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27 October 2006 
 
 
Minister of Finance 
Minister of Revenue 

Skills training tax credit 

Executive summary 

Officials agreed to report to Ministers on the specific issues in relation to the detail of  tax 
credits being considered for R&D, export market development and the improvement of 
workforce skills.  This report outlines the detailed design of a skills training tax credit.  
Attached to the report is an officials’ issues paper which you may decide should be released 
for public consultation. 
 
The objective of the skills training tax credit outlined in this report and in the issues paper is 
to strengthen the incentives for employers to invest in the skills and productivity of their 
employees, through formal training that leads to recognised qualifications.  Based on 
guidance from Ministers, we have developed a broad-based tax credit that is not targeted to 
specific sectors, particular types of firms or particular types of employees. 
 
Eligible training 
 
We considered the following four options for the definition of “eligible training”: 
 
(1) only training linked to the National Qualifications Framework (NQF); 

(2) training linked to the NQF and other training for qualifications that are industry or 
international standards and meet certain criteria; 

(3) training  towards any qualification on the New Zealand Register of Quality Assured 
Qualifications, which includes training linked to the NQF; and 

(4) any training that meets requirements for course approval and accreditation by a legally 
mandated quality assurance body. 

 
The preferred approach is to define “eligible training” as any training that leads to credits or 
qualifications on the NQF (option (1)) and as specified in the issues paper.  The reason for 
basing the definition on the NQF is that it provides a clear definition of qualifications that are 
relevant (because they are based on industry standards) and lead to transferable skills.  It may 
also create an incentive for training to be structured within existing NQF qualifications, or to 
develop new NQF qualifications thereby increasing the consistency and transferability of 
skills training and qualifications.  It also provides certainty for employers as it offers a clear 
and objective test for eligibility using an existing information source. 
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The main disadvantage of the definition is that the NQF is not complete in its coverage.  
Many quality-assured and government-funded courses are not limited to the NQF ( including 
all university courses and local qualifications developed by polytechnics and wananga).  
Much of the in-house and contracted training that is currently undertaken by employers is also 
not linked to the NQF.  Eligibility could therefore be extended (option (2)) to cover 
qualifications that are not on the NQF, but that are recognised international or industry 
standards that meet some defined criteria (such as a requirement that training involve 
structured assessment and supervision by qualified trainers).  Training towards non-NQF 
qualifications would need to be approved as eligible for the tax credit by a nominated 
authority.  This option is also included in the issues paper. 
 
Options 3 and 4 are not recommended and are not included in the issues paper.  These 
options, although both workable definitions, are broader in scope and involve greater fiscal 
risk and cost.  While they require quality assurance, they include training that does not lead to 
portable credit and nationally recognised qualifications. 
 
Eligibility for the tax credit may also be targeted at particular levels on the NQF.  The credit 
could extend to all NQF training (very little of which is at degree level – levels 7 to10) or it 
could be focused at or below level 4 on the NQF.  The narrow approach is included in the 
issues paper. 
 
Eligibility criteria 
 
The tax credit would be available to all employers who invest in the training of their 
employees.  The options are to limit the definition of “employer” to particular regions or 
sectors or not to impose any limits.  The second option is favoured because it is the most 
inclusive option, administratively simple to apply and meets the policy objective, and it is 
included in the issues paper.  However, to reduce tax planning opportunities – which could 
arise, for example, when family members are employed by closely held companies – specific 
rules could be introduced to ensure that the credit is not abused in this situation and others 
involving partnerships, trusts, associated persons, shareholder/employees and independent 
contractors. 
 
“Employee” can be defined  narrowly (on the basis of hours of work, length of previous or 
subsequent employment) or more broadly.  Our preference is for a broad definition as it 
would be the most inclusive, and it is described in the issues paper.   
 
Eligible expenditure 
 
The tax credit would  apply only to direct training expenditure that is deductible for taxation 
purposes.  Direct training costs would be limited to:  
 
• course fees and tuition costs; 

• payments for internal and external instructors; 

• purchase price for training materials (such as textbooks and manuals); 
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• rental fees for training facilities, equipment or other assets required for training; and 

• participation charges for external training courses. 
 
Eligible expenditure would exclude travel and accommodation costs incurred in relation to 
training and the cost of wages and salaries paid to employees while they participate in training 
(or wages and salaries paid to backfill their positions while they are training).  There are too 
many risks associated with extending the definition of “eligible expenditure” to include these 
costs.  They include abuse by taxpayers, subsidising expenditure that may have a private and 
domestic component, and fiscal risk.  However, if the tax credit is capped at the employee 
level, a wider definition of “eligible training”, possibly including wage costs, could be used.  
A wider definition could also be used if standard costs (as is suggested for the export market 
development tax credit) are used for travel, accommodation and wages.  The issues paper 
invites submissions on these options. 
 
Employers would not receive the tax credit if they require their employee to reimburse or pay 
for the cost of training, either directly or indirectly or through the use of forfeiture of annual 
leave, or other compensable time. 
 
The tax credit could also be subject to a cap calculated at an employee level.  The main 
advantage of introducing a cap is to limit the fiscal risks involved in implementing a new 
initiative when  limited information on employers’ actual training expenditure is available.  
 
Fiscal implications  
 
We have developed the  tax credit discussed here without any explicit fiscal parameters.  One 
of the major challenges in costing the policy is that we have limited information about the 
nature and scale of the costs employers incur when investing in the training of their 
employees.   

Recommended action 

We recommend that you: 
 
(a) Agree that the issues paper is to include the option of defining “eligible training” as 

training linked to qualifications on the NQF. 
 
Agreed/not agreed Agreed/not agreed 
 
(b) Agree that submissions be invited on whether the definition of “eligible training” 

should be extended to include other qualifications not on the NQF, where these 
qualifications are shown to be industry or international standards that meet defined 
criteria (such as assessment content and certification recognised by other employers in 
an industry). 

 
Agreed/not agreed Agreed/not agreed 
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(c) Agree that the issues paper is to include the option of restricting the tax credit to 
education and training at or below level 4 on the NQF (excluding degree-level 
education and training. 

 
Agreed/not agreed Agreed/not agreed 
 
(d) Agree that the issues paper is to include the option of the tax credit applying to all 

employers who invest in the training of their employers, regardless of industry or size. 
 
Agreed/not agreed Agreed/not agreed 
 
(e) Agree that the issues paper is to include a comment about the potential tax planning 

opportunities that may arise as a result of a wide definition of “employer” and that 
specific rules may need to be introduced to ensure the credit is not abused. 

 
Agreed/not agreed Agreed/not agreed 
 
(f) Agree that the issues paper is to include the option of the tax credit applying to all 

employees, regardless of whether they are New Zealand citizens or permanent residents 
of New Zealand. 

 
Agreed/not agreed Agreed/not agreed 
 
(g) Agree that the issues paper  is to include a comment that the tax credit should not apply 

to independent contractors, closely held companies, partnerships, trusts and associated 
persons. 

 
Agreed/not agreed Agreed/not agreed 
 
(h) Agree that the issues paper is to invite submissions on the definition of “eligible 

expenditure” (to include only direct training costs) and the proposed exclusions (travel, 
accommodation, wages and salaries paid to employees while they participate in training, 
including the cost of wages and salaries paid to backfill their positions while they are 
training ).  

 
Agreed/not agreed Agreed/not agreed 
 
(i) Agree that the issues paper is to state that employers should not receive the tax credit if 

they require employees to reimburse them for the cost of training, either directly or 
indirectly or through use of forfeiture of salary, annual leave or other compensable time. 

 
Agreed/not agreed Agreed/not agreed  
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(j) Agree that the issues paper is to invite submissions on whether the tax credit should be 
subject capped to expenditure on training for individual employees, to manage fiscal 
risks and create incentives for employers to balance their investment in training across 
all their employees. 

 
Agreed/not agreed Agreed/not agreed 
 
(k) Agree that the issues paper is to invite submissions on whether employers would accept 

a wider definition of “eligible training” if expenditure such as travel, accommodation 
and wages were subject to standard costing. 

 
Agreed/not agreed Agreed/not agreed 
 
(l) Agree that an industry and government advisory committee be created to oversee the 

review or evaluation of the tax credit after 2 to 3 years. 
 
Agreed/not agreed Agreed/not agreed 
 
 
 
 
 
 
Benedikte Jensen Robin Oliver 
for Secretary to the Treasury Deputy Commissioner, Policy  
 Inland Revenue  
 
 
 
 
 
 
Hon Dr Michael Cullen Hon Peter Dunne 
Minister of Finance Minister of Revenue 
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Background 

1. As instructed by Ministers, officials are currently working on the detailed design of  tax 
credits being considered for R&D, export market development and skills enhancement.  This 
report outlines the proposed design for a skills training tax credit and is accompanied by a 
draft issues paper that you may decide should be released for public consultation. 
 
2. In accordance with the tax policy report “Business Tax Review – Timetable for further 
work on targeted tax Credit” (T2006/1517, PAD2006/177), the issues paper includes a short 
introduction and background and then three substantive chapters: 
 
• Definition of training – the specific type of training that would be eligible for the tax 

credit; 

• Eligibility criteria – who would be able to claim the tax credit; and 

• Eligible expenses – the expenditure that would qualify for the credit. 
 
3. The issues paper has been prepared on the basis of guidance received from Ministers in 
relation to the policy objectives of the tax credit.  Ministers have indicated the following: 
 
• the policy objective of the tax credit is to boost the overall investment in workplace 

training across the economy; 

• the issues paper should focus on options for targeting according to the level and nature 
of training, rather than according to the characteristics of the employer or trainee; 

• there should be no restrictions on the particular skills or subject areas of training that 
would be eligible for the credit; 

• the credit should apply to employers and their employees; 

• additional research should be completed to determine if the credit should be available to 
independent contractors; and 

• the definition of “eligible expenditure” should be restricted. 

Policy objective 

4. The objective of the skills training tax credit outlined in this report and the 
accompanying issues paper is to strengthen the incentives for employers to invest in the skills 
and productivity of their employees, to boost New Zealand’s economic performance and 
competitiveness.  The focus is on quality-assured training that is linked to recognised 
qualifications. 
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5. Based on guidance from Ministers, we have developed a broad-based tax credit 
proposal that is not targeted to specific economic sectors, particular types of firms or 
particular types of employees.  We have restricted the definition of “eligible training” and 
have targeted the credit to qualifications at the lower and middle levels of the National 
Qualifications Framework (NQF).  
 
6. A skills training tax credit would need to operate alongside the other government 
education and training policies, including tertiary education funding and regulation of the 
qualifications system.   

What types of training should qualify for the tax credit? 

7. The options for defining the different types of training that could be eligible for the tax 
credit all involve different trade-offs between the following considerations: 
 
• coverage – how much of the training activity currently undertaken by firms would be 

eligible for the tax credit; 

• fiscal cost and risks, and “deadweight cost” problems;  

• confidence in the quality and transferability of training; and 

• risks of encouraging tax planning and creating perverse incentives. 
 
8. We have considered the following four options for defining eligible training (from 
narrowest to broadest): 
 
(1) only training linked to the NQF;  

(2) training linked to the NQF and other training for qualifications that are industry or 
international standards and meet certain criteria; 

(3) training towards any qualifications on the New Zealand Register of Quality Assured 
Qualifications, which includes training linked to the NQF; and 

(4) any training that meets requirements for course approval and accreditation by a legally 
mandated quality assurance body.  

 
9. The first two options are preferred and are included in the issues paper and are 
discussed in more detail below.  They are preferred because they focus the tax credit on 
training that is more likely to deliver recognised and transferable qualifications and skills for 
employees.  They involve more manageable fiscal risks and provide reasonably clear and 
workable definitions for employers.  However, the definitions would exclude a large amount 
of the training activity currently supported by employers, including some courses that are 
publicly funded. 
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10. Options three and four are not recommended and are not included in the issues paper.  
Although both are workable definitions, they are broader in scope and involve greater fiscal 
risk and higher compliance costs.  While retaining a link to quality assurance, they do not 
require that training leads to “portable” credits and nationally recognised qualifications. 
Options three and four, while workable, are therefore not preferred.  They are described in 
Appendix One. 
 
Targeting the credit to lower and mid level training on the NQF 
 
11. Ministers have earlier agreed that focussing on particular levels of training is the 
preferred approach to targeting the tax credit.  This is less likely to result in inequities 
between taxpayers and employees than if the tax credit were targeted to particular industry 
sectors, occupations, firm types or subject/skill areas.  A skills training tax credit targeted 
toward recognised, transferable qualifications at lower and middle levels of the NQF is more 
likely to encourage investment in areas where firms are currently under-investing. 
 
12. 10 levels of education and training are defined on the NQF.  Levels 1 to 3 cover 
education at the senior secondary and basic training certificates.  Levels 3 and 4 cover most 
vocational trade, technical and business qualifications.  Levels 5 and 6 include the more 
advanced and technical training for sub-degree level certificates and diplomas.  Levels 7 to 10 
cover undergraduate to postgraduate degree level education. 
 
13. Depending on fiscal constraints, eligibility for the tax credit could be targeted to the 
lowest skilled workers training at NQF levels 1 and 2, be targeted more broadly to training up 
to level 4 (encompassing most national certificates), or be extended up to level 6 or above 
(very little degree-level training at level 7 and above is registered on the NQF which excludes 
university programmes). 
 
14. The issues paper suggests that the tax credit be targeted to training at or below level 4 
on the NQF.  This approach is broad enough to cover training undertaken across in all sectors 
and firm types, while focussing on lower-level training where employers are more likely to 
under-invest.  The tax credit could be extended to higher levels of training at a later date if 
evidence of its effects is favourable. 
 
15. The Department of Labour supports targeting the credit to NQF levels 1 and 2 only, as 
that would allow a more substantial credit to be offered to employers investing in training for 
the least-skilled members of the workforce.  Training at this level has been identified as a 
priority under the Upskilling the Workforce strategy as offering greatest potential for 
increases in workforce productivity and where current investment by employers is inadequate. 
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Option 1: National Qualifications Framework only 
 
16. The NQF is a national database of qualifications, designed to provide consistent, 
nationally recognised standards and qualifications.  NQF standards and qualifications are 
developed by recognised standard-setting bodies (generally Industry Training Organisations) 
in partnership with industry and providers, and are quality assured by the New Zealand 
Qualifications Authority (NZQA).  Qualifications on the NQF are made up of unit standards, 
many of which are used across industries and qualifications.   
 
17. There are currently about 970 National Certificates and Diplomas, comprising around 
18,000 unit standards, in nearly all industries and generic skill areas.  Nearly all the 
qualifications registered on the NQF are National Certificates and Diplomas at levels 1 to 7, 
with the majority of those being certificate level (levels 3 and 4).  NQF use is highest for 
semi-skilled/elementary occupations, skilled trades and business and vocational training (that 
is, National Certificates and Diplomas).   
 
18. The NQF does not cover “local qualifications” developed by tertiary education 
providers.  These local qualifications include all degree-level programmes, and a large 
amount of sub-degree level education and training that is both quality-assured and publicly 
funded.  There are more than 500 “non-national” certificates and diplomas at sub-degree 
levels.  Some local qualifications will include a mix of credits that can deliver NQF unit 
standards and credits that can only count toward the particular qualification in which the 
individual is enrolled. 
 
19. The NQF also does not include non-unit standard courses offered by non-accredited 
providers.  This includes a large amount of employer-funded in-house or customised training, 
which is likely to be perceived by many employers as more directly meeting their immediate 
and specific training needs. 
 
20. Some industries and sectors, such as nursing and teaching, are not currently covered by 
the NQF, and other sectors, such as banking, have low coverage by Industry Training 
Organisations or low use or reporting of use by providers in areas such as photography, multi-
user computer support, computer programming and software development.  Training in 
“industry standard” proprietary technologies is favoured in some industries – for example, 
certification by software companies in the ICT sector. 
 
21. The advantages of using this option include: 
 
• all eligible training would be “pre-approved” – employers could easily confirm whether 

their training expenditure would be eligible for the credit; 

• it would give the government the highest confidence that the tax credit was being 
claimed for training that met national industry standards, including in the area of 
transferable generic and foundation skills; 

• portability for employees – national qualifications are made up of modules that can be 
readily transferred from one work site, career or industry to another; and 
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• this more narrowly defined approach would be more amenable to evaluation to assess 
the tax credit’s effectiveness.  It could be more easily fine-tuned and, if merited, 
extended to include other types of training activity. 

 
22. The disadvantages of using this option include: 
 
• incomplete coverage – the NQF has gaps in some key sectors, and excludes a large 

amount of training that is quality assured and/or funded through the tertiary education 
system; and 

• from an employer’s perspective, having some quality-assured and government-funded 
courses eligible for the tax credit while others are not could be seen as inconsistent.  
Restricting eligibility for the tax credit to a sub-set of the regulated tertiary education 
system would be seen as overly restrictive by employers whose training activities did 
not fit the definition. 

 
23. An issue requiring further work is whether the tax credit should apply to all training for 
NQF credits, or whether it should apply only to training towards whole NQF qualifications.  
Industry training funding is restricted to trainees who are registered for at least twenty NQF 
credits toward a single qualification, and to approved shorter courses, while student 
component funding is not subject to this restriction.  A similar restriction on the tax credit 
would align with current tertiary funding criteria. The Tertiary Education Commission’s 
preference is to align eligibility for the tax credit with current industry training funding 
requirements, although that could increase administrative and compliance costs and be more 
difficult to build into tax legislation.  This problem is not raised in the issues paper, and we 
will look to resolve it over the next couple of months. 
 
Option 2: National Qualifications Framework plus other qualifications that meet 
industry/international standards   

24. This option covers all training included in option 1, but also includes other 
qualifications that meet recognised industry and/or international benchmarks.  Its adoption 
would help to resolve the problem (under option one) of the NQF’s limited coverage, but 
would require a more complex definition and administrative process. 

25. Qualifications registered on the NQF would be pre-approved as eligible training.  Other 
qualifications could be approved as eligible for a tax credit through both pre-approval (using a 
list published alongside the NQF) and approval on application.  An eligible training course 
would only need to be approved once.  To be eligible for the tax credit, employers or training 
providers would need to demonstrate that non-NQF training met industry/international 
benchmarks and other defined criteria (such as whether the training includes an assessment 
component, and whether it leads to a qualification or certification that is recognised and 
valued by similar employers). 
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26. We will need to seek further input from external stakeholders to develop a workable 
model for implementation.  The role of approving non-NQF qualifications as eligible for the 
tax credit would need to be assigned to an education sector agency.  Expertise from sector 
bodies would be required, and robust quality-assurance mechanisms would need to be 
developed by either NZQA or a legally mandated quality assurance body.  One option is to 
start with qualifications that are on the New Zealand Register of Quality Assured 
Qualifications and then test them against industry standards and transferability.   
 
27. The advantages of using this option include: 
 
• it would include qualifications that are industry-recognised and transferable but are not 

covered by the NQF (such as international qualifications used broadly across an 
industry, and local qualifications developed by New Zealand tertiary institutions); 

• it would include in-house training arrangements that lead to qualifications that that are 
recognised by industry or meet international benchmarks; and 

• it would give a high degree of confidence that eligible training will meet the 
government’s skills development objectives for the tax credit. 

 
28. This option could create a compliance burden for employers seeking a credit for 
qualifications that are not pre-approved, although the burden could be mitigated with clear 
guidelines about what non-NQF qualifications will be eligible.  We are also exploring the 
possibility of developing a pre-approval process of some non-NQF qualifications, which 
could be published as eligible training alongside the NQF. 

29. The issues paper includes the preferred definition under option 1.  However, 
submissions are also invited on the benefits of a wider definition (option 2) and the proposal 
to target the tax credit to credits at or below level 4 on the NQF. 

Who should qualify for the proposed tax credit? 

30. Training tax credits exist in Ontario, Quebec, several US states, Austria, Italy, 
Luxembourg, Brazil, Chile and Japan.  They are generally targeted more narrowly than the tax 
credit described in the issues paper.  They focus on certain types of employees (such as youth, 
displaced workers, low-skilled workers and the unemployed) or certain sectors (such as  
manufacturing and construction). 
 
31. The tax credit would be available to all employers who invest in the training of their 
employees, which would necessitate a legislative definition of  “employer” and  “employee”. 
 

Comment [JM1]: A question 
about structure here - the info 
about other jurisdictions' credits is 
helpful with all aspects of the tax 
credit design including eligible 
training definitions.  Maybe more 
on this in an appendix, or get TEC 
to elaborate some of this in their 
paper.
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Employer 
 
32. An employer is currently defined in the Income Tax Act to include a person who pays 
or is liable to pay a source deduction payment.1 
 
33. The options are to limit the definition of “employer” (to particular regions, sectors, firm 
sizes or types of entity), or not to impose any limits.  The wide definition is favoured and is 
included in the issues paper. 
 
34. While targeting particular types of employer would reduce the cost of the policy and 
would focus it on sectors or firms considered to be priorities (as economic growth leaders or 
skill shortage areas), other policy instruments such as tertiary education funding are likely to 
be more effective for targeting.  A wide definition of “eligible employer” would be simpler to 
administer, easier to understand and fit with the Ministers’ policy objective of encouraging 
investment in training across the workforce as a whole.  
 
35. A wide definition of “employer” would include companies, government departments, 
schools and charities.  As the wide definition is included in the issues paper, this report seeks 
Ministers’ views as to whether they intended the tax credit to have such a wide application.  If 
Ministers do not like the wide definition of “employer”, it could be narrowed to include an “in 
business” requirement.  That would exclude, for example, government departments, schools 
and charities. 
 
Independent contractors and the self-employed 
 
36. Independent contractors would not meet the eligibility criteria of the credit because, by 
definition, they are neither an employer nor an employee.  Ministers indicated that they would 
like us to do further work around the option of including independent contractors within the 
eligibility criteria. 
 
37. An independent contractor is someone who is in business and is allowed deductions for 
expenditure or losses.  Currently, independent contractors are entitled to claim a deduction for 
training expenditure they incur on behalf of themselves provided the general deductibility 
provisions are met.  By allowing them access to the credit there is risk that others may classify 
themselves as self-employed to gain access to the credit and claim expenditure for their own 
personal education and training.  We do not recommend extending the eligibility criteria to 
include independent contractors.  This is consistent with similar schemes operating overseas, 
and with the policy rationale for government support where employers cannot be assured of 
capturing the future productivity gains from investment in training for employees who may 
move to other jobs. 
 

                                                 
1 A source deduction payment is defined in the Income Tax Act to include a payment by way of salary or wages, an extra pay, or a 
withholding payment. 
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38. Specific rules may need to be introduced to prevent the development of tax planning 
opportunities for closely held companies, partnerships, trusts, shareholder/employee 
companies and associated persons – as might happen when family members are employed by 
closely held companies.  A comment on this matter is included in the issues paper. 
 
Employee 
 
39. An employee is currently defined in the Income Tax Act to mean a person who receives 
or is entitled to receive a source deduction payment. 
 
40. The options are to define an employee narrowly or more broadly.  A broad definition is 
favoured and is included in the issues paper. 
 
41. Under a narrow approach, the definition of “employee” could be restricted by one or 
more of the following options: 
 
• hours of work – some jurisdictions require the eligible employee to average at least 35 

hours of work per week; and 

• citizenship and/or permanent residence status. 
 
42. Making the tax credit available to all employees, irrespective of their citizenship or 
residence status, would be consistent with industry training funding criteria, minimise 
compliance costs and recognise that many employees on temporary permits proceed to 
become residents.  
 
43. We also considered, and do not favour, the option of restricting the definition of an 
employee to persons who are resident for New Zealand taxation purposes.2  From a practical 
point of view, it may be unrealistic for employers to determine the tax residence of their 
employees.  We will investigate further whether some restriction is needed to ensure the credit 
is only claimed for employees who are working in New Zealand. 

Eligible expenditure  

44. This section of the report seeks guidance from Ministers in relation to the types of 
training-related expenditure incurred by employers that should be included in the definition of 
“eligible expenditure” to be included in the issues paper. 
 

                                                 
2 An individual will be deemed to be a New Zealand resident for taxation purposes if he or she has a permanent place of abode in New 
Zealand or is personally present in New Zealand for more than 183 days in total in any 12-month period. 
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45. The starting point is that only deductible expenditure3 for taxation purposes should be 
included in the definition of “eligible expenditure”.  Current deductible training costs included 
by employers include tuition and course fees, the cost of instructors and training consultants, 
wages paid to employees while in training, travel and accommodation for training purposes 
and training materials. 
 
46. Beyond the general deductibility provisions, the options for defining “eligible 
expenditure” (from narrowest to broadest) are: 
 
(a) all direct training costs, limited to: 

– tuition and course fees; 
– payments for internal/external instructors; 
– purchase price for training materials (such as textbooks and manuals); 
– rental fee for training facility, equipment or other assets required for training; and 
– participation charges for external training courses; 

(b) all direct training costs including travel and accommodation; 

(c) all direct training costs including travel, accommodation and the cost of wages and 
salaries paid to employees while they participate in training (or wages and salaries paid 
to backfill their positions while they are training). 

 
47. The first option is favoured and is included in the issues paper.  There are too many 
risks associated with extending the definition of “eligible expenditure” to include travel, 
accommodation and the cost of wages.  These include abuse by taxpayers, subsidising 
expenditure that may have a private and domestic component, and fiscal cost. 
 
48. Employers could be required to apportion expenses to determine the correct amount of 
“direct training costs.”  For example, apportionment would be required where an invoice for 
eligible training included travel, accommodation, meals and tuition and these costs were not 
separated out.  This would increase compliance costs of employers.  Where an invoice did 
separate out expenditure, there would be an obligation on training institutions to ensure that 
the apportionment was reasonable.  For example, at the extreme end of the scale it would not 
be reasonable for a $1,000 invoice that included tuition, out-of-town accommodation and 
travel to have $995 allocated to tuition and $5 allocated to accommodation and travel. 
 
49.  A wider definition of “eligible expenditure” could be considered, one that includes 
wage costs incurred while employees undertake training, if the credit is subject to a cap per 
employee (discussed further in the following section).  Other jurisdictions offering skills 
training tax credits allow employers to claim for wages, but these tax credits are capped and 
more narrowly targeted to specific workers, such as apprentices, or to training in low-level 
foundation skills.   Another alternative would be to offer a broader definition but include 
standard costs for travel, accommodation and wages.  Submissions are invited on these 
alternatives in the issues paper. 
 

                                                 
3 No deduction is allowed for any expenditure or loss to the extent that it is private or domestic in nature. 
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50. An employer should not receive the tax credit for any eligible training expenditure for 
which an employee reimburses or pays the employer, either directly or indirectly or through 
the use of forfeiture of annual leave, or other compensable time. 
 
Employee cap 
 
51. The tax credit could also be subject to a cap calculated on an employee basis.  A cap 
would limit the fiscal risks involved of implementing a new initiative when there is limited 
information about employers’ actual training expenditure.  It would limit the incentives for 
abuse by employers inappropriately attributing costs to training activities.  A cap could also 
allow consideration of a broader definition of eligible expenditure including wage costs 
incurred for employees while they are training. 
 
52. Use of a cap could also create an incentive for employers to invest in training for all  
their employees, rather than to concentrate their training investments on senior employees. 
We note that any cap would increase the compliance and administrative costs of employers.  
Submissions are invited on this option in the issues paper. 

Fiscal implications  

53. We have developed the tax credit discussed here without any explicit fiscal parameters 
for its implementation.  One of the major challenges in costing the policy is that we have 
limited information about the nature and scale of the costs employers incur when investing in 
the training of their employees. 
 
54. Uncertainty in costing the tax credit may be managed to a degree by limiting the 
eligibility to NQF-based training and other approved programmes.  The cost of the proposed 
tax credit can also be constrained by: 
  
• targeting the credit to lower levels of training on the NQF; 

• tightening the definition of eligible expenditure; 

• varying the percentage rate of the credit; 

• capping the value of the credit at the employer or employee level; and 

• applying the credit only to expenditure over a threshold percentage of payroll. 

“Ballpark” costing estimates 

55. As an initial ballpark estimate, the number of employees engaged in training that is 
covered by the tax credit is likely to be approximately 20 percent of the New Zealand 
workforce (400,000 employees) in any year.  This can be considered in relation to a target of 
250,000 for participation in industry training, and to current levels of participation in tertiary 
education.   
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56. If eligible expenditure per employee were to be capped at $1,000, a 15% tax credit 
could therefore cost in the order of $60 million per year.  We would caution, however, that 
much more work is needed to cost this proposal, and costs may be substantially higher if 
broad definitions are adopted for eligible training and eligible expenditure, or if the tax credit 
leads to significant increases in training linked to the NQF. 

Volume vs incremental 

57. Although the discussion document indicated that the government preference would be 
for an incremental approach, from a fixed base year of 2004/05, we have concerns about the 
use of an incremental approach for a skills training tax credit.  However, these issues are to be 
raised in a separate report to Ministers which will cover the various design options for the 
three tax credits under consideration.  This includes commenting on the use of a percentage of 
payroll threshold for the skills training tax credit. 

Review 

58. We recommend that if the new skills training tax credit is introduced, Ministers 
announce that an industry and government advisory committee will be created to oversee the 
review or evaluation of the tax credit after 2 to 3 years. 

Consultation and further advice 

59. We have consulted with the Department of Labour, and the Tertiary Education 
Commission in writing this report.  Drafts have been provided to the Ministry of Economic 
Development and the Ministry of Education.  Specific comments from these agencies are 
noted below. 
 
60. Cabinet recently approved additional funding for the Tertiary Education Commission 
for work on the skills training tax credit and will coordinate advice from education agencies to 
the Minister for Tertiary Education. 
 
61. NZQA supports the definition of “eligible training” based on approval and quality 
assurance (described earlier as option four in the report but  not included in the draft issues 
paper).  NZQA notes that this is more consistent with the current approach to quality 
assurance in the tertiary sector and aligns with work in areas such as foundation skills (up- 
skilling the workforce) to bring foundation education activities in the workplace into the 
scope of the quality assurance system.  It also notes that there are risks and resourcing 
implications for NZQA should the government adopt criteria for eligibility for a skills training 
tax credit that do not align with any qualifications or provider quality assurance standards. 
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Publication of the issues paper 

 
62. If Ministers decide that the issues paper is to be released for consultation, it may be 
subject to minor editorial work to bring it up to publication standard. 
 
   



 

 

Appendix One 

Option 3: The New Zealand Register of Quality Assured Qualifications   

The New Zealand Register of Quality Assured Qualifications is a public database covering all 
national and “local” qualifications of more than 40 credits (approximately equal to 400 hours of 
training/study).  It includes qualifications offered by all types of accredited tertiary education 
organisations, including universities, polytechnics, wananga, industry training organisations and 
private training establishments.  Qualifications on the register must be approved by NZQA or a 
legally delegated quality assurance body. 

There are currently 4,600 qualifications on the register, which is in addition to those qualifications 
that are registered on the NQF. 

The register focuses on whole qualifications, not courses or modules.  Only qualifications of 40 
credits or more are included on the National Register.  This means that shorter quality-assured and 
publicly funded courses, including short courses that lead to NQF unit standards, are not included 
on the register.  The register does not include many “modular’ in-house private training 
programmes, and there are also some qualifications that are benchmarked as meeting industry or 
international standards but have not been included on the register. 

The advantages of using this option include: 
 
• As with the narrow NQF-based definition, all eligible training is “pre-approved” - employers 

can confirm whether a qualification is eligible for the tax credit by checking the NZQA’s 
Kiwiquals website. 

• It limits that the tax credit to training that meets quality assurance standards. 

• It extends the tax credit to a broader range of training that includes most publicly funded 
provision.  This avoids some of the problems with the NQF’s gaps in coverage, and reduces 
the potential for inconsistencies where courses are publicly funded and quality-assured, but 
employers’ related expenses are ineligible for the credit. 

The disadvantages of using this option include: 
 
• A significant proportion of the qualifications on the register have been developed locally and, 

as such, they are not nationally recognised, and credits toward one qualification may not be 
“portable” to count towards similar qualifications offered by other providers.  These 
qualifications may therefore have less value for employees over the course of their careers; 

• By focussing on whole qualifications of 40 credits or more, the register excludes short courses 
that may be more appropriate to the needs of employers and trainees.  It may also create 
incentives for individuals to enrol in full qualifications when they only intend to complete a 
few courses – increasing non-completion rates. 



 

 

Option 4: Training subject to course approval and provider accreditation 

Course approval and accreditation is the broadest definition of eligible training activity where 
individual courses can be linked into the current regulatory framework for tertiary education.  It 
ensures that providers have the capacity and capability to offer a course and meet the requirements 
for course approval and accreditation set by the relevant quality assurance bodies.   

Accreditation and course approval covers around 850 Private Training Establishments, all the 
public Tertiary Education Institutions, and the 41 Industry Training Organisations.  It includes all 
approved courses not just qualifications of 40 credits or more. 

This broader definition still excludes non-quality assured courses offered by around 6,100 training 
providers.  These fall outside the “regulated and funded” tertiary education system and include 
courses customised for employers and some in-house training. 

The advantages of using this option include: 
 
• It broadens the scope of the credit to include a greater range of the kinds of training that 

employers invest in, and avoids the coverage gaps of the other options. 

• It maintains a link to quality assurance requirements. 

• Employers can quickly check if a training provider is accredited for a qualification using the 
NZQA website (and a “schedule” could be readily developed from existing data).  

The disadvantages of using this option include: 
 
• This definition will include a greater range of training that is likely to be firm-specific and 

comprised of short courses that cannot be built into more substantive qualifications, and may 
be less “portable” for employees.  The public policy rationale for supporting this kind of 
training is weaker. (Employers face less of a disincentive to invest in this training, so any 
funding support is more likely to be “deadweight”, and the training is less likely to deliver 
benefits to employees over their career.) 

• The broader definition of “eligible training” increases the potential fiscal risk and the 
difficulty of costing the tax credit policy. 

 
Options 3 and 4 create problems with the “private and domestic” boundary as contained in the 
Income Tax Act.  


