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1.0 General Background Information on Country 

1.1 Actuarial Profession 

The Institute of Actuaries of Australia has a heritage which dates back to 1897. In that 
year the Actuarial Society of New South Wales was formed. By 1919 actuaries resident 
in other States and New Zealand had joined the Society and the name was changed to 
the Actuarial Society of Australia. 

When New Zealand actuaries formed their own society in 1977, the name changed to 
The Institute of Actuaries of Australia. 

The Institute of Actuaries of Australia is the sole professional body for actuaries in 
Australia and has responsibility for the conduct of the profession in Australia. The term 
"actuary" is defined in life insurance, general insurance and superannuation (pension) 
legislation as a Fellow or Accredited Member of the Institute. An Accredited Member is 
a Fellow of a recognized overseas actuarial body and who has satisfied the Institute's 
professionalism and residency requirements. 

As part of the worldwide actuarial profession, the Institute maintains regular contact 
with overseas actuarial associations. 

1.2 Numbers of Actuaries 

The membership of the Institute of Actuaries of Australia over the last two years is set 
out in the following table: 

Class 

Fellow 
Accredited 
Associate 

Lay 

Number at 
1 October 1996 

921 
37 

362 

Number at 
1 October 1997 

99 1 
34 

370 
Student 

7 7 
Total 

423 426 

1750 1828 



1 3  Main Areas of Activity 

The classification of Fellows by their principal area of activity is as follows: 

The percentage of Fellows involved in the traditional fields of Insurance and 
Superannuation has decreased with the increased involvement in new areas. 

Area of Activity 
Life Insurance 
Superannuation 
General Insurance 
Investment Management 
Management 
Other 

1.4 Educational Establishment 

Percentage of Fellows 
35% 
26% 
11% 
8% 
8% 
12% 

New Fellows of the Institute of Actuaries of Australia (FIAA) must pass or be exempt 
from subjects A to D of the Institute of Actuaries (London) or equivalent courses 
through the Faculty of Actuaries (Scotland). In addition exemption must be gained from 
the Actuarial Control Cycle subject, which is offered by Macquarie or Melbourne 
Universities, and passes achieved in any two of the five professional or "specialist" 
subjects through the Institute of Actuaries of Ausbalia. The five specialist subjects are 
Life Insurance, General Insurance, Superannuation, Investment Management and Finance. 
The Investment and Finance courses also require credit level passes from some subjects 
offered by the Securities Institute of Australia. 

The Actuarial Control Cycle provides students with a generalized approach for tacklug 
a range of commercial problems including those associated with risk-based financial 
services. 

The majority of students entering the profession have studied an undergraduate course 
offered by Macauarie, Melbourne and Australian National universities. The courses 
enable exemptions from the first four subjects to be obtained. 

2.0 Economy 

The economy in Australia grew at a rate of 2.6% in the financial year ending 30 June 
1997. Growth was expected to increase in the 1997198 financial year, however, the 
slowdown in the Asian economies is expected to affect Australia sigmficantly. 



2.1 Interest Rates 

Interest rates at both the long and short end have fallen to levels not seen since de- 
regulation. The 90-day bank bill rate is currently 5.0% pa and the yield on 10-year 
Commonwealth bonds is 6.0% pa. The real yield on Commonwealth CPI indexed 
securities is about 4.1%. 

2.2 InflationlWage Increases 

Inflation in Australia is measured by the change in the Consumer Price Index and wages 
growth by the increase in Average Weekly Ordinary T i e  Earnings (AWOTE). 

The rates of inflation and wages growth for the past 5 financial years to 30 June are 
shown in the following table. 

I Period Ending 30 June I Consumer Price Index I Average Weekly Earnings I 

2.3 Equity Market Performance 

The returns for the previous 5 financial years is as follows. 

The sharemarket has fallen about 8.5% in the period from 1 July 1997 to 31 October 
1997. 

Period Ending 30 June 
1997 
1996 
1995 
1994 
1993 

2.4 Exchange Rates 

Return Pa 
26.6% 
15.8% 
5.7% 
18.5% 
9.9% 

As at 21 November 1997 the exchange rate for major currencies were: 

r STG 0.41 

Exchange Rate at 21 November 1997 for $A1.00 
$US 69.4 
Yen 87.5 



3.0 Private Pensions (Superannuation) 

The major providers of superannuation benefits in Australia are the public and private 
sector superannuation funds, the multi-employer (industry funds) and the personal 
superannuation arrangements through banks, insurance companies and other financial 
institutions. 

3.1 Composition of Market in Australia 

As at 30 June 1997 there was $A261 billion in superannuation funds and approved 
deposit funds. Of this 40% was invested with fund managers, 38% in life office statutory 
funds and the remaining 22% was self-invested. 

3.2 Trends 

There has been an increasing trend towards the provision of accumulation style benefits. 
The reasons for this vary but include the greater adaptability of these funds to a 
continually changing legislative and tax environment, workplace practices (part-time and 
casual workers, salary packaging and flexible remuneration), the greater acceptance by 
employees (helped by high investment returns and low wages increases) and the desire 
by employers to avoid the financial risks of a defined benefit fund. 

0 There has also been a trend among smaller employers to utilize either industry funds 
or master trusts operated by financial institutions and employee benefit f m s  and to 
wind up their own arrangements. This trend is likely to accelerate due to the "choice 
of funds" legislation covered in the next section 

3 3  Issues 

In the 1997 Federal Budget the Government announced that from 1 July 1998 all 
employers will be required to give new employees a choice of superannuation funds. 

For existing employees employers must provide a similar choice within two years of the 
legislation becoming effective. 

Employers will now be able to meet their choice obligations in any of the following three 
ways: 

0 offering the choice of four funddor Retirement Savings Accounts (RSA's); 
or 

0 negotiating a workplace agreement which includes superannuation arrangements; or 
0 providing unlimited employee choice. 



The legislation will provide for the choice of four fundslRSA's to be facilitated through 
one institution or service provider. This would enable one financial institution or service 
provider to offer employers two or more of the four choices. However, a single 
fundIRSA can only count as one of the four choices. 

Limited access in-house superannuation funds (i.e. funds offered to a certain class of 
employees, such as executive only funds) will not be required to be offered to all 
employees as part of the choice regime. 

In circumstances where superannuation contributions are paid, but not to the correct 
fund, the penalty for failing to comply with the choice of fund requirements will be 25% 
of the Superannuation Guarantee ( the mandatory minimum level of employer financed 
superannuation). 

3.4 Tax Treatment 

Employer superannuation contributions, investment earnings and benefits are all subject 
to tax. 

Employer contributions are tax deductible but only up to the following limits for 
1997198: 

Age 

These limits are indexed annually. In the case of employer contributions in respect of 
defined benefits it is possible to aggregate the limits. 

Deductible Limit 

35-49 

A 15% tax rate applies to the assessable income of a superannuation fund. The 
assessable income includes the employer contributions and investment income. No tax is 
paid on employee contributions as these are paid from after-tax income. Contributions 
deducted from an employee's pre-tax income are in effect employer contributions. 

$28,420 

Deductions are generally allowed for expenses including group life premiums (notional in 
the case of self-insured schemes). The tax does not apply to assets covering pensions in 

Under age 35 

the course of payment. Funds can utilize franking credits, credits attached to dividends 
from Australian companies in respect of taxes paid and withholding tax credits. 

$10,232 

50 or over 

With effect from 20 August 1996 an additional tax surcharge is payable by the fund on 
employer contributions in respect of members whose taxable income plus employer 
contributions exceeds $70,000. The percentage phases-in from 0% at $70,000 to 15% at 
$85,000. 

$70,482 



The following applies to employee contributions: 

Self-employed persons and any employee without superannuation support may deduct 
the first $3,000 of contributions plus 75% of the excess. The deduction is limited to 
the age based limits detailed previously. 
Employees with superarmuation support receive a 10% rebate on their first $1,000 of 
their contributions. This rebate phases out for assessable incomes between $27,000 
and $3 1,000. 

It has been proposed that effective 1 July 1998 an 18% rebate will be available for 
superarmuation contributions made in respect of a spouse with an income below $10,800 

Pa. 



Benefits below the Reasonable Benefit Limits (RBLs) are subject to concessional rates of 
tax. The RBL where at least half the benefit is taken in the form of a lifetime-indexed 
pension is currently $909,435. In other cases the limit is $454,718. In certain cases 
higher transitional limits apply. These limits are indexed annually. 

Lump sum benefits within the RBLs are taxed as follows: 

5% of benefit attributable to service prior to 1 July 1983 is taxable as ordinary income 
with the balance being tax-free. 
The part of the benefit which represents members' contributions (without interest) is 
tax-free. 
The balance of the benefit in respect of post 1 July 1993 service is liable for tax at 
20% plus the Medicare levy (1.5%) if taken before age 55. If the benefit is taken after 
age 55 then the fust $90,474 is tax-free and the excess is taxed at 15% plus the 
Medicare levy. 

Any benefit in excess of the RBL is taxed at the top marginal rate of 47% plus the 
Medicare levy. 

Lump sum death benefits to dependents are tax-free if within the pension RBL and tax 
concessions apply to lump sum disability benefits where the whole future service 
component is tax-free. 

Pensions are taxed as income except that a 15% rebate applies to compensate for the 15% 
tax and a deduction is allowed in respect of member contributions. 

3.5 Scheme Design 

Most superannuation funds provide lump sum benefits on retirement, death, total and 
permanent disablement and leaving service. A portion of the leaving service benefit needs 
to be "preserved" until retirement. 

Typical defined benefits would be say 15% (Staff) or 20% (Executives) of final average 
salary for each year of membership. 

There has been a trend towards accumulation style schemes. Typical employer 
contributions would range from the minimum legislated amount (currently 6%) to around 
11% or 12%. Increasingly, employees are given the flexibility to make additional 
contributions from pre- or post-tax income. 

3.6 Treatment of Surpluses 

The treatment of surpluses in a defined benefit fund is governed by the Trust Deed. If 
surplus can be repatriated, the Superannuation Industry (Supervision) Act lays down 
certain conditions which must be satisfied. 



Where surpluses exist employers are typically using these to fund "contribution holidays". 
Whilst it is possible to repamate surpluses to the employer, this is generally only 
contemplated where large surpluses exist. The main reasons are: 

The potential for industrial unrest and legal challenge; 
The requirement to share the surplus with the members; 
The costs involved including the fact that to replace $ 1  .OO of surplus will cost $1 . I  7 
because of the 15% contribution tax (the 15% tax rebate in respect of repatriated 
surplus was withdrawn); 

In order to repatriate surplus the following conditions must be satisfied: 

The return of surplus must be allowed by the Trust Deed; 
The trustees must agree; 
The Trustee Board must have equal representation of member elected and company 
appointed directors; (This is a requirement under the legislation for all complying 
funds) 
The actuary must certify that the fund would remain in a satisfactory financial 
position after the payment of surplus; 
The trustees must be satisfied that the payment is reasonable having regard to the 
interest of the employer sponsor and the beneficiaries of the fund; 
The trustees must give 3 months notice to members. 

3.7 Investment Regulations 

Apart from legislation restricting the investment in the employer sponsor (in-house 
assets) to 5% of market value there are no specific restrictions on the investment of 
superannuation assets. However, common law and the Superannuation Industry 
(Supervision) Act (SIS) require trustees to act prudently. 

Under SIS trustees are required to formulate a set of investment objectives and strategies 
for the fund and to communicate these to members. 

Investment managers are also required to provide trustees Part B Risk Management 
Statements which cover in detail how they manage derivatives. Funds with individual 
portfolios are required to prepare a Part A Statement which covers in general terms how 
the use of derivatives is managed and monitored. 

3.8 Extent of Coverage of the Population 

The Superannuation Guarantee Legislation makes it mandatory for employers to provide 
a minimum level of superannuation for all employees who earn in excess of $450 in a 
month. It is estimated that over 90% of the work force including part-time and casual 
employees are members of superannuation funds although many have only small 
amounts built up. 



The level of contributions, or equivalent support in a defined benefit fund, is currently 
6%. This is due to increase to 7% on 1 July 1998 and will reach 9'10 by 1 July 2002. 

The plan by the previous Labor Government to progressively introduce compulsory 
member contributions reaching 3% by 1 July 1999 has not been put into effect by the 
LiberalNational Coalition. 

4.0 Health Care 

Medicare, the Government's national health care scheme, covers Australian residents and 
is funded by a levy of 1.5% on taxable income above a threshold limit. The limit is 
$22,152 pa increasing by $2,100 pa for each dependent child. 

Medicare provides a basic level of benefits including shared ward benefits in public 
hospitals and a rebate of up to 75% of scheduled doctor's fees for hospital treatment and 
85% for treatment outside hospital. 

Medicare does not cover prescription drugs and treatment by dentists. There is, however, 
a Pharmaceutical Benefits Scheme that covers about 90% of all medicines in Australia. 
Under the scheme a patient is required to pay only a maximum of $20 per script. 

Medicare can be supplemented through private registered health insurance funds. These 
funds are required to apply community rating and participate in a compulsory re- 
insurance arrangement. 

In the 1996 Federal Budget the Government introduced "carrot and stick incentives for 
people to join private health insurance schemes. 

From 1 July 1997: 

a 1 % surcharge will be added to the Medicare levy for single persons with a taxable 
income of more than $50,000 or families with a combined taxable income of more 
than $100,000 who do not have private health insurance. 
a tax rebate varying from $100 to $450 will be available based on the type of cover 
selected and the number of family members for those whose income is below certain 
thresholds 



5.0 General Insurance 

5.1 Composition of the Market 

There were 170 private sector insurers and 16 public sector insurer in Australia as at 30 
June 1997. Of the 170 private sector insurers, 12 are running off their insurance liabilities 
and are no longer writing new business. The reinsurance market in Australia is largely 
serviced by foreign professional reinsurance companies. 

During the 1990's, there has been a number of changes in the general insurance market. 

0 AU State Governments in Australia, except for the Northern Temtory, sold their State 
owned insurers. 
A number of general insurers have become listed on the share market. 

0 There has been significant merge activity in both the private sector and the public 
sector. In addition, there has been a number of mergers among the big foreign 
reinsurers. 

5.2 Industry Activity 

As at 31 December 1996, the industry had total assets of $38.4 billion and net assets of 
$10.2 billion. The total direct premiums for the 1996 year were $18.0 billion, 
representing 3.6% of gross domestic product (GDP). 

The main classes of insurance sold in Australia include: 

Motor vehicles insurances; 
Houseowners/householders insurances; 
CTP motor vehicles insurances; 
F i e  1 industrial special risks insurances; 
Liability including public liability, product liability and professional indemnity 
insurances; 
Employers' liability insurances; 
Marine and aviation insurances; and 
Travel insurances. 

For the private sector insurers, motor vehicle and domestic householders insurances 
account for almost 40% of total premiums. 

5.3 Trends 

The number of insurers has reduced in the 1990's, in particular, the number of public 
sector insurers has declined. The trend is likely to continue as various workers 
compensation and ClT schemes become privatized. 



5.4 Issues 

The general insurance industry in Australia is featured by a combination of excess capital 
and poor profitability. 

The industry is over capitalized with a solvency ratio of approximately 75% of net written 
premium, although it has already decreased when compared to the solvency ratio of about 
90% during 1988 to 1994. Almost half of the industry profits come from investment 
earnings on the excess capital. 

The performance of the general industry has been very poor over the last seven years. The 
average return on shareholders' funds for the industry had been similar to the return on 
the Government bonds over the same period. 

The performance of short tail products has been very poor over the past ten years. 
However, long tail products have performed well except for the last two years. The profits 
on long tail products are largely due to the favorable investment earnings rather than 
favorable underwriting results. 

The distribution of capital and the profitability vary significantly between individual 
insurers. Although the overall industry performance has been poor, there are some 
insurers who have achieved very good results. 

5.5 Legislation 

The main legislation governing the general insurance industry is the Insurance Act 1973. 
The Act only deals with matters that relate to the financial stability of the insurer. The 
Act has provisions for 

the establishment of insurance companies; 
their continued functioning; 

0 the basis upon which accounts are to be kept; 
the reinsurance arrangements; 
certain agency arrangements. 

There are also legislation specific to certain classes of business, usually the compulsory 
classes such as workers' compensation and compulsory third party motor vehicle bodily 
injury insurance. 

The Insurance Contracts Act 1984 and the Insurance (Agents and Brokers) Act 1984 are 
applicable to both general insurance and life insurance companies. They mainly deal with 
relationships between the insurer, the insured and the agents and brokers. 



5.6 Tax Treatment 

General insurance companies are assessed under the normal provisions of the Income Tax 
Assessment Act. Tax is payable on profits at the corporate tax rate of 36%. 

Premium income is treated as assessable income, however only the proportion of 
premiums that has been earned during the year is assessable. Reinsurance premiums and 
acquisition costs such as brokerage fees and commissions are deductible. 

Claims cost is an allowable deduction. Claims cost includes not only the claim payments 
made during the year of premium income, but also the estimated costs to be paid in the 
future in order to settle claims incurred during the year. However, catastrophe reserve set 
up to meet the cost of future catastrophes is not deductible, that is, the reserve must come 
from after tax profit. 

The purchase and sale of investment assets is regarded as part of the income producing 
activities of a general insurance company. As a result, profits or losses on the sale of 
investments by general insurance companies are considered as ordinary income and taxed 
as ordinary income (i.e. not subject to capital gains rules). 

6.0 L i e  Insurance 

6.1 Composition of the Market 

There were 52 life insurance companies registered in Australia as at 31 December 1996, - 
including seven specialist reinsurers and seven bancassurers. The composition of the life 
insurance market is constantly changing, with new licenses granted, companies merged, 
companies floated or demutualized. 

6.2 Industry Activity 

As at 31 December 1996, the total assets held in life insurance company statutory funds 
are $1 16.7 billion, representing an increase of 8% from December 1995. The total 
premiums for the 1996 calendar year were $23.7 billion. 

There are four classes of policy in Australia, namely 
individual ordinary; 
individual superannuation; 
group ordinary; 
and group superannuation. 



The types of policy sold in Australia include 

Whole of Life Insurances 1 Endowment Insurances 
Term Insurances 
Disability Insurances 
Trauma Insurances 
Unbundled Contracts 
Deferred Annuities 1 Immediate Annuities 
Childcen's Policies 

Except for children's policies, all other types of policy can be issued as ordinary or 
superannuation business. In practice, most individual superannuation business is 
endowment insurances and unbundled contracts maturing at age 60 or 65. Also, group 
business is mostly superannuation business. 

The industry is writing an increasing amount of superannuation business, with 
superannuation business representing 86% of total life insurance business, in terms of 
premium. 

6.3 Trends 

There have been some clear trends in the business sold in the life insurance industry. 
These include: 

conventional business such as whole of life and endowment policies are being 
replaced by unbundled business; 
the proportion of superannuation business in life insurance companies is growing 
rapidly; 
increased demand for retirement products such as deferred annuity 
(allocated pension) and immediate annuities; 
emergence of new and innovative products as a result of increased competition in the 
market; 
the industry is becoming more globalized as a result of cost pressures, economies of 
scale and other factors; 
increased focus on funds management activities due to the declining importance of 
traditional life insurance business. 

These trends are likely to continue in the foreseeable future. 

6.4 Issues 

The blurring of distinctions between banks and insurers is likely to increase if 
recommendations of recent Financial System Inquiry are implemented. 

Changing superannuation legislation could provide life insurers with increased 
competition from banks and other funds managers. 



6.5 Legislation 

Legislation affecting the life insurance industry include the L i e  Insurance Act 1995, the 
Insurance Contracts Act 1984 and the Insurance (Agents and Brokers) Act 1984. 

The most important piece of legislation affecting the actuary is the Life Insurance Act 
1995. The Act has provisions for: 

registration of companies; 
segregation of policyholders' assets in statutory funds; 
requirements on the prudential management of life insurance business; 
the appointment of an appointed actuary; 
regular actuarial investigation of companies' financial position; 
requirements on statutory returns; 
judicial management and winding up of a company; 
the prescription of minimum surrender and paid-up values; and 
non forfeiture condition on non payment of premium. 

The L i e  lnsurance Act 1995 replaced the previous act - the L i e  Insurance Act 1945. The 
new Act increased the responsibilities of the directors, auditors and actuaries. The new 
Act also introduced new financial reporting requirements (Margin on Senices valuation 
basis) and a two tier level of prudential standards. 

6.6 Tax Treatment 

Broadly speaking, tax for a life insurance company is calculated by applying a tax rate to 
taxable income. Taxable income is defined as assessable income minus allowable 
deductions. However, there are complex rules which define assessable income, exempt 
income and allowable deductions for different classes of business. Also, different rates of 
tax apply to different classes. 

The business of a life insurance company can be divided into four classes for tax purpose. 

Accident, Disability and Residual Life Assurance (ADIRLA) 
The tax rate for this class is 39%. 
Assessable income includes: 

premiums received in respect of accident and disability policies; 
investment income; and 

0 Profit on disposal of investment assets as ordinary income. 
Premium received in respect of residual life assurance policies (i.e. ordinary business) are 
tax exempt, whereas premiums in respect of disability and accident policies are treated as 
taxable income. 

Complying Superannuation /Rollover Annuity (CS/RA) 
The tax rate for this class is 15%. 
Assessable income includes: 



l investment income; 
profit on disposal of investment assets, subject to capital gains rules; and 

assessable contributions from superannuation. 
Premiums received in respect of superannuation business are exempt income. 

Non-Complying Superannuation (NCS) 
The tax rate for this class is 47%. 
Assessable income includes: 

investment income; and 
l profit on disposal of investment assets as ordinary income. 
Premiums received are exempt income. 

Non - Fund 
This normally refers to the shareholders' fund, that is, fund outside the statutory 
funds. The tax rate for this class is 39% for mutual companies and 36% for other 
life companies. 
Assessable income includes: 

investment income; and 
l profit on disposal of investment assets as ordinary income. 

There are also rules specify how investment income and profit on disposal of investment 
assets should be allocated between the different classes of business, if they are not 
directly related to one class. 

Expenses can be grouped into three types for tax purpose - fully deductible, partly 
deductible and non deductible. Generally, expenses that are incurred exclusively to 
produce assessable income are fully deductible, expenses that are partly related to 
producing assessable income are only partly deductible, and expenses that are not related 
to producing assessable income are not deductible. 

7.0 Social Security 

Social Security pays flat-rate age pensions financed from general taxation revenue. 

Eligibility is based on residential qualifications and a means test based on assets or 
income. 

The full pension including the $2.70 per week Pharmaceutical Allowance, payable from 
age 65 for men and 60.5 for women (born before 1 January 1937), is currently $9183.20 
pa for single persons and $15,225.60 pa for a married couple. These amounts are usually 
adjusted in March and September in line with the Consumer Price Index. 

The minimum age for women to receive the pension is being gradually raised to 65 by 
2014. 



The Government announced measures in the 1997 Budget to encourage people to defer 
their retirement. Those who defer their retirement and work a minimum of 25 hours a 
week will receive a bonus of 9.4% of the basic pension for each year of employment past 
the quawing age up to a maximum of 47%. The bonus will be exempt from tax. 

A full pension is payable if other annual income is less than $2,600 ($4,576 per couple). 
The pension reduces by $1 for each $2 of income in excess of these amounts so that no 
pension is payable when income exceeds $20,966 ($35,027 per couple). 

Under the assets test, the pension is reduced by $78 per annum for each $1000 of assets 
above $125,750 ($178,500 for a couple) for home owners and $215,750 ($268,500 for a 
couple) The pension therefore ceases where assets exceed $243,500 ($374,000 for a 
couple) for home owners and $333,500 ($464,000 for a couple) for non-home owners. 
Assets exclude the family home but include the value of cars, investments etc. 

The income and assets tests are applied separately and the lower pension is adopted. 

The other Social Security pensions are a disability support pension, a widow's pension 
and a sole parent's pension. The rates of pension are the same as the age pension. There 
are also allowances under the Social Security system to supplement pensions. 

There has been continual criticism of the social security system which acts as a 
disincentive for people on average incomes to save for their retirement and to spend their 
lump sum superannuation benefits so as to qualify for the maximum pension. 

The Institute of Actuaries of Australia has proposed an alternative non-means tested age 
pension with a progressive tax to effectively remove the pension for high income earners. 


