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Implications of tax rate changes for savings vehicles 

Executive summary 

This report covers the implications of tax rate changes for savings vehicles.  The Business 
Tax Review discussion document will include possible initiatives around reducing the 
company tax rate. [Information deleted in order to maintain the current constitutional conventions protecting 
the confidentiality of advice tendered by ministers and officials] rate.  Officials have considered the 
implications that these rate changes have on savings vehicles and, in particular, on the new 
portfolio investment entities (PIEs).   
 
Ideally, taxes should not bias decisions over whether to invest directly or indirectly (i.e., 
through savings vehicles) or through one form of savings entity over another.  The current tax 
flow-through treatment of PIEs is aimed at achieving neutrality between direct investment and 
investment through PIEs, although the maximum tax rate of 33 percent provides a concession 
to taxpayers on higher marginal rates who invest through PIEs.  This concession was aimed at 
increasing the public acceptability of this tax change.  It also ensures broad neutrality across 
different savings vehicles for those on higher tax rates. 
 
By itself, a reduction in the company tax rate advantages some savings vehicles over others.  
Investment companies and savings vehicles that are taxed as companies will be given a tax 
advantage over savings vehicles taxed at 33%. [Information deleted in order to maintain the current 
constitutional conventions protecting the confidentiality of advice tendered by ministers and officials]   
 
We set out a number of possible ways to address the complex issues that arise.  The possible 
solutions we have set out all have advantages and disadvantages and no one solution clearly is 
superior to the others.  The issues raised in this report become much more pressing with 
deeper company rate cuts. 
 
The report seeks your agreement to discuss these issues in the discussion document. 
 



 

 

Recommended action 

We recommend that the Business Tax Review discussion document contain a discussion of 
the issues that arise for savings vehicles as a result of tax rate changes, and possible ways to 
address the issues. 
 
 
Agreed/Not Agreed Agreed/Not Agreed 
 
 
 
 
[information deleted in order to protect Matt Benge 
the privacy of natural persons,  Assistant Deputy Commissioner, 
including deceased people]   Policy Development 
for Secretary to the Treasury  Inland Revenue Department 
 
 
 
 
Hon Dr Michael Cullen Hon Peter Dunne 
Minister of Finance Minister of Revenue 
 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

Background 

1. Ideally, the tax system should not bias decisions over whether individuals save directly 
or through an intermediated savings vehicle, nor should the tax system bias choices between 
savings vehicles.  In this case an individual’s investment decision would be based on whether 
the before-tax benefit (such as risk diversification) exceeds the before-tax costs (say, 
management fees).  Maximising the benefit at the individual level maximises the economic 
welfare of the country as a whole. 
 
2. A number of different savings vehicles are available to investors.  These include 
investment companies, certain group investment funds and unit trusts (all taxed as companies 
at a rate of 33%), life insurance companies and superannuation funds (final tax at 33%), and 
trusts (where income retained which is able to be distributed tax-free later is taxed at 33% but 
income immediately distributed to beneficiaries is taxed at their marginal rates).   
 
3. Investors in the new portfolio investment entities (PIEs) are taxed on investment income 
(which excludes gains on sale of New Zealand and Australian equities) at their own marginal 
rate, which is the same tax result as if they had invested directly.  A pragmatic departure from 
full look-through tax treatment, to increase the public acceptability of PIEs and KiwiSaver 
and to ensure broad neutrality between PIEs and other savings vehicles, was to link the 
maximum PIE tax rate to the trust rate of 33%. 
 
4. KiwiSaver scheme accounts are likely to be invested through PIEs, because the default 
funds for KiwiSaver are required to be PIEs.  The look-through nature of PIEs was a key 
feature to support KiwiSaver, as it ensures lower income savers are taxed at their marginal 
personal rates. 
 
5. All of the savings vehicles have either a statutory tax rate of 33% or can be managed so 
that this is the top rate.  
 

Impact of proposed tax rate changes 

6. Where there are different tax rates on different savings vehicles, financial markets will 
respond with products that exploit tax arbitrage opportunities.  By itself, reducing the 
company tax rate below 33% advantages savings in unit trusts or companies relative to direct 
saving by individuals, and advantages some savings vehicles over others.  In particular, this 
would place PIEs (including KiwiSaver schemes) at a tax disadvantage for higher rate 
taxpayers, who can invest in unit trusts or investment companies.  These taxpayers can 
manage their investment to ensure that the final rate of tax is the (lower) company rate.   
 
7. To address this disadvantage for higher rate taxpayers, PIEs could invest in unit trusts, 
thereby ensuring investors paid the company rate of tax as the final rate.  However, this would 
undermine the policy intent behind look-through treatment and would disadvantage 19.5% 
investors.  Lower rate investors would therefore need to invest in PIEs which do not invest 
into unit trusts, but given the relatively modest amounts of savings by this group, it is not 



 

 

certain that fund managers would find it economically viable to provide them.  Therefore, 
KiwiSaver funds could co-exist with the lower company rate but at the risk of providing a less 
suitable investment strategy for lower tax rate savers; as they would be over-taxed (at the 
company rate rather than their marginal personal rate) while higher rate taxpayers would be 
tax-advantaged. 
 
8. [Information deleted in order to maintain the current constitutional conventions 
protecting the confidentiality of advice tendered by ministers and officials  
 
 
 
    ] 

Potential policy responses 

9. Officials consider that the tax treatment of the different savings vehicles, including PIEs  
in general and the linkages to KiwiSaver in particular, needs to be addressed at the same time  
as considering any changes to the company and trust tax rates.  For the purposes of discussion 
we assume a reduction in the company tax rate to 30% [Information deleted in order to maintain the 
current constitutional conventions protecting the confidentiality of advice tendered by ministers and officials] 
 
10. We consider that there are three main options.  
 
Option (i)  Compulsory look-through for as many savings vehicles as possible 
 
This would mean that all income of these vehicles is attributed to investors and taxed at their 
marginal rates.  This approach is consistent with international trends.  Both the 2005 Budget1 
and the Discussion Document Taxation of Investment Income2 signalled that the elective 
nature of the PIE rules would be kept under review. 
 
Advantages 
 

• This would create neutrality between investment through these savings vehicles 
and direct investment. 

• Reduces the number of tax regimes. 

Disadvantages 
 

• The difficulties in design and implementation and the need to discuss with the 
industry means that it would not be practical to put this in place by 1 April 2008, 
so it is a longer term solution (which does not preclude it being considered in 
conjunction with either of the following options). 

                                                 
1“At this stage the new rules are not compulsory, recognising that some collective investment vehicles would find it hard to adopt look-
through rules.  However, as the new elective rules bed in this issue will be kept under review”.  (B2 &B3 at page 7, paragraph 3.1). 
2 Paragraph 4.1 



 

 

• It may well be impractical to extend look through treatment to investment 
companies.  Some countries (such as the UK) have specific rules for investment 
companies, while others treat passive income derived by companies differently.  
Any rules would be difficult to design, implement and operate, particularly if the 
investment companies are resident in Australia.3 

 
Option (ii) Link the maximum tax rate on PIEs and other savings vehicles to the 
company tax rate 
 
This would mean that most savings vehicles have a tax rate of 30% and PIEs would have a 
maximum tax rate of 30%.  If it were thought desirable to provide superannuation funds with 
an incentive to elect to be PIEs, it would be possible to keep a 33% tax rate on these vehicles. 
 
Advantages 
 

• Companies and unit trusts would not have any tax rate advantage over PIEs for 
33% and 39% taxpayers.  

Disadvantages 

• It introduces an artificial incentive for 33% taxpayers to invest through savings 
vehicles rather than directly, thereby exacerbating the bias against direct 
investment already implicit in the PIE regime. 

• Linking savings tax rates to the company rate may create an expectation that the 
relationship will be followed if there are further company rate cuts in the future.  
This might also make it difficult to move to a look through treatment of savings.   

 
Option (iii)  Realign the maximum tax rate of savings vehicles (including 
superannuation funds) with the top PIE rate of 33% 
 
This would mean that the tax rate for savings vehicles other than investment companies would 
be kept unchanged, despite the reduction in the company rate.  
 
Advantages 
 

• It reduces the bias against direct investment for those on the top marginal rate. 

• [Information deleted in order to maintain the current constitutional conventions 
protecting the confidentiality of advice tendered by ministers and officials]  

                                                 
3 Provided a New Zealand resident held less than 10% of the shares, any gain on sale would be exempt from Australian Capital Gains Tax. 



 

 

Disadvantages 
 

• Investment companies still present a major tax arbitraging opportunity.  

• It would be difficult to justify taxing unit trusts as companies, but at a different 
rate and with a separate imputation regime to other companies.  Unit trusts are 
close substitutes for companies in some corporate groups.  

• This option could reduce the attractiveness of KiwiSaver to higher marginal rate 
taxpayers. 

Implications for discussion document 

11. None of the three suggested approaches provide a fully satisfactory solution to the 
distortions caused by the proposed rate changes and none of the solutions is clearly superior 
to the others.  We consider that these issues and the possible policy responses should be 
discussed in the discussion document. 
 
12. The issues discussed in this report have been raised in the context of small reductions in 
the company tax rate.  The concerns raised would become more pressing and more difficult to 
resolve with deeper company rate cuts.  
 
 
 


