1939.
NIEW ZIEALAND

ACTUARY’'S REPORT ON THE VALUATION OF THE

NATIONAL PROVIDENT FUND

AS AT 3lsr DECEMBER, 1937,

Lasd before Parlioment in pursuance of Section 73 of the Nalional
Provident Fund Ael, 1926,

1. Tn accordance with the provisions of scetion 73 of the National Provident Fund
Aect, 1926, as amcended by weetion 31 of fhe Finanee Act, 19380 1T have the honour to
submit the Tollowing report on the National Provident Fund as at 3lst December, 1937,

2. The Fund consists broadly of {wo sections  the Main Fund, established to enable
individuals to purchase pensions commencing at age sixty, and the Loeal Authorities
Scetion, which i in effeet a pension Fund Tor employees of loeal authorities.  In the
former, membevship s voluntary, new members being enrolled by representatives of the
Department appointed for the purpose, while in the latter membership as contributors
on behalt of their cmployeces is compulsory in respeet of Hospital Boards and optional
for other loecal authorities.

The principle of providing for old age is common to both sections, but their structure
is in every way dissimilar.  The published accounts of the Department, however, relate
to the whole Fund, and in consequence the finaneial positions of the two scetions eannof
be viewed separately.

3. The receipts and expenditure of the und for the period Ist January, 1926, to
2st Deeember, 1937, were as lollows:—

CloNnsoLmaTEd  REEvestr Account, st Javvary, 1926, ro 3ist Drcemprr, 1997,

Ineome. il o,
Awmount of Fund at st January, R sl Muaternity elaims - £ s d
1926 .. .. Lo L3TTO67 National Provident [Pfund
Jontributions .. L. 2831,369 3 0 menithers .. .. TRII2 0 0
Interest less investment expenses 1758370 16 Approved friendlysociely
Kincs .. .. .. 8878 11 6 members .. .. 103,392 00
State subsidies .. .. 665,040 203 Refund of contributions on lapse,
Refund of maternity elims by withdrawal, &e. .. .. 863,772 6 2
State . .. 8,878 00 Ineapaeity aHownnees .. TLEGS 110
Benefits refunded on exit H17,508 15 10 Death elaims
Miscellancous receipts. . 517 1 Refund of contributions .. 206,966 5 1
Retunds unelaimed .. .. 17,013 17 6 Widows” and ehildeen’s allow
Premiums on conversion . SoALE 1. i anees L. . .. 3179 19 6
Retirement allowanees .. 31,080 14 8
i Gieneral expenses .. .. 63,705 60
nvestmoent Pluetuation Account, D250 800
Amount of Pund ot 818t Decem-
Loy, 1937 L .. o 4992586 18 5
£7,243,517 0 11 E7,243.507 0 11

= S ) i e

4. All contributions paid by contribulors— with minor exeeptions noted in paragraphs 7
and S8——attract a 2h-per-cenl. State subsidy, and, in addition, expenses other than the
eharges by the Public Trustee for his administration off the assets of the Fund and legal
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charges ineurred in connection with investments are met by the State. The Publie
Trustee’s charges and legal expenses have been regarded as investment expenses and
dedueted from interest. in the Consolidated Revenue  Aecount.

Subjeet o certain limitations as fo income and duration of membership, members
of the Fund receive a payment of £6 on the birth of a child or e¢hildren. Members of
approved friendly socicties also aftract a like benefit, the paviments being made through
the National Provident Fund. In both cases the sums so paid ave recovered from the State,

Kinally, the State guarantees the solveney of the Fund.

The scale of State assistance to the Fund has been as above throughout its history,
save for a short time during the inter-valuation perviod under review, when the Fuond paid
its own expenses and maternity elaims, and the State subsidy on members” contributions
was at the rate of 20 per cent.

The maternity elaims paid cannot affeet the finaneial stability of the Fund and have
therefore heen ignored in the valuation; nor has any speeifie provision been made for
future expenses, il heing assumed that the rate of interest carncd by the funds will show
sufficient. margin over the valuation rate to meet mvestment expenses.

5. The average anoual rates of inferest carned by the accumulated funds for ecach
yvear sinee the Kund was last valued were as Tollows o

Year ended Average Rate Year ended Average Rate
31st December, of Interest, per Cent, Blst December, of Interest, per Cent.

£os L £ ow L
1926 I W 1932 .. ooh 4
1927 51 3 | 1935 .. 410010
1928 h1h 9 : [HS N
1929 Hold i 1935 4+ 19
1930 .. Sooh 12 1936 318 R
1931 .. T 1937 318 1

I caleulating the above rates investment expenses have been dedueted from inlerest,
and allowanee has heen made Tor the Taet that the Wiate subsidy taken ervedit for in the
accounts of any year is not reecived until some months later,

I'rom the above rates and having reegard to current investment conditions, it appears
that 31 per cent. is a suitable rate of interest to use in the valuation, and this has heen
adopted accordingly.

MAIN FUND.

6. Any resident of New Zealand who is over sixteen and under fifty years of age
may become a contributor to the Main Fund, provided that his average annual ineome
during the three years prior to his joining did not exceed £300. The benefits granted are -

(i) A pension commeneing at age sixiy of 10s., 20s., 30s, or 40s. per week.
(11) The first 10s. of any suceh pension carries with it the right to the following
subsidiary benefits-—

() An allowance of Ts. 6d. per week for cach child under the age
of fourteen years, and 7s. 6d. per week for the contributor’s widow, payable
from the date of his death should that oceur after he has econtributed to
the Fund for five years. The widow's allowanee is pavable only so long
as o child’s allowanee is payvable.

(0 An allowance of 7s. 6d. per week Tor cach ehild ander the age
of Tourteen years, payable during the fourth and subsequent months of
the contributor’s tolal incapacity fo work while he is under sixty years
ol act, and provided that he beeame ineapacitated after contributing to
the Fund for five vears. The total weekly allowance so pavable is not
to exeeed the contributor’s pecuniary loss, and o allowancee is payable i the
contributor’s income during incapacity exceeds G per week.  Contributions
cease while such allowanees are payable.

(iii) On the fermination ol the contract through any cvent, including the
contributor’s right to sceede, a refurn to him or 1o his beneficiaries, of all
contributions paid less any henefits received.

The contributions payvable for the above bhenefits are shown in Table T of the attached
Appendix.

7. An approved Triendly socicty may become a contributor to the Main Fund on
behalf of any of s members. The benefits granted are pensions ol 10s., 20s., 304, or 40s.
per week commencing af awe sixly, and a telurn of conteibutions paid, less benelits reeeived
(it any), on the death of the member, whether beioye or after altaining age sixty or on
his  withdrawal.  Such members pay low  rates of  econtribulion, which their socicties
stpplement by pavments from their sick-benefit funds, the funds being reimthursed by
release from Hability of equal value in respeet of the member's sieckness aflier age sixty.
These contributions - both membersy’ and socicties’ ~which are given fully in Table 1 of
the Appendix, attract a HO-per-cent. State subsidy.
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S.ospecial provisions enable employers to hecome contributors to the Main Fund on
hehalf of their employees.  The henefits are as deseribed in paragraph 6, but the scope
1 widened by admitting emplovees irrespeetive of their mcome or age at the date of
joining, and by granting pensions up to SOs. (by 10s. intervals) per week. Where,
however, a pension is contracted for when the employee is fifty years of age or over, and
where the pension execeds 40s. per week, the whole of the contribution payable in the
former ease and that portion of the contribution payable in respeet of the execess of the
pension over 40s. per week in the latter, does not attract o Government subsidy.  The
iund receives all econtributions from the employer, who may or may not pay the whole
or part thercof, according to his arrangement with his employees.  The contributions
pavable in these cases are shown in Table [ of the Appendix,

9. Females are admitted to the Main IFund on practically the same terms as males.
There ave, however, minor modifications in the conditions precedent to the grant of the
subsidiavy  benefits deseribed  in paragraph 6, and where advantage is taken of the
widened provisions of entry in employer groups the rates of contribution payvable are
somewhat higher than the corresponding rates for males.  There are comparatively few
female contributors to the Main Fund.

10. At the valuation date there were 20,991 members of the Main Fund contributing
L1000 per week for prospective pensions amounting to £13,042 per weck., O these,
only 77 were contributing through approved friendly sociceties and 370 through forty
emplover groups.  Pensions amounting to €230 per week were being paid to 269 penstoned
contribwtors, and 173 widows and 301 children were in reeeipt of allowances of Ts. 6d.
per week, the total annual eharge for pensions being £21,281.

I1. Pension funds almost invariably exhibit features peculiar 10 themselves in the
rates of mortality, discontinuance, &e., experienced by their meners, and consequently i
is desirable, il possible, to value a fund having regard to ifs own cexperience in the
immediate past and to possible future trends.  On this occasion the experience of the
Main Tund has heen analysed for the period elapsed since the last valnation, and the
restills, subject to modification where persistent trends are evident and where prudenec is
called for in estimating the future, have been adopted in the valuation.

The most outstanding feature of the experienee is the high withdrawal rate which
approaches 20 per eent. two years after entry and persists for many years. Thiy appears
to he a definite feature of the Fund, as the experience of the period covered by the
ceonomice depression differs Little, if at all, from that of years of greater general prosperity.
As, however, an overestimate of the future withdrawal rates might have o serious adverse
effect on the finanees of the Fund, considerably lower rates hove been used in the
raluation than were exhibited in the experience.

12. The rates of mortality experienced were much below comparable rates dedueed
from the experience of the gencral population of New Zealand and approximated elosely
to rates experienced for the vears 1924 to 1929 by lives assured in English hfe offices
experieneing noticeably light rates of mortality.  The experiencee rates suitably adjusted
have been used in the valuation.

The conditions governing the grant of subsidiary benefits are peculiar to the Fund.
Tor ineapacity henefit an income lmit is involved and allowances made to widows are in
fact but supplements of children’s allowaneces. The Fund has no information of members’
incomes or of their dependants, and rather than value the subsidiary bencfits by using
extrancous data of doubtful application it has been thought advisable to use rates of elaum
dedueed from the inter-valuation experienee.

13, The valuation of the Main Fund carried out on bases deseribed above vields the
following results :—

Present value of--- £
lixisting pensions .. .. .. .. .. 129,187
Prospeetive pensions . . .. .. .. Lo 2222801
FExisting widows” and orphang’ allowances .. .. 36,198
Prospective death benefits .. .. .. .. 271,732
Present and prospective ineapacity allowance .. . 113,339
Prospective refunds on withdrawal .. .. .. 227,961

Total benefits .. .. . .. £3,001,218

Pregent. value of— £
Future eontributions .. .. .. .. 886,941
[Puture State subsidies .. .. .. .. 215,296

Total . . . .. S £1,102,237

LOCAL AUTHORITIES’ SECTION.

14. All Hospital Boards must, and other local authorities may, contribute to the Fund
on behalf of their permanent employees. A local authority clecting to become a eontributor
may exclude any of its cmployees at the time of its cleetion, hut it must contribute on
behalf of all future cntrants to its permanent staff.
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The prineipal henenit s a penston based on length of serviee and modified final salary,
vrarded on vetirement throuele i1 health or alter attainment of novmal pension age ..,
after attainment of o speeified age or after eompletion of o speeified period ol serviee.
In nearly all eases serviee with o local authority prior to Its adoption of the scheme ranks
for pension purposes.

A full deseription of the benefits is given in Table 1T of the Appendix.

1. The method ol assessing contributions payable to the Fund iy unusual.  When
a loeal authovity hrings an employee into the Fund an assessment is made, on the basis
for the time beiug in use, of the cost of his prospeetive widow’s and orphans’ benefits
and of the pension which will acerue on hig retirement; having regard 1o his present salary
and to the vears of serviee which he will have completed on attaining normal pension age.
Awoand when his salary s dnereased, Further assessments e made of the cost of the
inereases  in pension which will hecome payable in virtue of the inereases in salary.
Thercases in prospeetive pension bear the same proportion 1o inercases in salary as the
ariginal prospective pension bears to the original salarvy.

16. The cost so ealeuluted is divided among the contributing pavties as Tollows:- -

(i) The State, as mentioned carlier in this report, pays an annual subsidy equal
to 25 per eent. of the eontributions paid by both the employee and the
loeal authority.

(iiy The employvee contributes a pereentage of his salary fixed by his age at
cntry into the Ifund as follows

Age al Enlry Employee’s
: : Tmploy
into Fund. ontribution, per Cent.
Not over 30 .. .. . .. .. ..
Not over 35 .. .. .. .. .. .. 5
Not over 40 .. .. .. .. .. .. 6
Not. over 45 .. .. .. .. .. LT
Not over 50 .. .. .. .. .. .. 8
Over age b0 .. .. .. .. . .9

These condributions ecase on retivement and are usually redueed to
o hominal amount during such period as the employee remains on the
active staff after attaining normal pension age.

(1) The balance of the cost is met by the local authority’s contribution, which
is usually payable throughout the employee’s future lifetime ag an aetive
or  pensioned  member of  the staff, exeepting for such perviod as  the
cmployee remaing on the active staff after attaining normal pension age.

17. The principle ol spreading the local authority’s econtribution over the future
lifetime of the employee rather than over his future working-vears appears to have heen
adopted, i the fivst place, to give reliel in cases where employees were brought into the
Ifund at advanced ages and where their prior serviee with the loeal authority was allowed
fo rank for peosion purposes. I in suceh cases the local authority’s contributions were
made payable during future working-years only, the annual charge 1o a local authority
with a staff of average age-constitution would be exeeedingly heavy for a comparatively
short. period immediately after s adoption of the secheme.  The present system requires
payment of smaller annual contributions over longer periods.

Whatever the reason for (he adoption of the principle, it has hecome the standard
practice and 18 appliecd in almost all eases, irrespective of whether prior service 18
involved or not.

18, At the valuation date 124 Toeal authorities were contributing to the Fund on
hehialf of 4929 1aale and 3,052 female employees for prospective pensions of £970,467
pet annum aceruing torespecl ol present salaries. Pensions amounting to £63,386 per
anhtm were pavable to 430 male and 117 female vetired employees, and 152 widows and
SO ehildren were in veeeipt of allowanees amounting to £3,893 per annum.  The contributions
pavable amounted {o £191,406 per annum, £97,735 per annum being  contributed by
cmployees and £93,621 hy local authorities,

19. Ag with the Main Fund, rates of mortality, withdrawal, retirement, &e., lor cach
elass of contributor have been deduced from the experience of the Loeal Authorities’
Scetion for the period ol twelve years prior Lo the valuation date, and these rates,
sutlably modified, have been adopted in the valuation.  For widows” and orphans’ benefits
it has been necessary 1o use factors dedueed from New Zealand population statistics, as
no information of employvees” marvital status or of their dependants is available.

The only abnormal feature of the experience was the high rate of diseontinuance
expericneed by wurses employved by Hospital DBoards. 1t is to bhe expeeted that female
members of any pension fund would exhibit heavier withdrawal rates than males, as
females usually  retive from  their former oceupation on marriage; but the rates of
withdrawal disclosed by the expericnee of nurses are about three times as great as would
he considered normal in a fund composed of females occupied in commercial pursuits.
The reason appears to be that on completion of their training, which must bhe done in
a publie hospital, nurses scek employment either in private hospitals or as private nurses.
It is not clear that this condition will persist, and mueh lower rates have been adopted
in the valuation.
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20, The rvesults of the valuation of the Lwocal Authorities’ Seetion are as follows:—

Present. value of-- £
Existing pensions .. .. . . .. 600,311
Prospeetive pensions . . .. .. 4,200,856
Fxisting widows’ and mphans (l”()W(Hl(‘(S .. . 42 619
]’1‘()51)0(11\(' death benefits .. .. .. .. 470,828
Prospeetive refunds on withdrawal .. .. .. 193,590

Total benefits .. .. .. .. £5,508

Future contributions— £
Employees .. .. o 1,223 844
Local authorties .. .. .. 954,723

i 2,178,567

Future State subsidies 529,392

Total .. .. . .. .o £2,707,959

COMBINED VALUATION RESULTS.
21. The combined valuations disclose the following position for the Fund as a whole:—

VALUATION BALANCE-SHEET.

Present value of benefits— £ £
Main Fund . Lo 3,001,218 f'unds at 31st December, 1937 ..o -H992587
Loeal A\uthmmos’ So(tmn Lo 0,008,234 Present value of—

Surplus .. .. .. 293,331 IPuture contributions

(i) Main Fund .. .. 886,941
(ii) Local Authorities’ Seetion .. 2,178,567
FMuture State subsidies
(i) Main Fund .. .. 215,296
(ii) lLocal Authoritics’ Section .. 529,392
£8,502.783 £8,802,78

The above surplus has arisen chielly from high interest yields on the invested funds
in the carly years of the pcr'iod under review, and from heavy withdrawals in the Main
Fund and amonge nurses in the Loeal Au’rhm'ltlos Section.  In the Main Fund contributors
receive a refund of their contributions on withdrawal, and in the Loeal Authorities’
Section both local authority and employee receive a like benefit.  In hoth eases, however,
the State subsidy, together with all interest carned on the contributions, falls into the Fund.

22, At the vahmlon date about 24 per cent. of the funds were invested in mortgages
on Trechold property, 11 per cent. in loeal-authority debentures, and the balance in
(tovernment, sccuritics.  Assets appear in the balance-sheet at their face value and no
provision has been made to meet future depreciation, &e., losses of capital and intercst
heing met as they oceur.

I therefore recommend that £7H,000 of the above surplus be applied to form an
investment reserve fund.

23. Tt is inferred from section 73 (2) of the National Provident Fund Aet, 1926,
that, i a valuation discloses a deficieney, the Actuary is to report what additional suns
are requived by way of State subsidy during the three years following the valuation to
prevent the financial position of the Fund deteriorating still further.

As this valuation discloses a surplus, T have to report that additional State subsidics
are not required for the period ending 31st December, 1940,

S, Brekingsari, Fellow of the Ingtitute of Actuaries,
fovernment Actuary.
National Provident tund Board, Wellington.
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APPENDIX.

Tasrr . Maiy Fuxp: WEERLY CONTRIBUTIONS.

: limployer Groups. : Approved Friendly Bocieties.
Individual I |
;\_g(' East: (.‘mltribut()rs ) ) ) ) Pirst 105, of Pension. . } .\.511’ Last
Birthday. for eaech 105, Lach 108, of Kach 10s. of | Faeh TOs. of T Birthday,
of Pension, ! Pension : Pension : Pension
wp to 40s. aver 40s. ‘ Member, Sociely.* ! affer IMirst. ‘
‘ .
[ s dl £ s d. £ s d. s, d. s d. wodll
16 } 0 9 [ VY o 0 9 0 4 0 2 0 6 16
17 oot 0 010t 0 01 0 5 0 2 07 |7
18 010 0 0w 0 010 0 5 0 2 o 7 I8
19 0 11 E 0 o1l 0 o1l 0 5 o 2 0 8 3]
20 [ VR TR B 010 0 6 0 2 0 R 20
21 1 0 o 1 0 0o 1 1 0 6 0 2 0 8 4|
22 11 (U2 | o 11 0 7 0 2 6 9 22
23 12 0o 1 2 0O 1 2 0 7 0 2 0 9 2
24 1 3 0O 1 3 0O 1 3 0 7 0 3 010 24
256 1 4 0 1 4 0o 1 4 0 8 0 3 011 25
26 1 5 0O 1 5 0O 1 6 0 8 0 4 [T 26
27 [ 0 1 6 0o 1 7 0 9 0 4 [ 27
28 17 0 1 7 0 1 0 10 0 4 I 2 28
29 I 8 0 1 8 0 1 9 0 10 0 4 1 2 24
30 9 0O 1 9 0 111 O 11 0 4 I 3 30
31 110 0 11 0 2 0 011 0 4 I3 31
32 20 0 2 0 0 2 2 | "] 0 4 1 4 32
33 202 0 2 2 0 2 4 11 [CS1 I 6 33
3 23 0 2 3 0 2 6 1 2 0 5 7 34
35 205 0O 2 5 0 2 8 1 3 0 6 9 35
36 27 0 2 7 0 210 1 4 0 6 I 1o 36
37 210 0 210 0 3 1 1 5 0 6 [ 37
38 30 0 3 0 0 3 4 I 6 0 7 21 38
39 3 3 0 3 3 0 3 8 L7 ¢ 8 203 39
40 36 0 3 6 0 311 L9 0 8 25 40
41 310 0 310 0 4 3 I 1l 0 9 208 41
42 4 2 0 4 2 0 4 8 21 (LY 2 10 12
43 4 6 0 4 6 0 5 1 2 3 0 10 3 1 43
44 4 H 0 4 11 0 5 7 2 6 0 1l 3 5 44
45 5 05 7 0 6 2 15
46 6 6 0 6 6 0O 610 46
47 75 0 7 5 0o 7 7 47
18 4 0o 8 4 0 8 7 48
19 9 4 0 9 4 o 9 7 49
50 . 013 0 010 4 50
5l 014 0 0N 51
52 .. 015 7 014 1 52
H24 .. 016 7 015 4 ! 1523
H3 018 0 616 9 ‘ 53
534 019 8 018 5 3k
54 1 1T 9 1T 05 54
H1} I 4 1 2 9 Hd
HH 17 1 I 5 8 5o
55% 1o 9 19 3 55
Ht 115 6 11311 56
a6 2 1 9 2.0 0 H6d
87 210 8 2 8 8 57
573 3 4 2 3 111 b7
58 .. 4 7 7 4 4 7 58
83 .. 614 9 610 9 8%

* Alternatively, the society may pay to the Fund a single payment of £55 124, when the member
attains age sixty.
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Tasre 11, -Locan AUTHORITIES SKCTION.
Trr bhenefits payable from the Fund arce as follows -

I. On retirement alter altaining age sixty-five (men) or age sixty (women),
or after completion of forty years’ serviee and fifteen years’ membership
of the Fund--

(1) A pension caleulated at the rate of one-sixticth of final salary
(exeluding inereases in salary granted within three years of retiring) for
cach vear of serviee, with a limit of forty-sixticths and subjeet to a
maximum of £300 per annum;

(il) Or a refund of all contributions paid, incinding the local authority’s
contributions, less benefits received,

Where the conditions of service are such that earlier retivement is
advisable, age sixty is adopted as normal retivine-age for men and fiftv-Afive
for women., In the latler case an employee may retivre alter eompleting
thirty years’” service and fifteen years” membership of the Fund.

IL. On carlicr retirement through il health a pension as in 1.

TT1L. On death whether before or after retiring —

() Leaving netther Widow nor Children—-A vefund of all contribu-

tions paid, including local authority’s contributions, less benefits received.

(ii) Leaving o Widow.—An allowanee ol £18 per annum  during
widowhood or a refund of contributions as in (i).

(i) Leaving Children.—-An allowance of Hs. per week on account of
cach child under the age of fourteen years.  Where no widow’s benefit has
acerued a refund of all eontributions paid, including the local aunthority’s
contributions, less benefits recetved, is granted when the youngest child
aftains fourteen years of age.

Vo On o voluntary withdrawal or on dismissal from  the service of the local
authority both employee and local anthority veecive a refund of contributions,
provided that- -

(i) 11 the employee enters the serviee of another local authority which
contribites to the Fund on  hehalt of s employees he may  scenre
continuity of service for pension purposes by eleeting nol 1o receive a
refund of his contributions.  In this event the local authority’s eontributions
also are not refunded.

(i) If the employee is dismissed within five years of normal retiring-
age  his and the local authority’s contributions on his behall may be
transferred to the Main Fund for his bencfit.

Approvimate Cost of Paper. -Preparation, nol given o priniing (65D copies), £5 108,

By Authority: Ko Vo Pavy, Government Printer, Wellington. - 1939,
Price 6d.|
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