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 KiwiSaver – how easy is it?
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From 1 July 2007 all New Zealanders and permanent residents under the age of 65 will have the opportunity to save for their retirement.
What follows is a general synopsis of the rules
 which are intended for general guidance and to assist in knowing what to ask an adviser.  We start with how it works for members (we will call them participants or workers) and then discuss the responsibilties of employers.
Participants
[image: image1.emf]Anyone can join KiwiSaver.  For PAYE employees however, KiwiSaver is the compulsory retirement savings scheme which is not compulsory.  This is because for most workers who start a new job after 30 June 2007 they will be joined up and will have to opt out within 8-weeks of starting work or they are (generally) in for good!  Existing workers can decide to join if they want.

To opt out of the scheme a new employee will have to give written notice to their new employer and Inland Revenue.  In the meantime however, the employer will be deducting contributions from the workers wages.  If a worker opts out they will have apply to Inland Revenue to get the money back unless the employer has not yet passed the money on to it.

The amount that the employer has to deduct from a workers pay is 4% (or 8% if the worker so elects) of the before tax pay.  This means that the take home pay of a worker does not drop by 4%.  A worker who participates and earns (say) $45,000 a year will see their take home pay go from $666.96 to $632.34 - a drop of 5.2%.  

Apart from deciding whether to stay in the scheme, the other important decision for a participant is to choose who they will save with.  The Government has selected six scheme providers and if a worker doesn’t make their own choice, Inland Revenue will make the choice for them.  A participant has 3-months to make that choice and many banks, insurance companies and financial institutions will be offering a KiwiSaver scheme.  As the savings schemes are not Government guaranteed the risk is the workers so they need to choose wisely.

The Government will however put $1,000 into a new participants account and will match participant contributions on a dollar for dollar basis to the fund up to $20 per week.  It will also pay $40 per annum towards the cost of running a participants account.  
KiwiSaver contributions must remain in the scheme until the participant turns 65 (subject to a minimum 5 year period).  
There are limited withdrawal possibilities.  The important ones are to buy a first home, significant financial hardship (and Inland Revenue have already said they will determine the quality of life they think a participant should have in determining how hard up they are), serious illness, permanent migration from New Zealand and death.  With Inland Revenue approval a participant may be able to stop making contributions for between 3 months and 5 years.
If a savings provider permits, there is also the possibility of diverting part of the contributions to KiwiSaver to a participants mortgage.
Employers

KiwiSaver is another responsibility and cost that Government is imposing on employers.  As from 1 July 2007, if you employ a new staff member aged between 18 and 65 you must enrol them in the scheme.  You must also enrol any other staff member who wishes to join.
As an employer you must:

· Provide information on KiwiSaver to all new employees and other staff who wish to join in

· Deduct contributions from participants gross pay

· Pay the contributions to Inland Revenue

· Cease making deductions where an employee wants out or wants a contribution holiday

· Tell Inland Revenue an employee wants out or wants a contribution holiday

· Keep records of who is in, how much they are contributing, who is out or taken a contribution holiday
· Match a participants contributions dollar for dollar from 1 April 2008
 
.

As an employer you must not enrol:

· Non-New Zealand citizens or permanent residents
· Temporary employees (working for you less than 29 days)

· Employees that you don’t deduct PAYE from

· Existing participants in KiwiSaver.

As an employer you can choose a scheme for your employees to participate in.
If you contribute more than 4% you will suffer ‘superannuation contribution withholding tax’.
Shareholder-employees and self-employed
Some of you own your own companies and pay provisional tax instead of PAYE as your accountant advises you at year end how much salary you should have once your profit is known.

You can still join KiwiSaver and receive from the Government the $1,000 up-front credit, the dollar for dollar contribution up to $20 per week to match your contributions and $40 per annum towards the cost of running the fund.  You will however need to make your own arrangements to contribute to an approved scheme.  If you want to make regular contributions via Inland Revenue you can – but you will have to go on the payroll and have PAYE deducted from your income.  There are consequences in doing this and you should discuss the implications with your accountant.

One advantage may be the ability of your company to make tax effective contributions to your KiwiSaver account and receive a tax credit of up to $20 per week towards the cost of any company contributions to your fund.
If you are self-employed you can also join KiwiSaver and receive from the Government the $1,000 up-front credit, the dollar for dollar contribution up to $20 per week to match your contributions and $40 per annum towards the cost of running the fund.

Feel free to contact us to discuss how KiwiSaver affects you.
� Current as at 22/05/07 including announcements in Budget 2007


� 1% from 01/04/08, 2% from 01/04/09, 3% from 01/04/010 and 4% from 01/04/11.  


� From 01/04/08 the Government will reimburse employers for employer compulsory contributions dollar for dollar up to $20 per week per employee by way of tax credit claimed through the PAYE system.





Important Notice

While every care has been taken in the preparation of this article it is by its nature, prepared as general information only and should not be taken as a substitute for seeking professional advice.  As such it does not represent advice or recommendations on particular tax matters and the authors accept no liability for any loss that may arise as a result of any person relying on the information or views expressed in this article.  
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