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TOPIC 2 
 

 

 

 

 

 

 
 

AN INDIRECT TAX: 
GOODS AND SERVICES TAX  

(GST) 
 

 
 

 

 

 

 

 

LEARNING OBJECTIVES 

After studying the material for this week you should be able to: 

 

 Discuss the rationale for introducing this tax; 

 Define the meaning of the different terms:  goods, services, registered person, 

taxable activity, consideration, person, taxable, exempt and zero-rated 

supplies, taxable period, accounting bases as used in relation to GST, output 

and input tax; 

 Outline who must, and can, be a “registered person”; 

 Discuss the significance of “time of supply” rules; 

 Explain GST treatment/application in special circumstances; 

 Outline payment of GST; 

 Demonstrate an ability to research and cross reference applicable sections of 

NZT. 
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Supplementary Readings 

 

 

1. Supplementary Readings in this Study Guide: 

 

 Page: 

 

(a) Commerce Clearing House (2006).  New Zealand MTG, ¶ 32-

087.  

 

10 

(b) Inland Revenue Department (September 1995). Differences 

between a taxable activity (GST) and a business activity 

(income tax). Tax Information Bulletin (TIB), Vol. 7, No. 3, pp. 

8-10. 

 

14 

(c) Stroombergen, A. (2008, September 27). GST works – making 

food exempt doesn‟t. The Dominion Post p C2. 

 

17 

(d) The Times (2009, February 6). Triumph in the teacake tax tussle. 

The Dominion Post p C2. 

 

18 

 

 

 

Additional Readings 

 

 

2. Additional Reading References: 

 

Alley, Chan, et al. (2009). New Zealand Taxation (Chap 19). Wellington: 

Thomson Brookers. 
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Topic Ten Outline 
 

Goods and Services Tax 
 

1. Introduction 

 

2. What is GST and how does it operate? 

 

3. Basic definitions relating to GST 

 

 goods; 

 services; 

 registered person; 

 taxable activity; 

 person; 

 taxable period; 

 accounting bases; 

 consideration vs value; 

 taxable, exempt and zero-rated supplies; 

 input tax; 

 output tax. 

 

4. Who must, and can, be “registered persons”. 

 

5. Time and value of supply. 

 

6. GST treatment/application in special circumstances. 

 

7. Payment of GST. 
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Explanatory Notes 

 

 

Goods and Services Tax 

 

1. Introduction 

 

GST is a tax imposed by the Goods and Services Tax (GST) Act 1985 and 

subsequent Amendment Acts.  Parts of the legislation, and its application in 

practice, are detailed and complex.  However, in 110.289 we are only concerned 

with the rationale and the general principles of the tax, and the listed readings 

cover the topic adequately. 

 

2. What is GST and how does it operate? 

 

2.1  Goods and Services tax is a tax currently at 12.5% levied on the value of 

all goods and services supplied in New Zealand (other than exempt 

supplies) by a registered person pursuing a taxable activity. 

 

The registered person is liable to the Inland Revenue Department for 

output tax collected, less input tax paid, during the relevant taxable 

period. 

 

2.2 How does it operate? Refer to NZT 19.1.2. 

 

3. Definitions 

 

Knowledge of the following definitions is essential for gaining an understanding 

of GST.  Section 2 of the GST Act 1985 (and other related sections) defines: 

 

(a) “Goods”:  this term, as used for GST purposes, is much broader in scope 

than its normal meaning, and it includes all types of personal and real 

property.  It excludes choses in action (such as copyrights and insurance 

policies) which are included within the definition of services, and also 

excludes money. (See NZT 19.4.1). 

 

(b) “Services”:  means almost everything which is not “goods” (e.g. TV repairs, 

doctors‟ services, accountants‟ services).  Together with goods, the term 

includes all things capable of being supplied for a consideration, except 

money itself. (See NZT 19.4.1). 

 

(c) “Registered person”:  a person who is, or is liable to be, registered under 

the Goods and Services Act 1985, and who is required to charge and collect 

tax, make returns and account for tax to the IRD. (See NZT 19.2.1).  

Note that from 1 April 2009 the registration threshold increased from 

$40,000 to $60,000 as per the amendments to the GST Act 1985. 

Businesses below $60,000 can now de-register. 
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. 

 

 

(d) “Taxable activity”:  an activity which is carried on continuously or 

regularly and which involves making or supplying goods for a 

“consideration” to another “person”.  The activity may be conducted as a 

business, trade, manufacture, profession, vocation or club, and it need 

not be conducted for the purpose of making a profit. Also refer to 

Supplementary Readings: TIB Vol.7, No. 3 and NZT 19.3.1. 

 

Exclusions to “taxable activity” are: 

 

 Any employment, occupation or engagement as an employee, or as 

a director of a company.  (Wages, salaries and directors‟ fees are 

not subject to GST); 

 

 A hobby or private recreational pursuit; 

 

 The occasional sale of domestic or household articles, personal 

effects or private motor vehicles; 

 

 The making of “exempt supplies”. 

 

(e) “Person”:  for GST purposes means: 

 

 an individual; 

 a company; 

 an incorporated club or society; 

 an unincorporated club, society or body of persons; 

 a trustee of a trust or estate; 

 a public or local authority; 

 a partnership. 

 

(f) “Taxable period”: regular intervals when a registered person and is 

responsible for filing GST returns. (Refer to NZT 19.12.1).  

Note that from 1 April 2009 the threshold for filing 6 monthly GST 

returns has increased from $250,000 to $500,000 as per the 

amendments to the GST Act 1985. 

 

(g) “Accounting Bases” (Section 19): methods used by registered persons 

to account for GST, i.e. when output and input taxes are to be taken into 

account for calculating tax payable. There are three methods available: 

invoice, payments and Hybrid bases. (Refer to NZT 19.12.2). 

Note that from 1 April 2009 the threshold for using the payments basis 

has increased from $1.3m to $2m as per the amendments to the GST 

Act 1985. 
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(h) “Consideration”:  has a wider meaning in relation to GST, than normal: 

 

 It includes any amount paid, or any act, or forbearance, in respect 

of supplies of goods or services; 

 

 It need not be in money terms (e.g. barter); 

 

 It may take the form of a promise to refrain from doing something; 

 

 It can be paid by someone other than the person receiving the goods 

or services. 

 

Also refer to NZT 19.3.5 and 19.9.1. 

 

It does NOT include unconditional gifts made to non-profit bodies where 

the donor does not receive a direct identifiable valuable benefit (e.g. 

street appeals, church offerings). 

  

(i) “Taxable Supplies”: Refer to NZT 19.4. 

 

(j) “Exempt Supplies”:  Refer to NZT 19.5. 

 

(k) “Zero-rated supplies”: Refer to NZT 19.6. 

 

(l) “Output tax”: The tax charged by a registered person for goods and 

services supplied by that person. (Refer to NZT 19.12.3). 

 

(m) “Input tax”: Refer to NZT 19.12.3. 

 

 

4. Registered Persons 
 

4.1 Any person (as defined) who conducts a taxable activity and supplies 

goods and services in New Zealand in excess of $60,000 (excluding 

GST) in any 12- month period must register with the IRD.   

 

Note that from 1 April 2009 the registration threshold increased from 

$40,000 to $60,000 as per the amendments to the GST Act 1985. 

 

4.2 The requirements for registration: NZT 19.2.1 and 19.2.4. 

 

 4.3 When to register: NZT 19.2.2 

 

 4.4 Cancellation: NZT 19.2.5. 
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5. Time and Value of Supply 
 

5.1 General Rule  

 

The time of supply rules indicate to the registered person when GST 

(i.e. the output tax) is to be charged on a transaction. The general rule is 

GST is charged when an invoice is issued or payment is received, 

whichever is earlier.  The other rule is known as a special rule and 

applies to supplies made under agreements such as hire purchase and 

supply of periodic payments.  A provision of fringe benefits comes 

within the ambit of a “special” time of supply rule in terms of 

levying/claiming the GST component of a fringe benefit.  

 

Do not confuse the general time of supply (i.e. earlier of invoice or 

payment) with the invoice basis of accounting (i.e. calculating the input 

and output tax) for the net GST to the IRD.  

 

Also refer to NZT 19.7 and 19.9.1. 

 

 

6. GST Treatment/Applications in Special Circumstances 
 

6.1 GST and Fringe Benefits [NZT 18.1.1, pp 833] 

 

With regards to fringe benefits supplied the GST Act 1985 deems the 

fringe benefit as a „supply‟ of goods and services.  Sec.21I establishes a 

special time of supply rule for fringe benefits and s 23A requires that the 

GST is accounted for on the FBT return and paid at the same time as the 

FBT. 

 

6.2 GST and Long Term Assets 

 

6.2.1 Acquired for taxable supplies 

 

Refer to Supplementary Readings: MTG ¶32-087. 

 

Also refer to TIB Vol. 12, No. 12 (Dec 2000), which can be 

retrieved from the IRD website. (www.ird.govt.nz/techincal-tax/ 

and type the specific TIB you want). 

 

6.2.2 Acquired for exempt/private purposes. 

 

Capital assets may be acquired initially for private/exempt 

purposes but is later being used for making taxable supplies.  

Under such circumstances an input tax adjustment is required. 

 

http://www.ird.govt.nz/techincal-tax/
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Refer to NZT 19.9.3 & 19.12.5 and MTG (see Supplementary 

Readings). 

 

The above changes are designed to assist in the reduction of compliance 

costs for taxpayers, when making adjustments for changes in use. 

 

6.3 GST and Income Tax Implications 

 

6.3.1 NZT 19.14.5  

 

The following example shows the impact of GST upon the 

purchase and sale of an asset which is subject to depreciation, 

when the taxpayer is a GST registered person in the first instance, 

and not GST registered in the second instance. 

 

Example: 
 

 

 

 

GST Registered 

Person 

 

Non-

Registered 

Person 

 

Cost of Asset 

Input Tax Credit Claimed 

Book Value 

Depreciation Year 1, eg 20% 

Adjusted Tax Value 

Depreciation Year 2 

Adjusted Tax Value 

Depreciation Year 3 

Adjusted Tax Value 

Sold For 

Less Output Tax (1/9) 

Net Proceeds 

Less Adjusted Tax Value 

Depreciation Recovered 

(loss on sale) 

 

42,750 

4,750 

38,000 

7,600 

30,400 

6,080 

24,320 

4,864 

19,456 

22,000 

2,444 

19,556 

19,456 

100 

 

42,750 

nil 

42,750 

8,550 

34,200 

6,840 

27,360 

5,472 

21,888 

22,000 

nil 

22,000 

21,888 

112 

 

Source: Staples (1997/98), pp. 420 

  

 6.3.2 Other aspects of the preparation of income tax accounts. 

  

 Refer to TIB Vol 7:1 (July 1995) pp 8-9 [www.ird.govt.nz/technical-tax/ 

and type the specific TIB you want]. 

 

7. Payment of GST 

 

 7.1  NZT 19.12.7. 

http://www.ird.govt.nz/technical-tax/
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Work Preparation 

 

 

 

Read and study the material required for this week. 

  

Review the following questions. 
 


 

1.  Identify and explain the legal requirements which must be met before 

GST can be imposed by a person on the sale of its goods and services.

  

 

 2.  Explain the following: 

 

   (a) The term “taxable activity” for the purposes of GST? 

   (b) How the time of supply rules determine when a supply takes 

place and therefore when GST must be paid or deducted. 

   (c) If GST is claimable on a fixed asset, used by the taxable 

activity, should the income tax treatment on the asset be at the 

GST-inclusive or GST-exclusive cost price? 

   (d)   A going concern in relation to sale of a business. 

 

 3.  Are the following subject to FBT and/or GST? 

 

(a) International travel provided to an employee of an airline. 

(b) A staff member of a firm is authorised to use a business vehicle 

for private running. 

(c) A bank supplies low interest loan to an employee.  The bank is 

liable for FBT.  How would this supply be treated for GST? 

(d)  A landlord of commercial property and a new tenant agree to a 

rental of $400 per week. 

 

  4.  Should some or all foods be exempt from GST? Discuss. (See 

readings by Stroombergen and The Times) 

 

  

 5.  Refer to NZT 2009 Chapter 19, Review Question 4. 
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Commerce Clearing House (2006), New Zealand Master Tax Guide, para. 32-087. 

(this article is the same as the 2009 version) 
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Inland Revenue Department (September 1995). Differences between a taxable 

activity (GST) and a business activity (income tax). Tax Information Bulletin (TIB) 

Vol. 7, No. 3, pp. 8-10. 
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The Times (2009, February 6). Triumph in the teacake tax tussle. The Dominion 

Post p C2. 


