Hon Grant Robertson

MP for Wellington Central

Minister of Finance

Minister for Sport and Recreation

Associate Minister for Arts, Culture and Heritage

18 APR 2019

Matthew Hooton
fyi-request-9548-d539bed0@requests.fyi.org.nz

Dear Matthew

Thank you for your Official Information Act request, received on 9 February 2019.
requested:

“NewstalkZB reports you as saying, in the context of whether or not there is
time for policy work to be completed and legislation drafted for a Capital
Gains Tax (CGT) to be legislated for before the next election, that "We
have been talking with the IRD officials and we believe the time is there.”

It may surprise the public that the Government has been talking with IRD
officials on this topic since the Tax Working Group (TWG) has only just
completed its work, its report has not been released publicly and the
Government says it has not made even a high-level, in-principle decision
on implementing a CGT.

Therefore, under the OIA, | request all official information on the talks you
refer to. This includes, but is not limited to, information on the timelines for
developing operational procedures for a CGT, finalising policy, drafting
legislation and parliamentary processes associated with a CGT. It also
includes, but is not limited to, emails, briefing notes etc between you and/or
your office and the IRD on such matters, and written notes of verbal
conversations involving you, your staff or officials.

| also request any advice you have received from the Cabinet Office, SSC
or other relevant authority on whether or not is it appropriate for officials to
be doing policy-implementation work of this kind ahead of the Government
making a decision-in-principle to proceed with a CGT.”

You

On 12 March 2019 | contacted you to advise that | would be extending the timeframe
for responding to your request by 20 working days. | acknowledge that my notification
of this extension was outside of the 20 working day period outlined in the Official
Information Act.

+64 4 817 8703

E3 Private Bag 18041, Parliament Buildings, Wellington 6160, New Zealand g.robertson@ministers.govt.nz beehive.govt.nz



Information Being Released

Please find enciosed the following documents:

Item | Date Document Description

1. 14 June Treasury Report: Government Response to Tax Working
2018 Group Recommendations T2018/1438

2. 21 Joint Report: Process for responding to the Tax Working
September | Group's findings in their Final Report T2018/2631
2018

3. 14 Joint Report: Tax Working Group — Official’s Initial advice on
December | Potential Tax Reforms for Budget 2019 T2018/3429
2018

4. 1 February | Joint Report: Tax Working Group Final Report - officials’
2019 companion advice T2019/113

51 8 February | Joint Report: Major Design Issues in the Taxation of Capital
2019 Gains T2019/246

| have decided to release the documents listed above, subject to information being
withheld as it is outside of the scope of your request.

Please note that Items 3, 4 and 5 are excerpts from reports as the remaining sections
of these documents are outside of the scope of your request.

This reply addresses the information you requested. You have the right to ask the
Ombudsman to investigate and review my decision.

Yours sincerely

n Grant Robertson
Minister of Finance
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THE TREASUR\

kaitohutohu Kaupapa Rawa

Treasury Report: Treasury Report: Government Response to Tax Workmg
Group Recommendations by

v/ : NG
,< j\. WD)
- X ! -
Date: 14 June 2018 \ Report No: " \ T2018/14)'§8 \ E
File Npmber ~[SH- 13;;@.\
Action Sought o ‘ — /
/\\\\) /' .-"/\ e N
Action Sought\ N \\> Deadline
| Minister of Finance (Hon Grant : Dlscuss thls\\epon w1th,o‘fﬁc:a}$ at” | 4.45pm on Wednesday 20
Robertson) the Offi Gla}s |Meeting amWednesday June.
2(1June~ - N \\\
Minister of Revenue (Hon Stuart q Dis\cuss this repo/nQ Lﬁ\oﬂJmaIs at | 4.45pm on Wednesday 20
Nash) /¢ rghe Officials’ Meetlng\QQWednesday June.
/;;} (203June AN )
— (e s
_a :'_"' .I
Contact for Telephohe Blscus,smn. (if reqwred)
“ .x / -“\.-/ »\\1\*\»\)
Name O\ ‘Posrtlon s Telephone 1st Contact
| Bevan Lye rincipal Adwsek ;l'ax | s9(2)(k) N/A v i
~ Strategy (mob)
/_ | L e
Paul Kilford 7 Team &eﬁe@# Tax N/A
| NE WorkJ\ngG‘mup Secretarlat (mob)
s ‘, \ ‘3

Actions for ;Ke M‘mster s Office Staff (if required)

/’“\- = —_— &

[ Return the sighed.r e)a.\?ort to Treasury

Note any
feedback on
the quality of
the report

Enclosure: No

Treasury:3961977v1 IN-CONFIDENCE
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Treasury Report: Treasury Report: Government Response to Tax
Working Group Recommendations

Purpose of Report

1. This report seeks guidance on your preferred approach for reSpondlng tp the \
recommendations of the Tax Working Group. G s b

Analysis

The current timeline is highly constrained

/ { \ N/

2. The Group will provide an interim reporr fathe Mmlsters omeance and Revenue in
September, followed by a final repon in February 2019 The ‘clrrent timeline for
translating the Group's recommendaﬁbns into pollcy rs as fallows

X

> y e

Mllestoﬁ& ’Q\\\ Date
Final report to Ministers’ of Finance and Revenue 3~ | February 2019
Cabinet policy deci;i/)m\s ) ) AN April 2019
Public consultat/on on pahcy changes "\ N) Y April — August 2019
Bill introduced | N A September 2019
Legislation en\ac{e@/ O :“\Q July 2020
Changes/t?akeeﬁfect <\\ 1 April 2021

S/

3. The trmelme is Highly constramed It allows little time to finalise policy or consult with
the coa!rtran and support pames after the final report is received. The consultation and
drattmg processes pnor;;o legislation being introduced are also very compressed.
Ther&rsa high rrsk of\delay if complexities arise.

Earlier diséussrons wlth. your colleagues could reduce the risk of later delays

4. One optlo_n f_or;regiucmg the risk of delay is to begin earlier discussions with your
colleag.uééﬁ'm. potentially even before the interim report is received.

5 A semas of earlier discussions would help to ensure your colleagues have a good
grounq,ng in the main issues before the interim report is received. Earlier discussions
would-also serve to identify areas where your colleagues will require more detailed
consultation during consideration of the recommendations.

6.  We also suggest scheduling a series of discussions at DEV after the interim report is
received to test your colleague’s reactions. One potential timeline is as follows:

Potential DEV discussion Potential timing

Discuss the proposals in the Interim Report, and how these September
proposals fit with the Government's economic strategy. Potentially
| also seek DEV approval to release the Interim Report.

Consider public feedback on the proposals in the Interim Report. November
Begin detailed discussion on the Group’s final recommendations. February
T2018/1438 : Treasury Report: Government Response to Tax Warking Group Recommendations Page 2
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It would be desirable to allow more time for the consultation processes

7. The current timeline allows six months for public consultation on policy changes arising
from the Group’s final report and drafting of the relevant bill. Depending on the scope
and complexity of the final policy changes, this timeline could create substantive policy
and drafting risks.

8.  Past experience indicates that greater public engagement during the policy formulation
phase can ease the progress of legislation through the Select Committee. It is also
considered best practice for complex tax policy changes to involve two rounds-of public
consultation — both on the policy changes themselves, and then on the proposed
legislation — before the bill is introduced. . .

‘u"

9.  The timing of policy decisions will also intersect with the trmel’nes for, Budget 201 9. The
urgency of decision-making will depend, at least iri pari on'the extent to Wh]Ch you
wish to include any revenue changes in the Budget 2018 forecasts

10. Subject to the scope and complexity of the pohcyg ch‘anges you may WISh to consider a
longer consultation timeline — perhaps witha Viewto introducing legislation in early
2020 rather than September 2019. This-would of courseresuit-inya slightly shorter
legislative timetable if changes were. to he e‘nacted beforethe 2020 general election.

Next Steps

11.  Officiais wish to hear your views on the best\ way to prepare for the Government’s
response to the Group’s recommendatlons ‘as well as how officials can best support
Ministerial decision- makmg on the recommendatlons over the coming months.

NN |
12.  One option is for off CIals to begln by\prowdmg briefings on specific policy issues under
consideration by the Group, perhaps startlng with the taxation of capital gains. If you

agree, these bneTngs could also be crrculated to your colleagues.
4 ‘\

13. We would welcome the opportunlty to discuss your preferred approach at the Officials’
Meetlng on Wednesday QQ June

Recommended Actlon

\\'

We recomrhend thgt you“ b

a discuss thls répOrt“wnth officials at the Officials’ Meeting on Wednesday 20 June.

Agree/d/sagree _ Agree/disagree.

\ ‘\\ DI |
~/ J

Paul Kilford
Team Leader - Tax Working Group Secretariat

Hon Grant Robertson Hon Stuart Nash
Minister of Finance Minister of Revenue
T2018/1438 : Treasury Report. Government Response to Tax Working Group Recommendations Page 3

IN-CONFIDENCE
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POLICY AND STRATEGY THE 'TREASURY

Kailohutohu Kaupapa Rawa

Tax Policy Report: Joint Report: Process for respondjhg to the Tax\Worklng
Group's findings in their Final, Repott/ ('

K

/ < 2
Date: 21 September 2018 J Répb)ﬁio: ¢ T20‘?8/§.’631
TN
(< /\__NRzgm/esz )
Fue Numbet: "\ §H-13-5

N /\\J |

- S O T
Action Sought NN ) A \,,
Action Q‘oq}_f = R ,__"\} = Deadlme
Minister of Finance {Hon Grant Dlscﬁss%@ process fom’eé TWednesday 26 September
Robertson) to.the Tax Working G[oup\‘s\m 2018
/rega(t at Joint Mlnlste;s méeﬂ)ng on
/)26 Seplember T

Minister of Revenue (Hon Stuan . 9 Q)J/?uss the process er respondmg Wednesday 26 September

Nash) : Tax Warking: Gfe)up s final 2018
= ;repon at ,}Q nt nlsters meeting on
4 4 26 Septemnber.
s \v - > \‘\\ =i ~
Contact for Telephope Dlscussﬁr}(if required)
AW \ \ e /S
Name \ / Position ./ Telephone 1st Contact
Jordan W{rq; X Semo()&kalyf t, The Treasury | °@® s9(2)(a) v
/ Sy ALY
e \ e (iC e/
RN )
Emma Grigg {’ol@y Director, Inland
/' {Reygnue
L 4

Actions forthe Minister’s Office Staff (if required)
N,

/

; Return the signed report to Treasury.
|

L — ——

Note any
feedback on
the quality of
the report

Enclosure: No

Treasury:4012778v1 BUDGET-SENSITIVE
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Tax Policy Report: Joint Report. Process for responding to the Tax
Working Group's findings in their Final Report

Purpose LS

1. The Tax Working Group (TWG) is due to issue its final report to ﬁ}e'fc-overnnieﬁt':in'
February 2019. We seek your thoughts on a process for demswon making on tax poiicy
changes potentially arising from the TWG's recommendat:ons :

2. This report outlines an indicative process for dec;s”wn makmg based on key dec15|ons
being made by Cabinet in April 2019, and explams\poterrtlal |mpacts R Budget 2019.

3. ltalso highlights risks and challenges with reaqhmg dec:swn;rby Aprll It outllnes an
alternative approach which might be thought@fas a "Plan B‘ WhiQh could still allow
legislation to be enacted by July 2020 ; . ; /

Responding to the Tax Workmg Group s Flnalﬂem

The process for respondmg ta the TWG

4, The Government has mdacated that it lntends to make decisions about TWG's
recommendations in Apri] 2019 [CAB<18&- MIN-0458 refers]. We understand this is to
ensure sufficient hme Iap;epare cunsu}l on and enact legislation before the next election
(by July 2020) AN,

5. We assume th:s bméhne would mm&e Cablnet making decisions about key tax policy
changes; mcludmg the high'level design of a package, in April 2019. After those
decisions; a discussion dacument for public consuitation on the details of the
Govemment 5 proposal ‘woyld fo!low potentially released on Budget Day in May 2019.
Feﬂqw:ng consultation, ﬁn\al Cabinet decisions would be made in August 2019. A bill
would be mtroducechnNoyember with legislation passed and enacted by July 2020 with
appllcaflon fromd, Aprlj 2021. An indicative timeline, consistent with this approach, is set
out in Table ¥ of thrs repon

Challenges and nsks to maklng final decisions in April

6. As we hawe.prevnously discussed with you, the timeline for transiating the Group’s
recom}ﬁ_dations into policy is highly constrained [T2018/1438 refers).

7. in particular, achieving Cabinet agreement by April will be challenging given the
complexity of the issues and uncertainty about the extent to which the TWG will be able
to come to a clear view about these issues in their final report. With the TWG's final
report in February, it would entail the Ministers of Finance and Revenue working through
significant detailed design questions about complex tax reform in March and having
Cabinet agreement by early April.

8. To illustrate the complexity of potential decisions, key design choices for extending the
taxation of capital income, if Ministers’ wish to progress that option, would include: which
assets are to be in the base, what tax rates would apply, what exemptions or rollover
relief is applied, whether losses are ring-fenced, transitional arrangements, treatment of
Maori assets, and many more. In addition, an overall package of options will entail a

Joint Report: Process for responding to the Tax Working Group's findings in their Final Report Page 2
BUDGET-SENSITIVE
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range of other tax policy decisions. Officials plan to report on high-level package options
based on the TWG's interim report on 4 October.

9. Preparing a discussion document for public consultation will require detailed decisions by
Ministers and there will inevitably be several rounds of working through issues as detailed
decisions are made. If a discussion document is to be released on Budget day, this
implies there will be a relatively small window between Cabinet policy decisions (mid
Aprll) and Cabinet approval of the discussion document (early May). We considerthat it
is feasible, but is heavily dependent on Ministers making dec:smns about key desrgn
details in March. . . -

10. Incorporating tax policy decisions into Budget 2019 (amd hence lmpactmg th e, frscai
forecasts) could also negatively impact how some stakéholders percejve consuitatlon
Further public consultation and drafting of Ieg:slatton would likely occ&r“ajter the Budget.
It will be important to communicate that public c0nsultatfon is genume and ‘therefore that
the policy details may be modified even if this ﬁas ﬂscarlmpacts Uneertalnty over final
design choices, and corresponding fiscal |mpacts il also need to be) ‘carefully
considered in Budget 2019 — for example; assummg addltlonal re\fenue that might not
materialise after final policy design dec;suonsare made )

An alternative approach — deferring deqlsmns untll after Budgyt >

11. An alternative option is to conS|de)' defemng decrs\egs untﬂ after the Budget. This would
have the advantage of prowdmg ‘Ministers witha longer-period to make decisions. On the
other hand, it would mean- thata significant flsqai decision occurs shortly after Budget.
This would be unusual. At would mean that Budget 2019 becomes out of date soon after it
is released, revenue, decrmén/s,would be takenin isolation to the rest of the Budget —
potentially fimiting optlons for TWG response packages — and would also entail a slightly
longer period of uncertalnty about the Gavernment's response to the Tax Working Group.

\

12. With either approach,\there isa feal pOSSIbIII'(y that other work on the tax policy work
programme may‘rieed to be delayed 1o support tax reform related to the Tax Working
Group. Wg will-advise youin. due course should we identify the need to reprioritise other
items, cn the w;a k programme

\V
Dects{ons m Apnl cou/d /‘mpact én ﬁscal forecasts for Budget 2019

13. Government dQClSiDI"S that have a material effect on the fiscal and economic outlook are
required to bg” tncqrgorated into the Treasury’s fiscal and economic updates — a key
component.of the Budget This means decisions about tax policy made in April 2019
would Ilkely need to be incorporated into Budget 20191

14. Since the f‘nal decisions on any tax policy changes are likely to occur after Budget 2019,
the nature’ of any decisions made by Cabinet in April 2019 will be important in
determining how these decisions are incorporated into the Budget — for example, whether
they are incorporated into the fiscal forecasts, or as unquantified fiscal risks.

15. In general, items are incorporated into the fiscal forecasts when they can be quantified for
particular years with reasonable certainty and a decision has been taken (or approval is
likely). In these cases ‘reasonably probable’ is taken to mean that the item is more likely
than not (better than 50% chance) to be approved.

1 Under s26U of the Public Finance Act, Treasury’s economic and fiscal updates (which are updated
as part of the Budget) must incorporate all Government decisions that may have a material effect on
the fiscal and economic outlook. Where fiscal implications can be quantified, they must also be
included in the forecast financial statements.

. Joint Report: Process for responding to the Tax Working Group's findings in their Final Repont Page 3
BUDGET-SENSITIVE
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16. If tax policy changes take effect from April 2021, they are expected to impact on the last
two years of the four-year fiscal forecast period. Policy decisions would also impact on
the economic forecasts.

Indicative timeline and process with key decisions in April

17. The table below presents an indicative timeline for TWG processes, formulation of _
advice, and decision making by Ministers and the Governmentassuming key decisions
are made by Cabinet in April and are incorporated into the Budget process. As foted-.
above, there are significant challenges and risks in achieving this Apxprnl deadline: There is
no scope for slippage in decision making times if decnsmns areto-be made.in time for
releasing a discussion document on Budget day, and declsmns mcorporated mtﬁ the
Budget. S

- ‘\-

Table 1: Indicative timeline and process for respondmg 1o the TWG
Date 1 Milestone / acfivity NS T ‘
Phase 1: Completion of TWG + package fprmatlan/(now M§r\ch 2019)
September Public release of the TWG a\‘iténm repot‘t ;

Early October Initial report to Joum"Mtolsters with ||st uprhons and package
considerations t@séd\on“the TWG’ s\uqteﬂnti report

November End of TWG pl{bhc eonsultatlo;LRe\?er

Early December | Report to amt\Mmlsters with flﬁher}adwce on package options,
informex y\JI'WG progress ~ N\

Mid December BudgeLPohcy Statemef)t Statés Govemment s priorities for the Budget
2018 ~ opportunity to signal diréctlon

February 2019 | F}Q\s} ﬁNG repon ovndeﬁ to Ministers and taken to Cabinet
January - Marcﬁ'.\ g?/egular reports to Joint Ministers working through relatively detailed
ec

2019 0N isions (meet fo?trnghtly)
\\ 'MOF takes key proposals to Budget Ministers for agreement (every 4 —
LY 6weeks) N

Phasé.'! De\b»snons (5@2319) ‘

Late Me}rsb 2019 Budgef Mifisters make final decision on package. Coalition consultation
compreted

Early April 201@ MOF‘ and MOR agree on a tax reform package for Budget 2019. Take
/ {, 1\Cabinet paper and RIS to Cabinet

Mid ApriI,Q;f(Q\ \ Final Cabinet decisions on Budget
Phase 3*F[g}/n Budget to implementation (May 2019 — April 2021)

Late April / early | Discussion document of proposed tax changes goes to Cabinet

May 2019
May 2019 Budget 2019. Discussion document released
May — July 2019 | Public consultation period (at least 6 weeks in line with GTPP)
August 2019 Final decisions made by Cabinet and drafting instructions issues
November 2019 | Bill introduced
July 2020 Legislation passed and enacted
April 2021 Impleméntation
. Joint Report: Process for responding to the Tax Working Group's findings in their Final Report Page 4

BUDGET-SENSITIVE
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Next steps

18. Officials would welcome your feedback on this indicative process at the Joint Ministers
meeting on 26 September.

19. Following this, Officials plan to provide advice on high-level package options based on

the TWG's Interim Report. This is scheduled for conS|derat|on at your next Joint Mlmsters
meeting on 8 October 2018. . 7.

Recommended Action

We recommend that you:

a discuss this report at Joint Ministers meetlng on 26 Septemberzms

Agree / Disagree

;'/ el

Matt Cowan /> Emma Grigg

Acting Manager<_“// ~/ O\ Policy Director

Tax Strategy,~. ./ Policy and Strategy
Y% Inland Revenue

The Treasyry ™.~/ >

/‘\ NSk
Hon Grant Robertson\\\ Hon Stuart Nash
Minister of Fmam:e ) Minister of Revenue
/ 1203 8 \/ / 12018
( xf\. \-\ 'I:
)l |
Joint Report: Process for responding to the Tax Working Group's findings in their Final Report Page 5
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Inland Revenue
Te Tari Taake

POLICY AND STRATEGY THE TREASURY

kaitohutohu i\.Jupdpd upapa Rawa

Tax Policy Report: Joint Report - Tax Working Group - officials’ initial advice

on potential tax reforms for Budget 2019 S

ol '/\. /r\::'/\\\\,,\\

Date: 14 December 2018 o lje b(N\& Tzqié:@ggg'
ZQN .IRZ)M&{S’OO
| F|Ie~NJ:1mber O\ SN;@-7-8

P

Action Sought

Action Souqht\\\ /--"-'}E\’\\ﬁe_éaline
Minister of Finance (Hon Grant Agree to@ts@us&\*h‘is report, w;ﬂw ; 17 December
Robertson) off cral@a{ theJdeint Minis ers»
\&n\i \Decembe}

Minister of Revenue (Hon Stuart | Agree to drs/cuss thl&(eb wrtﬁ 17 December
Nash) Aofficials at the JorntMlmsgejs ‘

> |m\ed|ng on 17 DeCember ;

& Aﬁ () '

AN .|

Contact for Telephone ,DE(‘:ussrog\ji’f requrred)

NN D
'. \\ o N
Name esmon /\;\ e Telephone 1st Contact
'Michael Sherwoog \['%élyst The Treasugv s9(2)(k) n/a
| 2000 O\ (mob) .
F - Via /ﬁ - —
‘ Mark Vink 3 Man;ger \The Treasury s9(2)(@) v
. e =TY ~ N\
XM /’j,. \ \ i
Matt Benge ™/ ; Ghref Etonomlst Inland |
vente !
_ £/ ) : |
A2
C 5L DN/ . )
Actions forﬂ{e\’Minister’s Office Staff (if required)
{ KQ
o ) —

| Return the srgned report to the Treasury

Note any
feedback on
the quality of
the report

Enclosure: No

Treasury:4050107v1 BUDGET-SENSITIVE
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Pages 2-3 are outside of the scope of the request.

Deleted - Not Relevant to Request

The timelines for pre-Iegislati‘vé.cOnsuItation and detailed design will be challenging
To enact ieglslanon by mld 2020 the Government would need to make decisions on key
elements of proposed ‘reforms in April, then consult and decide on the details, and then
introduce legislation by November 2019. Officials can meet this timeline. However, it requires
consultation and demsm‘.n making on a large number of detailed and interconnected issues in
a short spacé &f tlme This timeframe would increase the risks of there being a need to make
further Iegtslat:ve changes in future, which would impose higher uncertainty and compliance
costs on taxpayers

Because of these risks, officials recommend amending the proposed timeline, to introduce
legislation in mid-2020 with effect from 1 April 2022. This would allow additional time for
consultation and decision making, which would help ensure legislation is fit for purpose, well-
understood, well-tested to ensure it achieves the Government'’s objectives, and workable.

Under either timeline, there would be significant administrative resource implications for
Inland Revenue from developing and implementing comprehensive tax reform at pace.
Deleted - Not Relevant to Request

Pages 5-28 are outside of the scope of the request. ) -
Page 4

BUDGET-SENSITIVE
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Deleted - Not Relevant to Request

Next Steps_ <

Timeline for Legislation

168. A number of submissions on the Group's interim report noted concern with the publicly
available timeframes indicated for the generic tax policy process (GTPP) and legislative
process beyond its final report. The Group requested officials’ advice on this process.

169. Our advice was that, if Cabinet decides it wants to enact legislation before the 2020
General Election to extend the taxation of capital gains, legislation would need to be
introduced by November 2019. Before this, there would need to be a consultation on
detailed design decisions, which would need to start around May 2019 with the release
of a Government discussion document.

170. We noted that this timeline does not leave much time for detailed design decisions to

be made. As noted throughout this report, there are a number of complex design
Joint Report - Tax Working Group - officials' initial advice on potential tax reforms for Budget 2019 FINAL (but still DRAFT) -
Thurs Page 29
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decisions that will need to be made before legislation can be introduced. This report
has only touched on the high-level design decisions. There are many other complex
issues associated with extending the taxation of capital gains that we have yet to
discuss with you.

There is a risk that rushing consultation undermines the GTPP. Under GTPP, changes
to tax policy are supposed to go through a process of consuitation with the general
public, including the private sector. One of the main goals of GTPP is to ensure that all
policy issues that have a significant impact on the public are considered by officials
before legislation is drafted. Consultation on the policy issues before legislation is
introduced allows consultation after legislation is introduced to focus on How well the
legislation actually implements the Government's pezlrey deCIsmns rather than on
issues with the policy itself. £ o

More time being built into this process onid ensu're that, thfoug'h adequate
consultation, legislation is fit for purpose, weli- understood well- tested 1o ensure that it
achieves the Government'’s objectives, and workable This wouId mlmmlse the need for
further legislative change in the future. g

Legislation that requires substantial amendmeﬁt post-eQac{ment increases uncertainty
and can impose significant compllance costs on taxpayers “who may have to update
their processes in response to changes m the way that‘ the tax operates.

We have advised the Grouppthat\we conSIder zncludmg all legislation in one Bill is
preferable to splitting it over muitl le Bills, /asuthis provides a better opportunity to
achieve a coherent and sustainable changer to the tax system. It would also eliminate
the need for temporary<nfeasures that may tie -nécessary to enforce boundaries that
would exist in the short telrm but not once all reievant asset classes were subject to tax.

In saying this, ofﬁcets can meet the/proposed timeline. However, because of the risks
involved, our recomiendation is. Ahat the timeline be amended to allow legislation to be
mtroduced in themlddie of ZOz&wnhan effective date of 1 April 2022.
,«\' N

Finally, extendmg the taxation- of. cépltal gains would require considerable IT changes
within_ tni nd Revenue, ,.and preparatlon to assist taxpayers with implementation and
ongoing: compllance (for example, information, education and relevant forms). This
means,, partlcularly if the effective date of 1 Apr|I 2021 is retained, Inland Revenue will

_need to incur S|gmf'cant lmplementatlon costs through 2019-21.

Process for further adv:ce

177.

178.

179.

180.

The Gro_u'p 'is_'E)tpected to send you its final report in late January 2019. Officials will
provide youwith a report at the same time setting out where we agree and disagree
with, the Group s final recommendations.

In ordei’ for the Government's response to the final report to be included in Budget
2019, you will need to make final policy decisions in March, and take papers to Cabinet
in April.

To help facilitate the making of these decisions, we propose sending you a series of
reports seeking your provisional decisions on both the design choices for extending the
taxation of capital gains, and on how the revenue raised could be allocated. These
reports would be sent to you throughout late January and February. The topics covered
in these detailed reports can be based on your feedback on this report.

We suggest no final decisions be made until March, once you have had the opportunity
to consider these additional reports.
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181. After final decisions are made, we propose preparing a paper for Cabinet to consider,
as well as a discussion document on extending the taxation of capital gains that could
be released at Budget 2019.

182. We also propose preparing material for a series of workshops with your Ministerial
colleagues on the Group’s final report. These workshops would be of a similar nature to
the workshops carried out prior to the Group's interim report going to Cabinet. Subject
to your approval, officials can liaise further with your offices on the timing and content
of these workshops.
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Pages 4-10 are outside of the scope of the request.

Deleted - Not Relevant to Request

Timelines

35.

If Ministers want to enact Ieglslatlon far a potentlaltax reform package before the 2020
General Election, legislation wauld- need to be introduced by November 2019. Before
this, there would need to be consultatlon on.detailed design decisions, which would
need to start around May W|th the release of a. Government discussion document.

36. Anindicative tlmelme to achleve this |s ser out tae!ow
February 7 N . TWG Final Repor’r publlshed
e ) Dlscussmns thh Joint Ministers on:
o DesaQn ‘details for extending the taxation of capital
. gains’
B ~Overall package of measures
¢ Joint Ministers decisions on:
(N O . Design details for extending the taxation of capital
~_ / gains
> oo Overall package of measures
"=\ Labinet decisions on:
Gl N o Design details for extending the taxation of capital
) gains
o Overall package of measures
« Government announces overall package of measures
e Discussion document released
e Cabinet decisions on final design details
¢ Legislative drafting instructions issued
37. This timeline requires you to take a series of decisions on a large number of complex
issues over the course of February and early March, in time for papers to be prepared
to be taken to Cabinet in April. We propose to send you a series of reports throughout
February to facilitate these decisions and to discuss this suggested process at the
meeting with the Minister of Finance on 7 February.
Question for Ministers
e Are Ministers comfortable with the proposed timeline at paragraph 36?
e How best can officials can best engage with Ministers and Cabinet over the coming
months?
Tax Policy Report: Tax Working Group Final Report — officials’ companion advice Page 11
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Part D: 'I/'im'i'n:g of iegislation and phased-in implementation

14.

15.

\ \\ \!
Officials’have previously advised Ministers on options for the timing of legislation.
Legislation for a broad extension of capital gains taxation introduced in Parliament
before the 2020 General Election with effect from 1 April 2022 remains our preferred
option. Legislation enacted before the 2020 General Election with effect from 1
April 2021 would be possible, but would carry increased risks of technical errors and
complaints of inadequate consultation.

The Group’s Report raised the possibility of a phased-in extension of capital gains
taxation to provide additional time for development of the more complex aspects of
the system. If a phased-in implementation were desired, the most feasible first
phase would be an extension to residential real estate other than the family home,

!t As outlined in Joint Report - Tax Working Group - officials’ initial advice on potential tax reforms for Budget
2019T2018/3429, IR 2018/800 a business package could include restoring depreciation on buildings, expanding
black hole expense deductibility, and reducing restrictions on loss carry-forwards when a company is sold.

IR2019/061; T2019/246: Design Issues in the Taxation of Capital Gains Page 2 of 26
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with a second phase extending capital gains taxation to all the remaining asset
classes.

16.  There has been some discussion with Ministers on the issue of timing. It is raised
again to confirm views on timing and in case Ministers wish further discussion or
information.

IR2019/061; T2019/246: Design Issues in the Taxation of Capital Gains Page 3 of 26
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Part D: Timing of legislation and phased-in implementation

Group recommendation

126, The Report did not analyse or make recommendations on a phased-in
implementation. The letter from Sir Michael to Ministers indicated that the
“Government also has options around how to stage the timing of introduction and
whether to phase in the inclusion of asset classes.” The TWG report itself also notes
that the Government “has options about how to stage t bmmg of mtroduttlon "7

Comments :

» S
127. Phased-in implementation has been suggested to adayess congerns ab’put achieving
a successful implementation within compr‘gssed tlmellnes ANﬁJluded to in our
report dated 1 February (T2019/113/ IR«ZQIQ!Q&Z refers), on-the-assumption that
a comprehensive tax is preferred, / ofﬁfc{a{s consider rtb*erek are three main

implementation timing options: R (\_-\._‘u )
N\ /I

o Option 1 - Comprehenswe{'ta\vn the Go»@;\n en?’s proposed timeline of
legisiation enacted before“th\e 20 GeneratEIécUon with effect from 1 April
2021; -\.\\T" T

AN K

. Option 2 - Comprehenswe tax bill mtwN n(m Parliament before the 2020
General Electlon thh effect from prL

e Option 3 - K phased approach WLth reSIdentlal property (other than the

family home‘}\er{ac;ted befare, the) 2020 General Election with effect from 1
April 202(1Cand the remammg assét classes introduced before the General
Electlomn ZEZQ with effect-from 1 April 2022. This split between residential
property\\ancbthe rest; rather than any other dividing line, is for the reasons
noted 1;1 the *what i$ taxed' section of this report.

W 7 N
P b = R

Officials’ pOS;tro\m ¥ NS

128. O] ciais have prgv;\o@ivedwsed that our preference is for Option 2, which would
ow for consyi}ta‘blon ‘both on the design detail and possibly some key aspects of
legislative draftmg béf’ore any amendment bill was considered by Select Committee.

129. We haved Sist F V|ously advised that we could meet the timelines for Option 1 if
necessaty. B‘ot these pieces of advice still stand.
L ‘\ %

130. In saylng ;hus we reiterate that Option 1 significantly increases the risk of:

. -\__\kachmcal errors in the legislation that will require remedial amendment; and

. Complaints from stakeholders that any consultation process is inadequate
for what will be an important and complex set of legislative amendments.

131. Legislation that requires substantial amendment post-enactment increases
uncertainty and can impose significant compliance costs on taxpayers, who may
have to update their processes in response to changes in the way that the tax
operates. The TWG also noted that this timeline was “challenging”.

132. If Ministers are considering a phased approach, officials consider that Option 3 has
the following advantages when compared with Option 1:

7 Tax Working Group Final Report, Volume I, paragraph 13.
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° There is clearly significant stakeholder concern over the details of any
proposals. Extra time would allow a more thorough consultation process,
improving the overall quality of the bill at introduction and easing these
stakeholder concerns. Shorter timeframes also put more pressure on the
process to understand impacts for Maori collectively-owned assets and
associated decisions by the Government, which is necessary to ensure that
the Crown has acted in good faith in relation to its Treaty partner;

. The boundary between residential property and the rest is relatively neat,
which would make extending income tax to that{ class of asset\s relgtlvely
simple and also minimise the need for temporaw meaSures, o

‘\.;

.I. A\

e Having a delay of only one year would Iessen the pressgfe on\temporary
measures anyway because it limits the be\haﬁts of taxpayers stmcturmg to
avoid the tax; & N -

© Introducing a comprehensive bill. t ’Pa“rhaament /b;eﬂfore mthe 2020 General
Election would, in our view, mee/t the Governmeﬁt’s‘ebmetlve of providing
certainty to taxpayers on the ﬂesngn »of>the tax(, ) )

o Although it would generate: Ie\sfrevenue 1g(ea\rlletxyears than Option 1, it
would still tax a large asset- ciass in 202»1 fz\xear and therefore generate
more revenue that Optioh <\ N>
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