Inland Revenue

Information Release

COVID-19 Response (Taxation and Social Assistance
Urgent Measures) Act 2020

April 2022
Description

This information release includes Cabinet papers, policy reports and advice related to the
COVID-19 Response (Taxation and Social Assistance Urgent Measures) Act 2020, enacted on
25 March 2020. These were published on the Government’s COVID-19 website on 8 May 2020.*

The Act covered these topics:

o Income tax
—  Depreciation on non-residential buildings
— Increase in the provisional tax threshold
— Increase in the low-value asset write-off threshold
— Research and development tax credits — broader access to refunds

o Tax administration
— Use of money interest remission
— Information sharing

) Social assistance
- Removal of hours test from the In-Work Tax Credit
—  Winter energy payment
—  Working for Families tax credits entitlement for emergency benefit recipients
— GST on COVID-19 related social assistance payments

Availability

This information release is available on Inland Revenue’s tax policy website at
https://taxpolicy.ird.govt.nz/publications/2022/2022-ir-cab-2020-covid-19-tax-measures

Individual documents are available on the Government’s COVID-19 website at
https://covid19.govt.nz/about-our-covid-19-response/proactive-releases/

Documents in this information release

CAB-20-SUB-0108: COVID-19: Overview of the Government’s response and economic
response package (16 March 2020)

1 CAB-20-SUB-0108 Cabinet COVID-19: Overview of the 16 March 2020
paper Government’s response and
Economic Response Package

1 https://covid19.govt.nz/about-our-covid-19-response/proactive-releases/supporting-the-economy/ and
https://covid19.govt.nz/alert-levels-and-updates/proactive-releases/income-support-measures/



https://taxpolicy.ird.govt.nz/publications/2022/2022-ir-cab-2020-covid-19-tax-measures
https://covid19.govt.nz/about-our-covid-19-response/proactive-releases/
https://covid19.govt.nz/about-our-covid-19-response/proactive-releases/supporting-the-economy/
https://covid19.govt.nz/alert-levels-and-updates/proactive-releases/income-support-measures/

S N

CAB-20-SUB-0108 Cabinet Annex Three: Alternate options to 16 March 2020
paper extend the Winter Energy Payment
attachment and updated financial
recommendations

3 CAB-20-MIN-0108 Minute COVID-19: Overview of the 16 March 2020
Government’s response: Economic
Package

CAB-20-SUB-0103: COVID: Tax measures (16 March 2020)

4 IR2020/123 Tax policy COVID-19: Update to Inland 5 March 2020
report Revenue's response and next steps

5 IR2020/134 Tax policy Inland Revenue's tax relief package 6 March 2020
report in response to the 2016

Gastroenteritis outbreak in Havelock
North - a comparison

6 IR2020/139 Tax policy Draft Cabinet paper: COVID-19: Tax 11 March 2020

T2020/616 report measures to support affected
businesses

7 IR2020/149 Tax policy Cabinet paper: COVID-19: Tax 12 March 2020
T2020/634 report measures

8 CAB-20-SUB-0103 Cabinet COVID-19: Tax measures 16 March 2021

paper
9 CAB-20-MIN-0103 Minute COVID-19: Tax measures 16 March 2021

CAB-20-SUB-0118: Order in Council: Goods and Services Tax (Grants and Subsidies)
Amendment Order 2020 (23 March 2020)

10 CAB-20-SUB-0118 Cabinet Order in Council: Goods and 23 March 2020
paper Services Tax (Grants and Subsidies)
Amendment Order 2020, and
amended application dates

11 CAB-20-MIN-0118 Minute Goods and Services Tax (Grants and 23 March 2020
Subsidies) Amendment Order 2020

CAB-20-SUB-0127: COVID-19 recovery package: increases to main benefits and the
Winter Energy Payment (23 March 2020)

12 REP/20/3/267 MSD aide- COVID-19 recovery package: 20 March 2020
mémoire increases to main benefits and the
Winter Energy Payment

13 CAB-20-SUB-0127 Cabinet COVID-19 recovery package: 23 March 2020
paper increases to main benefits and the
Winter Energy Payment

14 CAB-20-MIN-0127 Minute COVID-19 recovery package: 23 March 2020
increases to main benefits and the
Winter Energy Payment



CAB-20-SUB-0128: R&D Tax Incentive: Reducing the impact of COVID-19 on business
R&D (23 March 2020)

15 2778 19-20 MBIE R&D Tax Incentive - Reducing the 19 March 2020
briefing impact of COVID-19 on business
R&D
16 CAB-20-SUB-0128 Cabinet Reducing the impact of Covid-19 on 23 March 2020
paper business R&D
17 CAB-20-MIN-0128 Minute R&D Tax Incentive: Reducing the 23 March 2020
impact of COVID-19 on business
R&D

Information withheld

Sections of the Official Information Act 1982 under which information was withheld:
9(2)(a) to protect the privacy of natural persons, including deceased people

9(2)(b) (i) to protect the commercial position of the person who supplied the information or
who is the subject of the information

9(2)(H(iv) to maintain the current constitutional conventions protecting the confidentiality
of advice tendered by ministers and officials

9(2)(k) to prevent the disclosure of official information for improper gain or improper
advantage

not in scope

Accessibility

Inland Revenue can provide an alternate HTML version of this material if requested. Please cite
this document’s title, website address, or PDF file name when you email a request to
policy.webmaster@ird.govt.nz

Copyright and licensing

Cabinet material and advice to Ministers from agencies including Treasury, Ministry of Social
Development, Ministry of Business, Innovation and Employment, and Inland Revenue Department
are © Crown copyright but are licensed for re-use under the Creative Commons Attribution 4.0
International (CC BY 4.0) licence (https://creativecommons.org/licenses/by/4.0/).



mailto:policy.webmaster@ird.govt.nz
https://creativecommons.org/licenses/by/4.0/




The Treasury
COVID-19 Information Release
April 2020

This document has been prepared for release by the Treasury.

Information Withheld

Some parts of this information release would not be appropriate to release and, if requested, would be
withheld under the Official Information Act 1982 (the Act).

Where this is the case, the relevant sections of the Act that would apply have been identified.

Where information has been withheld, no public interest has been identified that would outweigh the reasons
for withholding it.

Key to sections of the Act under which information has been withheld:

[25] 9(2)(b)(ii) - to protect the commercial position of the person who supplied the information or who is
the subject of the information

[29] 9(2)(d) - to avoid prejudice to the substantial economic interests of New Zealand

[33] 9(2)(f)(iv) - to maintain the current constitutional conventions protecting the confidentiality of advice
tendered by ministers and officials

[34] 9(2)(g)(i) - to maintain the effective conduct of public affairs through the free and frank expression of
opinions

[35] 9(2)(g)(ii) - to maintain the effective conduct of public affairs through protecting ministers, members of
government organisations, officers and employees from improper pressure or harassment;

[36] 9(2)(h) - to maintain legal professional privilege

[39] 9(2)(k) - to prevent the disclosure of official information for improper gain or improper advantage

Where information has been withheld, a numbered reference to the applicable section of the Act has been
made, as listed above. For example, a [23] appearing where information has been withheld in a release
document refers to section 9(2)(a).

Copyright and Licensing

Cabinet material and advice to Ministers from the Treasury and other public service departments are © Crown
copyright but are licensed for re-use under Creative Commons Attribution 4.0 International (CC BY 4.0)
[https://creativecommons.org/licenses/by/4.0/].

For material created by other parties, copyright is held by them and they must be consulted on the licensing
terms that they apply to their material.

Accessibility

The Treasury can provide an alternate HTML version of this material if requested. Please cite this document’s
title or PDF file name when you email a request to information@treasury.govt.nz.



Budget Sensitive

Office of the Minister of Finance

Chair, Cabinet

COVID-19: Overview of the Government’s response and Economi
Response Package

Proposal

1. This paper provides an overview of the Government’s initial respofis COVID-

19 outbreak and seeks agreement to an Economic Response geto support
firms, workers and vulnerable households.

become a global pandemic, and we need to prep oga major slowing in economic

Executive Summary @
2. The economic outlook has deteriorated significan@ OVID-19 outbreak has
activity.

3. Ouir first priority is to support New Zealand’ blic health system, and the Minister of
Health will seek the establishment of a®§500m ‘contingency from Cabinet this week to

support response to the outbrea
4, | propose that the response fo@ lly on the following elements:

41 A Health pack@g inelu

411 sup Nhe health system to enable the necessary public health
New Zealand can slow any potential domestic outbreak
@)

ID-19

4.1.2 and

@ A COVID-19 Leave payment scheme, which is a financial assistance
scheme to incentivise self-isolation for people unable to work with a
cost of up to $126m for the initial 8 week period.

A Business and Worker Support package to cushion the impact of the

economic shock on firms and workers and support confidence in the near-

term. This will include:

421 A temporary wage subsidy, which will be proposed in a separate
Cabinet paper
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4.2.2 Employer support - officials are working with banks on potential
options for working capital support, and developing advice as to how
the Government could provide support for larger firms.

4.2.3 Support for worker redeployment of $100 million across the forecast
period - a separate Cabinet paper will propose to allocate $28.2
million support for the Tairawhiti region, made up of training,
transport, administration, assurance and other project related
services.

5. Phase 1 of a Recovery package to support beneficiaries and confidence during the
early phase of economic recovery, comprising three elements:

o A $25 per week increase to the rates of all main benefits
o An extension of the Winter Energy Payment period until the end of 2020, and
an increase to the rates of payment of $1,500 over the 2020 period
. Remove the hours test from the In Work Tax Credit
6. In addition, officials from the Ministry of Transport and the Treasury are undertaking

work on an aviation sector package, and the Minister o Transport and | expect to
make an initial set of announcements on this package on Tuesday 17 March.

7. We will need to consider Phase 2 of a Recovery package in future, to support
confidence and a broader economic recovery. We will have the opportunity to make
further decisions ahead of Budget 2020 if required.

8. Banks are well-placed to support businesses through this period — they hold
significant buffers of excess capital and liquidity over regulatory minimums. The
Reserve Bank has the ability to provide liquidity support to the banking system and
will announce measures that it is taking to support financial markets and the
economy on Monday, which | have been briefed on and the Treasury has been
engaged with.

9. |

Background

10.  We need to act now to slow the COVID-19 outbreak in New Zealand and flatten the
curve. As such, our first priority has to be supporting our public health system.

11.  We also need to announce an Economic Response Package in response to the
economic outlook that has deteriorated significantly as the COVID-19 outbreak has
become a global pandemic. The pace of events is moving rapidly. Many major
economies are seeing exponential outbreaks of the virus, and instituting public
health responses that will slow down the global economy.
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12.  This confluence of events will have immediate and ongoing impacts on external
demand and economic confidence. In addition, domestic public health responses
and the risk of eventual widespread community transmission in New Zealand will
have major impacts on labour supply and significant sectors of the domestic
economy.

13.  Evidence of lower global business confidence have become more apparent and are
reflected in sharp falls in equity markets. Given the scale of the economic disruption,
there is a risk that global credit markets could be affected. A range of countries have
announced economic measures, which in most cases are packages aimed at
targeted support to affected households and firms. In addition, central banks around
the world have also been rolling out measures to support liquidity and credi markets.

14.  Reductions in travel and tourism, including due to our border decisions will lead to a
major economic downturn. The situation will continue to change quickly but | expect
that the economic shock will become even more severe. Broadly speaking, there are
two ways in which this could occur:

¢ The external demand shock intensifies. This could occur through increased
disruption in a major trading partners such as Australia or China, or the United
States as the world’s biggest economy, a fall in global business confidence or
extended disruption to financial markets

e A COVID-19 outbreak in New Zealand leads to widespread containment and
quarantine.

15.  This requires an urgent economic response package to cushion firms and workers
from the worst effects that can be implemented as soon as possible.

Our Economic Response Package

16.  As events unfold it appears that the size of the shock from COVID-19 could be larger
than the Global Financial Crisis (GFC). The rapid deterioration in the economic
outlook and the likelihood of widespread internal disruption suggest the need of fiscal
policy to provide additional support to businesses and households.

17.  Relative to the GFC, there will likely be more dependence on fiscal policy given that
moneta y poicy is constrained. Between June 2008 and April 2009 the Official
Cash Rate (OCR) fell by 5.75 percent. The OCR has been reduced today to 0.25%,
and will be held there for at least a year. Conventional monetary policy will be able to
provide limited further support.

18.  Our economic response package needs to be designed for the nature of the
disruption caused by COVID-19. This means a package with three immediate
components:

e Support to the health system that enables the necessary public health response

so New Zealand can slow any potential domestic outbreak of COVID-19,
including sick leave measures.
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e A substantial package to cushion the impact of the economic shock on
businesses and workers, and support confidence in the near-term.

e The first phase of a broader recovery package to support household incomes
through the shock and to spur the economic recovery.

19.  The ultimate recovery package will go beyond the measures presented here. Having
announced the package described in this paper, | intend to re-orient Budget 2020 to
be the second phase of the broader recovery package. We also have the option of
moving again before the Budget.

20. Subsequent phases of the recovery package will include rebuilding linkage with our
international trading partners and looking for opportunities to work to our goal of a
more productive, sustainable and inclusive economy. The next phases of the
recovery package are not the subject of this paper but will be progressed as required
and as the situation begins to normalise.

21.  There are also four guiding principles for our response. Any measures the
Government takes must be:

o timely,

fiscally sustainable,

targeted to those who need it, and

proportionate to the level of the economic shock.
Supporting New Zealand’s public health system
Public health response

22.  The Minister of Health will seek the establishment of a $500 million contingency from
Cabinet this week to support the public health response to the outbreak. This will be
established outside Budget allowances. At the same time, specific costs associated
with the publ ¢ health response (to scale up public communications and support,
continuity of care in the community, and testing and tracing cases) will be agreed
and appropriated from the contingency. This will allocate approximately half the
contingency leaving the remainder available to respond to the requirements of the
wider sector as need arises.

23.  There is a recognition that further funding over and above the $500 million
contingency may be required as part of an ‘All-of-Government’ Strategic Response
Plan to manage the public health response in the longer-term. Officials are still
working to determine the scale of future costs.
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Expanded provision of sick leave

25. The COVID-19 Leave payment scheme is a financial assistance scheme to
incentivise self-isolation by employees, self-employed and contractors which
supports the Government’s public health response to COVID 19, by encouraging
self-isolation. It will provide support (through employers) for those people unable to
work who are in self isolation, sick or caring. Employers will b expected to meet all
of their sick leave and other employment expectations. The payment would be
administered by MSD. To enable rapid roll-out, it is a simple payment that relies on
high trust and therefore comes with consequent risks of some overpayment and
other moral hazard risks. The scheme co ts are highly uncertain, but estimated at
$126 million for 8 weeks (and could increase significantly with high take-up or where
there is extension beyond 8 weeks). There is overlap with the wage subsidy scheme,
but this is unavoidable given this scheme is supporting a public health objective, and
so needs to have a broad coverage with imited exemptions.

26. There is an accompanying Cabinet paper to agree the design, including the rate of
payment, and implementation for this scheme to provide financial assistance to
incentivise and support those in self isolation or on sick leave due to COVID-19.

Business and worker support

27.  Supporting business and workers through the shock will limit the extent of the fall in
output, and ushion the impact on households and firms most affected by COVID-19.
The aim is to I mit the disruption caused by public health measures implemented in
New Zealand and internationally, as well as mitigate the negative confidence effects.

28. | am recommending a number of initiatives that will support these goals, some of
which have already been announced and some of which are being worked on. These
include:
¢ training and redeployment options for affected employees,

e atemporary wage subsidy scheme for workers and firms impacted by COVID-19,

e working capital support for small and medium sized businesses, and

e support for large enterprises.
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29.

| also propose including four tax initiatives as part of the business and worker
support package:

¢ remission of use of money interest payments,

e expansion of immediate expensing for low value assets,

¢ reinstatement of depreciation deductions for commercial and industrial buildings,
and

e increasing the threshold for provisional tax.

Training and redeployment for affected employees

30.

Within the Economic Response package we have set aside $100 million across the
forecast period to support worker redeployment. The first decision, set out in the
Cabinet paper on a Tairawhiti economic support package, will be considered by the
Ad Hoc Cabinet Committee on COVID-19 Response (CVD) on Wednesday. This
proposes $28.2 million to support for the Tairawhiti region, made up of training,
transport, administration, assurance and other project related services.

Wage subsidy scheme

31.

32.

The wage subsidy scheme is a temporary scheme to support workers and firms
impacted by COVID. Many employers run on low margins, and many employees are
in relatively low wage work (hospitality, forestry, and accommodation). This limits the
capacity of those employees and employers to plan for significant disruptions of this
scale. There also appears to be a gap in the insurance market for products which
cover large-scale pandemic events, because of the scale of costs that would need to
be covered. There is a role for Government to act as an insurer of last resort for
businesses that cannot reasonably self-insure.

Details of the scheme are laid out in a separate Cabinet paper. Key design settings
are laid out below.

Design Proposed setting
Sectors All sectors eligible
Regions All regions eligible

Disruption to business

30% decline in revenue compared to the year
before (can include forecast revenue)

Scale of subsidy ( er full time worker)

$585.80 for full time per week or $350 for part
time

Durati n o support

12 weeks (and then reviewed)

Duration of the scheme

12 weeks from the date of announcement
(Tuesday 17 March)

Maximum subsidy per business

Cap of $150,000

Other pre-qualifications

Business must have taken active steps to
mitigate the impact of COVID-19 (eg. engaged
with their bank) and sign a declaration form to
that effect.

Administering agency

MSD, with support from IR
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Working capital support for small and medium sized businesses

33.

34.

35.

36.

37.

38.

39.

Officials are meeting with banks to discuss the potential for future working capital
support, including in the form of loan guarantees for businesses that face temporary
credit constraints. Support provided by the Crown is best done in conjunction with
banks, as they are best placed to understand their customers’ needs and have
infrastructure and processes in place to provide this support. The Crown is not well
placed to implement direct lending facilities to a large number of small firms at pace.

A loan (or other types of debt facility) made available by banks to corporate entities
but guaranteed by the Crown has the effect of de-risking the lending (from the bank’s
perspective). This should therefore allow working capital to be made available to
firms that banks may not otherwise be prepared to provide.

It is critical that a scheme creates strong incentives for banks and firms to only use
the scheme as a last resort, and where the borrowing business is expected to be
commercially viable over the longer-term.

The NZBA has indicated banks will assist affected businesses. Depending on the
customers’ individual circumstances, potential options for support include:

e reducing or suspending principal payments on loans and temporarily moving to
interest-only repayments

e helping with restructuring business loans

e consolidating loans to help make repayments more manageable

e providing access to short-term funding

e referring individual customers to budgeting services.

There are risks involved in government taking action or indicating a response too
early. It may discourage NZBA lenders, and firms from exploring alternative
solutions already ava lable to them.

Officials have begun working on options and are in discussions with banks to
understand the nature of the problem, their capacity, what support they require, and
the parameters o a guarantee scheme. Officials are meeting with banks on Monday,
16 March 2020.

In respect of any guarantee scheme, the government will seek to include the

fol owing key design features, which could be tailored to support Ministerial
objectives:

e Eligible firms must be otherwise viable but impacted by the COVID-19 shock
e The scheme would cover new or increased borrowing

e A maximum lending limit per firm

e Banks would be required to pay a fee to the Crown to utilise the scheme

e Time limited.
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40.

41.

42.

43.

The design of the guarantee scheme will depend on Ministerial objectives and
negotiations with the banks. The design of the scheme is scalable (i.e. could be
designed to cover different size of businesses).

The scheme is likely to generate significant fiscal risk to the Crown, as an unknown
proportion of borrowers may be unable to repay the loan. The fiscal risks can be
managed to some extent through elements of the scheme design such as overall
size, per firm limits, and terms and conditions.

| do not intend to make any public announcements on Tuesday on the specifics of
any guarantee scheme given banks’ partnership is essential and discussions with
them are still ongoing.

However, | intend to publicly announce that officials are in discussions with banks to
understand the extent of the problem, their capacity, what support they require, and
possible government assistance. Officials will update me as work and negotiations
with banks progress, and further public announcements may be made as work
progresses.

Support for large or complex businesses

44,

Some businesses may fall outside the scope of the proposed business and
employee support package (including working capital support), such as large or
complex businesses. | have asked the Treasury to develop options to allow the
government to support larger businesses that have been materially impacted by
COVID-19, where other avenues for support are not available, and the businesses
are commercially viable over the longer-term. Any support would seek to mitigate the
economic impact as adjustment occurs. | anticipate that any interventions will be
case-by-case for larger businesses

Remission of use of money interest payments

45.

46.

47.

Use of money interest (UOMI) is used to compensate the Government for the time
value of money lost due to taxpayers underpaying their tax. It applies to all tax types
administered by Inland Revenue, as well as underpayments of tax that are withheld
at source, and Working for Families debt.

A separate Cabinet paper from the Minister of Finance and Minister of Revenue (to

be considered at Cabinet on Monday 16 March) proposes to give the Commissioner

of nland Revenue a time-limited discretion to remit UOMI if a taxpayer’s ability to

make a tax payment on time has been significantly adversely affected by the COVID-
9 outbreak.

This measure will provide targeted relief to directly-affected taxpayers facing
cashflow pressures and apply for all tax payments due on or after 14 February 2020.
The eligibility criteria for interest remission would be aligned where possible with the
eligibility criteria for the Wage Subsidy Scheme. Inland Revenue has produced
communications materials to assist taxpayers to determine whether they are eligible
for UOMI remission.
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Expansion of immediate expensing for low value assets

48. Immediate expensing allows businesses to fully deduct the cost of low value assets
when they are purchased (rather than spreading the deductions over many years).
The threshold for the low value asset write-off is currently $500.

49. Anincrease in the threshold for writing off low value assets would reduce compliance
costs for businesses and increase cash flow (by reducing tax to pay). It would also
have the side-benéefit of stimulating business purchases.

50. | recommend that we agree to a one-year temporary increase in the threshold to
$5,000, reverting to $1,000 in the longer term, with a cost of around $0.7 bi lion over
the forecast period. This measure will apply for the 2020-21 income year (generally
beginning on 1 April 2020).

51.  The temporary nature of the increase will create an additional incentive for
businesses to bring forward purchases (i.e. before the threshold reverts to a lower
level in the longer term), which will help provide additional support to the economy in
the recovery phase.

Reinstatement of depreciation deductions for buildings

52.  The previous Government abolished depreciation deductions for buildings in 2010.
The recent Tax Working Group reviewed the international evidence and concluded
that industrial and commercial buildings do depreciate. Therefore, the current rules
regarding depreciation deductions create a distortion in the tax system that
discourages investment in buildings.

53. Areintroduction of depreciat on deductions for buildings would encourage business
investment in the recovery phase, support productivity and enable the capital costs
of the seismic strengthening of a building to be depreciated. It would also increase
cashflow (by reducing tax to pay for building owners) and serve as a broader
demonstration of Government support for the business sector.

54. | recommend tha we agree to the reinstatement of depreciation deductions for
buildings for commercial and industrial buildings (at a 2% diminishing value) for the
2020-21 income year (generally beginning on 1 April 2020). This will have a cost of
around $2.1 billion over the forecast period.

Increasing the threshold for provisional tax

55.  Provisional tax is paid in instalments during the year, instead of a lump sum at the
end of the year. Provisional tax must be paid by all taxpayers who had to pay more
than $2,500 at the end of the year from their last return.

56. | recommend that we agree to increase the threshold for provisional tax from $2,500
to $5,000. This measure will take effect for the 2020/21 income year (generally 1
April 2020). This measure will reduce cashflow pressure and compliance costs for
small taxpayers by allowing roughly 95,000 taxpayers to defer their tax payments.
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Recovery Package: Phase 1

57. The business and worker support measures and the public health response
described above will offer a total of $8.8 billion in support to the economy over the
next five years. This could be substantially higher if either the wage subsidy or sick
leave schemes are extended longer than anticipated.

58.  This funding will enable a strong public health response, support businesses and
workers through the immediate effects of the shock, and improve confidence in the
near-term. Fiscal policy will need to further support the economy to ensure
recovery takes hold. This support should aim to boost household incomes,
provide support beyond the immediate effects of the shock.

59.  Accordingly, | recommend that, in addition to the above, we i nt'an initial
recovery package to boost incomes and support households thr first phase

of the recovery. | recommend an initial recovery package cor@ ee elements:
t

o A $25 per week increase to the rates of all main

o An extension of the Winter Energy Payme ried until the end of 2020, and
an increase to the rates of payment of$1, | over the 2020 period

° Remove the hours test from the In Credit

60. This will only be the first phase qf the package to support the recovery. The eventual
package will need to go beyond t

Main benefit increase @

61.  Intheir final report, thQ fa rt Advisory Group (WEAG) identified key problems
with the current inc system and proposed a comprehensive package of
substantial change & e support. Officials’ own assessment of WEAG's analysis
supports the con@ at benefit incomes are inadequate.

62. | propose i the rates of all main benefits by $25 on 1 July 2020. MSD
estlmat would increase the incomes of approximately 350,000 low income
faml d|ng more support for all families receiving a main benefit would improve

equacy at a population level and reduce poverty. It would ensure families
est incomes have more income to meet their everyday living costs. This will

so help as more people are likely to need income support in the coming months who
have previously been in work.

63. Under current settings for Temporary Additional Supplement (TAS), the main benefit
increase will result in some clients with high disability costs being financially
disadvantaged. | propose introducing a Transitional Additional Payment (TAP) to
ensure that no-one loses from the increase to main benefit rates.

In Work Tax Credit
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64. The IWTC is an income-tested cash payment of $72.50pw ($3,770 per year) to
working families with children. To be eligible families must be “normally” working at
least 20 hours a week (sole parents) or 30 hours a week (couples). This provision
allows recipients to keep receiving the IWTC over short periods with fewer hours-
worked, such as sick leave or vacation. However, it does not allow workers with
unpredictable or variable hours, such as shift workers or those with multiple jobs, to
receive the IWTC when their hours-worked drop below the threshold.

65. | propose extending eligibility for the IWTC to all families who are not receiving a
main benefit and have some level of employment income each week, by removing
the hours test. This is an important change as people may face a reduction of, or
variable hours, in the wake of the COVID-19. This option would cost $32 million per
year.

Winter Energy Payment supplement

66. The Winter Energy Payment (WEP) is a non-taxable, non-income tested benefit paid
with the client’s main benefit, New Zealand Superannuation or Veteran’s Pension to
help eligible people meet their household heating costs during the winter
months. WEP is paid automatically for 22 weeks between 1 May to 1 October and
doesn’t affect other payments received by MSD (e g. it is not counted as income for
other assistance). The current rates of WEP are:

e Single people with no dependent children: $20.46 a week ($450 per year)
e Couples, and people with dependent children: $31.82 a week ($700 per year)

67. | propose extending the WEP payment period to the end of 2020, and increasing the
total payment received per recipient by $1 500 over the 2020 period.

68. It is estimated that around 850 000 WEP recipients would benefit from this change.
Once we include the partne s of recipients, over 1 million people are expected to
benefit.

Further Economic Considerations

Impact on the aviation industry

69.  While c itical for the preservation of public health, the enhanced border measures
announced on 14 March will have a severely adverse impact on the aviation sector.
We already know that the number of arrivals into New Zealand has fallen
significantly as a result of the previous border restrictions as well as the global
uncertainties around COVID-19. The enhanced measures will pose significant
challenges to the viability of international air travel to and from New Zealand over the
short to medium term.

70. | consider that the Government has a key role to play in supporting the aviation
sector in order to: maintain connectivity for critical freight flows (for example,
pharmaceuticals, key time critical machinery); prevent those working in the aviation
sector from bearing the economic brunt of the border restrictions; and encourage key
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airlines to remain in New Zealand so that when borders re-open we can quickly
recover international connections and tourism.

71.  Officials from the Ministry of Transport and the Treasury are undertaking work on an
aviation sector package, which comprises three areas

e Support for Air New Zealand
e Support for airports
e Maintaining key freight flows and assisting the return of international connections

72.  These work areas are inter-related: support for airlines and services will provide
benefits for airports, maintaining freight flows may also provide support to Ar New
Zealand, and there may be relief measures which provide benefits to a range of
aviation operators.

73.  This work will have significant linkages with other parts of the Government’s
economic response, particularly the business and worker support package. | expect
officials to consider these in order to ensure Ministers are able to take fully informed
decisions.

74. | have asked the Minister of Transport, Hon Phil Twyford, in consultation with me, to
take responsibility for leading work on the aviat on package. However, issues relating
to the Crown’s ownership interest in entities such as Air New Zealand will remain the
responsibility of shareholding Ministers.

75.  The Minister of Transport and | expect to make an initial set of announcements on
the aviation sector package on Tuesday 7 March, focussed on Air New Zealand. At
the same time a broader suite of measures will be signalled to come in a few days
after discussions with key aviation stakeholders. This will provide time for officials to
work with airlines and airports to understand impacts, what is happening with
services, and potential support mechanisms.

Impact on financial markets

76.

77.  Banks currently hold significant buffers of excess capital and liquidity over regulatory
minimums.

78.  The Reserve Bank is working closely with me and the Treasury. It has today lowered
the Official Cash rate and announced a range of measures to support liquidity,
including delaying new bank capital requirements by a year. It is actively supporting
liquidity in domestic wholesale markets and is monitoring this regularly. Longer-term,
banks may be impacted by a rise in loan defaults which may be influenced by a
sustained rise in unemployment.
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87.

33

It is likely that the Government may need to make policy decisions on COVID-19 with
fiscal costs once the Budget moratorium has commenced. | am working through a
process for how spending can be approved during the Budget moratorium.

Administrative Implications

88.

89.

90.

91.
92.

The tax changes proposed will generate additional contacts of a complex nature for
Inland Revenue as people seek advice on how these changes impact their situation.

Inland Revenue is already under pressure to manage customer demand from the
upcoming 2020 auto-calculation period, as well as any implications from Business
Transformation Release 4 changes. There are additional expected cumulative
impacts that Inland Revenue will also need to manage (including from Budget 2020
items, any further COVID-19 responses, and the impact of reduced baselines due to
the reduction of time-limited funding).

To manage this additional demand, Inland Revenue will need to reprioritise and
manage customer demand.

The changes will also require community and s akeholder engagement.

The Wage Subsidy Scheme will add to the administrative burden of the Ministry of
Social Development, which is already facing an increased workload as a result of
COVID 19. 1 am seeking Cabinet’s agreement that | finalise additional resources for
the Ministry in consultation with the Minister of Social Development.

Initial recovery package

93.

94.

There may be administrative implications resulting from the main benefit changes.
These are being established, and will be agreed by the Minister of Finance and
relevant portfolio Ministers.

Increasing the existing rate of WEP is relatively simple, compared to other income
support options, as it is increasing an existing rate in the system and does not have
any flow-on implications to other MSD payments.

Financial Implications

95.  The fiscal cost of the economic response package will be around $12.5 billion. The
c sts are highly uncertain and will depend on design of individual initiatives.
Indicative costs for the three components of the economic response package are set
out below:

Total over

Fiscal cost ($ million) 2019/20 2020/21  2021/22 2022/23 2023/24 fo;eec;;sc;t
$million

Public Health Response -626 -13 -62 -62 -62 -824
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Supporting workers and

businesses -5,200 -88 -1,856 -186 -689 -8,019

Recovery package,

phase 1 -314 -1,532 -616 -617 -598 -3,679

Total package -6,144 -1,633 -2,534 -865  -1,349 -12,522
96.  The health contingency, 33 and sick leave measures, and

some of the business and worker support options discussed in this paper (wage
subsidies and remission of use of money interest) are the subject of separate
Cabinet papers. The financial implication of those measures are included in the table
for completeness, although recommendations to give effect to those initiatives a e
included in the respective papers.

Tax measures

97.  UOMI will be able to be remitted for tax payments due on or afte 14 February 2020.
The other three tax measures in this paper will be effective for he 2020-21 income
year (generally beginning on 1 April 2020). The benefits o business confidence
should be immediate, and the cashflow benefits will begin flowing within weeks. The
total cash cost to the Crown will total around $1.4 billion in the 2020/21 fiscal year.
However, because of when taxpayers are required to make tax payments, and file
their tax returns, there is a lag between when the benefit is realised by taxpayers and
when the fiscal costs are be reflected in the Government’s fiscal accounts. A
consequence of this is the revenue impact on the Government’s accounts peaks in
the 2021/22 fiscal year before stabilising in following years.

Expansion of immediate expensing for low value assets

98. Officials have prepared early estimates of the potential fiscal impacts of the options
for expanding immediate expensing for low value assets. These estimates have
been produced under significant time pressure and should be treated as indicative
only. Officials will continue to refine these estimates.

$m increase / (decrease) in revenue

2019/20| 2020/21 | 2021/22 | 2022123 | 2023/24 Total over
forecast period

Temporary increase to

$5,000 for one year,
reverting to $1 000 - -50 -823 347 -141 667

thereafter

Reinstatement of depreciation deductions for buildings

99. Officials have prepared preliminary estimates of the fiscal impact of for reinstating
depreciation deductions for buildings. These estimates have been prepared under
time pressure and are indicative only. Officials will continue to refine these estimates.

$m increase / (decrease) in revenue
2019/20| 2020/21 2021/22 2022/23 | 2023/24 Total over
forecast period
(35.000) | (1,030.000) | (530.000) | (545.000) (2,140.000)
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Reinstatement of
depreciation deductions
or industrial &
commercial buildings

Remission of UOMI payments

100. The proposal to give the Commissioner of Inland Revenue discretion to remit UOMI
in response to the COVID-19 outbreak will result in foregone Crown revenue. This is
because, absent this measure, there would have been an increase in UOMI
payments to the Crown from COVID-19 affected taxpayers. The amount of fo egone
revenue is not able to be quantified at this time.

101. However, the negative revenue implications from the proposal will not be reflected as
a fiscal cost in the Crown accounts. This is because the Government’s fiscal
forecasts currently do not include COVID-19 related UOMI charges, so their
remission does not impact the fiscal position.

102. There is also a number of risks associated with this proposal, including:

e This measure decreases the incentive to pay tax when it falls due. This could
result in some taxpayers facing a larger tax bil at a later date, which they could
be unable to pay. This could result in some core tax not being recoverable.

e This measure could allow some COVID 19 affected taxpayers that would face
UOMI penalties under ordinary economic circumstances to not pay UOMI. This
will reduce the interest receipts rece ved by the Crown.

e This measure could lead to the deliberate underpayment of tax in situations
where taxpayer are actually able to pay in full and on time (i.e. they do not qualify
for the remission), with delays potentially crossing fiscal years.

103. These risks will impact on the fiscal position if they materialise. We are unable to
quantify the materiality of the potential impacts.

Increasing the threshold for provisional tax

104. Increasing the provisional tax threshold from $2,500 to $5,000 will have an operating
impact of $12 million over the forecast period (due to lost penalties and interest). It
will also cause a one-off increase in net debt of $350 million in 2020/21 (due to
differences in the timing of tax payments).

$m — increase/(decrease)

2019/20 2020/21 2021/22 2022/23 2023/24 Total
over
forecast
Non-tax revenue:
Penalties and interest - (3.000) (3.000) (3.000) (3.000) | (12.000)
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Consultation

115. Consultation has occurred with Ministers and agencies with an interest in the
proposals outlined in this paper.

Communications

116. The initiatives in this paper can form part of the Government’s broader
communications around its COVID-19 response.

Proactive Release

117. lintend to proactively release this Cabinet paper following Cabinet’s consideration.
This may be released as part of the Budget proactive release process

Recommendations
The Minister of Finance recommends that Cabinet:

1. note that the economic outlook has deteriorated significantly as the COVID-19
outbreak has become a global pandemic, and we need to prepare for a major
slowing in economic activity;

2. note that the situation makes an economi response package essential to address
immediate public health risks, maintain economic confidence, cushion the impact of
the economic shock and support the economic recovery

3. note that our economic response will have three components:

3.1 support to the public health system, including sick leave measures to support
incentives for self-isolation

3.2  a substantial business and worker support to cushion the near-term impact on
firms and workers and support confidence

3.3  arecovery package to support beneficiaries and confidence during the early
phase of economic recovery

Supporting New Zealand’s public health system

Publi health response and _

4.

Expanded provision of sick leave
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5.

note that there is an accompanying Cabinet paper to agree the design and
implementation for a new scheme to provide financial assistance to incentivise and
support those in self isolation or on sick leave due to COVID-19;

Business and Worker Support Package

6.

10.

11.

12.

note that supporting businesses and workers through the shock will limit the extent of
the fall in output, and cushion the impact on households and firms most affected by
COVID-19

note that | recommend a number of initiatives that will support businesses and
workers

7.1 training and redeployment options for affected employees,

7.2  atemporary wage subsidy scheme for workers and firms impacted by COVID-
19,

7.3  support for large enterprises, and
7.4  working capital support for small and medium sized businesses.

note that | also recommend including four tax initiat ves to support business cash
flow and confidence

8.1  remission of use of money interest payments,

8.2  expansion of immediate expensing for low value assets,
8.3  reinstatement of depreciation deductions for buildings, and
8.4  increasing the threshold for provisional tax;

note the estimated costs of the business and worker support package could be
around $6.3 billion over the next five years;

note the cos s of the business and worker support package will have a direct impact
on the operating balance and net core Crown debt;

note urther work is required to confirm the exact costings of the policies within the
business and worker support package;

nvite the Minister of Finance to report back to Cabinet on the outcome of the further
work to confirm the costings of all the business and worker support package;

Training and redeployment for affected employees

13.

14.

note that the above package includes $100 million across the forecast period for
Worker Redeployment;

agree that the Economic Response Package includes support for Worker
Redeployment;
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15. agree to establish the following new appropriation;

Appropriation
Vote Minister Title Type Scope
Business, Minister of Regional Non- This appropriation i
Science and Regional Economic Departmental limited to the suppo t
Innovation Economic Development: other expenses | package for worker
Development COVID-19 redeployment nd
Response: training.
Worker
Redeployment

16. approve the following changes to appropriation to support Worker Redeployment,
with a corresponding impact on the operating balance and net core Crown debt;

$m —inc ease/(decrease)

Vote Business, Science, and 2019/20

Innovation

2020/21 2021/22 2022/23 | 2023/24 &

Outyears

Minister for Regional
Economic Development

Worker Redeployment
package

(100) - - N -

17.  agree that the proposed changes to appropriations for 2019/20 above be included in
the 2019/20 Supplementary Estimates and that, in the interim, the increase be met
from Imprest Supply;

Wage subsidy scheme

18. no e Cabinet is considering the introduction of a temporary wage subsidy scheme in
a separate Cabinet paper;

Working capital support for small and medium sized businesses

19.  note the Treasury will progress discussions with the banks on the design of a

working capital support scheme for firms facing temporary credit constraints due to
the economic impacts of COVID-19, to ensure we are prepared should a solution be
required,;
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20. note that announcements should avoid committing the Government to a specific
solution until the support of the banks has been secured;

21.  note larger firms and financial institutions have more complex business models, and
alternative courses of action, suggesting it will take time to assess the options that
these firms have available;

Support for large or complex businesses

22. note Treasury is developing advice as to how the Government could provide support
for larger firms;

Remission of use of money interest payments

23. note that Cabinet is also considering a separate proposal from the Minister of
Finance and Minister of Revenue to give the Commissioner of Inland Revenue a
time-limited discretion to remit UOMI if a taxpayer’s ability to make a tax payment on
time has been significantly adversely affected by the COVID-19 outbreak.

Expansion of immediate expensing for low value assets

24.  agree to a one-year temporary increase in the low value asset write-off threshold to
$5,000 for the 2020-21 income year, reverting o $1,000 for the 2021/22 and later
income years; and

25. note the following changes as a result of the decision in recommendation 24 above,
with a corresponding impact on the operating balance and/or net core Crown debt:

$m — increase/(decrease)

Vote Revenue 2019/20 2020/21 2021/22 2022/23 | 2023/24 &

. Outyears
Minister of Revenue

Tax Revenue: - (50.000) | (823.000) 347.000 | (141.000)

Reinstatement of depreciation deductions for commercial and industrial buildings

26. agree to apply a 2% diminishing value rate to industrial and commercial buildings for
the 2020 21 and later income years; and

27.  no e the following changes as a result of the decision in recommendation 26 above,
with a corresponding impact on the operating balance and net core Crown debt:

$m — increase/(decrease)

Vote Revenue 2019/20 2020/21 2021/22 2022/23 | 2023/24 &

o Outyears
Minister of Revenue

Tax Revenue:

Income tax -|  (35.000) | (1,030.000) | (530.000) | (545.000)
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Total Operating - 35.000 [ 1,030.000 530.000 545.000

Increasing the threshold for provisional tax

28. agree to increase the provisional tax threshold from $2,500 to $5,000 for the 2020-21
and later income years; and

29. note the following change as a result of the decision in recommendation X above,
with a corresponding impact on the operating balance:

$m — increase/(decrease)

Vote Revenue 2019/20 2020/21 2021/22 2022/23 | 2023 24 &

. Outyears
Minister of Revenue

Non-tax revenue:

Penalties and interest - (3.000) (3.000) (3.000) (3.000)

Total Operating - 3.000 3.000 3.000 3.000

30. note that agreeing to recommendation 28 will have a one-off cash cost, increasing
net core Crown debt by $350 million in 2020/21;

Recovery Package: Phase 1

31.  note that phase 1 of a Recove y package will support beneficiaries and confidence
during the early phase of econ mic recovery;

Benefit Increase

32.  agree that on 1 July 2020 the after-tax weekly rate of the following benefits should
increase by $25:

32.1 Jobseeker Support
32.2 Sole Parent Support
323 Supported Living Payment
324 Young Parent Payment
32.5 Youth Payment
32.6 Emergency Benefit;
33.  note that the Minimum Family Tax Credit for working household on the lowest

incomes will automatically increase on 1 April 2021 to maintain the margin between
benefit and work income
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Jobseeker Support and .| 283616 | 342669 | 332441 302570 302.570
Emergency Benefit
Sole Parent Support - 104.778 107.747 110.175 113.198 113.198
Supported Living Payment - 150.507 156.049 160.951 166.077 166.077
Winter Energy Payment 314.318 987.117 - - - -
Youth Payment and Young . 4522 4.653 4.835 5.113 5113
Parent payment
Minister of Housing
Benefits or Related
Expenses:
Accommodation Assistance -| (25.478)| (22.488)| (19.887)| (18.985) ‘;ﬁgisse)
P

Total Operating 314.318 | 1,500.420 584.477 585.160

42.  agree that the proposed changes to appropriations for 2019/20 abt cluded in

the 2019/20 Supplementary Estimates and that, in the interim,, ses be met

from Imprest Supply;
43. agree that expenses incurred under al vill be established

and net core Crown debt;

nister these changes. The

note that addltlonal fundlng is needed
will be delegated to Ministers.

47. fve amendments required to give effect to the tax proposals in

4 26 and 28 be included in a Bill to be introduced as soon as

nister of Revenue to instruct Inland Revenue to draft the necessary

48. N
nents to give effect to the proposals recommended in this paper;

49. to delegate authority to the Minister of Finance and Minister of Revenue to

make decisions on the detailed design of the tax proposals recommended in this
paper and to introduce a Bill containing these proposals as soon as practicable;

50. delegate authority to the Minister of Finance and Minister of Revenue to make
decisions to increase funding for the IWTC, and any changes to appropriations, as
required;

Further economic considerations
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Impact on the aviation industry

51.  note that officials from the Ministry of Transport and the Treasury are currently
undertaking work on an aviation sector package, including support for Air New
Zealand;

52.  agree that the Minister of Transport, in consultation with the Minister of Finance,
have lead responsibility for work on the aviation sector package , except for issues
relating to the Crown’s ownership interest in commercial entities which will remain
the responsibility of shareholding Ministers;

Impacts on financial markets

53. note banks currently hold significant buffers of excess capital and liquidity over
regulatory minimums;

54.  note on Tuesday the Reserve Bank will announce a one year defe ral to planned
increases in capital requirements;

55.

56. note the Reserve Bank is in regular contact with banks, is setting up enhanced
frameworks to get information from banks and will keep me updated on emerging
pressures that may affect the stability of the wider financial system;

Fiscal strategy implications

57.  note that the fiscal position will deteriorate significantly as a result of the shock and
the proposals in this paper, and that net core Crown debt will likely rise above 25%
of GDP

58.  note that a deterioration in the fiscal position is appropriate given the economic
circumstances, but that tight fiscal control will be required to demonstrate that will be
able to return to surplus and prudent levels of debt in a reasonable period of time;

Borrowing implications

59.  no e that, subject to my approval, communication on the borrowing implications of
the package will be announced by the Treasury around the time the initiatives in the
cabinet paper are released publically

Coordination with Budget 2020

60. note that, after announcing the package described in this paper, | intend to re-orient
Budget 2020 to be the second phase of the broader recovery package;

Legislative Implications

Legislative amendments for tax measures
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61. agree that the legislative amendments required to give effect to the tax proposals in
recommendations 24, 26 and 28 be included in a Bill to be introduced as soon as
practicable;

62. invite the Minister of Revenue to instruct Inland Revenue to draft the necessary
amendments to give effect to the proposals recommended in this paper;

63. agree to delegate authority to the Minister of Finance and Minister of Revenue to
make decisions on the detailed design of the tax proposals recommended in this
paper and to introduce a Bill containing these proposals as soon as practicable;

Legislative amendments for initial recovery package

64. agree that increases to main benefits be made through an Order in Ct@mder
section 452 of the Social Security Act 2018;

65. note that changes to the WEP period combined with changes
requires a change to the Social Security 2018 ahead of %

66. agree to include a Income Support Package Legisla\ in'the 2020 Legislation

Programme with a priority of Category 1; @
67. authorise the Minister of Finance and Mini r ial Development to make

technical, policy and administrative chan d to finalise draft legislation and
regulations, in keeping with the policy aims, t@,implement this package;

Jyment rates

68. invite the Minister of Finance an
instructions to the Parliamentary
to the policy decisions agreed

for Social Development to issue drafting
ffice to draft amendments to give effect

Other legislative matters

69. note that we may n Nmss a further Imprest Supply Bill to cover any financial
implications of th c response package in the current financial year;

authorise tha ’ ter of Finance and the relevant portfolio Ministers may
resolve an @ policy, fiscal or administrative issues consistent with the aims of

the Par@

Authorised for lodgement

Hon Grant Robertson

Minister of Finance
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IN-CONFIDENCE

Annex Three: Alternate options to extend the Winter Energy Payment and
updated financial recommendations

Summary
This note provides you with updated financial recommendations to table at Cabinet
today relating to the Winter Energy Payment for the:

e current proposal; and

e two alternate lower cost options to extend the Winter Energy Payment.

identified issues in the current recommendations. These have been correcte

Given the speed under which these proposals have been developed, we have
attached recs. @

Period Annual
rates
1 May — 1 Oct $450 (single) single
Dpiteato (22 weeks) | $700 (couple 31.82
ouple)
Current pr'oposal: 1 May — 31 Dec :
extend period and (single) -
3 2020 $1.3 billion
increase rates by (55 weeks) $62.86
$1500 (couple) (couple)
Option 1: extend 1 May — $}r711l6e) fs?r?‘ll;
period at current 2 g 9 $292 million
$1114 $31.82
weekly rate (35
VS (couple) (couple)
Option 2: extend May,— 31 Dec (3;?3&;) fs?;g::)
period and increa 2020 $1200 $34.28 $429 million

rates by $500 2 (35 weeks) (couple) (couple)
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Updated recommendations

IN-CONFIDENCE

Current proposal: extend period and increase rates by $1500
Increases to the Winter Energy Payment

29.agree that the annual rates of payments under the WEP (to be paid in
equal instalments) for 2020 will be;

a. $1,950 for single people with no dependent children, paid from 1
May for a period of 35 weeks (up from the current $450 for 22
weeks from 1 May); and

b. $2,200 for couples or single people with dependent children, paid
from 1 May for 35 weeks (up from the current $700 for 22 weeks

from 1 May)

30.note that changes to the WEP period combined with changes to payment
rates requires a change to the Social Security Act 2018 ahead of 1 May

2020;

31.note that the WEP changes proposed in recommendation 37 above will
apply in 2020 only and current setting wil resume in 2021 and

subsequent years;

32.agree to increase spending to provide for costs associated with the policy
decisions in recommendations 32 and 37 above, with the following
impacts on the operating balance and net core Crown debt:

$m - increase/(decrease)

Vote Social 2019/2 2021/2 | 2022/2 | 2023/2 | Outyear
2020/21
Development 0 2 3 4 s
Operating Balance Impact 243.37 | 1,489.32 | 489.25| 487.16 | 470.93 470 932
4 0 4 7 2
Debt Impact - - - - - -
No Impact - 81.790 | 95.223 | 97.992 | 95.400 95.400
Total 243.3:/1 1,571 .1:) 584.4; 585.13 566.3;5 566.331

33.approve the following changes to appropriations to give effect to the
policy decision in recommendations 32 and 37 above:

$m - increase/(decrease)

Vote Social Development

2019/
20

2020/21

2021/
22

2022/
23

2023/
24

Outyea
rs
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IN-CONFIDENCE

0.360 | (0.576 | (0.567
Childcare Assistance - | (0.262) ( ) ( ) ( ) (0.567)
Hardship Assistance -| (4.379) (3'793; (2'78(; (1 '07‘; (1.074)
Jobseeker Support and Emergency | 283616 3426 | 3324 | 3025 | 302.57
Benefit ' 69 41 70 0
107.7 | 1101 | 113.1| 113.19
Sole Parent Support - 104.778 47 75 98 8
- 156.0 | 160.9 | 166.0 | 166.07
Supported Living Payment - | 150.507 49 51 77 7
) 243.3 | 1,057.8
Winter Energy Payment 74 07 - - -
Youth P tand Y P t
oulh Fayment and Young Faren | 4522| 4653| 4.835| 5113| 5.113
payment
Minister of Housing
Benefits or Related Expenses:
Accommodation Assistance i (25.478 | (22.48 | ( 988 | (18.98 | (18.985
) 8) 7) 5) )
Total Operatin 243.3 | 15711 | 584.4 | 5851 | 566.3 | 566.33
perating 74 10 77 60 31 1
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Option 1: extend period at current weekly rate
Increases to the Winter Energy Payment

31.

32.

33.

34.

agree that the annual rates of payments under the WEP (to be paid in
equal instalments) for 2020 will be;

31.1  $716 for single people with no dependent children, paid from 1
May for a period of 35 weeks (up from the current $450 for 22
weeks from 1 May); and

31.2 $1,114 for couples or single people with dependent children, paid

from 1 May for 35 weeks (up from the current $700 for 22 weeks
from 1 May)

note that changes to the WEP period combined with changes to payment
rates requires a change to the Social Security Act 2018 ahead of 1 May
2020;

note that the WEP changes proposed in recommendation 37 above will
apply in 2020 only and current setting will resume in 2021 and
subsequent years;

agree to increase spending to provide for costs associated with the policy
decisions in recommendations 32 and 37 above, with the following
impacts on the operating balance and net core Crown debt:

$m - increase/(decrease)
Vote Social Development | 2019/20 | 2020/21 | 2021/22 | 2022/23 | 2023/24 | Outyears
Operating Balance Impact - | 723.144 | 489.254 | 487.167 | 470.932 470.932
Debt Impact - - - - - -
No Impact -] 81.790 | 95.223 | 97.992 | 95.400 95.400
Total - | 804.934 | 584.477 | 585.160 | 566.331 566.331

35. approve the following changes to appropriations to give effect to the
policy decision in recommendations 32 and 37 above:

$m - increase/(decrease)

. 2019/2 | 2020/2 | 2021/2 | 2022/2 | 2023/2 | Outyear

Vote Social Development
0 1 2 3 4 s
Minister for Social Development
Benefits or Related Expenses:
Childcare Assistance (0.262) | (0.360) | (0.576) | (0.567) (0.567)
Hardship Assistance (4.379) | (3.793) | (2.780) | (1.074) (1.074)
Jobseeker Support and Emergency 283.61 | 342.66 | 332.44 | 302.57 302,570
Benefit 6 9 1 0
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104.77 | 107.74 | 110.17 | 113.19
Sole Parent Support - 113.198
8 7 5 8
. 150.50 | 156.04 | 160.95 | 166.07
Supported Living Payment - 166.077
7 9 1 7
. 291.63
Winter Energy Payment - 1 - - - -
Youth Payment and Young Parent
- 4.522 4.653 4.835 5.113 5.113
payment
Minister of Housing
Benefits or Related Expenses:
. . (25.478 | (22.488 | (19.887 | (18.985
Accommodation Assistance - ) ) ) ) (18.985)
. 804.93 | 584.47 | 585.16 66.33
Total Operating - 4 7 0 1 566.331
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Option 2: extend period and increase rates by $500
Increases to the Winter Energy Payment

31.

32.

33.

34.

agree that the annual rates of payments under the WEP (to be paid in
equal instalments) for 2020 will be;

31.1  $950 for single people with no dependent children, paid from 1
May for a period of 35 weeks (up from the current $450 for 22
weeks from 1 May); and

31.2 $1,200 for couples or single people with dependent children, paid
from 1 May for 35 weeks (up from the current $700 for 22 weeks
from 1 May)

note that changes to the WEP period combined with changes to payment
rates requires a change to the Social Security Act 2018 ahead of 1 May
2020;

note that the WEP changes proposed in recommendation 37 above will
apply in 2020 only and current setting will resume in 2021 and
subsequent years;

agree to increase spending to provide for costs associated with the policy
decisions in recommendations 32 and 37 above, with the following
impacts on the operating balance and net core Crown debt:

$m - increase/(decrease)

Vote Social Development | 2019/20 | 2020/21 | 2021/22 | 2022/23 | 2023/24 | Outyears

Operating Balance Impact 33.829 | 827.022 | 489.254 | 487.167 | 470.932 | 470.932

Debt Impact - - - - - -

No Impact -] 81.790 | 95223 97.992 [ 95.400 95.400

Total 33.829 | 908.812 | 584.477 | 585.160 | 566.331 566.331
35. approve the following changes to appropriations to give effect to the

policy decis on in recommendations 32 and 37 above:

$m - increase/(decrease)

Vote Social Development

2019/ | 2020/2 | 2021/2 | 2022/2 | 2023/2 | Outyea
20 1 2 3 4 rs

Minister for Social Development
Benefits or Related Expenses:

Childcare Assistance - ) ) ) ) (0.567)
Hardship Assistance - (4'375; (3'793; (2'78(; (1 '07‘; (1.074)
Jobseeker Support and Emergency i 283.61 | 342.66 | 332.44 | 302.57 | 302.57
Benefit 6 9 1 0 0

(0.262 | (0.360 | (0.576 | (0.567

Treasury:4255426v1 IN-CONFIDENCE 6
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Sole Parent Support 104.77 | 107.74 | 110.17 | 113.19 | 113.19
PP 8 7 5 8 8
- 150.50 | 156.04 | 160.95 | 166.07 | 166.07
Supported Living Payment - 7 9 1 7 7
Winter Energy Payment 33'85 395'52 - - - -
Youth P tand Y P t
oulh Fayment and Young Faren | 4522| 4653 4.835| 5113| 5.113
payment
Minister of Housing
Benefits or Related Expenses:
. . (25.47 | (22.48 | (19.88 | (18.98 | (18.985
Accommodation Assistance -
8) 8) 7) 3) )
. 33.82 | 908.81 | 584.47 | 585.16 | 566.33 | 566.33
Total Operating 9 2 7 0 1 1
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This document has been prepared for release by the Treasury.

Context

Decisions on the wage subsidy scheme were supported by additional advice on the design of the wage
subsidy scheme [see "Aide Memoire: Wage Subsidy Scheme Note" and "Speaking Notes and
Recommendations: COVID-19 Financial Support Paper 1: Business Continuity Package: Targeted Wage
Subsidy Scheme"].

Decisions on the Winter Energy Payment were supported by additional advice on alternative options [see
“Annex Three: Alternative options to extend the Winter Energy Payment and updated financial
recommendations”].

Information Withheld

Some parts of this information release would not be appropriate to release and, if requested, would be
withheld under the Official Information Act 1982 (the Act).

Where this is the case, the relevant sections of the Act that would apply have been identified.

Where information has been withheld, no public interest has been identified that would outweigh the reasons
for withholding it.

Key to sections of the Act under which information has been withheld:

[25] 9(2)(b)(ii) - to protect the commercial position of the person who supplied the information or who is
the subject of the information

[29] 9(2)(d) - to avoid prejudice to the substantial economic interests of New Zealand

[33] 9(2)(f)(iv) - to maintain the current constitutional conventions protecting the confidentiality of advice
tendered by ministers and officials

[34] 9(2)(g)(i) - to maintain the effective conduct of public affairs through the free and frank expression of
opinions

[35] 9(2)(g)(ii) - to maintain the effective conduct of public affairs through protecting ministers, members of
government organisations, officers and employees from improper pressure or harassment;

[36] 9(2)(h) - to maintain legal professional privilege

[39] 9(2)(k) - to prevent the disclosure of official information for improper gain or improper advantage

Where information has been withheld, a numbered reference to the applicable section of the Act has been
made, as listed above. For example, a [23] appearing where information has been withheld in a release
document refers to section 9(2)(a).

Copyright and Licensing

Cabinet material and advice to Ministers from the Treasury and other public service departments are © Crown
copyright but are licensed for re-use under Creative Commons Attribution 4.0 International (CC BY 4.0)
[hitps://creativecommons.org/licenses/by/4.0/].

For material created by other parties, copyright is held by them and they must be consulted on the licensing
terms that they apply to their material.
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Cabinet

Minute of Decision

This document contains information for the New Zealand Cabinet. It must be treated in confidence and
handled in accordance with any security. classification, or other endorsement. The information can only be
released, including under the Official Information Act 1982, by persons with the appropriate authority.

COVID-19: Overview of the Government's Response: Economlc
Package

Portfolio Finance

On 16 March 2020, Cabinet:

Background

1 noted that the economic outlook has deteriorated sngmf' ééntly as the COVID-19 outbreak
has become a global pandemic, and that the govemment needs to prepare for a major
slowing in economic activity;

2 noted that the situation makes an egonomic tesponse package essential to address immediate
public health risks, maintain economig,confidence, cushion the impact of the economic
shock and support the economic reCoyery;

3 noted that the government’s eooﬁomic' response will have three components:

1.1 support to the pubhc health system, including sick leave measures to support
incentives for self-isolation;

12 a subsxantlhl~_b_uS1ness and worker support package to cushion the near-term impact
on fitmg'and workers and support confidence;

L3 'a recovery package to support beneficiaries and confi dence during the early phase of
‘éeondmic recovery;

Suppqﬁing New Zealand’s public health system
Publié’:‘fhgalth response

4 noted that the government will establish a $500 million contingency to support the public
health response to the outbreak;

Expanded provision of sick leave

5 noted that there is an accompanying Cabinet paper to agree the design and implementation
for a new scheme to provide financial assistance to incentivise and support those in self
isolation or on sick leave due to COVID-19 [CAB-20-MIN-0105];
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Business and Worker Support Package

6

10

11

12

noted that supporting businesses and workers through the shock will limit the extent of the
fall in output, and cushion the impact on households and firms most affected by COVID-19;

noted that the following initiatives are proposed that will support businesses and workers:
7.1  training and redeployment options for affected employees;

7.2 atemporary wage subsidy scheme for workers and firms impacted by COVID-19;
7.3  support for large enterprises;

7.4  working capital support for small and medium sized businesses; @

noted that four tax initiatives are also proposed to support business casl@

confidence:
8.1 remission of use of money interest payments; (b

8.2  expansion of immediate expensing for low valuex@

8.3  reinstatement of depreciation deductions
8.4  increasing the threshold for provision

noted that the estimated costs of the business and worker support package could be around
$8.0 billion over the next five years;

noted that the costs of the busine orker support package will have a direct impact on
the operating balance and net o debt;

noted that further worl{‘i d to confirm the exact costings of the policies within the
business and wmker ac age;

invited the MlI‘llS r of inance to report back to Cabinet on the outcome of the further work
to confirm th f the business and worker support package;

Training and re for affected employees
not above package includes $100 million across the forecast period for Worker

15

8c6uh7ybt6 2020-04-06 11:29:56

ment;
reed that the Economic Response Package include support for Worker Redeployment;

agreed to establish the following new appropriation:

Appropriation
Vote Minister Title Type Scope
Business, Science | Minister for Worker Non- This appropriation is limited
and Innovation Regional Economic | Redeployment Departmental | to the support package for
Development Package other worker redeployment and
expenses training.

BUDGET : SENSITIVE
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17

18

Wage subsidy scheme

19

20

21

22

234

24

25

26
27
28
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approved the following changes to appropriation to support Worker Redeployment, with a
corresponding impact on the operating balance and net core Crown debt:

$m —increase/(decrease)

Vote Business, Science, and 2019/20 2020/21 2021/22 2022/23 2023/24 &
Innovation Outyears

Minister for Regional
Economic Development

Worker Redeployment Package 100 - & a

agreed that the changes to approprnatlons for 2019/20 above be included in the 2()1 9/20
Supplementary Estimates and that, in the interim, the increase be met from Imgpi "’quply,

noted that specific decisions on the draw-down of the worker redeploymem' paekage will be
submitted to the relevant Cabinet committee for consideration;

noted that on 9 March 2020, Cabinet directed officials to! d,evel;fp ﬁmhcr targeted firm
support options for Cabinet decisions, with priority on:_ ‘-

19.1  a wage subsidy scheme for workers in thi€ most: versely affected sectors (including
possible financial support for leave reQues;ed«by employees as a result of public
health directions); 4

sﬁ>r affee'f'ed employees;

19.2 training and redeployment O&ptl

19.3 targeted working capital suppo for ﬁxms that face temporary credit constraints;
[CAB-20-MIN- 0090]

noted that the scheme, wm apply to all sectors, reflecting recent developments and the
likelihood that 1mpacts WllI spread across all sectors of the economy;

noted that the. papez under CAB-20-SUB-0108 addresses a temporary wage subsidy scheme,
and that a separaf paper is being prepared for possible financial support for isolation
payment leaﬁvev quested by employees as a result of public health directions;

,4:,,4gregd t@ u;nplement a temporary COVID-19 wage subsidy scheme;

_:agreed that the purpose of the scheme is to help affected employees and businesses to adjust
to the impact of COVID-19, not to support businesses for the duration of that impact;

noted that the COVID-19 wage subsidy will apply to all sectors nationwide;

agreed that the COVID-19 wage subsidy will be payable to the employer at a rate per
employee of $585.80 per week for full time employees (similar to the maximum rate of paid
parental leave) and $350 for part-time employees;

agreed that the COVID-19 wage subsidy will be for 12 weeks per employee;
agreed to a maximum payment of $150,000 per employer;

agreed that any qualifying subsidy will be paid as a lump sum;
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Qualifying criteria

36

37

38

39

40

41
42

i

44

45
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noted that depending on uptake, this package could inject approximately $5.1 billion into
the economy over the next two months;

noted that the costs are inherently uncertain given the potentially changing economic
conditions, and could be significantly higher;

agreed that the COVID-19 wage subsidy scheme will be open for 12 weeks from the date of
announcement (17 March 2020);

agreed that the COVID-19 wage subsidy will be administered by the Ministry of Soc1al
Development (MSD) with support as required from Inland Revenue;

noted that MSD will accept applications from Tuesday, 17 March 2020, and wxll, avour
to make first payments within five working days after;

noted that employers will only be able to apply once within the period'

noted that the definition of employer will include “closely related bu&mésses (1e where a
single business owner or employer operates a number of busmes,ses' are closely related
they can be treated as one business); & |

agreed that the COVID-19 wage subsidy will wp]ym mployers that have suffered revenue
loss of at least 30 percent, and that revenue loss is, ditributable to the COVID-19 outbreak;

noted that revenue loss assessment will beg based oha period of at least one month and the
loss of revenue is at least 30 percentnlower than the equivalent period one year ago (ie
February 2020 income is 30 percent lower than February 2019);

noted that the loss can be for an,yrm nth from January 2020 through to the end of the

scheme;
noted that the busin‘ess [ si%‘éﬁ’egistered and operating in New Zealand,;

noted that the CQVID:J 9 wage subsidy scheme will be open to self-employed and sole-
traders; 9,

noted that dfﬂc:als‘ are Stlll clarifying the eligibility of State sector entities in the scheme;

noted ‘that the deﬁmtlon of full-time and part-time employees will align with the hours test

‘spécd' ied Th the COVID-19 Leave Payment Scheme paper [CAB-20-MIN-0105];

agreed that the COVID-19 wage subsidy will only be payable to employers who have taken

Nactive steps to mitigate the impact of COVID-19 on their business activities (such as

engaged with their bank, Chamber of Commerce, industry association or the Regional
Business Partner programme);

noted that MSD with support from Inland Revenue may develop more detailed criteria to
determine the potential revenue loss;

agreed that employers will need to make a declaration setting out their commitment, on best
endeavours, to retain employees identified in the declaration as subject to the targeted wage
subsidy in employment on at least 80 percent of their regular income for the period of the
subsidy;

BUDGET : SENSITIVE
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46 agreed to administer the scheme at pace using a high trust model;

47 noted that MSD intends to administer the scheme in the following way:
47.1 employers will make applications in relation to affected employees;
472 employers will have to declare that:
47.2.1 they meet all of the eligibility criteria;

4722 they have discussed the application with named employees, who congent
to sharing information in the application and for the purposes of
verification;

4723  the employer consents that the details in the application m @wd
id for fraud if

with other agencies;

4724  the employer is aware that they may be audited and'p
they have provided false information;

47.2.5  the employer will notify MSD if circumstanc ge that affect their
eligibility
47.2.6 ; \@’ney are not entitled to;

473 MSD ill have the
ability to later aud 2 gencies and refer
possible instances of fraud for in igation;

48 noted that standard justice proce vailable to respond to any cases of fraudulent

declarations that may be i

dentifi
49 agreed that case-by-cdse Qons can take place with large employers, and any support
be negotiated in pa S\N banks;

50 noted that there niay b e legislative implications, and the Minister of Finance, the
Minister for nomicDevelopment, the Minister for Social Development and the Minister
of RevenueWwi ntify these and bring them back to Cabinet for consideration;

51 noted @ ry of Social Development will need additional operating funding to
administer the scheme;
leg

authority to the Minister of Finance, the Minister for Economic Development,
and the Minister for Social Development to appropriate funding for the administration of the
heme (establishing any new appropriations as necessary);

53 delegated authority to the Minister of Finance, the Minister for Economic Development and
the Minister for Social Development to increase funding for the COVID-19 wage subsidy
scheme if required;

54 delegated authority to the Minister of Finance, the Minister for Economic Development and
the Minister for Social Development to make technical design changes and minor policy
decisions about the wage subsidy scheme;

BUDGET : SENSITIVE
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55 agreed to establish the following new appropriation:

Yote Social Development

Minister Minister for Social Development

Title Business Support Subsidy Covid-19

Type Non-Departmental Other Expenée

Scope This appropriation is limited to support employers to manage the impact
of COVID-19 in line with criteria established by Cabinet.

56 agreed to a performance exemption under section 15D(2)(b)(ii) of the Public Financg;-jl'\fé;‘ _‘
1989, as additional performance information is unlikely to be informative as this R
appropriation is solely for payments related to the COVID-19 response;

57 approved the following change to appropriations to fund the COVID-19 wag subsidy
scheme with a corresponding impact on the operating balance and net core®Crown debt:

$m - increase/(decrease),

1 2022123 | 202324 &

Vote Social Development 2019/20 2020/21 |72
_— outyears

Minister for Social Development

Non-Departmental Other Expense:

Business Support Subsidy Covid-19 5,100 ¢, » - - -

Total Operating

58 agreed that the changes toapptopnatlons for 2019/20 above be included in the 2019/20
Supplementary Estimates,anththat, in the interim, the increases be met from Imprest Supply;

59 agreed that expenges;iiﬁcggfé'ﬁ under the above paragraph will be established outside Budget
allowances, with 4 corrésponding impact on the operating balance and net core Crown debt;

60 agreed that anyunderspends with the implementation and the costs of the COVID-19 wage
subsidyschemg as at 30 June 2020 be transferred to the 2020/21 financial year to ensure that
funding is available for this purpose;

61 4 autﬁégtﬁsed the Minister of Finance and the Minister for Social Development jointly to agree
“\. _the final amount to be transferred, following completion of the 2019/20 audited financial
"‘-'f.é;‘.statements of the Ministry of Social Development or beforehand if necessary, with no
Tmpact on the operating balance and/or net core Crown debt across the forecast period;

62 authorised the Minister for Social Development to make minor operational decisions about
the COVID-19 wage subsidy scheme;

Working capital support for small and medium sized businesses

63 noted that the Treasury will progress discussions with the banks on the design of a working
capital support scheme for firms facing temporary credit constraints due to the economic
impacts of COVID-19, to ensure the government is prepared should a solution be required;
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64 noted that announcements should avoid committing the government to a specific solution
until the support of the banks has been secured;

65 noted that larger firms _ have more complex business models, and

alternative courses of action, suggesting it will take time to assess the options that these
firms have available;

Support for large or complex businesses

66 noted that Treasury is developing advice as to how the government could provide support
for larger firms;

Remission of use of money interest payments

67 noted that Cabinet is also considering a separate proposal from the Minister o@e and
Minister of Revenue to give the Commissioner of Inland Revenue a time-limi iscretion
to remit use of money interest payments (UOMI) if a taxpayer’s ability to tax
payment on time has been significantly adversely affected by the C tbreak;

Expansion of immediate expensing for low value assets

68 agreed to a one-year temporary increase in the low valu -off threshold to $5,000
for the 2020-21 income year, reverting to $1,000 for t gy and later income years;

on_in paragraph 68 above, with a
d/or net core Crown debt:

69 noted the following changes as a result of the
corresponding impact on the operating balance

$m — increase/(decrease)

2021722 2022/23 202324 &
Outyears

(50.000) (823.000) 347.000 (141.000)

Vote Revenue
Minister of Revenue

Tax Revenue:

@
for commercial and industrial buildings

Reinstatement of depreciati c
70 agreed to apply a@ iminishing value rate to industrial and commercial buildings
and lat

for the 2020-21 income years;

71 noted the foll changes as a result of the decision in paragraph 70 above, with a
corres act on the operating balance and net core Crown debt:

$m — increase/(decrease)

3 P 2019720 2020/21 2021722 2022/23 | 202324 &
Minister of Revenue Outyears

Tax Revenue:

Income tax e (35.000) | (1,030.000) | (530.000) | (545.000)
Total Operating . 35.000 1,030.000 | 530.000 545.000

Increasing the threshold for provisional tax

72 agreed to increase the provisional tax threshold from $2,500 to $5,000 for the 2020-21 and
later income years;
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73 noted the following change as a result of the decision in paragraph 72 above, with a
corresponding impact on the operating balance:

$m —increase/(decrease)
Vote Revenue 2019/20 2020/21 2021/22 2022/23 202324 &
Minister of Revenue Outyears
Tax Revenue z (3.000) (3.000) (3.000) (3.000)
Other Persons
Total Operating i 3.000 3.000 3.000 3.000

74 noted that agreeing to paragraph 72 above will have a one-off cash cost, increasing net core
Crown debt by $350 million in 2020/21;

75 agreed to the following change as a result of the decision in paragraph 72 abg with a

corresponding impact on the operating balance:

Vote Revenue 2019720 | 2020/21 A, 202223 | 202324 &

Minister of Revenue Outyears

Non-department borrowing

expenses:

Impairment of Debt and Debt (2.000) (2.000)
Write-Offs

Total Operating (2.000) (2.000)

Recovery Package: Phase 1

76 noted that phase 1 of a recoverypéckage will support beneficiaries and confidence during
the early phase of economic regovery;

Benefit increase \

77 agreed that on | April , the after-tax weekly rate of the following benefits should
increase by $25:

717.1

bsec ——
arent Support;
3 Supported Living Payment;
4 Young Parent Payment;
77.5 Youth Payment;
77.6 Emergency Benefit;

78 noted that the Minimum Family Tax Credit for working household on the lowest incomes
will automatically increase on 1 April 2021 to maintain the margin between benefit and
work income;

79 noted that due to complex interactions in the tax and transfer systems, a small number of
families will be unintentionally financially disadvantaged as a result of the benefit increase;

8c6uh7ybt6 2020-04-06 11:29:56 .
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80 agreed to establish a Ministerial Welfare Programme (under the Social Security Act 2018)
to compensate those who are unintentionally financially disadvantaged as a result of the
Package through the establishment of a transitional fund;

81 invited the Minister for Social Development to establish a Ministerial Welfare Programme
to give effect to the decisions referred to in paragraph 80 above;

82 noted that comparable changes for Orphans Benefit and Unsupported Child benefits will be
considered in Budget 2020;

Increases to the Winter Energy Payment

83 agreed that the annual rates of payments under the Winter Energy Payment (WEP (
paid in equal instalments) for 2020 will be:

83.1  $900 for single people with no dependent children, paid from 1
period of 22 weeks (up from the current $450 for 22 weeks from

83.2

84 noted that the WEP changes referred to in paragraph 82

85 noted that:

fade via an Order in Council;

85.1 changes to the WEP payment rates \ an

'u_w,- easure will requxre a return to the original rate
an only be done via a change to the Social Security

to progress increases as a tert
of payment in May 2021 yhi
Act 2018; '

85.2

Financial Implications

86 i pending,to provndc for costs assoclatcd with the pollcy decisions in

8c6uh7ybté 2020-04-06 11:29:56

$m - increase/(decrease)
2019/20 2020/21 2021/22 2022/23 2023/24 Outyears
286.967 722.364 489.254 487.167 470.932 470.932
18.614 81.790 95.223 97.992 95.400 95.400
Total 305,581 804.154 584.477 585.160 566.331 566.331
9
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87 approved the following changes to appropriations to give effect to the policy decision in
paragraphs 77 and 83 above:

$m - increase/(decrease)

Vote Social Development 201920 2020/21 2021/22 2022/23 2023/24 Outyears

Minister for Social Development
Benefits or Related Expenses:

Childcare Assistance (0.067) (0.262) (0.360) (0.576) (0.567) (0.567)
Hardship Assistance (1.078) (4.379) (3.793) (2.780) (1.074), | (1.074)
Jobsecker Support and Emergency 60500 | 283616 | 342669 | 332441 N, 302,570
Benefit

Sole Parent Support 25.435 104.778 107.747 110.175 = 13.198
Supported Living Payment 37.025 150.507 156.049 160.951 ' 166.077

Winter Energy Payment 188.849 290.851 - -
Youth Payment and Young Parent 1.057 4.522 4653 #5.113 5.113
payment

Minister of Housing

Benefits or Related Expenses:

" (19.887) (18.985) (18.985)

Accommodation Assistance (6.139)

Total Operating 305.581 585.160 566.331 566.331

T,

8 2019/20 above be included in the 2019/20
tim, the increases be met from Imprest Supply;

88 agreed that the changes to appropriati

89 agreed that expenses incurred, abc lished outside Budget allowances, with a
corresponding impact %n the ope 5 balance and net core Crown debt;

90 noted that additional¥func is nieeded for the Ministry of Social Development to
3 that the exact amount is being calculated and a final decision

to the Minister of Finance and the Minister for Social Development to
for the administration of these changes;

who are not receiving a main benefit and have some level of employment income each
week, commencing 1 July 2020;

93 delegated authority to the Minister of Finance and Minister of Revenue to make decisions
to increase funding for the IWTC, and any changes to appropriations, as required;

Further economic considerations

94 noted that further advice on upskilling and apprenticeships will be considered as part of the
economic recovery package;

10
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Impact on the aviation industry

95 noted that officials from the Ministry of Transport and the Treasury are currently
undertaking work on an aviation sector package, including support for Air New Zealand;

96 agreed that the Minister of Transport, in consultation with the Minister of Finance, has lead
responsibility for work on the aviation sector package, except for issues relating to the
Crown’s ownership interest in commercial entities, which will remain the responsibility of
shareholding Ministers;

97 invited the Minister of Finance and the Minister of Transport to submit a paper to th
Cabinet Economic Development Committee on 18 March 2020 on the impacts of
COVID-19 on the aviation sector;

98 authorised the Minister of Finance, Minister of Transport, and Associate Mi 0
Finance (Hon David Parker) to have Power to Act to finalise the govern v ion on
the provision of support to Air New Zealand;

Impacts on financial markets @

99 noted that banks currently hold significant buffers of exce u@d liquidity over
regulatory minimums;

100  noted that on Tuesday, 17 March 2020, the Reserve a@xpected to announce a one

year deferral to planned increases in capital ré

101

102  noted that the Reserve Bank is i % ar contact with banks, is setting up enhanced

frameworks to get informationyfrom, banks, and will keep the Minister of Finance updated
on emerging pressureai\ ffect the stability of the wider financial system;

Fiscal strategy Impllcatlons\

103 noted that the fiseal position will deteriorate significantly as a result of the shock and the
proposals i nder CAB-20-SUB-0108, and that net core Crown debt will likely
rise above t of GDP;

104 no @ eterioration in the fiscal position is appropriate given the economic
l%t‘ es, but that tight fiscal control will be required to demonstrate that the
verfiment will be able to return to surplus and prudent levels of debt in a reasonable
eriod of time;

Borrowing implications

105  noted that, subject to the approval of the Minister of Finance, communication on the
borrowing implications of the package will be announced by the Treasury around the time
the initiatives in the paper under CAB-20-SUB-0108 are released publicly;

Coordination with Budget 2020

106 noted that, after announcing the package described in the paper under CAB-20-SUB-0108,
the Minister of Finance intends to re-orient Budget 2020 to be the second phase of the
broader recovery package;
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107  noted that the Minister of Finance is preparing advice on a funding framework for
considering COVID-19 related responses alongside Budget 2020;

Legislative implications
Legislative amendments for tax measures

108  agreed that the legislative amendments required to give effect to the tax proposals in
paragraphs 68, 70 and 72 above be included in a Bill to be introduced as soon as practicable;

109  invited the Minister of Revenue to issue drafting instructions to Inland Revenue to {
necessary amendments to give cffect to the above proposals;

110  agreed to delegate authority to the Minister of Finance and Minister of Revenu¢
decisions on the detailed design of the tax proposals proposed above, and to in
containing these proposals as soon as practicable; 4

Legislative amendments for initial recovery package

111 agreed that increases to main benefits be made through an Ordeér 1n’C ®rfeil under section
452 of the Social Security Act 2018; $

112  agreed to include an Income Support Package Leg
Programme, with a Category 1 priority (to be passedi

113 authorised the Minister of Finance and Ministetfor Social Development to make technical,
policy and administrative changes required, lise draft legislation and regulations, in
keeping with the policy aims, to implementthis package;

114  invited the Minister of Finance and Minister for Social Development to issue drafting
instructions to the Parliamentary CotnselPOffi
policy decisions agreed above

Other legislative matters

3 = need to pass a further Imprest Supply Bill to cover any

115  noted that the goyerr
)f the economic response package in the current financial year;

financial implicati

ister of Finance and the relevant portfolio Ministers to resolve any minor
dministrative issues consistent with the aims of the Package.

116 authorised

Michael Webster
Secretary of the Cabinet

Hard-copy distribution:
Prime Minister

Deputy Prime Minister

Minister of Finance

Minister for Social Development
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5 March 2020

Minister of Finance
Minister of Revenue

COVID-19: Update to Inland Revenue’s response and next steps

Purpose

1.

This report follows our earlier report dated 17 February 2020 (IR2020/088(refrs)
that outlined Inland Revenue’s administrative response to the COVID-19 outbreak
to assist affected businesses in the forestry, fishing, and tourism and hospitality
sectors. Attached to this report is information about the current state, a$s informed
by taxpayers as at 5 March 2020 (see Appendix).

Since that earlier report, we consider that the impacts of the COVIRF19 outbreak
are likely to be longer lasting and New Zealand is likely to experence a period of
slower growth for the remainder of 2020. This is basedon‘New,Zealand having its
third confirmed case, the continued spread of COVIR-1\t6 ofher countries outside
of mainland China, and recent monetary policy responsestinfthe United States and
Australia. We are aware that a number of ministerial papers have been prepared
for Cabinet with recommendations to softengthe impatt of the economic situation
on businesses and individuals who now figd themselves out of a job.

Cabinet is currently considering a range of{on-tax and tax interventions that could
be deployed given the likelihood that the econemic downturn caused by the COVID-
19 outbreak may be longer and deeper than initially anticipated. This report sets
out Inland Revenue’s view on“the®ax\ measures that we understand are under
consideration and sets out the“framework we have used to evaluate those
measures.

Attached to this report are speaking notes to support your discussions with Ministers
about potential policy,responses to the economic impact of COVID-19.

Consideration of possible'Government interventions

5. Inland Reyen e officials have been supporting the Treasury in developing a suite of
tax measures jor discussion at Cabinet. We understand that conversations are
focused on isPues including:

50 Awcurrent assessment of the impact that COVID-19 is having on New
Zealand’s economy;

5.2 The principles that should be considered when making decisions about what
interventions should be deployed;

5.3 A suite of non-tax and tax responses;

5.4 Details of potential macroeconomic interventions (including tax); and

5.5 Details of potential microeconomic interventions (including tax).

IR2020/123: COVID-19: Update to Inland Revenue’s response and next steps Page 1 of 11
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Framework for responding to the economic impact of COVID-19

6.

Our assessment, as at 5 March 2020, is that additional Government intervention is
needed to preserve business continuity, but not at the expense of the overall tax
system.

Policy change, if the Government choses to intervene, should be:
7.1 Developed within the context of existing policy settings;
7.2 Be sensible, sustainable, and predictable; and

7.3 Should constitute sound tax policy, even if it is a temporary measu‘e and
even in the absence of a significant economic event.

At an operational level we consider that the framework should be that:
8.1 Unaffected taxpayers continue to pay their taxes on time; and
8.2 Affected taxpayers pay their taxes when they are able te

The administrative tax measures deployed by Inland Revenue gn 14 February 2020
support and confirm those principles.

Objectives of the tax interventions to support businessesiaffected by the COVID-
19 outbreak

10.

11.

12.

13

14.

Optimal policy settings should protect and, preserme soundly managed businesses.
There is a considerable economic cost of otherwise viable businesses failing and this
cost should be minimised. These aré businesses that are normally profitable but
are impacted by COVID-19 in @ way tiat could not be insured against. However,
we should not protect and preserve poarly managed businesses (for example, those
who have chosen rigid and risky, bsiness models, such as operating wholly within
narrow markets). Those bulingsses should bear the cost of those decisions.

There are, howeves, too many value judgements involved in determining whether
a business should, be‘@llowsy yto fail, and the tax system lacks the precision to make
or implement those,judgements.

The options dif cussgd in the table on page 6 are, for the most part, not targeted
and are assuwmed _to provide cash flow benefits for well-run businesses that are
positioned tofmaximise the full benefit offered by the support. We are working on
ensuring, that the options are all administratively feasible and can be implemented
in the current year (subject to amending law).

s9@)(NH(V)
S
The options can be considered under three themes:

14.1 Hardship assistance - taxpayers may face difficulties in meeting their tax
obligations that Inland Revenue can already assist with;

14.2 Business continuity - short-term and long-term microeconomic measures
that can assist businesses to survive an economic downturn; and

14.3 Fiscal stimulus - economy-wide macroeconomic measures to mitigate any
contractionary effects at the macroeconomic level.

IR2020/123: COVID-19: Update to Inland Revenue’s response and next steps Page 2 of 11
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15.

16.

Sensitive - Budget

The table on page 6 summarises the potential tax policy responses outlined under
this framework. We recommend that you discuss the content of the table with
officials.

Separate to policy responses targeted at mitigating negative economic impacts,
Inland Revenue has also commenced working on information sharing. This could
lead to legislative changes that will allow for better data flows between Government
agencies, improving the efficiency of responding to this event and other significant
economic shocks.

Tax policy responses that are not recommended

17.

18.

19.

20.

Officials are aware of some policy responses that consider removing or déferring
the obligation of businesses to deduct PAYE and/or pay GST. Wages that are
withheld are required to be held on trust under current law, which means that these
PAYE funds cannot be used as working capital. Removing an obligationto pay GST
will provide more benefit to unaffected taxpayers and no benefit to_exporters or
taxpayers getting refunds.

Inland Revenue and the Treasury strongly recommend that these sorts of measures
are not implemented. Aside from the above argumentss theseyare likely to create
significant administrative issues as such changes will b\, eomplex to deliver within
tight timeframes. We also anticipate that integrity and eaforcement issues would
arise with such measures in both the short-tepm as well as after the economic
impact of COVID-19 has ended.

Officials consider the concerns raisedby 4bmsiness taxpayers regarding their
payment obligations are better managed using existing tools and discretions
allowed to Inland Revenue under the Tax Administration Act 1994 and the tax
payment services provided by the tax'pooling companies.

There are a number of changes that can be made to the provisional tax settings,
such as not requiring provisional 9ax{payments throughout the year and not
charging the use of money intere t that would normally apply. However, officials
strongly recommend against changing provisional tax dates. These dates drive a
number of key internal precesses (such as use of money interest and tax liability
assessments). Iniand“Revenue considers that changing the dates has the risk of
creating unintendedteonsequences and could impair our ability to effectively and
efficiently man@age tax collection of business income tax.

Considering tax policy changes under uncertainty

21.

22.

When

Dete'mini) g appropriate policy responses is significantly constrained by uncertainty
and incomplete information in a number of areas. This includes how deeply the
COVID-19 outbreak will impact the economy, how long that impact will last for, and
the efficacy of policy responses in mitigating any negative impacts. Data that might
otherwise be useful for evaluating economic impacts is often subject to a lag.

The framework described earlier, and the options described in the table, should be
considered in the context of this uncertainty. Officials’ policy recommendations may
change over time in accordance with new and/or unexpected developments
resulting from COVID-19.

should tax policy changes be made?

23.

Inland Revenue has already undertaken a significant amount of preparatory work
on tax measures that would soften the economic impact of the COVID-19 outbreak
on businesses and households. Ministers should direct officials to continue to
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24.

25.

s9(2)(f)(iv)

Sensitive - Budget

develop these measures so that the Government is well prepared to implement any
tax options if Cabinet decides that they should be implemented. The deployment
considerations for each option is included in the table.

There are several indicators that may signal the need for the Government to
respond to the current COVID-19 outbreak using temporary or permanent changes
to current tax policy settings. These include health indicators such as
announcements by the Ministry of Health concerning the severity of the outbreak,
and economic indicators such as domestic or global market disruptions and
significant revisions downward of growth forecasts. These sorts of indicators may
act as a trigger to progress one or more of the tax responses outlined in this report.

Tax policy changes that are recommended now include:

25.1 A law change to allow Inland Revenue to share information with key agencies
to support and improve policy and operational responses; and

25.2 A change in the setting of the underlying interest rate formula to%educe the
interest charge on underpayments of tax (use of money iniesest).

&~

&>

O

Impact on the tax policy work programme

30.

The Minister of Finance has stated that the Government’s response to COIVD-19 is
a top priority. We have allocated resources to develop the options set out in the
table on page 6. We note that this work will have an impact on longer-term
priorities on the tax policy work programme. We are not anticipating any problems
with delivering the Government’s earlier announcements on feasibility expenditure,
loss continuity, and measures for Budget 2020.
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Consultation

31. The Treasury was consulted as part of the preparation of this report. The Ministry
for Business, Innovation and Employment have been informed of this report.

Next steps

32. Inland Revenue is continuing to work with other agencies to support the
Government's response to the COVID-19 outbreak.

33. A copy of this report has been sent to the Minister of Finance and a copy should
be referred to the Office of the Prime Minister.

34. We have provided relevant speaking notes for discussion with Ministers on {ax
responses and will continue to update you and your offices as events deve'op:

Recommended action

We recommend that you:

(a) note the contents of this report;

Noted Noted

(b) note that Cabinet is considering tax optioms fo) respending to the economic impact
of COVID-19 and that we have provided televantespeaking notes attached to this
report;

Noted

(c) direct officials to continue prepatatyry wark to support the possible implementation
of the options discussed in this report, in¢luding the recommended changes to allow
information sharing and changinghe use of money interest formula;

Directed/Not directed
(d) refer a copy of this repest to the Office of the Prime Minister for their information.

Referred/Not referred

s9(2)(a)

Principal Policy Advisor
Policy and Strategy

Hon Grant Robertson Hon Stuart Nash
Minister of Finance Minister of Revenue
/ /2020 / /2020
IR2020/123: COVID-19: Update to Inland Revenue’s response and next steps Page 5 of 11
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Table: Tax policy responses to the economic shock created by COVID-19
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Theme Description Objective Tempora, rmanent Deployed
Hardship Remission of late payment  Provide taxpayers who cannot pay with relief to allow them to manage debt. Perman Yes, from 14
and late filing penalties February 2020.
Hardship Instalment arrangements Provides taxpayers with a tool to manage payment of tax debts, including Pe! e Yes, from 14
giving Inland Revenue the ability to remove interest changes. February 2020.
Hardship Remission of interest on Allows Inland Revenue to remit interest charges when there is an emergency orary Not deployed as
tax debts in emergency event that physically prevents taxpayers from meeting their tax obligatio the current state
situations does not meet
the statutory
criteria for this
relief.
Business Loss carry-back The effect would be the same as allowing a cash-out of los t xtent of Permanent To be developed.
continuity | ajlow companies to carry income earned in the prior three years. This is safer than dimg a general
back a loss and get the caﬁh out. of .Ios-ses, as the compa.ny must have a reéord f j ax earlier. Soilisanie
value of the loss carry This option is intended to help with cash flow fo nies that are generally SRR
: S X legislation to
back refunded profitable but are temporarily in loss due to a pe of economic weakness. It e
is expected that small-to-medium scale businesses Id benefit from this P ’
proposal rather than large corporates due to'limitations on refunding tax that
had been transferred to shareholders,t putation.
Would target small-to-medium scale in over large corporates.
Business Grant or subsidy to cover Provide businesses with cash to sate for the effect of sick leave taken Would be a temporary To be developed.
continuity | employee sick leave costs by employees. measure
RISK: Fraud. Would require
L 2 SR
legislation to
implement.
Business Reduce the rate of use of Reduces the carryi of tax debt and reduces the financial penalty Would be temporary measure, We recommend
continuity | money interest (UOMI) associated with inder-gstimating provisional tax liabilities. pending the outcome of legislative reform
RISK: Ma i th returning to normal rates. further work on the underlying on the underlying
UOMI formula use of money
We do not recommend a zero  interest formula.
rate unless an emergency
event
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Business | Temporarily set the Recognises that businesses are unlikely to experience income growth during Would be a temporary Would require
continuity | provisional tax uplift to the period of the economic shock. Benefits would potentially be realised for measure legislation to
zero, rather than the usual businesses by the time P1 payments were due. implement.
5% that applies under Copies a similar
normal conditions tax policy change
for businesses as
in response to
the Global
Financial Crisis.
Business Provisional tax changes for  Bring forward provisional tax changes planned for Budget 2020 that could ertnanent Would require
continuity | Budget 2020 assist with cash flow issues that businesses are currently facing. legislation. Policy
is well developed.
Business | Allow businesses earning Businesses currently earning under $60,000 are currently not ex U Would be a temporary Would require
continuity | under $60,000 to not have until their terminal tax date as long as provisional tax is paid u e year. measure legislation.
to pay provisional tax This measure would benefit small businesses as it provides a sig sh
throughout the year but flow benefit to them. Late payment penalties would be w
still get the UOMI
concession

Fiscal
stimulus

Provide businesses with

depreciation deductions for

buildings

ustrial, commercial, and multi-storied Permanent

to raise husiness-confidence by removing a

Reduce the tax cost with inve
residential complexes® Olj

source of black-hole, e; &

Would require
legislation. Policy
is well developed.

N
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Description of measures listed in the table

Hardship assistance

35.

36.

37.

This theme targets taxpayers who struggle to meet their tax obligations as a result
of COVID-19. This includes remission of late payment/filing penalties and
facilitating instalment arrangements. These measures relieve some of the short-
term cash flow issues that taxpayers may be currently facing.

These options are already available under current tax settings. ThW3y are
immediately accessible by taxpayers and do not require any sort ofgpalicy
development.

Taxpayers will seek this type of support individually, so these meafures are
incorporated into the framework at a microeconomic level and are th®mest targeted
of the options considered in this report.

Business continuity

38.

39.

40.

Although it is expected that there will be some degre)of\ecovery from an economic
downturn (i.e. people may expect the economy to_return“to more “normal” and
predictable settings), some businesses may not Survive the downturn due to cash
flow issues and therefore will not be in a_@Witio)f to continue after the economic
impacts of COVID-19 have ended. Thig'cou/d lead to a permanent reduction in
economic activity in the long term. “\lLo mitigate this long-term economic
contraction, officials have considered business continuity measures.

Short-term continuity measures include assisting businesses with paid sick leave
(such as through a subsidy admigyistered using payday filing), temporarily reducing
the use of money interest (W@GMDyrate, on underpayments of tax, and changing
some of the settings for(provisional™ tax relating to uplift rates and UOMI
concessions. Each of these would require legislation to implement.

Long-term continuity“measy es include allowing companies to carry back a loss and
permanently changng the formula that calculates UOMI. These would be sustained
changes to thegax system that officials recommend as ideal policy decisions rather
than as a reacton t@ economically significant events. Regardless, they would also
assist busiféssewawith cash flow and so would help businesses throughout the
COVID-19 ouithyeak.

Fiscal stimulus

41.

42.

43.

TheWlast theme, fiscal stimulus, is the broadest with respect to application.
Consequently, these measures are likely to be the most fiscally significant, though
we do not provide costings in this report.

s9(2)(f(iv)

Allowing deductions for building depreciation is a form of stimulus with respect to
businesses. It is likely to affect fewer people compared to measures like personal
tax cuts and cash payments. Reintroducing building depreciation also has a less
direct effect on cash held by people/businesses. However, it does have a fiscal
impact with regard to reducing tax liabilities, and it will also contribute positively to
business confidence.

IR2020/123: COVID-19: Update to Inland Revenue’s response and next steps Page 8 of 11
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Appendix: Current state

44.

45.

46.

In our earlier report (IR2020/088 refers), we outlined a package of administrative
responses that Inland Revenue deployed on 14 February 2020 to support taxpayers
affected by the COVID-19 outbreak. The deployed measures included:

44.1 Remission of late payment and late filing penalties; and

44 .2 Offering instalment arrangements for taxpayers with cash flow problems to
help manage tax debts.

Inland Revenue notes that these measures have been tried and tested in previous
responses to economic shocks caused by natural disasters and viral outbreaks (for
example, the Canterbury earthquakes in 2010, the Kaikoura earthquake in 2046,
and the Hawke’s Bay gastro outbreak in 2016).

We are aware that the tax pooling companies have also responded and'aré assisting
business taxpayers to manage their tax debt obligations by offefing chamipetitive
interest rates for taxpayers needing to use their services to meetsgprovisional tax
payments. For example, Tax Management New Zealand is ghaygingstaxpayers in
the forestry sector 3.95% for their services. The current ratefof|‘aterest charged
by Inland Revenue for underpayments of tax is 8.35%.

Enquiries from customers

47.

48.

49.

We have been regularly updating your office and using the Status Report to inform
you about the key themes emerging frem tagpayer contacts with Inland Revenue
related to COVID-19. We expect that the nymber of customer contacts will increase
rapidly following New Zealand’s first confirmed case on 28 February 2020. As of
the morning of 5 March, there have been three confirmed cases.

Customer enquiries have coveredya range of issues. For individuals, half of the
enquiries have related to incomeytaxy Other issues of concern include child support
liabilities and Working for Familiesfentitiements. For businesses, Inland Revenue is
managing an increase in\\contacts to request instalment arrangements or the
remission of penalties.“"A,number of small businesses are advising that they have
ceased trading.

The economic/impacts’of COVID-19 appear to be being felt more strongly in
particular regions, such as Northland and Gisborne. There are also strong signals
that the Chathyam™Islands are experiencing a major economic downturn.

Cross-agengy policy development

50

51.

52.

INnInd Revenue officials are meeting with the Treasury daily to assist with preparing
policy advice for the economic impact of COVID-19. We also have a presence at
the Economic Advisory Group that is monitoring and responding to the economic
impacts of COVID-19. Officials have upcoming meetings with the Ministry of
Business, Innovation and Employment as well as the Ministry for Primary Industries.

Inland Revenue officials are currently working with the Treasury on their own advice
as well as creating briefing material for Cabinet discussions. Speaking notes are
attached to this report in relation to the tax elements of any all-of-Government
responses.

Officials have also begun investigating the legal provisions for information sharing
and we may propose legislative amendments to enhance our ability to give and
receive data from other agencies. This will improve the efficiency with which we
can respond to COVID-19 as well as other future events.
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6 March 2020

Minister of Finance
Minister of Revenue

COVID-19: Inland Revenue’s tax relief package in response to the 2016
Gastroenteritis outbreak in Havelock North — a comparison

Purpose

153 This report specifically provides information on Inland Revenue’s response
Hawke’'s Bay gastro outbreak in 2016 (the Hawke’s Bay emergency event)
this compares to Inland Revenue’s current COVID-19 outbreak respons

19 based on the Hawke’s Bay gastroenteritis outbreak and how thign would
work on a nationwide basis. This direction has been given the PMBAC, at a
meeting held on 5 March 2020, and advised to officials by engail

3. This report follows our earlier reports IR2020/088, dat@ uary 2020; and

[R2020/123 dated 5 March 2020. \

Hawke’s Bay emergency event (2016)

Z. Officials have been directed to look at a provisional tax relief pack;;e r GOVID-

4, In August 2016, approximately 28 perce pulation in Havelock North was
affected by gastroenteritis through the contamination of its water supply. Given
the number of individuals affected, Inland Ravenue considered the event was an
emergency event under the Civil Defenge Emergency Management Act 2002. This
was based on Ministry of Healt that the level of infection would have an
impact on the ability of small inesses to meet their upcoming tax obligations.

Inland Revenue’s response to the Hawke’s Bay

Revenue’s current response to the coronavirus
The main difference is relief from use of money
een actioned as the current state for COVID-19 is not yet,
March 2020, an emergency event.

in our assessm a
Overview of tax f responses to the Hawke’'s Bay gastro outbreak and
COVID-19

5. The table on page illust
emergency event agd howWn
COVID-19 outbreak
interest (UOMI) h 0

6. Th % of tax relief options deployed for the Hawke’s Bay event included
rémissianfof late payment and late filing penalties, instalment arrangements, and
ion of use of money interest. An Order in Council was approved and

uthorised Inland Revenue to remit use of money interest in this case.

7. he tax relief provided for that emergency event did not remove the obligation on
taxpayers to pay tax or alter payment dates, but reduced the tax penalties and
interest costs if the tax was not paid on time. The relief applied for a period of
about six weeks (from late August 2016 to 30 September 2016). As such the
response did not directly affect the operation of the provisional tax rules.

8. The range of tax relief options used for the Hawke’s Bay emergency event, with the
exception of use of money interest relief, have already been deployed for COVID-
19 and includes remission of late payment and late filing penalties, and instalment
arrangements for tax debts. These have been made available to taxpayers from
14 February 2020 under Inland Revenue discretionary hardship relief rules.

IR2020/134: Inland Revenue's tax relief package in response to the 2016 Gastroenteritis outbreak in Havelock
North — a comparison Page 1 of 4



Table:

In Confidence

Summary of relief package content deployed by Inland Revenue for

Hawke’s Bay gastro outbreak and COVID-19 outbreak

Relief package

Hawke’s Bay gastro outbreak
(2016)

COVID-19 (nationwide) (2020)

Remission of late payment and late filing
penalties

(provides taxpayers who cannot pay with
relief to allow them to manage debt)

Instalment arrangements

(provides taxpayers with a tool to
management payment of tax debts,
including giving Inland Revenue the
ability to remove interest changes)

Use of Money Interest

(reduces the carrying cost of tax debt and
reduces the financial penalty associated
with under-estimating provisional tax
liabilities)

Deployed for six weeks Deployed from 14 February 2020

No time limit

Deployed for six weeks Deployed from 14 February 2020

No time limit

Deployed for six weeks

physically preye paying tax

Not deployed as it doe @
statutory criteria foma nergency
event” as individ @ € No

Use of money interest (UOMI) remission

9. Relief from interest on outstanding tax debts (“us interest”) is not yet,
in our view, appropriate for the COVID-19 situati hisyis because the statutory
criteria under the Tax Administration Act 1 nob yet been met.

10. UOMI is designed to compensate the gov

the loss of use of money from

taxpayers paying too little tax.

11. The Tax Administration Act provides fo

n Order in Council to allow Inland Revenue

to remit this interest where:

11.1 an emergency event revents a taxpayer from paying tax on time;
11.2 this non- pay ent resu the imposition of interest; and
11.3 the taxpa ber of a class of persons eligible for remission of
interest if |n Council declaring the emergency event describes such
a class
12, The key classification as an emergency event relates to a taxpayer
being phy evented from making a payment on or before the due date under
theI nue Acts.
13. e cy event, for the purposes of the Civil Defence Emergency Act 2002, is

amed in the context where the event - for example, a plague or epidemic, has the
otential to cause loss of life or injury or illness that endangers the safety of the
public or property in New Zealand.

14.  If the consequences of the COViD-19 outbreak begin presenting an immediate risk
to New Zealanders’ public health, the event would be considered to meet the
statutory requirement as an “emergency event”. Officials would recommend
preparing an Order in Council to remove interest charges from taxpayer debts for
areas that are specifically affected.

15. In our view, there are tax compliance and integrity risks with applying this relief on
a nationwide scale. The relief should be reserved for situations when there is a
need, such as direction from the Ministry of Health, to restrict or otherwise limit the
movement of individuals for public health safety reasons in a particular area. The
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closest comparison we can offer is the limitations imposed under the Civil Defence
Emergency Act in response to the Canterbury and Kaikoura earthquakes.

Reducing the rate of UOMI

16.  In our report on 5 March 2020 we noted that officials were working on a tax policy
response looking at cutting the current rate of UOMI on underpayment of tax, which
is currently 8.35%.

17. A tax policy work programme project looking at the formula that is used to set the
rate of UOMI has been brought forward as part of Inland Revenue’s COVID-19
response. The purpose of any reduction in the interest rate applied to
underpayments of tax is to reduce the carrying cost of tax debt and redu he
financial penalty associated with under-estimating provisional tax liabilities.

18.  We will report to you on the outcome of this work in the week beginr@ h

2020.

UOMI relief offered by the tax pooling companies

19. As noted in our earlier report, we are aware the tax pooli ies are assisting
ted by the economic

business taxpayers affected by cash flow constraigts
effects of the COVID-19 outbreak by offering co iti interest rates for
taxpayers needing to use their services to meet @ tax payments.

Consultation

20. Due to the time constraints in preparing this réport, the Treasury has been informed
of this report.

Next steps @\

21. Further work to determi r potential tax policy options as outlined in
IR2020/123 dated & 20 continues.

22. We recommend &

for their infor ion.

23.  Officials a I to discuss the content of this report.

a copy of this report to the Office of the Prime Minister

(a ote the contents of this report.

ted Noted

(b) Note that a report is being prepared for the week beginning 9 March 2020 which will
seek policy approval to changes to the way that UOMI is calculated, information
sharing and provisional tax compliance cost savings measure.

Noted Noted

IR2020/134: Inland Revenue’s tax relief package in response to the 2016 Gastroenteritis outbreak in Havelock
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(c) Refer a copy of this report to the Office of the Prime Minister for their informatiop,

Referred/Not referred

Principal Policy Advisor

Policy and Strategy
Hon Grant Robertson Hon Stuart Nas .:

Minister of Finance Minister of R
/ /2020 / @

N
G
%

Q\
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11 March 2020

Minister of Finance
Minister of Revenue

Draft Cabinet paper: COVID-19: Tax measures

Introduction

1. This report sets out tax measures that can be implemented as part g
Government’s response to the economic impact of COVID-19. Officials see

agreement to implement these proposals. Attached is a draft paper for c
that seeks the agreement of the Ad Hoc Cabinet Committee on COVID-

the measures.
2. The measures include the following:
2.1 Remission of use of money interest (UOMI); and @
2.2  Expanding Inland Revenue’s information srx@rs to support the

response to COVID-19.

3. In addition to the above, officials will prg
provisional tax in a separate report. Thesg @

3.1 Increasing the provisional tax thresi@ld (bringing forward existing Budget
2020 initiative);

3.2 Removing the reqwreme\ payments to fall within the safe harbour

iceé on potential changes to
res ihclude:

rule; and
3.3 Increasing the inc hold to use the accounting income method
(AIM). .

4, At this stage we
response to CO
adversely affe
These outcome

eco mend significantly reducing the rate of UOMI as a

|s is because it will benefit taxpayers that are not
ring the rate will also create a disincentive to pay tax.
ounter to our current framework that unaffected taxpayers

should co o pay their tax. If the immediate and developing economic
disruptign c by COVID-19 changes and a greater proportion of businesses are
negat; pacted by COVID-19, there may be a case for revisiting the overall
ra

5. e ect that a UOMI rate reduction will be triggered under the normal regulatory

rocess next month. This would mean that the rates of UOMI could be lowered
hrough the normal regulatory process without requiring any legislative changes.

6. Officials will provide you with a finalised Cabinet paper on Thursday 12 March based
on the recommendations you agree to in this report and following any other
comments you wish to make on the draft Cabinet paper.

Context

7 The measures outlined in this report are all intended to address microeconomic
problems on a targeted basis, such as a business that needs relief due to the
economic impact of COVID-19. Hence, options like UOMI remission are intended to
deal with taxpayers on a case-by-case basis rather than have broad application.

IR2020/139; T2020/616: Draft Cabinet paper: COVID-19: Tax measures Page 1 of 8
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This report does not consider how tax responses should address COVID-19 at a
macroeconomic level. However, officials will provide advice on potential
macroeconomic tax measures shortly.

Remission of UOMI

Background

9.

10.

11.

12,

The purpose of use of money interest (UOMI) is to compensate the Government for
the time value of money lost due to taxpayers underpaying their tax.

It applies to all tax types administered by Inland Revenue, including income t d
GST. UOMI also applies to underpayments of tax that are withheld at sour
as PAYE and RWT. UOMI also applies to Working for Families debt.

occur when an emergency event! physically prevents a taxpayer fi ying their
tax. For example, an Order in Council was used to this effect ke’s Bay

Under the current rules in the Tax Administration Act 1994, remissl% I can
gastroenteritis outbreak in 2016 (IR2020/134 refers).

ing interest on
here a taxpayer is
economic impacts of

We consider that the current empowering provision
underpaid tax is not fit for purpose to address circumst

financially unable to pay their tax on time beca
COVID-19. @

Proposal

13.

14.

15.

16.

ission?measure specific to COVID-19 is
ioner of Inland Revenue the discretion to
ake a tax payment on time has been
significantly adversely affect e COVID-19 outbreak. The discretion would
apply both when a taxpayer ally unable to make a tax payment on time
because of the economic the event as well as when they are physically
unable to make a ta t on time.

Officials recommend that a UOMI r
legislated. This would give the Commi
remit UOMI if a taxpayer’s ab

Officials support t ion as it fits within our current framework for evaluating
tax policy respo economic impact of COVID-19; it does not incentivise
unaffected taxpayersgto stop paying their taxes, and it supports affected taxpayers
to pay thei they are able to. It is a much more targeted measure than a
general re in the rate of UOMI (discussed later).

For t ssioner of Inland Revenue to exercise this discretion, she must be

t the taxpayer’s ability to make a tax payment on time has been

ificantly adversely affected by the COVID-19 outbreak. A taxpayer’s business

ingWsignificantly affected by COVID-19 would not be sufficient grounds for UOMI

o be remitted if they still had the ability to make a tax payment on time. As such,

OMI is less likely to be remitted for a large business that has been adversely

ffected by COVID-19 than a small-medium business as the large business is more

likely to have financial capability and cash reserves to make a tax payment by its
due date.

Inland Revenue is currently developing guidelines for the UOMI remission eligibility
criteria. The eligibility criteria for interest remission would be aligned where possible
with the eligibility criteria for the wage subsidy scheme that was announced on 9
March. In particular, taxpayers eligible to receive the wage subsidy payment would
be considered to have satisfied Inland Revenue’s criteria for UOMI remission.

! As defined in section 4 of the Civil Defence Emergency Management Act 2002.

IR2020/139; T2020/616: Draft Cabinet paper: COVID-19: Tax measures Page 2 of 8

SENSITIVE



17,

18.

Sensitive - Budget

UOMI remission will apply only for tax payments due on or after 14 February 2020.
This is the date that Inland Revenue announced that tax relief and income
assistance measures would be available to people affected by a downturn in
business owing to the COVID-19 outbreak.

The proposed discretion would only apply for two years from the date of enactment
unless extended by an Order in Council. This would ensure that the discretion to
remit UOMI is targeted at taxpayers affected by the current COVID-19 outbreak.

Provisions for information sharing

Background

19,

20.

The current rules require Inland Revenue to keep taxpayer information i I
unless a specific legislative exception authorises the disclosure. There number

of exceptions in the tax legislation enabling Inland Revenue to s ation
with other agencies. These existing exceptions will be used, where , to share
I

information with other agencies to assist in the response to th -19 outbreak.

However, there may be situations where, as a result of the outbreak, the
Government may require Inland Revenue to share igfor @” h other agencies
with which Inland Revenue does not have any existing,arfangements or where the

existing arrangements are not flexible enough t@ e required sharing to
occur.

Proposal

21

22y

23

24.

25.

26.

Officials recommend legislative amefidments“to allow Inland Revenue to share
information with other agenciesgi eRto respond to the COVID-19 outbreak. This
provision will be targeted, tim& and only used when existing legislative

provisions are not adequate infopmation.

A similar provision enabl Revenue to share information as part of the
response to the Canter rthquake and this proposal is modelled on that earlier

provision. \

The proposal w, & Inland Revenue to share information with Government

departments and t ew Zealand Police, ACC, and Ké&inga Ora, to help those

agencies provi stance in relation to the COVID-19 outbreak.

The infe would relate to both individuals and non-individuals and may

include, bBut™is not limited to, identifying information, contact and location

[ atiop, financial information, and family information. The purpose of the
dment is to facilitate the efficient flow of information to ensure that the

ov

ment’s wider programmes responding to the economic shock caused by the
COVID-19 outbreak are effective and correctly targeted.

he provision would apply for a period of two years only unless extended by an
Order in Council. This would enable the Government to continue sharing
information, if required, in response to COVID-19 after the two-year period.

Currently, tax legislation requires those persons who have access to taxpayer
information under an information sharing provision to keep that information
confidential and not disclose it or use it for a purpose other than that for which it
was provided. This requirement will also apply to the proposed information sharing
provision to assist in the response to the COVID-19 outbreak.
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27.  This provision would be limited to information sharing only and would not extend
Inland Revenue’s information gathering powers. The provision would apply from the
date of assent of the bill that it is included in.

Other measures: provisional tax

28. You have requested that officials look at other tax measures relating to provisional
tax that could be made to assist businesses in dealing with the economic impacts
of COVID-19.

29. These tax measures are not included in the draft Cabinet paper. Officials are
preparing a further report on these measures. The current recommendati for
that report include:

29.2 Removing the requirement for a taxpayer to make paymenis t
the provisional tax safe harbour rule; and

29.3 Increasing the income threshold to use AIM from $5 n@ 10 million.
30. Although these measures are being considered in a se;z@_‘ , they could be

29.1 Increasing the provisional tax threshold from $2,500 to $5,000;
@Nithin

included in the same bill as the UOMI remission and“inf tion sharing provisions
if Ministers agree to them.

Reducing the rate of UOMI @

Directly reducing the rate of UOMI

31. At this stage we do not recom ificantly reducing the rate of UOMI as a
response to COVID-19. This i cause it will benefit taxpayers that are not
r

adversely affected. Lowerin | also create a disincentive to pay tax.
These outcomes are coun owr current framework that unaffected taxpayers
should continue to pay theifjtax:

32; With a lower rate N, xpayers are incentivised to pay other debt ahead of
their tax or sto eir tax altogether. There are operational measures that

Inland Revenuég coul dertake to mitigate this impact, but officials consider that
the resources ired to do this could be better deployed assisting affected

33. The

D pooling companies also needs to be taken into account when
ering/a reduction in the rate of UOMI. These companies provide an important
ice"td taxpayers.

n terms of measures relating to UOMI, officials consider that targeted remission is
a better policy response. It would ensure that unaffected taxpayers are not
ncouraged to stop paying their tax, but it would assist eligible taxpayers that are
financially affected by the economic impact of COVID-19.

35. If the immediate and developing economic disruption caused by COVID-19 changes,
and a greater proportion of businesses are negatively impacted by COVID-19, there
may be a case for revisiting the overall rate of UOMI.

Reviewing the UOMI rate-setting formulas

36. The formulas for calculating the UOMI rate for under- and over-payments of tax
track the Reserve Bank of New Zealand (RBNZ) floating first mortgage new

IR2020/139; T2020/616: Draft Cabinet paper: COVID-19: Tax measures Page 4 of 8
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customer housing rate series and the RBNZ 90 days bank bill rate series,
respectively.

These formulas should be reviewed as a long-term project on the Government’s tax
policy work programme. We do not recommend a formula change now as the policy
implications of doing so have not yet been properly considered.

A change in the rate of UOMI under the normal regulatory process

38.

39,

40.

The normal UOMI rate-setting process is undertaken on a continuous basis by
officials. Under this process, the rates of UOMI have to be adjusted whenever either
of the tracking series for the under- and over-payment rates changes by a €ertain
amount. That amount is 100 basis points since the last UOMI review, or 2 is
points over a 12-month period.

Officials have noted there is a chance that UOMI rates will be updat
current direction of the underlying series that are tracked in the
Official Cash Rate were to be cut as a monetary policy respo
(expected by some sectors), this would increase the likeliho ither of the
tracking series will fall by enough to trigger a UOMI rate revi

@' ) owered through
sndation is to allow this
or changing the formula.

UOMI would be reduced

If a rate review were triggered, then the rate of UQMI
the normal regulatory process. Officials’ current re
process to occur rather than pre-emptively cutting the r
Based on the current floating first mortgage rate, { @
from 8.35% to 7.76%.

Fiscal impacts

UOMI remission

41.

42.

43.

44,

There is no direct fiscal cost préposal to give the Commissioner of Inland
Revenue discretion to re in response to the COVID-19 outbreak. There
would be a negativeyfinancial implication for the Crown as this policy change would

result in foregone r ue. However, as the Government’s fiscal forecasts do
not currently incl COMID-19-related interest charges, their remission will have
S

no impact on t C sition.
There are, ooy number of risks associated with this proposal:

@ g the incentive to pay tax when it falls due (in smaller instalments)
esult in some taxpayers being unable to pay their larger tax bill at a
aF date, which could result in core tax not being recoverable; and

&Taxpayers who would have been subject to UOMI penalties under ordinary
economic circumstances could also face COVID-19-related stress. Remitting
UOMI penalties for these taxpayers would have a fiscal cost (albeit
unqguantifiable), as some share of the remitted interest would have related
to non-COVID-19 drivers.

More broadly, there is a risk that remitting UOMI could lead to the deliberate
underpayment of tax in situations where the tax would have ordinarily been paid in
full and on time, with delays potentially crossing fiscal years.

These risks will impact on the fiscal position if they materialise. We are unable to
quantify the materiality of the potential impacts.
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Information sharing

45,

There are no fiscal impacts for the proposals relating to information sharing.

Administrative implications

46.

47.

48.

49.

50.

5is

53.

Inland Revenue has not yet completed a full impact assessment of these proposals
and will need to do this, including identifying any resourcing implications, once
details of eligibility criteria are more developed.

The changes proposed to UOMI will generate additional contacts of a complex nature
for Inland Revenue as people seek advice on how these changes impactStheir
situation. The retrospective nature of the changes adds to the complexity. d
Revenue is already under pressure to manage customer demand from the up

Business Transformation Release 4 changes, and the beginning of the -
calculation period. There are additional expected cumulative impacts land
Revenue also need to manage, including Budget 2020 items, fi er D-19

responses, and the impact of reduced baselines due to the reducti e-limited
funding.

To manage this additional demand Inland Revenue wil factor this into
managing this peak season and given the lik r%e contentions, re-
prioritisation decisions would need to be made. The i ot having sufficient
capacity and capability is likely to be a sub-opti &T\er experience and will
potentially impact on performance standards

Ider engagement. This includes
ers which will require communication
nds to publish guidance to assist

These changes will require community a
the UOMI remission facility for affected tax
of the eligibility criteria. Inland Rev
taxpayers in deciding whether they sh

in this paper are intended to be targeted
lly affected by the economic impact of
cations for relief from taxpayers who have not
Revenue staff will need to assess risk when
in doing so will be supported by our new systems
eeding closer inspection.

which will help ide&&e
Note that these@ are potentially smaller than economy-wide initiatives that
olnce

Although some of the measures
at taxpayers that are signifi
COVID-19, there will be s
been adversely affected.
actioning these req

could be an in future as a response to COVID-19. Any allocation of
resources #ov nly detracts from current business operations but may also
impose cons @ on resourcing future responses to COVID-19,

ased’on the measures you agree to, we will provide you with a finalised paper on
Thursday 12 March for you to take to the Ad Hoc Cabinet Committee on COVID-19
CVD) on 18 March 2020.

The finalised CVD paper that you take on 18 March 2020 will seek policy approval
for the tax measures you agree to in this report. Subject to CVD’s agreement, there
are two options for legislating. Either:

53.1 CVD delegates authority to the Minister of Revenue to introduce a bill
containing the measures as soon as practicable; OR

53.2 A paper is taken to Cabinet Legislation Committee on 31 March 2020
authorising the introduction of a tax bill containing the measures.
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Regulatory Impact Assessment

54. The Regulatory Impact Assessment requirements apply to the proposals
recommended in this report. However, owing to the short time frame available to
develop a response to the COVID-19 outbreak no impact analysis has been
prepared. The Treasury therefore recommends that a Supplementary Analysis
Report (SAR) is provided to Cabinet ahead of a Bill containing these proposals being
agreed and introduced.

55.  If the Bill containing these proposals goes to the Cabinet Legislation Committee on
31 March 2020 a SAR on the proposals will be provided at that time.

56. If Cabinet instead delegates authority to the Minister of Revenue to introduce, the
Bill as soon as practicable there will likely be no opportunity for a SAR to be pr d
to Cabinet before introduction.

Recommended action

We recommend that you:
1. note that we will provide you with a finalised paper on March to take

to the Ad Hoc Cabinet Committee on COVID-19 ( @dnesday 18 March

2020;
Noted Noted @

24 agree to include the UOMI remission m Cabinet paper;
Agreed/Not agreed gree t agreed

3. agree to include the informatio ing measure in the Cabinet paper;
Agreed/Not agreed greed/Not agreed

4. note that the standard UOMI -setting review process is expected to lead to a
reduction in the rat& in April 2020;
Noted Noted

5. note the follo@a[ implications:
5.1 Remi f UOMI has no fiscal cost;

Expanding Inland Revenue’s information sharing powers has no fiscal cost;

x Noted

Noted Noted

6. gree, subject to the agreement of CVD, to one of the following options for
legislating the tax measures recommended in this report, either:

6.1 CVD delegates authority to the Minister of Revenue to introduce a bill
containing the measures as soon as practicable;

Agreed/Not agreed Agreed/Not agreed
OR
IR2020/139; T2020/616: Draft Cabinet paper: COVID-19: Tax measures Page 7 of 8
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6.2 A paper is taken to Cabinet Legislation Committee on 31 March 2020
authorising the introduction of a tax bill containing the measures (officials’
preference).

Agreed/Not agreed Agreed/Not agreed

Acting Team Leader
The Treasury Policy and Strategy, Inland Revenue

°)®

Hon Grant Robertson Hon Stuart Nash @
Minister of Finance Minister of Re
/ /2020 / /20

Policy Lead

N
@@0
Q
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12 March 2020

Minister of Finance
Minister of Revenue

Cabinet paper: COVID-19: Tax measures

L This report seeks your approval of the attached Cabinet paper (COVID-19: Tax
measures). This follows the draft Cabinet paper and corresponding report t we
provided to you yesterday (IR2020/139; T2020/616 refers).

2. The tax measures included in the Cabinet paper are:

2.1  Targeted remission of use of money interest; and
2.2  Expanding Inland Revenue’s information sharing po %pport the
response to COVID-19.

3. Officials will be reporting separately on potential pr visi easures,

4, You agreed to seek policy approval for the two tax x at the Ad Hoc Cabinet
Committee on COVID-19 (CVD) on Wednesday aréh. You have also agreed
that, subject to CVD’s approval, the Ministe ug will be delegated authority
to introduce a bill containing the measur on racticable. This will occur in
consultation with the Minister of Finance der of the House.

5 We will provide you with speaking n@tes for®aking the paper through CVD next

week.
6. The Cabinet paper, associated \, d key advice papers should be proactively
released with appropriate re@s t the time the bill is introduced in late March.

We expect that this will éc hin the requisite 30 working days of Cabinet
making final decisigps.

Q’\

IR2020/149; T2020/634: Cabinet paper: COVID-19: Tax measures Page 1 of 2
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Recommended action

We recommend that you:

Z-

Q\

Approve the attached Cabinet paper for consideration at the Ad Hoc Cabinet
Committee on COVID-19 on Wednesday 18 March 2020.

Approved/Not approved Approved/Not approved

Agree to the release of the attached Cabinet paper, associated minutes, and key
advice papers with appropriate redactions when the bill is introduced.

Agreed/Not agreed

Agreed/Not agreed

cting Team Leader Policy Lead
The Treasury Policy and Strageg

<

Hon Grant Robertson on Sttrart Nash

Minister of Finance ister of Revenue
/ /2020 \ / /2020

%

1IR2020/149; T2020/634: Cabinet paper: COVID-19: Tax measures Page 2 of 2

SENSITIVE






Sensitive

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

Chair, Ad Hoc Cabinet Committee on COVID-19

COVID-19: TAX MEASURES
Proposal

1. This paper seeks the Ad Hoc Cabinet Committee on COVID-19’sthe Committee)
agreement to two tax measures in response to the COVID-19 gutbh €ak:

11 Give the Commissioner of Inland Revenue“theydiscretion to remit use of
money interest (UOMI) for taxpayers that have had their ability to pay tax on
time significantly adversely affected by the [COVID-19 outbreak; and

12 Allow Inland Revenue to share ififormation with Government departments,
New Zealand Police, ACC and Kainga Ora, in order to assist these agencies
in relation to the COVID-19 outbteak.

2 If the proposals in this paper are,approved, we propose including the necessary
legislative amendments in a Billfte,b&yintraduced as soon as practicable.

3. These measures are directedw@t facilitating business continuity for affected
businesses and complementiwider government work in response to the COVID-19
outbreak.

Current economic context

4. The measures’ ingthis paper reflect early tax interventions to support business
continuity"given the current view on the overall economic position we are facing. As
such,they are fairly targeted.

5. As\ they, immediate and developing economic disruption caused by COVID-19
changes and a greater proportion of businesses are negatively impacted by COVID-
19, there are other business tax measures that are less targeted and more
stimulatory that may become desirable (for example, a cut to the UOMI rate).
Officials continue to monitor the situation and advise on these measures.

Use of money interest (UOMI) remission
Purpose

6. We are proposing a change to the rules for when interest payable on underpayments
of tax can be remitted. The proposal would allow Inland Revenue to ensure an

1
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effective zero-rate of interest on tax debt owed by taxpayers severely affected by the
economic shock caused by the COVID-19 outbreak.

Background

7.

10.

1.

The purpose of use of money interest (UOMI) is to compensate the Government for
the loss of use of money from taxpayers underpaying their tax.

It applies to all tax types administered by Inland Revenue, including income tax and
GST. UOMI also applies to underpayments of tax that are withheld at source, such
as PAYE and RWT. UOMI also applies to Working for Families debt.

There are some legislative mechanisms that allow UOMI to be remitted, “however,
these are not fit for purpose to respond to the nature of the economi¢ shiogk caused
by COVID-19.

For the remission of interest in response to emergency eyen's, the current rules
provide for an Order in Council process to allow Inland Revenue to remit UOMI
where a taxpayer is “physically prevented” from makingfa payment and are directed
at situations or events where public safety is of paramo¥nt concern because of the
risk of injury or death, typically due to a natural disaster.

In our view, the current statutory fraptework™is# not appropriate to address
circumstances where a taxpayer is financiallymgnable to pay their tax on time
because of the economic impacts of the COVID-19 outbreak.

Proposal

12

13.

14.

15.

We recommend that the Commissiener)of Inland Revenue (Inland Revenue) be
given the discretion to remit UOMIgf a taxpayer’s ability to make a tax payment on
time has been significantly), adversely affected by the COVID-19 outbreak. The
discretion would apply,beth ‘when a taxpayer is physically unable to make a tax
payment on time and’when a taxpayer is financially unable to make a tax payment
on time because oftheteconomic nature of the event.

While the diseretiongsWwould enable Inland Revenue to remit UOMI on a late tax
payment, the taxpayer would still be required to pay their core tax debt.

For Inland RYvenue to exercise this discretion, it must be satisfied that the taxpayer’s
ability, to ‘make a tax payment on time has been significantly adversely affected by
the ) COWXID-19 outbreak. A taxpayer’s business being seriously affected by COVID-
19 would not be sufficient grounds for UOMI to be remitted if they still had the ability
tmake a tax payment on time. As such, UOMI is less likely to be remitted for a
large business that has been adversely affected by COVID-19 than a small-medium
business as the large business is more likely to have financial capability and cash
reserves to make a tax payment by its due date.

Inland Revenue is currently developing guidelines for the UOMI remission eligibility
criteria. The eligibility criteria for interest remission would be aligned where possible
with the eligibility criteria for the wage subsidy scheme. In particular, taxpayers
eligible to receive the wage subsidy payment would be considered to have satisfied
Inland Revenue’s criteria for UOMI remission.
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Application date

16. We recommend that the proposed discretion for the Commissioner of Inland
Revenue to remit UOMI in response to the COVID-19 outbreak apply only for tax
payments due on or after 14 February 2020. This is the date that Inland Revenue
announced that tax relief and income assistance measures would be available to
people affected by a downturn in business owing to the COVID-19 outbreak.

17. The proposed discretion would only apply for two years from the date of enactment
unless extended by an Order in Council. This would ensure that the diseretion to
remit UOMI is targeted at taxpayers affected by the current COVID-19 outbre-k.

Information sharing
Purpose

18. We propose an amendment to the rules governing Inland Revenue:ssability to share
information with other government departments. This would"ensuré information can
be supplied to assist the efficient and effective delivery gf the Gevernment’s COVID-
19 response.

Background

19. Currently, tax legislation requires Inland Revenue staff to keep taxpayer information
confidential unless a specific legislative exeéption authorises the disclosure. There
are a number of exceptions in the taxgegislation enabling Inland Revenue to share
information with other agencies. These existing exceptions will be used, where
possible, to share information with other, agencies to assist in the response to the
COVID-19 outbreak.

2. However, there may be situationsWhere, as a result of the COVID-19 outbreak, it is
desirable for Inland Revenue to share information with other agencies with which
Inland Revenue does net have any existing arrangements or where the existing
arrangements are_ not flexible enough to allow the required sharing to occur.

Proposal

21. We recommend’ legislative amendments to allow Inland Revenue to share
information with other agencies in order to respond to the COVID-19 outbreak. This
proviSionywid be targeted, time limited, and only used when existing legislative
pravisiens are not adequate to share information.

2. similar provision allowed Inland Revenue to share information as part of the
response to the Canterbury earthquake and this proposal is modelled on that
provision.

23, The proposed provision would allow Inland Revenue to share information with
Government departments, the New Zealand Police, ACC, and Kainga Ora, to help
those agencies provide assistance in relation to the COVID-19 outbreak. For
example, Inland Revenue could provide employee information to assist auditing of
job subsidy claims to counter fraud. The ability for Inland Revenue to share
information is often an important factor to the success of programmes, including
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21.

mitigating fraud risk, that provide temporary income relief which have either been in
response to a very large negative economic shock (ReStart — GFC) or tightly time-
limited in response to a highly-localised and short-lived event (Earthquake Job Loss
Cover — February 2011 Christchurch aftershock). The information that could be
shared under the power would relate to both individuals and non-individuals and may
include, but is not limited to, identifying information, contact and location information,
financial information, and family information.

The proposed provision would apply for a period of two years only unless extended
by an Order in Council. This would allow the Government to continueysharing
information, if required, in response to COVID-19 after the two-year period,

Currently, tax legislation requires those persons who have accegs 1o taxpayer
information under an information sharing provision to keep_that information
confidential and not disclose or use it for a purpose other than thatdfer which it was
provided. We recommend that this requirement should alsogapply to"the proposed
information sharing provision to assist the response to the COVADM9 outbreak.

As a safeguard, Inland Revenue will retain a discretion gto refuse to disclose
information if Inland Revenue considers it is undesirable tond6 so.

This provision would be limited to informatien sharing only and would not extend
Inland Revenue’s information gathering poWwers

Application date

28,

This provision would apply from thesdate of enactment of the Bill.

Other tax measures

2.

Inland Revenue and the Treasury are continuing to work on a range of other tax
measures to support business\continuity. Approval for these measures will be sought
over the next few weeks“and are likely to include approving regulations to clarify the
GST treatment ofsthe werk-subsidy payments and other tax relief measures that will
require legislativejchange.

Consultation

0.

31.

Owing te the short timeframes for developing a policy response to the COVID-19
outbreak, “there has been no public consultation on the proposal to give the
Commissioner of Inland Revenue the discretion to remit UOMI.

The Office of the Privacy Commissioner has been informed of the information
sharing proposal. However, due to the short timeframes for developing a policy
response to the COVID-19 outbreak, the Commissioner has not been consulted on
the proposal.
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Financial implications
UOMI remission

K72 There is no direct fiscal cost from the proposal to give the Commissioner of Inland
Revenue discretion to remit UOMI in response to the COVID-19 outbreak. There
would be a negative financial implication for the Crown as this policy change would
result in foregone UOMI revenue. However, as the Government’s fiscal forecasts do
not currently include COVID-19-related interest charges, their remission will have no
impact on the fiscal position.

. There are, however, a number of risks associated with this proposal:

331 Decreasing the incentive to pay tax when it falls due (in smallersinstalments)
could result in some taxpayers being unable to pay theirglargemtax bill at a
later date, which could result in core tax not being recoverable; and

332 Taxpayers who would have been subject to UOMI penhalt'es under ordinary
economic circumstances could also face CQVID{19-related stress. Remitting
UOMI penalties for these taxpayers would, have’ a fiscal cost (albeit
unquantifiable), as some share of the remitted, interest would have related to
non-COVID-19 drivers.

HA. More broadly, there is a risk that remitting“d@MI could lead to the deliberate
underpayment of tax in situations where theytax would have ordinarily been paid in
full and on time, with delays potentially‘erossing fiscal years.

K5} These risks will impact on the fishal pesition if they materialise. We are unable to
quantify the materiality of the pétentialimpacts.

Information sharing
. There are no financiaPimplications relating to the sharing of information proposal.
Administration impacts

3r. Inland Reve{ ue has not yet completed a full impact assessment of these proposals
and willgneed, to' do this, including identifying any resourcing implications, once
details of eligibility criteria are more developed.

3B The changes proposed to UOMI will generate additional contacts of a complex
nature for Inland Revenue as people seek advice on how these changes impact their
situation. The retrospective nature of the changes adds to the complexity. Inland
Revenue is already under pressure to manage customer demand from the upcoming
Business Transformation Release 4 changes, and the beginning of the 2020 auto-
calculation period. There are additional expected cumulative impacts which Inland
Revenue also need to manage, including from Budget 2020 items, further COVID-19
responses and the impact of reduced baselines due to the reduction of time-limited
funding.

0. To manage this additional demand Inland Revenue will need to factor this into
managing this peak season and given the likely resource contentions, re-
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prioritisation decisions would need to be made. The impact of not having sufficient
capacity and capability is likely to be a sub-optimal customer experience and will
potentially impact on performance standards.

40. These changes will require community and stakeholder engagement. This includes
the UOMI remission facility for affected taxpayers which will require communication
of the eligibility criteria. Inland Revenue intends to publish guidance to assist
taxpayers in deciding whether they should seek this sort of relief.

4. Although some of the measures described in this paper are intended to bé&ytargeted
at taxpayers that are significantly financially affected by the economic dmpact of
COVID-19, there will be some applications for relief from taxpayers whoyhave» not
been adversely affected. Inland Revenue staff will need to assgss risk”when
actioning these requests and in doing so will be supported by our new'systems which
will help identify cases needing closer inspection.

Legislative implications

42 Implementing the proposals recommend in this paper reguires changes to the Tax
Administration Act 1994.

43, If approved, we propose that the legislative#Changes resulting from these
recommendations be included in a Bill to bé intjoduced as soon as practicable.

4. To ensure a Bill can be introduced as soon“as practicable, we recommend that the
Committee delegate authority to the Minister of Revenue, in consultation with the
Minister of Finance and the Leadémofithe House, to introduce a Bill. This would
mean the Cabinet Legislation Committee would not consider the Bill prior to its
introduction.

Impact analysis

Regulatory Impact Assessmen

45. Cabinet’s impactianalysis requirements apply to the proposals included in this paper.
The proposaltoallow’Inland Revenue to remit UOMI would amend interest levels for
unpaid taxation for2-years. No impact analysis has been provided for this proposal
due togtheyshort time frame imposed by the response to COVID-19. While
understanda/le under the circumstances, the proposal creates potential for
signifieant and unintended impacts throughout its 2-year duration. The Treasury
therefore considers a regulatory impact analysis is required and this can be achieved
via a Supplementary Analysis Report (SAR). The Treasury will work with the
responsible Minister and his officials on the nature and timing of the SAR.

Climate Implications of Policy Assessment

46. The Ministry for the Environment has been consulted and confirms that the CIPA
requirements do not apply to this proposal as the threshold for significance is not
met.

6

3jnp0i3ub4 2020-04-16 17:21:11 SENSITIVE



Human rights

47. 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

48. There are no gender implications arising from these proposals.
Disability perspective

49, No disability issues arise from these proposals.

Publicity

0. A media statement on the proposals included in this paper will beysréleased following
the Committee’s meeting on Wednesday 18 March. A commeniary on the Bill
containing these proposals will also be released when the Bill is‘introduced. Inland
Revenue will include details of the new legislation in a Fax'Infermation Bulletin after
the Bill is enacted.

Proactive release

51. We propose to proactively release this Gabintpaper, associated minutes, and key
advice papers with appropriate redactions When the Bill is introduced in late March
2020.

Recommendations

The Minister of Finance and the Ministef of Revénue recommend that the Ad Hoc Cabinet
Committee on COVID-19:

Use of money interest remissiyn

1. Agree that the Commissioner of Inland Revenue be given the discretion to remit use
of money interest, for taxpayers that have had their ability to pay tax on time
significantly @dversely affected by the COVID-19 outbreak;

2. Agree that the Commissioner of Inland Revenue’s discretion to remit use of money
interest inyresponse to the COVID-19 outbreak would apply only to tax payments due
onor after 14 February 2020;

3. Agree that the Commissioner of Inland Revenue’s discretion to remit use of money
interest in response to the COVID-19 outbreak would apply for a period of 2-years
only unless extended by an Order in Council;

4. Note that giving the Commissioner of Inland Revenue the discretion to remit use of
money interest in response to the COVID-19 outbreak would not have any fiscal
cost;
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Information sharing

5. Agree that the tax legislation be amended to allow Inland Revenue to share
information, with Government departments, New Zealand Police, ACC and Kainga
Ora, in order to assist these agencies in relation to the COVID-19 outbreak;

6. Agree that this information sharing provision apply from the date of enactment for a
period of 2-years only unless extended by an Order in Council;

7. Agree that the same confidentiality requirements on officers or employees who
currently receive taxpayer information from Inland Revenue would also—pply to
officers or employees of Government agencies who receive informaton ‘upder
recommendation (5) above.

8. Note that Inland Revenue will retain a discretion to refuse to dis¢lose“inférmation if
Inland Revenue considers it is undesirable to do so.

Legislative vehicle

9. Agree that the legislative amendments to the Tax Admnistration Act 1994 required
to give effect to the proposals recommended in this,paper®e included in a Bill to be
introduced as soon as practicable;

10. Invite the Minister of Revenue to instruct Inland Revenue to draft the necessary
amendments to give effect to the proposals%€commended in this paper;

11.  Agree to delegate authority to the Minister of Revenue to make decisions on the
detailed design of the proposals recommended in this paper and, in consultation with
the Minister of Finance and the=keader of the House, to introduce a Bill containing
these proposals as soon as practicable.

Authorised for lodgement

Hon Grant Robertson
Minister of Finance

Hon Stuart Nash
Minister of Revenué
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SENSITIVE
CAB-20-MIN-0103

Cabinet

Minute of Decision

This document contains information for the New Zealand Cabinet. It must be treated in confidence and
handled in accordance with any security classification, or other endorsement. The information can only be
released, including under the Official Information Act 1982, by persons with the appropriate authority.

COVID-19: Tax Measures

Portfolios Finance / Revenue

On 16 March 2020, Cabinet:

Use of money interest remission

1 agreed that the Commissioner of Inland Revenue be given‘the discretion to remit use of
money interest for taxpayers that have had their ability'to pay tax on time significantly
adversely affected by the COVID-19 outbreak;

2 agreed that the Commissioner of Inland Revenuefs discretion to remit use of money interest
in response to the COVID-19 outbreak would apply only to tax payments due on or after
14 February 2020;

3 agreed that the Commissioner of lnland Revenue’s discretion to remit use of moneyinterest
in response to the COVID-19 ou'brgak would apply for a period of two years only, unless
extended by an Order in Couniil;

4 noted that giving theCommmissioner of Inland Revenue the discretion to remit use of money
interest in response t0 the COVID-19 outbreak would not have any fiscal cost;

Information sharing

5 agreed that the tax legislation be amended to allow Inland Revenue to share information
with go¥ernment departments, New Zealand Police, ACC and Kainga Ora, in order toassist
thesg agencies in relation to the COVID-19 outbreak;

6 agreed that this information sharing provision apply from the date of enactment for a period
of two years only, unless extended by an Order in Council;

7 agreed that the same confidentiality requirements on officers or employees who currently
receive taxpayer information from Inland Revenue would also apply to officers or
employees of government agencies who receive information under paragraph 5 above;

8 noted that Inland Revenue will retain a discretion to refuse to disclose information if Inland
Revenue considers it is undesirable to do so;

3jnp0i3ub4 2020-04-16 17:21:35 SENSITIVE



SENSITIVE
CAB-20-MIN-0103

Legislative implications

9 agreed that the legislative amendments to the Tax Administration Act 1994 required to give
effect to the above proposals be included in a Bill to be introduced as soon as practicable;

10 invited the Minister of Revenue to issue drafting instructions to Inland Revenue to draft the
necessary amendments to give effect to the above paragraphs;

11 authorised the Minister of Revenue to make decisions on the detailed design of the above
proposals and, in consultation with the Minister of Finance and the Leader of the House, to
introduce a Bill containing these proposals as soon as practicable.

Michael Webster

Secretary of the Cabinet %
Hard-copy distribution:

Prime Minister

Deputy Prime Minister

Minister of Finance @

Minister of Revenue

N
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Sensitive

Office of the Minister of Revenue

Cabinet

ORDER IN COUNCIL: GOODS AND SERVICES TAX (GRANTS), AND
SUBSIDIES) AMENDMENT ORDER 2020, AND AMENDED APPLICATION
DATES

Proposal

1. This paper seeks Cabinet’'s agreement to submit an Order in £ouncil amending the
Goods and Services Tax (Grants and Subsidies) Order 1992,to'the Executive Council.
The amendment would exclude the following payments (rom the application of goods
and services tax:

1.1 the COVID-19 Wage Subsidy as referred, toiinn the Cabinet paper titled “COVID-
19 financial support, Paper A: Buginess Continuity Package: Targeted wage
subsidy scheme”; and

1.2 the COVID-19 Leave Payment asireferred to in the Cabinet paper titled “COVID-
19: Financial Support Paper Ba€QVID-19 Leave Payment Scheme”.

2. The design and scope of these payments were both agreed to by Cabinet on 16 March
2020.
3. It also seeks Cabinet's“agreement to amend application dates for certain COVID-19

related tax measureS approved by Cabinet on 16 March 2020 (CAB-20-MIN-0103 and
CAB-20-MIN-0108 refersy.

Policy
Excluding goods andiservices tax (GST) from the Wage Subsidy and the Leave Payment

4. Fhe “‘Goods and Services Tax Act 1985 generally treats any government grant or
subsidyspayment as subject to GST when received by a GST-registered person such
as a business. Recognising that this approach might not always be appropriate from a
policy perspective, the Goods and Services Tax Act 1985 allows certain grants and
subsidies to be excluded from the application of GST through an Order in Council
which specifically lists the grants and subsidies to which GST should not apply.

5. | propose an Order in Council be made to amend the Goods and Services Tax (Grants
and Subsidies) Order 1992 to add the COVID-19 Wage Subsidy and the COVID-19
Leave Payment (“the payments”) to the schedule of grants and subsidies which are
not subject to GST.

1
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6. In absence of the amendments, GST-registered businesses would be required to
account for output tax on the payments received. Therefore, the effect of these
amendments is to allow GST-registered businesses to use the full amount of the
payment received to provide financial support to their employees during self-isolation
(in the case of the Leave Payment) and to assist in adjusting to the impact of COVID-
19 (in the case of the Wage Subsidy). It will ensure fairness between businesses that
are registered for GST and those that are not, and will minimise compliance costs.

7. This approach is consistent with the approach taken in respect of the subsidies
provided to businesses impacted by the Hurunui and Kaikoura earthquakesyin 2016,
which were also not subject to GST.

8. Finally, | also propose that this GST treatment apply in respect of the payments made
under both schemes, which have been available since 17 March 2020£The Order in
Council will ensure no payments made from the date it comes intof oreeywill be subject
to GST. This will provide businesses with immediate certaimty, regafding the GST
treatment of these payments.

9. A further legislative amendment is necessary to enSure that payments made before
the Order in Council comes into force will also not be“subje€t to GST. | propose this
amendment be included in the bill containing tax measures in response to COVID-19
that was agreed to by Cabinet on 16 March*2020¢ and which is to be introduced in
early April.

Amending the application dates for COVID-19 tax measures

10.  On 16 March 2020 Cabinet agreéd, that the provision allowing Inland Revenue to share
information with other departments, for €OVID-19 should apply from the date of
enactment (CAB-20-MIN-0103 refers)r The information sharing should instead apply
from the date of announcement of the payments on 17 March 2020. The information
sharing will enable Inland,Re“enue to disclose employer and employee information to
the Ministry of Social,Development, and is especially important in limiting the risk of
fraud.

11.  Cabinet also_agried on 16 March 2020 to increase the low-value asset write-off
threshold fram_$500 to $5,000 for the 2020-21 income year, and then reducing it to
$1,000 ferthl 2021-22 and later income years (CAB-20-MIN-0108 refers). This
increas(. to $5,000 should instead apply for property acquired within 12 months of the
anneuncement date, 17 March 2020. At the end of this 12-month period, the threshold
shiuldybe reduced to $1,000. This will mean that businesses’ purchasing decisions
arée treated equally for these purposes rather than being affected by their balance
dates.

Fiscal cost

12.  There is no fiscal cost of the proposal in this paper. GST revenue from the COVID-19
Wage Subsidy and COVID-19 Leave Payment is not built into the revenue forecasts.
Consequently, removing GST from the subsidies will have no effect on forecasts.
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Timing and 28-day rule

13. A waiver of the 28-day rule is sought because of the urgency of the move, and the
power it confers will apply to events before the making of the Order. A waiver of the
28-day rule will enable the Order to take effect on the day of its notification in the
Gazette.

Compliance

14.  The Order in Council complies with the following:

14.1 The principles of the Treaty of Waitangi Not
applicable
14.2 The rights and freedoms contained in the New Zealand Bill Not
of Rights Act 1990 and the Human Rights Act 1993 applicable
14.3 The principles and guidelines set out in the Privacy Act 1993 Not
applicable
14.4 Relevant international standards and obligations Not
applicable
14.5 The Legislation Guidelines (2018 edition)_which are Compliant
maintained by the Legislation Design and Advisory
Committee

Regulations Review Committee

15.  Officials believe there are no grotinds for the Regulations Review Committee to draw
the Order in Council to the aitentien of the House under Standing Order 319.

Certification by Parliamentary,Counsel

16. The regulations have been certified by the Parliamentary Counsel Office as being in
order for submission 6 Cabinet, except that they will come into force earlier than the
28" day afte’ thiedate of their notification in the Gazette.

Impact Analysis
17. #The preposal does not require the preparation of a regulatory impact assessment.
Proactive Release

18. | propose to proactively release this Cabinet paper, associated minutes, and key
advice papers in whole within 30 working days of Cabinet making final decisions.

Consultation

19. Inland Revenue officials have consulted with the Treasury who agreed with the
proposal in this paper. Inland Revenue officials have also informed the Ministry of
Social Development and the Ministry of Business, Innovation and Employment.
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Recommendations

| recommend that Cabinet:

1.

10.

11.

12.

note that on 16 March 2020 Cabinet agreed to the introduction of the COVID-19 Wage
Subsidy scheme;

note that on 16 March 2020 Cabinet agreed to the introduction of the COVID-19 Leave
Payment scheme;

note that an Order in Council under the Goods and Services Act 1985 is required to
declare that the COVID-19 Wage Subsidy and the COVID-19 Leave Payment (‘the
payments”) will not be subject to goods and services tax (GST);

authorise the submission to the Executive Council of the Goods and “Services Tax
Grants and Subsidies) Amendment Order 2020;

note that applications for the COVID-19 Wage Subsidy scheme and COVID-19 Leave
Payment scheme opened on 17 March 2020;

agree that the Goods and Services Tax (Grants and Subsidies) Amendment Order
2020 should apply in respect of all payments/made under the schemes in
recommendations 1 and 2 from the date the" Order‘¢emes into force;

agree that an amendment should be included in the Bill containing tax measures
agreed to by Cabinet on 16 March 202@\which €nsures that GST does not apply to the
payments made between 17 March«2020 and the date the Order comes into force;

note that a waiver of the 28-day fulelis sought because of the urgency of the move,
and the power it confers willg@apply tf events before the making of the Order; and

agree to waive the 28-day“rule, so that the Order can come into force on the day of its
notification in the GaXette;

note that on 16{ Margh 2020, Cabinet agreed that the provision allowing Inland
Revenue to share information for COVID-19 outbreak related purposes should apply
from the date gf e¥actment (CAB-20-MIN-0103 refers);

agreeythat Cabinet rescind the decision referred to in recommendation 10 and instead
agree\to efable Inland Revenue to share information for COVID-19 outbreak related
pu/poses from the date of announcement, 17 March 2020;

nete that on 16 March 2020, Cabinet agreed that the threshold for low-value asset
write-off threshold be increased from $500 to $5,000 for the 2020-21 income year,
reducing to $1,000 for the 2021-22 and later income years (CAB-20-MIN-0108 refers);
and
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13.  agree that Cabinet rescind the decision referred to in recommendation 12 and instead
agree to the threshold being $5,000 for property acquired within 12 months of the
announcement date (17 March 2020), and at the end of this 12-month period the
threshold should be reduced to $1,000.

Authorised for lodgement

Hon Stuart Nash
Minister of Revenue

(o
O
Q’\
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CAB-20-MIN-0118

Cabinet

Minute of Decision

This document contains information for the New Zealand Cabinet. It must be treated in confidence and
handled in accordance with any security classification, or other endorsement. The information can only be
released, including under the Official Information Act 1982, by persons with the appropriate authority.

Goods and Services Tax (Grants and Subsidies) Amendment Ordery2020

Portfolio Revenue

On 23 March 2020, Cabinet:

1

noted that on 16 March 2020 Cabinet agreed:

11 to the introduction of the COVID-19 Wage Subsidy‘scheme;
12 to the introduction of the COVID-19 LeawsPayment scheme;
[CAB-20-MIN-0103, CAB-20-MIN-0105, CAB-20-M¥N-0108]

noted that an Order in Council under the Goods and Services Act 1985 is required to declare
that the COVID-19 Wage Subsidy @ndithe COVID-19 Leave Payment (“the payments™) will
not be subject to goods and services tax,(GST);

authorised the submission to ¢heyExegutive Council of the Goods and Services Tax (Grants
and Subsidies) Amendment Order 2020 [PCO 22809/5.0];

noted that applicationsifor the COVID-19 Wage Subsidy scheme and COVID-19 Leave
Payment scheme gpened‘enrl7 March 2020;

agreed that the Geods and Services Tax (Grants and Subsidies) Amendment Order 2020
apply in respect ofiall payments made under the schemes in paragraph 1 from the date the
Order comesiinteforce;

agreed that an amendment should be included in the Bill which contains the tax measures
ag eed to by Cabinet on 16 March 2020 which ensures that GST does not apply to the
payments made between 17 March 2020 and the date the Order comes into force;

noted that a waiver of the 28-day rule is sought because of the urgency of the move, and the
power it confers will apply to events before the making of the Order;

agreed to a waiver the 28-day rule so that the Order can come into force on the day after its
notification in the Gazette;

noted that on 16 March 2020, Cabinet agreed that the provision allowing Inland Revenue to
share information for COVID-19 outbreak related purposes should apply from the date of
enactment [CAB-20-MIN-0103];
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10 agreed to:
101  rescind the decision referred to in paragraph 9; and instead

102  enable Inland Revenue to share information for COVID-19 outbreak related
purposes from the date of announcement, 17 March 2020;

11 noted that on 16 March 2020, Cabinet agreed that the threshold for low-value asset write-off
threshold be increased from $500 to $5,000 for the 2020-21 income year, reducing to $1,000
for the 2021-22 and later income years [CAB-20-MIN-0108];

12 agreed to:
121 rescind the decision referred to in paragraph 11; and instead

122 the threshold being $5,000 for property acquired within 12 months o
announcement date (17 March 2020), and at the end of this 12- h period the

threshold should be reduced to $1,000.

Michael Webster
Secretary of the Cabinet

N
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Date: 20 March 2020 Security Level: Cabinet Sensitive
For: Hon Carmel Sepuloni, Minister for Social Development

File Reference: REP/20/3/267

COVID-19 Recovery Package: Increases “t06 )main
benefits and the Winter Energy Payment

Cabinet 23 March 2020

This Cabinet paper seeks Cahinetrapproval to submit to the
Executive Council the Saegial ‘Security (Rates of Benefits and
Allowances) (COVID-49 Recovery Package) Amendment Order
2020, to give effect to,two€hanges in response to the economic
impacts of COVID-19:
e A one-off Qet $25 ihcrease to the weekly rates of main
bengefits
e An incteaseyto the Winter Energy Payment (WEP)
equivalent tojdoubling the annual rates of payment for
the 2020 wirter period (1 May — 1 October 2020
inclusiyve).

Proposal

Talking points e VAs you are all aware, phase one of a Recovery package has
been agreed to in response to the economic impacts of
COVID-19. This package includes making a one-off $25
increase to main benefits, as well as doubling the rate of the
Winter Energy Payment for the 2020 winter period.

e This Amendment Order will make the legislative changes
required to make these changes.

e The increase to main benefits is the largest across-the-board
increase in several decades and will help support 350,000
low-income individuals and families.

e Doubling the Winter Energy Payment will provide further
support to beneficiaries and superannuitants to help meet
their heating costs this winter and will benefit about
800,000 people.

Background The economic outlook has deteriorated significantly as the

COVID-19 outbreak has become a global pandemic. An
economic response package has been developed in response to

The Aurora Centre, 56 The Terrace, PO Box 1556, Wellington — Telephone 04-916 3300 — Facsimile 04-918 0099
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Main benefit
increase

this [CAB-20-MIN-0108 refers]. This package has three
immediate components:
o Support to the public health system
) A business and worker support package
o Phase one of a Recovery package to support
household incomes.

The changes that the Amendment Order makes are both part of
phase one of the Recovery package.

There are no statutory prerequisites for this Amendment Order.
That is, the legislation does not set out any additional
requirements before the Amendment Order can be approved.

On 1 April 2020, the weekly rates of the following yenefitsaill
be increased by $25 net:

Jobseeker Support

Sole Parent Support
Supported Living Payment
Young Parent Payment
Youth Payment
Emergency Benefit?.

This $25 increase is in addition to the annual general
adjustment increases,; which will"also be implemented on 1 April
2020. While each adulgin a couple will receive an increase of
$12.50 per week,for a small number of couples where one
adult is not included in the benefit, the couple will only receive
an increase ‘of $12,50 per week.

This main beéngfit inCrease is estimated to cost $2.366 billion
over the nextfour years.

There are a number of other payments made by the Ministry of
Social Development (MSD) that will be affected by this increase,
such as housekeepers allowance which has its rate set at the
difference between the Jobseeker Support rate payable to the
client and the married rate of Jobseeker Support.

Due to complex interactions in the tax and transfer systems, a
small number of families will be unintentionally financially
disadvantaged as a result of the benefit increase. The existing
Income Support Package (Transitional Assistance) Programme
will be amended in a separate process to account for reductions
in assistance as a result of the main benefit increase.

1 As the rate of Emergency Benefit is at the discretion of MSD, there is no set Emergency Benefit rate to
increase per se. However, in practice Emergency Benefit is generally set at the maximum rate of the
equivalent benefit the client would receive if they were otherwise eligible. This is most frequently
Jobseeker Support, therefore Emergency Benefit recipients are likely to receive the same increase.



The Cabinet paper seeks Cabinet’s agreement that the
additional funding needed for this Programme to account for the
small number of people who will be financially disadvantaged
from the main benefit increase will be met from the existing
Transitional Assistance appropriation as there is sufficient
funding available in this appropriation. Treasury support this
approach.

Winter Energy As part of the Recovery package, Cabinet also agreed that the
Payment increase annual rates of WEP payments for 2020 will be:
o $900 for single people with no dependent children
. $1,400 for couples or single people with dependent
children.

This will mean that the weekly rate of WEP willsbe $40.91 for
single people and $63.64 for couples. WEP will eontinue to be
paid from 1 May to 1 October in 2020.

Doubling the rate of WEP for the 2020mwinter/period is
estimated to cost $480 million.

As the increase to WEP is temporarygthe rate of WEP will need
to be decreased back tgsits cugfent levels before the start of the
winter period next year (1/May 2021). While the rate of WEP
can be increased through an Order in Council, decreasing the
rate requires amending the Social Security Act 2018. The
legislative changes\required to return WEP rates to their current
settings willlbe“dene through an urgent bill that Inland Revenue
is leadingakhisybill is\planned to complete all House stages
under urgency,on 7 ‘April 2020.

Author: $°@® 1POIicy Analyst, Income Support Policy
Responsible manager: Siw Policy Manager, Income Support Policy






Office of the Minister for Social Development

In confidence

Chair
Cabinet

COVID-19 RECOVERY PACKAGE: INCREASES TO MAIN BENEFITS AND THE
WINTER ENERGY PAYMENT

Proposal

1 This paper seeks Cabinet approval to submit to the Executive Council thefSocial"Security
(Rates of Benefits and Allowances) (COVID-19 Recovery Package) Amendment Order 2020,
to give effect to two changes in response to the economic impacts of COVID#19:

e A one-off net $25 increase to the weekly rates of main benefits
¢ Anincrease to the Winter Energy Payment (WEP), equivalent te' doubling the annual
rates of payment for the 2020 winter period (1 May =#,O¢tober 2020 inclusive).

Background

2  The economic outlook has deteriorated significantly as the COVID-19 outbreak has become a
global pandemic. An economic response pagkage has been developed in response to this
[CAB-20-MIN-0108 refers]. This package hasithree immediate components:

e  Support to the public health system
e A business and worker suppart package
o Phase one of a Recovery packagefto support household incomes.

3  On 16 March 2020, Cahinetiagreed to Phase One of a Recovery package in response to the
economic impacts of COVID-19. As part of this, it was agreed that on 1 April 2020, the after-
tax weekly rates of the followifig benefits should increase by $25:

Jobseeker’'Support

Sole Parent'Support
SupportediLiving Payment
Y.oungyParent Payment
Youth Payment
Emergency Benefit'.

4 Thigy$25 increase is in addition to the annual general adjustment increases, which will also be
implemented on 1 April 2020. This is the first year that main benefits will be adjusted by
average wage growth, instead of inflation.

' As the rate of Emergency Benefit is at the discretion of MSD, there is no set Emergency Benefit rate to
increase per se. However, in practice Emergency Benefit is generally set at the maximum rate of the
equivalent benefit the client would receive if they were otherwise eligible. This is most frequently Jobseeker
Support, therefore Emergency Benefit recipients are likely to receive the same increase.

13.



As part of the same Recovery package, Cabinet also agreed that the annual rates of WEP
payments for 2020 will be:

e $900 for single people with no dependent children

. $1,400 for couples or single people with dependent children.

For clients, this will mean that the weekly rate of WEP will be $40.91 for single people and
$63.64 for couples. There are no changes to the period that WEP is paid this year, meaning it
will continue to be paid from 1 May to 1 October in 2020.

This Cabinet paper seeks approval for the legislative changes required to enact both of the
changes outlined above.

Main benefit increases

8

10

11

12

From 1 April 2020, main benefits will be increased by $25 (in addition to theswage indexation
increase). There are a number of other payments made by the Ministry of Sogial
Development (MSD) that will be affected by this increase.

It is worth noting that each adult in a couple will receive an increase of $12.50 per week, and
for a small number of couples where one adult is not included ifi the benefit, the couple will
only receive an increase of $12.50 per week.

A small number of MSD clients are on a grandparented rate of, WWidows Benefit or Domestic
Purposes Benefit. As these are intended to be mé&in‘benefits; the weekly rates of these two
payments will also be increased by $25 each ofi,1 April,2020.

Further, the rates and thresholds for severalgother MSD payments are tied to main benefits in
some way. Given these links, consequential amendments will be made to these rates and
thresholds in accordance with their existingwelationship with a main benefit rate. For example:

11.1 Housekeepers allowance canbegpaidto a'client if their partner is not receiving a benefit
and they have a housekeeperwho/s caring for the client's home and substantially
dependent on the client,, Theyrate of this allowance is the difference between the
Jobseeker Support rate, payable to the client (the half-married rate) and the married rate
of Jobseeker Support. Given this relationship, the rate of housekeepers allowance will be
increased by $12°50 tajalign with the increase for couples where one adult is not
included in the benefit.

11.2 The blind Subsidy’is an additional allowance of 25 percent of the average personal
earnings‘ef aotally blind person who is receiving Supported Living Payment. The
income thresholds for blind subsidy are linked to the half-married rate of Supported
Living Payment and the Supported Living Payment abatement formula. Consequently,
the iacome thresholds for the blind subsidy will be increased by $12.50 to reflect its ties
to the half-married rate of Supported Living Payment (see paragraph 9).

Due*to complex interactions in the income support system, a small number of families will be
unintentionally financially disadvantaged as a result of the main benefit increase. The existing
Income Support Package (Transitional Assistance) Programme will be amended in a separate
process to account for reductions in assistance as a result of the main benefit increase.

2 Former recipients of both these payments (who had these payments granted before 15/7/2013), and who
were then transferred to Jobseeker Support, had their higher rate of benefit grandparented until their
circumstances changed. Consequently, some clients still receive the grandparented rate of Widows Benefit or
Domestic Purposes Benefit.
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| seek your agreement that the additional funding needed for this Programme to account for
the small number of people who will be financially disadvantaged from the main benefit
increase will be met from the existing Transitional Assistance appropriation as there is
sufficient funding available in this appropriation.

Doubling of the Winter Energy Payment

14

15

For the winter period this year (1 May to 1 October 2020), the weekly rate of WEP will be
doubled, with the new rate equating to $40.91 for single people and $63.64 for couples.

As the increase to WEP is temporary, the rate of WEP will need to be decreased backyto its
current levels before the start of the winter period next year (1 May 2021). While therate,of
WEP can be increased through an Order in Council, decreasing the rate requires amending
the Social Security Act 2018. MSD is working with Inland Revenue on the legiglative changes
required to return WEP rates to their current settings and this will be done through an urgent
bill that Inland Revenue is leading. This bill is planned to complete all Hodse stages under
urgency on 7 April 2020.

Operational implications

16

17

18

While there are risks associated with implementing main benefitiincreases and WEP
increases in a relatively short timeframe, this is mitigatedsoytheyfact that MSD is already
preparing to increase main benefit rates on 1 April 2020 assfpait of the annual general
adjustment of rates and thresholds. To create effi€iencies,implementing this component of
the Recovery package will be combined with the opefational changes required to implement
the annual general adjustment.

Several thousand records will need to be adjusted manually to ensure that the $25 increase
takes effect and people receive their full and,correct entittement. This is because the rates of
payment for people in some specific situations are not calculated automatically by the system.
MSD will prioritise this work to ensuregthat these records are adjusted as soon as possible,
however some of these recordsWillihot be adjusted by 1 April 2020. The relatively small
number of impacted clients will be\paid in arrears to ensure they receive the full benefit of the
$25 increase.

The increase to WERepresents an additional operational step, as WEP is not part of the
annual general adjustment, The operational changes required to double the rate of WEP wiill
be done in timesdorid May2020.

Timing and 28-day rule

19

20

This Amendment Order, if approved, will be submitted to the Executive Council for
consideration on 23 March 2020. It will be published in the New Zealand Gazette on the next
available date for gazetting and will come into force on 27 March 2020. This will ensure that
the,proposed amendments are incorporated into the Social Security (Rates of Benefits and
Allowances) Order 2020 when it takes effect on 1 April 2020.

| seek a waiver to the 28-day rule on the grounds that the changes in this Amendment Order
only confer benefits to the public, and that early commencement is necessary to be consistent
with other changes introduced by the annual general adjustment of rates and thresholds.

Compliance

21

The Orders and Amendment Regulations comply, where applicable, with:



¢ the principles of the Treaty of Waitangi

o the rights and freedoms contained in the New Zealand Bill of Rights Act 1990 and the
Human Rights Act 1993

¢ the principles and guidelines set out in the Privacy Act 1993

e relevant international standards and obligations

o Legislation Guidelines: 2018 Edition, published by the Legislation Advisory Committee.

Regulations Review Committee

22 There are no grounds for the Regulations Review Committee to draw the Orders or
Amendment Regulations to the attention of the House under Standing Order 319.

Certification by Parliamentary Counsel

23 The Orders and Amendment Regulations have been certified by the Parliamentary Counsel
Office as being in order for submission to Cabinet.

Communications

24 The Minister of Finance announced these changes on 17 March 2020, as part of a wider
economic package in response to the impacts of COVID-19.

Proactive release
25 lintend to proactively release this Cabinet paperwithif'standard timeframes.
Consultation

26 The Department of the Prime Minister and Cabinet — Child Poverty Unit, Treasury, and Inland
Revenue have been consulted.

27 Ministry of Housing and Urban Develepment, Ministry of Education, Ministry of Health,

Veterans Affairs, Oranga“T amariki— Ministry for Children and Department of Internal Affairs
have been informed.

Recommendations
It is recommended that{Cabinet:

1 note that on 16)March 2020, Cabinet agreed to the following changes as part of the
Government, response to the economic impacts of COVID-19 [CAB-20-MIN-0108 refers]:

1.1 Jincrease main benefit rates by $25 per week
1.23 double the rate of the Winter Energy Payment for 2020 only

2 note that legislative changes are needed to enact both the $25 increase to main benefits and
the doubling of the rate of the Winter Energy Payment

3  note that consequential amendments will be made to a number of payments which have
existing links to main benefits

4  note that Cabinet previously approved funding for the Income Support Package (Transitional
Assistance) Programme in December 2019 [SWC-19-MIN-0201 refers] to provide transitional
assistance for people affected by the Budget 2019 Income Support Package



note that due to complex interactions in the income support system, the already established
Income Support Package (Transitional Assistance) Programme will be amended by the
Minister for Social Development to also account for reductions in assistance for a small
number of people as a result of the main benefit increase [CAB-20-MIN-0108 refers]

agree that the Transitional Assistance funding required for phase one of the Recovery
package will be met from the existing Transitional Assistance appropriation as there is
sufficient funding available in the existing Transitional Assistance appropriation

note that further legislative changes are needed to ensure the increase to the Winter Energy
Payment is temporary only, and these changes will be made through a bill which is planned to
be passed under urgency in early April

agree to a waiver of the 28-day rule on the grounds that the changes being made by the
Amendment Order will only confer benefits to the public

authorise the submission to the Executive Council of the Social Security (Rates of Benefits
and Allowances) (COVID-19 Recovery Package) Amendment Orderf2020.

Authorised for lodgement

Hon Carmel Sepuloni
Minister for Social Development






IN CONFIDENCE

Cabinet

CAB-20-MIN-0127

Minute of Decision

This document contains information for the New Zealand Cabinet. It must be treated in confidence and
handled in accordance with any security classification, or other endorsement. The information can only be
released, including under the Official Information Act 1982, by persons with the appropriate authority.

COVID-19 Recovery Package: Increases to Main Benefits and the/Winter
Energy Payment

Portfolio Social Development

On 23 March 2020, Cabinet:

1

noted that on 16 March 2020, Cabinet agreed to the following¢hanges as part of the
government response to the economic impacts of COV1D;19;

1.1 increase main benefit rates by $25 per week;
1.2 double the rate of the Winter Energy Payunent for 2020 only;
[CAB-20-MIN-0108]

noted that legislative changes are ageded to enact both the $25 increase to main benefits and
the doubling of the rate of the Wintet EncrgyPayment;

noted that consequenti@l amendments will be made to a number of payments which have
existing links to maimbenefits;

noted that in Decémber 2019, Cabinet approved funding for the Income Support Package
(Transitional Assistance) Programme to provide transitional assistance for people affected
by the Budgét 2019, Income Support Package [SWC-19-MIN-0201];

noted that dug to complex interactions in the income support system, the already established
Inceme Support Package (Transitional Assistance) Programme will be amended by the
Minister for Social Development to also account for reductions in assistance for a small
nymber of people as a result of the main benefit increase;

agreed that the Transitional Assistance funding required for phase one of the Recovery
package will be met from the existing Transitional Assistance appropriation as there is
sufficient funding available in the existing Transitional Assistance appropriation;

noted that further legislative changes are needed to ensure the increase to the Winter Energy
Payment is temporary only, and these changes will be made through a bill which is planned
to be passed under urgency in early April 2020;

authorised the submission to the Executive Council of the Social Security (Rates of
Benefits and Allowances) (COVID-19 Recovery Package) Amendment Order 2020
[PCO 22812/2.0];
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IN CONFIDENCE
CAB-20-MIN-0127

9 noted that a waiver of the 28-day rule is sought:
9.1 so that the Amendment Order can come into force on 27 March 2020;

9.2 on the grounds that the changes being made by the Amendment Order will only
confer benefits to the public;

10 agreed to a waiver of the 28-day rule.

Michael Webster
Secretary of the Cabinet :.

Hard-copy distribution:

Prime Minister

Deputy Prime Minister

Minister for Social Development \Q
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2l 4 MINISTRY OF BUSINESS,
Ho4f | INNOVATION & EMPLOYMENT
4 HIKINA WHAKATUTUKI

BRIEFING

R&D Tax Incentive — Reducing the impact of Covid-19
on business R&D

Date: 19 March 2020 Priority: Urgent
Security In Confidence Tracking 2778 19-20
classification: number:

Purpose

The purpose of this briefing is to seek your agreement to an urgent amendment to the R&D Tax
Incentive rules, aimed at encouraging businesses to continue their R&D despite Cowid=19.

Recommended action

The Ministry of Business, Innovation and Employment recommeénds(that you:

a Agree to bring the application date of broader refundability OFIR&D tax credits forward to the
2019-20 income year (year 1 of the R&D Tax Incentive, schéme).

Agreed/Not agreed

b Agree that businesses should be able to choose whether to apply the year 1 or year 2
refundability rules to their year 1 R&D Tax Ineentive claims.

Agreed/Not agreed

¢ Agree that the amendment should,be introduced via the Urgent Covid-19 Tax Matters Bill.

Agreed/Not agreed

d Note the proposal is'tevenue neutral, and has no effect on our estimate of the fiscal costs of
the R&D TaxJncentive. (The fiscal cost model treats tax credits and cash refunds of tax credits
as equivalent.)

Noted

e Note that Inland Revenue has confirmed it will be capable of implementing and administering
this amendment if it goes ahead.

Noted

f  Agree to lodge the attached Cabinet paper on Friday 20 March 2020 and seek Cabinet
approval for the amendment on Monday 23 March 2020.

Agreed/Not agreed

IN CONFIDENCE



g Agree to proactively release this briefing when the Cabinet paper is proactively released.

Agreed/Not agreed

h Agree to refer this briefing to the Minister of Revenue.

Agreed/Not agreed

Hon Dr Megan Woods
Minister of Research, Science and Innovation

S9(2)(a)

19/03/2020

Kirsty Hutchison
Manager, Innovation Policy
Labour, Science and Enterprise, MBIE

MBIE 2778 19-20 In Confidence 3



Problem definition and proposed amendment

1.

There is a significant risk that businesses will cut their R&D spending in response to Covid-19.

We are particularly concerned about loss-making businesses (and businesses who do not pay

enough income tax to fully utilise their R&D tax credits)! who cannot benefit from theigR&D tax
credits this tax year because they do not qualify for refundability under the R&D Tax Ipcentive’s
2019-20 (year 1) income year refundability rules.

The year 1 refundability rules restrict refundability to a small subset of eligible efitities - New
Zealand tax resident R&D-intensive unlisted companies who do not receive jax exempt income
(other than from intercompany dividends). In addition, a $255,000 cap appliesstoyrefundability in
year 1. Loss-making businesses who do not qualify for refundability in year 1 have no choice
but to carry their credits forward to year 2 of the regime (the 2020-21 incomeyyear), and cash
these out in year 2 if they qualify under the proposed new broadessrefundability rules.

It is these loss-making businesses who will need additional stuppofrt tosretain their R&D staff
and continue their R&D investments despite Covid-19. Onesway‘ef providing these businesses
with that additional support is by applying the broader refundability rules from the 2019-20
income year.

The new refundability rules will replace the existingyrtiles from year 2 of the scheme. The new
rules allow businesses to be eligible for refundability provided they are eligible for the R&D Tax
Incentive. In addition, the new rules replace the existing $255,000 refundability cap with a
labour-related tax cap, which allows firms refunds up to the total amount of labour-related
taxes? paid in the relevant income year.

Benefits as part of a Covid-19-response package

5.

If the application date of the year 2*¥efundability rules is brought forward as proposed more
businesses will be able 10 aecess more refundable tax credits sooner.

This amendment provides targeted support to innovative businesses, to enable them to retain
their R&D programmes and the high-skilled jobs that will be necessary to our future economic
recovery. The amendment will provide more support for businesses already intending to claim
the R&D Tax Ineentive in year 1, and could encourage them to enrol and file their year 1 claims
with Inland ‘Revenue sooner (rather than waiting to file closer to their claim due date). If this
amendment IS0t made, businesses are more likely to reduce or stop their R&D, resulting in a
deeper andymore protracted decline in economic activity. It would also weaken the economy’s
ability'to recover once the global economy has stabilised.

A small minority of businesses may be able to access more refunds under the year 1
refundability rules than the proposed year 2 refundability rules. To ensure business certainty in
the regime is maintained, and that no business is disadvantaged by the urgent amendment,

' In this paper, references to “loss-making businesses” are intended to also include businesses who aren'’t in
a tax loss position in year 1 but don’t have enough income tax payable that year to fully utilise their R&D tax
credits. This could include, for example, a business who has brought losses forward from a previous year
and has used these to reduce its income tax liability in year 1, and as a result has excess R&D tax credits.

2 The labour-related taxes included in the cap are PAYE (which includes amounts withheld from payments to
contractors), fringe benefit tax (FBT), and employer superannuation contribution tax (ESCT).
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officials recommend that businesses be allowed to choose which refundability rules they would
like to apply to their year 1 R&D Tax Incentive claim. From year 2, all businesses would have to
apply the year 2 refundability rules (they would not be able to choose to apply the year 1 rules).

Consultation with selected stakeholders on benefits

8. This proposal was initially suggested by a member of the R&D Advisory Group, who represents
a Big 4 accounting firm. This stakeholder suggested the amendment because of their
experiences with R&D performing businesses during the 2008/09 Global Financial Crisis
(GFC). They saw a significant increase in interest from businesses in the Australian R&D Tax
Incentive as the GFC took hold, because businesses needed support to retain their R&D staff
during the crisis.

9. Economically, it was key for businesses to retain these staff, because the R&D undertaken
during those years would flow through to new products and services in the nextiiwo taifive
years. Without Government support, a lot of R&D labour spend would havefbeen eut! For loss-
making businesses, non-refundable credits that can only be carried forwarasare of little benefit.
Refundable credits, on the other hand, can provide these businesses withhmueh needed cash
to help support their R&D now, when that support is needed the most:

10. This stakeholder said that providing this support through thedR&D. JFax gncentive is particularly
beneficial because:

e |t targets businesses who are investing in new.productsy services or processes. This
means the support will deliver a longer teum benefittesthe economy.

e The greatest R&D expense for most businesses are wages and payments for R&D
labour. In addition, R&D expenditure ig, reasonably discretionary, so is easy to scale
back. Providing this additional support through the R&D Tax Incentive will help more
New Zealanders keep their jobs:

11. The proposed amendment has been tested with‘each of the Big 4 accounting firms, which are
all members of the R&D Advisory(Group.MWe have also tested the proposal with a
representative of the Corperate, Taxpayers Group.® All stakeholders consulted support this
proposal, because it will provide mueh needed cashflow/timing benefits to businesses.

12. Officials asked all stakeholders,consulted to provide an estimate of the amount of cash support
this proposal would providegto businesses they are connected with in New Zealand. This
sample provides @mindieation of the likely amount and timing of the cash benefit to firms.
Based on the information received we estimate this proposal will provide approximately $50-70
million of cash"support to the surveyed businesses. Cash sensitive businesses will be
incentivisedito filé as soon as possible. Businesses that file close to the end of the tax year
could expecttasreceive these refunds within the next few months.

3 The Corporate Taxpayers Group is an organisation of major New Zealand companies that works with
officials to achieve positive changes to tax policy in New Zealand. The Group’s members include Air New
Zealand Limited, Airways Corporation of New Zealand, AMP Life Limited, ANZ Bank New Zealand, ASB
Bank Limited, Bank of New Zealand, Chorus Limited, Contact Energy Limited, Downer New Zealand Limited,
Fisher & Paykel Healthcare Limited, Fletcher Building Limited, Fonterra Cooperative Group Limited, General
Electric, Genesis Energy Limited, IAG New Zealand Limited, Infratil Limited, Lion Pty Limited, Meridian
Energy, Methanex New Zealand Limited, New Zealand Post Limited, New Zealand Racing Board, New
Zealand Steel Limited, New Zealand Superannuation Fund, Opus International Consultants Limited, Origin
Energy New Zealand Limited, Pacific Aluminium (New Zealand) Limited, Powerco Limited, Shell New
Zealand (2011) Limited, SKYCITY Entertainment Group Limited, Spark New Zealand Limited, T&G Global
Limited, The Todd Corporation Limited, TOWER Limited, Vodafone New Zealand Limited, Westpac New
Zealand Limited, Z Energy Limited, and ZESPRI International Limited.
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Risks

13.

14.

15.

There is a risk that bringing forward the application of broader refundability rules could increase
the risk of fraudulent claims in year 1 of the scheme. We consider this risk to be small.

Year 1 of the scheme ends in less than two weeks, which will provide little opportunity for
fraudulent claims to be developed during year 1 in response to the amendment. There are also
safeguards built-in to the new broader refundability rules, in the form of a labour-related tax cap,
which ensures businesses have a tangible economic presence in New Zealand before refunds
will be allowed. The combination of these two factors mean the risk of successful fraudulent
claims is very small.

Inland Revenue systems are currently set up to apply the year 1 rules to R&D Tax Incentive
claims. | have consulted with Inland Revenue, which has confirmed that they willbe,able o
implement and administer the proposal.

Fiscal implications

16.

17.

The proposal is revenue neutral, and has no effect on our estimate of the fiscal costs of the R&D
Tax Incentive. The model of fiscal costs used treats tax credits and cashspayments (in the form
of refunds) as equivalent.

There will be a one off net debt cash impact. This meansghaithe‘amount that businesses will
benefit from this will be reflected as a net debt impactin the 2049/20 fiscal year. There is no
impact on the appropriation or operating balance

Next steps

18.

19.

If you agree to this amendment, it couldibe heluded in the Urgent Covid-19 Tax Matters Bill. To
enable the legislation to be included iastheBill, you will need to obtain Cabinet approval for the
amendment on Monday 23 March 2020¢ Qfficials have drafted a Cabinet paper for you (which
is included in the Annex), which weuld,.need to be lodged by Friday 20 March 2020. The Bill is
expected to become law invearly. April.

Inland Revenue has confirmedthat it will be capable of implementing and administering this
amendment. We will cofitinueyte work closely with Inland Revenue and Callaghan Innovation to
ensure appropriate commufiications and guidance is provided to taxpayers if the amendment
goes ahead.
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Annex: Draft Cabinet paper

In Confidence

Office of the Minister for Research, Science and Innovation
Chair, Cabinet

Reducing the impact of Covid-19 on business R&D

Proposal

1.

This paper seeks Cabinet's agreement to changing the application daté of) the R&D Tax
Incentive’s broader refundability rules, so that these rules applyfoneyyear early (from the
2019-20 income year, rather than the 2020-21 income year).

Relation to Government Priorities

2.

This proposal supports the Government’s response.te” Covid-19, by providing additional
support to R&D performing businesses.

Background

3.

The R&D Tax Incentive was introducéthin the 2019/20 income year to replace the existing
Callaghan Innovation Growth Grantyegime. The aim of the Incentive is to help the
Government achieve its goal of jficreasing R&D spending to 2% of GDP by 2027.

Policy development onthe R&D\Tax Incentive was undertaken in two phases. The first phase
came into force on 1 _March 2019 for most businesses (the 2019/20 income year, which is
referred to as “year 17%in this,paper).

Phase 1 included a limited form of R&D tax credit refunds for loss-making businesses.* The
year 1 refundability rules are based on rules used in the R&D Tax Loss Credit,® and are fairly
restrictive. Thisfmeans that only a small proportion of R&D Tax Incentive claimants will be
able to a€cesstefundable credits in year 1 of the scheme. Loss-making businesses who do
not qualify foriyear 1 refundability cannot benefit from their credits in year 1, but can carry
theifycreditssforward and potentially get them refunded in a future year if they satisfy certain
criteriagThese limited refundability rules were used because there was not enough time to
develop more comprehensive refundability policy rules as part of the first phase of work.

The R&D Tax Incentive provides tangible benefits to profitable businesses, and for those
businesses who are eligible for refundability in year 1. It provides no tangible benefit in year
1, however, for loss-making businesses who do are not eligible for refundability under the

4 In this paper, references to loss-making businesses also includes businesses who are not in a tax loss
position but have insufficient income tax liability to offset their R&D tax credits against. This would include,
for example, a business who has brought losses forward from a previous year and has used these to reduce
its income tax liability in year 1, and as a result has excess R&D tax credits.

5 An existing tax measure that supports R&D Intensive loss-making businesses.
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year 1 rules. There is a risk that these businesses, in particular, will cut their R&D spending
in response to Covid-19, unless we make year 1 refundability accessible to more businesses.

Phase 2 policy development developed broader refundability rules, which were intended to
apply from the 2020-21 income year for most businesses (referred to as “year 2” in this
paper). These proposed new refundability rules are contained in the Taxation (KiwiSaver,
Student Loans, and Remedial Matters) Bill, which recently completed its Third Reading.

| am proposing that the application date of these new broader refundability rules apply
retrospectively from year 1 (rather than year 2), so that more businesses are able to access
more R&D tax credit refunds. This will help provide additional cashflow to loss-making R&D
performers who might otherwise have to cut their R&D labour and spending in respense to
disruptions caused by Covid-19.

Problem definition and proposal

9.

There is a significant risk that businesses will cut their R&D spending, in response to Covid-
19, particularly loss-making businesses who cannot benefit from(theiffR&D tax credits this
tax year because they do not qualify for refundability under thesexisting year 1 refundability
rules.

The year 1 refundability rules

10.

11.

The year 1 refundability rules restrict refundabilityste a'small’subset of eligible entities. These
rules only allow refunds for New Zealand tax rgsident R&D-intensive unlisted companies who
do not receive tax exempt income (other thamyfrem intercompany dividends). In addition, a
$255,000 cap applies to limit refundability in year 1. Loss-making businesses who do not
qualify for refundability in year 1 currently have no choice but to carry their credits forward to
year 2 of the regime (the 2020-21 iacome year), and cash these credits out in year 2 if they
qualify for refundability under the propesedhew broader refundability rules.

It is these loss-making businessés who need additional support for their R&D now, to
encourage them to retain their R&Dvstaff and continue their R&D investments despite Covid-
19. One way of providing, these businesses with that additional support is by changing the
application date of theypropesed new broader refundability rules.

The year 2 broader refundability rules

12.

The proposed pewybroader refundability rules will replace the year 1 rules and apply from
year 2 ofthe,scheme. The new rules remove the restrictive eligibility criteria referred to above
and allow businesses to be eligible for refundability provided they are eligible for the R&D
Taxelncentive more generally. In addition, the new rules replace the existing $255,000
refundability cap with a labour-related tax cap, which allows firms refunds up to the total
amount of labour-related taxes paid in the relevant income year.

The propesal: bringing the application date forward to year 1

13.

If the application date of the year 2 refundability rules is brought forward by a year, so that
they apply from year 1 of the scheme, this will provide more businesses with access to R&D
tax credit refunds sooner. It will also provide some businesses with larger refunds than they
would have obtained under the year 1 refundability rules. By providing more businesses with
more cash sooner, this amendment provides important support to businesses, and
encourages them to continue doing R&D so that they can continue to receive this support in
future.
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Giving businesses a choice between year 1 and year 2 rules

14. A small minority of businesses may be able to access more refunds under the year 1
refundability rules than the proposed year 2 refundability rules. To ensure business certainty
in the regime is maintained, and that no business is disadvantaged by the urgent amendment,
officials recommend that businesses be allowed to choose which refundability rules they
would like to apply to their year 1 R&D Tax Incentive claim. From year 2, all businesses would
have to apply the year 2 refundability rules (they would not be able to choose to apply the
year 1 rules).

New Zealand’s future economic recovery

15.  This amendment provides targeted support to innovative businesses, to enable thém to'tetain
their R&D programmes and the high-skilled jobs that will be necessary to our future @conomic
recovery. The amendment will provide more support for businesses already intemding to claim
the R&D Tax Incentive in year 1, and could encourage them to enrol a@fd file their year 1
claims with Inland Revenue sooner (rather than waiting to file closer to their claim due date).
If this amendment is not made, businesses are more likely to redtiee orsStop their R&D,
resulting in a deeper and more protracted decline in economic actwvity. ltwould also weaken
the economy’s ability to recover once the global economy hag'stabilised.

Risks
Fraud risks

16.  There is a risk that bringing forward the appli€ation of broader refundability rules could
increase the risk of fraudulent claims in year 1 of the scheme. Year 1 of the scheme ends in
less than two weeks, which will provide littleiopportunity for fraudulent claims to be developed
during year 1 in response to the ‘amendment. There are also safeguards built-in to the
proposed new broader refundability rules, in the form of a labour-related tax cap, which
ensures businesses have a tangibleeconomic presence in New Zealand before refunds will
be allowed. The combination{of‘these two factors mean the risk of successful fraudulent
claims is very small.

Implementation risks
17.  Inland Revenue system§ are currently set up to apply the year 1 rules to R&D Tax Incentive

claims. | havg’cansulted with Inland Revenue, which has confirmed that they will be able to
implement anddadminister the proposal.

Financial Implications

Fiseal cost

18.  The proposal is revenue neutral, and has no effect on our estimate of the fiscal costs of the
R&D Tax Incentive. The model of fiscal costs used treats tax credits and cash payments (in
the form of refunds) as equivalent.

Cash support for businesses

19.  Officials asked all stakeholders consulted to provide an estimate of the amount of cash
support this proposal would provide to businesses they are connected with in New Zealand.
Based on the sample of businesses who responded to this request we estimate this
proposal will provide approximately $50-70 million of cash support to the surveyed
businesses. Cash sensitive businesses will be incentivised to file as soon as possible.
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Businesses that file close to the end of the tax year could expect to receive these refunds
within the next few months.

Legislative Implications

20. Implementing these proposals requires changes to tax legislation (including the Income Tax
Act 2007 and potentially also the Tax Administration Act 1994).

21. If approved, | propose including the legislative changes resulting from these
recommendations in the Urgent Covid-19 Tax Matters Bill, scheduled for introduction and
passage through all stages under urgency on 7 April.

Impact Analysis

Regulatory Impact Assessment

22. A regulatory impact assessment is not required as the broader refundability proposals have
already been discussed in the regulatory impact assessment for the faxation (KiwiSaver,
Student Loans, and Remedial Matters) Bill. Producing a new regulatory impact assessment
would substantively duplicate this analysis.

23.  While this policy proposal moves the start date forsthe Broader refundability proposals
forward, the appropriation for the Tax Incentive in Budget 2018 already allows for the fiscal
cost of full refundability, as the existing fis€al ‘€ostaumodel assumed no constraint on
refundability. There is therefore no change tothe apalysis already developed in the regulatory
impact assessment for the Taxation (KiwiSaveryStudent Loans, and Remedial Matters) Bill
as a result of this proposal.

Climate Implications of Policy Assessment

24.  Officials do not consider that thg”palicy'would have significant implications for the climate.
The policy does not aim to reducefgreeénhouse gas emissions and will not have any notable
impact on emissions, waste, ofiothéFenvironmental factors.

Population Implications
25.  The proposal will have @a positive impact on the population on New Zealand, as it will help

encourage businesses to retain their R&D labour and continue purchasing the goods and
services necessary to continue performing R&D.

Human Rights

26.9,, There are no human rights implications arising from the proposals in this paper.

Consultation

27.  Each of the Big 4 accounting firms (EY, Deloitte, PwC and KPMG), some businesses, and a
representative of the Corporate Taxpayers Group® have been consulted on the proposal. All
stakeholders consulted strongly support the proposal.

6 The Corporate Taxpayers Group is an organisation of major New Zealand companies that works with
officials to achieve positive changes to tax policy in New Zealand. The Group’s members include Air New
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Communications

28. 1 will make an announcement on the contents of the Bill, including this proposal, following
enactment of the Legislation. A commentary on the Bill will also be released, and Inland
Revenue will update its guidance material. Inland Revenue will include details of the new
legislation in a Tax Information Bulletin after the Bill is enacted. There will also be targeted
communication to businesses likely to be affected by the amendment.

Proactive Release

29. | propose to proactively release this Cabinet paper, associated minutes, and key, advice
papers with any appropriate redactions within 30 working days of Cabinet miaking, final
decisions.

Recommendations

The Minister of Revenue recommends that the Committee:

1. Note that the new refundability rules that are contained in thegskaxation’ (KiwiSaver, Student
Loans, and Remedial Matters) Bill, which recently completed(itshird Reading, are intended
to apply from the 2020-21 income year for most businesses (tefefred to as “year 2” in this

paper).

2. Agree that the application date of these new broader refundability rules apply retrospectively
from year 1 (rather than year 2), so that moreybusinesses are able to access more R&D tax
credit refunds.

3. Note that this will help provide additional cashflow to loss-making R&D performers who might
otherwise have to cut their R&D labeur and spending in response to disruptions caused by
Covid-19.

4. Agree that in year 1 of the scheme,businesses should be able to choose whether to apply

the year 1 refundability*rulés,or'the year 2 refundability rules.

5. Invite the Ministers_Of"Research, Science and Innovation and Revenue to instruct Inland
Revenue to draft legislation to give effect to the policy proposal and its intent contained in
this paper.

6. Agree to introduce legislative provisions to give effect to the proposal in the Urgent Covid-19

Tax Matters Bill:

7. Agree,to include any consequential legislative amendments necessary to give effect to the
praposabin the Urgent Covid-19 Tax Matters Bill.

Zealand Limited, Airways Corporation of New Zealand, AMP Life Limited, ANZ Bank New Zealand, ASB
Bank Limited, Bank of New Zealand, Chorus Limited, Contact Energy Limited, Downer New Zealand Limited,
Fisher & Paykel Healthcare Limited, Fletcher Building Limited, Fonterra Cooperative Group Limited, General
Electric, Genesis Energy Limited, IAG New Zealand Limited, Infratil Limited, Lion Pty Limited, Meridian
Energy, Methanex New Zealand Limited, New Zealand Post Limited, New Zealand Racing Board, New
Zealand Steel Limited, New Zealand Superannuation Fund, Opus International Consultants Limited, Origin
Energy New Zealand Limited, Pacific Aluminium (New Zealand) Limited, Powerco Limited, Shell New
Zealand (2011) Limited, SKYCITY Entertainment Group Limited, Spark New Zealand Limited, T&G Global
Limited, The Todd Corporation Limited, TOWER Limited, Vodafone New Zealand Limited, Westpac New
Zealand Limited, Z Energy Limited, and ZESPRI International Limited.
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8. Note that the Urgent Covid-19 Tax Matters Bill is scheduled for introduction and passage
through all stages under urgency on 7 April, and includes amendments to the Income Tax
Act 2007 and the Tax Administration Act 1994.

9. Note that this proposal is revenue neutral and has no effect on our estimate of the fiscal costs

of the R&D Tax Incentive. The model of fiscal costs used treats tax credits and cash payments
(in the form of refunds) as equivalent.

Authorised for lodgement

Hon Dr Megan Woods
Minister of Research, Science and Innovation

g
>

2
>

N
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16.

In Confidence

Office of the Minister for Research, Science and Innovation
Chair, Cabinet

Reducing the impact of Covid-19 on business R&D

Proposal

1. This paper seeks Cabinet’'s agreement to changing the application date of thegR&D Tax
Incentive’s broader refundability rules, so that these rules apply one yearfearly (from the
2019-20 income year, rather than the 2020-21 income year).

Relation to Government Priorities

2. This proposal supports the Government’s response to Coyid-19, “by’ providing additional
support to R&D performing businesses.

Background

3. The R&D Tax Incentive was introduced in the, 204920, income year to replace the existing
Callaghan Innovation Growth Grant regime.“The aim of the Incentive is to help the
Government achieve its goal of increasing\R&D spending to 2% of GDP by 2027.

4. Policy development on the R&D Tax Ineentive was undertaken in two phases. The first
phase came into force on 1 Marehy,2049 for most businesses (the 2019/20 income year,
which is referred to as “year 1” in this paper).

5. Phase 1 included a limiteddermiof R&D tax credit refunds for loss-making businesses.’ The
year 1 refundability nules%are based on rules used in the R&D Tax Loss Credit,? and are
fairly restrictive. This means‘that only a small proportion of R&D Tax Incentive claimants will
be able to accessfefundable credits in year 1 of the scheme. Loss-making businesses who
do not qualify for 'year 1 refundability cannot benefit from their credits in year 1, but can
carry their créditsyforward and potentially get them refunded in a future year if they satisfy
certain criteriaf These limited refundability rules were used because there was not enough
time to develep“more comprehensive refundability policy rules as part of the first phase of
work(

6. The R&D Tax Incentive provides tangible benefits to profitable businesses, and for those
businesses who are eligible for refundability in year 1. It provides no tangible benefit in year
1yhowever, for loss-making businesses who do are not eligible for refundability under the
year 1 rules. There is a risk that these businesses, in particular, will cut their R&D spending
in response to Covid-19, unless we make year 1 refundability accessible to more
businesses.

" In this paper, references to loss-making businesses also includes businesses who are not in a tax loss
position but have insufficient income tax liability to offset their R&D tax credits against. This would include,
for example, a business who has brought losses forward from a previous year and has used these to reduce
its income tax liability in year 1, and as a result has excess R&D tax credits.

2 An existing tax measure that supports R&D Intensive loss-making businesses.
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7. Phase 2 policy development developed broader refundability rules, which were intended to
apply from the 2020-21 income year for most businesses (referred to as “year 2” in this
paper). These proposed new refundability rules are contained in the Taxation (KiwiSaver,
Student Loans, and Remedial Matters) Bill, which recently completed its Third Reading.

8. | am proposing that the application date of these new broader refundability rules apply
retrospectively from year 1 (rather than year 2), so that more businesses are able to access
more R&D tax credit refunds. This will help provide additional cashflow to loss-making R&D
performers who might otherwise have to cut their R&D labour and spending in response to
disruptions caused by Covid-19.

Problem definition and proposal

9. There is a significant risk that businesses will cut their R&D spending in response_to Covid-
19, particularly loss-making businesses who cannot benefit from their R&Dtax gredits this
tax year because they do not qualify for refundability under the existing yean 1 refundability
rules.

The year 1 refundability rules

10.  The year 1 refundability rules restrict refundability to ‘aysmall siibset of eligible entities.
These rules only allow refunds for New Zealand tax residént R&D-intensive unlisted
companies who do not receive tax exempt incames (other than from intercompany
dividends). In addition, a $255,000 cap appliesgtéulimitérefundability in year 1. Loss-making
businesses who do not qualify for refundahility in"year 1 currently have no choice but to
carry their credits forward to year 2 of the regifme (the 2020-21 income year), and cash
these credits out in year 2 if they qualify for refundability under the proposed new broader
refundability rules.

11. It is these loss-making businesses Wwho need additional support for their R&D now, to
encourage them to retain theinfR&D staff@nd continue their R&D investments despite
Covid-19. One way of providing these businesses with that additional support is by
changing the application date of the"proposed new broader refundability rules.

The year 2 broader refundability rules

12.  The proposed new, broader refundability rules will replace the year 1 rules and apply from
year 2 of thegSehemes The new rules remove the restrictive eligibility criteria referred to
above and allow businesses to be eligible for refundability provided they are eligible for the
R&D Taxhgentive more generally. In addition, the new rules replace the existing $255,000
refundability cap with a labour-related tax cap, which allows firms refunds up to the total
amaunt ofiabour-related taxes paid in the relevant income year.

The'proposal: bringing the application date forward to year 1

13. Ifthe application date of the year 2 refundability rules is brought forward by a year, so that
they apply from year 1 of the scheme, this will provide more businesses with access to R&D
tax credit refunds sooner. It will also provide some businesses with larger refunds than they
would have obtained under the year 1 refundability rules. By providing more businesses
with more cash sooner, this amendment provides important support to businesses, and
encourages them to continue doing R&D so that they can continue to receive this support in
future.
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Giving businesses a choice between year 1 and year 2 rules

14. A small minority of businesses may be able to access more refunds under the year 1
refundability rules than the proposed year 2 refundability rules. To ensure business
certainty in the regime is maintained, and that no business is disadvantaged by the urgent
amendment, officials recommend that businesses be allowed to choose which refundability
rules they would like to apply to their year 1 R&D Tax Incentive claim. From year 2, all
businesses would have to apply the year 2 refundability rules (they would not be able to
choose to apply the year 1 rules).

New Zealand’s future economic recovery

15.  This amendment provides targeted support to innovative businesses, to enable them to
retain their R&D programmes and the high-skilled jobs that will be necessany*te ourdfuture
economic recovery. The amendment will provide more support for businesses already
intending to claim the R&D Tax Incentive in year 1, and could encouragéthem,io enrol and
file their year 1 claims with Inland Revenue sooner (rather than waitingiterfile closer to their
claim due date). If this amendment is not made, businesses aregmore likély to reduce or
stop their R&D, resulting in a deeper and more protracted declifefin \economic activity. It
would also weaken the economy’s ability to recover on€edthenglobal economy has
stabilised.

Risks
Fraud risks

16. There is a risk that bringing forward the, application of broader refundability rules could
increase the risk of fraudulent claims in year 1 of the scheme. Year 1 of the scheme ends in
less than two weeks, which will "providellittle opportunity for fraudulent claims to be
developed during year 1 in response to,the amendment. There are also safeguards built-in
to the proposed new broader refundability tules, in the form of a labour-related tax cap,
which ensures businesses haveia tangible economic presence in New Zealand before
refunds will be allowea: The coambination of these two factors mean the risk of successful
fraudulent claims is very‘'small:

Implementation risks

17. A dedicated £ore,team has been established to administer the R&D Tax Incentive. This
core team comprises staff from Inland Revenue and Callaghan Innovation and is funded
throughza tramsfef from Vote Business, Science and Innovation to Vote Revenue of up to $6
million ayyear!

18. ¢4 Inland "Revenue systems are set up to administer R&D Tax Incentive claims and Inland
Revenue has confirmed that they will be able to implement and administer the proposal.

19.  Callaghan Innovation has offered use of its resources to manage any extra communications
that may come in because of this proposal. Callaghan Innovation have also agreed to assist
with any other work associated with this proposal, if Inland Revenue does not have
sufficient capacity.
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Financial Implications
Fiscal cost

20.  The proposal is revenue neutral, and has no effect on our estimate of the fiscal costs of the
R&D Tax Incentive. The model of fiscal costs used treats tax credits and cash payments (in
the form of refunds) as equivalent.

Cash support for businesses

21.  Officials asked all stakeholders consulted to provide an estimate of the amount ofégash
support this proposal would provide to businesses they are connected with in NewsZealand.
Based on the sample of businesses who responded to this request we estimate this
proposal will provide approximately $50-70 million of cash support to the suryeyed
businesses. Cash sensitive businesses will be incentivised to file as soon as\pessible.
Businesses that file close to the end of the tax year could expect to recgive these'refunds
within the next few months.

Legislative Implications

22. Implementing these proposals requires changes to tax legislatien (including the Income Tax
Act 2007 and potentially also the Tax Administration Act®,994).

23. If approved, | propose including the legislativeanschanges resulting from these
recommendations in the Urgent Covid-19 Tax Mattess, Bill, scheduled for introduction and
passage through all stages under urgency on 7“April.

Impact Analysis

Regulatory Impact Assessment

24. A regulatory impact assessment isynet required as the broader refundability proposals have
already been discussed imnthekegulatory impact assessment for the Taxation (KiwiSaver,
Student Loans, and Remedial Matters) Bill. Producing a new regulatory impact assessment
would substantively duplicateythis analysis.

25.  While this policy propasal moves the start date for the broader refundability proposals
forward, the @ppropriation for the Tax Incentive in Budget 2018 already allows for the fiscal
cost of full refundability, as the existing fiscal cost model assumed no constraint on
refundapility:jThere is therefore no change to the analysis already developed in the
regulatory, impact assessment for the Taxation (KiwiSaver, Student Loans, and Remedial
Matters) Bill'as a result of this proposal.

Climatedmplications of Policy Assessment

26. Officials do not consider that the policy would have significant implications for the climate.
The policy does not aim to reduce greenhouse gas emissions and will not have any notable
impact on emissions, waste, or other environmental factors.

Population Implications
27.  The proposal will have a positive impact on the population on New Zealand, as it will help

encourage businesses to retain their R&D labour and continue purchasing the goods and
services necessary to continue performing R&D.
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Human Rights

28. There are no human rights implications arising from the proposals in this paper.

Consultation

29. Each of the Big 4 accounting firms (EY, Deloitte, PwC and KPMG), some businesses, and a
representative of the Corporate Taxpayers Group® have been consulted on the proposal. All
stakeholders consulted strongly support the proposal.

Communications

30. | will make an announcement on the contents of the Bill, including this proposal, fallowing
enactment of the Legislation. A commentary on the Bill will also be released, and Inland
Revenue will update its guidance material. Inland Revenue will includé details®of the new
legislation in a Tax Information Bulletin after the Bill is enacted. There'will also be targeted
communication to businesses likely to be affected by the amendmeént.

Proactive Release

31. | propose to proactively release this Cabinet paper,ga8sSeciated minutes, and key advice
papers with any appropriate redactions within_30 working days of Cabinet making final
decisions.

Recommendations

The Minister of Research, Science and Innevatien recommends that Cabinet:

1. Note that the new refundability rules,that arecontained in the Taxation (KiwiSaver, Student
Loans, and Remedial Matters), Bill, gwhich recently completed its Third Reading, are
intended to apply from the 2020-2dwificome year for most businesses (referred to as “year
2” in this paper).

2. Agree that the application date of these new broader refundability rules apply
retrospectively from year 1(rather than year 2), so that more businesses are able to access
more R&D taxeredit,refunds.

3. Note thatsthis(will help provide additional cashflow to loss-making R&D performers who
might otherwise have to cut their R&D labour and spending in response to disruptions
causéd by, Covid-19.

% The Corporate Taxpayers Group is an organisation of major New Zealand companies that works with
officials to achieve positive changes to tax policy in New Zealand. The Group’s members include Air New
Zealand Limited, Airways Corporation of New Zealand, AMP Life Limited, ANZ Bank New Zealand, ASB
Bank Limited, Bank of New Zealand, Chorus Limited, Contact Energy Limited, Downer New Zealand Limited,
Fisher & Paykel Healthcare Limited, Fletcher Building Limited, Fonterra Cooperative Group Limited, General
Electric, Genesis Energy Limited, IAG New Zealand Limited, Infratil Limited, Lion Pty Limited, Meridian
Energy, Methanex New Zealand Limited, New Zealand Post Limited, New Zealand Racing Board, New
Zealand Steel Limited, New Zealand Superannuation Fund, Opus International Consultants Limited, Origin
Energy New Zealand Limited, Pacific Aluminium (New Zealand) Limited, Powerco Limited, Shell New
Zealand (2011) Limited, SKYCITY Entertainment Group Limited, Spark New Zealand Limited, T&G Global
Limited, The Todd Corporation Limited, TOWER Limited, Vodafone New Zealand Limited, Westpac New
Zealand Limited, Z Energy Limited, and ZESPRI International Limited.
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4. Agree that in year 1 of the scheme, businesses should be able to choose whether to apply
the year 1 refundability rules or the year 2 refundability rules.

5. Invite the Ministers of Research, Science and Innovation and Revenue to instruct Inland
Revenue to draft legislation to give effect to the policy proposal and its intent contained in
this paper.

6. Agree to introduce legislative provisions to give effect to the proposal in the Urgent Covid-

19 Tax Matters Bill.

7. Agree to include any consequential legislative amendments necessary to give effect to the
proposal in the Urgent Covid-19 Tax Matters Bill.

8. Note that the Urgent Covid-19 Tax Matters Bill is scheduled for introduction and ‘passage
through all stages under urgency on 7 April, and includes amendments to the Ineome Tax
Act 2007 and the Tax Administration Act 1994.

9. Note that this proposal is revenue neutral and has no effect on©ur estimate of the fiscal
costs of the R&D Tax Incentive. The model of fiscal costs used treats tax credits and cash
payments (in the form of refunds) as equivalent.

10. Note that agreeing to recommendation 2 above, will have a‘%ene-off cash impact, increasing
net core Crown debt by up to $70 million in 2019/20.

Authorised for lodgement

Hon Dr Megan Woods
Minister of Research, Science and Innovation
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IN CONFIDENCE

Cabinet

CAB-20-MIN-0128

Minute of Decision

This document contains information for the New Zealand Cabinet. It must be treated in confidence and
handled in accordance with any security classification, or other endorsement. The information can only be
released, including under the Official Information Act 1982, by persons with the appropriate authority.

R&D Tax Incentive: Reducing the Impact of COVID-19 on Business'R&D

Portfolio Research, Science and Innovation

On 23 March 2020, Cabinet:

1 noted that the new refundability rules that are contained in th€ TaXation (KiwiSaver, Student
Loans, and Remedial Matters) Bill, which recently completedits Third Reading, are
intended to apply from the 2020-21 income year for mestbusinesses (referred to as ‘year 2’
in the paper under CAB-20-SUB-0128);

2 agreed that the application date of these new broademrefundability rules apply
retrospectively from year 1 (rather than year 2), s, that more businesses are able to access
more R&D tax credit refunds;

3 noted that this will help provide additignal*¢ashflow to loss-making R&D performers who
might otherwise have to cut theigR&D labousr and spending in response to disruptions
caused by COVID-19;

4 agreed that in year 1 of the séheme, businesses should be able to choose whether to apply
the year 1 refundabilityyrules,or the year 2 refundability rules;

5 invited the Minister of Research, Science and Innovation and the Minister of Revenue to
issue draftingfinstructions to Inland Revenue to draft legislation to give effect to the policy
proposal and'it§ inféht contained in the paper under CAB-20-SUB-0128;

6 agreed to introduce legislative provisions to give effect to the proposal in the Urgent
COVID-19 Tax Matters Bill;

7 agreed to include any consequential legislative amendments necessary to give effect to the
proposal in the Urgent COVID-19 Tax Matters Bill;

8 noted that the Urgent COVID-19 Tax Matters Bill:

8.1 includes amendments to the Income Tax Act 2007 and the Tax Administration Act
1994;

8.2 is scheduled for introduction and passage through all stages under urgency on
7 April 2020;
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CAB-20-MIN-0128

9 noted that:

9.1 the above proposal is revenue neutral and has no effect on the estimate of the fiscal
costs of the R&D Tax Incentive;

9.2  the model of fiscal costs used treats tax credits and cash payments (in the form of
refunds) as equivalent;

10 noted that agreeing to paragraph 2 above will have a one-off cash impact, increasing net
core Crown debt by up to $70 million in 2019/20.

%,

Michael Webster
Secretary of the Cabinet

Hard-copy distribution:

Prime Minister
Deputy Prime Minister
Minister of Research, Science and Innovation @

N
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