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MINISTER OF COMMERCE

1.2

1.3

2.1

In accordance with section 194 of the KiwiSaver Act 2006, the Financial Markets
Authority (“FMA”) submits the report for the year ended 30 June 2011 on the
principal matters transacted under that Act.

With effect from 1 May 2011, when the Financial Markets Authority Act 2011 came
into force, FMA became the regulator of KiwiSaver schemes.

This year’s report covers the 10 month period that the Government Actuary was
the regulator. It also contains the fourth annual summary of statistical returns of
KiwiSaver schemes based on the annual returns for the period ended 31 March
2011 lodged by each individual scheme as required by section 125 of the
KiwiSaver Act 2006.

BACKGROUND
The Act places emphasis on the role and responsibilities of trustees.

For any new KiwiSaver scheme, FMA's role is to ensure and enable eligible
schemes to be registered in a timely manner. This requires a review to ensure that
the trust deed complies with the requirements of the legislation, that matters
covered in Schedule 2 of the Act are adequately disclosed, and that fees are not
unreasonable as identified in Schedule 1 of the Act and the KiwiSaver Regulations
2006 (the Regulations).

The KiwiSaver regime has now been in force for four years. FMA’s role is similar
to its role under the Superannuation Schemes Act 1989 (the 1989 Act), namely to
react to the decisions and actions (or lack of action) of persons responsible for
managing KiwiSaver schemes, where necessary or appropriate. Our aim is to
encourage compliance with the Act and to resort to the use of statutory powers
only where that encouragement has proved ineffective, or where “encouragement”
would be inappropriate due to the circumstances of the particular matter under
consideration. From time to time, whether on request or when a situation comes to
our attention, we may investigate whether a KiwiSaver scheme is operating in
accordance with the Act under the powers specified in Part 3 of the Financial
Markets Authority Act 2011.

GENERAL OVERVIEW OF YEAR ENDED 30 JUNE 2011

Our activities have continued to be directed towards the development of
processes to review the registration and regulation of KiwiSaver schemes and to
administer the relevant sections of the new Act in conjunction with the Inland
Revenue Department, which administers Parts 1 to 3 and Schedule 3. We have
had regular contact with Inland Revenue to ensure the smooth running of the
complete Act.
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From Appendix 2, the numbers of members enrolled were over 1.67 million at 31
March 2011. By the end of June 2011, the membership of KiwiSaver schemes
exceeded 1.75 million.

For members in employment, Inland Revenue collects the KiwiSaver member and
any employer contribution via the IR345 form. We are aware that inconsistencies
in the completion of that form can cause delays. However, whilst the contributions
remain with Inland Revenue, an interest element will help compensate the
member.

We have continued to be involved in discussions about individual KiwiSaver
scheme design and trust deed issues with trustees and their advisers using our
usual draft review process. Many ad hoc issues were raised and discussed,
including interpretation issues on various sections of the Act.

The fees charged by FMA are as prescribed by Schedule 2 of the Regulations.

In previous reports by the Government Actuary, reference has been made to
delays in the processing of voluntary transfers from one provider to another. All
providers are aware of the requirements of section 56(4) of the Act which requires
compliance within 35 days. It is pleasing to note that Workplace Savings New
Zealand (WSNZ) has produced, with the support from KiwiSaver providers, an
industry best practice document covering the transfer between the old and new
provider of a transferring member’s KiwiSaver accumulation. A copy of the
document can be obtained from WSNZ.

WSNZ has also produced an industry best practice document for use by the
industry in relation to KiwiSaver Significant Financial Hardship claims processing.

REGISTRATION OF SCHEMES

For the year to 30 June 2011, two new KiwiSaver schemes were registered and,
late in the year, two other KiwiSaver schemes decided to exit the market, bringing
the total number of registered schemes to 54. Statistical returns for the year
ended 31 March 2011 were received from the 52 schemes registered at that date.

As at the end of August 2011, there were 53 registered KiwiSaver schemes and
three of those are in the process of being wound up and deregistered.

UNREASONABLE FEES ASSESSMENT

As part of the registration process, under Schedule 2 of the Act, “a statement of
the fees charged in the period from registration to the first annual report or the
basis on which those fees will be calculated” is required.



B.30A

4.2 The Government objective was to establish KiwiSaver as a low-cost, work-based

5.1

5.2

savings scheme at both the individual and employer level. The Act makes no
distinction between schemes which are provided to the general public or to
employers. In general terms, the result has been a range of fees which have some
variations.

The style of investment management, for example, will lead to different fee levels.
But, in general terms, the higher the investment risk, the higher is the potential
return and the higher the fee.

Fees can be compared on the Retirement Commission’s website
www.sorted.org.nz. However, that site does not allow comparison of both
expected fees and expected returns which would demonstrate that funds with
higher investment risk usually have higher fee levels but usually also have higher
expected returns in the longer term.

Under section 189B of the Act, any increase in fees must be advised as soon as
reasonably practicable after the increase takes place. During the year, there was
an occasional minor adjustment such as an inflation adjustment to the member
charge already identified in the Trust Deed.

An issue that has recently come to light which deserves comment in this report
relates to Trustees investing in sub funds where the fees are deducted from the
assets and a net return is declared. Trustees and providers need to clearly
disclose to members the ‘true real’ cost of investing in investment options offered
where retail or wholesale sub managers are used and only the net of fees and
costs returns have been disclosed. It is noted that, in this scenario, some
managers explicitly state that additional costs are incurred and also advise that
there is no double-dipping on fees charged on the assets managed.

EXEMPT EMPLOYER, COMPLYING SUPERANNUATION FUND
STATUS

On 30 June 2011, 418 (477 at 30 June 2010) private sector employers had
applied and received exempt employer status. This means that new employees to
those employer companies would not be subject to the automatic enrolment rules
prescribed in the Act. Of the 418 private sector employers, 151 (163 at 30 June
2010) were associated with 26 (27 at 30 June 2010) standalone employer
superannuation schemes whilst the balance of 267 (314 at 30 June 2010)
employers were spread between 8 (8 at 30 June 2010) master trust multi-
employer superannuation schemes.

With respect to Complying Superannuation Fund (CSF) status, as at 30 June
2011, there were 28 (29 at 30 June 2010) schemes that had obtained this status,
of which 18 schemes were standalone employer schemes. The other 10 were
multi-employer schemes. Thirteen (20 at 30 June 2010) employers of multi-
employer schemes had received relevant participating employer complying fund
status.
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The decrease in CSF employers of master trust schemes is due to one provider
closing CSF sub-plans.

COMMUNICATIONS

The office endeavours to maintain effective communication with those concerned
with KiwiSaver schemes.

FMA continues to be willing to discuss particular problems on an informal basis
with trustees and their professional advisers including telephone enquiries.

Guidance notes can be issued under section 127 of the Act from time to time.
These guidance notes will be subject to a “peer review” process before being
issued. Since the KiwiSaver Act came into force, two guidelines have been issued.
No guidance notes have been issued during the previous 12 months.

No newsletters were issued during the past year.

The Insurance and Superannuation Unit website was closed down on 30 April
2011, and superannuation and KiwiSaver information is now available from
www.fma.govt.nz. The website also contains the electronic KiwiSaver Scheme
Register, the Complying Superannuation Fund Register, the Exempt Employer
Register and the KiwiSaver fees guidance notes that are published under the Act.
Electronic copies of old superannuation newsletters produced by the Government
Actuary can be obtained by contacting FMA superannuation schemes staff.

COMMENTARY

KiwiSaver continues to develop in two distinct forms, namely:
e ‘retail” schemes for members and participating employers
e schemes for specific groups of people either in the same company or
industry or other defined group.

The second group has restricted access, which results generally in lower fees as
the defined membership has a close connection with the provider.

There are now over 1.67 milion members and funds under management
exceeded $9.1 billion at 31 March 2011. In time, the economies of scale
experienced because of the higher numbers of members, together with the ability
for members to change their provider, should result in a more competitive
environment between providers that will benefit members in general.

A member has the ability to track contributions passing through the Inland
Revenue KiwiSaver website (www.KiwiSaver.govt.nz) as well as on the websites
of some individual providers.
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The Sorted website gives fees comparisons and the Sunday Star Times, for
example, has a regular table of most KiwiSaver fund size and investment return
information. This all adds to the ability of members to understand the performance
of their own funds within their provider’s KiwiSaver scheme.

Approximately 24.5 percent of all funds are invested in the default funds. Whilst
this has been to the benefit of members during the global credit crisis, it is hoped
that members, with the help of providers, will consider longer term investment
options that are more suited to their risk and age profile.

All KiwiSaver providers are identified on the register on the website
www.fma.govt.nz.

On a general issue, there continue to be some questionable selling practices
operating in the market. These have been investigated when they have come to
light. It is of note that we would expect this problem to diminish with the
implementation of the Financial Advisers Act, now that the sale of KiwiSaver has
become a Category One product.

The statistics also identify in Appendix 3 that there are over 295,000 members
aged 17 or under. Whilst this is admirable, it is important to stress the need for
continued savings to make the account viable in the long term. Currently, it is
believed that over 90 percent of such members make no contributions and we do
not see any improvement in the overall statistics or anecdotal information provided
to FMA.

STATISTICS

The Appendices 1 to 11 contain the aggregation of the 31 March 2011 statistical
returns specified in Schedule 1 of the KiwiSaver regulations. Appendices 1 to 8
mirror a form identified in the Schedule 1. Some 52 KiwiSaver schemes as at 31
March 2011 were open to new entrants and completed a statistical return.

Under section 46 of the Act, an employer can notify the Commissioner that they
have chosen a preferred KiwiSaver scheme. As at 31 March 2011, 18,600
employers had chosen a preferred KiwiSaver scheme.

From the statistics available in Appendix 2, it is possible to define the percentage
of contributing members. There are 926,153 contributing members which
represents 55 percent of the total number of members. The definition of a non-
contributing member is a member who has not made a contribution in the previous
two months. Thus the 45 percent regarded as non-contributors will include a
significant number of those under 17 and some self-employed. Clearly, the self
employed may make contributions close to the end of their tax year. However, it is
significant that the contribution index last year measured 60 percent (816,031
contributing members) and the year before it was 77 percent (755,185 contributing
members). Hence, there has been a further increase during the year in those not
contributing. It is not possible to identify the degree of members’ contributions and
the level of those contributions from the data.
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Whilst the membership has increased by 23 percent over the year (37 percent in
2010), the level of section 64 contributions only increased by 9 percent (20

percent in 2010).

In the following pie charts, the assets of the top 10 KiwiSaver schemes are shown
by benchmark asset allocation for the Conservative, Balanced and Growth Funds.
The average benchmark investment allocation for the six default funds is also

shown.

Benchmark Investment Asset Mix - Conservative Portfolio

Property Other
Intl Shares 3.96% 0.40%

14.51% NZ Fixed Interest

28.77%

Australasian Shares
7.79%

Intl Fixed Interest

Cash 23.44%
21.14%

Benchmark Investment Asset Mix - Growth Portfolio

NZ Fixed Interest

Property Other  >T4%  Intl Fixed Interest

0/
8.35% 215% 7.00%

Cash
6.47%

‘Australasian Shares

Intl Shares 23.67%

46.62%

Benchmark Investment Asset Mix - Balanced Portfolio

Other
Property 1.72%
7.48% NZ Fixed Interest
16.90%

Intl Shares
32.21%

Intl Fixed Interest
19.47%

Cash
8.13%

Australasian Shares
14.09%

Average Investment Asset Mix - Default Portfolios

Property  Other
Intl Shares  251% 0.45%  NZFixed Interest

Y 0,
Australasian 11.80% 15.49%

Shares
5.84%

Intl Fixed Interest
26.12%

Cash
37.72%
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A flavour of member preference is also demonstrated by taking the same 10
providers and showing the asset classes. A conservative/balanced fund
preference is clearly visible currently.

Portfolio Allocation - Excluding Default Members

Property  Eixed Interest
0.15% 0.08%
Shares Ethical
Cash 0.72% 0.02%

7.50%

Conservative
30.38%

Growth
31.09%

Balanced
30.07%

STAFF AND EXTERNAL ADVISERS

Effective 1 May 2011, the Government Actuary, David Benison, ceased to be the
regulator under the KiwiSaver Act 2006. David was Government Actuary for the
last eight years. His dedication to the role and advice to officials over the years on
KiwiSaver and superannuation policy matters has been very much appreciated
and we wish David well for the future.

The staff of the Insurance and Superannuation Unit transferred to FMA. This
transfer will ensure continuity of knowledge and application of the current
legislation for the industry moving forward.

Sean Hughes
Chief Executive
Financial Markets Authority
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Appendix 2: KiwiSaver Schemes in Force as at 31 March 2011

Membership Summary

Number of Members

Default Active Total
Number of contributing members at start of annual return year 241,137 574,894 816,031
Categories of entries of members for annual return year
New members (other than transfers from other schemes) 86,758 234,278 321,036
Members restarting contributions at end of section 104 contribution holidays 2,151 3,469 5,620
Members restarting contributions after stopping contributions for any other
reason 38,531 95,390 133,921
Members transferring into scheme from other KiwiSaver schemes 1,275 124,621 125,896
Members transferring into scheme from registered superannuation schemes 49 705 754
Total entries for annual return year 128,764 458,463 587,227
Categories of membership exits for annual return year
KiwiSaver end payment date exits 0 0 0
Deaths 394 1,246 1,640
Permanent emigration exits 544 946 1,490
Transfers out of scheme into other KiwiSaver schemes 57,911 76,496 134,407
Other permanent exits 816 713 1,529
Members starting section 104 contribution holidays 12,744 17,038 29,782
Member stopping contributions for other reasons 55,231 253,026 308,257
Total temporary and permanent exits for annual return year 127,640 349,465 477,105
Number of contributing members at end of annual return year 242,261 683,892 926,153
Non-contributing members on section 104 contribution holidays
Number of members on section 104 contribution holidays at start of annual
return year 17,193 16,162 33,355
Members starting section 104 contribution holidays 12,744 17,023 29,767
Members ending section 104 contribution holidays and restarting contributions 2,151 3,432 5,583
Members ending section 104 contribution holidays but not restarting
contributions for any reason 2,036 1,705 3,741
Number of members on section 104 contribution holidays at end of annual
return year 25,750 28,048 53,798
Other non-contributing members (not on section 104 contribution holidays)
Number of other non-contributing members (not on section 104 contribution
holidays) at start of annual return year 118,932 397,944 516,876
Members stopping contributions without section 104 contribution holidays 57,267 254,731 311,998
Members restarting contributions after having stopped contributions without
section 104 contribution holidays 38,531 95,427 133,958
Number of other non-contributing members (not on section 104 contribution
holidays) at end of annual return year 137,668 557,248 694,916
Total number of members at end of annual return year 405,679 1,269,188 1,674,867
Note:
1. Some providers currently have an inability to differentiate between types of transfers, therefore there are discrepancies in

transfers to and transfers from KiwiSaver Schemes.
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continued
Appendix 3: KiwiSaver Schemes in Force as at 31 March 2011
Age and Gender Profile of Members
Total members
Age at end of annual return year Female Male Unknown Total
gender members
17 and under 143,085 146,457 5,464 295,006
18-25 132,962 132,871 24,206 290,039
26-30 67,828 65,829 12,030 145,687
31-35 60,956 55,740 9,621 126,317
36-40 67,198 57,965 9,148 134,311
41-45 70,302 58,868 8,648 137,818
46-50 72,744 60,245 8,046 141,035
51-55 67,525 55,5627 6,127 129,179
56-60 62,620 52,298 4,590 119,508
61-65 60,695 54,179 3,010 117,884
66-70 17,298 17,184 722 35,204
71-75 0 0 0 0
76-80 0 0 0 0
81-85 0 0 0 0
86 and over 0 0 0 0
Unknown age 1,151 1,135 593 2,879
Totals 824,364 758,298 92,205 1,674,867
Appendix 4: KiwiSaver Schemes in Force as at 31 March 2011
Profile of New Default and Other Members
Number of members Scheme assets held for
those members ($)

Default members allocated to scheme by

Commissioner under section 51 in annual return year 88,273 $161,053,651.00

Other new members entering scheme in annual return

year (including transfers from other schemes and active

choice members) 75,567 $182,971,307.00

Note:

Some providers have included members who have since opted out whilst others have not.
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Appendix 5: KiwiSaver Schemes in Force as at 31 March 2011

Summary of Non-Contributing Members

(not on section 104 contribution holidays)

Number of

Number of non-contributing members
(not on section 104 contribution
holidays) at start of annual return year 118,933

Number of non-contributing members
(not on section 104 contribution
holidays) at end of annual return year 137,668

Note:

Non-contributing member —

Scheme assets held
Default Members for those members ($)

$290,636,111.75

e A member for whom no contributions have been received in the previous two months or
. Where the member does not contribute via the IRD, the member has failed to meet their contracted contribution

frequency.

Number of Active Scheme assets held

Members for those members ($)
396,238 $651,517,694.88
$414,524,772.24 1,399,082 $1,141,340,949.89

Appendix 6: KiwiSaver Schemes in Force as at 31 March 2011

Investment Funds

Investment Fund Summary

Number of members in each

Amount in each investment

investment fund fund ($)
Default 405,679 $2,250,076,279.57
Totals 405,679 $2,250,076,279.57
Active Default 111,526 $547,147,918.46
Conservative 345,816 $1,489,817,370.48
Balanced 351,949 $2,056,698,171.81
Growth 470,383 $2,053,244,933.46
Single sector funds
Cash 566,035 $432,834,955.33
Shares 23,999 $102,261,059.78
Fixed Interest 3,060 $7,551,086.07
Property 2,108 $9,197,653.27
Socially Responsible 7,570 $19,538,933.97
Other 45,166 $218,268,625.76
Totals 1,927,612 $6,936,560,708.39
Note:
1. The statistical returns are unaudited and may not include all transactions.

2. Some members will be invested in more than one Investment Fund.
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Appendix 8: KiwiSaver Schemes in Force as at 31 March 2011
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Profile of Switches Between Investment Funds

How many switches between
investment funds made in annual
return year

Default
1 switch 16,339
2 switches 32
3 switches 1
4 switches 0

5 switches or more 0

Number of members who made those switches

Active
27,233
2,285
255
112

40

B.30A



18

B.30A

‘Buipunol 0} anp ‘Ajjoexa ppe jou Aew s|ej0} sWoS

1987191 L£981°6 28
0£2'69¢‘L 05682 cl
£G69'v52 82'670°L A
¥.6°01 €8°601 4
165°€C 88'6€1 14
0z8‘cl LLLech L
$0G°L 61°'0C ]
G608 c0'8 °]
8¢ 99°L ol

wg
1102 7102 TI02

diysisaquialy [e3ol

sjassy [ejol

SawIaYog JO JaquinN

SJoSSy aWaydS JO 9ZIS O] PUIpI0dJY SISA[euy

1102 UOITBIN L€ IV 9910 U] SoWiadG JOABSIMIY .6 Xipuaddy

9002 10V J8ABSIMIY BU} Jopun ,pala)siBal, Saayos JSABSIMIY JO S88)sn} 8y} AQ spew suinjal [eoljSIje)s WOl paulelqo usaqg sey ejep ay |

Tviol

Jano pue wooz$
wQocZ$ 4epun 03 wooL$
wQOL$ Jepun 0} wos$
wOog$ Jepun 0} wWsz$
wgGz$ Jspun oy woL$
wol$ Jepun 0} wgz$
wg'z$ Jopun oy wiL ¢
w$ Jepun

Buidnoub sjyassy

:S9JON



19

B.30A

‘Buipunol 0} anp ‘Ajjoexa ppe jou Aew s|ejo} sWwos

"S8WBYOS 8S0Y) JO SalIeIol8Uaq pue Siaquiaw
8y} 0} 900Z 10V JeABSIMIY By} Jopun  palslsiBal, sewayos JOABSIMIY JO Sa8)snl) 8y} Aq spew suinjal [eoSe)S Wolj pauleiqo usaq sey ejep ayl

-ajedioied o} uasoyo
AjAl0B BABY SIaquiaw alaym sawayos }neyaq ay) Jo uoidod jeyy apnjoul sainbly diysiaquiaiy [ejo] pue s}assy |elo] (8210yD aAildYy) lejey

‘uondo puny JusW)SaAUI JNeJeQ Y} Ul S}8SSE pue siaquiawl Jo Joadsal Ul Ajuo ale sofsiels sewayos Jneyeqg

198'7.9°L 98L°‘6 [4*]
6808l 161 6
800°L cl 0]
160°0S2‘L 1219 €€
6.9'G0V 0sz'c
wg
110¢ L10¢ 110¢
diysiaquialy [ejol sjassy |ejol sawayog Jo JaquinN

awiaog JO aJNjeN Ag SISA[euy
1102 UOITBIN L€ IV 99104 U] SoWiadG JOABSIMIY ;0] XIpuaddy

:S9JON

Iviol

Jayo/Ansnpuy

(uo jj0g) J1eholdwg

(8010yD BAROY) IEIOY

(9) sewayos ynejeg

awiayos jo ainjeN



20

B.30A

Appendix 11: Kiwisaver Schemes In Force At 31 March 2011

Analysis According To Nature Of Scheme And Size Of Scheme Assets

NUMBER OF SCHEMES:

TOTAL ASSETS ($ millions):

Assets Grouping

1 Under $1m

2 $1m to under $2.5m

3 $2.5m to under $10m
4 $10m to under $25m

5 $25m to under $50m

6 $50m to under $100m
7 $100m to under $200m
8 $200m and over

Total, all groups

Assets Grouping

1 Under $1m

2 $1m to under $2.5m

3 $2.5m to under $10m
4 $10m to under $25m

5 $25m to under $50m

6 $50m to under $100m
7 $100m to under $200m
8 $200m and over

Total, all groups

TOTAL MEMBERSHIP:

Assets Grouping

1 Under $1m

2 $1m to under $2.5m

3 $2.5m to under $10m
4 $10m to under $25m

5 $25m to under $50m

6 $50m to under $100m
7 $100m to under $200m
8 $200m and over

Total, all groups

Notes:
Default Schemes are included.
Default Schemes statistics are only in respect of members and assets in the Default investment fund option.

Retail (Active Choice) Total Assets and Total membership figures include that portion of the Default schemes where

1
2
3

members have actively chosen to participate.

Retail Employer Industry/ Total
(see note 1) (Bolt on) Other
1 6 3 10
1 2 2 5
2 2 1 5
6 0 1 7
5 0 0 5
2 0 1 3
6 0 1 7
10 0 0 10
33 10 9 52
Default Retail Employer Industry/ Total
(Bolt on) Other
0.00 0.04 1.13 0.49 1.66
0.00 1.72 3.15 3.15 8.02
0.00 8.91 7.92 3.66 20.49
0.00 110.09 0.00 11.62 121.71
0.00 167.22 0.00 0.00 167.22
0.00 129.93 0.00 52.46 182.39
0.00 923.45 0.00 125.83 1,049.28
2,250.08 5,385.52 0.00 0.00 7,635.60
2,250.08 6,726.88 12.20 197.21 9,186.37
Default Retail Employer Industry/ Total
(Bolt on) Other
0 8 225 51 284
0 314 271 220 805
0 732 512 260 1,504
0 12,440 0 1,380 13,820
0 26,347 0 0 26,347
0 13,737 0 5,407 19,144
0 243,882 0 10,771 254,653
405,679 952,631 0 0 1,358,310
405,679 1,250,091 1,008 18,089 1,674,867

The data has been obtained from statistical returns made by the trustees of KiwiSaver schemes "registered" under
the KiwiSaver Act 2006 to the members and beneficiaries of those schemes.
Some totals may not add exactly, due to rounding.



