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Security Level: IN CONFIDENCE

Report to: Minister of Finance
Minister for Social Development and Employment

A
REVIEW OF NEW ZEALAND SUPERANNUATION — TREATMENT 0OF OVERSE
PENSIONS AND PAYMENT OVERSEAS
>/
S

N \

1  This report was requested by Cabinet in May 20Q P " inist %- | Development
j EAirec -m to the Ministers
n

and the Treasury, along with other relevant offigiats, wé
of Finance and Social Development and E , ton g two aspects of New

Zealand Superannuation (NZS):
* modernising the current policy of ' uctiol f@vhere a superannuitant has
an overseas pension similar to
S

. addressing issues associ the pay:

2  This report could also fo is for, VI of this topic set out in the Confidence
and Supply Agreeme i Ze dFirgl/ The agreement provides a commitment to
0
€

Executive Summary

Background

overseas.

‘investigate ways to senior citizens who may be eligible for foreign

pti
pensions as well a alan nuation’.
Superannuitants n .- ower Iev% if they have an overseas pension, or live overseas

3 a peﬂgon who™is 65 years or older, has spent at least 10 years in New

e years of which must be since their 50" birthday), and who

d when they apply. Under current rules superanpuitants who

m\ariother country, or who live in another country, frequently receive a
lower than the standard rate they would otherwise qualify for.

treatment of overseas pensions

4  Thedi deduction’ policy results in superannuitants who are living in New Zealand, but
e efigible for a public pension from another country, receiving a [ower rate of NZS.

Whete the overseas pension forms part of a programme administered by or on behalf of the
seas government providing benefits, pensions ar periodic allowances for any of the
oritingencies for which benefits, pensions or periodic allowances are provided under New
Zealand social assistance legislation, the amount of the overseas pension is deducted dollar

for dollar from the ordinary level of NZS and other benefits that would be otherwise payable
to the superannuitant concerned.

5  The direct deduction policy is a long standing policy (implemented in 1938) and is set out in
legislation.
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6  There are approximately 51,000 New Zealanders who receive overseas pensions that are
directly deducted from NZS. The majority of these people have been in New Zealand for
more than 30 years and are living on modest incomes. Seven percent of these people were
born in New Zealand. Currently the direct deduction policy produces annual savings for the
government of $174 million.

The rules governing the payment of NZS overseas

7 Many people eligible for NZS, but who ¢hoose to live outside New Zealand for longer

six months in every year also receive a lower rate of payment. There variety of
determining the exact level of payment:
» the general portability rules state that a person can receuve g NZS
a country with which New Zealand does not have a s ec ty agree The
person also has to be resident in New Zealand at the tirpe

» enhanced payments are available to eligible persop® ih Paci 3 a d to persons
covered by eight social security agreements.

8 The rules governing the payment of NZ .‘ et out in (egislation,
Approximately 7,000 people are paid NZS o ‘- ‘

The direct deduction and portability rules re ingreasingly unpopular

9 The direct deduction and paymen ers are an increasing source of
dissatisfaction amongst sup because of increasing international
mobility, which means mo a0

10 The original rationa ded ¢ o ensure that all New Zealanders received
the same level of g t funde tlrement income. However advocates for affected

superannuitants
s supera ith over% nsions have qualified for NZS just as other recipients

have an therefore recelve the full entitlement

ions that are directly deducted are not similar to NZS because
nsions under which workers confribute to their pensions, often
rity tax.

11 additj @rmem officials perceive a significant amoumt of evasion of the direct
cy. Foreign governments dislike the policy which presents risks for
al relations and limits the government’s ability to conclude social security
. Lastly, the policy is difficult to administer because it is not always clear which

original rationale for 50% portability, introduced in 1990, was that pensions paid
overseas were not subject to the surcharge or New Zealand taxation. However advocates
for affected superanuitants argue that:

« the rationale for the 50% rate is no longer relevant given the abolition of the surcharge

Review of New Zealand Superannuation - Treatment of Overseas Pensions and Payment Overseas_
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13

e the 50% rate is insufficient to allow most superannuitants to contemplate retiring
overseas.

Many New Zealanders are unable to comfortably retire in the country of their choice
because the rate of NZS paid overseas under general portability rules is insufficient, and the
residence rules restrict payment to people who leave New Zealand after the age of 65 and
who apply before leaving the country (ie the rules do not allow a person to apply from
overseas). In addition, entittement to payment of New Zealand Superannuation overseas is

tied to the country for which the application was made, which precludes long term travel t

number of countries.
Options
14 This paper sets out a range of specific options for chang n area of\Bpth ylirect
deduction and payment of NZS overseas. None of the optiohs\ead to.superagnuitants
receiving reduced entitlements after the change. Opti are evaly ain$t criteria
including:

country of their choosing)

» enhanced opportunities for superannuitants %ie 0 incbiiity to live in the

» fiscal costs

s income redistribution

social security system

o susceptibility to risks of mi:::::s exploiting
* low compliance cost @ of a
Options for Treatment of Ov@Pensi

SN

e generosity of the New Zealand

mend the direct deduction provisions. The options
aland superannuitants with overseas pensions’.

X

P
\(fption \\\/{\7 Fiscal cost Impacts and implementation Works with
@\ ﬁ?& Issues portability options
er dj e@ion $88m in Positive: Easy to administer, good All
% 2006/2007 rising | for international relations, good fit
to $186m in with Positive Ageing Strategy.
2009/2010 Negative: Expensive, creates

overlap with foreign systems,
possibility of benefit shopping, not
equitable for lifelong New Zealand
residents

' For the purpose of costing the options, the date of 1

January 2007 has been used as the implementation

date. All costings are indicative and the amounts provided are net of tax. All options would result in some
changes to administrative costs which have not been estimated at this stage. The 2004/2005 operating
budget of International Services which is the business unit of Ministry of Social Development which
administers the direct deduction policy and payment of NZS overseas was approximately $10m.

Review of New Zealand Superannuation - Treatment of Overseas Pensions and Payment Overseas _

Page 3 of 39 MSD_Review_051124.doc



Table 1: continued

and increase residence criteria
for New Zealand
Superannuation

as option 1
however, $100m
from year 2016 if
15 years
residence option
chosen, and
savings of $20m
from year 2021 if
20 year )
residence option
chosen

for international relations

Negative: Expensive, changes core

New Zealand Superannuation

rules, increased uptake of other
benefits, not equitable for Iifelon’<é

New Zealand residents

G

Z
N

Option Fiscal cost Impacts and implementation Works with
Issues portability options
2. Remove direct deduction Same fiscal cost | Positive: easy to administer, good 10, 11,14

3. Choice of proportionat
payment of New Zealand
Superannuatioon or a directly
deducted payment, whichever
option is most advantageous
to individual pensioners

$63m in 2007
rising to $70m in
2011

N

N
R

NE

4. Phasing out of direct

$80m in
2006/2007 ri

None, would need

Negative: not acceptable to
clients/other governments, all

current admin and policy difficulties

continue

deduction based on length of development of a
residence in New Zealand to matching portability
option
5. Direct deduction of only Sitive? Limited alleviation of All
universal flat rate state ieAts’ dissatisfaction
pensions that are similar Negative: Administratively difficult,
New Zealand Super@ﬁnuatio@/ effect not equitable
6. Free zone whete a i Positive: Easy to administer All
amount of ov ensgion is Negative: Unlikely to be acceptable
not deducted i to clients or other governments
AL Q 2009/2010
7. T4¢ é«q\e//dé;tion b \$Z7m in Positive: Some alleviation of Al
€ lgve vf inconge of 5§ " 2006/2007 rising | clients’ dissatisfaction
é‘% % to $58m in Negative: Additional administration,
@(\ 2009/2010 expensive
8\Wlodifi G Approximately Positive: Limited cost, resolution of | All
$5m some minar policy issues
Negative: probably not acceptable
to clients/other governments, most
current admin and policy difficulties
% . continue
\Qzétatus quo Nil Positive: No fiscal cost All

Review of New Zealand Superannuation - Treatment of Overseas Pensions and Payment Oversea:_
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16 The modifications proposed in option 8 would be necessary should some form of the direct
deduction policy be retained, ie if you choose one of options 3 to 8. Annex Il sets out some
possible changes to clarify the existing legislation and fix some on-going problems. These
potential changes would require further policy work.

Options for Payment of NZS Overseas

17 We have developed six options for payment of NZS overseas:

Table 2: Options for payment overseas

Option Fiscal cost Impacts and impl

10. Full rate of New Zealand $12min Il except 3 and
Superannuation is paid overseas 2006/2007 rising 4

to 32.9min

201072011
11, Fult rate of New Zealand $12.min All except 3 and
Superannuation is portable, 2006/200 4

residence requirement is increased
to 15 or 20 years ‘els in agreements and
ortability Arrangement

to be increased

7z <

Positive: Creates uniform portability | 1, 5-9
system, equitable

i Negative: payment levels in
\ZQ 011 agreements need to be increased

Superannuation
overseas

$1§/m in 06/07 Positive: Consistent with 1,3,58
Drising to $50m in | agreements
2010/2011 Negative: Inconsistent with special

portability, portability system
cannot be made uniform, need to
amend New Zealand
Superannuation residency rules

14. R iﬂ{( a\bil?ty arrangements | $0.75m a year Positive: No fiscal cost All except 3 and
ang’p w social security Negative: Does not solve problem, | 4
gents not acceptable to clients not
covered by social security
Q agreements, increases benefit and
health expenditure
15. Retain portability Nil Positive: No fiscal cost 1,59
arrangements and no new social Negative: Does not solve problem,
security agreements not acceptable to clients, not good

for international retations increases
benefit and health expendilure

Review of New Zealand Superannuation — Treatment of Overseas Pensions and Payment Overseiﬂ
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Packaging the options

18 In reviewing the direct deduction and payment overseas rules, you are being asked to
decide whether to enhance the generosity of NZS to individuals with overseas pensions, or
superannuitants who want to live overseas. To illustrate this point, we have packaged the
options into four broad approaches as illustrated in table 3 below.

Table 3: Broad packages of options

Approach Details Fiscal cost
d
Fully international + No direct deduction Maximum cost
approach policy (options 1 and approximatel
2) $207m (if eptions 1

and 1 Q‘;‘;
o NZSully portable to ch 061G
other countries ¢, Jgood for international
{options 10 and 11) Q slatiens, susceplible to
<Q iéploitation by migrants

seeking more generous

% b provisions
[N

VAN
Partial international . Reductionw of ' \:/st of Expensive (but less so than
approach directdeduction <7 ately fully international approach),
(if options 4 | some modest labour mebility
and 12 were gains, gives superannuitants
chosen) more choice, modest gains

<< for international relations
>
Modified stat uo\v{\/ . Wr direct Approximately $5m | Small cost, direct deduction
% (option 8) a year easier to administer, gives
superannuitants covered by
V ance portability on social security agreements
@ V? a country-by-country more choice
basis through social
% @ security agreements .
(option 14)
AN

No s@gg O «  Options 9 and option 15 | Nil None

Once you have agreed on your preferred options, we will prepare a Cabinet paper for
submission to the Cabinet Social Development Committee in February 2006. We
recommend that the paper seek decisions in principle, as the proposed changes will need
financial approval and legislation and might usefully be the subject of consuitation with
affected groups.

L Review of New Zealand Superannuation — Treatment of Overseas Pensions and Payment Cverseas _
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Recommended Actions

We recommend that you:

1 note that it has been agreed in the Confidence and Supply Agreement with New Zealand First
that the Government will investigate ways to improve options for senior citizens who may be
eligible for foreign pensions as well as New Zealand Superannuation

2 note that on 11 May 2005 Ministers reported to the Cabinet Policy Com
the Review of New Zealand Superannuation policy [POL Min (05) 11

options that focus on solving the problems around payment of N
overseas and considering ways in which the direct deduction p a
e

3 note that overseas pensioners receive less NZS than g perannui d that there
are the following issues around direct deduction: C
@ IR

(a) the policy is widely disliked by recipients of pverseds pensi
many overseas pensioners it comes as a surp ya theya@ art or all of their New

Zealand Superannuation payment
(b) the policy poses ongoing policy iss adminy a@ difficulties, due to attempted

evasion of the deduction by recipi of gverse vs, and the difficulties Work and
ve i

Income have in identifying which o uld be deducted

pensiq
(c) other governments dislik cy, Qso , e cases creates a difficulty for New

Zealand's international

4  note that we have i i ine for change to the direct deduction policy with
costings based on inE nta% f 1 January 2007

aRm
5 note that the e\tHe followi es around payment of New Zealand Superannuation

overseas:

(@) m Weel VUnable to retire comfortably in the country of their choice
e 50% genefal portability rate is insufficient to allow many migrants to return to
unt ith fo retire
(b

ntitle
for

yment of New Zealand Superannuation overseas is tied to the country
application was made, which precludes long term travel to a number of

rule that a person must apply while resident in New Zealand and qualify for NZS
e leaving the country means that persons who leave New Zealand prior to age 65
ceive no payment at all from New Zealand

6 note that we have identified six options for the provisions for payment of New Zealand
Superannuation overseas (under options 10 to 14 applicants will be able to apply for New
Zealand Superannuation from overseas provided they left New Zealand after the date of the
law change)

Review of New Zealand Superannuation — Treatment of Overseas Pensions and Payment Overseas
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7  note that all options would require legisiative changes, renegotiation of the Social Security
Agreement with the United Kingdom, potential changes to the manner in which NZS
payments are administered, and that costings for each option are indicative and will need to
be refined once preferred options are identified

8  note that officials have indicated broad packages of direct deduction and payment overseas
options

9 agree to meet with officials to discuss this paper, and indicate which one gf the options f
1-2 and which one of the options 10-15 you consider warrant furth velopment
Cabinet paper in February 2006 a

AGREE / DISAGREE E/D
10 agree to refer this paper to the Minister of Foreign Affairs, the Mi rfo ens, the

r jor
Minister of Veteran's Affairs and the Minister of Pacific Is % . § .
AGREE / DISAGREE %NG{EE

L ey ,Z_//'Z— N b At MOVV.’MWZ‘M%
Mark Sowden 8 UL Date
Manager

Labour Market and Income
For Secretary to the Treas@

Hon David Benson-Pope Date
Minister for Social

Development and Employment

Review of New Zealand Superannuation — Treatment of Overseas Pensions and Payment Overse'c;_
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Proposal

1 This report proposes options {0 address issues around the treatment of overseas pensions
paid to recipients of New Zealand Superannuation (NZS) and the payment of NZS to New
Zealanders resident overseas. The scape of the paper includes Veterans Pensions, but
does not include income tested benefits. We propose that you direct the Ministry of Social

Development and the Treasury to draft a Cabinet paper for consideration by Cabi
Committee in February 2006 to seek decisions in principle on your pref@options.
Background (\% @

N >
2  This report was requested by Cabinet in May 2005. The Ministey of SO;EI Mmenl

—

and the Treasury, along with other relevant officials, wepé directed to regoriin\November to
the Ministers of Finance and Social Development an; plgymeént optwo cts of NZS:
O %

s modernising the current policy of 'direct deguct
an overseas pension similar o NZS @

« addressing issues associated with th@ of
3  The issues canvassed in this paper@ € subj
ea

and Supply Agreement with New Z

erannuitant has

e S.
\-‘ eommitments in the Confidence

irst, Theagreement sets out a commitment to
“investigate ways to improve s for se itizens who may be eligible for foreign

pensions as well as New Z g@oera
Context (2 %
o
AN
New Zealand Superan
4 NZSisa u@ nsion p% Il eligible New Zealanders over the age of 65. To be

el

eligible for N ersopmust:
) W Zea
@ eb
age f@
. @be ordinarily resident in New Zealand on the date of application.
5 N%pa at a standard amount unrelated to previous earnings. It is not subject to means

= The amount paid depends only on marital status and living arrangements. There
Qﬁ urrently three basic rates: the married person rate, the single sharing rate, and the
SIRQg

le living alone rate. From 1 April 2005 these rates are as set out in table 4 below.

n ar permanent resident

t and present in New Zealand for not less than ten years since the
ich five years or more must be since the age of 50

[ Review of New Zealand Superannuation — Treatment of Overseas Pensions and Payment Overseas _
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Table 4: NZS rates and approximate number of recipients

Living Arrangement Net weekly rate of New Zealand Approximate number of recipients
Superannuation
Married/De facto $196.78 271,000
Single sharing $236.14 }g,ooo /
- Single living along $255.81

R~
Tolgh, ) \47acho v\\j)

ar (net). @\?
people who are

7  The direct deduction policy is the policy m hich nit
eligibile for NZS, and are also eligible for pay ron> another country. The
direct deduction policy reduces a supera ZS by the unt of his/her (or his/her
partner’s) overseas social security p e e ct on superannuitants’ NZS
payments is shown in table § below.@
ments @

Table 5: Effect of direct deduction on W

6  Currently NZS costs the Crown approximately $5.4 billio

The direct deduction policy

Living Arrangement Averag@%ate o<®e@ge weekly direct Approximate number of
deduction recipients
o ﬁ
MarediDe facto | (75 y#1.72 <\\V< $55.06 34,000
Single sharing  \[\S u$193@\/ $62.40 12,000
Py JAN
Single |iving€(qfl? /E\j $1W $61.74 5,000

Total 51,000

@s policy allows superannuitants to be paid overseas under certain

he main ways NZS can be paid overseas are:

A

s defipDo absence provisions which allow a superannuitant to leave New Zealand for six
ghths and receive full NZS

©. yment under social security agreements made with other countries where NZS is based
on the number of year's residence in New Zealand up to a maximum payment of 100%
(New Zealand currently has eight social security agreements)

+ payment in Pacific countries where NZS is paid at 50% after 10 years residence in New
Zealand, rising to 100% after 20 years residence

+ payment to all other countries at a flat rate of 50%

Review of New Zealand Superannuation — Treatment of Overseas Pensions and Payment Ove_rgeas m

—

Page 10 of 39 MSD_Review_051124.doc



9  Approximately 7000 peaple are paid under these arrangements at a cost of $48 million a
year” (refer table 6).

Table 6: Number of recipients under portability arrangements by average weekly rate and annual cost

Payment Numbers of recipients Gross weekly rate of Nzs® Annual cost
Arrangement

Social Security 6357 §122.58

. $41.423m
Agresments & &

Special Portability 454 $248.82 ™, 874
Arrangement for the
Pacific /?Q\ %

‘| General Portability 180 $124.98

AN U
Total 7001 (0)6 Q\s 528m
Broad nature of the problem @ /%x

\\7 Y
10 NZS is recognised by the Organisalf con ieration and Development
(OECD) as a good first tier pensions whi imple, relatively inexpensive and

excellent at preventing poverty. Neve ntage of NZS is that it is out of

S, ak
step with most other countries relifement syst makes the interface between NZ3
and foreign pension syste (@ atic. r countries have pension systems in
which a retiree’s level of efii ‘4» is b cial security contributions made by that
S

person over the peri contrast, NZS has a gateway of 10 years
residence and presey idence and presence after age 50, and an ‘all or
’ settings are not well suited to situations where
they do not lend themselves easily to the sharing
. Increasing international mobility means that this

nothing’ entitlerment.
people move bety RSN
of pension £0%ts \bgtween
problem is S

'periods of their working life in New Zealand. There are a number of
xs ound providing pensions for these people:
e

Treatment pensions

ct deduction policy-is widely disliked by recipients of overseas pensions in New
aland and for many overseas pensioners it comes as a surprise that they will lose
patt or all of their NZS payment because they receive an overseas pension

» the direct deduction policy poses ongoing policy issues and administrative difficulties,
due to attempted evasion of the policy by recipients of overseas pensions, and the

% Data on numbers of people receiving payment under temporary absence provisions is not available.
3 NZS payments overseas are not taxed in New Zealand.

E Review of New Zealand Superannuation — Treatment of Overseas Pensions and Payment Overseaim
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difficulties the Ministry of Social Development have in identifying which overseas
pensions should be deducted

¢ other governments dislike the policy, and in some cases it is an irritant in New Zealand’s
international relations and can make conclusion of social security agreements difficult or
impossible.

Payment of NZS overseas

o many New Zealanders are unable to retire comfortably in the coy of their ch
because the 50% general portability rate provides insufficient inco

* entittement to payment overseas of NZS is tied to the count ich th
was made, which precludes long-term travel to a number ounthies

» the rule that a person must apply while resident in Zeatand an alify’for NZS
before leaving the country means that persons wh ew Ze r to age 65

receive no payment at all from New Zealand. @ @
The direct deduction policy @ /2%
\/ Q/% >

12 Rules governing the treatment of ove i

sections 69G, 69H, and section 70.sf cial
Saocial Security Agreement with the ingdoR

policy’. Sections 69G and 69 ide That a
to obtain an overseas pensi ich th
$

Ministry of Social Develo e rat

@

ntitled, and provide information fo the
erseas pension granted to them:.
13 Section 70 is as follo

“[70 '- efits i ension payable

(1)F0l@ es ofthis%

( Any%?)uaﬁﬁed to receive a benefit under |this Act] {or under the

vaci fare (Transitional Provisions) Act 1990] [or under Part 6 of the
Nat Pensions Act 1954] [or under the New Zealand Superannuation and
Jwrement Income Act 2001] is entitled to receive or receives, in respect
of that person or of that person’s spouse or of that person's dependants, or
if that person's spouse or any of that person's dependants is entitled to
receive or receives, a benefit, pension, or periodical allowance granted
elsewhere than in New Zcaland; and]

(b) The benefit, pension, or periodical allowance, or any part of it, is in the
nature of a payment which, in the opinion of the [[chief executive]],
forms part of a programme providing benefits, pensions, or periodical
allowances for any of the contingencies for which benefits, pensions, or
allowances may be paid under [this Act] [or under the Social Welfare
(Transitional Provisions) Act 1990] [or under the New Zealand
Superannuation and Retirement Income Act 2001] or under the War

Pensions Act 1954 which is admimstered by or on behalf of the

[ Review of New Zealand Superannuation — Treatment of Overseas Pensions and Payment Overseas m
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Government of the country from which the benefit, pension, or periodical
allowance is received—

[the rate of the benefit or benefits that would otherwise be payabie under [this Act] or
under the Social Welfare (Transitional Provisions) Act 1990 [or under Part 6 of the War
Pensions Act 1954] [or under the New Zealand Superannuation Act 2001] shall, subject
to subsection (3) of this section, be reduced by the amount of such overseas benefit,
pension, or periodical allowance, or part thereof, as the case may be, being an amount
determined by the [chief executive] in accordance with regulations made under this
Act].”

14 The provisions of section 70(1) are broadly mirrored in Article 1?%&@:@& @y

Agreement with the United Kingdom.

15 Section 70(1) and Article 15 of the Social Security Agreemén
requires the Chief Executive of the Ministry of Social De
entittement to a New Zealand benefit by the amoun

ith' the United, Kingdom
beneficiary's
/ pension, or
in the opinion

16 The effect of section 70 and Article i n% fifst tier pensions (ie basic,
universal, flat rate, state pensionsyan i stons (ie contributory, earnings
related state pensions) that are paid i ther governments are deducted.
For example, state pensions into New, y Australia (first tier), the United

is nevertheless private in nature, eg
pensions paid from t Gaty h workers make compuisory contributions
into private accounts,Ci . Annex |l shows the ten countries paying the
highest number opverse i ew Zealand, and the type of pensions that are

Direct deduction

be ince_thettime, it remains essentially unchanged. The policy was included in

17  The dj uctior Mas introduced in 1938 and, while some amendments have
the |‘

Security Agreement between New Zealand and the United Kingdom
n of the Agreement,

ind the direct deduction policy is to ensure that all New Zealand residents
itable level of pension. The policy has also come fo be seen as a way of
burden of social security costs between New Zealand and an individual's home

idence and presence (and five years residence and presence after age 50). In most
other countries the level of a retirement pension is based on the number of contributions a
person has made to a scheme during their working life. This means that a person will often
not receive full social security coverage unless they have coniributed to a social security
scheme for between 40 to 50 years. In effect, most countries do not pay any pension for
periods where confributions have not been made (or a person has not been present).

Review of New Zealand Superannuation ~ Treatment of Overseas Pensions and Payment Qverseas
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20 When a person migrates to New Zealand, or returns home after a period overseas, they
may bring with them a partial entitiement to a pension from another country. After only 10
years New Zealand residence they will become entitled to full NZS. If a person were to
receive a partial overseas pension entitlement as well as their NZS, they would be
financially advantaged in comparison with a person who has lived all their life in New
Zealand, paid their taxes and retired here. The amount of any social security based
overseas pension similar to NZS is therefore deducted from a person’s New Zealand
entittement. '

Population Affected by the Direct Deduction Policy @ &
21 At 1 September 2005, eleven percent of all NZS recuplents had S pen
was being deducted from their New Zealand entitiement. and
tested benefits), there were 51,618 New Zealanders receivm pension ere

being direct deducted from their entittement. Annex [ shows th umb of p ple and
pension amounts paid by these countries.

22 The majerity of overseas pensions received by paid into New

Zealand by:

» the United Kingdom (42,976 pensions a

+ United States, Canada 3
combined total of 1,4 oris am@

pensioners are New Zealand born individuals who
ife overseas.

23 Approximately seve
have spent somepa

24 The avera ug sions paid into New Zealand is $3,377 a year. New
Zealand p ioner an average of $10,100 a year in NZS and other

as“pensioners have an income level below the threshold which would preclude

26 O ensioners typicaily belong to low income households. Over sixty percent of
ent to a Community Services Card.

s with the policy

27 At the time that the direct deduction policy was introduced {1938), the maijority of immigrants
to New Zealand were from the United Kingdom. However, New Zealand now receives
migrants from a wide variety of countries (key migrant source countries now include China,
South Africa and India), and retirement pensions are paid into New Zealand from a wide
variety of types of pension systems.

Review of New Zealand Superannuation — Treatment of Overseas Pensions and Payment Overseas;“
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28 The direct deduction policy presents a number of policy and administrative issues:

* Inequity in the treatment of overseas pensions. In 1978, the United Kingdom introduced
provisions that allow a person to “contract-out” of the state earnings related pension
scheme and join an occupational pension scheme. United Kingdom state earnings related
pensions are deductible under the direct deduction policy but occupational pensions are
not. This inequity irritates United Kingdom pensioners, many of whom chose to remain
covered by the state eamings related scheme, and therefore have the amount of these

pensions deducted. <§
o Determination of the type of pensions to be deducted. As ove jon @s
ity

evolve and their nature changes it can be difficuit to determi deduct f
pensions.

e Administration of the policy. Administration presents a numb iffigulti ing into
account the policy problems, because it is not alw. s should be
deducted and therefore decisions made by Minisip , officials are

highly contestable. Significant administration tirg h reviews and
appeals made by clients who disagree with the-l\ i lopment decision
about their individual case. The OECD &5 tee verage life of a pension
system is 15 years which means that pensjo : i ave to be reassessed
in the light of section 70.

coman rsss W)
Qe

Payment overseas rules

29 Sections 21 to 35 of th
provide rules governi

annuation and Retirement Income Act 2001
t of ereéas.

nts gesi erseas under five separate provisions:

30 NZSis paid to s? ¢
e The ge@biiity pro%? at a flat rate of 50% of the gross full rate, provided that
S

the pers ies far NZS while resident in New Zealand, and qualifies for NZS hefore
le Zealaﬁ%?tions 21 to 29 of the New Zealand Superannuation and
@ t Inco 0

@ Speci ility Arrangement for persons retiring to a Pacific Island country,
N

1).
ich ali@e son to receive up to 100% of NZS if they have 20 years’ residence in

ew sections 30 to 35 of the New Zealand Superannuation and Retirement
In 2001).
J perary absence provisions which allow superannuitants who leave the country for

weeks or absence beyond 30 weeks is due to unforeseen circumstances beyond the
uperannuitant’s control (section 22 of the New Zealand Superannuation and
Retirement Income Act 2001)

@ fo six months to receive NZS at the full rate provided their absence does not exceed
s

o Social security agreements which modify the rules in legislation by allowing persons
covered to receive up fo 100% of NZS while they are resident overseas and overseas
residents to apply for New Zealand benefits, Social security agreements also allow
contributions to a foreign pension system to count as New Zealand residence for the
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purposes of qualifying for a New Zealand benefit, and for New Zealand residence to
count as contributions and/or residence in the other country (known as ‘totalisation’).
Social security agreements cover many of New Zealand's major migrant source
countries such as the United Kingdom, Australia and the Netherlands, but there is
limited scope for extending the agreements network to some other major migrant source
countries such as China, India and South Africa because these countries do not have
sufficiently developed social security systems to be agreement partners.

« Provisions for aid workers which provide full payment of NZS for up tg 52 weeks, whi
Cabinet recently agreed to increase to 156 weeks (section 24 @ew Zea

Superannuation and Retirement Income Act 2001). @
Payment overseas rationale @
ced ta pay their

31 During the past 50 or 60 years, many countries have become awag,of the
pensions overseas, due to increasing international ¢ y_of workiprg~ags, and retired
people. These countries began to negotiate cost- gfeements to
ensure seamless social security coverage (whereb son the rate of
ome country, and

pension they would have received if they had rema
the two pensions add up to a full pension entit '

32 Until the late 1980s, New Zealand's so:@ syst ed only\ockNew Zeatand
Ve \p

A

"

residents. Although people could r ayme outside of New Zealand,
entitlement to payment of NZS was fesirgted to absence of up to 26 weeks,
provided that a person returned land wi weeks of their departure.

33 By the late 1980s, New Ze
to New Zealand from i the traditional European migrant source
countries, and New atligrating in larger numbers to a greater variety of
countries. Oversea dawd residents reaching retirement age who wished to
retire in their cogntrigs '

1988 the govern BN 3gree v e payment of NZS overseas under social security
agreement ew Zeala 35 since entered into seven* such agreements with

Australia, . Denmark, ce, Jersey and Guernsey, the Netherlands and the

n the payment overseas of NZS to all countries, at 50% of the full
%' provision was negotiated in 1993 with the Cook Islands, Niue and
W

xtended to most other Pacific countries in 1999 at a more generous
Portability Arrangements are designed to recognise the contribution

* New Zealand also has a social security Agreement with the United Kingdom but this Agreement was (ast
revised in 1983 and does not provide for payment of NZS to New Zealanders resident in the United
Kingdom.
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Population affected by the payment overseas policy
35 At 1 September 2005, NZS was paid to 7,001 New Zealanders living overseas.

36 The majority of payments overseas (4,651) are made to New Zealanders resident in
Australia and these figures are increasing by approximately 220 per month.

37 New Zealanders who receive payments overseas under social security agreement

provisions, other than under the Australian agreement, account for an additional 1
payments and these numbers increase by an average of 16 per mont ble 7 show
numbers NZS recipients in an agreement country at 1 September 20 valu
payments.

Table 7: NZS paid in social security agreement countries by numbers rsbgs and ann s /cost

at 1 September 2005
/\\

Agreement country Number of superanW\a\AQ /\\@b)
Australia <// N/ 29.788m

Canada &SN) <§\\X> $1.696m
Denmark (\@V N \Vb\) $0.249m
Greece Q\ \231 /\\\\\ $1.272m

Ireland N m $0.962m
Jersey and Guemsey A Q) xﬁi/@ $0.112m

AV
The Nethernands <Z/\ (Q%«t} $7.344m
>
Total (&1 @\6{7 $41.423m
JaN
*There are an additio proxr () Mew Zealand residents who are paid UK and Australian pensions
overseas under th 3 vrous agreement with Australia and the current agreemsnt with the UK
38 Table 8 sho the Specral rtability Arrangement for Pacific Countries provides 454
paymew umber s by an average of seven per month).
39 B lson er of New Zealanders who are applying under the general
s ov es remains fairly static with an average increase of one person per
. er of applicants for payment of NZS overseas indicates that the rate
» and the restrictive residence rules do not is not make this option
attrac ential applicants.
Table & overseas under general portability and the Special Portability Arrangement
,33 }’éyment Arrangement Number of superannuitants Annual cost to Crown
N
~Spécial Portability Arrangement 454 $5.874m
for the Pacific
General portability 190 $1.231m
Total 644 $7.105m
I
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Probiems with the policy
40 There are two key problems with this policy:

» The requirement to be ‘ordinarily resident’ in New Zealand on the date of application for
payment overseas. This rule means that a person cannot leave New Zealand to retire to
another country before the age of 65. Even where a person turns 65 overseas and
returns to New Zealand to apply he/she will still be judged ineligible under the current
rules which require a person to intend to remain in New Zealand permanently in ord
to be deemed ‘ordinarily resident’.

« The flat rate payment of 50% deters some older New Zealander
because it provides insufficient income to allow a reaso
retirement in most countries. The Ministry of Social Deve|
complaints each year about this issue.

The way forward A@

> ~
41 The broad policy goal of NZS is to provnde@ ta ndard of living in

retirement.

42 The current policy goal of direct deduct
receive the same level of social seguyi

problems with direct deduction are solve of the policy will need to be

adjusted. We suggest that the of difect gedugti ould be:

+ to provide an interfac ew d and overseas social security systems that
provides a fair sharin ial se s between countries

s to protect the sta f livin erannuitants at a basic but adequate level

e toensurgtha vel 0 cally sustainable to the crown

. nsur the treatment of overseas pensions paid to New Zealanders is equitable
w landers ve lived and worked in New Zealand all their lives.

eessarily mutually compatible. For example, it could be argued that it

de a fair sharing of social security costs between countries while

Is arechot
ossu ‘\
which is equitable for lifelong New Zealand residents. Ministers will
ons:der which of these goals have a higher weighting.

4 T f payment of NZS overseas is to allow New Zealanders to retire overseas with an
tandard of living, ie New Zealanders have a choice about where they retire while
g a satisfactory level of pension income from New Zealand.

chlevmg these specific goals there are some tradeoffs eg the cost of options. We have
set out a range of options below and we have used the following criteria to assess these
options. The criteria are based on the objectives as well as considerations of
implementation feasibility and the extent to which they solve the problem:

« enhanced opportunities for superannuitants (ie improved incomes or ability to live in the
country of their choice)
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« fiscal cost

s poverty alleviation

e income redistribution

s potential disadvantages for other parts of the system ie what are the other impacts?

« Susceptibility to risks of migrants exploiting New Zealand'’s relatively generous social
security provisions

* whether the option allows international labour mobility
e low compliance costs and ease of administration
s extent to which policy creates a reduction in entitlement for rannuit (o]

losers) ié
46 Not all direct deduction options will be able to be opera @ gside nt overseas
options. We have summarised the compatibility of th 1Q

47 We have presented indicative costings for al Mini d note that these
costings only indicate the relative fiscal cost option t include costs for the
New Zealand Superannuation Fund confri or ai costxngs would need to
undertaken once preferred options ted. ostings exclude potential

costs/savings associated with changes elive We currently spend $10m a
year on administration of the direct d pollc ent overseas.

Options to amend the direct gg tion po

48 Currently, New Zea elve ate of NZS if they are also entitled to an
overseas pension. ct d policy was originally designed to ensure that all
New Zealander amount of public pension, ie a person with an
overseas pepsi eme nancially advantaged in comparison with someone

New Zea
49 ons pre involve a shift away from this principle. Overseas pensioners

an overseas public pension may be financially advantaged in
w Zealand residents who have access only to NZS. Most options
ditional amounts on NZS in respect of overseas pensioners, some
¥ have relatively high incomes °.

50 solve the issues around treatment of overseas pensions paid into New
his is principally because the current policy settings for NZS of full payment after
gars xeésidence and the lack of an income or asset test leave little room for development
icy options that do not result in significant additional expenditure, or require changes

51 Shouid amendments to section 70 be made, amendments to Article 15 of the social security
Agreement between New Zealand and the United Kingdom would also need to be made.
Article 15 mirrors the direct deduction provisions in section 70 and it is under this Article,

® MSD does not hold accurate data on the income of superannuitants because NZS is nol income tested.
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rather than section 70, that United Kingdom pensions paid into New Zealand are deducted
from New Zealand entitiements.

Option 1: Removal of the direct deduction provisions.for NZS and Veterans Pension (VP)

The direct deduction policy would no fonger apply to the majority of overseas pensioners who
would be able to receive the full rate of NZS entitlement in addition to an overseas pension.

Indicative Fiscal implications (Direct NZS costs only) ($/m) 2 <

2006/2007 2007/2008 2008/2009 < 0912098 N
A\

: RPN
\‘> .

52

53 This option provides a solution to a majority of the is rou deduction policy.
it would be popular with overseas pensionerg a @3 Id fin unwith other governments.
A number of countries who have previous| inedto enterinto social security agreements

with New Zealand because of the dir n pglic epnany, Switzerland, Austria,
Sweden, Finland) might now be pre@ gotiat
erateh

5igl security agreement with New
Zealand. This option increases th me o nuitants with overseas public
pensions, 60% of whom are on

Cco

Dueia nature of NZS whereby the full rate is
%: and would effectively be providing social
arperiods which overlap with periods of coverage
entire working lives in New Zealand. There is a

urage migrants to seek to exploit New Zealand's
ovisions.

pos ibl%?wove the direct deduction completely as it would need to be
eaople eive NZS due to the totalisation provisions in social security
are \afe

54 Option 1 has some disagi2

security payments 1o g
they have already &

ple have not met the minimum residence requirement for NZS°.
y 5,000 people who have used totalisation provisions to gualify for

require changes to the Social Security Act 1964 and the Social Security
ts with Australia and the United Kingdom.

® Sociat security agreements allow contributions or residence in an agreement country to count as residence
in New Zealand for the purposes of qualifying for NZS, and for residence in New Zealand to count as
contributions or residence in the other country. This is known totalisation,
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Option 2: Remove direct deduction and amend residency

s The direct deduction policy would no longer apply to the majority of overseas pensioners who
would be able to receive the full New Zealand entitiement in addition to an overseas pension
from January 2007.

s Minimum residence for NZS would be increased to 15 years in 2012 or 20 years in 2017

[ indicative Fiscal Implications (Direct NZS costs only) ($/m) / <

AN
2006/2007 2007/2008 2008/2009 Q/@oogizcyp

88 180 183 AQ/ &v

57 This option is the same as option 1 but with the additig endments to
the minimum residence requirements to qualify for a options for
amending the residence requirements:

« increase minimum residence required to .- : 20 commencing on 1
January 2012 (this date provides lead-ing¢ r 3

* increase minimum residence requir ~" ‘ears V e of 20, commencing on 1
January 2017 (this date providexiea irhe)

58 The fiscal implications are e as o he forecast period, however the
proposed residence chang edu this option to $100m in 2016 if a 15
year residence requurem Az ted 20m in savings in 2021 if a 20 year
residence requiremen

58 Despite the resid périod for % ng increased, this option would address concerns

raised by most > ed Client 85% of overseas pensioners have lived in New
Zealand for ore ye her governments would also find this option to be
acceptable easons ou for option 1. Option 2 would also reduce problems
around verl g pe s of social security coverage and benefit shopping because of the

' r NZS.
€0 s{this gption is that new migrants excluded from NZS by the new residence

61 2 ould require changes to the Social Security Act 1964 and the New Zealand
nnuatlon and Retirement Income Act 2001 and the Social Security Agreements with

raha and the United Kingdom.
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Option 3: Dual system of proportionalisation and direct deduction for overseas pensioners
onhly

A dual system of proportionalisation and direct deduction that would only apply to overseas
pensioners. An overseas pensioner could choose the system that is most beneficial to their own
circumstances.

Indicative Fiscal implications (Direct NZS costs only) {$/m) -
2007/2008 2008/2009 200972010 201012011
/ o (N
63 65 69 <// 70 ( ( A ™M
\/

62 Under the proportional system 1/45 of NZS would be paid for éac ar of pesidencs in New
Zealand between the ages of 20 and 65. Any over ension t affect the
amount of NZS, Alternatively, the overseas pensioner, ose 1o in the direct
deduction system if this is more beneficial for them@

63 Under option 3, we estimate that 37,000 oversg

the direct deduction policy but would receive<a

% onger be subject to
. ionali NZS.

y would not be removed so
ould remain for people who

64 This option has some disadvantages.
most of the difficulties around poli
choose the direct deduction option. O ould be administratively complex
where clients elect one optip d then wi e to another option because their
circumstances change. Thexe Id also be itignal administrative complexity around

verifying the residence o yHo ch oportional option.
65 There would be dlffl R mgdom pensioners who comprise around 75%
of overseas pen of wh ive non-inflation indexed (frozen) pensions’. The

due to the Kin dom n rate policy. As in options 1 and 2 United Kingdom
pensio pressure placed on the United Kingdom Government to
unfreeze mgdorn pensions paid in New Zealand. Option 3 would be an
e thﬂ % ers from countries that pay larger pensions into New Zealand.

3 w 0

66 ptior ire changes to the Social Security Act 1964 and the New Zealand
enanrg:@7 d Retirement Income Act 2001 and the Social Security Agreements with

Austrai g United Kingdom.

proportionalis d Q> woul attractive for some United Kingdom pensioners
because el@l option sult in a gradual decline in their overall pension income
fr

Option & -out direct deduction

T it olvinvolves a three phase direct deduction system. Persons with 10-19 years residence

’ealand since the age of 20 would continue to be covered by the full direct deduction.
Thosg with 20-29 years residence would have 50% of their overseas pension direct deducted,
and those with 30+ years residence would not be subject to direct deduction.

” The United Kingdom does not increase in line with inflation pensions paid into mainly Commonwealth
countries including New Zealand, Australia, Canada and South Africa.
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indicative Fiscal Implications {Direct NZS costs only) {$/m)
2006/2007 L 2007/2008 2008/2009 2009/2010
80 L 164 166 167

67 We estimate that approximately 90% of overseas pensioners would no longer be subject to
the direct deduction policy under this option.

68 This option is relatively easy to understand and would find favour with
lived in New Zealand for 30 or years more which is currently 85% of
population. This option recognises that people who have lived i
period of time have made a significant contribution to the co
receive full NZS entitlement. The most fervent opponents of tég;’g
to be those people who have significant periods of residence in N

Zealafd

69 Option 4 would provide a partial solution to the issueg’y

remain. There are still likely to be clients who are~d cause-they feel it is their

right to receive both full NZS8 and full ov y years New Zealand
residence.

70 Option 4 would not be compatible with SPEC ing ©Option® but this would affect a

relatively small number of clients, asma ently use the option would no

d the option. There would be no

longer be directly deducted ang-there wo
other impacts on the social s @ ystem., @

71  Option 4 would require 0 th S curity Act 1964 and the Social Security
Agreements with Aus% e Upi gdom.
ot bensi

Option §: Deduction offirst
2 FAN '
| Only first tier ba{ngcié{/gecurity peOsidos from other countries would be deducted from NZS. 1
4 ~

Indicative F%QK pli \fﬁnsf{%@t\b{;&osts only) {($/m)

200@? 219\ jz\m 2008/2009 2009/2010 2010/2011
AR RN 6\2;

YN _

70 70 70

N&Jj
72 We teMhat this option would benefit approximately 43,000 overseas pensioners
{ } from the United Kingdom and Canada) because their second tier pensions

not be deducted. Approximately 4,000 overseas pensioners would no longer be
@ to the direct deduction policy.

® The Special Banking Option is a system whereby overseas pensioners can choose !o have their overseas
pension paid directly into a special bank account. The overseas pensioner cannot access the funds in the
special bank account -~ instead these amount are periodically withdrawn by MSD. In turn, the overseas
pensioner receives the regular full payment of NZS and therefore does not have to deal with the issues
associated with having two separate payments, tax on the overseas pension, and exchange rate
fluctuations.
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73 This option is designed to ensure that only overseas pensions that are similar to NZ$ are
deducted. Many countries have infroduced “tiered systems” in which universal, flat rate,
state pensions similar to NZS are complemented by additional state pensions which are
contributory and earnings-based (including mandatory private savings). Currently section 70
authorises the direct deduction of second tier earnings related pensions, despite the fact
that, other than being administered by the state, they have little resemblance to NZS.

74 Ten countries account for nearly 99% of overseas pensions direct deducted from NZ$S
(United Kingdom, Australia, Netherlands, United States, Canada, Ireland,.Germany, Jer

tier pensions into New Zealand, so second tier pensions from theg
longer be deductible while first tier pensions would remain dedueyj

Germany and Fiji pay only second tier pensions into New Zeal ortthese
countries would no longer be deductibie. First tier pensions p@ ouhtries
would continue to be deductible.

75 This option provides only a partial solution to the iss @ the ms would be
the difficulty in determining what are first and s €Y pensi any organisations

ation (ILO) have

such as the OECD, World Bank and Intenria abo X
attempted to create simple and comprehensi iﬁcatio '
e85,/5inc

I
enormously across countries and nce b

countries.

76 This option would provide a
Kingdom second tier pensior

ity in the treatment of the United
from the State second tier scheme

are deductible but the pe > tracted-out occupational schemes are not.
However, this option is | @o e inequitable than the current policy where
one country pays o ief b r overseas, whereas another pays first and
second tier pension . e &re also differences in the way that entitlements to
pensions from sg ier sc g calculated which would give rise to inequity of

treatment.’ le
pensions,
first tier, pen

increase for some older people receiving overseas
ing overseas pensions from countries with significant

£cial Banking Option would no longer be viable. This is more of
iort 4 because the majority of special banking option clients are persons

78 Optign 5<would require changes to the Social Security Act 1964 and the Social Security
ehts with Australia and the United Kingdom.

7

o As}#-e{ample, a person can contribute to the civil service scheme in the Netherlands, thereby gaining
entittement to a second tier civil service pension. The Netherlands statutory Old Age Pension scheme gives
rise to a first tier pension, the amount of which is then effectively deducted from the second tier civil service
entitlerment. in effect, the first tier Netherlands pension will be deducted twice - once by the civil service
organisation in the Netherlands and then again under New Zealand legislation. This contrasts with pension
entitlerment in the United Kingdom where there is no reduction in the rate of the second tier pension as a
result of entittement to the first tier pension.
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Option 6: Direct deduction free zone

A ‘free zone' implemented so that a percentage of overseas pensions would not be deducted,
with the remainder being deducted on a dollar-for-dollar basis.

Indicative Fiscal Implications (Direct NZS costs only) ($/m)
] 2006/2007 2007/2008 ‘ 2008/2009 2009/2010
Free zone of 10% 9 18 18 A 19 /<
Free zone of 20% 18 36 37 Y 3
D

@/ N,
79 Under this option the direct deduction policy is maintained, bs@z egre ofg@ation‘
d the ]

The free zone could be set at any level. We have illustra sts akd\implications of
free zones of 10% and 20% of the rate of overseas pene Qr indicati ses.

80 Option 6 would not reduce the number of ciient§ Sgbject ir uction but would
provide some relief to all overseas pensioners, The Z0 0es not provide a
solution to the policy issues associated with ductio d Id not alleviate any of
the current administrative issues. There 8 g/6mall4 in incentives to apply for

or declare overseas pensions. This uld pot popular as many overseas
pensioners believe that they shouldyesel eir fu gntitlement because they have
met the residence criteria for NZS. i is al

~th

to be seen favourably by other
governments. As with option and e | nking Option would no longer be
viable under this option. Thig seriou enience the 35,000 clients currently

using the option.
81 Option 6 would reqi@

a1 Security Act 1964 and the Social Security

Agreements with Au d Kingdom.

Option 7: Targete iucti&

Direct deduction ‘of O¥erseas. pension¥ remains for all overseas pensioners whose total annual
income, irﬂ@@ R amoun and overseas pension, is above a predetermined level.

<. 0 § >

Indicati is plicatﬁ' t&§ (S\w ct NZS costs only) {$/m)

jﬁ@ L Wi Y PR
Wom ( (7 2007/2008 2008/2009 2009/2010

N 2”\\A 56 57 58

e purpose of illustrating the cost of this option we have fixed the income level cut out
{thas that applicable for entitiement to a Community Services Card (married coupie

set at any level as determined by Ministers. Overseas pensioners whose total income is
below the predetermined level would only have a certain percentage of their overseas
pension deducted from their NZS entitlement. However, those overseas pensioners, whose
combined income was above the predetermined level, would have the entire amount of
overseas pension deducted from their NZS entitlement.
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83 Option 7 would reduce the number of clients subject to full direct deduction by
approximately 34,000.

84  Option 7 would provide a partial solution to the policy and administrative issues associated
with direct deduction. The current difficulty in determining the deductibility of particular types
of overseas pensions would remain. In addition, the administrative issues would
significantly increase as income data, which is not currently collected or stored because
NZS is not income tested, would have to be obtained and income assessments would need
to be undertaken for all overseas pensioners to determine whether a partjal or full deduct;
would be applied. The option presents equity issues as persons just a@cut—out i

would be worse off than people just below it. Pensioners who to rtial
deduction would not be able to utilise the Special Banking Option.%
85 This option is reasanably easy to understand and may be@ y receiv%hose
overseas pensioners whose combined income is below the\ predetéfmine mount.

However, it is likely that some overseas pensioners, e who ceive some
because t

financial relief from this option, will still be dissatisfj
gceive no financial

d
relief from this option. There is also the rigk e ners might alter their
financial circumstances in order to avoid th g an at the general public will
regard this option as setting a precede Neorpe testing NZS.

il not be liked by

86 Option 7 would require amendmenisMonhe Social &&

Agreements with Australia and fhe Unit in
Option 8: Modified status quo @

AN
The direct deduction poligf-Quiy ke ress) tantially in its current form but a range of
amendments to the policy em inprove its operation.
icative Fiscal Implicati t NZ $t
Jndlcatlve iscal lmp| /l\c;\ {Dfec W)( m})
2006/2007 v R 2007/2608 2008/2009 2009/2010

NN 5 5

Ristrative impact either because they affect a small number of overseas
of because they are merely clarifying existing policy or reflecting current
ive practice. Because these types of proposals will offer only a limited amount of

87< §§§ are s
the % uction policy. Most of the proposals in this option would have a small

associated with direct deduction more difficult. Nevertheless, attempting 1o address these
issues is necessary due to decisions made by the Social Security Appeal Authority. One
such proposal, which would exempt that part of an overseas pension based on voluntary
contributions to an overseas social security scheme from the direct deduction policy, will be
difficuit to administer as it is not always possible to identify the voluntary component of an
overseas pension. As an example, the Department for Work and Pensions in the United
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Kingdom have advised that they cannot identify any potential voluntary component as this
information is neither coliected nor stored anywhere in their system.

89 This proposal will be popular with a small number of affected overseas pensioners but wili
have no impact for the rest of the overseas pensioner population. It is unlikely that this
proposal will alieviate any of the unpopularity of the direct deduction policy.

90 This option would be required should you selection one of the options from 3-7.

91 Option 8 would require amendments to the Social Security Act 1964 an Social Se
Agreements with Australia and the United Kingdom.

Option 9: Status quo

| The direct deduction policy is retained in its current form. IRANEEEN \f |
L N
Indicative Fiscal Implications {Direct NZS costs only} ($/m) ” Q
2006/2007 2007/2008 Qo O \)) 2009/2010
.‘ - . N T
Ni Nil (\Qﬁ}} / i Nil
92 The current policy and admlmstratlve | s set ges 15 and 16 would remain.

No legislative changes would be req

Options for payment of NZS o

93 The current provnsno ent rseas were developed in the context of the
residence-based nafl nd social security system and more limited global
movement of pe optlo ) ted move away from the principle of NZS for New
Zealand residgn and the contribution made tc New Zealand of persons
who have |§j orked untry for some period of time but may not necessarily
retire here.

Msity of payment overseas provisions will involve some
any people who receive a higher level of payment would have

ay under the current provisions. Nevertheless, to the extent that

gener sions encourage more people to retire overseas, health and other

urc eed up for each person who leaves New Zealand. The average amount

spent costs for individuals over 65 years is approximately $7,500 per year which
is atély half of the amount spent on NZS.

Yally concern amendments to the general payment overseas provisions. Our options
hedve maintained the relative generosity of the Special Portability Arrangement. in addition,
where an option has provisions that are superior to those in the Special Portability
Arrangement, the provisions are also applied to the Arrangement. The Special Portability
Arrangement provides 50% of the rate of NZS after ten years residence, rising to 100% after
20 years residence.

g5 . ve identified six options for improving payment of NZS overseas. These options
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96 All options allow a person to apply from overseas provided they left New Zealand after the
new provisions become law. Allowing persons to apply from a country with which New
Zeatand does not have a social security agreement presents administrative difficulties.
Where a person applies under an agreement, the social security authority in the Agreement
country will verify that person’s identity, bank account details and other critical data of the
applicant which allows entitiement to NZS to be determined. Such administrative assistance
will not be available for clients who are paid under general portability provisions. Officials will
need to identify alterative methods for verifying relevant client details where applicants are
resident overseas.

Option 10: Payment of full rate of NZS overseas g\

) The full rate of NZS is paid overseas once a person fulfils the mini idehce requrements.
Applications would be allowed from overseas residents who lea aland afterthe’date
[ the legislation comes into force. N

N
LN SR

l indicative Fiscal Implications {Direct NZS costs only) ($/m) %&V m
2006/2007 2007/2008 B 200812009~ Wzoo%w 20102011

12 27 2%\\4\5) @7\3 33

<
% W
97 Option 10 would provide the majo@ era ith an adequate income and

would have a small a positive effect 0 rnat r mobility. Option 10 would also
have the advantage of creati niform p ' stem and would be the easiest to
understand and administer, o Wou e payment of United States pensions

98 Adisadvantage of th ' d"be inconsistent with social security agreements
and the Special P th of which would need to be amended to provide
the more genero y with a consequent increase in fiscal cost (these
additional & e indicative fiscal implications table). The Special

Portability need to be modified to allow applications from persons
reside

99 A janal di d is that the relative generosity of this option could encourage
8 New

r oe Zealand social security system.

100 Thys opti equire amendments to the New Zealand Superannuation and Retirement
Incom O% and all social security agreements.
Option 4 ortability with increased residence requirement

T um residence requirement is increased to 15 or 20 years. Applications are allowable

T@}i@ of NZS is paid overseas once a person fulfils the minimum residence requirements.
fro rseas residents who leave New Zealand after the date the legislation comes into force.

'° The United States does not currently pay Social Security benefits to New Zealanders who reside outside of
the US, This is because US law provides that US Social Security benefits can only be paid to citizens of
countries that pay fulf entitiements to US citizens who leave those countries.
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Indicative Fiscal implications (Direct NZS costs only) {$/m)

2006/2007 200772008 2008/2009 1 2008/2010 2010/2011

12 27 29 i 31 33

101 This option is the same as option 10 but with the addition of accompanying amendments to
the minimum residence requirements to qualify for NZS. We propose two options f;g

amending the residence requirements: ‘
« increase minimum residence required to 15 years after the age mencing om1
January 2012 (this date provides lead-in time}; or

¢ increase minimum residence required to 20 years after th@of 0, sommepgng on 1
January 2017 (this date provides lead-in time).
102 Fiscal implications are the same as option 10 in th period; r the proposed
residence changes could reduce the cost of this o To b
103 This option would be likely to address the @f mos@i d is reasonably easy
to understand. Option 11 would require @ ecur‘g@m ents {o be amended to

allow a more generous payment | re under social security
agreements would increase (this h unt in the costs shown in the

indicative fiscal implications table. r, an adyantage of amending all the agreements
is that a uniform portability s '

international labour mop c’ Mg
encourage migrants tg eXploif Hie Ne:

pould have small a positive effect on

& \elative generosity of this option could
8 ocial security system.

aftepthe dd EX

th e legR
AN
L NN
lndicéi@ﬁscal @&\@m& (Direct NZS costs only) ($/m)
AN
2006/2 N 2007/2008 2008/2009 2009/2010 2010/2011

(@w 16 18 19 20
NS

1C®er the Special Portability Arrangement, persons retiring to Pacific Island countries are
able to receive up to 100% of NZS. Payment rates are based on a formula which starts at
50% after ten years residence in New Zealand, rising at 5% a year to reach 100% after 20
years residence in New Zealand.

106 Option 12 is likely to be acceptable to clients. A key benefit is that it would create a uniform
portability system whereby all persons receiving NZS overseas would receive the same

l Review of New Zealand Superannuation — Treatment of Overseas Pensions and Payment Oversis_m
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rate. This is because the special portability formuta is more generous than both the general
portability rate and the formula in social security agreements, therefore the rates of both
these provisions would need to be increased. However, this means that expenditure under
social security agreements would need to be increased.

107 A disadvantage of option 12 is that administering applications from overseas residents
would be difficult. Another disadvantage is that the relative generosity of this option could
encourage migrants to exploit the New Zealand social security system.

108 This option would require amendments to the New Zealand Superannu nd Retlrew&
Income Act 2001 and all social security agreements.

Option 13: Proportional portability \\fg

Superannuitants receive 1/45 of the full rate of NZS for eve ear B‘f\\Ne and \r\é&dence
after the age of 20 (this is the payment formula in New Zeals qeial sec ements).

person would need at least 10 years of New Zealand residenee O re S payment
! he ap Iet New Zealand

after the date the legislation comes into force.

SO [&\5

indicative Fiscal Implications (Direct NZS costs only) (§/m

e J&
2006/2007 2007/2008 B@@/ \\éd{agdmo 2010/2011
RN
13 41 \)/43» G&\ 47 50

@
@.— flat rate 50% payment. This means that
ne i

109 The current general port

implementing a 1/45 1 Id redfce evel of payment available to new applicants
with between 10-22. sidere./ Fherefore we propose that the minimum payment
under the formul 5 Q vould mean that all applicants for general portability
with 10 to 225 yRard> reside d receive 50%, thereafter they would receive an

additional 1/ AS for each yearof residence.

rsgns receiving portable pensions under the Special Portability
disadvantaged, the provision allowing applications from
Iso be extended to persons who leave {o reside in a Pacific

heJaw change. Special Portability clients who apply from Pacific tsland
i w change takes effect would receive payment under the Special
abilit ent formula
111 Am advantage of option 13 is that NZS residence rules would need to be amended
t operate. Current NZS residence rules are that applicants must have 10 years

nce and presence in New Zealand since attaining age 20, and five years residence
@ esence in New Zealand after the age of 50. The five years over 50 rule is not
ohsistent with a proportional formula (and the rule is therefore modified under New
Zéaland's social security agreements). Removal of the five years over 50 rule would cost
$12 million in 2006/07, rising to $47 million in 2010/11 (these costs are reflected in the
indicative fiscal implications table). This option would also set up an inconsistent system
because the Special Portability formula would remain more generaus if it is left unchanged.
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112 This option would require amendments to the New Zealand Superannuation and Retirement
fncome Act 2001.

Option 14: Status quo for portability arrangements and pursue new social security
agreements

The current payment overseas provisions would be refained (a payment rate of 50% and
applicants must apply while resident in New Zealand). The social security agreements network
would be enlarged to cover a greater number of significant migrant groups.

Indicative Fiscal Implications {Direct NZS costs only) ($/m) @W ( (J A

2006/2007 2007/2008 2008/2009 2ooy/6Q/<Q @\io@\\nﬂ

0.75 0.75 0.75 C@v\\\? A Y@S/

113 A programme to increase the social security agr 0 some extent
provide acceptable portability provisions to affe hose people who
wish to migrate to a country with which it is f o conclude a social
security agreement. It is doubtiul that th @n on lude agreements with
some key migrant countries such as Chi dia a h e relatively undeveloped
social security systems.

114 Implementation of a each new socual ould cost in the region of $0.75m.
There may be small offsetting sayings as a enerally facilitate additional foreign
pension payments to New Zga i

reside
116 Option 14 does not re:@é> gisi @2 es.
@X rity agreements

Option 15: Status quo %

The current pa erseas | ns would be retained (a payment rate of 50% and
applicants must ile res;dent ew Zealand).

lndlcatw%\l@c}atlon costs only) ($/m)

2 7 08 2008/2008 l 2009/2010 2010/2011

|
|
|

ﬂ\> Nil Nil J Nil Nif

would result in some oider New Zealanders continuing to find it financially difficult
the country of their choice Closing off the social security agreements network

117 This option would not require any legislative changes.
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Packaging the options

118 In reviewing the direct deduction and payment overseas rules, Ministers are being asked to
decide whether to enhance the generosity of NZS to individuals with overseas pensions, or
who want to live overseas. To illustrate this point we have packaged the opiions into four
broad approaches as shown in Table 9 below.

Table 8: Broad packages of options /<
0_{\ AN
Approach Details Fiscal cost ompa >
\% tus qu
o) o
Fully international «  No direct deduction Maximum cost & \ng/ensive if res not
approach policy (opfions 1 and approximately b’amend

2) piipns 1

e« NZS fully portable to
other countries
(options 10 and 11)

%beneﬁ! shopping

Partial international » Reductionine Y1>%T§ximum c M Expensive (but iess so than
approach direct deduct appr a % fully international approach),
(options 3@ $ ions 4 | some modest labour mobility
re gains, gives superannuitants

e [ general 9 more choice, modest gains

ules for international refations

{2 and @

l&?‘gtreﬁc/ Approximately $6m | Small cost, direct deduction
0 8)

Modified status quo Q ) E}lérify r
i ayear easier to administer, gives

superannuitants covered by

> >
@ . E% rtability on social security agreements
a counipy-by-country more choice

basijs through social

@V \ M‘"’W agreements
% (option 14)
) NN
e Options 9 and option 15 | Nil None
Next/sig@

Q N
119 "We recommend that you meet with officials and identify a preferred package of direct

deduction and payment overseas options. Annex | illustrates all the combinations of options
that are feasible.

120 Once you have agreed on preferred options, we will prepare a Cabinet paper for submission
to Cabinet Social Development Committee in February 2006. We recommend that the
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paper seek decisions in principle — as the proposed changes will need financial approval
and legistation, and might usefully be the subject of consultation with affected groups.

Consultation

121 The Ministry of Foreign Affairs and Trade, Veteran's Affairs New Zealand, the Ministry of
Pacific Island Affairs, the Ministry of Women's Affairs, the Department of Prime Minister and

Cabinet, the Department of Labour, and the Office of the Retirement Commissioner h
been consulted. The Ministry of Foreign Affairs and Trade has advis@t has na

time to review the paper. @
File Reference : SO/RE/4/1/2/05/100 @ @

%

Review of New Zealand Supsrannuation — Treatment of Overseas Pensions and Payment Overseas

Page 33 of 39 MSD_Review_051124.doc



Ko

"9OUBPISAL S1e3A +0g Jalje Aljigenod 9,00} pue

od 94,6, ‘aouspiss: slesh g1-01 Jo)e A)irgeriod 9,05 9g PIN0D SiY) 81 WajsAS UCIIaNPaP 03P 9y] Soyojawd 1By} waysAs

a|gnedwod jou ale suojdo sslousp E

siqnedwos ale suoydo sajousp A

\/

onb
snes ‘g

N

sjudLdaIbe
mau pue onb

smes ¥l

Ayngepsod
|euo)
-nodoid ‘gl

\

|

B|NLLIO}
ddS ‘2L

\r

N

aouapissl
puswe pue
Ayjiqeniod
nd il

\’

\r

\/

>

e

Aynigenod
lind "o1

onb sme)s 5

onb snje}s
payipoy ‘g

uonINpsp
pejebie] )

8u0Z 9314 9

Kjuo
pajonpap
Joalip
BT g+

., uononpep
jo84p

paseyd v

-leUOIO

M\ w>mE@

uopianpap
10821p
sAOwWEY ")

oy v

()

suopdo uoponpap Joaiip pue Afijiqenod jo Ajfjigiiedwos | xauuy

Review_051124.doc

Page 34 of 39 MSD



Annex li: Countries paying most pensions into New Zealand by total deduction,

number of people, and type of pensions deducted/not deducted

contributory, earnings
related, pay-as-you-go,
state pension

Country Total NZS No of Type of pension Pensions not deducted
deductedjyr people deducted ]
United $143.018m 42,796 - Retirement Pension: a - 'Contracted<oup
Kingdom contributory, flat rate, pay- | pensions o‘o
as-you-go pension occupationa personal
- State Second Pension: a | pe V
contributory earnings - edit: a mean
related pay-as-you-go ested rate persiQn
pension /) C { exported
i VRN
Netherlands $14.340m 3,754 - AOW: a univeréal“dt - Me s@at rate
rate, pay-as:y 3, st p % state
pension {5 ion taet exported)
Q %i Q Compulsory/ voluntary
centivised
ccupational pensions
(not nationally compuisory
(\ @ but mandatory in some
A <\ industries)
Australia $8.089m \/ - Age { \a)neans Superannuation
te , pay-as- Guarantee — a
GD pension compulsory occupational
@ tax incentivised pension
United States al Security: a Means-tested, flat rate,

pay-as-you-go, state
pension (nat exported)

Canada </

N
2\
P

- Old-age security: a
universal, flat rate, pay-
as-you-go, state pension
- Canada Pension Plan; a
contributory, earnings
related, pay-as-you-go,
state pension

Means tested, flat rate,
pay-as-you-go, state
pensian (not exported)

lrela \/ $0.773m 168 - Old-age Contributory Old-age non-contributory
Pension and Retirement pension: means tested,
Pension: contributory, flat rate, pay-as-you-go
pay-as-you-go, flat rate, state pension (not
state pensions exported)

Germany $0.653m 147 Contributory, earnings Voluntary

related, pay-as-you-go,
state pension (there is no
minimum pension)

occupational/private tax
incentivised savings
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Country Total NZS No of Type of pension Pensions not deducted
deducted/yr people deducted
Jersey & $0.547m 181 Contributory, pay-as-you- | Means tested, flat rate,
Guernsey go, flat rate, state pay-as-you-go, benefit
pensions (not exported)
Switzerland $0.507m 135 Base pension; Mandatory oceupational
contributory, pension pensions — ear| S
formula has flat rate and related
earnings related E 5 @
camponent, pay-as-you-
go, state pension /& C;
Fiji $0.476m a7 - Provident Fund: lump &
sums or optional pensions’ [ |
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Annex lil: Possible modifications to direct deduction policy

1. Amend the wording of S70 and specify treatment of each countries’ pensions in
regulations

This change would amend the wording of Section 70 so that it is written in “plain English” and
would set out the treatment of each country’s pensions in regulations.

The wording of section 70 is set out in paragraph 35 of this report. The ifig has nol-bge
significantly altered since its introduction in 1938. Re-wording the sectio Ip offigials Ao
administer the policy and would assist the public in understanding hg y opera d
what pensions government intends to deduct from New Zealand enti%% '
Determination of deductible and non-deductible foreign pengi is S6mewh aphazard as
decision makers have only the obscure wording in section 7 %cial Se t 1964 as 2

guide. This means that decisions are often not transparen freque qiiested by clients.
ity of dexe regulations which
spa % ients.

We consider that it would be worthwhile exploring the
spouse entitlement

make the process of determination simpler to adminis

2. Discontinue deduction of excess amount

This modification wouid involve amending secC so th
has an overseas pension which exceeds t marri

one partner in a relationship
NZS, the amount of overseas
ed from the other partner's NZS

pension over and above that rate wegtd _no ohgey,
entitiement. @
This provision is extremely un d ha he subject of a number of Social Security
Appeal Authority hearings. ction/gf Ahe_excess amount of overseas pension of one
spouse from the entitleme eir patner i seen to be inconsistent with the belief amongst
for

superannuitants that th@g ment in their own right, rather than as a married
couple.

Indicative costjngs tth@dmwt would have a fiscal cost of around $2.7m a year.
3. Deduc{%%@sea ib¥’s paid to a spouse not in receipt of NZS are deducted from

their ¢

pous% ntitlement
uld{ensure that overseas pensions paid to a spouse nol in receipt of NZS

t their entitlement to overseas pensions. Where they are entitled to an overseas
istry of Social Development is required to deduct the value of that pension from any

not receiving NZS, but is receiving an overseas pension.
In this instance, section 70 views a married couple as a unit and this, like the deduction of spouse

excess, is seen to be inconsistent with the belief amongst superannuitants that they gualify for NZS
in their own right and not as a couple.
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4. Ensure deduction of appropriate government occupational pensions

This change wouid ensure that government occupational pensions which are paid as an alternative
to state pensions paid to the general population are captured by the direct deduction policy.

In 2002, the definition of the government occupational pension in legislation was amended in order
that overseas pensions paid to former government employees that are paid as an alternative to
similar pensions paid to the general population would be captured by the provisions of section 70.
In a number of countries, civil servants and defence force staff have pension schemes separate
the sccial security schemes that apply to the rest of the population. Nevert

heless, these pen
schemes form part of the country’s social security system.
The amendment did not fully cover all such alternative pensions and ftion :-
amended so that all such pensions are captured. & v

5. Amend the reguiations concerning bank fees and excha tes
This modification involves reviewing the Social Se verse n Deduction)
Reguiations 1996 which support section 70, to bring the datew% current operating

specifying the type of exchange rates to b
source currency into New Zealand dollar
pension will be treated. The type of exchan

current administrative practice and the-tegulations ne&t
similar amendment is required for t ent of bankfes

6. Special Banking Optio *his | olevant if the direct deduction policy is
retained)

This modification would hat artner of a couple can join the Special Banking
Option (SBO} it this i$what the cou . ,

0
Currently, it is, man / thanghere orle pariner of a couple chooses to receive their overseas

environment. Q
The Social Security (Overseas Pension Dedycii Regulatigns 1 contain the provisions
n canveRing an overseas pension from
es incurred in transmitting the

se Regulations does not fit with
ended so that this is the case. A

artner must also receive their overseas pension through the

S d so that, in instances where the one spouse had an overseas
atwaspaid at a rate higher than NZS and the other spouse wished to
s of section 70 were replicated in the Special Bank Option. In other
the Joint income of a couple with overseas pension entitlement was not more

aland entitiement be removed from section 70, the requirement for both partners

partner
to c@ SBO would no longer be necessary.

7. Dedut€tion of the voluntary component of overseas pensions
This change would ensure that overseas pensions which are built up by voluntary rather than
.compulsory contributions to a pension scheme will not be covered by the direct deduction policy.

Many countries allow people to make voluntary contributions to their state pension schemes, for
example where a person has lefl the country but wishes to continue contributing to ensure the
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maximum level of pension on retirement. Currently the direct deduction policy covers pensions
built up by both compulsory and voluntary contributions.

Determination of the voluntary component of an overseas pension is not always possible. For
example, the Department for Work and Pensions in the United Kingdom (DWP) have previously
advised that they cannot easily obtain detailed information of contributions paid voluntarily for
periods prior to 1975, when the recording system was computerised. Prior to that contribution
records were maintained manually on individual ledgers that would now require separate scrutiny

on a case by case basis in order for the contributions to be broken down by category and da
Seventy five percent of the overseas pensions paid in New Zealand are paid nited King&
consequently 42,500 UK pensioners would not be able access this conc / hile ast
majority of UK pensioners have not made voluntary contributions, th% ave wi@'

extremely difficult, if not impossible, to obtain information fron& th

it
ry
contributions.
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