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Consequentials to company tax rate change 

Executive summary 

This report addresses the transitional and consequential changes required for a decrease in the 
company tax rate to 30% from the beginning of the 2008-09 tax year, as suggested by the 
Business Tax Review discussion document.  A decision on the 30% rate itself is yet to be 
taken by Ministers.  This report is designed to be read in conjunction with the fiscal report 
(T2007/242, PAD2007/51) of the same date.  Accordingly, while this report refers to fiscal 
numbers, it does not contain an analysis of them.   
 
The Business Tax Review discussion document noted that “any change in company tax rates 
would give rise to a number of transitional and consequential issues, although the preference 
is not to take any measures in this area unless there is a good case to do so.”  We have kept 
this statement in mind as we have considered the issues raised in this report.   
 
Most of the consequential adjustments are clear-cut, but three need detailed consideration.  
The most important of these concerns imputation crediting.  In particular, this has 
implications for resident shareholders.  The maximum imputation credit ratio is currently 
33/67 (imputation credits to cash dividend), so if the company rate changes to 30% it will 
automatically change to 30/70.  Allowing the imputation ratio to change at the same time the 
company rate changes is the simplest solution from a compliance and administration 
perspective.  This is what the Australians did with their last company tax rate change, 
although that was in the context of a wider package of changes and considerable notice was 
given.   
 
Changing the imputation ratio at the same time as the company tax rate is likely to result in an 
adverse reaction from the tax community and some shareholders.  This is because imputation 
credits would be passed out at 30% at a time when credits earned at 33% are still available.   
As a consequence, individuals at all tax rates and trusts tax at 33% would pay an extra $3 of 
tax on each $100 of imputed dividends received, as the amount of credit they can deduct 
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would fall by $3 with no offsetting reduction in their rate of tax.  In some circumstances there 
is the possibility that the claiming of some credits could be effectively lost. 
 
An approach which would avoid these effects would be to allow companies to keep imputing 
at 33/67 to the extent they have imputation credits that arose from paying tax at 33%.  Such a 
measure would be more complex than the moving immediately to a 30/70 imputation credit 
ratio.  Moreover, it would be some $150 million more expensive in the year of any tax cut (in 
the transitional year).   
 
As noted, the tax community and, indeed, the wider investing community are likely to react 
adversely to going straight to the 30/70 ratio claiming that the extra tax paid while credits 
earned at 33% were still available amounts to double-taxation.  However, the impact on the 
widely held savings sector would be offset if its tax rate were reduced to 30% along with the 
company rate cut. (See the report on savings vehicles, T2007/236, PAD2007/48.)  In 
discussions to date, the private sector has advanced the 33/67 ratio solution.  They will likely 
be surprised by an immediate move to 30/70.  We believe that the fiscal and simplicity 
benefits of going straight to the 30/70 ratio in the same way that Australia did outweigh the 
advantages of the alternative of grandparenting the 33/67 ratio.  We suggest that the 30/70 
ratio is sustainable, given its advantages, but with some difficulty.   
 
Resident withholding tax (RWT) on interest and dividends also raises some issues.  RWT on 
interest is presently deducted at three rates (19.5%, 33% and 39%), but it seems likely that 
post 1 April 2008 a fourth rate of 30% may be needed.  RWT on dividends is currently 
deducted at 33%, to the extent the dividend does not carry full credits.   
 
Inland Revenue is considering the merits of a feasibility study to explore options for reform in 
this area.  The potential advantages include reducing compliance costs and optimising 
organisational efficiency and the use of data in this area.  This strand of work and any 
subsequent process changes will not be able to be completed to allow a 1 April 2008 
application date, more likely it will be a year later.   
 
Given that any change in this area will require legislation, we recommend that minimum BTR 
consequential RWT change is made in the mean time.  In particular, the RWT rate on 
dividends needs current consideration – the choices are to keep it at 33%, which would 
require RWT to be deducted from dividends credited at 30% (that is,  fully credited), or 
change it to 30%.  On balance, we prefer the former, as a holding measure because this is a 
final rate of individual  taxpayers on the 33% rate and for trusts, but does mean that RWT will 
be deducted from fully imputed dividends.  The resultant timing advantage helps reduce the 
fiscal cost in the transitional year.   
 
Qualifying company election tax (QCET) is currently set at 33%.  QCET is the default tax 
payable by a company if elects to be a qualifying company.  It is calculated on basis of the 
dividends that would be assessable if the company were liquidated.   
 
We recommend that it should be aligned to the company tax rate.  However, given present 
settings, it is a final tax, and it could in some circumstances be used to avoid the 33% and 
39% tax rates.  The solution would be to change the imputation rules so that QCET causes a 
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credit to the imputation credit account – this would, more correctly, make QCET a 
withholding tax and help ensure that the final tax at the shareholder level is paid at the correct 
rate.   
 
As this is a current issue, such a change would also have the effect of also being preventative 
base maintenance and so should apply from the date the amending bill is introduced, in order 
to prevent inappropriate advantage being taken of it.   
 
Some parts of tax law are so closely interrelated with the company tax rate that adjustments 
follow on largely as a matter of course, even though legislation would be required to put the 
adjustments into effect.  These adjustments include changes to the provisional tax rules, to the 
balances in various tracking accounts, the dividend withholding payment rate and the foreign 
investor tax credit (FITC) rules. 
  
We also recommend that any company tax rate change apply from a company's balance date. 
 
Other than the change to the QCET, which is preventative base maintenance, we have 
consulted on a confidential  basis with both the Corporate Taxpayer Group and with the 
Institute of Chartered Accountants on the policy underpinning these proposals.  We have also 
talked to one of the major share registries.  
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Recommended action 

It is recommended that you agree that: 
 
(a) The imputation credit ratio should immediately reflect a change of company tax rate and 

that there be no grandparenting of the old imputation credit ratio. 
 
Agreed/not agreed Agreed/not agreed 
 
(b) Resident withholding tax on dividends should remain at 33%, notwithstanding a 

company tax rate cut. 
 
Agreed/not agreed Agreed/not agreed 
 
(c) Payments of qualifying company election tax should be credited to the imputation credit 

account. 
 
Agreed/not agreed Agreed/not agreed 
 
(d) The consequential amendments discussed in this report should proceed 
 
Agreed/not agreed Agreed/not agreed 
 
(e) The qualifying company election change should become effective from the date of 

introduction of the amending tax bill, and the other changes should apply from the 
beginning of the taxpayer’s tax year in which the tax rate is changed. 

 
Agreed/not agreed Agreed/not agreed 
 
 
 
 
 
[information deleted in order to protect Jim Gordon 
the privacy of natural persons, including  Policy Manager  
deceased people]  Inland Revenue 
for Secretary to the Treasury 
 
 
 
 
Hon Dr Michael Cullen Hon Peter Dunne 
Minister of Finance Minister of Revenue 
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Background 

1. This report addresses the transitional and consequential changes for a decrease in the 
company tax rate to 30% effective from 1 April 2008 as suggested by the Business Tax 
Review discussion document.  A decision on the 30% rate itself is yet to be taken by 
Ministers.  This report is designed to be read in conjunction with the accompanying fiscal 
report (T2007/242, PAD2007/51) of the same date.  Accordingly, while this report refers to 
fiscal numbers, it does not contain a full analysis of them.   
 
2. The Business Tax Review discussion document noted that “any change in company tax 
rates would give rise to a number of transitional and consequential issues, although the 
preference is not to take any measures in this area unless there is a good case to do so.”  We 
have been mindful of this statement as we have considered the issues raised in this report.   
 
3. On 9 June 2006 we reported to you on our initial view of what the transitional and 
consequential issues are (T2006/669, PAD2006/94 refers).  Our thinking has developed 
considerably since then, and we have had the opportunity to discuss the issues with the private 
sector.   
 
4. We have assumed that the savings institutions’ tax rate will also decrease 
contemporaneously, from 33% to 30%.  (Refer to accompanying report (T2007/236, 
PAD2007/48) of the same date.)   
 
5. Most of the necessary consequential changes flow logically from any change in 
company tax rates.  However, three need more detailed discussion. 

Imputation credits  

6. With a change in the tax rate the maximum rate of attaching imputation credits will 
automatically change from 33/67 (credits to cash dividend) to 30/70.  The impact of this on 
New Zealand-resident shareholders is described in the next section.   

Impact on dividend taxation of domestic individual shareholders. 

7. The impact on the taxation of dividend income received by domestic individual 
shareholders arising from the reduction of the company tax rate is illustrated by the following 
example for an individual taxpayer on the 33% rate.  The same increase in tax would arise for 
dividends taxed in the hands of individuals at all tax rates and trusts taxed at the 33% rate. 
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33% 

Company 
Rate 

30% 
Company 

Rate 
 
Company’s position 
Company income  100 100 
Taxation thereon 33 30 
Net to distribute as dividend 67 70 
Imputation credits that can be attached 33 30 
 
33% shareholder’s position 

  

Imputed dividend 100 100 
Taxation thereon 33 33 
Credits available 33 30 
Balance to pay 0 3 
 
8. As a consequence of the reduction in the company tax rate, the shareholder pays $3 of 
tax on the dividend, being the difference between the company tax rate of 30% and the 
personal tax rate of 33% applied to the underlying company income of 100.   
 
9. During the transition from the 33% to the 30% company tax rate, the restriction of the 
tax credit to 30 is likely to attract criticism.  A company with tax-paid retained earnings will 
have imputation credits available that had been earned at the time that the company tax rate 
was 33%.  In that case there would be $33 of credits available, but only $30 of credits would 
be allowed under the 30/70 imputation ratio.  Accordingly, when these profits are distributed, 
a 33% shareholder would have an extra $3 of tax paid, even though $33 of tax had already 
been paid at the company level.  The private sector is likely to characterise this as double 
taxation.     
 
10. This effect can be alleviated if the company has other untaxed income to which it can 
attach the surplus imputation credits.  In the example above, the company would still have the 
additional imputation credits of $3 available to pass out to shareholders.  The surplus credits 
could be attached to an increased dividend payout.  In addition, a company may be able to 
mitigate the impact of this by paying out dividends from income that has been taxed at 33% 
before the company’s tax rate decreases.  But this may be difficult at times because of 
uncertainties about the level of profits and taxes during the year and also because of the 
limited time firms will have to react to the change.  
 
 11. In some limited circumstances, when a company has no unimputed income and it winds 
up operations, some imputation credits may be lost.  
 
12. If shareholders invest via a unit trust or widely held super fund, or if they invest via a 
PIE and are on the 33% or 39% rates, the potential increase in tax will be offset by the 
reduction in the tax rate applicable to such entities from 33 to 30%.  (In fact they gain a slight 
advantage as more unimputed income can be distributed to them free from tax.) 
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13. Given the dividend paying pattern of, and shareholder constraints associated with, 
widely held companies, we believe they are unlikely to be able to significantly change their 
dividend paying pattern in the same way that a number of closely held companies will.1   

Non-resident shareholders  

14. Applying the new 30/70 ratio also raises a potential issue for non-resident shareholders.  
Because a lesser quantum of imputation credits will be needed to fully impute dividends after 
the tax cut, companies controlled by non-residents could be seen to derive an advantage by 
using the surplus credits (created at the 33% tax rate) to shelter non-taxed income.   
 
15. In the absence of the change, no dividends would be distributed and no withholding tax 
would be paid, so there is no direct fiscal cost.  An indirect fiscal cost could potentially arise 
if the change led to more debt being substituted for equity, leading to higher interest costs 
being deducted against the New Zealand tax base.   
 
16. However, it seems reasonable to assume that if the underlying profits were going to be 
repatriated that would have happened by now.  Thus we conclude that the underlying profits 
are probably structurally part of the business’s capital.  

Policy options 

17. The private sector has suggested that the existing 33/67 ratio could be grandparented in 
respect of profits from which tax has been paid at 33%.  This would require firms to maintain 
two imputation accounts, one for 33% credits and one for 30% percent credits, until there had 
been sufficient distributions to exhaust the 33% account.  This option, referred to as the “two 
bucket approach”, would require special rules.  The following sections compare this approach 
to an immediate move to a 30/70 imputation credit ratio. 

The “two-bucket” option 

18. Companies could be required to attach their imputation credits to dividends, depending 
on whether the profits were taxed at 33% or 30%, by using the appropriate maximum 
imputation ratio.  This would maintain the current tax rate on dividends for the resident 
shareholder until the company had used up all of its 33% imputation credits.   
 
19. The extent to which dividends are directed to individuals or trusts taxed at 33% will 
affect the fiscal cost in the year the tax cut is delivered.  As described above, when dividends 
with a 30% credit are received by a shareholder or trust at on the 33% rate an additional $3 of 
tax is paid.  If however credits of 33% are attached to the dividend, no tax is paid by the 
shareholder (the current situation).  The higher the amount of credits attached to such 

                                                 
1 There is a possibility that widely held companies may enter into share buybacks as a way of getting surplus 33% imputation credits to their 
shareholders.  If this happened then revenue account shareholders could use the resultant imputation credits to shelter taxation on other 
income.  This would have fiscal implications.  Our best judgement is that this should not be an issue, but it is a fiscal risk.  Inland Revenue 
would closely monitor any such activity and respond as appropriate.   
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dividends, the less tax will be paid by such shareholders and the more the transitional cost of 
the company rate reduction will be.  We estimate the cost of using the 33/67 ratio approach to 
be $150 million more in the transitional year than going straight to the 30/70 ratio.  Some 
further, rapidly diminishing, cost would arise in future years 
 
20. Compliance costs are considerably higher under this option than they would be under 
the 30/70 alternative as companies would have to track their imputation credits to ascertain 
whether the credits arose when the 33% company rate applied, or the 30% applied.   Two 
separate foreign investor tax credit formulae would be needed, and a number of other similar 
complications arise.  Special rules would be required when taxpayers benefiting from the 
reduced 30% company received dividends to prevent them being able to shelter other income 
with a 33% credit. 
 
21. Some simplification of this would be achievable by not adopting a pure “two bucket 
approach”, but rather by adopting a short window where dividends from pre-tax cut profits 
can be over-imputed to 33/67, but the compliance costs would still be higher than going 
straight to the 30/70 ratio.   
 
22. The Corporate Taxpayer Group proposed the “two bucket approach” solution, despite 
the additional compliance costs.  Likewise, we believe that the NZICA Tax Committee is very 
likely to prefer this approach.   

The 30/70 ratio option 

23. This is the simplest solution from a compliance cost perspective, although this is 
partially offset by the extra tax planning in the 2007-08 tax year that will be done by those 
companies that want to get their credits out before any tax cut.   
 
24. It is the solution adopted by Australia when it recently lowered their company tax rate 
from 33% to 30%.  The Australian reaction to this was muted for several reasons.  Their 
changes were part of a larger simplification package and a considerable period of notice was 
given before the change was effected.   Therefore companies had time to adapt.  This period 
of adaptation did come at a cost to companies.  The rate cut was similarly delayed, as the rate 
change and the imputation ratio change were contemporaneous. 

Summary 

25. The tax community and, indeed, some members of the wider investing community are 
likely react adversely to going straight to the 30/70 ratio.  The private sector has advanced the 
33/67 ratio solution.  We believe that the fiscal and simplicity benefits of being going straight 
to the 30/70 ratio in the same way that Australia did outweigh the benefits to shareholders of 
the alternative of grandparenting the 33/67 ratio.  We suggest that the 30/70 ratio is 
sustainable given its advantages, but this may not be easy.   
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Resident withholding tax (RWT) 

26. RWT was introduced about fifteen years ago as a base maintenance measure targeting 
interest and dividends.  RWT on interest had two marginal rates (19.5% and 33%) and a 
penalty rate (for non-disclosure of an IRD number) of 45% when it was introduced.  The 
penalty rate was changed to 39% six years ago when the 39% marginal tax rate was 
introduced.  The RWT rate on dividends has always been 33%.   
 
27. More recently, the RWT mechanism has been a key factor in reducing the number of tax 
returns as it is often a final tax.   
 
28. Ideally, RWT on interest should target the relevant marginal rates and have a higher 
penalty rate.  This would suggest that if the company tax rate goes to 30%, there should be 
five steps in the RWT scale, 19.5%, 30%, 33%, 39% and a penalty rate of, say, 45%.   
 
29. The penalty rate is to encourage all taxpayers to provide IRD numbers. [Information 
deleted in order to maintain the current constitutional conventions protecting the 
confidentiality of advice tendered by ministers and officials 

       ] 
 

30. RWT on dividends was not considered in detail when the 39% rate was introduced.  
Both the existing 39% rate and the potentially new rate of 30% suggest that RWT on 
dividends should have the same steps as RWT on interest.   
 
31. However, Inland Revenue is planning a feasibility study to explore options for reducing 
compliance costs associated with RWT and create more opportunities to use the data.  Inland 
Revenue’s systems for RWT were designed fifteen years ago and could benefit from a review.  
There could be significant advantages in reconsidering how it processes resident withholding 
income and RWT.   
 
32. This strand of work and any resulting project will not be completed by 1 April 2008.  
This suggests that the Business Tax Review impact on RWT should be kept at a minimal level 
while the feasibility study is done.  Even if the wider project does not proceed, RWT can be 
further considered at a later application date.   
 
33.  Closely held companies who pay dividends would have to deduct RWT even if the 
dividend is fully imputed at 30%.  This means that a number of family owned companies will 
become new RWT payers.   
 
34. There is a technical issue associated with this.  Under current tax law, dividends from 
qualifying companies are exempt from RWT (because they are either fully imputed or exempt 
from taxation).  Because of the policy advantages of using 33%, a case can be made that the 
law be changed to require qualifying companies to account for RWT on the portion of their 
dividends that are taxable.  However, given the way taxable dividends from qualifying 
companies are calculated and reported upon, there is little to be gained from incurring both 
the compliance and administration costs.  Fiscally, there is nothing in it on an ongoing basis.  
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35.. You should also note that we are relying on RWT on dividends being 33% to minimise 
the transitional year fiscal cost.  This is because RWT is deductible directly from dividends 
and so is collected on a cash basis, whereas if RWT did not apply to the 3 cent margin we 
would get most of the additional tax on dividends distributed to individuals only by way of 
terminal tax in the following year. 

Qualifying company election tax (QCET) 

36. Companies that wish to be qualifying companies (QCos) have to elect and pay QCET, 
calculated on the reserves that would be subject to tax on liquidation. QCET is currently at 
33% (the rate is a default rate for the tax that the shareholder would otherwise pay if the 
company was to be liquidated).  We recommend that the QCET rate be matched to the 
company tax rate (because what it does is tax the company’s reserves to the extent they have 
not already been taxed).   
 
37. However, there is a base maintenance issue concerning this.  Currently QCET is a final 
tax, so that a taxpayer on 39% who owned a company that could be made a QCo could elect 
in and pay 33% QCET, with no further tax being payable upon any subsequent liquidation.  
This is because to the extent a dividend from a QCo is not fully imputed it is exempt.   
 
38. This can simply be addressed by crediting the QCET to the company’s ICA as if it were 
a payment of company income tax.  Thus any subsequent distribution will be taxed as a 
dividend at the shareholder’s marginal rate. 
 
39. This opportunity currently exists and will become somewhat more obvious once the rest 
of these changes are considered.  Accordingly, as preventative base maintenance, we 
recommend that this change apply from the date of introduction of the amendment bill. 

The other consequentials 

40. A number of consequentials flow logically as a result of any change in the company tax 
rate.  These are: 

Any tax rate change should be balance date related 

41. Any tax rate change could be balance date related, or could apply from a unilateral date, 
in which case an average rate would apply in the year of change. 
 
42. There are possibilities that a group of companies with different balance dates could 
derive unfair advantage through the transition if the tax rate change is balance date related.  
However, it is much simpler to apply such a change from a balance date rather than 
unilaterally from an arbitrary date as this means that the company tax rate for an income year 
can only be 30% or 33%, and not somewhere in between.   
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43. Given that most groups of companies have a common balance date, this problem is not 
as acute as it might otherwise have been although Inland Revenue will consider this issue as 
part of its ongoing audits.  We recommend that any tax rate change should be balance date 
related.   
 
44. An associated problem occurs where a later balance date company pays a dividend in its 
2007-08 tax year to an earlier balance date shareholder which is in its 2008-09 tax year.  For 
example, a listed company that has a June balance date paying out a dividend in, say, June 
2008 to its March balance date shareholders will be able to attach imputation credits at the 
33/67 ratio, but the shareholder, because of an anti-avoidance rule in the Tax Act, will only be 
able to utilise the credits against their tax liability at the 30/70 ratio.  The balance of the 
credits are simply wasted.  This scenario is also likely to occur in the family company 
situation. 
 
45. The solution is to temporarily override the anti-avoidance that applies to shareholders 
for the 2008-09 tax year for dividends that are imputed to 33/67 ratio.   

Dividend withholding payments (DWP) 

46. DWP is a withholding tax on dividends received by New Zealand companies from non-
residents.  It is the shareholders of the New Zealand companies who can eventually use the 
DWP credit and any unusable amount is cashed out by the eventual shareholders.  Currently, 
DWP is aligned to the company tax rate.  Our view is that this alignment should continue.   
 
47. There is no direct policy concern caused by any DWP balance carried through the 
transition to the new tax rates because it is a withholding tax.  We recommend that its 
treatment be aligned with that of imputation credits, that is the maximum crediting ratio go 
straight to 30/70.   
 
48. However, there may be circumstances where some companies and their shareholders 
could be disadvantaged because they may not be able to get all their 33/67 credits out at the 
new 30/70 ratio.  This could happen where the company has no other source of income other 
than the foreign dividends.  In this unusual case there could, to the extent the company’s 
shareholders are New Zealand-resident, be an element of double tax. 
 
49. We doubt this will happen in practice as typically the payers of DWP are sophisticated 
taxpayers who will ensure that they and their shareholders are not disadvantaged.   

Notional account adjustments 

50. Any change of company tax rate could cause problems with some of the notional 
accounts that are used for various purposes.  There are two such notional accounts whose 
balances should be adjusted to reflect any tax rate change.  These adjustments are technical 
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and would only affect a few taxpayers. The accounts concerned are the conduit tax relief 
account and the branch equivalent tax account. 
 
51. The conduit tax relief account records amounts of DWP (calculated at the company tax 
rate) that would have been payable on foreign income.  Balances in this account only become 
relevant if the ownership of the New Zealand company changes from non-resident to resident, 
in which case the balance is payable immediately.   
 
52. A tax rate decrease would result in a permanent imbalance in the account, which in the 
event of a subsequent shareholding change from non-resident to resident would cause the 
balance to become payable as taxation.  Accordingly we recommend that the balances created 
at 33% in this account that exist at the tax rate change be adjusted to reflect any tax rate 
change.   
 
53. There is a similar issue concerning the branch equivalent tracking account (BETA).  
The BETA account is used to track both inbound dividends that are subject to DWP and 
attributed income of controlled foreign companies (CFCs) to ensure that there is no double 
tax.  For example suppose that $100 attributed income is derived from a tax haven CFC.  The 
BETA gets a credit of $33.  Sometime later the $100 is repatriated as a dividend.  The BETA 
credit can be used to “prove” that tax has been paid on the underlying income so that the 
dividend is not also separately taxable. 
 
54. If however, in the mean time, the company tax rate has decreased, a balance in the 
BETA account that arose at the old rate will be able to “shelter” more from the CFC than 
what the underlying income was.  Accordingly the BETA balances should also be adjusted 
downwards when the company tax rate changes. 

Foreign investor tax credit (FITC) calculations 

55. The FITC mechanism provides foreign shareholders with a supplementary dividend to 
the extent the underlying dividend is fully imputed.  Its calculations are mechanical and drive 
off a mixture of the company tax rate and the standard treaty dividend withholding tax rate.  
These calculations should change as the company tax rate changes.   
 
56. The FITC formula will need to be changed to reflect the new 30/70 imputation credit 
ratio. 

Provisional tax 

57. Provisional tax can be paid by uplift of a previous year’s residual income tax or by 
estimate.  Where taxpayers are estimating they can adjust for any change of tax rates so this is 
not a problem.  However, where they are paying by uplift they will overpay where tax rates 
are decreased.  For past tax rate changes the formulae for the uplift have been adjusted to 
allow for changes of tax rates, we recommend that appropriate adjustment be made this time 
as well.   



 
 

T2007/246, PAD2007/013: Consequentials company tax rate change   Page 13 
 

 
58. Specifically we recommend that the uplift amounts of 105% and 110% of residual 
income tax for calculating provisional tax be altered for the transitional period to 95% and 
100%, and that the GST ratio method be altered to 90%, to reflect the lower company rate.   

Consultation 

59. We have confidentially consulted with both the Corporate Taxpayer Group and with the 
Institute of Chartered Accountants at a high level on these proposals.  However, the 30/70 
imputation credit ratio proposal will catch them by surprise.  We have also talked to one of 
the major share registries.   
 
 



 

 

 


