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Appendix: Business tax changes back Kiwi 
companies to innovate and grow – examples 
 
Feasibility expenditure:  
 
SME example 
John owns a company that uses 3D printing to create products that he exports as 
components to a large Australian manufacturing company. He sees two opportunities to 
innovate and expand his business, and wants to test whether they will work. However, he is 
worried that one might not work, and so he’s hesitant about investing time and money trying 
it out.   
 
This is because if the project is not successful John may not be able to claim a tax deduction 
for the costs incurred in attempting to develop that project. This would mean he faces a 
much higher tax bill on his profitable business than if he just plays it safe and doesn’t test out 
his new idea.  
 
The reform to the deductibility of feasibility expenditure will ensure that John will be able to 
claim a tax deduction for the costs involved in the project and therefore the cost of the 
investment is less, which makes the project more viable. Above all, the new tax setting will 
have encouraged John to test ways to innovate and become more productive and profitable. 
 
Large business example 
A power company wants to build a new wind farm and has three possible sites in mind. It 
incurs expenditure over a five-year period associated with measuring wind frequency and 
speeds relevant to the three sites to determine the best place to build the windfarm. 
 
Under current rules, the costs relating to the unsuitable sites will not be deductible for tax 
purposes (the costs relating to the new site will form part of the cost of the windfarm and be 
deducted overtime as the wind farm is depreciated). This might discourage the power 
company from researching too many sites, which raises the risk of not choosing the best 
location. 
 



 

 

These changes will allow the power company to deduct the expenditure on the unsuccessful 
sites over five years, and provide an incentive for the company to scope out the best new 
site. 
 
Loss-continuity: 
 
Robyn has set up a small start-up company that is working on an artificial intelligence project 
to provide virtual assistants to business coaches. Her company is located in provincial New 
Zealand and employs 10 people. 
 
The company is owned 50/50 by Robyn and a cornerstone investor, Andrea, who has 
provided additional capital and technical expertise. Andrea wishes to exit as she is nearing 
retirement, and has identified another investor, Jason, who could acquire her stake.  
 
The company also needs more capital invested to employ more staff and expand its 
offerings. Jason is prepared to provide this capital (as well as the money to buy Andrea’s 
50% stake), subject to being satisfied as to the company's cash-flow projections. Combined, 
this would mean Jason ends up owning more than 51% of the company. 
 
The start-up company had initially borrowed money from the bank to finance its business. 
The interest costs have left it with tax losses, and in a position where further borrowings to 
complete its upgrade would place the company under too much stress (hence the need for 
more capital). 
 
Under the current rules, if Jason buys Andrea’s shares and invests more money himself, it 
would result in a change of ownership giving him more than 51%. This would mean any tax 
losses will be forfeited. 
 
If these tax losses are forfeited, the company would have tax to pay immediately on any 
profit it earns without first being able to recover past losses. This will adversely affect its 
cashflow and could mean that Jason is no longer willing to invest in the company to help it 
grow. 
 
Relaxing the rules would remove that impediment to growth. It would help Robyn’s company 
continue to innovate and grow because Jason would be more incentivised to invest. 


