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POLICY AND STRATEGY 

Tax policy report: Potential tax base maintenance measures  

Date: 4 October 2018  Priority: High 
Security Level: Budget Sensitive Report No: T2018/2809 

IR2018/601 

Action sought 

 Action Sought Deadline 

Minister of Finance Agree on measures (if any) to be 
progressed as part of a base maintenance 
package for Budget 2019 

8 October 2018 

Minister of Revenue Agree on measures (if any) to be 
progressed as part of a base maintenance 
package for Budget 2019 

8 October 2018 

Contact for telephone discussion (if required) 

Name Position Telephone 

Nigel Mehta-Wilson Programme Manager, Policy 
and Strategy, IR 

 (wk) (Mob) 

Jordan Ward Acting Team Leader, Tax 
Strategy, The Treasury 

(wk)  (Mob) 

Emma Grigg Policy Director, Inland 
Revenue 

(wk) (Mob) 
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3 October 2018 
 
Minister of Finance 
Minister of Revenue 
 

Potential tax base maintenance measures 

Executive summary 

1. This report specifies a package of two base maintenance measures which could potentially be 
delivered in time for Budget 2019. It responds to feedback you provided on an earlier report on 
potential base maintenance measures, 

 [T2018/2373, IR2018/579 refers]. 
 
2. The two proposed measures for a base maintenance package are:   

•  
• Applying  GST to telecommunications international roaming services (currently zero-

rated) 
 
3. 

 These measures were selected because it is feasible to achieve 
good policy decisions for these measures before Budget 2019. 
 
4. These measures will still require reallocation of some policy resources at a time when tax 
policy resources are under pressure supporting the Tax Working Group. Officials are seeking your 
guidance on making this trade-off. 
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Recommended action 

7. We recommend that you: 
 
a) EITHER 

 
i. Agree that no new base maintenance items are progressed for Budget 2019 in order to 

reserve any spare policy capacity to support the Tax Working Group 
 

Agreed / Not agreed Agreed / Not agreed 
 

OR 
. 

ii. Agree that officials deliver policy recommendations in time for Budget 2019 on: 
 

 
• Applying GST to telecommunications international roaming services (currently 

zero-rated. 
 

Agreed / Not agreed Agreed / Not agreed 
 
 
 
 
 
 
Matt Cowan Nigel Mehta-Wilson 
Acting Manager Programme Manager 
Tax Strategy Policy and Strategy 
The Treasury Inland Revenue 
 
 
 
 
 
 
Hon Grant Robertson Hon Stuart Nash 
Minister of Finance Minister of Revenue 
       /       /2018        /       /2018 
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Background 

1. In response to our report on possible base maintenance measures [T2018/2373, IR2018/579 
refers] you expressed interest in Inland Revenue and the Treasury investigating seven potential 
measures to maintain the tax base and the integrity and coherence of the tax system.   
 
2. These potential measures were: 

 
• applying GST to telecommunications international “roaming” services (currently zero-

rated); 

 
3. Alongside developing further advice on a package of base maintenance items we have been 
considering the capability we will need to support the Tax Working Group over coming months as 
well as to deliver advice to you on the recommendations of the Tax Working Group.  While we plan 
to report separately on our policy capability we are clear enough already that the policy work 
required over the next 6 months will mean that we will need to seek your agreement to reprioritise 
the tax policy work programme if we are to deliver timely advice. 
 
4. With that context in mind we have been conservative in developing a feasible base 
maintenance package in time for Budget 2019.  We propose discussing the relative benefits of 
delivering this proposed package or, alternatively, not delivering this proposed package for Budget 
2019 and instead freeing up resources that may be needed to balance any policy work overflow 
generated by the Tax Working Group (and potentially the Welfare Expert Advisory Group when it 
reports).     
 
 

Proposed base maintenance package  
 
5. The base maintenance package we propose progressing in time for Budget 2019 consists of 

two initiatives:  
 

•  
• applying GST to telecommunications international roaming services (currently zero-rated). 

 
 
6. We propose progressing with these items as it is feasible to achieve good policy decisions for 

these measures before Budget 2019 and the policy resource needed is relatively low 
(compared to the other items). Further details on both initiatives are in Appendix 1. 

 
Operational and system impacts 

7. The operational and system impacts of these initiatives is low to negligible and we anticipate 
can be addressed within Inland Revenue business as usual capacity.   
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8. There will be impacts on telecommunications providers who will need to adjust pricing 

however this is estimated to be a low impact. 
[33]
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Next steps 

16. We recommend discussing the proposed package of base maintenance items with officials at 
Joint Ministers meeting on 8 October.   

[33]
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Appendix 1: Proposed base maintenance package 
 
 
This appendix explains the initiatives we propose ministers consider progressing by Budget 
2019.   
 
Initiative 1: Apply GST to cross-border telecommunication “roaming” services 
 
This proposal would apply GST at the standard rate of 15% on supplies of telecommunication 
services to New Zealand-resident consumers.  The proposed change would bring the GST 
rules for telecommunication services in line with our rules for remote services and with 
international best practice, by applying GST to these services based on the consumer’s usual 
place of residence rather than the physical location of the consumer. 
 
Background 
 
17. The Goods and Services Tax Act 1985 (the GST Act) includes special rules that apply 
to supplies of cross-border telecommunication services (commonly referred to as roaming 
services).  The rules determine the GST treatment of roaming services based on the place the 
consumer is located when the services are initiated or received.  Specifically, the rules allow 
domestic telecommunication providers (telcos) to zero-rate roaming services provided to New 
Zealand-resident consumers who are temporarily offshore (outbound roaming).  For example, 
when a New Zealand-resident consumer uses their New Zealand mobile phone overseas, no 
GST is charged on the roaming services supplied by the New Zealand telco to the consumer. 
 
18. Further, the rules require non-resident telcos to register and return New Zealand GST 
for supplies of inbound roaming services1 to non-resident consumers who are temporarily in 
New Zealand.  However, we understand that no non-resident telcos are registered under these 
rules.  In effect, this means that no GST is currently collected for either outbound or inbound 
roaming services.  
 
Broad proposal 
 
19. New Zealand’s GST is a broad-based consumption tax, based on the destination 
principle.  This means that GST should apply to goods and services in the country where the 
goods or services are consumed.  Since 1 October 2016, New Zealand 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%.   
 
20. Consistent with OECD guidelines and international best practice, the remote services 
rules apply the consumer’s usual place of residence as the proxy for determining consumption 
and, therefore, which country has the taxing right over a supplied service (a new place of 
supply rule).  This means that supplies of remote services to New Zealand-resident consumers 
are subject to GST regardless of the consumer’s location.  For example, if a New Zealand 
resident downloads a movie while on holiday in Australia, that digital download is subject to 
New Zealand GST. 
 
 
 
 

                                                 
1 Provided the non-resident supplier meets the threshold for GST registration. 
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21. For supplies of remote services and intangibles, a consumer’s usual place of residence is 
broadly accepted as a reasonable proxy for determining place of consumption.  It is less open 
to manipulation than other proxies, such as, the location of the consumer at the time of 
supply.  Further, it is considered a relatively simple proxy for suppliers to apply in practice. 
 
22. While a broad range of services are captured by the remote services rules, 
telecommunication services are not covered by the rules. Instead, special rules exist in the 
GST Act to determine the GST treatment of these supplies.  These special rules apply the 
physical location of the consumer when the service is initiated or received as the basis for 
determining the place of consumption.   
 
23. This approach is out-of-step with current OECD guidelines and our new rules for taxing 
supplies of remote services.  The current rules mean that the New Zealand resident in the 
example above would be charged GST on the movie that she has downloaded while overseas, 
but no GST would be charged on the roaming services that she has used to download the 
movie.2 
 
24. Internationally, the European Union and most other countries with GST or VAT 
systems (except for Australia3) apply tax to roaming services on a residency basis.  New 
Zealand’s current rules, therefore, give rise to 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).  Whereas roaming services 
received by a non-resident in New Zealand could be subject to tax in both New Zealand and 
in the country where the consumer is usually resident (double taxation). 
 
25. There is a good case for aligning the GST treatment of roaming services supplied to 
New Zealand-resident consumers with our current rules for remote services, so that roaming 
services are subject to GST at the standard rate of 15%.   
 
26. While this project will mainly focus on ensuring roaming services are taxed in the same 
way as other remote services, in principle, all forms of telecommunication services provided 
to New Zealand-resident consumers should be subject to GST.  Further work will be 
undertaken to better understand supplies of telecommunication services more generally.  This 
includes reviewing the requirement for non-resident telcos to register and return GST to 
ensure that they are still relevant and fit for purpose. 
 
Estimated fiscal effect 
 
27. Officials briefly considered this issue in 2015 when the remote services rules were 
being developed.  At the time, we estimated that changing the rules to require 
telecommunications providers to standard-rate, rather than zero-rate roaming services, would 
be fiscally positive with additional revenue estimated at around $25 million per year.  Since 
then the number of New Zealanders travelling overseas has increased,4 the use of roaming 
services by New Zealanders overseas has also grown, while roaming fees have significantly 
decreased.5  Revenue estimates will be updated to reflect these changes.  
 

                                                 
2 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). 
3 Like New Zealand, Australia zero-rates roaming services. 
4 International travel and Migration: October 2017, http://www.stats.govt.nz 
5 “The Great Escape: Spark drops roaming rates as Kiwis’ data use overseas soars, 
https://www.nzherald.co.nz/business/news/article.cfm?c_id=3&objectid=11898150 
 

http://www.stats.govt.nz/
https://www.nzherald.co.nz/business/news/article.cfm?c_id=3&objectid=11898150
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Who is affected, consequences and implementation considerations 
 
28. The proposal would require telecommunication providers (both resident and non-
resident suppliers) supplying telecommunication services to New Zealand-resident consumers 
to charge GST on these supplies.  For consumers, this means roaming services they use while 
overseas would be subject to GST.   
 
29. As mentioned above, there may be other types of telecommunication services (besides 
roaming) supplied to New Zealand residents which should, in principle, be subject to GST.  
Further work is required to determine what these supplies may be and whether the current 
remote services rules are broad enough to capture them. 
 
30. We intend to consult with key stakeholders, in particular the telecommunications 
industry, to understand the practical impacts of this proposal.  Consultation will ensure that 
any changes made in this area are workable and compliance costs are kept to a minimum.  
Subject to Budget sensitivities, a small issues paper can be prepared to canvass feedback from 
stakeholders. 
 
31. We may also need to liaise with the Ministry for Business, Innovation and Employment 
to ensure that our proposed changes consistent with any wider Government’s strategy for 
telecommunications. 
 
Potential implications for integrity, efficiency, fairness and costs of administration and 
compliance 
 
32. The proposed change is consistent with our broad-based approach to GST.  It would 
increase efficiency and fairness in the system as cross-border telecommunication services 
would be treated the same as other types of remote services. 
 
33. Telcos will likely face initial upfront costs of complying with the change in GST 
treatment for telecommunication services.  As discussed above, consultation is important to 
understanding the costs to telcos more generally. 
 
34. As we already have a system in place for collecting GST on remote services, there will 
be low to no administration costs to Inland Revenue arising from this proposal.  
[33]
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