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Government Reviews
Capital Market Development  & Settlement System
Infrastructure

We applaud and support the NZ government for their initiative
to address NZ capital markets. There are two processes
that market participants and stakeholders need to be aware
of.  A review of market infrastructure has been announced.
 A taskforce has been created to create a strategic roadmap
for capital markets. FMOA look forward to contributing and
outcomes.

Given the state of the global financial markets it provides
strong impetus that matters are considered fully so that
there is certainty that the right decisions and investments
are being made.

Significant changes to market infrastructure only occur every
10-15 years and investment costs are generally substantial
so there is no option but to get it absolutely right.  It is
paramount that the infrastructure will serve all stakeholders
needs, ensuring there is a level playing field for competition
across the value chain and that service delivery is efficient
and cost effective affording both consumer confidence and
choice, thus ensuring New Zealand remains competitive and
attractive within global markets

There is no question that the issues that constantly challenge
markets and regulators are:

• Business ethics culture
• Corporate governance
• Transparency
• Effective prudential regulation
• Appropriate Capital adequacy requirements
• Robust audit and oversight
• Adequately skilled human resources who understand

markets

With the dual government reviews all of the above issues
should receive robust consideration.

The FMOA Management Committee considers the issue to
be extremely important and have approved the creation of
a sub committee for the purpose of assisting government
with their review.

Commerce Minister Lianne Dalziel announced a review of
capital market infrastructure in New Zealand on the 10th
June 08.    The outcome of this review has the potential to
impact all financial market participants’ operations and may
result in further regulatory change, so now is not the time
for apathy.
Commerce Minister Lianne Dalziel said “While the original
impetus for the Bill was with respect to emissions trading,
the proposed changes are intended to improve the operation
of financial markets generally. The provisions that improve
the regulatory regime for clearing and settling financial
products will apply to trading in a number of products;
including equities, debt instruments, currencies and other
commodities”.

Currently there are two settlement systems in New Zealand
– NZX’s FASTER system and the Reserve Bank’s Austraclear
System.  The RBNZ also operates the ESAS Payments
System.

We understand the original Draft Emissions, Settlement
Systems and future bill will now be split and a separate bill
will be introduced for the designation of settlement systems.
It is expected that these bills will be introduced to Parliament
August 08.  The first select committee hearing may also be
facilitated prior to the election period with subsequent hearing
processes being heard after the election in 2009.

The review process addressing the bigger questions of
market infrastructure will be run in parallel and it is hoped
the outcome of this review will be available prior to completion
of the select committee process.  Once the bill has been
introduced, we can expect the Minister to communicate
further information regarding the additional consultation
process and timetable to be achieved by the first quarter of
2009.

We invite all market participants, interested on market
infrastructure developments and understanding any potential
impacts to contact us either via Maria Chandler
maria@fmoa.org.nz or directly with Sub-committee, Chair,
Patricia Bow patricia.bow@hsbc.co.nz.  We also encourage
interested parties to make direct contact with the Ministry
of Economic Development.

Background information

The consultation document and draft Bill are
available at
http://www.med.govt.nz/templates/MultipageDocumentT
OC____33704.aspx

The Ministry received 19 submissions, which are available
at
http://www.med.govt.nz/templates/ContentTopicSummar
y____34511.aspx

The Capital Market Development Taskforce has been
established to look at the current state of New Zealand's
capital markets, the international context, future risks and
opportunities and key changes necessary to deliver the best
possible financial system for New Zealand.

• Rob Cameron
Executive Chairman, Cameron Partners

• Mark Weldon
Chief Executive, NZX

• Nigel Williams
Managing Director, Institutional Corporate & Commercial
ANZ National Bank

• Scott St John
Chief Executive, First NZ Capital

• Adrian Orr
Chief Executive, New Zealand Superannuation Fund

• Cathy Quinn
Senior Corporate Partner, Minter Ellison Rudd Watts

• Jonathan Ling
CEO & Managing Director, Fletcher Building Ltd

• Rob Mcleod
Managing Partner, Ernst & Young New Zealand

• Gareth Morgan
Chief Executive, Gareth Morgan Investments

• Franceska Banga
Chief Executive, New Zealand Venture Investment Fund
Ltd

The Terms of Reference state the Aim, Objective and Output
for this taskforce is:

Aim
To develop and launch a blueprint to improve New Zealand's
financial system for the benefit of the New Zealand economy
and its businesses.

Objectives
The taskforce will:

• identify key constraints and key opportunities for the
development of New Zealand's financial system;

• identify and debate options to improve the performance
of New Zealand's financial system; and

• develop a blueprint for the development of New Zealand's
financial system.

Output
The taskforce will produce a blueprint for the development
of New Zealand's financial system. The blueprint will include:

• an analysis of the current strengths and weaknesses of
New Zealand's financial system and consequent
implications for New Zealand's economic growth;

• an assessment of the key factors which will set the
international context in which the blueprint would be
delivered;

• an articulation of the options for New Zealand's financial
system and the costs, benefits and tradeoffs of those
options, in part icular on economic growth;

• a view on which option would best serve New Zealand
given its current situation and future risks and
opportunities; and

• identification of the key changes New Zealand would
need to make to deliver such a financial system.

The taskforce will seek to win support from government and
business to take action to deliver the blueprint. Action agreed
will be published separately in an action plan which would
include clear milestones.
The blueprint and action plan will be launched at an industry
event, similar to that of the November 2007 Investment Forum.
Where feasible, business and the government will announce
actions that they have already agreed on and can commit to
taking.

Welcome readers of
the FMOA newsletter

FMOA November
Conference and Dinner

The upcoming FMOA conference
is scheduled to be held on the
13th November at the Holiday
Inn.  We first tried the dinner
format in 2006 and the feedback
has recommended it become a
bi-annual calendar item.  Please
put the date in your calendar and
start planning now.

Thursday 13th
Austraclear User Group Meeting,
FMOA Conference and Dinner

Friday 14th
SWIFT User Group Meeting



23 and 24 June are weekend days.  Although it is not shown in this table, weekend
day returns are calculated on the Monday using Friday’s rate, whilst Monday’s rate is
struck on Tuesday and used to calculate a return payable for Monday.

Notice in the above example that rates of return are not compounded daily, rather
each day’s income is assessed at each day’s rate but paid at a set period in time such
as on full redemption or quarterly in arrears. In other words; taxable income is allocated,
but only at the time of a tax event is investor PIE tax calculated, but in doing so total
investor allocated income must be assessed.

Obviously if daily compounding were also implemented dollar returns would be higher
as interest would accrue on interest as well as principal over time.  To compare relative
dollar fund performance the nature of any compounding must be considered, as we
shall see later, if any formation losses are available to shield taxable income.

Rate Fund PIEs
By Adam Cox.

Introduction

In the previous article PIE taxation was described for unitised funds, but not all PIEs,
(portfolio tax rate entities), publish a unit price, instead they may also quote a percentage
yield.   Yield type products are often called dollar funds, because each ‘unit’ (as defined
by the Deed of Trust) have a fixed dollar ($) price.

Investor return is not measured by the difference between two unit prices over time
plus any distributions, rather a yield is explicitly stated and determines the dollar
distribution paid to the investor in respect to the investor’s capital over time; so they
are great for those investors who seek products which quote an explicit rate of return
whilst pay a regular cash distribution.

Income Allocation – Unit Funds vs. Cash Funds.

Dollar funds may allocate income differently to unit trusts for PIE tax purposes. This
is because taxable income for unitised PIEs relates to allocations of taxable income
for tax purposes only and not linked to distributions paid.  For dollar funds however,
there is a extricable link between distributable income and allocated income for PIE
tax purposes.

Entry and Exit Rules for PIE income allocation purposes may differ for unitised funds
and dollar funds.

For example, on Day One the investor applies for units, whilst on Day Two the investor
will be allocated their holding and one day’s worth of taxable income.  On exit, Day
One will see taxable income and tax credits allocated for the investor’s entire holding,
but on Day Two unit holding will be adjusted accordingly and only those units outstanding
will attract an allocation of taxable income and tax credits.

In a dollar fund on the other hand, income for both distribution and PIE tax purposes
may start to accrue from Day 1 onwards, but no income will be allocated on Exit Day.

Rate Funds come in two Basic Flavours:  Cumulative and Non-Cumulative.

Non-Cumulative dollar fund use the applicable rate1 for each processing period.2 Over
weekends, or public holidays3 the same rate may be applied for several days and return
would be determined by the number of days from the last processing date to the
current processing date.  The investor’s return on capital is the sum of each of these
individual daily income amounts.

Investor invests in a Cash PIE such as NZGT’s Cash GIF product on the 19 June.
Dollar investment in the fund is recognised on date of entry and income allocated on
that day onwards.  Investor exists on the 26 June  where dollar holding is reduced and
no income is allocated for that day.

Full details of the Terms of Reference for this taskforce may be found at MED’s website
link: http://www.med.govt.nz/templates/Standard Summary____37664.aspx

Background Information
Report prepared for the Investment Forum discussion Nov 2007
http://www.med.govt.nz/templates/Multipage DocumentTOC____32559.aspx

Summary Investment Forum Discusssion
Nov 2007 http://www.med.govt.nz/templates/Multipage DocumentTOC____33847.aspx

FMOA On-line Education Project
Courses NOW available

FMOA On-line Education

• Principle of competency learning
• Self paced affordable study
• Develops uniform level of understanding
• Training based on international best practice with local understanding
• Facilitated by recognised international learning organisation

FMOA NZ Bundled Programme Courses Available:
1. Bonds An Introduction
2. Financial Markets An Introduction
3. Foreign Exchange Market Overview
4. Foreign Exchange Introduction to Spot Market
5. Foreign Exchange Introduction to Forward Market
6. Money Market An Introduction
7. Interest Calculations An Introduction
8. Forwards & Futures An Introductions
9. Trade Processing An Introduction
10 Trade Processing Equities
11 Trade processing Fixed Income
12 Trade Processing Foreign Exchange
13 Swaps An Introduction
14 NZ Anti Money Laundering

In the Pipeline for release September
1. NZ Financial Market Regulatory Environment
2. NZ Equity Market
PLUS access to Intuitions 350+ International Tutorials

All courses have a study timeframe between 45-75 minutes

COSTS

FMOA NZ bundled program NZ $500.00 per user/per annum

Other Options
1. Full Access to Corporate Library Direct Entity Negotiation
2. FMOA Bundled Access To be negotiated

(Where sufficient uptake)
3. Single User Access US $45.00 per course

To Register and For Any Technical or Educational Support Services

To Register for participation and establish individual or organisational access
EMAIL: Andrew.bell@proficio.co.nz PHONE:  021 380 613

IMF July Update
Asia, Europe and the Americas all face some combination of rising inflation and
stagnating growth as record-high oil prices and the effects of a year-old financial crisis
impact developing countries and rich economies.

The International Monetary Fund (IMF) provided an update this week to the April Report
on Global Financial Stability. Global financial markets continue to be fragile and indicators
of systemic risk remain elevated.

The IMF estimated that banks and financial institutions have written off in excess of
$US400 billion ($A419.42 billion) in soured mortgage-related investments.  These
expected losses have now been "largely acknowledged" by financial institutions but
the risk contagion has spread to other forms of credit.

Credit quality across many loan classes has begun to deteriorate with declining house
prices and slowing economic growth. Although banks have succeeded in raising
additional capital, balance sheets are under renewed stress and bank equity prices
have fallen sharply.

This has made raising additional capital more difficult and increased the likelihood of
a negative interaction between banking system adjustment and the real economy.
At the same time, policy trade-offs between inflation, growth, and financial stability are
becoming increasingly difficult.

The resilience of emerging markets to the global turmoil is being tested as external
f inancing condit ions t ighten and pol icymakers face r is ing inf lat ion.

Source: www.imf.org

Full report update details may be found at:
ht tp: / /www. imf .org/Externa l /Pubs/FT/ fmu/eng/2008/02/pdf/0708.pdf

The earlier Report in April 08 also provides good information in hindsight with respect
to cause, effect, and risk management.  Full report detail may be found at:
h t t p : / /www. im f . o rg /Ex t e rna l /Pubs /FT /GFSR/2008 /01 /pd f / t e x t . pd f
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Table 1.  Cash Fund daily taxable income calculation.

$ Invested Yield (PA)  TI  Cum TI PIE Tax  Net Income

19-Jun-07 100,000.00 8.75% 23.97 23.97 7.91 16.06
20-Jun-07 100,000.00 8.65% 23.70 47.67 15.73 31.94
21-Jun-07 100,000.00 8.45% 23.15 70.82 23.37 47.45
22-Jun-07 100,000.00 8.45% 23.15 93.97 31.01 62.96
23-Jun-07 100,000.00 8.45% 23.15 117.12 38.65 78.47
24-Jun-07 100,000.00 8.55% 23.42 140.55 46.38 94.17
25-Jun-07 100,000.00 8.75% 23.97 164.52 54.29 110.23
26-Jun-07 0 0.00% 0 164.52 54.29 110.23

1 Yield is used throughout this article, and expresses $ return / $ invested on an annualised basis.
2 This article assumes that processing periods are daily.
3 Over weekends the yield applicable to Friday would be struck on Monday and applied to investor funds held on Friday,

Saturday and Sunday.

Table 2.  Investor Net Income calculation

Investor Net Income

Total Allocated Taxable Income 58.73
PIE Tax @ 33% 19.38
Net Income 39.35



If a quarterly distributing fund strikes an official rate for distribution purposes it would
be logical to allocate taxable at that time. Moreover, if a formation loss were available
it would have to be utilised at this quarterly calculation and allocation increment. But
how are mid period redemptions treated?  If mid period redemptions were allowed in
these circumstances the PIE would have to consider zero rating partial redemptions,
as income for tax purposes would only be allocated and the formation loss utilised at
the quarter end the official rate was struck.

In unitised funds, zero rating partials would have to be carefully considered due to the
risk, albeit remote, that the investor may have insufficient holding value to pay their tax
liability at end of the calculation period.  However, for dollar funds, investor PIE tax
payable on distributions should always be less than the dollar return itself, hence a
distribution should always be large enough to cover the amount of investor PIE tax
payable.

Investor Tax Benefits

The obvious benefit of dollar fund PIEs is that PIE tax as a final tax would limit investor
PIE tax to 33%, and 30% 1 April 2008 onwards.  The benefits for cash funds, is, that
they often pay regular cash flows at near fixed rate returns where the probability of
investor capital depreciation is limited. Although unitised funds can pay distributions,
just remember that any loss made on such unitised funds is not tax deductible in the
hands of the investor and so will not offset any PIE tax payable due to positive taxable
income.

Third Party Data Provisioning

With the potential growth of New Zealand investment
markets stimulated, (hopefully), by the potential PIE tax
regime changes and benefits. Dollar Funds seem to be
a natural growth choice because New Zealand investors
love interest-bearing products. After all, yields allow for
easy comparison of relative fund performance.  In this
way, PIPs (portfolio investor proxies) would be natural
conduits for such investment flows.

Sadly however, the ISI has not included a yield field as
part of their data specification, so in the short term at
least dollar fund PIEs have no immediate means by which
to communicate yield returns struck at each allocation
period to PIP (platform) providers where ISI guidelines
are being followed.

But what data would be required to fulfil a myriad number
of dollar fund requirements?
Potentially, the following fields would have to be provided:

1 A flag for cumulative vs. non-cumulative dollar fund.
 This flag indicates how the % yield is used to assess
taxable and/or distributable income.

2 % Yield – for taxable income purposes.

3 % Yield – for distribution. This is the rate at which
income actually paid to investors as opposed.  This
item would be different to item 2 above, if the fund
had a formation loss.

4 Next distribution date, for funds, which have an official
rate strike but use interim rates for partial redemptions.
The official rate is usually struck at month or quarter
end and is used to determine the distribution amount.

Conclusion

Not all PIEs (portfolio tax rate entities) have to be unitised
products.  Rather they can be dollar funds, which quote
a percentage return. Aside from income calculation
nuances, PIE rules for determining investor net PIE tax
still apply.  Dollar Funds should make distributions net
of investor PIE tax payable and not need to redeem
capital to for such tax liability shortfall.

Where formation losses arise, two rates or income streams
become apparent for the rate fund; one for distribution
purposes, the other for taxable income allocation
purposes.

Dollar fund PIEs may find it difficult to expand their
business to platform providers/ PIPs as the ISI standard
does not include yield fields.  Potentially, three fields may
be needed to provide to PIP investors with taxable income
rate, distributable income and next distribution date.

About Adam Cox.

Adam, MSDIA, SA FIN has over 15 years Banking, Finance and credit industry experience.

Adam has played an active role in Investment Community in Australia. In particular
Adam specialises in hedge fund, trading system and funds management systems and
technology with many years’ quantitative, programming experience and product
development experience.

Adam is a member of the Australian Securitisation Forum, the Q-Group (invitation only
quantitative analyst association) and has also given lectures to students studying
towards their Master Degrees in Finance at the Australian Securities Institute in Sydney.
   Adam currently consults to Asteron Life Limited and New Zealand Guardian Trust.

Adam can be contacted at acox@primeconsulting.co.nz,  www.primeconsulting.co.nz

In other words, taxable income and distributable income
are one and the same; under the PIE tax regime this is
not necessarily the case.

Dollar Funds and Formation Losses

Depending on the nature of the underlying assets invested
in by the rate fund, a formation loss may arise when the
dollar fund enters into the PIE tax regime.
Herein lies the nuance of dollar fund with formation losses.
Such funds could have two yields or income figures. One
figure which determines taxable income (if any) and the
other which determines distributable income actually paid
to the investor.  Formation losses act to shield taxable income, but taxable income
and cash income distributed to investors are not one and the same in these circumstances.

Any formation loss utilised would serve to limit taxable income, but distributable cash
income would nonetheless still be available for investor distributions purposes.

Formation Loss and Allocation Period.

If a dollar fund has a formation loss it must consider the allocation and calculation
periods selected when electing into the PIE tax regime.

On the one hand, the allocation period will the time increment by which the formation
loss will serve to shield taxable income, but on the other hand distributions are normally
made at regular intervals.

Depending on the product’s features mid period redemption may not be available. For
example, a monthly priced mortgage which does not allow mid period redemptions
would select a monthly allocation period and a quarterly calculation period, remembering
that annual PIEs must have a daily allocation period.   On the other hand, a cash fund
would need to select a daily allocation period, as redemptions would almost certainly
occur daily.  This would mean distributable and taxable income would have to be
allocated on a daily basis.

various money markets and other interest bearing
securities or assets, they may have little or no tax credits
flowing through into registry. As we can see below (Table
4), this makes investor PIE tax calculations potentially
straightforward.

In the pre-PIE tax regime, dollar return is the basis by
which withholding taxes or AIL payments are calculated.

Cumulative Dollar Funds

Cumulative dollar funds apply a single rate for the entire period. This period could be
one month, or even a quarter, for funds which produce quarterly distributions. In a
pragmatic sense these types of funds strike yields at these times due to the nature
of underlying investments they hold.  For example, an investment in a mortgage pool
may require the real need to account for and accrue from time-to-time bad debt
provisions, which are recognised on a quarterly financial basis.

Due to the need to mitigate the impact from day-to-day of these provisions a single
quarter-end yield would be struck to calculate the fund’s distributions. Mortgage Fund
PIEs, may publish interim rates for mid period redemption purposes whilst an official
rate is struck at quarter-end, which is used to determine distribution payments.  On
the other hand, some funds may only allow redemptions at certain intervals, e.g end
of month.

Example below shows an investor who has kept their investment for the entire period
to month-end (did not redeem mid period), and was entitled to the official yield strike
at month’s end. This single yield figure is used to determine the investor’s taxable
income and dollar income over the relevant holding period.  This can be contrasted
with the cash fund, which may assess returns daily, so an investor income would be
the cumulative daily income amounts calculated at each day’s rate.

In the PIE tax regime, where no formation loss exists, distributable income and taxable
income are really one and the same. In many cases, because dollar funds invest in
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Investor Return Calculation

Investment 100,000.00
Entry Date 19-June-07
Period End Date 30-June-07
Rate Fix Date 30-June-07
Payment Date 2-July-07
Days 11.00
Basis 365.00
Yield pa 8.75%
Monetised return $ 263.70

Table 3. Fixed rate income calculation

Investor PIE Tax Calculation

Taxable Income 263.70
Add: rebate4 -
Total TI 263.70
PIE Tax @ 33 % 87.02
Net Distribution 176.68
Less fees:5 -

Net Distribution Paid 176.68

Table 4. Net PIE tax calculation

4 In this example taxable income is net of management fee, so a management fee rebate would increase investor taxable income.
5 Any non tax deductible fee

Here are a few action photos from Steve Farrage
of SWIFT.

Steve was our Ultimate Prize Winner from our
Wellington November 2007 Casino.  His prize was a
tandem skydive, kindly donated by BNZ.  The photos
prove that Steve is one big “risk taker”.   Steve flew

from Australia to New Zealand, in early May 2008 just
to take the jump – very committed!
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Barbara Baker (Chairperson)
Computershare Limited
barbara.baker@computershare.co.nz

Martyn Bain
NZ Exchange Limited
martyn.bain@nzx.com

Maria Chandler (Administrator)
maria@fmoa.org.nz

Toni Kerr
Kiwibank Limited
toni.kerr@kiwibank.co.nz

Patricia Bow
HSBC
patricia.bow@hsbc.co.nz

Robert Douglas
ANZ National Bank Ltd
robert.douglas@anznational.co.nz

Mark Lawrence
ANZ Custodians
lawrencm@anz.com

Peter Barnes
Bank of New Zealand
peter_barnes@bnz.co.nz

Elizabeth Mak
National Nominees Ltd
elizabeth_mak@bnz.co.nz

Lesley Mitchell
ETOS Limited
lesley.mitchell@etos.co.nz

Rebecca Murphy
RBNZ
rebecca.murphy@rbnz.govt.nz

Scott Sinclair
Westpac International
Operations NZ
scott_sinclair@westpac.co.nz

Barbara Winther
Citigroup Securities Services
barbara.winther@citigroup.com

Michael J Clarke
ABN Amro New Zealand
michael.j.clarke@nz.abnamro.com

May Conference – Quiz Night
The Quiz Night was a great success.  It was well hosted by Conartists who helped to make the
evening fun and entertaining.

“...this was the best networking function I have been to in Auckland.”  That was one of the comments we
received after our Quiz Night hosted by ConArtists.

The FMOA quiz night comprised of 10 teams of 6 competing for the honour of being the brightest, loudest,
funniest and ‘still finishing’ awards.
Our quiz master was quick to realise that the FMOA crowd are loud and crazy – oh and competitive!!  FMOA
Committee provided goodie bags for our brave contestants who competed in Best Yodeller – Louise Lynch
of ASB Group Investments won that prize; Best Elvis Impersonation, won by Hadleigh Morrissey of ANZ
National; Ben Storck of Westpac broke his imaginary golf club in his winning performance as a golf player
and lucky Tarryn Phillips also of Westpac won her prize for just being there.

Louise Lynch – Champion Yodeller Ben Storck – Golfer Extraordinaire

Hadleigh Morrissey – Elvis “thank you very much” Tarryn Phillips – Lucky Lady

The Supreme Award went to the team who were playing
for Starship Foundation.  A cheque for $150.00 was sent
to Starship.  A grateful Starship Foundation replied
“Congratulations to the winning team – they obviously
had great judgement to pick to support Starship” Sarah
Bell, Community Fundraising Manager.

The Runners-Up Award went to the team playing for
Hospice New Zealand.  $100.00 was donated to this
charity.  Their Chief Executive replied with “Thank you so
much for your donation, we are incredibly grateful to you
for supporting our work.”

And finally, the Wooden Spoon Award went to the team
playing for Prostate Cancer Foundation.  $75.00 was
donated to this charity.  “We are most grateful for the kind
donation from your quiz night.  Please pass on our thanks
to the team involved.”


