
 

 

To: The Prime Minister 
Hon Simon Power 
Hon Steven Joyce 
Hon Paula Bennett 

 
From: Minister of Finance and Minister of Revenue 
 
Re: Ministers’ Sub-Group on Tax Meeting One (22 February 2010) 
 
Date: 19 February 2010 
 
 
Attached for the first meeting of Ministers’ Sub-Group on Tax is: 
 
• An agenda; and  
• A briefing note on the matters to be discussed. 



 

 

 
 

Ministers’ Sub-Group on Tax 
 

Agenda for meeting of 22 February 2010 
 
 
 
1. Timetable to develop a tax reform package for Budget 2010 
 
2. Outline of tax reform package being developed and initial costings 
 
3. Key decisions on tax rate alignment issues (tax system integrity), 

personal income tax reductions and an increase in the GST rate 
 
4. Other matters 
 
 
 



 

 

Timetable for Ministers’ Sub-Group on Tax to develop a tax reform 
package for Budget 2010 
 
Four meetings of the Budget 2010 Ministers’ Sub-Group on Tax (the Tax Sub-Group) have 
been scheduled leading up to the cabinet decision on the tax reform package on 12 April 
2010.  Given the likely scope of the Budget 2010 tax reform, it is envisaged that the Tax Sub-
Group will use meetings 1-3 to make in-principle decisions on specific components of the 
Budget package.  The Tax Sub-Group would then use meeting 4 to make recommendations 
on the package as a whole after taking into account the overall revenue implications.  Cabinet 
would consider the Tax Sub-Group’s recommendations on 12 April and make final decisions 
on the tax package for Budget 2010. 
 
The Ministers of Finance and Revenue will provide advice to the Tax Sub-Group on the 
issues due for consideration at each meeting in advance of that meeting.  In addition, the Tax 
Sub-Group will be provided at each meeting with a table containing the estimated fiscal costs 
of a potential overall tax package (see appendix 1).  These costs are likely to change as in-
principle decisions on various components of the package are made.    
 

• Meeting 1, 22 February 2010 – consideration of tax rate alignment issues, personal 
tax rate reductions and an increase in the GST rate. 

• Meeting 2, 8 March 2010 – consideration of: 

o thin capitalisation; 

o property issues (LAQCs, loss ringfencing, and the capital/revenue boundary); 

o depreciation issues (buildings, loading); 

o PIEs and other savings vehicles; 

o Working for Families indexation and integrity issues; and 

o compensation for any increase in GST. 

• Meeting 3, 22 March 2010 – consideration of: 

o company tax rates; 

o company tax consequential issues (including provisional tax); and 

o composition of the final tax package. 

• Meeting 4, 29 March 2010 – final recommendations on the final tax package. 

 



 

 

Key decisions to be made by the Tax Sub-Group on tax system integrity, 
personal income tax rate reductions and an increase in the GST rate 
 
Overall aims of the tax reform package:   
 

• To increase growth by a shift in the tax mix - reducing the reliance on income taxes while 
increasing tax revenues through GST. 

• To broaden the income tax base to reduce behavioural distortions in the current tax system, 
and to allow further income tax rate reductions. 

Benefits of a shift in the tax mix:   
 
• Shifting the tax mix encourages economic growth by reducing reliance on income taxes that are 

particularly harmful for growth and efficiency. 

• Taxing consumption does not discourage savings to the same extent as personal income taxes. 

• It improves integrity of the tax system by allowing alignment of the trustee rate and the top 
personal income tax rate.  This is particularly important because non-alignment of these rates can 
confer permanent benefits to taxpayers due to the tax on trustee income being a final tax.  Non-
alignment of the company rate and the top personal income tax rate, on the other hand, only confer 
a deferral benefit (a timing difference) – it is a matter of judgement as to what level of difference 
between these rates is sustainable without further integrity measures being required. 

• It allows for across the board reductions in personal income tax rates which, in turn, helps support 
the progressivity of the tax system.  

Potential criticisms of a shift in the tax mix:   
 
• An increase in GST could adversely affect those on lower incomes who, on average, pay a higher 

percentage of their disposable income in GST.  This concern is addressed by proposals to: 

o reduce lower personal income tax rates in order to offset any negative effects for taxpayers 
from increased prices of goods and services; and  

o provide immediate support to certain groups particularly affected by an increase in GST.  

Recommendations on personal tax rate reductions and an increase in the GST rate:   
 

• Agree there is a preference for the tax reform package to increase the GST rate to 15%. 

• Agree there is a preference for the tax reform package to make reductions to the lower 
personal income tax rates. 

• Agree there is a preference for the tax reform package to align the top personal income tax 
rate and the tax rate applied to trustee income at 33%. 

• Agree there is a preference that, if the GST rate is to increase on 1 October 2010, immediate 
support for certain groups (e.g. beneficiaries, superannuitants, and Working for Families 
recipients) should also be given.  Note, further advice will be provided by officials on how 
this can be achieved, and will be considered by the Tax Sub-Group on 8 March 2010.  
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