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From:
Sent: Monday, 18 March 2019 5:33 PM
To:
Cc:  

Subject: Costings
Attachments: Tax issues re. possible firearms buyback

 

 
I’ve now had an initial discussion with Police but it didn’t result in much more information. They say they need to get
information from their operational people and I’ve asked for them to organise this so we can meet in the morning. 
 
I think it would be useful for you to discuss with the Minister of Police’s office to clarify expectations. 
 

From my initial conversation: 

• there is a degree of certainty about the number of “legal” MSSAs – the paper used a 2016 number but they also 
have a current number that only slightly differs from the 2016 number 

• Police don’t have a current number for rifles but this would need to be extrapolated from the 2016 number 

• Police have no information on the percentage of rifles that are semi-automatic – for the Cabinet paper it used 
10% but this was a complete guess; this is an area Police’s operation people may be able to help with 

• the average price was also a rough guess – some firearms cost less than $1,000, whereas highly modified 
firearms can cost upwards of $6,000; the $3,500 price used in the Cabinet paper was picked as somewhere in 
the middle – a more accurate picture should be able to be gained from establishing average (or capped) prices 
for the broad categories of firearms.          

 
There are also other issues to consider in relation to businesses.  

• Presumably, businesses, including dealers/retailers, would be eligible for the buy-back scheme.  

• We have checked with IRD on the potential tax implications – see attached response.  

• I assume Ministers are only considering compensating retailers for its stock of eligible firearms but there are 
likely to be questions raised about compensation for ongoing loss of business. 

 
Gabs has made contact with the Australian Treasury about its experience but we are still awaiting a response.     
 
Sources of Funding 
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Here is some updated information on how the buy-back could be funded. Some of the information has been 
provided previously but I’ve repeated it here so it is all in one place. 
 
We haven’t been able to identify any other sources of potential funds.  
 
Given the potential cost it would be difficult to get the scheme funded through existing baselines. Given the existing 
cost pressures being identified in the Budget initiatives process, this is likely to require the identification of lower 
priority programmes.

 
That leaves either central funding or using ACC (noting your recent email regarding the MoF’s discussion with Hon 
Lees-Galloway). 
 
ACC 
 
The key questions in relation to ACC funding are: 

• what is permissible under the Accident Compensation Act - there are likely to be legislative barriers under the 
current legislation to fund the buy-back scheme, and 

• where do decision rights lie?  
 
The obvious way to fund the buy-back scheme through ACC is on the basis of it being an injury prevention initiative. 
This is a core function of ACC but the Act requires the Corporation to be satisfied that injury prevention measures 
are likely to result in a cost-effective reduction in actual or projected levy rates. It would be necessary to 
demonstrate that an firearms buy-back scheme would result in a reduction in levies and which account it would 
benefit. This may be challenging. 
 
The funding would need to be through the Earners Account, given the Non-earners Account is funded by 
appropriation. The Earners Account is a fully funded and solvent scheme that, in our view, would be able to absorb 
the likely costs of a buy-back scheme without the need to specifically increase levies (although future levies would 
be indirectly impacted as a result of funding the buy-back as the surplus in the Account will be reduced). As at 30 
June 2018 the Earners Account had a surplus (assets minus liabilities) of $1.049 billion.     
  
We have also explored whether ACC paying a dividend to fund the scheme is an option. There is no allowance in the 
Accident Compensation Act 2001 (AC Act) for ACC to pay a dividend and to our knowledge this has never happened 
in the past. However, the Crown Entities Act 2004 does provide a clause that allows the Minister of Finance to 
require a statutory entity or Crown entity company to pay the Crown the whole or part of a net surplus. The net 
surplus includes annual profit and an accumulated surplus. In ACC’s case Accounts need to maintained to reflect 
expected future liabilities and where the Accounts exceed this requirement levies (or appropriations for the Non-
Earners Account) are reduced to rebalance the funds.  
 
It will be important that Crown Law advice and ACC’s view are sought before this option is progressed further.  
 
Central funding 
 
If central funding is required we recommend funding through the Budget operating allowance, as is the default for 
all policy decisions with fiscal implications. While it is possible to fund the scheme outside the allowance framework, 
the impact on fiscal indicators, including net debt, would be the same as if the allowances had been increased. Such 
an approach will raise questions about the transparency of the Government’s fiscal approach and potentially 
increase the pressure to step outside the allowance framework for other reasons. 
 
If it was necessary to fund the scheme through the allowances, given the uncertainty about costs, we recommend 
creating a tagged contingency through Budget 2019 to allow for a reasonable estimate of the costs and then 
adjusting this as necessary through the between-Budget contingency or Budget 2020 allowances, although any 
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2018/19 costs would need to be appropriated as there would not be an opportunity to draw the tagged contingency 
down after the Budget moratorium. 
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From:
Sent: Monday, 18 March 2019 5:08 PM
To:
Cc:
Subject: Tax issues re. possible firearms buyback

Hello 
 
IRD has provided a summary table of GST and income tax consequences of a firearm buyback – see the email and 
table below. 
 
Layperson’s explanations are in blue font – we are awaiting confirmation from IRD that these accurately reflect the 
situation.  
 

 
Hi all 
 
Please see a summary table below on the GST and income tax consequences of a firearm buyback. 
 
Please note, this table doesn’t cover the treatment of any buyback of ammunition, this might have a 
different income tax treatment.  Please let us know if you want us to look into this. 
 
We would need more information to be able to provide any sensible estimate of the likely fiscal effect 
of the proposal. In particular, we would need to know the number of firearms likely to be affected, how 
much the Government would pay for the firearms and the distribution of firearms amongst the 
categories below. We understand this data is being compiled by the police (and other agencies), so if 
we can get hold of this it would help.  Once we receive this data, we can provide an estimate of the 
likely tax effect of the proposal.       
 

 GST implications Income tax implications 
Private individuals     
 
No tax implications for private 
individuals.  
          

No GST 
 
Not GST registered so don’t 
return any GST on the sale of 
their firearm 
 
 

Not taxable
 
Generally the buyback payment 
would not taxable to the private 
individual (because the firearm 
would be held on capital 
account) 
 

Businesses using firearms (e.g., 
farmers) 
 

15% GST 
 
GST registered and selling a 
good that is used in their 
taxable activity so would need 
to return GST on the sale of the 
firearm 
 
(But they would have claimed 
GST input credits when they 
bought the firearm) 
 
GST would be payable on the 
amount received from the 

Not taxable, but depreciation 
recovery income 
 
Generally the buyback payment 
would not taxable to the farmer 
(because it would be a capital 
asset) 
 
There could be depreciation 
recovery income (especially if 
the payment is greater than or 
equal to the original purchase 
price). Tax would be payable if 
the amount received from the 
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Government. GST payable 
would only exceed the input 
credit if the payment from the 
Government exceeds the 
original cost.  
 
 

Government is higher than the 
carrying value of the asset on 
the business’s accounts. A tax 
deduction would be available if 
the amount received from the 
Government is lower than the 
carrying value of the asset.  

Businesses selling firearms 
(e.g., retailers / wholesalers) 
 

15% GST 
 
GST registered and selling good 
so would need to return GST on 
the sale of the firearm 
 
(But they would have claimed 
GST input credits when they 
bought / imported the firearm) 
 
Same as businesses using 
firearms. 

Taxable
 
The buyback payment would be 
taxable as these owners hold 
the firearms on revenue 
account (because it’s their 
trading stock, they can deduct 
the cost of the firearm, so they 
are only taxable on the net 
profit). 
 
If the payment received from 
the Government exceeds the 
cost of the asset, income tax 
would be payable on the 
difference between the two 
amounts.  

 
Please let us know if you need anything further. 
 
Cheers 

 
 Inland Revenue  

 
 
From:  
Sent: Monday, 18 March 2019 2:52 PM 
To: 
Cc: 

Subject: Tax issues re. possible firearms buyback 
Importance: High 
 

 
Hi  – Urgent input sought for Cab paper on firearms buyback.  
 
Broad question is what are the tax implications Ministers should be aware of. 
 
Specific question is what would be the tax implications (GST and income tax?) of a buyback for: 

• Private individuals              
• Businesses using firearms (e.g., farmers) 
• Businesses selling firearms (e.g., retailers / wholesalers) 
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Interested in both understanding the impact on individuals/businesses, and to get to grips with fiscals. 
 
Deadline for input is 9:30am tomorrow, so any input today especially helpful. 
 

 coordinating at this end. (in cc and on ) 
 
Cheers 
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