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FOREIGN CURRENCY BANK ACCOUNTS
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Tax impact of holding foreign
currency accounts and loans

Foreign currency accounts are financial arrangements, and are therefore Ban|'< accounts or loans In a
subject to the financial arrangement rules - unless there is a specific foreign currency are subject to
at them as @ cer inancial arrangement. If one of the the financial arrangement rules.




Calculation

Both the accrual basis and cash
basis will typically require each
transaction to be translated at
the appropriate spot rate, and a
comparison made between the
total amounts withdrawn and
total amounts deposited.

The main difference is that a cash
basis person does not need to
return income (other than cash
income received) every year, only
on termination of the
arrangement (e.g. by closing the
account). This should be a
compliance costs saving, except
for the ironic fact that to
determine whether you are a
cash-basis person, you need to
know what your accrual basis
income would have been.

Cash basis person
The thresholds

A cash basis person is a person
who falls under at least one of
the following thresholds:

— The absolute value of all
financial arrangements is
$1,000,000 or less.

— Absolute value of income
and expenses is $100,000
or less.

These tests require both assets
and liabilities (or income and
expenditure) to be aggregated as
absolute values. For example
borrowing $500,000 and lending
$600,000 would total

$1.1 million.
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Additional threshold

In addition to being under one
of the above thresholds, the
income deferred by returning
on a cash-basis, rather than
an accrual basis, must be no
more than $40,000.

This amount of deferred income
is cumulative from year to year,
i.e. comparing all accrual income
that would have been returned
since the start of the
arrangement and all cash basis
income that has been returned
since inception for all financial
arrangements held on 31 March.
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Impact of exchange rates
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Recent years have seen significan't movements in the New Zealand dollar
against various currencies. This could impact on your taxable income or loss,
your provisional tax requirements and even your status as a cash-basis
person. Assuming 100,000 of each of the following currencies was held
throughout the 2020 to 2025 tax years, the approximate taxable income
arising would be as shown in the table.

#

Currency held 2020 2021 2022 2023 . 2024 2025
AP ) 5,922 (1,072 (1,013) 1,670 1,034 .
# -
USD 100,000 20,165 . (24,703) 113 14,927 6,352 7,079
SGD 100,000 8,783 (11,805) (548) 13,573 3,405 6,429
EUR 100,000 19,073 (17,360)  7,795) - 14,112 6,988 9,387
GBP100,000 14837 (11,599)°  (9,118) 7913 13,295 - 16,130
i it
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Approach
You need to consider the be determined under ordinary tax
following questions to establish rules (e.g. was the interest
whether your tax position is incurred to produce taxable
affected by the information in this  income and not of a private
document and, if so, how you nature).
might be taxed on exchange gains i

. 3. Can you account for intere

or losses from foreign currency . .
on a cash basis? ‘

bank accounts. -

~1f so, you will need to return

1. Do you have bank accounts interest received or credited to
or loans in a currency other your account each year, and
~ thanNZD? calculate exchange gains on

maturity (e.g. when the account is

If not, this information does not :
closed, or a term deposit rolled .

apply to you.

over.) In the case of a mortgage,
2. Are those accounts interest is deductible when
excluded from the financial incurred (usually, as it is accrued)
arrangement rules? and exchange movements on the

principal will be accounted for
when the loan is repaid. If not,
you will need to account for
interest and foreign exchange
movements each year.

If so, return interest received or
credited to your account each
year. In the case of a loan,
deductibility of interest needs to
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