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Budget: Sensitive 
 
CAB Min (05) 13/9 
 
2005 Budget Savings Package: Work Based Savings Scheme 
 
On 11 April 2005, following reference from the Cabinet Policy Committee (POL), 
Cabinet: 
 
Savings initiatives 
 
1 agreed that encouraging savings be a priority in Budget 2005 made up of three 

initiatives: 
 

1.1 work based savings scheme (WBSS) for retirement (CAB Min (05) 13/9); 
 
1.2 first home ownership assistance (CAB Min (05) 13/10); 
 
1.3 tertiary education savings (CAB Min (05) 13/11); 

 
Work based savings scheme — main features 
 
2 agreed to a WBSS whereby: 
 

2.1 participation is not compulsory; 
 
2.2 employees are automatically enrolled when they begin a new job but have 

the opportunity to opt out; 
 
2.3 existing employees can choose to opt in to the scheme; 
 
2.4 employee contributions arc deducted from wages and salary by employers 

and forwarded to Inland Revenue; 
 
2.5 non-employees, such as the self-employed and beneficiaries, would be able 

to opt in to the scheme; 
 
2.6 Inland Revenue will be the central administrator for the WBSS, receiving 

contributions that have been deducted from individuals’ pay by employers 
and passing contributions on to private providers; 

 
2.7 the WBSS contributions are invested in privately provided investment 

vehicles; 
 
2.8 the WBSS would be principally for retirement; 
 
2.9 individuals would be allowed one withdrawal from their WBSS for first home 

ownership; 
 
2.10 the government would provide a contribution; Scheme design 

 
3 agreed to the following details of scheme design for the WBSS: 
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3.1 there is no income threshold for participation in the WBSS; 
 
3.2 those aged under 18 would be excluded from automatic enrolment, but 

could opt in to the scheme; 
 
3.3 those eligible for New Zealand Superannuation (NZS) are not able to open 

a V/B SS account, but may continue to contribute if they have opened an 
account prior to being eligible for NZS; 

 
3.4 employers will deduct contributions at a default contribution rate of 4% of 

salary and wages, with the option to increase this to 8%, and forward these 
to Inland Revenue; 

 
3.5 individuals will have the ability to choose their provider but are randomly 

allocated to a default scheme if they or their employer do not make a 
selection; 

 
3.6 individuals can transfer their balance between finds but may only have one 

find at any one time; 
 
3.7 individuals will be able to withdraw their finds once to purchase a first home 

after contributing to a WBSS for a minimum of three years; 
 
3.8 individuals will be able to withdraw their funds in cases of financial hardship 

or permanent emigration; 
 
3.9 with the exceptions in paragraphs 3.7 and 3.8, finds will be locked in until 

the age of eligibility for NZS; 
 
3.10 savings accrued under the WBSS would form relationship property within 

the meaning of the Property (Relationships) Act 1976; 
 
3.11 in most circumstances, funds in a WBSS would not be assessed for the 

purposes of eligibility for income support assistance; 
 
3.12 all members of the WB SS will have the option to divert their savings 

contributions to repay the mortgage on the principal family home for a time, 
subject to further consultation on whether this is feasible for mortgage 
providers; 

 
3.13 for those who contribute to the WBSS, deductions would continue unless 

the saver applied for a contribution holiday of up to five years at a time. 
Contributions will resume unless a further option to cease them is 
exercised; 

 
3.14 the government will negotiate down fees payable to WBSS providers, and 

pay the remaining ongoing fees; 
 
3.15 the government will provide an upfront contribution to individual WBSS 

accounts in the vicinity of $1000 per person, subject to finalisation in the 
broader Budget context; 

 
3.16 the upfront contribution provided by the government will be locked in until 
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the age of eligibility for NZS or five years in the scheme, whichever is 
greater; 

 
3.17 Inland Revenue will hold small amounts until they are large enough to pass 

on to a private provider (with interest); 
 
3.18 the employer will be given information packs by Inland Revenue to pass on 

to new employees; 
 
3.19 employers may voluntarily select an initial provider for their employees who 

do not select their own provider; 
 
3.20 employers may voluntarily contribute to their employees’ WBSS; 
 
3.21 the government will provide a conversion mechanism for existing registered 

superannuation schemes (RSS) that want to migrate to the WBSS; 
 
3.22 private provision of competing investment vehicles; 
 
3.23 no government guarantee of products or providers; 
 
3.24 investments will be regulated consistently with other investment products 

and the Superannuation Schemes Act 1989 framework will apply to 
regulate WBSS; 

 
3.25 the Ministry of Economic Development will run a competitive tender 

process to select product providers if necessary and wil1 regulate product 
providers through the Government Actuary; 

 
Further work on design details 
 
4 noted that officials from Treasury, Inland Revenue, and the Ministry of Economic 

Development, are doing further work on detailed design aspects of the scheme 
prior to the 2005 Budget, including: 

 
4.1 the treatment of existing RSS. Officials will explore: 

 
4.1.1 conditions under which existing RSS should be exempt from 

automatic enrolment; 
 
4.1.2 a conversion mechanism for existing RSS that want to migrate to the 

WBSS; 
 
4.1.3 conditions under which existing RSS should receive any non-fec 

government contribution; 
 
4.1.4 a process for selecting WBSS product providers; 
 
4.1.5 the process for automatic enrolment of new employees, including the 

timeframes for opting out; 
 
4.1.6 a mechanism to allow the self-employed to opt in to the scheme and 

to contribute via Inland Revenue; 
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5 agreed in principle, subject to the report by the Minister of Finance referred to in 

paragraph 6, to the following features of scheme design: 
 

5.1 product providers will be selected by a competitive tender process and/or a 
requirement to meet a set of minimum specified criteria; 

 
5.2 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; 

 
5.3 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; 

 
5.4 Inland Revenue will receive notification from employees that have opted 

out and ‘will advise employers whether an employee has opted out; 
 
5.5 employers will begin deductions for all new employees when advised to do 

so by Inland Revenue; 
 
5.6 the self-employed are able to participate in the scheme through the Inland 

Revenue collection mechanism by opting-in to the scheme; 
 
6 noted that the Minister of Finance will report to Cabinet on 2 May 2005 on 

outstanding design issues for the WBSS before the 2005 Budget announcement, 
such as the treatment of existing RSS and a selection process for providers; 

 
7 authorised the Minister of Finance, in consultation with the Minister of Housing 

and Minister of Education, to agree to outstanding detailed design issues for the 
WBSS, such as: 

 
7.1 the process for automatic enrolment of new employees, including the 

timeframes for opting out; 
 
7.2 a mechanism to allow the self-employed to opt in to the scheme and to 

contribute via Inland Revenue; 
 
7.3 any further operational details; 

 
Implementation date 
 
8 agreed that the WBSS will be implemented on 1 April 2007; 
 
Legislative implications 
 
9 noted that legislation will be required to implement the WBSS because it will 

require amendments to the Income Tax Act 2004 and the Tax Administration Act 
1994 to give effect to the collection mechanism; 

 
10 noted that legislative amendment will be necessary to give effect to the regulatory 

aspects of the scheme with an addition to the Superannuation Schemes Act 1989 
to set out minimum design requirements that products must satisfy to be 
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registered and to provide investor protections where funds are locked in until 
retirement; 

 
11 noted that legislative amendments will be required to exclude the governments 

liability as a promoter; 
 
Publicity 
 
12 noted that there will be a separate media pack on the Savings Package at the 

2005 Budget; 
 
13 noted that officials will develop scenarios to assist communication of how the 

WBSS would operate, though the scenarios are only illustrative and subject to 
limitations; 

 
14 noted that the WBSS will need to be supported by an information campaign to be 

finalised closer to implementation; 
 
Consultation 
 
15 noted that officials have undertaken initial consultations with employers, product 

providers, industry groups, existing scheme administrators, Business New 
Zealand, Small Business Advisory Group, the Council of Trade Unions, and the 
New Zealand Institute; 

 
16 noted that consultations to date suggest: 
 

16.1 broad support for a scheme to increase private savings; 
 
16.2 demand for a new savings product may be low; 
 
16.3 the economic case, including the size and form of government contribution 

and the numbers who are likely to participate, would dictate providers’ 
interest in offering these products; 

 
16.4 employer support is likely to be vital for the take up and viability of the 

scheme; 
 
16.5 the importance of existing schemes, and that any new scheme should be 

careful not to displace existing savings behaviour or reduce aggregate 
savings; 

 
16.6 concern about the role of employers promoting the scheme and being 

forced to provide staff with financial advice; 
 
16.7 concern about compliance costs more generally; 
 
16.8 concern from employers with existing schemes about the costs if they are 

required to offer access to the WBSS in addition to their existing scheme; 
 
Financial implications - WBSS 
 
17 approved the following changes to Vote Revenue to allow Inland Revenue to 
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begin work on implementating the WBSS, with a corresponding impact on the 
operating balance: 

 

 
 
18 approved the following changes to appropriations to allow the Ministry of 

Economic Development to engage a legal firm to assist with amendments to the 
Superannuation Schemes Act, with a corresponding impact on the operating 
balance: 

 

 
 
19 agreed that the changes to appropriations for 2004/05 above be included in the 

2004/05 Supplementary Estimates and that, in the interim, these expenses be 
met from Imprest Supply; 

 
Financial implications - savings package 
 
20 agreed to a provisional Savings Allocation with the following profile: 
 

 
 
21 authorised the Minister of Finance, Minister of Housing and Minister of Education, 

in consultation with the Prime Minister, to finalise the allocations set out in 
paragraph 20, following receipt of the Budget Economic and Fiscal Update in 
April 2005; 

 
22 noted that appropriations for the home ownership initiatives are included in 

Cabinet’s decisions on the paper, “Budget 2005 Savings Package: First Home 
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Ownership Assistance” (CAB Min (05) 13/10) 
 
23 noted the following contingency items for the Savings Allocation: 
 

 

 
 
24 noted that at present, the Savings Allocation as set out in paragraph 20 is 

currently oversubscribed, subject to the allocation finalisation in paragraph 21, as 
follows: 

 
 
Further work 
 
25 directed officials from Treasury, the Ministry of Social Development, the Ministry 

of Economic Development, and Inland Revenue to develop initiatives to increase 
the financial literacy of New Zealanders for consideration in Budget 2006; 
including a recommendation on which agency is best placed to lead this work; 

 
26 noted that the Minister of Finance indicates that consultation will be required with 

the government caucuses and that consultation is not required at this stage with 
other parties represented in Parliament. 
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Secretary 
Reference: POL Min (05) 8/2; CAB (05) 135 
 
Secretary’s Note: This minute replaces POL Min (05) 8/2. A Cabinet minute has been 
issued for this item as it was considered as a separate item on the Cabinet agenda. 
There were no changes to POL‘s decisions. 


