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25 November 2024

Minister of Finance as Acting Minister of Revenue

Taxation of transfers from overseas pension schemes - making ‘scheme
pays’ optional for KiwiSaver providers

Purpose

1.

This report seeks your agreement to make it optional rather than mandatory for
KiwiSaver providers to offer the ‘scheme pays’ mechanism for payment of tax on
transfers of foreign pension funds to New Zealand schemes, proposed in the
Taxation (Annual Rates for 2024-25, Emergency Response, and Remedial
Measures) Bill (‘the Bill").

We are recommending this change in response to submissions on the Bill. If you
agree to the change, we will recommend it to the Finance and Expenditure
Committee in the Departmental Report on the Bill.

You have been delegated responsibility for making this policy decision as Acting
Minister of Revenue, because the Minister of Revenue previously declared a conflict
of interest with the relevant proposals.! It is for this reason that we are reporting
separately to you on this matter. You will also soon receive omnibus policy reports
covering recommended changes to various other proposals in the Bill.

Background

4,

The Bill proposes to introduce a ‘scheme pays’ mechanism for the payment of tax
on transfers of foreign pension funds to New Zealand ‘qualifying recognised
overseas pension schemes’ (QROPS) and KiwiSaver schemes. Under the proposal,
an individual transferring their UK pension fund to a New Zealand QROPS or their
non-UK pension fund to a KiwiSaver could elect for the scheme to pay the required
tax on their behalf. The scheme would pay the tax out of the transferred funds, at
a flat rate of 28%.2

The Bill currently proposes that it be mandatory for both QROPS and KiwiSavers to
offer ‘scheme pays’ on the basis that it is desirable to ensure that the mechanism,
which has taxpayer favourable features, is available to a broad group of people,
rather than just migrants from the United Kingdom (UK). In addition, Inland
Revenue is aware of long-standing concerns that there is significant non-compliance
with our foreign pensions tax rules which could be partially addressed via
information reporting under ‘scheme pays’.

In response to the Bill, two submitters objected to a mandatory requirement for
KiwiSavers to offer ‘scheme pays’. One of those submitters also objected to it being
mandatory for QROPS to offer it. In their view, offering ‘scheme pays’ would impose
a disproportionate compliance cost on scheme providers that receive few transfers,
and providers should therefore be able to choose whether to offer the option.

For many years the QROPS industry has advocated for Inland Revenue to develop
a solution to address a known and inherent problem with the payment of tax on

! Refer to the letter from the Minister of Revenue to the Minister of Finance, dated 27 August 2024: ‘Change to
arrangements regarding responsibility for matters relating to the tax legislative changes for qualifying recognised
overseas pension schemes’.

2 Refer to IR2024/177 for a detailed explanation of the policy. Refer to IR2024/265 for the decision to change the
application date of ‘scheme pays’ to 1 April 2026.
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Fiscal

10.

transfers of UK pension funds to QROPS. The problem is that the migrant cannot
withdraw from the transferred funds to pay the tax - which can be substantial -
without triggering a UK charge of up to 55%, but may have insufficient personal
funds to pay the tax. The ‘scheme pays’ solution was primarily designed to address
this problem and is expected to benefit the QROPS industry and affected taxpayers
as a whole. Further, Inland Revenue will incur administrative costs in building and
running the system necessary for ‘scheme pays’. These costs may not be justified
if only a few QROPS choose to offer the service. Officials consider that it should
remain mandatory for QROPS to offer ‘scheme pays’.

The rationale for requiring KiwiSaver providers to offer ‘scheme pays’ is somewhat
different. Unlike transfers to QROPS, there are not known to be any difficulties with
the payment of tax on transfers to KiwiSavers, because the KiwiSaver rules permit
a withdrawal from the scheme to pay a tax liability. The benefit of extending
‘scheme pays’ to KiwiSavers would be giving individuals entering those schemes
access to a convenient mechanism for paying the tax, and to the 28% flat rate,
providing equity with QROPS investors. It would also improve reporting of the tax
paid on these transfers. However one submitter argued that the equity rationale for
requiring all KiwiSaver providers to offer ‘scheme pays’ is not valid, as some
KiwiSaver providers are likely to opt in if there is enough investor demand.

Due to its simplicity and certainty, we expect there will be enough demand for
‘scheme pays’ that one or more KiwiSavers will choose to offer the service, and the
migrants who want the service will join those KiwiSavers. In targeted and public
consultation, stakeholders — who included KiwiSaver providers - did not disagree
with the proposition that migrants from countries other than the UK or Australia3
might transfer their foreign pension funds to a KiwiSaver, and might benefit from
access to ‘scheme pays’. Therefore we think the reasons for requiring all KiwiSaver
providers to offer ‘scheme pays’ are not as decisive as for QROPS, and it would be
reasonable to make it optional for them to offer the service.

implications

Making it optional for KiwiSaver providers to offer ‘scheme pays’ is not expected to
have a fiscal impact.

Consultation

11. The Treasury was informed of the contents of this report.

Next steps

12. If you agree to the change, officials will recommend it in the Departmental Report
on the Bill.

13. Although Cabinet agreed to make it mandatory for scheme providers to offer
‘scheme pays’,* officials consider that making it optional for KiwiSaver providers to
offer it is a minor and technical change, because the primary target of the policy is
QROPS providers. Therefore, the change does not require Cabinet approval.

14. In accordance with the 27 August 2024 delegation letter, the Minister of Revenue

will continue to progress the QROPS proposals through the House together with the
rest of the Bill, and you will be kept informed of this progress.

3 Australian pension funds can be transferred tax-free to KiwiSavers, so tax is not an issue for these transfers.

4 See CBC-24-MIN-0070, para 3.1.
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Recommended action

We recommend that you:

1. agree to make it optional for KiwiSaver providers to offer the ‘scheme pays’
mechanism for payment of tax on transfers of foreign pension funds to New Zealand
schemes, proposed in the Bill.

Agreed/Not agreed

2. note that it will still be mandatory for QROPS to offer ‘scheme pays’.
Noted

3. note that recommendation 1 is expected to be fiscally neutral.
Noted

4, refer a copy of this report to the Minister of Revenue for his information.

Referred/Not referred

s 9(2)(a)

Pamela Law
Principal Policy Advisor
Policy

Hon Nicola Willis
Minister of Finance as Acting Minister of Revenue
/ /2024
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