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Packages _
2  The four Packages are described below (for a more detailed summary see Annexes | and iif).

Package A: Proportional model (refer paragraphs 30—55}

3 NZS is portable (proportionalised*) at 1/40™ for each year of New Zealand residence between
' the ages of 20 and 65, subject to a ten year residency requirement’. Overseas pensions do
not affect a person’s NZS payment (ie direct deduction is abolished).
payable does not change for people who have lived all their working i *- ’
have lived overseas for five years or less between the ages of 20(s

" average approximately 2,000 people who would have had an g 5
- absence of the proposed changes would not be entitled due tz& siden

Package B: Proportional portability; direct deduction is abolished\unde ial nty reements
(refer paragraphs 56-64). @

4. NZSis portable at 1/45™ for each year of New Zea denc e ages of 20 and
65, Domestic clients covered by a social sec nt* -1 NZS proportionalised,
and are not subject to the direct deduction us thei s pension is paid on top

.. of the NZS amount. Domestic clients no; y anagreement continue to be subject to
the dirsct deduction policy. ‘

Package C: Full portability; moderated dir uotm@ragraphs 65-70)

5 “The full rate of NZS is paid tg’domastic and gaffabie slients who have 15 years' New Zealand

residence after the age ok pB abie). Domestic clients retain a ‘smail

‘ portion of overseas pensi® the duction policy takes effect.

Packagé D: Special po@ ply to everyone; moderated direct deduction (refer

paragraphs 71—74) } . -

6  The formu ed for he spegi ability provisions (50% NZS after 10 years’ New Zealand
residence; 6 100% aff years) applies to all portable clients. Domestic clients
contl to ive fu fter ten years residence in New Zealand. Domestic clients retain

%@n of pvers nsion before the direct deduction policy takes effect.

A . ' o

Annex IV). it achieves equity between domestic and portable clients; enables
to access a portable pension, and generates significant savings for Government.

' - gon has been resident and abolishes . the problema‘ﬂc direct deduction poiicy. Officials
eCch

8~ Package B is the next best option, although it only addresses the unfair treatment of overseas .

pensions for people under a social security agreement. it also Involves risks surrounding the

" 'sociat security agreement with the United Kingdom. Packages C and D involve costs and do
not, we believe, sufficiently address current problems fo be viable options.

! Refer to glossary for a definition of all terms fo_llowed bya*

LReviaw of New Zealand Superannuaiion Portability_
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- Table 1: Analysis of I;“ackages

Equitable  Achieves Single Fiscally - Faciftates migration Enhances Resolves . Resolves ~ Easyto
genuing  portabily = accepfable < flows -« - negotietion  obstaclasto  existing atiminister
. - cosf- sysfermn foGovt R of Agrmis - US Agmt agmin,
__Sharing ‘ : = o : difficultiss
L . Inbound . Outbound | - o
ideal Yes Yes Yes | Savings | Good . | Good | -Good | "Good '} Yes | Bood
Pig.A | Yes | Yes Yes™ Savings- | Good | Good |  Good | BtedS | Yes - K/Moderale |
Phg.B | _No | -Paia® | "Yes | Savings | Good | Good | Good 1 P Partigl " . Poef
Pkg.C | Yes No Yes” Cost | Poor | Moderate RPoor (R RataM | No\ \| ) Moderate
Peo.D | No No ~No Cost Poor Good- | Poor' ¢ N\ N\Pobr WO~ Moderate
*Only for people covered by a social security agreement ~only under special p ility opti s(a)W"

Policy work undertaken ' : ; ‘
8  Our work on refining the Packages has includeg %

» developing a safety net for Packa =D pover ith limited New Zealand
: residence and a small or non-exis gas pe ' options: one being means-

developing a ‘time-out’ provisio @ at persons with small amounts of
time overseas would no ected by i & PIapQ fional formula '

considering how © @ensw hotld “affect benefits other than NZS under
Package A @ B
assessing the } lfeas@o Package B ,

tested, the other non-tested)

ns for each Package

ortability options that are better aligned with the TORs
ishing a single portability system than the current system

to avoid double social security taxation for foreign companies -

@ fsideringaphropriate levels for minimum residence requirements.

changes and grandparenting

Advancu% ‘ '
10 @ed overnment wish to make any amendments to NZS, advance notice is required

the changes come into effect. This is because people close. to the age of retirement

ve only a limited ability to make financial adjustments. Officials suggest a lead in period of

~10 years (to be finalised during the next round of policy work). After that period has lapsed,

we recommend that all existing clients be grandparented out under the current system, with
domestic clients having the option of changing to the new system should they be better off.

11- The-portable NZS changes proposed in this paper will not apply to people who are already
overseas at the time the legislation comes into effect (apart from under special portability
options (b) and (c)). Rather, it will apply to those people who leave New Zealand after that
time. :

{ Review of New Zeatand Supserannuation Poitabllity
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Safety net payment

12 Under Package A the amount of social security pension income people receive from New
Zealand and overseas sources would vary. In some instances people affected by Package A
would have insufficient income to live on. Consequently we have developed two optzons fora

. safety net payment.

‘ Costings ‘
13 Tabie 2 outlines the benefit cost/(savings) of each Package, lncludln tratwe
does not include costs for the special portability provisions, which epend

supplementary benefits. As with all costings in this paper. e base migrafion |
- statistics since 1989. The costings should be considered as mdl ive onlyas ac l numbers
could vary considerably from our assumptions.

special portability option you choose; possible savings in a‘ s

er a lead in time

re inciude a lead in

8 timeframes set out in
tude and relativities.

ould

14 We suggested in paragraph 10 above that policy

: of 5-10 years. The costings are for 2006/07 gnws
time. If a lead in time is adopted savings woUk |
the table. Figures are therefore presented t

Table 2; Cost/(savings) of each Package “

N X
N\ ) _ Fiscaredst(avings) - $m

. 2006/07 N2007/08 ) \ \209e/09 200040 | 2010111
Package A® )Q CESY s\/ (143) (187 (233)

| Package B (181) (197) C (235)
Package C' - . % 8 13 29
Package D @Z - 47 . 53 63

15 We esti @?v\g ckages B will save Government in the region of $230 million per

annu P%ag;D is the most expenswe costing Government $63 million per

0/11
oll
ed_ some policy options that can be _appiied to any Package.
bmty options

ave developed two optlons for the special portability provisions for Pacific countries.

a) Create a single portability system for everyone: under this option the special portability
provisions are abolished and everyone is paid under the general portablhty provisions of
whichever Package you choose.

(b} Create a single portability system for everyone and aliow applications from retirees in
Pacific Islands: the special portability provisions are abolished as for (a). In addition, we

% These costs include the cost of offering @ means-tested safety net {which costs $0.5 million in 2006/07 rising to $2.5
million in 2010/11). Should you not wish to income test the safety net, the cost would be an additional $4.5 miflion in
2006/07 rising fo $22.3 million in 2010/11,

1 Review of New Zealand Superannuation Portabillty
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have established a concession under Packages A and B, to acknowledge that Pacific
people will need more than the 20 years’ New Zealand residence they currently require
to obtain full NZS:

those people aged 65 and over currently resident in the Pacific Islands who left New
Zealand prior to age 65, but who have sufficient residence in New Zealand in the
past to qualify for NZS should, once the legislation comes into effect, gain eligibility

from the date of application for a general portability payment i

18 The Ministry of Foreign Affairs and Trade (MFAT) thé Ministry of Pagci nd Affairs (
have developed a third option:

(c) retain the status quo (50% after 10 years, 100% afie @é ;
!

applications from the Pacific Islands be allowed but al
option (b) above

Costings

paragraphs 78-101.

19 The costings for the special portability options .
'{ million in 2006!07 $46

If Package A is implemented option (c) is
million in 2010/11); option (a) the mos
2010/11),

20 Some foreign cbmpanies ard4

and skilled secg -=
there Is a bene

Vt forNew Zes i;
of offering #8 tefief is glvmﬁ%

‘21 The estima

sh ated to give savings of $8 2 million in 2006/07 and $10.2 miliion in 2010/11 to
e rebate cost. These savings are only available for Package C and D; they are not

Analysis

22 Officials believe that sccial secunty tax relief should be granted only if the benefits justify the
costs incurred. It is unclear that the removal of double social security taxation would aftract
many additional foreign companies or skilled foreign secondees to New Zealand. There is
also & risk that the costs could be significantly higher than expected; the lack of data and the
difficulty in predicting labour flows mean that in reality the estimated costs and savings may
be significantly higher than expected. Given these reasons, Treasury considers the policy
development in this area to have lower priority than the items with least priority in the current

LReview of New Zealand Supsrannuation Ponabiﬁ_}
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tax policy work programme. Should ministers ask for further work in this area other items with
higher priority may need to be discontinued.

Consultation with Treasury

23 Treasury have been fully consulted on this paper and agree with the recommendations.

Conclusion

to come, which will exacerbate problems with the international
- Zealand will therefore have o address these issues at som

25 We recommend that you select Package A for furthe:
This Package most closely meets the objectives &g
creates substantial savings. Should Package A 1o

is Package B. In terms of the additional optjogs, e aft @
recommend that you consider further wo %l secu x i

and seconded workers. However, due ively small ippact of the proposal and the
ted, Trdvises that no further work be

risk of costs being significantly higher
'26 We have split recommendati n thespedla l% options. MFAT/MPIA/NZAID prefer-
option (¢) (the status quo %@allowin sations from those aiready retired in Pacific

done on social security tax relief.
countries). MSD and T fer Na)X(abolishing the special portability provisions
rate wish fo offer a concession on account of the

and paying everyon
longer residence r und atkages, option (b). Should you prefer option (c),
MSD and Trea mend g the number of countries from 22 to eight (para 100

rofers). @ié? S

Raview of New Zealand Superannuation ﬁorfabili_ty__
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Recommended actions

We recommend that you:

1 note that the Minister of Finance requested that the Ministry of Social Development (MSD)
and the Treasury review the New Zealand Superannuation portability provisions before the
introduction of the New Zealand Superannuation Bill in 2000, Because it involved substaptive
issues, a review was not possible before the introduction of the Bill

2 nate that you agreed to the review, and the Terms of Reference
2001, which expanded the rewew to cover New Zealand's inte
- as a whole

3 note that the TORs formed the basis for an options uperannuation
Portability, which was submitied to Ministers on 14 ‘ per we set out
three Packages of options. You agreed that the s s_h ined and costed,

and directed officials to report back by 31 May
" included, as requested by Associate Ministe % 0

»  Package A: all NZS payment

residence between 20-65 his a safety net payment and a provision

to allow people io leave ealand ‘ HiOive years without their NZS entitiement
being affected
-e  Package B: a ayment is proportionalised; direct deduction
abolished und } ecun nents
. Package ' aft s’ New Zealand residence; domestic clients retain a
small i eir o nsion before direct deduction applies
e Pac se special bility formula for all portable clients; domestic clients retain

mal ion errseas pension before direct deduction applies.

P B is officials’ next preferred Package, but bringing the United Kingdom Social
A greement into ahgnment may not be feasible
ages Cand D are expens;ve and not a graat 1rnprovement over the status quo.
ended Package

gree that Package A is your preferred Package
AGREE / DISAGREE
7 agree that under Package A, a means-tested payment (safety net) be established for those
with limited New Zealand residence and small/no overseas pensions
AGREE / DISAGREE

L Review of New Zealand Superannuation Portability '
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Additional options

8  note that these options have been designed fo sit alongside any Package you choose

- Special portability provisions
9  agree that:

EITHER (MSD and Treasury preferred approach) | ‘ &
(a) ‘the special portability provisions should be abolished and a @bimy S
created for everyone \
: : ‘ : AGRE GREE
OR (MSD and Treasury second preference) o
(b) the special portabiiity provisions should be abgli a sin@iﬁw system be
created for everyone - )
' AND should you agree to Package A (r re 1N
=3 N e H

£ th iclglands who lefi New Zealand
prior to age 65, but whe have s(H eside Zealand in the past fo qualify
m@ ct, gain prospective eligibility (ie

for NZS should,.once the legi )
from the date of application ra ‘turned 65) for a general portability

payment

D v ‘ AGREE / DISAGREE
OR (MFAT, MPIA, N ted g ) . o .
(c) -the special pro¥isien ould be retained, with an amendment that

Paci ahds be permitted :

opié aged 654-%0 left New Zealand to retire in the Pacific Islands prior to age
0 theﬂt residence in New Zealand in the past to qualify for NZS

wld, once~the ation comes into effect, gain prospective eligibility (ie from the
< of gpplicatiotprather than the date they turned 65) for a general portability payment

o | AGREE / DISAGREE
| E@ and Treasury preferred approach) . ' »

you choose fo retain the special portability provisions under this option, they

ould apply to a smaller group of countries (Cook lslands, Fiji, Kiribati, Niue, Tokelau,

nga, Samoa, Tuvalu) because the current group of 22 includes foreign territories and
countries with whom New Zealand has minimal ties (eg American Samoa, Guam) (MS

AGREE / DISAGREE
OR (MFAT, MPIA, NZAID preferred approach)

retain the current 22 countries
AGREE / DISAGREE

[Reviéw of New Zealand Superannuation Portabllm
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Social security tax relief for foreign companies and seconded workers

10 note that given the risk ahd relatively small impact of the proposal, Treasury thinks that this
would have lower priority than the items with least priority in the current tax policy’ work
‘programme. Treasury advises that no work be done in this area as it implles dlscontmumg
work on other higher priority items

11 Dr Cullen

indicate whether you would fike further work to be dons on so tax
: - DO FURTHER WORK /DO NOT DOFURTHER WORK

Residence requirements

12 agree that the residence requtrements should d so

Zealand after the legislation comes into effe sevable t
(once they reach 65), and so that they do not .. have ye
over the age of 50 in order to qualify
. L . @ v - AGREE / DISAGREE
Next Steps
13 refer this paper on to the 5)of For and Trade and Pacific Island Affairs for
isters of Ir@ and Senior Citizens, for their lnformatlon )

their consultation, and t
14  direct MSD an % fﬁm%@epar& a paper on the basis of decisions you have
: cnalx

who jeave New
NZS from overseas
' New Zealand residence

?@

made for the Cak nt Commitiee to consider by 30 June 2005.
AGREE / DISAGREE

ief E \\;(\/

Sérvi ficy) : Date

- Michael Cullen ,
r of Finance , , Date

Steve Maharey '
Minister for Social Development and Date
Employment

[Review of New Zealand Superannuation Portability _

Page 9 of 37 MSD_Review_040531c.doc



PART ONE: BACKGROUND AND ISSUES

‘Background

1 In November 2000, Hon Dr Cullen planned to have officials revie
portability of New Zealand Superannuation (NZS) before the introducti
Superannuation Bill [CAB (00) M32/3A refers]. Because it inw
however, a review was not possible before the introduction of:
Ministry of Social Development (MSD) and Treasury formed
scoping. paper on 13 November 2001 (SDP/01/419 o joint rs that
recommended expanding the review to enco*npasZ and’s mational social

security policies as a whole.
a (0] th 2t s
a\Y) grkin )

) '(MFAT) the Mlnistry of

time. Participants include the Ministries ffalrs

Pacific Island Affairs (MPIA), the Trea and BVE Department (IRD) and the
Retirement Commission. The workin indi > i e basis for an options paper,
New Zealand Superannuation Por@ ich w‘ ted to Ministers on 14 February

2  You accepted the Terms of Reference (TORs)
-policy work to commence. MSD has been Ie i

2003 (REP/03/2/44 refers):

w

in that paper we set out th ges of oplicps:>Each would require change in legislation,

but would not alter the / % of ehaverage wage at age 65’ formula for setting
NZS rates or the a that these Packages be refined and costed,
which has been u A further package was added at the request of
Associate Mini

ZA

Issues

rity adopted in Europe and many other countries overseas, which
other New Zealand Government priorities concerming positive aging
There are aiso considerable administrative problems with the current

Wéium

eneral portability provisions® were originally developed to treat recipients of NZS “in the

me way as residents in New Zealand” (1987 Ministerial Taskforce). The rate was set at

0%, to account for the fact that portable pensions were not subject to the surcharge or

taxation prior to export. This became inconsisient with domestic policy when the surcharge
was abolished in 1998,

6 The direct deduction policy* has remained largely unchanged since its inception in 1838.
' New Zealand’s migration pattems have increased and diversified significantly since then,
making the dollar-for-dollar deduction of an overseas pension from a person’s New Zealand
benefit entittement an inexact and often unfair method of sharing social security costs

~ between countries.

l Review of New Zealand Superannuation Portability“
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' 'Inequitable policies

7 Because these policieé have been developed in a largely ad hoc manner, they have become
inequitable with one another and, in some cases, have diverged from their original policy

intent.
Portability
8  Four different formulas for calculation of NZS are currenﬂy offered, depending on the
. in which a person chooses fo refire. After 20 years' residence in New nd, for exa

person will receive:

e 100% NZS if resident in New Zealand
»  50% under the general portability provisions if they retlr to

Agreement couniry (eg the United States)
tl e 1o sfand country or
ree

‘9 This makes for an ambiguous portability d A @; ere is no equity between
those who retire overseas and those wi - i alan ’

- 100% under the specra! portability provisions* i
e  either 20/40ths or 20/45ths NZS if they j

Special portability provisions

10 The specral portabr!rty provrs ons 93 to reflect New Zealand's special
~ ig§: Niue, the Cook Islands and Tokelau,

labour force and th h 0SE 80
11 ~ Atthat trme the e% ili SIons had just been established at the flat rate of 50%
of full NZS for % o retifedo\countries with whom New Zealand did not have a social -

12

13 additj e humber of Pacific countries covered by these provisions was increased to 22.
i y obscured the original intent of the policy, -as it now covers overseas
ofthe United States (US) and France.

Dj duction -
@v er the: drrect dedugtion policy, a person generally loses their entire overseas pension, as it
deducted dollarfor-dollar from their New Zealand benefit entiltement. This means that
many people do not inform MSD about their overseas pensions, -or do not apply for their
overseas pensions {we estimate the cost to Government could be approximately $100 million
per annum). .

15  Another probiematlc aspect of the direct deduction policy is its lack of genuine cost-sharing. It
is customary overseas for sach country in which a person has been resident to share a
proportionaie ‘burden’ of that person’s social security costs. The direct deduction policy
means that the New Zealand Government ofien avoids doing so, as can be seen below:

Review of New Zealand Superannua’tlon Portabiity
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MrA l‘was n Sweden for 30 yealsl and in New Zeaiand for 15. HIS Swadish pansion ls . 30 yrs of Swedish pansmn $ 280 V
A$280 per waek. After s overseas pension is deducted from his NZS enfillement df D,,w deduction ($300-5280) °
$300, NawZealand s contribution | is onfy $20 NZS. This does not reflect an adequate
.shanng of the burdan for Mr A's snual sacumy cosfs for 15 yea:s

s 20nzs) if
TOTAL income {gross) - $300

16
a social securlty agreement with the New Zealand Govemme
lack of any agreement means some German pensions are

Zealand. As a result, we pay these people full NZS (w do o’t aclileve genuine cost-
shanng either).
< ée

Failure to provide seamless socnal security provisi
17 Qur current policy settlngs are out of step l@ rs %zropean Union (EU) and
is i 08 oCial security provision’ for

i raﬂy afforded by:

migrant and seconded workers. Such

s ensuring that each country in ic j n o proportlonatety shares the social

overseas)

. exemptihg forej
‘double social

18 The impact of tk e§e fgciors wn but they may potentially be importaht to foreign
companies igrants whi are considering potentna[ destination countries in which to

work.

, ‘Failur@m the(@ \geing Principles _
1 he extrem % of the portability provisions outside of social security Agreements

c rfen pebpie under general portability and 401 for special portability, with 2 combined .
tdke-u ss than 10 people per annum) is, we suggest, due to the fact that the
' resn trictions prevent a person from applying from overseas and, in the case of

ortability, the low rate of entitlement. Therefore, the portability provisions do not
ua ly support the Government’s Positive Ageing Principles relating to empowering older
e to make choices about where they live.

Administrative difficulties

20 There is currently confusion about how the temporary absence provisions relate to the special
portability provisions. Many people move to the Pacific Istands but retum to New Zealand for
short stays every 26 weeks. In doing so they wrongfully expect that they can rely on the |
temporary absence provisions (which allow retirees to go overseas for less than 26 weeks
without affecting their entitiement) for payment of NZS.

21 In addition, it is often complicatéd to determine whether or not an overseas pension is direct
deductible as it is not always clear what type of pension is being paid. For example, many

rﬁeview of New Zealand Superannuation Poﬂabllﬁym
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countries have compulsory pension systems that require confributors fo contribute to private
pension accounts. Some other countries pose their own unique problems. The UK, for
example, allows contributors to ‘contract out’ of its second tier pension into . private
occupational pensions. These problems will bring the sustainability of the direct deduction
policy into guestion in the medium-term. .

Problems goihg forward

22 - We believe that New Zealand's international social security policie

staj %
medium-term for the following reasons. First, those who are aﬁebter@ese
. policies represent a sizeable proportion of the poputation. . Q;

. Of the domestic population- aged 65+, 26% (and grawinghare forefjgn bokp. Many of

these are unsatisfied,® and are putting pressure o me pchange because:
o they are inhibited from returning fo their h sountry be s they will receive
no NZS$, or only 50% if they wait until s the pger an Agreement or

retiring in the Pacific) ’

o many of those who retire in New 2
pension through the direct de

. Of the New Zealanders who
payment outside an Agreement

73 are receiving a portable NZS
in reason for this is because they

@ il lo:e&»%ue of their entire overseas

‘ departed New Zealand b

23 The second reason wg s “international socia! security policies are
unsustainable is beca e\ current nvolves significant costs to the Crown, as
follows: ' '

es Government $178 million per annum, evasion of
more than $100 million per annum. Despite MSD’s
k of data about specific clients who are receiving overseas
s mean ¥ high degree of evasion. | -

and residence required for NZS is not limited to working age
gl bétween 20-65 years of age). Older people therefore arrive under,
\Farent immigration policy and wait 10 years until they qualify for full NZS,
Takihg>a limited contribution to New Zealand society (which applied to more than
sple/in 2002/03). : A

wnent pays full NZS to people who would normally have entitlement to an overseas

ion because our current policy settings mean these countries will not negotiate a

sbcial security agreement with us (eg the U3, Germany, Austria and Switzerland; unpaid
verseas pensions totalling approximately $21 million per annum),

igration forecasts indicate that we can expect sustained high migration flows for some time
to come,; which will exacerbate the problem. New Zsaland will therefore have to address
these issues at some point in time. The longer we wait, the harder and possibly more
expensive they may become fo resolvs. v S

3 The degree to which these people find the policies unfair can be illustrated by the fact that thelr complaints constitute a
significant proportion of all correspondence to the Minister for Social Development and Employment (and his
Associates), and complaints are frequently received by the Minister of Finance. Also of the public submissions made fo
the Periodic Report Group.in 2003, ovér half were conceming the nature of the direct deduction policy.

[ Review of New Zealand Superannuation Portabilm

Page 13 of 37 MSD_Review_040531c.doc



PART TWO: OBJECTIVES AND WORK TO DATE

Objectives

25 The objective of this paper is to propose a cohesive international social security framework
that meets the following criteria: &

» s equitable @ @
»  ensures genuine cost-sharing mechanisms are in place ft pensio
s better facilitates the free flow of migrants and labour & ?
+ improves the interface between the social security of New %e%?f\q hose of
other countries
« provides a single, easy to understand portabili g
- » assists New Zealand to negotiate soc:a er countries '
« resolves obstacles to a US social sec ent mty of US benefits .

» s fiscally acceptable to the Govern
» is simple to administer

» links to on-going poficy work in | i Assnst such as simplification and
retirement policy, Wth ogic of options.
Refinement of the Packages; W to
(4 ~

26 Three Packages w ted |‘
2003) paper.

develop a Pacgks

Valand Superannuation Portability (14 February
that paper, Associate Ministers requested that we

: W’ jonal model NZS payment to domestic and portable clients is

o |t 1/40" for each year of New Zealand residence, subject to a minimum
idence {based on the years a person has lived in New Zealand between
0 and 65). Overseas pensions do not affect a person’s NZS payment,

age B: Propomonal portabrhty, direct deduction is abolished under social secunty

ements NZS is portable at 1/45® for each year of New Zealand residence between

the’ages of 20 and 65. Domestic clients covered by a social security agreement* have

heir NZS proportionalised and are not subject to dlrect deduction. Thus their overseas
pension is paid on top of the NZS amount.

Package C: Full portability; moderated direct deduction The full rate of NZS is pa)d fo
domestic and portable clients who have 15 years’ New Zealand residence after the age
of 20 (partial NZS not payable), Domestic clients retain a small portion of overseas
pension before the direct deduction policy takes effect.

| @

»  Package D: Special portability provisions apply to everyone; moderated direct deduction
- The formula used for the special portability provisions (50% NZS after 10 years’ New
Zealand residence, rising to 100% after 20 years) applies to all portable clients,
Domestic clients retain a small portion of overseas pensmn before the direct deduction
policy takes effect.

Feview of New Zealand Superannuation Porfabilitym
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PART THREE: PACKAGES

27 This Part discusses the four Packages. It does not discuss the special portability provisions
' or the additional options officials have developed (eg social security tax relief for foreign
companies/seconded workers). These are discussed in Part Four. You should note that your
choice of Package from Part Threg links inio your choice from the a@ options%
i the

Four.
28 The costings for each Package include administrative costs but lud
_special portability provisions, as these will vary depending o i pgcial p
-you choose; possible savings in health costs; and savings i lertfentary be

for each Package are based on migration statistics singe 1989, This is sibject t change as
the population ages, and in the event that migration patl &

Residential Car_

Package A % N
-_, A\ NN
30 Package A Mmgiftains provision. of @ universal age pension, but changes the residence
re % Thesytr | or nothing’ approach is replaced with a ‘proportionalised™ rate
i ds on the\nuthber of years a person has spent in New Zealand between the ages
: . T in full NZS a person needs to be resident in New Zealand for 40 years
dueng this
e spent the majority of their lives in New Zealand will not be affected in terms
rhount of NZS they will be paid, (allowance will be made for ‘time out’, provision for

o have spent up io five years overseas). The two groups of retirees who will notice
nge under Package A are:

) New Zealand residents who wish to retire to a non-Agreement country

(b) those who have lived overseas, but are now resident in New Zealand.

29 Further policy development and- analysis will be 0 coNe related policy areas
affected by the four packages. It is propo § W %naken in respect of
whichever package is chosen for further wark, pb)ic;)é% lude:
¢ Veterans Pension
» administrative impact on IRD if Pag isi cle
» payment for non qualified spouse S regl
e definitions around what is table resi er the proportional models
+ temporary absence fro @aland_ ’ . ‘

» hospital rate of NZS
- » implications of in: ent % in Budget 2004
[ ]

32 For people in group (a), they will receive 1/40™ the full rate of NZS for every year of New
Zealand residence between the ages of 20-65. A person will need at least 10 ysars’ New
Zealand residence to receive an NZS payment (which, after 10 years would be 10/40ths).*

4 While we initially suggesied a five year minimum residencs requirement between the ages of 20-65, we now believe 10
years (ie 10/40ths) is preferable because it would significantly reduce administration costs (ie those associated with

Review of New Zealand Superannuation Portabllity_m
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33 Somse people in group (b) who have fived overseas but who retire in New Zealand will not be
eligible for NZS. Each year, on average, approximately 2,000 people who would have had
entitlement to NZS in the absence of the proposed changes would not be entitled due to the
new residence provisions that require them to have 10 years residence in New Zealand
between the ages of 20 and 65. If these people have financlal hardship they will be eligible

for Emergency Benefit.
34 The drrect deduction policy will be abolished for people in group (b). tead, these
- will be able to keep their overseas pensions, but their NZS will be ba he|r w
years in New Zealand (rather than on current residency requureme ampl o
as follows:

Current system

25 yrs of German pension . $ 102
Direct deduction ($300-$182) '$ 108 (NZS) .

TOYAL income (gross) - $300 i

Time out
35

Allowance will be mad . - .
erseas for a period of time without having their
t period can be provided by allowing applicants

‘New Zealand would receive $300 a year more under this provision
 \ygar denominator. The overall additional expenditure for Government

ely $4 million per annum. Administration would be simplified as front line
€ to account for an applicant’s short periods overseas.

Safet yment

3 r Package A the rate of social security pension income people receive from New
nd and overseas sources would vary. In some instances, persons with limited New
aland residence and/or a small or non-existent overseas pension may have a very.
restricted level of income which, together with the proportionalised NZS, would be insufficient

to live on. Therefore a safsty net would be required. For example:

procassing overseas claims and paying small benefits overseas) without overly compromismg the facilitafion of mlgraﬁon
fiows. -

l Review of New Zsaland Superannuation Portabilﬁy
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»Mr X has 15 years’ residence In New Zealand. Ha aiso Co
spent time in Buigaria, where.he made comribuﬁons bo the o
_‘Bmgaﬂan 'penston system ’For, 15 years 3

15/4Dt|'sofNZS(gmss) . sws
Bulgarian pensbon - §20

er curnem sys!em (NZS)

38 For the purposes of costing the safety net, we have set the r
(IB). The rate of |B has been chosen because, apart from Z
payable, The level of the IB rate recognises that clie hke)y to
and may have hmlted ability to suppiement their inc

gt equate fo a safety-net

39 The rate of NZS has not been selected, |
. full NZS to everyone who

payment. Rather, it would maintain th
qualifies. This coniravenes the unde
' payment should be in proportion tohe]

40 There are two options 1o © the safe

payment or a universal ‘i ent.
Option 1: Means tested pa @

can be treated as a targeted "hardship’

"

41  The safety net will ‘be DR able his- option if a person's total social security pension
income is less he ate ver, payment of the safety net wouid be subject to a
means tes _ :

wdll be that used for the income-tested rate of NZS (for a non-qualified
est, the safety net (gross) :s reduced by 70 cents for each $1 of

V]
rtain threshold you do. not receive any hardship. payment) Any other
ry assnstance (eg Accommodatlon Supplement Dlsability Allowance) will be

. STEP ONE: GHECK ELIG!BILITY FOR SAFETY NET (total pension Income)
Add NZS enhﬂement + overseas pension must be <:(for !hese purposes) full 1B: $24B (gross)

TR T IO TE 2

] Review of New Zealand Superannuation Portability
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STEP FIVE: APPLY INCOME TEST
Apply the 70c for every $1 over that amount §20,x T0c = $14 deduction from safety net

nt wull peopie
e) is\ower than IB (only

i 43 Crown expendlture wnll be $0. 5 rmlhon in 2006/07 asing on in 2010/11 (note: |

42 As we have sel the level of the safety net to B, this hard Vi
whose NZS ent:tlement and overseas pens:on (total p

44 The main advantage of this option is th inimum level of income for

older people in need, while mainta ml rlying t this Package that people with
limited New Zealand residence sh entitle’ NZS. The main drawback of this
option is that the income and asset woul lvely intrusive for clients and would
provide a disincentive {o ap n oversegs Y Nevertheless, this will be no more so
thanifa person applied for rgenc or supplementary assistance currently.

Option 2: Non means-test oo | '
45 Under this option, it \ 4P income of less than the Ievel of lB would receive an

untested ‘top—u tha
simpl oids an invasive income and asset test. While this won't directly

$4.5 mtho:
46 adv
w der this Package (as there is no direct deduchon) it will generate
j lents are receiving their overseas pensuons in their entnrety and are
» as much supplementary assistance.
antage of this option is that people with substantial other income and/or
evertheless recelve a top-up payment. Creating a universal rate, even at the

4te of 1B, therefore negates the rationale for establishing a safety net, which is to
come assistance to people with very limited income.

2 mcr 22 3 million per year in 2010/11
kige f |s optien is that it minimises the number of ‘losers’. It is also more '

ent of other benefits if direct deductlon policy is abolished for NZS

48 Implementation of Package A would require amendment of section 70 of the Social Security
Act 1964 sc that the direct deduction policy no longer applies to New Zealand
Superannuation. The direct deduction also applies to benefits paid under the Social Security
Act. It may not be appropriate to continue to dirsctly deduct the overseas pensions of
beneficiaries (1107 beneficiaries currently receive overseas pensions).

49 We recommend that the direct deduction should no longer apply to benefits. This would mean
that overseas pensions would be treated as income. Failure to apply for and declare an
overseas pension could result in the termination of a person’s New Zealand benefit (because

[ Review of New Zsaland Superannuation Portability
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in so doing they are depriving themselves of mcome that would reduce the amount of New
Zealand benefit they would otherwise receive.

50 The advantages of abolishing the direct deduction policy are: an increased inceritive for
people to apply for their overseas pension; treating overseas pensions as income is
administratively simple; and it provides more equitable cost-sharing with other countries and a
basis to negotiate new social security agreements. As mentioned previously, it also generales
savings as Government does not have to pay as much supplementary gssistance. &

Costings

Tables 2 and 3 show the cost/(savings) of Package A with a nsx{ested safe e
a non means-tested safety net. You will note that overall thi k ge generates
savings for Government. ‘

significant

Table 2: Costings for Package A with Msans Tested Safety Net

Gal year ehsf (savipds) NI~

PACKAGE A with means tested safety net | 2006/07 | 206778 )|) 200809 {_ 2003110 | 2010i11
~

Benefits and Other Unrequited Expenses: ' » & \VA »
NZS . - (s% 3) ¥nb de2) (238)
Option 1; Hardship-tested safety net <N Q :
Departmental Qutput Classes: ' IA\V :

Services fo Seniors 7\\ 17 9. 4 5. 5
Total operating N y) (46) /Q\\v@ T (143) (187) (233)

Table 3: Costings for Package @ Woans T et
AN
' J\ P~ \Q Fiscal year cost (savings) - $m

Pty

Option 2¢

PACKAGE A with %a saww 200708 | 200809 | 200910 | 201011
|net A\
Benefits and ed Ex o~
NZS % (59) (94) (134) (176) (218)
: egny fested sa@(}

. Totaﬁ‘g}aratm

{@m%\&\; 17 - 4 4 4 5
Q]

(42) (90) (130) (171) {213)

trative Impact |
ckage A involves positive and negative administrative impacts, as outlined in Table 4 below:

Tabls 4: Administrative Impacts for Package A with Non Means Tested Safety net

Positive Administrative Impgct Negative Administrative Impact

assessing a client’s residence Is more complex and decisions are more contestable
* higher burden of proof an clients regarding residence In NZ
. risk in authenticating applications from non-Agreement countries

+ Overseas pensions disregarded and
not deducted from NZS payment
» relatively easy for cllents to understand

changes to SWIFTT are complex and substantial

‘ rReview of New Zealand Superannuation Portabilitym
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'Analysis

53 Of all the Packages presented in this paper, Package A most closely meets the objectives set
out in the 2001 TORs. In particular, it achieves equity between those who live overseas and
those who have remained in New Zealand all their lives while generating significant savings

for Government. It also establishes genuine cost-sharing between countries, thereby
providing an incentive for people to claim their overseas pension and enabling us to negotiate
more social security agreements with other countries.- In "addition, it facilitates the .
Government’s objective of greater migration and labour market flo and out 5@;\:}1
Zealand. By awarding the same rate of portable NZS as domestic oV m
obstacle we currentiy face in negotiating a social security agree e Uniteq Stajes.

54 Officials. believe that Option 1: Means fested payment is%g appropfety net
mechanism, as it ensures that everyone receives an adeguate | of igame, Bhd yet does
not award people with limited New Zealand residencé same rat as those with
extensive New Zealand residence. \ '

55 Officials acknowledge that this Package wj igni

Information Technology (IT)) cosis for M3
evidence of New: Zealand residence. W

istrative (particularly
ts to present additional

Package B

Operational feasibility

56 In the February 20
Package A to thos

who are living i o
57 We havecsijed gelermined ckage B is not operationally feasible, as it relies heavily on

ep Hed
informati other countiés in order to determine the period of time a client has
%&a?e

butedy an ove nsion. Our experience in testing overseas pensions (whereby
similar manner) demonstrates that such information is frequently
untries with whom we have an Agreement, where there are often

ix months and six years. Gaining this information from many non-
s would be impossible. The only way to avoid these difficulties is fo rely

Revi kage B _
8 cials’ have therefore revised Package B. Under this option, portable NZS would be
hroportionalised. In keeping with the objective of this Package, which is to be more limited in
pature than Package A, the main group of people this Package affects are those who are
going overseas. ' '

59 The other group of people affected by Package B are those who retire in New Zealand that
are covered by a social security agreement. Package B removes the direct deduction for
these people and proportionalises their NZS (along the lines of Package A, but with no time
out provisions 50 using 45 years as a denominator instead of 40). We suggest the best way
to do this is o follow the relevant EU regulations®. Under these provisions, when a person

S Article 46 of Regulation (EEC) No. 1408/71

' rReview of New Zealand Superannuation Portabi]ity
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receives an overseas bension a pension calculation is made under domestic legislation, then
a proportional amount is calculated, and the pension amount paid is the higher of the twoe.

M5 Yhas s"e“‘ i Y"*"’ i New Zealand.” She is entitied to'a Swedish n pension o $120 per week after hwlng fved In Sweden [

for15yaars
First :;-aku_'l:aﬂon R _. '.Seoc;nd’éa:icil’iaﬂor;' & PO
15 yrs of Swedish pension s120 o 15y:sofSwedlshpansaon \W .
_Direct dedumn(ssoo-mo) s 1ao(u23) o 30MSths NZS Z)
TOTAL income fgross) . $3000 .. . i TOTALIncome| ¢ 320

4 ucﬂoM ghat is )

The mte of NZS payable s hlghat under the r!ght-hand cak;ulatscn {mﬂxou& the diract

Administrative impact @
60 Package B involves positive and ne nist

cts as outlined in Table 5
below: @ _

. Table 5: Administrative Impact for Packa B

Positive Administrative Impact @) Qt’{%we Administrative Impact

» Overseas pensions disregarded I g two T agreement and non-agreement couniries
for agreement countries . Agre sessing residence Is more complex and decisions are more

Cj » highetb proof on clients regarding residence in NZ
v o di ey problems remain for many cllants ie non agreement countries
IFTT are complex and substaniral .

‘Costings

@ s th ngs) of Package B.

) Fiscal yaar cost (savings) - $m
PACKAGE 50 N 2006007 | 2007/08 | 2008/09 | 2009/ | 201011
Benefits or l)i(requlted Expenses: .
'NZS (93) (125) (162) (198) (236)
ml Output Classes: = _
rvicesito Seniors ‘ 11 o1 1 1 9
Tolal bperating _ (82) (124) (16%) (197) (235)
Analysis

62 The main advantage of this Package is that other countries will view our treatment of

: overseas pensions to be fairer than the current system, so we will be able to conclude more
social security agreements. People will also have a greater incentive to claim and declare
their overseas pensions, as they will be receiving a net gain from doing so. Therefore, even
though we will lose “many direct deductions, this will be offset by the proportlonahsatlon of
NZS payments. »

Review of New Zeaiand Superannuation Portabilityn
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63 Adrawback of Package B is that it does not achieve equality between those who go overseas -
and those who remain in New Zealand (hence it does not solve the main obstacle we have in
" negotiating an agreement with the United States). There will also be a number of people
- whose overseas pensions will still be subject to the direct deduction policy, because there are
certain couniries with whom we cannot negotiate due to the nature of their system {e.g.
-Singapore which has a Provident fund). Even for those people whose NZS is
proportionalised, the administrative problem Work and Income staff currently face~in
determining the nature of a person’s overseas pension (and whether P not it is abl%
SfE%i%f t

osts @

direct deducted) remains. In addition, there will be significant admin
related to IT) for MSD, although these costs are less than for Pac@

64 Under this option, the agreement with the United Kingdom ( résynts som As the
doilar amount of UK pensions paid into New Zealand is lafg would _need {o carefully
consider the outcome if the direct deduction were modif} r UK pens We would only
want to offer modified direct deduction to the UK ji j of pensions in
return. This would be difficult for the UK to agregtoa : 2 countries would

-seek fhe same treatment. To leave UK pensiclierg change would be
contentious.

‘Package C

‘65 With this Package the full rate pettable upon fulfilment of the minimum
residence requirements. In ik am‘rﬁcations, these need to be raised
from 10 to 15 years (raisip® ore preferable from a fiscal point of view,

dence requirements need to apply to both those who
‘ retire overseas. Re-negotiations of current social
uld vired for the purposes of consistency. This Package is
h {he totalisat visions in agreements, which would require New Zealand
on tg persons'with as little as one year of residence in New Zealand (under

?%-\Q?«e a proportional payment based on years of residence in New

66 For purposes of eq@
retire in New n

ol ;;the direct deduction policy, but with a degree of moderation. A ‘safe
@ plemented, so a pensioner can keep an amount of overseas pension
%0f the single sharing rate of NZS and the remainder is direct deducted.

Table 7: Administrative impact of Package C

Positive Administrative Impact _‘ . Negative Administrative Impact
» relatively easy to administer . » direct deduction problems will remain . )
+ minima! changes to SWIFTT ‘| e rdskin authenﬂnating applications from non agreement countries
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Costings

69 Table 8 shows the costl(savmgs) of Package C. You will note that overafl this Package
involves costs for Government. '

Table 8: Costings for Package C

. ‘ Fiscal year cost {savings) - $m
PACKAGE C ] 200807 | 2007/08 |. 200809 | 2000/1€ <t 294011 ' ‘
Benefits and Other Unrequited Expenses: ' & L\?/
NZS : 4 5 7 AR
Departmental Output Classes: RO ' %\> - \? >
Services 1o Seniors 8 1 1 0N
Total operating 12 8 | /D

13 29
V

overs %ﬁose who remain in New

pro € -: the direct.deduction policy
siaAs in ev rity agreements

Analysis

Package D

71 This Package has bee ( g@d in @ to a request from Associate Ministers for
C g §)

Social Development rcent of NZS would be portable after 10 years’
residence in New ar 20 years (thls is the same formuia currently
- ‘used under the

P %wminlstrallva Impact . Negative Administrative impact
5 easy to administer » direct daduction problems will remain
m(x changes to SWIFTT » Tisk in verifying and autheniicating applications from non-Agreement countries
Costings

73 Tables 10 shows the cost/(savings) of Paakage D. You will note that overall this Package
involves costs for Government.
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Table 10: Costings for Package D

Fiscal year cost {savings) - $m__

PACKAGE D 2006/07 2007408 2008/09 2009/10 4  2010/1%

Departmentai Output Classes:
'Services to Seniors 5 0 0 N 0

N

Benefits and Other Unrequited Expenses: |- N
NZS 38 42 a7 5\3/ > 63 @

Total operating ' 43 42 O\ \Gfbb

S X

Analysis - - | Q
74 Package D improves the rate of general portabil ealing a

does not achieve equity between those who ge gvefseas 3
Zealand. It does not overly improve the in, gr peo ajm/declare their overseas

pensions and has moderate fiscal impli or-Govepnment it is not compatible with the
totalisation provisions in social securi is. v
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‘ADDITIONAL OPTIONS

75 This section outlines the further work we have undertaken on the options in the February
2003 paper, which can sit alongside any Package.

Advance notice of changes and grandparenting provisions D /&

| AN

76 Should Government wish to make any amendments to NZS, ad %tioe @red
before the changes come into effect. This is because peopl foMhe ag ent

, have only a limited ability to make financial adjustments. suggest a le eriod of
' work). period\has lapsed,

5-10 years (to be finalised during the next round of policy+ er tha
we recommend that all existing clients be grandpareunder
s

rent system, with
domestic clients having the option of changing into 5 tem 73- hey be better off.
DEO

77 The portable NZS changes propesed in this ot apdly 5 ple who are already
overseas at the time the legislation com ect (ap8 \.) under special portability

options (b) and (c)). Rather, it will app! peo save New Zealand after that
time. ' : §

Special portability provisions

N o
78 Inthe TORs you agreed @one objectives we were directed to meet was a
single portability syst er ablish ‘equity between domestic and portable
i T i
8

R
clients. The speci p they currently stand do not support either of

these goals. Offici the developed options that, to varying degrees, address
these concems: g .

Obtion (a): sin bility sys%’ for everyone '
79 Under\hi ion the special portability provisions are abolished and the general portability

Package apply to everyone. So in the case of Package C, for

ns/0f youn shosely’ _
g e\/@&rcewes full NZS after 15 years’ New Zealand residence, regardless of
e N . .

¥ they,

80
C, the last barrier to establishing a single rate of payment for all clients — whether

omestic or portable.

¢ under Packages .A and B: clients re‘tiring‘ fo a Pacific country will need 40 years’ New
- Zealand residence (as opposed to 20 currently) to receive full NZS;

cr@ 4ges this creates a single portability system. In the case of Packages A and
i v

rawback with this option is that the_re are some ‘losers”

¢ under Package C: pecple will need 15 years’ New Zealand residence instead of 10 to .
qualify for a portable payment (although when they do qualify, the payment will be the
more generous rate of 100% NZS)

Costings

82 As illustrated by Table 11, option (a) will cost Government approximatély an additional $8
million for all Packages in the first year, increasing to $20-30 miflion in 2010/11, depending on
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the Package The oosts arise because people will be able to apply for a portable pension
while resident in a Pacific country.

Table 11: Costings for sper.iél portability optlon {a)

) fiscal cost (savings) - $m
NZS costs 2006/07 2007/08 . 2008/09 2009/10 2010/11

Patkage A B8 ) 10 14 18 24

Package B B 9. 12, 15 &
. Package C 8 14 ' 18 ’

Package D | 8 10 (\3\ 19 @ 25

Analysis
" MSD and Treasury view

equitable system is paramount, and that th g ould provide equitable and fair pensions
84 The special portability provisions
restricted portability for other

to Pacific people who decide to retire i ; v
' an overall pollcy framework of
nothing infrinsic to the provisi

~ to persons retiring to a Pagi » RaTisHN to Néw Zealanders who'-reﬁre‘to other
countries. The original dlicy ratic ‘ cial portability provisions was to recognise

the contribution of Pa |' Reple to NswZedland, and it was implicit in the rationale that the
general portabnhty 5 &4

We con3|der u Propo: podments to the general portability. provisions would
recognise ontn ew Zealand, regardless of the country they chose to
retire in, ere ore there

Ionger a reguirement for more generous provisions for

persons re lﬁc
86 T wsth developing policy that meets the followmg criterion: “with
~ | po ew Zealand Superannuation, consistent rights that are fair and
table fo who move out of the country”, To achieve this, we believe that the

as for d ig a person’s level of portable NZS should be based on one factor only:
ew Zealand residence. Their chosen country of retirement should be
irrel e therefore do not support the use of Vote: Social Development to provide
p al treatment to people re‘armg fo Pacific couniries, and thus support the

ion of the specna! portability provisions into the general portability provisions.

Y@PIA/NZAID view

86 MFAT/MPIA/NZAID do not support any measures that cause Pacific people to need more
than 20 years' residence to receive full NZS. If the special portability provisions were to be
abolished, as under this option, Pacific people would require 40 years under Package A and
45 under B. MFAT/MPIA/NZAID believe this could cause tensions within Pacific communities
in New Zealand because of a reduction in benefits and the view that the ‘special’ status of
Pacific Island countries was being erodsd.

( Review of New Zealand Superannuation Poﬁabflﬁyjm :
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Risks

87 There is a risk that some Pacn‘" ic Istand countries could view this option as a signal that New
Zealand holds lesser value in ifs relationship with these countries. We believa that this can be
mitigated by careful relationship management. In particular, our recommendation to relax
current residence requirements (recommendation 12 refers) is likely to mitigate any concerns,
as Pacific people would be able to leave New Zealand before they tumn 65 and apply for their
NZS from the Islands once they retire.

Option (b): single portability system for everyone and allow appli @i h
Pacific countries

88 Under this option, as with option (a), the special portabllrty are abo Shedand the

‘ general portability provisions that apply under your chosen Pa ge wi ppl {6 everyone,
Under Packages A and B, this will mean that Pacific p Nill need e New Zealand
residence o attain full NZS.

89 Should you feel it appropriate to offer Pacific Jsladd countri ogneession in return for the

i C nable those people who
sufficient residence in New
bayment once the legislation
er than retrospective (i.e. they
application, not from the date they
to receive such payment in:the first

left New Zealand for the Islands prior to
Zealand to qualify for NZS, to be eligi
comes into effect. Their eligibility
would be able fo claim general po
tumed 65). We estimate thaj 1600

year.

Costings *

90 As illustrated by Tablg antly more expenswe than (a) described above.
While it canno 2 e figures, the ‘additional’ component of paying those
currently reti ew e over time. ,

Table %y- m option (b) . _ :
N\ ' fiscal cost (savings) - $m .
NS sl i OusfiT 2007/08 200809 . 2000110 201011
b2 X 1 2 2 35 | L a
Q avkage B % 17 S 25 30 36
ckage C @ 20 35 44 53 65
Pac % 29 3B 43 51 61

nd Treasury view

91 While MSD and Treasury’s first preference is for option (a), we acknowled'ge that option (b)
may prove a useful foreign policy ally. Given the finite and reducing nature of the group of
people who will receive concession, we find this an acceptable 'second best’ option.

MFAT/MPIAINZAID view

92 While MFAT/MPIA/NZAID believe the concession offered in this option is useful, they do not
support the abolishment of the special portabiiity provisions, as Pacific people would then
need more than 20 years' residence o receive full NZS if you were to select Packages A or B.
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Risks

93 There is the possibility that pressure for the same treatment may come from people resident
' in other countries, who have past New Zealand residence but similarly do not qualify due to
the residence resfrictions. We expect this is likely to be mitigated in respect of certain Pacific
Island countries due to their special relationship with New Zealand (but less likely should this
apply to all 22 countries covered under the current provisions).®

Option (c)‘i retain special portability provisions and allow applicati
Pacific countries : '

94 This option has been developed by MFAT and MPIA in respons

comes into effect (their eligibility wouid be prosp
amendment that applications from the Pacific |

95 The benefit of option (c) is that there is no.n acific-peoplewill perceive a reduction in

' their entitlements by tampering with th rtability jons. As with option (b), NZS
payments will be able io be made toue in the | o are currently ineligible. The
drawback is that this continues an ineguitabie syst S expensive.

‘Costings
xpensive ($28 million in 2006/07 rising to

96 As illustrated by Table 1 'o;;c) is
$46 million in 2010/ ackage concession awarded to retirees in Pacific
countries would, ho : ce

Q e{as discussed in option (b) above).
Table 13; C%QS pavial m&m - |

N \ N ’ fiscal cost {savings) - 5m
NZS costs N\ <] 200607 V| 2007/08 2008/09 - 2008/10 2010/11
Pac V 28 . 33 . 37 42 48
P > 28 33 37 42 4
a ? 28 33 37 42 2
Q%@ageb /('y D 2 33 37| a2l 4

- Analysi
MSD re&sury view

9D and Treasury do not support the retention of the special portability provisions, as
digcussed under option (a) above. Moreover, the concession that we developed under option
(b) was intended to be in exchange for the longer residence required for full NZS. It was not
intended to be an additional ‘add-on' to the existing provisions. To award this concession in
addition to retaining the special portability provisions would, in our view, be to act in direct
contradiction to the goals of equity and a single portability system you agreed to in the TORs.

98 In addition, this optioh does not achieve the goal MFAT/MPIA favour (i.e. continuation of a
‘special status’ for Pacific people) under Packages C and D: ‘

8 A list of the 22 countries is in Annex i
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» Package C: 15 years’ New Zealand residence is required to receive NZS (there is no
- partial payment before this time). Pacific people only need 10 years currently o recelve
50% full NZS _ '

» Package D: everyone will be paid at the special portability rate. There will be no
exceptions for Pacific people. ’

applications from the Pacific Islands), and releases payment to

ineligible because they left New Zealand before turning 65. e X

2001 Pacific Policy, New Zealand has a close interest in"th ell-be and {economic

development of our regional partners. For this reaso@siderabl of our ODA is
0 t

MFATAMPIA/NZAID view - '
99 This is the preferred option of MFAT/MPIA/NZAID. It amends the§@:o

directed there. MFAT/MPIA/NZAID continue to see parti rit in_pro PP for Pacific
Istanders who want to return io thelr home Islands

skills and investment capital. in addition the origi
{recognized the Pacific as the focus of
economic interests (in particular our ODRAN
neighbour and regional leader).

aMb contribute both
g SPP remain valid

Coverage of special p‘ortaBi]ity provisio

MSD and Treasury view
otial po

100 As discussed previous! rovisions currently cover 22 Pacific Island
countries, including ries #f’- : gountries (e.g. American Samoa). 1t is the view
of MSD and Treasx%, ff you .{
option (c), then 2 nt sk ag

e {fo retain the special portability provisions under
ce coverage to a smaller group of eight countries

J
{Cook Islan %» bati, Idiye efau, Tonga, Samoa and Tuvalu) which more accurately
reflect the<af; policy rationa> to recognise the close constitutional and relational ties
New Zgalan with sertain Pacific countries.

MFAT[@%A/!B '
1 questi

coverage of the provisions, the preference of MFAT/MPIA/NZAID is to

taih th t 22 countries. In their opinion there seems o be only marginal cost
avin d by reducing the number of Pacific countries to 8, weighed against the
ben intaining the current list of 22 countries.

Double §ocial security taxation

&Qeﬁg:'esentedrin the February 2003 paper, some foreign cbmpanies (and therefore foreign
seconded workers) are subject to double social security taxation. This is because they must
make contributions in their country of origin as well as in New Zealand (through paying full
taxes).

103 MSD officials have been informed by the New Zealand Embassy in Washington DC that US
firms view double taxation as a disincentive from establishing a presence in New Zealand,
particularly when ‘other countries such as Australia offer social security tax exemptions.
" Although the magnitude of the impact is unknown, New Zealand could potentially be missing
out on foreign investment and the skilled labour flows that come (via seconded workers) from
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the presence of foreign‘ companies. Officials have investigated whether there Is a benefit o
New Zealand offering relief from double social security taxation.

104 One way of offering social security tax relief is to calculate a proxy contribution for New
Zealand that can then be rebated to foreign secondees and companies affected by double
social security taxation. The proxy is derived by calculating NZS expenditure as a proportion
of total taxable income. Using data from the 2002/03 financial year, this is found fo~pe
equivalent to a rebafe of 8% of the secondee’s taxablé income (this rat be adjust r
time)’. At this rate, the cost of offering such a rebate is expected .
people per annum.® The rebate could be divided equally betwe
employee, ie each could receive a rebate of 4%.

%d. No data is
oughly estimate the

ggone tax revenue of

Costings

105 Social security tax relief will result in foregone t
_available on the number of foreign secondees in
figure to be 250 people in 2006/07 and 500 in
approximately $2 million in 2006/07, rising to §

ings through a reduction in
Social Security benefits into
to do so if New Zealand offers a
| security agreement, the US would
recipients, which would ensure that

expenditure for NZS. United States
New Zealand due to their domestic
social security tax relief to it US secon .

106 However, there is a potential for New %
is

also release the details of | securi
reciplents would - not be
Superannuation. Unde

- residents is directly
to Package A, and'
estimate savin

approximateby $ lion i

evade—tha_dir
@, oteign pension received by New Zealand

73
‘there is a social -security agreement. - We roughly
ok PasRage C and D fo be $8.2 million in 2006/07, rising fo

g

ifference between the cost in lerms of foregoné tax revenue and savings
& that dugNg Abe lack of data and the difficulty in predicting labour flows, the
. ings or tax revenue foregone that are significantly higher than

expenditurs Is used here as a rough proxy for compulsory contribution. Assuming that each income faxpayer
equal percentage from their taxable income, each income taxpayer needs to pay 8% of their taxable income to
fully cover NZS expenditure for the 2002/03 financial year. )
¥ The cost of offaring a rebate at 8 cents in the dollar of taxable income is $784,498 (average wage), based on average
wages for the year ended 31 March 2002. The assumptions are that: per 100 people, 70 are males and 30 are females;
they are aged 35-55 inclugive; they are the fop 20% of income eamers in this age band; and that at no time during the
gear did they receive any of the following: a social security benefit, NZS, a student allowance, eamings-related ACC.

The average Social Security paymant is estimated to be $8282. We esfimate that the number of New Zealanders
receiving social security payment is 467 peopie in 2006/07 and 838 in 2010/11. With the current arrangement, about
75% of social security recipients (people who have citizenship in other countries who are residents in New Zealand) are
not reporting their foreign pension for direct deduction. Therefore, the release of social security recipients’ details would
also result in savings. Thers is an estimated 753 peapls in 2006/07 and 876 in 2010/11 who fit under such a category.
Wae adjust these numbers down by 60% because we assume that only 40% of these paople receive New Zealand
Superannuation, .

e '
7 alghd does not have compulsory superannuation confribution. To calculate a social security contribution relief
pa

¢

[ Review of New Zealand Superannuation Portability

Page 30 of 37 MSD_Review_040531c.doc



Table 14; Qostl(savi_ngs) for social securify contribution relief for foreign companies/seconded workers

. Fiscal year cost (savings) - $m

_ 2008/07 - - 2010M1
Package A : 2 3.9
Package B . i 2 ' 3.9

Package C C(8.2) 6.2

Ana_lysis. | ‘ & %

108 Other than the net fiscal !oss/gain of offering social secufity 1 ' ; e other factors
io be considered. The main benefit of offenng 3uri ' relief to foreign
companies (and therefore seconded workergyis emoves a potential
impediment to becoming more competitive (ha iMhe drive to attract foreign
skilled labour and investment. In addition, W ¢ ed companies and workers
would be able to oblain similar relief tﬁ fhe tax relief may not have a

“large effect on encouraging foreig ds sgcondees receiving the tax relief
may have come anyway since the : 3 the bargaining power in wage

negotiation. Also, double sogiaksecu xation igone of a myriad of factors that foreign
companies would consider New Zealand eg business profitability,
employment {aw and co L of double social security taxation is likely fo

be a negligible prOportlo I expenses and thus have little impact on their
decision.

109 Officials belleve ! se lief should be granted only if the benefits justify the
costs’ incurr; ciea emoval of double social security taxation would attract
many: add ign comp or foreign secondees to New Zealand. There is also a risk
that uid s;gnrf ntly higher than expected. Given these reasons, Treasury
consi polic: de ent in this area to have a lower priority than the items with least

e c lcy work programme.

Human s ;
110 Q degree of risk that all the options could be held to be prima facie inconsistent with

ght”in section 19 of the New Zealand Bill of Rights Act 1990 (BORA) to be free from

ination on the grounds in the Human Rights Act 1893. This risk arises from the degree

which the effects of each Package are seen to disadvantage predominantly those not born

h New Zealand {and hence could be argued to be indirectly discriminatory on the ground of
ethmc or national origin). .

111 ThIS risk arises part'cularly in regard to Packages A, B, and D where payment of full NZS, or
full porteble NZS, is dependent on an extensive period of residence unlikely to be attained by -
many immigrants. The risks could be mitigated by any safety net or safe zone provisions
applying to them.
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112 The direct deductlon policy applying to Packages B to D has already attracted complaints of
discrimination on the ground of national origin under the Human Rights Act 1993'°. The Bili to
give effect to the package chosen will be subject to BORA vetting by the Ministry of Justice,
and any discrimination found will need to be justified to avoid a section 7 report (which must
be tabled by the Attorney-Genera! in Parliament in accordance with the BORA and the
Standing Orders).

" 113 The special portability options,' and particularly options (b) and (c), havethe same nsk it
. could indirectly confer advaniage based on ethnic or nationa i 5 '

refationship with the Cook Islands, Niue and Tokelau.

Other risks

114 There is a risk the public might perceive that Go ren eir commitment not
to alter superannuitants’ '65 at 65’ entitlemen g is not the case, as full
NZS will still be payable under the '65 at 65X$ derice that is required to be
eligible for and receive full NZS will cha a careful communications

strategy will be necessary. This will b '

e development of the Cabinet
paper, should you agree. -

Summary Analysis

Findings @ @ .
115 Table 15 illustrates ¢ cplion that most successfully meets the criteria set
- outinthe TORs D - it ary analysis refer to Summary Table 2 on page 39).
Package B i ] est ough there are risks surrounding the UK Agreement.
Packages D are oostly not, we believe, adequately address current problems.

Table 15 42s\s o

'\/ Fiscally Facilitareé_migraﬁon -~ Enhances Resofves Resolves  Easyto
' g nulne " accoplable flows negofistion  obsfaclesto  existing administer
O cost fo Govt ’ of Agmis  US Agmt admin,
sh : difficutfies
S AN\ . .| inbound - Outhound ‘ _ :
deal | " Yes /{ Yes, | Yes | Savings '-"Goad.". | Good- |- Good | Good -] Yes Good
Pkg. A @ 1 Yes 1 Yes™ - Savings ~1 “Good | “Good |."Good |  Good' | Ves: | Moderate
Pkg. 8 {@ Nopartial | Yés" ‘; Savings .|~ Good’ | " “Good 1. Good . | Parfial Paiall | - Poor
Pk ey 1 Mo [ Yes '] Cost Poor | Moderate |  Poor Partial No_ | Moderate
Pkg. INo No' No Cost Poor | “Good-:{  Poor Poor No Moderate

v Meopl_e covered by a social security agreement “only under special poriability options (a) and (b)

1° Ajthough the Crown Law Office has defended such complaints by arguing there is no discrimination as the
policy applies to anyone entitied to or receiving an overseas pension regardless of their national origin, there
remains a risk that the Human Rights Tribunal could find otherwise if any of the complaints goes to
adjudication.
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‘Consultation

116 MSD has been leading a Working Group on this project since 2002. Participants include:
MFAT, MPIA, the Treasury, the IRD and the Retzrement Commission. NZAID has also been
consulted. .

117 All Govemiment depariments support Package A with the means-iested safety net

contribution relief to foreign companies and seconded workers. Hows
think that further work on social security contribution relief should be ¢

small impact and the risk of costs being significantly higher #ha
divided over the special portability provisions.

Next Steps - ' [01\

f double social security
taxation, should you so choose. The { by the Cabinet Social

- Development Commxttee in June 2005

Conclusion

119 New Zealand'’s internation !
- Government's policies reg|

that they are not sust
the population that l%
We iy gele

Je’A for further work, with a hardship-tested safety net.
objectives set out in the TORs for this project and
4 Package A not be acceptable, our next preferred option

recommendations on the special portability options. MFAT/MPIA/NZAID prefer
whereas MSD and Treasury prefer option (a) or, if you wish to offer a concession
count of the longer residence requirement under most Packages, option (b). Should you
to option (c), MSD recommends reducing the number of countries from 22 to eight.

I
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Glossary

Agreement Refer ‘Social Security Agreement’ -

Direct deduction policy A person’s overseas pension is deducted dollar-for-doliar from their New Zealand
. ; benefit entitement

‘Domestic client A person who receives their NZS while resident in New Zealand

General portability provisions ’ . Payment of NZS oversegs i

Portable client A person who receives their NZS paym

Proportionalised : Where the rate of NZS is pald in proportion to a perso

S © (140" for each year under Package A and 1/48 Gagh
Special portability provisions ~ People retiring io one of 22 Pacific Istand soufitries\ea
: years’ residence and 100% after 20 years (pieyided theymeet all\other eligibility
. K criteria)
Social Security Agreement A bilateral agreement that hel gamles rity coverage for
persons covered. One of the war is Is to riods of residence or
contributions a person has had/ma agree as periods of residence

. elps a person to qualify for
Seconded worker

ni ribdfion or residence requirement)
’ " A person who is temporarily
onk Tt the same employer in another country
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Annex i: Summary of Packages

Package A: Proportional Model

» 10 years’ residence in New Zealand between ages 20 and 65 required for NZS eligibility

* levei of payment depends on number of years’ residence in NZ between ages 20 a 5
: over a denominator of 40 years

. portable payment is the same as domestic payment ' '

« applications from overseas allowable for persons who leave ate ofthe legisiative
change : v '

« special. portability prcvxs:ons subsumed within gener porta provigions {grandparent

existing clients)

Package B: Revised , @ :
' (c) 10 years’ residence in New-Zeala etw and 65 required for NZS eligibility
(d) portable payment depe ~ umber 5|dence in NZ between ages 20 and 65 -
(grandparent existing ¢l .
(e) applications fro @s all -@ r persons who leave after the date of the
. legislative cha
(f) special poriz ']%Aslons ned within general portabllity provisions (grandparent
existin h* .
{9) som@ agresme rride direct deduction polvcy

:; over%;@on direct deducted after a safe zone of 5% of the single sharing rate of NZS

s from overseas aliowable for persons who leave after the date of the legislative

fety net requirements covered by Emergency Benefit

ndparenting for domestic NZS recipients with less than 15 years ‘residence in New
Zealand and for portable clients

Package D: Special Portability Formula and Moderated Direct Deduction

» 10 years' residence in New Zealand after the age of 20 required for eligibility
s domestic NZS payable at 100% after 10 years residence

» portable pensions payable at 50% after 10 years residence rising to 100% after 20 years
residence

e overseas pensions direct deducted after a safe zone of 5% of the single shanng rate of
NZS
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» applications allowable from overseas for persons who leave after the date of the legislafive
change .

+ safety net requirements covered by Emergency Benefit

» no grandparenting for domestic NZS clients -

» grandparenting for portable NZS clients
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Annex li: Schedule of Pacific Countries covered by Special Portability Provisions

American Samoa _ Cook Islands
_Federated States of Micronesia Fiji

French Polynesia Guam

Kiribati Marshall Islands

Nauru New Caledonia @ &
Niue . Northern Mariana Istan

Palau Papua New Gui

‘Pitcairn Island Samoa

Solomon Islands Tokelau

Tonga : Tuvalu @
Vanuatu Walli Rutyna

Review of New Zealand Superannuation Portabllityj_m

Page 37 of 37 MSD_Review_040531c.doc



