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Company tax rate decrease:  transitional and consequential changes 
required 

Executive summary 

This report makes further recommendations in relation to the transitional and consequential changes 
(outlined in the previous policy reports: PAD2007/013 T2007/246 (company tax rate change issues) 
and PAD 2007/48 T2007/236 (savings vehicle issues)) required as a result of the proposed decrease 
in the company tax rate to 30%, applicable from the beginning of a taxpayer’s 2008/09 income year. 
 
Ministers have indicated their preference for the current 33/67 tax credit ratio to be available for a 
period of two years after the reduction in the company tax rate.  The aim of this report is to seek 
decisions on how this two-year window would work. 
 
Tax credits attached to dividends 
 
Allowing the dividend tax credit ratio to change from 33/67 to 30/70 (credits to cash) at the same 
time as the company tax rate is simple but would adversely affect many shareholders, since 
dividends are typically paid out in arrears.  Profits taxed in the company’s hands at 33% would be 
imputed only to 30%, leading to additional top-up tax being paid by shareholders, with tax credits 
potentially trapped in the company.  Tax credits in this context include both imputation and 
dividend withholding payment credits. 
 
Ministers have indicated their preference for the current 33/67 tax credit ratio to be available for a 
period of two years after the reduction in the company tax rate.  This would allow companies a 
window to credit dividends at the old ratio following a change in the company tax rate. 
 



 

 

One way to do this would be to require companies to maintain two separate tax credit accounts and 
track credits to ascertain whether they arose when the 33% company rate applied or the 30% rate 
applied.  The approach would also require the two-tax credit ratios to be legislated and flowed 
accordingly through the Income Tax Act during the two-year window. 
 
However, a simplified approach is possible. Under this approach, the tax credit ratio would be 
presumed to be 30/70.  Where taxpayers have satisfied themselves that their tax credit accounts are 
made up of 33/67 credits, they would be able to continue to apply the 33/67 tax credit ratio for those 
credits until the end of their 2009/10 imputation year – being 31 March 2010.   
 
Under the simplified approach there would be no formal requirement to maintain separate tax credit 
accounts.  However, on 31 March 2010 a company would be required to confirm that it had not 
over-credited the dividends it had paid at the 33/67 tax credit ratio.  Penalties would apply when 
such over-crediting occurred. 
  
Limits on amount of shareholder credit 
 
Rules are set out in the Income Tax Act that determine or limit for shareholders, in particular 
circumstances, the amount of imputation credit or dividend withholding payment credit to be 
regarded as being attached to a dividend.  For example, if a dividend has an imputation ratio greater 
than the current 33/67 maximum permitted, the imputation credit is limited to the maximum 
permissible amount. 
 
If a company or savings vehicle whose tax rate is 30% receives a dividend with 33/67 credits 
attached during the grandparenting period, the amount of credits included as a credit against its 
income tax liability should be capped at the 30/70 tax credit ratio.  The company tax rate and tax 
rate on savings vehicles is currently aligned at 33%.  Dividends received by other companies or 
savings vehicles are taxed at 33% and there are no further income tax implications.  This is the 
correct policy outcome as the income has already been taxed at the appropriate rate.  Following the 
rate reduction, however, profits that had been taxed at 33% could be distributed to companies or 
savings vehicles taxed at 30%. In the absence of capping, these entities would receive a net credit.  
This credit could be used to offset their tax payments on other sources of income. This would have 
a fiscal cost and constitute a concessional tax treatment. 
 
Individuals under the portfolio investment entity (‘PIE’) rules who have a marginal tax rate of 
19.5% would be disadvantaged during the transition, but the compliance costs of allowing them to 
use the 33/67 tax credit ratio appear to be excessive when compared to the very minor benefits.  
However, we recommend consultation with the industry on this point after announcements have 
been made. 
 
We regard “bonus bonds” as another form of a widely held savings vehicle and therefore 
recommend that they also should be subject to a 30% tax rate. 



 

 

Recommended action 

We recommend that you: 
 
(a) Agree that the simplified dividend tax credit approach discussed in this report should apply 

from the beginning of a taxpayer’s 2008/09 income year. 
 
Agreed/not agreed Agreed/not agreed 
 
(b) Agree that taxpayers may continue to apply the old 33/67 tax credit ratio from the beginning 

of their 2008/09 income year to the end of their 2009/10 imputation year if they are satisfied 
they have sufficient 33/67 tax credits. 

 
Agree/not agreed Agree/not agreed 
 
(c) Agree that if a company or savings vehicle whose tax rate is 30% receives a dividend with 

33/67 tax credits attached during the “window” period the amount of tax credits included as a 
credit against its income tax liability would be capped at the 30/70 tax credit ratio. 

 
Agree/not agreed Agree/not agreed 
 
(d) Agree that bonus bonds would be subject to tax at the rate of 30%. 
 
Agree/not agreed Agree/not agreed 
 
(e) Note individuals under the PIE rules with a marginal tax rate of 19.5% would be 

disadvantaged if the top PIE rate is capped at 30%. 
 
Noted Noted 
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Background 

1. The Business Tax Review discussion document, released in July last year, noted that any 
change in the company tax rate would give rise to a number of transitional and consequential issues. 
 
2. Tax policy report dated 1 March 2007 (PAD2007/013, T2007/246) sets out a number of 
transitional and consequential changes required for a decrease in the company tax rate to 30%.  
Ministers indicated, following that report that their preference was that: 
 

(a) The tax rate for companies and widely held savings vehicles should decrease from 33% 
to 30% from the commencement of taxpayers’ 2008/09 income year (1 April 2008 for 
standard balance date taxpayers). 

(b) The current 33/67 tax credit ratio should continue to be available after the reduction in 
the company tax rate for a period of two years in respect of dividends paid out of 33% 
tax paid income. 

(c) The rate for savings vehicles and the top portfolio investment entities (PIEs) rate be 
decreased to 30%, also effective from the commencement of the 2008/09 income year. 

 
3. This report discusses the use of a simplified approach for tax credit purposes, applicable from 
the beginning of a taxpayer’s 2008/09 income year to the end of their 2009/10 imputation year.  The 
report also details the caps required to limit the amount of tax credits attached to dividends received 
where the 33/67 tax credit ratio is used during the grandparenting period. 
 
4. We have separately discussed the legislative process with you. 

Tax credits attached to dividends 

5. The imputation system allows credit for tax paid at the company level to be passed through to 
shareholders, offsetting their tax liability on dividends received.  The maximum tax credit ratio is 
set with reference to the company tax rate.  In this context, tax credits include both imputation and 
dividend withholding payment (DWP) credits.   
 
6. Allowing the tax credit ratio to change at the same date as the company tax rate is simple but 
would adversely affect many shareholders since dividends are usually paid out in arrears.  Profits 
taxed in the company’s hands at 33% would be imputed only to 30%, leading to an additional top-
up tax being paid by shareholders, with imputation credits trapped in the company.    
 
7. Ministers have indicated their preference for the current 33/67 tax credit ratio to continue to 
be available for a period of two years after the reduction in the company tax rate.   
 
8. One way to do this would be to require companies to attach their tax credits to dividends, 
depending on whether the profits were taxed at 33% or 30%, by using the appropriate tax credit 
ratio.  Companies would be required to maintain two separate tax credit accounts because they 
would have to track their tax credits to ascertain whether the credits arose when the 33% company 
rate applied or the 30% rate applied.  This would increase compliance costs for taxpayers. 
 
9. The approach would also require two tax credit ratios to be legislated and flowed accordingly 
through the Income Tax Act during the two-year window period. 



 

 

 
10. We note that this approach can be implemented and it was indeed suggested by the Corporate 
Taxpayer Group.  However, we believe that there are merits in adopting a simplified approach. 
 
Simplified approach 
 
11.   Under a simplified approach, the tax credit ratio would be presumed to be 30/70.  However, 
where taxpayers have satisfied themselves that their tax credit accounts are made up of 33/67 
credits, they would be able to continue to apply the 33/67 tax credit ratio for those credits until the 
end of their 2009/10 imputation year – being 31 March 2010.  There would be no requirement to 
formally maintain two separate tax credit accounts.   
 
12. No election would be required for taxpayers who want to impute their dividends at 33/67 
during the window period.   They would simply elect by applying the old 33/67 tax credit ratio. 
 
13. New provisions would need to be introduced to reflect the ability of taxpayers to grandparent 
their 33/67 tax credits from the beginning of their 2008/09 income year to the end of their 2009/10 
imputation year.   
 
14. The legislation governing the foreign investor tax credit (FITC) rules and associated 
adjustments is complex, especially in relation to the handling of imputation credits.  For simplicity, 
we recommend that two tax credit ratios are used for FITC purposes.   
 
15. Companies would have to confirm that as at 31 March 2010 they had not over-distributed 
their 33/67 tax credits.  Penalties will apply where such over-crediting occurs during the window 
period.  The penalty would be similar to the current 10% imputation penalty tax. 
 
16. We believe that most companies that are substantially foreign owned would automatically 
look to distribute their dividends based on the 30/70 tax credit ratio following the company rate 
change, given the benefit to their foreign shareholders.  This is because by applying the 30/70 tax 
credit ratio a lesser quantum of tax credits would be needed to fully impute dividends.  The proposal 
to cap credits in respect of dividends received by companies and savings vehicles (refer below) 
would also provide incentives for companies owned by these entities to move straight to the 30/70 
tax credit ratio.  This means that many of New Zealand’s listed companies are likely to move 
directly to this ratio. 



 

 

17. The big advantage of grandparenting the 33/67 tax credit ratio would be to family and other 
companies that are not generally owned by non-residents or savings vehicles.   

Limits on amount of shareholder tax credit 

18. Rules are set out in the Income Tax Act that determine or limit, in particular circumstances, 
the amount of imputation credit or DWP credit to be regarded as being attached to a dividend from 
shareholders’ perspective.  Under these rules, the amount of dividend included in the shareholders’ 
gross income and the tax credits available to shareholders can be limited. 
 
19. For example, if a dividend has an imputation ratio greater than the maximum permitted ratio, 
the imputation credit in shareholders’ hands is limited to the maximum permissible ratio.  If a 
dividend has a DWP ratio greater than the maximum permitted ratio, the DWP credit is also limited 
to the maximum permissible ratio.   
 
20. The various limits contained in the Act would need to be overridden to reflect the 
grandparenting of the 33/67 tax credit ratio.  However, if a company whose tax rate is 30% received 
a dividend with 33/67 imputation credits attached during the grandparenting period, the amount of 
the imputation credits included as a credit against its income tax liability would need to be capped 
at the 30/70 imputation ratio. 
 
21. For example, if a company received a $67 cash dividend during the 2008/09 income year with 
$33 of imputation credits attached, it would be allowed a credit of only $30 against its 2008/09 
income tax liability (which, in respect of this dividend, would be $30).  However, $33 of imputation 
credits would be credited to the imputation credit account and be available to be passed out to 
shareholders accordingly. 
 
22. These rules are required to prevent companies from being able to use the additional 3% credit 
to shelter other income that would be taxed only at 30%. 
  
Savings vehicles 
 
23. Ministers have also indicated their preference for the top tax rate on savings vehicles to be 
decreased to 30% (PAD2007/48 T2007/236 refers). 
 
24. The generic term “savings vehicle” is not defined in the Income Tax Act.  However, 
companies and units trusts that are used as savings vehicles would automatically be taxed at the 
company rate.  The 30% rate would also apply to widely held superannuation funds and group 
investment funds (GIFs) currently taxed as trusts (GIFs deriving category B income and designated 
GIFs) and PIEs, which would pay 30% on behalf of their members. 
 
25. Non-widely held superannuation funds and certain GIFs taxed as a trust would continue to be 
taxed on trustee income at 33%. 
 
26. We recommend that if a savings vehicle whose tax rate is 30% receives a dividend with 33/67 
tax credit attached during the grandparenting period the amount of the tax credits included as a 
credit against its income tax liability would be capped at the 30/70 tax credit ratio. 
 



 

 

27. These rules will also prevent savings vehicles from being able to use the additional 3% credit 
to shelter other income that would be taxed at 30%. 
 
28. The policy rationale for the capping is set out in the following example.  Consider a company 
that is owned by a savings vehicle that receives $100 of income during the 2007/08 income year 
and pays tax of $33 in respect of this income.  No further income tax implications would arise if the 
income was passed out to the savings vehicle as a dividend during the 2007/08 income year.  This 
would be the appropriate policy outcome, given that the company tax rate and tax rate on savings 
vehicles are currently aligned at 33%. 
 
29. Suppose, however, that the dividend was paid out during the 2008/09 income year.  In the 
absence of capping and assuming that the company imputes using the 33/67 tax credit ratio, the 
shareholder would have a grossed-up dividend of $100 on which $30 of gross tax would be payable.  
This would be offset by a tax credit of $33, which would lead to a net tax credit of $3.  This $3 of 
net credit would offset the tax due on $10 of other income.  Thus, even though before and after the 
company rate change the tax rate on these savings vehicles is aligned with the company rate, by 
deferring dividend payments the shareholder is able to obtain net tax credits which could be used to 
offset tax on other income. 
 
30. Under the capping proposal, distribution of these profits would once more result in the 
shareholder receiving a grossed-up dividend of $100 on which gross tax of $30 would be payable.  
However, capping would limit the amount the savings vehicle could claim as a credit in relation to 
the dividend to $30.  Therefore, there would be no net credit when the savings vehicle shareholder 
received the dividend, as would be the case if the dividend was distributed during the 2007/08 
income year. 
 
31. Failure to cap tax credits would have a static fiscal cost of as much as $115 million in the 
2008/09 income year and would provide concessional treatment for shareholder companies or 
savings entities.  We note that even under the proposed change, there would continue to be some 
element of concessional treatment.  This is because if companies owned by savings vehicles moved 
directly to the 30/70 tax credit ratio and distributed profits based on the 33/67 tax credit ratio, it 
would provide some scope for this to lead to tax credits being provided on dividends that would 
otherwise be non-imputed.  We see no practical way of addressing this issue under the simplified 
tax credit approach. 
 
19.5% PIE individuals 
 
32. For unit trusts, GIFs and superannuation funds that are PIEs, income is taxed at individuals’ 
marginal tax rates, currently capped at 33%.  Under the proposals, the top PIE rate would be capped 
at 30%, to be consistent with the treatment of the widely held savings vehicles.  This would mean 
that individuals who have a marginal tax rate of 19.5% would be disadvantaged under the PIE rules. 



 

 

33. One option available to counter the 19.5% problem would be for savings vehicles to separate 
out the recipients of dividends and apply the 30/70 tax credit ratio cap only to those taxpayers for 
whom 30% represents a final tax.  From a practical perspective this would be very complex, as 
PIEs, who are already under significant pressure to meet the compliance requirements, would also 
be required to separate out dividend recipients.  We understand that this could cause problems for 
many PIEs, and the cost of doing so may outweigh the policy benefit and for this reason is not 
recommended.  We note that these individuals are already receiving various benefits under the PIE 
rules, which should go a long way to counter any arguments put forward against the capping. 
 
34. Some PIEs would also flow through their income and tax credits to certain investors such as 
companies and trusts.  The capping here would also be inappropriate from a policy perspective.  
However, because there would be very few of these investors, this problem is likely to be more 
theoretical than actual.  Further, most dividends received by PIEs are likely to be credited at the 
30/70 tax credit ratio rather than the 33/67 tax credit ratio. 
 
35. We also recommend, however, that once announcements have been made in relation to the 
decrease in the company and savings vehicles tax rates, officials consult with the industry in 
relation to the treatment of these investors.   
 
Bonus bonds 
 
36. Bonus bonds are held through a unit trust but taxed in the same way as a qualifying trust.  
Under the proposed rate changes, the trust would continue to be taxed at 33%.  The difference 
between bonus bonds and other investments is that there is no annual income return on the bonds.  
Rather, the income is distributed as prizes.  Once the bonds are held for a qualifying period they are 
eligible for prizes.   
 
37. Bonus bonds have a lot in common with widely held savings vehicles, and on this basis we 
recommend that they also should have a 30% tax rate. 

Fiscal and administrative costs 

38. We have previously advised that the fiscal cost of implementing the 33/67 approach would be 
around $130 million over three years.  Specifically, the cost is estimated to be $115 million in 
2008/09 and $40 million in 2009/10, followed by an increase in revenue of $25 million in 2010/11. 
Nothing we have discussed in this report changes this. 
 
39. Administrative costs would also arise as a result of the transitional and consequential changes 
required as a result of the tax changes.  These costs are being separately reported upon. 


