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SIMPLIFYING TAXES ON FOREIGN 

SUPERANNUATION SCHEMES 

The idea of retiring at a ripe old age free from financial 
pressures is a pleasant vision for many. As the benefits 
of saving for retirement are recognised globally, it is 
becoming more common for individuals to migrate to 
New Zealand with superannuation funds from their 
previous country of residence. 

 
Generally, once an individual is deemed a New Zealand 
resident for tax purposes, all of their worldwide income is 
subject to New Zealand’s tax rules - including their 
foreign superannuation funds. The tax rules relating to 
foreign superannuation funds are known for their 
complexity, which has resulted in a lack of awareness 
and confusion regarding how the rules apply and 
ultimately non-compliance and inconsistency. 

 
Under the current rules a number of different regimes 
could apply to foreign superannuation funds. For 
example, if a person’s fund has been invested into an 
entity that is deemed to be a company for tax purposes, 
there could be an annual tax liability under the Foreign 
Investment Fund (FIF) rules, which broadly taxes their 
‘share’ in the company, and any withdrawal from the fund 
could be deemed to be a taxable dividend. 
 
In recognition of the problem, the Government released 
an Officials’ Issues Paper in July 2012 that proposed a 
number of options, and draft legislation has now been 
introduced to apply from 1 April 2014. The new rules are 
intended to apply to people who contribute to a foreign 
superannuation fund while working overseas and other 
specifically defined “foreign superannuation schemes”. 
The following summarises key elements of the draft 
legislation: 

• The FIF rules will no longer apply to foreign 
superannuation schemes. 

• The value of a person’s foreign superannuation fund 
will no longer be taxed on an annual basis. Instead, 
lump sum amounts will either be wholly or partially 
taxed when withdrawn or transferred to a New 
Zealand or Australian scheme, using one of two 
calculation options. The amount of tax will depend 
on how long a taxpayer has been New Zealand 
resident. 

• Withdrawals in the first four years after a person first 
becomes a New Zealand resident will not be 
taxable. 

All information in this newsletter is to 
the best of the authors' knowledge 
true and accurate. No liability is 
assumed by the authors, or 
publishers, for any losses suffered by 
any person relying directly or 
indirectly upon this newsletter. It is 
recommended that clients should 
consult a senior representative of the 
firm before acting upon this 
information. 
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• Receipt of a pension or foreign social security 
payment will be taxed as many have always been – 
at the individual marginal tax rate. 

 
Note: withdrawals from Australian superannuation 
funds will generally be exempt from tax under the New 
Zealand / Australia Double Tax Agreement. 
 
To avoid disadvantaging some taxpayers during the 
transition to the new rules, the Government has 
proposed that: 

• Foreign superannuation funds transferred into 
KiwiSaver schemes are allowed a withdrawal from 
the scheme to pay their tax bill. 

• Those who complied with the FIF rules before the 
introduction of the bill (20 May 2013) may choose to 
continue to use the FIF rules. 

• Those who made a lump-sum withdrawal or a 
transfer to another superannuation scheme between 
1 January 2000 and 31 March 2014, but did not 
comply with their tax obligations at the time, will 
have an option to pay tax on only 15% of the lump 
sum amount. 

 
The proposed new rules appear simpler to understand 
so there should be a greater level of compliance. 

CHANGES TO FINANCIAL REPORTING FOR SMES 

Draft legislation is in the process of being finalised that 
will change the level of detail required in an entity’s 
financial statements, depending on its size. 
 
Currently, if a New Zealand company meets two or 
more of the following criteria, General Purpose 
Financial Reporting (GPFR) requirements must be met 
when financial statements are prepared: 

• annual turnover of more than $2 million 

• total assets of more than $1 million 

• have more than 5 employees 
 
GPFR requires certain key information 
to be included in a set of financial 
statements and is intended to provide 
information to stakeholders (such as 
the bank or the IRD) for decision 
making purposes or accountability purposes where 
they would generally be unable to obtain the 
information themselves. GPFR is a legal requirement 
and standards are set by the External Reporting Board. 
 
Companies who fall below the above requirements are 
exempt and may report using Special Purpose 
Financial Reports (SPFR), which are basically a 
simplified form of financial statements that enable 
companies to choose what information is included. 
 
In an attempt to reduce compliance costs for SMEs, it 
is proposed that GPFR will not have to be complied 
with if an entity has: 

• annual revenue of less than $30 million, or 

• total assets of less than $60 million. 

Note: these changes do not apply to Issuers. 
 
It is expected that 98% of New Zealand’s Companies 
would fall into the new SME definition. The New 
Zealand Institute of Chartered Accountants (NZICA) 
has created a working party to develop a 
recommended accounting framework for SMEs. The 

framework will be in a simple language 
format, and include industry based model 
financial statements. 
 
The IRD is also working on a minimum 
reporting standard for its purposes to 
ensure consistency in its requirements. As 
the IRD is the single biggest user of 
financial statements in New Zealand it is 

important that taxpayers do not have to amend their 
statements after they have been prepared, to meet the 
IRD’s needs. Draft legislation is being finalised that will 
provide the IRD with the legislated basis for setting 
these requirements. The IRD will initiate public 
consultation later in the year. 
 
The changes are to apply from the 2013 / 2014 income 
year or 1 April 2015 at the latest. The reduction in the 
requirements for SMEs should hopefully bring a 
welcome reduction in compliance costs. 

SNIPPETS 

INTEREST DEDUCTIONS – A REMINDER 

 

A recent Taxation Review Authority (‘TRA’) case serves 
as a reminder not to be complacent when it comes to 
lending arrangements between associated entities. 
One of the fundamental questions to be asked is “what 
has the entity used the funds for”, to determine whether 
or not there is the required connection between the 
expenditure and income derived. 

 
 
In a recent TRA case, the taxpayer was a farming 
company that borrowed funds from the bank and on-
lent them to other companies in which the company 
had an interest. The funds were subsequently used to 
purchase additional farms, which were then operated 
by the taxpayer. Resolutions were signed by the 
shareholders and director, but there was no written 
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agreement in respect of the on-lending itself. Interest 
was payable on demand, but no demand was made. 
The taxpayer claimed a deduction for interest paid to 
the bank. The interest deductions were disputed by IRD 
and were the subject of the TRA case - and the IRD 
won. 
 
The taxpayer argued that the interest expenditure had 
been incurred in the income earning process, in the 
form of a reduced lease charge for the farm land by 
way of a barter type arrangement. The TRA disagreed, 
finding that there was not a sufficient nexus between 
the interest expense and any benefit to the business 
activities of the taxpayer. Any additional income would 
come as a result of the increased farming activity and 
 not the borrowed funds. 
 
“BLACKHOLE” EXPENDITURE DEDUCTIONS 

The 2013 Budget announced changes to the 
deductibility of “Blackhole” expenditure.  This is 
expenditure that is capital in nature and does not result 
in an asset that is depreciable, because no tax 
deduction arises and it effectively drops into a 
blackhole. To address this, the following types of 
blackhole expenditure are to be specifically deemed 
deductible: 

• deductions for legal and administrative costs in 
applying for patents 

• certain fixed-life resource consents will be 
depreciable 

• costs of abandoned resource consents that haven’t 
been lodged 

• the cost of paying dividends (but obviously not 
dividends themselves) 

• stock exchange listing fees 

• the costs of annual general meetings (but not 
special general meetings) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

STUDENT LOAN REPAYMENT CHANGES 

Due to the poor repayment habits of student loan 
borrowers residing overseas, a number of measures 
are to be introduced to not only increase repayments, 
but provide the Government with ‘teeth’ when dealing 
with overseas defaulters. The changes include: 

• An information matching arrangement between the 
IRD and the Department of Internal Affairs to gain 
access to an individual’s passport contact details. 

• A fixed repayment obligation threshold will be 
introduced requiring overseas-based borrowers with 
higher loan balances to make higher loan 
repayments. 

• To knowingly default on your student loan while 
based overseas will become a criminal offence. The 
IRD will have the power to request an arrest 
warrant, preventing non-compliant borrowers from 
leaving New Zealand. 
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