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Cabinet 

Minute of Decision 

This document contains information for the New Zealand Cabinet. It must be treated in confidence and 
handled in accordance with any security classification, or other endorsement. The information can only be 
released, including under the Official Information Act 1982, by persons with the appropriate authority.

Backing First Home Buyers and Encouraging Property Investment into 
New Housing Supply

Portfolios Finance / Housing / Revenue

On 8 March 2021, following reference from the Cabinet Business Committee, Cabinet:

Background

1 noted that the measures detailed in the paper under CAB-21 SUB-0045 form part of the 
government’s broader response to housing affordability;

2 noted that the paper under CAB-21-SUB-0045 was preceded by the paper Housing Policy 
and the Reserve Bank [CAB-21-MIN-0018], which also formed a part of the government’s 
broader package of work to improve housing affordability;

3 noted that the paper under CAB-21-SUB-0045 sits alongside the paper Increasing Housing 
Supply and Improving Affordability for First Home Buyers and Renters, a supply-side 
package to increase the pace and scale of housing delivery (particularly of affordable 
housing for both rent and home ownership) being considered by the Cabinet Social 
Wellbeing Committee (SWC) on 10 March 2021;

Objectives for the housing market

4 confirmed that the government’s overarching policy objectives for the housing market are 
to:  

4.1 ensure that every New Zealander has a safe, warm, dry, and affordable home to call 
their own – whether they are renters or owners;

4.2 support more sustainable house prices, including by dampening investor demand for 
existing housing stock, which would improve affordability for first-home buyers;

4.3 create a housing and urban land market that credibly responds to population growth 
and changing housing preferences, that is competitive and affordable for renters and 
homeowners, and is well-planned and well-regulated;

Extension of the bright-line test beyond five years

5 5.1 agreed to an extension of the bright-line test;
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5.2 invited the Minister of Finance, Minister of Housing and the Minister of Revenue to 

report back to Cabinet on 15 March 2021 to seek a decision on the number of years 
the extended bright-line test will apply for;

6 agreed that the extension of the bright-line test agreed in paragraph 5 above will apply to 
residential property acquired from 72 hours after announcement;

7 agreed that the rule on the application date in paragraph 6 above will be subject to the 
qualification that the extended bright-line test will not include residential property acquired 
as a result of an offer made before the end of the day of announcement;

8 noted that some policy settings that apply to the five-year bright-line test could lead to 
anomalous results when the bright-line period is extended;

9 agreed to make the following high-priority changes to the bright-line test for residential 
property acquired on or after the application date:

9.1 amend the business premises exclusion so that it explicitly does not cover short-stay 
accommodation in a dwelling that is not the owner’s home;

9.2 amend the main home exclusion to include a “change of use” rule, which would 
require tax to be paid on gains made during periods the property was not used as the 
owner’s main home;

10 agreed that the proposal in paragraph 9.1 above will apply for the purposes of the rental loss
ring-fencing rules for the 2021/22 and later income years regardless of when the property 
was acquired; 

11 authorised the Minister of Finance and Minister of Revenue to make further design 
decisions of a technical nature on the extended bright-line test; 

12 noted that officials will consult on other issues that cannot be resolved in time for the 
Supplementary Order Paper referred to in paragraph 42 below and that would benefit from 
stakeholder consultation, and that could be included in the omnibus tax Bill scheduled for 
introduction in September 2021;

Limiting deductions for interest incurred to earn income from residential property 

13 agreed in-principle to limit deductions for interest incurred to earn income from residential 
property;

Denial of interest deductions in full for new purchases

14 agreed in-principle that interest deductions will be denied in full against the income from 
residential property investment for loans relating to residential property acquired on or after 
the application date; 

Application date 

15 agreed in-principle that the application date will be from 72 hours after announcement;

Date from which denial of interest commences 

16 agreed in-principle that interest deductions will be denied for interest incurred on or after 
1 October 2021;
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Offers made before the announcement date 

17 agreed in-principle that the rule in paragraph 15 above will be subject to the qualification 
that residential property acquired on or after the application date as a result of an offer made 
before the end of the day of announcement will be subject to the treatment in paragraph 22 
below, even if the loan in respect of that offer is drawn down on or after the application 
date;

Property acquired before the application date 

18 agreed in-principle that residential properties acquired before the application date in 
paragraph 15 above will be subject to the treatment set out in paragraph 22 below, even if 
the loan in respect of that offer is drawn down on or after the application date;

Other design decisions 

19 agreed in-principle that property developers should be allowed to continue deducting their 
interest expenses as incurred;

20 agreed in-principle that officials consult on whether interest deductions should be denied or
merely deferred if the taxpayer is not a property developer but is taxed on the disposal of 
their property under the bright-line test or another land sale rule;

21 directed officials to consult with stakeholders on the design details of the interest limitation 
proposal before seeking final decisions from Cabinet;

Applying interest deductibility to existing properties or just future purchases

22 agreed in-principle to phasing of interest denial at 25 percent per year over four years for 
residential properties acquired before the application date (including the properties described
in paragraphs 17 and 18 above);

Draw down of loans with respect to property acquired before the application date

23 agreed in-principle that further borrowing against residential property drawn down after 
the application date, if it relates to residential properties acquired before the application date 
(or treated as though they were acquired before the application date), will be subject to the 
treatment in paragraph 14 above (full denial), and that officials will consult on the details of 
this;

New build exemption to the extended bright-line test

24 agreed to exempt property located in New Zealand purchased on or after the application 
date and within 12 months of receiving its code compliance certificate issued under the 
Building Act 2004 from the bright-line extension in paragraphs 5 to 11 above;

25 agreed that a new build exempt from the bright-line extension under paragraph 24 above 
will be subject to the existing five-year bright line test; 

26 agreed in-principle for officials to consult on whether the above rule should be bolstered by
a “first-occupied” test or another test such as one based on when consent was granted to 
ensure that taxpayers do not have incentives to delay seeking code compliance certificates 
and eligibility for an exemption is objectively verifiable;

27 noted that the decision in paragraph 25 above will be included in the omnibus tax Bill 
scheduled for introduction in September 2021;
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28 directed officials to consult with stakeholders on the design details of the new build 
exemption outlined above;

New build exemption to the in-principle decision on interest deductions 

29 agreed in-principle for officials to consult on how to exempt property purchased in 
New Zealand on or after the application date, and within 12 months of receiving its code 
compliance certificate issued under the Building Act 2004, from limitations on the 
deductibility of interest;

30

31

First Home Products (First Home Grants and First Home Loans

32 invited the Minister of Finance, Minister of Housing and Minister of Revenue to provide 
further advice on the proposed changes to First Home Products (First Home Grants and First
Home Loans) in the paper on Increasing Housing Supply and Improving Affordability for 
First Home Buyers and Renters due to be considered by the SWC on 10 March 2021;

Residential Tenancies Act 1986 proposal for consultation;

33 noted that the Residential Tenancies Act 1986 limits rent increases to once every 12 months
per tenancy;

34 directed Ministry of Housing and Urban Development officials to consult on the proposal to
limit rent increases to once every 12 months per property (instead of per tenancy) and to 
report back to the Minister of Finance, Minister of Housing, and the Associate Minister of 
Housing (Public Housing) with their findings from that process;

Population implications 

35 noted that housing costs are greater for renters than homeowners, and that the proposals in 
the paper attached to CAB-21-SUB-0045 risk leading to increased rents, which could have 
negative impacts on child wellbeing and child poverty;

36
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37 noted that Ministry of Housing and Urban Development officials will monitor market 

impacts and in particular rental markets closely and propose further measures to protect 
renters if necessary;

Financial implications

38 noted that extending the bright-line test is not expected to raise revenue within the forecast 
period but is expected to raise revenue beyond the forecast period; 

39 noted that limiting interest deductions will raise revenue within the forecast period and 
officials will provide an estimate of this revenue when final design decisions are being 
made; 

40 noted that if the above decisions lead to higher rents for lower income New Zealanders, this 
may increase expenditure on the Accommodation Supplement and Temporary Additional 
Support, although it is difficult to quantify this impact at this stage;

41 noted that the Minister of Finance and Minister of Revenue will work with Inland Revenue 
on a required funding proposal to support implementation of final decisions on interest 
deductibility;

Legislative implications

42 authorised the Minister of Revenue, in consultation with the Minister of Finance and the 
Leader of the House, to release a Supplementary Order Paper containing the measures in 
paragraphs 5 to 11 above at the Committee of the whole House stage of the Taxation 
(Annual Rates for 2020–21, Feasibility Expenditure, and Remedial Matters) Bill.

Martin Bell
for Secretary of the Cabinet

Secretary’s note: This minute has been amended to clarify the wording of paragraph 29.
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