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6 December 2018 
 
Minister of Finance 
Minister of Revenue 

Budget 2019 – GST and telecommunication services – scope and proposed 
timeline 

Executive summary 

1. This report seeks your agreement on the scope and proposed timeline for the 
proposal to better align the GST treatment of telecommunication services with the 
current rules for taxing remote services. You have previously agreed to this base 
maintenance measure being included in Budget 2019 (T2018/2373, IR2018/601 
refers). 

2. Under the current special rules for telecommunications services, whether a 
telecommunication service is subject to New Zealand GST is based on the physical 
location of the consumer at the time that service is initiated. This approach is out-
of-date and inconsistent with international best practice (based on guidelines 
developed by the OECD) which applies GST to these types of services based on the 
consumer’s usual place of residence. In light of our new GST rules for taxing supplies 
of remote services (such as, online services and digital downloads) which are based 
on the residence of the customer, we consider that it is no longer necessary to 
retain the special rules for telecommunication services.  

3. Officials recommend that the rules for taxing supplies of telecommunication services 
in the Goods and Services Tax Act 1985 (the GST Act) be repealed, and that the 
GST treatment for these services be better aligned with our current rules for taxing 
remote services. All telecommunication services supplied to New Zealand-resident 
consumers would be taxable at the standard rate of 15 per cent. This means that 
international roaming services used by New Zealand residents overseas would be 
subject to 15 per cent GST (these services are currently zero-rated, subject to GST 
at a rate of zero per cent). International roaming services used by non-residents in 
New Zealand would no longer be potentially subject to GST. However, currently 
inbound roaming services supplied to non-residents are generally not subject to 
GST owing to special GST-registration requirements applying to suppliers of 
telecommunication services. 

4. We are still finalising the revenue estimates for this initiative. As reported to you 
previously, initial estimates in 2015 were that this proposal would raise an additional 
$25 million per annum. 

5. If you agree to the recommendations in this report, we will begin drafting an 
officials’ issues paper that can be released alongside the Government’s 
announcement of this measure in Budget 2019. An issues paper will start the 
consultation process and highlight any practical issues in complying with the 
proposed changes. We note that the telecommunications industry may consider that 
the consultation process is inadequate as it will not have been consulted on the 
proposal prior to Budget 2019. Following consultation on the issues paper, the 
proposed changes could be included in a tax bill scheduled for introduction in 
November 2019.  

6. We recommend that this proposal apply from 1 October 2020. This date will give 
impacted suppliers time to provide their input and make the necessary changes to 
their systems. 
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Recommended action 

We recommend that you: 
 
7. agree that the rules for taxing supplies of telecommunication services in the Goods 

and Services Tax Act 1985 be repealed, and that the GST treatment of these 
services be aligned with the current rules for taxing supplies of remote services 
from 1 October 2020; 

Agreed/Not agreed Agreed/Not agreed 

8. agree that officials begin drafting an issues paper based on the contents of this 
report, noting that we are working to a timeline which will enable the Government 
to release the issues paper alongside Budget 2019 announcements; 

Agreed/Not agreed Agreed/Not agreed 

9. note that one of the main effects of this proposal is that international roaming 
services supplied to New Zealand residents who are offshore will be subject to New 
Zealand GST at the standard rate of 15 per cent; 

Noted Noted 

10. note that we will provide you with final revenue estimates when we report to you 
on the draft issues paper in the new year; 

Noted Noted 

11. refer a copy of this report to the Minister of Broadcasting, Communications and 
Digital Media for his information; 

 Referred/Not referred 

 
 
 
 
 
Matt Cowan Chris Gillion 
Team Leader Policy Manager 
The Treasury Policy and Strategy, Inland Revenue 
 
 
 
 
 
Hon Grant Robertson Hon Stuart Nash 
Minister of Finance Minister of Revenue 
       /       /2018        /       /2018 
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Purpose 

12. This report seeks your agreement on the scope and proposed timeline for the 
proposal to better align the GST treatment of telecommunication services with the 
current rules for taxing remote services. One of the main effects of this proposal is 
that international roaming services supplied to New Zealand residents who are 
offshore will be subject to New Zealand GST at the standard rate of 15 per cent 
(these services are currently “zero-rated”, subject to GST at 0%). 

Budget 2019 

13. You have previously agreed to this base maintenance measure being included in 
Budget 2019 (T2018/2373, IR2018/601 refers). It is estimated that this proposal 
would raise an additional $25 million per annum, subject to finalising revenue 
estimates. 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. 

Background 

14. One of the overarching principles of a Goods and Services Tax (GST)1 is that it is a 
broad-based consumption tax, based on the destination principle. This means that 
GST should apply evenly to the widest possible range of goods and services in the 
country of consumption. This ensures that the tax is fair, efficient and simple. New 
Zealand’s GST system follows this approach – GST applies to most goods and 
services that are consumed in New Zealand at the standard rate of 15 per cent (with 
very few exceptions).  

15. Another key principle of GST is tax neutrality. At one level, tax neutrality in GST 
means that as a consumption tax, GST is borne by the final consumer and should 
be a neutral cost for businesses.2 At another level, 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. When different groups of suppliers are treated the same for GST 
purposes, it ensures that one group is not competitively advantaged over another 
group. It also means that consumer behaviour is not driven by tax considerations 
in situations where goods and services supplied by the different suppliers are readily 
substitutable. 

The place of supply rules and telecommunication services 

16. The “place of supply” rules in the Goods and Services Tax Act 1985 (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 the place of physical performance to determine 
consumption. Traditionally, these proxies for consumption could easily be applied 
to services, as the consumption of services would typically occur in the same place 
the services were performed. For example, a haircut in New Zealand would be 
subject to New Zealand GST.  

17. The emergence of imported telecommunication services (such as call-back services 
and international roaming) in the early 2000s, however, gave rise to concerns about 
how our GST rules at that time applied to these services. The concept of physical 

                                           
1 Also known as a Value Added Tax or VAT in certain other jurisdictions. 
2 In New Zealand, although GST is collected at each stage of the supply chain, businesses can deduct the GST 
costs of their inputs through an input tax credit mechanism. This ensures that the tax flows through businesses 
to tax supplies made to final consumers. 
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performance used to determine consumption and, therefore, which country had the 
right to tax a service did not fit well with the nature of telecommunication services. 
Unlike traditional services, telecommunication 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.  

18. As a result, in 2003 we introduced special rules, including a new proxy for 
determining the place of consumption for telecommunication services based on the 
physical location of the consumer. The rules clarified when New Zealand GST applies 
to the supply of these services. The intention was to place non-resident suppliers of 
telecommunication services on an equal footing with resident suppliers by taxing all 
supplies of telecommunication services when the consumer who initiates that 
service is physically in New Zealand. Where the service was initiated was considered 
at that time to be the best proxy for determining where consumption occurred. 

The OECD guidelines 

19. Over time, the rise of the global economy, technological advances, and trade 
liberalisation have meant a growth in digital supplies of services and intangibles. 
These developments have allowed businesses to supply services to customers 
remotely from anywhere in the world, so that customers no longer needed to be in 
the same location as the supplier in order to consume those services. Like imported 
telecommunication services, it was considered internationally that the traditional 
proxies for determining consumption also did not work for the supply of these 
“remote services” as it was often unclear where the consumption of these services 
occurred and, therefore, which country had the right to tax the supply.  This led to 
growing uncertainty globally about how GST/VAT should apply to these services. 

20. As a result, the OECD developed best practice guidelines, finalised in 2015, which 
provided proxies for determining consumption for supplies of services and 
intangibles.3 For “on the spot” services, where the supplier and the consumer are 
in the same place (for example, a haircut), the guidelines suggest a place of 
performance test (similar to our current test) for determining place of consumption. 
For remote services and intangibles, where it is not necessary for the supplier and 
the consumer to be in the same place (for example, a digital download), the 
guidelines suggest a consumer’s usual place of residence test for determining which 
country has the right to tax. 

21. The OECD guidelines adopt a broad definition of what is a remote service, and under 
the guidelines, supplies of telecommunication services are a remote service. 4 

22. A consumer’s usual place of residence has been broadly accepted as the best proxy 
for determining place of consumption for remote services and intangibles. 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. 

The remote services regime and a new place of supply rule 

23. 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%. To date, 

                                           
3 OECD (2017), International VAT/GST Guidelines, OECD Publishing, Paris 
4 International VAT/GST Guidelines, page 69 
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over 240 offshore suppliers have registered, and in the 2017/18 fiscal year $139 
million GST was returned. 

24. While our remote services regime covers a broad range of services, 
telecommunication services were not included in our definition.  

25. When the remote services regime was being developed in 2015, officials did 
consider including telecommunication services in the definition for remote services. 
This would have been consistent with the international approach and would have 
meant that non-resident suppliers of telecommunication services were treated the 
same as non-resident suppliers of other remote services and intangibles. However, 
because our remote services rules apply only to non-resident suppliers, simply 
applying the remote services rules would have created a competitive distortion 
between non-resident and resident suppliers – whereby supplies of 
telecommunication services by non-residents would have been taxable while remote 
supplies by residents (such as roaming services) would have continued to be zero-
rated. It was considered that a wider review of the telecommunication services rules 
in the GST Act was required and, therefore, the current telecommunication services 
rules were retained. 

Effect of the current rules for telecommunication services 

26. The GST rules for telecommunication services (based on the physical location of the 
consumer) are out-of-date and inconsistent with both international best practice 
and with our rules for taxing supplies of remote services. The current rules result in 
the following outcomes: 

Resident suppliers 

27. Supplies of telecommunication services by a resident to a person who initiates that 
supply outside New Zealand is zero-rated (subject to tax at a rate zero per cent). 
In practical terms, this allows a resident telecommunications supplier to zero-rate 
roaming services provided to New Zealand-resident consumers who are temporarily 
offshore (outbound roaming). At the time the telecommunication rules were 
introduced, the principle adopted was that the consumption of roaming services 
occurred offshore as the recipient of the services was offshore when these services 
were physically performed.  

Example  

Nell is a New Zealand resident visiting her Aunty in Brussels. Nell uses her New Zealand mobile phone 
during her visit to Brussels. No GST is charged on the roaming services supplied by the New Zealand 
telecommunication services provider to Nell. 

 
Non-resident suppliers 

28. Supplies of telecommunication services by non-residents to both resident and non-
resident consumers physically in New Zealand are subject to GST (provided the 
non-resident supplier meets the threshold for GST registration). This means that 
under current rules, inbound roaming services to non-resident consumers who are 
temporarily in New Zealand could technically be subject to New Zealand GST. 
However, a special rule for suppliers of telecommunications services means these 
suppliers are not required to register if their only taxable supplies are supplies of 
telecommunications services to non-residents physically in New Zealand. We are 
therefore not aware of any major non-resident suppliers that are required to be 
registered under these rules. 
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Example 

Britphones is a British telecommunications company that supplies $100,000 worth of roaming 
services to British tourists on holiday in New Zealand. Britphones does not make any other taxable 
supplies in New Zealand. Britphones is not required to register for GST as their only taxable supplies 
in New Zealand are telecommunications services supplied to non-residents. 

Problem definition 

29. The nature of telecommunication services has changed significantly since the special 
GST rules were introduced in 2003. The lines between telecommunication services 
and content are now blurred and services that were once separate are now supplied 
together over data-based networks.5 

30. It does not make sense when these services are now so interconnected, for the 
supply of digital content to be treated differently (currently taxable under the 
remote services regime) from the telecommunication 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 on the roaming services 
that she has used to download the music.  

Example6 

Nell is still in Brussels on holiday. She uses roaming services on her New Zealand mobile phone to 
search for a song title. She then pays to download that song from a popular international music 
website. The song she downloads onto her phone is subject to New Zealand GST (taxable under the 
remote service rules). However, the underlying roaming services which enabled her to search for the 
song on the internet and subsequently download it onto her phone is not subject to GST (currently 
zero-rated under the special rules for telecommunication services).  

 
31. Internationally, the approach of most countries, with the notable exception of 

Australia, is to apply tax to telecommunication services on a residency basis. As 
New Zealand’s current rules are not aligned with international best practice they 
could give rise to potential double non-taxation and double taxation issues. 
Outbound roaming services supplied to New Zealand-resident consumers 
temporarily offshore may not be taxed in any country (double non-taxation). On 
the other hand, inbound roaming services received by a non-resident in New 
Zealand could potentially be subject to tax in both New Zealand and in the country 
where the consumer is usually resident (double taxation). However, the special 
GST-registration requirements for suppliers of telecommunication services means 
in practice double taxation is unlikely to occur. A summary of international 
approaches can be found in the appendix. 

                                           
5 This development is called “convergence”.  It is the blurring of boundaries between once separate industries 
(such as voice and data), due to the ability to provide a range of services over a single network, and the ability 
of different networks to carry similar kinds of service. 
6 This example assumes the consumer is using roaming services on her New Zealand mobile phone while she is 
overseas instead of a local service (i.e. through a local sim-card). 
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Proposal 

Aligning the telecommunication services with remote services 

32. The remote services rules now provide a simple proxy, based on the consumer’s 
usual place of residence, for determining the taxing rights of supplies of cross-
border services and intangibles. As such, we consider that it is no longer necessary 
to retain separate rules for telecommunication services. Instead, we recommend 
that the special rules for telecommunication services be repealed, and that the GST 
treatment of these services be aligned with the rules for remote services.  

33. The proposal would mean that regardless of the location of the recipient of the 
services, supplies of telecommunication services to New Zealand-resident 
consumers (by either resident or non-resident suppliers) would be taxable at the 
standard rate of 15 per cent and supplies to non-resident consumers would not be 
taxable.7 Specifically: 

• supplies of international roaming services by resident suppliers to New 
Zealand-resident consumers outside New Zealand would be taxable at the 
standard rate. Resident suppliers would account for GST on these supplies 
in the normal way through their standard return;  

• supplies of cross-border telecommunication services to New Zealand-
resident consumers by non-resident suppliers would be taxable under the 
remote service rules; and 

• supplies of inbound roaming services to non-resident consumers in New 
Zealand would no longer be (technically) taxable.  

34. Extending the remote services rules to also apply to telecommunications services 
would retain the current GST treatment of telecommunications services supplied by 
a non-resident to a GST-registered business. These services are currently not 
subject to GST.  

35. Currently telecommunications services supplied by a resident are zero-rated if 
supplied to a non-resident supplier of telecommunications services. We recommend 
that this treatment be retained to ensure that GST remains a tax on consumption 
and not on businesses.  In cross-border business-to-business supplies, provided the 
tax risk is not significant, zero-rating incurs minimal compliance costs and is 
therefore preferable to charging GST and requiring the non-resident business to 
seek a GST refund. 

36. Officials will also do further work to determine if the current definition of 
“telecommunication services” in the GST Act is still fit for purpose. 

Application date 

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

Potential risks 

38. The telecommunications industry might feel that the consultation process is 
inadequate as the measure will first be announced in Budget 2019. However, we 
recommend that an issues paper on the detail of the proposals be released alongside 

                                           
7 The existing rules in the GST Act for determining the residency of a recipient of a remote service would be 
extended to also apply for determining the residency of a recipient of telecommunications services. 
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Budget 2019 announcements. An issues paper will give stakeholders an opportunity 
to provide us with feedback and highlight any practical issues in complying with the 
proposed changes. 

39. Resident telecommunication suppliers may also argue that New Zealand’s GST rules 
for telecommunication 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 in the report, our approach to telecommunication services (and 
Australia’s) are general outliers and are out-of-step with best practice and 
international consensus. 

Impacts 

40. This proposal is consistent with our broad-based approach to GST. It would increase 
efficiency and fairness in the system by ensuring that cross-border supplies of 
telecommunication services are treated the same as other supplies of remote 
services and intangibles. 

Consumers 

41. The main impact for New Zealand-resident consumers is that international roaming 
services they use while overseas would be subject to 15 per cent GST. Whether the 
cost of roaming will increase as a result of the proposals depends on whether 
suppliers ultimately choose to pass the full GST cost onto consumers or alter their 
pricing strategies. 

Suppliers 

42. Suppliers of telecommunication services will likely face initial upfront costs of 
complying with the change in GST treatment for telecommunication services. 
Consultation will be important for understanding the costs to telecommunication 
suppliers more generally. The proposed 1 October 2020 application date should also 
provide sufficient time for these suppliers to update their systems. 

Fiscal and administrative impacts 

43. We are currently finalising the revenue estimates for this proposal. When officials 
looked at this issue in 2015, it was estimated that this proposal would raise an 
additional $25 million per annum. We will provide you with more concrete estimates 
in the new year. 

44. We consider that there would be low administration costs to Inland Revenue arising 
from this proposal. 

Consultation 

45. The Ministry of Business, Innovation, and Employment has been undertaking wider 
regulatory reform in the telecommunications area and has been consulted on this 
report. 

46. The Ministry of Foreign Affairs and Trade (MFAT) has been informed of this report. 
Consideration needs to be given to whether the proposed approach has any 
implications for New Zealand’s international obligations. MFAT will provide advice to 
Inland Revenue on any international implications of the proposal in the new year 
but does not anticipate any serious concerns. 
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Proposed timeline and next steps 

47. If you agree to the proposed scope of this initiative, we will begin drafting an 
officials’ issues paper on the technical details that you can release following a 
Budget 2019 announcement. Subject to your agreement, we propose the following 
approximate timeline: 

Draft issues paper to Ministers’ offices February 2019 

Draft issues paper to Cabinet March 2019 

Budget announcement and release of issues paper Budget Day 2019 

Consultation closes Late-June 2019 

Report on submissions and final policy proposals Late-July 2019 

Paper to Cabinet seeking approval on final policy August 2019 

Introduction of Bill November 2019 

Application date 1 October 2020  
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Appendix – International GST/VAT treatment of telecommunications services 

48. Most jurisdictions with comparable GST/VAT systems use the residency of the 
consumer as a proxy for consumption of these services. The most notable exception 
is Australia, whose rules for telecommunication services supplied to Australian 
residents, are similar to New Zealand’s current rules. 

UK 

49. The UK is the most recent example of a country which has moved to a residency-
based test for consumption of supplies of telecommunication services. Before 1 
November 2017, the UK applied a “use and enjoyment” rule to telecommunication 
services, which meant that if telecommunication services were consumed outside 
the EU, they were treated as being outside the scope of UK VAT. This approach had 
the same effect as New Zealand’s current rules in the GST Act for supplies of 
telecommunication services.  

50. However, as part of Budget 2017, the UK announced changes to their VAT place of 
supply rules for telecommunication services - specifically, supplies of 
telecommunication services by UK suppliers to UK non-business users (that is, UK 
consumers). The changes mean that since 1 November 2017, these services when 
supplied to UK residents are subject to UK VAT regardless of where they are 
consumed. In practical terms, it means that UK VAT now applies to roaming services 
when UK consumers use their mobile phones outside the UK and the EU. Equally, 
supplies to visitors from countries outside the EU are no longer subject to UK VAT. 

51. In making the change, the UK Government noted it would align the UK treatment 
of telecommunication services with the internationally agreed approach for taxing 
these services. 

European Union 

52. Since 1 January 2015, supplies of telecommunications, broadcasting and electronic 
services have been subject to tax in the Member State of the customer. VAT applies 
regardless of whether the customer is a business or a final consumer, and 
regardless of whether the supplier is based in the EU or outside. VAT is collected 
through a Mini-One-Stop-Shop scheme, whereby suppliers of services and 
intangibles account for VAT due on their supplies via a web-portal in the Member 
State of the consumer. This scheme means suppliers do not have to register and 
return VAT in each Member State of consumption. 

53. The definition of telecommunication services in the EU VAT directive is similar to 
the definition in New Zealand’s GST Act, except that it does not specifically exclude 
content.  

Norway 

54. Norway’s Value Add Tax on Electronic Services (VOES) has applied since 1 July 2011 
and applies to electronic services (e-services). Under Norway’s rules, e-services 
include electronic communication and telecommunication services. The definition of 
these services is based on the EU VAT Directive (2206/112/EU) and the EU VAT 
Regulation (Council Implementing Regulation NO 282/2011 of 15 March 2011 article 
7). 
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Switzerland  

55. Similarly, since 2010, Switzerland’s “remote services” rules include both telecom 
and electronically supplied services. Offshore suppliers who supply more than 
CHF100,000 (around NZD$150,000) of telecommunications or electronic services 
to Swiss consumers are required to register for VAT. 

Australia 

56. Australia applies a use and enjoyment test to their rules for telecommunication 
services. That is, telecommunication supplies of global roaming outside Australia by 
an Australian resident supplier is treated as GST-free when: 

• the customer is outside Australia when the service is supplied; and 

• the effective use and enjoyment of the supply by the customer takes place 
outside Australia. 

57. Telecommunication supplies made by an Australian resident supplier to a non-
resident supplier that enables a non-resident customer, who has a subscription to 
a telecommunications network outside Australia, to roam in Australia is also treated 
at GST free. In effect this means that no Australian GST applies to inbound roaming 
services. 
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