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Government Bill

Explanatory note
General policy statement
Business tax measures
This bill contains provisions in response to the current global
economic situation. That situation is negatively impacting on New
Zealand businesses. Some businesses are experiencing cash ﬂow
difﬁculties due to a fall in domestic and international demand for
their goods and services. This typically occurs in every recession.
Also, in every recession, businesses with falling sales (and perhaps
rising inventories) ﬁnd obtaining access to credit more difﬁcult than
in times in which there are high levels of economic growth. The
global character of this recession means it looks likely to be deeper
and longer than most.
In light of this context, the focus of the proposed provisions is im
proving the business environment, with a focus on small and medium
enterprises. In particular, the key areas identiﬁed are:
•
easing the impact of taxes on businesses’ cash ﬂows:
•
improving businesses’ incentives to invest:
•
reducing business tax compliance costs.
This approach is consistent with the wider small and medium en
terprises package currently being developed and the Government’s
intention to introduce ongoing improvements to the business envir
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onment for New Zealand businesses as part of its broader economic
strategy.
The bill contains the following proposals:
•
PAYE once a month ﬁling and payment threshold –– increase
from $100,000 to $500,000 (based on annual PAYE deduc
tions):
•
FBT annual return ﬁling threshold –– increase from $100,000
to $500,000 (based on annual PAYE deductions):
•
FBT annual return ﬁling –– allowing owneremployees of
closely held businesses to ﬁle annually, regardless of their
annual PAYE deductions, when their FBT liability is limited
to up to 2 vehicles:
•
Provisional tax use of money interest (UOMI) safe harbour
threshold –– increase from $35,000 to $50,000 (based on an
nual residual income tax):
•
GST registration threshold –– from $40,000 to $60,000 (based
on annual GST turnover):
•
GST 6monthly return ﬁling threshold –– from $250,000 to
$500,000 (based on annual turnover):
•
Accounting for ﬁnancial arrangements — allowing nonindi
viduals to return income tax for ﬁnancial arrangements on a
cash accounting basis, and increasing the threshold for straight
line accounting from $1.5 million to $1.85 million (based on
the total level of ﬁnancial arrangements):
•
Low value trading stock threshold –– increasing the exemption
for adjustments from $5,000 to $10,000 (based on the value of
trading stock):
•
Provisional tax uplift rate –– reduce the current standard
method provisional tax uplift baselines from 105% or 110%,
to 100% or 105%, –– or to 90% and 95% for transitional
provisional taxpayers (based on residual income tax):
•
GST payments basis threshold –– increase from $1.3 million
to $2 million (based on annual GST turnover):
•
FBT on unclassiﬁed fringe beneﬁts –– increasing the de min
imis thresholds for exempting minor beneﬁts from FBT from
$15,000 per annum per employer and $200 per quarter per em
ployee, to $22,500 and $300 respectively:
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Simpliﬁed rules for deducting legal expenditure –– allowing
businesses to immediately deduct businessrelated legal ex
penditure, up to $10,000 a year, without having to distinguish
between revenue and capital.

Minor remedial matters
This bill, in proposed Part 2, makes a few minor remedial changes as
a result of the recent Taxation (Urgent Measures and Annual Rates)
Act 2008.

Clause by clause analysis
Clause 1 gives the title of the Act.
Clause 2 gives the commencement dates for provisions in the Act.

Part 1
Business tax measures
Amendments to Income Tax Act 2007
Clauses 4 to 22 amend the Income Tax Act 2007.
Clause 4 inserts a new section DB 62, to allow the deduction of busi
nessrelated legal expenditure, up to $10,000 a year, without having
to distinguish between revenue and capital.
Clause 5 amends section EB 23, to increase the threshold for low
value trading stock.
Clause 6 amends section EW 13, consequentially on the changes to
the deﬁnition of cashbasis person.
Clause 7 amends section EW 17, to increase the threshold for using
the straightline method to value ﬁnancial arrangements.
Clause 8 amends section EW 25, to increase the threshold for using
the straightline method to value ﬁnancial arrangements.
Clause 9 replaces section EW 54, to redeﬁne cashbasis person, re
moving the reference to natural persons.
Clause 10 amends repeals section EW 56, consequentially on the
changes to the deﬁnition of cashbasis person.
Clause 11 amends section EW 57, to change crossreferences conse
quential on the changes to the deﬁnition of cashbasis person.
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Clause 12 amends section EW 58, consequentially on the changes to
the deﬁnition of cashbasis person.
Clause 13 replaces section EW 59, to provide for associated persons.
Clause 14 amends section EW 60, to change crossreferences conse
quential on the changes to the deﬁnition of cashbasis person.
Clause 15 amends section RD 22, to increase the threshold for
onceamonth PAYE ﬁling.
Clause 16 amends section RD 45, to increase the threshold under
which FBT is not required to be accounted for in respect of unclas
siﬁed beneﬁts.
Clause 17 amends section RD 46, consequential to increasing the
threshold under which FBT is not required to be accounted for in
respect of unclassiﬁed beneﬁts.
Clause 18 amends section RD 60, to increase the threshold applying
to close companies for the calculation and payment of FBT on an
annual basis.
Clause 19 amends section RD 61, to increase the threshold applying
to small businesses for the calculation and payment of FBT on an
annual basis.
Clause 20 replaces section RZ 3, to reduce the standard method uplift
for the calculation of provisional tax liability for the 2008–09 and
2009–10 income years.
Clause 21 replaces section RZ 5, to reduce the standard method uplift
for the calculation of provisional tax liability for the 2008–09 and
2009–10 income years.
Clause 22 amends section YA 1 by inserting a new deﬁnition of legal
expenses, consequential to allowing the deduction of businessrelated
legal expenditure, up to $10,000 a year, without having to distinguish
between revenue and capital.

Amendment to Tax Administration Act 1994
Clause 23 amends section 120KE of the Tax Administration Act 1994,
to increase the threshold for a provisional taxpayer’s residual income
UOMI safe harbour.
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Amendments to Goods and Services Tax Act
1985
Clauses 25 to 27 amend the Goods and Services Tax Act 1985.
Clause 25 amends section 15, to increase the threshold for taxable
periods of 6 months.
Clause 26 amends section 19A, to increase the threshold below which
GST may be accounted for on a payments basis.
Clause 27 amends section 51, to increase the threshold for registra
tion.

Part 2
Minor remedial matters
Amendments to Income Tax Act 2007
Clauses 29 to 31 amend the Income Tax Act 2007.
Clause 29 amends section RD 50, to lower FBT rates as a remedial
matter related to the changes made by the Taxation (Urgent Measures
and Annual Rates) Act 2008.
Clause 30 amends section RD 52, to lower FBT rates as a remedial
matter related to the changes made by the Taxation (Urgent Measures
and Annual Rates) Act 2008.
Clause 31 amends section RD 53, to lower FBT rates as a remedial
matter related to the changes made by the Taxation (Urgent Measures
and Annual Rates) Act 2008.

Amendment to Tax Administration Act 1994
Clause 32 amends section 3 of the Tax Administration Act 1994, to
correct the deﬁnition of response period, as a remedial matter related
to the R & D tax credit changes made by the Taxation (Urgent Meas
ures and Annual Rates) Act 2008.

Regulatory impact statement
Executive summary
The measures in this bill are aimed at sustainably improving the tax
rules for businesses and providing relief to taxpayers in light of the
existing economic circumstances –– characterised by an economic
recession, reduced investment ﬂows, and tight credit market con
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straints as a result of a global ﬁnancial crisis. These changes are
meant to be enduring and constitute part of the Government’s broader
economic strategy. While many of the measures set out below focus
on small and mediumsized enterprises (SMEs), given their import
ance to the New Zealand economy and their susceptibility to the ef
fects of the current environment, they apply more widely where it is
feasible to do so.
A number of the initiatives in this bill follow from the measures pro
posed in the Government discussion document entitled: Reducing
tax compliance costs for small and mediumsized enterprises. This
is because the Government retains a continued interest in ensuring
business tax compliance costs are minimised, thereby allowing busi
nesses’ key resources to be put to higher value activities.
After analysis of the measures that could be adopted quickly to ease
the impact of taxes on businesses’ cash ﬂows and reduced compli
ance costs, and considering what could be achieved given tight ﬁscal
constraints, the main points of the preferred package at this time are
the following legislative proposals (all of which are proposed to come
into force on 1 April 2009):
•
GST payments basis threshold –– increase from $1.3 million
to $2 million (based on annual GST turnover):
•
GST registration threshold –– from $40,000 to $60,000 (based
on annual GST turnover):
•
Simpliﬁed rules for deducting legal expenditure –– allowing
businesses to immediately deduct businessrelated legal ex
penditure, up to $10,000 a year, without having to distinguish
between revenue and capital.
•
PAYE once a month ﬁling and payment threshold –– increase
from $100,000 to $500,000 (based on annual PAYE deduc
tions):
•
FBT annual return ﬁling threshold –– increase from $100,000
to $500,000 (based on annual PAYE deductions):
•
FBT on unclassiﬁed fringe beneﬁts –– increasing the de min
imis thresholds for exempting minor beneﬁts from FBT from
$15,000 per annum per employer and $200 per quarter per em
ployee, to $22,500 and $300 respectively:
•
Provisional tax uplift rate –– reduce the current standard
method provisional tax uplift baselines from 105% or 110%,

Explanatory note

Taxation (Business Tax Measures) Bill

7

to 100% or 105%, –– or to 90% and 95% for transitional
provisional taxpayers (based on residual income tax).

Adequacy statement
The Regulatory Impact Analysis Team (RIAT) has reviewed this
Regulatory Impact Statement and considers it to contain the required
information and accurately reﬂect the analysis undertaken.
RIAT considers the regulatory impact analysis to be adequate, with
the exception of the consultation undertaken in respect of reducing
the provisional tax uplift rate. The time constraints precluded full
consultation on this aspect of the proposal.
Treasury and Inland Revenue consider that the principles of the Code
of Good Regulatory Practice and the regulatory impact analysis re
quirements have been complied with. In addition, Treasury and In
land Revenue consider that, other than the proposal in respect of re
ducing the provisional tax uplift rate, the regulatory impact analysis
consultation requirements have been met.

Status quo and problem
Background
The current global economic situation is hitting New Zealand busi
nesses. Many businesses are experiencing cash ﬂow difﬁculties due
to a fall in demand for their goods and services. This typically occurs
in every recession in that businesses with falling sales (and perhaps
rising inventories) have greater difﬁculty in accessing credit than in
times in which there are high levels of economic growth. The global
character of this recession means it looks likely to be deeper and
longer than most.
The Reserve Bank of New Zealand expects business credit growth to
slow markedly over 2009 and in addition to credit for new propos
als becoming harder to get, some businesses are ﬁnding that funding
lines are being withdrawn or becoming more expensive. As well
as making it harder for businesses to expand, in some cases this has
made working capital scarce and inhibited trade ﬁnance transactions.
At the margin, independent credit availability effects may be exac
erbating a difﬁcult operating environment, compared with a ‘typical
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recession’. While these effects are not yet severe, the Government is
monitoring the situation closely.
Regulatory action has already been taken to assist in addressing this
situation. The effects from the introduction of the wholesale deposit
guarantee scheme are still working through in terms of easing the
current difﬁculties being experienced by businesses attempting to ob
tain access to credit. The success of the wholesale deposit guarantee
scheme in enabling banks to raise sufﬁcient term funding remains
at the heart of the strategy to ensure adequate availability of credit.
Banks have not yet borrowed under the guarantee, but their current
business plans are predicated on the assumption that they will be able
to do so over the next few months.
The New Zealand context
New Zealand’s existing economic circumstances are characterised by
tight credit constraints –– as a result of a global ﬁnancial crisis, and
an economic recession –– as a result of a reduction in aggregate de
mand for goods and services, and reduced investment. These factors
are expected to contribute to signiﬁcantly lower economic growth
over the short to medium term relative to that achieved over the last
decade. This has potentially signiﬁcant implications for employment
levels and New Zealanders’ overall living standards.
Taxes impact on the cash ﬂows of businesses which may impede their
ability to fund projects and weather a reduction in the demand for
their goods and services. There is scope to ease the burden of taxes
on businesses’ cash ﬂows by allowing them to ﬁle tax returns and
make tax payments less frequently, and by delaying the time at which
taxes would normally be paid. Together this would effectively allow
businesses to hold on to tax monies longer, improving cash ﬂows at
the margin.
The Government also notes that compliance with tax laws can en
tail signiﬁcant time and costs for many businesses. These costs can
arise through a variety of tax compliance activities required to meet
the tax obligations imposed under legislation (for example, perform
ing tax calculations, seeking advice, recordkeeping, ﬁling returns and
making tax payments). Compliance costs can also arise through the
complexity of tax laws and administrative procedures. These costs
often have a disproportionate impact on SMEs. The Government
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considers that, by making it easier for businesses to comply with their
tax obligations, valuable economic resources are able to be freed up
and redirected towards more productive activities. It is the Govern
ment’s intention to introduce ongoing improvements to the business
environment for New Zealand businesses as part of its broader eco
nomic strategy. Tax changes that make complying with taxes easier
should also improve voluntary taxpayer compliance at a time when
there are signiﬁcant pressures on the Government’s ﬁscal position.
The December Economic and Fiscal Forecasts were released on 18
December 2008. These forecasts included a main forecast as well
as an upside scenario and a downside scenario given the uncertainty
around the economic conditions at the time of releasing the update.
Since releasing this update the outlook for world growth, trading part
ner growth, and commodity prices are expected to be weaker, mean
ing the economy is close to the downside scenario. Both the main
and downside ﬁscal forecasts are outside of the range that the Gov
ernment considers prudent.
Government inaction in the abovementioned areas could result in
businesses experiencing a more drawnout recessionary period. At
the margin, the associated cash ﬂow issues could contribute to some
businesses that are otherwise productive, failing. The longerterm
detriment to the economy from a drawn out recessionary period,
tight credit conditions, and burdensome laws and regulations justiﬁes
Government action to streamline the functioning of laws, regulations,
and institutions to minimise the impact of taxes on businesses.

Objectives
Given the current and projected economic conditions its commitment
to make ongoing improvements to the business environment for New
Zealand businesses, the Government proposes a package of proposals
to provide ongoing assistance and relief.
The objectives of the proposals are to:
•
ease the burden of taxes on businesses’ cash ﬂows, particularly
in light of tight credit market constraints:
•
reduce tax compliance costs for businesses and provide a sus
tainable improvement in the tax rules going forward:
•
conform to sound tax policy principles.
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In meeting these objectives, the Government must trade off the posi
tive impact of the proposals against the deteriorating ﬁscal position
over the medium term. In particular, it must ensure that the ongoing
revenue costs, the impact on the Government’s debt–to–gross do
mestic product ratio, and debt servicing costs are ﬁscally sustainable
going forward.
Other objectives for the package are to provide timely relief; so any
measures chosen need to be able to be implemented and have effect
quickly. Lastly, this package aims to improve the situation for busi
nesses that are currently viable, or that are struggling. Accordingly,
the measures are not solely directed at proﬁtable businesses.
In light of the importance of SMEs to the New Zealand economy
(SMEs make up approximately 96% of total businesses), and their
susceptibility to the effects of an economic recession and tightening
credit market conditions, these proposals focus on SMEs. However,
the measures provide beneﬁts to businesses more widely where it
is feasible to do so, given the signiﬁcant ﬁscal constraints currently
faced by the government as well as those projected over the medium
term.
In addition, the package attempts to minimise distortions to economic
decisionmaking, which would serve to cause further detriment to the
current economic environment and longerterm economic perform
ance. To that end, the measures adopted are consistent with sound
tax policy principles.
Given the nature of the problem and the objectives of the proposed
reform as speciﬁed above, and in light of ﬁscal constraints, the Gov
ernment considers that the ﬁscal implications of a package need to
be affordable; both in the short term and on an ongoing basis.

Alternative options
In light of the problem deﬁnition and objectives outlined above, the
appropriate measures should have particular regard to the following
requirements: the extent to which the measures can ease the cash ﬂow
impact of taxes on businesses; the ability of the measures to reduce
taxpayer compliance costs (and Inland Revenue administration costs)
on an ongoing basis; sound tax policy principles, including economic
efﬁciency and equity between taxpayers; and ﬁscal sustainability.
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Taxation (Business Tax Measures) Bill

11

Given the Government’s signiﬁcant ﬁscal constraints and the require
ment to follow sound tax policy principles, a range of thresholdre
lated and other options were considered, taking into account the num
ber of businesses that fall within applicable thresholds and the mag
nitude of the likely effects relative to the associated ﬁscal costs.
At the outset it is important to note that there is no ‘correct’ level
for any given thresholdrelated measure. The threshold concessions
are typically provided on compliance cost grounds and where the
frequent ﬁling and paying of taxes has overly burdensome cash ﬂow
implications for businesses. Any given threshold level is a judgment
call taking into account these factors and weighing them against the
ongoing ﬁscal impact to the government of changing the thresholds.
The reasons that the particular thresholds that are proposed were pre
ferred are outlined under the preferred option section below.
Other nonthreshold related proposals that have also been included
focus on easing the cash ﬂow impact of taxes and UOMI on busi
nesses.
Other options considered
Other options for assisting businesses in the current economic envir
onment were also considered for inclusion in the package, but were
not considered appropriate at the current time. These options, and
the reasons for their noninclusion, are set out below.
Increasing the low value asset write off threshold
Increasing the current $500 low value asset write off threshold at
which assets need to be capitalised and depreciated for tax purposes
was considered. This measure could reduce tax compliance costs for
businesses and provide potential cash ﬂow advantages through the
full writeoff of capital assets in the year of acquisition.
This measure was not included in the package at the current time as
it would further increase the bias that already exists by the current
threshold relative to the majority of assets that are depreciating for
tax purposes at economic depreciation rates. Also, this measure has
a substantial ﬁscal cost and would not be closely targeted to SMEs
and would not assist businesses in a tax loss position (as tax losses
carried forward do not provide immediate cash ﬂow beneﬁts). It may
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also provide an incentive for taxpayers to try and split up assets into
separate components (where this is possible).
Increasing the provisional tax threshold
Increasing the current provisional tax threshold at which provisional
tax is paid, from its current level of residual income tax of $2,500,
was also considered. This would assist cash ﬂow for businesses with
low levels of residual income tax.
Again, this measure had a very signiﬁcant ﬁscal cost and would not
target SMEs as, in many cases, individuals and nonbusiness taxpay
ers would beneﬁt from the concession.
Doubtful debt writeoffs for income tax purposes
A limited form of writing off doubtful debts for income tax purposes
was considered but not progressed at this time. This would have al
lowed smaller businesses to write off, for income tax purposes, their
doubtful debts based on the age of the debt or a history of previous
doubtful debts turning bad. This may, in certain circumstances, have
assisted businesses’ cash ﬂows.
It was concluded that the beneﬁts were uncertain and that allowing a
tax deduction for doubtful debt provisions may not necessarily pro
vide targeted relief. Further, it could represent a potential threat to
the tax base.
Other tax simpliﬁcation measures outlined in Government
discussion document
Other measures included in the discussion document Reducing tax
compliance costs for small and mediumsized enterprises were con
sidered for inclusion in the package of short term measures. These
included introducing simpliﬁed rules for entertainment expenses and
introducing a single category of restricted privateuse motor vehicles
for FBT purposes (replacing the current workrelated vehicle exemp
tion).
These measures were not included at this time, as it was considered
that further consultation with taxpayers was required to develop the
policies further. These measures are part of an ongoing SME simpli
ﬁcation review, and whilst they would arguably provide simpliﬁca
tion beneﬁts, the cash ﬂow beneﬁts are less obvious. In fact, some
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taxpayers may end up, depending on circumstances, paying more in
tax that at present.

Preferred option
The preferred option at this time is to introduce changes to certain
existing tax thresholds and a reduction in the provisional tax up
lift rate. At a high level, these thresholds were chosen because of
their ability to reduce taxpayers’ compliance costs, ease the burden
of taxes on businesses’ cash ﬂows, and improve capital investment
incentives while at the same time being affordable for the Govern
ment on an ongoing basis. The speciﬁc proposals and their beneﬁts
and risks are discussed brieﬂy below.
A conservative quantiﬁcation of the aggregate cash ﬂow beneﬁts aris
ing to businesses from the proposed measures is set out in the Fiscal
Implications section of this paper. In addition, compliance cost re
duction beneﬁts are expected from implementation of the initiatives,
but a precise quantiﬁcation of these beneﬁts is not able to be made
due to data limitations.
Increase the GST payments basis threshold from $1.3 million
to $2 million (to apply from 1 April 2009)
Increasing the GST payments basis threshold will allow more tax
payers to account for GST on a payments basis and may assist busi
nesses’ cash ﬂows as GST will generally only need to be accounted
for on receipt of funds rather than issue of an invoice. This measure
should reduce the situation where businesses are required to account
for GST on revenues they have not yet collected. The key risk with
raising this threshold is the increased arbitrage ability that arises in
dealings between taxpayers on the invoice basis and the cash basis.
However, given the modest level of the proposed new threshold, this
arbitrage risk is not signiﬁcantly increased.
Increase the GST registration from $40,000 to $60,000 (to apply
from 1 April 2009)
Increasing the GST registration threshold would mean those under
the threshold could opt out of the GST system, resulting in a reduction
in GST compliance costs and easing cashmanagement issues asso
ciated with making GST payments. Increasing this threshold means
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that more ﬁnal consumption becomes untaxed as more businesses are
able to move out of the GST base. However, the overall net beneﬁts
from reduced compliance costs are expected to outweigh this minor
distortion.
It is estimated that by increasing the GST registration threshold to
$60,000, approximately 47,000 entities would be entitled to deregis
ter if they wished to do so. However, of these entities, an estimated
28,000 entities would chose to remain within the GST system, for
competitive reasons or for the ability to obtain input tax deductions,
regardless of the increase in the threshold.
Introduce a new threshold of $10,000 below which all legal
expenditure is fully deductible (to apply from the 2009–10
income year)
Many businesses ﬁnd the rules for determining the deductibility, for
tax purposes, of businessrelated legal expenses complicated (as a re
sult of having to assess the application of the capital/revenue bound
ary). This can lead to high compliance costs. Allowing businesses
to deduct all businessrelated legal expenses, up to $10,000 a year,
without having to distinguish between revenue and capital (poten
tially covering certain ‘black hole’ expenditure items) would reduce
tax compliance costs and tax liabilities, therefore reducing the im
pact on businesses’ cash ﬂows. However, the measure would not
assist businesses in a tax loss position, as tax losses carried forward
do not provide immediate cash ﬂow beneﬁts.
The key risk from this initiative is increased deductions arising from
otherwise nondeductible capital expenditure. However, the reduc
tion in compliances costs is expected to outweigh this concern.
Increase the PAYE once a month ﬁling and payment threshold
from $100,000 to $500,000 (to apply from 1 April 2009)
Currently, where prior year total PAYE deducted for all employees
was $100,000 or more, the employer must pay it to Inland Revenue
twice a month. Where total PAYE deducted is less than $100,000,
the employer must account for PAYE once a month. This threshold
could be increased to $500,000, exempting more businesses from the
requirement to account for and pay PAYE twice a month, increasing
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the number of businesses who would beneﬁt from the increased cash
ﬂows as a result of this change.
Raising the threshold to $500,000 would allow approximately 98%
of all employers to ﬁle and pay once a month. Employers that are
above the current threshold but below the new threshold could still
pay twice a month if that better suited their business systems.
Increase the FBT annual ﬁling threshold from $100,000 to
$500,000 (to apply from 1 April 2009)
Currently, where prior year total PAYE deducted for all employ
ees was $100,000 or more, an employer providing fringe beneﬁts to
employees must account and pay for FBT to Inland Revenue quar
terly. Where total PAYE deducted is less than $100,000, the em
ployer can pay and ﬁle annually instead. Raising the current thresh
old to $500,000 would mean that even fewer FBT returns and pay
ments would need to be ﬁled by small businesses, thereby easing cash
ﬂows and reducing compliance costs for eligible employers.
Raising the threshold to $500,000 would allow approximately 98%
of all employers to ﬁle FBT returns annually.
Increase in the thresholds under which FBT is not required
to be accounted for in respect of minor beneﬁts provided to
employees (to apply from 1 April 2009)
Where the value of unclassiﬁed beneﬁts (e.g. ﬂowers, food, drink
etc) provided to an employee is below certain thresholds, FBT will
not apply. Increasing these thresholds would mean that less employ
ers would be required to return FBT in respect of unclassiﬁed beneﬁts
provided to employees. If this was the only beneﬁt that was given to
employees, no FBT would be payable, thereby reducing compliance
costs and easing cash ﬂows for affected employers. It is proposed
that these thresholds be increased by 50%, to $300 per quarter per
employee (or $1,200 if the employer accounts for FBT annually) and
$22,500 per annum per employer.
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Introduce a reduction in the provisional tax uplift rate (to apply
from 1 April 2009 to provisional tax payments in respect of the
2008–09 and 2009–10 income year payable after this date)
The current provisional tax uplift rate is 105% of last year’s residual
income tax or 110% of the year before that if last year’s return is not
ﬁled. This threshold could be reduced to 100% and 105% (or 90%
and 95% for transitional provisional taxpayers) reducing the magni
tude of a taxpayer’s provisional tax payments (providing taxpayers
with greater cash ﬂow). The key risk with this measure is the ﬁscal
impact to the Government. Analysis indicates that this risk is man
ageable.

Fiscal implications
The ﬁscal implications of the proposed package over the forecast
period is a revenue loss of $484 million, broken down between:
•
Initial year revenue cost in 2008–09 of ($60m):
•
Revenue cost in 2009–10 of ($422m):
•
Revenue gain in 2010–11 of $214m:
•
Revenue cost in 2011–12 of ($108m):
•
Revenue cost in 2012–13 and outyears of ($108m).
The measures also result in the deferral of cash receipts resulting in
an increase to government debt levels. This has ﬂowon effects for ﬁ
nancial costs. To ensure consistency with the way in which ﬁscal im
plications are reported, revenue costings are provided on a standard
accrual basis. Ongoing ﬁnancial costs are therefore not included.

Compliance cost implications
Many of the measures deal with the variety of monetary thresholds
used in deﬁning certain tax obligations faced by taxpayers. Gen
erally, these thresholds set limits for the application of speciﬁc tax
rules, with the aim of reducing the cash ﬂow impact of taxes and re
ducing tax compliance costs for taxpayers. Given that most of the
initiatives are thresholdrelated, there will be minimal costs for tax
payers in understanding and acting on the changes.
Reducing the complexity of the tax rules means that taxpayers are
less likely to require expert assistance, and are less likely to make
errors. As well as reducing tangible costs, such as hours spent and
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expenditure on accounting fees, reducing the complexity of the tax
rules can reduce the stress associated with completing tax require
ments.

Administrative cost implications
Due to the thresholdnature of these measures, administration costs
are generally expected to be minimal due to the relatively simple
mechanical changes required to implement them. However, with re
gard to the proposal to reduce provisional tax payable under the ‘up
lift’ basis, addition oneoff costs of $0.5 million are estimated.

Consultation
The views of the public were previously sought on the substance of
a majority of the threshold measures set out in this paper as part of
the consultation process undertaken for the discussion document Re
ducing tax compliance costs for small and mediumsized enterprises.
Of those initiatives that have been in the public domain, the feedback
received so far has been positive. Reducing the provisional tax uplift
has not been formally consulted on. However, due to the difﬁcult cir
cumstances currently faced by businesses and the need to act quickly
to provide relief, the Government considers that it is crucial to en
act all of these changes as soon as possible. This will necessitate
swift action through legislation. Consequently, this has left insufﬁ
cient time for a full and complete consultation process on all of the
items proposed in the tax package.

Hon Peter Dunne
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The Parliament of New Zealand enacts as follows:
1

Title
This Act is the Taxation (Business Tax Measures) Act
2009.

2
(1)

Commencement
5
This Act comes into force on the date on which it receives the
Royal assent, except as provided in this section.
In Part 1, the sections , other than sections 3 and 24, come
into force on 1 April 2009.
In Part 2,––
10
(a) section 32 is treated as coming into force on 19 De
cember 2007:
(b) sections 29(1), 30(1), and 31(1) come into force on
1 April 2009:
(c) sections 29(2), 30(2), and 31(2) come into force on 15
1 April 2010.

(2)
(3)

Part 1
Business tax measures
Amendments to Income Tax Act 2007
3

20

Income Tax Act 2007
amend the Income Tax Act 2007.

Sections 4 to 22

4
(1)

New heading and new section DB 62
After section DB 61, the following is added:
“Legal expenses

“DB 62 Deduction for legal expenses

25

“When this section applies
“(1) This section applies to a person when their total legal expenses
for an income year is equal to or less than $10,000.
“Deduction
“(2) The person is allowed a deduction for the legal expenses.

30

3
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“Deﬁnition
“(3) For the purposes of this section, legal expenses means fees for
legal services (as deﬁned in the Lawyers and Conveyancers
Act 2006) provided by a person who holds a practising certiﬁ
cate issued by the New Zealand Law Society or an Australian 5
equivalent.
“Link with subpart DA
“(4) This section overrides the capital limitation. The general per
mission must still be satisﬁed and the other general limitations
still apply.
10

(2)

5
(1)
(2)
(3)

6
(1)

“Deﬁned in this Act: amount, capital limitation, deduction, general limitation,
general permission, income year, legal expenses”.
Subsection (1) applies for the 2009–10 income year and later
income years.
Valuing closing stock under $5,000
15
In the heading to section EB 23, “$5,000” is replaced by
“$10,000”.
In section EB 23(1)(b), “$5,000” is replaced by “$10,000”.
Subsections (1) and (2) apply for the 2009–10 income year
and later income years.
20

When use of spreading method not required
Section EW 13(2), other than the heading, is replaced by the
following:
“(2) A trustee who holds a ﬁnancial arrangement in trust to manage
compensation paid for personal injury under the Injury Pre 25
vention, Rehabilitation, and Compensation Act 2001, the Ac
cident Insurance Act 1988, any of the former Acts as deﬁned
in section 13 of the Accident Insurance Act 1998, the Work
ers’ Compensation Act 1956, or a court order does not use any
of the spreading methods for the ﬁnancial arrangement if the 30
trustee is a cash basis person.”
(2) Subsection (1) applies for the 2009–10 income year and later
income years.

4
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(1)
(2)

8
(1)
(2)
(3)

Part 1 cl 10

Straightline method
In section EW 17(1)(a), “$1,500,000” is replaced by
“$1,850,000”.
Subsection (1) applies for the 2009–10 income year and later
income years.
5
Consistency of use of straightline method and market
valuation method
In the heading to section EW 25(3), “$1,500,000” is replaced
by “$1,850,000”.
In section EW 25(3), “$1,500,000” is replaced by 10
“$1,850,000”.
Subsections (1) and (2) apply for the 2009–10 income year
and later income years.

9
Section EW 54 replaced
(1) Section EW 54 is replaced by the following:
“EW 54 Meaning of cash basis person

15

“Who is cash basis person
“(1) A person is a cash basis person for an income year if—
“(a) 1 of the following applies in the person’s case for the
income year:
20
“(i) section EW 57(1); or
“(ii) section EW 57(2); and
“(b) section EW 57(3) applies in the person’s case for the
income year.
“Persons excluded by Commissioner
25
“(2) A person may be excluded under section EW 59 from being a
cash basis person for a class of ﬁnancial arrangements.
(2)

10
(1)
(2)

“Deﬁned in this Act: cashbasis person, ﬁnancial arrangement, income year”.
Subsection (1) applies for the 2009–10 income year and later
income years.
30
Section EW 56 repealed
Section EW 56 is repealed.
Subsection (1) applies for the 2009–10 income year and later
income years.
5
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11
(1)

Thresholds
In section EW 57(1), “section EW 56(1)(a)(i)” is replaced by
section “EW 54(1)(a)(i)”.
(2) In section EW 57(2), “section EW 56(1)(a)(ii)” is replaced by
“section EW 54(1)(a)(ii)”.
5
(3) In section EW 57(3), “section EW 56(1)(b)” is replaced by
“section EW 54(1)(b)”.
(4) After section EW 57(9), the following is added:
“Increase in speciﬁed sums
“(10) The GovernorGeneral may make an Order in Council increas 10
ing a sum speciﬁed in any of subsections (1) to (3).”
(5) Subsections (1) to (3) apply for the 2009–10 income year
and later income years.
12
(1)
(2)

(3)

(4)

(5)

Financial arrangements, income, and expenditure
relevant to criteria
In section EW 58(1), “the natural person” is replaced by “the
person”.
In section EW 58(3),—
(a) the subsection heading is replaced by “Beneﬁciary of
bare trust”:
(b) “A natural person” is replaced by “A person”.
In section EW 58(4),—
(a) the subsection heading is replaced by “Beneﬁciary of
trust other than bare trust”:
(b) “a natural person” is replaced by “a person”.
In section EW 58(5),—
(a) the subsection heading is replaced by “Trustee”:
(b) “a natural person” is replaced by “a person”.
Subsections (1) to (4) apply for the 2009–10 income year
and later income years.

15

20

25

30

13
Section EW 59 replaced
(1) Section EW 59 is replaced by the following:
“EW 59 Exclusion by Commissioner
The Commissioner may treat a person who would otherwise
be a cash basis person for a class of ﬁnancial arrangements as 35
not being a cash basis person for the class if—
6
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“(a)

the person, or any other person, has structured and pro
moted the class to defer an income tax liability:
“(b) the parties to a ﬁnancial arrangement are associated,
and the person’s calculation of income and expenditure
under the ﬁnancial arrangement differs from that used 5
by the associated person.
“Deﬁned in this Act: associated person, cashbasis person, Commissioner, ﬁ
nancial arrangement, income, income tax liability”.
(2)

Subsection (1) applies for the 2009–10 income year and later

income years.
14
(1)
(2)
(3)

10

Trustee of deceased’s estate
In section EW 60(2) and (3), “section EW 56(1)(a) and (b)” is
replaced by “section EW 54(1)(a) and (b)”.
In section EW 60(4), “to EW 56” are replaced by “and EW
55”.
15
Subsections (1) and (2) apply for the 2009–10 income year
and later income years.

15

PAYE income payment forms for amounts of tax paid
to Commissioner
In section RD 22(3) and (4), “$100,000” is replaced by 20
“$500,000” in all places where it appears.

16

Unclassiﬁed beneﬁts
In section RD 45,––
(a) in subsection (2)(a), “$200” is replaced by “$300”:
(b) in subsection (2)(b), “$15,000” is replaced by 25
“$22,500”:
(c) in subsection (3)(a), “$800” is replaced by “$1,200”:
(d) in subsection (3)(b), “$15,000” is replaced by
“$22,500”:
(e) in subsection (4)(a), “$800” is replaced by “$1,200”:
30
(f)
in subsection (4)(b), “$15,000” is replaced by
“$22,500”.

17

Adjustments for unclassiﬁed beneﬁts on amalgamation
In section RD 46,––
7
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(a)
(b)
(c)
(d)
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in subsection (2), “$15,000” is replaced
in both places in which it appears:
in subsection (3), “$15,000” is replaced
in both places in which it appears:
in subsection (4), “$15,000” is replaced
in both places in which it appears:
in subsection (5), “$15,000” is replaced
in both places in which it appears.

by “$22,500”
by “$22,500”
by “$22,500” 5
by “$22,500”

18

Close company option
Section RD 60(1), other than the heading, is replaced by the
following:
“(1) This section applies in an income year when an employer that
is a close company provides a fringe beneﬁt to a shareholder
employee if, in the preceding income year,—
“(a) the gross amounts of tax for both PAYE income pay
ments and employer’s superannuation contributions for
the corresponding tax year were no more than $500,000;
or
“(b) the only beneﬁt provided by the employer was a fringe
beneﬁt—
“(i) arising under section CX 6(1) (Private use of
motor vehicle); and
“(ii) limited to making available to shareholderem
ployees 1 vehicle or 2 vehicles for their private
use; or
“(c) the employer did not employ any employees.”
19

10

15

20

25

Small business option
In section RD 61(1)(a), “$100,000” is replaced by “$500,000”.

20

Section RZ 3 replaced
Section RZ 3 is replaced by the following:
“RZ 3 Standard method: 2008–09 and 2009–10 income years
“When this section applies
“(1) This section applies to the calculation of a person’s provisional
tax liability for the 2008–09 and 2009–10 income years, for

8

30
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instalments payable on or after 1 April 2009, when section RC
5 (Methods for calculating provisional tax liability) applies.
“Standard method modiﬁed: for 5% uplift
“(2) In the application of the standard method under section RC
5(2),––
5
“(a) the amount of provisional tax payable for the 2008–09
income year is––
“(i) equal to 100% of the residual income tax for the
preceding tax year, if the person is not a new tax
rate person; or
10
“(ii) equal to 90% of the residual income tax for the
preceding tax year, if the person is a new tax rate
person:
“(b) the amount of provisional tax payable for the 2009–10
income year is equal to 100% of the residual income tax 15
for the preceding tax year, if the person is not a new tax
rate person.
“Standard method modiﬁed: for 10% uplift
“(3) In the application of the standard method under section RC
5(3), the amount of provisional tax payable for the 2008–09 20
income year and the 2009–10 income year is––
“(a) equal to 105% of the residual income tax for the tax year
before the preceding tax year, if the person is not a new
tax rate person; or
“(b) equal to 95% of the residual income tax for the tax year 25
before the preceding tax year, if the person is a new tax
rate person.
“Deﬁned in this Act: amount, income year, new tax rate person, pay, provisional
tax, residual income tax, tax year”.
30

21

Section RZ 5 replaced
Section RZ 5 is replaced by the following:
“RZ 5 Calculating amounts under standard method: 2008–09
and 2009–10 income years

“When this section applies
“(1) This section applies to the calculation of a person’s provisional 35
tax liability for the 2008–09 and 2009–10 income years, for
9
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instalments payable on or after 1 April 2009, when section
RC 10 (Methods for calculating amount of instalment under
standard and estimation methods) applies.
“Calculation modiﬁed: 2008–09 income year
“(2) In the calculation of the amount of an instalment under section
RC 10(2) for the 2008–09 income year,––
“(a) the item residual income tax in the formula, subpara
graph (i), is,––
“(i) for the preceding tax year, the amount of residual
income tax without any uplift, if the person is not
a new tax rate person; or
“(ii) for the preceding tax year, the amount of residual
income tax reduced by 10%, if the person is a
new tax rate person:
“(b) the item residual income tax in the formula, subpara
graph (ii), is,––
“(i) for the tax year before the preceding tax year, the
amount of residual income tax uplifted by 5%, if
the person is not a new tax rate person; or
“(ii) for the tax year before the preceding tax year, the
amount of residual income tax reduced by 5%, if
the person is a new tax rate person.

5

10

15

20

“Calculation modiﬁed: 2009–10 income year
“(3) In the calculation of the amount of an instalment under section
RC 10(2) for the 2009–10 income year,––
25
“(a) the item residual income tax in the formula, subpara
graph (i), is, for the preceeding tax year, the amount of
residual income tax without any uplift, if the person is
not a new tax rate person:
“(b) the item residual income tax in the formula, subpara 30
graph (ii), is––
“(i) for the tax year before the preceding tax year, the
amount of residual income tax uplifted by 5%, if
the person is not a new tax rate person; or

10
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“(ii) for the tax year before the preceding tax year, the
amount of residual income tax reduced by 5%, if
the person is a new tax rate person.
“Deﬁned in this Act: amount, income year, new tax rate person, pay, provisional
tax, residual income tax, tax year”.

22

5

Deﬁnitions
In section YA 1, after the deﬁnition of legal defeasance, the
following is inserted:
“legal expenses is deﬁned in section DB 62 (Deduction for
legal expenses) for the purposes of that section”.
10

Amendment to Tax Administration Act 1994
23
(1)
(2)

Provisional tax and rules on use of money interest
In section 120KE(1)(b) of the Tax Administration Act 1994,
“$35,000” is replaced by “$50,000”.
Subsection (1) applies for the 2009–10 income year and later 15
income years.

Amendments to Goods and Services Tax Act
1985
24

Goods and Services Tax Act 1985
amend the Goods and Services Tax Act 20
1985.

Sections 25 to 27

25

Taxable periods
In section 15(2)(a), “$250,000” is replaced by “$500,000”.

26

Requirements for accounting on payments basis
In section 19A(1)(b)(i), “$1,300,000” is replaced by 25
“$2,000,000”.

27

Persons making supplies in course of taxable activity to
be registered
In section 51(1)(a), “$40,000” is replaced by “$60,000”.

11
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Part 2
Minor remedial matters
Amendments to Income Tax Act 2007
28

Income Tax Act 2007
amend the Income Tax Act 2007.

Sections 29 to 31

29
(1)
(2)
(3)
(4)

30
(1)
(2)
(3)
(4)

31
(1)
(2)
(3)
(4)

12

5

Employer’s liability for attributed beneﬁts
In section RD 50(5), “63.93%” is replaced by “61.29%”.
In section RD 50(5), “61.29%” is replaced by “58.73%”.
Subsection (1) applies for the 2009–10 income year and later
income years.
10
Subsection (2) applies for the 2010–11 income year and later
income years.
Calculation for certain employees when information
lacking
In section RD 52(3)(b), “63.93%” is replaced by “61.29%”.
15
In section RD 52(3)(b), “61.29%” is replaced by “58.73%”.
Subsection (1) applies for the 2009–10 income year and later
income years.
Subsection (2) applies for the 2010–11 income year and later
income years.
20
Pooling nonattributed beneﬁts
In section RD 53(4)(a), “64%” is replaced by “61%”.
In section RD 53(4)(a), “61%” is replaced by “59%”.
Subsection (1) applies for the 2009–10 income year and later
income years.
25
Subsection (2) applies for the 2010–11 income year and later
income years.
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Amendment to Tax Administration Act 1994
32

Interpretation
In section 3(1) of the Tax Administration Act 1994, in para
graph (e)(ii) of the deﬁnition of response period, “1 year” is
replaced by “2 years”.
5
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