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Options for Taxing the Digital Economy

C/- Deputy Commissioner, Policy and Strategy
Inland Revenue Department

PO Box 2198

Wellington 6140

policy.webmaster@ird.govt.nz

Dear Sir/Madam

Re: Options for taxing the digital economy discussion document

Hospitality New Zealand (‘Hospitality NZ') welcomes the opportunity to provide feedback on the
‘Options for taxing the digital economy’ discussion document (‘the discussion document’).

Hospitality NZ is a member-led, not-for-profit organisation representing approximately 3,000
businesses nation-wide, including cafés, restaurants, bars, nightclubs, commercial accommodation,
country hotels and off-licences.

We agree that the digital economy should pay their fair share of tax in New Zealand, but it is our
view that the most appropriate way to achieve that is via an internationally agreed solution at the
OECD.

Hospitality NZ is a member of Business NZ. We support their submission and the recommendations:
e That officials seek the best outcome for New Zealand from the proposed OECD tax
changes; and
e That a Digital Services Tax does not proceed.

We wish to make additional comments in relation to the concerns of our members, which we have
set out below.



Further unintended consequences of the proposed Digital Services Tax (“DST”).
Passing on the DST to New Zealand consumers

1.

We are concerned that Digital Service Providers (“DSP”) will have the ability to pass on the
cost of the proposed DST to consumers and in particular the financial effect that may have on
our members. Inland Revenue anticipates that a percentage of the cost of a DST may be
passed on to consumers, “we would roughly expect between thirty and fifty percent of the cost

of a DST to be passed on to New Zealand consumers” .

We are concerned about the economic impact that an on-charged DST would have on our
accommodation members because Online Travel Agents (“OTA”) may be caught by the DST
as they are, “Intermediation platforms, which facilitate the sale of goods or services between
people (Like Uber and Ebay)”.? If caught, OTAs may pass the cost of the DST onto those who
list on their websites (our members).

Currently OTAs already pass considerable costs onto our members and do not pay their fair
share of taxes. For example, GST on a hotel/motel room is paid on the full amount advertised
online. Yet, the accommodation business receives the advertised price less commission. In
practice this can look like; Hotel X changes $100 per room per night, and the standard OTA
commission is 15%. $100 less 15% OTA commission = $85. However, Hotel X must pay 15%
GST on the advertised price ($100). Meaning after commission and GST the actual amount
Hotel X receives is $70. The issue with this practice is that Inland Revenue zero rate these
transactions meaning the OTA does not pay GST on the commission and the duty to collect
GST falls on our members rather than the OTA. Our concern is that, a proposed DST will
become like GST and be yet another cost that is passed on to New Zealand businesses by DSPs
who are effectively able to avoid their tax liabilities in this country.

This would make the DST in effect a further tax on New Zealand businesses rather than the
‘on line giants’ that the DST is intended to target.

Economic impact

5.

We are concerned that a DST may result in retaliatory measures from our trading partners.
This is of particular concern given that the United States recent stance regarding the decision
of France to implement a DST®. If retaliatory measures were to be introduced by our trading
partners, they would be hugely detrimental to New Zealand’s economy.

Anticipated low impact of the DST

6.

We support the argument put forward by Business New Zealand, that the impact (or reward)
of the DST (an estimated revenue of as low as $30 million per year) seems to be outweighed
by the risk of international retaliation and stagnation that it could cause to the New Zealand
economy.

1 Consultation document at 3.89, pg 26.
2 Above 1 at 3.20, pg 13.
3 https://www.internationaltaxreview.com/Article/3883569/France-and-the-US-clash-over-digital-service-tax-

plans.htmlI?Articleld=3883569 and https://www.businessinsider.com.au/trump-orders-probe-into-french-

digital-services-tax-2019-7?r=US&IR=T
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7. We are also concerned that the relative cost of establishing and administering a DST may
outweigh or severely impact any benefit received by the tax. As noted in the consultation
document, as the DST is primarily expected to apply to companies outside of New Zealand,
and Inland Revenue have limited tools available to enforce the tax. Therefore, the cost of
administering and ensuring compliance with the DST could outweigh the benefit received
from it.

Thank you for the opportunity to comment.

Nadine Mehlhopt
Advocacy and Policy Manager
Hospitality New Zealand



