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Ref: 22OIA1699 

[IN CONFIDENCE RELEASE EXTERNAL] 

12 May 2022 

Dear  

Thank you for your request made under the Official Information Act 1982 (OIA), received 
on 21 March 2022. You requested copies of all documents and information in relation to 
the current status of policy development concerning the income tax treatment of computer 
software developed for sale or licence. 

On 31 March 2022, we partially transferred your request to the Minister of Revenue as he 
holds information within scope of your request. 

On 14 April 2022, the time limit for deciding on your request was extended to 12 May 
2022, due to the large quantity of information involved and consultation with other 
departments was required. 

I have interpreted your request to be in relation to the beginning of Policy and Regulatory 
Stewardship’s work on the income tax treatment of software development expenditure, 
following the publication of Issues Paper No.10 Income tax treatment of software 
development expenditure. 

The attached table includes my decisions on the documents within scope of my 
interpretation of your request. Some information or documents have been withheld in full 
under the following sections of the OIA: 

• 9(2)(a) – to protect the privacy of natural persons
• 9(2)(b)(ii) – to protect the commercial position of the person who supplied the

information or who is the subject of the information
• 9(2)(ba)(i) – to protect information which is subject to an obligation of confidence

or which any person has been or could be compelled to provide under the authority
of any enactment, where the making available of the information would be likely
to prejudice the supply of similar information, or information from the same source,
and it is in the public interest that such information should continue to be supplied

• 9(2)(f)(iv) – to maintain the current constitutional conventions protecting the
advice tendered by minister and officials

• 9(2)(g)(i) – to maintain the effective conduct of public affairs through the free and
frank expression of opinions by or between or to Ministers of the Crown or members
of an organisation or officers and employees of any public service agency or
organisation in the course of their duty

• 18(c)(i) – making the requested information available would be contrary to the
provisions of a specified enactment, namely Inland Revenue’s confidentiality
obligation in section 18 of the Tax Administration Act 1994 (TAA). Disclosure of this
information does not fall within any of the exceptions to the confidentiality
obligation listed in sections 18D to 18J of the TAA.

The enclosed documents contain information that is outside the scope of your request. 
This information has not been considered for release and has been withheld and marked 
as “Not in scope”. 

No public interest in releasing the withheld information has been identified that would be 
sufficient to outweigh the reasons for withholding. 





Ref: 22OIA1699 

[IN CONFIDENCE RELEASE EXTERNAL] 

Date Document description Decision 
31/01/2020 Research notes on the reporting 

treatment (commercial and tax) of 
software development expenditure 

Released in full 

02/03/2020 Deductibility of software 
expenditure 

Released in full 

06/03/2020 Stakeholder Engagement Plan – 
Timing of deductions of software 
expenditure 

Withheld in full under section 
9(2)(g)(i) 

13/03/2020 Policy Commissioning Paper – 
Timing of deductions of software 
expenditure (for software 
developed for sale or licence) 

Released with redactions under 
section 9(2)(ba)(i) 

26/06/2020 
and 
16/07/2020 

Items from Inland Revenue’s 
weekly Status Report to the 
Minister of Revenue 

Released in full 

09/09/2020 1993 Policy Statement - Income 
Tax Treatment of Computer 
Software 

Released with redactions under 
section 9(2)(a) 

16/10/2020 Consultation letter to MBIE: 
Software Development Expenses 
and MBIE policies for innovation  

Released in full 

06/11/2020 Software development 
expenditure: Notes from pre-
consultation call with MBIE 

Released with redactions under 
section 9(2)(g)(i) 

24/11/2020 Consultation letter: Software 
development expenses and MBIE 
policies for innovation 

Released in full 

03/12/2020 Software development 
expenditure: Notes from pre-
consultation call with NZTE 

Released with redactions under 
sections 9(2)(a) and 9(2)(ba)(i) 

27/01/2021 Software Development 
consultation _Business 
stakeholders_2021-01-
25_V3.docx 

Released with redactions under 
section 9(2)(a) 

28/01/2021 Consultation letter to stakeholder: 
Software development expenses – 
review tax policy settings 

Released with redactions under 
sections 9(2)(a) and 9(2)(ba)(i) 

03/02/2021 Software Developers - Tax policy 
review of income tax settings for 
software development expenditure 

Released with redactions under 
section 9(2)(a) 

04/02/2021 Software expenditure consultation 
- Callaghan

Release with redactions under 
section 9(2)(a) 

16/02/2021 IRRUIP 10 Income tax treatment 
of software development 
expenditure 

Released with redactions under 
section 9(2)(a) 

18/02/2021 Discussion notes ahead of 
Software developers consultation 
meeting 10am 

Released with redactions under 
sections 9(2)(a) and 9(2)(ba)(i) 



Ref: 22OIA1699 

[IN CONFIDENCE RELEASE EXTERNAL] 

Date Document description Decision 
18/02/2021 
and 
19/02/2021 

Notes from Consultation – 
[9(2)(ba)(i)] and NZ Tech 

Released with redactions under 
sections 9(2)(a), 9(2)(b)(ii) and 
9(2)(ba)(i) 

19/02/2021 Policy work on software 
development? 

Released with redactions under 
section 9(2)(a) 

24/02/2021 Consultation notes - deductions 
for software expenses 

Withheld in full under sections 
9(2)(a), 9(2)(b)(ii) and 
9(2)(ba)(i) 

03/03/2021 Review of tax treatment of 
software development expenditure 

Released with redactions under 
section 9(2)(a) 

03/03/2021 Software Development Expenses Withheld in full under section 
9(2)(a) 

12/03/2021 Consultation letter: Software 
development expenses – 
reviewing tax policy settings 

Released with redactions under 
section 9(2)(a) 

15/03/2021 Memo to Emma Grigg, Policy 
Director 

Released with redactions under 
section 9(2)(a) 

15/03/2021 Tax treatment of the software 
sector 

Released with redactions under 
section 9(2)(a) 

16/03/2021 Software development 
expenditure with [9(2)(ba)(i)] 

Withheld in full under sections 
9(2)(a), 9(2)(b)(ii) and 
9(2)(ba)(i) 

16/03/2021 Software development 
expenditure with CA ANZ – 
Technical Advisory Group 

Released with redactions under 
section 9(2)(a) 

18/03/2021 Results from NZ Tech Alliance 
Survey – Tax Accounting 
Treatment for Software 
Development – March 2021 

Released in full 

23/03/2021 Software development 
expenditure with [9(2)(ba)(i)] 

Withheld in full under sections 
9(2)(a), 9(2)(b)(ii) and 
9(2)(ba)(i) 

26/03/2021 Accounting Treatment of Software 
Development under GAAP 

Released in full 

30/03/2021 Software development 
expenditure 

Released with redactions under 
section 9(2)(a) 

08/04/2021 Purchase price allocation - 
software-related material 

Released with redactions under 
section 9(2)(a) 

15/04/2021 TGC Action points Released with redactions under 
section 9(2)(a) 

19/04/2021 Software expensing – 
consultation: [9(2)(ba)(i)] 

Withheld in full under sections 
9(2)(a), 9(2)(b)(ii) and 
9(2)(ba)(i) 

22/04/2021 Software meetings + potential bill 
timeline 

Released with redactions under 
section 9(2)(a) 
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[IN CONFIDENCE RELEASE EXTERNAL] 

Date Document description Decision 
22/04/2021 Software development sector Released with redactions under 

section 9(2)(a) 
Attachment partially released, 
some information withheld under 
section 18(c)(i) 

13/05/2021 Projects for consultation Released with redactions under 
sections 9(2)(a) and 9(2)(ba)(i) 

31/05/2021 Software Sector consultation Released with redactions under 
section 9(2)(a) 

10/06/2021 Memo to Emma Grigg, Policy 
Director 

Withheld in full under section 
9(2)(f)(iv) 

02/07/2021 RE Re: Upcoming consultation Released with redactions under 
section 9(2)(a) 

02/07/2021 Re: Upcoming consultation Released with redactions under 
section 9(2)(a) 
Attachment released in full 

07/07/2021 Software project policy memo Withheld in full under section 
9(2)(f)(iv) 

09/08/2021, 
13/08/2021, 
26/08/2021 

Draft policy reports Withheld in full under section 
9(2)(g)(i) 

07/09/2021 Draft policy report: Taxation of 
software development expenditure 

Withheld in full under section 
9(2)(g)(i)  

21/09/2021 FW IR2021/346 Signed Withheld in full under section 
9(2)(g)(i) 

21/09/2021 IR2021/346 Signed Withheld in full under section 
9(2)(f)(iv) 

24/11/2021 Software developers Withheld in full under section 
9(2)(f)(iv) 

Undated Memo: Software Development 
Expenses 

Released in full 
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File note 

Date: 31 January 2020 

Author: Craig Phillips 

Subject: Research notes on the reporting treatment (commercial and tax) of software 
development expenditure 

Background 
This research arises from a review of IR practice as set out in TIB 4 May 1993, in appendix B 
of software developed for sale or licence.  However, there are also spill-over relationships  for 
software developed for in-house use and commissioned software which are related to the 
potential for distortion of classifications to obtain the most favourable timing treatment for 
expenses. ensure that the  

The core principles applied are: 

Software developed for in-house use: 
• pre-development expenses deducted as incurred
• Development expenses capitalised until project completed (WIP)
• Depreciation 40% DV 30% SL
• Unsuccessful development deducted when unsuccessful decision made
• Ongoing maintenance deducted as incurred
• Upgrades capitalised (same as for original development)

Commissioned software  
As for software developed for in-house use except there would be no pre-development costs 

Software developed for Sale or license 
• Development costs deductible in year incurred
• Value of unbilled work in progress and unsold completed software must be taken into

account as trading stock. The value of trading stock at balance date must be included
as income in your return. (effectively defers deduction until year of sale or licence)

The project focus is the tax treatment of expenditures on software developed for sale or 
licence. 
The review document is IRRUIP -10  

Overview of review document 
This file note documents key points from a number of sources to build up information about 
the various approaches to  tax treatment of software development costs around the world. 

The core issues: 

Deductibility of software development costs 
Absorption costing & software development costs 
An  appropriate timing of deductions for software development costs 
An appropriate treatment for disposals of developed software. 

Not in scope
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Accounting & software development NZIAS 18 
The trend in the accounting field is to capitalize software development costs.54 According to a 
recent survey, twenty percent, if not more, of computer industry firms capitalize some of their 
software expenditures. 
The capitalisation of software increases earnings per share because amortisation is less than 
immediate deduction.  
Planning & design phase  
Post planning and designe phase based on feasibility being established. 
 
Feasibility assurance is typically the point at which capitalisation of software costs begins 
 
Accounting approach is seeking consistency – and tax could follow principles underpinning. 
Need to consider changes in practices that might not yet be reflected in required IFRS 
standards. 
  

Not in scope
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Tax base 
Principles of  
fairness,(horizontal & vertical equity) 
 administrative feasibility cost of administering & implementing must be as low as possible 
 and economic rationality – what are the effects of tax/deductions/amortisation? 

Haig-Simons 
Income = ∑ market value of rights exercised in consumption of property rights and change in 
value of store of property rights 

Consumption tax. 

Spark business Works November 26 2018 
 
Important to financial health and operation of any company that is building or buying software 
to understand the principles of expensing and capitalising that expenditure in the financial 
reports of the software developer.. 
 
GAAP is promoted as the basis to determine what to expense and what to capitalise.  However 
the purpose of GAAP is to enable investors and creditors to compare contrast extract and 
analyse financial information of an organisation. 
GAAP guidelines are rooted in the concept of whether the software development will result in 
an enduring economic benefit – software development costs can be classified as either: 
 

• Costs that produce value at a later date; and 
• Costs that do not produce value at a later date. 

 
In essence, this is the underlying question for tax policy, and the core issues for costs that 
produce value at a later date, are: 
 
The timing of deductibility of those costs; and 
The recovery (including timing of recovery) of costs on disposal of an asset or on recovery of 
sunk expenses. 
 

Types of software development processes under GAAP  

Waterfall approach 
 
Software development follows sequential steps. 
Expense/ capitalisation depends on the which step the costs are categorised as. 
The steps themselves differ depending on whether the development is for internal use or 
external use (e.g. sale or licence or commissioned work) 

Software for internal use: 
Examples, CRM tools; Accounting systems; Project Management Tools, Internal Data tools 
 
Project Stage Typical costs Expense/Capitalise 
   
Planning Creating requirements, 

developing a project plan 
Expensed 

Development/Coding Testing, third-party 
developers, software 
purchase costs, encoding 

Capitalise 
 

Implementation User training, data usage 
analysis 

Expense 

Not in scope
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Software for external use (sale, licence/lease) 
Project Stage Typical costs Expense/Capitalise 
   
Feasibility & Planning Creating requirements, 

developing a project plan, 
creating requirements, 
developing a project plan  

Expensed 

Software established as 
feasible 

Testing, third-party 
developers, software 
purchase costs, encoding 

Capitalise 
 

Software available for use User training, customer 
service, other post-launch 
costs. 

Expense 

• Capitalisation is thought to better represent the long term value software brings to the 
organisation 

• Expensing for tax reduces tax expense, and improves cash flow for yearly operations. 
• Expensing for financial reporting can lead to higher operations efficiency ratios (longer 

term) 
  

Not in scope
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Revenue Canada: R&D projects containing software development 
 
https://www.canada.ca/en/revenue-agency/services/scientific-research-experimental-
development-tax-incentive-program/information-seminars-webinars/eligibility-work-projects-
containing-software-development-transcript.html 
 
Eligibility policy for the credit/benefit : expressed in legislation by definition 
Technology definition – similar to NZ definition in DB 34 and now also in R&D tax credit 
(2019 rules) ???? [Check new R&D tax credit rules] 
 
The analysis in the webinar is concerned with determining the eligibility for a R&D tax credit of 
work containing software development 
 
5 questions (all must be yes to qualify):  

o Is there a scientific or technological uncertainty? 
o Is the development specifically aimed at reducing or eliminating that uncertainty? 
o Is the development approach consistent with the scientific method? 
o Is the overall development for the purpose of making scientific or technological 

advancement 
o Is there a record of the progress of the process of applying the scientific method. 

 
Examples of new or improved product, process or device: 
Codec software 
Web information system & document management on the web 
Protein structure prediction software 
 
A new or improved product process or device can be from a combination of hardware and 
software. (slide 8) 
 
Software development may be necessary but the developed software is not part of the product 
process or device (slide 9) 
 
Technology is the practical application  of scientific knowledge and principles.  The 
development of cloud technology has allowed a platform for modern big data applications. 

 
Slide 15: Understanding the capability and limitations of systems to  develop an information 
system is about a product and is not related to the concept of technology or advancement of 
technology or scientific uncertainty.  The question is whether the current state of technology is 
insufficient to resolve a problem.  If a  system has technological deficiencies that prevent the 
desired outcome -that can be development but if the new system merely replicates what is 
kept manually it is no more than an information database that is developed.  
  

Not in scope
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IAS 38  
 

• Para 4: When the software is not an integral part of the related hardware, the computer 
software is treated as an intangible asset. 

• Para 5 – IFRS 38 applies to expenditure on advertising training, start-up research and 
development activities.  R & D activities are directed to the development of knowledge 

• Para 8:Definitions 
o An intangible asset is an identifiable non-monetary asset without physical 

substance. 
o Development is the application of research findings to other knowledge to a plan or 

design or other knowledge to a plan or design of the production of new or 
substantially improved … systems or services before the start of … commercial 
production or use. 

o Research is original and planned investigation undertaken with the prospect of 
gaining new scientific or technical knowledge or understanding. 

Para 9 
Software is included in the list of common examples where a firm will expend resource for 
developing maintaining or enhancing 
Para 10 
Definition of intangible asset requires: 

• Identifiability, control over a resource and existence of future economic benefit. 
Para 11-12 Identifiability 
Requires either being able to be separated and sold, licensed, rented or exchanged OR 
Arises from contractual or other legal rights (regardless whether or not those rights are 
severable or tradable. 
Paras 13 to 16 Control 
Obtain future economic benefits and restrict access of others to those benefits. Legal rights to 
enforce demonstrate control but are not a pre-condition for control  
Paras 18 to 24 – recognition 
Based on probability of flow of future economic benefit to the firm AND reliable measurement 
Measurement at cost initially  
Pars 51 to673 – Internally generated Intangible assets 
Main issues related to identification of an asset that gives future economic benefits and 
reliability of cost measurement 
Research costs – all expensed 
Note only development costs are capitalised – note also that probable economic benefits are 
determined using the principles in IAS 36 
 Para 61 62 is relevant also to considerations of tax policy 
Cost –  
Para 65 6o 67 – cost of internally generated intangible asset is ∑expenditure incurred from 
date the asset meets first the recognition criteria in paras 21, 22 and 57 

Not in scope
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File note 
 
 
Date: 2 March 2020 
 
Author: Benjamin Hammond   
 
Subject: Deductibility of software expenditure   
 
 
The software sector 
 

- The software sector can be divided into three general business models: 
1. The business of designing and selling software for a business (DataCom)  
2. The business of designing and licensing software to multiple businesses (Xero)  
3. The business of designing and using software internally (Banking, agritech, 

Fintech).  
 

- Designing software, although the details and focus can vary between business model, is 
relatively simple. The key building blocks are: 

1. Coding and engineering.  
2. Minimum viable product. 
3. Customer acquisition.   
4. Feedback. 
5. Improvement.  
6. Scalability.  

 
- The development of software has changed rapidly over time, shifting from a traditional 

“waterfall” model to an agile “incremental” model. Submitters agreed that the 
incremental development business model is now commonplace in the industry. The 
incremental model has no clear beginning, middle and end. Agile methodologies may 
result in the developed software never being a “finished” product as improvements are 
constantly being made based on customer feedback.  
 

- The incremental development models go hand-in-hand with the recent boom in 
“subscription business models”. Where consumers receive products or services on a 
recurring basis often for an annual fee (McKinsey report). 
 

- Cash for software businesses.  
 

- Exernalities   
 

- Other initiatives : R&D.  
 

- Options  
 

1. Deduction of the expenses in full as they are incurred  
2. Deduction of the expense in full when the developed software is first able to be 

commercially exploited. 
3. Capitalised as a business asset, and the cost amortised over the economic life of 

the developed software (this is the general tax policy framework applying to 
assets that are used within a business setting).   

Technology Investment Network (TIN) 
- Succeed because they have global ambition – providing inspiration and example for 

others to follow. ‘HealthTec’.  

Not in scope
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Possible consultation parties: 

- ANGEL, Angel HQ, MIG Angels, Flying Kiwi Angels, Canterbury Angels, Launch Taranaki.  
 
4.Software and other intangibles 
 
(i ) Software and other intangible asset balances Software development expenditure is 
capitalised only where costs are directly attributable, and once the product or process is 

Not in scope
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commercially feasible, the benefits are probable, and the Group intends to sell or use the 
completed software.   
Software assets are amortised over their useful lives of up to seven years on a straight line 
basis, and reviewed annually for indicators of impairment.    
Intellectual property (IP) assets are amortised over their estimated useful lives, being up to 13 
years. 
The genetic data in the LIC database increases in value with each successive generation.  Both 
goodwill and the LIC database have indefinite useful lives.  They are recognised at cost and are 
not amortised, are allocated to a cash generating unit ("CGU") and tested for impairment 
annually. 
 
At reporting date, software includes $20.565 million (2019: $17.290 million) of work in 
progress, which is not being amortised until it is ready for use. 
 

 
 
IFRS NZ IAS 38 
 
Intangible assets 9 Entities frequently expend resources, or incur liabilities, on the acquisition, 
development, maintenance or enhancement of intangible resources such as scientific or 
technical knowledge, design and implementation of new processes or systems, licences, 
intellectual property, market knowledge and trademarks (including brand names and 

Not in scope
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publishing titles). Common examples of items encompassed by these broad headings are 
computer software, patents, copyrights, motion picture films, customer lists, mortgage 
servicing rights, fishing licences, import quotas, franchises, customer or supplier relationships, 
customer loyalty, market share and marketing rights. 10 Not all the items described in 
paragraph 9 meet the definition of an intangible asset, ie identifiability, control over a resource 
and existence of future economic benefits. If an item within the scope of this Standard does 
not meet the definition of an intangible asset, expenditure to acquire it or generate it internally 
is recognised as an expense when it is incurred. However, if the item is acquired in a business 
combination, it forms part of the goodwill recognised at the acquisition date (see paragraph 
68). 
 

 
 
 
 
Proposal  
 
Replacing the current rule of treating software development expenditure as being the cost of 
producing trading stock to being treated as the cost of producing a depreciable asset.   

Not in scope
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Potential – industry organisations/networks 

- TIN, NZTech, IITP, NZGDA, FinTechNZ, NZ Rise, TiDA, The MacDiarmid Institute.  
 
Research and Development Tax Credit  
 

- The Government has set a target of raising the total amount of R&D performed in New 
Zealand to 2 percent of gross domestic product (GDP) by 2028. To meet this goal, 
there needs to be a significant increase in the amount of business R&D performed in 
New Zealand. 
 

- The rationale for providing R&D tax credits to businesses is that there is under-
investment by businesses in R&D because the investing firm does not capture all the 
benefits of the investment. Some of the benefit is captured by other businesses or 
consumers, rather than by the investing firm. The tax credit is intended to provide an 
offset for the likely spill-over benefits to other firms and individuals in New Zealand. 
This is expected to help transform the New Zealand economy into a high-skill, 
knowledge-based, and productive economy.  
 

- Most types of expenditure incurred on R&D activities are eligible, including the costs of 
creating intangible property.  
 

- A $25 million cap applies to eligible internal software development expenditure.  
 

- A person who receives a Callaghan Innovation Growth Grant for the whole or a part of 
an income year is excluded from claiming the R&D tax credit for that income year.  
 

- Excluded R&D activities: 
 

1. Routine de-bugging of existing computer software.  

Not in scope

 

 

 

  



8 
 

 

 

  

2. Supporting or making minor improvement to existing computer software, using 
known methods.  

3. Routine software and computer maintenance.  
4. Ineligible internal software development.  
5. Converting existing systems to, or Integrating existing systems with, new 

software platforms.  
 
Ineligible internal software development schedule 21 parts A and B, clause 11 This exclusion 
covers software development undertaken for the only or main purpose of the internal 
administration of your business. or the business of your associate(s). The purposes of internal 
administration include but are not limited to: 
 
• payroll systems  
• accounting systems  
• executive or management information systems  
• human resources systems  
• enterprise resource planning systems  
• purchasing  
• invoicing systems, and  
• inventory systems.  
 
This exclusion covers both core and supporting activities and applies because the spill over 
benefits of the excluded activities are considered to be insufficient to warrant the provision of a 
government subsidy. This exclusion covers all forms of software development other than:  
 
• internal software development that enhances services to customers (software used by 
customers to access non-software services); and  
• external software development (software developed for the main purpose of sale or disposal 
(for example via a licence to unrelated parties). 
 
Exclusions relating to intangible property (other than software), software and ineligible 
technology acquired for use in R&D  
– Expenditure on acquiring an interest in intangible property other than software  
– Expenditure on bespoke software 
– Internal software development expenditure incurred by a person and their associates, to the 
extent it exceeds $25 million  
– The cost of acquiring technology that is used as a basis for further R&D activities 
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Project no. PUB00240/c 
 
Instead of being the cost of producing trading stock, the issues paper 
suggested software development expenditure should be treated as the cost of producing a 
depreciable asset. 
 
Starting point: described within TIB V 4, No 10 (May 1993). The TIB items says software 
development expenditure is the cost of producing trading stock. This means it is deductible 
when incurred but may be added back as income as the value of any trading stock on hand at 
balance date. However, the TIB item also treats the software as sold outright when it is first 
licensed. This means all software development expenditure is deducted in the income year the 
software is first licensed.   
 

First, there was agreement with the issues paper’s analysis that the: 

• trading stock approach is inappropriate (and was always so); 

• the depreciable asset approach is correct; and  

• the R&D provisions can apply.   
 
1. The depreciable asset approach would adversely affect cash-flows.   
2. Its practical application would raise complex and compliance-heavy issues.  This is 

especially so considering the practice of incremental development. 
3. It would possibly lead to tension with Callaghan Innovation grant requirements which 

cannot be met once an asset is recognised. 
 
Generally, there was a preference was for the R&D provisions to apply, with the choice of 
applying the depreciable asset approach.  
 
Incremental development business model is now commonplace in the industry and that this 
model blurs the lines between the traditional phases of developing software.  
 
There was also concern that, if finalised, the issues paper’s proposals would have the result of 
one arm of government counteracting the efforts of others to promote the industry. 
 
The relationship between the R&D provisions and the depreciable asset approach.  
 
Whether software can also be depreciated as a Fixed Life Intangible Asset. 
 

Not in scope

 

 

 

  



10 
 

 

 

  

Iran, Singapore, Estonia? 
 
Better aligning Tax and IFRS 
 
Amending s DB 40B (unsuccessful software development).  
 
Reviewing or amending the depreciation rate for software – presumably to increase the 
available deductions – The current estimated useful life of software is four years.  
 
 
International  
 

- Tech hubs (Shanghai, Beijing, Silicon Valley, Toronto, New Delhi, Sao Paulo, Sydney, 
Sotckholm and Amsterdam. Cape Town? 

- $5.3b spent by the Iranian government on technology infrastructure since 2013.  
- Dublin and Austin.   
- Sydney – tax breaks 
- Ireland – Corporate tax rates have been one of the principal elements of the favourable 

enterprise environment in Ireland since the 1950s. The irish tax regime is open and 
transparent and complies with the OECD guidelines and EU competition law. Ireland 
offers a transparent corporation tax regime, with the lowest rate in Western Europe of 
12.5%, accompanied by a growing network of international tax treaties. The country 
also has an OECD-compliant knowledge development box, an attractive 25 percent R&D 
tax credit, relief for expenditure on IP, and an attractive holding company regime.  

- Israel provides tax relief.  
- Singapore low taxes and tax incentives.  
- Stockholm (up and coming), Bangalore (growth).  
- Tel Aviv.  

 
UK – Scotland, Manchester and London. Mainly focused on R&D tax credits. Blockchain and 
Data AI video games both eligible for the R&D tax credit. Immigration policy. 
 
Beijing and Shanghai.  
 
Exit strategy – without big exits, the ecosystem is like a roach model, money can come in, but 
it doesn’t get out. And that’s not a good thing for anyone. 
 
  
 
Deductibility of computer software expenditure 
 

- The deductibility of computer software expenditure depends upon the nature of the 
expenditure incurred. For example: 

1. expenditure on developing computer software that creates an asset to be used 
in the taxpayer’s business can be expected to be of capital nature that may be 
allowed as deduction by way of a depreciation loss.  

2. The same outcome applies for expenditure incurred in creating a website.  
3. Expenditure on purchasing computer software with a cost of $500 or less can be 

claimed as an immediate deduction. 
4. Expenditure on computer software may be eligible for the deduction allowed fo 

research and development  
5. S DB 40B allows taxpayers an immediate deduction for the costs associated with 

unsuccessful software development where the taxpayer incurs expenditure on 
the development of software for use in the taxpayer’s business, the development 
is abandoned before the copyright in the software is depreciable property and, if 
the development had been completed, the copyright in the software would have 
been depreciable property. The deduction is available to the extent to which no 
other deduction has been allowed for the expenditure, and it is allocated to the 
income year in which the development is abandoned. The section overrides the 
capital limitation, but the general permission must still be satisfied.  
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6. Software developers 
 Development costs may be expensed, the trading stock treatment of 

value as income at the end of the income year applies to unbilled WIP 
and unsold but completed software, and maintenance costs may be 
expensed with upgrading costs to be capitilsed.  

7. IS 17/04 (taxpayers who purchase, lease, license, develop, or commission 
software for use in a business.  

 Software purchased will generally be a capital asset that must be 
depreciated at 50% diminishing value or 40% straight-line.  

 An immediate write-off for software costing less than $500 will be 
allowed where the conditions in s EE 38 are satisfied.  

 Maintenance costs may be deducted when incurred.  
 Upgrade costs must be capitalised and depreciated. 

8. Periodic payments for the right to use or access software (often online software) 
are generally deductible when incurred.  

9.   
 
 
Background  
 
The Commissioner’s current tax treatment is that software development is the cost of 
producing trading stock. This means expenditure is deductible when incurred but added back 
as income as the value of any asset on hand at balance date.  
 
The Commissioner also treats software when it is first licensed as sold outright. This means all 
software development expenditure is deducted in the income year the software is first 
licensed.  
 
Research and Development (R&D) provisions, specially DB 34 allow for immediate deductibility 
for expenditure they incur on research and development which can apply to some types of 
software development.    
 
Issues paper, IRRUIP 10, suggested the current treatment may not be correct in most cases. 
Suggesting the expenditure should be treated as the cost of producing a depreciable asset, not 
trading stock.  
 
Issues  
 
The depreciable asset approach would adversely affect cash-flow. Cash-flows are essential for 
funding growth and the continuing R&D expenditure needed to maintain competitiveness. 
 
Issues incremental development   
 
Positive externality  
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Policy Commissioning Paper 

Policy Commissioning Paper – Timing of deductions of software 
expenditure (for software developed for sale or licence) 

Prepared by: Ben Hammond and Craig Phillips 

Date: 13 March 2020 

Description of policy issue – what is the problem? 

• Inland Revenue’s current administrative approach for the income tax treatment of 
development on software for sale or licence is based on a statement published in 1993 
(TIB Vol 4 No 10). This administrative approach adopted the trading stock framework for 
deduction of costs.   

• Under this framework, it was intended that the deduction for software development 
expenses developed for sale, lease or licence would be  allocated (timed) to the year in 
which the software was first able to be exploited by the developer.  However, in practice, 
the sector is treating software development expenditure as deductible when incurred 
under the mechanics of the trading stock rules (i.e. the value of work-in-progress is 
treated, for income tax purposes, as nil). 

• In 2016 OCTC released an issues paper for external consultation titled IRRUIP 10: 
Income tax treatment of software development expenditure (IRRUIP 10). This issues 
paper suggested Inland Revenue’s 1993 approach may not be correct and software 
development expenditure should, in most cases, be capitalised and depreciated. 

• External submissions to IRRUIP 10 raised widespread concern at the practical difficulties 
and adverse commercial effects of implementing a capitalise and depreciation approach 
for software development expenditure.  Submitters were also concerned that the 
depreciation model proposed was based on an outdated process for software 
development. 

• The problem is that if we do nothing, we are left with either the trading stock approach, 
or the depreciation model proposed in IRRUIP 10.  Neither of these two options may be 
consistent with policy frameworks or appropriate for current business practices and the 
Government’s 2019 economic plan 

Policy context and purpose 

• External submissions to IRRUIP 10 raised widespread concern at the practical difficulties 
and adverse commercial effects of implementing the capitalisation approach and it’s 
inconsistency with current software development life cycle processes (often termed an 
agile methodology) and the use and exploitation of open-source software. 

• OCTC subsequently referred the income tax treatment of expenses incurred for 
developing software for commercial exploitation to Policy in December 2016 (IR 
PUB00240/c refers). 

• Policy tensions already exist between: 

o  the research and development incentive rules (the R&D rules) which give 
immediate deductibility; 

o the timing of software development expenses under the trading stock approach 
which is intended to defer the deduction of software development expenses until 
the time the software could be exploited; and  
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o the suggestion in IRRUIP 10 that software development expenditure should be 
capitalised and depreciated over the useful life of the software.   

• The issues raised in IRRUIP 10 requiring policy consideration are as follows: 

o uncertainty about what costs should be included in the tax cost base of the asset 
due to the changing nature of development processes in the software sector;  

o uncertainty about when the software asset should be recognised;  

o tension between the depreciation rules and deductibility for certain research and 
development expenses;  

o IRRUIP 10 precedes and so does not address the relationship between subsequently 
enacted tax credit rules (R&D tax credits and R&D tax losses) and the depreciation 
rules; 

o IRRUIP 10 notes that the question of feasibility expenditure also needs to be 
addressed;  

o depreciation rates for software in New Zealand are more favourable than many 
overseas jurisdictions; and 

o without further legislative amendment the depreciable asset approach may have a 
negative impact on the software development industry in New Zealand.   

• If we continue to delay work on the policy issues, there are two possible scenarios that 
will occur i.e.: 

o current trading stock treatment remains - OCTC continues to wait for Policy to 
complete its review of the tax treatment of software developed for sale, lease, or 
licence; or  

o the Capitalisation approach is adopted – OCTC confirms their public item that 
expenses incurred to develop software for commercial exploitation should be either 
capitalised and depreciated unless the expenses are subject to the R&D deduction 
rules. 

• An interpretation that negatively impacts the software market in New Zealand would be 
inconsistent with Government priorities, as recognised within their 2019 Economic Plan to 
build a productive, sustainable, and inclusive economy.  

• The risks of doing nothing are as follows: 

o if the current treatment remains, then software development costs will continue to 
be deductible in the year the costs were reported.  This, as mentioned is 
inconsistent with policy intent and generally accepted policy frameworks for the 
timing of deductions relating to expenditure giving rise to revenue account property 
or an asset able to be exploited commercially other than by sale or assignment; 
and 

o if the capitalisation approach is adopted in line with IRRUIP 10, Policy would be 
concerned that without critical analysis of the capitalisation approach there may be 
severe negative consequences and political backlash from New Zealand’s growing 
software development industry.  

• Further concerns identified are as follows: 

o uncertainty and timeliness for the private sector: The private sector expects timely 
and certain responses to policy issues raised that have a potential material impact 
on commercial activity; and 
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o uncertainty for OCTC, which referred the issues for policy consideration in 
December 2016.  The uncertainty is whether a policy project is to be commenced or 
whether they should proceed with implementing the capitalisation and depreciation 
approach set out in IRRUIP 10. 

Policy impact and quality 

• The project will consider the most appropriate treatment of software development costs 
for software intended for sale or licence or assignment, and for the treatment of 
consideration derived from disposing or assigning (not licencing) of a software asset.   

• Submissions from members of the industry referred to the effects as “severe”, “very 
damaging”, “massive” and “disastrous”.  In their view it would “undermine the growing 
[software] industry” or be “stifling to innovation efforts”.  One submitter ( ) 
suggested “the result would be software development companies increasingly looking 
offshore to establish innovation and development centres”(we note that some trading 
partners in the ASEAN region incentivise the establishment of innovation and 
development centres).  Common reasons raised for these views were: 

o it would adversely affect cash-flows needed to fund on-going R&D expenditure 
essential to maintaining business competitiveness and further growth;  

o its practical application would raise complex and compliance costs - tracking time 
and costs;  

o it would possibly lead to tension with the Callaghan Innovations grants and the R&D 
provisions; and 

o since 1993, the sale, leasing or licencing of software has evolved to include new 
ways of delivering software, for example, software as a service (e.g. online 
accounting software).  Any new rules would need to take account of these 
innovations to ensure that as much as possible the effects of tax are neutral on 
investment decisions.   

• The project will consider the most appropriate treatment of software development costs 
for software intended for sale, lease, licence or assignment, and for the treatment of 
consideration derived from disposing or assigning (not licencing) of a software asset.   

• Ideally, we would want to update the tax treatment of software development costs to be 
consistent with relevant current policy settings, including recovery income on disposal of 
an asset.   

• Note that there is likely to be some pressure to extend the scope of the review to include 
issues identified by the private sector with the current R&D rules. These are outside the 
scope of the project and would be referred to the R&D team, if appropriate. Nevertheless, 
this makes scope creep a risk.   

Policy Approach and collaboration 

• Factors that contribute to making this project a priority are:  

o The importance placed by Government on innovation in its 2019 Economic Plan. 

o The uncertainty about the income tax treatment  of software development 
expenditure developed for sale, licence or lease since consultation was completed 
on  IRRUIP 10. 

• The following policy approach will be undertaken, if the project is accepted:  

• Inclusion of the policy project on the internal work programme:  

s 9(2)(ba)(i)
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o consult with the software development sector to clearly define the policy problems 
that need to be resolved; 

o identify and critically analyse a possible range of high-level policy options (including 
the status quo) for consultation with stakeholders, using the generally accepted 
evaluation criteria: 

 Equity (horizontal and vertical). 

 Efficiency. 

 Fiscal impacts. 

 Compliance costs. 

 Administrative costs. 

 Trade-offs. 

o As part of this option analysis, engage with SD&I (Government Solutions) and 
consider the following at a high level: 

 What is the likely volume of taxpayers affected? 

 Is it likely to change how taxpayers interact with Inland Revenue? Or is this 
something new? 

 When does it take effect? Might the change be retrospective? 

 Do these taxpayers use external software developers and/or open-source 
software?  This affects the lead in time required to implement. 

• The project’s scope is limited to the income tax treatment of expenses incurred to 
develop software for commercial exploitation.  The project will also include consideration 
of practical concerns with the treatment and overlap with the R&D provisions. The R&D 
provisions will be taken at face value and any specific concerns relating to the R&D 
provisions generally are out of scope and will be referred to the R&D policy team, where 
appropriate.    

• Given consultation was already undertaken as part of IRRUIP 10, targeted engagement 
with those submitters would be sufficient (see consultation plan for further details).  

• The broad timeframes are to complete consultation and consideration of submissions in 
2020 with a view to developing legislation for a bill in 2021.   

• A data set has been developed (by the Forecasting unit) that identifies the volume and 
incidence of tax across the sector based on current administrative practices. 
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RASCI Analysis - Timing of deductions of software expenditure 

 

Function/Roles  
David Carrigan/ 

relevant 
director 

Craig Phillips 
Principal 
Advisor 

Ben Hammond 
Policy Advisor  

Chris Gillion 
Policy Lead 

Phil Whittington 
Policy Lead 

TCO 
(TBC) 

SD&I 
(TBC) 

Develop initial 
position I R 

A R C C C C 

Internal consultation I R 
A R C I C C 

External consultation I R 
A S C I C I 

Reporting I R 
A S C – C I 

Implementing Policy 
Change – C I  C – C A 

 
 
Key 
R: Responsible (the person who does the work) 
A: Accountable (the decision maker) 
S: Support (helps the responsible person responsible to do the work) 
C: Consult (must provide input to aid decision making) 
I: Inform (needs to be aware of the work, either updates or implementation) 
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Items from the Status reports 

Date issued 26 June 2020 for week commencing 29 June 2020 

Tax deduction 
treatment of 
software 
development 

 

The software development sector has submitted for more clarity on the 
tax deduction treatment for software development expenses incurred to 
create software for sale, licence, or assignment. There are significant 
differences between the legislation and the current commercial practices 
for deducting expenses that relate to the development of software. 
 
We intend to consult with the software development sector and MBIE (as 
this has some relationship to their work on the recovery phase from 
COVID-19) in the near future. The purpose of this consultation is to 
determine whether a policy response is required.  
 
We will provide your office with a briefing note on this issue on 6 July. 
 

 

Date issued 16 July 2020 for week commencing 20 July 2020 

Income tax 
treatment of 
software 
development 
expenses 
 

 

The software development sector has sought more clarity on the tax 
deduction treatment for software development expenses incurred to 
create software for sale, licence, or assignment. At present, they 
consider there are significant structural differences between the income 
tax treatment of these expenses and the commercial practices followed 
in developing such software.  
 
After the General Election, officials intend to consult with stakeholders 
in this sector (including MBIE) to address the concerns raised, with a 
view to reporting on outcomes of consultation. 

 

 

 

 

  



From: Craig Phillips
To: Yvonne Coghlan
Cc: Chris Gillion; David Cuellar
Subject: RE: 1993 Policy Statement - Income Tax Treatment of Computer Software
Date: Wednesday, 9 September 2020 1:52:39 PM
Attachments: image001.png

HiI Yvonne
I am not sure what you mean by PAS work on the policy (operational) statement in the
TIB from 1993. So I will set out what we are currently working on as this may be of help
to you.
The policy work we are undertaking is a review of the tax policy settings for software
development expenditure incurred in the process of developing software for commercial
exploitation in conjunction with MBIE’s innovation work stream. This work is derived
from IRRUIP-13 released by TCO (which reviewed the operational policy set out in the
1993 TIB) and for which some considerable number of submissions were received. I
understand TCO has released a practice memo that undertakes to continue the practices
set out in the 1993 operational statement until such time as we have concluded our
policy review.
This policy work will carry on through to 2021 and we are consult with the Sector as well
as across the various processes in IR before making any recommendations to MoR and
cabinet. Should we make recommendations for legislative change on this to Cabinet we
would plan any necessary amendments be included in an available omnibus tax bill in
the latter part of 2021. However, if we do not recommend legislative change, we will
advise TCO at the time we make this decision.
Cheers
Kia pai tōu rā
Craig Phillips | Principal Policy Advisor | Kaitohutohu Kaupapa Here
Policy & Strategy | Kaupapa Here me te Rautaki
Inland Revenue | Te Tari Taake
DDI 
Email @ird.govt.nz

This email and any attachment may contain confidential information. If you have received this email or
any attachment in error, please delete the email / attachment, and notify the sender. Please do not
copy, disclose or use the email, any attachment, or any information contained in them. Consider the
environment before deciding to print: avoid printing if you can, or consider printing double-sided. Visit
us online at ird.govt.nz

From: Yvonne Coghlan < @ird.govt.nz> 
Sent: Wednesday, 9 September 2020 9:54 AM
To: Craig Phillips < @ird.govt.nz>
Subject: 1993 Policy Statement - Income Tax Treatment of Computer Software

Good morning Craig,
Please see the email string below relating to the PAS review of the 1993 Policy Statement on the
Income Tax Treatment of Computer Software. Susan has advised that you are the PAS person to
ask about this.

s 9(2)(a)
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Can you please advise the present status of the PAS work on the policy statement. Thanks.
Yvonne
Yvonne Coghlan | Tax Counsel
Tax Counsel Office | Inland Revenue
T. 
E. @ird.govt.nz
Hours of Work: Tuesday to Friday

From: Susan Price < @ird.govt.nz> 
Sent: Friday, 4 September 2020 5:32 PM
To: Lynn Smiley < @ird.govt.nz>; Yvonne Coghlan < @ird.govt.nz>
Subject: RE: A question from the past...

Sorry a bit late to this – yes PAS are working on this – Craig Phillips is on point in Graeme
Morrison’s domain…not sure how advanced nor whether it is visible on the PAS work
programme

From: Lynn Smiley < @ird.govt.nz> 
Sent: Friday, 4 September 2020 5:04 pm
To: Yvonne Coghlan < @ird.govt.nz>
Cc: Susan Price < @ird.govt.nz>
Subject: RE: A question from the past...

Yvonne,

As I understand it from Susan in July this year there was an agreement for it to go on PAS’s work
programme – it may not be showing up yet. Susan may know more.
Lynn Smiley | Tax Specialist, Tax Counsel Office | Inland Revenue
e: @ird.govt.nz
DDI: 

From: Yvonne Coghlan < @ird.govt.nz> 
Sent: Friday, 4 September 2020 4:26 PM
To: Lynn Smiley < @ird.govt.nz>
Subject: A question from the past...

Hi Lynn,

s 9(2)(a)

s 9(2)(a)

s 9(2)(a)
s 9(2)(a)

s 9(2)(a)
s 9(2)(a)

s 9(2)(a)

s 9(2)(a)

s 9(2)(a) s 9(2)(a)
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My question relates to what happened after PUB00240 was closed and the issues referred to
PAS. Do you know if anything came of the referral? I can’t find anything on the PAS work
programme. Do you have any suggestions about who I could contact in PAS about this?
Thanks (and have a great weekend)
Yvonne
Yvonne Coghlan | Tax Counsel
Tax Counsel Office | Inland Revenue
T. 
E. @ird.govt.nz
Hours of Work: Tuesday to Friday

s 9(2)(a)
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Policy and Strategy 

Te Wāhanga o te Rautaki me te Kaupapa 
55 Featherston Street 

PO Box 2198 
Wellington 6140 
New Zealand 

T. 04-890 1500

F. 04-903 2413

Consultation letter 

16 October 2020 

To: Robyn Henderson, Policy Director EDT, MBIE 

CC: Katie Sadetskaya, Senior Policy Advisor, Innovation Policy, MBIE 

From: Craig Phillips 

Software Development Expenses and MBIE policies for innovation 

Background 

The tax system is based on a broad-base low-rate approach to taxing profits of businesses on 

an annual basis.  Profits for each year are determined as the difference between income and 

expenses that relate to each year.  The annual determination of taxable profit requires 

consideration of general accounting principles and specific tax rules that both interact to 

determine: 

• when income is derived or a business expense (which includes the cost of business

assets) is incurred; and

• whether that income or expense relates to that year or other years (for example, the

cost of a business asset is usually amortised over the economic life of the asset – this

is known as tax depreciation).

We are presently reviewing the policy settings and practices relating to the taxation of 

software development in order to determine an appropriate tax accounting treatment for 

income and expenses within the software development sector. 

This review has identified a variety of practices that are either being applied or are proposed 

for the deductibility of development expenses, including: 

• deduction of the expenses in full as they incurred;

• deduction of the expenses in full when the developed software is first able to be

commercially exploited; and

• capitalised as a business asset, and the cost amortised over the economic life of the

developed software (this is the general tax policy framework applying to assets that are

used within a business setting).

Our policy review arises from Inland Revenue publishing an exposure draft of a proposed 

change in Inland Revenue’s view on the tax treatment  of software development expenses 

(IRRUIP10 – Income tax treatment of software development expenditure1).   A number of 

submissions were received on the views expressed in that document: 

• Many submitters opposed any change to existing tax accounting practices in the

software development sector.

• Existing provisions in the Income Tax Act 2007 gave inconsistent outcomes for the

treatment of software development expenses.  This inconsistency between provisions

has been creating confusion within the software development sector.

1 https://www.taxtechnical.ird.govt.nz/-/media/project/ir/tt/pdfs/consultations/issues-

papers/irruip10.pdf?la=en&hash=85038059438AB31059D4273F86406A27 
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Implications of problem 

Submissions to IRRUIP10 were consistent in noting that if the tax policy problem is not solved, 

then the software development sector would likely be adversely impacted because of: 

• the tax effects on operational cashflows within the sector; and 

• an increase in demand for capital due to the need to fund higher cash flows. 

Consultation with MBIE 

This letter is written as part of our review, and we have identified some issues for which we 

seek your feedback from the perspective of your policy objectives for the innovation sector. 

 

In particular, we are wanting to determine an appropriate framework for the taxation of the 

software development sector’s business income and expenses.  This requires analysis of: 

• the size of the software development industry in terms of participants, contribution to 

the economy, and profitability; 

• characteristics of business processes used in developing software; 

• characteristics of funding and funding limitations within the software development 

sector;  

• characteristics of an expected life cycle of software developed for commercial 

exploitation; 

• Government policies administered by other Government agencies relating to the 

software development sector; and 

• Government policies in other jurisdictions for their innovation sectors. 

 

Wide Government policy on supporting innovation (and in particular the development of 

software) will be relevant when considering the analysis of the appropriate tax treatment of 

development costs for software. To this end, we are interested in any insight you can provide 

for the following questions:” 

1. Are you able to either provide data on the size of the software development sector 

(number of participants, contribution to the economy, profitability), or point us to 

where this data could be obtained? 

2. Are you able to differentiate between software developers that mainly produce software 

for their internal use (e.g. banks have developed software internally to comply with 

anti-money laundering legislation), and other developers? 

3. What MBIE policies relate to the innovation sector and are any of these objectives 

linked to any particular characteristics of their business processes and if so, how? 

4. What MBIE policies relate to capital funding for the innovation sector?  For example, are 

there any particular special funding schemes (e.g. the R&D Loan Scheme developed in 

response to COVID-19) and what is the policy purpose of any such funding scheme? 

5. Are there any MBIE policies for the innovation sector that are related to the life cycle of 

software development, and if so what is their objective? 

6. Are there any other Government agencies that you are aware of that implement 

Government policies relating to the innovation sector (we are aware of Callaghan 

Innovation), and if so, who are they and what is their focus? 

7. Are you able to provide us with an analysis of Government policies relating to the 

innovation sectors in overseas jurisdictions that you have analysed in the development 

of innovation sector policies for New Zealand? 

Next steps 

We are wanting to meet with you later in October or early November to receive your feedback 

on our questions and to identify any other sources that you may be aware of relating to data 

for this sector.  We will be in touch to arrange a time to meet, either digitally or in person. 

 

After receiving your feedback, we will be consulting with stakeholders in the software 

development sector on issues raised in this letter plus some tax technical matters.  We are 

planning to undertake this consultation post-general election We also plan to engage you in 

this process if you think that is desirable. 

 

We are planning to complete our review by mid–2021, with a view to making any necessary 

recommendations to Government after that time. 
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Software development expenditure 
Notes from pre-consultation call with MBIE 
 
Attendees 
 
IR: 
Chris Gillion 
Craig Phillips 
David Cuellar 

MBIE (on Teams): 
Robyn Henderson 
Mary Mulholland 
Katie Sadetskaya 

 
 
Notes 
 
MBIE is engaged with Keith and Graham on software development issues to do with the 
Research and Development Tax Incentive (RDTI). 
 
Preamble from David, Craig, Chris, on the scope of the project: 

• Background and objectives. 
• Current expectations versus what is happening in practice (businesses claiming 

deductions as they go, trading stock models). 
• Potential for treatment of some software as a capital asset. 
 

Questions (numbered in consultation letter): 
 
Q1 
 
MBIE will send us some data. MBIE has their Digital Technology Transformation Plan and 
are getting updated data. Also have an IT sector report (seen by IR already). Another 
report (behind paywall) that MBIE will send to us. 
 
Software development sector is important with regard to growth potential. MBIE is going 
to interview some of the most successful companies to understand their success and 
how it can be replicated. 
 
 
Q2 
 
Key difference between types of software developers will be skills and employers, e.g. 
software developers employed by banks for internal use. Want to get a handle on the 
number of entities of each type.  
 
Commercially exploitable software is developed over a longer period of time, whereas 
internal software is developed on shorter timeframes. Will ask tech sector to clarify. 
 
Agri-tech sector is growing and experiencing a lot of activity. IR interested in the 
differences between general innovation and what is required for agri-tech. MBIE says 
there are difficulties in defining the agri-tech sector. Software development is not their 
main activity; they are more concerned with investment in AI and machine learning to 
produce different outputs. More into robotics.  
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Q3 
 
Innovation policies are sector-agnostic.  
 
RDTI is their flagship one but the software sector is having a lot of challenges with it. CI 
helps MBIE with investing in innovative businesses. Note project grants have a 
significant proportion of digital and software recipients. 
 
The overarching goal is to increase business investment in R&D. May start to see more 
initiatives targeted at encouraging businesses to collaborate more as well. 
 
Craig asks about the R&D Loan Scheme’s contribution to the innovation space and 
talking to CI. MBIE has initial figures from CI but notes that the impact is difficult to 
measure; can send over their statistics regardless.  
 
CI has digital sector specialists. MBIE’s role more to do with Government objectives and 
policies, whereas CI focuses on implementation and operationalisation (they are much 
closer to individual companies than MBIE so have good sector intelligence). MBIE has a 
focus on the start-up sector and trying to improve the evidence base of that sector. Have 
just procured a company to build a database. 
 
MBIE has a focus on innovative activity across the economy. Role for these businesses to 
play in selling services to other sectors in New Zealand and helping to improve national 
productivity.  
 
 
Q4 
 
Emphasis on sector-agnostic initiatives.  
 
Elevate NZ Venture Fund – a fund to create more funds in New Zealand to invest in more 
companies. 
 
Aspire NZ Seed Fund – addresses the capital needs of start-ups, a large proportion being 
digital/software sector companies and assists at an early stage in fundraising (seed 
stage, up to $2 million). Type of venture capital. 
 
(More info on these funds in a proactively released Cabinet paper titled “Update on the 
Venture Capital Fund’s Progress and the Wider Capital Markets.) 
 
Tech incubators fall into this category but are more targeted at tech science, but work 
with digital/software firms as well. They are more to do with IP, used to be more focused 
on software but moving toward science. MBIE has just signed a new tech incubators 
contract.  
 
Project grants – software companies would make use of these. Grants are part of CI, and 
MBIE funds them (similar to tech incubators program).  
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Q5 
 
Policy settings target different business growth stages rather than different stages of the 
software development life cycle. Aspire NZ Seed Fund targeted at building capability 
rather than proof of concept.  
 
CI has Regional Business Partner programme, co-funded by NZTE and they provide a lot 
of support for companies at early stages.  
  
On the RDTI, the software sector has not benefitted much. There is a broad spectrum of 
innovation - the RDTI is targeted at the R&D end but eligibility requires expenditure on 
activities that resolve scientific or technological uncertainty. Software companies do that 
up front and then spend a lot of the time/effort/money later on in development, whereas 
previously they were qualifying for CI Growth Grants that captured a broader range of 
their activities.  
  
Funding to commercialise ideas that come out of universities. Centre for Digital 
Excellence in Otago targeted at the early ideas stage, students based in Dunedin can get 
funding for ideas related to software development.  
  
 
Q6 
 
NZTE has digital marketing campaign and has a fund regarding digital enablement for 
exporting firms. Like CI, they do not take a sector-specific approach; NZTE works with 
high-export growth potential companies regardless of what sector they are in. Tech 
sector lead at NZTE is worth talking to, and they are working closely within the Industry 
Transformation Plan.  
  
 
Q7 
 

  
Craig notes we are interested in trading partners' tax frameworks and impacts on cross-
border economy. MBIE suggests that how other countries treat depreciation is important. 
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Policy and Strategy 
Te Wāhanga o te Rautaki me te Kaupapa 
55 Featherston Street 

PO Box 2198 
Wellington 6140 
New Zealand 

T. 04-890 1500
F. 04-903 2413

Consultation letter 
24 November 2020 

To: Hayley Horan, Mark Debenham, NZTE; Bruce Jarvis, Callaghan Innovation 
CC:  Robyn Henderson, Policy Director EDT, MBIE Katie Sadetskaya, Senior Policy Advisor, 

Innovation Policy, MBIE 

From: Craig Phillips 

Software development expenses and MBIE policies for innovation 

Background 
We are presently reviewing the policy settings and practices relating to the taxation of 
software development in order to determine an appropriate tax accounting treatment for 
income and expenses within the software development sector.  This review is a “first 
principles” review of general income tax principles as they relate to the software development 
sector.  This review does not include within its scope any aspect of the research and 
development tax incentive or any other incentives promoting innovation in the sector. 

The tax system is based on a broad-base low-rate approach to taxing profits of businesses on 
an annual basis.  On a first-principles basis, profits for each year are determined as the 
difference between income and expenses that relate to each year.  The annual determination 
of taxable profit requires consideration of general accounting principles and specific tax rules 
that both interact to determine: 

• when income is derived or a business expense (which includes the cost of business
assets) is incurred; and

• whether that income or expense relates to that year or other years (for example, the
cost of a business asset is usually amortised over the economic life of the asset – this
is known as tax depreciation).

This review has identified a variety of practices that are either being applied or are proposed 
for the deductibility of development expenses, including: 

• deduction of the expenses in full as they incurred;
• deduction of the expenses in full when the developed software is first able to be

commercially exploited; and
• capitalised as a business asset, and the cost amortised over the economic life of the

developed software (this is the general tax policy framework applying to assets that are
used within a business setting).

Our policy review arises from Inland Revenue publishing an exposure draft of a proposed 
change in Inland Revenue’s view on the tax treatment  of software development expenses 
(IRRUIP10 – Income tax treatment of software development expenditure1).   A number of 
submissions were received on the views expressed in that document: 

1 https://www.taxtechnical.ird.govt.nz/-/media/project/ir/tt/pdfs/consultations/issues-
papers/irruip10.pdf?la=en&hash=85038059438AB31059D4273F86406A27 
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• Many submitters opposed any change to existing tax accounting practices in the 
software development sector.  

• Existing provisions in the Income Tax Act 2007 gave inconsistent outcomes for the 
treatment of software development expenses.  This inconsistency between provisions 
has been creating confusion within the software development sector. 

Implications of problem 
Submissions to IRRUIP10 were consistent in noting that if the tax policy problem is not solved, 
then the software development sector would likely be adversely impacted because of: 

• the tax effects on operational cashflows within the sector; and 
• an increase in demand for capital due to the need to fund higher cash flows. 

Consultation with other Government agencies 
This letter is written as part of our review, and we have identified some issues for which we 
seek your feedback from the perspective of your policy objectives for the innovation sector. 
 
In particular, we are wanting to determine an appropriate framework for the taxation of the 
software development sector’s business income and expenses.  This requires analysis of: 

• the size of the software development industry in terms of participants, contribution to 
the economy, and profitability; 

• characteristics of business processes used in developing software; 
• characteristics of funding and funding limitations within the software development 

sector;  
• characteristics of an expected life cycle of software developed for commercial 

exploitation; 
• Government policies in other jurisdictions for their innovation sectors. 

 
Wider Government policy on supporting innovation (and in particular the development of 
software) will be relevant when considering the analysis of the appropriate tax treatment of 
development costs for software. To this end, we are interested in any insight you can provide 
for the following questions: 

1. Are you able to either provide data on the size of the software development sector 
(number of participants, contribution to the economy, profitability), or point us to 
where this data could be obtained? 

2. What policies of your agency relate to the innovation sector and are any of these 
objectives linked to any particular characteristics of their business processes and if so, 
how? 

3. What policies of your agency relate to capital funding for the innovation sector?  For 
example, are there any particular special funding schemes (e.g. the R&D Loan Scheme 
developed in response to COVID-19) and what is the policy purpose of any such funding 
scheme? 

4. What policies of your agency relate to the life cycle of software development, and if so, 
what is their objective? 

5. Are you able to provide us with an analysis of Government policies relating to the 
innovation sectors in overseas jurisdictions that you have analysed in the development 
of innovation sector policies for New Zealand? 

Next steps 
We are wanting to meet with you either late November or early December to receive your 
feedback on our questions.  We will be in touch to arrange a time to meet, either digitally or in 
person. 
 
After receiving and analysing your feedback, we will be consulting with stakeholders in the 
software development sector on issues raised in this letter plus some tax technical matters.  
We are planning to undertake this consultation post-general election.  We also plan to engage 
you in this process if you think that is desirable. 
 
We are planning to complete our review by mid–2021, with a view to making any necessary 
recommendations to Government after that time. 
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Software development expenditure 
Notes from pre-consultation call with NZTE 
 
Attendees 
 
IR: 
Craig Phillips 
David Cuellar 

NZTE (on Teams): 
Mark Debenham 

 
 
Notes 
 
Craig 
 
 
 
David 
 
General 
 
NZTE comes at this issue from an NZTE perspective and the associated challenges and 
frictions.  
 
Regarding the RDTI, NZTE observed businesses trying to get access to R&D credits but 
they either did not know whether they were eligible for the credits or what they needed 
to do to access the credits. NZTE were offering workshops to assist but it became an 
expensive exercise to go through the process of accessing the credits.  
 

 – Deloitte – sits on the R&D Tax Credit advisory (committee?) 
 
Questions (numbered in consultation letter): 
 
Q1 
 
NZTE says five years ago, tech companies in a broad sense may have been one or two in 
ten new companies that go through NZTE. Nowadays that is approximately about five 
out of ten. NZTE has a dedicated tech team, which is the biggest team they have. 
Growth has been tenfold.  
 
NZTE has to talk to firms in sectors including manufacturing, food and beverage, and 
widget sellers to get them through the door to NZTE. Conversely, tech companies are 
much more likely to proactively approach NZTE, so it does not have to make as much of 
an advertising effort to tech companies.  
 
1,500 companies at NZTE are managed (in portfolios of ~15 with a lot more focus) and 
4,000 are unmanaged (which get help by reaching out to NZTE). 
 
TIN100 and TIN200 reports have a lot of commentary of numbers and the size of the 
industry.  
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Note that a lot of “tech companies” do not develop and/or sell software but perceive 
themselves to be tech companies, especially in the manufacturing space.  
 
Q2 
 
NZTE are enablers and connectors, but not innovators or drivers of policy. Role of NZTE 
is to support, push, drive, build awareness of sector so as to position New Zealand in the 
world market in accordance with its competitive advantages. Hayley Horan sits on 
Government Tech Action Group for NZTech, but NZTE does not generally set policy or 
drive the industry.  
 
NZTE has access to a lot of industry around the tech sector and aligns to some areas 
more than others, such as the FinTech sector. Next major sector was the AgTech sector; 
a lot of movement around boosting AgTech. Note Digital Technologies Industry 
Transformation Plan that is being developed as a partnership between MBIE and NZTech.  
 
New Zealand is not behind gaming technology but perhaps should be getting into it. 
Also, not behind the payments sector as an area of tech. For example,  

 
 

 
 
 

 
 
Ultimately, bigger businesses are able to help themselves before NZTE can get to them. 
At the same time, NZTE markets itself more toward smaller businesses. There are 
misconceptions about NZTE being able to help pre-revenue firms – they can do but it is 
not their focus/speciality. Callaghan Innovation helps with that first gear and NZTE helps 
in second gear.  
 
Q3 
 
NZTE administers growth funds. A lot of due diligence undertaken, requires a lot of 
information about plans and people involved. Amounts are matched dollar for dollar up 
to $600,000.  
 
Market validation fund is for the first stage where a business is still trying to validate 
whether a certain international market is the right one to enter into. Has a cap of 
$100,000 contribution from NZTE i.e., for a $200,000 project. Prior to COVID-19, this 
would involve sending people into markets, attending conferences, going to trade shows, 
etc. Given restrictions imposed by COVID-19, much more of this activity involves paying 
people already in the market to undertake those activities. Essentially a feasibility 
analysis. 
 
Full international growth fund is for helping to execute in the market, accelerate growth, 
double-down on expansion. Has a cap of $500,000 in a two-year period (down from 
three) and a business can apply again after that period, though the application has to be 
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for expenditure beyond business-as-usual – must be associated with new 
projects/processes/products.  
 
Additional funding was provided by the Government in June, doubling the total bucket 
from $30 million to $60 million. NZTE not expecting to spend the whole amount. NZTE 
does not fund any roles to do with software or product development – all about delivery 
and moving the dial with products being sold in market. Funding software developers 
would be seen as funding business-as-usual.  
 
Q4 
 
Not entirely applicable to NZTE.  
 
Companies grow and get acquired or list/undertaken an IPO. NZTE will still work with 
them insofar as R&D/innovation is still undertaken in New Zealand and/or New 
Zealanders are being employed.  
 
In one sense, New Zealand companies getting bought out is a sign of success, but it also 
represents lost IP. May be nice for New Zealand funds to be buying that IP. Otherwise 
New Zealand profits then become foreign profits.  
 
Q5 
 
NZTE compares itself to close equivalents in other jurisdictions with respect to size and 
location. Countries doubling down on the tech sectors and provide a lot of 
promotion/support include: 
 

• Australia 
o Rules around closer economic ties have been restricted during COVID-19.  

• Ireland 
• United Kingdom 
• Singapore (Economic Development Board) 
• Ukraine, Hungary, other Eastern-Europe countries 
• South Korea 

o Big tech sector 
 
New Zealand does not have the same scale – big difference in how careful New Zealand 
is in disbursing funding compared to the leniency observed in other countries.  
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From: Craig Phillips
To: David Cuellar
Subject: RE: Software Development consultation _Business stakeholders_2021-01-25_V3.docx
Date: Wednesday, 27 January 2021 11:01:18 AM

I’m ok either way on establishing a meeting –happy to follow your thoughts.

Kind regards, have a nice day | Nga mihi, kia pai tōu rā
Craig Phillips | Principal Policy Advisor | Kaitohutohu Kaupapa Here
Policy & Strategy | Kaupapa Here me te Rautaki
Inland Revenue | Te Tari Taake

Email @ird.govt.nz

From: David Cuellar < @ird.govt.nz> 
Sent: Tuesday, 26 January 2021 6:20 pm
To: Craig Phillips < @ird.govt.nz>; Chris Gillion < @ird.govt.nz>
Subject: RE: Software Development consultation _Business stakeholders_2021-01-25_V3.docx

Thanks Craig, looks good. My only question is do we need to wait for a response before
we propose to set up a meeting? We could make it clear if we're expecting
acknowledgment before we reach out for consultation or if we will just send a follow-up
request for a meeting regardless.
I've drawn up a timetable as follows if we are trying to make introduction of the 2021
Bill:
Software development timetable (tentative)

Deadline
(2021)

Completed milestone Comment

19 February Conclude first round of
consultation

Understanding business processes
in the software development sector

5 March Develop proposed rules and
write next consultation
document/letter

Assuming targeted consultation and
that we will not go to Cabinet with
an issues paper

2 April Conclude second round of
consultation

Seeking feedback on the proposed
rules and making adjustments

8 April Budget moratorium begins Unlikely that we will be able to
report during the moratorium as
Ministers will not want to send a
Cabinet paper for consultation

20 May Budget Day TBC Moratorium ends
21 May Report to Ministers with

attached Cabinet paper
3 June Lodgement for DEV Unlikely to get the paper lodged by

this date if reporting after the
moratorium, meaning we would
miss introduction of the Bill

9 June DEV approval
14 June Cabinet approval

I think the key things to bear in mind are:
I can’t see a path to having policy approval before the Budget moratorium, which
means we need to seek approval after the moratorium.
It is unlikely that we will be able to send a Cabinet paper to Ministers for their
review/sign-off before 20 May. It sounds like Ministers will not be comfortable
consulting on what might be a net-positive proposal during the moratorium.
Given that we will likely need to report after the moratorium, we would only have
about two weeks between reporting to Ministers and lodging the Cabinet paper,
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which is possible but significantly pushing timeframes. We would need to test this
with Thomas Allen/Paul Young/Paul Fulton.
If we can’t report and have the Cabinet paper lodged within approximately two
weeks after the moratorium, then we won’t make Bill introduction.
There are likely to be a number of other projects facing the same constraints as
us, which will make it more difficult to expedite this project from Ministers’ offices’
perspectives.

If we can’t make Bill introduction, then our options are:
Include software development changes in a SOP at the select committee stage.
Include software development changes in a SOP at the COWH stage.
Delay software development changes until the next bill.

Interested in thoughts from both of you. There a number of different permutations so
you may have alternative views on timelines.
Cheers,
David
-----Original Message-----
From: Craig Phillips < @ird.govt.nz> 
Sent: Tuesday, 26 January 2021 3:50 PM
To: Chris Gillion < @ird.govt.nz>; David Cuellar
< @ird.govt.nz>
Subject: Software Development consultation _Business stakeholders_2021-01-
25_V3.docx

Updated as discussed for your comments.
https://aus01.safelinks.protection.outlook.com/ap/w-59584e83/?
url=https%3A%2F%2Firnz.sharepoint.com%2Fsites%2FCraigscrossdomainwork%2FSha
red%2520Documents%2FSoftware%2520Development%2520for%2520licence%2520or
%2520sale%2FSoftware%2520development%2FConsultation%2FSoftware%2520Develo
pment%2520consultation%2520_Business%2520stakeholders_2021-01-
25_V3.docx%3Fweb%3D1&amp;data=04%7C01%7CDavid.Cuellar%40ird.govt.nz%7C1
90cbace43fc44433b2008d8c1a5212b%7Cfb39e3e923a9404e93a2b42a87d94f35%7C1%
7C0%7C637472262253025958%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMD
AiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&amp;sdata=aJBYBh%
2BclHaIsLQolP2%2F1FhUJWMNu18kwk8iFdfak9o%3D&amp;reserved=0

s 9(2)(a)
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 Policy and Strategy 

Te Wāhanga o te Rautaki me te Kaupapa 
55 Featherston Street 

PO Box 2198 
Wellington 6140 
New Zealand 
 
T. 04-890 1500 

F. 04-903 2413 
 

Consultation letter 
 

28 January 2021 

 

To: , NZ Technology 

Industry Association,  (by email) 

CC:  Robyn Henderson, Policy Director EDT; Mark Debenham, NZTE; Callaghan Innovation 

 

From: David Cuellar and Craig Phillips 

 

Software development expenses – reviewing tax policy settings 

 

Background 

1. We are presently reviewing the policy settings and practices relating to the taxation of 

software development in order to determine an appropriate tax accounting treatment for 

income and expenses within the software development sector.   

 

2. Our policy review arises from Inland Revenue publishing an exposure draft of a proposed 

change in Inland Revenue’s view on the tax treatment of software development expenses 

(IRRUIP10 – Income tax treatment of software development expenditure1).    

 

3. Several submissions were received on the views expressed in that document: 

 

• Many submitters opposed change to existing tax accounting practices in the software 

development sector.  

• Existing provisions in the Income Tax Act 2007 have inconsistent outcomes for the 

treatment of software development expenses.  This inconsistency between provisions is 

creating confusion within the software development sector. 

 

4. Submissions on IRRUIP10 were consistent in noting that if the tax policy problem is not 

solved, then the software development sector would likely be adversely impacted because 

of: 

 

• tax impacts on operational cashflows within the sector; and 

• an increase in demand for capital due to the need to fund higher cash flows. 

Purpose of this review 

5. The objective of the review is to identify appropriate tax policy settings that are consistent 

with: 

 

• optimal economic efficiency for the sector;  

• the nature of business practices in the sector; and 

• the broad-base low-rate tax framework underpinning the tax system in New Zealand.  

 

 
1 https://www.taxtechnical.ird.govt.nz/-/media/project/ir/tt/pdfs/consultations/issues-

papers/irruip10.pdf?la=en&hash=85038059438AB31059D4273F86406A27 
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6. Given these objectives and the background, this is a “first-principles” review of general 

income tax principles as they relate to the software development sector.  This review does 

not include within its scope any aspect of the research and development tax incentive or 

any other incentives promoting innovation in the sector. 

Economic efficiency, taxation, and the broad-base low-rate system 

7. Economic efficiency is important, as it relates to policies that seek to minimise the effects 

of deadweight costs arising from the taxation system.  Efficiency considerations require an 

understanding of both the framework of the New Zealand tax system and the way in which 

business sectors carry on their business. 

 

8. The tax system is based on a broad-base low-rate approach to taxing profits of businesses 

on an annual basis.  This framework supports business activity by ensuring that: 

 

• business activities having similar capital and operational characteristics are treated on 

a similar basis (horizontal equity); and 

• tax settings do not give rise to distortions for investment decisions. 

 

9. A first-principles review is based on the following elements of the income tax system: 

 

• The annual profits of a business are taxable.  In the income tax system, these annual 

profits are known as taxable income.   

• Taxable income for a year is the difference between total assessable income and 

deductible expenses relating to that year.  

• The calculation of taxable income considers applies accounting principles and specific 

tax rules for recognising the existence and timing of both assessable income and 

deductible expenses. 

Current practices 

10. To date, this review has identified a variety of tax accounting practices for the deductibility 

of software development expenses, including: 

 

• deduction of these expenses in full as they incurred; 

• deduction of these expenses in full when the developed software is first able to be 

commercially exploited; and 

• capitalisation of these expenses until the developed software is recognised as an asset, 

with the capitalised expenses are amortised (as a deductible expense) over the 

economic life of the related developed software. 

Consultation  

11. This letter is written as part of our review of the tax policy settings for software 

development expenses.  IRRUIP10 proposes to apply a capitalisation model to recognise 

software assets based on a business process that is similar to that applied to traditional 

manufacturing activities. 

 

12. We acknowledge that the software development sector and the technology sector 

generally is an important part of the Government’s economic policy.  Up until now, we 

have been consulting with other government agencies to better understand the economic 

and incentive policies for your sector that are promoted and managed by other agencies.    

 

13. Other government agencies have indicated that operational processes in your sector have 

characteristics and methodologies that differ from a traditional manufacturing business.  

This observation is consistent with several submissions from your sector on the proposals 

in IRRUIP10. Consequently, the purpose of this letter is to assist us in understanding 

operational processes within your sector before consulting on any changes in the tax policy 

frameworks for software development expenditure. 

 

14. Issues for which we seek your feedback are: 
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• the size of the software development sector in terms of participants, contribution to the 

economy, types of organisations (e.g. agritech) and profitability; 

• characteristics of business processes used in developing software; 

• characteristics of funding and funding limitations within the software development 

sector;  

• characteristics of an expected life cycle of software developed for commercial 

exploitation; 

• Government policies in other jurisdictions for their innovation sectors. 

 

15. To this end, we are interested in any insights or information you have on: 

 

• Typical business and life-cycle processes adopted across all aspects of the software 

sector in New Zealand. 

• Why Government policies for the innovation sector are or should be linked to any 

specific characteristics and life cycle of the sector’s business processes and, if so, how? 

• Any specific characteristics of capital funding and funding risks that exist for the 

innovation sector that differ from general capital funding principles. 

• The processes of developing and using open source software to create software that 

can be commercially exploited.  

• Any other matter relating to your sector that you consider provides any insights on 

structural or operational differences to traditional manufacturing activities. 

Next steps 

16. We are wanting to meet with you in February of 2021 to receive your feedback on our 

questions.  We will be in touch shortly to arrange a time to meet, either digitally or in 

person. We would also appreciate an indication from you of any other key stakeholders in 

this sector for the next consultation step (see below). 

 

17. After receiving and analysing your feedback, we intend to consult further with stakeholders 

on whether the general tax policy frameworks discussed above would be appropriate going 

forwards or whether some alternative approach should be considered that appropriately 

reflects the sectors businsess practices. 

 

18. We are planning to complete our review of tax policy settings for the treatment of software 

development expenses as soon as possible following that second round.  We would make 

any necessary recommendations to Government after that time to clarify the tax policy 

settings for software development expenses. 

 

19. If you have any questions, please contact us. Our contact details are as follows: 

 

 

David Cuellar | Policy Advisor | Kaitohutohu Here 

Policy & Strategy | Kaupapa Here me te Rautaki 

Inland Revenue | Te Tari Taake  

 

DDI  

 

Email: 

@ird.govt.nz 

 

 

Craig Phillips | Principal Policy Advisor | Kaitohutohu Kaupapa Here 

Policy & Strategy | Kaupapa Here me te Rautaki 

Inland Revenue | Te Tari Taake  

  

DDI  

 

Email: 

@ird.govt.nz 
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Meeting Subject: Software Developers - Tax policy review of income tax 
settings for software development expenditure 
 
Meeting Date: 3/02/2021 4:00 pm 
Location: WGN 8.4.60 Levy 
Link to Outlook Item: click here 
Invitation Message 
Participants 

Craig Phillips (Meeting Organizer) 
Chris Gillion (Accepted in Outlook) 
David Cuellar (Accepted in Outlook) 
Benjamin Hammond 

@callaghaninnovation.govt.nz (Accepted in Outlook) 
@callaghaninnovation.govt.nz (Accepted in Outlook) 

  

Notes 
  
(IR) - Introductions 
  
Data or comment on the size of the software development sector?  
• CH - Nothing further to elaborate from what has previously been provided.   

  
  
Agency's policy, and link with business processes 
• CH - Overall, Callaghan's objective is to increase the spend on R&D in New Zealand as a 

percent of GDP. 
  

• CH - You have to remember that the 'software market' encapsulates a number of 
different subparts: 

• Building and selling software products e.g. Datacom  
• SAAS models - in-house building for exploitation e.g. Xero 
• Internal design and use of software e.g. Banking software 

  
• CH - IRD's tax incentive is not about the internal design and use but about developing 

products to be sold overseas to contribute to NZ's GDP, and leading to higher paying 
jobs for New Zealanders. 
  

• IR - As you know, internal software use (e.g. banking) would increase output of the 
user and therefore contribute to GDP, so I am assuming we see further increases in 
GDP from external exploitation of software - some type of spill-over benefits? 
  

• CH - Yes, spill-over benefits are globally recognised within the software industry. As an 
example, the number of accounting firms that popped up after Xero, or the Navman 
software which created opportunities for marine audio. We don’t see these types of 
clear benefits from internally exploited software. 
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• NZTE are focused primarily on increasing exports and that link to maximising GDP, 
while we at Callaghan are more focused on medium sized businesses. Software is 
everywhere, there is a large amount of product services - largely website designs. We 
general think the software is a vertical industry, where software is the product being 
developed and sold, but a lot of software is horizontal, as different industries try to 
integrate software into their businesses (agri-tech, fintech etc.), software is not often 
their main business. 
  

• Software in fintech is actually a growing industry In NZ, the FMA allow businesses to 
push the boundaries more, and aren't sand-boxed like they are in Australia.  

  
Policies of your agency that relate to capital funding for the innovation sector 
  
• CH - The main one is the R&D tax incentives. However, we also still have project grants 

but these are much smaller. Generally, we see companies with good prospects have no 
issue getting funding via Blackrock, simplicity etc. etc. There is a large amount of 
capital waiting for a home, and a lot of the venture capital funds will say they have 
money but there aren’t enough opportunities. It should be said that some companies 
will tell you that they are struggling to find capital but in general we do not think it is 
an issue.    
  

• CH - Venture capitalists are attracted to companies that already have traction, that 
have demonstrated product market fit (the product meets a customer's desires, solves 
a problem in the market). If the company is struggling with product market fit it is 
unlikely they will have access to capital. 
  

• CH - traction is usually measured by demonstrating that product market fit through 
growing customer acquisitions and usage. 
   

• CH - The venture capital space, is a bit of a chicken and egg exercise, businesses 
generally want funding to grow and scale production to acquire customer acquisitions 
and usage. While venture capitalist generally don’t provide funding until the business 
demonstrates that, by that time the businesses may not need funding.   

 
• CH - NZ tec ( ) might also be able to help you guys.  

  
Life-stages 
• CH - There is no clear end product (and in some cases there will never be a final 

product). For most SAAS products they will have a minimum viable product that they 
will test in the market, and then they’ll see if the product is being used, what 
customers want from it, how it can be improved. Xero is again a great example of this 
they started off as bookkeeping software, then moved to a full suite accounting 
software, now they’ve added tax capabilities.  
  

• CH - Once product market fit and MVP is achieved. The next big step for any SAAS 
provider is scalability, sales have to be ready to scale - can you create an engine that 
creates a cycle. 
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• CH - The life stages are 'linear' but they can overlap significantly, there is no clear start 

and finish to each stage. Once sales take-off, you need to keep improving your 
product, its kind of like 'building a plane while it flies'.  
  

• CH - The largest expense, or the point with the most cost pressures is the coding and 
engineering of the software. This is the point businesses are most susceptible to falling 
over. Engineers are often in short supply and cost a lot. Generally, businesses prefer 
NZ based engineers and prefer for them not to work remotely, but often when they 
grow their engineering base they will look overseas (Brazilian example). Once the 
business is in the scalability stage - family and friends will often retract their money, 
and the venture capitalists will come in (if needed). The business during this stage is 
generally more robust (i.e. they have a product market fit and have acquired some 
customers).  
  

• CH - in terms of internally used software, much of the development can be 
outsourced, e.g. banking software. 
  

When is an asset formed and valued? 
• CH – As mention, an asset is never finished. But the company will be able to identify 

that their idea is exploitable quite early. If the business has good accounting processes 
then in theory they could value the business. The method of valuing the asset may be 
another story, but when I was developing software we simply used a contributions of 
cost method. Other valuation methods could be based on sales, compound growth 
rates, discounted cash flow methods etc.  

  
What do you see internationally? 
• CH - Callaghan is a little unique when you look overseas, most countries don’t 

generally have a comparable. And sometimes we see NZ firms being overly reliant on 
Callaghan.  
  

• CH - As mentioned that ability of fintech's to think outside the sandbox (unlike in Aus) 
is important. 
  

• CH - Every country is always trying to tinker to maximise R&D. Estonia is a unique 
example: They have a growing digital market, and a big part of that growth is their 
innovative procurement process, where many of the big tech contracts go to local 
firms, which then helps them to grow. Singapore is another example with a booming 
tech industry, as part of this they try to match up complementary tech firms to help 
them both grow. They also have a National Digital Identity (NDI) project - a centralised 
identification system.  

  
Closing remarks.  
End.  
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From: David Cuellar
To: Benjamin Hammond; Craig Phillips
Cc: Chris Gillion
Subject: RE: Software expenditure consultation - Callaghan
Date: Thursday, 4 February 2021 5:28:00 PM

Thanks very much Ben, this is great.
I thought it was interesting that they perceived the software development process,
including bringing product/service to market and scalability, to be linear. They did note
the overlap between stages, but I had thought from prior reading there might be a few
more feedback loops.
I think the distinction between software as a product and software as a service will be
one of the harder things to grapple with as we think about what the most appropriate
tax treatment for certain expenditures within the sector is. I expect there will be big
grey areas in cases where it’s not clear whether some software is a product or service.
Cheers,
David

From: Benjamin Hammond < @ird.govt.nz> 
Sent: Thursday, 4 February 2021 2:03 PM
To: Craig Phillips < @ird.govt.nz>; David Cuellar < @ird.govt.nz>
Cc: Chris Gillion < @ird.govt.nz>
Subject: Software expenditure consultation - Callaghan

Hey team,
My notes from yesterday’s discussion with Callaghan are here. Please make changes and
inclusions as you see fit.
Great job facilitating the discussion David, even with the internet issues.
My four crude takeaways from the discussion were:

1. The software development process although never-ending could be considered linear, in
the sense there are a few steps that need to be completed (at least partially) for the
company to progress: Minimum viable product (MVP), Product market fit and scalability.
‘Build the plane as it flies.’

2. Currently, acquiring capital is not an issue for companies with good ideas and traction
(However, to get to this point you still need family and friends $).

3. Companies with good accounting processes (unsure what % this is) should be able to
“value” their software asset. The method of valuation does vary: Book value, Sales
multiples and growth rates, Discounted cash flow.

4. We need to be clear what software expenditure we are focused on and the different
treatments. Internal use, SAAS or building and designing software.

Am keen to hear others key takeaways.
Regards,
Ben
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From: Diane Fairbrother
To: Craig Phillips; Sara Bathgate
Cc: Chris Gillion; David Cuellar; Benjamin Hammond
Subject: RE: IRRUIP 10 INCOME TAX TREATMENT OF SOFTWARE DEVELOPMENT EXPENDITURE
Date: Tuesday, 16 February 2021 6:53:09 AM

Thanks Craig,
I appreciate your time.

I found this paper and IS 17/04 INCOME TAX – COMPUTER SOFTWARE ACQUIRED FOR
USE IN A TAXPAYER’S helpful – also, the ACTONZ cases.
Thanks for the insight.
Regards
Diane
Diane Fairbrother | Technical Specialist, Legal Services | Inland Revenue
T. @ird.govt.nz

From: Craig Phillips < @ird.govt.nz> 
Sent: Monday, 15 February 2021 3:50 PM
To: Sara Bathgate < @ird.govt.nz>; Diane Fairbrother
< @ird.govt.nz>
Cc: Chris Gillion < @ird.govt.nz>; David Cuellar < @ird.govt.nz>;
Benjamin Hammond < @ird.govt.nz>
Subject: RE: IRRUIP 10 INCOME TAX TREATMENT OF SOFTWARE DEVELOPMENT EXPENDITURE

Hi Diane,
We are currently in the process of consulting with the sector for the purpose of a first-principles
review of the BBLR tax settings as they apply for the software development sector. We are
working towards putting up a cabinet paper for potential policy changes (one policy issue which
we intend to progress is the tax treatment of sales of the code /IP in software – at present this is
a sale of a capital asset and we don’t think that is consistent with the treatment of having
allowed deductions in the past under the trading stock approach or under s 40B or s DB 34 or
even the proposed feasibility rules. It is a very wide review.

If you wish to be included in our CCS & TCO consultation (coming up), please let us know.
Kind regards, have a nice day | Nga mihi, kia pai tōu rā
Craig Phillips | Principal Policy Advisor | Kaitohutohu Kaupapa Here
Policy & Strategy | Kaupapa Here me te Rautaki
Inland Revenue | Te Tari Taake
DDI 
Email @ird.govt.nz

From: Sara Bathgate < @ird.govt.nz> 
Sent: Monday, 15 February 2021 3:20 pm
To: Diane Fairbrother < @ird.govt.nz>
Cc: Craig Phillips < @ird.govt.nz>
Subject: RE: IRRUIP 10 INCOME TAX TREATMENT OF SOFTWARE DEVELOPMENT EXPENDITURE

Hi Diane
No further work has been undertaken on this by the Tax Counsel Office. It’s now been referred
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to PAS.
Craig, are you able to help Diane?
Cheers,
Sara

From: Diane Fairbrother < @ird.govt.nz> 
Sent: Monday, 15 February 2021 12:07 pm
To: Public Consultation <PublicConsultation@ird.govt.nz>
Subject: IRRUIP 10 INCOME TAX TREATMENT OF SOFTWARE DEVELOPMENT EXPENDITURE

Hi,
Would you please tell me what’s become of the issues in this consultation paper of
2016?
Regards
Diane
Diane Fairbrother | Technical Specialist, Legal Services | Inland Revenue
T. @ird.govt.nz
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From:
To: Craig Phillips; Benjamin Hammond; Chris Gillion; David Cuellar; 

Subject: Discussion notes ahead of Software developers consultation meeting 10am
Date: Thursday, 18 February 2021 9:36:25 AM

Kia ora koutou, discussion notes below per previous email. Talk to you all soon. 

A perennial problem for software companies is the treatment of software development 
costs in terms of whether to capitalise those costs or not. The underlying difference from 
any other type of investment really comes from software being infinitely copyable(i.e. 
There can be near zero marginal cost for reuse).

Consider the following development activities and what we might consider reasonable in 
terms of whether that investment could be capitalised from the perspective of a tax 
office combined with the effect on the business.

Situation Capitalisation 
Approaches

Effect on business if 
changed

A company develops a 
piece of software for a 
client for an agreed price

Tax on profit derived by 
the business, may be 
capitalised by the client

Unlikely to affect developers

A company develops a 
piece of software for a 
client but keeps a copy of 
the developed IP on the 
hope of finding an 
opportunity to reapply the 
same solution in the future

Tax on profit from sale. 
Some argument may now 
exist for capitalising a 
portion of the build

Similar to other businesses. 
Tax disincentive to keep IP if 
required to capitalise, which 
will lower long-term 
productivity of the sector

A company develops a 
new piece of software 
which they resell to 
multiple clients

Some business capitalise, 
while others treat as the 
cost of servicing the 
contracts with each client

Tax burden lies heaviest on 
companies that are trading 
profitably as they are taxed 
on both the sales and the 
growth of the internal asset. 
Less effect on funded 
startups as they rarely aim 
to turn a profit in early years.

A company develops a 
piece of software 
intending to find buyers 
but only achieves low 
sales

Indistinguishable from 
previous case so both 
options plausible

Being forced to capitalise 
would significantly affect 
profitability threshold 
required for a product to 
“bootstrap” as the minimum 
amount of revenue before 
the business realised a profit 
after tax would increase 
markedly.
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A company develops or 
purchases a tool for 
internal use

Some combination of 
opex and capex with 
amortization over the life 
of tool’s use

Comparable to non-software 
purchases

A company develops a 
piece of software which it 
publishes as open source

In practice never 
capitalised but would 
need a special carve out if 
guidance from 
government enforced 
stronger capitalization 
rules.

Major reduction in 
contributions to the 
commons if businesses are 
forced to capitalise. Potential 
increase in contributions if 
given a carve-out by itself.

These scenarios illustrate a few key problems with the idea of capitalising software 
development with broad strokes:

Software’s ease of duplication leads to inflated balance sheets if all software is 
capitalised by everyone using

Some businesses, especially those trying to build products off the back of profits, 
would be heavily affected by enforced capitalisation as they would show both 
sales and the cost of those sales as income.

While some of these situations(such as the growing software startup with many 
clients leveraging off a platform) appear to make sense for capitalisation it is hard 
to know ahead of time that a business will be in that situation - i.e. the business 
that kept a copy of a solution may suddenly find their solution in demand but they 
might never have bothered keeping that copy if it had a negative tax effect in the 
short term.

While some of these problems could be solved with policy if the government still wished 
to enforce stronger capitalisation there is a significant problem of vagueness around the 
asset value of software - most software business valuations are done entirely on the 
basis of revenue multiples rather than asset analysis.

Given the direct impact of lowering lowing term productivity outcomes for New Zealand, 
being complex to enforce, and likely generating limited we would recommend against 
the broad capitalisation of software development costs.

-- 
________________________________________________
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Notes from Consultation –  and NZ Tech 
 
 
Date: 18 and 19 February 2021 
 
Subject: Deductibility of software expenses 
 
 
18 February 2021 –  
 
Attendees:  

, David Cuellar, Craig Phillips, Ben 
Hammond (Inland Revenue).   

 
Background:  

 

 
 

 
Setting the scene -  

Our previous submission on this topic and past discussions with IRD were about added 
flexibility in the area of deducting software expenses. We agree that the 1993 TIB 
needs updating, even at the time it was released it was arguably out of date. This is 
because for most software products there is no clear final product. However, any 
changes should consider the potentially massive adverse impacts on business cash 
flows. Questioned the purpose of re-visiting the issue, since its been 5 years from when 
the issues paper was released, wondered if it was due to overall tax revenue concerns 
following COVID. 

 
The sector –  

Treatment of software expenses is different across the sector. Many businesses focus 
on EBITDA figures, even if this is likely to show the business is more profitable than it 
really is. If they go down that route, they would prefer immediate expensing. This is 
likely to be common for businesses in the product improvement model.  
 
It is very hard to describe the whole sector, there are some businesses with software 
legacy systems, which pay a monthly service type fee, others may give the product out 
for free (an open source model) where they look to receive revenue through support 
services and maintenance fees – i.e. they try to gain traction first. Other businesses 
build bespoke products or develop plug-ins on the big global platform – 
Microsoft/google etc.  
 
The life-cycle of software has changed significantly and is varied across the sector, you 
can get the legacy systems that were created in the 1980s that can still be used today, 
others like in the game development can be released and be switched off in a matter of 
days or weeks, there can be a huge range. The sector calls this “bit rot” where the 
decay of computer software can be exponential and start depreciating immediately.       
 
Software development is similar to creative work like writing. Books can be written 
hundreds of years ago and can still be relevant, others might write articles or books 
about the book, on the other hand certain news articles are obsolete the day after they 
are released.  
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It is not worth developing software if the business is not going to constantly improve 
the product or provide support for customers.  

 
Other Government interactions and policies – 
  

Callaghan are largely focused on the early-stage and start-up businesses. The 
Callaghan grants were very good, we used to receive them for 5-6 years (might have 
misheard that). The R&D expensing and the tax credit seem good but we cannot qualify 
for that, there is a good guidance document out on it though, so that’s been helpful. It 
would be good to see what projects are approved so we know if we could be approved. 
Especially to see how many Agri-tech or Health-Tech are actually receiving and what 
for.  

 
Issues facing the sector -   

Cashflow is the key driver. Cash to pay salary and wages and other expenses. 
Simplicity is also important, but less so. Most businesses employee an external 
accountant, but try to limit the amount that the accountant has to do though to keep 
costs down.  
 
Getting bank finance at an early stage is often quite hard, businesses are less likely to 
want to capitalise the expenses because it is difficult to lend against an intangible asset 
like IP (also mentioned Banks look at key person risk, i.e. 1 big customer). However, if 
you can show a bank you have good cash flow (immediate expensing helps with this) it 
can help show serviceability.  
 
On the other side of financing is venture capital. But there is a reason these are often 
referred to as vultures, it is a ruthless business. It is more at the start-up stage. VC is 
changing in NZ there is more of it available, but it is still incredibly expensive, far more 
than debt financing which is a very cheap form of finance.   
 
In terms of aligning accounting standards, we really don’t think that’s a big deal at all 
(had not even heard of IFRIS, and knew very little about GAAP). Potentially that’s once 
your business gets larger, but believed that only 0.5% of business would be impacted. 

 did mention that some of the businesses they manage were starting to think about 
what they had to report, but mentioned it was more for publicly listed companies 
(mentioned ).   

 
Open source and other models –  

Open source is a different model it is underpinned by copyright (back to that analogue 
of creative works). A permissible license is used, where other business are free to use 
the software. They provided some examples of a library system (Colab?) and a car 
manufacturer (Catapult?).  

 A good example 
of an open source business is RedHat, which were recently acquired by IBM.  
The sector often refers to the benefits of open source software as “buy a brick and you 
get a house”. The software is not really licensed, no-one owns it.  
 
Software development is risky- there is no certainty as to whether anyone will buy the 
product.  It may take some time to receive sales, and often each customer can make 
up 5-15% of revenue. Might only be selling to a few customers.  
 
Cash flow is king in all models, we think many businesses may not have survived during 
the early years if they could not deduct all expenses. That 2nd year when prov tax kicks 
in can be very tight, salaries for software development can be very high (hinting at both 
the cash flow and the amount of tax paid on wages).  
 
The level of reinvestment required and can be very high, we are often competing with 
MNEs who at times have a vast amount of cash due to other ventures or wealthy 
owners, we often need as much support as we can get.         
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19 February 2021 – NZTech 
 
Attendees:  

 (NZTech), Chris Gillion, David Cuellar, Craig Phillips, Ben Hammond 
(Inland Revenue) 

   
 
Background:  

NZTech are a not for profit NGO whose purpose is to connect, promote and advance 
tech ecosystems and to help the economy grow to create a prosperous digital nation. 
The organise the NZ Tech week and Tech story with MBIE. The entire ecosystem can be 
quite confusing.  
 
The questionnaire to our members is now live on how the treat software expenses, we 
email this out to all our members, and hundreds of small, medium and large software 
businesses read each email.    
 

Capitalisation vs expensing: 
Without seeing the results, I would guess that 70% of companies would expense, many 
being early stage concerned about cash flow, and 30% would capitalise.  
 
The sector is very diverse for example game developers will often be working on a 
game for 12-18months for release, once they release it, it is available for use – an 
asset has been formed. They will still have to continuously be trying to improve, create 
new characters or expand the map etc. It is akin to a movie that gets better the longer 
you watch it. Rocketwerkz are a good example of this, I can pass on any contact details 
and be the link between you and the actual businesses. On the other hand SAAS 
companies may never actually have an asset per se, they might always be improving it 
and seeking customer feedback the likes of Pushpay or Xero who are constantly 
improving.  

 
Concerns of members: 

Obviously cash is always a concern but businesses are currently struggling with the 
border closures, like many firms they are struggling to employee those with the skills 
that they need. Probably 80% of software developers are immigrants. Many businesses 
are now employing remotely from other countries, which comes with it challenges but it 
is a work around for now. NZ does not get the same benefits from that type of 
employment. Another issue is the Māori and Pasifika communities and how we are still 
not capturing all the benefit that can come from these communities, we are also seeing 
the use of algorithms which import values from big tech companies like Google, which 
can be issue.  
 

Recent research  
Treasury a few years ago commissioned NZIER to report on the business models of 20 
SAAS companies and where correlations were. I remember one was that they all used 
AWS, which could be a future issue. 

 
Cost pressures  

Software companies face massive costs, due to very high wages and salaries - some of 
the highest in New Zealand. These are paid every month so if you have a down month 
in terms of revenue then this can be tough.   
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From: Chris Gillion
To: Craig Phillips; David Cuellar; Benjamin Hammond
Cc: Paul Fulton
Subject: RE: Policy work on software development?
Date: Friday, 19 February 2021 12:24:09 PM
Attachments: image001.jpg

[UNCLASSIFIED]
Hi everyone
I think we should engage tax agents as soon as possible. We can explain to them that
we have been doing some talking to other govt depts and some businesses to get an
idea of how the industry works but now we are going to consult more directly on the tax
issues. I would simply give  from PWC a call to explain. I will put it on the agenda
for the next CTG meeting, for example, and Stewart can do the same for CA ANZ just to
raise awareness and we can start talking to tax agents.
Hope that helps.
Chris
Chris Gillion| Policy Lead | Kaihautū Kaupapa Here
Policy & Strategy | Kaupapa Here me te Rautaki
Inland Revenue | Te Tari Taake

E. @ird.govt.nz

From: Craig Phillips < @ird.govt.nz> 
Sent: Friday, 19 February 2021 11:36 AM
To: David Cuellar < @ird.govt.nz>; Benjamin Hammond
< @ird.govt.nz>; Chris Gillion < @ird.govt.nz>
Subject: FW: Policy work on software development?

[UNCLASSIFIED]
Can we have a chat this afternoon to agree on a response to PWC? The tax advisors would have
been the last group on the consultation train in my line of thinking but it’s ok from my
perspective to engage sooner – but it will be important that we don’t duplicate effort and waste
time – I’m keen to chat about our response – I have some thoughts but maybe it will be best to
bounce the issue off each other asap.
Kind regards, have a nice day | Nga mihi, kia pai tōu rā
Craig Phillips | Principal Policy Advisor | Kaitohutohu Kaupapa Here
Policy & Strategy | Kaupapa Here me te Rautaki
Inland Revenue | Te Tari Taake

Email @ird.govt.nz

From: Craig Phillips 
Sent: Friday, 19 February 2021 11:31 am
To: Stewart Donaldson < @ird.govt.nz>
Subject: RE: Policy work on software development?

[UNCLASSIFIED]
Yes we will respond
Kind regards, have a nice day | Nga mihi, kia pai tōu rā
Craig Phillips | Principal Policy Advisor | Kaitohutohu Kaupapa Here
Policy & Strategy | Kaupapa Here me te Rautaki
Inland Revenue | Te Tari Taake

Email @ird.govt.nz

From: Stewart Donaldson < @ird.govt.nz> 
Sent: Friday, 19 February 2021 10:24 am
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NZTech Submission Survey – Tax Accounting
Treatment for Software Development

Dear X

The IRD are presently reviewing the policy settings and practices relating to
the taxation of software development in order to determine an appropriate tax
accounting treatment for income and expenses within the software
development sector.

If this will impact your business we would like your feedback.
Please complete this very short (10 questions, 2 minutes) survey. 

The information will be used to help inform the discussion within IRD and
between IRD and the software sector as they aim to improve the tax
treatment of software development. The results will be used to produce

To: Craig Phillips < @ird.govt.nz>; Chris Gillion < @ird.govt.nz>; David
Cuellar < @ird.govt.nz>
Subject: FW: Policy work on software development?

[UNCLASSIFIED]
Hi guys
After the CA ANZ / NZLS meeting today,  from PWC sent me the below query
about software development expenditure.
I see from the PAS work programme register that this topic sits with you.
Am I able to leave it to you to send an appropriate response to ?
Thanks

Stewart

From: @pwc.com> 
Sent: Friday, 19 February 2021 9:55 AM
To: Stewart Donaldson < @ird.govt.nz>
Subject: Policy work on software development?
Hi Stewart
A question for you (which I didn't want to take up everyone's time asking on the call just
now) - the NZ Technology Industry Association has sent out the message below to its
members. This isn't something that appears on the current work programme, and it is
the first I and others at PwC have heard of this.
Are you able to give me any further information on this review or who to contact within
IR? We have a large number of clients in the tech industry space that this is relevant to,
so would be very keen to get involved in or provide feedback in relation to any project
happening in IR on this.
Thank you!

Complete Survey
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industry facts to support the development of a tax policy that benefits the
majority of software companies. 

Thank you for your time.

 
PwC Legal | 
Office: 
Email: @pwc.com
PwC Legal New Zealand
15 Customs Street, Private Bag 92162, Auckland
pwc.co.nz/legal

This document may be a tax advice document. Tax advice documents should be kept confidential and
are not required to be disclosed to Inland Revenue. Inland Revenue can request disclosure of 'tax
contextual information'.

This email message and attachments are confidential to our organisation and may be subject to legal
privilege. If you have received this email in error, please advise the sender immediately and destroy
the message and any attachments. If you are not the intended recipient you are notified that any use,
distribution, amendment, copying or any action taken or omitted to be taken in reliance of this
message or attachments is prohibited. An electronic communication is not received by PwC until the
contents of that communication have come to the attention of the person who is the addressee of the
electronic communication. Only PwC partners or principals have authority to enter into legal
obligations on behalf of PwC member firms. If you are an existing client, this email is provided in
accordance with the latest terms of engagement which we have agreed with you. Prior to opening this
email or any attachment, please check them for viruses.
PwC is not responsible for: (i) any viruses in this email or any attachment; or (ii) any effects this email
or any attachments have on your network or computer system.
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From: Craig Phillips
To: Benjamin Hammond
Cc: David Cuellar
Subject: RE: Consultation notes - deductions for software expenses
Date: Wednesday, 24 February 2021 5:00:51 PM
Attachments: image001.png

Thanks Ben, I have gathered quite a bit of info from conferences and maybe next week I can run
through what is in our teams folder so we have better awareness of what we have already
gathered as a resource.
Kind regards, have a nice day | Nga mihi, kia pai tōu rā
Craig Phillips | Principal Policy Advisor | Kaitohutohu Kaupapa Here
Policy & Strategy | Kaupapa Here me te Rautaki
Inland Revenue | Te Tari Taake

Email @ird.govt.nz

From: Benjamin Hammond < @ird.govt.nz> 
Sent: Wednesday, 24 February 2021 4:59 pm
To: David Cuellar < @ird.govt.nz>; Craig Phillips < @ird.govt.nz>
Subject: RE: Consultation notes - deductions for software expenses

FYI I think this is the report  was referring to:
https://nzier.org.nz/static/media/filer_public/4c/61/4c61994e-a66a-463b-b486-
d00ee5dd0da9/new_zealand_services_firms_approach.pdf
I have a saved it under the ‘Research’ folder in Teams.

From: David Cuellar < @ird.govt.nz> 
Sent: Wednesday, 24 February 2021 4:46 pm
To: Craig Phillips < @ird.govt.nz>; Benjamin Hammond
< @ird.govt.nz>
Cc: Chris Gillion < @ird.govt.nz>
Subject: RE: Consultation notes - deductions for software expenses

Thanks Ben, these notes are great.
I think the conversation on bit rot was interesting, and we’ll be pushed on whether the
economic life of software for tax purposes reconciles with how fast software
deteriorates/becomes obsolete in reality.
Cheers,
David

From: Craig Phillips < @ird.govt.nz> 
Sent: Wednesday, 24 February 2021 4:34 PM
To: Benjamin Hammond < @ird.govt.nz>; David Cuellar
< @ird.govt.nz>
Cc: Chris Gillion < @ird.govt.nz>
Subject: RE: Consultation notes - deductions for software expenses

Thanks Ben, I’ll read through later on today.
Kind regards, have a nice day | Nga mihi, kia pai tōu rā
Craig Phillips | Principal Policy Advisor | Kaitohutohu Kaupapa Here
Policy & Strategy | Kaupapa Here me te Rautaki
Inland Revenue | Te Tari Taake

Email @ird.govt.nz
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From: Benjamin Hammond < @ird.govt.nz> 
Sent: Wednesday, 24 February 2021 4:33 pm
To: Craig Phillips < @ird.govt.nz>; David Cuellar < @ird.govt.nz>
Cc: Chris Gillion < @ird.govt.nz>
Subject: Consultation notes - deductions for software expenses

Hey team
As promised here are my notes from the consultation meetings with  and NZTech. Happy
for you to make changes where there are gaps or where I may have misunderstood something –
as mentioned this morning, I think given the current plan for targeted consultation having
meeting notes that are well documented (and accurate) is important.
To continue on with my 3(ish) takeaways from each consultation, many of these we discussed
after the meeting:

NZ Tech:

Happy to chat
Ben
Benjamin Hammond (he/him) | Policy Advisor | Kaitohutohu Kaupapa Here
Policy & Strategy | Kaupapa Here me te Rautaki | Kaitiakitanga

E. @ird.govt.nz | W. taxpolicy.ird.govt.nz
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Craig Phillips

From: David Cuellar
Sent: Wednesday, 3 March 2021 11:14 am
To:
Cc: Craig Phillips; Chris Gillion; Benjamin Hammond; Stephanie Luxford
Subject: Review of tax treatment of software development expenditure
Attachments: 2016-08-25 - Public Rulings Unit Issues Paper - IRRUIP10 - Income tax treatment of 

software development expenditure.pdf

[IN CONFIDENCE RELEASE EXTERNAL] 
 
Hi , 
 
Quick introduction as I haven’t been in touch before. I work in Policy and Regulatory Stewardship at 
Inland Revenue – Steph has passed on your details. 
 
I am emailing to let you know about a review that officials are undertaking on the taxation of software 
development. Craig, Ben, Chris, and I make up the team working on this. The project is a first-
principles review on the tax treatment of software development expenditure. This review is motivated 
by uncertainty within the sector and inconsistency as to how different firms involved in developing 
software account for their expenses. For example, some businesses may take tax deductions as 
software development expenses are incurred while others may use a capitalisation and depreciation 
model. I have attached an issues paper from 2016 (available on the Inland Revenue tax technical 
website) that serves as background.  
 
We do not yet have any options or recommendations to disclose. At this stage, we are just giving an 
early heads-up to interested parties about our review and are seeking views on business models within 
the software development sector. This review is not confidential, and we expect that some NZLS 
members may have interested clients. Our current aim is to finalise any legislative amendments in 
time for introduction of the next tax bill (currently expected to be in August). We expect to be going 
back and forth on consultation with interested parties for the next three months. Toward the end of 
March/beginning of April, we will be seeking to send out a consultation letter that outlines the taxation 
options under consideration, at which point we will invite feedback more specifically on those options.  
 
Unless you see a reason to the contrary, we would like to undertake consultation with members of the 
NZLS Tax Law Committee if they are interested, rather than seeking the formal views of the NZLS.  
 
This is the first time that we are emailing you with respect to this review. We have a couple of 
questions at this stage: 
 

1. Will members of the NZLS Tax Law Committee be interested in engaging on this project and, if 
so, how would they like to engage? 

2. Will members be interested in engaging with us to inform our understanding of the software 
sector, or only on proposed amendments once we have firmed our understanding of the sector? 

 
As we have not been in touch before, please let me know if there is anything else that you wish to 
bring to our attention at this stage, whether to do with this project or more generally. 
 
Kind regards, 
David Cuellar 
 
 
David Cuellar | Policy Advisor | Kaitohutohu Kaupapa Here 
Policy and Regulatory Stewardship | Kaupapa me te tiaki i ngà ture  
Inland Revenue | Te Tari Taake 
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From: Craig Phillips
To: @charteredaccountantsanz.com)
Cc: David Cuellar; Benjamin Hammond; Chris Gillion
Subject: Software Development Expenses
Date: Wednesday, 3 March 2021 11:08:59 AM

[IN CONFIDENCE RELEASE EXTERNAL]

Hi 
First thanks for your feedback. We envisage a two-step consultation process, the first being to
tap into the Advisory Group’s skill set so that we are able to develop a better understanding
(from an accountant’s perspective) of the various business processes within the sector, the
relative importance of clear and settled tax settings for the sector, the nature of software assets
and obsolescence (We are also canvassing the sector to develop an understanding about their
business processes, the different types of software development, the risks and impact of risks on
their capital needs and business processes, all with a view to establishing how the tax system
could address those concerns.
The second stage we envisage will be about developing and consulting on any policy proposals
for addressing key concerns raised in the first stage. We envisage that any proposals would likely
be included in an omnibus tax bill that could be introduced in the third or fourth of this year. This
would mean both stages of consultation would occur over the next three or so months.

We would like to engage with you and those in the advisory group that have a particular interest
in this sector via a digital meeting platform within the next two weeks. We envisage a time
commitment for the first stage of approximately one hour. We are happy to accommodate your
time frames to maximise the participation by those in the advisory group that have a particular
interest in this sector as well as your tax team more generally.
Kind regards, have a nice day | Nga mihi, kia pai tōu rā
Craig Phillips | Principal Policy Advisor | Kaitohutohu Kaupapa Here
Policy & Strategy | Kaupapa Here me te Rautaki
Inland Revenue | Te Tari Taake

Email @ird.govt.nz
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Consultation letter 
 

March 2021 

 

From: David Cuellar and Craig Phillips 

 

Software development expenses – reviewing tax policy settings 

Background 

 

1. We are presently reviewing the policy settings and practices relating to the taxation of 

software development in order to determine an appropriate tax treatment for income and 

expenses within the software development sector.   

 

2. Our policy review arises from Inland Revenue publishing an issues paper on the tax 

treatment of software development expenses (IRRUIP10 – Income tax treatment of 

software development expenditure1). This issues paper asked whether the current tax 

treatment of software development expenditure is outdated and inappropriate.     

 

3. Submissions we received on that document included: 

 

• Many submitters agreeeing that the current treatment is outdated but opposed change 

to existing tax practices in the software development sector.  

• Many submitters raising concerns that existing tax rules create inconsistent outcomes 

for the treatment of software development expenses.  This inconsistency between rules 

is creating confusion within the software development sector. 

 

4. Submissions noted that if the tax policy problem is not solved, then the software 

development sector would likely be adversely impacted because of: 

 

• tax impacts on operational cashflows within the sector; and 

• an increase in demand for capital due to the need to fund higher cash flows. 

Purpose of this review 

5. The objective of the review is to identify appropriate tax policy settings that are consistent 

with: 

 

• optimal economic efficiency for the sector;  

• the nature of business practices in the sector; and 

• the broad-base low-rate tax framework underpinning the tax system in New Zealand.  

 

6. Given these objectives and the background, this is a “first-principles” review of general 

income tax principles as they relate to the software development sector.  This review does 

not include within its scope any aspect of the research and development tax incentive or 

any other incentives promoting innovation in the sector. 

 
1 https://www.taxtechnical.ird.govt.nz/-/media/project/ir/tt/pdfs/consultations/issues-

papers/irruip10.pdf?la=en&hash=85038059438AB31059D4273F86406A27 
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Consultation  

7. This letter is written as part of our review of the tax policy settings for software 

development expenses.  IRRUIP10 proposes to apply a capitalisation model to recognise 

software assets based on a business process that is similar to that applied to traditional 

manufacturing activities. 

 

8. We acknowledge that the software development sector and the technology sector 

generally is an important part of the Government’s economic policy.  Up until now, we 

have been consulting with other government agencies to better understand the economic 

and incentive policies for your sector that are promoted and managed by other agencies.    

 

9. Other government agencies have indicated that operational processes in your sector have 

characteristics and methodologies that differ from a traditional manufacturing business.  

This observation is consistent with several submissions from your sector on the proposals 

in IRRUIP10. Consequently, the purpose of this letter is to assist us in understanding 

operational processes within your sector before consulting on any changes in the tax policy 

frameworks for software development expenditure. 

 

10. Issues for which we seek your feedback are: 

 

• characteristics of business processes used in developing software; 

• characteristics of funding and funding limitations within the software development 

sector;  

• characteristics of an expected life cycle of software developed for commercial 

exploitation; 

• Government policies in other jurisdictions for their innovation sectors. 

 

11. To this end, we are interested in any insights or information you have on: 

 

• The life-cycle processes of developing, selling and improving a product.  

• How and when is a product ready for exploitation or sale? 

• Does the decision on whether to the sell the product or license the rights to the product 

change the life-cycle or exploitation process? 

• Any specific characteristics of capital funding and funding risks that exist for the 

innovation sector that differ from general capital funding principles. 

• The processes of developing and using open-source software to create software that 

can be commercially exploited.  

• Any other matter relating to your sector that you consider provides any insights on 

structural or operational differences to traditional manufacturing activities. 

Next steps 

 

12. After discussing and consulting with software businesses in an attempt to understand the 

processes within the software sector, we intend to consult further with stakeholders on 

how general tax policy frameworks would apply to the software sector and whether that 

application is appropriate. 

 

13. We are planning to complete our review of tax policy settings for the treatment of software 

development expenses as soon as possible following that second round.  We would make 

any necessary recommendations to Government after that time to clarify the tax policy 

settings for software development expenses. 

 

14. If you have any questions, please contact us. Our contact details are as follows: 

 

David Cuellar | Policy Advisor | Kaitohutohu Here 

@ird.govt.nz 

 

Craig Phillips | Principal Policy Advisor | Kaitohutohu Kaupapa Here 

@ird.govt.nz 
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Memorandum 
 
15 March 2021 
 
 
To: Emma Grigg 
 
From: Craig Phillips 
 Benjamin Hammond 
 David Cuellar 
 
CC: Kerryn McIntosh-Watt 

Chris Gillion 
 

Tax treatment of the software development sector (2020-005-P) 

 
The purpose of this memo is to respond to your request for a note on a survey being run by 
NZTech. We understand that this survey was raised in a conversation with TGC. This memo 
provides relevant context and further details about the survey.  
 
Background 
 
OCTC (now TCO) released an issues paper, IRRUIP10, in 2016 that proposed a capitalisation 
and depreciation treatment for software development expenditure. This conflicts with the 
trading stock treatment endorsed in a 1993 TIB item. As a result, there is uncertainty and 
inconsistency with regard to how software development expenditure should be treated for tax 
purposes.  
 
The project 
 
A policy project commenced on the software development sector, in part because of 
inconsistent tax treatment within the software sector and in part because of strong opposition 
by the software sector to TCO’s proposed change to the treatment of expenditure.  
 
The first stage of this project, the “discovery” stage, is to seek to understand the business 
processes and risks within the software sector. This knowledge will support the second stage of 
the project, the “options analysis” stage, which is to identify the preferred tax treatment of 
software expenditure. 
 
Project update   
 
Since November 2020, we have been consulting with Government agencies, tax practitioners 
and software businesses to understand the nature of the sector (the “discovery” phase). Once 
we conclude these initial discussions with the sector, we will consider appropriate tax settings 
for the sector and engage in consultation targeted at determining what those settings should 
be.  
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The survey 
 
As part of our consultation to date, we have engaged with NZTech’s . 
NZTech is an industry body within the software sector with more than 1000 members.  
 
NZTech designed and launched a survey titled “Tax Accounting Treatment for Software 
Development”.1 The survey is an NZTech initiative and was published on NZTech’s website on 
18 February 2021. The purpose of this survey is to gather feedback from members of NZTech 
on practices and attitudes of businesses involved in software development. The survey is 
NZTech’s initiative and was not requested by PaRS. We were informed of it before it was 
launched. The questions asked in the survey are contained in Appendix 1. 
 
The survey’s landing page notes that “the results will be used to produce industry facts to 
support the development of a tax policy that benefits the majority of software companies”. 
This is contrary to the language we have been using in our consultation to date, which has not 
been about benefitting the software sector. We have been consistent in saying that we are 
beginning the project from a stance of tax neutrality and we have no pre-conceived ideas 
about what changes we may recommend to the tax treatment of the sector. One of the 
project’s core objectives is to provide more certainty for the sector.  
 
Attached to this memo in Appendix 2 are preliminary insights from the survey as of 19 
February 2021. NZTech has noted that the full results will be sent through soon. The survey is 
now closed.  
 
 
If you have any further questions, please get in touch with any of us.  
 
 
Craig Phillips 
Principal Policy Advisor 
 
Benjamin Hammond 
Policy Advisor 
 
David Cuellar 
Policy Advisor 
  

 
1 The survey landing page can be found here. 
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Appendix 1: NZTech Submission Survey – Tax Accounting Treatment for Software 
Development 
 
Screening question: Do you develop software for use in a business? 
a. Yes 
b. No 
 
If = yes: continue 
If = no: This survey is only for companies that develop software for use in a business. Thank 
you for taking the time to consider this survey, please keep an eye out for other NZTech 
survey’s in the future. 
 
 
1. Do income tax implications for developing software for use in a business pose a significant 

issue for your business? 
a. Yes 
b. No 
 
2. What accounting treatment is predominantly used when developing software for use in a 

business? 
a. Expensing 
b. Capitalisation 
c. Comments (comment box) 
 
3. Are existing rules on the accounting treatment of developing software for use in a business 

adequate or inadequate and why? 
a. Adequate 
b. Inadequate 
c. Comments (comment box) 
 
4. In your experience, are there other countries that have a superior accounting treatment of 

developing software for use in a business than New Zealand? 
a. Yes 
b. No 
c. Unsure 
d. Comments (comment box) 
 
5. How is the development of software for use in a business primarily funded? 
a. From revenue 
b. From business units 
c. From equity 
d. Comments (comment box) 
 
6. What best describes your development software for use in a business? 
a. Standalone 
b. Software as a service 
c. Cloud-based 
d. Applications 
e. Other (comment box) 
 
7. Which percentage represents the contribution to business revenue of developing software 

for use in a business? 
a. 1-10%  
b. 11-20%  
c. 21-30% 
d. 31-40% 
e. 41-50% 
f. 51-60% 
g. 61-70% 
h. 71-80% 
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i. 81-90% 
j. 91-100% 
 
8. How many staff and/or contractors today, are engaged developing software for use in a 

business (full-time equivalent basis)? 
a. 1-9 
b. 10-19 
c. 20-29 
d. 30-49 
e. 50-99 
f. 100+ 
 
9. What has been average expenditure developing software for use in a business over the 

past three financial years (or most recent financial year if less than three)  
a. $100,000-$500,000 
b. $501,000-$1,000,000 
c. $1,000,000-$2,500,000 
d. $2,500,001-$5,000,000 
e. $5,000,000+ 
 
10. What would improve the taxation treatment of developing software for use in a business?  
a. Comment box 
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Appendix 2: Initial insights from early NZTech survey results (verbatim comments of 
 NZTech) 

 
• 78% think there are issues with tax treatment of software development 
• 70% expense and 30% capitalise, but in the comments about 10 said they use a mix, 

so we have added that as a new option. 
• Pretty much no one thinks any other country is doing this better. Most are unsure. 
• 64% fund software development from revenue, 29% from equity and 7% from other 

business units.  
• 46% are developing SAAS solutions, 29% custom applications, 18% cloud solutions, 

7% standalone software. 
• The revenues from the software development as a proportion of all revenues is spread, 

but it was 100% for 30% of respondents. 
• Most respondents have less than 20 software developers, but 3 had over 100. 
• Most were spending up to $500K on development, with 5 spending over $5m a year.  

 
Full results still to come.  
 
 

Not in scope

s 9(2)(a)

 

 

 

  



From: David Cuellar
To: Thomas Allen
Cc: Craig Phillips; Benjamin Hammond; Chris Gillion
Subject: Tax treatment of the software sector
Date: Monday, 15 March 2021 11:53:00 AM
Attachments: image003.png

Hi Thomas,
This is a quick email to let you know about a piece of work that we are in the early
stages of in relation to software development. It is a review of the treatment of income
and expenditure within the software sector that was approved by PPAC in June 2020.
The industry is complex, and regulators (including for the tax system) often struggle to
keep up with how the software sector develops. Our project will consider what are the
appropriate tax settings for the sector. Some of the issues we are looking at include
different variations of commercial exploitation (assignment of rights, licencing, leasing,
etc.), major subsectors (AgriTech, HealthTech, game development, etc.), and what are
repairs and maintenance versus capital improvements of software. We are particularly
interested in understanding the reasons (if there are any) for why the software industry
is different from other industries in a way that would justify having industry-specific tax
rules.
We are emailing because we anticipate there is a chance you or the Minister may hear
about our review from interested stakeholders, but we are not planning to report to the
Minister on it for a while since we are still in the early stages of the project. Currently,
we are talking to stakeholders within the industry to understand business models within
the sector; NZTech has launched a survey to get some data that they have offered to
share with us. Our next stage of consultation will then move onto developing options for
any potential changes and testing those with the sector and tax practitioners.
Let us know if you have any questions or require more details.
Cheers,
David
David Cuellar | Policy Advisor | Kaitohutohu Kaupapa
Policy and Regulatory Stewardship | Kaupapa me te Tiaki i ngā Ture
Inland Revenue | Te Tari Taake
E: @ird.govt.nz
DDI: 

Not in scope

s 9(2)(a)

 

 

 

  



www.ird.govt.nz 

 Policy and Regulatory Stewardship 
Kaupapa me te Tiaki i ngā Ture 

 
 

Consultation – Software development 
 
 
Date: 16 March 2021 
 
Subject: Software development expenditure with CA ANZ – Technical Advisory Group 
 
 
Attendees:  

 (CA ANZ - TAG), Craig Phillips, David Cuellar, Ben 
Hammond, Sam Rowe (Inland Revenue). 
 
Consultation letter provided prior to the meeting: 
Software Development consultation_Business Stakeholders  
 

1. Introduction and project background – Craig  
2. Open question – Craig  

 
3. Consistency with accounting 

 
- R&D expenditure. The continuation of the deduction rules in DB 33-40B work well.  
- It generally follows accounting principles, see IAS 38 Intangible Assets.  
- The difference between sale and license should be contemplated within the rules.  

o The rules currently appear to favour the seller not the retainer.  
- In 2016, a business I was advising was making changes on the fly and we found it 

difficult to know what to do.  
- The Depreciation rate seems appropriate from what I know of it.  

 
4. Is Software different? 

 
- When developing when does the business start expensing vs capitalising.  
- It is simply a capital vs expenditure question, and although difficult is not exclusive to 

software.  
o When is an asset generated?  
o There are different phases of software development.  
o We don’t want a situation where everything just defaults to capitalisation.  
o Its similar to the retirement home business you need to make judgement calls, 

on what planning and construction costs are expensed vs capitalised.    
- There is a slight difference between when software is created than other assets. 

o This is because there is a practical overlay, around the question of when is the 
software ‘available for use’.  

- There could be an argument that the sector should be treated different. You build the 
asset and have to continuously add to and develop and maintain it. 

- Capitalisation is probably the correct outcome. 
- Members disagreed about whether software was inherently different or similar to 

businesses that develop tangible assets.  
- A commercial building example was used.  

o Maintenance of a building could be ripping out tilling or walls, those things are 
now gone.  With software maintenance is different.   

- Some agreement that at the early stage there might be more of a case to depreciate 
until the asset is available for use but this is difficult to apply.  
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5. Abandoning/blackhole  
 

- There is always concerns here.   
- If you have partial completed the software for commercial exploitation, then you use 

EE50.  
- It is always fact specific.  
- DB40B means that abandoned items should be covered.  

    
6. Sales of outright code  

 
- Is not the norm 
- If this happens the purchaser will just purchase the whole company and not specific 

assets.  
- This is not their usual business. From experience, one business I advised did sell and 

treated the software like it was trading stock, and therefore would be on revenue 
account.  

- Other members of the group confirmed it is quite rare.  
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File note 
 
 
Date: 18 March 2021   
 
Subject: Results from NZ Tech Alliance Survey – Tax Accounting Treatment for Software 

Development – March 2021 
 
 
 
Background  
 

1. NZTech is assisting the Inland Revenue consultation phase by undertaking a survey 
across a broad range of member organisations that engage in software development. 
The survey, ran in March 2021, had 60 responses. The sample size can only be treated 
as indicative and not statistically significant. 
 

2. The survey was to support understanding of the different software development 
business models and the resulting different approaches to tax.  
 

Results and key takeaways  
 
Demographics – responders were primarily small-medium enterprises in the 
business of software development (mainly in the SAAS subsector), who used 
revenue to fund software development.     
 

1. The majority (71%) of respondents could be regarded as small software development 
businesses with less than 20 staff engaged in developing software on a daily basis. 
However, 15% of more respondents have more than 50 staff developing software on 
daily basis. About half of respondents develop SAAS products.  
 

2. 59% of respondents reported that the majority (>60%) of there revenue was sourced 
from developing software. The majority (72%) reported average annual expenditure of 
less than $2.5 million. 

 
3. The majority (65%) of respondents’ fund development of software through revenue, 

with about a quarter (28%) funding expenses through equity.  
 
Accounting rules - Responders primarily expensed software for accounting purposes 
but felt the rules were inadequate.  
 

4. Nearly two-thirds (62%) of respondents are expensing software development for 
accounting purposes. Common responses to the accounting treatment question, 
included: 

a. Depended upon the nature of the project. 
b. Software development costs are expensed due to uncertainty of the outcome.  
c. We expense to align with R&D cash out, RDTI and Callaghan reporting.  
d. We capitalised in the past and now have that asset on our balance sheet and it 

doesn’t feel correct. 
      

5. The majority of respondents (68%) found the existing accounting rules for developing 
software as inadequate. Common answers to why, included: 

a. Current rules are heavily focused on the traditional fixed asset-reach or service-
based technology businesses, but poorly address agile process or current trends.   
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b. Software by its very nature is a continuously evolving product. Hence it is hard 
to define completion of a product.  

c. The don't cover the wide range of software activities taking place in NZ.  It 
seems to me the IRD doesn't understand the sector and what is involved in 
software. 

d. Typical approach with US companies is to capitalise, and so the fact we expense 
everything always raises questions with potential investors or acquirers. 

 
Tax rules – Responders signalled that tax poses a significant issue for the business 
and thought better access to tax credits would help improve the tax treatment of 
software.  
 

1. The majority of respondents (75%) confirmed that income tax implications posed a 
significant issue for their business.  

 
2. Respondents though the following could help improve the taxation treatment of 

developing software for use in a business: 
 

a. Improved ability to classify software development as R&D for RDTI.  
b. All expenditure able to be deductible immediately.  
c. Reduce blackhole expenditure risk.  
d. Clear understanding of the rules and how we can leverage incentives to grow 

this sector.  
e. Existing rules are fit for purpose. Alignment of tax and accounting is critical.  
f. The switch from Growth Grant to RDTI does not work for loss making software 

businesses. We rely on the cashflow to help co-fund R&D.  
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File note 
 
 
Date: 26 March 2021 
 
Author: Craig Phillips 
 
Subject: Accounting Treatment of Software Development under GAAP 
 

 

Purpose of this note 
This note provides background from accountancy practices that could be helpful for resolving 
the policy issue in the software development project around the lack of statutory of clarity on 
how to account for development costs for tax purposes.  The note is divided into 4 parts: 

• PART 1: Why the timing of cost recognition is important for the sector.  
• PART 2: An outline of the financial accounting reporting framework mandated by the 

External Reporting Board (this has the status of secondary legislation) [NZ Conceptual 
Framework].   

• PART 3: An outline of the financial statement requirements [NZ IAS 1].  This part of the 
note  also outlines: 

o core terms (and their meanings) used in accounting standards; and 
o tax minimum reporting requirements. 

• An overview of the elements of XRB standards that could be relevant to our policy 
analysis: 

o NZ IAS 38 Intangible Assets 
o IFRS 15 Revenue from contracts 
o IFRS 16 Leases 

 
Recent law changes in the ARFER bill (feasibility, IFRS 16, purchase price allocation) may have 
relevance to our policy analysis, but this note does not include a discussion on those items. 
 
For completeness, I attach an appendix comparing the application of NZ IAS to software costs 
incurred for developing intangible property to the outcomes set out in IS 17/04 and IRRUIP 10  

Part 1: Recognising Costs for Accounting Purposes: Research Stage & Development 
Stage 

Why does recognition of costs matter to investors? 
Submissions to IRUIPP-13 identified that both high-tech start-ups and new projects generally 
devote a significant amount of their time and money into software development.   
 
The accounting and tax treatment of these costs likely have a huge impact on both the current 
and future financial performance of the entity.  There are a few things that need to be 
understood prior to diving into how the accounting rules for NZ IAS 38 might be thought of as 
a conceptual resource for tax policy frameworks.  
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Part 2: NZ’s Financial Reporting framework 
 
Various enactments prescribe specific types of preparers of general-purpose financial reports 
(GBFR) (e.g. Financial Reporting Act, Charities Act, Incorporated Societies Act.  These 
preparers may be required to comply with reporting standards set by the External Reporting 
Board (XRB).  
 
The XRB standards are developed using the principles set out in the NZ Conceptual Framework 
(issued by the XRB, 2018) and modified from time to time.   

NZ Conceptual Framework 
The NZ Conceptual Framework (NZCF) sets out the objectives of GPFR and some definitions 
that are important to understand each of the standards. 
 
The main objective for GPFR is about providing financial information (about the reporting 
entity) that is useful for investors (existing and potential), lenders and other creditor in making 
decisions relating to providing resources to the entity.  
IR as a creditor does not seem to fall within this concept. This is clearly set out in para 1.10 of 
NZCF where regulators stated as not being a primary user of GPFR. However, as tax is a major 
cost to the company, it is recognised with its own reporting standard. 
 
At para 1.12 the framework identifies that GPFR provides information about the reporting 
entity’s economic resources and claims against the entity, the effects of transactions and other 
events that change economic resources and claims, based on the accrual accounting concept.  
As such the nature of GPFR may have relevance to our BBLR tax base, as our tax system seeks 
to tax the economic outcomes of transactions subject to considerations related to the 
government objectives as to appropriate timing of income and expenditure.   
 
Tax outcomes may differ from accounting constructs as to timing, in particular the treatment 
as expenditures as a capital or a period cost and also generally does not take account of 
economic impacts not having a transaction effect (exceptions exist, including impairment of 
trading stock and impairment & revaluation of lease asset values – recent IFRS 16 provisions). 
 
Qualitative characteristics of transactional effects for GPFR – likely also relevant for tax policy 
settings 
 

• Relevance e.g. nature (research or development), nexus for deductions 
• Materiality e.g. relevant in IS 12/01 R&M statement 
• Faithful representation: complete, neutral and error free but does not mean error free 

e.g. the different scales of offence in the penalties’ regime is largely based on this 
principle  

• Comparability e.g.(year-by-year trends), verifiability e.g. record storage rules, IR audit, 
timeliness (e.g. annual return of income enables forecasting of revenue information), 
and understandability (e.g. foreign exchange conversion rules, language requirements) 
are also central factors to the concept of integrity of the tax system. 

 
GPFR identifies and values: assets, liabilities, equity, income and expenses and also provides 
non-financial information on assets labilities don’t meet recognition criteria (e.g. future events 
having potential effect on current value of net assets e.g. effects of pandemic on a health 
insurer). 

Key definitions of GPFR elements  
Asset: a present economic resource controlled by the entity because of past events.  An 
economic resource is a right that has the potential to produce economic benefits.   
 
This principle is probably relevant to BBLR tax settings in determining when an asset is created 
(see paras 4.3 to 4.25 of the NZ Accounting Framework) 
 
Liability: a present obligation to transfer an economic resource because of a past event.   
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(e.g. a right to receive contractual cash flows or produces cash flows related to a resource 
implies an asset exists for the entity.   
 
This principle is relevant to BBLR as it has a high relevance to determine timing of deductions 
– i.e. when an expenditure is incurred (whether capital or revenue) 
 
Executory contracts  combined right and obligations to transfer economic resources A 
contract, or a portion of a contract, that is equally unperformed—neither party has fulfilled any 
of its obligations, or both parties have partially fulfilled their obligations to an equal extent..  
 
Contractual rights - Need also to consider the impact of FA leasing rules and  IFRS 16 for 
leased software. 
 
Income : an increase in assets or decrease in liability that results in an increase in equity 
(other than equity transactions) 
 
Expense: a decrease in assets or decrease in liability that results in an increase in equity 
(other than equity transactions) 
 
Potential to produce economic benefit: Does not require certainty, or likelihood – however 
the right (to own/control the resource) must already exist (e.g. trademark, ownership) i.e. 
until the right exists, there is no potential to produce economic benefit. 1 
 
A potential to produce economic benefits arises from: 

• Receipt of contractual cash flows 
• Exchange of economic resources on favourable terms 
• Receipt of cash or other resources by disposing of the resource  
• Extinguishing liabilities by transferring the resource (e.g. distributing the asset to settle 

a liability); or 
• Receiving cash outflows or avoiding cash outflows by using the resource to either: 

o produce goods or services (e.g. cloud services); or 
o enhance the value of another resource (e.g. using data to produce reports); or 
o leasing (licensing?) the resource to another party. 

  

 
1  – this might be a cornerstone of any legislative change around capitalising software – it doesn’t answer the question 
of what the tax value of that right should be – I will go to NZ IAS 38 to explore this question. 
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Part 3: XRB A1 – Application of the Accounting Standards Framework 
Entities having public accountability (defined in  XRB A1: Application of the Accounting 
Standards Framework) must comply with generally accepted accounting practice (GAAP). In 
this context public accountability arises because the entity either has: 
 

• debt or equity instruments traded in a public market; or  
• holds assets in a fiduciary capacity (e.g. banks, credit unions, insurance companies, 

securities brokers etc) 
• Smaller reporting entities are subject reduced disclosure requirements for compliance 

cost reasons. These RDRs are identified in the relevant NZ IAS standard. 
 

• However, most small, and medium sized for-profit entities do not have public 
accountability and, consequentially, have no obligation to prepare financial statements 
that comply with GAAP.  Companies not required to comply with GAAP are required 
under the TAA to file annual financial statements that meet statutory minimum 
financial reporting requirements (ss.  21B and 21C, and related regulations)2. 

 
Public benefit entities and not-for profit entities having intangible assets may be required 
to prepare financial statements under the public entity standards which do not require full 
compliance with GAAP (e.g. NZ Automobile Association).  However, entities may optionally 
elect financial reports in accordance with GAAP. 
 
For-profit entities are required to comply with NZ IAS as follows: 
 

• Tier 1 entity:  has public accountability (e.g. listed on NZX) or is a large for-profit 
public sector entity with total expenses > $30million. 

• Tier 2 entity has no public accountability and is not a large for-profit public sector 
entity with total expenses ≤$30million and elects to be in Tier 2. 
 

Public benefit entities (for not-for-profit & public sector) are required to comply with the 
Public benefit entity standards as follow 
 

• Tier 1 entity has public accountability or is a large PBE with total expenses greater 
than $30million. 

 
• Tier 2 entity, has no public accountability, is not large, has total expenses less than 

$30million but greater than $2million, and that elects to be in Tier 2 follows the PBE 
Standards Reduced Disclosure Regime. 

 
• Tier 3 entity has no public accountability and has total expenses less than $2million 

that elects to be in Tier 3,  follows the PBE Simple Format Reporting Standard. 
 

• Tier 4 entity has no public accountability and is allowed by law to use cash accounting, 
and elects to be in Tier 4. 

Accounting requirements under NZ IAS 1 
Tier 1 (compulsory) and Tier 2 (by election) for-profits must comply a range of accounting 
standards, as to the types of financial statements e.g. they must produce a statement of 
financial position, a statement of profit or loss and other comprehensive income, a statement 
of changes in equity and a statement of cash flows: NZ IAS, NZ IAS 2, NZ IAS 7, NZ IAS 8, NZ 
IAS 27.   
 
There are many standards  that apply to specific elements of a balance sheet or income 
statement.  Some are likely to have relevance to policy analysis within the software project as 
they provide an understanding how accountants think about the economics involved.  

 
2  Tax Administration (Financial Statements) Order 2014, and also for trusts under section 59 of the TAA and the Tax 

Administration (Financial Statements—Foreign Trusts) Order 2017, and new trust reporting requirements for trusts 
(sections 59BA and 59AB of TAA). 
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Standards that apply to Intangible assets and associated revenue flows –are NZ IAS 38 
(intangible assets), NZ IFRS 15 (revenue from contracts), NZ IFRS 16 (leases – lessor and 
lessee)  

Statutory accounting requirements (tax laws) 
Note there are minimum financial statement requirements for a company (also applies to look 
through companies)  in the TAA under subpart 3AC – ss 21B, 21C, and the  
 
Small companies (including incorporated societies & small look-through companies) are 
exempt from the minimum financial statement requirements (income < =< 30,000 and not in 
tax loss and not part of a group of companies. However, if another enactment prescribes 
minimum requirements then the other act must be complied with e.g. Charities Act 
requirements, large company Part 11 of Companies Act. 
 
Minimum statutory accounting requirements (Tax laws) 

• Balance sheet (A – L = OE) and P&L.   
• Must use double-entry & accrual accounting and comply with certain valuation rules. 

Reconciliation of accounting income to taxable income, fixed asset schedule (tax 
values), and certain associated persons transactions. 
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Part 4: Standards relevant to software development costs 

NZ IAS 38: Intangible assets 
This part of the note provides an overview of NZ IAS 38 and comments how it could be used a 
resource in considering appropriate policy settings for the software development sector. 
 as to how it could relate to our software project.   
Objective of NZ IAS 38:prescribe when to recognise and how to measure the value of 
intangible assets not otherwise dealt with specifically in another standard (e.g. NZ IAS 32, 
intangibles held for sale in ordinary course of business (inventory). 
 
IAS 38 doesn’t apply to: Software that is integral to the operation of hardware – that is part of 
the hardware, e.g. the operating system of a laptop is part of the laptop asset. 

Software development costs for internally created software 
Under NZ IAS 38, the accounting treatment of software costs for internally created intangible 
asset is the same whether the software asset is created to be used by the entity or created for 
commercial exploitation.3  The only issue is whether the recognition criteria can be satisfied 
(future economic benefits4 from an existing right and reliability of cost measurement satisfied). 
 
Under NZ IAS 138 – Intangible Assets, software costs are either5: 

• Capitalised to an asset, with the asset value being based on the costs6 ; or 
• Expensed in the year in which they are incurred (research costs). 

 
The accounting treatment of software costs depend on whether  to whether they are either: 

• costs of research 
• costs of development;  or development costs; or  
• occur within either a research phase or a development phase; and 

NB if the research phase cannot be distinguished from the development phase, the 
expenditure is treated as research expenditure (para 53).  

Definitions and some more detailed comment 
 
Definition of intangible asset: an identifiable non-monetary asset without physical 
substance (see earlier for definition of “asset”).   
 
Recognition of a “thing” as an intangible asset is the same as for assets generally under 
GAAP.  There are 3 requirements (typically, these are the same things that are considered 
when an asset is recognised for taxation purposes):  

• identifiability and  
• control over a resource; and 
• the existence of future economic benefits i.e. the economic benefits must exist and be 

able to be accessed (assuming the software is not acquired in a takeover/merger). 
Identifiability requires: 

• the ability to either dispose of or exchange the software in any manner 
(sale/assignment/other disposal); or  

• contractual or legal rights relating to the software (e.g. acquired/ licensed) 
Control requires: 

• The “owner” to have the power to obtain the future economic benefits; 
• Generally, requires existence of enforceable legal rights (e.g. copyright, trademarks) , 

but may have this control through other means. 

 
3 This raises the issue as to whether IS 17/04 and our work should be aligned – this has an impact for TOC 
4 Future economic benefits can be either receiving cash outflows or avoiding cash outflows by using the resource to 
either: 

o produce goods or services (e.g. cloud services); or 
o enhance the value of another resource (e.g. using data to produce reports to meet regulatory oversight 
requirements); or 
o lease (license?) the resource to another party. 

5 Paragraphs 52 to 67 
6 This treatment depends on identifying the existence of a present right to future economic benefit to the entity and 
their reliable measure 
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Future economic benefits include: 
• revenue from the sale of products or services,  
• cost savings, or  
• other benefits resulting from the use of the asset by the entity (e.g. software that 

reduces production costs). 
Key requirements for recognition of an intangible asset – 7 

• probable that the expected future economic benefits that are attributable to the asset 
will flow to the entity; and 

• the cost of the asset can be measured reliably. 
 
An intangible asset is normally measured using historic cost principles.8  Historic cost is the 
basis of for measuring an expense or a revenue in the tax system. 

Accounting treatments differ for an intangible asset: 9’’ 
The Standard sets out recognition and measurement criteria for the software development 
expenses as they relate to a stated “characteristic” of how the asset has become “owned”: 

• acquired (unique items) 
• acquired in a business combination 
• acquired by way of a government grant 
• exchanges of intangible assets  
• internally generated intangible assets (same treatment applies whether used internally 

or commercially exploited)10. 
 
For each of the above “classes”, recognition of an asset on a balance sheet can only occur if 
the recognition requirements are satisfied.   
 
Whatever outcomes we arrive at for policy settings,  we need to analyse what effects recent 
law changes will have: 
 

• Check if to be subject to the recently enacted purchase price allocation rules in GC 20 
and GC 21.  
• Check if feasibility rules could apply or should apply or should be excluded – note 
especially DB 67(1) and any potential interface. 
• Check effect of IFRS 16 rules  for leases (recognition of asset & sale of)   

Brief overview of the different “classes/characteristics” of how an asset has become 
owned 

Separate acquisition 
Usual basis is price paid and other attributable costs that relate to the acquisition. Para 27 sets 
out attributable costs to include, and para 28 sets out examples of directly attributable costs, 
and paras 29 & 30 list examples of costs not included in the carrying cost. Para 32 addresses 
contemplates deferred payment contracts where the cost and the inherent interest component 
are treated separately. 

Acquired in a business combination 
Fair value, if separable from aggregate assets. Fair value must be supported by evidence. 

Subsequent expenditure following  acquisition 
Apply approach in paras 54 to 62 for both research and development expenditure, i.e. 

 
7 Paras 21 – 23 of NZ IAS 38  : probability of expected future economic benefits based on reasonable and supportable 
assumptions that represent management’s best estimate of the set of economic conditions that will exist over the 
useful life of the asset. Judgement is used to determine the degree of certainty attached to the flow of future economic 
benefits that are attributable to the use of the asset on the basis of the evidence available at the time of initial 
recognition, giving greater weight to external evidence. (relevant to how most assets are recognised for tax).   
8 What is included in the historic cost of an asset is set out in paras 25 to 53, recognition of an expense of an 
intangible item  is set out from paragraph 68.  The type of costs included in the cost of an intangible asset is set out in  
paragraphs 54 to 67  
9 Paras 25 ff 
10 This has relevance to our work as it relates to the discrepancies between IS 17/04 and IRRUIP-10 
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• Research costs expensed 
• Development costs expensed if do not meet recognition criteria  
• Development cost capitalised if meet recognition criteria 

Acquired by way of a government grant (e.g. Maori settlements) 
NZ IAS 20 may apply – fair value plus costs of preparing for use e.g. software included in  11 

Exchanges of intangible assets  
Fair value of exchanged assets, subject to no commercial substance exception and subject to 
reliable measurement criterion 

Internally generated intangible assets 
• Is there an identifiable asset? 
• Reliably measure the cost12 - as per paras 52 to 67 of NZ IAS 3813 
• Cost classification required – Research/Development with only development costs 

capitalised 

Definitions 
Research: Research is original and planned investigation undertaken with the prospect of 
gaining new scientific or technical knowledge and understanding. 
 
Research phase14: the period in which an entity cannot demonstrate that an intangible asset 
exists that will generate probable future economic benefits. 
 

Examples of research activities –  
• obtaining new knowledge.  
• feasibility analysis. 
• search for alternatives for materials devices, products, processes, systems, or 

services. 
• formulation of design, evaluation, and final section of possible alternatives  

  
 
Development: Development is the application of research findings or other knowledge to a 
plan or design to produce new or substantially improved materials, devices, products, 
processes, systems, or services before the start of commercial production or use. 
 
Development Phase: 
The period in which the entity can demonstrate it meets all the stated  requirements in para 
57. Examples of development activities are given in para 59 
 
If the stated requirements are not met, satisfied, the software cost is expensed 
 
Costs of an internally generated intangible asset are set out in the standard 15 
Nb para 71 prevents reinstatement of costs previously expensed. 
If an entity can’t distinguish whether a cost is in the research phase or in the development 
phase, the costs is expensed. 
 
Note that interest costs may be capitalised – NZ IAS 23 applies 
See example 65 in NZ IAS 38. 

Recognition of expense requirements 
Expenditure is expensed as incurred unless: 

 
11 Nb -government grants in ITA are netted off against cost of asset so only additional costs should be recognised for 
tax to be consistent 
12 Constant issue is distinguishing cost of running day to day operations vs cost of the internally generated asset – we 
will need to draw a boundary here if we adopt a capitalisation route 
13 Note the exclusions in para 67 and the example  
14 Paras 54 to 56 
15 Paras 65 to 67 
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• It is part of the cost of an intangible asset that meets the recognition criteria; or  
• The expenditure relates to an item acquired in a business combination and can’t be 

recognised – intangible goodwill on consolidation. 
Expenditure in intangible to provide future economic benefits but no intangible asset exists - 
expensed 
 
 

Not in scope
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Appendix 1: Comparison of IS 17/04 (in house use) & IRRUIP-10(commercial exploitation) to NZ IAS 18 16 
 

Issue IS 17/04  
Software developed internally for use in own 
business 

  

Asset recognition 
 

Remains a matter of judgment as to when 
intangible property can be use and available for 
use – see example 5 
Valuation includes direct and some indirect costs 
not allowed as below.  Also includes installation 
costs and integration costs 

Created for sale or exchange – treated as 
inventory 
If not created for sale or exchange but need to 
consider when the software is available to provide 
Cloud or SaaS services. – requires a decision 
point. 
Valuation includes direct and some indirect costs 
not allowed as below.  Also includes installation 
costs and integration costs. Specifically refers to 
coding and testing costs 

Recognition criteria must be met 

Early stage feasibility Deduction as incurred per IS 17/01 (a limited set) 
but this is likely to be modified given enactment of 
DB 66 & DB 67 

Same as IS 17/04. Pre-decision as to development 
expenditure 

Research expenditure expensed 

Research expenses para 20-21 
DB 34 – recognised for FR purposes or an 
immaterial expense– deduction as incurred 

As for IS 17/04, but note paras 74 & 75 Research expenditure expensed 

Development expenses Para 22  
DB 34, EJ 23 
deduction as incurred or electively deferred 

As for IS 17/04, but note paras 74 & 75 Development expenses expensed if not related to 
an existing intangible asset. 

Post-development 
maintenance   

Maintenance expense deduction as incurred 
 

As for IS 17/04 Generally same as tax 

Post-development upgrade Upgrade capitalised and depreciated As for IS 17/04 Generally same as tax 
Other post-development 
costs 

Usually deduction as incurred As for IS 17/04 Generally same as tax 

Depreciation  All costs not deductible under feasibility rule 
depreciated 
Depreciation rate determined 
Depreciation when available for uses 
Must be listed on schedule 14 – i.e. copyright in 
software, right to use software, not excluded 
under EE 7 

As for IS 17/04 Amortisation over useful life unless no useful life 
can be identified. 
Indefinite useful life – no amortisation. 
 

 
16 Nb feasibility rules in ARFER Act not intended to apply to software development expenses ss DB 66(1B) & DB 671B ITA 07 if an intangible asset 
already exists – but are intended to apply to an intangible asset within an acquired company that is abandoned so that the abandonment rules 
don’t apply?  Wait for TIB /special report 
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Issue IS 17/04  
Software developed internally for use in own 
business 

  

Depreciation recovery 
income/depreciation loss on 
disposal 

Does not apply if “same kind” intangible property 
replaces 
Outright sale (no copy retained) depreciation 
recovery/loss rules apply 
Not usable, no longer used – write off TBV 
(subject to exceptions listed in para 41 

As for IS 17/04 Gain/loss on sale calculated – sale proceeds less 
carrying costs and costs of sale. 

Unsuccessful software 
development 

Accumulated costs deduction on abandonment.  
Suggest costs from prior years have been carried 
as WIP 

As for IS 17/04  

Sale of a copy of developed 
software  
Original asset retained 

Sale proceeds assessable 
 
Original asset retained continues to be depreciated 

Sale proceeds assessable 
May include assignment 

 

Commissioned software  Same as all the above   
Finance lease Para 44 – relevant if developer leases the software 

they have developed for internal use.  Deemed 
sale and loan with interest component.  
Depreciation applies 
Lease end – retained by lessee [lessee has rollover 
but may be subject to tax on subsequent disposal] 
Lease end – returned to lessor  and FA 10 apply 

As for IS 17/04 IFRS 16 applies 

Operating lease Becomes a finance lease – adjustments required As for IS 17/04 IFRS 16 applies 
IFRS 16 Check new rules Check new rules  
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From: Joshua Fowler
To: David Cuellar; Paul Fulton
Cc: Craig Phillips; Benjamin Hammond
Subject: RE: Software development expenditure
Date: Tuesday, 30 March 2021 3:51:09 PM
Attachments: image001.png

Thanks David – I’ve removed this policy project from the s/s (or rather, noted it as “removed”)
Joshua Fowler | Policy Advisor | Kaitohutohu Kaupapa
Policy and Regulatory Stewardship | Kaupapa me te Tiaki i ngā Ture
DDI. 
E. @ird.govt.nz

From: David Cuellar < @ird.govt.nz> 
Sent: Tuesday, 30 March 2021 11:50 am
To: Paul Fulton < @ird.govt.nz>; Joshua Fowler < @ird.govt.nz>
Cc: Craig Phillips < @ird.govt.nz>; Benjamin Hammond
< @ird.govt.nz>
Subject: Software development expenditure

Hi Paul and Josh,
I’m briefly emailing to let you know that we are no longer seeking to include any
amendments relating to the software development project in the 2021 omnibus bill. Let
me know if you have any questions.
Cheers,
David

Not in scope

Not in scope
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From: Craig Phillips
To: David Cuellar; Benjamin Hammond; Sam Rowe
Subject: RE: Purchase price allocation - software-related material
Date: Thursday, 8 April 2021 4:48:00 PM
Attachments: image001.png

[UNCLASSIFIED]
 
Thanks for this.
 
 
Kind regards, have a nice day | Nga mihi, kia pai tōu rā
 
Craig Phillips | Principal Policy Advisor | Kaitohutohu Kaupapa Aporei
Policy and Regulatory Stewardship | Kaupapa me te Tiaki i ngā Ture
Inland Revenue | Te Tari Taake
 

Email @ird.govt.nz
 

From: David Cuellar < @ird.govt.nz> 
Sent: Thursday, 8 April 2021 2:38 pm
To: Craig Phillips < @ird.govt.nz>; Benjamin Hammond
< @ird.govt.nz>; Sam Rowe < @ird.govt.nz>
Subject: FW: Purchase price allocation - software-related material
 

[UNCLASSIFIED]
 
Hi all,
 
FYI - Thomas has helpfully extracted the software areas traversed during the legislating
of the PPA rules.
 
Cheers,
David
 

From: Thomas Minot < @ird.govt.nz> 
Sent: Tuesday, 6 April 2021 5:37 PM
To: David Cuellar < @ird.govt.nz>
Subject: Purchase price allocation - software-related material
 

[UNCLASSIFIED]
 
Hey Dave,
 
A while ago you asked me if I could dig up any purchase price allocation material related
to software. Below are some nuggets.
 
 
From officials’ issues paper
 
2.14    The possibility of depreciable property having a value greater than cost has
increased considerably since fixed life intangible property and software became
depreciable. Such       property is often self-created, which tends to produce a very low
cost-base due to a failure to accurately capitalise expenditure. However, it can have a

s 9(2)(a)

s 9(2)(a)

s 9(2)(a)
s 9(2)(a) s 9(2)(a)

s 9(2)(a)

s 9(2)(a)

 

 

 

  



very high value. The         asymmetry between the vendor’s treatment (on capital
account, to the extent it exceeds cost) and the purchaser’s (depreciable, sometimes
over a relatively short period) means that the parties may have a common interest in
overstating the amount allocated to such property.
 
Excerpts from submissions on issues paper
 
Deloitte
 
‘Concerning software, Officials should focus on reviewing and reforming the tax
treatment of software more generally instead of correcting capital / revenue issues by
legislating on PPA.’ 
 
‘As with other integrity issues we believe that specific concerns with mixed supplies
involving commercial property, software and fixed life intangible property (“FLIP”) can
be resolved without affecting all mixed supplies.'
 
‘We consider that the issues paper presents a ‘sledgehammer’ reaction to specific
concerns about the asymmetric tax treatment of transactions involving commercial
property and, potentially, FLIP (most notably software).’
 
‘Noting previous discussions we have had with Inland Revenue Officials concerning the
tax treatment of software, we consider that outside of commercial property, the core
problem is the tax code’s archaic capital / revenue treatment of software. Instead of
changing the PPA rules as they relate to software, we submit that Officials should focus
on reviewing and reforming the tax treatment of software more generally. This will
resolve the underlying issues that give rise to the ‘common interest’ issue described at
[2.14].'
 
‘Software is highlighted as an area of potential concern, due to taxpayers failing to
adequately capitalise software expenditure. This is a capital / revenue issue which is
quite separate to the issue of purchase price allocations. The tax treatment of software
is a broader matter which should have a tax policy review applied to it (including
provisions overriding the capital limitation) if Officials consider the current policy
framework is incorrect.'
 
Corporate Taxpayers Group
 
‘The issues paper raises a base maintenance concern about software at paragraph 2.14. 
 
The Group acknowledges that there is a concern in some parts of the Inland Revenue
about software and the Group is aware of protracted disputes being undertaken in this
space with a number of taxpayers. However, the Group does not consider that it is
appropriate to pursue a law change for all business sales as a consequence of a few
disputes focused around software. 
 
In particular, a change to law around purchase price allocations would not address the
perceived concern that there is “a failure to accurately capitalise [software]
expenditure”. Whether or not expenditure should be capitalised relies on a number of
factors, including the application of the general permission, the capital limitation and
specific provisions overriding the capital limitation. 
 
A business who is undertaking software development may expense a wide range of costs
associated with the creation of software, and this may be permitted under financial
reporting standards, in particular NZ IAS 38 (Intangible Assets). NZ IAS 38 specifies
when amounts related to intangible assets should be expensed as research or
development. In particular paragraph 57 of NZ IAS 38 specifies:
 
An intangible asset arising from development (or from the development phase of an
internal project) shall be recognised if, and only if, an entity can demonstrate all of the
following:

 

 

 

  



 
a) the technical feasibility of completing the intangible asset so that it will be available
for use or sale. 
b) its intention to complete the intangible asset and use or sell it. 
c) its ability to use or sell the intangible asset.
d) how the intangible asset will generate probable future economic benefits. Among
other things, the entity can demonstrate the existence of a market for the output of the
intangible asset or the intangible asset itself or, if it is to be used internally, the
usefulness of the intangible asset. 
e) the availability of adequate technical, financial and other resources to complete the
development and to use or sell the intangible asset. 
f) its ability to measure reliably the expenditure attributable to the intangible asset
during its development.
 
Paragraph 65 of NZ IAS 38 also specifies:
 
The cost of an internally generated intangible asset for the purpose of paragraph 24 is
the sum of expenditure incurred from the date when the intangible asset first meets the
recognition criteria in paragraphs 21, 22 and 57. Paragraph 71 prohibits reinstatement
of expenditure previously recognised as an expense.
 
Section DB 34 overrides the capital limitation and specifically allows a deduction for
expenditure on research or development which has been expensed in accordance with
NZ IAS 38.  
 
The Group submits that if legislative reform is to be made which applies to software that
Inland Revenue first needs to undertake a full analysis of what the tax policy framework
is intended to be for intangible assets, as the Income Tax Act 2007 (and its
predecessors) clearly contemplate the ability to claim immediate deductions for certain
software expenditure despite the capital limitation. This project should not be used as a
back door way to introduce a partial capital gains tax on software assets. 
 
If, after the policy review, it is felt that there is evidence of a “failure to adequately
capitalise [software] expenditure” then Inland Revenue should look at providing
guidance in the form of an interpretation statement (or similar) in relation to software
expenditure as well as appropriate enforcement action to ensure that there is
compliance. We see little merit in advancing law if the real issue is compliance, simply
because those who do not comply with the current law are equally as likely to not
comply with any new law.’
 
 
Thomas
 
 
Thomas Minot | Policy Advisor | Kaitohutohu Kaupapa
Policy and Regulatory Stewardship | Kaupapa me te Tiaki i ngā Ture
Inland Revenue | Te Tari Taake
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From: David Cuellar
To: Emma Grigg
Cc: Craig Phillips; Benjamin Hammond
Subject: FW: TGC Action points
Date: Thursday, 15 April 2021 12:11:00 PM
Attachments: 2021-03-15 - Memo - Tax treatment of the software development sector (3) docx

Hi Emma,
 
Responding on your action point re: software developers.
 
This looks like a reference to a survey that was undertaken by NZTech on their own initiative. In the preamble
to the survey, NZTech stated that “the results will be used to produce industry facts to support the
development of a tax policy that benefits the majority of software companies”. This is not what we have been
saying to the sector in our initial consultation. We have been consistent in stating that we are coming at the
review from a tax neutrality perspective and to provide certainty to the sector – I think this is what you are
looking for regarding “what we’ve said to people externally”.
 
Please let us know if you have any more questions. I’ve attached a memo that has more detail on the
background of the project and the survey itself.
 
Cheers,
David
 

From: Graeme Morrison < @ird.govt.nz> 
Sent: Tuesday, 13 April 2021 5:07 pm
To: Craig Phillips < @ird.govt.nz>
Cc: Sam Rowe < @ird.govt.nz>
Subject: Fwd: TGC Action points
 
Hi Craig - any ideas on the question re software in Emma’s email below?
 
Cheers
G
 
Graeme Morrison| Policy Lead | Kaihautū Kaupapa Here
Policy & Strategy | Kaupapa Here me te Rautaki
Inland Revenue | Te Tari Taake
DDI. 
E. @ird.govt.nz
 

From: Emma Grigg < @ird.govt.nz>
Sent: Tuesday, April 13, 2021 2:43 PM
To: Phil Whittington; Peter Frawley; Graeme Morrison; Stewart Donaldson
Cc: Karen McKinnon; Kerryn McIntosh-Watt; David Carrigan
Subject: FW: TGC Action points
 

[UNCLASSIFIED]
 
Hi all,

 
On software developers – Graeme are you aware of the survey response referred to and what they mean by
referred to externally.
 

 
Thanks
 

s 9(2)(a)
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a.       Software Developers Clarify what the survey mentioned in the List
column entitled “what we’ve said to people
externally” concerns.

Emma  

Emm
 

From: Megan Tayler < @ird.govt.nz> 
Sent: Tuesday, 13 April 2021 12:42 PM
To: Emma Grigg < @ird.govt.nz>
Subject: TGC Action points
 
Hi
 
Please see your action points below.  
 

 
 
 

 
 
 

 
 
 

 
 
 
Cheers
M
 
 
Megan Tayler
EA to Michelle Redington, Chief Tax Counsel | Inland Revenue Department |
DDI:  
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From: Benjamin Hammond
Sent: Thursday, 22 April 2021 5:20 PM
To: David Cuellar
Subject: RE: Software meetings + potential bill timeline

 

Yes good point – I was just thinking about what we should put in the summary comments and thought that their 
processes up to release is comparable to a standard manufacturer (waterfall type model, no MVP) but then after 
release you get into the difficulties regarding whether the “improvements” to the asset are capital or expenses 
(R&M).  

  

But the question of ongoing expenses is closer to the age‐old capital/revenue tension ‐ how they apply the rules are 
unlikely to be different from any other sector. 

In might just be the small sample of businesses and groups we have heard from but there appears to be many 
businesses that are not comparable to a standard manufacturer   ‐ when the asset became available it 
was largely complete). I wonder what type of sector we should look into to get the other side of the story where 
they release a MVP quite early… I guess   might be good, not because they necessarily had a short gestation 
period but the period before release would be dwarfed by the ongoing development period.       

From: David Cuellar < @ird.govt.nz>  
Sent: Thursday, 22 April 2021 4:58 pm 
To: Benjamin Hammond < @ird.govt.nz>; Craig Phillips < @ird.govt.nz> 
Subject: RE: Software meetings + potential bill timeline 

 

Thanks heaps Ben. You have captured it in your detailed notes but I found the conversation about 
their revenue streams interesting. Given that games have to be finished before being released, it may 
be easier to contemplate the capital/revenue distinction for the game development sector compared to 
other software sectors where products become available for use much earlier.  

Cheers, 
David 

From: Benjamin Hammond < @ird.govt.nz>  
Sent: Thursday, 22 April 2021 12:16 pm 
To: David Cuellar < @ird.govt.nz>; Craig Phillips < @ird.govt.nz> 
Subject: RE: Software meetings + potential bill timeline 

 

Apologies, link to notes:   note (WIP).docx 

From: Benjamin Hammond  
Sent: Thursday, 22 April 2021 12:15 pm 
To: David Cuellar < @ird.govt.nz>; Craig Phillips < @ird.govt.nz> 
Subject: RE: Software meetings + potential bill timeline 
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Hey David, these documents look really good.  
 
Timeline: No comment looks good.  
Stakeholder summary: Framework is good, I might add a column for contact details this afternoon. Have made a few 
tweaks to the comments but nothing major.  
 
Below are my notes from  . 
 
Key takeaways: 

      
Keen for thoughts you both had.  
 
Ben  
 

From: David Cuellar < @ird.govt.nz>  
Sent: Wednesday, 21 April 2021 3:31 pm 
To: Craig Phillips < @ird.govt.nz>; Benjamin Hammond < @ird.govt.nz>; Sam Rowe 
< @ird.govt.nz> 
Subject: Software meetings + potential bill timeline 
 

  
 
Hi all, 
 
I’ve created a new document to log all the meetings we are having with stakeholders – I’m struggling 
to keep tabs on them all mentally so hopefully this is helpful for knowing who we need to follow up 
with as the project progresses. Please feel free to update it as we have meetings and revise the 
comment boxes/insert any meetings I’ve missed.  
 
I have also updated the timeline to presume that any proposals arising from this project will make the 
next known bill, which will be the 2022 annual rates omnibus Bill. I talked to Carl as he was involved 
in the bill bids for this term of Government and (apart from Budget-related bills which I assume we 
cannot rely on using as a vehicle for legislation) this is the next known bill for our project to go into. 
 
Happy to discuss. 
 
Cheers, 
David 
 
 
David Cuellar | Policy Advisor | Kaitohutohu Kaupapa 
Policy and Regulatory Stewardship | Kaupapa me te Tiaki i ngā Ture  

Not in scope
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From: Benjamin Hammond
To: David Cuellar; Craig Phillips
Subject: FW: Software development sector
Date: Thursday, 22 April 2021 3:23:38 PM
Attachments: image001.png

ETR Software companies - Update.xlsx

 
Hey David and Craig,
 
I was speaking to Vincent the other day about the software project and he is happy to do further
work extracting data for us.
 
I have put together a few further questions (see live document) that I am interested in knowing.
Feel free to add any questions either of you had within the live document and then I will fire it
off to Vincent after next week’s Wednesday catchup.
 
Cheers,
Ben
 
 

From: Vincent Kleinbrod < @ird.govt.nz> 
Sent: Wednesday, 14 April 2021 4:50 pm
To: Benjamin Hammond < @ird.govt.nz>
Subject: FW: Software development sector
 
Here is the update Ben for 2020 data. It’s a bit different than the old analysis. Happy to run with
most up to date data if you like.
 
Vincent
 

From: Vincent Kleinbrod 
Sent: Tuesday, 17 November 2020 5:10 pm
To: Craig Phillips < @ird.govt.nz>
Subject: RE: Software development sector
 
Hi Craig,
 
Please find attached an updated version of the analysis. I kept the previous structure:  
 
The tab denoted ‘IR4’ shows ETR, taxable income, residual income tax, etc. for companies that
filed an IR4 and IR10. The tab denoted ‘IR3’ shows ETR , taxable income and tax paid for persons
that received schedular payments and persons that were self-employed. In both tabs you find
two tables, one showing the data for all industries (total, including software companies) and one
for persons/companies in the software industry.  
 
As said previously, please note that the ETR for schedular payments recipients and self-employed
is calculated using a different formula than for companies (the reason is that IR10 info is
problematic for persons with schedular payments).  Also note that the data for the 2019/20 year

Not in scope
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is not yet complete (as taxpayers still file returns).
 
I am also happy to come by your place and go over the data in person after we finish of
forecasting on Thursday . In case you have any questions /would like some additional info please
do not hesitate to contact me.
 
Best,
 
Vincent
 
 

From: Craig Phillips < @ird.govt.nz> 
Sent: Wednesday, 11 November 2020 11:58 am
To: Vincent Kleinbrod < @ird.govt.nz>
Subject: RE: Software development sector
 

 
Yes please
 
Nga mihi, kia pai tōu rā | Kind regards, have a nice day
 
Craig Phillips | Principal Policy Advisor | Kaitohutohu Kaupapa Here
Policy & Strategy | Kaupapa Here me te Rautaki
Inland Revenue | Te Tari Taake
 

Email @ird.govt.nz
 

  
This email and any attachment may contain confidential information. If you have received this email or
any attachment in error, please delete the email / attachment, and notify the sender. Please do not
copy, disclose or use the email, any attachment, or any information contained in them. Consider the
environment before deciding to print: avoid printing if you can, or consider printing double-sided. Visit
us online at ird.govt.nz
 
 

From: Vincent Kleinbrod < @ird.govt.nz> 
Sent: Wednesday, 11 November 2020 11:46 AM
To: Craig Phillips < @ird.govt.nz>
Subject: FW: Software development sector
 
Hi Craig,
 
I had a look over the excel file previously sent. The analysis stops in 2018/19 and notes that the
data for the 2018/19 year is not yet complete.
I am happy to provide an update (and include companies that already filed for 20/21) if you like,
please let me know.

Not in scope
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Best,
 
Vincent
 

From: Vincent Kleinbrod 
Sent: Wednesday, 4 March 2020 9:45 am
To: Craig Phillips < @ird.govt.nz>
Cc: Sandra Watson < @ird.govt.nz>
Subject: RE: Software development sector
 

 
Hi Craig,
 
Hope you well. I believe the attached excel sheet has the information you are after.  Please note
the following:
 
The spreadsheet contains four tabs. The tab denoted ‘IR4’ shows ETR, taxable income, residual
income tax, etc. for companies that filed an IR4 and IR10. The tab denoted ‘IR3’ shows ETR ,
taxable income and tax paid for persons that received schedular payments and persons that
were self-employed. In both tabs you find two tables, one showing the data for all industries
(total, including software companies) and one for persons/companies in the software industry.
 The tab ‘IR4 names’ shows you the names of the ‘biggest’ software companies in terms of
accounting profit ( A list of software companies with more than 500,000 NZD accounting profit).
 
The notes below the tables provide more detail where the data is from, the calculation
methodology, etc. Note that the ETR for schedular payments recipients and self-employed is
calculated using a different formula than for companies (the reason is that IR10 info is
problematic for persons with schedular payments).  Also note that the data for the 2018/19 year
is not yet complete (as taxpayers still file returns).
 
I am also happy to come by your place and go over the data in person . In case you have any
questions /would like some additional info please do not hesitate to contact me.
 
Best,
 
Vincent
 

From: Craig Phillips < @ird.govt.nz> 
Sent: Monday, 2 March 2020 3:37 pm
To: Vincent Kleinbrod < @ird.govt.nz>
Subject: RE: Software development sector
 

 
I would like data from both because an individual is likely to be a business in this
context.

Not in scope

Not in scope

s 9(2)(a)
s 9(2)(a)

s 9(2)(a)

s 9(2)(a)

 

 

 

  



 
Kia pai tōu rā
 
Craig Phillips | Principal Policy Advisor | Kaitohutohu Kaupapa Here
Policy & Strategy | Kaupapa Here me te Rautaki
Inland Revenue | Te Tari Taake
 

Email @ird.govt.nz
 

  
This email and any attachment may contain confidential information. If you have received this email or
any attachment in error, please delete the email / attachment, and notify the sender. Please do not
copy, disclose or use the email, any attachment, or any information contained in them. Consider the
environment before deciding to print: avoid printing if you can, or consider printing double-sided. Visit
us online at ird.govt.nz
 
 

From: Vincent Kleinbrod < @ird.govt.nz> 
Sent: Monday, 2 March 2020 1:01 PM
To: Craig Phillips < @ird.govt.nz>
Subject: RE: Software development sector
 

 
Hi Craig,
 
Hope you well. I am currently working on your request and the following question came up:
 
Is  data from companies (e.g. those that file an  IR 4 and IR10) sufficient for your request or
would you like data from companies as well as data from contractors ?
 
Please let me know. Thank you
 
Vincent
 

From: Craig Phillips < @ird.govt.nz> 
Sent: Thursday, 27 February 2020 10:58 am
To: Vincent Kleinbrod < @ird.govt.nz>
Subject: RE: Software development sector
 

 
Yes all the data by business code, by company and an aggregate list summing all the
data forf all business codes (by company)
 
Kia pai tōu rā
 
Craig Phillips | Principal Policy Advisor | Kaitohutohu Kaupapa Here
Policy & Strategy | Kaupapa Here me te Rautaki
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Inland Revenue | Te Tari Taake
 

Email @ird.govt.nz
 

  
This email and any attachment may contain confidential information. If you have received this email or
any attachment in error, please delete the email / attachment, and notify the sender. Please do not
copy, disclose or use the email, any attachment, or any information contained in them. Consider the
environment before deciding to print: avoid printing if you can, or consider printing double-sided. Visit
us online at ird.govt.nz
 
 

From: Vincent Kleinbrod < @ird.govt.nz> 
Sent: Thursday, 27 February 2020 10:37 AM
To: Craig Phillips < @ird.govt.nz>
Subject: RE: Software development sector
 

 
Thank you Craig,
 
I will get onto your request now. Let me confirm one thing please, however,  where I am not sure
at the moment:
 
You would like 5 years of data for a) all companies corresponding to industry code M700xxx and
J542xxx and b) for all existing companies on aggregate?
 
Thank you
 
Vincent
 

From: Craig Phillips < @ird.govt.nz> 
Sent: Thursday, 27 February 2020 10:16 am
To: Vincent Kleinbrod < @ird.govt.nz>
Subject: RE: Software development sector
 

 
Thanks Vincent,
 
That seems to be a good coverage of the class of business activities I am interested in
determining the effective tax rates.
 
Am I able to get for each of the most recent 5 years filed for the different sectors
(business codes) and in aggregate:

the taxable income,
the income tax liability,
tax credits used

Not in scope
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the terminal tax/refund
the effective tax rate; and
the quantum of available losses

 
And a list of the names and IR numbers of each taxpayer in each category – this will
allow me to look at any published financials and judge how the tax rate relates to
financial reporting results.
 
 
Thanks in anticipation
 
 
Kia pai tōu rā
 
Craig Phillips | Principal Policy Advisor | Kaitohutohu Kaupapa Here
Policy & Strategy | Kaupapa Here me te Rautaki
Inland Revenue | Te Tari Taake
 

Email @ird.govt.nz
 

  
This email and any attachment may contain confidential information. If you have received this email or
any attachment in error, please delete the email / attachment, and notify the sender. Please do not
copy, disclose or use the email, any attachment, or any information contained in them. Consider the
environment before deciding to print: avoid printing if you can, or consider printing double-sided. Visit
us online at ird.govt.nz
 
 

From: Vincent Kleinbrod < @ird.govt.nz> 
Sent: Thursday, 27 February 2020 10:10 AM
To: Craig Phillips < @ird.govt.nz>
Subject: RE: Software development sector
 

 
Hi Craig,
 
I found a classification for website developers which might fit:
 
Internet website design service (M700040):  This includes website development and website
design consulting services.
 
Given that the codes fall around M700xxx and J542xxx , we could use all codes belonging to the
level 4 categories  are ‘Computer Systems Design and Related Services’ and ‘Software Publishing’
?  Maybe easiest to chat in person?
 
Thanks
 
Vincent
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From: Craig Phillips < @ird.govt.nz> 
Sent: Thursday, 27 February 2020 9:44 am
To: Vincent Kleinbrod < @ird.govt.nz>
Subject: RE: Software development sector
 

 
Thanks Vincent,
 
I am not familiar with how we classify businesses so I have two questions:
 
Would these categories also include website developers and developers that use/support
open source technologies?
 
Thanks
 
Kia pai tōu rā
 
Craig Phillips | Principal Policy Advisor | Kaitohutohu Kaupapa Here
Policy & Strategy | Kaupapa Here me te Rautaki
Inland Revenue | Te Tari Taake
 

Email @ird.govt.nz
 

  
This email and any attachment may contain confidential information. If you have received this email or
any attachment in error, please delete the email / attachment, and notify the sender. Please do not
copy, disclose or use the email, any attachment, or any information contained in them. Consider the
environment before deciding to print: avoid printing if you can, or consider printing double-sided. Visit
us online at ird.govt.nz
 
 

From: Vincent Kleinbrod < @ird.govt.nz> 
Sent: Wednesday, 26 February 2020 5:09 PM
To: Craig Phillips < @ird.govt.nz>
Cc: Sandra Watson < @ird.govt.nz>
Subject: RE: Software development sector
 

 
Hi Craig,
 
I had a look on industry classifications for software to narrow it down and I think the following 3
categories would fit :
 
Development of computer software for mass production (J542005) : This includes developing
and publishing non-customised (off-the-shelf) computer software. Excludes developing
computer software on behalf of publishers
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Development of customised computer software not elsewhere classified (M700050): This
includes customised software development, database development, software testing, and
computer systems design and related services not covered by any other code.
 
Computer Software publishing (J542010): This also includes leasing software, and developing
and publishing non-customised mobile apps.
 
Please let me know what you think. Happy to come by to talk in person if you like.
 
Best,
 
Vincent
 
 
 

From: Sandra Watson < @ird.govt.nz> 
Sent: Wednesday, 26 February 2020 3:59 pm
To: Craig Phillips < @ird.govt.nz>
Cc: Vincent Kleinbrod < @ird.govt.nz>
Subject: RE: Software development sector
 

 
I’ve got Vincent looking at this
At some point he will come to talk to you to narrow down the industry code selection
(BIC code).  There’s a few possible categories.
 
Regards
 
Sandra
 

From: Craig Phillips < @ird.govt.nz> 
Sent: Wednesday, 26 February 2020 9:05 AM
To: Sandra Watson < @ird.govt.nz>
Cc: Benjamin Hammond < @ird.govt.nz>; Chris Gillion
< @ird.govt.nz>
Subject: Software development sector
 

 
Hi Sandra
 
I am working on a project looking at the tax treatment of software development
expenses for businesses that develop  software for sale or licencing.
 
Do we have any information that would tell me what the effective rate of tax is for this
sector/group of taxpayers for the last, say, 5 years.
 
Timing – is it possible that your answer to the question could be given by the end of the
2nd week in March?
 
Thank you in anticipation
 

Not in scope

Not in scope
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Kia pai tōu rā
 
Craig Phillips | Principal Policy Advisor | Kaitohutohu Kaupapa Here
Policy & Strategy | Kaupapa Here me te Rautaki
Inland Revenue | Te Tari Taake
 

Email @ird.govt.nz
 

  
This email and any attachment may contain confidential information. If you have received this email or
any attachment in error, please delete the email / attachment, and notify the sender. Please do not
copy, disclose or use the email, any attachment, or any information contained in them. Consider the
environment before deciding to print: avoid printing if you can, or consider printing double-sided. Visit
us online at ird.govt.nz
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From: Joshua Fowler
To: David Cuellar
Subject: Re: Re: Projects for consultation
Date: Thursday, 13 May 2021 4:12:26 AM
Attachments: image002.png

image003.png

That is excellent. Ta sir

Get Outlook for Android

From: David Cuellar < @ird.govt.nz>
Sent: Wednesday, May 12, 2021 6:21:05 PM
To: Joshua Fowler < @ird.govt.nz>; Craig Phillips < @ird.govt.nz>
Cc: Emma Grigg < @ird.govt.nz>; Stewart Donaldson
< @ird.govt.nz>
Subject: RE: Re: Projects for consultation
 

Hi Josh,
 
In response to the questions in relation to software development expenditure:
 

a. Officials are currently reviewing the tax treatment of software development
expenditure. This is motivated by an OCTC draft issues paper that was released in
2016 indicating a shift toward capitalisation and depreciation of software
development expenditure (as opposed to trading stock treatment which has
largely been applied to date). The project is intended to be a first-principles review
to consider what the appropriate tax treatment of software development
expenditure should be. Part of the project’s aim is to provide clarity/certainty for
software developers as there are inconsistencies in how they treat software
expenditure for tax purposes (some expense and some depreciate the same type
of expenditure).

 
b. At this stage, we have not formulated any options or recommendations, and it is

not guaranteed that we will recommend any legislative changes (we may consider
that any issues are better dealt with from a compliance or educational viewpoint,
for example). To date, officials have mostly talked to industry bodies and
individual software developers, as well as other Government agencies (MBIE,
NZTE, CI). At the moment, we are seeking to understand software, software
businesses, and any business/process reasons that the sector would require
different tax rules from other sectors (if any). This is part of the first stage of
consultation (a discovery phase), which is ongoing and expected to be completed
within the next month. Next steps will be to consider whether any issues identified
are best addressed by a legislative solution. We will engage in a second stage of
consultation with the industry and tax practitioners over the second half of 2021
to outline possible options and seek feedback, with any recommendations going to
Ministers in early 2022.

 
c. This project has already been discussed with software industry bodies (e.g.
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NZTech, ), some individual software developers, and briefly with tax bodies
(CTG and CA ANZ). The NZLS Tax Law Committee has been notified of the project.
There is no issue with this project being released as one of the upcoming projects
for consultation, though I have noted that consultation is targeted so we are not
expecting a consultation document to go on the Tax Policy website (consultation
on options will occur via a targeted consultation letter).

 
d. A memo is attached regarding a survey that NZTech undertook in relation to this

project. The survey landing page had already publicly indicated that IR officials are
reviewing the tax treatment of software development expenditure.

 
Let me know if you need anything else.
 
Cheers,
David
 
 
David Cuellar | Policy Advisor | Kaitohutohu Kaupapa
Policy and Regulatory Stewardship | Kaupapa me te Tiaki i ngā Ture
Inland Revenue | Te Tari Taake
E: @ird.govt.nz 
DDI: 
 

 

From: Joshua Fowler < @ird.govt.nz> 
Sent: Wednesday, 12 May 2021 5:50 pm
To: David Cuellar < @ird.govt.nz>; Gordon Witte < @ird.govt.nz>; Craig
Phillips < @ird.govt.nz>
Cc: Emma Grigg < @ird.govt.nz>; Stewart Donaldson
< @ird.govt.nz>
Subject: Re: Projects for consultation
 

 
Hi Both,
 
You may be aware we are  working on providing external stakeholders with a list of upcoming
items for consultation.
 
Emma has asked whether we could have some further information about the items below, for
example:
 

a. What is the issue or problem we are seeking to address?
b. How far progressed is the work?
c. How much discussion, if any has occurred with external stakeholders to date?
d. Anything else that might be helpful or relevant in determining whether the consultation

schedule should be published.
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4 Software
development
expenditure

  Craig
Phillips,
David

Targeted January/December
2021

 

 
Let me know if you need anything
 
Best
Josh
 
Joshua Fowler | Policy Advisor | Kaitohutohu Kaupapa
Policy and Regulatory Stewardship | Kaupapa me te Tiaki i ngā Ture
DDI. 
E. @ird.govt.nz    
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From: Benjamin Hammond
To: ; David Cuellar; Craig Phillips; Sam Rowe
Cc:
Subject: RE: Software Sector consultation
Date: Monday, 31 May 2021 11:48:15 AM
Attachments: image002.jpg

image003.png
image001.png

Good morning ,
 
Weekend was largely sheltered inside, lets hope for a better Queen’s Birthday.
 
Yes, we have had several helpful discussions with a number of tech firms and other Government
agencies. Thank you again for referring us to many of the firms we have spoken to.
 
The consultation to date as been about understanding the software sector with a particular
focus on business processes, commercialisation and product life-cycles. It was not our intention
to be consulting on specific tax options, instead we were trying to understand the sector and
subsequently identify if the tax rules for software development expensing were appropriate.
 
Throughout the consultation we have referred to the IR Ruling Unit’s issues paper, that you
identify below, this was as a way of introducing why we (Policy) were looking into the tax
treatment of software development expenses. In short, the topic had been referred to us by our
colleagues in the Rulings Unit following that draft paper. As referred to above, it was our goal to
look at the tax treatment from a first-principles review - taking a step back and trying to
understand the sector and whether a problem existed before thinking of whether changes were
necessary (and what those changes could be).
 
In terms of where we are up to with the review, we are currently going through an internal
refresh of our work-programme so have put further consultation on hold until this refresh is
finalised. We should have a greater understanding on what this refresh means for the project in
the coming weeks. We will keep you updated, alongside other stakeholders, on where this gets
to.   
 
I would like to thank you for the offer though (and your ongoing support on this project).
 
Warm regards,
Ben
 
Benjamin Hammond (he/him) | Policy Advisor | Kaitohutohu Kaupapa
Policy & Regulatory Stewardship | Kaupapa me te Tiaki i ngā Ture

E. @ird.govt.nz | W. taxpolicy.ird.govt.nz   
 

 
 

From: @nztech.org.nz> 
Sent: Monday, 31 May 2021 9:04 am
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To: David Cuellar < @ird.govt.nz>; Craig Phillips < @ird.govt.nz>;
Benjamin Hammond < @ird.govt.nz>; Chris Gillion
< @ird.govt.nz>
Cc: @techalliance.nz>; @nztech.org.nz>
Subject: RE: Software Sector consultation
 
Good Morning Gents
 
I hope you had a relaxing weekend.
 
How have your conversations been going with the various tech firms?  The reason I ask is that I
have had some of them coming back to me very concerned that things might be tracking the
wrong way.  The impression they got was that IR was very focused on pushing to a capitalisation
model. They referred me to the 2016 discussion paper (https://www.taxtechnical.ird.govt.nz/-
/media/project/ir/tt/pdfs/consultations/issues-papers/irruip10.pdf). Are you still using this as the
basis of your thinking or are you developing a new approach that better aligns with the reality
that software development is not a vanilla exercise? If IRRUIP10 is out of date maybe we can
help with the comms on any new papers or thinking.
 
Would it be valuable if we organised a zoom call with a broader number of tech firms where we
can discuss this?  We often run what we call NZTech Inform member zoom calls where I have a
chat with an agency on a subject, they share their latest thinking, and then we open up for
questions.
 
Keen to catch up to hear your latest thinking.
Best regards

 

ZTech

Website  |  LinkedIn  | Facebook  |  Twitter 
Subscribe to the NZTech newsletter

 
 
 
 

From: David Cuellar < @ird.govt.nz> 
Sent: Friday, 19 February 2021 12:11 pm
To: @nztech.org.nz>; Craig Phillips < @ird.govt.nz>;
Benjamin Hammond < @ird.govt.nz>; Chris Gillion
< @ird.govt.nz>
Subject: RE: Software Sector consultation
 

[IN CONFIDENCE RELEASE EXTERNAL]
 
Hi ,
 
Thanks again for your time this morning and for providing this update on your survey so
far. We will be in touch again soon but feel free to contact us in the meantime if you see
fit.
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Cheers,
David
 
 
David Cuellar | Policy Advisor | Kaitohutohu Kaupapa Here
Policy & Strategy | Kaupapa Here me te Rautaki
Inland Revenue | Te Tari Taake
E: @ird.govt.nz 
DDI: 
 

 

From: @nztech.org.nz> 
Sent: Friday, 19 February 2021 11:57 AM
To: Craig Phillips < @ird.govt.nz>; David Cuellar < @ird.govt.nz>;
Benjamin Hammond < @ird.govt.nz>; Chris Gillion
< @ird.govt.nz>
Subject: RE: Software Sector consultation
 
Morning
 
It was good to be able to chat briefly this morning.  I look forward to assisting where relevant as
you look into this complex issue.
 
In case it is useful a couple of data points from the respondents to our survey so far.  While 78
have responded, only 45 have competed the full survey.
 

78% think there are issues with tax treatment of software development
70% expense and 30% capitalise, but in the comments about 10 said they use a mix, so we
have added that as a new option.
Pretty much no one thinks any other country is doing this better. Most are unsure.
64% fund software development from revenue, 29% from equity and 7% from other
business units.
46% are developing SAAS solutions, 29% custom applications, 18% cloud solutions, 7%
standalone software.
The revenues from the software development as a proportion of all revenues is spread,
but it was 100% for 30% of respondents.
Most respondents have less than 20 software developers, but 3 had over 100.
Most were spending up to $500K on development, with 5 spending over $5m a year.

 
Hope that is useful.
Will send a final version once the responses stop coming in.
Cheers

 
 
 
-----Original Appointment-----
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From: Craig Phillips < @ird.govt.nz> 
Sent: Tuesday, 16 February 2021 1:29 pm
To: Craig Phillips; David Cuellar; Benjamin Hammond; Chris Gillion;

@nztech.org.nz; WGN 8.4.60 Levy
Subject: Software Sector consultation
When: Friday, 19 February 2021 10:30 am-11:00 am (UTC+12:00) Auckland, Wellington.
Where:
 

As suggested by , meeting reduced to 30 minutes.

______________________________________________________________________________
__

Microsoft Teams meeting
Join on your computer or mobile app
Click here to join the meeting

Or call in (audio only)
+64 4-280 7330,,176117827#   New Zealand, Wellington
Phone Conference ID: 176 117 827#
Find a local number | Reset PIN

Learn more | Meeting options

______________________________________________________________________________
__
This email and any attachment may contain confidential information. If you have received this
email or any attachment in error, please delete the email / attachment, and notify the sender.
Please do not copy, disclose or use the email, any attachment, or any information contained in
them. Consider the environment before deciding to print: avoid printing if you can, or consider
printing double-sided. Visit us online at ird.govt.nz
This email and any attachment may contain confidential information. If you have received this
email or any attachment in error, please delete the email / attachment, and notify the sender.
Please do not copy, disclose or use the email, any attachment, or any information contained in
them. Consider the environment before deciding to print: avoid printing if you can, or consider
printing double-sided. Visit us online at ird.govt.nz
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From: David Cuellar
To: Joshua Fowler
Cc: Craig Phillips; Benjamin Hammond; Sam Rowe; Emma Grigg
Subject: RE: Re: Upcoming consultation
Date: Friday, 2 July 2021 10:13:00 AM
Attachments: image001.png

 
Hi Josh,
 
The software development expenditure item should be removed from this table, thanks.
 
Cheers,
David
 

From: Joshua Fowler < @ird.govt.nz> 
Sent: Friday, 2 July 2021 10:08 am
To: PaRS All Staff < @ird.govt.nz>
Subject: Re: Upcoming consultation
 

 
Hi All,
 
We’re hoping to send out our revised schedule of upcoming consultation to external
stakeholders early next week. This will be based on the enclosed. 

Please let us know if there are any corrections or additions by COP, today.
 
Many thanks,
 
Josh
 
Joshua Fowler | Policy Advisor | Kaitohutohu Kaupapa
Policy and Regulatory Stewardship | Kaupapa me te Tiaki i ngā Ture
DDI. 
E. @ird.govt.nz    
 

 

Not in scope

Not in scope
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From: Joshua Fowler
To: Sam Rowe; David Cuellar
Subject: RE: Upcoming consultation
Date: Friday, 2 July 2021 10:15:49 AM
Attachments: image001.png

 
That’s fine – will take out the software item – 

 
Joshua Fowler | Policy Advisor | Kaitohutohu Kaupapa
Policy and Regulatory Stewardship | Kaupapa me te Tiaki i ngā Ture

E. @ird.govt.nz    
 

 

From: Sam Rowe < @ird.govt.nz> 
Sent: Friday, 2 July 2021 10:14 am
To: Joshua Fowler < @ird.govt.nz>; David Cuellar < @ird.govt.nz>
Subject: Re: Upcoming consultation
 
Hi Josh 
 
For software we are revisiting whether to continue this project in light or other government
priorities so the consultation is on hold.  
 

 
Happy to discuss 
 
Cheers 
 
Sam 
Get Outlook for iOS

From: Joshua Fowler < @ird.govt.nz>
Sent: Friday, July 2, 2021 10:07:45 AM
To: PaRS All Staff < @ird.govt.nz>
Subject: Re: Upcoming consultation
 

 
Hi All,
 
We’re hoping to send out our revised schedule of upcoming consultation to external
stakeholders early next week. This will be based on the enclosed. 
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Please let us know if there are any corrections or additions by COP, today.
 
Many thanks,
 
Josh
 
Joshua Fowler | Policy Advisor | Kaitohutohu Kaupapa
Policy and Regulatory Stewardship | Kaupapa me te Tiaki i ngā Ture

E. @ird.govt.nz    
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SCHEDULE OF EXPECTED TAX POLICY PUBLIC CONSULTATION: MAY – DECEMBER 2021 
 

Project title (on Work 
Programme Register) 

Project or 
reference 
on Work 
Programme 
Register 

Policy lead / 
contact(s) 

Targeted 
and/or 
Public 

If Targeted, 
who are likely 
to be 
consulted 

Can we notify 
external 
stakeholders 
now? (if not, 
why not) 

Topic Expected 
Month(s)  
Targeted 

Expected 
Month(s) 
Public 

Any other 
comments 
about 
consultation 

Software development 
expenditure 

2020-005-P Craig Phillips, 
David Cuellar, 
Ben Hammond 

Targeted Software 
development 
industry 

Yes – most 
already have 
been notified 

Reviewing the 
settings for the 
tax treatment of 
software 
development 
expenditure  

January-
December 
2021 
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 Policy and Strategy 
Te Wāhanga o te Rautaki me te Kaupapa 
55 Featherston Street 
PO Box 2198 
Wellington 6140 
New Zealand 
 
T. 04-890 1500 
F. 04-903 2413 

 
 
 

Memorandum 
Date:  
 
To: Project Prioritisation and Allocation Committee (PPAC) 
From: Ben Hammond and Craig Phillips 

Software Development Expenses 
 
Purpose of this memorandum 

1. This memo: 

a. responds to PPAC’s request to consider the merits of commencing a policy project to 
develop appropriate tax policy settings for software development expenses that results 
in the sale, lease or licence of IP software;  

b. outlines the issues arising if the project does not proceed; and 
c. recommends that PPAC approves the commencement of this project (the relevant policy 

commissioning documents have been previously submitted to PPAC).  

2. In support of the recommendation to initiate a full policy project on the tax treatment of 
software development expenses, this memo: 

a. recaps the policy problem referred to PAS by the Tax Counsel Office (TCO) following its 
release of of a proposed treatment for software development expenses under the 
current law (IRRUIP 10: Income tax treatment of software development expenditure 
(IRRUIP 10)); 

b. raises concerns that delaying policy action would be undesirable including issues 
identified by both our Tax Counsel Office and submitters in response to the propose 
treatment set out in IRRUIP 10; and 

c. summarises and comments on key policy issues raised by submitters in response to the 
proposed treatment set out in IRRUIP 10).  

Background 
3. In July 2016, the TCO released a draft interpretation statement IRRUIP 10 for external 

consultation.  IRRUIP 10 was released as part of a review of an IR practice (published in 
TIB Vol 4, No 10 – May 1993) that that the trading stock rules should apply to software 
development expenditure that results in a sale, lease or licence of that software. 

4. IRRUIP 10 suggested the current treatment may not be correct in most cases and 
suggested the expenditure should be treated as the cost of producing a depreciable asset, 
not trading stock.  

5. Several submissions were received on IRRUIP 10, mostly adverse to the suggested 
capitalisation and depreciation proposal.   
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6. Consequently, the TCO did not progress the suggested treatment and instead referred the 
matter to PAS to consider fully.  

7. The project was then considered for the Tax Policy work programme; a project to consider 
the treatment of software development expenses incurred in developing software for sale, 
lease or licence.  

8. PPAC initially considered, at its 26 September 2019 meeting, a policy commissioning 
document titled “Deductibility of Software development expenditure ( 11 February 2019).”  

9. After its October meeting, PPAC requested that research be undertaken on the risks arising 
from further delaying this policy project  This memo responds to that request. 

Delaying policy action 
10. Delaying policy action would result in three major consequences, which are outlined below; 

a. Continued mistreatment of software development expenses continues; 
b. Continued uncertainty for software businesses;  
c. Continued non-recovery of previously deducted costs on a sale or assignment of 

copyright in software; and  
d. Potential ramifications if Inland Revenue change their treatment without considering 

policy considerations.    

Continued mistreatment of software development expenses 
11. As identified within IRRUIP 10 there are key practical issues with existing law. In summary 

these are:   

a. Inland Revenue’s considers its long-standing practice for treating as trading stock 
software development expenses incurred to develop software for sale, lease or licence 
to be outdated and inappropriate for some forms of software business operations; 
and 

b. current practice appears inconsistent with the Income Tax Act 2007, that generally 
would require software development expenditure to be capitalised and depreciated. 

12. These issues can be expanded, as follows: 

a. Uncertainty about what costs should be included in the tax cost base of the asset due to 
the changing nature of development processes in the software sector.  

b. Uncertainty about when the software asset should be recognised. 
c. Tension between the depreciation rules and deductibility under section DB 34 for certain 

research and development expenses. 
d. The relationship of recently enacted R&D tax credit rules (R&D tax credits) and possible 

further changes (R&D tax losses) to the depreciation rules. The question of feasibility 
expenditure also needs to be addressed.1 

e. Depreciation rates for software in New Zealand differ from those applying in our major 
trading partners, without clear reported justification. 

Continued uncertainty for businesses 
13. Although submitters, in general, agreed that the trading stock approach is inappropriate 

and that the depreciable asset approach is correct (in principle), they raised concerns on 
what impact the depreciable asset approach would have on the software market.2 

14. Submitters suggested the proposed depreciable asset approach would have “severe”, “very 
damaging”, “massive” and “disastrous” consequences on the software market in New 
Zealand. Submitters said it would “undermine the growing [software] industry” or be 
“stifling to innovation efforts”.  

 
1 IRRUIP 10 precedes these changes and does not address these changes.  
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15. Failure for Inland Revenue (especially Policy) to fully consider the effects of shifting to the 
proposed depreciable asset approach would be inconsistent with our responsibilities as 
regulatory stewards of the tax system.  

16. Furthermore, an interpretation that negatively impacts the software market in New Zealand 
would be inconsistent with the Government’s priority, as recognised within their 2019 
Economic Plan, to build a productive, sustainable, and inclusive economy. Software can be 
a key driver in shifting to “investing in new technology and being at the forefront of digital 
innovation”.3  

a. Continued non-recovery of previously deducted costs on a sale or assignment of 
copyright in software; and  

Continued non-recovery of previously deducted costs on a sale or assignment of 
copyright in software; and  
17. The trading stock approach allows deductibility of development costs of software on the “as 

incurred” basis.  This arises because the value of any work-in-progress at year end is nil 
and so no costs are carried forward from year to year as normally occurs under the trading 
stock principles. 

18. As a result, on sale or assignment of the copyright in software, the proceeds are entirely 
untaxed because the copyright sold or assigned is a capital asset and there are no 
provisions that would recover the capital costs of developing the software. 

Agile policy within an increasingly agile market 
19. The development of software has changed rapidly over time, shifting from a traditional 

“waterfall” model to an agile “incremental” model. Submitters agreed that the incremental 
development business model is now commonplace in the industry. The incremental model 
has no clear beginning, middle and end.: 

Potential ramifications if policy work is delayed 
20. On the other hand, the depreciation model proposed is based on the increasingly outdated 

waterfall or linear model for developing software. Illustrated by TSL within Example 1.    
21. Modern non-linear approaches to the software development life cycle (SLDC), often termed 

“agile methodologies”, may result in the developed software never being a “finished” 
product as improvements are constantly being made based on customer feedback, see ZSL 
within example 1.  Examples of this non-linear incremental approach, include: 

a. Software apps distributed through the google play store/apple store 
b. Adobe Photoshop and other creative cloud products; and  
c. MS Office 365. 

22. One can consider the number of versions, updates and annual subscriptions when 
considering how widespread and popular incremental development models are. The 
incremental development models go hand-in-hand with the recent boom in “subscription 
business models”. Where consumers receive products or services on a recurring basis often 
for an annual fee. According to consultancy company McKinsey, the subscription e-
commerce market has grown by more than 100 percent a year over the past five years.4    

23. Adopting the depreciation model, for businesses using the agile methodologies or the 
waterfall methodologies, would: 

24. have an adverse cash flow impact on the software development industry; and 

a. consequently, have an adverse effect on innovation in New Zealand. 

 
3 Government Economic Plan – For a productive, sustainable and inclusive economy, September 2019, at pg 6.  
4 https://www.mckinsey.com/industries/technology-media-and-telecommunications/our-insights/thinking-inside-the-
subscription-box-new-research-on-ecommerce-consumers 
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25. The depreciation model would raise compliance costs because of the uncertainties about 
when and which costs are to be capitalised particularly under: 

a. agile methodologies for developing software; and  
b. differing business practices (e.g.  non-exclusive licensing, services; websites), 

26. Submitters also raised a  number of technical issues mainly focusing on the lack of clear 
guidance as they relate to software development. Some of the key questions were: 

a. whether the traditional capital /revenue model is appropriate for agile SDLC 
methodologies;  

b. whether capitalisation of open-source software code is appropriate, particularly as 
this may not generate revenue.; 

c. the nature of revenue streams (relevant for withholding tax rules); and 
d. uncertain relationship between copyright and patent rules. 

27. The depreciation model proposed is also inconsistent with R&D policies and practices of the 
Callaghan Institute. 
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