
Residential investment property and interest deductibility 

Property investors were shocked in March 2021 by the Government’s announcements on interest 
deductibility for residential rental properties: 
 

▪ for properties acquired before 27 March 2021, interest deductions on loans will be gradually phased 
out between 1 October 2021 and 31 March 2025.  

▪ for properties acquired after 27 March 2021, interest deductions will not be deductible at all from 1 
October 2021. 

 
Since then, the Government has released a lengthy discussion document for consultation, addressing 
some complex issues, including: 
 

▪ the types of taxpayers affected by the rules  

▪ what types of property will be excluded, and  

▪ how a ‘new build’ is defined (new builds being exceptions to the proposed interest rules and the new 
10-year bright-line test).  

 

Types of taxpayers affected 

Most taxpayers who own residential property will be caught by the new rules: individuals, trusts, 
partnerships, limited partnerships, and certain companies. 
 
Companies generally enjoy automatic interest deductions. This will continue. However, under the 
proposals, close companies and ‘residential investment property-rich companies’ are affected. A 
residential investment property-rich company is one where the value of its residential properties exceeds 
50% of the value of its total assets, at any time in an income year.  
 
Kāinga Ora and its wholly owned subsidiaries are excluded under the proposed rules. The Government 
seeks feedback on whether exclusions should be extended to other organisations. 

 

Types of property 

The proposed rules apply to property used to provide long-term residential accommodation (eg properties 
subject to the Residential Tenancies Act 1986), as well as short-term accommodation (eg Airbnb 
properties). 

 

Under the proposals, these types of property are excluded: 

 

▪ Property outside New Zealand  

▪ Houses on farmland 

▪ Land predominantly used as business premises 

▪ Hospitals, convalescent homes, nursing homes, hospices, retirement villages and rest homes 

▪ Hotels, motels, inns, hostels, boarding-houses, and camping grounds 

▪ A main home where the homeowner rents out a room (or rooms) to flatmates, private boarders, or as 
short-stay accommodation. However, if the owner rents out a separate dwelling on the property (eg 
self-contained cottage), that would be caught under the proposals. 

 

Question marks hang over whether employee and student accommodation and serviced apartments that 
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are run similar to hotels should be excluded. There are also questions about whether interest should be 
apportioned for buildings with mixed commercial and residential use (eg a shop with a flat above it).  

 

‘New builds’ 

New builds are exceptions on two levels: 
 

▪ interest on a new build will continue to be deductible 

▪ the bright-line test for residential new builds will be 5 rather than 10 years.  

 
But what is a ‘new build’? The proposed definition is that it is a self-contained dwelling (with kitchen and 
bathroom) that has received a code of compliance certificate and is situated on residential land. This 
covers: 
 

▪ dwellings added to vacant land 

▪ an additional dwelling added to a property (stand-alone or attached) 

▪ a dwelling (or multiple dwellings) replacing an existing dwelling 

▪ a dwelling created by renovating an existing one to create 2 or more 

▪ commercial premises converted to dwellings (eg an office block converted into apartments) 

 

Where to from here? 

The above is very broad-brush. There are lots more questions and complexities. Consultation closes on 
12 July 2021, with the measures to apply from 1 October 2021. If you would like to go into this in detail to 
see how the proposals affect your business, please contact us. 


