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Minister of Finance 
Minister of Revenue 

Implications of tax rate changes for savings vehicles 

Executive summary 

The Business Tax Review discussion document presented two options for the taxation of savings 
vehicles if the company tax rate was reduced from its present rate: 

 
• taxing savings vehicles at the new company rate; or 

• continuing to tax all (or most) savings vehicles at a 33% rate. 

 
Ministers have indicated a preference for taxing widely held savings vehicles at the new company 
tax rate of 30%.  This option was also supported by the few submissions on point.  This raises the 
question of which savings vehicles should be subject to the new lower rate. 

 
This report recommends changes to the current tax treatment of widely held savings vehicles to give 
effect to a 30% rate.  It also proposes parallel changes to the Portfolio Investment Entity (PIE) rules 
to cap the top PIE rate at 30%, to be consistent with the treatment of widely held savings vehicles.  
Officials have assumed, for the purposes of this report that personal and trust rates remain 
unchanged.  

 
Extending the 30% tax rate to widely held savings vehicles and capping the top PIE rate at 30%, as 
outlined in this report, would cost $5m (2008), $50m (2009), $60m (2010) and $65m (2011). 

Proposed changes to the tax treatment of savings vehicles 

Non-PIE unit trusts and certain group investment funds (taxed as companies) 
 

Income accumulating in unit trusts and certain group investment funds (GIFS - those taxed as 
companies) is currently taxed at the company tax rate of 33%. Distributions are taxed at an 
investor’s marginal rate, although 39% rate investors could manage their investment to ensure tax 
paid at the entity level is the final tax, resulting in a permanent reduction in tax. Bonus bonds are 
held in a unit trust but subject to a special tax regime so that interest received is tax-exempt.  A 
reduction in the company tax rate would automatically apply to unit trusts and, with a minor 
technical change, to GIFs currently taxed as companies.  
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Trusts 

 
In the case of qualifying trusts used for private and commercial purposes, income can either be 
taxed as trustee income at a final rate of 33% or distributed as beneficiary income and taxed at the 
marginal rates of beneficiaries. Income from superannuation funds is taxed at trustee rates as a final 
tax.  The tax rate of trusts that are widely held savings vehicles would be the new lower company 
tax rate.  Other trusts would continue to be taxed at 33%. 

 
Non-PIE superannuation funds and GIFs (taxed as trusts) 

 
Superannuation funds and certain group investment funds (GIFs) are currently taxed as trusts.  This 
means their income is subject to tax at the trustee rate of 33%.  For superannuation funds this is a 
final rate of tax, as they cannot distribute untaxed beneficiary income. GIFs, however, can distribute 
beneficiary income which is taxed at the beneficiaries’ marginal rates.   

Retail and wholesale superannuation funds and certain GIFs can be operated as widely held savings 
vehicles.  Officials are of the view that these are close substitutes for other widely held savings 
vehicles, and if the policy is to reduce widely held savings vehicles to the same rate as the company 
rate, both superannuation funds and these GIFs should receive similar treatment. 

It will be necessary to ensure that only widely held superannuation funds and widely held GIFs can 
access the 30% rate, so that superannuation funds and non-GIFS that are not widely held continue 
to be taxed at the trustee rate of 33%.  The definition of a widely held superannuation fund and GIF 
(taxed as a trust) could be based on the definition of a PIE.  We note that using this definition would 
not mean that they had to adopt the PIE treatment. 
 
Life insurance  

 
Income earned by life insurance companies on behalf of their policyholders is currently taxed at 
33%.  On the basis that widely held savings vehicles are taxed at the reduced rate, the life insurance 
policyholder base should also move to 30%. 
 
PIEs 
For unit trusts, GIFs, and superannuation funds that are PIEs, income is taxed at individuals’ 
marginal tax rates, currently capped at 33%, though, unlike most non-PIEs, realised Australasian 
gains will not be taxable To be consistent with the treatment of widely held investment vehicles that 
are not PIEs, there should be a parallel reduction in the top PIE rate to 30%. 

Summary of the tax treatment of savings  

The tax rates of individuals will vary depending upon the form of their investments.  The net tax 
rates for different types of investment are summarised in the table below.  The current tax treatment 
is included in brackets for comparison.  The table covers PIEs separately.  For superannuation 
funds, unit trusts and GIFs, it is assumed that they are not PIEs.  Some entities may also be used in 
combination as noted below.   

 
The first four types of entity (direct investment, trusts, companies owned by individuals, and 
companies owned by trusts) are common ways of running businesses as well as holding 
investments.   
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For top rate taxpayers, the table shows that tax rates on investment income can vary from 39% for 
direct investments, 33% for income earned by a trust or a private superfund, and 30% for income 
earned through a PIE or a widely held super fund.  Income earned in a company and not distributed 
would pay tax at 30% until it is distributed, at which time a total tax of 39% would be paid if the 
company were held directly and 33% if it were held through a trust.  

 
 

 
 Accumulated Distribution/Attribution of income 
Type of Entity Entity level 39% investor 33% investor 19.5% investor 
Direct 
Investment na 39 33 19.5 

Trust (a) 33 33 33 19.5 
Company/Unit 
Trust 30    (33) 39 33 19.5 

Company 
owned by trust  30    (33) 33 33 19.5 

PIE na 30   (33) 30   (33) 19.5 
Widely held 
super fund 30    (33) 30   (33) 30   (33) 30   (33) 

Private super-
fund 33    (33) 33   (33) 33   (33) 33   (33) 

Life insurance 
policyholder 30    (33) 30    (33) 30   (33) 30   (33) 

 
Notes: 

a. Assumes tax-efficient distribution policy. 

 

Fiscal cost 

 
The annual fiscal cost of taxing all savings vehicles and capping the PIE tax rate at 30% would be 
$5m (2008), $50m (2009), $60m (2010) and $65m (2011). 

Legislative changes 

Amending rates of tax will require some changes to PIE rules and, in other cases, schedular 
amendments to the Tax Act.  These changes are largely mechanical in nature.   
 
The suggested tax rate changes will have systems, accounting and unit pricing implications and 
hence compliance costs for product providers.  Although we have not consulted on this point, we 
anticipate the costs pressures will be most acute for PIEs, although we note that of the product 
providers who made submissions on the discussion document, most preferred a 30% PIE rate. 
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Recommended action 

 
It is recommended that you: 
 
(a) Note that, if the company tax rate is reduced to 30%, the tax rate for non-PIE unit trusts and 

group investment funds that are currently taxed as companies will be 30%. 
 

Noted Noted 
 
(b) Agree that, if the company tax rate is reduced to 30%, that the tax rate for widely held non-

PIE superannuation funds and group investment funds that are currently taxed as trusts will 
be 30%. 

 
Agreed / not agreed Agreed / not agreed 
 
(c) Agree that the definition of widely held non-PIE superannuation funds and group 

investment funds should be based on the definition of widely held for the purposes of PIE 
treatment. 

 
Agreed / not agreed Agreed / not agreed 
 
(d) Agree that, if the company tax rate is reduced to 30%, the tax rate on the policyholder base 

of a life insurer will be 30%. 
 
Agreed / not agreed Agreed / not agreed 
 
(e) Agree that, if the company tax rate is reduced to 30%, the PIE tax rate is capped at 30%. 
 
Agreed / not agreed Agreed / not agreed 
 
 
 
 
 
 
[information deleted in order to protect the privacy Emma Grigg 
of natural persons, including deceased people] Policy Manager  
for Secretary to the Treasury Inland Revenue 
 
 
 
 
 
Hon Dr Michael Cullen Hon Peter Dunne 
Minister of Finance Minister of Revenue 
 


