasonable
for the personal services provider to know of the association
other than by way of making specific enquiry
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the limitation of the "relative of a person" test to relatives
within the second degree rather than the fourth degree

clarification that government departments are not deemed to
be associated sources of income

clarification of the calculation of interposed income

that losses be allowed to be carried forward in calculating the

income from personal services to be attributed where the

intermediary is a company or trust and the losses of the
intermediary are from the provision of personal services

the ability to transfer provisional tax credits between the
intermediary and the personal services provider and vice
versa

clarification of the relevant income year where the intermedi-

ary and the service provider have differing balance dates

clarification of the dates for application of the associated
persons test, the relatives test, and the dollar test for substan-
tial assets.

While the majority of us supported the attribution rule, a minority

believed that the attribution rule imposes an additional compliance
burden on small businesses. This additional compliance cost is a

direct result of the extra 6 percent tax that came into effect in April

2000. There are many valid, non-tax reasons for establishing a

structure that would be caught by this attribution rule but this law

will treat every such structure as though it had a tax avoidance

purpose. It will particularly penalise small corporate businesses that
wish to retain profits within the company.

Following consultation on this issue, we recommend that further

consideration be given to a generic change to the Income Tax Act
1994 to address a pre-existing problem of double taxation of trusts
which can arise in certain circumstances.

Tax simplification for wage and salary earners

The bill makes a number of small policy changes and remedial
amendments aimed at supporting the tax simplification measures
enacted in 1998. The policy changes include removing the need for
certain applicants for family support to provide tax file numbers or
evidence of employment, and allowing some taxpayers to claim
rebates outside the rebate claim period. The amendments support
processes that began with the start of the 1999/2000 income year,

13
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and apply from that time. The deadline for claiming rebates for
donations and payments for housekeeping and childcare is extended
for the 1999/2000 year by three months to 31 December 2000.
Amendments to the Income Tax Act 1994 and the Tax Administra-

tion Act 1994 are contained in clauses 21A, 22 to 24,37,39,48A, 50

to 54 and 64 of the bill. Following requests, we recommend that the
bill provide for:

• reduced filing requirements for rebate claims made by agents

• extending the deadline for claiming rebates for donations and
payments for housekeeping and childcare in relation to the
1999/2000 year by three months

• clarifying the circumstances in which student loan holders or
casual agricultural employees are to receive an income
statement.

Resident Withholding Tax on interest paid by Inland
Revenue Department

The amendment prevents over-deduction of resident withholding tax
(RWT) on interest paid by the department. Following concerns
raised by officials, the bill will be changed to clarify how the RWT
rules apply if interest paid to a taxpayer relates to an amount of
overpaid tax that has been recalculated. The amendment is contained
in clause 38 and will apply from the 1999/2000 income year.

Incremental penalty for late payment of tax

The incremental penalty for late payment of tax is to be reduced
from 2 percent to 1 percent each month that tax is overdue. This is a
simplification measure designed to support penalties without creat-
ing a preference for paying trade creditors. This measure formed part
of the recommendations made by the previous Finance and Expendi-

ture Committee' s inquiry into the powers and operations of the
Inland Revenue Department. The amendment is contained in
clause 57 of the bill and applies from the 2001/02 income year.
Officials informed us that the bill as introduced precludes reducing
the penalty in relation to tax that is due before 1 April 2001. Failure
to pay that tax liability would continue to incur a two percent penalty

each month. The intent of the policy is to reduce the late payment

penalty for debt outstanding after 1 April 2001. We therefore recom-

mend that the appropriate changes be made to provide for this.
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Grace period for use-of-money interest

The grace period for use-of-money interest given to taxpayers who
receive a statement of account for overdue tax is being increased
from 15 days to 30 days. This is a simplification measure designed to
make it easier for taxpayers to meet their obligations to pay overdue
tax. It is contained in clause 63 of the bill and arises from the

previous Finance and Expenditure Committee's inquiry into the
powers and operations of the Inland Revenue Department. The
amendment applies from the 2001/02 income year.

Serious hardship and financial difficulty

The types of taxes that are eligible to be cancelled, remitted or the
subject of an instalment arrangement will be extended from income
tax and fringe benefit tax to include all taxes. It will be unnecessary
for the department to obtain the approval of the Minister of Finance
to remit tax, refund it or enter instalment arrangements for amounts
in excess of $50,000. These simplification measures are designed to
reduce the costs and stress associated with overdue tax payments by
increasing certainty in, and the speed of, the processes that grant
relief in relation to that debt. They have arisen from the previous
Finance and Expenditure Committee's inquiry into the powers and
operations of the Inland Revenue Department. The amendment is
contained in clauses 48 and 60 to 62 of the bill and applies to
applications for relief made from 1 April 2001. Applications to the
department to pay overdue tax by instalments no longer need to be in
writing effective from the date of enactment. However, on officials'
advice we have recommended a minor change that re-states the need
for applications for relief in the form of remission be in writing.

Remedial amendments

Financial arrangement terminology

Clause 14 of the bill amends section EH 18 of the Income Tax Act

1994 to clarify its intended effect. This amendment will ensure that
provisions of the Income Tax Act 1994 that were amended by the
Taxation (Accrual Rules and Other Remedial Matters) Act 1999 to
reflect terminology changes in the accrual rules and sections referred
to in these provisions continue to apply to Division 1 financial
arrangements. Section EH 18(2) and (3) is being amended to provide
that where there is duplication of provisions in Division 1 and
elsewhere in the Act, the Division 1 provisions apply to Division 1

15
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financial arrangements as they were immediately prior to the enact-
ment of the 1999 Act. These amendments will apply from 20 May
1999, the date that section EH 18 came into effect. The department
indicated to taxpayers in a Tax Information Bulletin in October 1999
that it would recommend to the Government that the section be

clarified, with retrospective effect. The Institute of Chartered
Accountants of New Zealand was concerned that this provision

refers to a piece of legislation that has been repealed. This makes the
law less accessible to taxpayers. Officials acknowledged that this is
an issue and recommended an amendment to the provision to ame-
liorate the problem. We accept this recommended amendment.

Foreign investor tax credit rules

Clause 33 of the bill amends section LE 3 of the Income Tax Act

1994 to address an anomaly in the foreign investor tax credit (FITC)
rules. Section LE 3 allows the FITC rules to be used when a New

Zealand holding company is interposed between the paying com-
pany and the non-resident shareholder. The rules were amended in
1998 to prevent section LE 3 applying when the holding company is
a member of a consolidated group. That amendment, however, was
too broadly worded, and inadvertently prevents the mechanism
applying in some cases when the FITC rules should legitimately
apply. The amendment will apply to dividends paid on or after
12 December 1995, to match the date on which the 1998 amendment

took effect. The New Zealand Law Society expressed its support for
this amendment. Although it does not normally support retrospec-
tive measures, this is to the benefit of those affected and corrects an

unintended consequence of an earlier amendment.

Defnition of "tax"

This remedial amendment, contained in clause 48, will have the

effect of restoring the scope of the definition of "tax" for the pur-
pose of the care and management provisions of the Tax Administra-

tion Act 1994. A new paragraph is included in the definition of "tax"
in section 3 of the Tax Administration Act 1994. The effect is that

for the purposes of the care and management provisions (sections 6
and 6A of the Tax Administration Act 1994) "tax" will include all

revenues, repayments and entitlements covered by the Inland Reve-
nue Acts.
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Miscellaneous Provisions)

Due to the fact that the earlier amendment that limited the scope was
effective from 1 October 1996, the current amendment will be

retrospective to that date. We note that this change was strongly
supported by the Institute of Chartered Accountants of New
Zealand.

Provisional tax for those changing balance dates

Minor remedial amendments are required to the rules introduced in
the Taxation (Remedial Provisions) Act 1997, which established
provisional tax rules for those who change their balance date. The
complexity of these rules and their interaction with subsequent legis-
lation has raised potential for uncertainty in their application. All the
amendments in the bill act to confirm the policy underlying the rules
that came into effect from the 1998/99 income year.
PricewaterhouseCoopers' submission addressed the following
issues with regard to provisional tax for those changing balance
dates:

• provisional tax due dates and taxpayers commencing business

provisional tax due dates and new provisional taxpayers

• provisional tax instalment dates and transitional income years

• instalments of provisional tax for use-of-money interest

purposes

• late payment penalties for provisional tax

provisional tax instalments using the uplift method.

We recommend that the amendments sought in these areas be
accepted. However, we disagree with the Institute of Chartered
Accountants of New Zealand's suggestion that the definition of
"provisional taxpayer" be made retrospective. We considered that
there is no benefit to making this amendment retrospective and that
doing so would create unnecessary uncertainty for taxpayers as to
the meaning of this term in the retrospective period.

Minor remedial amendments

Officials raised minor remedial amendments relating to the follow-
ing matters:

• an amendment to section 90 of the Tax Administration Act

1994 to correct cross references to section EH 1

17
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an amendment to section 124A(3) of the Tax Administration

Act 1994 to correctly refer to Part III of the Income Tax Act
1976

• an amendment to the Income Tax Act 1994 to change the

definition of "expenditure on account of any employee" to

correctly refer to a close company from the 1995/96 income
year.

We accepted the suggested amendments and recommend that they
be adopted.
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The Taxation (Annual Rates, GST and Miscellaneous Provisions)
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Key to symbols used in reprinted bill

As reported from the Finance and Expenditure Committee

Struck out (unanimous)

1 1

Subject to this Act, Text struck out unanimously
1

New (unanimous)

Subject to this Act,

(Subject to this Act,)

Subject to this Act,

Text inserted unanimously

Words struck out unanimously

Words inserted unanimously
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75BC Exemption for gifts of finan-

cial arrangements under
accruals rules in Income Tax

Act 1976

Part 6

Annual Rates of Income Tax for

2000-2001

113 Rates of income tax for 2000-2001

income year

Part 7

Amendment to Personal Property
Securities Act 1999

114 Personal Property Securities Act
1999

115 Schedule 1 -Acts Amended

The Parliament of New Zealand enacts as follows:

(2)

4A

(1)

(2)

Title

This Act is the Taxation (Annual Rates, GST and Miscellaneous Provi-

sions) Act 2000.

Commencement 5

This Act comes into force on the date on which it receives the

Royal assent.

Part 1

Amendments to Income Tax Act 1994

Income Tax Act 1994 10

This Part amends the Income Tax Act 1994:

' 1994, No 164

Satisfaction of income tax liability
In section BC 9, in the list of defined terms, "Commissioner"

is omitted. 15

Subsection (1) applies on and after the date this Act receives

the Royal assent.

New (unanimous)

Non-profit bodies' and charities' exempt income
In section CB 4(1)(e), in subparagraph (viii) of the second
proviso, "within the meaning of the Trustee Companies Act 20
1967" is omitted.

Subsection (1) applies to the 1995-96 and subsequent income
years.

1 1

1 1
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5 New section CD 7 inserted

(1) After section CD (7) 6, the following is inserted:

"CD (8) 7 Amounts attributed in accordance with

section GC 14C

An amount attributed by person B to person C in accordance 5
with section GC 148 is gross income of person C.

(2) Subsection (1) applies to income attributed in the 2000-2001
and subsequent income years.

New (unanimous)

Exclusions from term "dividends"

After section CF 3(1)(g), the following is inserted: 10
64 /

Cga) any amount distributed by a group investment fund to a
trustee company on behalf of, or as agent for, an inves-
tor in the fund that relates to management fees:".

Subsection (1) applies to amounts distributed during the
1995-96 and subsequent income years. 15

6 Amount of dividend includes credits and certain foreign
tax

(1) In section CF 6(1), "LE," is replaced by "LE, section GC 14C,".

(2) Subsection (1) applies to the 2000-2001 and subsequent
income years. 20

7 New section DI 3A inserted

(1) After section DI 3, the following is inserted:

"DI 3A Expenditure by group investment fund

Struck out (unanimous)

1 1

"(1) If the trustees of a group investment fund pay management
fees on behalf of its investors, the expenditure is an allowable 25
deduction to the trustees of the fund.

1 1

5

1 1

1
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New (unanimous)

"(1) The trustees of a group investment fund may elect to deduct
expenditure incurred in paying management fees to a trustee
company on behalf of, or as agent for, its investors.

"(2) The trustees of the fund are treated as having incurred the
expenditure on the date on which an investor incurs the man- 5
agement fee.

New (unanimous)

" (2A) A trustee makes an election by deducting expenditure in their
return of income.

"(2B) An election to deduct expenditure is irrevocable.

"(3)

(2)

The expenditure allowed as a deduction to the trustees of the 10
fund is treated as not having been incurred by the investor.

Subsection (1) applies to management fees charged during the
1995-96 and subsequent income years.

8 New section DJ 19 inserted

(1) After section DJ 18, the following is inserted: 15

"DJ 19 Expenditure relating to amounts attributed in
accordance with section GC 14C

An amount attributed by person B to person C in accordance
with section GC 14C is an allowable deduction to person B (in
the income year to which the attribution relates) ." 10

(2) Subsection (1) applies to the 2000-2001 and subsequent
income years.

9 Year in which non-competitive levies and premiums
under Accident Insurance Act 1998 payable

(1) After section ED IA(1), the following is inserted: 25

"(1 A) Despite subsection (1), a payment of a base premium for the
1998/99 premium year on or before the discount payment date

is treated as being expenditure incurred by the taxpayer in the
income year in which the discount payment date falls if the

1

1

1 1
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discount payment date is before the (due datel date on the

invoice that specifies when payment is due.

(2) After section ED 1 A(3), the following is inserted:

"(3A) Subsection (3) does not apply to a base premium for the
1998/99 premium year." 5

(3) After section ED lA(4), the following is inserted:

"(5) In this section, base premium for the 1998/99 premium

year(,) and discount payment date land due date) have

the meanings set out in the Accident Insurance (Payment of
Base Premiums) Regulations 1999." 10

(4) Subsections (1) to (3) apply to base premiums payable for the
1998/99 premium year.

Accounting for goods and services tax
In section ED 4(3)(b) and ED 4(4)(a)(ii), "section 21(5)" is

replaced by "sections 21E and 21F". 15

Subsection (1) applies on and after the date this Act receives

the Royal assent.

11 New section ED 6A inserted

(1) After section ED 6, the following is inserted:

"ED 6A Timing of interest payable under instalment plan 20
under Accident Insurance Act 1998

"(1) Interest payable on a base premium for the 1998/99 premium

year under a monthly instalment plan is treated as being pay-
able on the date that interest is applied under regulation 8 of
the Accident Insurance (Payment of Base Premiums) Regula- 25
tions 1999.

"(2) In this section, base premium for the 1998/99 premium
year and monthly instalment plan have the meanings set out
in the Accident Insurance (Payment of Base Premiums) Regu-
lations 1999." 30

(2) Subsection (1) applies to interest payable on a base premium
for the 1998/99 premium year.

Disposal of trading stock on sale of business
In section EE 18-

(a) "for the purposes of Part EE" is replaced by "for the 35
purposes of Part EE and section FB 3":

7
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(2)

"(3)

"(4)

"(5)

(2)

(3)

(4)

(5)

Taxation (Annual Rates, GST
and Miscellaneous Provisions)

(b) the section heading is replaced by:
"Consideration for disposal of trading stock".

Subsection (1) applies on and after the date this Act receives

the Royal assent.

Rules for non-market transactions 5

Section EH 16(3) is replaced by:

Financial arrangement treated as sold and realised at
market price

A financial arrangement is treated as having been sold and

purchased or transferred and realised at its market price on the 10
date of its sale or transfer if the sale or transfer, including a

transfer by way of distribution to shareholders, is not for

consideration in money or is for a consideration that is less

than the market price or the true value of the financial

arrangement. 15

"Commissioner to determine price if no market price

If there is no market price, the financial arrangement is treated
as having been sold and realised at the price the Commis-
sioner determines.

"Market price for both parties to financial arrangement 20

The market price, or price, of a financial arrangement is the
market price, or price, for both seller and purchaser or trans-
feror and transferee."

In the list of defined terms for section EH 16, "shareholder" is

added after "resident in New Zealand". 25

Subsection (1) applies to a financial arrangement entered into
on or after the implementation date (as defined in section
EH 14 of the Income Tax Act 1994).

Despite subsection (3), subsection (1) does not apply to a financial
arrangement that is transferred if the transferor has filed a 30
return of income on or before 16 May 2000 claiming a deduc-
tion under the accruals rules in relation to the financial

arrangement.

Subsection (2) applies on and after the date this Act receives

the Royal assent. 35
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14 Section EH 18 replaced

(1) Section EH 18 is replaced by:

"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 5

to which this Division applies, the person must apply provi-
sions in other Parts of this Act, and sections referred to in

those provisions, that would have applied to the financial
arrangement before the commencement of the Taxation
(Accrual Rules and Other Remedial Matters) Act 1999 as if 10

the Taxation (Accrual Rules and Other Remedial Matters) Act
1999 had not been enacted.

"Exceptions for certain definitions

"(2) Subsection (1) does not apply to definitions, or the part of
definitions, in section OB 1 that refer to section EH 14. 15

"Exceptions

"(3) Subsection (1) does not apply to sections GD 11 and
HB 2(1)(a)(v).

"Application of section HB 2(1)(a)(v)

"(4) Section HB 2(1)(a)(v) applies to a financial arrangement to 20
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 25

'the holder and issuer of the financial arrangement'.

"Deftned: accruals rules, financial arrangement, holder, issuer, person,
this Act".

(2) Subsection (1) applies on and after 20 May 1999.

"(1)

Sale for no consideration or for consideration less than 30

market price

Section EH 49(1) is replaced by:
"

Financial arrangement treated as sold and realised at
market price

A financial arrangement is treated as having been sold and 35
purchased or transferred and realised at its market price on the
date of its sale or transfer if the sale or transfer, including a
transfer by way of distribution to shareholders, is not for

9
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(1)

(2)
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monetary consideration or is for a consideration that is less
than the market price of the financial arrangement."

(2) After section EH 49(2), the following is inserted:

"Market price for both parties to financial arrangement

"(2A) The market price, or price, of a financial arrangement is the 5
market price, or price, for both seller and purchaser or trans-
feror and transferee."

(3) Subsections (1) and (2) apply on and after 20 May 1999.

(4) Despite subsection (3), subsection (1) does not apply to a financial
arrangement that is transferred if the transferor has filed a 10
return of income on or before 16 May 2000 claiming a deduc-
tion under the accrual rules in relation to the financial

arrangement.

New (unanimous)

15A New section EN 8 inserted

(1) After section EN 5, the following is inserted: 15

"EN 8 Gross income from amounts attributed in accordance

with section GC 14C

Gross income of person C under section CD 7 is derived in the

income year to which the attribution relates."

(2) Subsection (1) applies to income attributed in the 2000-2001 20
and subsequent income years.

15B New section EO 6 inserted

(1) After section EO 5, the following is inserted:

"EO 6 Expenditure relating to amounts attributed in
accordance with section GC 14C 25

A deduction allowed to person B under section DJ 19 is allowed

in the income year to which the attribution relates."

(2) Subsection (1) applies to the 2000-2001 and subsequent

income years.

Interpretation 30

In section FD 2(3)(d), "GC 26," is replaced by "GC 26,

HB 2(1)(a)(vi),".

Subsection (1) applies on and after 17 May 2000.

1 1

1 1
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17 Agreements purporting to alter incidence of tax to be
void

(1) After section GB 1 (2), the following is inserted:

"(2A) Without limiting the generality of the preceding subsections,
if an arrangement is void in accordance with section BG 1 5
because, whether wholly or partially, the arrangement directly
or indirectly relieves a person from liability to pay income tax
by claiming a credit of tax, the Commissioner may, in addition
to any other action taken under this section-
"(a) disallow the credit in whole or in part; and 10
"(b) allow in whole or in part the benefit of the credit of tax

for any other taxpayer.

"(28) For the purpose of subsection (2A), the Commissioner may have
regard to the credits of tax which the taxpayer or another
taxpayer would have had, or might have been expected to 15
have had, if the arrangement had not been made or entered
into.

"(2C) In this section, credit of tax means the reduction or offsetting
of the amount of tax a person must pay because-
"(a) credit has been allowed for a payment of any kind, 20

whether of tax or otherwise, made by a person; or
"(b) of a credit, benefit, entitlement or state of affairs."

(2) Subsection (1) applies on and after 5 April 2000.

18 New sections GC 14B to GC 14D inserted

(1) After section GC 14A, the following is inserted: 25

"GC 14B Attribution rule for personal services
"(1) If, during an income year, a person (person A) purchases

services from another person (person B) and the services are
personally performed by a third person (person C), who is
associated with person B, an amount must be attributed by 30
person B to person C in accordance with section GC 14C in the
same income year.

"(2) Subsection (1) applies if-
"(a) 80% or more of person B's gross income from personal

services during the income year is derived from the sale 35
of services to person A or a person associated with
person A; and

11
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"(b) 80% or more of person B's gross income from personal
services during the income year is derived through ser-
vices personally performed by person C or a relative of
person C; and

New (unanimous)

66/

(ba) person C' s net income for the income year in which an 5
attribution would be made is more than $60,000; and

"(c) substantial business assets are not a necessary part of
the business structure that is used to derive the gross
income referred to in paragraph (a).

New (unanimous)

"(2A) Subsection (1) does not apply- 10
Ca) if person B and person C are both non-residents during

all of person B's income year:

"(b) to the extent that the services personally performed by
person C are essential support for a product supplied by
person B. 15

Struck out (unanimous)

1 1

"(3) In this section, a person is treated as being associated with
another person if the person would be treated as being associ-
ated under sections OD 7 or OD 8(3).

"(4) In this section, substantial business assets means depreciable
property that- 20
66 /

Ca) costs more than $75,000, or 25% or more of person B's
gross income from services for the income year; and

"(b) is not for private use or enjoyment.

"(5) Subsection (4)(b) does not apply to depreciable property that is
a motor vehicle if 20% or less of the vehicle's use is for 25

private use or enjoyment.

"(6) For the purpose of subsection (5), 20% of a vehicle' s use is
calculated according to either:

1 1

1 1

1

1 1
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Struck out (unanimous)

1 1

"(a) the proportion that the number of days for which fringe

benefit tax is payable in respect of the vehicle bears to
the total number of days in the income year in which the
vehicle is leased or owned; or

"(b) the proportion that expenditure incurred in respect of 5
the vehicle, for which a deduction is not allowed, bears

to all expenditure incurred in respect of the vehicle in
the income year.

New (unanimous)

"GC 14BA Definitions for use in section GC 14B

"(1) This section applies for the purpose of section GC 148. 10
..

(2) A person is treated as being associated with another person if
the person would be treated as being associated under sections
OD 7 or OD 8(3) at the time the services are personally
performed by person C.

(3) A person is not treated as being associated with another per- 15
son under subsection (2) if-

"(a) both persons are public authorities:
"

(b) person C cannot be reasonably expected to know that a
particular person A is associated with another person A,
other than by making a specific enquiry. 20

"(4) For the purpose of section GC 148(2)(b), a relative of person C
must be a relative at the beginning of person C's income year.

"(5) For the purpose of section GC 148(2)(ba), person C' s gross
income includes the taxable value of a fringe benefi t provided
or granted by a person associated with person C. 25

"(6) Substantial business assets means depreciable property
that-

"(a) on person B' s balance date, costs more than $75,000, or
25% or more of person B's gross income from services
for the income year; and 30

"(b) is not for private use or enjoyment.

13
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New (unanimous)

"(7) For the purpose of subsection (6)(a), the cost of depreciable
property includes the cost price of property subject to a speci-
fied lease or the lessee's acquisition cost of property subject to

a finance lease or a hire purchase agreement.

"(8) Subsection (6)(b) does not apply to depreciable property if 5
20% or less of the property's use is for private use or
enjoyment.

"(9) For the purpose of subsection (8), 20% of a property' s use is
calculated according to-
"(a) the proportion that the number of days for which fringe 10

benefit tax is payable in respect of the property bears to
the total number of days in the income year in which the
property is owned or is subject to a specified lease,
finance lease or a hire purchase agreement, if the prop-
erty is subject to the FBT rules: 15

"(b) the proportion that the expenditure incurred in respect
of the property, for which a deduction is not allowed,
bears to all expenditure incurred in respect of the prop-
erty in the income year if the property is not subject to
the FBT rules. 20

"GC 14C Attribution rule-calculation

"(1) Person B must attribute to person C in an income year the
lesser of the following amounts:

"(a) person B's net income for the income year, calculated
as if their only gross income were derived from per- 25
sonal services (only) ; and

"(b) person B's net income for the income (year) year; and

New (unanimous)

"(c) if person B is a company or a trust that has a net loss
available for carry forward under section IE 1 that arises

only from a business or a trading activity of selling 30
personal services, person B's net income for the income

year, offset by any net loss carried forward from a
previous income year, as allowed by section IE 1.

1 1

1 1
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"(2) For the purpose of calculating person B's net income for the
income year under subsection (1}-

"(a) if person B is a trustee of a trust, the trustees are treated
as not having made a distribution to a beneficiary during
the income year or before the end of 6 months after the 5
end of the income year:

"(b) if person B is a partnership, person B is treated as a

taxpayer and section HD 1 (1)(b) does not apply.

"(3) For the purpose of calculating person B' s net income for the
income year under subsection (1)(a)- 10

"(a) monetary remuneration paid to person C during the
income year is (a deductible expense) an allowable

deduction:

'(b) the taxable value of a fringe benefit provided or granted
by person B to person C during the income year and the 15
fringe benefit tax payable on the fringe benefit are
ldeductible expenses) allowable deductions.

"(4) Person B's net income for the income year, as calculated after
applying subsections (2) and (3), is reduced by:
"(a) in the case of a trustee of a trust, the amount of bene- 20

ficiary income derived by person C from the trust in the
income year:

"(b) in the case of a partnership, the share of profits allocated
by the partnership to person C:

"(c) in the case of a company, any dividends paid- 25
"(i) by person B to person C during the income year

or before the end of 6 months after the end of the

income year; and

"(ii) from income derived in the income year.

New (unanimous)

"(4A) If person B is a partnership that receives administrative ser- 30
vices from another person related to their income from per-
sonal services and has not paid for the administrative services,
the amount to be attributed to person C must be reduced by the
market value of the administrative services provided by the
other person. 35

15

1 1
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"(5) (This section does not apply ift K a reduction required under

subsection (4) results in a negative amount, an amount is not
attributable.

New (unanimous)

"(5A) If person B is a trust and the amount attributable would cause
the trust to have a net loss for the income year, the trust' s 5
beneficiary income for the income year must be reduced so
that the trust's taxable income for the income year is zero, and
the amount of beneficiary income must be reduced-

Ca) according to proportions determined by the trust' s
trustees: 10

"(b) if paragraph (a) does not apply, by the amount of the
reduction, according to the proportion the beneficiary

income distributed bears to total beneficiary income.

'(6) If the amount attributable is to be attributed to more than one

person C, the amount attributed to each person C must reflect 15
the value of the services personally performed by each per-
son C respectively.

"GC 14D Attribution rule-exception

"(1) Sections GC 148 and GC 14C do not apply if the amount to be
attributed by person B to person C is less than $5,000. 20

64.

(2) If there is more than one person selling the services that are
personally performed by the same person C, subsection (1) may
be applied in respect of person C once only."

(2) Subsection (1) applies to the 2000-2001 and subsequent
income years. 25

19 Taxable income to be calculated generally as if group

were single company

(1) In section HB 2(1)(a)(iv), "apply; and" is replaced by "apply;
or .

(2) In section HB 2(1)(a)(v), "arrangement; and" is replaced by 30

"arrangement; or", and the following is inserted:

"(vi) the amount is a dividend under either section

CF 2(1)(b) or CF 2(1)(k), if the amount arises

between members of a consolidated group in

1 1
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relation to a loan that is entered into before the

time the members are treated as being members
of the consolidated group under section FD 4;
and".

Subsection (1) applies on and after 20 May 1999. 5

Subsection (2) applies to dividends arising on and after 17 May
2000.

Group investment funds
In section HE 2(lA), "DI 3," is replaced by "DI 3, DI 3A,".

Subsection (1) applies to the 1995-96 and subsequent income 10
years.

New (unanimous)

2OA Interpretation

(1) In section HH 1(6)(h), "within the meaning of the Trustee
Companies Act 1967" is omitted.

(2) Subsection (1) applies to the 1995-96 and subsequent income 15
years.

Trustee income

In section HH 4(1), "CL 2 and DI 3" is replaced by "CL 2,
DI 3 and DI 3A".

Subsection (1) applies to the 1995-96 and subsequent income 20
years.

New (unanimous)

21A Rebate for gifts of money

(1) After section KC 5(3), the following is inserted:

"(3AA) Despite subsection (3), a rebate is allowed under this
section if a tax agent makes an application for a refund under 25
section 41A of the Tax Administration Act 1994 on behalf of a

person and-

(a) the tax agent sights the receipt evidencing the making of
the gift for which a claim is being made; and

17
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New (unanimous)

"(b) the person retains the receipt for 4 income years after
the income year to which the claim relates."

Subsection (1) applies to claims for rebates made in respect of
the 1999-2000 and subsequent income years.

22 Allowance of credit of tax in end of year assessment 5
(1) Section KD 4(2A) is replaced by:

"(2A) The Commissioner must not apply subsection (2)(c) or (2)(d)
so as to allow a credit of tax in respect of a child if the person
does not provide the Commissioner with the birth certificate

or other evidence acceptable to the Commissioner verifying 10
the birth or existence of the child for whom the credit is

claimed."

(2) Section KD 4(2A), as replaced by subsection (1), is replaced by:

"(2A) The Commissioner must not apply subsection (2)(c) or (2)(d)
so as to allow a credit of tax in respect of a child if the person 15
does not provide the Commissioner with-
"(a) the tax file number of the child for whom the credit is

claimed; or

"(b) the birth certificate or other evidence acceptable to the
Commissioner verifying the birth or existence of the 20
child for whom the credit is claimed."

(3) Subsection (1) applies to the 1999-2000 income year.

(4) Subsection (2) applies to the 2000-2001 and subsequent
income years.

23 Credit of tax by instalments 25
(1) After section KD 5(1B), the following is inserted:

"(1 BA) If the 3 month period in which a person may apply to
receive the parental tax credit spans two income years and all
of the elected period falls in the first income year, for the

purpose of this subpart, the elected period is treated as falling 30
in the second income year if all interim instalments are paid to
the person in the second income year."

(2) Section KD 5(2)(c) is replaced by:

1 1

1
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"(c) unless paragraph (d) applies, the tax file number of each
child in relation to whom a credit of tax is claimed:

"(d) in the case of a child that has died or is given up for
adoption, a birth certificate or other evidence acceptable

to the Commissioner verifying the birth or existence of 5
the child for whom a credit of tax is claimed."

(3) After section KD 5(2), the following is inserted:

"(2AA) Subsection (2)(a) does not apply if the Commissioner con-
siders that the Commissioner has sufficient evidence of a

signatory's income from employment. 10

"(2AB) Subsection (2)(d) does not apply to an application made by a
person who is an adoptive parent, as that term is defined in
the Adoption Act 1955."

(4) Subsection (1) applies on and after 1 October 1999.

(5) Subsections (2) and (3) apply to the 1999-2000 and subsequent 15
income years.

Commissioner to deliver credit of tax by instalments

In section KD 7(2A)(a), "20 April" is replaced by "20 May".

Subsection (1) applies to the 1999-2000 and subsequent
income years. 20

25 Credits in respect of tax paid in a country or territory
outside New Zealand

(1) After section LC 1(3), the following is inserted:

"(3A) Despite subsection (1) and sections LC 4 and NH 2, if and to
the extent that a taxpayer or a person pays foreign tax, and the 25
taxpayer, the person or a person associated with either of them
receives a refund or repayment of the foreign tax or another
amount (whether in money or money's worth) or a benefit of
any kind (including the remission of a debt) which is deter-
mined, directly or indirectly, by reference to the amount of the 30
foreign tax paid or any part of that amount, the taxpayer is not
allowed-

"(a) a credit for income tax paid in a country or territory

outside New Zealand against income tax payable in
New Zealand; or 35

"(b) an underlying foreign tax credit or a credit for foreign

withholding tax in calculating under section NH 2(1)

19
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the amount of dividend withholding payment to be
deducted from a foreign withholding payment dividend.

"(3B) If a credit initially allowed under subsection (1) or section
LC 4, or an underlying foreign tax credit or a credit for foreign

withholding tax taken into account under section NH 2, is 5
more than the amount allowable by virtue of subsection (3A),

section LC 3, or if section LC 3(3) is applicable, section LC 4(11),
applies to the excess amount of credit initially allowed."

(2) Subsection (1) applies to a credit for foreign tax for which a
refund, repayment, other amount or benefit is received on or 10
after 5 April 2000.

26 New section LC lA inserted

(1) After section LC 1, the following is inserted:

"LC I A Amendment of Schedule 6 by Order in Council

"(1) The Governor General may, by Order in Council, amend 15
Schedule 6-

"(a) by adding a country or territory and specifying in

respect of the country or territory the type of income for

which a credit will not be allowed against income tax
payable in New Zealand: 20

"(b) by omitting a country or territory.

"(2) An Order in Council made under subsection (1)(a) expires on 31
December in the year following that in which it is made,
unless it is confirmed by an Act of Parliament before the end
of the following year, in which case the Order in Council does 25
not expire.

"(3) The repeal of an Act passed to confirm an Order in Council
does not affect the confirmation of the order unless there is

express provision to the contrary."

(2) Subsection (1) applies on and after the date this Act receives 30
the Royal assent.

27 Section LC 3 replaced

(1) Section LC 3 is replaced by:

"LC 3 Recovery of excess credit allowed through not taking
into account refund of foreign tax 35

"(1) Subsection (2) applies if-

"(a) a credit for foreign tax has been-



Taxation (Annual Rates, GST
and Miscellaneous Provisions) Part 1 cl 27

"(i) initially allowed under section LC 1 (1) or section

LC 4 against a person's New Zealand income tax
liability; or

"(ii) initially taken into account under section NH 2 as

an amount of underlying foreign tax credit or 5

credit for foreign withholding tax in calculating
the amount of dividend withholding payment to

be deducted from a foreign withholding payment
dividend; and

"(b) the credit, or any part of it, is not allowed under section 10
LC 1(3A), irrespective of when the taxpayer, the person
or a person associated with either of them received the

refund or repayment of the foreign tax or the other
amount or benefit referred to in that subsection; and

"(c) either- 15

"(i) the amount of the credit was more than the

amount allowable against New Zealand tax by

virtue of section LC 1(3A), after taking into account

the refund or repayment of the foreign tax or the
other amount or benefit referred to in that sub- 20

section; or

"(ii) the amount of dividend withholding payment cal-

culated under section NH 2 by taking the credit
into account is less than the amount of dividend

withholding payment deduction that would have 25

been required by virtue of section LC 1(3A), after
taking into account the refund or repayment of

the foreign tax or the other amount or benefit
referred to in that subsection.

"(2) The excess or shortfall is treated as if it were income tax or, as 30

the case may be, a dividend withholding payment which is

due and payable to the Commissioner 30 days after the later
of-

"(a) the date of the notice determining the credit, or in the

case of an underlying foreign tax credit or a credit for 35

foreign withholding tax that is taken into account under

section NH 2(1), the due date for payment of the divi-

dend withholding payment deduction under section
NH 3(1); and

"(b) the date the relevant person receives the refund, repay- 40
ment or the other amount or benefit.

21
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This section does not apply to a credit for which a refund or

repayment of foreign tax is received by a controlled foreign

company if section LC 4(11) applies to the credit and the
refund or repayment."

Subsection (1) applies on and after 5 April 2000. 5

Information for credit to be furnished within 4 years
Section LC 13(b) is replaced by:

"(b) furnishes to the Commissioner all information neces-

sary to determine the amount of the credit, including
information relevant to the application of section 10
LC 1 (3A)."

In section LC 13, the following is added as subsection (2):

If an entitlement to a refund or repayment of the foreign tax or
another amount or a benefit referred to in section LC 1(3A)

changes after their application is made, the taxpayer must 15
furnish to the Commissioner all information relating to the
change as soon as possible."

Subsections (1) and (2) apply on and after 5 April 2000.

Ascertainment of New Zealand income tax liability on

foreign source income 20

The section heading to section LC 14 is replaced by:
"Ascertainment of New Zealand income tax liability".

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

Tax deductions to be credited against tax assessed 25
In section LD 1 (2A), "the amount of any tax paid to the
employee under Part KD" is replaced by "the amount of a
Part KD credit paid to the employee".

Subsection (1) applies on and after the date this Act receives
the Royal assent. 30

Lost tax deduction certificates

Section LD 4 is repealed.

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



35

(1)

34

(1)

(2)

32

(1)

(2)

Taxation (Annual Rates, GST
and Miscellaneous Provisions) Part 1 cl 35

Tax deductions for which no certificate issued

Section LD 5 is repealed.

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

33 Special rules for holding companies 5
(1) At the end of section LE 3(2)(b), "paid; and" is replaced by

"paid."

(2) Section LE 3(2)(c) is repealed.

(3) After section LE 3(10), the following is inserted:

"(11) If a section LE 3 holding company is a member of a consoli- 10
dated group, this section does not apply to a dividend received
by the section LE 3 holding company from a member of the
consolidated group."

(4) Subsections (1) and (3) apply on and after 12 December 1995.

(5) Subsection (2) applies on 12 December 1995. 15

"(7)

(3)

Amount of provisional tax payable
In section MB 2(6), "For the purposes of subsection (1)(a)" is
replaced by "For the purpose of subsection (1)(a), (1)(aa)".

In section MB 2(7), the portion before the formula is replaced
by: 20

For the purpose of subsection (1)(b) and (1)(ab), the amount
of a taxpayer' s residual income tax for the income year before

an immediately preceding income year, if the income year
before the immediately preceding income year is a transitional
year, shall be calculated in accordance with the formula:". 25

Subsections (1) and (2) apply to payments of provisional tax for
the 1998-99 income year that are due on or after 7 July 1998.

Election to be a provisional taxpayer

Section MB 2A(1)(a) is replaced by:

"(a) the taxpayer has paid provisional tax of $2,500 or more 30
on or before-

"(i) the third instalment date, if the taxpayer is in a
standard income year; or

"(ii) the final instalment date, if the taxpayer is in a
transitional year; and". 35

23
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Subsection (1) applies to the 1998-99 and subsequent income

years.

36 Amount of provisional tax instalments in transitional
year

(1) Section MB 5A(1) is replaced by: 5

(1) This section applies to instalments of provisional tax due in a
transitional year.

"(1 A) The total amount of provisional tax payable in a transitional
year is the total of all instalments of provisional tax due in the
transitional year." 10

(2) In section MB 5A(4), "no provisional tax shall be payable" is
replaced by "provisional tax is not due and payable".

(3) In section MB 5A(5), MB 5A(6) and MB 5A(7), item "p" is
replaced by:

p is the amount of provisional tax determined under 15
section MB (2(1)) LA."

New (unanimous)

(3A) In section MB 5A(8), "provisional tax payable" is replaced
by "provisional tax determined under section MB 1 A".

(4) Subsections (1) to ((3)) (SA) apply to the 1998-99 and subse-
quent income years. 20

New (unanimous)

36A New section MB 9A inserted

(1) After section MB 9, the following is inserted:

"MB 9A Provisional tax and attribution rule for services

"(1) This section applies for the purpose of the provisional tax
rules and Part VII of the Tax Administration Act 1994 in 25

respect of provisional tax paid for income from personal ser-
vices to which section GC 148 may apply.

"(2) If, during an income year, person B pays provisional tax in
excess of its residual income tax, person B may allocate all or
part of the excess to person C, to the extent that provisional 30

1 1
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tax paid by person C is less than person C's residual income

tax for the year.

If, during an income year, person C pays provisional tax in
excess of its residual income tax, person C may allocate all or
part of the excess to person B, to the extent that provisional 5
tax paid by person B is less than person B's residual income

tax for the year.

Persons B and C may allocate all or part of the excess only on
or after the later of-

"(a) the day on which the provisional tax in excess is paid by 10

person B or person C, as the case may be; and
"(b) the day on which the first instalment of provisional tax

payable in respect of the income year becomes payable
by--

"(i) person C, if person B is making the allocation: 15

"(ii) person B, if person C is making the allocation.

Provisional tax allocated by person B to person C is treated as

provisional tax paid by person C and not by person B.

Provisional tax allocated by person C to person B is treated as

provisional tax paid by person B and not by person C. 20

An allocation is made by giving notice, in writing, to the
Commissioner, within the time that a return of income for the

income year must be furnished by the person to whom the
excess is allocated, or within such further time as the Com-

missioner may allow. 25

A notice must state-

"(a) the person to whom an excess amount is allocated; and
"(b) the amount of the excess; and

"(c) the date on which the excess amount is allocated."

Subsection (1) applies to the 2000-2001 and subsequent 30
income years.

Credits arising to imputation credit account

After section ME 4(1)(a), the following is inserted:

"(ab) 33% of an amount attributed in accordance with section

GC 14C:". 35

25
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New (unanimous)

1

After section ME 4(2)(a), the following is inserted:

"(ab) in the case of a credit referred to in paragraph (ab), on

31 March of the income year in which the amount is
attributed:".

Subsections (1) and (2) apply to the 2000-2001 and subsequent 5

income years.

Debits arising to imputation credit account

After section ME 5(1)(i), the following is inserted:

"(ia) the amount of a credit in the company's imputation

credit account arising under section ME 4(1)(ab) if the 10
company's financial statements are adjusted to reflect
an amount attributed in accordance with section GC 14C: ".

After section ME 5(2)(h), the following is inserted:

"(ha) in the case of a debit referred to in paragraph (ia), on

31 March of the income year in respect of which the 15

company's financial statements are adjusted:".

Subsections (1) and (2) apply to the 2000-2001 and subsequent

income years.

Assessment and payment of tax

Section NC 17(2)(b) is replaced by: 20

"(b) 7 April in the income year following the next income

year if-

"(i) the taxpayer's return of income to which the

assessment relates was linked to a tax agent; or

"(ii) the taxpayer requests an income statement under 25
section 80C of the Tax Administration Act 1994

or is issued an income statement under section

8OD of that Act and the Commissioner has been

notified that a tax agent will correctly respond to
the income statement issued to the taxpayer; or". 30

After section NC 17(2), the following is inserted:

Income tax payable under an assessment that is deemed to be

a general assessment under section 92 by virtue of section

1
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80H(1) is due and payable on the applicable date set out in
subsection (2)(a) or (2)(b)."

Subsections (1) and (2) apply to returns of income and income
statements for the 1999-2000 and subsequent income years.

38 Application of RWT rules 5
(1) After section NF 1(3), the following is inserted:

"(3A) If the Commissioner is required to pay interest under Part VII
of the Tax Administration Act 1994 on overpaid tax and the
amount of interest on the overpaid tax is recalculated, the
Commissioner must calculate (the interest payable on the 10

recalculated amount of overpaid tax taking into account the
interest already calculatedi the resident withholding tax on
the recalculated amount of interest taking into account resi-
dent withholding tax deductions already made."

(2) Subsection (1) applies to the 1999-2000 and subsequent 15
income years.

New (unanimous)

38A Certificates of exemption
(1) In section NF 9(1)(d), "(as that term is defined in section 2 of

the Trustee Companies Act 1967)" is omitted.

(2) Subsection (1) applies to the 1995-96 and subsequent income 20
years.

Definitions

This section amends section OB 1.

New (unanimous)

(1 A) In the definition of beneficiary income, the portion after
paragraph (b) and before the proviso is replaced by: 25
"but does not include gross income derived by a trustee of the

trust in any income year during which the trust is a superannu-
ation fund or any management fees to which section DI 3A
applies".

27

1 1

1

1 1

1



Part 1 cl 39

28

Taxation (Annual Rates, GST
and Miscellaneous Provisions)

(2) In the definition of core acquisition price, "Division 1" is
replaced by "Division 1 and section EZ 10".

(3) After the definition of credit account continuity provisions,
the following is inserted:

"credit of tax is defined in section GB 1(2C) for the purpose of 5
that section".

New (unanimous)

(3A) In paragraph (b) of the definition of expenditure on account
of an employee, "proprietary company" is replaced by "close
company".

(4) In paragraph (b) of the definition of film, "EO 4," is replaced 10

by "EO 4, EO 4A,".

New (unanimous)

(4A) In the definition of financial statements, "Part EE" is

replaced by "Part EE and section ME 5".

(5) The definition of foreign tax is replaced by:

" foreign tax, in Part LC and sections CF 6 and OE 6, means 15
tax, other than New Zealand tax, that is the subject of a double
tax agreement".

(6) The definition of group of persons is replaced by:

'"group of persons includes one person".

New (unanimous)

(6A) After the definition of income interest of 10% or greater, the 20

following is inserted:

"income statement means a statement issued by the Com-

missioner to a natural person that contains the information in
section 8OE of the Tax Administration Act 1994".

(7) In the definition of input tax, "section 2" is replaced by 25
"section 3A".

1 1
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(7A) After the definition of major shareholder, the following is
inserted:

"management fees, in sections CF 3 and DI 3A, means fees

charged for the management of a fund, or any commission,
other recompense or remuneration paid out of a fund for 5
management or agency services".

(10)

(11)

In the definition of new provisional taxpayer-
(a) in paragraph (a), the portion before subparagraph (i) is

replaced by:

(a) in the case of a taxpayer who is not a natural person or 10
who is a natural person trustee of a trust:":

(b) in paragraph (b), the portion before subparagraph (i) is
replaced by:

"(b) in the case of a taxpayer who is a natural person, other
than a trustee of a trust:". 15

The definition of New Zealand tax is replaced by:

"New Zealand tax, in the definition of foreign tax, and in
sections LC 2 and LC 6, means income tax imposed by this
Act or any corresponding former Act".

In the definition of provisional taxpayer, paragraph (b) is 20
replaced by:

"(b) who makes an election under section MB 2A-".

The definition of refundable rebate is replaced by:

"refundable rebate means a credit allowed under Part KD".

New (unanimous)

(11 A) In the definition of relative- 25
(a) in paragraph (a), "and section GC 148" is inserted after

"international tax rules":

(b) after paragraph (b), the following is inserted:
66 /

ic) in section GC 148, in relation to a person, means another
person connected with the first-mentioned person by 30
blood relationship, marriage or adoption, and for the
purpose of this paragraph-

29
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New (unanimous)

"(i) persons are connected by blood relationship if
within the second degree of relationship:

"(ii) persons are connected by marriage if one is mar-
ried to the other or to a person who is connected

by blood relationship to the other: 5
"(iii) persons are connected by adoption if one has

been adopted as the child of the other or as a child
of the person who is within the first degree of
relationship to the other:".

(11 B) After the definition of subsidised transport, the following is 10
inserted:

"substantial business assets is defined in section GC 14BA(6) for

the purpose of section GC 148".

(12) The definition of tax deduction certificate is repealed.

(13) The definition of trust is replaced by: 15

"trust, in the definitions of superannuation scheme and unit

trust, has the meaning set out in the Trustee Act 1956".

New (unanimous)

(13A) After the definition of trustee, the following is inserted:

"trustee company has the meaning set out in section 2 of the
Trustee Companies Act 1967". 20

(14) In paragraph (h) of the definition of unit trust, "for the
purposes of the definition of trust" is replaced by "for the
purpose of section HE 1".

New (unanimous)

(14A) Subsection (1A) applies to management fees charged during
the 1995-96 and subsequent income years. 25

( 15) Subsection (2) applies on and after 20 May 1999.

(16) Subsection (3) applies on and after 5 April 2000.

1 1

1 1

1 1
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New (unanimous)
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(16A) Subsections (3A), (7A) and (13A) apply to the 1995-96 and
subsequent income years.

( 17) Subsections (4) (to) , (5), (6), (7), (9), (11), (13) and (14) apply on
and after the date this Act receives the Royal assent.

New (unanimous)

( 17A) Subsection (6A) applies on and after 1 April 1999.

(18)

(19)

(20)

40

(1)

(2)

40A

(1)

(2)

(Subsection (8) applies) Subsections (4A), (8), (11 A) an d (11 B) apply
to the 2000-2001 and subsequent income years.

Subsection (10) applies to the 1999-2000 and subsequent
income years.

Subsection (12) applies on the date this Act receives the Royal 10
assent.

Meaning of source deduction payment-shareholder-
employees of close companies

In section OB 2(1), "withholding payment" is replaced by
"withholding payment, but does not include an amount attrib- 15
uted in accordance with section GC 14C".

Subsection (1) applies to the 2000-2001 and subsequent
income years.

New (unanimous)

Modifications to measurement of voting and market
value interests in cases of continuity provisions 20
In section OD 5(3)(b)(iii), "within the meaning of section 2 of
the Trustee Companies Act 1967" is omitted.

Subsection (1) applies to the 1995-96 and subsequent income
years.

31
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Further definitions of associated persons
In section OD 8(3), in the portion before paragraph (a) and in
the proviso to lparagraph (a), "KH 2," is replaced by "KH 2,
LC 1, ". ) paragraph (a)-

New (unanimous)

(a) "FH 1 (2)" is replaced by "FH 1 (2), GC 148,

(b) "KH 2," is replaced by "KH 2, LC 1,".

(l A) Subsection (1)(a) applies to the 2000-2001
income years.

5

and subsequent

Subsection (1)(h) applies on and after 5 April 2000.

Classes of income deemed to be derived from New 10

Zealand

In section OE 4(1)(d), "CC 1 (a) and (b)" is replaced by

"CC 1(1)(a) and CC 1(1)(b)".

Subsection (1) applies on and after the date this Act receives

the Royal assent. 15

References to income years in particular provisions

In section OF 2(3), "any" is omitted.

Subsection (1) applies on and after the date this Act receives

the Royal assent.

References to particular regimes in former Act, etc 20

In section OZ 1 (1), in the definition of trust rules, "DI 3," is

replaced by "DI 3, DI 3A,".

Subsection (1) applies to the 1995-96 and subsequent income

years.

Schedule 13-Months for payment of provisional tax 25
and terminal tax

In Schedule 13, Part B, the note following the table is replaced
by:

"Note: The third column refers to-

"(a) the month(s) following the 1 April immediately before 30
the first business day, for taxpayers (with no precedingl
who start business during an income year:

1 1
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(2)

(2)

46

(1)

(2)

47

(3)

(4)
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"(b) the month(s) following a taxpayer's balance date in the
year before a transitional year, for all other provisional
taxpayers.

Subsection (1) applies to the 1998-99 and subsequent income
years. 5

Schedule 18-State enterprises

In Schedule 18, "Housing New Zealand Limited" is inserted
after "Housing Corporation of New Zealand".

Subsection (1) applies from 1 April 1995 to 4 June 1999 (both
dates inclusive). 10

Part 2

Amendments to Tax Administration Act 1994

Tax Administration Act 1994

This Part amends the Tax Administration Act 19942.

2 1994, No 164 15

Interpretation

This section amends section 3(1).

In paragraph (c) of the definition of new provisional tax-
payer, "assessable income" is replaced by "gross income".

The definition of new provisional taxpayer is repealed. 20

In the definition of tax, the following is inserted after para-
graph (b):

"(c) for the purpose of sections 6,6A and 6B, includes any
revenue collected under, entitlements arising from or
repayment obligations required by the Inland Revenue 25
Acts:

"(d) for the purpose of sections 176 and 177, means-
"(i) a tax, levy or duty of any type imposed by a tax

law, regardless of how the tax, levy or duty is
described: 30

"(ii) an amount deemed by a tax law to be a tax, levy
or duty:

"(iii) any other amount payable to the Commissioner
under a tax law, including:

33
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"(A) a dividend withholding payment:
"(B) an amount imposed under section 157 of

this Act or payable under section 43 of the
Goods and Services Tax Act 1985:

"(C) an amount payable by a payer, as defined in 5
section 153 of the Child Support Act 1991,
under Part X of that Act:

"(D) a repayment deduction, as defined in
section 2 of the Student Loan Scheme Act

1992, or an amount required to be deducted 10
in accordance with section 46 of that Act:

"(iv) a tax prescribed in section 173D:

"(v) interest imposed under Part VII:

"(vi) a civil penalty:
but does not include- 15

"(vii) the approved issuer levy, as defined in section

86F of the Stamp and Cheque Duties Act 1971:

"(viii) financial support, as defined in section 2(1) of

the Child Support Act 1991:

"(ix) a repayment obligation, as defined in section 2 of 20
the Student Loan Scheme Act 1992".

(5) Subsection (2) applies to the 1998-99 and 1999-2000 income
years.

(6) Subsection (3) applies on the first day of the 2000-2001
income year. 25

(7) In subsection (4)-

(a) new paragraph (c) applies on and after 1 October 1996:

(b) new paragraph (d) applies to the 2001-2002 and subse-

quent income years.

New (unanimous)

48A Annual income tax returns not required 30
(1) After section 33A(1)(b)(ix), the following is inserted:

"(ixa) salary or wages from employment as a casual
agricultural employee, if the employee has used
the 'CAE' tax code; and".

(2) In section 33A(1)(g), "year." is replaced by "year; and", and 35
the following is inserted:

1 1
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New (unanimous)
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"(h) is not eligible to receive a full base interest write-off or
a base interest reduction under sections 39 and 40 of the

Student Loan Scheme Act 1992 respectively."

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

Subsection (2) applies to base interest write-offs and base 5
interest reductions made in respect of the 1999-2000 and
subsequent income years.

48B New section 37A inserted

(1) After section 37, the following is inserted:

"37A Alignment of date by which annual return must be 10
furnished

If section GC 148 of the Income Tax Act 1994 applies and
persons A and B are required to furnish their returns of
income to the Commissioner by different dates, person A and
person B must both furnish their returns of income by the later 15
of the two dates.

(2) Subsection (1) applies to the 2000-2001 and subsequent
income years.

Returns by person claiming housekeeper or charitable
rebates 20

Section 41A(2) is replaced by:

The total amount of the refunds, including refunds made that
were subject to an application under subsection (6AA), must not
be more than the annual amount of the rebates allowed."

New (unanimous)

( l A) In section 41A(6), "in the 6 months from 1 April to 30 Sep- 25
tember" is replaced by "in the period from 1 April to
31 December".

(18) In section 41 A(6), "in the period from 1 April to 31 Decem-
ber" is replaced by "in the 6 months from 1 April to
30 September". 30

35
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(2) After section 41A(6), the following is inserted:

"(6AA) Despite subsection (6), the Commissioner may, in special
circumstances, accept an application for a (refund before the
end of the income year to which the application relates.)
refund- 5

New (unanimous)

"(a) before the end of the income year to which the applica-
tion relates; or

"(b) after the period during which a taxpayer may make an

application.

"(6AB) For the purpose of subsection (6AA), special circumstances 10
include-

"(a) a taxpayer leaving New Zealand, permanently or for a
significant length of time(, before the end of the income

year, if the taxpayer's ability to make an application

would otherwise be impeded) : 15
"(b) a trustee of a deceased person's estate who wishes to

wind up the estate (before the end ofthe income year)."

(3) Subsections (1) and (2) apply to qualifying payments and gifts
made in the 1999-2000 and subsequent income years.

New (unanimous)

(4) Subsection (lA) applies to rebate applications made m respect 20

of the 1999-2000 income year.

(5) Subsection (18) applies to rebate applications made in respect

of the 2000-2001 and subsequent income years.

50 Notification required that taxpayer not subject to this
Part 25

(1) Section 8OB(2) is replaced by:

"(2) The information required under subsection ( 1) must be
received by the Commissioner no later than-
"(a) for a person to whom section NC 17(2)(a) of the Income

Tax Act 1994 applies, 7 February (in the income year) 30

1 1
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(1)

"(2)
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(1)
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next following the income year to which the income
statement refers:

"(b) for a person to whom section NC 17(2)(b) of the Income

Tax Act 1994 applies, 7 April (in the income yeaA next

following the income year to which the income state- 5
ment refers."

In section 8OB(3), "section NC 17" is replaced by "section
NC 17(2)" .

Subsections (1) and (2) apply to the 1999-2000 and subsequent

income years. 10

Natural person to request income statement

Section 80C(2) is replaced by:

A request required under subsection (1) must be received by
the Commissioner no later than-

"(a) for a person to whom section NC 17(2)(a) of the Income 15
Tax Act 1994 applies, 7 February (in the income year)
next following the income year to which the income
statement refers:

"(b) for a person to whom section NC 17(2)(b) of the Income
Tax Act 1994 applies, 7 April (in the income year) next 20

following the income year to which the income state-
ment refers."

In section 80C(3), "section NC 17" is replaced by "section NC
17(2)".

Subsections (1) and (2) apply to the 1999-2000 and subsequent 25
income years.

Commissioner must issue income statement

In section 8OD(2), "annual" is omitted.

Subsection (1) applies on and after the date this Act receives
the Royal assent. 30

Taxpayer obligations and assessment on receipt of
income statement

Section 8OF(2) is replaced by:

A person must inform the Commissioner by the later of-
"(a) for a person to whom section NC 17(2)(a) of the Income 35

Tax Act 1994 applies-

37
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"(i) 7 February (in the income year) next following

the income year to which the income statement
relates; and

"(ii) the date that occurs 2 months after the date of
issue of the income statement: 5

"(b) for a person to whom section NC 17(2)(b) of the Income
Tax Act 1994 applies-

"(i) 7 April (in the income year) next following the
income year to which the income statement
relates; and 10

"(ii) the date that occurs 2 months after the date of
issue of the income statement."

(2) In section 8OF(3), "section NC 17" is replaced by "section
NC 17(2)".

(3) Subsections (1) and (2) apply to the 1999-2000 and subsequent 15

income years.

Income statement deemed general assessment

Section 8OH(3)(a) is replaced by:

"(a) for a person to whom section NC 17(2)(a) of the Income

Tax Act 1994 applies, 7 February (in the income year) 20

next following the income year to which the income
staternent relates; or

"(ab) for a person to whom section NC 17(2)(b) of the Income

Tax Act 1994 applies, 7 April (in the income year) next

following the income year to which the income state- 25
ment relates; or".

Section 8OH(4) is replaced by:

A general assessment under subsection (1) is deemed to have
been made on the date that is 2 months after the date an

income statement is issued if- 30

"(a) for a person to whom section NC 17(2)(a) of the Income
Tax Act 1994 applies, the income statement is issued
after 7 December (in the income year) next following
the income year to which the income statement relates

and on or before the date the person's tax is payable 35

under section NC 17(3).

"(b) for a person to whom section NC 17(2)(b) of the Income
Tax Act 1994 applies, the income statement is issued

after 7 February (in the income year) next following the
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income year to which the income statement relates and

on or before the date the person's tax is payable under
section NC 17(3)."

In section 8OH(5), "section NC 17" is replaced by "section
NC 17(2)" . 5

After section 8OH(5), the following is inserted:

If a person is first issued with an income statement for an
income year after their terminal tax date or the date their

income tax is payable under section NC 17(3), a general assess-
ment under subsection (1) is- 10

Ca) treated as having been made on the date that is 2 months
after the date the first income statement is issued; and

"(b) treated as reflecting the tax position taken in the last

income statement issued by the Commissioner in that 2

month period." 15

Subsections (1) to (4) apply to income statements issued for the

1999-2000 and subsequent income years.

New (unanimous)

Determinations in relation to financial arrangements

In section 90(1), in paragraph (c) and the proviso, "EH 1 (5)"

is replaced by "EH 1(6)". 20

In section 90(1)(d), "(5)(a)" is replaced by "(6)(a)".

In section 90(1)(e), "EH 1(6)" is replaced by "EH 1(7)".

In section 90(1)(f), "EH 1(7)" is replaced by "EH 1(8)".

Subsections (1) to (4) apply on and after 20 May 1999.

Amount of provisional tax based on 1997-98 or earlier 25
income year

Section 119A is repealed.

Subsection (1) applies on the date on which this Act receives

the Royal assent.

39
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56 Instalments of and due dates for provisional tax

"(3)

(2)

(1)

(2)

"(3)

(3)

"(4)

Struck out (unanimous)

1

In section 12OK(3), the portion before paragraph (a) is
replaced by:

The income tax liability of a new provisional taxpayer that
satisfies paragraph (a) of the new provisional taxpayer defi- 5
nition in section OB 1 of the Income Tax Act 1994 is to be

treated for the purpose of this Part as due and payable-".

Section 12OK(4A)(a) is replaced by:

Ca) on the instalment date occurring after a new provisional

taxpayer' s first business day in accordance with section 10
MB 5A of the Income Tax Act 1994:".

Subsection (1) applies to the 2000-2001 and subsequent

income years.

Subsection (2) applies to the 1998-99 and subsequent income
years. 15

1

New (unanimous)

In section 12OK(1), "the income tax liability of a provisional
"

taxpayer is replaced by a provisional taxpayer's residual
income tax".

In section 12OK(3), the portion before paragraph (a) is

replaced by: 20
Other than in a transitional year, a new provisional taxpayer's

residual income tax for an income year is to be treated for the

purpose of this Part as being due and payable- .

Section 12OK(4) is replaced by:

A provisional taxpayer' s residual income tax for an income 25
year is due and payable in one instalment on the taxpayer' s
terminal tax date if-

"(a) the provisional taxpayer is a natural person, other than
in the person' s capacity as a trustee; and

"(b) the provisional taxpayer's residual income tax is less 30
than $30,000 in the income year; and

1 1
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"(c) the provisional taxpayer has not provided an estimate of
the person's residual income tax under section MB 3 of
the Income Tax Act 1994; and

"(d) the provisional taxpayer has not, at any time during the
income year, held a valid certificate of exemption 5
issued under section NF 9(12) of the Income Tax Act
1994."

(4) Section 12OK(4A) is replaced by:

"(4A) Other than a natural person to whom subsection (4) applies, a

provisional taxpayer's residual income tax for a transitional 10
year is due and payable as follows:

"(a) on the instalment date or dates occurring after the new

provisional taxpayer' s first business day in accordance
with section MB 5A of the Income Tax Act 1994:

"(b) subject to paragraph (c), the amount payable on the instal- 15
ment dates determined in paragraph (a) is calculated

according to the formula:

"4 x RIT

m

'*where- 20

"RIT is the residual income tax for the transitional

year; and
"m is the number of months in the transitional

year:

"(c) the amount payable on a final instalment date is deter- 25
mined in accordance with section MB 5A of the Income

Tax Act 1994, being the residual income tax for the

income year less any amount of residual income tax
treated as due on an instalment date determined under

paragraph (h)." 30

(5) After section 12OK (4A), the following is inserted:

"(4AB) A new provisional taxpayer's residual income tax for a
transitional year is due and payable as follows:
"(a) on the instalment date or dates occurring after the new

provisional taxpayer' s first business day in accordance 35
with section MB 5A of the Income Tax Act 1994, other

41
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New (unanimous)

than a date that is not more than 30 days after the new

provisional taxpayer's first business day:

"(b) subject to paragraph (c), the amount payable on the instal-
ment dates determined in paragraph (a) is calculated

according to the formula: 5
"4 x RIT

m

" where-
"RIT is the residual income tax for the transitional

year; and 10
"m is the number of months in the transitional

year:

(c) the amount payable on a final instalment date is deter-
mined in accordance with section MB 5A of the Income

Tax Act 1994, being the residual income tax for the 15
income year less any amount of residual income tax
treated as due on an instalment date determined under

paragraph (b)."

Subsections (1), (3) and (4) apply to the 1997-98 and subsequent
income years. 20
Subsection (2) applies to the 2000-2001 and subsequent

income years.

Subsection (5) applies to the 1998-99 and subsequent income

years.

Application of Part VIII 25

In section 124A(3), "Part HIA" is replaced by "Part III".

Subsection (1) applies on and after 20 May 1999.

Late payment penalty

In section 139B(2)(b), "2%" is replaced by "1%".

Subsection (1) applies to lobligations to pay) late payment 30
penalties (on tax that is payable) imposed on and after 1 April
2001.

1 1
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Late payment penalty and provisional tax

In section 139C(2), in the definition of provisional tax pay-
able, paragraph (a) is replaced by:

"(a) in respect of an instalment date and a taxpayer to whom
(either) section MB 5 (or section MB 5A) of the 5

Income Tax Act 1994 applies, means (an amount calcu-

lated according to the formula) the lesser of:

"where
"RIT

*'number of

instalments

Struck out (unanimous)

"RIT

number of instalments

10

is the residual income tax for the income year or
transitional year, as the case may be:
is the number of instalments for which provi-
sional tax must be paid, less, in the case of new

provisional taxpayers, the number of instal- 15
ments before a new provisional taxpayer' s first

.

business day: .

New (unanimous)

"(i) the amount calculated as payable under section
MB 5; and

"(ii) the amount calculated as payable under section 20
MB 5 if the taxpayer's residual income tax is
substituted for the amount of provisional tax pay-
able under section MB 2, or sections MB 2AA or
MB 2AB:

"(aa) in respect of an instalment date and a taxpayer to whom 25
section MB 5A of the Income Tax Act 1994 applies,
means the lesser of-

"(i) the amount calculated as payable under section
MB 5A; and

"(ii) the amount calculated as payable under section 30
MB 5A if the taxpayer's residual income tax is
substituted for item p of the formulae in section
MB 5A(5) and MB 5A(7)."

43
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Subsection (1) applies to the 1998-99 and subsequent income
years.

Tax shortfalls

In section 141(7)(c), "section OD 8" is replaced by "section
OD 8(1)". 5

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

New (unanimous)

Absolute liability offences

After section 143(1)(b), the following is inserted:

"(ba) does not provide a tax invoice as required by section 24 10
of the Goods and Services Tax Act 1985; or".

Subsection (1) applies on and after the date this Act receives

the Royal assent.

Relief in cases of serious hardship

Section 176(6) and 176(7) are repealed.

Subsection (1) applies on 1 April 2001.

Discretion to grant relief from income tax or fringe
benefit tax in cases of financial hardship

In section 177(1), "in writing" is omitted.

After section 177(1), the following is inserted: 20

"(lA) An application for relief by way of remission must be in
writing."

(3) Subsections (1) and (2) apply to applications for relief made (in
the 2000-2001 income year) on and after the date this Act
receives the Royal assent. 25

62 Section 177 replaced
(1) Section 177 is replaced by:

" 177 Discretion to grant relief in cases of financial hardship

"(1) A taxpayer, or a person on a taxpayer's behalf, may apply for
relief if the taxpayer- 30
6.

(a) is, or is likely to become, liable for payment of tax; and

15

1 1
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"(b) is at the time of applying, in financial difficulties.

New (unanimous)

"(lA) An application for relief by way of remission must be in
writing.

"(2) If subsection (1) applies, the Commissioner may, if the Com-

missioner considers it necessary or desirable to do so to maxi- 5
mise the net present value, calculated on the date of the

application, of recovery or likely recovery from the taxpayer
of the tax, or part of the tax, grant relief to the taxpayer by-

"(a) remitting all or part of the tax; or
"(b) entering into an arrangement with the taxpayer for the 10

payment of all or part of the tax in one or more pay-
rnents; or

'(c) applying both paragraphs (a) and (b).

"(3) The Commissioner may, if the Commissioner thinks fit, issue

an amended assessment to give effect to any action taken 15
under subsection (2)

"(4) The Commissioner may cancel all or part of the relief granted
under this section if-

"(a) the Commissioner has reason to believe that the infor-

mation provided by the taxpayer to enable the Commis- 20

sioner to apply this section is misleading in any respect

such that the Commissioner considers that it was inap-

propriate for all or part of the relief to have been

granted; or

"(b) the Commissioner receives further information relating 25
to the taxpayer' s affairs, as they were on the date on

which relief was granted, such that the Commissioner
considers that it was inappropriate for all or part of the

relief to have been granted.

"(5) If subsection (4) applies, the taxpayer is liable for the payment 30
of the tax as if relief had never been granted.

"(6) A Commissioner's decision to grant or cancel relief may not

be objected to or challenged."

(2) Subsection (1) applies to lrelief granted in respect of tax liabil-
ities that arise) applications for relief made on or after 1 April 35
2001.

45
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Cancellation of interest

In section 183C(4) and 183C(5), "15 th" is replaced by "30'h".

Subsection (1) applies to statements of account issued on or
after 1 April 2001.

Refund of tax paid in excess made by direct credit to 5
bank account

Section 184A(5) is replaced by:

In this section, tax means-

"(a) an amount defined as tax in section 3(1)(a):

"(b) a refund allowed under section 41A: 10

(c) the approved issuer levy, as defined in section 86F of

the Stamp and Cheque Duties Act 1971:

"(d) cheque duty, as provided for in section 77 of the Stamp
and Cheque Duties Act 1971:

"(e) financial support, as defined in section 2 of the Child 15

Support Act 1991:

"(f) a repayment obligation, as defined in section 2 of the
Student Loan Scheme Act 1992, if the borrower has

elected a refund under section 56(IA) of that Act."

Subsection (1) applies to the 1999-2000 and subsequent 20
income years.

Part 3

Amendments to Goods and Services Tax Act 1985

65 Goods and Services Tax Act 1985

This Part amends the Goods and Services Tax Act 19853. 25

' 1985, No 141

Interpretation
This section amends section 2.

New (unanimous)

(1 A) In subsection (1), in the portion before associated persons,
"sections 12 and 13" is replaced by "section 12". 30

The definitions of associated persons and input tax are

repealed.

The definition of due date is replaced by:

1 1

1 1
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"due date, in relation to the payment of tax by a registered
person, means the last day for payment determined by either
section 19C(1) or 23(1) for that registered person".

New (unanimous)

(3A) After the definition of local authority, the following is
inserted: 5

.6

member includes a partner, a joint venturer, a trustee, or a
member of an unincorporated body".

(3B) After the definition of output tax, the following is inserted:
"

partnership and partner have the meanings set out in the
Partnership Act 1908". 10

(3C) In the definition of resident, paragraph (b) is replaced by:
..

(b) a person who is an unincorporated body is deemed to be
resident in New Zealand if the body has its centre of
administrative management in New Zealand".

(4) The definition of taxable supply is replaced by: 15

"taxable supply means a supply of goods and services in
New Zealand that is charged with tax under section 8 and
includes a supply that section 11, 11A or 118 requires to be
charged at the rate of 0%".

New (unanimous)

(4A) After the definition of unconditional gift, the following is 20
inserted:

"unincorporated body means an unincorporated body of
persons, including a partnership, a joint venture, and the trust-
ees of a trust".

(413) Subsection CIA) applies on and after 1 October 1996. 25

(5) Subsection (2) applies on the date this Act receives the Royal
assent.

(6) Subsections (3) (and (4)) to (4A) apply on and after the date this
Act receives the Royal assent.
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New section 2A inserted

After section 2, the following is inserted:

Meaning of term "associated persons"
In this Act, associated persons or persons associated with
each other are- 5

"(a) two companies if a group of persons-

"(i) has voting interests in each of those companies of
50% or more when added together; or

"(ii) has market value interests in each of those com-

panies of 50% or more when added together and a 10
market value circumstance exists in respect of

either company; or

"(iii) has control of each of those companies by any
other means whatsoever:

"(b) a company and a person other than a company if the 15

person has--

"(i) a voting interest in the company of 25% or more;
or

"(ii) a market value interest in the company of 25% or
more and a market value circumstance exists in 20

respect of the company:

(c) two persons who are relatives:

"(d) a partnership and a partner in the partnership:
"(e) a partnership and a person if the person is associated

with a partner in the partnership: 25

"(f) a trustee of a trust and a person who has benefited or is
eligible to benefit under the trust, except if, in relation to
a supply of goods and services-

"(i) the trustee is a charitable or non-profit body with
wholly or principally charitable, benevolent, 30
philanthropic or cultural purposes; and

"(ii) the supply is made in carrying out these purposes:
"(g) a trustee of a trust and a settlor of the trust:
"(h) a trustee of a trust and a trustee of another trust if the

same person is a settlor of both trusts: 35
"(i) a person (person A) and another person (person B) if-

"(i) person B is associated with a third person (per-
son C) under any one of paragraphs (a) to (CO) 1!11;
and

"(ii) person C is associated with person A under any 40
one of paragraphs (a) to (h).
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"(2) For the purpose of subsection (1)(a), group of persons has the
meaning set out in section OB 1 of the Income Tax Act 1994.

"(3) For the purpose of subsection (1)(a) and (1)(bE-
"(a) market value circumstance has the meaning set out in

section OB 1 of the Income Tax Act 1994, as if the 5

reference to 'this Act' in paragraph (a)(v) of the defini-
tion were to 'the Goods and Services Tax Act 1985':

"(b) market value interest has the meaning set out in para-

graph (a) of the definition of market value interest in
section OB 1 of the Income Tax Act 1994: 10

(c) voting interest has the meaning set out in paragraph (a)
of the definition of voting interest in section OB 1 of
the Income Tax Act 1994.

"(4) For the purpose of subsection (1)(a) and (1)(b), if a person (person
A) and another person (person Et) are associated persons 15
under any of subsection (1)(c) to (1)(i), person A is treated as
holding anything held by person B.

"(5) For the purpose of subsection (1)(c), relative, in relation to a
person (person A), means another person (person B) con-
nected with person A by blood relationship, marriage or adop- 20
tion and includes a trustee of a trust under which person B has
benefited or is eligible to benefit.

"(6) In subsection (5k-
'.

(a) persons are connected by blood relationship if they are
within the second degree of relationship: 25

"(b) persons are connected by marriage if-
"(i) one person is married to the other or to a person

who is connected by blood relationship to the
other; or

"(ii) the persons are in a relationship in the nature of 30
marriage:

..

(c) persons are connected by adoption if one has been
adopted as the child of the other or as a child of a person
who is within the first degree of relationship to the
other. 35

"(7) For the purpose of subsection (1)(g) and (1)(h), settlor has the
meaning set out in section OB 1 of the Income Tax Act 1994.
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New (unanimous)

"(8) Subsection (1)(i) does not apply if two persons (persons A and
B) are both associated with a third person (person C) under
subsection (1)(c)."

Subsection (1) applies on and after the date this Act receives
the Royal assent. 5

Meaning of term "financial services"

Section 3 (1)(k) is replaced by:
" (k) the provision or assignment of a futures contract (that is

traded onl through a defined market or at arm's length
if- 10

"(i) the contract does not provide for the delivery of a
commodity; or

"(ii) the contract provides for the delivery of a com-
modity and the supply of the commodity is an
exempt (supply) supply: or 15

New (unanimous)

"(iii) the contract provides for the delivery of money:

"(kaa) the provision of a financial option:".

Section 3(4) is replaced by:

Despite this section, financial services does not include-
"(a) the assignment or other transfer of a right to receive 20

payment in relation to a taxable supply if, as a result of
the assignment or transfer, output tax for the supply
would not be or become attributable to a taxable period
for the purpose of section 20(4):

"(b) debt collection services provided by a person other than 25
the creditor whose debt is being collected."

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

New section 3A inserted

After section 3, the following is inserted: 30

1 1

1

1

1
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"3A Meaning of term "input tax"

"(1) Input tax, in relation to a registered person, means-
la) tax charged under section 8(1) on the supply of goods

and services made to that person, being goods and ser-

vices acquired for the principal purpose of making taxa- 5
ble supplies:

"(b) tax levied under section 12(1) of this Act on goods

entered for home consumption under the Customs and

Excise Act 1996 by that person, being goods applied or

acquired for the principal purpose of making taxable 10
supplies:

66 /

(c) an amount determined under subsection (3) after applying
subsection (2).

"(2) In the case of a supply by way of sale to a registered person of
secondhand goods situated in New Zealand, the amount of 15
input tax is determined under subsection (3) if-
"(a) the supply is not a taxable supply; and
"(b) the goods are not supplied by a supplier who-

"(i) is not resident in New Zealand; and

"(ii) has previously supplied the goods to a registered 20
person who has entered them for home consump-
tion under the Customs and Excise Act 1996; and

"(c) the goods are acquired for the principal purpose of

making taxable supplies.

"(3) The amount of input tax is- 25
"(a) if the supplier and the recipient are associated persons,

the lesser of-

"(i) the tax included in the original cost of the goods

to the supplier; and

"(ii) the tax fraction of the purchase price; and 30

"(iii) the tax fraction of the open market value of the

supply; or

"(b) if the supplier and the recipient are associated persons
and the supplier is deemed to have made a supply of the

goods under section 5(3) that has been valued under 35
section 10(7A), the lesser of-
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New (unanimous)

"(ia) the tax fraction of the open market value of the

deemed supply under section 5(3); and

"(i) the tax fraction of the purchase price; and
"(ii) the tax fraction of the open market value of the

supply; or 5

New (unanimous)

"(ba) if the supplier and the recipient are associated persons
and the supplier is deemed to have made a supply of the
goods under section 5(3) that has been valued under

section 10(8), the lesser of-

"(i) the tax fraction of the valuation under section 10

10(8) of the deemed supply under section 5(3);
and

"(ii) the tax fraction of the purchase price; and

"(iii) the tax fraction of the open market value of the

supply; or 15

"(c) if the supplier and the recipient are not associated per-

sons and the supply is not the only matter to which the
consideration relates, the lesser of-

"(i) the tax fraction of the purchase price; and

"(ii) the tax fraction of the open market value of the 20
supply; or

"(d) in all other cases, the tax fraction of the consideration in

money for the supply.

New (unanimous)

"(3A) For the purpose of subsection (1)(b), applied does not
include- 25

"(a) the delivery or the arranging of the delivery of the
goods to a person in New Zealand; or

"(b) the making of the delivery of the goods to a person in
New Zealand more easily achieved.

1 1
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" (4) For the purpose of subsection (3), tax fraction means the tax
fraction that applies at the time of supply."

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

70 Meaning of term "supply" 5
(1) Section 5(3A) is repealed.

(2) In the proviso to section 5(7)(a), "533," is omitted.

(3) Section 5(7)(b) is replaced by:

"(b) the Chatham Islands Council is treated as supplying
goods and services to a person if an amount of council 10
dues, as defined in section 2 of the Chatham Islands

Council Act 1995, is payable by the person to the Chat-
ham Islands Council."

(4) After section 5(11C), the following is inserted:

"(] ID) Subsections (11E) to (1111) apply to a token, stamp or voucher 15
that gives the recipient the right to receive goods and services.

"(llE) The (sale) issue of a token, stamp or voucher is treated as a
supply of goods and services.

"( 1 1 F) The redemption of a token, stamp or voucher is not treated
as a supply of goods and services. 20

"(11 G) Despite (subsections (11 E) and) subsection (11F), the supplier

of a token, stamp or voucher with a face value may treat the
redemption of the token, stamp or voucher instead of the issue
as a supply of goods and services if-

New (unanimous)

"(a) it is not practical to treat the issue as a supply of goods 25
and services; and

"(b) the issuer of the token, stamp or voucher and the sup-
plier of the goods or services that are specified in the
token, stamp or voucher agree.

"(1 1 GA) Subsection (116) does not apply to the extent that the consi- 30
deration that is received for the supply is more than the face
value of the token, stamp or voucher.
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"(11H) Subsection (116) does not apply to the (redemption) supply
of-

"(a) a postage stamp, as defined in section 2(1) of the Postal
Services Act 1998; or

"(b) a token, stamp or voucher that gives the recipient the 5
right to receive services described in section 11A(2)."

(5) In section 5(13), the portion before the proviso is replaced by:

"(13) For the purpose of this Act, except for subsection ( 13B) and
section 20(3), if a registered person receives a payment under
a contract of insurance, (or a third party receives a payment 10
pursuant to that contract) whether or not the person is a party

to the contract, the payment is, to the extent that it relates to a

loss incurred in the course or furtherance of (a) the registered
person's taxable activity, deemed to be consideration received

for a supply of services performed by the registered person- 15
"(a) on the day the registered person (or third party)

receives the payment; and

"(b) in the course or furtherance of the registered person' s

taxable activity:".

New (unanimous)

(5A) In the proviso to section 5(13), "indemnity" is omitted. 20

54

(6) In section 5(13A), "by that registered person's taxable activ-

ity" is replaced by "by the person in the course or furtherance
of their taxable activity".

New (unanimous)

(6A) Section 5(13B)(b) is replaced by:

"(b) a deduction under section 20(3)(d) has been allowed to 25

the insurer for the payment to which the recovered
amount relates- .

(7) Section 5(14), is replaced by:

"(14) If a supply is charged with tax under section 8, but section 11,
11A or 118 requires part of the supply to be charged at the rate 30
of 0%, that part of the supply is treated as being a separate
supply."

1 1
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In section 5(17), "section 21(5) of this Act" is replaced by
section 21E".

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

Subsections (2) and (4) to (8) apply on and after the date this Act 5
receives the Royal assent.

Subsection (3) applies on and after 1 November 1995.

Meaning of term "taxable activity"
Section 6(2) is replaced by:

Anything done in connection with the beginning or ending, 10
including a premature ending, of a taxable activity is treated
as being carried out in the course or furtherance of the taxable
activity."

Subsection (1) applies on and after the date this Act receives
the Royal assent. 15

72 Time of supply

(1) After section 9(2), the following is inserted:

"(2A) Despite subsection (1), a supply to which section 5(116)
applies is treated as taking place at the time the token, stamp
or voucher is redeemed. 20

"(28) (# there is a supply to which section 5(116) applies, and the
consideration that is received for the supply is more than the
face value of the token, stamp or voucher) If section 5(11GA)

applies, the excess consideration is treated as consideration in
money for a supply that takes place at the time the token, 25
stamp or voucher is (sold) issued."

(2) In section 9(6), "section 21(2) of this Act" is replaced by
section 21 C" .

(3) After section 9(7), the following is inserted:

"(8) Despite subsection (1), if a local authority makes a supply to 30
which section 5(7)(a) applies, the supply is treated as taking
place on the earlier of the following dates:
"(a) the date on which an instalment notice is issued if the

instalment notice requires payment of an instalment by
a particular date: 35

"(b) the date on which payment is required by the instalment
notice:
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"(c) the date on which payment is received."

Subsections (1) to (3) apply on and after the date this Act

receives the Royal assent.

Value of supply of goods and services

Section 10(3) is replaced by: 5

Subject to subsections (3A) and (8), the consideration for a

supply is treated as being the open market value of the supply
if-

"(a) the supply is made by a person for no consideration or
for a consideration that is less than the open market 10
value of the supply; and

"(b) the supplier and the recipient are associated persons;
and

"(c) the supply is not a fringe benefit that the supplier has, or

is deemed to have, provided or granted under the FBT 15

rules of the Income Tax Act 1994 to the recipient, being
a person employed under a contract of service by the

supplier."

Struck out (unanimous)
1 1

(2) In section 10(3A), "registered person" is replaced by
20" person

New (unanimous)

In section 10(3A)-

(a) "registered person" is replaced by "person":
(b) paragraph (b) is replaced by:

" (b) either-
"(i) is entitled to make a deduction under section 25

20(3) in respect of the supply, determined as if

section SA(3)(a) did not apply and as if there were
consideration for the supply; or

"(ii) would have been entitled to make a deduction

under section 20(3) in respect of the supply, 30
determined as if section 3A(3)(a) did not apply and
as if there were consideration for the supply, if

1 1
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the supplier had been a registered person and had
complied with the requirements of this Act."

(3) In section 10(4), "the proviso to section 11(1) of this Act" is
replaced by "section 11(3)".

(4) Section 10(5) is replaced by: 5

"(5) Despite subsection (2), if a supply of goods and services is
made under a credit contract, the consideration in money for

the supply is treated as being the higher of lthe open market

value and) the cash price of the goods and services and the
price the supplier would have charged the purchaser if the 10
purchaser had paid in full at the time the credit contract was
entered into.

"(5A) In subsection (5), credit contract and cash price have the
meanings set out in the Credit Contracts Act 1981."

(5) In section 10(7), "section 21(3) of this Act" is replaced by 15
section 216(1)".

(6) After section 10(7), the following is inserted:

"(7A) If goods and services are deemed to be supplied by a person
under section 5(3), the consideration in money for the supply
is treated as being the open market value of the supply." 20

(7) In section 10(8), "or section 21(1) of this Act, the considera-

tion in money for that supply" is replaced by "and the goods
and services were acquired before 1 October 1986, or where
goods and services are treated as being supplied under section
21, the consideration in money for either supply". 25

(8) In section 10(15A), "Notwithstanding anything in subsection
(16) or subsection (17) of this section, where" is replaced by
"If".

Struck out (unanimous)

1 1

(9) After section 10(15B), the following is inserted:
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Struck out (unanimous)

1 1

"(15C) In the case of a supply deemed to be made under section
5(13B), the consideration in money received by an insurer is

treated as not being more than the amount of deduction
referred to in section 5(13B)(b) multiplied by 9."
1 1

(10)

(11)

(12)

Section 10(16), 10(16A), 10(17), 10(17A) and 10(20) are 5

repealed.

Subsections (1) to ((9)) ® apply on and after the date this Act
receives the Royal assent.

Subsection (10) applies on the date this Act receives the Royal
assent. 10

Section 11 replaced

Section 11 is replaced by:

Zero-rating of goods

A supply of goods that is chargeable with tax under section 8
must be charged at the rate of 0% in the following situations: 15
"(a) the supplier has entered the goods for export under the

Customs and Excise Act 1996 and the goods have been
exported by the supplier; or

"(b) the goods have been deemed to be entered for export
under the Customs and Excise Act 1996 and the goods 20
have been exported by the supplier; or

"(c) the supplier has satisfied the Commissioner that the
goods have been exported by the supplier to a place
outside New Zealand; or

"(d) subject to subsection (4), the supplier will enter the goods 25

for export under the Customs and Excise Act 1996 in
the course of, or as a condition of, making the supply,

and will export the goods; or

"(e) subject to subsection (4), the goods will be deemed to be
entered for export under the Customs and Excise Act 30
1996 and will be exported by the supplier in the course
of, or as a condition of, making the supply; or

"(f) goods that would otherwise have been exported are
destroyed, die or cease to exist in circumstances beyond

the control of either the supplier or the recipient; or 35
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"(g) subject to subsection (6), the goods are supplied by a
supplier who is licensed under section 12 of the Cus-
toms and Excise Act 1996, i f-

"(i) the supplier has been licensed by the Chief
Executive of the New Zealand Customs Service 5

to operate a sealed bag system; and

"(ii) the goods are supplied in accordance with the
sealed bag system; and

"(iii) the goods are entered, or are deemed to be
entered, for export under the Customs and Excise 10
Act 1996; or

"(h) the goods and services are supplied-
"(i) by a supplier who is licensed under section 12 of

the Customs and Excise Act 1996; and

"(ii) within an area licensed under section 12 of the 15
Customs and Excise Act 1996 as a customs con-

trolled area for the processing of persons arriving
in or departing from New Zealand; and

"(iii) to either-

20CA) an inbound air traveller; or

"(B) an outbound air traveller who picks up the
goods upon returning to New Zealand; or

"(i) subject to subsection (7), the supply of a boat or an air-
craft by way of sale to a recipient who exports the boat
or aircraft under its own power to a place outside New 25
Zealand; or

"(j) the goods are not situated in New Zealand at the time of
supply and are not to be entered into New Zealand for
home consumption under the Customs and Excise Act
1996 by the supplier of the goods; or 30

"(k) the goods have been supplied in the course of repairing,
renovating, modifying or treating goods to which section
11A(1)(h) or 11A(1)(i) applies and the goods supplied-
"(i) are wrought into, affixed to, attached to or other-

wise form part of those other goods; or 35
"(ii) are consumable goods that become unusable or

worthless as a direct result of being used in the
repair, renovation, modification or treatment pro-
cess; or
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"(1) the goods have been supplied for use as stores for con-
sumption outside New Zealand on an aircraft going to a
destination outside New Zealand or on a fishing ship
going outside New Zealand fisheries waters or on a

foreign-going ship; or 5
"

(m) the supply to a registered person of a taxable activity, or
part of a taxable activity, that (is, or is to be, transferred

from the supplier to the recipient as a going concern
and) is a going concern at the time of the supply, if
(the supply is) - 10

"(i) the supply is agreed by the supplier and the recip-
ient, in writing, to be the supply of a going con-
cern; and

Struck out (unanimous)

1

"(ii) of a taxable activity or part of a taxable activity

that is capable of being carried on as a going 15
concern; or

New (unanimous)

"(ii) the supplier and the recipient intend that the sup-
ply is of a taxable activity, or part of a taxable
activity, that is capable of being carried on as a
going concern by the recipient; or 20

"(n) the supply of new fine metal, being the first supply of
the new fine metal after its refining, by the refiner to a
dealer in fine metal, for the purpose of supplying the
fine metal for use as an investment item.

"(2) For the purpose of subsection (1)(n), if a person is both a refiner 25
of and a dealer in fine metal, the new fine metal is treated as

having been supplied to the dealer at a time immediately
before the making of an exempt supply of the new fine metal.

"(3) Subsection (1)(a) to (I) does not apply to a supply of goods by a
registered person if- 30

1 1
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"(a) the registered person, or another person associated with

the registered person, has deducted, under section 20(3),
input tax as defined in section 3A(1 Mc) in respect of the
goods; or

"(b) the goods have been or will be reimported into New 5
Zealand by the supplier.

"(4) If subsection (1)(11) or (1){e) applies and the goods are not
exported by the supplier within 28 days beginning on the day
of the time of supply or a longer period that the Commissioner
has allowed under subsection (5), the supply of the goods must 10
be charged with tax at the rate specified in section 8 despite
subsection (1)(d) and (1)(e) but subject to subsection (1)(a), (1)(b)
and subsection (5).

"(5) The Commissioner may extend the 28 day period before a
supply of goods is charged with tax at the rate specified in 15
section 8 if the Commissioner has determined, after the sup-
plier has applied in writing, that-
"(a) circumstances beyond the control of the supplier and

the recipient have prevented, or will prevent, the export
of the goods within 28 days beginning on the day of the 20
time of supply; or

"(b) due to the nature of the supply, it is not practicable for
the supplier to export the goods, or a class of the goods,
within 28 days beginning on the day of the time of
supply. 25

"(6) If subsection (1)(g) applies and the goods cannot be evidenced,
as specified by the Chief Executive of the New Zealand Cus-
toms Service in accordance with the sealed bag system, as
being exported within 28 days beginning on the day of the
time of supply, despite subsection (1)(g), the supply must be 30
charged with tax at the rate specified in section 8.

"(7) Subsection (1)(i) applies to the supply of a boat or an aircraft,
if-

"(a) the boat or aircraft is exported within 60 days beginning

on the date on which the recipient or the recipient's 35
agent takes physical possession of it, or within a longer
period as the Commissioner may allow under subsection
(8); and
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"(b) the vendor or the purchaser provides the Commissioner
with such documentation and undertakings as the Com-

missioner may require in relation to-
"(i) records of the sale of the supply; and
"(ii) limitations on dealings in and the uses to which 5

the boat or aircraft will be put before export; and
"(iii) the proposed and actual date of export.

"(8) The Commissioner may extend the 60 day period if the Com-

missioner is satisfied, upon the written application of the
supplier, that circumstances beyond the control of the supplier 10
and the recipient have prevented, or will prevent, the export of
the boat or aircraft within the period.

"(9) For the purpose of this section-

"aircraft has the meaning set out in section 2 of the Civil
Aviation Act 1990 15

"fishing ship has the meaning set out in section 2 of the
Maritime Transport Act 1994

"foreign-going ship means a ship, other than a pleasure
craft or a fishing ship, as those terms are defined in section 2
of the Maritime Transport Act 1994, going to a destination 20
outside New Zealand

"New Zealand fisheries waters has the meaning set out in
section 2 of the Fisheries Act 1996

"sealed bag system means a system under which a supplier-
"(a) is licensed to operate an export warehouse; and 25
"(b) may, with the authorisation of the Chief Executive of

the New Zealand Customs Service, and subject to any
conditions that the Chief Executive may specify, supply
goods in a sealed bag to individuals intending to travel
overseas within 5 days beginning on the day of the time 30
of supply; and

"(c) must provide evidence that the goods have been

exported from New Zealand within 5 days beginning on
the day of the time of supply, and if conditions have

been specified by the Chief Executive of the New 35
Zealand Customs Service, in accordance with those
conditions.
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" 11 A Zero-rating of services

"(1) A supply of services that is chargeable with tax under section
8 must be charged at the rate of 0% in the following situations:

"(a) the services, not being ancillary transport activities such
as loading, unloading and handling, are the transport of 5
passengers or goods-

"(i) from a place outside New Zealand to another

place outside New Zealand; or

"(ii) from a place in New Zealand to a place outside
New Zealand; or 10

"(iii) from a place outside New Zealand to a place in
New Zealand; or

"(b) the services are the transport of passengers from a place
in New Zealand to another place in New Zealand to the
extent that the transport is by aircraft, as defined in 15
section 2 of the Civil Aviation Act 1990, and is inter-

national carriage for the purpose of the Carriage by
Air Act 1967; or

"(c) the services, including ancillary transport activities

such as loading, unloading and handling, are the trans- 20

port of goods from a place in New Zealand to another

place in New Zealand to the extent that the services are

supplied by the same supplier as part of the supply of

services to which paragraph (a)(ii) or (a)(iii) applies; or

"(d) the services are the insuring, or the arranging of the 25

insurance, or the arranging of the transport of passen-

gers or goods to which any one of paragraphs (a) to (c)

applies; or

" (e) the services are supplied directly in connection with
land situated outside New Zealand or any improvement 30
to the land; or

"(f) the services are supplied directly in connection with
moveable personal property, other than choses in
action, situated outside New Zealand when the services

are performed; or 35
"(g) the services are supplied to overseas postal organisa-

tions for the delivery in New Zealand of postal articles
mailed outside New Zealand; or

"(h) the services are supplied directly in connection with
goods supplied from outside New Zealand and whose 40
destination is outside New Zealand, including stores for
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craft, only if the goods are not removed from the ship or
aircraft in which they arrived while the ship or aircraft
is in New Zealand; or

"(i) the services are supplied directly in connection with
goods referred to in section 116 of the Customs and 5
Excise Act 1996; or

"(j) the services are physically performed outside New

Zealand or are the arranging of services that are physi-
cally performed outside New Zealand; or

"(k) subject to subsection (2), the services are supplied to a 10
person who is not resident in New Zealand and who is
outside New Zealand at the time the services are per-

formed, not being services which are-

"'(i) supplied directly in connection with-

"(A) land situated in New Zealand or any 15

improvement to the land; or

"(B) moveable personal property, other than

choses in action or goods to which para-

graph (h) or (i) applies, situated in New

Zealand at the time the services are per- 20
formed; or

"(ii) the acceptance of an obligation to refrain from

carrying on a taxable activity, to the extent that

the activity would have occurred within New
Zealand; or 25

"(1) subject to subsection (2), the services are the supply of

information to a person who is not resident in New
Zealand and who is outside New Zealand at the time the

services are performed, if the services are supplied

directly in connection with moveable personal property 30
situated in New Zealand at the time the services are

performed; or grom a place in New Zealand to a place
outside New Zealand, if the information is supplied) -

Struck out (unanimous)

1 1

"(i) directly in connection with moveable personal

property situated in New Zealand at the time the 35
services are performed; and
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Struck out (unanimous)

"(ii) to a person who is not resident in New Zealand
and who is outside New Zealand at the time the

services are performed; or

1 1

"(m) the services are supplied directly in connection with
goods to which any one of section 11(1)(a) to 11(1)(e) 5
applies if supplied to a person who is not resident in
New Zealand and who is outside New Zealand at the

time the services are performed; or
"(n) subject to subsection (4), the services are-

'(i) the filing, prosecution, granting, maintenance, 10
transfer, assignment, licensing or enforcement of
intellectual property rights, including patents,
designs, trade marks, copyrights, plant variety

rights, know-how, confidential information, trade
secrets or similar rights; or 15

"(ii) other services in respect of rights listed in subpara-

graph (i), including services involved in the mak-

ing of searches, the giving of advice, opposing a

grant or seeking the revocation of the rights, or

opposing steps taken to enforce the rights; or 20

"(o) the services are the acceptance of an obligation to

refrain from pursuing or exercising in whole or in part
rights listed in paragraph (n) to the extent that the rights
are for use outside New Zealand; or

(p) the services are the acceptance of an obligation to 25
refrain from carrying on a taxable activity if the activity
would have occurred outside New Zealand.

"(2) Subsection (1)(k) (does) and (1)(1) do not apply to a supply of
services under an agreement that is entered into, whether
directly or indirectly, with a person (person A) who is not 30
resident in New Zealand if-

"(a) the performance of the services is, or it is reasonably
foreseeable at the time the agreement is entered into that
the performance of the services will be, received in
New Zealand by another person (person B), 35
including-
"(i) an employee of person A; or
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"(ii) if person A is a company, a director of the com-
pany; and

"(b) it is reasonably foreseeable, at the time the agreement is
entered into, that person B will not receive the perform-
ance of the services in the course of making taxable or 5
exempt supplies.

"(3) For the purpose of subsection (1)(k) and (1)(I), and subsection (1)(n)

as modified by subsection (4)(b), outside New Zealand, for a

company or an unincorporated body that is not resident,
includes a minor presence in New Zealand, or a presence that 10
is not effectively connected with the supply.

"(4) Subsection (1)(n) applies only to the extent that-
"(a) the rights are for use outside New Zealand; or
"(b) the services are supplied to a person who is not resident

in New Zealand and who is outside New Zealand when 15

the services are performed.

" 11 B Zero-rating of supply by territorial authority

"(1) A supply of services that is chargeable with tax under section
8 must be charged at the rate of 0% if the supplier is a
territorial authority and the consideration for the supply is 20
proceeds from the local authorities petroleum tax paid to the
supplier under section 198 of the Local Government Act
1974.

"(2) For the purpose of subsection (1)-

"territorial authority has the meaning set out in section 2 of 25
the Local Government Act 1974

"local authorities petroleum tax is local authorities petro-
leum tax levied in accordance with Part XI of the Local

Government Act 1974."

(2) Subsection (1) applies on and after the date this Act receives 30
the Royal assent.

Imposition of goods and services tax on imports

In section 12(4)(a), "Part VIII (except for sections 106, 107,
108,110,112,113,114)" is replaced by "Part VIII (except for
sections 107,108,109,111,112,113,114,115,117,118)". 35
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(3)

(4)

(2)

(3)

(4)
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(1 A) In the proviso to section 12(4)(c), "if the person is entitled to

make an input tax deduction under section 20(3) in respect of
the goods" is inserted after "taxable activity".

Section 12(4)(e) and 12(4)(f) is replaced by:

"(e) reference numbers 40,45, 70, 75, 80, 81 and 82 of Part 5

II of the First Schedule to the Tariff Act 1988 if-

"(i) the goods are entitled to be entered under any of
these reference numbers; or

"(ii) the goods are entitled to be entered duty free
under Part I of the First Schedule to the Tariff Act 10

1988, but would have been entitled to be entered

under any of these reference numbers i f the goods
had been dutiable under Part I of the First Sched-

ule to the Tariff Act 1988."

Subsection (1) applies on and after 1 October 1996. 15

(Subsection (2) appliesl Subsections (1A) and (2) apply on and

after the date this Act receives the Royal assent.

Exempt supplies
In section 14(a)(i), "subparagraph" is replaced by
paragraph". 20

In section 14(a)(i), "section 11(2) of this Act" is replaced by
"section 11A".

After section 14(ca), the following is inserted:

"(cb) the supply of property by way of lease that is to be used
for the principal purpose of accommodation in a dwell- 25

ing by any person, other than a registered person in the
course or furtherance of a taxable activity:".

In section 14(e), "section 11(1)" isreplaced by "section 11".

In section 14 the following is added as subsections (2) and (3):

A supplier and a recipient may agree, in writing, that a supply 30
under subsection (1)(cb) is not an exempt supply if-
"(a) the lease was entered into before 16 May 2000; and
"(b) the supplier has, before 16 May 2000, treated a supply

under the lease as being a taxable supply.
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Penalty or default interest imposed under a contract for the
supply of goods and services is treated as being consideration
for an exempt supply."

Subsection (1) applies to supplies made on or after 19 Decem-
ber 1989. 5

Subsections (2) to (5) apply on and after the date this Act
receives the Royal assent.

Taxable periods

In section 15(6)(a), "Any cessation of" is replaced by "any
ending of, including a premature ending of". 10

Struck out (unanimous)

(2) After section 15(7), the following is inserted:

"(7A) The Commissioner may revoke the determination of a day in
substitution for the last day referred to in any one of sub-
section (1)(a) to (1)(d) or section 15A(l A) if the Commis-

sioner considers that there is no longer a sound commercial 15
reason for continuing to allow the substituted day other than a
tax timing advantage."

1

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

78 Change in registered person's taxable period 20
(1) After section 15A( 1), the following is inserted:

'(1AA) The Commissioner may, on written application by a regis-
tered person who falls within any one of categories A, B or D,
direct that the registered person be placed within category C
after considering the following factors: 25
66 /

Ca) the person's history of filing and paying tax:

"(b) the person's record keeping practices:

"(c) whether the person has been placed within category C
before:

"(d) the nature and volume of the person's taxable supplies." 30

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

Section 19(1) is replaced by:

Subject to sections 19A to 190, every registered person must

account for tax payable on an invoice basis for the purpose of
section 20." 5

Subsection (1) applies on and after the date this Act receives

the Royal assent.

Requirements for accounting on payments basis
Section 19A(1)(a)(ii) is replaced by:

"(ii) a local authority specified in an Order in Council 10
made under section 19AB; or".

In section 19A(1)(b)(i), ''$1,000,000" is replaced by
"$1,300,000".

In section 19A(3)(a), "Any cessation of" is replaced by "any
ending of, including a premature ending of". 15

Subsection (1) applies on and after 1 July 2001.

Subsection (2) applies on and after 1 October 2000.

Subsection (3) applies on and after the date this Act receives

the Royal assent.

81 New section 19AB inserted 20

(1) After section 19A, the following is inserted:

"19AB Local authorities accounting on payments basis on

and after 1 July 2001

"The Governor General may, by Order in Council, specify-

"(a) a local authority that may continue to account for tax 25

payable on a payments basis under section 19 on and

after 1 July 2001; and

"(b) the period for which the local authority may continue to

account for tax payable on a payments basis under
section 19." 30

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

New section 19D inserted

After section 19C, the following is inserted:
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" 190 Invoice basis for supplies over $225,000
"(1) A registered person who makes a supply of goods and services

for a consideration of more than $225,000 must account for

tax payable on an invoice basis for that supply.

"(2) Subsection (1) does not apply if the supply of goods and ser- 5
vices is a short term agreement for the sale and purchase

of property or services, as that term is defined in section

OB 1 of the Income Tax Act 1994, except the reference to

'93 days' is to be read as being to '1 year'.

"(3) For the purpose of subsection (1), the Commissioner may treat a 10

registered person as having made a supply of goods and ser-
vices for a consideration of more than $225,000 if-

"(a) the person has made more than one supply and the sum

of the consideration for each supply is more than
$225,000 irrespective of whether each supply is one to 15
which subsection (2) applies; and

"(b) the Commissioner considers that the person made more

than one supply to avoid the application of subsection

(2) Subsection (1) applies on and after the date this Act receives 20
the Royal assent.

Calculation of tax payable
In section 20(3)(a)(i) and 20(3)(a)(ia), "paragraph (c) of the
definition of the term 'input tax' in section 2(1) of this Act
applies" is replaced by "section SA(1)(c) of the input tax defini- 25

tion applies".

In section 20(3)(d), "indemnify" is omitted.

In subparagraph (iii) of the proviso to section 20(3)(d),

"section 11 of this Act" is replaced by "section 11, 11A or 118".

New (unanimous)

(3A) After section 20(3)(d), the following is inserted: 30

"(db) an amount equal to the tax fraction of the payment of a
recovered amount to which section 5(138) applies;
and".

(3B) After subparagraph (iv) of the proviso to section 20(3)(d), the
following is inserted: 35

1 1
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"(iva) shall not apply if the payment is made to a
person who, on the date the payment is made, is
not a registered person and is not resident in
New Zealand:".

(4) In section 20(3)(e), "section 21(5) of this Act" is replaced by 5
"sections (21E and 21F1 21[1, 21 E, 21F and 21 FA".

(5) Section 20(3)(ea), 20(3A), 20(3AB) and 20(3B) are repealed.

(6) Section 20(4) is replaced by:

"(4) For the purpose of subsection (3), output tax in relation to a

supply made by a registered person must be attributed to a 10
taxable period-

"(a) in the case of a registered person who is required to
account for tax payable on an invoice or a hybrid basis
under section 19, if the supply is made or is deemed to
be made during the taxable period; or 15

"(b) in the case of a registered person who is required to
account for tax payable on a payments basis under
section 19-

"(i) to the extent that payment for the supply has been

received during the taxable period, if the supply 20

is a supply of goods and services which is

deemed to take place under any one of sections
9(1), 9(3)(a), 9(3)(aa), 9(6), 9(8), 25(2)(a), or

25(4); or

"(ii) if the supply of goods and services is made or 25
deemed to be made during the taxable period by

the registered person, unless the supply is one to

which subparagraph (i) applies, in which case, that
subparagraph applies."

(7) In section 20(5), "of this section and section 83(2) of this 30
Act" is omitted.

(8) Subsections (1) to (4), (6) and (7) apply on and after the date this
Act receives the Royal assent.

(9) Subsection (5) applies on the date this Act receives the Royal
assent. 35
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84 Section 21 replaced

(1) Section 21 is replaced by:

"21 Supplies of goods and services other than for making
taxable supplies

"(1) Subject to section 5(3), a registered person is treated as sup- 5
plying goods and services in the course or furtherance of their
taxable activity if-

la) the person acquires or produces the goods and services

for the principal purpose of making taxable supplies but
applies the goods and services for a purpose other than 10
that of making taxable supplies; or

"(b) the person applies the goods and services for the princi-
pal purpose of making taxable supplies and also applies
the goods and services for a purpose other than that of
making taxable supplies; or 15

ic) the person acquires or produces goods and services
before 1 October 1986 for the principal purpose of
making supplies that would have been taxable supplies

i f they had made on or after 1 October 1986 but applies

the goods and services for a purpose other than that of 20
making taxable supplies on or after 1 October (1986)
1986; or

New (unanimous)

"(d) the person acquires or produces goods and services
before 1 October 1986 and applies the goods and ser-
vices both for a purpose of making supplies that would 25

have been taxable supplies if they had been made on or

after 1 October 1986 and for another purpose before
1 October 1986 but applies the goods and services for
the purpose other than that of making taxable supplies
on and after 1 October 1986. 30

"(l A) Subsection (1)(c) does not apply if the goods or services are
applied wholly for the purpose other than that of making
taxable supplies before 1 October 1986 and continue to be

applied wholly for that purpose on and after 1 October 1986.

"(2) Subsection (1) does not apply- 35

"(a) to a supply of services provided by an employee on and
after 1 October 1986:

1 1

1 1
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"(b) if the goods and services were acquired before 1 Octo-
ber 1986 and are no longer used for the principal pur-
pose of making taxable supplies because of a legislative
amendment.

"(3) Subsection (1) does not apply to goods and services to the 5
extent that they are applied for a purpose of making exempt
supplies if at the start of a taxable period the registered person
has reasonable grounds for believing that the total value of all
exempt supplies the person will make in the 12 months after
the start of the taxable period will not be more than the lesser 10
of:

"(a) $90,000; or

"(b) 5% of the total consideration for all taxable and exempt
supplies to be made in the 12 month period.

"(4) If a person is required to account for tax payable on a pay- 15
ments basis under section 19, for the purpose of determining
the total value of all exempt supplies to be made in a 12 month
period, an exempt supply is treated as having taken place
during the period-

"(a) to the extent that payment for the supply is expected to 20
be received during the period, if the supply would be
deemed to take place under any one of sections 9(1),
9(3)(a), 9(3)(aa), 9(6), 25(2)(a) or 25(4), as if the supply
were taxable; or

"(b) as if the supply would be made or deemed to have been 25

made during the period by the person had the supply
been charged with tax under section 8, not being a
supply to which paragraph (a) applies.

"21 A Methods of allocating between taxable and other
supplies 30

"(1) A registered person must determine the extent to which goods
and services are applied for the purpose of making supplies
other than taxable supplies according to:
"(a) actual use; or

"(b) an alternative method approved by the Commissioner if 35
the method results in allocated amounts that are fair and

reasonable.
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(2) A registered person must determine the extent to which goods
and services are applied for the purpose of making exempt
supplies by either applying subsection (1) or using the formula:

"Total value of exempt supplies for taxable period

Total value of all supplies for taxable period. 5

"21 B Methods of allocation for replacement goods and
services

"(1) If a person applies section 218(1 Ma) and acquires or produces
goods and services in replacement of goods and services that
have an existing pattern of use, the person may allocate an 10
amount to supplies other than taxable supplies based on use of
the goods and services, before replacement, in the 12 months

before the date of acquisition or production.

"(2) A person must allocate the amount on the date of acquisition

or production. 15

" (3) If a person applies section 21C(1)(a) and acquires goods and

services in replacement of goods and services that do not have

an existing pattern of use, the person must-
64 /

Ca) on the date of acquisition, allocate an amount to sup-

plies other than taxable supplies provisionally; and 20
"(b) 12 months after the date of purchase or acquisition,

recalculate the provisional allocation if it differs from

the actual use of the goods and services over the 12

month period.

"21C (Payment) Attribution of output tax 25
"(1) A registered person to whom section 21(1) applies must (pay)

attribute output tax (at) to one of the following times:
(a) in the first taxable period in which goods and services

are applied for a purpose other than that of making

taxable supplies; or 30
"(b) in each taxable period in which goods and services are

applied for a purpose other than that of making taxable
supplies; or

"(c) in each year in which goods and services are applied for
a purpose other than that of making taxable supplies. 35

"(2) A registered person who applies subsection (1)(a) must make
output tax lpayments) attributions to reflect further changes in
use of 20% or more.
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"(3) If subsection (1)(a) or (1)(c) applies, a registered person must
reduce the output tax (payable attributable by the amount of
the output tax (payments made iM attributed to earlier taxable

periods for the supply of the goods and services.

"(4) A person may change the time the person (pays) attributes 5

output tax only with the Commissioner's approval.

New (unanimous)

"21 CA Attribution of output tax in contemplation of sale of
goods and services

Despite section 21(1), a registered person is not treated as sup-
plying goods and services in the course or furtherance of their 10

taxable activity if-

"(a) the goods or services are sold after the person has attrib-
uted output tax at the time specified in section 21C(1)(a);
and

"(b) the Commissioner considers that the person applied the 15
goods or services for a purpose other than that of mak-
ing taxable supplies and attributed output tax under

section 21 C(1)(a) in contemplation of the sale of the
goods or services.

"21 D Application of section 21E 20
"(1) Section 21E applies if-

6 /

Ca) a person acquires goods and services on or after 1 Octo-

ber 1986 for the principal purpose other than that of

making taxable supplies; and

"(b) the goods and services are applied in a taxable period 25
for a purpose of making taxable supplies either by the
person, or if the person is a member of a partnership, by
the partnership; and

"(c) either subsection (2) or subsection (3) applies.

"(2) This subsection applies if- 30
"(a) tax has been charged under section 8(1) on the supply of

the goods and services made to the person; or

"(b) tax has been levied under section 12(1) on the goods
that have been entered for home consumption under the
Customs and Excise Act 1996 by the person. 35
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"(3) This subsection applies if-
la) the goods are secondhand goods that are supplied to the

person by way of sale and the goods-

"(i) have always been situated in New Zealand; or

"(ii) have had tax levied on them under section 12( 1) 5

of the Customs and Excise Act 1996; and

"(b) the supply is not a taxable supply; and

Struck out (unanimous)

1 1

"(c) the goods are not supplied by a supplier who-
"(i) is not resident in New Zealand; and

"'(ii) has not previously supplied the goods to a regis- 10

tered person who has entered them for home con-
sumption under the Customs and Excise Act
1996.

New (unanimous)

"(c) the person has not supplied the goods to another regis-
tered person who has entered them for home consump- 15
tion under the Customs and Excise Act 1996.

Struck out (unanimous)
1 1

"(4) In this section, partnership is defined in section 57.

New (unanimous)

"(5) For the purpose of subsection (1)(a), goods and services are
treated as if they were acquired for the principal purpose other
than that of making taxable supplies if- 20
"(a) sections 21 and 216 have treated the goods and services

as being supplied; or

"(b) section 5(3) has deemed the goods and services as being
supplied by a person who ceases to be a registered
person and the goods or services are subsequently 25
applied by the person, or by a partnership of which the

1 1

! 1
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person is a partner, for a purpose of making taxable
supplies.

"21 E Deductions from output tax for goods and services
applied for making taxable supplies

"(1) For the purpose of this Act, the goods and services referred to 5

in section 210 are treated as being supplied in the taxable period
to the person or partnership, and the Commissioner must, to

the extent that the goods and services are applied, allow the
person or partnership to make a deduction under section 20(3)
for the tax fraction of the lesser of- 10

"(a) the cost of the goods and services, including any tax
charged or input tax deduction claimed for the goods
and services; and

"(b) the open market value of the supply of the goods and
services. 15

"(2) Subsection (1) does not apply to a supply of services provided

by an employee.

"(3) If subsection (1) applies to goods that are capital assets with a
cost of less than $18,000, the person or partnership may make
a single deduction in the taxable period during which the 20

goods are applied for a purpose of making taxable supplies.

Struck out (unanimous)

1 1

"(4) In this section, partnership is defined in section 57.

I

"21 F Timing of deduction under section 21E
"(1) A person to whom section 21E applies may make the deduction

at either of the following times: 25

"(a) in each taxable period in which goods and services are

applied for a purpose of making taxable supplies; or

"(b) in each year in which goods and services are applied for
a purpose of making taxable supplies.

77

1 1

1 1



Part 3 cl 84

78

Taxation (Annual Rates, GST
and Miscellaneous Provisions)

"(2) If a person makes a deduction at the time allowed by subsection
(1)(b), the person must reduce the amount of the deduction
allowed under section 21E by the amount of deductions made in

earlier taxable periods in relation to the supply.

"(3) A person may change the time at which the person makes a 5
deduction only with the Commissioner's approval.

New (unanimous)

"21FA Application to make single deduction under
section 21E

"(1) Despite section 21F(1), a person to whom section 21E applies may

apply to the Commissioner to make a single deduction in the 10
taxable period in which goods and services are wholly applied

for a purpose of making taxable supplies.

"(2) Subsection (1) applies only to goods and services that cost
$18,000 or more.

"(3) When determining whether to allow a person to make a single 15

deduction, the Commissioner must take the following factors
into account:

"(a) the nature of the goods or services:

"(b) whether it is practical to require a deduction at either of
the times specified in section 21E(1): 20

"(c) whether the person has previously made an attribution

under section 218(1)(a):
"(d) whether the person has previously made a single adjust-

ment under section 21, as it was before the enactment of

the Taxation (Annual Rates, GST and Miscellaneous Provisions) 25
Act 2000:

"(e) whether the person has previously made a single deduc-
tion under either-

"(i) section 21F; or
"(ii) section 21(5), as it was before the enactment of 30

the Taxation (Annual Rates, GST and Miscellaneous Provi-

sions) Act 2000.

"(4) If the Commissioner allows the person to make a single
deduction and the goods and services are subsequently

applied for a purpose other than that of making taxable sup- 35
plies, the person must apply section 21C(1)(a) in the taxable

period in which the change occurs.

1 1
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"21 G Fringe benefits and entertainment expenses

"(1) If a registered person has or is deemed to have provided or
granted a fringe benefit to another person under the FBT rules
of the Income Tax Act 1994, the providing or granting of the
fringe benefit is treated as being a supply of goods and ser- 5
vices made by the registered person in the course or further-
ance of their taxable activity.

"(2) Subsection (1) does not apply to the extent that-
la) the other person paid an amount for the receipt or enjoy-

ment of the fringe benefit; or 10
"(b) the fringe benefit arose by virtue of an exempt supply

under section 14; or

"(c) the fringe benefit arose by virtue of a supply that is
charged with tax at the rate of 0% under section 11, 11A,
or 11B; or 15

"(d) the fringe benefit is, or is deemed to be, provided or
granted by a registered person in the course of making
exempt supplies.

"(3) Despite sections 9 and 21C, the supply of goods and services is

treated as taking place at the time the registered person is 20
liable under sections ND 2, ND 3 or ND 4 of the Income Tax

Act 1994 to pay to the Commissioner fringe benefit tax calcu-
lated under the FBT rules.

"(4) If section DG 1 of the Income Tax Act 1994 applies to limit

the deduction allowable under that Act for expenditure, loss or 25
depreciation allowance incurred by or allowed to a registered

person in the course of or furtherance of a taxable activity

with respect to entertainment, as defined by section DG 1-
"(a) the registered person is treated as having supplied

entertainment for a consideration in money equal to the 30
amount of the allowable deduction prevented by section
DG 1; and

"(b) the time of the supply is treated as being the earlier of-
"(i) the date on which the person furnishes a return of

income under section 37 of the Tax Administra- 35

tion Act 1994 for the income year for which the

expenditure or loss is incurred or allowance
allowed; and

"(ii) the date by which the person must furnish a return
of income under section 37 of the Tax Adminis- 40

tration Act 1994 for the income year for which
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the expenditure or loss is incurred or allowance
allowed.

For the purpose of subsection (4), expenditure does not include
an entertainment allowance to an employee or a reimbursing
payment that is exempt income under section CB 12 of the 5
Income Tax Act 1994."

Subsection (1) (except for new sections 21D and 21E(1)) applies to
goods and services treated as being supplied on and after the
date this Act receives the Royal assent.

New sections 21 D and 21 E(1 ) apply on and after 1 October 1986 10
unless (the Commissioner of Inland Revenue has agreed, in
writing, before 16 May 2000 to) a claim for a deduction under

section 20(3) of the Goods and Services Tax Act 1985 has

been made, whether in a return or by using the disputes
procedures of Part IVA of the Tax Administration Act 1994, 15
before 16 May 2000 and the Commissioner of Inland
Revenue--

New (unanimous)

(a) has not been notified of the claim, other than by way of
inclusion in the registered person's return, and on this
basis has not queried the claim in writing before 16 May 20
2000; or

(b) has not queried the claim in writing before 16 May 2000
but has agreed in writing to the claim before 16 May
2000; or

(c) has queried or considered the claim in writing before 25
16 May 2000 but has agreed in writing to the claim
before 16 May 2000.

Payment of tax

Section 23(2) is repealed.

Subsection (1) applies on the date this Act receives the Royal 30
assent.

Tax invoices

In section 24(4), "$200" is replaced by "$1,000".

1 1
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(2) In the proviso to section 24(4), "section 11 of this Act" is
replaced by "section 11, 11A or 11B".

(3) Subsection (1) applies on and after 1 October 2000.

(4) Subsection (2) applies on and after the date this Act receives

the Royal assent. 5

87 Bad debts

New (unanimous)

(Al) The second proviso to section 26(1) is repealed.

(1) After section 26(1), the following is inserted:

"( 1AA) Subsection (1) also applies if a registered person sells a

debt to a third party and then reacquires the debt. 10

New (unanimous)

(l AB) A registered person who is required to account for tax

payable on a payments basis under either section 19 or section

19A must apply this section only to supplies made by the

person to which any one of sections 9(2)(b), 9(3)(b) and 26A

applies." 15

( 1 A) Subsection (Al) applies on the date this Act receives the Royal
assent.

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

the Royal assent.

88 New section 26A inserted 20

(1) After section 26, the following is inserted:

"26A Factored debts

"A registered person who sells a debt to a third party must pay
tax on the remaining book value of the debt on the date that

the debt is sold if the registered person accounts for tax pay- 25
able on a payments basis."

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

the Royal assent.
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Assessment of tax

Section 27(1)(ea) is repealed.

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

Recovery of tax 5

In section 42(2)(a), "an individual" is replaced by "an indi-

vidual, whether or not a member of (a body) an incorporated

In section 42(2)(c)-

Struck out (unanimous)

(a) "(as defined in section 57 (1))" is omitted:

New (unanimous)

(a) "a body (as defined in section 57(1))" is replaced by
"an unincorporated body":

(b) "under any order by the Court" is omitted:

New (unanimous)

(c) "the body's" is replaced by "the unincorporated

body' s" in both places where it occurs. 15

Struck out (unanimous)

(3) After section 42(2), the following is inserted:

"(2A) In subsection (2)(a) and (2)(c), body and member are defined in
section 57(1)."

New (unanimous)

(3A) In section 42(5), "a body" is replaced by "an unincorporated
body". 20

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

Commissioner's right to withhold payments
After section 46(6), the following is inserted:

Subsection (8) applies if an incapacitated person, as defined 5
in section 58(1), has-

Ca) not paid tax in respect of a taxable period; or
"(b) not paid, in whole or in part, an amount required by any

other Inland Revenue Act.

The Commissioner may set off, against the unpaid tax or 10
unpaid amount, any deduction allowed under section 20(3) by
virtue of section 58(1C).

Any amount set off under subsection (8) is treated as being a
payment received from the incapacitated person."

Subsection (1) applies on and after the date this Act receives 15
the Royal assent.

Relief from tax where new start grant made in respect

of drought relief

In section 48A(2)(c)(ii) and 48A(3)(b)(i), "(including its ter-
mination)" is replaced by ", including its ending, whether 20
premature or otherwise".

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

Persons making supplies in course of taxable activity to
be registered 25
In section 51(1)(a), "$30,000" is replaced by "$40,000".

In section 51(1)(c), "Any cessation of" is replaced by "any
ending of, including a premature ending of".

Subsection (1) applies on and after 1 October 2000.

Subsection (2) applies on and after the date this Act receives 30
the Royal assent.

Group of companies
After section 55(4), the following is inserted:
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"(4A) The appointment of a specified agent, as defined in section
58(1), does not affect the membership of a group of
companies."

(2) In section 55(7)(dc), "section 21(5) of this Act" is replaced by
"section 21 D" . 5

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

Unincorporated bodies

Struck out (unanimous)

In section 57(1), "For the purposes of this section" is replaced
by "For the purpose of this section and sections 210, 21 E and 10
42".

New (unanimous)

(l A) Section 57( 1) is repealed.

(1 B) In section 57(2), "a body" is replaced by "an unincorporated
body".

(2) In section 57(2)(e), "subsection (3) of this section" is 15

replaced by "subsections (3) to (38)".

(3) Section 57(3) is replaced by:

"(3) Despite this section, a member is jointly and severally liable
with other members for all tax payable by the unincorporated
body during the (time) taxable periods, or part of taxable 20
periods as the case may be, the person is a member of the
body, even if the person is no longer a member of the body.

"(3A) When an individual member dies, the member's estate is

severally liable in due course of administration for tax payable

by the unincorporated body to the extent that it remains 25

unpaid, whether or not the individual was a member on the
date of their death.

"(3B) For the purpose of subsections (3) and (3A), a member does not

stop being a member of the unincorporated body until the date
on which the Commissioner receives written notice of a 30

change in membership of the body."

1 1
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(3A) In section 57(4), "a body" is replaced by "an unincorporated
body".

(3B) In section 57(5) and 57(6), "any body" is replaced by "an
unincorporated body".

(4) In section 57(6), "subsection (3) of this section" is replaced 5
by "subsections (3) to (3B)".

New (unanimous)

(4A) Subsection (lA) applies on the date this Act receives the Royal
assent.

(5) Subsections (m) (18) and (2) to (4) apply on and after the date this
Act receives the Royal assent. 10

96 Personal representative, liquidator, receiver, etc

(1) In section 58(1)-
(a) "In this section," is replaced by "In this section and

sections 46 and 55":

(b) in the definition of agency period, paragraph (b) is 15

replaced by:

"(b) the date on which there is no longer a person acting as a

specified agent in relation to the incapacitated person .

(2) Section 58(LA) is replaced by:

"(lA) Despite sections 5(2) and 60, a person who becomes a speci- 20
fied agent is treated as being a registered person carrying on

the taxable activity of the incapacitated person during the

agency period, and the incapacitated person is not treated as

carrying on the taxable activity during the period.

"(1 B) If a person becomes a specified agent and has been appointed 25
to carry on part of the incapacitated person's taxable activity

only, subsection (1A) applies only to the part of the taxable
activity the person has been appointed to carry on.
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"(1 C) Subject to section 46(8), a specified agent may deduct an
amount under section 20(3) relating to supplies made before
the agency period if the incapacitated person is entitled to, and
has not previously deducted, the amount.

"(1 D) A specified agent is not personally liable for any liabilities 5
incurred under this Act by the incapacitated person on or

before the date the agency period starts.

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

Agents and auctioneers 10
In section 60(6), "section 11 of this Act" is replaced by
"section 11, 11A or 118".

New (unanimous)

(1 A) After section 60(6), the following is added:

"(7) Despite subsection (1), a supply of goods, being goods to

which section 12(1) applies, that have been imported by an 15

agent who is acting for and on behalf of the principal, is

treated as being a supply made by the agent and not by the

principal if-
6 /

Ca) the principal is not resident in New Zealand and is not a

registered person: and 20
"(b) the agent is resident in New Zealand and is a registered

person at the time the goods are imported; and

"(c) the principal and agent agree that the supply was made
by the agent and not by the principal."

(2) (Subsection (1) applies) Subsections (1) and CIA) apply on and 25

after the date this Act receives the Royal assent.

98 Section 61 replaced

(1) Section 61 is replaced by:

"61 Liability for tax payable by company left with
insufficient assets 30

"Section HK 11 of the Income Tax Act 1994, with any neces-

sary modifications, applies for the purpose of this Act as if the
terms income tax or tax read goods and services tax .

1 1
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Subsection (1) applies on and after the date this Act receives

the Royal assent.

Company amalgamations

In section 61A(2)(f), "section 21 of this Act" is replaced by
"sections 21 to (21F) 21FA". 5

In section 61A(4)(b), "subsection (3B) or subsection (4) of

section 21 of this Act" is replaced by "section 216(3) or 216(4)".

Subsections (1) and (2) apply on and after the date this Act

receives the Royal assent.

Section 76 replaced 10

Section 76 is replaced by:

Avoidance

A tax avoidance arrangement entered into by a person is void
against the Commissioner for tax purposes.

A tax avoidance arrangement is one that directly or 15
indirectly-

"(a) has tax avoidance as its purpose or effect; or
"(b) has tax avoidance as one of its purposes or effects,

whether or not another purpose or effect relates to ordi-

nary business or family dealings, if the purpose or effect 20

is not merely incidental.

If a tax avoidance arrangement is void against the Commis-
sioner, the Commissioner may adjust the amount of tax pay-
able by, or the amount of tax refundable to, a registered person
affected by the arrangement, whether or not the registered 25
person is a party to the arrangement, in the manner the Com-
missioner considers appropriate to counteract any tax advan-
tage obtained by the registered person from or under the
arrangement.

For the purpose of subsection (3), the Commissioner may, in 30
addition to any other treatment the Commissioner considers
appropriate, treat-
66 /

Ca) a person who is not a registered person and who is a
party to or has participated in an arrangement as being a
registered person: 35
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"(b) a supply of goods and services, whether or not a taxable
supply, that is affected by or is part of an arrangement

as being made to or by a registered person:
"(c) a supply of goods and services as occurring in a taxable

period that, but for an arrangement affected by this 5

section, would have occurred in the taxable period in
which the supply was made:

"(d) a supply of goods and services as having been made, or
consideration for the supply as having been given, at
open market value. 10

"(5) Subsection (6) applies if-

"(a) a person (person A) enters into an arrangement on or
after 22 August 1985 whereby a taxable activity for-
merly carried on by person A is carried on, in whole or
in part, by another person (person B) or other persons; 15
and

"(b) either-

"(i) person A and person B are associated persons; or
"(ii) person A and the other persons are associated

persons. 20

"(6) For the purpose of sections 15(3), 15(4), 19A(1) and 51(1),
the value of the supplies made in the course of carrying on all

taxable activities in a 12 month period starting on the first day

of any month by person A and person B or person A and the
other persons is, to the extent that the value relates to supplies 25

arising from the taxable activity formerly carried on by person

A, each to be treated as being equal to the aggregate of the

value of the taxable supplies made by all persons for that
period.

"(7) The Commissioner may, having regard to the circumstances 30
of the case and if the Commissioner considers it equitable to
do so, determine that subsection (6) does not apply to person A,
person B or the other persons.

"(8) For the purpose of this section-

"arrangement means a contract, agreement, plan or under- 35
standing, whether enforceable or unenforceable, including all

steps and transactions by which it is carried into effect
"tax avoidance includes-

"(a) a reduction in the liability of a registered person to pay
tax: 40
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"(b) a postponement in the liability of a registered person to
pay tax:

(c) an increase in the entitlement of a registered person to a
refund of tax:

"(d) an earlier entitlement of a registered person to a refund 5
of tax:

ie) a reduction in the total consideration payable by a per-
son for a supply of goods and services."

Subsection (1) applies on and after the date this Act receives
the Royal assent. 10

Adjustments to tax payable for persons furnishing
returns on payments basis following change in rate of
tax

In section 78B(2A)(a)(iii), 78B(2A)(aa)(ii) and 78B(2A)(b),

"paragraph (c) of the definition of the term 'input tax' in 15
section 2(1) of this Act applies" is replaced by "section 3A(1)(c)
of the input tax definition applies .

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

Change in accounting basis coinciding with or occurring 20
after change in rate of tax

In section 78C(2)(a)(i), "paragraph (c) of the definition of the
term 'input tax' in section 2(1) of this Act" is replaced by
"section 3A(1)(c) of the input tax definition applies".

Subsection (1) applies on and after the date this Act receives 25
the Royal assent.

Alteration of agreed price in relation to supply
mistakenly believed to be of a going concern
In section 78E, "section 11(1)(c) of this Act" is replaced by
"section 11(1)(m)" in all places where it occurs. 30

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

Registration of persons liable to be registered on
1 October 1986

Section 82 is repealed. 35
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Subsection (1) applies on the date this Act receives the Royal
assent.

Deduction for sales tax

Section 83 is repealed.

Subsection (1) applies on the date this Act receives the Royal 5
assent.

Supplies prior to 1 October 1986

In section 84(3), "section 21 of this Act" is replaced by
"sections 21 to (218) 21FA" in all places where it occurs.

Subsection (1) applies on and after the date this Act receives 10
the Royal assent.

Part 4

Amendments to Income Tax Act 1976

Income Tax Act 1976

This Part amends the Income Tax Act 19764. 15

4 1976 No 65

New (unanimous)

107A Exclusions from term "dividends"

(1) After section 4A( 1 )(i), the following is inserted:

"(iaa) any amount distributed by a group investment fund to a
trustee company on behalf of, or as agent for, an inves- 20
tor in the fund that relates to management fees to which
section 211A applies:".

(2) Subsection (1) applies to amounts distributed on and after

1 April 1993.

Non-market dispositions 25
Section 64J(3) is replaced by:

A financial arrangement is treated as having been sold and
purchased or transferred and realised at its market price on the

date of its sale or transfer if the sale or transfer, including a
transfer by way of distribution to shareholders, is not for 30
consideration in money or is for a consideration that is less

1 1
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than the market price or true value of the financial
arrangement.

"(4) If there is no market price, the financial arrangement is treated
as having been sold and realised at the price the Commis-
sioner determines. 5

"(5) The market price, or price, of a financial arrangement is the
market price, or price, for both seller and purchaser or trans-
feror and transferee."

(2) Subsection (1) applies to a financial arrangement that is sold or
transferred on or after the implementation date (as defined in 10
section 64B of the Income Tax Act 1976) and before the end

of the 1994-95 income year.

(3) Despite subsection (2), subsection (1) does not apply to a financial
arrangement that is transferred if the transferor has filed a
return of income on or before 16 May 2000 claiming a deduc- 15
tion under the accruals rules in relation to the financial

arrangement.

109 Group investment funds

New (unanimous)

(A 1 ) In section 211 A(1 )-

(a) the following is inserted after the definition of 20
investor-

"

management fees means fees charged for the management
of a fund, or any commission, other recompense or remunera-
tion paid out of a fund for management or agency services":
(b) the following is inserted after the definition of pro- 25

tected amount-

"trustee company has the meaning set out in section 2 of the
Trustee Companies Act 1967".

(1) After section 211A(3), the following is inserted:

91
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Struck out (unanimous)

1 1

"(3A) If the trustees of a group investment fund pay management
fees on behalf of its investors, the expenditure is an allowable
deduction to the trustees of the fund.

I

New (unanimous)

"(3A) The trustees of a group investment fund may elect to deduct

expenditure incurred in paying management fees to a trustee 5
company on behalf of, or as agent for, its investors.

"(3B) The trustees of the fund are treated as having incurred the
expenditure on the date on which an investor incurs the man-
agement fee.

New (unanimous)

"(3BA) A trustee makes an election by deducting expenditure in 10
their return of income.

"(3BB) An election to deduct expenditure is irrevocable.

"(3C) The expenditure allowed as a deduction to the trustees of the

fund is treated as not having been incurred by the investor."

(11) (Subsection (1) applies) Subsections (Al) and (1) apply to man- 15

agement fees charged on and after 1 April 1993.

New (unanimous)

109A Interpretation

(1) In section 226(1), in the definition of beneficiary income, the
portion after paragraph (b) is replaced by:
"but does not include gross income derived by a trustee of the 20
trust in any income year during which the trust is a superannu-
ation fund or any management fees to which section 211A
applies".

(2) Subsection (1) applies to management fees charged on and after
1 April 1993. 25
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Fourteenth Schedule-State-Owned Enterprises
In the Fourteenth Schedule, "Housing New Zealand Limited"

is inserted after "Housing Corporation of New Zealand".

Subsection (1) applies from 1 July 1992 to 31 March 1995
(both dates inclusive). 5

Part 5

Amendments to Estate and Gift Duties Act 1968

111 Estate and Gift Duties Act 1968

This Part amends the Estate and Gift Duties Act 19685.

5 1968 No 35 10

112 New sections 75BA to 75BC inserted

(1) After section 75B, the following is inserted:

"75BA Exemption for gifts of financial arrangements under
accrual rules in Income Tax Act 1994 (Part EH,
Division 2) 15

"(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 of the Income Tax Act 1994. 20

"(2) If section EH 49(1) of the Income Tax Act 1994 applies and the

transfer of the financial arrangement is by way of gift, the
transfer is not a gift under this Act.

"75BB Exemption for gifts of financial arrangements under
accruals rules in Income Tax Act 1994 (Part EH, 25
Division 1)

"(1) In this section, accruals rules and financial arrangement are
defined in section EH 14 of the Income Tax Act 1994.

"(2) If section EH 16(3) of the Income Tax Act 1994 applies and
the transfer of the financial arrangement is by way of gift, the 30
transfer is not a gift under this Act.

"75BC Exemption for gifts of financial arrangements under
accruals rules in Income Tax Act 1976

"(1) In this section, financial arrangement is defined in section
64B of the Income Tax Act 1976. 35
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If section 641(3) of the Income Tax Act 1976 applies and the
transfer of the financial arrangement is by way of gift, the
transfer is not a gift under this Act."

In subsection (1)--

(a) new section 75BA applies on and after 20 May 1999: 5
(b) new section 75BB applies for the period on and after the

implementation date (as defined in section EH 14 of the
Income Tax Act 1994):

(c) new section 75BC applies on and after the implementa-
tion date (as defined in section 64B of the Income Tax 10

Act 1976) until the end of the 1994-95 income year.

Part 6

Annual Rates of Income Tax for 2000-2001

Rates of income tax for 2000-2001 income year

Income tax imposed by section BB 1 of the Income Tax Act 15

1994 must, for the 2000-2001 income year, be paid at the
basic rates specified in Schedule 1 of that Act.

The Taxation (Annual Rates of Income Tax 1999-2000) Act

1999 is repealed.

Part 7 20

Amendment to Personal Property Securities
Act 1999

Personal Property Securities Act 1999

This Part amends the Personal Property Securities Act 19996.
61999, No 126 25

Schedule 1-Acts Amended

In Schedule 1, in the amendment to section 42(2)(c) of the

Goods and Services Tax Act 1985-

(a) "(as defined in section 57 (1))" is omitted:

(b) "under any order by the Court" is omitted. 30

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