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Bright-line test proposed changes

Proposed extension to 10 years, excluding new builds, and changes to the treatment of times 
when the property is not the owner's main home.

This fact sheet summarises changes the Government intends to make to the taxation of residential property.

Once legislation is enacted, more details will be available at ird.govt.nz/property

This fact sheet is to inform people making decisions about buying or selling property of the proposed changes and how 
they might affect them. 

Extension of the bright-line test to 10 years
The bright-line test means if you sell a residential property within a set period after acquiring it you will be required to 
pay income tax on any profit made through the property increasing in value. The current bright-line period is 5 years. 
The Government has announced it intends to extend the bright-line period to 10 years for residential property except 
newly built houses (new builds). Inherited properties and those which have been the owner's main home for the entire 
time they owned it will continue to be exempt from all bright-line tests.

To determine what length of bright-line test a property is subject to the following flow-chart can be used. The section 
on the next page explains when property is acquired for these purposes.
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When a property is acquired
For tax purposes, a property is generally acquired on the date a binding sale and purchase agreement is entered into 
(even if some standard conditions like getting finance or a building report still need to be met). Full information on 
when a property is acquired is found in QB 17/02 on taxtechnical.ird.govt.nz

For the purposes of the changes outlined in this factsheet, a property acquired on or after 27 March 2021 will be 
treated as having been acquired before 27 March 2021, if the purchase was the result of an offer the purchaser made 
on or before 23 March 2021 that cannot be withdrawn before 27 March 2021.

The date you acquire property determines whether the bright-line period is 5 or 10 years. This will also determine 
which set of rules relating to the main home exclusion and change of use will apply to your property. In either case, 
the period is then counted from the date the land is transferred to you (generally the settlement date).

There will be consultation on what will be considered a new build
The definition of a new build will be worked out in consultation with the tax and property communities over the 
coming months, but it is intended to include properties that are acquired within a year of receiving their code 
compliance certificate under the Building Act 2004.  

Legislation to define 'new builds' and exclude them from the proposed 10-year test is intended to be introduced into 
Parliament after consultation. The Government intends for the legislation to be retrospective such that new builds 
acquired on or after 27 March 2021 would continue to be subject to a 5-year bright-line test. 

Changes to the treatment of times when a property is not the owner's 
main home
The government is making the rules fairer around the change of use of a main home with respect to the operation of 
the bright-line test.

Any residential property that has been used as the owner's main home for the entire time they owned it will continue 
to be exempt from any bright-line test. 

For residential properties acquired on or after 27 March 2021, including new builds, the Government intends to 
introduce a 'change-of-use' rule. This will affect the way tax is calculated if the property was not used as the owner's 
main home for more than 12 months at a time within the applicable bright-line period. 

If a property switches to or from being the owner's main home and the period when it is not their main home is 12 
months or less, they do not need to count that as a change-of-use – those non-main home days are 'treated as' main 
home days. For example, if an owner takes a few months to move into a property, or owns it for a few months after 
moving out, this does not trigger the bright-line test. 

The owner of a property subject to the change-of-use rule will be required to pay income tax on a proportion of the 
profit made through the property increasing in value, calculated as follows: 

• subtract the purchase price from the sale price
• subtract the cost of capital improvements the owner has made
• subtract the costs to buy and sell the property, and
• multiply the result by the proportion of time the property was not being used as the owner's main home.

If a residential property was acquired on or after 29 March 2018 and before 27 March 2021, the existing main home 
exclusion rules will continue to apply. These can be found at ird.govt.nz/property. In short, the main home 
exclusion from the existing 5-year test applies on an all or nothing basis, depending on whether the property was 
used for most of the bright-line period as the main home. Changes-of-use do not need to be accounted for. 
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What the proposed changes mean for you
This section describes what the proposed changes mean for you if you acquire a residential property on or after 27 
March 2021. 

If you sell the property more than 10 years after acquiring it (or 5 years for a new build), you will not pay tax under 
the bright-line test on any gain in value. 

If you sell the property within 10 years of acquiring it (or 5 years for a new build), and it was your main home for the 
entire time you owned it, you will not pay tax under the bright-line test on any gain in value. However, if the property 
was your main home, but was used for other purposes for more than 12 months during the time you owned it, you 
must pay income tax on the profit from the gain in value of the property as detailed in the previous section.  

If you sell the property within 10 years of acquiring it (or 5 years for a new build), and it was never your main home 
for the entire time you owned it, you will pay tax under the bright-line test on any gain in value. 

Any profit from a gain in property value that is considered taxable income (including under any of the bright-line 
tests) will also affect any other obligations or entitlements you have based on taxable income, such as student loan 
repayments, child support payments, and Working for Families. This effect would be in the year you need to include 
the income on your tax return. 

Short-stay accommodation 
The legislation will also ensure that residential properties used to provide short-stay accommodation, where the owner 
does not live in the property, are subject to the bright-line test, and cannot be excluded as business premises. 

Other land sale rules still apply 
There are other rules in the Income Tax Act 2007 that can tax gains on the sale of land (including residential land). 
For example, there are tax rules that apply to speculators, land developers and dealers. Those rules will continue to 
apply, regardless of when the property was purchased. The bright-line tests potentially apply only if none of the other 
land sale rules apply. 

Regardless of the bright-line tests, anytime you purchase property with the intention of selling it you must pay tax on 
the profit unless an exemption applies. 

Examples
The following examples are provided to help clarify the proposed new rules. For the sake of simplicity, we have 
rounded all dates to years when in reality they would be counted by days. We have also not included any costs related 
to acquiring or selling the properties, where in reality such costs could be deducted from any profit prior to calculating 
the proportion that is taxable income. Detailed examples will be available in commentary to the draft legislation. 

Main home to rental property
Manaia buys a property in 2022 for $800,000. It is not a new build. The property is used as her main home until 
2028 when she moves overseas and rents it out. 

In 2030 she sells the property for $1.1 million. She did not make any improvements to the property. 

Manaia owned the property for 8 years. Because it was not a new build the applicable bright-line period is 10 years. 
Because she sold it within 10 years of buying it, the bright-line test applies. 

The property was Manaia's main home for the 6 years she lived in it (2022 to 2028) so she will pay tax for the 
remaining 2 of the 8 years she owned the property. Her additional taxable income in the year she sells the property 
is $75,000 – being 2/8ths of the $300,000 ($1.1 million - $800,000) profit. Manaia will need to add this to her 
income in her tax return and pay tax on it accordingly.

Rental property to main home
Joseph buys a new build house in 2025 for $1 million and immediately lists it for rent on a short-stay 
accommodation website. The property is used for short-stay accommodation until 2027 when Joseph moves in and 
uses it as his main home. He spends $100,000 on double glazing and a new deck.

Joseph sells it 2 years later (in 2029) for $1.2 million.

Joseph owned the property for 4 years. Because it was a new build the applicable bright-line period is 5 years. 
Because he sold it within 5 years of buying it, the bright-line test applies.

The property was Joseph's main home for the 2 years he lived in it (2027 to 2029) so he will pay tax for the 
remaining 2 of the 4 years he owned the property. His additional taxable income in the year he sells the property is 
$50,000 – being 2/4ths of the $100,000 ($1.2m - $1m - $100,000) profit. Joseph will need to add this to his 
income in his tax return, and pay tax on it accordingly.



ird.govt.nzThe information in this document was current at the time of publication. Please refer to our website for the most up-to-date information.

ird.govt.nz
Go to our website for information and to use our services and tools.

• Log in or register for myIR - manage your tax and entitlements online.

• Calculators and tools - use our calculators, worksheets and tools, for example, to check your tax code,
find filing and payment dates, calculate your student loan repayment.

• Forms and guides - download our forms and guides.

Forgotten your user ID or password?
Request these online from the myIR login screen and we’ll send them to the email address we hold for you.

Rental interval
Jermain buys a property in 2023 for $600,000. It is not a new build. The property is used as his main home until 
2026 when he rents it out. He spent $40,000 adding a bedroom. Jermain moves back into the property in 2028, 
before selling it in 2031 for $800,000.

Jermain owned the property for 8 years. Because it was not a new build the applicable bright-line period is 10 
years. Because he sold it within 10 years of buying it, the bright-line test applies.

Jermain used the property as his main home for the 6 years he lived in it (2023 to 2026 and 2028 to 2031), so he 
will pay tax for the remaining 2 of the 8 years he owned the property. His additional taxable income in the year he 
sells the property is $40,000 – being 2/8ths of the $160,000 ($800,000 - $600,000 - $40,000) profit. Jermain will 
need to add this to his income in his tax return, and pay tax on it accordingly.

Property sold within 12 months of change-of-use
Lilly acquires a property in 2022 which she uses as her main home. In 2025 she buys a new property and moves 
into it. It takes 9 months to sell the old property. 

As Lilly was already living in her new home, there has been a change-of-use for the old property during the 9 
months it took to sell – it is no longer her main home. 

Because the time between the change-of-use and date the property was sold is less than 12 months, Lilly does not 
need to pay tax on any gain in value. 

New home build
Teuila acquires a property on 3 December 2022, which received its code compliance certificate on 28 August 2022. 
She rents the property out continuously until she sells it in 2030. 

Teuila owned the property for 8 years. Because it was a new build the applicable bright-line period is 5 years. 
Because she sold it after more than 5 years she has no tax to pay under the bright-line test.  

Property acquired before 27 March 2021
Junior bought a property in 2020 for $500,000, which he used as his main home for 1 year. He then rented out the 
property for 3 years before he sold it in 2024 for $600,000. He made no capital improvements to it. 

Because Junior acquired the property before 27 March 2021 (and after 29 March 2018), the applicable bright-line 
period is 5 years, and the change-of-use rule does not apply. Because he sold it within 5 years of buying it, the 
bright-line test applies. 

Junior used the property as his main home for 1 out of the 4 years he owned it. Under the bright-line test for 
properties acquired before 27 March 2021 this does not qualify as his main home, as it was not his main home for 
most of the time he owned it. Under those same bright-line rules, Junior's additional taxable income in the year he 
sells the property is the full $100,000 profit (the difference between the purchase and sale price: $600,000 - 
$500,000). Junior will need to add this to his income in his tax return, and pay tax on it accordingly.
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Interest deductions on residential property 
income - Proposed changes 

This is a summary of changes the Government has announced it intends to introduce to the 
tax treatment of interest on loans for residential property.

The current law
Currently when owners of residential investment property calculate their taxable income they can deduct the interest 
on loans that relate to the income from those properties (claimed as an expense). This reduces the tax they need     
to pay.

What is being changed 
The Government has agreed to change the rules that allow property owners to claim interest on loans used for 
residential properties as an expense against their income from those properties.

The Government will consult on the detail of these proposals and legislation will be introduced shortly thereafter. 
Consultation will cover the details of an exemption for new builds acquired as a residential investment property, and 
whether all people who are taxed on the sale of a property (for example under the bright-line tests) should be able to 
deduct their interest expense at the time of the sale. More information can be found at taxpolicy.ird.govt.nz

The legislation will apply from 1 October 2021.

Interest deductions on residential investment property acquired on or after 27 March 2021 will not be allowed from   
1 October 2021. Interest on loans for properties acquired before 27 March 2021 can still be claimed as an expense. 
However, the amount you can claim will be reduced over the next 4 income years until it is completely phased out, as 
shown in the table on the next page. This means that in the 2025–26 and later income years, you will not be able to 
claim any interest expense as deductions against your income.

If money is borrowed on or after 27 March 2021 to maintain or improve property acquired before 27 March 2021, it 
will be treated the same as a loan for a property acquired on or after 27 March 2021. Interest on it will not be able to 
be claimed as an expense from 1 October 2021.

Property developers (who pay tax on the sale of property) will not be affected by this change. They will still be able to 
claim interest as an expense.

When a property is acquired 
For tax purposes, a property is generally acquired on the date a binding sale and purchase agreement is entered into 
(even if some conditions still need to be met). Full information on when a property is acquired is found in QB 17/02 
on taxtechnical.ird.govt.nz

For the purposes of the changes outlined in this factsheet, a property acquired on or after 27 March 2021 will be 
treated as having been acquired before 27 March 2021, if the purchase was the result of an offer the purchaser made 
on or before 23 March 2021 that cannot be withdrawn before 27 March 2021. 
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Property acquired before 27 March 2021 
If you acquired a property before 27 March 2021, you can still claim interest (for loans that already existed for that 
property) as an expense against your residential property income, but this amount will reduce by 25% each income 
year until the ability to deduct the interest is completely phased-out from the 2025–26 income year. If you have a 
standard balance date, the proposed change will be phased in as follows:

Income year Percent of interest you can claim

1 April 2020–31 March 2021 100%

1 April 2021–31 March 2022 

(transitional year)

1 April 2021 to 30 September 2021 - 100%

1 October 2021 to 31 March 2022 - 75%

1 April 2022–31 March 2023 75%

1 April 2023–31 March 2024 50%

1 April 2024–31 March 2025 25%

From 1 April 2025 onwards 0%

Example
Ana acquired a rental property in 2017. Ana is charged $1,250 interest each month on her mortgage ($7,500 every 
6 months). Ana has a standard balance date, ending 31 March.

For the 2021–22 income year Ana claims 100% of the interest charged between 1 April 2021 and 30 September 
2021, which is $7,500. Between 1 October 2021 and 31 March 2022 Ana is charged $7,500 interest but can only 
claim 75%, which is $5,625. The total interest Ana claims for 2021–22 is $13,125.

For the 2022–23 income year Ana claims $11,250 interest charged as an expense (75% of $15,000). For the 
2023–24 income year she claims $7,500 interest charged as an expense (50% of $15,000). In the 2024–25 
income year she claims $3,750 (25% of $15,000). From the 2025–26 income year onwards Ana is no longer able 
to claim any interest against her rental income.

Property acquired on or after 27 March 2021 
If you acquire a residential property on or after 27 March 2021 and take a loan out to acquire it, you cannot claim 
interest on that loan as an expense against your property income from 1 October 2021 onwards. This means 
you'll pay more tax on any property income you receive. You can still claim other expenses such as the cost of 
insurance and rates.

Example
Afu took out a loan to acquire a rental property on 1 April 2021. He can deduct the interest he's been charged from 
1 April 2021 to 30 September 2021 against his rental income. Because he acquired the property after 27 March 
2021, he cannot deduct any interest charged from 1 October 2021 onwards.

Afu has an interest-only mortgage of $500,000, at a fixed rate of 3% per year.

During Afu's 2021–22 income year (1 April 2021 to 31 March 2022), Afu:

• received $40,000 from rental income
• paid $5,000 for insurance and rates
• paid $15,000 in mortgage interest.

For the 2021–22 income year, Afu can claim $7,500 of mortgage interest as an expense against his income (the 
interest charged from 1 April 2021 to 30 September 2021). He can also claim his insurance and rates. His net rental 
income for 2021–22 is $27,500 and he pays tax on this amount.

If Afu receives and pays the same amounts for the 2022–23 income year, he can claim the insurance and rates as 
an expense against his rental income, but can no longer claim any interest. His net rental income will be $35,000. 



ird.govt.nzThe information in this document was current at the time of publication. Please refer to our website for the most up-to-date information.

Offer made before, but property acquired after, 27 March 2021 
If you've made an offer on a property on or before 23 March 2021, but the offer is accepted after 27 March 2021, and 
you could not withdraw the offer before 27 March 2021, your property will be treated as if it was acquired before 27 
March 2021, meaning you can claim interest as an expense until the ability to deduct it is completely phased-out.

Example
Ted made an offer to purchase a property through a tender process that closed on 22 March 2021, but the 
offer was not accepted until 27 March 2021. Because the terms of the tender meant he could not withdraw the 
offer until 28 March, Ted will still be able to claim interest as if the property was acquired before 27 March.

Borrowing on or after 27 March 2021
If you acquire a property before 27 March 2021, the interest on any borrowings for the property will generally be able 
to be claimed as an expense in a phased-out manner over the next 4 income years. This includes the situation where 
the settlement does not take place (and therefore the loan is not drawn down) until after 27 March 2021.

However, if you incur additional debt (from drawing on the same loan or taking a new loan) on or after 27 March 
2021, and the use of the loan relates to the investment property, interest on that portion of the loan will not be able 
to be claimed as an expense from 1 October 2021 onwards.

Example
Petra acquired a property in February 2021, but settlement did not take place until April 2021, when she drew 
down a $400,000 loan to complete the purchase. The interest on the loan was $1,000 per month. Despite the loan 
being drawn down after 27 March 2021, Petra is able to claim the interest as an expense in a phased-out manner 
for the next 4 income years as shown in the table on page 2 of this fact sheet.

In May, Petra draws down an additional $100,000 against the same property in order to add an extra floor onto 
the house, paying interest of $250 per month. Because this was not part of the loan to complete the terms of the 
purchase agreement signed prior to 27 March 2021, Petra cannot claim the $250 per month interest as an 
expense from 1 October 2021 onwards.

Loans for business use secured against residential property
The Government's intention is that the rule change will not apply to loans for non-housing business purposes. In 
addition, property developers and builders will still be able to claim their interest expenses.

Example
Maia owns a rental property valued at $500,000. She secures a $200,000 loan against her rental property to buy a 
food truck and other equipment to start a business.

Maia will be allowed to claim interest charged as an expense on her $200,000 business loan. 

ird.govt.nz
Go to our website for information and to use our services and tools.

• Log in or register for myIR - manage your tax and entitlements online.

• Calculators and tools - use our calculators, worksheets and tools, for example, to check your tax code,
find filing and payment dates, calculate your student loan repayment.

• Forms and guides - download our forms and guides.

Forgotten your user ID or password?
Request these online from the myIR login screen and we’ll send them to the email address we hold for you.

Example
Denise and Nick sold their plumbing business in 2020 for $3m, and set up DnN Property Managers Ltd with the 
proceeds. DnN bought 6 properties, helped by a loan of $1m from the bank.

In the 2020-21 income year DnN claimed the interest on this loan as an expense against its rental income. 
Because the loans are used to acquire residential property for the purpose of earning rental income and are for 
housing purposes, DnN will be unable to continue claiming the full amount of the interest as an expense from 1 
October 2021, and will need to phase-out their deductions over 4 years as explained above.
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