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The Government today released a discussion document containing proposals on 
penalties and associated issues. 
 
The most significant proposal is the removal of the shortfall penalty for not taking 
reasonable care or taking an unacceptable tax position where a taxpayer voluntarily 
discloses a tax shortfall.  This is limited to voluntary disclosures made within two 
years of the tax position being taken. 
 
Other changes are being made to the reasonable care penalty.  It is proposed that 
the legislation will specify that where a taxpayer uses a tax agent, the lack of 
reasonable care penalty will only apply where the taxpayer has not provided 
adequate information or reasonable instructions to their tax agent or has 
unreasonably relied on that tax agent.  The Revenue considers that by using a tax 
agent, a taxpayer has demonstrated a willingness to take reasonable care. 
 
Changes are also being made to better focus the application of the unacceptable tax 
position shortfall penalty.  Given that many of the examples of the harsh application 
of this penalty apply to GST, the proposal is to limit this penalty to income tax, that 
is, it will not apply to GST or withholding taxes.  The thresholds at which this penalty 
applies will also be increased. 
 
Another GST related change is the introduction of a late filing penalty of $250 for 
GST returns that are not filed on time.  At present, there is no late filing penalty for 
GST. 
 
In an effort to improve recognition of good compliance, it is proposed that Inland 
Revenue will notify a taxpayer the first time a payment is late, rather than impose an 
immediate late payment penalty.  If a payment is not then made by a certain date, 
the penalty will apply.  Also, a new graduated penalty will be introduced where an 
employer has filed an employer monthly payment schedule but not paid the PAYE.  
Again, Inland Revenue will contact the taxpayer in the first instance, and if payment 
is not made a 20% penalty will be imposed, reduced to 10% if the outstanding 
PAYE is paid within a month of the penalty’s imposition. 
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The tax agent rules will be amended to provide that Inland Revenue must be satisfied that recognising a person or an 
entity as a tax agent will be “consistent with the protection of the integrity of the tax system.”  This proposal is 
related to proposals to allow tax agents more ability to manage their clients’ tax affairs, including, for example, 
allowing tax agents to update client records, such as changing contact details or transferring credits.  These 
increased opportunities for “self-service” also, in Inland Revenue’s view, require a greater level of trust in tax agents’ 
integrity.  Accordingly, the Revenue will have the ability to deny agency status where it considers it appropriate.  
Special rules will require entities registered as tax agents to provide details of the individuals associated with the 
entities.  This will guard against individuals circumventing the rules by acting through entities. 
 
Other changes proposed are as follows: 
 
• The abusive tax position shortfall penalty threshold will be repealed. 
• Changes will be made to clarify the temporary shortfall penalty, in line with current practice. 
• Proposals discussed in the Discussion Document Options for dealing with industry-wide tax evasion will be 

implemented.  These include implementing limited tax amnesties.  
 
KPMG comment  
 
On the whole, KPMG considers these proposals to be positive.  Of particular note is the proposal to remove the 
shortfall penalty for lack of reasonable care and unacceptable tax position where a voluntary disclosure is made.   
 
The proposal means that a taxpayer who discovers a genuine error will be able to disclose this to Inland Revenue 
without fear of being lumbered with a potentially significant penalty.  The problem of imposing penalties where 
taxpayers voluntarily disclose errors, in particular the fact that this discourages taxpayers from coming forward, has 
been pointed out to Government and officials repeatedly throughout the last 10 years of the current penalties regime.  
Nevertheless, KPMG welcomes the move, at last, to recognise the harsh effects of the regime. 
 
Also welcome is the proposal to limit the application of the unacceptable tax position penalty.  KPMG agrees that the 
penalty has impacted most harshly in respect of GST errors.   
 
On a slightly less positive note, but by way of acceptable trade-off, is the proposal to impose a late filing penalty for 
GST.  Inland Revenue’s rationale for the proposal is the increasing number of default assessments it is issuing for 
GST.  The reasonableness of this proposal will depend upon the legislation ensuring, as is promised, that taxpayers 
will be warned, and given an opportunity to file a return, before the penalty is imposed.   
 
Also requiring proactive action on the Revenue’s part is the undertaking to notify a taxpayer when a payment is late.  
The effectiveness of this proposal will also be measured by the legislation delivering on this promise. 
 
The tightening of the tax agents rules does not on its face seem unreasonable.  Its application will be by way of 
Inland Revenue guidelines.  It will be important for Inland Revenue to consult widely in the preparation of these 
guidelines and act reasonably in their application. 
 
The proposals in the Discussion Document will generally apply from the date of their enactment, although this will 
not be the case where Inland Revenue must change its systems to implement the new rules.  As enactment may not 
be until November next year, KPMG considers this to be an unacceptably long lead-in time.  Such a lead-in time 
creates a perverse incentive to hold off making a voluntary disclosure until the legislation is enacted.  In KPMG’s 
view, at least the change regarding voluntary disclosures should be made as soon as is possible, which could be by 
way of amendment to the current tax bill before Parliament.  The proposals clearly represent the right answer from a 
policy perspective, so, especially given there is unlikely to be any opposition, it is difficult to see why there should be 
any delay in implementing the new rules.   
 
Submissions on the proposals are due by 30 November 2006. 
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Contacts 
 
If you wish to discuss the discussion document’s proposals or to make a submission, please contact your usual 
KPMG advisor or: 
 
John Cantin 
Partner – Tax 
Phone: +64 4 816 4518 
E-mail: jfcantin@kpmg.co.nz 
 

Paul Dunne 
Partner – Tax 
Phone: +64 9 367 5991 
E-mail: pfdunne@kpmg.co.nz 
 

 
 
The information contained in taxmail is of a general nature and is not intended to address the circumstances of any particular individual or entity. 
Although we endeavour to provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it is 
received or that it will continue to be accurate in the future. No one should act upon such information without appropriate professional advice after a 
thorough examination of the particular situation. 
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