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Open Ended Investment
Companies attract
IRD attention

The IRD is planning to publish an Issues
Discussion Paper on the tax treatment of
managed funds. The recommendations
of this papter may have a significant
impact on the tax advantages offered by
Open Ended Investment Companies
("OEICs") and Australian-domiciled
trusts in the future.

In recent years, managed funds tax policy
has created a distinct advantage for
international competitors offering
foreign-based investment options in
New Zealand. While tax should never be
a primary consideration in making
investment decisions, the tax advantages
offered by many overseas funds have
nevertheless become a factor in product
selection. Meanwhile, the growth of
these funds has the potential to deprive
the Government of tax revenue, making
it inevitable the IRD would eventually
look to address the situation.

Tax officials plan to publish their
discussion paper in October to highlight
foreign-domiciled fund tax issues and
other tax inconsistencies within the

financial services industry.

In itself, the discussion paper may not
lead to immediate or automatic

change; the consultation and discussion
process, together with the development
of alternate tax approaches, will take
time. There may also be some delay
before any decision made comes into
effect.

Asalways, itisimportant to keep your
investment portfolio under regular
review and use the services of an
investment professional.

Tax update

Discounts for "Good Behaviour"- The
law has recently been changed so thata
taxpayer's good history of behaviour will
be taken into account when shortfall
penalties are imposed.

Shortfall penalties can be imposed by
Inland Revenue where they discover a tax
shortfall. The short-paid tax must be
paid, plus a penalty may be charged based
on a percentage of the shortfall. The
penalties are imposed for: Lack of
reasonable care (20%), Unacceptable tax
position (20%), Gross carelessness
(40%), Abusive tax position (100%),
Evasion (150%).

The recent changes mean that in most
circumstances shortfall penalties will be
reduced by 50% provided the taxpayer
has not had the same penalty imposed
within the previous two years (for PAYE,
FBT, GST and RWT) or four years for
any other tax.

Penalties can be further reduced by
voluntarily disclosing shortfalls to Inland
Revenue, either before notification of an
audit (75% discount) or during an audit
(40%).

Further Tax Simplification Proposal -
The Governmentis considering
proposals in relation to the payment of
provisional tax. Discussions are
focussing on making changes that would
allow provisional tax to be paid on the
basis of GST turnover, and paid together
with GST. Proponents of this suggestion
point to the advantage of payments being
linked together with cashflow.




