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Introduction

1
NZEI Te Riu Roa (“NZEI”) is the professional organisation and industrial union that represents the interests and issues of its 45,100 members. Our members are employed as teachers in the early childhood and primary sectors (including Kura Kaupapa Maori and Wharekura), support staff in the primary, intermediate, and secondary sectors, school advisers employed by Universities and Colleges of Education, and Special Education staff employed by the Ministry of Education.

2
The main objective of NZEI is to advance the cause of education generally while upholding and maintaining the just claims of its members individually and collectively.

3
NZEI is one of the largest unions and professional bodies in New Zealand and has a long history of playing a positive role in the education sector in particular, and on wider social issues that might affect our members.
4
NZEI is an affiliate of the New Zealand Council of Trade Unions (“NZCTU”).  NZEI is familiar with the contents of the NZCTU submission on the KiwiSaver Bill to this select committee and is generally supportive of it.

GENERAL SUPPORT FOR THE BILL

5
NZEI has had considerable involvement with superannuation and retirement savings schemes over the years.

· Many of its older members are in the Government Superannuation Fund (GSF).

· In 1991, success at the bargaining table resulted in a Government undertaking which evolved into the Teachers Retirement Savings Scheme (TRSS).  NZEI was represented on the working party which designed TRSS.  TRSS was introduced into primary schools in September 2002.
· NZEI had subsequent involvement in the design and rollout of the State Sector Retirement Savings Scheme (SSRSS).  SSRSS was introduced in July 2004.
· A senior NZEI staff member currently sits on the Government Superannuation Advisory Board (GSAB) which oversees the operation of SSRSS.
· NZEI has been involved in working groups looking at increasing contribution levels and widening the application of SSRSS.  Any decisions made in this regard will apply to TRSS.
6
NZEI therefore welcomes the KiwiSaver scheme as another platform to encourage workplace savings.

PARTICIPATION FACTORS
7
NZEI has carefully monitored its members’ involvement with the TRSS and SSRSS schemes.  It appears that in excess of 35% of teachers have joined one or other of these schemes (teachers can join either):  however, a significantly lower level of participation in SSRSS by non-teaching school staff is observable.  NZEI’s conclusions in this regard, are that differences in participation amongst its members can be explained by

· employer commitment (see paragraph 8 below);
· ethnicity (Maori and Pasefika members have observably lower participation rates);

· low-income (see paragraphs 9 and 10 below;
· gender (see paragraph 10 below).

It is trite to observe that ethnicity, low-income and gender factors overlap.

8
With respect to the employer commitment factor, research conducted on behalf of the GSAB strongly suggests that differences in SSRSS take-up rates between the education service and the public service can, in part, be explained by the fact that public service departments have infrastructure in the form of Human Resources staff who can be focussed on ensuring that employees are aware of retirement savings schemes.  Schools do not have human resources staff.

9
Because low income is a significant factor with respect to non-participation in retirement savings, NZEI strongly endorses the CTU’s argument that in addition to the proposed default 4% employee contribution, an employee could opt for either 8% (as already provided in the Bill), or 2% (which is not provided for in the Bill).  NZEI accepts that higher contributions are preferable, but is concerned, from its own experience with SSRSS, that some low-income workers will opt out (or not opt in) if the only contribution options are 4% or 8%.

10
Research conducted for the GSAB indicates that while the employer’s contribution was the primary reason for joining SSRSS, for 63 per cent of members the affordability of the starting employee contribution level (1.5 percent of base salary) was a very important reason for joining. This was particularly true for women (81 per cent of women cited this as very important, compared with 40 per cent of men).

EMPLOYER CONTRIBUTION

11
NZEI agrees with the CTU contention that it is anomalous to allow the employer contribution to count towards the employee’s 4% contribution in an exempt scheme, but not to count as part of the minimum contribution for a KiwiSaver scheme.

KIWISAVER AND OTHER SCHEMES

12
NZEI notes that the Report of the Savings Product Working Group, which led to the development of KiwiSaver, states that it is “vital that work-based saving does not deteriorate further” and that any “generic scheme”, (KiwiSaver) should not have a negative impact on existing workplace schemes

13
The Bill envisages that existing schemes can respond to KiwiSaver in one of the following ways.
(a)
Convert to a KiwiSaver scheme (with the consent of all members). Members of the registered superannuation scheme will become KiwiSaver members and all new employees will have access to the one scheme.
(b)
Establish a KiwiSaver scheme within an existing scheme, under the existing trust deed. Members of the existing scheme would be able to decide whether to become a KiwiSaver member at the individual level.

(c)
Accept KiwiSaver as complementary to the existing scheme, making no changes to the existing scheme. Again, members of the existing scheme would be able to decide whether to become a KiwiSaver member at the individual level.

(d)
Gain exemption from automatic enrolment in KiwiSaver by making modifications to the existing scheme to ensure it meets the provisions of the Act.

14
The first option (paragraph 13(a) above) will be almost impossible for TRSS/SSRSS, while the second option is also likely to be administratively difficult.

15
Both the second and third options (paragraphs 13(b) and (c) above) will pit the existing schemes against KiwiSaver with the risk that the saver may choose the KiwiSaver inducements ($1,000 contribution and assistance with first home buying) over the longer term benefits of TRSS/SSRSS.

16
The exemption option means the loss of the auto-enrolment and access to the inducements.  NZEI suggests that one solution to this difficulty may be to make the inducements available to TRSS/SSRSS members.
17
NZEI notes that in order to protect existing schemes the Savings Product Working Group recommended:

· An updated and streamlined regulatory regime.
· Exemption for employers who offer occupational schemes from compliance with any additional requirements prescribed for a generic scheme (KiwiSaver).
· Ensuring “no less favourable” treatment of existing scheme members compared to potential contributors to a generic scheme over access to inducements.
· Moving towards tax neutrality in the treatment of these scheme compared to any tax advantages that can be obtained by saving through other vehicles.
18
NZEI contends that further technical or administrative difficulties arise with respect to the operation of KiwiSaver alongside TRSS/SSRSS.

· SSRSS has three providers.  It is difficult to see how a “preferred employer scheme” can operate in this situation.

· KiwiSaver refers to “gross salary” using a broad definition derived from the Income tax legislation.  TRSS and SSRSS, like most employer schemes, refers to “gross base salary”.

· Inland Revenue will operate as the contribution gatherer with respect to KiwiSaver but TRSS and SSRSS have contributions deducted and forwarded to providers by school payroll services.

19
With respect to the issues raised in paragraphs 14, through 18 above, NZEI recommends that this select committee might elect to hear from relevant agencies about how the above problems might be resolved.  Such agencies might include the Treasury, the Government Actuary, the State Services Commission and the Government Superannuation Advisory Board.  NZEI reserves the right to make further submissions in this regard when it appears before the select committee.

20
Whatever solutions might be reached, the select committee should be conscious that administrative burdens should not be created for small schools.  Although Inland Revenue will deduct KiwiSaver contributions centrally, and schools payroll does so for TRSS/SSRSS, paperwork for individual school Boards of Trustees (and even the smallest school is an independent employer) can nevertheless be arduous.  As noted in paragraph 8 above, schools do not have a human resources capability and employer commitment is an important factor with respect to employee participation in retirement savings schemes.
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