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ISI – Industry Discussion Group

Commercial Issues
	#
	Unit Pricing Issues:

	1
	Unit Pricing (will need to liaise and agree with 6 below as will need to encompass the format the pricing will take as well as the methodology)

	2
	Tax assets – recognition of formation losses in unit price.

	3
	Post-PIE assets and liabilities – should they still be recognised as assets and liabilities of the entity?

	4
	Should imputation credits be included in the unit price?

	5
	Protocols required – gross or net?  Application to/cooperation with other industry groups.

	
	Information Flows

	6
	Inter-fund information flow – especially the detailed format and the timing (will need to liaise and agree with 1 above).  Should there be agreed formats – and what if some fund managers do not have that technology?

	7
	Reconciliation of differences – should there be an industry standard on reconciling differences – and allocation of unreconciled items to funds?

	
	Issuing and Cancelling Units

	8
	Timing of cancellation/issue of units/interests for tax liability/rebates

	9
	Cancelled units to fund tax themselves triggering liabilities

	10
	Unit issue/cancellation in multi-fund entities

	11
	Impact of switches within a fund rather than between funds

	
	Partial Exits

	12
	Partial exits

	13
	Which units to cancel to pay the tax liability

	
	Dishonours and Backdating

	14
	Dishonours

	15
	Backdating issues

	
	Other Issues

	16
	Protocol on how to treat non-NZ business days eg UK bank holidays, non-trading days offshore.

	17
	Treatment of interim interest rates

	18
	Deduction of fees charged directly to investors / taxation of fee rebates issued directly to investors.

	19
	How attribution of all expenses on the investor fraction basis may not attribute management fees to the investor to which they relate.


	20 
	Inter-funding – PIE claims/warranty.


	Issue Number:
	1


	Issue Name:
	Unit Pricing (will need to liaise and agree with 8 below as will need to encompass the format the pricing will take as well as the methodology)

	Issue Description:
	Unit Pricing is currently represented to the market as a net price.  

The current concept of a gross price (before all tax) is used more for performance purposes.

PIE pricing is neither of the above and is expressed as both a price, plus price components.  Alternatively, it represents cash price (i.e. all income other than tax credits or tax deducted at source)




	Issue resolution:
	PIEs will issue unit prices that reflect the cash value of the fund, this is neither the current net or gross price.  (some industry members may refer to this as gross price)

For example a $100 fund that receives a $10 dividend, 2/3rd  as cash and 1/3rd as imputation credits.

Assuming 100 units on issue, the cash unit price of the fund is $1.067.  The imputation credit is flowed through to the member and cannot be claimed by the fund.  In addition to issuing a cash price of $1.067, taxable income of $0.10, and an tax imputation credit of ($0.033) will also be issued.

Minimum requirement for a fund would be 

· Cash Price

· Taxable Income (component)

· Foreign Tax Credits (component)

· Resident Withholding Tax (component), and  

· Imputation Credits (component)

Other possible fields mentioned:

· Split between domestic and international income

· Formation losses

Many of the components could also be broken down depending on client needs; however the above list should be a minimum standard for a PIE.

It is also important to tie this minimum requirements to what the IRD needs, input from TOII group is required.



	
	


	Team 
	
	

	Name
	Phone number
	Email address

	Scott Hamilton
	09 487 5136
	Scott.hamilton@asb.co.nz

	Alex Lau
	09 448 4919
	Alex.lau@asb.co.nz

	David Clement
	04-4981778
	David_Clement@westpac.co.nz


	Issue Number:
	2


	Issue Name:
	Tax Asset – Recognition of Formation losses in unit price

	Issue Description:
	The issue here is whether tax asset relating to formation losses should be recognised in unit prices.  If so, at what value.




	Issue resolution:
	No decision has been made as to whether formation losses should be recognised in pricing.  However, to generate discussions, the following should considered:


Option 1: Recognise formation losses in pricing


(i) If recognised in pricing, the fund needs to resolve the issues around the inconsistency of some timing related tax assets are not being recognised. (e.g. ICs, FTCs and PIE tax accrued but not paid to the IRD yet).  In addition, valuation issue needs to be resolved.   


(ii) Formation losses cannot simply be valued at either 33%, 19.5% or even a weighted average rate, especially with the presence of 0% investors.  From an inter-fund structure point of view, pre-formation losses will not be quarantined to the generating entity.   The crucial point is to agree how to value these losses without creating unitholder equity issues.  Suggestion may be actuarial input.


Option 2:  Not recognise in pricing at all

If we do not recognise the formation losses in pricing, we need to develop a method to value the assets and to transfer value to investors.

ISI agrees to review its current tax asset recognition policy.  In addition, the changes to IFRS on tax asset recognition need to be considered.  May wish to seek guidance from the TOII Group.  However, unlikely that IRD will give opinion on this.
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	Name
	Phone number
	Email address

	Scott Hamilton
	09 487 5136
	Scott.hamilton@asb.co.nz

	Alex Lau
	09-4484919
	alex.lau@asb.co.nz

	David Clement
	04-4981778
	David_Clement@westpac.co.nz


	Issue Number:
	3


	Issue Name:
	Post-PIE assets and liabilities – should tax still be recognised as asset and liabilities of the entity

	Issue Description:
	The issue here is whether tax and tax liabilities post PIE should be recognised at the entity level.




	Issue resolution:
	Given that the intended effect of this regime under HL 1 is for a PIE to allocate tax liability to individual investors, no tax liabilities should be recorded in the fund.  

In terms of assets, as investors will be getting rebates on tax losses and excess credits, no tax assets should also be recorded at the fund level.   

In order to calculate tax correctly under the provisions of the Act, all tax liabilities and assets should be kept at individual unit holder level.

Ultimately, it is the members’ auditors’ decision on how these assets and liabilities are to be disclosed in the financial accounts.
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	Phone number
	Email address

	Scott Hamilton
	09 487 5136
	Scott.hamilton@asb.co.nz

	Alex Lau
	09-4484919
	alex.lau@asb.co.nz

	David Clement
	04-4981778
	David_Clement@westpac.co.nz

	
	
	

	
	
	


	Issue Number:
	4


	Issue Name:
	Should imputation credits be included in the unit price?

	Issue Description:
	Tax Credits are currently part of unit prices, as all tax credits are the property of the fund.

In a PIE environment, are tax credits to be part of the unit price?



	Issue resolution:
	The answer is both yes and no.

As a general rule tax credits are to be flowed through to the member and are therefore not part of the cash price of the fund.  The tax credits are however a component of the price received by the member.

The exception to the rule will be when a fund is holding formation losses (a tax asset).  The legislation requires that formation losses are applied against taxable income first with any tax credits being received during this period remaining with the fund.  The tax credits will therefore be added to the tax asset, thus becoming part of the unit price.   Whether the converted assets are carried in the unit price will be subject to individual members tax asset policy.
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	Scott Hamilton
	09 487 5136
	Scott.hamilton@asb.co.nz

	Alex Lau
	09 448 4919
	Alex.lau@asb.co.nz

	David Clement
	04-4981778
	David_Clement@westpac.co.nz

	
	
	

	
	
	


	Issue Number:
	5


	Issue Name:
	Protocols required – gross or net? Application to co-operate with other industry group

	Issue Description:
	The issue here is whether we can achieve an industry consensus on how the unit price and various pricing components are produced and in what manner.




	Issue resolution:
	Assuming all players will be using cash pricing with the ability to identify various pricing components (i.e. imps, RWT, NRWT, taxable income, deductible expenses….etc), the industry should provide each other with at least:

(i) A daily cash unit price;

(ii) Pricing components including:
(a) Taxable Income (net of deductible expenses) cpu/$
(b) Imputation Credits cpu/$
(c)  FTC  cpu/$
(d) RWT cpu/$
(e) Formation losses used

This will enable the lower-tier fund to strike a price.  In terms of timing, information should be provided as soon as the day’s pricing is issued.  Some industry members consider a need to split between domestic and international income to facilitate LC14 calculation on fund of fund.  Got TOII group confirmation that PIE income is treated as a particular income source, no need to split for FTC purposes.    

These information flow will be subject the final reporting requirements issued by the IRD.  TOII group input on what are the minimum requirements is required.  
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	Scott Hamilton
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	David_Clement@westpac.co.nz


	Issue Number:
	6


	Issue Name:
	Inter-fund information flows.



	Issue Description:
	The issue is to identify the information, required to flow between industry members operating in the PIE regime. In particular, information flows between investors and the funds in which investments are made. 

Issues for consideration include:

· The interaction with IRD reporting requirements.

· Minimum information standards. 

· The timing of information.

· The format of information flows (i.e. electronic, mainframe or spreadsheet)

· An approach to commercially sensitive information.

· The type of information required – this could include:

1. Information for income allocation of sufficient breakdown in order to identify taxable income, foreign tax credits and other tax credits such as imputation credits.

2. A identifier for a PIE entity

3. Information to assist the investor to determine if investments are within the required 20% in an investment class (i.e. investor interest size requirements).

4. Information with respect to unit pricing (see issue template 1).

5. Approaches taken to the timing of cancellation/issue of units for tax liability/rebates (see issue 9A).

6. Approaches taken to the recording of tax provisions with respect to the transition rules (see issue 5).

   

	
	


	Issue resolution:
	The development of an industry protocol with respect to inter-fund information flows for industry members operating in the PIE regime.

The protocol would leverage off IRD information requirements (particularly with respect to format and timing). An alignment of the industry practice in respect of inter-fund information flows with IRD information requirements should assist in ensuring inter-fund information requirements can be met.  

At a minimum the flows of information between funds would include that relevant for the purposes of determining taxable income, foreign tax credits and other tax credit entitlements.
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	Mike Heffernan
	02 9978 9373
	Mike_Heffernan@promina.com.au

	John Kybert
	+61 2 9978 9297
	John_Kybert@promina.com.au

	Nicole Ma
	+61 2 9978 9262
	Nicole_Ma@promina.com.au


	Issue Number:
	7


	Issue Name:
	Reconciliation of differences – industry standard



	Issue Description:
	The issue is whether there should be an industry standard on the reconciliation of differences and the approach to the allocation of unreconciled items to funds by industry members operating within the PIE regime.

Issues for consideration include:

· An equitable method of allocation of differences (i.e. between current investors at time of reconciliation or investors during the period to which the difference relates).

· Identification of circumstances where reconciliation is required. These could include situations where industry members apply individual policy for example:

1. unit pricing impact with respect to tax asset recognition in respect of formation losses (see issue 2)

2. approaches taken to the timing of cancellation of units for tax liability rebates (if different see issue 9A).

3. approaches taken to the transitional tax liabilities recorded in unit price (see issue 5).

4. post- PIE recognition of deferred tax assets and liabilities ( see issue 3).

· Identification of minium information standards, timing and format to enable reconciliation of differences.

· Establishment of an agreed process to enable reconciliation of differences.

· Identification of approaches for allocating unreconciled items to funds.

· Establishment of an agreed process of allocating unreconciled items to funds.

   

	
	


	Issue resolution:
	The development of an industry protocol with respect to reconciliation of differences and the approach to the allocation of unreconciled items to funds by  industry members operating in the PIE regime.

Where-ever possible, differences (with respect to reconciliation of errors) would need to be allocated to industry members who are unit holders who were investors during the period to which the error relates. Difficulties may arise in respect of investors who have exited the fund during the relevant period.  An equitable method of addressing alterations in tax liability stemming from such reconciliations needs to be addressed. 
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	Mike_Heffernan@promina.com.au

	John Kybert
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	Nicole_Ma@promina.com.au


	Issue Number:
	8


	Issue Name:
	Timing of cancellation/issue of units/interests for tax liability/rebates



	Issue Description:
	[Following presumes remedial amendment to HL 7 to give effect to what we understand to be intended requirement that investor return adjustment for a daily/annual PIE to be within two months of the end of the year (or investor exit period where relevant) rather than the portfolio calculation period – ISI remedial issues group to pursue].

The Tax Act does not prescribe exactly when the investor return adjustments are required to be made other than setting a time limit (generally two months) after the quarterly/exit/annual calculation (Section HL 7).  Fund managers will have to make two decisions in this regard: the method of undertaking the investor return adjustment (e.g. cancellation of units or collection of cash, and issuing of units or distribution of cash/assets), and the exact timing of such transactions within the time limit specified under HL 7.




	Issue resolution:
	Two basic approaches (and probably a number of variances on each) can be rationalised: one being to issue and cancel units on or immediately after the date on which the calculation of attributable income and tax liability/rebates is undertaken, the other being to try to match the issue and cancellation of units with the cash flows that occur between the fund and the IRD (or “within” the fund to the extent that rebates reduce the amount of tax liability that would have otherwise been paid to the IRD), with the latter approach being modified where those cash flows occur after the time limitation specified in HL).

The rationale and issues associated with these alternatives will need to be fleshed out.  Such an analysis should also include an attempt at modelling the materiality of the differences between the approaches in a range of circumstances.

The group should be working towards establishing a consensus on this, both with a view to standardising compliance/operational requirements, but also to avoid confusion at investor level.

Note: this is unlikely to be an issue which the IRD will want to have a view on, or in respect of which they would be prepared to prescribe in the Tax Act, but if that is what the group decides is preferable, arguments will need to be identified in support of one of the chosen approaches being mandated by legislation.
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	Paul Mersi
	04 462 7272
	paul.mersi@nz.pwc.com

	Mark Russell
	09 355 8316
	mark.r.russell@nz.pwc.com


	Issue Number:
	9


	Issue Name:
	Cancelled units to fund tax themselves triggering liabilities



	Issue Description:
	Currently daily/annual PIEs are required to pay tax to IRD in respect of any investor who exits totally before the end of the year or whose remaining interest in the fund is equal to or insufficient to cover the tax liability.  [Note: consideration is being given to approaching IRD to mandate /allow for the payment of tax in respect of all withdrawals on a more real time basis to reduce the commercial risk with the current proposal.]

Under any of the above scenarios, there is no differentiation in the legislation between units redeemed at the behest of the investor (i.e. a withdrawal) and units redeemed/cancelled at the instigation of the fund to effect the investor return adjustment required/facilitated by HL 7.  Accordingly, it is possible for the latter category of cancellation to in turn trigger a liability to pay further tax (representing the tax on income attributed to those units that have been cancelled).  This process can be an iterative one where month after month smaller and smaller numbers of units are cancelled and smaller tax liabilities are generated, all triggered by an initial cancellation event in actioning the end of the previous year’s attributed income.




	Issue resolution:
	Discussion to be conducted within group as to the consequences of the above.  
Possible solution is to request legislative change such that units cancelled by virtue of HL 7 adjustment should not of themselves any liability to pay tax.  This would probably have to go hand in hand with another provision to avoid the attribution of any income to such units (or the reallocation of such attributable income to the remaining units of that investor).  This may have practical and operational ramifications in itself.  
Group needs to work through these issues to determine the most desirable outcome and then in turn whether legislative change is desirable.
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	Paul Mersi
	04 462 7272
	paul.mersi@nz.pwc.com

	Mark Russell
	09 355 8316
	mark.r.russell@nz.pwc.com


	Issue Number:
	10


	Issue Name:
	Unit issue/cancellation in multi-fund entities


	Issue Description:
	Section HL 7 prescribes the “investor return adjustment” (i.e. requires the benefit of rebates to pass to investors and mandates, in association with the new Section 33 B of the Trustee Company’s Act per clause 244, the cancellation of units/interests to fund tax payable in respect of income attributable to an investor).

References in that section are to the portfolio tax rate entity.  For an entity with multiple classes of unit/interest, it is only the net liability/rebate for an investor in respect of an entity that is required/able to adjust for.  Thus if an investor has more than one class of unit, the tax liability/rebates for that investor for each class need to be netted in order to determine how many units are cancelled or issued to the investor.  The section does not mandate or facilitate the cancellation or issuing of units on a class-by-class basis.  

In addition, where an investor has interests in more three or more classes of one entity, an arbitrary decision/rule will need to be developed to determine how the net units issued or cancelled are allocated across the classes (no guidance would be expected to be provided by the Act for this). 

The wording of HL 7 appears to be clear in respect of the above and therefore legislative change is required to facilitate “gross”/class-by-class unit adjustments.  




	Issue resolution:
	IRD has recently been made aware of this issue and its initial response (not unexpected) was that they did not have a strong view either way and would not have an objective to altering the provision to facilitate what the industry wanted.

An additional point to consider is whether the industry wants a change to HL 7 which requires adjustments in a multi class entity to be on a class-by-class basis or whether the option remains to have a net adjustment (IRD likely to favour the latter as some may have planned on the basis of the Act).
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	Paul Mersi
	04 462 7272
	paul.mersi@nz.pwc.com

	Mark Russell
	09 355 8316
	mark.r.russell@nz.pwc.com


	Issue Number:
	11


	Issue Name:
	Impact of switches within a fund rather than between funds



	Issue Description:
	An investor may either have tax payable or a rebate due when they crystallise their position moving from one class to another class within the same fund/entity.

HL 7 and HL 20 operate on an entity basis rather than a class by class basis.

It is expected that registry and reporting systems would be simpler if switches within a fund are treated as a withdrawal from one class (crystallising any tax payable or rebate due) and the issue of units by another class.  If the tax liabilities or rebates are not crystallised they would need to be tracked as they moved from one class to another.



	Issue resolution:
	Industry to determine the preferred approach and whether it is practical to deal with tax on a fund basis rather than a class basis.  Legislative change may be required.
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	Donald Wong
	04 495 3923
	dowong@deloitte.co.nz

	
	
	

	
	
	

	
	
	

	
	
	


	Issue Number:
	12


	Issue Name:
	Partial exits



	Issue Description:
	Currently the legislation does not cover what happens when a fund manager needs to cancel units to pay a unit holder’s tax liability to the IRD (as the income allocated to the investor is less than their tax liability due, this situation could arise if a unit holder made a partial redemption and then the market declined).




	Issue resolution:
	The legislation currently allows for the cancellation of units at such time as the tax liability exceeds the remaining holding. This may not be practical in reality given systems requirements to track these thresholds and competing system functionality required by the Act.

HL 7 allows an adjustment reflecting the effect of the investor’s portfolio investor rate following the end of the calculation period (daily calculation at least by next day); It is flexible enough to allow the fund manager to make investor adjustment on partial exits should they wish at any point in time, provided they have covered this aspect off in their offer document.

Any legislative change (if required) will need to be flexible and accommodate those fund managers who do not wish to deduct tax on partial exits where the remaining units are of sufficient value.
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	356 4000
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	Issue Number:
	13 


	Issue Name:
	Which units to cancel to pay the tax liability, as registry may be set up on FIFO/weighted average currently?

	Issue Description:
	The legislation does not cover which units need to be cancelled to pay a unit holder’s tax liability. 




	Issue resolution:
	There is no difference in redemption value of units post PIE. 

We suggest that if tax liability represents 10% of the unit holder’s total balance, then on a pro-rata basis (weighted average basis) 10% of the units be cancelled.
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	Issue number:
	14


	Issue Name:
	Dishonours

	Issue Description:
	Are any special processes required to account for dishonours in the registry systems?  Currently new units are often registered immediately, before payments for the units have been processed.  If the payment is not successful because of a dishonoured cheque or automatic payment, the creation of the units is subsequently reversed in the registry system as if it units had never been issued.

This is reported to the administrator as a negative subscription amount so that the reduction in units is included in the calculation of the unit price.   Typically investors that exit in the interim period are not compensated for the dilution of the unit price (which is immaterial at an individual investor level).

With PIE, in the intervening days taxable income and credits will have been allocated to the holding that is subsequently cancelled.  How should these amounts be dealt with?  It is expected that the $ amounts involved in relation to each cancellation will not be material, however dishonours do occur frequently and over time the amounts may become significant.

The options for dealing with this issue are:

1. Do not allocate units until payments have been processed.

This is unlikely to be desirable from a commercial perspective.


2. Revise the income attribution for periods affected by a cancellation of units.

As per issue 12, recalculating earlier income allocations is not desirable from a systems perspective.


3. Reallocate income attributed to cancelled units on the date the units are cancelled.

As per issue 12, this may be a viable resolution.  If the dishonour occurs after attribution such that PIE tax has been calculated and paid to the IRD based on a holding that has subsequently been cancelled, the PIE should be able to credit this against the next period’s payment.


4. Treat the income attributed to cancelled units, in which case it is technically a liability of the fund, which presumably the manager would be required to fund.

Whether this is viable will be a trade off between the likely cost of meeting the tax and the cost of implementing systems to reallocate the income on the current day.




	Issue resolution:
	It is recommended that the third option be adopted.  That is:

· Reallocate income attributed to cancelled units on the date the units are cancelled.

· If the dishonour occurs after attribution such that PIE tax has been calculated and paid to the IRD based on a holding that has subsequently been cancelled, the PIE should be able to credit this and reallocate against the next period’s payment.
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	Issue Number:
	15


	Issue Name:
	Backdating

	Issue Description:
	· If allocation/calculation is done on a daily basis - what happens with “back-dated transactions”, e.g. where it is determined that income or expenditure previously allocated was under or over stated? 

· Do we attempt to amend the allocation of income for the date on which the affected income or expense arose or perform a “catch up” at the time the matter is uncovered?


· Amending the allocation as per the day the income or expense item relates to provides the most theoretically pure outcome, however this is likely to be difficult to achieve from a systems perspective.  Further, some unit holders may have exited since the original date, meaning it is not possible to fully “correct” the position.

· Adding the income or expenditure to the current day’s allocation is likely to be practical from a systems perspective, and is also likely to more closely reflect what has happened in the unit price (i.e. people who have exited in the interim do not benefit or suffer from an increase or decrease in the price as a result of the adjustment)




	Issue resolution:
	Suggest that any required amendments to income or expenses that are identified should be processed as part of the current day’s allocation and no amendment should be made to earlier allocations. 

It is recommended that the systems are restricted so that back-dated transactions are not permitted.
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	Issue Number:
	16


	Issue Name:
	Protocol on how to treat non-NZ business days eg UK bank holidays, non-trading days offshore



	Issue Description:
	The PIE regime will generally require the daily pricing of funds and the daily allocation of income.  Protocols are required to deal with:

· Non-trading days within NZ such as week ends 

· Non-trading days overseas such that on market price is available
Further issues to be considered:

· Regional holidays eg Auckland or Wellington anniversary days

· 31 March occurring on a non-business day



	Issue resolution:
	A unit price should be issued on the first business day following the non-trading day(s) that should incorporate the income for all days since the last unit price.  For example, on a standard week end Monday’s unit price will be based on Monday market information and include three days income (Saturday, Sunday and Monday).

If no pricing information is available for a particular country or market, the unit price should be based on the last available prices for that market.  Any income for the non-trading days would be included in the next day’s unit price.

Fund managers may not issue a unit price if it is a non-trading day in the city in which they are based.  The next day’s unit price would be expected to include the income for the non-trading day. 
An exception may be required where 31 March falls within a week end or holiday period to have unit priced to 31 March.  Need to clarify with Inland Revenue.
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	Issue Number:
	17


	Issue Name:
	Treatment of interim interest rates 

Includes unitised  fixed priced funds (e.g.: mortgage unit trusts and cash unit trusts)

	Issue Description:
	Which interest rate do you attribute? i.e full period interest rate, lower interest rate that takes into account the investor is redeeming during the period, or something entirely different.

PIE legislation (section HL24) prescribes that portfolio investor allocated income/losses are calculated using the formula:

     Investor fraction X (class income – class loss)

                         Days in period

However, for products that distribute their entire income (i.e mortgage unit trusts) the amount that was actually distributed to individual investors that redeemed intra-period, may differ to the income that the legislation stipulates should be allocated to the investor.


	Issue resolution:
	Options :

1.  Use HL 21 – quarterly option;

2.  Use HL 22 – provisional tax option

3. If possible, attribute daily (e.g.: will require actual distributed income and allocated income to be same for exiters)) 

 HL 21 and HL 22 are methods available that will allocate income in accordance with distribution.. 
Dollar product funds will need to accrue income daily under normal accounting/ unit pricing practice. Actual Income will need to be attributed on a daily basis and interest adjustments done for exiting investors and annually. If the fund cannot accrue income daily then it will need to opt for quarterly period and zero rate exiting investors. Interim interest could be paid on exit with no deduction for tax.

4. Offer documents may need to be altered to remove reference to interim interest rates. 
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	Issue Number:
	18


	Issue Name:
	Deduction of fees charged directly to investors

Taxation of fee rebates issued directly to investors

	Issue Description:
	Fees charged directly to an investor (outside a fund) may not be included in the PIE tax calculation for that investor. Typically such fees may be charged either direct to the members account within the fund, or to a cash account that sits outside the fund. The PIE cannot claim the deduction under HL18 (4), as the expense needs to be incurred in deriving the assessable income allocated to the investor class.

Examples of such fees may include:

· KiwiSaver monthly administration fees charged on a per member rather than per unit basis 

Fees rebates issued to an investor may not be included in the PIE tax calculation for that investor.

Examples of such rebates may include:

· Rebates issued to discount management fees, charged inside a fund, on a sliding fee scale. 

Under the current legislation an individual investor must file a tax return to claim a tax deduction for any such deductible fees and/or pay tax on any such rebates. 




	Issue resolution:
	Solution:  

Request remedial legislation to allow deductible fees and taxable rebates transacted directly between an individual investor and fund manager to be included in the PIE tax calculation.  

Benefits would include:

· the gathering of revenue on fee rebates through the PIE mechanism, rather than relying on individual taxpayers to account for this income through tax returns 

· the deduction of small amounts of fees through the PIE mechanism, rather than IRD being required to process large numbers of individual tax returns and tax refunds.

· avoidance of bad publicity regarding the need for KiwiSaver investors to file tax returns to claim tax refunds on member fees.  
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	09 337 7631
	Simon_Pennington@amp.co.nz

	Karen Scheirlinck
	09 337 7738
	Karen_Scheirlinck@amp.co.nz

	
	
	


	Issue Number:
	19


	Issue Name:
	Attribution of all expenses on investor fraction basis may not attribute management fees to the investor to which they relate

	Issue Description:
	Where funds operate sliding fee scales and recognise these fees inside the fund, attribution on the ‘investor interest fraction’ basis will not attribute the correct amount of fee to specific investors in the PIE tax calculation.

As an example:  assuming investors with large unit holdings are entitled to lower management fees, an investor with a smaller than average unit holding will be disadvantaged as a portion of their fee will be attributed to the larger investor. 




	Issue resolution:
	Solution:

Remedial legislation to allow PIEs to attribute specific fees e.g. management fees, on a basis that reflects the commercial interaction between the PIE and its investors, where the investor interest fraction does not deliver investor equity. 

Benefits:

Investor equity

Gives effect to FEC support for the general principles:

· that the PIE tax rules should recognise income in the same way that the PIE allocates that income to investors

· that the PIE tax calculation methodologies should provide more flexibility and reflect the way each PIE attributes income to its investors

If fees charged directly to investors can not be included in the PIE calculation (see previous issue) this would provide an alternative mechanism for funds that operate sliding fee scales and charge fees on a per member basis.
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	Issue Number:
	20


	Issue Name:
	Inter-funding –PIE claims/warranties


	Issue Description:
	The issue is the approach to be taken in respect to warranties and associated claims between industry members operating within the PIE regime.

Warranties and claims would be relevant in a number of circumstances in particular with respect to the accuracy and timeliness of information flows (as addressed in issue number 8).

We believe, in general, the application of warranties and claims fall within the two broad categories of:

1. Eligibility to be a PIE.

For example, with respect to eligibility, the investor size requirement includes a limit with respect to the % of total interests (i.e. 20%) an investor can hold in a portfolio investor class. In certain circumstances, this requirement does not apply to an investor who is a PIE. 

Thus, an entity might rely on assertions by an investor, that the investor is itself a PIE in determining if the entity satisfies and continues to meet the eligibility requirements with respect to investor size in order to be a PIE. 

2. Inaccuracies or errors with respect to income allocation.

For example, if an error with respect to the allocation of income is discovered after the end of the calculation period, a mechanism is required to address the error, particularly in the context of cascading fund investment arrangements. An error which is discovered prior to the end of a calculation period may have less adverse implications.

An issue may also arise with respect to investors exiting during a calculation period and the flow on impact to fund investors where income allocation calculations are undertaken on a daily basis.

Issues to be addressed include whether the industry should agree to a common practice with respect to warranties and associated claims. If so areas to resolve include:

· What would be considered an adjustment vs an error in the context of unit pricing for cascading investments (i.e. retail to wholesale and wholesale to wholesale investments).

· What would be considered an acceptable level of due diligence

· Would materiality levels would be appropriate.

· What would be considered adequate documentation

· What would be the process for communication of errors.

· The circumstances in which compensation would be payable and who bears the relevant liability including any penalties.

· What would be the interaction with relevant IRD notification requirements.




	Issue resolution:
	The development of an industry protocol with respect to warranties and associated claims for industry members operating in the PIE regime.

This could include the establishment of a pro-forma service level agreement to address issues such as whether an investor is a PIE entity and the monitoring of % of unit holdings to ensure eligibility to remain a PIE entity. Members could amend the agreement to meet individual circumstances.
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