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IRD 2005/014 
T2005/399 

4 March 2005 
 
 
Minister of Finance and Revenue 
Associate Minister of Finance 
 

Follow up to the 2005 Budget Bilateral meeting for Vote Revenue 
 

Executive summary 

At the bilateral meeting on 2 March 2005 Ministers directed officials from Inland Revenue 
and Treasury to jointly report back with an estimate of the revenue implications of certain 
aspects of the Vote Revenue Future Challenges with Taxation Administration budget 
initiative.  These were: 
 

• Support the development of small and medium enterprises; 
• Further opportunities in complex tax planning; and 
• Improving Inland Revenue's evidential process and enhancing its tracing activities. 

 
It was also noted that the report back on these components would inform the decisions on the 
remuneration component of the initiative. 
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Recommendations 

It is recommended that you: 
 
a) Agree to the following funding for increasing costs of litigation and implementing a nine 

digit number: 
 
Either (Inland Revenue): 
 $ million - increase/(decrease) 
Operating (GST inclusive) 2005/06 2006/07 2007/08 2008/09 &

Outyears
Increasing cost of litigation 2.250 2.250 2.250 2.250 
Implementing a nine digit IRD number 2.500 3.000 1.000 0 
Total operating 4.750 5.250 3.250 2.250 

 
Agree / Disagree 
 
or (Treasury): 
 $ million - increase/(decrease) 
Operating (GST inclusive) 2005/06 2006/07 2007/08 2008/09 &

Outyears
Total operating 3.500 3.500 3.000 3.000 

 
Agree / Disagree 
 
 
b) Note the following estimates of revenue assessed and cash collections associated with the 

full Future Challenges with Taxation administration budget proposal: 
 
 Revenue: $ million - (increase)/decrease 
Operating (GST inclusive) 2005/06 2006/07 2007/08 2008/09 &

Outyears
Revenue assessed     
Support the development of small and medium enterprises (3.900) (7.800) (11.600) (11.700) 
Improving the evidential process (20.000) (20.000) (20.000) (20.000) 
Improving tracing activities (3.500) (3.500) (3.500) (3.500) 
Further opportunities in complex tax planning (15.000) (15.000) (15.000) (15.000) 
Reduction in debt provision (from cash collections) (1.100) (1.500) (1.500) (1.000) 
Total revenue assessed (43.500) (47.800) (51.600) (51.200) 
Cash collections     
Support the development of small and medium enterprises (6.000) (12.000) (12.000) (12.000) 
Improving tracing activities 0 (2.000) (2.000) (2.000) 
Complex debt (16.000) (16.000) (16.000) (16.000) 
Total cash collections (22.000) (30.000) (30.000) (30.000) 
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c) Agree to the following revised funding for the Future Challenges with Taxation 
Administration budget proposal, excluding remuneration, increasing costs of litigation 
and implementing a nine digit number: 

 
Either (Inland Revenue): 
 $ million - increase/(decrease) 
Operating (GST inclusive) 2005/06 2006/07 2007/08 2008/09 &

Outyears
Recruit and retain staff  1.125 1.125 1.125 1.125 
Support the development of small and medium enterprises 4.191 5.850 5.850 5.850 
Further opportunities in complex tax planning 2.531 2.531 2.531 1.406 
Improving evidential process and enhancing tracing activity 5.175 6.694 6.694 6.694 
Total operating 13.022 16.200 16.200 15.075 

 
Agree / Disagree 
 
or (Treasury): 
 $ million - increase/(decrease) 
Operating (GST inclusive) 2005/06 2006/07 2007/08 2008/09 &

Outyears
Total operating 9.000 12.000 12.000 10.000 

 
Agree / Disagree 
 
 
d) Agree to the following increase in funding for remuneration (Inland Revenue and 

Treasury): 
 $ million - increase/(decrease) 
Operating (GST inclusive) 2005/06 2006/07 2007/08 2008/09 &

Outyears
Remuneration 8.000 8.000 8.000 8.000 

 
Agree / Disagree 
 
 
e) Note that this funding for remuneration does not include annual increases in future 

financial years. 
 
 
f) Agree to the following capital funding for the Future Challenges with Taxation 

administration budget proposal (Inland Revenue and Treasury): 
 
 $ million - increase/(decrease) 
Capital (GST n/a) 2005/06 2006/07 2007/08 2008/09 &

Outyears
Support the development of small and medium enterprises 0.300 0 0 0 
Further opportunities in complex tax planning 0.400 0 0 0 
Improving evidential process and enhancing tracing activity 0.500 0 0 0 
Total capital 1.200 0.000 0.000 0.000 

 
Agree / Disagree 
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g) Note that the proposal for increasing child support reciprocal debt cases in Australia  
provides the following additional child support collections: 

 
 Revenue: $ million - (increase)/decrease 
 2005/06 2006/07 2007/08 2008/09 

&Outyears 
to Crown (60%)1 (2.160) (2.520) (2.520) (2.880) 
to custodial parents (40%)2 (1.440) (1.680) (1.680) (1.920) 
Total (3.600) (4.200) (4.200) (4.600) 

 
 
h) Agree to the following funding for increasing child support reciprocal debt cases in 

Australia: 
 
Either (Inland Revenue): 
 $ million - increase/(decrease) 
Operating (GST inclusive) 2005/06 2006/07 2007/08 2008/09 &

Outyears
Total operating 2.000 2.500 2.500 3.000 

 
Agree / Disagree 
 
or (Treasury): 
 
 Decline the initiative to increase child support reciprocal debt cases in Australia. 
 
Yes/no 
 
 
 
 
 
 
 
 
David Butler Vicki Robertson 
Commissioner of Inland Revenue for Secretary to Treasury 
  
 
 
 
 
 
 
Hon Dr Michael Cullen Hon Trevor Mallard 
Minister of Finance and Revenue Associate Minister of Finance 
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Introduction 

1. At the bilateral meeting on 2 March 2005 Ministers directed officials from Inland 
Revenue and Treasury to jointly report back with an estimate of the revenue implications of 
certain aspects of the Vote Revenue Future Challenges with Taxation Administration budget 
initiative.  These were: 
 

• Support the development of small and medium enterprises; 
• Further opportunities in complex tax planning; and 
• Improving Inland Revenue's evidential process and enhancing its tracing activities. 

 
2. It was also noted that the report back on these components would inform the decisions 
on the remuneration component of the initiative. 
 
 

Background 

3. At the 2 March Bilateral meeting Ministers discussed Inland Revenue's budget proposal 
for Future Challenges with Taxation Administration.  The original proposal is summarised in 
the following table. 
 $ million - increase/(decrease) 
 2005/06 2006/07 2007/08 Outyears
Total operating (GST inclusive) 32.500 34.500 32.500 30.500 
Total capital 1.200 0 0 0 

 
4. The following table shows revised Inland Revenue costings for this budget proposal.  
The main changes are due to lower funding sought for remuneration, recruiting and retaining 
staff, and improving the evidential process. 
 
 $ million - increase/(decrease) 
 2005/06 2006/07 2007/08 Outyears
Operating (GST inclusive)     

Remuneration 8.000 8.000 8.000 8.000 
Recruit and retain staff 1.125 1.125 1.125 1.125 
Support the development of small and medium enterprises 4.191 5.850 5.850 5.850 
Further opportunities in complex tax planning 2.531 2.531 2.531 1.406 
Increasing cost of litigation 2.250 2.250 2.250 2.250 
Improving evidential process and enhancing tracing activity 5.175 6.694 6.694 6.694 
Implementing a nine digit IRD number 2.500 3.000 1.000 0 
Total operating 25.772 29.450 27.450 25.325 

Capital     

Support the development of small and medium enterprises 0.300 0 0 0 
Further opportunities in complex tax planning 0.400 0 0 0 
Improving evidential process and enhancing tracing activity 0.500 0 0 0 
Total capital 1.200 0.000 0.000 0.000 

 
5. In the context of overall pressures against the Other Allocation, Treasury recommends a 
lower level of operating funding for all of these components (excluding remuneration) of $9 
million in 2005/06, $12 million in 2006/07 and 2007/08, and $10 million in 2008/09 and 
outyears. 
 
6. The revenue implications of these individual components of the initiatives are set out in 
the following sections of this report. 
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Supporting the development of small and medium enterprises 

7. This initiative enhances our services to small and medium enterprises by responding 
earlier with proactive interventions (eg. proactive outbound calling), and providing greater 
community presence (eg. targeted advisories).  By enhancing services the department is 
seeking to improve filing and paying by smaller businesses.  As a consequence this is also 
likely to reduce business failure amongst these and other business groups. 
 
8. Compliance data shows that smaller businesses have the lowest return filing rates in 
respect of GST, PAYE and Income Tax. Earlier intervention in respect of regular GST and 
PAYE defaults, and assistance to minimise these defaults through improved record keeping 
and encouragement to seek accounting or other services, will also have a positive influence on 
annual return filing rates and help prevent small business debt and penalties. Whilst difficult 
to accurately forecast and quantify a revenue benefit can be estimated by estimating a 
percentage reduction in permanent return filing defaults, extrapolated by average annual tax 
revenue data.  The size of the benefit will increase over time as further research on this target 
group is undertaken, and this is applied to delivery interventions. 
 
$ million GST PAYE Income

Tax
Total

Estimated revenue benefit 
(full year) 

1.180 0.150 10.370 11.700 

 
9. In addition we propose implementing an additional debt team in 2005/06, growing to 
two teams in 2006/07, to specifically target small business debt.  The estimated revenue 
impact from one team is estimated to range between $6 million and $7 million per annum.  
Two teams in 2006/07 will double this impact. 
 
10. The following table summarises the estimated additional revenue and cash collections:  
 
 Revenue: $ million - (increase)/decrease 
 2005/06 2006/07 2007/08 Outyears
% of full year benefit 33% 67% 100% 100% 
Estimated revenue benefit (3.900) (7.800) (11.600) (11.700) 
% of full year benefit 50% 100% 100% 100% 
Estimated cash benefit (6.000) (12.000) (12.000) (12.000) 
Estimated total benefit (9.900) (19.800) (23.600) (13.700) 

 

Improving evidential processes and enhancing tracing activities 

11. The initiative to improve evidential processes and enhance tracing activities includes the 
following elements: 

• improving tracing activities 
• improving the evidential process, and 
• complex debt. 
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Improving tracing activities 
 
12. Inland Revenue is looking to more proactively identify taxpayers who are operating 
outside the tax system and to improve tracing of taxpayers who have outstanding debts or 
returns where systems based compliance activity cannot be undertaken.   
 
13. A number of work programmes and methodologies exist in overseas administrations 
that could be quickly and easily adapted to the work that we undertake.  These tracing 
activities, as well as having methodologies to locate taxpayers who are in the system, include 
identifying activity in the cash economy. 
 
14. Based on data from overseas administrations, in particular Revenue Canada, Inland 
Revenue estimates additional revenue assessed from tracing activities ranging between $2 
million and $5 million per annum (mid of range $3.5 million). 
 
 Revenue: $ million - (increase)/decrease 
 2005/06 2006/07 2007/08 Outyears
Tracing - revenue (3.500) (3.500) (3.500) (3.500) 

 
 
Improving the evidential process 
 
15. Inland Revenue is currently investigating new processes for issuing IRD numbers to 
individuals. This initiative stems from recent cases of fraud in the horticultural industry and in 
family assistance applications and coincides with the recently released Evidence of Identity 
Framework by the Department of Internal Affairs.  The new evidential process will see a 
move to current and original documents being required to be provided with the application 
form. 
 
16. The new process will reduce the level of fraud.  Whilst it is difficult to assess the 
revenue implications of a reduction in fraud, data from horticultural industry and family 
assistance suggests that revenue benefits of at least $20 million per annum may accrue from 
this new process. 
 
 Revenue: $ million - (increase)/decrease 
 2005/06 2006/07 2007/08 Outyears
Estimated additional revenue collections (20.000) (20.000) (20.000) (20.000) 

 
Complex debt 
 
17. With the increasing sophistication of business activities, and changing household 
attitudes to debt, the complexity of debt cases continues to rise as taxpayers find ways to 
prevent or limit the amount of tax they pay.  The department needs to respond by dedicating 
specialist resources to investigate and litigate in this growing complex area.  By providing 
additional specialist resources to address complex debt cases it is estimated that additional 
cash collections of between $16 million and $18 million per annum can be delivered. 
 
 Revenue: $ million - (increase)/decrease 
 2005/06 2006/07 2007/08 Outyears
Estimated cash collections from complex debt (16.000) (16.000) (16.000) (16.000) 
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Further opportunities in complex tax planning 

18. Funding from the 2003 Budget allowed Inland Revenue to increase its capability to 
undertake highly specialised work in complex high risk tax areas of large corporate 
customers.  The resourcing required within these areas is greater than originally anticipated in 
early 2003.  Only recently has the full extent of the scale of the issues / transactions involved 
and the requirement for additional investigation on each transaction emerged.  As work 
continues the revenue impacts of this work have also found to be higher than originally 
understood. 
 
19. The resourcing and experts pool required to deliver these benefits is higher than 
originally understood.  Without additional funding the department would resource this activity 
from existing audit resources, however this would result in a reduction in audit assessed 
revenue of approximately $30 million. Additional funding would prevent this reduction in 
audit assessed revenue.  The additional specialist resources would deliver an additional $15 
million in additional audit assessed revenue. 
 Revenue: $ million - (increase)/decrease 
 2005/06 2006/07 2007/08 Outyears
Estimated additional revenue (15.000) (15.000) (15.000) (15.000) 

 

Total estimated revenue impact 

20. The following table summarises the estimated impacts on revenue and cash collections 
form the initiatives contained within the budget bid. These are conservative estimates and 
actual benefits could be higher. 
 Revenue: $ million - (increase)/decrease 
 2005/06 2006/07 2007/08 Outyears
Revenue assessed     
Support the development of small and medium enterprises (3.900) (7.800) (11.600) (11.700) 
Improving the evidential process (20.000) (20.000) (20.000) (20.000) 
Improving tracing activities (3.500) (3.500) (3.500) (3.500) 
Further opportunities in complex tax planning (15.000) (15.000) (15.000) (15.000) 
Reduction in debt provision (from cash collections) (1.100) (1.500) (1.500) (1.000) 
Total revenue assessed (43.500) (47.800) (51.600) (51.200) 
Cash collections     
Support the development of small and medium enterprises (6.000) (12.000) (12.000) (12.000) 
Improving tracing activities 0 (2.000) (2.000) (2.000) 
Complex debt (16.000) (16.000) (16.000) (16.000) 
Total cash collections (22.000) (30.000) (30.000) (30.000) 

 
 
21. Additional cash collections do not directly contribute to the Crown's net operating 
balance, however the increase in debt collections will reduce the level of debt that may have 
otherwise been written off.  This would reduce the debt provision, by a factor of 5%, which 
will have a direct positive impact on the Crown's operating balance.  This reduction is 
separately shown in the above table. 
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Capability 

Remuneration 
 
22. Inland Revenue has made a commitment to staff and unions to progressively update 
remuneration levels to attract and retain the people with the skills required.  The last update, 
for the majority of staff, was effective from 1 April 2004.  This update was based on a Hay 
December 2003 Public sector base median remuneration line. 
 
23. The budget submission submitted in January estimated a funding requirement of $11.2 
million, based on industry forecasts of 4% wage growth.  Information now available from 
Hay based on December 2004 data indicates a lower average percentage increase.  The 
estimate for remuneration for 2005/06 has now been revised to $8 million based on this new 
data.  This funding level does not take into consideration future annual updates.  We would 
need to come back each year for such updates. 
 
Recruiting and retaining staff 
 
24. An increasing focus on complex tax planning and an increasingly diverse future work 
programme is placing pressure in specialist areas of the department, particularly in policy 
advice, adjudication, rulings and litigation.  Delivery in these areas is at risk if resources 
cannot be recruited and retained.  The department is seeking $1.125 million to assist in 
recruitment and retention in these critical specialised areas. 
 

Consequences of not receiving additional funding 

25. As personnel costs comprise approximately 58% of the department's expenditure the 
consequences of not receiving additional funding would have a direct impact on staff 
numbers, and consequently on output delivery. 
 
26. If the department was required to self-fund the remuneration, recruitment and retention 
components of this bid, this would equate to $9 million.  The impact of this would have to be 
spread across output areas.  The estimated impacts may include a $30 million reduction in 
cash collections, a $45 million reduction in tax revenue assessed, a $9 million reduction in 
child support collections, fewer advisory hours, reduce response times in call centre, and 
reduce training in all areas. 
 

Increasing child support reciprocal cases in Australia 

27. Inland Revenue proposes to increase its reciprocal debt collection activity on clients 
living in Australia.  Treasury does not support the proposal as it is low priority relative to 
Inland Revenue's other bids and the department received additional funding in the last Budget 
round for administration of child support. 
 $ million - increase/(decrease) 
 2005/06 2006/07 2007/08 Outyears
Inland Revenue 2.000 2.500 2.500 3.000 
Treasury - - - - 
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28. Additional funding will allow an additional 3,000 (growing to 4,000) cases to be 
progressed, which will provide an additional $3.6 million ($16.8 million over four years) in 
collections, generating net savings to Government of $2.16 million ($10.08 million over four 
years).   
 
 Revenue: $ million - (increase)/decrease 
Additional Child Support Collections 2005/06 2006/07 2007/08 2008/09 

&Outyears 
to Crown (60%) (2.160) (2.520) (2.520) (2.880) 
to custodial parents (40%) (1.440) (1.680) (1.680) (1.920) 
Total (3.600) (4.200) (4.200) (4.600) 

 


