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Office of the Minister of Finance
Office of the Minister of Revenue

Chair, Cabinet Economic Development Committee

BUDGET 2019: GST AND TELECOMMUNICATIONS SERVICES 

Proposal
1. This paper seeks the Cabinet Economic Development Committee’s agreement to

repeal most of the special rules for telecommunications services in the Goods and
Services Tax Act 1985 and better align them with the current rules for taxing remote
services (such as online services and digital downloads).  One of the main effects of
the proposed changes is that outbound mobile roaming services supplied to New
Zealand residents who are offshore would be subject to New Zealand GST at the
standard  rate  of  15  per  cent,  while  inbound  roaming  services  received  by  non-
residents in New Zealand would not be subject to GST.1  

2. Subject to the Committee’s agreement, we recommend that the proposed changes
form part  of  Budget  2019 announcements  and apply  from 1  October  2020.   An
issues paper on the technical details of the proposed changes has been prepared to
accompany the announcement (draft copy attached).

Executive Summary
3. Under the current rules in the Goods and Services Tax Act 1985 (the GST Act),

whether a telecommunications service is subject to New Zealand GST is based on
the physical location of the consumer at the time that service is initiated – that is, a
telecommunications service initiated by a consumer physically in New Zealand is
generally subject to GST, while a service initiated outside New Zealand generally is
not subject to GST.  This approach is out-of-date and inconsistent with international
best practice (based on guidelines developed by the OECD) which generally applies
GST to these types of services based on the residency of the consumer. In light of
New Zealand’s new GST rules for  taxing supplies of  remote services, which are
based on the residency of the customer, we consider that a better approach would
be to  align  the  GST treatment  of  telecommunications services with  our  rules for
remote services. 

4. We therefore recommend that most of the special rules in the GST Act for taxing
supplies of telecommunications services be repealed.  Repealing the special rules
would mean that telecommunications services would generally be treated as remote
services and, accordingly, would be subject to GST if they are supplied to a New
Zealand  resident  consumer,  regardless  of  the  consumer’s  location.   For  most
telecommunications services the proposed approach would not change whether they

1 It is unlikely New Zealand GST is currently charged on inbound roaming services.  Under current rules, a special GST-
registration rule for non-resident telecommunications suppliers means that they are not required to register if their only
supplies in New Zealand are inbound roaming services.
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are subject to GST. However, one of the main effects of this proposal would be that
outbound  roaming  services  used  by  New  Zealand  residents  offshore  would  be
subject to 15 per cent GST (these services are currently zero-rated – in other words,
subject to GST at the rate of zero per cent).  Conversely, inbound roaming services
used by non-residents would not be subject to GST.2  This is because the place of
consumption for these services would no longer be determined by where the service
is initiated but instead would be determined by the residency of the recipient of the
services. 

5. While the residency of the consumer is broadly accepted internationally as the most
appropriate  proxy  for  determining  the  place  of  consumption  for  remote  services
(including  telecommunications  services),  there  are  certain  telecommunications
services  where  this  proxy  would  not  be  appropriate.   Some telecommunications
services require the recipient of the services to be in a specific location to receive the
services – for example, making a call from a telephone booth or using a paid internet
service at a hotel.  In these cases, we propose that regardless of the residency of the
recipient (consumer), a supply of these specific telecommunications services would
be subject to GST at 15 per cent if the supply requires the recipient to receive the
services at a specific place in New Zealand.  This approach is consistent with the
current GST treatment of these telecommunications services. 

6. Special rules are proposed to ensure that the telecommunications services a non-
resident in New Zealand or a resident outside New Zealand receives through the use
of local SIM cards, mobile phones and portable mobile routers (such as pocket wi-fi)
would be subject to GST based on the country code of the SIM card being used to
receive those services.  It can be argued that the place of consumption for these
“mobile telecommunications services”  should be the consumer’s  physical  location
and not their residency as, to receive these services, the consumer using a local SIM
card needs to be in the country associated with that SIM card.  Furthermore, it is
likely to be difficult to determine the actual residency of someone using a local SIM
card while travelling overseas.

7. The proposals are not intended to disturb the current GST treatment for business-to-
business supplies of telecommunications services.

8. We  recommend  that  the  proposed  changes  form  part  of  Budget  2019
announcements. Once fully implemented, the proposals would raise an additional
$26  million  per  annum.   The  increase  in  revenue  estimates  will  not  increase
allowances  for  Budget  2019.   However,  it  can  be  used  to  increase  total  gross
spending for Budget 2019. 

9. Officials have prepared an issues paper on the technical  details of the proposed
changes and we recommend that it be released at the same time as the changes are
announced.  The issues paper will start the consultation process and help ensure
that the proposed changes are workable in practice.  The consultation period would
be open for approximately six weeks.  Following consultation on the issues paper,
the proposed changes would be included in a tax bill scheduled for introduction late
2019.

2 Not charging GST on inbound roaming would be unlikely to have a revenue impact. As noted in footnote 1, it is unlikely
that GST is currently charged on these services. 

2

4tjde1o512 2019-05-02 14:06:38



10. We recommend that the proposals apply from 1 October 2020.

Background
11. New  Zealand’s  GST  system  is  a  broad-based  consumption  tax  based  on  the

destination principle.  This means that goods and services should be taxed at the
standard rate of 15 per cent when they are consumed in New Zealand, and there are
very few exemptions.  This ensures that the tax is fair, efficient and simple.

12. Tax neutrality is another important principle of GST.  It means as a consumption tax,
GST is borne by the final consumer and should be a neutral cost for businesses.  It
also  means that  GST should  be applied  evenly  across  all  businesses  in  similar
circumstances  carrying  out  similar  transactions,  including  similar  transactions  by
resident and non-resident businesses.  This ensures that consumer behaviour is not
driven by  tax  considerations  in  situations where  goods and services  by  different
suppliers are readily substitutable.

13. The “place of supply” rules in the GST Act determine where consumption of goods
and services occurs and, therefore, whether they are subject to New Zealand GST.
For the supply of services, we generally look to the supplier’s location and place of
physical  performance to  determine  consumption.   Traditionally,  these  proxies  for
consumption could easily be applied, as the consumption of services would typically
occur  in  the  same  place  the  services  were  performed.   For  example,  a  haircut
performed in New Zealand would be subject to GST.

Current rules for telecommunications services 

14. The concept of physical performance used to determine consumption and, therefore,
which country has the right to tax a service, did not fit well with the emergence of
imported telecommunications services (such as call-back services and international
roaming) in the early 2000s. Unlike traditional services, telecommunications services
were  (and  still  are)  highly  mobile,  often  involve  many  different  supplies  or
“connections”, and can be supplied across borders, which meant it was not always
clear where the consumption of the services occurred.  It was therefore unclear how
our GST rules at the time applied to these services.  

15. As  a  result,  in  2003  special  GST  rules,  were  introduced  for  supplies  of
telecommunications services.  These rules use the physical location of the person
who initiates the supply of a telecommunications service as the proxy for determining
the  place  of  consumption  of  these  services  –  a  service  initiated  by  a  person
physically in New Zealand is subject to GST, and a service initiated by a person
physically outside New Zealand is not subject to GST (or is zero rated, meaning that
it is subject to GST at the rate of zero per cent).  At the time, the place where the
service  was  initiated  was  considered  the  best  proxy  for  determining  place  of
consumption.  The current rules result in the following outcomes:

 No  GST  is  charged  on  outbound  roaming  services  supplied  by  a  resident
telecommunications  supplier  to  a  New  Zealand-resident  consumer  who  is
temporarily offshore (these supplies are currently zero-rated)
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 Inbound roaming services supplied by a non-resident supplier to a non-resident
consumer who is temporarily in New Zealand could technically be subject to New
Zealand GST, provided the supplier meets the GST registration threshold.3

16. The current approach to telecommunications services, which applies GST based on
where the service is initiated, is now out-of-date and inconsistent with international
best practice.

OECD VAT/GST guidelines and international approaches

17. Over  time,  the  rise  of  the  global  economy,  technological  advances,  and  trade
liberalisation have meant a growth in digital  supplies of services and intangibles.
This has led to growing uncertainty globally about how to treat the supply of these 
“remote services” (which includes telecommunications services) for GST purposes.
Internationally,  it  was  considered  that  the  traditional  proxies  for  determining
consumption did not work for supplies of digital services and intangibles.

18. As a result, the OECD developed best practice guidelines which provided proxies for
determining consumption for supplies of services and intangibles.4 

 For “on-the-spot” services, where the supplier and the consumer need to be in
the  same  place  (for  example,  a  haircut),  the  guidelines  suggest  a  place  of
performance test for determining place of consumption. 

 For  remote  services  and  intangibles  (which  includes  telecommunications
services), where it is not necessary for the supplier and the consumer to be in the
same place the guidelines suggest a consumer’s usual country of residence as
the test for determining the place of consumption.

19. A residency-based test has been broadly accepted as the best proxy for determining
place of consumption for remote services. It is relatively easy to determine and less
open to manipulation than other proxies such as the location of the consumer at the
time of supply (which gives rise to problems of both determining the location of the
consumer  and  how  to  treat  a  supply  consumed in  multiple  locations).  It  is  also
considered a relatively simple proxy for suppliers to apply in practice.

20. The approach of many countries (with the notable exception of Australia5) is to apply
tax to telecommunications services on a residency basis.  The UK, for example, uses
a  residency-based  test  to  determine  consumption,  so  that  supplies  of
telecommunications services to UK residents are subject to UK VAT regardless of
where these services are consumed.

21. In line with the OECD guidelines, since 1 October 2016, GST has applied to remote
services  (such  as  online  services  and  digital  downloads)  supplied  by  offshore
suppliers to New Zealand-resident consumers at the standard rate of 15%. While our
remote  services  regime  covers  a  broad  range  of  services,  telecommunications
services are not covered by the regime.

3 Section 51(1)(e) of the GST Act means that currently most inbound roaming services are not subject to GST as non-
resident telecommunications suppliers are not required to register if their only taxable supplies are supplies of inbound
roaming services to non-residents.
4 OECD (2017), International VAT/GST Guidelines, OECD Publishing, Paris
5 Australia’s GST rules for telecommunications services result in similar outcomes to our current rules.
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The problem
22. As New Zealand’s current  rules (based on the location of the consumer when a

service  is  initiated)  are  not  aligned  with  international  best  practice  (based  on
residency), there is a potential for double non-taxation and double taxation to arise.
Outbound roaming by a New Zealand-resident overseas may not be taxed in any
country, whereas inbound roaming by a non-resident could technically be subject to
tax in both New Zealand and in the country where the consumer is usually resident.

23. Further, the nature of telecommunications services has changed significantly since
the  special  GST  rules  were  introduced  in  2003.  The  lines  between
telecommunications services and content are now blurred and services that were
once separate are now supplied together over data-based networks.  It  does not
make sense when these services are now so interconnected, for the supply of digital
content to be treated differently from the telecommunications services through which
the content is able to be provided or delivered. The current rules mean that a New
Zealand  resident  would,  for  example,  be  charged  GST  on  music  that  she  has
downloaded while  overseas,  but  no GST would be charged if  she uses roaming
services to download the music.

Proposal

24. We propose to repeal most of the special GST rules for telecommunications services
in the GST Act.  Repealing the telecommunications services rules would mean that
most  telecommunications  services  would  be  treated  as  remote  services  and,  as
such,  the  place  of  consumption  would  be  determined  by  the  residency  of  the
consumer – that is, telecommunications services would be subject to GST if they are
supplied  to  a  New  Zealand-resident  consumer  (regardless  of  the  consumer’s
location) and not subject to GST if supplied to non-residents.6 

25. The  proposed  approach  would  not  change  the  GST  treatment  of  most
telecommunications  services.   Telecommunications  services  currently  initiated  in
New Zealand by a New Zealand resident would continue to be subject to GST, and
services initiated outside New Zealand by a non-resident would remain zero-rated.

Mobile roaming services

26. The  proposed  approach  would,  however,  change  the  current  GST treatment  for
telecommunications services supplied to New Zealand residents physically offshore
or telecommunications services supplied to non-residents physically in New Zealand.
The most prominent type of service of this nature are international mobile roaming
services.  

27. Under the proposals, the place of consumption for these services would no longer be
determined by where the services are initiated but would instead be determined by
the residency of the recipient of the services.  This means that under the proposals,
outbound roaming services  supplied  to  New Zealand residents  who are offshore
(which are currently zero-rated), would be standard-rated and subject to 15 per cent
GST.  Conversely, inbound roaming services supplied to a non-resident on holiday in
New Zealand would not be subject to GST.

6 The GST Act contains special rules to determine the residency of a customer in relation to supplies of remote services,
see section 8B(2).
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Local SIM cards, phones and portable mobile routers

28. It is a common practice for tourists travelling overseas to purchase local SIM cards,
use a local mobile phone or a portable mobile router (such as pocket wi-fi) of the
country they are travelling in order to avoid paying international roaming charges.
Under the proposed approach, these services should be subject to GST/VAT based
on the residency of the consumer even if they are using a local SIM card or phone.
However, it can be argued that the place of consumption for these services should
be the consumer’s physical location and not their residency as, to receive the “non-
roaming” mobile telecommunications services, the consumer using a local SIM card
needs to be in the country associated with that SIM card.  Further, in practice, it is
likely  to  be  difficult  for  telecommunications  suppliers  to  charge  the  correct
jurisdictions’ GST or VAT when a tourist is using a local SIM or phone.  

29. A special  rule is therefore proposed so that the residency of the consumer using
these  mobile  telecommunications  services  would  be  determined  solely  by  the
country code of the SIM card they are using to receive those services.  This would
mean, for example, that the mobile telecommunications services a tourist receives
through using a local New Zealand SIM card would be subject to GST.  Likewise, the
mobile  telecommunications  services  a  New Zealand  resident  receives  through  a
foreign SIM card overseas would not be subject to GST.

Place of supply of specific telecommunications services

30. Some telecommunications services require the recipient of the service to be in a
specific location to receive the services.  For example, a person using wi-fi at an
internet café needs to be at that café to receive the wi-fi services.  For these specific
services, the OECD guidelines note that the actual location of the consumer may be
a more appropriate proxy for determining place of consumption than a residency-
based test.  

31. We therefore propose that regardless of the residency of the recipient, a supply of
telecommunications services by a resident supplier would be subject to 15 per cent
GST if the supply requires the recipient to receive the service at a specific place in
New Zealand.  For example, a tourist using a phone booth in New Zealand would be
charged 15 per cent GST as she has to be at the phone booth in New Zealand to
receive the supply.  Equally, a supply of telecommunications services would not be
subject to GST (or would be zero-rated) if the supply requires the recipient to receive
the services at a specific location outside New Zealand.   For  example, if  a New
Zealand resident on holiday in Australia pays to use the hotel wi-fi in Australia, the
supply  of  this  telecommunications service  would  not  be  subject  to  New Zealand
GST.

32. This  approach  generally  aligns  with  the  current  GST  treatment  of  these
telecommunications supplies.
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Business-to-business supplies

33. As GST should be a neutral  cost for  businesses,  the proposed changes are not
intended to disturb the current GST treatment for business-to-business supplies of
telecommunications  services.   Inbound  business-to-business  supplies  of
telecommunications  services  by  non-resident  suppliers  to  New  Zealand  GST-
registered businesses should continue not to be subject to GST unless the supplier
chooses to zero-rate the supply.  Similarly, outbound supplies by residents should
continue  to  be  zero-rated  if  supplied  to  a  non-resident  supplier  of
telecommunications services.

Definition of telecommunications services

34. While the proposals in this paper would largely result in the repeal of the special
rules for telecommunications services in the GST Act, we consider that the definition
of telecommunications services may still be required.  Therefore, the issues paper
will seek feedback on whether the current definition is still fit for purpose.

Application date

35. We recommend that the proposed changes apply from 1 October 2020.  We do not
recommend an earlier application date as sufficient time will be needed to consult on
the details of  the proposals and for telecommunications suppliers to update their
systems.

Impact of proposed changes
36. The proposed changes are consistent with New Zealand’s broad-based approach to

GST. They should increase efficiency and fairness in the system by ensuring that
cross-border supplies of telecommunications services are treated the same as other
supplies of remote services and intangibles.

Consumers

37. For the most part, consumers will see no change to the existing GST treatment of
telecommunications services.  Services that are currently taxable because they are
initiated in New Zealand by a New Zealand resident would continue to be subject to
GST because they are either supplied by a resident supplier, or because they are a
remote service (if supplied by a non-resident supplier).  The main impact for New
Zealand-resident  consumers  would  be that  outbound  roaming services  would  be
subject to 15 per cent GST. Whether the cost of roaming will increase because of the
proposals depends on whether suppliers ultimately choose to pass the full GST cost
onto consumers or alter their pricing strategies.

Suppliers

38. Suppliers of  telecommunications services will  likely face initial  upfront compliance
costs as a result of the change in GST treatment for international roaming services.
Consultation  will  be  important  for  understanding the costs  to  telecommunications
suppliers more generally. The proposed 1 October 2020 application date should also
provide sufficient time for these suppliers to update their systems.
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Consultation
39. The Ministry for Business, Innovation and Employment has been consulted on the

proposed changes.

40. The Ministry of Foreign Affairs and Trade has been consulted.  They have advised
Inland  Revenue  that  the  proposed  changes  are  compliant  with  New  Zealand’s
international trade obligations. 

41. Due to Budget secrecy constraints, the telecommunications industry has not been
consulted on the proposals in this paper. The telecommunications industry might feel
that the consultation process is inadequate as the measure will first be announced in
Budget 2019. We therefore recommend that an issues paper on the details of the
proposed changes be released alongside Budget 2019 announcements.  An issues
paper will give stakeholders an opportunity to provide feedback and ensure that the
rules are as simple and practical to comply with as possible.

42. Resident  telecommunications suppliers may also  argue that  New Zealand’s  GST
rules for telecommunications services should be aligned with Australia’s and that we
should not move to change the rules until  Australia changes theirs.  However, as
noted  earlier,  our  approach  to  telecommunications  services  (and  Australia’s)  are
general outliers and are out-of-step with best practice and international consensus.

Financial Implications
43. Assuming a 1 October 2020 application date, the proposals in this paper would give

rise to GST revenue of $19.5 million in 2020/21, rising to $26 million per annum in
2021/22 and outyears. The revenue estimates are based on the assumption that
approximately  85%  of  telecommunications  companies’  zero-rated  supplies  are
roaming services. The estimated additional revenue can be shown: 

$m – increase/(decrease)

Vote Revenue

Minister of Revenue
2018/19 2019/20 2020/21 2021/22

2022/23 &
out years

Crown Revenue and 
Receipts: 

GST Revenue: 
- - 19.500 26.000 26.000

44. These  revenue  estimates  are  approximate  and  do  not  factor  in  any  behavioural
responses to the proposed GST amendment.

Administrative Implications
45. There  would  be  low  administrative  costs  to  Inland  Revenue  arising  from  the

proposals, and these would be met within existing baselines.

Legislative Implications
46. Implementing these proposals would require changes to the Goods and Services

Tax Act 1985.  Following consultation and if the final policy proposals are approved
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by Cabinet, we propose including the legislative changes in a tax bill scheduled for
introduction in late 2019.

Impact Analysis
47. The  Quality  Assurance  reviewer  at  Inland  Revenue  has  reviewed  the  GST  on

telecommunications services  RIA prepared by Inland Revenue and considers that
the  information  and analysis  summarised in  the  RIA  partially  meets the  quality
assurance criteria.  

48. The Key Limitations or Constraints on Analysis section of the RIA notes that due to
Budget  Secrecy,  consultation  has  not  yet  been  carried  out  with  the  affected
stakeholders and that this has limited the analysis of the options and their potential
impacts. The reviewer notes that an issues paper will be released to consult on the
detail and potential impacts of the proposed option.

Human Rights
49. The proposals in this paper do not impinge on rights and freedoms under the New

Zealand Bill of Rights Act 1990 or the Human Rights Act 1993.

Gender Implications
50. There are no gender implications arising from these proposals.

Disability Perspective
51. No disability issues arise from these proposals.

Publicity
52. We  recommend  that  the  proposed  changes  form  part  of  Budget  2019

announcements.   An issues paper outlining the technical  details of  the proposed
changes would accompany the announcement, and the consultation period would
run for approximately six weeks.

Proactive Release
53. This paper will be released as part of the proactive release of documents for Budget

2019.
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Recommendations
The Ministers of Finance and Revenue recommend that the Committee:

1. Agree  to  announce,  as  part  of  Budget  2019,  changes  to  the  Goods  and
Services Tax Act 1985 in relation to supplies of telecommunications services
that would mean:

1.1 The special rules for supplies of telecommunications services be mostly
repealed;

1.2 The GST treatment of most telecommunications services be aligned with
the  treatment  of  other  remote  services  so  that  whether  GST  applies
would be generally based on the residency of the consumer;

1.3 Specific telecommunications services supplied by resident suppliers would be
subject to GST at 15 percent if, to receive the services, the recipient needs to
be at a specific location in New Zealand;

1.4 The residency of a consumer receiving mobile telecommunications services
be determined solely by the country code of the SIM card they are using to
receive those services;

1.5 The  current  GST  treatment  for  business-to-business  supplies  of
telecommunications services be retained.

2. Note  that  the  proposed  changes  mainly  impact  the  GST  treatment  of
international roaming services.  Specifically:

2.1 outbound mobile roaming services supplied to New Zealand residents who are
offshore would be subject to New Zealand GST at the standard rate of 15
percent;

2.2 inbound roaming services received by non-residents in New Zealand would no
longer technically be subject to GST.

3. Agree that the proposed changes apply from 1 October 2020;

4. Note the following changes as a result of the decision in recommendation 1
and 3 above, with a corresponding impact on the operating balance: 

$m – increase/(decrease)

Vote Revenue

Minister of Revenue
2018/19 2019/20 2020/21 2021/22

2022/23 &
out years

Crown Revenue and 
Receipts: 

GST Revenue: 
- - 19.500 26.000 26.000
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5. Note that while the revenue gain in recommendation 4 will not increase allowances
for Budget 2019, it can be used to increase total gross spending for Budget 2019;

6. Note that the revenue estimates in recommendation 4 are approximate and do not
factor in any behavioural responses to the proposed GST amendment;

7. Agree to release an issues paper on the technical details of the proposed GST
changes  to  telecommunications  services  following  Budget  2019
announcements;

8. Authorise the Minister of Revenue to approve minor changes to the draft issues
paper prior to its release;

9. Note that this Cabinet paper, the associated Cabinet minute, and key advice papers
will be released as part of the Budget 2019 proactive release of documents.

Authorised for lodgement

Hon Grant Robertson
Minister of Finance

Hon Stuart Nash
Minister of Revenue
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