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The New Zealand Society of Actuaries (Inc.) has continued to be the body 
providing a regular forum for members of the profession in New Zealand. 
The Society is beginning to take on a more formalised role and has recently 
published guidelines for Superannuation Fund reporting. 

A number of working parties are -in existence .as sub committees dealing 
with legislat ion,  education,  mortality invest igat ions and financial 
repor t ing .  

The membership of the Society continues to increase and over the past 
two years a number of Canadian actuaries have emigrated to New Zealand to 
help swell  the  numbers. The current  membership consists  of 
approximate ly  

70 Fellows 
14 Associates 
fi Students  

169 Total 

ECONOMIC BACKGROUND 

New Zealand's inflation rates are gradually being brought down but still 
greatly exceed those of its main trading partners. The experience over the 
past five years has been 
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The figure to 30 September 1987 includes a one-off effect of a Goods & 
Services Tax of 10% introduced from 1 October 1986. The estimated effect of 
this was to add about 6% to the Index. 

The Government's Free Market policies have continued to impact in 
particular in the financial services area. Interest rates peaked with 
Government Stocks rates for five year stock reaching 22% but are now on a 
declining trend with rates currently between 14.0 - 14.5%. These rates are 
currently showing a very high real rate of return as some commentators 
predict that inflation rates are currently at zero or even negative. 



The stock market index raced away in 1986 and suffered a 20% fall in early 
1987 before recovering to new highs in September 1987. The 'world 
sharemarket crash of October 1987 has perhaps been worse experienced .in 
New Zealand with the index currently (February 1988) some 55% down. A 
number of listed companies have become insolvent and a number of 
stockbroking firms have been forced to close as a result of the crash. 

In late December 1987, in what is  thought to be a move to settle down the 
financial market, the Government announced a series of intended policy 
measures for 1988 and 1989. These have considerable impact in the Life 
Insurance and Superannuation fields. In brief the measures announced 
were:-  

(a)  A single rate of personal income tax to .be introduced from October 
1988. 

( b )  A .  single rate of corporate income tax at much reduced levels. 

(c )  An increase in Goods and Services Tax not earlier than October 1988. 

(d) T h e  removal  of  l i fe  insurance premium tax rel ief  from 
17 December 1987. for all policies (Previously policies issued prior to 
November 1984 still qualified for relief). 

(e) T h e  removal of tax deductions for  personal superannuation 
contributions to personal pension plans and to employer sponsored 
p lans .  

(f) The removal of the limits on the tax deduction available for employer 
superannuation contributions (was 10% of covered salaries) but 
coupled with the imposition of Fringe Benefit Tax (payable by the 
employer) on such contributions. All from 17 December 1987. 

(g)  The removal of the tax exempt status of the investment income of 
pension plans from 1 April 1988. Pension benefits will become tax 
f ree .  

( h )  The intention to  levy income tax on unrealised capital gains o n  
investments held overseas by all taxpayers (if holding in excess of  
$10,000). There is  no CGT currently (except for Life Insurance 
Companies and other Investment Traders). 

( i )  A tax imputation system for company dividends. 



The new income tax rates for individuals and companies are intended to be 
much lower than those currently applying at the top rates (Personal top 
rate 48%. Corporate Rate 48%) but no detail of the rates was supplied. The 
new rates were to apply in respect of (f). (g), and (h) above. The lack of 
detail has created confusion. 

No legislation has been forthcoming and a consultative document in regard 
to superannuation is due before end February 1988. 

Since the December announcement the Prime Minister has announced that 
the single rate personal income tax scale is to be indefinitely deferred and 
that a Capital Gains Tax is unavoidable. These statements have created 
further turmoil in the financial market. 

The Minister of Finance has since announced:- 

- personal tax rates of 24% on incomes to $30,875 and 33% on the 
excess (with rebates on low incomes) from 1 October 1988. 

- A corporate tax rate of 28% (33% non-resident) from 1 April 1988. 

- Fringe Benefit Tax on superannuation contributions of 24%. 

- A 25% tax rate for Superannuation Schemes from 1 April 1988 
(Lump Sum schemes currently 33%. Pension schemes 0%). 

The further statements add some clarity to the situation in regard to 
superannuation scheme taxation but the future legislative base for  
superannuation provision is still very much up in the air. 

It has been indicated that defined benefit pension schemes which will 
require renegotiation of terms because of the new tax impost all need to 
have the renegotiation formalised and approved by the Government 
Actuary's Office by July 1989. This deadline places a tremendous burden on 
schemes advisors and an even greater burden on the limited resources of 
the Government Actuary's Office. 

Tax free pension benefits can only begin to be paid once the renegotiation 
is formalised. 

The imposition of tax on pension plan investment income and the 
possibility of changes to the tax rates at regular intervals places another 
variable into the process of determining funding rates for defined benefrt 
plans.  



LIFE INSURANCE 

The December statement impacted on life o f f ice .  superannuation business. 
In addition the Government announced the intention to review the overall 
basis of life office taxation. Currently a life office is  taxed on all investment 
income including realised capital gains (less losses) with offset for income 
in respect of pension scheme and annuity business and some pre 1983 
single premium decreasing term assurances (based on proportion of 
liabilities represented by these classes). Expenses are apportioned -between 
Direct Investment Expenses (which are deductible). Direct Premium 
Revenue Expenses (e.g. commissions, marketing costs) (which are non- 
deductible) and Indirect Expenses. The Indirect Expenses are apportioned 
in the ratio of Investment Income to Total Income (including premiums) 
and this amount is also deductible. . 

It is implied by the Government Statement that all Investment Income will 
become taxable, including that in respect of annuity business. Annuities 
themselves a re  currently wholly taxed a s  earned income and the 
Government recognises .that .this needs changing. If annuities become non 
taxable and the life office income taxable the gross annuity payable will 
have to reduce and the Government has intimated that it will introduce 
legislation to permit life offices to reduce gross annuities. 

The Government's moves are on the theme of tax neutrality between 
financial institutions. If this is so then the need is to ensure all life office 
expenses are deductible as they are for banks and finance companies. 

The Government Actuary's Office provided actuarial services to Friendly 
Societies until recent times. Societies are now required to use private sector 
actuaries for ratings and valuations and this has added to the range of work 
available.  

Actuaries continue to expand the fields in which they operate and are 
providing more services to the wider financial community. 

Considerable work is also being generated in the  valuation of 
superannuation benefit in Matrimonial Property disputes. 



The National Superannuation benefit continues to be paid as a flat rate 
benefit from age 60, irrespective of  income level. The Government 
introduced a tax surcharge in respect of this benefit and this surcharge 
continues in force. 

The Government has established a Royal Commission on Social Policy and it 
is hoped that this will include a review of the National Superannuation 
Benefit.  

The Accident Compensation Corporation ran into funding difficulties and 
levies have been substantially increased. The scheme is being reviewed 
with the possibility of introducing benefits for sickness as well as accident.. 


