Taxation (Annual Rates,
GST, Trans-Tasman Imputation and
Miscellaneous Provisions) Bill

Government Bill

Explanatory note

General policy statement

This bill introduces a number of significant changes to current taxa-
tion laws. Amendments to the Income Tax Act 1994 will make New
Zedland income tax imputation credits available to Australian com-
panies. Thisis a significant initiative in terms of facilitating trans-
Tasman investment.

Further amendments to the Income Tax Act 1994 will permit
employers the option of replacing the current flat rate of 33% of
specified superannuation contributions withhol ding tax on their con-
tributions to superannuation funds for the benefit of employees with
variable rates of income tax that match employees’ marginal rates of
income tax.

Amendments to the Goods and Services Tax Act 1985 will permit
the zero-rating of business-to-business supplies of financial services
and also introduce a““ reverse charge” mechanism that makes certain
imports of services subject to GST. These initiatives, respectively,
address in large part the current over-taxation of suppliers of finan-
cial services and the competitive disadvantage imposed on New
Zedland resident suppliers of services by virtue of imported services
not being subject to GST.

The bill also contains alarge number of remedial and consequential
amendments. Some of these amendments have retrospective appli-
cation. Thisisto ensure that the intended policy of the provisions, as
amended, applies to al taxpayers intended to be subject to that
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policy. Clauses with retrospective effect are identified in the clause
by clause analysis.

Unless the contrary is indicated, all provisions come into force on
the date that the bill receives the Royal assent.

Part 1
Annual Rates of Income Tax for 2003-04

The proposed amendment confirms the annual income tax rates that
will apply for the 2003—04 income year. The annual incometax rates
to be confirmed will be the same as the rates that applied for the
2002-03 income year.

Part 2
Amendments to Income Tax Act 1994

Trans-Tasman imputation

Australia and New Zealand are reforming their imputation laws to
reduce a long-standing problem of the double taxation of certain
trans-Tasman investments, known as “triangular tax”.

Under this reform, Australian and New Zealand shareholders of
trans-Tasman companiesthat choose to take up these reformswill be
allocated imputation credits representing New Zealand tax paid and
franking credits representing Australian tax paid, in proportion to
their ownership of the company. However each country’ s credits can
only be claimed by its residents.

Aspart of ajoint Australia/New Zealand initiative, amendments are
proposed that permit Australian companies to join New Zealand's
imputation credit rules.

Additionally, the amendments permit a new form of grouping for
imputation purposes only, which Australian companies may also
join. This is an attempt to mitigate the problem that imputation
credits cannot be passed through intermediate companies that are
resident in neither Australia nor New Zealand.

Imputation grouping will enable any Australian or New Zealand
company within awholly-owned group to pay an imputed dividend,
if tax has been paid or imputation credits have been received from
companies outside the group by any Australian or New Zeaand
company within the group. It will not, therefore, be necessary to pay
a dividend up the chain of companies for the parent company to
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access imputation credits created further down the chain of
companies.

The amendments enabling Australian companiesto elect to maintain
an imputation credit account apply from 1 April 2003 but the
amendments allowing Australian companies to pay imputed divi-
dends will apply from 1 October 2003. The imputation grouping
rules also come into force from 1 April 2003.

Amendments relating to tax pooling provisions

Four amendments are proposed relating to the tax pooling provisions
recently enacted. The most significant amendment is a change to the
imputation provisionsto allow taxpayers who, through an intermedi-
ary, deposit an amount in atax pooling account with Inland Revenue
to receive an imputation credit when the amount is deposited and not
when that amount is allocated from the pooling account to the
company’s income tax account. The amendment should remove a
disincentive for taxpayers to pay tax through a pooling account.

Deferred deduction rule

The deferred deduction rule is designed to combat aggressive tax
arrangements, many of which are mass-marketed. Such arrange-
ments provide taxpayers with excessive tax advantages, as illus-
trated in the following example:

Jo invests $100 in a tax-driven arrangement. $20 is Jo's own money
and the remaining $80 is financed through the promoter of the
arrangement. Jo is not liable to repay the $80 loan if the arrange-
ment is a failure. The result is.

Losses generated by the arrangement:  $100
Tax effect at 39 cents in the dollar: $39

Therefore, subject to complying with current tax law, for an invest-
ment of only $20 Jo reduces her tax bill by $39 and is not liable to
repay the $80 loan.

The tax saving occurs regardless of the success of the arrangement.
Typical arrangements cover a range of projects from films to
forestry and the commercialisation of concepts. Most involve depre-
ciation deductions from fixed life intangible property, but other
types of deductions are also used.
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While the central problem with the arrangements in question is of
asset valuation, targeting valuation is difficult in practice given the
forecasts of income that underpin such valuations are inherently
difficult to verify or chalenge and are very subjective. Hence, the
rule focuses on loans that the taxpayer is not at risk of having to

repay.
The consequences of these arrangements include:

. aloss of revenue to the government; and

. an inefficient use of Inland Revenue's resources; and

. in terms of the individual investors in these arrangements,
unexpected exposure to interest and penalties on any resulting
unpaid tax.

The income tax at stake to date in the arrangements of which Inland
Revenue is currently aware is in the order of $400 to $450 million.
This could continueto increase in the absence of atargeted response.
However, so far about a quarter of this has been recovered by audit
activity, which is ongoing.

The deferred deduction rule uses the concept of money that the
investor is not at risk of having to repay as a proxy for valuation. It
defers tax deductions relating to money that is not at risk to the
extent the loans are outstanding.

The rule will apply only where the following criteria are met:
. an arrangement has a promoter; and
. the arrangement produces losses in its early years; and

. the money not at risk constitutes 50% or more of the net assets
of the arrangement; and

. the arrangement’ s net assets consist of lessthan 70% of tangi-
ble property that consists of land, buildings, or substantial
plant and machinery.

“Money that is not at risk” is defined in terms of:

. loans that are explicitly or economically limited recourse;

. loans where interest or repayments of principal are not
required for 10 years,

. other loans that have the same effect.

A loan is an economically limited recourse loan when it is made to
an arrangement specific entity (which is typically a company, but
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could also be a special partnership) and is not secured other than
over the assets and shares of that company.

Loans where the terms are on an arm’s-length basis, where the
lender regularly lends money on arm’ s-length terms and carries on
business in New Zeadland are excluded from the definition of
“money that is not at risk”. Also excluded are loans by associated
persons who are not otherwise parties to an arrangement and whose
money is genuinely “at risk”.

Specified Superannuation Contribution Withholding Tax

Contributions by employers to superannuation funds for the benefit
of their employees are generally subject to SSCWT at aflat rate of
33%. This effectively over-taxes employees with income of $38,000
or less. The proposed progressive rates for SSCWT will alow for
the appropriate taxation of employer contributions to employer-
based superannuation funds for these employees earning $38,000 or
less.

The rate of SSCWT for each employee will be based on the sum of
the employee’ sannual salary or wages and superannuation contribu-
tionsreceived by the employeein the previous year. Employeeswith
salary or wages and superannuation contributions totalling $38,000
or less will have the opportunity to pay 21% and employees with
salary or wages and superannuation contributions totalling more
than $38,000 will continue to be subject to 33% on their contribu-
tions. Progressiveratesfor SSCWT are voluntary at the discretion of
the employer and will apply to employer contributions made after
1 April 2004.

Community Trusts

The bill introduces an income tax exemption for community trusts
established under the Trustee Banks Restructuring Act 1988 from
the commencement of the 2004—05 incometax year. The exemption
is being introduced to reduce compliance costs on these community
trusts who distribute most of their income to tax exempt entities.
Income tax will still need to be accounted for on distributions of
income from community trusts to tax-paying beneficiaries. This
income tax will be accounted for by the beneficiaries rather than the
community trust.
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Repeal of sick, accident or death benefit fund income tax
exemption

An amendment is proposed to repeal the income tax exemption for
the investment earnings of a sick, accident or death benefit fund
(SAD fund). A SAD fund isdefined in the Income Tax Act 1994 asa
fund established for the benefit of the employees of any employer, or
the members of an incorporated society, and the surviving spouses
and dependants of any such employees and members.

A closely targeted exemption will be made for the investment earn-
ings of funds established exclusively for the purpose of paying for
the funeral expenses of the employees of an employer and the
surviving spouses and dependants of deceased employees.

The Committee of Experts on Tax Compliance considered that the
income tax exemption for SAD funds was anomalous in terms of
current tax policy and that there was no public policy justification
for its continuance. Accordingly, the Committee recommended the
repeal of this exemption.

The income tax exemption for the investment earnings of SAD
funds is inconsistent with the current policy for the taxation of
savings. Because of the open-ended nature of the SAD definition,
SAD funds can be used as savings vehicles. The exemption effec-
tively allows earnings on personal savings to be exempt from
income tax. The exemption therefore provides concessionary treat-
ment that is not available to other forms of savings.

The income tax exemption for SAD funds is also inconsistent with
the treatment of insurance policies entered into for protection against
sickness, accident or death. The earnings on contributions or premi-
ums paid on such policies are generally taxable.

The current SAD fund income tax exemption also raises tax base
maintenance concerns.

The repeal of the SAD fund income tax exemption will apply to
income derived after the date of enactment.

Branch equivalent tax accounts and foreign losses

The branch equivalent tax account rules are being amended to clar-
ify that attributed foreign losses and foreign investment fund losses
cannot create branch equivalent tax account credits. The amend-
mentswill apply from 1 April 1995 except when ataxpayer hasfiled
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an income tax return based on the current law before the date of
introduction of this bill, when it shall apply from that date.

Further income tax

The amendments provide for relief from double taxation and extra
penalties in relation to further income tax liabilities which arise
when imputation credit accounts are overdrawn.

Further income tax is charged when a company has a debit in its
imputation credit account at 31 March in any year. The amount
charged isequal to the debit balance in the imputation credit account
and is due and payable on 20 June. Any payments of further income
tax can be credited to an income tax liability, as well as further
income tax, but only to an income tax liability that arose after the
date of payment. This can produce inappropriate results.

Under the proposed amendments payments of further income tax
may be credited, at the taxpayer’ srequest, against income tax liabili-
ties, for any year the company is an imputation credit account
company. Likewise, payments of income tax may be credited to
further income tax. In addition, late payment penalties and use-of-
money interest charged on further income tax liabilities will be
remitted where there is effectively a double charging of penalties
because income tax liabilities are also outstanding.

The amendments apply from the date of enactment, but awindow of
2 calendar months is allowed for taxpayers to request retrospective
adjustments for further income tax liabilitiesincurred in prior years.

Application date of new tax codes

The amendment clarifies that a new tax code for an employee is to
apply from the start of the pay period in which it is received by the
employer, rather than from the start of the succeeding pay period.
The rule will apply only if the new tax code is received by the
employer before the payroll preparation date for that pay period. The
amendment is intended to reduce compliance costs and increase the
accuracy of the PAYE system.
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Part 3
Amendmentsto Tax Administration Act 1994

Shortfall penalties

The amendment provides for the removal of the double incidence of
shortfall penalties when loss attributing qualifying companies and
their shareholders are penalised for what is effectively the same
underlying offence.

Net losses of loss attributing qualifying companies (LAQCs) are
attributed to shareholders. The High Court * has recently held that
where aloss of an LAQC has been overstated causing a tax shortfall
to both the company and the shareholders, shortfall penalties can be
imposed on both the company and shareholders because they have
taken separate tax positions. The decision is under appeal.

From a policy perspective, a single shortfall penalty should be paid
in such a case.

If the LAQC paysits penalty in full, the shareholder will receive an
offset to his or her penalty.

The amendment will apply to penalties charged from 1 April 1998.

Procedure for issuing notices

The amendments clarify that notices may be posted to an address
nominated by the taxpayer or by the taxpayer’s agent, whether a
physical address or a post box. The amendments are in response to
the High Court decision in Hieber v CIR?2, which held that a valid
notice could be given by post to a post box. These amendments
remove uncertainties with the procedure for issuing notices for tax-
payers who are not covered by the High Court decision. The amend-
ments are backdated to ensure that notices already posted in this
manner are valid.

The amendments will apply from 1 April 1995, the date the Tax
Administration Act 1994 came into force.

1 (Chapman v CIR (HC M402-SD02))
2(2002) 20 NZTC 17,774.
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Specified home-based services

The amendments authorise the Commissioner to determine standard
costs for the provision of specific home-based services. They intro-
duce an exemption for the income of specified taxpayers from pro-
viding such services. The amendments recognise the need for practi-
cality and the minimisation of compliance costs while providing a
consistent framework for taxation in this industry.

Specifically, the Commissioner may determine standard costs for
specified home-based services and individuals may use these stan-
dard costs instead of actual costs. The requirement to file areturn is
removed for individuals whose income from providing the home-
based services is less than the standard costs. An individual who
uses standard costs may not take advantage of, or transfer, any
resultant losses.

Part 4
Amendments to other Acts

Goods and Services Tax Act 1985
Zero-rating business-to-business supplies of financial services

Amendments are proposed to zero-rate business-to-business sup-
plies of financial services as set out in the discussion document GST
and Financial Services, released in October 2002.

The changes are a response to the problem that the current exempt
treatment of financial servicesis distortionary relative to the supply
of other goods and services. The distortion arises because GST isnot
charged on the supply of financial services and, therefore, financial
service providers are unableto claim acredit or “input tax” for GST
paid on purchases used to supply the services. This leads to the
potential for GST to cause over-taxation or “cascade” from the
financial services sector to business customers. The cascade may
result in higher than optimal prices or restructuring in a less than
efficient manner by some financial service providers to lower their
GST burden.

The key amendments zero-rate the supply of financial services by a
GST registered person to another GST registered person if: the
recipient’ s predominant activity isthe making of taxable supplies; or
under certain conditions, the recipient is an entity that is part of a
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group that makes predominately taxable supplies. Supplies of finan-
cial services between financial services providers will not be zero-
rated but a formula will allow a deduction to the supplier to reflect
the level of taxable supplies made by the recipient.

Thetreatment of financial services supplied to final consumersis not
changed by the amendments as these supplies do not give rise to
over-taxation and will therefore remain exempt from GST.

The amendments will come into effect from a date to be set by
Order-in-Council which will not be earlier than 12 months before
the date of enactment.

The amendments will apply not less than 12 months after their
enactment to ensure that affected parties have time to adjust their
accounting, computer and similar technical systems for the changes.
An Order-in-Council is needed because the application date must
coincide with the beginning of a GST taxable period; an appropriate
date cannot be identified until after the bill isenacted. The Order-in-
Council process provides the necessary flexibility.

GST on imported services

The amendments will introduce a *reverse charge” mechanism to
tax certain imports of services. The reverse charge is intended to
alleviate the current distortion in favour of imported services created
by the non-taxation of imported services compared to the taxation of
domestically supplied services. It also aligns New Zealand’s GST
system with that of most other countrieswith aVAT or GST system
and the treatment of services with that of goods.

Thereverse chargewill require GST registered recipients of supplies
of imported services to self-assess GST on the value of the services
if:
the services are acquired for purposes other than that of mak-
ing taxable supplies (generally that of making exempt sup-
plies); and
the supply of those services, if made in New Zealand by a
registered person, would be a taxable supply.

This means that if a registered person acquires services that would
be subject to GST if supplied in New Zealand and for which the
recipient would not generally have received an input tax credit, the



Taxation (Annual Rates,
GST, Trans-Tasman I mputation and
Explanatory note Miscellaneous Provisions) 11

recipient will be required to add GST to the price of the servicesand
return the GST to Inland Revenue.

The recipient of a supply of imported services will be treated as the
person who made the supply for the purpose of imposing and enforc-
ing the reverse charge and for determining whether the GST regis-
tration threshold is exceeded. For all other purposesin the GST Act
the recipient of a supply of imported services will remain the recipi-
ent, rather than the supplier, of the services.

Amendments are also made for the purpose of applying the reverse
charge to related-party internal charges between head offices and
branches or parent companies and subsidiaries.

The amendments will come into effect from a date to be set by
Order-in-Council which will not be earlier than 12 months before
the date of enactment.

The amendments will apply not less than 12 months after their
enactment to ensure that affected parties have time to adjust their
accounting, computer and similar technical systemsfor the changes.
An Order-in-Council is needed because the application date must
coincide with the beginning of a GST taxable period; an appropriate
date cannot be identified until after the bill isenacted. The Order-in-
Council process provides the necessary flexibility.

Clause by clause analysis
Clause 1 is the Title clause.

Clause 2 provides for the commencement of the bill. Subclause (1)
provides that clauses not referred to in subclauses (2) to (15) are to
come into force on the date on which the bill receives the Royal
assent.

Part 1
Annual Rates of Income Tax for 2003-04
Clause 3 confirms that income tax imposed by section BB 1 of the

Income Tax Act 1994 must be paid at the basic rates specified in
Schedule 1 of that Act.
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Part 2
Amendments to Income Tax Act 1994

Clause 4 states that Part 2 amends the Income Tax Act 1994.

Clause 5 amends section CB 4(1)(l) by adding amounts derived by
the trustees of a community trust to the list of charities exempt
income.

Clause 6 amends section CB 5(1) by classifying as exempt income
the interest and dividends derived by a trustee of a fund for the
funerals of employees and employees families.

Clause 7 amends section CB 9(g) to exempt amounts derived by
natural personsfrom providing a standard-cost household service, to
the extent given in a determination of the Commissioner under
section 91AA of the Tax Administration Act 1994.

Clause 8 repeals section CF 3(1)(ga) which excluded from the term
dividends certain income distributed by a group investment fund to a
trustee company.

Clause 9 inserts section CF 5B which relates to the calculation of
imputation credits for dividends paid in Australian dollars by Aus-
tralian companies, with effect from 1 October 2003.

Clause 10 inserts section Cl 1(eb) which classifies contributions to
certain funds as fringe benefits.

Clause 11 amends section Cl 3(8) by consequentialy correcting a
cross reference.

Clause 12 repeals section DI 3A which relates to expenditure by
group investment funds.

Clause 13 repeds section DK 1 which relates to deductions for
certain film expenditure, consequential to the enactment of subpart
ES

Clause 14 inserts subpart ES which relates to arrangements involv-
ing money not at risk.

Clause 15 inserts subpart FDB which relates to companies that may
constitute an imputation group, with effect from 1 April 2003.

Clause 16 amends section HE 2, consequential to the repeal of
section DI 3A.

Clause 17 amends section HH 3 by including some distributions by
a community trust in the gross income assessable to beneficiaries.
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Clause 18 amends section HH 4(1), consequential to the repeal of
section DI 3A.

Clause 19 corrects 2 internal cross reference errors in table HI 8,
with effect from 26 March 2003.

Clause 20 amends section ID 1, by preventing the use of net losses
by some suppliers of standard-cost household services.

Clause 21 amends section IG 2(11)(b)(i) by replacing “an agree-
ment” with *a double tax agreement”.

Clause 22 amends section KC 5(1) by the addition of 9 new charities
to the list of donee organisations in that section.

Clause 23 amends section KD 2 by increasing the thresholds for the
calculation of Part KD credits.

Clause 24 amends section KD 3(2) which relates to the calculation
of family tax credit consequential to section KD 7B.

Clause 25 amends section KD 5B by increasing the rates for interim
instalments of family tax credit.

Clause 26 inserts section KD 7B which addresses the effects of extra
instalments of family tax credits and Part KD credits paid in years
with 27 fortnightly, and 53 weekly, interim instalment dates.

Clause 27 amends section LC 4(11)(e) by replacing " notice of the
assessment” with * notice of assessment”.

Clause 28 amends section LD 1(2A) by replacing ““ closed company”
with “close company”, and by replacing *the year to which the tax
deductionswere made” with *“the year in which tax deductionswere
made”, with effect from 1 April 1999.

Clause 29 amends section LF 1(1) by replacing “New Zeaand
company” with “New Zealand resident company”, with application
for the 1995-96 and subsequent income years.

Clause 30 amends section MB 8(1) by replacing *“ or otherwise” with
“or, in the absence of a request, in such order or manner as the
Commissioner may determine”, with application for the 2002-03
and subsequent income years.

Clause 31 amends section MB 9(1) by clarifying that the section is
subject to section MD 2.
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Clause 32 amends section MBB 4(3) by limiting the notices that a
pooling intermediary must give to a taxpayer, with effect from 1
April 2003.

Clause 33 repeals section MBB 6(8), which is superseded by the
provisions prescribing the treatment in a company’s imputation
credit account of payments under the tax pooling provisions. It
comes into force on 1 April 2003, the date on which the tax pooling
provisions came into effect.

Clause 34 replaces section MBB 9 so as to clarify the tax treatment
of certain payments that are made under the tax pooling system. It
comes into force on 1 April 2003, the date on which the tax pooling
provisions came into effect.

Clause 35 amends section MD 1(3) to clarify the treatment of
refunds.

Clause 36 consequentially amends section MD 2 which concerns
refunds to companies that maintain imputation credit accounts.

Clause 37 repeals section MD 4, with effect from 1 April 2003.

Clause 38 inserts section MD 5 which prevents an entry in a com-
pany’s imputation credit account for income tax or dividend with-
holding tax that is not refunded, with effect from 1 April 2003.

Clause 39 inserts section ME 1B which provides for an election by
an Australian company to establish and maintain an imputation
credit account, although the company is not required by section ME
1 to do so, with effect from 1 April 2003.

Clause 40 inserts section ME 3B, which allows a company that pays
provisiona tax through a tax pooling account to choose between
aternative sets of rules for operating its imputation credit account.
The company may choose a basic set of imputation rules, which
does not distinguish between pooling credits and debits and ordinary
credits and debits, or a set that makes such a distinction. The
advantage for acompany of choosing the latter set of rulesisthat the
company will not lose imputation credits for payments of tax made
after abreach of continuity in the control of the company. The new
section comes into force on 1 April 2003, the date on which the tax
pooling provisions came into effect.

Clause 41 amends section ME 4 to provide for imputation credits to
arise when amounts are deposited in a tax pooling account or an
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Australian company pays non-resident withholding tax. It comes
into force on 1 April 2003.

Clause 42 amends section ME 5 to provide for imputation debits to
arise when there is a refund from a tax pooling account, a transfer
from atax pooling account to another taxpayer or a refund of non-
resident withholding tax to an Australian company. It comes into
force on 1 April 2003.

Clause 43 amends section ME 9 as it relates to the treatment of
payments of further income tax. Taxpayers have 2 months within
which to request adjustments for periods between 1 April 1998 and
the date on which the Act receives the Royal assent. The clause also
provides for the treatment of a payment of further income tax by an
Australian imputation credit account company. It comes into force
on 1 April 2003.

Clause 44 amends a heading before section ME 10, with effect from
1 April 2003.

Clause 45 amends section ME 10 to provide for a consolidated
imputation group to keep an imputation credit account, with effect
from 1 April 2003.

Clause 46 inserts section ME 10B which allows a consolidated
group that pays provisiona tax through a tax pooling account to
choose either a basic set of imputation rules which does not distin-
guish between pooling credits and debits and ordinary credits and
debits, or a set that will make such a distinction so that taxpayers do
not lose imputation credits for tax paid after any breach of con-
tinuity. It comes into force on 1 April 2003.

Clause 47 amends section ME 11 which relates to credits in a
group’ simputation credit account consequential to the trans-Tasman
imputation provisions, with effect from 1 April 2003. It aso pro-
videsfor imputation credits to arise when amounts are deposited in a
tax pooling account by a consolidated group. It comes into force on
1 April 2003.

Clause 48 amends section ME 12 consequential to the trans-Tasman
imputation provisions. It also providesfor imputation debitsto arise
when amounts deposited into a tax pooling account by a consoli-
dated group are refunded to the group from the tax pooling account
or transferred to another taxpayer. It comes into force on 1 April
2003.
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Clause 49 amends section ME 13 to ensure that when a consolidated
group receives an imputation credit for an amount deposited into a
tax pooling account, an individual company in the group does not
also receive a credit in its imputation credit account. It also makes
an amendment consequential to the trans-Tasman imputation provi-
sions. It comes into force on 1 April 2003.

Clause 50 amends section ME 14 consequential to the trans-Tasman
imputation provisions, with effect from 1 April 2003.

Clauses 51 to 54 amend the Branch Equivalent Tax Account
(BETA) rulesto ensure that an attributed foreign loss cannot create a
credit in the BETA account.

Clause 51 amends section MF 4(1)(b), as it read before being
amended by section 385 of the Taxation (Core Provisions) Act 1996,
by replacing the definition of item *“€”, with effect from 20 Decem-
ber 1994, subject to exceptions.

Clause 52 amendsthe BETA rulesin section MF 4(1)(b), with effect
from 26 July 1996, subject to exceptions.

Clause 53 amends section MF 8(2)(b) asit read after being amended
by section 49 of the Income Tax Act 1994 Amendment (No.4) Act
1995 and before being amended by section 387 of the Taxation
(Core Provisions) Act 1996, by replacing item “f” with effect from
20 December 1994, subject to exceptions.

Clause 54 amends section MF 8(2)(b) by replacing subparagraph
(ii) of item “f”, with effect from 26 July 1996, subject to exceptions.

Clause 55 amends section NC 8 by inserting subsection (1AA)
relating to collection codes under other statutes, with application to
pay periods ending on and after the date on which this Act receives
the Royal assent. It also amends section NC 8(1A) and replaces
section NC 8(4), which provides for the time at which an employer
must apply a tax code declaration or tax code certificate from an
employee. The amendment to subsection (4) appliesto pay periods
ending on and after 1 April 2004.

Clause 56 amends section ND 7(4) by repealing paragraph (€), with
effect from 1 April 2003.

Clause 57 amends section NE 2(1) by inserting areferenceto section
NE 2AB(2).
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Clause 58 inserts section NE 2AB, which relates to an employer’s
election that progressive rates of specified superannuation contribu-
tion withholding tax apply.

Clause 59 amends section NE 3 by inserting a reference to
section NE 2AB.

Clause 60 amends section NF 1(2)(a) by inserting subparagraph (X)
which provides that the Commissioner need not deduct RWT from
interest paid to an intermediary, with effect from 1 April 2003.

Clause 61 amends section NF 7(5) to clarify the basis on which
refunds of deductions are payable, with application for the 2002—-03
and subsequent income years.

Clause 62 amends section NF 9 by repealing subsection (1)(c),
consequentially amending subsection (1)(i) and amending sub-
section (11), with various applications.

Clause 63 amends section NG 16(4) by clarifying the treatment of
non-resident withholding tax deducted in error, with application for
the 2002—03 and subsequent income years.

Clause 64 amends section NH 2(1) by replacing item “c”, with
effect from 1 April 2003.

Clause 65 amends section NH 3(7) by replacing “additional tax”
with “late payment penalty”, with application for the 1997-98 and
subsequent income years.

Clause 66 amends section OB 1 as follows:

the insertion of a definition of Australian imputation credit
account company

in the definition of certificate of exemption, *“section NF 11”
is replaced with “section NF 9”

in the definition of commercial bill, or bill, “and FF 5" is
replaced with *DJ16, FF5, and GC 14A”

the insertion of a definition of community trust

the insertion of a definition of consolidated imputation group
amending the definition of continuity provisions

repealing the definition of determination

amending the definition of emergency call

amending the definition of employment
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amending the definition of imputation credit account

amending the definition of imputation credit account
company

inserting a definition of imputation group
repealing the definition of limited recourse loan
repealing the definition of management fees
amending the definition of Maori authority
amending the definition of money

inserting a definition of money that is not at risk
repealing the definition of non-recourse loan
amending the definition of PAYE intermediary
inserting a definition of pooling credit recorder

inserting a definition of promoter, for the purpose of
subpart ES

inserting a definition of resident imputation subgroup

inserting a definition of resident in Australia

amending the definition of resident in New Zealand

amending the definition of salary or wages

amending the definition of schedular gross income

repealing the definition of specified office holder

inserting a definition of standard-cost household service

inserting a definition of trans-Tasman imputation group.
The amendments come into force on various dates.

Clause 67 amends section OB 2(1) by omitting **a payment made to
a specified office holder in respect of the activities of a specified
office”, with effect from 1 April 2003.

Clause 68 amends section OD 5(3) to clarify the references to
“trustee” and “trustee company”.

Clause 69 amends section OE 2(3) by replacing “liable to pay
income tax” with “liable to income tax” .

Clause 70 amends section OZ 1, with various applications.
Clause 71 amends Schedule 1, with various applications.
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Clause 72 amends Schedule 12 consequentialy, by replacing
“$20,000” wherever it appears with “$20,356" .

Part 3
Amendments to Tax Administration Act 1994

Clause 73 states that Part 3 amends the Tax Administration Act
1994.

Clause 74 amends section 3(1) by inserting a definition of standard-
cost household service.

Clause 75 amends section 14(1) by inserting paragraphs (bb) and
(e) which provide for the giving of notices by post.

Clause 76 amends section 17(1B) consequentially.

Clause 77 amends section 29(1) amending the requirements for
shareholder dividend statements from an Australian imputation
credit account company by requiring the inclusion of theterm “ New
Zedland imputation credit”.

Clause 78 corrects the numbering of subparagraphs in section
33A(1) and amends section 33A(2) to clarify the list of taxpayers
who are excluded from the list of taxpayers who are not required to
file returns of income, with various applications.

Clause 79 inserts section 33B which excludes natural persons who
derive schedular gross income from providing a standard-cost
household service from the requirement to furnish a return of
income for their schedular gross income.

Clause 80 amends section 43A to clarify that “a company” means a
company that is resident in New Zealand.

Clause 81 amends the company dividend statement requirements in
section 67(1) by inserting paragraph (eb), which requires the inclu-
sion of the exchange rate between the New Zealand dollar and the
Australian dollar that was used to calculate the imputation ratio.

Clause 82 amends the annual imputation return regquirements in
section 69(1) and inserts subsection (1B) which provides for imputa-
tion credit account companies that are not required to furnish a
return of income.

Clause 83 consequentialy amends the requirements contained in
section 74(b) relating to the cessation of consolidated imputation
groups and adds subsection (2) which excuses aresidual imputation
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subgroup from making areturn if the subgroup is not required to pay
further income tax or penalty imputation tax.

Clause 84 amends the requirementsin section 80D(1) relating to the
circumstances in which the Commissioner must issue an income
statement to a taxpayer.

Clause 85 repeals section 80H(2) which has become redundant.

Clause 86 inserts section 91AA which permits the Commissioner to
make determinations in respect of standard-cost household services
in prescribed circumstances.

Clause 87 amends section 91E(4)(j) to correct areferenceto “ gener-
ally accepted accounting practice”, with effect from 17 October
2002.

Clause 88 amends section 91F(4)(h) to correct a reference to
“generally accepted accounting practice”, with effect from 17 Octo-
ber 2002.

Clause 89 amends section 94(2)(a) to replace an incorrect reference
to “additional tax” with “late payment penalty”, with application
for the 1997-98 and subsequent income years.

Clause 90 amends section 100(2) to replace an incorrect reference to
“on objection” with “in proceedings challenging the assessment”,
with effect from 1 October 1996.

Clause 91 amends section 106(1B) to correct internal subsection
references, with application to specified income years.

Clause 92 amends the definition of interest period contained in
section 120C(1), with application to refunds that arise from income
statements that are issued on or after 15 May 2003 and relate to the
2002-03 or a subsequent income year.

Clause 93 amends section 139A(1) to apply to an imputation credit
account company that is not required to furnish areturn of income,
with effect from 1 April 2003.

Clause 94 amends section 141C(4) by adding subsection (5) which
clarifies the application of section 141C(4) and 141B(1B).

Clause 95 inserts section 141FC which providesfor thereduction, in
certain circumstances, of shortfall penalties imposed on sharehold-
ersof loss attributing qualifying companies as aresult of the attribu-
tion of net losses that are subsequently disallowed.
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Clause 96 amends section 142(1)(c) to clarify the due date for
payment of alate filing penalty by a company that is not required to
furnish a return of income for an income year, with effect from 1
April 2003.

Clause 97 amends section 165A(2) by clarifying that the sections
referred to in that section are in the Income Tax Act 1994, with
effect from 26 March 2003.

Clause 98 amends section 169 to reflect the commencement of the
Personal Property Securities Act 1999.

Clause 99 inserts section 181C which requires the Commissioner to
remit interest and late payment penalties relating to further income
tax, with effect from 1 April 1998.

Part 4
Amendments to other Acts

Amendments to Goods and Services Tax Act 1985

Clause 100 states that clauses 101 to 124 amend the Goods and
Services Tax Act 1985.

Coming into force of clauses 101 to 124:

clauses 101(1) and (3), 104(1), 106(1), 109(1), 109(4), 112,
113(4), 116(2), 120, 121, 122(2), 122(3) and 124 will come
into force on the date on which the Act receives the Roya
assent;

clause 103 will come into force on 1 July 1994;

clauses 101 to 124 otherwise will come into force on a date,
not lessthan 1 year after the date of the Royal assent, that isto
be appointed by the Governor-General by Order in Council.
The requirement for an Order-in-Council is explained in the
genera policy statement relating to Part 4 of the bill.

Clause 101 amends section 2 by amending the definition of goods
and inserting a definition of non-resident.

Clause 102 inserts new section 2A(1)(bb), consequential to new
section 56B.

Clause 103 amends section 3(3)(c) to replace an incorrect reference
to the Companies Amendment Act 1964 with areferenceto the Land
Transfer Act 1952.
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Clause 104 amends section 3A(2) by replacing “ not resident in New
Zealand” with “is a non-resident” and restricts the availability of
input tax from a purchase of secondhand goods, consequential to the
amendments to section 11A.

Clause 105 inserts section 5B which treats certain imported services
as being made in New Zealand by the recipient.

Clause 106 amends section 8(2), (3) and (4) by replacing *not
resident in New Zealand” with “a non-resident” and inserts sub-
section (4B) which treats certain supplies of services as not being
made in New Zealand in prescribed circumstances.

Clause 107 inserts section 9(2)(a)(iv) which provides for the time of
supply of services treated as being made in New Zealand.

Clause 108 amends section 10 by inserting provisions relating to the
valuation of a supply of services.

Clause 109 amends section 11A(1)(K), (1), (m) and (ma)(ii) by
replacing “not resident in New Zealand” with *“non-resident”, and
introduces further provisions relating to the zero-rating of certain
supplies of financial services.

Clause 110 amends section 11AB(a) by replacing “resident in New
Zealand” with “who is aresident”.

Clause 111 inserts section 11C which relates to an election concern-
ing the zero-rating of certain supplies of financial services and
section 11D which relates to figures for the proportions of taxable
supplies made by other persons.

Clause 112 amends section 18 by replacing “and 19 of this Act”
with “and 19B”.

Clause 113 inserts into section 20 a record-keeping requirement
relating to an imported supply of services and consequentially
amends sections 20(3)(a)(iii), 20(3)(b)(iv), 20(3)(d), 20(3)(g) and
20(4)(b).

Clause 114 inserts section 20C which relates to input deductionsin
respect of certain supplies of financial services.

Clause 115 amends section 21G(1A) which relates to the timing of
deductions under section 21F.

Clause 116 amends section 21H(2) which provides for the making
of single deductions under section 21F and in section 21H(3)(d)
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replaces *“ section 21" with “ section 21(1)” with application to sup-
plies made on or after 10 October 2000.

Clause 117 inserts section 24B which prescribes the records to be
kept by the recipient of imported services.

Clause 118 inserts section 25AA which provides for the conse-
guences of change in contracts for imported services.

Clause 119 inserts section 26B which requires aregistered person to
make adjustments to deductions based on customer characteristics.

Clause 120 amends section 46(6) to clarify rights to set off and
refund, with application to goods and services tax paid in excess,
being goods and services tax payable on supplies made in taxable
periods beginning on or after 1 April 2002.

Clause 121 amends section 51(1)(e) by replacing “resident in New
Zealand” with “residents”.

Clause 122 clarifiesthe language of section 55(7) and inserts section
55(7B) which provides for a supply of imported services between
members of a group.

Clause 123 inserts section 56B which provides for the treatment of
branches and divisions in relation to certain imported services.

Clause 124 amends sections 60(6) and (7) by replacing *“ not resident
in New Zealand” with “a non-resident”, and in section 60(7)(b),
replaces “resident in New Zealand” with “aresident”.

Amendments to Sudent Loan Scheme Act 1992

Clause 125 states that clauses 126 to 131 amend the Student Loan
Scheme Act 1992.

Clause 126 amends section 2 by inserting a definition of repayment
code.

Clause 127 amends section 17 consequentially by replacing * Sec-
tions 18 to 25" with *“ Sections 17B to 25”.

Clause 128 inserts section 17B which gives a repayment code for
application in the PAYE rules.

Clause 129 replaces section 18. The new section 18 gives the
requirements for a borrower’ s notice to an employer relating to the
existence of a student loan repayment obligation.
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Clause 130 amends section 25 by correcting cross-references to
other Acts, so that the offences and penalties for employers relating
to PAYE deductions also apply for student loan deductions, and
providing for the repayment code in section 17B.

Clause 131 makes various amendments to section 44A to clarify the
nature of the repayments referred to in that section, with application
to estimated interim repayment obligations arising in respect of the
1998-99 and subsequent income years.

Amendment to Personal Property Securities Act 1999

Clause 132 states that clause 133 amends the Personal Property
Securities Act 1999.

Clause 133 makes a consequential amendment to section 23(b) of
the Personal Property Securities Act 1999.

Regulatory impact and compliance cost statement

In formulating tax law, one objective is to ensure that costs associ-
ated with the functioning of the tax system are minimised. This
objective must, however, be balanced by the need to protect the tax
base, secure an efficient tax system, and treat taxpayers fairly. All
the proposals in this bill are intended to improve the efficiency and
equity of the system. Some proposals which will deliver various
levels of tax savings are also likely to increase tax-related compli-
ance costs.

Compliance cost statement
The following proposals in the bill will reduce compliance costs:

Community trusts: Currently, community trusts established under
the Trustee Banks Restructuring Act 1988 must calculate their own
income tax position, even though most of the income that they
receive can be distributed without a tax liability. The income tax
exemption proposed for these community trusts in this bill will
therefore significantly reduce the tax compliance costs incurred by
them.

Home-based services: The Commissioner of Inland Revenue will be
authorised to determine standard costs for specific home-based ser-
vices, thus removing the current requirement for some home-based
workers to file tax returns. Income calculations for those who elect,



Taxation (Annual Rates,
GST, Trans-Tasman I mputation and
Explanatory note Miscellaneous Provisions) 25

or are (for other reasons) required, to file returnswill also be ssimpli-
fied. There will also be an associated general increase in certainty
and consistency of tax treatment of home-based workers.

Imputation credit account overdrawn: Currently, a company whose
imputation credit account is overdrawn at the end of an imputation
year is liable to pay an amount of “further income tax”, as well as
late payment penalties and use-of-money interest if the further
income tax is not paid by the due date. In future, companiesin these
circumstances will be able to require the Commissioner to off set
further income tax payments against income tax liabilities, and vice
versa. Late payment penalties and use-of-money interest on further
income tax can be remitted if income tax is outstanding as well.

Loss attributing qualifying company (LAQC)—shortfall penaltieson
shareholders. An amendment will remove the double incidence of
shortfall penalties when, as aresult of the disallowance of a deduc-
tion that reduces or extinguishes a net loss incurred by an LAQC,
shortfall penalties are imposed on shareholders of the LAQC.

The following proposals in the bill will increase compliance costs:

GST—imported and financial services. Unlike supplies of imported
goods, most supplies of imported services are not subject to GST.
Overseas suppliers are consequently not required to charge GST
when they supply services in New Zealand. This places New
Zedland suppliers of similar services at a disadvantage because a
New Zealand supplier is required to charge GST. Supplies of finan-
cial services are currently exempt from GST. As a consequence,
financiers are unableto claim back GST costs paid. Provisionsin the
bill address both these economic issues. While some increase in
compliance costs is inevitable, the policy options adopted in each
caseislikely to minimise the amount of additional compliance costs.

Progressive SSCWT: Contributions by employers to superannuation
funds for the benefit of their employees are subject to specified
superannuation contribution withholding tax (SSCWT) at aflat rate
of 33%. Thisrate over-taxes employees earning $38,000 or less. The
amount of over-taxation, estimated to be in the order of $29 million,
arises because employees earning $38,000 or less pay the flat rate of
33% on employer contributions to superannuation funds, whereas
their marginal tax rate is 21%. Provisions in the bill introduce an
option for the employer or fund manager to calculate the amount of
tax to pay by ascertaining the sum of the employee’ sannual salary or
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wages and superannuation contribution for the previous year. If the
combined total was over $38,000, the rate is 33%. If the total was
$38,000 or less, therate is 21%. Progressive rates will necessarily be
more difficult to administer than the current flat rate and will there-
fore increase employers and superannuation funds' compliance
costs. Employees' potential benefits are of the order of $29 million.

Trans-Tasman Imputation: At present, Australian companies which
have paid income tax in New Zealand are unable to pass New
Zedland imputation credits through to their shareholders. Similarly,
New Zealand companies which have paid income tax in Australia
are unable to pass Australian franking credits through to their share-
holders. Provisions in the bill permit the attaching of New Zealand
imputation credits to dividends paid by Australian companies
according to the normal imputation rules that apply to New Zealand
companies. Increased compliance costs can be expected to be
incurred by Australian companies that elect into the New Zealand
imputation system. These costs are expected to reduce over time as
Australian companies become more familiar with the New Zealand
imputation rules.

Sck, accident or death benefit fund income tax exemption: The
investment earnings of a sick, accident or death benefit (SAD) fund
are currently exempt from income tax. The exemption no longer has
a public policy justification and is inconsistent with the general tax
treatment of savings and premiums paid on insurance policies. The
removal of the exemption will also protect the tax base. The SAD
fund exemption has been exploited by high income individuals to
reduce the amount of tax they pay. It is expected that many SAD
funds will be wound up when the benefit of the income tax exemp-
tion isremoved. Remaining SAD fundswill incur increased compli-
ance costs resulting from their being required to file income tax
returns.

The following proposals in the bill will not change compliance
costs:

Annual rates: The provision to confirm the annual rates of income
tax for the 2002—-03 income year has no impact on compliance costs.

Deduction deferral: Aggressive tax minimisation arrangements typ-
ically provide taxpayers with tax deductions that exceed the amount
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of money the taxpayer contributes to (or has at risk) in an arrange-
ment. Current law dealing with tax avoidance can produce uncer-
tainty for taxpayers who enter into such arrangements. Shortfall
penalties and significant ** use-of-money” interest are often imposed
on such taxpayers. By providing greater certainty as to the applica-
tion of tax laws, the deduction deferral provisions are expected to
increase protection for taxpayers from avoidable shortfall penalties
and interest.

Remedial provisions: Provisions that make remedial amendments
to—

. prevent attributed foreign losses being used to create branch
equivalent tax account credits.

. match penalties and offences by employers relating to student
loan deductions, with those relating to PAYE.

. enable the Commissioner of Inland Revenue to instruct an

employer to make student loan repayment deductions when a
borrower fails to notify the borrower’s employer of the bor-
rower’s student loan liability.

. permit the posting of notices by the Commissioner to post box
addresses.

. grant charitable donee status to 9 additional organisations.

. provide for the Commissioner of Inland Revenue to deter-

mine standard costs for specific home-based services, and
removing the requirement to file tax returns for certain home-
based workers.

. ensure that new tax codes for source deduction payments
apply from the start of the pay period during which they are
delivered to the employer.

. clarify a number of provisionsin order to ensure that Judges
receive the same tax treatment as employees in respect of
income received from judicial duties.

. correct an internal cross reference in the definition of emer-
gency call in section OB 1 of the Income Tax Act 1994.

. clarify the section cross-referencesin section 165A of the Tax
Administration Act 1994.
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replace references to “ generally accepted accounting princi-
ples’ in sections 91E(4)(j) and 91F(4)(h) of the Tax Adminis-
tration Act 1994 with “generally accepted accounting
practice”.

amend sections MB 8(1) and (2), MD 1(3), NF 7(5) and NG
16(4) of the Income Tax Act 1994 and section 46(6) of the
Goods and Services Tax Act 1985 to clarify the basis on
which certain amounts of tax paid in excess are to be refunded
or set off.

amend section 44A of the Student Loan Scheme Act 1992 to
clarify whether the repayments referred to are interim or
residual.

amend section 106(1B) of the Tax Administration Act 1994 to
correct an internal cross reference.

amend section 169 of the Tax Administration Act 1994
(which deals with charges over employers property to
recover unpaid tax deductions), and section 23(b) of the Per-
sonal Property Securities Act 1999, consequential to the com-
mencement of the latter Act.

amend the imputation provisions of the Income Tax Act 1994
to allow taxpayerswho pay their provisional tax through atax
pooling account to receive imputation credits when funds are
deposited into the pooling account.

make provision in the Income Tax Act 1994 for income years
in which recipients of Part KD credits or family tax credits
receive either 27 fortnightly instaiments or 53 weekly
instalments.

amend section 17(1B) of the Tax Administration Act 1994 to
ensure that the effect of this information gathering provision
carries through to the relevant offence provisions as intended.
amend section 8(8) of the Goods and Services Tax Act 1985
to replace “a telecommunications supplier not resident in
New Zealand” with *a non-resident”.

repeal section 80H(2) of the Tax Administration Act 1994
because it is redundant.
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Consultation

Proposals contained in the bill were, with the exception of some
minor remedial amendments, subject to the Generic Tax Policy
Process. This is a robust consultative and tax policy development
process. For the major measuresin the bill, this processincluded the
release of the following discussion documents or issue papers.

GST and financial services

GST and imported services

Mass-marketed tax schemes: The deferred deduction rule
Trans-Tasman triangular tax

Specific consultation was undertaken with a number of professional
groups, industry representatives and individual taxpayers, according
to their expertise or membership, including groups in Australia for
trans-Tasman imputation. These consultations included:

. Institute of Chartered Accountants of New Zealand

. Investment Savings and Insurance Association of New
Zedland

. New Zealand Law Society

. New Zealand Bankers' Association

. Business New Zealand

. Film Commission

. Forest Enterprises Limited

. Ministry of Research, Science and Technology

. Ministry of Culture and Heritage
. NZ Council of Trade Unions
. Screen Producers and Directors Association

A detailed commentary, providing a thorough analysis of the hill’s
provisions and their intended application, is available at
www.taxpolicy.ird.govt.nz
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services

106  Imposition of goods and services
tax on supply
107  Time of supply
108  Value of supply of goods and
services
109  Zero-rating of services
110  Zero-rating of telecommunications
services
111 New sections 11C and 11D
inserted
11C Election that sections
11A(1)(q) and (r) and 20C
not apply
11D Amount relating to supplies
by another person

112 Other returns
113 Caculation of tax payable
114  New section 20C inserted
20C Goods and services tax
incurred in making certain
supplies of financial services
115  Timing of deduction under section
21F
116  Application to make single deduc-
tion under section 21F
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117  New section 24B inserted 126  Interpretation
24B Records to be kept by recipi- | 127  Borrowers to whom repayment
ent of imported services deduction provisions of this Part
118  New section 25AA inserted apply )
25AA Consequences of changein | 128 ~ New section 17B inserted _
contract for imported 17B Repayment codes for appli-
services cation of PAYE rules
119  New section 26B inserted 129  Borrower to notify employer of
26B Adjustments to deduction student loan repayment obligation
based on amount relating to 18 Borrower’s notice to
supplies by another person employer of requirement for
o . . r ment deductions
120  Commissioner’s right to withhold Py
payments 130  PAYE rules of Income Tax Act
121 Persons making supplies in course 1994 to apply to repayment
of taxable activity to be registered deductions
122 Group of companies 131  Underestimation penalty where
123 New section 56B inserted interim repayments underestimated
56B Branches and divisions in as at final instalment date
relation to certain imported Amendment to Personal Property
services Securities Act 1999
124  Agents and auctioneers 132 Personal Property Securities Act
1999

Amendments to Student Loan Scheme

125

Act 1992 133 When Act does not apply
Student Loan Scheme Act 1992

The Parliament of New Zealand enacts as follows:

)

)
©)

(4)
®)

(6)
(1)

Title
This Act isthe Taxation (Annual Rates, GST, Trans-Tasman Imputation
and Miscellaneous Provisions) Act 2003.

Commencement
This Act comes into force on the date on which it receives the
Royal assent, except as provided in this section.

Section 103 is treated as coming into force on 1 July 1994.

Sections 51(2) and 53(2) are treated as coming into force on 20
December 1994.

Section 75 is treated as coming into force on 1 April 1995.

Sections 52(2) and 54(2) are treated as coming into force on
26 July 1996.

Section 90 is treated as coming into force on 1 October 1996.

Sections 130(1) and (3) are treated as coming into force on
1 April 1997.
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(8)
9)
(10)

(11)

(12)

(13)
(14)

(15

D

e

Sections 43(1), 95 and 99 are treated as coming into force on 1
April 1998.

Sections 87 and 88 are treated as coming into force on
17 October 2002.

Sections 19, 66(16), 78(1) to (3) and 97 are treated as coming into
force on 26 March 2003.

Sections 32 to 34, 37 to 42, 43(2), 44 to 50, 56, 60, 64, 66(1), 66(2),
66(6), 66(7), 66(10) to (13), 66(21), 66(23), 66(25), 66(27), 66(29), 67,
70(1), 77, 80 to 83, 93 and 96 are treated as coming into force on
1 April 2003.

Section 15 is treated as coming into force—

(& onl1April 2003, except for the purpose of section ME 6
of the Income Tax Act 1994:

(b) on 1 October 2003, for the purpose of section ME 6 of
the Income Tax Act 1994.

Section 9 is treated as coming into force on 1 October 2003.

Sections 55(2), 57 to 59, 71(3) and 71(4) come into force on
1 April 2004.

Sections 101(2), 102, 104(2), 105, 106(2), 106(3), 107, 108, 109(2),
109(3), 111, 113(1) to (3), 113(5), 113(6), 114, 115, 116(1), 117 to 119,
122(1), 122(4) and 123 come into force on a date, not less than 1
year after the date on which this Act receivesthe Royal assent,
that is to be appointed by the Governor-General by Order in
Council.

Part 1
Annual Rates of Income Tax for 2003-04
Rates of income tax for 2003-04 income year
Income tax imposed by section BB 1 of the Income Tax Act
1994 must, for the 200304 income year, be paid at the basic
rates specified in Schedule 1 of that Act.

The Taxation (Annual Rates of Income Tax 2002-03) Act is
repealed.

Part 2
Amendments to Income Tax Act 1994

Income Tax Act 1994
This part amends the Income Tax Act 1994.
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Non-profit bodies' and charities exempt income
In section CB 4(1)(1), “trust.” isreplaced by “trust:” and the
following is added:

“(m) any amount derived by the trustee of a community
trust.”

Subsection (1) applies for the 2004-05 and subsequent income
years.

Certain pensions, benefits, and other compensation

exempt

In section CB 5(1)—

(8 paragraph (i) is repealed:

(b)  before paragraph (j), the following is inserted:

“(ib) any interest or dividend derived by any trustee in trust
for afund, if when theinterest or dividend is derived by
the trustee—

“(i) thesolepurpose of the fund isfor the payment of
the expenses associated with the funerals of
employees of an employer, of spouses and
dependants of employees of the employer, and of
surviving spouses and surviving dependants of
deceased employees of the employer; and

“(i1) the employer has no fewer than 10 employees,
and

“(iii) al potentia beneficiaries of the fund are equally
eligible for benefits from the fund; and

“(iv) no contributionsto the fund are made by a person
who is not the employer or an employee of the
employer; and

“(v) thefund is approved by the Commissioner.”

Subsection (1) applies to amounts that are derived after the date

on which this Act receives the Royal assent.

Other exempt income
In section CB 9(g), “grant.” is replaced by “grant:” and the
following is added:

“(h) any amount derived by a natural person from providing
a standard-cost household service, to the extent given
by any determination under section 91AA of the Tax
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(D
)

Administration Act 1994 that provides for the applica-
tion of this paragraph.”

Exclusions from term “dividends”

Section CF 3(1)(ga) is repeal ed.

Subsection (1) applies for the 2004-05 and subsequent income
years.

New section CF 5B inserted
After section CF 5, the following is inserted:

“CF 5B Amount of dividend for imputation rulesif paid in

10
@

@

11
@

Australian currency

For the purpose of the imputation rules, the amount of a
dividend that is paid in Australian currency by an Australian
imputation credit account company is given by—

axb
where—
a is the amount of the dividend expressed in Australian
currency:

b istheclose of trading spot exchange rate for the Australian
dollar—

(@) for the date on which the dividend is declared, if that
date precedes the date of the payment of the dividend
by 3 months or less:

(b) for thedate on whichthedividendispaid, if that date
follows the date of the declaration of the dividend by
more than 3 months.”

Meaning of “fringe benefit”

After section CI 1(e), the following is inserted:

“(eb) in relation to an employer of an employee, any contri-
bution to afund that satisfies sections CB 5(1)(ib)(i) to (v):".

Subsection (1) applies to contributions made after the date on
which this Act receives the Royal assent.

Value of fringe benefit
In section ClI 3(8), “as specified in paragraphs (€) and (f)” is
replaced by “referred to in paragraph (e), (eb) or (f)”.
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(2) Subsection (1) applies to contributions made after the date on
which this Act receives the Royal assent.

12 Expenditure by group investment fund

(1) Section DI 3A isrepealed.

(2)  Subsection (1) applies for the 2004-05 and subsequent income
years.

13 Limitation of deduction for certain film expenditure to
amount at risk

(1) Section DK 1 isrepealed.

(2) Unless subsection (3) applies, subsection (1) applies for the
2004-05 and subsequent income years.

(3) Subsection (1) does not apply to a person who entered into an
arrangement to which subpart ES of the Income Tax Act 1994,
asinserted by this Act, appliesif in an income year preceding
the person’s 2004—05 income year—

(& the taxpayer can reasonably expect that 10 or more
persons hold or will hold an interest in the arrangement;
or

(b) the circumstances described in section ES 1(1)(b) of the
Income Tax Act 1994 (asinserted by this Act) exist and
not less than 70% of the allowable deductions arising
from the person’s interest in the arrangement (calcu-
lated under section ES 1(2) of the Income Tax 1994, as
inserted by this Act) arise from the ownership of fixed
life intangible property or software.

14  New subpart Sinserted into Part E

(1) After subpart R of Part E, the following is inserted:

“ Subpart S—Arrangements involving money not at risk

“ES 1 Application of subpart
“(1) This subpart applies to a person and an arrangement if—

“(@) the arrangement has a promoter at any time; and

“(b) thearrangement results, for the person and any affected
associated persons, when considered together, in atotal
amount of allowable deductions which exceedsthetotal
amount of gross income—
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“(2

“(3

“(0)

“(d)
“(e)

“(i) for the income year in which the person or any
affected associated person first acquired an
interest in the arrangement; or

“(ii) for the period from the start of the income year to
which subparagraph (i) refers to the end of the next
following income year; or

“(iii) for the period from the start of the income year to
which subparagraph (i) refers to the end of the
second following income year; and

at the end of a period for which paragraph (b) is satisfied,

less than 70% of the property that is subject to the

arrangement is tangible property that is land, buildings
or major plant or machinery; and

the arrangement involves money that is not at risk for

the person or an affected associated person; and

at the end of a period for which paragraph (b) is satisfied,

the total of the money that is not at risk for the person

and any affected associated persons is 50% or more of
the total cost of the property held by those persons as
part of the arrangement at that time.

When subsection (1)(b) is applied—

“(a)

“(b)
“(0)

it isassumed that the person and any affected associated
person has no amount of allowable deductions or gross
income other than that resulting from the arrangement;
and

aloss arising under section HG 16(1) is ignored to the
extent necessary to prevent double counting; and

it is assumed that no gross income or alowable deduc-
tion arises under this subpart.

When subsection (1)(c) is applied—

“(a)
“(b)

“(0)

property is measured at cost; and

the person and any affected associated person are con-
sidered together as a group; and

the cost of property subject to the arrangement is calcu-
lated on a consolidated basis for elimination of intra-
group balances, equivalent to that used for companies
under generally accepted accounting practice of New
Zedland.
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“(4) When subsection (1)(e) is applied—

“(@) theperson and any affected associated persons are con-
Sidered together as a group; and

“(b) thetotal cost of the property held by the group is calcu-
lated on a consolidated basis for elimination of intra-
group balances, equivalent to that used for companies
under generally accepted accounting practice of New
Zealand.

“ES 2 Definitions for subpart
“(1) Inthis subpart—

10

“affected associated per son means an associated person that
is a party to or affected by the relevant arrangement

“arrangement specific loan, in respect of an arrangement

and a person, means a loan made to the person or an affected

associated person as part of or for the purposes of the

arrangement

“arrangement specific person, in respect of an arrangement,

means—

“(a) a person established or acquired as part of or for the
purposes of the arrangement; but

“(b) does not include a partnership only comprising natural
persons or the trustees of a trust

“associated person means an associated person as defined in
any provision of section OD 7 or OD 8(3)

“loan means a financial arrangement under which a person
provides money to another person, but does not include an
excepted financial arrangement

“promoter means a person—
“(@ whois—

“(i) aparty to, orissignificantly involved in formulat-
ing, aplan or programme from which an arrange-
ment is offered; or

“(ii) aware of material and relevant aspects of the
arrangement and who sells, issues or promotes
the selling or issuing of, the arrangement,
whether or not for remuneration; and

“(b) who is not a person whose involvement with the
arrangement is limited to:
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“(i) providinglegal, accounting, clerical or secretarial
services to a promoter; or

“(i1) providing or locating finance in the ordinary
course of the person’s business.

“(2) Inthissubpart, money that isnot at risk means any outstand-
ing obligation under—

“(3

“(a)

“(b)

“(0)

“(d)

an arrangement specific loan made on terms that have
the effect of relieving the person to whom the loan is
made from the obligation to repay al or some of the
money provided under the loan, whether the relief is
contingent or not; or

an arrangement specific loan made on terms that have
the effect of relieving the person to whom the loan is
made from the obligation to make any material payment
in respect of the loan for a period of 10 or more years
from the date the loan is made; or

an arrangement specific loan made to an arrangement
specific person that is unsecured or is in substance
secured only over assets that are employed in the
arrangement; or

aloan that is entered into as part of or for the purposes
of the arrangement and that has the purpose or effect of
achieving the same or a substantialy similar economic
effect as occurs under aloan described in any of subpara-
graphs (a) to (c).

Despite subsection (2), the following financial arrangements are
excluded from the definition of money that is not at risk—

“(a)

“(b)

a loan provided by one associated person to another,
wherethefirst associated person has not obtained any of
the money necessary in order to make the loan under an
arrangement to which this subpart might apply; or
aloan made on arm’ s-length terms by a lender that—
“(i) regularly lends money to personson arm’slength
terms other than as part of arrangementsto which
this subpart applies; and
“(ii) isresident in New Zealand under section OE 1 or
OE 2 or carrying on business in New Zealand
through a fixed establishment in New Zealand.

11
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“(4)

When subsection (2)(b) is applied, a payment is treated as not
being material to the extent it is made for a purpose of defeat-
ing the intent and application of this subpart.

“ES 3 Deferral of net losses available for offset if money not

‘(D)

“(2)

“(3)

“(4)

“(3

12

at risk

This section applies for an income year if—

“(@) thereis an arrangement to which this subpart applies,
and

“(b) the arrangement results, for a person and any affected
associated persons, when considered together, in atotal
amount of allowable deductions which exceedsthetotal
amount of grossincome for the income year (calculated
under section ES 1(2) but including any allowable deduc-
tion arising under subsection (4)); and

“(c) attheend of theincome year, the arrangement involves
an amount of money that is not at risk.

The person and the affected associated persons are, jointly but

not severally, treated as deriving an amount of gross income

in the income year equal to the lesser of—

“(@ the amount of the excess referred to in subsection (1)(b);
or

“(b) the amount of money not at risk referred to in
subsection (1)(c).

If more than one person is subject to the same adjustment
required by subsection (2), the amount of grossincome is alo-
cated amongst—

“(a) those personsinthe group who individually have atotal
amount of allowable deductions which exceeds their
total amount of gross income for the income year (cal-
culated under section ES 1(2)); and

“(b) in proportion to their respective excess alowable
deductions.

A person who has an amount of gross income under sub-
section (2) is treated as having an allowable deduction of an
equal amount in the following income year.

When subsection (1)(c) is applied, an amount repaid istreated as
still being outstanding to the extent that—
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“(@ theamountisrepaid asaresult of atransaction, involv-
ing the use of put or call options (excluding a contract
for the salefor future delivery of goods at market value)
or a contract of insurance or guarantee, that comprises
part of the arrangement; and

“(b) the transaction does not give rise to gross income.”

Subsection (1) applies to the 2004-05 and subsequent income
years but, in the case of a person who enters into the relevant
arrangement before the 2004-05 income year, only if either—
(8 it can reasonably be expected that 10 or more persons
have or will acquire an interest in the arrangement; or
(b) in an income year for which section ES 1(1)(b) of the
Income Tax Act 1994 (as inserted by this Act) is satis-
fied, 70% or more of the allowable deductions from the
person’s interest in the arrangement (calculated under
section ES 1(2) of the Income Tax Act 1994, as inserted
by this Act) arise from ownership of—
(i) fixed life intangible property; or
(i) software.

New subpart DB inserted into Part F
After subpart D of Part F, the following is inserted:

“ Subpart DB—Imputation Group of Companies

“FDB 1 Companiesthat may constitute imputation group

A company is eligible at atime to be a member of an imputa-
tion group with other companies if, assuming the company
and the other companies to be members of the group, at the
time—
“(@ each member of the group isacompany that is resident
in New Zealand or Australia and—
“(i) isnot, for a purpose of taxation in Australia or
New Zealand, treated by a double tax agreement
asbeing resident in acountry that isnot Australia
or New Zealand; and
“(i1) isrequired by section ME 1 to maintain an impu-
tation credit account or is subject to an election
under section ME 1B to maintain an imputation
credit account; and
“(iii) isnot aloss attributing qualifying company; and

13
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“(b) the members of the group are a wholly-owned group of
companies; and
“(c) no member of the group is a qualifying company or all
members of the group are qualifying companies; and
“(d) no member of the group is a mining company or all
members of the group are mining companies; and
“(e) no member of the group is a member of a consolidated
group or al members of the consolidated group are
members of the group; and
“(f) no member of the group has shares that, for purposes
including the purpose of enabling a company to be a
member of the same imputation group as another mem-
ber of the group so as to defeat the intent and applica-
tion of the imputation rules, have—
“(i) been subject to an arrangement or series of
related or connected arrangements:
“(ii) had rights attaching to them that have been extin-
guished or altered, directly or indirectly, by any
means whatever.

“FDB 2 Formation of imputation group

‘(D)

“(2)

Any 2 or more companies that are eligible to be members of
an imputation group may give to the Commissioner, in aform
that is acceptable to the Commissioner, a notice of election to
form the imputation group.

A notice given under subsection (1) must nominate one of the
companies as agent of the imputation group for the purposes
of the imputation rules.

“FDB 3 Membership of groups

‘()

“(2)
“(3)

14

A resident imputation subgroup is associated with a trans-
Tasman imputation group and consists of the members of the
trans-Tasman imputation group that are not Australian impu-
tation credit account companies.

An imputation group or resident imputation subgroup may
continue to exist if the number of its membersisreduced to 1.
If at any time an imputation group or resident imputation
subgroup has no member company, that imputation group or
resident imputation subgroup ceases to exist.
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“FDB 4 Liability of members of imputation group

A company that isamember of an imputation group isjointly
and severally liable, with the other members of the imputation
group, for further income tax, civil penalties, and interest
under Part 7 of the Tax Administration Act 1994 arising from
the operation of the imputation credit account of the imputa-
tion group.

“FDB 5 Nominated company

‘(D)
“(2

“(3)

“(4)

“(3

The nominated company for an imputation group at any time

must be a member of the imputation group at the time.

The nominated company for a trans-Tasman imputation

group—

“(@ must not be an Australian imputation credit account
company:

“(b) isalsothe nominated company for the resident imputa-
tion subgroup that is associated with the trans-Tasman
imputation group.

The nominated company for an imputation group at any time

is the agent at that time of the imputation group for the

purpose of the imputation rules and of each company that is at
that time a member of the imputation group.

A nominated company for an imputation group may at any
time give notice to the Commissioner, in aform acceptable to
the Commissioner, that on a specified date the company is to
cease to be the agent for the imputation group and that another
company isto become the nominated company for theimputa-
tion group.

A notice under subsection (4) has effect from the date that is 30
days after the date on which the Commissioner receives the
notice.

“FDB 6 Leaving an imputation group

“(D

A company that isamember of an imputation group ceasesto

be a member of that group if—

“(@ the company elects to cease to be a member of the
group, by notice in writing to the Commissioner in a
form acceptable to the Commissioner:

15
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“(2

“(3

“(4)

16

“(b) thecompany ceasesto be eligible to be amember of the
group:

“(c) the company is not the nominated company for the
group and ceases to be entitled to be a member of the
same imputation group as the nominated company:

“(d) the company is a member of an imputation group that
ceases to have a nominated company, subject to
subsection (6).

A company that elects to cease to be a member of an imputa-
tion group ceases to be a member of the group with effect
from—

“(a@) if the notice of election specifies a date on which the
election is to take effect and on that date the company
would otherwise be a member of the group, the begin-
ning of the day specified in the notice of e ection:

“(b) otherwise, the later of—

“(i) thebeginning of the imputation year in which the
notice of election is received by the
Commissioner:

“(i1) the time at which the company becomes a mem-
ber of the group.

A company that ceases to be eligible to be a member of an
imputation group ceases to be a member of the group with
effect from—
“(a) if subsection (7) is satisfied, the beginning of the day on
which the company’s eligibility ceases:
“(b) otherwise, the later of—
“(i) thebeginning of the imputation year in which the
company’s eligibility ceases:
“(it) the time at which the company becomes a mem-
ber of the group.

A company that isnot the nominated company for agroup and

that ceases to be entitled to be a member of the same group as

the nominated company ceases to be a member of the group
with effect from—

“(@) if subsection (7) is satisfied in respect of the company, the
beginning of the day on which the company’s entitle-
ment ceases:

“(b) otherwise, the later of—
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“(3

“(6)

“(7)

“(8)

“(i) thebeginning of the imputation year in which the
company’s entitlement ceases:

“(ii) the time at which the company becomes a mem-
ber of the group:

If at any time during an imputation year there is no nominated
company for an imputation group and a replacement nomi-
nated company is not appointed under subsection (6), al the
companiesin the group cease to be members of the group with
effect from the beginning of the imputation year.

If the nominated company for an imputation group is liqui-
dated and the other companies of the group select another
company as a replacement, the replacement company is the
nominated company for the group from the date of theliquida-
tion if the Commissioner is notified of the selection within 30
days after that date, or within such further period as the
Commissioner may allow.

Despite subsection (3) or (4), if a company that ceases to be
eligible to be a member of an imputation group, or ceases to
be entitled to be a member of the same group as a nominated
company, elects that this subsection should apply with respect
to the company, the group and the imputation year, the com-
pany shall be treated for the purposes of this Act as ceasing to
be amember of the imputation group with effect from thetime
at which the eligibility or entitlement ceases.

An election under subsection (7) is valid if—

“(a) theelectionismade by noticein writing to the Commis-
sioner in aform that is acceptable to the Commissioner
and is received by the Commissioner within—

“(i) 30 days after the time at which the company
ceases to be eligible to be a member of the group
or ceases to be entitled to be a member of the
same group as the nominated company:

“(ii) such further period as the Commissioner may
allow as reasonable in all the circumstances; and

“(b) the Commissioner cannot reasonably conclude that an
arrangement has been entered into for the purpose, or
for purposes including the purpose, of enabling the
company to meet the requirements of subsection (7) SO as
to defeat the intent and application of the imputation
rules.

17
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“(9) If acompany ceasesto be amember of animputation group by

16
D
2
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virtue only of being liquidated, nothing in subsections (2) to (4)
applies to treat the company as having so ceased to be a
member with effect from the beginning of the income year in
which the liquidation occurred.”

Group investment funds
In section HE 2(1A), “DI 3A,” is omitted.

Subsection (1) applies for the 2004-05 and subsequent income
years.

Gross income assessable to beneficiaries
In section HH 3(2), “unless the trustee is the trustee of a
community trust” isinserted after *“ agent of the beneficiary” .

In section HH 3(5), “, subject to subsection (5B)” is inserted
after “the beneficiary” .

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

“(5B) If the trustee of a community trust makes in an income year a

(4)

18
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distribution to a person as a beneficiary of the trust and the

distribution is not beneficiary income of the person, the distri-

bution is grossincome of the person in the income year to the

extent that the distribution does not represent—

“(a@) trustee income derived by the trustee of the trust in or
before the 2003-04 income year:

“(b) the corpus of the trust:

“(c) capital profits or capital gains derived by the trustee of
the trust.”

Subsections (1) to (3) apply for the 2004-05 and subsequent
income years.

Trustee income

In section HH 4(1), “, DI 3 and DI 3A” isreplaced by “and
DI 3”.

Subsection (1) applies for the 2004-05 and subsequent income
years.
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Consequences of change in entity status for purpose of
Maori authority rules

In row 5 and row 6 of table HI 8, “HI 7” isreplaced by “HI
9.

No offset in calculating some schedular income tax
liabilities

In the heading to section ID 1, “schedular” is omitted.
In section ID 1, the following is added:

A taxpayer who in an income year derives schedular gross
income from an activity of providing a standard-cost house-
hold service must not take a net loss from the activity into
account in calculating the income tax liability of the taxpayer
for any income year if the net loss is obtained by using for an
allowable deduction a figure that is, or afigure that is calcu-
lated using a method that is, given by a determination of the
Commissioner under section 91AA of the Tax Administration
Act 1994.”

Net loss offset between group companies

In section 1G 2(11)(b)(i)—

(@ “an agreement” is replaced by “a double tax
agreement”:

(b) “the agreement” is replaced by “the double tax
agreement”.

Rebate for gifts of money
In section KC 5(1)(cb), “Trust.” is replaced by “Trust:” and
the following is added:

“(cc) Books for Africa:

“(cd) Bright Hope International Trust:

“(ce) Help a Child Foundation New Zealand:

“(cf) Greater Mekong Subregion Tertiary Education Consor-
tium Trust:

“(cg) The Sir Edmund Hillary Trust:

“(ch) Cheboche Area Trust Inc:

“(ci) Sampoerna Foundation Limited:

“(cj) Surf Aid International Incorporated:

“(ck) Plan New Zealand.”

19
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(2) Subsection (1) applies for the 2003—-04 and subsequent income
years.
23  Calculation of Part KD credit
(1) InsectionKD 2(1), **, subject to section KD 7B” isinserted after
“subsection (2)”.
(2) Insection KD 2(6), in the definition of the item “ abatement
rate” —
(@ “$20,000", wherever it appearsin paragraphs (a)(i) and
(i) and (b)(i) and (ii), is replaced by “$20,356":
(b) “$27,000”, wherever it appears in paragraphs (a)(ii)
and (iii) and (b)(ii) and (iii), is replaced by “$27,481":
(c) "“$1,260”, wherever it appearsin paragraphs (a)(iii) and
(b)(iii), is replaced by “$1,282.50".
(3) Subsection (1) applies for the 2003-04 and subsequent income
years.
(4) Subsection (2) applies for the 2004—-05 and subsequent income
years.
24  Calculation of family tax credit
(1) InsectionKD 3(2), *, subject to section KD 7B” isinserted after
“subsection (3)”.
(2) Subsection (1) applies for the 2003—04 and subsequent income
years.
25 Ratesfor interim instalments for period ending on or
after 1 July 1998
(1) Inthe heading for section KD 5B, “ending” is replaced by
“beginning”.
(2) Insection KD 5B(5), in the definition of the item *“f”—
(& “$20,000”, wherever it appearsin paragraphs (a)(i) and
(i) and (b)(i) and (ii), is replaced by “$20,356":
(b) “$27,000”, wherever it appears in paragraphs (a)(ii)
and (iii) and (b)(ii) and (iii), is replaced by “ $27,481":
(o) “$1,260”, wherever it appearsin paragraphs (a)(iii) and
(b)(iii), is replaced by “$1,282.50”.
(3) Subsection (2) applies for the 2004—05 and subsequent income

20
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26  New section KD 7B inserted
(1) After section KD 7, the following is inserted:

“KD 7B Effect of extrainterim instalment on entitlement to
tax credit
“(1) This section applies to a person who—

“(a)
“(b)

“(0)

isentitled to aPart KD credit or family tax credit for the

whole or part of an income year; and

receives in the income year—

“(i) a payment under section KD 7 of an interim
instalment of the credit for each period of afort-
night in the income year; or

“(i1) payments under section KD 6 of interim instal-
ments of the credit for periods of a week in the
income year and no payment under section KD 7
in the income year; and

as a consequence of the calendar year not being divided

into an exact number of fortnights or weeks—

“(i) receives in the income year 27 interim instal-
ments corresponding to a period of afortnight; or

“(i1) may have received in the income year 53 interim
instalments corresponding to a period of a week.

“(2) For the purpose of section KD 4(2)(c), a person who has
received payments under section KD 7 for the whole of an
incomeyear isentitled to acredit of tax for the income year of
the amount given by the following formula

a+ ((b—c)Xi—i’r

where—

a

is the amount of the credit of tax for the income year

calculated for the person under—

(@ sectionKD 2, if the personisentitled to aPart KD
credit of tax:

(b)  sectionKD 3, if the personisentitled to the family
tax credit:

isthe amount of the final interim instalment received by

the person in the income year:
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c isthe amount of any parental tax credit that is included
in the final interim instalment received by the person in
the income year.

“(3) For the purpose of section KD 4(2)(c), a person who has

)
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received payments under section KD 6 for the whole of an
income year and no payment under section KD 7 for the
incomeyear isentitled to acredit of tax for the income year of
the amount given by the following formula:

b
a+ (53)
where—

a isthe amount of the credit of tax for the income year
calculated for the person under—
(@ sectionKD 2, if the personisentitled to aPart KD
credit of tax:
(b)  sectionKD 3, if the personisentitled to the family
tax credit:
b isthetotal amount of theinterim instalments received by
the person in the income year.”

Subsection (1) applies for the 2004-05 and subsequent income
years.

Foreign tax credits—controlled foreign companies
In section LC 4(11)(e), “ notice of the assessment” is replaced
by “notice of assessment”.

Tax deductions to be credited against tax assessed

In section LD 1(2A), in the words preceding paragraph (a),
“closed company” is replaced by *close company”.

In section LD 1(6), in the words following paragraph (b), “the
year to which the tax deductions were made” is replaced by
“the year in which the tax deductions were made”.

Subsections (1) and (2) apply to tax deductions from source
deduction payments made on and after 1 April 1999.



Taxation (Annual Rates,
GST, Trans-Tasman I mputation and
Miscellaneous Provisions) Part 2 cl 34

29
D
@
©)

30
@

)

©)

31

32

33

34

Underlying foreign tax credits generally, and

inter pretation

In section LF 1(1)(a), “New Zealand company’s’ is replaced
by “New Zealand resident company’s’.

In section LF 1(1)(b)(i) “New Zealand company” is replaced
by “New Zealand resident company”.

Subsections (1) and (2) apply for the 1995-96 and subsequent
income years.

Refund of overpaid provisional tax

In section MB 8(1), in the words following paragraph (c), *“or
otherwise” isreplaced by “or, in the absence of arequest, in
such order or manner as the Commissioner may determine”.

In section MB 8(2), in the words following paragraph (c), “or
otherwise” is replaced by “or, in the absence of arequest, in
such order or manner as the Commissioner may determine”.

Subsections (1) and (2) apply for the 2002—03 and subsequent
income years.

Payments to be set off within wholly-owned group
In section MB 9(1), “ This section” is replaced by “ Subject to
section MD 2, this section”.

Tax pooling account

In section MBB 4(3), “, if the intermediary has not already
given such notice to the taxpayer” is inserted after
“Commissioner”.

Transfers from tax pooling account
Section MBB 6(8) is repealed.

Tax treatment of payments of interest
Section MBB 9 is replaced by the following:

“MBB 9 Tax treatment of payments of interest
“(1) Thissection appliesto a payment that is made by an interme-

diary to a client of an intermediary or by a client of an
intermediary to the intermediary and that represents a differ-
ence between—
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“(2)
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“(@) anamount of funds that has been held in atax pooling
account for a period of time; and
“(b) an amount that is paid for the entitlement to the funds.

The payment is treated as—

“(@ a payment of interest to the person who derives the
payment, for the purposes of section CE 1, the RWT
rules and the NRWT rules:

“(b) expenditureincurred in deriving the grossincome of the
person who makes the payment.”

Refund of excess tax

In section MD 1(3)—

(@ *“, insuch order or manner as the Commissioner may
determine or in accordance with a person’s, or ther
agent’s, request under section 173T of the Tax Admin-
istration Act 1994,” is omitted:

(b)  “inaccordance with arequest under section 173T of the
Tax Administration Act 1994 by a person or aperson’s
agent, or, in the absence of a request, in such order or
manner as the Commissioner may determine” is
inserted after “other amount due”.

Subsection (1) applies for the 2002-03 and subsequent income
years.

Limits on refunds of tax
In section MD 2(1), the words preceding paragraph (a) are
replaced by the following:

“When an imputation credit account company becomes enti-
tled at any time to arefund of income tax in accordance with
section MD 1, or becomes entitled to make a set off within a
wholly-owned group in accordance with section MB 9, the
refund to be paid to the company or the set off to be made in
accordance with section MB 9 must not exceed the credit
balance (if any) of the company’ simputation credit account at
the later of—".

Sections MD 2(1A) to (4) are replaced by the following:

“(1A) Despite subsection (1)(a), an imputation credit account com-

24
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“(2)

“(3)

“(4)

extension of time for furnishing the imputation return may be
refunded income tax in accordance with section MD 1 or
make a set off in accordance with section MB 9 if the refund
or set off, or refund and set off, does not exceed the credit
balance (if any) of the company’s imputation credit account
on the last day of the imputation year for which the imputation
return was furnished.

When a company that has ceased to be an imputation credit
account company becomes entitled to a refund of income tax
in accordance with section MD 1 or becomes entitled to make
a set off within a wholly-owned group in accordance with
section MB 9 in respect of any income year during which it
was an imputation credit account company, the refund paid to
the company, or the set off to be made by the company, or the
refund and set off, must not exceed the credit balance (if any)
of the company’s imputation credit account that arose as a
debit under section ME 5(1)(k) immediately before the com-
pany ceased to be an imputation credit account company.

For the purposes of subsections (1), (1A) and (2), a credit balance
referred to in those subsections must be treated as reduced by
an earlier refund paid to the company or a set off in accor-
dance with section MB 9 during the same imputation year,
being arefund of incometax or arefund of dividend withhold-
ing payment or set off under section MB 9 that may not, under
this section or section NH 4, exceed that credit balance.

For the purposes of subsections (1), (1A) and (2), if the refund or
set off referred to in those subsections is a refund of income
tax for an income year made under section MD 1 or a set off
for an income year under section MB 9, the credit balance
referred to in those subsections must be treated as increased
by an amount equal to any debit to the company’s imputation
credit account which arose under section ME 5(1)(i) after the
date of payment of the first instalment of provisional tax for
that income year and before the date on which the credit
balance is to be determined in accordance with subsection (1) or

(2).”
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(3 In section MD 2(5), the words preceding paragraph (b) are
replaced by the following:

“1f income tax paid in excessis not refunded to a company or

set off within awholly-owned group by a company by reason

of subsections (1), (1A) or (2), the income tax not refunded or set
off, or not refunded and not set off—

“(@ must becredited in payment of any incometax or provi-
sional tax that is payable by the company for theincome
year during which the entitlement to the refund or set
off, or refund and set off arose, or for an income year
commencing after 31 March 1988, whether before or
after the income year in which the entitlement to the
refund, or set off, or refund and set off arose:”.

(4) In section MD 2(5A), “or set off within a wholly-owned
group in accordance with section MB 9” is inserted after
“refunded”.

(5) In section MD 2(7), the words preceding paragraph (a) are
replaced by the following:

“Nothing in this section limits the amount of any refund or off
set, or refund and off set of tax overpaid by a qualifying
company unless—".

37 Application of income tax or dividend withholding
payments not refunded
Section MD 4 is repeal ed.

38 New section MD 5 inserted
After section MD 3, the following is inserted:

“MD 5 Application of income tax or dividend withholding
payments not refunded
“(1) This section applies to—
“(@) transfers of tax paid in excess that is not refunded to
which section MD 2(5) applies,
“(b) refunds of dividend withholding payments paid by a
company and to which either section NH 4(2)(b) or NH
5(5)(b) applies.
“(2) If this section applies, no credit or debit may arise to an
imputation account or to a dividend withholding payment
account that a company is required to maintain.”
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New section ME 1B inserted
After section ME 1, the following is inserted:

“ME 1B Companies electing to maintain imputation credit

‘(D)

“(2

“(3)

“(4)

“(9)

account

A company that is excluded by section ME 1(2)(a) or (b), but

not by section ME 1(2)(c) to (i), from the obligation under

section ME 1 to establish and maintain an imputation credit

account is eligible under this section to have an imputation

credit account if the company is—

“(@ resident in Australia; and

“(b) not treated by a double tax agreement as being resident
in acountry that is not Australiaor New Zealand, for a
purpose of taxation in Australia or New Zealand.

A company that is eligible under this section to have an
imputation credit account may make an election under this
subsection by giving notice to the Commissioner in a form
that is acceptable to the Commissioner.

The Commissioner may decline to accept a notice under sub-

section (2) from a company if—

“(@) an election by the company under this section has been
revoked previously by the Commissioner; and

“(b) the company does not satisfy the Commissioner that the
company has taken adequate steps to prevent the occur-
rence of situations of the type that gave rise to the
revocation.

A notice under subsection (2) is effective—

“(@ for the purpose of section ME 6, from the later of—
“(i) thedatethat is30 days after the date on which the

Commissioner receives the notice; and
“(i1) 1 October 2003:

“(b) for the purpose of the other provisionsin the imputation
rules, from the beginning of the imputation year that
contains the date that is 30 days after the date on which
the Commissioner receives the notice.

A company that makes an election under subsection (2) in an
imputation year must establish and maintain an imputation
credit account—
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“(6)

“(7)
“(8)

“(9)

“(@ until the date on which the company ceases to be €li-
gible under subsection (1) or on which the election is
revoked, for the purpose of section ME 6:

“(b) fortheimputation year and for each subsequent imputa-
tion year at the beginning of which the company is
eligible under subsection (1) and the el ection has not been
revoked, otherwise.

A company that is in a wholly-owned group of companies
with acompany that makes an election under subsection (2), and
is not prohibited by an independent regulatory body from
having such liability, isjointly and severally liable with that
company for further income tax, civil penalties and interest
under Part 7 of the Tax Administration Act 1994 that arise
from a breach of the imputation rules by the company that
makes the election.

A company that makes an election under subsection (2) may
revoke the election by giving a notice to the Commissioner.

A notice under subsection (7) is effective—

“(@ from the date that the Commissioner receives the
notice, for the purpose of section ME 6:

“(b) from the end of the imputation year in which the Com-
missioner receives the notice, otherwise.

The Commissioner may give to a company a notice that
revokes an election under subsection (2) by the company.

“(20) A notice under subsection (9) is effective—

“(@ from the date given in the notice, for the purpose of
section ME 6:

“(b) fromtheend of theimputation year in which the date of
the notice falls, otherwise.

“(11) Therevocation of an election does not affect the obligations of

40

a company that arise while the company is an imputation
credit account company.”

New section ME 3B inserted
After section ME 3, the following is inserted:

“ME 3B Company may be pooling credit recorder

“(D

28

An imputation credit account company may, when recording
credits and debits in the company’ s imputation credit account
for an imputation year, choose to distinguish between—
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“(a) credits and debits that relate to funds in a tax pooling
account; and
“(b) other credits and debits.

A company that choosesto record the distinction referred toin
subsection (1) is a pooling credit recorder.”

Credits arising to imputation credit account
After section ME 4(1)(a)(ix), the following is added:

“(x) apayment that is made by means of a transfer
from a tax pooling account to the company’s
account with the Commissioner, subject to para-
graph (ac):”.

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

“(ac) the amount of a transfer from an intermediary’s tax
pooling account to the company’s account with the
Commissioner, if the company is a pooling credit
recorder:

“(ad) the amount of any payment that is made by an interme-
diary into a tax pooling account from funds that are
supplied by the company for that purpose, if the com-
pany is not a pooling credit recorder:

“(ae) the amount of any transfer by an intermediary to the
company of an entitlement to fundsthat are held in atax
pooling account, if the company is not a pooling credit
recorder:”.

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

“(1B) There shall arise as credits (called pooling imputation

credits) to be recorded by a pooling credit recorder in the

imputation credit account of the company for any imputation

year the following amounts:

“(@ the amount of any payment that is made by an interme-
diary into a tax pooling account from funds that are
supplied by the company for that purpose:

“(b) the amount of any transfer by an intermediary to the
company of an entitlement to fundsthat are held in atax
pooling account.

“(1C) There shall arise as credits to be recorded by an Australian

imputation credit account company in the imputation credit
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account of the company for any imputation year the following

amounts:

“(@ non-resident withholding tax that, under section NG 2,
the company pays on non-resident withholding income:

“(b) a payment of tax made under the Income Tax (With-
holding Payments) Regulations 1979 from a withhold-
ing payment made to the company as a non-resident
contractor:

“(c) a payment of tax to meet the schedular income tax
liability of the company for schedular gross income that
the company derives under section CN 1, CN 2 or CN 4
in the income year corresponding to the imputation
year.

“(1D) No amount may create more than 1 credit under subsections

(4)

©)

(2) and (1€).”
After section ME 4(2)(ab), the following is inserted:

“(ac) inthe case of acredit referred to in paragraph (ac) of that
subsection, on the effective date of the transfer under
section MBB 6(2):

“(ad) in the case of acredit referred to in paragraph (ad) of that
subsection, on the date of the payment into the tax
pooling account:

“(ae) in the case of acredit referred to in paragraph (ae) of that
subsection, on the date in the intermediary’s books of
account of the transfer of the credit for the funds:”.

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

“(2B) The credits referred to in subsection (1B) shall arise—

“(a) inthe case of acredit referred to in paragraph (a) of that
subsection, on the date of the payment into the tax
pooling account:

“(b) inthe case of acredit referred to in paragraph (b) of that
subsection, on the date in the intermediary’s books of
account of the transfer of the credit for the funds.

“(2C) The credits referred to in subsection (1€) shall arise—

30

“(@) inthe case of the credit referred to in paragraph (a) of that
subsection, on the date that the non-resident withhold-
ing tax is paid:

“(b) inthe case of the credit referred to in paragraph (b) of that
subsection, on the date that the tax payment is made:
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“(c) inthe case of the credit referred to in paragraph (c) of that
subsection, on the date that the schedular incometax is
paid.”

Debits arising to imputation credit account
After section ME 5(1)(e), the following is inserted:

“(eb) in the case of a company that is not a pooling credit
recorder, the amount of any refund that is made to the
company by an intermediary from funds in a tax pool-
ing account for which the company hasreceived a credit
under section ME 4(1)(ad) or (ae):

“(ec) in the case of a company that is not a pooling credit
recorder, the amount of the fundsinvolved in any trans-
fer from the company to another taxpayer by an inter-
mediary of an entitlement to funds in a tax pooling
account for which the company has received a credit
under section ME 4(1)(ad) or (ae):”.

In section ME 5(1)(i), “ not being a credit which has before the
specified time been cancelled out by a prior or subsequent
debit” is replaced by *“not being a pooling imputation credit
and not being a credit which has before the specified time
been cancelled out by a prior or subsequent debit that is not a
pooling imputation debit”.

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

“(1B) There shall arise as debits (called pooling imputation debits)

to be recorded by a pooling credit recorder in the imputation

credit account of the company for any imputation year the

following amounts:

“(@) the amount of any refund that is made to the company
by an intermediary from funds in atax pooling account
for which the company has received a credit under
section ME 4(1B)(a) or (h):

“(b) the amount of the funds involved in any transfer from
the company to another taxpayer by an intermediary of
an entitlement to funds in a tax pooling account for
which the company has received a credit under
section ME 4(1B)(a) or (b):

“(c) the amount of any funds, for which the company has
received a credit under section ME 4(1B)(a) or (b), that are
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transferred from an intermediary’ s tax pooling account
into the company’ s account with the Commissioner.

“(1C) There shall arise as debits to be recorded by an Australian
imputation credit account company in the imputation credit
account of the company for any imputation year the following
amounts:

4)

32

“(a)

“(b)

“(0)

any refund arising from an amount that—

“(i) is an overpayment of non-resident withholding
tax on non-resident withholding income; and

“(if) for which the company has received a credit
under section ME 4(1C)(a):

any refund arising from an amount that—

“(i) isan overpayment of tax under the Income Tax
(Withholding Payments) Regulations 1979 from
awithholding payment made to the company asa
non-resident contractor; and

“(i1) for which the company has received a credit
under section ME 4(1C)(h):

any refund of tax arising from an amount that—

“(i) is an overpayment of the company’s schedular
income tax liability for schedular gross income
that the company derived under section CN 1,
CN 2 or CN 4; and

“(i1) for which the company has received a credit
under section ME 4(1C)(c).”

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

“(eb)

in the case of adebit referred to in paragraph (eb) or (ec) of

that subsection—

“(i) on the date on which the refund or transfer is
made, if subparagraph (i) does not apply:

“(ii) at the end of the last imputation year that finished
before the date on which the refund or transfer is
made, if the company is not a qualifying com-
pany and the company’s imputation credit
account would, without the refund or transfer, be
in credit by less than the amount of the debit—
“(A) on the date on which the refund or transfer

is made; and
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“(B) at the end of the last imputation year that
finished before the date on which the
refund or transfer is made:”.

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

“(2B) The debits referred to in subsection (1B) shall arise—

“(a) inthe case of adebit referred to in paragraph (a) or (b) of
that subsection—

“(i) on the date on which the refund or transfer is
made, if subparagraph (ii) does not apply:

“(i1) at theend of the last imputation year that finished
before the date on which the refund or transfer is
made, if the company is not a qualifying com-
pany and the company’s imputation credit
account would, without the refund or transfer, be
in credit by less than the amount of the debit—
“(A) on the date on which the refund or transfer

is made; and
“(B) at the end of the last imputation year that
finished before the date on which the
refund or transfer is made:
“(b) in the case of a debit referred to in paragraph (c) of that
subsection, on the effective date under section MBB
6(2) of the transfer.

“(2C) The debits referred to in subsection (1€) shall arise on the date

43
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that the refund is paid.”

Further tax payable where end of year debit balance, or
when company ceases to be imputation credit account
company

Section ME 9(5) is replaced by:

“(5B) A company which pays an amount of further income tax for

whichitisliable under thissection may, inrelationto ayear in
which the company was an imputation credit account com-
pany, specify the income tax liability (including provisional
tax) to which the amount paid is to be credited, and the
amount so paid must be credited in the manner specified from
the date on which the payment was received.

“(5C) A company that, after the end of an imputation year to which

subsection (1) refers, pays an amount of incometax in relation
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to a year in which the company was an imputation credit
account company may specify that the payment may also be
used to satisfy or partially satisfy a further income tax
liability.

“(5D) In respect of further income tax charged in relation to the

)

imputation years that commence between 1 April 1998 and 1

April 2002, a company to which subsections (5B) and (5¢) would

have applied if theinsertion of those provisions by the Taxation

(Annual Rates, GST, Trans-Tasman Imputation and Miscellaneous Provi-

sions) Act 2003 had applied for those income years may, within

2 calendar months of the date of the Royal assent to that Act,

specify—

“(@ theincome tax liability to which a payment of further
income tax is to be credited; or

“(b) the further income tax liability to which a payment of
income tax should be credited—

and the Commissioner must treat the payment as being a

credit against the specified liability on the date on which the

payment was received.”

Before section ME 9(6), the following is inserted:

“(5E) If an Australian imputation credit account company paysin an

income year further income tax to which it isliable under this
section and, at the time of the payment, there is no possibility
that the company will have in the future an income tax liabil-
ity against which the payment may be credited, the company
may elect that the payment be treated for the income year, and
for a company in the same wholly-owned group, as being an
available net less of an amount given by the following
formula:

where—

a isthe amount of further income tax that is paid by the
company and not credited against an income tax liabil-
ity:

b  isthe basic rate of income tax, expressed as a percent-
age, stated in—
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(8 Schedulel, Part A, clause 5 if the company is not
a Maori authority; or

(b) Schedule 1, Part A, clause 2 if the company is a
Maori authority.”

Heading replaced
The heading before section ME 10 is replaced by the
following:

“Consolidated imputation groups”.

Consolidated group to maintain separate imputation
credit account

In section ME 10, including the heading, *consolidated
group”, wherever it occurs, is replaced by “consolidated
imputation group”.

After section ME 10(1), the following is inserted:

“(1B) The members of a consolidated group that is a consolidated

imputation group and that become an imputation group must,
as an imputation group and for the purpose of subsection (1),
continue to use and maintain the imputation credit account
formerly used by the consolidated group.

“(1C) The members of an imputation group that cease to be an

imputation group and become a consolidated group that is a
consolidated imputation group must, as a consolidated group
and for the purpose of subsection (1), continue to use and
maintain the imputation credit account formerly used by the
imputation group.

“(1D) A resident imputation subgroup that is formed when the

members of a consolidated group or an imputation group
become a trans-Tasman imputation group must record in the
imputation credit account of the resident imputation subgroup
all of the debits and credits that, immediately before the resi-
dent imputation subgroup isformed, are recorded in the impu-
tation credit account of the consolidated group or imputation

group.”

35



Taxation (Annual Rates,
GST, Trans-Tasman I mputation and
Part 2 cl 46 Miscellaneous Provisions)

46  New section ME 10B inserted
After section ME 10, the following is inserted:

“ME 10B Group may be pooling credit recorder
“(1) A consolidated imputation group may, when recording credits
and debits in the company’ s imputation credit account for an
imputation year, choose to distinguish between—
“(a) credits and debits that relate to funds in a tax pooling
account; and
“(b) other credits and debits.

“(2) A group that chooses to record the distinction referred to in
subsection (1) is a pooling credit recorder.”

47  Credits arising to imputation credit account of group
(1) In section ME 11(1), “consolidated group”, wherever it
occurs, is replaced by “consolidated imputation group”.

(2) Insection ME 11(1)(a)(i), “and (x)” isinserted after “(viii)”.
(3) After section ME 11(1)(a), the following is inserted:

“(ab) the amount of a transfer from an intermediary’s tax
pooling account to the group’s account with the Com-
missioner, if the group is a pooling credit recorder:

“(ac) the amount of any payment that is made by an interme-
diary into a tax pooling account from funds that are
supplied by the group for that purpose, if the group is
not a pooling credit recorder:

“(ad) the amount of any transfer by an intermediary to the
group of an entitlement to funds that are held in a tax
pooling account, if the group is not a pooling credit
recorder:”.

(4) After section ME 11(1) the following is inserted:

“(1B) There shall arise as credits (called pooling imputation
credits) to be recorded by a pooling credit recorder in the
imputation credit account of the group for any imputation year
the following amounts:

“(@) theamount of any payment that is made by an interme-
diary into a tax pooling account from funds that are
supplied by the group for that purpose:

“(b) the amount of any transfer by an intermediary to the
group of an entitlement to funds that are held in a tax
pooling account.

36



Taxation (Annual Rates,
GST, Trans-Tasman I mputation and
Miscellaneous Provisions) Part 2 cl 47

“(1C)If a consolidated imputation group has a member that is an
Australian imputation credit account company, there shall
arise as credits to be recorded in the imputation credit account
of the consolidated imputation group for any imputation year
the following amounts:

“(@ non-resident withholding tax that, under section NG 2,
the company pays on non-resident withholding income
derived by the company when the company isamember
of the consolidated imputation group:

“(b) a payment of tax made under the Income Tax (With-
holding Payments) Regulations 1979 from a withhold-
ing payment made to the company as a non-resident
contractor when the company is a member of the con-
solidated imputation group:

“(c) a payment of tax to meet the schedular income tax
liability of the company for schedular grossincome that
the company derives under section CN 1, CN 2 or CN 4
when the company is a member of the consolidated
imputation group.

“(1D) No amount may create more than 1 credit under subsec-
tions (1) and (1€).”

(5) After section ME 11(2)(a), the following is inserted:

“(@b) in the case of acredit referred to in paragraph (ab) of that
subsection, on the effective date of the transfer under
section MBB 6(2):

“(ac) in the case of acredit referred to in paragraph (ac) of that
subsection, on the date of the payment into the tax
pooling account:

“(ad) in the case of acredit referred to in paragraph (ad) of that
subsection, on the date in the intermediary’s books of
account of the transfer of the credit for the funds:”.

(6) After section ME 11(2), the following is inserted:

“(2B) The credits referred to in subsection (1B) shall arise—

“(@) inthe case of acredit referred to in paragraph (a) of that
subsection, on the date of the payment into the tax
pooling account:

“(b) inthe case of a credit referred to in paragraph (b) of that
subsection, on the date in the intermediary’s books of
account of the transfer of the credit for the funds.
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“(2C) The credits referred to in subsection (1C) shall arise—

“(a) inthe case of the credit referred to in paragraph (a) of that
subsection, on the date that the non-resident withhold-
ing tax is paid:

“(b) inthe case of the credit referred to in paragraph (b) of that
subsection, on the date that the tax is paid:

“(c) inthe case of the credit referred to in paragraph (c) of that
subsection, on the date that the schedular income tax is
paid.”

48 Debits arising to imputation credit account of group
(1) Insection ME 12, “consolidated group”, wherever it occurs,
is replaced by “ consolidated imputation group”.

(2) After section ME 12(1)(d), the following is inserted:

“(db) in the case of a group that is not a pooling credit
recorder, the amount of any refund that is made to the
group by an intermediary from funds in a tax pooling
account for which the group has received a credit under
section ME 11(1)(ac) or (ad):

“(dc) in the case of a group that is not a pooling credit
recorder, the amount of the fundsinvolved in any trans-
fer from the group to another taxpayer by an intermedi-
ary of an entitlement to funds in a tax pooling account
for which the group has received a credit under
section ME 11(1)(ac) or (ad):”.

(3) After section ME 12(1), the following is inserted:

“(1B) There shall arise as debits (called pooling imputation debits)
to be recorded by a pooling credit recorder in the imputation
credit account of the group for any imputation year the follow-
ing amounts:

“(@ theamount of any refund that is madeto the group by an
intermediary from funds in a tax pooling account for
which the group has received a credit under
section ME 11(1B)(a) or (h):

“(b) the amount of the funds involved in any transfer from
the group to another taxpayer by an intermediary of an
entitlement to funds in a tax pooling account for which
the group has received a credit under section ME 11(1B)(a)
or (h):
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“(0)

the amount of any funds, for which the group has
received a credit under section ME 11(1B)(a) or (b), that are
transferred from an intermediary’ s tax pooling account
into the group’s account with the Commissioner.

“(1C) If a consolidated imputation group has a member that is an
Australian imputation credit account company, there shall
arise as debits to be recorded in the imputation credit account
of the consolidated imputation group for any imputation year
the following amounts:

(4)

“(a)

“(b)

“(0)

any refund arising from an amount that—

“(i) is an overpayment of non-resident withholding
tax on non-resident withholding income that is
derived by the company when the company is a
member of the consolidated imputation group;
and

“(i1) for which the consolidated imputation group
receives a credit under section ME 11(1C)(a):

any refund arising from an amount that—

“(i) isan overpayment of tax under the Income Tax
(Withholding Payments) Regulations 1979 from
a withholding payment that is made to the com-
pany as a hon-resident contractor when the com-
pany is amember of the consolidated imputation
group; and

“(i1) for which the consolidated imputation group
receives a credit under section ME 11(1C)(b):

any refund of tax arising from an amount that—

“(i) is an overpayment of the company’s schedular
income tax liability for schedular gross income
that the company derives under section CN 1,
CN 2 or CN 4 when the company is a member of
the consolidated imputation group; and

“(i1) for which the consolidated imputation group
receives a credit under section ME 11(1C)(c).”

After section ME 12(2)(d), the following is inserted:
“(db) inthe case of adebit referred to in paragraph (db) or (dc) of

that subsection—
“(i) on the date on which the refund or transfer is
made, if subparagraph (ii) does not apply:

39



Part 2 cl 48

Taxation (Annual Rates,
GST, Trans-Tasman I mputation and
Miscellaneous Provisions)

(®)

49

D

)

40

“ (i)

at the end of the last imputation year that finished

before the date on which the refund or transfer is

made, if the group’s imputation credit account

would, without the refund or transfer, be in credit

by less than the amount of the debit—

“(A) on the date on which the refund or transfer
is made; and

“(B) at the end of the last imputation year that
finished before the date on which the
refund or transfer is made:”.

After section ME 12(2), the following is inserted:

“(2B) The debits referred to in subsection (1B) shall arise—
in the case of a debit referred to in paragraph (a) or (b) of
that subsection—

“(a)

“(1)
(i)

on the date on which the refund or transfer is

made, if subparagraph (i) does not apply:

at the end of the last imputation year that finished

before the date on which the refund or transfer is

made, if the group’s imputation credit account

would, without the refund or transfer, be in credit

by less than the amount of the debit—

“(A) on the date on which the refund or transfer
is made; and

“(B) at the end of the last imputation year that
finished before the date on which the
refund or transfer is made:

“(b) in the case of a debit referred to in paragraph (c) of that
subsection, on the effective date under section MBB
6(2) of the transfer.

“(2C) A debit referred to in subsection (1€) shall arise on the date that

the refund is paid.”

Debiting and crediting between consolidated group and
individual companies

In section ME 13, including the heading, *consolidated
group”, wherever it occurs, is replaced by “consolidated
imputation group” .

In section ME 13(1)(a), “payment into a tax pooling
account,” is inserted after “any tax paid,”.
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In section ME 13(1)(b), “refund of funds in a tax pooling
account, transfer of an entitlement to funds in a tax pooling
account,” is inserted after “any tax refunded,”.

Application of specific imputation provisionsto
consolidated groups

In the heading of section ME 14, “consolidated groups”’ is
replaced by “consolidated imputation groups”.

In sections ME 14(1) to (4), “ consolidated group”, wherever
it appears, is replaced by “consolidated imputation group”.
In section ME 14(5)(a)—

(@ in the words before subparagraph (i), *consolidated
group” is replaced by “consolidated group that is a
consolidated imputation group”:

(b) in subparagraph (ii), “exist” is replaced by “be a con-
solidated imputation group”.

In section ME 14(5)(b), “ member of a consolidated group” is

replaced by *“ member of aconsolidated group that is a consol -

idated imputation group”.

After section ME 14(5), the following is added:

If acompany that is a member of an imputation group has an
entittement under section MD 1 to a refund of overpad
income tax—

“(@ the company must apply for the refund by a notice in
writing to the Commissioner that isin aform acceptable
to the Commissioner:

“(b) section MD 2 applies to the entitlement as if—

“(i) the imputation credit account of the imputation
group were the imputation credit account of the
company:

“(i1) the credit in the imputation credit account for the
purpose of section MD 2 were reduced by each
refund to a member of the imputation group.”

Credits and debits arising to branch equivalent tax
account of company

This section amends section MF 4(1)(b) as it read before
being amended by section 385 of the Taxation (Core Provi-
sions) Act 1996.
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The definition of item “€” is replaced by the following:

113

e isthe amount of any attributed foreign income derived
by the company during the income year that is offset
against losses that are not foreign investment fund losses
or attributed foreign losses; and”.

Subsection (2) applies for the 1995-96 and 1996-97 income
years, subject to subsection (4).

Subsection (2) does not apply to a taxpayer for an income year

if—

(8 the taxpayer has filed before 16 June 2003 a return of
income for the income year; and

(b) thereturn of income relies on the definition of item “¢e”
in section MF 4(1)(b) of the Income Tax Act 1994 as
the definition read before the enactment of section 385
of the Taxation (Core Provisions) Act 1996 and the
enactment of this section.

Credits and debits arising to branch equivalent tax
account of company

This section amends section MF 4(1)(b).

Subparagraph (ii) of the definition of item “f” is replaced by
the following:

“(ii) the amount (including zero) of available net
losses that are not foreign investment fund net
losses or attributed foreign net losses and that are
offset by the company against the company’s net
income for that income year; and”.

Subsection (2) applies for the 1997-98 and subsequent income
years, subject to subsection (4).

Subsection (2) does not apply to a taxpayer for an income year

if—

(@) the taxpayer has filed before 16 June 2003 a return of
income for the income year; and

(b) thereturn of income relies on the definition of item *“f”
in section MF 4(1)(b) of the Income Tax Act 1994 as
the definition read before the enactment of this section.
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Debits and credits arising to group branch equivalent
tax account

This section amends section MF 8(2)(b) asit read after being
amended by section 49 of the Income Tax Act 1994 Amend-
ment (No. 4) Act 1995 and before being amended by section
387 of the Taxation (Core Provisions) Act 1996.

The definition of item “f” is replaced by the following:

“f is the amount of any attributed foreign income
derived by the consolidated group during the
income year that is offset against |osses that are not
foreigninvestment fund losses or attributed foreign
losses; and”.

Subsection (2) applies for the 1995-96 and 1996-97 income
years, subject to subsection (4).

Subsection (2) does not apply to a taxpayer for an income year

if—

(8 the taxpayer has filed before 16 June 2003 a return of
income for the income year; and

(b) thereturn of income relies on the definition of item “f”
in section MF 8(2)(b) of the Income Tax Act 1994 as
the definition read before the enactment of section 387
of the Taxation (Core Provisions) Act 1996 and the
enactment of this section.

Debits and credits arising to group branch equivalent
tax account

This section amends section MF 8(2)(b).

Subparagraph (ii) of the definition of item “f” is replaced by
the following:

“(i1) the amount (including zero) of available net
losses that are not foreign investment fund net
losses or attributed foreign net losses and that are
offset by the consolidated group against the con-
solidated group’ s net income for theincome year;
and”.

Subsection (2) applies for the 1997-98 and subsequent income
years, subject to subsection (4).

Subsection (2) does not apply to a taxpayer for an income year
if—
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(@ the taxpayer has filed before 16 June 2003 a return of
income for the income year; and

(b) thereturn of income relies on the definition of item “f”
in section MF 8(2)(b) of the Income Tax Act 1994 as
the definition read before the enactment of this section.

Applications of tax codes specified in tax code
declarations or tax code certificates
After section NC 8(1), the following is inserted:

“(1AA) If other Actsrequire an employer to deduct amountsfrom a

)

©)
“(4)

source deduction payment payable to an employee and to pay
the amounts to the Commissioner, the tax code under sub-
section (1) that appliesto the employee may be combined with
codes that apply to the employee under the other Acts.”

In section NC 8(1A), “either clause 8(b) or 8(c) of Schedule
19” is replaced by “clause 8(b) of Schedule 19, if the
employee's taxable income for the year is expected to be no
more than $60,000, or in clause 8(c) of Schedule 19,
otherwise.”

Section NC 8(4) is replaced by the following:

When an employee delivers a tax code declaration or a tax
code certificate to the employee’'s employer, the tax code
applies to the employee in respect of al source deduction
payments made by the employer to the employee—

“(a@) if the declaration or certificate relates to a change in a
tax code previously provided for the employee and is
delivered to the employer before the date on which the
employer calculates the employer’s payroll for the pay
period in which the delivery is made, from the first day
of that pay period and until the tax code ceases in
accordance with subsection (7); or

“(b) if the declaration or certificate relates to a change in a
tax code previously provided for the employee and is
delivered to the employer after the date on which the
employer calculates the employer’s payroll for the pay
period in which the delivery is made, from the first day
of the next pay period and until the tax code ceasesin
accordance with subsection (7); or
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“(c) if the employee has not previousy provided the
employer with a declaration or certificate for the
employment of the employee, from the date on which
the declaration or certificate is delivered to the
employer.”

Subsection (1) applies for pay periods ending on and after the

date on which this Act receives the Royal assent.

Subsection (3) applies for pay periods ending on and after
1 April 2004.

Definition of cash remuneration

In section ND 7(4)—

(@ in paragraph (d), “Withholding payments; and” is
replaced by “withholding payments.”:

(b) paragraph (e) is repealed.

Specified superannuation contribution withholding tax
imposed

In section NE 2(1), “either section NE 2AA(2) or NE 2A(2)”
isreplaced by *“section NE 2AA(2) or NE 2AB(2) or NE 2A(2)".

New section NE 2AB inserted
After section NE 2AA, the following is inserted:

“NE 2AB Employer election that progressive rates of specified

‘(D

super annuation contribution withholding tax apply
An employer who makes specified superannuation contribu-
tions on behalf of an employee for a year may pay specified
superannuation contribution withholding tax on the specified
superannuation contributions at the rate specified in Schedule
1, Part A, clause 10(ab) that corresponds to the amount given
by the following formula:

a+b
where—
a isthetotal amount of salary or wages that—

(&) isderived by the employee in the year that immedi-
ately precedes the year to which the specified super-
annuation contribution relates, if the employee was
employed by the employer for all of that preceding
year; or
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(b) the employer estimates will be derived by the
employee in the year to which the specified superan-
nuation contribution relates, otherwise:

b isthe total amount of specified superannuation contribu-
tion that—

(& is contributed by the employer on behaf of the
employee in the year that immediately precedes the
year to which the specified superannuation contribu-
tion relates, if the employee was employed by the
employer for al of that preceding year; or

(b) the employer estimates will be contributed on behalf
of the employee by the employer in the year to which
the specified superannuation contribution relates,
otherwise.

“(2) An estimate, of a figure for salary or wages or for specified

59

60

46

superannuation contributions, that is required by subsection (1)

for an income year must be made on the basis that—

“(a) therateof salary or wages of the employee and the rate
of specified superannuation contributions by the
employer are the rates that relate to the first period in
the year for which the employer makes a specified
superannuation contribution on behalf of the employee;
and

“(b) the employee receives the assumed rate of salary or
wages, and the employer makes specified superannua-
tion contributions, for al of the year.”

Specified superannuation contribution withholding tax
to be deducted

In section NE 3, “either section NE 2 or NE 2AA” isreplaced
by “section NE 2 or NE 2AA or NE 2AB™.

Application of RWT rules
After section NF 1(2)(a)(ix), the following is added:

“(x) interest paid under section MBB 5(5) to an inter-
mediary by the Commissioner.”
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Refunds of deductions
In section NF 7(5), “or otherwise” is replaced by “or, in the
absence of arequest, in such order or manner as the Commis-
sioner may determine”.

Subsection (1) applies for the 2002-03 and subsequent income
years.

Certificates of exemption

Section NF 9(1)(c) is repealed.

In section NF 9(2)(i), “section CB 5(1)(i),” is replaced by
““section CB 5(1)(ib)" .

In section NF 9(11), in both places where it appears, * addi-
tional tax” is replaced by “late payment penalty” .

Subsection (2) applies to amounts that are derived after the date
on which this Act receives the Royal assent.

Subsection (3) applies to late payment penalties that arise with
respect to the 1997-98 and subsequent income years.

Non-resident withholding tax deducted in error

In section NG 16(4), “or otherwise” isreplaced by “or, in the
absence of arequest, in such order or manner as the Commis-
sioner may determine”.

Subsection (1) applies for the 2002—03 and subsequent income
years.

Amount of dividend withholding payment to be
deducted

In section NH 2(1), the definition of item “c” is replaced by
the following:

“c isthe amount of—

(@ underlying foreign tax credit calculated with
respect to the dividend under section LF 2, if that
credit is not zero:

(b) any imputation credit attached to the dividend,
otherwise; and”.
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65 Payment and recovery of dividend withholding payment,
etc.

(1) In section NH 3(7), “additional tax” is replaced by “late
payment penalty” .

(2) Subsection (1) applies to late payment penalties that arise with
respect to the 1997-98 and subsequent income years.

66 Definitions

(1) This section amends section OB 1.

(2) After the definition of attributed repatriation, the following
is inserted:
“Australian imputation credit account company means a
company that is required by section ME 1B t0 maintain an
imputation credit account”.

(3 Inthedefinition of certificate of exemption, *“section NF 11”
is replaced by “section NF 9”.

(4) In the definition of commercial bill, or bill, “and FF 5” is
replaced by “DJ 16, FF 5 and GC 14A™.

(5) After the definition of communal home, the following is
inserted:
“community trust has the meaning given in section 2 of the
Community Trusts Act 1999”.

(6) After the definition of consolidated group, the following is
inserted:
“consolidated imputation group means—
“(a animputation group:
“(b) aresident imputation subgroup:
“(c) aconsolidated group, no member of which isamember

of an imputation group”.

(7) Inparagraph (b) of the definition of continuity provisionsin
section OB 1(1)—
@ “MF 3(1)(d),” is omitted:
(b) “MF 4(3)(d),” isinserted after “MF 4(1)(e),”.

(8 The definition of determination is repealed.

(99 Inthe definition of emergency call, in paragraph (c), “ para

48

graph (a)(iii)” is replaced by * paragraph (a)(iv)”.
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(11)
(12)

(13)

(14)
(15
(16)

(17)
(18)
(19)
(20)

(21)

(22)

In the definition of employment, after paragraph (d), the
following is added:

“(e) in this Act, includes the activities of the office of a
judicial officer which, when performed by the judicial
officer, give rise to an entitlement to the receipt of a
source deduction payment in respect of that office:”.

In the definition of imputation credit account, “or ME1B” is
inserted after “section ME 1”.

In the definition of imputation credit account company, “or
ME 1B” is inserted after “section ME 1”.

After the definition of imputation credit account company,
the following is inserted:

“imputation group means, at any time, an imputation group
formed under section FDB 2 as it is constituted at that time”.

The definition of limited recourse loan is repealed.
The definition of management fees is repealed.

In the definition of Maori authority, “HI 1C”is replaced by
“HI 3” .

In the definition of money, after the expression ** section EH
22(1)(b),”, the expression “subpart ES” is inserted.
After the definition of money lent, the following is inserted:

“money that is not at risk is defined in section ES 2 for the
purposes of subpart ES”.

The definition of non-recour se loan is repeal ed.

In paragraph (b)(ii) of the definition of PAYE intermediary,
“section NBB 7(3)” is replaced by *“section NBB 8(3)”.
After the definition of poolable property, the following is
inserted:

“pooling credit recorder means—

“(a) a company that chooses under section ME 3B t0 be a
pooling credit recorder:

“(b) a consolidated imputation group that chooses under
section ME 10B to be a pooling credit recorder”.

After the definition of profit-sharing arrangement, the fol-
lowing is inserted:

“promoter is defined in section ES 2 for the purpose of
subpart ES”.
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(25)

(26)

(27)
(28)

(29)
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After the definition of resident, the following is inserted:

“resident imputation subgroup means, for a trans-Tasman
imputation group, the group consisting of the members of the
trans-Tasman imputation group that are not Australian impu-
tation credit account companies

“resident in Australia means, for a company and for the
purpose of the imputation rules—

“(a@) incorporated in Australia:
“(b) carrying on business in Australia and—
“(i) having its centra management and control in
Austraia
“(i1) having its voting power controlled by Australian
residents”.

In the definition of resident in New Zealand, “and OE 2” is
replaced by “, OE 2 and OE 3".

In the definition of salary or wages, after paragraph (ea), the
following is inserted:

“(eb) all payments of salary and principal allowances madeto
a judicial officer under a determination of the
Remuneration Authority; and”.

After paragraph (f) of the definition of schedular gross
income, the following is added:

“(g) gross income derived in an income year by a natural
person from providing a standard-cost household
service”.

The definition of specified office holder is repealed.

After the definition of standard balance date, the following
is inserted:

“standard-cost household service means a service that is a
standard-cost household service under a determination that is
made by the Commissioner under section 91AA of the Tax
Administration Act 1994".

After the definition of transitional year, the following is
inserted:

trans-Tasman imputation group means an imputation

group that has—

(8 atleast one member that isnot an Australian imputation
credit account company; and
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(b) at least one member that is an Australian imputation
credit account company”.

Subsection (9) applies for the 2002—03 and subsequent income
years.

Subsections (5), (14), (15), (17), (18), (19) and (22) apply for the
200405 and subsequent income years.

Subsection (20) applies for pay periods beginning on and after
1 April 2004.

Meaning of source deduction payment—shar eholder -
employees of close companies

In section OB 2(1), “a payment made to a specified office
holder in respect of the activities of a specified office,” is
omitted.

M odifications to measurement of voting and market

value of interestsin case of continuity provisions

In section OD 5(3)—

(@ in paragraph (b), “That trustee” is replaced by “the
trustee”:

(b) inparagraph (c), in both places where it occurs, *“ com-
pany” is omitted:

(c) in the words after paragraph (c) and before paragraph
(d)—
(i)  “that trustee” is replaced by “the trustee”:
(i) “the trustee company” is replaced by “the

trustee” .

Determination of residence of company
In section OE 2(3), “liable to pay incometax” is replaced by
“liable to income tax™.

References to particular regimesin former Act, etc.

In section OZ 1(1), in the definition of imputation rules—

(& “CF6(1) and (2), FC 12,” is replaced by “CF 5B, CF
6(1) and (2), FC 12, subpart FDB, sections”:

(b) “ME9” isreplaced by “ME 14”.

In section OZ 1(1)—
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(@ "“139B, 143A(1)(d) and (e), 143B(1)(d),” is omitted
from the definition of NRWT rules:

(b) *“139B, 143A(1)(d) and (e), 143B(1)(d),” is omitted
from the definition of PAYE rules:

(c) "139B, 143A(1)(d) and (e), 143B(1)(d),” is omitted
from the definition of RWT rules:

(d) *, 139B, 143A(1)(d) and (e), 143B(1)(d)” is omitted
from the definition of SSCWT rules.

In section OZ 1(1), in the definition of trust rules, “, DI 3A”

is omitted.

Subsection (2) applies for the 1997-98 and subsequent income

years.

Subsection (3) applies for the 2004-05 and subsequent income
years.

Schedule 1—Basic rates of income tax and specified
superannuation contribution withholding tax
This section amends Schedule 1.

Inclause 9 of Part A, *“clauses 1to 10” isreplaced by “ clauses

1to 8".

In clause 10 of Part A, the following is inserted after para-

graph (a):

“(ab) therate specified in Part C, if the employee has not made
an election under section NE 2AA and the employer has
made an election under section NE 2AB; and”.

After Part B, the following is added:

“Part C
“Ratesreferred to in clause 10 of Part A

The amount given by the formula in section NE  The rate of specified superannuation contribu-

2AB(2)

tion withholding tax for every $1 of the gross
amount of a specified superannuation contribu-
tion (being the amount of the contribution
before deduction of specified superannuation
contribution withholding tax)

Cents
An amount that is not more than $38,000 21
An amount that is more than $38,000 33",

©)
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Subsection (2) applies for the 1997-98 and subsequent income
years.
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Schedule 12—Amount that, for purposes of section

KD 5(6), is deemed to be equivalent of an annual

amount

In Schedule 12, wherever it appears, “ $20,000” isreplaced by
“$20,356” .

Subsection (1) applies for the 2004-05 and subsequent income
years.

Part 3
Amendmentsto Tax Administration Act 1994

Tax Administration Act 1994
This Part amends the Tax Administration Act 1994.

I nter pretation

In section 3(1), the following isinserted after the definition of
specified dividends:

“standar d-cost household service means a service that is a
standard-cost household service under a determination that is
made by the Commissioner under section 91AA™.

Giving of notices

After section 14(1)(b), the following is inserted:

“(bb) sent to the person by post addressed to the person at a
place given by the person as an address for communica-
tions in writing; or”.

In section 14(1)(d), “business.” is replaced by *business; or”

and the following is added:

“(e) senttothat other person by post addressed to the person
or that other person at a place given by that other person
as an address for communications in writing.”

Information to be furnished on request of Commissioner
In section 17(1B), “and sections 143(2) and 143A(2)” is
inserted after “subsection (1)”.
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company
After section 29(1), the following is inserted:

“(1B) An Australian imputation credit account company must use,
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in a shareholder dividend statement, the term “New Zealand
imputation credit” to describe the quantity referred to in sub-
section (1)(g).”

Annual returns of income not required
After section 33A(1)(a)(iii), the following is inserted:

“(iiib) ataxable Maori authority distribution; or”.
Section 33A(1)(a)(iv), as inserted by section 90(1) of the
Taxation (Maori Organisations, Taxpayer Compliance and
Miscellaneous Provisions) Act 2003, is repealed.

In section 33A(1)(8)(iv), as inserted by section 75(2) of the

Taxation (Relief, Refunds and Miscellaneous Provisions) Act

2002, “subparagraphs (i) to (iii)” is replaced by *subpara-

graphs (i) to (iiib)” .

After section 33A(2)(c), the following is inserted:

“(cb) received atotal of more than $200 of gross income that
included—

“(i) awithholding payment, not being an amount or
proportion of awithholding payment in respect of
which the Commissioner has made a determina-
tion under regulation 7 of the Income Tax (With-
holding Payments) Regulations 1979:

“(ii) interest or a dividend that did not have a New
Zealand source and from which awithholding tax
was not deducted at source:

“(iii) beneficiary income; or”.

Sections 33A(2)(d), (e) and (g) are repeal ed.

Section 33A(2)(h) is repealed.

Subsections (1) to (3) apply for the 2004-05 and subsequent
income years.

Subsections (4) and (5) apply for the 2002—03 and subsequent
income years.

Subsection (6) applies for the 200304 and subsequent income
years.
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New section 33B inserted
After section 33A, the following is inserted:

“33B Return not required for certain schedular grossincome
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A natural person who derives schedular gross income in an
income year from providing astandard-cost household service
is not required to furnish areturn of income for the schedular
grossincome if the person’s schedular income tax liability for
the income year in respect of the schedular gross income is
zero and is calculated using no figure for an allowable deduc-
tion incurred by the taxpayer in providing the standard-cost
household service that is not—

“(@) afigurethat has been determined by the Commissioner
under section 91AA of the Tax Administration Act 1994
to be appropriate for the taxpayer; or

“(b) calculated using a method that has been determined by
the Commissioner under section 91AA of the Tax Admin-
istration Act 1994 to be appropriate for the taxpayer.”

Non-active companies may be excused from filing
returns

In section 43A(4), “that is resident in New Zealand” is
inserted after “A company”.

In section 43A(5), “that is resident in New Zealand” is
inserted after “A company”.

Company dividend statement when imputation credit
account company declares dividend
After section 67(1)(e), the following is inserted:

if the dividend was paid in Australian currency by an Austra-
lian imputation credit account company, the exchange rate
between the New Zealand dollar and the Australian dollar that
was used to calculate the imputation ratio:”.

Annual imputation return
In section 69(1), the words before paragraph (a) are replaced
by the following:

‘*Every imputation credit account company shall furnish to
the Commissioner an annual imputation return in the pre-
scribed form for each imputation year, showing—".
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After section 69(1), the following is inserted:

“(1B) The annual imputation return required by subsection (1) must
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be furnished to the Commissioner not later than—

“(@) thelast day of the July that next follows the imputation
year, if the imputation credit account company is not
required to file a return of income for the income year
that corresponds to the imputation year:

“(b) the last day on which the imputation credit account
company is permitted by section 37 to file a return of
income for the income year that corresponds to the
imputation year, otherwise.”

Annual imputation return to be furnished in respect of
consolidated groups

In the title of section 74, *“consolidated groups” is replaced
by “consolidated imputation group”.

The words before paragraph (a) of section 74 are replaced by
the following:

A nominated company for a consolidated imputation group
must, subject to subsection (2), comply in respect of the group
with sections 69 and 70 as if—".

In section 74(b), “consolidated group ceasing to exist” is
replaced by the following:
“consolidated imputation group—

“(i) ceasing to be a consolidated imputation group; or
“(ii) ceasing to be an imputation group and becoming
a consolidated group that is a consolidated impu-
tation group; or
“(iii) ceasing to be a consolidated group that is a con-
solidated imputation group and becoming an
imputation group”.
In section 74(c), “consolidated groups” is replaced by “a
consolidated imputation group”.

The following is added to section 74:

The nominated company for aresident imputation subgroup is
not required to furnish an annual imputation return under
section 69 in respect of the group for an imputation year if the
group has no liability to make a payment under section ME
14(3) for the imputation year.”
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Commissioner must issue income statement
Section 80D(1) is replaced by the following:

For each income year, the Commissioner must issue an
income statement to a person who the Commissioner
considers—
“(a) derived in the income year gross income that was—
“(i) income from employment:
“(ii) interest:
“(iii) dividends; and
“(b) did not derive in the income year any gross income that
is not referred to in paragraph (a); and
“(c) isaperson—
“(i) towhom section 33A(1) does not apply:
“(ii) to whom section 33A(1) does apply and who
requests the Commissioner to issue an income
Statement:
“(iii) to whom section 33A(1) does apply and who is
required by section NC 16 of the Income Tax Act
1994 to furnish the Commissioner with an
employer monthly schedule relating to a source
deduction payment that the person derived in the
income year.”

Subsection (1) applies for the 2003-04 and subsequent income
years.

Income statement deemed assessment

Section 80H(2) is repealed.

In section 80H(3), “or (5)” isreplaced by “or (6)”.
Subsection (2) applies for the 2002—03 and subsequent income
years.

New section 91AA inserted
After section 91, the following is added:

“91AA Determinationsin relation to standard-cost household

‘(D

service

For the purpose of the Inland Revenue Acts, the Commis-
sioner may determine that a service is a standard-cost house-
hold service if—
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“(0)

the activity of providing the service is carried on by

taxpayers who are natural persons; and

the activity of providing the service requires the use of

each taxpayer’s domestic accommodation in activities

that commonly occur in a family household; and

the Commissioner considers that the determination

would result in a significant reduction in compliance

costs for providers of the service without
inappropriate—

“(i) risk to the revenue of the Crown:

“(i1) demands on the resources of the Commissioner
as aresult of the administrative and enforcement
duties that would be associated with the
determination:

“(iii) inaccuracy, for asignificant number of providers,
of any determination by the Commissioner of the
costs of providing the service.

“(2) For the purpose of calculating the income tax liability of
natural persons who derive gross income in an income year
from a standard-cost household service, the Commissioner
may determine for the income year and the standard-cost
household service—

58

“(a)

“(b)

“(0)

“(d)

“(e)

requirements for the exemption under section CB 9(h) of
income that a taxpayer derives from providing the stan-
dard-cost household service:

afigure for a cost or costs that for the purpose of this
Act may be treated as being incurred by a taxpayer in
deriving exempt income from providing the standard-
cost household service:

a method that a taxpayer may use to calculate a figure
for acost or coststhat for the purpose of this Act may be
treated as being incurred by a taxpayer in deriving
exempt income from providing the standard-cost
household service:

afigure for a cost or costs that for the purpose of this
Act may be treated as being incurred by a taxpayer in
deriving gross income from providing the standard-cost
household service:

a method that a taxpayer may use to calculate a figure
for acost or coststhat for the purpose of this Act may be
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treated as being incurred by the taxpayer in deriving
gross income from providing the standard-cost house-
hold service:
“(f) requirements for the application of a determination
under paragraphs (a) to (e).
A taxpayer who in an income year derives gross income from
providing a standard-cost household service may, in calculat-
ing the taxpayer’s income tax liability for the income year,
elect to use afigure for a cost or costs or amethod of calculat-
ing such afigure that the Commissioner has determined under
subsection (2) to be appropriate for the taxpayer.

A taxpayer who makes an election under subsection (3) to use a
figure or method must not use, in calculating the taxpayer’s
income tax liability for the income year, any figure for an
additional cost of providing the standard-cost household ser-
viceif the figure or method in the Commissioner’ s determina-
tion relates to a type of cost that includes the additional cost.

If the Commissioner is satisfied that a determination that is
made under this section should be varied or rescinded, or
restricted or extended in scope, the Commissioner may make
afresh determination that varies, rescinds, restricts or extends
that determination.

A determination that is made by the Commissioner under this
section must be published in the Gazette within 30 days of the
making of the determination.

A determination that is made by the Commissioner under this
section may apply for income years that are specified in the
determination.”

Commissioner to make private rulings on request
In section 91E(4)(j), “generally accepted accounting princi-
ple” isreplaced by “ generally accepted accounting practice”.

Commissioner may make product rulings
In section 91F(4)(h), *“generally accepted accounting princi-
ple” isreplaced by “generally accepted accounting practice”.
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89  Assessment of qualifying company election tax and late
payment penalty
(1) Insection94(2), in paragraph (a), “ additional tax” isreplaced
by “late payment penalty” .
(2) Subsection (1) applies to late payment penalties that arise with
respect to the 1997-98 and subsequent income years.
90 Assessment of non-resident withholding tax
In section 100(2), “on objection” is replaced by *“in proceed-
ings challenging the assessment” .
91 Assessment where default made in furnishing returns
(1) Insection 106(1B)—
(@ “thissubsection” is replaced by * subsection (1A)”:
(b) “a return or an amended income statement under
section 89D(2)” is replaced by “areturn under section
89D(2) or an amended income statement under section
89D(2B)".
(2) Subsection (1)(@) applies for the 19992000 and subsequent
income years.
(3) Subsection (1)(b) applies for the 2002-03 and subsequent
income years.
92  Definitions
(1) In section 120C(1), in paragraph (b)(iii) of the definition of
interest period, “has overpaid tax of $50 or more’ is
replaced by “is required by section MD 1(1A) of the Income
Tax Act 1994 to confirm an income statement as correct
before the Commissioner may make the refund to the
taxpayer”.
(2)  Subsection (1) applies to refunds that arise from income state-
ments that—
(@) areissued on or after 15 May 2003; and
(b) relate to the 2002—03 or a subsequent income year.
93 Latefiling penalties
(1) Insection 139A(1), “the annual imputation return required to

60

be furnished under section 69(1B)(a) by a company that is not
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required to furnish areturn of income for an income year,” is
inserted before *the reconciliation statement”.

Section 139A(2)(a), is replaced by the following:

“(a) the taxpayer does not complete and provide on time—
“(i) anannual tax return:
“(i1) an annual imputation return required to be fur-
nished under section 69(1B)(a):
“(iii) areconciliation statement:
“(iv) an employer monthly schedule; and”.

In section 139A(4), “a” isreplaced by *an annual imputation
return or”.

In section 139A(5), “annual imputation return or” isinserted
before “ employer monthly schedule”.

Gr oss car elessness
After section 141C(4), the following is added:

Subsection (4) and section 141B(1B) do not exclude a tax-
payer who makes a mistake in the calculation or recording of
numbers in areturn from being liable for a penalty for gross
carelessness.”

Subsection (1) applies for—

(8 atax position that ataxpayer takes for the 2004-05 or a
subsequent income year, if the tax position relates to
income tax:

(b) atax position that a taxpayer takes on or after 1 April
2004, otherwise.

New section 141FC inserted
After section 141FB, the following is inserted:

“141FC Loss attributing qualifying companies—r eduction of

“(D

“(2

shortfall penalties

This section appliesif, as a consequence of the attribution of a
net loss by a loss attributing qualifying company to a share-
holder of the company and the subsequent disallowance of
one or more deductions, shortfall penalties areimposed on the
company and a shareholder of that company.

If aloss attributing qualifying company to which this section
applies pays in full the amount of a shortfall penalty referred
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to in subsection (1) and the shareholder gives awritten notice to
the Commissioner, requesting the application of this section, a
shortfall penalty imposed on the shareholder must be reduced
by an amount that bears to the shortfall penalty paid by the
company the same ratio as the shares held by the sharehol der
bear to the total sharesin the company that are on issue on the
date of the tax shortfall.

In this section, a share held by a shareholder in aloss attribut-
ing qualifying company means a share in that company held
by the shareholder for the duration of the period commencing
on the first day of the income year or period in which the tax
shortfall occurred and ending on the date the penalty was
imposed.”

Subsection (1) applies to shortfall penalties imposed on and
after 1 April 1998.

Due date for payment of late filing penalty
In section 142(1)(c), “reconciliation statement.” is replaced
by *“reconciliation statement; or” and the following is added:

“(d) for anannual imputation return required to be furnished
under section 69(1B)(a) by a company that is not required
to furnish a return of income for an income year, the
date by which the company is required to furnish the
annual imputation return.”

Recovery of excess tax credits allowed
In section 165A (2), “ of the Income Tax Act 1994” isinserted
after “sections LC 3, LC 4(11) and LD 1(6)".

Unpaid tax deductions, etc., to constitute charge on
employer’s property

Sections 169(3) to (5) are replaced by the following:
Despite section 23(b) of the Personal Property Securities Act
1999, if a charge affects property of a particular kind and the
provisions of a registration Act applicable to the property
provide for the registration of charges or security interests
over property of that kind, the Commissioner may have partic-
ulars of that charge recorded on the register without payment
of any fee.
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before the registration of the charge under this section, and

further money secured by the mortgage is advanced, the

charge has priority over the mortgage in respect of that
money.

On the satisfaction of aregistered charge, the Commissioner

must release the charge in the manner required by the Act

under which it was registered, with such modifications as may
be necessary, and without being required to pay afee.”

In section 169(9), “and the order shall be subject to stamp

duty accordingly;” is omitted.

In section 169(11)—

(@ the words preceding paragraph (@) are replaced by—

“Inthissection, registration Act applicableto theproperty,

in relation to any property, includes—"":

(b) in paragraph (d), “The Land Transfer Act 1952 or the
Deeds Registration Act 1908, as the case may require,”
isreplaced by *the Statutory Land Charges Registration
Act 1928,":

(c) paragraph (b) is replaced by—

“(b) the Persona Property Securities Act 1999, in every case
where a security interest over the property would
require registration in order to be perfected under that
Act.”

New section 181C inserted
After section 181B, the following is inserted:

“181C Remission of late payment penalties and interest

“(D

incurred due to obligation to pay further income tax

This section applies to a company that is liable—

“(@) under section ME 9(1) of the Income Tax Act 1994 to
pay an amount of tax by way of further incometax of an
amount equal to adebit balance in the company’ simpu-
tation credit account at the end of an imputation year;
and
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“(b) under section 139B to pay a late payment penalty on
unpaid income tax.

Subject to subsection (3), the Commissioner must remit any
interest under section 120D payable by the company and the
late payment penalty relating to the further income tax, to the
extent that the amount of further income tax charged in rela
tion to that imputation year is equal to or is less than the
amount of unpaid income tax referred to in subsection (1)(b).

The Commissioner must not make a remission under sub-
section (2) for an imputation year that commences between 1
April 1998 and 1 April 2002 if the company does not apply for
the remission by a notice in writing that is received by the
Commissioner within 2 calendar months of the date on which
the Taxation (Annual Rates, GST, Trans-Tasman Imputation and Miscel-
laneous Provisions) Act 2003 receives the Royal assent.”

Part 4
Amendments to other Acts

Amendments to Goods and Services Tax Act 1985

Goods and Services Tax Act 1985
Sections 101 to 124 amend the Goods and Services Tax Act
1985.

I nterpretation
This section amends section 2.

In the definition of goods, “or money” is replaced by
“, money or aproduct that istransmitted by anon-resident to a
resident by a wire, cable, radio, optical or other electromag-
netic system or by a similar technical system”.

After the definition of non-profit body, the following is
inserted:

“non-resident means a person who is not resident in New
Zealand”.

Meaning of associated persons

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

“(bb) a person, or a branch or division of the person that is
treated as a separate person under section 56B, and
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another branch or division of the person that is treated
as a separate person under section 56B:".

Meaning of term financial services

In section 3(3)(c), “(as defined in section 2(1) of the Compa-
nies Amendment Act 1964)” is replaced by *(as defined in
section 121A of the Land Transfer Act 1952)”.

M eaning of input tax
Section 3A(2)(b)(i) is replaced by—

“(i) isanon-resident; and”.
In section 3A(2)(c), “taxable supplies” is replaced by “taxa
ble supplies that are not charged with tax at the rate of 0%
under section 11A(1)(q) or (r)”.

New section 5B inserted
After section 5, the following is inserted:

Supply of certain imported services

For the purpose of the definition of output tax and sections
8(1), 15, 15A, 19A, 20(4), 20B, 25AA, 51, 52, 57, 75, 76(6), 78,
78B, 78BA and 78C, a supply of services that is treated by
section 8(4B) as being made in New Zealand is treated as being
made by the recipient of the supply in the course or further-
ance of ataxable activity carried on by the recipient.”

Imposition of goods and services tax on supply
In section 8(2), (3) and (4), “not resident in New Zedland” is
replaced by “a non-resident”.

After section 8(4), the following is inserted:

“(4B) Despite subsection (2), a supply of servicesthat is not treated

asbeing madein New Zealand by subsections (3)(b) and (4) is

treated as being made in New Zealand if—

“(@) theservicesaresupplied by anon-resident to aresident;
and

“(b) the services are acquired by a person who, in a 12-
month period that includes the date of the supply of
services, makes supplies of which lessthan 95% in total
value are taxable supplies; and
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“(c) the supply, if made in New Zealand by a registered
person in the course or furtherance of a taxable activity
carried on by the person—

“(i) would be ataxable supply; and
“(ii) would not be charged with tax at the rate of 0%
under section 11A(1)(q) or (r).”

In section 8(5), “Subsections (3) and (4)” is replaced by

“ Subsections (3), (4) and (4B)”.

In section 8(6), *“ not resident in New Zealand” is replaced by

“anon-resident”.

In section 8(8), *“a telecommunications supplier who is not
resident in New Zealand” is replaced by “a non-resident”.

Time of supply

In section 9(2)(a)(iii), “performed:” is replaced by *per-
formed, unless subparagraph (iv) applies; and” and thefollowing
is inserted:

“(iv) in the case of a supply of services that is treated
by section 8(4B) as being made in New Zealand, at
the end of the taxable period that includes the
date that is 2 months after the first balance date of
the recipient after the performance of the
services:”.

Value of supply of goods and services

In section 10(3), “subsections (3A)” is replaced by “ subsec-
tions (3A), (3B)”.

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

“(3B) Subsection (3) does not apply to a supply of services that is

treated by section 8(4B) as being made in New Zealand if—

“(a) the amount of the consideration for the supply is a
deduction under the Income Tax Act 1994 for the recip-
ient of the supply; or

“(b) the amount of the consideration for the supply would
have been a deduction under the Income Tax Act 1994
for the recipient of the supply if the recipient had given
any consideration for the supply.

“(3C) Thevalue of asupply of servicesthat istreated by section 8(4B)
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addition of the tax charged, is equal to the amount of the
consideration for the supply.”

After section 10(15B), the following is inserted:

“(15C) If a non-resident makes a supply of services to a resident

109
@
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who is a member of the same group of companies under
section 55 as the supplier, or who is treated by section 56B as
being a separate person from the supplier, and the supply is
treated by sections 5B and 8(4B) as being made in New Zealand
by the recipient of the supply, the value of the supply is
determined as if the consideration for the supply did not
include—
“(@ the amount of the consideration for the supply that
represents salary or wages paid to an employee of—
“(i) the non-resident:
“(i1) acompany that isin awholly-owned group with
the non-resident under section I1G 1 of the Income
Tax Act 1994; and
“(b) the amount of the consideration for the supply that
represents interest incurred by—
“(i) the non-resident:
“(il) acompany that isin awholly-owned group with
the non-resident under section |G 1 of the Income
Tax Act 1994.”

Zero-rating of services

In section 11A(1)(k), (I), (m) and (ma)(ii), “not resident in
New Zealand” is replaced by “a non-resident”.

In section 11A(1)(p), “New Zeaand.” is replaced by “New
Zedland; or” and the following is inserted:

“(q) the services are financial services that are supplied in
respect of ataxable period, by aregistered person who
has not made an election under section 11C, t0 a regis-
tered person who makes supplies of goods and services
such that taxable supplies that are not charged with tax
at the rate of 0% under this paragraph or under paragraph
() make up not less than 75% of the total value of the
supplies in respect of—

“(@) a 12-month period that includes the taxable
period; or
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“(ii) aperiod acceptable to the Commissioner; or

the services are financial services that are supplied in
respect of a taxable period, by a person who has not
made an election under section 11€, to a person who isa
member of a group of companies for the purposes of
section 1G 1 of the Income Tax Act 1994 and—

“(0)

“(ii)

the members of the group make supplies of goods

and services to persons who are not members of

the group in respect of —

“(A) al2-month period that includes the taxable
period; or

“(B) a period acceptable to the Commissioner;
and

not less than 75% of the total value of the sup-

pliesreferred to in subparagraph (i) consists of taxa-

ble supplies that are not charged with tax at the

rate of 0% under this paragraph or under paragraph

().

After section 11A(1), the following is inserted:

“(1B) Subsection (1), other than subsections (1)(e) and (f), does not

(4)

110

111

apply to supplies of servicesthat are treated by section 8(4B) as
being made in New Zealand.”

In section 11A(2) and (4), “not resident in New Zealand” is

replaced by “anon-resident”.

Zero-rating of telecommunications services

In section 11AB(a), “resident in New Zealand” isreplaced by

“who is aresident”.

New sections 11C and 11D inserted
After section 11B, the following is inserted:

“11C Election that sections 11A(1)(q) and (r) and 20C not

apply

“(1) A registered person may give written notice to the Commis-
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sioner of an election that the registered person not be subject
to sections 11A(1)(q) and (r) and section 20C.
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“(2) An election under subsection (1)—

“(a) applies for the taxable period in which the Commis-
sioner receives the notice and for subsequent taxable
periods until the election is cancelled; and

“(b) is cancelled from the end of the taxable period—

“(1) in which the registered person ceases to have a
taxable activity, if subparagraphs (ii) and (i) do not
require an earlier cancellation; or

“(ii) that is nominated in a written notice of cancella-
tion that the Commissioner receives from thereg-
istered person, if the notice of cancellation nomi-
nates a taxable period after which the
cancellation is to be effective; or

“(iii) in which the Commissioner receives from the
registered person awritten notice of cancellation,
if the notice of cancellation does not nominate a
taxable period after which the cancellation is to
be effective.

“11D Amount relating to supplies by another person

112
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A person who makes a return, for a taxable period, based on

an amount relating to supplies made by another person must

use a figure for the amount that is obtained—

“(@ from the statistics of the supplies made by the other
person; or

“(b) by amethod that is approved by the Commissioner.”

Other returns
In section 18, “and 19 of this Act” isreplaced by “and 19B”.

Calculation of tax payable
In section 20(2)(c), “relates.” isreplaced by “relates; or” and
the following is inserted:

“(d) sufficient records are maintained as required by
section 24B, if the supply is a supply of services to
which that section relates:”.

Section 20(3)(a)(iii) is replaced by the following:
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“(iii) calculated in accordance with any one of sec-
tions 25(2)(b), 25(5), 25AA(2)(b), 25ARA(3)(b), 26 or
26B(3); and”.

(3) Insection 20(3)(b)(iv)—

(@ “section 25(2)(b) or section 25(5) of this Act” is
replaced by “any one of sections 25(2)(b), 25(5),
25AA(2)(b) or 25AA(3)(b)”

(b) *“section 26 of this Act” is replaced by “section 26 or
26B(3)".

(4) In subparagraphs (iii) and (iva) of the proviso to section
20(3)(d), “not resident in New Zealand” is replaced by “a
non-resident” .

(5 In section 20(3)(g), “period:” is replaced by “period; and”
and the following is inserted:

“(h) any amount calculated in accordance with section 20C in
relation to supplies of financial services in respect of
that taxable period:”.

(6) In section 20(4)(b)—

(& insubparagraph (i), “or 25(4); or” isreplaced by ** 25(4)
or 26B(2) and is not treated by section 8(4B) as being made
in New Zealand; or” and the following is inserted:

“(ib) to the extent that payment for the supply has been
made during the taxable period, if the supply isa
supply of servicesthat istreated as being madein
New Zealand by section 8(4B) together with any
one of sections 9(1), 9(3)(a), 9(3)(aa), 9(6), 9(8),
25AA(2)(a) or 25AA(3)(a); Or’:

(b) subparagraph (ii) is replaced by the following:

“(i1) if the supply of goods and services is made or
treated as being made during the taxable period
by the registered person and neither of subpara-

graphs (i) or (ib) applies.”

114 New section 20C inserted
After section 20B, the following is inserted:

“20C Goods and services tax incurred in making certain
supplies of financial services
Subject to this section, a registered person who has not made
an election under section 11¢ and who in respect of a taxable
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period supplies financial servicesto another supplier of finan-
cial services (called in this section a direct supplier) may
make for each direct supplier a deduction under section 20(3)(h)
of an amount given by the following formula:

b,d
axgxg

where—

a isthetotal amount that the registered person would be able
to deduct under section 20(3), other than under section
20(3)(h), in respect of the taxable period if al supplies of
financial services by the registered person were taxable
supplies:

b isthetotal value of exempt supplies of financial services
by the registered person to the direct supplier in respect of
the taxable period:

c isthe total value of supplies by the registered person in
respect of the taxable period:

d isthetotal value of taxable supplies by the direct supplier
in respect of the taxable period:

e is the total value of supplies by the direct supplier in
respect of the taxable period.”

Timing of deduction under section 21F

In section 21G(1A), “and subject to subsection (1B)” isinserted
after * Despite subsection (1)”.

After section 21G(1A), the following is inserted:

“(1B) Subsection (1A) does not apply to a registered person if the

116
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goods referred to in section 21E are applied for a different
purpose as a consequence of a change in this Act.”

Application to make single deduction under section 21F
Section 21H(2) is replaced by the following:

“(2) The application of subsection (1) is restricted to goods and

)

services that—

“(@ cost $18,000 or more; and

“(b) areappliedfor adifferent purpose other than asaconse-
guence of a change in this Act.”

In section 21H(3)(d), “section 21" is replaced by *section

21(1)".

71



Taxation (Annual Rates,
GST, Trans-Tasman I mputation and

Part 4 cl 116 Miscellaneous Provisions)

©)

117

Subsection (2) applies to goods and services treated as being
supplied on and after 10 October 2000.

New section 24B inserted
After section 24, the following is inserted:

“24B Recordsto be kept by recipient of imported services

118

A registered person who receives a supply of services that is

treated by section 8(4B) as being made in New Zealand must

maintain sufficient records of the supply to enable the follow-
ing particulars to be ascertained:

“(@) the name and address of the supplier:

“(b) the date on which, or the period during which, the
supply was received:

“(c) adescription of the services supplied:

“(d) the consideration for the supply:

“(e) thetime by which payment of the consideration for the
supply is required:

“(f) the amount of the consideration for the supply that the
registered person has treated as not affecting the value
of the supply in reliance on section 10(15C)(a):

“(g) the amount of the consideration for the supply that the
registered person has treated as not affecting the value
of the supply in reliance on section 10(15C)(h).”

New section 25AA inserted
After section 25, the following is inserted:

“25AA Consequences of change in contract for imported

‘(D
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services
Despite section 25, this section applies in relation to a supply
of services by a non-resident that is treated by sections 5B and
8(4B) as being made in New Zealand by the recipient of the
supply if—
“(@) any one of the following is satisfied:
“(i) the supply of services has been cancelled:
“(ii) the nature of the supply of services has been
fundamentally varied or altered:
“(iii) the previously agreed consideration for the sup-
ply of services has been atered, whether due to
the offer of a discount or otherwise:
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“(iv) the services or part of the services supplied have
been returned to the non-resident; and
“(b) anincorrect return has been made for the taxable period
for which output tax on the supply is attributable.

A person who has accounted for an incorrect amount of output

tax must make an adjustment to the calculation of tax payable

in the return for the taxable period in which it becomes appar-
ent that the amount of output tax was incorrect, and if the
output tax properly charged on the supply is—

“(@ more than the output tax actually accounted for by the
person, the amount of the excess is treated as being tax
charged in relation to a taxable supply made by the
person:

“(b) less than the output tax actually accounted for by the
person, the amount of the deficiency is a deduction
under section 20(3) for the person.

A person who has accounted for an incorrect amount of
deductions must make an adjustment to the calculation of tax
payable in the return for the taxable period in which it
becomes apparent that the amount of deductions was incor-
rect, and if the deduction properly resulting from the supply
is—

“(a@) lessthan the deduction actually claimed by the supplier,
the amount of the deficiency is treated as being tax
charged in relation to a taxable supply made by the
person:

“(b) more than the deduction actually claimed by the sup-
plier, the amount of the excess is a deduction under
section 20(3) for the person.”

New section 26B inserted
After section 26A, the following is inserted:

“26B Adjustments to deduction based on amount relating to

‘(D)

supplies by another person

A registered person must make an adjustment under this

section if—

“(a) the registered person has made a return, for a taxable
period, based on an amount relating to the supplies
made by another person for the purpose of section
11A(1)(q) or (r) Or section 20C; and
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“(b) aninaccuracy in the figure for the amount has affected
the accuracy of the return; and

“(c) the Commissioner does not, under subsection (5), excuse
the registered person from making the adjustment.

If the effect of the inaccuracy is that the registered person
claimed in the return a deduction that was greater than the
deduction allowed by section 20(3) for the taxable period, the
amount of the excess is treated as tax charged in relation to a
taxable supply made by the registered person.

If the effect of the inaccuracy is that the registered person

claimed in the return a deduction that was less than the deduc-

tion allowed by section 20(3) for the taxable period, the

amount of the deficiency is treated as a deduction under

section 20(3) in relation to a taxable supply received by the

registered person.

An adjustment under subsection (2) or (3) must be made in a

return for—

“(a) the taxable period in which the inaccuracy becomes
apparent to the registered person; or

“(b) a later taxable period that is acceptable to the
Commissioner.

The Commissioner may excuse aregistered person from mak-
ing an adjustment that would otherwise be required by this
section if the registered person satisfies the Commissioner that
the return for the taxable period gives, for deductions under
section 20(3) that relate to supplies charged with tax at therate
of 0% under section 11A(1)(q) or () or that arise under
section 20(3)(h), an overall result that is not significantly
greater than the overall result for those deductions that would
be produced by using figures found under section 11D(a).”

Commissioner’sright to withhold payments

In section 46(6), in the words following paragraph (b), “or
otherwise” is replaced by “or, in the absence of arequest, in
such order or manner as the Commissioner may determine”.

Subsection (1) applies to goods and services tax paid in excess,
being goods and services tax payable on supplies made in
taxable periods beginning on or after 1 April 2002.
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Per sons making supplies in cour se of taxable activity to
be registered

In section 51(1)(e), “resident in New Zealand” is replaced by
“residents”.

Group of companies

In section 55(7), “Where any companies’ is replaced by

“ Subject to subsection (7B), where any companies’.

In section 55(7)(db)—

(@ “acquired or produced or” is inserted before “applied
by any member”; and

(b) “subsequently” is omitted; and

(c) “first-mentioned” is replaced by “acquisition or pro-
duction or”.

In section 55(7)(dc), “subsequently” is omitted.

After section 55(7), the following is inserted:

“*(7B) Section 55(7), apart from sections 55(7)(b) and (e) to (h), does

123

not apply to a group of companies in relation to a supply of
services that is treated by section 8(4B) as being made in New
Zedand.”

New section 56B inserted
After section 56, the following is inserted:

“56B Branches and divisionsin relation to certain imported

‘(D)
“(2

“(3)

services
This section applies to a supply of services that is treated by
section 8(4B) as being made in New Zealand.

If a person carries on activities both inside and outside New

Zealand through branches or divisions—

“(@) each branch or division is treated as being a separate
person; and

“(b) abranch or division inside New Zealand is treated as
being a resident; and

“(c) abranch or division outside New Zealand is treated as
being a non-resident; and

“(d) an activity carried on by a branch or division is treated
as being carried on separately by the branch or division.

For the purpose of this section, ahead office of acompany isa
branch or division of the company.
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“(4) Thissection applies whether or not a branch or division of the
person is registered under section 56.”

124 Agents and auctioneers

(1) Insection 60(6)(a) and (7)(a), “not resident in New Zealand”
is replaced by “anon-resident”.

(2) Insection 60(7)(b), “resident in New Zealand” isreplaced by
“aresident”.

Amendments to Sudent Loan Scheme Act 1992

125 Student Loan Scheme Act 1992
Sections 126 to 131 amend the Student Loan Scheme Act 1992.

126 Interpretation

(1) In section 2, after the definition of primary employment
ear nings, the following is inserted:
“repayment code means the repayment code specified in
section 17B".

(2) Subsection (1) applies for pay periods ending on and after the
date on which this Act receives the Royal assent.

127 Borrowersto whom repayment deduction provisions of
this Part apply

(1) In section 17, “Sections 18 to 25” is replaced by *Sec-
tions 17B to 25”.

(2) Ssubsection (1) applies for pay periods ending on and after the
date on which this Act receives the Royal assent.

128 New section 17B inserted

(1) After section 17, the following is inserted:

“17B Repayment codes for application of PAYE rules

e

76

For the purpose of the application of the PAYE rules of the
Income Tax Act 1994 under section 25 of this Act, the repay-
ment code of any borrower in relation to any salary or wages
is‘SL’.”

Subsection (1) applies for pay periods ending on and after the
date on which this Act receives the Royal assent.
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Borrower to notify employer of student loan repayment
obligation
Section 18 is replaced by the following:

Borrower’s notice to employer of requirement for

repayment deductions

A person who is a borrower and is in the employment of an

employer (including an employer from whom secondary

employment earnings are received) must give written notice

under this section to the employer as soon as practicable after

the later of—

“(a) the time at which the person becomes an employee of
the employer; and

“(b) the time at which the person becomes a borrower.

A notice under this section must inform the employer that—

“(@) the borrower isrequired to have repayment deductions
made under this Part from any amount paid to the bor-
rower by way of salary or wages; and

“(b) the tax code prescribed by section NC 8(1) of the
Income Tax Act 1994 for the borrower should be fol-
lowed by the repayment code “SL” for the purpose of
making a repayment deduction from salary or wages
paid to the borrower.”

Subsection (1) applies for pay periods ending on and after the
date on which this Act receives the Royal assent.

PAYE rules of Income Tax Act 1994 to apply to

repayment deductions

In section 25(1), “as defined in section OZ 1(1)” is inserted

after “PAYE rules” where it first appears.

In section 25(1)(b), “deductions,—" is replaced by “deduc-

tions; and” and the following is added:

“(c) every reference to a tax code were a reference to a
repayment code,—".

In section 25(2), “and sections 143A(1)(d) and (e) and

143B(1)(d), and Part 9 (except section 146) of the Tax

Administration Act 1994” is omitted.

Subsection (2) applies for pay periods ending on and after the
date on which this Act receives the Royal assent.
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131 Underestimation penalty where interim repayments
underestimated as at final instalment date
(1) Insection 44A(1)—
(& in the words preceding paragraph (&), “interim” is
inserted before ““repayment”:
(b) in paragraph (a), “residua’ isinserted before “repay-
ment”, where it first appears:
(c) in paragraph (@), “interim” is inserted before *repay-
ment”, where it second appears.
(d) in paragraph (b), “residual” is inserted before
“repayment” .
(2) Inthe definition of item “a’ in section 44A(2), “residua” is
inserted before *“ repayment”.
(3) Subsections (1) and (2) apply to estimated interim repayment
obligations arising in respect of the 1998-99 and subsequent
income years.

Amendment to Personal Property Securities Act 1999

132 Personal Property Securities Act 1999
Section 133 amends the Personal Property Securities Act 1999.

133 When Act does not apply
In section 23(b), “ (other than section 169 of the Tax Adminis-
tration Act 1994)” isinserted after “Act”.
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