
GST Direct:
Pointing the way

Sweeping GST changes in two weeks
New GST rules take effect from 1 April 2011. It is important to review all current and 
upcoming transactions, including existing agreements, to determine how the new rules 
will affect them.

The new rules change the GST treatment of many land transactions. There are 
also changes to GST recovery for some businesses, and to the treatment of 
accommodation supplies.

Compulsory zero-rating (CZR) of land transactions
From 1 April 2011, all transactions involving land between GST-registered parties will be subject to 
GST at 0% (with very limited exceptions), if at the time of settlement:

the purchaser intends to use the land for making supplies that are subject to GST, and• 
the land is not intended to be used as the principal residence of the purchaser or an associate. • 

The current GST rules will continue to apply where either the vendor or purchaser are not 
GST-registered, or if the property will be used as the purchaser’s (or an associate’s) principal 
place of residence. Optional “going concern” treatment will be retained but only for supplies not 
involving land or interests in land.

  What is “land” for CZR purposes?

“Land” is widely defi ned and includes estates 
or interests in land, options to acquire land 
and rights that give rise to an interest in land. 
Leases are not included unless more than 25% 
of the total consideration is paid upfront (e.g. 
lease premiums). Mortgages and leases of 
residential dwellings are also excluded. 

 Nominee sales

New rules will apply to transfers to nominees 
(i.e. a transfer by direction of the purchaser). 
The starting point is, if a sale involves land 
it will be treated as a single supply from the 
vendor to the nominee for GST purposes. 
Different GST considerations will arise if there 
is a separate transaction between the purchaser 
and the nominee (e.g. a sub-sale), an agency 
arrangement or if the nominee is a bare trustee. 
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The new rules will be relevant if your business:

buys or sells land• 

leases commercial property• 

does not fully recover GST• 

has transactions involving a nominee; or• 

supplies accommodation.• 

Reminder



 Vendor and purchaser’s CZR checklist

Vendor Purchaser

Sale or purchase of land CZR will apply to transactions even if land is only a minor component.

CZR will not apply to transactions that do not include land.

 Pricing Price appropriately for the GST 
treatment of the property.

Confirm if sale will be zero-rated 
under CZR.

Best practice is to use “plus GST 
(if any)” pricing (even under 
CZR).

CHECK: Is the vendor  
GST-registered and is the sale in 
course of the vendor’s taxable 
business? 

Sale and Purchase Agreement Obtain a written statement from 
the purchaser regarding their 
GST registration status and 
intentions as to use of the land by 
the time of settlement.

Provide a written statement on 
or before settlement warranting 
your GST registration status and 
intentions for using the land. 

Should purchaser warranties 
cover any potential nominee?

Best practice is to warrant the 
GST information provided is 
correct on signing the sale and 
purchase agreement and will be 
correct at settlement. 

Consider whether contract needs 
to deal with changes to the 
purchaser’s original statement.

If incorrect information is 
provided, there could be a GST 
liability.

Settlement Ensure the GST position as at the 
“time of supply” matches that on 
settlement. 

If the sale is subject to CZR, no 
GST should be included on the 
settlement statement.

If the sale is subject to GST at the 
standard rate, ensure a valid tax 
invoice is received.

If the GST position changes 
either before or after settlement, 
make the necessary GST 
adjustments.

If changes to the GST position are 
discovered after settlement, you 
could be liable for GST. 

GST return If CZR applies, ensure the 
transaction is shown in the GST 
return as a zero-rated supply.

If GST is charged at the standard 
rate, you should be entitled to 
recover GST to the extent the 
land is used to make fully taxable 
supplies. 

If CZR applies and you make 
supplies that are not fully subject 
to GST, you must pay GST to 
Inland Revenue to the extent of 
the land’s GST-exempt use. 
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CZR – Issues to watch out for
Transitional rules •	

	 CZR is optional for the vendor if a binding agreement is entered into before 1 April 2011 and GST  
	 time of supply will be triggered on or after 1 April 2011. Existing agreements should be reviewed to determine when  
	 time of supply will be triggered.

Transactions involving non-GST registered parties •	
	 “Normal” GST rules apply if either the purchaser or the vendor is not GST-registered. GST clauses in agreements will  
	 need to cover all situations. Watch out for nominee, agent or bare trustee sales where it may be difficult to determine  
	 the registration status of the recipient. 

GST position changes before settlement •	
	 A transaction might start out as zero-rated but become standard-rated by settlement or vice-versa  
	 (e.g. a GST-registered purchaser but an unregistered nominee, or an unregistered purchaser but GST-registered  
	 nominee). Businesses should seek advice on the adjustments required to facilitate the change in GST treatment. 

GST position changes after settlement •	
	 If a supply is incorrectly zero-rated under CZR and this is discovered after settlement, the purchaser is liable under the  
	 GST Act for 15% GST. Inland Revenue can force the purchaser to register and pay GST on the transaction.

Purchaser makes a mix of taxable and exempt supplies•	   
	 CZR applies to the sale but the purchaser must pay GST to Inland Revenue to the extent of the land’s GST-exempt use. 

GST recovery, accommodation - from 1 April 2011

New apportionment rules applying from 1 April 2011 affect those businesses 
which are not entitled to full recovery of GST on costs. Currently, these 
businesses recover all or no GST upfront and then adjust over time. From 1 
April, businesses will be required to estimate the taxable use of goods and 
services and claim GST to this extent. 

Annual adjustments will be required if the taxable “use” changes over 
time, provided certain low level thresholds are exceeded. The new rules 
could give rise to GST timing advantages or disadvantages compared to the 
current position. 

The number of adjustments is based on the market or book value of the 
asset. There is no limit on adjustments for land. Adjustments for goods 
or services acquired before 1 April 2011 must be made under the current 
adjustment rules. Businesses will be required to apply two different 
adjustment regimes – one for existing assets and one for assets acquired on 
or after 1 April 2011. This may result in an increased compliance burden.

The definitions of “dwelling” (GST-exempt) and “commercial dwelling” 
(subject to GST) have also changed. These changes may alter the GST 
position of accommodation providers, who will need to consider the 
commercial implications of the new rules.

A GST-registered purchaser makes 50% exempt supplies and buys land for $1 million (plus 
GST if any). The purchaser will pay $1 million (zero-rated) to the vendor and $75k of GST 
($1million x 15% x 50%) to Inland Revenue. So, the total cost requiring funding is $1.075 
million and not $1 million.

Example
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Other current GST issues
  Tax invoices in a foreign currency

Many suppliers require payments to be made in a foreign 
currency. Businesses should ensure the supporting tax 
invoice meets all the requirements prescribed by the GST 
Act. Amounts must be expressed in New Zealand dollars 
and the correct exchange rate used.

Inland Revenue highlighted this area in a recent update. 

If a tax invoice does not meet the requirements, there 
may be no entitlement to recover GST. Even minor defects 
may mean the deduction is disallowed, as was the case  
in Riccarton Construction v CIR (High Court,  
20 April 2010).

  Cancelled supplies

Supplies may be cancelled for a variety of reasons. 
Although cancellation may effectively bring the party’s 
contractual obligations to an end, there may still be  
a follow on GST effect requiring credit notes to be issued 
and adjustments made in the GST return. Businesses 
should ensure the necessary GST adjustments are made 
in the event of a cancellation.

  Reminder - Insurance claims

If your business receives an insurance pay-out, there is 
generally a liability to pay GST on the receipt provided 
the underlying insurance premium was subject to GST. 
Some exceptions apply.

There may be a GST liability even if your business is not  
a party to the contract of insurance. Caution must be 
taken to ensure GST is returned where required.  

If there is a GST liability this should be taken into account 
when negotiating any settlement amount.

  Earthquake support payments

The receipt of a Government ‘grant or subsidy’ generally 
triggers a GST liability for a business. To overcome this, 
a special regulation has been introduced confirming 
Canterbury earthquake support subsidies received on or 
before 30 June 2011 are not taxable grants or subsidies 
for GST purposes. Therefore, recipients do not need to 
account for GST on the amounts received. 
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Contact us
If you have any questions regarding the issues covered in this publication, please contact your normal 
PwC adviser or a member of our GST team.     
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Further details on GST issues and opportunities can be found in our previous GST Direct publications:
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