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INCENTIVES FOR EMPLOYMENT — TAXATION AND 
OTHER MEASURES 

The principles of reform that I am announcing today have five main 
goals: 

— they will create condit ions that contr ibute to investment, job crea
tion and higher incomes; 

— they will improve the fairness of our tax benefit structures; 
— they will ensure that the Government can provide effective and 

efficient services; 
— they will facil i tate the process of bui lding a more resilient econ

omy; and 
— they will enhance economic confidence. 

The principles for reform that w e have def ined in each policy area all 
reinforce these central object ives. Continuing reform of assistance 
structures: so that part icipation in the work force is encouraged and 
rewarded and dependency traps are reduced. Continuing tax reform: so 
that individuals and companies are given the maximum incentive to earn 
and invest while shouldering their fair share of the tax burden. Continu
ing tariff reform: so that ordinary consumers are able to buy the pro
ducts of their choice and so that viable New Zealand industry can stand 
on its own feet. Cont inuing regulatory reforms: so that sectors within the 
economy are unable to protect themselves at consumers' expense. 
Freeing up entry to occupat ions: so that greater competi t ion is intro
duced and consumers get better value and more choice. Continuing 
publ ic sector reform: so that costs are restrained and government 
depar tments kept attent ive to their ult imate owners and users. Improved 
target ing of health and housing benefits: so that the limited resources 
available are di rected at the requirements of the truly needy rather than 
helping those who can already take care of themselves. An ongoing pro
gramme of asset sales: to continue to deal wi th our debt problem and 
the drain it places on our economy. 

The measures that flow from these broad objectives will have a far-
reaching effect on the lives of every New Zealander. They will work 
together over t ime to create a cl imate of confidence, where effort is 
assisted and rewarded, where product ive investment is encouraged, 
and viable new jobs are created. They will empower individuals by giv
ing them the choice of how they wish to live their lives, and by giving 
them the chance to be full, contr ibut ing and valued members of a 
society which has a sound foundation for the future. 

Objectives 
1 To create condit ions which will significantly contr ibute to sustaina

ble higher employment and higher real incomes by: 
• providing adequate income support for those reliant on benefits, 

while strengthening incentives for people to move into the 
workforce where this is possible, as well as increasing reward for 
effort; 



• strengthening incentives for individuals and businesses to invest 
in product ive, job-generat ing enterprises; 

• reducing barriers to job creation; 
• reducing barriers that restrict entry to jobs; and 
• assisting people in adjust ing to the new economic environment by 

improving incentives to acquire skills. 
2 To improve the fairness of our taxation, benefit and income sup

port systems by: 
• providing fairer t reatment between those in work and those on 

benefits; 
• removing tax concessions that benefit some at the expense of 

others; 
• ensuring that assistance is provided in an even-handed way to 

those whose needs are the same; and 
• ensuring that those who can afford it shoulder their fair share of 

the tax burden. 
3 To provide assurance by: 
• securing a revenue base which will provide sufficient resources to 

maintain effective social services; 
• ensuring that adequate levels of support are available to those 

who need it; 
• direct ing the maximum level of assistance at those in greatest 

need; and 
• ensuring that people are not t rapped into dependency on the 

state. 
4 To facil i tate the process of economic adjustment by: 
• reducing artificial protect ion and concessions that discriminate 

against exposed sectors; 
• facil i tating regional development by reducing disincentives to the 

establ ishment of new enterprises; and 
• reducing barriers to job creation. 
5 To provide a strong foundat ion for economic success by: 
• achieving a sustainable fiscal position through securing sufficient 

tax revenue, reducing debt levels, reducing financial deficits, and 
improving quality of spending; 

• contr ibut ing to the medium term goal of lower inflation and lower 
interest rates by reducing cost structures; 

• creat ing condit ions that attract and retain a skilled labour force; 
• ensuring the economy can take advantage of opportunit ies for the 

development of internationally competi t ive activit ies; 
• ensuring sustained productivi ty growth; and 
• encouraging conf idence by providing clear signals of the Govern

ment 's intention to maintain a stable policy environment with a 



medium-term orientation, thereby encouraging people to make 
investment commitments. 

I INCOME ASSISTANCE AND PERSONAL TAXATION REFORM 
The overall object ive is: 
• to ensure that all income is taxed (by broadening the tax base and 

closing exist ing loopholes), to provide sufficient revenue, and to 
ensure that the tax system is fair; 

• to lower effective marginal tax rates in order to strengthen incen
t ives to work, save, invest and innovate; 

• to provide an adequate base level of income for full-time workers 
to ensure that people have an incentive to seek work; and 

• to ensure that beneficiaries have sufficient income to enable them 
to be part ic ipat ing members of society. 

A FAMILY ASSISTANCE 
Income Support 

• The introduction from 1 October 1988 of a guaranteed minimum 
family income for all full t ime wage and salary earners wi th children 
significantly above benefit rates. 

• Significant support through tax rebates for the incomes of other 
low income working families and individuals. 

These measures will involve a review of all exist ing means of family 
assistance. The real level of income support and the margin over benefit 
levels will be preserved by indexing both the GMFI and benefit levels. 
Each worker 's ent i t lement to the GMFI and family rebate will be based 
on his/her family income in the previous year. This will ensure substantial 
rewards that directly reflect greater effort rather than encouraging 
dependency. ^ 

Youth Support 
Differences in levels of assistance available to young people will be 

removed and a standard form and level of support will be provided. This 
will treat young people who are unemployed or in tertiary study or train
ing equally, and will remove the present disincentive to train or pursue 
higher educat ion. 

Child Care 
Families will receive greatly enhanced assistance with the expenses 

of chi ld care through: 
• An increase in the tax deduct ion for chi ld care. 
• A significant increase in Government expenditure on chi ld care, to 

be distr ibuted through the Departments of Social Welfare and 
Educat ion. 



B PERSONAL TAX RATES 
• A single nominal rate of personal tax on all taxable income from 1 

October 1988. 
Together wi th the guaranteed minimum family income and the 

measures outl ined below, this will mean in effect that many GMFI recipi
ents will pay no tax, and the rest will face an average tax rate lower than 
the statutory rate. 

All middle and high income earners will face an average tax rate virtu
ally equal to the nominal rate; this contrasts with the present system 
where the average rate paid by these groups is always less than the 
rate of tax on the last dollar. 

Because high income earners will face a single tax rate on all their 
income and be ineligible for the GMFI, the major loopholes for income 
spl i t t ing have been removed. 

All full-time earners will face a low tax rate on their last dollar of 
income earned in any income year, creating incentives to work, save, 
invest and innovate, and reducing the gains from tax avoidance and 
evasion. 

C TAX REBATES AND DEDUCTIONS 
• Most personal tax rebates and deduct ions will be removed—many 

of these are of greatest benefit to people with high incomes. 
• Alternative funding support will be provided for charitable activi

ties benefi t ing from present concessions relating to gifts and 
» donat ions. 

D HOUSING 
Housing assistance should not create unnecessarily high marginal tax 

rates. 
There should not be any disincentives to the development of private 

sector rental markets providing accommodat ion for all income levels. 
The Cabinet Social Equity Commit tee will be developing policies 

which will ensure a better integration of housing assistance, in terms of 
rental and mortgage assistance, and in terms of the assistance offered 
directly via the Housing Corporation, and that provided to low income 
families via the private sector. 

The Social Equity Commit tee will also consider areas of particular 
housing need wi th a view to developing policies for meeting these 
effectively. 

E PRIMARY HEALTH CARE 
Biases in favour of particular forms of treatment should be removed. 

For example, subsidies favouring prescript ion drugs over other forms of 
treatment such as physiotherapy or consultat ion with general practit ion
ers should be removed. 



Those who can least afford medical care should receive more effective 
assistance, through a system which reduces the cost of care for the 
genuinely needy in relation to the costs facing those who can comforta
bly afford it. 

The present regulatory and assistance structures which restrict the 
range of forms of care and limit the ability of providers will be reviewed, 
in order to meet consumers ' needs more effectively and to provide 
greater choice. 

These reforms will focus on changes to the systems of funding private 
sector professionals providing primary health care. No major change to 
public sector institutions is involved. 

II BUSINESS. INVESTMENT AND INDIRECT TAXATION 
A CORPORATE TAX RATE 

• The tax rate on companies will be reduced with effect from 1 October 1988 to an internationally competi t ive rate comparable to but 
no less than the personal tax rate. 

This will encourage investment in New Zealand by companies now 
investing offshore, and discourage tax avoidance through tax havens. It 
will also prevent high income earners sheltering their income in 
companies. 

B IMPUTATION 
• A full imputat ion scheme will be introduced from 1 April 1988 to 

integrate the personal and business tax systems. 
This will contr ibute to the goal of taxing all forms of saving in the same 

way. A Consultat ive Document detai l ing the scheme is being released 
today. 

C SUPERANNUATION AND LIFE INSURANCE 
• Superannuation funds, life offices and related organisations will be 

subject to tax at the new rates (with suitable transitional 
measures) from 1 April 1988. 

• The remaining personal and employer concessions for superannu
ation contr ibut ions, life insurance premia and other related 
expenses will be removed as from 17 December 1987. 

• Superannuation lump sum benefits and pensions (apart from 
National Superannuation) will be exempt from tax from 1 April 1989 
fol lowing renegotiat ion of pension rates and approval by the 
Government Actuary. 

A Consultat ive Document on the implementat ion of the new regime 
will be released towards the end of February. 

D TAX AVOIDANCE 
Measures to eliminate domest ic and international tax avoidance, to 

broaden the tax base, and to ensure a more equal treatment of different 
forms of investment include: 
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• A str ingent international tax regime. This includes a foreign portfo
lio d iv idend tax effective from 17 December 1987. A Consultative 
Document detai l ing the regime is being released today. 

• Subject ing institutions which are currently tax exempt or tax pre
ferred to normal income tax rules. 

• The new petroleum mining tax regime. This has been the subject 
of publ ic consultat ion. 

E TAX DEFERRAL AND TAX EVASION 
Tax deferral and tax evasion will be reduced by: 
• Implementing penalty regimes from the 1988/89 income year for 

the non-payment and late payment of provisional tax which are 
sufficiently str ingent to ensure that taxpayers are induced to pay 
the full amount of tax due on income as it is earned. 

• A review of tax penalty and enforcement provisions. 
• The introduction of a withholding tax on payments to resident 

contractors from 1 October 1988 and a withholding payments sys
tem for foreign source div idends received by resident companies 
effective f rom today to complement the previously announced 
interest wi thholding tax. 

The Commissioner of Inland Revenue intends to review depreciat ion 
rates and reduce those found to be unduly high. 

F OTHER INCOME TAX RATES 
As a consequence of the above measures, other tax rates such as 

those on fr inge benefits, public authorit ies, mining companies and trust
ees will be adjusted. 

G INDIRECT TAXES 
• The GST base will be broadened by subject ing registered non

profit bodies to GST on their business activities in a similar manner 
to other registered traders who make both exempt and taxable 
supplies. The Minister of Revenue has already announced tempo
rary measures to assist these non-profit bodies and voluntarily reg
istered traders to deregister if they wish. 

• Registered traders wi th a turnover of more than $24 million who 
benefit most from the tax deferral inherent in two m o n t h l y return 
periods will submit monthly GST returns with effect from 1 April 
1988. 

• The GST rate will be increased by two and a half percentage 
points to contr ibute to the Government 's fiscal objectives and pro
vide revenue which will be used for other measures. The new rate 
will not be introduced prior to 1 October 1988. This will allow a 
substantial and sustainable reduction in inflation to be achieved 
and accepted. The price impact of the GST increase will be 
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reduced by tariff reductions and other indirect tax changes. In par
ticular there will be a $200 million reduction and realignment of 
excise dut ies on fuels from 1 April 1988. 

H FURTHER DEVELOPMENT IN TAX REFORM 
The Government believes that the present income tax system is defi

cient because it does not tax some forms of capital gains, even though 
these contr ibute to individuals' wealth as much as taxable income. This 
is unfair to PAYE taxpayers and enterprises which earn taxable income. 
Accordingly, we shall examine intensively the scope for the introduction 
of capital gains and/or asset taxes to lower tax rates further and ensure 
that all income is brought within the tax net. 

Addit ional information on these business, investment and indirect tax
ation measures is being released today. 

Ill GOVERNMENT MANAGEMENT AND SPENDING 
A strategy to improve the quality of Government spending and the 

performance of the publ ic sector will be cont inued through: 

A PUBLIC SECTOR MANAGEMENT 
We have recently introduced legislation to reform state sector man

agement, accountabil i ty, and condit ions of employment. 

B REFORM OF LOCAL AND REGIONAL GOVERNMENT 
Local and regional government const i tute an important and significant 

part of the economy. It performs a wide range of regulatory, planning, 
commercial and social service funct ions. 

At the present t ime there are a large number of reviews already 
underway that affect local government. It is important that they be han
d led within a coherent overall policy framework. The aim of improved 
performance and accountabi l i ty is equally appl icable to local 
government. 

• The Government will carry out a complete and comprehensive 
review of the total local government sector with the objective of 
enabl ing new units of local government to be elected at the 1989 
local authority elections. The review will cover funct ions, structure, 
funding, organisation and accountabi l i ty and will embrace all clas
ses of local authority and other relevant sub-national bodies. 

Further details are being announced by the Minister of Local 
Government. 

C EXPENDITURE REDUCTIONS 
Reduct ions in government spending will be achieved by: 
• Cont inued rationalisation of policy and regulatory departments. 
• Increasing cost recovery targets for some government services. 
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In addit ion to reducing expenditure these reforms will contr ibute to 
the Government 's drive to end waste and improve incentives through
out the economy. 

IV REGULATORY REFORM 
An ongoing programme of removing and reducing regulatory barriers 

to growth will be cont inued. The aim will be to improve consumer ser
vices, and to strengthen incentives and eliminate impediments to com
petit ion and product ive growth. Attent ion will be focused on: 

A REFORM OF OCCUPATIONAL REGULATION 
At present there are over 35 separate Acts which regulate and restrict 

particular occupat ions. In many cases they work to limit competi t ion and 
employment opportunit ies, reduce consumer choice, increase costs and 
prices, and reinforce the socio-economic barriers that restrict entry to 
certain occupat ions and professions. The Cabinet Social Equity Commit
tee has endorsed a plan to achieve reform in this area. This wil l: 

• Give priority to the areas where reform will yield rapid and signifi
cant gains. These include: lawyers' monopoly on conveyancing, 
motor vehicle dealers, the taxi industry and occupat ions relating to 
housing (for example real estate agents, electricians, architects, 
drainlayers). 

• Ensure that currently sheltered occupat ions are more responsive 
to consumers ' needs, and that consumers are adequately pro
tected f rom adverse outcomes, by adopt ing a set of principles to 
guide reform. These will be announced by the Deputy Prime Minis
ter. 

B TELECOMMUNICATIONS 
The telecommunicat ions industry will be opened up to competi t ion. 

Other firms will be permit ted to provide telecommunicat ions services 
including network services in direct competi t ion wi th Telecom. Reduc
ing regulation in this area will br ing lower costs including reduced toll 
charges, improved choice and better quality services for consumers. It 
will also encourage investment and st imulate job creation and exports. 
Further details are being announced by the Minister for State-Owned 
Enterprises. 

C TARIFF REFORM 
Continuing tariff reform will make the economy more internationally 

compet i t ive. By opening up more of the economy to overseas compet i 
tors it will br ing about the kind of restructuring and rethinking that pro
vides a solid base for economic growth. New Zealand exporters should 
no longer have to face the twin penalties of being forced to buy exces
sively costly locally made import subst i tutes and having to compete with 
sheltered industries for scarce resources. The goal of tariff reform will be 
furthered by two announcements being made today by the Minister of 
Trade and Industry. They wil l: 
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• Provide for a cont inuing medium-term reform programme for the 
bulk of industries (those which do not have industry plans). 

• Reform the present protection of the motor vehicle industry. 

V FISCAL OBJECTIVES AND DEBT MANAGEMENT 
The measures outl ined in this statement will not have a fiscal cost. 

They will operate within fiscal constraints. More effective social spend
ing, improved public sector management, the reduction of government 
subsidies and concessions and broadening of the tax base will contrib
ute over t ime to improving our fiscal posit ion. They will not however have 
an impact on our massive debt burden. This continues to impose a seri
ous constraint on the Government 's fiscal flexibility, and its ability to 
reduce the tax burden and present high interest rates. 

At 31 March 1987 our public debt was $42 billion. This is 81 percent of 
GDP. Our debt ratio is one of the highest among OECD countries and 
roughly three t imes higher than that of Australia. For every dollar that is 
raised from personal taxation, close to 50 cents is spent on debt servic
ing. Debt servicing costs are 20 percent more than total current revenue 
from GST. In other words the resources devoted to debt servicing are at 
the cost of substantial reductions in tax rates or improvements in the 
quality and range of social services. 

To reduce the burden of debt servicing it is essential to attack the 
root of the prob lem—the stock of debt. We must act decisively to 
reduce debt levels in order to lower the pressures on tax rates and 
interest rates. 

At the same t ime the State continues to retain a substantial invest
ment in business activit ies. State ownership of businesses imposes 
risks on taxpayers and in many cases is serving no special purpose in 
terms of achieving the Government 's social goals. In light of these 
problems we intend to proceed with an ongoing programme of asset 
sales, subject to the fol lowing principles: 

• The benefits and desirabil ity of transferring ownership of State 
assets and businesses to private ownership will be assessed on a 
case-by-case basis. 

• The overriding object ive will be to obtain the maximum possible 
contr ibut ion to the economic welfare of all New Zealanders. This 
will be achieved by (1) ensuring first that any statutory restrictions 
on competi t ion are removed; and (2) that we obtain maximum rev
enue from the sales. 

Proceeds of the sales will be used to reduce public debt. The aim of 
our fiscal strategy, including debt repayment, is to retire one third of our 
debt by 1992. 

Conclusion 
The principles and major measures outl ined in this statement will have 

a major impact on the lives of every New Zealander both now and in the 
future. 
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For many it will mean the difference between the chance to make it on 
their own rather than remaining t rapped in permanent dependence on 
the State. For those who really need the State's protect ion it will mean 
more effective support, del ivered in a fairer, more sensible manner. In 
many it will mean a more equal opportunity to part icipate in society and 
to reap rewards for their efforts. For others it will be the catalyst that 
enables the establ ishment of innovative job-generat ing enterprises. 

For the country as a whole it will mean a further major step forward 
towards a sound economy and a prosperous future. It will equip us to 
face the 1990s with conf idence and a sense of security. 
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ANNEX 1 
FULL IMPUTATION SCHEME 

INTRODUCTION 
The Government 's intention to introduce a full imputation system of 

company taxation in 1988/89 was announced in the Statement on Taxa
tion and Benefit Reform of 20 August 1985. This decision was confirmed 
in the 1987 Budget. This annex outlines the main features of the imputa
tion scheme which is descr ibed in detail in the Consultative Document 
on Full Imputation. The proposed reforms will also t ighten up the tax 
treatment of div idends, bonus issues and distr ibutions on liquidation. 

OBJECTIVE OF IMPUTATION 
The object ive of imputat ion is to tax a company 's income at the margi

nal tax rates of its shareholders. Company tax will cont inue to be levied 
but will give rise to imputat ion credits equal to the amount of company 
tax paid. When a company pays out div idends or makes a bonus share 
issue, it will be able to allocate the credits to its shareholders. Share
holders will then be taxed on the dividends or bonus shares (gross of 
company tax) and receive a tax credit for the tax previously paid by the 
company. 

The major beneficiaries of the scheme will be shareholders in compa
nies which pay tax rather than engage in tax avoidance. In combinat ion 
wi th the lowering of the company tax rate, the scheme will greatly 
reduce the returns from tax avoidance. 

REASONS FOR REFORM 
The present company tax system results in a number of economic 

costs. The most important of these is the bias in favour of debt finance. 
This raises costs to business and reduces commercial flexibility 
because of the security arrangements and debt covenants required by 
lenders. The present company tax system is also one of the reasons for 
the popularity of partnerships even though a company is generally a 
more efficient vehicle for widely-held investment. In addit ion, by 
depressing share prices relative to their level under a more neutral tax 
regime, the current system makes mergers and takeovers of existing 
companies more attract ive than new investment. 

MAIN FEATURES OF THE FULL IMPUTATION SCHEME 
The main features of the imputation scheme are as follows: 

a tax credits will be given for New Zealand company tax actually 
paid. Credits wil l, however, be given for foreign withholding taxes 
levied by countr ies wi th which New Zealand has a double tax 
agreement on div idends received by resident companies. For the 
purposes of determining the amount of imputation credits they 
can pay, companies will be required to keep an Imputation Credit 
Account ( " ICA") . A credit will arise in a company's ICA on: 
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i the payment of New Zealand provisional or terminal tax in 
respect of the 1989 and subsequent income years; 

ii the receipt of credits on dividends or bonus shares distrib
uted by other companies; and 

ill the receipt after the t ime of the Minister of Finance's State
ment on 17 December 1987 of dividends f rom non-resident 
companies on which foreign withholding tax (as defined 
above) has been levied; 

b credits may be allocated to div idends or bonus shares distrib
uted to shareholders after 31 March 1988. (This date may be 
deferred if the relevant legislation has not been enacted before 
31 March 1988). The allocation of credits by a company to its 
shareholders will be subject to provisions to ensure that share
holders are taxed on the appropriate amount of income and to 
restrict companies ability to direct credits to some shareholders 
and not others; 

c credits will not be extended to non-resident or tax-exempt share
holders. Non-resident investors in New Zealand will, however, 
benefit f rom the reduct ion in the company tax rate; 

d all d iv idends will remain assessable, irrespective of whether they 
are paid from capital or revenue sources. The present exemption 
for d iv idends received by companies will be retained; 

e bonus issues, other than those made from share premiums, will 
be taxed in the same way as dividends. Where they are issued to 
non-resident shareholders, they will be subject to non-resident 
wi thholding tax as if they were dividends. These reforms will sub
stantially strengthen the exist ing tax treatment of bonus issues; 

f the taxation of distr ibutions on the wind-up of a company will also 
be st rengthened so that all distr ibutions are assessable, other 
than a return of paid-up capital ( including share premiums); and 

g the imputat ion scheme will apply only to New Zealand resident 
companies. 

The changes to the taxation of bonus issues and distr ibutions on 
wind-up will apply to such issues and distr ibutions made after the Minis
ter of Finance's Statement on 17 December 1987. They are, however, 
related to the remaining elements of the imputation scheme and will be 
enacted next year along with the main legislation on the scheme. 

CONSULTATIVE PROCESS 
As wi th other major tax reforms, a consultat ive document has been 

prepared on the imputat ion scheme. Interested parties will have the 
opportuni ty to make submissions to be considered by a consultative 
commit tee. The commit tee will report to the Minister of Finance in March 
next year and will also supervise the draft ing of legislation. The public 
will then have a second opportuni ty to comment at the select commit tee 
stage of the legislation. 
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ANNEX 2 
INTERNATIONAL TAX REFORM 

INTRODUCTION 
In the 18 June 1987 Budget it was announced that the Government 

would be introducing anti-tax haven measures in order to protect the 
domest ic tax base from international tax avoidance. The consultative 
document on international tax reform just released sets out the full 
details of the proposed measures. 

This Part of the Annex highlights the reasons for reform and the key 
features of the measures outl ined in the consultative document. 

REASONS FOR REFORM 
Under exist ing tax provisions, residents are able to obtain tax advan

tages by earning foreign income (which is often income that has been 
artificially diverted from New Zealand) through entities in tax havens or 
in countr ies which levy less tax than New Zealand. Non-resident compa
nies and trusts have been the main vehicles for such activity. 

Such income may never be taxed in New Zealand or the tax may be 
deferred. The avoidance and deferral of tax in this way amounts to the 
provision of subsidies to large companies and wealthy individuals. This 
is contrary to the principle that all residents should be subject to New 
Zealand tax on their total income, which includes income from domest ic 
and foreign sources, and to the principle that residents should be sub
ject to tax according to their ability to pay. 

Opportunit ies for the avoidance and deferral of New Zealand tax have 
been exploi ted, especially by larger companies. The domest ic tax base 
has been eroded substantially and investment has been induced off
shore for tax purposes—at the expense of product ive investment in 
New Zealand. The economic and fiscal cost of international tax avoid
ance cannot be sustained. 

OVERVIEW OF THE MEASURES 
The proposals foreshadowed in Annex 4 of the 1987 Budget were 

designed to eliminate the most significant forms of international tax 
avoidance. The focus was on entit ies control led by New Zealand 
residents earning passive investment income in tax havens. 

The Government will now introduce more comprehensive measures in 
order to prevent a wider range of avoidance activity, to broaden the tax 
base and to facil itate a reduction in income tax rates. The measures will 
ensure that all income earned by residents is taxed on a more uniform 
basis, and that residents are not able to avoid paying their share of New 
Zealand tax simply by investing in offshore entit ies in countries where 
little tax is levied. 

Shareholders in New Zealand resident companies which have 
interests in offshore companies or trusts will not be subject to the 
measures. They will affect residents who own interests in non-resident 
entit ies. 
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However, individuals whose interests in non-resident companies have 
a total market value of not more than $10,000 at all t imes in a year will 
not be subject to the proposed rules. Similarly exempt will be individu
als who have contr ibuted property wi th a market value of less than $500 
to non-resident trusts. 

NATURE OF THE MEASURES 
The reforms descr ibed in the consultat ive document apply to income 

der ived by residents of New Zealand from interests in non-resident com
panies and trusts. An interest in a non-resident company will be deter
mined by reference to a taxpayer 's enti t lement to distr ibutions or voting 
rights in relation to distr ibutions. An interest in a non-resident trust will 
be determined by reference to a taxpayer 's contr ibut ion of property to 
the trust. 

The amount of income derived by a New Zealand resident from an 
interest in a non-resident company or trust will be determined on either 
a branch-equivalent or a comparative-value basis. The branch-
equivalent basis may be used where a taxpayer has sufficient informa
tion about the income of the non-resident entity and elects to report on 
this basis. Otherwise the comparative-value basis must be used. 

Branch-Equivalent Basis 
Taxpayers report ing the income of a non-resident entity on a branch-

equivalent basis will include in their assessable income their share of its 
income. For this purpose, the income of the entity must generally be 
computed in accordance with New Zealand tax law. However, distribu
tions of income received by a resident from the entity may be deduc ted , 
subject to certain limitations, in calculating branch-equivalent income. 
The income of a non-resident trust will not include any amount which 
has become indefeasibly vested in a beneficiary. Branch-equivalent 
basis taxpayers will be al lowed a credit for their share of the foreign 
income taxes paid by the entity. 

Comparative-Value Basis 
Taxpayers using the comparative-value basis of reporting income 

must include in their assessable income any change in the market value 
of their interest in a non-resident company or trust. The change in value 
will be the difference between the beginning and end of year market 
values of the interest. There will be rules to deal wi th acquisit ions and 
disposit ions of interests during a year. 

The market value must be determined by reference to the prices at 
which the interest is t raded if such prices are available and reliable. If 
not, appropr iate valuation methods must be used. As a last resort, tax
payers will be able to compute the change in value of an interest by 
reference to an imputed rate of return. Where the proceeds of disposi
tion or the market value of an interest in a non-resident company signifi
cantly exceed the last reported value, a post facto adjustment will be 
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made to recoup any tax deferral benefits resulting from the previous 
undervaluation. 

The market value of a settlor's interest in a non-resident trust will be 
determined by the market value of the share of the trust 's assets con
tr ibuted by the settlor. If a resident settlor cannot calculate the market 
value of the assets of the trust, the imputed return method must be 
used to value the interest. 

Losses 
Any losses from interests in non-resident companies may be used to 

offset comparative-value or branch-equivalent income in respect of 
interests in other non-resident companies in the current year or may be 
carried forward to offset such income in future years. Losses from 
interests in non-resident trusts may only be carried forward to offset 
future income from that trust. Losses may not be offset against other 
assessable income. 

Distributions from Non-Resident Companies and Trusts 
Foreign portfolio div idends received by resident companies will be 

subject to company tax and a credit will be al lowed for any foreign with
holding taxes. A foreign dividend is a div idend paid by a non-resident 
company, or by a company which is resident in New Zealand and 
another country and which is not subject to tax in New Zealand on its 
foreign-source income. A portfolio div idend is a dividend received by a 
company from another company in which the recipient company owns 
less than 10 percent of the paid-up share capital. 

Other dividends received by resident companies will continue to be 
exempt from company tax. Recipient companies will be required to col
lect a withholding payment on behalf of shareholders corresponding to 
the personal tax that would be levied on the dividend if it were received 
by an individual investor (see Annex 7 for details). 

All d iv idends received by resident individuals will cont inue to be sub
ject to tax wi th a credit al lowed for any foreign withholding taxes. Distri
but ions received by resident beneficiaries from non-resident trusts will 
be included in assessable income except to the extent the distr ibution is 
made out of the capital of the trust. A credit will be al lowed for any 
foreign withholding taxes on the distr ibutions. 

EFFECTIVE DATES 
The original Budget proposals were to take effect from the account ing 

years of the entit ies concerned commencing after 18 June 1987. How
ever, in view of the changes to the proposals, the effective dates have 
been altered. The measures will take effect in respect of distr ibuted 
income from the t ime of the Minister of Finance's Statement on 17 
December 1987 and from 1 April 1988 in respect of undistr ibuted 
income. 
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TAX TREATIES 
The Government 's decision to tax portfolio div idends received by resi

dent companies conforms with standard international practice. The 
decision is compat ib le wi th all of New Zealand's double tax treaties wi th 
the except ion of those with the Republic of Korea and the Philippines. 

These two treaties will need to be renegotiated to ensure consistency 
between New Zealand's domest ic tax law and treaty provisions. 

CONSULTATION 
As with the introduction of full imputat ion, the private sector consulta

tive commit tee which has been establ ished will receive submissions on 
the proposed international tax reform and advise the Government on 
implementat ion. 
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ANNEX 3 
TAX TREATMENT OF SUPERANNUATION AND LIFE 

INSURANCE 
INTRODUCTION 

As part of the overall measures to produce a fairer tax system, to 
reduce the distort ionary effect of taxes and to reduce income tax rates, 
the tax treatment of superannuation and life insurance is to be moved 
on to the same basis as other forms of saving and investment. The privi
leged tax posit ion of these entit ies is to be removed. 

This makes substantial cuts to income tax rates possible. It will 
improve the fairness of the tax system by removing the anomalous situa
tion where high-income earners receive tax privileges at the cost of 
higher taxes on lower-income earners. Together wi th imputat ion for com
panies, it will help bring into effect a more uniform tax treatment of differ
ent forms of investment. 

To achieve these object ives, savings through superannuation and life 
insurance will be treated in the same way as savings in a bank. Contri
but ions will lose their tax exemptions and fund earnings will become 
taxable at full rates. On the other hand, the reforms will enable all super
annuation benefits to be paid tax-free. This will include benefits paid in 
the form of pensions. This does not, of course, include pensions and 
benefits provided by the Government as part of its social welfare expen
diture. It does, however, include benefits paid from the Government 
Superannuation Fund. 

In addit ion to the above measures, the concessionary tax treatment 
currently apply ing to the related areas of medical/sickness insurance, 
and friendly societies will be removed. 

Some of these changes will take effect from 17 December 1987. Other 
measures will be implemented over the period 1988/89 to 1989/90. 
Details of implementat ion dates are given below. 

To provide an opportuni ty for consultat ion on implementat ion of the 
new regime, a consultat ive document is being prepared for release in 
February 1988. That document will d iscuss details of implementat ion of 
the new regime, review the tax treatment of life offices and annuities, 
and consider the relaxation of the regulatory restrictions currently apply
ing to life offices and superannuation funds. Submissions on that docu
ment will be sought for consideration by a consultat ive commit tee, 
under the chairmanship of Dr Donald Brash, Managing Director of Trust 
Bank Holdings Limited. Other members of the commit tee will be 
appointed early next year. 

SUPERANNUATION AND LIFE INSURANCE 
The Present System 

Under the exist ing tax regime, individuals saving by way of superan
nuation and life insurance, generally receive significant tax privileges. 
The tax treatment of superannuation and life insurance varies according 
to the year in which savings commenced and the type of scheme used. 
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In general terms, tax privileges take the form of tax exempt ion for contri
but ions or premia, and exemption or a reduced rate of tax on income 
earned on fund investments. Some schemes entered into before the tax 
changes made in 1982 or 1984 have cont inued to be in an extremely 
privi leged posit ion. For example, pre-1982 lump-sum superannuation 
schemes may be completely tax-exempt. 
The existing tax treatments are summarised in the table below. For com
parison, the general tax treatment of savings (for example, bank 
accounts) is annotated at the bot tom of the table. 

Tax Treatment of; 
Contr ibut ions/ Fund Emerging 

Type of Investment Premia Earnings Benefits 

Taxed 
Pre-1984 life policies Exempt (33%) Exempt 

Taxed 
Post-1984 life policies Taxed (33%) Exempt 
Pre-1982 lump sum superannu

ation Exempt Exempt Exempt 
1982-1984 personal lump sum Taxed 

superannuation Exempt (33%) Exempt 
Post-1984 personal lump sum Taxed 

superannuation Taxed (33%) Exempt 
Post-1982 employer lump sum Taxed 

superannuation Exempt (33%) Exempt 
Pension superannuation Exempt Exempt Taxed 

Neutral income tax treatment Taxed Taxed Exempt 

Problems with the Present System 
The exist ing tax privileges provided to superannuation and life insur

ance cost considerable sums of money in tax revenue forgone. They 
contr ibute to a tax system which has been unfair to most taxpayers and 
which has incurred a high economic cost. Removal of the superannua
tion and life insurance tax privileges enables recipients of superannua
tion pensions to benefit f rom the removal of a tax impost and all 
taxpayers to benefit f rom lower income tax rates. 

The Tax Privileges are Expensive 
If cont inued into 1988/89, it is est imated that the privi leged tax posi

t ion of superannuation funds and life offices would (at exist ing tax rates) 
cost the Government $800 million in tax revenue forgone. By eliminating 
that tax expenditure, overall income tax rates can be reduced by about 
2.5 cents per dollar for all taxpayers. This is after making superannua
tion benefits non-taxable. Lower income tax rates will significantly 
increase everyone's incentives to save and work. 

7/76 Tax Privileges are Unfair 
The tax expendi ture resulting from the privileges afforded superannu

ation and life insurance is, to a large extent, captured by a section of 
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society which is predominantly made up of male middle-aged profes
sionals belonging to high-income socio-economic groups. In general, 
higher-income earners save more than lower-income earners and so are 
in a better posit ion to take advantage of the tax preferences in this area. 
Further, under a progressive rate structure, the concessions provide a 
greater benefit to the high- as compared to the low-income earner. High-
income earners are also likely to be in a better posit ion to negotiate with 
employers so as to take maximum advantage of the available tax 
benefits. 

As well as biasing the tax system in favour of the better-off, tax con
cessions for superannuation and life insurance bias the tax system 
against the self-employed (whose capital savings are reinvested in their 
business) and those without stable and continuous work patterns (such 
as women who interrupt their careers to raise children). 

Finally, the exist ing tax regime in this area can produce perverse 
results. For example, whi le the regime is generally concessional, certain 
combinat ions of contr ibut ion rates and earning rates on invested funds 
can produce a tax outcome that is penal. 

The Tax Privileges Create Avoidance Opportunities 
There is evidence that the tax-exempt status of many superannuation 

schemes (and the lower tax rates applying to life offices and some lump 
sum schemes) has led to abuse. Income which is unrelated to retirement 
savings can be channel led through these tax-preferred entit ies in order 
to avoid paying tax. The tax-exempt superannuation fund becomes an 
onshore tax haven. It is futile to combat the use of offshore tax havens 
while cont inuing to provide similar opportunit ies through the use of 
domest ic entit ies such as pension superannuation funds. Thus, an inte
gral part of the Government 's anti-avoidance measures has been the 
removal of tax preferences and their replacement, where appropriate, 
wi th direct assistance. 

The Tax Privileges Incur High Economic Costs 
The present regime encourages individuals to save through superan

nuation and life insurance in preference to other forms of saving. Manag
ers of these funds are, in turn, encouraged to invest in particular ways. 
For example, they are encouraged to invest in the corporate sector by 
way of loans rather than by purchasing shares. The concessionary 
regime has also made it necessary to retain regulations which restrict 
funds ' investment opt ions. These factors are likely to produce a dis
tor ted pattern of savings and investment. 

The concessions also distort behaviour in the labour market. First, the 
tax-preferred nature of superannuation and life insurance encourages 
employees to negotiate remuneration packages with a larger superan
nuation/life insurance component than would otherwise be chosen. 
Because schemes often impose a penalty for early wi thdrawal, greater 
use of superannuation may increase the extent to which employees are 
d iscouraged f rom changing jobs. On the other hand, pension schemes 
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offering a tax-exempt lump sum if benefits are wi thdrawn before a cer
tain age may encourage employees to change jobs in order to wi thdraw 
their funds. Finally, by reducing tax revenue, the tax rates which every
one must pay are forced up. That in turn reduces incentives for effort. 
Lower national income is the result. 

Encouragement of Savings 
It is somet imes argued that superannuation tax privileges are required 

to encourage savings, especially savings for retirement. These argu
ments have been closely considered. However, they do not stand up. 
There is no rationale for encouraging savings through one particular 
institutional form. Moreover, much of the savings through superannua
tion schemes are wi thdrawn and spent long before retirement. The 
effect of the exist ing concessions is more likely to influence the form 
than the overall level of savings. The supposed object ive of the current 
concessions is not achieved. The cut in income tax rates which will be 
made possible by reforms in this and other areas dealt with in the 
Government Economic Statement will increase the incentive to save 
much more effectively than any privilege provided to particular types of 
financial insti tut ion. 

The New Tax Regime 
Under the new taxation regime, there will be no essential difference 

between the treatment of lump sum and pension superannuation 
schemes, nor between superannuation schemes and life offices. Differ
ences between types of schemes and between superannuation and life 
insurance are recognised. However, while there are many reasons why 
people may prefer life insurance over superannuation, or vice versa, and 
one form of superannuation over another, those choices should not be 
determined by differences in tax treatment. 

In essence, the new tax regime will treat all superannuation contr ibu
t ions and life insurance premia in the same manner as deposi ts to a 
bank account. In other words, they will be paid from post-tax income. 
This will involve: 

a removing the taxation exemption in section 59 of the Income Tax 
Act 1976 for member contr ibut ions to certain superannuation 
schemes and for premia on pre-1984 life insurance policies; and 

b removing the fr inge benefit tax exemption for employer contr ibu
tions to approved superannuation schemes and employer-paid 
life insurance premia. Employer contr ibut ions to a superannua
tion scheme const i tute part of the employer 's labour costs. They 
should therefore be deduct ib le in full. The limitation in section 
150 of the Act on the level of employer contr ibut ions to a sub
sidised employee superannuation scheme which are deduct ib le 
to the employer will therefore be removed once the new taxation 
regime is fully in place. 

The earnings of superannuation schemes and life offices will be taxed, 
just as the interest accruing on a bank account is taxed. Because of 
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possible difficulties in attr ibut ing earnings to individual scheme mem
bers and policyholders, the scheme or life office will be taxed as a proxy. 
This is essentially the exist ing tax regime for class B (post-1982) lump 
sum superannuation schemes and life offices. The existing exemption 
for class A (pre-1982) lump sum and all pension superannuation 
schemes will be wi thdrawn. The tax regime which will apply will follow 
the lines of the exist ing regime for life offices and class B funds. 

When money is wi thdrawn from a bank account, no income tax liability 
results. A wi thdrawing depositor merely subst i tutes one asset—the pos
itive bank account balance—for another asset—cash. There is no 
income generated as a result of the cash withdrawal. Similarly, when 
superannuation benefits are paid out, the beneficiary is, in effect, with
drawing a deposi t f rom the superannuation fund-. Such withdrawals. 
Including pension benefits, will be tax-free. 

Implementation Dates and Transitional Measures 
Objectives 

It is always difficult to change the tax system in a way which is seen to 
be fair to everyone concerned. Any change in tax rates, for instance, 
alters the after-tax return from an investment. That can result in some 
people receiving unant ic ipated gains and others incurring losses. Similar 
gains and losses occur when policy changes are made in other areas, 
such as a reduct ion in levels of assistance to an industry. The only way 
the Government can completely avoid imposing losses on people is to 
abdicate on its responsibil i ty to govern. Measures which, in the name of 
fairness, seek to 'grandfather' and protect those who have in the past 
benefi ted from tax or policy advantages are seldom justif iable. Such 
measures cause other inequities and delay the gains from the tax or 
policy reform. 

Thus, the transitional measures for superannuation and life insurance 
will not result in the retention of the exist ing privileges of those who are 
already scheme members or policyholders. Instead, the transitional 
measures are aimed at protect ing, as far as possible, those in or nearing 
retirement who have a limited opportuni ty to adjust to the new regime. 
Transitional measures should also aim at miminising any disruption to 
the financial sector. In particular, the aim is to minimise any large-scale 
and abrupt withdrawals of superannuation and life office funds. 

Specific Measures 
The fol lowing specif ic transitional measures will be implemented: 

a removal of the exemption for member contr ibut ions and life insur
ance premia paid on or after 17 December 1987; 

b removal of the fr inge benefit tax exemption for employer superan
nuation contr ibut ions and employer-paid life insurance premia for 
payments made on or after 17 December 1987. However, the rate 
applying will be set at the outset at the rate which reflects the 
lower income tax rates which will come into effect on 1 October 
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1988. No FBT payments will be required as a result of this exten
sion of the FBT regime until payments are due for the new March 
quarter, ie 20 April 1988; 

c removal of the taxation exemption for the income of existing pen
sion superannuation schemes and pre-1982 (class A) lump sum 
superannuation schemes from the beginning of the 1989 income 
year. An exist ing pension superannuation scheme will be defined 
as the Government Superannuation Fund and any pension 
scheme which has received or receives approval or classification 
by the Government Actuary as a pension superannuation 
scheme wi th effect on or before 17 December 1987. A personal 
pension scheme will lose its status as an exist ing pension super
annuation scheme if it accepts new members after 17 December 
1987. A lump sum superannuation scheme which changes to a 
pension superannuation scheme after 17 December 1987 will fall 
outside the definition of an existing pension superannuation 
scheme. The tax rate applying to class A and existing pension 
superannuation schemes from 1 Apri l 1988 will be the new lower 
tax rate which will come into effect on 1 October 1988. For such 
schemes, there will be no requirement to pay provisional tax for 
the 1989 income year. Payment of tax for the 1989 income year 
will be by way of terminal tax wi th 50 percent to be payable at the 
normal terminal payment date for the 1989 income year and 50 
percent of 1989 terminal tax to be paid at the date for payment of 
1990 terminal tax. The provisions governing the taxation of life 
offices (which reduce their assessable income according to the 
proport ion of their liabilities which relate to category 1 superannu
ation policies) will be amended to reflect these changes to the 
tax treatment of the income of superannuation funds; 

d removal of the taxation exemption for the income of other (ie non-
extant) pension superannuation schemes as from 17 December 
1987; 

e retention of the tax rate on class B lump sum superannuation 
schemes and life offices at 33 percent for the 1988 and 1989 
income years, wi th the rate adjust ing to reflect the new tax scale 
in the 1990 income year; and 

f exempt ion of superannuation pension benefits from 1 April 1989. 
These measures will achieve the transitional objectives outl ined 

above. The reduced rate of fr inge benefit tax will assist employers over 
the period in which total employee remuneration is adjusted in light of 
these changes. The reduced rate of tax on, and the deferment of t ime 
for payment of tax by, previously-exempt superannuation funds will pro
vide an opportuni ty for those funds to adjust to the new regime. The 
posit ion of pension beneficiaries of superannuation schemes, and those 
members of pension schemes who are near retirement, should be pro
tected, in most cases, by the removal of the tax on the benefits. More
over, the measures should discourage any precipitous liquidation of 
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superannuation funds since, for the next two years, such schemes will 
cont inue to be taxed on a very favourable basis. 

Renegotiation of Schemes 
It is ant ic ipated that, as a result of these measures, many superannua

tion schemes will need to renegotiate their terms and the level of bene
fits which they provide. For instance, presently tax-exempt category 1 
superannuation schemes will have offered benefits and set contr ibution 
rates on the basis of the existing taxation regime. With the removal of 
their taxation privileges, contr ibut ion levels will need to be increased 
and/or benefit levels reduced. This is likely to apply to existing benefi
ciaries of a pension scheme. In most cases, however, the reduced level 
of pensions should be offset by the removal of the tax impost on those 
benefits. 

The manner in which schemes are negot iated and the most appropri
ate new basis for their operation will vary from scheme to scheme 
according to their particular c ircumstances. This is a matter best left up 
to the scheme trustees, members, contr ibutors and beneficiaries. The 
Government should and will intervene only where this seems necessary. 

There are some areas in which such intervention does seem desira
ble. There is a need to provide an incentive for schemes to be renegoti
a ted as quickly as possible. That will minimise any uncertainty which 
part icipants may face. There is also a concern that some parties may be 
in a poor posit ion to secure a fair deal as a result of such negotiations. 

To meet these concerns, approved superannuation schemes will be 
required to secure the agreement of part icipants to new terms. That 
agreement will need to be deposi ted with the Government Actuary by 1 
July 1989. The Government Actuary will be empowered to decl ine to 
approve the new terms if the amendments are not equitable. There will 
be a presumption that an equitable basis will be one in which the 
increased tax burden result ing from the removal of tax privileges falls on 
all members and beneficiaries as if their proportion of the fund were 
distr ibuted tax-free and then reinvested in the scheme under the new 
rules. If, however, informed parties agree to a different outcome, the 
approval of the Government Actuary to the amendments will be 
for thcoming. 

Pension benefits will not be payable exempt from taxation until 
amended terms of the superannuation scheme have been approved. 
Moreover, if approval is not obtained by 1 July 1989, the scheme will be 
classif ied as a category 3 scheme. Member contributions to a category 
3 scheme will, as now, receive no tax exempt ion. Employer contr ibut ions 
will remain non-deductible and subject to FBT at normal rates. The earn
ings of schemes will remain taxed at normal rates. And pension benefits 
from such schemes will remain taxable. 

Specific legislative measures seem desirable to allow the above nego
tiations to proceed. It may be necessary to allow the terms of superan
nuation schemes to be amended without necessarily obtaining the 
consent of every member whose interest in the scheme at the date of 
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amendment could be reduced or adversely affected by the proposed 
amendment. Further, life offices may have obligations under annuity 
contracts wi th pension superannuation schemes which the new tax 
regime may make unprofitable. Given that superannuation pensions will 
become tax-free, it seems unreasonable to impose such a loss on the 
provider of the annuity. Legislation may therefore be required to enable 
a life office to reduce, subject to the approval of the Government Actu
ary, their obl igations under such annuity contracts to reflect the 
changes in the taxation law. 

Government Superannuation Fund 
The Government, as employer, will need to be directly involved in 

amending the terms and condit ions of the occupational superannuation 
provided to its employees through the Government Superannuation 
Fund. It will consult wi th appropriate employee organisations in doing 
so. 

National Superannuitant Surcharge 
While superannuat ion pension benefits will become tax-free, such 

benefits will remain subject to the national superannuitant surcharge. 
This reflects the fact that the surcharge is designed to target Govern
ment retirement income support to those who are in most need. Consi
derat ion will be given to adjust ing the surcharge in this area to offset 
any bias which might otherwise arise in favour of lump sum as opposed 
to pension superannuation benefits. 

Imputation 
Under the proposed full imputat ion system for companies, no cash 

refund of imputat ion credits will be available. Imputation credits will be 
available only to offset a tax liability on other income. As a result, tax-
exempt entit ies, such as pension superannuation funds under existing 
law, will not be able to offset the corporate tax paid on their share of a 
company 's income. Bringing the income of presently exempt superan
nuation funds into the tax net will enable such funds to benefit from the 
advantages of the full imputat ion regime. 

RELATED AREAS 
There are a number of areas which are related to the reforms to the 

tax treatment of superannuation and life insurance. These are briefly 
considered below. 

Medical and Sickness Insurance 
Section 59 of the Income Tax Act, which provides an exemption for 

certain member superannuation contr ibut ions and life insurance premia, 
also provides an exempt ion for premia on accident, sickness and medi
cal insurance policies. Similarly, there is an exemption for employer-paid 
premia in respect of a policy of personal accident or sickness insurance 
for the benefit of an employee or his/her spouse or chi ld. Furthermore, 
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t rustees for any sick, accident or death benefit fund are generally 
exempt from tax under section 61(41) of the Income Tax Act. 

Such taxation exemptions are not an efficient means of targeting 
Government expenditure on health care. The benefits tend to be cap
tured by the richer sect ion of society. Similarly, medical insurance cover 
tends to be more readily available to those in good health. On the other 
hand, the costs of providing the tax exemptions are borne by the com
munity at large. Thus, the tax privileges for medical insurance tend to 
redistr ibute income from those in most need to those in least need. 

The exemptions may also reduce a person's incentives to look after 
their own health and reduce insurers' incentives to control health costs. 
That is because the costs of reducing health care bills are incurred in full 
by the insurer and the insured, while the costs of higher premia are, 
because of the tax exemptions, shared with the Government. 

The above taxation concessions will therefore be removed. The 
removal of the personal exemption for premia will apply to payments 
made on or after 17 December 1987. The FBT exemption will similarly be 
removed for payments on or after that date. As for superannuation and 
life insurance, FBT will initially be appl ied at a lower rate than for other 
fr inge benefits and the first payment will not be payable until 20 April 
1988. The exemption for sickness, accident and death benefit funds will 
be p h a s e d out on the same basis as the category 1 superahhuation 
exempt ion phase-out. 

Friendly Societies 
Under section 61(23) of the Income Tax Act, the income of a friendly 

society is presently exempt from income tax with respect to business 
carried on within its circle of membership. This enables qualifying enti
ties to offer life insurance and savings vehicles under a regime which 
does not tax fund income. The result is much the same as for the pen
sion superannuation exempt ion. The exemption will be removed with 
effect from the beginning of the 1990 income year. 

Annuities 
Under exist ing law annuities can be treated in a penal manner. The 

tax treatment of annuit ies will be reviewed with a view to putt ing them 
on to a taxation regime consistent wi th that which will apply to superan
nuation and life insurance. 

The Taxation of Life Offices 
There are some aspects of the taxation of life offices which have 

caused difficulties for both taxpayers and the Inland Revenue Depart
ment. Moreover, the existing tax rules effectively allow life offices to 
escape taxation altogether on non-investment income. It is partly for that 
reason that the proposed full imputat ion regime does not offer share
holders in a life office the opportunity to receive imputation credits. The 
tax treatment of life offices will be reviewed with a view to taxing them in 
a manner more consistent wi th that of other corporate taxpayers. 

28 



CONCLUSION 
This annex outl ines a comprehensive review of the tax treatment of 

superannuat ion, life insurance and related areas. This follows the 1984 
Budget commitment to such a review. The result should be a more 
rational and fairer tax treatment of this area. The above issues will be 
covered in greater detail in a consultat ive document to be released by 
the end of February 1988. At that stage, interested parties will be invited 
to make submissions on aspects of the implementat ion of these 
measures. 
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ANNEX 4 
PETROLEUM MINING TAXATION REVIEW 

INTRODUCTION 
The Government released a discussion document in January 1987 

detail ing proposed reforms of the income tax regime for the petroleum 
exploration and exploitation industry. Submissions received in response 
to the consultat ive document have been considered and the Govern
ment has now dec ided on the new tax regime for petroleum mining. 

REASONS FOR REFORM 
The new regime is designed to place the taxation of petroleum mining 

on a more consistent basis wi th the taxation treatment of other indus
tries. At present, the petroleum mining industry enjoys special benefits 
wi th respect to the immediate deductibi l i ty of exploration expenditure 
and the five-year write-off of development expenditure. The present 
treatment is highly concessionary relative to that accorded other indus
tries such as manufactur ing and farming. 

The principal effect of these concessions is to distort investment pat
terns. Such tax concessions result in companies investing in petroleum 
mining in order to reduce their tax, rather than because such invest
ments are likely to yield any real benefits to the country as a whole. This 
results in an investment of resources in petroleum exploration which 
have been diverted from better alternative uses throughout New Zea
land. The new regime will encourage petroleum exploration companies 
to make investment decisions based more on commercial considera
tions rather than tax. 

OUTLINE OF THE REFORMS 
Under the new regime: 

a all costs incurred in acquir ing a licence (or a share in a licence) 
will be capital ised to a 'cost of field' account, to be establ ished 
for each l icence area in which the explorer has an interest. If a 
commercial discovery is made within the area, the balance in the 
account will be deduc ted over the economic field life. Otherwise, 
it may be deduc ted in the year the licence is rel inquished; 

b all expenditure on exploratory wells will be deducted on a 
straight-line basis over a period of 10 years. The 10 year write-off 
of all exploratory well costs, irrespective of success, is designed 
to give explorers, on average, deduct ions with approximately the 
same present value as they would obtain if all exploratory wells 
within a l icence area were capital ised and deducted over the 
economic life of any commercial discovery or, if no commercial 
find was made within the l icence area, in the year the l icence was 
rel inquished; 

c all expenditure on the acquisit ion of seismic and other informa
tion will be depreciated on a straight-line basis such that it has nil 
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book value in the year the explorer is obl iged to place the information in the public domain under the provisions of the Petro
leum Act ; 

d the cost of land will be non-deduct ible, but contouring costs and 
expenditures on site preparations will be added to the cost of 
field account; 

e vehicles, vessels and aircraft will be depreciated on the same 
basis as similar assets employed in other industries, commenc
ing the year in which such assets are first used in the product ion 
of assessable income; 

f the cost of site bui ldings, wells, petroleum product ion and stor
age installations and facilities and associated pipelines will be 
capital ised and depreciated at rates applying to comparable 
assets in other industries, commenc ing in the first year of com
mercial product ion. Industry-specific assets will be depreciated 
on a unit of product ion basis over their expected economic lives 
(which may, in some cases, be the expected field life); 

g expendi ture incurred prior to the commencement of commercial 
product ion on the provision of services, administrative overheads 
directly related to site operations and lease payments relating to 
site facilities other than bui ldings shall be added to the cost of 
field account, but shall be immediately deduct ib le if incurred after 
commercial product ion commences; 

h on the sale of any intangible asset, the difference between its 
book value and the lesser of its sale price and its cost will be 
assessable in the vendor 's hands; 

i the proceeds from the sale of an exploration or mining l icence, 
less a deduct ion for capital ised costs relating to the l icence area, 
shall be assessable in the vendor 's hands in the year of sale. The 
deduct ion available on sale will be l imited to the consideration 
received, but capital ised expenditure in excess of this will be 
able to be transferred to and wri t ten off over t ime by the 
purchaser; 

j any party incurring expenditure in a l icence area under a farm-out 
agreement shall b>e required to establ ish a cost of field account 
for the area, wi th their income and expanses being treated in the 
same manner as those of any other explorer; 

k the current provision enabl ing mining companies to offset 
removal and restoration expenses against previous years' 
income, should they have insufficient assessable income in the 
year the expendi ture is incurred, shall be retained; 

I the new regime for exploration and development expenditure 
shall apply to all such expenditure incurred on or after 1 October 
1988; 

m special concessions relating to the ability of petroleum mining 
companies to transfer losses to other companies or carry them 
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forward will be repealed with effect from the income year com
mencing 1 April 1989; 

n a provision enabl ing companies to defer the taxable profit 
derived from the sale of shares in mineral or petroleum mining 
companies will be repealed with respect to sales which are made 
after 1 October 1988; 

0 the special tax concessions relating to the Maui project will be 
preserved because of undertakings given by the previous 
Government. 

LEGISLATION 
These amendments will be included in a Bill to be considered by the 

Finance and Expenditure Select Commit tee. Interested parties will be 
able to make further submissions at that stage. 
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ANNEX 5 
OTHER BASE-BROADENING MEASURES 

INTRODUCTION 
The Government is currently providing assistance to certain organisa

tions through the tax system. For example, charitable organisations and 
sports bodies are currently exempt f rom income tax and receive conces
sional t reatment under GST. 

This treatment raises two problems. The first is that assistance pro
v ided through the tax system is often poorly targeted. The second and 
more serious problem is that the special treatment of some organisa
tions is being exploi ted to avoid tax. As loopholes in the tax system are 
closed off ( including international tax loopholes), pressure on remaining 
avenues for avoidance will increase. Because of the need to counter tax 
avoidance, the exempt ions and concessions d iscussed in the first three 
sections below will be removed. 

Other tax exempt ions that the Government has dec ided to wi thdraw 
were intended to assist the farming sector—for example, special tax 
concessions for primary producer co-operatives. As well as providing 
opportunit ies for tax avoidance, these exemptions distort investment 
patterns. In line with changes made by the previous Labour Government 
to remove the preferential tax treatment of the primary sector, the con
cessions d iscussed in the last four sect ions below will also be removed. 

INCOME TAX TREATMENT OF CHARITABLE ORGANISATIONS 
AND CHARITABLE TRUSTS 

The exist ing income tax exempt ion for charitable organisations and 
trusts was intended to assist these organisations to provide social ser
vices to the communi ty. However, the present exempt ion can be 
exploi ted to avoid tax on other business and personal income. Further
more, assistance to charitable organisations can be more efficiently 
del ivered through direct expenditure programmes. Accordingly, the tax 
exempt ion will be removed and the equivalent level of aggregate fund
ing will be made available through these expenditure programmes. To 
allow t ime for appropriate funding arrangements to be made for some 
bodies, and for other organisations to adjust to a reduced level of 
Government assistance, the exemption will not be removed until the 
1990 income year. 

The taxation regime for charit ies will recognise the activit ies of a char
ity, which generally include raising donations, making investments and 
other business activit ies undertaken for profit, and the delivery of the 
social services provided by the charity. Each of these types of activity 
will have an associated stream of income and expenditure. The tax 
treatment for these various components is outl ined below: 

a donations will be exempt and expenditure incurred in raising 
donations will be non-deductible; 
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b income from activities undertaken for the purpose of making a 
profit will be assessable, and expenditure incurred in that pro
cess will be deduct ib le; 

c income from activit ies undertaken for purposes other than mak
ing a profit (ie income from charitable activities) will be assessa
ble, but offsett ing that, expenditure will be deduct ib le to the 
extent that it was incurred in the product ion of that assessable 
income. 

The reason for including income from charitable activities (eg fees 
charged for emergency accommodat ion or rest home care) in the tax 
base is to limit the scope for charities to be used for tax avoidance. 
Limit ing deduct ions to the amount of such income prevents charities 
f rom generat ing tax losses and using these to offset any business prof
its. (Allowing expenditure to be deduc ted in full would be similar to 
al lowing a self-employed person to deduct personal expenditure from 
business income for tax purposes.) 

The effect of the regime will be to levy tax on the net income from 
activit ies undertaken by charities for the purpose of making a profit. The 
tax rate will be the new lower personal tax rate. In effect, no income tax 
will be payable on donations or on charitable activit ies. This is because 
donations will be exempt and any assessable income from charitable 
activit ies will normally be fully offset by deduct ib le expenditure. 

The changes will be implemented by: 

— repealing sections 61(25)-(27) of the Income Tax Act 1976 with 
effect from the 1990 income year; 

— including a new part in section 61 of the Income Tax Act to make 
donations received by charitable organisations exempt; 

— amending section 106(1)(j) of the Income Tax Act to make expen
diture, to the extent that it is incurred in supplying charitable ser
vices, non-deduct ible; 

— amending other legislation that specifically exempts certain chari
table bodies from tax. 

SPORTS BODIES 
Under section 61(30) of the Income Tax Act, the income of sports 

associations and societies is generally exempt. This exemption creates 
opportunit ies for avoidance, and is a poorly targeted instrument for 
achieving social policy objectives. Accordingly, section 61(30) of the 
Income Tax Act will be repealed with effect from the 1989 income year 
and sports bodies will be taxed at the personal tax rate. The effect of 
this change will be to make the business and interest income of sports 
bodies assessable. No provision is needed to exempt subscript ions, 
because under the common law, subscript ions, fees and donations paid 
by members should not normally be assessable. 
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GST TREATMENT OF NON-PROFIT ORGANISATIONS 
Currently under the Goods and Sen/ices Tax Act 1985, many non

profit bodies are effectively zero-rated. They may claim credits for GST 
on all inputs, despi te incurring a GST liability on, perhaps, only a nominal 
level of their total output. The outcome of this is that a large number of 
these organisations permanently receive net GST credits and conse
quential refunds. This can be the case even where substantial business 
activit ies are carried out in direct competi t ion with taxable bodies. Fur
thermore, non-profit organisations may be used to avoid GST on private 
consumpt ion. 

Accordingly, the GST Act will be amended to explicitly exempt the 
supply by non-profit organisations of goods or services which are 
funded by donations. A non-profit body funded purely by donations will 
remain an exempt activity. Those associations which receive revenue 
from both donations and business activities will be allowed to claim a 
proport ion of GST input credits, wi th the proportion being determined 
under existing rules for partially exempt bodies, or (for non-profit bodies 
wi th a turnover of less than $100,000 per annum) being calculated as 
revenue subject to output tax divided by total revenue. Section 2(1) of 
the GST Act will be amended to allow donations from both registered 
and exempt traders to be treated as uncondit ional gifts (exempt from 
GST), and to ensure that payments for goods or services is considera
tion for supply. A supply by a non-profit body of any goods or services 
donated to it will remain exempt where that supply does not exceed 
$5,000 per annum and where no significant alteration is made to the 
good or service. 

It is possible that fol lowing the enactment of these amendments some 
non-profit organisations may wish to deregister. It has also become 
apparent that some traders who voluntarily registered did so without 
fully considering the implications of doing so. To assist non-profit 
organisations and voluntarily registered traders to deregister, the follow
ing temporary provisions will apply. Such traders will be allowed an 
imputed credit of 1/11th of the value of the goods or services retained 
on cessation of registration where: 

a the trader applies for deregistrat ion before 1 October 1988, and 
is subsequent ly deregistered as a result of that application; 

b those goods or services were acquired or produced prior to 1 
October 1986; 

c the value placed on those goods or services is the lesser of: 
i open market value as at 30 September 1986; or 
ii current market value. 

If the goods or services retained in the manner outl ined above are 
repurchased by, or transferred to, the same trader or an associated per
son within five years, then no input credit will be al lowed. 

These amendments will be effective from 1 April 1988. The Inland Rev
enue Department will make available detai led information on the compli
ance requirements. 
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MUTUAL ASSOCIATIONS (CO-OPERATIVES) 
The tax treatment of mutual associations departs from that of compa

nies in two respects. First, compared with the present classical system 
of company taxation, the div idend deduct ion system applying to co
operatives is concessionary. Secondly, the exemption of distr ibuted 
profits on non-business transactions with members is also 
concessionary. 

To place co-operatives on a tax basis consistent wi th that of compa
nies, co-operatives will be subject to the imputation system to apply 
from the 1989 income year. Co-operatives will no longer be able to 
deduct rebates paid to members from their assessable income. How
ever, they will be able to at tach imputat ion credits to rebates and divi
dends, in respect of tax paid. Details of the proposed treatment of co
operatives are included in the Consultative Document on Full Imputation 
and co-operatives will have the opportuni ty to make submissions on it 
dur ing the consultat ive process. 

PRIMARY PRODUCER CO-OPERATIVE COMPANIES 
These co-operatives currently enjoy tax preferences over and above 

those discussed in the previous section. Under sections 201-203 of the 
Income Tax Act, co-operative dairy, milk marketing and pig marketing 
companies are exempt from tax on income derived from dealing in the 
primary produce concerned. This includes income from the collection, 
handl ing, manufacture, treatment or marketing of the product. 

Primary producer co-operatives other than those ment ioned in the 
foregoing paragraph are enti t led (under section 200 of the Act) to imme
diate write-off of expenditure on, or income set aside for, the develop
ment of services to primary producers (eg processing, distr ibution and 
market ing of produce). 

The tax preferences currently enjoyed by primary producer co-opera
tives can be expected to divert investment from other sectors of the 
economy offering a higher pre-tax rate of return. Removal of these con
cessions is consistent with changes that have already been made to 
remove the preferential tax treatment of capital expenditure in the pri
mary sector. Accordingly, the concessions will be removed and the 
imputat ion system will apply wi th effect from the 1989 income year. 
Taken together wi th the changes outl ined above for mutual associa
tions, this will put primary producer co-operatives on a consistent basis 
wi th companies for tax purposes. Primary producer co-operatives will 
have the opportuni ty to comment on their treatment under imputation 
dur ing the consultat ive process. 

PRIMARY PRODUCER AND MARKETING BOARDS 
Section 61(6) of the Income Tax Act exempts income derived by any 

primary producer board or marketing board establ ished by any Act. In 
some cases, this tax-exempt status is reinforced in other legislation (eg 
for the Dairy Board under section 57 of the Dairy Board Act 1961). 
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In line wi th the reforms outl ined above, primary producer and market
ing boards will be taxed with effect from the 1989 income year. As an 
interim measure, the boards will be taxed at the personal tax rate. The 
possibil i ty of moving these boards onto a company tax basis will be 
considered fol lowing the introduction of imputation. 

MILK TREATMENT COMPANIES 
Under section 61(7) of the Income Tax Act, milk treatment companies 

having as their principal object the sale and treatment of milk are 
exempt from tax provided they are wholly owned by any combinat ion of 
co-operative dairy companies, co-operative milk marketing companies, 
local authorit ies, tax-exempt public authorit ies and the Crown. In addi
t ion, section 61(8) exempts the income of any milk treatment corporation 
establ ished under the Marketing Act 1936 and the Agriculture (Emer
gency Powers) Act 1934. 

The present tax exempt ion for the first category of milk treatment 
company ment ioned above is an extension of the tax exemption enjoyed 
by the shareholders. Since the income of dairy and milk marketing co
operatives will be assessable (as indicated above), the income earned 
by companies owned by such co-operatives should also be assessable. 
Accordingly, subsect ions (7) and (8) of sect ion 61 of the Income Tax Act 
will be repealed with effect from the 1989 income year. These milk treat
ment companies will thus be taxed at the company tax rate and subject 
to the imputat ion system in the same way as other companies. 
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ANNEX 6 
CHANGES TO THE PROVISIONAL TAX SYSTEM 

INTRODUCTION 
1 Under the present provisional tax system, taxpayers earning 

income that is not deduc ted at source (eg business profits, 
interest, rents) enjoy substantial advantages over PAYE taxpay
ers. The provisional tax system will be reformed to significantly 
reduce these advantages. 

THE PRESENT SYSTEM 
2 The present tax system provides provisional taxpayers wi th an 

opt ion to pay provisional tax based on income in the previous 
year, or to base their payments on an estimate of income for the 
current year. The penalty regime for taxpayers who underesti
mate their income is not effective. Consequently, the current 
system allows some provisional taxpayers to defer significant 
amounts of tax by up to 19 months. The total amount of tax 
deferred in this way in 1987/88 is est imated at $1.3 billion. In 
addit ion, no provisional tax is payable in the first year that a tax
payer derives non-source-deducted income. This concession 
can be manipulated to achieve a permanent deferral of tax. 

THE REFORMS 
3 The provisional tax regime outl ined below will substantially 

reduce the incentives to defer tax that exist under the present 
system. The regime will be introduced with effect from the 1989 
income year and apply to taxpayers earning non-source-
deduc ted income from the first year that they earn such income' 

a Taxpayers wi th current income (other than source-deducted 
income) below $3,000 
These taxpayers will not be required to pay provisional tax. 

b Taxpayers wi th current income (other than source-deducted 
income) between $3,000 and $10,000 
These taxpayers will have the choice of either: 

- basing their provisional tax on last year's income then 
adding a margin of 10 percent; or 

- est imating their current income to calculate provisional 
tax. 

Taxpayers selecting the second option will pay penalties in 
respect of any underest imation, or receive compensat ion in 
respect of any overestimation of income. 

c Taxpayers wi th current income (other than source-deducted 
income) over $10,000 

'However, no provisional tax payment will be required from new provisional taxpayers within the first 
month of going into business. 
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This group, which includes most companies, will be required 
to est imate their income for provisional tax purposes. Penal
t ies/compensat ion will be payable in respect of 
under/overestimations of income. 

METHOD OF CALCULATING PENALTIES/COMPENSATION 
The rates of penalty/compensat ion will be set annually at levels which 

will d iscourage the deferral of tax. The Commissioner of Inland Revenue 
will be empowered to waive penalties arising from underestimation only 
on hardship grounds. Penalt ies/compensation will be calculated by 
compar ing the amounts of provisional tax paid in each instalment with 
the amounts that should have been paid as indicated by actual income 
for the year, and applying the penalty/compensat ion interest rates for 
the appropriate t ime periods. 

EXAMPLES 
The two examples set out below illustrate the new regime. 
Example 1: Taxpayer with current income (other than source-

deducted income) over $10,000 
Assume the taxpayer pays each instalment of provisional tax based 

on a different est imate of income for 1988/89. Assume the instalments, 
paid on the due dates for a 31 March balance date, are as follows: 

Instalment of 
Provisional Tax 

$ 
7 July 1988 1,500 
7 November 1988 2,600 
7 March 1989 1,800 

Subsequent ly, tax for 1988/89 is assessed at $6,000. The following 
table illustrates the calculation of penalt ies/compensation using a (non
deduct ib le) penalty rate of 23 percent per annum and a compensat ion 
rate of 11 percent per annum. These rates are indicative only. 

Tax on actual income (other than source-deducted income) in 1988/89 
7 July 1988—1st instalment 

One third of tax assessed 
Amount paid 

Overpayment (+) /underpayment ( - ) 
7 November 1988—2nd instalment 

One third of tax assessed 
Underpayment from 1st instalment 
Penalty on underpayment (calculated as 

interest at 23% pa for 4 months) 
Total amount due 
Amount paid 
Overpayment (+) /underpayment (—) 

6,000 

- 2 , 0 0 0 
1,500 
- 5 0 0 

- 2 , 0 0 0 
- 5 0 0 

- 3 6 
- 2 , 5 3 6 

2,600 
+ 64 
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7 March 1989—3rcl instalment 
One third of tax assessed . . . . - 2 , 0 0 0 
Overpayment from 2nd instalment . . 64 
Compensat ion on overpayment (calculated as 

interest at 1 1 % pa for 4 months) . . 2 
Total amount due . . — 1,934 
Amount paid 1,800 
Overpayment (+) /underpayment (—) —134 

7 February 1990—Terminal Tax/Refund 
Final underpayment —134 
Penalty on underpayment (calculated as 

interest at 23% pa until terminal tax paid) —28 
Terminal tax due —162 

Example 2: Taxpayer with current income (other than source-
deducted income) between $3,000 and $10,000 

Assume the taxpayer pays the first instalment of provisional tax for 
1988/89 based on 1987/88 income plus 10 percent, then opts to base 
the second and third payments on estimates of non-source deducted 
income for 1988/89. The instalments, paid on the due dates for a March 
income year, are as fol lows: 

Instalment of 
Provisional Tax 

$ 
7 July 1988 750 
7 November 1988 720 
7 March 1988 680 

Subsequently, tax for 1988/89 is assessed at $2,100. The following 
table illustrates the calculation of penalt ies/compensation due. The 
rates used are the same as in Example 1 above, ie 23 percent per 
annum for penalties and 11 percent per annum for compensat ion. 

$ 
Tax on actual income (other than source-deduct

ed income) in 1988/89 2,100 
7 July 1988—1st instalment 

One third of tax assessed —700 
Amount paid based on last year's income 750 

Overpayment (+) /underpayment (—) - f 50 
7 November 1988 — 2nd instalment 

One third of tax assessed .. —700 
Overpayment from 1st instalment* . . 50 

Total amount due —650 
Amount paid based on est imated income 720 

Overpayment (+) /underpayment (—) + 7 0 
*No compensation is payable on this overpayment because the first instalment was 
based on last year's income (plus 10%) and not on estimated income. Similarly, no 
penalty would be payable if an instalment based on the previous year's income (plus 
10%) fell below one third of the tax payable for the current year. 
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7 March 1989—3rcl instalment 
One third of tax assessed .. . . —700 
Overpayment from 2nd instalment . . 70 
Compensat ion on overpayment (calculated as 

interest at 1 1 % pa for 4 months) .. 2 
Total amount due .. —628 
Amount paid based on est imated income 680 

Overpayment( + )/underpayment( —) .. + 5 2 
7 February 1990—Terminal Tax/Refund 

Final overpayment 52 
Compensat ion on overpayment (calculated as 

interest at 1 1 % pa for period until refund 
paid) 5 

Refund due . . . . . . 57 
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ANNEX 7 
WITHHOLDING PAYMENT SYSTEMS 

INTRODUCTION 
Withholding payment systems are to be introduced to apply to 

interest, foreign non-portfolio div idends received by companies and pay
ments to resident contractors. This Annex outlines these schemes. 

The principal object ive of a withholding payment system is to reduce 
tax evasion. The main withholding payment at present is PAYE. With
holding taxes also apply to a variety of services, including casual agri
cultural work, labour-only building services, journalism, entertainment 
and contract payments to non-resident contractors. 

WITHHOLDING PAYMENT SYSTEM FOR INTEREST 
The Government 's intention to introduce a withholding tax on interest 

to apply from 1 April 1987 was announced in the Statement on Taxation 
and Benefit Reform of 20 August 1985. It was subsequently announced 
that the the application date of the tax would be deferred as a result of 
priority given to other tax reforms. The Government now intends to 
develop a withholding payment system for interest to apply from 1 April 
1989. 

WITHHOLDING PAYMENT SYSTEM FOR FOREIGN DIVIDENDS 
Introduction 

A withholding payment system is to be introduced for certain foreign 
div idends received by resident companies in order to standardise the 
treatment of such dividends. Foreign div idends received directly by resi
dent individuals are currently assessable wi th a credit being provided 
for foreign withholding taxes. As discussed in Annex 2, foreign portfolio 
div idends (ie div idends received from a company in which the recipient 
owns less than 10 percent of the company 's paid-up share capital) 
received by resident companies will also be assessable. 

Other foreign div idends (which will be referred to as foreign non-port
folio dividends) received by resident companies will cont inue to be 
exempt from company tax but the recipient company will be required to 
collect, on behalf of its shareholders, a withholding payment corres
ponding to the personal tax which would be levied if the div idend were 
received by an individual investor. The payment will apply to foreign 
non-portfolio div idends received by a New Zealand resident company 
after the t ime of the Minister of Finance's Statement on 17 December 
1987. For the purposes of this provision, a foreign div idend is a dividend 
paid by a non-resident company, or by a company which is resident in 
both New Zealand and another country and which is not subject to tax 
in New Zealand on its foreign income. A div idend will be deemed to be 
received at the t ime it is declared by the payer company. 
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Objectives 
The present exempt ion from income tax of foreign div idends received 

by companies gives rise to two problems. First, New Zealand tax is lev
ied on such div idends only when they are paid out to non-corporate 
shareholders. This may be some time after they are received so that the 
New Zealand tax liability is deferred. This problem will become more 
acute as a result of the removal of excess retention tax from the 1989 
income year. 

Secondly, since non-portfolio div idends will remain exempt from com
pany tax, they will not give rise to imputation credits under the imputa
tion scheme to be introduced from next income year. This means that 
when such div idends are paid out to non-corporate shareholders, they 
will not bear imputat ion credits. This reduces the incentive for share
holders to declare the dividends. 

The withholding payment system will complement a number of other 
important tax reforms aimed at reducing the deferral of tax on income. 
The most important of these are the comprehensive accrual rules intro
duced in 1986, and the proposed international tax reforms and the 
reform of the provisional tax system. 

The introduction of a withholding payment system for foreign non-
portfolio div idends is aimed at reducing opportunit ies to defer and 
evade tax. The withholding payment will act as a proxy for the tax paya
ble by non-corporate shareholders when dividends are distr ibuted. It will 
replace excess retention tax and prevent shareholders from deferring or 
evading their tax liability. 

Dividends Affected 
The withholding payment will apply to all div idends as currently 

def ined and those distr ibutions which will be included in the definition of 
div idends such as capital ising bonus issues and distr ibutions on wind-
up in excess of paid-up capital. 

The withholding payment system will not apply to div idends subject 
to tax in the hands of recipient companies. The main categories of such 
div idends are those received by a life office which are taxable pursuant 
to sect ion 204 of the Income Tax Act 1976, those which are deduct ib le 
to a non-resident company, and foreign portfolio div idends. 

Unit trusts, which are presently taxed as companies, will be subject to 
the withholding payment regime on foreign non-portfolio dividends 
received. 

Calculation of the Withholding Payment 
The rate of wi thholding will be set at the reduced rate of personal 

income tax to apply from 1 October 1988. This rate will be appl ied to the 
sum of the amount of the div idend and any foreign withholding tax 
which has been levied on it. The gross withholding payment so calcu
lated may be reduced by the amount of any such foreign withholding 
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tax. The residual is the net withholding payment payable to the Inland 
Revenue Department. 

Example: Company A receives a dividend (gross of withholding tax) of 
$1000 from a non-resident company in which it holds a 10 percent 
interest. Foreign withholding tax of $150 was levied on the dividend. 
Since company A's interest in the non-resident company is 10 percent, 
the div idend it receives is subject to the withholding payment. Assume 
for the purposes of illustration that the rate of the withholding payment 
is 30 percent. The amount of the withholding' payment would then be 
calculated as follows: 

1 Net d iv idend received 

$ 

. . 850 
2 Foreign withholding tax paid 150 
3 Gross div idend [ 1 + 2 ] . . 1000 
4 Gross withholding payment [3 X 30%] .. 300 
5 Credit for foreign withholding tax paid [equal to 2] . . (150) 
6 Net withholding payment [4 — 5] 150 
7 Net d iv idend after withholding [ 1 — 6 ] . . 700 

Withholding Payment Account 
The withholding payment will be able to be credi ted to the sharehold

ers of the payer company. For this purpose, companies will be required 
to record the withholding payments they have remitted to the Inland 
Revenue Department in a Withholding Payment Account ( "WPA") . A 
credit equal to the amount of the net withholding payment will arise in 
the WPA on the day the withholding payment is remit ted to the Depart
ment. A credit will also arise if a company receives from another com
pany div idends or bonus shares to which withholding credits have been 
al located. In this case, the credit will arise on the day the dividend or 
bonus share is paid or distr ibuted by the payer company. 

A debit in the WPA will arise when a withholding credit is allocated to 
dividends or bonus shares. The debit will equal the amount of the with
holding credit so al located. 

The account ing year for the purposes of the WPA of any company will 
be the same as the company 's account ing year. Any credits that are 
unallocated at the end of an account ing year will be able to be carried 
forward to the next year. 

Treatment of Foreign Withholding Taxes 

As outl ined in the Consultative Document on Full Imputation and in 
Annex 1, foreign withholding taxes levied by countries wi th which New 
Zealand has a double tax agreement on dividends received by resident 
companies may be credi ted to the Imputation Credit Account of the 
recipient company. 
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Allocation of Credits to Shareholders 

Rules similar to those applying to the allocation of imputat ion credits 
under the imputat ion scheme will apply to the allocation of withholding 
credits. These are necessary to ensure that the imputation allocation 
rules outl ined in the Consultative Document on Full Imputation are not 
undermined. The rules which will apply to the allocation of withholding 
credits will be as fol lows: 

a the maximum ratio of withholding credit to the taxable value of a 
div idend or bonus share will be the ratio: 

rate of withholding payment 
1 — rate of withholding payment 

This rule ensures that shareholders are taxed on the appropriate 
amount of income at the t ime they receive withholding credits; 

b on any day that withholding credits are allocated to the holders of 
any class of share, the credit al located per share must be the 
same for all shares of that class on issue on that day; 

c the ratio of the credit per share to the aggregate taxable value of 
the div idends and taxable bonus shares paid or issued per share 
during a financial year must be the same for all classes of share 
in that year; 

d the maximum amount of credits that can be allocated on any day 
will be the credit balance in the WPA on that day. The WPA bal
ance therefore may not fall below zero as a result of the allocation 
of credits; and 

e where excess withholding payment have been paid for any rea
son and a refund is due, the amount of the refund will be limited 
to the credit balance in the WPA at the end of the financial year 
to which the refund relates. Any residual refund will be able to be 
carried forward for offset against future withholding payments. 

Where a company has not satisfied these rules at the end of its finan
cial year, addit ional notional withholding credits will be deemed to be 
allocated such that the rules are satisf ied. If this results in the WPA fall
ing into deficit, an addit ional withholding payment will be payable in 
order to bring the account balance back to zero. This addit ional with
holding payment will be creditable against future withholding payment 
liabilities. 

Payment Provisions 

The withholding payment will be calculated for each calendar quarter 
and will be payable to the Inland Revenue Department within 20 days of 
the end of the quarter. Any payments due in respect of the December 
1987 quarter will be included in the payment for the March 1988 quarter. 
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Notification Requirement 
Companies will be required to notify shareholders at the time they pay 

div idends or taxable bonus shares of the withholding credits, if any, allo
cated to them. 

Implications for Shareholders 
Shareholders will be assessed on the sum of the taxable value of a 

div idend or bonus issue and the amount of any withholding credit allo
ca ted to it. A shareholder's resulting tax liability may be reduced by the 
amount of the credit. 

Example: Assume that the net div idend after withholding of $700 in 
the above example is distr ibuted to a non-corporate shareholder on a 30 
percent tax rate. In addit ion, assume that all of the withholding credit of 
the company and the imputation credit for the foreign withholding tax 
paid is al located to the div idend. The shareholder's tax liability would be 
calculated as fol lows: 

1 Cash div idend received . . . . 700 
2 Withholding credit 150 
3 Imputation credit . . . . . . . . . . 150 
4 Taxable income [ 1 + 2 + 3] . . . . 1000 
5 Tax liability [4 X 30%] 300 
6 Withholding credit [equal to 2] (150) 
7 Imputation credit [equal to 3] . . . . . . (150) 
8 Net tax to pay [5 + 6 + 7] 0 
9 After-tax d iv idend [ 1 - 8 ] 700 
It can be seen from this example that the withholding payment is cal

culated to equate with the amount of tax payable by the ultimate non
corporate recipient of foreign div idends. It therefore meets the objective 
of removing deferral and evasion of the domest ic tax liability on this form 
of income. 

If the foreign div idend in the above example were received directly by 
the non-corporate shareholder, the shareholder's tax liability would have 
been as follows: 

$ 
1 Net div idend received . . . . 850 
2 Foreign withholding tax paid 150 
3 Taxable income 1000 
4 Tax liability [3 X 30%] 300 
5 Credit for foreign withholding tax [equal to 2] . . (150) 
6 Net tax liability [ 4 - 5 ] 150 
7 After-tax d iv idend [ 1 - 6 ] 700 
The after-tax d iv idend received by the resident non-corporate share

holder is therefore the same whether the dividend is received directly or 
indirectly through a resident company. 
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Non-Resident Shareholders 
Dividends paid to non-residents are subject to non-resident withhold

ing tax at a rate of 15 or 30 percent depending on whether the non
resident is a resident of a country wi th which New Zealand has a tax 
treaty. Non-resident withholding tax will also apply to taxable bonus 
shares issued to non-residents which are declared after the t ime of the 
Minister of Finance's Statement on 17 December 1987. The rate of tax 
will be the rate that would apply to a cash div idend. As explained in the 
Consultat ive Document on Full Imputation, a taxable bonus issue is one 
which results in the capitalisation of reserves or earnings, other than 
share premiums, to paid-up capital. 

The withholding payment system will not affect the returns of non
resident shareholders. To ensure that this is the case, the company pay
ing a div idend (the "payer company" ) to a non-resident shareholder on 
which a withholding credit has been allocated will be required to 
increase the div idend by the amount of the withholding credit. The 
resulting gross div idend will be subject to non-resident withholding tax. 
The payer company will then be reimbursed by deduct ing the withhold
ing credit f rom the amount of non-resident withholding tax payable to 
the Inland Revenue Department. If the withholding credit exceeds the 
amount of non-resident withholding tax payable, the payer company will 
receive a refund of the excess from the Department. 

Example: Assume that the net div idend in the above example is dis
t r ibuted with all of the withholding credit to a non-resident shareholder 
and that a 15 percent non-resident withholding tax appl ies. The payer 
company would calculate the net amount of non-resident withholding 
tax as follows: 

$ 
1 Cash div idend . . . . . . . . 700 
2 Withholding credit 150 
3 Gross cash div idend [ 1 + 2 ] 850 
4 Gross non-resident withholding tax [3 X 15%] 127.50 
5 Withholding credit [equal to 2] 150 
6 Net non-resident withholding tax payable [4 — 5] (22.50) 
9 After-tax div idend [ 3 - 4 ] 722.50 
For comparison, under the present rules the amount of non-resident 

wi thholding tax would be calculated as follows: 

$ 
1 Cash div idend 850 
2 Non-resident withholding tax [1 X 15%] 127.50 
3 After-tax div idend [ 1 - 2 ] 722.50 
The rules outl ined above therefore ensure that non-residents receive 

the same cash div idend and non-resident withholding tax credit as they 
would under the present provisions. In this example, the payer company 
would receive a refund of $22.50 from the Inland Revenue Department. 
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Tax-Exempt Shareholders 
Similarly, the returns to tax-exempt shareholders will not be affected 

by the withholding payment system. Tax-exempt shareholders will be 
enti t led to claim a refund of the withholding payment from the Inland 
Revenue Department. 

Trusts 
Dividends or taxable bonus shares received by a trustee (other than a 

trustee who is exempt from income tax) on which withholding credits 
have been al located will be assessable in the hands of the trustee irre
spect ive of whether a beneficiary is enti t led in possession to them. This 
provision mirrors that applying to credi ted distr ibutions under the impu
tation scheme, and is designed to ensure that trusts are not used to 
counteract the credit allocation rules. 

Partnerships 
Dividends received by a partnership which have withholding credits 

al located to them will be deemed to be received by each partner in pro
port ion to his or her interest in the div idend. This provision has a similar 
object ive to that outl ined above for trusts. 

Tax Treaties 
The withholding payment is not an income tax or other tax which is 

subject to the provisions of New Zealand's double tax agreements with 
other countr ies. If necessary, this will be clarif ied in legislation. 

Implementation 
Because of the need to integrate the withholding payment provisions 

wi th the allocation rules applying to credits under the imputation 
scheme, legislation to give effect to it will be considered and enacted at 
the same t ime as that apply ing to the imputation scheme. 

It will be necessary for companies to keep records of the foreign divi
dends which are subject to a withholding payment. Companies will not, 
however, be able to allocate withholding credits to their shareholders 
until after the legislation is enacted. 

WITHHOLDING PAYMENT SYSTEM FOR RESIDENT 
CONTRACTORS 
Introduction 

At present, contract payments to non-resident contractors are subject 
to a withholding tax of 15 cents in the dollar pursuant to the Income Tax 
(Withholding Payments) Regulations 1979. This withholding payment 
system will be extended to contract payments made to resident con
tractors after 30 September 1988. The main features of the withholding 
payment system are outl ined below. Consideration will be given at a 
later date to further broadening the regime. 
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Payments to be Subject to Withholding 
The withholding payment system will apply to contract payments 

made to resident contractors. A contractor will be def ined to mean any 
person (within the meaning of section 2 of the Income Tax Act 1976) 
who, under a contract (not being a contract of service or apprenticeship) 
or an agreement or arrangement undertakes (otherwise than as an 
employee) any contract activity. The definitions of a contract activity, 
contract service and contract project will be based on those contained 
in clause 2 of the Regulations. 

A "contract act iv i ty" , in relation to a non-resident contractor, means: 
"(a) The performing or rendering of any work or contract service 

in New Zealand, being work or a contract service in connec
t ion wi th, or in relation to, any contract project: 

" (b) The grant ing, providing, or supplying of the use, or the right 
to use, in New Zealand (whether or not in connect ion with or 
in relation to any contract project), any personal property or 
any services of any person, being a person other than the 
non-resident contractor." 

A "contract serv ice" means: 
"any service of any kind and, without l imiting that meaning, 
includes any advisory, analytical, architectural, consultancy, 
designing, div ing, dril l ing, engineering, inspection, management, 
procurement, professional, scientific, surveying, technical, or 
weather forecast ing service, and any service in respect of or in 
relation to any feasibility, f inancial, or marketing study or 
evaluat ion." 

A "contract pro ject" is in turn def ined to mean: 
"any undertaking, project, or scheme, being an undertaking, pro
ject, or scheme carried on, carried out, or performed in New Zea
land, that involves construct ion, erection, manufacture, 
fabrication, installation, f i t t ing, outf i t t ing, refitt ing, refurbishing, 
restoration, preparation, preparatory activity, commissioning, lev
ell ing, dril l ing, sinking, dredging, sluicing, drainage, excavation, 
embankment , contour ing, landscaping, repair, maintenance, sal
vaging, enlarging, extension, reinforcing, cleaning, clearing, 
paint ing, renewal, removal, alteration, diversion, dismantl ing, 
demoli t ion, explor ing, searching, exploitation of or in connect ion 
wi th or for: 
(a) any bui lding, erect ion, edif ice, structure, foundat ion, base

ment, wall, fence, tower, pylon, silo, tank or chimney; 
(b) any petroleum product ion installation, and any petroleum 

well (whether exploratory or otherwise); gather ing tank, stor
age tank, refinery, processing facility, or distr ibut ion facility; 

(c) any vehicle, vessel, aircraft or hovercraft; 
(d) any road, motorway, railway, cableway, t ramway, aerial way, 

yard, ramp, causeway, sl ipway, f loating dock, wharf, jetty, 
loading buoy, harbour, dockyard, shipyard, canal, channel, 
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river, stream, snowfield, skif ield, aerodrome, landing strip, 
heliport, or helipad; 

(e) any drainage or irrigation system; 

(f) any system for the generation, product ion, storage, extrac
t ion, reticulation, conveyance, carriage, transmission, distri
but ion, translation, or reception of electricity, water, gas, 
steam, telephone, telegraph, radio or television; 

(g) any br idge, ford, viaduct, subway, dam, reservoir, well, 
earthworks, pipeline, conveyer system, aquaduct, culvert, 
drive, shaft, mineshaft, tunnel, pit, quarry, mine, platform, or 
reclamation; 

(h) any scaffolding; 

(i) any site, being land or sea bed or subsoil, and including any 
airspace or water above any land, sea bed, or subsoil; 

(j) any living or non-living natural resource; 

(k) any plant or machinery of any kind not referred to in the fore
going paragraphs of this def in i t ion." 

The withholding payment regime will apply to contract payments, 
made to contractors after 30 September 1988. An except ion will apply to 
contract payments made to public companies or their private company 
subsidiaries. State Owned Enterprises, public authorit ies and contrac
tors exempt from income tax. Such contract payments will not be sub
ject to the withholding payment. 

Persons Required to Deduct 
A requirement to deduct withholding payments will apply to persons 

(as def ined in sect ion 2 of the Act) who are registered for GST or who 
would be registered were it not for the exemption of financial services. 
Householders and other persons not registered for GST will therefore 
not be required to deduct withholding payments. 

Base and Rate of Withholding Payment 
Gross contract payments will be adjusted to approximate the taxable 

income component of each contract payment. It is intended that where 
a contractor is registered for GST, this adjustment be based on the con
tractor 's taxable profit as reflected in his or her GST records. For other 
contractors, the withholding payment rate will be determined by way of 
a schedule to the Regulations. Further details of the method of calculat
ing the amount of withholding payment will be announced next year. 
The rates of wi thholding payment that currently apply will also be 
reviewed before 1 October 1988 to reflect the new tax rates which come 
into effect on that date and to ensure consistency with the rates to 
apply to resident contractors. 
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Further Development 
The method of integrating the expanded withholding payment regime 

with the rest of the tax system, including the income tax, GST and PAYE 
systems, will be considered further to ensure that, as far as practicable, 
the regimes are mutually reinforcing in order to maximise the anti tax 
evasion impact of the measures. 
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LONG-TERM TARIFF POLICY 
STATEMENT BY THE HON D F CAYGILL 

In January, I establ ished the Tariff Working Party to consider and 
make recommendat ions to the Government "on the principles behind 
and the mechanisms for sett ing "appropr ia te" tariff levels as part of a 
further programme of tariff re form", his reflected the Government 's 
desire to establ ish a consistent long-term tariff regime as part of its over
all industry assistance policy. It fol lowed from the statements made in 
the 1986 Budget Speech relating to the creation of an improved environ
ment in which business is to operate, the decisions already announced 
on the removal from 1 July 1988 of import l icensing on goods not subject 
to industry plans, and reductions to tariffs on such goods effective from 
1 July 1986 and 1987. 

The Government has considered carefully the "Tariff Working Party 
Repor t " of 9 October, it took particular note of the assessment that, 
while there was scope for a significant reduction in tariffs, long-term 
tariff policy should be set clearly within the context of overall economic 
policy aimed at promoting increased and sustained economic growth 
and improvements in living standards. The Government agrees with the 
Working Party's conclusions that tariff reform is economically desirable 
and practicable. It considers that the decisions it has taken reflect a 
proper balance between the interests of those protected by tariffs and 
the wider communi ty on whom the costs of protection fall, and between 
the speed of change and the capabil i ty of New Zealand to adjust to a 
lower tariff regime. 

The decisions taken by the Government on the report are: 
— all tariffs on goods not subject to industry plans will be reduced 

over four years under a five s tep programme commencing on 1 
July 1988 and ending on 1 July 1992. This will mean that from 1 
July 1988 current ad valorem tariffs of 20 percent, 30 percent and 
40 percent would be reduced progressively to 12.5 percent, 16 
percent, 17.5 percent and 18.5 percent respectively. The major 
reduct ions in tariff rates will occur in the earlier years for those 
products currently subject to higher ad valorem rates. Full details 
are contained in a separate statement; 

— specif ic rates of duty should be converted to ad valorem rates 
upon the expiry of the industry plan to which they are presently 
subject; 

— goods covered by industry plans are to become subject to the 
tariff reform programme upon the review or expiry of the industry 
plan concerned, unless a clear case that this should not be so 
can be establ ished at the relevant t ime; 

— the Economic Development Commission is to be invited by the 
Government to monitor the overall impact of these decisions; 

— officials are to undertake, against the background of the opera
tion of the long-term tariff policy, separate reviews of several sub
jects which form part of the overall tariff environment. These 
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reviews, to be with the Government by 30 June 1988, cover: Con
cessions Policy; the Generalised System of Preferences; the mar
gins of tariff preference maintained for trade policy reasons; and 
import prohibit ions and restrictions; 
officials are to report also on the costs and benefits that would 
result f rom possible transitional assistance focused on retraining. 

53 



MOTOR VEHICLE ASSISTANCE POLICY 
STATEMENT BY THE HON D F CAYGILL 

The 1987 Budget and Economic Commentary highl ighted the need to 
put in place a cont inued programme of reform of industry assistance, 
exposing to increased competi t ion industries protected by very high tar
iffs or import l icensing. The Government 's decisions on the review of the 
Motor Vehicle Industry Development Plan reflect this need. 

With effect from 1 January 1989, all motor vehicle plan products not 
already exempt, except tyres and car radios, will become exempt from 
import control. Exemption of tyres for use in the assembly of motor vehi
cles will apply from 1 April 1989, the date on which tyres for sale on the 
after market become exempt under the Tyre Industry Development Plan. 
Car radios will be exempt import l icence immediately. 

Existing tariffs on automotive products are to be phased down. The 
Customs Tariff already provides for reduct ions in the Normal rate of duty 
on ckd packs in 1988 and again in 1989. From 1 January 1990 the Nor
mal rate will reduce to zero. On built-up vehicles the Normal rates of 
duty are to be reduced as follows: 

Present 1 January 1989 1 January 1990 
% % % 

Cars and other vehicles 
up to 3500 kg GVW 55 45 35 

Commercial vehicles: 
3501-10,500 kg GVW 30 25 20 
over 10,500 kg GVW 30 15 Free 

Special Purpose vehicles 30 25 20 
Omnibuses 30 25 20 

The future of the preferential rates presently appl icable to Australia 
and the United Kingdom are to be the subject of consultat ions with the 
governments of those countries. 

The Normal tariff rates on nominated components for use in the 
assembly of motor vehicles are to be al igned, effective from 1 January 
1989, wi th the rates appl icable to built up vehicles. In the case of those 
nominated components which are identical to all vehicle classes (as 
def ined in the CKD Determinations), the rate will be that appl icable to 
cars and other vehicles not exceeding 3500 kg GVW. 

For motor vehicle spare parts and accessories of types manufactured 
or recondit ioned locally, the Normal rates of duty will reduce as follows: 

1 January 1 January 1 January 1 January 
Present 1989 1990 1991 1992 

% % % % % 
45 35 30 25 20 
40 35 30 25 20 
35 32 28 24 20 
30 27.5 25 22.5 20 
25 24 23 22 20 
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From 1 January 1993 the standard tariff reduction programme will 
apply to these goods. Those automotive products already subjected to 
rate reductions under the standard tariff programme (gaskets, shell 
bearings and bushings, oil and fuel filters) will remain within that pro
gramme for further rate reductions. 

The Government 's decisions on the review of the Motor Vehicle Indus
try Plan provide a package of measures which will help induce greater 
economic efficiency overall and reduce costs in the vital transport sec
tor. Export producers must benefit f rom these changes. 
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DE-REGULATION OF THE TELECOMMUNICATIONS 
INDUSTRY 

STATEMENT BY THE HON R W PREBBLE 
The Government intends to introduce legislation to Parliament early in 

1988 which would permit competi t ion in telecommunicat ion network ser
vices from late 1988 or the start of 1989. 

Background 
The Government 's State-owned enterprises policy has, as a central 

tenet, placing State-owned enterprises in a competit ively neutral posi
t ion. That is, they should not be hindered by Government- imposed dis
advantages such as employment rules nor benefit from special 
advantages or privileges given by the Government. The major example 
of the latter was protect ing SOEs from competi t ion. Such protections 
were removed from Electricorp and have been phased out for Railways 
and, in the domest ic market. Air New Zealand. 

In establ ishing the regulatory environment for the Telecom Corpora
tion of NZ (Telecom), the Government dec ided on a t imetable for expos
ing Telecom to competi t ion in the area of customer premises 
equipment. These were specif ied in the Telecommunications Act 1987 
which al lowed compet i t ion on: 

i telexes and residential wir ing from 1 October 1987; 
ii commercial wir ing from 1 May 1988; 
iii telephones from 1 May 1988; 
iv PABXs from 1 April 1989. 

The legislation effectively prohibits competi t ion wi th Telecom in the 
provision of network services. 

The Government announced at the same t ime, that it was reviewing 
Telecom's network monopoly. International consultants were engaged 
(Touche Ross) to assist in this work. Touche Ross drew on international 
experience and worked closely wi th Telecom, users of telecommunica
tions services and potential compet i tors in preparing their report. 

Touche Ross concluded that compet i t ion wi th Telecom's network is 
feasible and desirable. 

The Government has d iscussed these conclusions with Telecom. The 
Board of Telecom has developed business goals and implementation 
strategies which it believes can only be attained in a fully de-regulated 
environment. 

These conclusions are entirely consistent with the Government 's 
overall economic strategy. New Zealand firms are being exposed 
increasingly to international compet i t ion. For New Zealand to be able to 
achieve sustained and substantial non-inflationary economic growth, it 
is critical that these firms are not squeezed out of international markets 
because New Zealand-suppl ied inputs are too expensive. 

Telecommunicat ions services are increasingly important inputs to 
successful businesses. New Zealand firms need to be able to purchase 
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the range and quality of telecommunication services that their overseas 
competitors obtain and at competi t ive prices. There is a general consen
sus that this has not been occurr ing in New Zealand. Yet the growth in 
job opportunit ies in advanced OECD countries is coming predominantly 
from services and information based industries. These industries are rel
atively heavy users of telecommunicat ion services. If New Zealand 
Government policies result in the under-supply or over-pricing of these 
services, this adversely affects job prospects more widely. 

It is in this context that the Government has decided to remove the 
statutory prohibit ion on compet i t ion wi th Telecom's network with effect 
from late 1988 or the start of 1989. The Government will give considera
tion to br inging the t iming of PABX equipment de-regulation into line 
wi th the repeal of the network competi t ion prohibit ion. 

The Government recognises that for effective competi t ion with 
Telecom to occur, compet i tors must be able to negotiate with Telecom 
for fair and reasonable access to Telecom's network. It is unlikely that it 
would be commercial ly viable for compet i tors to dupl icate Telecom's 
local networks which connect households to exchanges. 

Given the approach adopted by Electricorp in taking the initiative in 
formulat ing a policy to provide competi tors wi th access to its gr id, the 
Government believes and expects that Telecom will formulate an inter
connect ion policy which allows an efficient competi tor to have a fair 
chance of compet ing wi th Telecom. The Commerce Act provides a set 
of rules which place restrictions on the abuse of dominant market posi
t ions. If there is evidence that Telecom is act ing anti-competit ively and 
that the exist ing law is insufficient, pro-competit ive measures will be 
considered. The Government, however, believes that it is important that 
the industry be permit ted to develop with minimal regulation so that an 
object ive assessment can be made about the performance of Telecom, 
the industry and the adequacy of existing competi t ion rules. 

Impact of De-Regulation 
Any commentary on the structure of the telecommunicat ions market 

in New Zealand must be heavily qualif ied because of data inadequacies. 
These inadequacies relate to both information on the market for tele
communicat ion services and the cost of supplying the services. The 
high rate of technical innovation in the industry, both in terms of lower 
costs of supplying exist ing services and new high value-added services, 
mean that forecasts based on current demand patterns and cost struc
tures can be indicative only. 

Telecom has been developing pricing policies which would more 
closely reflect costs. The effect of either the threat of competi t ive entry 
to the network services market or actual entry would force Telecom to 
reduce its prices closer to its costs in the segments of its business 
where entry is commercial ly feasible. The obvious areas are long dis
tance and international calls. The Railways Corporation, for instance, 
has an under-uti l ised high capacity optical f ibre link between Hamilton 
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and Palmerston North. This link could be used as a basis for a compet i 
tive network. It is also possible that microwave and satellite networks 
could provide compet i t ion in segments of the industry. 

The Governments advisers' assessment is that in a liberalised market 
toll prices could be expected to fall by 50 percent in real terms, leased 
lines prices by 40 percent and international prices by 25 percent over a 
two-to-three year period. Such prices would be much closer to the costs 
of supply than current prices are. However, these real price reductions 
would st imulate addit ional demand which has, to date, been sup
pressed by excessive prices. The demand for long distance calls is 
already growing at high real rates. Thus volume growth would make up 
a significant port ion of the revenue lost by the real price reductions. The 
share of these telecommunicat ions markets obtained by new entrants 
would not be large and Telecom would probably maintain a predominant 
share of these markets if it is commercial ly responsive. This suggests 
that Telecom's revenues from tolls will be relatively buoyant wi th de
regulation. 

Historically, a statutory monopoly for the Telecom network has been 
just i f ied in part because it allows long distance calls to be " t a x e d " to 
subsidise local calls ie, telephone rentals in urban and rural areas. There 
has been the fear that de-regulation would mean higher rental charges, 
particularly in rural areas. 

The Government 's advisers assess that, on the basis of their alloca
tion of Telecom's network costs between long distance and local calls, 
cost recovery from local calls (currently in the form of rentals) is well 
below the full costs of providing the services just as toll prices are well 
above full costs. 

In a de-regulated environment, Telecom will have to bring prices of 
potentially compet i t ive services that are substantially above costs down 
to protect its posit ion. However as incumbent, Telecom has tremendous 
advantages vis-a-vis a competi tor. For example in the UK, British 
Telecom's competi tor Mercury has had to price 10 percent below British 
Telecom to attract customers. It also takes competi tors t ime to enter a 
market in terms of obtaining f inance, negotiat ing contracts wi th custom
ers and with Telecom for inter-connections. This suggests that compet i 
tive pressures on Telecom will not force a dramatic and immediate real 
price fall. As is ment ioned above the price adjustment may occur over a 
two-to-three year period. Such pricing decisions are the responsibil ity of 
Telecom but the foregoing suggests that Telecom's revenue position 
may be stronger than static analysis would indicate. 

It is also likely that Telecom can achieve substantial efficiency gains. It 
does have very low output-labour ratios compared with other developed 
nations. Achieving these substantial gains will significantly reduce 
Telecom's costs and hence necessary revenue recovery from local calls. 
In addit ion newer technologies are reducing the marginal costs of tele
communicat ions services. The combinat ion of these factors should mini
mise any real increase in average revenue recovery from the local call ing 
areas. 
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I The full costs of providing rural services are substantially above cur
rent prices. In a de-regulated environment wi th Telecom act ing commer
cially, increases in local charges in rural areas would be likely if current 
pract ices cont inued. However, eff iciency gains will lower the costs of 
supply and, more importantly, it is likely that new technologies such as 
microwave links would replace cables when such replacements or new 
circuits are necessary. Such links could deliver services well below the 
full costs of conventional lines. Given the prospect of technological 
improvements offering much lower costs, and that the fact that exist ing 
capaci ty represents sunk costs, Telecom may adjust rural service 
charges from their current level but the adjustment would probably be 
below that required to recover current full costs. 

Any increased rural service charges would be likely to be offset, at 
least partially, by cheaper toll calls. This has direct and indirect effects. 
While there is little statistical evidence (see below) there is a general 
view that rural dwellers tend to make a relatively large number of toll 
calls and thus would directly benefit f rom the price reduct ion. The indi
rect benefit comes from the general reduction in prices from the fall of 
telecommunicat ion services prices faced by businesses. 

The Government intends to monitor developments in Telecom's pric
ing to assess its social impacts. The above analysis suggests that de
regulation is likely to lead to cheaper and better telecommunicat ion ser
vices to subscribers generally. In the unlikely event that there were to be 
a general adverse effect on prices, this will be reflected in the CPI which 
will in turn feed into benefit reviews. In addit ion the Government will 
s tand ready to implement, if necessary, special transitional assistance 
programmes if low income households are adversely affected by the 
policy change and are gett ing insufficient assistance via general 
programmes. We will ask the Department of Social Welfare to undertake 
this task. The fol lowing section gives some data on household expendi
ture on telephone services. 

Household Expenditure on Telephone Services 
Accord ing to an analysis of the Household Expenditure and Income 

Survey, (1985/86 financial year) household expenditure on telephone 
services was fairly evenly split between rentals and toll calls. Average 
weekly expenditure per household was $3.73 on rentals and $4.25 on 
tolls against total weekly household expenditure of $415.74. This gives 
percentages of 0.9 percent and 1.02 percent respectively. 

Low income households spend less than average on tolls but the 
share of expenditure is above the average. Households with relatively 
high expenditure on tolls include households with Pacific Island heads 
($9.05 per week—2.07 percent of expenditure), households with Maori 
heads ($5.85,1.48 percent), unemployed, student or ill household heads 
($6.06, 1.79 percent), self-employed ($5.49, 1.18 percent) and larger 
households ($6.22, 1.06 percent). There is less information available on 
rural users but the survey provides information on households in a 
national resources occupational group. Their toll expenditure averages 
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$5.13 per week—20 percent above average and 1.14 percent of total 
household expenditure. These numbers give some indication of the ben
eficiaries from the substantial fall in toll prices. 

Other Issues 
To develop a competi t ively neutral environment for the telecommuni

cat ions industry the Government believes that Telecom and its compet i 
tors should be treated on a similar basis in respect of land access rights. 
The Government will be considering policy options on the issue in 1988. 

The Government recognises that the radio frequency spectrum can 
play a major role in developing an efficient telecommunications market. 
The Government has instructed officials to report in 1988 on policy 
opt ions available to make the best use of the spectrum. 

Any potential entrant to the telecommunicat ions industry will be sub
ject to general New Zealand law including the Commerce Act and the 
Overseas Investment Act. 

To ensure that Telecom (and any other State-owned enterprise that 
wishes to enter the telecommunicat ions market) are not advantaged by 
virtue of being state-owned in terms of low cost capital, the Government 
intends to ensure that such enterprises have balance sheets that accu
rately reflect the commercial value of the assets they control and have 
financial structures and objectives that are strictly commercial . 

Conclusion 
The benefits to the economy from this policy change linked to a 

sound commercial performance by Telecom are substantial. Over the 
medium term it can be confidently expected that the range and quality 
of telecommunicat ions services will improve, the volumes of services 
consumed will increase and average real prices will be lower. Capital 
assets will be better util ised and new investment will be targeted to 
profitable activit ies. The burden of servicing rapidly growing demands 
for telecommunicat ions services will be spread with Telecom playing a 
dominant role but other firms being able to offer innovative and special
ised services. The Government believes that there will be substantial 
net national benefits resulting from this policy. 
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REFORM OF LOCAL AND REGIONAL GOVERNMENT 
STATEMENT BY THE HON DR M E R BASSETT 

Local and regional government const i tutes an important and signifi
cant part of the economy. It is important to ensure that it is attentive and 
responsive to the needs of the communit ies it serves and that it meets 
those needs in the most effective manner, his is most likely to occur if 
local government is directly accountable to those communit ies. 

Local government as a whole (including territorial and regional authori
ties, catchment boards and commissions, and harbour, hospital and 
electric power boards) had total revenue in 1985/86 of approximately 
$4.6 billion and expenditure of approximately $4.6 billion. They 
employed 49,850 persons. They perform a wide range of functions 
including regulatory, planning, commercial and social service delivery. 

In consultat ion with local people, central government has a consti tu
tionally fundamental role in defining the framework within which local 
government operates. It is vital that central government ensures clear 
and strong accountabi l i ty of local government to electorates which have 
broadly similar communi ty of interests. 

Historically in New Zealand, central government policy on local 
government has failed to establish a framework that works in the real 
interests of communit ies. Local authorit ies are not truly accountable to 
their electorates. Central government policy has evolved in an ad hoc, 
erratic manner. Reform has come in waves, sometimes focusing on 
quest ions of funct ion, sometimes on structure and sometimes on 
finance. These quest ions have been addressed in isolation rather than in 
an integrated manner. This has led to fragmentat ion, diffusion of respon
sibility, often inappropriate systems of f inancing and organisation, 
excessive central Government involvement in the provision of local ser
vices and confl ict ing object ives for local authorities. 

Apart from the reorganisation activit ies of the Local Government Com
mission relating to the structure of local and regional government, a 
large number of reviews are already underway that affect local govern
ment. A list of these reviews is contained in Appendix I. These need to 
be co-ordinated within a coherent policy framework. 

In light of these considerations, the Government has agreed to estab
lish a co-ordinated and comprehensive review covering the nature of the 
funct ions appropriately performed by regional, territorial and special pur
pose authorit ies and other subnational organisations (eg Regional Deve
lopment Councils). The comprehensive reform programme envisaged 
would involve a fundamental review of all aspects of local government 
funct ion, structure, organisation and funding. 

The proposed review will have two phases: policy development, fol
lowed by implementat ion. 

Policy development will be co-ordinated by an Officials Co-ordinating 
Commit tee on Local Government consist ing of a core group of the 
Department of Internal Affairs, the Ministry for the Environment, the 
Local Government Commission, the State Services Commission and the 
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Treasury, wi th other departments and members being added where 
they can assist in the issues being considered. 

In order to provide a consultat ive process in the formation of the pol
icy framework, a short discussion document will be produced by mid-
February 1988 by the Officials Co-ordinating Committee on Local 
Government. This will set out the major issues for reform and raise basic 
quest ions for response. Interested parties will have an opportunity to 
direct wri t ten submissions to the Officials Co-ordinating Commit tee and 
have their views considered in the development of the policy framework. 
The major part of the policy development phase is presently scheduled 
to be completed by July 1988, al though work will be ongoing. 

In the implementat ion phase of reform the Local Government Com
mission will be used for preparing and advising on reorganisation 
schemes within the new policy framework. During the implementation 
phase, the Local Government Commission will consult directly wi th the 
local and regional authorit ies affected by the reform and will take spe
cific factors and locally agreed initiatives into account in formulating its 
proposals. 

Current legislative provisions governing the processing of reorganisa
tion proposals by the Local Government Commission will be amended 
early in the New Year to accord with the fol lowing: 

i the Commission will be given terms of reference set by Cabinet; 
ii there will be a legislative requirement for Local Authorit ies to 

observe the Local Government Commission's procedures for the 
development of reorganisation proposals; and 

iii the Commission will be required to report back to Cabinet wi th 
f irm reorganisation proposals. 

The review will involve an assessment of the relative roles of central 
and local government wi th the aim of improving the accountabil i ty and 
performance of local government. The reform process will involve a 
review of the approximately 700 exist ing local authorit ies and other sub-
national agencies and an examination of the large number of public acts 
and around 1,500 local acts relevant to these authorities and agencies. 
The aim is to complete the reform process before June 1990. However, 
in relation to those authorit ies subject to review who are scheduled to 
have elections by October 1989, final changes will be sought by July 
1989 in time for the elections to proceed in October. There may need to 
be reschedul ing of the review of some local authorities beyond that 
date, however, in view of the work completed during the initial phase of 
the review. In any rescheduling priority for reform will be given to territo
rial authorit ies. United Councils, Regional Councils, catchment authori
ties and Local Authori ty Trading Activit ies. 

Principles 
The Government has agreed that reform shall be guided by the follow

ing set of principles. 
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As a fundamental principle it is agreed that local or regional govern
ment should be selected only where the net benefits of such an option 
exceed all other institutional arrangements. A further f ive subsidiary 
principles have been identif ied to guide local and regional government 
reform: 

a individual funct ions should be allocated to local or regional agen
cies which represent the appropriate community of interest; 

b operational efficiencies are desirable. There is a case for local 
authorit ies to be amalgamated if there are gains, for example, 
from economies of scale, or a reduction in the number of local 
elections or the provision of beneficial career structures. However 
it is also important to recognise that amalgamation may reduce 
incentives for efficiency within a given institutional structure 
through a weakening of accountabil i ty. There are also costs from 
size, for instance the costs inherent in more bureaucratic deci
sion making processes; 

c any authority should have clear non-confl icting objectives. 
Responsibil i ty for making trade-offs between object ives should 
be seen as a separate objective. This suggests amongst other 
things that institutional arrangements should separate service 
delivery funct ions and regulatory functions. Otherwise a regula
tory authority could potentially guarantee its service delivery arm 
an unfair commercial advantage. Minimising confl icts of interest 
will ensure that authorit ies are less liable to capture by pressure 
groups; 

d any trade-offs between object ives should be made in an explicit 
and transparent manner. This ensures that those affected can 
adequately exercise accountabil i ty; and 

e clear and strong accountabil i ty mechanisms should be 
encouraged. Relevant mechanisms include electoral processes, 
mandatory information f lows, and contestabil i ty in the provision 
of services. 

Existing Reviews 
In relation to the exist ing work of the Local Government Commission, 

approved final reorganisation schemes issued before 31 March 1988 will 
proceed, with consideration of all other proposals being reviewable 
under the new legislation. For other currently ongoing reviews, two cate
gories have been identif ied: 

a those reviews that are integral to the reform programme and can 
usefully be co-ordinated through the Officials Co-ordinating Com
mittee on Local Government (OCCLG); 

b those reviews that will require ongoing cross-consultation but 
cannot be subsumed within the work of the OCCLG. 

The latter category includes a mult i tude of reviews as noted in the 
Appendix and only the most significant reviews are detai led below. 
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Reviews which would be co-ordinated by OCCLG include the 
fol lowing: 

a Working Party on Power of General Competence; 
b review of Local Authority Trading Activit ies; 
c Regional Government Working Party; 
d consideration of the Working Party Report on Revenue Sharing; 
e review of Local Authority Loans Board; 
f review of Local Authority Account ing Regulations; 

g various reviews of Ad Hoc Authorit ies eg Pest Destruction 
Boards, Electric Power Boards; and 

h review of Higher Salaries Commission role in relation to the Local 
Government sector. 

Major reviews requiring ongoing consultat ion are: 
a review of Town and Country Planning Legislation; 
b review of minerals legislation; 
c review of water and soil legislation; 
d any other resource management statute reviews; 
e Social Policy Reform Programme; 
f review of devolved social service funding mechanisms; 

g review of bui lding industry controls by the Building Industry Com
mission; and 

h review of the Sale of Liquor Act. 
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APPENDIX i 
RECENT LEGISLATION AND CURRENT REVIEWS 

AFFECTING LOCAL GOVERNMENT 
The fol lowing list details current reviews underway that impact on the 

Local Government area. The reviews are grouped according to whether 
they primarily affect issues of funct ion, structure, organisation or 
funding. 

Functions 
— Working Party on Power of General Competence; 
— Review of Local Government Trading Act iv i t ies—includes: Ports, 

Airports, Electricity Distribution; 
— Review of Town and Country Planning Legislation; 
— Review of water and soil legislation; 
— Review of minerals legislation; 
— any other resource management statute reviews; 
— Social Service Delivery Reviews; 
— Royal Commission on Social Policy; 
— Reviews of Special Purpose Ad Hoc Bodies—includes: Pest Con

trol, Noxious Plants, Land Drainage Boards; 
— Review of bui lding industry controls by the Building Industry 

Commission; 
— Review of National Roads Act/Distr ict Roads Councils; 
— Review of the Sale of Liquor Act; and 
— possible review of residual funct ions of Harbour Boards. 

Structure 
— Local Government Commission; and 
— Regional Government Working Party. 

Organisation 
— Review of Higher Salaries Commission; 
— Local Authorit ies Employment Protection Act; 
— Local Authorit ies Election and Polls Act; and 
— Local Government Official Information and Meetings Act. 

Funding 
— Rating Powers Bill; 
— Consideration of the Working Party Report on Revenue Sharing; 

and 
— Review of Local Authorit ies Loans Board. 
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' OCCUPATIONAL REGULATION 
STATEMENT BY THE RT HON G W R PALMER, DEPUTY PRIME 
MINISTER, CHAIRMAN, SOCIAL EQUITY COMMITTEE 

The monopolistic practices of professionals and tradesmen will be 
scrutinised as part of the Government 's overall review of Social Policy. 

Plumbers, doctors, taxi-drivers, lawyers, electricians, music-teachers, 
real estate agents and a host of other specialists all enjoy some degree 
of legal protect ion that can be construed as a restrictive trade practice. 

At present the common law and a great many other statutes - such as 
the Commerce Act and the Fair Trading Act - regulate occupat ions in a 
general way. But on top of this there are more than 35 separate Acts 
which provide for specif ic regulation of a wide range of occupations. 

The origin of the regulation is often pressure from vested interests, 
such as those who are providing services. 

In some cases regulations simply require registration of service prov
iders. Others involve certif ication of skills attained. But the most restric
tive form of occupational regulation is l icensing. This usually involves 
giving l icensed practit ioners exclusive rights to a title and exclusive 
rights to perform certain funct ions. It determines who may enter particu
lar occupat ions and governs how they work. The supposed purpose of 
these various regulations has been to protect consumers by safeguard
ing the quality of services provided. 

In pract ice the overwhelming effect of these regulations is to protect 
lifestyles by creat ing closed shops and shutt ing out competi t ion from 
other sources. 

This usually means that the consumer pays more than necessary. 
Historic rights of entry, the gaining of so called appropriate qualifica
tions all serve to bid up the price these people charge. 

The economic costs are high. Restr icted consumer choice, con
strained innovation and reduced employment opportunit ies work 
against the overall creation of a dynamic economy. 

"No-fr i l ls" services provided at a lower price by people who are less 
highly qualif ied are out lawed or l imited. 

Consumers clearly need protect ion from negligent or fraudulent prac
t ices. But in a great many occupat ions there are routine functions and 
services that could be performed perfectly adequately at a lower price, 
by people wi th lower qualif ications. 

Reform of occupat ion regulation is also about jobs and fairness. By 
denying some people access to certain jobs, the present restrictions 
also limit opportunit ies and cramp job creation. At the same time the 
regulations reinforce the existing socio-economic biases that discourage 
the less well off and the less well-qualified from entering certain occupa
tions. In particular, the effect of measures to 'raise standards' is often to 
restrict the access of the less well-qualif ied. 

There is also a social cost. Less well off and isolated distr icts are 
often not well served by medical and dental services, incomes there are 
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not a l w a y s as h i gh as t h e p r o t e c t e d i n c o m e s tha t c a n b e g a i n e d in m o r e 
p o p u l o u s c e n t r e s . 

R e f o r m of o c c u p a t i o n a l l i cens ing s h o u l d de l i ver e f f i c iency a n d e q u i t y 
g a i n s for t he bene f i t of t h e w h o l e c o m m u n i t y . 

P rov ide rs of se rv i ces are o f ten in f luent ia l in c r e a t i n g a n d e x t e n d i n g 
t h e l i cens ing r e g i m e s tha t con t ro l the i r o c c u p a t i o n s . T h e n e e d for c o n 
t ro ls is o f t en not a d e q u a t e l y e s t a b l i s h e d , the i r e f f e c t i v e n e s s is o p e n to 
q u e s t i o n , a n d t he a l t e rna t i ves are rarely g i v e n p r o p e r c o n s i d e r a t i o n . 

T h e r e is a s t r o n g c a s e for r e fo rm . W e m u s t m a k e t he s y s t e m fairer for 
c o n s u m e r s a n d t h o s e s e e k i n g a c c e s s t o o c c u p a t i o n s . W e m u s t 
e m p o w e r i nd i v idua ls b y g i v i n g t h e m m o r e c h o i c e in t he p r i ce , t y p e a n d 
qua l i t y of se rv i ces t h e y requ i re . W e m u s t b reak d o w n any bar r ie rs tha t 
s t a n d in t h e w a y of j o b o p p o r t u n i t i e s . 

T h e Soc ia l Equ i t y C o m m i t t e e has e n d o r s e d a p lan to a c h i e v e t h e s e 
goa l s . I a m the re fo re a n n o u n c i n g our i n ten t i on to u n d e r t a k e a p rog res 
s ive r ev i ew of t h e 35 A c t s a l ready on t he s t a t u t e b o o k s a n d to a d o p t 
p r o c e d u r e s for t e s t i n g t he w o r t h of n e w regu la to ry p roposa l s . 

A g r o u p of o f f ic ia ls has b e e n e s t a b l i s h e d to o v e r s e e a n d co -o rd ina te 
re fo rm , a n d to e n s u r e a c o n s i s t e n t a p p r o a c h . 

R e f o r m wi l l b e g u i d e d b y t h e f o l l ow ing p r i nc ip les : 

a regu la t i on a n d leg is la t ion wi l l be d e s i g n e d to m in im i se a d v e r s e 
o u t c o m e s w i t h i n t h e c o m m u n i t y a n d e n s u r e fa i rness ; 

b t h e m e a n s of r ed ress for c o n s u m e r s wi l l b e r e v i e w e d as we l l as 
t h e i m p a c t d e c i s i o n s m a y have on t h e i ncen t i ves for i nd iv idua ls 
t o t a k e a d e q u a t e p r e c a u t i o n s 

c o c c u p a t i o n s w h i c h are cu r ren t l y s h e l t e r e d wi l l be e x p o s e d to 
g r e a t e r c o m p e t i t i v e p r e s s u r e to c o n t r o l c o s t s a n d c h a r g e s , t o ta i 
lor se rv i ces to user d e m a n d s , to e n c o u r a g e g rea te r i nnova t ion , 
a n d to lower o c c u p a t i o n a l bar r ie rs to soc ia l mob i l i t y ; 

d a n y s t a t u t o r y a g e n c i e s a n d b o d i e s w h i c h a d m i n i s t e r o c c u p a 
t iona l r egu la t i ons wi l l b e m a d e a c c o u n t a b l e t o t he g o v e r n m e n t in 
w a y s tha t r e d u c e t he l i ke l ihood tha t s u c h s t a tu to r y au tho r i t i es 
b e c o m e c a p t u r e d b y t h e re levan t o c c u p a t i o n ; 

e ind iv idua l o c c u p a t i o n s wi l l b e c o m p r e h e n s i v e l y r e v i e w e d on a 
c a s e b y c a s e bas i s in a m a n n e r t ha t e n s u r e s t he a b o v e p r i nc ip les 
a re c o n s i s t e n t l y a p p l i e d . 

Leg i s l a t i on r e v i e w i n g t h e p r o t e c t e d pos i t i on of d e n t i s t s is n o w be fo re 
Par l i amen t . It wi l l a l l ow o t h e r s w i t h d e n t a l ski l ls to p r a c t i c e . 

A r ev i ew of t h e tax i i ndus t r y has a l ready b e e n a n n o u n c e d a n d t h e 
E c o n o m i c D e v e l o p m e n t C o m m i s s i o n has re l eased i ts repor t on t h e 
M o t o r Veh i c l e Dea ler L i c e n s i n g . It has r e c o m m e n d e d an e n d to tha t 
s c h e m e . 

In l ine w i t h th is G o v e r n m e n t ' s c o m m i t m e n t to e n c o u r a g e s u s t a i n a b l e 
g r o w t h in e m p l o y m e n t o p p o r t u n i t i e s , it is i n t e n d e d to g i ve pr ior i ty to 
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reviewing those areas where further reform will bring rapid and signifi
cant gains. Accordingly we intend to proceed with reviews of regula
tions surrounding the following occupations. 

• Auctioneers 
• The taxi industry 
• Motor vehicle dealers 
• Lawyers' monopoly on conveyancing 
Early attention will also be given to occupations relating to housing, 

namely: 
— Real estate agents 
— Architects 
— Professional engineers 
— Drainlayers, plumbers and gasfitters 
— Electricians 
— Engineering associates 
— Surveyors 
— Valuers, and 
— Quantity surveyors. 

A working group will be establ ished to carry out the reviews. It will 
involve officials from the Ministry of Consumer Affairs, Ministry of 
Women's Affairs, Treasury, Housing Corporation, Department of Trade 
and Industry, Department of Justice, Department of Health and the Eco
nomic Development Commission and other relevant agencies. 

Reform in these areas will bring down costs and prices. Costs associ
ated with housing in particular will be significantly reduced. In the 
United Kingdom, for example, charges on sales of lower-priced houses 
dropped by 28 percent after conveyancing was liberalised. 

Reform will also mean that consumers can get the kind of services 
they really want, at a price they can afford. The barriers that shelter 
occupat ions from competi t ion and that deny people access to jobs will 
be broken down. 

There is real scope in these areas for fresh, new ideas on how to 
provide and market services. We will see the opening of new 
entrepreneurial businesses that hold excellent prospects for job creation 
and a better deal for all. 
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