
I N-CI]ITnfItrN
rIflrzrTl

INTAND REYENUE DEPARTMENT

HEAD OFFICE WEIIINGTON

No.8 Morch lgu

1.

SUMMARY OF CONTEilTS

rBE DEPARTUENT EEI.PS T13U TO CLEru D@UGTIOI{S.

aurusmlnwrs ro rNCol[ES oF RErarrrEE - (grc.ro6)
DEPTRBIBIT WII,L E'EI,&U{ ITS BASIS OF CAJCI,LtrIION

XORE DEPRrcIASIOI{ AIJOUIAI{CES ITOW OIVEN III$IOUT
A FI'I.L BOOT-TE@INO S]ISTEI

LIFE AI-{D ACCIDETT POLICIES . POSITION D@IATTED
IIHERE E!,IPI0]|ERS INSURE EUPITY:EES.

PI.AIIT AI\D MUIPIEIT I.EA,SM UNDER. .IGREBI{EI{TS WITE
PIIR,CHASINO CIAI'SETI.

6. CORRESPoNDENCE

2.

3.

5.

l$.



-2-

THE DEPART MENT H LPS
YOU TO CLA I DEDUCT IONS

Recently thene has been BoEe lnteneetlng dlscueslon ln the pnesg
on rhether t[e Departnent ebou].d. teII taxpayene when they have not
c1alned. deductlons to whtch they ane entlt1ed.

The ComlEaionenr a lnstrtrctione to all hle of,flcers are that in
guch caBea they nugt notlfy the peopLe concerned.

The dlffleulty 1s, of cotrse, that lt le not alraye ?pPPT€nt firon
the retprne that taxBaircns have nat elalned. allowancee and' thle ls one
of the reaaons apanCfron the Acelrre to glve betten serlrlee to the
Bqbila, that BadUfote, bnoebures and publlc lnfomatlon bul.letlng are
nor belng pnovld,ed.,

If you have a pnoblen or ane la dorbt la any matten dlo not heeltate
to call on contact yolr Iocal tax offlce.

The staff ane thene to helP Jrouo

ADJUST tulFNTS T0 lN CO[,IF OF REL T IVES
( SECT l0N 106) EPARTMENT ttl ILL

EXPLA IN ITS BASI S OF CALCUL ATION

Whene a taxpayer enploys a nelatlve on le ln
nelatlve, the DeXrantnent 1s cbllged
Incone Tax Act 1954 to consld.en the

wlth a
by Sectlon I of the Land, arrd,natter and nake euch aclJuetuont

ae 1t conaldlers neceeoany for tax purgtoses, t o the nenunenatlon or
sbare of proflt prald to the reIat1vc.

If the eectlon hae been applled 1n your caae yorrr or yotr advlEcn
1111 nov be glven on nequest tlre basls on whtch the licome hae been
ne-allocated fon tncome tax punpoaes.

Taxpayers and. thetn advlserg rtII tbus be pnovided with lnfortatlon
rhleh w111 help them to cleclde rhethen the ne-al.Locatlono ane faln and,
neaaonable havlng negand. to the nespeetlve contnlbutlons of the
pantners by way of aervices, capi.tal on otherrylse and. aealet them ln
fonmulatlng any obJectlons they may wteh to make.
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MORE DEPREC IAT I ON ALLOIilIANCES NOII{ G I t,EN

}1I ITHOUT A FULL BOOK-KEEP I NG SYSTEM

It le- gonenllly pnefenable that elalns for d.epneelatlon fon taxplltr-Dose8 be wrltten otrf unden a eystem of d.oubLe Entny booke and. beeupponted by copiee of the ananral accor:nta attached. to- the neturrr oflncone.
The Depantnont d,oee not lnalst howevenr oD d,eBreclatlon clalnebetng suBBorted by dloubl.e entny accounte ln-the eaie of ind,lvlduai

:ffiifi:""13"[$]reet of bull&lngo or ln neeBect of rhat nai re eiirea

In the paet a elngle asset bae been consld.ened, as one rhlch lftaken aray fnog ttre talpaJrelp-w9glct pneclud.e hln fnon earnlng hlelncome and clalne fon d.epneclatlon iere aecepted, nnsuppontEa Uydlouble entny accountg only rhene thls aef lnllton ras silteftea.-
fle Pepartaent hae deeld.ed horenen, to rld,en consldenably theeorcept of a slngle asset and, the folJ.oilng paragpaphe glve tf,e nafnfeaturee of the ?merrded, procedure whlch wf ff- apBly teneia:.ly fon 'ihe

196/+ and, futrre lneome y6ans.

Cl.alne ln nespeet of an aeeet qualtfylng uaden the above but ueed.only BalPt tlne for buglDeaa purpoBee rlLl-be aceepted. on the new ellgleasset baels pnovld.ed -
(a) _an ggeet aeconnt.ls nalntalaedl ln reepect of the asget (othen tlnrlbullcllnge) selected,, anA(b) an apBolrtlonrnent between buelneee and. pnlvate uee le mad.e,

rbo aLlouancer -aa ln the paet-, 1a d,epend.ent upon an asset accountbelng nalntalned and a coBy f\ialahed fitL tne anrrfirf n"trror, of Incomoo

If you have depneclable lngme pnoduc'tng aaeetB (lnrespectlve of,the numben) you may craim d,epneelatlon, rltho[t auppondfrg a-ortre -
ePlny accotrnter.la neepeet of one aesit (ln aclclltfon to 6u11dt1nga)
thlch you eeleet, provld.ed, the clalm ls iupponted by an asEet aceor:nt.In othen vond.e, a taxpayen with eoveral tuElnees agiete 1n addltlon tobulldrnge aoulg - c1aln d.epneclatloa on tJre butldlnge and. oa qas of theothen agEetg rlthout eupportlng clouble entry accouite. Ii E*evin. helants to cla.ln depneclatlon on-tro or more ieeete (apart fnon Uuffainge)he lrltretr 88 pnevlously, malntatn a eet of d,oubLe eritiy aceounte,

The tenn nefens to a eingle rmlt, lneludlng any attachmenteappllcable excluelvely theneto, thlch- eannot be-attiched or tnansfemed,to a glnllar unlt and. whleh nequlne to be dlspoeed, of rlth the r:nltltaelf . For exarplie, a tarpayer gngaged ln i carnyrng busrneei anarho owas a trtrck, a forr-uheel tnaller-and, gtock eld'ee-could not clalnthese aesets as a slngle unlt; nather he rou1d. have to-iJfecl-ti"-*'f1rro.B. the trtrek.
rt ehould be noted that tbe tera 1111 not appry to a group ofassete_ conlng wtthla the aane elasalficatlon fodieireclatfon iurposeE,but-onry to one eelected ulrl! of_thg gnoup. For eia"rple, a cirnieroPllg a fleet of trrcks nust aelect one trtrck to come ulf,trtn the anbltof tho ner coneeBt of d.epreclatlon on a elngle agset basle.

The aeu Bnocedu:res d,o NOI apply to companlea.
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a $rpleal eaBeB rhere the ner coucept wlil aBBly are: Jobblngthelr orm account (or s
bu1ldens,

1nll,anplunbene ln buslnoss on
tnadeEnen and, eheanerg.

,

a Depneclatlon on the tblngle aesettr baele 1111 be alloued to 1nd.1vlduaI
Bantnere uslng aegete la the panrtrErshlp buelneaer o.g. ladlvldual
Ba.ntners ln f lrme of aollcltors, aeeountante ald. so on.
IYhene the ta4rayer le engaged. 1n two on more eepanate arrd, dlstlnct
buelDessea or lncome aouncear o.g. a nented. proBenty and. a ma1lbuslnese, a ff elngle aeeettt may be eelected. for Eacb-buglnees.

a

LIFE AND ACCID ENTP OLICIES POSITION-
EXPLA I NED IftH RE EMPLOYERS

INSURE E MPLOY EES

It 1s not uncor@oa la the counerclal ronld. fon an eullloyer to lngtrre
euployees ag"ir,Et-occtrpatronai ri&;- (;.4. accldelt, puyeical lTPedlnent)
to-whieh tney are $rbJ6ctecl arrd to protect hlnse3:f agalngt pos-elble lose
oi Bnofit belauee of ifre d.eatb on fntrury of key peneonnel. Tbe typee of
eoninact comonLy entened. lnto are accld,ent ana llfe lnnurance -pollclea and,
iUe ioffowlng 1e a gen*al d,lecueelon on the taxatlon lupllcatlons otr thle
trend.

For convgalsaee re eha11 eonslden the toplc tmde! the head.lr\gs,
r Aecld.ent lueurance,
. Ieryomly on Tenm Llfe Ineu:lance, and
. Irlfe Ineurance.

In ge6ra1, an accld,ent lneunance poJ.ley le effected, fon a I1n1ted
perlod - gencnally of one year on Legs.

If tbe premlume ane paldl by the employer thgy ar'e a dedtrctlble lten
of exlrenatiuie in the yea-n tu rhteU they ane pald. - Any pnoceede recetved'
by bli und.er srch po1161eE are asaegsabl.e 1n firll ln the year of recelpt'
H6reven ehould the enpJ.oyer pay the pnoceed.B olr any_por.tlon of theu to the
eiiate on dependante -of in euBioy€€r ln the erneot of }_r1s d9a!hr.1F9 amount
B;idr-bui irirtea to ttre anoirnt-of -the 

Bnog-eeda, rlll be deductlbLe. In
itree6 clncunetanceE the a"nount necelvedl by the trnreteee of the egtate or the
aepenAants of the deceaeed, emB1oyee represents an ex-gratla palrtnent by the
cmployen and. ls not 1lab1e to tar.

lllthene tbe contnact pnovldes that pnoeeed.a ane payable !o ?+9. enployee
on hlE relatlvee the pnenlumg pald Uy tbe enployen nepneeent addltlonal
remrmgrBtloa to tbe pantlcu3.ar-enB1,oyee. The pnemlums represent a bonus
tn bla harrds and, ehould be gutJeei t6 piyt deau-ctlonB as an |tartnual bonuBrr.
ihe erployee may, boveven, cl.aiu the pnqralr:n Bald aB a apecial exenptlon_
(1.e. irfl heuiince) prottctedt the potlcy pnotldee lor a 1r:mp sum-qa_pltg]
pifuint on the cleatb'oi the aesuroA. Once agaln the pneuluns- Pald by the
6uifoyen are a deduetlble lten of expendllture ln tbe year 1n wblch they ano
palcl.

feuponary or tenu Ilfe pollcles are a_t5rpe_of lnsu:Pance taken out for
a llnlteE periocl beJrorrd one year - generalLy a f lve to ten yean Bertod -
aad no anoqnt le payaHe rlnd,en the pollcy r:nleee the enrent asgured agalnet
(1.c. the death oi the employee) eventnatee ;lthtn tihat Benlod,.
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Whens pnoceed.a of poIlev ane pavab].e to euplove:l

Pnentune pald, are a d.eductlble lten of expend,lture 1f pald by tbe
employer and. tbc pnoceed.s, lf necelved. by hlm, dre assessable tn firll ln
the year of recelpt subJect to a eet-off, up to the amount of tbe
pnocee&s, of any pa5rnent made to the trtrstees of the estate on ths
dlapendants of the deeeased. enpJ,oyee. In other wond.e, fon taxatlon
Burpoees, thle t5rpe of ineurance ls treated 1n the eame way as accldent
Lngurance.

rllhere proceeds d pollev ane payable to euployee and. n h,1S nelativee
In these clrcurostaacea the Depantment 1111 tneat the prenlume pald

ln the same uay aa aeeldent lngtrrance.

Ilhene a Ilfe lngurance polley ls taken out by, t'he eopl,oyer on tbeIlfe of an enpJ,oyee, the premlune ane not deductlble ae and rhen pald.
A dletlnctlon le therefore made between I1fe agaurance and. accldent
lnsr.lrarrce pollelee. The llfe tngunance premlums are not d.eductlble fon
the reaeoa that they cneate an asaet, ard. thenefore cmstltute capltal
expendltu.rpe. Ae the lar stard.e at preaent ar\y Bnoeeed,s und.ez. thls tlrye
of Bollcy rtll be aeseeeable only where 1t wae talen out on tbe llfe of
a key servant to f111. a hole ln, or" othenrlee to lndemnlfy the enployen
agalnet Loee of proflts. Yfhether the proceed,s are asseesable f,alle,
thenefone, to be decldled on the facts of oach case havlng regar€. to tbe
Burpose fon rhleh the Bol1cy was taken out, the nanner 1n whlch the
Bnoeeeds uere aBplled or avallable to be appllerl ancl any nolevant

./
Ieglelatlon at the ttne.

In the elrcumetaneea rhene the pnoeeed.s of a llfe Bollcy are /aseeeeabJ.e, tbe aecustrlated pnemlrune pald durlng the tenm of the Bol1cywlLl be allowed, ae a deductlon agalnst thoee pnoceecla 1n the year those
Bnoceed.B are recelYed,.

Note that whene the poJ.ley ls held. purely aB an lnveetment any strrplue
on matunlty 1s, generally, not agseseabLe,

Pnoceed.e oavable to the emolovee and/ot hls nelatlvea
Premtuns Ba1d, ln rhole or 1n pant by an euployer on the 1lfe of an

employee, where the pollcy 1s the propenty of ttre enployee ane deduetlble
by the euBloyen and, aeaeeeabl.e to the enBloyee. The pnemlr:ms nepreaent
a ttboauett and, as such ehould be arubJect to tax d.eductlon as an rrannual,
bonuetr. Tbs employee ls entltled to ela1n the pnenlurn as a d.ed,uetlon
by ray of epeclal exerptlon.

ANT A DE UIPME TLE SE
AGREEMENTS u{ I TH PURCHAS I NC CLAUSES

AND OTHER S PEC I AL CLAUS ES

'l . the poeltlon haa necently beea eonsldenecl shene noton vehlcles or
othen plant and egulpnerrt are leased, und.en agreemente rhlch lnclude a
elauee that the lesseo has the optlon or, ln one caseB, ls obIlged, to
Burcfiaee the aeEet at a centaln naned. flgure at the explry of the lsaee.

Ia theee eases the Depantnent 1111 allow tbe palaentE ae d.ecluetlone
to the Leseee as and, rlha lasume0 pnovtdecl the anount f t:ed ae the
pu:rchaee prlce Ln the agreement ls not less tban the amount ealeul,ated,
f,y aBplylng ecale ratee-of depneclatlon (hcJ.uctlng specLal d.epreelatlon
wfrene appllcable) orer the tenn of the lease to the value of the asaet
at the conmencement of the leage.

I
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G tbe otber ha1d lf the purchaee pnlce flxed 1n tbs lease agreeneat
le Lei; than tUe-rrittcn dora ialue obtaiaed by applying ecal.o.ratee_of- d.epne*
eiatton tUc oepar+net rorfa have to coatder rhcther Bome p_ortlon of tbe
;.Jril;!; niac-i6i-oblriii gtroura'ie alialLored as belng l=n substanee part of tbp
iuioUase prlee of tha agset. IIre onus wouLd. then regt on the lessee to
eetabllsb tbat tbe prevlous palrnents d.ld. represent neaL hlre paltl f@ tJrs use
of tbe asset. The iosttton i*t.rr uther typee-of leaee agremmts ts Estoillore -

2. Elelvlss or. falstertanee Ieaee

Ia theee caBee the leesor assunes the llabtllty for alJ. expensee ancl rould
be entltl.ed to elaln thoae erpenses (1acIud.1ag clepr-clatlon) hcurned ln derlvlng
tbe rmtal lneoue. The leeeee sotrld be entltled to elaln a dedluetlon foar the
amount of hlreage pald * flrbJeet to adJuetnent ln tbe Leeseerg neturrr fon anypnlvate uee of the vehlcIe. The remarka ln parag:raph I concerrrtng a leaserith an optlon or obLlgatlon to purctsaeo.-dre a1,eo relevant.
1- N* I.eme

lhle le a leaee rhere the naln ehanactenletie le that the cuetoner asaunegresBonalblllty fon all openatlng expenaes cxcept d.epneclattoa - the Boeltlon tsthe sane ae fon a eerrrlee or ualatena!rce leaEe nentloned abore 1a panagnaph 2.
Ir. Flnaacc ,lEease

In thla ty?e of leaee the lesEee ls neeponslble for aLl openattag expemea,
lnclud,lng dlcpreelatlon rlth vanying provlsoe bu1It ltrto the leaee concernlngthe adjuetment of the ealvage value of the aseet when lt 1e eolA on the explryof the Leaec.

I The poaltlon le the Baue as Ln 2 anA 3 above rltb tbe addltlonal pnorlalona
that:
(.) If the ee].Ilng prlce exceed.e the book value at date of terntnatlon of the

Ieaae, anl' ereese hlreage nefirnd.ed. to the leEeee souJ.d. be adlJustable und.cn
Seetlon 9+ of the Lancl and. Incone Tax Aet 195h.

(b) If t&e eeI11ng pnlce l.e lees than the book value any add,ltlonal anounte
payable by the lesEee wouLd. be deduetlble by h1m and. le lncone 1n the handlsof the leeeor tn the yean 1n whlch the aseet 1s aetually sold..

a - Ratee of Dcoreelatlsr
fhe scale nates of depreelatlon permlttett by tJre Delnrtment u111 be app*-ed,

1rr neepect of the Leeeorb cLalm f,or d.epneclatlon on aesets hlned..

6. Treatuerrt ln Books of Aceor:at

At the tlne of gnantlng the Leaee the leeeor must tnanefer tbe aeeet fnom
t.na.61ng stock accorrnt to the releryant fixedl aeset aceonnt at coet.

CORRESPONBENCE

Eetter recelved. by Department -

rDear S1n;

My nother 1n Law neeelved yorlr aeseesment. Thle 1s to te].l you ehe 1s norr
d.eceased..

Tharrklng youtt


