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[IN CONFIDENCE – BUDGET SENSITIVE] 

POLICY 

Tax policy report: Draft Cabinet paper – Taxation (Budget Measures) Bill: 

Approval for introduction 

Date: 28 April 2025 Priority: High 

Security level: Sensitive - Budget Report number: IR2025/174 

Action sought 

Action sought Deadline 

Minister of Revenue Authorise the lodgement of the attached 

Cabinet paper 

Refer a copy of this report to the Minister 

of Finance 

10 am Thursday 8 May 

Contact for telephone discussion (if required) 

Name Position Telephone 

Maraina Hak Policy Lead  

Pamela Law Principal Policy Advisor  

Samantha Putt Policy Advisor  

s 9(2)(a)

s 9(2)(a)

s 9(2)(a)
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28 April 2025 

 

Minister of Revenue  

Draft Cabinet paper – Taxation (Budget Measures) Bill: Approval for 

introduction 

Summary 

1. This report asks you to approve and lodge the attached Cabinet Legislation 

Committee paper (LEG paper), draft Taxation (Budget Measures) Bill (the Bill) and 

accompanying draft disclosure statement with the Cabinet Office by 10am Thursday 

8 May 2025 for consideration at the Cabinet Legislation Committee meeting on 

Thursday 15 May 2025. Ministerial consultation will need to be undertaken before 

lodgement.  

2. The LEG paper seeks approval to introduce the Bill on 22 May 2025 and recommends 

that the Bill is passed under urgency. The Bill contains the tax measures that 

Cabinet agreed to as part of Budget 2025. 

3. Attached to this report is an early draft of the Bill for Ministerial consultation. We 

will send up a further draft of the Bill in the week of 5 May ahead of lodgement 

together with a short report outlining detailed design features of the policies 

reflected in the Bill. Please note that although the lodgement version of Bill will be 

complete, minor and technical changes to the Bill may need to be made until 

introduction to give effect to the policy items. These would concern detailed design 

identified during the drafting process. 

4. A draft disclosure statement will be sent to accompany the LEG Paper in accordance 

with Cabinet guidelines on 5 May. The draft disclosure statement is referred to the 

Cabinet Legislation Committee along with the LEG paper. The draft statement is 

finalised by Inland Revenue with the Parliamentary Counsel Office three days before 

the introduction of the Bill and is made public when the Bill is introduced. 

Policy items approved by Cabinet 

5. The Bill gives effect to the tax measures Cabinet agreed to as part of the Budget 

2025 package on 14 April 2025 (CAB-25-MIN-0126). These are the introduction of 

Investment Boost, changes to the KiwiSaver scheme and changes to Working for 

Families regime as described below. 

6. The Investment Boost partial expensing regime is designed to lift capital intensity 

and increase productivity. Investment Boost will achieve this by allowing businesses 

to immediately deduct 20 percent of the cost of new assets in the year that an asset 

is purchased. This change will apply from 22 May 2025. 

7. KiwiSaver scheme reforms include: 

7.1 Increasing contribution rates for both employers and employees from 3% 

to 3.5% from 1 April 2026, and then to 4% from 1 April 2028.  

7.2 Allowing KiwiSaver members to apply to Inland Revenue for a temporary 

reduction in their contribution rate to 3%. The contribution rate would be 

reduced for a maximum period of 12 months, after which the KiwiSaver 
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member would need to apply for another savings rate reduction from 1 

April 2026.  

7.3 Extending eligibility for employer contributions (from 1 April 2026) and the 

government contribution (from 1 July 2025) to 16 and 17 year olds.  

7.4 Removing eligibility to the government contribution for all individuals with 

a taxable annual income of over $180,000 from 1 July 2025. 

7.5 Halving the contribution rate of the government contribution for all other 

KiwiSaver members to 25 cents per dollar contributed from 1 July 2025.  

8. The Working for Families abatement threshold will increase from $42,700 to 

$44,900. The cost of this increase will be met by income testing the first year of the 

Best Start Payment (currently this only occurs from the second year) and increasing 

the Working for Families abatement rate from 27% to 27.5%. These changes apply 

from 1 April 2026.  

New Zealand Bill of Rights Act 1990  

9. We consider the provisions in the Bill are consistent with the rights and freedoms 

affirmed by the New Zealand Bill of Rights Act 1990 (BORA). The Ministry of Justice 

will undertake the required BORA vetting. Although not expected, we will advise if 

any issues arise from this process. 

Support party and caucus consultation 

10. The Minister of Finance and the Leader of the House have been authorised to agree 

which legislation will progress under urgency on Budget Day as Budget night 

legislation (CAB-25-MIN-0126).  

11. We recommend that the Bill is introduced under urgency and passed on Budget 

Day. To achieve this, support party and caucus consultation will need to occur in 

advance of Cabinet’s final decision to introduce the Bill.  

Proactive release 

12. We propose to proactively release the Cabinet paper, Cabinet minutes and key 

advice papers with appropriate redactions at the same time as all other Budget 

2025 material is released. 

Consultation 

13. The Treasury and the Department of the Prime Minister and Cabinet were informed 

of the contents of this paper. 

Next steps 

14. Subject to your agreement, the attached draft LEG paper should be circulated for 

Ministerial consultation.   

15. Following this consultation, the LEG paper will be finalised and lodged with the 

Cabinet Office for the Cabinet Legislation Committee meeting on 15 May 2025. Your 

authorisation is required before 10am on Thursday 8 May 2025 to meet this 

timeframe. 
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POLICY 

Tax policy report: Taxation (Budget Measures) Bill: detailed design and 

introduction of Bill 

Date: 5 May 2025 Priority: High 

Security level: Sensitive - Budget Report number: IR2025/203 

Action sought 

 Action sought Deadline 

Minister of Revenue Agree to recommendations 10am Thursday 8 May 

2025 

Minister of Finance Agree to recommendations 10am Thursday 8 May 

2025 

Contact for telephone discussion (if required) 

Name Position Telephone Suggested 

first contact 

Maraina Hak  Policy Lead      
Pamela Law   Principal Policy Advisor     ☒ 

Samantha Putt  Policy Advisor      

  
 

 

 

s 9(2)(a)

s 9(2)(a)

s 9(2)(a)
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5 May 2024 

 

Minister of Finance 

Minister of Revenue  

Taxation (Budget Measures) Bill: detailed design and introduction of Bill 

Purpose 

1. This report seeks your agreement to the detailed design features of the Taxation 

(Budget Measures) Bill (the Bill).  

2. This report also provides the draft Bill and accompanying draft disclosure statement 

for lodgement with the Cabinet Office by 10am Thursday 8 May 2025. 

Background 

3. On 28 April 2025, the Minister of Revenue was provided with a draft Bill and draft 

Cabinet Legislation Committee paper (LEG paper) for Ministerial consultation 

(IR2025/174 refers).   

4. Following consultation, the LEG paper will be finalised for lodgement (IR2025/174 

refers). The regulatory impact statements were provided to your offices on 4 April 

and 8 April 2025 (IR2025/152, T2025/917; IR2025/164, T2025/959 refer). 

5. The lodgement version of the Bill is materially complete. However, as drafting is an 

iterative process and given the short timeframe, the LEG paper contains a 

recommendation that enables us to continue refining the Bill until introduction on 

Budget Day. 

Detailed design features of the Bill 

6. The Bill implements the tax measures Cabinet agreed to give effect to as part of the 

Budget 2025 package on 14 April 2025 (CAB-25-MIN-0126). These are the 

introduction of Investment Boost, changes to the KiwiSaver scheme and changes 

to Working for Families regime.  

7. We seek your approval of detailed design features of the Bill that support the 

implementation of these initiatives.  

Investment Boost 

8. We seek your agreement on two matters related to Investment Boost. The first 

relates to the definition of a residential building, which is excluded from Investment 

Boost. The second relates to integrity concerns around mixed-use assets. 

Defining residential buildings 

9. Ministers have agreed that commercial and industrial buildings, but not residential 

buildings, will be eligible for Investment Boost. We need to draw a distinction 

between residential and non-residential buildings. We also need rules for dealing 

with mixed-use buildings.  

10. The closest definition to residential buildings currently in the Income Tax Act 2007 

is the definition of dwelling. A dwelling is generally considered to be a place where 
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a person can be expected to live with a degree of permanence. Dwellings exclude 

hotels, motels, hospitals, rest homes, and other forms of commercial 

accommodation that are generally not substitutable with residential 

accommodation. We recommend dwellings not be eligible for Investment Boost. The 

definition of dwelling is reasonably tried and tested.   

11. The definition of dwelling contains two different tests that could be used for 

Investment Boost:  

(a) For determining the depreciation of commercial fit-out: this test looks at 

whether the building is used as a dwelling. If the building is used 

predominantly as a dwelling, then it is a dwelling. (“the use test”)  

(b) For other land-related rules (e.g. bright-line test, interest limitation, 

residential rental ring-fencing rules): this test looks at whether the asset is 

configured as a residence or abode (“the configuration test”). The definition 

also includes appurtenances such as garages, decks and fences.1 

12. We recommend that Investment Boost uses the configuration test. The 

configuration test is more robust in response to integrity concerns arising from 

changes in use. It reduces the risk of a taxpayer temporarily using a building for 

commercial purposes in order to claim Investment Boost. For example, the use test 

could mean that a taxpayer could build a townhouse to supply short-term 

accommodation and then transition it to a residential rental property. Generally, 

this transition would trigger the clawback of at least some of the deduction, 

however, it does not completely remove the integrity risks. Using the configuration 

test makes it clear that a townhouse used to provide short-term accommodation 

would not be eligible for Investment Boost.  

Mixed-use buildings  

13. For mixed-use buildings, we recommend that buildings are excluded from 

Investment Boost to the extent that they are a dwelling. This will require the owner 

of a mixed-use building to apportion the building using a “dwelling: non-dwelling” 

ratio.  

14. An alternative is to have an all-or-nothing test, which can have varying levels of 

strictness depending on policy design:  

(a) Predominant use/configuration: If the building is predominantly configured 

for commercial purposes, then it could get the Investment Boost deduction 

(for example, a three-story building where the first two floors are used for 

retail). This test is closest to the test used for non-residential building 

deprecation repealed in 2024.   

(b) Minor use/configuration: A tighter test would say that a building is eligible 

for Investment Boost if the dwelling component of the building is only minor 

or secondary (for example, a penthouse suite on the top of a 10-story 

commercial building).   

15. An all or nothing test aligns more closely with the principle that buildings with minor 

residential use depreciate at a similar rate to other commercial buildings (and so 

have a similar cost of capital). However, these tests (especially the predominant 

use test) have a cliff-edge effect and can create strong incentives to reconfigure a 

building in a particular way in order to get Investment Boost. For this reason, we 

recommend against either of the approaches that could be used under an all-or-

nothing test. Instead we recommend an apportionment approach. 

 
1 The configuration test was adopted in 2022 due to an interpretation that a vacant property or a short-term 
accommodation rental is not used as a residence or abode and therefore was not subject to the bright-line test, 
which was contrary to the policy intent. 
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Other mixed-use assets 

16. In previous advice we discussed some of the challenges of applying Investment 

Boost to assets that are partly used for business purposes and partly used for 

private purposes. Investment Boost is a one-off deduction and cannot easily be 

apportioned on a year-by-year basis in the same way as usual depreciation 

deductions. In that advice, we recommended that owners of a mixed-use asset 

should take the Investment Boost deduction in proportion to the business use in the 

first 12 months of use. We now think that an even tighter rule is needed. If a 

taxpayer claims Investment Boost for a mixed-use asset and subsequently reduces 

the use of the asset in their business, we recommend there is a mechanism to claw 

some of the initial deduction back. 

 

Recommendations 

We recommend that you:  

Agree that residential buildings (which are not eligible for Investment Boost) are buildings 
configured (rather than used) as a dwelling. 

Agreed/Not agreed      Agreed/Not agreed 

Minister of Finance     Minister of Revenue  

Agree that mixed-use buildings are not eligible for Investment Boost to the extent that they are 
a dwelling. 

Agreed/Not agreed      Agreed/Not agreed  

Minister of Finance      Minister of Revenue  

Agree that Investment Boost deductions are clawed-back for mixed-use asset where there is a 
significant reduction in business use. 

Agreed/Not agreed      Agreed/Not agreed  

Minister of Finance      Minister of Revenue  

KiwiSaver reforms 

Income testing of GVC eligibility  

 

17. Cabinet has agreed to limit eligibility for the government contribution to those 

earning $180,000 or less in a year. This change would take effect from 1 July 2025, 

thereby first affecting government contribution payments made for the 1 July 2025 

– 30 June 2026 government contribution year.  

18. We recommend the assessment of a KiwiSaver member’s income be based on either 

the most recent tax year if the taxpayer has already filed a return for that year, or 

the most recent tax year for which the taxpayer is required to have filed a return. 

Example 1: mixed-use asset 

 

Suppose a taxpayer buys a new yacht for use near the end of the 2025-26 income year. 

They expect to use the yacht 80 percent of the time for business purposes. They can 

claim 80 percent of the Investment Boost deduction (i.e., 80 percent of 20 percent of 

the cost of the yacht). In the 2026-27 income year, they only use the yacht 40 percent 

of the time for business. This is a significant reduction in business use and would have 

entitled them to a much lower Investment Boost deduction. The taxpayer has income 

to the extent that there has been a reduction in use. 
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Under this approach, eligibility for the government contribution associated with the 

period 1 July 2025 – 30 June 2026 would be based on:  

(a) The member’s income for the period 1 April 2025 – 31 March 2026 if they 

have already filed their return for this year on or before 30 June 2026; or 

(b) The member’s income for the period 1 April 2024 – 31 March 2025, being 

the most recent tax year for which the taxpayer is required to have filed a 

tax return.  

19. For many taxpayers, their eligibility for their wage and salary earnings will be 

assessed based on the most recent tax year (ie 18(b).1, above).  

Reassessments of taxpayer income 

20. As an integrity measure, we recommend that a KiwiSaver member’s eligibility for 

the government contribution be revised where the member’s income for the tax 

year which determines their eligibility is reassessed.  

21. In practice, this would involve Inland Revenue either paying the government 

contribution or clawing back amounts of the government contribution previously 

paid where the reassessment of a member’s income alters the member’s eligibility.  

Payment of claims 

22. Under current settings, the Commissioner is required to pay the government 

contribution to a member’s KiwiSaver fund provider within 30 working days of the 

provider filing a claim. The introduction of the income test means this requirement 

will no longer provide sufficient flexibility as it will take Inland Revenue additional 

time relative to the status quo to assess a member’s eligibility before paying the 

government contribution.  

23. We recommend amending this requirement to require the Commissioner to pay the 

government contribution to the fund provider within 30 working days of being 

satisfied that the member meets the income eligibility requirements discussed 

above.  

Temporary Rate Reduction 

24. Cabinet has agreed that employer and employee contribution rate will rise to 3.5% 

from 1 April 2026, followed by a further increase to 4% from 1 April 2028.  

25. As some members may find an increase in contribution rates unaffordable, Cabinet 

has also agreed to introduce a temporary rate reduction mechanism that would 

allow members who do not wish to increase their contribution rate to continue 

contributing at 3%. This would be available for a minimum of 92 days and a 

maximum of 12 months at a time. However, a member would be able to withdraw 

from a rate reduction before 92 days had passed if their employer agrees. 

26. Once 12 months had elapsed, the member would need to reapply for a further rate 

reduction. There would be no limitation on the number of rate reductions a member 

could apply for.   

27. To ensure the ability to apply for a rate reduction is available ahead of the increases 

to contribution rates taking effect, we recommend this facility be available from 1 

February 2026.  

Protection for non-compliance for KiwiSaver providers 

28. We anticipate that KiwiSaver providers may require time to update their systems 

and published materials once the proposals have been enacted. In the past, non-
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compliance with financial markets legislation arising from recent budget proposals 

has received a time limited exemption.2 

29. We recommend the proposals include a limited protection for non-compliance with 

financial markets legislation. We recommend this apply in connection with non-

compliance relating to:  

(a) the changes contained in the relevant provisions themselves, provided it 

does not continue on or after 1 November 2025; and 

(b) a disclosure statement, provided it does not continue on or after 1 January 

2026.  

Impact on existing paid parental leave initiatives  

30. Under current settings, KiwiSaver members who contribute to their KiwiSaver 

accounts while on paid parental leave (PPL) are paid an “employer contribution” on 

top of their PPL payments by the government. The increase in employer 

contributions proposed as part of Budget 2025 will automatically be applied to these 

members. The impact of this increase was incorporated in the costing for the Budget 

policies.  

Recommendations 

We recommend that you:  

Agree the assessment of eligibility for the government contribution be determined based on 
either:  

(a) the most recent tax year if the taxpayer has already filed a return for that year, or 

(b) the most recent tax year for which the taxpayer is required to have filed a return. 

Agreed/Not agreed      Agreed/Not agreed  

Minister of Finance      Minister of Revenue  

Agree that eligibility for the GVC be revised where a taxpayer’s income is reassessed. 

Agreed/Not agreed      Agreed/Not agreed  

Minister of Finance      Minister of Revenue  

Agree the Commissioner will pay the government contribution to KiwiSaver scheme provider 
within 30 days of being satisfied the member is eligible for the government contribution.  

Agreed/Not agreed      Agreed/Not agreed  

Minister of Finance      Minister of Revenue  

Agree to make the rate reduction facility available from 1 February 2025 (i.e. in advance of the 
contribution rate increases taking effect).  

Agreed/Not agreed      Agreed/Not agreed  

Minister of Finance      Minister of Revenue  

Agree to provide a limited protection for non-compliance with financial markets legislation in 
respect of: 

(c) the changes contained in the relevant provisions themselves, provided it does not continue 
on or after 1 November 2025; and 

 
2 This occurred, for example, as part of 2015 Budget proposals. 
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(d) a disclosure statement, provided it does not continue on or after 1 January 2026.  

Agreed/Not agreed      Agreed/Not agreed 

Minister of Finance      Minister of Revenue  

 

Working for Families changes 

31. Cabinet has agreed to start income-testing the first year of the Best Start tax credit 

under the same settings used for the second and third years of the payment 

(abatement of 21% for income over $79,000) (CAB-25-MIN-0126 refers). This 

change will apply from 1 April 2026.  

32. Best Start applicants and recipients with children aged 1–3 years old are already 

required to provide family scheme income information. This requirement does not 

apply for families if their only child will be less than 1 year old on the last day of the 

tax year. This is because Best Start is a universal payment available to all families 

for the first year of their child’s life. Similarly, families who only receive Best Start 

in respect of a child who will be less than 1 year old on the last day of the tax year 

do not need to include a statement of their family scheme income if they are 

required to file an annual income return.  

33. In order to income test the first year of Best Start, we will need to start requiring 

all Best Start applicants and recipients with a child aged 0–1 to provide family 

scheme information in their applications and income returns. We recommend 

making this change through Budget 2025 legislation. 

Recommendations 

We recommend that you:  

Agree to require all Best Start applicants and recipients to provide family scheme income 
information if they have children born on or after 1 April 2026. 

Agreed/Not agreed      Agreed/Not agreed 

Minister of Finance      Minister of Revenue  

 

Consultation 

34. The Treasury has been informed of this report. 

Next steps 

35. Feedback from Ministerial consultation (if any) will be incorporated in the finalised 

LEG paper and provided to the office of the Minister of Revenue. 

36. The Minister of Revenue should authorise lodgement of the finalised LEG paper with 

the Cabinet Office before 10am on Thursday 8 May 2025. 

37. The draft Bill and departmental disclosure statement need to be lodged alongside 

the LEG paper. We have also provided the regulatory impact statements for 

Investment Boost, KiwiSaver reforms, and the Working for Families changes. These 

statements should be lodged alongside the Cabinet paper. 

38. The Cabinet Legislation Committee meeting is on 15 May 2025 (IR2025/174 refers). 

Officials are available to pre-brief the Minister, if required. 





 

  Page 1 of 7 

[BUDGET SENSITIVE - IN CONFIDENCE]  

Policy 
Taukaea 
55 Featherston Street 
PO Box 2198 
Wellington 6140 
New Zealand 

T. 04 890 1500 

Briefing note 
 
 
Reference: BN2024/388  
 
Date: 20 September 2024 
 
To: Revenue Advisor, Minister of Revenue – Angela Graham 
 Private Secretary, Minister of Revenue – Helen Kuy 
 
From: Graeme Morrison, Programme Lead, Policy  
 
Subject: Follow up to the Publishing the Tax and Social Policy Work 
                     Programme report  
 
 

Purpose 

1. This briefing note follows up on the recent tax policy report: Publishing the Tax and 
Social Policy Work Programme (IR2024/362; T2024/2482 refers), to provide clarity 
on several issues raised by the Minister of Revenue and his office to assist with 
decision making on publishing the Government's Tax and Social Policy Work 
Programme (TSPWP).   

2. This briefing note aims to: 

2.1. identify which of the upcoming key decisions on Ministers’ strategic priorities 
will materially influence the availability of additional policy resource to work 
on non-strategic items;  

2.2. provide a high-level initial indication of the fiscal implications, individually 
and collectively, of those non-strategic items recommended for inclusion on 
the published work programme; and   

2.3. clarify the wider Inland Revenue delivery and funding impacts of both the 
strategic items identified for progression to Budget 2025, and other non-
strategic and remedial TSPWP items. 

 
Factors affecting the scale of non-strategic items to be included on the TSPWP 
 
3. The level of non-strategic items that can be included on the TSPWP are potentially 

limited by the following factors: 

3.1. tax policy resource available to progress issues; 
3.2. the ability to fund any issues that are likely to have a fiscal cost; and  
3.3. operational and funding implications for Inland Revenue to deliver any 

changes. 
 

4. The information in this report therefore provides some further context and clarity 
on each of these factors to help decision making on the scale (and timing) of items 
to be included on the published TSPWP. 
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Policy resource dedicated to strategic priorities  

5. At the 15 August Joint Ministers’ meeting, Ministers asked officials to progress policy 
work on a number of strategic items. 

6. As previously identified (and outlined in Appendix A), several reports on these 
strategic items are due to be provided to Ministers in the coming months, with a 
material number of these scheduled to be delivered between now and the end of 
October. It is expected that Ministers’ decisions on continuing to advance these 
issues for potential inclusion in Budget 2025 will be made based on information 
provided in these reports and on discussions undertaken at both Joint Ministers’ and 
Budget Ministers’ meetings. 

7. Officials have identified that decisions taken on the following strategic issues will 
likely have the biggest impact on policy resource availability for other non-strategic 
TSPWP items in the short to medium term: 

7.1. business tax – partial expensing;  
7.2. ; 
7.3. charities; 
7.4. social policy (Best Start tax credit and Working for Families improvements);  
7.5.  

 
Fiscal implications of recommended non-strategic items to be included on the 
TSPWP 
 
8. As advised in our previous report (IR2024/362; T2024/2482 refers), officials 

recommended that the non-strategic items highlighted in Appendix B be included 
on the published TSPWP. 

9. To help Ministers assess the funding implications of these items, we have indicated, 
at a high-level, initial estimates of the likely fiscal implications of the items in 
Appendix B. Our initial assessment of the cumulative fiscal impact is that these items 
are expected (depending on design) to be broadly revenue neutral. So, although 
they are unlikely to generate enough revenue to increase the scorecard balance in 
a material sense, they should be able to be advanced as a package of initiatives. 

10. The other options for potential inclusion on the published TSPWP are also included 
in Appendix B, together with an initial indication of whether these items are likely 
to be revenue positive, negative, neutral or unknown (at this stage).  If Ministers 
want to specifically include any of these items on the published TSPWP at this time, 
this should be indicated at recommendation h in the Publishing the Tax and Social 
Policy Work Programme report (IR2024/362; T2024/2482 refers). 

Scorecard implications  

11. The Minister of Revenue has just been provided with a report (IR2024/372; 
T2024/1960) and a briefing note (BN2024/385) on the scorecard. This has 
important implications for the inclusion of non-strategic items on the TSPWP. As 
noted above, our initial assessment is that the seven items recommended for initial 
inclusion on the non-strategic TSPWP are expected (depending on design) to be 
broadly revenue neutral. 

Operational delivery and funding implications for Inland Revenue to progress 
strategic and non-strategic items on the TSPWP  

12. As part of the Budget 2024 baseline savings process, Inland Revenue committed to 
a reduction of $15 million in its systems maintenance and operational change 
capacity.  

s 9(2)(f)(iv)

s 9(2)(f)(iv)
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13. This means that Inland Revenue can only self-fund the delivery of a relatively small 
number of non-strategic TSPWP items going forward.  This would, however, include 
items in the Taxation (Annual Rates for 2024–25, Emergency Response and 
Remedial Measures) Bill and other non-strategic and remedial items identified as 
future priorities for Ministers that do not materially impact the department’s change 
capacity. 

14. On the question of the delivery of strategic items identified for potential inclusion in 
Budget 2025, Inland Revenue has confirmed it would be able to deliver this work 
within the proposed timelines, based on the high-level of detail provided to date. It 
would, however, expect to seek funding for implementation of any Budget 2025 
initiatives progressed, as the department has no capacity to partially-fund or fully-
fund such Budget 2025 initiatives without directly impacting service delivery, tax 
revenue, debt or system change, and maintenance capacity.  

Consultation with the Treasury 

15. The Treasury was consulted on this briefing note.  

 
 
 
 
Graeme Morrison  
Programme Lead, Policy 

 s 9(2)(a)
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who may have a foreign loan e.g., a mortgage over 
property they acquired when living overseas 
(IR2024/127 refers). 

 

s 9(2)(g)(i)
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Policy 
Taukaea 

55 Featherston Street 

PO Box 2198 

Wellington 6140 

New Zealand 

T. 04 890 1500 

Briefing note 
 

 

Reference: BN2025/224 

 

Date: 8 May 2025 

 

To: Revenue Advisor, Minister of Finance – Emma Grigg  

 Revenue Advisor, Minister of Revenue – Angela Graham 

 Private Secretary, Minister of Revenue – Helen Kuy 

 

From: Samantha Putt 

 

Subject: Tax Expenditure Statement for Budget 2025 

 

Purpose  

1. This briefing note attaches the Tax Expenditure Statement for Budget 2025.  

Tax Expenditure Statement  

2. The Tax Expenditure Statement (the Statement) is a Budget document that provides 

transparency around policy-motivated ‘expenditures’ made through the tax system. 

Tax expenditures take the form of an exemption, allowance, preferential tax rate, 

deferral, or offset that reduces a tax obligation to achieve a specific policy 

objective. Cash payments made through the tax system do not formally meet a tax 

expenditure definition but have been included for transparency purposes. 

3. The Statement will be available on the Treasury website once the Budget 2025 

documents are released. This will be following the delivery of Budget 2025 on 

Thursday 22 May.  

Changes from the 2024 Statement   

4. The 2025 Statement is very similar to the 2024 Statement. This year, two new tax 

expenditures have been included which are explained below. 

FamilyBoost Tax Credit 

 

5. Families with children in licenced early childhood education services are entitled to an 

income tested tax credit (“FamilyBoost”) based on invoiced fees.  FamilyBoost tax 

credits are formally forecast as part of the Government’s Budget process, and the 

values reported in the Tax Expenditure statement are taken from these forecasts. 

FBT on ebikes, scooters and public transport 

 

6. The provision of self-powered or low-powered vehicles (i.e. ebikes or scooters) and 

certain employer-provided public transport benefits mainly used for the purpose of 

travelling between home and work were exempted from fringe benefit tax from 1 

April 2023.   
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Consultation with the Treasury 

7. The Treasury was informed about this briefing note.  

 

 

 

 

Samantha Putt 

Policy Advisor 

  s 9(2)(a)
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POLICY 

Tax policy report: Preliminary Tax forecasts for the 2025 Budget 

Economic and Fiscal Update 

Date: 25 February 2025 Priority: Low 

 

Security level: Sensitive - Budget  Report number: IR2025/023 

Action sought 

 Action sought Deadline 

Minister of Revenue  

 

Note the contents of this report 

Refer report to the Minister of Finance 

4 March 2025 

Contact for telephone discussion (if required) 

Name Position Telephone Suggested 

first contact 

Sandra Watson Policy Lead (Forecasting 

and Analysis) 

 

 
☒ 

 

 

 
 

s 9(2)(a)
s 9(2)(a)
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25 February 2025 

 

Minister of Revenue  

Preliminary tax forecasts for the 2025 Budget Economic and Fiscal Update 

Executive summary 

Purpose 

1. The Treasury have prepared preliminary tax forecasts for the 2025 Budget Economic 

and Fiscal Update (BEFU 2025).  These forecasts were finalised on 19 February 

2025.  The purpose of this report is to provide a summary of the updated forecasts, 

with a focus on changes since the Half Year Economic and Fiscal Update (HYEFU 

2024). 

Changes to the forecasts since HYEFU 2024 

2. For the five years from 2024/25 to 2028/29 inclusive, the Treasury have revised 

their unconsolidated tax forecasts down by $5.2 billion.  The revisions range from -

$1.6 billion in the current 2024/25 year, easing to -$0.7 billion in 2028/29. 

3. These revisions come largely from company tax, with forecast revisions ranging 

from -$1.9 billion (2024/25) to -$1.6 billion (2028/29).  Net other persons tax also 

contributes to the downward revisions, albeit to a much lesser extent.  These are 

offset somewhat by upward revisions to forecasts for source deductions and total 

net GST.  

4. The downward revisions to company tax and other persons tax are primarily the 

result of a much softer growth outlook for net operating surplus and, for company 

tax, a weaker outlook for the consolidation1 adjustment.   

5. Tax policy changes decided since HYEFU add $37.3 million across the five-year 

period. Forecasts do not yet include any proposals intended for Budget 2025.  

6. A forecasting adjustment to capture a changed accounting treatment of a pending 

loss of time limited funding for Inland Revenue reduces forecast tax by ($150 

million) per year from 2025/26, or ($600 million) across the forecast period. A 

second forecasting adjustment defers by one year the expected fiscal impact from 

the July 2024 reduction in excise on heated tobacco products, reflecting that data 

is yet to evidence an increase in demand for these products.  This adjustment adds 

$82 million across the forecast period. 

  

 
1 Consolidation is layered on top of these forecasts and removes the impact of the government paying tax to 
itself.     
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Background 

9. This report informs you of changes since HYEFU 2024 in the Treasury’s preliminary 

tax forecasts for the 2025 Budget Economic and Fiscal update (BEFU 2025). These 

updated forecasts were completed on 19 February 2025 with the following inputs: 

9.1 tax results to December 2024, and unfinalised information for January 2025; 

9.2 macroeconomic forecasts produced by the Treasury, which were finalised on 

12 February 2025; and 

9.3 policy changes decided since HYEFU 2024, up to and including 19 February 

2025 – these do not yet include Budget 2025 proposals. 

10. The figures discussed in this report are for the revenue measure of tax (accrual-

based). The forecasts cover a five-year fiscal outlook extending to the year to 30 

June 2029. Figures are unconsolidated, which includes the government paying tax 

to itself. 

Changes to the Treasury’s unconsolidated tax forecasts since HYEFU 2024 

 

Table one – Changes in the Treasury’s unconsolidated tax revenue forecasts since 

HYEFU 2024  

 

June years, $ millions 2024/25 

 

2025/26 2026/27 2027/28 2028/29 

The Treasury      

HYEFU 2024 Treasury forecast 136,636 143,609 152,217 160,103 167,770 

Changes for HYEFU forecasts:      

Source deductions2 48 599 645 733 845 

Other persons3 -10 -96 -259 -227 -236 

Corporate taxes4 -1,887 -1,569 -1,784 -1,523 -1,487 

GST (including Customs GST) 271 -18 -1 -29 47 

Resident withholding tax (RWT) on 

interest 8 168 173 158 144 

Other taxes5 5 12 20 5 -2 

Total change since HYEFU 2024 -1,565 -904 -1,206 -883 -689 

Preliminary BEFU 2025 

Treasury forecast 135,071 142,705 151,011 159,220 167,081 

 

 
2 PAYE and employer superannuation contributions tax (ESCT) 
3 “Other persons” is income tax from individuals, trusts, and Māori authorities less any credits for tax withheld by 
others such as PAYE or RWT.  It is mainly provisional tax, but also includes annual square-ups for wage and salary 
earners. 
4 Company tax, residents withholding tax on dividends, and non-resident’s withholding tax (on interest, dividends, 
and royalties). 
5 Mainly customs and excise, road user charges, and motor vehicle licensing fees. Also includes FBT.  
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11. For the five-year forecast period from 2024/25 to 2028/29 inclusive, the Treasury 

have revised down their unconsolidated tax forecasts by $5.2 billion.  Downward 

revisions are recorded in all years, and range in size from -$0.7 billion (2028/29) 

to -$1.6 billion in the current year (2024/25). 

12. Company tax (included in corporate tax in the table above) is the largest contributor 

to the downward revision. The current 2024/25-year forecast has been revised 

down by -$1.92 billion, reflecting a softer outlook for the consolidation adjustment 

and revisions to the macroeconomic driver (discussed below).  The size of this 

downward revision narrows slightly to $1.57 billion by the end of the forecast period. 

13. Net Other Persons tax forecasts have also revised down across the entire forecast 

period, but to a much lesser extent than the company tax forecasts.  While net 

operating surplus is a driver of the other persons forecasts there are other factors6, 

and the starting point for this tax type is not as soft relative to HYEFU 2024.  

14. Offsetting these downward revisions, forecasts for Source Deductions have been 

revised upwards across the forecast period.  These upward revisions reflect a 

stronger outlook than indicated at HYEFU 2024 for growth in wages and salaries 

over the next two years. 

15. Forecasts for GST have also been revised up, largely reflecting the stronger than 

expected outturns that we are seeing at present. 

16. Factors contributing to the forecast revisions are discussed below. 

Unconsolidated tax results since HYEFU 2024 – Inland Revenue administered tax 

types plus Customs GST 

17. Results for October 2024 were available at the time HYEFU 2024 tax forecasts were 

finalised.  Variances since HYEFU 2024 reflect finalised results the months of 

November and December 2024 only.  These variances for unconsolidated tax 

revenue were reported to you on 28 January 2025 (IRD2025/010 refers). 

18. They key message was that variances were small across most tax types with the 

exception of company tax which was $1,041 million below forecast before 

consolidation but which was reasonably on track after consolidation.  There was a 

positive variance for Total Net GST ($219m above forecast) and Other Persons tax 

($88 million above forecast).  

Revisions to the macroeconomic outlook 

19. In aggregate, there has been very little change to the macroeconomic forecasts 

since HYEFU 2024.  Growth in nominal GDP is forecast to be softer in 2024/25 (2.6% 

vs 3.4%) before returning to a similar profile over the remainder of the forecast 

period. 

 
6 Examples are trust taxation and tax on investments such as housing and overseas shareholdings. 
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22. Changes in key macroeconomic forecasts are presented in the table below. 

Table two: Key macroeconomic series underpinning the BEFU 2025 preliminary 

tax forecasts 

The Treasury’s HYEFU 2024 
and BEFU 2025 forecast 
macroeconomic indicators 

2024/25 2025/26 2026/27 2027/28  2028/29  

Nominal GDP (Annual growth - 

June years) 

 

HYEFU 2024 3.4% 5.4% 5.0% 4.7% 4.5% 

BEFU 2025 preliminary 2.6% 5.3% 5.3% 4.7% 4.6% 

Net Operating Surplus (Annual 
growth - March years) 

 

HYEFU 2024 3.7 12.1% 7.6% 5.9% 5.5% 

BEFU 2025 preliminary -2.0% 9.8% 9.0% 6.4% 5.8% 

Compensation of Employees 
(Annual growth - June years) 

 

HYEFU 2024 1.8% 3.2% 4.7% 4.6% 4.4% 

BEFU 2025 preliminary 2.1% 3.7% 4.7% 4.6% 4.6% 

Nominal Consumption (Annual 
growth - June years) 

 

HYEFU 2024 2.4% 4.0% 4.3% 4.2% 4.2% 

BEFU 2025 preliminary 2.5% 3.8% 4.1% 4.1% 4.2% 

90-day bank bills (Levels - 
March year averages) 

 

HYEFU 2024 4.88% 3.33% 2.95% 2.90% 2.90% 

BEFU 2025 preliminary 4.83% 3.33% 2.95% 2.83% 2.80% 

Residential investment  
(Annual growth- June years) 

     

HYEFU 2024 -7.4% 7.4% 7.1% 5.8% 5.1% 

BEFU 2025 preliminary -7.1% 6.3% 8.9% 6.2% 6.0% 

 

Tax Policy changes since HYEFU 2024  

23. These updated forecasts incorporate policy decisions since HYEFU 2024 up to and 

including 19 February.  They do not include any policies which are awaiting Budget 

2025 decisions. 
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Table three: Tax policy changes since HYEFU 2024 

 $m – increase/(decrease) 

Vote Revenue 2024/25 2025/26 2026/27 2027/28 2028/29 and 

outyears 

Le Quesnoy – permanent 

schedule 32 status - - ($0.330) ($0.330) ($0.330) 

Use of money interest rates8 

reduction effective 16 January 

2025 3.600 8.000 8.000 8.000 8.000 

Agreed amendments9 for the 

Emergency response Bill  (0.686) 0.843 0.843 0.843 0.843 

Total change in tax Revenue 2.914 8.843 8.513 8.513 8.513 

 

Other tax changes 

Heated tobacco 

24. Earlier tax forecasts included a negative impact from heated tobacco excise rate 

reductions which applied from July 2024.  In the six months to December 2024 

there is no evidence of the anticipated switch from smoked tobacco to heated 

tobacco.  The forecasts have been adjusted to defer the expected impact by one 

year and this adjustment adds $82 million to tax revenue across the forecast period.   

Time Limited Funding 

25. Inland Revenue has time-limited funding of $26.5 million which expires on 30 June 

2025.  This funding was introduced in Budget 2022 to ‘maintain capability, integrity 

and to respond to demand’ and was used to maintain compliance activities in the 

post-COVID economy. These forecasts have been updated to reflect the impact on 

tax revenue and cash collections of this reduction in funding and associated full-

time equivalent employees.  The impact over the forecast period is a $600 million 

decrease in tax revenue and a $216 million increase in impairment.   

26. Inland Revenue has been invited to submit a cost pressure bid to maintain this 

funding over the forecast period and outyears. If this bid is successful, this reduction 

in tax revenue and cash collections will be reversed. 

 
8 In addition to the net revenue increase in the table there is also a reduction in impairment expense of $1.3m 
per annum 
9 Amendments agreed by joint ministers relate to proposed changes during FEC consideration of the Taxation 
(Annual Rates for 2024-25, Emergency Response, and Remedial Measures) Bill and cover a range of topics.  The 
largest revenue positive item is a remedial change to ensure the platform economy flat rate credit does not go 
to GST-registered taxpayers.  None of the other five topics exceed +/- $0.2m per year. 
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Table four: Time limited funding expiry – effect on tax revenue 

 $m – increase/(decrease) 

Vote Revenue 2024/25 2025/26 2026/27 2027/28 2028/29 & 

outyears 

Tax Revenue: 

Expiry of time-limited funding 

from 1 July 2025. - (150.000) (150.000) (150.000) (150.000) 

Total change in tax 

Revenue10. - (150.000) (150.000) (150.000) (150.000) 

 

Risks and ongoing uncertainties 

27. Uncertainty remains on the timing and strength of recovery in income and 

consumption taxes from the current softness, and income tax return filing for 2023-

24 is not yet complete. When these returns eventually arrive they can significantly 

alter tax results as they replace earlier estimations.  The forecasts continue to 

include a pro-cyclical recovery - particularly boosting growth in company tax over 

the next two years, and with a return to rates of growth more in line with the 

underlying economic parameters thereafter. 

28. Dividend payments usually peak in April following a March declaration. Last year 

had unusually high dividends declared in advance of the 39% trustee tax rate taking 

effect. It is still unclear what impact last year’s surge will have on dividend flows in 

the current and subsequent years. It could emerge that the current year is 

abnormally low in dividend flows, and it may take another year, or more, for a “new 

normal” to be established.   

29. The impact of the trustee tax rate change (to 39%) more generally remains 

uncertain as the ongoing behavioural response to these new settings is yet to be 

determined. 

30. Portfolio investment entities (PIEs) are an increasingly important tax base, primarily 

due to ongoing growth in KiwiSaver funds under management. PIE taxation was 

significantly above forecast in the 2023/24 fiscal year, but returns on investment 

are volatile and return-on-investment swings add risk to the company tax forecasts. 

Most PIE taxation arrives annually, in April. 

 

Consultation 

31. The Treasury have been consulted on this report.  The Treasury reported their 

preliminary forecasts to the Minister of Finance on 21 February.  

Next steps 

32. Tax forecasts for Budget 2025 will be finalised on Monday 14 April 2025 and will 

incorporate the Budget package to the extent that the chosen package affects tax.  

Finalised tax forecasts will be reported to you on 17 April. 

 
10 The receipts (cash) measure has a larger reduction of $240 million per year.  The difference between the two 
measures represents an increase in the debt book for which there will also be an associated increase in impairment 
expenditure of $54 million per annum, totalling $216 million across the forecast period. 
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33. Budget 2025 is scheduled for release on 22 May.   

34. Tax results for January, February, and March will continue to be reported against 

the earlier HYEFU 2024 forecasts.  Results for January will be reported to you on 26 

February. April results, which will contain some once-per-year activity11, will be 

reported against the final Budget 2025 forecasts.   

 

 
11 Dividend flows, and taxation of PIES both have significant peaks in April.  Larger corporate tax returns for the 
prior year (in this case 2023-24) also tend to be filed in the last week of March or early April and are often not in 
time to inform Budget forecasts.  These lagged, but large, tax returns have the potential to significantly alter 
year-to-date results for income tax revenue, as they both replace 2023-24 estimations with “actuals”, and also 
update existing 2024-25 (and part of 2025-26) estimations. 
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Policy 
Taukaea 

55 Featherston Street 

PO Box 2198 

Wellington 6140 

New Zealand 

T. 04 890 1500 

Briefing note 
 

 

Reference: BN2025/084 

 

Date: 28/02/2025 

 

 

To: Revenue Advisor, Minister of Revenue – Angela Graham 

 Private Secretary, Minister of Revenue – Helen Kuy 

 Revenue Advisor, Minister of Finance – Emma Grigg   

 

From: Thomas McKay 

 

Subject: Briefing note on Investment Boost and a comparison between the 

preferred option and a company tax rate cut 

 

Purpose 

1. This briefing note provides a comparison between Investment Boost and a company 

tax rate cut. Investment Boost is currently under budget consideration (we attach 

previous advice IR2024/361, TSY2024/2360 and IR2024/418, TSY2024/2674). 

2. This note was requested by the Minister of Finance’s office to aid Ministers’ decision 

making for upcoming Budget meetings. 

3. Investment Boost is a partial expensing regime aimed at increasing capital 

investment and capital intensity. It would allow businesses to immediately expense 

a portion of new capital investments, lowering their taxable income immediately. 

This reduces tax paid for new investments and will incentivise greater investment. 

Officials recommend that Investment Boost be available for a broad base of assets, 

consistent with New Zealand’s broad-base low-rate approach. 

4. Investment Boost is currently the preferred policy being advanced, in particular 

over a reduction in the company tax rate. This is because of the higher investment 

impact per dollar of fiscal cost, and the relatively lower integrity risks incentives. 

Both policies aim to reduce the marginal tax rate for foreign investment, but 

Investment Boost has greater benefits with fewer drawbacks. 

Investment Impact per Dollar of Revenue Forgone 

New vs. Existing Investments  

5. Compared to a cut in the company rate, Investment Boost is more effective in 

directing the reduction in tax towards new investments, thereby increasing the 

after-tax return specifically for new capital formation. Lowering taxes on existing 

investments gives up significant revenue without any investment impact. 

Investment Boost only allows partial expensing on new assets. This is a targeted 

approach that means fiscal resources are used efficiently to stimulate new 

investments, rather than providing windfall gains to existing investors. In contrast, 

a reduction in the company tax rate benefits both new and existing investments, 

leading to a higher fiscal cost without necessarily increasing new investment.  
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Treatment of Economic Rents  

6. Investment Boost continues to tax economic rents (returns in excess of the 

minimum required for investment) whereas a reduction in the company tax rate 

would not.  

7. Consider an example of a company that invests $1 million and generates $10 

million in revenue, resulting in a $9 million profit. We would describe this as an 

economic rent, because the revenue is far in excess what would be required to 

incentivise the investment. With partial expensing, the company can accelerate 

deductions for a portion of the $1 million investment, leading to a small tax 

revenue loss for the government. In contrast, a company tax rate reduction lowers 

the tax on the entire $9 million profit, resulting in a larger tax revenue loss. Thus, 

partial expensing is more efficient as it targets the initial investment cost without 

significantly affecting the substantial profits. 

Integrity Risks 

8. Investment Boost maintains the integrity of the tax system by not widening the gap 

between the top individual tax rate and the company tax rate. This avoids 

exacerbating integrity issues related to income sheltering, where individuals might 

otherwise shift personal income into companies to benefit from lower tax rates. In 

contrast, a reduction in the company tax rate could reduce the integrity of the 

personal income tax system unless accompanied by higher taxes at the shareholder 

level. This is because it increases the benefits of sheltering personal income in 

companies, potentially leading to greater tax avoidance. 

Other options 

9. Investment Boost is a partial expensing regime that allows a larger deduction in the 

year an investment is acquired. A similar policy is depreciation loading which 

increases the value of annual depreciation deductions. These policies are similar, 

and both are a form of accelerated depreciation. An advantage of Investment Boost 

(PE) over depreciation loading is it can be applied to assets that are not subject to 

tax depreciation (such as non-residential buildings). Further, PE will tend to benefit 

longer-lived assets more than loading does which may be desirable if the goal is to 

increase long run capital stock. 

10. Other than Investment Boost or reducing the company tax rate, Inland Revenue’s 

2022 Long-term insights briefing1 looked at: 

• Indexation of the tax base for inflation (that is, only taxing real returns) 
• Changing thin capitalisation rules (rules that govern the amount of interest 

deductions allowed for highly leveraged foreign investment into New Zealand). 

There is a current item of the Tax and Social Policy Work Programme looking at 

the thin cap rules. 

• Introducing an allowance for corporate equity (a deemed deduction for equity 

invested in New Zealand similar to current interest deductions). A challenge with 

this option is that it may not integrate well with a personal income tax which is 

aimed at taxing income comprehensively.   

• Introducing incentives for specific businesses or industries.  

• Developing a dual income tax system that lowers the corporate rate and taxation 

of normal returns while maintaining higher taxes on labour income and economic 

rents. This would be a significant system change that could not be implemented 

in the short term. 

  

 
1 Tax, foreign investment and productivity – long-term insights briefing 
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11. Of the options looked at in the LTIB, the most promising options that are able to be 

progressed quickly are reducing the company tax rate or an accelerated 

depreciation measure like Investment Boost noting that work on thin capitalisation 

rules is already occurring. 

Conclusion 

12. Investment Boost is favoured over a reduction in the company tax rate due to its 

targeted approach, fiscal efficiency, and minimal impact on tax system integrity. 

While both policies have their merits, Investment Boost offers a more effectively 

increases productivity and investment per dollar of fiscal cost, without the 

drawbacks associated with a company tax rate reduction. 

 

Consultation with the Treasury 

13. The Treasury was consulted on this briefing note.  

 

 

Thomas McKay 

Policy Advisor 
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Reference: BN2025/151 

 

Date: 3 April 2025  

 

 

To: Revenue Advisor, Minister of Finance – Emma Grigg 

 Revenue Advisor, Minister of Revenue – Angela Graham 

 Private Secretary, Minister of Revenue – Helen Kuy 

 

 

From: Adam Carter, Senior Policy Advisor 

 

Subject: Previous depreciation loading regime 

 

Purpose 

1. This briefing responds to the Minister of Finance’s request for more information on 

the former depreciation loading regime and on the depreciation rate applying to 

international aircraft.  

Transition to new depreciation regime 

2. Following the Valabh Committee’s comprehensive review of the tax system in the 

late 1980s, the New Zealand Government decided to transition to a new 

depreciation regime where rates were set by following more robust criteria set out 

in legislation. The reforms were intended to ensure that depreciation rates more 

closely mirrored an assets actual decline in economic value.  

3. There was a significant transition period to minimise uncertainty for businesses and 

allow new rules to be created. From the 1991 to 1993 income year, businesses 

continued to use the old rates. From the 1993 to 1996 income year businesses had 

the choice between using the old rates or the new economic rates. Most new 

investments during this period could also access a 25% depreciation loading.  

Depreciation regime based on economic rates 

4. From 1996, businesses had to use the new economic rates. Most new investments 

could also access 20% depreciation loading. 20% loading means that rather than 

depreciating an asset at 10% each year, for example, the asset can be depreciated 

at 12% each year. The 20% loading was intended to be permanent and was set so 

that New Zealand tax settings remained internationally competitive (particularly in 

relation to Australia). The 20% loading was broad-based but excluded the following 

assets: 

• Buildings (residential and non-residential). These were excluded because the 

rate for buildings had already been significantly increased to 4% Diminishing 

Value (DV) (previously 1 or 2% Straight Line (SL)). The Government excluded 

these assets to manage the fiscal cost. 
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• Imported second-hand motor vehicles. This exclusion was likely for political 

reasons.  

• Fixed-life intangible property. These assets were required to be depreciated on a 

straight-line basis over the legal life of the asset for anti-avoidance purposes.  

• International aircraft (discussed below) 

5. Assets previously used in New Zealand as depreciable property were also excluded. 

It was considered that trading in these assets did not add to the productive 

capacity of New Zealand; it just changed their ownership. 

6. A major review of depreciation was conducted by Inland Revenue in 2004. This 

resulted in several changes intended to better align the tax depreciation rates for 

machinery and equipment with their economic decline in value. Building 

depreciation was also reduced from 4% DV to 3% DV. 

Removal of depreciation loading in 2010 

7. In 2010, the Victoria University Tax Working Group recommended the removal of 

depreciation loading. The key reason for removing loading was to align depreciation 

rates on assets to more closely to their economic lives, increasing the neutrality of 

the tax system. Officials from Inland Revenue and the Treasury supported the 

removal at the time.1 The removal was part of a package of changes used to fund a 

reduction in personal income tax rates. Building depreciation was first set to 0% as 

part of these reforms. 

Differences between depreciation loading and Investment Boost 

8. Depreciation loading and partial expensing (“Investment Boost”) are very similar 

policies. They both increase the present value of depreciation deductions, reducing 

the cost of capital, and making foreign investment more attractive. Some key 

differences are: 

• Investment Boost benefits depreciable assets that have a depreciation rate of 

0% (i.e., buildings) whereas depreciation loading does not benefit these assets. 

• Investment Boost provides a large deduction in the first year an asset is acquired 

whereas depreciation loading spreads the faster deductions over a longer period 

of time. 

• Investment Boost tends to provide a slightly larger benefit to longer-lived assets 

relative to depreciation loading which provides a slightly larger benefit to 

shorter-lived assets.  

International passenger aircraft 

9. The Minister of Finance has also asked for some more advice on the depreciation 

rate of international aircraft. We have collated the following information. 

10. International passenger aircraft have a statutory depreciation rate of 15% 

diminishing value (DV) and 10% straight-line (SL). The depreciation rate for 

international aircraft has not changed since it was set in 1993. As part of the 

transition to the new depreciation regime, the Government at the time had 

proposed that the depreciation rate for international aircraft be decreased from 

25% to 6% (or 7.2% with loading) based on their estimated useful life. The airline 

industry requested the Government provide a more generous rate and expressed 

 
1 Accelerated depreciation has always been a finely balanced issue involving a trade-off between neutrality, 
revenue sufficiency and attracting foreign investment. The 2010 changes were driven by: 
• Pressure to fund changes to personal income tax rates, particularly lowering the top marginal rate 
• Some modelling suggesting NZ had comparatively low EMTRs 
Since then, there has been increasing international trends to reduce EMTRs on foreign investment. There has also 
been more sophisticated modelling from OECD (and extended in last LTIB) that New Zealand has high EMTRs. 
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concerns that the proposed 6% rate would make the New Zealand airline industry 

uncompetitive. As a result of this, the 15% DV and 10% SL rates were agreed. 

Depreciation loading was denied for international aircraft on the basis that they 

received this more generous statutory concession.  

11. Domestic passenger aircraft in New Zealand have a lower statutory depreciation 

rate of 10% DV and 7% SL. Standard accounting treatment of aircraft also 

suggests that aircraft depreciate at a rate closer to that used for domestic aircraft 

than international aircraft.  

12. However, it is common for countries to provide concessionary tax treatment for 

aircraft. For example, the DV rate for general aircraft in Australia is even higher 

than New Zealand at 20% DV.2 The rate in Singapore is more generous again. 

13. International aircraft are depreciable property and will be eligible for Investment 

Boost. We have estimated that international aircraft would be no worse off than 

they are currently if they are eligible for Investment Boost and the depreciation 

rate is reduced from 15% DV to 11% DV. Grandfathering provisions for existing 

stock would need to be considered. 

Consultation with the Treasury 

14. The Treasury was informed about this briefing note.  

 

 

 

 

Adam Carter 

Senior Policy Advisor, Inland Revenue 

 

 
2 Like New Zealand, this rate is set in legislation and overrides the ATO prior determination that the DV rate is 
10%. 
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Reference: BN2025/168 

 

Date: 16 April 2025 

 

 

To: Revenue Advisor, Minister of Finance – Emma Grigg 

 Revenue Advisor, Minister of Revenue – Angela Graham 

 Private Secretary, Minister of Revenue – Helen Kuy 

 

 

From: Thomas McKay 

 

Subject: Dual effects of Investment Boost and KiwiSaver changes on 

businesses  

 

 

 

Background 

1. The Minister of Finance has asked for examples of the net effect of two budget 

items on businesses, being Investment Boost and increased KiwiSaver employer 

contributions. Investment Boost allows businesses to immediately expense 20% of 

the cost of qualifying capital assets, reducing taxable income in the year of 

purchase. KiwiSaver employer contributions are increasing from 3% to 3.5% on 1 

April 2026 and to 4% on 1 April 2028 (ref IR2025/125). 

2. This briefing note gives a simple example of the two effects on a business with 

eight employees. The example is illustrative; a key caveat is that the combined 

effect will differ substantially across different types of businesses and, as 

Investment Boost only applies when new capital expenditure is undertaken, can 

differ from year to year for a given business. This means the combined impact will 

be situation specific. 

3. There are many factors which may affect the cost and benefits of each policy to 

businesses. KiwiSaver contributions may be offset by lower wage growth which will 

lower their cost over time. Additionally, firms in loss or that do not invest in eligible 

capital assets will not see immediate cash flow benefit from Investment Boost. 

Example 1 

4. A building company has 8 employees, all of whom have salaries of $80,000. 

Assume that all 8 employees increase their personal KiwiSaver contribution up to 

the maximum matching level. The increase of KiwiSaver will require the employer 

to initially contribute an additional $400 per worker for a total additional cost of 

$3,200. From 2028/2029 the employer will need to contribute an additional $800 

per worker for a total additional cost of $6,400. However, these additional wages 

also lower the taxable income of the company reducing the net cost to the 

business.  
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Table 1: Additional costs due to KiwiSaver over a 5-year period 

Year Additional cost ($) Cash flow cost to business ($) 

2026-2027 -3200 -2304 

2027-2028 -3200 -2304 

2028-2029 -6400 -4608 

2029-2030 -6400 -4608 

2030-2031 -6400 -4608 

 

5. Suppose the company has a fleet of vans, specialist tools and scaffolding which are 

depreciable property. The company renews this capital by spending $100,000 per 

year replacing these assets. These new capital assets all qualify for Investment 

Boost. Assume that the weighted average depreciation rate is 20% (diminishing 

value) for these investments. Investment Boost reduces the tax paid in the 

following way.  

Table 2: Additional tax deductions due to Investment Boost (IB) over a 5-year period 

 

Year Additional 

deductions due 

to new IB 

investment 

Reduced 

deductions due 

to previous IB 

investment 

Net deductions 

due to IB ($) 

Cash flow value 

of net 

deductions ($) 

2026-2027 16000 -0 16000 4480 

2027-2028 16000 -3200 12800 3584 

2028-2029 16000 -5760 10240 2867 

2029-2030 16000 -7808 8192 2294 

2030-2031 16000 -9446 6554 1835 

 

6. The additional deductions due to IB reduce over time as you increase deductions in 

year one of a new asset but lower the deductions for following years. A single 

investment of $100,000 gives additional deduction of $16,000 in year 1 of the 

asset’s life, but reduces deductions in years 2-5 by $3,200, $2,560, $2,048 and 

$1,638 respectively. This is why the deductions fall from $16,000 in 2026-2027 to 

$6,554 in 2030-2031. 

7. The combined effect of the policies would then be the following. 

Table 3: Net effect of IB and KiwiSaver changes over a 5-year period 

Year Effect of KiwiSaver 

($) 

Effect of IB ($) Net effect ($) 

2026-2027 -2304 4480 2176 

2027-2028 -2304 3584 1280 

2028-2029 -4608 2867 -1741 

2029-2030 -4608 2294 -2314 

2030-2031 -4608 1835 -2773 

 

8. In this example, IB fully offsets the cost in the first year two years but only partially 

offsets after that. This means that the example business can address potential 

cashflow issues and offset the unexpected costs of the KiwiSaver contribution 

changes with increased IB deductions.  



 

  Page 3 of 4 

[IN CONFIDENCE]  

9. However, the net effects of the two policies will vary from company to company and 

are dependent on several factors discussed below.  

Example 2 

10. IB benefits are tied to the timing of new capital investments. In example 1 the 

business invests in $100,000 of new capital each year. If instead the business were 

to only invest $100,000 in 2028-2029 and make no investments in subsequent 

years, then this would have the following impact. 

Table 4: Net effect of IB and KiwiSaver changes over a 5-year period when only investing 

100,000 in 2028-2029 

Year Effect of KiwiSaver 

($) 

Effect of IB ($) Net effect ($) 

2026-2027 -2304 0 -2304 

2027-2028 -2304 0 -2304 

2028-2029 -4608 4480 -128 

2029-2030 -4608 -896 -5504 

2030-2031 -4608 -717 -5325 

 

11. In example 2, IB has no effect in 2027-2027 and 2027-2028 as there is no capital 

investment in those years. In 2028-2029 it partially offsets the cost of KiwiSaver 

changes. However, from 2030 onwards IB has a negative effect on cashflow 

because the depreciation deductions that would have been available have been 

reduced. 

Additional factors 

12. The examples assume that the increase in KiwiSaver contribution is borne by the 

employer, although there is uncertainty about the incidence of this cost. Initially 

employers may bear the cost, however over time this would likely be offset by a 

commensurate decrease in wage growth due to increased employer contributions to 

KiwiSaver. 

13. The examples use a building company with a mix of employees and capital 

expenditure. Different types of businesses use different amounts of labour and 

capital expenditure. In particular; 

a. The more capital intensive the firm, i.e. the more capital expenditure 

the firm spends per year, the greater the tax reduction from Investment 

Boost. 

b. The higher the total salary that employers payout, the larger the cost of 

additional KiwiSaver contributions. 

14. Each business’s mix of these two will determine the net effect of the two policies on 

their cost. 

15. The effect of Investment Boost also depends on the business acquiring qualifying 

assets. If they were to buy ineligible assets, then they would not gain the benefits 

of Investment Boost. This may be particularly likely for some small businesses who 

acquire second-hand capital assets (i.e., large businesses will often upgrade capital 

assets creating a secondary market for second-hand capital assets). 

16. Businesses in loss pay no company tax in that year, so if the company in the 

example above was in loss they would have an additional $6,400 in costs with no 



 

  Page 4 of 4 

[IN CONFIDENCE]  

cashflow benefit in that year. These businesses will be able to carry forward their 

tax deductions to offset taxable income in future years.   

17. Investment Boost is primarily a timing advantage to businesses, it allows larger 

deductions in early years and lower deductions in later years. The actual benefit to 

a given business depends on the discount rate they are using i.e., the value of 

deferring $1 of tax.  

Consultation with the Treasury 

The Treasury was informed about this briefing note.  

 

Thomas McKay 

Policy advisor 
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Reference: BN2025/195 

 

Date: 23 April 2025 

 

 

To: Revenue Advisor, Minister of Finance – Emma Grigg 

 Revenue Advisor, Minister of Revenue – Angela Graham 

 Private Secretary, Minister of Revenue – Helen Kuy 

 

 

From: Eleanor Ward 

 

Subject: Addendum to BN2025/168 

 

 

As discussed, please find attached further detail on Table 2 in BN2025/168. 

 

 

Consultation with the Treasury 

The Treasury was informed about this briefing note.  

 

Elly Ward 

Principal policy advisor 

 

This example used a depreciation rate of 20% and asset values of $100,000, as per BN

Single Asset example
Investment Boost Year 1 Year 2 Year 3 Year 4 Year 5
Yearly deductions for a $100,000 asset 36000 12800 10240 8192 6554
Tax effect at 28% of deduction (cash flow benefit) 10080 3584 2867 2294 1835
Status quo
Yearly deductions for a $100,000 asset 20000 16000 12800 10240 8192
Tax effect at 28% of deduction (cash flow benefit) 5600 4480 3584 2867 2294
Difference between PE and the status quo
Difference in the yearly deductions for a single asset 16000 -3200 -2560 -2048 -1638
Difference in the tax effect 4480 -896 -717 -573 -459

Multi year multi asset example
Difference in tax effects for yearly purchases of $100,000 asset

Year 1 Year 2 Year 3 Year 4 Year 5
Year 1 asset purchase 4480 -896 -717 -573 -459
Year 2 asset purchase 4480 -896 -717 -573
Year 3 asset purchase 4480 -896 -717
Year 4 asset purchase 4480 -896
Year 5 asset purchase 4480
Tax foregone due to Investment Boost per year 4480 3584 2867 2294 1835
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Date: 8 May 2025 

 

 

To: Revenue Advisor, Minister of Finance – Emma Grigg  

 Revenue Advisor, Minister of Revenue – Angela Graham 

 Private Secretary, Minister of Revenue – Helen Kuy 

 

 

From: Paul Young 

 

Subject: Budget Sensitive - Treatment of assets under construction  

 

Assets under construction as at 22 May 2025 

1. This briefing note is intended to ensure that the way that Investment Boost would 

apply where assets are under construction on 22 May 2025 is clearly understood.  

2. Investment Boost deductions will be available for assets which become available for 

use on or after 22 May 2025. Some assets that are constructed may have had a 

smaller or larger proportion of their expenditure occur prior to 22 May 2025 but 

because they are not available for use until after 22 May 2025, they will be eligible 

for Investment Boost. This is consistent with the costing of the policy that has been 

prepared for the Budget. 

3. One widely known example of this is likely to be the IKEA store that is expected to 

open in Auckland in late 2025. Construction of the store is well underway and as it 

is a commercial building they would be entitled to Investment Boost based on the 

full cost of the store when the store becomes available for use.    

4. This treatment of assets under construction is consistent with the treatment that 

those assets would have under the depreciation regime. Where assets are under 

construction but are not complete, they are not yet able to be depreciated or be 

eligible for an Investment Boost deduction. Once they have been completed and 

become available for use these deductions will be available. 

Consultation with the Treasury 

5. The Treasury was informed about this briefing note.  

 

 

 

 

Paul Young 

Acting Policy Lead 
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POLICY 

Tax policy report: Considering a KiwiSaver switch as part of Budget 2025 

Date: 31 October 2024 Priority: Medium 

 

Security level: Sensitive - Budget  Report number: IR2024/428 

Action sought 

 Action sought Deadline 

Minister of Revenue Note the contents of this report  

Agree to recommendations 

14 November 2024 

Minister of Finance  

 

Note the contents of this report  

Agree to recommendations 

14 November 2024 

Contact for telephone discussion (if required)  

Name Position Telephone 

Carolyn Elliott Policy Lead  

Joshua Fowler Senior Policy Analyst  

Ella Patterson Policy Analyst  
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31 October 2024 

 

Minister of Finance 

Minister of Revenue  

Considering a KiwiSaver switch as part of Budget 2025 

Purpose 

1. As part of Tax and Social Policy Work Programme discussions, Ministers 

commissioned advice on increasing the minimum KiwiSaver employer contribution 

from 3% to 4% and amending the government KiwiSaver contribution (“GVC”) as 

a KiwiSaver switch. The Minister of Revenue also expressed interest in amending 

the age eligibility settings for particular KiwiSaver incentives.  

2. This report provides analysis and preliminary estimates of fiscal savings associated 

with the options for carrying out a KiwiSaver switch. We have also provided a 

summary of previous advice on enhancing wider KiwiSaver settings, such as 

changing the age-based eligibility for particular KiwiSaver incentives. 

KiwiSaver “switch” and age eligibility settings 

3. We have developed options to meet the commissioning provided above and have 

undertaken preliminary modelling to determine how these packages would affect 

KiwiSaver members at different income levels. Further work will be required to 

develop these costs if you wish to progress these proposals as part of Budget 2025.  

4. We have largely focused on proposals that means test eligibility for the GVC. 

However, we note Ministers have the ability to remove the GVC entirely and increase 

the KiwiSaver employer contribution to 4%. Based on modelling which uses 

forecasts produced for Budget 2024 as a baseline, Crown expenditure on the GVC 

is expected to total $3.7bn from 2026/27 to 2028/29. A KiwiSaver switch would 

result in increased ESCT of $1.9b but reduced income tax of $1.1b over the forecast 

period.  

 

 

5. We have determined that if the GVC were removed entirely, the combined impact 

of the KiwiSaver switch would have the greatest impact on KiwiSaver members 

earning a gross annual salary of $34,762 per annum, the salary level at which an 

individual contributing at 3% would be eligible for the maximum GVC of $521.43. 

However, once a member’s annual income reaches $74,490, the after-tax value of 

the increased employer contribution of 4% is equal to the foregone GVC of $521.43.  

6. Using these insights, we have provided two options (and fiscal estimates) for a 

“KiwiSaver switch”. This would involve means testing the GVC and increasing the 

employer contribution from 3% to 4%. In each case, the employee contribution 

would be coupled (i.e. the employee would be required to contribute to receive the 

employer contribution) but not matched (i.e. the employee would contribute 3%, 

and the employer would contribute 4%).  

7. We also included estimates for amending age eligibility settings. These estimates 

draw upon our earlier report of 8 August 2024 (IR2024/293 refers). A summary of 

the fiscal implications associated with the GVC eligibility and age-related options is 

presented in the table below. We note that these outcomes are for employees only, 

s 9(2)(f)(iv)



 

IR2024/428 Considering a KiwiSaver switch as part of Budget 2025 Page 2 of 11 

[SENSITIVE] 

and those with some form of mixed types of income and those who are self-

employed could be made worse off by the “switch” options, below.  

Option Employer 
contribution 

GVC eligibility Crown savings Impact on KiwiSaver 
accounts1 

Option 1: 
In/Out 
eligibility for 
GVC 

4% Retain for members 
earning <$74,490 

Members earning 
≤$74,490 better off; those 
earning ≥ $74,490 as well 
off or better off 

Option 2: 
Abating 
Eligibility for 
GVC 

4% Retain for members 
earning <$34,762, 
Decreases for 
incomes $34,762 - 
$74,490, No GVC for 
incomes above 

Members earning ≤ 
$34,762 better off; those 
earning $34,762 - $74,490 
no worse off; those 
earning ≥ $74,490 as well 
or better off 

Extending 
eligibility for 
employer 
contributions 
to age 70 

3% No GVC extension2 Improves financial support 
for older members 

Extending 
eligibility for 
employer 
contributions 
and GVC to 
ages 16-17 

3% Include those aged 
16-17 

Increase costs by 
$36m (GVC only) or 
$48m (GVC + 
employer 
contributions) over 
forecast period 

Improves financial support 
for younger members 

Discussion 

8. Other impacts which we could provide further advice on include: 

8.1 Self-employed members: Those self-employed members who no longer 

qualify for the GVC would not receive an increased employer contribution to 

compensate for the reduction in the GVC.  

8.2 Members on total remuneration contracts: While the increase in employer 

contributions will ensure that members on a total remuneration contract will 

not be worse off in terms of contributions to their KiwiSaver balance, this 

increase will reduce their “take home” pay. 

8.3 Alignment of minimum contribution rates: Increasing the employer 

contribution to 4% while retaining the employee contribution at 3% would 

produce a mismatch between employer and employee contributions, which 

are currently identical. This “match” in contribution rates has been a 

longstanding feature of KiwiSaver and reflects the simplicity of the scheme’s 

design.  

Economic impacts  

9. In the short term, we anticipate that the economic impacts of a KiwiSaver switch 

could include increased labour costs and reduced profitability for firms due to the 

flow on effect of increasing the employer KiwiSaver contribution. In the long term, 

 
1 Note that this is solely focused on KiwiSaver balances. If (as we expect), total compensation to employees does 
not change over the long run, it will reduce other savings or current consumption. As such, it is not a measure of 
whether employees are better off overall. 
2 Note that because there are no KiwiSaver withdrawal restrictions to those aged 65 and over, if the GVC was 
extended it would be similar to a welfare payment that can be spent at any time. 
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we would expect the economic cost (or “incidence”) of the higher employer 

contributions to mostly fall on employees through slower wage growth.  

10. The KiwiSaver switch options are expected to impact savings incentives. While the 

impact will vary according to the option chosen, most evidence suggests the options 

in this report are unlikely to significantly impact the level or rate of saving in New 

Zealand. We would expect that change in the level of saving could impact the level 

of investment, but this impact would likely be small. This is because New Zealand 

is a small, open economy and so any change in domestic savings is likely to be 

offset by an change in foreign investment.  

Administrative implications  

11. We estimate the administrative impacts of means testing the GVC as extra-large 

and increasing the employer contribution rate as small. Inland Revenue would 

expect to seek funding for implementation of any Budget 2025 initiatives progressed 

as the department has no capacity to partially-fund or fully-fund such Budget 2025 

initiatives without directly impacting service delivery, tax revenue, debt or system 

change, and maintenance capacity.  

12. An implementation challenge arises from the misalignment between the period of 

assessment for the GVC and the period of assessment for income tax purposes. 

Eligibility for the GVC is determined according to the year ended 30 June, while 

income is taxed on a year ended 31 March basis. Additionally, the employer 

contribution rate is set according to employer information provided by Inland 

Revenue to software providers six months in advance of the beginning of an income 

tax year. 

13. In our view, the most viable options for implementing the changes would be to bring 

them into effect on the following dates: 

13.1 Employer contribution rate: The employer contribution rate could be 

increased from 1 April 2026. This would give employers and payroll providers 

(who usually require six months’ notice of a change) sufficient time to 

integrate the change. 

13.2 GVC means testing: The means testing of the GVC could be introduced from 

1 July 2026. This would apply to the GVC accrued over the 2026/27 fiscal 

year and affect the amount credited to KiwiSaver members in July 2027.  

Conclusion 

14. Overall, we consider that means testing eligibility for the GVC would represent an 

improvement on the status quo and recommend Ministers consider these options. 

Of the two options discussed in this report, we would recommend Option 1 for its 

relative simplicity and greater ease of implementation. We would also recommend 

any change to GVC eligibility be applied beginning or after the 2026/2027 

entitlement year.  

Next steps 

15. The next step is for Ministers to advise if any of the proposals in this report should 

be developed further for potential inclusion in Budget 2025. 
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Purpose 

21. On 8 August 2024 (IR2024/293 refers) we provided you with a report on a fiscally 

neutral package of KiwiSaver policy initiatives. Following Tax and Social Policy Work 

Programme discussions, you asked for further advice on developing a “KiwiSaver 

switch”. 

22. We have developed proposals which would increase the minimum KiwiSaver 

employer contribution from 3% to 4%, alongside a reduction in the government 

KiwiSaver contribution (GVC). Where the impact of the increased employer 

KiwiSaver contribution does not offset the reduction in the GVC, we have assumed 

a member would remain eligible for some amount of the GVC. The KiwiSaver 

employee contribution would be kept unchanged at 3%, resulting in a mismatch in 

the contributions of employers and employees (which are currently both 3%). 

23. This report provides two options for carrying out a “KiwiSaver switch” along with an 

analysis of these options. Preliminary fiscal estimates have also been provided to 

offer an indication of the likely savings associated with each option. Appendix 1 

contains a timeline for the possible implementation of the KiwiSaver switch. 

24. We have also incorporated options for enhancing wider KiwiSaver settings, such as 

considering the age eligibility for key KiwiSaver incentives as covered in our report 

of 8 August 2024 (IR2023/293 refers). Appendix 2 includes detailed costings for 

these options, as contained in previous advice. 

Background and the objectives of KiwiSaver  

25. KiwiSaver is a work-based retirement savings scheme intended to encourage 

savings and asset accumulation, support financial independence in retirement and 

facilitate private savings through the workplace (IR2024/236 and IR2024/293 

refer). KiwiSaver is designed to assist individuals who are not able to enjoy 

standards of living in retirement similar to those in pre-retirement. 

26. A strength of the scheme lies in the simplicity of its settings, which is well 

understood by members. Members who contribute a minimum of 3% of their gross 

salary or wages are eligible for a matching 3% contribution from their employers.  

Government contribution 

27. KiwiSaver members are eligible for a maximum GVC of $521.43 in a given financial 

year. Total Crown expenditure on the GVC for the year ended 30 June 2023 reached 

almost NZ $1 billion.3 Whilst the GVC is progressive since it is a fixed payment, it is 

relatively less progressive than other social payments because it is untargeted. We 

note past Treasury advice has suggested that expenditure on the GVC may 

represent limited value for money as a savings incentive4.  

28. The most recent reforms to the GVC occurred as part of a package of measures in 

Budget 2011. In 2011, the Government ended the tax-free status of KiwiSaver 

employer contributions, halved the GVC rate and increased both the minimum 

employee and employer contribution rates from 2% to 3%. These changes were 

spread over the 2012-2013 calendar years.5 

 

 

 
3 Past Treasury advice has expressed doubt on whether expenditure on the GVC is well targeted toward general 
retirement savings objectives and suggested expenditure on the GVC may represent limited value for money. 
4 Repeal of the KiwiSaver kick-start payment - 21 May 2015 - Regulatory Impact Statement - The Treasury 
5 https://www.beehive.govt.nz/release/fact-sheet-%E2%80%93-kiwisaver-changes  
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Managing trade-offs and objectives 

29. An ongoing challenge with KiwiSaver has been ensuring the scheme continues to 

support New Zealanders in achieving adequate retirement savings, whilst managing 

the expenditure spent on the scheme in response to ongoing fiscal pressures. 

30. Emerging trends such as declining rates of home ownership and the rising cost of 

New Zealand superannuation are likely to place pressure on current retirement 

policy settings. These trends suggest that private savings, such as KiwiSaver, will 

play an increasingly important role in supplementing the basic level of income 

provided by New Zealand superannuation.  

31. On this basis, you may wish to consider expanding the existing incentives of the 

KiwiSaver scheme to a wider age group or adjusting the default settings6. By 

considering such policy initiatives alongside better improving the efficiency of 

KiwiSaver expenditure, KiwiSaver members can be better supported in achieving 

an adequate level of retirement savings.  

Options for carrying out a KiwiSaver switch  

32. Based on modelling which uses forecasts produced for Budget 2024 as a baseline, 

Crown expenditure on the GVC is expected to total $3.7bn from 2026/27 to 

2028/29. If GVC was to be removed entirely, and the employer contribution was to 

rise to 4% (increasing the amount of ESCT collected, and reducing income tax from 

employers), there would be saving of $4.5b over the forecast period.  

 

  

33. Based on Ministers’ initial commissioning, we have produced preliminary modelling 

to illustrate how a KiwiSaver switch which retains an element of GVC would affect 

KiwiSaver members under typical employment contracts at different income levels 

in the short term.7 This modelling assumes that the minimum employer contribution 

rate would increase to 4%, while the employee contribution rate would remain at 

3%. Further work will be required to develop these costs if you wish to progress 

these proposals as part of Budget 2025.  

Modelling the impact on members 

34. If the employer contribution rate were to be increased from 3% to 4%, and the GVC 

removed entirely, members earning a gross (i.e. before tax) salary of $34,762 per 

annum would be most affected. This is because $34,762 is the annual income level 

at which a member’s employee contributions would ordinarily start to qualify for the 

maximum GVC of $521.43. As the after-tax value of the additional 1% employer 

contribution is only $286.79, members earning $34,762 per annum would 

experience a net loss of $234.64 in direct contributions to their KiwiSaver balances. 

35. However, as a member’s salary rises, so too does the value of the additional 1% 

employer contribution in absolute terms. Once a member’s income reached 

$74,490, the value of the additional 1% employer contribution would exactly offset 

the loss of the GVC. Above an annual income of $74,490, the additional 1% 

employer contribution exceeds the value of the GVC. These insights inform the 

distributional analysis below. 

 

 
6 For example, the Retirement Commissioner’s recent review of opportunities for KiwiSaver proposed that 
increasing employee and employer contribution rates to 4% each would enable median income earners to achieve 
a 70% replacement rate for 20 to 30 years. 
7 This modelling assumes a member’s KiwiSaver contributions are comprised of employee and employer 
contributions only (e.g. does not include voluntary contributions). 

9(2)(f)(iv)
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Options and distributional impacts 

36. The proposals for amending the GVC and the impact on wage and salary earners 

compared to the status quo can be broadly described as follows:  

37. Option 1: In/out eligibility for the GVC in which the current GVC is retained for 

members earning a gross annual salary of $74,490 or less.  

37.1 Impacts: Those earning less than $74,490 would be better off than under 

the status quo due to the combined impact of the additional 1% employer 

contribution and continued access to the full amount of the GVC. Those 

earning $74,490 or more would be as well off, or better off than they are 

currently due to the increased employer contribution being higher than the 

previously received GVC.  

37.2 

38. Option 2: Abating eligibility for the GVC. Members would retain full eligibility for the 

GVC up to an annual income of $34,762 before abating the GVC up to $74,490 and 

removing eligibility entirely thereafter.  

38.1 Impacts: Those earning $34,762 and under would be better off than under 

the status quo due to the combined impact of the additional 1% employer 

contribution and continued access to the full amount of the GVC. Those 

earning between $34,762 and $74,490 would be no worse off than under 

the status quo because of the abating GVC. Those earning above $74,490 

would be better off than under the status quo due to the additional 1% 

employer contribution exceeding the full value of the GVC. 

38.2 However, there are a group of members who would be worse off. These are 

members who have annual income between $61,731 and $62,330 and are 

pushed into a higher ESCT rate by the increased employer contribution. The 

ESCT rate is a flat rate so, applies to all of the employer 

contribution. Because of this, those members pay more tax than previously, 

and the higher tax exceeds the increased employer contribution in this small 

income range.  

38.3 

Extending eligibility for KiwiSaver incentives 

39. The Minister of Revenue has indicated interest in expanding the age-based eligibility 

for particular KiwiSaver incentives such as the GVC and employer contributions. 

Making such enhancements to KiwiSaver settings would improve the equity of the 

scheme, and support savings habits among those who enter the workforce early or 

remain in the workforce after reaching the retirement age. In our advice of 8 August 

2024 (IR2023/293 refers) we provided estimated costs for the following:  

s 9(2)(f)(iv)

s 9(2)(f)(iv)
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40. Further information on these costs, and other policy options with no associated fiscal 

costs that were explored in previous KiwiSaver advice, are contained in Appendix 2 

below. If you wish to consider including these items for a Budget 2025 package, we 

will need to update our earlier costs and combine them with revised costs for the 

KiwiSaver switch.  

Distributional and economic impacts of a KiwiSaver switch  

41. There are at least two groups of KiwiSaver members who would not benefit from 

an increased 4% employer contribution. These are:  

Employees with total remuneration contracts  

42. Some KiwiSaver members are employed under what are known as “total 

remuneration” contracts. These KiwiSaver members fund their employer 

contribution out of their total wage or salary package. Increasing the employer 

contribution from 3% to 4% would reduce these employees’ take-home pay due to 

a greater proportion of their earnings being transferred to their KiwiSaver balances. 

43. According to research carried in 2022 by the Retirement Commissioner, almost half 

of employers use a total remuneration approach for at least some of their 

employees. This research also found that where an employer uses both approaches, 

general staff are more likely than senior staff to be paid under a total remuneration 

approach. The Retirement Commissioner has recommended the removal of the 

ability to take a total remuneration approach in both the 2022 Review of Retirement 

Income Policies and the recent KiwiSaver Opportunities for Improvement paper.  

Self-employed members 

44. KiwiSaver members who are self-employed would be worse off compared to the 

status quo because they would not receive an additional 1% employer contribution 

to offset any reduction in the GVC. Many self-employed KiwiSaver members 

contribute an amount necessary to ensure they qualify for the maximum amount of 

GVC. If these members are no longer eligible for any amount of the GVC their 

retirement savings accounts will be adversely affected. 

Economic impacts 

45. In the short to medium term, we would expect the following effects: 

45.1 Increased labour costs: Increasing the employer KiwiSaver contribution 

would raise the cost of labour, thereby increasing overheads and reducing 

profitability, especially in low-margin, labour-intensive industries (e.g., 

hospitality and aged care). For marginal firms this could impact hiring 

decisions. 

s 9(2)(f)(iv)
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45.2 Profitability and hiring: Firms may struggle to pass on these increased costs 

or offset them through productivity gains, leading to potential reductions in 

profitability. 

46. In the long term, we would expect the economic incidence of the higher employer 

contributions is likely to fall on employees, potentially through lower wage growth 

or adjustments in other benefits8. Accordingly, a reduction in the GVC with a 

compensatory increase in the employer contribution will ultimately shift the burden 

(or “incidence”) of the GVC from the Crown to some combination of employees and 

shareholders, making one or both parties worse off. 

47. The design of KiwiSaver switch and the age-related options will impact incentives 

to save. However, most evidence suggests that the options in this report are 

unlikely to significantly impact the level or rate of saving in NZ 

48. Any increase or decrease in saving could potentially impact the level of investment 

in New Zealand. However, we also expect this impact to be small. This is because 

New Zealand is a small open economy and so any change in domestic savings will 

likely be offset by an change in foreign investment. 

Potential for public interest  

49. Due to these varying distributional impacts and the interest which proposals which 

impact KiwiSaver balances in the past have received, we think there is potential for 

significant public interest in the KiwiSaver switch proposal. If you wished to progress 

work on a KiwiSaver switch, we recommend early consultation with groups such as 

the Financial Markets Authority, the Financial Services Council and the Retirement 

Commissioner.  

Administrative implications 

50. We estimate the administrative impacts of a KiwiSaver switch as follows: 

50.1 Means testing the GVC: Extra-large, with medium ongoing administrative 

impacts. Our preliminary view is that abating the GVC is unlikely to 

materially affect this impact analysis.  

50.2 Increasing the employer contribution rate: Small, both in terms of the 

upfront, and ongoing impact. However, the impact of this change will largely 

be felt by employers and payroll providers who would need to carry out 

software changes. 

51. Inland Revenue would expect to seek funding for implementation of any Budget 

2025 initiatives progressed as the department has no capacity to partially fund or 

fully fund such Budget 2025 initiatives without directly impacting service delivery, 

tax revenue, debt or system change, and maintenance capacity. Further information 

about the scale of these administrative costs is outlined in Appendix 2, below. 

Timing the implementation of a KiwiSaver switch 

52. Key factors in determining the implementation of a KiwiSaver switch are the 

different calendars governing the assessment and payment of the GVC and the 

reporting of income. These two calendars are: 

52.1 GVC assessment: The GVC is assessed over the course of a fiscal year (i.e. 

1 July to 30 June in each calendar year) and credited to KiwiSaver providers 

 
8 Summers, Lawrence H. 1989. ‘Some Simple Economics of Mandated Benefits’. The American Economic Review 
79 (2): 177–83 
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in the months of July and August immediately following the conclusion of the 

most recent fiscal year. 

52.2 Income assessment: The income which would form the basis of the means 

testing of the GVC is assessed over an income tax year (i.e. 1 April to 31 

March). Wage and salary earners will have their income assessments 

processed between 25 May and 7 June. Taxpayers who need to file an income 

tax return must file by 7 July. However, taxpayers with a tax agent have an 

additional year to file their income tax returns.  

53. The misalignment between fiscal and income years means that in at least some 

cases, the assessment of GVC eligibility will need to be postponed by a month or 

more to ensure that the information relevant to the income tax year which has just 

passed is available and can be acted on. Those taxpayers with an additional year to 

file their returns may need to wait until that information is available before their 

GVC eligibility can be assessed. Appendix 1 contains a timeline to advise you of key 

dates in the implementation of a KiwiSaver switch. 

Implementation timelines 

54. The employer information which is provided by Inland Revenue to payroll service 

providers, and which governs the payment of the employer contribution, applies at 

the start of an income year (i.e. from 1 April). In our view, the most viable options 

for implementing the changes would be to bring them into effect on the following 

dates: 

54.1 Employer contribution rate: The employer contribution rate could be 

increased from 1 April 2026. This would give employers and payroll providers 

(who traditionally require six months’ notice of a change) sufficient time to 

integrate the change.  

54.2 GVC means testing: The means testing of the GVC could be implemented 

from 30 June 2026, applying to the GVC accrued over the 2026/2027 fiscal 

year. This is based on the feasibility of implementation from a systems 

perspective, and the possible impact on members. 

55. We have not considered applying the change to the GVC for the current fiscal year 

ending 30 June 2025 as this would be a retroactive change which would affect GVC 

entitlements already established within the current year. Neither have we 

considered means testing the GVC accrued over the 2025/26 June year as this 

approach would only afford members three months at the increased 1% 

contribution rate, meaning that some members may be financially worse off in that 

year. We can provide you with further advice on the complexities of the 

implementation timeframes.   

Financial implications 

56. The fiscal implications for a KiwiSaver switch depend on the design of the option 

selected. Option 1 would save between $2.9bn and $2.3bn over the forecast period, 

while Option 2 would save between $3.0bn and 3.6bn over the same period. Based 

on our previous advice, introducing a package of KiwiSaver items to incentivise 

participation and raise contributions as indicated in Appendix 2 would have a fiscal 

cost of $62.4m to $74.4m over the forecast period. 

Consultation 

57. The Treasury and the Ministry for Business, Innovation and Employment were 

consulted in the preparation of this report.  
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Conclusion 

58. Overall, we consider that means testing eligibility for the GVC would represent an 

improvement on the status quo. The current universal eligibility for the GVC is 

untargeted, more expensive and less progressive than the alternatives discussed in 

this report. We would therefore recommend that you consider means testing 

eligibility for the GVC.  

59. Of the two options discussed in this report, we would recommend Option 1 for its 

relative simplicity and greater ease of implementation. We would also recommend 

any change to GVC eligibility be adopted and applied to June years beginning or 

after the 2026/27 June year.  

Next steps 

The next step is for Ministers to determine which, if any of the options, they wish 

to progress as part of Budget 2025 and if they wish to receive advice on any of the 

issues raised in this report and previous advice on KiwiSaver enhancement. 
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7 November 2024 

 

Minister of Revenue  

Additional information on a possible KiwiSaver switch as part of Budget 

2025 

Purpose 

1. This report provides preliminary estimates of the fiscal implications of your three 

additional proposals and is intended to assist you in your discussions with the 

Minister of Finance in preparation for Budget 2025.  

Background 

2. On 31 October 2024 we provided you with advice on options for developing a 

KiwiSaver “switch” for potential inclusion in Budget 2025 (IR2024/428 refers). This 

followed earlier advice on the development of a KiwiSaver package for consideration 

as part of setting the Tax and Social Policy Work Programme (IR2024/236 and 

IR2024/293 refer).  

3. At your meeting with officials on 6 November 2024, you requested additional 

information on the fiscal implications of using savings from restricting eligibility for 

the GVC to fund three additional options, which would increase contribution rates 

and expand access to KiwiSaver. We understand your intent is to create a fiscally 

neutral package which would improve the sufficiency of retirement savings.  

Discussion 

4. Details of the proposals which you have sought further advice on, and the estimated 

fiscal costs are contained in the paragraphs below. We have first outlined the 

savings or costs associated with each aspect of the proposals, and then combined 

them into three alternative packages.  

5. These high-level estimates have been prepared at pace. Accordingly, further 

analysis would be required if you wish to potentially progress any of these options 

through Budget 2025. These estimates do not include administrative costs.  

Changes to contribution rates 

6. In all cases below, we have assumed that eligibility for the GVC would be restricted 

to those earning up to $180,000 per annum. While setting the GVC cut-off at this 

level results in the packages generates some savings rather than being fiscally 

neutral, we consider that this is a sensible cut-off for the GVC as it aligns with the 

threshold for the top-tax rate. We can provide further estimates if you wish to create 

a perfectly neutral package.  

Option 1: Increase employer and employee contributions by 0.25% per annum for four 

years from 2026/27 (i.e. with phasing) 

7.  

  

8. 

s 9(2)(f)(iv)
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Option 2: Increase both employer and employee contributions to 4% with effect from 

2026/27 (i.e. without phasing) 

9.  

  

10. 

Option 3: Increase employer contributions to 4% (without phasing), retain employee 

contributions at 3%, from 2026/27  

11. 

12. 

Changes to age eligibility settings  

Extending eligibility for compulsory employer contributions to members aged 

under 18 and GVC eligibility for members aged 16 to 17 

13. You have indicated interest in extending eligibility for compulsory employer 

contributions to members aged under 18, and extending eligibility for the GVC to 

members aged 16-17.  

14. We have prepared three fiscal estimates for this policy change, depending on which 

of the three options outlined above is selected. In detail, these estimates are:  

14.1 Both employer and employee contributions rising to 4% over a period of four 

years (i.e. with phasing) from 1 April 2026:  

 

 

 

           

  

14.2 Both employer and employee contributions increase to 4% (i.e. without 

phasing) from 1 April 2026:  

 

 

 

 

 

14.3 Employer contributions rising to 4% percent (without phasing), retaining 

employee contributions at 3% from 1 April 2026:  

 

 

 

 

 

  

Removing age limit on employer contributions for over 65s 

15. You have also indicated interest in removing the current upper age limit on eligibility 

for compulsory employer contributions, ensuring KiwiSaver members aged over 65 

receive employer contributions if they remain in the workforce.   

s 9(2)(f)(iv)
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16. We have prepared two fiscal estimates for this option, depending on if you chose to 

increase employer and employee contributions to 4% with phasing as outlined in 

Option 1, or without phasing as outlined in Option 2. These options are: 

16.1 Setting the employer contribution rate at 4% (with phasing) from 1 April 

2026:  

 

 

 

 

  

16.2 Setting the employer contribution rate at 4% (without phasing) from 1 April 

2026  

 

 

 

  

17. The costs in para 16.2, above, also apply to option 3.  

Summary 

18. Overall, the fiscal implications of the proposals canvassed above can be summarised 

as follows (noting the components of these packages are further itemised in the 

appendix, below).  

Package One – Phased increase 

19. Package one would involve pairing Option 1 (increasing the employee and employer 

contribution to 4% gradually over 4 years) with the extensions in eligibility for 

young people and over 65s described above.  

20. 

Package Two – Unphased increase 

21. Package two would involve pairing Option 2 (increasing the employee and employer 

contribution to 4% with immediate effect from 2026/27) with the extensions in 

eligibility for young people and over 65s described above.  

22. 

Package Three – Unphased increase to employer contribution only 

23. Package three would involve pairing Option 3 (increasing the employer contribution 

to 4% from 2026/27 and leaving the employee contribution at 3%) with the 

extensions in eligibility for young people and over 65s described above.  

24. 

s 9(2)(f)(iv)
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Administrative implications  

25. As set out in our previous report (IR2024/428 refers), we estimate that the 

administrative impacts of means testing the GVC to be extra-large, with medium 

ongoing costs. The remainder of the proposals have been initially assessed as 

having small upfront and ongoing costs. Inland Revenue would expect to seek 

funding for implementation of any Budget 2025 initiatives progressed as the 

department has no capacity to partially or fully fund such Budget 2025 initiatives 

without directly impacting service delivery, tax revenue, debt or system change, 

and maintenance capacity.  

26. We also note our comments in the prior report (IR2024/428) about the 

administrative and implementation timelines associated with implementing changes 

to GVC eligibility and employer contributions. As we set out in that report, the 

assessment of the GVC and the assessment of income are determined according to 

two different calendars, with the fiscal year (i.e. 1 July to 30 June) governing the 

assessment of the GVC, and the income year (i.e. 1 April to 31 March) governing 

the assessment of income.  

27. This misalignment between fiscal and income years can present complications for 

some taxpayers and may require changes in the assessment of GVC eligibility. Our 

previous report set out these issues and a proposed implementation timeline in 

more detail (IR2024/428 refers).  

Next steps 

28. The next step is for Ministers to advise which, if any of the proposals in this report 

should be developed further for potential inclusion in Budget 2025. 
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Appendix 1: Summary of fiscal implications over the forecast period1 

 
 Package One 

Option One (with phasing) 

Restrict GVC eligibility to those earning up $180k per 
annum. 

Increase employer and employee contributions by 
0.25% per annum for four years from 2026/27 (i.e. 
with phasing). 

Less 

Extending eligibility for compulsory employer 
contributions to members aged under 18, and 
extending eligibility for the GVC to members aged 16-
17.  

Removing the current upper age limit on eligibility for 
compulsory employer contributions. 

Net fiscal impact 

   

 Package Two 

Option Two (without phasing) 

Restrict GVC eligibility to those earning up $180k per 
annum. 

Increase both employer and employee contributions to 
4% with effect from 2026/27 (i.e. without phasing). 

Less 

Extending eligibility for compulsory employer 
contributions to members aged under 18, and 
extending eligibility for the GVC to members aged 16-
17.  

Removing the current upper age limit on eligibility for 
compulsory employer contributions. 

Net fiscal impact 

  

 Package Three 

Option Three (unphased) 

Restrict GVC eligibility to those earning up $180k per 
annum. 

Increase employer contributions to 4% percent 

(without phasing), and retaining employee 
contributions at 3%, from 2026/27. 

Less 

Extending eligibility for compulsory employer 
contributions to members aged under 18, and 

extending eligibility for the GVC to members aged 16-
17.  

Removing the current upper age limit on eligibility for 
compulsory employer contributions. 

Net fiscal impact 

 

 

 
1 Components may not sum to totals due to rounding. 
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Reference: BN2025/063 

 

Date: 18 February 2025 

 

 

To: Revenue Advisor, Minister of Revenue – Angela Graham 

 Private Secretary, Minister of Revenue – Helen Kuy 

 

cc: Peter Mersi, Commissioner 

 David Carrigan, Deputy Commissioner 

 Phil Whittington, Policy Director 

 

From: Sean Comber, Principal Policy Advisor 

 Joshua Fowler, Senior Policy Advisor 

 Ella Patterson, Policy Advisor 

 

Subject: Further information on a KiwiSaver switch as part of Budget 2025  

 

Purpose 

1. Following our report of 14 February (IR2025/046 refers), the Minister of Revenue 

requested additional information on the implications of a KiwiSaver switch as part 

of Budget 2025. This would involve removing or restricting GVC eligibility while 

increasing KiwiSaver contributions.  

2. In particular, he asked about: 

• The fiscal effect of limiting GVC eligibility to various annual income levels; and 

• The minimum contribution rates required to offset the reduction in savings from 

the removal of the GVC and maintain the aggregate amount saved though 

KiwiSaver. 

 

3. We have additionally included information about the distributional impacts of 

restricting the GVC.  

Fiscal impact of restricting GVC eligibility at various income levels. 

 

4. Table 1, contained within the appendix below, shows the overall net fiscal impact 

(across the forecast period to 2028/29) of limiting the GVC eligibility to different 

income levels. This table assumes changes to GVC eligibility would take effect from 

1 July 2026 and that employer and employee contribution rates would rise to 4% 

from 1 April 2026. Income thresholds shown in the table reflect the income above 

which GVC eligibility would be removed. 

Offsetting the removal of the GVC and maintaining aggregate savings 

 

5. The Minister of Revenue also asked about the increase in minimum contribution 

rates required to offset the impact of removing the GVC on aggregate savings. The 

impact over the forecast period is shown in Table 2 in the Appendix. 
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6. We estimate that the minimum contribution rate for employees and employers 

would need to rise by around 0.5% (i.e. from its current level of 3% to 3.5%). This 

analysis assumes the GVC would be removed entirely from 1 July 2026, and that 

the contribution rates would increase from 1 April 2026. This analysis considers the 

impact on overall savings from period 2025/26 to 2028/29 and is based on the 

HYEFU24 forecasts.  

7. This estimate is indicative only, and we might need to revise our estimates if the 

Minister wished to amend GVC eligibility and contribution settings starting at a 

different year within the forecast period. 

Distributional impacts 

 

8. Because KiwiSaver contributions are a fixed percentage of a member’s salary, 

members need to reach a certain annual income threshold before the increase in 

contribution rate offsets the removal of the GVC. Whilst the aggregate amount 

saved can be maintained through increased contributions to KiwiSaver, there will be 

a cohort of lower income members that will be worse off as the increase in 

contributions would not fully offset the loss of GVC.  

9. We estimate that if both KiwiSaver employer and employee contributions were 

increased by 0.4% (i.e., to a minimum rate of 3.4%), members earning less than 

approximately $77,000 per annum would be worse off. 

10. Increasing contributions by 0.5% (i.e. to 3.5%) would reduce this annual income 

threshold to approximately $57,500 per annum. This means that those earning less 

than $57,500 per annum would be worse off.  

Administrative implications 

11. Inland Revenue is able to implement these proposals. However, as noted in prior 

advice (IR2024/428 refers) we estimate the administrative and systems impacts of 

a KiwiSaver switch to be as follows:  

11.1 Increasing the employer contribution rate: Approximately $0.5m in upfront 

costs and an additional $0.5m per annum in ongoing costs. 

 

11.2 Means testing the GVC: Approximately $5m in upfront systems capital costs, 

$2m upfront operating costs and an additional $2m per annum in ongoing 

costs. 

 

12. The implementation of means testing is complex in part because it will require data 

on income that is assessed over an income tax year (i.e. 1 April to 31 March). 

Taxpayers have different income assessment dates depending on if they earn 

salary, wage and/or reportable investment income, earn self-employed income that 

is not taxed at source or have a tax agent who gets an extension of time to file 

clients’ tax returns. In some cases, the assessment of GVC eligibility will need to be 

postponed by a month or more to ensure that the relevant income information is 

available. The complexity of means testing the GVC by income will also likely also 

lead to increased customer contacts.  

13. Inland Revenue has advised that it has no capacity to partially fund or fully fund 

the cumulative impact of this proposed change and other proposed Budget 2025 

initiatives without directly impacting service delivery, tax revenue, debt or system 

change and maintenance capacity. 

 

Joshua Fowler 

Senior Policy Advisor 
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Appendix 

Table 1 – Total fiscal savings across the forecast period to 2028/29 from restricting GVC 

eligibility by income levels from 1 July 2026, and increasing the minimum contribution 

rate to 4% from 1 April 2026 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Table 2 – Increase in minimum contribution rate required to offset removal of the GVC 

and maintain aggregate savings 

  

2025/26 2026/27 2027/28 2028/29 

Total 

over 

forecast 

period 

GVC   1,133 1,179 1,228 3,540 

0.4% 

increase 
223 949 1,012 1,078 3,262 

0.5% 

increase 
278 1,181 1,259 1,342 4,061 

 

     

Net Fiscal 

impact, 

excluding 

cost to 

Govt as 

employer 

($m) 

Net fiscal 

impact, 

including 

cost to 

Govt as 

employer 

($m) 
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Full 

removal 
4,272 3,705 

10,000 4,158 3,591 

20,000 4,049 3,482 

30,000 3,860 3,293 

40,000 3,628 3,061 

50,000 3,368 2,801 

60,000 3,035 2,468 

70,000 2,646 2,079 

80,000 2,271 1,704 

90,000 1,940 1,373 

100,000 1,678 1,111 

110,000 1,463 896 

120,000 1,293 726 

130,000 1,162 595 

140,000 1,062 495 

150,000 982 415 

160,000 918 351 

170,000 866 299 

180,000 823 256 
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Briefing note 
 

 

Reference: BN2025/156 

 

Date: 1 April 2025 

 

To: Revenue Advisor, Minister of Finance – Emma Grigg 

 Revenue Advisor, Minister of Revenue – Angela Graham 

 Private Secretary, Minister of Revenue – Helen Kuy 

 

From: Joshua Fowler, Ella Patterson 

 

Subject: Allowing members to select a lower KiwiSaver contribution rate as 

part of Budget 2025  

Purpose 

1. The Minister of Finance has asked for information on the practicality of allowing 

KiwiSaver members to select a lower KiwiSaver contribution rate. The Minister has 

asked whether this could be achieved as part of the Budget 2025 package (i.e. by 1 

April 2026 when the first increase to employee and employer contributions is 

proposed to take place). Inland Revenue can deliver a solution which allows 

KiwiSaver members to select a lower minimum rate by 1 April 2026. 

Background 

2. As part of the proposed KiwiSaver package for Budget 2025, Ministers have 

indicated a preference for a phased increase in the minimum employee and 

employer contribution rates from 3% to 3.5% from 1 April 2026, before rising to 

4% from 1 April 2028. 1  

3. Due to the risk that those on total remuneration contracts and lower incomes may 

find this higher contribution rate unaffordable, it has been suggested that the ability 

to maintain a 3% contribution rate be retained. To be effective, this would need to 

be implemented by 1 April 2026. 

Discussion 

4. Inland Revenue can deliver a solution which allows KiwiSaver members to select a 

lower minimum rate by 1 April 2026 (i.e. a “savings reduction”). We envisage this 

as operating similarly to the existing savings suspension model which allows 

KiwiSaver members to pause their KiwiSaver contributions for up to 12 months at a 

time. Administratively, this would involve the following process: 

• Members would notify Inland Revenue via MyIR (Inland Revenue’s web portal) 

that they would like to opt down to 3%. Inland Revenue would automatically 

approve those that chose to apply.  

 
1 As part of prior advice on Budget 2025 initiatives, officials offered initial advice on increasing the default 
KiwiSaver contribution rate while allowing employees to opt-down to a 3% KiwiSaver contribution rate 
(IR2025/046 T2025/245 refers). This suggested that such a change would be best progressed as part of a 
wider review of KiwiSaver settings. 
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• Inland Revenue would notify the member’s employer that a member has 

chosen a reduced rate of 3%. Employers would be able to drop down to 

match contributions at the lower rate. 

• The decrease to a 3% contribution rate would apply for 12 months, before a 

member and their employer would automatically begin contributing at the 

higher rate (i.e. 3.5% from 1 April 2026 or 4% from 1 April 2028).  

• Members could apply for additional savings reductions to 3% after the first 12 

months expired, but an application would be required every 12 months. 2 

• Any period of time could apply but we have suggested 12 months to align 

with the existing savings suspension model.  

 

5. Requiring members to apply for a savings reduction would maximise the number of 

employees who contribute at the higher rate through inertia, while still allowing 

choice for those who need to contribute at a lower rate. Requiring members to 

apply at least every 12 months in order to remain contributing at the lower rate will 

also minimise the risk of some members staying at the lower rate for longer than is 

necessary. 

Fiscal and behavioural implications 

6. We do not anticipate a significant fiscal impact from this option, as any effects are 

likely to be minimal and offsetting. While some members may opt down to a 3% 

contribution rate, reducing Employer Superannuation Contribution Tax (ESCT), 

others may choose 3% instead of suspending contributions entirely, increasing 

ESCT.  

7. It is possible a savings reduction option could incentivise employers to encourage 

their employees to contribute at the lower rate, as this would enable the employer 

to also contribute at the lower rate. However, this incentive already exists in so far 

as the savings suspension facility is also accessible.  

Administrative implications 

8. We expect that the marginal cost of administering this would be relatively low, and 

we would self-fund the administration costs of this proposal. 

Consultation with the Treasury 

9. The Treasury was informed about this briefing note.  

 

 

Joshua Fowler 

Senior Policy Advisor 

 

 

Ella Patterson 

Policy Advisor 

 

 

 
2 The length of the savings reduction before a reapplication is required could be any amount of time (e.g. 3 

years), but we have selected 12 months to align with the existing savings suspension model. 
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Briefing note 
 

 

Reference: BN2025/142  

 

1Date:  April 2025 

 

To: Revenue Advisor, Minister of Revenue – Angela Graham 

 Private Secretary, Minister of Revenue – Helen Kuy 

 

From: Ella Patterson, Joshua Fowler 

 

Subject: Additional modelling of KiwiSaver impact as part of Budget 2025 

 

Purpose 

 

1. This briefing note provides you projected retirement savings outcomes for different 

saving profiles under current settings and under Budget 2025 proposals. This 

briefing note also provides you with a summary of groups and individuals who have 

called for an increase in KiwiSaver contributions.  

2. A summary of our findings is set out in the tables below. The parameters and 

assumptions underlying our modelling is explained in the paragraphs which follow. 

Where appropriate, these assumptions have been sourced from the Financial 

Markets Conduct Regulations 2014, which prescribes assumptions for retirement 

savings and income projections.1  

Table 1: Final retirement balance at age 65 is higher in all 3 scenarios, 

assuming a first home withdrawal at age 30 

 
 Status quo Budget 2025 

proposals 
$ increase % increase 

Working mother $397,250 $500,167 $102,917 26% 

High-income 
earner 

$644,963 $824,420 $179,457 28% 

Low-income or 
part-time earner 

$231,239 $280,383 $ 49,144 21% 

 

 

Table 2: Final retirement balance at age 65 is higher in all 3 scenarios, 

assuming no first home withdrawal 

 
 Status quo Budget 2025 

proposals 
$ increase % increase 

Working mother $444,175 $551,473 $107,298 24% 

High-income 
earner 

$735,513 $928,951 $193,438 26% 

Low-income or 
part-time earner 

$262,829 $314,800 $51,972 20% 

 

 
1 Investment returns are assumed in line with the life cycle investment option set out in schedule 
7A, i.e. 3.5% if under 50 years of age, or 2.5% if aged 50 or over. All figures are nominal. 
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Table 3: Available balance for a first home withdrawal at age 30 is higher in all 

3 scenarios  

 
 Status quo Budget 2025 

proposals 

$ increase % increase 

Working mother $15,805 $17,281 $1,476 9% 

High-income 
earner 

$30,499 $35,208 $4,709 15% 

Low-income or 
part-time earner 

$10,640 $11,592 $952 9% 

 

Introduction 

 

3. Officials earlier provided advice on the fiscal impact of removing the Government 

KiwiSaver contribution (GVC) and increasing the minimum employer and employee 

contribution rate (IR2025/069 T2025/494 refers).  

4. Following our report, the Minister of Finance requested that we:  

• Model the impact of the Budget 2025 proposals on savers over the course of 

their working life and compare this to expected outcomes under current settings 

(i.e. the status quo); and 

• Compile a summary of recent public commentary on increasing KiwiSaver 

contribution rates. 

Impact of the proposal on retirement savings for three nominal savers 

5. To compare expected retirement savings outcomes under the proposals with those 

anticipated under the status quo, we have focused on three nominal saver profiles. 

These are:  

• A working mother;  

• A high-income earner; and 

• Low-income or part-time earner.  

 

Modelling assumptions  

 

Common assumptions 

 

6. Under both the status quo and Budget 2025 proposals, we have assumed an 

income growth rate of 3.5% per year. We have also assumed that savers will tend 

to favour less risky assets as they age, resulting in lower returns in the later years 

of working life. We have therefore assumed a scheme return of 3.5% per annum 

before the age of 50, and 2.5% once the saver reaches 50 (and thereafter).  

7. In all cases, we have assumed that savers retire at age 65 and have identified the 

amount available for a first home withdrawal at age 30, and what their balance 

would be at retirement (depending on if they make a first home withdrawal or not).  

Status quo 

 

8. In modelling the status quo, we have assumed the current maximum GVC of 

$521.43 would be maintained, and that both employer and employee KiwiSaver 

contributions would continue at 3% each.  

Budget 2025 proposals 

 

9. In modelling the impact of Budget 2025 proposals, we have assumed the matching 

GVC rate would be halved to 25% from 1 July 2025. This would reduce the current 
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maximum amount of the GVC to $260.72, down from its current maximum of 

$512.43.  

10. Employer and employee KiwiSaver contribution rates would be increased from their 

current level of 3% to 3.5% from 1 April 2026, followed by a further increase to 4% 

from 1 April 2028.  

Profile 1: Working mother 

 

11. For our first profile, we have assumed a woman who joins KiwiSaver at age 25, has 

her first child at age 28, followed by a second child at age 31. We have assumed a 

starting salary of $60,000 per annum, and that she takes parental leave and ceases 

contributions for a year following the birth of each child. Applying these 

assumptions, the outcomes are as follows:  

• Status quo: Under the status quo, the working mother could withdraw $15,085 

for a first home at 30 and retire with $397,250 in her KiwiSaver account. If she 

did not withdraw for a first home, she would then retire with $444,175 in her 

KiwiSaver account. 

 

• Budget 2025 proposals: Under the proposed changes, the working mother 

would withdraw $17,281 for a first home at 30 and retire with $500,167 in her 

KiwiSaver account. If she did not withdraw for a first home, she would then 

retire with $551,473 in her KiwiSaver account. 

 

12. Overall, assuming a first home withdrawal, the working mother would have 

$102,917 (or 26%) more in retirement under the Budget 2025 proposals compared 

to the status quo.  Without the first home withdrawal, the increase in her 

retirement savings would be $107,298 (24%). 

Profile 2: High-income earner  

 

13. Our second profile reflects a high-income earner. We have assumed a starting 

salary of $100,000 per annum. We have not assumed any time away from work 

caring for children. Applying these assumptions, the outcomes are as follows:  

• Status-quo: Under the status quo, the high-income earner would withdraw 

$30,499 for a first home at 30 and would retire with $644,963 in their 

KiwiSaver account. If they did not withdraw for a first home, they would then 

retire with $735,513 in their KiwiSaver account. 

 

• Budget 2025 proposals: Under the proposed changes, the high-income earner 

would withdraw $35,208 for a first home at 30 and would retire with $824,420 

in their KiwiSaver account. If they did not withdraw for a first home, they 

would then retire with $928,951 in their KiwiSaver account. 

 

14. Overall, assuming a first home withdrawal, the high-income earner would have 

$179,457 (or 28%) more in retirement savings under the Budget 2025 proposals 

compared to the status quo. Without the first home withdrawal, the increase in 

their retirement savings would be $193,438 (26%). 

Profile 3: low-income or part-time earner 

 

15. Our third profile reflects a low-income or part-time earner. We have assumed a 

starting salary of $30,000 per annum. We have not assumed any time away from 

work caring for children. Applying these assumptions, the outcomes are as follows:  

• Status quo: Under the status quo, the low or part time income earner would 

withdraw $10,640 for a first home at 30 and would retire with $231,239 in their 
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KiwiSaver account. If they did not withdraw for a first home, they would then 

retire with $262,829 in their KiwiSaver account. 

 

• Budget 2025: Under the proposed changes, the low or part time income would 

withdraw $11,592 for a first home at 30 and would retire with $280,383 in their 

KiwiSaver account. If they did not withdraw for a first home, they would then 

retire with $314,800 in their KiwiSaver account. 

 

16. Overall, assuming a first home withdrawal, the low-income or part-time earner 

would have $49,144 (or 21%) more in retirement savings under the Budget 2025 

proposals compared to the status quo. Without the first home withdrawal, the 

increase in their retirement savings would be $51,972 (20%). 

Literature review 

17. The Minister of Finance also asked us to identify any public commentary on an 

increase in KiwiSaver contribution rates. We have produced a summary of this in 

the appendix below.  

Consultation with the Treasury 

18. The Treasury was informed about this briefing note.  

 

Ella Patterson   

Policy Advisor  

  

 

Joshua Fowler  

Senior Policy Advisor 
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Appendix I – Recent commentary on KiwiSaver contribution rates 

Author Source Summary 

Pushpa Wood, Massey 

University Financial 

Education and Research 

Centre director 

Calls to lift default KiwiSaver 

employer contributions to 

narrow gender gap (The 

Post, March 2025) 

Wood supports calls to raise employer contributions. 

“The more we can save at an earlier age, the better it's going to look for our 

retirement.” 

Sarah Whitelock, Mercer 

consumer wealth lead  

Don't wait to increase 

KiwiSaver contributions to 

10 percent, providers say 

(RNZ News, March 2025) 

Whitelock’s view is that lifting the contribution rate will lift the ability for New 

Zealanders to retire well, with a phased approach being the best option to allow 

individuals and employers time to plan. 

"There are already employers contributing more than the 3 percent, if their 

employees contribute more than 3 percent… There are some people who are 

concerned about the cost of living but let's begin the conversation and start to see 

what implementation could look like." 

Ana-Marie Lockyer, Pie 

Funds chief executive  

Don't wait to increase 

KiwiSaver contributions to 

10 percent, providers say 

(RNZ News, March 2025) 

Lockyer supports a 5%/5% contribution rate as an appropriate place to start. 

Implementation would involve a review of KiwiSaver settings, a long-term goal with 

political consensus, and staggered increases with advance notice.  

"KiwiSaver is only 18 years old so now feels like the time to signal the change and 

make a plan to move there. That will make a big difference to the retirement 

outcomes of New Zealanders.” 

Murray Harris, Milford 

Asset Management head 

of KiwiSaver & Retail  

Milford KiwiSaver boss on 

what 'KiwiSaver 2.0' should 

look like (interest.co.nz, 

August 2023) 

In Harris' view, increasing contributions is the most important change that could be 

made to the scheme.   

“We know in the most successful superannuation systems around the world, most 

people are contributing around 10% of their income over the working life.” 

Simon Power, Fisher 

Funds chief executive  

Money Talks: Simon Power - 

it is time to talk about 

changing KiwiSaver rules 

(NZ Herald, September 

2024) 

Power supports a nationwide discussion on KiwiSaver settings, with consideration for 

the appropriate contribution rates.  

“We’re early in the life cycle of KiwiSaver, we haven’t had anybody go right through 

from 18 to 65 yet. There becomes, I think, an opportunity to have a conversation 

about: how much is enough?” 

Shane Te Pou, 

commentator 

Supercharge KiwiSaver and 

create a more equitable and 

secure financial future (NZ 

Herald, March 2025) 

Te Pou supports considering raising the contribution rates for KiwiSaver, especially on 

the employer side, highlighting that the contribution rates were cut back during the 

global financial crisis and were meant to be 4%/4% from 2011 onwards.  

Financial Services 

Council, organisation 

that includes KiwiSaver 

fund managers  

FSC KiwiSaver Policy 

Priorities (Financial Services 

Council, June 2024) 

The Financial Services Council have identified the following as a goal: 

Increase contributions to KiwiSaver and retirement investment schemes,  

through increases in small increments of an agreed amount on an annual or bi-annual 

basis to at least 10% 
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Briefing note 
 

 

Reference: BN2025/148  

 

Date: 2 April 2025 

 

 

To: Revenue Advisor, Minister of Finance – Emma Grigg  

 Revenue Advisor, Minister of Revenue – Angela Graham 

 Private Secretary, Minister of Revenue – Helen Kuy 

 

From: Carolyn Elliott 

 

Subject: Wider KiwiSaver policy issues currently under consideration 

 

Purpose 

1. This briefing note outlines the various areas where we are aware advice that affects 

KiwiSaver settings has either been provided or sought across several agencies. This 

was raised by the Minister of Revenue in a recent meeting with officials. 

2. There appears to be considerable interest in KiwiSaver currently and there are 

three key areas we have identified below, namely the Budget 2025 proposals, 

, and the Retirement Commissioner’s three-yearly 

review. We have noted some additional areas where KiwiSaver issues have been 

raised but we do not consider these likely to result in any policy changes at this 

time. 

Key areas of advice 

Budget 2025 

3. Budget Ministers are considering a package for Budget 2025 that comprises: 

• Reduce the matching rate for the KiwiSaver government contribution from 50 

cents on the dollar to 25 cents on the dollar with effect from 1 July 2025; 

• Restrict eligibility for the KiwiSaver government contribution to those earning 

$180,000 per annum and under with effect from 1 July 2025; 

• Treat eligibility for the government contribution as an “in/out” (i.e. “cliff edge”) 

criteria rather than an abating entitlement; 

• Increase the rate of employer and employee KiwiSaver contributions from: 

– 3% to 3.5% with effect from 1 April 2026; and 

– 3.5% to 4% with effect from 1 April 2028; 

• Extend eligibility for employer contributions to those aged 16-17 with effect from 

1 April 2026; 

• Extend eligibility for the government contribution to those aged 16-17 with effect 

from 1 July 2025. 
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4. We understand this package will be announced on Budget day and will be legislated 

immediately via Budget night legislation. 

 

  

 

 

 

 

  

 

 

 

 

 

 

 

 

 

  

  

 

 

 

 

 

  

 

 

 

     

  

 

DIA – KiwiSaver contributions for elected members 

10. DIA have recently provided the Minister with advice in his capacity as Minister for 

Local Government, on a Local Government New Zealand (LGNZ) proposal to give 

employer contributions to elected members of local bodies. Elected members are 

considered self-employed, rather than employees of councils and are therefore not 

eligible for KiwiSaver employer contributions.   

11. While supportive of access to KiwiSaver, Inland Revenue had some concerns with 

the proposal, particularly how it fits in the wider scheme of KiwiSaver.  In our view 

consideration of the self-employed should be taken as a wider question, rather than 

in an ad hoc manner for certain groups. 

12. We understand the Minister has indicated he does not wish to take this matter any 

further. 

 

s 9(2)(f)(iv)

9(2)(f)(iv)



 

  Page 3 of 4 

[SENSITIVE] 

Review of Retirement Income Policies 

13. The Retirement Commission is currently conducting their three-yearly Review of 

Retirement Income Policies (RRIP).  The Terms of Reference for the RRIP cover a 

range of areas.  In respect of KiwiSaver the RRIP will look at: 

• The performance of the KiwiSaver scheme, with a focus on default settings, 

opportunities to improve contribution rates, use of different KiwiSaver fund 

types, participation by the self-employed, and whether KiwiSaver has been 

effective in increasing the net national savings rate. 

• Government contributions to KiwiSaver, particularly the costs and benefits of 

government contributions, and which groups benefit the most from receiving 

these contributions. 

• Whether any market distortions arise from the KiwiSaver model. 

• The role of (non-KiwiSaver) private saving in providing retirement income. 

• Opportunities for innovation and improvement of provider and industry 

guidance/products supporting the decumulation/drawdown of retirement savings 

and other assets. 

 

14. We note that the first two items in particular have considerable cross-over with the 

proposed Budget 2025 reforms.  We understand that, as part of the RRIP work, a 

paper is likely to be released shortly covering distributional analysis of the GVC.  

 

  

 

   

 

 

 

 

 

 

   

Other matters  

16. We recently reported to the Minister of Revenue about a petition we were jointly 

asked to respond to alongside MBIE and the Ministry for Housing and Urban 

Development.  This related to a petition arguing that houses on wheels should be 

eligible for first home withdrawals from KiwiSaver. The joint agency view was that 

the current settings were appropriate. 

17. We are aware a further petition has been presented regarding KiwiSaver 

contributions for under 18s.  Inland Revenue has not been asked to provide 

anything on this petition as yet. 

18. We have also received an enquiry from the Ministry for Regulation regarding auto-

enrolment settings for KiwiSaver, following a submission to their red-tape portal. 

We are working with the Ministry for Regulation, but it appears the concern raised 

by the submitter (a continued requirement to make KiwiSaver deductions for a 

period even after an employee had opted out) may have been resolved by a 

legislative change in 2022. 
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19. Finally, we note there have been several items of Ministerial correspondence and a 

media enquiry following some public statements by the Minister of Finance 

regarding looking at KiwiSaver contributions. We anticipate that the level of this 

type of correspondence and enquiry may increase. 

Consultation with the Treasury 

20. The Treasury was informed about this briefing note.  

 

 

 

 

Carolyn Elliott 

Policy Lead 
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Briefing note 
 
 
Reference: BN2025/166 
 
Date: 8 April 2025 
 
To: Revenue Advisor, Minister of Finance – Emma Grigg 

Revenue Advisor, Minister of Revenue – Angela Graham 
 Private Secretary, Minister of Revenue – Helen Kuy 
 
 
From: Ella Patterson, Joshua Fowler 
 
Subject: Implications of KS reforms for self-employed and other matters 
 
Purpose 
 
1. This briefing note responds to Ministers’ questions following recent Budget advice.  

Self-employed KiwiSaver members 
 
2. Ministers have asked about the expected impact of the proposed KiwiSaver changes 

on self-employed KiwiSaver members.  

3. Currently, KiwiSaver members who contribute to their KiwiSaver accounts will 
receive a matching government contribution (GVC) of 50 cents on the dollar up to a 
total of $521.43. For the self-employed, the GVC is the only financial incentive for 
members to contribute to their KiwiSaver accounts, resulting in some self-employed 
members contributing only the minimum amount necessary ($1,042.86) to ensure 
they qualify for the maximum amount of GVC ($521.43). This minimum 
contribution amount will remain the same for the reduced GVC.  

Definition of self-employed 
 
4. Under current reporting requirements, taxpayers are not required to disclose that 

they are self-employed. We have therefore estimated the proportion of GVC 
recipients who are self-employed based on the type of income they receive. We 
have assumed that self-employment income is reported in the annual income tax 
return (IR3) as self-employment income, partnership income and/or shareholder 
employee salary.  

Proportion of self-employed GVC recipients 
 
5. For the 2023 KiwiSaver year (year ending 30 June) and income year (year ending 

31 March), we estimate there were approximately 2.24 million members who 
earned income and received some GVC. Of this group, 243,000 (or 11%) received 
one or more of the three income types above, suggesting approximately, 11% of 
GVC recipients could be classed as self-employed.  
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6. If the definition of self-employed was widened to contributing members who do not 
earn PAYE income, this proportion rises to 13.5%1. However, this measure is likely 
to be less accurate as it would capture people who contribute to their KiwiSaver 
accounts while not necessarily working, for example, those on parental leave.  

Distribution of self-employed KiwiSaver contributions  
 
7. Ministers have asked about the distribution of KiwiSaver contributions among the 

self-employed, and particularly, the proportion of self-employed KiwiSaver 
members who contribute only enough to qualify for the maximum amount of the 
GVC.  

Contribution No. of self-
employed 
KiwiSaver 
members 

Proportion No. of non 
self-employed 
KiwiSaver 
members 

Proportion  

$900 or less 47,400 19.5% 421,435 21.1% 

Between $900 
and $1,200 

63,400 26.1% 177,015 8.9% 

More than 
$1,200 

132,400 54.4% 1,1399,590 70.0% 

Total 243,200 100.0% 1,998,040 100% 

 
8. Members are required to contribute between $900 and $1,200 to their KiwiSaver 

accounts annually in order to receive the maximum amount of the GVC. The 
proportion of self-employed KiwiSaver members who contribute between $900 and 
$1,200 is approximately 26%. This is significantly higher than the proportion of non 
self-employed KiwiSaver (approximately 9%) members contributing within this 
range.  

9. Further information about this distribution is available in the appendix to this 
document.  

Proposed savings reduction design settings 
 
10. Ministers have asked whether the capacity to apply for a savings reduction could be 

retained as a permanent feature.  

11. As currently envisaged, this would operate in a manner similar to the existing 
savings suspension model which allows KiwiSaver members to pause their 
KiwiSaver contributions for up to 12 months at a time. Typically, eligibility for a 
savings suspension would require a member to have first been a member for 12 
months.  

12. However, we understand Ministers would like KiwiSaver members to be able to 
continue contributing at a 3% rate as soon as Budget 2025 proposals are 
implemented. Accordingly, we envisage members’ eligibility for a savings reduction 
(i.e. continuing to contribute at a 3% rate) as being immediate, not requiring 
members to contribute at a higher rate for 12 months.  

13. Administratively, this would involve the following process (BN2025/156 refers):  

 
1 We should acknowledge that some “self-employed” members will be an employee of a company they own. 
However, where these members receive KiwiSaver contributions from the employer company, their 
circumstances will be indistinguishable from members employed by a company in which they have no 
shareholding.  



 

  Page 3 of 4 

[SENSITIVE] 

• Members would notify Inland Revenue via MyIR (Inland Revenue’s web portal) 
that they would like to opt down to 3%. Inland Revenue would automatically 
approve those that chose to apply.  

• Inland Revenue would notify the member’s employer that a member has 
chosen a reduced rate of 3%. Employers would be able to drop down to match 
contributions at the lower rate. 

• The decrease to a 3% contribution rate would apply for 12 months, before a 
member and their employer would automatically begin contributing at the 
higher rate (i.e. 3.5% from 1 April 2026 or 4% from 1 April 2028).  

• Members could apply for additional savings reductions to 3% after the first 12 
months expired, but an application would be required every 12 months.  

• Any period of time could apply but we have suggested 12 months to align with 
the existing savings suspension model. 

 
14. We confirm that this could be retained as a permanent feature once it is 

implemented (much as the savings suspension process has continued to exist).  

Upcoming KiwiSaver advice from the Ministry of Business, Innovation and 
Employment 
 
15. We understand the Ministry of Business, Innovation and Employment will be 

providing advice on investing KiwiSaver funds in private assets later this week.  

Consultation with the Treasury 

16. The Treasury was informed about this briefing note.  

 
 
Ella Patterson 
Policy Advisor  

  
 
Joshua Fowler  
Senior Policy Advisor 
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Policy 
Taukaea 

55 Featherston Street 

PO Box 2198 

Wellington 6140 

New Zealand 

T. 04 890 1500 

Briefing note 
 

 

Reference: BN2025/183 

 

Date: 22 April 2025 

 

 

To: Revenue Advisor, Minister of Finance – Emma Grigg 

 Revenue Advisor, Minister of Revenue – Angela Graham 

 Private Secretary, Minister of Revenue – Helen Kuy 

 

 

From: Carolyn Elliott 

 

Subject: KiwiSaver and Total Remuneration  

 

Purpose 

1. You have asked for further information about total renumeration contracts, 

specifically: 

• When and why they were originally introduced, including the legislative history of 

total remuneration contracts being allowed;  

• How prevalent they are; 

• Any previous attempts to remove them (e.g. recommendations from the 

Retirement Commission or other entities, recent Members’ bill etc.); 

•  

  

History of total remuneration and KiwiSaver 

2. KiwiSaver commenced on 1 July 2007 and initially required contributions from 

employees only.  Employers were required to facilitate staff enrolment and the 

collection of payments through payroll but were not required to make any 

contributions.  

3. From 1 April 2008 employer contributions, at a rate of 1%, were made compulsory. 

The permissibility of total remuneration was unclear at first, but the KiwiSaver Act 

2006 was then amended to allow for a total remuneration approach so long as this 

was negotiated in good faith after 13 December 2007 (section 101B). 

4. This option was removed in September 2008 when the then Labour Government 

amended the Employment Relations Act 2000 (ERA) to make it illegal to treat or 

pay otherwise comparable KiwiSaver and non-KiwiSaver employees differently. 

5. Then, in December 2008, the newly elected National Government repealed the 

2008 ERA amendments, effectively re-legalising total remuneration. 

6. Employers cannot however build their KiwiSaver contributions into the total 

remuneration of a worker on the minimum wage, where the effect is to take that 
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wage below the statutory minimum.  This was confirmed in a Court of Appeal case 

in 2013.1 

Prevalence of total remuneration contracts 

7. Information about the prevalence of total remuneration clauses in contracts is 

limited.  The Retirement Commission carried out survey research in 2023 (covering 

306 small, medium and large employers)2. Key takeouts from this report include: 

• 45% of surveyed employers used total remuneration clauses for at least some 

employees; 

• 23% of employers always use total remuneration clauses and a further 20% use 

total remuneration for some employees; 

• Where a mixed approach was taken, general staff were more likely to be on total 

remuneration than management staff (i.e. likely to be those employees on lower 

salaries). 

 

8. The Retirement Commission report also referenced two prior studies: a small study 

from 2009 where the prevalence of a total remuneration model among SMEs was 

11%, and a subsequent study in 2015 revealed 28% of employers paid senior 

managers using a total rem approach. 

9. Statistics for 1 Jan 2020 to 29 September 2021 from the business.govt.nz 

Employment Agreement Builder tool3 show that 21,955 selections were made for 

total remuneration and 34,451 for contributions above pay. This means 38.9% of 

those that used the tool used a total remuneration approach (note that not every 

use of the tool will result in a completed employment arrangement). While we can’t 

extrapolate this to the broader labour market, it indicates that total remuneration 

approaches could actually be reasonably prevalent. Note, this is a roughly similar 

proportion to the Retirement Commission finding. We can also ask MBIE if there are 

more recent numbers available to see if this proportion has remained consistent. 

Attempts to alter total remuneration availability 

Calls for change 

10. The Retirement Commission, in both the 2019 Review of Retirement Income 

Policies (RRIP)4, and subsequently in a 2024 report5 has called for the partial or 

total removal of total remuneration.   

11. In the 2019 RRIP, the Retirement Commission recommended phasing out total 

remuneration noting that the employer contribution was probably the strongest 

incentive to be a member of Kiwisaver, however in a total remuneration situation 

the employee was essentially paying for the employer contributions themselves. 

The Commission considered this weakened the effectiveness of the KiwiSaver 

scheme and was unfair when compared with workplaces that funded the 

contribution on top of wages. They noted that employers that used a total 

remuneration approach often cited equal treatment between employees in and out 

of KiwiSaver, but argued that in fact the design of KiwiSaver was intended to make 

employees in the scheme better off, in order to encourage membership.  

 
1 Terranova Homes and Care Ltd v Vasivasi Faitala and Dalrene Goff CA175/2013 
2 https://retirement.govt.nz/news/latest-news/new-research-reveals-prevalance-of-employers-not-paying-
kiwisaver-on-top-of-earnings  
3 https://eab.business.govt.nz/employmentagreementbuilder/startscreen  
4 https://retirement.govt.nz/policy-and-research/retirement-income-policy-review/2019-review-of-retirement-
income-policies  
5 https://assets.retirement.govt.nz/public/Uploads/Research/2024/KiwiSaver-Opportunities-for-
Improvement.pdf  
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12. In its 2024 report, KiwiSaver – Opportunities for Improvement, the Commission 

again recommended the removal of total remuneration, noting their research 

(referred above) found almost half of the employers surveyed used a total 

remuneration approach for at least some employees.  The Commission expressed 

support for the members’ bill referred to below.    

Members’ bill from previous Parliament 

13. In the 53rd Parliament a members’ bill in the name of Dr Tracey McLellan was 

introduced seeking to address total remuneration contracts.  The Employment 

Relations (Protection for KiwiSaver Members) Amendment Bill (the Bill) was 

referred to the Finance and Expenditure Committee of the 53rd Parliament on 30 

August 2023. The Bill was reinstated for the 54th Parliament and reported back by 

the Finance and Expenditure Committee, then subsequently defeated on 21 August 

2024. 

14. The Bill sought to amend both the Employment Relations Act and the KiwiSaver Act 

to allow an employee to raise a personal grievance where their employment has 

been adversely impacted due to their participation in KiwiSaver. The Finance and 

Expenditure Committee observed the Bill therefore did not prohibit parties from 

agreeing to a total remuneration approach, but it did limit the situations in which it 

would be possible to use the approach.6  Some commentators however were of the 

view that this would, in practice, prevent employers from using a total 

remuneration approach.7    

15. The Finance and Expenditure Committee report back on the Bill recommended that 

it did not proceed.  In addition, it contained differing views from the National, Act 

and New Zealand First parties.  All three parties consider the Bill would create 

additional hoops, or hurdles, for business and: 

• The National Party view was that the Bill introduced uncertainty for employers by 

adding new grounds for personal grievances, potentially complicating existing 

employment relationships; 

• The Act party considered that the Bill would negatively impact the relationship 

between employee and employer.  It considered that flexibility should be 

retained in respect of the total remuneration approach.  

• New Zealand First did not consider sufficient evidence of a problem had been 

presented.  

 

  

 

 

 

 

    

  

 

 

 

 

  

 
6 https://legislation.govt.nz/bill/member/2023/0260/latest/whole.html  
7 http://www.laneneave.co.nz/news-events/new-bill-proposes-reintroducing-grounds-of-kiwisaver-based-

personal-grievances/  
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18.  

 

 

  

  

  

 

 

 

 

   

Consultation with the Treasury 

20. The Treasury was informed about this briefing note.  

 

 

 

 

Carolyn Elliott 

Policy Lead 
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Briefing note 
 

 

Reference: BN2025/215  

 

Date: 8 May 2025 

 

 

To: Revenue Advisor, Minister of Finance – Emma Grigg 

 Revenue Advisor, Minister of Revenue – Angela Graham 

 Private Secretary, Minister of Revenue – Helen Kuy 

 

From: Carolyn Elliott, Policy Lead  

 

Subject: KiwiSaver – additional information requested  

 

Purpose 

1. To support development of Budget announcements on KiwiSaver, the Minister of 

Finance’s office has requested the following additional information: 

• Data on prevalence of first home buyers accessing KiwiSaver; 

• More information on evidence around the impact of the government contribution 

(GVC) on incentivising retirement savings; 

• Amount of KiwiSaver funds invested in New Zealand;  

• Impact of the Budget changes on estimated overall size of funds invested in 

KiwiSaver – this work is being addressed by The Treasury in an Aide Memoire to 

also be provided today; 

• Comparison between Australia and NZ retirement income systems – we have 

provided links to recent NZIER research on this topic and a previously provided 

briefing note summary of that research is appended to this note for ease of 

reference (see Appendix 2); 

• Status of work on interaction between KiwiSaver change and collective 

bargaining (this is being reported separately by The Treasury); 

• Total remuneration contracts (this information has been provided ahead of this 

note in BN2025/183); 

• Material on retirement income adequacy under existing settings – this is 

contained in a separate report TSY2025/1242; IR2025/204 also provided today. 

Data on first home withdrawals 

2. Inland Revenue does not have a role in first home (or other) withdrawals, however 

we do maintain aggregate statistics on these withdrawals (supplied to us by 

KiwiSaver providers).   

3. For the year ended March 2025 (the most recent published data available), 

KiwiSaver members withdrew approximately $1.78 billion in first home withdrawals, 

with an average withdrawal amount of $42,590. Overall, this is a 42% increase on 

the same period ending March 2024, in which approximately $1.26 billion was 

withdrawn. 
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4. In 2023 the Retirement Commission looked at withdrawals and savings suspensions 

over the previous 12 years. That data showed that from 2012 to 2023 (June years) 

a total of $8.3 billion had been withdrawn for first home purchases.1 As illustrated 

in the graph below (taken from the Retirement Commission paper), the amount has 

trended up over time, however this trend reversed in the last two years shown in 

this graph, coinciding with declining property prices and increasing interest rates in 

New Zealand.   

 
5. The 2023 annual amount of withdrawals was at $952 million versus a peak of 

almost $1.6 billion in 2021. This fall appeared to be related to a decline in the 

number of withdrawals rather than the amount withdrawn. As noted above, Inland 

Revenue data for the year to March 2025 (noting this is a March rather than June 

year to account for the most recent data available) suggests this trend has now 

reversed and withdrawals are trending up again. 

Evidence on the impact of GVC on incentivising retirement savings 

6. You requested the evidence officials relied on when advising on the impact of the 

GVC to KiwiSaver.  

7. Treasury and Inland Revenue advised that the GVC is unlikely to be significantly 

boosting household retirement savings (T2025/245; IR2025/04 refers). The 

available evidence suggests it mainly shifts where people save rather than 

increasing total savings. 

New Zealand evidence 

8. The two main New Zealand studies we relied on were undertaken in 2011 and 

2014: 

• A 2011 Treasury working paper2 found that only a third of contributions to 

KiwiSaver accounts represented additional saving. This was based on the 

findings of a national survey of 825 individuals conducted in 2010. The survey 

asked respondents how the contributions they were making to KiwiSaver would 

 
1 https://assets.retirement.govt.nz/public/Uploads/TAAO-RC-Policy-Paper-KiwiSaver-pre-age-65-withdrawals-

and-suspensions.pdf  
2 Law, D., G. Scobie and L. Meehan (2011). KiwiSaver: An Initial Evaluation of the Impact on Retirement 

Saving. 
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have been used in the absence of the scheme. On average, KiwiSaver members 

reported that they would have used 64% of the money to save in other vehicles 

or to reduce their debt had they not joined KiwiSaver.  

• A 2014 Treasury working paper3 by two of the same authors found KiwiSaver 

membership had no significant effect on net wealth accumulation. This study 

linked data from the Survey of Family, Income and Employment and from Inland 

Revenue’s administrative data on KiwiSaver membership to analyse the extent 

to which KiwiSaver membership is associated with great accumulation of net 

wealth. The data analysed covered the period of 2002 to 2010. This study 

suggests that, at least during that time period, KiwiSaver contributions came 

primarily from a reallocation of other savings. 

 

9. As we noted in our earlier advice, this evidence has limitations. In particular, the 

studies of the impact of KiwiSaver on incentivising additional savings primarily rely 

on data from early in the life of KiwiSaver. There is a chance that the behavioural 

response to KiwiSaver settings may not align with findings from over 10 years ago. 

These studies also rely heavily on self-reported survey data, which can result in 

measurement error and therefore limit the accuracy of the underlying data.  

10. Officials have not been able to identify any other recent New Zealand studies that 

specifically looked at the extent to which KiwiSaver incentivises members to 

increase their overall retirement savings.   

11. A 2025 NZIER paper4 contained a short section considering the impact of KiwiSaver 

on household savings and concluded that the impact is unclear. 

It is unclear whether higher KiwiSaver balances will translate into higher 

household and national savings. Standard economic theories predict that most 

households will offset an increase in retirement savings balances by reducing 

other forms of savings or increasing borrowing (this is known as the substitution 

effect). However, financially constrained households may not be able to offset 

savings, and behavioural biases or nudges may influence households’ decisions.  

  

There is little empirical evidence on how KiwiSaver has impacted household and 

national savings in the past. One study – using data from the first three years of 

KiwiSaver – found that KiwiSaver has a small positive effect on household savings 

and a marginal or even negative effect on net national savings (Law, Meehan, and 

Scobie 2017). However, this study is quite old, and KiwiSaver has changed 

significantly. More research is needed before any reasonable predictions can be 

made about the future.  

 

International literature 

12. In addition to relying on New Zealand studies of the impact of KiwiSaver on 

incentives to save, officials also considered some of the international evidence on 

the link between savings incentives and savings rates. A comprehensive OECD 

report from 2018 assessed a wide collection of the international evidence on 

savings incentive .5 The report finds a wide variety of results in the literature, but 

concludes that “a reasonable estimate would be that new savings represent 

between a quarter and a third of retirement savings in tax favoured plans”. It is 

unclear from the report how the authors arrived at this judgement.  

 
3 Law, D and G. Scobie (2014). KiwiSaver and the Accumulation of Net Wealth. 
4 Aotearoa New Zealand in 2050: preparing our retirement income policy for the future. This paper was 

prepared as part of the Retirement Commission’s Review of Retirement Income Policies. 
5 OECD (2018), Financial Incentives and Retirement Savings, OECD Publishing, Paris. 
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13. In conversations with the Retirement Commission, they highlighted one 

international study from Denmark6 that they view as highly relevant. This study 

was also referenced in the OECD report above and was identified as particularly 

striking due to its use of administrative data (with a higher quality level and lower 

measurement error than self-reported information) for a large panel of individuals. 

The analysis in this paper relies on a panel of approximately 41 million observations 

for 4 million individuals. The OECD report notes that this leads to very robust 

results.   

14. The key finding from the Danish paper is set out below.   

Overall, our results imply that automatic contributions may be more effective at 

increasing total retirement savings than price subsidies for two reasons: (1) 

subsidies induce relatively few individuals to respond, and (2) they generate 

substantial crowdout conditional on response. 

15. This is also the conclusion of the Congressional Research Service for the United 

States who suggest that: “In general, reducing tax rates on capital income is not 

likely to increase saving...” and on tax-favored retirement accounts that: “evidence 

does not clearly indicate that these retirement plans increase overall saving.”7  

Amount of KiwiSaver funds invested in New Zealand 

16. As noted in a recent Joint Minister’s meeting (24 April) on KiwiSaver and potential 

capital markets reforms, the current information collected by the Financial Markets 

Authority regarding where KiwiSaver funds are invested looks more at asset class 

rather than location of investment. The most recent KiwiSaver Annual report (to 30 

June 2024) shows KiwiSaver assets are invested as follows: 

   

17. We have asked the Financial Markets Authority whether they have any more 

detailed information, however we are advised they do not. We note in this context, 

MBIE are proposing that changes are made to the regulations specifying what data 

is disclosed to the Financial Markets Authority on investments, which if agreed will 

improve the breadth of this information. 

18. The Reserve Bank of New Zealand (RBNZ) also collects and publishes information 

on KiwiSaver investments.8 This information is collected by way of survey as part of 

the RBNZs Quarterly and Annual Managed Funds Surveys. This data shows that as 

at December 2024 there was a total of $127,621m in KiwiSaver funds, with 

$51,167m of this invested in New Zealand assets and $76,454m overseas. The New 

Zealand based portion of the investment in this data therefore makes up 40% of 

 
6 Chetty, Raj, et al. "Active vs. passive decisions and crowd-out in retirement savings accounts: Evidence from 

Denmark." The Quarterly Journal of Economics 129.3 (2014). 
7 Gravelle Jane G. and Marples Donald J., Congressional Research Service (2024). Can Tax Policy Increase 

Saving? 
8 https://www.rbnz.govt.nz/statistics/series/non-banks-and-other-financial-institutions/kiwisaver-assets-by-

sector  



 

  Page 5 of 11 

[SENSITIVE] 

the total KiwiSaver funds. Further detail of the breakdown is contained in Appendix 

1. 

Consultation with the Treasury 

19. The Treasury was consulted and assisted in the preparation of this briefing note.  

 

 

 

 

Carolyn Elliott 

Policy Lead 
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Appendix 1 – Reserve Bank data on KiwiSaver investments 
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Appendix 2: Previous briefing note on NZIER research 

Briefing note 
 

 

Reference: BN2024/452 

 

Date: 6 November 2024 

 

 

To: Revenue Advisor, Minister of Revenue – Angela Graham 

 Private Secretary, Minister of Revenue – Helen Kuy 

 

 

From: Ella Patterson 

 

Subject: Upcoming paper on lessons from the Australian retirement income 

system 

 

Purpose 

1. On 24 October 2024, we received a draft copy of a New Zealand Institute of 

Economic Research (NZIER) paper prepared with support from the Retirement 

Commission, Lessons from across the Tasman - Comparing the Australian and New 

Zealand retirement income systems. The paper aims to compare the performance 

of the New Zealand and Australian retirement income systems to identify lessons 

for New Zealand.  

2. We understand that the paper is intended to be published on 7 November 2024, 

along with a media release. The paper and media release are under embargo until 

5am on 7 November 2024. This briefing note summarises the contents of the 

paper.  

Background  

3. Both countries have an ageing population, and it is anticipated that dependency 

ratios (the number of workers per dependent member of the population) will 

decline in years to come. Spending on pensions, health, and aged care will increase 

as the share of the working age population (who fund most of this spending) falls.  

4. The retirement income system is shaped by the government’s fiscal position. 

General government spending tends to be slightly higher in Australia than New 

Zealand relative to Gross Domestic Product (GDP). The effect of the retirement 

income system on government finances is likely to increase as the population ages. 

The pillars of the two systems 

5. Australia’s system involves targeted government support: 

• the means tested ‘Age Pension’ which aims to address pensioner poverty,  

• the Superannuation Guarantee, where employers contribute at 11.5%9 even if 

employees make no contributions of their own, and 

• tax incentives to encourage employees to make voluntary contributions to their 

Superannuation accounts, such as the ability to make a pre-tax salary sacrifice 

to a superannuation account.  

 
9 This mandatory contribution rate is scheduled to rise to 12% on 1 July 2025. 
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6. In contrast, New Zealand’s system is made up of: 

• New Zealand Superannuation (NZ Super), a universal public pension, and 

• KiwiSaver, a voluntary private savings scheme to smooth incomes over the 

lifecycle.  

7. In both countries, voluntary private savings outside of the retirement income 

system also supplement retirement incomes. Mortgage-free home ownership has 

historically played an important role in providing financial security in retirement. 

However, the number of retirees renting or paying off mortgages is increasing. 

Key lessons for New Zealand’s retirement income system  

8. While the two retirement systems seem comparable, each has different goals and 

structures that reflect different cultural attitudes and histories. New Zealand’s 

retirement income system has historically emphasised universal benefits and 

equality, while Australia has leaned more towards targeted support. This means 

any changes need to be adapted within the local context. 

9. There are benefits to the simpler design of New Zealand’s system as it avoids 

unintended consequences, like choice distortion of when to retire and the 

compliance costs associated with means testing. 

10. Australia’s system (largely pre-funded through private savings) places a lower 

burden on future generations. In contrast, New Zealand’s retirement income 

system is more costly for the government as it is mainly funded by current taxes. 

Despite the partial pre-funding of NZ Super through the NZ Super Fund, the current 

New Zealand settings still place a greater intergenerational burden on future 

generations. 

11. Any changes to the balance of public and private savings making up New Zealand’s 

retirement income system will require weighing up the impact on intergenerational 

equity and income inequality. 

12. New Zealand could increase KiwiSaver balances by raising minimum or default 

contribution rates gradually, taking a similar approach to how the Australian 

Superannuation Guarantee rate rose from 3% to 11.5% over time. However, rates 

as high as Australia are unlikely to be desirable, given the availability of NZ Super. 

Encouraging people to save too much for their future reduces their living standards 

today.  

Adequacy of settings in enabling a reasonable standard of living in retirement 

13. Two key factors that determine the level of adequacy are the proportion of the 

population that participate in the retirement system, and the replacement rate that 

different groups of earners achieve through the retirement income system. 

14. 59% of Australians aged 65 and older receive the Age Pension, whereas nearly all 

New Zealanders aged 65 and older receive NZ Super. There is a similar proportion 

of Australians who hold a Superannuation account compared to New Zealanders 

hold a KiwiSaver account (84% vs 79%), and in both countries around 90% of 

those in paid employment make contributions to their accounts. 

15. A worker with average earnings and a full career has a net pension rate of 62% in 

New Zealand and 34% in Australia. This could be interpreted to indicate earnings 

from retirement income are higher in New Zealand, and that the New Zealand 

system is more progressive.  

16. However, the replacement rate estimates are extremely sensitive to modelling 

assumptions, such as investment returns. The figures for Australia are also 

impacted by the Age Pension means test, as average earners will become eligible 
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later in life as they draw down their assets. A different modelling approach and 

assumptions produces a pension replacement rate for average earners in Australia 

of 80%. 

Impact on poverty, income inequality and gender inequity 

17. While New Zealand’s system reduces income inequality in retirement, Australia’s 

system perpetuates inequalities from working years. In both countries, income 

poverty is lower for people aged 65 and over than the general population. 

18. In Australia, income inequality among people aged 65 and over is similar to the 

general population. Superannuation tax concessions increase inequality, as people 

with higher lifetime incomes receive more benefit from concessions than those with 

lower lifetime incomes.  

19. In New Zealand, income inequality among people 65 and over is lower than the 

general population, as NZ Super provides a higher proportional benefit to lower-

income retirees. In addition, NZ Super is taxed as income, so those with other 

sources of income may receive less after-tax superannuation. 

20. Both the average Australian Superannuation balance, and the average KiwiSaver 

balance are 25% lower for women. The gap is driven by differences in earnings in 

working life, with retirement income system settings having only a small effect.  

Sustainability of government spending on retirement income policies over time  

21. Spending on NZ Super relative to GDP is much larger than spending on the 

Australian Age Pension due to its universal coverage. After accounting for tax, 

spending on NZ Super is expected to rise over time from 4.1% of GDP in 2020 to 

5.5% in 2050 as the population ages. Spending on the Age Pension is expected to 

decline from 2.5% of GDP to 2.1% in 2050 as growing superannuation balances 

mean fewer people will qualify.  

22. In Australia, lost revenue from tax concessions is expected to rise from around 

2.0% of GDP in 2020 to around 2.5% in 2050, exceeding the cost of Age Pension 

expenditure. Tax concessions reduce Age Pension expenditure by contributing to 

higher superannuation balances. In contrast, KiwiSaver subsidies currently account 

for just 0.3% of GDP. 
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23. Both countries have sovereign wealth funds with the objective of reducing the 

burden of the retirement income system when an ageing population is likely to 

place significant pressure on government revenue.  

24. The Australian Future Fund was established in 2006, with a government 

contribution of A$60.5 billion. The government can withdraw from the fund from 

2020 but does not plan to do so until at least 2026-27. The Future Fund currently 

has a balance of A$225 billion or 8.4% of GDP. 

25. The NZ Super Fund was established in 2001, and typically receives an annual 

government contribution of around NZ$2 billion. The fund currently has a balance 

of NZ$78 billion, amounting to around 19% of GDP. Withdrawals are expected to 

begin in the 2030s to smooth the increase in NZ Super expenditure, but it will not 

fully fund it. When annual withdrawals peak in the 2080s, they are expected to 

reach around 0.9% of GDP.  

Impact on household and national savings 

26. As the Australian Age Pension and NZ Super provide income in retirement, they 

reduce the incentive to save. NZ Super is likely to have a larger effect due to its 

universal coverage. Because they are funded through taxation or borrowing, they 

also reduce government savings. Both factors reduce national savings. 

27. Economic theories predict that an increase in contributions to retirement savings 

schemes do not translate to an increase in savings, as households will offset the 

increase by reducing other forms of savings or increasing borrowing (the 

substitution effect). However, financially constrained households are less likely to 

be able to offset savings, and households’ decisions may be influenced by 

behavioural biases or behavioural nudges. 

28. Despite the presence of the substitution effect, the Australian Superannuation 

scheme has a positive impact on household savings. Each additional dollar of 

compulsory employer contributions leads to an increase in household savings of 

around 60 cents on average, with a larger effect in larger in financially constrained 

households. 

29. KiwiSaver has a smaller effect on household savings due to the relative length of 

time funds have had to compound, and the lower average contribution rate (7% vs 

12%). The substitution effect is also much stronger as financially constrained 

households have the option of reducing their contributions or opting out. 

30. Australia’s national savings rate is much higher than New Zealand (25% of GDP vs 

17%) and Australian Superannuation is often attributed as an important 

contributor. Australian Superannuation funds under management are over five 

times as large as KiwiSaver relative to GDP.  

31. However, the impact of these savings schemes on national savings are likely to be 

less than the growth in superannuation assets indicate due to the substitution effect 

on household savings. The cost of tax concessions and subsidies contribute to 

increased government borrowing, which partially offsets any increase in household 

savings. Assuming that Australian Superannuation increases private savings by 

70% and ignoring the effect of public savings, it is estimated to contribute to 

national savings by around 2.5 to 3.0% of GDP. 

Impact on labour participation and wages  

32. Australia’s system discourages working at pension age, resulting in lower labour 

force participation. New Zealand has an older effective retirement age and higher 

labour force participation rate among people 65 years and over. 
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33. The means test for the Age Pension includes an assets test and an income test.  

While the first A$11,800 of annual income is not counted under the income test, 

income over this reduces the pension payment by 50 cents for every dollar. After 

tax, this produces an effective marginal tax rate of 69%. In contrast, NZ Super 

payments are not affected by income, so any income is taxed at the marginal tax 

rate. As a result, older New Zealanders have much stronger incentives to work. 

34. Retirement age also influences choices to continue to participate in the workforce. 

Whilst the eligibility age for Age Pension is slightly higher than NZ Super (67 vs 

65), Australians can access their Superannuation savings before New Zealanders 

can access their KiwiSaver (60 vs 65), giving them the ability to retire earlier. 

 

35. In Australia, studies have found that 80% of the increase in the Superannuation 

Guarantee is passed on to workers through lower wage growth. Because the 

economic incidence of employee and employer contributions is similar, there is no 

obvious economic advantage of having solely employer contributions. 

36. The labour decisions of older people also affect wage growth. Higher participation 

rates for older workers in New Zealand raise labour supply overall, reducing wage 

growth. 

Consultation with the Treasury 

37. The Treasury was informed about this briefing note.  
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15 March 2024 

 

Minister of Revenue 

Initiatives to support the start-up and tech sector: Permission to consult 

Executive summary 

1. This report seeks your decision whether to pursue possible tax initiatives to support 

the start-up and tech sector. Subject to that decision, the report seeks agreement 

to begin targeted consultation with selected stakeholders.1  

2. The “Boosting the Tech Sector” manifesto document includes a commitment to work 

with the tech sector to investigate changes to tax rules that would better support 

start-ups to attract talent by offering future equity in the business.2 Further to this 

commitment, the Minister of Science, Innovation and Technology has requested 

that you investigate tax initiatives that would better support start-ups.  

3. You have expressed particular interest in two tax initiatives: 

• a deferred tax regime, which would allow income from employee share schemes 

offered by start-up companies to be deferred until there is a “liquidity event” to 

fund the tax on the income; and 

• changing the limits on the value of shares and related benefits that can be 

provided to employees on a tax-free basis. 

4. You have asked for a high-level costing of a deferral regime. At this stage, the 

overall fiscal cost of the proposal is estimated to be $32 million over the forecast 

period. However, officials note that there is limited information available to make 

an accurate estimate, and caveats have been provided.  

5. Subject to your approval, we propose to initiate targeted consultation by writing to 

stakeholders and offering to meet with them to obtain their input on the merits and 

design of the two initiatives, as well as any other tax initiatives that could support 

the start-up and tech sector. We will also propose to provide stakeholders with a 

revised officials’ issues paper on the deferral regime that has been updated from 

2017.3 Consultation is likely to create an expectation in the sector that tax initiatives 

will be pursued.  

6. This consultation would occur during March-April 2024. A draft letter containing 

content to send to stakeholders is attached in Appendix One to this report for your 

approval. In addition, the revised officials’ issues paper on the deferral regime is 

included in Appendix Two to this report for your approval.  

7. We would report to you on the outcome of targeted consultation, likely in May, and 

then seek final policy decisions after refining any relevant proposals. Our best-case 

timeline will allow for changes in this area to be included in the next available tax 

bill, which is the August Omnibus Taxation Bill, with changes applying from 1 April 

2025. However, this timeline offers relatively limited time for detailed design 

decisions and a short window for consultation. If consultation exposes issues that 

 
1 Association of Angel Investors, New Zealand Private Capital, UniServices, Outset Ventures, Movac, Creative HQ, 
Chartered Accountants Australia and New Zealand, Corporate Taxpayers Group, New Zealand Law Society, 
Deloitte, PWC, EY, KPMG, ATAINZ and Tax and Social Policy Māori Advisory Panel.  
2 The National Party (2023), Boosting the Tech Sector, J de Joux. 
3 In May 2017 officials released a paper consulting on a possible deferral regime (Taxation of employee share 
schemes: start-up companies, Inland Revenue (May 2017)). At the time there was relatively little reaction to the 
paper, and the proposal did not proceed.     
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Background  

Government has outlined commitments for boosting the tech sector 

15. The “Boosting the Tech Sector” manifesto document states that New Zealand needs 

to make it easier for high-growth sectors like tech to attract the skills and talent 

they need to grow.4 One of the five priorities for the Science, Innovation and 

Technology portfolio is to increase the value of the tech sector by $30 billion by 

2030.  

16. Additionally, the Government has agreed to progress a number of policies through 

coalition agreements. This includes a commitment to investigate changes to the tax 

treatment of share options issued by start-ups to their staff to make it easier to 

attract and retain talent in their early years.5  

17. The Minister of Science, Innovation and Technology has written to you requesting 

you investigate changes to tax rules that would better support start-ups in line with 

this commitment. The letter recognises that these changes could prove beneficial 

to the growth of businesses in our start-up sector considering they are often cash 

poor.  

Problem definition 

18. The issue is whether there are any tax changes that would make it easier for 

companies in the start-up and tech sector to attract and retain talent. Any changes 

would be intended to contribute to the growth of the sector. 

19. Companies in the start-up and tech sector can be small and face issues with liquidity 

and valuation. They are often cash constrained, and all available cash is allocated 

to developing the business. This is a particular reason they use employee share 

schemes (outlined below) because those schemes reduce the amount of cash salary 

they have to pay.  

Proposed taxation initiatives to support the start-up and tech sector 

20. You have expressed particular interest in two initiatives to support the start-up and 

tech sector that relate to the use of employee share schemes.  

21. Employee share schemes are arrangements to issue or transfer company shares to 

a person who will be, is, or has been an employee of a particular company. These 

are an important way of remunerating employees in New Zealand and 

internationally.6 Employee share schemes can align the incentives of employees 

with those of the firm and its non-employee shareholders and can engender greater 

work effort and employee engagement. A ‘benefit’ received under an employee 

share scheme is taxable income7, unless it is an exempt scheme.  

22. Employee share option plans are a type of employee share scheme. These give 

employees the option to buy shares at a certain price (the ‘exercise price’) on or 

after a future date or event. Employees benefit if the value of shares at a future 

date is higher than the exercise price.  

 
4 The National Party (2023), Boosting the Tech Sector, J de Joux. 
5 Commitment 87 of the National Party’s 100-point plan.  
6 In the 2022 year, New Zealand employers reported providing $533 million of taxable employee share scheme 
benefits to 15,730 employees. 
7 The income is the market value of the shares that an employee share scheme beneficiary acquires on the taxing 
date less any consideration provided by them. 
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Tax deferral for start-up companies 

23. Under current settings for employee share schemes, tax is required to be paid when 

the employee holds shares, in the same way as any non-employee shareholder, 

free of any employment-related restrictions or conditions.8 For an employee share 

option plan, this is usually once the option is exercised.  

24. This can be problematic because tax needs to be paid on illiquid (non-cash) income. 

The employee is liable to pay tax on shares which they often cannot sell, leaving 

them out of pocket. The tax deduction available to the employer (equal in timing 

and amount to the employee’s income) will not give rise to an immediate tax benefit 

if the employer is in tax loss (as it often is).  

25. Additionally, Inland Revenue requires some evidence of the value of shares at the 

point of exercise which can in some cases require third-party valuations. This was 

identified as a problem in manifesto commitments, as well as in the Startup Advisors 

Council’s 2023 Upstart Nation Report.9 That said, many start-ups do regularly value 

their shares, for the purpose of attracting further funding. 

26. A deferral regime would allow employees in start-up companies to elect to defer the 

recognition of employee share scheme income until there was a “liquidity event” to 

fund the tax on the income (for example, when the shares are sold by the employee, 

the company is listed or the assets of the company are sold, and the proceeds are 

distributed). The employee would be taxed on the value of the shares at this time, 

less any amount the employee paid for them (and the employer would be entitled 

to a corresponding deduction at that time).  

Example 1: Deferral regime 

 
This example assumes an employee is offered shares with an exercise price of $10 in year one. 

Under a deferral regime the taxing point would move from year two to year three when the shares 

are sold, and the taxable income would be $40 rather than $30. 

27. This would address both the valuation and liquidity issues. For example, at the time 

the shares are listed, there is an established market value, and the employee can 

 
8 These restrictions or conditions relate to potential forfeiture of the benefit under the scheme, provisions that 
provide the employee will not be entitled to be compensated for a fall in the value of the shares, or conditions 
that may result in the reclassifying of shares. 
9 Ministry of Business, Innovation and Employment (July 2023), ISBN: 978-1-99-106959-7, Upstart Nation, 
Wellington.  
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sell some shares (or will receive some consideration for the shares on a wind up) to 

satisfy the tax liability.  

28. Any deferral regime would need to have a cut-off date (that would apply regardless 

of whether a liquidity event had occurred) so that tax could not be deferred 

indefinitely. When the cut-off date applies, issues of valuation and liquidity will still 

arise. The suggested date in the revised officials’ issues paper is seven years.  

29. Work on a deferral regime will also consider possible amendments to better 

integrate employee share schemes and the research and development loss cash out 

regime. 

An alternative more concessionary regime 

30. An alteration to the tax deferral regime would be to make any change in the share 

value after the exercise date non-taxable. The taxable benefit would still be 

assessed when the employee holds shares in the same way as any non-employee 

shareholder, free of any employment-related restrictions or conditions. This 

provides a timing advantage because the payment of the tax would not be required 

until there is a “liquidity event” to fund the tax on the income (for example, when 

the shares are sold by the employee, the company is listed or the assets of the 

company are sold, and the proceeds are distributed). 

Example 2: Alternative deferral regime 

 
This example assumes an employee is offered shares with an exercise price of $10 in year one. 

Under a concessionary regime the taxing point would still take place at year two when the shares 

are held by the employee, however, it would not need to be paid until the shares are sold. The 

taxable income would remain $30, and any increase in the share value would not be recognised as 

income. 

31. This would address the liquidity issue. At the time the shares are sold the employee 

will have money available to satisfy the original tax liability. However, the valuation 

issue would remain, and an employee would be required to have a valuation of the 

shares once they are held.  
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Threshold increase for exempt schemes 

32. Employers can provide exempt benefits to employees under an exempt employee 

share scheme. An exempt employee share scheme is a widely offered scheme that 

meets certain criteria. No deductions are available for an employer in relation to an 

exempt scheme other than in respect of establishing or managing the exempt 

scheme. 

33. The eligibility criteria include, among other things, the following conditions: 

• the maximum value of shares provided to an employee is $5,000 a year; 

• the maximum discount an employer can provide on the market value of the 

shares to an employee is $2,000 a year; and 

• 90% or more of full-time permanent employees must be eligible to take part in 

the scheme.  

34. Officials propose consulting on the possible benefits of changing the first two 

thresholds above. These thresholds relate to the value of the shares offered and the 

value of the benefit offered. Officials note that inflation adjusting these figures from 

the first time they applied (first quarter of 2018) would involve increasing them by 

approximately 25%. 

35. Officials would like to know whether this change would be likely to increase the use 

of exempt schemes by start-ups and other tech sector companies.  

Options analysis 

Tax deferral for start-up companies 

36. A deferral regime for start-up companies presents design issues which will need to 

be addressed to ensure compliance without imposing undue costs for employers, 

employees and Inland Revenue. In particular, the proposal would make it more 

difficult for employers to identify the taxing point, which might lower compliance 

with their obligation to report the benefit. If the taxing event is triggered by a sale 

of shares or an employee or ex-employee ceasing to be New Zealand resident for 

instance, the employer may not be aware that an event has taken place.  

37. The deferral regime is not intended to provide a tax concession to employers and 

promote employee share scheme remuneration over cash remuneration. The “cost” 

of deferring the taxing point is that employees will, in effect, be taxable on any 

gains on the shares until the deferral taxing point occurs (which may be higher than 

their original value). Of course, where the shares decline in value, deferral will result 

in less tax for the employee. 

38. The deferral regime would result in an additional administrative cost for Inland 

Revenue. This is from reduced compliance that will occur at the later taxing point, 

and an increase in reviews and disputes. There is potential that Inland Revenue 

would require more information about employee share schemes in employment 

information during payday filing. This will affect the end of year square up process, 

which will have flow on impacts to external delivery parties (e.g., software 

providers). There will also be a non-system delivery cost relating to updated 

guidance.  

39. These design issues will take time for Inland Revenue and stakeholders to consider 

through consultation. It is important that any deferral regime that is implemented 

is fair and ensures employee share schemes remain an effective way of 

remunerating employees in New Zealand. If consultation exposes issues that 
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require more detailed work than anticipated (or further consultation), we will report 

back to you, and investigate options for other legislative vehicles.  

Alternative more concessionary regime 

40. An alternative, more concessionary regime does not align as well with New 

Zealand’s broad-base low-rate framework. Under the framework, tax bases are 

defined as broadly as possible, so no activity or form of payment (including 

remuneration in shares) is either advantaged or disadvantaged through the 

operation of the tax system. This helps reduce economic distortions. 

41. An alternative regime would advantage the use of employee share schemes as a 

form of employee remuneration for start-up and tech sector companies. Unlike 

salary or wages, employees would be entitled to a tax-free benefit in line with the 

growth of shares after they are held. This could be quite significant if the deferral 

date remains up to seven years. 

42. An option to partially mitigate foregone revenue over the forecast period would be 

to permit the recipient to spread the income tax payable under an employee share 

scheme over an extended period. This period could be either a set number of years 

or until the realisation of those shares. This would reduce or eliminate the cashflow 

impact of accounting for tax without a corresponding disposal of the shares. There 

are currently a number of spreading regimes that allow such spreading within the 

Income Tax Act generally over a set number of years.10  

43. Regardless of design choices, this alternative regime would also increase the fiscal 

cost of the original deferral regime (which is outlined below).11 This is because any 

growth in the shares would be excluded from the taxable benefit, and not included 

in the employee’s income tax. 

44. For the reasons outlined above officials would not recommend a concessionary 

regime and have not included it in the consultation materials. However, if 

consultation identifies support for this option, we will report back to you, and 

identify options to reduce tax distortions.  

Threshold increase for exempt schemes 

45. The existing concessionary regime is intended to encourage employers to offer 

shares to employees under widely offered employee share schemes. The policy 

intent behind the concession is that the schemes are designed to increase employer 

engagement at all levels of the company and align employee and shareholder 

incentives. This may not be well targeted to start-up companies who may not have 

the ability to offer all their employees’ access to employee share schemes.  

46. A tax exemption for employment income does not fit generally within New Zealand’s 

broad-base low-rate framework. Any changes to the thresholds should be viewed 

in light of this. Keeping the thresholds low is an important factor in ensuring that 

the full benefit of such schemes is accessible to the vast majority of company’s 

employees.   

47. Increasing the thresholds for exempt schemes will have minimal administrative 

implications considering the concessionary regime has been in place for some time. 

 
10 These regimes are generally in the farming and agricultural sectors and allow the spreading back of income 
over prior income years, such as timber income, this would permit taxpayers to spread employee share scheme 
income over the following income years, much like the spreading rule for the loss of cattle from mycoplasma 
bovis. 
11 A set number of years rather than deferral until realisation would have a lesser fiscal impact. 
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However, it will likely come at some additional fiscal cost, which can be scaled 

depending on the extent of the threshold changes.  

Financial implications 

48. Deferral of taxation results in an outcome for the employee (and, over time, the 

Government) which is equivalent to upfront taxation, provided taxable income is 

determined using the value of the shares at the deferral date. However, there will 

be a level of foregone revenue for the Government in the immediate years following 

implementation of the deferral regime. The cost of this proposal is estimated to be 

$32 million within the current forecast period assuming the regime would apply 

from 1 April 2025. Beyond the forecast period, the fiscal cost steadily declines to 

$0 by 2033.  

 $ million increase / (decrease) 

Vote Revenue 
Minister of Revenue 2023-24 2024-25 2025-26 2026-27 

2027-28  
& Outyears 

Tax Revenue:       

-Other persons 0 0 0 (26.000) (23.000) 

-Company tax 0 0 0 9.000 8.000 

Total operating 0 0 0 17.000 15.000 

49. This costing is projected from recent employee share scheme data with an implicit 

assumption that the data is representative.12 The fiscal estimate assumes an 100% 

take-up of companies in the start-up sector when in reality the deferral regime 

would be voluntary, and a proportion of companies or employees would not take it 

up. It also assumes an assumption of no behavioural change (no increased use of 

employee share schemes) as a result of the introduction of the scheme.  

50. The costing assumes criteria for determining what qualifies as a “start-up 

company”. The criteria, which is largely based on a similar Australian regime, 

provides that a company must: 

• be an unlisted company; 

• be less than ten years old; and 

• have an annual turnover of less than $15 million. 

Consultation 

51. The Treasury has been consulted in the preparation of this report and the attached 

letter and issues paper. As identified below, there is particular concern for the out-

of-cycle budget funding that would be required to progress the deferral regime. 

52. The Ministry for Business, Innovation and Employment has been consulted in the 

preparation of this report and the attached letter and issues paper.  

Next steps 

53. Officials would like to confirm that you wish to pursue possible tax initiatives to 

support the start-up and tech sector. 

 
12 Employee share scheme information was taken from an average of the 2022 and 2023 tax years. An average 
of 124 “start-up” companies paid $56.8 million through employee share schemes and employees paid tax of 
$20.1 million. 
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54. Subject to your approval, we would issue a letter based on the contents in Appendix 

One and Two and hold meetings with select stakeholders (including Inland 

Revenue’s regular tax stakeholders and the Ministry of Business Innovation and 

Employment’s stakeholders in the start-up and tech sector) to discuss the proposed 

approach. We will seek to do this soon after your approval.  

55. We will report back to you on feedback received from stakeholders and proposed 

final policy decisions after refining any relevant proposals. Our shortest timeline will 

allow this to be done with a view of obtaining Cabinet approval in time for the August 

Omnibus Taxation Bill. Assuming inclusion in the August bill, any changes could 

apply from 1 April 2025 in line with the new tax year. However, if consultation 

exposes issues that require more detailed work than anticipated (or further 

consultation), we will report back to you at that time, including options for later 

legislative vehicles.  

56. The deferral regime, and other potential tax initiatives to support the start-up and 

the tech sector, have not been invited into the Budget 2024 process. Out-of-cycle 

funding would be needed to progress these into the August Omnibus Taxation Bill. 

The Tax Policy Scorecard is unlikely to have sufficient room to fund the mentioned 

employee share scheme changes. Treasury advise that the avenues for out-of-cycle 

funding are extremely limited at this time and reserved for exceptional 

circumstances where a change is sufficiently high-value and urgent that Cabinet 

considers it justified. An alternative would be to progress a consultation process 

now with a view to submitting a bid for funding as part of the Budget 2025 process 

and legislated for in the next Omnibus Taxation Bill.  

57. A timeline has been provided below for your convenience based on the initiative 

being included in the August Omnibus Taxation Bill. 

Timeline Deliverable 

25 March 2024 Email sent out as the basis for consultation to selected 

stakeholders 

30 April 2024 Cease stakeholder engagement  

23 May 2024 Cover report with draft Cabinet paper provided to 

Minister of Revenue and Minister of Finance 

30 May 2024 Budget Day  

19 June 2024 Cabinet paper to ECO 

24 June 2024 Cabinet approval 

26 August 2024 August Omnibus Taxation Bill introduced 
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Appendix One – Consultation letter 

 

[Date] 

 

 

[Address] 

 

 

Dear [Name] 

 

Consultation on possible changes to taxation rules for start-up and tech sector 

 

We would like to begin consultation on possible taxation initiatives to support the start-up and tech 

sector. The Minister of Revenue has expressed particular interest in two changes to Employee Share 

Schemes (ESS) which are identified below. We would like to meet with you to get your feedback 

and comment on those two proposals as well as any other tax initiatives that you think would 

support the sector.  

 

Employee share scheme changes 

 

Deferred taxation regime 

 

Under current settings tax for ESS, tax is required to be paid when the employee holds shares in 

the same way as any non-employee shareholder, free of any employment-related restrictions or 

conditions. For an Employee Share Option Plan, this is usually once the option is exercised.  

 

We would like to consult on the desirability of a regime which would allow employees in start-up 

companies to elect to defer the recognition of ESS income until there was a “liquidity event” to fund 

the tax on the income (for example, when the shares are sold, listed, the employee migrates or the 

assets of the company are sold and the proceeds are distributed when the company is wound up). 

The employee would be taxed on the value of the shares at this time, less any amount the employee 

paid for them (and the employer would be entitled to a corresponding deduction at that time). 

 

We are interested to discuss whether start-up and tech sector companies find that valuation and 

liquidity issues under the current regime are disincentives to using ESS. Further information about 

this issue can be found in the attached issues paper.  

 

Threshold adjustments for exempt schemes 

 

Employers can provide exempt benefits to their employees in the form of an exempt ESS. An exempt 

ESS is a widely offered scheme (offered to 90% or more of full-time permanent employees) that 

meets certain criteria. No deductions are available for an employer in relation to an exempt scheme 

other than in respect of establishing or managing the exempt scheme. 

 

We would like to consult on the possible benefits of changes to two of the thresholds relating to 

exempt ESS (under section CW 26C of the Income Tax Act 2007). These are the thresholds relating 

to the value of shares offered ($5,000 pa maximum per employee) and the value of the benefit 

offered ($2,000 maximum per annum per employee).   

 

We are interested to know whether changes to these thresholds would be likely to increase the use 

of exempt schemes by start-up and tech sector companies (recognising that keeping these 
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thresholds low is an important factor in ensuring that the full benefit of such schemes is accessible 

to the vast majority of a company’s employees). We note that inflation adjusting these figures from 

the first time they applied (first quarter of 2018) would involve increasing them by approximately 

25%. 

 

Other possible options  

 

We are interested to discuss other obstacles start-up and tech sector companies face which could 

be addressed through the tax system. This includes options that would reduce compliance costs.  

 

For example, this could include work to clarify the PAYE obligations of ESS payments. Currently, 

the Income Tax Act 2007 imposes different withholding obligations on (a) benefits granted to the 

employee, and any (b) extra pay given to fund the tax. We also understand that there may be  

uncertainty regarding withholding tax when ESS benefits are paid out in cash.  

 

Next steps 

 

We will be in contact with you soon to schedule a meeting to discuss policy issues and proposed 

solutions. In the meantime, if you would like to discuss this further, please contact me on [cell 

phone number] or [email].  

 

It is also proposed that there is a day for in-person meetings in Auckland on 16 April 2024. Please 

let us know if you are interested in meeting on this date.  

 

If you have written submissions on the proposals in this letter, there are two avenues for contact. 

Submissions can be made by email to policy.webmaster@ird.govt.nz with “possible changes to 

taxation rules for start-up and tech sector” in the subject line or by post to: 

Possible changes to taxation rules for start-up and tech sector  

C/- Deputy Commissioner, Policy and Regulatory Stewardship 

Inland Revenue Department 

PO Box 2198 

Wellington 6140 

The closing date for submissions is 30 April 2024. 

 

 

 

Yours sincerely 

 

 

 

 

 

[Name] 

[Role]  
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02 October 2024 

 

Minister of Revenue  

Consultation on improvements to employee share schemes 

Purpose 

1. In March 2024, you agreed for officials to consult on possible taxation initiatives to 

support the start-up and tech sector [IR2024/064 refers]. In the event that 

‘improvements to the employee share scheme (ESS) regime’ is confirmed as a “non-

discretionary” item on the Tax and Social Policy Work Programme, officials are 

proposing to begin targeted consultation on this issue. 

2. This report seeks your agreement to begin targeted consultation on 16 October 

2024. Officials propose to initiate targeted consultation by writing to stakeholders 

and offering to meet them to discuss changes to the tax treatment of ESS that could 

assist productivity in the start-up sector. Appendices one and two contain a draft 

letter, and revised officials’ issues paper on a specific ESS deferral regime proposal, 

that we will provide to stakeholders.1 This report provides a summary of the 

proposed deferral regime that would apply to start-up companies, including the 

associated fiscal costs.  

Background 

Government commitment to investigate the tax treatment of employee share 

schemes 

3. The National Party’s 100-point economic plan, referenced in coalition agreements, 

committed to investigating changes to the tax treatment of share options issued by 

start-ups to their staff to make it easier to attract and retain talent in their early 

years.2 The “Boosting the Tech Sector” manifesto document identifies issues with 

the current taxing point of ESS, which a deferral regime would address.  

4. The Minister of Science, Innovation and Technology previously wrote to you 

requesting that you investigate changes to tax rules that would better support start-

ups in line with this commitment. The letter recognises that changes, including a 

deferral regime, could prove beneficial to the growth of businesses in our start-up 

sector considering they are often “cash-poor”. 

5.  

 

 

 

 

 

 
1 In May 2017 officials released a paper consulting on a possible deferral regime (Taxation of employee share 
schemes” start-up companies, Inland Revenue (May 2017)). At the time there was relatively little reaction to the 
paper and the proposal did not proceed.  
2 Commitment 87 of the National Party’s 100-point plan.  

s 9(2)(f)(iv)
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Employee share scheme deferral regime 

6. An ESS involves an employer providing its shares, or options to acquire shares, to 

employees. When the price the employee pays for these shares or options is less 

than their market price, the difference is considered income of the employee. In 

other words, when the employee receives the shares at a discounted price. 

7. The fundamental tax issues for start-up companies offering ESS is the timing of 

taxation. Under current settings, tax is required to be paid on that income when an 

employee holds shares free of any employment-related restrictions or conditions. 

For an employee share option plan this is usually once the option is exercised.3 

8. This can be problematic because tax needs to be paid on illiquid (non-cash) income. 

The employee is liable to pay tax on shares that they often cannot sell, leaving them 

out of pocket. The tax deduction available to the employer (equal in timing and 

amount to the employee’s income) will not give rise to an immediate tax benefit if 

the employer is in tax loss (as it often is as a start-up).   

9. Additionally, Inland Revenue requires some evidence of the value of shares at the 

point of exercise, which can in some cases require third-party valuations. This was 

identified as a problem in the manifesto commitment, as well as in the Startup 

Advisors Council’s 2023 UpStart Nation report.4 That said, many start-ups do 

regularly value their shares for the purpose of attracting further funding. 

10. A deferral regime would allow employees in start-up companies to elect to defer the 

recognition of ESS income until there was a “liquidity event” to fund the tax on the 

income (for example, when the shares are sold by the employee, the company is 

listed, or the assets of the company are sold and the proceeds are distributed). The 

employee would be taxed on the value of the shares at this time, less any amount 

the employee paid for them (and the employer would be entitled to a corresponding 

deduction at that time). This would address both the valuation and liquidity issues. 

11. A deferral regime would need to have a cut-off date (that would apply regardless of 

whether a liquidity event had occurred) so tax could not be deferred indefinitely. 

When the cut-off date applies, issues of valuation and liquidity will still arise. The 

suggested date in Inland Revenues draft officials’ issues paper is seven years. 

Fiscal cost of the proposal 

12. Deferral of taxation results in an outcome for the employee (and, over time, the 

Government) that is equivalent to upfront taxation, provided taxable income is 

determined using the value of the shares at the deferral date (for example, the date 

the shares are sold or listed). 

13. There will be a level of foregone revenue for the Government in the immediate years 

following implementation of the deferral regime. The cost of this proposal for start-

up companies is estimated to be $34 million within the current forecast period 

assuming the regime would apply from 1 April 2026. Beyond the forecast period, 

the fiscal cost steadily declines to $0 by 2032.  

 

 

 

 
3 Employee share option plans are a type of employee share scheme. These give employees the option to buy 
shares at a certain price (the exercise price) on or after a future date or event. 
4 Ministry of Business, Innovation and Employment (July 2023), ISBN: 978-1-99-106959-7, UpStart Nation, 
Wellington.   
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 $ million increase / (decrease) 

Vote Revenue 

Minister of Revenue 2024–25 2025–26 2026–27 2027–28 

2028–29  

& Outyears 

Tax Revenue:       

-Other persons 0 0 0 (27.000) (24.000) 

-Company tax 0 0 0 9.000 8.000 

Total operating 0 0 0 18.000 16.000 

 

14. This costing is projected from recent ESS data with an implicit assumption that the 

data is representative.5 The fiscal estimate assumes 100% take-up by companies 

in the start-up sector when, in reality, the deferral regime would likely be voluntary, 

and a proportion of companies or employees would not take it up. It also assumes 

no behavioural change (no increased use of employee share schemes) as a result 

of the introduction of the deferral regime.  

15. The costing assumes criteria for determining what qualifies as a “start-up 

company”. The criteria, which is largely based on a similar Australian regime, 

provides that a company must: 

• be an unlisted company 

• be less than ten years old, and 

• have an annual turnover of less than $15 million.  

16. These criteria, along with the design of the deferral regime, are likely to be a focus 

of stakeholders during the consultation phase. Changes not limited to start-up 

companies would significantly increase the fiscal cost of this proposal. 

Next steps 

Consultation 

17. The 100-point economic plan committed to investigating ESS tax improvements 

within the start-up sector. We propose writing to selected stakeholders seeking 

feedback on the merits of progressing with a deferral regime with a view to 

establishing its likely impact on the sector.6 A draft letter is attached as Appendix 

One.  

18. To support consultation, we propose providing stakeholders with an updated version 

of the 2017 issues paper. A draft is attached as Appendix Two. A deferral regime 

for start-up companies presents design issues that will need to be addressed to 

ensure compliance without imposing undue costs for employers, employees and 

Inland Revenue. It is important that any deferral regime that is implemented is fair 

and ensures ESS remain an effective way of remunerating employees in New 

Zealand. The issues paper seeks feedback on specific design features that would be 

relevant if the Government wishes to progress the policy further.  

19. This consultation would occur during October/November 2024. We will report to you 

on the outcome of targeted consultation, likely in early December. 

 
5 Employee share scheme information was taken from an average of the 2022 and 2023 tax years. An average 
of 124 “start-up” companies paid $56.8 million through employee share schemes and employees paid tax of 
$20.1 million. 
6 Association of Angel Investors, New Zealand Private Capital, UniServices, Outset Ventures, Movac, Creative HQ, 
Chartered Accountants Australia and New Zealand, Corporate Taxpayers Group, New Zealand Law Society, 
Deloitte, PWC, EY, KPMG, ATAINZ and Tax and Social Policy Māori Advisory Panel.  
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Appendix One – Consultation letter 

[Date] 

 

 

[Address] 

 

 

Dear [Name] 

 

Consultation on improvements to the tax treatment of employee share schemes 

 

The Government has committed to investigating the tax treatment of employee share 

schemes (ESS) issued by start-up companies to make it easier to attract and retain talent 

in their early years. The Government recognises that start-up companies can be cash poor 

and are common users of ESS given they reduce the amount of cash salary they have to 

pay.  

 

As such, we would like to begin consultation on how changes to the tax treatment of ESS 

could assist productivity in the start-up sector. One specific proposal consulted on in 2017 

was a deferred taxation regime for ESS. We have revised that issues paper and appended 

it to this letter. We would welcome your feedback on this, or other areas where the tax 

system may be improved to better support the sector in regards to the ESS regime. 

 

Deferred taxation regime 

 

Under current ESS tax settings, tax is required to be paid when the employee holds shares 

in the same way as any non-employee shareholder, free of any employment-related 

restrictions or conditions. For an Employee Share Option Plan, this is usually once the 

option is exercised.  

 

We would like to consult on a regime which would allow employees of start-up companies 

to elect to defer the recognition of ESS income until there was a “liquidity event” to fund 

the tax on the income. Examples of a liquidity event include; when shares are sold or listed, 

the employee migrates or the assets of the company are sold and the proceeds are 

distributed when the company is wound up. The employee would be taxed on the value of 

the shares at this time, less any amount the employee paid for them. The employer would 

be entitled to a corresponding deduction at that time. 

 

We are interested in discussing whether start-up and tech sector companies find that 

valuation and liquidity issues under the current regime are disincentives to using ESS. 

Further information about this issue can be found in the attached issues paper.  

 

Other possible options  

 

We also wish to discuss other obstacles start-up companies face which could be addressed 

through the tax system, such as options that would reduce compliance costs. 

 

For example, this could include work to clarify the PAYE obligations of ESS payments. 

Currently, the Income Tax Act 2007 imposes different withholding obligations on (a) 

benefits granted to the employee, and any (b) extra pay given to fund the tax. We also 
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understand that there may be uncertainty regarding withholding tax when ESS benefits 

are paid out in cash.  

 

Next steps 

 

We will be in contact with you soon to schedule a meeting to discuss the deferral regime 

and any other possible changes. In the meantime, if you would like to discuss this further, 

please contact me on [cell phone number] or [email].  

 

If you have written submissions on the proposals in this letter, there are two avenues for 

contact. Submissions can be made by email to policy.webmaster@ird.govt.nz with 

“taxation of employee share schemes: start-up companies” in the subject line or by post 

to: 

Taxation of employee share schemes: start-up companies 

C/- Deputy Commissioner, Policy 

Inland Revenue Department 

PO Box 2198 

Wellington 6140 

The closing date for submissions is 27 November 2024. 

 

 

 

Yours sincerely 

 

 

 

 

 

[Name] 

[Role] 



  

POLICY 

Tax policy report: Employee share scheme deferral regime – outcome of 
consultation 

Date: 21 March 2025 Priority: High 

 

Security level: Sensitive - Budget Report number: IR2025/126 

Action sought 

 Action sought Deadline 

Minister of Finance Agree to recommendations 

Note the contents of this report 

25 March 2025 

Minister of Revenue  
 

Agree to recommendations 

Note the contents of this report 
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Claire McLellan Acting Policy Lead   

 
☐ 

Amber Flesher Senior Policy Advisor  
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21 March 2025 
 
Minister of Finance 
Minister of Revenue  

Employee share scheme deferral regime – outcome of consultation 

Executive summary 

Purpose 

1. This report seeks your decisions on whether to progress with a tax deferral regime 
for employee share schemes (ESS), and if so, seeks design decisions on the regime. 
Subject to that decision, the report seeks agreement to book the cost of the policy 
in Budget 2025, for inclusion in the August 2025-26 omnibus tax Bill. 

Context and background 

2. The National Party’s 100-point economic plan committed to investigating changes 
to the tax treatment of share options issued by start-ups to their staff to make it 
easier to attract and retain talent in their early years.1 The “Boosting the Tech 
Sector” manifesto document identifies issues with the current taxing point of ESS, 
which a deferral regime would address.  

3. On 31 January 2025, Inland Revenue released the Officials’ Issues Paper Taxation 
of employee share schemes: start-up companies. This paper proposed a deferral 
regime to allow recognition of taxable income from ESS offered by start-up 
companies to be deferred until there is a “liquidity event” to fund the tax on the 
income.  Submissions closed on this paper on 14 March 2025. Targeted consultation 
was also undertaken with key stakeholders.  

Problem definition 

4. The issue is whether tax changes such as a deferral regime would make it easier 
for companies in the start-up and tech sector to attract and retain talent. Any 
changes would be intended to contribute to the growth of the sector. 

5. Companies in the start-up and tech sector face issues with liquidity and valuation. 
They are often cash-constrained, and all available cash is allocated to developing 
the business. This is primary reason they use ESS, as those schemes reduce the 
amount of cash salary they pay.  

6. However, there are two tax barriers to utilising ESS faced by start-up companies: 
valuation of the shares, and the ability of the employee to pay the tax on the 
income. 

7. Both of these barriers can be overcome by using options rather than shares.2  The 
issue is whether the inability to overcome these barriers with a scheme using shares 
is a problem that needs to be solved. 

 
1 Commitment 87 of the National Party’s 100-point plan. 
2 Employee share option plans are a type of employee share scheme. Instead of granting shares directly, these 
give employees the option to buy shares at a certain price (the exercise price) on or after a future date or event. 
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Outcome of consultation  

8. The key themes that arose in consultation were: 

• In the majority of cases, using long-dated options provides an adequate 
mechanism to defer an employee’s ESS tax liability. 

• The proposed regime was too complicated and would not provide enough of a 
benefit compared with existing choice (long-dated options).  

• If a regime were implemented, the start-up definition in the proposed regime 
was too narrow, and would exclude companies that were true start-ups, which 
the policy was trying to target. 

9. In response to feedback, Inland Revenue does not recommend progressing a 
deferral regime, as compared with the status quo it does not provide enough 
commercial benefit to companies to justify the cost of the proposal.  

10. However, if you did wish to progress a deferral regime, we have developed a 
simplified version which responds to some of the concerns submitters raised with 
the design in of the proposal in the issues paper. Feedback from some submitters 
suggested that this version could be of use to the start-up sector.  

11. If a deferral regime is not progressed, resources could be applied to other measures 
designed to improve the current tax regime. Stakeholders conveyed a strong 
interest in further consultation on other potential options to encourage the start-up 
sector, including a non-assessable/non-deductible approach similar to exempt ESS, 
providing tax concessions, publishing specific guidelines on valuation, or reviewing 
other compliance cost issues. Officials do not recommend more concessional 
approaches suggested by submitters, such as delaying the tax obligation on ESS, 
or extending the ambit of the current exempt ESS scheme.   

Next steps 

12. If Ministers agree with officials’ recommendation, there is no need for further steps. 
Further engagement with the sector on other improvements to the tax settings for 
ESS could be considered as part of updating the Tax and Social Policy Work 
Programme.    

13. If you wish to progress a simplified deferral regime, we recommend you invite the 
option into the Budget 2025 process.   

14. Legislation could be included in the August 2025-26 omnibus tax Bill. 

Background 

Background 

15. The National Party’s 100-point economic plan, referenced in coalition agreements, 
committed to investigating changes to the tax treatment of share options issued by 
start-ups to their employees to make it easier to attract and retain talent in their 
early years. The “Boosting the Tech Sector” manifesto document identifies issues 
with the current taxing point of ESS, which a deferral regime would address.  

16. The Minister of Science, Innovation and Technology previously wrote to you 
requesting that you investigate changes to tax rules that would better support start-
ups in line with this commitment. The letter recognises that changes, including a 
deferral regime, could prove beneficial to the growth of businesses in our start-up 
sector considering they are often “cash-poor”.  
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17. Officials subsequently undertook informal consultation with some start-up sector 
advisors, who suggested that there might be a benefit from developing a non-
concessional tax deferral regime for ESS. 

18. On 31 January 2025, Inland Revenue released the Issues Paper Taxation of 
employee share schemes: start-up companies. This Issues Paper primarily focused 
on a regime which would allow recognition of taxable income from ESS offered by 
start-up companies to be deferred until there is a “liquidity event” to fund the tax 
on the income. Start-up companies were defined as companies less than 10-years 
old, and with a turnover of under NZD$15 million. Along with several liquidity 
events, a 7-year sunset period was also included as a final taxing event.  

19. Submissions closed on this paper on 14 March 2025. Targeted consultation was also 
undertaken with key stakeholders. Key themes from this consultation are discussed 
further below.  

Current law 

20. Under current settings for ESS, tax is required to be paid when the employee holds 
shares, in the same way as any non-employee shareholder, free of any 
employment-related restrictions or conditions.  For an employee share scheme, this 
is usually once the employee holds the shares free of employment-related 
conditions.  

21. This can be problematic because tax needs to be paid on illiquid (non-cash) income. 
The employee is liable to pay tax on shares which they often cannot sell. The tax 
deduction available to the employer (equal in timing and amount to the employee’s 
income) will not give rise to an immediate tax benefit if the employer is in tax loss 
(as start-ups often are).  

22. Additionally, Inland Revenue requires some evidence of the value of shares at the 
point of exercise which can in some cases require third-party valuations. This was 
identified as a problem in manifesto commitments, as well as in the Startup Advisors 
Council’s 2023 UpStart Nation report.3  Many start-ups do regularly value their 
shares for the purpose of attracting further funding.  However, feedback was that 
these valuations might often be relatively optimistic, and also that they were 
relevant to shares having superior rights to those offered to employees. 

Policy intent  

23. The intent of the proposed deferral regime is to increase the use of ESS in the start-
up sector by deferring the taxing point for schemes that involve the issue of shares 
rather than options. In doing so, this would be intended to contribute to the growth 
of the sector by aiding the attraction and retention of talent. It is important to note 
though that the benefit provided is one of timing and is not a tax concession.  

Problem definition 

24. Companies in the start-up and tech sector often face issues with liquidity and 
valuation. They are often cash constrained, and all available cash is allocated to 
developing the business. This is a particular reason they use ESS, because those 
schemes can reduce the amount of cash salary they pay, while remaining 
competitive in terms of remuneration.  

 
3 Ministry of Business, Innovation and Employment (July 2023), ISBN: 978-1-99-106959-7, UpStart Nation, 
Wellington.   
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25. There are two tax barriers to utilising ESS that are faced by start-up companies. 
The first is the valuation of the shares and second the liquidity on the employee’s 
part to pay the tax on the income. 

Valuation 

26. Under the current law, calculating the tax payable by an employee requires a 
valuation of the shares at the relevant taxing point. 

27. If the shares are in a listed company, the value of the shares at the time tax is 
payable can be easily found. It is more difficult to determine the value of the shares 
in an unlisted company, particularly if it is an early stage or start-up company, with 
little or no operating history, no net revenue or perhaps even cashflows and very 
few tangible assets. 

Liquidity 

28. Start-up companies are also often cash-constrained – all available cash is allocated 
to developing the business. This is one reason they use ESS to remunerate 
employees – because it reduces the amount of cash salary, they have to pay to 
remain competitive. Similarly, an employee may receive a modest cash salary to 
cover living costs and the rest of their remuneration in shares. 

29. Compounding this issue is that in early-stage companies, and often in a broader set 
of unlisted companies, there is a very limited market for the employee’s shares. 
The employee will often be prohibited from selling the shares other than to existing 
shareholders (and in some cases, that also may be impermissible). This makes it 
very difficult for the employee to sell their shares. 

Use of options  

30. Under current law, it is possible to legitimately structure an ESS so that it has the 
practical effect of deferring the taxing point – thus avoiding or minimising issues of 
liquidity and valuation. This can be done by using what is known as a long-dated 
option. 

31. For example, if an employee is given an option which expires in 20 years, the 
employee can defer the taxing point in relation to that option until the company has 
an initial public offering (IPO) or the employee wishes to sell the shares. The 
employee can wait until that time to exercise the option. The employee will then 
have income equal to the value of the shares at that time, less the option price. 

32. As discussed further below, during consultation it was made clear that for a deferral 
regime to be useful, it would at the very least need to provide a benefit greater 
than an option and be as easy to administer.  

Consultation 

33. Eleven submissions were received on the Officials’ Issues Paper, and eight 
consultation meetings were held with stakeholders. Regular stakeholder groups 
such as Chartered Accountants Australia and New Zealand, New Zealand Law 
Society, Corporate Taxpayers Group, KPMG, PwC, EY and Deloitte were involved in 
consultation as well as industry experts such as the Angel Association and Venture 
Capital firms (Movac, Icehouse Ventures, Altered Capital, Global from Day One).  

34. A common theme of consultation was that the proposal provided no real benefit 
over the status quo of using long dated options. Submitters have suggested that 
many in the start-up sector are content using options contracts, and the complexity 
of the proposal may result in employers continuing to use options. Many submitters 
suggested that tax concessions were a more appropriate way to make an impactful 
change in the start-up sector.  
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35. The majority of submitters also found the eligibility criteria for the proposed deferral 
regime to be too restrictive. Multiple submitters recommended we either remove 
the turnover and 10-year age limit, or we increase the limits to $50M turnover and 
an age of 15 years (to align with the Australian legislation).  

36. Submitters advised this criterion did not capture “true start-ups” because many 
New Zealand start-ups are competing in the global market, thus need to be more 
aligned with international practice. Further, many innovative companies will either 
have an extended R&D phase, or “false starts” before finding success. 

37. A number of submitters suggested removing the listed liquidity events, particularly 
ceasing to be an employee, and ceasing to be a New Zealand tax resident. This 
would leave only the sale/cancellation of shares as a taxing point to ensure the 
employee had the funds to service the tax liability when it is triggered. The point 
was made that when employees leave a company, they often have to forfeit their 
shares anyway, and to expand globally some employees may be required to leave 
New Zealand.  

38. Many submitters also suggested that the 7-year sunset clause be removed or at 
least extended. They advised that the sunset clause would make this regime less 
attractive than options contracts because, with options, the tax liability may never 
arise if unexercised, whereas the sunset clause concretes a tax liability. 

39. Most submissions agreed that this deferral regime should not be mandatory. 
Employers should have the choice to offer the deferral regime, and employees 
should have the choice to elect in. Elections should occur at the beginning of the 
regime. 

Options analysis 

40. Due to strong feedback during consultation, Inland Revenue does not recommend 
a deferral regime. If Ministers wish to progress with a deferral regime, however, a 
significantly simplified version is set out below that removes the 7-year sunset 
period and the start-up criteria, as requested throughout consultation.  

Retaining the status quo (recommended) 

41. Feedback has highlighted that the majority of start-ups use long-dated options as 
a self-help solution to delay the taxation of ESS. These long-dated options allow 
employees to exercise an option when they are in position to fund tax on the shares.  

42. It also lowers the risk that an employee will owe tax on shares that have decreased 
in value since the share scheme taxing date and therefore cannot cover the tax by 
selling the shares.  

43. The key issue with using long-dated options is that the employee is not a 
shareholder in the company until the share is exercised. This means they do not 
have the same rights as a shareholder, such as voting rights or the payment of a 
dividend. Holding a share can be seen as beneficial in aligning the interests of the 
company and employee. 

44. However, feedback reinforced that many companies prefer providing options to their 
employees rather than shares, as it is less administratively burdensome. 

45. Retaining the status quo would have no revenue or economic impact. If a deferral 
regime is not progressed, resources could be applied to other measures designed 
to improve the current tax regime, subject to prioritisation on the Tax and Social 
Policy Work Programme. Stakeholders conveyed a strong interest in further 
consultation on changes to ESS that could have a greater impact on start-ups. 



 

IR2025/126: Employee share scheme deferral regime – outcome of consultation Page 6 of 9 

Providing a deferral regime to all New Zealand companies that are not part of a 
listed group 

46. The deferral regime proposed in the officials’ issues paper raised many issues in 
consultation. When compared with a long-dated option, the regime provided less of 
an advantage and would be more difficult to comply with.  

47. Given the proposed seven-year sunset period, and if ceasing to be an employee or 
a New Zealand tax resident would trigger taxation, a company would be able to 
defer taxation for longer under an options scheme.  

48. Further, the narrow definition of start-ups was consistently raised during 
consultation as unworkable and would unintentionally exclude many companies that 
would still be considered true start-ups. The age of a start-up rarely reflects the 
state of growth that it is in. In many industries, it can take over ten years for a 
company to move past the start-up phase.  

49. In response to this feedback, a simplified version is recommended if the deferral 
regime is to progress. There was limited time to consult on this simplified regime, 
but there was some positive feedback from stakeholders that this could be useful 
for start-ups who wish to provide shares to their employees rather than options 
schemes.  

50. This simplified version would be available to all New Zealand companies that are 
not a member of a listed group.  

51. The deferred taxing points would be limited to: 

• Payment of a dividend on the shares (noting that other shares in the company 
not subject to deferral can still be paid a dividend) 

• Listing of the company 

• Sale of the shares by the employee 

• Cancellation of the shares. 

52. This approach would more closely align with how long-dated options function and 
would remove the initially proposed sunset period as well as ceasing employment 
and ceasing to be a New Zealand tax resident as liquidity events.  

53. Removing the start-up definition responds to feedback received in consultation that 
the proposed definition would exclude companies that were in essence still start-
ups, despite being over 10 years old, or having a turnover higher than NZD$15 
million. It would also greatly reduce the compliance burden on companies as they 
would not have to monitor whether they meet the definition criteria.  

54. The estimated revenue impact over the forecast period is $9.9 million.  

55. While this option may provide some benefit to companies, officials do not believe 
this benefit would outweigh the cost of this proposal.  

Conclusion 

56. Officials recommend retaining the status quo, as consultation has suggested that a 
deferral regime would not provide enough of an incentive over options for 
companies to take up the regime.  

57. If Ministers do wish to proceed with a deferral regime, officials recommend a 
simplified version of the deferral proposal consulted on in order to confer the most 
commercial benefit.  
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Financial implications 

58. The fiscal impact of the simplified deferral regime results in an overall decrease in 
tax revenue of approximately $9.9 million over the forecast period, with a 
corresponding impact on the operating balance and net core Crown debt: 

 $m – increase/(decrease) 

Vote Revenue 

Minister of Revenue 

2024/25 2025/26 2026/27 2027/28 2028/29     
& Outyears  

Crown Revenue and Receipts: 

Tax Revenue: 

Other persons 

Company tax - 
(1.300) 

0.400 
(5.000) 

2.000 
(5.000) 

2.000 
(4.000) 

1.000 

Total Operating - 0.900 3.000 3.000 3.000 

 
59. This costing assumes a take up rate of 5% on top of those who would move from 

long-dated options (moving from options would have no revenue impact).  

60. Based on the consultation feedback, a large proportion of companies have already 
structured options to smooth or defer their ESS tax liability. This means that the 
available data is already reflecting a lag or a preference to pay at the vesting and 
not sale date.   

61. This assumption is why this broader simplified regime has a lower cost than the 
initially proposed deferral regime. The initial costing did not take into account the 
fact that most start-ups were already in essence deferring the taxation point by 
using long-date options.  

62. If you agree to progress a simplified deferral regime, we recommend that the cost 
be charged against the Budget 2025 allowance.  

Administrative implications 

63. 

64. Inland Revenue has completed a high-level assessment of the administration costs 
based on the current options being considered. Depending on the agreed policy 
options the implementation and delivery costs could range from $2 million to $3 
million over the forecast period. At this stage we propose self-funding these costs 
up to $3 million.  

Agency consultation 

65. The Treasury was consulted on this report and agrees with the recommendations. 

66. The Ministry for Business, Innovation and Employment was also consulted. 

Next steps 

67. If Ministers agree with officials’ recommendation, there is no need for further steps. 
Further engagement with the sector on other improvements to the tax settings for 
ESS could be considered as part of updating the Tax and Social Policy Work 
Programme.    

s 6(c), s 9(2)(f)(iv)
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68. If you wish to progress a simplified deferral regime, we recommend you invite the 
option into the Budget 2025 process.   

69. Legislation could be included in the August 2025-26 omnibus tax Bill. 

Recommended action 

We recommend that you: 
 
1. agree to: 

1.1. Retain the status quo (Inland Revenue’s preferred option);  

      Agreed/Not agreed                                    Agreed/Not agreed 

OR 

1.2. Progress a simplified deferral regime available to unlisted companies and invite the 
regime into the Budget 2025 process; 

      Agreed/Not agreed                                    Agreed/Not agreed 

2. note that the simplified deferral regime has a fiscal cost of approximately $9.9 million. 

     Noted                                                       Noted 

If you agree to progress a simplified deferral regime initiative in recommendation 1.2 then: 
 
3. note the following changes as a result of the decision in recommendation 1.2 above, 

with a corresponding impact on the operating balance and net core Crown debt:  

 $m – increase/(decrease) 

Vote Revenue 

Minister of Revenue 

2024/25 2025/26 2026/27 2027/28 2028/29     
& Outyears  

Crown Revenue and Receipts: 

Tax Revenue: -  (0.900) (3.000) (3.000) (3.000) 

Total Operating - 0.900 3.000 3.000 3.000 

 
Noted                                                       Noted 

 
 
4. agree that the reduction in Crown tax revenue in recommendation 3 above be charged 

against the Budget 2025 allowance. 

Agreed/Not agreed                                    Agreed/Not agreed 
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5. agree to include the necessary legislative changes in the Annual Rates 25-26 Tax Bill; 

Agreed/Not agreed                                    Agreed/Not agreed 

 

 

Claire McLellan 
Acting Policy Lead 
Policy 
 
 
 
 
 
 
 
Hon Nicola Willis        Hon Simon Watts  
Minister of Finance       Minister of Revenue 
       /       /2025             /       /2025 
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13 January 2025 

 

Minister of Finance 

Minister of Revenue  

Thin capitalisation settings for infrastructure 

Executive summary 

Purpose 

1. This report outlines our initial thoughts on the thin capitalisation settings for 

infrastructure and seeks your approval to do further work with a view to preparing 

a consultation paper on this subject for release later in 2025. 

Context and background 

2. Foreign multinationals can choose to fund their New Zealand investments with 

either equity or debt. However, the lighter tax treatment of debt compared to equity 

investment provides an incentive for them to invest into New Zealand through debt 

rather than equity. 

3. The thin capitalisation rules protect the New Zealand tax base by preventing 

multinationals from allocating an excessive proportion of their debt to New Zealand 

to reduce the amount of tax paid. The rules limit interest deductions by setting a 

maximum allowable debt percentage (i.e., debt to net assets ratio) for the New 

Zealand group. 

4. If the New Zealand group’s debt percentage exceeds 110% of the worldwide group’s 

debt percentage, some interest deductions are disallowed. There is, however, a 

‘safe harbour’ debt percentage of 60%. This means that if the New Zealand group’s 

debt percentage does not exceed 60%, then the worldwide comparison is not 

needed and all the interest may be deducted.      

5. The rules were relaxed in 2018 to provide an exemption for public private 

partnership (PPP) infrastructure projects, allowing such projects to take on debt in 

excess of the limits imposed by the general rules, provided that the debt is third-

party debt with limited recourse (i.e, only has recourse to the assets and income 

that arise from the project and equity committed to the project by investors). This 

treatment only applies to PPP infrastructure projects with the Crown or a public 

authority. 

Problem definition 

6. Although the current thin capitalisation rules generally work as intended, there are 

some scenarios where the rules may be unduly discouraging some foreign 

investment in infrastructure projects.  

7. In particular, high levels of debt can arise in infrastructure projects because they 

tend to be capital intensive with future cashflows that may be supported by long-

term purchase agreements or service contracts. Under the current settings, some 

interest deductions may be denied even though the level of debt is not considered 

excessive in commercial terms (being from unrelated third parties on limited 

recourse terms). The case to consider changing the thin capitalisation rules is 
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premised on the basis that interest deductions should not be denied in such 

scenarios. 

8. The interest denial increases the effective tax rate for such investments. Therefore, 

it potentially acts as a barrier to the inflow of capital that New Zealand needs to 

help resolve its infrastructure deficit. 

Options to address the problem 

Option 1: Rule targeted at infrastructure investments with a public benefit 

9. The first option involves extending the specific rule that applies to PPP projects so 

that the same treatment can apply to infrastructure investments that are not 

performed under a contract with the Crown where the debt is third party limited 

recourse debt (e.g. renewable energy projects). There is a variation of this option 

that could apply more generally to New Zealand infrastructure businesses for third 

party debt (provided a foreign investor has not guaranteed the debt). This could 

potentially be narrowed by targeting only projects/investment that result in new 

infrastructure assets in New Zealand.     

Option 2: General rule that applies to third-party limited recourse debt 

10. The second option involves broadening the rule even further so that it applies more 

generally to investments (not limited to infrastructure) that have third-party limited 

recourse debt. There is again a variation of this option which could apply more 

generally to New Zealand businesses for third party debt (provided a foreign 

investor has not guaranteed the debt).  

Initial assessment 

11. Based on initial meetings with stakeholders, it seems reasonable to conclude that 

the current thin capitalisation settings are discouraging some foreign investment in 

infrastructure projects in New Zealand. Not addressing the issue could result in lost 

opportunities for New Zealand by deterring some investments. This issue is 

particularly important considering countries face competition in securing investment 

and expertise for infrastructure projects as there is limited availability of the 

investment and expertise worldwide. 

12. Thin capitalisation settings are just one element that impacts the effective tax rate 

for foreign direct investment (FDI) so it is hard to say the extent to which changing 

thin capitalisation settings will lead to increased investment that helps with New 

Zealand’s infrastructure deficit. This is particularly because much of the 

infrastructure in New Zealand is owned by central or local government, rather than 

privately, but a change should help remove a potential barrier to some investment 

in infrastructure. 

13. To address the issue, our initial view is that a targeted rule that applies only to 

infrastructure investment (Option 1) is preferred because it has the potential to 

address many of the examples raised by stakeholders to date (renewable energy 

projects being the primary example highlighted). Being a targeted rule, it also limits 

the risk that the rule may create unintended consequences.  

14. The main design challenge for option 1 is likely to be determining an appropriate 

boundary of what constitutes an eligible infrastructure project. This could lead to 

requests to extend or clarify the boundary and the list of eligible infrastructure 

needing frequent updates to keep up with new technology. These issues may be 

mitigated depending on how the rule is designed, for example, by choosing a 

broader definition of eligible infrastructure investment, although this could also 

increase the potential cost.  
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15. Option 2 is considered partly due to the difficulty in determining the appropriate 

boundary. It is premised on the basis that the amount of debt should not be 

considered excessive if the debt is third-party debt with limited recourse to a New 

Zealand project/business, regardless of the sector.  

16. As it would apply to all sectors, option 2 (particularly with the potential variation) 

constitutes a more fundamental change to the overall thin capitalisation settings.  

Therefore, it would require a more thorough assessment as to how such a change 

might impact the overall integrity of the thin capitalisation regime. Any change of 

this nature could end up being complex, involving various tests and measures to 

ensure it is not used inappropriately. This, in turn, might narrow its application and 

result in higher compliance costs which might offset any benefits obtained from 

having a more general rule. 

17. 

18. The Treasury has been consulted on this report, and supports Inland Revenue’s 

recommendation to continue further policy work in this area. We have also had 

initial discussions with other interested stakeholders.    

Next steps 

19. We have only had time to identify the options at a high level. Our recommendation 

is that we undertake further work to consider and develop these options so that a 

more informed decision can be made by Ministers. We expect that this work could 

progress on a timeline that allows for: 

• reporting back to you on progress (including a cost estimate of the options) 

around April 2025;   

• preparing and releasing a consultation document by the third quarter of 2025;   

20. Officials propose to discuss the contents of this report with you to understand your 

priorities, including the potential timeline.  

  

s 9(2)(f)(iv)

s 9(2)(f)(iv)
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Background 

21. You have asked us to review the thin capitalisation settings in New Zealand from 

an infrastructure lens. The purpose of this report is to provide our initial thoughts 

on this topic and seek approval to do further work with a view to preparing a 

consultation document on this subject for release later in 2025. This is our first 

report on this topic and follows its addition to the Government Tax and Social Policy 

Work Programme published in November 2024.   

22. As part of our work to date, we have considered a letter that the Corporate 

Taxpayers Group (CTG) wrote to you, the Minister for Infrastructure, and the 

Minister of Transport and Energy on Foreign Direct Investment Tax Policy Solutions 

on 2 August 2024. The letter noted that New Zealand needs policy settings that 

encourage more foreign direct investment (FDI) to fund the investment that New 

Zealand requires, particularly in infrastructure. We have met with the CTG to discuss 

their letter which has helped inform the options considered in this report. We have 

also had initial discussions with other interested stakeholders. 

23. Other options such as increasing the safe harbour thin capitalisation threshold more 

generally or introducing a targeted regime for infrastructure projects of national 

significance, where investors would pay tax at a concessionary rate of 14%, were 

also raised. However, as instructed, we have not focused on these options at this 

time.   

Thin capitalisation settings in New Zealand 

24. Foreign investors can fund their New Zealand investments with equity or debt. In 

this context, the thin capitalisation rules help protect the New Zealand tax base by 

limiting the amount of debt that foreign investors can put into their New Zealand 

investments before some interest deductions are disallowed. The rules help protect 

the tax base from the following risks:  

• Multinational groups allocating an excessive proportion of their worldwide debt 

(and interest expenses) to New Zealand; and  

• Multinational groups using intragroup loans to shift profits out of New Zealand 

through interest payments.   

25. These risks arise because debt and equity are taxed differently. Interest on debt is 

generally a deductible expense for the payer. Dividends, or other equity returns, on 

the other hand, are generally not deductible for the payer. The difference in 

treatment generally creates a tax-induced bias, in the cross-border context, 

towards debt financing, particularly in countries with higher corporate tax rates. 

26. New Zealand has had thin capitalisation rules for inbound investment since 1996. 

There are two key elements to the rules: 

• Worldwide group debt test: The rules disallow a portion of the interest 

deductions if the debt percentage (i.e., debt to net assets ratio) of the New 

Zealand group exceeds 110% of the worldwide group’s debt percentage.  

• Safe harbour debt threshold: The rules include a safe harbour debt threshold of 

60%. This means that if the debt percentage of the New Zealand group does 

not exceed 60%, all the interest can be deducted without needing to consider 

the worldwide group debt test.    

27. In 2018, New Zealand introduced a specific exemption for PPP infrastructure 

projects undertaken with the Crown or a public authority approved by the Minister 

of Finance. The rule effectively allows PPPs to take on debt in excess of the limits 

imposed by the general rules, provided that the debt is third party debt (or like third 
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party debt) that only has recourse to the assets and income that arise from the 

project and the equity committed by the investors in the project (i.e., it is limited 

recourse debt). The rule reflects that a PPP can be very highly geared commercially 

(approximately 85-90% debt funded) because third party lenders see a PPP as a 

safe investment due to the security and cash flow characteristics of the project 

(long-term cashflows provided by the Crown).  

28. The PPP rule is consistent with the OECD’s BEPS Action 4 Report (September 2015) 

Limiting Base Erosion Involving Interest Deductions and Other Financial Payments 

(BEPS Action 4 Report). This report noted that countries may wish to provide an 

exemption from interest limitation rules for third-party limited recourse loans used 

to fund public benefit infrastructure projects/assets, because they present little to 

no risk of base erosion and profit shifting (BEPS).       

Problem definition 

29. The thin capitalisation rules generally work as intended. The 60% safe harbour 

threshold is set at a level that means the vast majority of taxpayers fall below it 

and do not need to rely on the worldwide group debt test.  

30. The key issue, from an infrastructure lens, is that the rules are discouraging some 

otherwise viable foreign investment in infrastructure. This was highlighted in the 

CTG letter to you of 2 August 2024 which stated:  

In infrastructure projects, where third party lenders are willing to lend more than 

60% of the asset value, the 60% limit under the thin capitalisation rules may result 
in interest deductions being denied even though in commercial terms the level of 
debt for the project in question would not be considered excessive.     

31. The primary concern is that in such cases the thin capitalisation settings are acting 

as a barrier to the foreign capital flow that New Zealand needs to help resolve its 

infrastructure deficit.       

32. While the worldwide group debt test is intended to help in situations where the 60% 

safe harbour is breached, it may not help some infrastructure investment. This is 

because the foreign investor may have infrastructure projects of differing maturities 

around the world with more mature projects having lower debt levels than less 

mature ones. The foreign investor may also have investments in a range of 

industries with different capital structures.  

33. We have had initial meetings with the CTG, KPMG and PwC to understand where 

third parties are willing to lend at more than 60% of the value of the assets. 

Renewable energy projects were the primary example provided. There were others 

involving businesses holding telecommunication towers, student accommodation, 

smart meters, and property, amongst others. The level of debt would generally fall 

within 60-80%.      

34. Our sense from these meetings was that, while not common, there are examples 

where our thin capitalisation settings are impacting some infrastructure investment 

decisions. Denial of some of the interest deductions may mean that some projects 

do not proceed, and even if they do, they would be expected to have a negative 

impact on project modelling/economics.      

35. Therefore, there is a reasonable case to further consider changing the thin 

capitalisation rules so that they do not unduly discourage infrastructure investment 

where third parties are willing to provide funding on limited recourse terms (and 

the level of debt funding breaches the thresholds in the general thin capitalisation 

rules).  

36. It is hard to say the extent to which changing the thin capitalisation settings will 

lead to increased investment that helps with New Zealand’s infrastructure deficit, 
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as there are many non-tax settings that also impact infrastructure investment 

decisions. Furthermore, the thin capitalisation rules are just one tax setting that 

could impact FDI in New Zealand (others include the company tax rate, accelerated 

tax depreciation, investment tax credits, and withholding tax rates on distributions 

to foreign investors). However, all things being equal, it would help address one 

potential tax barrier to investment.   

Interest limitation approaches in other countries 

37. We have undertaken a high-level review of the interest limitation approaches taken 

in some countries, particularly in respect of infrastructure projects/investment.   

38. Most countries have interest limitation rules as part of their tax systems, and the 

need to have them was reinforced by the OECD’s BEPS Action 4 Report noted above, 

but the rules can be quite different. There are now two common approaches to 

interest limitation rules. One is the approach adopted by New Zealand, which limits 

the amount of tax-deductible debt a business can have based on its level of assets 

or equity. The second approach is to directly limit the interest a business can deduct 

based on some measure of earnings (normally EBIT or EBITDA1), which several 

countries have adopted including the EU, the UK and, more recently, Australia.   

39. Some countries supplement their general rules with a specific exemption that 

applies to infrastructure projects/businesses, including Canada, Ireland, the United 

Kingdom and the United States, with the scope of the exemption varying. Please 

refer to Appendix 1 for a summary of the exemptions in the countries that we have 

reviewed, noting that Ireland, the UK and the US have taken a broader approach 

than PPPs in their exemptions to include other investment, including utilities and 

renewable energy.     

40. Australia has taken an alternative approach by including a ‘third-party debt test’ in 

its new earnings-based interest limitation rules. The test is sector agnostic but 

reflects that earnings-based rules may not work appropriately for asset-heavy 

sectors with long depreciation periods, such as infrastructure and property. The test 

generally allows a full deduction for interest incurred on third-party debt subject to 

a number of requirements being met in respect of permissible recourse, credit 

support and use of funds, amongst others, to preserve its integrity. It is not 

intended to accommodate all debt that may be accepted as current practice within 

industry. There are private sector concerns that the prescriptive requirements of 

the rule mean that the test may not work well in practice.  

41. Care should be taken in any direct comparison with other countries because the 

nature of the rules vary, and interest limitation rules are just one setting that could 

impact FDI in infrastructure in a country from a tax perspective.   

Options considered 

Option 1: Rule targeted at infrastructure investments with a public benefit 

42. The first option is to extend the rule that applies to PPP projects in a targeted way 

so that the same treatment can apply to other infrastructure projects/investments. 

This option would allow interest on third-party limited recourse debt for eligible 

infrastructure investments to be fully deductible. There is a variation of this option 

where a rule could apply more generally to New Zealand infrastructure businesses 

for third party debt provided a foreign investor has not guaranteed the debt.   

 
1 EBIT is Earnings Before Interest and Taxes and EDITDA is Earnings Before Interest, Taxes, Depreciation and 
Amortisation.  
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43. Such a rule would require a definition of what constitutes eligible infrastructure 

investment. One approach would be limiting the rule to infrastructure investment 

with a public benefit, similar to the approach taken by some countries in Appendix 

1. The scope of the rule could be limited to target only debt funding obtained for 

the purpose of producing new infrastructure assets (or making significant 

improvements to existing infrastructure).     

Considerations 

44. The OECD’s BEPS Action 4 Report noted that an exception to the general interest 

limitation rules is justified if it does not pose a base erosion and profit shifting risk. 

A rule targeted at infrastructure investments with a public benefit seems to present 

limited risk because the use of high levels of gearing in this sector is commonly 

attributed to its unique features, rather than for tax minimisation motives, namely: 

• Infrastructure investments tend to be capital intensive, particularly during the 

construction phase with no significant income stream until much later; and 

• The level of debt funding is supported by, not only the assets of the projects, 

but also long-term purchase agreements or service contracts. Therefore, third-

party lenders tend to be more willing to offer higher level of debt because these 

agreements/contracts provide greater certainty regarding the ability of the 

borrower to satisfy the debt obligations. 

45. Therefore, applying a sector-specific rule targeted at infrastructure investments 

with a public benefit would provide an exception from the general thin capitalisation 

rules where there are reasonable justifications for it, while limiting the risk that the 

rule may be used inappropriately (i.e., when the high level of debt is driven primarily 

by a tax minimisation motive).  

46. The restriction on third-party limited recourse debt should be helpful as it is typically 

used in project finance to develop new assets. However, it may be seen by some 

infrastructure businesses operating with high debt levels as restrictive as they may 

not apply project financing (where they take on third party debt on limited recourse 

terms) in their business.       

47. A key design challenge is likely to be determining the appropriate boundary for a 

public benefit infrastructure project/investment which will be a matter of judgment. 

For example, infrastructure is no longer confined to bricks and mortar activity such 

as roads and bridges. It could include digital technology (e.g., data centres), 

distributed networks (such as charging stations or the distribution of solar panels 

across the country), large-scale residential developments and more.  

48. This might lead to the following potential issues:  

• The list or guidance may need to be updated periodically to ensure the boundary 

remains appropriate because the scope of what is eligible infrastructure may 

evolve over time with the advent of new technology.  

• The rule may be more complex to apply if the debt funding is obtained 

collectively for a mixture of purposes and some of them are not considered 

eligible investments. 

• The list of eligible investments may be subject to lobbying meaning the list 

expands. 

49. Setting the boundary of what constitutes eligible investments involve a trade-off 

between mitigating some of the above issues and the potential cost. Defining 

eligible investments more broadly should mitigate some of the issues and increase 

the potential benefits from additional investment, but it could also increase the cost.     
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Option 2: General rule that applies to third-party limited recourse debt 

50. The second option involves broadening the PPP rule further so that it applies more 

generally where the debt is third-party limited recourse debt (and could apply 

beyond infrastructure). There is a variation of this option which could apply more 

generally to New Zealand businesses, provided a foreign investor has not 

guaranteed the third-party debt, which could sit outside the PPP rule. This option 

could share similarities to the third-party debt test that has been introduced recently 

in Australia.  

51. This approach is premised on the notion that the amount of debt should not be 

deemed excessive if the debt is extended by third-party lenders with limited 

recourse to New Zealand, regardless of the sector. This option allows the market to 

put a limit on the quantum of debt that an entity/group would be able to take on 

because the market would not extend a level of debt that is not commercially viable.  

Considerations 

52. This option would avoid the need to determine what constitutes an eligible 

infrastructure project/investment and the potential issues associated with that 

noted above. It also has the potential to address more of the examples raised by 

stakeholders to date (as some of the examples raised by stakeholders to date may 

not be determined to be public benefit infrastructure projects/investment).  

53. This rule would be sector agnostic. If extended to consider the variation, which 

could be a version of the Australian third-party debt test, it could effectively sit as 

a third general test alongside the worldwide group debt test and the safe harbour 

debt threshold. This represents a more fundamental change to the overall thin 

capitalisation settings. It is moving away from the underlying policy framework of 

the thin capitalisation rules that are intended to prevent the overallocation of debt 

to New Zealand based on the overall worldwide gearing ratio when the safe harbour 

is breached.  

54. As such, this option would require a more thorough assessment as to how it might 

impact the overall integrity of the thin capitalisation regime to ensure that that the 

rule does not create unintended consequences or loopholes. Designing the rule may 

also require a longer timeframe and end up being relatively complex and narrow as 

we would expect it to include various tests and measures to ensure it is not used 

inappropriately. In turn, this might narrow its application and result in higher 

compliance costs, which might offset any benefits obtained from having a more 

general rule.  

Initial view 

55. We have only had time to identify the options at a high level and further work is 

required to develop and assess them. Based on our work to date, however, officials’ 

initial preferred option is a targeted rule that applies specifically to infrastructure 

investment with a public benefit (Option 1), for the following reasons: 

• A rule that applies specifically to infrastructure is more targeted and should be 

sufficient to address most of the types of cases that have been presented by the 

stakeholders;  

• The rule is likely to be simpler than a rule that applies generally (option 2 

including the potential variation); and 

• It limits the risk that the rule creates unintended consequences or loopholes. 

56. However, we acknowledge there are some challenges with this option that will have 

to be worked through and mitigated (or accepted).   
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57. We recommend that further work be done on the options with a view to potentially 

preparing a public consultation document on this subject for release later in 2025.  

 

  

 

   

 

 

  

  

 

  

Consultation 

60. Officials have undertaken an informal consultation process to date, meeting with a 

number of stakeholders across the government and private sector, including the 

Corporate Taxpayers Group, KPMG, PwC and the New Zealand Infrastructure 

Commission, which helped inform this report. We also met with the Australian 

Treasury to better understand their new interest limitation rules, particularly the 

third party debt test. 

61. The Treasury has been consulted on this document, and supports Inland Revenue’s 

recommendation to continue further policy work in this area.   

Next steps 

62. If you agree to our recommendation for further work, we expect that this work could 

progress on a timeline that allows for: 

• Further development of options 1 and 2. This would include considering a 

potential definition for eligible infrastructure for option 1, the potential 

safeguards that could be required for option 2, and testing them with some 

government and private sector stakeholders.     

• Reporting back to you on progress around April 2025. This would include more 

concrete proposals for options 1 and 2 with separate costings for each. It would 

also include a recommendation on which option (if any) to progress for formal 

public consultation.      

• This work could flow into preparing and releasing a consultation document by 

the third quarter of 2025.  
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Appendix 1 – International approaches to interest limitation rules for 

infrastructure 

 Exemption 

Canada  • Canada has an exemption for public-private partnership (PPP) projects.  

Ireland • Ireland has an exemption for qualifying long-term public infrastructure 
projects.  

• To qualify for this exemption the project must be to provide, upgrade, operate 
or maintain a “large scale asset” with a minimum expected life span of 10 
years. 

• Large-scale assets include: certain energy, transport, environmental and 

health care infrastructure; electricity transmission lines; strategic gas 
infrastructure; railway works; road works; strategic housing developments; an 
asset constructed pursuant to a public private partnership arrangement; an 
installation generating energy from renewable sources; an asset specified by 

the Minister for Finance by regulation; and large-scale residential 
developments.      

United 
Kingdom 

• The UK has a public benefit infrastructure exemption for taxpayers that elect 
to be a qualifying infrastructure company (QIC).  

• This means that PPP companies, infrastructure companies and certain other 
‘public benefit’ companies should generally be able to treat third-party limited 
recourse interest as deductible.      

• To be a public infrastructure asset the asset must meet the public benefit test. 

This test is met by a tangible asset which is infrastructure of the UK where it 
is, or is to be, procured by a relevant public body, or used in the course of a 
regulated activity. 

• Examples of infrastructure include: water, electricity, gas, telecommunications 
or sewerage facilities; oil pipelines, oil terminals or oil refineries; railway 
facilities (including rolling stock), roads or other transport facilities; health or 

educational facilities; facilities or housing accommodation provided for use by 
members of any of the armed forces or of any police force; court or prison 

facilities; waste processing facilities; and buildings (or parts of buildings) 
occupied by any relevant public body. 

United 
States 

• The US has exemptions for utilities, real estate and PPPs.                                              

• The utilities exemption applies to the extent a company is engaged in the 

business of furnishing electricity, water, sewage services, local gas or steam 
distribution or pipeline transportation of gas or steam where the rates at which 
these services are provided are established by or approved by a federal, state 
or local government agency. Businesses that choose to utilise this exemption 
cannot also take advantage of accelerated depreciation deductions in the US. 

Australia • Australia previously had thin capitalisation rules similar to those in New 

Zealand (including a worldwide gearing ratio test and safe harbour threshold), 
but it had a third element to its rules called the ‘arm’s length debt test’.  

• In broad terms, the arm’s length debt test was satisfied where, considering the 
borrower’s Australian business: (i) the level of debt was not more than what 
the Australian business would reasonably be expected to have; and (ii) the 

level of debt that would reasonably be expected to have been provided by the 

Australian business by independent commercial institutions on arm’s length 
terms and conditions.  

• The arm’s length debt test applied to both third party debt and related party 
debt and has been replaced by a narrower ‘third party debt test’.   

• The third party debt test allows full interest deductions on third party debt 
provided other conditions are met including those in respect of permissible 
recourse, credit support, and use of funds.     

• While sector agnostic, it operates principally to accommodate capital intensive 
sectors with long investment horizons such as property and infrastructure.   
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POLICY 

Tax policy report: Officials’ issues paper on thin capitalisation settings for 

infrastructure 

Date: 15 April 2025 Priority: High 

 

Security level: Sensitive - Budget Report number: IR2025/141 

Action sought 

 Action sought Deadline 

   

Minister of Finance  Inform officials of any desired changes to 

the attached issues paper 

Agree to recommendations 

24 April 2025  

Minister of Revenue  Inform officials of any desired changes to 

the attached issues paper 

Agree to recommendations 

Refer a copy of this report to the Minister 

for Infrastructure for their information 

24 April 2025 

Contact for telephone discussion (if required) 

Name Position Telephone Suggested 

first contact 

Sam Rowe Policy Lead  

 
☐ 

Matthew Gan Principal Policy Advisor  

 
☒ 
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15 April 2025 

 

Minister of Finance 

Minister of Revenue  

Officials’ issues paper on thin capitalisation settings for infrastructure 

Purpose 

1. This report seeks your approval to release an officials’ issue paper on thin 

capitalisation settings for infrastructure and your feedback on any changes you 

would like us to make to the paper. We also seek your view on the indicative timeline 

to release the paper. 

Background 

2. We reported to you on 13 January 2025 to provide our initial thoughts on the current 

thin capitalisation settings for infrastructure and sought approval to do further work 

[IR2024/413 refers]. We also outlined two potential solutions at a high level in the 

report. 

3. The thin capitalisation rules protect the New Zealand tax base by preventing 

multinational firms from allocating excessive debt to New Zealand to reduce their 

tax liability. This is done by limiting the amount of deductible debt allowable in New 

Zealand, which is broadly set at 60% of the accounting value of the assets of the 

New Zealand group, or 110% of the multinational group’s worldwide debt.  

4. Although the rules generally work as intended, there are scenarios where they may 

unduly discourage foreign investment in some infrastructure projects that could 

help resolve the infrastructure deficit in New Zealand. For example, where third 

party lenders are willing to lend more than 60% of the accounting value of the 

project assets, the rules may deny some interest deductions even though the level 

of debt may not be considered excessive in commercial terms.  

5. There is a specific rule for public private partnership (PPP) infrastructure projects 

that has generally worked well, but it does not apply to other infrastructure projects. 

6. You have asked us to prepare an issues paper on the thin capitalisation settings for 

infrastructure as part of Budget 2025 to seek feedback on whether changes to the 

rules are warranted,  

  

7. We understand that Cabinet has: 

• agreed to release an officials’ issues paper on the thin capitalisation settings 

for infrastructure as part of Budget 2025; 

• authorised the Minister of Finance and the Minister of Revenue to approve 

the content of the paper and the timing of its release; and  

• agreed to recognise the potential fiscal cost of $65m over the forecast period 

as a tagged operating contingency in Budget 2025. 

s 9(2)(f)(iv)
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Content of the issues paper 

8. The issues paper seeks submissions to gain a better understanding of where the 

current thin capitalisation settings might be discouraging foreign investors from 

investing in infrastructure projects in New Zealand, and whether changing those 

settings will lead to more infrastructure investment in New Zealand. This includes 

seeking submissions on whether there are any aspects of the current PPP rule that 

could be improved.      

9. The issues paper also seeks submissions on the key design components of the two 

options contemplated for relaxing the thin capitalisation settings in order to 

encourage more infrastructure investment. The options contemplated are: 

• a rule targeted at infrastructure projects; and 

• a more general rule that applies to third-party limited recourse debt, which 

would cover infrastructure projects, but not be limited to them.   

10. The issues paper notes that the options considered are intended to address the 

issue where our thin capitalisation rules may be discouraging foreign investment in 

projects aimed at creating or significantly upgrading infrastructure assets in New 

Zealand by removing a potential tax disincentive for such investment. They are not 

intended as a broader reform of the thin capitalisation regime.  

11. The issues paper notes that a targeted rule is our current preference as it is more 

focused on the problem, but welcomes submissions on both options. 

A rule targeted at infrastructure projects 

12. The issues paper states that the targeted rule could draw on elements of the specific 

rule for PPP infrastructure projects. An entity applying the rule would be allowed to 

fully deduct its interest expense on all third-party debt that only has recourse to 

the project, provided that the debt is applied to fund or refinance an eligible 

infrastructure project to upgrade or create assets in New Zealand that are expected 

to have a life of at least 10 years. The application of the rule could also be limited 

to assets constructed after a set date (e.g. 1 April 2026). This does however mean 

that longstanding infrastructure businesses would generally not qualify in respect 

of their existing infrastructure. The purchase of existing infrastructure also would 

not qualify. However, the rule would apply to significant upgrades of existing 

infrastructure. 

13. This option is more aligned with the Government’s broader goal of closing New 

Zealand’s infrastructure deficit. This goal is best achieved if new infrastructure is 

created (or existing infrastructure is significantly upgraded). This suggests the rule 

should be targeted at such projects. Expanding the rule beyond that would increase 

its fiscal cost without necessarily further achieving this goal. 

14. It is also a more natural extension of the specific rule for PPP infrastructure projects. 

The PPP rule was introduced on the basis that the infrastructure project was of 

public benefit and presented minimal tax risk of base erosion and profit shifting 

(BEPS). While this is especially the case for PPPs that are procured by the 

Government, there is a reasonable case that extending it to other infrastructure 

projects with a public benefit is the most natural extension of the principles of the 

rule.  

15. One key challenge is determining the appropriate boundary for what constitutes an 

eligible infrastructure project or investment. For example, there are varying 

opinions over whether a data centre or distributed networks (such as charging 

stations or the distribution of solar panels) should be eligible. This could be 
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mitigated by taking a relatively broad definition of infrastructure, but it might 

expose the New Zealand tax base to greater risks.  

16. The primary example provided to date of infrastructure to which the rule could apply 

is renewable energy projects.  The issues paper invites submissions on the other 

types of projects that should qualify.  

A more general rule that applies to third-party limited recourse debt 

17. The more general rule would be limited in its application, not by the sector that it 

would apply to, but rather by the type of debt arrangement. An entity applying the 

rule would be allowed to fully deduct its interest expense on debt applied to fund 

any economic/business activities in connection with New Zealand, provided that the 

debt is issued to an unrelated third party and only has recourse to the New Zealand 

assets of the entity.  

18. This approach is premised on the notion that, regardless of the sector, an amount 

of debt should not be considered excessive if the debt is extended by third party 

lenders with limited recourse to the New Zealand operations and not used to fund 

commercial activities in other countries. 

19. This option would avoid the need to determine what constitutes an eligible 

infrastructure project or investment. Although the rule would be sector agnostic, it 

would likely apply in practice only to entities investing in sectors such as 

infrastructure and property because entities in other sectors are less likely to be 

able to secure third party debt on limited recourse terms above the thresholds set 

by the existing rules. 

20. Nevertheless, since the rule would be available to all sectors and would apply to 

both existing and new investment, it represents a more fundamental change to the 

overall thin capitalisation regime and would require a more thorough assessment to 

ensure that the rule does not create unintended consequences. Its application would 

also extend beyond the primary intent, which is to remove the potential impediment 

to foreign investment in private sector projects aimed at creating or significantly 

upgrading infrastructure assets in New Zealand. It would also be more costly to 

implement without that extra cost necessarily resulting in more investment in new 

infrastructure. 

21. While some requirements (limited recourse, third party debt) are common to both 

options, the risks are magnified for the more general rule because it applies to a 

greater variety of scenarios. This means that some requirements need to be more 

detailed/stringent to ensure that the rule applies appropriately in all circumstance. 

It also means that it is not always possible to have clear-cut tests that are easy to 

apply. Both would inevitably increase the compliance requirements, even for 

entities/projects that present little tax risk and should quite clearly qualify for the 

rule. 

22. While we have some initial concerns with the more general rule, we think it would 

be useful to test them as part of the consultation process to see how valid they are. 

We are particularly interested in feedback on whether the more general rule or the 

more targeted rule would better achieve the Government’s objectives given the 

practical realities of infrastructure investment in New Zealand. 

Consultation 

23. Officials have undertaken several informal consultations with stakeholders across 

the government and private sector. In general, they are supportive of the solutions 

that we are considering and welcome any change that could help with increased 

infrastructure investment in New Zealand.  
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24. Some stakeholders have indicated their preference for the more general rule, 

primarily out of concern that the targeted rule could create boundary issues over 

what infrastructure projects/investment would qualify. Some consider that there 

should be no tax risk if the debt is from unrelated third parties on limited recourse 

terms (regardless of the sector). However, some stakeholders have also expressed 

their concerns about a rule similar to the broader option that was recently 

introduced in Australia. That rule is also sector agnostic but expected to be primarily 

used by the infrastructure and property sectors in Australia. The concern is that the 

requirements under the rule are restrictive and may not work well in practice.         

25. The Treasury has been consulted and supports the release of the issues paper. 

Next steps 

26. The next steps are for you to let us know if you would like us to make any changes 

to the issues paper and then approve its release once you are happy with it. We 

also seek your guidance on the timing of its release.     

27. We recommend that the issues paper is released as part of a pre-Budget 

announcement, ideally on or around 1 May 2025 if possible, as this will allow 

sufficient time for submissions to be considered. We propose a five-week public 

consultation period, ending on 6 June 2025.  

 

 

 

 

 

 

28.  

 

 

 

 

 

  

 

29. If you prefer to release the issues paper on Budget Day (22 May 2025), we propose 

to close the consultation on 27 June 2025, giving the public 5 weeks to make 

submissions.  

 

 

 

 

 

 

 

 

 

30. We can work with your offices to support you with any pre-Budget announcement 

(for example, draft press statement and questions and answers). 

 

  

 

 

s 9(2)(f)(iv)

s 9(2)(f)(iv)
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Impact Analysis 

Regulatory impact assessment 

32. As required by the Ministry for Regulation, the Inland Revenue QA panel has 

reviewed the issues paper and determined that it will lead to effective consultation 

and enable the development of future impact analysis. Therefore, a separate 

regulatory impact statement (RIS) is not required at this stage. A RIS will be 

completed to support any changes resulting from the issues paper. 

Climate implications of policy assessment 

33. The Climate Implications of Policy Assessment (CIPA) team has been consulted and 

confirms that the CIPA requirements do not apply to this proposal as the threshold 

for significance is not met. 

Recommended action 

We recommend that you: 

1. Agree to the release of the attached officials’ issues paper, The thin capitalisation 

settings for infrastructure, subject to any revisions you request and minor/technical 

changes to improve the drafting; 

Agreed/Not agreed Agreed/Not agreed 

Minister of Finance Minister of Revenue 

2. Agree to the release of the officials’ issues paper on (or around) 1 May 2025 with 

a five-week public consultation period, ending on 6 June 2025 (officials’ preferred 

option); 

Agreed/Not agreed Agreed/Not agreed 

Minister of Finance Minister of Revenue 

OR  

Agree to the release of the officials’ issues paper on 22 May 2025 (Budget day) 

with a five-week public consultation period, ending on 27 June 2025;  

Agreed/Not agreed Agreed/Not agreed 

Minister of Finance Minister of Revenue 

3. Agree to include the rule targeted at new infrastructure projects in the issues 

paper; 

Agreed/Not agreed Agreed/Not agreed 

Minister of Finance Minister of Revenue 

s 9(2)(f)(iv)
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Policy 
Taukaea 

55 Featherston Street 

PO Box 2198 

Wellington 6140 

New Zealand 

T. 04 890 1500 

Briefing note 
 

 

Reference: BN2025/188 

 

Date: 23 April 2025 

 

To: Revenue Advisor, Minister of Finance – Emma Grigg 

 Revenue Advisor, Minister of Revenue – Angela Graham 

 Private Secretary, Minister of Revenue – Helen Kuy 

  

From: Matthew Gan 

 

Subject: Supporting information for the issues paper on thin capitalisation 

settings for infrastructure  

 

1. This briefing note provides supporting information in response to the Minister of 

Finance’s comments on our report of 15 April 2025 on the officials’ issues paper on 

thin capitalisation settings for infrastructure [IR2025/141].  

2. We are happy to meet to discuss this note and/or respond to any further comments 

or questions.   
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• Australia has now changed its interest limitation rules so that they directly limit 

the interest a business can deduct based on a measure of earnings (generally 

30% of EBITDA1).     

• The arm’s length debt test applied to both third party debt and related party 

debt and was relatively subjective. It has been replaced by a narrower ‘third 

party debt test’ which is more objective.     

• The third party debt test allows full interest deductions on third party debt 

provided other conditions are met including those in respect of permissible 

recourse, credit support, and use of funds, amongst others, to preserve its 

integrity.  

• Australia note that it is not intended to accommodate all debt that may be 

accepted as current practice within industry.         

• While sector agnostic, the third party debt test operates principally to 

accommodate capital intensive sectors with long investment horizons such as 

property and infrastructure.    

• There are some private sector concerns that the prescriptive requirements of the 

rule mean that the test may not work well in practice.   

 

10.  

 

 

 Care should therefore be taken in any 

direct comparison with Australia (or any other countries) because the nature of the 

interest limitation rules vary, and interest limitation rules are just one setting that 

could impact foreign direct investment (FDI) in infrastructure in a country from a 

tax perspective.  

11. Further, the Australian third party debt test is tighter than the arm’s length debt 

test that it replaced, whereas if New Zealand was to introduce a more general rule 

(sharing some similarities with the third party debt test) it would be relaxing the 

scope of our thin capitalisation rules.       

12. We are wary that if New Zealand was to adopt a more general rule that such a rule 

could not be easily be restricted to infrastructure investment (new or existing) and 

could incentivise more third party debt than would otherwise be the case. This 

increases the fiscal cost/risk and such a rule may not lead to any new (or 

significantly upgraded) infrastructure in New Zealand.  

13. This can be contrasted with a rule targeted at new infrastructure projects adopting 

some of the principles of the existing PPP thin capitalisation rule in New Zealand. 

PPP infrastructure projects result in new infrastructure with a public benefit and are 

generally 90% debt funded at the outset (regardless of whether the investors are 

based in New Zealand or overseas). Further, their close relationship with the Crown 

means that they present little tax risk. Relaxing the thin capitalisation settings for 

PPPs helped improve the competitiveness of the market in New Zealand.  

14. While not the same as a PPP, there are private sector infrastructure projects with 

similar characteristics to a PPP. The primary example provided to date by the 

private sector is renewable energy projects (such as a solar or wind farm) which 

result in new infrastructure that can be generally 70-75% debt funded at the 

outset. Relaxing the thin capitalisation settings for such projects can potentially 

help improve their attractiveness while presenting relatively little tax risk. Countries 

with varying interest limitation exemptions for infrastructure include Canada, the 

United Kingdom and Ireland (Appendix 1 of IR2024/413 refers).     

      

 
1 EBITDA = earnings before interest, tax, depreciation and amortisation  

s 6(b)(i)
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15. We note that there is a general tax bias towards debt funding (over equity funding) 

because interest is tax deductible. The thin capitalisation rules help limit that bias 

by putting a limit on the level of tax-deductible debt. Potentially removing that 

limit, even if just for third party limited recourse debt, therefore poses some risk to 

the tax base.  

 

 

 

 

Matthew Gan 

Principal Policy Advisor 

 s 9(2)(a)
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POLICY 

Tax policy report: Outcome of consultation on the effects of FIF rules on 

immigration 

Date: 10 February 2025 Priority: High 

 

Security level: Sensitive - Budget Report number: IR2025/007 

Action sought 

 Action sought Deadline 

Minister of Finance Agree to recommendations 

 

12 February 2025 

Minister of Revenue  

 

Agree to recommendations 

Refer a copy of this report to the Ministers 

of Immigration and Science, Innovation 

and Technology for their information. 

Lodge the finalised Cabinet paper by 

10am on Thursday, 20 February for the 

Cabinet Economic Policy Committee to 

consider at their meeting on Wednesday, 

26 February. 

12 February 2025 

 

 

 

20 February 2025 

 

Contact for telephone discussion (if required) 

Name Position Telephone Suggested 

first contact 

Sam Rowe Policy Lead  ☐ 

Casey Plunket Special Policy Advisor  ☒ 
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10 February 2025  

 

Minister of Finance 

Minister of Revenue  

Outcome of consultation on the effects of FIF rules on immigration 

Executive summary 

Purpose 

1. This report briefs you on the outcome of the recent public consultation on the effects 

of the foreign investment fund (FIF) rules on immigration, seeks your approval of 

our recommended policy solution and our recommend funding approach, and seeks 

your authorisation to lodge the attached draft Cabinet paper for Cabinet approval. 

Context and background 

2. New Zealand residents holding a portfolio (less than 10%) interest in a foreign 

company are generally taxed under the FIF regime annually on deemed income 

from that company.  The deemed income is usually 5% of the value of the interest 

at the beginning of the year (but can be reduced to as low as zero if dividends plus 

the change in the New Zealand dollar value of the investment is less than 5%). This 

ensures that residents do not have a tax-driven incentive to invest in foreign 

companies rather than New Zealand ones. 

Problem definition 

3. While there are good reasons for continuing with the FIF regime, it discourages non-

residents with significant portfolio investments from staying in New Zealand for 

longer than four years (during which period they are not subject to the FIF regime). 

They are familiar with and can accept paying tax when they realise their investment, 

but are much less willing to pay tax on deemed income, unrepresented by cash 

flow. This is especially a problem if the investment is not easily able to be sold. It 

is also especially a problem if the person is subject to tax in another country on a 

realisation basis, since that can lead to double taxation. The New Zealand Institute 

of Economic Research (NZIER) published a paper in April 2024 arguing that all FIF 

interests acquired before migrating to New Zealand should be ring-fenced and only 

dividends received and gains on disposal should be taxed.  

Options to address the problem 

4. Accordingly, in December last year you approved the release of an issues paper 

proposing a reform of the FIF rules to address the negative effect they have on 

attracting desirable migrants to come to and stay in New Zealand. Submissions on 

the paper closed on 27 January, and we are now reporting back to you on the 

submissions and our recommended option. 

Submissions 

5. We report more fully below on the submissions. In summary, they strongly support 

the need for reform, but are generally in favour of a wider scope both for eligible 

persons (all residents rather than only migrants) and for investments (all 

investments for all persons, rather than a more limited scope). Most are in favour 
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of taxing dividends and realised gains (the revenue account method) but many also 

favour extending the existing attributable foreign income and deferral methods in 

some way. 

Officials’ recommended option  

Eligible taxpayers 

6. Officials recommend that this reform only apply to migrants who become fully tax 

resident on or after 1 April 2025. Extending it to all New Zealand taxpayers would 

raise broader issues that were not properly raised in the consultation process and 

which it would be difficult to address fully in the time available. If a broader reform 

process is thought desirable, that could be undertaken as a separate project once 

other work and priorities allow. 

7. However, in line with submissions, officials do recommend expanding: 

1.1 The category of migrants to whom the reform applies, to cover anyone who 

has not been resident during the previous five years before coming to New 

Zealand (and who become fully tax resident on or after 1 April 2025). 

1.2 The category of eligible taxpayers, to include a family trust if the principal 

settlor is an eligible migrant.  

Eligible investments 

8. Officials do not recommend extending the reform significantly beyond what was 

proposed in the discussion document, that is: 

1.3 Pre-migration illiquid investments; and 

1.4 For migrants who continue to be taxed on capital gains on a citizenship basis 

(primarily US citizens), all investments in foreign shares. 

9. Changing the treatment of these investments will address the issue raised in the 

NZIER report. It solves the most pressing issues faced by migrants who cannot 

easily sell their pre-migration investments and by those facing the possibility of 

double taxation. Limiting the reform to these situations improves horizontal equity 

– the idea that once a person becomes New Zealand resident, they should be taxed 

in the same way as other New Zealand residents with the same investments and in 

materially the same situation. This is also broadly the solution requested in the 

NZIER report. 

10. This will require the drawing of some boundaries through legislation. In response to 

submissions officials do propose to allow certain follow-on investments made after 

a person has become New Zealand resident but in relation to pre-migration 

investments to be subject to the reform. We also propose some extension in relation 

to shares acquired as a result of foreign employment. 

Method 

11. We recommend allowing an eligible investor to elect, with effect for the year they 

first become subject to the FIF regime, to be taxable on dividends and gains on sale 

on their eligible investments (the revenue account method), rather than being 

subject to the current FIF methods. This was supported by submissions. Losses on 

sale would only be able to be offset against gains on sale (and not other types of 

income), in the same or any future year. 

12. We recommend that this approach be buttressed with an exit tax, which would deem 

a person who has applied the revenue account method to sell their investments for 

market value immediately before ceasing to be New Zealand resident (and have 

taxable gain or loss as a result). This was generally not supported by submitters. 
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The biggest concern expressed was that an exit tax would, like the current FIF rules, 

be taxing deemed income and this could discourage migrants from coming to New 

Zealand in the first place. However, a reasonable minority recognised that it is 

important for coherence, that is already adopted in relation to some other assets 

(including FIFs), and that it exists in many other countries that tax capital gains. 

Rate 

13. Following submissions, we recommend discounting any gains or losses on sale by 

30%, so that the highest effective rate of tax would be 27.3%. Some discount is 

necessary to bring the rate closer to what investors would experience in other 

countries (which usually provide a discount for capital gains). However, a very low 

rate would set an undesirable precedent. We note that for a 39% marginal rate 

taxpayer, the rate would be similar to the top portfolio investment entity rate, which 

already applies to FIF income earned through a portfolio investment entity. 

Next steps 

14. If you agree to proceed with the recommended FIF reform the draft Cabinet paper, 

subject to your feedback, could be lodged by 10am on Thursday, 20 February with 

the Cabinet Economic Policy Committee for consideration at their meeting on 

Wednesday, 26 February. This would allow a Cabinet decision to be made in time 

for an announcement to be made in March should the Government wish to do so. 

15. If approved, we would continue to report back and seek your agreement to various 

policy decisions of a minor and technical nature. We note that stakeholders 

expressed a strong desire to review our proposed solution (including draft 

legislation) and make further submissions. This will not be possible if the reform 

were included in budget legislation. Accordingly, we would aim to include the reform 

in the next Annual Rates Taxation Bill, usually introduced in August of each year 

and passed before 31 March the following year.  However, the reform could be given 

retrospective effect to the start of the 2025-26 tax year. 

  



 

IR2025/007: Outcome of consultation on the effects of FIF rules on immigration Page 4 of 13 

[IN CONFIDENCE]  

Background 

1. The New Zealand Institute of Economic Research published a paper in April 2024 

which argued that our foreign investment fund (FIF) rules are discouraging desirable 

migrants from coming to and staying in New Zealand. 

2. The FIF rules were introduced to remove a tax-driven incentive for New Zealand tax 

residents to invest in foreign enterprises over domestic ones. The rules achieve this 

by taxing the resident on deemed dividends calculated as 5% of the opening value 

of their FIF interests, or actual gains if the total return is lower than 5%. Net losses 

are generally not deductible.  Different rules can or must be applied if the 

investment is more than 10% of the foreign enterprise. 

3. Many taxpayers find taxation of notional income burdensome. They prefer being 

taxed on a realisation basis. Those coming to New Zealand are generally more 

accustomed to a capital gains tax as this is the norm in their home jurisdiction. In 

particular, they object to being taxed on investments on which they have suffered 

an economic loss. (This is not uncommon under the FIF rules. It is compensating 

for the fact that economic gain is not always fully taxed either, due to the 5% annual 

cap). 

4. From a practical standpoint, taxing notional income can give rise to liquidity issues 

if those investments do not pay enough dividends to cover the tax liability or are 

hard to sell. For such FIF interests, taxpayers would have to fund their FIF tax 

liability with other sources of income, assets, or borrowing. In addition to the 

liquidity issue, some taxpayers may face double taxation. The most common case 

of double taxation relates to United States (US) citizens, who are taxed by the US 

on a citizenship basis. It is uncertain whether they can claim the foreign tax credits 

arising from paying their FIF tax to offset any US capital gains tax from the eventual 

disposal of their FIF interests. 

5. The Government has stated that attracting highly skilled, well connected, and 

wealthy migrants to stay in New Zealand is a priority. This objective aligns with the 

Government’s priority to boost capital investment in New Zealand, particularly in 

the technology and IT space. Accordingly, on 1 December 2024 the Minister of 

Revenue agreed for Inland Revenue to release an issues paper for public 

consultation on the effects of the FIF rules on immigration [IR2024/458 refers]. The 

issues paper proposed three solutions and sought feedback on them. This report 

briefs you on the feedback we received, seeks your approval of our recommended 

policy solution, and seeks your authorisation to lodge the attached draft Cabinet 

paper to Cabinet for approval. 

Consultation 

6. Public consultation opened on 6 December 2024 and closed on 27 January 2025. 

We received 98 submissions. Key themes arising from these submissions were: 

6.1 There was broad support for realisation-based taxation of FIF interests and 

the revenue account method. 

6.2 Removing the 10% interest threshold required for using the existing 

attributable FIF income method by itself would not achieve the stated policy 

objectives, but this was worth doing in addition to implementing the revenue 

account method. 

6.3 Horizontal equity concerns were raised regarding the proposal applying to 

migrants only. There was general support for any amendment to apply to 

everyone, including New Zealand tax residents who have never left New 

Zealand.  
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6.4 If any concession were available only to migrants, many submitters did not 

believe there should be a distinction between pre-migration and post-

migration assets, or between liquid and illiquid assets. 

6.5 The general consensus was that taxing any gain on realisation at the 

taxpayer’s marginal income tax rate would not achieve the goal of the 

reform. Generally, submitters suggested a flat rate or discounting the 

taxable income by 50% to arrive at an effective tax rate of half the taxpayer’s 

marginal tax rate. 

6.6 There was general consensus that whichever method we implement should 

be optional so taxpayers can choose the method that works best for them. 

6.7 Some submitters were concerned that there was not enough time to 

undertake a wider reform of the FIF regime or outbound international tax 

settings generally. In light of these concerns, those submitters advocated for 

changes to be implemented narrowly to begin with while a wider review of 

the FIF regime is undertaken. 

Scope 

7. Submitters generally considered that any changes made should apply to all New 

Zealand tax residents on the basis of ensuring horizontal equity – that is, for people 

in the same economic situation to be treated the same by the tax system. A 

‘favourable’ change in the FIF rules available only to migrants would appear to be 

a preferential treatment and might erode public trust in the fairness of the tax 

system. Furthermore, submitters said it seemed counter to the aim of attracting 

and retaining talent in New Zealand if residents with similar FIF assets were 

motivated to leave New Zealand because the changes did not apply to them.  

8. Similar submissions on fairness were received on the distinction between pre- and 

post-migration assets. Practical challenges were also raised, including the 

difficulties of determining and recording the distinction, and misalignment with 

capital commitment cycles of private investments (in that further investments might 

be required post migration in relation to interests acquired pre-migration). 

Submitters also raised concern relating to the treatment of pre-migration assets 

following common business practices such as share restructuring, and mergers and 

acquisitions.  

9. There was also a clear majority against the changes applying to illiquid assets only. 

Submissions on this point focused on achieving the objective of appealing to 

migrants, and believed the restriction to illiquid assets would fail to achieve this 

objective. Some argued this may impact investors’ and enterprises’ business 

decisions, where individuals may be motivated to primarily invest in illiquid assets 

before migrating to New Zealand and businesses are incentivised against getting 

listed for the benefit of their shareholders. 

10. There was no clear consensus on whether an ‘unlisted share’ was a good proxy for 

an illiquid asset. Commercial and personal insights from venture-capital and start-

up sectors were against this definition, on the basis that listed shares may be illiquid 

due to reasons including contractual obligations, insufficient market liquidity and 

employment-related restrictions. There would also be instances where an unlisted 

share would be liquid, such as unlisted shares readily tradeable on private 

secondary markets. 

Special treatment for double taxation 

11. Most submitters agreed double taxation is an issue that needs to be resolved. They 

favoured the proposal for tax residents subject to double taxation to have the option 



 

IR2025/007: Outcome of consultation on the effects of FIF rules on immigration Page 6 of 13 

[IN CONFIDENCE]  

to apply the revenue account method to all FIF interests, irrespective of liquidity or 

whether they were acquired after migrating to New Zealand. However, concerns 

were raised on the proposed eligibility requirement that a tax resident would need 

to be subject to double taxation of 15% or more. This is because the capital gains 

tax rates in relevant foreign jurisdictions are often progressive, which can result in 

boundary issues as taxpayers may fall below 15% in some years. 

12. Should a taxpayer no longer be subject to double taxation (because they renounce 

their citizenship of the other country), we proposed that they should apply the 

revenue account method with the same limitations as all other migrants who are 

not subject to citizenship-basis taxation by another jurisdiction. Submitters 

supported this proposal, but the opinion was split between whether the taxpayer 

should also have to perform a “wash-up” calculation to transition all their liquid FIFs 

to a different FIF method. 

Expanding the attributable FIF income method 

13. Currently, taxpayers with interests of 10% or more in a FIF may choose to calculate 

their FIF income under the attributable FIF income method. Under this method, if 

the FIF passes an active business test, only dividends are taxed. If it does not pass 

the test, shareholders are taxed on their share of the FIF’s passive income as it is 

earned by the FIF.  Any gain from the disposal of the FIF interests is not taxed 

unless the interest is held on revenue account.  

14. One of the three consulted proposals was removing the 10% threshold required to 

access the attributable FIF income method, provided the shareholder played an 

active role in the company (such as an employee or director). Submitters who 

expressed a view did not agree the removal of the threshold would achieve the 

outcome by itself, with most noting the method was often not available due to the 

information requirements and complexity. 

15. However, there are cases where executives and founders who have used the 

method fall below 10% shareholding in their company as their stake is diluted 

during expansion. So while submitters noted the expansion of AFI would not meet 

the policy aim, the removal of the threshold would allow access to those who have 

previously used AFI.  

Revenue account method 

16. The revenue account method taxes FIF interests on dividends received and capital 

gains on disposal. The consultation paper outlined key discussion points based on 

the revenue account method only being available to migrants and their illiquid 

investments acquired before migration. 

17. The revenue account method was broadly supported, with submitters believing the 

method was the simplest and most taxpayer friendly out of the three proposed. 

Optionality 

18. Most submitters on optionality agreed using the revenue account method should be 

elective. Common sentiments informing this opinion were about retaining flexibility 

in the FIF regime so taxpayers could choose the method best suited for their 

investment portfolio. 

Rates 

19. Most submitters consider taxing capital gains at the taxpayer’s marginal income tax 

rate too high. Submissions generally advocated for a flat tax rate of no more than 

20%, although some advocated for aligning the tax rates with the prescribed 
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investor rates which are capped at 28% and currently used for portfolio investment 

entity incomes. Other submissions advocated for the taxable income to be 

discounted so that only half the FIF income under the revenue account method is 

taxable.  Others suggested inflation-adjusting the cost basis of FIF interests so that 

only the real gains (rather than nominal gains) are taxed. 

Exit tax 

20. For the purposes of the revenue account method, the majority of submitters were 

against deeming a disposal of FIF interests upon the cessation of a person’s New 

Zealand tax residence status. Concerns related to cashflow issues to fund the 

liability and the resulting disincentive against migration in anticipation of the risk of 

being ‘locked-in’ to New Zealand. Those in agreement noted the importance of the 

exit tax to maintain the integrity of the tax system, though they proposed 

alternative times for payment. The most common alternative proposed was for the 

exit tax payable to be deferred until the FIF interest is disposed of, which would 

mitigate cashflow concerns, but raises compliance issues given the taxpayer would 

no longer be a New Zealand resident.       

Losses 

21. Submissions broadly supported allowing losses under the revenue account method 

and most agreed for these losses to be carried forward into future years. There was 

general support for losses arising under the revenue account method to be ring-

fenced and to only offset FIF income derived under the revenue account method. 

Deferral method 

22. The proposed third method, the deferral method, would impose the current FIF rules 

on a realisation basis, similar to how foreign superannuation funds are currently 

taxed. 

23. The method calculates the taxable FIF income at sale by deeming the asset to have 

been acquired for a cost such that it returns 5% income each year, and adding an 

interest component to account for the benefit from delaying tax until sale. The FIF 

income is capped at 100% of the disposal proceeds, reached when the interest is 

held for more than 26 years. 

24. Submissions generally did not support this method with concerns mainly about the 

method continuing to tax notional income. Secondly, submitters were concerned 

about the potential for the capital itself to be taxed, rather than just the capital 

gain, if any. This might mean tax payable under this method would not  be creditable 

in the US as a result it being akin to a wealth tax.  

25. A minority of submissions considered the deferral method better suited shares with 

no readily available market valuation. However, they submitted the method should 

be introduced in addition to the revenue account method to replace the existing 

cost method and deemed rate of return method. 

Option analysis 

26. This reform started as a project to prevent the FIF regime from deterring foreigners 

and returning New Zealanders with business skill and capital from coming to live in 

New Zealand. This was in response to a report from the NZIER which highlighted 

the issue and requested a solution targeted at migrants. As noted by NZIER, the 

FIF regime was particularly problematic for migrants who have shares they cannot 

easily sell and for people who remain subject to tax in another country even once 

they become New Zealand resident (such as US citizens).  
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27. Although the consultation has brought up other issues with the FIF regime, the 

original problem was not about the tax rules that apply to New Zealand residents 

in general on their foreign shares. Trying to make wider changes to the FIF regime 

to address these issues now risks missing important issues or not engaging with 

stakeholders about the right issues due to the need for a rapid solution. If the 

Government wants to consider these wider issues, we recommend it does so as part 

of a further project so they can be fully considered and consulted on. 

28. Accordingly, we recommend implementing the revenue account method on a narrow 

basis that targets the original problem raised by NZIER. We recommend that the 

revenue account method would only apply to illiquid FIF interests that were acquired 

before a person comes to New Zealand, plus follow-on investments and shares 

acquired as a result of employment while non-resident. FIF interests (liquid or 

illiquid) acquired after becoming a New Zealand tax resident would generally not be 

eligible for the revenue account method. 

29. We also recommend that New Zealand tax residents who are subject to tax on 

capital gains on a citizenship basis in another jurisdiction be allowed to apply the 

revenue account method on all FIF interests. For these taxpayers, there would be 

no distinction between liquid and illiquid FIF interests acquired before or after 

coming to New Zealand. 

30. We outline below our recommended policy settings. However, some of the technical 

details of the proposal would require further work. We will report to you on these 

at a later date. 

Eligibility and application date 

31. For a person to be eligible for the revenue account method, we recommend the 

person must have been a non-resident for a period of five years or more. For 

returning New Zealanders, the revenue account method would not apply to FIF 

interests acquired before the start of the five year period. 

32. We recommend allowing an eligible person who becomes fully tax resident on or 

after 1 April 2025 to make a one-time election to apply the revenue account method 

on eligible FIF interests. In this context, “fully tax resident” means someone who is 

a New Zealand tax resident and is not a transitional resident.   

So it would apply to people who arrived here up to four years before that date (from 

1 April 2021), but whose transitional residence period ended on or after 1 April 

2025. These people would be able to elect to apply the revenue account method on 

eligible FIF interests from 1 April 2025 onwards. 

33. We understand that you may wish to include people who came to New Zealand 

during the COVID-19 lockdowns. An alternative approach is to allow eligible people 

who becomes fully tax resident on or after 1 April 2024 into the regime. This would 

cover everyone who came to New Zealand on or after 1 April 2020, provided they 

meet the other criteria of having been a non-resident for a period of five years or 

more before coming to New Zealand. This is feasible, though it would create some 

transitional complexities. 

34. Further we recommend that a family trust be able to use the revenue account 

method if the principal settlor is a person who meets the eligibility criteria for 

individuals. 

35. Eligible taxpayers would be able to make an election in the year they become 

subject to the FIF regime to return income on their illiquid FIF interests under the 

revenue account method. If the taxpayer does not make an election, the default 

method would be to apply the current FIF methods. 
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Rate 

36. We recommend that dividends received from FIF interests under the revenue 

account method should be taxed the same way as dividends received from other 

sources. The recipient’s marginal income tax rate should apply. 

37. While the FIF regime should not be a barrier that discourages people from wanting 

to move to New Zealand, we do not consider the rates need to be “competitive” 

with lower-taxed jurisdictions for New Zealand to remain attractive to potential 

migrants. However, given the lower rates in other countries, we accept that taxing 

capital gains at the higher marginal rates is likely to make the reform less effective 

at achieving its goal, especially at the top marginal tax rate of 39%. 

38. We therefore recommend that any gain on disposal of FIF interests subject to the 

revenue account method be discounted by 30% before being taxed at the taxpayer’s 

marginal income tax rate. For a person with a marginal tax rate of 39%, this would 

reduce the effective tax rate to 27.3%. This is a similar rate to the maximum rate 

applying to income earned through a portfolio investment entity, including FIF 

income. The discount would result in a lower effective tax rate for taxpayers whose 

marginal income tax rate is lower than 39%. A higher discount rate would increase 

horizontal equity concerns with the proposal, as it would allow migrants to pay 

significantly less tax on their investments than other New Zealand residents. 

Exit taxes on migration 

39. We recommend that migration from New Zealand should result in a deemed disposal 

of FIF interests taxed under the revenue account method. This is an integrity 

measure that is common in jurisdictions that have a capital gains tax regime. 

40. We note that of those who submitted on the point, a majority disagreed with an exit 

tax and those who support it called for an option to defer it until realisation. Many 

jurisdictions that have an exit tax have an option for deferring it. For instance, every 

EU country that has an exit tax allows taxpayers to pay the exit tax over a period 

of time or to defer paying it until realisation. Similarly, Australia allows taxpayers 

to defer paying its exit tax until realisation. However, there are obviously 

compliance challenges in allowing outward migrants to defer paying an exit tax until 

realisation. 

41. Based on our experience with student loans, it becomes very difficult to enforce 

payment of a tax on a person once they have left New Zealand. On balance, we 

consider that implementing an exit tax without the option of deferring it is important 

to the integrity of the revenue account method. However, this is something we could 

consider further following submissions as part of the Select Committee process. 

Losses 

42. We recommend that losses arising under the revenue account method should be 

available to be offset against gains under the revenue account method only. Any 

net losses for a year should be carried forward to offset revenue account method 

gains in future years. While some submissions argued that losses arising from the 

disposal of revenue account items are not usually ring-fenced, we consider that the 

FIF methods are separate from those principles and that losses should be aligned 

with how losses, if available, are currently treated under the FIF rules. 

Financial implications 

43. The fiscal cost (i.e., tax revenue impact) of the revenue account method as 

proposed in this paper totals $0.150 million over the forecast period.  
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  $ million increase / (decrease) 
Vote Revenue  
Minister of Revenue  2024/25 2025/26 2026/27 2027/28 

2028/29 & 
Outyears 

Tax Revenue:  Other persons 
Turning off FIF  0.000  0.000  (0.020)  (0.150)  (0.420)  
Replacement tax treatment  0.000 0.000 0.010 0.110 0.320 

Total Revenue 0.000 0.000 (0.010) (0.040) (0.100) 
Total Operating 0.000 0.000 0.010 0.040 0.100 

  

44. We previously reported that the estimated fiscal cost for the revenue account 

method would be $4.09 million over the forecast period (to 2028/29), rising to 

$34.59 million over the period to 2033/34 [IR2024/458 refers]. However, this 

costing did not account for potential revenue that may come from taxing dividends 

and gain on disposal of interests under the proposed revenue account method. This 

has been accounted for in the latest costings. 

45. We recommend that the non-departmental cost of the proposal be accounted for 

against the Tax Policy Scorecard. 

46. The departmental costs for administering and implementing the revenue account 

method as proposed total $0.780 million over the forecast period. 

 $ million increase / (decrease) 
Vote Revenue 
Minister of Revenue  2024/25 2025/26 2026/27 2027/28 

2028/29 & 
Outyears 

One-off implementation 
Ongoing administration 
Total operating (inc/dec) 

- 
- 

0.200 
0.010 

- 
0.070 

- 
0.150 

- 
0.150 

- 0.210 0.070 0.150 0.150 

Capital injection 
Total capital impact (inc/dec) 

- 0.200 - - - 
- 0.200 - - - 

Total - 0.410 0.070 0.150 0.150 
 

47. The department has limited capacity to partially-fund or fully-fund initiatives 

without directly impacting core service delivery, tax revenue, tax debt or system 

change, and maintenance capacity. Given the relatively small scale of this initiative, 

the departmental will self-fund this initiative. However, the overall financial impact 

of all Budget 2025 initiatives will need to be assessed during the Budget process. 

Next steps 

48. If you agree to proceed with the recommended FIF reform the draft Cabinet paper, 

subject to your feedback, could be lodged by 10am on Thursday, 20 February for 

the Cabinet Economic Policy Committee to consider at their meeting on Wednesday, 

26 February. 

49. If approved, we would aim to include the reform in the next Annual Rates Taxation 

Bill, usually introduced in August of each year and passed before 31 March the 

following year. We would report back as part of that Bill process to seek your 

agreement to the more detailed policy decisions.   
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Recommended action 

We recommend that you: 

 

1. agree to add a new method to the foreign investment fund regime which allows for 

eligible foreign investment fund interests to be taxed on a realisation basis (the 

revenue account method), which means that only dividends received and gains on 

sale are taxed. 

Agreed/Not agreed      Agreed/Not agreed 

2. agree that a person would be eligible to apply the revenue account method on 

eligible foreign investment fund interests only if they have been personally absent 

from New Zealand for a period of five years or more. 

Agreed/Not agreed      Agreed/Not agreed 

3. agree that the proposal would be available to people that became fully tax resident 

in New Zealand on or after 1 April 2025, subject to them meeting the eligibility 

criteria set out in recommendation 2. 

Agreed/Not agreed      Agreed/Not agreed 

4. agree that a family trust would be eligible to apply the revenue account method on 

eligible foreign investment fund interests if the principal settlor of that trust is 

eligible pursuant to the criteria set out in recommendations 2 and 3. 

Agreed/Not agreed      Agreed/Not agreed 

5. agree that an eligible person whose foreign investment fund interests are subject 

to taxation by another jurisdiction on a citizenship basis should be allowed to apply 

the revenue account method on all foreign investment fund interests, including 

interests that are liquid and interests acquired after coming to New Zealand, subject 

to them meeting the criteria set out in recommendations 2 and 3. 

Agreed/Not agreed      Agreed/Not agreed 

6. agree that with the exception of interests referred to in recommendation 5, the 

revenue account method would only apply to: 

6.1 foreign investment fund interests that are illiquid. 

Agreed/Not agreed      Agreed/Not agreed 

6.2 foreign investment fund interests that were acquired while the person was 

non-resident 

Agreed/Not agreed      Agreed/Not agreed 

6.3 certain follow-on investments into foreign investment fund interests made 

after a person has become New Zealand resident but in relation to 

investments acquired while non-resident. 

Agreed/Not agreed      Agreed/Not agreed 

6.4 foreign investment fund interests acquired as a result of foreign 

employment. 

Agreed/Not agreed      Agreed/Not agreed 
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7. agree that gains or losses on disposal of any foreign investment fund interests 

would be subject to a 30% discount before being taxed at the taxpayer’s marginal 

income tax rate. 

Agreed/Not agreed      Agreed/Not agreed 

8. agree that the revenue account method would apply from 1 April 2025 onwards. 

Agreed/Not agreed      Agreed/Not agreed 

9. agree that losses on disposal of any foreign investment fund interests to which the 

revenue account method is applied are only available to be offset against any gains 

on disposal of any foreign investment fund interests to which the revenue account 

method is also applied, with any excess losses carried forward into future years. 

Agreed/Not agreed      Agreed/Not agreed 

10. agree that the reform include some form of exit tax which would apply to 

shareholders who cease to be New Zealand resident while holding shares subject to 

the revenue account method.  

Agreed/Not agreed      Agreed/Not agreed 

11. note that further work on minor, administrative and technical details are still 

needed and future reporting will seek decisions from you on those details. 

Noted        Noted 

12. note the proposal above has a tax revenue fiscal cost of $0.150m over the forecast 

period. 

Noted        Noted 

13. agree for the tax revenue fiscal cost of this proposal to accounted for against the 

Tax Policy Scorecard. 

Agreed/Not agreed      Agreed/Not agreed 

14. note that Inland Revenue will self-fund the cost for administering and implementing 

the revenue account method, estimated at $0.780 million over the forecast period. 

Noted        Noted 

15. note that the financial impact of this initiative and overall financial impact of other 

Budget 2025 initiatives will need to be assessed during the Budget process. 

Agreed/Not agreed      Agreed/Not agreed 

16. lodge the attached draft Cabinet paper, subject to your feedback and any editorial 

changes made in light of ministerial consultation, with the Cabinet Office by 10am 

on 20 February for the Cabinet Economic Policy Committee to consider at their 

meeting on 26 February. 

Lodged 

17. refer a copy of this report to the Minister of Immigration for their information. 

Referred/Not referred   Referred/Not referred 
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23 May 2025 

 

Minister of Finance 

Minister of Revenue  

Foreign Investment Fund – phase one technical decisions 

Executive summary 

Purpose 

1. This report seeks your joint approval on technical decisions relating to the first 

phase of the foreign investment fund (FIF) reform. Although these are technical, 

three of them in particular are important to the robustness of the reform. 

Context and background 

2. Cabinet has approved the introduction of a new method (the revenue account 

method) to the FIF regime that allows eligible FIF interests to be taxed on a 

realisation basis [CAB-25-MIN-0061 refers]. The key policy design parameters 

approved are outlined in Appendix One.  

3. You were delegated authority to jointly make minor, administrative, and technical 

policy decisions to give effect to the new method. This report seeks your joint 

agreement to these decisions. These changes, if approved, will be implemented via 

the Taxation (Annual Rates for 2025-26) Bill, scheduled to be introduced in August 

this year, as a first phase of tax reform to reduce tax barriers to the further 

development of New Zealand’s start up and tech sectors. 

Key issues and officials’ recommendations 

4. Three key issues covered in this report are: 

4.1 Whether to decrease the tax on gains from sale by giving a 50% discount, 

rather than the previously agreed 30%, following feedback from 

stakeholders. We recommend staying with the 30% discount previously 

approved by Cabinet. 

4.2 The length of the absence test to determine a returning migrant’s eligibility 

to apply the revenue account method. We recommend five years. 

4.3 Detailed design of the exit tax. We recommend focusing this measure so that 

it serves as an anti-abuse measure targeting people who sell their shares 

within a relatively short period after leaving. We recommend that gains 

arising from disposal within three years of a person leaving New Zealand be 

taxable. 

Consultation 

5. Officials released a technical issues paper to a targeted group of stakeholders on 23 

April 2025. The recommendations in this paper have been made with regard to the 

feedback we received. 
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Next steps 

6. If you decide to seek Cabinet’s approval to increase the discount rate to 50%, we 

will include this in the Omnibus Cabinet paper regarding the Taxation (Annual Rates 

for 2025-26) Bill. The Omnibus Cabinet paper is scheduled for reporting to you in 

June and would be considered by the Cabinet Economic Policy Committee on 25 

June 2025, subject to your approval. 

7. If you decide to proceed with the already-agreed 30% discount rate, we will begin 

working on the draft legislation for inclusion in the Taxation (Annual Rates for 2025-

26) Bill. 
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Background and context 

Background 

8. On 10 March 2025, Cabinet approved the introduction of a new method (the revenue 

account method, or ‘RAM’) to the foreign investment fund (FIF) regime that would 

allow eligible FIF interests to be taxed on a realisation basis [CAB-25-MIN-0061 

refers] instead of the current attribution basis. The key policy design parameters 

approved are outlined in Appendix One.  

9. Cabinet delegated you authority to jointly make minor, administrative, and technical 

policy decisions that give effect to the new method. This includes decisions on the 

exact period of non-residency required for eligibility and the detailed design of an 

exit tax as an integrity measure. 

10. These changes, if approved, will be implemented via the Taxation (Annual Rates for 

2025-26) Bill (the Bill) as a first phase of tax reform (‘Phase One’) to reduce tax 

barriers to the further development of New Zealand’s start up and tech sectors. The 

Bill is scheduled to be introduced in August. 

11.  

 

 

 

12. Officials released a technical issues paper to a targeted group of stakeholders on 23 

April 2025. This report seeks your agreement on the proposals canvassed in the 

paper having regard to the feedback we received. 

Policy objective and framework 

13. The FIF rules were introduced in the 1980s to reduce a tax-driven incentive for New 

Zealand tax residents to invest in foreign companies rather than domestic ones. 

While stakeholders broadly agree that the FIF rules have a disincentivising effect on 

migrants looking to come to and stay in New Zealand, those working in the tax 

industry also agreed that the original purpose of the FIF rules is still valid, and the 

rules continue to serve a useful function. 

14. In our analysis and in making our recommendation, we have tried to balance the 

competing objectives of providing a concession to reduce the effect of the FIF rules 

on migration decisions and maintaining the integrity of the tax base. 

Policy settings 

Rates 

15. We previously reported that the feedback we received from public consultation was 

that a discount on capital gains tax would be required to align with what investors 

would generally experience in other countries [IR2025/007 refers]. We 

recommended a 30% discount (technically, only 70% of the gain is taxed) to bring 

the effective tax rate for a taxpayer on a 39% marginal tax rate down to 27.3%. 

This broadly aligns with the rate an investor would expect to pay if they invested 

through a portfolio investment entity (PIE). Further, a lower rate would set an 

undesirable precedent of introducing distortionary concessions in the tax system, 

especially if the revenue account method is made available to a wider group. 

s 9(2)(f)(iv)
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16. In making our recommendation, we also consulted with a representative of the key 

group of stakeholders who have been the most vocal in advocating for this reform. 

The outcome from this feedback was that a 30% discount likely struck the right 

balance between the administrative and integrity needs of our tax system and 

achieving the policy objectives [BN2025/051 refers]. 

17. However, in our recent targeted consultation, key stakeholders raised concerns that 

a 30% discount would not go far enough to reduce the FIF rules as a barrier to 

migration. The feedback was that our top effective tax rate needs to be broadly in 

line with the top tax rate in the US (20%). 

18. This would require a 50% discount on the taxable amount, which would reduce the 

effective tax rate for a taxpayer on the top marginal tax rate to 19.5%. While a 

more generous tax rate may, at the margins, improve New Zealand’s attractiveness 

as a migration destination, we outline other considerations below. 

 

  

 

            

 

 

 

 

  

 

 

 

Recommendation 

21. We recommend no change to the 30% discount already approved by Cabinet. While 

we understand that a larger discount may be a requirement for some potential 

migrants, aligning the effective rate with the top PIE rate will minimise distortions 

in our tax system  

 

22. If you would prefer to pursue a 50% discount, noting this would cost $448,000 

more than a 30% discount, you would need seek Cabinet’s approval as it has agreed 

to a 30% discount. 

Cost base 

23. We consulted on two methods for determining the cost basis in our issues paper: 

23.1 Market valuation method – obtain an independent valuation of the shares on 

the date the person elects to apply the RAM; or 

23.2 Apportion the taxable gain or loss on disposal so that the taxpayer is only 

taxed on the portion attributed to their period of residence in New Zealand. 

24. A suggestion we received during targeted consultation was to set the cost base to 

original cost, so that all gains or losses are taxed, not just the portion that accrued 

while the person was resident in New Zealand. This gets around the complexities of 

obtaining market valuation and a need for rules around resetting cost bases for 

those who leave and then return to New Zealand. It will generally result in more 

New Zealand tax, but for New Zealand residents who are also taxable in another 

s 9(2)(f)(iv)
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country (primarily US citizens) this tax may well be creditable against the tax in 

that other country. 

25. We expect the market valuation method to be the method that most people would 

be familiar with and best aligns with capital gains tax regimes around the world. As 

such, we do not expect this method to unduly increase compliance cost. 

26. The main advantage of the apportionment method is its simplicity, similar to the 

original cost method. As the gains and losses are apportioned, the risk of taxing 

gains accrued before the migrant came to New Zealand is mitigated. 

Recommendation 

27. We recommend that the market valuation method be the default method, with the 

apportionment method available to use if the market value of the FIF interest can 

only be determined by an independent valuation. 

28. However, if you decide to increase the discount rate to 50%, then we would 

recommend allowing only the original cost method for determining the cost base. 

Exit tax 

29. Cabinet agreed to include some form of exit tax to buttress the integrity of the 

reform. An exit tax imposes a tax on a deemed sale of foreign shares when a person 

loses NZ tax residence. 

30. Feedback from stakeholders on an exit tax has generally been negative. While 

stakeholders have acknowledged that exit taxes are necessary to maintain the 

integrity of a regime that taxes gains on disposal, it is a factor that would turn some 

migrants away. However, most jurisdictions that have a capital gains tax also have 

an exit tax. Of those, a number have some form of deferral mechanism that allows 

the taxpayer to defer the payment until disposal or death. 

Recommendation 

31. To address stakeholder concerns, we propose that any foreign shares held on the 

RAM account be taxable if disposed within three years of the taxpayer leaving New 

Zealand. This is a more generous approach because after three years there would 

be no tax liability. 

Extended RAM 

Eligibility 

32. We previously recommended that an eligible person who is subject to concurrent 

taxation by another jurisdiction on a citizenship basis should be allowed to apply 

the RAM on all FIF interests (“extended RAM”). 

33. It has come to our attention that a US Green Card holder, who are not US citizens, 

are still subject to US taxation on their worldwide income regardless of residence. 

Recommendation 

34. We recommend clarifying the eligibility rule so that a person may be eligible for 

extended RAM if they are generally liable to tax in another country on disposal of 
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FIF interests on the basis of their citizenship or rights to reside and work, regardless 

of their tax residence in New Zealand. 

Tax treaty network 

35. There is a risk that a person could claim the benefit of the extended RAM on the 

basis that they are resident of a country that has a very low rate of tax on gains, 

or on a basis that is otherwise problematic. We are not aware of any such country, 

but we cannot be familiar with the tax regime of every single country. 

Recommendation 

36. We recommend limiting the extended RAM to residents subject to tax on the basis 

of their citizenship or rights to reside and work regardless of their tax residence in 

New Zealand, in another country with which New Zealand has a tax treaty. 

Change of circumstances 

37. The extended RAM for liquid FIFs is concessionary but appropriate because the 

taxpayer is subject to concurrent taxation in another jurisdiction. Therefore, it is 

appropriate to rescind the concession allowing the RAM to be applied to liquid FIFs 

once the taxpayer is no longer subject to concurrent taxation. 

38. For a US citizen or Green Card holder, this would occur when the taxpayer gives up 

their citizenship or Green Card. We anticipate a significant majority of US migrants 

will be subject to an exit tax upon the forfeiture, for which the deemed sale will 

provide a tax credit against the US exit tax. If we wait for an actual sale before 

imposing New Zealand tax, it may be more difficult for the person to claim a credit 

against the US exit tax paid in an earlier year. There may be no US tax creditable 

against New Zealand tax on a subsequent sale since the US tax is imposed on the 

basis of citizenship rather than source. Therefore, New Zealand not deeming a 

disposal of liquid FIF interests when the taxpayer must pay a US exit tax may give 

rise to an increased risk of double taxation. 

Recommendation 

39. If a person loses eligibility for the extended RAM, we recommend deeming a disposal 

on all liquid FIF interests, after which those interests would be taxed under an 

existing FIF methods (such as the fair dividend rate). All illiquid FIF interests would 

remain taxable under the RAM. 

Absence test 

40. One of the eligibility requirements to use the RAM is that the taxpayer must have 

been a non-resident for a number of years. Cabinet has delegated you the authority 

to jointly decide this number. 

41. Migrants who have never been a New Zealand tax resident would not be affected 

by the absence test. This test would only affect returning New Zealanders and 

returning migrants. 

42. The number of years should not be so low that people are incentivised to leave New 

Zealand to gain access to the RAM. The number of years should also be sufficiently 

high that the returning New Zealander or migrant has had the opportunity to accrue 

the relevant skills, connections, or capital. 
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Recommendation 

43. We recommend a period of five years. Five years strikes an appropriate balance 

between allowing people with the right skills, connections, or capital to access the 

RAM, and maintaining the integrity of the measure and not incentivising New 

Zealanders to leave. 

Temporary departure 

44. A person who is eligible for the RAM may subsequently become non-resident. If the 

period of non-residence is less than the period required to satisfy the absence test, 

there is a question as to the person’s eligibility to use the RAM upon their return. 

This is not an issue that affects a person who comes to New Zealand, leaves for a 

period longer than the absence test, then comes back as they would be eligible for 

the RAM upon their re-entry. 

45. In the event that a person loses their eligibility to use the RAM when they re-enter 

New Zealand, there is a further question around what happens to the foreign shares 

that were previously held on the RAM account before they left New Zealand. 

46. We think that absence should have no impact on the continued eligibility for the 

RAM of shares that were eligible for the RAM before the person temporarily 

departed. However, if the person departs for less than five years, illiquid shares 

acquired during that second period should not qualify for the RAM. However, a 

different rule for people who are eligible for the extended RAM is warranted as losing 

this eligibility would affect all shares (liquid and illiquid) acquired after their re-

entry. 

Recommendation 

47. We recommend that the eligibility of shares for the RAM be preserved when a person 

returns to New Zealand. That is: 

47.1 FIF interests that are eligible for the RAM before their departure would 

continue to be eligible for the RAM upon their return at the same cost basis. 

47.2 FIF interests that were not eligible for the RAM before their departure would 

continue to be ineligible for the RAM upon their return. 

48. For taxpayers who are eligible for the extended RAM, it does not seem justified for 

them to lose this eligibility simply because they have temporarily left New Zealand. 

We therefore recommend that taxpayers who are eligible for the extended RAM 

maintain their eligibility even after temporary non-residence. 

Election 

49. Cabinet has agreed for the RAM to be elective. However, there is a question around 

whether the election would apply on a share-by-share basis or on a portfolio basis. 

There is also the matter of whether the election should be permanent. 

50. Applying the RAM on a portfolio basis would be administratively simpler and 

prevents cherry-picking. However, this means that making the election permanent 

may be considered too punitive – especially as the taxpayer would need to make 

this election as soon as they become subject to the FIF rules. This is particularly 

relevant for those who are eligible to apply the extended RAM, as it can be applied 

to all FIF interests and a taxpayer’s portfolio is likely to change over time. 
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Recommendation 

51. We recommend that an election to apply the RAM would apply on a portfolio basis 

and not permanently. This means that the taxpayer may elect to apply the RAM and 

could later elect to apply another FIF method instead. Electing out of RAM would be 

a deemed disposal event and the eligible FIF interests would be deemed to have 

been disposed at market value (otherwise taxpayers could avoid being taxed by 

electing into another method immediately prior to disposal). 

Corporate re-organisation 

52. Many countries with capital gains tax have rules to allow a person whose shares are 

replaced in whole or part with other shares following a corporate re-organisation, 

to ignore the transaction for tax purposes. The new assets have the same basis as 

those replaced, so this is a deferral of paying tax on any capital gains rather than a 

permanent exemption. New Zealand does not have highly developed rules in this 

respect, largely because of our lack of a capital gains tax. 

53. These kinds of transactions can be problematic for New Zealand shareholders, since 

we do not have equivalent rules, and the rules we do have (for example, defining 

whether a transaction gives rise to a dividend) often give very different results from 

foreign rules. This issue is particularly relevant for people subject to concurrent 

taxation in another jurisdiction as this could give rise to different tax results for the 

same interest. 

Recommendation 

54. We recommend that in a corporate re-organisation where the shareholder does not 

have any significant influence on the outcome, the tax law of the country whose law 

governs the re-organisation is applied to determine whether the re-organisation 

gives rise to a disposal, a dividend, both, or neither under the RAM. This would only 

apply to people who are eligible to apply the extended RAM. 

Financial implications 

55. The fiscal cost of the RAM, with the 30% discount and a five-year absence 

requirement, would be $1.381 million over the forecast period. 

   $ million increase / (decrease)   

Vote Revenue   

Minister of Revenue   2024/25   2025/26   2026/27   2027/28   

2028/29 

& 

Outyears  

Tax Revenue:    

Other Persons tax (turning off 

FIF)   0.000   0.000   (0.100)   (0.750)   (2.100)   

Other Persons tax (replacement 

tax treatment)   0.000  0.000  0.053  0.399  1.117  

Net effect  0.000  0.000  (0.047)  (0.351)  (0.983)  

Total Operating  0.000  0.000  0.047  0.351  0.983  
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56. The fiscal cost of the RAM, with a 50% discount and a five-year absence 

requirement, would be $1.829 million over the forecast period. 

   $ million increase / (decrease)   

Vote Revenue   

Minister of Revenue   2024/25   2025/26   2026/27   2027/28   

2028/29 

& 

Outyears  

Tax Revenue:    

Other Persons tax (turning off 

FIF)   0.000   0.000   (0.100)   (0.750)   (2.100)   

Other Persons tax (replacement 

tax treatment)   0.000  0.000  0.038  0.285  0.798  

Net effect  0.000  0.000  (0.062)  (0.465)  (1.302)  

Total Operating  0.000  0.000  0.062  0.465  1.302  

 

57. Cabinet has already agreed for the fiscal impact to be accounted for on the Tax 

Policy Scorecard. 

58.  

 

Administrative implications 

59. The departmental costs to administer and implement the proposed changes remain 

at $0.780 million over the forecast period.   

60. The department has limited capacity to partially-fund or fully-fund initiatives 

without directly impacting core service delivery, tax revenue, tax debt or system 

change, and maintenance capacity. Given the relatively small scale of this initiative, 

the departmental will self-fund this initiative. 

Consultation 

61. The Treasury was informed of this report. 

62. We engaged with the following stakeholders on the technical issues paper:  

62.1 Acclime 

62.2 Chartered Accountants Australia and New Zealand 

62.3 Corporate Taxpayers Group 

62.4 Deloitte 

62.5 DLA Piper 

62.6 EY 

62.7 KPMG 

62.8 Lane Neave 

62.9 MinterEllisonRuddWatts 

62.10 New Zealand Institute of Economic Research 

62.11 New Zealand Law Society 
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62.12 Oliver Shaw 

62.13 Peter Loerscher International Tax Ltd 

62.14 PwC 

62.15  

62.16 Russ + Associates 

Next steps 

63. If you decide to seek Cabinet’s approval to increase the discount rate to 50%, we 

will include this in the Omnibus Cabinet paper regarding the Taxation (Annual Rates 

for 2025-26) Bill. The Omnibus Cabinet paper is scheduled for reporting to you in 

June and would be considered by the Cabinet Economic Policy Committee on 25 

June 2025, subject to your approval. 

64. If you decide to proceed with the already-agreed 30% discount rate, we will begin 

working on the draft legislation for inclusion in the Taxation (Annual Rates for 2025-

26) Bill. 
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Recommended action 

We recommend that you: 

 

1. indicate which discount rate you wish to adopt. 

 Minister of Finance Minister of Revenue 

30% discount rate (recommended option) Yes/No Yes/No 

50% discount rate Yes/No Yes/No 

 

2. note that choosing to adopt a 50% discount rate would require approval by Cabinet. 

Noted        Noted 

3. note that adopting a 30% discount rate would cost $1.381 million over the forecast 

period, while adopting a 50% discount would cost $1.829 million over the forecast 

period. 

Noted        Noted 

4. indicate which of the cost base methods you wish to adopt. 

 Minister of Finance Minister of Revenue 

Market valuation method and the 
apportionment method (recommended 
option) 

Yes/No Yes/No 

Original cost method Yes/No Yes/No 

 

5. note that officials recommend the original cost method if you wish to adopt a 50% 

discount rate. 

Noted        Noted 

6. agree that when a person becomes a non-resident, they are only taxed on gains 

arising from the disposal of foreign shares made within three years of the beginning 

of their non-residency. 

Agreed/Not agreed      Agreed/Not agreed 

7. agree that a person may apply the revenue account method to all foreign shares if 

they are generally liable to tax in another country on disposal of those shares on 

the basis of their citizenship or a right to work and live in that country (“concurrent 

taxation”). 

Agreed/Not agreed      Agreed/Not agreed 

8. agree that a person must be subject to concurrent taxation in another country that 

is a tax treaty partner with New Zealand to be eligible to apply the revenue account 

method to all foreign shares. 

Agreed/Not agreed      Agreed/Not agreed 





 

IR2025/233: Foreign Investment Fund – Phase One policy settings Page 13 of 13 

[IN CONFIDENCE]  

Appendix One – Summary of Cabinet decisions already made 

1. Introduction of a new method (the revenue account method (RAM)) to the FIF 

regime that allows eligible FIF interests to be taxed on a realisation basis, which will 

apply from 1 April 2025 onwards. 

2. Under the RAM, taxable FIF income will only be dividends received and 70% of 

gains on sale (i.e., a 30% discount), which will be taxed at the taxpayer’s marginal 

income tax rate. 

3. Taxpayers would be eligible to use the RAM for specified FIF interests if: 

3.1 they have been a non-resident for New Zealand tax purposes for a number 

of years to be decided jointly by the Minister of Finance and the Minister of 

Revenue; and 

3.2 they became fully tax resident in New Zealand on or after 1 April 2024. 

4. Family trusts whose principal settlor meets the eligibility criteria described in 

paragraphs 3.1 and 3.2 are also eligible to use the RAM for specified FIF interests. 

5. Eligible FIF interests for the RAM will be: 

5.1 illiquid FIF interests acquired while the taxpayer was non-resident for New 

Zealand tax purposes; 

5.2 certain follow-on investments into FIF interests made after the taxpayer 

became New Zealand tax resident, but in relation to investments acquired 

before coming to New Zealand; and 

5.3 FIF interests acquired as a result of overseas employment. 

6. Taxpayers who meet both of the criteria outlined in 3.1 or 3.2 who are subject to 

taxation in another jurisdiction on a citizenship basis would be able to apply the 

RAM on all FIF interests, rather than just the FIF interests outlined in paragraph 4. 

7. Losses arising from disposal of FIF interests to which the RAM applied will only be 

available to offset any gains on disposal of other FIF interests to which the RAM is 

applied, with any excess losses carried forward into future years. 

8. Some form of exit tax would apply to taxpayers who cease to be New Zealand tax 

residents while holding FIF interests to which the RAM applied.  
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Policy 
Taukaea 

55 Featherston Street 

PO Box 2198 

Wellington 6140 

New Zealand 

T. 04 890 1500 

Briefing note 
 

 

Reference: BN2025/083  

 

Date: 10 March 2025 

 

To: Revenue Advisor, Minister of Revenue – Angela Graham 

 Private Secretary, Minister of Revenue – Helen Kuy 

 

From: Paul Young 

 

Subject: Accelerated deductions for petroleum development expenditure 

Purpose 

1. We have been working with MBIE on a range of options to increase investment in 

gas production for energy security. One of these options is to accelerate tax 

deductions for petroleum development expenditure on a time-limited basis, which 

sits within the Revenue portfolio.  

2. We understand that these options may be included in a Cabinet paper that would 

be put up by the Minister for Energy and the Minister for Resources. The draft 

Cabinet paper that we have seen provides limited detail on the tax proposal due to 

the scope of the other options provided, some of which we do not have visibility 

over for Budget secrecy reasons. This briefing note provides additional context to 

assist the Minister in making a recommendation on the tax proposal if it is included. 

Current treatment of petroleum development expenditure 

3. The tax rules for petroleum mining are split into two distinct phases: exploration 

and development. Broadly, exploration covers the period when the miner is 

searching for petroleum that can be extracted in commercial quantities, while 

development starts when the decision is made to extract petroleum for commercial 

production. 

4. Exploration expenditure is immediately deductible, while petroleum development 

expenditure can be deducted in equal amounts (straight-line method) over a seven-

year period.1 Most fields have a productive life of greater than 7 years so this rule 

generally allows deductions to be taken sooner than they would be if they were 

spread over the life of the field. Deducting expenditure over a shorter period when 

calculating tax obligations results in a company paying less tax in earlier years and 

more tax in later years of a field’s life. This provides a financial (time value of 

money) advantage to the company, and a financial disadvantage to the Crown.  

5. In some cases the rule may not be concessionary, including in situations where: 

• the life of the petroleum field is less than seven years, or 

 
1 Miners can alternatively elect to use the reserve depletion method, which attempts to spread the expenditure 

over the life of the field. This method has had little use, partially because it is unavailable to miners who had a 
permit before 1 April 2008, and also because it is less advantageous where a field has more than seven years 
of expected production. 
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• the expenditure is for assets that have a shorter life than the field that the asset 

is a part of. 

Proposed options 

6. We have been working with MBIE on three options: 

•  

 

• Option 2: Uplift deductions for development costs when calculating royalty 

returns; OR 

• Option 3: Accelerate tax deductions for development expenditure. 

 

7. Option 3 is the tax option and consists of two sub-options to accelerate deductions 

for petroleum development expenditure. Either option would be available for 

income incurred over a three-year period by companies that supply natural gas to 

the New Zealand market:  

• Accelerating deductions from the current seven-year spread to a three-

year spread, where expenditure would be deducted over a shorter period, 

resulting in the company paying less tax in the earlier years of a field’s life and 

more tax in later years; or 

• Allowing immediate deductibility, where expenditure would be 100 per cent 

deductible in the income year it is incurred. 

8. If, as we understand to be correct, the objective is to incentivise companies to 

increase the amount of development expenditure to help secure short-medium term 

gas supply, either option could help to support this. Both would provide a further 

time value of money advantage to mining companies, potentially encouraging them 

to extract more gas from existing reserves over the period the proposal applies. 

Immediate deductibility would provide the greatest incentive. 

9. If, however, the objective is to allay concerns that a future Government might not 

allow deductions for development expenditure, the value of accelerated deductions 

could be offset by discounting the deductions to reflect the time value of money 

foregone by the Government. For example, in present value terms, seven equal 

deductions of the full cost of development expenditure spread over seven years is 

equivalent to an immediate deduction of 75% of the development expenditure, with 

25% never being deductible.2 

10. The proposal would apply to development expenditure incurred by companies which 

supply natural gas to the New Zealand market on or after 1 July 2025 and before 

30 June 2028, in line with the application dates for the proposed non-tax options.  

11. While option 2, an uplift in deductions from royalty payments, is a non-tax option, 

it would have tax implications because royalties are deducted for tax purposes. If 

mining companies are paying less royalties due to the uplift, this would increase 

their tax obligation over the period the proposal applies.  

Officials’ recommendations 

 

12. We do not recommend further accelerating petroleum development expenditure 

deductions. We would recommend that concessions offered to a particular industry 

are made in a transparent and direct way, rather than through the tax system.

 

 

 
2 Assumes a discount rate of 10.84%, only chosen to keep the 75% number a round number. 
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13.  Additionally, we note that: 

• The existing seven-year spread is concessionary where petroleum 

development expenditure provides a benefit beyond seven years. It departs from 

the general tax principle that expenditure should be deductible over the period 

for which it generates a benefit that is used to derive taxable income. 

Accelerating deductions or allowing immediate deductions would exacerbate this 

issue and would confer a further time value of money benefit to mining 

companies. 

• It would be difficult to target additional expenditure only – we understand 

that MBIE is looking to target the incentives to expenditure that is additional to 

that which is already planned by the companies. It would be difficult to achieve 

this type of targeting through the tax legislation so it is likely that the more 

generous treatment would be applied to both currently planned expenditure and 

additional expenditure.  

• The cost of this incentive would not be capped – it would only be limited by 

the amount that the companies were able to spend on development expenditure 

in the three-year period. 

• Other sectors may seek similar treatment if either of these options or 

another form of support is progressed. These could include electricity generation, 

mineral mining, or any other activity that may be considered by various 

industries or the public to be desirable. 

Financial implications 

 

14. Initial estimates suggest that a three-year spread would have a fiscal cost of $230 

million over the forecast period, while an immediate deduction would have a fiscal 

cost of $246 million over the forecast period. 

15. The cost of accelerated deductions unwinds over time (notwithstanding the time 

value of money benefit to the company), as less tax is paid in earlier years, but 

more is paid in later years. Although less tax is paid in earlier years under 

immediate deductibility, the fiscal impact of the two options is relatively close over 

the forecast period. This is because the cost of immediate deductibility begins to 

unwind within this period (i.e. at 2027/28 the cumulative cost is $345m, but it 

reduces by $99m by 2028/29). 

Implementation 

 

16. If the Government does choose to progress one of the options for accelerating 

petroleum development expenditure deductions, implementing the chosen option 

would require legislative amendments to the Income Tax Act 2007. If the changes 

are intended to apply for expenditure from 1 July 2025, we would recommend 

including the change in Budget night legislation. 

17. Based on the current policy design, Inland Revenue would self-fund the one-off 

implementation and delivery costs of this initiative. 

Consultation 

 

18. The Treasury and MBIE were informed about this briefing note. 

 

 

Paul Young 

Principal Policy Advisor 
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Briefing note  
(Budget Sensitive) 

 
Reference: BN2024/368.   

Date:  6th September 2024 

To:  Revenue Advisor, Minister of Revenue – Angela Graham  
  Private Secretary, Minister of Revenue – Helen Kuy 
  Private Secretary, Minister of Finance – Emma Grigg 
 
Copy to: Peter Mersi, Commissioner 
  Mary Craig, Deputy Commissioner 
  James Grayson, Deputy Commissioner 
  Joanne Petrie, Executive Support Advisor to the Commissioner 
  Ane Scott, Executive Support Advisor to the Deputy Commissioner 
  Carolyn Patchell, Executive Support Advisor to the Deputy Commissioner 
  Governance and Ministerial Services 
   

From:  Scott McCallum, Enterprise Leader, Strategic Portfolio Stewardship 

Subject: IR Performance Plan (Check-In 1): Approach and context supporting 
brief. 

 

Purpose  

This paper provides supporting notes for IRs Draft Performance Plan submission covering the 
attachments.  

o Section 4 Managing Within Baselines  

o Section 7a Non-Departmental Expenditure   

o Cost Pressure Supplementary Information (excel spreadsheet)  

Background and context 

The Performance Plan (Check-In 1) focuses on the drivers of cost pressures and the 
corresponding initiatives for managing within funding baseline. 

 
 
Scott McCallum 
Enterprise Leader, Strategic Portfolio Stewardship  
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IR Performance Plan  

Check-In 1, 6th September 2024 

Approach and context supporting brief   

• This paper provides supporting notes for IRs draft Performance Plan submission 

covering the attachments. 

o Section 4 Managing Within Baselines 

o Section 7a Non-Departmental Expenditure  

o Cost Pressure Supplementary Information (excel spreadsheet) 

 

• Government has indicated its priorities for IR include fiscal sustainability, revenue 

collection, integrity of the tax system, minimizing compliance costs for customers 

and supporting a digital ecosystem. 

 

• For fiscal sustainability, IR must plan to deliver current services and meet customer 

demand within our funding baseline, therefore self-funding cost pressures from 

annual remuneration increases and inflation. We believe this is achievable. 

 

• 2023/24 becomes our baseline year for performance and volumes to manage our 

multi-year performance from, acknowledging that we currently do not meet all 

performance targets. 

 

• While we will allocate resources to deliver on our core services and government 

priorities, IR must give primacy to improvement activity that delivers financial 

savings in the near term to cover cost pressures. This does create an opportunity 

cost, reducing our ability to redeploy savings generated into government priorities 

and outcomes. 

 
• To the extent that demand for our services increase above current levels there could 

be a negative impact on performance. 
 

• Based on our core operating baseline funding, 1% of cost pressure or savings 

equates to approximately $6.5m. 
 

• Our primary ongoing cost pressures are remuneration and price increases, which we 
assume will increase a combined 2-4% per annum, equivalent to $15m to $25m 

each year. We have used a mid-point within the Performance Plan of $21m per 

annum. Within 5 years this represents an annual pressure of approximately $84m or 
the equivalent of 840 staff 

 

• To manage these ongoing cost pressures, we will set annual efficiency targets of 2-

4% per annum made up of: 

 

o 1-2% annual productivity and efficiency improvements which enable us to deliver 

similar results without compromising performance or customer service. 

o Minimum 2% aggregate efficiency improvements from our change initiatives 

portfolio and investments. 

o These savings will need to be realised as cash, rather than redeployed to other 

value generating activities. 
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• Based on our savings reduction of $15m of change capacity in B24, new, significant 

policy initiatives will require additional baseline funding to design, implement and 

support on an on-going basis. Similarly, taking on work currently managed by other 

departments will require additional funding or a transfer of funding. 

 

25/26 funding gap includes $55m of time-limited funding  

• Next year we have $40m of time limited funding and $15m of In-principle Expense 

Transfer (IPET) coming to an end, resulting in a total funding gap from the current 

year of $75-80m. 

 
• The IPET reduction of $15m can be managed by rebalancing the workforce. Back-

office business groups will find additional savings of approximately $14m 

(representing 14% of non-technology, people-based costs), on top of the 1-2% 
efficiency savings. There may be service impacts from these changes, to be 

confirmed.  
  

 

• For the time-limited funding of approximately $40m ending next year: 
 

o $13m relates to funding provided in Budget24 for time-limited activities including 

changes to the personal income tax rate thresholds, FamilyBoost and the 

implementation of interest limitation rules. There will be no impact to IR’s 

performance as this work is expected to cease when the funding does. 

 
 

o $27m has been in our baseline for five years to support the response to and 

recovery from COVID-19, address rising levels of unfiled returns and debt, to 

support affected customers to get their tax obligations right from the start, and to 

respond to emerging integrity risks. This is core, business-as-usual work 

delivered by our customer-facing teams, i.e. the activities are not themselves 

time-limited.  

 

o This funding equates to approximately 240 people. In the absence of this funding 

continuing, we will need to reduce our headcount with consequential impacts on 

our performance. We will be limited in how much we can expect from back-office 

expenditure, therefore there will be impacts on service levels and/or collection of 

tax and payment of entitlements. Additional funding would be required to negate 

this impact and protect the base for additional compliance funding and outcomes. 

Detailed impacts will be provided next month. 

 

Performance Plan and use of intra year savings  

 
• Our performance plan will set out how we propose to achieve these savings and does 

not assume any further government request for savings.  

 

• Because we must remain within our Appropriation, efficiency dividends will always 

need to be realised in advance of the costs being incurred. We would expect that this 

will be recognised by supporting expense transfers between years enabling us to 

manage cost pressures across financial years. 
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Inland Revenue report: Performance Plan and the potential to increase 

compliance activity 

 

Date: 3 October 2024 Priority: High 

Security level: In confidence – Budget 

Sensitive 

Report number: IR2024/406 

Action sought 

 Action sought Deadline 

Minister of Revenue Note the contents of this report 11 October 2024 

 

Contact for telephone discussion (if required) 

Name Position Telephone 

Scott McCallum Enterprise Leader, Enterprise, 

Design & Integrity 
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3 October 2024 

 

Minister of Revenue 

Performance Plan and the potential to increase compliance activity 

1. The purpose of this report is to: 

• seek your feedback on our draft Performance Plan (attached), 

• subject to an invitation, foreshadow the submission of a Budget 2025 Savings 

and Revenue initiative to increase compliance activity,  

• inform you that Treasury’s approach is to treat time-limited funding as a 

volume-based cost pressure, rather than a new spending initiative, and 

• set out the next steps in the Performance Plan and Budget 2025 process. 

 

Delivering the Government’s priorities and Fiscal Sustainability Programme 

2. The Government has indicated that its priorities for Inland Revenue include fiscal 

sustainability, revenue collection, integrity of the tax system, minimising compliance 

costs for customers and supporting a digital ecosystem. 

3. For fiscal sustainability, we plan to deliver current services and meet customer 

demand from within our funding baseline, therefore self-funding cost pressures, such 

as annual remuneration increases and inflation. We believe this is achievable. 

4. The 2023/24 financial year becomes our baseline year for performance and volumes 

to manage our multi-year performance from, acknowledging that we did not meet all 

performance targets last year. 

5. While we will allocate resources to deliver on our core services and Government 

priorities, we must prioritise activity that delivers financial savings in the near-term 

to cover cost pressures. This does create an opportunity cost, reducing our ability to 

redeploy savings generated into Government priorities and outcomes. 

6. To the extent that demand for our services increases above current levels, there will 

be a negative impact on performance. 

7. Based on our core operating baseline funding, 1% of cost pressure or savings equates 

to approximately $6.5 million. 

8. Our primary ongoing cost pressures are remuneration and price increases, which we 

forecast will increase to a combined 2-4% per annum, equivalent to $15 million to 

$25 million each year. For our staff under collective employment agreements there 

is an automatic annual increase representing 1.7% of salary costs. We have used a 

mid-point within the Performance Plan of $21m per year. At the end of 5 years, this 

represents an accumulative pressure of approximately $84 million or the equivalent 

of 840 staff. 
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9. To manage ongoing cost pressures, we will set annual internal efficiency targets of 

2-4% per annum made up of:  

• 1-2% annual productivity and efficiency improvements which enable us to deliver 

similar results without compromising performance or customer service, 

• a minimum 2% aggregate efficiency improvements from our change initiatives 

portfolio and investments. 

10. These savings will need to be realised as cash to offset cost pressures, rather than 

redeployed to other value generating activities. 

11. Based on our Budget 2024 baseline savings of $15 million per year of change 

capacity, new, significant policy initiatives will require additional baseline funding to 

design, implement and support on an on-going basis. Similarly, taking on work 

currently managed by other departments will require additional funding or a transfer 

of funding. 

The 2025/26 year funding gap includes $40 million of time-limited funding 

12. From 2025/26, our baseline reduces by $52 million. Comprises $40 million of funding 

for time-limited activities coming to an end and a reversal of (a yet-to-be approved) $12 

million in-principle expense transfer (IPET)1. Together with cost pressures of $21 million 

this results in a funding gap from the current year of $71 million. 

13. The IPET reduction of $12 million can be managed by rebalancing the workforce. 

Back-office business groups will find savings of approximately $14 million 

(representing 14% of non-technology, people-based costs), on top of the 1-2% 

efficiency savings. There may be service impacts from these changes; this is to be 

confirmed.  

  

14. For the time-limited funding of approximately $40 million ending next year: 

• $13 million relates to funding provided in Budget 2024 for time-limited activities 

including changes to the personal income tax rate thresholds, FamilyBoost and the 

implementation of interest limitation rules. There will be no impact to the 

department’s performance as these activities are expected to cease when the 

funding does. 

 

• $27 million has been in our baseline for five years to support the response to and 

recovery from COVID-19, address rising levels of unfiled returns and debt, to 

support affected customers to get their tax obligations right from the start, and to 

respond to emerging integrity risks. This is now core, business-as-usual work 

delivered by our customer-facing teams. The activities themselves are not time-

limited.  

 

15. The $27 million of time-limited funding equates to approximately 240 people and 

associated operating expenditure. In the absence of this funding continuing, we will 

need to reduce our workforce with consequential impacts on performance. We will be 

limited in how much we can expect from back-office expenditure savings, therefore 

there will be impacts on service levels and/or the collection of tax (revenue) and 

payment of entitlements. New permanent funding would be required to negate this 

impact and protect the revenue base. Further details are provided in paragraphs 21-

23 below. 

 
1 Confirmation of this in-principle expense transfer is being sought as part of our pending 2024 October Baseline 
Update submission (IR2024/353 refers). 
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The Performance Plan and the use of intra year savings 

16. Our Performance Plan will set out how we propose to achieve baseline reductions and 

savings and does not assume any further Government request for baseline savings.  

17. Because we must remain within our appropriated funding, efficiency dividends will 

always need to be realised in advance of the costs being incurred. We would expect 

that this will be recognised by supporting fiscally neutral expense transfers 

(retentions of underspends) between years enabling us to manage cost pressures 

and performance across financial years. 

A funding bid for further compliance activity 

Returns from Budget 2024 funding are tracking well 

 

18. In Budget 2024 Inland Revenue received $29 million per annum to scale up activities 

aimed at increasing compliance in tax and overseas-based student loans. The return 

on this investment is forecast at 4:1 in 2024/25 increasing to 8:1 in 2025/26 and 

thereafter.  The new funding has a positive impact on OBEGAL of $774 million, 

including raising $514 million of additional tax revenue, over the forecast period.  

19. There are early signs that we are on track to meet and exceed the forecast additional 

revenue and cash collections. The key performance measures required for the Budget 

2024 funding all demonstrate good progress relative to compliance results from the 

same period last year.  For example, additional revenue from compliance 

interventions for August 2024 is up 32% from the same time last year and cash 

collected from debt activity is up 35%, noting that there will be some variability at 

this early stage of the year. 

20. The department has a history of delivering positive revenue outcomes from previous 

time-limited initiatives such as the taxation of housing (2021/22 to 2024/25) and 

revenue investment (2015/16 to 2019/20).  

The lapse of time-limited funding at the end of 2024/25 is a challenge 

 

21. A short-term challenge is a $27 million downscaling of activities from previous time-

limited funding that has been in our baseline for five years and expires at the end of 

2024/25. This $27 million is part of the $40 million in time-limited funding that has 

been in our baseline for several years supporting core business-as-usual work to 

address integrity issues and manage customer demand.   

22. While we will manage ongoing remuneration and inflationary cost pressures through 

re-prioritisation of work, a funding reduction of $27 million will have a negative 

impact on tax revenue and debt. Removing this funding, which accounts for 240 FTEs, 

will impact voluntary compliance and compliance activities. This will directly reduce 

tax revenue by $240 million to $300 million per annum (equates to a return of 

between 8:1) and put at risk the outcomes of the Budget 2024 investment.  Of this 

reduced revenue, 70% will result from a reduced focus on unfiled returns. A further 

20% will result from a reduction in activity to provide certainty and advice to 

customers on complex structures and reduced audit activity in areas such as income 

suppression, property, and the hidden economy. The remaining 10% mainly relates 

to voluntary disclosures.  

23. Reducing Inland Revenue’s workforce, , will also 

reduce Inland Revenue’s ability to respond to population growth, business 

restructuring, and customers experiencing cashflow difficulties, and to promote end-

to-end compliance. Therefore, an early decision on whether this time-limited funding 

will continue is desirable if Inland Revenue is to retain the FTEs currently funded 

through the time-limited funding, many of whom are employed on compliance related 

activities.  
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A funding bid for further compliance activities in Budget 2025 would yield further revenue, 

subject to an invitation to make a submission 

 

24. There is also evidence to suggest that Inland Revenue is some way from experiencing 

diminishing returns from investing in compliance and enforcement activities.  New 

Zealand’s additional assessments raised through audit as a percentage of tax 

collections was 0.8% compared to an OECD average of around 4% in 2021 (Australia 

was 1.8%, and the United Kingdom was 4.9%). Australia’s expected return on 

investment in compliance and enforcement is approximately 4:1 and the government 

continues to invest. Relative to Australia, Inland Revenue’s target of 8:1 is a healthy 

return.  Additional revenue from further investment in compliance activities would 

have a net positive effect on OBEGAL over the forecast period.  

25. Inland Revenue could scale-up the Budget 2024 investment in compliance activities 

by a further $35 million (in addition to extending the time-limited funding of $27 

million). We consider that we have capacity for the extra capability required and 

also maintain a scaled return of 4:1 ROI in the first year increasing to a 8:1 ROI 

thereafter. This amount is in line with the 2024 Budget bid with some extra funding 

for supporting activities to the direct compliance work.   

 

26. The Treasury has indicated that an extension of the $27 million time-limited funding 

will be considered as a volume-based cost pressure initiative rather than a new 

spending initiative.  Therefore, any bid for additional funding for compliance activities 

would be considered a new spending initiative and separate from the decision to 

permanently extend the time-limited funding. 

Next steps 

27. The next steps in the Performance Plan process are: 

• Refer a draft of the Performance Plan to the Minister of Finance prior to 17 

October 

 

• 17 October – Submit to Treasury a near-final draft of the Performance Plan. 

 

• 7 November – Vote Minister formal sign-off of Performance Plan. 

 

• November 2024 to December 2024 – Central agency assessment of Performance 

Plan. 

 

• January 2025 to March 2025 – Expenditure and Regulatory Review Committee 

(EXP) consideration of aggregate Performance Plans. 

 

• June 2024 - Final Performance Plans due, incorporating Budget 2025 decisions. 

 

28. There is currently no confirmed timeline for the Budget 2025 initiatives process. 

However, we are working on the detail of a further bid for compliance activity which 

we will report to you in late October. 
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Recommended action 

1. We recommend that you: 

(a) Discuss this report and the attached draft Performance Plan with officials at your 

meeting on 15 October.  

 

 

 

 

 

Scott McCallum 

Enterprise Lead, Inland Revenue 

 

 

 

 

 

 

Hon Simon Watts 

Minister of Revenue 

       /         /2024 
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Inland Revenue report: Performance Plan and the potential to increase 
compliance activity 

 
Date: 6 November 2024 Priority: High 

Security level: In confidence – Budget 
Sensitive 

Report number: IR2024/450. 

Action sought 

 Action sought Deadline 

Minister of Revenue Approve the Inland Revenue Performance 
Plan (attachment 1 “final”). 

5pm, 7 November 2024 
 

Contact for telephone discussion (if required) 

Name Position Telephone 

Scott McCallum Enterprise Leader, Enterprise, 
Design & Integrity 
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6 November 2024 
 
Minister of Revenue 

Inland Revenue Performance Plan – Responsible Minister sign-off 

1. The purpose of this report is to: 

• highlight any changes from the Check Point 2 version of the performance plan 
submitted to CFISNet on 17 October, to the final version (Attachment 2 “mark 
up” highlights changes in red)  

• request your sign-off of the attached Inland Revenue Performance Plan 
(Attachment 1 “final”). 

 

Background 

 
2. Departments are required to produce a Performance Plan as part of the Government’s 

Budget process and Fiscal Sustainability Programme. This plan is required to be signed 
by the Responsible Minister and submitted to the Treasury by 5pm, Thursday 7 
November. 

3. In October we shared and discussed with you our draft Performance Plan (IR2024/406 
refers). We have now finalised the plan and seek your sign-off.  

4. Since the version we previously provided you, we have made the following main changes 
(changes marked up in red font in Attachment 2): 

• As requested by the Minister of Finance we have standardised the forecast 
assumption for the remuneration cost pressure to be based on the Treasury macro 
forecasts in the 2024 Budget Economic and Fiscal Update (BEFU) for CPI inflation 
(~2%) rather than hourly wages (~3%). This assumption will be used across all 
departments. The impact is a reduction from $15 million to $10 million for our 
annual compounding remuneration cost pressure. 

• Updated the content about the Tax and Social Policy Work Programme to reflect 
decisions and the proposed release date. 

• Data and graph updates requested by The Treasury: 

o The inclusion of 2023/24 actuals to replace 2023/24 forecasts. 

o The inclusion of forecasts for 2028/29 to maintain a five-year forecast 
period being 2024/25 to 2028/29. 

o Updating departmental appropriation forecasts to reflect 2024 October 
Baseline Update (OBU) decisions. 

• As discussed with The Treasury we have retained BEFU 2024 forecasts for non-
departmental appropriations. We have submitted preliminary non-departmental 
forecasts for the 2024 Half-Year Economic and Fiscal Update (HYEFU) but will 



 

Page 3 of 3 

[IN CONFIDENCE]  

update the Performance Plan after we have submitted the final forecasts for HYEFU 
on 18 November.  

• Reordered the outcomes to align with the order in our draft Statement of Intent. 

Next steps 

 
5. There are no confirmed dates for the next steps in the Performance Plan process but it 

is expected that plans will be provide to the Cabinet Expenditure and Regulatory Review 
Committee (EXP) in early 2025. 

6. As part of the ongoing review process with The Treasury we may update some of the 
content in the Performance Plan, for example formatting, technical errors and to include 
the HYEFU 2024 forecasts. We will advise you of any material changes to the 
Performance Plan. 

 

Recommendations 

 
7. We recommend that you: 

(a) Approve the submission of the Performance Plan (Attachment 1). 

Approved / Not approved 

(b) Note that Inland Revenue will update the non-departmental appropriation forecasts in 
the Performance Plan after the submission of the 2024 Half-Year Economic and Fiscal 
Update has been submitted on 18 December. 

Noted 

 
 
 
 
 
 
Scott McCallum 
Enterprise Lead, Inland Revenue 
06/11/2024 
 
 
 
 
 
Hon Simon Watts 
Minister of Revenue 
       /         /2024 
 
 
 
Attachment 1 – Inland Revenue Performance Plan (Final) 
Attachment 2 – Inland Revenue Performance Plan (Marked-up version) 
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Inland Revenue report:  Budget 2025 submission for Vote Revenue 

 

Date: 13 December 2024 Priority: High 

Security level: In confidence – Budget 

sensitive 

Report number: IR2024/496 

Action sought 

 Action sought Deadline 

Minister of Revenue Note the contents of this report. 

 

Sign the attached letter and send to the 

Minister of Finance. 

1pm on Monday 23 

December 2024. 

Contact for telephone discussion (if required) 

Name Position Telephone 

Darren Cheevers 

 

Acting Enterprise Leader 

Finance Services (CFO) 

 

Mike Nutsford Strategic Advisor  
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13 December 2024 

 

Minister of Revenue 

Budget 2025 submission for Vote Revenue  

1. This report provides an update on the Budget 2025 process and recommends that you 

submit the attached Budget submission letter to the Minister of Finance by 1pm on 

Monday 23 December 2024. 

2. This report also provides additional information for two non-policy initiatives. Information 

on policy initiatives is contained in separate reports to you. 

3. The Minister of Finance wrote to you on 15 November 2024 setting out the core 

components of Budget 2025 and invited submissions for three initiatives. The Minister of 

Finance has also recently invited an initiative for extending the investment in compliance 

activities (IR2024-422 refers). The invited initiatives are: 

Savings and revenue: targeted policy savings:  

• Changes to the Best Start Tax Credit 

• Improvements to Working for Families (with four separate initiative options). 

New spending and cost pressures: 

• Funding for compliance activities ceasing in 2024/25 

• Extending Inland Revenue’s investment in compliance activities. 

4. In addition to invited initiatives, we have been working with yourself, the Minister of 

Finance, and Treasury officials on potential Tax and Social Policy Work Programme 

(TSPWP) streams of work. Based on further advice, the Minister of Finance will make 

decisions on whether to invite streams of TSPWP work into the Budget process. 

5. The Treasury Budget Management team have requested that we submit placeholder bids 

to record potential initiatives that may be invited by the Minister of Finance, noting that 

this is for administrative purposes and does not a represent a commitment from 

Ministers. These initiatives are noted in the following sections of this report. 

Budget 2025 process and initiatives  

6. As part of the Budget 2025 process agencies are requested to submit invited and 

placeholder (potential) Budget initiatives into the Treasury CFISnet1 system by 23 

December 2024. In January 2025 the Treasury Vote teams will begin their assessments 

of these submissions. The following table shows the upcoming steps in the Budget 

process. 

 
1 CFISnet is the Treasury system that enables departments and agencies to submit Budget and financial data to 
the Treasury and for Treasury to consolidate and assess this data. 
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Table 1 - Budget 2025 process timetable 

Date Budget process stage Status 

Mid November Budget invitation letters from MoF Received 

23 December 2024 Agency initiative submissions due in CFISnet Current 

January 2025 Treasury assessment of submissions - 

February to April 2025  Budget package development - 

April to May 2025 Cabinet agrees Budget package - 

Late May 2025 Budget Day - 

 

7. At this stage of the Budget process there are various initiatives and policy options being 

considered for Budget 2025 by the Minister of Finance, yourself and other Ministers. In 

some cases, there are tax initiatives running adjacent to Budget 2025 or in consideration 

for future Budgets. The Treasury advice for the 23 December submission is for agencies 

to submit invited and all potential initiatives. These initiatives can be updated, adjusted 

or removed during the assessment and package development stages of the process. We 

note that some initiatives may not proceed or not be announced in Budget 2025, but we 

have lent towards including placeholders at this stage. 

8. We will base our CFISnet submission on the advice we have provided to you in recent 

reports. Where policy options are still to be determined we will submit provisional fiscals 

(e.g. for implementation costs, ongoing administration costs, non-departmental 

expenses and tax revenue) based on the worst-case operating balance impact (i.e. the 

highest cost and lowest revenue option) unless there is a more likely option. Details and 

fiscals for all initiatives will be updated in CFISnet as proposed policy decisions are made 

during the January to April 2025 period. The fiscals will also be revised as policy options 

narrow. 

9. We have limited system capacity to implement all potential Budget 2025 initiatives and 

maintain the current system. Once the scope, scale and timing of all Budget 2025 

initiatives is clearer, we will report to you on our ability to deliver them. 

10. The following table sets out the invited and placeholder initiatives we propose submitting 

on 23 December. We seek your input on whether there are any amendments, additions 

or deletions to this list. 

Table 2 - Budget 2025 initiatives led by the Minister of Revenue 

Initiative title Invited 
by MoF 

Government 
objective 

Priority 
area 

Operating 
balance 
impact 

Latest 
report 

Extending Inland Revenue’s 

investment in compliance activities 

Yes Revenue raising 
and integrity 

New 
spending 

Positive IR2024/422 

Funding for compliance activities 
ceasing in 2024/25 

Yes Revenue raising 
and integrity 

Cost 
pressure 

Neutral IR2024/479 

Foreign investment funds tax rules -  Growth 
enhancing 

New 
spending 

Negative IR2024/458 

Thin capitalisation settings for 
infrastructure 

-  Growth 
enhancing 

New 
spending 

Negative January 

Fringe benefit tax reform -  Growth 
enhancing 

New 
spending 

Neutral IR2024/421 

Best Start Tax Credit: target or repeal Yes  Social policy Saving Positive IR2024/485 

9(2)(f)(iv)
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Initiative title Invited 
by MoF 

Government 
objective 

Priority 
area 

Operating 
balance 
impact 

Latest 
report 

Working for Families: increase the 
abatement threshold 

Yes  Social policy New 
spending 

Negative IR2024/485 

Working for Families: other changes 
to the abatement regime 

Yes Social policy Saving Positive IR2024/485 

Working for Families: skip or limit the 
CPI adjustment 

Yes Social policy Saving Positive IR2024/485 

Working for Families: reduce the value 

of overpayments 

Yes Social policy Saving Positive IR2024/485 

Partial expensing for new assets - Growth 
enhancing 

New 
spending 

Negative IR2024/459 

KiwiSaver changes -  Saving Positive IR2024/448 

 

11. The following table sets out an invited initiative led by another Minister that has impacts 

for Vote Revenue. 

Table 3 - Budget 2025 initiatives led by the other Ministers 

Initiative title Invited 
by MoF 

Government 
objective 

Priority 
area 

Operating 
balance 
impact 

Latest 
report 

 

12. There are potentially other Budget 2025 initiatives being led by other Ministers that may 

impact Vote Revenue, such as  At this 

stage such initiatives have not yet been invited by the Minister of Finance. We will advise 

you if any of these initiatives do get invited. 

13. In addition to the entry of initiatives into CFISnet we are required to submit a more 

detailed template for invited initiatives. These templates will reflect the content in the 

reports we have provided to you. We will share these templates with your office next 

week for review. 

Initiative - Extending Inland Revenue’s investment in compliance activities 

14. The invited initiative, to extend Inland Revenue’s investment in compliance activities, 

seeks permanent operating funding with a focus on debt and investigations. This activity 

supports the Government’s fiscal strategy objectives by collecting more revenue and 

increasing cash collections. 

15. This activity scales up the Budget 2024 investment in compliance activities and has an 

expected operating balance return of at least $4 to $1 in 2025/26 and at least $8 to $1 
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in outyears. This initiative includes resourcing for the evaluation of the effectiveness of 

compliance activities and reporting on the tax debt book. 

16. Our focus on compliance will include opportunities to invest in emerging technologies 

(e.g. artificial intelligence) and extending our advanced analytical capabilities. We will 

initially use existing capital reserves to fund any capital investment required as our 

capital plan envisioned investment of this nature. We would seek additional capital 

injections if the size of the capital investment required puts at risk the maintenance of 

our existing systems. 

17. With the evolving nature of technology and ‘as a service’ solutions it is likely that 

technology investments that were previously capital in nature will become operating. If 

required, we would seek your approval for fiscally neutral capital to operating swaps to 

fund these investments. 

Initiative – Funding for compliance activities ceasing in 2024/25 

18. The invited cost pressure initiative for compliance activities ceasing in 2024/25 seeks 

permanent replacement funding for the ‘Budget 2022 Maintaining capability, integrity 

and to respond to demand’ time limited funding of $26.5 million (~240 FTE) that ends 

on 30 June 2025. 

19. This replacement funding, which originally began in 2020/21 at the onset of the COVID-

19 pandemic, will ensure that the current tax revenue and cash receipts resulting from 

the compliance activities this time limited funding was being applied to are maintained. 

20. As noted in the Vote Revenue Performance Plan the cessation of this funding would have 

a negative impact on tax revenue and debt by $240 million per annum. We have limited 

scope to manage the impact of this funding ceasing through efficiency savings and back-

office expenditure savings. We have forecast our ongoing remuneration and price 

increases at 2 percent ($15 million) each year) and it is our plan to manage this 

cumulative cost pressure via efficiency, investment and back-office expenditure savings. 

In terms of workforce reduction this could be up to 200 FTEs less each year. This 

reduction is in addition to the $29.6 million of baseline operating savings per annum we 

are delivering from Budget 2024. 

21. The accompanying ‘Extending Inland Revenue’s investment in compliance activities’ 

initiative is premised on the basis that this time limited funding continues. The 

continuation of this time limited funding will ensure that any additional investment in 

compliance activities will be applied to additional compliance activities and not be used 

to substitute the compliance activities that this time limited funding is currently being 

applied to. In addition, we would not have the capacity and expertise to train and 

onboard the next wave of newly funded people whilst delivering business as usual results 

(including the additional revenue and cash receipts from the Budget 2024 compliance 

funding) and returns from this new initiative.   
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Hon Simon Watts  
 
Minister of Climate Change 
Minister of Revenue 
 

 

 

Hon Nicola Willis 
Minister of Finance 
Parliament Buildings 
Wellington 
 
 
Dear Nicola 
 
I am confirming that I, the Minister of Revenue, have submitted the initiatives for Inland 
Revenue, which covers all proposals for the Revenue Portfolio that you have invited. 
 
At the request of the Treasury, I have also submitted placeholder initiatives where there is a 
potential for the initiative to be invited into the process subject to consideration of policy options 
and fiscals. These are predominantly initiatives from the Tax and Social Policy Work 
Programme  

I am submitting targeted policy savings initiatives for the Revenue portfolio as detailed below: 
 

16278 Saving Social policy Best Start Tax Credit: target or repeal Invited 

16282 Saving Social policy Working for Families: other changes to the 
abatement regime 

Invited 

16285 Saving Social policy Working for Families: skip or limit the CPI 
adjustment 

Invited 

16290 Saving Social policy Working for Families: reduce the value of 
overpayments 

Invited 

16275 Saving - KiwiSaver changes Placeholder 
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[IN CONFIDENCE – BUDGET SENSITIVE] 

I am also submitting cost pressure and new spending commitment initiatives as detailed below: 
 

16264 New spending Revenue raising and 
integrity 

Extending Inland Revenue's 
investment in compliance activities 

Invited 

16265 Cost pressure Revenue raising and 
integrity 

Funding for compliance activities 
ceasing in 2024/25 

Invited 

16266 New spending Growth enhancing Foreign investment fund tax rules  Placeholder 

16267 New spending Growth enhancing Thin capitalisation settings for 
infrastructure 

Placeholder 

16271 New spending Growth enhancing Fringe benefit tax reform Placeholder 

16279 New spending Social policy Working for Families: increase the 
abatement threshold 

Invited 

16274 New spending - Partial expensing for new assets 

 

Placeholder 

 
 
Yours sincerely 
 
 
 
 
 
Hon Simon Watts 
Minister of Revenue 
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Inland Revenue report: Vote Revenue Ministerial Certification of Contingent 

Liabilities and Contingent Assets as at 31 December 2024 

 

Date: 13 February 2025 Priority: Medium 

Security Level: In confidence Report no: IR2025/011 

Action sought 

 Action sought Deadline 

Minister of Revenue Note the contents of this report, and  

 

Sign and return the attached Certification of 

Contingent Liabilities and Contingent Assets 

(appendix 2) to Inland Revenue. 

5.00pm, 

Wednesday,  

26 February 2025 

 

 

Contact for telephone discussion (if required) 

Name Position Telephone  

Nick Bradley Chief Financial Officer     

Darren Cheevers Domain Lead, Finance Services   

Rachel Parker Domain Lead, Finance Services   
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13 February 2025 

 

Minister of Revenue 

 

Vote Revenue Ministerial Certification of Contingent Liabilities and Contingent 
Assets as at 31 December 2024 

Purpose 

1. This report seeks your sign-off of the attached Certification of Contingent Liabilities and 

Contingent Assets as at 31 December 2024 (Certification) for Vote Revenue. We will submit 

the Certification and the attached Register of Contingent Liabilities and Contingent Assets of 

Inland Revenue as at 31 December 2024 (Register) to the Treasury on your behalf.  

Background 

2. The Cabinet Expenditure Control Committee minute ECC (91)M21/4, dated 7 May 1991, 

requires Vote Ministers to certify the balances of their departments’ contingent liabilities and 

contingent assets every six months.  

3. Inland Revenue is required to send the Register and a signed copy of your Certification to 

the Treasury. The format and wording of the Register in appendix 1 and the Certification in 

appendix 2 have been agreed with the Treasury. 

4. Inland Revenue has a comprehensive internal review process to ensure all contingent 

liabilities and contingent assets are identified. 

5. We certify that the balances reported in the Register, in appendix 1, are correct. 

Discussion 

6. The changes in the balances of both departmental and non-departmental contingent assets 

and liabilities, from 30 June 2024, are provided below. 

Departmental contingent assets 

7. As at 31 December 2024, Inland Revenue’s departmental contingent assets totalled 

$917,000. This is a decrease of $82,000 compared to 30 June 2024. 

Departmental 

contingent assets   
30 Jun 2024  31 Dec 2024 

Increase/ 

(Decrease) 

Legal proceedings and 

disputes - taxpayer 
$999,000 $917,000 $(82,000) 

8. Departmental contingent assets represent our estimate of the court costs that we will 

recover when cases before the court (such as tax disputes) are decided in our favour.  

9. We distinguish departmental court costs from the tax revenue under dispute. Tax revenue 

amounts decided in our favour are payable to the Crown and are therefore reported as non-

departmental contingent assets. They are disclosed separately below. 

10. The decrease in departmental contingent assets is mainly due to a lower amount of 

estimated court costs for open tax dispute cases as at 31 December 2024 compared to 30 

June 2024. 
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Departmental contingent liabilities  

11. As at 31 December 2024 Inland Revenue’s departmental contingent liabilities totalled 

$572,620. This is an increase of $180,620 compared to 30 June 2024.  

Departmental 

contingent liabilities  
30 Jun 2024  31 Dec 2024 

Increase/ 

(Decrease) 

Employee grievances $155,000  $305,000 $150,000 

Legal proceedings and 

disputes - taxpayer 
$237,000  $223,000 $(14,000) 

Other -  $44,620 $44,620 

Total  $392,000  $572,620 $180,620 

12. Employee grievances represent potential amounts that may arise from grievance claims. 

There were three grievance claims as at 31 December 2024, an increase of one claim, and 

the other two are from the previous claims as at 30 June 2024 that have not yet been 

settled. 

13. The legal proceedings and disputes contingent liability represent our estimate of court costs 

associated with tax disputes and other tax litigation that we may be required to pay when 

cases before the court are decided against Inland Revenue. Tax amounts that may become 

payable to taxpayers as a result of these decisions are reported as non-departmental 

contingent liabilities. The decrease in legal proceedings and disputes is mainly due to a 

lower amount of estimated cost of open dispute cases as at 31 December 2024 compared to 

30 June 2024. 

14. Other contingent liabilities reported as at 31 December 2024 represent a potential ex-gratia 

payment for funds paid as result of a system error. No contingent liabilities existed as at 

June 2024. 

Non-departmental contingent assets 

15. As at 31 December 2024, Inland Revenue administered $43,971,000 of non-departmental 

contingent assets. This is a decrease of $5,887,000 compared to 30 June 2024.  

Non-departmental 

contingent assets  
30 Jun 2024  31 Dec 2024 

Increase/ 

(Decrease) 

Legal proceedings and 

disputes  
$49,858,0001 $43,971,000 $(5,887,000) 

16. Non-departmental contingent assets arise as part of the tax disputes process. For example, 

when we advise a taxpayer of a proposed adjustment to their tax assessment, but we have 

not yet amended their assessment. We do not recognise additional tax revenue in these 

cases because we have not formally amended the assessment. Rather, we report the 

amount as a non-departmental contingent asset, estimated as the likely cash we will collect 

based on experience of similar cases.  

17. Contingent assets also arise where a taxpayer has not filed an assessment, but we believe 

they are liable for tax and have issued an assessment. Where the taxpayer disputes our 

assessment, we recognise the amount assessed as a contingent asset but do not recognise 

 

1 This is the final amount reported at 30 June 2024 and is $669,000 greater than the amount 

included in the June 24 Ministerial certification due to updated impairment rates received after the 

date of the certification. 
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the additional tax revenue. We estimate the value of the contingent asset as the likely cash 

we will collect based on experience and similar cases. 

18. The decrease in non-departmental contingent assets of $5,887,000 in comparison to 30 

June 2024 is mainly driven by two customers with large net tax values who recently 

proceeded to the litigation phase and as such their assessed amounts are now recognised in 

revenue and reported in contingent liabilities. The transfer of two large cases to contingent 

liabilities is partially offset by an increase in the total number of disputed cases. 

Non-departmental contingent liabilities 

19. As at 31 December 2024, Inland Revenue administered $671,049,000 of non-departmental 

contingent liabilities. This is an increase of $88,813,000 compared to 30 June 2024. 

Non-departmental 

contingent 

liabilities  

30 Jun 2024  31 Dec 2024 
Increase/ 

(Decrease)  

Legal proceedings 

and disputes  
$70,889,0002 $125,238,000 $54,349,000 

Unclaimed monies $511,347,000 $545,811,000 $34,464,000 

Total  $582,236,000 $671,049,000 $88,813,000 

20. Legal proceedings and disputes arise when either Inland Revenue or a taxpayer disagrees 

with a proposed adjustment, the dispute process is fully exhausted, and the matter has 

proceeded to litigation. We issue an assessment at this point and recognise the revenue and 

the contingent liability. 

21. The amount of the contingent liabilities relating to legal proceedings and disputes increased 

by $54,349,000 in comparison to 30 June 2024. This is due to two high value customer 

cases progressing to the litigation phase. They were previously included in the contingent 

assets balance as at June 24, but as they have moved to litigation, revenue for the assessed 

amount has been recognised along with a related contingent liability. 

22. We administer unclaimed monies under the Unclaimed Money Act 1971. We use trends from 

previous years to estimate the amount of unclaimed monies that will be paid out and this is 

recognised as a liability in our financial accounts. We report the remainder as a contingent 

liability.  

23. The increase in unclaimed monies since 30 June 2024 is due to the amount of unclaimed 

monies being transferred to Inland Revenue exceeding the amount of refunds paid out. This 

is a continuing trend which is increasing the amount of unclaimed money held over time.  

 

 

 

 
2 This is the final amount reported at 30 June 2024 and is $142,000 greater than the amount 

included in the June 24 Ministerial certification due to finalisation of amounts related to possible 

disputes. 
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Recommendations 

 

24. I recommend that you: 

a) Note the contents of this report. 

Noted 

 

b) Sign the Certification of Contingent Liabilities and Contingent Assets (appendix 2).  

 

c) Return the Certification of Contingent Liabilities and Contingent Assets to Inland Revenue 

by 5:00 pm, Wednesday, 26 February 2025. 

Nick Bradley 

Chief Financial Officer  

13 / 02 / 2025 

 

 

 

 

 

 

Hon Simon Watts 

Minister of Revenue   

      /      / 2025 

s 9(2)(a)
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Appendix 1: Register 

 

Register of Contingent Liabilities and Contingent Assets of Inland Revenue as at                                                     

31 December 2024 

 

 

Departmental contingent assets   

Legal proceedings and disputes   $917,000  

 $917,000  

   

Departmental contingent liabilities   

Employee grievances $305,000  

Legal proceedings and disputes   $223,000  

Other $44,920  

 $572,620  

   

Non-departmental contingent assets   

Legal proceedings and disputes $43,971,000  

 $43,971,000  

   

Non-departmental contingent liabilities   

Legal proceedings and disputes $125,238,000  

Unclaimed monies $545,811,000  

 $671,049,000  
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Appendix 2: Certification 

 

Certification of Contingent Liabilities and Contingent Assets as at 31 December 2024. 

In accordance with Cabinet Expenditure Control Committee minute ECC(91) M21/4 of 7 May 1991, 

I hereby certify that I am unaware of any contingent liability or asset that has been omitted from 

the Statement of Contingent Liabilities and Contingent Assets as reported in the register at 31 

December 2024 prepared by Inland Revenue and reported in appendix 1. 

 

Inland Revenue 

 

 

…………………………………… 

Hon Simon Watts 

Minister of Revenue 

 

…………………………………… 

Date 
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Inland Revenue report:  2025 March Baseline Update submission 

for Vote Revenue 

Date: 21 February 2025 Priority: Medium 

Security level: In confidence - Budget 

Sensitive 

Report no: IR2025/012 

  

Action sought 

 Action sought Deadline 

Minister of Revenue 

 

Agree to recommendations, and 

sign and forward the attached submission 

to the Minister of Finance by 1.00pm 

Monday 24 February 2025. 

 

1.00pm Monday,  

24 February 2025  

 

Contact for telephone discussion (if required) 

Name Position 

Nick Bradley Chief Financial Officer  

Darren Cheevers Domain Lead, Finance Services  

Rachel Parker Domain Lead, Finance Services  
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21 February 2025 

 

Minister of Revenue 

 

2025 March Baseline Update submission for Vote Revenue 

Purpose  

1. This report seeks your approval of the attached Vote Revenue 2025 March Baseline 

Update (MBU) submission letter to the Minister of Finance.  

Background 

2. The MBU is a technical update of baselines for matters that do not raise significant policy 

issues and therefore do not require Cabinet approval. All of the proposed changes in this 

report can be made by Joint Ministers – the Vote Minister and the Minister of Finance.  

3. The Treasury administers the MBU process. This includes providing agencies with letter 

templates and setting the timeframes and due dates. The attached draft letter from you 

to the Minister of Finance follows the Treasury template. 

4. Our MBU submission includes changes to Vote Revenue departmental appropriations 

(Vote 19)1 and preliminary changes to Vote Revenue non-departmental appropriations 

(Vote 20)2. 

5. Further changes to Vote Revenue non-departmental appropriations and tax forecasts 

(Vote 20) will be submitted to you separately in April as part of the 2025 Budget 

Economic and Fiscal Update (BEFU). These changes will be based on the latest Treasury 

macroeconomic forecasts. In addition, as part of BEFU we will submit technical initiatives 

as part of the Budget 2025 package to set the upper limits for annual non-departmental 

appropriations to allow appropriation management and mitigate the risk of breaching 

appropriations.  

Overview 

6. We request your approval to submit to the Minister of Finance the following proposed 

departmental (Vote 19) baseline changes for the 2024/25 financial year and outyears: 

• a retention of underspend (RoU) for administrative savings of $7.500 million from 

2024/25 to 2025/26 

 
1 Vote Revenue departmental (Vote 19) includes appropriations to operate the department and deliver 
outputs and outcomes.  
2 Vote Revenue non-departmental (Vote 20) includes tax revenue and appropriations for expenditure 

administered by Inland Revenue such as Working for Families Tax Credits, FamilyBoost payments and 
the KiwiSaver Tax Credit. 
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• a forecast reduction to the departmental Capital Expenditure PLA of  

$29.100 million in 2024/25 and $8.300 million in 2025/26 

• return of savings to the Crown for 2024/25 including: 

• a return of $1.400 million operating for the Crypto-asset Regulatory Framework 

initiative 

• a return of $1.750 million capital and $0.191 million operating a year for the 

child support pass on initiative. 

• fiscally neutral adjustments including: 

• fiscally neutral adjustments between categories in our Services for customers 

appropriation  

• a reduction of $0.313 million for subleasing revenue and information sharing 

revenue. 

• an in-principle expense transfer for the implementation of international initiatives of 

up to $3.000 million from 2024/25 to 2025/26.  

7. We request your approval to submit to the Minister of Finance the following proposed 

non-departmental (Vote 20) changes to non-PLA appropriations for the 2024/25 financial 

year and outyears: 

 

 $ million – increase / (decrease) 

Vote Revenue 

Minister of Revenue 

2024/25 2025/26 2026/27 2027/28 2028/29 & 
outyears 

Benefits and Related Expenses:      

KiwiSaver: Interest 0.500 0.500 0.500 0.500 0.500 

KiwiSaver: Tax Credit, Contribution 

and Residual Entitlement 7.000 7.000 8.000 8.000 8.000 

Paid Parental Leave Payments 20.000 20.000 20.000 20.000 25.000 

Non-departmental Other Expenses:      

Initial Fair Value Write-down 

Relating to Student Loans (2.000) 2.000 - (2.000) (5.000) 

Impairment of Debt and Debt Write-

Offs 324.600 251.300 

 

251.300  251.300 251.300 

Final-year Fees Free Payment – 
Student Loans 

 

- 12.756 46.154 75.334 90.145 

Impairment of Debt Relating to 
Student Loans 12.000 - - - - 

Impairment of Debt and Debt Write-

offs Relating to Child Support 30.000 - - - - 

Total Operating 392.100 293.556 325.954 353.134 369.945 

8. The following other matters are also included in our submission for noting: 

• recent Cabinet and Joint Minister decisions impacting on non-departmental 

appropriations  

•         

 

 

 

s 9(2)(g)(i)
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9. the following changes to appropriations with a permanent legislative authority (PLA), 

reflecting the updated forecast expenses: 

 

 $ million – increase / (decrease) 

Vote Revenue 

Minister of Revenue 

2024/25 2025/26 2026/27 2027/28 2028/29 & 

outyears 

Benefits and Related Expenses:      

Child Support Payments PLA - 2.000 4.000 7.000 9.000 

Family Tax Credit PLA 24.000 13.000 17.000 31.000 31.000 

Minimum Family Tax Credit PLA 0.143 0.070 0.070 0.070 0.070 

In-Work Tax Credit PLA (4.000) (4.000) (3.000) - - 

Best Start Tax Credit PLA 1.000 - 1.000 1.000 1.000 

FamilyBoost Tax Credit PLA (43.000) - - - - 

Non-departmental Other Expenses:      

KiwiSaver:  Employee and Employer 
Contributions PLA 20.000 10.000 30.000 40.000 70.000 

Borrowing Expenses:       

Income Equalisation Interest PLA  (1.000) (2.000) (2.000) (1.000) (1.000) 

Total Operating (2.857) 19.070 47.070 78.070 110.070 

10. Each of the proposed changes are discussed below in detail.   

11. The financial impacts of the proposed changes are summarised in Attachment 3 (Vote 

19) and Attachment 4 (Vote 20). 

12. The final MBU submission letter for Vote Revenue is due to the Minister of Finance by 

1.00pm Monday 24 February 2025.  A proposed letter from you to the Minister of Finance 

is attached. 

Details of proposed changes – retention of underspend 

A retention of underspend for administrative savings 

13. A key Government goal is to get the Crown ‘books back in order and restore discipline 

to public spending’3. In Budget 2024 we agreed to save $29.600 million every year to 

support this goal. We are on track to deliver this annual saving. 

14. To manage long-term funding and unfunded future cost pressures, such as remuneration 

and price increases, we have specifically identified and achieved further savings and 

efficiencies of $7.500 million this year that can be used in future years, from: 

 
3 Budget 2025, Budget Policy Statement, 17 December 2024, page 1. 

s 9(2)(g)(i)
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•  

  

   

• reviewing and delaying back-office recruitment when there is turnover. 

15. We seek your approval to submit a $7.500 million retention of underspend from 2024/25 

to 2025/26. 

Details of proposed changes – forecast adjustments 

Forecast change - departmental capital expenditure 

16. Our annual departmental capital expenditure is driven by our long-term asset 

management plans and capital injections for new Government initiatives. 

17. We have recently developed a new START Asset Management Plan that sets out an 

annual schedule of maintenance, development and software upgrades. Based on this 

plan and a greater level of operating investments rather than capital investment we are 

updating our capital expenditure forecast. 

 

  $ million – increase / (decrease) 

Inland Revenue Department - 
Capital Expenditure PLA 

2024/25 2025/26 2026/27 2027/28 2028/29 & 
outyears 

HYEFU 2024 61.100 56.000 40.000 40.000 40.000 

MBU 2025 32.000 47.700 40.000 40.000 40.000 

Forecast change - inc/(dec) (29.100) (8.300) - - - 

18. The forecast reduction of $29.100 million and $8.300 million in 2024/25 and 2025/26 

respectively in capital expenditure is included for your noting. 

Details of proposed changes – return of savings to the Crown 

Return of savings to the Crown – Crypto-asset Regulatory Framework (CaRF) 

19. In Budget 2024 we received $1.400 million operating funding for 2024/25 to implement 

and administer the initiative which is intended to ensure tax administrators globally have 

sufficient information to enforce tax laws on taxpayers deriving income from crypto 

assets trading. 

20. We have not yet been able to progress with this initiative in the 2024/25 financial year 

due to schema required for CaRF only being released in October 2024. The release of 

the schema has enabled us to undertake further detailed analysis of delivery timelines 

resulting in a $1.400 million return of funding back to the Crown in 2024/25. 

 

  $ million – increase / (decrease) 

Crypto-asset Regulatory Framework 

initiative 

2024/25 2025/26 2026/27 2027/28 2028/29 & 

outyears 

Operating  (1.400) - - - - 

Total inc/(dec) (1.400) - - - - 

s 9(2)(b)(ii), s 9(2)(i)
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21. We seek your approval to return the amount of $1.400 million of operating funding for 

the 2024/25 financial year. 

Return of savings to the Crown –child support pass-on initiative 

22. In Budget 2022, we received $2.700 million capital funding and $16.850 million 

operating funding over the forecast period (i.e. 2021/22 to 2025/26) to implement and 

administer the initiative to enable child support payments to be passed on to sole parent 

beneficiaries rather than be retained by the Crown. The actual capital cost to implement 

this initiative totalled $0.950 million. 

 

 $ million – increase / (decrease) 

Child support pass on initiative 2024/25 2025/26 2026/27 2027/28 2028/29 & 

outyears 

Total 

Operating  (0.191) (0.191) (0.191) (0.191) (0.191) (0.955) 

Capital withdrawal (1.750) - - - - (1.750) 

Total inc/(dec) (1.941) (0.191) (0.191) (0.191) (0.191) (2.705) 

23. We seek your approval to return the amount of $0.955 million for depreciation and capital 

charge operating funding and a $1.750 million capital withdrawal over the forecast period 

in this baseline update. 

Details of proposed changes – technical adjustments 

Technical adjustments within our Services for customers appropriation 

24. Our Services for customers multi-category appropriation is our primary departmental 

operating appropriation, with a current 2024/25 budget of $766.421 million. This 

appropriation has five interrelated categories: 

• Policy advice 

• Services to manage debt and unfiled returns 

• Services to Ministers and to assist and inform customers to get it right from the start  

• Services to process obligations and entitlements categories, and 

• Services to protect the integrity of the tax system and functions the Commissioner 

administers.  

25. From year to year the mix of expenditure across these categories change based on 

customer demand, work reprioritisation and the impact of new Government initiatives. 

In recent years the mix has also changed as an outcome of our transformation. 

26. With a multi-category appropriation, we can underspend and overspend each category 

as long as the total budget for the appropriation is not exceeded. We do, however, seek 

your approval for fiscally neutral adjustments to the budget for each category. Without 

these adjustments there will be year-end budget versus actual category variances. 

27. The following table compares the current 2024/25 Budget to the 2023/24 Actual and the 

fiscally neutral adjustments we propose to provide a more accurate revised 2024/25 
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31. The following table shows the proposed fiscally neutral technical adjustments across the 

forecast period. The rationale for the outyear adjustments is the same as for the 

2024/25 year. We seek your approval for these fiscally neutral adjustments. 

 $ million – increase / (decrease) 

Proposed fiscally neutral  2024/25 2025/26 2026/27 2027/28 2028/29 

adjustments (FNA) FNA FNA FNA FNA FNA 

Services for customers (MCA):      

Policy advice - - - - - 

Services to manage debt and 
unfiled returns 

3.000 1.000 0.500 2.000 4.000 

Services to Ministers and to assist 
and inform customers to get it 

right from the start 

4.000 7.000 8.500 10.000 10.000 

Services to process obligations and 
entitlements 

31.000 31.000 30.000 27.000 22.000 

Services to protect the integrity of 
the tax system and functions the 
Commissioner administers 

(38.000) (39.000) (39.000) (39.000) (36.000) 

Total Operating - - - - - 

32. The fiscally neutral adjustments above do not change the mix and level of resources 

(people and activity) for these categories, rather they reflect the existing agreed mix of 

activities. The adjustments are a financial rebasing with no impacts on outputs, 

performance targets and agreed outcomes. 

Fiscally neutral adjustments  

A fiscally neutral adjustment for subleasing and information sharing revenue 

33. We continually review the revenue we receive from other sources such as from 

subleasing vacant accommodation space to other agencies. Based on a reduction to 

vacant space, we are forecasting this subleasing revenue to decrease by $0.300 million 

in 2024/25 and outyears. 

34. We previously charged the Ministry of Social Development $13,000 for information 

sharing. This manual work has now been replaced by an automated solution and we no 

longer charge for this service. 

35. We seek your approval to submit a $0.313 million reduction to Revenue from Other 

Departments with a corresponding reduction to our Services for customers appropriation. 

 

 $ million – increase / (decrease) 

Vote Revenue 
2024/25 2025/26 2026/27 2027/28 

2028/29 & 
Outyears Minister of Revenue 

Services for customers (MCA):      

   Services to process 
obligations and entitlements 

 (funded by Revenue from 
Other Departments) 

(0.013) (0.013) (0.013) (0.013) (0.013) 

Services to Other Agencies RDA 

 (funded by Revenue from 
Other Departments) 

(0.300) (0.300) (0.300) (0.300) (0.300) 

Total Operating (0.313) (0.313) (0.313) (0.313) (0.313) 
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Details of proposed changes – in-principle expense transfers  

Implementation of international initiatives 

36. We are delivering a programme of international and cross-border work that includes 

fulfilling New Zealand’s international obligations with other tax jurisdictions (and as an 

OECD member) and includes projects that respond to shifts in the global economy. 

37. These initiatives, that we are self-funding and/or have received funding to implement 

and deliver, include: 

• Global anti-base erosion model rules (GloBE) Pillar Two  

• Country by country reporting (CBC 2.0) 

• Overseas pension transfer  

• Digital services taxes (DST) 

• Crypto-asset Regulatory Framework (refer paragraphs 19 to 21) and 

• OECD common reporting standard (CRS). 

38. Some of the international initiatives could be impacted by the US Presidential Memo 

concerning the Global Minimum Tax (GMT) and whether this could apply in respect of 

digital services dates (IR2025/043 and BN2025/017 refer). This could impact the policy 

and timing for international initiatives. 

39. Additionally, some of the one-off system changes associated with these initiatives that 

were planned for 2024/25 will now occur in 2025/26. This deferral enables us to focus 

on system changes with earlier application dates such as FamilyBoost. This deferral has 

no impact on the application dates or the total cost of these initiatives. 

40. There are currently no changes to the value and timing of forecast tax revenue impacts 

associated with these initiatives. 

41. To allow for uncertainty on final design and application dates for international initiatives 

we seek your approval for an in-principle expense transfer of up to $3.000 million from 

2024/25 to 2025/26 in the Services for customers multi category appropriation. The 

amount of this transfer would be confirmed in the 2025 October Baseline Update, after 

the 2024/25 financial statements have been audited. 

Non-departmental (Vote 20) 

Cabinet decisions – non-departmental (appropriation impacts only) 

42. We have included the following Cabinet decisions made since the Half Year Economic and 

Fiscal Update 2024 (HYEFU 2024) that impact Vote Revenue non-departmental 

appropriations in this baseline update. 

Taxation - Use of Money Interest Rates 

43. On 5 December 2024, Cabinet agreed to decrease the interest rates for use of money 

interest (UOMI) underpayment from 10.91% to 10.88% and the UOMI overpayment rate 

from 4.67% to 4.30% [CAB-24-MIN-0492, LEG-24-MIN-0260 refers]. This decision 
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resulted in an increase to tax revenue and the following forecast change to the 

impairment of debt and debt write-offs: 

 

 $ million – increase / (decrease) 

Vote Revenue 

Minister of Revenue 

2024/25 2025/26 2026/27 2027/28 2028/29 & 

outyears 

Non-Departmental Other 

Expenses: 

Impairment of Debt and Debt 

Write-Offs 

 

(0.600) 

 

(1.300) 

 

(1.300) 

 

(1.300) 

 

 

(1.300) 

 

Total Operating (0.600) (1.300) (1.300) (1.300) (1.300) 

Minimum Family Tax Credit Threshold: Holding the Rate this Year 

44. In April 2004, Cabinet agreed to increase the Minimum Family Tax Credit threshold from 

1 April 2006 onwards by an amount sufficient to ensure that families do not suffer a 

reduction in income when moving off a welfare benefit and into full-time paid 

employment [CAB Min (04) 13/4 refers]. 

45. In April 2021, Cabinet agreed to include an amount equating to five months of the Winter 

Energy Payment in the Minimum Family Tax Credit threshold calculation, ensuring that 

sole parent recipients would be financially better off than sole parent beneficiaries on an 

annual basis [CAB-21-MIN-0116.33 refers]. 

46. On 2 December 2024, Cabinet agreed to hold the Minimum Family Tax Credit threshold 

at its current level for one year (2025-26 tax year), with a consequential decrease in 

expenses.  In addition, Cabinet agreed to resume adjustments to the Minimum Family 

Tax Credit threshold from the 2026-27 tax year, by applying the same percentage 

increase as would be applied when setting the threshold in line with the formula agreed 

in CAB-21-MIN-0116.33 [CAB-24-MIN-0472, CBC-24-MIN-0126 refers]. This decision 

resulted in the following forecast changes to the Minimum Family Tax Credit PLA: 

 

 $ million – increase / (decrease) 

Vote Revenue 

Minister of Revenue 

2024/25 2025/26 2026/27 2027/28 2028/29 & 

outyears 

Benefits and Related Expenses: 

Minimum Family Tax Credit PLA 
(0.243) (0.970) (0.970) (0.970) (0.970) 

Total Operating (0.243) (0.970) (0.970) (0.970) (0.970) 

Joint Minister approvals – non-departmental 

47. In November 2024, Joint Ministers approved an increase in forecast of $800,000 in 

2024/25 as a result of the decision to amend the RDTI time bar so that it does not nullify 

the existing discretionary powers that allow RDTI approvals to be corrected when they 

have been filed under the incorrect entity [IR2024-396 refers].  This decision resulted in 

the following forecast change to the Science, Innovation and Technology: R&D Tax 

Incentive appropriation: 
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 $ million – increase / (decrease) 

Vote Revenue 

Minister of Science, Innovation 

and Technology 

2024/25 2025/26 2026/27 2027/28 2028/29 & 

outyears 

Non-departmental Other 

Expenses: 

Science, Innovation and 

Technology: R&D Tax 

Incentive 

0.800 - - - - 

Total Operating 0.800 - - - - 

Time-limited funding expiring in 2024/25 

48. Vote Revenue has time-limited departmental funding of $26.500 million which expires 

on 30 June 2025.  This funding was introduced in Budget 2022 to ‘Maintain capability, 

integrity and to respond to demand’ and was used to maintain compliance activities in 

the post COVID economy. 

49. Our MBU preliminary forecasts have been updated to reflect the non-departmental 

impacts of this reduction in funding and associated FTEs on tax revenue and cash 

collections (and the related performance outcomes). The impact over the forecast period 

is a $600.000 million decrease in tax revenue and a $216.000 million increase in the 

impairment of debt and debt write-offs appropriation (as a result of the increase in debt). 

50. We have been invited to submit a Budget 2025 cost pressure bid to permanently maintain 

this funding. If this bid is successful, this reduction in tax revenue and cash collections 

(and the related performance outcomes) will be reversed. 

Forecast changes for non-departmental appropriations 

51. Historically we have only sought Joint Minister approval for revised forecasts for our non-

departmental appropriations based on the macroeconomic forecasts from The Treasury 

as part of the Budget Economic Fiscal Update (BEFU). However, in accordance with 

Treasury instruction, we are now seeking Joint Minister approval for revised preliminary 

forecasts as part of the MBU process. 

52. The preliminary forecasts are our ‘best estimate’ of the expected outturn as at 20 

February 2025. These forecasts will be updated as part of BEFU in April 2025 and we will 

seek additional Joint Ministerial approval for any changes required at that time. These 

changes may be material as we receive interim valuation updates from external valuers. 

As mentioned in paragraph 5, we will also review all annual non-departmental 

appropriations to ensure the upper limit is set at a level to enable us to appropriately 

manage expenses within our annual appropriations. The approval to set upper limits for 

appropriations will be sought through technical initiatives, which require Cabinet 

approval and will form part of the Budget 2025 package. 

 

Non-departmental benefits or related expense appropriations 

53. The following table sets out the forecast changes to appropriations for non-departmental 

benefits or related expenses that are not established under a permanent legislative 

authority.  The forecast changes require your joint approval. 

 



 

11 

[IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  

  $ million 

Non-departmental benefits or 
related expenses 

2024/25 2025/26 2026/27 2027/28  2028/29 & 
Outyears   

KiwiSaver: interest          

    HYEFU 2024 3.000 3.000 3.000 3.000 3.000 

    MBU 2025 3.500 3.500 3.500 3.500 3.500 

    Forecast change - inc/(dec) 0.500 0.500 0.500 0.500 0.500 

KiwiSaver: tax credit, contribution and 
residual entitlement 

  

 

     

    

    HYEFU 2024 

 

1,049.000 

 

1,090.000 

 

1,133.000 

 

1,179.000 

 

1,228.000 

    MBU 2025 1,056.000 1,097.000 1,141.000 1,187.000 1,236.000 

    Forecast change - inc/(dec) 7.000 7.000 8.000 8.000 8.000 

Paid parental leave payments          

    HYEFU 2024 695.000 725.000 755.000 790.000 825.000 

    MBU 2025 715.000 745.000 775.000 810.000 855.000 

    Forecast change - inc/(dec) 20.000 20.000 20.000 20.000 25.000 

Total forecast change – inc/(dec) 27.500 27.500 28.500 28.500 33.500 

54. The following table provides an explanation for each of these forecast changes.   

 

Appropriation Reasons for change 

KiwiSaver: Interest The increase in forecast by $2.500 million over the forecast 

period is due to KiwiSaver interest remaining at an elevated 

rate longer than was anticipated in HYEFU 24. 

KiwiSaver: Tax Credit, 

Contribution and Residual 

Entitlements 

The increase in forecast by $38.000 million over the forecast 

period from HYEFU 24 is due to the increase in the nominal 

wage growth for 2024/25, resulting in greater contributions.  

To the extent that this growth is from those contributing less 

than the maximum qualifying amount, the amount of 

government contribution also increases.  This increase is 

expected to continue into outyears.  

Paid Parental Leave 

Payments 

The increase in forecast by $105.000 million over the forecast 

period for Paid Parental Leave (PPL) Payments, is due to 

higher payments than anticipated in recent months reflecting 

stronger than anticipated demand. In addition, there is a 

higher than previously expected indexation of maximum 

payments from 2025/26. Both factors flow through into out 

years. 

 

Non-departmental other expenses  

55. The following table sets out the forecast changes and Cabinet approvals for non-

departmental other expenses appropriations that are not established under a permanent 

legislative authority. The forecast changes require your joint approval.  
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56. The following table provides an explanation for each of these forecast changes.   

 

Appropriation Reasons for change 

Initial Fair Value Write-

down Relating to 

Student Loans 

The decrease of $7.000 million over the forecast period reflects an 

increase in initial fair value rates from HYEFU due to a drop in 

discount rates. 

  $ million 

Non-departmental other expenses  2024/25 2025/26 2026/27 2027/28  2028/29 & 
Outyears   

Initial fair value write-down relating to 
student loans 

          

    HYEFU 2024 588.000  617.000 631.000 648.000 683.000 

    MBU 2025 586.000  619.000 631.000 646.000 678.000 

Forecast change – inc/(dec) (2.000) 2.000 - (2.000) (5.000) 

Impairment of debt and debt write-offs      

    HYEFU 2024 1,676.000 1,150.000 1,150.000 1,150.000 1,150.000 

    MBU 2025 2,000.000 1,400.000 1,400.000 1,400.000 1,400.000 

Forecast change – inc/(dec) 324.600 251.300 251.300 251.300 251.300 

Cabinet approved change –inc/(dec) (0.600) (1.300) (1.300) (1.300) (1.300) 

Impairment of Debt relating to Student 
Loans 

     

    HYEFU 2024 - - - - - 

    MBU 2025 12.000 - - - - 

Forecast change – inc/(dec) 12.000 - - - - 

Impairment of debt and debt write-offs 
relating to Child Support 

     

    HYEFU 2024 - - - - - 

    MBU 2025 30.000 - - - - 

Forecast change – inc/(dec) 30.000 - - - - 

Total forecast change- inc/(dec) 364.600 266.056 297.454 324.634 336.445 

Total approved by Cabinet  (0.600) (1.300) (1.300) (1.300) (1.300) 

s 9(2)(g)(i)
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Appropriation Reasons for change 

Impairment of Debt and 

Debt Write-offs 

Based on the preliminary findings of the interim valuation, we are 

expecting a further increase to the appropriation to that signalled 

at HYEFU across all years in the forecast period.   

Forecast overdue debt levels at 30 June 2025 and through to 30 

June 2028 are expected to be higher than previously forecast as 

the prolonged downturn in economic conditions continues to make 

it difficult for our customers to meet their obligations.  In addition, 

definitional changes to recognise debt as overdue from the day 

after due date (rather than when the debt enters the collection 

cycle) have contributed to the increase in the debt forecast. From 

2025/26, the removal of time-limited funding is also expected to 

reduce cash collection and hence increase debt levels by $90.000 

million per annum.   

As a result of the growth in debt, impairment is now expected to 

continue at the elevated levels we have seen in recent years for 

longer than previously expected.  In out years, impairment is 

forecast to fall from current levels as the growth in debt slows, 

however the fall is no longer expected to be to the low levels 

previous anticipated.  The increase in impairment expense for 

2025/26 and outyears, also includes a $54.000 million per annum 

increase relating to the removal of the time limited funding (refer 

paragraphs 47 to 49). 

This forecast may change as a result of the finalisation of the 

interim valuation and any such changes will be reflected in BEFU 

2025.  The actual outcome will not be known until the final 

valuation is completed in July 2025. 
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Appropriation Reasons for change 

Impairment of Debt 

Relating to Student 

Loans 

The student loan debt is valued annually by an independent 

valuer.  Based on preliminary analysis of the interim valuation, we 

expect an increase in the student loan fair value in 2024/25, 

largely driven by a decrease in discount rates. The decrease in 

discount rates is expected to increase the student loan fair value 

by around $400.000 million. This increase is partially offset by a 

reduction in other macroeconomic effects such as updated wage 

inflation assumptions and repayment threshold inflation (CPI) 

assumptions which are forecast to decrease the student loan 

value by $40.000 million. Any change in macroeconomic 

assumptions (including discount rates) is treated as a 

remeasurement which is not appropriated.   

We also expect a small impact ($12.000 million) on appropriations 

from impairment in 2024/25 largely caused by lower domestic 

incomes and repayment rates, which is somewhat offset by the 

positive overseas based borrower payment experience. The 

forecast may change as a result of the finalisation of the interim 

valuation completed by our external valuer and any such changes 

will be reflected in final BEFU 2025. The actual outcome will not 

be known until the final valuation is completed in July 2025. 

Impairment of Debt and 

Debt Write-Offs Relating 

to Child Support 

The Child Support debt is valued annually by an independent 

valuer.  Based on the preliminary findings of the interim valuation, 

we are expecting a small impairment in 2024/25 of $30.000 

million reflecting an expected increase in the net impairment 

ratio. 

This forecast may change as a result of the finalisation of the 

interim valuation and any such changes will be reflected in BEFU 

2025.  The actual outcome will not be known until the final 

valuation is completed in July 2025. 

 

Non-departmental benefits or related expenses - PLA  

57. The following table sets out the forecast changes and Cabinet approvals for non-

departmental benefits or related expenses which are established under a permanent 

legislative authority (PLA). 

  

  $ million 

Non-departmental benefits or 
related expenses - PLA 

2024/25 2025/26 2026/27 2027/28  2028/29 & 
Outyears   

Best Start tax credit *      

  HYEFU 2024 346.000 340.000 341.000 357.000 348.000 

  MBU 2025 347.000 340.000 342.000 358.000 349.000 

Forecast change - inc/(dec) 1.000 - 1.000 1.000 1.000 

Child support payments           

  HYEFU 2024 434.000 440.000 447.000 453.000 460.000 

  MBU 2025 434.000 442.000 451.000 460.000 469.000 

Forecast change - inc/(dec) - 2.000 4.000 7.000 9.000 
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  $ million 

Non-departmental benefits or 
related expenses - PLA 

2024/25 2025/26 2026/27 2027/28  2028/29 & 
Outyears   

FamilyBoost Tax Credit PLA           

  HYEFU 2024 174.000 171.000 167.000 165.000 163.000 

  MBU 2025 131.000 171.000 167.000 165.000 163.000 

  Forecast change - inc/(dec) (43.000) - - - - 

Family tax credit *          

  HYEFU 2024 2,407.000 2,342.000 2,368.000 2,507.000 2,445.000 

  MBU 2025 2,431.000 2,355.000 2,385.000 2,538.000 2,476.000 

  Forecast change - inc/(dec) 24.000 13.000 17.000 31.000 31.000 

In-work tax credit *          

  HYEFU 2024 563.000 570.000 566.000 580.000 556.000 

  MBU 2025 559.000 566.000 563.000 580.000 556.000 

  Forecast change - inc/(dec) (4.000) (4.000) (3.000) - - 

Minimum family tax credit *          

  HYEFU 2024 11.000 9.400 8.000 7.500 7.500 

  MBU 2025 10.900 8.500 7.100 6.600 6.600 

  Forecast change - inc/(dec) 

  Cabinet approved change – inc/(dec) 

0.143 

(0.243) 

0.070 

(0.970) 

0.070 

(0.970) 

0.070 

(0.970) 

0.070 

(0.970) 

Total forecast change – inc/(dec) 

Total Cabinet approved changes – 

inc/(dec) 

(21.857) 

(0.243) 

 

11.070 

(0.970) 

19.070 

(0.970) 

39.070 

(0.970) 

41.070 

(0.970) 

* Working for Families Tax Credits 

58. The following table provides an explanation for each of these forecast changes: 

 

Appropriation Reasons for change 

Best Start Tax 

Credit PLA 

 

The increase of $4.000 million over the forecast period reflects the 

flow-on impact of slightly higher than anticipated payments in recent 

months since HYEFU 24. 

Child Support 

Payments PLA 

The increase in forecast by $22.000 million over the forecast period, is 

due to amounts collected from non-custodians. This is a modelling 

calibration to recent results (volumes are still settling into a new 

pattern since the introduction of the child-support pass through) and 

does not reflect any particular economic reason. 

FamilyBoost Tax 

Credit PLA 

The forecast decreased by $43.000 million in 2024/25.  Refer to 

paragraphs 62 to 66 for further discussion on FamilyBoost. 

Family Tax Credit 

PLA 

 

The increase in forecast by $116.000 million over the forecast period 

is driven by 2 factors. Firstly, a stronger starting point due to 

entitlements from late filed 2023 returns exceeding 

expectations.  Secondly, more upfront payments than at the same 

time last year, and the average payment is higher than expected.  The 

change in up-front activity may reflect timing or may reflect the 

stronger starting point and the ongoing impact of economic activity on 

entitlements.  The latter causes prompted an upwards adjustment to 

forecasts.  In addition, the expected CPI increase on 1 April 2027 has 

been revised upwards, which flows onto subsequent years.  

In-Work Tax Credit 

PLA 

The decrease in forecast by $11.000 million over the forecast period, 

is as a result of the year-to-date underspend in In-work Tax Credit 
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 payments which are currently $4.000 million below forecast. It is 

expected that the existing underspend to date will be retained for the 

remainder of the year and potentially out years.  

Minimum Family 

Tax Credit PLA 

The small forecast increase to the appropriation is caused by an 

expectation of lower wage growth in 2025 which drives higher claims. 

This will have a flow through into subsequent years.  The forecast 

increase is offset by the Cabinet decision to hold the MFTC guaranteed 

income amount at the current level for the 2025-26 tax year. 

 

 

Non-departmental borrowing expenses - PLA 

59. The following table sets out the forecast changes for non-departmental borrowing 

expenses that are established under a permanent legislative authority.  

 

  $ million 

Non-departmental borrowing 
expenses - PLA 

2024/25 2025/26 2026/27 2027/28  2028/29 & 
Outyears   

Income equalisation interest          

    HYEFU 2024 8.000 7.000 7.000 6.000 6.000 

    MBU 2025 7.000 5.000 5.000 5.000 5.000 

Forecast change - inc/(dec) (1.000) (2.000) (2.000) (1.000) (1.000) 

Total forecast change - inc/(dec) (1.000) (2.000) (2.000) (1.000) (1.000) 

60. The decrease over the forecast period, reflects that withdrawals from the scheme are 

exceeding deposits. The resulting decline in the scheme balance reduces 

interest payable.  

 

Non-departmental other expenses - PLA 

61. The following table sets out the forecast changes for non-departmental other expenses 

that are established under a permanent legislative authority.  

 

  $ million 

Non-departmental other expenses 
- PLA 

2024/25 2025/26 2026/27 2027/28 2028/29 & 
Outyears 

KiwiSaver: Employee and employer 
contributions 

         

    HYEFU 2024 9,960.000 10,510.000 11,120.000 11,790.000 12,480.000 

    MBU 2025 9,980.000 10,520.000 11,150.000 11,830.000 12,550.000 

Total forecast change – inc/(dec) 20.000 10.000 30.000 40.000 70.000 

62. The increase in forecast over the forecast period since HYEFU24 reflects an increase in 

forecasts of nominal wage growth. 

A forecast reduction for FamilyBoost payments in 2024/25 

63. In Budget 2024 we received funding for the FamilyBoost initiative. This included non-

departmental funding for the FamilyBoost payments and departmental funding to 

implement and deliver the initiative. 

64. The financial forecasts are based on 100,000 families (households) being eligible for 

FamilyBoost over the course of the year. FamilyBoost registrations began on 16 



 

6 

[IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  

September 2024 and claims opened on 1 October 2024. By 31 January 2025, we had 

received 65,361 registrations and 105,281 claims relating to 56,976 households. We 

have paid out $29.300 million towards 78,904 claims. 

65. As expected for a new initiative of this nature, uptake has been building over the first 

two quarters, with some expected lag in applications. One example of lag is that a family 

might want certainty of income before they apply.  Our targeted marketing campaigns 

and community outreach has been extensive, and the initiative is still in its early days. 

We are currently assessing where to target further campaigns and outreach for coming 

weeks. We expect that registrations and payments will continue to rise and that the 

forecast uptake is achievable. We propose no changes to the payments forecast in MBU 

2025 based on expected registrations. We will advise as part of the final BEFU forecasts 

if this assumption changes. 

66. From an accounting perspective, we are changing to recognising the expense when a 

claim is approved and paid out, rather than an accrual basis, as the obligating event is 

the receipt of an eligible application.  Applicants have 4 years to submit their quarterly 

claims. This adjustment is timing in nature and effectively means that we will recognise 

the expense for 3 rather than 4 quarters in the first year. Audit NZ have confirmed they 

are comfortable with this change. 

67. We seek your approval to submit this accounting change that will reduce the current 

year appropriation from $174.000 million to $131.000 million, a reduction of $43.000 

million. This has a positive operating and OBEGAL impact for the Crown in 2024/25: 

 

  $ million 

FamilyBoost Tax Credit PLA 
(non-departmental) 

2024/25 2025/26 2026/27 2027/28 2028/29 & 
outyears 

HYEFU 2024 174.000 171.000 167.000 165.000 163.000 

MBU 2025 131.000 171.000 167.000 165.000 163.000 

Forecast change - inc/(dec) (43.000) - - - - 

68. We are forecasting to fully spend the departmental operating funding received to 

implement and deliver this initiative. The self-funded capital implementation was $1.153 

million compared to our $1.500 million estimate. 
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Treasury CFISnet Table 2 items 

70. We have attached two Treasury CFISnet tables, referred to by Treasury as ‘Table 2’, that 

set out all of the changes for Vote Revenue departmental (Vote 19) and Vote Revenue 

non-departmental (Vote 20). 

71. Some items listed in these tables do not require Joint Minister approval. All Cabinet and 

Joint Minister decisions relating to this Vote made after the 2024 October Budget Update 

for Vote 19 and the 2024 Half-year Economic and Fiscal Update for Vote 20 have been 

included in these tables.  

72. The non-departmental forecast adjustments in Table 2 for Vote 20 are preliminary 

(provisional) only and are based on the current The Treasury macroeconomic forecasts. 

These forecasts will be updated in BEFU 2025, in April 2025, based on updated and 

macroeconomic forecasts from The Treasury. 

Consultation with The Treasury  

73. The Treasury was consulted on this report. It noted the good progress on achieving the 

baselines savings.  The Treasury noted the $7.500 million of underspends achieved 

through efficiency gains, and the proposal to retain it for 2025/26. It voiced concern with 

the increased debt impairment driven by economic conditions and noted that the Budget 

2025 compliance funding bid included a requirement for Inland Revenue to report on its 

debt recovery work. The Treasury noted the realignment of resources within Inland 

Revenue’s multi-category appropriation to reflect increased processing costs, and away 

from compliance activities. 

s 9(2)(g)(i)
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Appendix 1 – Summary of departmental baseline changes (Vote 19) 

 

The table below summarises the baseline changes we propose in this baseline update for 

Departmental operating appropriations (Vote 19): 

 

 $ million – increase / (decrease) 

Departmental – operating  

(Vote 19) 

2024/25 2025/26 2026/27 2027/28 2028/29 & 

outyears 

• Retention of underspend - 

administrative savings 

(7.500) 7.500 - - - 

• Return of savings to the Crown - 

Crypto-asset Regulatory 

Framework initiative 

(1.400) - - - - 

• Return of savings to the Crown - 

child support pass on initiative 

(0.191) (0.191) (0.191) (0.191) (0.191) 

• Fiscally neutral adjustments within 

the Services for customers 

appropriation. 

- - - - - 

• Fiscally neutral adjustments - 

subleasing revenue and 

information sharing revenue 

(0.313) (0.313) (0.313) (0.313) (0.313) 

Total operating (9.404) 6.996 (0.504) (0.504) (0.504) 

• Forecast change - Capital 

expenditure PLA 

(29.100) (8.300) - - - 

• Return of savings to the Crown - 

child support pass on initiative 

(1.750) - - - - 

Total capital (30.850) (8.300) - - - 

 

The table below summarises the proposed departmental (Vote 19) in-principle expense 

transfer that, if approved, will be confirmed in the 2024 October Baseline Update: 

 

Departmental - In-principle expense transfers (Vote 19) 2024/25 

$ million  

• International initiatives 3.000 
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2025 March Baseline Update submission for Vote Revenue 

1. Introduction 

This report covers those items affecting the baseline for Vote Revenue for the 2025 March 

Baseline Update. 

I confirm that none of the changes contained in this update require Cabinet decisions at this 

time. 

The proposed changes to the baseline are set out below. 

2. Retention of underspend 

2.1 Administrative savings  

A key Government goal is to get the Crown ‘books back in order and restore discipline to 

public spending’. In Budget 2024 Inland Revenue agreed to save $29.600 million every year 

to support this goal. Inland Revenue is on track to deliver this annual saving.  

To manage with long-term funding and unfunded future cost pressures, such as 

remuneration and price increases, Inland Revenue has specifically identified and achieved 

further savings and efficiencies of $7.500 million this year that can be used in future years, 

from: 

•  

  

   

• reviewing and delaying back-office recruitment when there is turnover.  

I recommend you approve a retention of underspend of $7.500 million from 2024/25 to 

2025/26 within Inland Revenue’s Services for customers appropriation for known 

administrative savings. I also recommend a further $3 million as an in-principle expense 

transfer for potential further savings for international initiatives (refer section below, on in-

principle expense and capital transfers). Any further underspend in this appropriation will 

be returned to the Crown as part of Inland Revenue’s year-end surplus. 

 

s 9(2)(b)(ii), s 9(2)(i)



 

2 

[IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  [IN CONFIDENCE]  

  $ million – increase / (decrease) 

Vote Revenue 
Minister of Revenue 2024/25 2025/26 2026/27 2027/28 

2028/29 & 
outyears 

Multi-category expenses and 

capital expenditure – services 

for customers:  

     

Services to protect the integrity 

of the tax system and 

functions the Commissioner 

administers 

 (funded by revenue Crown) 

(1.400) 1.400 - - - 

Services to manage debt and 

unfiled returns 

 (funded by revenue Crown) 

(1.300) 1.300 - - - 

Services to process obligations 

and entitlements 

 (funded by revenue Crown) 

(1.400) 1.400 - - - 

Services to Ministers and to 

assist and inform customers to 

get it right from the start 

 (funded by revenue Crown) 

(3.400) 3.400 - - - 

Total operating (7.500) 7.500 - - - 

2.2 Return of savings to the Crown – child support pass-on initiative 

In Budget 2022 Inland Revenue received $2.700 million capital funding and $16.850 million 

operating funding over the forecast period (i.e. 2021/22 to 2025/26) to implement and 

administer the initiative to enable child support payments to be passed on to sole parent 

beneficiaries rather than be retained by the Crown. The actual capital cost to implement this 

initiative totalled $0.950 million.  

I recommend you approve the return of the amount of $0.955 million for depreciation and 

capital charge operating funding and a $1.750 million of capital withdrawal over the forecast 

period in this baseline update. 
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  $ million – increase / (decrease) 

Vote Revenue 
Minister of Revenue 2023/24 2024/25 2025/26 2026/27 

2027/28 & 
outyears 

Multi-category expenses and 

capital expenditure – services 

for customers:  

     

Services to protect the integrity 

of the tax system and 

functions the Commissioner 

administers 

 (funded by revenue Crown) 

(0.036) (0.036) (0.036) (0.036) (0.036) 

Services to manage debt and 

unfiled returns 

 (funded by revenue Crown) 

(0.032) (0.032) (0.032) (0.032) (0.032) 

Services to process obligations 

and entitlements 

 (funded by revenue Crown) 

(0.036) (0.036) (0.036) (0.036) (0.036) 

Services to Ministers and to 

assist and inform customers to 

get it right from the start 

 (funded by revenue Crown) 

(0.087) (0.087) (0.087) (0.087) (0.087) 

Total operating (0.191) (0.191) (0.191) (0.191) (0.191) 

Capital withdrawal (1.750) - - - - 

Total capital (1.750) - - - - 

3. Technical adjustments 

3.1 Technical adjustments within our Services for customers appropriation  

The Services for customers multi-category appropriation (MCA) is Inland Revenue’s primary 

departmental operating appropriation, with a current 2024/25 budget of $766.421 million. 

This appropriation has five interrelated categories: 

• Policy advice 

• Services to manage debt and unfiled returns 

• Services to Ministers and to assist and inform customers to get it right from the start  

• Services to process obligations and entitlements categories, and 

• Services to protect the integrity of the tax system and functions the Commissioner 

administers. 

From year to year the mix of expenditure across these categories changes based on 

customer demand, work reprioritisation and the impact of new Government initiatives. In 

recent years the mix has also changed as an outcome of Inland Revenue’s transformation. 

With a multi-category appropriation, Inland Revenue can underspend and overspend each 

category as long as the total budget for the appropriation is not exceeded. Inland Revenue 

does, however, seek Joint Ministers approval for fiscally neutral technical adjustments to the 

budget for each category. Without these adjustments there will be year-end budget versus 

actual category variances. 
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The following table compares the current 2024/25 Budget to the 2023/24 Actual and the 

fiscally neutral adjustments Inland Revenue proposes to provide a more accurate revised 

2024/25 Budget (column e). This revised budget provides a more accurate forecast of the 

allocation of Inland Revenue’s resources. 

 

 $ million – increase / (decrease) 

Proposed fiscally neutral  2023/24 2024/25 

adjustments (FNA) for 

2024/25 
Actual Change Budget 

current 
Proposed 

FNA 
Budget 
revised 

Net 

change  

 a b c d e f 

Services for customers 
(MCA): 

  
    

Policy advice 13.146 0.766 13.912 - 13.912 0.766 

Services to manage debt and 
unfiled returns 

83.886 21.791 105.677 3.000 108.677 24.791 

Services to Ministers and to 

assist and inform customers 
to get it right from the start 

326.456 (4.419) 322.037 4.000 326.037 (0.419) 

Services to process 
obligations and entitlements 

180.385 (20.980) 159.405 31.000 190.405 10.020 

Services to protect the 
integrity of the tax system 

and functions the 
Commissioner administers 

102.665 62.725 165.390 (38.000) 127.390 24.725 

Total 706.538 59.883 766.421 - 766.421 59.883 

Inland Revenue’s 2024/25 budget of $766.421 million is $59.883 million higher than their 

2023/24 actual. This increase is primarily attributable to additional Budget 2024 funding: 

$29.000 million for investment in compliance activities, $13.900 million for FamilyBoost, 

and $9.450 million for personal income tax and independent earner tax credit changes. 

The current 2024/25 budgets by category have become misaligned with forecast 

expenditure (current Budget) not matching the current mix of resources across these 

categories (actual). The misalignment is due to unadjusted activity mix changes from 

transformation and changes to the apportionment of technology overhead costs. For this 

baseline update Inland Revenue proposes fiscally neutral adjustments to realign these 

category budgets, with no change to the overall appropriation. 

The net change (column f) provides the clearest view of the resulting change in 2024/25 

budgets compared to 2023/24 actuals. The material changes are: 

• Services to manage debt and unfiled returns: The increase of $24.791 million compared 

to 2023/24 actuals reflects a reprioritisation of staff towards compliance activities and 

the Budget 2024 investment in compliance activities. 

• Services to process obligations and entitlements categories: The increase of  

$10.020 million compared to 2023/24 actuals reflects Budget 2024 funding to administer 

FamilyBoost. 

• Services to protect the integrity of the tax system and functions the Commissioner 

administers: The increase of $24.725 million compared to 2023/24 actuals reflects a 

reprioritisation of staff towards compliance activities and the Budget 2024 investment in 

compliance activities. 

The following table shows the proposed fiscally neutral technical adjustments across the 

forecast period. The rationale for the outyear adjustments is the same as for the 2024/25 

year.  
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 $ million – increase / (decrease) 

Proposed fiscally neutral  2024/25 2025/26 2026/27 2027/28 2028/29 

adjustments (FNA) FNA FNA FNA FNA FNA 

Services for customers (MCA):      

Policy advice - - - - - 

Services to manage debt and 
unfiled returns 

3.000 1.000 0.500 2.000 4.000 

Services to Ministers and to assist 

and inform customers to get it 
right from the start 

4.000 7.000 8.500 10.000 10.000 

Services to process obligations and 
entitlements 

31.000 31.000 30.000 27.000 22.000 

Services to protect the integrity of 
the tax system and functions the 

Commissioner administers 

(38.000) (39.000) (39.000) (39.000) (36.000) 

Total Operating - - - - - 

 

The fiscally neutral adjustments above do not change the mix and level of resources (people 

and activity) for these categories, rather they reflect the existing agreed mix of activities. 

The adjustments are a financial rebasing with no impacts on outputs, performance targets 

and agreed outcomes. 

I recommend you approve for these fiscally neutral adjustments. 

4. Fiscally neutral adjustments 

4.1 Subleasing, and information sharing revenue  

Inland Revenue continually review the revenue they receive from other sources such as from 

subleasing vacant accommodation space to other agencies. Based on a reduction to vacant 

space, they are forecasting this subleasing revenue to decrease by $0.300 million in 2024/25 

and outyears. 

Inland Revenue previously charged the Ministry of Social Development $13,000 for 

information sharing. This manual work has now been replaced by an automated solution and 

Inland Revenue no longer charge for this service. 

I recommend you approve to submit a $0.313 million reduction to Revenue from Other 

Departments with a corresponding reduction to their Services for customers appropriation. 

 $ million – increase / (decrease) 

Vote Revenue 
2024/25 2025/26 2026/27 2027/28 

2028/29 & 

Outyears Minister of Revenue 

Services for customers (MCA):      

   Services to process 
obligations and entitlements 

(funded by Revenue from Other 
Departments) 

(0.013) (0.013) (0.013) (0.013) (0.013) 

Services to Other Agencies RDA 

(funded by Revenue from Other 
Departments) 

(0.300) (0.300) (0.300) (0.300) (0.300) 

Total (0.313) (0.313) (0.313) (0.313) (0.313) 
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5. In-principle expense and capital transfer (IPECTs) 

5.1 Implementation of international initiatives  

Inland Revenue is delivering a programme of international and cross-border work that 

includes fulfilling New Zealand’s international obligations with other tax jurisdictions (and as 

an OECD member) and includes projects that respond to shifts in the global economy. 

These initiatives, that Inland Revenue is self-funding and/or has received funding to 

implement and deliver, include: 

• Global anti-base erosion model rules (GloBE) Pillar Two  

• Country by country reporting (CBC 2.0) 

• Overseas pension transfer  

• Digital services taxes (DST) 

• Crypto-asset Regulatory Framework (refer section 6.1), and 

• OECD common reporting standard (CRS). 

Some of the international initiatives could be impacted by the US Presidential Memo 

concerning the Global Minimum Tax (GMT) and whether this could apply in respect of digital 

services dates (IR2025/043 and BN2025/017 refer). This could impact the policy and timing 

for international initiatives. 

Additionally, some of the one-off system changes associated with these initiatives that were 

planned for 2024/25 will now occur in 2025/26. This deferral enables Inland Revenue to 

focus on system changes with earlier application dates such as FamilyBoost. This deferral 

has no impact on the application dates or the total cost of these initiatives. 

There are currently no changes to the value and timing of forecast tax revenue impacts 

associated with these initiatives. 

I recommend you approve the in-principle expense transfer of up to $3.000 million from 

2024/25 to 2025/26 in the Services for customers multi category appropriation to allow for 

uncertainty on final design and application dates for international initiatives. The amount of 

this transfer would be confirmed in the 2025 October Baseline Update, after the 2024/25 

financial statements have been audited. 

6. Other Matters 

6.1 Return of savings to the Crown – Crypto-asset Regulatory Framework 

(CaRF)  

In Budget 2024 Inland Revenue received $1.400 million operating funding for 2024/25 to 

implement and administer the initiative which is intended to ensure tax administrators 

globally have sufficient information to enforce tax laws on taxpayers deriving income from 

crypto assets trading. 

Inland Revenue has not yet been able to progress with this initiative in 2024/25 financial 

year due to schema required for CaRF only being released only in October 2024. The 

release of the schema has enabled Inland Revenue to undertake further detailed analysis 

of delivery timelines resulting in a $1.400 million return of funding back to the Crown in 

2024/25. 
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  $ million – increase / (decrease) 

Vote Revenue 
Minister of Revenue 2024/25 2025/26 2026/27 2027/28 

2028/29 & 
outyears 

Multi-category expenses and 

capital expenditure – services 

for customers:  

     

Services to process obligations 

and entitlements 

 (funded by revenue Crown) 

(0.600) - - - - 

Services to Ministers and to 

assist and inform customers to 

get it right from the start 

 (funded by revenue Crown) 

(0.800) - - - - 

Total operating (1.400) - - - - 

I recommend you approve the return of the amount of $1.400 million of operating funding 

for the 2024/25 financial year. 

6.2 Return of savings to the Crown –child support pass-on initiative 

In Budget 2022 we received $2.700 million capital funding and $16.850 million operating 

funding over the forecast period (i.e. 2021/22 to 2025/26) to implement and administer the 

initiative to enable child support payments to be passed on to sole parent beneficiaries rather 

than be retained by the Crown. The actual capital cost to implement this initiative totalled 

$0.950 million. 

I recommend you approve the return of the amount of $0.955 million of depreciation and 

capital charge funding and $1.750 million of capital expenditure over the forecast period for 

this baseline update. 
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  $ million – increase / (decrease) 

Vote Revenue 
Minister of Revenue 2023/24 2024/25 2025/26 2026/27 

2027/28 & 
outyears 

Multi-category expenses and 

capital expenditure – services 

for customers:  

     

Services to protect the integrity 

of the tax system and 

functions the Commissioner 

administers 

 (funded by revenue Crown) 

(0.036) (0.036) (0.036) (0.036) (0.036) 

Services to manage debt and 

unfiled returns 

 (funded by revenue Crown) 

(0.032) (0.032) (0.032) (0.032) (0.032) 

Services to process obligations 

and entitlements 

 (funded by revenue Crown) 

(0.036) (0.036) (0.036) (0.036) (0.036) 

Services to Ministers and to 

assist and inform customers to 

get it right from the start 

 (funded by revenue Crown) 

(0.087) (0.087) (0.087) (0.087) (0.087) 

Total operating (0.191) (0.191) (0.191) (0.191) (0.191) 

Capital withdrawal (1.750)     

Total capital (1.750)     

7. Forecast changes – non-departmental 

Inland Revenue have submitted preliminary forecasts which are their ‘best estimate’ of the 

expected outturn as at 20 February 2025. These forecasts will be updated as part of BEFU 

in April 2025 and the department will seek additional Joint Ministerial approval for any 

changes required at that time. The department will also review all annual non-departmental 

appropriations to ensure the upper limit is set at a level to enable them to appropriately 

manage expenses within their annual appropriations. The approval to set upper limits for 

appropriations will be sought through technical initiatives, which require Cabinet approval 

and will form part of the Budget 2025 package. 

I recommend that you approve the following preliminary forecast adjustments within the 

following non-departmental, non-PLA appropriations for the 2024/25 financial year and 

outyears: 

 

 $ million – increase / (decrease) 

Vote Revenue 

Minister of Revenue 

2024/25 2025/26 2026/27 2027/28 2028/29 & 
outyears 

Benefits and Related Expenses:      

KiwiSaver: Interest 0.500 0.500 0.500 0.500 0.500 

KiwiSaver: Tax Credit, 
Contribution and Residual 

Entitlement 7.000 7.000 8.000 8.000 8.000 

Paid Parental Leave Payments 20.000 20.000 20.000 20.000 25.000 
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 $ million – increase / (decrease) 

Vote Revenue 

Minister of Revenue 

2024/25 2025/26 2026/27 2027/28 2028/29 & 

outyears 

Non-departmental Other 
Expenses:      

Initial Fair Value Write-down 
Relating to Student Loans (2.000) 2.000 - (2.000) (5.000) 

Impairment of Debt and Debt 
Write-Offs 324.600 251.300 

 

251.300  251.300 251.300 

Impairment of Debt Relating to 

Student Loans 12.000 - - - - 

Impairment of Debt and Debt 

Write-offs Relating to Child 

Support 30.000 - - - - 

Total Operating 392.100 293.556 325.954 353.134 369.945 

Each of the proposed changes are discussed below in detail:   

 

Appropriation Reasons for change 

KiwiSaver: Interest The increase in forecast by $2.500 million over the forecast 

period, is due to KiwiSaver interest remaining at an elevated 

rate than was anticipated in HYEFU 24. 

 

KiwiSaver: Tax Credit, 

Contribution and 

Residual Entitlements 

 

The increase in forecast by $38.000 million over the forecast 

period from HYEFU 24 is due to the increase in the nominal 

wage growth for 2024/25, resulting in greater contributions.  

To the extent that this growth is from those contributing less 

than the maximum qualifying amount, the amount of 

government contribution also increases.  This increase is 

expected to continue into outyears.  

 

Paid Parental Leave 

Payments 

 

The increase in forecast by $105 million over the forecast 

period for Paid Parental Leave Payments, is due to higher 

payments than anticipated in recent months reflecting 

stronger than anticipated demand. In addition, there is a 

higher than previously expected indexation of maximum 

payments from 2025/26. Both factors flow through into out 

years. 

Initial Fair Value Write-

down relating to 

Student Loans 

The decrease of $7 million over the forecast period reflects an 

increase in initial fair value rates from HYEFU due to a drop in 

discount rates. 

s 9(2)(g)(i)
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Appropriation Reasons for change 

Impairment of Debt 

and Debt Write-offs 

Based on the preliminary findings of the interim valuation, we 

are expecting a further increase to the appropriation to that 

signalled at HYEFU across all years in the forecast period. 

Forecast overdue debt levels at 30 June 2025 and through to 

30 June 2028 are expected to be higher than previously 

forecast as the prolonged downturn in economic conditions 

continue to make it difficult for our customers to meet their 

obligations.  In addition, definitional changes to recognise debt 

as overdue from the day after due date (rather than when the 

debt enters the collection cycle), have contributed to the 

increase in the debt forecast. From 2025/26, the removal of 

time-limited funding is also expected to reduce cash collection 

and hence increase debt levels by $90.000 million per annum. 

As a result of the growth in debt, impairment is now forecast 

to continue at the elevated levels we have seen in recent 

years for longer than previously expected.  In out years, 

impairment is forecast to fall from current levels as the growth 

in debt slows, however the fall is no longer expected to be to 

the low levels previous anticipated.  The increase in 

impairment expense for 2025/26 and outyears, also includes a 

$54.000 million per annum increase relating to the cessation 

of $26.500 million of time limited funding at 30 June 2025. 

This forecast may change as a result of the finalisation of the 

interim valuation and any such changes will be reflected in 

BEFU 2025.  The actual outcome will not be known until the 

final valuation is completed in July 2025. 
s 9(2)(g)(i)
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Appropriation Reasons for change 

Impairment of Debt 

Relating to Student 

Loans 

The student loan debt is valued annually by an independent 

valuer.  Based on preliminary analysis of the interim valuation, 

we expect an increase in the student loan fair value in 

2024/25, largely driven by a decrease in discount rates. The 

decrease in discount rates is expected to increase the student 

loan fair value by around $400.000 million. This increase is 

partially offset by a reduction in other macroeconomic effects 

such as updated wage inflation assumptions and repayment 

threshold inflation (CPI) assumptions which are forecast to 

decrease the student loan value by $40.000 million. Any 

change in macroeconomic assumptions (including discount 

rates) is treated as a remeasurement which is not 

appropriated.   

We also expect a small impact ($12.000 million) on 

appropriations from impairment in 2024/25 largely caused by 

lower domestic incomes and repayment rates, which is 

somewhat offset by the positive overseas based borrower 

payment experience. The forecast may change as a result of 

the finalisation of the interim valuation completed by our 

external valuer and any such changes will be reflected in final 

BEFU 2025. The actual outcome will not be known until the 

final valuation is completed in July 2025. 

Impairment of Debt 

and Debt Write-Offs 

Relating to Child 

Support 

The Child Support debt is valued annually by an independent 

valuer.  Based on the preliminary findings of the interim 

valuation, we are expecting a small impairment in 2024/25 of 

$30.000 million reflecting an expected increase in the net 

impairment ratio. 

This forecast may change as a result of the finalisation of the 

interim valuation and any such changes will be reflected in 

BEFU 2025.  The actual outcome will not be known until the 

final valuation is completed in July 2025. 

 9(2)(g)(i)
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Non-departmental appropriations with a permanent legislative authority 

I recommend you note the following changes to appropriations with a permanent legislative 

authority, reflecting the updated forecast expenses: 

 

 $ million – increase / (decrease) 

Vote Revenue 

Minister of Revenue 

2024/25 2025/26 2026/27 2027/28 2028/29 & 
outyears 

Benefits and Related Expenses:      

Child Support Payments PLA - 2.000 4.000 7.000 9.000 

Family Tax Credit PLA 24.000 13.000 17.000 31.000 31.000 

Minimum Family Tax Credit PLA 0.143 0.070 0.070 0.070 0.070 

In-Work Tax Credit PLA (4.000) (4.000) (3.000) - - 

Best Start Tax Credit PLA 1.000 - 1.000 1.000 1.000 

FamilyBoost Tax Credit PLA (43.000) - - - - 

Non-departmental Other 
Expenses:      

KiwiSaver:  Employee and 

Employer Contributions PLA 20.000 10.000 30.000 40.000 70.000 

Borrowing Expenses:       

Income Equalisation Interest PLA  (1.000) (2.000) (2.000) (1.000) (1.000) 

Total Operating (2.857) 19.070 47.070 78.070 110.070 

Each of the proposed changes are discussed below in detail. 

 

Appropriation Reasons for change 

Child Support 

Payments PLA 

The increase in forecast by $22.000 million over the forecast 

period, is due to amounts collected from non-custodians. This is a 

modelling calibration to recent results (volumes are still settling 

into a new pattern since the introduction of the child-support pass 

through) and does not reflect any particular economic reason. 

Family Tax Credit 

PLA 

 

The increase in forecast by $116.000 million over the forecast 

period is driven by 2 factors. Firstly, a stronger starting point due 

to entitlements from late filed 2023 returns exceeding 

expectations.  Secondly, more upfront payments than the same 

time last year, and the average payment is higher than 

expected.  The change in up-front activity may reflect timing or 

may reflect the stronger starting point and the ongoing impact of 

economic activity on entitlements.  The latter causes prompted an 

upwards adjustment to forecasts.  In addition, the expected CPI 

s 9(2)(g)(i)
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increase on 1 April 2027 has been revised upwards, which flows 

onto subsequent years.  

Minimum Family 

Tax Credit PLA 

The small forecast increase to the appropriation is caused by an 

expectation of lower wage growth in 2025 which drives higher 

claims. This will have a flow through into subsequent years.  The 

forecast increase is offset by the Cabinet decision to hold the MFTC 

guaranteed income amount at the current level for the 2025/26 

tax year. 

In-Work Tax Credit 

PLA 

 

The decrease in forecast by $11.000 million over the forecast 

period, is as a result of the year-to-date underspend in In-work 

Tax Credit payments which is currently $4 million below forecast. 

It is expected that the existing underspend to date will be retained 

for the remainder of the year and potentially out years.  

Best Start Tax 

Credit PLA 

 

The increase of $4.000 million over the forecast period reflects the 

flow-on impact of slightly higher than anticipated payments in 

recent months since HYEFU 24. 

FamilyBoost Tax 

Credit PLA 

The forecast decreased by $43.00 million in 2024/25.  Further 

discussion on FamilyBoost is provided below. 

KiwiSaver:  

Employee and 

Employer 

Contributions PLA 

The increase in forecast over the forecast period since HYEFU24 

reflects an increase in forecasts of nominal wage growth. 

Income 

Equalisation 

Interest PLA 

The decrease over the forecast period, reflects that withdrawals 

from the scheme are exceeding deposits. The resulting decline in 

the scheme balance reduces interest payable.  

A forecast reduction for FamilyBoost payments in 2024/25 

In Budget 2024 Inland Revenue received funding for the FamilyBoost initiative. This included 

non-departmental funding for the FamilyBoost payments and departmental funding to 

implement and deliver the initiative. 

The financial forecasts are based on 100,000 families (households) being eligible for 

FamilyBoost over the course of the year. FamilyBoost registrations began on 16 September 

2024 and claims opened on 1 October 2024. By 31 January 2025, we had received 65,361 

registrations and 105,281 claims relating to 56,976 households. Inland Revenue have paid 

out $29.300 million towards 78,904 claims. 

As expected for a new initiative of this nature, uptake has been building over the first two 

quarters, with some expected lag in applications. One example of lag is that a family might 

want certainty of income before they apply. Inland Revenue’s targeted marketing campaigns 

and community outreach has been extensive, and the initiative is still in its early days. Inland 

Revenue are currently assessing where to target further campaigns and outreach for coming 

weeks. They expect that registrations and payments will continue to rise and that the 

forecast uptake is achievable. Inland Revenue propose no changes to the payments forecast 

in MBU 2025 based on expected registrations. Inland Revenue will advise as part of the final 

BEFU forecasts if this assumption changes. 

From an accounting perspective, Inland Revenue are changing to recognising the expense 

when a claim is approved and paid out, rather than an accrual basis, as the obligating event 

is the receipt of an eligible application.  Applicants have 4 years to submit their quarterly 

claims. This adjustment is timing in nature and effectively means that Inland Revenue will 

recognise the expense for 3 rather than 4 quarters in the first year. Audit NZ have confirmed 

they are comfortable with this change. 
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8. Consultation with the Treasury 

The Treasury was consulted on this report. It noted the good progress on achieving the 

baselines savings.  The Treasury noted the $7.500 million of underspends achieved through 

efficiency gains, and the proposal to retain it for 2025/26. It voiced concern with the 

increased debt impairment driven by economic conditions and noted that the Budget 2025 

compliance funding bid included a requirement for Inland Revenue to report on its debt 

recovery work. The Treasury noted the realignment of resources within Inland Revenue’s 

multi-category appropriation to reflect increased processing costs, and away from 

compliance activities. 

9. Recommendations 

 

I recommend that you: 

 

1. agree the changes to those baselines for the departmental appropriations within Vote 

Revenue that require Joint Ministers’ approval as set out in Table 2 for Vote 19; 

 

2. agree the changes to those baselines for the non-departmental appropriations within 

Vote Revenue that require Joint Ministers’ approval as set out in Table 2 for Vote 20; 

 

3. agree that the proposed changes to appropriations and departmental capital injections 

for 2024/25, covered by recommendation one and two above, be included in the 

2024/25 Supplementary Estimates and that, in the interim, the increases be met from 

Imprest Supply. 

 

4. note that Table 2 for Vote 19 and Vote 20 include for completeness other changes to 

baselines for the appropriation on Vote Revenue that have been approved by Cabinet 

or Joint Ministers since the previous update or do not require such approval. 

 

5. note that Table 2 for Vote 20 includes provisional non-departmental forecast 

adjustments that will be updated in BEFU 2025, in April 2025, based on updated 

Treasury macroeconomic forecasts and interim valuations. 

 

 

 

 

 

 

 

 

 

Hon Simon Watts 

Minister of Revenue 



Table 2: Baseline Changes Report, 2024/25 MBU, Vote 19 - 0: IRD  Department - Revenue. Data 
has not been validated

Classification 2024/25 2025/26 2026/27 2027/28 2028/29 Authority for Change Final Year

$000 $000 $000 $000 $000 Funding

Departmental Output Expenses (Restricted 
by Revenue)
Services to Other Agencies (RDA)

Dept Other Appropriation

Co-location recoveries adjustment FNA       (300) (300) (300) (300) (300) CO(18)2 On going

Revenue Dept
Co-location recoveries adjustment FNA       (300) (300) (300) (300) (300) CO(18)2 On going

Total changes - Departmental Output 
Expenses (Restricted by Revenue) (300) (300) (300) (300) (300)

Departmental Capital Expenditure
Inland Revenue Department - Capital 
Expenditure (PLA)

Dept Other Appropriation

Capital forecast adjustment Fcst Adj  (29,100) (8,300) - - - CO(18)2 On going

Total changes - Departmental Capital 
Expenditure (29,100) (8,300) - - -

Multi-Category Expenses and Capital 
Expenditure
Services for Customers (MCA)

Departmental Output Expenses
Services to manage debt and unfiled returns

Dept Annual Appropriation
A return of capital expenditure for Child Support 
Pass On initiative capital and operating funding Return Sav (32) (32) (32) (32) (32) CO(18)2 On going
Adjustments between categories in our Services for 
customers appropriation FNA       3,000 1,000 500 2,000 4,000 CO(18)2 On going

Administrative savings RoU       (1,300) 1,300 - - - CO(18)2 On going

Revenue Crown
A return of capital expenditure for Child Support 
Pass On initiative capital and operating funding Return Sav (32) (32) (32) (32) (32) CO(18)2 On going
Adjustments between categories in our Services for 
customers appropriation FNA       3,000 1,000 500 2,000 4,000 CO(18)2 On going

Administrative savings RoU       (1,300) 1,300 - - - CO(18)2 On going
Services to Ministers and to assist and inform 
customers to get it right from the start

Dept Annual Appropriation
A return of capital expenditure for Child Support 
Pass On initiative capital and operating funding Return Sav (87) (87) (87) (87) (87) CO(18)2 On going
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Classification 2024/25 2025/26 2026/27 2027/28 2028/29 Authority for Change Final Year

$000 $000 $000 $000 $000 Funding

A return of Crypto-asset Regulatory Framework 
(CaRF) – Implementation and Operating Cost Return Sav (800) - - - - CO(18)2 On going
Adjustments between categories in our Services for 
customers appropriation FNA       4,000 7,000 8,500 10,000 10,000 CO(18)2 On going

Administrative savings RoU       (3,400) 3,400 - - - CO(18)2 On going

Revenue Crown
A return of capital expenditure for Child Support 
Pass On initiative capital and operating funding Return Sav (87) (87) (87) (87) (87) CO(18)2 On going
A return of Crypto-asset Regulatory Framework 
(CaRF) – Implementation and Operating Cost Return Sav (800) - - - - CO(18)2 On going
Adjustments between categories in our Services for 
customers appropriation FNA       4,000 7,000 8,500 10,000 10,000 CO(18)2 On going

Administrative savings RoU       (3,400) 3,400 - - - CO(18)2 On going

Services to process obligations and entitlements

Dept Annual Appropriation
A return of capital expenditure for Child Support 
Pass On initiative capital and operating funding Return Sav (36) (36) (36) (36) (36) CO(18)2 On going
A return of Crypto-asset Regulatory Framework 
(CaRF) – Implementation and Operating Cost Return Sav (600) - - - - CO(18)2 On going
Adjustments between categories in our Services for 
customers appropriation FNA       31,000 31,000 30,000 27,000 22,000 CO(18)2 On going

Administrative savings RoU       (1,400) 1,400 - - - CO(18)2 On going

Information sharing revenue adjustment FNA       (13) (13) (13) (13) (13) CO(18)2 On going

Revenue Crown
A return of capital expenditure for Child Support 
Pass On initiative capital and operating funding Return Sav (36) (36) (36) (36) (36) CO(18)2 On going
A return of Crypto-asset Regulatory Framework 
(CaRF) – Implementation and Operating Cost Return Sav (600) - - - - CO(18)2 On going
Adjustments between categories in our Services for 
customers appropriation FNA       31,000 31,000 30,000 27,000 22,000 CO(18)2 On going

Administrative savings RoU       (1,400) 1,400 - - - CO(18)2 On going

Revenue Dept

Information sharing revenue adjustment FNA       (13) (13) (13) (13) (13) CO(18)2 On going
Services to protect the integrity of the tax system and 
functions the Commissioner administers

Dept Annual Appropriation
A return of capital expenditure for Child Support 
Pass On initiative capital and operating funding Return Sav (36) (36) (36) (36) (36) CO(18)2 On going
Adjustments between categories in our Services for 
customers appropriation FNA       (38,000) (39,000) (39,000) (39,000) (36,000) CO(18)2 On going

Administrative savings RoU       (1,400) 1,400 - - - CO(18)2 On going

Revenue Crown
A return of capital expenditure for Child Support 
Pass On initiative capital and operating funding Return Sav (36) (36) (36) (36) (36) CO(18)2 On going
Adjustments between categories in our Services for 
customers appropriation FNA       (38,000) (39,000) (39,000) (39,000) (36,000) CO(18)2 On going
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Classification 2024/25 2025/26 2026/27 2027/28 2028/29 Authority for Change Final Year

$000 $000 $000 $000 $000 Funding

Administrative savings RoU       (1,400) 1,400 - - - CO(18)2 On going

Total changes - Multi-Category Expenses 
and Capital Expenditure (9,104) 7,296 (204) (204) (204)

Total changes - Output revenue (Crown
+Dept+Other) (9,104) 7,296 (204) (204) (204)

Departmental Net Assets
Dept. Capital Withdrawals

Department Net Assets
A return of capital expenditure for Child Support 
Pass On initiative capital and operating funding Return Sav (1,750) - - - - CO(18)2 On going

Total changes - Departmental Net Assets (1,750) - - - -

Classification Key
Short Name Description Reference

Cabinet   Cabinet policy decision Approvals are sought in cabinet papers (refer to cabinet manual), with authority given via a cabinet minute. 
The authority for change should reference both supporting documents.

ECT       Expense and Capital Transfer Defined in (Cabinet Office Circular Financial changes that can be approved by Joint Ministers). Transferring 
funding within an appropriation across financial years.

ECT ip    Expense and Capital Transfer in-principle Defined in (Cabinet Office Circular). The portion of an ECT that can't be accurately quantified so the 
transfer amount has been approved in-principle. 1st time can count in fiscal forecasts is OBU.

Fcst Adj  Forecast Adjustments Defined in (Cabinet Office Circular). Adjustments to the forecast expenditure of PLAs or where there is a 
pre-determined cost calcultion, or Crown Revenue.

FLoS      Front-Loading of Spending Defined in (Cabinet Office Circular Financial changes that can be approved by Joint Ministers). Bringing 
forward expenditure to create lasting cost savings.

FNA       Fiscally Neutral Adjustment Defined in (Cabinet Office Circular Financial changes that can be approved by Joint Ministers). Transferring 
funding between appropriations within a financial year.

RoU       Retention of Underspends Defined in (Cabinet Office Circular Financial changes that can be approved by Joint Ministers). Transferring 
underspends to the next financial year.

RoU 50%   Retention of Underspends @ 50% Defined in CO Circular. Portion of an ROU can't accurately quantify so the transfer amount of 50% of an 
underspend has been approved in-principle. 1st time can count in fiscal forecasts is OBU.

Tech Adj  Technical adjustment Defined in (Cabinet Office Circular). Technical accounting adjustments with no cash impact to the Crown, 
MYA spending profile changes, non-controversial appropriation title or scope changes.

SuppsJune Offset MYA June vs Supps Difference This is a subset of the Technical Adjustments classification for neutral changes to the MYA spending profile 
to offset the difference between the Supps Forecast and June Actual.

BudgetOY4 Offset MYA Budget OY4 Rollover This is a subset of the Technical Adjustments classification for neutral changes to the MYA spending profile 
to offset the rollover of Budget OY4 into OBU OY4.

Return Sav Return of savings to the Crown Returning savings to the Crown is always encouraged. Departments can achieve this by constantly looking 
for efficiency gains through improvements in processes and technology.

Crwn Liab Recognition of Existing Crown liability Crown liabilities need to be recognised as soon as possible. These affect Non-Departmental Appropriations.

Other     Other changes outside the above criteria There should be very few changes outside the above criteria, so if there are any they require extra scrutiny.
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Table 2: Baseline Changes Report, 2024/25 MBU, Vote 20 - 0: IRD Crown - Revenue (IRD-
Crown). 

Classification 2024/25 2025/26 2026/27 2027/28 2028/29 Authority for Change Final Year

$000 $000 $000 $000 $000 Funding

Benefits or Related Expenses
Best Start Tax Credit (PLA)

Non-Dept Other Appropriation
Cumulative forecasting changes impacting Best 
Start Tax Credit Fcst Adj  1,000 - 1,000 1,000 1,000 CO (18) 2 On going

Child Support Payments (PLA)
Non-Dept Other Appropriation

Cumulative forecasting changes impacting Child 
Support payments Fcst Adj  - 2,000 4,000 7,000 9,000 CO (18) 2 On going

Family Tax Credit (PLA)
Non-Dept Other Appropriation

Cumulative forecasting changes impacting Family 
Tax Credit Fcst Adj  24,000 13,000 17,000 31,000 31,000 CO (18) 2 On going

FamilyBoost Tax Credit (PLA)
Non-Dept Other Appropriation

Cumulative forecasting changes impacting 
FamilyBoost Tax Credit Fcst Adj  (43,000) - - - - CO (18) 2 On going

In-Work Tax Credit (PLA)
Non-Dept Other Appropriation

Cumulative forecasting changes impacting In-Work 
Tax Credit Fcst Adj  (4,000) (4,000) (3,000) - - CO (18) 2 On going

KiwiSaver: Interest
Non-Dept Annual Appropriation

Cumulative forecasting changes impacting 
KiwiSaver Interest Fcst Adj  500 500 500 500 500 CO (18) 2 On going

KiwiSaver: Tax Credit, Contribution and Residual 
Entitlement

Non-Dept Annual Appropriation
Cumulative forecasting changes impacting 
KiwiSaver: Tax Credit, Contribution and Residual 
Entitlement Fcst Adj  7,000 7,000 8,000 8,000 8,000 CO (18) 2 On going

Minimum Family Tax Credit (PLA)
Non-Dept Other Appropriation

Cumulative forecasting changes impacting Minimum 
Family Tax Credit Fcst Adj  143 70 70 70 70 CO (18) 2 On going
Minimum Family Tax Credit Threshold: Holding the 
Rate this Year Cabinet   (243) (970) (970) (970) (970)

CAB-24-MIN-0472, CBC-24-
MIN-0126 On going

Paid Parental Leave Payments
Non-Dept Annual Appropriation
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Classification 2024/25 2025/26 2026/27 2027/28 2028/29 Authority for Change Final Year

$000 $000 $000 $000 $000 Funding

Cumulative forecasting changes impacting Paid 
Parental Leave Payments Fcst Adj  20,000 20,000 20,000 20,000 25,000 CO (18) 2 On going

Total changes - Benefits or Related 
Expenses 5,400 37,600 46,600 66,600 73,600

Non-Departmental Borrowing Expenses
Income Equalisation Interest (PLA)

Non-Dept Other Appropriation
Cumulative forecasting changes impacting Income 
Equalisation Interest Fcst Adj  (1,000) (2,000) (2,000) (1,000) (1,000) CO (18) 2 On going

Total changes - Non-Departmental 
Borrowing Expenses (1,000) (2,000) (2,000) (1,000) (1,000)

Non-Departmental Other Expenses

Impairment of Debt and Debt Write-Offs
Non-Dept Annual Appropriation

Cumulative forecasting changes impacting 
Impairment of Debt and Debt Write-Offs Fcst Adj  324,600 251,300 251,300 251,300 251,300 CO (18) 2 On going
Taxation (Use of Money Interest rates) Amendment 
Regulations 2024 Cabinet   (600) (1,300) (1,300) (1,300) (1,300)

CAB-24-MIN-0492, LEG-24-
MIN-0260 On going

Impairment of Debt and Debt Write-Offs Relating 
to Child Support

Non-Dept Annual Appropriation
Cumulative forecasting changes impacting 
Impairment of Debt relating to Child Support Fcst Adj  30,000 - - - - CO (18) 2 On going

Impairment of Debt Relating to Student Loans
Non-Dept Annual Appropriation

Cumulative forecasting changes impacting 
Impairment of Debt relating to Student Loans Fcst Adj  12,000 - - - - CO (18) 2 On going

Initial Fair Value Write-Down Relating to Student 
Loans

Non-Dept Annual Appropriation
Cumulative Forecasting Changes impacting Initial 
Fair Value Write-Down Relating to Student Loans Fcst Adj  (2,000) 2,000 - (2,000) (5,000) CO (18) 2 On going

KiwiSaver: Employee and Employer 
Contributions (PLA)

Non-Dept Other Appropriation
Cumulative forecasting changes impacting 
KiwiSaver Contributions Fcst Adj  20,000 10,000 30,000 40,000 70,000 CO (18) 2 On going
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Classification 2024/25 2025/26 2026/27 2027/28 2028/29 Authority for Change Final Year

$000 $000 $000 $000 $000 Funding

Total changes - Non-Departmental Other 
Expenses 380,000 269,756 322,154 359,334 402,145

Tax Revenue
Companies

Non-Dept Revenue
Cumulative forecasting changes impacting 
Companies Fcst Adj  (1,919,450) (1,618,400) (1,858,400) (1,602,400) (1,576,400) CO (18) 2 On going

Deductions for forestry releasing expenditure Other     (200) (200) (200) (200) (200)
IR2024/397 Approved by 
Joint Ministers On going

Land tainting rules and foreign PIE eligibility Other     (50) (200) (200) (200) (200)
IR2024/397 Approved by 
Joint Ministers On going

Taxation (Use of Money Interest rates) Amendment 
Regulations 2024 Cabinet   1,700 3,800 3,800 3,800 3,800

CAB-24-MIN-0492, LEG-24-
MIN-0260 On going

Fringe Benefit Tax
Non-Dept Revenue

Cumulative forecasting changes impacting Fringe 
Benefit Tax Fcst Adj  1,000 4,000 5,000 5,000 6,000 CO (18) 2 On going

Gaming Duties
Non-Dept Revenue

Cumulative forecasting changes impacting Gaming 
Duties Fcst Adj  11,000 10,000 8,000 10,000 11,000 CO (18) 2 On going

Goods and Services Tax (IRD)
Non-Dept Revenue

Cumulative forecasting changes impacting Goods 
and Services Tax Fcst Adj  392,986 (86,743) (20,743) 10,257 92,257 CO (18) 2 On going
Disclosure of GST registration status to listing 
intermediaries Other     400 1,400 1,400 1,400 1,400

IR2024/396 Approved by 
Joint Ministers On going

GST - in relation to artist resale royalty (Resale 
Rights for Visual Artists Act 2023) Other     14 43 43 43 43

IR2024/487 Approved by 
Joint Ministers On going

Taxation (Use of Money Interest rates) Amendment 
Regulations 2024 Cabinet   600 1,300 1,300 1,300 1,300

CAB-24-MIN-0492, LEG-24-
MIN-0260 On going

Other Indirect Taxes
Non-Dept Revenue

Cumulative forecasting changes impacting Other 
Indirect Taxes Fcst Adj  10,000 - - - - CO (18) 2 On going

Other Persons
Non-Dept Revenue

Cumulative forecasting changes impacting Other 
Persons Fcst Adj  (11,000) (98,200) (260,870) (228,870) (237,870) CO (18) 2 On going
New Zealand Memorial Museum - Le Quesnoy: Tax 
Benefits for Monetary Donations Cabinet   - - (330) (330) (330)

CAB-24-MIN-0458, ECO-24-
MIN-0275 On going
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Classification 2024/25 2025/26 2026/27 2027/28 2028/29 Authority for Change Final Year

$000 $000 $000 $000 $000 Funding

Taxation (Use of Money Interest rates) Amendment 
Regulations 2024 Cabinet   1,000 2,200 2,200 2,200 2,200

CAB-24-MIN-0492, LEG-24-
MIN-0260 On going

Source Deductions
Non-Dept Revenue

Cumulative forecasting changes impacting Source 
Deductions Fcst Adj  47,750 598,500 644,500 732,500 844,500 CO (18) 2 On going
PAYE exemption on health and safety 
reimbursement (expands flu vaccination) Other     (50) (200) (200) (200) (200)

IR2024/397 Approved by 
Joint Ministers On going

Taxation (Use of Money Interest rates) Amendment 
Regulations 2024 Cabinet   300 700 700 700 700

CAB-24-MIN-0492, LEG-24-
MIN-0260 On going

Withholding Taxes
Non-Dept Revenue

Cumulative forecasting changes impacting 
Withholding Taxes Fcst Adj  39,000 214,000 244,000 234,000 230,000 CO (18) 2 On going

Total changes - Tax Revenue (1,425,000) (968,000) (1,230,000) (831,000) (622,000)

Non-Tax Revenue
Interest on Impaired Student Loans

Non-Dept Revenue
Cumulative forecasting changes impacting Interest 
on Impaired Student Loans Fcst Adj  (23,000) 9,000 15,000 23,000 31,000 CO (18) 2 On going

Unclaimed Monies
Non-Dept Revenue

Cumulative forecasting changes impacting 
Unclaimed Monies Fcst Adj  (20,000) (20,000) (20,000) (20,000) (20,000) CO (18) 2 On going

Working for Families Tax Credit Interest and 
Penalties

Non-Dept Revenue
Cumulative forecasting changes impacting Working 
for Families Tax Credit Interest and Penalties Fcst Adj  (3,895) - - - - CO (18) 2 On going

Total changes - Non-Tax Revenue (46,895) (11,000) (5,000) 3,000 11,000

Capital Receipts
Student Loans - Receipts

Non-Dept Revenue
Cumulative forecasting changes impacting Student 
Loans - Receipts Fcst Adj  (29,000) (10,000) (29,000) (29,000) (28,000) CO (18) 2 On going

Total changes - Capital Receipts (29,000) (10,000) (29,000) (29,000) (28,000)
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Classification Key
Short Name Description Reference

Cabinet   Cabinet policy decision Approvals are sought in cabinet papers (refer to cabinet manual), with authority given via a cabinet minute. 
The authority for change should reference both supporting documents.

ECT       Expense and Capital Transfer Defined in (Cabinet Office Circular Financial changes that can be approved by Joint Ministers). Transferring 
funding within an appropriation across financial years.

ECT ip    Expense and Capital Transfer in-principle Defined in (Cabinet Office Circular). The portion of an ECT that can't be accurately quantified so the 
transfer amount has been approved in-principle. 1st time can count in fiscal forecasts is OBU.

Fcst Adj  Forecast Adjustments Defined in (Cabinet Office Circular). Adjustments to the forecast expenditure of PLAs or where there is a 
pre-determined cost calcultion, or Crown Revenue.

FLoS      Front-Loading of Spending Defined in (Cabinet Office Circular Financial changes that can be approved by Joint Ministers). Bringing 
forward expenditure to create lasting cost savings.

FNA       Fiscally Neutral Adjustment Defined in (Cabinet Office Circular Financial changes that can be approved by Joint Ministers). Transferring 
funding between appropriations within a financial year.

RoU       Retention of Underspends Defined in (Cabinet Office Circular Financial changes that can be approved by Joint Ministers). Transferring 
underspends to the next financial year.

RoU 50%   Retention of Underspends @ 50% Defined in CO Circular. Portion of an ROU can't accurately quantify so the transfer amount of 50% of an 
underspend has been approved in-principle. 1st time can count in fiscal forecasts is OBU.

Tech Adj  Technical adjustment Defined in (Cabinet Office Circular). Technical accounting adjustments with no cash impact to the Crown, 
MYA spending profile changes, non-controversial appropriation title or scope changes.

SuppsJune Offset MYA June vs Supps Difference This is a subset of the Technical Adjustments classification for neutral changes to the MYA spending profile 
to offset the difference between the Supps Forecast and June Actual.

BudgetOY4 Offset MYA Budget OY4 Rollover This is a subset of the Technical Adjustments classification for neutral changes to the MYA spending profile 
to offset the rollover of Budget OY4 into OBU OY4.

Return Sav Return of savings to the Crown Returning savings to the Crown is always encouraged. Departments can achieve this by constantly looking 
for efficiency gains through improvements in processes and technology.

Crwn Liab Recognition of Existing Crown liability Crown liabilities need to be recognised as soon as possible. These affect Non-Departmental Appropriations.

Other     Other changes outside the above criteria There should be very few changes outside the above criteria, so if there are any they require extra scrutiny.
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Vote Revenue: 2025 March Baseline Update submission for the Research and 

Development Tax Incentive appropriation 

Date: 21 February 2025 Priority: High 

Security level: 
In confidence (Budget 

Sensitive) 
Report no: IR2025/071 

Action sought 

 Action sought Deadline 

Minister of Finance Approve recommendations 

 

27 February 2025 

Minister of Science, Innovation 

and Technology 

Approve recommendations 

 

Refer report to the Minister of 

Finance  

 

1.00pm Monday,   

24 February 2025   

Minister of Revenue For your information 24 February 2025 

Contact for telephone discussion (if required) 

Name Position Telephone 

Nick Bradley Enterprise Leader Finance Services 

(Chief Financial Officer) 

  

Rachel Parker Domain Lead Finance Services 
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21 February 2025 

 

Minister of Finance 

Minister of Science, Innovation and Technology  

Vote Revenue: 2025 March Baseline Update submission for the Research and 

Development Tax Incentive appropriation 

1. This paper asks you to note the changes to the forecast costs of the Research and 

Development Tax Incentive (RDTI) and seeks your approval for the corresponding changes 

to the RDTI appropriation. 

2. The RDTI appropriation is managed under Vote Revenue using forecasts developed by the 

Ministry of Business, Innovation and Employment (MBIE). The Minister of Science, 

Innovation and Technology is responsible for the appropriation. 

3. Inland Revenue submitted the updated forecast for this appropriation to the Treasury on 20 

February as part of the 2025 March Baseline Update submission (MBU 2025). This is a 

preliminary forecast which will be updated as part of the Budget and Economic Fiscal Update 

2025 (BEFU 2025).   

4. Forecast changes in this report for MBU 2025 are compared against the 2024 Half-year 

Economic and Fiscal Update (HYEFU 2024). They include all Cabinet and Joint Minister 

decisions that impact the appropriation up to 20 February 2025.  

5. The forecasts are based on MBIE’s RDTI fiscal-cost forecast, which currently extends to 

2031/32. MBIE’s RDTI forecast is based on the Treasury’s preliminary BEFU 2025 

macroeconomic forecasts of Nominal GDP as at 14 February 2025.  

6. MBIE’s RDTI forecast relates to all RDTI-related expenditure. Under the previous 

government, Cabinet made a decision to decrease the forecast for the RDTI appropriation 

and approve a corresponding increase to expenditure in the in-year payments loans 

appropriation (DEV-22-MIN-0062 refers). This appropriation was not managed under Vote 

Revenue and hence was excluded from the MBU 2025 forecast. 

7.  
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8.  

  

9. 

10. We have included the following joint Minister decision made since the Half Year Economic 

and Fiscal Update 2024 (HYEFU 2024) that impacts the appropriation in this baseline update. 

• In November 2024, Joint Ministers approved an increase in forecast of $800,000 in 2024/25 

as a result of the decision to amend the RDTI time bar so that it does not nullify the 

existing discretionary powers that allow RDTI approvals to be corrected when they have 

been filed under the incorrect entity [IR2024-396 refers].  This decision resulted in the 

following forecast change to the Science, Innovation and Technology: R&D Tax 

appropriations: 

 $ million – increase / (decrease) 

Vote Revenue 

Minister of Science, Innovation and 
Technology 

2024/25 2025/26 2026/27 2027/28 2028/29 & 
outyears 

Non-departmental Other Expenses: 

Science, Innovation and Technology: 

R&D Tax Incentive 

0.800 - - - - 

Total Operating 0.800 - - - - 

11. The Treasury and Ministry of Business, Innovation and Employment have been consulted 

on this report. 

  

s 9(2)(f)(iv)

s 9(2)(f)(iv)

s 9(2)(f)(iv)





[IN CONFIDENCE – BUDGET SENSITIVE]  ]` 

  

Briefing note  
 

  
Reference:  BN2025/116  
Date:   17 March 2025  
To:    Revenue Advisor, Minister of Revenue – Angela Graham   
    
    
  

Private Secretary, Minister of Revenue – Helen Kuy  

Copy to:   Peter Mersi, Commissioner  
    Joanne Petrie, Executive Support Advisor to the Commissioner   

Governance and Ministerial Services  
    Nick Bradey, Enterprise Leader  
From:   Rachel Parker, Domain Lead, Finance Services  

Subject:  Budget 2025 – Proposed Technical Initiative  
  

 

  

Purpose   

1. The purpose of this briefing note is to provide you with information and background 
ahead of the Treasury deadline for submitting financial recommendations for Technical 
Initiatives into Budget 25 (due 18 March).  
  
  

Background  

2. As part of the Budget process, Cabinet allows departments to submit Technical 
Initiatives.    

3. Technical Initiatives are initiatives that do not seek new funding over the five-year 
forecast period and do not carry significant policy implications.  The initiatives are 
technical in nature and are outside the scope of what Joint Ministers can normally 
approve under the delegation set out in CO (18) 2: Proposals with Financial 
Implications and Financial Authorities.  
  

4. Technical initiatives are considered and approved by Cabinet on the same date as new 
policy initiatives (significant), although these initiatives have an earlier deadline for the 
submission of financial recommendations to the Treasury.   

  

Proposed Technical Initiatives for Budget 25  
  

5. Inland Revenue has submitted a Technical Initiative as part of the budget process:  
  
Non-departmental, Non-PLA Upper Limits  
  

This initiative seeks approval for buffers on non-departmental appropriations in 
order to mitigate the risk of unappropriated expenditure. Inland Revenue has 



[IN CONFIDENCE – BUDGET SENSITIVE]  ]` 

proposed upper limits for its non-departmental, non-PLA1 appropriations for 
2024/25 to reduce the risk of any breach of appropriations.  The expenses 
related to these appropriations are either:   

• demand driven and therefore out of the control of the department; or  
• related to impairment and the actual expense is not known until after 

the end of the year when final debt levels are known, and independent 
valuations are completed.   

In the past Inland Revenue has sought approval for buffers on current year 
appropriations in the Supplementary Estimates.      

The Treasury have advised that instead using the technical initiatives process to 
set an upper limit for the appropriation is standard practice and the preferred 
approach across other agencies.  This ensures appropriate delegation for setting 
appropriation upper limits are in place.  This is an appropriation management 
initiative to mitigate the risk of breaches and Inland Revenue does not 
necessarily expect to spend up to these limits. Inland Revenue's forecasts 
continue to be their best estimate of the expected expense.  The impact on 
appropriations will be:  

  
   $Millions Increase/(decrease)   

  2024/25  2025/26  2026/27  2027/28  2028/29  

KiwiSaver - interest  0.500  -  -  -  -  

KiwiSaver - Tax 
Credit, Contribution 
and Residual 
Entitlement  

  
  
  

53.000  

  
  
  

-  

  
  
  

-  

  
  
  

-  

  
  
  

-  
Paid Parental Leave  36.000  -  -  -  -  

Impairment of Debt  
Relating to Student  
Loans  

  
  

50.000  

  
  

-  

  
  

-  

  
  

-  

  
  

-  
Impairment of Debt 
and Debt Write-offs  
Relating to Child  
Support  

  
  

50.000  

  
  

-  

  
  

-  

  
  

-  

  
  

-  

Initial Fair Value  
Write-Down Relating 
to Student Loans  

  
  

30.000  

  
  

-  

  
  

-  

  
  

-  

  
  

-  
Impairment of Debt 
and Debt Write-offs  

  
300.000  

  
-  

  
-  

  
-  

  
-  

Impairment of debt 
relating to the SBCS  

  
40.000  

  
-  

  
-  

  
-  

  
-  

  
Total Upper Limits  

  
559.500  

  
-  

  
-  

  
-  

  
-  

  
6. As part of this technical initiative, we will seek Cabinet approval to delegate authority 

for Joint Ministers to approve appropriation buffers for Inland Revenue’s 
nondepartmental appropriations across all forecast years through baseline update 
processes.  This will mean that in future we will still inform you of changes to forecasts 

 

1 Permanent Legislative Authority  
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Vote Revenue: 2025 Budget Economic and Fiscal Update for non-

departmental expenditure appropriations 

Date: 17/04/2025  Priority: High 

Security level: 
In Confidence 

(Budget Sensitive) 
Report no: IR2025/092 

Action sought 

 Action sought Deadline 

Minister of Finance Approve recommendations 

 

24 April 2025  

Minister of Revenue Approve recommendations 

 

Refer report to the Minister of 

Finance  

 

22 April 2025 

Contact for telephone discussion (if required) 

Name Position 

Nick Bradley Enterprise Leader Finance Services 

(Chief Financial Officer) 

 

Sandra Watson Policy Lead Forecasting   

Rachel Parker Domain Lead Finance Services  
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17 April 2025 

 

Minister of Finance 

Minister of Revenue 

Vote Revenue: 2025 Budget Economic and Fiscal Update for non-departmental 

expenditure appropriations 

Executive summary  

1. Inland Revenue Te Tari Taake submitted forecasts for non-departmental appropriations to 

the Treasury for the 2025 Budget Economic and Fiscal Update (BEFU 2025) on 15 April 2025.  

These forecasts update preliminary Budget 2025 forecasts supplied for the 2025 March 

Baseline update (MBU 2025) and reported to you on 21 February 2025 (IR2025/012 refers). 

A full list of the non-departmental appropriations is provided in Appendix A.   

 

2. The forecasts in this report incorporate actual results to February 2025 (with updates for 

draft March results where appropriate) and are based on the Treasury’s updated 

macroeconomic forecasts of 7 April 2025. These forecasts include Cabinet and joint 

minister's decisions that impact Vote Revenue made since 20 February 2025 (i.e. since MBU 

2025) up to and including 14 April 2025.  

 

3. A list of Ministerial decisions and forecast changes since MBU 2025 are contained within the 

body of this report. 

 

4. We are seeking your joint approval for forecast changes since MBU 2025 for 2024/25 and 

outyears, for appropriations which are not established under a PLA as part of the 

Supplementary Estimates (Supps) and BEFU 2025.  These are reflected in recommendations 

b and c. 

 

5. Forecast changes to appropriations which are established under a permanent legislative 

authority (PLA) do not require approval1 and are provided for your information.   

 

6. For appropriations which are not established under a PLA, we have worked with the Treasury 

to establish a buffer (appropriation upper limit) for 2024/25 as a budget technical initiative.  

Your approval for the current year is now only required in situations where the amended 

forecast exceeds the approved buffer.  Your approval is still required for changes to outyear 

appropriations which are not established under a PLA.  

 

 
1 As per the Public Finance Act, section 65ZH. 
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7. We will seek buffers for those appropriations which are not established under a PLA for 

2025/26 at the next Half-year Economic and Fiscal Update (HYEFU).  Going forward, we will 

seek similar appropriation upper limits for the current year at each HYEFU.  

 

8. The major forecast changes since MBU 2025 for appropriations requiring joint ministers’ 

approval (not including PLAs) are: 

 

• an increase in the forecast for the KiwiSaver; Tax Credit, Contribution and Residual 

Entitlement appropriation of $76.300 million over the forecast period as a result of an 

expected increase to the number of contributing members reflecting labour force and 

population projections; 

 

• a decrease in the forecast for the Initial Fair Value Write-Down Relating to Student Loans 

appropriation of $67.978 million as a result of a decrease in the value of loans from that 

anticipated at MBU 2025.  The decrease relates to a reduction in average loan values 

which has a direct impact on the initial fair value write-down. 

 

• an increase of $436.200 million over the forecast period ($249.100 million in 2025/26 

and $187.100 million in 2026/27) for the Impairment of Debt and Debt Write-offs 

appropriation. The increase relates to higher than anticipated actual debt levels in 

February and March 2025 since the MBU 2025 update which flows through to a higher 

year-end forecast. This increased debt in 2024/25, as well as a move to reporting debt 

as overdue on the day after the due date, has led to a flow on increase in forecast debt 

in outyears. 

 

• a decrease of $57.910 million in the forecast for the Final-year Fees Free Payments 

appropriation reflecting revisions to the forecast number of students completing study.  

 

9. For PLA appropriations, the major forecast changes since MBU 2025 are: 

 

• a $49 million increase in the forecast for the Family Tax Credit appropriation to reflect 

the impact of weaker income growth expectations throughout the forecast period, 

which reduce the abatement for families over the threshold. As a partial offset, the 

expected CPI indexation adjustment on 1 April 2027 has been revised downwards since 

MBU 2025, and this has flow on consequences for subsequent years. 

 

• a $86 million increase in the forecast for the In-Work Tax Credit appropriation to reflect 

softer income growth, which in turn softens abatement. The current year has a reduction 

of $5 million reflecting a timing adjustment with an offset in the 2025/26 year.  

 

• The appropriation for KiwiSaver: Employee and Employer contributions sent to scheme 

providers has been significantly impacted by Budget 2025 changes to contribution rates 

from April 2026, albeit this appropriation does not affect the operating balance. Apart 

from the policy-related change, there has been an underlying reduction in the 

appropriation in both the current and future years to reflect softer nominal wage growth.  
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10. Further details of major forecast changes are contained within the body of this report. 

Appendix B sets out the forecast changes for Vote Revenue Crown (non-departmental) in a 

tabulated format.  This table includes tax forecasts prepared by the Treasury. 

 

11. We have consulted with the Treasury on the 2025 Budget Economic and Fiscal Update 

submission.  
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Recommended action 

12. We recommend that you: 

 

(a) note the BEFU 2025 forecasts in this report incorporate actual results to February 2025 

(with updates for draft March results where appropriate), are based on the Treasury’s 

macroeconomic forecasts of 7 April 2025, and were submitted to the Treasury on 15 April 

2025; 

 

 

 Noted          Noted 

 

 

 

(b) approve the following forecast changes to appropriations for non-departmental benefits 

or related expenses that are not established under a permanent legislative authority, with 

a corresponding impact on the operating balance and net core Crown debt: 

 

 $ million – increase / (decrease) 

Vote Revenue 

Minister of Revenue 

2024/25 2025/26 2026/27 2027/28  2028/29 & 
Outyears   

Non-Departmental Benefits or 
Related expenses: 

     

KiwiSaver: Interest 0.200 0.500 0.500 0.500 0.500 

KiwiSaver: Tax Credit, 
Contribution and Residual 
Entitlement - 20.000 18.400 23.200 14.700 

Paid Parental Leave Payments 5.000 - - - - 

Total Operating 5.200 20.500 18.900 23.700 15.200 

 

 

 Approved/Not approved       Approved/Not approved 

 

 

(c) approve the following forecast changes in appropriations for non-departmental other 

expenses that are not established under a permanent legislative authority, with a 

corresponding impact on the operating balance and net core Crown debt: 
 

 $ million – increase / (decrease) 

Vote Revenue 

Minister of Revenue  

2024/25 2025/26 2026/27 2027/28  2028/29 & 
Outyears   

Non-Departmental Other 
Expenses: 

     

Initial Fair Value Write-Down 
Relating to Student Loans 

(21.000) 12.015 (9.081) (22.488) (27.424) 

Impairment of Debt and Debt 
Writes-Offs 

- 249.100 187.100 - - 

Final-year Fees Free Payments  - (3.794) (8.457) (22.912) (22.747) 

Impairment of Debt Relating to 
Student Loans 

76.000 

 
- - - - 

Impairment of Debt and Debt 
Write-Offs Relating to Child 

Support 
(15.000) - - - - 

Total Operating 40.000 257.321 169.562 (45.400) (50.171) 

 

 Approved/Not approved       Approved/Not approved 
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(d) note the following forecast changes to non-departmental benefits or related expenses, 

non-departmental borrowing expenses, and non-departmental other expenses, that are 

established under a permanent legislative authority:  

 

 $ million – increase / (decrease) 

Vote Revenue 

Minister of Revenue 

2024/25 2025/26 2026/27 2027/28  2028/29 & 
Outyears   

Non-Departmental Benefits or 
Related Expenses - PLA:      

Best Start Tax Credit 1.000 - 1.000 2.000 3.000 

Family Tax Credit 4.000 7.000 11.000 12.000 15.000 

In-Work Tax Credit (5.000) 19.000 22.000 24.000 26.000 

Minimum Family Tax Credit (0.600) (0.600) (0.600) (0.600) (0.600) 

Total change – inc/(dec) (0.600) 25.400 33.400 37.400 43.400 

Non-Departmental Borrowing 

Expenses – PLA: 

     

Income Equalisation Interest 1.000 2.000 1.000 1.000 1.000 

Total change – inc/(dec) 1.000 2.000 1.000 1.000 1.000 

Non-Departmental Other 
Expenses - PLA: 

     

KiwiSaver: Employee and 
Employer Contributions* 

(110.000) 150.000 1,080.000 1,090.000 1,450.000 

Total change – inc/(dec) (110.000) 150.000 1,080.000 1,090.000 1,450.000 

Total Operating* 0.400 27.400 34.400 38.400 44.400 

       * The KiwiSaver contributions appropriation does not affect the operating balance.  

 

 

 Noted          Noted 

 

 

(e) note the following Cabinet decisions which have been incorporated into BEFU 2025 for 

Vote Revenue non-departmental appropriations:  

 
 

 $ million – increase / (decrease) 

Vote Revenue 
2024/25 2025/26 2026/27 2027/28   

2028/29 & 
Outyears   Minister of Revenue 

Benefits or Related 
Expenses: 

          

           

Best Start Tax Credit PLA           

Working for Families – Best 
Start Tax Credit Changes 

                  -     (14.000) (58.000) (68.000) (71.000) 

            

Family Tax Credit PLA           

Working for Families 
Abatement Changes 

                  -     12.000 50.000 51.000 50.000 

            

In-Work Tax Credit PLA           

Working for Families 
Abatement Changes 

                  -     3.000 11.000 11.000 11.000 

            

KiwiSaver: Interest           

Buffers on Impairment and 
Demand-Driven Appropriations 

0.500                   -                       -                       -                       -     
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 $ million – increase / (decrease) 

Vote Revenue 
2024/25 2025/26 2026/27 2027/28   

2028/29 & 
Outyears   Minister of Revenue 

 
KiwiSaver: Tax Credit, 
Contribution and Residual 
Entitlement 

          

Buffers on Impairment and 
Demand-Driven Appropriations 

53.000                   -                       -                       -                       -     

KiwiSaver Package                   -     (576.000) (598.400) (626.200) (641.700) 

            
Minimum Family Tax Credit 
PLA 

          

Working for Families 
Abatement Changes 

                  -                       -     1.000 1.000 1.000 

           

Paid Parental Leave 
Payments 

          

Buffers on Impairment and 
Demand-Driven Appropriations 

36.000                   -                       -                       -                       -     

            

Total Benefits or Related 
Expenses 

89.500 (575.000) (594.400) (631.200) (650.700) 

 
Non-Departmental Other 
Expenses: 

          

            
Final-year Fees Free 
Payments 

          

Delivering Quality and Timely 
Primary Care: Next Steps and 
Implementation 

                  -                       -                       -     (0.167) (0.170) 

 
Final-year Fees Free - 
Increased Cost 
 

                  -     6.312 35.684 61.676 75.159 

Increased Tuition Fees - 
Impacts Related to Student 
Loans and Final-year Fees Free 
Payments 

                  -     0.238 3.927 6.737 8.903 

            
Impairment of Debt and 
Debt Write-Offs 

          

Buffers on Impairment and 
Demand-Driven Appropriations 

300.000                   -                       -                       -                       -     

Compliance Activities - 
Continuation of Funding 

                  -     (54.000) (54.000) (54.000) (54.000) 

Compliance Activities - 
Increasing Investment 

                  -     (34.000) (68.000) (68.000) (68.000) 

Taxation (Use of Money 
Interest Rates) Amendment 
Regulations 2025 
 

(6.100) (41.100) (41.100) (41.100) (41.100) 

Working for Families 
Abatement Changes 

                  -                       -     1.000 1.000 1.000 

            

Impairment of Debt and 
Debt Write-Offs Relating to 
Child Support 

          

Buffers on Impairment and 
Demand-Driven Appropriations 

50.000                   -                       -                       -                       -     
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 $ million – increase / (decrease) 

Vote Revenue 
2024/25 2025/26 2026/27 2027/28   

2028/29 & 
Outyears   Minister of Revenue 

 
Impairment of Debt 
Relating to Student Loans 

          

Buffers on Impairment and 
Demand-Driven Appropriations 

50.000                   -                       -                       -                       -     

Student Loans - Indefinite 
Freeze of the Repayment 
Threshold 

(76.000)                   -                       -                       -                       -     

            
Impairment of debt relating 
to the SBCS 

          

Buffers on Impairment and 
Demand-Driven Appropriations 

40.000                   -                       -                       -                       -     

            
Initial Fair Value Write-
Down Relating to Student 
Loans 

          

Buffers on Impairment and 
Demand-Driven Appropriations 

30.000                   -                       -                       -                       -     

Delivering Quality and Timely 
Primary Care: Next Steps and 
Implementation  
 

                  -     0.096 0.192 0.268 0.501 

Increased Tuition Fees - 
Impacts Related to Student 
Loans and Final-year Fees Free 
Payments 
 

                  -     13.889 16.889 17.220 17.923 

Student Loans - Indefinite 
Freeze of the Repayment 
Threshold 

(5.000) (9.000) (11.000) (14.000) (16.000) 

            

Total Non-Departmental 
Other Expenses 

382.900 (117.565) (116.408) (90.366) (75.784) 

Total Operating expenditure 472.400 (692.565) (710.808) (721.566) (726.484) 

 

 
 Noted          Noted 

 

 

 

(f) note that the R&D Tax Incentive appropriation is managed under Vote Revenue using 

forecasts developed by the Ministry of Business, Innovation and Employment (MBIE) and 

that we are separately seeking approval from the Minister of Finance and the Minister of 

Science, Innovation and Technology for changes to this appropriation (IR2025/093 refers); 

 

 

 Noted          Noted 

 

 

(g) agree that all proposed changes to appropriations for 2024/25, covered by the 

recommendations above, be included in the 2024/25 Supplementary Estimates and that, 

in the interim, the increases be met from Imprest Supply; 

 

 

 Agreed/Not agreed        Agreed/Not agreed 
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Background                

13. Inland Revenue submitted forecasts for non-departmental appropriations for the 2025 

Budget Economic and Fiscal Update (BEFU 2025) to the Treasury on 15 April 2025. These 

forecasts are based on the Treasury’s BEFU 2025 macroeconomic forecasts of 7 April 2025, 

and they incorporate actual results to February 2025 (with updates for draft March results 

where appropriate).  The forecasts include all Cabinet and joint minister’s decisions that 

impact Vote Revenue made up to and including 14 April 2025.   

  

14. The forecasts for the following appropriation and revenue items have been prepared by other 

agencies;  

 

• The tax revenue forecast has been prepared by the Treasury. 

• The student loans lending forecast has been prepared by the Ministry of 

Social Development.  

• The Final-year Fees Free Payments appropriation forecast has been prepared 

by the Ministry of Education. 

• The forecast for the R&D Tax Incentive appropriation has been prepared by 

the Ministry of Business, Innovation and Employment.  

15. For appropriations which are not established under a PLA, we have worked with the Treasury 

to establish a buffer (appropriation upper limit) for 2024/25 as a budget technical initiative.  

Your approval for the current year is now only required in situations where the amended 

forecast exceeds the approved buffer.    

 

16. We will seek buffers for those appropriations which are not established under a PLA for 

2025/26 at the next HYEFU.  Going forward, we will seek similar appropriation upper limits 

for the current year at each HYEFU. 

 

17. Forecast changes to appropriations established under PLA do not require approval and are 

provided for your information. The body of the report briefly explains, at a high level, the 

main drivers of each change. 

 

18. Forecasts are compared to appropriations approved at MBU 2025, which was based on a 

preliminary macroeconomic outlook for Budget 2025. 

 

19. Appendix B sets out the forecast changes for Vote Revenue Crown (non-departmental) in a 

tabulated format.  
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Non-departmental benefits or related expenses appropriations 

 

20. The following table sets out the forecast changes and Cabinet decisions for non-

departmental benefits or related expenses that are not established under a permanent 

legislative authority.  The forecast changes require your joint approval. 

 

 $ million – increase / (decrease) 

Non-departmental benefits 
or related expenses 

2024/25* 2025/26 2026/27 2027/28   
2028/29 & 

Outyears   

KiwiSaver: Interest      

    MBU 2025 3.500 3.500 3.500 3.500 3.500 

    BEFU 2025 4.200 4.000 4.000 4.000 4.000 

    Forecast change - inc/(dec) 0.200 0.500 0.500 0.500 0.500 

    Cabinet decisions - inc/(dec) 0.500               -               -               -               -     

KiwiSaver: Tax Credit, 
Contribution and Residual 
Entitlement 

     

    MBU 2025 1,056.000 1,097.000 1,141.000 1,187.000 1,236.000 

    BEFU 2025 1,109.000 541.000 561.000 584.000 609.000 

    Forecast change - inc/(dec)           -     20.000      18.400       23.200       14.700  

    Cabinet decisions - inc/(dec) 53.000 (576.000) (598.400) (626.200) (641.700) 

Paid Parental Leave Payments      

    MBU 2025 715.000 745.000 775.000 810.000 850.000 

    BEFU 2025 756.000 745.000 775.000 810.000 850.000 

    Forecast change - inc/(dec)          5.000                   -               -               -               -     

    Cabinet decisions - inc/(dec) 36.000               -               -               -               -     

Total forecast change – 
inc/(dec) 

5.200 20.500 18.900 23.700 15.200 

Total Cabinet decisions 
inc/(dec) 

89.500 (576.000) (598.400) (626.200) (641.700) 

 

* Note:  The 2024/25 year is Supps 2024/25, BEFU 2025 is reflected for 2025/26 and outyears. 

 

21. The appropriation for KiwiSaver: Interest for 2024/25 has increased by $700,000 to $4.2 

million since MBU 2025.  This reflects a forecast increase of $200,000 and a buffer of 

$500,000 to minimise the risk of breaching the appropriation.  The ongoing growth in 

contributions handled by Inland Revenue, means there will be growth in amounts held and 

exposed to interest payable, albeit that interest rates are currently declining.  Subsequent 

years have been increased by $500,000 to $4 million per annum for the same reason.   

 

22. The KiwiSaver: Tax Credit, Contribution and Residual Entitlement appropriation covers 

government contributions to KiwiSaver schemes. The Cabinet decision in 2024/25 reflects 

the buffer agreed as a Budget 2025 technical initiative to minimise the risk of breaching the 

appropriation. In outyears, this appropriation has been reduced by the Budget 2025 initiative 

to increase employee and employer contribution rates to 3.5% from 1 April 2026 and 4% 

from 1 April 2028, extend eligibility for the Government contribution to 16- and 17- year 

olds, remove the Government contribution for all earners over $180,000 per annum, and 

halve the rate of the Government contribution to 25 cents per dollar contributed.   
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23. The forecast changes to this appropriation in outyears are in response to an expected 

increase in the number of contributing members reflecting labour force and population 

projections. 

 

24. The Cabinet decision in the 2024/25 Paid Parental Leave Parents appropriation reflects the 

buffer agreed as a Budget 2025 technical initiative to minimise the risk of breaching the 

appropriation.  The forecast increase in 2024/25 reflects stronger outturns since MBU 2025.  

 

Non-departmental other expenses  

 

25. The following table sets out the forecast changes and Cabinet decisions for non-

departmental other expenses that are not established under a permanent legislative 

authority. The forecast changes require your joint approval: 

 

 $ million – increase / (decrease) 

Non-departmental other 
expenses  

2024/25* 2025/26 2026/27 2027/28   
2028/29 & 

Outyears   

Initial Fair Value Write-Down 
Relating to Student Loans 

          

    MBU 2025 586.000 619.000 631.000 646.000 678.000 

    BEFU 2025 590.000 636.000 628.000 627.000 653.000 

    Forecast change - inc/(dec) (21.000) 12.015 (9.081) (22.488) (27.424) 

    Cabinet decisions - inc/(dec) 25.000 4.985 6.081 3.488 2.424 

Impairment of Debt and Debt 
Write-Offs 

     

    MBU 2025 2,000.000 1,400.000 1,400.000 1,400.000 1,400.000 

    BEFU 2025 2,293.900 1,520.000 1,425.000 1,237.900 1,237.900 

    Forecast change - inc/(dec) - 249.100 187.100 - - 

    Cabinet decisions - inc/(dec) 293.900 (129.100) (162.100) (162.100) (162.100) 

Impairment of Debt Relating to 
Student Loans 

     

    MBU 2025 12.000 - - - - 

    BEFU 2025 62.000 - - - - 

    Forecast change - inc/(dec) 76.000 - - - - 

    Cabinet decisions - inc/(dec) (26.000) - - - - 

Impairment of Debt and Debt 
Write-Offs Relating to Child 
Support 

     

    MBU 2025 30.000 - - - - 

    BEFU 2025 65.000 - - - - 

    Forecast change - inc/(dec) (15.000) - - - - 

    Cabinet decisions - inc/(dec) 50.000 - - - - 

Impairment of debt relating to 
the SBCS 

     

    MBU 2025 - - - - - 

    BEFU 2025 40.000 - - - - 

    Forecast change - inc/(dec) - - - - - 

    Cabinet decisions - inc/(dec) 40.000 - - - - 
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 $ million – increase / (decrease) 

Non-departmental other 
expenses  

2024/25* 2025/26 2026/27 2027/28   
2028/29 & 

Outyears   

Final-year Fees Free Payments      

    MBU 2025 - 52.244 68.846 117.666 161.855 

    BEFU 2025 - 55.000 100.000 163.000 223.000 

    Forecast change - inc/(dec) - (3.794) (8.457) (22.912) (22.747) 

    Cabinet decisions - inc/(dec) - 6.550 39.611 68.246 83.892 

Total forecast change – 
inc/(dec) 

40.000 257.321 169.562 (45.400) (50.171) 

Total Cabinet decisions – 
inc/(dec) 

382.900 (117.565) (116.408) (90.366) (75.784) 

* Note:  The 2024/25 year is Supps 2024/25, BEFU 2025 is reflected for 2025/26 and outyears. 

 

Initial Fair Value Write-Down Relating to Student Loans 

 

26. The Initial Fair Value Write-Down Relating to Student Loans appropriation has increased by 

$4 million in 2024/25 since MBU 2025. This increase is due to a $30 million buffer agreed 

as a Budget 2025 technical initiative to reduce the risk of exceeding the appropriation, offset 

by a $26 million reduction in the write-down, resulting from updated lending forecasts that 

have lowered expected lending by $76 million.  

27. The Cabinet decisions in outyears relate to the three Budget 2025 initiatives to increase 

tuition fees by 6%, indefinitely freeze the repayment threshold and add 25 additional 

medical places.  

28. In January 2025, Cabinet agreed to indefinitely suspend the annual CPI adjustment of the 

student loan repayment threshold with the financial impacts to be addressed through the 

Budget technical process. The impact of this initiative is expected to reduce the write-down 

by between $5 million and $16 million over the forecast period. This financial impact was 

anticipated in MBU 2025 as a forecast adjustment. In this exercise the impact is transferred 

from a forecast adjustment to a policy adjustment.   

29. The forecast increase in 2025/26 is as a result of a forecast increase in the number and 

value of loans from that anticipated at MBU 2025.  This has a consequential impact on the 

initial fair value write-down. 

30. A forecast decline in the number of loans from 2026/27, along with updated CPI forecasts 

which have decreased the expected amount of lending have resulted in the reduced initial 

fair value write-down. 

 

Impairment of Debt and Debt Write-Offs 

 

31. The Impairment of Debt and Debt Write-Offs expense is dependent on the level and quality 

of the debt book, the level of repayments against the debt and the value of write-offs. We 

are forecasting the expense to increase by $120 million in 2025/26 and $25 million in 

2026/27 before declining in outyears.  This is a flow on from the increased impairment of 

debt and debt write-off expense in 2023/24 and the expectation that overdue debt levels 

will continue to grow, albeit at a slower rate than in recent years. 
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32. The level of overdue debt is impacted by the economy, customer behaviour and Inland 

Revenue compliance effort.  It is compounded by increasing penalties and interest as the 

core debt grows. 

 

33. Whilst the economy is indicating a softening of inflationary impacts, we know that any 

inflation impacts the level of debt more than it impacts revenue, as it also impacts on a 

customer’s ability to pay as the time value of money decreases. 

 

34. Inland Revenue has invested in increased compliance activities in recent months, which is 

increasing repayments on overdue debt. Between July 2024 and March 2025, we collected 

almost $3 billion overdue tax from debt activity which is $300 million up on the same period 

last year. 

 

35. Despite our efforts, overdue tax debt continues to rise and at a slightly elevated level to that 

forecast at MBU 2025.  Debt levels have historically risen significantly in the February to 

May period as many key due dates fall in this period. The increase above forecast in February 

and March is due to audit compliance activity which has increased revenue but also increased 

debt and above forecast levels of GST debt.  This increased debt, together with a move to 

reporting debt as overdue on the day after the due date has led to a flow-on increase in 

forecast overdue debt in outyears.    

 

36. The appropriation for the Impairment of Debt and Debt Write-Offs has increased by 

$293.900 million for the 2024/25 fiscal year. This increase is due to a $300 million buffer 

agreed as a Budget 2025 technical initiative to reduce the risk of exceeding the 

appropriation. This increase is slightly offset due to the decrease in the underpayment use-

of-money interest rate effective from 8 May 2025.   This will reduce the amount of interest 

being added to debt and consequently the amount of impairment. 

 

37. The appropriation for 2025/26 shows an increase of $120 million. This increase is due to a 

projected increase in impairment resulting from higher debt levels, totalling $249.100 

million.   This reflects the forecast expenditure for 2025/26 and does not include any buffer 

for appropriation management purposes.   We expect to seek a buffer for 2025/26 as part 

of HYEFU 2025. 

  

38. This increase in forecast expenditure in 2025/26 is partially offset by the compliance 

initiatives from Budget 2025: the continuation of funding, which reduces impairment by $54 

million and the increased investment in compliance activities, which further reduces 

impairment by $34 million, and by the reduction in the underpayment use-of-money interest 

rates which reduces the appropriation by a further $41 million.   

 

39. For 2026/27, the increase to appropriation of $25 million is due to higher forecast debt 

levels, resulting in an increase to forecast impairment of $187.1 million. This is mostly offset 

by the reduction in impairment from the underpayment use-of-money interest rates and the 

two Budget 2025 initiatives.  

 

40. In 2027/28 and 2028/29, the appropriation has decreased by $162.1 million since MBU 

2025. This reduction is solely due to the lower underpayment use-of-money interest rates 

and the compliance initiatives from Budget 2025. 
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Other impairments 

 

41. The Impairment of Debt Relating to Student Loans appropriation reflects the Budget 2025 

initiative to include a buffer of $50 million to reduce the risk of exceeding appropriation and 

the one-off gain from the decision to indefinitely freeze the repayment threshold.  This one-

off gain was recognised as a forecast gain in MBU 2025 and is transferred from a forecast 

change to a cabinet decision at BEFU 2025. 

 

42. The increase in relation to the Impairment of Debt and Debt Write-Offs Relating to Child 

Support appropriation is the Budget 2025 initiative to include a buffer of $50 million to 

reduce the risk of exceeding appropriation.  The forecast change is mainly as a result of the 

interim external valuation of the debt book being higher than expected.  

 

43. The increase in relation to the Impairment of debt relating to the SBCS appropriation is the 

Budget 2025 initiative to include a buffer of $40 million to reduce the risk of exceeding 

appropriation. 

 

Final-year Fees Free Payment 

 

44.  

 

  

  

45. The Cabinet decisions include the Budget 2025 initiatives to recognise increased costs in 

relation to payments for final-year Fees Free, the increase to tuition fees and the provision 

of 25 additional medical places.  

 

46. The forecast decreases reflect revisions to the forecast number of completions of study since 

the Budget initiative was submitted. 

 

 

Non-departmental benefits or related expenses - PLA  

 

47. The following table sets out the forecast changes and Cabinet decisions for non-

departmental benefits or related expenses which are established under a permanent 

legislative authority (PLA). 

  

 $ million – increase / (decrease) 

Non-departmental benefits 
or related expenses - PLA 

2024/25* 2025/26 2026/27 2027/28  2028/29 & 
Outyears   

Best Start Tax Credit **      

    MBU 2025     347.000     340.000     342.000     358.000     349.000 

    BEFU 2025     348.000     326.000     285.000     292.000     281.000 

    Forecast change - inc/(dec) 1.000 - 1.000 2.000 3.000 

    Cabinet decisions - inc/(dec) - (14.000) (58.000) (68.000) (71.000) 

Child Support Payments           

    MBU 2025 434.000 442.000 451.000 460.000 469.000 

    BEFU 2025 434.000 442.000 451.000 460.000 469.000 

    Forecast change - inc/(dec) - - - - - 

s 9(2)(g)(i)
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 $ million – increase / (decrease) 

Non-departmental benefits 
or related expenses - PLA 

2024/25* 2025/26 2026/27 2027/28  2028/29 & 
Outyears   

FamilyBoost Tax Credit            

    MBU 2025 131.000 171.000 167.000 165.000 163.000 

    BEFU 2025 131.000 171.000 167.000 165.000 163.000 

    Forecast change - inc/(dec) - - - - - 

Family Tax Credit **          

    MBU 2025 2,431.000 2,355.000 2,385.000 2,538.000 2,476.000 

    BEFU 2025 2,435.000 2,374.000 2,446.000 2,601.000 2,541.000 

    Forecast change - inc/(dec) 4.000 7.000 11.000 12.000 15.000 

    Cabinet decisions - inc/(dec) - 12.000 50.000 51.000 50.000 

In-Work Tax Credit **          

    MBU 2025 559.000 566.000 563.000 580.000 556.000 

    BEFU 2025 554.000 588.000 596.000 615.000 593.000 

    Forecast change - inc/(dec) (5.000) 19.000 22.000 24.000 26.000 

    Cabinet decisions - inc/(dec) - 3.000 11.000 11.000 11.000 

Minimum Family Tax Credit **          

    MBU 2025 10.900 8.500 7.100 6.600 6.600 

    BEFU 2025 10.300 7.900 7.500 7.000 7.000 

    Forecast change - inc/(dec) (0.600) (0.600) (0.600) (0.600) (0.600) 

    Cabinet decisions - inc/(dec) - - 1.000 1.000 1.000 

Total forecast change – 
inc/(dec) 

(0.600) 25.400 33.400 37.400 43.400 

Total Cabinet decisions – 
inc/(dec) 

- 1.000 4.000 (5.000) (9.000) 

* Note:  The 2024/25 year is Supps 2024/25, BEFU 2025 is reflected for 2025/26 and outyears. 

** Working for Families Tax Credits 

 

48. Changes to the Best Start Tax Credit appropriation predominantly reflect Cabinet decisions 

from Budget 2025.  Entitlements for infants under one year of age are no longer universal 

and will be targeted on family incomes, with effect from 1 April 2026.  Underlying 

adjustments to forecast reflect less abatement due to softer income growth. 

 

49. The Family Tax Credit appropriation is affected by Budget 2025 Cabinet decisions, which 

change the abatement settings with effect from 1 April 2026, resulting in increased 

entitlements.  These arise from an increase in the abatement threshold from $42,700 to 

$44,900, with the fiscal impact partially offset by an increase in the abatement rate from 

27% to 27.5%.  Underlying forecast adjustments for BEFU 2025 reflect the impact of weaker 

income growth expectations throughout the forecast period, which reduce abatement for 

families over the threshold. As a partial offset, the expected CPI indexation adjustment on 

1 April 2027 has been revised downwards since MBU 2025, with the rate now expected at 

6.84% (from 7.08% in MBU 2025), and this has a flow on consequence for subsequent 

years. 

 

50. The In-Work Tax Credit (IWTC) appropriation is also affected by the abatement policy 

changes.  Underlying IWTC forecasts have been revised up, again reflecting expectations of 

weaker income growth softening abatement.  The reduction to forecast for 2024/25 reflects 

a timing adjustment to the expected impact of the recent $25 per week increase, with an 

offset in 2025/26. 
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51. The Minimum Family Tax Credit appropriation has been revised down since MBU 2025, 

reflecting ongoing softness in applications.  This has a flow on implication for subsequent 

years. Policy changes to the abatement of Working for Families Tax Credits have a flow on 

consequence to the guaranteed income level which is set for the minimum family tax credit, 

increasing expenditure from April 2026.  

 

 

Non-departmental borrowing expenses - PLA 

 

52. The following table sets out changes to the forecasts for non-departmental borrowing 

expenses that are established under a permanent legislative authority.  

 

 $ million – increase / (decrease) 

Non-departmental 
borrowing expenses - PLA 

2024/25* 2025/26 2026/27 2027/28  2028/29 & 
Outyears   

Environmental Restoration 
Account Interest 

         

    MBU 2025 4.200 4.200 4.200 4.200 4.200 

    BEFU 2025 4.200 4.200 4.200 4.200 4.200 

    Forecast change - inc/(dec) - - - - - 

Income Equalisation Interest          

    MBU 2025 7.000 5.000 5.000 5.000 5.000 

    BEFU 2025 8.000 7.000 6.000 6.000 6.000 

    Forecast change - inc/(dec) 1.000 2.000 1.000 1.000 1.000 

Total forecast change - 
inc/(dec) 

1.000 2.000 1.000 1.000 1.000 

* Note:  The 2024/25 year is Supps 2024/25, BEFU 2025 is reflected for 2025/26 and outyears. 

 

53. The environmental restoration account and income equalisation account allow for timing 

changes for tax on qualifying income or expenditure, and usage of both accounts is demand-

driven.   

 

54. The main income equalisation account allows qualifying taxpayers from the primary sector 

to smooth their taxable income across years. Deposit activity last year was higher than 

usual, but in the current year refunds are exceeding deposits resulting in a declining scheme 

balance. The forecasts for MBU 2025 had incorporated an expectation of a rapid decline in 

the scheme balance, however based on recent activity we now expect this decline in 

appropriation to be at a softer rate.  

 

 

Non-departmental other expenses - PLA 

 

55. The following table sets out the forecast changes for non-departmental other expenses that 

are established under a permanent legislative authority.  
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 $ million – increase / (decrease) 

Non-departmental other 
expenses - PLA 

2024/25* 2025/26 2026/27 2027/28  2028/29 & 
Outyears   

KiwiSaver: Employee and 
Employer Contributions 

         

    MBU 2025 9,980.000 10,520.000 11,150.000 11,830.000 12,550.000 

    BEFU 2025 9,870.000 10,670.000 12,230.000 12,920.000 14,000.000 

Total forecast change – 
inc/(dec) (110.000) 150.000 1,080.000 

 

1,090.000 

 

1,450.000 

* Note:  The 2024/25 year is Supps 2024/25, BEFU 2025 is reflected for 2025/26 and outyears. 

 

56. The appropriation for KiwiSaver: Employee and Employer Contributions sent to scheme 

providers covers contributions to KiwiSaver schemes made through Inland Revenue as an 

administrator (either directly or via PAYE from employers).  The appropriation does not cover 

contributions made by savers directly to their KiwiSaver providers. The impacts of this 

appropriation on the financial statements of the Government are fiscally neutral as the 

appropriation reflects a pass through of funds to providers.   

 

57. Although not detailed in Cabinet advice on the Budget 2025 KiwiSaver changes (because 

this appropriation does not impact the financial statements of the Government), this 

appropriation has been adjusted to reflect those decisions.  The main impact is the increase 

of both employee and minimum employer contributions from 3% to 3.5% from April 2026 

and to 4% from April 2028. The Budget 2025 KiwiSaver changes also expand coverage of 

employer-matching of contributions for youth aged 16 or 17, which should increase uptake 

amongst that age group. 

 

58. Apart from changes to the contribution settings, growth in this appropriation predominantly 

reflects nominal wage growth.  Forecasts of nominal wage growth have been revised down 

since MBU 2025 resulting in softer expectations for contributions and an underlying 

downward revision in this appropriation in the current year and throughout the forecast 

period.   
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R&D Tax Incentive 

 

59. The R&D Tax Incentive appropriation (RDTI) is managed under Vote Revenue using forecasts 

developed by the Ministry of Business, Innovation and Employment (MBIE).   We are 

separately seeking approval from the Minister of Finance and the Minister of Science, 

Innovation and Technology [IR2025/093 refers], for forecast changes relating to this 

appropriation. The following changes are included for your information only: 

 
 $ million – increase / (decrease) 

Vote Revenue 

2024/25* 2025/26 2026/27 2027/28   
2028/29 & 

Outyears   Minister of Science, 
Innovation and Technology  

Non-Departmental Other 

Expenses 

          
Science, Innovation and 
Technology: R&D Tax Incentive 

HYEFU 2024 590.168 652.742 735.000 787.000 841.000 

BEFU 2025 592.968 650.742 731.000 784.000 839.000 

Total forecast change – 
inc/(dec) 

 
2.000 

 
(2.000) (4.000) (3.0000 (2.000) 

Total joint minister's 
decisions - inc/(dec) 0.800 - - - - 

* Note:  The 2024/25 year is Supps 2024/25, BEFU 2025 is reflected for 2025/26 and outyears.  

 

60. The forecasts are based on MBIE’s RDTI fiscal-cost forecast, which is based on the 

Treasury’s BEFU 2025 macroeconomic forecasts of Nominal Gross Domestic Product (GDP) 

as at 7 April 2025. 

 

61.  and consequently 

we are now seeking joint approval for the changes to forecast since HYEFU 2024. 

 

62. The forecast changes result in a minor reduction in the fiscal costs across years from 

2025/26 onwards. These changes are driven by an increase in the Treasury’s estimate of 

GDP for 2022/23. This reduces the baseline R&D intensity rate from which the predictions 

for future years are calculated. MBIE’s RDTI forecast relates to all RDTI-related expenditure.  

 

63. In November 2024, joint ministers (Minister of Revenue and Minister of Finance) approved 

an increase in the forecast appropriation of $800,000 in 2024/25 to reflect the decision to 

apply the discretionary powers that allow RDTI approvals to be corrected when they have 

been filed under the incorrect entity retrospectively to the start of the RDTI regime in 2019 

[IR2024/396 refers].  

and we are seeking approval from the Minister of Science, Innovation and Technology who 

holds the delegations for this appropriation through IR 2025/093. 

 

 

 

s 9(2)(g)(i)

s 9(2)(g)(i)
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Appendix A 

 

The forecasts cover the following non-departmental expenditure appropriations (with an asterisk 

identifying expenditure items that are established under a permanent legislative authority): 

 

Benefits or related expenses: 

• Best Start Tax Credit*  

• Child Support Payments* 

• FamilyBoost Tax Credit* 

• Family Tax Credit* 

• In-Work Tax Credit*  

• KiwiSaver: Interest 

• KiwiSaver: Tax Credit, Contribution and 

Residual Entitlement 

• Minimum Family Tax Credit* 

• Paid Parental Leave Payments 

 

Borrowing expenses:  

• Environmental Restoration Account 

Interest* 

• Income Equalisation Interest* 

 

 

 

Other expenses: 

• Cost of Living payment 

• COVID-19 Resurgence Support 

Payment 

• COVID-19 Support Payment 

• Final-year Fees Free Payments  

• Initial Fair Value Write-Down 

Relating to Student Loans 

• Impairment of Debt and Debt 

Write-Offs 

• KiwiSaver: Employee and 

Employer Contributions* 

• Science, Innovation and 

Technology: R&D Tax Incentive 

• Impairment of Debt and Debt 

Write-Offs Relating to Child 

Support 

• Impairment of debt relating to 

the SBCS 

• Impairment of Debt Relating to 

Student Loans 

 

The following appropriations are still active but Inland Revenue can no longer process new 

claims: 

 

Other expenses: 

• Initial Fair-Value Write-Down Relating to the Small Business Cashflow Scheme COVID-19 

 

Capital expenditure: 

• Small Business Cashflow Scheme COVID-19 
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Appendix B – Table 2 Baseline Changes Reports for Vote Revenue non-

departmental appropriations 

 

The Table 2 reports attached set out the forecast changes for Vote Revenue Crown (non-

departmental) from MBU 2025 in a tabulated format. The tables include tax forecasts 

prepared by the Treasury. 

 

The Table 2 reports attached are for: 

• 2024/25 Supplementary Estimates (SUPPS 2024/25)  

• 2025 Budget Economic and Fiscal Update (BEFU 2025). 

 

 



Table 2: Baseline Changes Report, 2025 Budget (BEFU), Vote 20 - 0: IRD Crown - Revenue 
(IRD-Crown). 

Classification 2024/25 2025/26 2026/27 2027/28 2028/29 Authority for Change Final Year

$000 $000 $000 $000 $000 Funding

Benefits or Related Expenses
Best Start Tax Credit (PLA)

Non-Dept Other Appropriation
Cumulative forecasting changes impacting Best 
Start Tax Credit Fcst Adj  - - 1,000 2,000 3,000 CO (18) 2 On going
Working for Families – Best Start Tax Credit 
Changes Cabinet   - (14,000) (58,000) (68,000) (71,000) Initiative 16308 On going

Family Tax Credit (PLA)
Non-Dept Other Appropriation

Cumulative forecasting changes impacting Family 
Tax Credit Fcst Adj  - 7,000 11,000 12,000 15,000 CO (18) 2 On going

Working for Families Abatement Changes Cabinet   - 12,000 50,000 51,000 50,000 Initiative 16309 On going

In-Work Tax Credit (PLA)
Non-Dept Other Appropriation

Cumulative forecasting changes impacting In-Work 
Tax Credit Fcst Adj  - 19,000 22,000 24,000 26,000 CO (18) 2 On going

Working for Families Abatement Changes Cabinet   - 3,000 11,000 11,000 11,000 Initiative 16309 On going

KiwiSaver: Interest
Non-Dept Annual Appropriation

Cumulative forecasting changes impacting 
KiwiSaver: Interest Fcst Adj  - 500 500 500 500 CO (18) 2 On going

KiwiSaver: Tax Credit, Contribution and Residual 
Entitlement

Non-Dept Annual Appropriation
Cumulative forecasting changes impacting 
KiwiSaver: Tax Credit, Contribution and Residual 
Entitlement Fcst Adj  - 20,000 18,400 23,200 14,700 CO (18) 2 On going

KiwiSaver Package Cabinet   - (576,000) (598,400) (626,200) (641,700) Initiative 16318 On going

Minimum Family Tax Credit (PLA)
Non-Dept Other Appropriation

Cumulative forecasting changes impacting Minimum 
Family Tax Credit Fcst Adj  - (600) (600) (600) (600) CO (18) 2 On going

Working for Families Abatement Changes Cabinet   - - 1,000 1,000 1,000 Initiative 16309 On going

Total changes - Benefits or Related 
Expenses - (529,100) (542,100) (570,100) (592,100)

Non-Departmental Borrowing Expenses
Income Equalisation Interest (PLA)

Non-Dept Other Appropriation
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Classification 2024/25 2025/26 2026/27 2027/28 2028/29 Authority for Change Final Year

$000 $000 $000 $000 $000 Funding

Cumulative forecasting changes impacting Income 
Equalisation Interest Fcst Adj  - 2,000 1,000 1,000 1,000 CO (18) 2 On going

Total changes - Non-Departmental 
Borrowing Expenses - 2,000 1,000 1,000 1,000

Non-Departmental Other Expenses
Final-year Fees Free Payments

Non-Dept Annual Appropriation
Cumulative forecasting changes impacting Final-
year Fees Free Payments Fcst Adj  - (3,794) (8,457) (22,912) (22,747) CO (18) 2 On going
Delivering Quality and Timely Primary Care: Next 
Steps and Implementation Cabinet   - - - (167) (170) CAB-25-Min-0045 On going

Final-year Fees Free - Increased Cost Cabinet   - 6,312 35,684 61,676 75,159 Initiative 16934 On going
Increased Tuition Fees - Impacts Related to Student 
Loans and Final-year Fees Free Payments Cabinet   - 238 3,927 6,737 8,903 Initiative 17003 On going

Impairment of Debt and Debt Write-Offs
Non-Dept Annual Appropriation

Compliance Activities - Continuation of Funding Cabinet   - (54,000) (54,000) (54,000) (54,000) Initiative 16694 On going

Compliance Activities - Increasing Investment Cabinet   - (34,000) (68,000) (68,000) (68,000) Initiative 16322 On going
Cumulative forecasting changes impacting 
Impairment of Debt and Debt Write-Offs Fcst Adj  - 249,100 187,100 - - CO (18) 2 On going
Taxation (Use of Money Interest Rates) Amendment 
Regulations 2025 Cabinet   - (41,100) (41,100) (41,100) (41,100)

LEG-25-MIN-0045, CAB-25-
MIN-0106 On going

Working for Families Abatement Changes Cabinet   - - 1,000 1,000 1,000 Initiative 16309 On going

Initial Fair Value Write-Down Relating to Student 
Loans

Non-Dept Annual Appropriation
Cumulative Forecasting Changes impacting Initial 
Fair Value Write-Down Relating to Student Loans Fcst Adj  - 12,015 (9,081) (22,488) (27,424) CO (18) 2 On going
Delivering Quality and Timely Primary Care: Next 
Steps and Implementation Cabinet   - 96 192 268 501 CAB-25-Min-0045 On going
Increased Tuition Fees - Impacts Related to Student 
Loans and Final-year Fees Free Payments Cabinet   - 13,889 16,889 17,220 17,923 Initiative 17003 On going
Student Loans - Indefinite Freeze of the Repayment 
Threshold Cabinet   - (9,000) (11,000) (14,000) (16,000) Initiative 16764 On going

KiwiSaver: Employee and Employer 
Contributions (PLA)

Non-Dept Other Appropriation
Cumulative forecasting changes impacting 
KiwiSaver Contributions Fcst Adj  - 150,000 1,080,000 1,090,000 1,450,000 CO (18) 2 On going

Science, Innovation and Technology: R&D Tax 
Incentive

Non-Dept Annual Appropriation
Cumulative forecasting changes impacting R& D 
Tax Incentive Fcst Adj  - 3,000 - 1,000 1,000 CO (18) 2 On going
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Classification 2024/25 2025/26 2026/27 2027/28 2028/29 Authority for Change Final Year

$000 $000 $000 $000 $000 Funding

Total changes - Non-Departmental Other 
Expenses - 292,756 1,133,154 955,234 1,325,045

Tax Revenue
Companies

Non-Dept Revenue
Base maintenance measure for inclusion in 
upcoming Amendment Paper Other     - 200 200 200 200

IR2025/066 Approved by 
Joint Ministers On going

Compliance Activities - Continuation of Funding Cabinet   - 24,000 24,000 24,000 24,000 Initiative 16694 On going

Compliance Activities - Increasing Investment Cabinet   - 47,700 95,400 95,400 95,400 Initiative 16322 On going
Cumulative forecasting changes impacting 
Companies Fcst Adj  - 13,940 (92,560) (469,360) (370,860) CO (18) 2 On going

Employee Share Schemes - Tax Deferral Regime Cabinet   - 400 2,000 2,000 1,000 Initiative 16908 On going
Income Tax (Fringe Benefit Tax, Interest on Loans) 
Amendment Regulations 2025 Cabinet   - 760 760 760 760

LEG-25-MIN-0047, CAB-25-
MIN-0106 On going

Investment Boost - Partial Expensing Regime Cabinet   - (1,665,000) (1,466,000) (1,560,000) (1,163,000) Initiative 16317 On going

KiwiSaver Package Cabinet   - (36,900) (148,700) (185,900) (335,400) Initiative 16318 On going
Taxation (Use of Money Interest Rates) Amendment 
Regulations 2025 Cabinet   - (1,100) (1,100) (1,100) (1,100)

LEG-25-MIN-0045, CAB-25-
MIN-0106 On going

Fringe Benefit Tax
Non-Dept Revenue

Cumulative forecasting changes impacting Fringe 
Benefit Tax Fcst Adj  - (290) (3,290) (4,290) (6,290) CO (18) 2 On going
Income Tax (Fringe Benefit Tax, Interest on Loans) 
Amendment Regulations 2025 Cabinet   - (2,710) (2,710) (2,710) (2,710)

LEG-25-MIN-0047, CAB-25-
MIN-0106 On going

Gaming Duties
Non-Dept Revenue

Cumulative forecasting changes impacting Gaming 
Duties Fcst Adj  - 4,000 4,000 4,000 3,000 CO (18) 2 On going

Goods and Services Tax (IRD)
Non-Dept Revenue

Compliance Activities - Continuation of Funding Cabinet   - 68,000 68,000 68,000 68,000 Initiative 16694 On going

Compliance Activities - Increasing Investment Cabinet   - 36,040 72,080 72,080 72,080 Initiative 16322 On going
Cumulative forecasting changes impacting Goods 
and Services Tax (IRD) Fcst Adj  - (74,040) (132,080) (102,080) (247,080) CO (18) 2 On going
Taxation (Use of Money Interest Rates) Amendment 
Regulations 2025 Cabinet   - (18,000) (18,000) (18,000) (18,000)

LEG-25-MIN-0045, CAB-25-
MIN-0106 On going

Other Indirect Taxes
Non-Dept Revenue

Cumulative forecasting changes impacting Other 
Indirect Taxes Fcst Adj  - (1,000) (1,000) (1,000) (1,000) CO (18) 2 On going

Digital Economy Taxation Measures Cabinet   - - (194,000) (139,000) (146,000) CAB-25-MIN-0079 On going

Other Persons
Non-Dept Revenue

Compliance Activities - Continuation of Funding Cabinet   - 55,000 55,000 55,000 55,000 Initiative 16694 On going
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Classification 2024/25 2025/26 2026/27 2027/28 2028/29 Authority for Change Final Year

$000 $000 $000 $000 $000 Funding

Compliance Activities - Increasing Investment Cabinet   - 22,260 44,520 44,520 44,520 Initiative 16322 On going
Cumulative forecasting changes impacting Other 
Persons Fcst Adj  - (168,360) (105,920) (151,920) (181,920) CO (18) 2 On going

Employee Share Schemes - Tax Deferral Regime Cabinet   - (1,300) (5,000) (5,000) (4,000) Initiative 16908 On going

Investment Boost - Partial Expensing Regime Cabinet   - (165,000) (145,000) (154,000) (115,000) Initiative 16317 On going
Taxation (Use of Money Interest Rates) Amendment 
Regulations 2025 Cabinet   - (9,600) (9,600) (9,600) (9,600)

LEG-25-MIN-0045, CAB-25-
MIN-0106 On going

Source Deductions
Non-Dept Revenue

Compliance Activities - Continuation of Funding Cabinet   - 3,000 3,000 3,000 3,000 Initiative 16694 On going
Cumulative forecasting changes impacting Source 
Deductions Fcst Adj  - (418,500) (571,000) (703,100) (822,500) CO (18) 2 On going

KiwiSaver Package Cabinet   - 57,800 251,300 342,400 590,800 Initiative 16318 On going
Taxation (Use of Money Interest Rates) Amendment 
Regulations 2025 Cabinet   - (6,300) (6,300) (6,300) (6,300)

LEG-25-MIN-0045, CAB-25-
MIN-0106 On going

Withholding Taxes
Non-Dept Revenue

Cumulative forecasting changes impacting 
Withholding Taxes Fcst Adj  - 27,000 (81,000) (175,000) (186,000) CO (18) 2 On going

Total changes - Tax Revenue - (2,208,000) (2,363,000) (2,977,000) (2,659,000)

Non-Tax Revenue
Child Support Collections

Non-Dept Revenue
Cumulative forecasting changes impacting Child 
Support Collections Fcst Adj  - 2,000 2,000 1,000 1,000 CO (18) 2 On going

Interest on Impaired Student Loans
Non-Dept Revenue

Cumulative forecasting changes impacting Interest 
on Impaired Student Loans Fcst Adj  - (6,296) (5,366) (9,692) (15,197) CO (18) 2 On going
Delivering Quality and Timely Primary Care: Next 
Steps and Implementation Cabinet   - 3 16 39 75 CAB-25-Min-0045 On going
Increased Tuition Fees - Impacts Related to Student 
Loans and Final-year Fees Free Payments Cabinet   - 293 1,350 2,653 4,122 Initiative 17003 On going
Student Loans - Indefinite Freeze of the Repayment 
Threshold Cabinet   - 3,000 2,000 2,000 2,000 Initiative 16764 On going

Other non-tax revenue
Non-Dept Revenue

Cumulative forecasting changes impacting Other 
non-tax revenue Fcst Adj  - 6,000 20,000 32,000 43,000 CO (18) 2 On going

Small Business Cashflow Scheme interest 
unwind

Non-Dept Revenue
Cumulative forecasting changes impacting Small 
Business Cashflow Scheme interest unwind Fcst Adj  - (1,000) - - - CO (18) 2 On going

Unclaimed Monies
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Classification 2024/25 2025/26 2026/27 2027/28 2028/29 Authority for Change Final Year

$000 $000 $000 $000 $000 Funding

Non-Dept Revenue
Cumulative forecasting changes impacting 
Unclaimed Monies Fcst Adj  - (30,000) (30,000) (30,000) (30,000) CO (18) 2 On going

Working for Families Tax Credit Interest and 
Penalties

Non-Dept Revenue
Cumulative forecasting changes impacting Working 
for Families Tax Credit Interest and Penalties Fcst Adj  - 6,000 9,000 12,000 16,000 CO (18) 2 On going

Total changes - Non-Tax Revenue - (20,000) (1,000) 10,000 21,000

Capital Receipts
Small Business Cashflow Scheme receipts

Non-Dept Revenue
Cumulative forecasting changes impacting Small 
Business Cashflow Scheme Receipts Fcst Adj  - 10,900 14,700 818 1,000 CO (18) 2 On going

Student Loans - Receipts
Non-Dept Revenue

Cumulative forecasting changes impacting Student 
Loan - Receipts Fcst Adj  - 3,000 21,000 11,000 20,000 CO (18) 2 On going

Total changes - Capital Receipts - 13,900 35,700 11,818 21,000

Classification Key
Short Name Description Reference

Cabinet   Cabinet policy decision Approvals are sought in cabinet papers (refer to cabinet manual), with authority given via a cabinet minute. 
The authority for change should reference both supporting documents.

ECT       Expense and Capital Transfer Defined in (Cabinet Office Circular Financial changes that can be approved by Joint Ministers). Transferring 
funding within an appropriation across financial years.

ECT ip    Expense and Capital Transfer in-principle Defined in (Cabinet Office Circular). The portion of an ECT that can't be accurately quantified so the 
transfer amount has been approved in-principle. 1st time can count in fiscal forecasts is OBU.

Fcst Adj  Forecast Adjustments Defined in (Cabinet Office Circular). Adjustments to the forecast expenditure of PLAs or where there is a 
pre-determined cost calcultion, or Crown Revenue.

FLoS      Front-Loading of Spending Defined in (Cabinet Office Circular Financial changes that can be approved by Joint Ministers). Bringing 
forward expenditure to create lasting cost savings.

FNA       Fiscally Neutral Adjustment Defined in (Cabinet Office Circular Financial changes that can be approved by Joint Ministers). Transferring 
funding between appropriations within a financial year.

RoU       Retention of Underspends Defined in (Cabinet Office Circular Financial changes that can be approved by Joint Ministers). Transferring 
underspends to the next financial year.

RoU 50%   Retention of Underspends @ 50% Defined in CO Circular. Portion of an ROU can't accurately quantify so the transfer amount of 50% of an 
underspend has been approved in-principle. 1st time can count in fiscal forecasts is OBU.

Tech Adj  Technical adjustment Defined in (Cabinet Office Circular). Technical accounting adjustments with no cash impact to the Crown, 
MYA spending profile changes, non-controversial appropriation title or scope changes.

SuppsJune Offset MYA June vs Supps Difference This is a subset of the Technical Adjustments classification for neutral changes to the MYA spending profile 
to offset the difference between the Supps Forecast and June Actual.
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BudgetOY4 Offset MYA Budget OY4 Rollover This is a subset of the Technical Adjustments classification for neutral changes to the MYA spending profile 
to offset the rollover of Budget OY4 into OBU OY4.

Return Sav Return of savings to the Crown Returning savings to the Crown is always encouraged. Departments can achieve this by constantly looking 
for efficiency gains through improvements in processes and technology.

Crwn Liab Recognition of Existing Crown liability Crown liabilities need to be recognised as soon as possible. These affect Non-Departmental Appropriations.

Other     Other changes outside the above criteria There should be very few changes outside the above criteria, so if there are any they require extra scrutiny.
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Table 2: Baseline Changes Report, 2024/25 Supps, Vote 20 - 0: IRD Crown - Revenue (IRD-
Crown). 

Classification 2024/25 Authority for Change Final Year

$000 Funding

Benefits or Related Expenses
Best Start Tax Credit (PLA)

Non-Dept Other Appropriation
Cumulative forecasting changes impacting Best 
Start Tax Credit Fcst Adj  1,000 CO (18) 2 N/A

Family Tax Credit (PLA)
Non-Dept Other Appropriation

Cumulative forecasting changes impacting Family 
Tax Credit Fcst Adj  4,000 CO (18) 2 N/A

In-Work Tax Credit (PLA)
Non-Dept Other Appropriation

Cumulative forecasting changes impacting In-Work 
Tax Credit Fcst Adj  (5,000) CO (18) 2 N/A

KiwiSaver: Interest
Non-Dept Annual Appropriation

Buffers on Impairment and Demand-Driven 
Appropriations Cabinet   500 Initiative 16798 N/A
Cumulative forecasting changes impacting 
KiwiSaver: Interest Fcst Adj  200 CO (18) 2 N/A

KiwiSaver: Tax Credit, Contribution and Residual 
Entitlement

Non-Dept Annual Appropriation
Buffers on Impairment and Demand-Driven 
Appropriations Cabinet   53,000 Initiative 16798 N/A

Minimum Family Tax Credit (PLA)
Non-Dept Other Appropriation

Cumulative forecasting changes impacting Minimum 
Family Tax Credit Fcst Adj  (600) CO (18) 2 N/A

Paid Parental Leave Payments
Non-Dept Annual Appropriation

Buffers on Impairment and Demand-Driven 
Appropriations Cabinet   36,000 Initiative 16798 N/A
Cumulative forecasting changes impacting Paid 
Parental Leave Payments Fcst Adj  5,000 CO (18) 2 N/A

Total changes - Benefits or Related 
Expenses 94,100

Non-Departmental Borrowing Expenses
Income Equalisation Interest (PLA)

Non-Dept Other Appropriation

17 Apr 2025 11:43:51 AM CFISnets 9(2)(a)



Classification 2024/25 Authority for Change Final Year

$000 Funding

Cumulative forecasting changes impacting Income 
Equalisation Interest Fcst Adj  1,000 CO (18) 2 N/A

Total changes - Non-Departmental 
Borrowing Expenses 1,000

Non-Departmental Other Expenses
Impairment of Debt and Debt Write-Offs

Non-Dept Annual Appropriation
Buffers on Impairment and Demand-Driven 
Appropriations Cabinet   300,000 Initiative 16798 N/A
Taxation (Use of Money Interest Rates) Amendment 
Regulations 2025 Cabinet   (6,100)

LEG-25-MIN-0045, CAB-25-
MIN-0106 N/A

Impairment of Debt and Debt Write-Offs Relating 
to Child Support

Non-Dept Annual Appropriation
Buffers on Impairment and Demand-Driven 
Appropriations Cabinet   50,000 Initiative 16798 N/A
Cumulative forecasting changes impacting 
Impairment of Debt and Debt Write-Offs Relating to 
Child Support Fcst Adj  (15,000) CO (18) 2 N/A

Impairment of Debt Relating to Student Loans
Non-Dept Annual Appropriation

Buffers on Impairment and Demand-Driven 
Appropriations Cabinet   50,000 Initiative 16798 N/A
Cumulative forecasting changes impacting 
Impairment of Debt relating to Student Loans Fcst Adj  76,000 CO (18) 2 N/A
Student Loans - Indefinite Freeze of the Repayment 
Threshold Cabinet   (76,000) Initiative 16764 N/A

Impairment of debt relating to the SBCS
Non-Dept Annual Appropriation

Buffers on Impairment and Demand-Driven 
Appropriations Cabinet   40,000 Initiative 16798 N/A

Initial Fair Value Write-Down Relating to Student 
Loans

Non-Dept Annual Appropriation
Buffers on Impairment and Demand-Driven 
Appropriations Cabinet   30,000 Initiative 16798 N/A
Cumulative Forecasting Changes impacting Initial 
Fair Value Write-Down Relating to Student Loans Fcst Adj  (21,000) CO (18) 2 N/A
Student Loans - Indefinite Freeze of the Repayment 
Threshold Cabinet   (5,000) Initiative 16764 N/A

KiwiSaver: Employee and Employer 
Contributions (PLA)

Non-Dept Other Appropriation
Cumulative forecasting changes impacting 
KiwiSaver Contributions Fcst Adj  (110,000) CO (18) 2 N/A
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Classification 2024/25 Authority for Change Final Year

$000 Funding

Science, Innovation and Technology: R&D Tax 
Incentive

Non-Dept Annual Appropriation
Cumulative forecasting changes impacting R& D 
Tax Incentive Fcst Adj  6,800 CO (18) 2 N/A

Total changes - Non-Departmental Other 
Expenses 319,700

Tax Revenue
Companies

Non-Dept Revenue
Base maintenance measure for inclusion in 
upcoming Amendment Paper Other     200

IR2025/066 Approved by 
Joint Ministers N/A

Cumulative forecasting changes impacting 
Companies Fcst Adj  501,810 CO (18) 2 N/A
Income Tax (Fringe Benefit Tax, Interest on Loans) 
Amendment Regulations 2025 Cabinet   190

LEG-25-MIN-0047, CAB-25-
MIN-0106 N/A

Investment Boost - Partial Expensing Regime Cabinet   (189,000) Initiative 16317 N/A
Taxation (Use of Money Interest Rates) Amendment 
Regulations 2025 Cabinet   (200)

LEG-25-MIN-0045, CAB-25-
MIN-0106 N/A

Fringe Benefit Tax
Non-Dept Revenue

Cumulative forecasting changes impacting Fringe 
Benefits Tax Fcst Adj  (320) CO (18) 2 N/A
Income Tax (Fringe Benefit Tax, Interest on Loans) 
Amendment Regulations 2025 Cabinet   (680)

LEG-25-MIN-0047, CAB-25-
MIN-0106 N/A

Gaming Duties
Non-Dept Revenue

Cumulative forecasting changes impacting Gaming 
Duties Fcst Adj  (1,000) CO (18) 2 N/A

Goods and Services Tax (IRD)
Non-Dept Revenue

Cumulative forecasting changes impacting Goods 
and Services Tax (IRD) Fcst Adj  86,700 CO (18) 2 N/A
Taxation (Use of Money Interest Rates) Amendment 
Regulations 2025 Cabinet   (2,700)

LEG-25-MIN-0045, CAB-25-
MIN-0106 N/A

Other Persons
Non-Dept Revenue

Cumulative forecasting changes impacting Other 
Persons Fcst Adj  432,400 CO (18) 2 N/A

Investment Boost - Partial Expensing Regime Cabinet   (19,000) Initiative 16317 N/A
Taxation (Use of Money Interest Rates) Amendment 
Regulations 2025 Cabinet   (1,400)

LEG-25-MIN-0045, CAB-25-
MIN-0106 N/A

Source Deductions
Non-Dept Revenue
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Classification 2024/25 Authority for Change Final Year

$000 Funding

Cumulative forecasting changes impacting Source 
Deductions Fcst Adj  (520,100) CO (18) 2 N/A
Taxation (Use of Money Interest Rates) Amendment 
Regulations 2025 Cabinet   (900)

LEG-25-MIN-0045, CAB-25-
MIN-0106 N/A

Withholding Taxes
Non-Dept Revenue

Cumulative forecasting changes impacting 
Withholding Taxes Fcst Adj  8,000 CO (18) 2 N/A

Total changes - Tax Revenue 294,000

Non-Tax Revenue
Interest on Impaired Student Loans

Non-Dept Revenue
Cumulative forecasting changes impacting Interest 
on Impaired Student Loans Fcst Adj  (4,000) CO (18) 2 N/A
Student Loans - Indefinite Freeze of the Repayment 
Threshold Cabinet   1,000 Initiative 16764 N/A

Other non-tax revenue
Non-Dept Revenue

Cumulative forecasting changes impacting Other 
non-tax revenue Fcst Adj  (10,000) CO (18) 2 N/A

Small Business Cashflow Scheme interest 
unwind

Non-Dept Revenue
Cumulative forecasting changes impacting Small 
Business Cashflow Scheme interest unwind Fcst Adj  (3,000) CO (18) 2 N/A

Unclaimed Monies
Non-Dept Revenue

Cumulative forecasting changes impacting 
Unclaimed Monies Fcst Adj  (30,000) CO (18) 2 N/A

Working for Families Tax Credit Interest and 
Penalties

Non-Dept Revenue
Cumulative forecasting changes impacting Working 
for Families Tax Credit Interest and Penalties Fcst Adj  (105) CO (18) 2 N/A

Total changes - Non-Tax Revenue (46,105)

Capital Receipts
Small Business Cashflow Scheme receipts

Non-Dept Revenue
Cumulative forecasting changes impacting Small 
Business Cashflow Scheme Receipts Fcst Adj  1,000 CO (18) 2 N/A

Student Loans - Receipts
Non-Dept Revenue

Cumulative forecasting changes impacting Student 
Loan - Receipts Fcst Adj  (10,000) CO (18) 2 N/A
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Classification 2024/25 Authority for Change Final Year

$000 Funding

Total changes - Capital Receipts (9,000)

Classification Key
Short Name Description Reference

Cabinet   Cabinet policy decision Approvals are sought in cabinet papers (refer to cabinet manual), with authority given via a cabinet minute. 
The authority for change should reference both supporting documents.

ECT       Expense and Capital Transfer Defined in (Cabinet Office Circular Financial changes that can be approved by Joint Ministers). Transferring 
funding within an appropriation across financial years.

ECT ip    Expense and Capital Transfer in-principle Defined in (Cabinet Office Circular). The portion of an ECT that can't be accurately quantified so the 
transfer amount has been approved in-principle. 1st time can count in fiscal forecasts is OBU.

Fcst Adj  Forecast Adjustments Defined in (Cabinet Office Circular). Adjustments to the forecast expenditure of PLAs or where there is a 
pre-determined cost calcultion, or Crown Revenue.

FLoS      Front-Loading of Spending Defined in (Cabinet Office Circular Financial changes that can be approved by Joint Ministers). Bringing 
forward expenditure to create lasting cost savings.

FNA       Fiscally Neutral Adjustment Defined in (Cabinet Office Circular Financial changes that can be approved by Joint Ministers). Transferring 
funding between appropriations within a financial year.

RoU       Retention of Underspends Defined in (Cabinet Office Circular Financial changes that can be approved by Joint Ministers). Transferring 
underspends to the next financial year.

RoU 50%   Retention of Underspends @ 50% Defined in CO Circular. Portion of an ROU can't accurately quantify so the transfer amount of 50% of an 
underspend has been approved in-principle. 1st time can count in fiscal forecasts is OBU.

Tech Adj  Technical adjustment Defined in (Cabinet Office Circular). Technical accounting adjustments with no cash impact to the Crown, 
MYA spending profile changes, non-controversial appropriation title or scope changes.

SuppsJune Offset MYA June vs Supps Difference This is a subset of the Technical Adjustments classification for neutral changes to the MYA spending profile 
to offset the difference between the Supps Forecast and June Actual.

BudgetOY4 Offset MYA Budget OY4 Rollover This is a subset of the Technical Adjustments classification for neutral changes to the MYA spending profile 
to offset the rollover of Budget OY4 into OBU OY4.

Return Sav Return of savings to the Crown Returning savings to the Crown is always encouraged. Departments can achieve this by constantly looking 
for efficiency gains through improvements in processes and technology.

Crwn Liab Recognition of Existing Crown liability Crown liabilities need to be recognised as soon as possible. These affect Non-Departmental Appropriations.

Other     Other changes outside the above criteria There should be very few changes outside the above criteria, so if there are any they require extra scrutiny.
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17 April 2025 

 

Minister of Finance 

Minister of Science, Innovation and Technology 

Minister of Revenue  

Vote Revenue: 2025 Budget Economic and Fiscal Update submission for the 

Research and Development Tax Incentive appropriation 

Executive Summary 

1. This report asks you to note the changes to the forecast costs of the research and 

development tax incentive and seeks your approval for the corresponding changes to the 

R&D Tax Incentive (RDTI) appropriation. 

2. The RDTI appropriation is managed under Vote Revenue using forecasts developed by the 

Ministry of Business, Innovation and Employment (MBIE). The Minister of Science, 

Innovation and Technology is the responsible Appropriation Minister for the appropriation. 

3. Inland Revenue Te Tari Taake submitted the updated forecast for this appropriation to the 

Treasury on 15 April as part of the 2025 Budget Economic and Fiscal Update (BEFU 2025). 

Forecast changes in this report for BEFU 2025 are compared against the 2024 Half-year 

Economic and Fiscal Update (HYEFU 2024). The forecasts include all Cabinet and joint 

minister’s decisions that impact the appropriation up to and including 14 April 2025. 

4. A forecast update and request for approval for changes to the appropriation since HYEFU 

2024 was provided as part of the 2025 March Baseline Update (MBU 2025) submission for 

the RDTI appropriation [IR2025/071 refers]

5. The forecasts are based on MBIE’s RDTI fiscal-cost forecast, which currently extends to 

2031/32, and are based on the Treasury’s macroeconomic forecasts of nominal gross 

domestic product (GDP) as at 7 April 2025.  

6. MBIE’s forecast relates to all RDTI-related expenditure. The previous government made a 

decision to decrease the forecast for the RDTI appropriation and approved a corresponding 

increase to expenditure in the in-year payments loans appropriation [DEV-22-MIN-0062 

refers]. This appropriation was not managed under Vote Revenue and hence was excluded 

from the BEFU 2025 forecast. 

7. The in-year payments loans programme was discontinued in 2023/24, and the remaining 

funds transferred to the centre. However, the RDTI appropriation is still reduced by this 
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amount until 2025/26 as the funds were transferred out of the RDTI appropriation at that 

time. 

8. In November 2024, joint ministers (Minister of Revenue and Minister of Finance) approved 

an increase in the forecast appropriation of $800,000 in 2024/25 to reflect the decision to 

apply the discretionary powers that allow RDTI approvals to be corrected when they have 

been filed under the incorrect entity retrospectively to the start of the RDTI regime in 2019 

[IR2024/396 refers].  This decision resulted in the following forecast change to the Science, 

Innovation and Technology: R&D Tax Incentive appropriation: 

 

 $ million – increase / (decrease) 

Vote Revenue 

Minister of Science, Innovation and 
Technology 

2024/25 2025/26 2026/27 2027/28 2028/29 & 
outyears 

Non-departmental Other Expenses: 

Science, Innovation and Technology: 
R&D Tax Incentive 

0.800 - - - - 

Total Operating 0.800 - - - - 

9. We have included this joint minister’s decision in this baseline update as it requires approval 

from the Minister of Science, Innovation and Technology, as the Appropriation Minister: 

10. We are seeking your joint approval for the following forecast and appropriation changes 

within Vote Revenue since HYEFU 2024:  

11. The new forecast results in a minor reduction in the fiscal costs across years from 2025/26 

onwards. These changes are driven by an increase in the Treasury’s estimate of GDP for 

2022/23. This reduces the baseline research and development intensity rate from which the 

predictions for future years are calculated.  

 

 

$ million 

RDTI forecast – BEFU 2025 2024/25 2025/26 2026/27 2027/28   2028/29 & 

Outyears   

MBIE RDTI total fiscal-cost forecast 
 

632.000 680.000 731.000 784.000 839.000 

Less the in-year payment (39.832) (29.258) - - - 

Joint minister’s decision 0.800 - - - - 

RDTI within Vote Revenue 592.968 650.742 731.000 784.000 839.000 

  $ million – increase/ (decrease) 

Vote Revenue 

Minister of Science, Innovation and 
Technology  

2024/25 2025/26 2026/27 2027/28  
 

2028/29 & 

Outyears   

Non-departmental Other Expenses 

Science, Innovation and Technology: 
R&D Tax Incentive 

         

    HYEFU 2024 590.168 652.742 735.000 787.000 841.000 

    BEFU 2025 592.968 650.742 731.000 784.000 839.000 

Total change – Inc/ (dec) 2.800 (2.000) (4.000) (3.000) (2.000) 

    Joint minister’s decision –    
Inc/(dec) 0.800 - - - - 

    Forecast change – Inc/ (dec) 2.000 (2.000) (4.000) (3.000) (2.000) 
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Budget 2025 Estimates documentation  

12. The Minister of Science, Innovation and Technology is responsible for RDTI, but it is 

appropriated under Vote Revenue. As part of the Budget 2025 process, the Minister of 

Revenue will sign off the Vote Revenue Estimates documentation on behalf of the Minister 

of Science, Innovation and Technology for this appropriation.   

 

Consultation 

13. The Treasury and the Ministry of Business, Innovation and Employment have been consulted 

on this report. 

14. The Treasury notes that forecasts for the RDTI appropriation have historically been higher 

than actuals. The final evaluation for the RDTI was released in March 2025 and has provided 

more data on eligible research and development expenditure. The Treasury would expect 

future forecasts to be refined by using this data, and as such be more reflective of actual 

expenditure. 

Recommended action 

15. It is recommended that you: 

(a) note the joint minister’s decision to apply the discretionary powers that allow RDTI approvals 

to be corrected when they have been filed under the incorrect entity retrospectively to the 

start of the RDTI regime in 2019; 

 

Noted                                                        Noted 

 

 

(b) approve the following changes to the appropriation to give effect to the policy decision in 

recommendation (a) above, with a corresponding impact on the operating balance and net 

core Crown debt: 

 

Approved/Not Approved                              Approved/Not Approved 

 

 

  $ million – increase / (decrease) 

Vote Revenue 

Minister of Science, Innovation and 
Technology 

2024/25 2025/26 2026/27 2027/28 2028/29 & 

Outyears   

Non-departmental Other Expenses: 

Science, Innovation and Technology: 
R&D Tax Incentive 0.800 - - - - 

Total joint ministers change – 
inc/(dec) 0.800 - - - - 





 

 

  

 

Inland Revenue report: Budget 2025 Estimates for Vote Revenue – 

Vote Minister sign-off 

Date: 24 April 2025 Priority: High 

Security level: In confidence – Budget 

sensitive 

Report no: IR2025/086 

 

Action sought 

 Action sought Deadline 

Minister of Revenue 

 

Agree to the recommendations. 

 

Sign and forward the attached Estimates 

of Appropriations 2025/26 and a draft letter 

to the Minister of Finance. 

 

Sign and forward the attached 

Supplementary Estimates of Appropriations 

2024/25 and a draft letter to the Minister of 

Finance. 

Friday 2 May or 

earlier if possible. 

 

Contact for telephone discussion (if required) 

Name Position Telephone 

Nick Bradley Enterprise Leader Finance Services 

(Chief Financial Officer) 

 

Darren Cheevers Domain Lead Finance Services  

Rachel Parker Domain Lead Finance Services  
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24 April 2025 

Hon Simon Watts 

Minister of Revenue 

Parliament Buildings 

WELLINGTON 

 

Budget 2025 Estimates for Vote Revenue – Vote Minister sign-off 

Action required 

Attached, for your review and sign off are: 

• the Estimates of Appropriations 2025/26 for Vote Revenue and a draft letter from you 

to the Minister of Finance, and 

• the Supplementary Estimates of Appropriations 2024/25 for Vote Revenue and a draft 

letter from you to the Minister of Finance. 

Background 

The Budget 2025 process requires that you review the following Estimates documents and 

confirm to the Minister of Finance that it is fit for publication, by Friday 2 May: 

• The Estimates of Appropriations 2025/26 for Vote Revenue, and 

• The Supplementary Estimates of Appropriations 2024/25 for Vote Revenue. 

We provided a near final draft of these two documents to your office earlier this week. 

A full list of Budget 2025 initiatives that impact Vote Revenue is provided in Attachment A. 

The 2024/25 Estimates document 

Appropriation Ministers associated with Vote Revenue 

The process requires that one of the appropriation Ministers responsible for appropriations 

in the Vote, on behalf of all appropriation Ministers with appropriations in the Vote, confirms 

to the Minister of Finance that this material is correct and in a form suitable for publication. 

You are responsible for all appropriations under Vote Revenue with the exception of one 

appropriation. The Minister of Science, Innovation and Technology is responsible for the 

non-departmental other expenses appropriation for R&D Tax Incentive payments. The 

Minister of Science, Innovation and Technology will separately sign off funding movements 

and forecasts for this appropriation and is aware you will be signing the Vote Revenue 

Estimates documents (IR2025/093 refers). 
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Document review process 

The two Estimates documents have been through an appropriate quality assurance process 

and are free of material errors and omissions. The Treasury and ourselves will correct any 

non-material errors in these documents that may be identified prior to publication.  

 

The non-departmental appropriations and forecasts for tax and social policy appropriations 

are based on the final Treasury macroeconomic forecasts dated 7 April 2025. The forecasts 

for tax revenue are from the Treasury tax forecasting team. 

 

Consequential changes to appropriation conditions of use  

 

As a result of the Budget 2025 Working for Families – Best Start Tax Credit changes, we 

have worked with the Treasury to update the What is intended to be achieved by the Best 

Start Tax Credit PLA appropriation.  We have included the proposed change below for your 

approval. 

 

 Current Proposed 

What is 

intended to 

be achieved 

with this 

appropriation 

This appropriation is intended to 

provide for payments to all families 

with a dependent child in the first 

year of the child's life to help with 

day-to-day living costs. Payments 

continue for low and middle income 

families until the dependent child 

turns three years old. 

This appropriation is intended to 

provide for payments to eligible 

families with a dependent child in 

the first three years of the child's 

life to help with day-to-day living 

costs. 

 

As a result of the Budget 2025 KiwiSaver package, we have worked with the Treasury to 

update the Conditions on use and What is intended to be achieved by the KiwiSaver: Tax 

Credit, Contribution and Residual Entitlement appropriation.  We have included the proposed 

changes below for your approval. 

 

 Current Proposed 

What is 

intended to 

be achieved 

with this 

appropriation 

This appropriation is intended to 

encourage participation in the 

KiwiSaver scheme by providing for 

an annual payment to contributing 

members aged 18 or over who 

meet the eligibility criteria. 

This appropriation is intended to 

encourage participation in the 

KiwiSaver scheme by providing for 

payments to contributing KiwiSaver 

members who meet the eligibility 

criteria. 

Conditions 

on use of 

appropriation 

Provides a tax credit for members 

up to a cap of $521.43; Provides a 

payment of a 3 percent KiwiSaver 

contribution for eligible paid 

parental leave recipients; Provides 

payment of the member fee 

subsidy and kick-start payment. 

Provides a tax credit for members 

up to the current cap; Provides a 

payment of a KiwiSaver 

contribution for eligible paid 

parental leave recipients in line 

with the minimum employer 

contribution; Provides payment of 

the member fee subsidy and kick-

start payment. 



 

3 

 

We have identified a minor change to the reference in the Conditions on use of appropriation 

for the FamilyBoost Tax Credit PLA appropriation.  We have included the proposed change 

below for your noting. 

 Current Proposed 

Conditions 

on use of 

appropriation  

Section 185 of the Tax 

Administration Act 1994 

Subpart MH of the Income Tax Act 

2007 

The Estimates documents – Chief Executive endorsement 

I confirm that the information provided for your approval: 

• is consistent with the policies and performance expectations of the government, and 

has been prepared in accordance with the Public Finance Act 1989 

• is consistent with the proposed appropriations to be set out in the Appropriation 

(2025/26 Estimates) Bill, as entered by Inland Revenue into the Treasury’s CFISnet 

system 

• is consistent with the proposed appropriations to be set out in the Appropriation 

(2024/25 Supplementary Estimates) Bill, as entered by Inland Revenue into the 

Treasury’s CFISnet system 

• is consistent with existing appropriations, financial authorities, and Cabinet decisions up 

to 14 April 2025 

• has been prepared in the required format, and in accordance with the guidance that has 

been issued by the Treasury 

• has been appropriately reviewed by Inland Revenue’s senior management team – with 

a particular focus on areas where new strategic information, such as statements about 

what an appropriation is intended to achieve, is now required, and 

• has been through an appropriate quality assurance process and is free of material errors 

and omissions. 
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Recommendations 

I recommend that you: 

1. Approve the following change to the Best Start Tax Credit PLA appropriation: 

 

 Current Proposed 

What is 

intended to 

be achieved 

with this 

appropriation 

This appropriation is intended to 

provide for payments to all families 

with a dependent child in the first 

year of the child's life to help with 

day-to-day living costs. Payments 

continue for low and middle income 

families until the dependent child 

turns three years old. 

This appropriation is intended to 

provide for payments to families 

with a dependent child in the first 

three years of the child's life to 

help with day-to-day living costs. 

Approved/Not Approved 

2. Approve the following changes to the KiwiSaver: Tax Credit, Contribution and Residual 

Entitlement appropriation: 

 

 Current Proposed 

What is 

intended to 

be achieved 

with this 

appropriation 

This appropriation is intended to 

encourage participation in the 

KiwiSaver scheme by providing for 

an annual payment to contributing 

members aged 18 or over who 

meet the eligibility criteria. 

This appropriation is intended to 

encourage participation in the 

KiwiSaver scheme by providing for 

payments to contributing KiwiSaver 

members who meet the eligibility 

criteria. 

Conditions 

on use of 

appropriation 

Provides a tax credit for members 

up to a cap of $521.43; Provides a 

payment of a 3 percent KiwiSaver 

contribution for eligible paid 

parental leave recipients; Provides 

payment of the member fee 

subsidy and kick-start payment. 

Provides a tax credit for members 

up to the current cap; Provides a 

payment of a KiwiSaver 

contribution for eligible paid 

parental leave recipients in line 

with the minimum employer 

contribution; Provides payment of 

the member fee subsidy and kick-

start payment. 

Approved/Not Approved 

3. Note the following change to the FamilyBoost Tax Credit PLA appropriation: 

 

 Current Proposed 

Conditions 

on use of 

appropriation  

Section 185 of the Tax 

Administration Act 1994 

Subpart MH of the Income Tax Act 

2007 

Noted 
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4. Sign and forward the following documents: 

• The Estimates of Appropriations 2025/26 for Vote Revenue 

• a draft letter to the Minister of Finance for the Estimates 

• The Supplementary Estimates of Appropriations 2024/25 for Vote Revenue, and 

• a draft letter to the Minister of Finance for the Supplementary Estimates 

Signed and forwarded 

 

 
Peter Mersi 

Chief Executive and Commissioner of Inland Revenue 

24/04/2025 

 

 

 

 

 

 

Hon Simon Watts 

Minister of Revenue 

     /     / 2025 

 

Attachments: 

a) Budget 2025 initiatives that impact Vote Revenue 

b) Draft letter to the Minister of Finance for the 2024/25 Estimates 

c) Draft letter to the Minister of Finance for the Supplementary Estimates 

d) The Estimates of Appropriations 2025/26 for Vote Revenue, and 

e) The Supplementary Estimates of Appropriations 2024/25 for Vote Revenue. 
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Attachment A - Budget 2025 initiatives that impact Vote Revenue 

 

The Estimates documents for Vote Revenue include the following Budget 2025 initiatives:  

Initiatives (departmental): 

• Compliance activities – continuation of funding 

• Compliance activities – increased investment 

• Income Charging Phase 2 – using IR data to improve the accuracy of MSD payments 

(MSD). 

Initiatives (non-departmental): 

• Compliance activities – continuation of funding 

• Compliance activities – increased investment 

• Employee share schemes - tax deferral regime 

• Investment Boost – partial expensing regime 

• KiwiSaver package 

• Thin capitalisation – infrastructure projects (tagged contingency) 

• Working for Families – Best Start Tax Credit changes 

• Working for Families – abatement changes 

• Final-year Fees Free – increased cost (MoE) 

• Student loans - indefinite freeze of the repayment threshold (MoE) 

• Increased tuition fees – impacts related to student loans and final-year Fees Free 

payments (MoE) 

• Delivering Quality and Timely Primary Care: Next Steps and Implementation (MoH, 

TEC, MSD). 

Technical initiatives (non-departmental): 

• Buffers on impairment and demand-driven appropriations (2024/25). 

 



 

 

 

 

 

 

 

2 May 2025 

 

Hon Nicola Willis 

Minister of Finance 

Parliament Buildings 

WELLINGTON 

 

Dear Minister 

2025/26 Estimates: Ministerial Sign-off for Vote Revenue 

I advise that the Estimates of Appropriations 2025/26 and Supporting Information 

documents for Vote Revenue, for which Inland Revenue is the administering department, 

have been completed – and that it is accurate and suitable for publication. I confirm that 

the information provided: 

• is consistent with the policies and performance expectations of the government, and 

has been prepared in accordance with the Public Finance Act 1989 

• is consistent with the proposed appropriations to be set out in the Appropriation 

(2025/26 Estimates) Bill, existing appropriations and financial authorities, and with 

known Cabinet decisions up to 14 April 2025 

• is provided in the required format, and has been prepared in accordance with the 

guidance that has been issued by the Treasury 

• has been through an appropriate quality assurance process and is free of material 

errors and omissions, and 

• has, where it relates to an appropriation that is the responsibility of another Minister, 

been approved by the Minister responsible for that appropriation. 

In signing this statement, I acknowledge that I and the other Minister responsible for 

appropriations in this Vote are responsible for the information for Vote Revenue administered 

by Inland Revenue included in the Estimates of Appropriations 2025/26 and Supporting 

Information. 

 

Yours sincerely 

 

 

 

Hon Simon Watts 

Minister of Revenue 

On behalf of all Ministers responsible for appropriations in Vote Revenue 



 

 

 

 

 

 

 

2 May 2025 

 

Hon Nicola Willis 

Minister of Finance 

Parliament Buildings 

WELLINGTON 

 

Dear Minister 

2024/25 Supplementary Estimates: Ministerial Sign-off for Vote Revenue 

I advise that the Supplementary Estimates of Appropriations 2024/25 and Supporting 

Information documents for Vote Revenue, for which Inland Revenue is the administering 

department, have been completed – and that it is accurate and suitable for publication. I 

confirm that the information provided: 

• is consistent with the policies and performance expectations of the government, and 

has been prepared in accordance with the Public Finance Act 1989 

• is consistent with the proposed appropriations to be set out in the Appropriation 

(2024/25 Supplementary Estimates) Bill, existing appropriations and financial 

authorities, and with known Cabinet decisions up to 14 April 2025 

• is provided in the required format, and has been prepared in accordance with the 

guidance that has been issued by the Treasury 

• has been through an appropriate quality assurance process and is free of material 

errors and omissions, and 

• has, where it relates to an appropriation that is the responsibility of another Minister, 

been approved by the Minister responsible for that appropriation. 

In signing this statement, I acknowledge that I and the other Minister responsible for 

appropriations in this Vote are responsible for the information for Vote Revenue administered 

by Inland Revenue included in the Supplementary Estimates of Appropriations 2024/25 and 

Supporting Information. 

 

Yours sincerely 

 

 

 

Hon Simon Watts 

Minister of Revenue 

On behalf of all Ministers responsible for appropriations in Vote Revenue 
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55 Featherston Street 
PO Box 2198 
Wellington 6140 
New Zealand 

T. 04 890 1500 

Briefing note 
 
 
Reference: BN2025/196 
 
Date: 2 May 2025 
 
To: Revenue Advisor, Minister of Finance – Emma Grigg 
 Revenue Advisor, Minister of Revenue – Angela Graham 
 Private Secretary, Minister of Revenue – Helen Kuy 
 
cc: Peter Mersi, Commissioner 
 Lisa Barrett, Deputy Commissioner 
 James Grayson, Deputy Commissioner 
 David Carrigan, Deputy Commissioner 
 David Shanks, Deputy Commissioner, 
 Phil Whittington, Acting Deputy Commissioner 
 Joanne Petrie, Executive Support Advisor to the Commissioner 
 Jill Compton, PA to Deputy Commissioner 
 Governance, Ministerial & Ministerial Services 
 
From: Chris Gillion, Strategic Advisor 
 
Subject: Overview of Budget 2025 compliance funding initiatives 
 

Background 

1. Cabinet has agreed to fund additional compliance activity and debt prevention and 
recovery. The outcome will be an increase in tax revenue, an increase in cash 
collections and a decrease in debt impairment. 

2. There are two separate compliance funding initiatives: 

• New permanent funding of $35 million per annum for a combination of direct 
compliance interventions, debt-focussed activities and investing in more effective 
tax collection. 

• Making permanent funding of $26.5 million per annum that was provided in 
Budget 2022 which was due to cease in June 2025. This funding was to support 
recovery from Covid-19, to address rising levels of unfiled returns and debt and 
to respond to emerging integrity concerns in the tax system. 

 
3. The focus of these initiatives is on tax compliance and debt, which includes Working 

for Families but excludes student loans and child support. 

4. These initiatives follow on from Budget 2024 which invested $29 million per annum 
of permanent funding from 2024/25 in further compliance activity. 

Compliance activities – increased investment 

5. Fiscal sustainability is a key priority for the Government. Investing in increasing tax 
revenue or reducing debt is one way of supporting this objective. Funding of $29 
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million per annum allocated in Budget 2024 is on track to yield a $774 million 
positive impact on the Operating Balance before Gains and Losses (OBEGAL) over 
the forecast period and a return on investment (ROI) of $4 to $1 in 2024/25 and $8 
to $1 thereafter.  

6. There are early signs that Inland Revenue is on track to meet and exceed the 
forecast additional revenue and cash collections from the Budget 2024 funding. The 
return on investment from all audit compliance activities for every dollar spent was 
$13.5 to $1 for the first three quarters of 2024/25 compared to actual returns of 
$9.5 to $1 in 2023/24.  

7. Budget 2025 presented an opportunity to further support the Government’s 
revenue objectives through the provision of additional compliance funding. In 
addition to raising revenue, investment in improving compliance has a positive 
impact on the integrity of the tax system.  

8. The additional funding will include: 

• Increasing audits in areas of high risk and/or value. 
• Investigations into specific sectors such as property, organised crime, the hidden 

economy and the compliance of trusts. 
• Improved use of data and intelligence (such as payment service provider data) 

to more quickly identify and target discrepancies and pursue debt. 
• Shifting from a manual to an automated process to collect data from third 

parties (such as banks) to be able to increase the scale and efficacy of targeting 
discrepancies and debt. 

• Improving cross-government information sharing to access customer data on 
taxpayers’ circumstances, such as their financial circumstances. 

 
9. The additional compliance activities will fund an additional 265 FTEs. This will likely 

comprise 195 new FTEs and 70 existing FTEs from other time-limited funding that 
ceases in 2024/25. 

10. The Budget 2025 funding is for $35 million per annum of permanent funding. This 
investment has an expected return of 4:1 in 2025/26 and 8:1 in 2026/27 and 
beyond, being a mix of increased tax revenue and decreased debt impairment.  

 
($million) 2024/25 2025/26 2026/27 2027/28 2028/29 Total 
Funding Vote: 
Revenue 

- 35.000 35.000 35.000 35.000 140.000 

Revenue (IRD-
Crown) 

- (140.000) (280.000) (280.000) (280.000) (980.000) 

 
11. The funding also requires Inland Revenue to develop internal capability to assess 

the indirect effects of audit activity based on international best practice. The 
indirect effects include whether audited taxpayers become more compliant in the 
future and the extent to which unaudited taxpayers become compliant once they 
are aware of wider audit activity. International studies have identified that the 
indirect effects from audit can be substantial. 

Compliance activities – continuation of funding 

12. In 2020/21 Inland Revenue was provided with time-limited funding of $26.5 million 
per annum to support the response and recovery from Covid-19. This funding was 
due to lapse at the end of 2024/25. As part of Budget 2025 the $26.5 million per 
annum will become permanent.   
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13. The funding was initially provided to support taxpayers during and post the Covid-
19 pandemic, to support taxpayers with debt (including instalment arrangements) 
and to manage tax integrity including unfiled tax returns and resolving debt. These 
activities remain core business and allowing this funding to lapse would have a 
negative impact on tax revenue, cash receipts and debt. The tail of the economic 
impacts from the Covid-19 pandemic combined with the cost of living and the 
current global economic environment are continuing to impact taxpayers past the 
end date of this funding. 

14. Continuation of this funding would maintain tax revenue, cash receipts and 
impairment of debt of $816 million over the forecast period 2025/26 to 2028/29. 
This equates to an $8 to $1 return on investment over the forecast period. It 
equates to the retention of approximately 200 FTEs. 

 
($million) 2024/25 2025/26 2026/27 2027/28 2028/29 Total 
Funding Vote: 
Revenue 

- 26.500 26.500 26.500 26.500 106.000 

Revenue (IRD-
Crown) 

- (204.000) (204.000) (204.000) (204.000) (816.000) 

 

Consultation with the Treasury 

15. The Treasury was informed of this briefing note. 

 
 
 
 
Chris Gillion 
Strategic Advisor 
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K E Y  I M P A C T  A R E A  1  -  T A X  R E V E N U E

Current state

• IR collected $115.4b in tax revenue in FY24. $106.9b was paid on time and in full (94%). We identified $975m in additional 

assessed revenue or disallowed expenditure and collected over $4b in overdue debt through our interventions.

• The resources to deliver tax revenue account for approximately 72% of our total costs. In FY24 the cost to collect $100 of 

revenue was $0.45, which is considered highly efficient against OECD peers. Most of our expenditure is focused on 

ensuring we continue to make it easy to pay and file on time as this is the most efficient way to minimise administration and 

compliance costs. Core functions supporting the collection of tax revenue include customer segment teams, legal, 

marketing, insight and analytics, our core system (START), and our website and voice channels. Approximately 85% of 

customer interactions are digital.

• Cost of living pressures and economic conditions are driving increases in debt levels and write-offs. This is increasing the 

motivation not to comply.

Desired state

• The integrity of the tax system is maintained and sufficient revenue is raised to fund public services supported by 

information flows from key stakeholders such as employers, accounting software companies, and financial institutions. 

• Customers find it easy to meet their tax obligations, maintaining high levels of voluntary compliance. 

• We support customers to get back on track when they do not get things right and take appropriate enforcement action 

when necessary.

• Administration costs are low for IR and taxpayers, with compliance effort meaningfully reduced for smaller businesses.

Constraints and opportunities

• There is an opportunity to address integrity risks - revenue upside from addressing non-compliance and emerging tax 

avoidance approaches and contributing to an economy where businesses compete fairly including with international 

competitors. International benchmarking and research would suggest there is scope to increase IR’s compliance activities 

to deliver additional revenue. 

• There is an opportunity to improve outcomes for businesses by simplifying policy settings and leveraging digital and 

analytical capabilities to reduce compliance costs and improve revenue outcomes.

• There is an opportunity to optimise the mix of resources for targeted, risk-based compliance and enforcement effort, 

balancing this with our strong focus on customer service.

• A constraint is that it is challenging to forecast the impairment of debt and debt write-offs, particularly in the current 

economic environment. 

• Balancing change capacity and competing priorities is a constraint – fiscal sustainability, TSPWP and broader government 

contribution.

• Time limited funding of $27m ends this year (250-270 FTE) and is a constraint. Reducing this activity will have a 

corresponding impact on voluntary compliance and direct negative impact on tax revenue and debt: tax revenue and cash 

receipts will reduce by $240m to $300m. Of this, there will be a reduced focus on unfiled returns and resolving debt. There 

will also be a reduction in activity to provide certainty and advice to customers on complex structures and reduced audit 

activity in areas such as income suppression, property, and the hidden economy. There will also be a reduction to the 

support provided to customers to get their tax obligations right from the start, to minimise the risk of new businesses 

operating outside the system, and to identify and respond to emerging integrity risks, mainly the result of fewer voluntary 

disclosures. From an FTE perspective, 30% of the resources covered by this funding work with 1.5m micro businesses 

(defined as businesses with less than 6 employees and less than $1m GST turnover), where business churn is prevalent 

requiring end-to-end compliance activity. Turnover in these roles (the 250 to 270 FTE) is low, requiring a change process 

and redundancies. 

Improvement and learning

• The use of natural systems supports compliance by making it easier for customers to file and pay. Integrating tax rules into 

the ecosystem will reduce the need for reporting outside of natural systems.

• Evolving our compliance risk management capabilities by leveraging data analytics, machine learning and AI.

• New ways of earning income will continue to emerge. We’ll work to ensure that policy settings and our operational 

practices adapt and remain fit-for-purpose.

3a. Value and Performance: Key impact areas

K E Y  I M P A C T  A R E A  2  –  F A M I L I E S  

Current state

• IR distributed $4.1b (FY24 actuals) in net entitlements across Working for Families (WfF) tax 

credits with MSD including Family tax credit ($2,297m), In work Tax credit ($437m), Best Start 

($336m), Minimum family tax credit ($11m), Paid Parental Leave ($647m) and Child Support 

payments ($413m) to support 145,000 children in FY24. Payment timeliness for WfF and PPL has 

consistently been above 99% for the last 5 years. The % of child support assessments paid by 

liable parents on time has sat between 70% and 72.5% for the last 5 years. FamilyBoost is being 

introduced in September 2024. 

• Approximately 336,000 customers rely on WfF as a significant part of their income.

• These social policy payments account for approximately 19% of our overall costs.

• We have a dedicated customer segment team supporting Families with 520 FTE. The Individuals 

Segment and Community Compliance team, along with online services, also provide support 

services to families. 

• Under Vote Revenue non-departmental appropriations, the department is forecast to administer, on 

behalf of the Crown, $5.7b of benefits or related expenses (BoREs) and borrowing expenses in 

2024/25 (refer to section 7 for details).

• Most of the non-departmental expenditure, with the exception of impairments and initial fair value 

write-downs, is driven by policy settings and customer volumes. Policy settings are considered as 

part of the TSPWP. Impairments and initial fair value write-downs are driven by multiple factors 

including macroeconomic forecasts and customer behaviours.

Desired state

• Customers find it easy to receive the payments they are entitled to, supported by integrated 

services and information sharing across agencies.

• Customers access and use online services and tools to update their information without needing to 

contact us.

• Fewer parents with outstanding debt and less debt overall, with IR supporting customers to get 

back on track, including taking appropriate enforcement action if necessary. 

Constraints and opportunities

• The design of WfF is a constraint. WfF includes 4 types of payments, each with different eligibility 

rules. The payments depend on income, the number of dependent children and any shared care 

arrangements. Payment accuracy also relies on customers giving IR timely updates if their 

circumstances change. Around two-thirds of WfF customers who receive payments during the year 

received within 20% of what they should have during the year.

• Changing work patterns are a constraint that can make it more difficult for customers to accurately 

estimate their income, resulting in under or over payment. Approximately 56,000 WfF customers 

(12%) had a debt at 30 June 2024.

• A constraint for Working for Families is that IR shares responsibility for policy with Treasury and 

MSD and shares responsibility for administration with MSD.  For Paid Parental Leave, 

responsibility for policy sits with MBIE.

Improvement and learning

• IR has been considering potential areas for improvement for WfF, including providing more 

accessible, timely ways to support customers and reducing the risk of debt. We continue to 

consider long-term aspirational objectives, nearer-term options and how to improve customer 

experiences through administrative improvements. Next steps include feasibility design while 

engaging with other agencies.

• Embed FamilyBoost and explore integration of data sources to improve automation and accuracy 

of payments.



[IN CONFIDENCE] 

K E Y  I M P A C T  A R E A  3  –  K I W I S A V E R

Current state

• IR supports 3.4m KiwiSaver members, 68% of whom contributed to their KiwiSaver fund in 2024.  The 

department transferred $9.5b in member contributions and $990m in government contributions to 29 scheme 

providers in FY24.  More than 98% of member contributions were passed to scheme providers within 3 days in 

FY24.

• KiwiSaver represents 3% of our total costs.  KiwiSaver is low effort to collect due to leveraging the PAYE 

system, and strong service level agreements and relationship management with scheme providers.

• KiwiSaver is managed within our Individuals segment. Our key operational responsibility is facilitating the 

timely transfer of contributions. We also oversee registrations, opt outs, savings suspensions, employer 

obligations, and government contributions.

• Under Vote Revenue non-departmental appropriations, the department is forecast to administer, on behalf of 

the Crown, $10.2b of pass-through KiwiSaver employee and employer contributions in 2024/25 (refer to 

section 7 for details).

• The appropriation for the pass through of KiwiSaver employee and employer contributions is a permanent 

legislative authority (PLA) that does not affect the Crown operating balance. The value is driven by the level of 

salaries and wages and contribution rates. The payments come through Inland Revenue and are passed onto 

scheme providers.

Desired state

• KiwiSaver is a long-term saving scheme which helps New Zealanders save for a first home or for retirement.

• Information sharing settings ensure providers and government agencies have the necessary information to 

both efficiently run and evaluate whether the scheme’s settings are delivering on its long-term outcome.

Constraints and opportunities

• A constraint is that responsibility for policy settings to deliver on the desired state sits with Treasury and MBIE. 

The Financial Markets Authority is responsible for scheme provider administration. IR is responsible for 

membership rules and contributions. The Retirement Commissioner provides regular reviews of retirement 

policies including KiwiSaver. In practice, agencies regularly consult one another and work together on policy 

initiatives.

• Information to assess the performance of this large NZ asset against long term outcomes is not readily 

accessible for agencies such the Retirement Commissioner.

Improvement and learning

• Educating and informing employers so they understand their role and responsibilities relating to KiwiSaver. 

There is low engagement in KiwiSaver among some employers, which leads to errors that create manual work 

for the department.

3b. Value and Performance: Key impact areas

K E Y  I M P A C T  A R E A  4  –  L O A N S

Current state

• We manage Student Loans within our Individuals Segment, collecting $1.6b in repayments from 618,000 

borrowers based here and overseas. Payments from New Zealand based borrowers are low effort to collect 

with high compliance rates (95%) due to leveraging the tax system, particularly PAYE. 18% of borrowers are 

based overseas and spread over 100 countries, with the whereabouts of many unknown. Compliance is low 

(29%) resulting in high costs to collect. Overseas based borrowers represent 93% of the $2.4b in overdue 

repayments.

• Loans account for approximately 6% of our total costs and the nominal value of student loans is $15.9b and 

small business cashflow scheme loans is $1.1b.

• Small Business Cashflow Scheme loans were introduced for businesses either suffering a loss or predicted 

loss of revenue as a result of COVID-19. Applications have now closed, and businesses are repaying their 

loans. However, overdue payments have started to increase with more than 10,000 customers having overdue 

repayments worth $137m. These loans are managed by our Micro Businesses segment. 

• Under Vote Revenue non-departmental appropriations, the department is forecast to administer, on behalf of 

the Crown, $2.9b of other expenses in 2024/25 (refer to section 7 for details).

• Most of the non-departmental expenditure, with the exception of impairments and initial fair value write-downs, 

is driven by policy settings and customer volumes. Policy settings are considered as part of the TSPWP. 

Impairments and initial fair value write-downs are driven by multiple factors including macroeconomic forecasts 

and customer behaviours.

Desired state

• Improved percentage of loans repaid on schedule, and those that are in default are under a repayment plan. 

Appropriate enforcement action is taken when necessary.

• Improved compliance for overseas based student borrowers.

• Make it easy for student loan customers to get it right with minimal effort, supported by integrated services and 

information sharing across agencies.

• An increased number of overseas based borrowers make their first two repayments (this is a good indicator of 

ongoing compliance).

Constraints and opportunities

• A constraint for student loans is that the lead agency is the Ministry of Education which is responsible for 

strategic policy and the valuation, lending sits with MSD. IR is responsible for collection. In 2026 IR becomes 

responsible for making final-year fees free payment.

• The number of NZ based borrowers has declined significantly over the past few years with fewer students 

entering the loan scheme, while the number of overseas based borrowers has steadily increased post Covid, 

so maintaining current revenue levels is challenging.

• A constraint is that time limited funding for small business cashflow scheme loans finishes in 2031. 

Improvement and learning

• Explore opportunities to improve repayments from overseas based borrowers, including improving those 

regularly meeting obligations right from the start, explore further third-party collection opportunities and options 

to encourage payments from those in serious default.

• Extend administrative and jurisdictional reach of student loan repayment system.

• Strengthen elements of the loan system to encourage timely repayment.



[IN CONFIDENCE] 

K E Y  I M P A C T  A R E A  5  –  T A X  &  S O C I A L  P O L I C Y  W O R K  P R O G R A M M E

Current state

• The Tax and Social Policy Work Programme (TSPWP) is jointly approved by the Minister of Finance and the 

Minister of Revenue. It forms a detailed agreement on the Government’s tax and social policy priorities for the 

Treasury and Inland Revenue to progress.

• The work programme will be released in November 2024 and will be available on the 

https://www.taxpolicy.ird.govt.nz/ website. It will be periodically updated (e.g. 6-monthly) as work items are 

completed and new work items arise depending on fiscal cost and available resourcing and change capacity. 

• The non-departmental financial impacts (e.g. tax revenue) are managed through the Tax and Social Policy 

Scorecard. Initiatives with negative and positive impacts are offset against other, generally resulting in a 

fiscally neutral programme.

• While not published on the Inland Revenue website, the work programme is supplemented by initiatives that 

will be progressed through the Budget process.

Desired state

• Inland Revenue needs to balance system change resources (capacity) to maintain the current system (e.g. 

START) and deliver new Government initiatives.

• To be efficient and effective, where possible change is best delivered within existing system change release 

dates that generally align to tax years. Delivering change outside of these releases creates additional risk and 

cost.

Constraints and opportunities

• Inland Revenue’s change capacity is categorised as:

o Enterprise – government priorities and major changes requiring cross IR support 

o Local –  smaller, lower risk changes managed within an allocated capacity 

o Operate – ongoing operations, support, maintenance and break/fix activities managed with an 

allocated capacity 

• As part of the Budget 2024 baseline savings process the department committed to a reduction of $15m in its 

systems maintenance and change capacity. This means the department can only self-fund a relatively small 

work programme going forward. The department will need to seek funding for Government initiatives as it will 

not have the capacity to fully-fund or partially fund TSPWP initiatives or Budget initiatives without impacting 

service delivery, tax revenue, debt, or system change and maintenance activity.

Improvement and learning

• In planning the TSPWP both IR and Ministers will need to be mindful of the need to protect a level of capacity 

to deliver fiscal savings and maintain system integrity.

• With the level of digital adoption across our services many changes now require co-ordination with customers’ 

own systems and software and payroll providers. This requires the department to provide sufficient lead in time 

to consult on the nature of the change and for customers and providers to schedule these into their own 

change programmes.

3c. Value and Performance: Key impact areas














