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Agenda
• The problem
• The proposals at a glance
• Non affected properties
• How the rules work for certain entities
• Exemptions for developers and new builds
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The problem
The key policy problem is housing affordability.
The cost of buying a house is placing significant financial stress on households.

House prices are high by international standards and rates of home
ownership have been declining.

There are also concerns about the affordability of rents and
maintaining an adequate supply of new housing stock.
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One of the Government’s objectives for housing is to support more sustainable house
prices, including by dampening investor demand for existing housing stock

While the tax system is not the primary driver of housing affordability,

features of the tax system exacerbate the issue.

In particular, investment in housing is tax-preferred as
compared to investments that do not earn large gains
Reducing demand from investors may result in less upward
pressure on house prices.
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The solution
Deny interest on lending and mortgages as an expense to
offset residential rental income, with carve outs (exceptions)
for new builds.
Thus making it less desirable (or more expensive due to
increased taxes) to invest in property of this nature.
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Interest Deductibility – Existing borrowings
Income year

Percentage of interest you can claim

1 April 2020 – 31 March 2021

100%

1 April 2021 – 31 March 2022
(Transitional year)
1 April 2022 – 31 March 2023

1 April 2021 to 30 Sept 2021 - 100%
1 October 2021 to 31 March 2022 - 75%
75%

1 April 2023 – 31 March 2024

50%

1 April 2024 – 31 March 2025

25%

From 1 April 2025 onwards

0%
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Interest Deductibility – New borrowings
• Residential property acquired on or after 27th March 2021
will not be allowed an interest deduction from 1 October 2021 (6 months only).
• New borrowings to maintain or improve the property after 27th March 2021 are also
subject to 0% claim.
• Property developers (who pay tax on the sale of property) will not be affected by these
changes.
• Business loans secured against the residential property are not affected.
• New builds are able to claim 100% of the interest costs.
Refixing a loan = OK

Drawing down a new funds = not OK
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IRD’s Position
Inland Revenue has advised against any of these options to deny or limit
interest deductions and prefers the status quo to all options.
It considers that additional taxes on rental housing are unlikely to be an
effective way of boosting overall housing affordability.
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Recap of rules brought in this year
23rd March 2021 – supplementary order paper released by Government
24th March 2021 – Parliament passed the Taxation (Annual Rates for 2020-21, Feasibility
Expenditure, and Remedial Matters) Bill.
30th March 2021 – Royal assent granted and legislation ready to be enacted.
• Extend the bright-line test from 5 to 10 years
• Require consistent allocation of the purchase price of property in an asset sale
AND on 23rd March 2021 Government agreed to change interest deductibility rules for
residential properties.
(not yet legislated, though IRD have a “fact sheet” and “supplementary Order Paper” on the current proposals)
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Changes to the Brightline from 5 to 10 years
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Taxation (Annual Rates for 2021-22, GST, and
Remedial Matters) Bill – changes to interest deductibilty

Enactment expected March 22
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Timing for the on or before 27/03/2021 date??
Acquired date is for general land tax rules – not the bright-line which are slightly different
• Date a binding sale and purchase agreement entered into (regardless of conditions)
• Irrevocable offer made before 23/03/2021 – see next slide
• Land acquired from the exercise of an option - When the person exercised the option.
• Agreement for acquisition of land on behalf of a company not yet formed - the date the
agreement was entered into.
• Land that a person subdivides - The date the person acquired the original undivided piece
of land.
• See IRD QB17/02
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Irrevocable offer
• Offer made before, but property acquired after, 27 March 2021

• If you've made an offer on a property on or before 23 March 2021, but the offer is
accepted after 27 March 2021, and you could not withdraw the offer before 27
March 2021, your property will be treated as if it was acquired before 27 March
2021, meaning you can claim interest
Example Ted made an offer to purchase a property through a tender process that closed on 22 March 2021, but the offer was not
accepted until 27 March 2021. Because the terms of the tender meant he could not withdraw the offer until 28 March, Ted will
still be able to claim interest as if the property was acquired before 27 March as an expense until the ability to deduct it is
completely phased-out.
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Difference between bright-line and land tax rules
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What kind of property is affected?
In general, any house, apartment, or other such building in
New Zealand that a person could live in would be affected by
these changes.
Bare land that could be used for residential property will also
be affected.
It does not matter whether the property is rented out longterm, used for shortstay accommodation, or even left vacant
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New Builds
5 year bright-line only
Earlier this year the bright-line test was extended to apply for 10 years.
This legislation will reduce the bright-line test to five years for “new builds”.
This amendment will be backdated to 27 March 2021.
For the purposes of this rule, a “new build” is a property acquired on or after 27
March 2021 which has been acquired within 12 months of receiving its CCC.
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New Builds
No interest limitations, can claim 100%
New build = after 27/03/2020 – a year earlier than originally proposed
1. evidence that a self contained residence has been issued a code
of compliance and placed on the land
2. Motel/hotel converted to self contained residence and evidenced
in records of Council
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New builds and interest
A new build will not have to be made of new material or constructed
onsite, so it can include modular and relocated homes.
If you convert an existing dwelling into multiple new dwellings, this
can qualify as a new build. So too can converting a commercial
building into residential dwellings.
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New builds and interest
The exemption will expire 20 years after a new build receives its CCC or when the
new build ceases to be on the land (for example, it is demolished or removed),
whichever is earlier.
Where a new build is acquired off the plans and before its CCC is issued, the 20-year
fixed period will still run from the date of the CCC. Special rules also apply for
hotel/motel conversions, and for new builds that receive their CCC after a significant
delay.
The exemption will apply to anyone who owns the new build within this 20-year
fixed period, and the timing of the exemption will not reset when the property is
sold.
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Excluded property from the rules
Provided you meet the other requirements for claiming deductions, you will still be able to deduct interest against income from
these unaffected properties:
1.
2.
3.
4.

A portion of the main home if it is used to earn income (for example, from flatmates or boarders).
Properties used as business premises (except for an accommodation business), like offices and shops. This includes
residential properties to the extent they are used as business premises (for example, a house converted into a doctor’s
surgery).
Hospitals, hospices, nursing homes, and convalescent homes.
Retirement villages and rest homes.

5.
6.
7.
8.
9.
10.

Hotels, motels, hostels, inns, campgrounds (but not short-stay accommodation provided in a residential dwelling)
Houses on farmland.
Bed and breakfasts where the owner lives on the property.
Employee accommodation.
Student accommodation.
Land outside New Zealand
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Excepted Residential Land
1. Business premises, except if the business premises—
(a) are used or available for use in a business of supplying accommodation; and
(b) are not a main home for the person or 1 or more other persons referred to in section CB
16A(2) (Main home exclusion for disposal within 10 years).
2. Farmland, including any place configured as a residence or abode, whether or not it is
used as a place of residence or abode, including any appurtenances belonging to or enjoyed
with the place.
3. A hospital, convalescent home, nursing home, or hospice.
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Excepted Residential Land
4. A hotel, motel, inn, hostel, or camping ground.
5. A rest home or retirement village.
6. For the relevant person (person A), land that has been used predominantly for place configured as a
residence or abode, whether or not it is used as a place of residence or abode, including any appurtenances
belonging to or enjoyed with the place, if that place was the main home for 1 or more of the following
people:
(a) person A:
(b) a beneficiary of a trust, if person A is a trustee of the trust:
(c) a settlor of a trust, if person A is a trustee of the trust, and the settlor
is one whose settlements for the trust are the greatest or greatest
equal, by market value.

23

Excepted Residential Land
7. Student accommodation.
8. Employee accommodation.
9. Māori excepted land.
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When could I use the interest
If a taxpayer has been denied interest deductions
but is subsequently taxable on the proceeds when the
property is sold (for example it is sold within the
bright-line period),
the taxpayer will be able to claim interest deductions up
to the amount of the taxable gain on sale.
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The business argument
Unless it is covered as excepted residential land,
Unlikely now if it’s the whole property and an Airbnb.
What about ….

26

The business argument
Emergency, transitional, social and council housing?
Carved out specifically
If your property is used for emergency, transitional or social housing
when you leased it to the Crown (for example, the Ministry of
Housing and Urban Development or Kāinga Ora) or to a registered
community housing provider then you can still claim interest
deductions.
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Registered Community Housing Providers
62 organisations registered with 14,764 properties

https://chra.hud.govt.nz/
Link People Ltd
Kainga Ora
Tauranaga Community Housing Trust
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Prepare for taxes!
Example:
Property Value $600,000
Mortgage $360,000 (60% LVR), @ 3% interest p.a (25 year term)
Mortgage repayments per month $1,708 (interest $10,800 p.a, principal $9,696)
Rent per week $550 p/w
Rates $3,200 p.a
Insurance $1,500 p.a
Annual Repairs $1,000
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Existing Residential Property
Taxable Income

Rent

2021

2022

2023

2024

2025

2026

28,600

28,600

28,600

28,600

28,600

28,600

10,800

9,195

7,657

4,950

2,396

0

Rates

3,200

3,300

3,400

3,500

3,600

3,700

Insurance

1,500

1,500

1,500

1,500

1,500

1,500

Repairs

1,000

1,000

1,000

1,000

1,000

1,000

Total Expenses

16,500

14,995

13,557

10,950

8,496

6,200

Taxable Surplus

12,100

13,605

15,043

17,650

20,104

22,400

3,993

4,489

4,964

5,824

6,634

7,392

Expenses
Interest

Tax @ 33%
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Cash flow considerations
Taxable Income

2021
12,100
3,993
0

2022
13,605
4,489
1,341

2023
15,043
4,964
2,552

2024
17,650
5,824
4,950

2025
20,104
6,634
7,187

2026
22,400
7,392
10,500

deductible
Less Principal

9,696

9,987

10,286

10,595

10,913

11,240

Net cash flow

(1,589)

(2,185)

(2,760)

(3,720)

(4,630)

(5,488)

Taxable Surplus
Less Tax

Less Interest not
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Revenue Account Property
Existing provisions under Income Tax Act 2007, CB 6 – CB 23
• Intention to dispose at acquisition (speculative traders)
• Building business
• Subdividing or development business
• Rezoning
• Land dealing business
• Major undertakings
Brightline supplemented these rules inserting a CB 6 (A)
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Structures to consider
Trust:
33% tax rate, losses not able to be distributed, more complex than a partnership or individual holding.
Financial statement required, Trust Law to adhere to.
Company:
28% tax rate, losses not able to be distributed.
Taxable to shareholders when distributed as a dividend or shareholder salary.
Cannot group in portfolio with Trust, Partnership or Individual holding.
More complex than a partnership or individual holding as financial statement required and Company Law to adhere to.
Look through company (LTC):
Taxed like a partnership based on the shareholding (i.e. losses and profits flow through).
More complex than a partnership or individual holding as financial statement required and Company Law to adhere to.
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Structures to consider
Partnership:
Taxed in the partners hands based on their partnership share, able to split between multiple partners at differing tax
rates. Top tax rate is now 39% for income over $180,000.
Simple to operate as only a tax return is required.
Individual holding:
Taxed in the individuals hands at the taxpayers marginal rate. Top tax rate is now 39% for income over $180,000
Simple to operate as only a tax return is required.
Can portfolio LTC share, Trust income distribution, partnership share with individual holdings.
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Our view
Over the last two years significant changes have occurred to the tax rules.
Losses previously were able to be offset against taxable income, a pressure valve for ‘Mum
and Dad’ investors where unexpected costs were incurred.
Brightline and land tax rules are complicated, a straight capital gains tax would be simpler.
The Brightline tax is a capital gains tax by stealth.
We are seeing a lot of investors now consider serviceability in light of additional cash costs
in the form of taxes.
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