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(2) However, except when the context requires otherwise, this

Act applies only—

(@ with respect to the tax on income derived in the
200405 tax year and later tax years, in the case of a
person whose income year is the same as the tax year;
and

(b)  with respect to the tax on income derived in the corres-
ponding income years, in the case of a person whose
income year is not the same as the tax year.

Defined:  corresponding income year, income, income year, tax, tax year
Compare: 1994 No 164 s A 1(2), (3)

Part A
Purpose and interpretation

Index
AA 1 Purpose of Act
AA 2 Interpretation
AA 3 Definitions

AA 1 Purpose of Act
The main purposes of this Act are—
(@ to define, and impose tax on, net income:
(b) to impose obligations concerning tax:
(c) tosetoutrulesfor calculating tax and for satisfying the
obligations imposed.
Defined:  net income, tax
Compare: 1994 No 164 sAA 1

AA 2 Interpretation

Aidsto interpretation

(1) Diagrams, flowcharts, readers notes, and the lists of defined
terms following sections are included in this Act only as
interpretational aids. If thereisconflict between an interpreta-
tional aid and a provision of this Act, the provision prevails.

Defined terms
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(2) If adefined termisused in a section and is not included in the
list of defined terms following the section, the term is never-
theless used in the section as defined.

Compare: 1994 No 164 s AA 3(2)

AA 3 Definitions

References to this Act

(1) Except in this Part, and Parts B to E, a reference to this Act
includes a reference to the Tax Administration Act 1994
unless the context requires that it not be included.

Significance of Part O

(2) Definitions of terms that apply generally for the purposes of
this Act, and genera provisions on the interpretation and
construction of this Act, appear in Part 0 (Definitions and
related matters).

Compare: 1994 No 164 sAA 4
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Part B
Core provisions

SUBPART A
Purpose
SUBPART G
Avoidance
A\ 4
SUBPART B SUBPART H
Income tax and resulting obligations Double tax
agreements
A
A y y
SUBPART C SUBPART E SUBPART F
Calculating and satisfying Withholding liabilities Other obligations
income tax liabilities

l

SUBPART D

Income, deductions, and
timing

Subpart BA—Purpose

BA 1 Purpose 5
The purpose of this Part is—
(a) to impose income tax, provisional tax, withholding lia-
bilities and other tax obligations concerning taxes:
(b)  to set out procedures to be followed for calculating tax
and satisfying the obligations imposed under this Act: 10
(¢)  to provide a basis for applying the other Parts:
(d)  generally to set up the scheme of the Act and the main
links between its Parts.
Defined in this Act: income tax, provisional tax, tax

Compare: 1994 No 164 s BA 1 15
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Subpart BB—Income tax and resulting obligations

Index

BB 1 Imposition of tax
BB 2 Principal obligations
BB 3  Overriding effect of certain matters

BB 1 Imposition of tax

Income tax is imposed on taxable income, at the rate or rates
of tax fixed by an annual taxing Act, and is payable to the
Crown in accordance with this Act and the Tax Administra
tion Act 1994.

Defined: annual taxing Act, income tax, tax, taxable income
Compare: 1994 No 164 sBB 1

BB 2 Principal obligations

D

)

©)

(4)

38

Income tax liability

A person’s income tax liability for a tax year must be calcu-
lated, and satisfied by the person, in accordance with subpart BC
(Calculating and satisfying income tax liabilities).

Non-filing taxpayer
Despite subsection (1), a non-filing taxpayer is not required to
file areturn of income.

Provisional tax

A provisional taxpayer must pay provisional tax for atax year
in accordance with the provisional tax rules.

Withholding liabilities
A person who has a withholding liability must satisfy it in
accordance with subpart BE (Withholding liabilities).

Other obligations
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(5) A personwho hasan obligation under subpart BF (Other obliga-
tions) must satisfy it in accordance with that subpart.

Defined:  income tax liability, non-filing taxpayer, provisiona tax rules, provisional tax,
provisional taxpayer, return of income, tax year

Compare: 1994 No 164 s BB 2

BB 3 Overriding effect of certain matters

Tax avoidance arrangements. subpart BG

(1) Under Part 6 (Avoidance and non-market transactions), the
Commissioner may counteract a tax advantage from a tax
avoidance arrangement.

Double tax agreements. subpart BH

(2)  Under subpart BH (Double tax agreements), a double tax agree-
ment has effect in relation to income tax, despite anything in
this Act or in any other enactment.

Defined: Commissioner, double tax agreement, income tax, tax avoidance arrangement

Compare: 1994 No 164 sBB 3
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Subpart BC—Calculating and satisfying
income tax liabilities
SUBPART D
BD1 BD3
ted o BC2
C. P A of — sum — P Annual gross income
income counted
income
A
BD2 BD4
. Allocation of BC3
Deductions P dedcuct:i:n: F— sum —+—Jp Annual total
deduction
PARTI net loss if BC4
Losses o negative equals
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net income if
positive or zero
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Subpart BC—Calculating and satisfying
income tax liabilities

Index
BC1 Non-filing and filing taxpayers
BC2 Annua grossincome
BC3 Annud total deduction
BC4 Netincome and net loss
BC5 Taxableincome
BC 6 Income tax liability of filing taxpayer
BC 7 Income tax liability of person with schedular income
BC 8  Surplus rebates
BC9 Sdtisfaction of income tax liability
BC 10 Surplus credits

BC 1 Non-filing and filing taxpayers

Non-filing taxpayer

(1) Theincometax liability of anon-filing taxpayer for atax year
is the total tax withheld from amounts of income included in
the taxpayer’s annual gross income for the year.

Filing taxpayer
(2) Theincome tax liability of afiling taxpayer for a tax year is
calculated under sections BC 2 to BC 6.

Filing taxpayer with schedular income

(3 If afiling taxpayer has schedular income, their income tax
liability calculation is modified by section BC 7.

Defined:  amount, annual gross income, filing taxpayer, income, income tax liability, non-
filing taxpayer, schedular income, tax, tax year

Compare: 1994 No 164 ssBC 1(1), BC 2

BC 2 Annual grossincome
A person’s annual gross income for atax year is the total of
their counted income that is alocated to the corresponding
income year.
Defined:  annual gross income, corresponding income year, counted income, tax year
Compare: 1994 No 164 sBC 4
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BC 3 Annual total deduction
A person’s annual total deduction for atax year isthe total of
their deductions that are allocated to the corresponding
income year.

Defined: annual total deduction, corresponding income year, deduction, tax year

Compare: 1994 No 164 sBC 5

BC 4 Net income and net loss

Income mor e than deductions

(1) If, for atax year, aperson’s annual grossincome is more than
their annual total deduction, the difference istheir net income
for the year.

Income equal to deductions

(2) If, for atax year, aperson’s annual gross income equals their
annual total deduction, their net income for the year is zero.

Deductions more than income

(3 If, for atax year, a person’s annual total deduction is more
than their annual gross income, the difference istheir net loss
for the year, and their net income for the year is zero.

Treatment of net loss

(4) A personwithanetlossfor atax year may, in accordance with
Part | (Treatment of net losses),—
(@ subtract the net loss from their net income for a future
tax year; or
(b) makethe net loss available to another person to subtract
from that other person’s net income for that or afuture
tax year.
Defined:  annual gross income, annual total deduction, net income, net loss, tax year
Compare: 1994 No 164 sBC 6

BC 5 Taxableincome
A person’s taxable income for a tax year is determined by
subtracting any available net losses that the person has from
their net income in accordance with Part | (Treatment of net
l0sses).
Defined:  available net loss, net income, taxable income, tax year
Compare: 1994 No 164 sBC 7

42



Income Tax Part B

their net income in accordance with Part | (Treatment of net
losses).

Defined in this Act: available net loss, net income, taxable income, tax year

Compare: 1994 No 164 s BC 7

BC 6 Income tax liability of filing taxpayer

Income tax liability BC6(1)
calculated under this section Application
Calculate unadjusted BC6(Q2) y
income tax liability
Taxable i BCS

Taxable income

multiplied by

v

Applicable basic

tax rate
equals
Calculate interim income [BC 6 3) y
tax liabili
ty Unadjusted income
tax liability
I
less
Allowable rebates
y
BC6(5)
Result negative < equals
income tax liability = 0
l v

BCS8 BCé6 @)
Surplus rebates Result positive
income tax liability

y

BC9
Satisfaction of income
tax liability
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BC 6 Income tax liability of filing taxpayer

Calculation rules
(1) Theincome tax liability of afiling taxpayer for atax year is
the amount calculated in accordance with subsections (2) to (5).

Unadjusted income tax liability

(2) The unadjusted income tax liability of the filing taxpayer for
the tax year is calculated by multiplying their taxable income
for the tax year by the applicable basic tax rate.

Adjusted income tax liability

(3 The unadjusted income tax liability of the filing taxpayer is
adjusted by subtracting their allowable rebates from the unad-
justed income tax liability.

Result positive

(4) If the adjusted income tax liability is more than zero, that
amount is the filing taxpayer’s income tax liability for the tax
year.

Result negative

(5) If the adjusted income tax liability is zero or negative, the
filing taxpayer’s income tax liability for the tax year is zero.

Defined:  adjusted income tax liability, alowable rebates, amount, applicable basic tax
rate, filing taxpayer, income tax liability, tax year, taxable income, unadjusted
income tax liability

Compare: 1994 No 164 s BC 8(1)—(5)

BC 7 Income tax liability of person with schedular income

Modified income tax liability
(1) Theincome tax liability for a tax year of a person who has
schedular income for the year is the total of—
(@ their schedular income tax liability for the year calcu-
lated under subsection (2) or (3); and
(b) the amount that would be their income tax liability for
the year if they had no schedular income.

Schedular income tax liability

(2) If aperson has 1 type of schedular income for atax year, their
schedular income tax liability for the year is the amount that
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©)

would be the income tax liability for the year if their only
income for the year were that schedular income.

Multiple schedular income

If a person has more than 1 type of schedular income for atax
year, their schedular income tax liability for the year is the
total of the amounts calculated for each type of schedular
income.

Defined:  amount, income, income tax liability, schedular income, schedular income tax

liability, tax year
Compare: 1994 No 164 sBC 3

BC 8 Surplusrebates

D

)

Amount of surplus rebates

If the adjusted income tax liability of a personisnegativefor a

tax year, the person’s amount of surplus rebates is the lesser

of—

(@ thetotal of the refundable rebates to which the personis
entitled for the year; and

(b) thedifference between zero and the adjusted income tax
liability.

Refunds from Commissioner

The Commissioner must refund the amount of surplus rebates
in accordance with section KD 4 (Allowance of credit of tax in
end of year assessment).

Defined:  adjusted income tax liability, amount, Commissioner, refundabl e rebate, tax year

Compare: 1994 No 164 ss BC 8(6), BC 10(1)
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Income Tax

BC 9 Satisfaction of income tax liability

46

Credits to be set
off against income
tax liability

BC9(1)

Income tax

BCé6

A

liability

T
less

v

Non-refundable
credits

less

v

Credits for supplementary
dividends

I
less

Y

Convertible credits

less

v

Refundable credits

BC10
Surplus credits

|—

Income tax liability

if negative

if positive

v

BC 10 (1)(b)
Excess due to
convertible credits

BC 10 (1)(c)
Excess due to
refundable credits

BC 9(2)
Terminal tax

y

PARTL
Credits

PARTM
Tax payments
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BC 9 Satisfaction of income tax liability

D

)

Use of tax credits

Credits for tax paid or tax withheld, calculated under Part L
(Credits), satisfy a person’sincome tax liability for atax year
as far as the credits extend.

Terminal tax

If the person’s income tax liability exceeds the total of the
credits, the differenceis the person’ sterminal tax. The person
must pay the terminal tax to complete the satisfaction of their
income tax liability.

Defined:  income tax liability, tax, tax year, terminal tax

Compare: 1994 No 164 ss BC 1(2), BC 9(1)

BC 10 Surplus credits

D

e

Composition of surplus credits

The composition of a person’s surplus credits is determined

by offsetting their credits against the income tax liability in

the following order:

(@ non-refundable credits:

(b) credits allowed to the person under Part L (Credits) in
respect of supplementary dividends:

(c) convertible credits:

(d) refundable credits.

Application of surplus credits

If, for atax year, the total of a person’s credits for tax paid or

tax withheld exceeds their income tax liability, then—

(@ first, the surplus credits are offset against other income
tax obligations of the person in accordance with Parts L
(Credits) and M (Tax payments); and

(b) second, remaining surplus credits are dealt with in
accordance with Parts L (Credits) and M (Tax payments);
and
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(c) third, the Commissioner must refund any surplus
refundabl e credits, in accordance with Parts M (Tax pay-
ments) and N (Withholding taxes and taxes on income of
others).

Defined: Commissioner, convertible credit, income tax, income tax liability, non-refund-
able credit, refundable credit, supplementary dividend, surplus refundable
credits, tax, tax year

Compare: 1994 No 164 ss BC 9(2), (3), BC 10(2)

Subpart BD—Income, deductions, and timing

Index
BD 1 Income, exempt income, excluded income, and counted
income
BD 2 Deductions
BD 3 Allocation of income to particular income years
BD 4 Allocation of deductions to particular income years

BD 1 Income, exempt income, excluded income, and counted
income

Amounts of income
(1) Anamount isincome of aperson if it istheir income under a
provision in Part ¢ (Income).

Exempt income

(2) Anamount of income of a person is exempt income if—
(8 itistheir exempt income under aprovision in subpart CW
(Exempt income); or
(b) itisaforeign-sourced amount and the person is a non-
resident when it is derived (but for non-resident trust-
ees, this paragraph is subject to section HH 4 (Trustee
income)).

Excluded income

(3 Anamount of income of a person is excluded income if it is
their excluded income under a provision in subpart CX
(Excluded income).

Counted income

48



Income Tax Part B cl BD 3

(49 An amount of income of a person is counted income in the
calculation of a person’s annual gross income if it is neither
their exempt income nor their excluded income.

Defined: amount, annual gross income, counted income, excluded income, exempt
income, foreign-sourced amount, income, non-resident

Compare: 1994 No 164 sBD 1

BD 2 Deductions
Anamount isadeduction of aperson if the personisallowed a
deduction for the amount under Part D (Deductions).

Defined:  amount, deduction

Compare: 1994 No 164 sBD 2

BD 3 Allocation of income to particular income years

Application
(1) Every amount of income must be allocated to an income year
in accordance with this section.

General rule

(2) Anamount of incomeisallocated to the income year in which
the amount is derived, unless a provision in any of Parts C or E
to 1 clearly provides for allocation on another basis.

Interpretation of derive

(3 When thetime of derivation of an amount of income is being
determined, regard must be had to case law, which—
(@ requires some people to calculate net income on an
accrual basis; and
(b) requires other people to calculate net income on a cash
basis; and
(c) more generaly, defines the concept of derivation.

Income credited in account

(4) Despite subsection (3), income that has not previously been
derived by a person is treated as being derived when it is
credited in their account or, in some other way, dealt with in
thelir interest or on their behalf.

Role of Part E
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(5) PartE (Timing and quantifying rules) contains a number of
provisions that—
(@ specifically modify the allocation of income or have the
effect of modifying the allocation of income; or
(b) allocate income as part of the process of quantifying it.

Single allocation

(6) Anamount of income may be alocated only once.
Defined:  amount, business, income, income year, net income

Compare: 1994 No 164 ss BD 3(1)—4), EB 1(1)

BD 4 Allocation of deductions to particular income years

Application
(1) Every deduction must be allocated to an income year in accor-
dance with this section.

General rule

(2) A deduction for an amount of expenditure or lossis allocated
to the income year in which the expenditure or loss is
incurred, unless a provision in any of Parts D to | clearly pro-
vides for allocation on another basis.

Interpretation of incur

(3) When the time of incurrence of an amount of expenditure or
loss is being determined, regard must be had to case law,
which—

(@ requires some people to calculate net income on an
accrual basis;, and

(b) requires other people to calculate net income on a cash
basis; and

(c) more generadly, defines the concept of incurrence.

Role of Part E

(4) PartE (Timing and quantifying rules) contains a number of
provisions that—
(@ specifically modify the alocation of deductions or have
the effect of modifying the alocation of deductions; or
(b) allocate deductions as part of the process of quantifying
them.
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Allocation

(5) If an expenditure or loss gives rise to more than 1 deduction,
the deductions are allocated to income years to the extent that
their total does not exceed the amount of that expenditure or

loss.
Defined:  amount, business, cash basis profession, deduction, income year, loss, net
income, pay

Compare: 1994 No 164 ss BD 4, EF 1(1)(a)

Subpart BE—Withholding liabilities
BE 1 Withholding liabilities

Sour ce deduction payments

(1) A person who makes a source deduction payment must with-
hold an amount from the payment in accordance with the
PAYE rules.

Resident withholding income

(2) A person who makes a payment of resident withholding
income must withhold an amount from the payment in accor-
dance with the RWT rules.

Non-resident withholding income

(3) A person who makes a payment of non-resident withholding
income must withhold an amount from the payment in accor-
dance with the NRWT rules.

Fringe benefits

(4) A personwho provides afringe benefit to another person must
pay fringe benefit tax in accordance with the FBT rules.

Specified superannuation contributions

(5) A person who makes a specified superannuation contribution
to a superannuation fund must pay specified superannuation
contribution withholding tax in accordance with the SSCWT
rules.

Dividend withholding payments
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(6) A person who receives dividends must make dividend with-
holding payments in accordance with the dividend withhold-
ing payment rules.

Defined:  amount, dividend, dividend withholding payment, dividend withholding pay-
ment rules, FBT rules, fringe benefit, fringe benefit tax, non-resident withholding
income, NRWT rules, PAYE rules, resident withholding income, RWT rules,
source deduction payment, specified superannuation contribution, specified
superannuation contribution withholding tax, SSCWT rules, superannuation
fund

Compare: 1994 No 164 sBE 1

Subpart BF—Other obligations

BF 1 Other obligations

A person must pay the following under the relevant Part:

(@ qualifying company election tax under PartH (Treatment
of net income of certain entities):

(b) income tax on taxable distributions from non-qualify-
ing trusts under Part H (Treatment of net income of
certain entities):

(c) withdrawal tax under Part 1 (Treatment of net |osses):

(d) further income tax under Part M (Tax payments):

(e) further dividend withholding payments under Part M
(Tax payments).

Defined:  further dividend withholding payment, further income tax, income tax, non-
qualifying trust, qualifying company election tax, taxable distribution, with-
drawal tax

Compare: 1994 No 164 sBF 1

Subpart BG—Avoidance
BG 1 Tax avoidance

Avoidance arrangement void
(1) A tax avoidance arrangement is void as against the Commis-
sioner for income tax purposes.

Reconstruction

(2) Under Part 6 (Avoidance and non-market transactions), the
Commissioner may counteract a tax advantage that a person
has obtained from or under a tax avoidance arrangement.

Defined:  Commissioner, income tax, tax avoidance arrangement

Compare: 1994 No 164 sBG 1
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Subpart BH—Double tax agreements

BH 1 Double tax agreements

D

@

©)

Meaning
Double tax agreement means an agreement that—

@
(b)

(©

has been negotiated for 1 or more of the purposes set

out in subsection (2); and

has been agreed between either—

(i) the government of any territory outside New
Zedand and the government of New Zealand; or

(i) the Taipei Economic and Cultural Office in New
Zedland and the New Zealand Commerce and
Industry Office; and

has entered into force as aresult of adeclaration by the

Governor-General by Order in Council under subsection

(3).

Purposes

The following are the purposes for which a double tax agree-
ment may be negotiated:

(@
(b)
(©)

(d)

(€)

(f)
(9)
(h)

to provide relief from double taxation:

to provide relief from tax:

to tax the income derived by non-residents from any
source in New Zealand:

to determine the income to be attributed to non-
residents or their agencies, branches, or establishments
in New Zealand:

to determine the income to be attributed to New
Zealand residents who have specia relationships with
non-residents:

to prevent fiscal evasion:

to facilitate the exchange of information:

to assist in recovering unpaid tax.

Entry into force

An agreement negotiated in accordance with subsection (1)(a)
and (b) enters into force on the date specified by the
Governor-General by Order in Council.

Overriding effect
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(4) A double tax agreement has effect in relation to income tax,
despite anything in this Act or in any other enactment.

Agreement for recovery of tax

(5) Despite subsection (4), an agreement that provides for the
recovery of unpaid tax is subject to Part 10A of the Tax
Administration Act 1994.

Reference to profits

(6) A reference in a double tax agreement to the profits of an
activity or businessisto beread, if possible, as areferenceto
the amount that would be a person’ s net income if that activity
or business were their only activity or business.

Defined:  business, double tax agreement, income, income tax, net income, New Zealand,
New Zealand resident, non-resident, source in New Zealand, tax

Compare: 1994 No 164 sBH 1
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Part C
| ncome

Subpart CA—Genera rules

Index
CA 1 Amountsthat are income
CA 2 Amounts that are exempt or excluded income

CA 1 Amountsthat are income

D

)

Amounts specifically identified
An amount isincome of a person if it istheir income under a
provision in this Part.

Ordinary meaning

An amount is also income of a person if it is their income
according to the ordinary meaning of the word.

Defined: amount, income

Compare: 1994 No 164 ssBD 1(1), CD 5

CA 2 Amountsthat are exempt or excluded income

)

e

Exempt income

An amount of income of a person is exempt income if it is
exempt income under a provision in subpart CW (Exempt
income) or CZ (Terminating provisions).

Excluded income

An amount of income of a person is excluded income if it is
excluded income under a provision in subpart €X (Excluded
income) or CZ (Terminating provisions).

Defined:  amount, excluded income, exempt income, income
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Subpart CB—Income from business or
trade-like activities

Index

Business generally
CB 1 Amounts derived from business

Schemes for profit
CB 2  Carrying on or carrying out schemes for profit

Personal property
CB 3  Persona property acquired for purpose of disposal
CB 4 Business of dealing in persona property

Land

CB 5 Disposa of land acquired for purpose or with intention of
disposal

CB 6 Disposal: land acquired for business purposes

CB 7 Disposal within 10 years: land dealing business

CB 8 Disposal within 10 years: land development or subdivision
business

CB 9 Disposal within 10 years of improvement: building business

CB 10 Disposal: schemes for development or division begun within
10 years

CB 11 Disposal: major development or division begun after 10 years

CB 12 Disposal of land affected by changes in permitted use

CB 13 Transactions between associated persons

Exclusions for residential land

CB 14 Residential exclusion from sections CB 5to CB 9

CB 15 Residential exclusion from sections CB 10 and CB 11
CB 16 Residential exclusion from section CB 12

Exclusions for business premises
CB 17 Business exclusion from sections CB 5to CB 9
CB 18 Business exclusion from section CB 10

Exclusions for farmland
CB 19 Farmland exclusion from sections CB 10 and CB 11
CB 20 Farmland exclusion from section CB 12

Exclusion for investment land
CB 21 Investment exclusion from section CB 10
Definitions
CB 22 Some definitions
Timber

CB 23 Disposal of timber or right to take timber
CB 24 Disposal of land with standing timber
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Farming, forestry, or fishing
CB 25 Refunds under income equalisation scheme

Minerals
CB 26 Disposal of minerals

Intellectual property
CB 27 Sdle of patent rights

Transfer of business
CB 28 Sale of business: transferred employment income obligations

Solen property
CB 29 Obtaining property by theft

Business generally

CB 1 Amounts derived from business
An amount that a person derives from a business isincome of
the person.

Defined: amount, business, income

Compare: 1994 No 164 sCD 3
Schemes for profit

CB 2 Carrying on or carrying out schemes for profit
An amount that a person derives from carrying on or carrying
out an undertaking or scheme entered into or devised for the
purpose of making a profit is income of the person.

Defined:  amount, income

Compare: 1994 No 164 sCD 4
Personal property

CB 3 Personal property acquired for purpose of disposal
An amount that a person derives from the disposal of personal
property isincome of the person if they acquired the property
for the purpose of disposing of it.
Defined:  amount, income, personal property
Compare: 1994 No 164 s CD 4
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CB 4 Business of dealing in personal property
An amount that a person derives from the disposal of persona
property isincome of the person if their businessisto deal in
property of that type.

Defined:  amount, business, income, personal property
Compare: 1994 No 164 sCD 4

Land
CB 5 Disposal of land acquired for purpose or with intention
of disposal
Income

(1) Anamount that a person derives from the disposal of land is
income of the person if they acquired the land for the purpose
or with the intention of disposing of it. If the person acquires
the land with more than 1 purpose or intention, but has as a
purpose or intention the disposa of the land, the amount
derived from the disposal is income of the person.

Exclusions

(2) Subsection (1) is overridden by the exclusions for residential
land in section CB 14 and for business premises in section CB 17.
Defined:  amount, business, disposa of land, income, land

Compare: 1994 No 164 s CD 1(2)(a)

CB 6 Disposal: land acquired for business purposes

Income

(1) Anamount that a person (person A) derivesfrom the disposal
of land is income of person A if—
(@ both the following apply:

(i) atthetimeperson A acquired the land they, or an
associated person, carried on a business of deal-
ing in land; and

(i) person A acquired the land for the purpose of the
business; or

(b)  both the following apply:

(i) atthetime person A acquired the land they, or an
associated person, carried on a business of
developing land or dividing land into lots; and
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)

(i)  person A acquired the land for the purpose of the

business; or
(c) all the following apply:

(i) atthetime person A acquired the land they, or an
associated person, carried on a business of erect-
ing buildings; and

(i) person A acquired the land for the purpose of the
business; and

(iii) before or after acquiring the land person A, or an
associated person, made improvements to it.

Exclusions

Subsection (1) is overridden by the exclusions for residentia
land in section CB 14 and for business premises in section CB 17.

Defined:  amount, associated person, business, disposa of land, improvements, income,

land

Compare: 1994 No 164 s CD 1(2)(b)(i), (c)(i), (d)(i)

CB 7 Disposal within 10 years: land dealing business

1

e

Income

An amount that a person derives from the disposal of land is

income of the person if—

(& they dispose of the land within 10 years of acquiring it;
and

(b) at the time they acquired the land, they carried on a
business of dealing in land, whether or not the land was
acquired for the purpose of the business.

Income: associated person in business of dealing in
land

An amount that a person (person A) derivesfrom the disposal
of land within 10 years of acquiring it isincome of person A if
aperson (person B) associated with them at the time the land
was acquired carried on abusiness of dealing in land, whether
or not—

(@) person A carried on a business of dealing in land; or
(b) the land was acquired for the purpose of person B’s

business.

Exclusions
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Subsections (1) and (2) are overridden by the exclusions for
residential land in section CB 14 and for business premises in
section CB 17.

Defined:  amount, associated person, business, disposa of land, income, land, year

Compare: 1994 No 164 s CD 1(2)(b)(ii)

CB 8 Disposal within 10 years: land development or

D

e

©)

subdivision business

Income

An amount that a person derives from the disposal of land is

income of the person if—

(& they dispose of the land within 10 years of acquiring it;
and

(b) at the time they acquired the land, they carried on a
business of developing land or dividing land into lots,
whether or not the land was acquired for the purpose of
the business.

Income: associated person in business of developing
or subdividing land

An amount that a person (per son A) derives from the disposa

of land within 10 years of acquiring it isincome of person A if

aperson (per son B) associated with them at the time the land

was acquired carried on a business of developing land or

dividing land into lots, whether or not—

(@) person A carried on a business of developing land or
dividing land into lots; or

(b) the land was acquired for the purpose of person B’s
business.

Exclusions

Subsections (1) and (2) are overridden by the exclusions for
residential land in section CB 14 and for business premises in
section CB 17.

Defined:  amount, associated person, business, disposa of land, income, land, year
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CB 9 Disposal within 10 years of improvement: building

D

@

©)

business

Income

An amount that a person derives from the disposal of land is

income of the person if—

(8 they dispose of the land within 10 years of completing
improvements to it; and

(b) at the time they began the improvements, they carried
on a business of erecting buildings, whether or not the
land was acquired for the purpose of the business.

Income: associated person in business of erecting
buildings

An amount that a person (per son A) derives from the disposal
of land within 10 years of completing improvements on it is
income of person A if another person (person B) associated
with person A at the time the improvements were begun
carried on a business of erecting buildings, whether or not—
(8 person A carried on abusiness of erecting buildings; or
(b) the land was acquired for the purpose of person B’s

business.

Exclusions

Subsections (1) and (2) are overridden by the exclusions for
residential land in section CB 14 and for business premises in
section CB 17.

Defined: amount, associated person, business, disposal of land, improvements, income,

land, year
Compare: 1994 No 164 s CD 1(2)(d)(ii)

CB 10 Disposal: schemes for development or division begun

D

within 10 years

Income

An amount that a person derives from the disposal of land is

income of the person if—

(@ anundertaking or scheme involving the devel opment of
the land or the division of the land into lots has been
carried on or carried out, whether or not the activity of
the undertaking or scheme has a business-like charac-
ter; and
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)

(b)  theundertaking or schemewas begun within 10 years of
the date on which the person acquired the land; and

(c) the development or division work is not minor; and

(d) the development or division work has been carried out
by the person or on their behalf.

Exclusions

Subsection (1) is overridden by the exclusions for residential
land in section CB 15, for business premises in section CB 18, for
farmland in section CB 19, and for investment land in section
CB 21.

Defined:  amount, business, disposal of land, income, land, year

Compare: 1994 No 164 s CD 1(2)(f)

CB 11 Disposal: major development or division begun after

)

62

10 years

Income
An amount that a person derives from the disposal of land is
income of the person to the extent to which—
(8 the amount is not income under any of sections CB 5 to
CB 10 and CB 12; and
(b) the amount is derived in the following circumstances:
(i)  an undertaking or scheme, which is not necessa-
rily in the nature of a business, is carried on; and
(i)  the undertaking or scheme involves the develop-
ment of the land or the division of the land into
lots, and
(iii) the person, or another person on their behalf,
carries on development or division work on or
relating to the land; and
(iv) the development or division work involves sig-
nificant expenditure on channelling, contouring,
drainage, earthworks, kerbing, levelling, roading,
or any other amenity, service, or work customa-
rily undertaken or provided in major projects
involving the development of land for commer-
cial, industrial, or residential purposes.

Exclusions
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(2) Subsection (1) is overridden by the exclusions for residential
land in section CB 15 and for farmland in section CB 19.
Defined:  amount, business, disposal of land, income, land, year

Compare: 1994 No 164 s CD 1(2)(g)

CB 12 Disposal of land affected by changes in permitted use

Income
(1) Anamount that a person derives from the disposal of land is
income of the person if all the following apply:

@
(b)
(©)
(d)

the amount is not income under any of sections CB 5 to
cB 10; and

the person disposed of the land within 10 years of
acquiring it; and

the total amount that they derive from its disposal is
more than the cost of the land; and

a least 20% of the excess arises, after the person
acquired the land, from 1 or more of the circumstances
listed in subsection (2).

Circumstances for purposes of subsection (1)(d)

(2) Thecircumstancesreferred to in subsection (1)(d) are, in relation
to the land,—

(@

(b)

(©)

(d)

(€)

the imposition of the rules of an operative district plan
under the Resource Management Act 1991 that relate to
that land, or a change to those rules, when the changes
were made after the person acquired the land, or the
likely imposition of such rules:

the granting of a consent under the Resource Manage-
ment Act 1991 in relation to that land, when the consent
was granted after the person acquired the land, or the
likely grant of such a consent:

the making of a decision of the Environment Court,
when the decision was made after the person acquired
the land, or the likely making of such a decision:

the removal of any condition, obligation, restriction,
prohibition, or covenant (including a designation or
heritage order) imposed under the Resource Manage-
ment Act 1991, if the removal occurred after the person
acquired the land, or the likely removal of any of these:
other similar changes or events, or likely changes or
events, relating to the land.
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Exclusions

(3) Subsection (1) is overridden by the exclusions for residential
property in section CB 16 and for farmland in section CB 20.
Defined:  amount, disposa of land, income, land, year

Compare: 1994 No 164 s CD 1(2)(e)

CB 13 Transactions between associated persons

Date on which land acquired

(1) For the purposes of sections CB 6 to CB 10 and CB 12, if a person
(person A) transfers land to another person (person B) and
person A and person B are associated persons, person B is
treated as having acquired the land on the date on which
person A acquired it.

Treatment following transfer from associated
person

(2) The treatment of amounts derived on the disposal of land
following a transfer of the land from an associated person is
dealt with in section GD 9 (Land transferred between associated
persons).

Defined:  amount, associated person, disposal of land, land

Compare: 1994 No 164 s CD 1(11)

Exclusions for residential land
CB 14 Residential exclusion from sectionsCB 5to CB 9

Dwellinghouse occupied as residence
(1) Sections CB 5 to CB 9 do not apply to an amount that a person
derives from the disposal of land (exclusion), if—

(8 theperson acquired theland with adwellinghouse onit,
or acquired the land and erected a dwellinghouse on it;
and

(b) the dwellinghouse was occupied mainly as a residence
by the person and any member of their family living
with them or, if the person is a trustee, by 1 or more
beneficiaries of the trust.

What exclusion appliesto

(2) The exclusion applies to the land that has the dwellinghouse
onit, and the land related to it, if the total area of related land
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©)

is no more than 4,500 square metres, or a larger area for the
reasonable occupation and enjoyment of the dwellinghouse.

When exclusion does not apply

The exclusion does not apply when the person has engaged in
aregular pattern of acquiring and disposing, or erecting and
disposing, of dwellinghouses.

Defined:  amount, disposal of land, land, trustee

Compare: 1994 No 164 s CD 1(3)(b)

CB 15 Residential exclusion from sections CB 10 and CB 11

D

e

©)

Dividing residential land

Sections CB 10 and CB 11 do not apply to an amount that a
person derives from the disposal of land when theland isalot
resulting from the division by them of a larger area of land
into 2 or more lots.

Developing or dividing land for residential use

Section CB 10 does not apply to an amount that a person
derives from the disposa of land under an undertaking or
schemefor the development or division of land when the work
involved in the undertaking or scheme is to create or effect a
development, division, or improvement for residential pur-
poses for the person (or any member of their family living
with them) who is residing on the land.

Meaning of larger area of land

In this section, larger area of land means an area of land to

which both the following apply:

(& it was no more than 4,500 square metres immediately
before it was divided; and

(b) the person occupied it mainly as residential land for
themselves and a member of their family living with
them.

Defined:  amount, disposa of land, land, larger area of land

Compare: 1994 No 164 s CD 1(6)
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CB 16 Residential exclusion from section CB 12

D

e

©)

Land acquired and disposed of for residential

pur poses

Section CB 12 does not apply to an amount that a person

derives from the disposal of land if—

(@ they acquired the land and used it or intended to use it
for residential purposes; and

(b) they disposed of the land to another person who
acquired it for residential purposes.

Ascertaining purpose of acquisition

In subsection (1)(b), the purpose of the acquisition by that other
person is ascertained from the circumstances of the disposal
and other relevant matters.

Meaning of residential purposes

In this section, residential purposes—

(8 meansapurposethat the person has of using the land or
intending to use the land mainly as a residence for
themselves and members of their family living with
them; and

(b) includesthe purpose of erecting a dwellinghouse on the
land to be occupied as such a residence.

Defined:  amount, disposa of land, land, residential purposes

Compare: 1994 No 164 s CD 1(4)(a)(ii), (b)(ii)

Exclusions for business premises

CB 17 Business exclusion from sectionsCB 5to CB 9

)

)

66

Premises occupied for business

Sections CB 5 to CB 9 do not apply to an amount that a person
derives from the disposal of land that is business premises
(exclusion), if the person acquired and occupied, or erected
and occupied, the premises mainly for carrying on a substan-
tial business from them.

When exclusion does not apply

The exclusion does not apply when the person has engaged in
aregular pattern of acquiring and disposing, or erecting and
disposing, of business premises.
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M eaning of land

(3 Inthis section, land includes land reserved for use with the
business premises when it isrequired for the reasonable occu-
pation of the premises and the carrying on of the business.

Defined:  amount, business, disposal of land, land

Compare: 1994 No 164 s CD 1(3)(a)

CB 18 Business exclusion from section CB 10

Section CB 10 does not apply to an amount that a person

derives from the disposal of land under an undertaking or

scheme for the development or division of land if—

(@ the work involved in the undertaking or scheme is to
create or effect a development, division, or improve-
ment that is for use in, and for the purposes of, the
carrying on of abusiness by the person on the land; and

(b) the business does not consist of that undertaking or
scheme.

Defined:  amount, business, disposal of land, land

Compare: 1994 No 164 s CD 1(2)(f) proviso

Exclusions for farmland
CB 19 Farmland exclusion from sections CB 10 and CB 11

Division of land used for farming or agricultural
business
(1) Sections CB 10 and CB 11 do not apply to an amount that a

person derives from the disposal of land if—

(@ theland is alot resulting from the division of a larger
area of land into 2 or more lots; and

(b) immediately beforethe land was divided, thelarger area
of land was occupied or used by the person, ther
spouse, or both of them, mainly for the purposes of a
farming or agricultural business carried on by either or
both of them; and

(c) theareaand nature of the land disposed of mean that it
is then capable of being worked as an economic unit as
afarming or agricultura business; and

(d) the land was disposed of mainly for the purpose of
using it in afarming or agricultural business.

Circumstances for purposes of subsection (1)(b)
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The circumstances of the disposal of the land are relevant to

the decision on whether the land was disposed of mainly for

the purpose of using it in a farming or agricultural business.

The circumstances include—

(@ the consideration for the disposal of the land:

(b) current prices paid for land in that area:

(c) theterms of the disposal:

(d) azoning or other classification relating to the land:

(e) theproximity of theland to any other land being used or
developed for uses other than farming or agricultural
uses.

Meaning of economic unit

In this section, economic unit means an area of land that is
capable of being worked as a separate, stable farming or
agricultural business either at the time of the disposal of the
land or within 1 operating cycle of that time. The business
revenue must be sufficient to cover the cost of holding and
operating the land for the purpose of the business, including
the cost of capital, labour, and any other production costs
required by the business.

Defined:  amount, business, disposal of land, economic unit, land

Compare: 1994 No 164 s CD 1(7)

CB 20 Farmland exclusion from section CB 12

D

e
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Land acquired and disposed of for farming or agri-

cultural purposes

Section CB 12 does not apply to an amount that a person

derives from the disposal of land if—

(@) they acquired theland, and they, their spouse, or both of
them used or intended to use the land mainly for the
purposes of a farming or agricultural business carried
on by them, their spouse, or both of them; and

(b) they disposed of the land to another person mainly for
the purposes of the continuing use of the land in a
farming or agricultural business.

Ascertaining purpose of acquisition

For the purposes of subsection (1)(b), the purpose of the acquisi-
tion by the other person is ascertained from the circumstances
of the disposal (other than the circumstances listed in section
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CB 12) that arose after the land was acquired by the person
referred to in paragraph (a), and other relevant matters.
Defined:  amount, business, disposa of land, land

Compare: 1994 No 164 s CD 1(4)(a)(i), (b)(i), (c)

Exclusion for investment land

CB 21 Investment exclusion from section CB 10

Section CB 10 does not apply to an amount that a person
derives from the disposal of land under an undertaking or
scheme for the development of land if the work involved in
the undertaking or schemeisto create or effect adevelopment,
division, or improvement that isfor usein, and for the purpose
of, the person’ s deriving, in relation to the land, income of the
kind described in section CC 1 (Land).

Defined:  amount, disposal of land, income, land
Compare: 1994 No 164 s CD 1(2)(f) proviso

Definitions

CB 22 Some definitions
In this section, and in sections CB 5 to CB 21,—

disposal of land includes—

@
(b)

compulsory acquisition under any Act by the Crown, a
local authority, or a public authority:
if there is a mortgage secured on the land, a disposal by
or on behalf of the mortgagee as a result of the mortga-
gor’s defaulting under the mortgage

land—

(@

(b)

(©)

means some or al of any land to which those sections
apply or some or al of that land together with any other
land; and

includes an estate or interest in land, whether legal or
equitable, corporeal or incorporeal, freehold or chattel
(including an option to acquire land or an estate or
interest in land); and

does not include a mortgage.

Defined:  disposal of land, estate, interest, land, local authority, mortgage, public authority
Compare: 1994 No 164 ss CD 1(10), (12), (13), OB 1 “land”
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Timber

CB 23 Disposal of timber or right to take timber

D

)

Income

An amount is income of a person if they derive it from—
(@ thedisposal of timber; or

(b) the disposal of aright to take timber.

Whether or not person owns land

Subsection (1) applies whether or not the person owns the land
on which the timber is situated.

Defined:  amount, disposal, income, owner, right to take timber

Compare: 1994 No 164 s CJ 1(1)

CB 24 Disposal of land with standing timber

)

2

©)

(4)

70

When this section applies
This section applies when a person disposes of land with
standing timber on it.

Exclusions

This section does not apply when the standing timber isof 1 of

the following kinds:

(@) treesthat are ornamental or incidental, as evidenced by
a certificate given under section 44C of the Tax Adminis-
tration Act 1994, or

(b) treesin acrop subject to aforestry right, as defined in
section 2 of the Forestry Rights Registration Act 1983,
registered under the Land Transfer Act 1952; or

(c) treessubject to aright to take a benefit (in the form of a
profit a prendre) granted before 1 January 1984.

Income

The amount that the person derives from the disposal of the
standing timber is income of the person.

Amount of income

The amount of the income is calculated using the formula—
value of timber
value of timber + value of land

x disposal price.
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Definition of itemsin formula

(5) Inthe formula,—

(@ value of timber is the market value of the standing
timber on the date of the disposal:

(b) valueof land isthe market value of the land, asif it did
not have standing timber on it, on the date of the
disposal:

(c) disposal priceisthe consideration for the disposal.

Defined:  amount, disposal, income, standing timber
Compare: 1994 No 164 s CJ 1(2)(a)—(d), (e)(i)

Farming, forestry, or fishing

CB 25 Refunds under income equalisation scheme

Income derived by a person, as timed and quantified under

any of the following provisions, is income of the person:

()  sections EH 11, EH 14, EH 16, EH 18, EH 20 to EH 22, EH 24, and
EH 26 (which relate to the main income equalisation
scheme):

(b)  sections EH 47, EH 49, EH 51 to EH 53, EH 55, and EH 57 (which
relate to the adverse event income equalisation
scheme):

(c) sections EH 74, EH 76, and EH 78 (which relate to the
thinning operations income equalisation scheme).

Defined:  adverse event income equalisation scheme, income, main income equalisation
scheme, person, thinning operations income equalisation scheme

Minerals

CB 26 Disposal of minerals

Income
(1) Anamount that a person derives from the disposal of minerals
taken from land is income of the person.

Whether or not person owns land

(2) Subsection (1) applies whether or not the person owns the land
from which the minerals are taken.
Defined:  amount, disposal, income, mineral, owner

Compare: 1994 No 164 s CJ 1(1)
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I ntellectual property

CB 27 Sale of patent rights
An amount that a person derives from the sale of patent rights
is income of the person.

Defined:  amount, income, patent rights

Compare: 1994 No 164 s EN 2(1), (4)
Transfer of business

CB 28 Sale of business. transferred employment income
obligations

When this section applies

(1) Thissection applies when section DC 9 (Sale of business: trans-
ferred employment income obligations) applies and the reduc-
tion in the consideration is more than the buyer actually pays
for the transferred obligation.

Income
(2) The excessisincome of the buyer.

Timing of income

(3 The income is alocated to the income year in which the
reduction of the transferred provision is required to be
recognised by the buyer under generally accepted accounting
practice.

Defined:  generally accepted accounting practice, income, income year
Compare: 1994 No 164 s CD 3A

Stolen property

CB 29 Obtaining property by theft
Income
(1) If aperson obtains possession or control of property without

colour of right, an amount equal to the market value of the
property is income of the person.

Timing of income
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(2) The income is alocated to the income year in which the
person obtains possession or control of the property.

Whether or not constructive trust

(3) Subsection (1) applies whether or not the person holds the
property as a trustee under a constructive trust.
Defined:  amount, income, income year, possession, property, trustee

Compare: 1994 No 164 ss CD 6(1), (2), EN 5(1), (2)

Subpart CC—Income from holding property
(excluding equity)

Index

Land use
CC1 Land
CC2 Non-compliance with covenant for repair

Financial instruments
CC 3 Financia arrangements
CC4 Payments of interest
CC5 Annuities
CC6 Commercid hills
CC 7 Prizesreceived under Building Societies Act 1965
CC 8 Consideration other than in money
CC9 Useof money interest payable by Commissioner

Royalties
CC 10 Royalties
CC11 Films

Land use

CC1 Land

Income
(1) Anamount described in subsection (2) isincome of the owner of
land if they derive the amount from—
(@ alease, licence, or easement affecting the land; or
(b) the grant of aright to take the profits of the land.

Amounts
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e

The amounts are—
(@ rent:
(b) afine

(c) apremium:

(d) apayment for the goodwill of a business:

(e) apayment for the benefit of a statutory licence:
(f) apayment for the benefit of a statutory privilege:
(g) other revenues.

Defined:  amount, business, income, lease, owner

Compare: 1994 No 164 s CE 1(2)(e)

CC 2 Non-compliance with covenant for repair

D

)

©)

(4)

When this section applies

This section applies when alessor of land derives an amount
for non-compliance by the lessee with an obligation under a
lease of the land—

(@ to maintain the land; or

(b) to make repairs to improvements on the land.

Income
The amount is income of the lessor.

Timing of income

Theincomeisallocated to the income year in which the lessor
receives the amount.

Relationship with sectionsEl 2 and EI 3

Subsection (3) is overridden by sections El 2 (Amount paid to
lessor for non-compliance with covenant for repair) and El 3
(Amount paid for non-compliance: when lessor ceasesto own
land).

Defined:  amount, income, income year, lease, repairs

74
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Financial instruments

CC 3 Financial arrangements

D

e

Income: party to financial arrangement

If aperson who isaparty to afinancial arrangement is treated
as deriving an amount of income from the financial arrange-
ment under subpart EW (Financial arrangements rules), the
amount is income of the person.

Income: trustee

Income derived by atrustee in the circumstances described in
section EW 58 (Income when debt forgiven to trustee) is
income of the trustee.

Defined:  amount, financial arrangement, income, trustee

Compare: 1994 No 164 s CE 1(1)(c)

CC 4 Payments of interest

D

@

Income
Interest derived by a person is income of the person.

Apportionment

Interest due but unpaid on the date on which a person disposes
of a security is apportioned between the person disposing of
the security and the person acquiring it.

Defined:  income, interest, pay

Compare: 1994 No 164 s CE 1(2)(a)

CC 5 Annuities
Income
(1) Anannuity derived by a person is income of the person.

)

Apportionment

Income under an annuity due but unpaid on the date on which
a person disposes of the annuity is apportioned between the
person disposing of the annuity and the person acquiring it.

Relationship with sections CW 4 and CW 23

75



Part Ccl CC5 Income Tax

(3 This section is overridden by sections CW 4 (Annuities under
lifeinsurance policies) and CW 23 (Annuities from Crown Bank
Accounts).

Defined:  income

Compare: 1994 No 164 s CE 1(1)(a)

CC 6 Commercial bills

Income: redemption
(1) The amount that a person receives on the redemption of a
commercia bill owned by the person isincome of the person.

Income: disposal

(2) Thevaue of acommercia bill on the day its owner disposes
of it isincome of the owner. This subsection does not apply if
the disposa is a transfer made under a matrimonia
agreement.

Death of owner
(3 If the owner of a commercia bill dies, they are treated as
having disposed of the bill on the date of their death.
Defined:  amount, commercia bill, income, matrimonial agreement
Compare: 1994 No 164 sCE 3

CC 7 Prizesreceived under Building Societies Act 1965

Income

(1) A prizereceived by a person under section 31A of the Build-
ing Societies Act 1965 isincome of the person, whether they
take it as cash or as an advance.

Timing of income
(2) Theincomeis allocated as follows:

(@ acash prizeisallocated to the day on which the bonus
ballot giving rise to the prize is held:

(b) anadvanceisallocated to the day on which the advance
is made or, if the advance is made in a series of
advances, to the first day on which an advance is made.

Defined: income
Compare: 1994 No 164 s CE 1(2)(d)
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CC 8 Consideration other than in money

D

)

©)

When this section applies

This section applies when—

(@ a lender provides money to a borrower for use in a
business that the borrower carries on in New Zealand;
and

(b) theborrower providesto thelender, assomeor al of the
consideration, a tangible or intangible benefit that—
(i) isnotinterest; and
(i)  may or may not be relief from an obligation; and
(iii) may or may not be convertible into money; and

(c) theborrowing isacommercial transaction under which
the borrower would have been liable to pay interest at
the current commercial rate, given the nature and term
of theloan, if the borrower had not provided the benefit
(whether or not the contract between the borrower and
the lender provides for the payment of interest if the
benefit is not provided).

Income
The amount described in subsection (3) is income of the lender.

Amount of income

The amount is the interest that the borrower would have been
liable to pay if the lender had lent the money to the borrower
in consideration of the payment of interest at the current
commercia rate, given the nature and term of the loan,
reduced by the amount of any interest that the borrower pays.

Defined:  amount, business, income, interest, New Zealand, pay, payment

Compare: 1994 No 164 s CE 1(1)(b), (2)(a)—c)

CC 9 Use of money interest payable by Commissioner

D

e

Income
Interest payable by the Commissioner to aperson under Part 7
of the Tax Administration Act 1994 is income of the person.

Timing of income

Interest to which this section appliesis alocated under section
EF 4 (Use of money interest payable by Commissioner).

7
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©)

Relationship with financial arrangementsrules

Interest to which this section applies is disregarded for the
purposes of the financial arrangements rules.
Defined:  Commissioner, financial arrangements rules, income, interest, pay

Compare: 1994 No 164 sED 5

Royalties

CC 10 Royalties

)

)

©)
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Income
A royalty derived by a person is income of the person.

Meaning of royalty
Royalty includes a payment of any kind derived as considera-

tion for—

(& the use of, or right to use, a copyright, patent, trade-
mark, design or model, plan, secret formula or process,
or other similar property or right:

(b) theuse of, or right to use, a mine or quarry:

(c) the extraction, removal, or other exploitation of stand-
ing timber or a natural resource:

(d) theright to extract, remove, or otherwise exploit stand-
ing timber or a natural resource:

(e) theuseof, or right to use, afilm, avideotape, or atapein
connection with radio broadcasting:

(f)  the supply of scientific, technical, industrial, or com-
mercial knowledge or information:

(g) thetotal or partia forbearance of the use of, or the grant
of aright to use, property or aright referred to in any of
paragraphs (a) to (e):

(h)  the supply of assistance that enables the application or
use of anything in any of paragraphs (a) to (f):

(i) thetota or partial forbearance of the supply of know-

ledge or information or assistance referred to in para-
graph (f) or (h).

Relevance of description of payment

For the purposes of subsection (2), none of the following is
relevant:

@

how the payment is described or computed:
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(b)  whether the payment is periodical or otherwise:
(c) whether the payment is an instalment of the purchase
price of real property:
(d)  whether the payment is an instalment of the purchase
price of personal property.
Defined:  income, royalty, standing timber
Compare: 1994 No 164 ss CD 2, OB 1 “royalty”

CC 11 Films

When this section applies
(1) This section applies when a person has a right or interest of

any kind (including a future or contingent right or interest) in

or to—

(& afilm;or

(b) any tangible or intangible property in, or relating to, the
film; or

(c) any tangible or intangible property in, or relating to,
other assets relating to the film.

Income

(2) The following amounts derived by the person are income of

the person:

(@ an amount derived from the right to use, use of, or
disposal of the right or interest:

(b) an amount that is dependent on, or calculated by refer-
ence to, income under paragraph (a):

(c) an amount derived from the right to use, use of, or
disposal of aright to income under paragraph (a) or (b).

Relationship with section FC 21

(3) This section is overridden by section FC 21 (Amounts derived
by non-residents from renting films).
Defined:  amount, film, income

Compare: 1994 No 164 s CJ 2
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Subpart CD—Income from equity

Index

Income
CDh1

Income

What is a dividend?

CD 2
CD3
CD 4
CD5
CD6
CD7
CD 8

CD9

CD 10
CDh 1
CD 12
CD 13

What is a dividend?

Transfers of value generaly

What is a transfer of value?

When is a transfer caused by a shareholding relationship?
Bonusissuesin lieu of dividend

Elections to make bonus issue into dividend

Notional distributions of producer boards and co-operative
companies

Tax credits linked to dividends

Certain dividends not increased by tax credits

Foreign tax credits and refunds linked to dividends
Benefits of shareholder-employees or directors

Attributed repatriations from controlled foreign companies

What is not a dividend?

CD 14
CD 15
CD 16
CD 17
CD 18
CD 19
CD 20

CD 21
CD 22
CD 23
CD 24

CD 25
CD 26
CD 27

Returns of capital: off-market share cancellations

Ordering rule and dlice rule

Returns of capital: on-market share cancellations

Treasury stock acquisitions

Capital distributions on liquidation

Property made available intra-group

Transfers of certain excepted financial arrangements within
wholly-owned groups

Non-taxable bonus issues

Flat-owning companies

Employee benefits

Payments corresponding to notional distributions of producer
boards and co-operative companies

Qualifying amalgamations

Foreign investment fund income

Group investment fund management fees

Calculation rules

CD 28
CD 29

CD 30
CD 31
CD 32
CD 33
CD 34
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General calculation rule for transfers of value
Calculation of amount of dividend when property made
available

Adjustment if dividend recovered by company
Adjustment if amount repaid later

Adjustments if additional consideration paid

Available subscribed capital amount

Available capital distribution amount
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CFC attributed repatriation calculation rules
CD 35 When does a person have attributed repatriation from CFC?
CD 36 New Zeaand repatriation amount
CD 37 New Zeaand property amount
CD 38 Cost of tangible property
CD 39 Cost of associated party equity
CD 40 Outstanding balances of financial arrangements
CD 41 Property transfers between associated persons
CD 42 Unrepatriated income balance

Prevention of double taxation
CD 43 Prevention of double taxation of share cancellation dividends

Income

CD 1 Income
A dividend derived by a person is income of the person.
Defined: dividend, income

Compare: 1994 No 164 ss CE 1(1)(a), CF 1
What is a dividend?

CD 2 What isa dividend?
Sections CD 3 to CD 13 define the amounts that are dividends.
Defined: amount, dividend

CD 3 Transfers of value generally

Transfers of value from company
(1) A transfer of value from a company to a person is a dividend
if—
(8 the cause of the transfer is a shareholding in the com-
pany, as described in section €D 5; and
(b)  none of the exclusionsin sections CD 14 to CD 27 appliesto
the transfer.

Calculation rules

(2) Sections CD 28 to CD 32 apply for the purposes of calculating the
amount of the dividend.
Defined:  company, dividend, transfer of value

Compare: 1994 No 164 s CF 2(1)(a)—e), (9)—1), (1A), (3), (7), (10)
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CD 4 What isatransfer of value?

D

)

©)

4)

General test

A transfer of value from a company to a person occurs

when—

(@ the company provides money or money’s worth to the
person; and

(b) if the person provides any money or money’s worth to
the company under the same arrangement, the market
value of what the company provides is more than the
market value of what the person provides.

Release of debt

A transfer of value from a company to a person also occurs if
the person is released from an obligation to pay money to the
company, either by agreement or by operation of law.

Provision of services for less than market value

Despite subsection (1), a transfer of value does not occur to the
extent to which the money’ s worth provided by the company
is only the provision of services.

Limit to subsection (3)

Subsection (3) does not apply to the provision of services by a
company that isaclose company, except if the provisionisthe
benefit of expenditure of the company.

Defined:  arrangement, close company, company, transfer of value

Compare: 1994 No 164 s CF 2(1)(a)—(e), (g)—(1), (1A), (3), (10)

CD 5 When isatransfer caused by a shareholding

1

82

relationship?

General test
A transfer of value from a company to a person (recipient) is
caused by a shareholding in the company if—
(@ the recipient—
(i)  holds shares in the company; or
(i) isassociated with a shareholder; or
(iii) isthe trustee of atrust, and a beneficiary of the
trust is either a shareholder or the spouse of a
shareholder; and
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)

©)

4)

©)

(b) the company makes the transfer because those shares
are held by the relevant shareholder.

Indication that test met

Oneindication that atransfer is caused by a shareholding isif
the terms of the arrangement that results in the transfer are
different from the terms on which the company would enter
into a similar arrangement if no shareholding were involved.

Past or future shareholding

When subsection (1) is applied, it does not matter whether the
shares are held before or after the transfer of value occurs.

Deductible distributions of producer boards

Despite subsection (1), a transfer of value by a statutory pro-

ducer board to amember is not caused by a shareholding if—

(8 thetransfer is acash distribution; and

(b) thedistribution is a deduction under section HF 1 (Profits
of mutual associations in respect of transactions with
members) or another provision of this Act; and

(c) the board does not choose to treat the distribution as a
dividend under section ME 30 (Statutory producer board
may determine to attach imputation credit to certain
distributions).

Deductible distributions of co-operative companies

Degspite subsection (1), a transfer of value by a co-operative

company to a shareholder is not caused by a shareholding if—

(@ thetransfer is a cash distribution; and

(b) thedistribution is a deduction under section HF 1 (Profits
of mutual associations in respect of transactions with
members) or another provision of this Act; and

(c) the company does not chooseto treat the distribution as
a dividend under section ME 35 (Co-operative company
may make annual determination to attach imputation
credit to certain distributions).

Defined: arrangement, associated person, company, co-operative company, deduction,

share, shareholder, statutory producer board, transfer of value, trustee
Compare: 1994 No 164 s CF 2(1)(q), (k), (1), (2), (7)
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CD 6 Bonusissuesin lieu of dividend

D

@

Bonusissuesin lieu
A bonusissuein lieu is a dividend.

Amount of dividend

The amount of the dividend is the money or money’s worth
offered as an alternative, minus any resident withholding tax
payable in relation to the dividend.

Defined:  amount, bonus issue in lieu, dividend, resident withholding tax

Compare: 1994 No 164 s CF 2(1)(f), (6)(&

CD 7 Elections to make bonus issue into dividend

)

@

©)

Treating bonus issues as dividends
A bonusissueisadividend if the company chooses under this
section to treat the bonus issue as a dividend.

Form of election

A company chooses to treat a bonus issue as a dividend by—

(@ resolving, when it makes the bonus issue, that it is a
dividend; and

(b)  resolving, when it makes the bonusissue, the amount to
be treated as a dividend, which must be more than zero;
and

(c) giving notice to the Commissioner under section 63 of
the Tax Administration Act 1994 of the election and the
amount.

Amount of dividend

The amount of the dividend is the amount chosen by the
company.

Defined:  amount, bonus issue, Commissioner, company, dividend, notice

Compare: 1994 No 164 ss CF 2(1)(f), (6)(b), CF 8

CD 8 Notional distributions of producer boards and

D

Co-oper ative companies

Notional distributions of producer boards
A notional distribution of a statutory producer board is a
dividend if the board determinesto attach an imputation credit
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)

©)

(4)

(®)

to the notional distribution under section ME 30 (Statutory pro-
ducer board may determine to attach imputation credit to
certain distributions).

Calculation: section ME 33

The amount of the dividend is calculated under section ME 33
(Notional distribution deemed to be dividend).

Notional distributions of co-operative companies

A notional distribution of a co-operative company is a divi-
dend if the company determines to attach an imputation credit
to the notional distribution under section ME 35 (Co-operative
company may make annual determination to attach imputa-
tion credit to certain distributions).

Calculation: section ME 38

The amount of the dividend is calculated under section ME 38
(Notional distribution deemed to be dividend).

Corresponding payments not dividends

Section CD 24 means that a payment that corresponds to a
notional distribution may not be a dividend.

Defined:  amount, co-operative company, dividend, imputation credit, statutory producer

board

Compare: 1994 No 164 s CF 2(1)(1)

CD 9 Tax creditslinked to dividends

1

e

©)

Imputation and dividend withholding payment

credits

The amount of a dividend is increased by—

(& animputation credit attached to the dividend; or

(b) adividend withholding payment credit attached to the
dividend.

Relationship with section CD 10
Subsection (1) is overridden by section CD 10

When subsection (1) does not apply
Subsection (1) does not apply in—
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(& Part L (Credits), except for subpart LE (Non-resident
investors); or

(b) Part M (Tax payments); or

(c) Part N (Withholding taxes and taxes on income of
others).

Defined:  amount, dividend, dividend withholding payment credit, imputation credit, tax

Compare: 1994 No 164 s CF 6(1)

CD 10 Certain dividends not increased by tax credits

)

e

©)

(4)

86

When this section applies

This section applies when aunit trust manager, in the ordinary

course of their management activities for a unit trust,—

(@ acquires units from unit holders under the terms on
which the units were offered to potential unit holders;
and

(b) derivesadividend from the redemption or other cancel-
lation of units in the unit trust.

Credit not included

For the purposes of Parts B, C, E, and F, the dividend derived
does not include an amount of imputation credit attached to it
to the extent to which the dividend (exclusive of the imputa-
tion credit) recoversthe price paid by the unit trust manager to
acquire the units.

Relationship with sections CD 9 and FC 3

Subsection (2) applies despite section CD 9(1) and (2). To the
extent to which subsection (2) applies, section FC 3 (Share deal-
ing) does not apply.

Some definitions

In this section,—

imputation credit includes a dividend withholding payment
credit

unit trust manager includes—

(@ aperson nominated by the unit trust manager; or

(b) atrustee or a manager of a group investment fund that
derives category A income; or
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(c) aperson nominated by the trustee or the manager of the
group investment fund.

Defined:  amount, cancellation, dividend, imputation credit, return of income, tax year, unit

trust, unit trust manager

Compare: 1994 No 164 s CF 7A

CD 11 Foreign tax credits and refunds linked to dividends

D

@

Foreign tax credits

If aperson isentitled to atax credit in aforeign country under
a double tax agreement when they derive a dividend, the
amount of the dividend is increased by the tax credit.

Foreign tax refunds

When a person who has derived a dividend from outside New

Zedland also derives a refund of income tax of a foreign

country, the refund is treated as a dividend if—

(@ thecompany paying the dividend was entitled to deduct
the tax from the dividend; and

(b) the person was not personally liable to pay the tax.

Defined:  amount, company, dividend, double tax agreement, foreign tax, income tax, New

Zealand, pay, tax

Compare: 1994 No 164 ss CF 6(2)—(4), CF 7

CD 12 Benefits of shareholder-employees or directors

D

)

Non-executive directors cash benefits

An amount in money paid by a company to a non-executive

director of the company is a dividend if—

(@ thedirector is a shareholder in the company; and

(b) the benefit is provided solely because the director is a
non-executive director of the company.

Residual category fringe benefits

A non-cash benefit provided by a company to an employeeis

adividend if—

(@ the benefit is an unclassified benefit; and

(b) the employee is a shareholder in the company; and

(c) the company chooses, under section CX 17(2) (Benefits
provided to employees who are shareholders or inves-
tors), to treat the benefit as a dividend.
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©)

(4)

©)

Non-executive directors specific fringe benefits

A non-cash benefit provided by acompany to a non-executive

director of the company is a dividend if—

(@) the benefit is not an unclassified benefit under section
CX 32 (Meaning of unclassified benefit) but instead is
1 of the specified fringe benefits under any of sections
CX 8 to X 20 (which relate to fringe benefits); and

(b) thedirector is a shareholder in the company; and

(c) the benefit is provided solely because the director is a
non-executive director of the company.

Other shar eholder-employee benefits

In any other case of anon-cash benefit provided by acompany
to a person who is both an employee and a shareholder, the
benefit is not a dividend if—

(8 the application of section CX 17(2) (Benefits provided to
employees who are shareholders or investors) means it
is a fringe benefit; and

(b) section CD 23 accordingly excludes it from being a
dividend.

M eaning of non-executive director

In this section, non-executive dir ector means a person whose
only services to the company as an employee are the formal
occupation of the role of director and compliance with the
associated statutory obligations.

Defined:  amount, company, director, dividend, employee, fringe benefit, non-executive

director, pay, shareholder, unclassified benefit

Compare: 1994 No 164 ss CF 2(1A), Cl 2A(1), (2), OB 1 “non-executive director
shareholder”

CD 13 Attributed repatriations from controlled foreign

D

)

88

companies

Attributed repatriations
Attributed repatriation of a person who has an income interest
in a CFC is adividend.

Calculation: sections CD 35to CD 42

The amount of the dividend is calculated under sections CD 35 to
CD 42.
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Timing of income
(3 Thedividend istreated as having been paid by the CFC to the
person, and as having been derived by the person,—

(@ 6 months after the end of the relevant accounting period
of the CFC, if the person is a company for which the
dividend is exempt income under section CW 9 (Dividend
derived by company from overseas); and

(b) at the end of the accounting period, in any other case.

New Zealand residents

(4) Thedividend of apersonwho has ceased to be aNew Zeaand
resident is treated as being derived while the person is a New
Zealand resident.

Defined:  accounting period, amount, attributed repatriation, CFC, company, dividend,
exempt income, income interest, New Zealand resident, pay

Compare: 1994 No 164 ss CF 2(16), CG 8(13)
What is not a dividend?

CD 14 Returns of capital: off-market share cancellations

Application of this section

(1) Thissection appliesif a company pays an amount to a share-
holder because of the off-market cancellation of asharein the
company (other than on liquidation of the company).

Ordering rule

(2) Theamount is not a dividend to the extent to which it is less
than or equal to the available subscribed capital per share
calculated under the ordering rule, if—

(& 1 of the bright line tests in subsection (3) is met; and

(b) the company is not an unlisted trust that has chosen the
dlice rule for the share under subsection (4); and

(c) the anti-avoidance rule in subsection (6) does not apply.

Bright line tests

(3 The bright line tests referred to in subsection (2)(a) are as
follows:
(@ the cancellation is part of a pro rata cancellation that
results in a fifteen percent capital reduction for the
company:
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(4)

(®)

(6)

(1)

90

(b) the cancellation is part of a pro rata cancellation that
involves a ten percent capital reduction and the Com-
missioner has given a notice under subsection (8):

(c) thecancellationisnot part of apro ratacancellation and
results in the shareholder suffering a fifteen percent
interest reduction:

(d) the company is an unlisted trust and the cancellation is
not part of a pro rata cancellation:

(e) the shareis a non-participating redeemable share.

Unlisted trusts choosing slice rule

If the company is an unlisted trust, it may issue a share on
termsthat the ordering rule does not apply and that instead the
dlice rule applies to the cancellation. If this happens, the
amount paid is not a dividend to the extent to which it is less
than or equal to the available subscribed capital per share
calculated under the dlice rule (but still subject to the anti-
avoidance rule in subsection (6)).

Calculation concessionsfor foreign unlisted widely-
held trusts

If a company is an unlisted widely-held trust not resident in
New Zealand and a shareholder cannot obtain sufficient infor-
mation to calculate the available subscribed capital per share
under the ordering rule, the shareistreated asif it were issued
under subsection (4) on terms that the slice rule applies and the
available subscribed capital under the slice ruleis equal to the
amount paid for the issue of the share.

Overriding anti-avoidance rule

Neither subsection (2) nor (4) excludes an amount paid by a
company on cancellation of a share from being a dividend if
any part of the payment isin lieu of the payment of adividend.

Factorsrelevant in applying anti-avoidance rule

For the purposes of applying subsection (6), the following fac-

tors must be considered:

(8 the nature and amount of dividends paid by the com-
pany before or after the cancellation; and

(b) the issue of shares in the company after the cancella-
tion; and
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(8)

9)

(c) the expressed purpose or purposes of the cancellation;
and
(d) any other relevant factor.

Commissioner notifying view

If no part of a payment on cancellation of ashareisin lieu of
the payment of adividend, the Commissioner may give notice
to the company that the Commissioner does not regard sub-
section (6) as applicable to the cancellation.

Some definitions
In this section,—

counted associate means—

(@ a person associated with the shareholder other than
merely by virtue of being arelative; or

(b) a person associated with the shareholder merely by
virtue of being a spouse or minor child of the share-
holder, or atrustee of a trust under which a spouse or
minor child of the shareholder is a beneficiary

fifteen percent capital reduction means the circumstance in
which the total amount paid by the company on account of the
cancellation (or on account of any other pro rata cancellation
of participating shares in the company occurring at the same
time) is at least 15% of the market value of al participating
shares in the company at the time the company first gave
notice to shareholders of the cancellation

fifteen per cent inter est reduction meansthe circumstancein

which, immediately after and as a result of the cancellation

(together with any other cancellation of participating sharesin

the company occurring at the same time),—

(@ the total direct voting interests in the company of the
shareholder and any counted associates is no more than
85% of their total direct voting interestsin the company
immediately before the cancellation; and

(b) if at thetime of the cancellation a market value circum-
stance exists, the total direct market value interests in
the company of the shareholder and any counted associ-
ates is no more than 85% of their total direct market
value interests immediately before the cancellation

non-participating redeemable share means a share that
meets the following conditions:
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@

(b)

(©)

(d)

the share isissued, under the company’s constitution or

establishing legidlation, on terms that involve the share

being required or allowed to be redeemed or repaid
before the company is liquidated; and

the share is—

(i) aredeemable share under section 68 of the Com-
panies Act 1993 or an equivalent provision of
foreign law; or

(i)  issued under 1 of New Zealand's Acts relating to
COo-operative companies; or

(ili)  subject to section FC 1 (Floating rate of interest on
debentures) or FC 2 (Interest on debentures issued
in substitution for shares); or

(iv) aunitinaunit trust that isnot awidely-held trust;
and

the shareis either afixed rate share or ashare for which

the amount payable on cancellation is no more than the

available subscribed capital per share calculated under
the dlice rule; and

the shareholder does not have shareholder decision-

making rights in relation to the share except—

(i) aprotective right; or

(ii) if the company is subject to 1 of New Zealand's
Acts relating to co-operative companies

participating share means ashare that is not anon-participat-
ing redeemable share

protective right means a shareholder decision-making right
that—

@

(b)

(©

arises only if the shareholder’s position may be atered
to the shareholder's detriment or if the company
defaults on its obligations under the terms of the share;
and

is granted to the shareholder only to assist the share-
holder to prevent the alteration or to remedy the default;
and

when the share is issued is not expected to arise

ten percent capital reduction means the circumstance in
which the total amount paid by the company on account of the
cancellation (or paid on account of any other pro rata cancella-
tion of participating shares in the company occurring at the
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sametime) isat least 10% of the market value of all participat-
ing shares in the company at the time the company first gave
notice to shareholders of the cancellation

unlisted trust means a unit trust or group investment fund,
the units or interestsin which are not quoted on the official list
of arecognised exchange.

Defined: amount, associated person, available subscribed capital, cancellation, Commis-

sioner, company, co-operative company, counted associate, direct market value
interest, direct voting interest, dividend, fifteen percent capital reduction, fifteen
percent interest reduction, fixed rate share, group investment fund, liquidation,
market value circumstance, New Zealand, non-participating redeemable share,
notice, off-market cancellation, ordering rule, participating share, pay, pro rata
cancellation, protective right, recognised exchange, relative, resident in New
Zealand, share, shareholder, shareholder decision-making rights, slice rule, ten
percent capital reduction, trustee, unit trust, unlisted trust, unlisted widely-held
trust, widely-held trust

Compare: 1994 No 164 s CF 3(1)(b), (2)(c), (14)

CD 15 Ordering rule and dlicerule

D

@

©)

(4)

Ordering rule
Under the ordering rule, the available subscribed capital per
share is calculated for a share using the formula—

available subscribed capital of class
shares being cancelled of class.

Definition of itemsin formula

In the ordering rule formula,—

(@ available subscribed capital of class is the available
subscribed capital, of all shares of the same class asthe
share, at the relevant time for the calculation:

(b) sharesbeing cancelled of classisthe number of shares
of the same class as the share (including the share)
being cancelled at the time.

Slicerule

Under the slicerule, the available subscribed capital per share
is calculated for a share using the formula—

available subscribed capital of class
shares of class.

Definition of itemsin formula
In the slice rule formula,—
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(@ available subscribed capital of class is the available
subscribed capital, of al shares of the same class asthe
share, at the relevant time for the calculation:

(b) sharesof classisthe number of shares of the same class
as the share (including the share) on issue at the time.

Amount when foreign company information
inadequate

(5) Despitesubsections (2) to (4), the available subscribed capital per
share calculated under the ordering rule is zero if—
(& the company is not resident in New Zealand; and
(b) the relevant shareholder cannot obtain sufficient infor-
mation to calcul ate the actual available subscribed capi-
tal per share using the relevant rule.

Defined:  available subscribed capital, cancellation, foreign company, ordering rule, resi-
dent in New Zealand, share, shareholder, shares of the same class, slice rule

Compare: 1994 No 164 ss CF 3(2)(b), OB 1 “available subscribed capital per share”,
“available subscribed capital per share cancelled”

CD 16 Returns of capital: on-market share cancellations

Companies acquiring own shares
(1) Anamount paid by a company in acquiring 1 of its sharesin
an on-market cancellation is not a dividend.

When excess amount relevant

(2) Despite subsection (1), any excess of the amount paid over the
available subscribed capital per share under the ordering
rule—

() istreated asadividend and not areturn of capital when
applying—
(i)  section CD 30:
(i)  section CD 33(2)(c):
(iii) section GB 1(3) (Agreements purporting to alter

incidence of tax to be void); and

(b) givesrise to an imputation credit account debit under
section ME 5(1)(c) and (2)(c) (Debits arising to imputation
credit account).

Defined:  amount, available subscribed capital, company, dividend, imputation credit
account, on-market cancellation, ordering rule, share

Compare: 1994 No 164 ss CF 3(1)(e), (f), OB 1 “available subscribed capital”
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CD 17 Treasury stock acquisitions

D

@

©)

Treasury stock generally

An amount paid by a company in acquiring 1 of its sharesis

not adividend if—

(@ theacquisitionistreated as not resulting in the cancella-
tion of the share, under section 67A(1) of the Compa
nies Act 1993 or section 24 of the Co-operative Compa-
nies Act 1996 (each of which relates to treasury stock);
and

(b) the acquisition is not part of a pro rata cancellation or
something that is in substance a pro rata cancellation.

Reversion to on-market cancellation treatment

Subsections (4) to (6) apply in the case of an acquisition of a

share to which subsection (1) or section CF 3(1)(d) or (da) of the

Income Tax Act 1994 applies if,—

(@ before the first anniversary of the acquisition, the com-
pany cancels the share; or

(b) atthefirst anniversary, the company hasfailed to trans-
fer a share of the same classin an arm’s length transfer,
except if the company is established under New
Zealand co-operative company legislation; or

(c) after the first anniversary, the company cancels the
share, and the company is established under New
Zealand co-operative company legislation.

Requirement for arm’s length transfers
When subsection (2)(b) is applied,—
(@ atransfer isarm’slength only if it is—
(i) toaperson not associated with the company; or
(i) in a transaction that occurs on a recognised
exchange, through a broker or some other agent
independent of the company, and that is not pre-
ceded by any arrangement between the transferee
and the company for the transfer; and
(b) each arm’s length transfer of a share is taken into
account only in relation to a single share acquisition to
which subsection (1) has applied.

Reduction of available subscribed capital
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(4)

©)

(6)

If subsection (2) applies, then, with effect from the cancellation
or the first anniversary (depending on which first causes sub-
section (2) to apply), the available subscribed capital of the
class of the share is reduced by the available subscribed capi-
tal per share calculated under the ordering rule as at the date of
the cancellation or first anniversary.

Imputation credit account debit

If subsection (2) applies, then, with effect from the date of the
acquisition by the company, section ME 5(1)(c) and (2)(c) (Debits
arising to imputation credit account) apply as if the original
acquisition were an on-market cancellation but item “a’ of
the formulain section ME 5(1)(c) were equal to only the excess of
the amount received by the shareholder over the reduction
described in subsection (4).

Relief from imputation penalty tax

No imputation penalty tax is imposed under section 140B of
the Tax Administration Act 1994 (nor any late payment pen-
alty imposed under that Act in relation to the imputation
penalty tax) if it would not have arisen had subsection (5)
applied only with effect from the date of cancellation or first
anniversary (depending on which first causes subsection (2) to

apply).

Defined:  agent, amount, arrangement, associated person, available subscribed capital,

cancellation, company, dividend, imputation credit account, imputation penalty
tax, New Zealand, on-market cancellation, ordering rule, pro rata cancellation,
recognised exchange, share, shareholder

Compare: 1994 No 164 s CF 3(1)(d), (da), (3), (3A)

CD 18 Capital distributions on liquidation

D

)
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Application of this section
This section applies if an amount is paid to a shareholder in
relation to a share because of the liquidation of the company.

Return of subscribed capital or capital gains

The amount paid isadividend only to the extent to whichiitis

more than—

(@ the available subscribed capital per share calculated
under the ordering rule; and



Income Tax Part C cl CD 19

©)

(4)

(b) the available capital distribution amount per share cal-
culated under section CD 34.

Statutory producer board capital levies

If the company isastatutory producer board, the amount is not
adividend to the extent to whichitisareturn of alevy charged
specifically for capital development.

Non-deductible capital

An amount that is not a dividend as a result of subsection (3) iS
nevertheless treated as a return of capital for the purposes of
the capital limitation.

Defined:  amount, available capital distribution amount, available subscribed capital, capi-

tal limitation, company, dividend, levy, liquidation, ordering rule, share, share-
holder, statutory producer board

Compare: 1994 No 164 s CF 3(1)(c), (i), (4)

CD 19 Property made available intra-group

D

e

Application of this section

This section applies if—

(@ atransfer of value is made by a company (first com-
pany) to another company (associated company); and

(b) if this section did not exist, the transfer would be a
dividend under section €D 5(1)(a)(ii) (because the associ-
ated company is associated with a shareholder in the
first company) or under section €D 5(1)(a)(iii) (because the
associated company is the trustee of atrust of which a
shareholder in the first company, or a shareholder’s
spousg, is a beneficiary).

Intra-group property arrangements worth $10,000
or less

The transfer of value is not a dividend if—

(@ the transfer consists of making property available for
less than market value; and

(b) the transfer is not aloan; and

(o) inthetax year of thefirst company in which the transfer
occurs, the total amount of transfers of value by thefirst
company to the associated company that would be divi-
dendsfor the year if thissection did not exist isno more
than $10,000.
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Downward transfers of value

(3 Thetransfer of valueis also not a dividend if—
@ ether—
(i) the first company has a voting interest in the
associated company; or
(if)  the first company is associated with a company
(parent company) that has a voting interest in
the associated company and that could have
received the transfer of value without it being
counted income, non-resident withholding
income, or again subject to dividend withhol ding
payment for the parent company; and
(b) the associated company does not have a voting interest
in the first company; and
(c)  no person (other than the parent company) has both—
(i) avoting interest or a market value interest in the
first company; and
(i) avoting interest or a market value interest in the
associated company of more than 10%.

Relationship with section FC 3

(4) Subsection (3) does not apply to a transfer of value that is
subject to section FC 3 (Share dealing).

Rules for identifying voting interests

(5) For the purposes of subsection (3)(a) and (b),—

(@ for the purposes of determining if a company has a
voting interest in another company, the look-through
rule in section 0D 3(3)(d) (\V oting interests) does not apply
to treat the initial company’s voting interest as held by
its shareholders or anyone else; and

(b) azerovoting interest is not a voting interest.

Rules for identifying voting and market value
interests

(6) For the purposes of subsection (3)(c),—

(@ for the purposes of determining the extent to which a
person (other than the parent company) has a voting
interest or market value interest in the first company or
the associated company, the look-through rules in sec-
tions 0D 3(3)(d) (\Voting interests) and 0D 4(3)(d) (Market
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(b)

(©

valueinterests) do not apply to treat the person’svoting
interest or market value interest as held by the person’s
shareholders or anyone else unless the person treated as
holder is the parent company; and

for the purposes of determining the extent to which a
person (other than the parent company) has a voting
interest or market value interest of more than 10% in the
associated company, the look-through rules in sections
0D 3(3)(d) (Voting interests) and 0D 4(3)(d) (Market value
interests) do not apply to treat a voting interest or mar-
ket value interest of the first company or the parent
company in the associated company as held by ther
respective shareholders or anyone else; and

a zero voting interest is not a voting interest and a zero
market value interest is not a market value interest.

Defined:  amount, associated person, company, counted income, dividend, dividend with-
holding payment, loan, market value interest, non-resident withholding income,
shareholder, tax year, transfer of value, trustee, voting interest

Compare: 1994 No 164 s CF 2(13)—(14)

CD 20 Transfers of certain excepted financial arrangements
within wholly-owned groups
When section ED 2 (Transfers of certain excepted financia
arrangements within wholly-owned groups) appliesto atrans-
fer of an excepted financial arrangement within a wholly-
owned group of companies, the transfer does not giveriseto a
dividend.

Defined:  dividend, excepted financial arrangement, wholly-owned group of companies
Compare: 1994 No 164 s EE 14(4)

CD 21 Non-taxable bonus issues
A non-taxable bonus issue is not a dividend.
Defined: dividend, non-taxable bonus issue

Compare: 1994 No 164 s CF 3(1)(a)

CD 22 Flat-owning companies

Occupation rights
(1) If aflat-owning company makesresidential property available
to a person, that is not a dividend.

Meaning of flat-owning company
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e

Defined:
Compare: 1994 No 164 s CF 2(1)(e), (21)

In this section, flat-owning company means a company—

(@

(b)

whose constitution providesthat every registered share-
holder is entitled to the use of a specific residential
property in New Zealand owned by the company; and
whose only significant assets are residential properties
available for use by specific shareholders and funds
reserved for meeting the company’s ancillary costs.

company, dividend, flat-owning company, New Zealand, shareholder

CD 23 Employee benefits

D

e

Fringe benefit tax rules
A fringe benefit subject to fringe benefit tax is not a dividend.

Board

An amount that is employment income under section CE 1(d)
(Amounts derived in connection with employment) is not a
dividend.

Defined:  amount, dividend, employment income, fringe benefit, fringe benefit tax, fringe
benefit tax rules

Compare: 1994 No 164 s CF 3(1)(q), (h)

CD 24 Payments corresponding to notional distributions of
producer boards and co-operative companies

D

100

Statutory producer board payments
An amount paid by a statutory producer board to a person in
relation to atax year is not adividend if—

(@
(b)

(©)

the person was a member of the board at some time

during the tax year; and

unless the Commissioner allows otherwise, the amount

is calculated on the basis of the member’s share of—

(i) the total produce transactions of members with
the board during the tax year; or

(i) thetota levies payable by members to the board
for the tax year; and

the amount corresponds to a notional distribution

amount treated as a dividend under section CD 8(1).

Co-oper ative company payments



Income Tax Part C cl CD 26

(2) An amount paid by a co-operative company to a person in

relation to atax year is not adividend if—

(& the person was a shareholder of the company at some
time during the tax year; and

(b)  unless the Commissioner allows otherwise, the amount
is calculated on the basis of the shareholder’s share of
the total produce transactions of shareholders with the
company during the tax year; and

(c) the amount corresponds to a notional distribution
amount treated as a dividend under section CD 8(3).

Non-deductible capital

(3) Anamount that is not a dividend as aresult of this section is
nevertheless treated as a return of capital for the purposes of
the capital limitation.

Defined: amount, capital limitation, Commissioner, co-operative company, dividend,
levy, member, produce transactions, producer board, shareholder, statutory pro-
ducer board, tax year

Compare: 1994 No 164 s CF 3(1)(ia), (j), (4)

CD 25 Qualifying amalgamations

An amount derived by an amal gamated company on aqualify-

ing amal gamation from an amal gamating company that ceases

to exist on the amalgamation is not a dividend if it merely

arises from—

(@ the amalgamated company acquiring property of the
amalgamating company; or

(b) the amalgamated company being relieved of an obliga-
tion owed to the amalgamating company.

Defined: amalgamated company, amalgamating company, amalgamation, amount, divi-
dend, qualifying amalgamation

Compare: 1994 No 164 s CF 5(a)

CD 26 Foreign investment fund income

An amount paid by a company to a person is not a dividend

if—

(@) at the time the person derives the amount, the person’s
interest in the company is an attributing interest (or
would have been if the company had not been liqui-
dated); and

(b) theperson calculatestheir FIF incomeor lossinrelation
to the interest and the period in which the amount is

101



Part C cl CD 26 Income Tax

paid under the comparative value method or the deemed
rate of return method.

Defined:  amount, attributing interest, company, comparative val ue method, deemed rate of
return method, dividend, FIF, FIF income, foreign investment fund, loss,
liquidation

Compare: 1994 No 164 s CF 3(1)(k)

CD 27 Group investment fund management fees
An amount paid out of a group investment fund to the trustee
of the fund for the benefit of an investor in the fund is not a

dividend if—
(8 itisappliedin paying a management fee to the trustee;
and

(b) the trustee is allowed a deduction for the fee under
section DV 8 (Group investment funds).
Defined:  amount, deduction, dividend, group investment fund, management fees, trustee

Compare: 1994 No 164 s CF 3(1)(ga)
Calculation rules

CD 28 General calculation rule for transfers of value

Difference in value
(1) The amount of a dividend that is a transfer of value from a
company to a person is calculated using the formula—

value from company — value from person.

Definition of itemsin formula

(2) Inthe formula,—

(@ valuefrom company isthe market value of the money
or money’s worth that the company provides to the
person:

(b) value from person—

(i) is the market value of the money or money’'s
worth (if any) that the person provides to the
company as consideration for the transfer; and

(i)  excludesany amount that ismerely attributableto
the holding or giving up of rights as a shareholder
in the company.

Relationship with sections CD 29 to CD 32
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©)

This section is overridden by sections CD 29 to CD 32.

Defined:  amount, company, dividend, shareholder, transfer of value

Compare: 1994 No 164 s CF 2(1)(c)—(e)

CD 29 Calculation of amount of dividend when property

D

e

©)

(4)

©)

made available

How this section applies
This section applies to determine the amount of a dividend
that arises under section CD 3 because a company makes prop-
erty available to a person.

Amounts calculated quarterly

The amount of the dividend is calculated for each quarter
during which the property is made available.

Date when amounts treated as paid

The amount of the dividend calculated for a quarter is treated
as being paid by the company to the person and as being
derived by the person 6 months after the end of the company’s
tax year. However, if the company gives notice to the share-
holder on an earlier date of the amount of the dividend for that
guarter, the amount istreated as being paid and derived on that
earlier date instead.

Using FBT rules

Unless the property made available is a loan, the amount of
the dividend for each quarter is the value of the fringe benefit
for that quarter calculated under the FBT rules as if—

(& making the property available were the provision of a
fringe benefit by the company to an employee in rela
tion to employment, despite anything in sections CX 8 to
CX 33 (which relate to fringe benefits); and

(b) the company were not to choose to pay fringe benefit
tax on an income year basis under section ND 14 (Pay-
ment of fringe benefit tax on income year basis for
shareholder-employees).

Using difference from benchmark rate

If the property made available is a loan, the amount of the
dividend for each quarter is the excess (if any) of interest,

103



Part C cl CD 29 Income Tax

(6)

(1)

)

104

calculated for the quarter on the basis of the daily balance of
the loan and the benchmark rate specified in subsections (6) to
(8), over the actual amount of interest accruing on the loan in
the quarter. However, the company may choose instead to
calculate the dividend as the excess of the benchmark interest
rate amount over the amount of income accruing to the com-
pany in the quarter calculated under the yield to maturity
method.

Benchmark rate: FBT rate for certain loans

For the purposes of subsection (5), the benchmark rate of

interest is the prescribed rate of interest (the rate generally

applicable under the FBT rules) if—

(@ al amounts payable to the company for the loan are
expressed in New Zealand dollars; and

(b) either the borrower is not acompany or, if the borrower
isanother company, the company making the loan noti-
fiesthe Commissioner that this subsectionisto apply to
the loan and the quarter.

Setting benchmark rate

For the purposes of subsection (5), the benchmark rateistherate

set by the Commissioner if—

(@ al amounts payable to the company in relation to the
loan are payable in a single currency other than New
Zealand dollars; and

(b) the Commissioner has set a benchmark rate for that
currency; and

(c) either the borrower isnot acompany or, if the borrower
is another company, the company making the loan noti-
fiesthe Commissioner that this subsectionisto apply to
the loan and the quarter.

Default benchmark rate

For the purposes of subsection (5), if neither subsection (6) nor (7)
applies, the benchmark rate of interest is a market rate deter-
mined at the end of the quarter for a loan made on the same
terms between persons at arm’s length.

Daily loan balance: certain repayments backdated
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(9)

(10)

(11)

For the purposes of subsection (5), in determining the daily
balance of aloan during a tax year, an amount repaid during
the tax year is treated as having been applied in repayment of
the loan at the start of the company’s tax year or, if later, the
day the loan was made, if—

(@ the amount is repaid by applying any salary, wages,
extra pay, dividends, or interest payable by the com-
pany to the borrower; and

(b) the amount payable by the company is income of the
borrower for the tax year or a previous tax year; and

(c) the amount payable by the company is payable without
any tax deduction under the PAYE rules, the RWT
rules, or the NRWT rules.

Daily loan balance: company nominating amount

Subject to subsection (9), for the purposes of subsection (5), the

daily balance of theloan for atax year istreated as being equal

to the notional balance chosen under subsection (11) by the

company making the loan if—

(@ the borrower is a company; and

(b) theloanisavariable principal debt instrument; and

(c) the company making the loan notifies the Commis-
sioner that this subsection applies for the loan and the
tax year; and

(d) theamount of the dividend calculated as aresult for the
loan, the borrower, and the tax year is no more than
30% greater or less than the amount that would be
calculated if this section did not apply.

Notional balance options

The notional balance referred to in subsection (10) is whichever

of the following is chosen by the company making the loan

and notified to the Commissioner:

(8 the average of the outstanding balances of the loan at
the end of each month in the company’s tax year:

(b) the average of—

(i)  the outstanding balance of the loan at the start of
the tax year or thefirst time during the tax year at
which the loan exists, whichever is later; and

(i)  the outstanding balance of the loan at the end of
the tax year or the last time during the tax year at
which the loan exists, whichever is earlier.
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Notice generally by tax returns

(12) Referencein thissection to acompany notifying the Commis-
sioner is areference to either—

@
(b)

anotice given to the Commissioner with the company’s
return of income for the relevant tax year; or

if no return is required, a notice given by the date on
which a return would be required to be filed for the tax
year if areturn had been required.

Attributed repatriation dividends

(13) No amount of dividend arises under section €D 3 as a result of
any difference between the interest (if any) payable by a
person to a CFC in an accounting period of the CFC under a
loan and the benchmark rate of interest specified in any of
subsections (6) to (8) if—

(@

(b)

the outstanding balance of the loan at the end of the
account period is taken into account under sections CD 36
to CD 42 in calculating the New Zeaand repatriation
amount of the CFC for the accounting period; and

as a result, the person derives a dividend under section
CD 13.

When loan disregarded

(14) Subsection (13) does not apply to the extent to which the loan is
aloan to which—

@
(b)

section CD 40(11) applies, meaning that the loan is disre-
garded for the accounting period; or

section CZ 11(4) (Transitional relief for calculation of
attributed repatriation dividends. 2 July 1992) applies,
meaning that the loan is effectively disregarded for the
accounting period.

Defined:  accounting period, amount, attributed repatriation, CFC, Commissioner, com-
pany, dividend, employee, extra pay, FBT rules, financial arrangement, fringe
benefit, fringe benefit tax, income, income year, interest, loan, New Zealand,
New Zealand repatriation amount, notice, NRWT rules, pay, PAYE rules, pre-
scribed rate of interest, quarter, return of income, RWT rules, shareholder, tax
deduction, tax year, variable principal debt instrument

Compare: 1994 No 164 s CF 2(11), (12), (19)
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CD 30 Adjustment if dividend recovered by company

D

)

©)

4)

(®)

When dividends recovered

If a company recovers a dividend from a shareholder under

section 56 of the Companies Act 1993 or an equivalent provi-

sion of foreign law, this section applies to the extent necessary
to ensure that—

(@ the recovered dividend and any attached imputation
credit or dividend withholding payment credit are disre-
garded for the purposes of this Act; and

(b)  the resulting refunds are made.

Amendment of assessments

Section 113A of the Tax Administration Act 1994 requires the
Commissioner to amend assessments if given notice of the
recovery.

Refunds

If the Commissioner is given notice of the recovery, the Com-

missioner must refund any relevant—

(& incometax, dividend withholding payment, or dividend
withholding payment penalty tax of the shareholder;
and

(b) non-resident withholding tax or resident withholding
tax of the company.

Relationship with sections MD 1 and NH 4

The refund is made despite sections MD 1 (Refund of excess
tax) and NH 4 (Refund for overpayment and to company in
loss), but subject to the other provisions of this Act.

Adjustments to accounts

A credit or debit (as applicable) arises as at the date of recov-

ery, and must be recorded in—

(& theimputation credit account of the company:

(b) if the shareholder is an imputation credit account com-
pany or dividend withholding payment account com-
pany, the imputation credit account or dividend with-
holding payment account of the shareholder.

Defined:  assessment, Commissioner, company, dividend, dividend withholding payment,

dividend withholding payment account, dividend withholding payment account
company, dividend withholding payment credit, dividend withholding payment
penaty tax, imputation credit, imputation credit account, imputation credit
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account company, income tax, non-resident withholding tax, notice, resident
withholding tax, shareholder

Compare: 1994 No 164 s CF 2(8)

CD 31 Adjustment if amount repaid later

When released debt repaid

(1) If the release by a company of a shareholder’s obligation to
pay money to the company has been treated as a dividend and
the released amount is later repaid to the company, this
section applies to the extent necessary to ensure that—
(@ thedividend isdisregarded for the purposes of this Act;

and

(b)  the resulting refunds are made.

When close company expenditure repaid

(2) If any expenditure of aclose company that shareholdersin the
company believed on reasonable grounds was only for the
benefit of the company is nevertheless a dividend and the
expenditureislater repaid to the company, this section applies
to the extent necessary to ensure that—
(@ thedividend isdisregarded for the purposes of this Act;

and

(b) the resulting refunds are made.

Amendment of assessments

(3) Section 113A of the Tax Administration Act 1994 requires the
Commissioner to amend assessments if given notice of the

repayment.

Refunds

(4) If the Commissioner is given notice of the repayment, the
Commissioner must refund any relevant tax of the
sharehol der.

Relationship with section MD 1

(5) Therefund is made despite section MD 1 (Refund of excesstax),
but subject to the other provisions of this Act.

Repayment of pre-1992 loans

(6)  Subsection (1) applies to the repayment of an amount treated as
adividend under section 4(1)(b) of the Income Tax Act 1976
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(asit applied before 1 April 1992 to give the Commissioner a
discretion to treat loans as dividends), asif the amount repaid
were a released amount that is repaid.

Defined:  amount, assessment, close company, Commissioner, company, dividend, notice,

shareholder, tax
Compare: 1994 No 164 s CF 2(9), (10)

CD 32 Adjustmentsif additional consideration paid

)

)

©)

4)

Differences from market value

If a dividend from a company arises because of a difference
between the market value of property provided by or to the
company and the consideration paid for it, the dividend is
disregarded for the purposes of this Act if the conditions in
subsections (2) to (4) are met.

Market value

The consideration paid must have been an amount that the
company considered was the market value, having taken rea-
sonable steps at the time of the transaction to ascertain a
market value.

Difference paid

The recipient of the dividend must have later paid to the

company—

(8 sufficient additional consideration to reflect the actual
market value of the property at the time; or

(b) a refund of any excess consideration paid by the
company.

Accounts adjusted

Any necessary adjustments must have been made to the
accounts of the company and the recipient for the additional
consideration or refund.

Defined:  amount, company, dividend

Compare: 1994 No 164 s CF 2(9A)
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CD 33 Available subscribed capital amount

D

)

©)

4)

110

Formula for calculating amount of available
subscribed capital

For a share (share€) in acompany at any relevant time (calcu-
lation time), the amount of available subscribed capital is
calculated using the formula—

1 July 1994 balance + subscriptions — returns.

Definition of itemsin formula

In the formula,—

(@ 1July 1994 balanceis—

(i) if the company existed before 1 July 1994, the
amount calculated under subsection (3); and
(i) inany other case, zero:

(b) subscriptions, subject to subsections (6) to (19), iSthe total
amount of consideration that the company received,
after 30 June 1994 and before the calculation time, for
the issue of shares of the same class (the class) as the
share:

(c) returns, subject to subsections (20) to (23), is the total
amount of consideration that the company paid, after 30
June 1994 and before the calculation time, on the can-
cellation of sharesin therelevant class and that was not
a dividend because of section CD 14 or CD 16 Or a corres-
ponding repealed provision.

1 July 1994 balance
The 1 July 1994 balance is calculated using the formula—

paid-up capital + premiums

al shares issued x 30 June 1994 shares.

Definition of itemsin formula

In the 1 July 1994 balance formula,—

(8 paid-up capital, subject to subsection (5) relating to
bonus issues, is the total amount of capital paid up
before 1 July 1994 for shares in the class:

(b) premiumsis the total amount of qualifying share pre-
mium paid to the company before 1 July 1994 for shares
in the class, but not including amounts applied before
1 July 1994 in paying up capital:
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(®)

(6)

(1)

(8)

(c) all sharesissued is the number of shares in the class
ever issued at the end of 30 June 1994:

(d) 30 June 1994 shares is the number of shares in the
class on issue at the end of 30 June 1994.

1 July 1994 balance: bonus issues after 30 Septem-
ber 1988

The capital amount included in calculating the 1 July 1994

amount does not include an amount paid up by way of abonus

issue made after 30 September 1988, unless—

(8 the bonus issue was a taxable bonus issue; or

(b)  the amount was paid up by application of an amount of
qualifying share premium.

Subscriptions amount: taxable bonus issues and
debt capitalisations

The subscriptions amount includes,—

(& inthecaseof abonusissuein lieu, the amount offered
as an dternative to the bonus issue; and

(b) inthe case of ataxable bonus issue that is not a bonus
issue in lieu, the amount of the dividend arising from
the taxable bonus issue; and

() in the case of shares issued on conversion of, or as
consideration for the release of, adebt claim against the
company, the amount of debt converted or released.

Subscriptions amount: non-taxable and exempt
bonus issues

The subscriptions amount does not include—

(@ anamount for abonusissueif neither subsection (6)(a) nor
(b) applies; or

(b) an amount for a taxable bonus issue made to a share-
holder to whom the bonus issue was exempt income
under section CW 9 (Dividend derived by company from
overseas) or CW 10 (Dividend within New Zealand
wholly-owned group) (or under a corresponding
repealed provision) except to the extent to which the
taxable bonus issue is fully credited.

Subscriptionsamount: reinvested exempt dividends
The subscriptions amount does not include—
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9)

(10)

112

@

(b)

an amount received by the company that is mainly

attributable, directly or indirectly, to the company pay-

ing a dividend to a shareholder,—

(i) if the dividend was exempt income of the share-
holder under section CW 9 (Dividend derived by
company from overseas) or CW 10 (Dividend
within New Zealand wholly-owned group) (or a
corresponding repealed provision); and

(if)  if the shareholder was not required to deduct an
amount of dividend withholding payment from
the dividend by section NH 1 (Liability to make
deduction in respect of foreign withholding pay-
ment dividend); and

(iii) to the extent to which the dividend is not fully
credited; or

an amount received by the company that is mainly
attributable, directly or indirectly, to the company pay-
ing a dividend at a time when the company is a con-
trolled foreign company to another controlled foreign
company (regardless of whether either company isresi-
dent in a grey list country).

Subscriptions amount: shar e-for-share exchanges
Subsection (10) applies if—

(@

(b)

(©

the company receives an amount, directly or indirectly,
for the issue of sharesin the class that isin the form of
shares in another company; and

immediately after the issue there are 1 or more persons
whose common voting interests (or common market
value interests), as defined in section 16 1(5) (Companies
included in group of companies), in the company and
the other company total 10% or greater; and

the receipt is not on an amalgamation.

Subscriptionsamount: no uplift for share-for-share
exchanges

If subsection (9) applies, the subscriptions amount does not
include the amount received to the extent to which it is more
than the total available subscribed capital per share, calculated
using the slice rule and calculated after deducting any ineligi-
ble capital amount described in subsections (13) and (14) of the
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(11)

(12)

(13)

sharesin the other company at the date on which theamount is
received.

Subscriptions amount: company share capital
reor ganisation

Subsection (12) applies if a company receives an amount for

the issue of shares in the class in the form of —

(@ a shareholder giving up rights of membership in the
company; or

(b) ashareholder giving up rights of membership in acom-
pany associated with the company or that is in sub-
stance the same company.

Subscriptions amount: no uplift for share capital
reor ganisation

If subsection (11) applies, the subscriptions amount does not

include the amount received to the extent to which it is more

than the total available subscribed capital per share of the

rights given up at the date they are given up, calculated—

(@ using the dlice rule; and

(b) after deducting any ineligible capital amount described
in subsections (13) and (14); and

(c) asif the rights given up were shares, if they are not
shares.

Subscriptions amount: when ineligible capital

arises

For the purposes of subsections (10) and (12), an ineligible capital

amount arises if—

(& acompany (acquiring company) issues sharesin con-
sideration for acquiring, directly or indirectly, sharesin
another company (acquired company); and

(b) the acquired company has issued shares in anticipation
of the shares being acquired by the acquiring company;
and

(c) those shares issued in anticipation are not a fully
credited taxable bonus issue; and

(d) theacquiring company paysan amount in consideration
for acquiring the shares in the acquired company in
addition to issuing shares in the acquiring company.

Subscriptions amount: amount of ineligible capital
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The ineligible capital amount is the lesser of—

(&8 the total of the available subscribed capital per share
calculated using the dlice rule of the shares in the
acquired company that is attributable to the shares
issued in anticipation (except to the extent to which the
sharesissued in anticipation are afully credited taxable
bonus issue); and

(b) thetotal additional amount paid by the acquiring com-
pany referred to in subsection (13)(d).

Subscriptions amount: amalgamated company

If the company is an amalgamated company that results from
an amalgamation under section 222(2) of the Companies Act
1993, the subscriptions amount—

(& includes an amount equal to the available subscribed
capital at the time of the amalgamation of all sharesin
the amalgamating companies of an equivalent class to
the class (not being shares held directly or indirectly by
an amalgamating company and not being shares in the
amalgamated company), as if the amount were consi-
deration received at the time of the amalgamation for
the issue of the amalgamated company’s shares; and

(b)  doesnot include any other amount for the agreement of
shareholders of an amalgamating company to the amal-
gamation and the resulting property acquisitions by the
amalgamated company.

Subscriptions amount: no double counting

The subscriptions amount does not include amounts included
in calculating the 1 July 1994 balance.

Subscriptions amount: treasury stock sales
excluded

The subscriptions amount does not include the amount of
consideration received by a company for disposing of a share
if the disposal is taken into account under section CD 17 to
determine that the amount paid by the company on a previous
share acquisition is not subject to section CD 17(4) to (6).

Subscriptions amount: superannuation fund’s
interest in GIF
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(18)

(19)

(20)

(21)

(22)

(23)

The subscriptions amount of acompany that isagroup invest-
ment fund includes the value of the interest of a superannua-
tion fund in the group investment fund at the end of 31 March
1999.

1 July 1994 and subscriptions amount: foreign cur-
rency conversions

If an amount of consideration that a company receives for the
issue of shares is payable in a foreign currency, the amount
paid is treated, for the purposes of this section, as if it were
converted into New Zealand currency at the calculation time.

Returns amount: on-market cancellations by
associate

If the acquisition of a share by an associate of the company is
treated under section ME 5(5) (Debits arising to imputation
credit account) asif it were an on-market cancellation by the
company, it is treated in the same way for the purposes of
calculating the returns amount.

Returns amount: recovered amounts

The returns amount does not include any amount recovered by
the company before the calculation time under section 56 of
the Companies Act 1993 or an equivalent provision of foreign
law.

Returnsamount: shares cancelled on amalgamation

If sharesin an amalgamated company held by an amalgamat-
ing company are cancelled on the amalgamation, the returns
amount included in calculating the available subscribed capi-
tal amount of a share in the amalgamated company that is of
the same class as the cancelled shares is increased by the
amount calculated using the formula—

cancelled shares x asc per share.

Definition of itemsin formula

In the formula,—

(@) cancelled sharesisthe number of cancelled shares:

(b) asc per share is the available subscribed capital per
share calculated under the dlice rule of each cancelled
share immediately before the amalgamation.
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Meaning of fully credited
(24) In this section, the part of adividend that is fully credited is
the part that is calculated using the formula—

actudl ratio
maximum ratio.

dividend excluding credits

Definition of itemsin formula

(25) Inthe formula—

(@ dividend excluding credits is the dividend excluding
any attached imputation credit or dividend withholding
payment credit:

(b) actual ratio is the total of the imputation ratio and
dividend withholding payment ratio of the dividend:

(c) maximum ratio is the maximum imputation ratio
specified in section ME 8(1) (Allocation rules for imputa-
tion credits).

Meaning of qualifying share premium
(26) Inthissection, qualifying share premium means an amount

of premium paid to a company for the issue of a share by the

company if—

(@ the amount was credited to a share premium account in
the company’s books; and

(b) the issue of shares was not in consideration for the
acquisition, directly or indirectly, of shares in another
company.

Defined:  amagamated company, amal gamating company, amalgamation, amount, associ-
ated person, available subscribed capital, bonusissue, bonusissuein lieu, cancel-
lation, common market value interest, common voting interest, company, con-
trolled foreign company, dividend, dividend withholding payment, dividend
withholding payment credit, dividend withholding payment ratio, exempt
income, fully credited, grey list, group investment fund, group of companies,
imputation credit, imputation ratio, New Zealand, non-taxable bonus issue, off-
market cancellation, on-market cancellation, qualifying share premium, share,
shareholder, shares of the same class, slice rule, superannuation fund, taxable
bonus issue

Compare: 1994 No 164 ssCF 3(2)(a), (14), CF 4, OB 1 *available subscribed capital”,
“fully credited”, “ineligible capital amount”, *“qualifying share premium”, “transi-
tional capital amount”
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CD 34 Auvailable capital distribution amount

Rules for calculating amount of available capital
distribution

(1) Forashare (the share) on theliquidation of the company, the
available capital distribution amount per share is calculated
using the formula—

capital gains + (capital property distributed - cost) - capital 10sses

(receipt - asc per share) total receipts - totdl asc per share.

Definition of items in formula

(2) Inthe formula—

(@ receipt istheamount received by the shareholder on the
liquidation for the share:

(b) asc per share is the available subscribed capital per
share calculated under the ordering rule for the share at
the time of the liquidation:

(c) capital gainsisthetotal of the capital gain availablefor
distribution to shareholdersin the company on the liqui-
dation, but excluding any gain occurring when the com-
pany distributes property to a shareholder on the
liquidation:

(d) capital property distributed is the total market value
of capital property of the company distributed to share-
holders on the liquidation:

(e) cost is the total cost to the company of the capital
property included in the capital property distributed
item:

(f) capital lossesisthe total of capital loss amounts of the
company arising in the 1992-93 or alater tax year, but
excluding any loss occurring when the company distrib-
utes property to shareholders on the liquidation:

(g) total receiptsis the total of all amounts received by
shareholders on the liquidation:

(h) total asc per share is the total of the available sub-
scribed capital per share calculated under the ordering
rule of al shares in the company at the time of the
liquidation.

Positive amounts
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Despite subsection (1), the available capital distribution amount
per share can never be negative.

When foreign company information inadequate

Despite subsection (1), the available capital distribution amount

is zero if—

(& the company is not resident in New Zealand; and

(b) the shareholder cannot obtain sufficient information to
calculate the actual available capital distribution
amount.

Capital gains amount: bonus issued capital gains

A capital gain amount is treated as still being available for

distribution to the extent to which—

(@ it has been applied to pay up a bonus issue made after
30 September 1988; and

(b) the bonus issue is a non-taxable bonus issue; and

(c) thebonusissued shareis till on issue at the time of the
company’s liquidation.

This subsection is overridden by subsection (6).

Capital gainsamount: capital gains before 1992-93

A capital gain amount derived before the 1992-93 tax year is
not available for distribution to the extent to which a capital
loss amount has arisen for the company in the tax year in
which the capital gain amount was derived or in a later tax
year before the 1992-93 tax year. Capital loss amounts are
offset against capital gain amounts in the chronological order
in which each arose and, to the extent offset, are then disre-
garded for the purposes of this subsection.

Capital gains amount: when capital gain amounts

arise

For the purposes of this section, a company derives a capital

gain amount if,—

(@) after 31 March 1988, it disposes of capital property for
an amount of consideration that is more than the cost of
the property to the company; the capital gain amount is
the excess; or
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(8)

9)

(10)

(11)

(b) after 31 March 1988, it receives agift and no part isthe
income of the company; the capital gain amount is the
amount of the gift; or

(c) an amount is derived by the company from another
company on liquidation of the other company that is
excluded from being a dividend as a result of section
€D 18(2)(b) and this section; or

(d) anamount isderived by the company that is attributable
to a revaluation of livestock in the 1992-93 or a later
tax year under section 86D of the Income Tax Act 1976
or section EC 11 (Vauation under herd scheme) or EC 15
(Herd livestock disposed of before values set); or

(e) the amount is described in section €Z 15(1) (Available
capital distribution amount: 1965 and 1985 to 1992).

Capital gains amount: amalgamated company

inheriting gain

An amalgamated company is treated as deriving a capital gain

amount at the time of the amalgamation equal to a capital gain

amount of an amalgamating company to the extent to which—

(8 theamalgamating company ceases to exist on the amal-
gamation; and

(b) the amalgamating company’s capital gain amount was
availablefor distribution at the time and was not distrib-
uted to anyone other than the amalgamated company.

Capital losses amount: when capital losses arise

For the purposes of this section, a company incurs a capital
loss if it disposes of capital property for an amount of consi-
deration less than the cost of the property to the company. The
capital loss amount is the deficit.

Related person transactions

No capital gain amount is derived or capital loss amount is
incurred by a company after 31 March 1988 on disposing of
property under an arrangement with a related person. This
subsection is overridden by subsection (11).

Close companies liquidations

Subsection (10) does not apply if—
(@ the company is a close company; and
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(b) therelated person is not a company; and
(c) thedisposal ison the liquidation of the company.

Reinvested exempt dividends

When acapital gain amount, a capital loss amount, or the cost
of capital property is determined, the cost of any shares sub-
scribed for by the company in another company does not
include any consideration for the subscribed shares that is
excluded from the available subscribed capital of the other
company under section CD 33(7)(b) or (8).

Amounts written up

When acapital gain amount, a capital loss amount, or the cost

of capital property is determined, the cost of the relevant

capital property isincreased to the extent to which—

(@ thevalue of the property iswritten up in the company’s
books; and

(b) because it was attributed to the write-up,—

(i)  anamount paid before 11 June 1965 istreated as
described in section €Z 15(2)(a) (Available capital
distribution amount: 1965 and 1985 to 1992); or

(i) anissue of ashare before 1 April 1988 is treated
as described in section €Z 15(2)(b) (Available capital
distribution amount: 1965 and 1985 to 1992).

Meaning of related person

In subsections (10) and (11), related person means a person
related to acompany (fir st company) because 1 of thefollow-
ing applies to the person and the company:

(@ the person owns, can control (directly or indirectly), or
has the right to acquire 20% or more of the first com-
pany’s ordinary shares; or

(b)  the person owns, can control (directly or indirectly), or
hastheright to acquire 20% or more of the voting rights
of shareholdersin the first company; or

(c) the person is a company and the first company owns,
can control (directly or indirectly), or has the right to
acquire 20% or more of the ordinary shares in the per-
son; or

(d) the person is a company and the first company owns,
can control (directly or indirectly), or has the right to
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(15

(16)

(€)

()
(¢)

(h)

acquire 20% or more of the voting rights of sharehold-
ers in the company; or

the person is a company and 20% or more of the shares
or voting rightsin the person are owned or controlled by
persons that also own, control, or have the right to
acquire 20% or more of the shares or voting rightsin the
first company; or

the person is a partner or co-venturer of the first com-
pany; or

the person isthe trustee of atrust and the first company,
or aperson who is arelated person of the first company
under this subsection, benefits or can benefit under the
trust (directly or indirectly); or

the person is a partnership and 1 or more persons, that
are related persons of the first company under this sub-
section, are entitled to 50% or more of the partnership’s
assets or profits or are able to control the partnership.

L ook-through relatives and nominees

For the purposes of subsection (14), a person is treated as hold-
ing anything held by—

(@
(b)
(©)
(d)

their spouse; or

their child; or

achild of their spouse; or
a spouse of their child.

L ook-through interposed companies

For the purposes of subsection (14)(e), if shares or voting rights
in a company are owned or controlled by another company, a
look-through approach must be applied. The look-through
approach requires that—

@
(b)

(©

the shares or voting rights are treated as if owned or
controlled by the shareholders in the other company:

if ashareholder in the other company isacompany, that
shareholder’s portion of the shares or voting rights are
treated as if owned or controlled by the shareholdersin
the shareholder company:

the approach is applied in the same way to any chain of
companies, whatever the length of the chain.

Meaning of capital property
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(17) Inthis section, capital property means property of the com-
pany that is not revenue account property.

Defined: amalgamated company, amalgamating company, amalgamation, amount, avail-
able capital distribution amount, available subscribed capital, bonusissue, capital
property, close company, company, deduction, dividend, income, income year,
liquidation, non-taxable bonus issue, ordering rule, related person, relative, resi-
dent in New Zealand, revenue account property, share, shareholder, tax year,
trustee

Compare: 1994 No 164 ss CF 3(2)(b), (6)—12), (14) “ excessreturn amount”, CF 5(b),
OB 1 “capital gain amount”

CFC attributed repatriation calculation rules

CD 35 When does a person have attributed repatriation from
a CFC?

General rule
(1) A person has an amount of attributed repatriation from a CFC

if—

(@) theperson has an income interest inthe CFC in 1 of the
CFC’s accounting periods; and

(b) the person’s income interest is 10% or more for the
accounting period, under sections EX 14 to EX 16 (which
relate to the 10% threshold); and

(c) theCFC hasaNew Zealand repatriation amount for the
accounting period, under sections CD 36 to CD 42.

Formula
(2) The amount of the person’s attributed repatriation for the
accounting period is calculated using the formula—

person’s income interest x New Zealand repatriation amount.

Defined:  accounting period, amount, attributed repatriation, CFC, income interest, New
Zealand repatriation amount

Compare: 1994 No 164 s CG 8(1)

CD 36 New Zealand repatriation amount

Formula
(1) The New Zealand repatriation amount of a CFC for an
accounting period is calculated using the formula—

closing New Zealand property — opening New Zealand
property.
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Definition of itemsin formula

In the formula,—

(@ closing New Zealand property is the amount of New
Zealand property of the CFC at the end of the account-
ing period calculated under the rules in sections CD 37 to
CD 41:

(b) opening New Zealand property isthe amount of New
Zealand property of the CFC at the start of the account-
ing period, calculated under the rulesin sections CD 37 to
CD 41.

Positive amounts
The New Zealand repatriation amount can never be negative.

CFC'’sunrepatriated income balance

The New Zealand repatriation amount can never exceed the
unrepatriated income balance of the CFC for the accounting
period, calculated under section CD 42.

Defined:  accounting period, amount, attributed repatriation, CFC, New Zealand repatria-

tion amount

Compare: 1994 No 164 s CG 8(2)

CD 37 New Zealand property amount

D

)

Formula
The amount of New Zealand property of a CFC at any timeis
calculated using the formula—

tangible property + associated party equity + associated party
debt.

Definition of itemsin formula

In the formula,—

(@ tangible property isthe total amount of tangible prop-
erty (including real property), measured at cost, held by
the CFC and situated in New Zealand:

(b) associated party equity isthe total amount of sharesor
options over shares, measured at cost, held by the CFC
in companies that are at the time both—

(i)  resident in New Zealand; and
(i) associated with the CFC:
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(c) associated party debt is the total amount of balances
outstanding, measured under section CD 40, but never
totalling less than zero, of al financia arrangements, to
which both—

(i) the CFC isaparty; and
(i) aNew Zealand resident associated with the CFC
a the time is a party.

Acquisitions from associates below market value

If the CFC acquires any property from a person who is associ-
ated (at the time of acquisition) with the CFC for acost that is
less than the market value of the property at the time, the cost
to the CFC of acquiring the property is treated as being equal
to the market value at the time (except to the extent to which 1
of the specific rules in sections CD 38 to CD 41 States otherwise).

Defined: amount, associated, CFC, company, financial arrangement, New Zealand resi-

dent, resident in New Zealand, share

Compare: 1994 No 164 s CG 8(3), (5), (14) “tangible property”

CD 38 Cost of tangible property

D

)
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Capital expenditure

The cost of any item of tangible property (except trading

stock) includes each of the following expenditures if no

deduction would have been allowed under this Act for it

(except for an amount of depreciation loss) had the CFC been

a New Zealand resident:

(@ theorigina purchase price of the property:

(b)  other expenditure incurred on purchasing the property:

(c) expenditure incurred before the relevant time in
improving the property:

(d) expenditure incurred before the relevant time in estab-
lishing or improving the CFC's legal right to the
property.

Outstanding third party funding

The cost of any item of tangible property isreduced (but not to

less than zero) by the balance outstanding at the time of aloan

to the extent to which—

(@ theloan is secured over the property; and

(b) the lender is not associated at the time with the CFC;
and
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©)

(4)

(c) the balance is attributable to expenditure on the prop-
erty included in the cost under subsection (1) (including
any refinancing of an amount that is attributable to such
expenditure).

Temporary New Zealand property

Subject to section CD 41(3) and (4), the amount of the tangible
property item in the formula in section CD 37(1) excludes the
cost of any property that is either—
(@ situatedin New Zealand for less than 365 daysin total;
or
(b) disposed of by the CFC—
(i) by the later of 364 days after its acquisition and
9 months after the end of the CFC’s accounting
period in which it was acquired; and
(i) toapersonthat iseither a New Zealand resident
or is not associated with the CFC at the time of
the cost measurement.

CFC’s business oper ations assets

The amount of the tangible property item in the formulain

section CD 37(1) excludes the cost of any property that is

acquired or used by the CFC in the course of carrying on a

substantial business that is not either—

(@ of the same nature as a business also carried on in New
Zedland at the time of the acquisition by a person that
is—

(i) aNew Zedand resident; and

(i) associated at the time with the CFC; and

(iif)  not acompany inwhich the CFC holds at thetime
shares that are excluded from the New Zeaand
repatriation measurement by section CD 39(1); or

(b) carried on solely or substantialy for the purpose of
defeating the application of section CD 13.

Defined: accounting period, associated person, attributed repatriation, business, CFC,

company, deduction, depreciation loss, New Zealand, New Zealand resident,
share, trading stock

Compare: 1994 No 164 s CG 8(6), (14) “qudlified transitory property”
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CD 39 Cost of associated party equity

D

)

Sharesin subsidiaries engaged in same business
The cost of associated party equity at any time excludes the
cost of shares or options over shares acquired in a company
if—
(@ the CFC and the company are awholly-owned group of
companies at the time; and
(b) the company carries on abusiness of the same nature as
a substantial business carried on by the CFC before the
acquisition; and
(c) the CFC (or another CFC associated with it at the time)
has a significant involvement in managing the com-
pany’s business; and
(d) neither the company’s business nor the CFC’ s business
is of the same nature as a business also carried on in
New Zealand at the time of the acquisition by a person
that is—
(i) aNew Zedand resident; and
(i) associated at the time with the CFC; and
(iif)  not acompany inwhich the CFC holds at thetime
shares that are excluded from the New Zealand
repatriation amount measurement by this sub-
section; and
(e) neither the company’s business nor the CFC’ s business
is carried on solely or substantially for the purpose of
defeating the application of section CD 13.

Currency conversions

If any shares or options are not denominated in New Zealand
dollars, the cost is calculated by converting the amount in the
relevant foreign currency at the rate of exchange applying on
the date the shares or options were acquired.

Defined: associated person, attributed repatriation, business, CFC, company, New
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Zeadland, New Zealand resident, New Zealand repatriation amount, share,
wholly-owned group of companies

Compare: 1994 No 164 s CG 8(7)
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CD 40 Outstanding balances of financial arrangements
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4)

(®)

(6)

()

Rules for attributed repatriation calculation only

The rulesin this section apply only for the purposes of calcu-
lating the amount of the associated party debt item in the
formula in section €D 37(1).

Balance: amounts due

The outstanding balance of afinancia arrangement to which
the CFC is a party is the amount due to or by the CFC under
the financial arrangement, whether or not payable at the time.

Calculation under CFC rules

The amount dueis calculated by applying section EX 21 (Branch
equivalent income or loss: calculation rules) and 1 of the
spreading methods under the financial arrangement rules as if
calculating the branch equivalent income or loss of the CFC.

Currency conversion

If the amount isnot duein New Zealand dollars, the amount is
converted by applying the exchange rate between the foreign
currency and New Zealand dollars that applies on the date the
financial arrangement is entered into.

All arrangements with same associate

In calculating the net outstanding balance of a financia
arrangement to which the CFC and an associated person are
parties, al financial arrangements entered into by those parties
are treated as a single financial arrangement, with outstanding
balances aggregated and netted off.

Short-term financial arrangements

No account is taken of a financial arrangement that, on the
date it is entered into, is reasonably expected to and does
mature within 365 days of the day on which it was entered
into.

Aggregation of consecutive or  successive
arrangements

For the purposes of subsection (6), if 2 or more consecutive or
successive financial arrangements may, having regard to the
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tenor of this section, fairly be regarded as 1 financial arrange-
ment, those financial arrangements are to be regarded as 1
financial arrangement.

Accruing amounts

For the purposes of subsections (6) and (10)(c)(i), an amount

accrued (including interest and discount on issue) on a finan-

cial arrangement is treated as—

(@ anew financial arrangement entered into on the date of
accrual; and

(b) having been paid only when previous accruals on the
financial arrangement have been paid.

Temporary adjustments

A temporary reduction or increase in the outstanding balance,
at the end of an accounting period of the CFC, of any financial
arrangement is disregarded if it has a purpose or effect of
defeating the application of section CD 13.

When financial arrangement matures within
5yearsor isremitted

Subsections (11) and (12) apply if—
(8 aCFCisparty to afinancial arrangement; and
(b) the outstanding balance of the financial arrangement
has been or, but for subsection (11), would be taken into
account in calculating the New Zealand repatriation
amount of the CFC for an accounting period; and
(c) either—
(i) thefinancia arrangement matures within 5 years
of the date on which it was entered into; or
(i)  anamount owing under the financial arrangement
is remitted or released and, as a result, a person
derives a dividend; and
(d) section €Z 11(4) (Transitional relief for calculation of
attributed repatriation dividends: 2 July 1992) does not
apply to the financial arrangement.

Retrospective exclusion of amounts

If a person with an income interest in the CFC notifies the
Commissioner in writing of the maturity or dividend, for the
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(12)

(13)

purposes of cal culating the dividend amount which the person

has derived under section €D 13 from the CFC,—

(8 the financial arrangement is disregarded, if subsection
(10)(c)(i) applies; or

(b) the amount remitted or released is disregarded, if sub-
section (10)(c)(ii) applies.

Amendment of assessments and refunds

In order to give effect to subsection (11), the Commissioner

must—

(8 amend any relevant assessment under section 113B of the
Tax Administration Act 1994; and

(b)  refund any income tax, dividend withholding payment,
dividend withholding payment penalty tax, or late pay-
ment penalty, despite section MD 1 (Refund of excesstax)
but otherwise subject to this Act.

Substitution of financial arrangements

For the purposes of subsection (10)(c)(i), a financial arrangement
(first financial arrangement) to which a CFC isaparty is not
treated as maturing within 5 years of the date on which it was
entered into if—

(@ on or after the date of maturity, another financial
arrangement (second financial arrangement) is
entered into by the CFC or a CFC associated with first
CFC at any time during the term of the second financial
arrangement; and

(b) the second financial arrangement is a substitute, in
whole or part, for the first financial arrangement; and

(c) the second financia arrangement was entered into with
a purpose of ensuring that subsections (11) and (12) apply.

Defined:  accounting period, amount, associated, attributed repatriation, branch equivaent

income, CFC, Commissioner, dividend, dividend withholding payment, dividend
withholding payment penalty tax, financial arrangement, income interest, income
tax, interest, loss, maturity, New Zealand, New Zealand repatriation amount,
year

Compare: 1994 No 164 ss CF 2(17), (18), CG 8(8)

CD 41 Property transfers between associated persons

1

Transfers between associated CFCs
Subsection (2) applies if—
(@ aCFC disposes of any property to another CFC; and
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(b) the first CFC held the property at the start of the
accounting period in which the disposa occurs; and

(c) the 2 CFCs are associated persons at the time of the
disposal.

Calculation as if property held by second CFC for
whole period

A person can choose to calculate their attributed repatriation
from both CFCs as if the disposal had occurred at the start of
each CFC’s accounting period in which the disposal in fact
occurs. The election is made by the person preparing their
return of income accordingly.

Transfers to non-residents with mismatching
accounting periods

Subsection (4) applies if—

(@ aCFC disposesof property to an associated person who
is not a New Zealand resident during an accounting
period (transfer period); and

(b) the CFC did not own the property at the end of the
previous accounting period; and

(c) the associated person has an accounting period that
endson alater date than the CFC’ stransfer period ends,
and

(d) the associated person holds the property at the end of
the CFC'’ s transfer period; and

(e) the associated person does not hold the property at the
end of its own accounting period in which the disposal
OCCuUrs.

Calculation asif CFC holding property at theend of
period

For the purposes of calculating the CFC’s New Zealand repa-
triation amount, it istreated asif it still held the property at the
end of the transfer period.

Defined:  accounting period, associated, attributed repatriation, CFC, New Zealand repatri-
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ation amount, New Zealand resident, return of income
Compare: 1994 No 164 s CG 8(4), (10)
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CD 42 Unrepatriated income balance

D

e

©)

Formula
The unrepatriated income balance of a CFC for an accounting
period is calculated using the formula—

shareholders' funds — available subscribed capital

— previous New Zealand repatriation amounts.

Definition of itemsin formula
In the formula,—

(@

(b)

(©)

shareholders fundsisthe total shareholders’ funds of

the CFC at the end of the accounting period, measured

under generally accepted accounting practice:
available subscribed capital is the CFC's available
subscribed capital at the end of the accounting period,
excluding any amount resulting from—

(i) abonus issue by the CFC derived by a person
who is not a resident of New Zealand; or

(i)  direct or indirect reinvestment of adistribution by
the CFC after 2 July 1992 to a person not resident
in New Zealand:

previous New Zealand repatriation amounts is the

total of any—

(i)  New Zedand repatriation amount of the CFC for
a previous accounting period, reduced under any
amended assessment under section CD 40(12); and

(i)  specified repatriation amount of the CFC for pre-
vious accounting period ending after 2 July 1992
and before the 200304 tax year calculated under
section CG 8 of the Income Tax Act 1994 as it
applied before the 2003-04 tax year and reduced
under any amended assessment under section
CF 2(17) of the Income Tax Act 1994 as it simi-

larly applied.

Positive amounts

The unrepatriated income balance can never be negative.

Defined:  accounting period, available subscribed capital, bonus issue, CFC, generaly
accepted accounting practice, income year, New Zealand, New Zealand repatria-
tion amount, resident of New Zealand, tax year

Compare: 1994 No 164 s CG 8(11)
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Prevention of double taxation

CD 43 Prevention of double taxation of share cancellation
dividends

Application of this section
(1) Thissection appliesif—

(8 aperson derives an amount from the cancellation of a

share in a company; and

(b) the amount is income of the person under 1 of the

following provisions (other rules):

(i)  section CB 1 (Amounts derived from business); or
(if)  section CB 2 (Carrying on or carrying out schemes

for profit); or

(iii) section CB 3 (Personal property acquired for pur-

pose of disposal); or

(iv) another provision of this Act outside this subpart.

Treatment of amount

(2) For the purposes of the other rules, the amount derived by the
person from the company is treated as if it were reduced (but
not below zero) by the amount of any dividend derived by the
person in relation to the cancellation (excluding any attached
imputation credit or dividend withholding payment credit).

Non-taxable dividends
(3) Subsection (2) does not apply to the extent to which—

(8 the dividend is exempt income of the person under
sections CW 9 to CW 11 (which relate to income from

equity); and

(b) section NH 1 (Liability to make deduction in respect of
foreign withholding payment dividend) does not
require the person to deduct a dividend withholding

payment from the dividend.

Subsection (3)(b): formula

(4) For the purposes of subsection (3)(b), the extent to which a
person is required to deduct dividend withholding payment is

calculated using the formula—

dividend withholding payment x tax rate.
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Definition of itemsin formula

In the formula,—

(@ dividend withholding payment is any dividend with-
holding payment that must be deducted from the divi-
dend under section NH 2(1) (Amount of dividend with-
holding payment to be deducted):

(b) taxrateisthe basic rate of income tax for companies,
expressed as a decimal, stated in schedule 1, part A,
clause 5 (Basic rates of income tax and specified super-
annuation contribution withholding tax), that applies
for the tax year in which the dividend is paid.

Relationship of dividend exclusions to other
provisions

Subject to subsection (2), the amount derived by the person
from the company may be income of the person despite the
fact that the amount is excluded from being a dividend by any
of sections CD 14 to CD 19.

Relationship with section FC 3
This section is overridden by section FC 3 (Share dealing).

Defined:  amount, basic rate, company, dividend, dividend withholding payment, dividend

withholding payment credit, exempt income, imputation credit, income, income
tax, share, tax year

Compare: 1994 No 164 s CF 2(15)

Subpart CE—Employee or contractor income

Index

Employment income

CE1 Amounts derived in connection with employment

CE2 Valueand timing of benefits under share purchase
agreements

CE 3 Restrictions on disposal of shares

CE 4 Adjustments to value of benefits under share purchase
agreements

Definitions

CE5 Meaning of expenditure on account of an employee

CE6 Meaning of share

CE7 Meaning of share purchase agreement

Attributed income

CE 8 Attributed income from personal services

133



PatCcl CE1 Income Tax

Restrictive covenants and exit inducement payments
CE9 Redtrictive covenants
CE 10 Exit inducements

Employment income

CE 1 Amountsderived in connection with employment
The following amounts or benefits that a person derives in
connection with their employment or service are income of

the person:
(@ sdary or wages or an alowance, bonus, extra pay, or
gratuity:

(b) expenditure on account of an employee that is expendi-
ture on account of the person:

(c) the market value of board that the person receives in
connection with their employment or service:

(d) abenefit received under a share purchase agreement:

(e) directors fees:

(f)  compensation for loss of employment or service:

(g) any other benefit in money.

Defined:  amount, expenditure on account of an employee, extra pay, income, salary or
wages, share purchase agreement

Compare: 1994 No 164 ss CH 3, OB 1 “monetary remuneration”

CE 2 Value and timing of benefits under share purchase
agreements

What this section does

(1) This section determines the value of a benefit that an
employee receives under a share purchase agreement and the
allocation of the benefit to a particular tax year. If restrictions
apply to the disposal of shares received under a share purchase
agreement, section CE 3 applies.

If employees acquire shares

(2) If an employee acquires shares under a share purchase agree-
ment, the value of the benefit to the employeeisthe amount by
which the value of the shareswhen they were acquired ismore
than the amount paid or payable for them. The employee
receives the benefit in the tax year in which they acquire the
shares.
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(4)

©)
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If employees dispose of rights to non-associates

If an employee disposes of their rights under a share purchase
agreement to a person who is not associated with them, the
value of the benefit is the consideration for the disposal of the
rights. The employee receives the benefit in the tax year in
which they dispose of the rights.

If associates acquire shares

If, following 1 or more transactions between associated per-
sons, an associated person acquires the shares under a share
purchase agreement, the value of the benefit is the difference
between the value of the shares on the date of acquisition by
the associated person and the amount paid or payable for
them. If the difference is negative, the value is zero. The
employee receives the benefit in the tax year in which the
associated person acquires the shares.

If associates dispose of rights to non-associates

If, following 1 or more transactions between associated per-
sons, a person who is not an associated person acquires the
rights under a share purchase agreement, the value of the
benefit is the consideration paid for that disposal. The
employee receives the benefit in the tax year in which the last
associated person disposes of the rights.

If sharestransferred when employees end employ-
ment or die

The value of the benefit is zero if a share purchase agreement
provides unconditionally that, when the employee ends their
employment or service or dies, the shares must be transferred
to the employer or to the person from whom they were
acquired, either without consideration or for a consideration
no more than that paid by the employee.

Benefits under approved schemes

The value of the benefit is zero if the benefit arises under a
share purchase scheme approved by the Commissioner under
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section DC 11 (Loans to employees under share purchase
schemes).

Defined:  amount, associated person, Commissioner, employee, employer, share, share

purchase agreement, share purchase scheme, tax year

Compare: 1994 No 164 s CH 2(2), (3) second proviso, third proviso

CE 3 Restrictions on disposal of shares

D

@
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Effect of restrictions

When the benefit to an employee under a share purchase
agreement is being valued, a restriction in the agreement on
the disposal of the shares is taken into account only if the
restriction ends at least 8 years after the end of the tax year in
which the employee receives the benefit or after the employee
dies.

If employees end employment before restriction
ends

If, in the circumstances described in subsection (1), the
employee ends their employment or service before the restric-
tion ends, all the shares must be transferred unconditionally to
the employer or the person from whom they were acquired
either for no consideration or for a consideration that is no
more than that paid by the employee.

If employees transfer shares under matrimonial
agreements

If a share purchase agreement does not restrict an employee
from transferring the shares under a matrimonial agreement,
but the disposal of the shares by the person to whom the shares
are transferred is restricted for a period that ends at least 8
years after the end of the tax year in which the employee
would otherwise have received the benefit or after the death of
the employee, then the restriction is treated as applying to the
employee.

Defined: employee, employer, matrimonial agreement, share, share purchase agreement,
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CE 4 Adjustmentsto value of benefits under share purchase

agreements

The Commissioner may adjust the value of a benefit under a

share purchase agreement at any time if the value has been

reduced because—

(@) arestriction under section GE 3(2) or (3) existed when the
employee disposed of the shares and was not taken into
account in valuing the benefit; or

(b) further consideration is required for the shares; or

(c) thesharesarereacquired either without consideration or
for a consideration no more than that paid by the
employee.

Defined: Commissioner, employee, share, share purchase agreement

Compare: 1994 No 164 s CH 2(4)

Definitions

CE 5 Meaning of expenditure on account of an employee

D

@

©)

Meaning
Expenditure on account of an employee means a payment
made by an employer relating to expenditure incurred by an
employee.

Inclusion

Expenditureon account of an employeeincludesapremium
that an employer pays on alife insurance policy taken out for
the benefit of the employee (or their spouse or their child).
This subsection is overridden by subsection (3)(f) to (i).

Exclusions

Expenditure on account of an employee does not include—

(@ expenditurefor the benefit of an employee or apayment
made to reimburse an employee under section CW 13
(Expenditure on account, and reimbursement, of
employees):

(b) analowancefor additional transport costs under section
cw 14 (Allowance for additional transport costs):

(c) expenses that an employee pays in connection with
their employment or service to the extent to which the
expenditure is their employer's liability, if the
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Defined:

(d)

(€)
()

(9)

(h)

employee undertakes to discharge the liability in consi-

deration of the making of the payment:

expenditure on an employment-related loan to which

the fringe benefit tax rules apply:

an employer’s superannuation contribution:

a premium that an employer pays on a life insurance

policy taken out for the benefit of the employee (or their

spouse or their child) if—

(i)  the premium cannot be refunded to, or converted
to cash by, the employee or an associated person;
and

(i)  theonly benefitsthat are payable under the policy
are those payable on the death of the employee
(or their spouse or their child) or those payable
because of accident, disease, or sickness of the
employee (or their spouse or their child):

a premium that an employer that is a close company

pays on alife insurance policy taken out for the benefit

of the employee (or their spouse or their child), to the
extent to which the expenditure is treated as a dividend
under subpart €D (Income from equity):

a premium that an employer pays on a life insurance

policy taken out for the benefit of the employee (or their

spouse or their child) if the policy is, or is part of, a

superannuation category 1 scheme, a superannuation

category 2 scheme, or a superannuation category 3

scheme:

a premium that an employer pays on a life insurance

policy taken out for the benefit of the employee (or their

spouse or their child) if the policy is held by or on

behalf of trustees of a superannuation category 3

scheme.

additional transport costs, associated person, close company, dividend,
employee, employer, employer's superannuation contribution, employment-
related loan, expenditure on account of an employee, fringe benefit tax rules, life
insurance policy, premium, superannuation category 1 scheme, superannuation
category 2 scheme, superannuation category 3 scheme, trustee

Compare: 1994 No 164 s OB 1 “expenditure on account of an employee”, * specified
fund”

CE 6 Meaning of share
In sections CE 2 to CE 4 and CE 7,—
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(b) shares are treated as having been acquired on the date
on which the right or option to buy them is exercised:

(c) if shares or rights are acquired or transferred under an
agreement by atrustee for the benefit of an employeeto
whom section CE 2 applies, the employee is treated as
having acquired or transferred the shares or rights.

Defined:  convertible note, share, trustee

Compare: 1994 No 164 s CH 2(5), (6), (8)

CE 7 Meaning of share purchase agreement

In sections CE 1(d) and CE 2 to CE 4, shar e purchase agreement
means an agreement to sell or issue sharesin acompany to an
employee who receives the benefit in connection with their
employment or service, although it is not necessary for an
employment relationship to exist when the employee receives
the benefit.

Defined:  company, employee, employment, share, share purchase agreement

Compare: 1994 No 164 s CH 2(1), (7)

Attributed income

CE 8 Attributed income from personal services

D
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When this section applies

This section applies when, under sections GC 14B to GC 14E
(which relate to the attribution rule), a person is required to
attribute an amount to another person.

Income

The amount attributed is income of the person to whom it is
attributed.

Timing of income

The amount is allocated to the income year in which it is
attributed.

Defined:  amount, income, income year

Compare: 1994 No 164 ssCD 7, EN 8
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Restrictive covenants and exit inducement payments

CE 9 Restrictive covenants

D
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(4)
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When this section applies

This section applies when—

(& aperson (person A) gives an undertaking that restricts,
or is intended to restrict, their ability to perform ser-
vices as an employee, office holder, or independent
contractor, whether or not the undertaking is legally
enforceable; and

(b) aperson, whether or not person A, derives an amount
for the undertaking.

Income
The amount is income of person A.

Exclusion

Subsection (2) does not apply if the following circumstances

exist:

(@ person A derives the amount because person A sells a
business to another person (person B); and

(b) person A and person B agree in writing that the transac-
tion is the sale of a business; and

(c) person A derives the amount as consideration for an
undertaking by person A not to provide goods or ser-
vices in competition with the goods or services that
person B provides from the business; and

(d) person A does not provide servicesto person B after the
sale of the business, other than temporarily providing
services incidental to the sale.

Sale of all sharesin company

For the purposes of subsection (3), the sale of a business
includes the sale of sharesin a company, but only if—
(@ thesdeisof al the sharesin the company; and
(b) the company—
(i) carries on a business; or
(i)  directly or indirectly wholly owns another com-
pany that carries on a business.
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M odifications to subsection (3) when subsection (4)

applies

When subsection (4) applies,—

(8 thewords‘“person A sellsabusiness’ in subsection (3)(a)
mean that person A may sell the business or a company
associated with person A may sell the business:

(b) thewords “person A and person B agree” in subsection
(3)(b) mean that person A may agree with person B or a
company associated with person A may agree with per-
son B:

(c) thewords‘“person B” in subsection (3)(c) and (d) mean the
company that carries on the business, whether the com-
pany referred to in subsection (4)(b)(i) or the company
referred to in subsection (4)(b)(ii).

Sale of part of business

For the purposes of subsection (3), the sale of a business
includes the sale of part of a business, if the part can be
operated separately.

Defined:  amount, associated person, business, company, employee, income, share

Compare: 1994 No 164 sCHA 1

CE 10 Exit inducements

An amount is income of a person if they derive it for—
(@ theloss of avocation; or

(b) theloss of aposition; or

(c) leaving a position; or

(d) loss of status.

Defined:  amount, income

Compare: 1994 No 164 s CHA 2

Subpart CF—Income from living allowances,
compensation, and government grants

Index

CF1 Benefits, pensions, compensation, and government grants
CF2 Remission of specified suspensory loans
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CF 1 Ben€fits, pensions, compensation, and gover nment
grants

Income
(1) The following amounts are income:
(& an accident compensation payment:
(b) an education grant:
(c) anincome-tested benefit:
(d) aliving alone payment:
(60 aNew Zealand superannuation payment:
(f) apenson:
(g aveteran's pension.

Some definitions
(2) Inthis section,—

accident compensation payment means 1 or more of the

following:
(8 apayment under the Accident Compensation Act 1982
of earnings-related compensation that is not recovered
or recoverable by, or refunded to, to the chief executive
of the department currently responsible for administer-
ing the Socia Security Act 1964:
(b) apayment under section 80(4) of the Accident Com-
pensation Act 1982 that is not recovered or recoverable
by, or refunded to, to the chief executive of the depart-
ment currently responsible for administering the Social
Security Act 1964
(c) a payment of any of the following kinds under the
Accident Rehabilitation and Compensation Insurance
Act 1992, none of which is recovered or recoverable:
(i)  compensation for loss of earnings under any of
sections 38, 39, and 43; or

(i) a vocational rehabilitation allowance under
section 25; or

(ili) compensation for loss of potential earning capa-
city under section 45 or 46; or

(iv) weekly compensation under any of sections 58,
59, and 60; or

(v) continued compensation under section 138:

(d) apayment under the Accident Insurance Act 1998 of
weekly compensation that is not recovered or
recoverable:

142



Income Tax Part C cl CF 2

(e) apayment under a policy of personal accident or sick-
ness insurance under section 188(1)(a) of the Accident
Insurance Act 1998 (as it was immediately before its
repeal by section 7 of the Accident Insurance Amend-
ment Act 2000) of compensation for loss of earnings or
loss of potential earning capacity as it relates to work-
related personal injury:

(f) apayment under the Injury Prevention, Rehabilitation,
and Compensation Act 2001 by the Corporation of
weekly compensation that is not recovered or recover-
able under section 248 of that Act

education grant means a basic grant or an independent cir-

cumstances grant under regul ations made under section 303 of

the Education Act 1989

pension—

(& includes a gratuitous payment made to a person in
return for servicesthat the person (or their parent, child,
spouse, former spouse, or dependant) provided to the
payer when the payment would not have been made if
the services had not been provided; and

(b) doesnot include a payment made to the person because
of, and within 1 year after, the death of that parent,
child, spouse, former spouse, or dependant.

Defined: accident compensation payment, amount, chief executive of the department

currently responsible for administering the Social Security Act 1964, education
grant, income, income-tested benefit, living alone payment, New Zealand super-
annuation, pension, veteran's pension, year

Compare: 1994 No 164 sCC 1

CF 2 Remission of specified suspensory loans

1

e

When this section applies

This section applies when a public authority—

(@ grantsaloan to a person for a business that the person
carries on; and

(b) designates the loan as a specified suspensory |oan.

Income

An amount remitted on the specified suspensory loan is
income of the person.

Timing of income
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(3 Theamount is alocated in equal parts to the income year of
remission and the following 2 income years. However, the
person may choose to allocate some or all of the amount in the
following 2 income years to a previous income year that is
1 of the 3 income years.

Business ceasing
(4) If the person ceases to carry on the business for which the
specified suspensory loan was granted, an amount remitted
that is alocated to a later income year is allocated to the
income year in which the person ceases business.
Defined:  amount, business, income, income year, public authority
Compare: 1994 No 164 sDC 2

Subpart CG—Recoveries

Index
CG1 Amount of depreciation recovery income
CG 2 Remitted amounts
CG 3 Bad debt repayment
CG4 Recovered expenditure or loss
CG5 Recoveries or receipts by employers from superannuation
schemes

CG 6 Receipts from insurance or other compensation for trading
stock

CG 1 Amount of depreciation recovery income
An amount of depreciation recovery income that a person has
is income of the person.

Defined:  amount, depreciation recovery income, income

CG 2 Remitted amounts

When this section applies
(1) This section applies when—
(@ apersonisalowed adeductionfor anincome year of an
amount that the person is liable to pay; and
(b) the person’sliability for the amount is later remitted or
cancelled, wholly or partly; and
(c) theremission or cancellation is not a dividend; and

144



Income Tax Part Ccl CG 4

@

©)

(4)

(d) the person is not required to calculate a base price
adjustment by section EW 35 (\When calculation of base
price adjustment required).

Income

The amount to which the remission or cancellation appliesis
income of the person.

Timing of income

The income is allocated to the income year in which the
remission or cancellation occurs.

How remission or cancellation occurs

Remission or cancellation occurs, for the purposes of this

section, in 1 of the following ways:

(@ aliability isremitted to the extent to which the personis
discharged from it without fully adequate consideration
in money or money’s worth:

(b) aliability is cancelled to the extent to which the person
isreleased from it under the Insolvency Act 1967 or the
Companies Act 1993 or the laws of a country or terri-
tory other than New Zealand:

(c) aliability is cancelled to the extent to which the person
is released from it by a deed or agreement of composi-
tion with the person’s creditors:

(d) aliability is cancelled to the extent to which it isirre-
coverable or unenforceable through lapse of time.

Defined:  amount, deduction, dividend, income, income year, New Zealand

Compare: 1994 No 164 ss CE 4(1), (2), |E 1(4)(d)

CG 3 Bad debt repayment

An amount received by a person for a bad debt for which the
person has been allowed a deduction is income of the person.

Defined:  amount, deduction, income

Compare: 1994 No 164 s CE 1(1)(d)

CG 4 Recovered expenditure or loss

D

When this section applies
This section applies when—
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(@ apersonisallowed adeduction for expenditure or 10ss,
and

(b) the person recovers some or al of the expenditure or
loss, whether through insurance, indemnity, or other-
wise; and

(c) the amount recovered, to the extent of the deduction, is
not income of the person under any other provision of
this Act.

Income

The amount recovered, to the extent of the deduction, is
income of the person.

Timing of income

The income is allocated to the income year in which the
amount is recovered.
Defined:  amount, deduction, income year

Compare: 1994 No 164 ss DJ 1(c), DJ5(2), DJ 7, DJ 8(1), DL 1(6), (12), DL 4

CG 5 Recoveriesor receipts by employers from
superannuation schemes

D

e
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When this section applies
This section applies when—

(@ anemployer makes an employer’ s superannuation con-
tribution to a superannuation scheme for their
employee's benefit; and

(b) the employer is allowed a deduction for the contribu-
tion; and

(c) the employer—

(i)  recovers the contribution from the superannua-
tion scheme; or

(if)  receives a benefit in money or money’s worth
from the superannuation scheme, other than an
amount paid to the employer under the schemein
return for contributions made by or on behalf of
the employer in a persona capacity.

Income

The amount recovered or received is, to the extent of the
deduction, income of the employer.
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Timing of income

The income is allocated to the income year in which the
amount is recovered or received.

Defined:  amount, deduction, employee, employer, employer’s superannuation contribu-

tion, income, income year, superannuation scheme
Compare: 1994 No 164 s DF 3(3), (4)

CG 6 Receipts from insurance or other compensation for

D

@

©)

trading stock

When this section applies

This section applies when a person receives an amount of

insurance or other compensation for the loss or destruction of,

or damage to,—

(@ trading stock:

(b) anything acquired, manufactured, or produced for a
purpose ancillary to a business of manufacturing or
producing goods for sale or exchange.

Income

The part of the insurance or other compensation that is attribu-

table to the asset is income if—

(@ the person is alowed a deduction in a tax year for the
cost of the asset; and

(b) thededuction is not for an amount of depreciation |oss.

Timing of income

The income is allocated to the income year in which the
amount is received.

Defined:  amount, business, deduction, depreciation loss, income, income year, tax year,

timber, trading stock
Compare: 1994 No 164 s EE 19
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Subpart CH—Adjustments

Index

Matching rules: revenue account property, prepayments, and deferred
payments
CH 1 Trading stock, livestock, and excepted financial arrangements
CH 2 Adjustment for prepayments
CH 3  Adjustment for deferred payment of employment income

Change to accounting practice
CH 4  Adjustment for change to accounting practice

GST adjustments
CH5 GST adjustments

Matching rules: revenue account property, prepayments,
and deferred payments

CH 1 Trading stock, livestock, and excepted financial
arrangements

When this section applies
(1) This section applies when—
(& aperson—
(i) hasabusinessthat has trading stock or livestock;
or
(i) holds excepted financial arrangements that are
revenue account property; and
(b) section EA 1 (Trading stock, livestock, and excepted
financial arrangements) applies.

Income
(2) Theadjustment calculated under section EA 1(2) (Trading stock,
livestock, and excepted financia arrangements) is income of

the person for the income year.

Defined:  business, excepted financial arrangement, income, income year, revenue account
property, trading stock

Compare: 1994 No 164 s EE 2(4)
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CH 2 Adjustment for prepayments

D

)

When this section applies

This section applies when a person has, under section EA 3
(Prepayments), an unexpired amount of expenditure at the end
of an income year.

Income
The unexpired amount isincome of the person for the income
year.

Defined:  amount, income, income year

Compare: 1994 No 164 s EF 1(1)(b)

CH 3 Adjustment for deferred payment of employment

D

@

income

When this section applies

This section applies when a person has, under section EA 4
(Deferred payment of employment income), an unpaid
amount of expenditure on employment income that is to be
treated as income for an income year.

Income

The unpaid amount is income of the person for the income
year.

Defined:  amount, employment income, income, income year

Compare: 1994 No 164 s EF 1(1)(b)

Change to accounting practice

CH 4 Adjustment for change to accounting practice

D

When this section applies

This section applies when a person has, under section EG 2(2)(a)
or (3)(a) (Adjustment for changes to accounting practice), an
amount owing to them or an amount owed by them as quanti-
fied in those paragraphs.

Income
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(2)  An amount quantified and allocated under section EG 2(2)(a) or
(3)a) (Adjustment for changes to accounting practice) is
income of the person.

Defined: amount, income

Compare: 1994 No 164 seC 1
GST adjustments

CH 5 GST adjustments

Income

(1)  An amount calculated under sections 21F and 21G of the
Goods and Services Tax Act 1985 relating to the application
of goods and services is income of a person.

Exclusion
(2) This section does not apply to an amount that relates to the
application of a capital asset other than for the purposes of
deriving income.
Defined: amount, income
Compare: 1994 No 164 s ED 4(3)(b), (g)

Subpart CQ—Attributed income from foreign equity

Index

Attributed controlled foreign company income
CQ1 Attributed controlled foreign company income
CQ 2 When attributed CFC income arises
CQ 3 Cadeculation of attributed CFC income

Foreign investment fund income
CQ4 Foreign investment fund income
CQ5 When FIF income arises
CQ 6 Cadculation of FIF income
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Attributed controlled foreign company income

CQ 1 Attributed controlled foreign company income
Attributed CFC income of a person isincome.
Defined:  attributed CFC income, income

Compare: 1994 No 164 s CG 1(a)

CQ 2 When attributed CFC income arises

)

@

General rule
A person has attributed CFC income from aforeign company
in an income year if al the following apply:

(@

(b)
(©)

(d)
(€)

()

(9)

the foreign company isa CFC at any time during 1 of its
accounting periods, under sections EX 1 to EX 7 (which
relate to the definition of a controlled foreign
company):

the accounting period ends during the income year:
the person has an income interest in the foreign com-
pany for the accounting period, under sections EX 8 to
EX 13 (which relate to calculating a person’s income
interest):

the personisaNew Zealand resident at any time during
the accounting period:

the person’s income interest is 10% or more for the
accounting period, under sections EX 14 to EX 16 (which
relate to the 10% threshol d):

the CFC has branch equivalent income for the account-
ing period under section EX 21 (Branch equivaent
income or loss: calculation rules) or the special rule in
section EX 19 (Taxable distribution from non-qualifying
trust) applies because the CFC getsadistribution from a
non-qualifying trust:

the CFC is not an unqualified grey list CFC for the
accounting period, under section EX 22 (Unqualified grey
list CFCs).

Special rule: branch equivalent FIF with taxable
distribution

A person also has attributed CFC income if section EX 43(5)
(Branch equivalent method) applies because—

(@

the person has an attributing interest in a FIF; and
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©)

(4)

(b) the person is using the branch equivalent method to
calculate FIF income; and

(c) theFIF receivesataxabledistribution from anon-quali-
fying trust.

Treated as derived while person New Zealand
resident

Attributed CFC income of a person who has ceased to be a
New Zealand resident is treated as being derived while the
person was a New Zealand resident.

Dividend income can arise

A person with an income interest of 10% or more in a CFC
can aso have dividend income under section €D 13 (Attributed
repatriations from controlled foreign companies) to the extent
to which any attributed repatriation is calculated for the per-
son and the CFC under sections CD 35 to CD 42 (which relate to
CFC attributed repatriation calculation rules).

Defined: accounting period, attributed CFC income, attributed repatriation, attributing

interest, branch equivalent income, branch equivalent method, CFC, distribution,
dividend, FIF, FIF income, foreign company, grey list, income, income interest,
income year, New Zeaand resident, non-qualifying trust, taxable distribution

Compare: 1994 No 164 ss CG 6(1), CG 7(1), (6), CG 13(1), CG 21(2)(a)

CQ 3 Calculation of attributed CFC income

The amount of attributed CFC income is calculated under the
rulesin sections EX 18 to EX 20 (which relate to the calcul ation of
attributed CFC income or 10ss).

Defined: amount, attributed CFC income

Foreign investment fund income

CQ 4 Foreign investment fund income

FIF income of a person is income.

Defined: FIF income, income

Compare: 1994 No 164 s CG 1(b)

CQ 5 When FIF income arises

1
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@

(b)

(©

(d)

(€)

(f)

at any time in the year, the person has—

(i) rightsinaforeign company, or aforeign superan-
nuation scheme, or an entity listed in schedule 4,
part B (Foreign investment funds); or

(i)  rights under a life insurance policy issued by a
non-resident:

at that time, therights are an attributing interest in aFIF

under sections EX 30 (Attributing interests in FIFs) and

EX 31 (Direct income interests in FIFs):

at that time, the rights are not exempt from being an

attributing interest in a FIF under any of—

(i) the CFC rules exemption in section EX 32 (CFC
rules exemption):

(i) the grey list exemption in section EX 33 (Grey list
exemption):

(iii) theforeign exchange control exemption in section
EX 34 (Foreign exchange control exemption):

(iv) theimmigrant’s 4 year exemption in section EX 35
(Immigrant’s 4 year exemption):

(v) the immigrant’s accrued superannuation entitle-
ment exemption in section EX 36 (Immigrant’s
exemption  for  accrued  superannuation
entitlement):

(vi) the non-resident’s annuity or pension exemption
in section EX 37 (Exemption for non-resident’s
pension or annuity):

if the person is a natural person and not acting as a
trustee, the total cost (calculated under section EX 56
(Measurement of cost)) of attributing interests in FIFs
that the person holds at any time during the year when
the person is a New Zealand resident is more than
$50,000:
the personisaNew Zealand resident at any time during
the year and the person held the attributing interest at
that time;
under the relevant calculation method chosen by the
person, an income amount is calculated for the year
under sections EX 38 to EX 45 (which relate to the calcula-
tion of FIF income or |oss), EX 48 (Top-up FIF income:
deemed rate of return method), or EX49 (Top-up FIF
income: 1 April 1993 uplift interests).
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)

©)

4)

L ook-through calculation methods

Despite subsection (1), if the calculation method is the account-

ing profits method or branch equivalent method,—

(@ FIF income arises in the income year only if the rele-
vant accounting period of the FIF ends during the year;
and

(b) the tests in subsection (1)(a), (b), (c), and (e) are applied on
the basis that references in subsection (1)(a), (b), (c), and (e)
to any timein the year are read asreferencesto any time
in the relevant accounting period.

Special rule: CFC with FIF interest

A person with an income interest of 10% or more in a CFC
can aso have FIF income in an income year under the special
rule in section EX 46 (Additional FIF income or loss if CFC
owns FIF), which applies when the CFC has an attributing
interest in a FIF (whether or not the CFC is an unqualified
grey list CFC under section EX 22 (Unqualified grey list CFCs)).

Treated as derived while person New Zealand
resident

FIF income of a person who has ceased to be a New Zealand
resident is treated as being derived while the person was a
New Zealand resident.

Defined: accounting period, accounting profits method, amount, attributing interest,

branch equivalent method, calculation method, CFC, FIF, FIF income, foreign
company, foreign superannuation scheme, grey list, income, income interest,
income year, life insurance policy, New Zealand resident, non-resident, trustee

Compare: 1994 No 164 ss CG 7(5), CG 15(1), (2), CG 16(2), (5)

CQ 6 Calculation of FIF income

The amount of any FIF income is calculated, using the rele-
vant calculation method, under sections EX 42 to EX 49 (which
relate to the calculation of FIF income or |0ss).

Defined: amount, calculation method, FIF income
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Subpart CR—Income from life insurance

Index
CR1 Income of life insurer
CR2 Amount of income of life insurer

CR 1 Income of lifeinsurer

Income: premium loading
(1) Thepremium loading that alife insurer has in an income year
isincome of the life insurer for the income year.

Income: mortality profit

(2) Themortality profit that alifeinsurer hasin an incomeyear is
income of the life insurer for the income year.

Income: discontinuance pr ofit

(3 The discontinuance profit that alife insurer has in an income
year is income of the life insurer for the income year.

Income: policyholder income

(4) The policyholder income that a life insurer has in an income
year isincome of the life insurer for the income year.

Income: disposal amount

(5) Anamount that a life insurer derives from disposing of any
property of their life insurance business is income of the life
insurer.

Defined:  amount, business, discontinuance profit, income, income year, life insurance, life
insurer, mortality profit, policyholder income, premium loading, property

Compare: 1994 No 164 ss CM 5(1), CM 6(1), CM 7(1), CM 10, CM 15(3)

CR 2 Amount of income of life insurer

Premium loading

(1) Thepremium loading that alife insurer hasin an income year
is quantified under sections EY 14 to EY 23 (which relate to
premium loading).
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)

©)

(4)

©)

Mortality profit

The mortality profit that alifeinsurer hasin an incomeyear is
guantified under sections EY 24 to EY 33 (which relate to mortal -
ity profit).

Discontinuance pr ofit

The discontinuance profit that a life insurer has in an income
year is quantified under sections EY 34 to EY 40 (which relate to
discontinuance profit).

Policyholder income

The policyholder income that a life insurer has in an income
year is quantified under sections EY 41 to EY 44 (which relate to
policyholder income).

Disposal of property

The amount of income that alife insurer derives from dispos-
ing of any property of their life insurance business is quanti-
fied under section EY 45 (Income from disposal of property).

Defined:  amount, business, discontinuance profit, income, income year, lifeinsurance, life

insurer, mortality profit, policyholder income, premium loading, property

Subpart CS—Superannuation funds

Index
Withd

rawals
CS1 Withdrawals

Exclusions

156

CS2 Exclusions of withdrawals of various kinds

CS3  Exclusion of withdrawal on grounds of hardship

CS4  Exclusion of withdrawal to settle division of relationship
property

CS5 Exclusion of withdrawal paid as annuity or pension

CS6  Exclusion of withdrawal on partia retirement

CS7  Exclusion of withdrawal when member ends employment

CS8  Exclusion of withdrawal when member ends employment:
lock-in rule

CS9 Exclusion of withdrawal from defined benefit fund when
member ends employment

CS10 When member treated as not ending employment
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Transfers to or from superannuation funds and superannuation schemes

CS11 Transfer by superannuation fund to another superannuation

fund

CS 12 Transfer from superannuation scheme to superannuation fund

CS 13 Investment by superannuation fund in another superannuation
fund

Treatment of amounts when superannuation fund becomes superannuation
scheme or vice versa

CS 14 Superannuation fund becomes superannuation scheme
CS 15 Superannuation fund becomes foreign superannuation scheme
CS 16 Superannuation scheme becomes superannuation fund

Treatment of distributions when superannuation fund wound up

CS 17 Superannuation fund wound up

Withdrawals

CS 1 Withdrawals

D

@

©)

When this section applies

This section applies when awithdrawal is made from a super-
annuation fund, if al the following apply:

(@ thefund is either—

(i)  afund towhichthe member’semployer has made
specified superannuation contributions for the
member’ s benefit; or

(i) afund that has received a transfer from another
superannuation fund for the member; and

(b) the withdrawal is related to the member’s membership
of the fund; and

(c) the application of this section to the withdrawal is not
excluded by any of sections CS 2 to CS 9.

Income
Part of the withdrawal is income of the superannuation fund.
The part that is income is calculated using the formula—

0.05 x withdrawal
tax rate.

Definition of itemsin formula
The items in the formula are defined in subsections (4) and (5).
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(4)

©)

(6)

(1)

Withdrawal

Withdrawal is 1 of the following:

(@ if part of the withdrawal consists of some or al of the
employer’ s contributions to superannuation savings and
the trustee of the superannuation fund can establish the
amount of the part, withdrawal is the withdrawn
amount of the employer’s contributions to superannua-
tion savings.

(b) inany other case, withdrawal is—

(i)  the money withdrawn from the superannuation
fund; or

(i)  if money is not withdrawn, the market value of
the withdrawal on the date of the withdrawal.

Tax rate

Tax rateisthebasic rate of incometax stated in schedule 1, part
A, clause 4 (Basic rates of income tax and specified superan-
nuation contribution withholding tax).

Reduction of income

The superannuation fund may reduce the income by 25% for

each tax year to which both the following apply:

(8 thetax year is1 of the 4 tax years before the tax year in
which the withdrawal is made; and

(b) inthetax year, thetota of the member’ staxableincome
and the employer’s specified superannuation contribu-
tions to the fund for the member’s benefit is less than
$60,000.

Timing of income

The income is allocated as follows:

(@ if the superannuation fund is wound up or becomes a
foreign superannuation scheme, the income is allocated
to the tax year in which the withdrawal is made:

(b) inany other case, theincomeisallocated to the tax year
following the tax year in which the withdrawal is made.

Defined:  amount, employer, employer’s contributions to superannuation savings, foreign
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superannuation scheme, income, income tax, member, specified superannuation
contribution, superannuation fund, tax year, taxable income, trustee, withdrawal

Compare: 1994 No 164 ssCL 4, EN 6
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Exclusions

CS 2 Exclusions of withdrawals of various kinds

D

)

©)

(4)

Withdrawal of member’s contributions
Section CS 1 does not apply to a withdrawal of a member's
contributions.

Withdrawal of employer’s contributions

Section €S 1 applies to a withdrawal of the employer’s contri-

butions to superannuation savings for amember’ s benefit only

if—

(@ the employer increases the level of the employer's
specified superannuation contributions on and after
1 April 2000, as compared with the level in the last pay
period ending before 1 April 2000; and

(b) the employer does not come within any of subsection
(3)(a) to (c).

I ncrease not treated as such

An employer who increasesthe level of specified superannua-

tion contributions is treated as not doing so—

(@ to the extent to which the employer increases the level
by making additional specified superannuation contri-
butions for the member’s benefit to compensate for
underpaying specified superannuation contributions for
the member’ s benefit; or

(b) if theincreaseis required by atrust deed or a contract,
or an amendment to a trust deed or a contract, and the
requirement existed before 1 April 2000; or

(c) if the level of specified superannuation contributions
does not change as a percentage of salary as between
the level on and after 1 April 2000 and the level in the
last pay period ending before 1 April 2000.

Superannuation fund administration costs

Section CS 1 does not apply to a withdrawal for fees and
expenses associated with the management and marketing of
the superannuation fund.

Life, health, sickness, or accident insurance
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(5) Section €S 1 does not apply to—

(@ a withdrawal for the payment of premiums for life,
health, sickness, or accident insurance held by or on
behalf of amember of the superannuation fund, whether
the insurance is group insurance or individua insur-
ance; or

(b) awithdrawal to pay an amount claimed under insurance
described in paragraph (a).

Transfer between funds

(6) Section CS 1 does not apply to awithdrawal that takes the form
of adirect transfer of an amount from a superannuation fund
to another superannuation fund.

Transfer from wound-up fund

(7)  Section CS 1 does not apply to awithdrawal that takes the form
of a direct transfer to another superannuation fund of an
amount from a superannuation fund that is wound up.

Amount in fund on certain dates

(8 section CS 1 does not apply to a withdrawal of an amount, or
earnings on it, that is in the superannuation fund either—
(@ onthefund' sbalance date that precedes 1 April 2000, if
a trustee of the fund calculates the amount in the fund
on the balance date; or
(b) at the close of business on 31 March 2000, in any other
case.

Interpretation of subsection (8)

(9) For the purposes of subsection (8),—

(& the amount that is in the superannuation fund is calcu-
lated according to market value:

(b) an amount in a superannuation fund includes specified
superannuation contributions received after the fund's
balance date that precedes 1 April 2000 or 31 March
2000, as applicable, if the contributions relate to a pay
period ending on or before the fund’s balance date or
31 March 2000, as applicable.

Defined:  amount, employer, employer’s contributions to superannuation savings, life
insurance, member, member’s contribution, pay, pay period, premium, specified
superannuation contribution, superannuation fund, trustee, withdrawal

Compare: 1994 No 164 ssCL 3, CL 21
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CS 3 Exclusion of withdrawal on grounds of hardship

D

)

Significant financial hardship

Section CS 1 does not apply to a withdrawal to the extent to
which the withdrawal is necessary to aleviate significant
financia hardship.

Meaning of significant financial hardship

In this section, significant financial har dship includes signif-

icant financial difficulties that arise because of—

(& amember’ sinability to meet minimum living expenses,
or

(b) amember’sinability to carry out their usual occupation
because of their temporary or permanent illness, injury,
or disability; or

(c0 amember’sinability to meet mortgage repayments on
their principal family residence resulting in the mortga-
gee seeking to enforce the mortgage on the residence; or

(d) thecost of modifying aresidence to meet special needs
arising from a disability of a member or a member’s
dependant; or

(e) thecost of medical treatment for anillnessor injury of a
member or a member’s dependant; or

(f)  the cost of palliative care for a member or a member’s
dependant; or

() thecost of afuneral for a deceased member or a mem-
ber’s deceased dependant.

Defined:  member, mortgage, significant financial hardship, withdrawal

Compare: 1994 No 164 sCL 5

CS 4 Exclusion of withdrawal to settle division of relationship

property

Section CS 1 does not apply to a withdrawal to the extent to

which the withdrawal is necessary to settle the division of

relationship property under the Property (Relationships) Act

1976—

(@ on the ending of the marriage of a husband and wife,
“ending” having the meaning given to it by section
2A(2) of the Act; or
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(b) on the ending of the de facto relationship of de facto
partners, “ending” having the meaning given to it by
section 2D(4) of the Act.

Defined:  withdrawal

Compare: 1994 No 164 sCL 6

CS 5 Exclusion of withdrawal paid as annuity or pension
Section €S 1 does not apply to a withdrawal if the amount
withdrawn is—

(@  usedto buy anannuity that is payablefor life or over 10
or more years; or
(b) payable as an annuity for life or over 10 or more years,
or
(c) payable as apension for life or over 10 or more years.
Defined:  amount, pay, withdrawal, year

Compare: 1994 No 164 sCL 7

CS 6 Exclusion of withdrawal on partial retirement

Partial retirement
(1) Section CS 1 does not apply to a withdrawa made on or after

the date on which amember partially retires, if, on the date the

withdrawal is made,—

(& the member is employed for 30 hours per week or less,
and

(b) the member has reduced their working hours because
they are nearing full retirement; and

(c) the member stops contributing to the superannuation
fund; and

(d) the member’'s employer stops making specified super-
annuation contributions to the superannuation fund for
the member’ s benefit; and

(e) the member gives a notice as described in subsection (2)
to the trustees of the superannuation fund.

Notice

(2) The member’'s notice to the trustees of the superannuation
fund must—
() state that the member does not intend to increase their
hours in paid employment in the future; and
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©)

(b) state that the member’s employer understands that the
member’s hours in paid employment will not increase
in the future; and

(c) be signed by the employer to acknowledge that the
employer’s understanding is as described in paragraph
(b).

Later withdrawals

A member who makes a withdrawal after giving notice as
required by subsection (2) is not required to give notice for each
later withdrawal if their intention has not changed.

Defined:  employer, member, notice, specified superannuation contribution, superannua-

tion fund, trustee, withdrawal
Compare: 1994 No 164 sCL 12

CS 7 Exclusion of withdrawal when member ends

D

e

©)

employment

Ending employment because of injury, disability, or

death

Section €S 1 does not apply to a withdrawal made on or after
the date on which a member ends their employment with an
employer if the member ends their employment because the
member is injured or disabled or dies.

Ending employment of 2 years or more

Section €S 1 does not apply to a withdrawal made in the
circumstances described in subsections (3) and (4) and at thetime
described in subsection (5).

Circumstances for purposes of subsection (2)

For the purposes of subsection (2), the circumstances are—

(& amember is employed for 2 years or more; and

(b) ineach of the 2 tax years ending on or before the date on
which the member ends their employment, the specified
superannuation contributions the employer makes in
the tax year for the member’s benefit—

(i) are150% or more of the specified superannuation
contributions made in the previous tax year but
are treated as not being so, in a case described in
subsection (4); or
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(i) arenot 150% or more of the specified superannu-
ation contributions made in the previous tax year,
in any other case; and

(c) inthetax year in which the member ends their employ-
ment, the annualised specified superannuation contribu-
tions the employer makes in the tax year for the mem-
ber’s benefit—

(i) are150% or more of the specified superannuation
contributions made in the previous tax year but
are treated as not being so, in a case described in
subsection (4); or

(i)  arenot 150% or more of the specified superannu-
ation contributions made in the previous tax year,
in any other case.

Cases treated as coming within subsection (3)

(4) For the purposes of subsection (3), specified superannuation
contributions to a superannuation fund that are 150% or more
of the specified superannuation contributions made in the
previous tax year are treated as not being so—

(a8 to the extent to which the employer increases the level
by making additional specified superannuation contri-
butions for the member’s benefit to compensate for
underpaying specified superannuation contributions for
the member’ s benefit; or

(b) if the increase occurs before 1 April 2000; or

(c) if theincreaseisrequired by atrust deed or a contract,
or an amendment to a trust deed or a contract, and the
requirement existed before 1 April 2000; or

(d) if the employer starts making specified superannuation
contributions for a member’s benefit under a contract,
or an amendment to a contract, that was signed before
1 April 2000; or

(e) if the level of specified superannuation contributions
does not change as a percentage of salary as between
the level on and after 1 April 2000 and the level in the
last pay period ending before 1 April 2000.

Time for purposes of subsection (2)

(5) For the purposes of subsection (2), the times are—
(@ on or after the date on which a member ends their
employment with an employer; or
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(6)

()

(b) shortly before the date on which the member ends their
employment, in anticipation of the member’s ending
their employment.

Ending employment in any other case

If a withdrawal is made on or after the date on which a
member ends their employment with an employer and the
application of section €S 1 is not excluded by subsection (1) or (2),
section CS 1 applies only to the withdrawal of an amount equal
to the employer’s contributions to superannuation savings
calculated for the period starting on thefirst day of thetax year
that starts 2 tax years before the date on which the member
ends their employment and ending on the date of withdrawal.

What is not ending employment

Section CS 10 describes a case in which a member is treated as
not ending their employment for the purposes of this section.

Defined:  amount, employer, employer’ s contributions to superannuation savings, member,

pay period, specified superannuation contribution, superannuation fund, tax year,
withdrawal

Compare: 1994 No 164 s CL 8(1)—(6)

CS 8 Exclusion of withdrawal when member ends

D

e

employment: lock-in rule

Deferral of withdrawal

Section €S 1 does not apply to a withdrawa of an amount
made 2 years after the date on which a member ends their
employment with an employer if, when the member endstheir
employment, the member defers the withdrawal for 2 years
after the date of ending their employment.

What is not ending employment

Section CS 10 describes a case in which a member is treated as
not ending their employment for the purposes of this section.

Defined:  amount, employer, member, withdrawal, year

Compare: 1994 No 164 sCL 9
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CS 9 Exclusion of withdrawal from defined benefit fund when
member ends employment

Defined benefit fund
(1) Section €S 1 does not apply to a withdrawal made from a
defined benefit fund—

(@ on or after the date on which a member ends their
employment with an employer, irrespective of the
member’ s length of service; or

(b) shortly before the date on which a member ends their
employment with an employer, in anticipation of the
member’ s ending their employment, irrespective of the
member’ s length of service.

What is not ending employment

(2) Ssection €S 10 describes a case in which a member is treated as
not ending their employment for the purposes of this section.
Defined:  defined benefit fund, employer, member, withdrawal

Compare: 1994 No 164 s CL 10(1)

CS 10 When member treated as not ending employment

When this section applies
(1) This section applies for the purposes of sections CS 7, CS 8, and
CS 9.

Transfer to related employer

(2) A member istreated as not ending their employment with an
employer (employer A) if the member transfers from
employer A to another employer (employer B) and
employer B is arelated employer of employer A.

Related employer
(3) Employer B isarelated employer of employer A if employer

B—
() istreated as a separate employer from employer A; and
(b) is—

(i) abranch or division of employer A; or
(i) associated with employer A.
Defined:  associated person, employer, member
Compare: 1994 No 164 sCL 11
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Transfersto or from superannuation funds and
superannuation schemes

CS 11 Transfer by superannuation fund to another

D

@

©)

4)

superannuation fund

Notification of nature of amount transferred

An amount transferred by a superannuation fund (transferor

fund) to another superannuation fund (transferee fund)

retains its nature in the transferee fund if—

(@ thetransferee fund is not a defined benefit fund; and

(b) the trustees of the transferor fund, the member’s past
employer, or the member's present employer give
notice to the transferee fund of the nature of the amount
transferred.

No notification of nature of amount transferred

If the trustees of the transferor fund, the member’'s past
employer, or the member’s present employer do not give
notice to the transferee fund of the nature of the amount
transferred, the amount transferred is treated as being, in the
transferee fund, the employer’s contributions to superannua-
tion savings.

Notification of nature of amounts transferred to
defined benefit fund

Amountsto which section €S 2(1) or (8) apply that are transferred
by a superannuation fund to a defined benefit fund retain their
nature in the defined benefit fund if the trustees of the superan-
nuation fund give notice to the defined benefit fund of the
nature of the amounts.

No notification of nature of amountstransferred to
defined benefit fund

If the trustees of the superannuation fund do not give notice to
the defined benefit fund of the nature of the amounts to which
section CS 2(1) or (8) apply, section €S 1 applies to the amount
transferred when it is withdrawn from the defined benefit fund
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unless the application of section €S 1 is excluded by any of
sections CS 2 to CS 9.

Defined:  amount, defined benefit fund, employer, employer’ s contributions to superannua-
tion savings, member, notice, notify, superannuation fund, trustee

Compare: 1994 No 164 sCL 14

CS 12 Transfer from superannuation scheme to
superannuation fund
An amount transferred directly from a superannuation scheme
to a superannuation fund is treated as being, in the superannu-
ation fund, the member’s contribution.

Defined:  amount, member’s contribution, superannuation fund, superannuation scheme

Compare: 1994 No 164 sCL 15

CS 13 Investment by superannuation fund in another
superannuation fund

Superannuation fund investing in another superan-
nuation fund
(1) If asuperannuation fund (superannuation fund A) isamem-

ber of another superannuation fund (superannuation fund

B)—

(@ superannuation fund A’s investment in superannuation
fund B is not a transfer; and

(b) a withdrawa of an amount related to superannuation
fund A’s investment in superannuation fund B is not a
transfer; and

(c) awithdrawal of an amount related to superannuation
fund A’s investment in superannuation fund B is not a
withdrawal to which section €S 2 applies.

Superannuation fund investing in superannuation

scheme
(2) If asuperannuation fund is a member of a superannuation
scheme,—
(@ the fund's investment in the scheme is not a transfer;
and
(b) awithdrawal by the fund related to the investment is not
atransfer.

Defined:  amount, member, superannuation fund, superannuation scheme, withdrawal
Compare: 1994 No 164 s CL 16
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Treatment of amounts when superannuation fund becomes
superannuation scheme or vice versa

CS 14 Superannuation fund becomes superannuation scheme

Effect of change
(1) If asuperannuation fund becomes a superannuation scheme,
other than a foreign superannuation scheme,—
(@ anamount inthe fund at the time it becomes a superan-
nuation scheme retains its nature; and
(b) the following sections apply to a withdrawal from the
superannuation scheme as if the scheme were a super-
annuation fund:
(i)  sections CS 1 to CS 17, EZ 26 (\Withdrawals on or
between 14 and 30 September 2000 from late
balance date superannuation funds), and NEA 1
(Recovery of tax paid by superannuation fund);
and
(i) sections 32A, 32B, and 32C of the Tax Adminis-
tration Act 1994.

Market value of amounts

(2) Theamount in the superannuation fund at the time it becomes
a superannuation scheme is calculated according to market
value.

Defined:  amount, foreign superannuation scheme, superannuation fund, superannuation
scheme, withdrawal

Compare: 1994 No 164 s CL 17

CS 15 Superannuation fund becomes foreign superannuation
scheme
If a superannuation fund becomes a foreign superannuation
scheme, every amount in the superannuation fund istreated as
if it had been withdrawn immediately before the fund became
aforeign superannuation scheme.

Defined:  amount, foreign superannuation scheme, superannuation fund

Compare: 1994 No 164 s CL 18

CS 16 Superannuation scheme becomes superannuation fund
If a superannuation scheme becomes a superannuation fund,
every amount in the superannuation scheme at the time it
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becomes a superannuation fund istreated as being amember’s
contribution to the superannuation fund.
Defined:  amount, member’s contribution, superannuation fund, superannuation scheme

Compare: 1994 No 164 s CL 19

Treatment of distributions when superannuation fund
wound up

CS 17 Superannuation fund wound up
When a superannuation fund is wound up, a distribution
related to a member's membership is treated as being a
withdrawal.

Defined: member, superannuation fund, withdrawal

Compare: 1994 No 164 s CL 20

Subpart CT—Income from petroleum mining

Index

CT 1 Disposa of exploratory material or petroleum mining asset

CT 2 Damage to assets

CT 3 Exploratory well used for commercia production

CT 4  Partnership interests and disposal of part of asset

CT5 Petroleum mining operations outside New Zealand
Definitions

CT 6 Meaning of petroleum miner

CT 7 Meaning of petroleum mining asset

CT 1 Disposal of exploratory material or petroleum mining
asset

Income: disposal of exploratory material
(1) Theconsideration that a petroleum miner derivesfrom dispos-
ing of exploratory material isincome of the petroleum miner.

Income: disposal of petroleum mining asset

(2) Theconsideration that a petroleum miner derivesfrom dispos-
ing of a petroleum mining asset is income of the petroleum
miner.
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Relationship with section CX 38

(3 Thissection is overridden by section CX 38 (Farm-out arrange-
ments for petroleum mining).

Defined:  consideration, disposal, exploratory material, farm-out arrangement, income,
petroleum miner, petroleum mining asset

Compare: 1994 No 164 sCJ 3

CT 2 Damage to assets
The consideration that a petroleum miner derives for damage
to an asset of the kind described in section CT 7(1)(b) is income
of the petroleum miner.

Defined:  consideration, income, petroleum miner

Compare: 1994 No 164 sCJ5

CT 3 Exploratory well used for commercial production

When this section applies

(1) Thissection applies when a petroleum miner uses an explora-
tory well for commercia production of petroleum, whether or
not the well has been sealed and abandoned previously.

Income

(2) An amount equal to the amount of expenditure described in
subsection (3) is treated as income of the petroleum miner.

Exploratory well expenditure

(3) The expenditure is exploratory well expenditure to which all

the following apply:

(& it is directly attributable to drilling or acquiring the
exploratory well; and

(b)  the petroleum miner or aholder of apreviousinterestin
the well is or has been allowed a deduction for it as
petroleum exploration expenditure; and

(c) itisincurredin relation to the permit held currently by
the petroleum miner, or a previous permit surrendered
in exchange for the permit currently held under section
32(3) of the Crown Minerals Act 1991.

Timing of income

(4) Theamount is allocated to the income year in which commer-
cial production from the well starts.
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(®)

Part interest

If the petroleum miner has a part interest in the exploratory
well when that well is first used for commercia production,
the amount of expenditure treated asincome under this section
must bear the same proportion to the exploratory well expen-
diture specified in subsection (3) as that part interest bearsto al
interests in the well.

Defined:  amount, commercia production, deduction, exploratory well, exploratory well

expenditure, income, income year, permit, petroleum, petroleum exploration
expenditure, petroleum miner, seal and abandonment

Compare: 1994 No 164 s DM 1(9)(a)

CT 4 Partnership interests and disposal of part of asset

In this subpart, and in sections CX 37 and CX 38 (which relate to
petroleum mining) and CZ 7 (Disposal of ownership interestsin
controlled petroleum mining entities before 3 December
2001), unless the context requires otherwise—

(@) a partner is treated as having a share or interest in a
petroleum permit or other property of a partnership to
the extent of ther interest in the income of the
partnership:

(b) references to the disposal of an asset apply equally to
the disposal of part of an asset.

Defined:  disposal, petroleum permit

Compare: 1994 No 164 ssDM 9, DM 10

CT 5 Petroleum mining oper ations outside New Zealand

This subpart, and sections CX 37 and CX 38 (which relate to

petroleum mining) and CZ 7 (Disposal of ownership interestsin

controlled petroleum mining entities before 3 December

2001), apply, with any necessary modifications, to a petro-

leumn miner who undertakes petroleum mining operations that

are—

(@ outside New Zealand and undertaken through a branch
or a controlled foreign company; and

(b) substantialy the same as the petroleum mining activi-
ties governed by this Act.

Defined:  controlled foreign company, New Zealand, petroleum miner, petroleum mining
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Definitions

CT 6 Meaning of petroleum miner

D

)

©)

4)

M eaning

Petroleum miner means a person who undertakes an activity
described in subsection (3) in a permit areafor which the person
has a petroleum permit.

Exclusion

Petroleum miner does not include a person who undertakes

an activity described in subsection (3) for consideration that is

not in the form of, or contingent on,—

(@ the production of petroleum from the permit area; or

(b)  profits from the production of petroleum from the per-
mit area; or

(c) an interest or aright to an interest in the petroleum
permit.

Activities: inclusions

The activities are those carried out in connection with—

(8 prospecting or exploring for petroleum:

(b) developing a permit area for producing petroleum:

(c) producing petroleum:

(d) processing, storing, or transmitting petroleum before its
dispatch to a buyer, consumer, processor, refinery, or
user:

(e) remova or restoration operations.

Activities: exclusions

The activities do not include the further treatment (other than
treatment at the production facilities) of crude oil, condensate,
or natural gas, after the well stream has been separated and
stabilised into those substances,—

(& by liguefaction or compression; or

(b) for the extraction of constituent products; or

(c) for the production of derivative products.

Defined: consideration, natural gas, permit area, petroleum, petroleum miner, petroleum

permit, removal or restoration operations

Compare: 1994 No 164 s OB 1 “development operations”, “further processing”,
“ petroleum miner”
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CT 7 Meaning of petroleum mining asset

Meaning
(1) Petroleum mining asset means—
(8 apetroleum permit:
(b) an asset that—
(i) isacquired by a petroleum miner for the purpose
of carrying on an activity described in subsection
(3) in a permit area or areas; and
(i) hasan estimated useful life that depends on, and
is no longer than, the remaining life of the petro-
leum permit for the area or areas:
(c) ashareor partial interest in an asset described in para-
graph (a) or (b).

Exclusion
(2) Petroleum mining asset does not include land.

Activities: inclusions
(3 The activities are those carried out in connection with—

(8 developing a permit area for producing petroleum:

(b)  producing petroleum:

(c) processing, storing, or transmitting petroleum before its
dispatch to a buyer, consumer, processor, refinery, or
user:

(d) remova or restoration operations.

Activities: exclusions

(4) Theactivities do not include the further treatment (other than
treatment at the production facilities) of crude oil, condensate,
or natural gas, after the well stream has been separated and
stabilised into those substances,—

(@ by liguefaction or compression; or
(b) for the extraction of constituent products; or
(c) for the production of derivative products.

Defined: land, natural gas, permit area, petroleum, petroleum miner, petroleum mining
asset, petroleum permit, removal or restoration operations

Compare: 1994 No 164 s OB 1 “development operations”’, “further processing”,
“permit specific asset”, “ petroleum mining asset”
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Subpart CU—Income from mineral mining

Index

Introductory provision

Cul

Mining company’s 2 kinds of income

Income from mining

Cu 2
Cu3
Cu4
CUu5
CUG6

Cu7
Cu 8
Cuo9
CU 10

CuU 11
CU 12
CU 13
CU 14
CU 15
CU 16
CuU 17
CU 18

CU 19

CU 20
Definitions
CuU 21
CuU 22
CuU 23
Cu 24
CU 25
CU 26
CuU 27
CuU 28

Mining company that processes or manufactures

Disposal of assets

Compensation for lost, destroyed, or damaged assets
Compensation and scrap payment: income from mining
Compensation and scrap payment: use to replace or repair
asset

Compensation and scrap payment: not income from mining
Compensation and scrap payment: more than expenditure
Previous deduction for income appropriated

Mining asset used to derive income other than income from
mining

Meaning of asset for sections CU 3 to CU 10

Resident mining operators

Non-resident mining operators

Recovery of reinvestment profit on disposal of mining shares
Recovery of reinvestment profit not used for mining purposes
Recovery of reinvestment profit on repayment of loans
Repayment by mining company of amount written off
Amount treated as repayment for purposes of section CU 17:
excess

Amount treated as repayment for purposes of section CU 17:
net income

Mining company or mining holding company liquidated

Income from mining

Mining company

Mining development expenditure
Mining exploration expenditure
Mining operations

Mining venture

Resident mining operator

Other definitions
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I ntroductory provision

CU 1 Mining company’s 2 kinds of income

Income derived by a mining company is either income from
mining or income other than income from mining.

Defined:  income, income from mining, mining company

Compare: 1994 No 164 s DN 1(2)

I ncome from mining

CU 2 Mining company that processes or manufactures

D

@

©)
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When this section applies
This section applies when—
(& amining company—
(i)  obtains specified minerals from its mining opera-
tions; or
(i)  through a combination of its mining operations
and its associated mining operations, brings
specified minerals to the stage at which they are
ready to be processed or used in a manufacturing
operation; and
(b) the company produces products by processing the
specified minerals or using them in a manufacturing
operation; and
(c) the company disposes of the products.

Income classified

For theincome year in which the mining company disposes of
the products, the Commissioner must classify the mining
company’s income from the disposal as income from mining
or income other than income from mining. The Commissioner
must classify theincome by apportioning it under subsection (3)
or by making a decision under subsection (4).

Apportionment

In apportioning the income, the Commissioner must make an
appropriate apportionment of the value of the stock of pro-
ducts on hand at the start and end of the income year and must
take into account the matters the Commissioner considers
relevant and appropriate, including—
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(b)

the capital employed, or the expenditure or losses
incurred, in the mining operations, associated mining
operations, and processing of the specified minerals or
the use of the specified minerals in a manufacturing
operation:

the extent of the steps involved in the mining opera-
tions, associated mining operations, and processing of
the specified minerals or the use of the specified miner-
als in a manufacturing operation.

Decision
(4) In making a decision, the Commissioner must take into
account the amount that would have been—

(@

(b)

the value received or receivable for the specified miner-
alsif they had been disposed of in the income year to a
wholly independent person in the state in which they
resulted from the mining operations or the combination
of mining operations and associated mining operations,
and

the value of the products on hand at the end of the
income year if the specified minerals from which they
came had been valued for the purposes of subpart EB
(Valuation of trading stock (including dealer’'s live-
stock)) in the state in which they resulted from the
mining operations or the combination of mining opera-
tions and associated mining operations.

Defined:  amount, associated mining operations, Commissioner, income, income from
mining, income year, mining company, mining operations, specified mineral

Compare: 1994 No 164 s DN 1(4)

CU 3 Disposal of assets

When this section applies
(1) This section applies when—

(@

(b)

a mining company acquires an asset, including mining
prospecting information or a mining or prospecting
right, by incurring mining exploration expenditure or
mining development expenditure; and

the company, whether or not still a mining company,
disposes of the asset.

Exclusion
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This section does not apply when—

(& amining company acquires an asset, including mining
prospecting information or a mining or prospecting
right, by incurring mining exploration expenditure or
mining development expenditure; and

(b) the company, whether or not still a mining company,
passes the ownership of the asset to another person; and

(c) thepassing of ownership isnot because the asset is sold
to the other person; and

(d) the company does not receive, and is not entitled to
receive, consideration for the passing of ownership; and

(e) the company and the other person deal with each other
over the passing of ownership at arm’s length, even if
they are associated persons at a time relevant to the
passing of ownership.

Consideration

Subsections (4) to (8) describe the consideration that the com-
pany istreated as receiving for the asset and the consideration
that the person who acquired the asset from the company is
treated as giving for it.

Consideration in various cases

The consideration is,—

(8 inacase other than one described in any of subsections
(5) to (8), the consideration that the company derives
from the disposal of the asset:

(b) inthe case described in subsection (5), the consideration
specified in the subsection for the disposal of the asset:

() inthe case described in subsection (6), the consideration
specified in the subsection for the disposal of the asset:

(d) inthe case described in subsection (7), the consideration
specified in subsection (8) for the disposal of the asset.

Consideration other than in cash

If someor al of the consideration for the disposal is other than
cash, and the disposal is not to an associated person, the
consideration that is not in cash has the value agreed between
the company and the person to whom the asset is disposed of .
If the company and the person do not agree, or if the Commis-
sioner considers that the value agreed is unreasonable, the
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consideration that is not in cash has the value that the Com-
missioner decides.

Disposal to associated person

(6) If thedisposal isto an associated person, the consideration for
the disposal is the market value that the asset has on the date
of the disposal.

When subsection (8) applies

(7)  Subsection (8) applies when—

(@ the company disposes of the asset to a person acquiring
it for usein carrying on mining operations or associated
mining operations or a mining venture; and

(b)  the company and the person give notice to the Commis-
sioner that they have agreed to apply subsection (8); and

(c) thenoticeisgiven to the Commissioner within 1 of the
following times:

(i)  thetimewithin which the company is required to
file a return of income for the income year in
which it disposes of the asset:

(i) afurther time alowed by the Commissioner; and

(d) the notice specifies an amount that—

(i)  isnomorethan the market valuethat the asset has
at the date of the disposal; and

(i) is not less than the amount of any part of the
consideration that is in cash.

Amount specified by partiesto disposal
(8 The consideration for the disposal is the amount that the

company and the person specify in the notice.

Defined: amount, asset, associated mining operations, associated person, Commissioner,
company, income year, mining company, mining development expenditure, min-
ing exploration expenditure, mining operations, mining or prospecting right,
mining prospecting information, mining venture, notice, return of income

Compare: 1994 No 164 s DN 1(9)~(12)(b)

CU 4 Compensation for lost, destroyed, or damaged assets

When sections CU 5 to CU 8 apply
(1) Sections CU 5 to CU 8 apply when—
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(& amining company acquires an asset by incurring min-
ing exploration expenditure or mining development
expenditure; and

(b) the company is allowed a deduction for the expenditure
under—

(i)  section DU 3 (Mining exploration expenditure and
mining development expenditure); or

(if)  section DZ 10(1)(a) (Mineral mining: 1954 to 2004);
and

(c) theassetislost, destroyed, or damaged; and

(d) the company, whether or not still a mining company,—
(i) ispad compensation for the loss, destruction, or

damage; and
(i) isentitled to receive payment for any scrap of the
asset that it disposes of.

What sections CU 5 to CU 8 apply to

Sections CU 5 to CU 8 apply to any asset (asset A) that a mining
company acquires by incurring mining exploration expendi-
ture or mining development expenditure, except for an asset
(asset B) used to derive income other than income from min-
ing to which section CU 10 is applied. Sections CU 5 to CU 8 apply
to asset B only if it islater used to derive income from mining
and section DU 7 (Non-mining asset used to derive income from
mining) is applied to it.

Defined:  asset, company, deduction, income, income from mining, mining company,

mining development expenditure, mining exploration expenditure

Compare: 1994 No 164 s DN 1(13)

CU 5 Compensation and scrap payment: income from mining

D

)
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Income

When, under section CU 4, this section applies, the total of the

following amounts is income from mining of the mining

company:

(& the amount of compensation paid; and

(b) the amount (if any) payable to the company for the
disposal of any scrap of the asset.

Timing of income

The income from mining is allocated to the income year in
which the compensation is paid.
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Relationship with sections CU 6 to CU 8
This section is overridden by sections CU 6 to CU 8.

Defined:  amount, asset, income from mining, income year, mining company

Compare: 1994 No 164 s DN 1(13), (14)

CU 6 Compensation and scrap payment: use to replace or

D

e

repair asset

Choice between section CU 5 and sections CU 7 and

CuU 8

If the mining company wants sections CU 7 and CU 8 to apply
instead of section CU 5, it must comply with subsection (2).

Choice of sections CU 7 and CU 8

The company must—

(@ give notice to the Commissioner that the compensation
will be used to replace or repair the asset; and

(b) give the notice within the time within which the com-
pany must file areturn of income for the income year in
which the loss, destruction, or damage occurred; and

(c) start the replacement or repair by the end of the second
income year after the income year in which the loss,
destruction, or damage occurred.

Defined:  asset, Commissioner, income year, mining company, notice, return of income

Compare: 1994 No 164 s DN 1(14)

CU 7 Compensation and scrap payment: not income from

mining

When, under section CU 4, this section applies, neither of the

following amounts is income from mining of the mining

company:

(@ the amount of compensation paid; or

(b) the amount (if any) payable to the company for the
disposal of any scrap of the asset.

Defined: amount, asset, income from mining, mining company

Compare: 1994 No 164 s DN 1(14)(a), (b)
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CU 8 Compensation and scrap payment: more than

D
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(4)
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expenditure

When this section applies
This section applies when—
(@ the mining company complies with section CU 6(2); and
(b) the company incurs expenditure in replacing or repair-
ing the asset; and
(c) the company has an excess amount because the expen-
diture is less than the total of the following:
(i)  the amount of compensation paid; and
(i)  the amount, if any, payable to the company for
the disposal of any scrap of the asset.

Income

The excess amount is income from mining of the company,
whether or not the company is still a mining company when
the excess amount is determined.

Timing of income

The income from mining is alocated to the income year in
which the replacement or repair of the asset is in fact com-
pleted or is treated as completed.

When replacement or repair treated as completed

The replacement or repair, even if not in fact completed, is

treated as compl eted—

(@ on the last day of the period, if any, specified by the
Commissioner as a reasonable period within which to
complete the replacement or repair; or

(b) onthe day on which work on the replacement or repair
stops; or

(c) on the day on which the asset is transferred from the
company’s mining operations and used, wholly or
mainly, to derive income other than income from min-
ing; or

(d) onthe day on which the company disposes of the asset
other than for scrap; or

(e) ontheday on which the company stops being a mining
company.

Limitation on calculation of excess amount
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(5) Theexpenditure incurred after the last day of the period is not
taken into account to determine the existence or amount of an
excess amount for the purposes of subsection (1)(c).

Defined:  amount, asset, Commissioner, company, income, income from mining, income
year, mining company, mining operations

Compare: 1994 No 164 s DN 1(14)(e), (9)—(i)

CU 9 Previous deduction for income appropriated

Income

(1) Anamount equal to the amount for which a mining company
isallowed a deduction under section DU 6 (INncome appropriated
to expenditure) is income from mining of the mining
company.

Timing of income
(2) The income is allocated to the income year following the

income year in which the mining company is alowed the
deduction.

Company stops mining
(3 A mining company that stops being a mining company before
the end of the income year to which theincomeisallocated is
treated asif it were still amining company in the income year.
Defined:  amount, deduction, income from mining, income year, mining company
Compare: 1994 No 164 s DN 1(6)(b)

CU 10 Mining asset used to derive income other than income
from mining

When this section applies
(1) This section applies when—

(& amining company acquires an asset by incurring min-
ing exploration expenditure or mining development
expenditure; and

(b)  the company uses the asset, wholly or mainly, to derive
income other than income from mining.

Income

(2) Anamount equal to the market value that the asset has on the
dateit wasfirst used, wholly or mainly, to derive income other
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than income from mining is income from mining of the min-
ing company.

Timing of income

The income is allocated to the income year in which the asset
is first used, wholly or mainly, to derive income other than
income from mining.

Company stops mining

A mining company that stops being a mining company before
the end of the income year to which theincomeisallocated is
treated asif it were still amining company in theincome year.

Defined:  asset, income, income from mining, income year, mining company, mining

development expenditure, mining exploration expenditure

Compare: 1994 No 164 s DN 1(8)

CU 11 Meaning of asset for sections CU 3 to CU 10

D
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Mining company’s share or interest in asset
Sections CU 3 to CU 10 apply to a share or interest that a mining
company has in an asset—
(@ totheextent to which the mining company acquired the
share or interest by incurring—
(i) mining exploration expenditure or mining
development expenditure; or
(i) the exploration expenditure or development
expenditure referred to in section DZ 10(2)(a) (Min-
eral mining: 1954 to 2004); and
(b) to the extent to which the mining company uses the
share or interest for the purpose of deriving income
from mining.

Partner’s share or interest in asset

For the purposes of sections CU 3 to CU 10, a partner’s share or
interest in each asset of the partnership is the same as the
partner’ sinterest in the totality of the assets of the partnership.

Replaced or repaired asset

For the purposes of sections CU 3 to CU 10,—

(8 an asset that a mining company acquires by incurring
expenditure in replacing or repairing the asset is the
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same asset as the one that was lost, destroyed, or
damaged:

(b) part of an asset that a mining company acquires by
incurring expenditure in repairing the asset is part of the
asset that was damaged.

Defined:  asset, income from mining, mining company, mining development expenditure,

mining exploration expenditure

Compare: 1994 No 164 s DN 1(14)(f), (16), (17)

CU 12 Resident mining operators

D

@

Sectionsin thissubpart applying to resident mining
operators

Sections CU 1 to CU 8, CU 10, and CU 11 apply, with any necessary
modifications, to resident mining operators asif resident min-
ing operators were mining companies.

Additional modification of sections CU 4 and CU 11

For the purposes of subsection (1),—

(&) section CU 4(1)(b)(ii) applies as described in section
DZ 10(1)(b) (Mineral mining: 1954 to 2004); and

(b) section CU 11(1)(a)(ii) applies as described in section
DZ 10(2)(b) (Mineral mining: 1954 to 2004).

Defined:  mining company, resident mining operator

Compare: 1994 No 164 s DN 4(1), (5), (7)

CU 13 Non-resident mining operators

D

e

Sections in this subpart applying to non-resident
mining operators

Sections CU 3 to CU 11 apply, with any necessary modifications,
to non-resident mining operators as if non-resident mining
operators were mining companies, income from mining were
income from a mining venture, mining operations were min-
ing ventures, and associated mining operations were mining
ventures.

Additional modification of sectionsCU 4 and CU 11

For the purposes of subsection (1),—
(@) section CU 4(1)(b)(ii) applies as described in section
DZ 10(1)(b) (Mineral mining: 1954 to 2004); and
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(b) section CU 11(1)(a)(ii) applies as described in section
DZ 10(2)(b) (Mineral mining: 1954 to 2004).

Defined:  associated mining operations, income from mining, mining company, mining
operations, mining venture, non-resident mining operator

Compare: 1994 No 164 s DN 5(2)(a), (c)

CU 14 Recovery of reinvestment profit on disposal of mining
shares

When this section applies
(1) This section applies when—

(& acompany derives an amount from disposing of amin-
ing share, including a disposal described in section CU 20;
and

(b) anamount of the company’s reinvestment profit is used
in calculating the deduction for the cost of the mining
share under section DU 11(2)(h) (Disposal of mining shares
by company).

Income

(2) The lesser of the following amounts is income of the
company:

(@ the amount derived from the disposa of the mining
share minus the deduction for the cost of the mining
share; and

(b) the amount of reinvestment profit used in calculating
the deduction for the cost of the mining share.

Timing of income

(3 The income is alocated to the income year in which the
mining share is disposed of.

Relationship with sections CX 39 and CX 40

(4) This section is overridden by sections €X 39 (Disposal of min-
ing shares) and €X 40 (Disposal of mining shares acquired with
reinvestment profit).

Defined:  amount, company, deduction, income, income year, mining share, reinvestment
profit

Compare: 1994 No 164 s DN 2(7), (8)(c)
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CU 15 Recovery of reinvestment profit not used for mining

D
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(®)

(6)

()

pur poses

When subsections (2) and (3) apply

Subsections (2) and (3) apply when some or all of a company’s

reinvestment profit—

(8 isused for purposes other than mining purposes within
the prescribed period; and

(b)  will not be used for mining purposes within the pre-
scribed period.

Income

The amount of reinvestment profit described by subsection (1) is
income of the company.

Timing of income

The income is allocated to the income year in which the
amount is used for purposes other than mining purposes.

When subsections (5) and (6) apply
Subsections (5) and (6) apply when none of a company’s rein-

vestment profit is used for mining purposes within the pre-
scribed period.

Income
The reinvestment profit is income of the company.

Timing of income

The income is alocated to the last income year of the pre-
scribed period.

No longer reinvestment profit

The amount referred to in subsection (2) and the reinvestment
profit referred to in subsection (5) cease to be reinvestment
profit.

Defined:  amount, company, income, income year, mining purposes, prescribed period,

reinvestment profit

Compare: 1994 No 164 s DN 2(3)—«5)
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CU 16 Recovery of reinvestment profit on repayment of loans

When this section applies
(1) This section applies when—
(8 acompany (lender company) makesaloanto amining
company or a mining holding company; and
(b) the loan is made wholly or partly out of the lender
company’s reinvestment profit; and
(c) theloaniswholly or partly repaid.

Income

(2) The amount calculated using the formula in subsection (3) is
income of the lender company.

Formula
(3) Theformulais—

reinvestment profit amount
loan amount

X repayment.

Definition of itemsin formula

(4) Inthe formula—
(@ reinvestment profit amount is the amount of the loan
made out of the lender company’s reinvestment profit:
(b) loan amount is the amount of the loan:
(c) repayment isthe amount repaid.

Timing of income

(5) The income is alocated to the income year in which the
repayment is made.

Relationship with section CX 41

(6) This section is overridden by section €X 41 (Repayment of
loans made from reinvestment profit).

Defined:  amount, company, income, income year, mining company, mining holding com-
pany, reinvestment profit

Compare: 1994 No 164 s DN 2(5)

CU 17 Repayment by mining company of amount written off

When this section applies
(1) This section applies when—
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)

©)

@

(b)

a holding company of a mining company is allowed,
under section DU 12 (Amount written off by holding com-
pany) or an earlier Act, adeduction for an amount it has
written off aloan it made to the mining company; and
the mining company—
(i)  repays, to the holding company or any other per-
son, some or al of the amount written off; or
(if) istreated, under section CU 18 or CU 19, as having
repaid to the holding company some or all of the
amount written off.

Income

The amount repaid, to the extent of the deduction, isincome
of the holding company.

Timing of income

The income is alocated to the income year in which the
mining company repays the amount or is treated as repaying
the amount.

Defined:  amount, deduction, holding company, income, income year, loan, mining
company

Compare: 1994 No 164 s DN 3(7), (8)

CU 18 Amount treated as repayment for purposes of section
CU 17: excess

D

When this section applies
This section applies when,—

(@

(b)

(©

in atax year, a holding company of a mining company
is alowed, under section DU 12 (Amount written off by
holding company) or an earlier Act, a deduction for an
amount it has written off aloan it made to the mining
company; and

in a later tax year, the holding company disposes of
sharesin the mining company or an interest in sharesin
the mining company; and

the holding company has an excess amount because the
amount it derives from the disposa is more than the
amount paid up in cash on the shares.

Repayment amount
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e

For the purposes of section CU 17, the excess amount is treated
as repayment by the mining company of the amount written
off.

Defined:  amount, deduction, holding company, loan, mining company, share, tax year

Compare: 1994 No 164 s DN 3(6)

CU 19 Amount treated as repayment for purposes of section

D

e

©)

4)
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CU 17: net income

When this section applies

This section applies when—

(@ aholding company of a mining company is alowed,
under section DU 12 (Amount written off by holding com-
pany) or an earlier Act, adeduction for an amount it has
written off aloan it made to the mining company; and

(b) the deduction is allocated to an income year; and

(c) the mining company would have had net income in a
later tax year, if the situation described in subsection (2)
had existed; and

(d) the mining company would have had net income in the
later tax year, if the situation described in subsection (3),
if it arises, had existed.

First situation

The first situation is that in the later tax year no person is
allowed a deduction for the mining company’s mining explo-
ration expenditure or mining development expenditure.

Second situation

The second situation arisesif, in the later tax year, the mining
company disposes of an asset in circumstances to which
section CU 3 or CZ 5(1)(b) (Mining company’s 197071 tax year)
applies. The situation isthat the amount received or receivable
for the asset isthe amount determined under subsection (4) or (5).

Amount for which asset disposed of: most cases

If any of section CU 3(4)(a), (b), and (c) applies to the disposal of
the asset, the amount is the consideration determined under
whichever one of the paragraphs applies.

Amount for which asset disposed of: election of
section CU 3(8)
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(®)

(6)

()

If section CU 3(4)(d) applies to the disposal of the asset, the
amount is the greater of the following up to the limit of the
market value that the asset has on the date of disposal:

@
(b)

Asset

the part of the amount specified in the notice under

section CU 3(8) that is in cash (which may be zero); and

the total amount of loans made on or before the date of

disposal by all holding companies of the mining com-

pany to the extent to which the loans—

(i) relate to the asset (including a part not disposed
of); and

(i)  have been written off and allowed as a deduction
under section DU 12 (Amount written off by hold-
ing company) or an earlier Act; and

(iii) have not been repaid, and have not been treated
as repaid under this section or section CU 18, on or
before the date of disposal.

For the purposes of subsections (3) to (5),—

@

(b)
(©

(d)

areference to an asset means the part of the asset that is
disposed of, which may be some of it or all of it, and a
reference to an amount received or receivable for an
asset means the amount for the part that is disposed of:
areference to an asset includes areference to a share or
interest in the asset:

apartner’ s share or interest in each asset of the partner-
ship isthe same asthe partner’ sinterest in the totality of
the assets of the partnership:

every member of any other association of persons who
receiveincomejointly or carry on activitiesjointly hasa
share or interest in each asset of the association that is
the same as the member’s interest in the totality of the
assets of the association.

Amount of net income

For the purposes of section CU 17, the prescribed proportion of
the amount that would have been the net income of the mining
company is treated as repayment by the mining company of
the amount written off. The repayment is treated as having
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been made on the day following the end of the tax year in
which the mining company would have had net income.

Defined:  amount, deduction, holding company, income, income year, loan, mining com-

pany, mining development expenditure, mining exploration expenditure, net
income, notice, prescribed proportion, tax year

Compare: 1994 No 164 s DN 3(4), (5), (8), (9)

CU 20 Mining company or mining holding company

liquidated

If a mining company or a mining holding company is

liquidated,—

(@ ashare held in the company is treated as disposed of to
the company; and

(b) adistribution received for the share on theliquidationis
treated as an amount received for the disposal.

Defined:  amount, liquidation, mining company, mining holding company, share

Compare: 1994 No 164 s DN 2(8)

Definitions

CU 21 Income from mining

D

)

Meaning

Income from mining means the part of the income of a
mining company that is derived in a tax year from the com-
pany’s mining operations or associated mining operations in
the tax year.

Resident mining oper ator sand non-resident mining
operators

This definition applies to resident mining operators as if they
were mining companies, and to non-resident mining operators
as if they were mining companies, mining operations were
mining ventures, and associated mining operations were min-
ing ventures.

Defined:  associated mining operations, income, income from mining, mining company,
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mining operations, mining venture, non-resident mining operator, resident min-
ing operator, tax year

Compare: 1994 No 164 ss DN 4(4), DN 5(1), OB 1 “gross income from mining”
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CU 22 Mining company

D

)

©)

(4)

Meaning

Mining company means a New Zealand company to which 1

of the following applies:

(@ the company’s only source of income is the business
described in subsection (2); or

(b) the company’s main source of income is the business
described in subsection (2); or

(c) the company’s only activity is 1 of the activities
described in subsection (3); or

(d) the company’s main activity is 1 of the activities
described in subsection (3); or

(e) the company proposes that its only activity or its main
activity be 1 of the activities described in subsection (3).

Business

The businessreferred to in subsection (1)(a) and (b) iS the business
of mining a specified mineral in New Zealand.

Activities

The activities referred to in subsection (1)(c), (d), and (e) are—

(@ exploring, searching, or mining for a specified mineral
in New Zedand; or

(b) performing development work for exploring, searching,
or mining for a specified mineral in New Zealand.

Service for reward

An activity described in subsection (3) does not include an

activity done or to be done as a service to another person for

reward unless the reward—

(@ iswholly or mainly related to and dependent on the
production of the specified mineral; or

(b) ariseswholly or mainly through participation in profits
from the production of the specified mineral.

Defined:  business, income, mining company, New Zealand, New Zealand company,

specified mineral
Compare: 1994 No 164 s DN 1(1)
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CU 23 Mining development expenditure

D

e

194

Meaning

Mining development expenditure means development
expenditure that amining company incursin its mining opera-
tions or associated mining operations.

Inclusions

Mining development expenditur e includes expenditure that
the company incurs—

(@
(b)
(©)
(d)

(€)
()

9

(h)

on acquiring land as a site for its mining operations or

associated mining operations:

on preparing the site for its mining operations or associ-

ated mining operations:

on restoring the site during or after its mining opera-

tions or associated mining operations:

on any of the following for its mining operations or

associated mining operations:

(i)  buildings, mineshafts, platforms, tunnels, wells,
or other improvements:

(i)  plant or machinery, including vehicles:

(iii)  production equipment or facilities:

(iv) storage facilities:

on vessels or aircraft for use wholly or mainly in its

mining operations or associated mining operations:

on providing, or contributing to the cost of providing,

communication equipment, fuel, light, power, or water

for the site of its mining operations or associated mining
operations:

on buildings or facilities that—

(i) aresdituated at, or adjacent to, the site of any of its
mining operations or associated mining opera-
tions; and

(i) arefor use in the education, housing, or welfare
of, or the supply of mealsto, its employeesin its
mining operations or associated mining opera-
tions or in the education, housing, or welfare of,
or the supply of meds to, the employees
dependants:

on providing, or contributing to the cost of providing,

communication equipment, fuel, light, power, or water

for the buildings or facilities described in paragraph (g).
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©)

(4)

Exclusions

Mining development expenditur e does not include expendi-

ture that the company incurs—

(@ on a building or facility provided for the purpose of
deriving income:

(b) on an office building that is not situated at, or adjacent
to, the site of any of its mining operations or associated
mining operations.

Resident mining oper ator sand non-resident mining
operators

This definition applies to resident mining operators as if they
were mining companies, and to non-resident mining operators
as if they were mining companies, mining operations were
mining ventures, and associated mining operations were min-
ing ventures.

Defined: associated mining operations, employee, income, mining company, mining

development expenditure, mining operations, mining venture, non-resident min-
ing operator, resident mining operator

Compare: 1994 No 164 ss DN 4(4), DN 5(1), OB 1 “development expenditure” (d)

CU 24 Mining exploration expenditure

D

)

Meaning

Mining exploration expenditure means expenditure that a
mining company incurs in exploring or searching in New
Zealand for a specified mineral.

Inclusions

Mining exploration expenditure includes expenditure that

the company incurs—

(& on acquiring mining prospecting information:

(b) onacquiring amining or prospecting right:

(c) on geological mapping and geophysical surveys:

(d) on systematic searches for areas containing specified
minerals:

(e) on searching by drilling in areas containing specified
minerals:

(f) on searching for ore containing a specified mineral
within or in the vicinity of an ore body by crosscuts,
drilling, drives, rises, shafts, or winzes.
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©)

(4)

Exclusions

Mining exploration expenditure does not include—

(& mining development expenditure:

(b) expenditure on operations in the course of working a
mining property.

Resident mining oper ator sand non-resident mining
operators

This definition applies to resident mining operators as if they
were mining companies, and to non-resident mining operators
as if they were mining companies, mining operations were
mining ventures, and associated mining operations were min-
ing ventures.

Defined:  associated mining operations, mining company, mining development expendi-

ture, mining exploration expenditure, mining operations, mining or prospecting
right, mining prospecting information, mining venture, New Zealand, non-resi-
dent mining operator, resident mining operator, specified mineral

Compare: 1994 No 164 ss DN 4(4), DN 5(1), OB 1 “exploration expenditure” (c)

CU 25 Mining operations

D

e

196

Meaning

Mining operations means operations that—

(@ arecarried on by amining company on a mining prop-
erty in New Zealand for the purpose of deriving
income; and

(b) consist of—

(i) exploring, searching, or mining for 1 or more
specified minerals; or

(i) performing development work for exploring,
searching, or mining for 1 or more specified
minerals.

Resident mining oper ator sand non-resident mining
operators

This definition applies to resident mining operators as if they
were mining companies, and to non-resident mining operators
as if they were mining companies, mining operations were
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mining ventures, and associated mining operations were min-
ing ventures.

Defined:  associated mining operations, income, mining company, mining operations, min-

ing venture, New Zealand, non-resident mining operator, resident mining opera-
tor, specified mineral

Compare: 1994 No 164 ss DN 4(4), DN 5(1), OB 1 “mining operations”

CU 26 Mining venture

D

)

©)

Meaning
Mining ventur e means a venture that—
(@ iscarried on, or is proposed to be carried on,—
(i) in New Zedand; and
(i) asabusness; and
(iii) under an exploration permit, prospecting permit,
or mining permit granted under the Crown Min-
erals Act 1991 or under an existing privilege as
defined in section 106 of the Act; and
(b) consists, or is proposed to consist, wholly or mainly
of—
(i) exploring, searching, or mining for a specified
mineral in New Zealand; or
(i) performing development work for exploring,
searching, or mining for a specified mineral in
New Zealand.

Service for reward

An activity described in subsection (1)(b) does not include an

activity done or to be done as a service to another person for

reward unless the reward—

(@ iswholly or mainly related to and dependent on the
production of the specified mineral; or

(b) ariseswholly or mainly through participation in profits
from the production of the specified mineral.

Activities not carried on jointly

If amining venture is carried on, or is proposed to be carried
on, by 2 or more persons jointly, but 1 of them carries on an
activity of the kind described in subsection (1)(b) otherwise than
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jointly with the others, the carrying on of the activity is not a
mining venture of the person and the others.

Defined:  business, mining venture, New Zealand, specified mineral

Compare: 1994 No 164 s OB 1 “mining venture”

CU 27 Resident mining operator

D

e

©)

Meaning
Resident mining operator means a person who—
(@ isresident in New Zealand; and
(b) isnot amining company or a petroleum mining com-
pany; and
(c) carrieson, or proposes to carry on, the activities of—
(i) exploring, searching, or mining for a specified
mineral in New Zealand; or
(i) performing development work for exploring,
searching, or mining for a specified mineral in
New Zealand.

How activities carried on

The person must carry on the activities described in subsection

(1)(c), or propose to carry them on,—

(@) personally and actively in the field; and

(b) asabusiness, and

(c) under an exploration permit, prospecting permit, or
mining permit granted under the Crown Minerals Act
1991 or under an existing privilege as defined in section
106 of the Act.

Service for reward

An activity described in subsection (1)(c) does not include an

activity done or to be done as a service to another person for

reward unless the reward—

(@ iswholly or mainly related to and dependent on the
production of the specified mineral; or

(b) ariseswholly or mainly through participation in profits
from the production of the specified mineral.

Defined:  business, mining company, New Zealand, petroleum mining company, resident
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in New Zealand, specified mineral
Compare: 1994 No 164 s OB 1 “active miner”, “resident mining operator”
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CU 28 Other definitions
In this Act,—

associated mining oper ations means operations that—
(@) arecarried onin New Zealand in association with min-
ing operations; and
(b) consist of the accumulation, initial treatment, and trans-
port of specified minerals, up to the stage at which the
minerals—
(i) arein asaeable form and in a location suitable
for a person to acquire them; or
(i) areready to be processed beyond theinitial treat-
ment or to be used in a manufacturing operation

holding company, for a mining company, means a New
Zedland company that holds shares, or for which shares are
held, in the mining company
initial treatment, for a specified mineral,—
(& means—
(i)  breaking, cleaning, crushing, grading, grinding,
leaching, screening, or sizing; or
(i) atreatment that is applied before concentration
or, for a specified mineral not requiring concen-
tration, that would have been applied before con-
centration if the specified mineral had required
concentration; or
(iii)  concentration; and
(b)  does not include—
(i) cacining or sintering; or
(i)  the production of, or processes carried on in con-
nection with the production of, alumina, or pel-
lets or other agglomerated forms of iron

loan, for a holding company and a mining company, means a
loan by the holding company to the mining company

mineral—

(& meansal minerals and metals; and

(b) includesclay, cod, gravel, gum, kauri, precious stones,
sand, and stone; and

(c) does not include petroleum

mining holding company means a New Zealand company

that is engaged wholly or mainly in—

(& holding shares in a mining company or a petroleum
mining company; or
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200

(b) investing money in a mining company or a petroleum
mining company; or

(c) making loans to a mining company or a petroleum
mining company

mining or prospecting right—

(8 means an authority, concession, easement, lease,
licence, option, permit, privilege, right, or title to
explore, search, or minefor, or carry on an operation to
recover, a specified mineral; and

(b) includes a share or interest in any such authority, con-
cession, easement, lease, licence, option, permit, privi-
lege, right, or title

mining prospecting information means geological, geo-

physical, or technical information—

(8 thatisabout the presence, absence, extent, or volume of
specified minerals in an area; or

(b) that is likely to assist in determining the presence,
absence, extent, or volume of specified minerals in an
area

mining pur poses means—

(@ subscribing for shares in a mining company or in a
mining holding company; or

(b) paying cals on shares in a mining company or in a
mining holding company; or

(c) making loans to a mining company to enable it—

(i) to finance its mining exploration expenditure or
mining development expenditure; or

(i) to carry on its mining operations or associated
mining operations; or

(d) making, to amining holding company, loansthat are to
be used—

(i) to finance a mining company’s mining explora-
tion expenditure or mining devel opment expendi-
ture; or

(i)  tofinance amining company’s mining operations
or associated mining operations

mining shar e means asharein amining company or amining
holding company

non-resident mining operator means a person who—

(@ isnotresident in New Zealand; and
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Defined:

(b) carrieson, personaly and actively in thefield, amining
venture

prescribed period means,—

(@ for an amount derived from a disposal of a mining
share, the tax year in which the disposal occurs and the
next 6 tax years:

(b) for an amount repaid for a loan made to a mining
company or amining holding company, the tax year in
which the amount is repaid and the next 6 tax years

prescribed proportion means the proportion that an amount

(amount A) bears to another amount (amount B), when—

(& amount A isthe amount owing on al loans made by a
holding company to a mining company; and

(b) amount B is the amount owing on al loans by all
holding companies to the mining company

reinvestment profit means an amount that is excluded

income of a company under any of sections CX 39 to CX 41

(which relate to mineral mining) or under a corresponding

provision of an earlier Act

specified mineral—

(@ means aumina minerals (for example, bauxite, corun-
dum, diaspore, and gibbsite), aluminous refractory
clays and fireclays containing over 30% aluminain the
fired state, andalusite, antimony, asbestos, barite, ben-
tonite (except bentonite mined in Malvern), bituminous
shale, chromite, copper, diatomite, dolomite, feldspar,
fluorite, gold, halloysite, kaolin, kyanite, lead, magne-
site, manganese, mercury, mica, molybdenite, nickel,
perlite, phosphate, platinum group, pyrite, silica in
lump form used only in producing silicon carbide, silica
in sand form used only in producing silicon carbide,
silicon metal or ferro silicon, sillimanite, silver, sodium
chloride, sulphur, talc, tin, titanium, titanomagnetite,
tungsten, uranium, wollastonite, zeolite, zinc, and zir-
con; and

(b) includes a mineral that is declared to be a specified
mineral in a Gazette notice given by the Minister.

amount, associated mining operations, company, excluded income, holding com-
pany, initial treatment, lease, loan, mining company, mining development expen-
diture, mining exploration expenditure, mining holding company, mining opera-
tions, mining share, mining venture, Minister, New Zealand, New Zealand
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company, petroleum, petroleum mining company, resident in New Zealand,
share, specified mineral, tax year

Compare: 1994 No 164 ss DN 2(10), DN 3(12), OB 1

Subpart CV—Income specific to certain entities

Index
CV 1 Group companies
CV 2 Crown Research Institutes

CV 1 Group companies
An amount that acompany derivesin an income year and that
would not otherwise be income of the company is treated as
its income if—
(@ the company is for that income year a member of a
wholly-owned group of companies; and
(b)  had the group of companies been a single company, the
amount would have been income of that single
company.
Defined:  amount, company, income, income year, wholly-owned group of companies
Compare: 1994 No 164 s CK 1

CV 2 Crown Research Institutes
An amount that a Crown Research Institute derivesisincome
of the Institute if the amount is for the purpose of producing
outputs relating to public good science and technology within
the meaning of section 2 of the Foundation for Research,
Science, and Technology Act 1990.

Defined: amount, Crown Research Institute, income
Compare: 1994 No 164 s CK 4(1)
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Subpart CW—Exempt income

Index

Income from business or trade-like activities

CWw1i

Cw 2
Cw 3

Forestry companies buying land with standing timber from
Crown, Maori owners, or holding company

Forestry encouragement agreements

Forestry companies and Maori investment companies

Income from holding property (excluding equity)

Cw 4
CW5
CW 6
CW7
Cw 8

Annuities under life insurance policies
Payments of interest: post-war credits
Payments of interest: farm mortgages
Foreign-sourced interest

Money lent to government of New Zealand

Income from equity

CW9
CW 10
CW 11

Dividend derived by company from overseas
Dividend within New Zealand wholly-owned group
Dividend of conduit tax relief holding company

Employee or contractor income

Cw 12
Cw 13
Cw 14
Cw 15
CW 16

CwW 17

Cw 18
Cw 19
CW 20
Cw 21

Income of Governor-Genera

Expenditure on account, and reimbursement, of employees
Allowance for additional transport costs

Amounts derived during short-term visits

Amounts derived by visiting entertainers (including
sportspersons)

Amounts derived by overseas experts and trainees in New
Zedland by government arrangement

Income for military service in operational area

Deferred military pay for active service

Value of board for religious society members

Jurors’ and witnesses' fees

Income from living allowances, compensation, and government grants

CW 22
CW 23
CW 24
CW 25
CW 26
CWw 27

Pensions

Annuities from Crown Bank Accounts
Maintenance payments

Scholarships and bursaries
Allowances and benefits
Compensation payments

Income of certain entities

Cw 28
Cw 29
Cw 30
Cw 31
Cw 32

Public authorities

Local authorities

Charities: non-business income
Charities: business income
Charitable bequests
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CW 33 Friendly societies

CW 34 Sick, accident, or death benefit fund

CW 35 Bodies promoting amateur games and sports
CW 36 TAB and racing clubs

CW 37 Local and regional promotion bodies

CW 38 Bodies promoting scientific or industrial research
CW 39 Veterinary services bodies

CW 40 Herd improvement societies

Income from certain activities
CW 41 Non-resident aircraft operators
CW 42 Disposal of companies own shares
CW 43 New Zeadand companies operating in Niue
CW 44 Stake money

Foreign-sourced income of non-residents
CW 45 Foreign-sourced income of non-residents

General exemption under other Acts
CW 46 Exemption under other Acts

Income exempt under Parts F to |
CW 47 Exemption under Parts to be rewritten

Income from business or trade-like activities

CW 1 Forestry companies buying land with standing timber
from Crown, Maori owners, or holding company

When this section applies

(1) This section applies when a forestry company buys land with
standing timber on it from a seller who is the Crown, the
Maori owners, or aholding company of the forestry company.

Land sold by Maori Trustee, trusteefor Maori own-
ers, or Maori incorporation

(2) For the purposes of subsection (1),—

(@ land sold to the forestry company by the Maori Trustee
or by atrustee for a Maori owner is treated as if it had
been sold by the beneficial owners:

(b) land sold to the forestry company by a Maori incorpora-
tion istreated as if it had been sold by the members of
the incorporation.

Exempt income
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©)

4)

(®)

The amount calculated using the formula in subsection (4) is
exempt income of the seller.

Formula

The formula is—
value of timber
value of timber + value of land

x sale price.

Definition of itemsin formula

In the formula,—

(@ value of timber is the market value of the standing
timber on the date of the sale:

(b) valueof land isthe market value of the land, asif it did
not have standing timber on it, on the date of the sale:

(c) salepriceisthe consideration for the sale.

Defined:  amount, exempt income, forestry company, holding company, Maori incorpora-

tion, Maori owners, standing timber, trustee

Compare: 1994 No 164 s DL 5(1)(d)(i)—iii)

CW 2 Forestry encouragement agreements

D

)

©)

(4)

When this section applies

This section applies when a person makes a forestry encour-
agement agreement under the Forestry Encouragement Act
1962.

Exempt income: advance

An amount of income advanced to the person under the agree-
ment is exempt income, even if the person is later relieved
from some or all of their liability to repay the principal.

Exempt income: interest

The amount from which the person is relieved in the circum-
stances described in subsection (4) iS exempt income.

Circumstances for purposes of subsection (3)

The circumstances are as follows:

(@ the personisliable to pay interest on an advance made
under the agreement; and

(b) theinterest has not been paid; and
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(c) the person has been denied a deduction for the interest;
and

(d) the personisrelieved from some or al of their liability
to pay the interest.

Defined:  amount, deduction, exempt income, income, interest

Compare: 1994 No 164 s DL 6(2)(a), (3)

CW 3 Forestry companies and Maori investment companies

D

)

When this section applies
This section applies when a forestry company or a Maori
investment company issues a qualifying debenture.

Exempt income

Interest derived from the qualifying debenture is exempt
incometo the extent to which it ispaid by theissue of afurther
qualifying debenture.

Defined: exempt income, forestry company, interest, Maori investment company, pay,

qualifying debenture

Compare: 1994 No 164 s DL 5(1)(a)

Income from holding property (excluding equity)

CW 4 Annuities under life insurance policies

)

)

©)
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When this section applies

This section applies when—

(& apersonispaid an annuity under alife insurance policy
offered or entered into in New Zealand by alifeinsurer;
or

(b) apersonispaid an annuity under alife insurance policy
offered or entered into outside New Zealand by a life
insurer resident in New Zealand.

Exempt income
The annuity is exempt income.

Excluded annuities

An annuity that is excluded income of a superannuation fund
under section CX 35 (Superannuation fund deriving amount
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from life insurance policy) is not also exempt income of the
fund under this section.

Defined:  amount, excluded income, exempt income, income, life insurance policy, life
insurer, New Zealand, offered or entered into in New Zealand, resident in New
Zealand, superannuation fund

Compare: 1994 No 164 s CB 9(f)

CW 5 Payments of interest: post-war credits
Interest derived by a person under section 2 of the Income Tax
(Repayment of Post-War Credits) Act 1959 of the United
Kingdom Parliament is exempt income.

Defined:  exempt income, interest

Compare: 1994 No 164 s CB 1(1)(b)

CW 6 Payments of interest: farm mortgages

Exempt income
(1) Fifty percent of the interest that a person derives from a

mortgage securing aloan made by a seller of afarm is exempt

income, if—

(@ the Rural Banking and Finance Corporation of New
Zealand approves the mortgage; and

(b) the Corporation gives the Commissioner notice of the
approval and each variation.

Exclusions

(2) This section does not apply if the person is—

(8 an absentee; or

(b) acompany; or

(c) aMaori authority; or

(d) apublic authority; or

(e) atrusteeliable for income tax under sections HH 3 to HH 6
(which relate to trustee income), HK 14 (Rents, royalties,
or interest derived by Maori Trustee and not distrib-
uted), and HZ 2 (Trusts that may become qualifying
trusts); or

(f)  an unincorporated body.

Relationship with section KE 1
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(3 A person who derives interest that is exempt income under
this section is not entitled to a rebate for the interest under
section KE 1 (Rebate for interest on home vendor mortgages).

Defined:  absentee, Commissioner, company, exempt income, income tax, interest, Maori
authority, mortgage, notice, public authority, trustee

Compare: 1994 No 164 s CB 1(1)(c), (2)

CW 7 Foreign-sourced interest
Interest that a person derives from a country or territory
outside New Zealand is exempt income if—
(@ the person was not resident in New Zealand during the
period for which the interest was payable; and
(b) theinterest was exempt under the laws of the overseas
country or territory from a tax that is substantially the
same as income tax imposed under this Act.
Defined:  exempt income, incometax, interest, New Zealand, pay, resident in New Zealand

Compare: 1994 No 164 s CB 2(1)(e)

CW 8 Money lent to government of New Zealand

What this section applies to
(1) This section applies to—

(@ interest derived from money lent under a binding con-
tract entered into on or after 29 July 1983:

(b) aredemption payment made on a commercia bill to
which both the following apply, “issue” in this para-
graph having the meaning given to it by section 2 of the
Bills of Exchange Act 1908:

(i) itwasissued on or after 29 July 1983; and
(i)  itwasnot issued under abinding contract entered
into before that date.

Exempt income

(2) Interest or aredemption payment that is payable outside New
Zealand is exempt income if—
(@) itisderived by aperson who is a non-resident; and
(b) itisderived from or in relation to money lent to—
(i)  the government of New Zealand; or
(i) aloca authority or public authority, for the pur-
poses of a non-commercial activity carried on in
New Zealand by thelocal or public authority; and
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() inthe case of money lent to alocal or public authority,
the government of New Zealand has approved the
exempt status of the interest or redemption payment.

Defined: commercia bill, exempt income, interest, local authority, money lent, New
Zealand, non-resident, pay, public authority, redemption payment

Compare: 1994 No 164 ss CB 2(1)(b), CZ 2
I ncome from equity

CW 9 Dividend derived by company from over seas

Exempt income
(1) A dividend is exempt income if derived by a company that is
resident in New Zealand from a foreign company.

Dividend withholding payment rules apply

(2) The dividend withholding payment rules apply to the
dividend.

Defined:  company, dividend, dividend withholding payment rules, exempt income, for-
eign company, resident in New Zealand

Compare: 1994 No 164 s CB 10(1)

CW 10 Dividend within New Zealand wholly-owned group

Exempt income
(1) A dividend is exempt income if—

(@ itisderived by acompany (recipient) that isresidentin
New Zealand; and

(b) itisderived from acompany (payer) that isin the same
wholly-owned group of companies as the recipient at
the time the dividend is derived; and

(c) the payer is not aforeign company; and

(d) the payer isnot acompany that can derive only exempt
income; and

(e) the requirements in subsections (2) to (7) are met.

Aligned balance dates

(2) At thetime the dividend is derived, either—
(8 therecipient and the payer have income years that end
on the same date; or
(b) adifference in balance dates—
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(4)

(®)

(6)

(1)

(i) isnecessary to avoid a materia distortion in the
net income of 1 of them because aspects of a
single business cycle would otherwise be split
between 2 income years; and

(i) isnot part of atax avoidance arrangement.

Exclusion: dividends from local authority trading

enterprises

The dividend must not be derived by alocal authority from—

(@ alocal authority trading enterprise; or

(b) a port company, subsidiary company of a port com-
pany, or energy company that would be a local autho-
rity trading enterprise if section 594B(b)(ii) or (iia) of
the Local Government Act 1974 did not exist.

Exclusion: debt release dividends

The dividend must not be the release of an obligation to repay
an amount lent, treated as a dividend under section CD 4(2)
(What is atransfer of value?).

Exclusion: certain friendly society dividends

The dividend must not be derived by afriendly society from a
company registered as an insurer under the Accident Insur-
ance Act 1998 that is under the control of the society.

Exclusion: certain sick, accident, or death benefit
fund dividends

The dividend must not be derived by a trustee in trust for a
sick, accident, or death benefit fund from a company regis-
tered asan insurer under the Accident Insurance Act 1998 that
is under the control of the trustee.

Relationship with section FZ 1

This dividend must not be a dividend for which a deduction
arises under section FZ 1 (Deduction for dividends paid on
certain preference shares).

Defined:  amount, company, control, deduction, dividend, exempt income, foreign com-
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pany, friendly society, income year, local authority, local authority trading enter-
prise, netincome, New Zealand, resident in New Zealand, sick, accident, or death
benefit fund, tax avoidance arrangement, trustee, wholly-owned group of
companies

Compare: 1994 No 164 s CB 10(2), (3)
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CW 11 Dividend of conduit tax relief holding company

Exempt income: credit

(1) If aconduit tax relief holding company derives a dividend
with a conduit tax relief credit attached, the dividend is
exempt income to the extent to which it is fully conduit tax
relief credited.

Exempt income: additional dividend

(2) If aconduit tax relief holding company derives a conduit tax
relief additional dividend, the conduit tax relief additional
dividend is exempt income.

Defined:  conduit tax relief additional dividend, conduit tax relief credit, conduit tax relief
holding company, dividend, exempt income, fully conduit tax relief credited

Compare: 1994 No 164 s CB 10(4), (5)
Empl oyee or contractor income

CW 12 Income of Governor-General
The following are exempt income:
(@ thesalary and alowance of the Governor-Genera paid
under section 3 of the Civil List Act 1979:
(b) thesalary of aperson acting asthe Administrator of the
government paid under section 8 of the Civil List Act
1979.

Defined:  exempt income
Compare: 1994 No 164 s CB 7(a), (b)

CW 13 Expenditure on account, and reimbur sement, of
employees

Exempt income: expenditure on account

(1) Expenditure on account of an employee incurred by an
employer in connection with the employee’s employment or
service is exempt income of the employee to the extent to
which the expenditure is expenditure for which the employee
would be allowed a deduction if they incurred the expenditure
and if the employment limitation did not exist.

Exempt income: reimbur sement
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An amount that an employer pays to an employee in connec-
tion with the employee’s employment or service is exempt
income of the employee to the extent to which it reimburses
the employee for expenditure for which the employee would
be allowed a deduction if the employment limitation did not
exist.

Estimated expenditure of employees

For the purposes of subsection (2),—

(& theemployer may make, for arelevant period, areason-
able estimate of the amount of expenditure likely to be
incurred by the employee or a group of employees for
which reimbursement is payable; and

(b) the amount estimated istreated asif it were the amount
incurred during the period to which the estimate rel ates.

Defined: amount, deduction, employee, employer, employment limitation, exempt

income, expenditure on account of an employee

Compare: 1994 No 164 s CB 12(1), (3), (3B), (3C)

CW 14 Allowance for additional transport costs

D

@

©)
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Exempt income

An allowance that an employee receives from an employer to
reimburse the employee’ s additional transport costs is exempt
income to the extent to which the employee incurs the costsin
connection with their employment and for the employer’s
benefit or convenience.

Estimated expenditure of employees

For the purposes of subsection (1),—

(& theemployer may make, for arelevant period, areason-
able estimate of the amount of expenditure likely to be
incurred by the employee or a group of employees for
which reimbursement is payable; and

(b) the amount estimated istreated asif it were the amount
incurred during the period to which the estimate rel ates.

Meaning of additional transport costs

In this section, additional transport costs means the costs to
an employee of travelling between their home and place of
work that are more than would ordinarily be expected. The
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(4)

costs must be attributable to 1 or more of the following

factors:

(@ the day or time of day when the work duties are
performed:

(b) theneed to transport any goods or material in the course
of the employee’s work:

(c) therequirement to fulfil a statutory obligation:

(d) atemporary change in the employee's place of work
while in the same employment:

(e) any other condition of the employee’s work:

(f)  the absence of an adequate public passenger transport

service that operates fixed routes and a regular time-
table for the employee's place of work.

Quantifying additional transport costs
Additional transport costs are quantified as follows:

(@

(b)

(©

when the additional transport costs are attributed to a
factor described in any of subsection (3)(a) to (e), the
amount by which the costs are more than the
employee’s ordinarily expected travel costs without
reference to that factor:

when the additional transport costs are attributed to the
absence of an adequate public passenger transport ser-
vice as described in subsection (3)(f), the amount by which
the costs are more than $5 for each day on which the
employee attends work:

except in special circumstances, the costs of travelling
any distance over 70 kilometresin 1 day are not taken
into account in calculating additional transport costs.

Defined:  additional transport costs, amount, employee, employer, exempt income, pay
period

Compare: 1994 No 164 s CB 12(2)—4)

CW 15 Amounts derived during short-term visits

D

Exempt income

Income that a non-resident person derives from performing
personal or professional services in New Zealand during a
visit is exempt income if—

(@

the visit isnot for more than 92 days (counting the days
of arrival and departure as a whole day each); and
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(b) thetotal of that visit and all other visitsto New Zealand
by the person in the same tax year is no more than 92
days, and

(c) the services are performed for or on behalf of a person
who is not resident in New Zealand; and

(d) the amount derived from the personal or professional
services is chargeable in the country or territory in
which the person is resident with a tax that is substan-
tially the same as income tax imposed under this Act.

Exclusion

This section does not apply to the income of a public
entertainer.

Meaning of public entertainer

In this section, public entertainer includes—

(@ circus performers, dancers, lecturers, motion picture
artists, musicians, radio artists, singers, television art-
ists, and theatre artists; and

(b) athletes, boxers, wrestlers, and other professional
sportspersons.

Defined:  amount, exempt income, income, income tax, New Zealand, non-resident, public

entertainer, resident in New Zealand, tax year

Compare: 1994 No 164 s CB 2(1)(c)

CW 16 Amounts derived by visiting entertainers (including

D

214

sportsper sons)

Exempt income: cultural activities

Income that avisiting non-resident entertainer derivesfrom an

activity or performance is exempt income if—

(@ theactivity or performance occurs under a cultural pro-
gramme of the New Zealand government or an overseas
government; or

(b) the activity or programme occurs under a cultural pro-
gramme wholly or partly sponsored by the New
Zealand government or an overseas government; or

(c) the activity or performance occurs as part of a pro-
gramme of an overseas foundation, trust, or other
organisation that—

(i) existswholly or partly to promote cultural activ-
ity; and
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(i) isnot carried on for the private pecuniary profit of
any person, directly or indirectly.

Exempt income: sporting activities

Income that avisiting non-resident entertainer derivesfrom an
activity or performance that relates to a game or sport is
exempt income if the participants are the official representa-
tives of the body that administers the game or sport in an
overseas country.

Exempt income: employer of non-resident
entertainer

If income derived from an activity or performance of a non-
resident entertainer would be exempt income under this
section if derived by the non-resident entertainer, that amount
is exempt income if derived by a person who—

(@ is the employer of that entertainer, or a company or
other body of which the non-resident entertainer is an
officer or principal; and

(b) provides the services of the non-resident entertainer
during the visit to New Zealand.

M eaning of non-resident entertainer

In this section, non-resident entertainer means a non-resi-
dent person within the meaning of subpart 0E (Source of
income and residence) who, during a visit to New Zealand,
performs or participates in an activity or performance in con-
nection with—

(8 asoloor group performance by actors, compéres, danc-
ers, entertainers, musicians, singers, or other artists,
whether for cultural, educational, entertainment, relig-
ious, or other purposes; or

(b)  lectures, speeches, or talks for any purpose; or

(c) asporting event or sporting competition of any nature.

Defined:  amount, company, employer, exempt income, income, New Zealand, non-resi-

dent, non-resident entertainer
Compare: 1994 No 164 s CB 2(1)(a)
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CW 17 Amounts derived by overseas experts and traineesin

D

e

©)
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New Zealand by government arrangement

Exempt income: personal or professional services
Income that a non-resident person derives from performing
personal or professional services in New Zealand is exempt
income if—

(@ the services are provided under an arrangement for
assistance entered into by the government of New
Zealand; and

(b) the services are for or on behalf of a non-resident
employer; and

(c) thepurpose of theservicesisall or any of thefollowing:
(i) providing professional or expert advice or

assi stance:
(i)  teaching or lecturing:
(ilf)  making investigations:
(iv) receiving education, training, or experience.

Exempt income: maintenance and bursaries

An amount of income that a non-resident person derives from
a payment of maintenance or an allowance, scholarship, or
bursary provided for or paid to that personin New Zealand is
exempt income if—
(@ provided under an arrangement for assistance entered
into by the government of New Zealand; and
(b) provided for al or any of the following purposes:
(i) providing professional or expert advice or
assistance:
(i)  teaching or lecturing:
(iii) making investigations:
(iv) receiving education, training, or experience.

Some definitions
In this section,—

arrangement for assistance entered into by the govern-
ment of New Zealand means an arrangement entered into by
the government of New Zealand—
(@ inrelation to or under—

(i) the Commonwealth Education Scheme; or
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(i) a programme of the United Nations, or any
specialised agency of the United Nations, for cul-
tural, economic, educational, expert, profes-
sional, or technical assistance; or

(b) for the purpose of providing education, training, or
experience for officers of the Samoan, Cook Islands,

Niuean, or Tokelauan public services, or for persons

resident in Samoa, the Cook Islands, Niue, or Tokelau;

or
(c) with the government of any other country or with any
international organisation, if it isan arrangement that—

(i) isfor the purpose of providing cultural, econo-
mic, educational, expert, professional, or techni-
cal assistance, or administrative or other training,
or the means or facilities for making investiga-
tions, whether upon a bilateral, co-operative,
multilateral, mutual, or unilatera basis, and

(i) is in principle similar to any arrangement to
which paragraph (a) or (b) applies

international organisation means an organisation whose
members are sovereign powers, whether foreign sovereign
powers or countries of the Commonwealth, or the govern-
ments of those powers or countries

non-resident person means a person who would not be resi-
dent in New Zealand if they were not present in New Zealand
under an arrangement for assistance entered into by the
government of New Zealand. The residence of the person is
determined without reference to section OE 1(2) (Determination
of residence of person other than company).

Defined:  amount, arrangement, arrangement for assi stance entered into by the government

of New Zealand, Commonwealth, employer, exempt income, income, interna-
tional organisation, New Zealand, non-resident person, resident in New Zealand

Compare: 1994 No 164 s CB 2(1)(d), (3), (4)

CW 18 Income for military service in operational area

1

Exempt income

The pay and allowances that a person derives from the
government of New Zealand are exempt income if, and to the
extent to which,—
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(@ the personisengaged in an air, military, or naval force
raised in New Zealand or in another part of the Com-
monwealth; and

(b) the pay and allowances relate to a period of servicein
an operational area.

Sickness, injury, or disablement

A person’s service in an operational area continues even if
they are sick, injured, or disabled during their service, unless
the sickness, injury, or disability is caused by their negligence
or misconduct. The service continues until the person is certi-
fied asfit for further service (whether in an operational area or
elsewhere) or discharged from the force.

Ministerial committee

For the purposes of this section, there is a committee consis-
ting of the Prime Minister, the Minister of Defence, and the
Minister of Finance to which the following apply:
(@ the committee may—
(i) define an area as an operational area:
(i) prescribe the rules for computing a person’s
period of service in an operational area:
(b) the committee’s decisions under paragraph (a) are set out
in orders issued by the Service Board concerned.

Some definitions
In this section,—

oper ational area means an area that the committee described
in subsection (3) defines as an operational area

pay and allowances does not include—
(@) aregular force gratuity; or
(b) abonusor bounty for re-engagement in aregular force.

Defined: Commonwedlth, exempt income, New Zealand, operational area, pay and

218

allowances
Compare: 1994 No 164 sCB 11
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CW 19 Deferred military pay for active service

D

e

Exempt income

Deferred military pay that is granted or paid under the
Defence Act 1990 to a person for service in the New Zealand
armed forces in an active service area is exempt income.

Some definitions
In this section,—

active service area means an area outside New Zealand that
is designated as an active service area by the Minister of
Defence, with the agreement of the Minister of Finance

deferred military pay means pay declared to be deferred by
the Minister of Defence, with the agreement of the Minister of
Finance.

Defined:  active service area, deferred military pay, exempt income, New Zealand

Compare: 1994 No 164 s CB 9(b)

CW 20 Value of board for religious society members

The value of persona board and lodging and other basic
personal necessities received by a member of a religious
society or order is exempt income if the member’s sole occu-
pationisservicein that society or order, and it isacondition of
that service that members are neither paid for their services
nor receive a reward for them (other than those necessities).

Defined:  exempt income

Compare: 1994 No 164 s CB 6(b)

CW 21 Jurors and witnesses fees

Fees paid by the Crown to jurors and to witnesses (other than
expert witnesses) are exempt income.

Defined:  exempt income

Compare: 1994 No 164 s CB 6(c)

Income from living allowances, compensation, and
government grants

CW 22 Pensions

D

Exempt income
The following are exempt income:

219



Part C cl CW 22 Income Tax

@
(b)

(©)
(d)
(€)

a pension or alowance under the War Pensions Act
1954, other than a veteran’s pension:

a pension or alowance of any other kind granted in
New Zealand or overseas by any government relating to
any war or to disability attributable to or aggravated by
service in the armed forces or police force:

a payment of portable New Zealand superannuation:

a payment of portable veteran’s pension:

an overseas pension.

Meaning of overseas pension
(2) In this section, over seas pension means—

(@

(b)

an overseas pension, to the extent of sums subtracted by
the department that is currently responsible for adminis-
tering the Social Security Act 1964 under section 70 of
that Act from a monetary benefit paid under Part 1 or
under the Social Welfare (Transitional Provisions) Act
1990 (other than New Zealand superannuation or a vet-
eran’s pension):

an overseas pension to the extent to which it is subject
to an arrangement under section 70(3) of the Social
Security Act 1964 (but this exemption does not extend
to the equivalent amount of New Zealand superannua-
tion, veteran’s pension, or income-tested benefit).

Defined:  amount, exempt income, income-tested benefit, New Zealand superannuation,
overseas pension, portable New Zealand superannuation, portable veteran's pen-
sion, veteran's pension

Compare: 1994 No 164 s CB 5(1)(a), (f), (fa), (0)

CW 23 Annuities from Crown Bank Accounts
An annuity to which the following apply is exempt income:

(@

(b)
(©)

it is granted by the Executive Council of New Zealand,;
and

it is paid from the Crown Bank Account; and

it is not designated as being subject to tax.

Defined:  exempt income, New Zealand, tax
Compare: 1994 No 164 s CB 7(c)

CW 24 Maintenance payments
The following payments are exempt income:

@
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child support or spousal maintenance under the Child
Support Act 1991.
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(b) apayment in the nature of maintenance out of money
belonging to a person’s spouse or former spouse.
Defined:  exempt income

Compare: 1994 No 164 s CB 9(a)

CW 25 Scholarships and bursaries
A basic grant or an independent circumstances grant under
regulations made under section 303 of the Education Act 1989
is not exempt income, but any other scholarship or bursary for
attendance at an educational ingtitution is exempt income.
Defined:  amount, exempt income
Compare: 1994 No 164 s CB 9(d)

CW 26 Allowances and benefits

Exempt income
(1) The following payments are exempt income:

(@ amonetary benefit under the Social Security Act 1964,
except an income-tested benefit:

(b) apayment under Part 5 or 13 of the Accident Insurance
Act 1998, or under Part 11 of the Injury Prevention,
Rehabilitation, and Compensation Act 2001, of any of
the following kinds:

(i) apayment to an insured person for treatment or
rehabilitation:

(i)  an independence allowance:

(iii) afuneral grant:

(iv) asurvivor’'s grant:

(v) achildcare payment:

(c) aparticipation alowance under regulations made under
the Social Security Act 1964:

(d) adisabled workshop payment:

(e) anamount derived by atrustee of atrust created for the
benefit of persons harmed by thalidomide, or a distribu-
tion to a beneficiary from the trust:

(f) an amount derived by a trustee of the New Zealand
Agent Orange Trust that represents the settlement fund
and income attributable to the fund, or a distribution to
a beneficiary from the Trust.

Meaning of disabled workshop payment
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In this section, disabled workshop payment means a pay-
ment to a disabled person for undertaking therapeutic activi-
ties in a sheltered workshop within the meaning of the Dis-
abled Persons Employment Promotion Act 1960 or in a
similar workshop, when the sums paid are no more than $50
per week as an average amount in atax year.

Defined: amount, disabled workshop payment, distribution, exempt income, income,

income-tested benefit, tax year, trustee

Compare: 1994 No 164 ss CB 5(1)(e), (1), (m), (q), CB 6(a), (e)

CW 27 Compensation payments

D

)
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Exempt income

An amount of income from the following paymentsis exempt

income:

(8 apayment relating to incapacity for work:

(b) apayment under the Workers Compensation Act 1956:

(c) apayment under the Criminal Injuries Compensation
Act 1963:

(d) adistribution from funds approved by the Minister in
charge of War Pensions to ex-prisoners of war held in
German concentration camps in World War 2:

(e) a payment under the laws of a State of the Federal
Republic of Germany or the Republic of Austriato the
victims of National Socialist persecution:

(f)  payments under schedule 1 of the Crown Forest Assets
Act 1989 (except clause 3(b)):

(@ payments of compensation, solatium payments, or pay-
ments to lessors for the purchase of leases under the
Maori Reserved Land Amendment Act 1997 (but not
interest paid under section 23 of that Act).

Some definitions
In this section,—

accident insurance contract has the meaning given to it by
section 13 of the Accident Insurance Act 1998

payment relating to incapacity for work means a payment

of 1 of the following kinds made to a person who is incapaci-

tated for work:

(& apayment under section 25 of the National Provident
Fund Act 1950:
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(b) a payment by a friendly society, but not a payment
referred to in paragraph (d) or (e) of the definition of the
term accident compensation payment in section CF 1(2)
(Benefits, pensions, compensation, and government
grants):

(c) apayment from asick, accident, or death benefit fund to
which the person was a contributor when the period of
incapacity began, but not a payment referred to in para-
graph (d) or (e) of the definition of the term accident
compensation payment in section CF 1(2) (Benefits, pen-
sions, compensation, and government grants):

(d) apayment under a policy of personal sickness or acci-
dent insurance, or an accident insurance contract, but
neither a payment referred to in paragraph (d) or (e) or (f) of
the definition of the term accident compensation pay-
ment in section CF 1(2) (Benefits, pensions, compensa-
tion, and government grants) nor a payment cal culated
according to loss of earnings or profits.

Defined:  accident insurance contract, exempt income, friendly society, interest, lease,

lessor, pay, payment relating to incapacity for work, sick, accident, or death
benefit fund

Compare: 1994 No 164 s CB 5(1)(b), (c), (), (h), (i), (k), (n), (p), (2)

Income of certain entities

CW 28 Public authorities

D

)

©)

Exempt income

The following amounts are exempt income:

(@ an amount of income derived by a public authority:

(b) an amount of income derived from sinking funds relat-
ing to the public debt.

Exclusion: amountsreceived in trust

This section does not apply to an amount of income that a
public authority derives as a trustee.

Exclusion: superannuation schemes

This section does not apply to a public authority to the extent
to which it is a superannuation scheme.

Exclusion: certain public authorities
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(4) This section does not apply to an amount of income derived
by the following public authorities:

(@ Public Trust:

(b) State enterprises:

(c) Crown Research Institutes:

(d) the department or ministry that is currently responsible
for administering the Marketing Act 1936, if the
amount is derived for a function that the department or
ministry exercises under that Act.

Meaning of public authority

(5) Inthissection, public authority includesthe Reserve Bank of
New Zealand.

Defined:  amount, Crown Research Institute, exempt income, income, public authority,
State enterprise, superannuation scheme, trustee

Compare: 1994 No 164 s CB 3(a), (c), (e)

CW 29 Local authorities

Exempt income
(1) The following amounts are exempt income:
(@ an amount of income derived by a local authority:
(b) an amount of income derived from sinking funds relat-
ing to the debt of aloca authority.

Exclusion: amountsreceived in trust

(2) This section does not apply to an amount of income that a
local authority derives as a trustee.

Exclusion: certain amounts from commercial
undertakings

(3) This section does not apply to an amount of income (other
than rates) derived by alocal authority from—
(@ alocal authority trading enterprise; or
(b) a port company, subsidiary of a port company, or
energy company that would be alocal authority trading
enterprise if section 594B(b)(ii) or (iia) of the Local
Government Act 1974 did not exist.

Exclusion: local authority as port operator

(4) This section does not apply to an amount of income derived
by alocal authority inits capacity asaport operator within the
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meaning of section 38(4) of the Port Companies Act 1988,
from a port-related commercia undertaking within the mean-
ing of that section.

Defined:  amount, exempt income, income, local authority, local authority trading enter-
prise, trustee

Compare: 1994 No 164 s CB 3(b), (c)

CW 30 Charities: non-business income

Exempt income
(1) Thefollowing amounts are exempt income:

(@ an amount of income derived by a trustee in trust for
charitable purposes:

(b) anamount of income derived by a society or institution
established exclusively for charitable purposes and not
carried on for the private pecuniary profit of any
individual.

Exclusion: businessincome

(2) This section does not apply to an amount of income derived
from abusiness carried on by or for atrust, society, or institu-
tion of a kind referred to in subsection (1). A trust is treated as
carrying on a business in the circumstances described in
section CW 31(6).

Exclusion: local authority trading enterprise
income

(3 This section does not apply to income derived by—
(@ alocal authority trading enterprise; or
(b) a local authority from a local authority trading
enterprise.

Defined:  amount, business, charitable purpose, exempt income, income, local authority,
local authority trading enterprise, trustee

Compare: 1994 No 164 s CB 4(1)(c), (e), (3)

CW 31 Charities: business income

Exempt income

(1) Income derived directly or indirectly from a business carried
on by, or for, or for the benefit of atrust, society, or institution
of akind referred to in section CW 30(1) is exempt income if—
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(4)
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(@ the charitable activities of the trust, society, or institu-
tion are carried out in New Zealand; and

(b)  no person with some control over the businessisableto
direct or divert, to their own benefit or advantage, an
amount derived from the business.

Exclusion

This section does not apply to income derived by—

(8 alocal authority trading enterprise; or

(b) a local authority from a local authority trading
enterprise.

Charitable activitiesin New Zealand and over seas

For the purposes of subsection (1)(a), if the charitable activities
of the trust, society, or institution are not limited to New
Zealand, income derived from the business in a tax year is
apportioned reasonably between those activities in New
Zealand and those outside New Zealand. Only the part appor-
tioned to the New Zealand activities is exempt income.

Control over business

For the purposes of subsection (1)(b) for a tax year, a person is
treated as having some control over the business, and as being
ableto direct or divert amounts from the business to their own
benefit or advantage if, in the tax year,—

(8 thepersonis,inany way, whether directly or indirectly,
able to determine or materially influence the nature or
extent of arelevant benefit or advantage, or the circum-
stances in which it can be afforded, or received, or
derived; and

(b) that ability to determine or influence the benefit or
advantage arises because the person is—

(i) asettlor or trustee of the trust by which the busi-
ness is carried on; or

(i) a shareholder or director of the company by
which the business is carried on; or

(ili) asettlor or trustee of atrust that is a shareholder
of the company by which the business is carried
on; or

(iv) aperson associated with a settlor, trustee, share-
holder, or director referred to in any of subpara-
graphs (i) to (iii).
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(®)

(6)

()

(8)

Control: settlor asset disposed of to trust

For the purposes of subsection (4), aperson istreated as a settlor
of atrust, and as gaining a benefit or advantage in the carrying
on of a business of the trust, if—

(@ they have disposed of an asset to the trust, and the asset
is used by the trust in the carrying on of the business;
and

(b) they retain or reserve an interest in the asset, or the asset
will revert to them.

Control: trustee

For the purposes of subsection (4), a trustee is treated as carry-

ing on a business if—

(@ thetrustee derivesrents, fines, premiums, or other reve-
nues from an asset of the trust; and

(b) the asset was disposed of to the trust by a person of a
kind referred to in any of subsection (4)(b)(i) to (iv); and

(c) theperson retains or reserves an interest in the asset, or
the asset will revert to them.

No control

For the purposes of subsection (1)(h), a person is not treated as

having a measure of control of a business merely because—

(8 the person provides professional servicesto the trust or
company by which the business is carried on; and

(b) theability to determine or materially influence a benefit
or advantage arises because the person—

(i)  provides the servicesin the course of and as part
of carrying on, as a business, a professional
public practice; or

(i) isatrustee company; or

(iii) isPublic Trust; or

(iv) isthe Maori Trustee.

Benefit or advantage
For the purposes of subsection (1)(b), a benefit or advantageto a

person—
(& may or may not be something that is convertible into
money:
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(b)  unless excluded under paragraph (d), includes deriving an
amount that would be income of the person under 1 or
more of the following provisions:

(i)  section CA 1(2) (Amounts that are income):

(if)  sections CB 1 to CB 21 (which relate to income from
business or trade-like activities):

(iii) section CB 29 (Obtaining property by theft):

(iv) sections CC 1 (Land), CC 3 to CC 9 (which relate to
income from financial instruments), and CC 10
(Royalties):

(v)  section €D 1 (Income):

(vi) sections CE 1 (Amounts derived in connection
with employment) and CE 8 (Attributed income
from personal services):

(vii) section CF 1 (Benefits, pensions, compensation,
and government grants):

(viii) section CG 3 (Bad debt repayment):

(ix) sections €Q 1 (Attributed controlled foreign com-
pany income) and €Q 4 (Foreign investment fund
income):

() includesretaining or reserving an interest in an asset in
the case described in subsection (6), if the person has
disposed of an asset to a trust:

(d) does not include earning interest on money lent, if the
interest is payable at no more than the current commer-
cia rate, given the nature and term of the loan.

Non-exempt business income

(9) If anamount derived from the carrying on of a business by or
for acharitable trust is not exempt income because of afailure
to comply with subsection (1)(b), the amount is trustee income.

Defined:  amount, associated person, business, company, director, exempt income, income,
interest, local authority, local authority trading enterprise, money lent, New
Zedand, shareholder, tax year, trustee, trustee company, trustee income

Compare: 1994 No 164 s CB 4(1)(e), (2), (3)

CW 32 Charitable bequests
Exempt income

(1) An amount of income derived by a deceased's executor or
administrator is exempt income to the extent to which the
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requirements in subsections (2) and (3) are met, having regard to

al relevant matters including—

(@ theterms of the deceased s will, including the rights of
annuitants, legatees, and other beneficiaries; and

(b) the nature and extent of the debts and liabilities of, and
other charges against, the estate and their likely effect
ontheincome and assets availablefor distribution to the
beneficiaries; and

(c) the sharesand prospective shares of the beneficiariesin
the income and assets of the estate.

Gift to charity

The first requirement is that the amount arises from or is
attributable to assets of the estate that have been left to atrust,
society, or ingtitution of a kind referred to in section CW 30(1).

Exempt in hands of charity

The second requirement is that the amount, if derived by the
trust, society, or ingtitution or by a business carried on by, or
for, or for the benefit of it, would be exempt income under
section CW 30 or CW 31.

Defined:  amount, business, distribution, exempt income, income, New Zealand

Compare: 1994 No 164 s CB 4(1)(d)

CW 33 Friendly societies

An amount of income derived by afriendly society is exempt

income, except to the extent to which the amount is derived

from—

(@ abusiness carried on beyond the membership of the
friendly society; or

(b) acompany registered as an insurer under the Accident
Insurance Act 1998.

Defined:  amount, business, company, exempt income, friendly society, income

Compare: 1994 No 164 s CB 4(1)(a)

CW 34 Sick, accident, or death benefit fund

D

Exempt income
An amount of income derived by atrustee in trust for a sick,
accident, or death benefit fund is exempt income.
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Exclusion

This section does not apply to an amount derived directly or

indirectly from—

(@) abusiness carried on by, or on behalf of, or for the
benefit of, the trustee; or

(b) acompany registered as an insurer under the Accident
Insurance Act 1998 that is under the control of that
trustee.

Defined:  amount, business, company, control, exempt income, income, sick, accident, or

death benefit fund, trustee
Compare: 1994 No 164 s CB 5(1)(i)

CW 35 Bodies promoting amateur games and sports

An amount of income derived by a club, society, or associa-

tion is exempt income if—

(@ theclub, society, or association is established mainly to
promote an amateur game or sport; and

(b) the game or sport is conducted for the recreation or
entertainment of the general public; and

(c)  no part of thefunds of the club, society, or associationis
used or is available to be used for the private pecuniary
profit of amember, proprietor, shareholder, or associate
of any of them.

Defined:  amount, associated person, exempt income, income

Compare: 1994 No 164 s CB 4(1)(h), (2)

CW 36 TAB and racing clubs

D

)
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Exempt income: racing organisations

An amount of income derived by any of the following bodies

IS exempt income:

(@) the Totalisator Agency Board:

(b) the New Zeadand Racing Industry Board:

(c) the New Zealand Racing Conference:

(d) Harness Racing New Zealand:

(e) the New Zealand Greyhound Racing Association
(Incorporated).

Exempt income: racing clubs

An amount of income derived by a racing club within the
meaning of section 2 of the Racing Act 1971 is exempt
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income, if none of the club’sfundsisused or isavailableto be
used for the private pecuniary profit of a member of the club
or an associate of a member.

Defined:  amount, associated person, exempt income, income

Compare: 1994 No 164 s CB 4(1)(i), (2)

CW 37 Local and regional promotion bodies

Exempt income: beautification societies
(1) An amount of income derived by a society or association is
exempt income if—
(@) the society or association is established mainly to—
(i) advertise, beautify, or develop a city or other
district so as to attract population, tourists, trade,
or visitors; or
(i) create, develop, or increase amenities for the
general public in acity or other district; and
(b) none of the funds of the society or association is used,
or is or may become available to be used, for any other
purpose that is not a charitable purpose.

Exclusion: local authority trading enterprise

(2) Thissection does not apply to an amount of income derived—
(@ by alocal authority trading enterprise; or
(b) by a loca authority from a local authority trading
enterprise.

Exempt income: trustees of Cornwall Park

(3 An amount of income that the trustees of Cornwall Park,
Auckland, derive from the property of the trust is exempt
income.

Defined: amount, associated person, charitable purpose, exempt income, income, loca
authority, local authority trading enterprise, trustee

Compare: 1994 No 164 s CB 4(1)()), (), (3)

CW 38 Bodies promoting scientific or industrial research

Exempt income

(1) An amount of income derived by a society or association
established mainly to promote or encourage scientific or
industrial research is exempt income if—
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(@ the society or association is approved by the Royal
Society of New Zealand; and

(b) noneof itsfundsis used or available to be used for the
private pecuniary profit of amember, proprietor, share-
holder, or associate of any of them.

Exclusion

(2) This section does not apply to a Crown Research Institute.
Defined:  amount, associated person, Crown Research Institute, exempt income, income

Compare: 1994 No 164 ss CB 4(1)(b), (2), CK 4(2)

CW 39 Veterinary services bodies

Exempt income: veterinary clubs
(1) Anamount of income derived by aveterinary club, society, or

association is exempt income if—

(@ theclub, society, or association was established mainly
to promote efficient veterinary services in New
Zealand; and

(b) noneof itsfundsis used or available to be used for the
private pecuniary profit of a member, proprietor, share-
holder, or associate of any of them.

Exempt income: Veterinary Council

(2)  An amount of income derived by the Veterinary Council of
New Zedand is exempt income.
Defined:  amount, associated person, exempt income, income, New Zealand
Compare: 1994 No 164 s CB 4(1)(f), (2)

CW 40 Herd improvement societies

An amount of income derived by a herd improvement society

or association is exempt income if—

(@ the society or association was established mainly to
promote the improvement of the standard of dairy cattle
in New Zealand; and

(b) none of itsfundsis used or available to be used for the
private pecuniary profit of a member, proprietor, share-
holder, or associate of any of them.

Defined:  amount, associated person, exempt income, income, New Zealand

Compare: 1994 No 164 s CB 4(1)(9), (2)
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I ncome from certain activities

CW 41 Non-resident aircraft operators

D

e

©)

Exempt income

An amount of income derived by a non-resident aircraft oper-
ator from air transport from New Zealand is exempt incometo
the extent to which the Commissioner determines that an
aircraft operator resident in New Zealand is, in circumstances
corresponding to the circumstances of the non-resident air-
craft operator, exempt from, or not liable to, income tax
imposed by the laws of the country or territory in which the
non-resident aircraft operator is resident.

Deter mination

A determination by the Commissioner for the purposes of
subsection (1) may relate to a class of non-resident aircraft
operators or a class of resident aircraft operators.

Some definitions
In this section,—

air transport from New Zealand—

(@ means the carriage outside New Zealand by an aircraft
of cargo, mail, or passengers emplaned or embarked on
the aircraft at an airport in New Zealand; and

(b) if the aircraft calls at another airport in New Zealand
before leaving New Zealand on the flight for which the
emplaning or embarking occurred, includes that New
Zealand portion of the flight

non-resident aircraft operator means a person who—

(@ isengaged inthe businessof operating an aircraft for air
transport from an airport; and

(b) isresidentinacountry or territory outside New Zealand
and is not resident in New Zealand.

Defined: air transport from New Zealand, amount, business, Commissioner, exempt

income, income, income tax, New Zealand, non-resident aircraft operator, resi-
dent in New Zealand

Compare: 1994 No 164 sCB 14

CW 42 Disposal of companies’ own shares

An amount of income derived by a company from disposing
of shares in the company is exempt income if—
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(@ the company acquired the shares; and

(b) the acquisition was treated under section 67A(1) of the
Companies Act 1993 as not resulting in the cancellation
of the shares.

Defined:  amount, cancellation, company, exempt income, income, share

Compare: 1994 No 164 s CB 15

CW 43 New Zealand companies operating in Niue

)

e

©)

(4)
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Exempt income: income wholly or mainly from

Niue

An amount of income derived in atax year by a New Zealand
company that derives its income wholly or mainly from Niue
IS exempt income.

Exclusion

Subsection (1) does not apply if the company, if it were a
foreign company, would at any time during the tax year be a
controlled foreign company.

Exempt income: dividends

A dividend derived in a tax year from a New Zealand com-

pany that derives its income wholly or mainly from Niue is

exempt income, unless the dividend is derived by—

(& aperson who isresident in New Zealand; or

(b) acompany that is a controlled foreign company at any
time during the tax year; or

(c) atrustee of atrust of which a settlor or beneficiary is
resident in New Zealand during the tax year.

Exempt income: Niue development projects

An amount of income derived by a New Zealand company
from a business or enterprise that the company carries on in
Niue is exempt income if—

(@ the business or enterprise is declared by an Order in
Council made under subsection (7) to be a devel opment
project for the purposes of this section; and

(b) the company’s income is derived wholly or mainly
from that business or enterprise; and

(c) the amount is derived from sources in Niue; and
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(6)
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(d) the amount is derived while the Order in Council isin
force.

Exclusions

Subsections (1), (3), and (4) do not apply to—

(@ an amount of income derived from sources in New
Zealand; or

(b) adividend, to the extent to which it constitutes distribu-
tion of an amount derived by the company from sources
in New Zealand.

Attributed CFC income and foreign investment
fund income

This section does not restrict the application of section €Q 1
(Attributed controlled foreign company income), or €Q 4 (For-
eign investment fund income), or the FIF rules. For the pur-
poses of the FIF rules, a company that derives its income
wholly or mainly from Niue and has exempt income under
subsection (1) is treated as a foreign entity.

Order in Council declaring Niue development

proj ect

The Governor-Genera may, by Order in Council, declare a

business or enterprise to be a development project for the

purposes of this section if satisfied that the business or

enterprise—

(@ has been or will be entered upon wholly or mainly for
the purpose of developing Niue; or

(b) isor will beimportant in the development of Niue.

Defined: amount, attributed CFC income, business, company, controlled foreign com-

pany, dividend, exempt income, FIF rules, foreign company, foreign entity,
foreign investment fund, income, New Zealand, New Zealand company, resident
in New Zeaand, source in New Zealand, tax year, trustee

Compare: 1994 No 164 sCB 8

CW 44 Stake money

Stake or prize money for a dog race, horse race, or trotting

race is exempt income if—

(@ itispaid by aclubthat islicensed to use the totalisator
under the Racing Act 1971; or
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(b) theraceis held outside New Zealand.

Defined:  exempt income, New Zealand
Compare: 1994 No 164 s CB 9(c), (ca)

Foreign-sourced income of non-residents

CW 45 Foreign-sour ced income of non-residents
An amount of income to which section BD 1(2)(b) (Income,
exempt income, excluded income, and counted income)
applies is exempt income.

Defined:  amount, exempt income, income, non-resident

General exemption under other Acts

CW 46 Exemption under other Acts
An amount of income expressly exempted from income tax by
any other Act is exempt income.
Defined:  amount, exempt income, income, income tax
Compare: 1994 No 164 s CB 9(e)

I ncome exempt under Parts F to |

CW 47 Exemption under Partsto berewritten
An amount of incomeisexempt incomeif it isexempt under a
provision in any of Parts F to I.

Defined:  amount, exempt income, income

Compare: 1994 No 164 s BD 1(2)(a)

Subpart CX—Excluded income

Index

Goods and services tax
CX1 GST

Fringe benefits

Introductory provisions

CX 2 When sections CX 2 to CX 33 apply

CX 3  Past, present, or future employment

CX 4  Arrangement to provide benefits

CX 5 Employment income: relationship with subpart CE
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CX 6  Exempt income: relationship with subpart CW
CX 7 When fringe benefits arise

Fringe benefits: motor vehicles

CX 8 Private use of motor vehicle

CX 9 Private use of motor vehicle: use of work-related vehicle
CX 10 Private use of motor vehicle: use by more than 1 employee

Fringe benefits: other matters

CX 11 Subsidised transport in course of employer’s business

CX 12 Employment-related loans

CX 13 Employment-related loans: loans by life insurers

CX 14 Contributions to superannuation schemes

CX 15 Contributions to sick, accident, or death benefit funds

CX 16 Contributions to insurance funds

CX 17 Benefits provided to employees who are shareholders or
investors

Exclusions and limitations

CX 18 Benefits provided instead of allowances
CX 19 Benefits to enable performance of duties
CX 20 Bengfits to non-executive directors

CX 21 Benefits provided on premises

CX 22 Benefits provided by charitable organisations
CX 23 Non-liable payments

CX 24 Assistance with tax returns

CX 25 Accommodation

CX 26 Entertainment

CX 27 Distinctive work clothing

CX 28 Services provided to superannuation fund
Definitions

CX 29 Meaning of emergency call

CX 30 Meaning of employee share loan

CX 31 Meaning of private use

CX 32 Meaning of unclassified benefit

CX 33 Meaning of work-related vehicle

Insurance
CX 34 Lifeinsurers and fully reinsured persons
CX 35 Superannuation fund deriving amount from life insurance
policy
CX 36 Resident insurance underwriters
Petroleum mining
CX 37 Disposal of ownership interests in controlled petroleum
mining entities
CX 38 Farm-out arrangements for petroleum mining
Mineral mining
CX 39 Disposal of mining shares
CX 40 Disposal of mining shares acquired with reinvestment profit
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CX 41 Repayment of loans made from reinvestment profit

Government grants
CX 42 Government grants to businesses

Superannuation contributions
CX 43 Employer’s superannuation contributions

Income equalisation schemes
CX 44 Income equalisation schemes

Inflation-indexed instruments
CX 45 Credits for inflation-indexed instruments

Income excluded under Parts F to |
CX 46 Income excluded under Parts F to |

Goods and services tax

CX 1 GST

Excluded income

(1) Thefollowing amounts are excluded income of a person:
(& output tax on goods and services they supply:
(b) GST payable to the person by the Commissioner.

Exclusion

(2) This section does not apply to an amount calculated under
sections 21F and 21G of the Goods and Services Tax Act
1985 and referred to in section CH 5 (GST adjustments).

Defined:  amount, Commissioner, excluded income, goods, GST payable, output tax,
services

Compare: 1994 No 164 s ED 4(1), (3)(b), (9), (7)

Fringe benefits

Introductory provisions
CX 2 When sections CX 2 to CX 33 apply

Excluded income

(1) A benefit that an employer provides to an employee in con-
nection with their employment is a fringe benefit and is
excluded income of the employee.

Relationship with subpart ND
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(2) Sections CX 7 to CX 33 set out the circumstances in which
benefits that an employer provides to an employee in connec-
tion with their employment are fringe benefits. The calcula-
tion of the taxable value of fringe benefits is dealt with in
subpart ND (Fringe benefit tax).

Defined: employee, employer, employment, excluded income, exempt income, fringe
benefit, income

Compare: 1994 No 164 sCI 1

CX 3 Padt, present, or future employment
For the purposes of the fringe benefit tax rules, it is not
necessary that an employment relationship is in existence
when the employee receives the benefit.
Defined:  employee, employment, fringe benefit tax rules
Compare: 1994 No 164 s Cl 2(1)

CX 4 Arrangement to provide benefits
A benefit that is provided to an employee through an arrange-
ment between their employer and another person is treated as
having been provided by the employer.
Defined:  arrangement, employee, employer
Compare: 1994 No 164 s Cl 2(1)

CX 5 Employment income: relationship with subpart CE
To the extent to which a benefit that an employer provides to
an employee in connection with their employment is employ-
ment income under section CE 1 (Amounts derived in connec-
tion with employment), or is otherwise their income under
subpart CE (Employee or contractor income), the benefit is not
a fringe benefit.

Defined:  employee, employer, employment, employment income, fringe benefit, income

Compare: 1994 No 164 s Cl 1(0)(i)

CX 6 Exempt income: relationship with subpart CW

Exempt income not fringe benefit

(1) Tothe extent to which a benefit that an employer providesto
an employee in connection with their employment is exempt
income under subpart CW (Exempt income), the benefit is not a
fringe benefit.
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Exclusion
(2) Subsection (1) does not apply to—

@

(b)

an allowance that is exempt under section CW 13 (Expen-
diture on account, and reimbursement, of employees) to
the extent to which it is made to enable the employeeto
provide a benefit to another person:

a payment of a premium on alife insurance policy that
is excluded from being expenditure on account of an
employee under section CE 5(2) (Meaning of expenditure
on account of an employee).

Exempt cash payment not fringe benefit

(3) To the extent to which a benefit that an employer provides to
an employee in connection with their employment would have
been exempt income if it had been paid in cash, the benefit is
not a fringe benefit.

Exclusion

(4) Subsection (3) does not apply to interest, dividends, or an
allowance under subsection (2)(a).

Defined: dividend, employee, employer, employment, exempt income, expenditure on
account of an employee, fringe benefit, interest, life insurance policy, payment,
premium

Compare:

1994 No 164 s CI 1(0)(ii), (iii)

CX 7 When fringe benefits arise
A fringe benefit arises when—

(@
(b)
(©)

(d)
(€)

(f)
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a motor vehicle is made available to an employee for
their private use (sections CX 8 to CX 10):

an employer provides subsidised transport for an
employee (section CX 11):

an employer provides an employment-related loan to an
employee, or alife insurer provides a loan to a policy-
holder (sections CX 12 and CX 13):

an employer contributes to a superannuation scheme for
the benefit of an employee (section CX 14):

an employer makes a contribution for the benefit of an
employee to a sick, accident, or death benefit fund
(section CX 15):

an employer pays a specified insurance premium or
makes a contribution to the insurance fund of afriendly
society for the benefit of an employee (section CX 16):



Income Tax Part Ccl CX 9

Defined:

(9)

(h)

a company or trustee of a group investment fund pro-
vides a benefit to an employee who holds shares in the
company or is an investor in the fund section CX 17):

an employer provides an employee with an unclassified
benefit.

company, contribution, employee, employer, employment, employment-rel ated
loan, friendly society, fringe benefit, group investment fund, life insurer, loan,
motor vehicle, policyholder, private use, share, sick, accident, or death benefit
fund, specified insurance premium, subsidised transport, superannuation scheme,
trustee, unclassified benefit

Fringe benefits: motor vehicles

CX 8 Private use of motor vehicle

D

e

©)

When fringe benefit arises
A fringe benefit arises when—

(& amotor vehicle is made available to an employee for
their private use; and

(b) the vehicle is owned, leased, or rented by the person
who makes it available to the employee.

Exclusion

Subsection (1) does not apply when—

(@ the nature of the employment requires the employee
regularly to use a motor vehicle and to be absent from
home in the performance of their duties, and the period
of absence is not less than 24 hours continuously; or

(b) thevehicle is used as a work-related vehicle; or

(c) thevehicleisused for an emergency call.

Whole day

For the purposes of subsection (2), the whole of the day on
which amotor vehicleis used for abusinesstrip, or asawork-
related vehicle, or for an emergency call istreated as aday on
which the vehicle is not available for private use.

Defined:  business, emergency call, employee, employment, motor vehicle, private use,
work-related vehicle

Compare: 1994 No 164 ss Cl 1(a), (b), Cl 11(16), OB 1 “private use or enjoyment”

CX 9 Private use of motor vehicle: use of work-related vehicle
If an employer makes a work-related vehicle available to an
employee for their private use, the employee’s use of the
vehicle must be limited to—
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(@ travel to and from their homethat is necessary in, and a
condition of, their employment; or

(b) other travel in the course of their employment during
which the travel arises incidentally to the business use.

Defined:  business, employee, employer, employment, motor vehicle, private use, work-
related vehicle

Compare: 1994 No 164 s OB 1 “work-related vehicle”

CX 10 Private use of motor vehicle: use by more than
1 employee
If, on any day, a motor vehicle is made available by an
employer for the private use of more than 1 employee, this
availability istreated as asingleinstance. The taxable value of
the fringe benefit is reduced by the total amount of any contri-
butions paid by an employee or employees.

Defined:  amount, contribution, employee, employer, fringe benefit, motor vehicle, private
use

Compare: 1994 No 164 s Cl 2(4)

Fringe benefits. other matters
CX 11 Subsidised transport in course of employer’s business

Subsidised transport provided by employer

(1) A fringe benefit arises if an employer carries on a business
that includes charging a sum for transporting members of the
public by means other than a motor vehicle, and the employer
subsidises the transport of an employee in the course of the
business.

Transport provided by arrangement with third
person

(2) A fringe benefit arises whether the subsidised transport is
provided to an employee by their employer or by a person
with whom the employer has entered into an arrangement to
provide the transport.

Defined:  amount, arrangement, business, employee, employer, fringe benefit, motor
vehicle, subsidised transport

Compare: 1994 No 164 ss Cl 1(d), OB 1 “subsidised transport”
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CX 12 Employment-related loans

When fringe benefit arises
(1) A fringe benefit arises when—
(& anemployer provides a loan to an employee; or
(b) a life insurer provides a loan to which section CX 13
applies.

Exclusion

(2) This section does not apply to aloan made—

(@ asan employee share loan:

(b) under a share purchase scheme approved under section
DC 11 (Loans to employees under share purchase
schemes):

(c) by a superannuation fund to the extent to which the
value of the loan constitutes income of the fund under
section GD 6 (\aue of loans provided by superannuation
fund deemed to be income of fund).

Defined:  employee, employee share loan, employer, employment-related loan, fringe ben-
efit, income, life insurance poalicy, life insurer, loan, offered or entered into in
New Zealand, policyholder, share purchase scheme, superannuation fund

Compare: 1994 No 164 ss Cl 1(c), (i), (ia), (j), ClI 2(8), (9)

CX 13 Employment-related loans: loans by life insurers

Loan to policyholder
(1) A lifeinsurer provides a benefit that is treated as an employ-
ment-related loan if—

(& thelife insurer makes aloan to a person holding alife
insurance policy (or to a person associated with them);
and

(b) theloan is made because of the capacity or status of the
person as a policyholder; and

(c) the life insurance policy is offered or entered into in
New Zealand.

Interest charged on loan

(2) If alife insurer makes a loan to a person holding a life
insurance policy (or to aperson associated with them), and the
interest charged on the loan depends on the capacity or status
of the person as a policyholder, the life insurer provides a
benefit that is treated as an employment-related |oan.
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©)

4)

Lifeinsurer as employer

For the purposes of the FBT rules, thelifeinsurer istreated as
an employer and the person holding the policy as an
employee.

Meaning of life insurer

In this section, life insurer means a person who is the insurer
under the life insurance policy, or a person associated with
them, or a person with whom they have entered into an
arrangement related to the making of the loan.

Defined:  arrangement, associated person, employee, employer, employment-related |oan,

FBT rules, interest, life insurance policy, life insurer, loan, New Zealand

Compare: 1994 No 164 s Cl 2(8), (9)

CX 14 Contributions to superannuation schemes

D

)

Contribution
A fringe benefit arisesif an employer contributesto a superan-
nuation scheme for the benefit of an employee.

Exclusion

This section does not apply if the contribution is a specified
superannuation contribution.

Defined:  contribution, employee, employer, fringe benefit, specified superannuation con-

tribution, superannuation scheme

Compare: 1994 No 164 s Cl 1(g), (k)

CX 15 Contributions to sick, accident, or death benefit funds

A fringe benefit arisesif an employer makes a contribution for
the benefit of an employee to asick, accident, or death benefit
fund that has been approved by the Commissioner for the
purposes of section CW 34 (Sick, accident, or death benefit
fund).

Defined:  Commissioner, contribution, employee, employer, fringe benefit, sick, accident,
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or death benefit fund
Compare: 1994 No 164 s Cl 1(e)
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CX 16 Contributions to insurance funds

D

e

©)

Contribution

A fringe benefit arises if an employer pays a specified insur-
ance premium or makes a contribution to the insurance fund
of afriendly society for the benefit of an employee

Exclusion

This section does not apply to a premium or contribution
under an accident insurance contract under section 13 of the
Accident Insurance Act 1998, or under a contract to which
section 188 (1)(a) of that Act applies, to the extent to which it
relates to cover and entitlements for work-related personal
injury.

M eaning of specified insurance premium

In this section, specified insurance premium means a pre-

mium paid on the following policies for the benefit of an

employee, their spouse, or their child:

(@ apolicy of lifeinsurance on the life of the employee or
their spouse or on their joint lives, or on the life of their
child, that has the following characteristics:

(i)  for policies other than whole of life policies, the
minimum term is 10 years (except for a policy on
the life of an employee’s spouse) or, when the
policy’s maturity date is not earlier than the date
on which alife assured reaches 60 years of age, is
5 years; and

(i)  the only benefits payable or distributable earlier
than 10 years from the start of the policy or its
maturity date (whichever isearlier) are madeasa
result of the death of a life assured, or are addi-
tional benefits payable as a result of accident to,
or disease or sickness of, alife assured; and

(iii) the policy provides on the death of alife assured
for a payment or distribution of a benefit (not a
return of premiums) that is substantially capital
and not materially less than the total benefit pay-
able under the policy otherwise than as aresult of
death, or isadeferred life assurance policy on the
life of achild, or isapolicy onthelife of aperson
who owing to ill health or physical disability
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cannot effect a policy of insurance at ordinary
rates:

(b) apolicy of pension insurance under which the benefits

Defined:

are payable solely—

(i) for alife assured under the policy by way of a
pension starting on or after the date on which the
life assured reaches 60 years of age, and continu-
ing for the life of the employee, their spouse, or
their child; or

(i) asaresult of the death of thelife assured either by
returning a portion of the premiums paid for the
assurance to secure the payment of a pension
dependent on the life of the employee, ther
spouse, or their child, or by paying some or al of
a bonus declared on the policy attributed to that
portion:

(c) a policy of personal accident or sickness insurance
under which the benefits are payable solely for personal
accident (whether fatal or not) or disease or sickness
suffered by the employee, their spouse, or their child.

contribution, employee, employer, friendly society, fringe benefit, lifeinsurance,
premium, specified insurance premium, year

Compare: 1994 No 164 ss Cl 1(f), (ja), Cl 3(8A), OB 1 “policy of life insurance”,
“policy of pension insurance”, “policy of personal accident or sickness insurance”

CX 17 Benefits provided to employees who are shareholders

1

@
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or investors

Benefit provided in connection with employment

If acompany or atrustee of agroup investment fund provides
a benefit to an employee who holds shares in the company or
who is an investor in the fund, the benefit is treated as having
been provided in connection with the employment. The shares
or investment may be held in the employee's own right or
beneficialy.

Exclusion

Subsection (1) does not apply when a payment or distribution
under section CD 12(2) (Benefits of shareholder-employees or
directors) is made to a non-executive director solely in their
capacity as a non-executive director.
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©)

4)

(®)

Whether fringe benefit or dividend

A company or a trustee of a group investment fund that has
provided a non-cash benefit to an employee who holds shares
in the company or who is an investor in the fund may choose
to treat the benefit as a fringe benefit or a dividend. If the
company or trustee does not make an election, the benefit is
treated as afringe benefit. If the company or trustee choosesto
treat the benefit as a dividend, the FBT rules do not apply.

Non-cash benefits

Subsection (2) applies to non-cash benefits that would,—

(a8 if section CX 5 did not exist, be unclassified benefits if
provided to a person in their capacity as an employee:

(b) if section CD 23 (Employee benefits) did not exist, be
dividends under section CD 12 (Benefits of shareholder-
employees or directors) if provided to a person in their
capacity as a shareholder.

Notice of election

The company or trustee must give notice to the Commissioner
of the election referred to in subsection (2) within the time
allowed for filing a fringe benefit tax return for the period in
which the benefit was provided.

Defined: Commissioner, company, dividend, employee, employment, FBT rules, fringe

benefit, fringe benefit tax, group investment fund, investor, non-executive direc-
tor, notice, return, share, shareholder, trustee, unclassified benefit

Compare: 1994 No 164 ss Cl 2(2), (3), Cl 2A

Exclusions and limitations

CX 18 Benefits provided instead of allowances

A benefit that an employer provides to an employee in con-

nection with their employment is not a fringe benefit to the

extent to which it removes the need that would otherwise exist

for the employer to pay the employee an alowance that,—

(@ if it had been paid, would have been exempt income
under section CW 13 (Expenditure on account, and reim-
bursement, of employees), and would have been paid
for reasons other than to enable the employeeto provide
a benefit to another person; or

(b)  reimburses the employee for transport costs that would
have been incurred both in connection with their
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employment and for the benefit of the employer in
travelling between home and work, and that are attribu-
table to any 1 or more of the factors set out in section
Cw 14(3)(a) to (f) (Allowance for additional transport
costs).

Defined:  employee, employer, employment, exempt income, fringe benefit

Compare: 1994 No 164 s Cl 1(0)(iv), (v)

CX 19 Benefits to enable performance of duties

The taxable value of a benefit that an employer providesto an

employee by way of subsidised transport, or in the form of

expenditure that an employer incurs on accommodation or

transport provided to an employee, is zero if the

expenditure—

(@) istoenabletravel by the employeein order for them to
perform their duties; and

(b) does not relate to the providing or taking of leave or a
vacation; and

(c) isnotincreased as aresult of the benefit.

Defined:  employee, employer, subsidised transport

Compare: 1994 No 164 s Cl 4(4)

CX 20 Benefits to non-executive directors

A payment or distribution to, or a transaction with, a non-
executive director that is a dividend under section CD 12(2)
(Benefits of shareholder-employees or directors) is not a
fringe benefit if it is made solely because of their capacity asa
non-executive director.

Defined:  distribution, dividend, fringe benefit, non-executive director, shareholder

Compare: 1994 No 164 s Cl 1(na)

CX 21 Benefits provided on premises

D

)

248

Natur e of exemption
A benefit (other than free, discounted, or subsidised travel,
accommodation, or clothing) provided by an employer and
received or used by an employee on the employer’s premises
is not a fringe benefit.

Meaning of employer’s premises
In this section, employer’s premises—
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(@ includes premisesthat the employer ownsor leases, and
applies to premises other than those of the employer
when the employee is required to work on those prem-
ises (in which case the benefit must be provided at the
time the employee is working on those premises); and

(b)  does not include premises occupied by an employee for
residential purposes.

Defined:  employee, employer, employer’s premises, fringe benefit, possession
Compare: 1994 No 164 s Cl 1(q)

CX 22 Benefits provided by charitable organisations
A charitable organisation that provides a benefit to an
employee does not provide a fringe benefit except to the
extent to which—
(@ the employee receives the benefit mainly in connection
with their employment; and
(b) the employment consists of the carrying on by the
organisation of a business whose activity is outside its
benevolent, charitable, cultural, or philanthropic
purposes.
Defined:  business, charitable organisation, employee, employment, fringe benefit
Compare: 1994 No 164 s Cl 1(m)

CX 23 Non-liable payments
A benefit received by an employeeis not afringe benefit to the
extent to which it isreceived in aquarter or in an income year
in which they derive a source deduction payment that is not
liable for income tax.

Defined: employee, fringe benefit, income tax, income year, quarter, source deduction
payment

Compare: 1994 No 164 s ClI 1(n)

CX 24 Assistance with tax returns
An employer's assistance with the preparation of an
employee's income statement or return of income is not a
fringe benefit when the expenditure incurred in providing the
assistance is expenditure for which the employee would have
been alowed a deduction, if it had been incurred by the
employee, under section DB 3 (Determining tax liabilities).

Defined:  deduction, employee, employer, fringe benefit, income statement, return of
income

Compare: 1994 No 164 s Cl 1(la)
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CX 25 Accommodation
The value of board (or an allowance instead of accommoda-
tion) that an employer provides to an employee in connection
with their employment or service is not a fringe benefit.
Defined:  employee, employer, employment, fringe benefit
Compare: 1994 No 164 s Cl 1(p)

CX 26 Entertainment

Entertainment not fringe benefit as general rule

(1) A benefit in aform of entertainment described in section DD 2
(Limitation rule) that an employer provides to an employeeis
not afringe benefit. This subsection isoverridden by subsection
().

When entertainment is fringe benefit

(2) A benefit in aform of entertainment described in section DD 2
(Limitation rule) that an employer providesto an employeeis
a fringe benefit if—
(8 the employee does not receive or useit in the course of
employment; and
(b) the employee does not receive or use it as a necessary
consequence of their employment duties; and
(c) either—
(i) the employee may choose when to receive or use
the benefit; or
(i)  theentertainment is of akind described in section
DD 7 (Entertainment outside New Zealand).
Defined:  employee, employer, employment, fringe benefit, New Zealand
Compare: 1994 No 164 s Cl 1(r)

CX 27 Distinctive work clothing

Distinctive work clothing provided by employer

(1) Distinctive work clothing that an employer provides to an
employee is not a fringe benefit, whether provided by sale or
otherwise.

Meaning of distinctive work clothing

(2) In this section, distinctive work clothing means clothing
(including a single item of clothing) that—
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@

(b)
(©)

isworn by an employee as a uniform that can be identi-
fied with the employer either—

(i)

(i)

through the permanent and prominent display of
a name, logo, or other identification that the
employer regularly uses in carrying on ther
activity or undertaking; or

because the colour scheme, pattern, or style is
readily associated with the employer; and

isworn in the course, or as an incident, of employment;

and

is not clothing that employees would normally wear for

private purposes.

Defined:  distinctive work clothing, employee, employer, employment, fringe benefit
Compare: 1994 No 164 ss Cl 1(s), OB 1 “distinctive work clothing”

CX 28 Services provided to superannuation fund
A fringe benefit does not arise if services are provided to a
superannuation fund, but only to the extent to which the fund
would have been alowed a deduction for expenditure that it
incurred in providing the services, if it had provided the
services.
Defined:  deduction, fringe benefit, superannuation fund

Compare: 1994 No 164 s Cl 1(1)

Definitions

CX 29 Meaning of emergency call
Emergency call means avisit that an employee isrequired to
make, to which all the following apply:
the employee makes the visit from their home in the
course of their employment; and
the purpose of the visit is to provide—

@
(b)

(i)

(i)

(iii)

essential services relating to the operation of the
plant or machinery of the employer, or of their
client or customer; or

essential services relating to the maintenance of
services provided by a local authority or public
authority, or the carrying on of a business for the
supply of energy or fuel to the public; or
emergency services relating to the health or
safety of any person; and
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(©)
(d)

the employer, their client or customer, or a member of
the public requests the services; and

except when paragraph (b)(iii) applies, the services are
required to be performed between the hours of 6.00 pm
and 6.00 am on days other than a Saturday, Sunday or
statutory public holiday, and at any time on other days.

Defined:  business, emergency cal, employee, employer, employment, local authority,
motor vehicle, public authority

Compare: 1994 No 164 s OB 1 “emergency call”

CX 30 Meaning of employee share loan

D

)

©)

252

Meaning

Employee share loan means a loan made to an employee
under the conditions described in subsection (3) for the sole
purpose of enabling the employee to acquire, under a scheme
of acquisition, shares, rights, or optionsin the company that is
their employer or that is associated with their employer.

Exclusions
This section does not apply—

(@)
(b)

(©)

to a qualifying company:

to a loan to which section DC 11 (Loans to employees
under share purchase schemes) applies:

when an employer and an employee are associated
persons.

Conditions for loan
The conditions applying to an employee share loan are that—

(@
(b)
(©)

(d)

the employee must use the loan only for the purpose of
the acquisition; and

the employee must beneficially own the shares, rights,
or options while the loan is owing; and

the employee must immediately repay the loan in full if
they cease to be the beneficial owner of any of the
shares, rights, or options; and

the company issuing the shares, rights, or options must
maintain a dividend-paying policy during the term of
the loan.

When loan is owing
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(4)

The employer provides a fringe benefit in atax year in which
theloan isowing. The circumstancesin which aloan is owing
include acase in which, under the arrangement for theloan, an
amount is payable in the future, or would be payable in the
future if a particular event happened, and the employee or an
associated person is or would be liable to pay the amount.

Defined:  amount, arrangement, associated person, company, employee, employee share

loan, employer, employment-related loan, fringe benefit, loan, qualifying com-
pany, share, tax year

Compare: 1994 No 164 s OB 1 “employee share |oan benefit”, “ owing”

CX 31 Meaning of private use

D

)

Meaning

Private use, for a motor vehicle—

(@ includes the employee's use of the vehicle for travel
between home and work, and any other travel that con-
fers a private benefit on the employee; and

(b)  does not include the use of the vehicle in the course of
employment—

(i) for an emergency call; or

(i) when the nature of the employment regularly
reguires the employee to use the vehicle and to be
absent from home in the performance of their
duties, and the period of absence is not less than
24 hours continuously.

Emergency call or absence

For the purposes of subsection (1)(b), the day on which the
emergency call is made, or a day on which the absence con-
tinues, is not counted as a day on which the vehicle is avail-
able for the employee’s private use.

Defined:  emergency call, employee, employment, motor vehicle, private use

Compare: 1994 No 164 s OB 1 “private use or enjoyment”

CX 32 Meaning of unclassified benefit

Unclassified benefit means a fringe benefit that arises if an

employer provides an employee with a benefit in connection

with their employment that is—

(& not a benefit referred to in any of sections CX 8 to CX 17;
and
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(b) not a benefit excluded under this subpart.
Defined:  employee, employer, employment, fringe benefit
Compare: 1994 No 164 s Cl 1(h)

CX 33 Meaning of work-related vehicle
Work-related vehicle means a motor vehicle (other than a
motorcar) that prominently and permanently displays on the
exterior of the vehicle the form of identification that the
employer regularly uses in carrying on their undertaking or
activity. If the vehicle is rented from any person, the identifi-
cation may instead be in the form that that person regularly
uses in their undertaking or activity.

Defined:  employer, motor vehicle, motorcar, work-related vehicle

Compare: 1994 No 164 s OB 1 “work related vehicle”
Insurance

CX 34 Lifeinsurersand fully reinsured persons

Persons to whom this section applies
(1) The amounts described in subsection (2) are excluded income
of —

(@ alifeinsurer:

(b) aperson whoiscarrying on abusiness of providing life
insurance but who is treated as not carrying on a busi-
ness of providing life insurance because they have full
reinsurance.

Excluded income

(2) The amounts are—
(@ a premium derived by the life insurer or the person
under alife insurance policy; or
(b) aclamreceivableby thelifeinsurer or the person under
alife reinsurance policy.

Defined:  amount, business, claim, excluded income, full reinsurance, life insurance, life
insurance policy, life insurer, life reinsurance policy, premium

Compare: 1994 No 164 ssCM 3, CM 12(c), (d)
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CX 35 Superannuation fund deriving amount from life

D

)

insurance policy

When this section applies

This section applies when a superannuation fund invests funds
in a life insurance policy offered or entered into in New
Zealand.

Excluded income

An amount that the superannuation fund derives from the
policy is excluded income.

Defined:  amount, excluded income, life insurance policy, offered or entered into in New

Zealand, superannuation fund

Compare: 1994 No 164 sCL 2

CX 36 Resident insurance underwriters

)

@

When this section applies

This section applies when a natural person or an unincorpo-

rated body of natural persons—

(@ isresident in New Zealand; and

(b) carries on a business of providing general insurance or
guarantees against loss, damage, or risk; and

(c) as part of the business, is liable under an insurance
contract, whether or not named in it, to pay, or to
contribute towards the payment of, some or all of an
amount claimable by the person insured under the
contract.

Excluded income

Income that the natural person or persons derive from carrying
on the business outside New Zealand is excluded income to
the extent to which it is income not referred to in section OE 4
(1)(e) or (f) or (g) or (h) or (1) or (m) or (n) (Classes of income treated
as having source in New Zealand).

Defined:  amount, business, excluded income, general insurance, income, insurance con-

tract, New Zesaland, payment, resident in New Zealand
Compare: 1994 No 164 sCN 5
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Petroleum mining

CX 37 Disposal of ownership interestsin controlled petroleum
mining entities

Excluded income

(1) The consideration that a person derives from the disposal of
shares or trust interests in a controlled petroleum mining
entity is excluded income of the person.

Relationship with section CZ 7

(2) This section is overridden by section €2 7 (Disposal of owner-
ship interests in controlled petroleum mining entities before
3 December 2001).

Defined:  consideration, controlled petroleum mining entity, disposal, excluded income,
share

Compare: 1994 No 164 sCJ 6

CX 38 Farm-out arrangements for petroleum mining
Farm-in expenditure under a farm-out arrangement is
excluded income of a petroleum miner who is the farm-out
party in the farm-out arrangement.

Defined:  excluded income, farm-in expenditure, farm-out arrangement, farm-out party,
petroleum miner

Compare: 1994 No 164 s CJ 4(1)
Mineral mining

CX 39 Disposal of mining shares

When subsection (2) applies
(1)  Subsection (2) applies when—

(8 acompany derives an amount from disposing of amin-
ing share; and

(b) the amount is more than the cost of the share calcul ated
under section DU 11(2) (Disposal of mining shares by
company); and

(c) the amount would, if this section did not exist, be
income of the company under any of sections CB 1 to CB 4
(which relate to income from business or trade-like
activities).
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Excluded income

(2) Theamount is excluded income of the company to the extent
towhichitis, or isto be, used for mining purposes within the
prescribed period.

When subsection (4) applies

(3)  Subsection (4) applies when—

(& acompany (seller) derivesan amount from disposing of
amining share; and

(b) the disposal is to a mining company or to a mining
holding company (buyer); and

(c) theamount is more than the cost of the share calculated
under section DU 11(2) (Disposal of mining shares by
company); and

(d) the amount would, if this section did not exist, be
income of the seller under any of sections CB 1 to CB 4
(which relate to income from business or trade-like
activities).

Excluded income

(4) The amount is excluded income of the seller to the extent to
which it consists of mining shares issued to it in the buyer.

Defined:  amount, company, excluded income, income, mining company, mining holding
company, mining purposes, mining share, prescribed period

Compare: 1994 No 164 s DN 2(2)

CX 40 Disposal of mining shares acquired with reinvestment
profit

When subsection (2) applies
(1) Subsection (2) applies when—

(& acompany (seller) derivesan amount from disposing of
a mining share; and

(b) anamount of the reinvestment profit of the seller isused
in calculating the deduction for the cost of the mining
share under section DU 11(2) (Disposal of mining shares
by company); and

(c) the amount derived from the disposal would, if this
section did not exist, be income of the seller under
section CU 14 (Recovery of reinvestment profit on dispo-
sal of mining shares).
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)

©)

4)

©)
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Excluded income

The amount is excluded income of the company to the extent
towhichitis, or isto be, used for mining purposes within the
prescribed period.

When subsection (4) applies
Subsection (4) applies when—

(@
(b)
(©)

(d)

acompany (seller) derives an amount from disposing of
amining share; and

the disposal is to a mining company or to a mining
holding company (buyer); and

an amount of the reinvestment profit of the seller isused
in calculating the deduction for the cost of the mining
share under section DU 11(2) (Disposal of mining shares
by company); and

the amount derived from the disposal would, if this
section did not exist, be income of the seller under
section CU 14 (Recovery of reinvestment profit on dispo-
sal of mining shares).

Excluded income

The amount is excluded income of the seller to the extent to
which it consists of mining shares issued to it in the buyer.

When subsection (6) applies
Subsection (6) applies when—

@
(b)

(©)

acompany (seller) derives an amount from disposing of
a mining share; and

the disposal is of the kind described in section CU 20
(Mining company or mining holding company liqui-
dated); and

the amount derived from the disposal would, if this
section did not exist, be income of the seller under
section CU 14 (Recovery of reinvestment profit on dispo-
sal of mining shares).

Excluded income
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(6) Theamount is excluded income of the company to the extent
to which it consists of mining shares.

Defined:  amount, company, deduction, excluded income, income, mining company, min-
ing holding company, mining purposes, mining share, prescribed period, rein-
vestment profit

Compare: 1994 No 164 s DN 2(9)

CX 41 Repayment of loans made from reinvestment profit

When this section applies

(1) Thissection applies when an amount would, if this section did
not exist, be income of a company under section CU 16 (Recov-
ery of reinvestment profit on repayment of loans).

Excluded income

(2) Theamount is excluded income of the company to the extent
towhichitis, or isto be, used for mining purposes within the
prescribed period.

Defined:  amount, company, excluded income, income, mining purposes, prescribed period

Compare: 1994 No 164 s DN 2(6)

Government grants

CX 42 Government grantsto businesses

When this section applies
(1) This section applies when—
(& alocal authority or apublic authority makesagrant to a
person for a business that the person carries on; and
(b) the grant isin the nature of a grant or subsidy or is a
grant-related suspensory loan; and
(c) thegrantisnot apayment in the nature of an advance or
loan; and
(d) the grant is made to the person in relation to—
(i)  expenditurethat they incur and for which they are
allowed a deduction; or
(i) expenditure that they incur in acquiring, con-
structing, installing, or extending an asset for
which they have an amount of depreciation loss.

Excluded income
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(2) Thegrant is excluded income of the person.

Defined:  business, deduction, depreciation loss, excluded income, grant-related suspen-
sory loan, income, local authority, public authority

Compare: 1994 No 164 ss DC 1, DC 3(1)
Superannuation contributions

CX 43 Employer’s superannuation contributions
An employer’s superannuation contribution is excluded

income of —
(@ the employee for whose benefit the contribution is
provided:

(b) the trustees of the superannuation scheme to whom the
contribution is made.

Defined: employee, employer’s superannuation contribution, excluded income, superan-
nuation scheme, trustee

Compare: 1994 No 164 ss CL 1, OB 1 “monetary remuneration”
I ncome equalisation schemes

CX 44 Income equalisation schemes
A refund under section EH 8 (Refund of excess deposit), EH 43
(Refund of excess deposit), or EH 70 (Refund of excess deposit)
is excluded income.

Defined:  excluded income

Compare: 1994 No 164 ss El 1(4), El 11(4), El 17(2)
I nflation-indexed instruments

CX 45 Credits for inflation-indexed instruments

When this section applies
(1) This section applies when—

(@ an amount payable to alender for money lent is deter-
mined by a fixed relationship to 1 or more indices of
general price inflation in New Zealand; and

(b) an amount on account of an increase in the amount
payable is credited to the lender’s account by the bor-
rower; and
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(c) the credit represents a recovery of a decrease, pre-
viously debited in account, in the amount payable over
a previous period.

Excluded income
(2) The credit is excluded income of the lender.
Defined:  amount, excluded income, money lent, New Zealand, pay
Compare: 1994 No 164 s EB 5(1)

I ncome excluded under Parts F to |

CX 46 Income excluded under PartsF to |
An amount of income is excluded income if it is excluded
under a provision in any of Parts F to 1.

Defined: amount, excluded income, income

Compare: 1994 No 164 s BD 1(2)(b)

Subpart CY—Income under Parts F to |

CY 1 Amountsthat areincome under Partsto be rewritten
An amount isincome of a person if it istheir income under a
provision in any of Parts F to I.

Defined:  amount, income

Compare: 1994 No 164 s BD 1(1)

Subpart CZ—Terminating provisions

Index

CZ1 Recovery of deductions for software acquired before 1 April
1993

CzZz 2 Genera insurance with risk period straddling 1 July 1993

CZ3 Exempt interest: overseas money lent to government or local
or public authority before 29 July 1983

CzZ4  Mineral mining: company making loan before 1 April 1979

CZ5 Mining company’s 1970-71 tax year

CzZ6 Farm-out arrangements for petroleum mining before
16 December 1991

CzZz7 Disposa of ownership interests in controlled petroleum
mining entities before 3 December 2001

CZ 8 Treatment of superannuation fund interests in group
investment funds on 1 April 1999

CZ9 Treatment of units and interests in unit trusts and group
investment funds on issue as at 1 April 1996
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CZ 10 Exchange variations on 8 August 1975

Cz 11 Transitional relief for calculation of attributed repatriation
dividends: 2 July 1992

CZ 12 Primary producer co-operative companies. 1987-88 income
year

CZ 13 Interest payable to exiting company: 2001

CZ 14 Dividend of exiting company: 2001

CZ 15 Available capital distribution amount; 1965 and 1985 to 1992

CZ 1 Recovery of deductions for software acquired before

D

e

©)

1 April 1993

What this section appliesto

This section applies to any of the following items for the
acquisition of which a person was allowed a deduction before
1 April 1993:

(@ the copyright in software:

(b) theright to use the copyright in software:

(c) theright to use software.

Income
An amount derived from the disposal of the item is income.

Relationship with sections EE 36 to EE 44 and

EZ 16

Sections EE 36 to EE 44 (which relate to disposals and similar
events) apply to the item. Section EZ 16 (Adjusted tax value for
software acquired before 1 April 1993) dealswith the adjusted
tax value of the item.

Defined:  adjusted tax value, amount, depreciable property, income

Compare: 1994 No 164 s EG 19(1)(a)(ii)

CZ 2 General insurance with risk period straddling 1 July

D

262

1993

When this section applies

This section applies when—

(& acompany carries on a business of providing general
insurance or guarantees against loss, damage, or risk,
immediately before and on 1 July 1993; and
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)

©)

(b) the company holds a reinsurance contract for the
general insurance that covers a period of risk starting
before 1 July 1993 and ending after 1 July 1993; and

(c) the company pays the premiums under the contract
outside New Zealand.

Income

An amount derived by the company from a claim under the
reinsurance contract is income of the company if the event
giving rise to the claim occurs on or after 1 July 1993.

Timing
Theincome is allocated to the income year in which the event
giving rise to the claim occurs.

Defined: amount, business, company, general insurance, income, income year, New

Zealand, pay, reinsurance contract

Compare: 1994 No 164 s CZ 6(d)(i)~(iii), (vi), (vii)

CZ 3 Exempt interest: overseas money lent to government or

D

e

local or public authority before 29 July 1983

Exempt income

Amounts that a non-resident derives are exempt income if

they are derived from—

(@) stock or debentures issued before 29 July 1983 by the
government of New Zealand or by alocal authority or
public authority, the interest on which is payable out of
New Zealand; or

(b) loans entered into before 29 July 1983, the interest on
which was to be exempt from income tax in New
Zealand under an agreement or arrangement made with
the government of New Zealand.

Application posted or received before 29 July 1983

For the purposes of subsection (1)(b), a loan entered into on or
after 29 July 1983 istreated as having been entered into before
that dateif an exemption of akind referred to in that provision
was authorised as a result of an application received by or
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posted to the government of New Zealand before 29 July
1983.

Defined: amount, arrangement, debentures, exempt income, income tax, interest, loca

authority, money lent, New Zealand, non-resident, pay, public authority

Compare: 1994 No 164 ss CB 2(5), CZ 2

CZ 4 Mineral mining: company making loan before

)

)

1 April 1979

Application of this section

This section appliesif sections CU 17 to CU 19 (which relate to the
repayment by a mining company of an amount written off)
would have applied to a loan by a company to another com-
pany made on or before 31 March 1979 if the Income Tax
Amendment Act 1979 had not been enacted.

Application of sections CU 17 to CU 19

The sections apply, as far as applicable, to such aloan as if
section 45 of the Income Tax Amendment Act 1979 were the
only provision of it that had been enacted.

Defined:  company, mineral

Compare: 1994 No 164 s DN 3(11)

CZ 5 Mining company’s 197071 tax year

D

)

264

When this section applies

This section applies when—

(@ section 152 or 153 of the Land and Income Tax Act
1954 (as in force before the commencement of section
153F of the Act) applied to a mining company for the
1970-71 tax year; and

(b) the company acquires an asset by incurring the explora-
tion expenditure or development expenditure referred
to in section 27(3)(a) of the Land and Income Tax
Amendment Act 1971.

Application of subpart CU

The provisions of subpart €U (Income from mineral mining)

apply, with any necessary modifications, as follows:

(@) section CU 3 (Disposal of assets) applies to the company
asif every referencein the section to an asset included a
reference to an asset of the kind described in subsection
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©)

(1)(b) that the company disposes of in the 197172 tax
year or alater tax year:

(b)  section CU 3 (Disposal of assets) applies to a person who
acquires an asset of the kind described in subsection (1)(h)
from the company asif every referencein the section to
an asset included a reference to such an asset that the
person acquires in the 197172 tax year or a later tax
year:

(c) section CU 10 (Mining asset used to derive income other
than income from mining) applies to the company as if
every reference in the section to an asset included a
reference to an asset of the kind described in subsection
(1)(b) that the company uses, wholly or mainly, to derive
income other than income from mining in the 197172
tax year or a later tax year.

Resident and non-resident mining operators

This section applies, with any necessary modifications, to an
asset of the kind referred to in paragraph (i) of item “a” of the
formulain section 31(3) of the Land and Income Tax Amend-
ment Act (No 2) 1972 that aresident mining operator acquires
or that a non-resident mining operator acquires.

Defined:  income, income from mining, mining company, non-resident mining operator,

resident mining operator, tax year
Compare: 1994 No 164 ss DN 1(15)(b), DN 4(6), DN 5(2)(b)

CZ 6 Farm-out arrangements for petroleum mining before

D

e

16 December 1991

Excluded income

Excess expenditure under afarm-out arrangement entered into
before 16 December 1991 is excluded income of the
transferor.

Some definitions

In subsection (1), excess expenditur e, farm-out arrangement,
and transferor have the same meanings asin section 214D of
the Income Tax Act 1976 immediately before its repea by
section 15 of the Income Tax Amendment Act (No 5) 1992.

Defined:  excess expenditure, excluded income, farm-out arrangement, transferor

Compare: 1994 No 164 s CJ 4(2)
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CZ 7 Disposal of ownership interestsin controlled petroleum

D

)

©)
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mining entities before 3 December 2001

When this section applies

This section applies, and section CX 37 (Disposal of ownership

interests in controlled petroleum mining entities) does not

apply, to the consideration that a person derives from the
disposal of shares or trust interests in a controlled petroleum
mining entity if—

(@ they entered into a contract to dispose of the shares or
trust interests in the controlled petroleum mining entity
before 3 December 2001; and

(b) they dispose of the shares or trust interests to a person
who is not associated with them; and

(c) theshares or trust interests are transferred to the buyer
within 1 year of the date on which the contract was
entered into.

Income

If the person derives consideration on or after 3 December
2001 from the disposal of the shares or trust interests in the
controlled petroleum mining entity, the consideration is
income of the person. This subsection is overridden by sub-
section (3).

Exclusion

Subsection (2) does not apply if the sum of the percentage
described in paragraph (a) (per centage A) and the percentage
described in paragraph (b) (per centage B) isless than 10%. For
the purposes of this subsection,—

(8 percentage A is the shares or trust interests in the con-
trolled petroleum mining entity that the person disposes
of as a percentage of the shares or trust interests that
they held in the controlled petroleum mining entity in
the year of disposal:

(b) percentage B is the shares or trust interests in the con-
trolled petroleum mining entity that the person disposed
of during the 2 income years before the income year in
which the disposal occurs, as a percentage of the shares
or trust interests that they held in the controlled petro-
leum mining entity in the year of disposal.
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Associates

(4) For the purposes of subsection (3), all persons associated with
each other are treated as 1 person.

Defined:  associated person, consideration, controlled petroleum mining entity, disposal,
excluded income, income, income year, share, year

Compare: 1994 No 164 sCJ 6

CZ 8 Treatment of superannuation fund interestsin group
investment fundson 1 April 1999

When this section applies
(1) This section applies when a superannuation fund has an
interest in a group investment fund on 1 April 1999.

Exclusions from dividends

(2) Section CD 14(4) (Returns of capital: off-market share cancella-
tions) does not apply to the interest.

Trustee' s dection

(3 If atrustee of a group investment fund chose on or before
31 March 1999 to treat a superannuation fund interest in a
group investment fund as subject to section D 14(4) (Returns of
capital: off-market share cancellations),—

(@) subsection (2) does not apply to the interest:
(b) section €D 14(2) applies to the interest on and after
1 April 1999.

Defined: dividend, group investment fund, superannuation fund, trustee
Compare: 1994 No 164 ss CZ 4A(1), (2), CZ 4B(1), (2)

CZ 9 Treatment of units and interestsin unit trusts and
group investment funds on issue asat 1 April 1996

Units and interestsin unit trusts and group invest-
ment funds

(1) AIll units in a unit trust and interests in a group investment
fund on issue on 1 April 1996 are treated, on and from that
date, as not having been issued on terms that their redemption
would be subject to the slice rule.

Election made for units or interests
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All units or interests to which subsection (1) applies and for
which an el ection has been made relying on paragraph (c) of the
definition of the term shar es of the same class in section 0B 1
(Definitions) are treated on and from 1 April 1996 as if the
election made in reliance upon paragraph (¢) had never been
made.

Exclusion

This section does not apply to aunit or interest if the manager
or trustee of the unit trust or group investment fund so
chooses, by giving notice to the Commissioner before 1 April
1996, in which case the relevant unit or interest is treated, on
and from 1 April 1996, as having been issued on termsthat its
redemption would be subject to the slice rule.

Defined: Commissioner, group investment fund, notice, shares of the same class, slice

rule, trustee, unit trust

Compare: 1994 No 164 s CZ 4(3)—(5)

CZ 10 Exchange variations on 8 August 1975

)

@

©)

268

When this section applies
This section applies when—
(8 aperson carrying on a business in New Zealand—
(i) receives aloan in 2 or more instalments for the
purposes of the business; or
(i) makes a loan in 2 or more instalments in the
course of carrying on the business; and
(b) an exchange variation arises in relation to the whole or
partial repayment of the loan; and
(c) the person derives an amount or incurs a loss through
the exchange variation.

Income or deduction

The amount derived is income of the person and the loss
incurred is a deduction that they are allowed.

Instalments and repayments

For the purposes of this section, unless the terms of the loan

expressly provide otherwise,—

(@) eachinstalment is treated as a separate loan; and

(b) repayments are applied so that the separate loans are
repaid in the order in which they were received.
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(4)

(®)

Exclusion

This section does not apply to a financial arrangement to
which the financial arrangements rules apply.

Some definitions
In this section,—

exchange variation, for the repayment of some or all of the

loan, excluding interest, means a variation by virtue of a

fluctuation in the value of the currency or currencies of 1 or

more countries other than New Zealand in relation to New

Zealand currency, that occurs between—

(@ theamount of the repayment expressed in New Zealand
currency at the time at which the repayment was made;
and

(b) the amount expressed in New Zealand currency that
would have been required to make that repayment on or
at the later of 8 August 1975 and the time at which the
loan was first made

loan means—

(& inrelationto money lent, to aperson, on or after 1 Janu-
ary 1974 and on or before 22 January 1985, money
that—

(i)  was lent with the consent of the Minister under
the Capital Issues (Overseas) Regulations 1965
or the Overseas Investment Regulations 1974 or
with the consent of the Reserve Bank under the
Exchange Control Regulations 1978, as applica-
ble; and

(i) waslent in acurrency other than a New Zealand
currency; and

(iii) wasexpressed to be repayablein acurrency other
than New Zealand currency:

(b) inrelation to money lent, by aperson, on or after 1 Jan-
uary 1974 and on or before 22 January 1985, money
that—

(i) was lent with the consent of the Reserve Bank
under the Exchange Control Regulations 1978 if
required; and

(i)  wasexpressed to be repayablein acurrency other
than New Zealand currency:

269



Part Ccl CZ 10 Income Tax

(©)

(d)

inrelation to money lent, to a person, on or after 23 Jan-

uary 1985, money that—

(i) islent in a currency other than New Zealand
currency; and

(i) isexpressed to be repayable in a currency other
than New Zealand currency:

in relation to money lent, by a person, on or after

23 January 1985, money that is expressed to be repay-

able in a currency other than New Zealand currency.

Defined:  amount, business, deduction, exchange variation, financial arrangement, income,
loan, money lent, New Zealand, financial arrangements rules

Compare: 1994 No 164 s CZ 1(1), (2), (4), (5)

CZ 11 Transitional relief for calculation of attributed
repatriation dividends: 2 July 1992

)

e
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Loans made by CFC to intermediary before

2 July 1992

Subsection (2) applies for the purposes of calculating attributed
repatriation from a CFC to the extent to which—

@
(b)

(©)

(d)
(€)

the CFC made a loan before 8.00 pm New Zealand
standard time on 2 July 1992; and

the loan enabled another person (intermediary) to
make a loan to a New Zealand resident associated with
the CFC; and

the loan is not aloan that is an arrangement subject to
section GC 8 (Arrangement to defeat application of CFC
attributed repatriation provisions); and

the New Zealand resident associated person repays the
intermediary and the intermediary repays the CFC; and
the CFC usesthe proceeds to make aloan directly to the
New Zealand resident associated person.

Loan to associate: treated as existing for whole
accounting period

The loan to the New Zealand resident associated person is
treated asif it were in existence at the start of the accounting
period of the CFC in which it isin fact made.

Property acquired under contract binding before
2 July 1992
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(4)

Subsection (4) applies for the purposes of calculating attributed

repatriation from a CFC if the CFC—

(& acquiresany property (including an amount accruing on
a financia arrangement) under a binding contract
entered into before 8.00 pm New Zealand standard time
on 2 July 1992; and

(b) theacquisitionisnot asaresult of any voluntary action
taken by the CFC after that time.

Acquired property: treated as existing for whole
accounting period
The property istreated asif it were held by the CFC at the start

of the accounting period of the CFC in which it is in fact
acquired.

Defined:  accounting period, arrangement, associated person, attributed repatriation, CFC,

financial arrangement, New Zealand, New Zealand resident

Compare: 1994 No 164 s CG 8(9), (12)

CZ 12 Primary producer co-operative companies. 1987-88

D

@

income year

Income: sale of asset

If a primary producer co-operative company disposes of an

asset for which the company was alowed a deduction under

section 200 of the Income Tax Act 1976 for the 1987-88 or a

previous income year, the company is treated as deriving

income in the income year of disposal of an amount equal to

the lesser of—

(@ thetotal of all deductions relating to the asset that were
allowed under section 200; and

(b)  the amount that the company derived from the disposal
of the asset.

Income: payments to shareholders

If aprimary producer co-operative company has been allowed
a deduction under section 200 for the 198788 or a previous
income year, and a payment has been made to a sharehol der of
the company either on the surrender of any of their shares or
on the liquidation of the company, an appropriate part of the
payment istreated asincome of the shareholder. The part that
isincome is determined under subsection (3).
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Amounts attributable to deductions

(3 The part of the payment that is treated asincome is only such
part as—

(& s more than the available subscribed capital per share
calculated under the slice rule of the shares surrendered
or held on liquidation by the shareholder; and

(b) s attributable to an increase in the value of the com-
pany’ s assets that was caused by the company applying
or appropriating a deduction allowed under section 200.

Some definitions
(4) Inthis section,—
primary producer co-operative company means acompany
that, at the end of the 1987-88 income year,—
(8 was aprimary producer co-operative company within
the meaning of section 200(1) and (9); and
(b) could qualify for a deduction under section 200(4)

section 200 means section 200 of the Income Tax Act 1976 as
it was in force before it was repealed by section 41(1) of the
Income Tax Amendment Act (No 5) 1988 (which, in general,
allowed primary producer co-operative companies to claim a
deduction for profits that were reinvested in certain defined
primary produce activities and assets).

Defined:  amount, available subscribed capital, income, income year, liquidation, primary
producer co-operative company, section 200, share, shareholder, slice rule

Compare: 1994 No 164 sCK 3

CZ 13 Interest payable to exiting company: 2001
Interest payable under schedule 4, clause 12 of the Dairy
Industry Restructuring Act 2001 to an exiting company (as
defined in section 5 of the Act) as aresult of a buy-out of the
company’s interests in the New Zealand Dairy Board is
exempt income.

Defined:  exempt income, interest, pay

Compare: 1994 No 164 s CB 1(1)(d)

CZ 14 Dividend of exiting company: 2001
If an exiting company (as defined in section 5 of the Dairy
Industry Restructuring Act 2001) derives a dividend as a
result of a buy-out of the company’s interests in the New
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Zedland Dairy Board under schedule 4 of the Act, the divi-
dend is exempt income.

Defined:  dividend, exempt income

Compare: 1994 No 164 s CB 10(6)

CZ 15 Available capital distribution amount: 1965 and 1985

D

@

to 1992

Section CD 34(7)(e)
For the purposes of section CD 34(7)(e) (Available capital distri-
bution amount), a company derives a capital gain amount if—
(@) beforel April 1988, anet profit or gainisderived by the
company to which section 4(5) of the Income Tax Act
1976, and not section 4(5A) of the Income Tax Act
1976, applied immediately before those provisions
were repealed by section 31(1) of the Income Tax
Amendment Act (No 5) 1988; or
(b) anamount isderived by the company that is attributable
to—
(i) adeduction alowed in the 1985-86 or 198687
tax year for livestock under section 86E of the
Income Tax Act 1976; or
(i) arevaluation of livestock in any of the 1986-87
to 1991-92 tax years under section 86A of the
Income Tax Act 1976; or
(iii) adeduction allowed in the 1988-89 tax year for
the revaluation of trading stock of wine, brandy,
and whisky under section 87A of the Income Tax
Act 1976 or section EZ 2 of the Income Tax Act
1994.

Section CD 34(13)(b)

For the purposes of section CD 34(13)(b) (Available capital distri-

bution amount),—

(@ the amount has been excluded by section 4(3) of the
Land and Income Tax Act 1954 from treatment as a
dividend; or

(b) the issue has been excluded by section 3(3) of the
Income Tax Act 1976 from treatment as a bonus issue.

Defined:  amount, bonus issue, company, dividend, trading stock

Compare: 1994 No 164 ss CF 3(6), OB 1 “capital gain amount”
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Part D
Deductions

Subpart DA—Genera rules

Index
DA 1 General permission
DA 2 Genera limitations
DA 3  Effect of specific rules on general rules
DA 4 Treatment of amount of depreciation loss

DA 1 General permission

Nexus with income
(1) A personisalowed adeduction for an amount of expenditure
or loss to the extent to which the expenditure or loss is—
(@ incurred by them in deriving their income; or
(b) incurred by them in carrying on a business for the
purpose of deriving income.

General permission

(2) Subsection (1) is called the general permission.
Defined:  amount, business, deduction, general permission, income, loss

Compare: 1994 No 164 s BD 2(1)(b)(i), (ii)

DA 2 General limitations

Capital limitation

(1) A person isdenied a deduction for an amount of expenditure
or lossto the extent to which it is of a capital nature. Thisrule
is caled the capital limitation.

Private limitation

(2) A person isdenied a deduction for an amount of expenditure
or loss to the extent to which it is of a private or domestic
nature. Thisrule is called the private limitation.

Exempt income limitation
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(4)

®)

(6)

A person is denied a deduction for an amount of expenditure
or loss to the extent to which it isincurred in deriving exempt
income. This rule is called the exempt income limitation.

Employment limitation

A person is denied a deduction for an amount of expenditure
or lossto the extent to which it isincurred in deriving income
from employment. This rule is caled the employment
[imitation.

Withholding tax limitation

A person is denied a deduction for an amount of expenditure
or loss to the extent to which it isincurred in deriving schedu-
lar income subject to final withholding. Thisrule is called the
withholding tax limitation.

Relationship of general limitations to general

per mission

Each of the general limitations in this section overrides the
genera permission.

Defined:  amount, capital limitation, deduction, employment limitation, exempt income,

exempt income limitation, general limitation, general permission, income from
employment, loss, private limitation, schedular income subject to final withhold-
ing, withholding tax limitation

Compare: 1994 No 164 s BD 2(2)

DA 3 Effect of specific rules on general rules

)

@

©)

Supplements to general permission
A provision in any of subparts DB to DZ may supplement the
genera permission.

Express reference needed to supplement

A provision in any of subparts DB to DZ takes effect to supple-
ment the general permission only if it expressly states that it
supplements the general permission.

Relationship of general limitations to supplements

to general permission

Each of the general limitations overrides a supplement to the
general permission unless the provision creating the supple-
ment expressly states otherwise.
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Relationship between other specific provisions and
general permission or general limitations

(4) A provision in any of subparts DB to DZ may override any 1 or
more of the general permission and the general limitations.

Express reference needed to override

(5) A provision in any of subparts DB to DZ takes effect to override
the genera permission or a genera limitation only if it

expressly states either—

(@ that it overrides the general permission or the relevant
l[imitation; or

(b) that the genera permission or the relevant limitation
does not apply.

Part E

(6) No provisionin Part E (Timing and quantifying rules) supple-
ments the general permission or overrides the general permis-
sion or a genera limitation.

Defined:  general limitation, general permission

Compare: 1994 No 164 s BD 2(1)(b)(iii), (2)(e)

DA 4 Treatment of amount of depreciation loss
The capital limitation does not apply to an amount of depreci-
ation loss merely because the item of property is itself of a
capital nature.
Defined:  amount, capital limitation, depreciation loss
Compare: 1994 No 164 s BD 2(1)(a)

Subpart DB—Specific rules for expenditure types

Index

Taxes
DB 1 Taxes and penalties (other than GST)
DB2 GST
DB 3 Determining tax liabilities
DB 4 Chatham Islands dues
Financing costs
DB 5 Transaction costs. borrowing money for use as capital

DB 6 Interest: not capital expenditure
DB 7 Interest: most companies need no nexus with income
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DB 8

Interest: money borrowed to acquire shares in group
companies

Financial arrangements adjustments

DB 9

DB 10
DB 11
DB 12

Negative base price adjustment

Repayment of debt sold at discount to associate of debtor
Security payment

Sureties

Premises costs

DB 13
DB 14
DB 15
DB 16

Transaction costs: |leases

Destruction of temporary building

Amount paid for non-compliance with covenant for repair
Lessors' offsetting deduction: amounts paid for non-
compliance and change in use

Revenue account property

DB 17
DB 18
DB 19
DB 20
DB 21
DB 22

Bad debts
DB 23
DB 24

Cost of revenue account property

Acquiring commercia bills

Share losses

Undertakings or schemes involving property
Major land development begun after 10 years
Changes in permitted use of land

Bad debts
Bad debts owed to estates

Research and development

DB 25
DB 26
DB 27
DB 28
DB 29
DB 30
DB 31

Marketing
DB 32

Scientific research

Research or development

Some definitions

Patent expenses

Patent rights: devising patented inventions
Patent rights acquired before 1 April 1993
Patent rights acquired on or after 1 April 1993

Gifts of money by company

Theft and bribery

DB 33
DB 34
DB 35
DB 36

Property misappropriated by employees or service providers
Making good loss from misappropriation by partners
Restitution of stolen property

Bribes paid to public officials

Pollution control

DB 37

Repayments
DB 38
DB 39

Preventing pollution of environment

Payments for remitted amounts
Restrictive covenant breached
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Matching rules: revenue account property, prepayments, and deferred
payments
DB 40 Trading stock, livestock, and excepted financial arrangements
DB 41 Adjustment for prepayments
DB 42 Adjustment for deferred payment of employment income

Change to accounting practice
DB 43 Adjustment for change to accounting practice

Taxes

DB 1 Taxes and penalties (other than GST)

No deduction
(1) A personisdenied a deduction for the following:
(& income tax:
(b) acivil penaty under Part 9 of the Tax Administration
Act 1994:
(c) atax, apendlty, or interest on unpaid tax that is—
(i) payable under the laws of a country or territory
outside New Zealand; and
(i) substantially the same as a civil pendty as
defined in section 3(1) of the Tax Administration
Act 1994, or a criminal penalty under Part 9 of
that Act, or interest imposed under Part 7 of that
Act.

M eaning of income tax

(2) Inthis section, income tax—
(@ includes—

(i)  further income tax:

(i) atax imposed in a country or territory outside
New Zealand that is substantially the same as
income tax:

(iii) imputation penalty tax:

(iv) a dividend withholding payment, further divi-
dend withholding payment, and dividend with-
holding payment penalty tax:

(v) qualifying company election tax; and

(b)  does not include—
(i)  fringe benefit tax:
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(i)  specified superannuation contribution withhold-
ing tax.

Link with subpart DA
This section overrides the general permission.

Defined:  deduction, dividend withholding payment, dividend withholding payment pen-

alty tax, fringe benefit tax, further dividend withholding payment, further income
tax, genera permission, GST, imputation penalty tax, income tax, New Zealand,
qualifying company election tax, specified superannuation contribution with-
holding tax, tax

Compare: 1994 No 164 sDB 1

DB 2 GST
No deduction
(1) A registered person is denied a deduction for the following:

)

©)

(4)

(@ input tax on a supply of goods or services to them:
(b) GST payable by them to the Commissioner.

Deduction

A registered person is alowed a deduction for output tax on a

supply of goods or services that section 21 or 211(1) to 211(3)

of the Goods and Services Tax Act 1985 treats them as mak-

ing, but only to the extent to which—

(@ they are allowed a deduction for expenditure that they
incur in acquiring or producing the goods or services; or

(b) they arealowed adeduction for an amount of deprecia-
tion loss for the goods or services.

Exclusion

Subsection (2) does not apply to an amount that relates to the

application of a capital asset—

(@ for the principal purpose of making taxable supplies,
when the asset was acquired or produced other than for
the principal purpose of making taxable supplies; or

(b)  other than for the principal purpose of making taxable
supplies, when the asset was acquired or produced for
the principal purpose of making taxable supplies.

Depreciable property
The provisions that apply when an amount of depreciation

lossis quantified by reference to the cost of an item of depre-
ciable property to a person are in section EE 44 (Cost: GST).
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Link with subpart DA

(5) Thelink between this section and subpart DA (General rules) is
as follows:
() subsection (1) overrides the general permission:
(b)  subsection (2) supplements the general permission. The
genera limitations still apply.

Defined: amount, Commissioner, deduction, depreciable property, depreciation loss,
genera limitation, general permission, goods, GST, GST payable, input tax,
output tax, registered person, services, taxable supply

Compare: 1994 No 164 s ED 4(2), (3), (7)

DB 3 Determining tax liabilities

Deduction
(1) A person is alowed a deduction for expenditure that they
incur in connection with the following matters:

(@ calculating or determining their income tax liability for
atax year:

(b) calculating or determining the GST payable by them in
a taxable period:

(c) preparing, instituting, or presenting an objection or
challenge to, or an appeal following, a determination or
assessment made under this Act or an earlier Act, the
Tax Administration Act 1994, or the Goods and Ser-
vices Tax Act 1985:

(d)  making a contribution towards the expenditure incurred
by another person if—

(i)  the other person is alowed a deduction for that
expenditure; and

(i) the expenditure relates to a matter affecting the
determination of the first person’s liability for
income tax or GST; and

(iii) the first person has objected to, chalenged, or
appealed against an assessment or determination
made in relation to the matter under this Act or an
earlier Act, the Tax Administration Act 1994, or
the Goods and Services Tax Act 1985.

Exclusions

(2) Thissection does not apply to expenditure that a person incurs
in connection with the following matters:
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(4)

(@ a matter arising from a return of income or a return
under the Goods and Services Tax Act 1985 that was
fraudulent or wilfully misleading:

(b) an offence under any of the Inland Revenue Acts:

(c) ashortfall penalty assessed under this Act or an earlier
Act, the Tax Administration Act 1994, or the Goods and
Services Tax Act 1985 (but not an assessment that is
later cancelled):

(d) an objection, challenge, or appeal that is inconsequen-
tial or frivolous:

(e) amatter arising under the Goods and Services Tax Act
1985 to the extent to which it relates to a taxable activ-
ity that does not constitute a business for the purposes
of this Act.

Some definitions

In this section,—

GST payable—

(@ means an amount of GST calculated under sections 19
to 19D and 20 of the Goods and Services Tax Act 1985;
and

(b) includes—

(i)  an amount refundable under those sections; and
(i) anamount referred to in sections 17(2) and 27(6)
of that Act

taxableactivity hasthe meaning givento it by section 6 of the
Goods and Services Tax Act 1985

taxable period has the meaning given to it by section 2 of the
Goods and Services Tax Act 1985.

Link with subpart DA

This section supplements the general permission and over-
rides the private limitation and the employment limitation.
The other general limitations still apply.

Defined:  amount, assessment, business, deduction, employment limitation, general limita-

tion, general permission, GST, GST payable, income tax liability, Inland Reve-
nue Acts, private limitation, return of income, tax year, taxable activity, taxable
period

Compare: 1994 No 164 s DJ 5(1), (3), (4)
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DB 4 Chatham Islands dues

D

)

©)

4)

Deduction

A person is allowed a deduction for expenditure incurred on
dues levied under the Chatham Islands Council Act 1995 that
relate to goods that the person uses in connection with carry-
ing on a business.

Timing of deduction

The deduction for the expenditure is alocated to the income
year in which the dues are paid.

Exclusion of expenditure: other deductions

Expenditure to which subsection (1) applies must not be taken
into account in calculating the cost of the goods for the pur-
pose of a deduction relating to the goods under any other
provision of this Act.

Link with subpart DA

The link between this section and subpart DA (General rules) is

as follows:

() subsection (1) supplements the general permission and
overrides the capital limitation. The other general limi-
tations still apply:

(b)  subsection (3) overrides the general permission.

Defined:  business, capital limitation, deduction, general permission, general limitation,

income year

Compare: 1994 No 164 sDJ 3

Financing costs

DB 5 Transaction costs: borrowing money for use as capital

)

282

Deduction

A person is alowed a deduction for expenditure incurred in
borrowing money that is used as capital in deriving their
income.

Link with subpart DA
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(2) This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations
still apply.

Defined: capital limitation, deduction, general limitation, general permission, income

Compare: 1994 No 164 s DJ 11

DB 6 Interest: not capital expenditure

Deduction
(1) A personisalowed a deduction for interest incurred.

Exclusion

(2) Subsection (1) does not apply to interest for which a person is
denied a deduction under section DB 1.

Link with subpart DA

(3) This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations
still apply.

Defined:  capital limitation, deduction, general limitation, general permission, interest

Compare: 1994 No 164 s DD 1(1)(b)(i), (ii)

DB 7 Interest: most companies need no nexus with income

Deduction
(1) A company is alowed a deduction for interest incurred.

Exclusion: qualifying company
(2) Subsection (1) does not apply to a qualifying company.

Exclusion: exempt income

(3 If acompany (company A) derives exempt income or another
company (company B) in the same wholly-owned group of
companies derives exempt income, subsection (1) applies to
company A only if al the exempt income is 1 or more of the
following:

(@ dividends; or

(b) foreign-sourced income exempted under section
BD 1(2)(b) (Income, exempt income, excluded income,
and counted income); or
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(4)

©)

(6)

(c) income exempted under section CW 42 (Disposal of com-
panies’ own shares); or

(d) income exempted under section CW 44 (Stake money)
and ancillary to the company’s business of breeding.

Exclusion: non-resident company

If acompany is a non-resident company, subsection (1) applies
only to the extent to which the company incurs interest in the
course of carrying on abusiness through afixed establishment
in New Zealand.

Exclusion: interest related to tax

Subsection (1) does not apply to interest for which a person is
denied a deduction under section DB 1.

Link with subpart DA

This section supplements the general permission and over-
rides the capital limitation and the exempt income limitation.
The other general limitations still apply.

Defined:  business, capital limitation, company, deduction, dividend, exempt income,

exempt income limitation, fixed establishment, general limitation, general per-
mission, income, interest, New Zeaand, non-resident company, qualifying com-
pany, wholly-owned group of companies

Compare: 1994 No 164 ss BD 2A, DD 1(3), (4)

DB 8 Interest: money borrowed to acquire sharesin group

D

e
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companies

Deduction: borrowing to acquire group company
shares

A company is allowed a deduction for interest incurred on
money borrowed to acquire shares in another company in the
same group of companies.

Group in existence at tax year end

Subsection (1) applies only if the 2 companies are in the same
group of companies at the end of the tax year for which the
deduction is claimed.

Deduction: interest after qualifying amalgamation
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(3 A company is alowed a deduction for interest incurred on
money borrowed to acquire shares in another company that
has ceased to exist on a qualifying amalgamation.

Group in existence immediately before qualifying
amalgamation

(4) Subsection (3) appliesonly if the 2 companies were in the same
group of companies immediately before the qualifying
amalgamation.

Application from tax year of qualifying
amalgamation

(5) Subsection (3) applies for the tax year in which the qualifying
amalgamation occurs and subsequently.

Link with subpart DA

(6) This section supplements the general permission and over-
rides the capital limitation and the exempt income limitation.
The other general limitations still apply.

Defined:  company, deduction, exempt income limitation, general limitation, general per-
mission, group of companies, interest, qualifying amalgamation, share, tax year

Compare: 1994 No 164 ss DD 1(1)(b)(iii), (2), DD 3
Financial arrangements adjustments

DB 9 Negative base price adjustment

Deduction

(1) A person who has a negative base price adjustment under
section EW 37(4) (Base price adjustment formula) is allowed a
deduction for the expenditure to the extent to which it arises
from income, under section CC 3 (Financial arrangements),
derived by the person from the financial arrangement in pre-
Vious income years.

Link with subpart DA

(2) This section supplements the general permission and over-
rides al the general limitations.

Defined:  deduction, financial arrangement, general limitation, general permission, income,
income year

Compare: 1994 No 164 s EH 47(4)
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DB 10 Repayment of debt sold at discount to associate of

D

)

debtor

Deduction
When section EW 59(6)(b) (Income and deduction when debt sold
at discount to associate of debtor) applies, the debtor is
alowed a deduction for the amount quantified in that
subsection.

Link with subpart DA

This section supplements the general permission and over-
rides al the general limitations.

Defined: amount, associated person, deduction, general limitation, general permission

Compare: 1994 No 164 s EH 53(1), (7)

DB 11 Security payment

D

e

©)

(4)
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When subsection (2) applies

Subsection (2) applies when—

(@) aperson receives a security payment for a loss; and

(b) the person is denied a deduction for the loss under any
other provision of this Act.

Deduction: loss

The person is alowed a deduction for the loss quantified in
section EW 60(2) (Deduction for security payment).

When subsection (4) applies

Subsection (4) applies when—

(@) aperson receives a security payment for a share loss
within the meaning of section DB 19; and

(b)  the requirements of section DB 19 are met; and

(c) the person is denied a deduction for the loss under any
other provision of this Act.

Deduction: share loss

The person is allowed a deduction for the share loss quantified
in section EW 60(4) (Deduction for security payment).

Link with subpart DA
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(5) This section supplements the general permission and over-
rides al the general limitations.
Defined:  deduction, general limitation, general permission, loss, security payment
Compare: 1994 No 164 s EH 55(1), (2)

DB 12 Sureties

When this section applies
(1) This section applies when a surety incurs expenditure or loss
under a security arrangement.

No deduction (with exceptions)

(2) Neither the surety nor a person with whom the surety was an
associated person over the security arrangement’s term is
allowed adeduction for the expenditure or lossto the extent to
which the expenditure or loss is wholly or partly due to—
(@ the actions of the surety or a person with whom the
surety was an associated person over the arrangement’s
term; or

(b) theoccurrence of an event, if the occurrence could have
been influenced by the surety or a person with whom
the surety was an associated person over the arrange-
ment’s term; or

(c) the non-occurrence of an event, if the non-occurrence
could have been influenced by the surety or a person
with whom the surety was an associated person over the
arrangement’ s term.

Link with subpart DA

(3) This section overrides the general permission.
Defined:  associated person, deduction, general permission, l0ss, security arrangement
Compare: 1994 No 164 s EH 56

Premises costs

DB 13 Transaction costs: leases

Deduction

(1) A person is alowed a deduction for expenditure that they
incur in preparing and registering, or renewing, a lease of
property.
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Link with subpart DA

(2) This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations
still apply.

Defined:  capita limitation, deduction, general limitation, general permission, lease

Compare: 1994 No 164 s DJ 11

DB 14 Destruction of temporary building

Deduction
(1) A person is alowed a deduction for a loss that they incur
through the destruction of a temporary building.

Link with subpart DA

(2) This section supplements the general permission and over-
rides the capital limitation. The other genera limitations still
apply.

Defined:  capital limitation, deduction, general limitation, general permission, loss, tempo-
rary building

Compare: 1994 No 164 s DD 1(c)

DB 15 Amount paid for non-compliance with covenant for
repair

When this section applies
(1) This section applies when—
(@) alessee of land usesit to derive income; and
(b) the lease contains a covenant requiring the lessee to
maintain the land or to make repairs to improvements
on the land; and
(c) the lessee does not comply with the covenant; and
(d) the lessee is, consequently, liable to pay an amount to
the lessor; and
(e) either—
(i)  thelessee, during the term of the lease or after it
ends, pays the amount to the lessor; or
(i) the lessor recovers the amount from the lessee
during the term of the lease or after it ends.

Deduction
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The lessee is allowed a deduction for the amount paid to the
extent to which it relates to maintenance or repairs and to the
extent to which the lessee would have been alowed a deduc-
tion for the expenditure had the lessee incurred it during the
term of the lease.

Timing of deduction

The deduction is allocated to the income year in which the
lessee pays the amount or the lessor recovers the amount.

Relationship with section EJ 20

This section is overridden by section EJ 20 (Amount paid by
lessee for non-compliance with covenant for repair).

Link with subpart DA

This section supplements the general permission and over-
rides the capital limitation. The other genera limitations still

apply.

Defined: capital limitation, deduction, genera limitation, general permission, income,

income year, lease, repairs, term of the lease
Compare: 1994 No 164 sEO 5

DB 16 Lessors offsetting deduction: amounts paid for non-

D

compliance and change in use

When this section applies

This section applies when—

(@) alessor receives an amount for non-compliance with a
covenant for repair that is counted income under section
cc 2 (Non-compliance with covenant for repair); and

(b) inthetax year in which the lessor receives the amount
or in any of the following 4 tax years,—

(i) the lessor does not use the land to which the
amount relates to derive counted income, but
continues to own the land; and

(i)  the lessor incurs expenditure in maintaining the
land or in making repairs to improvements on the
land, including painting and general mainte-
nance; and

(iii)  thelessor would have been allowed adeduction if
the land had been used for the purpose of deriving
counted income; and
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(iv) thelessor is denied a deduction for the expendi-
ture under any other provision of this Act.

Deduction
(2) Thelessor is alowed a deduction for the expenditure.

Amount of deduction

(3) The amount of the deduction is the lesser of—
(& the amount of the expenditure; and
(b) thepart of theamount that is counted income derived by
the lessor in the tax year in which the expenditure is
incurred through the operation of—
(i)  section CC 2 (Non-compliance with covenant for
repair); or
(if)  section El 2 (Amount paid to lessor for non-com-
pliance with covenant for repair); or
(iii) section El 3 (Amount paid for non-compliance:
when lessor ceases to own land).

Ownership of land

(4) For the purposes of subsection (1)(b)(i), a lessor is treated as
owning land if they have an estate or interest in the land. The
estate or interest may be legal or equitable, but aninterest asa
mortgagee is not included.

Link with subpart DA

(5) Thissection supplements the general permission. The general
limitations still apply.

Defined:  amount, counted income, deduction, estate, general limitation, general permis-
sion, interest, lessor, owner, tax year

Compare: 1994 No 164 s EN 1(6), (8)
Revenue account proper ty

DB 17 Cost of revenue account property
Deduction

(1) A person is allowed a deduction for expenditure that they
incur as the cost of revenue account property.

Link with subpart DA
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(2) This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations
still apply.

Defined: capital limitation, deduction, general limitation, general permission, revenue
account property

Compare: 1994 No 164 s DJ 13

DB 18 Acquiring commercial bills

Deduction

(1) A personisallowed adeduction if they acquire acommercial
bill from another person (other than under a matrimonial
agreement) and derive income under section €€ 6 (Commercial
bills) on the redemption or disposa of the commercial bill.

Amount of deduction

(2) The amount of the deduction is the value of the commercial
bill on the date on which the person acquired it.

Link with subpart DA

(3) Thissection supplements the general permission. The general
limitations still apply.

Defined: amount, commercia bill, deduction, genera limitation, general permission,
income, matrimonial agreement

Compare: 1994 No 164 s DJ 16

DB 19 Share losses

When this section applies
(1) This section applies when—

(@ acompany (company A) acquires a share in another
company (company B) by subscribing for it or by buy-
ing it; and

(b) the share declinesin value; and

(c) because of the decline in value, company A incurs a
loss (shar eloss), whether on adisposal of the shareor a
valuation of it under subpart ED (Valuation of excepted
financial arrangements) or in any other way; and

(d) company B—

(i)  itself usesthe amount subscribed for the share; or
(i) usesittofund directly or indirectly another com-
pany (company C); and
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(e) company B or company C hasanet loss, in the calcula
tion of which the amount used is taken into account; and

(f) company A, or acompany that is in the same group of
companies as company A at any time in the tax year in
which company B or company C has the net loss, off-
sets an amount for the net loss under section 16 2 (Net
loss offset between group companies); and

(g) theoffset isin atax year before the tax year in which
company A incurs the share loss.

No deduction (with exception)

(2) Company A isdenied adeduction for the share loss, except to
the extent to which the share loss, as adjusted under subsection
(3), is more than the amount offset under section 16 2 (Net |oss
offset between group companies), as adjusted under subsection

).

Other denied deductions added

(3 When subsection (2) applies, the share loss is adjusted by
adding every loss to which all the following apply:

(@ company A incursit asaresult of the share' sdeclinein
value or the decline in value of another share if the use
of the amount subscribed for the other share is taken
into account in calculating the net loss; and

(b) company A incursit in atax year before the tax year in
which company A incurs the share loss; and

(c) company A has been denied a deduction for it by the
operation of subsection (2).

Other offsets added

(4) The amount offset under section 16 2 (Net loss offset between
group companies) includes every amount that company A, or
acompany that isin the same group of companies as company
A at any timein the tax year in which company A has the net
loss, has offset for the net loss under that section in atax year
before the tax year in which the share loss is incurred.

Link with subpart DA

(5) This section overrides the genera permission.

Defined:  amount, company, deduction, general permission, group of companies, loss, net
loss, share, tax year

Compare: 1994 No 164 s DJ 1(b)
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DB 20 Undertakings or schemes involving property

D

)

©)

(4)

When this section applies

This section applies when an amount that a person derives
from disposing of property in carrying on or carrying out an
undertaking or scheme entered into for the purpose of making
aprofit isincome of the person under section CB 2 (Carrying on
or carrying out schemes for profit) and is not otherwise
included in their income.

Deduction

The person is allowed adeduction for the cost of the property,
as determined under subsection (3).

Determining amount of deduction

For the purpose of determining the amount of the deduction
that the person is alowed for the cost of the property, the
person is treated as—

(& having disposed of the property to an unrelated third
party immediately before the start of the undertaking or
scheme; and

(b) having reacquired the property immediately after the
start of the undertaking or scheme at the market value of
the property at the time.

Link with subpart DA

This section supplements the general permission. The genera
limitations still apply.

Defined:  amount, deduction, genera limitation, general permission, income

Compare: 1994 No 164 s DJ 15

DB 21 Major land development begun after 10 years

D

When this section applies

This section applies when a person derives income from the
disposal of land under section CB 11 (Disposal: major develop-
ment or division begun after 10 years) that is not otherwise
included in their income.

Deduction
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The person is allowed a deduction for the cost of the land, as
determined under subsection (3).

Determining amount of deduction

For the purpose of determining the amount of the deduction
that the person is allowed for the cost of the land, the personiis
treated as—

(@ having disposed of the land to an unrelated third party
immediately before the start of the undertaking or
scheme; and

(b) having reacquired it immediately after the start of the
undertaking or scheme at the market value of theland at
the time.

Link with subpart DA

This section supplements the general permission. The genera
limitations still apply.

Defined:  amount, deduction, general limitation, general permission, income

Compare: 1994 No 164 s DJ 14(3)

DB 22 Changes in permitted use of land

D

e

©)
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Deduction

If a person derives income from the disposal of land under
section CB 12 (Disposal of land affected by changes in permit-
ted use) that is not otherwise included in their income, they are
alowed a deduction to the extent described in subsection (2).
The deduction is in addition to any other deductions allowed
under this Act.

Calculation of deduction

The amount of the deduction is the greater of $1,000 and an
amount calculated using the formula—

percentage of profit x years.
This subsection is overridden by subsection (3).

Maximum amount of deduction

The deduction must not be more than the profit obtained from
the disposal of the land.

Definition of itemsin formula
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(4)

(®)

(6)

In the formula,—

(8 percentageof profit is 10% of the profit on the disposal
of the land:

(b)  yearsisthenumber (which may not be morethan 10) of
consecutive years between the date on which the person
acquired the land and the date on which they disposed
of it, with thefirst year starting on the date on which the
person acquired the land.

M eaning of profit

In this section, profit means the excess of the amount derived
over the cost of the land.

Link with subpart DA

This section supplements the general permission. The genera
limitations still apply.

Defined:  amount, deduction, general limitation, general permission, income, profit, year

Compare: 1994 No 164 s DJ 14(1), (2)

Bad debts

DB 23 Bad debts

D

@

No deduction (with exception)

A person is denied a deduction in atax year for a bad debt,
except to the extent to which—

(@ the debt is written off as bad in the tax year; and

(b)  none of subsections (2) to (5) limits the deduction.

Deduction: financial arrangement debt: amount of
income

A person who derives counted income from a financia

arrangement to which the financial arrangements rules apply

is alowed a deduction in a tax year for an amount owing

under the financial arrangement, but only to the extent to

which—

(@ theamount isabad debt and iswritten off as bad in the
tax year; and

(b) the amount is attributable to the income; and

(c) subsection (5) does not limit the deduction.
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Deduction: financial arrangement debt: dealers in
arrangements

A person is allowed a deduction in a tax year for an amount

owing under a financial arrangement to which the financia

arrangements rules apply, but only to the extent to which—

(& theamount isabad debt and iswritten off as bad in the
tax year; and

(b) the person carries on a business for the purpose of
deriving counted income that includes dealing in or
holding financial arrangements of the same classas, or a
similar class to, the financial arrangement; and

(c) the person is not associated with the person owing the
amount written off; and

(d)  subsection (5) does not limit the deduction.

Deduction: financial arrangement debt: dealers in
property or services sold

A person is allowed a deduction in a tax year for an amount

owing under a financial arrangement to which the financia

arrangements rules apply, but only to the extent to which—

(& theamount isabad debt and iswritten off as bad in the
tax year; and

(b) the financial arrangement is an agreement for the sale
and purchase of property or services; and

(c) the person carries on a business for the purpose of
deriving counted income that involves dealing in the
property or services that are the subject of the agree-
ment; and

(d)  subsection (5) does not limit the deduction.

Deduction: bad debt representing loss already
offset

A person is alowed a deduction for a bad debt only to the

extent to which it exceeds the total of the amounts offset under

section 162 (Net loss offset between group companies) that

are described in paragraphs (e) and (f) if—

(@ the person writing off the amount of debt is a company
(company A); and

(b) the debt is owed to it by another company (company
B); and

(c) company B—
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(d)
(€)

(f)

(i) itself uses the amount giving rise to the debt; or
(i)  usesit to fund directly or indirectly another com-
pany (company C) that uses the amount; and

company B or company C has anet loss, in the calcula
tion of which the amount used is taken into account; and
company A, or acompany that is in the same group of
companies as company A at any timein the tax year in
which company B or company C has the net loss, off-
sets an amount for the net loss under section IG 2 (Net
loss offset between group companies); and

the offset isin a tax year before the tax year in which
company A writes off the amount of debt (but not
before the 1993-94 tax year).

Link with subpart DA

(6) Thelink between this section and subpart DA (General rules) is
as follows:

(@
(b)

subsections (1) and (5) override the general permission:

for subsections (2) to (4),—

(i) they supplement the general permission, to the
extent to which they allow a deduction that is
denied under the general permission; and

(i) they override the general permission, to the
extent to which they deny a deduction that is
allowed under the general permission; and

(iii) the other general limitations still apply.

Defined:  agreement for the sale and purchase of property or services, amount, associated
person, business, company, counted income, deduction, financial arrangement,
financial arrangements rules, general limitation, general permission, group of
companies, net loss, tax year

Compare: 1994 No 164 ss DJ 1(q)(i), (iii), (iv), EH 54(1)—(4)

DB 24 Bad debts owed to estates

When this section applies
(1) This section applies when—

(@

(b)

adebt owing to a person at the date of their death is, for
atax year,—

(i)  counted income of the person; or

(i)  counted income of the trustee of their estate; and
some or all of the debt iswritten off as bad becauseitis
not recoverable.
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)

©)

Deduction

The following persons, in the following order, are alowed a

deduction for the amount of the debt written off:

(@ first, thetrustee, to the extent of counted income derived
as trustee income; and

(b) second, any beneficiary who has a vested interest in the
capital of the estate, to the extent of counted income
derived in the tax year by or in trust for the beneficiary,
and to the extent to which the amount is chargeable
against the capital of the beneficiary; and

(c) third, thetrustee or a beneficiary denied a deduction for
the balance in the tax year is allowed a deduction in the
same manner in the next tax year, and so on.

Link with subpart DA

This section supplements the general permission. The genera
limitations still apply.

Defined:  amount, counted income, deduction, general limitation, general permission, tax

year, trustee, trustee income

Compare: 1994 No 164 sDJ 2

Research and development

DB 25 Scientific research

D

)
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Deduction: scientific research

A person is alowed a deduction for expenditure incurred in
connection with scientific research that they carry on for the
purpose of deriving their income. This subsection is overrid-
den by subsection (2).

No deduction (with exception)

A person is denied a deduction for expenditure of the kind

described in subsection (1) to the extent to which the expendi-

ture relates to an asset to which both the following apply:

(@ itisnot created from the scientific research; and

(b) the person is allowed a deduction for an amount of
depreciation loss for it.

Deduction: amount of depreciation loss
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©)

4)

A person isallowed adeduction for an amount of depreciation
loss for an asset used in connection with scientific research
that they carry on for the purpose of deriving their counted
income, if the Commissioner is satisfied that complete and
satisfactory accounts have been kept by or on behalf of the
person.

Link with subpart DA

This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations

still apply.

Defined:  amount, capital limitation, Commissioner, counted income, deduction, deprecia-

tion loss, general limitation, general permission, income

Compare: 1994 No 164 sDJ 9

DB 26 Research or development

D

)

©)

(4)

Deduction

A person is allowed a deduction for expenditure they incur on
research or development. This subsection applies only to a
person described in any of subsections (2) to (5) and does not
apply to the expenditure described in subsection (6).

Per son recognising expenditure as expense

Subsection (1) applies to a person who recognises the expendi-
ture as an expense for financial reporting purposes under
paragraph 5.1 or 5.2 of Financial Reporting Standard No 13
1995 (Accounting for Research and Development Activities)
(reporting standard).

Person not recognising expenditure as asset

Subsection (1) also applies to a person who does not recognise
the expenditure as an asset for financial reporting purposes
because of paragraph 5.4 of the reporting standard.

Per son recognising expenditure otherwise

Subsection (1) also applies to a person who—

(&  recognises the expenditure as an expense for financial
reporting purposes because of paragraph 2.3 of the
reporting standard; and
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©)

(6)

()
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(b)

would be required to recognise the expenditure as an

expense for financial reporting purposes under para-

graph 5.1 or 5.2, or because of paragraph 5.4, of the

standard if—

(i) any 1 of those paragraphs were applied to the
expenditure; and

(i)  the expenditure were material.

Person with minor expenditure
Subsection (1) also applies to a person who—

@
(b)
(©)

spends $10,000 or less, in total, on research and
development for a tax year; and

has not treated the expenditure as material, as described
in paragraph 2.3 of the reporting standard; and

has recognised the expenditure as an expense for finan-
cial reporting purposes.

Exclusion

Subsection (1) does not apply to expenditure that the person
incurs on property to which al the following apply:

(@

(b)
(©

the property isused in carrying out research or develop-

ment; and

it is not created from the research or devel opment; and

it is 1 of the following kinds:

(i)  property for which the person is allowed a deduc-
tion for an amount of depreciation loss:

(i)  property the cost of which is allowed as a deduc-
tion by way of amortisation under a provision of
this Act outside subpart EE (Depreciation):

(iii) land:

(iv) intangible property, other than depreciable intan-
gible property:

(v)  property that its owner chooses, under section EE 8
(Election that property not be depreciable) to
treat as not depreciable.

Section need not be applied

A person may return income and expenditurein their return of
income on the basis that this section does not apply to expen-
diture incurred on research or development in the tax year to
which the return relates.
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(8)

(9)

Relationship with section EA 2

If expenditure to which this section applies is incurred in
devising an invention that is patented, the expenditure is not
treated as part of the cost of revenue account property for the
purposes of section EA 2 (Other revenue account property).

Link with subpart DA

This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations

still apply.

Defined:  amount, capital limitation, deduction, depreciable intangible property, deprecia-

tion loss, development, general limitation, general permission, income, property,
research, return of income, revenue account property, tax year

Compare: 1994 No 164 s DJ 9A(1)—(5)

DB 27 Some definitions

)

e

Definitions

In this section, and in section DB 26,—

development has the meaning given to it by paragraphs 4.1
and 4.2 of the reporting standard as interpreted by paragraphs
4.3to 4.7

Financial Reporting Standard No 13 1995 (Accounting for
Research and Development Activities) means the standard
approved under the Financial Reporting Act 1993, or an
equivalent standard issued in its place, that applies in the tax
year in which the expenditure is incurred

reporting standard means Financial Reporting Standard
No 13 1995 (Accounting for Research and Development
Activities)

resear ch has the meaning given to it by paragraphs 4.1 and
4.2 of the reporting standard, as interpreted by paragraphs 4.3
to 4.7.

Meaning of research or development: modification
by Order in Council

The Governor-General may, by Order in Council, specify—
(@ akind of expenditurethat isnot expenditure on research
or development for the purposes of section DB 26:

(b) an activity that is neither research nor development for

the purposes of section DB 26:
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(c) the date from which the expenditure or the activity is
excluded from being research or development.

Defined: development, Financial Reporting Standard No 13 1995 (Accounting for
Research and Development Activities), reporting standard, research, tax year

Compare: 1994 No 164 ss DJ9A(6), (7), DI 9B

DB 28 Patent expenses

Deduction
(1) A person is alowed a deduction for expenditure that they
incur in connection with the grant, maintenance, or extension
of a patent if they—
(@ acquired the patent before 23 September 1997; and
(b) use the patent in deriving income in the tax year in
which they incur the expenditure.

Link with subpart DA
(2) Thissection overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations
still apply.
Defined: capital limitation, general limitation, general permission, income, tax year
Compare: 1994 No 164 s DJ 6(1)

DB 29 Patent rights: devising patented inventions

When this section applies

(1) This section applies when a person incurs expenditure in
devising an invention for which a patent has been granted.
The section applies whether the person devised the invention
alone or in conjunction with another person.

Deduction: expenditure before 1 April 1993

(2) When the person uses the patent in deriving income in a tax
year, they are alowed a deduction for expenditure incurred
before 1 April 1993, but not if a deduction has been allowed
for the expenditure under any other provision of this Act.

Deduction: devising invention

(3) If theperson sellsall the patent rightsrelating to the invention,
they are allowed a deduction for the expenditure that they
have incurred (whenever it is incurred) in connection with
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(4)

(®)

devising the invention to the extent to which a deduction has
not already been allowed under subsection (2).

Deduction: devising invention: proportion of
expenditure

If the person sells some of the patent rights relating to the
invention, they are allowed a deduction of a proportion of the
expenditure described in subsection (3). The proportioniscalcu-
lated by dividing the amount derived from the disposal by the
market value of the whole of the patent rights on the date of
disposal.

Link with subpart DA

This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations

still apply.

Defined: capital limitation, deduction, genera limitation, general permission, income,

patent rights, tax year

Compare: 1994 No 164 ss DJ 6(2), EN 2(3)(a)

DB 30 Patent rights acquired before 1 April 1993

D

)

©)

When this section applies
This section applieswhen a person sells patent rights that they
acquired before 1 April 1993.

Deduction

The person is alowed a deduction for a loss incurred on the
sale of the patent rights. The amount is calculated using the
formula—

unexpired term of the patent rights at the date of disposal

unexpired term of the patent rights at the date of acquisition

Link with subpart DA

This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations

still apply.

Defined:  amount, capital limitation, general limitation, general permission, patent rights

Compare: 1994 No 164 s EN 2(3)(b)
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DB 31 Patent rightsacquired on or after 1 April 1993

D

)

©)

4)

When this section applies
This section applies when a person sells patent rights that they
acquired on or after 1 April 1993.

Deduction
The person is allowed a deduction for aloss on the sale of the
patent rights. The amount is calculated using the formula—

total cost — total amounts of depreciation loss.

Definition of itemsin formula

In the formula,—

(@) total cost is the total cost to the person of the patent
rights:

(b) total amounts of depreciation loss is the total of the
amounts of depreciation loss for the patent rights for
which the person is allowed a deduction.

Link with subpart DA

This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations

still apply.

Defined: amount, capital limitation, deduction, depreciation loss, general limitation,

genera permission, patent rights

Compare: 1994 No 164 s EN 2(3)(c)

Marketing

DB 32 Gifts of money by company

D

@
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Deduction
A company that is not a close company is allowed adeduction
to the extent specified in subsection (2) for a gift of money to a
society, association, institution, organisation, trust, or fund of
the kind described in section KC 5(1) (Rebate in respect of gifts
of money).

Amount of deduction
The deduction is limited in atax year to the following extent:
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©)

@

(b)

for al giftsto 1 donee, the deduction must not be more

than the greater of—

(i) 1% of the amount that would be the company’s
net income in the tax year if this section did not
exist; and

(i)  $4,000; and

for al gifts, the deduction must not be more than the

greater of—

(i) 5% of the amount that would be the company’s
net income in the tax year if this section did not
exist; and

(i)  $1,000.

Link with subpart DA

This section supplements the general permission. The genera
limitations still apply.

Defined:  amount, close company, company, deduction, general limitation, general permis-
sion, net income, tax year

Compare: 1994 No 164 sDJ 4

Theft and bribery

DB 33 Property misappropriated by employees or service
providers

D

@

When this section applies
This section applies when—

(@) aperson carries on a business; and

(b) an employee of the business, or a person who provides
services to the business, misappropriates property; and

(c) theperson isdenied a deduction under any other provi-
son of this Act for the loss resulting from the
misappropriation.

Exclusions

This section does not apply when—

(@ the person who misappropriates the property is a rela
tive of the person who carries on the business; or

(b) the businessis carried on by a company, and—

(i)  thecompany and the person who misappropriates
the property are associated persons; or
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©)

(4)

(®)

(i) the company and a relative of the person who
misappropriates the property are associated per-
sons; or

(c) the person who carries on the business is a trustee of a
trust, and the person who misappropriates the property
either created the trust, settled property on the trust, or
is a beneficiary of the trust.

Deduction
The person is allowed a deduction for the loss that they incur

in the course of the business as a result of the misappropria-
tion of the property.

Timing of deduction

The deduction for the loss is allocated to the income year in
which thelossisascertained, orin 1 or more earlier yearsif, in
the circumstances, the Commissioner considers it would be
fair.

Link with subpart DA

This section supplements the general permission and over-
rides the capital limitation. The other genera limitations still

apply.

Defined:  associated person, business, capital limitation, company, deduction, employee,

general limitation, general permission, income year, relative, trustee

Compare: 1994 No 164 sDJ 8

DB 34 Making good loss from misappropriation by partners

D

@
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When this section applies

This section applies when a person carrying on a business in

partnership pays an amount to make good a loss that arises

from a partner (other than the person or the person’s spouse)

misappropriating property that—

(@ belongsto another person who is neither apartner in the
partnership nor the spouse of a partner; and

(b) isreceived in the course of the business either by the
partnership or 1 or more of its partners.

Deduction

The person is allowed adeduction for the amount if the person
isunder alegal liability to make good the loss.
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©)

(4)

Timing of deduction

The deduction for the amount is allocated to the income year
in which the amount is paid.

Link with subpart DA

This section supplements the general permission and over-
rides the capital limitation. The other general limitations still

apply.

Defined:  amount, business, capital limitation, deduction, general limitation, general per-

mission, income year
Compare: 1994 No 164 sDJ 7

DB 35 Restitution of stolen property

)

)

©)

(4)

Deduction

A person who derives income under section CB 29 (Obtaining
property by theft) is allowed a deduction for an amount equal
to the amount of restitution that they make to a person who is
beneficially entitled to property to which section CB 29 applies.

Timing of deduction

The deduction for the amount of restitution is alocated to the
income year in which the person makes restitution.

Meaning of amount of restitution

In this section, amount of restitution includes restitution
made to a person claiming through the person beneficially
entitled to the property.

Link with subpart DA

This section supplements the general permission. The genera
limitations still apply.

Defined:  amount, amount of restitution, deduction, general limitation, general permission,

income, income year, property
Compare: 1994 No 164 s DJ 18

DB 36 Bribes paid to public officials

D

When subsection (2) applies: official in New
Zealand
Subsection (2) applies when the following circumstances exist:
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(4)

(®)
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@

a person (person A) corruptly gives a bribe to another
person; and

(b) person A gives the bribe intending to influence a New
Zealand public official to act, or to fail to act, in their
official capacity in order to—

(i) obtain or retain business for person A; or
(i) obtain animproper advantage for person A in the
conduct of business; and

(c) the official either has or does not have the authority to
act or to fail to act.

No deduction

Person A is denied a deduction for the amount of the bribe.

When subsection (4) applies: official over seas
Subsection (4) applies when the following circumstances exist:

(@
(b)

(©)

(d)

a person (person A) corruptly gives a bribe to another

person; and

person A givesthe bribeintending to influence aforeign

public official to act, or to fail to act, in their official

capacity in order to—

(i)  obtain or retain business for person A; or

(i) obtain an improper advantage for person A in the
conduct of business; and

person A’s giving the bribe was, at the time it was

given, an offence under the laws of the foreign country

that isthe site of the main office of the person, organisa-

tion, or other body by whom the foreign public official

is employed or for whom they provide services; and

the official either has or does not have the authority to

act or to fail to act.

No deduction (with exception)

Person A is denied a deduction for the amount of the bribe,
unless it was paid wholly or mainly to ensure or expedite the
performance by a foreign public official of a routine govern-
ment action when the value of the benefit is small.

Some definitions
In this section,—
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(6)

benefit, foreign country, and foreign public official have the

meanings given to them by section 105C of the Crimes Act

1961

bribe has the meaning given to it by section 99 of the Crimes

Act 1961

public official means—

(@ amember of Parliament or aMinister of the Crown; and

(b) a judicia officer, a law enforcement officer, or an
official, as those terms are defined in section 99 of the
Crimes Act 1961; and

(c) aforeign public official

routine government action has the meaning given to it by

section 105C of the Crimes Act 1961.

Link with subpart DA
This section overrides the general permission.

Defined: amount, benefit, bribe, business, deduction, foreign country, foreign public

official, general permission, New Zealand, public official, routine government
action

Compare: 1994 No 164 s DJ 22

Pollution control

DB 37 Preventing pollution of environment

D

e

When this section applies

This section applies when—

(@) aperson carries on a business, other than a farming or
agricultural business, in New Zealand; and

(b) they incur expenditure in the business on constructing
on land in New Zealand earthworks, ponds, settling
tanks, or other similar improvements whose main pur-
pose is the treatment of industrial waste to prevent or
combat pollution of the environment; and

(c) noother provision of this Act allows adeduction for the
expenditure.

Deduction
The person is allowed a deduction for the expenditure.

Timing of deduction
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©)

(4)

(®)

The deduction for the expenditure is allocated as follows:

(& 20% to the income year in which the expenditure is
incurred; and

(b)  20% to each of the following 4 income years.

Re-timing of deduction

The deduction may be reallocated so that the minimum that

the person has for any of the yearsis the lesser of the follow-

ing amounts:

(& $1,000in total; and

(b) the balance of the deduction not allocated to a previous
income year.

Link with subpart DA

This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations

still apply.

Defined:  amount, business, capital limitation, deduction, general limitation, general per-

mission, income year, New Zealand

Compare: 1994 No 164 s DJ 10

Repayments

DB 38 Payments for remitted amounts

)

310

When this section applies

This section applies when—

(@ apersonisalowed adeductionfor anincome year of an
amount that the person is liable to pay; and

(b) the person’sliability for the amount is later remitted or
cancelled, wholly or partly; and

(c) theremission or cancellation is not a dividend; and

(d) the person is not required to calculate a base price
adjustment by section EW 35 (\WWhen calculation of base
price adjustment required); and

(e) the amount to which the remission or cancellation
applies is counted income of the person under section
€6 2 (Remitted amounts); and

(f)  the person makes a payment for the amount to which
the remission or cancellation applies.

Amount, and timing, of deduction
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e

©)

The person is alowed a deduction for the amount of the
payment for the income year in which it is made.

Link with subpart DA

This section supplements the general permission. The genera
limitations still apply.

Defined:  amount, counted income, deduction, dividend, genera limitation, general per-

mission, income year

Compare: 1994 No 164 s |E 1(4)(9)

DB 39 Restrictive covenant breached

)

)

©)

When this section applies

This section applies when an employee (person A) makes a

payment to another person (person B) in the following

circumstances:

(@ person A derives counted income under section CE 9
(Restrictive covenants); and

(b) person A breaches aterm of the undertaking they gave
to person B; and

(c) person A is, consequently, required to make the pay-
ment to person B.

Deduction

Person A is allowed a deduction for the payment. The amount

of the deduction is the lesser of the following:

(8 the counted income that person A derives under section
CE 9 (Restrictive covenants); and

(b) the payment that person A makes to person B, exclud-
ing interest, punitive damages, exemplary damages, and
person B’s legal costs and other expenses.

Timing of deduction

The deduction for the payment is allocated to the income year
in which person A makes the payment to person B.

Link with subpart DA
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(4) This section supplements the general permission and over-
rides the employment limitation. The other general limitations
still apply.

Defined:  amount, counted income, deduction, employee, employment limitation, general
limitation, general permission, income year, interest

Compare: 1994 No 164 ssDJ 21, EO 7

Matching rules: revenue account property, prepayments,
and deferred payments

DB 40 Trading stock, livestock, and excepted financial
arrangements

When this section applies
(1) This section applies when—
(8 aperson—
(i) hasabusinessthat has trading stock or livestock;
or
(i) holds excepted financial arrangements that are
revenue account property; and
(b) the trading stock, livestock, or excepted financial
arrangements are held at the start of an income year, or
at the end of an income year, or both; and
(c) section EA 1 (Trading stock, livestock, and excepted
financial arrangements) applies.

Deduction

(2) Thepersonisallowed adeduction for the income year for the
adjustment cal culated under section EA 1(3) (Trading stock, live-
stock, and excepted financial arrangements).

Link with subpart DA
(3) Thissection supplements the general permission. The general
limitations still apply.

Defined:  business, deduction, excepted financial arrangement, general limitation, genera
permission, income year, livestock, revenue account property, trading stock

Compare: 1994 No 164 s EE 2(4)
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DB 41 Adjustment for prepayments

When this section applies

(1) This section applies when a person has, under section EA 3
(Prepayments), an unexpired amount of expenditure at the end
of an income year.

Deduction

(2) The person is allowed a deduction for the unexpired amount
for the following income year.

Link with subpart DA

(3) Thissection supplements the general permission. The general
limitations still apply, but not to the extent to which any
relevant general limitation was overridden by a provision that
initially allowed a deduction for the expenditure, whether in
this Act or an earlier Act.

Defined:  amount, deduction, general limitation, general permission, income year

Compare: 1994 No 164 s EF 1(1)(b)

DB 42 Adjustment for deferred payment of employment
income

When this section applies

(1) This section applies when a person has, under section EA 4
(Deferred payment of employment income), an unpaid
amount of expenditure on employment income in an income
year for which the person is to be allowed a deduction in the
following income year.

Deduction

(2) The person is alowed a deduction for the unpaid amount for
the following income year.

Link with subpart DA

(3 Thissection supplements the general permission. The general
limitations still apply, but not to the extent to which any
relevant general limitation was overridden by a provision that
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initially allowed a deduction for the expenditure, whether in
this Act or an earlier Act.

Defined:  amount, deduction, employment income, general limitation, general permission,
income year

Compare: 1994 No 164 s EF 1(1)(b)

Change to accounting practice

DB 43 Adjustment for change to accounting practice

When this section applies

(1) Thissection applies when a person has, under section EG 2(2) or
(3) (Adjustment for changes to accounting practice), an
amount owed by them or an amount owing to them as quanti-
fied in those subsections.

Amount, and timing, of deduction

(2) Thepersonisallowed adeduction of the amount as quantified
and allocated under section EG 2 (Adjustment for changes to
accounting practice).

Link with subpart DA

(3) Thissection supplements the general permission. The general
limitations still apply.
Defined:  amount, deduction, general limitation, general permission
Compare: 1994 No 164 s EC 1

Subpart DC—Employee or contractor expenditure

Index
DC1 Lump sum payments on retirement
DC2 Pension payments to former employees
DC 3 Pension payments to former partners
DC4 Payments to working partners
DC5 Contributions to employees benefit funds
DC6 Contributions to employees superannuation schemes
DC 7 Attribution of personal services
DC8 Redtrictive covenants or exit inducements
DC9 Sale of business: transferred employment income obligations
DC 10 Transfers of employment income obligations to associates
DC 11 Loansto employees under share purchase schemes
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DC 12 Ciriteriafor approval of share purchase schemes: before
period of restriction ends

DC 13 Criteriafor approval of share purchase schemes: when period
of restriction ends

DC 14 Some definitions

DC 1 Lump sum payments on retirement

D

e

©)

(4)

(®)

Deduction

A person who carries on abusinessis allowed a deduction for
alump sum paid as a bonus, gratuity, or retiring allowance to
an employee on retirement.

Inclusions

For the purposes of subsection (1), a lump sum paid on retire-

ment includes a lump sum paid to—

(@ an employee when they end their employment or ser-
vice through redundancy, loss of office, or similar
circumstances:

(b) a former employee when they are unable to be re-
employed in seasonal work in circumstances that would
be considered the loss of employment or service
through redundancy if they resulted in ending the
seasonal work.

Exclusion

This section does not apply to the extent to which the person
has accepted a liability, as described in section DG 9(1)(c)(i), tO
pay an amount of employment income.

Timing of deduction

The deduction for the lump sum is allocated to the income
year in which the lump sum is paid.

Link with subpart DA

This section supplements the general permission. The general
limitations still apply.

Defined:  business, deduction, employee, general limitation, general permission, income

year
Compare: 1994 No 164 sDF 5
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DC 2 Pension paymentsto former employees

D

e

©)

(4)

316

Deduction: not close company

A person who carries on abusinessis allowed a deduction for

areasonable amount paid as a pension to an employee or the

employee’s surviving spouse if al the following apply:

(@ the employee has retired from the employment or their
employment has ended through redundancy or similar
circumstances; and

(b) the pension is paid for the employee's past servicesin
the business; and

(c) the employee or their spouse has a right to receive the
pension under adeed for afixed period or for lifeor, in
the case of the spouse, until the spouse remarries.

Timing of deduction

The deduction for the amount is allocated to the income year
in which the amount is paid.

Deduction: close company

A close company carrying on a business that employs an

employee who is or has been a shareholder, or who has a

relative who is or has been a shareholder, in the close com-

pany isalowed adeduction for an amount paid asapension to

the employee or the employee's surviving spouse if al the

following apply:

(@ the employee’s employment was genuine; and

(b) the employee has retired from the employment or their
employment has ended through redundancy or similar
circumstances; and

(c) the pension is paid for the employee's past servicesin
the business; and

(d) the employee or their spouse has aright to receive the
pension under a deed for afixed period or for life or, in
the case of the spouse, until the spouse remarries.

Amount of deduction

The amount of the deduction is the amount that would have
been paid at arm’s length in the open market.

Timing of deduction
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(®)

(6)

()

The deduction for the amount is allocated to the income year
in which the amount is paid.

Relationship with section FF 17(1)
This section is overridden by section FF 17(1) (Pensions).

Link with subpart DA

This section supplements the general permission. The genera
limitations still apply.

Defined:  amount, business, close company, deduction, employee, employer, general limi-

tation, general permission, income year, relative, shareholder

Compare: 1994 No 164 sDF 4

DC 3 Pension paymentsto former partners

)

)

©)

When this section applies

This section applies when—

(8 apersonisapartner in a partnership; or

(b) aperson who was a partner in a partnership is in busi-
ness on their own account.

Exclusion

This section does not apply to a partnership or a business that
isengaged wholly or mainly in investing money, or in holding
or dealing in shares, securities, investments, or estates or
interests in land.

Deduction

The person isallowed a deduction for their share of areasona-

ble amount paid as a pension to a former partner, or to the

spouse of adeceased former partner, if all thefollowing apply:

(@ the partnership in which the former partner was a part-
ner (old partnership) carried on the same business as
that now carried on either by the partnership that is
paying the pension or by the person in business who is
paying the pension; and

(b) the former partner retired from the old partnership or
their employment ended through retirement; and

(c) theformer partner or their spouse has aright to receive
the pension under a deed for a fixed period or for life
(or, in the case of the spouse, until the spouse remar-
ries); and
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(d) the pension is paid for the former partner’s servicesin
the old partnership.

Link with subpart DA

(4) Thissection supplements the general permission. The general
limitations still apply.

Defined: amount, business, deduction, estate, general limitation, general permission,
interest, share

Compare: 1994 No 164 ss DF 8A, DF 8B

DC 4 Paymentsto working partners

Deduction
(1) A personwhoisapartner in apartnership is allowed a deduc-

tion for their share of a payment made under a contract of

service to a working partner who personally and actively

performs duties that—

(@) arerequired to be performed in carrying on the business
of the partnership; and

(b) are performed by the working partner during the cur-
rency of the contract of service.

Exclusion

(2) This section does not apply to a partnership that is engaged
wholly or mainly ininvesting money or in holding, or dealing
in, shares, securities, investments, or estates or interests in
land.

Amount of deduction

(3 The amount of the deduction is limited to the amount
authorised in the contract of service, including the payment of
a bonus.

Relationship with section GD 3

(4) This section is overridden by section GD 3 (Payment of exces-
sive salary or wages, or allocation of excessive share of profits
or losses, to relative employed by or in partnership with

taxpayer).

Some definitions
(5) Inthis section,—
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(6)

contract of service means an agreement in writing entered
into by all the partners that specifies the terms and conditions
of the servicesto be performed by the working partner and the
amount payable to the working partner for the performance of
the services

land includes any estate or interest in land, whether legal or
equitable, corporeal or incorporeal, freehold or chattel, and
any option to acquire land or an estate or interest in land.

Link with subpart DA

This section supplements the general permission. The genera
limitations still apply.

Defined: amount, business, contract of service, deduction, estate, genera limitation,

genera permission, interest, land, share
Compare: 1994 No 164 s DF 8

DC 5 Contributionsto employees benefit funds

)

)

©)

No deduction (with exception)

An employer is denied a deduction for an amount that they
pay to afund (other than a superannuation scheme) to provide
individual personal benefits to their employeesif the employ-
ees rights to receive benefits from the fund are not fully
secured.

Deduction

An employer is alowed a deduction for an amount that they
set aside as a fund (other than a superannuation scheme) to
provide individual personal benefits to their employees if the
employees’ rights to receive benefits from the fund are fully
secured.

Link with subpart DA

Subsection (1) overrides, and subsection (2) supplements, the
general permission. The general limitations still apply for the
purposes of subsection (2).

Defined:  amount, deduction, employee, employer, general limitation, general permission,

superannuation scheme
Compare: 1994 No 164 s DF 2
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DC 6 Contributionsto employees superannuation schemes

D

)

©)

4)

Deduction
An employer is allowed a deduction for a contribution to an
employees superannuation scheme.

Timing of deduction

The deduction is allocated to the income year in which the
employer makes the contribution.

Relationship with section EJ 21

This section is overridden by section EJ 21 (Contributions to
employees superannuation schemes).

Link with subpart DA

This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations

still apply.

Defined: capital limitation, deduction, employee, employer, general limitation, genera

permission, income year, superannuation scheme

Compare: 1994 No 164 s DF 3(1)

DC 7 Attribution of personal services

D

)

©)

320

When this section applies

This section applies when, under sections GC 14B to GC 14E
(which relate to the attribution rule), a person is required to
attribute an amount to another person.

Deduction

The person required to attribute the amount is alowed a
deduction for the amount attributed.

Timing of deduction

The deduction is allocated to the income year in which the
amount is attributed to the other person.

Link with subpart DA
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(4) This section supplements the general permission and over-
rides the capital limitation. The other general limitations still
apply.

Defined: amount, associated person, capital limitation, deduction, genera limitation,
genera permission, income year

Compare: 1994 No 164 ssDJ 19, EO 6

DC 8 Restrictive covenants or exit inducements

Deduction

(1) A person is allowed a deduction for expenditure that they
incur that is income of another person under section CE 9
(Restrictive covenants) or CE 10 (Exit inducements).

Exclusion
(2) This section does not apply if—

(@ the other person performs services for the person; and

(b)  expenditure that the person would have incurred for the
services, if the other person had not derived an amount
that isincome under section CE 9 (Restrictive covenants)
or CE 10 (Exit inducements), would have been of a
capital nature.

Link with subpart DA

(83) Thissection overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations
still apply.

Defined:  amount, capital limitation, general limitation, general permission, income

Compare: 1994 No 164 s DJ 20

DC 9 Sale of business. transferred employment income
obligations

When this section applies
(1) This section applies when—

(@) aperson (seller) sellsabusiness, or apart of abusiness,
to another person (buyer); and

(b) anemployeeof the seller working in the business, or the
part of the business, becomes an employee of the buyer
at the time of the sale; and

(c) the sdler and the buyer agree in writing, as part of the
sale arrangements, that—
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(i) the buyer assumes the obligation to pay an
amount of employment income to the employeg;
and

(i)  the consideration payable by the buyer for the
business, or the part of the business, isreduced to
take into account the buyer’s assumption of the
obligation.

Parties not associated

(2) If the seller and the buyer are not associated persons at the
time of the sale—

(@ thesdleristreated asincurring, at the time of the sale,
the obligation to pay any part of the amount that
remains contingent on the employee continuing in
employment or any similar factor; and

(b) the seller is treated under section EA 4(4) (Deferred pay-
ment of employment income) as having paid the
amount at the time of sale.

Parties associated

(3) If thesdller and the buyer are associated persons at the time of
the sale, the obligation assumed by the buyer to pay the
amount of employment income is treated as not being of a
capital nature.

Link with subpart DA

(4) Thelink between this section and subpart DA (Genera rules) is

as follows:

() subsection (2)(a) supplements the general permission.
The genera limitations still apply:

(b)  for subsection (2)(h), the general permission must still be
satisfied and the general limitations still apply:

(c) subsection (3) overrides the capital limitation. The
general permission must still be satisfied and the other
general limitations still apply.

Defined:  amount, associated person, business, capital limitation, employee, employment
income, general limitation, general permission, time of the sale

Compare: 1994 No 164 s DF 10
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DC 10 Transfers of employment income obligations to
associates

When this section applies
(1) This section applies when—

(@ an employee of a person (person A) becomes an
employee of another person (person B); and

(b) person A and person B are associated persons at the
time; and

(c) person B agreesto assume person A’s obligation to pay
an amount of employment income to the employee; and

(d) the employee’s becoming an employee of person B
does not result from the sale by person A of abusiness,
or a part of a business, to person B.

Amount not treated as capital

(2) The obligation assumed by person B to pay the amount of
employment income is treated as not being of a capital nature.

Link with subpart DA

(3) Thissection overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations
still apply.

Defined: amount, associated person, business, capital limitation, employee, employment
income, general limitation, general permission

Compare: 1994 No 164 DF 11

DC 11 Loansto employees under share purchase schemes

Deduction

(1) A company (employing company) that provides financial
assistance to an employee by way of an interest-free loan
under a share purchase scheme is alowed a deduction for
providing the assistance for up to 5 years from the date of the
loan. The deduction is alowed only if the scheme has the
Commissioner’ s approval, which must be given if the scheme
meets all the criteria set out in sections DC 12 and DC 13.

Amount of deduction

(2) Theamount of the deduction isequal to theinterest that would
have been payable by the employing company if the amount
of the loan had been borrowed by the company at an interest
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rate of 10% annually with interest calculated with monthly
rests, and as if repayments by the employee under the scheme
were repayments of the notional loan by the company.

Group of companies

(3) If the employing company is part of a group of companies,
and the share purchase scheme involves shares issued by
another company in the group, the shares are treated asiif they
were issued by the employing company.

Link with subpart DA

(4) Thissection supplements the general permission. The general
limitations still apply.

Defined:  amount, Commissioner, company, deduction, employee, employing company,
genera limitation, general permission, group of companies, interest, share, share
purchase scheme, year

Compare: 1994 No 164 s DF 7(1)

DC 12 Criteria for approval of share purchase schemes:
before period of restriction ends

What this section does

(1) This section sets out the criteria that apply to the approval of
share purchase schemes to which section DC 11 applies and that
are applied to the period of restriction.

Pur chase of shares

(2) The shares must be available for no more than their market
value at the date of purchase or subscription. The amount that
an employee spends on buying shares under the scheme or any
similar scheme must not be more than $2,340 in a 3 year
period.

Eligibility

(3 Employees must be eligible to participate equally in the
scheme, that is, full-time permanent employees on an equal
basis with every other full-time permanent employee and, if
the scheme applies to part-time employees and seasond
employees, part-time employees on an equal basis with every
other part-time employee and seasonal employees on an equal
basis with every other seasonal employee. Any minimum
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(4)

©)

(6)

(1)

period of employment or service before employees are €eli-
gible to participate must not be more than 3 years' full-time
work or, for other employees, an accumulated period that is
the equivalent of 3 years' full-time work.

L oans to employees

A loan to an employee to buy shares must be free of interest
and other charges. If the loan is required to be a minimum
amount, that amount must not be more than $624. Employees
must be able to repay the loan by regular equal instalments at
intervals of 1 month or less over a period of between 3 years
and 5 years from the date of the loan, although they may
choose to repay some or al of the loan before the due date for

repayment.

Shares held on trust

The trustee of the scheme must hold the sharesin trust for the
employee, and pay directly to the employee any dividends
(which may not be put towards the repayment of any sum
owed to the company or to the trustee). The dividends are
treated as having been derived by the employee. The
employee must not dispose of their rights or interests in the
shares.

Hardship

With the employee' s agreement, a trustee may vary the terms
of the repayment of aloan under the scheme, or may allow the
employee to withdraw from the scheme as if they had ended
their employment in the circumstances described in section
DC 13(4), if the trustee is satisfied that the employee's con-
tinued participation in the scheme would result in serious
hardship.

Withdrawal from scheme

An employee must be able to withdraw from the scheme on
giving 3 months' notice to the trustee. The employee is then
treated for the purposes of the scheme as if they ended their
employment with the company on the date the notice takes
effect, and section DC 13(4) and (5) apply.

Defined:  amount, company, dividend, employee, notice, share, share purchase scheme,

trustee, year
Compare: 1994 No 164 s DF 7(2)(a)—(h), (j), (k)
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DC 13 Criteria for approval of share purchase schemes. when
period of restriction ends

What this section does

(1) This section sets out the criteria that apply to the approval of
share purchase schemes to which section DG 11 applies and that
are applied to the period when the period of restriction ends.

General rule

(2) The trustee must transfer the shares to the employee, unless
the employeeis no longer employed by the company. Alterna-
tively, at the option of the employee, the trustee must buy the
shares at the market value on the date of purchase. This
subsection is overridden by subsections (3) and (4).

Death, accident, sickness, redundancy, or retire-
ment at normal retiring age

(3) If the period of restriction ends because the employee ends
their employment through death, accident, sickness, redun-
dancy, or retirement at normal retiring age, the trustee must
transfer the shares to the legal representative of the
employee’ s estate or to the former employee. Alternatively, at
the option of the legal representative or former employee, the
trustee must buy the shares at the market value on the date of
purchase. The purchase is subject to the repayment of any
outstanding loan under the scheme for the shares.

Employment ends for other reason

(4) If the period of restriction ends because the employee ends
their employment for any other reason, the trustee must buy
the shares at the market value at the date on which the
employee ends their employment, subject to the repayment of
any outstanding loan under the scheme for the shares.

Purchase price when trustee buys shares

(5) If the trustee buys the shares in any of the circumstances in
which employment is ended as described in subsections (2) to (4),
the purchase price must not be more than the price paid for the
shares by the employee.

Defined:  amount, company, employee, normal retiring age, share, share purchase scheme,
trustee

Compare: 1994 No 164 s DF 7(2)(i)
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DC 14 Some definitions

D

)

Definitions

In this section, and in sections DC 11 to DC 13,—

employee—

(& means a person employed by a company:

(b)  does not include—

(i) adirector of the company; or
(i)  aperson who, with any associated person, holds
10% or more of the issued capital of the com-
pany; or
(iii) acompany, aloca authority, a public authority,
or an unincorporated body of persons
employing company, for an employee—

(& means the company that employs the employee; and

(b) if the company is in a group of companies, includes
another company in that group

normal retiring age means—

(@ for an employee other than one to whom paragraph (b)
applies, no less than 60 years of age:

(b) for afemae employee who is entitled under a contract
of employment entered into before 1 April 1978 with
the employing company to retire before 60 years of age,
no less than 55 years of age:

(c) for any employee, an age that is earlier than the age
referred to in paragraph (a) or (b) and that the Commis-
sioner considers reasonable in the nature of the employ-
ment or in the general terms of employment in the
business or occupation of the employee

shar e, for acompany whose shares are made available under a
share purchase scheme, means afully paid ordinary share that
ranks equally with, and has the same designation as, an
existing ordinary voting share in the company

trustee means a person or group of persons appointed to
administer a share purchase scheme of an employing com-
pany, and to hold shares under that scheme on trust for an
employee during the period of restriction.

Meaning of period of restriction
In this section, and in sections DC 11 to DC 13,—
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@
(b)

period of restriction has the meaning given to it by
subsections (3) and (4); and

for the purposes of this definition, if an employing
company is part of a group of companies, and an
employee is transferred to another company in the
group, the employee is treated as continuing in their
employment.

Shorter of 2 periods
(3 Period of restriction means the shorter of—

@

(b)

a period of 3 years starting on the date the employee
buys or subscribes for the shares, or the period of repay-
ment of aloan made to them under the scheme for this
purpose, whichever is longer; and

a period starting on the date the employee buys or
subscribes for the shares and ending on the date the
employee ceases their employment with the employing
company.

This subsection is overridden by subsection (4).

Different period

(4) If the employee buys or subscribes for the shares at market
value, and the rules of the scheme provide a period of restric-
tion, that period applies, but it must be no shorter than the
period of repayment of aloan made under the scheme for the
purpose, and must be no longer than the period described in
subsection (3) that would apply if this subsection did not exist.

Defined:  associated person, company, director, employee, employing company, group of
companies, group of persons, local authority, normal retiring age, period of
restriction, public authority, share, share purchase scheme, trustee, year

Compare: 1994 No 164 s DF 7(3)

Subpart DD—Entertainment expenditure

Index
DD 1
DD 2
DD 3
DD 4
DD 5
DD 6
DD 7
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DD 8 Entertainment that is income or fringe benefit
DD 9 Relationship with fringe benefit tax rules

DD 10 Interpretation: reimbursement and apportionment
DD 11 Some definitions

DD 1 Entertainment expenditure generally

D

@

©)

(4)

When this subpart applies

This subpart applieswhen, in deriving income, aperson incurs
expenditure on entertainment that provides both a private and
a business benefit.

No deduction (with exception)

The person is denied a deduction for expenditure that they
incur on the forms of entertainment specified in section DD 2,
except for 50% of the amount that they would have been
allowed if this subsection had not existed.

Meaning of limitation rule
Limitation rule means the rule described in subsection (2).

Link with subpart DA
This section overrides the general permission.

Defined:  amount, business, deduction, general permission, income, limitation rule

Compare: 1994 No 164 sDG 1

DD 2 Limitation rule

)

)

What rule applies to
The expenditure to which the limitation rule applies is expen-
diture on the forms of entertainment described in subsections (2)
to (6). The expenditure described in this section includes any
incidental expenditure.

Corporate boxes

The limitation rule applies to deductions for expenditure on
corporate boxes, marquees, tents, or other exclusive areas
(either temporary or permanent) at sporting, cultural, or other
recreational events, or activities taking place off the person’s
business premises. It includesthe cost of tickets or other rights
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©)

(4)

(®)

(6)

()

of entry to these areas, and the cost of food and drink inciden-
tal to this form of entertainment.

Holiday accommodation

The limitation rule applies to deductions for expenditure on
accommodation in a holiday home, time-share apartment, or
leisure venue. It includes the cost of food and drink incidental
to this form of entertainment, but it does not apply to accom-
modation that is merely incidental to business activities or
employment duties.

Pleasur e cr aft

The limitation rule applies to deductions for expenditure on
yachts or other pleasure craft. It includes the cost of food and
drink incidental to this form of entertainment.

Entertainment off the premises

The limitation rule applies to deductions for expenditure on
food and drink that a person provides as entertainment off
their business premises.

Entertainment on the premises

The limitation rule applies to deductions for expenditure on
food and drink (other than light refreshments such as a morn-
ing tea) that a person provides as entertainment on their busi-
ness premises either at a social function, or in an area of the
premises that at the time is reserved for senior employees to
use and is not open to all of the person’s employees working
in the premises. The limitation rule applies whether or not
guests are present.

Meaning of expenditure

In subsections (2) to (4), expenditure includes—

(& an amount of depreciation loss; and

(b) expenditure or loss on running costs and maintenance
and similar matters; and

(c) a deduction for a lease premium under section DZ 12
(Premium paid on land leased before 1 April 1993).

Defined:  amount, business, deduction, general permission, income, limitation rule
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DD 3 When limitation rule does not apply

Thelimitation ruleiseither restricted in its application or does
not apply to deductions for the expenditure described in see-
tions DD 4 to DD 8.

Defined:  deduction, limitation rule

Compare: 1994 No 164 s DG 1(2)

DD 4 Employment-related activities

D

)

©)

Business travel expenditure

The limitation rule does not apply to a deduction for expendi-

ture on food or drink consumed by aperson whiletravellingin

the course of business or for their employment duties. How-

ever, the limitation rule applies if—

(@ the travel is mainly for the purpose of enjoying
entertainment; or

(b) the food or drink is consumed at a meal or function
involving an existing or potential business contact as a
guest; or

(c) thefood or drink is consumed at a social function.

Conference expenditure

The limitation rule does not apply to a deduction for expendi-
ture on light refreshments at a conference or educationa
course or similar event, nor to food or drink consumed at such
an event lasting for at least 4 consecutive hours (excluding
meal times). However, the limitation rule applies if the event
is mainly for the purpose of entertainment.

Expenditure on employees meals

The limitation rule does not apply to a deduction for expendi-

ture on—

(@ areasonable amount of food or drink provided as ameal
allowance, or the reimbursement of the cost of the food
and drink, when an employee works overtime, if the
allowance or reimbursement is exempt income under
section CW 13 (Expenditure on account, and reimburse-
ment, of employees):

(b) alight refreshment such as a morning tea consumed on
the premises referred to in section DD 2(6):

(c) a light meal consumed as part of the employee's
employment duties in an area of the person’s business
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premises that at the time is reserved for senior employ-
ees and their guests to use, and is not open to all of the
person’s employees working in the premises.

Defined:  business, business contacts, business premises, deduction, employee, exempt
income, limitation rule

Compare: 1994 No 164 schedule 6A, part B, cls 1-5

DD 5 Promoting businesses, goods, or services

Sponsored promotions

(1) Thelimitation rule does not apply to a deduction for expendi-
ture on entertainment that is sponsored mainly to promote or
advertise a person’ s business, goods, or servicesto the public,
when neither existing business contacts, nor employees, nor
anyone associated with the person (or with the person whose
business, goods, or services are being promoted) has a greater
opportunity to enjoy the entertainment than the public
generaly.

Incidental costs of promotion

(2) Thelimitation rule does not apply to a deduction for expendi-
ture on the incidental costs associated with a trade display or
function that is open to the public and held mainly to promote
or advertise a business, goods, or services.

Expenditure on samples

(3 Thelimitation rule does not apply to a deduction for expendi-
ture on samplesthat a person providesfor promotion or adver-
tising purposesto anyone who is not an employee of or associ-
ated with the person.

Entertainment for review

(49) Thelimitation rule does not apply to a deduction for expendi-
ture on entertainment that aperson providesto apersonwhois
reviewing the entertainment for a book, magazine, paper, or
other medium of communication.

Defined:  associated person, business, business contacts, deduction, employee, limitation
rule

Compare: 1994 No 164 schedule 6A, part B, cls 6, 8, 10, 12
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DD 6 Entertainment as business or for charitable purpose

Entertainment as business

(1) Thelimitation rule does not apply to a deduction for expendi-
ture on entertainment that a person provides for market value
or inan arm’slength transaction in the ordinary course of their
business, if that businessisto provide 1 or more of the forms
of entertainment referred to in section DD 2.

Entertainment for charitable purposes

(2) Thelimitation rule does not apply to a deduction for expendi-
ture on entertainment that a person providesto members of the
public for charitable purposes.

Defined:  business, charitable purpose, deduction, limitation rule

Compare: 1994 No 164 schedule 6A, part B, cls 9, 11

DD 7 Entertainment outside New Zealand
The limitation rule does not apply to a deduction for expendi-
ture on entertainment that is enjoyed or consumed outside
New Zealand.

Defined:  deduction, limitation rule, New Zealand

Compare: 1994 No 164 schedule 6A, part B, cl 7

DD 8 Entertainment that isincome or fringe benefit
The limitation rule does not apply to a deduction for expendi-
ture on entertainment that is income of the person who con-
sumes it or to a fringe benefit to which fringe benefit tax
applies.
Defined:  deduction, fringe benefit tax, income, limitation rule
Compare: 1994 No 164 schedule 6A, part B, cls 13, 14

DD 9 Relationship with fringe benefit tax rules
Sections DD 2 to DD 8 override the fringe benefit tax rules but, if
an employee of the person providing the benefit may choose
when to receive or use the benefit or if they do not receive or
use the benefit in the course of their employment duties,
the fringe benefit tax rules apply under section CX 26
(Entertainment).

Defined:  employee, fringe benefit tax rules

Compare: 1994 No 164 s Cl 1(r)
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DD 10 Interpretation: reimbursement and apportionment

In sections DD 2 to DD 8,—

(8 aperson is treated as having incurred expenditure on
entertainment described in section DD 2 if they pay an
allowance for, or reimburse an employee’ s expenditure
on, the entertainment, and the allowance or reimburse-
ment is exempt income under section CW 13 (Expenditure
on account, and reimbursement, of employees):

(b) if apersonincurs expenditure that relates only partly to
the entertainment, the expenditure must be apportioned
appropriately.

Defined: employee, exempt income, fringe benefit tax rules
Compare: 1994 No 164 s DG 1(3), (4)

DD 11 Some definitions
In this subpart,—

business includes any recurring income-earning activity

business contacts—

(@ includesclients, customers, suppliers, shareholders, and
others who have business dealings with a person (or an
associate):

(b) if the person is in partnership, does not include other
partners in the partnership

business premises—

(@ means the norma business premises or a temporary
workplace of the person (or an associate):

(b) does not include premises or a workplace established
mainly for the purpose of enjoying entertainment.

Defined:  associated person, business, business contacts, business premises, shareholder

Compare: 1994 No 164 schedule 6A “business’, “business contacts’, ‘“business
premises’

Subpart DE—Motor vehicle expenditure

Index

Introductory provisions
DE1 What this subpart does
DE 2 Deductions for business use
DE 3 Methods for calculating proportion of business use
DE 4 Default method for calculating proportion of business use
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Actual records
DE5 Actua records

Logbook period
DE 6 Using logbook for test period
DE 7 Logbook requirements
DE 8 Logbook term
DE 9 Inadequate logbook
DE 10 Variance during logbook term
DE 11 Replacement vehicles

Mileage rates
DE 12 Mileage rate method
DE 13 Setting mileage rates

I ntroductory provisions

DE 1 What this subpart does

Apportions motor vehicle expenditure

(1) Thissubpart sets out the rules for determining the proportion
of business use of a motor vehicle to its total use when a
person uses a motor vehicle partly for business purposes and
partly for other purposes.

Exclusions

(2) This subpart does not apply—
(8 toacompany:
(b) to a person whose only income is income from
employment:
(c) toamotor vehicle that is used only—
(i)  for the purpose of deriving income; or
(i)  for apurpose that constitutes a fringe benefit.

Defined:  amount, business purposes, business use, company, deduction, depreciation loss,
genera limitation, general permission, income, income from employment, motor
vehicle, private limitation

Compare: 1994 No 164 sDH 1

DE 2 Deductions for business use

Deduction
(1) A person is allowed a deduction for expenditure that they
incur relating to the business use of a motor vehicle or for an
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amount of depreciation loss relating to the business use of the
vehicle.

Calculating amount of depreciation loss

(2) The amount of the deduction allowed in an income year for
the amount of depreciation loss for the business use of the
vehicle is calculated using the formula—

standard calculation X business proportion.

Definition of items in formula

(3 Inthe formula—

(@ standard calculation is the amount resulting from a
calculation made for the motor vehicle under section
EE 16 (Amount resulting from standard calculation):

(b) business proportion is the proportion of business use
to the total use of the motor vehicle for the income year
(expressed as adecimal) calculated under sections DE 3 to
DE 12.

Link with subpart DA

(4) Thissection overrides the private limitation. The general per-
mission must till be satisfied and the other general limitations
still apply.

Defined:  business use, deduction, depreciation loss, general permission, incurred, motor
vehicle, private limitation

Compare: 1994 No 164 ss DH 1(3), EG 2(1)(d)

DE 3 Methods for calculating proportion of business use
The 3 methods that may be used to calcul ate the proportion of
business use of a motor vehicle are—
(@ actual records (section DE 5):
(b) alogbook (sections DE 6 to DE 11):
(c) mileage rates when travel for business purposes is no
more than 5,000 kilometresin anincome year (section DE
12).
Defined:  business purposes, business use, income year, motor vehicle
Compare: 1994 No 164 sDH 2
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DE 4 Default method for calculating proportion of business

D

@

use

When this section applies

This section applies when a person does not measure the

proportion of business use of a motor vehicle by 1 of the

methods that is available to them to use. It applies if—

(@ the person has not maintained complete and accurate
details to show the proportion of business use; or

(b) aperiodisnot aterm to which a proportion of business
use established by a logbook applies; or

(c) the person cannot use the mileage rate method.

Amount of deduction

The deduction under section DE 2 for expenditure or loss
incurred is limited to the lesser of the following:
(@ the proportion of actual business use; and
(b) 25% of the total use of the motor vehicle.

Defined:  amount, business use, deduction, motor vehicle

Compare: 1994 No 164 sDH 4

Actual records

DE 5 Actual records

To determine the proportion of business use of a motor
vehicle, a person may use actual records showing the reasons
for and the distance of journeys by a motor vehicle for busi-
ness purposes. However, when the period covered fallswithin
the term of alogbook, actual records may be used only if the
person and the Commissioner agree.

Defined:  business purposes, business use, Commissioner, motor vehicle

Compare: 1994 No 164 sDH 2

Logbook period

DE 6 Using logbook for test period

A person may keep alogbook for atest period for the purpose
of establishing the proportion of the business use of a motor
vehicletoitstotal usefor anincome year (or part of anincome
year) that falls within a logbook term. If a person uses a
logbook asamethod of establishing the proportion of business
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use, they must also record the total distance travelled in each
income year (or part of an income year) that falls within a
logbook term.

Defined:  business use, income year, motor vehicle

Compare: 1994 No 164 s DH 3(1)

DE 7 Logbook requirements

Test period

(1) Whenalogbook isused to establish the proportion of business
use of a motor vehicle, a person must select a start date, and
keep the logbook for at least 90 consecutive days at atime that
represents (or islikely to represent) the average proportion of
travel by the vehicle for business purposes during the logbook
term.

Record of reasons for, and distance of, jour neys

(2) Inthe90 day test period, the person must record complete and
accurate details of journeys for business purposes, the tota
distance travelled by the motor vehicle, and any other details
that the Commissioner may require. The logbook must
record—

(@ the start and end of the 90 day test period; and

(b) the vehicle’'s odometer readings at the start and end of
the test period; and

(c) thevehicle's odometer readings at the start and end of
each business journey; and

(d) thedate, starting point, and destination of each business
journey; and

(e) thereason for each business journey; and

(f)  the departure time and arrival of each business journey
when the use of the vehicle is constrained by time.

Defined:  business, business purposes, business use, motor vehicle

Compare: 1994 No 164 s DH 3(2)

DE 8 Logbook term
When logbook term applies

(1) A logbook termisaperiod to which the proportion of business
use of amotor vehicle established by the logbook applies. The
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)

©)

term lasts up to 3 years and starts and ends as described in
subsections (2) and (3).

Start of term

A logbook term starts on the date that is the latest of the

following days:

(8 thefirst day of theincome year in which a person starts
to keep a logbook:

(b) theday that aperson buys or acquiresthe motor vehicle
(unless the vehicle is a replacement vehicle, which is
dealt with in section DE 11):

(c) the day immediately after the last day of the previous
logbook term:

(d) aday that a person specifies.

End of term

The logbook term ends on the date that is the earliest of the

following days:

(@ the day that a person disposes of the motor vehicle
without replacing it:

(b) theday that is 3 years after the first day of the income
year in which the logbook term started:

(c) aday that the Commissioner specifies under section DE 9:

(d) aday that a person specifies.

Defined:  business use, Commissioner, income year, motor vehicle, year

Compare: 1994 No 164 s DH 3(3)

DE 9 Inadequate logbook

D

Non-r epresentative logbook proportion

If the Commissioner considers that the proportion of business

use recorded in a logbook does not, or does no longer,

represent the average use of a motor vehicle for business
purposes during an income year that falls within a logbook
term, the Commissioner may,—

(@ within the logbook term, direct a person to keep a
further logbook and specify another 90 day period in the
logbook term for keeping the logbook; or

(b) if satisfied that the logbook is not representative, treat a
person as not having kept a logbook that applies to the
logbook term.
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©)

4)

Further logbook

If the Commissioner directs a person to keep a further log-
book, and the proportion of business use calculated under that
logbook is less by 20% (or more) than the proportion under
the first logbook, the Commissioner may find that the first
logbook either—
(@ represented the average use of the motor vehicle for
business purposes for only part of the logbook term; or
(b) did not represent that use at al.

Partly representative logbook

If subsection (2)(a) applies, the Commissioner may determine a
date on which the application of the first logbook ended, and
the further logbook applies to a new logbook term that starts
on the day after that date.

Non-r epresentative logbook

If subsection (2)(b) applies, the Commissioner may direct that
the further logbook should apply for the logbook term to
which the first logbook originally applied.

Defined:  business purposes, business use, Commissioner, income year, motor vehicle

Compare: 1994 No 164 s DH 3(6), (7)

DE 10 Variance during logbook term

If, in any month during a logbook term, the proportion of
business use in that month is less by 20% (or more) than the
proportion established by the logbook, and the proportion of
business use recorded in the logbook no longer represents the
average use of the motor vehicle for business purposes, the
logbook term must end on the last day of that month.

Defined:  business purposes, business use, motor vehicle

Compare: 1994 No 164 s DH 3(4)

DE 11 Replacement vehicles

340

For the purpose of establishing the proportion of business use

of a motor vehicle, a replacement vehicle is treated in the

same way as the vehicle it replaced if—

(@ thelogbook islikely to be representative of the average
travel for business purposes and other purposes for the
remainder of the logbook term; and
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(b) fromthe date of replacement, aperson keeps arecord of
the total distance travelled by the replacement vehicle
for each income year (or part of an income year) of the
remaining logbook term.

Defined:  business purposes, business use, income year, motor vehicle

Compare: 1994 No 164 s DH 3(5)
Mileage rates

DE 12 Mileage rate method

Using mileage rates

(1) If aperson’sbusinesstravel isno more than 5,000 kilometres
in an income year, they may use the mileage rate method to
calculate the expenditure or loss on amotor vehicle that repre-
sents the proportion of business use of the vehicle.

Calculating mileage

(2) Under the mileage rate method, the person must keep details
of the business use of the motor vehicle, and calculate the
mileage travelled for business purposes for the income year.
The amount of the deduction under this method is found by
multiplying the mileage rate by the distance that reflects the
proportion of business use to total use of the vehicle for the
income year.

Defined: amount, business, business purposes, business use, deduction, income year,
motor vehicle

DE 13 Setting mileage rates
For the purposes of section DE 12, the Commissioner must from
time to time set and publish a mileage rate.

Defined: Commissioner
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Subpart DF—Government grants

Index
DF1 Government grants to businesses
DF 2  Repayment of grant-related suspensory loans

DF 1 Government grantsto businesses

When subsection (2) applies
(1) Subsection (2) applies when—

(8 apayment is granted by a local authority or a public
authority to a person for a business carried on by the
person; and

(b) thepaymentisinthe nature of agrant or subsidy, orisa
grant-related suspensory loan, but is not otherwise a
payment in the nature of an advance or loan; and

(c) the payment is made to the person for expenditure that
they incur, other than in a way described in subsection
(3); and

(d) the person would be allowed a deduction for the expen-
diture if this section did not exist.

No deduction (with exception)

(2) The personisdenied the deduction that they would have been
allowed if this section did not exist, except that they are
allowed a deduction for the amount of the expenditure that is
more than the payment.

When subsection (4) applies

(3)  Subsection (4) applies when—

(8 apayment is granted by a local authority or a public
authority to a person for a business carried on by the
person; and

(b) thepaymentisinthe nature of agrant or subsidy, orisa
grant-related suspensory loan, but is not otherwise a
payment in the nature of an advance or loan; and

(c) the payment is made to the person for expenditure that
they incur in acquiring, constructing, installing, or
extending an item of depreciable property; and
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(4)

(®)

(6)

(d) the person owns the item; and
(e) the person is alowed a deduction for an amount of
depreciation loss for the item.

Amount of depreciation loss

For the purposes of quantifying the amount of depreciation
loss, the amount of the expenditure is reduced by the amount
of the payment.

Amendment of assessment

Despite the time bar, the Commissioner may amend an assess-
ment at any time in order to give effect to this section.

Link with subpart DA
This section overrides the general permission.

Defined:  amount, assessment, business, Commissioner, deduction, depreciable property,

depreciation loss, general permission, grant-related suspensory loan, local autho-
rity, public authority, time bar

Compare: 1994 No 164 sDC 1

DF 2 Repayment of grant-related suspensory loans

D

)

©)

Deduction

A person is alowed a deduction for the amount of a repay-
ment that they are required to make of some or all of a grant-
related suspensory loan to the extent to which the amount
relates to a payment to which section DF 1(2) applies.

Timing of deduction

The deduction is alocated to the income year in which repay-
ment is first required.

Amount of depreciation loss

If a person isrequired to repay some or all of a grant-related

suspensory loan, then, to the extent to which section DF 1(3) and

(4) apply to the loan,—

(@) the person is allowed a deduction for an amount of
depreciation loss for the item; and

(b) the amount of depreciation loss is the total of the
amounts of depreciation loss for the item for which the
person would have been alowed a deduction if section
DF 1(3) and (4) had not applied.
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(4)

©)

(6)

Quantifying amount of depreciation loss

For the purposes of quantifying the amount of depreciation

loss for the item in the income year and in later income years,

the following matters must be taken into account:

(@ the amount of the deduction under subsection (3):

(b) thetotal of the amounts of depreciation lossfor theitem
for which the person has been allowed a deduction:

(c) the person’s expenditure on acquiring, constructing,
installing, or extending the item.

Identifying expenditure

For the purposes of this section and section DF 1, if a person
making a grant-related suspensory loan makes a statement as
to the expenditure that relates to the loan or to the repayment
of the loan, the statement provides conclusive evidence on the
guestion.

Link with subpart DA

This section supplements the general permission and over-
rides the capital limitation for the amount described in sub-
section (1). The other general limitations still apply.

Defined:  amount, capital limitation, deduction, depreciable property, depreciation loss,

genera limitation, general permission, grant-related suspensory loan, income
year

Compare: 1994 No 164 sDC 3

Subpart DN—Attributed losses from foreign equity

Index

Attributed controlled foreign company loss

DN 1 Attributed controlled foreign company loss
DN 2 When attributed CFC loss arises

DN 3 Calculation of attributed CFC loss

DN 4 Ring-fencing cap on deduction

Foreign investment fund loss

DN 5 Foreign investment fund loss

DN 6 When FIF loss arises

DN 7 Calculation of FIF loss

DN 8 Ring-fencing cap on deduction: not branch equivalent method
DN 9 Ring-fencing cap on deduction: branch equivalent method
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Attributed controlled foreign company loss

DN 1 Attributed controlled foreign company loss

Deduction
(1) A person is alowed a deduction for an attributed CFC loss,
subject to the jurisdictional ring-fencing rule in section DN 4.

Link with subpart DA

(2) Thissection overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations
still apply.

Defined:  attributed CFC loss, capital limitation, deduction, general limitation, general

permission
Compare: 1994 No 164 s CG 1(a)

DN 2 When attributed CFC loss arises
A person has an attributed CFC loss from a foreign company
in an income year if al the following apply:

@

(b)
(©)

(d)

(€)

(f)

9

theforeign company isa CFC at any time during 1 of its
accounting periods, under sections EX 1 to EX 7 (which
relate to the definition of a controlled foreign
company):

the accounting period ends during the income year:
the person has an income interest in the foreign com-
pany for the accounting period, under sections EX 8 to
EX 13 (which relate to calculating a person’s income
interest):

the personisaNew Zealand resident at any time during
the accounting period:

the person’s income interest is 10% or more for the
accounting period, under sections EX 14 to EX17 (which
relate to the 10% threshold):

the CFC has a branch equivalent loss for the accounting
period, under section EX 21 (Branch equivalent income or
loss: calculation rules):

the CFC is not an unqualified grey list CFC for the
accounting period, under section EX 22 (Unqualified grey
list CFCs).

Defined:  accounting period, attributed CFC loss, branch equivalent loss, CFC, foreign
company, grey list, income interest, income year, New Zealand resident

Compare: 1994 No 164 ss CG 6(1), CG 7(1), CG 13(1)
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DN 3 Calculation of attributed CFC loss

The amount of an attributed CFC loss is calculated under
sections EX 18 to EX 20 (which relate to the calculation of
attributed CFC income or 10ss).

Defined:  amount, attributed CFC loss

DN 4 Ring-fencing cap on deduction

D

e

©)

Amount of deduction

The deduction that a person is allowed for an attributed CFC

loss from a CFC in an income year must not be more than the

total of—

(@ any attributed CFC income of the person for theincome
year from another CFC that is resident in the same
country as the first CFC for the relevant accounting
period; and

(b) any FIFincome of the person for theincome year calcu-
lated under the branch equivalent method from a FIF
that is resident in the same country.

Income only once

When subsection (1) is applied to an attributed CFC loss, an

amount of attributed CFC income or FIF income may be used

only to the extent to which the income is not used when—

() subsection (1) is applied to another attributed CFC loss,
or

(b) section DN 9 is applied to a FIF loss.

Relationship with sections IE 3and I1G 4

Any excess not able to be deducted because of subsection (1) is
an attributed CFC net loss able to be used under section IE 3
(Attributed CFC net |osses) or 16 4 (Group of companies attrib-
uted CFC net |0osses).

Defined:  accounting period, amount, attributed CFC income, attributed CFC loss, attrib-

346

uted CFC net loss, branch equivalent method, CFC, deduction, FIF, FIF income,
FIF loss, income year

Compare: 1994 No 164 sDP 1
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Foreign investment fund loss

DN 5 Foreign investment fund loss

D

)

Deduction
A person is allowed a deduction for a FIF loss. However,—

(@

(b)

the deduction for a FIF loss cal culated under any calcu-
lation method other than the branch equivalent method
is subject to the ring-fencing rule in section DN 8:

the deduction for a FIF loss cal culated under the branch
equivalent method is subject to the jurisdictional ring-
fencing rule in section DN 9.

Link with subpart DA

This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations
still apply.

Defined:  branch equivalent method, cal culation method, capital limitation, deduction, FIF
loss, general limitation, general permission

Compare: 1994 No 164 ss DP 2(1), DP 3(1)

DN 6 When FIF loss arises

D

General rule
A person has aFIF lossin an income year if al the following

apply:

(@

(b)

(©)

at any time in the year, the person has—

(i) rightsinaforeign company, or aforeign superan-
nuation scheme, or an entity listed in schedule 4,
part B (Foreign investment funds); or

(i) rights under a life insurance policy issued by a
non-resident:

at that time, therights are an attributing interest in aFIF

under sections EX 30 (Attributing interests in FIFs) and

EX 31 (Direct income interests in FIFs):

a that time, the rights are not exempt from being an

attributing interest in a FIF under any of—

(i) the CFC regime exemption in section EX 32 (CFC
rules exemption):

(if)  the grey list exemption in section EX 33 (Grey list
exemption):
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©)

348

(d)

(e)

(f)

(iii)  theforeign exchange control exemption in section
EX 34 (Foreign exchange control exemption):

(iv) theimmigrant’s 4 year exemption in section EX 35
(Immigrant’s 4 year exemption):

(v) the immigrant’s accrued superannuation entitle-
ment exemption in section EX 36 (Immigrant’s
exemption  for  accrued  superannuation
entitlement):

(vi) the annuity or pension exemption in section EX 37
(Exemption for non-resident’'s pension or
annuity):

if the person is a natural person and not acting as a

trustee, the total cost (calculated under section EX 56

(Measurement of cost)) of attributing interests in FIFs

that the person holds at any time during the income year

when the personisaNew Zeaand resident is more than
$50,000:

the personisaNew Zealand resident at any time during

the income year and the person held the attributing

interest at that time:

under the relevant calculation method chosen by the

person, aloss amount is calculated for the income year

or relevant accounting period under sections EX 38 to EX 45

(which relate to the calculation of FIF income or |0ss).

L ook-through calculation methods

Despite subsection (1), if the calculation method is the account-
ing profits method or branch equivalent method,—

@
(b)

FIF loss arises in the income year only if the relevant
accounting period of the FIF ends during the year; and
the tests in subsection (1)(a), (b), (c), and (e) are applied on
the basis that references in subsection (1)(a), (b), (c), and (e)
to any time in the income year are read as references to
any time in the relevant accounting period.

Special rule: CFC with FIF interest

A person with an income interest of 10% or more in a CFC
can also have a FIF loss in an income year under the special
rule in section EX 46 (Additional FIF income or loss if CFC
owns FIF), which applies when a CFC has an attributing
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interest in a FIF (whether or not the CFC is an unqualified
grey list CFC under section EX 22 (Unqualified grey list CFCs)).

Defined:  accounting period, accounting profits method, amount, attributing interest,
branch equivalent method, calculation method, CFC, FIF, FIF loss, foreign
company, foreign superannuation scheme, grey list, income interest, income
year, life insurance policy, New Zealand resident, non-resident, trustee

Compare: 1994 No 164 ss CG 7(5), CG 15(1), (2), CG 16(2)

DN 7 Calculation of FIF loss
The amount of a FIF loss is calculated, using the relevant
calculation method, under sections EX 42 to EX 49 (which relate
to the calculation of FIF income or 10ss).

Defined:  amount, calculation method, FIF loss

DN 8 Ring-fencing cap on deduction: not branch equivalent
method

Amount of deduction

(1) If aperson hasaFIF lossthat is calculated under any calcula-
tion method other than the branch equivalent method, the
deduction the person is alowed for the loss in an income year
must not be more than the total of—

(@ any FIFincome of the person for theincomeyear that is
calculated under any method other than the branch
equivalent method; and

(b) any FIFincome of the person for previousincomeyears
that is calculated under any method other than the
branch equivalent method.

Income only once

(2) When subsection (1) is applied to a FIF loss, an amount of FIF
income may be used only to the extent to which theincomeis
not used when applying subsection (1) to another FIF loss.

Relationship with sections|E 4 and IG 5

(3) Any excess not able to be deducted because of subsection (1) is
aFIF net loss able to be used under section IE 4 (FIF net |osses)
or I6 5 (Group of companies FIF net |osses).

Ring-fencing does not apply to traders

(4)  Subsection (1) does not apply to a FIF loss of a person from an
attributing interest if the person acquired the interest—
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(@ as part of a business that includes dealing in such
interests; or

(b) for the purpose of deriving a gain when the interest is
disposed of; or

(c) as part of an undertaking or scheme entered into or
devised for the purpose of making a profit.

Conduit tax relief rebate: past income year’s
income

(5) When subsection (1)(b) is applied in the case of an amount of FIF
income for a previous income year caculated under the
accounting profits method, the amount must be reduced by the
amount of any conduit tax relief rebate allowed against that
income under section KH 1 (Conduit tax relief).

Calculation of rebate amount

(6) The amount of the conduit tax relief rebate referred to in
subsection (5) is calculated using the formula—

FIF income — FIF losses

foreign attributed income — foreign attributed losses X rebate.

Definition of itemsin formula

(7)  Inthe formula,—

(@ FIF income is al FIF income of the person in the
previous income year calculated under the accounting
profits method:

(b) FIF lossesisal FIF losses of the person in the previous
income year calculated under the accounting profits
method that are offset under subsection (1)(a):

(c) foreign attributed income is al foreign attributed
income of the person for the previous income year:

(d) foreign attributed losses means all foreign attributed
loss offsets for the previous income year:

(e) rebate is the person’s conduit tax relief rebate for the
previous tax year under section KH 1 (Conduit tax relief).

Defined:  accounting profits method, amount, attributing interest, branch equivaent
method, business, calculation method, deduction, FIF income, FIF loss, FIF net
loss, foreign attributed income, foreign attributed loss offsets, income year, tax
year

Compare: 1994 No 164 sDP 2
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DN 9 Ring-fencing cap on deduction: branch equivalent

D

e

©)

method

Amount of deduction

If a person has a FIF loss that is calculated under the branch

equivalent method, the deduction the person is allowed for the

loss in an income year must not be more than the total of—

(@ any attributed CFC income of the person for the income
year from a CFC that is resident in the same country as
the FIF for the relevant accounting period of the CFC;
and

(b) any FIFincome of the person for theincomeyear that is
calculated under the branch equivalent method from
another FIF resident in the same country.

Income only once

When subsection (1) is applied to a FIF loss, an amount of
attributed CFC income or FIF income may be used only to the
extent to which the income is not used when applying—

()  subsection (1) to another FIF loss; or

(b)  section DN 4 to an attributed CFC loss.

Relationship with section IE 4

Any excess not able to be deducted because of subsection (1) is
aFIF net loss able to be used under section IE 4 (FIF net |osses).

Defined:  accounting period, amount, attributed CFC income, attributed CFC loss, branch

equivalent method, CFC, deduction, FIF, FIF income, FIF loss, FIF net loss,
income year

Compare: 1994 No 164 sDP 3

Subpart DO—Farming and aquacultural business
expenditure

Index

Farming

DO 1 Enhancements to land, except trees
DO 2 Shelter belts

DO 3 Treesonfams

DO 4 Improvements to farming land
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DO 5

Aquaculture
DO 6

Farming expenditure of lessor or sublessor

Improvements to aquacultural business

Farming

DO 1 Enhancementsto land, except trees

Deduction

(1) A person is allowed a deduction for expenditure that they
incur on the following in carrying on afarming or agricultural
business on land in New Zealand:

(@
(b)
(©)
(d)
(€)

(f)

the destruction of weeds or plants detrimental to the
land:

the destruction of animal pests detrimental to the land:
the repair of flood or erosion damage to the land:

the destruction of scrub, stumps, or undergrowth on the
land:

the clearing or removing from the land of scrub, stumps,
or undergrowth:

the construction on the land of fences for agricultural
purposes, including buying wire or wire netting for the
purpose of making new or existing fences rabbit-proof.

Link with subpart DA

(2) This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations
still apply.

Defined:  business, capital limitation, deduction, general limitation, general permission,
New Zealand

Compare:

1994 No 164 s DO 3(a)—d), (9)

DO 2 Shdter belts

When this section applies

(1) This section applies when a person carries on a farming or
agricultural business on land in New Zealand, whether or not
the business is the principal business carried on on the land.

Deduction
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The person is alowed a deduction for expenditure that they
incur in planting or maintaining trees, whether or not on the
land, for the purposes of—

(8 preventing or combating erosion of the land; or

(b) providing shelter to the land.

Link with subpart DA

This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations

still apply.

Defined:  business, capital limitation, deduction, general limitation, general permission,

New Zealand

Compare: 1994 No 164 s DO 3(e), (f)

DO 3 Treeson farms

)

e

When this section applies

This section applies when—

(8 aperson carrieson, onland in New Zealand, afarming
or agricultural business that is the principal business
carried on on the land; and

(b) they plant or maintain trees on the land; and

(c) thetrees are not—

(i) treesfor which the person is allowed a deduction
under section DO 2; or

(if)  trees planted mainly to produce fruit; or

(iii) trees planted under a forestry encouragement
agreement under the Forestry Encouragement
Act 1962.

Deduction

The person is alowed the following deductions:

(@ for anincome year in which the person incurs expendi-
ture on planting trees on the land, they are allowed a
deduction of the lesser of $7,500 and the expenditure
that they incur:

(b) for anincome year in which the person incurs expendi-
ture on maintaining trees on the land, they are allowed a
deduction of the lesser of $7,500 and the expenditure
that they incur.

Link with subpart DA
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This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations

still apply.

Defined:  business, capital limitation, deduction, general limitation, general permission,

income year, New Zealand

Compare: 1994 No 164 s DO 7(1), (2)(e)

DO 4 Improvementsto farming land

)

@

©)

354

When this section applies

This section applies when—

(@ apersoncarriesonafarming or agricultural businesson
land in New Zealand; and

(b) animprovement described in schedule 7, part A (Expendi-
ture on farming, aquacultural, and forestry improve-
ments) has been made to the land.

Deduction: expenditure: owner of land

A person who ownstheland is allowed a deduction for expen-

diture to which all the following apply:

(& itisincurred on making the improvement; and

(b) itisincurred by the person or by another person; and

(c) itisnotincurred on anything described in any of sections
DO 1 to DO 3; and

(d) itisincurred in the 1995-96 income year or in a later
income year, not including theincome year in which the
person disposes of the land. (The income year referred
to in this paragraph is the income year of the person
who owns the land.); and

(e) itisincurred in developing the land; and

(f) it is of benefit to the business in the income year in
which the person is allowed the deduction.

Deduction: expenditure: non-owner of land

A person who does not own the land is alowed a deduction

for expenditure to which all the following apply:

(@ itisincurred on making the improvement; and

(b) itisincurred by the person; and

(c) itisnotincurred on anything described in any of sections
DO 1 to DO 3; and
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(6)

(1)

(d) itisincurred in the 1995-96 income year or in a later
incomeyear, not including the income year in which the
person ceases to carry on the business on the land; and

(e) itisincurred in developing the land; and

(f) it is of benefit to the business in the income year in
which the person is allowed the deduction.

Amount of deduction
The amount of the deduction is cal cul ated using the formula—
schedule 7 percentage x diminished value.

Definition of itemsin formula

In the formula,—

(& schedule 7 percentage is the percentage set out oppo-
site the description of the improvement in schedule 7,
part A (Expenditure on farming, aguacultural, and
forestry improvements):

(b) diminished value is the diminished value of the
improvement.

Amount for obsolete vines or trees

When vines or trees described in schedule 7, part A, item 12

(Expenditure on farming, aquacultural, and forestry improve-

ments) have ceased to exist, or to be used in deriving income,

on or after 16 December 1991,—

() subsection (4) does not apply; and

(b) the amount of the deduction is the diminished value of
thevinesor trees at the time they ceased to exist or to be
used in deriving income.

Link with subpart DA

This section overrides the capital limitation. The general per-
mission must till be satisfied and the other general limitations

still apply.

Defined:  amount, business, capital limitation, deduction, diminished value, general limita-

tion, general permission, income, income year, New Zealand, owner
Compare: 1994 No 164 s DO 4(1)—3)(b), (4)
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DO 5 Farming expenditure of lessor or sublessor

When this section applies
(1) This section applies when a person—
(8 istheowner of an estate in fee smple or of aleasehold
estate in land in New Zealand; and
(b) grants alease or a sublease of the land to a person who
carrieson afarming or agricultural businesson theland,;
and
() intheterm of the lease or sublease, incurs expenditure
to which both the following apply:
(i) it relatesto the land; and
(i) itisof akind for which the person is allowed a
deduction under any of section DO 1 or DO 2 or DO 4.

Relationship with section DO 1 or DO 2 or DO 4

(2) Section DO 1 or DO 2 or DO 4, whichever is applicable to the
person, applies asif the person were personally carrying on a
farming or agricultural business on the land at the time they
incur the expenditure.

Defined:  business, deduction, estate, lease, leasehold estate, lessor, New Zealand, owner,
term of the lease

Compare: 1994 No 164 sDO 6
Aquaculture

DO 6 Improvementsto aquacultural business

When this section applies
(1) This section applies when—

(8 a person carries on an aquacultura business in
New Zealand; and

(b) the aquacultural business is—
(i) fish farming under a licence issued under the

Freshwater Fish Farming Regulations 1983; or

(i)  mussel farming; or
(iii) rock oyster farming; or
(iv) scallop farming; or
(v) seacage saimon farming; and

(c) animprovement described in any of parts B to F of sched-
ule 7 (Expenditure on farming, aguacultural, and
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forestry improvements) is made for the purposes of the
business.

Deduction: expenditure: owner of improvement

A person who owns the improvement is allowed a deduction

for expenditure to which all the following apply:

(& itisincurred on making the improvement; and

(b) itisincurred by the person or by another person; and

(c) itisincurred in the 1995-96 income year or in a later
income year, not including the income year in which the
person ceases to carry on the business. (The income
year referred to in this paragraph is the income year of
the person who owns the improvement.); and

(d) itisincurred in developing the business; and

(e) it is of benefit to the business in the income year in
which the person is alowed the deduction.

Deduction: expenditure: non-owner of
improvement

A person who does not own the improvement is allowed a

deduction for expenditure to which all the following apply:

(& itisincurred on making the improvement; and

(b) itisincurred by the person; and

(c) itisincurred in the 1995-96 income year or in a later
income year, not including theincome year in which the
person ceases to carry on the business; and

(d) itisincurred in developing the business; and

(e) it is of benefit to the business in the income year in
which the person is allowed the deduction.

Amount of deduction
The amount of the deductionis calculated using the formula—
schedule 7 percentage x diminished value.

Definition of itemsin formula

In the formula,—

(@ schedule 7 percentage is the percentage set out oppo-
site the description of the improvement in schedule 7,
part B or C or D or E or F (Expenditure on farming,
aquacultural, and forestry improvements):
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(b) diminished value is the diminished value of the
improvement.

Link with subpart DA
(6) Thissection overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations

still apply.
Defined:  amount, business, capital limitation, deduction, diminished value, general limita-
tion, genera permission, income year, New Zealand

Compare: 1994 No 164 ss DO 5(1)—3)(b), OB 1 “aquaculture”

Subpart DP—Forestry expenditure

Index

DP1 Cost of timber

DP2  Expenditure of forestry business

DP 3  Plant or machinery

DP4  Improvements to forestry land

DP5 Forestry encouragement agreement: deductions

DP6 Forestry encouragement agreement: no deduction

DP7 Land contouring: no deduction

DP 8  Forestry business on land bought from Crown, Maori owners,
or holding company: no deduction

DP9 Cost of acquiring timber: forestry business on land bought
from Crown, Maori owners, or holding company

DP 10 Cost of acquiring timber or right to take timber: other cases

DP 1 Cost of timber

When this section applies
(1) This section applies when—

(8 a person treats an amount as a cost of timber under
generally accepted accounting practice, as applied by
the person for financial reporting purposes; and

(b)  noother provision of this Act allows adeduction for the
amount; and

(c) an amount derived by the person from disposal of the
timber would be income of the person under section
CB 23 (Disposal of timber or right to take timber) or
CB 24 (Disposal of land with standing timber).
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Deduction
The person is allowed a deduction for the amount.

Timing of deduction: trading stock

If the amount is a cost of trading stock, the deduction is
allocated to the income year in which the timber first becomes
trading stock of the person.

Timing of deduction: not trading stock

If the amount is not a cost of trading stock, the deduction is
allocated by section EA 2 (Other revenue account property).

Link with subpart DA

This section supplements the general permission and over-
rides the capital limitation. The other genera limitations still

apply.

Defined: amount, capital limitation, deduction, disposal, general limitation, general per-

mission, generally accepted accounting practice, income, income year, timber,
trading stock

Compare: 1994 No 164 ss DJ 13A, DL 1(7)

DP 2 Expenditure of forestry business

)

Deduction

A person carrying on a forestry business on land in

New Zealand is allowed a deduction for expenditure that they

incur on—

(@ administrative overheads, rates, rent, insurance premi-
ums, or other expenses of the same kinds:

(b) interest on money borrowed for the purposes of the
business and employed as capital in the business:

(c) planting or maintaining trees on the land:

(d) applying fertiliser after the planting of the trees:

(e) diseasecontrol, pest control, or weed control (excluding
releasing):

(f)  repair or maintenance of plant, machinery, or equip-
ment used by the person mainly in—
(i) planting or maintaining trees on the land; or
(i) preparing or otherwise developing the land for

the person’s forestry operations:
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(g) repair or maintenance of land improvements, other than
trees, effected on the land and used by the person
mainly in the business:

(h)  the construction to or on the land of access tracks that
are—

(i) constructed for a specific operational purpose;
and

(i) used for no longer than 12 months after
construction:

(i) the cost of standing timber that is lost or destroyed.

Timing of deduction

Although timber is revenue account property, a deduction for
expenditure described in subsection (1) is not allocated under
section EA 2(2) (Other revenue account property) but under
section BD 4(2) (Allocation of deductions to particular income
years).

Link with subpart DA

This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations

still apply.

Defined:  business, capital limitation, deduction, general limitation, general permission,

interest, New Zealand, revenue account property, standing timber, timber

Compare: 1994 No 164 s DL 1(2)—4), (7), (12), (13)(e)

DP 3 Plant or machinery

D

)

360

When this section applies: first case

This section applies when—

(& a person incurs expenditure on acquiring, on or after
1 April 1975, plant or machinery; and

(b) the person first uses the plant or machinery on or after
1 April 1975; and

(c) the person uses the plant or machinery mainly in
developing land in New Zealand for use in a forestry
business to be carried on by them on the land.

When this section applies. second case
This section also applies when—
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(@ a person carrying on a forestry business on land in
New Zealand incurs expenditure on acquiring, on or
after 1 April 1975, plant or machinery; and

(b) the person first uses the plant or machinery on or after
1 April 1975; and

(c) the person uses the plant or machinery mainly in plant-
ing or maintaining trees on the land.

Deduction

The person is alowed a deduction for an amount of deprecia-
tion loss for the plant or machinery.

Link with subpart DA

This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations

still apply.

Defined:  amount, business, capital limitation, deduction, depreciation loss, genera limita-

tion, general permission, New Zealand

Compare: 1994 No 164 s DL 1(5), (8)

DP 4 Improvementsto forestry land

D

)

When this section applies

This section applies when—

(@) a person carries on a forestry business on land in
New Zealand; and

(b)  animprovement described in schedule 7, part G (Expendi-
ture on farming, aguacultural, and forestry improve-
ments) has been made to the land.

Deduction: expenditure: owner of land

A person who ownstheland is allowed a deduction for expen-

diture to which all the following apply:

(& itisincurred on making the improvement; and

(b) itisincurred by the person or by another person; and

(c) itisincurred in the 1995-96 income year or in a later
income year, not including the income year in which the
person disposes of the land. (The income year referred
to in this paragraph is the income year of the person
who owns the land.); and

(d) itisincurred in developing the land; and
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(6)

(e) it is of benefit to the business in the income year in
which the person is allowed the deduction.

Deduction: expenditure: non-owner of land

A person who does not own the land is alowed a deduction

for expenditure to which all the following apply:

(& itisincurred on making the improvement; and

(b) itisincurred by the person; and

(c) itisincurred in the 1995-96 income year or in a later
income year, not including the income year in which the
person ceases to carry on the business on the land; and

(d) itisincurred in developing the land; and

(e) it is of benefit to the business in the income year in
which the person is allowed the deduction.

Amount of deduction
The amount of the deductionis calculated using the formula—
schedule 7 percentage x diminished value.

Definition of itemsin formula

In the formula,—

(& schedule 7 percentage is the percentage set out oppo-
site the description of the improvement in schedule 7,
part G (Expenditure on farming, aquacultural, and
forestry improvements):

(b) diminished value is the diminished value of the
improvement.

Link with subpart DA

This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations

still apply.

Defined:  amount, business, capital limitation, deduction, diminished value, general limita-
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tion, general permission, income year, New Zealand, owner
Compare: 1994 No 164 s DL 2(1)—(3)(b)
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DP 5 Forestry encouragement agreement: deductions

D
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When this section applies

This section applies when a person makes a forestry encour-
agement agreement under the Forestry Encouragement Act
1962.

Deduction: forestry expenditure under agreement

The person is alowed a deduction for expenditure that they
incur if al the following apply to the expenditure:
(& it is expenditure incurred in planting or maintaining
trees under the agreement; and
(b) itisnot expenditure for which an advance hasbeen or is
to be made under the agreement; and
(c) itisnot expenditure represented in a payment made to
the person under the Forestry Encouragement Grants
Regulations 1983 and incurred in—
(i) planting or maintaining trees; or
(i) meeting administrative overheads, rates, rent,
insurance premiums, or other expenses of the
same kinds; or
(ili) paying interest on money borrowed for the pur-
poses of developing the trees and employed as
capital in developing the trees.

Deduction: advance

The person is allowed a deduction for expenditure that they

incur in doing 1 or both of the following:

(& making a payment of interest for an advance made
under the agreement:

(b)  making a payment reducing the principal of an advance
made under the agreement.

Link with subpart DA

This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations

still apply.

Defined:  capital limitation, deduction, general limitation, general permission, interest

Compare: 1994 No 164 s DL 6(1)
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DP 6 Forestry encouragement agreement: no deduction

D

)

No deduction

A person who has made a forestry encouragement agreement

under the Forestry Encouragement Act 1962 is denied a

deduction for an amount equal to the amount from which they

are relieved in the following circumstances:

(& anadvance is made to the person under the agreement;
and

(b) the advance is exempt income of the person under
section CW 2 (Forestry encouragement agreements); and

(c) the person is later relieved from some or al of ther
liability to repay the principal.

Link with subpart DA
This section overrides the general permission.

Defined: amount, deduction, exempt income, general permission

Compare: 1994 No 164 s DL 6(2)(b)

DP 7 Land contouring: no deduction

D

e

No deduction

A person who derives income under section CB 23 (Disposal of
timber or right to take timber) or CB 24 (Disposal of land with
standing timber) is denied a deduction for expenditure that
they incur on land contouring in the course of deriving the
income.

Link with subpart DA
This section overrides the general permission.

Defined:  deduction, genera permission, income

Compare: 1994 No 164 s DL 1(9)

DP 8 Forestry business on land bought from Crown, Maori

D

364

owners, or holding company: no deduction

No deduction: forestry company

A forestry company isdenied adeduction for interest to which

both the following apply:

(@ itispaid by the company under a qualifying debenture
issued by the company; and
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(b) it is exempt income of the person deriving it, under
section CW 3 (Forestry companies and Maori investment
companies).

No deduction: Maori investment company

A Maori investment company is denied a deduction for

interest to which both the following apply:

(@ itispaid by the company under a qualifying debenture
issued by the company; and

(b) it is exempt income of the person deriving it, under
section CW 3 (Forestry companies and Maori investment
companies).

Relationship with sections FC 2 and FZ 2

Sections FC 2 (Interest on debentures issued in substitution for
shares) and FZ 2 (Amounts owing under convertible notes
deemed to be share capital and holders deemed to be share-
holders) do not apply to a qualifying debenture.

Link with subpart DA
This section overrides the general permission.

Defined: business, deduction, exempt income, forestry company, general permission,

holding company, interest, Maori investment company, Maori owners, qualify-
ing debenture

Compare: 1994 No 164 s DL 5(1)(b), (c)

DP 9 Cost of acquiring timber: forestry business on land

1

@

bought from Crown, Maori owners, or holding company

When this section applies

This section applies when a forestry company buys land with
standing timber on it from a seller who is the Crown, the
Maori owners, or aholding company of the forestry company.

Sellers of Maori land

For the purposes of subsection (1),—

(@ land sold to the forestry company by the Maori Trustee
or by atrustee for a Maori owner is treated as if it had
been sold by the beneficial owners:

(b) land soldto the forestry company by a Maori incorpora-
tion istreated as if it had been sold by the members of
the incorporation.
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Cost of acquiring timber

The cost to the forestry company of acquiring the timber isthe
lesser of the following:

(@) thecost of timber to the seller at the date of the sale; and
(b) theamount calculated using the formulain subsection (4).

Formula

The formula is—
value of timber
value of timber + value of land

x sale price.

Definition of itemsin formula

In the formula,—

(@ value of timber is the market value of the standing
timber on the date of the sale:

(b) valueof land isthe market value of the land, asif it did
not have standing timber on it, on the date of the sae:

(c) salepriceisthe consideration for the sale.

Defined:  business, cost of timber, forestry company, holding company, Maori incorpora-

tion, Maori land, Maori owners, standing timber, trustee

Compare: 1994 No 164 s DL 5(1)(d)(ii), (iii)

DP 10 Cost of acquiring timber or right to take timber: other

)

)
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cases

Acquiring land with standing timber

For a person acquiring land with standing timber on it in a
disposal to which section CB 24 (Disposal of land with standing
timber) applies, the cost of acquiring the timber is the amount
that is, under section CB 24, income of the person disposing of
the land.

Recharacterisation or avoidance

For a person acquiring timber or a right to take timber in a
disposal or distribution to which section FB 4 (Income derived
from disposal of trading stock together with other assets of
business) or FF 7 (Disposal of timber under matrimonial agree-
ment) or GD 1 (Sale of trading stock for inadequate considera-
tion) or GD 2 (Distribution of trading stock to shareholders of
company) applies, the cost of acquiring the timber or the cost
of acquiring a right to take timber is the amount treated as—
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(@ the price paid or realised under section FB 4 (Income
derived from disposal of trading stock together with
other assets of business):

(b) the consideration under section FF 7 (Disposal of timber
under matrimonial agreement):

(c) the price realised under section GD 1 (Sale of trading
stock for inadequate consideration):

(d) the price realised under section GD 2 (Distribution of
trading stock to shareholders of company).

Defined:  amount, disposal, income, right to take timber, standing timber, timber

Compare: 1994 No 164 ss CJ 1(2)(e)(ii), OB 1 “cost”

Subpart DQ—Income equalisation schemes

Index
DQ1 Mainincome equalisation scheme
DQ 2 Adverse event income equalisation scheme
DQ 3 Thinning operations income equalisation scheme

DQ 1 Main income equalisation scheme

Deduction

(1) A person who has made a deposit for atax year is alowed a
deduction of the amount quantified in section EH 7(2) (Deduc-
tion of deposit).

Timing of deduction

(2) Thededuction is allocated to the tax year described in section
EH 7(3) (Deduction of deposit).

Link with subpart DA

(3) This section supplements the general permission and over-
rides the capital limitation. The other general limitations still
apply.

Defined:  amount, capital limitation, deduction, deposit, general limitation, general permis-
sion, main income equalisation scheme, person, tax year

Compare: 1994 No 164 sEl 3
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DQ 2 Adverse event income equalisation scheme

D

)

©)

Deduction

A person who has made a deposit for a tax year is allowed a
deduction of the amount quantified in section EH 42(2) (Deduc-
tion of deposit).

Timing of deduction

The deduction is allocated to the tax year described in section
EH 42(3) (Deduction of deposit).

Link with subpart DA

This section supplements the general permission and over-
rides the capital limitation. The other general limitations still

apply.

Defined:  adverse event income equalisation scheme, amount, capital limitation, deduction,

deposit, general limitation, general permission, person, tax year
Compare: 1994 No 164 s El 13

DQ 3 Thinning oper ations income equalisation scheme

D

)

©)

Deduction

A person who has made a deposit for a tax year is allowed a
deduction of the amount quantified in section EH 69(2) (Deduc-
tion of deposit).

Timing of deduction

The deduction is alocated to the tax year described in section
EH 69(3) (Deduction of deposit).

Link with subpart DA

This section supplements the general permission and over-
rides the capital limitation. The other general limitations still

apply.

Defined:  amount, capital limitation, deduction, deposit, general limitation, general permis-
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Income Tax Part D cl DR 1

Subpart DR—L ife insurance business expenditure

Index

DR 1 Mortdity profit formula: negative result

DR 2 Disposa of property

DR 3  Specific deductions denied to life insurers and fully reinsured
persons

DR 1 Mortality profit formula: negative result

D

@

©)

(4)

When this section applies

This section applies when—

(@ alifeinsurer followsthe stepsin section EY 25(2) (Mortal -
ity profit: when life insurers providing life insurance at
start of income year) or EY 26(2) (Mortality profit: when
life insurers not providing life insurance at start of
income year) for an income year and gets a negative
result; and

(b) thenegativeresult isnot treated as zero because 1 of the
exceptions in section EY 32(2) to (4) (Mortality profit
formula individual result may be negative only in some
cases) applies.

Deduction

The life insurer is allowed a deduction of the amount quanti-
fied in section EY 33(2) (Mortality profit formula: negative
result).

Timing of deduction

The deduction is alocated to the income year described in
section EY 33(3) (Mortality profit formula: negative result).

Link with subpart DA

This section supplements the general permission. The genera
limitations still apply.

Defined:  amount, deduction, general limitation, general permission, income year, life

insurer, mortality profit formula
Compare: 1994 No 164 s DK 3A
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DR 2 Disposal of property

When this section applies
(1) Thissection applies when alife insurer disposes of any prop-
erty of their life insurance business.

Exclusions

(2) This section does not apply when the property is—
(@ ashareto which section DB 19 (Share losses) applies; or
(b) afinancial arrangement; or
(c) property for whose cost thelife insurer has already been
allowed a deduction, other than for an amount of depre-
ciation loss.

Deduction

(3 Thelifeinsurer is allowed a deduction of the amount quanti-
fied in section EY 46(2) (Deductions for disposal of property).

Timing of deduction

(4) The deduction is allocated to the income year described in
section EY 46(6) (Deductions for disposal of property).

Link with subpart DA

(5) This section supplements the general permission and over-
rides the capital limitation. The other genera limitations still
apply.

Defined: amount, business, capital limitation, deduction, depreciation loss, financia

arrangement, general limitation, general permission, income year, lifeinsurance,
life insurer, property, share

Compare: 1994 No 164 s DK 3B(1), (2)

DR 3 Specific deductions denied to lifeinsurers and fully
reinsured persons

No deduction
(1) A lifeinsurer is denied a deduction for—

(@ aclaim payable by thelifeinsurer under alifeinsurance
policy; or

(b)  expenditure or loss incurred by the life insurer in deriv-
ing policyholder income; or

(c) a bonus or other discretionary amount added to the
actuarial reserves; or
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(d) apremium payable by the life insurer under alife rein-
surance policy.

Inclusion

This section applies to a person who is carrying on a business
of providing life insurance but who is treated as not carrying
on a business of providing life insurance because they have
full reinsurance.

Link with subpart DA
This section overrides the general permission.

Defined:  actuaria reserves, amount, business, claim, deduction, full reinsurance, genera

permission, life insurance, life insurance policy, life insurer, life reinsurance
policy, loss, pay, policyholder income, premium

Compare: 1994 No 164 ss DK 3, DK 3D

Subpart DS—Film industry expenditure

Index

DS1 Acquiring film rights

DS2  Film production expenditure

DS3 Clawback of deductions for film reimbursement schemes
DS4 Reduction of deductions if limited recourse loan used
DS5 Repayments of limited recourse loans

DS6 Meaning of film reimbursement scheme

DS7 Some definitions

DS 1 Acquiring film rights

D

)

Deduction
A person is alowed a deduction for expenditure that they
incur in acquiring a film right, if the film is completed
(whether it is completed before, when, or after thefilmright is
acquired).

Exclusion

This section does not apply to expenditure that aperson incurs

in acquiring a film right if—

(&) the person operates a television station, a television
network, or a cable television system, and the film right
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is acquired mainly to enable the film to be broadcast in
New Zealand; or
(b) thefilmisintended to be shown as an advertisement; or
(c) the expenditure is film production expenditure.

Timing of deduction

The deduction is allocated under section EJ 4 (Expenditure
incurred in acquiring film rights in feature films) or EJ5
(Expenditure incurred in acquiring film rights in films other
than feature films).

No other deductions

No other deduction for expenditure incurred in acquiring a
film right is allowed under any other provision of this Act.

Link with subpart DA

This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations

still apply.

Defined:  capital limitation, completed, deduction, film, film production expenditure, film

right, general limitation, general permission, New Zealand
Compare: 1994, No 164 s EO 3(1)—(5), (7), (9)

DS 2 Film production expenditure

D

@

©)
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Deduction

A person is allowed a deduction for film production expendi-
turethat they incur, if thefilm is completed and the person has
afilmright in it before the film is completed or when the film
is completed.

Inclusion

For the purposes of subsection (1), if a person (person A)
reimburses another person (person B) for film production
expenditure that person B incurs, and does it beforethefilmis
completed, the reimbursement is treated as film production
expenditure incurred by person A.

Exclusion

This section does not apply to film production expenditure
that a person incurs if—
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(@) the person operates a television station, a television
network, or a cable television system, and the film is
produced mainly for broadcast in New Zealand; or

(b) thefilm isintended to be shown as an advertisement.

Timing of deduction

The deduction is allocated under section EJ 6 (Film production
expenditure for New Zealand films) or EJ 8 (Film production
expenditure for films other than New Zealand films).

No other deductions

No other deduction for film production expenditure is allowed
under any other provision of this Act.

Link with subpart DA

This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations

still apply.

Defined: capital limitation, completed, deduction, film, film production expenditure, film

right, general limitation, general permission, New Zealand

Compare: 1994 No 164 s EO 4(1)~(5)

DS 3 Clawback of deductions for film reimbur sement schemes

D

e

©)

Reduction of deductions

A person who disposes of property under a film reimburse-

ment scheme must use the formulain subsection (3) to reduce—

(@) thetotal deductions that they have been allowed under
section DS 1 or DS 2; or

(b) the total deductions that they would be allowed under
section DS 1 or DS 2 if this section did not exist.

Order of reduction

Deductions must be reduced in the same order as they have
been allowed or would be alowed.

Formula

Thetotal deductions must be reduced to the amount cal cul ated
using the formula—

total deductions — total consideration.
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Definition of itemsin formula

In the formula,—
(@ total deductions is the total amount of deductions
that—
(i)  the person has been allowed under section DS 1 or
DS 2; or
(if)  the person would be alowed under section DS 1 or
DS 2 if this section did not exist:
(b) total consideration isthetotal amount of consideration
for the disposal of the property that the person derives
and that is not film income.

Amendment of assessment

Despite the time bar, the Commissioner may amend an assess-
ment at any time in order to give effect to this section.

Exclusion

This section does not apply to a deduction for expenditure
excluded under section DZ 3 (Film reimbursement scheme on or
before 30 June 2001).

Defined:  amount, assessment, Commissioner, deduction, film income, film reimbursement

scheme, time bar
Compare: 1994 No 164 ss EO 4A(2)—(5), EO 4B

DS 4 Reduction of deductions if limited recour se loan used

D

@
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Reduction of deductions

A person who uses a limited recourse loan in acquiring, pro-
ducing, or marketing a film or a film right must subtract the
amount of the loan that is so used from the deductions for
revenue film expenditure and for capital film expenditure that
the person would be allowed under this Act if this section did
not exist.

Kind of expenditure and order of reduction

The amount of the loan made in atax year must be subtracted

from the deductions that the person would otherwise be

allowed for expenditure of the following kinds and must be

subtracted in the following order:

(@ from the deductions for revenue film expenditure that
the person incurred in a previous tax year and did not
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pay for on or before the start of the tax year, if the loan
was borrowed to pay for the expenditure:

(b) fromthe deductionsfor capital film expenditure that the
person incurred in a previous tax year and did not pay
for on or before the start of the tax year, if the loan was
borrowed to pay for the expenditure:

(c) from the deductions for revenue film expenditure that
the person incurred in the tax year:

(d) fromthe deductionsfor capital film expenditure that the
person incurred in the tax year.

Cumulative application

The application of subsection (1) is cumulative, that is, the [oan
amount must be subtracted in each case from the total amount
of the deductions that the person would otherwise have been
allowed for each kind of expenditure reduced by any previous
subtractions under the subsection. The order in subsection (2)
must be followed.

Link with subpart DA
This section overrides the general permission.

Defined:  amount, capital film expenditure, deduction, film, film right, general permission,

limited recourse loan, revenue film expenditure, tax year
Compare: 1994 No 164 s DK 1(1)—3), (5), (6)

DS 5 Repayments of limited recour se loans

1

e

©)

Amount of deduction

A person is allowed a deduction that is equal to the amount of
any repayment by them of part or al of a limited recourse
loan, but is no more than the total amount subtracted under
section DS 4.

Kind of expenditure and order of deduction

The deduction that the person is alowed for the repayment
must be for expenditure of the same kind as that for which the
person was denied a deduction under section DS 4(1) and the
deductions must be in the order set out in section DS 4(2).

Cumulative application

The application of subsection (1) is cumulative, that is, the
amount of the deduction that the person is allowed for each
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kind of expenditure is the total amount that the person was
denied for that kind under section DS 4(1) in any previous
income year, reduced by any amounts for which the person
was allowed a deduction under subsection (1) in any previous
income year. The order set out in section DS 4(2) must be
followed.

Repayment of loan with another loan

For the purposes of subsection (1), aloan istreated as not having
been repaid to the extent to which a limited recourse loan is
used directly or indirectly to repay the loan.

Timing of deduction

The deduction is allocated to the income year in which the
repayment is made.

Link with subpart DA

This section supplements the general permission and over-
rides the capital limitation. The other general limitations still

apply.

Defined: amount, capital limitation, deduction, general limitation, general permission,

income year, limited recourse [oan
Compare: 1994 No 164 s DK 1(5), (6)

DS 6 Meaning of film reimbursement scheme

1
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376

M eaning
Film reimbursement scheme means an arrangement to
which subsections (2) to (4) apply.

Deduction allowed under section DS 1 or DS 2

The first requirement for a film reimbursement scheme is that
it isascheme under which a person may incur expenditure for
which they are allowed a deduction under section DS 1 or DS 2, Or
would be allowed a deduction if section DS 3 did not exist.

Disposal of property

The second requirement for a film reimbursement scheme is

that 1 of the following applies:

(a8 it enablesthe person or an associated person to dispose
of property; or
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(b) it givesaright to the person or an associated person to
dispose of property; or

(c) itgivesaright that creates an obligation for the person
or an associated person that they may meet by disposing
of property.

Consideration not film income

The third requirement for afilm reimbursement scheme isthat
it isascheme under which some or all of the consideration for
the property would not be film income.

Associated persons

For the purposes of subsection (3), a shareholder in a loss
attributing qualifying company and the company are associ-
ated persons, in addition to the associated persons described in
section 0D 7 (Defining when 2 persons are associated persons)
or 0D 8(3) (Further definitions of associated persons).

Defined:  arrangement, associated person, deduction, film income, film reimbursement

scheme, loss attributing qualifying company, shareholder
Compare: 1994 No 164 s EO 4A(2), (6), (7)

DS 7 Some definitions

In this subpart,—

capital film expenditure means expenditure of a capital
nature that a person incurs in acquiring, constructing, install-
ing, or extending an asset for use in acquiring, producing, or
marketing a film or afilm right

limited recour se loan means—

(@ an amount that a person (person A) borrows from
another person (person B) on or after 6 August 1982 if
person A is protected, wholly or partly, against loss
arising from investment of the amount because—

(i)  the amount borrowed is a non-recourse loan or
part of a non-recourse loan; or

(i) aqguaranteeis provided by a person who has an
interest (other than as a creditor) in the business
or activity in which the amount isinvested or in a
product, result, or effect of that business or activ-
ity being carried on; or

(ili) another arrangement exists that is of a substan-
tially smilar nature; and
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(b)

an amount that person A borrows from person B on or
after 1 April 1983 if—
(i) person A and person B are associated persons,

and

(i)  the amount borrowed is, directly or indirectly, an

amount that person B has borrowed and in rela-
tion to which person B is protected from loss
arising from itsinvestment for any of the reasons
set out in paragraph (a)

non-r ecour seloan means an amount that a person (per son A)
borrows from another person (person B) if—

(@

(b)

the repayment of the amount borrowed or interest on it
is secured on income from a business or activity or on
the happening of a future event; and

person A is for any reason liable to pay less than the
total amount borrowed or the total amount of interest on
it

revenue film expenditure means expenditure (other than
capital film expenditure) that a person incurs in acquiring,
producing, or marketing a film or afilm right.

Defined:  amount, arrangement, associated person, business, capital film expenditure, film,
film right, income, interest, limited recourse loan, non-recourse loan, revenue
film expenditure

Compare: 1994 No 164 s DK 1(2), (3), (8)

Subpart DT—Petroleum mining expenditure

Index

Petroleum exploration expenditure

DT 1
DT 2

DT 3
DT 4

Petroleum exploration expenditure

Arrangement for petroleum exploration expenditure and sale
of property

Acquisition of licences and permits

Acquisition of exploratory material

Petroleum development expenditure

DT5
DT 6
DT 7
DT 8
DT 9
DT 10
DT 11
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Petroleum development expenditure

Expenditure on petroleum mining assets

Exploratory well expenditure

Acquisition of certain petroleum mining assets
Disposal of petroleum mining asset to associate
Disposal of petroleum mining asset outside association
Association ending



Income Tax Part D cl DT 2

Other expenditure
DT 12 Disposal of ownership interests in controlled petroleum
mining entities
DT 13 Farm-out arrangements
DT 14 Limited deduction for persons associated with petroleum
miner
DT 15 Removal or restoration operations
General provisions
DT 16 Attribution of expenditure
DT 17 Replacement permits
DT 18 Partnership interests and disposal of part of asset
DT 19 Petroleum mining operations outside New Zealand

Petroleum exploration expenditure

DT 1 Petroleum exploration expenditure

Deduction
(1) A person is alowed a deduction for petroleum exploration
expenditure incurred by them.

Relationship with section DT 2
(2) This section is overridden by section DT 2.

Link with subpart DA

(3 This section supplements the general permission and over-
rides the capital limitation. The other genera limitations still
apply.

Defined:  capital limitation, deduction, general limitation, general permission, petroleum
exploration expenditure

Compare: 1994 No 164 ss DM 1(1), (2)(a), DM 1A(1)

DT 2 Arrangement for petroleum exploration expenditure
and sale of property

What this section appliesto
(1) This section applies to a person and an arrangement if—

(@) the person may incur expenditure under the arrange-
ment and would be allowed adeduction for the expendi-
ture under section DT 1; and

(b) the person or a person associated with them may dis-
pose of property—
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()  under the arrangement; or

(i) under aright given by the arrangement; or

(iii) in meeting an obligation of the person or the
associated person arising from a right given by
the arrangement; and

(c) the property is not—

(i) exploratory material; or

(i)  aprospecting permit for petroleum; or

(iii) an exploration permit for petroleum.

Amount of deduction

The person is allowed a deduction in an income year for the
expenditure described in subsection (1)(a) but only to the extent
of an amount equal to the greater of zero and the amount
calculated using the formula—

expenditure — (consideration — lesser amount).

Exclusion

If consideration for the property is derived in an income year,
the person’s deductions in previous income years for the
expenditure described in subsection (1)(a) are reduced so that the
total of those deductionsis equal to the greater of zero and the
amount calculated using the formula—

previous expenditure — consideration.

Definition of itemsin formulas

In the formulas in subsections (2) and (3),—
(@ expenditureisthe amount of expenditure for which the
person would be allowed adeduction in theincome year
under section DT 1(1):
(b) consideration isthetotal consideration for the property
that is derived before or during the income year:
(c) lesser amount is the lesser of—
(i)  the amount of consideration; and
(i) the amount of expenditure for which a person
would be allowed a deduction in previousincome
years under section DT 1(1):
(d) previousexpenditureisthe amount of expenditure for
which a person would be allowed a deduction in pre-
vious income years under section DT 1(1).
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Order of reduction

(5) When an adjustment under subsection (3) is being made, deduc-
tions are treated as denied in the same order in time as they
would have been allowed under section DT 1(1).

Amendment of assessment

(6) Despitethetime bar, the Commissioner may amend an assess-
ment at any time in order to give effect to this section.

Relationship with section DT 1
(7)  This section overrides section DT 1.

Link with subpart DA

(8 This section supplements the general permission and over-
rides the capital limitation. The other genera limitations still
apply.

Defined:  amount, arrangement, assessment, associated person, Commissioner, considera-

tion, deduction, exploration permit, exploratory material, income year, petro-
leum, petroleum exploration expenditure, prospecting permit, time bar

Compare: 1994 No 164 ssDM 1A, DM 1B

DT 3 Acquisition of licences and per mits
The consideration that a person pays to acquire a prospecting
licence, a prospecting permit for petroleum, or an exploration
permit for petroleum from a petroleum miner is treated as
petroleum exploration expenditure incurred in the income
year in which the petroleum miner disposes of the licence or
permit to the person.

Defined:  consideration, disposal, exploration permit, income year, petroleum exploration
expenditure, petroleum miner, prospecting licence, prospecting permit

Compare: 1994 No 164 s DM 3(1)

DT 4 Acquisition of exploratory material
The consideration that a person pays to acquire exploratory
material from a petroleum miner is treated as petroleum
exploration expenditure incurred in the income year in which
the petroleum miner disposes of the material to the person.

Defined:  consideration, disposal, exploratory material, income year, petroleum explora-
tion expenditure, petroleum miner

Compare: 1994 No 164 s DM 3(2)
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Petroleum development expenditure

DT 5 Petroleum development expenditure

Deduction
(1) A petroleum miner is alowed a deduction for petroleum
development expenditure incurred by them.

Timing of deduction

(2) The deduction is allocated under section EJ 10 (Petroleum
development expenditure).

Link with subpart DA

(3 This section supplements the general permission and over-
rides the capital limitation. The other genera limitations still
apply.

Defined:  capital limitation, deduction, general limitation, general permission, petroleum
development expenditure, petroleum miner

Compare: 1994 No 164 s DM 1(1), (2)(b)

DT 6 Expenditure on petroleum mining assets
Expenditure that a person incursin buying a petroleum mining
asset is treated as petroleum development expenditure if—
(@) atthetimethe asset isbought, petroleum is produced in
commercial quantities on a continuing basis under a
petroleum permit that—
(i) isthe one being bought; or
(i) appliesto the permit areain which an asset of the
kind described in section CT 7(1)(b) (Meaning of
petroleum mining asset) is to be used; or
(b) an application for a mining permit for the permit area
has been made by a person entitled to a mining permit
under section 32(3) of the Crown Minerals Act 1991.

Defined:  permit area, petroleum, petroleum development expenditure, petroleum permit,
petroleum mining asset

Compare: 1994 No 164 s DM 1(8)

DT 7 Exploratory well expenditure

When this section applies
(1) This section applies when—
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(@ apetroleum miner incurs exploratory well expenditure;
and

(b)  the miner then uses the exploratory well for the com-
mercial production of petroleum; and

(c) the exploratory well expenditure is then treated, under
section CT 3 (Exploratory well used for commercial pro-
duction), as income of the miner.

Treatment of expenditure

(2) An amount equal to the amount that is treated as income is
treated as petroleum devel opment expenditure incurred by the
petroleum miner in the income year in which commercial
production from the well starts.

Defined:  amount, capita limitation, commercia production, deduction, exploratory well
expenditure, general limitation, general permission, income, income year, petro-
leum devel opment expenditure, petroleum miner

Compare: 1994 No 164 s DM 1(9)(b)

DT 8 Acquisition of certain petroleum mining assets

The consideration that a person pays to acquire a petroleum
mining asset (other than a prospecting licence, a prospecting
permit for petroleum, or an exploration permit for petroleum)
from a petroleum miner is treated as petroleum development
expenditure incurred in the income year in which the petro-
leum miner disposes of the petroleum mining asset to the
person.

Defined:  consideration, disposal, exploration permit, income year, petroleum devel opment
expenditure, petroleum miner, petroleum mining asset, prospecting licence, pros-
pecting permit

Compare: 1994 No 164 s DM 3(1)

DT 9 Disposal of petroleum mining asset to associate

When this section applies
(1) This section applies when a petroleum miner disposes of a
petroleum mining asset to—
(@) aperson associated with the miner; or
(b) aperson who holds the asset on behalf of the miner; or
(c) a person who holds the asset on behalf of a person
associated with the miner.

No deduction
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(2) The petroleum miner is denied a deduction under section DT 5
for the amount for which they would have been alowed a
deduction on disposing of the asset if they had not disposed of
it to a person described in subsection (1).

Link with subpart DA

(3) This section overrides the genera permission.

Defined:  amount, associated person, deduction, disposal, general permission, petroleum
miner, petroleum mining asset

Compare: 1994 No 164 s DM 1(6)

DT 10 Disposal of petroleum mining asset outside association

When this section applies
(1) This section applies when a person associated with a petro-

leum miner acquires a petroleum mining asset from the miner

and later disposes of it to—

(@) aperson not associated with the miner; or

(b) aperson who does not hold the asset on behalf of the
miner; or

(c) a person who does not hold the asset on behalf of a
person associated with the miner.

Deduction
(2) The associated person is alowed a deduction.

Amount of deduction

() The amount of the deduction is the amount for which the
petroleum miner is denied a deduction under section DT 9.

Timing of deduction

(49) The deduction is allocated to the income year in which the
associated person disposes of the asset.

Link with subpart DA

(5) This section supplements the general permission and over-
rides the capital limitation. The other genera limitations still
apply.

Defined:  amount, associated person, capital limitation, deduction, disposal, general limita-
tion, general permission, petroleum miner, petroleum mining asset

Compare: 1994 No 164 s DM 1(6)
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DT 11 Association ending
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When this section applies

This section applies when—

(8 a person acquires a petroleum mining asset from a
petroleum miner; and

(b) the person—
(i) isassociated with the miner; or
(i)  holds the asset on behalf of a person associated

with the miner; and

(c) the association with the miner ends while the person

holds the asset.

Exclusion

This section does not apply when the petroleum miner and the

other party to the association end their association—

(@ for the purpose of the miner being allowed a deduction
under this section; or

(b) for various purposes, 1 of which is, as a more than
merely incidental purpose, the miner being allowed a
deduction under this section.

Deduction
The petroleum miner is alowed a deduction.

Amount of deduction

The amount of the deduction is the amount for which the
petroleum miner is denied a deduction under section DT 9.

Timing of deduction

The deduction is allocated to the income year in which the
association ends.

Link with subpart DA

This section supplements the general permission and over-
rides the capital limitation. The other genera limitations still

apply.

Defined:  amount, associated person, capital limitation, deduction, disposal, general limita-

tion, general permission, income year, petroleum miner, petroleum mining asset

Compare: 1994 No 164 s DM 1(7)(b)
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Other expenditure

DT 12 Disposal of ownership interestsin controlled petroleum

D
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©)

mining entities

No deduction
A person is denied a deduction for the cost of shares or trust
interests in a controlled petroleum mining entity.

Relationship with section DZ 6

This section is overridden by section DZ 6 (Disposal of owner-
ship interestsin controlled petroleum mining entities before 3
December 2001).

Link with subpart DA
This section overrides the general permission.

Defined:  controlled petroleum mining entity, deduction, share

Compare: 1994 No 164 s DM 6

DT 13 Farm-out arrangements

D
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When this section applies

This section applies when a farm-in party under a farm-out
arrangement incurs farm-in expenditure that, if it were
incurred by the farm-out party under the arrangement, would
be petroleum development expenditure, exploratory well
expenditure, or prospecting expenditure.

Treatment of farm-in expenditure

The farm-in expenditure is treated as if it were petroleum
development expenditure, exploratory well expenditure, or
prospecting expenditure, as applicable.

Deduction

The farm-in party is alowed a deduction for the farm-in
expenditure that is incurred under the farm-out arrangement
on or after 16 December 1991.

Relationship with section DZ 7



Income Tax Part D ¢l DT 14

(4)

©)

Farm-in expenditure that is incurred before 16 December
1991 is dedlt with in section DZ 7 (Farm-out arrangements for
petroleum mining before 16 December 1991).

Link with subpart DA

This section supplements the general permission and over-
rides the capital limitation. The other genera limitations still

apply.

Defined:  amount, capital limitation, deduction, exploratory well expenditure, farm-in

expenditure, farm-in party, farm-out arrangement, general limitation, general
permission, petroleum development expenditure, petroleum exploration expendi-
ture, prospecting expenditure

Compare: 1994 No 164 s DM 4(1)

DT 14 Limited deduction for persons associated with

D
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petroleum miner

When this section applies

This section applies to a person associated with a petroleum

miner when—

(@ the petroleum miner has some or all of a prospecting
licence or a mining licence; and

(b) the associated person—

(i)  undertakes petroleum mining operations in the
licence area of the prospecting licence or mining
licence; and

(i)  does so under an arrangement for reward; and

(iii) when doing so is not a petroleum miner in rela-
tion to the petroleum mining operations.

Deduction

The associated person is allowed a deduction for expenditure
or loss that they incur in the petroleum mining operations
described in subsection (1).

Amount of deduction

The amount of the deduction is limited to the extent of the
amount of income that they derive from the petroleum mining
operations.

Link with subpart DA
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(4) This section overrides the genera permission.

Defined:  amount, arrangement, associated person, deduction, general permission, income,
mining licence, petroleum miner, petroleum mining operations, prospecting
licence

Compare: 1994 No 164 sDK 2

DT 15 Removal or restoration operations

Deduction
(1) A petroleum miner isalowed adeduction for expenditure that
they incur on removal or restoration operations.

Timing of deduction

(2) The deduction is allocated to the income year in which the
expenditure is incurred.

Relationship with section EA 2

(3) This section overrides section EA 2 (Other revenue account
property).

Link with subpart DA

(4) This section supplements the general permission and over-
rides the capital limitation. The other general limitations still
apply.

Defined: capital limitation, deduction, general limitation, general permission, income
year, petroleum miner, removal or restoration operations

Compare: 1994 No 164 ss DM 1(1), DM 2
General provisions

DT 16 Attribution of expenditure

Petroleum permit

(1) A deduction for expenditure incurred to acquire a petroleum
permit is attributable to the permit area of the petroleum
permit.

Other assets

(2) A deductionfor expenditureincurred to acquire an asset of the
kind described in section CT 7(1)(b) (Meaning of petroleum min-
ing asset) is attributable to—
(@ the asset; and
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(b) the permit area to which the asset relates.

Relationship with this subpart and sections GC 12
and IH 3

(3 This section applies for the purposes of this subpart, sections
GC 12 (Petroleum mining) and IH 3 (Loss carry back by petro-
leum miners), and section 91 of the Tax Administration Act
1994.

Defined:  permit area, petroleum permit

Compare: 1994 No 164 s DM 1(4)

DT 17 Replacement per mits
In this subpart, a reference to a petroleum permit includes a
reference to a replacement permit. All expenditure incurred,
deductions allowed, and petroleum mining assets that are
attributable to the petroleum permit are attributable to the
replacement permit.

Defined:  deduction, petroleum mining asset, petroleum permit, replacement permit

Compare: 1994 No 164 s OB 1 “petroleum permit”

DT 18 Partnership interests and disposal of part of asset

In this subpart, unless the context requires otherwise,—

(@) a partner is treated as having a share or interest in a
petroleum permit or other property of a partnership to
the extent of ther interest in the income of the
partnership:

(b) references to the disposal of an asset apply equally to
the disposal of part of an asset.

Defined:  disposal, income, petroleum permit
Compare: 1994 No 164 ssDM 9, DM 10

DT 19 Petroleum mining operations outside New Zealand
This subpart applies, with any necessary modifications, to a
petroleum miner undertaking petroleum mining operations
that are—
(8 outside New Zealand and undertaken through a branch
or a controlled foreign company; and
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(b) substantialy the same as the petroleum mining activi-
ties governed by this Act.

Defined:  controlled foreign company, New Zealand, petroleum miner, petroleum mining
operations

Compare: 1994 No 164 s DM 7(1)

Subpart DU—Mineral mining expenditure

Index

DU 1 When mining company has mining outgoing excess

DU 2  Effect of mining company having mining outgoing excess

DU 3 Mining exploration expenditure and mining devel opment
expenditure

DU 4 Mining exploration expenditure or mining development
expenditure on acquisition of asset

DU 5 Replacing or repairing asset

DU 6 Income appropriated to expenditure

DU 7 Non-mining asset used to derive income from mining

DU 8 Depreciation

DU 9 Resident mining operators

DU 10 Non-resident mining operators

DU 11 Disposal of mining shares by company

DU 12 Amount written off by holding company

DU 13 Cost of non-specified mineral

DU 1 When mining company has mining outgoing excess

Meaning of mining outgoing excess
(1) Mining outgoing excess means an amount that a mining
company calculates for an income year using the formula—

mining expenditure — income from mining.

Definition of itemsin formula

(2) Inthe formula,—

(& mining expenditure is al the expenditure or loss that
the mining company incurs in the income year in deriv-
ing income from mining for which it would be alowed
a deduction that would be alocated to the income year:
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(b) income from mining is the income from mining of the
mining company allocated to the income year.

Defined:  amount, deduction, income from mining, income year, loss, mining company,

mining outgoing excess

Compare: 1994 No 164 s OB 1 “mining outgoing excess”’

DU 2 Effect of mining company having mining outgoing

)

)

EXCEeSs

Amount of deduction

When a mining company has a mining outgoing excess, the

total of the deductions that it is alowed for the income year

for expenditure or loss taken into account in the mining

expenditureitem of theformulain section DU 1 isno more than

the lesser of—

(& two-thirds of the mining outgoing excess; and

(b) the greater of zero and the amount calculated using the
formula—

non-mining income — non-mining expenditure.

Definition of itemsin formula

In the formula,—

(& non-mining income is the income other than income
from mining of the mining company allocated to the
income year:

(b) non-mining expenditure is all the expenditure or loss
that the mining company incurs in the income year in
deriving income other than income from mining for
which it is allowed a deduction that is allocated to the
income year.

Defined: amount, deduction, income, income from mining, income year, loss, mining

company, mining outgoing excess
Compare: 1994 No 164 s DN 1(3)

DU 3 Mining exploration expenditure and mining

D

development expenditure

Deduction

A mining company isallowed adeduction for mining explora-
tion expenditure and mining development expenditure that it
incurs.
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Mining expenditure
The amount of the expenditure must be taken into account in
the mining expenditur e item of the formulain section DU 1.

Link with subpart DA

This section supplements the general permission and over-
rides the capital limitation. The other general limitations still

apply.

Defined:  amount, capital limitation, general limitation, general permission, mining com-

pany, mining development expenditure, mining exploration expenditure

Compare: 1994 No 164 s DN 1(5)

DU 4 Mining exploration expenditure or mining development

D

e

©)
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expenditure on acquisition of asset

What this section does

This section applies when amining company acquires an asset
by incurring mining exploration expenditure or mining
development expenditure. It describes the consideration that
the mining company is treated as giving for the asset and the
consideration that the person who disposes of the asset to the
mining company is treated as receiving for it.

Consideration in various cases

The consideration is,—

(@ inacaseother than 1 described in any of subsections (3) to
(6), the consideration that the company incurs for the
acquisition of the asset:

(b) inthe case described in subsection (3), the consideration
specified in the subsection for the acquisition of the
asset:

(c) inthe case described in subsection (4), the consideration
specified in the subsection for the acquisition of the
asset:

(d) inthe case described in subsection (5), the consideration
specified in subsection (6) for the acquisition of the asset.

Consideration other than in cash

If some or al of the consideration for the acquisition is other
than cash, and the acquisition is not from an associated per-
son, the consideration that is not in cash has the value agreed
between the mining company and the person from whom the
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asset isacquired. If the mining company and the person do not
agree, or if the Commissioner considers that the value agreed
is unreasonable, the consideration that is not in cash has the
value that the Commissioner decides.

Acquisition from associated person

(4) If the acquisition is from an associated person, the considera-
tion for the acquisition isthe market value that the asset has on
the date of the acquisition.

Amount specified by partiesto acquisition

(5) Subsection (6) applies when—

(& themining company acquires the asset for use in carry-
ing on mining operations or associated mining opera-
tions; and

(b) the mining company and the person from whom the
asset is acquired give notice to the Commissioner that
they have agreed to apply subsection (6); and

(c) thenoticeis given to the Commissioner within 1 of the
following times:

(i) the time within which the mining company is
required to file areturn of income for the income
year in which it acquires the asset; or

(i) alonger time alowed by the Commissioner; and

(d) the notice specifies an amount that—

(i)  isnomorethan the market valuethat the asset has
at the date of the acquisition; and

@it) is not less than the amount of any part of the
consideration that isin cash.

Amount specified in notice
(6) The consideration for the acquisition is the amount that the
mining company and the person specify in the notice.

Defined:  amount, associated mining operations, associated person, Commissioner, income
year, mining company, mining development expenditure, mining exploration
expenditure, mining operations, notice, return of income

Compare: 1994 No 164 s DN 1(10)—«12)

DU 5 Replacing or repairing asset

When subsections (2) and (3) apply
(1) Subsections (2) and (3) apply when—
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(4)

©)

(6)
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(& amining company complies with section CU 6(2) (Com-
pensation and scrap payment: use to replace or repair
asset); and

(b)  the mining company incurs expenditure in replacing or
repairing the asset; and

(c) the mining company has an excess amount because the
expenditure is more than the total of the following:

(i)  the amount of compensation paid; and
(i) the amount (if any) payable to the mining com-
pany for the disposal of any scrap of the asset.

Deduction
The company is allowed a deduction for the excess.

Mining expenditure
The excess amount must be taken into account in the mining
expenditure item of the formula in section DU 1.

When subsections (5) and (6) apply

Subsections (5) and (6) apply when—

(& amining company complies with section CU 6(2) (Com-
pensation and scrap payment: use to replace or repair
asset); and

(b) the Commissioner specifies a period as a reasonable
period within which to complete the replacement or
repair; and

(c) the mining company incurs expenditure in replacing or
repairing the asset after the last day of the period.

Limitation on calculation of excess amount

The expenditure incurred after the last day of the period is not
taken into account to determine the existence or amount of an
excess amount for the purposes of subsection (1)(c).

Mining expenditure
The expenditure incurred after the last day of the period must

be taken into account in the mining expenditur e item of the
formula in section DU 1.

Link with subpart DA
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(1)

This section supplements the general permission and over-
rides the capital limitation. The other general limitations still

apply.

Defined:  amount, capital limitation, Commissioner, general limitation, general permis-

sion, mining company

Compare: 1994 No 164 s DN 1(14)(c)(i), (d), (h)

DU 6 Income appropriated to expenditure

)

@

©)

(4)

When this section applies

This section applies when—

(& a mining company appropriates income to mining
exploration expenditure or mining development expen-
diture; and

(b)  the company makes the appropriation within 2 months
after the end of an income year or within alonger time
allowed by the Commissioner; and

(c) the amount that the company appropriates is no more
than its net income for the income year, calculated as if
this section did not exist.

Deduction

The company is allowed a deduction for the part of the

amount to which both the following apply:

(8 itisnot spentintheincomeyear to which the appropria-
tion relates; and

(b) it will be, orislikely to be, used as mining exploration
expenditure or mining development expenditure before
the end of the second income year following theincome
year to which the appropriation relates.

Timing of deduction

The deduction for the part of the amount is allocated to the
income year to which the appropriation relates.

Mining expenditure
The part of the amount to which subsection (2)(a) and (b) apply

must be taken into account in the mining expenditur eitem of
the formula in section DU 1.

Link with subpart DA
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(5) This section supplements the general permission and over-
rides the capital limitation. The other general limitations still
apply.

Defined:  amount, capital limitation, Commissioner, deduction, general limitation, general

permission, income, income year, mining company, mining development expen-
diture, mining exploration expenditure, net income

Compare: 1994 No 164 s DN 1(6)

DU 7 Non-mining asset used to derive income from mining

When this section applies
(1) This section applies when—
(& amining company startsto use, or startsagain to use, an
asset to derive income from mining; and
(b) immediately before that, the company used the asset to
derive income other than income from mining.

Adjustment

(2) The Commissioner may make an adjustment of any deduction
of the mining company for the asset for the income year, as
between the part of the income year in which the company
used the asset to derive income from mining and the part of
the income year in which the company did not use the asset to
derive income from mining.

Defined: Commissioner, deduction, income, income from mining, income year, mining
company

Compare: 1994 No 164 s DN 1(15)(a)

DU 8 Depreciation

When this section applies: first case
(1) This section applies when—
(& amining company acquires an asset by incurring—
(i) mining exploration expenditure or mining
development expenditure; or
(i) the exploration expenditure or development
expenditure referred to in section DZ 10(2)(a) (Min-
eral mining: 1954 to 2004); and
(b) thecompany isallowed adeduction for the expenditure;
and
(c) the company usesthe asset, wholly or mainly, to derive
income from mining.
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(4)

When this section applies. second case

This section aso applies when—

(& amining company complies with section CU 6(2) (Com-
pensation and scrap payment: use to replace or repair
asset); and

(b)  the company incurs expenditure in replacing or repair-
ing the asset; and

(c) thecompany isallowed adeduction for the expenditure;
and

(d) the company usesthe asset, wholly or mainly, to derive
income from mining.

No deduction (with exception)

The company is denied adeduction for an amount of deprecia-
tion loss for the asset while the company uses it to derive
income from mining. However, while the company uses the
asset to derive income other than income from mining, it is
allowed a deduction for an amount of depreciation loss. For
the purpose of calculating the amount of depreciation loss, the
asset has the value described in section CU 10(2) (Mining asset
used to derive income other than income from mining).

Link with subpart DA
This section overrides the general permission.

Defined:  amount, deduction, depreciation loss, general permission, income, income from

mining, mining company, mining development expenditure, mining exploration
expenditure

Compare: 1994 No 164 s DN 1(7)(a)(ii), (c), (8)(c), (14)(c)(ii)

DU 9 Resident mining operators

)

e

Sections of thissubpart applying to resident mining
operators

Sections DU 1, DU 3 to DU 5, DU 7, and DU 8 apply, with any
necessary modifications, to resident mining operators as if
resident mining operators were mining companies.

Additional modification of section DU 8

For the purposes of subsection (1), section DU 8(1)(a)(ii) applies as
described in section DZ 10(2)(b) (Mineral mining: 1954 to 2004).

Amount of deduction
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©)

(4)

(®)

When a resident mining operator has a mining outgoing
excess, the total of the deductionsthat it is allowed for the tax
year for expenditure or loss taken into account in the mining
expenditureitem of theformulain section DU 1 isno more than
the lesser of —

(8 thetotal amount of the expenditure and loss; and

(b) the prescribed amount for the tax year.

Meaning of prescribed amount

Prescribed amount means 50% of the amount by which the
income that the resident mining operator derivesin atax year
other than from its mining operations or associated mining
operationsis more than the total of the expenditure and losses,
for whichitisallowed deductions, that it incursin the tax year
in deriving the income.

Relationship with sections|E 1, IF 1, and IH 1

Expenditure or loss of aresident mining operator for which it
would be allowed a deduction in atax year if subsection (3) did
not exist is a net loss of the operator for the tax year for the
purposes of sections IE 1 (Net losses may be offset against
future net income), IF 1 (Net losses may be offset against
future net income), and IH 1 (Losses of mining companies and
petroleum miners).

Defined:  amount, associated mining operations, deduction, income, 10ss, mining com-

pany, mining operations, mining outgoing excess, net loss, prescribed amount,
resident mining operator, tax year

Compare: 1994 No 164 ss DN 4(2), (3), (5), (7), OB 1 “prescribed amount”

DU 10 Non-resident mining operators

D

398

Sections of this subpart applying to non-resident
mining operators

Sections DU 3 to DU 8 and IH 4(2) and (3) (Companies engaged in
exploring for, searching for, or mining certain minerals)
apply, with any necessary modifications, to non-resident min-
ing operators asif non-resident mining operators were mining
companies, income from mining were income from a mining
venture, mining operations were mining ventures, and associ-
ated mining operations were mining ventures.

Application of section DU 3
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(2)  Ssection DU 3 applies with the additional modification that sub-
section (2) is omitted.

Application of section DU 5

(3) Section DU 5 applies with the additional modification that sub-
sections (3) and (6) are omitted.

Application of section DU 6

(4) Section DU 6 applies with the additional modification that sub-
section (4) is omitted.

Additional modification of section DU 8

(5) For the purposes of subsection (1), section DU 8(1)(a)(ii) applies as
described in section DZ 10(2)(b) (Mineral mining: 1954 to 2004).

Defined:  associated mining operations, income, income from mining, mining company,
mining operations, mining venture, non-resident mining operator

Compare: 1994 No 164 s DN 5(2)(a)

DU 11 Disposal of mining shares by company

Deduction
(1)  When acompany disposes of amining share, the company is
allowed a deduction for the cost of the share to it.

Amount of deduction

(2) Thecost of the share to the company isthe difference between
the following 2 sums:
(@ thetotal of—
(i) the consideration that the company gave to
acquire the share; and
(i) any capital the company contributed later for the
share:
(b) thetotal of—
(i)  any reinvestment profit of the company included
in the consideration that the company gave; and
(i) any reinvestment profit of the company included
in the capital that the company contributed.

Link with subpart DA
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(3 This section supplements the general permission and over-
rides the capital limitation. The other general limitations still
apply.

Defined:  capital limitation, company, deduction, general limitation, general permission,
mining share, reinvestment profit

Compare: 1994 No 164 s DN 2(1)—(3), (10)

DU 12 Amount written off by holding company

Deduction

(1) A holding company of amining company is allowed a deduc-
tion for an amount written off a loan it made to the mining
company.

Exclusions

(2) Thefollowing are not included within the words ** an amount
written off aloan it made to the mining company” in subsection
(1):

(8 interest that the holding company writes off; or
(b) aloan to the extent to which the holding company
makes the loan from its reinvestment profit; or
(c) aloan made on or after 1 October 1978 to the extent to
which the loan—
(i) is made to obtain an unfair advantage for tax
purposes; and
(i) is excessive, having regard to previous loans
made by the holding company and any other
circumstances.

Amount of deduction

(3 The deduction is no more than the lesser of—

(& 50% of the amount that, if this section did not exigt,
would be the net income of the holding company for the
tax year in which the amount is written off; and

(b) the prescribed proportion of all the mining exploration
expenditure and mining development expenditure
incurred by the mining company in the tax year in
which the amount is written off, reduced by all the
deductions the holding company is allowed under this
section in all tax years before the tax year in which the
amount is written off.
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(4)

(®)

(6)

Timing of deduction

The deduction for the amount written off is allocated to the tax
year in which the amount is written off.

Reduction of amount

The amount calculated under subsection (3) is reduced in the
circumstances described in section DZ 10(4) (Mineral mining:
1954 to 2004).

Link with subpart DA

This section supplements the general permission and over-
rides the capital limitation. The other genera limitations still

apply.

Defined:  amount, capital limitation, deduction, general limitation, general permission,

holding company, interest, loan, mining company, mining development expendi-
ture, mining exploration expenditure, net income, prescribed proportion, rein-
vestment profit, tax, tax year

Compare: 1994 No 164 s DN 3(1)—(3), (10)

DU 13 Cost of non-specified mineral

D

e

©)

When this section applies

This section applies when—

(@ aperson treats an amount as a cost of a mineral under
generaly accepted accounting practice, as applied by
the person for financial reporting purposes; and

(b) the mineral is not a specified mineral; and

(c) noother provision of this Act allows adeduction for the
amount; and

(d) an amount derived by the person from disposal of the
mineral would be income of the person under section
CB 26 (Disposal of minerals).

Deduction
The person is allowed a deduction for the amount.

Timing of deduction: trading stock

If the amount is a cost of trading stock, the deduction is
alocated to the income year in which the mineral first
becomes trading stock of the person.

Timing of deduction: not trading stock

401
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(4) If the amount is not a cost of trading stock, the deduction is
allocated by section EA 2 (Other revenue account property).

Link with subpart DA

(5) This section supplements the general permission and over-
rides the capital limitation. The other general limitations still
apply.

Defined:  amount, capital limitation, deduction, disposal, general limitation, general per-

mission, generally accepted accounting practice, income, mineral, specified min-
eral, tax year, trading stock

Compare: 1994 No 164 s DJ 13A

Subpart DV—Expenditure specific to certain entities

Index

Superannuation funds
DV 1 Publicising superannuation funds
DV 2 Transfer of expenditure to master fund
DV 3 Formulafor calculating maximum deduction
DV 4 Transfer of surplus expenditure

Other entities

DV 5 Investment funds: transfer of expenditure to master funds

DV 6 Formulafor calculating maximum deduction

DV 7 Carry forward of expenditure of member fund

DV 8 Group investment funds

DV 9 Non-profit organisations

DV 10 Trusts

DV 11 Building societies

DV 12 Maori authorities: donations

DV 13 Group companies

DV 14 Amalgamated company: expenditure on improvements for
farming, aguacultural, and forestry businesses

Superannuation funds

DV 1 Publicising superannuation funds
When this section applies

(1) This section applies when a superannuation fund incurs
expenditure to which all the following apply:
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(8 itisincurredin developing, marketing, selling, promot-
ing, or advertising the fund; and

(b) itisnot incurred in acquiring a building, equipment,
land, machinery, or plant; and

(c) itiscounted income of the recipient.

Deduction

The superannuation fund is allowed a deduction for the
expenditure.

Link with subpart DA

This section supplements the general permission and over-
rides the capital limitation and the exempt income limitation.
The other genera limitations still apply.

Defined: capital limitation, counted income, deduction, exempt income limitation, general

limitation, general permission, superannuation fund

Compare: 1994 No 164 s DI 3(1)

DV 2 Transfer of expenditure to master fund

D

)

When this section applies

This section applies when—

(& a superannuation fund (member superannuation
fund) invests some or all of its funds in another super-
annuation fund (master superannuation fund); and

(b) while the member superannuation fund has funds
invested in the master superannuation fund, the member
superannuation fund incurs expenditure of a kind
described in subsection (2).

Expenditure on publicising or managing
The expenditure is expenditure to which all the following
apply:
(@ itisincurred—
(i) in developing, marketing, selling, promoting, or
advertising the fund; or
(i) in managing the fund; and
(b) itis not incurred in acquiring a building, equipment,
land, machinery, or plant; and
(c) itiscounted income of the recipient.

403



Part D cl DV 2 Income Tax

©)

(4)

(®)

(6)

(1)

©)

9)

404

When expenditur e becomes master superannuation
fund’'s

The member superannuation fund may choose to treat some or
al of the expenditure as expenditure incurred by the master
superannuation fund in deriving counted income.

How election made

The member superannuation fund makes the election by giv-

ing notice to the Commissioner within 1 of the following

times:

(@ thetimewithin which itsreturn of income must befiled
under section 37 of the Tax Administration Act 1994; or

(b) alonger time alowed by the Commissioner.

Effect of election

When the member superannuation fund makes an election,
subsections (6) to (3) apply to the part or the whole, as chosen,
of the expenditure.

When expenditure incurred

The expenditure is treated as being incurred by the master
superannuation fund in the same income year as that in which
it was incurred by the member superannuation fund.

Deduction allowed to master superannuation fund

The master superannuation fund isallowed adeduction for the
expenditure. The amount of the deduction is limited by sub-
section (8).

Amount of deduction

The formula in section DV 3 is used to calculate the maximum
deduction that the master superannuation fund is allowed for
expenditure of the member superannuation fund treated as
being incurred by the master superannuation fund.

Deducted expenditure not incurred by member
superannuation fund

The expenditure for which the master superannuation fund is
allowed a deduction is treated as not being incurred by the
member superannuation fund.
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Link with subpart DA

(10) Thelink between this section and subpart DA (General rules) is
as follows:

(a) subsection (7) supplements the general permission and
overrides the capital limitation. The other general limi-
tations still apply:

(b)  subsection (9) overrides the general permission.

Defined: amount, capital limitation, Commissioner, counted income, deduction, general
limitation, general permission, income year, notice, return of income, superannu-
ation fund

Compare: 1994 No 164 s DI 3(2), (8), (9)(a)

DV 3 Formula for calculating maximum deduction

Formula used to calculate maximum deduction
(1) Theformulareferred to in section DV 2(8) is—

taxable income - non-resident withholding income.

Definition of itemsin formula
(2) Theitemsin the formula are defined in subsections (3) and (4).

Taxable income

(3 Taxable income is the amount that would be the master
superannuation fund’'s taxable income for the tax year in
which the expenditure isincurred if sections DV 2 to DV 4 did not
exist.

Non-resident withholding income

(4) Non-resident withholding income is the tota of any
amounts of non-resident withholding income of any of the
kinds to which section NG 4 (Non-resident withholding tax to be
minimum tax in certain cases) applies derived by the master
superannuation fund in the tax year in which the expenditure
isincurred.

Defined:  amount, deduction, non-resident withholding income, superannuation fund, tax
year, taxable income

Compare: 1994 No 164 s DI 3(2)(d)

DV 4 Transfer of surplus expenditure

When this section applies
(1) This section applies when all the following apply:
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(b)

(©)

the expenditure treated as being incurred by the master
superannuation fund, under section DV 2(3), is more than
the maximum amount for which it is allowed a deduc-
tion, as calculated under section DV 3, SO there is surplus
expenditure; and

the member superannuation fund chooses to deal with
the surplus expenditure under this section, rather than
deducting it itself; and

the member superannuation fund has funds invested in
the master superannuation fund at thetimereferredtoin
section DV 2(1)(bh) and while its election under section
DV 2(3) continues and while it deals with the surplus
expenditure under this section.

Surplus carried forward

The member superannuation fund carries the surplus expendi-
tureforward to the next tax year and takes the following steps:

(@

(b)
(©)

(d)

it gets the combined expenditure by adding the surplus

expenditure to the expenditure, if any, incurred by it in

the tax year that it chooses to treat as being incurred by
the master superannuation fund:

it calculates the maximum deduction for the tax year,

using the formulain section DV 3:

if the combined expenditure is the same as or less than

the maximum deduction, it—

(i) treats the surplus expenditure as expenditure
incurred by the master superannuation fund in
deriving counted income in the tax year; and

(i)  applies subsections (4) to (7):

if the combined expenditure is more than the maximum

deduction, it—

(i) carries forward the new surplus expenditure to
the next tax year; and

(i)  applies subsection (3).

Surplus dealt with until gone

The member superannuation fund repeats the steps in sub-
section (2) for the following tax years until all surplus expen-
diture is deducted.

Deduction allowed to master superannuation fund
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(4)

(®)

(6)

()

(8)

Expenditure treated under subsection (2)(c)(i) as incurred by the
master superannuation fund in deriving incomeisallowed asa
deduction for the tax year in whichit is so treated. The amount
of the deduction is limited by subsection (5).

Amount of deduction

The maximum amount of a deduction under subsection (4) isthe
maximum deduction for the tax year, calculated using the
formula in section DV 3.

Deducted expenditure not incurred by member
superannuation fund

Expenditure for which the master superannuation fund is
allowed a deduction is treated as not being incurred by the
member superannuation fund.

Sequential deductions

Expenditure for which the master superannuation fund is
allowed a deduction must be deducted in sequence according
to the tax year in which the member superannuation fund
incurred it.

Link with subpart DA

The link between this section and subpart DA (General rules) is

as follows:

(a) subsection (4) supplements the general permission and
overrides the capital limitation. The other general limi-
tations still apply:

(b)  subsection (6) overrides the general permission.

Defined:  amount, capital limitation, deduction, general limitation, general permission,

income, superannuation fund, tax year

Compare: 1994 No 164 s DI 3(3)—9)

Other entities

DV 5 Investment funds:. transfer of expenditure to master

D

funds

When this section applies
This section applies when—
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(b)

(©)

a group investment fund that derives category A
income, a qualifying unit trust, or a superannuation
fund (member fund) invests some or al of itsfundsin
a master fund; and

while the member fund has funds invested in the master
fund, the member fund incurs expenditure of a kind
described in subsection (2); and

the member fund has some or all of itsfundsinvested in
the master fund throughout the period starting at the
time at which the member fund incurs the expenditure
and ending with the close of the last day of the tax year
in which the expenditure is deducted by the master fund
under this section.

Expenditure described

The expenditure is expenditure for which the member fund is
allowed a deduction,—

(@

(b)

including expenditure on afinancial arrangement that is

denominated in New Zeadland dollars and for which

expenditure is alocated using the yield to maturity

method set out in subpart EW (Financial arrangements

rules); and

not including—

(i)  expenditure on any other financial arrangement;
or

(i)  expenditure on revenue account property.

When expenditure become master fund’s

The expenditure incurred by the member fund may be trans-
ferred to the master fund, subject to the following conditions:

@
(b)

(©

the member fund and the master fund must agree to the
transfer of the expenditure; and

the member fund may transfer expenditure only to the
extent to which it has anet lossin the tax year, with the
net loss calculated as if this section did not exist; and
a member fund that is a group investment fund that
derives category A income may transfer only expendi-
ture that relates to the category A income.

Tax year in which investment stops

In the tax year in which the member fund stops investing in
the master fund,—
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(®)

(6)

(1)

©)

9)

(10)

(@ neither the master fund nor the member fund is allowed
a deduction for expenditure that would otherwise be
transferable; and

(b) the member fund must treat the expenditure as an avail-
able net loss.

When expenditure incurred

The expenditure is treated as being incurred by the master
fund in the tax year in which it is transferred by the member
fund.

Deduction allowed to master fund

The master fund is alowed a deduction for the expenditure,

subject to the following conditions:

(@ a master fund that is a group investment fund that
derives category A income may deduct expenditure
only from its category A income; and

(b) the amount of the deduction is limited by subsection (7).

Amount of deduction

The formula in section DV 6 is used to calculate the maximum
deduction that the master fund is alowed for expenditure of
the member fund treated as being incurred by the master fund.

Additional transfer

If, after the date on which the master fund has filed its return
of income, the master fund is able to deduct more than the
amount actually deducted, the Commissioner may allow the
member fund to transfer expenditure to the extent of the
difference after the return of income has been filed.

Deducted expenditure not incurred by member
fund

The expenditure for which the master fund is allowed a deduc-
tion is treated as not being incurred by the member fund.

Link with subpart DA

The link between this section and subpart DA (General rules) is
as follows:
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(@) subsection (7) supplements the general permission and
overrides the capital limitation. The other general limi-
tations still apply:

(b)  subsection (8) overrides the general permission.

Defined:  amount, available net loss, capital limitation, category A income, Commissioner,
deduction, financial arrangement, general limitation, general permission, group
investment fund, master fund, net loss, qualifying unit trust, return of income,
revenue account property, superannuation fund, tax year

Compare: 1994 No 164 ss DI 3B(1)—(6), (9), DI 3C(2)—(4)

DV 6 Formulafor calculating maximum deduction

Formula used to calculate maximum deduction
(1) Theformulareferred to in section DV 5(6) is—

taxable income — non-resident withholding income.

Definition of itemsin formula
(2) Theitemsin the formula are defined in subsections (3) and (4).

Taxable income

(3) Taxable income is the amount that would be the master
fund' s taxable income for the tax year in which the expendi-
ture is transferred if sections DV 5 to DV 7 did not exist.

Non-resident withholding income

(4) Non-resident withholding income is the tota of any
amounts of non-resident withholding income of any of the
kinds to which section NG 4 (Non-resident withholding tax to be
minimum tax in certain cases) applies derived by the master
fund in the tax year in which the expenditure is incurred.

Defined: amount, deduction, master fund, non-resident withholding income, tax year,
taxable income

Compare: 1994 No 164 s DI 3C(1)

DV 7 Carry forward of expenditure of member fund

Member fund carrying expenditure forward

(1) For the purposes of section DV 5, if a member fund incurs more
expenditure than the member fund and the master fund agree
can be transferred, the member fund may carry forward the
expenditure for transfer in a later tax year.
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)

Expenditure as available net loss

If the member fund carries forward expenditure in atax year,
the member fund may treat some or al of the expenditure as
an available net loss.

Defined:  available net loss, master fund, tax year

Compare: 1994 No 164 s DI 3B(7), (8)

DV 8 Group investment funds

D

)

©)

(4)

(®)

(6)

Deduction

The trustees of agroup investment fund may choose to deduct
expenditure incurred in paying management fees to a trustee
company on behalf of, or as agent for, the investors in the
fund.

Timing of deduction

The trustees of the fund are treated as having incurred the
expenditure in the same tax year as that in which investors
incur the management fees.

How election made

The trustees make the election by deducting expenditure in
their returns of income.

Election irrevocable
An election to deduct expenditure is irrevocable.

Expenditure not incurred by investors

The expenditure for which the trustees of the fund are allowed
a deduction is treated as not having been incurred by the
investors.

Link with subpart DA

Thelink between this section and subpart DA (General rules) is

as follows:

(@)  subsection (1) supplements the general permission. The
general limitations still apply:

(b)  subsection (5) overrides the general permission.

Defined:  deduction, general limitation, general permission, group investment fund, inves-

tor, management fees, return of income, tax year, trustee, trustee company

Compare: 1994 No 164 s DI 3A

411



Part D cl DV 9 Income Tax

DV 9 Non-profit organisations

When this section applies
(1) This section applies when an incorporated or unincorporated

organi sation—

(@ does not have the purpose of making a profit for a
proprietor, member, or shareholder; and

(b) has a constitution that prohibits a distribution of prop-
erty in any form to a member, proprietor, or
shareholder.

Amount of deduction
(2) The organisation is allowed a deduction for the lesser of—
(& $1,000; and
(b)  the amount that would be the organisation’s net income
if this section did not exist.

Link with subpart DA
(3 Thissection supplements the general permission. The general
limitations still apply.

Defined: amount, deduction, general limitation, general permission, net income,
sharehol der

Compare: 1994 No 164 s DJ 17

DV 10 Trusts

No deduction

(1) A person who derives beneficiary income is denied a deduc-
tion for expenditure or lossthat atrustee incursin deriving the
income.

Trustee income

(2) For the purpose of determining the deductions that atrusteeis
allowed in a tax year, beneficiary income of beneficiaries of
the trust for the tax year is treated as trustee income.

Link with subpart DA

(3) Thelink between this section and subpart DA (General rules) is
as follows:
(@) subsection (1) overrides the general permission.
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(b)  subsection (2) supplements the general permission. The
general limitations still apply.

Defined:  beneficiary income, deduction, genera limitation, general permission, tax year,

trustee, trustee income
Compare: 1994 No 164 ss DI 5, DI 6

DV 11 Building societies

D

e

©)

(4)

Deduction

A building society is allowed a deduction for—

(@) expenditure incurred on money borrowed by way of
withdrawable shares:

(b) interest and other financial charges incurred in provid-
ing money that isused to provide an interest-free loan to
a person who holds a terminating share:

(c) anamount incurred in purchasing a balloted loan right
from a person who holds a terminating share.

Timing of deduction

The deduction for the amount referred to in subsection (1)(c) iS
allocated to the income year in which the amount is paid.

Meaning of balloted loan right

In this section, balloted loan right means aright arising from

a balot that—

(@ isheld by or on behalf of a building society; and

(b) isof terminating shares; and

(c) is held for the purpose of finding out which of the
holders of the shares are entitled to receive an interest-
free loan relating to their shares.

Link with subpart DA

This section overrides the capital limitation. The general per-
mission must till be satisfied and other general limitations

still apply.

Defined: amount, balloted loan right, building society, capital limitation, deduction,

genera limitation, general permission, income year, terminating share, with-
drawable share

Compare: 1994 No 164 s DI 1(1)
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DV 12 Maori authorities; donations

D

)

©)

Deduction
A Maori authority is alowed a deduction for the amount of a
donation that it makes for the purposes of the Maori Commu-
nity Development Act 1962 to a Maori association, as defined
in the Act.

Amount of deduction

The deduction in atax year islimited to 5% of the amount that
would be the Maori authority’s net income in the tax year if
this section did not exist.

Link with subpart DA

This section supplements the general permission and over-
rides the capital limitation. The other genera limitations still

apply.

Defined: amount, capital limitation, deduction, general limitation, general permission,

Maori authority, net income, tax year

Compare: 1994 No 164 s DI 2

DV 13 Group companies

D

@

414

When this section applies

This section applies when,—

(@ inatax year, acompany (company A) that isamember
of awholly-owned group of companies derives income
under section CV 1 (Group companies); and

(b) company A isdenied adeduction under any other provi-
sion of this Act for the expenditure it incursin deriving
the income; and

(c) if the wholly-owned group of companies were a single
company, the single company would be alowed a
deduction for the expenditure that company A incursin
deriving the income.

Amount, and timing, of deduction

Company A is allowed a deduction for the expenditure in the
tax year in which the income is derived.

Link with subpart DA



Income Tax Part D cl DV 14

©)

This section supplements the general permission and over-
rides the exempt income limitation. The other general limita-
tions still apply.

Defined:  company, deduction, exempt income limitation, general limitation, general per-

mission, income, tax year, wholly-owned group of companies

Compare: 1994 No 164 sDI 4

DV 14 Amalgamated company: expenditure on improvements

D

@

©)

for farming, aquacultural, and forestry businesses

When this section applies

This section applies when al the following apply:

(& an amalgamating company ceases to exist because of a
qualifying amalgamation; and

(b) the amalgamated company acquires land or a business
from the amalgamating company; and

(c) the amalgamating company would have been allowed a
deduction under any of section D0 4 (Improvements to
farming land) or DO 6 (Improvements to aquacultural
business) or DP 4 (Improvementsto forestry land) for the
land or business if the amalgamation had not occurred.

Deduction

While the amalgamated company holds the land or carries on
thebusiness, it isallowed the deduction that the amalgamating
company would have had under section D0 4 (Improvementsto
farming land) or D0 6 (IMprovements to aquacultural business)
or DP 4 (Improvements to forestry land).

Link with subpart DA

This section supplements the general permission. The genera
limitations still apply.

Defined: amalgamated company, amalgamating company, business, deduction, genera

limitation, general permission, qualifying amalgamation
Compare: 1994 No 164 ssDL 7, DO 8
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Subpart DW—Expenditure specific to certain industries

Index

Airport operations
DW 1 Airport operators

Bloodstock racing
DW 2 Bloodstock racing

Airport operations

DW 1 Airport operators

No deduction (with exception)

(1) Anairport operator is denied a deduction for expenditure or
loss to the extent to which the expenditure or lossiis, in terms
of the joint venture agreement that relatesto the airport opera-
tor, acharge against any part of the joint income of the parties
to the agreement that has been alocated or distributed to any
party. For this purpose, expenditure includes a provision that
is treated as expenditure or loss in the nature of interest under
section 0C 1(2)(h) (Airport operators).

Link with subpart DA

(2) This section overrides the genera permission.
Defined:  airport operator, deduction, general permission, income, joint venture agreement

Compare: 1994 No 164 sDK 4

Bloodstock racing

DW 2 Bloodstock racing

No deduction
(1) A person is denied a deduction for expenditure or loss that
they incur—
(@ ontheracing of bloodstock; or
(b) inrelation to the racing of bloodstock.

No deduction (with exception)
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(2) A person is denied a deduction for expenditure or loss that
they incur in preparing bloodstock for racing, except in the
following circumstances:

@
(b)
(©)

the person is in the business of breeding bloodstock;
and

they incur the expenditure or loss in preparing for sale
bloodstock that they are preparing for racing; and

they do not race the bloodstock on which they incur the
expenditure or loss.

No deduction (with exception)

(3 A person is denied a deduction for expenditure or loss that
they incur in preparing bloodstock for racing, except in the
following circumstances:

@
(b)
(©)

the person incurs the expenditure or loss in preparing
the bloodstock for racing; and

they receive consideration for preparing the bloodstock
for racing; and

the consideration is income of the person.

Link with subpart DA

(4) This section overrides the genera permission.
Defined:  bloodstock, business, deduction, general permission, income, loss

Compare: 1994 No 164 sDO 1

Subpart DX—Other expenditure

DX 1 Testamentary annuities

When this section applies
(1) This section applies when—

(@

(b)
(©

property is subject to the payment of an annuity—

(i)  because of aprovision in awill; or

(i)  because of acourt order under the Family Protec-
tion Act 1955; or

(ili) because of a deed of family arrangement; and

the property, or property substituted for it, istransferred

to a beneficiary; and

the property transferred, or property that the beneficiary

substitutes for it, is charged with the payment of the

annuity or part of the annuity.
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)

©)

(4)

(®)

(6)

Deduction

The owner of the property, or the substituted property, is
allowed adeduction for an amount that they pay on account of
the annuity.

Exclusion

The owner is denied a deduction—

(@ if the owner is not a beneficiary but a person who has
bought the property subject to the condition that they
assume the liability for the annuity (or a part of it):

(b) to the extent to which the annuity is payable under a
court order or under a deed of family arrangement and
represents consideration for the purchase of the prop-
erty, or the substituted property, by the owner.

Amount of deduction

Thedeductionislimited in atax year to the amount that would
be the net income of the owner for that income year if the
owner’s only income in that tax year were from the property
or the substituted property.

M eaning of beneficiary

In this section, beneficiary—
(& means—
(i) aperson to whom atestator has left the property
in his or her will; or
(i)  aperson to whom the testator has given aright to
buy the property in his or her will; and
(b) includes a person who is entitled to the property
under—
(i) an order of a court under the Family Protection
Act 1955; or
(i) adeed of family arrangement.

Link with subpart DA

This section supplements the general permission and over-
rides the private limitation. The other general limitations still

apply.

Defined:  amount, arrangement, beneficiary, deduction, general limitation, general permis-

418

sion, income, net income, private limitation, tax year
Compare: 1994 No 164 sDD 2
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Subpart DY —Specific deduction rules in Parts F to |

Index

DY 1 Amounts that are deductions under Parts to be rewritten
DY 2 Amounts that are not deductions under Parts to be rewritten

DY 1 Amountsthat are deductions under Partsto be

D

)

rewritten

Deduction

An amount of expenditure or lossis allowed as a deduction if
it is allowed as a deduction under a provision in any of Parts F
to I

General permission and general limitations

A provision in any of Parts F to | may supplement the general
permission or override any 1 or more of—

(8 the genera permission:

(b) the capital limitation:

(c) the private limitation:

(d) the exempt income limitation:

(e) the employment limitation:

(f)  the withholding tax limitation.

Defined:  amount, capital limitation, deduction, employment limitation, exempt income

limitation, general limitation, general permission, loss, private limitation, with-
holding tax limitation

DY 2 Amountsthat are not deductions under Partsto be

D

e

rewritten

No deduction
An amount of expenditure or lossis denied asadeduction if it
is denied as adeduction under a provision in any of PartsF to l.

General permission

A provision in any of Parts F to | may override the genera
permission or any supplement to the general permission made
under section DA 3(1) (Effect of specific rules on general rules).

Defined:  amount, deduction, general permission, loss

Compare: 1994 No 164 s BD 2(2)(f)
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Subpart DZ—Terminating provisions

Index

Dz 1
Dz 2
Dz 3
Dz 4
Dz 5
DZ 6
Dz 7
Dz 8
DZ9
Dz 10

Dz 11
Dz 12

Life insurers acquiring property before 1 April 1988
General insurance with risk period straddling 1 July 1993
Film reimbursement scheme on or before 30 June 2001
Petroleum mining: development expenditure from 1 October
1990 to 15 December 1991

Expenditure on abandoned exploratory well before

16 December 1991

Disposal of ownership interests in controlled petroleum
mining entities before 3 December 2001

Farm-out arrangements for petroleum mining before

16 December 1991

Partnership interests and disposal of part of asset before
16 December 1991

Petroleum mining operations outside New Zealand before
16 December 1991

Mineral mining: 1954 to 2004

Buying patent rights before 1 April 1993

Premium paid on land leased before 1 April 1993

DZ 1 Lifeinsurersacquiring property before 1 April 1988

D

420

When this section applies
This section applies when al the following apply:

(@

(b)

(©)
(d)
(€)

alifeinsurer started carrying on the business of provid-

ing life insurance on or before the last day of the

1988-89 income year; and

on the last day of the 1987-88 income year the life

insurer’s Life Insurance Fund covered someor al of the

following matters:

(i)  superannuation policies; and

(i)  pre-1983 mortgage repayment insurance policies;
and

(iii) annuities that had been granted; and

the life insurer, as part of the business, acquired prop-

erty before 1 April 1988; and

the life insurer, as part of the business, disposes of the

property; and

either—
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@

©)

(4)

(i) the life insurer has not aready been alowed a
deduction for the property, whether under section
DR 2 (Disposal of property) or any other provi-
sion; or

(i) thelife insurer has been allowed a deduction for
the property, but only for an amount of deprecia-
tion loss or because of the application of the old
financial arrangements rules or the financia
arrangements rules; and

(f)  section DR 2 (Disposal of property) does not apply to the
disposal.

Deduction

Thelifeinsurer is allowed a deduction for the amount quanti-
fied in section EZ 25 (Life insurers acquiring property before
1 April 1988).

Meaning of superannuation policy

In this section, superannuation policy meansalife insurance
policy—

@ that—

(i)  isvestedinasuperannuation fund that was or was
treated as being a superannuation category 1
scheme on or before 17 December 1987, not
including a scheme that was classified by the
Government Actuary as a persona pension
superannuation scheme and that admitted new
members after 17 December 1987; or

(i)  was effected for the purposes of any such super-
annuation fund; or

(ili) was accepted by any such superannuation fund
for the purposes of the fund; and

(b) that has not ceased to be apolicy for the purposes of the
superannuation fund.

Link with subpart DA

This section overrides the capital limitation. The general per-
mission must still be satisfied and the other general limitations

still apply.

Defined: amount, business, capital limitation, deduction, depreciation loss, financia

arrangements rules, general limitation, general permission, income year, life
insurance, Life Insurance Fund, life insurance policy, life insurer, old financia
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arrangements rules, property, superannuation category 1 scheme, superannuation
fund, superannuation policy, superannuation scheme

Compare: 1994 No 164 ss DK 3C, OB 1 *superannuation policy”

DZ 2 General insurance with risk period straddling

D

e

©)

1 July 1993

When this section applies

This section applies when—

(@) acompany carries on a business of providing general
insurance or guarantees against loss, damage, or risk,
immediately before and on 1 July 1993; and

(b) the company, as insurer, enters into an insurance con-
tract for the general insurance in the course of carrying
on the business outside New Zealand; and

(c) thecontract coversaperiod of risk starting before 1 July
1993 and ending after 1 July 1993.

No deduction (with exception)

The company is denied a deduction for an amount payable
under the contract unless the event giving rise to the payment
occurs on or after 1 July 1993.

Link with subpart DA
This section overrides the general permission.

Defined:  amount, business, company, deduction, general insurance, general permission,

insurance contract, New Zealand, pay, payment

Compare: 1994 No 164 s CZ 6(c)(i), (ii), (vi)

DZ 3 Film reimbursement scheme on or before 30 June 2001

D

422

Film reimbursement scheme

Section DS 3 (Clawback of deductions for film reimbursement

schemes) does not apply to a deduction for expenditure that

relatesto afilmandisincurred by aperson (person A) under a

film reimbursement scheme if—

(@ the scheme is entered into on or before 30 June 2001,
and

(b) thefilm hasafinal certificate or aprovisional certificate
that itisaNew Zealand film under section EJ 7 (Certifica-
tion of New Zealand films) (unless, in the case of a
provisiona certificate, materially incorrect information
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e

(©)
(d)

(e)

()

9

(h)

was provided to the New Zealand Film Commission in

obtaining the certificate); and

the film had not been compl eted before 7 July 1999; and

before 7 July 1999,—

(i) 1 or more contracts had been entered into for the
supply of goods or services in New Zealand in
relation to the film; and

(i) at least $1,000,000 of expenditure had been
incurred under the contract or contracts; and

on or before 1 November 1999, a person who entered

into acontract referred to in paragraph (d)(i) gave notice to

the Commissioner that the requirements in paragraphs (c)

and (d) were met; and

the expenditure for which a person is alowed a deduc-

tion under section DS 1 (Acquiring film rights) or DS 2

(Film production expenditure) is no more than 140% of

the physical cost of production of the film; and

on the date the film reimbursement scheme is entered

into, there is an expectation based on reasonable com-

mercial assumptions that the income to be derived by
person A as aresult of the expenditure will be at least
equal to the sum of—

(i)  all expenditure incurred by person A under the
scheme; and

(i) areturn on each amount of expenditure that is
equivalent to the return on 5 year government
stock measured on the date that the scheme is
entered into; and

if the expenditure is incurred on depreciable intangible

property of a kind listed in schedule 17 (Depreciable

intangible property), the expenditure is an amount paid
to person B in the circumstances described in subsection

(2).

Expenditure on depreciable intangible property

For the purposes of subsection (1)(h), the circumstances are
that—

(@
(b)

the amount paid is income of person B; or
a al times in the tax year in which the payment is
made, person B—
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(i) isresident in a country or territory specified in
schedule 3, part A (International tax rules: grey list
countries); and

(i) isliabletoincometax in that country or territory
by reason of domicile, residence, place of incor-
poration, or place of management in that country
or territory; and

(ili) has calculated its income that is liable to income
tax in that country or territory without applying a
feature of the taxation law of the country or terri-
tory specified in schedule 3, part B (International
tax rules: grey list countries).

Some definitions

(3 Inthis section,—
government stock means stock issued under Part 6 of the
Public Finance Act 1989

physical cost of production means expenditure incurred in

producing a film, whether incurred in New Zealand or else-

where, other than expenditure incurred—

(@ in marketing or selling the film; and

(b) on depreciable intangible property of a kind listed in
schedule 17 (Depreciable intangible property).

Link with subpart DA

(4) This section overrides the genera permission.

Defined: amount, Commissioner, completed, deduction, depreciable intangible property,
film, film reimbursement scheme, general permission, government stock,
income, income tax, New Zealand, notice, physical cost of production, tax year,
year

Compare: 1994 No 164 s EO 4A(2A), (2B), (8)

DZ 4 Petroleum mining: development expenditure from
1 October 1990 to 15 December 1991

Deduction

(1) A petroleum miner is allowed a deduction for petroleum min-
ing development expenditure incurred by them on or after
1 October 1990 and before or on 15 December 1991. This
subsection is overridden by subsection (2).

Relationship with sections DT 5and DZ 5
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©)

(4)

©)

The petroleum miner is denied a deduction for petroleum

mining development expenditure as described in subsection (1)

if it has been deducted under—

(8 section DT 5 (Petroleum development expenditure); or

(b)  section DZ 5; or

(c) sections 214D to 214M of the Income Tax Act 1976 as
they were immediately before their repeal by section 15
of the Income Tax Amendment Act (No 5) 1992.

Timing of deduction
The deduction is allocated under section EZ 2 (Petroleum

development expenditure from 1 October 1990 to 15 Decem-
ber 1991).

Meaning of petroleum mining development
expenditure

In this section, petroleum mining development expenditure
has the same meaning as in section 214D of the Income Tax
Act 1976 immediately before its repeal by section 15 of the
Income Tax Amendment Act (No 5) 1992.

Link with subpart DA

This section supplements the general permission. The genera
limitations still apply.

Defined:  deduction, general limitation, general permission, petroleum miner, petroleum

mining development expenditure
Compare: 1994 No 164 s DM 1(3)

DZ 5 Expenditure on abandoned exploratory well before

D

16 December 1991

Deduction

A petroleum miner is allowed a deduction for expenditure that

they incur before 16 December 1991 in drilling, testing, com-

pleting, and abandoning an exploratory well if—

(@ the miner seals and abandons the well before commer-
cial production from the well starts; and

(b) the expenditure has not been deducted in any previous
income year.

Sealing and abandoning well
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©)

(4)

To seal and abandon an exploratory well, a petroleum miner

must make a declaration under the Oaths and Declaration Act

1957 that they do not intend—

(8 tousethe exploratory well in petroleum mining opera-
tions; or

(b) to apply for a mining licence over the area containing
the exploratory well.

Timing of deduction

The deduction is allocated to the income year in which the
well is sealed and abandoned.

Link with subpart DA

This section overridesthe capital limitation. The other general
limitations still apply.

Defined: capita limitation, commercia production, deduction, exploratory well, genera

limitation, general permission, income year, mining licence, petroleum miner,
petroleum mining operations, seal and abandonment

Compare: 1994 No 164 ss DM 1(5)(c), OB 1 “seal and abandonment”

DZ 6 Disposal of ownership interestsin controlled petroleum

D

e

©)

426

mining entities before 3 December 2001

When this section applies

This section applies to the costs that a person incurs under a

contract to dispose of the shares or trust interests in a con-

trolled petroleum mining entity if—

(@) they entered into the contract before 3 December 2001;
and

(b) the shares or trust interests are disposed of to a person
who is not associated with them; and

(c) thesharesor trust interests are transferred to the buyer
within 1 year of the date on which the contract is
entered into.

Deduction
The person is allowed a deduction for the costs they incurred.

Timing of deduction

The deduction is allocated to the income year in which the
consideration derived under the contract is income under
section CZ 7(2) (Disposal of ownership interests in controlled
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4)

petroleum mining entities before 3 December 2001), if the
conditions imposed by that section are met.

Link with subpart DA

This section supplements the general permission and over-
rides the capital limitation. The other general limitations still

apply.

Defined:  associated person, capital limitation, consideration, controlled petroleum mining

entity, deduction, disposal, general limitation, general permission, share, year
Compare: 1994 No 164 s DM 6

DZ 7 Farm-out arrangements for petroleum mining before

D

e

©)

16 December 1991

Deduction: excess expenditure incurred before

16 December 1991

A transferee under a farm-out arrangement is allowed a
deduction of excess expenditureincurred before 16 December
1991 in a farm-out arrangement entered into before
16 December 1991, and for which a deduction has not been
allowed in any previous income year. The deduction is
allowed under section DT 1 (Petroleum exploration expendi-
ture) or DT 5 (Petroleum development expenditure).

Deduction: excess expenditureincurred on or after
16 December 1991

A transferee under a farm-out arrangement is allowed a
deduction of excess expenditure incurred on or after
16 December 1991 in a farm-out arrangement entered into
before 16 December 1991 if the expenditure has the character
of exploratory well expenditure, petroleum exploration
expenditure, or petroleum development expenditure. The
deduction is allowed under section DT 1 (Petroleum exploration
expenditure) or DT 5 to DT 7 (which relate to petroleum develop-
ment expenditure) and quantified and allocated under which-
ever of sections EJ 10 to EJ 13 (which relate to petroleum mining)

applies.

Reduction of deductions

A transferor under afarm-out arrangement entered into before
16 December 1991 must reduce (but is denied as a deduction)
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4)

®)

(6)

428

the deductions described in subsection (4) by the amount deter-
mined under subsection (5).

Deductions to which subsection (3) applies

The deductions to which subsection (3) applies are deductions
for expenditure incurred before, on, or after 16 December
1991 that—
(@ arenot deductionsof akind referred to in subsection (5)(a)
to (c); and
(b) are attributable to—
(i) the petroleum permit to which the farm-out
arrangement relates; and
(i) a licence-specific asset or permit-specific asset
held for conducting petroleum mining operations
under the petroleum permit.

Amount of reduction

The amount of the reduction under subsection (4), in an income

year, is the same amount as would have been determined

under section 2141(2) and (3) of the Income Tax Act 1976

immediately beforeitsrepeal by section 15 of the Income Tax

Amendment Act (No 5) 1992, as if references in that section

2141(2) and (3) to deferred deductions were references to any

deductions, deferred or not, attributable to the relevant permit

or asset, except deductions for—

(& residua expenditure; and

(b) expenditureincurred on or before the date on which the
application for aprospecting licence or prospecting per-
mit for petroleum was submitted for the relevant licence
area; and

(c) expenditure that is neither petroleum exploration
expenditure nor petroleum development expenditure.

Some definitions

In subsections (2) to (5), excess expenditur e, farm-out arrange-
ment, licence-specific assets, permit-specific asset, trans-
feree, and transferor have the same meanings as in section
214D of the Income Tax Act 1976 immediately before its
repeal by section 15 of the Income Tax Amendment Act (No
5) 1992.

Link with subpart DA



Income Tax Part D ¢l DZ 10

(7) This section supplements the general permission and over-
rides the capital limitation. The other general limitations still
apply.

Defined: amount, capital limitation, deduction, excess expenditure, exploratory well
expenditure, farm-in expenditure, farm-in party, farm-out arrangement, general
limitation, general permission, income year, licence-specific assets, permit-spe-
cific asset, petroleum development expenditure, petroleum exploration expendi-
ture, petroleum mining operations, petroleum permit, prospecting expenditure,
prospecting licence, prospecting permit, residual expenditure, transferee,
transferor

Compare: 1994 No 164 s DM 4(2), (3)

DZ 8 Partnership interests and disposal of part of asset
before 16 December 1991
In sections DZ 4 to DZ 7, unless the context requires otherwise,—
(@) a partner is treated as having a share or interest in a
petroleum permit or other property of a partnership to
the extent of their income interest in the partnership:
(b) references to the disposal of an asset apply equally to
the disposal of part of an asset.
Defined:  disposal, income, petroleum permit
Compare: 1994 No 164 ssDM 9, DM 10

DZ 9 Petroleum mining operations outside New Zealand

before 16 December 1991

Sections DZ 4 to DZ 8 apply, with any necessary modifications,

to a petroleum miner undertaking petroleum mining opera-

tions that are—

(@ outside New Zealand and undertaken through a branch
or a controlled foreign company; and

(b) substantially the same as the petroleum mining activi-
ties governed by this Act.

Defined:  controlled foreign company, New Zealand, petroleum miner, petroleum mining
operations

Compare: 1994 No 164 s DM 7(1)

DZ 10 Mineral mining: 1954 to 2004

Section CU 4(1)(b)(ii)
(1) Forthe purposes of section CU 4(1)(b)(ii) (Compensation for lost,
destroyed, or damaged assets),—
(@ for amining company, the deduction is under—
(i)  section 153F of the Land and Income Tax Act
1954, or
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)

©)

(4)
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(i)  section 27 of the Land and Income Tax Amend-
ment Act 1971, or

(iii) section 216 of the Income Tax Act 1976; or

(iv) section DN 1(5) of the Income Tax Act 1994; and

(b) for aresident mining operator or a non-resident mining

operator, the deduction is under—

(i)  section 153J of the Land and Income Tax Act
1954; or

(i)  section 31 of the Land and Income Tax Amend-
ment Act (No 2) 1972; or

(iii) section 216 of the Income Tax Act 1976; or

(iv) section DN 1(5) of the Income Tax Act 1994.

Sections CU 11(1)(a)(ii) and DU 8(1)(a)(ii)

For the purposes of sections CU 11(1)(a)(ii) (M eaning of asset for

sections CU 3 to CU 10) and DU 8(1)(a)(ii) (Depreciation),—

(@ for amining company, the expenditure is that referred
to in section 27(3)(a) of the Land and Income Tax
Amendment Act 1971; and

(b) for aresident mining operator or a non-resident mining
operator,—

(i) the expenditure, for section CU 11(1)(a)(ii), is that
referred to in paragraph (i) of item “a’ of the
formulain section 31(3) of the Land and Income
Tax Amendment Act (No 2) 1972; and

(if)  the asset, for section DU 8(1)(a)(ii), is that referred to
in paragraph (i) of item “&’ of the formula in
section 31(3) of the Land and Income Tax
Amendment Act (No 2) 1972.

Section DU 12

This subsection appliesif section DU 12 (Amount written off by
holding company) would have applied to aloan by acompany
to another company made on or before 31 March 1979 if the
Income Tax Amendment Act 1979 had not been enacted. The
section applies, as far as applicable, to such a loan as if
section 45 of the Income Tax Amendment Act 1979 were the
only provision of it that had been enacted.

Section DU 12(5)

For the purposes of section DU 12(5) (Amount written off by
holding company), if the holding company that made the loan
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was a mining holding company and made the loan wholly or
partly out of payments that it received and for which any
person was alowed a deduction under section 159 of the
Income Tax Act 1976, the part of the amount cal culated under
section DU 12(3) that arises from those payments is reduced by
one-third.

Defined:  company, deduction, holding company, mining company, mining holding com-
pany, non-resident mining operator, resident mining operator

Compare: 1994 No 164 ss DN 1(13)(a), DN 3(3), (11), DN 4(5), (7)

DZ 11 Buying patent rights before 1 April 1993

When this section applies

(1) This section applies when a person buys patent rights before
1 April 1993 and uses them in deriving their income. In this
section, if the person dies after incurring expenditure on buy-
ing the rights, references to the person include their personal
representative, a trustee of their estate, and a beneficiary of
their estate.

Deduction

(2) Thepersonisallowed adeduction of the amount quantified in
section EZ 28(2) (Buying patent rights before 1 April 1993).

Link with subpart DA

(3 Thissection supplements the general permission. The general
limitations still apply.

Defined:  amount, deduction, general limitation, general permission, income, patent rights,
trustee

Compare: 1994 No 164 s EZ 5(1), (3), (4)

DZ 12 Premium paid on land leased before 1 April 1993

When this section applies

(1) Thissection applieswhen aperson (person A) leases|and that
they usein deriving their income and agrant or renewal of the
lease occurs before 1 April 1993.

Deduction

(2) Person A is alowed a deduction of the amount quantified in
section EZ 29(2) (Premium paid on land leased before 1 April
1993).
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Some definitions

(3) Inthissection, lease and premium have the meanings given
to them by section EZ 29(5) (Premium paid on land leased before
1 April 1993).

Link with subpart DA
(4) Thissection supplements the general permission. The general
limitations still apply.

Defined: amount, deduction, general limitation, general permission, income, lease,
premium

Compare: 1994 No 164 sEZ 6
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