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PREFACE 

The great variability in fanners! incomes over 

the last three or four years has led to increased interest 

in income equalisation schemes and the associated tax 

implications, Naturally part of this interest has been 

engendered by the desire to maintain momentum in farm 

development. 

However~ for farmers and their advisers there 

is hot a great deal of sound decision information on the vario'Q.s 

schemes. The Inland Revenue Department I s "Farmer s Tax 

Guide l' of 1969 is of necessity bland, Apart from that 

Alexander and Staples are the only papers meriting serious 

study, 

Accordingly the Unit has embarked on a modest 

programme in thilil area. Dr Charlton's paper represents 

our first reconnais sanee, Discounting techniques are used 

to assess costs and benefits of the major schemes and general 

decision guidelines are developedo 

Dr Charlton of the Department of Agriculture, 

Reading University~ commenced this. study when he was 

Drapers' Company Visiting Lecturer in Farm Management 

at the College in 19730 

February 1 ~75 

Owen McCarthy 
Director 
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1. INTRODUCTION 

The incomes of farmers vary significantly from year to 

year as a result of fluctuations in commodity prices, weather 

and other factors beyond their control. The highly variable 

nature of farming incomes has led the New Zealand Government 

over the past few year s to introduce a number of formal 

measures which can be used to level out, or equalise, incomes. 

These various measures have had wide application 

in New Zealand and have been used either separately or in 

combination with others. Successive New Zealand Governments 

have made claims for the benefits of using the different: schemes. 

Most accountants and farm advisers also have their own opinions 

as to which schemes should be used in particular circumstances, 

and to what extent. There is, however, no unanimity between 

the many views expressed on the relative benefits of the schemes. 

Considerable confusion still exists, throughout the farming 

community and their advisers, as to how these should be best 

employed. 

The difficulty is that the effect of using a particular 

scheme depends upon a wide range of factors: 

(i) the actual 'shape' of the tax schedule 

(ii) the income levels before they are adjusted 

(iii) the amount of adjustment applied 

(iv) the timing of the cash flows produced by the 

adjustment to reported income levels. 

These cash flows result from the need to 

pay more or les s provisional and terminal 

tax, as a result of using the schemes. 

(v) the effective or opportunity cost of financing 

these requirements for extra tax. 

The object of this report is to develop a method of 

systematically analysing the potential benefits and costs as sociated 

with using these schemes. All of the factors mentioned above 
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will be taken into account. From this analysis, general guide-

lines and rules of thumb for using the procedures effectively 

will be developed. It will be shown that far from being of benefit, 

indiscriminate use of the schemes can result in substantial real 

losses to farmers. 

It is hoped that this report will help to clarify what is 

still a very confused situation and re suIt in a more logical and 

systematic approach to taxation planning in New Zealand farming 

in the future. 



2. TAX SAVINGS AND INCOME EQUALISATION 

Table 1 shows the actual taxation levels propo sed in the 

Budget of June 1973. Marginal rate s increase significantly as 

income rises to $12,000 and then remain constant at 50 per cent. 

The effective rate of tax, as a percentage of income, therefore 

varies considerably as income fluctuates to any extent. Consider 

a farmer whose income over a three year period is as shown in the 

following example: 

Taxable Tax 
Income Due 

$ $ 
Year I 9,000 3,077 

Year 2 2,000 372 

Year 3 13,000 5,047 

Total 24,000 8,496 

Average 2,832 

The tax due on the average income of $8. 000 would be 

$2,597 whereas the average tax paid in the example is $2,832. 

Therefore, as a result of the fluctuations in his income, due 

probably to factors outside his control, he had paid $235 a year or 

total of $705 more than if his income had been averaged out over 

the period. This imbalance could be removed by any method 

which either artificially adjusted the levels of as ses sable income 

or which based taxation on the average income of a number of 

years. The relative advantages of the different pos sible systems, 

at a policy level, have been discussed by McArthur (1970). 
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TABLE 1 

New Zealand Taxation to Al2l2ly from 1 st Al2ril 1974 

(Based on Schedule in Budget 1973, N. Z. Government Printer) 

Taxable 
Income 

$ 

0 

1,000 

2,000 

3,000 

4,000 

5,000 

6,000 

7,000 

8,000 

9,000 

10,000 

11,000 

12,000 

13,000 

14, 000 

15,000 

16,000 

17,000 

18, 000 

19, 000 

20,000 

N.B. 

Approximate Marginal Total Tax as % of 
Tax Rate Tax Income 

0/0 $ 

18. 0 0 0 

19. 0 182 18 

22,5 372 19 

28.5 617 21 

34.5 920 23 

39.0 1,272 25 

44.5 1,675 28 

47.0 2,127 30 

48,0 2,597 32 

48.5 3,077 34 

49.0 3,562 36 

49.5 4,052 37 

50.0 4,547 38 
, 

50.0 5,047 39 

50,0 5,047 40 

50.0 6,047 40 

50.0 6,547 41 

50.0 7,047 41 

50,0 7,547 42 

50.0 8,047 42 

50.0 8,547 43 

Marginal tax rates up to $6,500 taxable income 
actually change at $500 intervals. 
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The method adopted by the New Zealand Government 

has been to introduce various measures for adjusting reported 

income levels. The principal scheme s are as follows: 

A. Deferred Development Expenditure Scheme 

Eo Income Equalisation Scheme 

c. Nil Standard Value Reserve Scheme 

D. Payment of provisional tax on the basis 
of current income. 

(DDES) 

(IES) 

(NSVRS) 

(Estimate) 

In this paper, when appropriate, the schemes will be 

referred to by the abbreviations indicated above. 

includes more detail on these schemes. 

Scheme Do is not a formal procedure. 

Appendix I 

It is provided 

for within the current legislation, but is rarely used. It will 

be shown, however, that it can be used to significant effect, 

particularly in improving the liquidity position of farTIler s in 

low inc orne year s . 

The use of these scheTIles makes it possible to adjust 

income levels upwards in years of relatively low profits and 

downwards in year s of high profits. In addition to Appendix I 

detailed descriptions of the various requirements are outlined 

in Alexander, 'Planning FarTIl IncoTIle' and given more fully in 

Staple s, 'A Guide to New Zealand IncoTIle Tax Practice '. 

Figure 1 shows the principle behind the design of these 

schemes. The effect of increasing the low incoTIle $X to $X + $D 

and subsequently reducing incoTIle in a year of high incoTIle from 

$Y to $Y - $D is to result in a net tax saving of S - E. The same 

principle applies if incoTIle is to be reduced froTIl a high level of 

$Y and subsequently increased, by the same amount, to 

$X + $D. 



Tax 
Saved 

TAX 
PAID 

Extra 
Tax 

6. 

= $S [ 

= $E [ 

D 

INCOME 

Figure 1 Effect of IncoITle Equalisation on Tax Paid. 

The actual aITlount of the tax saving depends upon 

(i) D, the aITlount by which incoITles are adjusted. 

(ii) The positions of X and Y on the tax schedule curve. 

Clearly. the greatest savings will COITle when the 

regions spanned by the increase and decrease ($D) have widely 

differing average tax rates. For exaITlple, no direct saving 

in tax would be achieved if both X and Yare greater than 

$12,000, the point of ITlaxiITluITl ITlarginal tax rate. 

The adjustITlents of $12,000 - $16,000 and $22,000 -

$18,000, changes of $4,000 in each case, result in an increase 

in tax of $2, 000. On the other hand, to increas e a zero incoITle 

to $4, 000 and subsequently to reduce a $16, 000 incoITle to $12, 000 

will result in a net saving of $2,000 - $920 = $l! 080. (Tax on 

$16,000 - tax on $12,000 = $6,547 - $4,547 = $2,000. Tax on 

$4, 000 - tax on $0 = $92 O. ) 

The values of the net saving (S-E) can be easily 

calculated, for any given value of the adjustITlent D and for any 

levels of X and Y. For exaITlple, Table 2 shows the net savings 

for D = $4, 000. 
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TABLE 2 

Undiscounted Net Saving (S- E) as a Result of Income Adjustment of $4,000 

$Y = Income Level to be adjusted downwards by $4, 000 

4,000 6,000 8,000 10,000 12,000 14,000 16,000 18,000 

. 0 0 383 757 967 1. 030 1,065 1,080 1,080 
0 
0 
0 2,000 0 374 584 647 682 697 697 (]) .. 

..o"<fi 
o-EA-

...., ?-- 4,000 0 210 273 308 323 323 

.-1...0 
(]) 
:> rJl 
(])'1j 6,000 0 63 98 113 113 

...:l ~ 
(]) i$ 
S ~ 
o ;j 

8,000 0 35 50 50 

U'1j 
q (]) 10,000 0 15 15 H ...., 

II 
rJl 
;j 

~~ 12,000 0 0 -EA-ro 

Notes: 1. No undiscounted saving is possible if the income level 
to be adjusted upwards is greater than $12,000. This 
will apply for all values of the adjustment $D. 

2. No further increase in benefit is po s sible after the 
income to be adjusted downwards exceeds $16,000 
($16,000 - $4,000 = $12,000, the point at which the 
maximum marginal tax rate of 50 per cent becomes 
ef£ecti ve. ) 

No further increases in the net saving can be achieved by 

lowering income from a level higher than $16,000, so it is not 

neces sary to extend Table 2 any further. Quite substantial benefits 

a ppear to be gained from any system which enable s adjustments to 

be made to the levels of pre- tax income. 

However, this conclusion is only valid if there is no 

time lag between the adjustment of one income level up and another 

down, and if there are no delays in the payment of tax. This is, 

of course, not the case. Use of the schemes normally extends 

over a number of years. The associated tax payments, because of 
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the provisional and ter:minal tax syste:m, are therefore also 

staggered over an extended period. Ti:me is an i:mportant 

consideration and, as the adjust:ments in tax pay:rnents are 

substantial, so is the ti:me value of this :money. In order to 

assess whether in fact there are any real benefits to be gained, 

it is necessary to study the detailed cash flows and to discount 

the:m accordingly. 
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3. THE NEW ZEALAND SYSTEM OF PROVISIONAL 

AND TERMINAL TAXATION 

The New Zealand taxation system must be understood 

before it is pos sible to proceed with a systematic discus sion on 

methods of analyzing the discounted benefits produced by various 

equalisation schemes. 

In order to simplify the discussion of the operation of the 

income tax system as it affects farmers, certain assumptions will 

be made. The '1970-71 Sheep Farm Survey! of the N. Z. Meat 

and Wool Board, 1972, indicated that 70 per cent of all sheep farmers 

had balance dates on 30 June. This date will therefore be assumed 

in the subsequent analyses. For other balance dates, including the 

normal one of 31 March, it will simply be necessary to re-interpret 

slightly the results and comments presented in this report. 

It will be further assumed that normally the accounts for 

the financial year ending 30 June will not have been completed by 

7 August and hence the first payment of provisional tax paid on 

7 September will be based on the last return of income. The amount 

of the payment required will therefore be approximately one third of 

the tax due on the income of the previous year. 

It will also be assumed that the accounts will have been 

prepared and the return made by about the end of November. 

When the second payment of provisional tax is made in March 

therefore, the balance of the tax required by this return will be 

paid, les s that already paid in the first instalment. At the same 

time as this payment is made any difference between the total 

amount of tax that should have been paid in the last financial year 

and that already paid in provisional tax will be paid as a 'terminal' 

tax. 

The mechanism of this taxation system, as it would apply 

to a steady income of $5,000 a year, is shown in Table 3. 



Tax 
Years 

Year 
0 

I 

Year 
u 

I 1 

! 
l 

~ 

I 
~ 
! Year 
! , 2 i 
i 
l 
~ 

I 

I 
Year 

3 

I 
I 

TABLE 3 Tax Payments for c::onstant Income of $5,000, by Quarters 

Quarters 
Return of Tax Provisional Tax Terminal Total 

Income Due 1 st 2nd Tax Tax 
Payt. Payt. 

Total 
Paid 

~ 

f 

17 ~ Final Accounts 5000 ~27~ r-----. 0 1272 
I'\. 

1 Sept I 1 8 , ------~ ~ 8 2 Dec 
.~ 3 March 

4 June ~ 
II \ 

\ Final Accounts 5000 1\ 1272 ) 1272 0 1272 

1 Sept '-("'8- ")I. 
2 Dec e I~ 3 March 0 

4 June 
~ 

Final Accounts 5000 ( 1272 ~ \ 1272 0 1272 

~'8~ 1 Sept 
'-l 

2 Dec 
~ ~8 3 March 0 

4 June 1 

Final Accounts 5000 1272 I 1272 0 1272 

Note s: Arrows indicate source s of calculation of amounts to be paid, e. g. 
(i) $430 = one-third of $1,272, rounded upwards to the nearest $10 
(ii) $842 = $1,272 - $430 "" balance of provisional tax 
(iii) $0 = $1,272 - $1,272 =: terminal tax due. 

The same mechanisms apply in Tables 4 & 5. 

Over(+) 
and 

Under(-) 
Pavm.ent 

0 

0 

0 

0 

-

I 
i I-" 

o 
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The system results in an actual tax payment in each 

year of $1,272 as would be expected. No terminal tax is paid 

at any time. However. this study is concerned with the more 

common case - that of a fluctuating income. In this instance 

the mechanism of provisional and terminal tax results in a consider

able amplification of the disturbances through to the actual tax 

payments made in anyone year. Table 4 shows the complicated 

way in which the taxation system produces a lag between 

income earned in any year and the tax due on that income, 

It illustrate s the considerable under and over payments of 

total tax in any particular year. 

In order to consider the effects of adjustments to 

income levels, as a result of using the schemes, it is necessary 

to be able to understand the way in which such an adjustment 

affects the actual amounts of tax paid in subsequent years, 

Table 5 show s the effect of as suming $3 9 000 increase in income 

level in Year 4. It can be seen that this has resulted in a 

$738 increase in the second provisional tax payment, as well 

as an increase of $738 in the terminal tax payment at the same 

time, March of Year 5. (Tax on $4, 000 - tax on $1, 000 = 

$920 - $182 = $738). 

It should be emphasised that the years referred to are 

tax years, from June to June, and that the adjustment is that made 

to the annual return before it is finally submitted in about 

November, following the tax year to which it refers. The double 

payment of extra tax in Year 5 is compensated for by a reduction 

in the terminal tax of Year 6, The adjustment made to the 

Year 4 Income has therefore resulted in tax change s of substantial 

amounts over the subsequent two years, 

The adjustment illustrated in Table 5 produces a specific 

pattern which may be analysed, This simple pattern is identified 

as an increase in cash outflow of 112 x Extra tax ll
, followed by an 

inflow of IIExtra Tax ll and an understanding of this pattern is 

fundamental to all of the subsequent discus sion. 



TABLE 4 Effect of New Zealand Tax System on Fluctuating Income s 

-

Tax 
Quarters 

Return of Tax Provisional Tax Terminal Total Over(+) and 
Years Inconle Due 1 st 2nd 

Total 
Tax Tax Under (-) 

Pay to Pay to Paid Paym.ent 
Year 

3 ~ 

Final Accounts 5000 I( 1272 ) 1272 0 1272 0 

Year 1 Sept '----< 430 
4 2 Dec 

~ 3 March 842 
4 June 

Final Accounts 1000 ([I@~ ~ 111272 

'" 
0 1272 + 1090 

Year 1 Sept ~"'-~.l ~ ~~ 5 2 Dec N8 i 

3 March 1-1090 I 
4 June 

l 

- 908 ! - 3505 Final Accounts 8.0.00 2597 I 182 -1090 
I 

Year 1 Sept 70 ; 

I 6 2 Dec I 
i 

3 March 2527 2415 
4 June i 

Final Accounts 3000 617 ! 2597 2415 5012 I + 4395 

Notes: (i) 
(ii) 

Year s follow on from tho s e in Table 3 a 

As 1 st payment of provisional tax is based on an interim return of income. a 
refund of $248 (les s than the normal minimum of $400) will be paido 
Payments of provisional tax are based on latest available returns of income. 
Refer to Table 3 for patterns of calculation of tax payments. 

(iii) 
(iv) 
(v) Negative signs in the terminal and provisional tax columns indicate that overpayments 

have been made and a refund is dueo The negative signs in the final column indicate 
that less tax has been paid than the amount actually due. 

....... 
N 



TABLE 5 Effect of Increasing Return of Income (for Year 4} by $3,000 - Compare with Table 4 

Tax 
Years 

Year 
3 

Year 
4 

Year 
5 

Year 
6 

Notes: 

Quarters 
I Return of Tax Provisional Tax Terminal Total Over (+) and 

Income Due 1 st 2nd 
Total 

Tax Tax Under (-) 
Payt Payt Paid Payment 

Final Accounts 5000 1272 1272 0 1272 0 

I 1 Sept 430 
2 Dec 
3 March 842 
4 June 

IFinal Accounts 
(+3000 ) (+738) 

1272 0 1272 + 352 
~ 4000 >:< 920 >:< 

I 1 Sept"- 430 
2 {-J(djust Ret.urn upwards --7 

I 

from $1000 to $4000, by 
$3000 at t~is time. 

(+738) (+738) 
, 3 March 

490>:< - 352>:< ! 
: 

4 June 

Final Accounts 8000 2597 920>: -352>:< 
(+1476) 

- 2029 >:' 
+ 568>:' 

I 1 Sept 310>:' 
! 2 Dec 

3 March 2287>:< 
(-738) 
1677':' 

4 June 
i 

2597 1677':' 
(-738) 

+ 3657':' I lFinal Accounts 3000 617 
4274':' 

(i) ':' indicates value that has been changed as a result of the increase in income. 
(ii) It is assumed that the increase in income has been made in an attempt to equalise 

income s. eo g. by deferring $3,000 of development expenditure or by withdrawing 
$3,000 from the Income Equalisation Scheme. 

(iii) Bracketed figures, e. g. (+738) show the net changes in these amounts compared 
with those in Table 4. A positive amount implies a reduction in cash flow. 

I-' 

W 
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4. TIME PATTERNS OF THE CASH FLOWS RESULTING 

FROM THE USE OF THE SCHEMES 

Notation for Analysis 

Let S be the tax .§aving as a result of using one of the schem.es 

to lower income. eo g. by depositing into the IES or by 

re- introducing previously deferred development expenditure. 

E be the ~xtra tax paid when incomes are increased, eo g. 

by withdrawing money from the rES or by deferring 

development expenditure. 

D be the amount by which income is adjusted by the use 

of any of the schemes and D':' be the actual cash deposit 

made into the income equalisation scheme (D = D':' in 

this case)o 

Using the above notation. Table 6 shows the actual 

patterns of the cash flows resulting from an income adjustment 

of $D. using the various schemeso This is a key table for all 

of the subsequent analysiso A positive amount in Table 6 

indicates a positive incremental cash flow from use of a schemeo 

There is considerable flexibility in the use of the IES, allowing 

deposits and withdrawals to affect either the income of the year 

in which they are made, or that of the previous yearo Details 

of the regulations are given in Staples but it has been assumed here 

that deposits and withdrawals are made in time to be applied to 
:. 

the incomes of the previous year. In any other situation it is 

easy to modify the incremental cash flow shown to reflect the 

different timing of the tax payments. 

The only scheme which actually involves payment of cash 

is the IES. where the amount of $D':' actually has to be depositedo 

All of the other schemes are paper adjustments made to the reported 

or estimated level of income o However. no undue emphasis should 

be attached to this. The implications of all the schemes, whether 



Decision 
Year 

Following 
Year 

paper adjustments or not, involve considerable amounts of cash, 

and it is these changes which are of concern. 

TABLE 6 

Time Patterns of Incremental Cash Flows 
Resulting from Use of the Schemes 

Deferred Development Nil Standard Income Estimate 
Expenditure Scheme Value Reserve Equalisation Made 

Scheme 

$D $D $D $D $D>:' $D>:' 
Deferred Re-Introduced Added Returned Deposited With- Estimate 

to to drawn of $D less 
Reserve Reserve than 

Income of 
Previous 
Year 

-2E +2S +2S -2E 2S- D>:' -2E+D>:' +S 

+E -S +E +E +E +E -S 

As an example of the way in which the above table can be 

used, the following situation can be con~idered in which $6,000 is 

deposited into the IES when the income level is $18,000. 

Unadjusted income 

= $ 6,000 

= $18, 000 

Tax on unadjusted income= $ 7, 547 

Adjusted income = $12, 000 

Tax on adjusted income = $ 4, 547 

. '. Tax Saving (=S) = $ 3,000 

Effect on cash flows is therefore: 

Decision Year. 0 •••••••• 2 x S D>:' = 2 x 3,000 - 6,000 = 0 

Following Year.. .. . .... -S = -3,000 = -3,000 
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The benefit of the tax saving in the year in which the 

decision to deposit is taken is completely offset by the fact 

that an equal amount of cash has to be deposited into the fund, 

where it earns no intere st. In fact, there is a double- edged 

aspect of using the scheme because, in the following year, 

$3. 000 is required in terminal tax which would not otherwise 

have been paid out. The undiscounted net effect is therefore 

$-3, 000. Where an estimate of income is made Table 6 shows 

that the effect is to reduce the actual amount of second provisional 

tax paid by $8 and then to make this up in the following year by 

paying more terminal tax. 

The discounted net benefits of using the various schemes 

will now be considered, using the method of incremental cash 

flows introduced above. 
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5. DISCOUNTED NET BENEFITS OF USING 

THE VARIOUS SCHEMES 

5.1 The Deferred Developrn.ent Expenditure Schern.e 

Notation for Analysis: 

Let d
l

, d
2

, "', d
n 

be the discount factors (at a given interest 

rate) for 1 year, 2 years, ... , n years; 

Z be the discounted net present value of the cash benefits 

to be gained frorn. the use of any of the schern.es. 

The DDES allows expenditure on developrn.ent to 

be deferred for up to nine years following the year in which the 

expenditure was actually incurred. The effect is to increase 

reported incorn.e in the year in which the schern.e is used, and to 

reduce it when the expenditure is reintroduced. The irn.portant 

point to ern.phasise is that if $D is deferred $D has to be reintroduced 

at sorn.e tirn.e within the nine years. The two adjustrn.ents therefore 

have to be considered together. They are not unrelated adjustrn.ents 

which can be considered in isolation. In calculating the net benefit 

of use of the schern.e s. the deferrn.ent of $D has to be related to 

its subsequent reintroduction after IN I years. 

The whole proces s should therefore be considered 

as a single linvestrn.ent I, 

The discounted benefit of the investrn.ent is then given, 

using Table 6, by 

Z = - 2E + Ed 2Sd - Sd 1 
n n+ 

or Z = (2 - d
l 

)(Sd - E), as d 1 = d x d 
n n + n 1 

In order for there to be a net benefit frorn. using the 

schern.e, we require Z > O. 

rate, 2 - d, is ? 1 ? O. 

Now, as d
l 

<: 1, for any discount 
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The value of (Sd - E) will therefore determine whether 
n 

or not there is any net benefit to be gained. For any particular 

level of income adjustment $D, it is possible to calculate the levels 

of E(or S) which will be produced. Table 7 shows the extra amounts 

of tax to be paid (E) as a result of increasing incomes by $D, for 

D = $1,000 to $6,000. The same procedure can then be used by 

simply changing the scales, to indicate the tax savings (S) as a 

result of reducing levels by these amounts. This is illustrated 

in Table 8. It shows, for example, that if income is raised by 

$4,000 from $7.000 to $11, 000, then the extra tax payable is 

$1,925. 

TABLE 7 

Extra Ta:x Payable (E} as a Result of Increasing 

Reported Income by $D 

INCOME 
INCREASE IN INCOME (=$D) 

BEFORE 
INCREASE $1,000 $2,000 $3,000 $4,000 $5,000 $6,000 

$ 

0 182 372 617 920 1,272 19 675 

1,000 190 435 738 1,090 1,493 1,945 

2,000 245 548 900 1, 303 1,755 2,225 

3,000 303 655 1,058 1, 510 1,980 2,460 

4,000 352 755 1,207 1,677 2,157 2,642 

5,000 403 855 1,325 I, 805 2,290 2,780 

6,000 452 922 1,402 1,887 2,377 2,872 

7,000 470 950 1,435 1,925 2,420 2,920 

8,000 480 965 1,455 1,950 2,450 2,950 

9,000 485 975 1,470 1,970 2,470 2,970 

10,000 490 985 1,485 1,985 2,485 2,985 

11,000 495 995 1,495 1, 995 2,495 2,995 

12,000 500 1,000 1,500 2,000 2,500 3,000 

13,000 500 1,000 1,500 2,000 2,500 3,000 

14,000 500 1,000 1,500 2,000 2,500 3,000 
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TABLE 8 

Saving in Tax Payable ~S} as a Result of Decreasing 

Reported Income by $D 

INCOME 
DECREASE IN INCOME (=$D) 

BEFORE 
DECREASE $1 9 000 $2,000 $3,000 $4,000 $5,000 $6,000 

$ 

1,000 182 

2,000 190 372 

3,000 245 435 617 

4,000 303 548 738 920 

5,000 352 655 900 1,090 1,272 

6,000 403 755 1,058 1,303 1,493 1,675 

7,000 452 855 1,207 1,510 1,755 1,945 

8,000 470 922 1,325 1,677 1, 980 2,225 

9,000 480 950 1,402 1, 805 2,157 2,460 

10,000 485 965 1,435 1, 887 2,290 2,642 

11,000 490 975 1,455 1,925 2,377 2,780 

12,000 495 985 1,470 1,950 2,420 2, 872 

13,000 500 995 1,485 1,970 2,450 2,920 

14, 000 500 1,000 1,495 1,985 2,470 '. 2,950 

15,000 500 1,000 1,500 1, 995 2,485 2,970 

16, 000 500 1,000 1,500 2,000 2,495 2,985 

17,000 500 1,000 1,500 2,000 2,500 2,995 

18,000 500 1,000 1,500 2,000 2,500 3,000 

19,000 500 1,000 1,500 2,000 2,500 3,000 

20,000 500 1,000 1,500 2,000 2,500 3,000 

The condition for Z to be positive, is (Sd - E» ° n 

r d > Extra tax 
o n Saving in tax 
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E 
Tables of ratios of S can be drawn up using the information 

in Tables 7 and 8 for the different levels of deferred expenditure D. 

Tables 9 and 10 show, for example, the ratios of ~ for D = $1.000 

and for D = $4,000, respectively. Table 10 can be used to as ses s 

the desirability of deferring $4,000 at an income level of $2,000 and 

subsequently reintroducing it at an income level of $15,000. 'lt can 

be seen from the table that it depends on whether or not d > 0.653. 
n 

This condition depends on: 

(i) the discount rate used; 

(ii) the number of years In' before the expenditure 

is reintroduced. 

If, for example, the discount rate were 8 per cent, then 

successive annual discount factors are 0.925, 0.857, 0.7.949. 0.735, 

0.681, 0.630, 0.583, etc., and so it would have to be reintroduced 

within 5 years to show a net benefit. If, on the other hand, the 

rate was 16 per cent, then the discount factors are 0.862, 0.743, 

0.641, 0.552, etc., and so it would have to be reintroduced within 

2 years. Tables such as these, once developed, can be used to 

rapidly indicate the maximum length of time for which any amount 

should be deferred, at any required discount rate. 

TABLE 9 

Ratios f Extra Tax Paid for Deferment of $1 • 000 
____ 0 Saving in Tax 

Income Level to be reduced by $1,000 

3,000 6,000 9,000 12,000 15,000 

0 0.742 0.451 0.379 0.367 0.364 

Income Level 29 000 1 0.607 0.510 0.494 0.490 
to be 

4,000 nla O. 873 0.733 0.711 0.704 
Increased 
by $1,000 6,000 nla nla 0.941 0.913 0.904 
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TABLE 10 

Ratios of 
Extra Tax Paid 

for deferInent of $4, 000 
Saving in Tax 

IncoIne Level to be reduced by $4, 000 

3,000 6,000 9,000 12,000 15,000 

0 nla 0.706 0.509 0.471 0.461 

IncoIne Level 2,000 nla 1 0.721 0.668 0.653 
to be 

4,000 nla nla 0.929 0.860 0.840 
Increased 
by $4,000 6,000 nla nla nla 00967 0.945 

5.1.1 Choice of Discount Rate 

In order to further develop the Inethod of analysing the 

benefits froIn the different scheInes it is nece s sary to Inake an 

as sUInption as to the discount rate to be used. 12 per cent has 

been chosen as a cOInproInise rate which reflects both an eleInent 

of inflation as well as an opportunity cost of the Inoney. This 

is an arbitrary figure and other rates Inay be Inore appropriate 

in specific situations. The effect on the conclusions drawn of 

assuming different rates of discount will be discussed later. 

5. 1 . 2 MaxiInuIn DeferInent Period s fo r DevelopInent Expenditure 

Assuming a discount rate of 12 per cent, the procedure 

illustrated in Tables 9 and 10 can be used to develop tables such 

as Tables 11 and 12 which show the InaxiInuIn nUInber of years 

for which $1,000 and $4,000 should be deferred. 



22. 

TABLE 11 

Maximum Number of Years for which $1,000 
Development Expenditure should be deferred 

- 12 per cent Discount Rate 

Income Level to be Reduced by $1,000 

3,000 6,000 9,000 12,000 

0 2 7 8 

Income Level 2,000 0 4 5 
to be 

4,000 0 1 2 
Increased by 

$1,000 6,000 0 0 0 

TABLE 12 

Maximum Number of Years for which $4,000 
Development Expenditure should be deferred 

- 12 per cent Discount Rate 

8 

6 

3 

0 

15,000 

8 

6 

3 

0 

Income Level to be reduced by $4, 000 

3,000 6,000 9,000 12,000 15,000 

0 0 3 5 6 6 

Income Level 2,000 0 0 2 3 3 
to be 

4,000 0 0 0 1 1 
Increased by 

$4,000 6,000 0 0 0 0 0 

A comparison of Tables 11 and 12 indicates the following 

points: 

(i) Larger deferments result in the maximum number of years for 

which the expenditure should be deferred being reduced, at 

all income levels. 

(ii) No pattern of deferm.ent followed by subsequent reintroduction 

will ever pay, if the original income level is greater than about 

$5,000. 
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The actual magnitudes of the benefits from using the 

deferred development scheme for one and two year deferments 

are shown in Tables 13 and 14. The costs of reintroducing at 

unfavourable income levels are also shown. 

TABLE 13 

Discounted Benefits ($) at 12 per cent, 
of Deferring $1,000':'. $4,000':<>:' for One Year':":":' 

Income Level to be Reduced 
3,000 6,000 9,000 12,000 15,000 

-,- .. 1 ..... 1 .... -,- .. 1 ..... 1 .. -'- ... 1 ..... 1 ... -'- ......... 1 ... -'- ...I ..... l ... -,- ......... ( .. -,- .. , ...... " -,- "'1"",,' -,- ... , ...... , ... -,- ... ' ...... 1 .. 

0 41 n/a 197 269 273 766 288 909 292 953 

Income 2,000 - 29 n/a 127 -155 204 342 218 485 222 529 
Level 

4,000 -147 
to be n/a 9 -569 85 -72 100 71 104 115 

IncreasEd 6,000 -258 n/a -102 - 801 -25 -304 -11 -162 - 7 -117 

TABLE 14 

Discounted Benefits, ($) at 12 per cent, 
of Deferring $1,' 000':', $4,000':0:' for Two Years':":':>:< 

Income Level to be Reduced 
3,000 6,000 9,000 12,000 15,000 

-'- .. 1 ..... 1 ... -'- .. 1 ...... 1 ... -'- ........ 1 ... -,- .... 1 ..... 1 ... -,- ...1 ..... 1. .. -,- ... , ..... , ... -,- .. I ...... ' .... -,- ... , .... , ... -,- ..., ..... , ... -,- .. , ..... , ... 

0 14 n/a 154 132 223 575 236 702 240 742 

Income 2,000 - 55 n/a 84 -294 153 151 166 278 170 318 
Level 

4,000 -174 to be n/a -34 -706 34 -263 48 -136 52 -96 

Increased 6,000 -284 n/a -145 -939 -76 -496 -63 -369 -59 -329 

':":":' Note regions of negative benefit. 

Tables 13 and 14 clearly indicate the potential for both 

significant gain and also significant los s from deferring larger 

amounts. Also apparent is the considerable reduction in flexibility 

that results from deferring larger amounts. In order to obtain 
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a substantial benefit from deferring $4, 000, the increase in 

incomes must be very great, and this increase must occur as 

soon as possible, preferably within one year. Conversely, with 

the smaller deferment, the potential gains are decreased, but the 

flexibility is increased. In terms of expected values it is likely 

that the smaller deferments will give the greatest potential 

benefits. 

Table 15 demonstrates the elements of the decision 

proces s involved in deciding whether to defer a full $4, 000 develop

ment expenditure, or only $1, 000. Simple probabilities of 

achieving particular income levels in each of the succeeding years 

have been assumed. The example illustrates the way in which 

Tables such as 13 and 14 can be used to weigh up the pos sible 

costs and benefits of a particular course of action. 

TABLE 15 

Discounted Benefits ($ )of Deferring $1, 000 and $4, 000, assuming 
Different Income Levels and Deferment Periods 

Re-
Introduced 

Next Year 
Year after 

Next 

$1, 000 Deferred Expected $4, 000 Deferred 
Income Level when Present Income Level when 

Reintroduced Value of Reintroduced 

$9,000 $6,000 
Discounted 

$9,000 $6,000 
Benefits 

204 127 173 342 -155 

153 84 125 151 -293 

Notes: Calculation of expec ted value of benefits:
$173 = 0.60 x $204 + 0.40 x $127 

Present income = $2, 000 

Next year's income - 60% chance of being $9, 000 

40% chance of being $6, 000 

Similarly for the year after next. 

Expected 
Present 
Value of 
Discounted 
Benefits 

143 

- 26 

The discounted net benefits of deferring $1. 000 and $4, 000 and 

reintroducing them either next year, or the year after that, at $9, 000 

and $6,000, are shown in Table 15. 
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The only situation in which the $4,000 deferment is 

preferable to that of $1,000 is when the high income of $9.000 

is achieved immediately, in the next year, In all other circumstances 

the lower deferment is better. With these particular probabilities 

the expected values also indicate the greater expected benefit to 

be gained from the smaller adjustment (irrespective of whether 

the amount is reintroduced next year. or in the year following 

that). 

5.2 The Income Equalisation Scheme (IES) 

The same procedures which have been developed from 

the analysis of the benefits of using the DDES can be applied to 

the IES. Any deposits made into the scheme have to be withdrawn 

within at most 5 years. This means that, as with the DDES, 

it is nece s sary to consider the proce s ses of deposit and subsequent 

withdrawal as a single 'investment', The circumstances under 

which it is of benefit to deposit a given amount at a certain income 

level and then to subsequently withdraw it will now be determined. 

The IES has es sentially the rever se effect to that of the 

DDES; high levels of current income are reduced by deposits 

into the scheme which are then, hopefully, withdrawn at future 

low income levels. 

Referring to Table 6 and using the same notation as 

before: 

Z ::: 2S - D>:< - Sd + D>:<d - 2 Ed + Ed 
1 n n n+l 

::: (2-d
l

) (S - d
n 

E) - D>:< (1 - d
n

) 

[ThiS may be compared with the expression for Z, for 

the DDES (Z ::: (2 - d
1

) (dnS - E)j 



A :method of analysis si:milar to that used in 5.1 can be 

used to deter:mine the :maxi:mu:m nu:mber of years a given a:mount 

can be deposited in the sche:me and still re sult in a net benefit. 

Suppose D':' = $1 ~ 000 and the discount rate is 12 per cent 

(So 2-d = 1. 1071). 

Then 

Z = L 1071 S - 10 1071 d E - 1 ~ 000 + 1,000 d 
n n 

or Z = 1.1071S - 1,000 - d (LI071E - 1,000) 
n 

Then, for Z) 0 and because 10 1071E - 1.000 < 0, the above 

expression reduces to d > Ro 
n 

where R = 1 . 1071 S - 1, 000 
10 1071E - 1,000 

A table of values of R can be developed leading to tables 

such as Tables 16 and 17 which show the :maxi:mu:m nu:mber of 

years a given deposit :may be left with profit in the IES. 

TABLE 16 

Maxi:mu:m Nu:mber of Years that ~liOOO should be left in the 
Inco:me Egualisation Sche:me - 12 12er cent Discount Rate 

Inco:me to be increased by $1,000 

1,000 3,000 5,000 7,000 9,000 11,000 13,000 

2,000 0 

4,000 1 0 

6,000 3 1 0 

Inco:me to 8,000 4 2 1 0 

be reduced 10,000 4 3 1 0 0 

by $1,000 12,000 4 3 1 0 0 0 

14, 000 5 3 1 0 0 0 0 

16.000 5 3 1 0 0 0 0 



Table 16 shows that if $1,000 is deposited when the income 

is $8,000, then it can be withdrawn at any time up to 4 years, 

provided that during that time it can be applied to an income of 

$1,000 or lesso If the income in that time never drops below 

$3.000 then it can only be withdrawn at a 'profit' if this occurs in 

the first two years, SiITlHarly. if the income does not fall below 

$6.000 it can never be reintroduced at a profit, even if this $6.000 

income occurs in the year immediately following the year of the 

deposit, 

In Table 17 the financial re suits from a deposit of $4,000 

placed with the IES are outlined, As with the DDES the flexibility 

has been substantially reduced by depositing the larger amount. 

If benefits are to be achieved, there have to be very significant drops 

in income and they have to occur almost immediately after making the 

deposito 

TABLE 17 

Maximum Number of Years that ~4, 000 should be left on the 
Income Egualisation Scheme - 12 eer cent Discount Rate 

Income to be Increased by $4,000 

1. 000 3,000 5,000 7,000 9,000 11, 000 13,000 

2,000 0 

4,000 0 0 

Income to 6,000 0 0 0 

be 8,000 2 0 0 0 

Reduced by 10,000 3 1 0 0 0 

$4,000 12,000 3 2 0 0 0 0 

14.000 3 2 0 0 0 0 

16,000 3 2 0 0 0 0 

The actual magnitudes of the discounted benefits Z can 

readily be calculated and Table 18 shows the benefits of depositing 

$4,000 into the scheme for periods of one and two years, 

0 

0 



TABLE 18 

Discounted Benefits $ from. Depositing $4,000 into the 
Incom.e Equalisation Schem.e for 1,2 Years - 12 per cent Discount 

Rate --
Incom.e to be Increased by $4,000 

0 2,000 4,000 6,000 

1 yr 2 yrs 1 yr 2yrs 1 yr 2 yrs 1 yr 2 yrs 

Inc om.e to be 
4,000 -318 604 - 51 7 -943 -1066 -1273 -1275 -1458 

8,000 520 234 141 -105 - 229 - 435 - 419 - 619 
reduced by 

$4,000 
12,000 822 536 443 197 54 - 132 - 135 - 317 

16,000 877 592 499 252 129 - 77 - 79 - 262 

Table 18 clearly shows the m.agnitudes of the potential 

los ses through withdrawing the m.oney from. the schem.e at unsuitably 

high incom.e levels, It also clearly dem.onstrates that this level of 

deposit ($4,000) will never be worthwhile if incom.e levels never 

fall below $5,000, It also shows the rapid rate at which the potential 

benefit falls off as the m.oney is left in for two years, rather than one. 

5.3 Nil Standard Value Reserve Schem.e (NSVRS) 

Once a base value has been established for stock num.bers , 

this schem.e allows further stock to be entered at zero standard value. 

For each sheep that is added in a given year the use of the schem.e 

can result in an income reduction equal to the current standard value 

of the anim.aL In periods of rapid build-up of a herd or flock, 

substantial reductions in reported earnings can be achieved. 

Full details of this schem.e are. as with the other schem.es, given 

in Staples, 

Use of the schem.e reduces incom.e but, in contrast to 

both the IES and the DDES there is no tim.e Um.it. That is, there 

is no requirem.ent to increase the values of the anim.als to their 

norm.al standard values, provided that num.bers do not fall below 

the base figure. 



The benefit of the schem.e is im.m.ediate, and such that 

(referring to Table 6) 

Z = 2S - Sd
1 

or Z = (2 - d
1

)S 

If. for exam.ple, stock num.ber s are increased by 500 sheep 

at a norm.al standard value of $4. and the incom.e would have been 

$12,000, then the actual incom.e returned would be $10,000 0 

Therefore, 

S = tax on $12,000 - tax on $10,000 

4547 - 3562 = 985 

At a 12 per cent discount rate. (2 - d
1

) = 101071. 

Thus Z, the discounted benefit = $1, 0900 

Many accountants have argued that. in the years of low 

profitability, these zero standard values should be increased to 

their norm.a1levels. thus resulting in the payrn.ent of extra taxo 

It is difficult to see any justification for thiso The extra tax can 

be delayed indefinitely although it m.ay have to be paid on sale of 

the farm.. Even in this case, however. there are very flexible 

provisions for spreading the am.ount of tax due, Given past rates 

of inflation, the real value of the extra cost at that tim.e in the 

future will be alm.o st negligible com.pared with the im.m.ediate benefit 

received from. use of the schem.eo 

The NSVRS offers the greatest benefit and should be used 

whenever possible, An exception to this statem.ent is when its 

use would result in a net loss being reportedo This situation will 

be discus sed later, The only other exception is when im.m.inent 

sale of the farm.. or death of the owner, can be anticipatedo 
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5 0 4 Use of an Estimate when Paying the Second Instalment 
of Provisional Tax 

Normally the second payment of provisional tax in 

March is based upon the last return of income, 1. eo the one filed 

in the previous November for the last tax year. In a situation 

where income is increasing it is obviously advantageous to the 

farmer to base his tax payment, in this way, on the (lower) income 

of the previous year 0 If however the current income is substantially 

lower than the income for the previous year, he will be paying more 

than he ne ed be 0 The Inland Revenue however allow the farmer to 

base his second pay"'tnent on an estimate of his current income 9 

rather than on last year! s return (the normal procedure). They 

emphasise the fact that if the estimate turns out to be inaccurate 

a penalty will have to be paide 

In practice it would appear from discussions with advisers 

and accountants that only a relatively small proportion of farmers 

in fact use this facility in years of decreased income. The benefit s , 

however, can be very substantial and the penalties minimaL As 

was shown in Table 6, the use of an estimate results in an immediate 

tax saving in the year in which it is applied, followed by the same 

amount extra in the following year, as an increase in terminal tax. 

The discounted net benefit is therefore 

Z ::: S - Sd 
1 

or Z ::: (1 - d
1

) S 

A table of benefits can be drawn up showing the result of using an 

estimate at different levels of income for the previous year and at 

various estimated incomes for the current year 0 The estimate 

can be revised at any time up to the actual payment of the provisional 

tax in March, by which time most farmers will have a relatively 

accurate knowledge of their likely income for the current year. 

Table 19 shows the benefits to be gained, assuming a 12 per cent 

discount rate. 



TABLE 19 

Discounted Benefits of Using an Estim.ate - 12 per cent Discount Rate ($) 

Estim.ate of Present Incom.e 

0 4,000 8,000 12,000 16,000 20,000. 24,000 28,000 32, 000 38,000 40,000 44,000 

4,000 98 0 

8,000 275 180 0 

12,000 487 388 209 0 

16,000 701 603 423 214 0 

Previous 20,000 915 817 657 428 214 0 
w ...... 

Incom.e 24,000 1129 1031 851 643 428 214 0 

28,000 1343 1254 1065 857 . 643 428 214 0 

32,000 1557 1459 1279 1071 857 643 428 214 0 

36,000 1771 1673 1443 1285 1071 857 643 428 214 0 

40,000 1985 1887 1707 1500 1285 1071 857 643 428 214 0 

44,000 2199 2101 1921 1714 1500 1285 1071 857 643 428 214 0 
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The scales in Table 19 have been extended considerably 

compared with the Tables produced for the other schemeso This is 

because. in contrast with those. the benefits of using an estimate 

increase with income and are greatest when spanning the region of 

highest marginal tax rateo The table also shows the still very 

substantial benefits to be gained at the lower income levels 9 Ie s s 

than $20,000 0 These are greater than most of the discounted benefits 

to be gained over the same region with the IES or DDES. As will be 

discussed later. the benefits shown should be even greater at higher 

discount rates. 

5.5 Penalty for an Incorrect Estimate 

If the estimate in fact proves to be less than 80 per cent of 

the actual income. a penalty has to be paid. This amounts to 10 per 

cent of the difference between the tax actually paid and that which 

would have been paid on 80 per cent of the true income. The benefit 

from making an estimate comes from the drop in income from a 

previous high level to an estimated low. The penalty applies only to 

the extent by which the estimate deviates from the actual income by 

more than 20 per cent. This discrepancy will not be known until the 

actual tax return is made out in the following November. and the 

penalty (if any) will then be paid with the second provisional and 

terminal tax in the following March. The penalty therefore is always 

likely to be both small in absolute and relative size, and because of 

the delay in payment its discounted value will be even less. An 

example will illustrate the relative magnitudes of the potential benefits 

and penalties. 

Example: 

Previous income 
Estimated present income (a substantial drop) 

Reduction in income on which 2nd payment of provisional 
tax is based 

Reduction in tax payment 

. '. Discounted benefit::::: 12,500 x (1.0 - 0.8929) 
(at discount rate of 12 per cent) 

= 12,500 x 0.1071 
= $1339 

$40,000 
$15,000 

$25,000 

$12,500 
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Situation 1: 

Suppose the actual inc orne was $20,000 

The penalty for making an incorrect estimate will now be calculated, 

80 per cent of actual income 

Estimate income 

Tax on 80 per cent of actual income 

Tax on estimated income 

, '0 Extra tax 

Penalty::: 10 per cent of extra tax 

Discounted value of penalty::: $50 x 0,8929 ::: $45 

$16,000 

$15,000 

$ 6,547 

$ 6,047 

$ 

$ 

500 

50 

Therefore in this case, net benefit of making the estirnate $1,294 

Now consider a more extreme case of the above example to 

further demonstrate the relative insignificance of the possible penalty, 

In practice it would be extremely unlikely that such a large error 

would be made in estimating the current income, 

Situation 2: 

Suppose the actual income was $35, 000 but the estimate 
was $15,000, 

80 per cent of actual inc orne 

Estimated income 

Tax on 80 per cent of actual income 

Tax on estimated income 

Extra Tax 

Penalty 10 per cent of extra tax 

Discounted value of penalty::: $650 x 0,8929 ::: 

Therefore, net benefit is still approximately 

$28,000 

$15,000 

$12,547 

$ 6,047 

$ 6,500 

$ 650 

$ 540 

$ 800 

In the situation where income is known to be decreasing it 

will always be worth making an estimate and basing the second tax 

payment on this. Even in the unlikely event of the estimate being les s 

than 80 per cent of the actual income, the penalty will be insignificant. 

One of the greatest benefits will be that of reducing liquidity problems in 

the year of low income by avoiding substantial overpayments of tax, 
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6. CHOICE OF AN APPROPRIATE DISCOUNT RATE 

AND ITS EFFECT ON THE BENEFITS FROM 

THE VARIOUS SCHEMES 

6.1 Opportunity Co sts and Inflation 

On many farms there will be a very real opportunity 

benefit or cost associated with having more or less money available 

immediately for purchasing of additional stock. for carrying out 

neces sary development work and so on. The increase in output 

derived from these investments could well give an opportunity cost 

of 20 per cent to the extra money released by judicious use of the 

schemes. At the other extreme a tenant farmer who is on the 

point of retiring would have an opportunity cost only related to 

off-farm investment. Depending upon where such money was 

deposited, the opportunity cost could range from about 5 per cent 

upwards. 

In the current inflationary situation, which seems likely 

to continue. the effect of inflation in reducing the real value of 

future dollars cannot be ignored. This can be important if the 

depositing of a substantial amount into the IES for four or five 

years is being contemplated. The rate which has been as sumed in 

the analysis, for illustrative purposes has been 12 per cent. It 

is important to consi.der the effect of as suming either higher or 

lower discount rates. The following discus sion will refer to 

increases in discount rates. (I\.everse effects will apply to 

reductions in the discount rate.) Appendix II illustrates the 

effect of using a discount rate of 8 per cent. 

6.2 Deferred Development Expenditure Scheme (DDES) 

Z = (2 - d
1

) (Sd
n 

- E) 

d n ;> ~ for Z > 0 

o E 
Table s 5 and 6 showed the ratIOs of S for deferments 

of $1. 000 and $4. 000 and it was illustrated how an increase in 



discount rate froITl 8 per cent to 16 per cent decreased the flexibility 

by reducing the ITlaxiITluITl length of tiITle for which the expenditure 

could be deferred. Higher discount rates for this scheITle therefore 

iITlply reduced absolute benefits and reduced flexibility. The 

discounted benefits shown in Tables 13 and 14 would therefore be 

substantially reduced o This in turn iITlplies that if any significant 

benefits are to be achieved froITl the use of the scheITle, the range 

of incoITle ITlust be even wider and the tiITle for which a given aITlount 

is deferred ITlust be even lesso 

Discount rates higher than 12 per cent therefore result in 

there being, in practice. only a very liITlited and unlikely cOITlbination 

of circUITlstances which would result in any benefit. 

6.3 IncoITle Equalisation ScheITle (IES) 

Z = (2 - d )(S - Ed ) - D':'(l - d ) 
1 n n 

In this case it is found once again that an increase in the 

discount rate results in a reduction in the flexibility of the scheITleo 

To obtain the saITle discounted benefit. a given aITlount of ITloney has 

to be reintroduced soonero This is largely because the ITlajor 

cOITlponent of the benefit to be gained froITl the scheITle COITles when 

the deposit D':' is withdrawn. and can once again be used o 

discount rates, the sooner this occurs the better. 

6 0 4 Nil Standard Value Reserve Sche:r'n.'e (NSV~l_ 

Z ::: (2 - d
1

) S 

At high 

As the discount rate increases then d
1 

decreases in value 

and so Z increases. The higher the discount rate, the greater the 

benefit, although beyond 12 per cent relatively large increases in 

discount rate will only bring relatively sITlall additional increases 

in benefit. 



6.5 Use of an Estimate 

Z = (1 - d ) S 
1 

36. 

The same argument applies in this case as with the 

NSVRS. At high discount rates the benefit will be increased. 

This is a particularly important effect because in contrast to 

the NSVRS the magnitude of S when making an estimate can be 

quite large and so the benefit will be significantly increased in 

absolute terms. 
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7. USE OF THE SCHEMES IN A LOSS SITUATION 

AND AT HIGH INCOME LEVELS 

7.1 Loss Situations 

The system of tax exemptions was partly replaced in 

the June 1973 budget by rebates. The same general principle 

however is likely to apply as with exemptions; while trading 

losses can be carried forward to reduce the incomes of future 

years, tax exemptions and rebates cannot. It is therefore 

desirable to use the schemes to increase income in a loss year 

in order to utilise the income reducing benefits of the se exemptions 

and rebates before they are lost. The effect of loss years on 

the benefits of using the schemes will be discus sed in relation 

to the system of exemptions prior to 1 st April 1974 in order to 

illustrate the principles involved. 

Deferred Development Expenditure Scheme (DDES) 

Any expenditure deferred increases the level of income. 

If deferred in a loss year, rather than in a year of positive trading 

income, the effect of it being introduced at that time is: 

(i) The increase in income is equal to the amount 

deferred, less the amount of the exemptions. 

(ii) To defer the payment of the extra tax until such 

time as the taxable income (after carrying forward 

trading losses) is positive. 

(iii) The significant delays involved in utilising tax los ses 

in this way means that the discounted benefits are 

likely to be relatively small. 

In general it is desirable to utilise tax losses in this way, 

provided that the development expenditure deferred is reintroduced 

as soon as possible, preferably as soon as profit becomes positive 

again. 
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IncoITle Equalisation ScheITle ~IES) 

Withdrawals froITl the scheITle increase the taxable incoITle 

and so can be used to eliITlinate losses o The original deposit has 

to be withdrawn at SOITle tiITle, so the question is whether it should 

be withdrawn in a los s year. or in a year of positive taxable 

incoITle o 

The effect of withdrawing in a loss year is siITlilar to that 

of the DDES. 

(i) The increase in incoITle is equal to the aITlount 

withdrawn, les s the aITlount of the exeITlptions. 

(it) The paYITlent of the extra tax is paid while losses continue. 

These benefits of being able to withdraw deposits in loss 

years, rather than in positive incoITle years. are unlikely to be 

very great. They are sufficient to ITlake it worthwhile, but not 

great enough for withdrawal to be deliberately delayed until a 

prospective loss year. The continued loss of use of the ITloney 

while it reITlains in the scheITle will usually cost ITlore than any 

advantages froITl utilising the tax exeITlptionso 

Nil Standard Value Reserve and Making an EstiITlate 

These two scheITles are not relevant in a loss situation 

as they serve to adjust incoITles downwards. 

702 High IncoITles 

Significant benefits can only be gained froITl the DDES 

or the IES. if incoITle at SOITle tiITle is below about $4. 000 0 

Many farITlers will rarely have incoITles as low as thiso 

In this case.. it would be unwise to consider using either of 

these schemes at alL Benefit is only gained froITl these 

scheITles when a range of different ITlarginal ta.x rates is spanned. 

For farITlers who consistently have incoITles in the higher 

ITlarginal tax regions (froITl $8.000 upwards) significant benefits 

can be gained froITl use of the NSVRS and, ITlost iITlportantly. by 

ITlaking estiITlates whenever incoITle is decreasing. 



8. USE OF THE SCHEMES IN COMBINATION 

The analysis so far has concentrated upon the benefits 

and costs as sociated with using individual schemes in isolation, 

It is of course pos sible to apply more than one adjustment to the 

income in a particular year 0 This combination of the effects of 

different schemes can readily be represented and the overall 

benefits analysed, In all uses. the effects are purely additive 

and so can be combined, Two examples will illustrate the way 

in which such analysis can be carried out. 

8. I Estimate plus Income Equalisation Scheme 

As sume the following situation: 

Income suddenly decreases from $20,000 to $2,000, 

Consider the effects of 

(i) Making an estimate, 

(ii) Using the IES, 

. (iii) Making an estimate plus using the IES. 

(i) Estimate Alone 

Tax on $20,000 .- $8,547 

Tax on $2.000 = $ 372 

Tax savings = $8.175 

Cash Flow from 120/0 Discount Present 
Making Estimate Factors Value 

Decision Year 8,175 1 8,175 

Next Year - 8,1 75 00893 -7,300 

Net Present Value = + 875 



(ii) IES Alone 

The assumption is made that $9.000 is deposited into 

the IES and withdrawn in the following year. 

Tax on $20,000 = $8,547 

Tax 0 n $11 9 000 = $4,052 
, 

Tax "saving" := S $4,495 , 0 = 
Tax on $2,000 = $ 372 

Tax on $11,000 - $4,052 
, 

"Extra" tax = E $3,680 , . = 

The following summary illustrates the discounted benefits of 

using the scheme: 

Net I 120/0 
Deposit Withdraw Cash Disc. 
$9,000 $9 000 Flow Fact. 

Decision Year 2 x 4495 - 9,000 -10 1 

Next Year -4495 -2 x 3680 + 9000 -2855 0,893 

Year after 
+3680 +3680 0.797 

Next 

Net Present Value := + 374 

(iii) Making an Estimate plus using the IES. 

It is assumed that $9,000 is deposited into IES; the 

income reported is then $11, 000; the estimate is that income 

will be $2,000 and tax is paid based on that estimate, 

Present 
Value 

-10 

-2549 

2933 

As income is $2,000 there is no penalty. Then withdraw 

the $9,000 from IES, thus increasing income retrospectively to 

$11,000. 

IES Effect Tax on $20,000 = $8,547 

Tax on $11, 000 .- $4, 0.52 
. 

Tax "saving" S := $4,495 (as in (ii) ) . . 
Tax on $2,000 = $ 372 

Tax on $11,000 = $4,052 
. 

Extra tax E $3,680 . 0 = 
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Estimate Effect 

Tax on $11.000 ::: $4,052 

Tax on estimate of $2,000::: $ 372 

... Tax "savingll S - $3,680 

The following summary illustrates the discounted benefits 

of using an estimate plus the IES in combination. 

Make Net 120/0 Present 
Deposit Esti- Withdraw Cash Disc. 
$9,000 mate $9000 Flow Fact. Value 

Decision Yr 2 x 4495 - 9000 +3580 3670 1 +3670 

Next Year -4495 -3680 -2 x 3680 + 9000 -6535 00893 -5836 

Year after 
+3680 +3680 0.797 +2933 next 

Net Present Value::: 767 

It can be seen from this example that recognition of the 

standard I patterns 1 for the incremental cash flows has enabled the 

alternatives to be quickly and simply evaluated. This particular 

example has also shown how it is still advantageous to use an estimate. 

compared with the IES alone. 

8.2 Making an Estimate plus Nil Standard Value Reserve Scheme 

The following example shows how an estimate can be used in 

conjunction with the NSVRS if this produces a drop in income o 

Suppose that stock numbers are being increased in a given year, to 

the extent that their total standard value will have increased by $6.000, 

by the end of the year. It is therefore proposed to include these in 

the final return of income for the current year, at zero standard value. 

Suppose the income for the current year would have been $20,000, if 

the NSVRS had not been used. Instead it will now be $14,000 0 

Tax on $20,000 = $8,547 

Tax on 14.000 = $5,547 
0 

Tax 11 s a vi ng s II S $3.000 0 . ::: 
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Suppose income in the previous year had been $19. 000 0 

If the NSVRS is used the current income win be $149000 9 rather 

than $20, 000, The use of this reserve win therefore result in 

a drop in income frorn the previous to the current year and it become s 

beneficial to use an estiITlate o (Before the adjustITlent there was an 

increase from $19,000 to $20.,000 and so no advantage would have 

been gained frOITl using an esti:mateo ) 

Tax on $19, 000 

Tax on $14, 000 

- $8.047 

- $5,547 

.'0 The "saving r, frorri estimate - $29500 

The combined effect of the two schemes is as follows: 

Assess- Effect on Cash Flow 12% 
able Adjusted Stock Estimate Net Disco 

Income Income Increases Effect Fact. 

Discounted 
Cash 
Flow 

Previous 
19,000 19 .• 000 Year 

Estimate 
for 
current or 20,000 14,000 +2 500 .' ~.9 500 3 2,500 
decision 
year -
Use NSV 

+2 x 3, 000 -2.,500 3,500 0, 893 3,125 
next yr -
Year 
after -3,000 -3,000 00797 -2,391 
Next i . 

Net Present Value:=: + 3234 

The two exarnples in 801 and 8.2 have shown how. in 

specific situations, the cash flow patterns £rorn individual schemes 

can be combined, They have also demonstrated the relative 

magnitude s of the di scounted net benefits to be gained, The benefits 

could have been further increased if lower estimates had been m.ade. 

The figure specified could always have been 80 per cent of the 

expected inco:me, without incurring any penalty. 
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9. A SUMMARY OF THE EFFECT OF USE OF THE SCHEMES 

ON THE OVERALL CASH FLOW SITUATION 

The analyses presented in this report have concentrated 

on the increases or decreases in the annual cash flows as a result 

of using the schemeso They have demonstrated the circumstances 

under which benefits can be derivedo Attention has been concentrated 

on the discounted net benefits of using the schemeso As a result 

certain general conclusions have been drawn as to how the schemes 

should be used. It is now important to summarise these and to 

consider the actual effects on the actual annual cash flows of using 

the schemes in the ways that have been suggested. 

9.1 Deferred Development Expenditure Scheme 

Defer 

(i) 

Decision Year -2 x E 

Next Year -E 

Decision Year 

Next Year 

Reintroduce 

+2 x S 

-S 

It has been, found for this scheme that: 

No amount should be deferred unless it is likely 

that it can be reintroduced at a high income level within 

the next two or three years o 

(ii) No amount should be deferred if current income 

levels are greater than about $5» 000. 

(iii) Small amounts are preferable because of 

(a) only a relatively small reduction in potential benefit 

(b) considerable increase in flexibility. 
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These points iITlply that 

The requireITlent for extra tax E, will be relatively 

sITlall (sITlall deferITlents. low tax rate at low incoITle 

levels) and hence even 2 x E will not be excessive. 

(il) The requireITlents for 2 x E COITles at a tiITle when 

( iii) 

it can probably be afforded (1. e. it follows a low incoITle 

year when it would only have been deferred if higher incoITle 

levels had been anticipated in the iITlITlediate future). 

Hence the current year I s incoITle is probably relatively high. 

The reintroduction of the expenditure will re sult 

in an increase in cash flow of 2 x 8 (reduction in the 2nd 

provisional tax payITlent and a reduction in terITlinal tax) 

and will siITlply iITlprove an already good cash position, 

(1. e. would only be reintroduced following a year of high 

incoITle). 

9.2 IncOITle Egualistion 8cheITle 

(i) 

Decision Year 

Next Year 

Decision Year 

Next Year 

Deposit 

+2 x 8 - D':' 

-8 

Withdraw 

-2 x E + D':' 

+E 

It has been found for this scheITle that: 

No aITlount should be deposited unless it can 

subsequently be reintroduced at a very low incoITle level 

(less than about $4,000) within the next two or three 

years at ITlost. 

(il) No aITlount should be deposited if current incoITle 

level is less than about $8,000 - $10,000. 
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(iii) Small deposits are preferable because (like the 

( iv) 

(i) 

(ii ) 

( iii) 

(iv) 

DDES) they result in: 

(a) only a relatively small reduction in potential benefit 

(b) a considerable increase in flexibility (a maximum 

time that the deposit can be . left in and a wide range 

of income levels over which it can still be withdrawn 

at a net profit) 0 

Substantial benefits can only be obtained from the 

scheme at: 

(a) relatively low average income levels 

(b) if there are very substantial variations in income 

from year to year 0 

These points imply that: 

The initial benefit, in the decision year, will be a 

relatively small cost (Income is high, therefore S is close 

to, or equal to, 50 per cent of D':' , therefore 2 x S - D':' 

will be small and -< 0) 0 

There will be a small benefit in the year when the 

deposit is withdrawn. The magnitude will be greater than 

the cost incurred at the time of deposit (Income is low~ 

therefore there will be a low marginal tax rate and 2 x E 

will be significantly les s than D*). 

The principal effect of the depo sit on the cash 

flow is the high cost of S in the year following the deposit, 

due to extra terminal tax. 

The principal effect of withdrawal is the relatively 

large benefit of E in the year following the withdrawal, 

again due to terminal taxa 

Effects (iii) and (iv) are contrary to the intuitive and commonly 

held idea that a deposit into the IES results in a substantial benefit, 

and the withdrawal results in acosta 



9.3 Nil Standard Value Reserve Scheme (NSVRS) 

Assume a decision has been made to set stock at zero value: 

Decision Year +2xS 

Next Year -S 

For this scheme: 

(i) Benefits always accrue. 

(ii) Maximum benefit is gained at the highest income levels 

(i. eo when S is at a maximum for a given amount of income 

reduction). 

(iii) Usually there is no question of reintroducing the amounts 

placed in reserve. 

These points imply that: 

(i) The benefit comes immediately and at a time when 

income may be either high or low and, therefore, is always 

of some use, 

(ii) There is no disadvantageous effect on the cash flows 

(amounts are never reintroduced and the requirements for 

S is small in relation to the benefit of 2 x S received in 

the preceding year). 

9.4 Making an Estim.ate of Current Income when Income 
is Decreasing 

Decision Year 

Next Year 

+S 

-S 

It has been shown for this scheme that: 

(i) Estimates of current income should always be used when 

income is decreasing. 

(ii) The effect of the estimate is greatest at high income levels 

(in contrast to the IES and the DDES). 
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(iii) The size of the discounted benefit can be considerable 

in corn.parison with the IES and DDES. 

(iv) The benefit is significantly greater than any possible 

(i) 

(ii ) 

penalty. 

These points irn.ply that: 

It is significantly rn.ore effective as a general 

Ilincorn.e equalising II device than the IES. 

The benefit is received irn.rn.ediately, it is usually 

substantial, and it corn.es at a tirn.e of low actual incorn.e 

when it can be of rn.o st use, 

(iii) The estirn.ate can be rn.ade with the near certain 

knowledge that the net effect will be beneficial. 

(iv) The size of the penalty, if any, is likely to be 

insignificant. 

( 



lO. SOME COMMENTS ON THE COMPULSORY USE OF THE 

INCOME EQUALISATION SCHEME 

It is concluded that there are relatively few situations where 
I 

substantial deposits into the IES can be of benefit to the farmer. Any 

tax savings are generally more than offset by the fact that no interest 

is paid on the deposit, and the money cannot be used while it remains 

in the scheme. In most circumstances, to deposit money into the 

scheme will therefore lead to substantial real losses on the part of 

each farmer, unles s the money is withdrawn as soon as pos sible. 

A compulsory scheme, such as talked about in 1973, if it had been 

enforced, would have required the money to be withdrawn gradually 

over a period of five years. In the light of the analysis in this 

paper this delay in withdrawing the money would clearly have been 

disastrous in terms of its effect on the discounted Ilbenefitll of 

making the depo sit. 

It was therefore essential for the farming community to 

make voluntary deposits, in order to avoid the very real threat of 

a compulsory scheme. For most farmers, these deposits should 

be withdrawn as soon as possible if the substantial costs of leaving 

the money in the scheme are to be avoided. 

Many of the farmers who have made the largest deposits 

are unlikely to have very low incomes in the immediate future. 

As these farmers can therefore never receive any benefit at all 

from their deposits the total cost to the farming community of 

being forced to deposit $83,000,000 will already have been very 

substantial. The scheme is possibly useful as an anti-inflationary 

policy tool, but it should be clearly recognised as such and not as 

a scheme of any great benefit to farmers. 



11. INCOME EQUALISATION FOR ITS OWN SAKE 

Many accountants, advisers and government officials talk 

in terms of the advantages to be gained from "equalising incomes'!. 

They often recommend the relatively haphazard use of the various 

schemes either singly, or in combination. This can be a very 

confusing and expensive practice for the average farmer. 

The existing system of provisional and terrninal tax results 

in an amplification of any variation in pre-tax income and an 

irregular and often undesirable pattern of cash requirements for 

paying the tax. To overcome some of the difficulties caused by 

such fluctuations in tax demands the various schemes were intro

duced. At this time income levels were generally much lower, 

the variation in marginal tax rate s was much greater and therefore 

benefits could probably be gained by farmers from use of the IES 

and deferred development or fertiliser expenditure schemes, 

The situation has now changed. It has been seen that. 

in actual fact, it is now not always easy to use these schemes to 

improve the situation. Adjustments should be only made which 

will show a net benefit within the framework defined by the various 

delays and distortions which characterise the tax system. 1£ a 

positive net benefit cannot be shown by any adjustment then it is 

not valid to attempt to equalise incomes. The tax should just 

be paid. 

Almost all of the anomalies and problems which now 

arise could have been avoided by a system of averaging incomes, 

Tax payments would be predictable, changing only slowly over 

the years and tax planning would be greatly simplified, However, 

to change from a system where farmer s are 'up-to-date' or even 

'ahead I of their tax payments to one where they were 'behind' would 

cause considerable funding problems for the Inland Revenue 

Department, Such a change would have to be introduced by a 
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process of extending the averaging period by one year at a ti:rne 

over say a six year period. The principle behind income 

equalisation is good, provided that any move towards it by use 

of the schemes can be shown to be of benefit, using the guidelines 

which have been developed. Within the current taxation structures 

it is not a realistic objective in its own right. 
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12. SUMMARY AND CONCLUSIONS 

A num.ber of both specific and general points have been 

made in this analysis of the various ways of achieving some equal-

isation of incomes. The specific points concerning particular 

schemes have already been summarised in the section which described 

the cash flow patterns resulting from the use of the schemes. This 

analysis will therefore conclude with a set of general guideline s. 

For tax planning, in a specific farm situation, the systematic 

approach using the incremental cash flow procedure which has been 

developed should be used. Although the tables which have been 

developed only show a limited number of situations, other tables at 

appropriate discount rates can quickly be constructed, using the 

same approach. These can be used to obtain general guidance on 

the use of the schemes. The incremental cash flow procedure can 

then be applied quickly to evaluate any particular set of circumstances. 

As future changes in the marginal tax rates occur Tables 7 

and 8 can be reworked. to give the new values of Sand E. The 

incremental patterns of Table 6 can then be used to evaluate the 

benefits of using a particular scheme. The method of analysis 

will be unchanged provided that the present system of provisional 

and terminal tax remains the same. 

Guidelines for Income Equalisation 

(i) Income equalisation should not be an end in itself. 

The objective should be to make only those adjustments to 

income levels which directly re sult in a discounted benefit. 

(ii) Any use of the various schemes should be considered as 

an 'investment' and should be judged as such (1. e, the deposit 

and withdrawal from the IES have certain cash implications 

and the whole pattern should be considered - not an independent 

assessment of the deposit and the withdrawal as each situation 

arises), 
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(iii) The use of e sti:mates when inco:me levels are falling is 

always beneficial. The expense of having proper esti:mates 

prepared by an accountant will nor:mally be :more than justified. 

Accountants should be encouraged to explore the opportunities 

offered in this area. 

(iv) The use of esti:mates should take priority over :methods 

of reducing tax pay:ments, particularly at high inco:me levels. 

Possible penalties for incorrect esti:mates will usually be 

insignificant. 

(v) The NSVRS should be used whenever possible, 

particularly where inco:mes are continuing to increase -

esti:mates and IES are useful only when inco:me is decreasing. 

(vi) If inco:me is decreasing by a significant a:mount, esti:mates 

should nor:mally have total priority. 

(vii) The use of the IES :must be short ter:m. 

(viii) The a:mount of deposit into IES, and of D DES should be 

H:mited, so as to :maintain flexibility. 

(ix) The actual b§nefits fro:m use of the IES or DDES at 

typical far:m inco:me levels are likely to be s:mall. 

(x) All losses should be e1i:minated whenever possible, 

either by use of DDES or by withdrawing the deposit fro:m 

IES if inco:me has just dropped (personal allowances or rebates 

cannot be carried forward). 

(xi) It is unlikely to be worthwhile to delay withdrawalfro:m 

IES until an expected loss year. 

(xii) DDES during loss years should be reintroduced as 

quickly as possible. 

(xiii) All use of sche:mes should be kept as si:mple as possible 

and restricted to the situations defined above. ~uch unnecessary 

ti:me, paperwork and expense can be saved in this way. 
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(xiv) The effects of combinations of use of the schemes can be 

quickly evaluated using the additive properties described. 

(xv) The specific conclusions which have been drawn have 

been based on a 12 per cent discount rate. At higher rate s 

the DDES and the IES become less attractive, while the 

NSVRS and the making of estimates become significantly more 

attractive. At rates lower than 12 per cent the converse 

applies. Appendix II contains a set of tables reworked at an 

8 per cent discount rate, in order to show the sensitivity of 

some of the conclusions to the actual rate used. 

An attempt has been made in this study to develop a 

systematic approach to the use of income equalisation schemes 

in tax planning. The objective has been to make certain basic 

observations on the effects of using the various schemes, and then 

to extend these to a set of general guidelines which can be applied 

to all situations. It is hoped that this analysis will stimulate 

discussions amongst accountants, farmers and their advisers and 

lead to a more logical and systematic use of these schemes in the 

future. 
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APPENDIX I 

Principal New Zealand Income Adjusting Schemes 

Deferred development expenditure scheme 

Most Capital expenditure on farm development is tax 
deductible. However under the scheme the deduction may be 
deferred in whole or in part for up to nine years. If land on 
which development expenditure has been claimed is sold within 
five years of such claim, the claim becomes assessable income. 

Income equalisation scheme 

In years of high income a taxpayer may deposit sums 
tax free and withdraw them at a later period to then become 
assessable income. 

The minimum deposit period is one year and the 
maximum normally five years. 

Nil standard value reserve scheme 

Farmers may adopt a standard value for livestock 
(except those used in livestock dealing). The average value 
placed on a class of livestock in the district is generally acceptable 
as a standard value. 

The nil standard value scheme is designed to encourage 
farmers to increase stock numbers by delaying tax on increased 
stock until it is disposed of, The scheme works as follows: 

(a) A basic number of livestock is established. 
This is the greater number of stock held in one 
of the previous two years. 

(b) Any increase s in stock above the basic number 
rna y be brought in at nil value. 

(c) Where stock number s fall below the basic number 

(d) 

a compensating decrease in other stock at nil value 
must be made. 

Stud stock are not eligible. 
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Estimate of income 

A provisional taxpayer who thinks his current income 
will be les s than his previous year's income may estimate 
current income and pay provisional tax accordingly. A 
re- estimate may be made up until the time the last instalment 
is due. However a penalty is normally payable if the estimate 
is less than the previous year's income and less than 80 per 
cent of the actual current income. 
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APPENDIX II 

The Effects of Assuming a Discount Rate of 8 Per Cent 

TABLE Al 

Maximum Number of Year s for which $4.000 Development Expenditure 
should be deferred - 8 per cent Discount Rate 

Income level to be Reduced by $4,000 

3 000 6 000 9 000 12 000 15 

0 0 4 8 9 

Income level 2,000 0 0 4 5 
to be 

4,000 0 0 0 1 
Increased 
by $4,000 6,000 0 0 0 0 

Note: 

1. Compare with Table 12 at 12 per cent discount rate. 

2. The lower discount rate has not affected the earlier 
conclusions that $4, 000 should never be deferred, 
if the current income level is greater than about 
$5,000. It has only affected the flexibility of use 
of the scheme by extending the period which can elapse 
before income reaches a high enough level for the 
expenditure to be reintroduced. 

000 

9 

5 

2 

0 
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TABLE A2 

Discounted Benefits, at 8 per cent. of deferring $1! 000':< and $4,000':0:< 
for Two Years. Note regions of negative benefit 

Income level to be reduced 

3,000 6,000 9,000 12,000 15,000 
"- .. 1 ..... 1 .. "- .. 1 .... 1 .. "- .. 1 .... 1 .. "- ..1 .... 1 ... "--.' .......... 1 .. -.' ... , ...... 1' .. -.' "1"",' -., .. 1" ........ -., 

0 30 n/a 175 212 276 673 260 807 265 

Income 2,000 - 38 n/a -107 -200 178 262 192 395 198 
Level to 

4,000 -152 n/a 7 - 602 -63 140 77 6 83 - -
be 
Increased 6,000 -260 n/a -115 - 827 -44 -365 -30 -232 -24 

Notes: 

1. Compare with Table 14 at 12 per cent discount rate. 

2. The magnitude of the individual benefits has been increased, 
but not to any very great extent, the maximum amount being 
approximate $130 (in the case of a $4,000 deferment). This 
would have resulted in an increase in cash requirement for 
tax, in the year in which it was made, of the order of 
2 x $13,000 = $26,000. The desirability of using the 
scheme in this has therefore not been greatly affected 
by the as sumption of the substantially lower discount rate. 

... 1 ..... 1 .. ... , .......... 

848 

437 

35 

-190 
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TABLE A3 

MaxinlUm Number of Years that ~41 000 should be left in the 

Income Egualisation Scheme - 8 per cent Discount Rate 

Income to be increased by $4,000 

1 000 3 000 5 000 7 000 9 000 11 000 13 

2,000 0 

4,000 0 0 

Income to 6,000 1 0 0 

be reduced 8,000 3 0 0 0 

by $4,000 10,000 4 2 0 0 0 

12,000 5 2 1 0 0 0 

14, 000 5 3 1 0 0 0 

16,000 5 3 1 0 0 0 

Notes: 

1. Compare with Table 17 at 12 per cent discount rate. 

2. The maximum level of income at which the $4,000 
can no longer be reintroduced has only been 
marginally increased, to just over $5,000. The 
flexibility of use of the scheme, provided it is 
reintroduced at these low income levels, has been 
increased by the use of the lower discount rate. 

000 

0 

0 
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APPENDIX III 

The Effect of Multiple Ownership on the Benefits to be 
Gained from the Scheme s 

The effect of the partnership structure is to divide 

the total farm income into components which are individually 

assessed to tax purposes. By reducing incomes to lower 

levels it may then become possible to utilise schemes such 

as the DDES and the IES to greater advantage. In such a 

situation the procedures that have been outlined can be applied 

to each income individually to determine the total extent of this 

benefit. 
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