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The New Zealand Society of Actuaries (Inc.) has had another 

active year. In view of the legislative changes which are 

coming into effect, this has been something of a "crunch 

year" for the Society. The superannuation or pension 

legislation has changed dramatically this year and a 

revised basis for life assurance is being developed by 

Government for introduction next year. 

There are sub-committees working on professional conduct 

and life insurance guidelines. The new Superannuation 

Schemes Act defines Actuary as a fellow of the New Zealand 

Society of Actuaries. The Society's response to the 

statutory recognition is to formulate a code of 

professional conduct and review the guidelines on 

superannuation. 

The membership of the Society is increasing steadily. New 

Zealand still seems to be proving attractive to Canadian 

actuaries. The current membership consists of 

approximately: 

76 Fellows (including 10 FCIA1s) 

103 Students 

14 Associates 

29 Overseas Members 
- 
222 Total 



ECONOMIC BACKGROUND 

New Zealand's inflation rate has started to drop, although 

unemployment has risen to almost 11% of the working 

population. The figures over the last five years are: 

Year to 
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CPI 

% 

Wage Index 
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The national average wage as of February 1989 is $477 per 

week or $24,804 per year. 

Goods and Services Tax rose from 10% to 12.5% on 

1 July 1989. 

Interest rates on term deposits are still relatively high 

at between 11.5% and 12%. The rate on housing mortgages is 

about 15% p.a. The rate for Five Year Government Stocks 

has dropped to 12.31. The share market is still depressed 

but starting to improve with the Barclays Index at 2127. 

The commercial property market is very depressed and some 

ma j or entrepreneurial companies have been forced into 

receivership. Mergers and takeovers are soaring at a rapid 

rate. 



The New Zealand dollar has floated since 1984. The 

exchange rate is thus rather volatile. At the time of 

writing (August 1989) the New Zealand dollar will buy 

USS0.60, AusS0.78, CStg0.36, CdnS0.70 and DM1.12. 

STATE BENEFITS 

New Zealand was the first welfare state. Its level of 

State retirement income is very generous at 80% of the 
National Average Wage for a married couple. Eligibility is 

age 60 and ten years residency. There is no means test. 

A single person receives 60% of the married rate or 48% of 

the National Average Wage. The benefit is paid from 

general taxation revenue and costs 7.5 cents in the dollar 

of the current tax rates. 

To reduce costs there is an income tested surtax on the 

State pension. For a married couple the threshold is 

$13,000. The rate of abatement of the State pension is 

approximately 20%. 

As well as the State pension we have relatively generous 

income support for low income families and the unemployed. 

We also have a no fault accident compensation system for 

all accidents funded by a tax on employees. 



FISCAL POLICY 

The tax changes announced in December 1987 have now been 

implemented with some modifications. The changes are as 

follows: 

(a) The maximum marginal rate of personal tax is now 
33%. 

(b) The company tax rate is now 33% for a domestic 
company or 38% for an overseas company. 

(C) Goods and Services Tax has been increased to 12.5%. 

(dl There is no longer tax relief for any life insurance 

premiums. 

(el Contributionsto personal pension plans and employer 

sponsored plans are no longer tax deductible. 

Company contributions to superannuation schemes are 

liable for a 33% withholding tax. The company 

contributions including the withholding tax are tax 

deductible. 

The investment income of superannuation schemes is 

subject to a 25% tax. (33% for new or lump sum 

schemes. ) 

From 1 April 1990, pensions from a registered 

pension scheme will be received tax free. 50% of 

the pension payable will be exempt from the surtax 

on National Superannuation. 



(i) A capital gains tax on unrealised capital gains on 
investments held overseas has been proposed. 

(j 1 Tax imputation for company dividends. 

There were a number of changes made to superannuation in 

the Budget announced on 27 July 1989, namely: 

A Government commitment to a universal superannuation 

benefit for the elderly. 

The cost of national superannuation will be earmarked so 

that its impact on the tax structure is appreciated by 

the public. Currently the cost represents 7.5% of our 

tax rate of 33%. 

The rate of National Superannuation will gradually reduce 

from 80% of the national average wage for married couples 

to 65%. The single person's rate will reduce from 60% of 

that for a married couple to 50%. 

The age of eligibility for National Superannuation will 

be lifted gradually from age 60 to age 65 over a 20 year 

period from the year 2006 onwards. 

From 1 April 1990, 50% of the pension payable from a 

registered scheme or a life office annuity will be exempt 

from the surtax on National Superannuation. 

From 1991 the Accident Compensation Act will be broadened 

to include illness related incapacity. 



SUPERANNUATION 

The Budget has had a much needed stabilising influence on 

the situation. Both the main political parties are 

reasonably close together on the superannuation issue which 

means that employers can work towards providing an adequate 

retirement income without the fear of Government 

interference. 

In spite of the removal of the tax incentives for 

superannuation the number of people contributing to 

superannuation schemes has risen by 48,000 in the last 

year. There is considerable potential for growth as only 

25% of the workforce is in a scheme. 

Both consultants and actuaries working for life offices are 

very busy advising defined benefit plan sponsors on benefit 

design changes to reflect the tax changes. Pension schemes 

operating prior to 1 April 1988 were funded on an 

assumption of a gross investment return. The imposition of 

a tax on investment income of between 25% and 33% has 

required a review of funding methods and assumptions. 

To recognise the impact of the tax change the Government 

legislated a one-off option for Plan trustees and sponsors 

to reduce the level of accrued past service benefits to 

reflect this tax change. This process is called 

renegotiation and Plan sponsors have until the end of 1989 

to lodge a Plan for such reductions with the Government 

Actuary. Needless to say this has generated almost 

frenetic activity amongst the actuarial profession. 



It is early days yet but the majority of Plans seem to be 

retaining the same gross rate of contribution by employers 

and reducing benefits accordingly. Actuarial assumptions 

seem to have become less conservative! There seems to be 

a slight trend towards defined contribution schemes. There 

has not been wholesale winding up of schemes which means 

that the actuaries in the pensions area should still have 

something to do in years to come. 

It is an interesting point that although there is a tax on 

the investment income it is not clear whether that tax 

applies to realised capital gains. This ambiguity is 

causing trouble for Plan administrators, accountants and 

trustees alike. 

LIFE ASSURANCE 

Life offices are heavily involved in the pensions industry. 

Furthermore a revised tax basis is about to be introduced. 

This will change from a tax on the investment income of 33% 
to a tax on total income including premiums but allowing 

for the offset of reserves and claims. This should mean a 

reduction in the effective tax rate for life offices. 

There will obviously be a tremendous amount of systems work 

involved in changing products and administration for the 

new tax regime. The tax neutral superannuation regime also 

creates more opportunities for the life assurance industry. 



There have also been a significant number of takeovers and 

mergers in the life assurance field with some of the 

smaller operators being gobbled up by bigger fish. This 

has created lots of work for life office actuaries and 

consultants. 

INVESTMENT WORK 

Before the stock market crash of October 1987 there were a 

small number of senior actuarial students working with 

stock brokers and merchant bankers. Since the crash the 

stock broking industry has been hard hit and its resultant 

activity reduced. Now that the economy seems to be picking 

up slightly it could be that there is a small increase of 

actuarial involvement in the financial sector. 

GENERAL INSURANCES (CASUALTY INSURANCES) 

Apart from a small involvement with health insurance 

companies, actuaries are not required to value the 

liability of general insurers. However based on the 

experience of the actuarial profession in other parts of 

the world, New Zealand actuaries are hopeful that the 

current legislation may be changed. 


