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Consultation Paper 1 

Broadening the Annuity & Pension Rules 
1. Do you consider that a purely principles-based approach is practicable? If so what principles 

should apply? If not, why not? 

 

In an ideal world tax and securities law should be based on simple and self evident principles 
that all stakeholders understand, and more importantly agree with.  The principles would 
govern for all consumers, regulators and suppliers of financial services, and could be easily 
applied to issues and cases to determine the eligibility for operation/s.  However we have a 
complex and historical legal system that currently prescribes many features of products or 
services, resulting in structures that are designed to strictly comply with those 
predetermined features of the law. 

So to move to a principles-based system would cause much angst and uncertainty for 
portions of the industry who prefer to deal “as we have always done in the past”.   

That would be an unsatisfactory outcome of the work done in the Henry, Cooper and 
Murray inquiries over the past decade in this area of retirement income policy.  A principle-
based system will be hard to transition to, but it will undoubtedly lead to a greater array of 
services that consumers can access to manage their own retirement situations, or to 
delegate to trustees to manage on their behalf.   

The principles could be fashioned in the same way that Treasury has described on Page 5 of 
Consultation Paper 1.  That is, to create principles around access to capital and income 
provided for retirement that if met, will mean that the product will receive concessional tax 
treatment for the recipient in retirement.  Our suggested principles appear below. 

Principles of Retirement Income Stream Products 

• Capital contributed to the product can only be sourced from a complying 
superannuation fund account. 

• Products can provide a pension for the lifetime of the member or a fixed term. 
• The product should provide income from a specified commencement date 

(immediate or some point in the future). 
• Income can be fixed at the commencement of the product or can be variable (with 

reference to CPI or wage inflation or some other appropriate index or earnings rate 
from the pool) 

• The product should specify whether capital can be withdrawn, when and under what 
circumstances (at maturity of the product life, when incapable of providing care for 
oneself, or in medical emergency) 

• The product should specify what if any capital can be commuted. 
• The product should specify whether a death benefit will be paid to relatives, and how 

it will be calculated. 

Further details about the operation of these principles is provided in answers below. 
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2. Would the restrictions proposed above combine to ensure that a complying product would 
provide for the bulk of the capital to be drawn down over the course of the person’s 
retirement? 

 

The restrictions suggested refer to a diminishing capital account for the member’s 
investment in the product.  The straight line basis defined in Paper 1 would be acceptable for 
an immediate pension product but would severely impact any deferred type product, unless 
the reduction in capital was postponed to the date of deferral.   

For products that have immediate payments, the consumer would prefer to receive at least 
the value of the capital deemed to be depreciated by the rule.  That way, they are at least 
having their capital returned to them.  If they choose not to receive this capital in the form 
of an income stream, the product would have to compensate them in some way with 
increased income stream later in the contract life, or on return of capital at the end of the 
contract. 

However in the case of a deferred product it is punitive to deem that capital is reducing 
when it has been agreed to defer the start of the income stream.  Rather the member would 
expect that the product supplier is managing the capital to increase or at least maintain its 
after inflation value, up to the point when the income stream is agreed to start.  The capital 
value could be reset at the commencement of the payment stream, and a straight line 
depreciation of capital to the persons then expected lifespan could commence.   

 

3. Do you have any concerns with how these rules would operate? Do you foresee any 
unintended consequences?   

 

As suggested above the issue with a deferred product and its capital value needs to be 
considered if the capital value is deemed to diminish from the commencement of the 
contract rather than the commencement of the deferred income stream. 

  

4. Would it be possible to replace the minimum drawdown requirement with a diminishing 
capital value requirement, that is, have only Category A products? 

 

Yes it would be possible to have only a diminishing capital value requirement, however it 
may be necessary to have various levels of diminished capital as well as a zero product.  A 
fixed term annuity which provides an income stream over a short period can be structured 
to return 100% of capital at maturity.  This is an attractive product with support in the 
market place.   

Under a principles based approach, a solution may be to allow various levels of residual 
capital values, trading off higher residual capital for less deferral of income and or income 
variability.  Consumers would require certain income stream characteristics if the variables 
were offered in the way described below.  The straight line method of diminishing capital 
value could be used but reset to allow minimum capital greater than zero.   

However there may need for other conditions to be set for contracts that allow a residual 
capital value greater than zero.  This may include a maximum contract value (say no greater 
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than $1 million capital invested per member) coupled with a requirement that only allows a 
member a one time option to have a residual value greater than zero.   

A table suggesting values is provided below.   

 

Maximum 
Residual 
Capital 
Value 

Deferral 
Period 

Min (yrs) 

Deferral 
Period 

Max (yrs) 

Income 
Variability 
Allowed 

100% 0 0 No 
75% 0 0 Yes 
50% 0 5 Yes 
25% 0 10 Yes 
0% 0 15 Yes 

 

These alternatives could be expanded to include alternative death benefit outcomes resulting 
in a matrix of product features available for product manufacturers to offer consumers. 

However we are unsure about the confluence of the existing annuity and pension rules and 
the minimum payment rules for account based pensions explained in Paper 3.  If Treasury is 
asking that diminishing capital rules for pensions and annuities could replace minimum 
payment rules then our response is not as clear cut.  We believe that people who do not 
wish to hedge longevity risk by using annuity or pension products and maintain all their 
savings in account based pension product should not be ruled by the diminishing capital rule.  
Rather as per our response to question 15, the minimum payment rule with 5 year age gaps 
is a simple and efficient way to administer their savings to ensure that their tax advantaged 
superannuation accounts are used up. 

 

5. Would the depreciation schedule described above be appropriate? If not, why not, and what 
would be a better alternative?   

 

We agree in principle that you need to specify an independent determinant of capital value.  
However the current straight line basis for lifetime products does not take into account the 
improving mortality rate that exists in Australia.  We have seen the mortality of individuals 
improve by 5 or more years in the past 20 years.   

It is therefore preferable that the schedule take into account the improving life expectancy 
which adds complexity to a simple straight line calculation.   

 

6. How could or should an equivalent freeing up of the income payment rules apply in the case 
of a defined benefit type interest where members accrue an entitlement to a fixed income 
and there is no explicit purchase price? 

 

The impact on defined benefit members of diminishing capital values is quite difficult, as the 
promise to pay an income stream comes from the trustee and is covered by the pool of 
assets and the income they generate.  The operation of defined benefit funds is governed by 
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the trust deed and the promise to pay is the responsibility of the trustee.  There would need 
to be some kind of capital value calculated for the income stream provided for a member on 
their retirement, for the capital depreciation method to work. Once calculated the capital 
would be deemed to diminish during the remaining life of the member.   

However this works against the principals of any defined benefit approach.  Pooled assets 
provide the income stream for each retired member, and each defined benefit scheme would 
then have its own rules in their deed for death benefits, commutation or variability of 
income for retired members.  These rules should remain in place for existing members. 

 

7. Is there a need for a maximum drawdown rule?  How could this be designed? 

 

We do not forsee a need for a maximum drawdown rule, as this situation would be 
managed within the products offered recognising the access to capital principles. 

 

8. Do you agree there should be restrictions on who can offer products that fall under this 
category? If so, what restrictions 

 

This is problematic for Treasury as there are very real benefits for members who choose a 
life insurance product vs other pooled product providers.  The capital required to be kept in 
reserve for guaranteed products and retirement income stream products creates significant 
costs for the providers.  Those costs are passed on to consumers in annuity and pension 
contracts, but with the consumer having the full confidence of the government’s backing and 
regulation of these firms and products. 

It is problematic because any freeing up of the market in income stream products would see 
superannuation funds and or banks want to provide income stream products to their 
members.  Large superannuation funds are regulated by APRA, as are life insurance 
companies.  So from a consumer’s perspective that the two types of firms are regulated by 
the same government entity would suggest that they have the same type of capital backing 
and government oversight.  This is obviously not the case. So the market would need to be 
made aware of the differences in guarantees, regulation and government backing of these 
various entities, certainly a non-trivial task and one that would be difficult for many 
consumers to understand.  For these reasons we suggest that life insurance companies 
should remain the only organisations that can offer guaranteed products. 

 

9. If you do not support the approach outlined in this paper, how else could the annuity and 
pension regulations be re-cast so as to accommodate a wide range of retirement income 
products, provide appropriate levels of integrity and certainty, and not act as a barrier to 
future innovation? 

 

We support the approach taken in Paper 1 noting our suggestions from the answers 
provided above. 
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Consultation Paper 2 

Purchase Options for Income Stream Products 
10. Is it the case that the existing pension and annuity rules are impeding the development of 

innovative income stream products which provide greater longevity insurance in (a) the 
accumulation and (b) the drawdown phase? 

 

Yes current pension and annuity rules are impeding the development of more innovative 
income stream products.  As discussed above with regard to the diminishing capital rules 
whereby we suggest that the depreciation of capital can only commence from the 
commencement of payments after a deferral period, we also believe that the earnings tax 
exemption should exist from the purchase date, not the end of the deferral when an income 
stream payment commences.  We support the suggestion that people be able to purchase 
more of the same ‘product’ or income stream through multiple premiums over regular or 
irregular timeframes. 

 

11. Given that fund members often do not start to engage with their superannuation until a few 
years prior to retirement, are changes to facilitate the purchase of annuity products in the 
accumulation phase desirable?  Would changes be likely to encourage the development and 
take-up of such products in the absence of additional incentives?   

 

It is highly desirable for changes to occur for members to be able to purchase annuity 
products in the accumulation phase, and ensuring that earnings tax exemptions accrue to 
these products from the date of purchase.  As mentioned in Paper 2 this allows a longer 
period for earnings to accrue to make the payment streams, and would reduce the one off 
shock that consumers get when they see what a pension “costs” (the capital needed to 
purchase an annuity stream).   

 

12. Would it be feasible for funds to ensure that where an income stream product is purchased in 
the accumulation phase, the earnings tax exemption only applies after the member 
commences an income stream?   

 

As stated above, the earnings tax exemption should apply from the date of purchase, 
whether that be in the accumulation phase, at the point of retirement or after retirement. 

 

13. Is the purchase of a single income stream product in tranches a workable option?   

 

Yes it is a workable option, albeit with administrative and actuarial oversight required.   
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14. Would a de minimis rule set by the Government which allowed the return of premiums and 
earnings to policyholders be necessary to facilitate the purchase of annuity products in 
tranches in the accumulation phase?  Would the same rules also be appropriate in the 
drawdown phase? 

 

A de minimis rule would be preferable to an expectation that product providers need to 
consult APRA prior to acting in the best interests of their members. 

 

Consultation Paper 3 

Revising the minimum drawdown amounts for account-based pensions 

 
15. Does smoothing or increasing the flexibility of the minimum drawdown requirement warrant 

increasing the complexity of the system? 

 

There is merit in allowing people to manage their own affairs as they see fit, so flexibility 
should be encouraged.  However to maintain the principle that people should spend their 
tax advantaged superannuation savings, we appreciate the simplicity of the minimum payment 
schedule.  We agree with the suggestion that more age bands be used and suggest that 5 
years is appropriate, with a slight adjustment to the percentages required.   


