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CHAPTER 1 - INTRODUCTION 

1.1. The Importance of Superannuation and Life Insurance 

Superannuation funds and life offices have played an important 

role as vehicles through which people have accumulated savings. 

The extent to which people have saved through life insurance is 

indicated by the fact that life offices have almost three million 

policies in existence with respect to their New Zealand business 

and have assets of over $10 billion. Non-superannuation premiums 

for the year ending with the September quarter 1987 totalled some 

$620 million. A survey commissioned by the Life Offices 

Association in February 1985 and conducted by the Heylen Research 

Centre estimated that approximately half the New Zealand 

population over the age of fifteen years have some form of life 

insurance cover. Superannuation membership is also extensive. 

Over 700,000 people belong to superannuation schemes which hold 

total funds amounting to some $11.5 billion with annual 

contributions of over $1.4 billion. 

Superannuation funds and life offices are therefore repositories 

of a very significant level of savings for large numbers of 

people. It is thus important that these institutions, and those 

who save through them, be taxed in a manner which is both fair 

and economically efficient. 

1.2 Announced Policy Changes 

In the Economic Statement of 17 December 1987 the Minister of 

Finance announced major changes to the taxation of superannuation 

and life insurance. The announced changes were detailed in Annex 

3 of the Statement. Further details were announced in the 10 

February press statement of the Minister of Finance. Those 

statements are reproduced in Appendix Al.l of this Document. 
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In essence, the announced changes involve: 

- removal of the previous tax exemption for member 

superannuation contributions and life insurance premia; 

removal of the fringe benefit tax exemption for employer 

superannuation contributions and employer-paid life 

insurance premia; 

- removal of the tax exemption previously enjoyed by most 

superannuation funds; and 

removal of the tax impost on superannuation pension 

benefits. 

1.3 Overview of the Reasons for Reform 

Since taking office the Government has embarked on a major 

programme of taxation reform. The overall aim has been to raise 

taxation revenue in a way which is more efficient (in that it 

imposes the lowest possible economic costs on the community), 

fairer (with the tax burden being distributed equitably across 

different sectors of the community) and simpler than the tax 

system inherited in July 1984. 

Broadly, the means of achieving those objectives are to broaden 

the tax base by, for instance, removing income tax concessions 

and introducing GST, and by making tax rates lower and less 

variable. The business taxation measures announced on 17 

December 1987 have advanced this process considerably. Central 

to those measures was a more consistent tax treatment of capital 

income, that is income from savings and investments of various 

kinds. 

In the past saving and investment income has been treated 

differently according to the type of saving or investment made 

and the institutional form through which that investment or 
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saving was channelled. That distorted the pattern of savings and 

investment, resulted in some taxpayers being favourably treated 

relative to other taxpayers, and added to the complexity of the 

income tax system. Reforms over the past few years (such as the 

accruals regime for debt instruments, the primary sector 

taxation reforms, and the phased removal of accelerated 

depreciation allowances) have gone a long way to reducing tax 

imposed distortions in saving and investment patterns. 

Considerable anomalies, however, remained. Savings and 

investments chanelled through companies were, in general, taxed 

penally. The so-called classical corporate tax system taxed 

company income twice: once when it was derived by the company and 

secondly when it was distributed to shareholders as dividends. 

That penal treatment will be removed by the implementation of 

the imputation system outlined in the December 1987 Consultative 

Document on Full Imputation. The primary stated objective of the 

imputation system is to ensure that, as far as possible, income 

earned through a company, is taxed at the marginal rates of the 

shareholders in the company. 

While savings and investments chanelled through companies were in 

general penally taxed, those chanelled through offshore companies 

and similar entities could receive significant tax advantages 

since the income accumulating offshore could remain free of New 

Zealand tax, at least until distributed back to New Zealand 

resident individuals. That anomaly, and policies to deal with 

it, are outlined in the December 1987 Consultative Document on 

International Tax Reform. A stated objective of those measures 

is thus to reduce the extent to which the tax system encourages 

offshore investment relative to investment in New Zealand and 

biases the form in which offshore investment is made. 

A third major distortion in the taxation of savings and 

investment income has been the tax exemption for certain 

increases in wealth which fall within the category of capital 

rather than income gains. It was announced in the 17 December 
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Economic Statement that the Government intended to examine 

intensively the scope for the introduction of capital gains 

and/or asset taxes. 

Savings channelled through superannuation schemes have also 

received concessionary tax treatment vis a vis savings and 

investments through other intermediaries. In particular, for 

many superannuation schemes investment income (the equivalent of 

interest income on the savings) was not subject to taxation as it 

was derived by the superannuation fund. To implement the 

Government's overall objective of removing differences in the tax 

treatment of different forms of savings and investment income it 

was obviously necessary to remove that exemption. 

As noted above, life insurance is an additional instrument 

through which considerable savings are channelled. Life 

insurance has a tax regime which is peculiar to that form of 

saving. A review of the taxation of life insurance is therefore 

appropriate at a time when the rules on the taxation of capital 

income in general are being brought more closely into line. 

There is a connection between superannuation and life insurance. 

Partly this is historical. Because of their experience as 

investment managers, a large proportion of superannuation is 

conducted through or mangaged by life offices. In part the 

connection is related to the fact that both life insurance and 

superannuation can be savings instruments with a return which, to 

some extent, is dependent on mortality and/or other human 

contingencies. 

This connection between life insurance and superannuation is not 

by itself a reason for including them both within the ambit of 

the same review process. However, since life insurance needs to 

be considered as part of the overall measures aligning the 

taxation of capital income, the connections between these two 

forms of saving and investment means that they can be 

conveniently considered together. 
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The important point to note is that the announced changes to the 

tax treatment of superannuation and life insurance constitute an 

integral part of the business taxation reforms announced on 17 

December 1987 which has as one of its objectives the consistent 

tax treatment of income derived from savings and investment. The 

measures in this area should not be seen in isolation from the 

announced international tax reforms and corporate imputation. 

Moreover, the international reforms and the superannuation and 

life insurance reforms are both measures which reduce taxation 

concessions and thus should result in an increase in taxation 

revenue. 

That increase in revenue is able to be used to assist in 

offsetting the reduction in revenue which should result from 

imputation and to assist in paying for the major reductions in 

personal and corporate taxation rates which were announced on 10 

February 1988. In turn those reduced tax rates make the 

international tax measures and the changes to superannuation and 

life insurance more feasible. The inter-dependency between the 

various measures announced by the Government needs to be 

recognised. 

1.4 Objectives of the Superannuation and Life Insurance Taxation 

Reforms 

The objectives of the reforms in this area are: 

a to ensure that, as far as possible, income derived 

from savings in a superannuation fund or life office 

are taxed at the marginal rates of the scheme members 

and policyholders; 

b to seek to tax the income of the life office itself on 

the same basis as income derived by other 

companies; 
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c to minimise the disruption the new regime imposes on 

superannuation funds, scheme members, life offices and 

policyholders; 

d to apply the same principles to related areas such as 

friendly societies, medical insurance and annuities; 

and 

e to minimise the additional administrative and 

compliance costs of the new provisions. 

1.5 Purpose and Scope of the Consultative Document 

This Document reviews the taxation of superannuation and life 

insurance and the regulatory regime in which it operates. It 

explains why changes in this area were considered desirable and 

why possible alternative policy responses were rejected. It also 

outlines a number of detailed measures to implement the announced 

policy so that interested parties can have an opportunity to 

present their views on implementation details before final 

decisions are made. 

The main areas which require detailed consideration are: 

the basis on which the income of a superannuation fund 

is to be calculated; 

the basis on which the income of a life office is to be 

calculated; 

the taxation of annuities; 

an appropriate regulatory regime for superannuation and 

life insurance; 

appropriate guidelines to achieve a smooth transition to the 

new tax regime for superannuation and life 
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insurance and to facilitate, where necessary, the 

renegotiation of superannuation schemes; 

- the taxation of friendly societies; and 

the taxation of medical insurance. 

1.6 The Consultative Committee 

The Government invites the public to make submissions on the 

matters set out in this document. Submissions will also be 

sought on the Government's decision to remove the income tax 

exemption for charitable bodies and sporting organisations. 

These areas will be the subject of a separate consultative 

document to be released in March 1988. 

A Consultative Committee has been appointed to receive and 

consider submissions on superannuation, life insurance, related 

areas, charitable bodies and sporting organisations. The 

Committee is comprised of: 

Dr Donald Brash (Chairman), Managing Director of 

Trust Bank Holdings Limited; 

Dr Geoff Harley, a tax partner with Rudd Watts and 

Stone, barristers and solicitors; 

Mr Robin Oliver, a manager with McLeod Lojkine Associates, 

chartered accountants; 

Mr Neil Malley, Director, William M Mercer-Ericksen Ltd, 

consulting actuaries; 

Mr John Drage, a partner with KPMG Peat Marwick, chartered 

accountants. 
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In addition, the Government Actuary, Mr Allan Archer, will act 

as technical adviser to the Committee. 

The Committee's terms of reference are: 

a to receive public submissions on matters concerning the 

implementation and operation of the measures proposed in 

this consultative document as well as the announced measures 

concerning the taxation of charitable bodies and sporting 

organisations; 

b to report to the Minster of Finance on: 

i matters covered in this consultative document, or 

raised in submissions concerning the implementation and 

administration of the taxation and regulatory changes to 

superannuation, life insurance and related areas; 

ii possible amendments to the detailed changes set out in 

this document which, while consistent with the 

Government's policy announcements and policy objectives, 

would assist their smooth introduction and 

administration; and 

iii the most effective means of implementing the announced 

changes to the taxation of charities and sporting 

bodies; and 

c to prepare draft legislation to give effect to the 

recommended means of implementing the Government's announced 

policy changes in the areas of superannuation, life 

insurance, related areas, charitable bodies and sporting 

organisations. 

The Committee is to report to the Minister of Finance by 29 April 

1988 on those matters which need to be implemented in order to 
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allow the changes to the taxation treatment of superannuation to 

be implemented. It is to report to the Minister of Finance on 

the remaining items in its terms of reference relating to 

superannuation and life insurance by 27 May 1988. 

1.7 Submissions 

Submissions on those matters raised in this consultative document 

should be lodged by 8 April 1988. A date for submissions on the 

tax treatment of charitable bodies and sporting organisations 

will be announced when the consultative document on those areas 

is released in March. All submissions should be on A4-size 

paper, typed in double space on one side of the page only and 

should contain a brief summary of their main points and 

recommendations. Please send a total of 8 copies. 

Submissions should be sent to: 

The Chairman, 

Consultative Committee on Superannuation, 

Life Insurance and Related Areas, 

c/- The Treasury, 

PO Box 3724, 

WELLINGTON 

All submissions received by the due date will be acknowledged. 

1.8 Outline of the Document 

To allow for the earliest possible release of material relating 

to the Government's detailed proposals for transition to a non-

concessionary regime, the document has been split into two 

volumes for separate release. 

Volume 1 is divided into 3 parts. Part 1 canvasses the subject 

matter of the review. It includes this introductory chapter plus 

a general chapter on superannuation and life insurance. 
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Part 2 considers policy aspects behind the taxation of savings. 

It has chapters on the the income taxation of savings, the past 

concessionary tax treatment of superannuation and life insurance, 

the tax policy defects of that tax regime, and arguments which 

have been advanced for maintaining that concessionary regime. 

Part 3 details the announced changes to the taxation of savings 

accumulated through superannuation schemes and life offices. 

Chapters cover the tax treatment of savings in a superannuation 

scheme, the tax treatment of savings in a life office, 

transitional issues, and the regulatory regime for 

superannuation. 

Volume 2, which will be available approximately one week later 

than Volume 1, considers the remaining issues in this review. 

Chapters cover the taxation of life offices, the regulation of 

life offices, the taxation of annuities, friendly societies and 

medical/sickness insurance. 

1.9 Meaning of the Terms Used 

A glossary of the terms used is appended at the end of this 

document. 
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APPENDIX Al.l 

GOVERNMENT STATEMENTS 

PRESS STATEMENT 

THE MINISTER OF FINANCE 

HON. R 0 DOUGLAS 

10 February 1988 

Finance Minister Roger Douglas today announced the following detail of 

implementation of aspects of the 17 December 1987 economic statement. 

BUSINESS AND COMPANY TAX REFORM 

Cabinet has agreed to the following business and company tax measures: 

the rate of tax for resident companies for 199/89 will be 28 percent, and 

for non-resident companies 33 percent. Other tax rates and rebates which 

are aligned with the company tax rate will be adjusted accordingly; 

the rate of fringe benefit tax for employer superannuation contributions 

will be 24 percent; 

legislation implementing the announced changes to the assessment of 

provisional tax and the taxation of co-operatives and producer boards 

will be introduced early this year; 

the deductions under sections 145, 146, and 147 of the Income Tax Act 

relating to donations will be abolished from 1 April 1988; 

the removal of the tax exemption for sporting bodies will be deferred 

until 31 March 1989, to allow time for interested parties to make 

submissions to the Brash Committee considering this and other issues; 
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the process of consultation and implementation for the international tax 

and company shareholder imputation proposals will proceed as announced; 

the consultative document on superannuation and life insurance will be 

available before the end of the month. 

Cabinet has now received the legal opinion from the Solicitor-General 

regarding the superannuation and life insurance tax changes announced in the 

17 December statement. 

This confirms the constitutional validity of the Government's announcement to 

end the tax concessions for superannuation and life insurance contributions 

from 17 December 1987. 

Cabinet has agreed to the early introduction of legislation to give effect to 

this measure as originally announced. 

The rate of tax for the income of superannuation schemes will be 25 percent 

from 1 April 1988. The rate of tax for life offices is yet to be determined 

following consultation. 

INDIRECT TAXATION 

Cabinet has decided that: 

the proposed $200 million cut in excise duties on fuels from 1 April 1988 

will now be postponed and reconsidered; 

as announced, GST will not be increased before 1 October 1988; 

the one month return period for registered traders with a turnover 

exceeding $24 million will proceed from 1 April 1988; 

GST base-broadening measures to treat business activities of non-profit 

bodies in a similar manner to other registered traders will be deferred 

until 1 October 1988. 
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PERSONAL TAX 

Cabinet has decided that the personal tax rates and other related tax rates 

for the 1988/89 income year will be based on the following measures, to take 

effect from 1 October 1988: 

the scale of marginal personal tax rates will be 24 percent up to $30,875 

p.a., and 33 percent above that level; 

in addition, there will be a rebate of 9 percent of taxable income up to 

a maximum of $855 in a full year, abating at 4 cents in the dollar 

between incomes of $9,500 and $30,875. Eligibility for the rebate has 

yet to be finalised; 

consequential adjustments will be made to the National Superannuation 

surcharge and Family Support. These will maintain the present^ net: 

position under these schemes; 

the charitable donations and school fees rebate, and dependent relative 

rebate will be abolished from 1 April 1988; 

the deduction for most employment-related expense will be abolished from 

1 April 1988; 

from 1 April 1988, the present housekeeper rebate will be enhanced and 

expanded to bring in a wider range of childcare expenses. Details have 

yet to be finalised. 

Cabinet and the Ad Hoc Committee will continue to work on the other measures 

in the 17 December statement. 

The fiscal impact of the measures announced will be positive in 1988/89. In 

the medium term the continued attainment of improvements in the structural 

fiscal position will require further attention to be given to the quality and 

level of government spending and revenue. 
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These announcements confirm the tax environment for businesses for 1988/89, 

prior to finalising the other tax and income maintenance announcements in the 

17 December economic statement. 

They give certainty for business and individuals to plan for the year ahead, 

while allowing the Government sufficient time to work through the 

implementation of the remainder of the 17 December statement. 


