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Allowing additional deductions to be made from salary or wages

Agency Disclosure Statement

This Regulatory Impact Statement has been prepared by Inland Revenue.

The question addressed in this statement is how can Inland Revenue more efficiently use 
information it already holds about the employment of a defaulter in order to recover 
outstanding payments of tax, child support, gaming duty or student loan repayment 
obligations.

Requiring an employer to make deductions from wages or salary is one of the most 
efficient means of debt collection available to Inland Revenue. If deductions are imposed 
soon after a default is detected, they ensure early recovery of the debt and limit the growth 
of late payment interest or penalties. However, when Inland Revenue issues a deduction 
notice to an employer, it is required to issue a notice to the defaulter at the same time. If 
Inland Revenue does not hold a valid address for the defaulter, it cannot send notification 
to them and therefore cannot send a deduction notice to the employer.

Inland Revenue has considered a range of options for requiring an employer to make 
additional deductions from a defaulting employee’s salary or wages when there is no valid 
address held for the employee.

Because of time constraints, Inland Revenue has not consulted with employers on any of 
the options. Even so, we do not consider that our analysis of the issues is impaired by the 
lack of external consultation with employers and employees. We note that only a small 
number of taxpayers are affected (approximately 700 at any time). The Treasury was 
consulted on the policy proposal.

None of the options identified would impair private property rights or reduce market 
competition. However, two of the options involve some impairment of the common law 
principle of natural justice by reducing employees’ opportunity to challenge the basis on 
which the decision to increase wage or salary deductions is made, or to make alternative 
arrangements to redress any shortfall in PAYE, child support, gaming duty or student loan 
repayment obligations. We also note that some of the options (not the preferred option) 
would impose additional costs on business.

Keith Taylor
Policy Manager, Policy and Strategy 
Inland Revenue 
3 June 2015



STATUS QUO AND PROBLEM DEFINITION

1. Automatic deductions from salary or wages are one of the most efficient means of 
debt collection available to Inland Revenue. They help to minimise administrative costs for 
Inland Revenue and compliance costs for taxpayers in a debt situation. If the automatic 
deductions are imposed soon after a default is detected, they limit the growth of late 
payment penalties or interest and ensure early recovery of the debt. These deductions are 
additional to standard PAYE, ACC, child support contributions or student loan repayments.

2. Under current law, Inland Revenue is required to advise a defaulting taxpayer, liable 
parent, gaming machine operator or student loan borrower of its intention to make automatic 
additional deductions from salary or wages in order to recover unpaid tax, child support, 
duty, or student loan repayments. Notification is sent to the individual at the same time as 
the deduction notice is sent to the employer, giving them a short time (until their next pay 
day) during which they can contact Inland revenue to challenge the decision or make 
alternative arrangements to address the debt.

3. The release of the deduction notice to the employer is prevented if a valid address is 
not held for the defaulter. The system has been designed to protect the right of the employee 
to be notified of the intended deductions so they can exercise their right to challenge the 
decision or make alternative arrangements.

4. As at 11 March 2015, the lack of a valid address is preventing recovery of $718,044 
from 545 taxpayers, across all tax types. In addition 170 student loan borrowers have 
additional repayment obligations that could be met through increased wage or salary 
deductions if we had valid addresses. The rate of growth as penalties are applied will vary 
across tax types so that numbers and amounts owed will vary from time to time. The rate of 
recovery through additional deductions is limited by law to 20% of the wages or salary 
payable to an individual.

5. The current practice in these situations involves administrative costs for Inland 
Revenue and for employers, as manual intervention is required. This may include an initial 
phone call to the employer, followed, if necessary, by a written demand to provide the 
address details. Address records must then be updated before the deduction notice can be 
issued to the employer and copied to the defaulting employee.

6. Even so, the current practice seeks to preserve the rights of the employee to be 
informed about the decision and be able to challenge it or choose how they will redress their 
non-compliance.

7. Inland Revenue should be able to use information it already holds about a defaulter’s 
employment to recover debt more efficiently when a defaulter has not only failed to meet 
payment obligations, but also failed to advise a change of address to Inland Revenue.

8. The question addressed in this RIS is how can Inland Revenue more efficiently use 
information it already holds about employment of a defaulter in order to recover outstanding 
debt.



OBJECTIVES

9. The key objectives are:
(a) minimise administrative costs for Inland Revenue
(b) minimise compliance costs for defaulters and employers
(c) reduce or limit the growth of late payment interest or penalties and effect full 
recovery in the shortest possible time
(d) ensure that defaulters’ rights to object or make alternative arrangements to 
redress their default are maintained (fairness).

10. Trade-offs will need to be made across the various objectives. For example, options 
that seek to minimise administrative costs for Inland Revenue and compliance costs for 
employers may impair defaulters’ rights to object or make alternative arrangements to 
redress their default.

11. An additional constraint faced by Inland Revenue is its inability to make significant 
system changes in advance of the relevant stage of development of its Business 
Transformation.

REGULATORY IMPACT ANALYSIS

12. One administrative and two legislative solutions were considered as alternatives to the 
status quo. The options are:

• Option 1: Inland Revenue obtains contact details for the defaulter from their 
employer (status quo).

• Option 2: Inland Revenue issues notice to the last known address of the defaulter.
• Option 3: Inland Revenue issues notice to the employer for pass on to the 

defaulter.
• Option 4: Inland Revenue dispenses with requirement to issue notice to the 

defaulter when it holds details of the defaulter’s employer (preferred option).

Option 1 —  status quo

13. Under the status quo:
• Inland Revenue contacts the employer and requests that the employer provide the 

defaulter’s address details.
• Inland Revenue then updates the address details of the defaulter in its system.
• Inland Revenue issues a deduction notice to the employer and a copy to the 

defaulter.

14. The current practice creates additional compliance costs for Inland Revenue and for 
employers and an additional step in the recovery process, slowing the commencement of 
recovery, but preserves the rights of the defaulter (for a very limited time) to challenge the 
decision or choose how they will redress their non-compliance before any action is taken.

Option 2 -  Issue notice to the last known address of defaulter



15. Under this option, Inland Revenue issues a deduction notice to the employer and a 
copy to the defaulter’s last known “invalid” address.

16. The main advantage of this option is that it avoids imposing additional compliance 
costs on employers (compared with the status quo), as they are not required to provide 
Inland Revenue with updated address details for defaulters.

17. There are several disadvantages with this option, including:
• The defaulter is unlikely to receive the notice so does not have the opportunity to 

challenge the decision or choose how they will redress their non-compliance.
• The address held for the defaulter remains invalid.
• There is potential for a breach of tax secrecy, as someone other than the intended 

recipient may open the mail (even though it is an offence under the Postal Services 
Act 1998 for a person to open mail addressed to another).

• It could generate complaints from residents who have sent back previous pieces of 
correspondence, creating resource implications through additional work for call 
centres.

• It would create extra work for Inland Revenue through manual activity in what is 
intended to be an automated process, with further resource implications.

• Employers would be required to bear the compliance cost of dealing with 
employees who complain about reduction in pay.

• There would be some delay in the commencement of debt recovery.
• There may also be an increase in contacts to Inland Revenue call centres of 

complaints about the unexpected deduction from pay.

Option 3 -  Issue notice to employer for pass on to defaulter

18. Under this option, Inland Revenue takes manual action to issue the notice to the 
employer and a copy of the notice for the employer to pass on to the defaulter.

19. The main advantage of this option over the status quo is that it would limit growth of 
late payment interest and penalties and contribute to the earliest possible recovery of debt. 
In addition, the defaulter would retain the limited right to challenge the decision or choose 
how they will redress their non-compliance before any action is taken.

20. The main disadvantages are:
• It would impose additional compliance cost on employers.
• There would be systems implications, which may be significant and could not be 

implemented until Inland Revenue’s Business Transformation reaches the relevant 
stage of development. Until then, manual intervention would be needed.

• The address details of the defaulter remain invalid unless the defaulter contacts 
Inland Revenue and updates them.

Option 4 -Dispense with requirement to issue notice to the defaulter

21. Under this option, Inland Revenue would issue the notice to employer when there has 
been a default on payment obligations, even though it is not possible to issue a copy of the 
notice to the defaulter. Ultimately, the defaulter can regain the right to challenge the



decision or choose how they will redress their non-compliance by re-engaging with Inland
Revenue and updating their address records.

22. The main advantages of this option are:
• It ensures that growth in late payment interest or penalties is limited by early 

intervention.
• It contributes to the earliest possible recovery of outstanding debt.
• It will ultimately retain the automation of the process when systems changes are 

possible.
• In the interim, it can be implemented manually on a case-by-case basis with no 

additional administrative resources over the status quo.

23. The main disadvantages are:
• By removing the requirement for formal notification to the employee it further 

limits the defaulter’s opportunity to dispute the outstanding amounts or make other 
arrangements for repayment.

• Employers would be required to bear the compliance cost of dealing with those 
employees who complain about the unexpected reduction in their pay.

• There may also be an increase in contacts to Inland Revenue call centres of 
complaints about the unexpected deduction from pay.

24. This is officials’ preferred option.

Summary of impact analysis

25. The table below summarises our analysis of the options (including the status quo).



Table: Summary of analysis

O ption M e e ts  ob jec tives  
a, b, c, o r d?

Im p a c ts

N e t  im p a c t
E co n o m ic  /  

reven u e  im pac t A d m in istra tive  im pact C om plian ce im pact F a irn ess

1. In land  R evenue 
ob ta in s con tac t 
de ta ils  for the 
defau lters  from  their 
em ployers (sta tus 
quo)

M eets (d). 
P artia lly  m eets 
(c) bu t n o t (a) or 
(b).

N one In land  R evenue m ust obtain  
va lid  address details o f  
defau lters, w h ich  slow s the 
deb t recovery  process

E m ployers m u st p rov ide 
address details for 
defau lters

R ig h t o f  defau lters to  be 
in fo rm ed  is p reserved

D oes n o t address the 
p rob lem  defin ition  and  
frilly m eets o n ly  one  o f  
th e  four ob jectives

2. In land  R evenue 
issues n o tice  to  the 
la st know n “in v a lid ” 
address o f  defau lters

M eets (c). 
P artia lly  m eets 
(b).
D oes n o t m eet 
(a) or (d).

N one In land  R evenue m ust 
m an u ally  o ver-ride  its 
system  to issue the notices, 
deal w ith  re tu rned  m ail and  
h and le  additional 
com plain ts to  call centres.

E m ployers m ay  have to 
deal w ith  em ployee 
com plain ts about reduc tion  
in  pay

D efau lters are  unaw are  o f  
in ten tion  to  deduct

D oes n o t address the 
p rob lem  defin ition  and  
fu lly  m eets o n ly  one o f  
th e  four ob jectives

3. In land  R evenue 
issues n o tice  to  the 
em ployers for 
passing  on to  the 
defau lters

M eets (d). 
P artia lly  m eets 
(c).
D oes n o t m eet 
(a) or (b).

N one In land  R evenue m ust 
m an u ally  over-ride  its 
system  to issue the no tices

E m ployers have  to pass  on 
n o tice  to  defaulters

R igh t o f  defau lters to  be 
in fo rm ed  is p reserved

A ddresses  the p rob lem  
defin ition  bu t fu lly  m eets 
on ly  one o f  th e  four 
ob jectives

4. In land  R evenue 
d ispenses w ith  
n o tices  to  the 
defau lters 
(p re fe rred  option)

M eets (a) and
(c) .
P artia lly  m eets 
(b).
D oes n o t m eet
(d )  .

N one A n adm in istra tive saving 
com pared  w ith  the sta tus 
quo.

E m ployers m ay  have to 
deal w ith  em ployee 
com plain ts about reduc tion  
in pay

D efau lters are  u naw are  o f  
in ten tion  to  deduct

A ddresses  th e  p rob lem  
defin ition  an d  fu lly  m eets 
tw o o f  the four ob jectives



OTHER IMPACTS

26. There are no social, cultural or environmental impacts.

CONSULTATION AND IMPACT

27. Inland Revenue has not consulted with employers due to time constraints and the 
preferred option would reduce compliance costs over the status quo for the small number 
likely to be affected (approximately 700 in March 2015). The Treasury was consulted on 
the policy proposal.

CONCLUSIONS AND RECOMMENDATIONS

28. We recommend Option 4 because it offers the biggest administrative cost reduction 
for Inland Revenue while offering improvements in efficiency of debt recovery and a 
reduction in compliance costs for employers. We consider these efficiency gains outweigh 
the impairment in the defaulters’ right to natural justice because that impairment can be 
redressed by the defaulters taking action to update their address records.

IMPLEMENTATION

29. Options 1 and 2 do not require legislation to implement. Legislative change is 
required to implement options 3 and 4.

30. Amendments will be included in the proposed Taxation (Business Transformation and 
Simplification) Bill, which is scheduled for introduction in June 2015, and could be 
implemented from the date of enactment.

31. The preferred option would be automated when Inland Revenue’s system changes are 
at a suitable stage of development. In the interim, it could be implemented manually on a 
case-by-case basis.

32. Inland Revenue will communicate any legislative changes to employers through its 
existing channels, such as its guides and the Tax Information Bulletin.

MONITORING, EVALUATION AND REVIEW

33. There are no specific plans to monitor, evaluate and review the changes to give effect 
to additional recovery of outstanding payments of tax, child support, gaming duty or student 
loan repayment obligations. If any detailed concerns are raised in relation to these changes, 
Inland Revenue will determine whether there are substantive grounds for review under the 
Generic Tax Policy Process.


