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Draft Cabinet paper: COVID-19: Tax measures

Introduction

1. This report sets out tax measures that can be implemented as part g
Government’s response to the economic impact of COVID-19. Officials see

agreement to implement these proposals. Attached is a draft paper for

that seeks the agreement of the Ad Hoc Cabinet Committee on COVID-
the measures.

2. The measures include the following:
2.1 Remission of use of money interest (UOMI); and
2.2  Expanding Inland Revenue’s information shati @rs to support the
response to COVID-19.
3. In addition to the above, officials will pre% @ on potential changes to
provisional tax in a separate report. The @ sures iclude:

3.1 Increasing the provisional tax thresf
2020 initiative);

d (bringing forward existing Budget
3.2 Removing the requireme\ payments to fall within the safe harbour

rule; and
3.3 Increasing the inc @shold to use the accounting income method
(AIM). .

4, At this stage we
response to CO
adversely affe
These outcome

ecommend significantly reducing the rate of UOMI as a

is is because it will benefit taxpayers that are not
ring the rate will also create a disincentive to pay tax.
ounter to our current framework that unaffected taxpayers

5 e ect that a UOMI rate reduction will be triggered under the normal regulatory
rocess next month. This would mean that the rates of UOMI could be lowered
through the normal regulatory process without requiring any legislative changes.

6. Officials will provide you with a finalised Cabinet paper on Thursday 12 March based
on the recommendations you agree to in this report and following any other
comments you wish to make on the draft Cabinet paper.

Context

7 The measures outlined in this report are all intended to address microeconomic
problems on a targeted basis, such as a business that needs relief due to the
economic impact of COVID-19. Hence, options like UOMI remission are intended to
deal with taxpayers on a case-by-case basis rather than have broad application.
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This report does not consider how tax responses should address COVID-19 at a
macroeconomic level. However, officials will provide advice on potential
macroeconomic tax measures shortly.

Remission of UOMI

Background

9.

10.

11.

12,

The purpose of use of money interest (UOMI) is to compensate the Government for
the time value of money lost due to taxpayers underpaying their tax.

It applies to all tax types administered by Inland Revenue, including income t d
GST. UOMI also applies to underpayments of tax that are withheld at sour
as PAYE and RWT. UOMI also applies to Working for Families debt.

occur when an emergency event! physically prevents a taxpayer fi ying their
t ke's Bay

y ing interest on
é where a taxpayer is
e economic impacts of

Under the current rules in the Tax Administration Act 1994, remissi% I can

tax. For example, an Order in Council was used to this effect
gastroenteritis outbreak in 2016 (IR2020/134 refers).

We consider that the current empowering provision
underpaid tax is not fit for purpose to address circu

financially unable to pay their tax on time beca
COVID-19. @

Proposal

13.

14.

15.

16.

ission?measure specific to COVID-19 is
ioner of Inland Revenue the discretion to
ake a tax payment on time has been
significantly adversely affect e COVID-19 outbreak. The discretion would
apply both when a taxpayer nclally unable to make a tax payment on time
because of the economic fat the event as well as when they are physically
unable to make a ta® p t on time.

Officials recommend that a UOMI r
legislated. This would give the Commi
remit UOMI if a taxpayer’s ab

Officials support t ion as it fits within our current framework for evaluating
tax policy respo economic impact of COVID-19; it does not incentivise
unaffected tax o stop paying their taxes, and it supports affected taxpayers
to pay thei they are able to. It is a much more targeted measure than a
general re in the rate of UOMI (discussed later).

For t ssioner of Inland Revenue to exercise this discretion, she must be

t the taxpayer’s ability to make a tax payment on time has been

y adversely affected by the COVID-19 outbreak. A taxpayer’s business

in |gnn"cantly affected by COVID-19 would not be sufficient grounds for UOMI

o be remitted if they still had the ability to make a tax payment on time. As such,

OMI is less likely to be remitted for a large business that has been adversely

ffected by COVID-19 than a small-medium business as the large business is more

likely to have financial capability and cash reserves to make a tax payment by its
due date.

Inland Revenue is currently developing guidelines for the UOMI remission eligibility
criteria. The eligibility criteria for interest remission would be aligned where possible
with the eligibility criteria for the wage subsidy scheme that was announced on 9
March. In particular, taxpayers eligible to receive the wage subsidy payment would
be considered to have satisfied Inland Revenue’s criteria for UOMI remission.

! As defined in section 4 of the Civil Defence Emergency Management Act 2002.
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UOMI remission will apply only for tax payments due on or after 14 February 2020.
This is the date that Inland Revenue announced that tax relief and income
assistance measures would be available to people affected by a downturn in
business owing to the COVID-19 outbreak.

The proposed discretion would only apply for two years from the date of enactment
unless extended by an Order in Council. This would ensure that the discretion to
remit UOMI is targeted at taxpayers affected by the current COVID-19 outbreak.

Provisions for information sharing

Background

19,

20.

The current rules require Inland Revenue to keep taxpayer information i I
unless a specific legislative exception authorises the disclosure. There a mber

of exceptions in the tax legislation enabling Inland Revenue to s ation
with other agencies. These existing exceptions will be used, where , to share

information with other agencies to assist in the response to th -1 outbreak.

outbreak, the
h other agencies
2ments or where the
e required sharing to

However, there may be situations where, as a result of the
Government may require Inland Revenue to share igfor
with which Inland Revenue does not have any existing,a

existing arrangements are not flexible enough t
occur. @

Proposal

21

22y

23

24.

25.

26.

ments“to allow Inland Revenue to share
to respond to the COVID-19 outbreak. This
and only used when existing legislative
ation.

Officials recommend legislative ame

information with other agencie e
provision will be targeted, time“imi
provisions are not adequate inf

A similar provision enabl Revenue to share information as part of the
response to the Canger rthquake and this proposal is modelled on that earlier
provision.

The proposal w Inland Revenue to share information with Government
departments afd t ew Zealand Police, ACC, and Kéainga Ora, to help those
agencies p stance in relation to the COVID-19 outbreak.

The i would relate to both individuals and non-individuals and may
inclu t71s not limited to, identifying information, contact and location
[ , financial information, and family information. The purpose of the

dment is to facilitate the efficient flow of information to ensure that the
ovempment’s wider programmes responding to the economic shock caused by the
COVID-19 outbreak are effective and correctly targeted.

he provision would apply for a period of two years only unless extended by an
Order in Council. This would enable the Government to continue sharing
information, if required, in response to COVID-19 after the two-year period.

Currently, tax legislation requires those persons who have access to taxpayer
information under an information sharing provision to keep that information
confidential and not disclose it or use it for a purpose other than that for which it
was provided. This requirement will also apply to the proposed information sharing
provision to assist in the response to the COVID-19 outbreak.
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27.  This provision would be limited to information sharing only and would not extend
Inland Revenue’s information gathering powers. The provision would apply from the
date of assent of the bill that it is included in.

Other measures: provisional tax

28. You have requested that officials look at other tax measures relating to provisional
tax that could be made to assist businesses in dealing with the economic impacts
of COVID-19.

29. These tax measures are not included in the draft Cabinet paper. Officials are
preparing a further report on these measures. The current recommendati for
that report include:

29.2 Removing the requirement for a taxpayer to make payments,t

29.1 Increasing the provisional tax threshold from $2,500 to $5,000;
@Nithin
the provisional tax safe harbour rule; and

29.3 Increasing the income threshold to use AIM from $5 i 10 million.

30. Although these measures are being considered in a sep r , they could be
included in the same bill as the UOMI remission andSinfotad#ation sharing provisions
if Ministers agree to them.

Reducing the rate of UOMI @

Directly reducing the rate of UOMI

31. At this stage we do not recom ificantly reducing the rate of UOMI as a
response to COVID-19. This i cause it will benefit taxpayers that are not

adversely affected. Lowerin | also create a disincentive to pay tax.
These outcomes are coun oUr current framework that unaffected taxpayers
should continue to Ray heit tax.

32; With a lower rate N, xpayers are incentivised to pay other debt ahead of
their tax or sto eir tax altogether. There are operational measures that

Inland Revenug cou dertake to mitigate this impact, but officials consider that
the resour ired to do this could be better deployed assisting affected
businesses.

23
d a reduction in the rate of UOMI. These companies provide an important

pooling companies also needs to be taken into account when
ice't® taxpayers.

n terms of measures relating to UOMI, officials consider that targeted remission is
a better policy response. It would ensure that unaffected taxpayers are not
ncouraged to stop paying their tax, but it would assist eligible taxpayers that are
financially affected by the economic impact of COVID-19.

35. If the immediate and developing economic disruption caused by COVID-19 changes,
and a greater proportion of businesses are negatively impacted by COVID-19, there
may be a case for revisiting the overall rate of UOMI.

Reviewing the UOMI rate-setting formulas

36. The formulas for calculating the UOMI rate for under- and over-payments of tax
track the Reserve Bank of New Zealand (RBNZ) floating first mortgage new
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customer housing rate series and the RBNZ 90 days bank bill rate series,
respectively.

37. These formulas should be reviewed as a long-term project on the Government'’s tax
policy work programme. We do not recommend a formula change now as the policy
implications of doing so have not yet been properly considered.

A change in the rate of UOMI under the normal regulatory process

38. The normal UOMI rate-setting process is undertaken on a continuous basis by
officials. Under this process, the rates of UOMI have to be adjusted whenever either
of the tracking series for the under- and over-payment rates changes by a éertain
amount. That amount is 100 basis points since the last UOMI review, or 2 is
points over a 12-month period.

39.  Officials have noted there is a chance that UOMI rates will be updat n the
current direction of the underlying series that are tracked in the f the
Official Cash Rate were to be cut as a monetary policy respo VID-19
(expected by some sectors), this would increase the likeliho h er of the

tracking series will fall by enough to trigger a UOMI rate revi

40, If a rate review were triggered, then the rate of UQOMI @f 9 owered through
the normal regulatory process. Officials” current re *ndation is to allow this
process to occur rather than pre-emptively cutting the or changing the formula.
Based on the current floating first mortgage rate, { @‘ UOMI would be reduced
from 8.35% to 7.76%.

Fiscal impacts

UOMI remission

41, There is no direct fiscal cost proposal to give the Commissioner of Inland
Revenue discretion to remit in response to the COVID-19 outbreak. There
would be a negativeyfingpcial implication for the Crown as this policy change would
result in foregone r ue. However, as the Government’s fiscal forecasts do
not currently incl& D-19-related interest charges, their remission will have

C

no impact on t sition.
42. There are, oy number of risks associated with this proposal:

r.ﬁ g the incentive to pay tax when it falls due (in smaller instalments)
esult in some taxpayers being unable to pay their larger tax bill at a
date, which could result in core tax not being recoverable; and

&Taxpayers who would have been subject to UOMI penalties under ordinary
economic circumstances could also face COVID-19-related stress. Remitting
UOMI penalties for these taxpayers would have a fiscal cost (albeit
unqguantifiable), as some share of the remitted interest would have related
to non-COVID-19 drivers.

43, More broadly, there is a risk that remitting UOMI could lead to the deliberate
underpayment of tax in situations where the tax would have ordinarily been paid in
full and on time, with delays potentially crossing fiscal years.

44,  These risks will impact on the fiscal position if they materialise. We are unable to
quantify the materiality of the potential impacts.
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Information sharing

45,

There are no fiscal impacts for the proposals relating to information sharing.

Administrative implications

46.

47.

48.

49.

50.

5is

53.

Inland Revenue has not yet completed a full impact assessment of these proposals
and will need to do this, including identifying any resourcing implications, once
details of eligibility criteria are more developed.

The changes proposed to UOMI will generate additional contacts of a complex nature
for Inland Revenue as people seek advice on how these changes impac elr
situation. The retrospective nature of the changes adds to the complexity.
Revenue is already under pressure to manage customer demand from the up
Business Transformation Release 4 changes, and the beginning of th

calculation period. There are additional expected cumulative impacts Iand
Revenue also need to manage, including Budget 2020 |tems, D 19
responses, and the impact of reduced baselines due to the reductl e-limited

funding.

To manage this additional demand Inland Revenue wil factor this into
managing this peak season and given the lik V@‘é contentions, re-
prioritisation decisions would need to be made. The i ot having sufficient
capacity and capability is likely to be a sub-opti Nner experience and will
potentially impact on performance standard F@

er engagement. This includes

These changes will require community a
the UOMI remission facility for affected taxp@yers which will require communication
of the eligibility criteria. Inland Revenue intgnds to publish guidance to assist
taxpayers in deciding whether they shauld seek this sort of relief.

cri in this paper are intended to be targeted
lly affected by the economic impact of
cations for relief from taxpayers who have not
evenue staff will need to assess risk when
in doing so will be supported by our new systems

ses needing closer inspection.

which will help |de&
Note that these@ are potentially smaller than economy-wide initiatives that
ce

Although some of the measures
at taxpayers that are signifi
COVID-19, there will be s
been adversely affected.
actioning these req

could be anpo in future as a response to COVID-19. Any allocation of
resources g'; nly detracts from current business operations but may also
impose co @ s on resourcing future responses to COVID-19.

ased’on the measures you agree to, we will provide you with a finalised paper on
Thursday 12 March for you to take to the Ad Hoc Cabinet Committee on COVID-19
CVD) on 18 March 2020.

The finalised CVD paper that you take on 18 March 2020 will seek policy approval
for the tax measures you agree to in this report. Subject to CVD’s agreement, there
are two options for legislating. Either:

53.1 CVD delegates authority to the Minister of Revenue to introduce a bill
containing the measures as soon as practicable; OR

53.2 A paper is taken to Cabinet Legislation Committee on 31 March 2020
authorising the introduction of a tax bill containing the measures.
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Regulatory Impact Assessment

54. The Regulatory Impact Assessment requirements apply to the proposals
recommended in this report. However, owing to the short time frame available to
develop a response to the COVID-19 outbreak no impact analysis has been
prepared. The Treasury therefore recommends that a Supplementary Analysis
Report (SAR) is provided to Cabinet ahead of a Bill containing these proposals being
agreed and introduced.

55.  If the Bill containing these proposals goes to the Cabinet Legislation Committee on
31 March 2020 a SAR on the proposals will be provided at that time.

56. If Cabinet instead delegates authority to the Minister of Revenue to introdute, the
Bill as soon as practicable there will likely be no opportunity for a SAR to be pr; d
to Cabinet before introduction.

Recommended action

We recommend that you:

1. note that we will provide you with a finalised paper on T, March to take
to the Ad Hoc Cabinet Committee on COVID-19 (& dnesday 18 March
2020;

Noted Noted @

agree to include the UOMI remission m Cabinet paper;

N

Agreed/Not agreed gree t agreed

3. agree to include the informatio ing measure in the Cabinet paper;
Agreed/Not agreed @ g@ed/Not agreed
4. note that the standard U -setting review process is expected to lead to a

reduction in the rat& in April 2020;
Noted Noted

wu

note the follo fiscal implications:

5.1 f UOMI has no fiscal cost;

&Expanding Inland Revenue’s information sharing powers has no fiscal cost;
Noted Noted

()]

gree, subject to the agreement of CVD, to one of the following options for
legislating the tax measures recommended in this report, either:

6.1 CVD delegates authority to the Minister of Revenue to introduce a bill
containing the measures as soon as practicable;

Agreed/Not agreed Agreed/Not agreed

OR

IR2020/139; T2020/616: Draft Cabinet paper: COVID-19: Tax measures Page 7 of 8
SENSITIVE




Sensitive - Budget

6.2 A paper is taken to Cabinet Legislation Committee on 31 March 2020
authorising the introduction of a tax bill containing the measures (officials’
preference).

Agreed/Not agreed Agreed/Not agreed

Acting Team Leader
The Treasury Policy and Strategy, Inland Revenue

<
,b"a

Hon Grant Robertson Hon Stuart Nash
Minister of Finance Minister of Re u@
/ /2020 / /202

Policy Lead
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