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Executive Summary 

1 Cabinet has agreed that a Work Based Savings Scheme (WBSS) will form part of 
the Budget 2005 savings package.  The WBSS is designed to obtain a change in 
behaviour for people who are not currently saving or are under saving, and to get 
them into the habit of saving.   

 
2 There are a number of key outstanding design features, for which I am seeking 

Cabinet’s agreement.  These include: 
 

• the treatment of existing registered superannuation schemes (RSS).  I want 
to ensure that the WBSS does not encourage good employer schemes to 
wind up;  

 
• fee subsidy.  I want to introduce a cap on the level of fee subsidy, although 

how this should be calculated will be determined at a later date; and 
 
• the process for automatic enrolment.  This process should be easy to 

understand and encourage participation, while minimising compliance and 
administrative costs where possible. 

 
Proposal 

3 This paper seeks Cabinet’s agreement to further design features of the WBSS, 
which will form part of the savings package as part of Budget 2005, including: 

 
• the treatment of existing RSS; 
 
• caps on the amount of the fee subsidy; 
 
• the process for automatic enrolment of new employees; 
 
• operation of the contribution holiday;  
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• facilitating contributions by the self-employed and other non-wage/salary 
earners; and 

 
• arrangements for reporting back on the selection of providers. 

 
Background Information 

4 Cabinet has agreed that a WBSS will form part of the Budget 2005 savings 
package (CAB Min (05) 13/9 1.1 refers).  I undertook to report back to Cabinet on 
outstanding design features for the WBSS prior to the Budget announcement. 

 
Comment 

Treatment of existing superannuation schemes and employers offering these 
schemes 
 
5 RSS encourage individuals and employees to save primarily for retirement.  

There are a significant number of employees who are members of RSS and a 
considerable amount of assets held in these schemes.  In 2005, RSS had around 
643,000 members and $16.7 billion in assets (not including the Government 
Superannuation Fund).  Of this, there are around 373,000 members of retail 
schemes, 244,000 members of private employer-based schemes1, and 26,000 
members of public service schemes.  This does not include members of the State 
Sector Retirement Savings Scheme (SSRSS), which had almost 27,000 
members at the end of 2004. 

 
Conversion mechanism 
 
6 Cabinet has agreed that the Government will provide a conversion mechanism 

for existing RSS that want to migrate to the WBSS (CAB Min (05) 13/9 3.21 
refers).  Currently, this would require the agreement of all members in the RSS.  I 
will consider whether the conversion process should overcome the current 
requirement in the Superannuation Schemes Act 1989 that the written consent of 
every member is required before a trust deed can be amended that may 
adversely affect their benefits.  Any change would need to balance the costs and 
the rights of RSS members to adequate protection. 

 
7 A converted scheme would need to meet all the characteristics of the WBSS.  

Members of RSS that fully convert will be entitled to all government contributions 
to the WBSS (fee subsidy, up-front government contribution, and home 
ownership deposit subsidy subject to eligibility criteria). 

 
8 In addition, I also considered whether RSS should have the option of partially 

converting to a WBSS by partly meeting the WBSS criteria, in order to receive 
some government contribution.  It is likely that this would be easier for RSS to 
achieve than full conversion, and therefore more RSS would obtain some 
government contribution. However, I decided against this because it would 
increase the fiscal cost substantially, and would be unlikely to encourage 
significant new savings.   

 
                                                 
1  This includes members of National Provident Fund employer sponsored schemes. 
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Exemption from automatic enrolment 
 
9 For RSS that do not convert, I propose to exempt employers with RSS from the 

requirement to automatically enrol new employees in WBSS if the RSS meets 
minimum criteria.  Many employers offer RSS to their employees, often with 
significant employer subsidies, and I want to ensure that the WBSS does not 
encourage good employer schemes to wind up.  I propose to exempt employers 
from the requirement to automatically enrol new employees in WBSS if their RSS 
meets the following criteria:  

 
• portability (i.e. balances can be transferred to other similar products); 
 
• open to all permanent employees; and  
 
• total contribution (employer plus employee) of at least 4% of gross salary 

that vests in the employee immediately.     
 
10 Employees in exempt firms can choose to join the employer-based RSS or 

WBSS (by opting-in, because the scheme is exempt from automatic enrolment).   
 
11 Members of RSS that qualify for this exemption, and who are employed by that 

employer, will be eligible for the home ownership deposit subsidy on the same 
terms and conditions (i.e. have saved for at least three years after the 
commencement of the WBSS and made contributions of at least 4% of 
salary/wages per year).  However, they will not be eligible for the fee subsidy or 
up-front contribution. 

 
RSS that do not convert or are not exempt 
 
12 Members of RSS that do not convert or do not qualify for an employer exemption 

from the automatic enrolment requirements will not receive any of the 
government contributions (the fee subsidy, up-front contribution, and housing 
deposit subsidy). Some existing members of RSS may feel this does not 
adequately recognise the contributions these schemes make to encouraging 
savings, and there is a risk that some RSS will be wound up.  These members 
would still have the option of joining the WBSS. 

 
Take-up and fiscal cost 
 
13 The fiscal cost of allowing RSS to convert to a WBSS and the employer 

exemption from automatic enrolment has been incorporated as part of the 
contingency for the Savings Allocation in Budget 2005 (POL Min (05) 9/1(4)).  It is 
difficult to judge how many RSS will convert or how many employers are likely to 
qualify for the exemption from automatic enrolment because there is a lack of 
quality data in this area.  In practice, relatively few RSS may convert, due to the 
legal complexity and cost involved in converting.  However, I want to ensure that 
this mechanism is made available for those schemes that wish to take advantage 
of it.     

 
14 The majority of employers are unlikely to qualify for an exemption for automatic 

enrolment because, for example, many employer-based RSS are not available to 
all permanent employees (although employers could expand their coverage to 
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qualify).  A survey by the ESR Consortium for the Periodic Report Group in 2003 
found that only 43 percent of part-time employees were eligible to join schemes 
open to new members.   

 
15 The treatment of existing schemes has implications for the various state sector 

schemes, including the new SSRSS.  I would not expect the SSRSS or other 
state sector schemes to convert to a WBSS.   With regard to the employer 
exemption, the government as an employer could apply for an exemption from 
the automatic enrolment provisions (subject to meeting the conditions), as with 
any other employer.     

 
Fee subsidy 
 
16 Cabinet has previously agreed that the government will negotiate down fees 

payable to WBSS providers, and pay the ongoing fees (CAB Min (05) 13/9 3.14 
refers).  However, in order to limit the fiscal cost, I propose that the government 
pay ongoing fees for participants in WBSS up to a fee cap, for example, a 
specific dollar amount per person per year.  This may reduce the extent to which 
other savings that are shifted into the WBSS are subsidised and the extent to 
which higher-cost WBSS receive a larger subsidy.  How this fee cap should be 
calculated will be determined at a later date. 

 
Automatic enrolment 
 
17 Cabinet has previously agreed that new employees between 18 and 65 years of 

age will be automatically enrolled in a WBSS when they start a new job (CAB Min 
(05) 13/9 2.2, CAB Min (05) 13/9 3.2, CAB Min (05) 13/9 3.3 refer).  Designing a 
process for employees to opt-out is not straightforward.  It needs to balance a 
number of objectives, including: 

 
• encouraging participation; 
 
• minimising compliance costs for employees and employers; and 

 
• minimising administrative costs for Inland Revenue. 

 
18 The process needs to allow sufficient time for employees to make an informed 

decision, including seeking financial advice if necessary, while avoiding being too 
long given that employees may be more likely to opt-out once they get used to a 
certain level of take-home pay.  I propose the following timeline: 

 
First week:  Employee starts a new job and is given an information pack.   
 
Second and  Consideration period for employees to decide whether or not to 
third week: opt-out, and to advise Inland Revenue. 
 
Fourth to  Inland Revenue processes opt-out forms and advises 
sixth week: employers when an employee has opted-out. 
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Seventh and  Employer receives notification from Inland Revenue if an 
eighth week: employee has opted-out.  Employers will make changes to 

payroll systems to begin deductions at the first pay day after 
eight weeks at a new job, unless advised otherwise by Inland 
Revenue. 

 
Week nine  Deductions begin at the next pay day. 
onwards:  
 
Further  Inland Revenue will hold contributions, to allow time for  
eight-week employees to select a provider and risk/return profile. 
period: 

 
19 The period for employees to opt-out will not be overly strict – Inland Revenue will 

have some discretion to process opt-out forms after the end of the consideration 
period where employees opt-out late or where there are processing delays, up 
until eight weeks after the first contribution is received.  If an employee attempts 
to opt-out in the first week of new employment, Inland Revenue will accept the 
notification but will not action this until after the first week. 

 
20 This process requires Inland Revenue to notify the employer only when an 

employee opts-out.  If an employee does not opt-out, the employer will not be 
notified, and will start deductions at the first pay day after eight weeks at a new 
job.  Inland Revenue will remind the employer if deductions do not begin after a 
period.   

 
21 This process places compliance costs on employers, because they will need to 

have systems in place to ensure that deductions commence at the correct time 
for every new employee.  Compliance costs may be greater for small employers 
or employers with high turnover of staff.   

 
22 As an alternative, I considered a process whereby Inland Revenue notifies 

employers when and for whom to begin deductions.  This means employers 
would not need systems in place to remember to commence deductions, thereby 
reducing compliance costs.  However, the timeframes under which Inland 
Revenue becomes aware of a new employee vary significantly, depending on 
when an employee commences employment relative to the employer’s pay cycle, 
making it difficult to let employees know when to expect deductions to begin.  For 
some employees, it could mean that deductions do not begin for around four 
months after an employee starts a new job.  It would still involve some 
compliance costs for employers.  Overall, I consider the long and variable 
timeframes of the alternative option make it impractical and make the scheme 
more complex than necessary. 

 
23 Employees may also wish to choose their fund provider and risk/return profile.  

This decision is potentially complex and employees may take some time to read 
and understand their options.  Employees may need to seek financial advice and 
should have sufficient time to do so.  I propose that once deductions begin for the 
first time, the money should be held in trust by Inland Revenue for eight weeks (a 
holding period), to allow time for employees to select a provider and risk/return 
profile.  This separates the decisions around whether or not to save, and which 
provider to choose.  If employees do not make a decision within the required 
timeframe, the contributions will then be forwarded to a default provider with 
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interest.  If employees make a decision early in the period, funds would still be 
held by Inland Revenue for the eight weeks for simplicity.  The up-front 
government contribution will be provided to an individual’s account at the end of 
this eight-week period.  Employees can still decide to change provider after the 
funds have been transferred. 

 
24 Under the Securities Act 1978, there is no basis for a legal financial contract 

where a person fails to choose a provider and has not had adequate material 
disclosed.  Hence, legislative amendments will be necessary to accommodate 
people who are automatically enrolled and are allocated to a default fund (i.e. 
those who do not make an active choice).   

 
Contribution holidays 
 
25 Cabinet has agreed that members of the WBSS will be able to apply for a 

contribution holiday of up to five years at a time (CAB Min (05) 13/9 3.13 refers).  
At the end of the five years, contributions will resume unless a further option to 
continue the holiday is exercised.  If individuals on a contribution holiday were 
required to be automatically enrolled when they change job, there would be a 
high compliance cost imposed on those who change jobs frequently but have 
made a conscious decision to take a contribution holiday. Therefore, I propose 
that a contribution holiday continues even if a person changes employment.   

 
26 Cabinet has agreed that the government will provide financial incentives to 

employees to participate, including an ongoing fee subsidy, an up-front 
contribution, and a home ownership deposit subsidy (subject to meeting eligibility 
criteria) (CAB Min (05) 13/9 3.14, CAB Min (05) 13/9 3.15, 
CAB Min (05) 13/10 2.3 refer).  The up-front contribution provides an incentive to 
employees to opt-in or not opt-out.  However, there is some risk that employees 
may join the scheme solely to obtain this contribution, and then cease 
contributions by taking a contribution holiday (and perhaps ongoing holidays).  To 
minimise such risk, I propose that the contribution holiday option should not be 
available unless the person has been contributing to WBSS for at least three 
months.  I do not consider a longer period to be appropriate because individuals 
may experience an unexpected change in circumstances where a contribution 
holiday would be financially appropriate, and because I do not want to deter 
participation by compelling contributions for a longer period. During these three 
months, these employees may be able to access their funds in the event of 
financial hardship. 

 
Contributions by the self-employed and other non-wage/salary earners 
 
27 The collection mechanism for WBSS contributions, based around the PAYE 

system, has been designed for wage and salary earners.  I would also like the 
self-employed to have the ability to contribute through Inland Revenue, although 
they would not be automatically enrolled.  This would involve the self-employed 
making payments directly to Inland Revenue, which will be forwarded on to a 
provider.  Other non-wage and salary earners could also make payments by this 
method. 

 
28 It would be difficult for self-employed individuals to be required to contribute at 

the same rate as salary/wage earners (i.e. 4% or 8% of gross salary) because 
their taxable income will not be known until a tax return has been filed.  Therefore 
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I propose that the self-employed and other non-wage/salary earners select their 
own contribution rate and frequency of payments.  Because payments by these 
groups are voluntary, they could stop payments at any time. 

 
29 The self-employed and other non-wage/salary earners would be eligible for the 

fee subsidy and up-front government contribution.  To apply for the home 
ownership deposit subsidy, these individuals would need to provide evidence that 
they have contributed at least 4% of their taxable income over the last three 
years (up to a maximum of five years).   

 
Report back on selection of providers 
 
30 Cabinet has agreed in principle that product providers of the WBSS will be 

selected by a competitive tender process and/or a requirement to meet a set of 
minimum specified criteria (CAB Min (05) 13/9 5.1 refers).  I undertook to report 
back to Cabinet on 2 May 2005 on the selection process for providers (CAB Min 
(05) 13/9 6 refers).   

 
31 Following further work on the process for selecting providers, I am still interested 

in a competitive tender process and/or a requirement to meet a set of minimum 
specified criteria.  Details of the strategy and process for selection of providers 
and negotiation of fees will be developed by the end of 2005.  I propose that 
officials from MED lead this work, in consultation with Treasury and Inland 
Revenue, reporting to the Minister of Commerce and Minister of Finance.  The 
Minister of Commerce and Minister of Finance will report back to Cabinet after 
the completion of the tender. 

 
Financial Implications 

32 The financial implications have been incorporated as part of the contingency for 
the Savings Allocation in Budget 2005 (POL Min (05) 9/1(4)). 

 
Legislative Implications 

33 Legislative implications for the WBSS as a whole were outlined in the initial 
Cabinet paper (CAB Min (05) 13/9 refers).  Additional legislative amendment will 
be necessary, including: 

 
• legislative amendment may be required to the Superannuation Schemes 

Act 1989 to facilitate the conversion of a RSS into a WBSS; and 
 
• legislative amendment may be required to the Securities Act 1978 to 

ensure that there is a basis for a legal financial contract where a person 
makes no active choice as to provider.     

 
Regulatory Impact Statement 

34 Based on the information provided in the attached Regulatory Impact Statement 
(RIS) / Business Compliance Cost Statement (BCCS), the Regulatory Impact 
Analysis Unit considers that the disclosure of information is adequate, and the 
level of analysis is appropriate given the likely impacts of the proposal. 
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Treaty Implications 

35 The WBSS has no Treaty implications. 
 
Human Rights Act 

36 The proposals in this Cabinet paper appear to be consistent with the rights and 
freedoms affirmed in the New Zealand Bill of Rights Act 1990 and the Human 
Rights Act 1993. A final view will be possible once the Bill has been drafted. 

 
Publicity 

37 As reported to Cabinet previously, the savings package will be a component of 
Budget 2005.  I plan to provide a separate media pack on the package at the 
Budget (CAB (05) 13/9 12 refers).  Funding for ongoing communication has been 
set aside as part of the contingency for the Savings Allocation in Budget 2005 
(POL Min (05) 9/1(4) refers). 

 
Consultation 

38 The following agencies have been consulted in the preparation of this Cabinet 
paper: Department of Prime Minister and Cabinet, Inland Revenue Department, 
Ministry of Economic Development, State Services Commission, Housing New 
Zealand Corporation, Ministry of Social Development, Department of Labour, 
Ministry of Justice, Te Puni Kokiri, Ministry of Pacific Island Affairs, Ministry of 
Youth Development, and Ministry of Women’s Affairs.  Some government 
departments were concerned that existing RSS would not convert to a WBSS 
and that existing RSS may wind-up.  These concerns have been reflected in the 
Cabinet paper. 

 
39 As reported to Cabinet previously, a wide range      

             
             
             
             
             
             
             
             
             
        

 
Recommendations 

I recommend that Cabinet: 
 
Existing registered superannuation schemes 
 
1 note that Cabinet has agreed to establish a work-based savings scheme (WBSS) 

(CAB Min (05) 13/9 refers), whereby: 
 

1.1  individuals make contributions from their wages and salary; 
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1.2 the money is channelled through the existing Inland Revenue process to 

private fund providers; 
 
1.3 funds are principally for retirement; and 
 
1.4 a withdrawal is allowed for purchase of a first home. 

 
2 agree that an existing registered superannuation scheme (RSS) could choose to 

fully convert to a WBSS and in doing so meet all the characteristics of the WBSS; 
 
3 agree that members of a WBSS that has been converted from an RSS will 

receive the fee subsidy and the up-front contribution and be eligible to apply for 
the home ownership deposit subsidy subject to eligibility criteria; 

 
4 note that legislative amendment to the Superannuation Schemes Act 1989 may 

be necessary to facilitate the conversion of a RSS into a WBSS; 
 
5 agree that employers with existing RSS be eligible to apply for an exemption 

from the automatic enrolment provision for new employees if their schemes are:  
 

5.1 portable;  
 
5.2 open to all permanent employees; and 
 
5.3 total contribution (employer plus employee) of at least 4% of gross salary 

that vests in the employee immediately.  
 
6 agree that members of RSS who are employed by an employer that is exempt 

from the automatic enrolment requirement for new employees; 
 

6.1 will be eligible to apply for the home ownership deposit subsidy after at 
least three years saving after 1 April 2007: 

 
6.2  will not be eligible for the WBSS fee subsidy; and 
 
6.3 will not be eligible for the up-front government contribution. 

 
Fee subsidy 
 
7 note that Cabinet has previously agreed that the government will negotiate down 

fees payable to WBSS providers, and pay the remaining ongoing fees 
(CAB Min (05) 13/9 3.14 refers); 

 
8 agree that there will be some cap on the fee subsidy, for example, a cap on the 

specific dollar amount per person per year, but how this should be calculated will 
be determined at a later date; 

 
Automatic enrolment 
 
9 note that Cabinet has previously agreed that new employees between 18 and 65 

years of age will be automatically enrolled in a WBSS when they start a new job, 
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but have the opportunity to opt-out (CAB Min (05) 13/9 2.2, CAB Min (05) 13/9 
3.2, CAB Min (05) 13/9 3.3 refer); 

  
10 agree that new employees who are automatically enrolled can opt-out in the 

second and third weeks at a new job; 
 
11 agree that Inland Revenue will only be required to notify the employer if the 

employee opts out of the WBSS; 
 
12 agree that deductions for individuals that are automatically enrolled will start on 

the first pay day after the employee has been in the job for eight weeks; 
 
13 agree that Inland Revenue will hold contributions in trust for a further eight weeks 

after the first contribution is received; 
 
14 agree that the up-front government contribution will be provided to an individual’s 

account eight weeks after the first contribution is received (at the same time that 
Inland Revenue passes funds to a provider); 

 
15 agree that Inland Revenue has discretion to consider opt-out forms that are 

received late or processed late, up until eight weeks after the first contribution is 
received; 

 
16 note that legislative amendment may be required to Securities Act 1978 to 

ensure that there is a basis for a legal financial contract where a person makes 
no active choice as to provider; 

 
Contribution holidays 
 
17 note that Cabinet agreed that WBSS members will have the option to apply for a 

contribution holiday of up to five years at a time (CAB Min (05) 13/9 3.13 refers); 
 
18 agree that the contribution holiday option should not be available unless the 

person has been contributing to WBSS for at least three months; 
 
19 agree that the automatic enrolment provisions will not apply to a person changing 

employment during the course of a contribution holiday; 
 
Participation by self-employed and other non-wage/salary earners 
 
20 note that Cabinet agreed that non-employees, such as the self-employed and 

beneficiaries, would be able to opt-in to the scheme (CAB Min (05) 13/9 2.5 
refers); 

 
21 note that it would be difficult for self-employed individuals to be required to 

contribute at the same rate as salary/wage earners (i.e. 4% or 8% of gross 
salary) because their taxable income will not be known until a tax return has been 
filed; 

 
22 agree that the self-employed and other non-wage/salary earners: 
 

22.1 will be able to make contributions to their WBSS via Inland Revenue; 
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22.2 will be able to select the amount of their contribution;  
 
22.3 may choose to make regular or lump sum payments;  

 
22.4 will be eligible for the fee subsidy; 

 
22.5 will be eligible for the up-front government contribution; and 

 
22.6 will be eligible to apply for the home ownership deposit subsidy if they can 

provide evidence that they have contributed at least 4% of their taxable 
income over the previous three years (up to a maximum of five years). 

 
Report back on selection of providers 
 
23 agree that the Ministry of Economic Development (MED), in consultation with 

Treasury and Inland Revenue, will report to the Minister of Commerce and 
Minister of Finance by the end of 2005 on details of the strategy and process for 
selection of providers and negotiation of fees and a request for proposal; 

 
24 authorise the Minister of Commerce and Minister of Finance to agree to the 

details of the strategy and process for selection of providers and negotiation of 
fees and a request for proposal; 

 
25 agree that the Minister of Commerce and Minister of Finance will report to 

Cabinet in 2006 on the outcome of the tender process and negotiation of fees. 
 
 
 
 
 
 
 
 
Hon Dr Michael Cullen 
Minister of Finance 
 
 
 



 

12 

REGULATORY IMPACT STATEMENT 
 
STATEMENT OF THE NATURE AND MAGNITUDE OF THE PROBLEM AND 
THE NEED FOR GOVERNMENT ACTION 

The Government decided that savings is a priority for the Budget 2005 (CAB Min (05) 
13/9 1.1 refers).  Cabinet has agreed that a Work Based Savings Scheme (WBSS) will 
form part of the Budget 2005 savings package.  The WBSS is designed to obtain a 
change in behaviour for people who are not currently saving or are under saving, and 
to get them into the habit of saving.  There are a number of outstanding design features 
(both in regard to design features which were agreed on in principle and detailed 
design aspects where decisions have been made and which needed further work), for 
which the Minister of Finance agreed to report back on. They include: 
 

• the treatment of existing registered superannuation schemes (RSS); 
 
• cap on the amount of the government fee subsidy; 
 
• the process for automatic enrolment of new employees and the operation of 

the contribution holiday;  and 
 
• facilitating contributions by the self-employed and other non-wage/salary 

earners. 
 

STATEMENT OF THE PUBLIC POLICY OBJECTIVES 

As outlined in designing the WBSS, the primary objectives of the WBSS are:  
 

• to support a cultural change in New Zealanders’ attitudes toward 
savings to increase self reliance and forward planning;  and 

 
• to help create a financial buffer for New Zealand households through the 

building up of assets, reducing debt dependency and giving people 
increased financial independence and flexibility, particularly in 
retirement. 

 
Therefore, any refinements to the design features of the scheme should be consistent 
with these overall objectives. 
 
STATEMENT OF FEASIBLE OPTIONS (REGULATORY AND/OR NON-
REGULATORY) THAT MAY CONSTITUTE VIABLE MEANS FOR 
ACHIEVING THE DESIRED OBJECTIVE(S) AND NET BENEFITS 
(INCLUDING NON-QUANTIFIABLE BENEFITS) OF THE PROPOSAL, AND 
OTHER FEASIBLE OPTIONS 

The key features of the status quo and the proposed option(s) are outlined below.  The 
key features of the status quo reflect the agree or agree-in-principle decisions already 
taken unless specified. The status quo is not preferred as it does not meet the policy 
objectives to the same extent as the preferred option. The benefits and costs of the 
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key features of the policy proposals are identified below under relevant broad 
themes. 
 
Existing registered superannuation schemes 
 
Status quo:  
 

• The package will provide a conversion mechanism for existing RSS that 
want to migrate to the WBSS (CAB Min (05) 13/9 3.21 refers).     

• The current requirement in the Superannuation Schemes Act 1989 is that 
the written consent of every member is required before a trust deed can be 
amended that may adversely affect their benefits. 

 
Alternative option:  
 

• Allow an RSS to partially convert by partly meeting the WBSS criteria, for 
example, by establishing an additional account within their scheme that had 
contributions of at least 4%, lock-in until eligibility for New Zealand 
Superannuation and the funds in the account can be transferred to a 
comparable RSS account or a WBSS scheme.  It is likely that this would be 
easier for RSS to achieve than full conversion, and therefore more RSS 
would obtain some government contribution. 

 
This option is not preferred because it would increase the fiscal costs substantially, and 
would be unlikely to encourage significant new savings. 
 
Preferred option:  
 

• A converted scheme would need to meet all the characteristics of the 
WBSS.  Members of RSS that fully convert would be entitled to all WBSS 
benefits (fee subsidy, up-front government contribution, and would be 
eligible for the home ownership deposit subsidy). 

• For RSS that do not convert, employers with existing RSS would be able to 
apply for an exemption from the automatic enrolment provisions if their 
schemes are: portable, open to all permanent employees, and with total 
contributions of at least 4% vested in the employee immediately. 

• Members of RSS would not be eligible for any government contribution 
unless they fully convert into a WBSS or if the RSS is exempt from 
automatic enrolment provisions, in which case members will be eligible to 
apply for the home ownership deposit subsidy. 

• Employees in exempt firms can choose to join the employer-based RSS or 
WBSS (by opting-in, because the scheme is exempt from automatic 
enrolment). 

 
Government 
 
The government has a lower fiscal cost by not extending contributions to existing 
schemes and exempting some employers from the automatic enrolment provisions.  
However, this may be partially offset because some members of existing schemes may 
open a WBSS account if they are unable to qualify for the government contribution 
through their existing scheme. 
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The government would need to balance the costs and the rights of RSS members to 
adequate protection in considering any legislative change.   
 
The government as an employer is directly affected by the treatment of the various 
existing state sector schemes, including the new State Sector Retirement Savings 
Scheme (SSRSS).  It is unlikely that the SSRSS or other state sector schemes to 
convert to a WBSS.   With regard to the employer exemption, the government as an 
employer could apply for an exemption from the automatic enrolment provisions 
(subject to meeting the conditions), as with any other employer. 
 
Providers and scheme members 
 
In 2005, RSS had around 643,000 members and $16.7 billion in assets (not including 
the Government Superannuation Fund).   
 
It is difficult to judge how many RSS will convert or how many employers are likely to 
qualify for the exemption from automatic enrolment because there is a lack of quality 
data in this area.  In practice, relatively few RSS may convert, due to the legal 
complexity and cost involved in converting.   
 
Providers may restructure some of their superannuation schemes to qualify for the 
government contributions.  This may divert some existing savings into the WBSS. 
 
Members of RSS that do not convert or do not qualify for an employer exemption from 
the automatic enrolment requirements will not receive any of the government 
contributions (the fee subsidy, up-front contribution, and housing deposit subsidy). 
Some existing RSS may wind-up or close to new members as a result of existing RSS 
not being eligible for any government contribution. 
 
Members of RSS that qualify for this exemption, and who are employed by that 
employer, will be eligible for the home ownership deposit subsidy on the same terms 
and conditions (i.e. have saved for at least three years after the commencement of the 
WBSS and made contributions of at least 4% of salary/wages per year).  They will not 
be eligible for the government up-front contribution and fee subsidy. 
 
If WBSS fees are significantly lower then other investment and superannuation 
schemes may reduce their fees in order to compete with the WBSS. 
 
Employers 
 
Employers who contribute to their employees’ superannuation will need to decide 
whether to continue to contribute to their existing RSS, close the scheme to new 
members and/or make their contributions to WBSS accounts.  
 
Employers that qualify for the exemption from automatic enrolment provisions will not 
need to automatically enrol their new employees which will reduce compliance costs.  
The detail is discussed in the Business Compliance Cost Statement. However, the 
majority of employers are unlikely to qualify for an exemption for automatic enrolment 
because, for example, many employer-based RSS are not available to all permanent 
employees (although employers could expand their coverage to qualify).  A survey by 
the ESR Consortium for the Periodic Report Group in 2003 found that only 43 percent 
of part-time employees were eligible to join schemes open to new members. 
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Society 
 
Employees and individuals may be more likely to save through WBSS than RSS given 
RSS are not eligible for the government contributions. 
 
Fee subsidy 
 
Status quo: 
 

• The government will negotiate down fees payable to WBSS providers, and 
pay the remaining ongoing fees (CAB Min (05) 13/9 3.14 refers).  

 
Preferred option: 
 

• The government would pay all ongoing fees for all participants in the WBSS 
up to a fee cap, for example, a specific dollar amount per person per year. 
How this should be calculated will be determined at a later date 

 
Government 
 
The government may limit the fiscal cost by introducing a cap on the ongoing fee 
subsidy. 
 
Providers 
 
The cap on the fee subsidy may enable a wider range of providers to participate in the 
WBSS.  Higher cost providers may still be able to participate in the WBSS given the 
government may not need to cover all their ongoing fees. 
 
The cap may also reduce the extent to which other savings are shifted into the WBSS. 

 
Employees 
 
Some employees may also need to meet some of their ongoing fees given the fee cap.  
The cap is most likely to effect individuals with high contributions or balances.  
 
Employees may have a wider range of choice of providers in the WBSS.   
 
Automatic enrolment and contribution holidays 
 
Status quo:  
 

• All individuals aged between 18 and 65 are automatically enrolled when 
they start a new job but have the opportunity to opt-out (CAB Min (05) 13/9 
2.2, CAB Min (05) 13/9 3.2, CAB Min (05) 13/9 3.3 refer). 

• Employees that are automatically enrolled can opt-out by contacting Inland 
Revenue within the consideration period of, say, between 10 and 20 days 
after starting a new job (CAB Min (05) 13/9 5.2 refers). 

• Deductions will begin for employees around one to three months following 
the employee’s first pay at a new job, to allow for administrative processing 
requirements (CAB Min (05) 13/9 5.3 refers). 
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• Inland Revenue will receive notification from employees that have opted out 
and will advise employers whether an employee has opted out (CAB Min 
(05) 13/9 5.4 refers). 

• Employers will begin deductions for all new employees when advised to do 
so by Inland Revenue (CAB Min (05) 13/9 5.5 refers). 

• The government has agreed that members of the WBSS will be able to 
apply for a contribution holiday of up to five years at a time (CAB Min (05) 
13/9 3.13 refers).   

 
Alternative option:  
 

• Inland Revenue would notify employers of a list of employees for whom 
they should begin deductions (i.e., only notifying of those employees who 
have not opted out), and also advises the employer when to begin 
deductions.  This means employers would not need to keep track of all new 
employees from day one, lowering their compliance costs.   

 
This option is not preferred because the timeframes under which Inland Revenue 
becomes aware of a new employee vary significantly, depending on when an employee 
commences employment relative to the employer’s pay cycle.  This would make it 
difficult to communicate to employees when to expect deductions to begin, and it could 
mean that deductions do not begin for around four months after an employee starts a 
new job.  It would still involve some compliance costs for employers.  The long and 
variable timeframes of the alternative option make it impractical and make the scheme 
more complex than necessary. 
 
Preferred option:  
 

• New employees who are automatically enrolled would be able to opt out in 
the second and third weeks at a new job. 

• Inland Revenue would only be required to notify the employer if the 
employee opts out of the WBSS. 

• Deductions for individuals that are automatically enrolled would not start 
until the first pay day after the employee has been in the job for eight 
weeks.  

• Inland Revenue would hold contributions in trust for a further eight weeks 
after the first contribution is received, to allow time for employees to select 
a provider and risk/return profile. 

• The up-front government contribution would be provided to an individual’s 
account eight weeks after the first contribution is received, at the same time 
that Inland Revenue passes funds to a provider. 

• The contribution holiday option would not be available unless the person 
has been contributing for at least three months. 

• The automatic enrolment provisions would not apply to a person changing 
employment during the course of a contribution holiday. 

 
Government 
 
The government may have a lower fiscal cost because employees cannot join the 
WBSS solely to obtain the up-front contribution and cease contributions immediately.  
This may reduce participation in the WBSS. 
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Employers 
 
Employers will need to have systems in place to ensure that deductions commence at 
the correct time (i.e. the first pay day after the employee has been in the job for eight 
weeks), which places compliance costs on employers. 
 
Compliance costs will be reduced by not requiring the automatic enrolment provisions 
to apply to a person employed with an employer with an existing RSS that is exempt 
and changing employment during the course of a contribution holiday.  These costs are 
further detailed in the Business Compliance Cost Statement. 
 
Employees 
 
Employees will have time to seek financial advice to help decide which provider and 
risk/return profile they should use. 
 
Employees will not be able to take a contribution holiday if they change their mind or 
their circumstances change in the first three months of their contributions.  However, 
these employees may be able to access their funds in the event of financial hardship. 
 
Employees who change jobs frequently and have made a conscious decision to take a 
contribution holiday would not be required to continue opting out while the contribution 
holiday lasts. 
 
Society 
 
The requirement for a minimum of three months contributions may increase the 
likelihood that New Zealanders change their attitudes towards savings.  
 
Participation by self-employed and other non-wage/salary earners 
 
Status quo: 
 

• The self-employed and other non-wage/salary earners will be able to opt-in 
to a WBSS (CAB Min (05) 13/9 2.5 refers). 

 
Preferred option: 
 

• Self-employed and other non-wage/salary earners would be able to select 
the amount of their contribution and may choose to make regular or lump 
sum payments. 

• This would involve the self-employed making payments directly to Inland 
Revenue, which will be forwarded on to a provider. 

• Because payments by these groups are voluntary, they could stop 
payments at any time. 

• The self-employed and other non-wage/salary earners would be eligible for 
the fee subsidy and up-front government contribution. 

• These groups would only be eligible to apply for the home ownership 
deposit subsidy if they provide evidence that they have contributed at least 
4% of their taxable income over the previous three years (up to a maximum 
of five years). 
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Government 
 
The proposal will increase the administration costs on Inland Revenue. 
 
Self employed and other wage salary earners 
 
The preferred option increases the likelihood that self employed and other non-wage 
and salary earners can contribute as it provides an opportunity for the self employed 
and other non-wage and salary earners to participate in the saving scheme.  However, 
these groups will bear some costs in opting in. 
 
STATEMENT OF CONSULTATION UNDERTAKEN 

Stakeholder consultation 

Consultation meetings were held with the following to seek their views on the 
design features and to minimise compliance costs: a wide range of employer and  
              
              
              
              
              
              
              
              
              
           
 
Government Departments/Agencies Consultation 

The following agencies have been consulted: Department of Prime Minister and 
Cabinet, Inland Revenue Department, Ministry of Economic Development, State 
Services Commission, Housing New Zealand Corporation, Ministry of Social 
Development, Department of Labour, Ministry of Justice, Te Puni Kokiri, Ministry of 
Pacific Island Affairs, Ministry of Youth Development, and Ministry of Women’s Affairs.  
Some government departments were concerned that existing RSS would not convert to 
a WBSS and that existing RSS may wind-up.  These concerns have been reflected in 
the Cabinet paper. 
 
BUSINESS COMPLIANCE COST STATEMENT 
 
The design of the WBSS will impose some compliance costs on employers.  The 
proposals in this paper will in some cases increase these compliance costs and in 
other cases reduce these compliance costs.   These changes in costs are likely to 
impact more significantly on small and medium sized enterprises, which often have 
fewer resources to devote to compliance activities, employers with high staff 
turnover and employers offering a RSS to their employees.   
 
Employers will incur once-off costs in applying for an exemption from automatic 
enrolment provisions of new employees.  
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Ongoing costs will include explaining the scheme to new employees and giving 
new employees information packs when they start a new job.  Employers will be 
required to alter their payroll systems and procedures when employees opt-in, opt-
out, take contribution holidays or change their contribution rates. For new 
employees, employers would need to alter their payroll codes at the correct time 
unless advised otherwise by Inland Revenue or the employer has evidence that the 
employee has been granted a contribution holiday by Inland Revenue.  
 
The exemption will reduce the ongoing compliance costs for employees with 
existing RSS, particularly when new employees commence and employers with 
high staff turnover. 
 
Employers that qualify for the exemption from automatic enrolment provisions will not 
need to automatically enrol their new employees if their employees do not opt-out 
within the initial period.  This will reduce the need to change the payroll codes for these 
employees unless they opt-in.   
 
Providers would incur costs in administering any caps to the fee subsidy. 
 
It is not possible at this stage to estimate compliance costs of the proposed 
changes to the WBSS.  In addition, consultation with affected groups has been at a 
high level and has not been directed at ascertaining the potential quantum of 
compliance costs.  
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