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CHAPTER 2 - SUPERANNUATION AND LIFE INSURANCE 

2.1 Introduction 

As both repositories for savings, and as sources of loanable 

funds, superannuation schemes and life offices play a significant 

role in channelling funds from savers to borrowers. In addition, 

they have important roles in their specialised functions of 

providing retirement benefits and insuring against risk. This 

chapter provides a brief survey of the role of superannuation and 

life insurance in the New Zealand financial system, the function 

of superannuation schemes and life offices, and the various types 

of schemes and offices. More detailed information is provided on 

the two largest superannuation schemes (the Government 

Superannuation Fund and the National Provident Fund). As well as 

providing an overview of superannuation and life insurance, this 

chapter highlights the importance of an appropriate tax and 

regulatory treatment of superannuation and life insurance to the 

health of the economy. 

2.2 Superannuation and Life Insurance in the New Zealand 

Financial System 

Superannuation funds and life offices constitute a substantial 

part of the New Zealand financial system. In 1987, 

superannuation schemes had total assets of almost $11.4 billion 

(including superannuation funds managed by life offices). In 

March 1987 the major New Zealand assets of life offices stood at 

over $10 billion. 

Table 2.1 outlines the growth in the assets of private 

superannuation schemes over recent years excluding those managed 

by life offices. Table 2.2 provides data on the Government 

Superannuation Fund and Table 2.3 data on the National Provident 

Fund (these funds are not included in Table 2.1). All three 

tables indicate a fairly rapid growth in the assets of 

superannuation funds in recent years. 
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Table 2.1 Private Superannuation Scheme Funds 

fear ended 

31 March 

19683 

19774 

19814 

19845 

Total Funds 

(Nominal1 

$ million) 

129 

340 

1048 

1820 

Total Funds 

(Constant 19872 

$ million) 

1056 

1200 

2139 

2753 

Rate of 

Growth in 

Funds (% 

1.4 

15.6 

8.8 

Real 

Total 

p.a.) 

Table 2.2 Government Superannuation Fund 

Year ended 

31 March 

1968 

1977 

1981 

1984 

1987 

Total Funds 

(Nominal1 

$ million) 

126 

402 

705 

1099 

1686 

Total Funds 

(Constant 19872 

$ million) 

1032 

1420 

1439 

1663 

1686 

Rate Of 

Growth in 

Funds (% 

3.6 

0.3 

5.0 

0.5 

Real 

Total 

p.a.) 

Table 2.3 Nat 

Year ended 

31 March 

1968 

1977 

1981 

1984 

1987 

ional Provident 

Total Funds 

(Nominal 

$ million) 

91 

397 

782 

1316 

2142 

Fund 

Total Funds 

(Constant 19872 

$ million) 

745 

1401 

1597 

1992 

2142 

Rate of 

Growth in 

Funds (% 

7.3 

3.3 

7.6 

2.4 

Real 

Total 

p.a.) 
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Notes to Tables 2.1 to 2.3 

1 Total assets expressed in dollars of the day. 

2 Total assets expressed in terms of March 1987 dollars, 

previous years deflated by the Consumer Price Index -

All Groups. 

3 Source: Department of Statistics 

4 Source: Reserve Bank 

5 Source: Government Actuary 

Table 2.4 traces the growth of life offices as financial 

institutions since 1949/50. Life offices experienced rapid growth 

in the 1950s and 1960s. That growth levelled off in the 1970s 

with a decline in the real value of assets over that decade. 

That has been offset by significant real increases in the value 

of assets over the 1980s. 

Table 2.4 Total Assets of New Zealand Life Offices1 

Total Assets Total Assets Rate of Real 

Year Ended (Nominal2 (Constant 19873 Growth 

31 March $ million) $ million) (% p.a.) 

19504 

I9604 

19705 

19805 

19815 

19825 

19835 

19845 

19855 

19865 

19875 

216 

499 

1251 

3262 

3162 

4052 

4550 

5179 

5952 

7037 

10433 

3528 

5268 

9121 

7543 

6341 

6349 

6999 

7691 

7798 

8183 

10433 

4.1 

5.6 

-1.9 

-15.9 

0.1 

10.2 

9.9 

1.4 

4.9 

27.5 
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Notes 

1 Includes superannuation managed by life offices. 

2 Total assets expressed in terms on dollars of the day. 

3 Total assets expressed in terms of March 1987 dollars, 

previous years deflated by the Consumer Price Index 

(All Groups). 

4 Total assets of life offices. 

5 Major assets of life offices. 

Source: Reserve Bank of New Zealand 

2.3 Characteristics of Superannuation 

Superannuation is a means of providing, during a contributor's 

working lifetime, for the period when, through age or ill-health, 

the person is unable to earn a satisfactory income on which to 

live. It is also a means of providing a retirement income for 

those whose occupation requires them to retire early (examples 

are: airline pilots, the police, and the armed services). 

Most large firms administer their own superannuation schemes for 

employees, arrange the investment of the scheme's assets, and 

provide their own death, disability and pension cover. Smaller 

firms with less substantial superannuation schemes may prefer to 

arrange for one or more of these three areas to be serviced by an 

external agency. Firms with only a few employees are more likely 

to have a composite superannuation package provided totally by 

another organisation. 

Life insurance companies offer services in all three areas 

(administration, investment and insurance cover) whilst banks and 

investment companies and other financial intermediaries offer 

administration and investment services. Specialist 

superannuation companies also exist specifically to provide 

administration and investment services for superannuation 
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schemes. 

2.4 Coverage and Size of Superannuation Schemes 

As in other Western countries, widespread private superannuation 

coverage in New Zealand is largely a phenomenon of the period 

since the Second World War. While some schemes date back to the 

last century - the 1850s for the first New Zealand civil service 

scheme and 1887 for the BNZ scheme - employee superannuation 

schemes generally did not develop until the early years of this 

century. Even then employee schemes were largely only available 

to state servants and employees of large companies with stable 

workforces. Internationally this tended to be large financial 

institutions, railways and utilities. In the 1980s 

superannuation coverage still tends to be limited. 

Table 2.5 below shows that in 1987 employee superannuation 

schemes covered about 420,000 members with annual contributions of 

about $1.2 billion and funds of about $10.2 billion. Personal 

schemes covered about 210,000 members with contributions of $0.2 

billion and funds totalling some $1.2 billion. The 

classification of superannuation schemes used in this table -

employee, personal, pension, and lump sum - is explained below. 
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Table 2.5 Analysis of Superannuation Schemes in 1987 

Number of 

Contributors Contributions Funds 

(000) ($million) ($million) 

Employee Superannuation Schemes 

a Pension Schemes 

Managed by 

life offices 42 132 1,379 
Managed by other 

financial 

institutions 

Government 

Superannuation 

Fund (GSF) 

Self-Managed3 

Sub-total 

b Lump Sum Schemes 

Managed by 

life offices 

Managed by other 

financial 

institutions 

Self-Managed 

Sub-total 

Total Employee 

Schemes 

73 

84 

75 

274 

30 

26 

27 

83 

357 

136 

4694 

275 

1,012 

70 

31 

69 

170 

1,182 

1,606 

1,686 

3,848 

8.569 

683 

320 

670 

1,673 

10,242 
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Number of 

Members 

(000) 

Contributions Funds 

($million) ($million) 

Personal Superannuation Schemes 

Pension Schemes 

Managed by 

life offices 

Managed by other 

financial 

institutions 

Self-Managed 

Sub-total 

37 

25 

2 

64 

28 

14 

2 

44 

108 

218 

5 

331 

Lump Sum Schemes 

Managed by 

life offices 

Managed by other 

financial 

institutions 

Self-Managed 

Sub-total 

Total Personal 

Schemes 

39 

63 

37 

139 

203 

28 

46 

79 

153 

197 

157 

430 

325 

912 

1,243 

Total All Superannuation 

Schemes 560- 1,379 11,485 

Number of Pensioners - 69,000 



22 

Notes 

1 Schemes where a life office manages the scheme and 

generally provides investment services (without necessarily 

investing all the funds). 

2 Schemes where a non-life office financial intermediary 

(including the NPF) manages the scheme and generally 

provides investment services (without necessarily 

investing all the funds). 

3 Self-managed includes schemes where the administration is 

performed by an organisation which is not a financial 

intermediary. Many of these schemes will have appointed one 

or more life offices or other financial intermediaries to 

invest some of the funds. 

4 Includes Government subsidy on an unfunded basis. 

5 Double counting will exist in that some persons contribute 

to personal as well as employee schemes. 

6 The figures are based on scheme financial years ending in 

1987 (or earlier years if later figures are unavailable). 

7 There are 3,600 approved employee schemes and 900 approved 

personal schemes. The number of employee schemes is very 

much lower than the number of employers involved because 

several organisations operate schemes which can embrace many 

small employers under a single master trust arrangement. 

Source: Government Actuary 

This means that only about 2 6 per cent of the labour force 

belong to an employee superannuation scheme. Even in the public 

service, participation is only about 60 per cent. 

A substantial portion of superannuation funds are held in either 

the Government Superannuation Fund (GSF), which offers 

superannuation to all state servants, or the National Provident 

Fund (NPF), which provides superannuation for members of local 
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bodies, farm employees, members of the public, and members of 

employer-subsidised schemes. Privately administered 

superannuation funds, however, control a significant proportion -

probably around 18 per cent of the funds of all superannuation 

schemes in existence. 

2.5 Superannuation Scheme Participants 

There may be up to four participants in superannuation schemes: 

a employers: generally, it is the employer who establishes an 

employee superannuation scheme. Employers usually have a 

liability to contribute to such a scheme which can be 

regarded as part of the overall remuneration paid to 

employees; 

b trustees: trustees are responsible for the legal 

custodianship of the scheme. Trustees must comply with 

trustee law and the Superannuation Schemes Act 1976; 

c managers: trustees may delegate the day to day management 

of the scheme to another person; 

d members: members usually, but not always, have a liability 

to contribute to employee superannuation schemes. Under the 

Superannuation Schemes Regulations 1983, the minimum benefit 

payable to a member of an employee scheme cannot be less 

than the member's own contributions to the scheme. Often the 

terms of specific schemes will provide greater minimum 

benefits. In personal superannuation schemes (the 

distinction between personal and employee schemes is made 

below) the member is generally the sole contributor. 
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2.6 Classification of Superannuation Schemes 

To be approved under the Superannuation Schemes Act 1976 

(approval of the Government Actuary has been required in order to 

obtain concessional tax treatment), a superannuation scheme has 

had to be classified by the Government Actuary as either: 

a an employee pension superannuation scheme;or 

b a personal pension superannuation scheme; or 

c an employee lump sum superannuation scheme; or 

d a personal lump sum superannuation scheme. 

A pension scheme provides most of the retirement benefit in 

pension form (up to 25% can be taken as a lump sum). A lump sum 

scheme provides all the retirement benefit in lump sum form. 

Personal schemes are schemes for the benefit of individuals other 

than as employees. Employee schemes are schemes established and 

operated for the benefit of the employees of a particular 

employer or group of employers. Employee schemes are further 

classified as: 

(i) subsidised schemes: schemes to which the employer is 

liable to contribute; 

(ii) non-subsidised schemes: schemes to which the employer 

does not contribute. (Employee non-subsidised schemes are 

quite rare.) 

2.7 Types of Superannuation Scheme 

There are two basic types of employee superannuation schemes: 

a defined contribution schemes, also known as cash 

accumulation schemes; and 
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b defined benefit schemes, also known as benefit promise 

schemes. 

All personal superannuation schemes are defined contribution 

schemes. 

Defined Contribution Schemes 

The principal features of defined contribution schemes are: 

a contributions are defined in advance, usually in employee 

schemes as a fixed percentage of each member's salary; 

b the retirement benefit is derived simply from the 

accumulation, with interest, of the contributions paid to 

the scheme in respect of each member; 

c the principle of allocated funding is employed. The 

contributions are invested as a common fund, but 

separate accounts are opened in respect of each member 

to which the trustees credit: 

contributions paid to the scheme by the 

member; 

contributions paid in respect of the member by 

the employer; and 

the member's share of the fund's investment 

earnings, usually on an annual basis; and 

(sometimes) a share of money left behind by employees 

who resign and do not receive the full extent of the 

employer's contributions. 

the retirement benefit may be paid to members as a 
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pension or lump sum depending on the classification of 

the scheme. 

Defined Benefit Schemes 

The principal features of defined benefit schemes are: 

a the benefits payable are determined by formula, usually as a 

percentage of each member's average salary for a period 

before retirement multiplied by the number of years of 

membership of the scheme (or service with the employer). 

For example, a member's retirement pension for each year of 

membership might be 1.25 per cent of average annual salary 

over the last three years of service (generally such a 

salary is called the member's final average salary). Thus, 

after 40 years of membership the member would retire with a 

pension of 50 per cent of final average salary; 

b usually each each member contributes a fixed percentage of 

salary, with the employer's contributions varying in order 

to meet the cost of providing the defined benefits; 

c the adequacy of the employer's contributions (to provide the 

benefits promised) is examined regularly by an actuary, who 

may recommend changes in the contribution rate due to 

differences between the actual experience of the scheme and 

the initial assumptions. The Superannuation Schemes 

Regulations 1983 require an actuarial examination to be made 

at least every three years; 

d generally the system of unallocated funding is employed. 

Separate accounts are not opened in respect of each member, as 

the benefit of each member is defined in advance; 

e the trust deed usually provides a means by which the 

employer can reduce its contributions in the event that the 
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cost of providing the defined benefits becomes unacceptably 

high. Two examples are: 

- power for the employer to reduce employer contributions 

at any time, in which case the trustee, after seeking 

actuarial advice, would adjust the benefits of the 

scheme or members' contributions or both; and 

power for the employer to direct the trustees to wind up 

the scheme, whereupon the assets of the scheme would be 

appropriated to the individual members, and be applied 

to provide for them; 

f the retirement benefits may be paid to members as a lump sum 

or as a pension depending upon the classification of the 

scheme. 

2.8 Life Insurance 

The first life office was established in New Zealand in 1869. In 

1883 there were five offices and the number had reached 15 by 

1935. The number remained at this level until 1957. By 1984 the 

total number had grown to 36 offices, employing over 3,000 full-

time staff. 

The basic nature of life insurance as marketed in New Zealand 

means that life offices tend to accumulate large pools of funds 

for investment purposes. Many policies sold incorporate a 

substantial savings component as well as a death-risk element -

in some policies the death-risk element is minimal. Thus life 

offices invest large sums of money to provide a return to 

policyholders consistent with their obligations under their life 

insurance contracts, while providing liquidity to meet immediate 

claims. 
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2.9 Types of Life Policy 

The main types of life insurance policies are: 

a term insurance: sometimes called temporary insurance, this 

provides a benefit on the death of the insured in much the 

same way as fire insurance provides a benefit in the event 

that the insured property is damaged by fire. The duration 

of a term policy may be for one year, a specified number of 

years, or until a selected age. In most cases, if the 

insured survives the specified period, no payment will be 

made by the life insurance company; 

b whole of life insurance: this is similar to term insurance 

in that payment is made under the policy only on the death 

of the life insured. However, under a whole of life policy 

insurance cover is provided for the entire life of the 

insured and premiums remain unchanged for the duration of 

the policy. As a result, the annual premium for a whole of 

life policy is usually higher in the initial years than for 

a similar amount of term insurance. On the other hand, the 

premium as the insured grows older is lower than if a term 

insurance policy were to be renewed periodically over the 

same age range; 

c endowment insurance: this is similar to whole of life 

insurance but provides for the payment of the sum insured 

on a specified date (the maturity date) or on the death of 

the insured if that occurs earlier. In other words payment 

of a benefit can occur before the death of the insured. A 

variation on endowment insurance is 'pure endowment1, a 

savings-only policy which provides a fixed sum on the 

maturity date and an amount related to premiums paid should 

the insured die before the policy matures. 

d unbundled policies: under these policies, the savings 
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component is explicitly identified and the return on savings 

is reported to the policyholder periodically. There can be 

flexibility in the death cover provided. Some policies, 

such as the single premium insurance bonds which have been 

very popular in recent years, provide minimal death cover. 

The popularity of these policies stems from investment 

performance and, in some cases, tax effectiveness. 

Life insurance policies may also be divided into participating 

and non-participating policies. A participating policy is 

credited (usually by way of bonuses added to the sum insured of 

whole of life and endowment policies) with a proportion of any 

surplus made by the life office after providing for its 

contractual obligations. A non-participating policy does not 

share in surpluses. Most term insurance policies are non-

participating; most whole of life and endowment policies are 

participating. Unbundled policies fall into yet another group as 

they benefit directly from investment surpluses, but do not 

usually share in profits from other sources. 

2.10 Life Offices and Superannuation 

In addition to providing life insurance, life offices undertake a 

large amount of superannuation fund management. On the basis of 

figures provided to the Reserve Bank, about 34 per cent of life 

office premium income in the year ended March 1985 came from 

superannuation fund contracts. 

Superannuation funds flowing to life offices may be invested in 

the office's general pool of assets and earn the average rate of 

return on all investment, or, in some cases, the superannuation 

payments may be used to purchase 'units' in an 'investment-

linked' fund. In the latter case, the trustees of the 

superannuation fund nominate the types of investment they want. 

The life office then maintains separate pools of shares, property 

and fixed-interest investments which are revalued regularly so 
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that a value can be placed on the 'units1 held in the name of 

each superannuation scheme. 

2.11 The Government Superannuation Fund (GSF) 

The GSF in its present form was established under its own Act of 

Parliament on 1 April 1948, amalgamating various funds which had 

been in existence since the 1850s. Its revenues consist of 

members' contributions, subsidies from the Consolidated Account, 

trading departments and other bodies (such as some State Owned 

Enterprises), and income earned on its investments. 

Any state employee may belong to the Fund and, until 1 May 1985, 

membership was compulsory for permanent employees of the 

Government from the age of 17 to 24 years. Contributions are 

generally made by employees at the rate of 6.5 per cent of 

salary. Certain categories of employees contribute at other 

rates. 

The principal objective of the GSF is the payment of a pension on 

retirement, which is usually around the age of 60. The pension 

is set as a percentage of average salary over the last 5 years, 

adjusted for inflation in salaries. 

The broad principal on which the GSF operates is that members' 

contributions are built up with investment earnings in the Fund. 

These are used to pay part of the cost of retiring allowances, 

and spouse and children's allowances. The remainder of the cost 

of the benefits in any year is met by a subsidy paid by the 

Government and other employers of members. There is no direct 

relationship in any year between the amount of members' 

contributions and the amount of subsidy. The subsidy is fully 

spent in the year it is received, so that at the annual balance 

date the GSF consists entirely of members' contributions and 

investment income. Future liabilities are not met or funded each 
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year, so that the GSF is a partly-funded scheme. In this respect 

it is unique in New Zealand. All other schemes are funded, |U 

meaning that the expected future liability of the scheme is \\ 

covered in advance by contributions from either members or ' 

employers. 

2.12 The National Provident Fund (NPF) 

The NPF was established with its own Act of Parliament in 1910 as 

a public service for a wide cross section of private 

contributors. It was explicitly designed as a vehicle for 

targeting and distributing government welfare assistance to 'the 

poorer classes of our community'. In return for a compulsory 

weekly contribution, the Government undertook to provide a state-

subsidised pension plan, sickness insurance, family support 

measures, and a maternity allowance. The relative generosity and 

welfare intentions of the NPF are indicated by the fact that 

membership was initially means-tested. 

The history of the NPF since its inception may be broadly 

characterised as a gradual movement away from its early social 

policy/welfare role, as its new pension schemes expanded and the 

non-pension and state-subsidised benefits of the initial Fund 

reduced. Today, the NPF is one of the largest providers of 

superannuation services in New Zealand. Schemes developed since 

1969 have included no government subsidies (although the Fund is 

currently servicing government-subsidised contracts written 

before this time) and the present NPF resembles its 1910 

precursor in name only. 

Presently, the NPF manages the standard range of cash 

accumulation and defined benefit superannuation contracts. 

Approximately half of its contributor group come from a wide 

range of local authorities. All its schemes are funded. 
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2.13 Conclusion 

The importance of superannuation schemes and life offices as 

repositories of savings, and as lenders and investors of the 

funds deposited with them, gives these institutions a substantial 

role in New Zealand's financial sector. To enable the financial 

sector to operate efficiently to the maximum benefit of the New 

Zealand economy, it is necessary that superannuation and life 

insurance be taxed in an appropriate way. This is becoming even 

more important as the traditional boundary lines between 

different financial institutions (such as trading banks and life 

offices) become more blurred. As noted by the Minister of 

Finance in his Preface to the Consultative Document on Full 

Imputation, "companies, superannuation funds and life offices are 

financial intermediaries which specialise in investing various 

forms of capital ultimately contributed by individuals. These 

intermediaries can, and indeed should, compete on their merits. 

The tax system should neither subsidise nor discriminate against 

them." 


