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GLOSSARY

Aggregate pay—the sum of all pay received
by 2 member of the Defence Force in con-
sideration of his service as a member of the
Defence Force {on continuous full time duty
for 12 months or more).

Contributor-—a person eligible and required
to contribute to the D.F.R.B, Fund,

Contributing Member—a person eligible and
required to contribute to the Proposed
D.F.R.B. Scheme.

Dependent—in relation to a person in respect
of whom an education allowance is payable,
means that the person is unmarried; and is not
being wholly supported at the approved institu-
tion of learning by an employer or potential
employer.

Defence Force—means the Naval Forces of
the Commonweaith, the Military Forces of
the Commonwealth and the Air Force of the
Commonwealth,

D.F.R.B. Fund—the Fund established under
Part III of the Defence Forces Retirement
Benefits Act 1948-1971.

D.F.R.B. Legislation—comprises the D.F.R.B.
Acts listed and summarised as to their effect in
Appendix D of this Report,

Effective Service—in relation to the Proposed
D.F.R.B. Scheme means all full time service
by a member of the Defence Force on con~
tinuous full time duty for 12 months or
more, completed as a contributing member,
from the date of entry to the Defence Force,
and includes all periods of service the member
is entitled to purchase back, but excludes
periods of non-effective service.

Final Pay—ihe pay of a member for the rank
and seniority of the member at the date of his
retirement from the Defence Force.

Invalid Pay—the benefit payable in respect of
the Commiitee’s Recommendation 18,

Late Entrant Officer—in relation to the Pro-
prosed D.F.R.B. Scheme means an officer who,
because of his late entry to the Defence Force,
cannot complete twenty years effective service
but can complete at least fifteen years effective
service before being retired on the ground of
age,

Pay—in relation to the D.F.R.B. Legislation
and the Proposed D.F.R.B. Scheme means the
‘daily rate of pay’ as defined in Section 4 of
the Defence Forces Retirement Benefits Act
1948-1971.

Pension—a retirement benefit payable under
Sections 38, 39, 41, 51, 52, 52a, 53, 55, 57,
58 and 58a of the Defence Forces Retirement
Benefits Act 1948-1971.

Pensioner—a person receiving a pension.

Period of non-effective Service—in relation to
the D.F.R.B. Legislation and the Proposed
D.F.R.B. Scheme means any period of service
when a member of the Defence Force is—

(a) on leave of absence without pay;

(b) absent without leave;

(c) awaiting or undergoing trial on a charge
in- respect of an offence of which he
was later convieted;

undergoing field punishment, detentmn
or imprisonment.

(d)

Proposed D.F.R.B. Scheme—the scheme pro-
posed by the Comumiftee in this Report.

Pre-1959 Entrant (Contributor)—a person
who was a contributor to the D.F.R.B. Fund
before 14 December 1959 and who contri-
butes for units of pension under the Defence
Forces Retirement Benefits Act 1948-1959
while making additional contributions accord-
ing to his category number under subsequent
legislation (see paragraphs 69-78 of this
Report).

Post-1959 Entrant (Contributor)—a person
who became a coniributor on or after 14
December 1959, whose contributions are
based on a flat percentage of salary through-
out service (see paragraph 67 of this Report).

Prescribed Court—

(2) a court of a State or of a Territory of
the Commonwealth, being a court that
has limited civil jurisdiction in personal
actions and can be constitnted only by
a Fudge;

a court that bas limited civil jurisdiction
in personal actions and can be con-
stituted only by a Judge or a stipendiary
magistrate, being & court of & State or

(b)



(c)

of a Territory of the Commonweslth
in which there is no court of a kind
referred fo in the last preceding para-
graph; or

any other court that has limited civil
jurisdiction in persomal actions, being
a court of a State or of a Territory of
the Commonwealth in which there is no

court of a kind referred to in either

of the last two preceding paragraphs,
Recipient Member—a person entiled to
receive benefit under the Proposed D.F.R.B.
Scheme.

Retired Pay—the annual benefit payable to a

recipient member who has completed effective
service specified in Recommendation 11.



RECOMMENDATIONS*

The Committee recommends—

1

(2)

(3)

(4)

(5)

(6)

v

(8)

()

That the present Defence Forces Retirement Benefits legislation (referred to
hereafter as the D.F.R.B. legislation) be repealed and a new scheme intro-
duced without delay. The Committee has examined the Post-1959 Scheme
closely to see whether this scheme, as it stands or with modifications, would be
suitable as the sole future scheme, and is unanimous that it has many defects,
of which the most critical are its lack of simplicity and comprehensibility to
servicemen and, therefore, should be replaced by the scheme proposed im
this Repoit.

That the proposed scheme be a comtributory retirement benefit scheme desig-
nated the Defence Forces Retirement Benefits Scheme (hereinafter called the
Proposed D.F.R.B. Scheme) and administered by the Department of Defence.
The Minister for Defence should be the responsible Minister,

That all members of the Defence Force on continunous full time duty for
twelve months or more (referred to hereafter as contributing members) be
eligible and required to join the Proposed D.F.R.B. Scheme.

That all contributing members be required to contribute at z flat rate. of
5.5 per cent of pay.

That the terms Pension and Pensioner be dxscontmued, that the entitlement
of a member who becomes a recipient under the Proposed D.F.R.B. Scheme
be referred to as retired pay or invalid pay; that a person contributing to the
scheme be referred to as contributing member and that the recipient be referred
to a8 a reciplent member.

That retired pay and invalid pay be expressed as a percentage of final pay
and be adjusted annually so that relativity with average weekly earnings
is maintained. A possible methed of achieving this would be to maintain the
relativity of benefits to current pay for the rank held on retirernent.

That the Proposed D.F.R.B. Scheme not be ‘funded’; that members’ contribu-
tions not represent a fixed proportion of the cost of the benefits provided;
that the contributions of members be payable to the Commonwealth; that the
Commonwealth guarantee the benefits provided and meet all costs not

-covered by members’ confributions.

That all contributors to the D.F.R.B. Fund be transferred to the Proposed

D.F.R.B. Scheme. The conditions of the scheme should thep apply to thes:.

{a) Coniributors whose total past contributions have exceeded 5.5 per cemt
of agegregate pay should receive a refund of the excess.

(b} A Pre-1959 Conitributor whose total past contributions have amounted to
less than 5.5 per cent of aggregate pay should have an option to either
repay the ‘shortfall’ over a reasonable period or have his entitlement
proportionately reduced in relation {o the ‘shortfall’ in his contributions.

(c) A Posi-1959 Contributor whose total past contributions have amounted
to less than 5.5 per cent of aggregate pay should be transferred to the
Pl:;aprffse:l:i D.FR.B. Scheme without being required to re-pay any
‘shorifall’

That pensions and benefits payable under the D.F.R.B. legislation at the time
the Proposed D.F.R.B. Scheme is introduced remain in force and, thereafter,
be adjusted in the same manner as benefits payable to recipient members of the
Proposed D.F.R.B. Scheme.

* Terms which appear in italice are defined in the Glossary.
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(10) That the existing D.F.R.B. Fund be transferred to the Commonwealth, The
question of whether the present investments are maintained or future con-
tributions invested as a basis for a separate welfare account is a matter for
the Government to determine,

(11) RETIRED PAY

)

(iii)

(iv)

That ‘a contributing member be eligible to receive retired pay upen retire-
ment at the completion of tweniy years effective service from the date of
joining the Defence Force. A Lafe Entrant Officer to receive retired pay
if he can complete at least fifteen years effective service.

That an officer retired from the Defence Force at his own request before

.he has served to the retirement age designated for his rank be entitled to

receive refired pay at the rate provided in Recommendation 11 (iii)
reduced by a proportion obtained by multiplying his uncompleted years of
service to retiring age by 5 per cent. The retired pay entitlement of an
other rank thember retired at his own request before the completion
of his carrent engagement should be reduced by a proportion obtained by
multiplying the uncompleted vears of his engagement by 5 per cent.
{Examples given in F:gm-e VI page 28.)

That retired pay entitlement accrue at the rate set ont in Figure 1 below—
FIGURE I—RETIRED PAY
Years of Effective | Retired Pay as a | Increments as a
Service for | Percentage of Percentage of
Retired Pay Final Pay Final Pay

15 30.00 ..

i . 31.60 1.00
7 . 32.00 1.00
18 . . . . 33.00 1.00
10 . .. . 34.00 1.00
20 . . . . 35.00 1.00
21 . ; . 36.50 1.50
2 . . . 32.00 1.50
23 . 39.50 1.50
24 . 41.00 1.50
25 42.50 1.50
260 . . . . 4400 1.50
27 . . . . 45.75 1.75
28 . . . . 47.50 1.75
2 . . . . 49,25 1.75
30 . . . . 51.25 2.00
31 . . . . 53.25 2.00
32z . . . . 53.50 2.25
33 . . . . §7.75 2.25
¥ .. .. 60.25 2.50
3 . . . . 62.75 2.50
6 . . . . 65.25 2.50
37 . . . . 67.75 2.50
B . . . . 70.50 2.75
3@ ., . . . 73.50 3.00
a9 . . . . 76.50 3.00

Bold figures indicate entitlement of Late Entrant Officers only.

(a) That a former contributing member be entitled to purchase back all
periods of past service upon re<joining the Defence Force.

2



(12)

(13)

(14)

(1%

(b} That provided that no payment of rerired pay is made during a
period of effective service with the Defence Force a recipient
member re-joining the Defence Force be entitled upon his eventual
retirement fo retired pay at the rate applicable to his total effective
service with the Defence Force.

{c) That a serving member of the Defence Force who is not a contributor
to the D.F.R.B. Fund because he elecied to remain on deferred pay,
should not be required to contribute to the Proposed D.F.R.B.
Scheme, but should be piven the option to purchass back sufficient
of his past service to qualify for entitflement under the Proposed
D.F.R.B. Scheme, at the rate of 5.5 per cent of aggregale pay
received during the years for which the member is buying back
service,

{d) That former members of R.A.5.R.* or any similar corps still serving
in the Defence Force when the Proposed D.F.R.B. Scheme is intro-
duced be permitted to purchase sufficient past service to gualify for
benefits in the proposed scheme.

REFUND OF CONTRIBUTIONS

That a refund of contributions without interest be payable to & contributing
member Who ceases to be a member of the Defence Force before qualifying
for an entitlement under the Proposed D.F.R.B. Scheme.

GRATUITIES

That the provision in the D.F.R.B. legislation for gratuifies should not be
re-enacted in the Proposed D.F.R.B. Scheme. The Commitiee considers that
any such provision should be made as a normal condition of service. This
aspect has been drawn to the attention of the Committee of Inguiry into
Financial Termy and Conditions of Service for Male and Female Members of
the Regular Armed Forces.

COMMUTATION i '

(a) That provided that the opiion is exercised within twelve months from
date of retirement a recipient member should be entitled to commute
an amount not exceeding four times the amount of the annual retired pay
~ entitlement payable to him jn the first year of his retirement.

(b) That retired pay proportionately reduced in relation to commmiation
remain payable after commutation.

(¢) That for the purpose of determining a widow’s entitlement commuta-
tion should be disregarded. '

(d) That invelid pey and a widow’s anonity should pot be capable of
commutation.

(e) That the implementation of this proposal should not affect existing
rights of pensioners under the existing D.F.R.B. legislation.

WIDOW’S ANNUITY

(2) That the widow of a recipient member receive an annuity of five-eighths
of his refired pay entitlement at the date of his death.

{b) That the widow of a contributing member receive an anmuity of five-
eighths of his notional invalid pay entitlement on the assumption that he
had been classified as an invalid Class “A’ at the date of his death.

(c) That provided no widow survives the member the widows annuity should
be payable to a2 woman, who throughout the period of three years
immediately before the member’s death, although not married to him,
lived with him as his wife on a permapent and bona fide domestic basis.

(d) That provided he was dependent for support on z female confributing
member or recipient member immediately before fhe date of her death

* Reguiar Army Spccml Reserve.
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(16)

(e)
{f)

the annuity referred to in Recommendation 15 (a) and (b) should be
payable to a widower. The annuity should only remain payable as long
as the widower’s financial circumstances remain substantially the same as
they were immediately before the death of the contributing member or
recipient member,

That uwpon re-marriage of a widow or widower the annuity should
terminate.

That in the case of the marriage of a recipient member the annuity
should only be payable to the widow, de facto wife, or widower, where
that marriage was contracted before the recipient member aitained
age GO.

CHILDREN

(a)

(b)

(c)

(d)

That a benefit be payable in respect of each child under the age of
sixteen years of a deceased recipient member or contributing member.
The entitlemnent should be $312 per annum (reviewable at regular
intervals and adjusted with rises in the cost of living) for each child
plus one sixth of the widow's or widower’s annuity.

That the amount in Recommendation 16 {(a), (¢) and (d) be payable
in respect of each child of the deceased member whether legitimate or
illegitimate.

That where a child under the age of sixteen years is orphaned, a benefit
in respect of each such child, of $702 (reviewable at regular intervals
and adjusted with rises in the cost of living) plus one eighth of the
widow’s or widower’s annuity be payable.

That provided a child remains dependent and under the age of twenty-
five years the benefit payable under (a), (b) or (c) be paid as an educa-
tion allowance for the period that person is a student undergoing full
time education at an approved institution of learning or instruction,

{17) That there be payable to the estate of a contributing member or recipient
member who dies without leaving dependents eligible for benefits provided by

(18)

the

Proposed D,F.R.B. Scheme an amount equal to one and a half times his

contributions. But the value of any retired pay or other benefit received by &
recipient member should be deducted from the amount payable to his estate.

INVALID PAY

(a)

Initial classification

That the file and other documents relating to a member discharged from
the Defence Force medically unfit be sent to an Assessment Tribunal
consisting of a panel with qualified medical members and members with
industrial experience. This Tribunal to determine:

(i) his degree of disability;

(ii) his degree of imcapacity in relation to civilian employment

and classify him ‘A’, ‘B’ or ‘C’ with an entitlement as prescribed in
Figure 1.

FIGURE H
Degree of disability
andfor incapacity Classi-
in relation to Sication Entitlement
civilian employment
100-60 A Invalid pay at the rate of 70 per cent
of final pay
59-30 B Invalid pay at the rate of 35 per cent
of final pay
29-0 C A lump sum comprising one and a
' haif times his contributions




(b)

(c)

Re-classification

That the Assessment Tribunal re-examine each invalid retiree from fime
to time and adjust his classification upon improvement or deterioration
in 'his degree of disability or degree of incapacity in relation to civilian
employment. An invalid retiree’s earnings in civilian employment should
not be taken into account in asséssing his entitlement. An invalid retiree
should have the right to initiate review of his classification.

Appeal

That a member aggrieved by the determination of an Assessment Tribunal
should have the right to apply to an Appedl Tribunal, separately con-
stituted but of similar composition to the Assessment Tribunal, and that
this body should have the power to affirm, vary, or substitute for that
of the Assessment Tribunal, its own assessment of thie member’s degree of
disability or incapacity in relation to civilian employment. Subject to the
requirements of the Constitution of the Commonwealth of Australia
decisions of this body should be final in respect of those matters it is
empowered to examine. Such further appellate procedure as may be
regarded as necessary to meet the requirements of the Constitution of the
Commonwealth of Australis should be included in.the legislation.

(19) DisPUTES

That a person whose rights under the Proposed D.F.R.B. Scheme are affected
by a decision of an authority appointed to administer the proposed scheme
should have the right to appeal to a Prescribed Cowrr against that decision.
Further right of appeal in keeping with requirements of the Constitution of the
Commonwealth of Australia from the decision of the Prescribed Court should
be provided.

(20) ServicE DisciPLINE

(a)

(b}

That where a member has been absent without leave for a period of
twenty-cight days or been officially recorded 4s a- deserter he should
cease to be a member of the scheme. His dependants should lose all
right to benefits in respect of his death on the twenfy-ninth day of his
absence, or the day he has been officially recorded as a deserter, whichever
occurs first. But should he die absent without leave before he has ceased
to be a member of the scheme, his dependants should retain iheir
entitlement.

That retired pay or other entitlement of any member should not be
reduced by reason only that the member has refused to sign on to a
Reserve maintained by the Service of which he was a member.

{c) That subject to (a), a contributing member who has length of service

17186/72~-3

sufficient to qualify him for retired pay should not forfeit that entiilement
in the event of his discharge from the Defence Force on discipliriary
grounds. .



INTRODUCTION

This Report from the Joint Select Committee
on Defence Forces Retirement Benefits Legis-
lation brings to an end an Inguiry which com-
menced in early September 1970. In an Interim
Report presented to Parliament on 7 December
1971 the Committee explained why it had been
unable to bring its deliberations to an earlier
conclusion, We are now able to present findings
on the present legislation and to make certain
recommendations which, if adopted should
meet the needs of the Defence Force for Retire-
ment Benefits in the foreseeable future.

2. The Committee was appointed putsuant to
resclutions of the House of Representatives and
the Senate and came into being on 2
September 1970,

Resolufion. of Appointment

3. The resolution of appointment of the Com-
mittee provides—

(1) That a Joint Select Committee be
appointed to inquire intc and report
upon the Defence Forces Retirement
Benefits legislation in relation to—
(a) its aims and objectives;

(b) the complexities of the legislation
and any means by which the legis-
lation might be simplified and
improved;

(c) the rates
members;

(d) any differences, as between mem-

, bers, in the benefits provided;

(e) any anomalies and inequities that
might exist;

(f) the frequency of and delays in

: actuaria] investigations on the state
and sufficiency of the Defence
Forces Retirement Benefits Fund;
and

(g) administration of the Fund.

(2) That the commitiee consist of three
Members of the House of Representa-
tives to be appointed by the Prime
Minister, two Members of the House of
Representatives to be appointed by the
Leader of the Opposition in the House
of Representatives, one Senator to be
appointed by the Leader of the Govern-
ment in the Senafe, one Senator to be
appointed by the Leader of the Oppo-
gition in the Senate and one Senator fo
be appointed by the Leader of the Demo-
cratic Labor Party in the Senate.

of contribution by

(3) That every appointment of a member
of the commitiee be forthwith notified
in writing to the President of the Senate
and the Speaker of the House of
Representatives.

(4) That the Chairman be nominated by
the Prime Minister from one of the
members to be appointed by him.

(5) That the Chairman of the committee
may from time to fime appoint another
member of the committee to be Deputy
Chairman, and that the member so
appointed act as Chajirman of the com-
mittee at any time when the Chairman
is not present at a meeting of the
committee.

{(6) That the commitice have power to
appoint sub-comhittees consisting of
three or more of its members, and to
refer to any such sub-committee any
matter which the committee is em-
powered to examine,

(7) That the committee or any sub-
committee have power to send for per-
sons, papers and records, to move from
place to place, and to sit during any
recess or adjournment of the Parliament
and during the sittings of either House
of the Parliament.

(8) That the committes have leave to report
from time to time and that any mem-
ber of the committee have power to
add a protest or dissent to any report.

(9) That three members of the committee,
including the Chairman or Deputy
Chairman, constitute a quorum of the
commiitee, and two members of a sub-
committee constifute a quorum of the
sub-committee.

(10) That the Chairman or the Deputy
Chairman presiding at a meeting have
a deliberative vote and, in the event of
an equality of voting, also have a
casting vote,

(11) That the committee report to the Par-
liament as soon as possible.

(12) That the foregoing provisions of this
resolution so far as they are inconsistent
with the standing orders, have effect
notwithstanding anything contained in
the standing orders.



(13) That a message be sent to the Senate
acquainting it of this resolution and
requesting that it concur and take action
accordingly,

Appointment of members to the Commiftee

4, Message No. 65 dated 2 September 1970,
from the Senate was reported concurring in the
resolution of the House. On the same day the
House was informed that Sepator Maunsell
had been &appointed by the Leader of the
Government n the Senate, Senator Devitt had
been appointed by the Leader of the Opposition
in the Senate and Senmator Byrne had been
appointed by the Leader of the Democratic
Labor Party in the Senate.

5. Mr Jess, Mr Hamer and Mr Bonneft were
appointed by the Prime Minister, My
Barnard (Deputy Leader of the Opposition)
and Mr Crean by the Leader of the Oppo-
sition. The House was informed that Mr Jess
had been appointed by the Prime Minister to
be Chairman of the Committee. Pursvant to
the resolution of appointment the Chairman
later appointed Mr Crean as Deputy Chairman
of the Committee.

The Inqguiry

6, The resolution of appointment requires the
Committee to inquire into and report upon
the legislation in relation to the terms of
reference set out in paragraph 3. Shortly afier
its appointment the Committee met and dis-
cussed how best to approach the Inguiry in
the light of these terms of reference.

7. The appointment of the Joint Select Com-
mitiee refiected the concern of private mem-
bers and of Senators of all parties with the
operation of the present legislation. In par-
ticular the very high contribution rates that
were being required of certain pre-1959
entranty to the scheme, the delays in comple-
tHon of the statutory actuarial reviews and
the ever gromng complexity of the leglslatlon
were causing concern.

8. The Committee,. therefore agreed that it
should advertise as widely as possible seeking
submissions on its terms of reference from
members of the public, particularly from serv-
ing and retired members of the Defence
Force. Adveriisements were inserted in major
metropolifan newspapers and in local news-
papers circulating in the vicinity of defence
establishments, The Service Departments were
each askwd to ensure that the Committee’s

appointment, its terms of reference and its
request for submissions be given wide pub-
licity within the Defence Force.

9. Becavge it was anxjous that serving mem-
bers of the Defence Force should have the un-
restricted right to communicate directly with
the Committee if advised the Service authori-
ties of this and servicemen and women were
informed that they could write directly to the
Committee.

10. In response to its invifation the Committee
received 459 submissions congerning the
scheme. Most of these were from individual
members of the Defénce Force and retired
members. Submissions were also received
from the Service Departments supported by
the Service Boards, and from organisations
representing serving and retired members of
the Defence Force. '

11, A selection of submissions was made for
presentation at public bearings. The aim. of
the Committee was to canvass as widely as
possible the various views that had been ex-
pressed. Before embarking on this part of its
Inquiry the Committee requested Mr L. K.
Burgess, Chairman of the D.F.R.B. Board,
to make a preliminary submission briefing the
Committee on the operation of the legislation.

12, The submissions received by the Com-
mittee confirmed the impression that wide-
spread discontent with the scheme existed.
Many submissions establish grounds for real
grievance with the scheme as it operates;
others indicate a lack of understanding of how
the scheme operates, particularly the way in
which the benefits are financed; others confirm
the complexily of the scheme by revealing
widespread misconceptions concerning its real
effect.

13, The Commitice approached the Inquiry
conscious of a number of matters which
although not immediately related had an im-
portant bearing on the Inquiry. It recognised,
firstly, that the provision made for the retire-
ment benefits in the existing legislation was
only one aspect of conditions of service and
the probiem of industrial relations in the
Defence Force. On 16 Octcber 1970 the
Minister for Defence announced the appoint-
ment of a Commitiee of Inquiry into Financial
Terms and Conditions of Service for Male. and
Female Members of the Regular Armed
Forces under the Chairmanship of the Hon-
ourable Mr Justice John R. Kerr, CM.G,, a



Judge of the Commonwealth Industrial Court,
with wide ramging terms of referemce cover-
ing the pay and allowances structure of the
Defence Force. That Inguiry has been taking
place at the same time as the Inguiry of this
Commitiee,

14. The Committee has also had to consider
the D.F.R.B. scheme in the light of the pro-
vision of retirement benefits, generally, else-
where in this community. During the course
of this Inquiry there have been developments
in the general field of superannuation and
retirement benefits that have affected the
Committee’s deliberations., In 1971, the Com-
monwealth Government passed legislation to
introduce a measure of portability and preser-
vation of pension rights. The ambit of that
legislation does not extend beyond the public
sector of employment and it is not as yet
fully operational within that area. The Com-
mittee appends a paper prepared by the Com-
monwealth Treasury as part of its submission
to the Committee which explains the opera-

tion of this legislation and its implication for

the present D,F.R.B. legislation (Appendix B).

15, The Committee obtained information on
the schemes, applicable to the Defence Force,
operating in some comparable countries over-
seas. It has examined the schemes which
apply in Canada, the United States of
America and the United Kingdom, Some of
these schemes are non-contributory which is
a principle which, for reasens given in para-
graphs 44-48, the Committee does not favour.
Certain features of all these schemes have
recommended themselves to the Committee,
particularly the principle of retirement benefits
based on length of service rather than age ot
retirement, Other features of these schemes
have been difficult to place in perspective be-
cause of the different social context in which
those schemes operate.

16. The conclusions this -Commitiee has
reached on the provisien for retirement bene-
fits that shounld be made for members of the
Defence Force have assumed that, apart from
improvements to pay and allowances that may

result from the recommendations of the Com-
mittee of Inguiry into Financial Terms and
Conditions of Service for Male and Female
Members of the Regular Armed Forces, the
general conditions of service as they apply to
members of the Defence Force will remain
substantially as they now are. This means that
the Committee assumes that officers will con-
iinue to retire at fixed ages between age 45 to
age 60 with the majority retiring between ages
50 and 55, That other rank members will
coptinuze to engage for short periods of be-
tween six and twelve years and that the Ser-
vices will continue to mainfain stringent fitness
standards. It has also heen necessary to assume
that the general social context within which
these benpefits are provided will remain
unchanged.

17. The terms of reference direct an Inquiry
into the existing legislation. Our analysis has
led up to the conclusion that the existing legis-
lation does not make adequate provision for
retirement benefits given the special circum-
stances of service in the Defence Force. It

is pur conclusion that a eompleiely new scheme

should be introduced and we make recom-
mendations as to the form that this scheme
should take,

18. The Commitiee has been mpst anxious to
obtain estimates of the likely cost to the Com-
monwealth of the proposed scheme. Its en-
deavours to obtain accurate estimates have
led to delays in the completion of the Inquiry.
In an Interim Report presented to Parliament
on. 7 December 1971 it was explained that the
Report would be withheld until estimates could
be obtained from the Commonweaith Actuary.
Although certain estimates have been obtained
to which reference is made later in this Report
the Committee has not been able to obtain the
kind of costing it originally requested.

19. Throughout this Inquiry the Committes
has had the assistance, as Adviser, of Mr
P. W. C. Stokes, O.B.E, ED. In his capacity
as Adviser Mr Stokes has made a valuable
contribution to this Inquiry and the Commiitee

is indebted to him for making available his

knowledge and experience.



CHAPTER I—AIMS AND OBJECTIVES

20. The Committee has had to comsider the
present scheme in relation to ifs aims and
objectives, ¥t has alsc been necessary for the
Committee fo reach its own conclusions on
what the aims and objectives of the scheme
should be on the basis of what has been
revealed and what it has concluded concern-
ing the present scheme. Before reaching con-
clusions on aims and objectives it is desir-
able to outline the development of the D.F.R.B.
scheme and fo place it in context within the
public sector and in relation to the provision
made generally in the community for retire-
ment benefits.

The Evolntion of the Defence Forces Refire-
ment Benefits Scheme -

21, The Defence Forces Retitement Benefiis
legislation was introduced in 1948 in conjunc-
tion with a general review of policy in rela-
tion to the Defence Yorce. The possibility of
a uniform scheme of retirement benefiis for
permanent merbers of the Defence Force
was assisied by the introduction of a pay code
for the Forces in July 1947, bringing mem-
bers of the Navy, Army and Air Forces on to
a uniform ‘basis of pay and allowances. Before
these changes members of the Defence Force
had been entitled 4o retirement benefits, but
the provision of these was by no means uni-
form. Associated with the revised pay code
was the introduction of lower retiring ages for
Army officers more in line with those for
officers of Nayy and Air and the reduction of
the compulsory retiving age for other ranks
of the Army and Air Force from 60 to 55
years. The D.F.R.B. scheme was introduced
to meet the special needs of the Defence Force
for retirement benefits under the new condi-
tions of service.

22, The iype of scheme that resulted was
gimilar to other public sector schemes in
existence, particnlarly the Commonwealth
Public Service Superannuation Scheme.
Broadly this involved the establishment of an
actuarially based superannuation scheme,
membership of which was compulsory,
financed partly by members’ contributions and
parily by Government subsidy and adminis-
tered by an independent statutory authority.

The range of benefits included pensions pay-
able on retirement, pensions payable to persons
invalided from the Defence Force, and pen-
sions payable to dependants where the death
occuried of a serving member or of a
pensioner,

23, In establishing a scheme for the Defence
Force in 1948, it was necessary to deépart
in certain fundamental respects from other
public sector occupational retirement benefit
schemes in existence at the time. It was recog-
nised that thé Defence Force had special
requirements which conld not be catered for
within the framework of existing schemes. A
committee under the Chairmanship of the
Minister for Defence and Post War Recon-
struction, the Honourable J, J. Dedman, M.P.,
had furnished a report making recommenda-
tions to the Government. These formed the
basis for the 1948 legislation.

24. The scheme differed in a number
of respects from the Commonwealth Public
Service Superannuation Scheme upon which it’
was paiterned, but was similar in concept. A
similar range of benéfits was provided as for
other Commowealth employees, but it was
necessary to establish a pension structuze that
would provide retirement benefits for officers,
who, under the new organisation of the
Defence Force retired at a wvariety of retiring
ages much lower on the whole than the retire-
ment ages of 60 and 65 which were usual in
most civilian employment. It was also neces-
sary to provide a structure of pension for
other rank members, recognizing the pecu-
Harities of the system of engagements in the
Defence Force. Special provision for invalld
retirees was made, and the scheme made pro-
vision for retirces to commute a portion of
future pension entifiement, wnder certain con-
ditions, in order to obtain a lump sum, This
was an unusual feature for public sector retire-
ment berefit schemes at the time.

25. Tt was accepted that the scheme would be
ultimately funded on a full actuarial basis, but
the novelty of some of the provisions led to
an intetim arrangement for financing the bene-
fits. This remained in force until 1959. Mem-
bers paid the same rate of contributions for
units of pension as paid by contributors fo



the Commonwealth Public Service Super-
annuation Pund for retirement benefits at age
60, The benefits were prescribed in schedules
to the legislation and were fixed in relation
to each rank,

26. The cost of providing the benefits was not
apportioned between contributors and the Com-
monwealth in strict shares, but the accomu-
lated contributions of the member were paid
into a pension account, the Commonwealth
meeting the cost of the benefit once the con-
tributions of the member were exhausted. A
review in later years showed that the propor-
tion of the pension granted which was being
financed from different members’ contributions
under this method varied to a marked extent
but that the overall average was 15 per cent of
the total pension benefit granted. In 1959, a
committee chaired by Sir John Allison, was
appointed to advise the Treasurer and Minister
for Defence on the Defence Service pay code.
Its terms of reference included the direction:

‘To review the Defence Forces Retirement

Benefits Scheme’, Following on the report of
that committee substantial changes were made
to the scheme by amendments to the legislation
in 1959, In the report of the Commonwealth
Actuary for the actuarial investigation 1939-
64,(1) the effect of the 1959 amendments were
described in the following terms:

(b)In order to establish a basis for the calcu-
Iztion of contributions to be paid by enirants
to the Scheme ‘after 1959 and by existing
contributors for additional benefits which
they might take up in future, it was necessary
to determine the proportion of benefits which
would be met by the Fund. . . . the Fund
was meeting, on the average, 15 per cent of
the cost of existing pensions which were
related to units of pension. This proportion
was retained for pension entitlements related
to units of pension already held by contri-
butors who entered before 1959. In order to
relate the Fund’s share of pension entitle-
ments granted after 1959 to a contributor
more closely to the share applying in other
Commonwealth Superannuation schemes, the
Fund was charged with 224 per cent of the
cost of such entitlements.

(c) Following on from the determination of the
Fund’s share of benefit costs as outlined
above, actuarially calculated contributions
were prepared for Post-1959 entrants and
were included in a schedule to the Act. The

® Parliamentary Paper No. 59 of 1968.
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contributions were obtained by applying a
percentage, actuarially defermined, to the
salaries for each rank payable at 14
December 1939,

The percentages for Officers were related to
broad groupings of the Bramches of each
Service . . . which are called Officers
(Group A) and Officers (Group B). The basis
of these groupings is an aflocation of those
Branches having comparable ranges of retir-
ing ages to a common scale of percentage
coniributions. 'The percentages for the
former group commenced at the rate of 5
per cent for ages at entry before age 24
and increased for later enfry ages. The per-
centage for the latter group and for Other
Ranks was 5 per cent to age 30 at entry,
with higher percentages thereafter,

These rates of contribution were estimated to
be sufficient to meet the new entrant’s pres-
cribed share of 22% per cent of the total
cost of the new pensions included in the
amending Act, plus the whole of the cost of
any refunds of contributions. . .

The benefits for Pre-1959 entrants were
replaced by the new pension schedules, Con-
tributors who had entered before 1959
continued to pay their unit of pension
contributions into the Fund for their Pre-
1959 entitlements and could pay additional
contributions to build up their benefit entifle-
ment to that provided by the new schedules.
The additionil contributions were calculated
individually, the basis being that these con-
tributions meet an average 22% per cent of
the cost of the additional benefits (the range
is from 20 per cent for early retiring ages to
28.6 per cent for age 60), taking into
account the increase in benefits desired, the
member's age, the rate of widows’ pension
and the period over which he was expected
to make payment. A similar calculation is
made each time such a member has elected
to pay additional contributions in order to
obtain the whole of an increase in benefit
entitlements ariging from promotion or other
causes,

During 1962 and 1963, a major revision of
the pension and confribviion arrangemenpts
for Post-1959 entrants was made, to deal
with the problem of salary inflation in
relation to a fixéd schedule of pensions. The
previous system. of fixed amoumts of pension
and contribution for each rank was replaced
by a system under which benefits and con-
tributions were subject to variation without



the need for amendment to the Act, accord-
ing to changes in salary levels within and
without a rank, The practice of stating the
amount of pension for each rank and retiring
age (for Other Ranks, each duration of ser-
vice) in a Schedule to the Act was discon-
tinved in favour of the inclusion of a
pension formula in the legislation. . . .

The method of financing the member’s
share of 221 per cent of the cost by means
of a percentage rate of contribution is found
in numbers of private superannuation plans,
The rates are based or a pooling principle
under which broad grouping of members
having certain similar characteristics pay a
common percentage rate of contribution into
a common fund from which benefits may
eventually be drawn in accordance with each
member’s circumstances.

The whole range of benefits for Post-1959
entrants is available to those Pre-1959 en-
trants who pay the additional contributions
required. It is presumed that the contributions
paid by these members for units of pension
taken out prior to 1959 will meet on average
15 per cent of the cost of the benefits attach-
ing to those units. The additional conmtri-
butions commenced after 14 December 1959
are individually calculated as required and
are intended to meet on average 22% per
cent of the cost of the further amounts of
retirement benefit cover taken np after that
date.

Individual calculations are necessary whilst
benefits are being financed on a “benefit pur-
chase” basis under which each amount of
additional retirement benefit cover 1is
purchased by payment of an additional
contribution which does not commence until
entitlement to the additional cover arises. By
contrast, the pooling. principle adopted for
Post-1959 entrants takes into account the
retirement benefit cover likely to be required
by all members throughout théir service and
spreads the cost of that cover over the whole
of the service of all members in the form
of percentage rates of contribution.

In 1965, with retrospective effect to 1964, the
Act was varied to permit Pre-1959 members
to freeze their amount of forimightly con-
tribution to the Fund and the amount of
Fund’s share of pension. The Commonwealth
share is payable in full.()

27. The Committee has found that many of

the problems raised by the present D.F.RB.

¢ Parliamentary Paper No. 59 of 1968, pp. 1823,

scheme, arise within the areas of difficulty
identified in paragraphs 22 and 23. The Com-
mittee has concluded that the original scheme
although providing a short term answer to the
problem of providing retirement benefits for
defence personnel has mot provided a lasting
solution. In fact the remedies have tended to
create their own problems, In particular, prob-
lems have arisen in regard to officer retirerent
and the provision of retirement benefit for
invalidity.

28. It 18 also clear that the arrangements that
have been made for financing the cost of the
benefits have worked to the disadvantage of
contributors. This is particularly the case with
those members of the scheme who entered be-
fore 1959. The Committee is very concerned
that anomalies have arisen in regerd to these
coniribution rates and considers that the
arrangements made for. these entrants to pur-
chase their share of the benefits have added to
the complexity of the scheme. The relief
afforded to members confronted with very high
rates of contribution of allowing pre-1959
entrants to ‘freeze’ their contributions at selec-
ted levels thereby rejecting the Fund's share of
further entitlemnent has created jts own prob-
lems. The delay in completing the actuarial
review of the scheme for the period 1959-1964
meant that the extent of the problem could not
be gauged and it was not until the report of
the Commonwealth Actuary was presented to
the Parliament in 1968 that action could be
taken, There has been a further delay with
the preparation of the Actuary’s investigation
for the period 1964-1969. In the meantime,
no action has been taken to transfer existing
pre-1959 contributors to the post-1959 scheme
as recommended by the Actuary in 1968.

The Principle of Funding

29. In the public sector in Aunsiralia the
normal method of financial administration of
superannuation schemes has been the method
usnally described as funding. The Common-
wealth Actuary, Mr 8. W. Caffin, O.B.E,, has
described the development of this approach in
a report prepared for the Committee entitled
‘The Actuarial Bases Underlying The Defence
Forces Retirement Benefils Act 1948-1970°
{(Appendix C).

30. This is one of the methods developed by
employers in the private sector for the pro-
vision of retirement benefits for their em-
ployees. It recognises the well known fact that
the. initial cost of providing benefis I a

I



superannuation scheme is low at first but
rises with the passage of time as more and
more employees retire on pension, In order to
ensure that the benefits will be paid, a fund is
established into which either the employer or
the employee or both pay contributions which
are then iovested and the earnings accumu-
lated to meet the cost of the benefits, The
Trust Deed or rules governing the scheme
normally provide for regular actuarial advice
to be obtained in order to ensure that the
scheme is solvent, ie, that there will be suffi-
cient funds to meet the liabilities as they fall
due, on the principle that if the value of the
future income of confributions and invest-
ment earnings recoverable does not at least
equal the value of the future benefits payable
it is inevitable thai the scheme will become
inselvent. The managers of the scheme receive
regular advice from an actuary who makes an
assessment of the scheme by the method des-
cribed by the Commonwealth Actary in
paragraphs 47-56 of his report (Appendix C
pages 62-63).

31. Funding is essential for schemes operating
in the private sector as it provides the only
guarantee that the benefits will be paid. It also
serves as a useful accounting device for assess-
ing the likely future cost and the cost of par-
ticular benefits.

Funding in the Poblic Sector

32. Funding has been adopted in the public
sector in Australia by the Commonwealth and
State Governments for the schemes operated
for their employees. The Commonwealth em-
ploys this principle for the provision of bene-
fits for members of the Defence Force and
the development of this process is described
in paragraphs 57-109 of the Commonwealth
Actuary’s report (See Appendix C, pages
63-69).

33. Funding by the Commonwealth departs
from the general principles ouflined above in
the important respect that the Commonwealth
does not ‘fund its share’. This means that the
Commonwealth does not confribute fo the
D.FR.B. Fund but meets its liahility as it
falls due on 2 ‘pay-as-youn-go’ basis, This does
not afiect the financial viability of the scheme
as the benefits to be provided and other essen-
tial terms of the scheme are prescribed in
legislation and therefore puaranteed by the
Government. ‘Pay-as-you-go’ merely means
that the Commonwealth pays from revenue
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the proportion of every benefit that is paid
which it has consented to meet.(®) As the legis-
lation prescribes the rate at which benefits will
be payable and on what terms, it is necessary
for the legislation to define the share of the
cost that the Commonwealth and the members
of the scheme, respectively, will meet.

The Form of the Present Scheme

34, In the case of the exisiing D.F.R.B.
scheme the Commonwealth I8 required to
meef:

(a) Eighty per cent!®) of the cost of pen-
sions paid under the Act. This includes
retirement pensions; ‘A’ and ‘B’ class
invalidity pensions; and pensions and
benefits payable to widows and eligible
children.

One hundred per cent of the cost of

certain additional pensions.(®

One hundred per cent of the cost of

gratuities including those payable to

‘C’ class invalids, (9

The total cost of the administration of

the scheme, (V)

(e) The Commonwealth can also be re-
quired to make up any abnormal drain
on the fund occasioned by active ser-
vice. (8)

(f) The Commonwealth also meets the
entire cost of the entiilement of pre-
1959 entrants arising after ‘freezing’;
and the cost of ex grafiz increases of
pensions.

The Fund is required to meet—

{a) Twenty per cent of the cost of pension
in (a) above;

(b) One hundred per cent of the cost of
refund of contributions.

(b
{c)

(d)

Overseas Schemes

35, Unlike most equivalent schemes for the
Defence Force in compardble countries, the
D.F.R.B. scheme is funded. In the United

Act

® Ses Defence Forces Retirement Benefits
1948-1971; sections 15; 154; 158 and 15¢.

@ Ses Defence Forces Retirement Benefits
1948-1971; section 32 (1). :

© See Defence Forces Retirement Benefits
1948.1971; section 32 (2) and section 45,

®See Defence Forces Retirement BRenefits
1948-1971; section 33.

™M See Defence Forces Retirement Benefits
1948-1971; section 13.

®'Sec Defence Forces Retirement Bensfits
1948-1971; section 34.

Act
Act
Act
Act
Act



States of America and the United Kingdom
the pension scheme for the Defence Force
is pnon-contributory and in Canada the scheme
js contributory but only partially funded. In
each of the countries mentioned members
qualify for bepefit on the basis of length of
service rather than age at retirement. This
principle is adopted in the Ausiralian scheme
in relation to other rank members but not
for officers. The basis upon which pension s
paid to officers is discussed in paragraph
88 and the Committee recommends that
eligibility for Retired Pay should in
future be based on lenpth of service. The
career of members of the Defence Force is
generally much shorter than in other occupa-
tions and it is expected that for servicemen
who are required by the Defence Force to
retire early that they will obtain other emplay-
ment. . Consequently the benefit paid at the
termination of service is required to fulfil a
variety of functions. For early retirees it mmust
supplement possible civilian earnings and for
later retirees it must do this, and as well, pro-
vide an income later during retirement. In
Canada, the United States of America and the
United Kingdom, it has been recognised that
the peeds of servicemen can best be met by
" providing pensions based on length of service
and rank and income achieved. Another im-
portant factor is the need for Government to
assure recruits that they will be compensated
adequately if the needs of the service require
them 1o retire ip early middie age.

36. Financing pensions on the length of ser-
vice basis ¢reates problems in a contributory
scheme and particularly in a funded scheme.
In the United States of America and the
United Kingdom pensions are granted to ser-
vicemen On a non-confributory basis, thus
avoiding these probiems. In Canada the mem-
bers of the scheme pay contributions but these
are only loosely related to the cost of provid-
ing the benefits,

37. Even without the adoption of the length
of service principle for officers, the D.F.R.B.
scheme has run into difficulties. These arise
partly because it is not really possible to pro-
vide satisfactory pensions given the length
of service of most contributors, if the scheme
is to be financed in any meaningful respect
from contributions of members. In this con-
pection it should be noted that the Common-
wealth meets more than 80 per cent of the
cost of providing the benefits. At the same

.13

time, members of the scheme pay contribu-
tions at least the equivalent of those paid by
members of the Commonwealth superannua-
tion and other similar schemes.

Proposals put to the Committee concerning the
Form of the Scheme

38, Among the many proposals put to the
Commiitee recommending a different kind of
scheme, the following are the most important:
¢ that the Commonwealth should pay its
contributions into the fund;
that a separate scheme for retirement
benefits shoudd be instituted with a sepa-
rate fund for ‘non-retirement’ benefits;
‘that the scheme should be wvoluntary
rather than compuisory;
that members should have an option to
select a level of benefit cover and reject
certain entitlements;
that the scheme should be a ‘non-
contributory scheme’, -

Fonding by the Commonwealth

39. The present D.F.R.B. scheme is only partly
funded as explained in paragraphs 32-33, It
has been submitted that the Commonwealth
should pay its contributions into the Fund
rather than meet its liability on a ‘pay-as-you-go’
basis. In 1966 the Federal Executive of the
Administrative and Clerical Officer’s Associa-
tion commissioned Professor G, E. Caiden to
prepare a report on the Superannuation Act
1922-1965. The Federal Executive made this
Report available to the Commiftee. Professor
Caiden adverted to the supgestion fhat the
Commonwealth should fund #ts contributions
and made the following comments:

If the Commonwealth Government were to
pay its contribution towards the liability when
incurred, the whole basis of the present
scheme would change and the actuaries would
have to re-calculate. employee contributions

 and the expected increase in earning from
investments,

Should the Government adopt a funding prin-
ciple for its own contributions, and providing
there was no compensatory alteration in
employee contributions, then the annnal sur-
plus of the Fund would increase and the
Fund grow even faster, both from increased
Government contribntions and increased in-
‘vestmenit earnings.

In these circumstances confributions could
be reduced—or benefits increased.. A]I that



would have happened is that the Government
would be paying more into the superan-
nuation scheme and therefore either reducing
employee contributions or raising benefits.

The Government would have to find the
money through increased taxation or borrow-
ing (partly from its own scheme!) but the
burden would be -shiffed from contributors
to the community at large. The same end
could be achieved if the Commonwealth
Government were asked to finance increased
benefits or to assume a greater proportion of
the costs, i.e. an Increase from sbont five-
sevenths to three-quarters or four-fifths.®

40. For the reasons the Committes gives in
Chapter II it is not in favour of the Common-
wealth funding its share.

A Separate Fund for ‘Non-Retirement Benefits’

41. This proposal envisages a separate fund to
cover invalidity, death and family benefits and
a right of a contributor not to contribute for
these benefits. Some of the implications arising
from the adoption of such an arrangemient
would be:

(2) the election by a married member not
to coniribute for these benefits could
fead to inadequate provision for his
family in the event of his death or for
himself and his family in the event of
his substaptial invalidity.

In the case of 2 member, single on entry
to the present scheme but who sub-
sequently marries, his immediate family
is automatically covered for benefit both
during and after service, without addi-
tional contribution. Under the proposal,
delay in entering the scheme until the
need arose could make the cost of
reasonable cover prohibitive,

The opportunity would exist for selec-
tion spainst the scheme,

42, The main problem with this kind of
approach to invalidity and death cover is that
younger members tend not to give much con-
gideration to what the future may hold in
respect of marriage, family, invalidity and
death, An earlier decision not to coniribute for
cover, the need for which was not foreseen

(b)

(c)

® A ‘Report on the Superannuation Act 1922-1965°
by G. E. Caiden, BSc. (Econ.), Fh.D. (London), July
1966 prepared for the Federal Executive. of the
Administrative and Clerical Officers’ Association,
pp. 2223,

at the time, will mean that the necessary pro-
tection is not available if the need arises. It
can be argued that individuals should be
allowed to make their own decisions and be
required to accept the consequences. A counter
argument is that, because of the serious con-
sequences that may flow from a decision not to
participate, the protection afforded by death
and invalidity provisions should be compulsory
for all members. The Committee considers that
compulsory contribution is necessary if an
effective retirement benefit scheme providing
appropriate cover for contingencies such as.
death and invalidity is to be provided and the
scheme is to remain contributory.

A Volunfary rather than Compulsory Scheme

43. Some contributors who have made sub-
missions to the Committee consider that they
should have the right to reject the scheme and
make their own arrangements for superannua-
tion or retirement and death cover. Alerna-
tively, it has been submitted that members
should have the right to select particular
cover and reject other entitlements. For the
reasons given in paragraphs 41-42 the Com-
mittee does not favour this approach. The late
enfrants who camnot qualify for benefits,
femiale comiributors not covered for family
benefits and single men might welcome such
an arrangement or a contribution rate that
reflected their lower benefit entitlement. The
Commitfee considers that the provision of a
series of options such as this would add com-
plexity to the scheme. We have stated our
view that the scheme should be as simple as
possible. Such an arrangement would also have
financial consequences. It would mean that the
amount of money available from contributions
of members would be lower, unless higher con-
tribution rates. were levied on members elect-
ing-late to seek cover that they had previously
rejected. Because we favour a simple approach,
such a proposal lacks appeal. It is also our
view that it would not be in the interest of
individuals who may not have the necessary
information at the time of making elections
to act in their own best interests. It would be
against the interests of the majority of members
who may want this cover by making it either
more expensive to provide or reducing the -
level of benefits that can be ‘provided. It is
also our view that by basing the scheme on
‘length of service’ and lowering the contribu-
tion rate for late enirants; by extending
‘family benefits' to cover t0 female members
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and providing a benefit for single contributors
that the Committee’s scheme meets the objec-
tions that have been made.

MNon-contributory Scheme

44, The Committee asked each of the Service
representaiives presenting the submission i0
the Committee from the Navy, Army and Air
Force, their reaction to the suggestion that the
scheme should be non-contributory. The re-
sponse in each case was that the Service
concerned would want to study very carefully
any such proposals before making any com-
mitment, The Committee was informed that a
proposal for a non-contributory scheme had
been prepared by the Treasury in 1964 and
submitted to each of the Service Departments
but rejected by them. There is suspicion of
a non-contributory scheme becanse:

(a) ¥t is recognised that where an employer
meets the entive cost of retirement
benefits this will be taken into account
in fixing pay rates. The effect that the
existence of such fringe benefits might
have .on actual rates of pay is hand fo
predict, The cost of providing retire-
ment benefits becomes part of the over-
all cost te the Commonwealth of
employing the serviceman. Bt might be
argued that actual pay rates should be
reduced to provide for this concealed
cost. It is recognised that members will
pay for their retirement benefits in some
way or anothér and that it is preferable
for this to be done directly in the form
of an ascertained coatribution rather
than indirectly through a reduction in
pay over which the members might
have no control.

{b) Employees feel that their coniributions
entitle them t0 some say in the
managemént of the scheme and that
they would lose this influence and con-
trol if the benefii was entirely provided
by the employer. Although contributors
to the present scheme probably have
less control than they think, it is pro-
bably true as a general proposition that
contributors have more leverage as a
pressure group if the benefits provided
for them are financed partly from their
own coniributions,

(c} Some contributors prefer to pay con-

tributions, Tax concessions given gener-
ally to contribytors to superannuation

schemes reduce the actval cost to the
contributor. The refund of contribution
upon withdrawal before the member has
quazlified for benefit may also be attrac-
tive {0 some members of the scheme,
ie. under a non-contributory arrange-
ment pay may be reduced to provide
the cost of the benefit but no tangible
benefit is gained by the member unless
be gualifies for the benefit.

45, Non-contributory schemes have the follow-
ing advantages however:

(&) they are simple in concept and all of
the complexity associated with funds is
avoided;

(b) they are simple to admm:ster as the
apparatus for processing and deducting
contributions is unnecessary.

46. The level of Government subsidy of the
present scheme, which is more than 80 per
cent of berefits provided, makes it doubtful
whether members, in fact, contribute to their
own benefits in any real sense. The contribution
is more in the way of a subsidy to the Govern-
ment, This argument is even stronger when the
cost of runmng the scheme is takien info account
and it is realised that this cost is entirely borne
by the Government.

47, The Committee does not recommend a
non-contributory scheme. It considers it degir-
able that members mzke a contribution towards
their retirement benefits. Notwithstanding the
special requirements of the Defence Force, a
nop-contributory arrangement would be at such
variance with the provision made generally in
the community for retirement benefits that it
might have unpredictable repercussions in
other areas of pay and condition, The majority
of members appear to prefer a contributory
scheme and the social and taxation structures
of this country are designed to accommodate
schemes that are contributory,

48, The coniributions obtained from members
can provide the Commonweslth with an im-
portant source of finance for the bepefits, par-
ticularly if they are disbursed towards meeting
the cost of the benefits op a ‘pay-as-you-go’
basis rather than being massed in a fund to
meet future liabilities. If all members con-
tribute 5.5 per cent of their pay towards meet-
ing the cost, a very substantial contribution to
the cost is made. If the scheme is administered
on simple lines large sums can be saved on the
cost of administration, making the overall cost
to the Commonwealth less. If the scheme were
made non-contributory difficulties would arise
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with preservation and portability of pension
under the recently introduced legislation. Al-
though these now have limijted application they
may be extended in the future. As employment
in the Defence Force is rarely for a lifetime,
such an advantage as portability and preser-
vation is of particular value to service per-
sonnel, Contributors, particularly those in the
higher taxation brackets, might also resent the
loss of the right to claim tax deductions for
their superannuation contributions.

‘T'he kind of scheme that should be provided

49. The Commitiee concludes that a scheme
different from the present D.F.R.B. scheme
should be provided for the Defence Force. In
Chapter IV the benefits that shonld be provided
are discussed. The Comrnittee generally accepts
the aims of the present D.F.R.B. scheme for
the provision of benefits, It is considered that
the proposed scheme should provide:

(a) Pensions on retirement (we would pre-
fer the term retired pay which we use
hereafter), but the length of service
principle should apply to officers as well
as other ranks. We believe very strongly
that the benefit once provided should be
adjusted annually so that relativity with
average weekly eamings is maintained.
Widows and other dependants of a
person dying during service, should
continue to be covered by the scheme
but we would extend that cover in
' certain respects.

() In a scheme for the Defence Force it
is essential that some provision should
be made for retirement due to invalid-
ity. The recommendation made by this
Committee would modify the present
arrangements which place undue weight
on ‘ghsorption into the work force’.
Similar provision to that made now
gshould be made for dependanis, with
extension to widows of men marrying
after retirement.

50. The provision of retirement benefits for
members of the Defence Force cannot be
equated with the provision of similar kinds
of benefits in civilian schemes. The Common-
wealth Actuary explains how the present sys-
tem for establishing and administering occupa-
tional retirement beénefit schemes has been
applied to the D.F.R.B. scheme, (See para-
graphs 57-89, Appendix C, pages 63-67). The
method of financing adopted was devised
initially for private employers who wished
to establish retirement benefit schemes

(b}

(d)

for their employees, the primary aim being
to ensure that the benefits will be paid irrespec-
tive of the fate of the employer or his business.
The Commonwealth is an employer and is
also the Government. In its capacity of em-
ployer it provides a retirement benefit scheme
for its employees. In its capacity as a Govern-
ment it guarantees the benefits by providing by
Act of Parliament that they will be paid at
this level, The decision not to fund jts share is
taken in its capacity as a Government for it
relies on its ability to be able to pay the benefits
on its position as a Government, As an
employer it is, of course, not subject to the risk
of bankruptcy or dissolution. But the Commit-
tee considers that the Commonwealth by opting
for the ‘pay-as-you-go’ basis of meeting its share
of the liability in regard to its own share,
reflects doubt as to the suitability of funding
in the public sector. Because of the shorter
careers that the Defence Force can offer, many
of the traditional justifications for funding as
a method of financing benefits are nullified and
in the Committee’s view make it inherenfly un-

- suitable as a means of findncing benefits for
the Defence Force, given the particular cir-
cumistances that apply to them. Apart from its
mappropriateness in the Committee’s view it is
also one of the principal canses of the com-
plexity of the scheme and in this connection
it is discussed in the next chapter.

51. In our view, confusion can only result and
has resulted in the attempt to maintain a link
between the D.F.R.B. scheme apd the Com-
monwealth Public Service Superannvation
. Scheme. The Committee does not quarrel with
the attempt made by the Commonwealth as an
employer to relate the benefits it provides for
its own employees (public servants) with those
generally available in the community. The
Commonwealth as an employer may see itself
as primus inter pares in the community. It may
see itself as duty bonnd to set conditions of
employment for its own employees that are
not too generous in comparison to those else-
where available, As tax gatherer it may see
itself as having a duty not to subsidise too
heavily its own employees out of general
revenue. But the Committee does not consider
that in the provision it makes for the Defence
Force it should allow itself to be affected by the
provision it makes for public servants or the
conditions which apply elsewhere in the com-
munity. There are a number of reasons for

this: ‘
{a) In civilian employment retirement takes
place at a defined age, usually 60 and
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(b)

{c)

(D)

65, whilst in the Defence Force few
members of the Services can serve
beyond age 55. Compulsory retirement
for officers can take place from age
45. Officers’ retiring ages vary through-
out the gervice, depending on rank and
appointment.

Because retirement can occur for
officers at much earlier ages then is
customary elsewhere in the community,
different considerations apply. The
benefit may provide a supplement to
civilian earnings. But the extent to
which it will be a sufficient supplement
will depend on the kind of work the
retited officer can get. Very little
information is available on the kind of
work available or the experience of
retired officers in obtaining employ-
ment. It is clear that Iuck must play a
large part. Some retirees may succeed
in obtaining well paid employment on
retiremient whilst others may either be

" forced into low paid, unattractive

work, or not be able to fiud employ-
ment at all, Much will depend on the
general economic climate at the time
the man refires. As retirement age i
compulsory the man can have litle
control in choosing an opportone time
to retire.

Other rank members engage for specific
short engagements usually of six or
twelve years duration. To qualify for
pension the member must complete
successive engagements totalling at
least twenty years continual service
from age 20, Pension is payable only
at the completion of the last of these
engagements and there can be no
guarantee that at the completion of
any particular engagement the member
will be re-engaged.

The fitness requirements of the Defence
Force lead to a higher incidence of
retirement due to invalidity, in com-~
parison with civilian employees, with-

out the possibility of re-employment on
Tecovery.

The needs of the member once retired
are different from those of civilian em-
ployees in that: '

(i) many servicemen do not have the
chance during service to establish
a permanent home, and if they
succeed in so doing there is mo
guarantee that upom retirement
they will be able to find suitable
civilian employment where the
home is established;
retirement can occur at ages when
family responsibilities are high
with children at school and uni-
versity; and
a man retired from the Defence
Force may have to sesk further
occupational training in order to
qualify himself for civilian em-
ployment which may mean a
relatively long period when he is
not able to earn.

(f) Apart from the special hazards attribui-
able to active service which fall into a
special category covered by the Repatri-
ation legislation, normal service in the
Defence Force can be a hazardous
oceupation.

52, It seems to the Committee that these cir-
cumstances are so different from those applic-
able to retirement from civilian employment
that they require a totally different approach.
From the serviceman’s point of view a refire-
ment benefit scheme that dees not recognise
and meet these special needs is of little value.
From the point of view of the Common-
wealth as employer it is essential to provide
a scheme which recognises these special
requirements if it is to maintain recruitment
at a planned level and to maintain its quality.
In order to meet the interests of both parties
the Committee considers that a differeni kind
of scheme to that applying at present is
necessary.

(e)

(ii)

(i)
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CHAPTER II—COMPLEXITY

53, Nearly all the submissions the Commitiee
has received have been critical of the com-
plexity of the present legisiation. Qur own
investigation has confirmed the impression of
undue complexity. It would not be possible to
understand the scheme by merely reading the
legislation and the booklet issued by the
D.F.R.B. Board, designed to explain the
scheme to contributors is, in the Committee’s
view, too long and detailed to achieve this aim.
The Legislation in force comprises the Defence
Forces Retirement Benefits Act 1948-1971, the
Principal Act, and six other acts of specific or
limited application. These are listed together
with a note on their effect as Appendix D.

54, The Commiitee considers that the resulting
complexity cannot be cured by re-drafting and
consolidating the legislation. The complexity
goes deeper and reflects a very complex
scheme. We consider that it is necessary to
look first at the basic concepts. Once these are
established the problem of embodying them in
reasonably understandable language and acces-
sible statuiory form can be readily overcome.

55. There are many causes for this complexity.
These include:

(2) The existence of different methods of
determining the contribution rates of
pre-1959 and post-1959 entrants and
the means to reconcile them.

(b) The existence of different principles for
determining the entitlement of other
rapks and of officers.

The basis upon which the scheme is
financed. .

The application of the Iegislation to
different groups of servicemen whose
entitlement to gratuity has been affected
in various ways by changes to the
‘membership of the scheme.

The administrative complexity which
flows from the arrangements made for
the management and financial adminis-
tration of the scheme,

(f) The difficulty of expressing with pre-
cision the present methods of deter-
mining benefits and rates of contribu-
tion.

§6. Simplicity is important for a number of
reasons. The Government’s financial commit-
ment to provide D.F.R.B. benefitzs is high.

(c)
(d)

(e)

This makes it important that the contributors
understand the advantages of membership,
particularly as the scheme is compulsory.

57. We consider that the present complexity is
wholly undesirable and unnecessary. It arises
because of an attempt fo maintain a connec-
tion between the D.F.R.B. scheme and the
Commonwealth Public Service Superannuation
Scheme and through that scheme with other
occupational retirement benefit plans in the
private sector.

58. Of the factors leading to complexity
enumerated in paragraph 53 the Commiitee
considers (a) and (c) the key factors. If the
scheme were to be based overall on length of
service rather than age at retirement, in our
view, (b) wounld be overcome. As far as (d)
is concerned, it is considered that the system
of ‘gratuities’, whatever other justification might
be made, has no part in a scheme whose basic
aim is to provide retirement benefits. This is
substantiated in paragraphs 127-134. The
administrative complexity is closely related to
the arrangements for financing the benefits and
the Committee in Chapter V outlines what it
considers would be an effective administrative
structure for the proposed D.F.R.B. Scheme.
Much techpicality fiows from the category
system which is. needed to reconcile the dual
basis of determining the retirement benefit
entitlement of officers and other ranks respect-
ively. The age at entry contribution basis also
involves complexity which is discussed in
Chapter III.

59. Although the funding principle has been
adopted generally in Anstralia for the provision
of retirement benefits in the public sector, this
is by no means universal. In the United States
of America and the United Kingdom, schemes
for the Defence Force are non-contributory,
the cost of the benefit being paid from revenue
on a ‘pay-as-you-go’ basis. Those Govern-
ments maintain no fund to assess the growing
cost of the scheme. The scheme for the
Canadian Forces is contributory and ‘partially
funded’. A fund is maintained into which the
contributions of members are paid together
with Government subsidy. But the benefits are
guaranteed by legislation and there is no formal
relationship between the cost of the benefiis
and the contributions of either the Govern-
ment or the member. The fund is assessed
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from time to time by an actuary and deficien-
cies met by exchequer payments to the fund.
Where it is considered that the cost of the
benefit is being unduly borne by the Govern-
ment adjustment is made to the rate of con-
tributions by members. This method is a form
of ‘notional funding’, a device employed by
the managers of a non-funded scheme to deter-
mine from time to time the growth of liability.
‘An actuary assumes the existence of a fund
for the purposes of an investigation similar fo
the actuarial reviews conducted by the Com-
monwealth Actuary under Section 22 of the
present Defence Forces Retirement Benefits
Act 1948-1971. But there is no sttempi to
invest the contributions towards reducing the
cost of the benefits. The. contributions are dis-
bursed to meet the costs as they fall due.

60, The following arguments
advanced for funding:

(a) The need to safeguard the bernefits of
the scheme. The money paid into a
fund is invested and can serve only the
purpose of the pension scheme. Pro-
vided, therefore that the size of the
fund is adequate and the choice of
investment is sound, assets are created
which will guarantee the pensions both
of existing members and of those who
have already retired; these assets cannot
be used for any other purpose, so that
even if the employer goes bamkrupt
pensions are not put in jeopardy.
From this flows the argument based on
psychological security—i.e. that the
fund is a visible indication that the
money is in fact being used to pay
pensions and as an indication io the
contributors that they have an entitle-
ment to pension and are not simply
dependent on the charity of their
employer.

The argument from financial principles
—that if a known liability is being
jncurred in a particular year, the pro-
vision for it should be made in the
income of that year. With funding that
liability is met, so far as can be ascer-
tained, in the year in which it is
incurred.

The “fair burden' argument—the argu-
ment that the burden of pension cost
is more equitably divided between pre-
sent and futore generations under a
funding system, as compared with ‘pay-
as-you-go’ where future generations may

are usvally

(0)

(c

CY

have to bear an increasing and unfair
proportion’ of the cost,

(e) Investment—the argument that funding
provides the opportunity through skil-
ful investment of the funds’ resources to
reduce the cost of the scheme, although
correspondingly = unsuccessful invest-
ment may make the scheme more costly
than expected.

61. The Committee has considered each aiu-
ment advanced to justify funding and concluae-
that although some form of fonding is inge
pensible for private sector schemes that they
do not necessarily apply to public sector
superannuation and are inappropriate for
D.F.RB. benefits. As already pointed
out funding is not necessary in the public
sector to guarantee the benefits because they
can be guaranteed in legislation. Nor is the
Government subject to the vicissitudes that
‘beset private employers.

62. As far as the argument based on financial
principles is concerned it is not necessary for
a fund to be instituted for the cost of the
scheme to be measured. This can be achieved
by ‘notional funding’. ‘Notional funding’ also
provides a means of determining the cost of
particular benefits.

63. The fair burden argument is closely related
to the security of benefit argument. Where
future coniributors may be called on to meet
an increasing cost of the benefits it is reason-
_able to make provision to ensure that the
actual cost is borne by each generation of con-
tributors. This argument has less force with
public sector schemes where the benefits are
guaranteed by the Government which can be
expected to meet the burden of unexpected
increases in cost. With an institution such as
the Defence Force where it must be difficult
to predict either the size of the Force or the
likely conditions of service in future 'years, it
is hard to see how the emerging future cost
can be accurately predicted. The kind of
fluctuations likely to occur in manpower re-
quired for the Defence Force and the circum-
stances likely to bring about these fluctuations,
make it appropriate for the Government to
guarantee such future, unexpected increases in
cost.

64, The argument that the rate at which mem-
bers will be required to contribute can be
reduced by judicious investment is open to
doubt. The rate at which salaries and pay
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have been increasing in recent years, whether
this is attributable to actual growth or inflation,
has been such that the increased burden likely
to be cast onto a scheme is not likely to be
offset in any meaningful degree by earning
from investmeni. In the case of the Defence
Force, where the period of service and there-
fore period of investment is short and where
there is a high rate of withdrawal, particularly
by other rank members, the benefits usually
obtainable from investment are not really
apparent., If the contributions of members “are
available to the Government either to disburse
or invest the Government can make an appro-

priate decisiou as to the most useful way of
dealing with these funds.

65. The Committee admits the cogency of the
argument for funding but for the reason given
considers that they are not -overriding and
are offset by the advantages that it sees as
flowing from a simpler scheme, The psycho-
logical argoment referred to in (b) of para-
graph 60 ie offset by the advantages the Com-
miftee sees in a scheme that is intelligible fo
the rank and file. The saving in cost and reduc-
tion in administrative complexity referred to
jn Chapter V 8 a further justification for a
simpler method of financing.



CHAPTER III—THE RATE OF CONTRIBUTION BY MEMBERS

66. The Committee has concluded that the
scheme should remain contributory, but
should be financed on a new basis. The rate-
at which members now contribute is designed
to ensure that contributions together with
interest on invesiment will meet the liabilities
of the Fund. The Fund is administered to en-
sure that this Hability will be met and the
Commonwealth Actuary is required fo under-
take 5 yearly investigations and report to the
D.F.R.B. Board on the state and sufficiency of
the Fund,

Post-1959 Entrants

67. Post-1959 enfrants pay a fixed percentage
of salary depending on age at eniry to the
scheme, The rates are based on a pooling prin-
ciple under which broad groupings of members
having certaip similar characteristics pay a
common percentage rate of contribution into
a common fend from which benefits may
eventually be drawn in accordance with each
member’s circumstances.

FIGURE II--CURRENT RATES OF
CONTRIBUTION

(A) ENTRY BEFORE AGE 20 NBI)‘|l

Age NBD at Entry c ;;':; ;’g;m
Per cent
—16 4.75
17 , . 4.90.
18 . 5.05
19 5.20
20 . 5.35
(3) ENTRY BETWEEN AGES 20 AND 30 NED
Qfficers
Age NBD Other
at Entry Ranks
Generql Special
Duties Duties
Per cent Per cent Per cent
21-24 . . 5.5 5.5 5.5
25 . 6.0 5.5 5.5
26 . 6.5 5.5 5.5
27 . 7.0 5.5 5.5
28 . 7.5 5.5 55
20 . 3.0 5.5 3.5
30 . 8.5 5.5 5.5
17186/72—4
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(C} ENTRY AFTER AGE 30 NBD

Officers
Age NBD Otlier
at Entry Ranks
General Special
Duties Duties
Per cent Per cent Per cent
31 . 2.0 g 6.5 6.0
2. 9.5 7.5 6.0
3. . 10.0 8.5 6.0
34 . 10.5 9.5 6.0
35, 11.0 10.5 6.0
36 . 11.5 11.5 6.0
. 12.0 12,0 6.0
384- 12.5 12.5 6.0
* Age next birthday.

68, The scale of contributions is graded so that
the cider entrants pay more. The rates are
weighted for some officer centributors. The
average contribution being abeut 5.4 per cent
of pay (other ramks) and 62 per cent
(officers). The zates in force are those set out
in Figure III.

Pre-1959 Entramis

69. The rate at which pre-1959 entrants con-
tribute is much more complex and was ex-
plained to the Committee by the Commop-
wealth Actuary (see paragraphs 107-109 of
Appendix C).

70. Muoch of the present complexity can be
attributed to the continuance of this dual basis
of contribytion. In his report to the Board for
the investigation relating to the quinquennium
1959-1964 the Commenwealth Actuary recom-
mended that the surplus in relation to pre-1959
members be used to underwrite the cost of
transferring pre-1959 entrants to the post-1959

.scheme. This advice was not followed.

71. The complexity which arises in relation
to pre-1959 contributors is due in part to the
multiple components of the contribution as ex-
plained by the Commonwealth Actuary, but
is also due to the fact that the rate at which
an individual contributes will be affected by:
(a) an election to take up or not teke up
additional entitlfement provided by the
1959, 1962 and 1963 Defence Forces
Retirement Henefits Acts; and
{b) an elgction not to inciease his contribu-
tions in accordance with the ‘freezing’
provisions introduced in 1965.



72. The Committee has received evidence that
some pre-1959 entranis contribute at a very
high rate. But it has also been established to
the Commitiee’s satisfaction that there are
numerous pre-1959 entrants contributing at a
rate below the average percentape of salary
contribution paid by counterparts in the post-
1959 scheme,

73. The reason for the high contribution rates
should be understood. The benefit purchase
basis of contribution which applies to pre-1959
entrants is similar to the method of contribution
evolved for contributors to the Commonwealth
Public Service Superannvation Fund, The con-
tribution payable at any one time by way of
fortnightly deductions from salary are related
to the notional pension available fo that mem-
ber at the time the entitlement arose. As pension
entitlement is related to fina! salary it is assumed
for the purposes of coniribution that the

member will receive that entiflement at the

date specified for his retirement. ¥is contribu-
tion rate (i.e. fortnightly deducfions) is there-
fore adjusted to ensure that he will purchase
his share of that entitlement over the period of
service remaining to be completed, If entitle-
ment rises sharply towards the end of a career
when the time remaining to retirement is shoré
the deduction required will be high.

74. Further complexity arises in relation to the
contributions of pre-1959 eptrants to the
D.F.R.B. scheme because of the different basis
of quelifying for pension of officers, on the
one hand, other ranks, on the other. The con-
tribution rate of an individual can be affected
by the period over which he is expected to
contribute, that is:

(a) if an officer, to his retiring age for rank;
(b) if another rank member who has com-
pleted more than twenty vears service
for pension, to the date of completion
of his current engagement; or

if another rank member with fewer than
twenty years service for pension, to
the end of that period unless he is
<erving under an engagement which
would require him to serve beyond 20
years, in which case, the period is
calculated to the end of his engagement.

75. Because retirement age is not uniform the
D.F.R.B. Board employ a system based on
assessment points’ to determine the appropriate
:ontribution rate for an individual, His assess-
unent point is the date upon which pension
entitlement is expected to vest. For an officer
this will be the retirement age designated for

(c)

his current rank and appointment, for another
rank member jt will be the date at which he
will have completed 20 years service for pen-
sion. Where an officer is promoted his assess-
ment point may vary or stay the same depend-
ing on whether his retirement age is changed.
For sake of example a steep increase in con-
tribution will result if he gefs higher pay for
a lower retiring age. Not only will he have
to pay an increased contribution in respect of
his new entitlement, his contributions in respect
of previous entitlement will also rise. Corres-
pondingly a later retirement age might give
him a credit in respect of previous contributions
to lead to a lower rate of contributions when
viewed across his whole career. Pre-1959
entrants do not necessarily contribute more for
their pension entitlements than post-1959 mem-
bers. In theory the member should purchase his
share only. A problem arises because the con-
tribution is not spread evenly over his career
but is likely to rise with his entiilement towards
the end of service. By permitting a member to
‘freeze’ thus rejecting the Fund’s share of fur-
ther entitlement that may arise the Government
has enabled members to avoid very high rates
of contribution at a cost of some entitlement,
The member loses the Fund’s share (approxi-
mately 20 per cent) of all entitlement arising
after freezing.

76, The option was not restricted to those
confronted by very high rates of contribution
but to afl pre-1959 entrants, Some have frozen
on moderate or low rates of contribution.

77. However this is viewed the conclusion
must be that the bepefit purchase basis of
contribution is demonsirably unsuitable for
financing the retirement benefits of members of
the Defence Force. Whether members have
been forced to freeze, as some undoubtedly
have, or whether the member has chosen to
contribute at a minimum and take what in
reality amounts to a non-contributory pension
in respect of most of his entitlement, the
consequences are undesirable,

78. The Committee sought from the D.F.R.B.
Board and Treasury an estimate of what the
cost of transfer of pre-1959 entrants to the
post-1959 scheme would involve. At the time
of this request there was not sufficient informa-
tion available to provide the Committee with
an answer. The Committee has not pressed
this question forther because it is convinced
that an overall fiat rate of contribution applic-
able to all ranks is the most desirable method
of providing finance from the members for
this scheme. There will still be problems with
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the transfer of these comtributors to the pro-
posed scheme and this is discussed
in Chapter VL

Members’ contributions under the ‘Froposed
D.F.R.B. Scheme’

79. The Committee proposes a fixed rate of
contribution for all members of the Proposed
D.F.R.B. Scheme who will be required to
contribute a flat 5.5 per cent of pay in future,
irrespective of their age at entry to the scheme,
The financial basis proposed by the Committee
envisages that income from this source should
be used directly o finance benefits rather than
acenmulated in a fund. Where, in any vear
the contributions received are mot sufficient to
meet the cost of benefits payable in that year
the difference should be met from Consoli-
dated Revenue. The Commonwealth may wish
to establish a special account to hold members’
contributions. It is left to the Commonwealth
to determine the most appropriate method of

dealmg with unexpended contributions received '

in a particular year. The Commonwealth may
decide to pay the contributions of members
directly to Consolidated Revenue and expend
those funds for its own purposes or it may
decide to establish a separate welfare account
into which they are paid with or without some
exchequer payment set aside by the Common-
wealth to meet its ultimate liability. Bui the
main feature of the scheme would be a legis-
lative puarantee -that benefits at the rate pro-
posed will be paid.

80, The Committee does not consider that the
claboraie contribution arrangements presently
prescribed under the post-1959 scheme will
be necessary, As long as the contributions of
members are required to purchase a fixed
share of the benefits provided, it is necessary,
in order to maintain equity, to ensure that a
new entrant does not obtain an advantage ai
the expense of other contributors to the mutual
fund - established to finance this share. There
will be no muiual fund under the Commitiee’s
proposals although the Commonwealth for its
own costing purposes may maintain a notional
fund as discussed in paragraph 79. In these
circumstances an individual member’s contri-
bution rate will not be affected by the admis-
sion to the scheme of persons imposing a
greater potential liability on the scheme. If
new benefits are later added the flat rate of
contribution might need to be increased to
meet part of the additional cost of providing
these benefits. If the Commonwealth should
decide to admit a person to the Defence Force
any added retirement benefit risk that person
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brings with him should be borne by the
Commonwealth, His admission will not affect -
the contribution rates of existihg contributing
members. In our view the proposed flat rate
of contribution will greatly improve the scheme
by making it more readily understandable to
the members. The rate of contribution and
level of entitlement will be clear to the recruit
from the date of entry to the forces. It will
not be subject to fluctuation arising from actu-
arial reviews. On the other hand there will be
no surplus payments.

The Cost to the Commonwealth

81. It is proposed that the Commonwealth
should finance the scheme from this source of
revenue meeting additional cost from general
revenue. The Committee was anxious io obtain
an estimate of the likely cost to the Common-
wealth, over and above its present outlay for
DF.RB., if the scheme was in future to be
financed according to these principles. The
Commonweslth Actuary was approached and
asked if a calculation could be made which
would provide estimates of the emerging cost
of the presemt scheme in successive years in
future; and at the same time to prepare simdlar
calculations for the proposals under considera-
tion by the Committee. ¥t was felt that a
comparison of the two projections would
provide estimates of the additional outlay
required from the Commonwealth each year.

82. At the time the Commonwealth Actuary
was asked to provide these estimates he did
not have sufficient data relating to the existing
scheme to prepare estimates on this basis.
Moreover, he advised the Committee that
unless the projection was made for a period in
the vicinity of thirty to forty years an accurate
emerging cost estimate could not be made. To
reinforce this argument he furnished the Com-
mittee with the following table, Figure IV
which shows that if the basis proposed by the
Committee had been employed to finance the
scheme since its inception the emerging cost to
the Commonwealth would only have begun to
appear in recent years. This pro;ectmn covers
a period of 20 years:

The conclusion reached in the preceding
paragraph is confirmed by the following
Table, which shows the picture which would
have been presented to date under the
present Scheme, if the Committee’s method
of financing had been adopted some 24
years ago, in 1948,

It will be seen from Column (5) of the
Table that no ontlay would have been
required from the Commonwealth until



FIGURE 1V
Tablle V—Cost to Comitmwealih of Meeting the Balance of Cost of Benefits over Contrlbutions

Year Contri- Benefits Paid ) Compare
Ended butions Difference Actnal Cost
30 June Received =(4)-(1) 16 Common-
Pensions Lump Sums Total | wealth
m @ (3} (0] ) ' (5)
$m $m $m $m $m ' $m
1950 1.32 0.15 0.35 0.50 —0.82 0.30
1955 2,52 0.98 .28 2.23 —-0.29 i.3i
1960 " 5.25 1.95 1.78 373 ~1.582 3.6
1965 10.00 5.38 3.16 8.54 146 5.93
1970 16.97 12.21 9.86 22.07 5.10 14.16
1971 18,54 .31 12.53 26.84 790 ) 16,29
Nores:

(2) The amotnts in Columns (2) and (3) are the full benefits paid, including the Commonwealih Share of Pensions
and the amounts of any Gratuities, as shown in the Accounts of the Boar&
(b) Column (6) shows the total paid by the Commonwealth to the Board in the year, a5 shown in the Abcowits

of the Board.
recent years. Whilst the cost of $7.90m
shown in Columa (5) for 1970-71 +vas
considerably less than the actual cost for
that year, the future trend would be for a
rapid growth in Commonwealth outlay, to
levels far exceeding those applicable under
the present funding arrangement.
No satisfactory measure of the cost to the
Commonwealth of the present Scheme can
be drawn from this Table.*
83. In relation to an ‘estimate projected thirty
or forty years into the future the Common-
wealth Actuary observed to the Committee dur-
ing evidence; . . . The criticism of that
kind of approach iz that whilst we counld do
snch a calculation {emerging cost fo the Com-
monwealth of ' the Coinmittee’s scheme)
it would be wunrealistic to think that
the scheme would still be the same in forty
years time’. For reasons given in Chapter I and
II of this Report the Committee has concluded
that a scheme financed on the basis it proposes
could be financed from members’ contributions
without appreciable additiopal cost to the
Commeonwealth,
84, The Committee did obtain from the Com-
monwealth Actuary the cost of its proposed
scheme based on thé present sharing of cost
basis, i.¢. assessing the rates of contribution
payable by future entrants to the existing post-
1959 DF.RB scheme, and indicating what
percentage of salary contribution would be
required from a new entrant to purchase 20
per cent of the cost of the benefits provided
by the post-1959 scheme, modified to incor-
porate the Comn:uttees proposels. The Com-

*The Committee’s Proposals Contflbution Rates
and ‘Costs, presented to the Comvaittes 17 March by
S. W. Gafﬁn, Comnoniwealth Actuary, pp. 1445,

monwealth Actoary estimated that rates of
contribution well in exééss of those now payable
would be required i members were to pilrchase
entitlement on this basis. The Cominittee found
these estimates most uséful in assessing the
benefit proposals that have beet under éof-
sideration from tithe to time, But, for reasons
already piven in this Report it did not acoept
thizs as a realistic appraizal of the likely cost
to the Commonwealth. These figures indicated
a growth in cost of the scheme with the
contribuitors meeting approximately 10 per csit
of the cost of provxdmg the benefits. To put
this in pefspective, howsver, it was noted that
the increase in the cost of the schéme was
mamly attributable to automatic adjustment of
pensions. As the graph on page 33 indicates, if
the cost to the Commonwéalth of providing
ex grafig increases on the basis it has provided
them in the past is compared with the incfeases
based on automatic adjustment the overall
ihcrease fn cost to the Cominonwealth does not
appear sb marked.

85. The Committee concludes that the im-
plementation of the scheme it proposes will
pot lead to a short term increase in cost to the
Commonwealth. The revenue available to the
Commonwealth from the existing Fund and
members’ coniributions should at least cover
the Commonwesalth in the initial vears of the
scheme. The Commonwealth Actnary has indi=
cated that he can prepare estimates of the
long term likely emerging cost to the Common-
wealth on the data now available to him, Should
the Commonwealth tonsider that projections
for thirty or forty years in the future are neces-
sary for budgeting purposes it could obtain
these and make such provisioh to meet the
eventugl cost 1o itself as it'deems netesshry.
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CHAPTER IV—-THE BENEFITS

RETIRED PAY

The Present Scheme

86. Service for D F.R.B. purposes for both
officers and other ranks commences at age 20.
A different basis for determining retirement
benefit entitlement applies for officers to that
which applies to other ranks,

Other Ranks

87. Other ranks are required to complete suc-
cessive engagements totalling a minimum of
twenty years.(10) Eligibility is dependent upon
the member completing both the ‘minimom
period of service and his last engapgement.
Entitlement rises by graduated increments
from a minimum of slightly below 35 per cent
to a8 maximum pension of approximately 70
per cent of final pay after 40 years service.
Bligibility is based on length of service, Retire-
ment after completion of emgagements not
totalling 20 years is rewarded by a gratuity
and a refund of the members’ contributions.

Officers

88. The basis upon which officers qualify is
mors complex and has been the subject of
- considerable criticism,{11) The general rule is
that an officer must complete at least 20 years
service from age 20 and attain the retire-
ment age specffied for his rank, Although an
officer must complete a minimum period of
service to gualify for retirement benefits his
entitlement does not arise umtil he attains
retirement age unless he can qualify for a
pensiod under Section 39 of the Principal
Act, The level of Kis pemslon entitlement is
determined by his age at retivetuent being a
proportion of his final pay. Section 39 makes
the following exceptionis to the geniersl tule
as stated above:

(2) Late Entrant Retirement®)—g pension
is payable to' an officer who not later
than 2 years after attaining the retiting
age for his rank has completed 15 years

0 Deferce Forces Retivement Benefits Act 1948
1971 Section 41,

) Defence Forces Retirement Benefits Act 1948-
1971 ‘Bection 38,

4% Defence Forces Retirement Benefits Act 1948-
1971 Section 39 (Z) (a).

service for pension and is being retired

to meet the “needs of the Service’: pro-

vided the D.F.R.B. Board approves
payment of pension.

Early retirement to meet the ‘needs of

the Service’l8)—an officer who has

completed 20 yeary service for pension
but has not attained retirement age for
rapk and is being reiired to meet the

‘negds of the Service’ can receive a

pension provided the D.F.R.B. Board

approves payment of pension,

(c) Early retivement io take up an employ-
ment  opportunity (1) —retirement to-
take up san approved employment
opportunity is also possible with the
approval of the Service Board provided
the retirement opportuaity is approved
by the D.F.R.B, Board and the member
js within 3 years of retirement and has
completed & prescribed period of ser-

- vice for the rank he holds at the Hme
of application,

()

Criticism of flie existing provision for officers’
refirement

89, These arrangements for officers’ retirement
have been criticised. Tt was submitted:

{a) That different methods of determining
entitlement to tetirement pensfon for
officers and other ranks adds to the
complexity of the legislation and that
further complexity resulfs from the
provision of Section 39.

That anomalies can arise where the
level of pension available is related to
age rather than length of service. A late
entrant ¢an sometimes achieve a higher
pension aftér shorter periods of service
than 4 map with Ionger service who is
compulsorily retired at a younger age.
(c) That retitement benefits for fthe
Defence Force in comparable countries
are based on = length of service prin-
ciple which bas been found to be more

)

a® Defence Forces Retirement Benefits Act 1948-
1971 Section 39 (2) (b). .

40 Defence Forces Retirement Benefity Act 1948-
1971 Section 3% (2) (c).
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appropriate than a scheme based on
ape at retirement,

That the exceptions to the general rule
for officers’ retirement contained i
Section 39 are unduly restrictive in
that:

(i) Service Board approval for early

retirement is in all cases necessary;
and

(ii) the D.F.R.B. Board must be satis-
fied that Service Board approval
once granted was awarded on cor-
rect principles.

It is felt that these restrictions are

desipned fo fetter the officer to the

Service. It is also considered an undue

interference in the serviceman's affairs

that the D.F.R.B. Board must approve

a retirement opportunity under Section

39 (2) (c).

The present nexus with the Common-
wealth Public Service Superannuation
Scheme should be broken. At present
the nexus iz based on the common
pension provision for retirement at age
60. Very few servicemen bave the
opportunity of qualifying for the maxi-
mum pension obtainable under the
notional age 60 principle,

8G. The Committee has examined these sub-
missions and concluded that the scheme should
provide retired pay for both officers and other
rank members at the completion of twenty
years service. Retired pay should become pay-
able at the rate of 35 per cent of final pay at
the completion of twenty years effective service.
Entitlement should thereafter rise according to
a praduated scale of increments as recom-
mended by the Committee in Recommendation
11 (5ii).

91. By placing all members of the Services on
the same basis it is considered that those
anomslies resuiting from the dual basis will be
removed. Under the existing legislation where
a person is commissioned from the ranks his
retirement benefit entitlement is tied to the
retirement age for his officer rank. Previous
service as an other rank member is accepted
as service for pension but to obtain the benefit
the member must serve to retiring age. Par-
ticular difficulties arise where a member obtains

(d)

(e)
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a short gervice commission. These anomalies
would be removed together with much com-
plexity if our proposals were implemented.

Incremental Rate

92. It is considered that the proposed rate of
increment should greatly improve the scheme.
At present the level of bemefit obtainable is
related to notional age sixty retirement, Officers
obtain a proportion of the maximum age sixty
pension depending on their age at retirement,
For other ranks the maximum benefit after
forty years continuous effective service is
linked to the notional age sixty concept.

93, It should be noted that only cfficers of the
rank of Vice Admiral, Major-General or Air
Vice Marshal and above are normally able to
serve to age 60. This means that comparatively
few members retire on an equivalent pension
to that payable for retirement from the public
service at age 60. The Committee copsiders that
it is more equitable for the quantum of peasion
payable to be related to length of service rather
than age at retirement and this is reflected in
the rate of increment being proposed. Retired
pay entitlement will direcly reflect the length
and quality of the service remdered by the
retired member. i has been submitted to the
Committee that for other ranks and some
officers the present scale of increment provides
no inducement to coptinue service once pension
rights have vested. It i copsidered that the
scale of increment proposed meets these objec-
tions. The Committee’s proposais would remove
the cefling of 70 per cent at notional age sixty
and break the nexus with the Superapnuation
Scheme. A member should in future gualify
for benefit on the basis of length of service and
his age at retirement would be disregarded.

94, In Figure V the incremental basis of .the
proposed D.F.R.B. scheme is compared with
that of the existing scheme. The comparison is
based on the total amourit that a pensioner or
refired pay recipient who entered the scheme
at age 20 would receive from the date of his
retirement to the age of his life expectancy
(as derived from the Commonwealth Life
Tables). The advantages under the proposed
D.F.R.B. scheme to the retiree with longer
service and the disadvantages to the same
retiree under the present scheme are shown
in Figure V.
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Total
Pens

$000

Total Pension Recelved by a Warrant Gficer

Class 1 from date at retirement to age of life

expectancy derived from the Commonwealth
Life Tables (Entry Age 20 Years)

ion

901

Praposed
D.F.R.B. Scheme

89

82- ~ Present
D.F.R.B. Scheme
81
T L T 17 U1 1 T T T T T T ¥ T T T 1
201 2345678030123 4567 8940
(effective years of service
from age 20)

Comparison of Present and Proposed Retired
Pay Received by a Major from date of
retirement to age of Life Expectancy

(Entry Age 20)
Present D.F.R.B. Proposed D.ER.B.

Scheme Scheme
$108,000 T $113,000
$105,000 $112,000 ”J

R
$104,000 $111,000 [
$103,000 $110,000
$102,000 $109,000 |
Retiing 47 50 53 55 Rasiring 47 50 53 56
age age
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FIGURE VI-EXAMPLES OF REDUCTION OF RETIRED PAY FOR EARLY RETIREMENT

Pension at
Age at retiring Maximum | Awount of
Ageqr | Rewring | o teion | 98ESOT Agear | retiredpay | reduced
Rank .Ei:r age for of gtrrem rank or at early at qges | retired pay
4 rank e ment completion | retirement| of eqrly Jor early
it of retirement | retirement
engagement
Colonel 20 55 7,874 50 6,431 4,824
Major 20 47 .. 4,642 40 3,551 2,308
W.0.1 . 2 e 48 3,540 43 2,944 2,208
Sergeant , 20 42 2,072 40 1,908 1,718

95. The present retirement provisions for
officers are justified on the ground that there
would be an imducement to retire after {wenty
years if the scheme did not prevent this by
requiring completiop. of service to retirement
age, The Commitice does not consider that
the scheme should be used in this way. It dis
of course most desjrable that senior personnel
be encouraged to stay in service, but it is
considered that this is best effected by offering
positive inducements in the form of attractive
conditions of service, reasonable pay and
allowances and an effective refirement benefit
scheme.
96. Nevertheless it is felt that although retire-
ment before reaching retirement age should not
be prevented, it should not be actively encour-
aged. The dangers were adverted to in a recent
American Report, The President's Commission
on an All-Volunteer Armed Force which
reporied to President Nixon in February 1970
that in relation to the provision now made for
retirement pay after 20 years service:
. . . The substantial retirement income
available after 20 years of service (when
some enlisted men are only 37 years old)
induces many individuals to retire as soom
as they are eligible. The combination of
retirement income and civilian earnings is
very attractive. Men who retire early are
often those with superior civilian earning
opportunities and they are precisely the
individuals the services would like fo retain
longer, (15}
* The Committee recommends that an officer
retired from the Defence Force at his own
request before he has served to the retirement
ape designated for his rank be entitled to
receive retired pay at the rate provided in
Recommendation 11 (iii) reduced by a pro-
portion obtained by multiplying his uncom-
pleted years of service to retiring age by §
per cent. The retired pay entiflement of an

% Report of The Presidents Commission on an
All-Volunteer Armed Force, page 62.

other rapk member retired at his own request
before the completion of his current engage-
ment should be reduced by a proportion
obtained by multiplying the uncompleted years
of his engagement by 5 per cent. Figure VI
gives examples of the reduction of retired pay
for early retirement.

97. The Commitice does not consider that the
present provisions succeed in preventing with-
drawal by officers or other rapks before com-
pietion of service, The following Table,
Figwre VII, gives some indication of the rate
of withdrawal so far experienced. ¥t indicates
that 87 per cent of other ranks and 5C per cent
of officers resign before obtaining pension
entitlement. Of even graver concern is that
during the period only 4 per cent of other
ranks exits and 34 per cenmt of officer exits
qualified for retirement pension.

FIGURE VI--EXITS OF
MALE CONTRIBUTORS: 196i-64

Officers OCther Ranks
Mode of Exit
Numn- Per | Num- | Per
ber | cemt | ber cenr
Exits on Pension— )
Age, Completion
of Engagement 329 34 351 4
Death . . 56 6 105 1
Class A 17 2 93 |
Class B . 24 3 206 2
ClassC . . 9 1 8 ..
Total Pension
Exits . 435 46 763 8
Other Exits—
Age, Completion )
of Engagement 3 3] 5291 58
Resignation, etc. . 477 50 | 2,687 2
Death . . .. .- 117 1
ClassC . . 2 1 372 4
Total Other
Exits 519 54| 8,467 | @ 92
Totals . 954 100 | 9,230 100




In our view it is inevitable that many
recruits for the ranks of the Defence Force
will regard their employment as a short term
job rather than as a career. For such other
ranks the death and invalidity bemefits pro-
vided by the scheme are of more value than
the retirement benefits. But it is impossible for
a young recruit to predict whether he will
ultimately make a career of the Services and
it is therefore appropriate that ail should
contnibute for the full range of benefits. Those
who withdraw will of course receive a refun
of their contributions. '

Service for Benefit

98, Under the existing legislation service for
pension gommences af age 20 although senvice
itself can begin at much earlier ages. Members
coniribute from the date of joining the
Defence Force and the rate of contribution is
reduced for the whole of the member’s service
#f he commenced contributing prior to age 20
(see Figure IH), Under the Committee’s
scheme entrants to the forces will commence
contributing for full benefits and be entitled
to full cover from the date of entry to the
Défence Force. [Retirement benefits  will
become paysble when the member has com-
pleted the necessary service regardless of his
age at the time of qualifying.

Purchase of Past Service

99. A member with previous service in the
Defence Force who engages for a further
period after a break in the continuity of his
service has very limited rights to obtain credit
in the scheme by the purchase of his past
service, The existing legislation restricis the
right to persons who have previous contihuous
service in the Defence Force not recognised as
service for DJ/F.R.B. purposes. The right is
only available to male other rantk members
who engage for a minimumn period of six years.
Section 27(3) which makes this provision
refiects the complex history of the D.F.R.B.
scheme in relation to membership. Originally
extrance 10 the scheme -was limited 10
members of ‘The Permanent Defente Forces’
Other members of the Defence Force were not
eligible for membership even though to all
intents and purposes they were on continuous
full time service. The majority of female
members were not admitted as coniributors
unti] 1959 (certain officers and members of
the women's service had been admitted in
1951). But it was not unti! 1968 that member-
ship was extended to all members of the
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Defeace Force on continuous full time duty
for 12 months or more. Among those
becoming eligible for membership following
the 1968 amendment were National Service-
men and those members of the Regular Army
Special Reserve who were still in service at the
time. ¥t has been submitted that all former
members should be able 1o obtain recognition
for past service should they elect to re-gnlist.
Recently, the Government has amended the
D.FR.B. legislation to make Iimited provision
for preservation and portability of superannua-
tion rights in accordance with jis general
policy on this matter, These provisions to a
limited extent permit a retiring member to
preserve accrued entitlement.

100. This legislation and its effect on the
D.F.R.B. scheme iz explained in Appendix B.
It would seem that in a limited number of
cases servicemen resigning in order to enter
public employment will be able to make use of
these provisions in order to re-enter the
scheme after a break in the continuity of their
service. But it should be stressed that the right
is very limijted in its application and will be of
benefit to very few members. The preservation
and portability arrangements only apply to
superannuation type schemes within the public
sector in Australia or to Universities in Aus-
traliza and overseas. The provision has not to
date been fully applied even within this imited
area. In order to take adwantage of the
provisions a former member of the Defence
Force who has resigned must, within 3 months
of ceasing to be a contributor obiain employ-
ment in approved public employment where-
vpon he may exercise an option provided in
the legislation to accept either:

{a) A transfer value. This consists of a
payment of his own contribution plus
the employer’s subsidy. To qualify for
the benefit the retiring member must be
eligible for membership of an ‘cligible
Superannuation Scheme.’ If he elects
fo accept a refund of contributions
rather than the transfer value he loses
the henefit of the preservation; or

A deferred pension entitlement in the
event of his being unasble to join an
‘eligible scheme’. Where a person moves
outside the public sector the deferred
benefit will be awvailable provided the
person hag completed an aggregate of
20 years employment. Employment
recognised for the purpose of this
deferred benefit may include a peiiod
of defence service and other public

(b)



employment provided there has not

been & break of more than 3 months
at amy time.

101. A former member of the Defence Force
who transfers to the Commonwealth Public
Service Scheme could obtain credit in that
scheme. Should he later transfer back io the
D.F.R.B. scheme he will preserve his former
defence serwvice as well as obtain credit for the
service rendered as a public servant. Bui the
retiree who elects not to preserve his benefii
and who later re-engages or obtains an appoint-
ment in the Defence Force after a break in
the continuity of his service, or resigns from
the Defence Force to enter service in the
private sector, gets no credit for previous ser-
vice and there is no provision whercby he
might purchase back that past service. The
Committee considers that a retiree who can
obtain the benefit of the preservation legisla-
tion should continue to have the right.

102, In addition to the preservation entitle-
ment a member who retires at his own request
with no entitlement to retired pay should,
upon re-entry to the Defence Force, be entitled
to purchase back his former service by re-
paying to the Government, on an agreed basis,
any refund of contributions. It is considered to
be in the best interests of the Services and
‘recruitment that re-entry to the Defence Force
should be facilitated in this way.

103. Provided that no payment of retired puay -

is made during a period of effective service
with the Defence Porce a recipient member
re-joining the Defence Force be entitled upon
his eventual retirement to retired pay at the
rate applicable to his total effective service
with the Defence Force. In short the benefit
entitlement should correspond to the total ser-
vice actually performed as a member of the
Defence Force. Of course adjustment would
be necessary where the member had exercised
the right of commutation.

104. The Committee also makes recommenda-
tions which wouild enable members of the
Defence Force not members of the scheme to
purchase rights in the scheme and for certain
1968 entrants to purchase sufficient service to
qualify for benefits. This is discussed further
in Chapter VI

COMMUTATION

105. Commutation for which provision has
been made since 1948 in the D.F.R.B. scheme
is not a right available to other Commonwealth

employees and was an unusual feature to pro-
vide in a superannuation scheme in 1948. It
is not now so unusual and provision is made
in some State Government superannuation
schemes for members to elect to take portion
of their benefit as a lump sum rather than in
the form of an annuity.

106. The general policy of the Commonwealth
hag been that benefits should take the form of
zetirement annuities wherever possible, This
policy pervades the other schemes in the group
operated by the Commonwealth. The justifica-
tion for the inclusion of the commutation pro-
vision in the original D.F.R.B. legislation was
that a serviceman often had a requirement for
a capital sum on his retirement, to assist in
his re-settlement and re-establishment in
civilian life.

107. The present scheme enables ‘age retire-
ment pensioners’ to elect to commute up to
one third of their pension entitlement and fake
the portion as a lump sum. The right is not
available to invalid and widow pensioners nor
can it be exercised after the attainment of 57

-years of age by a member or pensioner. The

right to commute is available from the date of
retirement until age 57 and where the applica-
tion iz approved the member receives in addi-
tion io his lump sum, an actvarially reduced
pension. The exercise of the option is subject
to the approval of the D.F.R.B. Board, which
has a discretion to disallow an application or
reduce the amouni applied for, where a medi-
cal examination reveals a life expectancy for
the individual applicant which is less than that
for a first class life. Im other words an
individual is not permitted to commute a
greater sum than he might have expected to
receive by way of pension. In addition the
D.F.R.B. Board must approve the purpose for
which commutation is sought and may disallow
an application if after investigation it considers
that the purpose is not in the member’s interest.
This is justified by the argument that the prim-
ary aim of the scheme is to provide an assured
income after retirement and that it would be
contrary to this objective to permit retirees to
commute contrary to their own financial
interest.

108. Evidence given to the Committee indi-
cates that the privilege of commautation is
regarded as an attractive feature of the scheme
and the restrictions on its free exercise are
resented,
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109, The provision made for commuiation in
the existing legislation is designed to ensure
that if the option is exercised the actuarial
assumptions on which the scheme is based will
not be affected. A retiree may not, therefore,
commute more than he could be expecied to
draw as pension. The assessment of his indi-
vidual life expectancy is designed to ensure
this. The amount payable to the retiree is
reduced to allow for expected loss to the fund
of anticipated interest earnings. The commuta-
tion factors applied by the Actuary contain an
element which makes this adjustment. If com-
mutation were to be a right within the existing
structure of the scheme, the factors now
applied by the Actuary to establish the amount
payable would have to be revised to take
account of the fact that the option is likely to
be exercised by persons at present precluded
by the medical examination. The result would
be that retivees with a first class life expect-
ancy would be entitled to less than they can
now obtain. Where the D.F.R.B, Board exer-
cises its discretion to reject an application
because it does not approve the purpose of
commutation the actuarial assumptions are not
affected.

110. The Committee does not favour the pro-
vision of a lump sum option as has been
recently provided for members of the public
service in New South Wales and Victoria.
The object of the proposed scheme i3 to pro-
vide an annumify type benefit as a supplement
to civilian earnings for those retiring early and
as a means of support for members in laier
life. The automatic adjustment of the pension
ought to ensure that this will remain a viable
retirement benefit. The maintenance of benefits
at this level requires a large subsidy from the
Government. It would appear to be unreason-
able to permit members to commute in such
a way that they would again become eligible
for non-contributory social service benefits
completely paid for out of public funds.

111, ‘The Committee has given some considera-
tion to whether widow and invalid pay recipi-
ents should be able to commute part of their
pension and has decided that this would be
inconsistent with the principles npon which
their benefits are paid—invalid retirees can be
re-classified and widows’ benefits can be ter-
minated on re-marriage.

112. The conclusion reached is that a re#ired
pay recipient should have an option to take a
portion of his retired pay entitlement as a

A

lump sum, There should be no restriction on
the exercise of this right and it would rest with
the member to decide whether to commute the
full amount available or a lesser amount. No
discretion to disallow the application or reduce
the amount available would be vested in the
administering authority. The recipient member
would not be able to commnte more than 4
times his annual retired pay entitlement at
the date of retirement and would be required
to exercise the right within 12 months of
retirement. Commutation should be an unfet-
tered right. A member's entitfement should not
be affected by his state of health at the time
of retirement, but it is considered that the
option should be exercised within 12 months
of retirement as the possibility would other-
wise exist of a member commuting after many
years of drawing full retired pay or when his
state of health deteriorates. Figure VIII indi-
cates the amounts that would be available
under the Committee’s proposal.

FIGURE VII—EXAMPLES OF COMMUTATION

(Entry Age 20 in all cases)
Proposed Prﬂa{pﬂ;&::d
Rank | Retiving [Froposed) Maxt- | “ppy,
(Army) Age Par* |G Reduced
ay onmi
tation* | Ketired
Pay*

. 8 $ $
Major General. 57 12,799 | 51,196 |9,907.00
Colonel . 55 7.874 | 31,496 (6,232.00
Li-Colonel 50 5,765 | 23,060 |4,768.00
Major . 47 4,642 | 18,568 {3,918.00
w.o.1 . 50 3,820 { 15,280 3,160.00
wo.1 . 40 2,609 | 10,436 12,281.00
Sergeant . 50 2,795 1 14,180 |2,312.00
Sergeant . 40 1,909 7,636 {1,688.77

* Ag at 7 February 1972.
113. Where a pensioner under the existing

legislation has not exercised his right of com-
mutation he should retain the right to exercise
that option under the conditions of the present
scheme. '

114, It was submitted that the scheme should
provide a benefit in the form of a lamp sum
payable on retirement and that this should be
payable in addition to retired pay., The Com-
mittee considers that a payment of this nature
may be appropriate but should be provided
under general conditions of service, If such a
benefit were to be provided as an element of



the scheme in addition to retired pay, the
retired pay entitlement would have to be
reduced. As many retirees might prefer an
enhanced annual payment of refired pay it is
considered more appropriaie for the benefit to
be provided in the form of an option to com-
mute 2 portion of retired pay.

AUTOMATIC ADJUSTMENT

115, The Commitiee considers that it is essen-
tial that retired pay should be adjusted auto-
matically with increases in average weekly
earnings. Unless the payment made to retired
members is kept abreast of rising community
standards its real value is quickly ereded.
116. The Government has inereased D.F.R.B,
pensions on a number of occasions since the
introduction of the scheme in 1948. Twe dif-
ferent methods of adjustment have been
adopted.

117, The first method was based on changes
in the value of the pension unit. In 195C, when
the valye of the first 8 unjty wag increased for
existing coniribuiors, existing D.F.R.B. pensions
were adjusted by inereasing the wvalue of the
first 8 units of pension being received. The
same method of adjustment was adopted in
1951 when the value of units in excess of §
was increased but the pension increases were
restricted to those who refired after the age of
sixty years and those with an incapacity for
civiian employment of 60 per cent or more,
ie. those in receipt of the maximum pension
benefit, In 1954 when all units for existing con-
tributors were increased in value by one sixth,
existing pensions were also increased but the
method adopted was to increase the value of
the pension by one sixth and not the value of
each unit entitlement,

118. The second method adopied, the notional
salary method, has been applied in granting
pension increases in 1961, 1963, 1967 and
1971, In brief, increases by this niethod have
been calculated by reference to the pumiber of
unifs or categories that, having regard to his
rank or classification at retirement, would have
been the entitlement of the pensioner had he, in
fact, retired at a later date—December 1954,
for the 1961 increase, July 1961 for the 1963
increase, 30 Jume 1967 for the 1967 increase
and 30 Jupe 1971 for the 1971 inecrease. A
recent statement made by the Treasurer in
connection with the Commonwealth Actuary’s
last Quinguennial investipation of the Common-
wealth Public Service Superannuation Fund

indicates that this question of pension updating
is under active consideration by the Govern-
ment,

119, The whole cost of past pepsion increases
has been met from the Consolidated Revenue
Fund. The timing of these increases and the
method by which they were effected bas been
a maiter for Government decision.

120. The Committes has concluded that the
most appropriate method of maintaining the
real value of retired pay is to ensure that it
maintains relativity with averape weekly
earnings. Among the alternatives considered
were:

(a) that retired pay should be adjusted auto-
matically with increases in the cost of
living by tying it to the Consumer Price
Index; '

(b) that retired pay be expressed as a pro-
portion of the members final pay and
temain a constant proportion of pay
for that rank and seniority;

{c) that the existing method of ex gratig
pension increases shounld be retained.

121. As far as (c) is concerned the accom-
panying graph Fignre IX shows that increases
when awarded have been on a generous scale.
The problem has been long infervals between
each increase. Nor has there been any cer-
tainty that increases would be awarded or
when. Antomatic adjustment st regular and
frequent intervals is to be preferred to the
present ad hoc arrangements. In our view the
need for regufar adjostment should be recog-
nised as a right under the scheme and pro-
vision made in the legislation itself and the
notion that such increases are merely occasional
acts of grace dispelled.

122. The notion that retired pay might be
tied to actual service pay so that it remained
a constant proportion of pay for the rank and
seniprity held by the member at reticement was
given very serious consideration by the Com-
mittee, The advantage of this methed of auto-
matic adjustment is that upon retirement the
mergber’s records copld be maintained within
the Defence pstablishment and adjusted accord-
ing to changes jin his circumstances. From an
administrative point of view the complicated
exchange of records which now takes place
would be aveided. Certain diffieulties with such
a basis for making adjustment were brought to
the atiention of the Committee. In particular
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FIGURE IX

comparisbn of Methods éf Adjusting Retirement Benefits o

(1} —— Present ex gratia
=) SN In relation to the Consumer Price Index
(3) - In relation to average weekly eamings
Colonel Major
$ 5
Retired pay Retired pay
6000 ] 4000
5000. / 3000
40004 £ 2000
1000,
601 2 34 56 7 8 9701 601 2 34567 89701
{Year ending June) © (Year ending June)
$ Woarrant Officer 1 $ Sergeant
Retired pay Retired pay
2000 20004
1500 ' -./' 1500 ]

1000

1000

500. | 500,

601 234 5678 9701 601 234567 809701
(Year ending June) {Year ending June)
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the following was submitted by the Common-
wealth Treasury:

(a) Not all pensions would increase at one
time as adjustments in pay are not
invariably simultaneous throughout the
Services. Thus some pensioners would
receive increases when others do not.

(0 In the longer term particular pensioners
wounid. gain or fose pround when
compared with other pensioners who
retired at the same time and on the
same pension, This is so because of
changes in pay relativities as a result of
technological change and varfations in
work values.

(c) Over a period of time particular classi-
fications disappear leaving no pay basis
on which to adjust pension.

(d) Individually re-assessing the record of
each pensioner, including widows and
orphans, each time there was an adjust-
ment to service pay would be a major
administrative task, (18)

123. The Committee does not accept these
objections in their entirety. In relation to (a)
and (b) it notes that retirees do not start
life on pension on an even footing. Some
retirees might receive a pay rise shortly
before retirement and obtain the benefit of the
increase in their pension. For others the pay
rise might come just after retirement with no
improved pension entiflement. If his retired
pay were related to his service position he
would receive the benefit of that increase, But
it accepts that this method of adjustment has
two serious weaknesses:

(1) That there might be occasions where
pay is frozen whiist general community
standards are rising. -Although the
likelihood is that relativity would
ultimately be restored there might be
long delays before this happened, In the
meaniime some retirees would suffer,
particularly where pay increases, when
they came, were unevenly distribuied.
The result might be a situation no
better than the present method of ex
gratia increases awarded at arbifrarily
chosen intervals by the Government,

The disappearance of classification and
the changing nature of job specification
could fead to some bizarre results with
some retirees becoming entitled to large
increases and other classifications dis-
appearing altogether.

2)

a® Transcript of Evidence p. 2715,

124, The commitiee has concluded that the
adjustment should be related to average
weekly earnings and the relativity of retired
pay with that index maintained. This will
ensure that the man in retirement will be able
to maintain his position in relation to rising
community standards and that he will obtain
those increases when they are needed. To some
extent this js a compromise between the pro-
poriion of salary method of adjustment dis-
cussed in paragraphs 118-119 and the proposal
that adjustment be related fo the Consumer
Price Index. The Committee rejects the latter
suggestion because it comsiders that the index
does not fairly represent changes in general
community standards. The following fable,
Figure X, extracted from the Commonwealth
Actnary’s last report on the Commonwealth
Public Service Superannuation Fund illusirates
this point—

FIGURE X o»
Consumer Average
Ye Weekly
ar Price Earnines
Index . o
Index
{A) The Indexes—
1969-70 109.4 229.5
1964-65 94.0 167.3
1959-50 85.7 134.3
1954-55 . . 74.0 105.1
(B) Equivalent Annual
Increases to 196970~ | Per cent | Per cent
1964-65 . . . 3.12 6.53
1959-60 2.47 5.50
195455 2.64 5.34

125. It will be observed that the rate of
increase of average weekly earnings is almost
double that of the Consumer Price Index.
Figure IX indicates that in some cases the
increase available if the ex gratia basis was
replaced by adjustment in relation to the Con-
sumer Price Index would be less than if the
present ex gratia basis was retained. This is
ofiset to some extent by the fact that the
increases would be more regular in their
impact.

126. The Commitiee has also noted that at
the present time the whole question of service
pay levels and their future adjustment is
under review by the Commitice of Inguiry
into Financial Terms and Conditions of Service
for Male and Female Members of the Regular
Armed Forces. Until the issues under con-
sideration by that Committee have been
resolved it would be inappropriate for this
Commiitee 10 make any asswunption concerning

“0'The Superannumetion Fund—9th Quingpennial
{nvestigations—p. 28.
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the future of service pay adjustments, QOnce
these issues have been zesolved a method of
adjustment related to rises in service pay as
discussed in paragraph 122 may be possible
and a decision to implement such a system
might be taken by the Department of Defence
and integrated into the system in such a way as
to overcome the difficuliies foreseen by the
Commonwealth Treasury in  paragraphs
119-124,

GRATUITIES

127. An elaborate system for the payment of
gratuities is provided within the existing legis-
lation. The benefit serves a multiplicity of pur-
poses which include:

(a) A benefit payable to an other rank
member upon withdrawal at the sme-
cessful completion of an engagement.
The rate at which gratuity is payable in-
creases with length of service and is
chiefly designed to provide a recruiting
and re-engagement incentive.

A refirement benefit payable to an
officer ‘retired to meet the needs of the
Service’ with: more than: 10 years service
but less than the minimam service
required to qualify him for pension
entitlement.

{c) A benefit payable to certain short service
commission officers not otherwise
covered for retirement benefits.

{d) A benpefit payable to National Service-
men at the completion of service.

{e) A benefit payable to ‘C’ class invalidity
retirees to supplement the refund of con-
tributions payable to them,

128. An ‘advance’ on gratuity and refund
entitlement is payable to male other rank mem-
bers upon successful completion of one engage-
ment and re-engagement for a further period.
Gratuities are non-contributory and provided
wholly out of consolidated revenue.

129. The provision of gratuities within the
D.F.RB. legislation is a prime cause of its
complexity, Although the benefit has been a
feature of the legislation since its introduction
in 1948, alteration to the scheme in the mean-
time has considerably changed the original
concept. Until 1968 there was a parallel pro-
vision under the Defence (Financial) Regu-
lIations for payment of gratuities to those
members of the Defence Force not eligible to
join the D.F.R.B. scheme. The extension of
the scheme in 1968 to include all members of

(b)

the Defence Force on continuous full time

duty brought all regular service personnel,
other than certain medical and dental officers
within the ambit of the legislation for gratuity
purposes, -
130. Some indication of the complexity of the
subject will be obtained from the following:
Calculations have to be made for the fol-
lowing classes of gratuities:
(a) pre-1959 entrants;
- officers—different
where—

(i) the officer was commissioned
before 14 December 1959;
(ii) the officer was commissioned
after 14 December 1959 but
had other rank service both
before and after 14 December
1959;
— other ranks whose service ex-
tended beyond 14 December 1959,

(b) post-1959 entrants;

rates  apply

— officers—different rates apply
where—
(i) the officer had not served as
an other rank;

(1i) the officer had service as an
other rank; and

— other ranks.

(c) post-1968 entrants—

(i) both officers (with the exception
of certain medical and dental
officers) and other ranks who
may have had an entitlement
under Service Regulations in
respect of service up to 19 July
1968 and under the D.F.R.B.
legislation for service subsequent
to 19 July 1968;
officers and other ranks who
became members subsequent to
19 July 1968,

(d) invalidity retirement.

These are set out in detail in tables 7-15 of
the D.F.R.B. Booklet,

The amount which is to be paid will depend
upon:

(a) the reason for discharge, e.g. discip-
linary, medical, etc.;

(b} whether he had any non-effective
service such as a period during which
the member was absent without leave;

(c) whether, if there was a requirement
to serve on the Reserve Force, he had
been so requested and his decision;

(i)
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{d) whether any payment had been made
in respect of prior entitlement under
Service Financial Regnlations;

(e) whether he had received an advance
payment of his gratuity during
service. (18)

131. Numerous submissions were received con-
cerning gratuities, The consensuz of these may
be summarised as follows:

{a) Tt was objecied that a substantially
reduced gratuity is payable to female
members of the forces—a policy which
cannot be justified in equity.

(b} Objection was made to the provision
whereby ‘gratpity’ may be reduced if
the member concerned refuses to sign
on to a service reserve.

(c) It was objected that the rate at which
gratyity is payable is too low.

132. Many submissions wei¢ received con-
cerning the subject of ‘the advance’ on gratuiiy
available to male other rank members, Upon
re-engagement for a further 12 or & year period
after the successful completion of an inpitial
engagement an advance equal to the bepefit on
retirement at the completion of the re-engage-
ment period, becomes payable. It was
objected:

(a} That the ‘advance’ was not available to
female members.
That if reccived in the form of an
advance it was subject to taxation at
the rate applicable to ‘income’ under
the Income Tax and Social Services
Contributions Acts, bui was taxed at
the flat rate of 5 per cent applicable to
retireinent benefits if received at the
end of service in the usual way. The
higher rate of taxation on the advance
reduced its real value to the member,
It was also noted that the advance
becomes payable automatically under
section 424 (1) unless the member
specifically rejects it.
{c) Because the advance is paid auto-
matically unless the member elects in
writing not to take it he is exposed to
a loss of real entitlement {i.e. the amount
lost in tax) unless he specifically rejects
the offer.
Receipt of the advance can operate as a
compulsion to continue service because

‘“’Sub!mssmn of the DFRB Board—-Transcnpt
of Evidence pp. 2363-2364.

(b)

(d)

it is repayable unless the member com-
pletes his engagement.

133. Consideration of the subject has led the
Conmmittee to conclude that the provision for
‘gratuities’ within the DW\FR.B. legislation is
inappropriate, The real purpose of gratuities lies
outside the field of retirement benefits in the
general area of pay and conditions of service
and the question of their purpose and the level
at which they should be paid ought to be con-
sidered by a body with a wider charter of
inquiry than that given io the present Com-
mittee. Although lump sum payments of this
kind might be justified on a number of grounds
their provision within the legislation serves
only o confuse and complicate the scheme by
distracting the contribuiors from the funda-
mental purpose of the schetne to provide retire-
ment income and protection from service death
and accidents. From the submissions we have
received it has become apparent thai the whole
question of payments upon severance from the
Defence Force should be looked into. Many
submissions have been received recommending
that losns shouid be available from the
D.E.R.B. Fund to finance housihg and other
legititate requirements of servicemen. Such a
policy could not be supported on the assump-
tions of the existing scheme as theie would
appear to be some conflict for the Trustees if
on the one hand they were required to invest
the assets to obtain the highest possible yield
whilst on the other they were required to pro-
vide cheap finance for members. Under such
an arrangement some members of the scheme
would obtain an advantage at the expense of
the majority. Under our proposal the contri-
butions of members are designed to provide
money for running the scheme and long tefm
loans wounld not be appropiiate. However, these
submissions have indicated to us that service-

do have 2 legmmate need for finance both
difting and at fermination of service which i
a question which might well be looked imto,

134, 'Ihe Committee considers that gratuities

may be approptiate for the following
purposgs:
(a) As a recruiting and re-engagement
;}incenﬁve.
(b) As a re-setflement grant.
{c) As compensation for piemature
1termmination of career or contrict of
§sf:mp!'oym’erit.

(d) As a reward for long service.
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Apart from the provision of a limp sam
benefit for ‘€’ class invalid retirees the Com-
mitiee considers that gratuities should have
no place in a retirement benefit scheme such
as the one being proposed "The Commitiee con-
siders that the whole question of gratuities
might well be investigated by The Committee
of Inqguiry into Financial Terms and Condi-
tions of Service for Male and Femuale Mem-
bers of the Regular Arimed Forces and this
point has been put to the Commiittee.

INVALID PAY

135, The originators of the DF.RB. scheme
recognised the special probiems associated with
service disability and set out to reconciie these
with general concepts applicable to the pay-
ment of invalidity benefits from Superatmuation
schemes. Under the D.FR.B. legislation a
member discharged medically unfit is classified
by the D.F.R.B. Board accotding to his per-
centage of incapacity as follows:

Percentage of Incapacity in relation to
Civilian Ermplopinent Class
Sixkty of over . A
Thirty or over but less than su;ty B
Less than thirly . . c

136. The classiﬁcation of incapacity is made in
relation to civilian employment, because a dis-
charge, medically unfit, brings to an end the
member’s service career. An ‘A’ ¢lass imvalid
obtains a pension of approximately 70 per cent

of his pay at the time of retirement and a ‘B*

class pensioner approximately 35 per cent. The
benefit payable for ‘C’ class invalidity is a
refund of contributions augmented by a
gratuity.

137. The invalid retiree is classified initially
according to this scale and his classification is
reviewed from time to time. If his incapacily
in relation to civilian employment substantially
deteriorates or improves his classification can
be adjusted. The pension may be suspended
when the member’s civilian earnings reach
two-thirds of the current equivalent of his pay
at retirement.

138. It was submitted: .
{a) That the scale of invalidity at present in

use is too broad and that a sliding scale

should be substituted.

(b) That the initial classification and sub-
sequent re-classification should be
undertaken by an independent medical

tribunal rather than the D.F.R.B. Board
and that provision should be made for
a member aggrieved by his classification
to appeal to an authority independent
of the D.F.R.B. Board.

That provision enabling suspension of
pension on the basis of improved
civiian #athings alone was unfair and
should be removed.

That the basis upon which benefits are
paid shouold be changed. Some members.
would Jike to see the benefits payable
in the same way as Repatriation
Benefits. Others would like to se¢ the
inclusion of fringe benefits to cover the
cost of medical treatment, hospitalisa-
tion, artificial Hmbs and other medical
aids,

139, The Chairman of the DJF.R.B. Board,
Mr L. K, Burgess in his evidence, described
the principles upon whith the benefit is now
payable; (19
Compensation for disability as such is pro-
vided for already under Repatriation or Em-
ployees® Compensation arrangements, Under
the scheme a member is being insured to
provide a supplement where it is applicable.
If he canmot be absorbed into the work force
he gets a full pension as distinct from the
supplement provided, accordmg to the degree
of absorptmn into the civilian work force.
That is the term of the contract, The dis--
ability provision should already have been
provided elsewhere.
We ate not providing for compensation in
the sense of a career or level of income that
has been foregone What we are
getting out to judpe is his employability—
how far can he be settled into the work force:
as a civilian. Thai is the principle—not what
he has foregone, We are not supplementing
him for a loss agains{ some hypothetical
career. But the question is how far can he
be absorbed—or, can he be absorbed
ahd, if so, to what extent in the civilian
force.20)
I think perhaps the point you are leadmg me-
along to is—How far do you take into -con-
sideration what would have happened to
him as a serviceman? The answer is that we
do not take that into consideration at all,
because our respensibility is to say that this.
man’s career has finished there. There are-
other provisions adequate or inadequate to.

{c)

(d)

a® Transcript of Bvidence p. 2950.
@ Transcript of Evidence p. 2953,
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meet the situation regarding compensation
for what he has foregone. (21}

140, 1t is made clear in the foregoing passages
that the benefits payable under the present
scheme for invalidity are not designed to
provide:
{a) compensation for disability; or
{b) compensation for the premature ter-
mination of employment.

141. The Committee is disposed to agree
generally with the proposition that compen-
sation for lost employment, or for the actual
injury sustained, should not be provided by
legislation designed principally to provide
retirement benefits, But the fact remains that
both the D.F,R.B. Scheme and the Common-
wealth Superannuation Scheme purport to
<over members for the possibility of loss of
employment due to ill health, The different
mature of service in the Defence Force from
the conditions which apply to Commonwealth
Public Servants should be noted. Retirement as
an invalid from the public service indicates that
the member has broken down and cannot con-
tinue to be employed by the service whilst the
condition leading to his retirement subsists. If
he later improves in health he can be re-
employed. Section 65 of Part IV Division 3
of the Superannuation Act 1922-1971, there-
fore, provides that should he have obtained
other employment or be earning more than
two-thirds of the current equivalent of his
salary when retired, either as an employee or
on his own account, the pension payable to
him can be suspended. Underlying this pro-
vision is the assumption that where an invalid
pensjoner is capable of earning two-thirds of
the current equivalent of his salary at retirement
he can be presumed to have recovered suf-
ficiently to resume his former employment with
the Commonwealth, but has elected not to do
80.

142. Members of the Defence Force once dis-
charged unfit are not normally re-engaged.
There can be no question then of re-employment
by the Service. The members employment is
effectively terminated at the dafe of discharge.
Discharge can oceur for reasons which would
not apply in other employment because of
the high standards of fitness applied by the
Defence Force. Many dischargees are not
therefore, incapable of further employment but
can be expected to obtain work, The fact
remains, however, that the member’s employ-
ment has been terminated and will not be

restored, It appears to the Committee that this
factor is not sufficiently recognised under the
existing provision for invalid retirement.
143. The system of classification under the
present legislation vequires the assessment of the
retiree in relation to his capacity for civilian
employment. This criterion is administered by
the D.F.R.B. Board with some flexibility. The
Chairman of the Board has explained that the
general principle is absorption into the work
force and when this i8 achieved the payment
is terminated. In our view other considerations
should also apply. It should be recognised that
the loss of employment itself is worthy of some
recognition and that the benefit should he
related in some way to what the man has lost
in the course of his career in the Defence Force.
To the extent that this can be measured
physically the man should be compensated
accordingly and that this part of the assessment
should be undertaken by medical experts. To
the extent that he is jncapacitated in selation
to future civilian employment this loss should
be likewise compensated and the extent of the
loss again measured by qualified people.

Assessment of degree of incapacity
144. Evidence from the Regular Defence
Forces Welfare Association recommended the
substitution of a sliding scale basis of assess-
ment rather than the present broad banding:
It is quite possible according to modern
scales and pension déterminations for a
pensioner to be, say, 55 per cent disabled
and on a ‘B’ class classification whilst a
man on 60 per cent is on an ‘A’ class. So
that by what you may call a specious differ-
ence of five per cent, a man is getting half
because he has a five per cent 'capacity
differentiation. (22)
145. The adoption of a sliding scale method
of classification for invalidity would certainly
lead to greater simplicity of concept and meore
certainty in application of the provisions. A
sliding scale would be appropriate if the pension
wetre fo be awarded purely on the basis of the
member’s medical condition. But it is not
appropriate where a criterion—-capacity in
relation to civilian employment—is not capable
of precise mathematical expression.

146. The question of classification is rendered
considerably more complex by the use of this
criterion and it is unlikely that a sliding scale
could be devised that would cope with the
variables involved in the making of such a
complex decision.

& Transcript of Evidence p. 2955.
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@ Transcript of Bvidence p. 2056,



147. The D.F.R.B. Board in their submission

to the Commiitee commented on this

suggestion:
It is understood that the current method of
invalidity classification was infroduced to
avoid {he rigidity which would be associated
with the precise definitions required for a
sliding scale of pension benefits. It is noted
that prior to the introduction of the Defence
Forces Retirement Benefits Act in 1948,
provisions existed in the Superannuation
Act for a sliding scale basis for granting in-
validity benefits to former members of the
Armed Service assessed at less than 50 per
cent. This method of payment was dis-
carded when the invalidity provisions were
inserted in the Defence Forces Retirement
Benefits Act, (28)

148, The Committee sees advantages in the
present flexible approach to invalidity classi-
fication and does not consider that a sliding scale
approach is appropriate. However, it considers
that the actual assessment of invalidity should
be placed in the hands of an expert tribumal,

Method of Assessment

149. It was submitted by the Regular Defence
Forces Welfare Association that the classifica-
tion of invalidity should be undertaken by an
independent medical tribunal:

When the Board makes a judgment which
subsequenily does not prove to be reason-
able and it is in relation to a medical matter
then the discussion sbout the Board in the
Services and among retirees gives the Board
a bad name. Largely we suggest that this
independent board of medical assessment
would not take away from the Board any
anthority but would give it additional
anthority in that it has based its decision on
the recommendation of the independent
board, (24)

150. Surgeon Rear Admiral Lockwood who
gave evidence in support of the submission by
the Regular Defence Forces Welfare Associ-
ation said in evidence:
The medical assessment of disabilities is a
very skilled subject, It requires doctors of
experience, skill and ability. 1 wounld say
that the re-assessment of Defence Forces
Retirement Benefits invalids’ percentages in
civil tife should be done by highly skilled and

5 Transcript of Evidence p. 2919,
@) Trapseript of Bvidence p. 230
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experienced medical officers, That is why I
think that the independent board of medical
assessment that has been put in this sub-
mission is extremely important.(25)

151, The D.F.R.B. Board iz responsible for
making all clagsifications, re-classifications and
ordering suspepsions. Jn performing these fun-
ctions it exercises wide discretions. Thus the
D.ERB. Board may act on the advice of the
final Service Medical Board if it considers the
medical evidence establishes the classification
clearly, or it may obtain the opinion of 2 Com-
monwealth Medical Officer, or, in borderline
cases it can refer the maiter for the opinion of
a specialist. In cases involving ‘suspension’ the
D.FERB. Board exercises a wide discretion
whether to enforce the provision or not.

152, If the member jis dissatisfied with the
D.F.R.B. Board’s decision he can create a dis-
pute with the Board which ihen ré-examines
the matter. However, the Committee does not
feel that it is a satisfactory situation, that when
& member creates a dispute with the Board, the
Board should be the arbiter in the dispute
between the memiber and itself.

153, Nor is the appearance of inequijiy relieved
by the fact that the only anthority competent
to review the decisions of the Board is the
High Court of Australia. AMhough the Board
acts on the advice of medical experts the
composition of the Board does not include a
person with medical qualifications. Nor does the
procedure of the Board provide for an open
hearing at which the dissatisfied member is
able to present his own case, bringing his own
doctor to examine the Commonwealth Medical
Officer who has advised the Board. In Recom-
mendation 18 {¢) the Committee sets out the
arrangement it considers should apply.

Family Benefits

154. The existing D.F.R.B. legislation provides
for the payment of benefits to the dependants
of contributors and pensioners in the follow-
ing circumstances—

(a) Widows—A widow’s pension of five-
cighths of her former husband's entitle-
ment is payable to the widow of a con-
tributor who dies in service or the
widow of a pensioner. (The proportion
payable to the widows of certain pre-
1959 entrants will be one half rather
than five-eighths if the member con-
cerned elected not fo purchase the

@ Transcript of Evidence p. 210.



additional widow’s entitlement when
the benefit was increased from opg half
10 five-eighths, in 1959.) For the pur-
poses of the widow's pension entitle-
ment, in the case of a contribuvior who
dies in service, it is the notional entitle-
ment be would have received bhad he
been retired as a class ‘A’ invalid at the
gate of his death (ie. 70 per cent of
final pay). In all other cases it is the
benefit payable to the retiree at the
date of his death. When a class ‘A® or
‘B’ invalid pensioner dies, his widow is
entitted to five-eighths of the benefit
being paid to him, unless his death is
attributable to the condition which
brought about the discharge as an in-
valid when the widow's entitlement is
determined according to the principles
applicable for death in service. The
benefit is onty paysble to the widow of
a pensioner where their marriape was
contracted before his refiremenf. The
benefit continues payable during the
widowhood of the recipient it termin-
ates on her re-marriage.

{b} Eligible children—A henefit of $208 per
annum. iy payable in respect of each
eligible child of a deceased contriby-
tor or pensioner. To be eligible the
child must be under the age of 16
years but the benefit continues pay-
able to age 21 in respect of full fime
education at school, college or univers-
ity, The benefit is payable to the widow
in addition to her widow’s pension and
continues paysble after her re-
marriage. The Board has a discretion
to pay the benefit as appropriate where
an eligible child is not in the care and
control of the widow but is properly in
the charge of some other person or
institution. As the provision is now
interpreted the illegitimate children of
a deceased member or former member
do not qualify for the benefit.

(c) Orphans—Where an eligible child, or
children is orphaned there is payable
in addition of the $208 children’s bene-
fit an additionzl sum of either a flat
$312 per annum per child, or alternat-
ively an amount per child of approxi-
mately one quarter of the entitlement
that was or would have been payable
to the deceased member’s widow, The
amount payable is the greater of these
two aliernatives.
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155. Submissions to the Committee have
recommended:

{a) That the proportion of the member’s
benefit payable to his widow should be
ingreased,

That the pemsion payable to a
widow should not terminate on her
re-matriage.

{¢) That the widow of a retired member
should be entifled to the benefit where
their marriage occurred after his
vetirement.

That the benefit payable in respect of
children should be increased.

(e) That the benefits should be payable to
de facto wives and illegitimate
children of the member,

That 2 widower’s benefit should be
provided,

That the concept of dependant shouid
be widened to include certain depen.
dants of single contribytors,

156. The Committes has concluded: that the
proportion of the benefit payable fo the
widow for both death in service and death
after reticement should remain at five-cighthe
of the member’s eptitlement. The methad of
determining the emuﬂemem should not be
changed. Higher benefits will be payable to
the widows of retired pay recipients than
those nmow obtainable because of the effect of
the proposal for automatic adjustment of the
pension to maintain relation with average
weekly earnings. Where death in service occurs
the widow will recsive five-eighths of the ‘A’
class invalidity bedefit as under the existing
legislation but this will also be subject to
automatic adjustment. The improved children’s
benefits that the Committee i§ recommending
will improve the position of a widow respon-
sible for children.

Re-marriage of Widows

157. The payment of the widow's benefit under
the existing legislation ceases upon the re-
marriage of the widow. The benefit in respect of
children contipues payable. It was strongly
submitted that the legislation should be
amended to permit a widow fo continue
receiving the benefit after re-marriage. The
Committee notes that the benefit payable is a
support pension for the widow and like other
benefits payable to dependants under the legis-
lation it is justified on the principle that the
members of the schemes including the

(b)

(d)

(£)
(g)



employer should provide -support for -the
deceased member’s dependants in the event of
his premajure death, The scheme assumes the
respoasibilities of the deceased memher and
provides for his dependants during their
dependency. It would not be reasonable for
this responsibility to be continued once
dependency has ceased. Upon her re-
marriage it must be assumed that the responsi-
bility for a woman’s support passes from the
scheme to her new husband. -

Marriage affer Retirement

158. The benefit is not available unless the
marriage in respect of which it is payable took
place before the member’s retirement. It was
submitted that the benefit should be payable in
such circumstances because members of the
Defence Force are frequently required to
retire jn comparative youth. The Cominitiee
considers that the widows of men who marry
after retirement should be recognised for the
purposes of the legislation and that a widow's
benefit should be paya!ﬂe provided the margiage
of the retired serviceman takes place before
he attains age 60. Age 60 is selectéd because it
is -a refirement age common in other occupg-
tions and it is felt that the right should be
extended to service personnel up to that age
in order that they will not be disadvantaged
by selecting a caréer in the Defence Force.
De Facto wives and illegitimate children

159, Payment of the benefit is made to widows
and legitimate children only, wunder the
present Jegislation, Other beneficial legislation
adminjstered by the Commonwealth ‘provides
for the payment of benefiis to de facto wives
and illegitimate children in appropriate cir-
cumstances. Provided the rights of a widow
are safegnarded the Committes considers that
the same principle should apply under the
proposed D.F.R.B. Scheme and recommends
aceordingly in Recommendation 15 (¢).
Widower’s Benefit

160. Under the Commonwealth Superannu-
ation Act 1922-1971 2 benefit iz payable to
the widower of a deceased female member
provided the widower was dependent on the
member for his support. The benefit terminates
upon the re-marriage of the widower or upon
his ceasing to be dependent. Until wery
recently female members of the Defence Force
were required to resign upon marriage so that
the need for a benefit of this kind was not
really apparent. However, that sitnation has
changed and married females may now con-
tinue in service. The Committee considers that
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similar provisions for widower entitflement

should be made as that made for Common-

wealth public servants nnder the superannua-

tion scheme and recommends accordingly in
Recommendation 15 (d).

Benefits payable fo children

161. The Commitiece has been impressed by
the inadequacy of the present payment in re-
spect of children, particulariy orphans. It pro-
poses that the benefit payable should be
lteeply upgraded. Some consideration was
given to the substitution of a proportionate
payment in respect of -each child to replace the
present figed annual amount of $208. Calenla-
tions extracied however indicated that such a
basis would tend to favour the children of
deceased members in the higher salary
brackets and that the children of people on
lower raies of pay would in some -cases receive
less than is mow provided. It was therefore
decided to reiain the fixed annual amount but
it was apreed shat this should be adjusted
injtially to reflect increases in the .cost.of living
that have occurred since it was last fixred and
that adjustment shonld in future take place
automatically. =—The bepefit should be
augmented by a proportion of the widow's
entitlement. ‘The same basis will apply to
orphans but the amounts payable will be
greater. The Commitice recommends accord-
ingly in Recommendations 16-(a), (b) and
(c). The accompanying tables, Figures XII
and XIII, give examples of children’s and
orphans’ benefits, (See page 42.)

Education Allowance

162. A former child remains eligible to
receive the children’s benefit until he attains
age 21 under the D.FRB. Ilegidation
provided he is undergoing full time educa-
tion, It is proposed that the benefit should
now be payable until the former child has
attained twenty five years. It should terminate
upon the marriage of that child and it should
ooly remain payable if the child is dependent
in the sense that his parents, had they lived,
would most probably have supported hlm
Where the child is being supported by an-
employer or potential employer in the sense
that he is being paid a full salary or wage
whilst attending an institution of learning or
instruction full time, the benefit should termin-
ate. (See Recommendation 16 (d) ).

163, This should ensure that those dependants
of deceased servicemen and recipient members
most in need of support will receive it. Large
families will receive the preatest advantage.



FIGURE XII--EXAMPLES OF ORPHANS’ BENEFITS

Present D.F.R.B. Scheme )
Committees Fixed
Praposed Percentage
Rank Number of Eligible Children Scheme Scheme
. () )
1-4 5 6
. ‘ . $ 5
Colonel {(Death in Service) 1,235 1,028 802 1,393 1,575
Captain (Army) (Death in Service) . 754 645 572 1,005 763
Warrant Officer {Class 1) (Death in Service} 613 532 520 1,115 522
Sergeant (Death in Service) 520 520 520 1,005 382
Private (Leovel 1) (Death in Service) . 520 520 520 966 237

* § per eligible child

(a) one-eighth of the Widow’s Pension plus $702.
would have been eligible for had he reached retirement

FIGURE XINN—EXAMFLES OF
CHILDREN'S BENEFITS

- Com- Fixed
Present | mittee’s Per-
Renk D.F.R.B.| proposed | centage
Scheme | Scheme | Scheme
@ (&)
* ] [ ]
Colonel (Death in
Service) . 208 1.227 787
Captain (Army) '
(Death in Service) . 208 710 382
Warrant Officer
Class 1
(Death in Service) . 208 855 261
Sergeant :
(Death in Service) . 208 710 191
Private (Level 1)
(Death in Service) . 208 528 119

* § per eligible child
(@) Ope-sixth of the Widow’s Pension plus $312.
(&) One-tenth of the retired pay that the deceased
member would have been eligible for had he reached
retirement age for rank.

Unmarried Contributors

164, Under the D.F.R.B. legislation the only
benefit payable in respect of ah unmatried
member who dies during service without leav-
ing dependants is a refund of his contributions,
These are payable to his estate. The estate of
a retired member js entitled to receive a refund
of contributions less the amount of any benefit

(&) onefifth of the retred pay that the decessed member
age for rank.

paid. It has been submitted that single con-
tributors, that is, contributing and recipient
members with no dependants recognised for
D.E.RB. purposes, should have the. right to
designate beneficiaries from among their close
kin as persons entifled to benefits under the
scheme, Under the post-1959 scheme the rate
at which members contribute is determined by
age at entry to the scheme. The rate of contri-
bution for a single man or woman is the same as
the rate for a inarried person. Some single con-
tributors making submissions to the Commit-
tee have contended that this sitnation is not
equitable and that they are in effect subsidising
other members of the scheme. Accordingly it
was argued that either the rates of contribution
payable by persons without dependants should
be reduced or that the scheme permit a single
member to nominate a beneficiary from among
his close kin to whom the benefit might be
payable. In Chapter IV paragraph 43
the Commitiee discusses the question of
reduced contribution rates for single con-
tributors and concludes that a umiform con-
tribution rate is desirable.

165. Under the existing arrangements for
financing the scheme and the pooling arrange-
ment which applies to post-1959 entrants the
liabilities of the scheme are averaged over the
whole body of coniributors. The contribution
paid by an individual does not consist of ele-
ments attributable to each benefit but are
based on the liability of the Fund in respect
of the body of contributors as a whole. Not
all married members with children will neces-
sarily draw on the Funrd in respect of those
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dependants, The scheme provides invalid
cover for all contributors although compara-
tively few will draw on the Fund as invalids.
For these reasons it is not considered that there
is any particular inequity in the contribution
rates of single contributors. If 2 new benefit
were to be provided by the scheme to entitle
certain dependants of single contributors to
qualify for a benefit, the overall cost of the
scheme would rise with the additional liability
attributable to the new benefit.

166. Evidence to the Committee indicates, how-
ever that there are single contributors with
relatives who, in many cases, are dependent on
the earnings of the member for support and
whose claims on that individual are comparable
with those of a dependant, wife, widower or
de facto wife. Younger contributors may be
responsible for the support of aged or infirm
parents, Older contributors may be responsible
for the support of close relatives such as
young nieces or nephews or be supporting a
close relative of similar age who would not
come within the definition of de facto wife.
At the same fime similar commitments may
have been incurred by other contributors who
may, at the same time, have dependants recog-
nised for the purposes of the legislation.

167. The line between dependants eligible for
benefits under the D.F.R.B. scheme and other
dependency situations which may exist (and
may involve moral claim on particular indi-
viduals) must be drawn somewhere if the
scheme is not to become overlpaded with com-
mitments which might greatly add fo its overall
cost, It was decided, therefore, to recommend
that where a contributor without eligible
dependants dies in service there should be
payable to the member’s estate, in additjon to
the refund of contributions actually paid, a
further amount consisting of one half fheir
value. The same benefit should be payable upon
the death of a recipient member who is single
at the time of his death, But the amount pay-
able should be reduced by the amount of any
benefit he may have received. This will provide
single contributors with a benefit related to
their years of membership of the scheme. An
extension of a definition of dependants
" beyond de facto wives and illegitimate children
and widowers is not considered desirable by
the majority of the Cornmittee,

Inferest on refomd of Contxibutions

168, The Committee received numerous sub-
missions arguing that interest should be paid

on 2 refund of contributions to a member who
withdraws voluntarily. A provision of this
nature could not be justified. Information from
the Commonwealth Actuary indicates that the
payment of a refund of contributions without
interest represents a significant liability of the
existing scheme. Figure VII on page 28
indicates that the rate of withdrawal has been
very high for both officers and other rank
members. If interest were to be paid the
Committee is convinced that:

(a) An immediate and very substantial
increase in the overall cost of the
scheme would result. The cost of pro-
viding refunds is already a major drain
on the resovrces available for paying
benefits and the provision of interest
would reduce them further.

The provision of interest might lead to
ncreased withdrawal further adding to
the existing drain on the scheme’s
YesOUrces. ‘ :

(b}

169. The Committee is recommending a
range of retirement benefits which it con-
siders will meet the needs of service personnel.
Payment of interest on contributions is not a
retirement benefit in the sense that the Com-
mittee attaches to that term. The argument is
sometimes advanced that as the member has
not had the use of the money he has contri-
buted, he should be paid interest on that money
should he wish to withdraw from the scheme,
This argument would be more persuasive had
the member not already received ample con-
sideration for his contribution in the form of
insurance type protection for his dependants in
the event of his premature death and the pros-
pect of an anpuily in the event of his invalidity.
Moreover, the member obtains a taxation con-
cession throughout service in respect of coniri-
butions paid to an approved superannuwation
scheme. If he withdraws before qualifying for
retirement’ benefite he receives a full refund of
what he has paid in to the scheme, In effect
he obtains the protection provided by the -
scheme at mo cost to himself. His position
might well be compared with that of a person
surrendering a life assurance policy where the
surrender value is less than the amount he has

_contributed. At the same time, under the pro-
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posed scheme he can qualify for retirement pay

at a generous rate after 20 years service for

pension. The Committee has therefors con-

cluded that payment of interest would not be -
justified,



CHAPTER V—ADMINISTRATION

170. To understand the present arrangements
for administering the D.F.R.B. scheme it is
necessary to distinguish between the following:

A-~—Financial and managerial responsibility,
B—Day to day management,
C—Ministerial responsibility,

A, FmANCIAL AND MANAGERIAL RESPONSI-
BILITY

Defence Forces Retirement Benefits Board

171. The D.F.R.B. Board, consisting of six
members, is vested with the responsibility for
the administration and working of the Act.
The composition of the Board gives some indi-
cation of the interests that are represented. Tt
consists of:

{a) Chairman—who is also President of the
Superantiuation Board, As well as his
duties as Chairman he is also the Chief
Executive of the ‘Office of the Super-
antmation and Defence Forces Retire-
ment Benefits Boards',
The Commonwegith Actuary-——The
Actuary hag important duties in relation
to the scheme. He is charged under the
legisiation with the duty of making
periodical investigations of the Fund
and reporting to the D.F.R.B, Board on
its state and sufficiency. In his report he
is required to advise the Board on any
adjustment to coniribution rates that
appear necessary and to advise on how
the Board should deal with any surpius
or deficiency that his investigation of
the Found reveals. The Actyary is an
expert oh superanbuation through his
long involvement in all the schemes
operated by the Commonwealth and is
also a member of the Superanmustion
Board which is the management body
tesponsible for the Commonwealth
Public Service Superannuation Fund.
(¢) Treasury Representative—The Treasury
is represented by a senior officer
of that Department (usually the
Asgistant Secretary in charge of the
Retirement Benefits Branch of the
Social Security Division). Ministeria)
responsibility for amendments to the
legislation is vested in the Treasurer,

(b)
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The presence of the Treasury represent-
ative on the D.F.R.B. Board is there-
fore of some importance as he is the
chief liaison between the Board which
is responsible for the management of
the scheme, and the Government which
proposes changes to the legislation.
Service Representatives~—Each of the
three Services is represented on the
Board by 2 member who iz usualiy
Direcior of Personal Services for the
Service he represents. He is invariably
himself a contributer to the D.F.R.B.
scheme. Each of the three Services thus
has a voice in the management of the
scheme through 2 senior officer who is
familiar with aspects of service matning
policy. This member can also be
regarded as a voice for the rank and
file of contributors.

(d)

Powers and responsibilities

172. The D.F.R.B. Board is an independent
statutory authority being a body corporate with
perpetual suvccession apd a common seal. It
has power to delegate ifs functions under the
legislation to a member of the Board or an
officer of the Commonwealth Public Service. It
has a general administrative and management
responsibility, the power to determine special
cases and decide other matters arising under
the provisions of the legislation amd the
respongibility fo act as corporate irustee for
the investment of the D.F.R.B. Fund.

173. The moneys required to meet the cost of
the administration of the scheme sare appropri-
ated separately by Parliament, These accounts
are kept as part of the Public Accoumt and are
separate from the D.F.R.B. Fund’s accounts.
The Board is reguired to report on the general
administration and working of the Aet,
annually, to the Treasurer who is required to
table the report in Parliament.

Management of Investments

174, Tncome derived from investment forms
part of the D.F.R.B. Fund, such income not
being subject to taxation by the Commonwealth
or a State. Section 16 of the Defence Forces
Retirement Benefits Act 1948-1971 provides
that:



Fhe moneys of the Fund shall, so far as
is practicable be invested by the Board:
(a) in securities of the Commonwealth or
of a State;
(b) in a loan to a local govermng body in
Australia;
(¢) in a loan secured by a morigage of
an estate in fee simple, or of a lease-
hold interest, in land in Australia,
being a. loan—

(i) the amount of which doegs not
exceed seventy per cenfum of
the value of the security at the
time the loan is made; and

(ii) which is repayable on demand
or is for a term not exceeding
thirty years;

in debentures isstted in Australia by

@ company incorporated in Australia;

or

(e) in any manner for the time being
allowed by an Act or State Act, or by
an Ordinance of a Territory of the
Commonwealth, for the investment
of trust moneys in Australia, other
than in stock or shares issued by a
company,

but shall not be invested in any other

manner,

(3.) Moneys of the Fund shall not be
invested in debentures nnless—

(z) the investment is permitted by, and is
in accordance with, the regulations*;
and

(6) the amount of the moneys to be in-
vested, together with the value of any
debentures in which moneys of the
Pund are already invested, is less
than one-quarter of the value of the
assets of the Fund.

(4.) In thiz section, ‘debenture’, in rela-
tion to 2 company, includes debenture
stock, bonds, notes and any other securities
of the company, whether constituting a
charge on the assets of the company or not.

175. The management of investments i a
major responsibility for the D.F.R.B, Board
which acts as Corporate Trustee of the contd-
butions of members. The suceess of occupa-
tional superannuation schemes is very depen-
dent upon the skill with which the funds are
invested. The justification for the funding

*No zegulations have been so far promulgated
uader this section.

{d)

basis of financial administration is that the
investment of the member's contributions will
in the long term, by reducing the cost of pro-
viding the benefits, lower the rate at which
members will be required to. contribute,

176. Criticisme has been levelled at the D.F.R.B.
Board’s management of the D.F.R.B, Fund.
Criticism of the investment policy largely
revolved round the assumption that the earning
rate could be improved by more adventurous
management. The Board has pointed out that
as ii acts as Corporate Tmustee for member’s
contributions, its major responsibility is to
ensure that these moneys are securely invested,
Over two-thirds of the asseis are Government
and semi-Government securities. This is partly
due to the legislative restriction on the invest-
ment powers of the D.F.R.B. Board, How-
ever, even if the DFR.B. Board had wider
powers it is likely that a prudent Board would
retain the present range of investments, The
investment of contributions poses a dilemima
for the trustees of a superannuation scheme.
On the one hand, they must ensure that the
contributions are secure and on; the other hand,
they fpust fry to obtain the most profitable
return if the object of investment is fo be
achieved. For theé trustees of public sector
schemes this dilemma is acute as the scope
for investment is resiricted by legislation. In
these circumstances the Committee considers
that the earning rate during the period 1959 to
1971 of 4.5 to 6 per cent has been qguite satis-
factory. The earning rate is higher than the
rate obtained during the same period by the
Commonwealth Public Service Superannuation
Fund, Most of the snbmissions received by the
Commitiee were received in late 1970 at the
height of the boom in mining shares. The
consensus of these submissions seemed to be
that the D.F.R.B. Fund was missing out on
prosperify associated with the boom. This
type of investment was of course mot avail-
able to the Board, even if desired, within the
investment area available, Later developments
in the general stock and security markets have
confirmed the wisdom of a conservative invesi-
ment policy.

177. Although the portfolio of the Fund has
been well managed in the past, the yield from
investing only the contributions of members is
not sufficient to warrant the elaborate apparatus
that is necessary. For reasons already discussed
we consider the Commonwealth should not
fund its share of contributions and that it
would be in the best interest of the members
of the Defence Force, who are confributors o



the scheme, if in future their contributions
were applied directly to the provision of bene-
fits and that the existing D.F.R.B. Fund be
phased out.

178. The Committec appends a paper pre-
pared by the D.F.R.B. Board explaining its
investment policy which contains a table indi-
cating the present range and spread of invest-
ments. {See Appendix E)

Acturial Investigations

179. The Commonwealth Actuary explains
the purpose of this periodical investigation in
his paper The Actuarial Bases Underlying the
Defence Forces Retirement Bencefits Scheme
1948-1970. (See Appendix C)

180. Of major concern to the Committee has
been the delay in the completion of these
investigations. The last report of the Com-
monwealth Acfuary was in respect of the
quinquennium 1959-64 which was not com-
pleted until 7 April 1967 and not tabled in
Parliament until 6 June 1968. The quinguen-
nial review for the period 1964-69 has not yet
been completed.

181. Section 22 of the Principal Act requires
the Commonwealth Actuary to undertake
periodical reviews of the state and sufficiency
of the D.F.R.B. Fund as at 13 June 1964 ‘and
thereafter at intervals of not less than five
years’. The section does not require the Actuary

to present his report on the annjversary of the -

first quinquennium as some contributors seem
to think, The Commonwealth Actuary is not,
therefore, in breach of this legislation as a
result of the delays in presenting his Report.
However, it is highly desirable that where a
scheme js funded the investigations be carried
out and the reports presented at regular and
frequent intervals. These reviews are the main
source of information concerning the scheme
and give an indication of what is necessary gnd
feasible with regard to improvements.

182. The delays that have occurred in com-
pleting these investigations have undoubtedly
been detrimental. They have also had a bad
psychological effect uwpon the serviceman in
that the scheme has been shrouded in mystery.
The work of the Commiitee would have been
considerably facilitated if wp to date infor-
mation regarding the scheme had been avail-
able earlier. The Commonwealth Actuary has
advised that he has only recently received from
the D.F.R.B. Board the necessary data fo
enable him to commence his investigation for
the 1964-69 quinguennium. The Committee
has been informed that the transfer of manual
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records to automatic data processing has been
the principal canse of this delay. The records
of the Board have now been ‘computerised’, and
the completion of the transfer of manual
records to computer tapes should ensure more
expeditious provision of information in the
future. A further cause of delay has been the
re-distribution of surplus to pre-1959 contribu-
tors arising out of the 1959-64 investigation
Section 22 (3) requires the Comrnonwealth
Actuary to state in his report ‘what additional
benefits (if any) could, in his opinion, be pro-
vided out of the surplus or in what other
manner the surplus should, in his opinion, be
dealt with’. The Commonwealth Actuary rec-
ommended in this 1959-64 report that the
surplus be employed to facilitate the transfer
of pre-1959 entrants onto the post-1959 basis
of contribution. This recommendation was Rot
accepted by the Board which recommended the
distribution of surplus to contributors and
pensioners. This exercise involved the staff of
the Office of the Board during 1968 and 1969
and must be regarded as a factor contributing
to the delay in transferring the manual records
to auntomatic data processing.

B. Day To DAY MANAGEMENT

183. The Board is supported by an office of
permanent officials. The office of the Super-
annuation and the D.F.R.B. Board consists of
officers of the Commonwealth Public Service
on the establishment of the Commonwealth
Treasury. The Chairman of the DJF.R.B.
Board, also President of the Superannmation
Board, is the chief executive with responsi-
bility for the management of both schemes.
184. The Committee has received numerous
complaints relating to the administration of
the scheme touching such matters as delays in
apswering correspondence, delays in processing
applications for commutation and for invalid-
ity pensions, and errors in calculation of con-
tribution rates. Although many of these com-
plaints appear to be genuine it would be uniair
t¢ hold the D.FR.B. Board or the Oifice
entirely responsible.

Processing Conixibution Rates

185. The present method of calculating the
confribution rate of pre-1959 entrants is
extremely complex. ¥ all contributors were
placed: on a percentage of salary basis for
coniribution these problems should disappear.
186. The procedure for processing contribution
rates deseribed by the D.F.R.B. Board to the
Committee involves the Board and all three
Service Departments. Some of the charges of



delays and errors at present levelled at the
Board are due to errors made by the Service
pay authorities in updating pay and calcuo-
lating the effect of pay increases, The Com-
mittee has reached the conclusion that greater
efficiency would flow from the centralised
administration of both pay and retirement
benefits by the Department of Defence.

Processing Applications and Payment of
Pension

+ 187. The D.FR.B. Board submiited that
delays in this area occur during the interval
between the completion of ordinary service
discharge procedures and the forwarding of
essential advice to the D.F.R.B. Board. The
D.F.R.B, Board submitted that some delays

are due to discrepancies between these records”

when forwarded and the Board’s own records.
Further delays occur between the completion
of the Board’s procedures and the forwarding
of essential information to the paying agents.
For reasons already stated the Committee con-
siders that obvious advantages would flow from
the administration by one authority of all
operations of the scheme thus necessitating
the keeping of only one set of records.

Information concerning the Scheme

188. The D.F.R.B. Board has produced a
booklet designed to explain the scheme to con-
tributors. This provides comprehensive informa-
tion, but the booklet fails to explain the scheme
satisfactorily to the average contributor, as it
is too long and detailed for this purpose. The
difficulty is that the present scheme defles
explanation in simple terms. We canpot over-
emphasise the importance we attach to having
a scheme in which contributions and benefits
are capable of simple explanation fo the
members of the scheme. We are confident that
our proposed scheme meets this criteria.
Advisory and Counselling Service

189, It was recomumended that an advisory
and counselling service should be conducted
by the D.F.R.B. Board o ¢xplain the scheme
to members. This is a clear demonstration of
the complexity of the present scheme. The
Committee feels that it should never be neces-
sary to have to go to such lengths merely to
explain retirement benefits.

190, Where a scheme is compulsory, it is
essential that the benefits of membership
should be presentable in a clearly understand-
gble manner and that information concerning
a member’s rights and obligations under the
scheme should be readily accessible,

191. The Committee considers that an advisory
and counselling service shouid not be necessary
for the Committee’s proposed scheme. There
may be a requirement for such a service to
cover the range of discharge problems, includ-
ing the question of employment in civilian life,
experienced by servicemen. As this question is
outside the Committee’s terms of reference no
further comment is made.

C. MINISTERIAL RESPONSIBILITY

192. The D.F.RB. Board is responsible for
the working and general administration of the
Act and the Treasurer is the responsible
Minister. The Treasury has an overall responsi-
bility for co-ordinating the Government’s
policy on retirement benefits, including the
D.F.R.B. scheme. The responsibility for
advising the Treasurer on retirement benefits
policy penerally rests with officers of the Dep-
artment of Treasury.

193. Formulation of policy in relation to
D.E.R.B. takes place at present within an in-
volved framework. Ministerial responsibility
for the scheme rests with the Treasurer, but
the Treasury does not manage the scheme
which js in the hands of the D.F.R.B. Board.
Officials within the Treasury advise the Govern-
ment on the scheme and the Treasury has a
representative on the Board.

194. The Committee considers that the present
arrangements for administering the scheme
are too involved, and fhat there should be a
single responsible authority. The justification
for an independent statytory authority such as
the D.F.RB. Board is its role as corporate
trustee of the D.FRB, Fund and as a
board of management. This dual role will dis-
appear under the Cornmittee’s proposals, The
management of the scheme would then be
vested in a section of the Defence Department.
Under the Committee’s proposed scheme
invalidity classification would be handled by
an independent tribunal and the determination

of commutation rights would be an automatic
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process that could be handled at a purely
administrative level.

195. The Minister for Defence should be the
responsible Minister for the proposed D.F.R.B.
scheme. This would be beneficial in that the
D.F.R.B. scheme would be under the adminis-
trative supervision of the Department respons-
ible for other aspects of service pay and con-
ditions. The transfer of records and inform-
ation that takes place at present would be
avoided and considerable economies of scale
and enhanced administrative efficiency should
resnlt.



196. Consideration has been given as to
whether an Advisory Board-should be created
as a fooal point under the Proposed D.F.R.B.
Schiérnie: The admidaistrators of the scheme
would nof need the powers of the present
PDERRB. Board and ity responsitilities would
fiot be the daié. The composition of the
presént D.F.R.B. Board ensures that represent-
atives of the Services have a voice in the scheme
end contact with the Départment responsible
for admigisttation. It is considéred that ¢his

contact should be maintajoed. The Commit-
tee récommends that an Advisery Board fo
consult with the Minister for Defence from
fimé fo fime on thc operation of, and any
suggested improvement to the FProposed
D.F.R.B. Scheme; be established, This Board
should comprise representatives of each Ser-
vice through whom the views of contributing
members counld be expressed. It would be
desirable, if practicable, for an elected repre-
sentative of ‘recipient members’ 0 be a mem-
Ber of the Board.



CHAPTER VI—EXISTING CONTRIBUTORS AND PENSIONERS

197. 1t is most important to consider on what
basis existing contributoers and pensioners ¢an
be transferred to the new scheme without per-
petusting the present pre-1959 and post-1959
sthemes, Pew of the udvattages thar we see
resulting from the implementation of ouf pro-
posals would occur if the present DF.RB.
legisiation, or pafts of it, ‘were tetaihed onte
the new scheme is introdisced.

198. Where a tiew scheme is dntroduced the
usual practice is to offér existing contributors
a thoice of remainihg as they ave or jeining
the sew scheme, This prinvipal & kndws 4
the ‘no detrithent nile’ and applies out of coh-
sideratioh of edquity. Exaiaples of the appli-
cation of this rule within the D.JF.R.B, scheme
are.

{a) The election given to coniributors for
retired pay in 1948 to join the D.F.R.B.
scheme. This involved rejecting accrued
entitlement to deferred pay., Many
contributors elected not to join the
scheme but to remain on deferred pay.

(b) When the widow’s benefit was increased
in 1959 from half of the members’ pen-
sion to five-eighths, existing contributors
were given the option to contribute for
this added entitlement or to continue
to pay contributions at the existing rate,
Some contributors elected not {o pay the
additional confribution with the result
that the entitlement of their widow
Temains one half rather than five-
eighths,

(c) Pre-1959 entrants were also given an
option in relation to additional benefits
pranted under the 1959, 1962 and
1963 amending legislation.

199.Fhe application of the ‘no detriment rule’
can be justified on a number of grounds, Theo-
retically retirement benefit schemes are based
on implied agreement between employers and
their employees. Alterations should not occur
without the consent of all parties to the scheme.
Where an existing scheme i§ modified it is con-
sidered that existing rights should not be dis-
turbed and that those already in the scheme
should have the right to reject the new arrange-
ments, New entrants have no option and are
required to accept the conditions of the new
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scheme as part of their contract of employ-
ment,

200. Because of the multiplicity of attitudes
within the membership of any given scheme,
the grafiting -of any option in relation to con-
tributions and benefits is bound to icad to
diversity of choices with resulting complexity.

201. Any arrangements for transfer from the
existing scheme ipto the scheme proposed by
the Commitice will need to meet the problems
that have arisen in the past in relation to pre-
1959 entrants,

202. The Cominittee has had to décide whether
thie “nis detriment rule® should apply in relafion
to ‘the Proposed D.F.R.B. Scheme, One solwtion
wiuld have been to restfict the ‘Committee’s
scheme to new entrants only, and to continpe
the old schetwes until all present members had
revited. Another solufion would have been to
give existing contributors an election to stay
with the old scheme or join the new ome on
the basis of purchase of any enhanced benefit.
The Committee is adamant that uniformity in
relation to both contributions and benefits
should apply and that any new scheme should
absorb all existing arrangements, The following
are the main areas where the Committee sees
a requirement for transitional arrangements.

Pre-1959 confributors

203. (a) All pre-1959 enirants should be
transferred to the Proposed D.F.R.B,
Scheme and there should be no
question of retaining the pre-1959
arrangemenis in relation to any of
them.

All pre-1959 enfrants should from the
inception of the Committee’s scheme
contribute at the proposed flat rate
of 5.5 per cent of pay.

(b)

{c} Members whose total contributions in
the past have amounted to 5.5 per
cent of aggregate pay should become
entitled to benefits at the rate pro-

posed by the Committee.

(d) Members whose contributions in the

past have exceeded 5.5 per cent of

" aggregate pay should receive a re-
fund of the excess,



(¢) Members whose total coniribution in
the past amounted to less than 5.5
per cent of aggregate pay should be
given an election to pay the difference
in confribution or to accept actuarialy
reduced benefits.

Post-1959 Contributors

204. All members of the post-1959 scheme
should contribute at the proposed flat rate
from the inception of the Committee’s scheme,
No adjustment in the contribution of members
should be made unless total coatributions in
the past have been in excess of 5.5 per cent
of aggregate pay, when a refund of the excess
should be paid. In this connection it should be
noted that the benefit entitlement of these later
entrants will be reduced because of the pro-
posed percentage of salary basis for determin-
ing entitlement. We do not consider that those
post-1959 contributors whose total contribu-
tions have amounted to less tham 5.5 per cent
of aggregate pay should be required to re-pay
the shortfall. Apart from the complexity that
would be associated with such an arrangement

(in view of their numbers), it would not be
equitable, as most of the contributors con-
cerned would have been paying into the Fund
at a time when they were not covered for full
benefits, ’

Deferred Pay Contributors

205, A deferred pay contributor is not a
member of the éxisting scheme and provides
the only exception to the Committee’s Recom-
mendation 3. Such a member should not be
obliged to contribute to the scheme, but given
an eclection to enter it on the basis of
the purchase of his past service at the rate
of 5.5 per cent of aggregate pay received
during the year for which he is buying back
service. Members of the Regular Army Special
Reserve and contributors in a similar position
ought to have the right to purchase sufficient
of any past service which would qualify as
effective service,

Jobn D, Jess
Chairman



Appendix A

DISSENT OF SENATOR C. B. BYRNE
TO RECOMMENDATION 17 AND PARAGRAPHS 164-167

Puarsuant to paragraph 8 of the Resolution appointing
the Committee I wish to exercise my right to add a
dissent to the Comumittee’s Report.

While subscribing to the rest of the Report and
Recommendations I find myself unable to subscribe
to Recommendation 17 of the Commiitee, discussed
in paragraphs 164-167 of the Report, that the only
provision that should be made in relation to the
succession to benefits through an unmarried contribu-
tor be the payment to the deceased’s estate of one
and one half times the deceased’s contributions.
Admittedly this is some jmprovement on the present
provision which is for the payment to the estate of
the actual contributions only, (in neither case is
interest added).

Unmarried Male and Female Contribufors

2. My specific recommendations are set out below,
but the general principle I propose is that an un-
married male or female comtributing or recipient
member be entitled to pass on a reversionary benefit
as can married coniributing or recipient members.

3. An unmartied member {male or female) under the
proposed scheme will pay on the same principle as a
married contributing member, and will be the subject
of very great discrimination if equal duty to pay is
not matched by substantially equal right to receive-—
as indeed is the case under the present scheme.

4, It has been traditional in most superannuation
schemes to accept this discrimination, The attitude
has been, that a scheme s actnarially computed and
that the provision of parallel rights for single con-
tributors will disturb the actnarial balance unless
there is an increase in the contributions of all
contributors, (in the main this would be married
contributors) to include the additional beneficiaries.
Superammuation fund administrators argue that the
gim is to provide a retirement benefit to the con-
tribator and if he dies without leaving any dependants
this is no concern of the fund. I make no comment on
any necessity to increase the contributions over all
members of the existing fund, to place single contribu-
tors, so far as benefits are concerned, substantially on
the same basis as married contributors, principally
because the Commitiee now recommends a type of
scheme in which this question does not arise.

5. I believe that substantial and ultimately complete
equality of rights for single and married contributors
should be established. Y hold firm to the view that
contributors irrespective of sex or marital sfatus
should receive as far as practicable the same range
of benefits; that suitable provision be made by which
a reversionary benefit created by a deceased com-
tributor, and which if e were married would pass
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by right in tetms of the general recommendsations of”
this Committee to the widow or widower, should
similarly pass to such person as is within an acceptable
and prescribed degree of consanguinity (and in some’
cases the person designated by the contributor).

6, Behind the attitude that the entitlement of a single
coniributor should be different from that of a marsied
contributor there could be a concept which considers-
that entitlement by succession under the D.F.R.B.
Scheme should reflect some ‘legal duty to support”
principle emerging in such statutes as the Workers”
Compensation and the Matrimonial Causes Acts,

7. But the majority Report does more than that and
I join with the Committee in so doing. The Report
acknowledges a relationship (which may or may not
have any aciual efement of dependancy at ail) viz.,
that of a de facto wife—a relationship which certainly
doss not have any element of legal duty to suppott.
From such relationship & reversionary benefit to a
de facto wife is to be allowed to arise.

8. It imports the principle of ‘moral duty’ to
support—in a de facto sitvation, and I am unable
to see why the extended principle should halt at the
suggested point of de facto wives, and children {(not
of a legal union). There are other relationships which
quite properly could import the moral duty to support
principle, e.g. a dependant parent, brother or sister—
not a duty created by the contributor but which he
may and perbaps must discharge. It would be reason-
able to presume that there are many contributors who
would have a survivor within such areas of relation-
ship. The First Schedyle sets out the numbers by age
of unmarried male contributors to the D.F.R.B.
Scheme,

Unmarried Female Contributors

9, The attached Third Schedule shows the number of
female contributors from 1 July 1961 to 30 June 1965
and as at 30 June 1969. It could reasonably be
presumed that virtually all are unmarried. The
Second Schedyle also shows the age composition of
the unmarried female coniributors indicating that
there is a2 significant number of female members
making the Services their career and who probably
will not matry. The Third Schedule also demonstrates
the movement of female contributors into and out of
the Services.

10. Excluding unmarried service personnel below the
age of 26 years (most of whom will marry or leave the
Services) and presuming that those abgve the age of
45 years will not marry—on the figures in the
First and Second Schedules and 13.6 per cent of
female personnel in that category will continne in



the Service unmarried until retirement, but only 9.4
rer cent male personnel in the same category.

11. While this analysis points up that the discrimina-
tion bears even more heavily against unmarried female
coniributors than against mnmarried male contribuiors
it does in addition of course highlight the position
that both groups are the subject of considerable
discrimination.

Cost of Extended Benefits

12, On the question of what addifional cost might be
entailed in the extension of benefits as suggested in
this Dissenting Report, I am advised as follows by the
Commonwealth Actuary:
In order to arrive at estiznates of costs for any
proposals concerning dependants it is necessary to
make assumptions as to the numbers of dependants
who will become eligible for the proposed benefits.
For the existing S_cheme, these assumptions can be
based on past experience. For the proposed scheme
wherein a reversionary pension is available to the
widow of any contributor or to the widow of any
pensioner who was married when he became a pen-
sioner, as in the existing Scheme, and in addition to
any pensioner who took, a wife after retivement but
prior to age 60, a further assumpiion is necessary.
For the purposes of making calculgtions for the
-abovementioned Report*, the further @ssumption way

made that all pensioners were married at age 60 or

at earlier death.t Tt was also assumed that the age

distribution of wives of existing members would

-apply, so that very young wives would be eligible

for reduced benefits only. These assumptions imply

that a reversionary benefit will be avatlable in respect

-of all pensioners who die before age 60 and in respect

of each pensioner who dies after age 60, subject to

his predeceasing a wife who wos clive when the

pensioner was age 60.%

It can be assumed therefore that the cost of the

Committe’s proposal alreqdy covers a condition

that g reversionary pension be made qvailable either

to a widow or o a brother, sister or parent who way
dependant on an unmaorried pensionsr at age 60 or
earlier death.t The benefits are subject to reduction

‘where the difference in age between the pensioner

and the beneficiary is substantial.

In other words the projected cost of the proposed
scheme operates on the presumption that reversionary
benefits will flow from single as well as married
contributors. But in fact the recommended scheme
makes no provision for reversionary benefits to sur-
vivors of unmarried contributors. All it does is to
increase by 50 per cent the return of eontributions,
13, The provision of reversionary benefits in terms
of my proposals will make a fact of what is inany case
notionally presumed in the calenlations referred to in
paragraph, 12. Consequently there will be. no increase
in any projected cost; on the contrary the actual cost

* Bepo:t of the Commonwealth Actuary prﬂpa;ed f¢r
the Committes entitled “The Committee’s Proposals—
Coniribution Rates and Com'

+ Emphasis added.

will fall below the projected cost as not al! unmarried
contributors will have entitled reversioners, To
pravide the suggested benefits to namarried male and
female contributors will not require any increase at
all in the contributions of confributing members as
already projected in the proposed scheme.

Other Schemes

14. Examination of many superannuation schemes
elsewhere in the world discloses that the principle
which is presented above does not find acceptance.
There is, however, one very interesting Ausiralian

‘example and, that is the Queensland Parliamentary
- Consributors Superannuation Scheme, The legislation

provides that a Member of Patlioment, who is
conmbuung to the fund and is unmarried, may
assign the widowet’s portion of his pension to a female
member of his family who is his mother, sister, or
dayghter, who is his housekesper and has been totally

Bases of Entitlement

15. It remains to be indicated whether a reversionary
bensfit procecding from an unmarried Contributing or
Reciplent Member should be on the basis of relation-
ship only, or on the'basis of relationship combined with
dependancy, or on the basis of dependancy only.

16, In terms of an indefensible differentiation between
married and uyomarded male contributors and in
terms of a desirable equality of rights between male
and female contributors the test should be the
equality of rights to pass on reversionary benefits,
not the economic eirewmstances of the recipient. My
recommendation prejects this principle.

17. For the same reason. I see no warrant for imposing
a dependancy test in the case of a surviving widower,
although pragmatically one is inclined to its im-
position.

Recommendgtions
¥ would recommend--

(1) That one surviving parent of an unmarried
Contributing or Rec:mem Member (male or
female} or if there is no such, a survivi
sister or brother of such deceased member be
entitled to receive the amount of annuity
prescribed in Recommendstion 15 {a) and (b}
as if such person were the widow.

(2) In the event that the Contributing or Recipient
Member i survived by both parents the mother
to have prior entitlement.

(3) In relation to.reversionary benefits to a brother
or gister in the event that the member may be
survived by other than a brother only or a
sister orly the member may designate to which
eligibls brother er sister the benefit will be
payable.

{4) The brother or sister shall be entiiled to receive
a reversionary benefit only if within a pre-
scribed age differential with the contributor;
and where the differential is exceeded an
annuity be paid at a rate appropriately reduced.



(5) On the death of any recipient reversioner alf
further reversionary rights shall cease.

{6) A brother or sister being a ‘child’ within the
ambit of Recommendation 16 of the Com-
mittee’s Recommendations be entitled to
receive the benefit recommended as if such
brother or sister were the child of the deceased
Contributing or Recipient Member.

The Conclusion

The existing discrimination in the present Scheme
between the rights of married and unrnarried members
should not merely be ameliorated but should be

So far as unmarried female members are concerned
continued discrimination against them is in the face
of a strongly developing social trend towards the
acceptance of equality of sexesin terms of work-value,
and the further concept of eguality of men and
women as individuals in the work force quite apart
from work-value.

1 conclude this qualification of paragraphs 164-167
of the Report of the Committee by expressing the
hope that the opportunity may be seized to embody

in any new Retirement Benefits Scheme for the’

Defence Force the social concept expressed in this
dissenting view.

1 would hope that the fact that I am myself
unmarried might be accepted as prompting my
interest rather than persuading my judgment.

C. B. BYRNE

First Schedule
UNMARRIED MALE CONTRIBUTORS TO THE
DEFENCE FORCES RETIREMENT BENEFITS

SCHEME*
Age Contributors

5 . . . . . 2
58 . . . . . 3
57 . . 8
56 . 5
35 . 9
54 11
53 . . 17
52 . . . . . N 22
31 . . . . . . 23
0 . . . . . . . 34
49 . . . . . 42
43 . . B . g
47 . . . . . 51
46 . . 62
45 . 9
44 . . 75
43 . . . 86
42 . R . 109
41 . . . 89
40 . . . 101
39 . . . . N 102
33 . . . . . . 86
37 . . . . . 85
36 . . . 90
35 . . . 117
34 . 127
33 . 136
32 . 179
31 . 216
30 . 220
29 . . . 203
28 R . 355
27 . . 470
26 . . . 691
25 . . . 1,518
24 . . 2,281
23 . . 3,799
22 . . 6,973
21 . . 8,471
20 . . . 5,696
19 . 4,058
18 . . 3,272
17 . . 1,833
16 N 793
15 . . . . . . . 94
Not given . . R 38

Total . 42,849

National Semcemen mcluded in the above figure total
13,294,

* The above figures were compiled from statistics
provided to the D.F.R.B. Board by each Service Depart-
ment as at the following dates:

Army: as at December 1970.

Navy: as at November 1970.

Air: as at June 1970.

53



Second Schedule

UNMARRIED FEMALE CONTRIBUTORS TO THE
RETIREMENT BENEFITS

DEFENCE FORCES

FUND
Age Contributors

56 . . 2
33 . . 4
54 . . . . 7
53 . . . . 5
52 . . 2
5t . . . 8
50 - . 6
49 3
48 5
47 9
46 . . 8
45 . . 13
44 . . 13
43 . . . . . 8
42 . . . . . 14
41 . . . . . . 13
40 . . . . . 18
39 . . . . . . 12
38 . . . . 11
37 . . . 11
3% . . . . . 12
35 . . ' . . 14
34 . . . . . ]
33 . . . . . . 24
a2 . . . . . . 20
a . . . . . . . 21
30 . . . . . . . 31
29 . . . 43
28 . . 49
27 . . 49
26 . . . 85
25 . . . 128
4 . . . . . . . 201
23 . . . . . . . 267
2, . . . . . . 369
1 . . . . . . 439
20 . . . . . . . 471
19 . . . . . « . 250
18 . . . . . 19

Total . . . . N 2,722

Third Schedule
MOVEMENT OF FEMALE CONTRIBUTORS
1 JULY 1961 TO 30 JUNE 1964
Ttem Officers g;ﬁ;:
Number at 1 July 1961 168 747
New Entrants . . . 69 1,144
Transfers and Adjustments . 20 -19
257 1,872
Exits—
Age, Resettlement, Needs o
Service . . . . 1 .
Death . . . . . 2 2
Resignation, Dismissal, etc. . 72 857
Completion of Engagement . . 1
Invalid—Class A . . . . 1
Invalid—Class B . . . 3
Invalid—Class C . . . 2
‘Total Exits 75 866
Number at 30 June 1964 . 182 1,006
As at 30 June 1969 there were:
FEMALES
Officers l Other Ranks
237 | 2,406 -




Appendix B

PORTABILITY AND PRESEI%II\(T;ATION OF SUPERANNUATION

The Treasurer, in a statement cn 21 June 1970,
summarised the Government’s proposals for the
preservation of superannuation in the following
ferms:

The changes proposed will enable an employee to
move between different fields of Commonwealth
employment at any stage of his service without loss
of his accumulated superannuation interest or stake
(including the employer share of that interest or
stake), provided the period between employment is
no longer than three months, In addition, Com-
monwealth employees who move to public employ-
ment with the States, including State universities,
within three months of ceasing Cominonwealth
employment, will be able to preserve in one form
or another their superannuation rights. Further-
more, employees who resign after completion of
twenty years service with the Commonwealth, and
move to private employment or self employment,
or do not engage in any other employment, will be
able to take advantage of the preservation arrange-
ments.

The provisions for preservation of rights contained
in the Defence Forces Retirement Benefits Aet 1971
will apply to members of the D.F.R.B, Scheme who,
on termination, do not qualify for pension benefiis
under other provisions of the Scheme. The effect of
the new legislation is that such members will have
an option, subject to certain conditions, of becoming
entitled to a benefit based on their own contributions
plus the matching empioyer supplement, instead of a
refund of contributions and a gratuity, if applicable.
The preservation benefit may be in the form of a
transfer value paid to another scheme, or a deferred
pension benefit that will be paid from a later date.

A transfer value (i.e., 2 lump sum that includes the
employee and employer components of the employee’s
interest or stake in the Fond) will apply where the
member on leaving the D.F.R.B. Scheme moves to
public employment within three months and joins an
eligible superannuation scheme; that is, a scheme that
the Treasurer declares in the Gazette to be an eligible
scheme for the purposes of the preservation pro-
visions. Such schemes will be ones that provide for
persons to become entitled to retirement benefits on
the payment of transfer values and that provide

" gafeguards against the double-banking of employer
supplements, against circumvention of the twenty year
qualifying period and against the employee, on
resignation from the Scheme, receiving benefits that
include the employer element paid by the Common-
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wealth where that element would not have been
received had be remained in the Commonwealth
scheme. Initially, eligible schemes wiil be those in the
Commonwealth family as their rules are amended to
provide for preservation and incorporate the safe-
guards mentioned. The number of schemes will be
expanded progressively as negotiations are concluded
with authorities responsible for the schemes. .

For those who enter public employment within
three months but do not join an cligible scheme, the
preservation benefit will be a deferred pension entitle-
ment, Employment that will qualify as public employ-
ment will be determined by the Treasurer and notified
in the Gazette. Such employment will include a wide
range of full-time employment in the public sector as
distinct from the private sector—that is, Common-
wealth and State employment including employment
by their instrumentalities. It will also inclede employ-
ment by universities and by incorporated companies
in which the Commonwealth or State has a controlling
interest, The deferred pension will become payable on
death or invalidity or from the date that a pension
benefit would have been payable had the person
remained a member of the scheme, or on attaining
age 60, whichever first occurs,

Where a person moves ouiside the public sector,
e.g., to private employment, self employment or does
not take up any employmeni, a deferred pension will
be available provided the person has completed an
aggregaie of at least 20 years employment. It is not
necessary for a person to have 20 years as a contribu-
tor; prior Commonwealth service, including service
in the Defence Force, will count if there is no break
of more than 3 months, and in certain circumstances
prior State or private employment can be counted.
The deferred pension will become payable from the
same dates as summarised above for those entering
public employment.

Members who leave the D.F.R.B, Scheme with less
than 20 years employment and enter public employ-
ment, and who subsequently leave that type of
employment for non-public employment will qualify
for a deferred pension only if they satisfy the agpregate
of 20 years employment condition,

The preservation provisions also apply to those
persons entering the D.F.R.B. Scheme who have a
transfer value or values from another scheme or
schemes (i.e., 2 Jump sum that includes an employer
component). The preservation arrangements provide
an option for the member to pay the iransfer value to
the D.F.R.B. Scheme and for the member to receive



an adjustment of his entitlements based on the amount
involved. This will be achieved by determining a
credit for past service which will have the effect of
reducing the age of entry (for the purpose of deter-
mining the rate of contributions), and increasing the
period of service for pension purposes for the member.

Because the pension of an officer who has met the
minimum qualifying period of service for pension
purposes is determined by the age at which he retires,
another effect of the preservation legislation will be
that the entitlement and contributions of an officer
who, on entry, declines to pay to the D.F.R.B.
‘Scheme a transfer value from a previous scheme or
who receives a pemsion or is entitied to a deferred
‘benefit from a previous scheme, will be appropriately
adjusted by reducing the category entitlement, and
resultantly the amount of contribution, based on the
value of the entitlements. As the pension entitlement
of an other rank member is directly related to length
of service a similar adjustment is not necessary where
the other rank member on entry declines to pay to-the
D.F.R.B. Scheme a transfer value from previous
eroployment.

" A gide effect of the preservation Iegislation is that
certain criticisms that have been levelled at the scheme,
althongh not directly concerned with preservation, are
wholly or in part met.
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For instance, deferred pension benefits will become
payable from the date of death or invalidity, or from
the date thaf a pension benefit would have been
payable had the person remained a member of the
scheme, or age 60. It follows that an officer who has
completed 20 years service for pension and retires
before reaching his retiring age will be able to receive
a pension on attaining that age, while a member who
retires on reaching the age of 60 yvears will be able to
receive 2 pension on retirernent even though his service
is less than 20 years.

For those members entering the D.F.R.B. Scheme
with a transfer value from another scheme the preserva- -
tion arrangementis provide for the recognition of past
service, as previously explained.

Under the amendments to the Superannuation Act,
it will be possible, in certain circomstances, for former
members of the D.ER.B. Scheme who become
members of the Commonwealth Superannuation
Fund within three months to enter that Fund as
contributors for pension benefits without undergoing
a medical examination. This concession will not
apply where the former D.F.R.B. member was retired
on. the grounds of fnvalidity, or where a transfer value
from the D.F.RB. Scheme is not paid into the
Superannuation Fund.



Appendix C

THE ACTUARIAL BASES UNDERLYING THE DEFENCE FORCES
RETIREMENT BENEFITS ACT 1948-1970

Preface

1 have been requested to prepare a Report for the
Joint Select Committee on Defence Forces Retirement

. Benefits Legislation setting out the actuarial bases
underlying the present legislation,

2. The actuarial bases of the Defence Forces Retire-
ment Benefits Legislation have been developed since
1948, according to the fundamental principle which
is applicable to life insurance contracts and actuarially
based superannuation schemes, that in the aggregate
the present value of future receipts is equal fo the
present value of futnre payments.

3, As a result, significant elements of the bases which
have been adopted correspond with those for the
normal type of employes superannuation scheme, It
is therefare, of value in setiing out the particular
problems encounfered with the Defence Forces
Retirement Benefits Scheme to commence with a
review of the development of the general actnarial
bases for the normal type of scheme.

4, Accordingly, this Report is in two Parts as follows:

Part Subject
1 | The Actuarial Bases of a Superannuation or
Retirement Benefits Scheme.
1I | The Development of Acivarial Bases for the
D.F.R.B. Fund.

The following Appendices are attached.

Appendiz Subfect

Australian Population Mortality Rates at
Representative Ages

B Service Table showing Expected Experience

of Contributors to a Superannuation

Fond
C Service Table showing Expected Experience
of Pensioners of a Superannuation Fund
Rates of Interest on Long-Term Common-
wealth Loans issued during 1940 o 1960
E Examples of Calculation made prior to 1959
of the Portion of Pension Payable from
the Pension Account
F Mortality, Invalidity and Withdrawal Rates
for the Defence Forces, 1962-1964
Example of Service Table applicable to
Post-1959 D.F.R.B. Scheme
H Units of Pension and Pensions available at
Retiring Age for Rank at 14 December
1959

o

Part T—The Actuarial Bases of a Superannuation or
Retirement Benefits Scheme

(A) INTRODUCTION

1. Employee superannuation or retirement benefits
schemes encountered in the Private Sector fall into
two main categories as regards the underlying actu-
arial bases:

(a) Life Imsurance Schemes—these schemes are
based on a life insurance policy or policies
issued to the trustees of the scheme by a life
insurance company. The schemes are there-
fore subject to the actuarial requirements of
the Life Insurance Act 1945-19635.

(b) Separately  Administered  Schemes—these
schemes involve the establishment of a fund to
which contributions are paid. The Trust Deed
or rules governing the scheme normally provide
for regular actuarial advice to be obtained.

2. The Defence Forces Retireroent Benefits legis-

lation provides benefits for members of the Defence
Forces which gre financed in two ways:

(a) By the payment by members of coniributions

to the Defence Forces Retirement Benefits

Fund to enable the Fund to meet a specified

share of the cost of any pension benefit to

which a member may become entitled or the

;vnhdole of the cost of any refund of contributions

{b} By the payment by the Commonwealth of the
balance of the cost of each pension payment as
it is made and the whole of the cost of any
gratnity.

Special arrangements under which the Common-
wealth meets a greater share of cost apply to certain
particular groups of contributors but such arrange-
ments can be regarded as supplementary to the main
structure outlined above.

3. In common with most of the major Government
Sector schemes in Australia, the long-term actuarial
basis of the Scheme is limited by the Defence Forces
Retirement Benefits legislation to the members’
shate of costs only, This arrangement is different
from the complete actuartial basis normally en-
countered in the Private Sector, under which regular
contributions are paid in advance to a life insurance
company or separately administered fund to finance
the whole of the cost of benefits.

4. Bearing in mind the above qualification, an
actnarially sound superaonuation or retirement
benefit scheme is a scheme in respect of which the
persons responsible for the scheme receive regular
advice on actuarial, investment and legal matters
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affecting the scheme and, as a result, make adequate
arrangements of a continuing mature for meeting
benefits costs through the payment of suitable rates
of contribution to a trust type fund, The object of
paying such countributions is three fold.

() To Provide an Adequare Scale of Benefits

5. It is a general principle that either of two coursss
can be adopted at the outset in defermining the
benefit arrangements for a superannuation scheme.

(i) The First Course is to seitle a scale of benefits
which meet the objectives and desires of the
employer and his employees., The rates of
contribufion required to provide such benefits
can then be calculated and the basis upon
which they are to be shared between the
employer and his employees.

(i) The Second Course is to setfle the rates of
contribution which the employer and his
employees are each prepared. to pay and then
to calculate the scale of benefits which can be
financed by the contributions.

6. In practice, the final scheme may be a compromise
between these two Courses but it is evident that, even
where the employer has indicated that he is prepared
to commit substantial and increasing resources as
reguired, an adequate scale of benefits is more likely
to be assured if contributions are regulardy paid by
both parties. In the general case, where financial
considerations require the employer to place a limit
on the extent of his participation in a superannuation

scheme, employee contributions are essential if .

adequate benefits are to be available.

(b) To Provide a Sound System of Financing
7. The factors arising under this heading which
support the regular payment of contributions are:

(i} To ensure that the superannuation fund can
continue to pay the benefits guaranteed by the
legislation, trust deed or other rules imple-
menting the scheme,

(i) To provide an orderly and soundly based
system of financing.

(iii) In respect of a fully funded scheme, to provide
an annual cost which does not place excessive
demands on employer resources in any one
year.

{c) To Provide a Measuring Rod

8. A reason which is relevant in both the Government
Sector and the Private Sector is that the rate of
contribution gives an impartial measurement of futore
cost which can be compared with costs for other
schemes or used as the basis for an intuitive judge-
ment, fo assess the reasonableness of various benefit
arrangements.

9. Employee superannuation schemes differ amongst
themselves infinitely. By way of example it is only
necessary to mention the following features which are
matters for decision before the definition of a scheme
can be completed.:

(2) Contributions may be paid jointly by the
employee and the employer or by one of these
parties only.

(b) The form of the contribution may be a percent-
age of salary which can be constant or varying
through employment, or may be expressed in
mMOoney terms.

(c) Schemes may provide pensions or lump sum
benefits, or both; the formula used to define
the amounts of benefits involved may vary with
a range of factors.

(d) Supplementary benefits such as widows, invalid
and withdrawal benefits may be provided.

10. The final actuarial costing of a proposed scheme
with the objective of determining the rates of contri-
bution payable and the actuarial value of the accrued
liability (if any) for the benefits allowed in respect of
previous service, is commenced following the definition
of all aspects of the scheme.

(B) THE Basis oF CALCULATION

11. The calculation of the rates of contribution pay-
able to a superannuation or retirement benefits scheme
and the actuarial assessment of the financial condition
of the fund at any time, commences with:

(2) the determination of the structure of the ex-
pected contributor population and, in, respect
of that population, the estimation of

(@) the numbers of contributors or their de-
pendants who are likely to make claims in
each future year for beénefits, and

(ii) the amounts of contributions likely to be
received in each future year;

(b) the assessment of the future rate of interest
which can reasonably be expected to be capable
of being earned, on average, on the continuing
investments of the fund.

Rates of Exit and Survival

12. The numbers of claims for benefits likely to be
received by a fund in successive years and the amounis
of contributions likely 10 be paid to the fund are
generally calculated by the methods described in this
Section.

13, Studies of statistics derived from population and
'other records have shown that, except where special
circumstances arise, the proportion of persons of a
certain age and classification who die within a year
varies only within narrow limits from the proportion
of persons of the same age and classification who die
in a related period. Any change in proportions is
generzlly a gradual process which can be evaluated by
a study of statistics covering a lengthy period, leading
to the feasibility of developing forecasts of probable
furure trends, An fllustration of this feature, based on
Australian population mortality, is in my Appendix A.

14. Similar conciusions have been found to apply to
the experience of coniribuiors and pensioners of a
well-established superannuation scheme, although
such conclusions require regular oversight as they may
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be affected by alterations in the rules of the scheme or,
as regards withdrawals in particular, be influenced by
changes in economic conditions or the forfunes of the
employer.

15. Whilst therefore, it is impossible to make any
forecast as to when an individual member of a scheme
may die, become an invalid or withdraw, it is entirely
possible as a result of studying a satisfactory volume
of experience dats, to determine rates of decrement
which can be used to provide reliable forecasts of the
average numbers who may be ezpected to leave a
group of contributors or pensioners at each sticcessive
age attained for each possible cause of exit,

To the extent that this determination is a continuing

process not related to any particuldr year and which
allows for disclosed or anticipated trends, proper
conclusions as to future benefit cost requirements on
the fund snpporting a scheme and as to future income
receivable by the fund, can be prepared. Benefit
requirements may be in the form of annual payments
of pension or lump sums in accordance with the rules
of the particular scheme.
16. If the membership of a scheme is large, the
reliability of the rates of decrement determined from a
study of the experience of contributors and pensioners
is greater than where the membership is smiall. How-
ever, whilst this conclusion is correct if the study covers
a few years only, suitable rates of decrement can often
be obtained from a small membership if the study is
made over a longer period of time or if supporting
informatior is available from larger, well esiablished
superannuation schemes whose members have similar
cha&‘lactenstlcs to the membership of the scheme being
studied.

The ‘Service' Table
17. The rates of decrement obtained as described in
the preceding paragraphs are used for many calcula-
tions in réspect of a superannuation scheme, includiog
the preparation of a table called a ‘service’ table.
This i§ a multiple-decrement table which shows in
respect of a given number of new enirants to a
superannuation scheme, for each successive age
attained up to the age for retirement, information of
the following kind: .

(a) The expected number living at each age,

(b) the expected number of exits at each age due

“to: ‘

{i) death,

(i) invalidity,

(iif) witlidrawal,

(iv) age retirement.
As necessary, the numbers of exits are subdivided
into those exits having special characteristics which
may affect benefit entitlements, e.g. those who. are
married and those who are single. An example of a
straightforward service table is in my Appendix B.
18, Where the experience of different categories of
members of & scheine as to mortality, invalidity and
withdrawal shows distinctive features which should
be refiected in thie rates of decrement adopied, separate
service tables are prepared for each such category.
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Examples of the subdivisions used for the purposes of
calculations for contributors to the Defence Forces
Retirement Benefits Fund are:

{a) Officers, Male, With Excess Risk

(b} Officers, Male, Without Excess Risk

{c) Officers, Female

(d) Other Ranks, Male

{e) Other Ranks, Female,
Within these subdivisions, regard may also be had to

the age at entry of the contributor if this factor is
relevant.

15. In addition, where calculations depend upon the
mortality or other experience of contributors and their
dependants after entry on pension, or after havmg
acquired a reversionary nght to a future pension on
the death of a present pensioner, it is necessary to
prepare suitable service tables for each class of
pensioner. Examples of classes of pensioner are:

{a) Age Retirement, Males

(b) Invalid, Class A, Males

{c) Invalid, Class B, Males

(d) Invalid, Class C, Males

() Widows,

Similar tables to those at (a) fo (d) above ate also
prepared for female contributors. An example of a

-sérvice table ‘applicable io age retirement pensioners

is in my Appendix C.

20. The function of the service table is to project for
successive years into the future, the expected numbers
of survivors amongst and departures from a group of
contributors who efiter the Scheme at the same age,
or from a group of peénsioners who commence on
pension at the same age. The object of this projéction
is to determine:

(a) the probable numbers. of coniribotors or
pensioners who will be living at each successive
age and therefore will pay a contribution or
receive a pension payment, and

{b} the probable numbers of such contributors or
pensioners who will [eave at each age and
therefore will make a claim for a benefit or
cease {o receive a pension.

The Rate of Interest

21. The portions of contributions reccived by the
trustees of a superannuation fund which are not
required io pay current benefits or expenses (if applic-
able) are invested to carn interest. The assets repre-
senting the reserve established in the fund to pay a
pension also earn interest. The actuarial calculations
made assume that such earnings will be reccived with
the result that benefiis will be financed from a com-
bination of these earnings and the contribution
receipts. The method used to achieve this result is to
calculate the discounted value at the present time of
the future benefits and contribution receipts,



22, The .major consiraint which is present in the
determination .of the rate of interest to be nsed in
making most actuarial ealculations for a superannua-
tion or retirement benefit scheme is that these schemes
are very long-term ventures. The actuarial investiga-
tion of an existing scheme, or the calculation of the
rates of contribution which members properly expect
will apply for long periods without change, has careful
regard to this constraint, as failure fo.earn the assumed
tate of interest will generally result in an insufficiency
of moneys to pay the benefiis.

23, The rate of interest to be adopted for these pur-
poses is therefore based on-an assessment of the Tong-
term -earning prospects of the present and future
assets of the fund securing the scheme, against which
the immediate raie of earnings in the short-term is of
lesser importance. The assessment also has to have
regard to the fact that new benefit eamn'utments are
continually being entered into as new mermbers. join,

These commitments may continue for upwards of 60
or more years ahead of their commencement and may
involve the investment of an increasing volume of
copiributions, or reinvestment of maturing assets, at

‘rates of interest which are lower than the rates
surrently available on new investments. Attention is
also directed to the possibility of profits or losses
arising as a mesult of changes in the value of assets,
thess factors being commonly allowed for in the
assumed rate of interest.

24, As an example of the pattem of interest earnings
in the post-war years I give in the following Table the
rates of interest shown by the Annual Reports of the
D.F.R.B, Board as earned on the Fund.

TABLE I—RATES OF INTEREST EARNED ON

D.F.R.B. FUND

Year Rate

30 June~— per cent
1949 3,313
1950 4.051
1951 3.325
1952 3.276
1953 3.5M
1954 3.892
1955 4.025
1956 4.392
1957 4.354
1958 4.404
1959 4.446
1960 4.402
1961 4.704
1962 5.079
1963 . . . . . . 5.288
1964 . . . . . . 5.290
1965 . . . . . . 5.325
1966 5.739
1967 5.685
1968 5.886

1969 5.935

25, The tableshows that the rate carned has increased
from 3,313 percent in 1949 to 5.935 per.cent in 1969,
I{ind that the weighted gross average rates ofinterest
earned over selected periods have been:

Average Weighted
Period Gross Rate
per cent
19491965 5.27
1960-1969 5.52

26. The matter does not rest here. Although the fore-
going average gross rates have been received, interest
at these rates has not applied to the aocumlﬂatmn of
the net contributions and pension reserves in the
D.F.R.B. Fund for the following reasons:

(2) Prior fo 1959, inferest earnings in excess of
33 per ceni per-annum were transferred to the
Commonwealth to adjust the excess share of
benefits paid by the Commonwealth;

) For the period 1959 1o 1964, interest earnings
in excess of 34 per cent per annum upon that
portion of the Fund which was attributable 1o
pre-1959 entrants, were pa1d 1o those members
ag surplus.

27. The effect of thess payments has been to reduce
the weighted average rates of interest given : above to:

Period Average Weighted
Net Rate
per cent
1964-1969 . 4.86
1960-1969 5.11

Note: The use of a welghted average, based on the
rapidly increasing amount of the Fund, plaoes proper
emphasis on the rates of interest earned since 1964,
This form of average is that which should be used,
rather than a simple average.

28. The net resuli of the calculation of the aumbers
surviving tp each successive age attained and the
disconnting of those annual aumbers of survivors to
the present time, at the selected rate of interest is:
(a) For Contributors-~to calculate the present value
of an annual rate of contribution, payable so
long as the confributor will, on average
continue as such, and
(b) For Pensioners—io calculate the present value
of an annual payment to the pensioner, so
long as he will, on average, survive or be
eligible for benefits.

29. The net result of the calculation of the numbers
leaving the fund at each successive age attained and
the discounting of the amounts of claims by such
exits to the present time at the selected rate of interest,
is to obtain the present value of the average future
benefit entitlements of a contributor.

{C) Rates oF CONTRIBUTION

30. Surveys of private superannuation schemes in
Australia suggest that there is quite a wide range of
rates of contribution payable by employees. It appears
that rates of between § and 6 per cent of salary are



most comnen, with employers paying similar or, more
recently, higher percentages. Care is needed in drawing
conclusions from this broad summing-up as the rates
payable are very dependent upon the level of benefits
provided and the presence or absence of special
characteristics,

31. In addition to normal contributions, some
employers pay forther special contributions on behalf
. of their employees to meet the cost of benefits attach-
ing to past service prior to: the commencement of the
scheme, for the improvement of benefits, to compensate
for special featnres of employnient, or to restore the
scheme to an actuarially solvent condition.

32, The frequent practice in the Private Sector for the
employer to underwrite all costs in excess of those
which can be met by the employees’ contributions does
not normally apply in the Goverament Sector.
Statutory arrangements at the commencement of a
scheme generally provide that the share which will be
paid for by the employee and the share which will be
paid by the Government are exactly specified, subject
to particular arrangements for special circumstances
such as service prior to the commencément of a
scheme. The sharing of costs following an amendment
" to an existing scheme appears to be generally a maiter
for decision at the time and is outside the scope of this
Report.
33. Contribution rates take either of two main forms,
being related generally to the nature of the final
benefit which is provided.

Benefit Purchase System

34. Under this system a contribution is calculated to
purchase a specified amount of benefit. Separate
conttibutions purchase additional amounts of benefit.
The contributions payable to many superannuatlon
schemes provided by life insurance companies and by

members of the Commonwealth Superannuation

Fund are of this type. The contributions may be
determined to purchase fixed amounts of benéfit or the
benefit may be no more than that which is attributable
io the payment of an arbitrarily determined rate of
contribution,

The main advantages of this system are that there
is no posstbility of increased demands for benefit
entitlements causing a strain on the financial resources
of the fund and that it appears to ailocate to each
contxibutor a cost which is closely related to his
prospective claim on the fund.

35. The main disadvantage of this system depends on
the hasis on which the rate of contribution has been
determined.

(8) If a separate contribution is _paid for each
additional amount af beneﬁr—Whﬂst the
contribution payable early in life for each
additional amount of benefit is generally small,
salary increases late in a member's career are
likely to require increasingly large extra con-
tributions. The reason is the shorter period
prior to the retiring age during which payment
can be made to purchase the additional amount
of benefit.

(b) If the additional benefit is that purchased by a
fixed rate of adiditional contribution—An
example of this situation is where a member
pays 5.per cent of his salary to.anaccumulation
type fund, In this instance, the additional
benefit obtained depends on the number of
years over which the additional contribution
is accomulated. The result may be a total
benefit which is insufficient to provide a
reasonable retirement allowance in relation to
the member’s final salary status.

Final Average Salary System

36. Where the principal retirement benefits are related
by formula to the salary received by the member in
the Iast few years prior to his retirement, the rate of
contribution is frequently expressed as a percentage
of salary. The petcentage payable may be an average
rate for ail members, may vary according to the age
at entry, with the age attained or the class of con~
tributor. The coniribuiions payable by post-1959
entrants to the D.F.R.B. Fund are of this type.

37. The main advantage of this system is that a pre-
determined peércentage of salary is payable as con-
tribuiions threughout a member’s career. The member
is. ot therefore faced with the problem of special
additional contribution costs if late salary increases
are received,

38, The main disadvantage of the system is that if if
is adepted in unsuvitable circurostances or if proper
ﬁnammg arrangements based on regular actuarial
reviews are not carefully observed, the maintenance
of the solvency of the scheme may cause difficulties.

39. This observation is based on the fagt that l,f the
contributions paid into a fund and the inferest earnings
on the amounts invested by the management of the
fund are not sufficient to meet the cost of the benefits
to be paid out, the fund will become insolvent. As a
result, substantial salary increases late in the working
fife of numbers of employees can have a significant
financial effect where contributions are based on the
salaries paid to members during their employment
and the pension received on retirement is related to
the salary. received shortly before that event.

40, Tt is necessary for the Actuary, in preparing advice
in relation to these schemes, to take into account the
possibility of salary increases being received as a
result of promotion, salaty awards or other salary
adjustments, in arriving at the average rate of contri-
bution to be adopted.

41. A further disadvantage can apply in Private Sector.
schemes where the balance of cost above that met by
a fixed rate of employee contribution falls on the
employer. If the added cost arising from salary or
other changes is sibstantial, the employer may find
difficulty in meeting the outlay involved without
affecting profitability.
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The Elements of a Contribution

42. Apart from schemes where the benefits are limited
to an accumulation at interest of the contributions
paid, the contribution paid to a superannuation or
retirement benefit fund is the sum of the separate
contributions required to meet the cost of the separate
benefit elements contained in the rules of the scheme.
A loading to pay expenses may be included if such are
charged to the scheme. The benefit elements in a
pension scheme may include some or all of the
following:

(a) The contributor is retired as an invalid—an
invalid pension plus, if married at retirement,
a pension-to the surviving widow.

{b) The contributor dies in service--a pension to
the widow (if married} or a lump sum benefit
such as a refund of past contributions (if
unmarried).

{c) The contributor withdraws or is dismissed-—a
ump sum benefit as at (b) above or, in some
circumstances, an eatly retirement pension.

(d) The contribufor reaches his retiring age--a
pension plus, if married at retirement, a
pension to the surviving widow.

43, The separate contribution calculated for each
clement insures the contributor against the risk
involved. The amount of the insurance can be seen as
the capital sum or sums required to provide the cost of
the benefit available if the risk occurs. Each of these
separate portions of the total contribution are com-
bined in the fund with the similar portions from the
contributions paid by other members, For example,
the portions pooled to meet the cost of insuring
contributors againgt the risk of becoming an invalid
are calculated as being sufficient, in the aggregate, to
pay invalid pensions to claimants for such a benefit.
They are not available for any other purpose.

44, If 2 member does not claim for a benefit attaching
to an ‘in service’ risk, he cannot expect to receivé a
continuing credit for the portions of his contributions
which were paid by him to secure protection against
these risks. These sums have already been used to
help “in service’ benefits in those cases where the risk
insured against has occurred. This system of pooling
of risks in a common fund may | be compared with fire
insurance under which a premium is paid to obtain
cover against a risk which may or may not happen

The insurance company cannot refund the preminm if
a fire does not ocour, because the premiums received
by it have been used to make up a common fund from
which claims have been paid where fires have
eventuated,

45, In the same way, a further portion of the contri-
butions paid by all members is accumulated towards
the provision of retirement benefits to those members
who survive to the retiring age.

46. As a hypothetical fllustration of the egplanations
given above, I show in the following Table, examples
of the component parts of the fortnightly contribution
for one unit of pension, according to the age next
birthday when the unit was effected and assuming a
vetiring age of 65 years.

62

TABLE II--THE STRUCTURE OF THE
CONTRIBUTION FOR. ONE UNIT OF PENSION

Age when Effected
Jtem

20| 30 {40 | 50

cenis [ cents|cents | cents
. If the am‘y benefit to be
prowded is a retirement
pension of $91 per annum
to those contributors who
serve to age 65 (§ to
the pensioner’s surviving
widow), the contribution
required is .

The additional contnhuuon
to cover the provision of
an invalid pension (§ to
the pensioner’s surviving
widow) is .

The additional contubutton
to cover the provision of a$
widow’s pension if married
death occurs before age 65

10| 20} 435

2.

11| 18

3.

is . . . . .
The additional contribution
to ¢over the provision of a
Temp sum refund on with-
drawal, dismissal or smg]e
death s . .

4

Total Fortni ghtly Contri-

bution 15| 23 3¢ 73

{D) ACTUARIAL VALUATION OF LIABILITIES

47. An ordinary commercial undertaking measures
its financial solvency by means of a balance sheet
sefting out on the one side the actual liabilities and
on the other side the actual asseis in hand. Regard
may sometime be had to contingent assets or contin-
gent liabilities, but these are generally of small
importance compared with the more usual fixed
ftems, such as Stock in Hand, Capital, Sundry
Debtors, which appear in the balance-sheet of such
an undertaking.

48. By contrast, the determination of the financial
position of a superannuation’ or retirement benefits
fund at any point of time is by no means as straight-
forward as:

(a) the assets of the fund are represented only
partly by investments, the remainder being
represented by the present value of the future
contributions which have yet to be received
from employees and the employer, and

{b) there are few immediate liabilities. Long-term
Habilities are almost exclusively représented by
the present value of the benefit payments which
the fund is obliged to make in.the future in
accordance with its rales. Such payments may
be by way of regular payments to existing
pensioners (where such are provided) or by
way of grant of a pension or lump sum on the
retirement or death of existing contributors,
whenever these events ray occur.



49, The actuarial investigation into the financial
condition of a fimd requires the calculation of the
values of the future contributions to be received by,
and the values of the future liabilities charged -on,
the fund. This portion of the investigation involves
the application of actuarial techniques, developed to
suit the circumstances of the pariicular fusd. An
essential preliminary step in the investigation is the
colfection of information concerning the fund under
the following headings:

(a) Details of each contributor of the fund at the
date of the valuation, including particulars of
accrued entitlements and rate of contribution
payable,

(b) Statements. showing by vear of birth, the
numbers of entrants to and exits from the
fund during the invesiigation period.

(c) Similar statements to those at (a) -and (b)
above relating to the pensioners of the fund.

(d) The annual accounts of the fund for each year
of the investigation period and particulars of
the investments held at the date of the valn-
ation.

(e} A copy of the relevant legislation, trust deed,
rules or other document setting out the legal
obligations of contributors and the Fund.

50. The data showing the movement of members and
pensioners is used to deterinine the rates of decrement
experienced during the investigation period. These
rates are examined in relation to those previously
adopted and are combined with those rates to develop
the future trends likely to apply.

51. If the experienced rates of decrement and other
. factors are in agreement with the bases used in calculat-
ing the rates of contribution, the actuarial valuation
will show that the fund which has been accomulated
is exactly sufficient, with future contribution receipts
and interest earnings, to pay bencfits,

52. 1t is of course, unlikely that exact agreement will
occur. The result of variations from or about the bases
shown by earlier experience, together with fluctuations
in the earning rate and the outcome of provisions
established in previous valuations against foreseeable
developments which will affect costs, will influence the
result disclosed in the Valuation Balance Sheet.

53. The Valvation Balance Sheet incorporates in a
single statement the resnlis of the actuarial investi-
gation. It is usually prepared in the following form:

VALUATION BALANCE SHEET

Liabilities § Assets $
Present value of Future Present value of Future
Benefits payable from Contributions pavable
Fund to— to the Fund by—
Existing Pensioners . Existing Contributors
Existing Contributors The Employer .
Corrent Liabilities . Invesiments and
. : Current Assets
Surplus® . .

Deficiency™*

*Whichever is approprate.
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54. The following comments are made:

(a) The Valuation Balance Sheet includes the value
of benefits payable from the fund to or in
respect of existing contributors and pensioners
only, together with the value of future con-
tributions payable to the fund by existing
coniributors and the emiployer (if any).

(b) In the case of the D.F.R.B. Fund, the Com-
monwealth share of the cost of pension
benefits and gratuities is omitted as the fund is
immediately reimbursed for the Commonwealth
ghare of each pension payment and for each
gratuity paid. In this case, therefore, the Valu-
ation Balance Sheet relates only to the mem-
bers® share of benefits, being in general:

(i} Pension Benefits—20 per cent of the cost,

(if) Refund Benefits—100 per cent of the cost,

55. The investments and current assets of the fund are
taken into account at the value certified by the
management of the fund unless investigation indicates
that another value should be adopted.

56. I¥f the amount of the assets of the fund (including
the present value of future contributions) exceeds the
value of the labilities (including the present value of
future benefits) a surplus of assets exists, If the reverse
situation applies, there is a deficiency.

Part I!—The Development of Actoarial Bases for the
Defence Forces Retivement Benefits Fand

{A) InTRODUCTION

57, Prior to 1948, the arrangements for payment of
superannuation benefits to members of the Defence
Forces were as follow:

Nayy—Deferred Pay allowed on retirement or death.
Typical payments on retirement as approved
in Navy Regulations in 1912 and for Lieut-
Commander as amended in 1938, were:

Rank Payment
£
Captain . . 6,500
Commander . . 4,500
Lieut-Commander . . . 4,000

Army—Contributions were paid to the Common-
wealth Superannuation Fund to provide a pension
for dependants, or on invalid or age retirement.
Prior to the Superannuation Aet 1947, the pension
purchased by a member’s contributions was
increased by an egqnal amount by the Common-
wealth. The maximum pension obtainable was
£416 per annum at age 60. As a result of the
Superannuation Act 1947, the pension. purchased
by the member was increased by one and one-
half times by the Commonwealth, the maximum
pension obtainable at age 60 being £845 per
annum. : :

Air—Contributions were paid to the Common-
wealth Superannuation Fund for the provision of
pension benefits on death in service, léaving, a



widow or on invalid retirement. Deferred Pay as
approved by Air Regulations in 1921 was received

on retirement, for example:
Rank Payment
£
Group Captain 5,150
Wing Commander 3,600
Squadron Leader 2,750

58. The proposed introduction of 3 scheme for
members of the Defence Forces in 1948 presented,
therefore, major actuarial problems:

(a) No experience data was available, showing the
numbers exposed to risk and the nuwmbers of
deaths, invalids and withdrawals which had
ocecurred under peace time conditions amongst
members of the Defence Forces, from which
could be obtained suitable rates of decrement
for use in calculating the rates of contribution
necessary to finance benefits,

(b) Even if such data had been available, serious
doubts would have arisen as to the value of the
resulting analyses as a proper basis for the
future, in view of the probability of changes in
Services arrangements and the effect of wartime
conditions.

{c) Although apparantly simple in concept, the
scheme which was being considered could not
be fully actuarially based without the solution
of a number of major techmical problems,
arising from:

(D) the existence of a range of tetiring ages
(Officers), '

(ii) the concept of duration of service for
pension (Other Ranks),

(iii) the adoption. of invalid classifications and
the flexibility of the relevant provisions
of the Act in respect to movement
between those classifications.

59. Whilst the essential bases for caleulation did not

exist for the prospective contributors, actuarial reports
setting out the experienced rates of mortality and
other causes of cessation of pension for each class of
pensioner of the Comrmonwealth Superannuation
Fund since the early 1920's were available.

60, Investigation of this pensioner information

snggested an answer to the problem of determining

an immediate basis for financing the scheme. The

splution was embodied in the Defence Forces Retire-

rI;t:lnt Benefits Act 1948 and is described in Section (B)
ow.

61. With this solution in mind, a study was made of
the rates of mortality and other causes of cessation
representing the experience of Commonwealth
Superannuation pensioners, to deduce similar rates
which could prove to be the pattern of the future
experience of D.F.R.B. Fund pensioners. It will be
appreciated that this procedure involved a number of
difficulties as there is only one class of invalid pen-
sioper in the Commonwealth Superanmuation Fund
and age retirement pensions from that Fund do not
commence before age 60, Reference was made, as

necessary, fo Australian population mortality to
develop a suitable range of pensioner mortality rates.

62. A particular problem to be taken into accouni was
the absence of any information as to the proportions
of potential contributors who would be married at
each successive age,

63. The financing arrangements which were adopted
were indicative of the pioneering natare of the venture
then being undertaken. Whilst subsequent develop-
ments have rendered the arrangements obsolete, they
provided a soundly based béginning and withstood
the financial stresses of the next 10 years in a very
satisfactory manner.

(B) Tee 1948-1959 FINANCING ARRANGEMENTS

64. The Defence Forces Retirement Benefits Act 1948
provided for:

(a) A General Account. The contributions paid by
members of the scheme were paid into this
Account, together with interest received during
the year on the assets of the fund. A member
who lefi the scheine without an entitlement to
a pension received a refund of his contribution
from this Account.

{b) A Pension Account. When an enfitlement to a
pension arose, the coniributions paid by the
member, accomulated at 33 per cent pef annum
interest, were transferred from the Genersl
Account to this Account. A caleulated share
of each pension payment made to or in respect
of the member was thergafter charged to this
Account, the balance of each such pension
payment being met by the Commonwealth,

The Pension Account was also credited each
year, by transfer from the General Account,
with the amount of interest éarnings received
by the latter Accourit which was in excess of
a sum equal to interest at 33 per cent on the
accumulation of the contributions credited to
the General Account. The rate of 34 per cent
was reasonable in the light of the rates then
available on new investments. The rates of
interest attaching to longer-term Common-
wealth Loans issued between 1940 and 1960
are shown in my Appendix D.

65, The machinery arrangements which were adopted
were as follow:

{a) When a member became eligible for a pension,
particulars of the member, including details of
the units of pension held and the contributions
paid, were supplied to the Commonwealth
Actuary;

{b) The Commonwealth Actuary calenlated the
accumulation of the contributions paid by the
metaber, at 33 per cent per annum interest;

(c) Having determined the accumulation of con-
tributions paid, the Commonwealth Actuary

_ then calculated the fortnightly amount of
pension which could be purchased by that sum
and advised the D.F.R.B. Board accordingly;



{d) TheBeard made the transfer of the aceumulated
contributions from the General Account tothe
Pensions Account and instituted arrangements
to recover from the Commonweidlth the balance
of the fortnightly pension payment which was
in excess of the portion to be paid from the
Pension Account.

66. Examples of the calculation made by the Com-
monwealth Actuary are i my Appendiz E.

67. Theinitial estimates of pensioner rates of moriality
and cegsation from other causes were reviewed and
revised at the Quinguennial Investigations of the
Pensions Account, made as at 30 June 1954 and 30
June 1959. Tl:me Inmtlgatlons revealed the fol-
lowing amounts of surplus in this Account:

Surplus in
30 June Pension Account
£
1954 ., . . . . . 135,696
1659 , . . . . . 156,228

68. The surplus of £135,696 at 1954 was allocated as
follows:

Transfer to General Account {0 make
good interest at 33 per centper annum
from 2 July 1948 .

Balance, allocated to pay Common~
wealth cost of gratujiies .

£
121,000
14,696
135,656

The surplus of £156,228 at 1959 was paid to the
Commonwealth.

69. The payment in 1959 to the Commonwealth was
made in accerdance with the principle underlying the
financing arrangement adopted, viz., that the Com-
monweaith would puarantee the payment of benefits
by meeting the balance of the cost of pension benefits
above the share purchased with the accumulation of
the coniributions paid by the member prior to exit.

This basis was fair overall, so long as ’s
accumulated contributions were sufficient to meet a
ninority share only of the cost of benefits. The record
of paymenis from the Fund prior to 1959 cleaxly
demonstrates that this condition was fulfilled, i.e.:

TABLE NI--EXAMPLES OF THE PROPORTION
OF PENSION PAYMENTS MET FROM THE
PENSION ACCOUNT

70. It ‘was inevitable that the basis would not continue
indefinitely as the share of cost.met by -each member's
contributions varied substantiatly as between members.
In addition, powerful argumenis emerged for a
simpler system of contributions.

{C) TeE DEVELOPMENT OF A FULL ACTUARIAL Basrs

71. The pioneering -effort contained in the 1948 Act
was developed to meet the projected superannuation:
aeeds of the Defence Forces as-they were foreseen at
that time. The result was a scheme which, in the
principles applied in a number of areas, including the
development of retirement pensions relaied to final
safary and the provision of invalid and widows”
benefits, ‘was ahead of most superannuation schemes:
for the Private Sector in Australia at that time, A
distinctive requirement from the outset was, so far as
was practicable, for an actuarial bagis which would
show the aflocation of cost between ‘the contributor
and the Commonwealih,

72. Two developments which copld not be foreseers
were:

(a) the impact of inflation on Service salaries,
resulting in a need for revisions of the benefit
scale and in increasing disparities in the
amounts of contributions paid by warious
members, and

(b) the realisation that there were anomolies in the
provision of equal pensions for comparable
Officer ranks in each Service, irrespective of
the retiring ages for such ranks.

The Development of Special Actugrial Technigues _
73. A retirement benefits scheme for the Defence

Forces presents a number of special problems of
actnarial technigue.

74. Officers. The major problems are connected with
the relationship between the system of promotion
within a fixed establishment for each rank, as well as
with the application of a range of retiring ages to
different tanks in the same Branch of a Service. This
latter situation contrasts with the normal super-
annuation scheme which has a commeon retiring age,
such as age 60 or 65. Examples of retiting ages
applicable to the Defence Forces are:

P TABLE IV—NAVY, GENERAL DUTIES
Pension Pa;’;‘;;’;m Percentage - RETIRING AGES
Year Payments Paid by
Made Lension Fund .
Aocount Rank Retiring Age
$ $ Lieutenant , . 45
30 Jupe— Llerutenant-Commandcr 43
1949 M,112 3,864 16.0 Commamnder . 50
1954 718,274 80,130 11.2 Captain . . . . . . 55
1959 . 1,775,762 229,540 12.9 Vice-Admiral . . . . . 57
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75. Other ranks. The major problems revolve around
the grant of pensions on the basis of duration of
service, irrespective of the age at entry, as well ag the
close relation of continuing membership with the
completion of successive engagements for periods of
years. These periods can be varied from time to time
as the needs of a Service change,

T6. Invalid Annuity Values, The feature that an
invalid pensioner can be reclassified from one Class
of invalid pension fo ancther Class, with a resultant
change in entitlement value, involves difficult actuarial
guestions if proper allowance is to be made for these
changes.

T7. Percentage of Salary Rate of Contribution. An
essential element of any new basis was a rate of con-
tribution expressed as a percentage of salary. The
rate of contribution was to remain constant throungh-
out a member’s career subject, of courss, io the
obvious requirement for review in the event of an
important change in a basic feature of the Scheme.

78. The actuarial techniques required for the reso-
lution of these and other associated problems were
studied prior to 1959, This research was not com-
pleted before the 1959 Amendments to the D.F.R.B.
Acts. By that time, however, the basic theories in-
volved had been established. Following the instal-
lation of a Burroughs E103 Computer in the Office of
the Commonwealth Actuary early in 1962, studies

were pushed ahead in anticipation of the first full -

Quinquennial Investigation of the Fund to be made
as at 30 June 1964.

79. The final solutions were subsequently proven for
application on an IBM 1620 Computer which was
leased for the Office in 1965 to replace the previous
installation. These applications were used throughout
the 1964 Investigation and have been reviewed at
length over the past 18 months to provide a complete
verification of the original solutions. The Computer
System has been rewritten for the IBM 1800 Computer
installation now being operated by the Office and
testing is almost completed.

80. Computer processing has been essential to the
resolution of the problems involved in developing
actuarial formulae and techniques for the valuation
of the current D,F.R.B. Fund and for the calculation
and testing of rates of contribution. Whilst the devel-
opment of the Computer System has been a Iengthy
procedure, the fact is that the Scheme is an involved
one, A significant time factor has been the extensive
testing which preceded the adoption of each phase of
the completed Computer System.

The Development of Rates of Decrement

81. A substantial volume of statistical and financial
data was supplied by the Defence Forces Retirement
Benefits Board for the purposes of the Quinquennial
Investigation of the Fund as at 30 June 1964.

82, Included in this data was the results of a special
survey made by the Services during 1961 of the
numbers of male contributors who were married or
not married, according to the age of the contributor.
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The proportions married over all Services were as
follow:

PROPORTIONS MARRIED—MALE

CONTRIBUTORS

Age Group Proportion

Married
15-19 . . . . 0.01
20-24 . . . . 0.25
25-29 . . . . 0.62
30-34 . . . 0.80
35-39 . . 0.84
40-44 . 0.88
45-49 . 0.90
50-54 0.89
55 plus 0.89

The proportion married for the age-group 20 to 24
years, as shown above, was significantly higher than
the proportions for the same age-group then applic-
able to other important superannuation schemes,
However, no substantial deviation was apparent for

later age-groups.

83. Examination of the pensioner data confirmed the
trends disclosed at earlier investigations. An analysis
of the substantial volume of data supplied in respeci
of age retirement pensioners showed that mortality
was light. The rates of mortality which had been
experienced are compared with the rates of mortality
applicable to the Australian male population during
the years 1960 to 1962 in Table V,

TABLE V—AGE RETIREMENT PENSIONER
MORTALITY 1961-64

D.F.R.B, Age Australian
Age Retirement Pensioner Males
Experience 1961-64 1960-62
42 .0023 0036
47 .0010 0065
52 .0063 .0099
57 0137 L0163
62 0203 .0264
67 L0252 L0440
72 0475 0612

84. The mortality experienced by Class A invalid
pensioners was heavy. For Class B and C invalids, the
long ferm moriality experieaced was not S0 very
different from the mortality applicable to the Aus-
tralian population,

85. Detailed investigations were made into the
mortality, invalidity and withdrawal experience of
Officer and Other Rank contributors, covering the
three years 1962 to 1964, Particular care was necessary
with this investigation as no previous examination of
the experience of members of the Defence Forces was
available for comparative purposes or to serve as a
basis for the examination of future trends. The
results are given in detail in. the Report on the Inves-
tigation. They will be reviewed as further data
becomes available,



86. Examples of the rates of mortality, invalidity and
withdrawal which were determined are shown in my
Appendix F, The rates of mortality are compared with
the rates of mortality applicable to the Ausiralian
male population during the years 1960 to 1962, in
Table VI.

TABLE VI—COMPARISON OF RATES OF
MORTALITY—MALE CONTRIBUTORS

D.F.R.B. Experience 196264
Australian
Age Officers All Males
Other 196062

Group A | Group B Ranks
20 L0042 .0017 0022 L0017
30 L0042 L0017 .0022 .0016
40 .0048 L0023 .0029 .0030
50 . .0053 . 0044 0049 L0080

87. For the purposes of the investigation of contribu-
tor experience during 1962 to 1964, Officers were
subdivided into:

Group A—Comprising those Branches which may
be regarded as subject to extra risk, e.g.
General Duties (Air).

Group B--Other Branches, e.g. Ordinance Inspec-
tion. (Navy).

88. The anelyses show that there is a definite degree
of extra risk of mortality associated with Officers
(Group A). The experience of Officers (Group B) is
comparable with that of the Australian population at
the younger ages but is less at older ages. The experi-
ence of Other Ranks is sxgmﬁcantly affected at young
ages by the risk of accident which is also reflected in
the Australian population mortality rates about
age 20. )

89, It is important to bear in mind that the lower
mortality rates shown for later ages, as compared
with those for the general population, are due fo an
important degree to the continual removal from the
Services of persons suffering from a complaint which
results in the grant of an invalid pension.

(D) TrE ACTUARIAL BASIS OF THE PoST 1959 Scammm—
OFFICERS

90. The general principle has been stated that the
rate of contribution paid by a member to a super-
annuation or retirement benefit scheme is comprised
of a number of contribution elemenits, each of which
is sufficient in the aggregate, when pooled with
similar elements from contributions paid by other
members, to meet the cost of the particular benefit to
which the elemeni relates. Examples were given in
Table I, paragraph 46.
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91, The position iz more complex with post-1959
Officer enfrants to the D.F.R.B. Scheme because:

(@) In the main, these Officers pay an average
percentage tate of coniribution which is
applicable to a broad range of entry ages for
all three Services, and not to a particular entry
age, Branch and Service.

(b) In general terms, there is no certainty than an
Officer will retire at the retiring age for the
rank which he holds at any time.

92, The result of these factors is that the rate of
contribution payable does not relate to the individual
Officer, as was the case prior to 1959, but is designed
to apply to a broad grouping of Officers on the basis
of a pooling of contribution payments into a common
fund. Tt is anticipated that each member will draw a
benefit from the common fund in accordance with his
circumstances and the provisions of the legislation.

93, Such a pooling principle is fair and provides a
basis which has a sound actuarial foundation so long

as:

(a) Membets are aware of the nature of the pooling
principle underlying the rate of contribution
which they are paymg and

(b) There is an im management which
ensures that the statutory requirements and
established precedents whick underly the
common rates of contribution are observed
so that particular members do not draw
amounts of benefit which have not been
provided for in the rates of contribution.

94, In accordance with the bases set out above, the
tates of contribution payable by post-1959 Officer
entrants to the D.F.R.B. Fund are calculated as
sufficient to mest the cost of the Fund’s share of the
following elements:

(a) for officers whilst in their present rank--the
benefits attaching to the occurrence of ‘in
service” risks for that present rank,

(b) for officers who are not promoted to the next
higher rank—at the retiring age for the rank,
the capltai sum required to pay the retirement
pllsmn appllcable to that rank (includmg a
reversionary pension to the surviving widow),

(c) for officers who are promoted to the next
higher rank—at the moment of promotion, the
actuarial reserve required to support the
higher benefits to which these members then
become entitled, faking into account future
contribution payments.

95. In addition to the calculation of the rates of
contribution, valuation factors are prepared for cach
rank in each Branch of a Service to epable the
valuation of similar benefits. These benefits comprise
the Fund’s share of pension benefits and the whole of
the cost of refund benefits and are:

(8) In Service Benefits in Present Rank
The benefits on termination prior to the
retiring age for the present rank cover:

(i) Invalidity., bemg Class A, Class B (in-
cluding provmmn for the proportion of
full pension available), Class C (after
20 years of service for pension).



(it) Widow's entitlemenis on death of a
married member,

(ii{) Lump sum benefits on vmhdmwa.l, Class C
retirement prior to 20 years of service for
pension or death unmarried.

(b) Benzfit on Retivement from Present Rank
A pension is available at the retiting age for
the present rank, if the member coatinues in
that raxilc fo the retiring age and hag completed
the requisite years of service; otherwise a lump
sum benefit.

{c) Benefit on Promotion from Presemt Rank
The benefit taken into the calculations is the
net value of the future benefits likely to be
received, following promotion to the next
higher rank prior to attaining the retiring age
for the present rank.

96, The basis of the caleulation for eath rank is a
service table showing the movement into and out of
the rank, within the limits of the numbers in the rank
and according to the rates of mortality, etc., applicable
to the members. An example of such a service table
is in Appendix G. It will be seen from this table that
a major factor to bé taken into account is the flow of
promotions into and out of the rank,

97. Asrequired by the basis of the post-1959 arrange-
ments, the rate of contribution taken into the valua-
tion is the average rate fo be paid by all members
throughout their careers to finance the Fund’'s Share
of the cost of all of the bencfits which emerge,

{E) THE ACTUARIAL BaSI3 OF THE P0sT-1959 ScHEME
—OTHER RANKS

98. The rates of mortality and invalidity applicable
to Other Ranks vary with the age attained. Examina-

tion of the experience of Other Ranks for the purposes
of the 1964 Investipation showed that the rate of
withdrawal is related to the duration of service and
that a special feature is the departure of Other Ranks
on the completion of successive engagements.

Examples of the vanous rates of decrement are in
my Appendix F.

Y9, The actuarial basis adopted provides for the
calculation of factors for the valuation of the Fund’s
Share of future benefit entitlemenis and of future
confribution, receipts, for quinquenniel ages at entry
and according to successive years of duration of
service for pension. An average raie of contribution
is calculated for the normal span of eniry ages by
weighing the rate for each guinquensial entry age
from age 20 upwards in proportion to the age dis-
tribution of new entrants,

100, Rates of contribution for entrants under age 20
have been obtained having regard to the provisions of
the legislation. The value of the normal rate of
coniribution payable from age 20 has been spread
over the Ionger future span of membership com-
mencing from the actual entry age. The resulting
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rates of contribution provide therefore, for the
normal ‘in service’ cover and for payment of a retire-
ment pension on 2 member withdrawing or completing
an engagement at or after age 40,

101, Valuation data for Other Ranks is supplied
according to successive years of entry to the Fund.
Separaie valuation factors are prepared to enable the
valuation of the following benefits likely to be received
by Other Ranks:

(a) The Fund's Share of Pension Benefits, payable
in the event of:

(@ Completion of Engagement, withdrawal or
attainment of the retiring age, after 20
years of service for pension.

(ii) Invalidity, being Class A, Class B (includ-
ing provision for the proportion of full
pension available), Class C (after 20 years
of service for pension).

(iii) Widows” entitlemenis on death of a
married member in service, reversionary
entitlements attaching to the pensions
at (i) and (i)

(b) The Whole of the Cost of Refimd Bengfits
payable in the event of:

(i) Withdrawal.

(if) Class C retirement or completion of
engagement prior to 20 years of service
for pension.

(iii) Death in service unmarried.

{F) THE AcruariaL Basis For PrRe-1959 ENTRANTS

Contributions for Units of Pension

102. Prior to 14 December 1959, the contributions
payable to the D.F.R.B. Fund were based on the
contribution schedules of the Commonwealth. Super-
annuation Fund which were then in force. The
contributions purchased units of pension, the number
of units held by a member becoming frozen as from
14 December 1959 for the remainder of service.
Examples of the number of units and the related
pension payable at the retiring age for the rank held
are shown in my Appendix H..

103, The retirement pensionr value of each ymit
increases with the rank held (Officers) or with the
duration of ssrvice in excess of 20 years (Other Ranks)
and is found by dividing the pension for a rank shown
in my Appendix H by the number of units in that
Appendix for the same rank. The pension for 2 unit is
not uniform for different ranks retiring at the same age
although the variations are not great.

104, The Fund’s share of pension attaching to units
was fixed by the 1959 Act at 15 per cent of the pension
entitlement but the rates of contribution being paid
for units were tot adopted on the basis of providing
any specified Fund’s share. As a result, the Fund’s
share actually supported by the contributions paid in
individual cases is a varisble depending on the pay-
ments made. These payments may inciude lump sums
paid into the Fund at entry.



Additional Contributions

105, Increases in pension entitlement commencing on
or after 14 December 1959 are purchased by additional
contritetions which pay for the Fund’s share, or are
obtained on a non-contributory basis. The range is as
follows:

(2) Contributions for Additional Categories—
Since 1959, members have purchased additional
categories having a current face value of $91
per annum. The contribution for a category is
determined from ftables of factors but is
reduced for certain categories. The factors in
use were prepared in a form which would
enable ready calculation of the additional
contribution with a minimum of reference to
the Commonwealth Actuary.

{b) Contributions on Promotion or Transfer to a
Later Retiring Age—On promotion or transfer
to a later retiring age, a member purchases
additional categories to which he becomes
entitled, as at (a) above. He also makes a forther
fortnightly contribution to pay for an increased
Fund’s share in respect of the whole of the
pension which relates to categories, This further
contribution may involve a special calculation
for each such member. The additional con-
tribution may be positive or negative.

(¢} Non-contributory Categories—a Member may
freeze his contributions at his existing level and
take up further categories on a non-contribu-
tory basis, receiving the Commonwealth share
only for such categories, On promotion or
transfer to a later retiring age, there is a re-
duction in the portion of pension entitlement

being purchased by contributions, unless the .

further contribution at (b) is paid.

106. The specified Fund’s share of categories for
Officers is related to the retiring age for the rank held.
“The shares are expressed as a percentage of the total
pension entitlement in Regplation’ 10 of D.F.R.B.
{Prescribed Contributors) Regulations, as follows:

Retiring Age Percentage
Uptod? . . . 20
48 . . . 21
9 | . . 2
50 . . . 23
51 . . . 24
52 . . . 25
33 . . . 25
54 . . . 26
5 . . . 27
56 . . . 7
57 . L 28
58 . . . 28
59 . . . 28
60 28%/;

The Fund’s share appllcable to Other Ranks is 20
per cent.
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107. The additional contributions are payable untif
the retiring age for the rank held (Officers) and untit
20 years service for pension has been completed or the
end of the current engagement if after 20 years service
{Other Ranks).

108. Since 1968, the share of pension benefits met by
the Fund in respect of units of pension and categories
has been fixed by legislation at 20 per ¢ent. The Act
provides that surplus shall be disiributed only in
excess of the amount required to restore the prev:ous
Fund’s shares.

109. The additional contributions being paid by

pre-1959 Entrants have been individually calculated as

sofficient to purchase the Fund's Share of the .
additional benefits granted to the member on a

contributory basts, The methods of valuation of
future benefit entitlements and futars contribution

receipts ave siraightforward and present no particular

problems. The valuation relates to the entitlements

held by the member at, the date of the valuation and

does not take into account the possibility of future

additional entitlements being obtained as such

enfitlements are supported by an additional

confribution.

S. W. CAFFIN

7 May 1973 Commonwealth Actuary



Sub-Appendix A Sub-Appendix B—continued

AUSTRALIAN POPULATION RATES OF ,
MORTALITY AT REPRESENFATIVE AGES Number of Exits at an Age
Number
Age Living .
Age | 196062 | 1953-55 | 194648 | 1932-34 | 190110 Deaths | Invalids dZﬁL
37 . .l smao 483 25 | 11,582
MALES 38 . .| 30942 495 248 | 10,644
0 .| .02239 | ,02521 | .0319% | .04543 | .09510 39 . . | 298,033 507 268 9,775
10 . | .00041 |..00045 | .00072 | .00119 ) 00179 40 . . | 287483 517 287 8,969
20 .| .00173 | .00185 | .00169 [ .00219 | .0037¢ 41 . .| 277,710 555 305 8220
30 .| .00157 | .00170 | .0D186 | .00271 | .00519 42 . .| 248,630 501 22 7,522
A0 .| .00300 | .00297 | .00337 | .00460 | .00B16 43 . . | 260,195 624 338 5,869
50 . | .oos04 | .00819 | .00919 | .00966 | 01395 44 , . | 252,364 656 353 6,259
60 .| .02176 | .02221 | .02278 | .02216 | .02584 45 . . | 24509% 711 368 5,686
70 .| .05177 | .05315 | .05256 | .05082 | .06162 46 . . | 238,331 763 381 5,148
80 . |.11617 | .11958 | .12011 | .12659 | .13795 47 . . | 232,039 B12 394 [ 4,641
48 . .| 26192 882 430 | 40m
4 . .| 220,809 994 464 | 3,533
FEMALES s0 . .| 2s818] 1,101 496 | - 3021
0 .| .01757 ( .01989 | .02519 | .D3642 | .07953 51 . . .| 211,200 1,225 549 2,534
10 .| .00028 | .00035 | .00050 | .000B7 | .00159 52 . .| 206892 1,345 621 2,069
20 . | .00060 | .00064 | .00001 | .00183 | .003290 53 . . | 202,857 1,461 710 1,501
30 .| .00082 | 00096 | 00165 | 00270 | (00518 54 . .| 199,185 1,574 837 797
40 .| .00187 | .00217 | .00284 | 00402 | .CO718 5§ . ., | 195977 1,685 999 ..
S0 . | .00464 | .00530 | .00641 | .00744 | 00956 56 . . | 1937293 1,798 1,218
60 .| .01074 | .01203 | 04360 | 00466 | 01920 57 , . | 150377 1,903 1.465
70 .| .02933 | .03250 | .03607 | .03802 | .04777 58 .. . | 186,909 2,093 1,720
g0 .| .08507 | .09314 | .10027 | .10106 | .11333 59 . . | 183,096 2,252 1,941
60 , .| 173,903 .. ..
Sub-Appendix B Sub-Appendix C
SERVICE TABLE SHOWING THE EXPECYTED SERVICE TABLE SHOWING THE E XPECTED
EXPERIENCE OF CONTRIBUTORS TO A EXPERIENCE OF PENSIONERS OF A
SUPERANNUATION FUND SUPERANNUATION FUND
Number of Exits at an Age Age ) Number Niumber of
Number ¢ Living Deaths
Ase Living With-
Deaths | Imvalids | goonge 65 . . . . . 64,639 2,279
6 . . . . . . 62,360 2,391
67 . . . . . 59,969 2,492
20 . . (5,000,000 | 1,100 300 111,000 68 . . . . . 57,477 2,582
21 . .| 887,600 976 2661 92310 6 . . ., . . 54,895 2,665
2 . .| 794,048 873 238 76229 0 . . . . . 52,230 2,745
23 . .| 716,708 788 287 e300 . . . . . 49,485 2,825
24 . .| 652,563 718 261 | 52,208 7 2 46,660 2,906
25 . .| 599,379 659 240 | 4255 73 . . . . . 43,754 2,080
26 . .| 555,924 612 222 | 35,023 %, . . .. 40,774 3,036
27 . .| 520,067 572 260 | 20424 75 ., . . . . 37,738 3,067
28 . .| 480,111 539 45| 2548 16 . . . . . 34,671 3,063
29 . .1 A63.841 510 2320 2728 7. . . .. 31,608 3,022
30 . .| 440371 484 220 | 20,697 ® . . . .. 28,536 2,949
31 . .| 418970 461 251 | 18,854 - J . 25,637 2,852
32 . .} 399,404 439 240 | 17.334 80 . . . . . 22,785 2,737
33 . .| 381,391 420 220 | 16,018 81 . . 20,048 2,607
34 . .| 364,724 438 219 { 14,808 82 . .. 17,441 2,467
35 . .1 349259 454 244 | 13,621 83 . . . 14,974 2,311
36 . .| 234,940 469 234 | 12,527 84 . . . . . 12,663 2,133

(continuoed next column) ‘ {continued next page)
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Sub-Appendix C—confinyed

{a) Unit History and Accumulation

Number | Number of . Contribu- | Number af { Aecamulas
Age Living Deaths Date | Units ton Fortnights tion
85 . . . . . 10,530 1,930 £ s d £ s d.
86 . . . . . 8,600 1,708 15.7.48 . 132 0 O* 297 201 3 4
87 . . . . . 6,892 1,473 15.7.48 9 1 6 &6 299 489 5 0O
88 . . ' . . 5,419 1,243 4.11.48 1 31 289 0 00
89 . N 4,174 1,030 14.7.49 1 4 2 271 68 14 4
90 . . 3,144 833 13,7.50 3 13 3 245 19318 0
91 . . f 2,311 657 23.12.54 3 I8 9 129 13215 6
92 . . . . . 1,654 504 1.3.56 1 6 9 98 3510 9
93 . . . . . 1,150 | 375 5.7.56 4 I 70 89 128 1 3
94 . . . . . 773 270 —
95 . . . . . 508 188 L,319 8 2
9 . . . . 317 126
97 . . 191 81 " - -
o . : : : 110 45 . *Reserve value of Superannuation Fund Contribu-
9 . . .. 61 29  Homs.
100 . . - 32 17 (b) Value of £1 per ammum payable from
101 . . . . . 15 8 age 47 16.453
}gg . . ; ‘21 Value of Reversion to Widow 1.233
104 . . . . 1 1 17.686
105 . * ' y ) ot (¢) Pension per annum payable from Pension £  s.
Account equails £1,319. 65. 81./17.686 . 74 12
Pension per annem payab!e by Common-
wealth . . 524 8
Sub-Appendix D Total . . 617 ©
THE RATES OF INTEREST ON NEW .
LONGER-TERM COMMONWEALTH LOANs  CXAMFPLE (By—Details of Member
ISSUED BETWEEN 1940 AND 1960 Type of Pension:  Invalidity Class ‘A’
- Amount of Pengion: £1,001 per annum
Age at Bxit: 51
Term | Nominal | Price Date of Exit: 30.12.1957
Date of Issue of Rate of of
Loan Interest Issue (a) Unit History and Accumulation
. Contribu- | Number of | Accamula-
years | Per cont £ Date | Urits tion Fortnights tlon
28.11.40 to 15.10.46 15-16 31 Par
15.4.47 to 23.11.50 | 12-14 3 Par £ s d £ s d
22.5.51 . . 14% 3% 92.0 15.7.48 . 331 0 O* 247 470 0 5
22.8.51 to 18.3. 52 14 33 Par 15.7.48 9 1 59 247 380 18 1
25.11.52 to 16.11.55 13-15 41 Par 4,11.48 1 6 3 239 88 14 10
10.5.56 . . 7 5 99.5 14.7.49 4 I 50 221 324 711
28.6.56 . 7 5 99.5 12.7.51 4 1 9 4 169 280 2 9
8.8.56 to 1_7.9.60 1012 5 Par 23.12.54 3 112 0 79 3315 1
1.3.56 1 i1 11 48 2 12 2
1,707 11 3

Sub-Appendix E

DEFENCE FORCES
RETIREMENT BENEFITS FUND
CALCULATION OF PORTION OF PENSION
PAYABLE FROM THE PENSION ACCOUNT

EXAMPLE (A)—Details of Member

Type of Pension:  Retiring Age for Rank
Amount of Pension: £617 per annum

Age at Exit: 47 years

Date of Exit: 29.11.1959

{continued next colamn)

* Reserve value of Superamnvation Fund Contribu-
tions.

(b) Value of £1 per annum payab]e from

age 51 . 10.204

Value of Reversmn to W1dow 3.510

13.714

{¢) Pension per annum payable from Pension £ s.

Accounts equals £1,707.11s. 3d./13.714. 124 10
Pension per annum payeble by Common-

wealth . . . . . . 876 10

1,001 ©



Sﬁb—Appendix F

Invalidity Com~
MORTALITY, INVALIDITY AND WITHDRAWAL, Mor- Resig- | pietion
RATES FOR MEMBERS OF THE DEFENCE Age talic ration af
FORCES, 1962 TO 1964 714 B - etc. |Engage-
I ment
Invalidity Com- | | I |
i Resig- | plerion
Age gg{" nation aof
y 4 B c ete. |Engage-
ment OTHER RANKS
{inciuding provision for excess risk)
20| 0022 | .0005 | .0019 | .0036 ‘e
OFFICERS (GROUP A) 25 | 10022 | 0008 | 0019 | .0046
20 ¢ .0042 | 0014 | 0013 | .OC153 | .0400 30 | 0022 | .0010 | 0019 { .0031
25| .0042 | ,0016 | 0017 | .0017 | .0235 35 | 0023 | .0012 | .0020 | .0024
30 | .0042 [ L0018 | 0017 | 0017 | .0250 40 | 0020 [ 0019 | .0024 | .0013
35 | .0042 | .0020 | .0013 { .0018 | .0105 . 45 | Joo3s | _oo31 | 0026 | 0024 [
40 { .0048 | 0027 | .0022 [ .0022 | .0050 . 50| .0049 | 0058 | .0037 | .0036
45 | 0052 | 0034 | .0G32 | .0027 | .0023 .
50 | .0053 | .0056 | .0040 | .0035 .. .
551 .0074 | 0142 | .0070 | .0070 .
OFFICERS (GROUP B) DURATION OF SERVICE
20 | .0017 | .0004 | .0005 | .0005 | .0415 . (years)
25| 0087 | (0006 | .CO07 | .0007 | .0600 . 1] . .. L0450 1 000G
30 ) L0017 | L0008 | 0007 | 0007 | 0525 . 3 . . 0200 | L0340
35| 0017 | ,0010 | 0008 | .0008 | .0290 . 6 . . . . 1400
40 | 0023 | 0017 | 0012 | 0012 | 0150 . g .. . . . 0500
45 | .0033 | .0029 | 0022 | 0022 | 0070 . 12 .. e . . 1200
50 ] 0044 | 0056 | 0035 | .ODA5 | .0025 . 18 e \ . . .0200
55| .0072 | 0142 | .0070 | .0070 .. 20 . . . . L1200
(continued next column)
Sub-Appendix G
DEFENCE FORCES RETIREMENT BENEFITS FUND
SERVICE TABLE FOR NAVY-—-GENERAL DUTIES
LIEUTENANT-COMMANDER, WITH EXCESS RISK
Promoted | Promoted With- " Age
Age Liring Into Out of | Deaths | drawals | Class A | Class B | Class C | Retire-
Rank Rank ment
27 . e 789 .. 2 10 1 1 1 .
18 . . 774 1,184 e 6 36 2 2 2 .
29 . . 1,910 1,893 e 25 149 10 10 10 .
ki) . . 9,599 11,840 . 65 388 28 26 26 .
3 . . 20,906 7,893 . 104 584 45 42 42 .
32 P 27,982 5920 400 129 661 58 52 52 .
33 . 32,550 1,973 1,001 139 594 63 59 59 .
34 . . 32,607 1,184 3,003 133 428 63 57 57 .
3s . . 30,050 789 4,004 119 299 57 51 51 .
36 . . 26,258 . 4,004 104 206 40 46 46
37 . . 21,803 . 4,004 87 149 42 38 38
38 . . 17,445 . 2,002 76 107 38 33 a3
39 . . 15,156 ‘. 1,001 69 81 35 31 31
40 f . 13,908 . 601 65 68 37 30 30
41 . . 13,077 ' 65 59 35 30 29
42 . . 12,859 67 45 36 k) | 28
43 . . 12,652 66 39 38 33 29 ..
44 . . 12,447 65 34 39 36 31 12,242
301,933 39,465 20,020 1,386 3,938 676 608 595 12,242




Sub-Appendix H

DEFENCE FORCES RETIREMENT BENEFITS ACT

EXAMPLES OF UNIT OF PENSION ENTITLEMENTS AND PENSIONS FOR RANK AS AT

14 DECEMBER 1959

Units of | Pension for
(A) Officers Pension Rarnk
§
Navy— .
Vice-Admiral . . . . . . . . . f . 36 3,276
Rear-Admiral . . . . . N . . 36 3,276
Captain (six years or mure semce m rank) . . . N 31 2,256
Captzin (less than six years service in rank) . . . 29 2,066
Commander . . . . . 25 1,584
Lleutenant—Commander . . . . . . . 22 1,234
Lientenant . . . . . . . . ' . 18 1,066
Sub-Lieutenant . . . . . . . . . . N 11 620
Acting Sub-Lientenant . . . . . . . . . 9 508
Sub-Licutenant (undcr-gmduate) . . . A . . 8 452
Midshipman . . . . . . . . . . . . 5 282
Navy, Special Duties List—
Commander . . . . . 25 1,834
Lleutena.nt-Commander (not less than Bix yaars su‘wce m rank) . . . . 22 1,626
Licutenant-Commander (less than six years service in rank) . . . . . 19 1,412
Lientenant . . . . . . . . . . 17 1,274
Sub-Licutenant . . . . . . . . . 15 1,138
Navy, Chaplains—
Principal Chaplin and Senior Chaplin. . . . . . . . . 24 1,584
Chaplain, 18 years or more service in rank . . . . 24 1,512
Chaplain, 15 years or more, and léss than 18 ycars servwe in rank . . . 23 1,440
Chaplain, 10 years or more, and Jess than 15 years service in rank . . . 20 1,128
Chaplain, less than 10 years service in rank . . . . . . 17 958
Army
Lieutenant-General, Chief of the General Staff . . . . . . . 36 3,276
Lieutenant-General . . . . . . . . . 36 3,276
Major-General. . PR . . . . . . . . . 36 2,908
Brigadicr . . . . . . . . . . . . . 31 2,256
Colone! . . . . . . . . . . . 29 2,066
Lxemcnant-Coloncl L . . . . . . . . . 25 1,584
Mﬂ,lor . . . . . . . N - . . . 22 15234
Captain . . . . . . . . . . . . . 18 1,066
Licutopant . . . . . . . . . . . 14 790
Second Lientenant . . . . . . . . . . . . 1n 20
Army, Qunrtemastzrs——
Maior . . . . . . . . . . . . . 22 1,626
Captain . . . . . . . . . . . . . . 19 1,412
Licutenant . . . . . f . . . . . 15 1138
Army, Chaplains—
Chaplain, First Class . . . . . . . . 24 1,584
Chaplain, Second Class . . . . . . . . . 23 1,440
Chaplain, Third Class . . . . . . . . . 20 1,176
Cheplain, Fourth Class . . . . - . . 17 1,008
Female Officers—
Amy—
Colonel . . . . . . . . . . 20 1,482
h&ulemm-Colonel . . . . . . . . . . 17 1,268
Major . . . . . . . . . . . . . . 16 I,loa
Captain . . . . . . . - . . . . . 13 974
Lisntenant . . . . . . . . . . . . . 10 762
Air Force—
Matron-in-Chief or Group Officer . . . . . . . . . 20 1,482
Principal Matron or Wing Officer . . . . . . . . . 17 1,268
Matron or Squadron Officer . . N - . . . . . . 16 1,108
Senior Sister or Flight Officer . . . . . . . 13 974
Sister or Section Officer . . . . - . . 10 762




Appendix D

Defence Forces Retirement Benefits Legislation

CURRENT LEGISLATION

The Act

Applies to

Significance

Defence Forces Retirement Benefits
Aet 19481971 (The Principal Act),
being the Defence Forces Retire-
ment Bepefits Act as amended by
Act No. 47 1971

Defence Forces Retiremeni Benefits
Arts 1968 (Part TII)

Defence Forces Retirement Beneﬁrs
Act )1948-1958 (certain provisions
only]

Defence Forces Retirement Benefits
A“g)IQSQ—HGB (Part 1T and Sched-

Defence Forces Retirement Benefits
Act 1962-1963 (Part TV)

Defence Forces Retirement Benefits
Aet 1963-1968 (Part IV)

Defence Forces Retirement Bensfits
Act (No. 2) 1965-1966 (Section 20)

Defence Forces Retirement Benefits
Act {No. 3) 1968 (Part IIT}

All current members of the Defence
Force serving on continuous foll
tize duty for one year or more and
to all former contributors to ihe
D.F.R.B. Scheme except as other-
lv;vélse provided by the Acts listed

ow

) Members of the Defence Rorce
serving on full time duty for one
year or morg but who were not
contributors to the Fund and who
were discharged on invalidity

- grounds or died while serving

bet“wean 28 June 1965 and 24 Jupe
19

(i} Members who entered the Fund
on 19 July 1968 and who at that
time were already serving on con-
tinuous full time duty

(D All persons who were contributing

to the Fund on 13.12. 59 (with the |

exception of certain junior ranks)
that is Pre-1959 entrants

{if) Certain pensioners who retired
before 14.12.35%

() All persons who were contributors
~ to the fund on 13.12,59

(i) Widows at 13.12.59 and the
widows of pensioners at 13.12.59
who died subsequently

Al pergons who were contributing {o
the Fund at 13.12.59 (with the
exception of certain junior ranks
at that date) and 29.11.62

All persons who were contributing to
the Fund at 13.12.59, (with the
exception of certain junior ranks at
that date) and £,11.63

The eligible children of a person who
ceased to be a contributor before
14.12.59

Members who entered the Fund
before 14.12.59 and who are
defined ag eligible contributors or
pensioners under the terms of the
legislation

4

This Act lays down the basis of the
the scheme of retirement, death and
invalidity benefits for members of
the Defence Force

The Act provides for retrospective
invalidity, widows’ and children’s
benefits for these former members
of the Defence Force, the cost of
benefits to be charged against the
Consolidated Revenue Appropri-
ation

| The Act recopgnised ceortain service

completed before 19 July 1968 as

service for gratuity purposes and

specified the rates of gratuity pay-

able replacing gratuity provisions

launder the Defence Service legis-
tion

Pre-1959 entrants are required fo

mainiain their existing contributions
as at 13.12.59 for the. pension
entitlements available to them under
the Defence Forcex Retirement
Bepefits Act 1943-1958
Section 74 (commutation) s sl
current for those who became
pensioners prior to 14.12.59 when
a different basis applied
The Act lays down the basis of con-
tributions to enable pre-1959
entrants to purchase additional
unit entitlements which became
available between 14.12.59 and
29.11.62
The rate of pension payable to these
widows was increased from I to
# of the former member's pension
The Act Jays down, the basis of contri~
butions to enable pre-1959 entrants .
to ymrchase additional unit entitle~
ments which became available
between 30,11.62 and 31.10.63
‘The Act lays down the basis of contri-
butions to ¢nable pre-l959 entzants
to purchase additional unit entitle-
ments which became available a;mer
1.11.63
When children’s benefits wm in~
creased under the Principal Act the
proportion of ‘Fund Shar’ 10
*Consolidated Revenue Share® for
these benefits was brought into line
with that then applicable to
pensions generally
The Act provides. for the distribution
of surplus assets in the Fund 25 at
30.6.64 to eligible pre-195¢ con-
tributers and
-+ {coniinued next page)



OTHER ‘ONE TIME' LEGISLATION

The Act

Applies to

Significance

Defence Forces Special Retirement
Benefits Act 19601965

Defence Forces Retirement Benefils
{Pension Increases) Aet 1961

Defence Forces Retirement Bencfits
Acr 1963 {Part III)

Defence Forces Retirement Benefits
{(Pension Increases) Act 1967

Defence Forces Retirement Benefits
Aer (No. 3) 1968 (Sections 20 and
21)

discharged due to a reduction in
esiablishment during 1961

retired befors 10.12.54 and who
were, or their widows were, in
receipt of a pension at 27.10.61

Former contributors who died or
retired before 30.6.61 and who
were, or their widows were, in
receipt of a pension at 1.11.63

| Former confributors who died or
retired before 30.6.67 and who
were, or their widows were, in
receipt of a pension at 8.11.67

Former . contributors, or their
widows, who retired due to in-
validity or died before 31.1.69 and
who at the date of retirement or
death were in receipt of less than
adult rates of pay

Australian Regular Army Personnel |

Former conttibutors who died or

The Act made special provision for
the payment of benefits to these
contributors becanse such special
retrenchment arrangements are not
provided for under the scheme

- generafly
The Act increased the ‘Consolidated

Revenue Share’ of the pensions
payable using a notional adjusiment
method (pavagraph 138 of the
D F.R.B. Booklet) on the basis of
pay increases to 10.12.54

The Act increéased the ‘Consolidated
Revenue Share’ of the pensions.
payable using a notional adjustment
method on the basis of pay increases.
10 30.6.61

The Act increases the ‘Consolidated
Revenue Share’ of the pensions
payable using a notional adjustment
method on the basis of pay in-
creases fo 30.6.67

‘ The Act increased the rates of pension

payable to those former coniri-
butors or their widows {chargeable
entirely to Consoliddted Revenue)

- inthe light of a basic pension being
introduced in the Principal Act,
when provision was made for the
extension of the contributory
scheme to ail juveniles

DEFENCE FORCES RETIREMENT BENEFITS REGULATIONS

Regulations

Apply to

Sl_gnyiqauce '

Defence Forces Retirement Benefits
Regulations

Defence Forees Retirement Benefite
{Daily Rates of Pay) Regulations

Defence Forces Retirement Benefits |

{Existing Contributors) Regula-
tions

Defence Forces Retirement Benefits
{Prescribed Contributors) Regula-
tions

Defence Forces Retirement Benefits
(Prescribed Contributors) (No. 2)
--Regulatfons

All coniributors and pensioners
generally
All contributors generally . .

All persons who were contributing to
the Fund on 13.12.59

All persons who were contributing to
the Fund on 13.12.59, with the
exception of certain junior ranks

All persons who were contributing to
the Fand on 13.12,59, with the
exception of certain junior ranks

Prescribe certzin matters in aword- :
ance with the Principal Act
Prescribe the daily rates of pay for the
purposes of the Principal Act
applicable to all contributors
Prescribe certain matters in accord-
gnce with the Defence Forces
Retirement Benefity Act 1959-1968
Prescribe certain matters in accord-
ance with the Defence Forces
Retirement Benefits Act 1962-1963
Prescribe certain maiters in accord-
ance with the Defence Forces
Retirement Benefits Act 19631968

75



Appendix E*

The Investment Programme

Each year in May/June the Board formulates an
Investm_ent Programme for the following three years,
’_I‘he objective is fo analyse investment performance
in relation to fargets for the cumrent financial year
and set objectives for the succeeding three years based
on projections of investable funds for each year,
Although the format may vary from year to year, in
general the pattern is as follows:
(1) Introductory comments—
Basis of Exigting Programme; Investment
Powers; Administrative Problems; Estimated
Earning Rate of Fund:
{2) Review of the Past Year’s Performance against
Programme—
QOmments include reference to market con-
ditions, investment experience during the year
and detailed reference to statistical analyses.
{3) Growth Projections of the Fund, including
proceeds from maturing investments. :
(4) Proposed Three Year Programme.
{5) Detailed Programme for the First Year and
Recommendations, :
Material from this Programme expressed in terms of
achievement is included in the Annual Reports pre-
sented to the Parliament.

At present there are varfous imponderables which
cause difficulties in making forward estimates of cash
flow, including the possible impact of the Kerr Com-
mittes Report.

Qn the assumption that $20m will be available
for investment during the year 1971-72 the ‘budget’
for that year would be as follows: '

PROJECTION 1971-72

Pro-
Invested Igg;— Jected
(Face Value) ment Tavest-
at 30.6.71 ment
Class of Investment 1971-72 30.6.72
s Per Per Per
$r000 cent cent cent
Commonwealth . | 30,293 | 22.8 18.5 22.2
Local Government 21,958 | 16.5 6.0 | 15.2
Other Government 41,281 31.0 12.0 | 28.6
93,532 | 70.3 35.5 66.1
Loang wnder Trustee
Legislation 4,520 3.4 15.0 4.8
Mortgages 350271 26.3| 48.5| 29.1
Total . 133,079 | 100.0 | 100.0 | 100.0
Comments

The class of investment described as Qther Gov-
ernment represents loans to semi-governmental and
other public Authorities, Loans under Trustee Legis-
lation represent loans to non-government bodies
secured by Commonwealth and State Government
guarantees and long term deposits with Banks.

In addition to the $133.079m invested at 30 June
1971, $1.05m was on deposit with the official short
term money market and $282,000 was at call with the
Treasurer. These moneys form part of the $20m
available for investment in 1971-72 and are included
in the New Investment percentages for that year,

Investments as at 30 Jume 1971

The attached Table shows an analysis of the invest-
ments (excluding short term investments) held at 30
June 1971, according to class of investment and dis~
tribution betwesn States. Investment in the Govern-
ment/Trustee group is classified according to the main
function of the borrower with percentages for each
class within that group.

* Information supplied by the Chairman of ihe
D.F.R.B, Board further to his submission of 8 June 1971.
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LL

FORCES RETIREMENT BENEFITS BOARD

ATTACHMENT TO APPENDIX B

DEFENCE
ANALYSIS OF INVESTMENTS AT FACE VALUE HELD AT 30 JUNFE 1971

Percentage of
_ LocalfOther ercentage of
Class of Investment | wsw. | v 0. 8.4 WA T ACT. Totd | aud Frusiee Tnvestment
Stater 2.4 . v . as. 1 : Flistse -
‘1971 F 1970 1971 1970
Securities of the Commonweelth 31,292,660 . . . . . . 30,29; . . 2.7 20.20
Laans to Local Bodies | 292, ! %640
4ind Loand under | i
Trustes Legislati . .
Electridi Ahdmlt\fgniupﬁ 3 . | 5,498,252 | 4,733,000 | 4,040,707 |} 1,200,000 :'2,116-,600 980,000 . 18,628,559 | 27.50 | 28.17 14.00 | 14.44
w t; : and Draics | -y 5,004,207 ] 4,140,820 | 4,469,797 | 2,051,863 ‘ 240,000 | 1,484,006 .. 17,390,693 | 25.66 | 27.90 | 13.07 | 14.23
age Boards LT .- 6,951,900 | 6,130,882 v | 400,000 | 100,000 . ‘ 13.582,182_‘ 20.05f 2117 10.211 10.85
Hatbour Boards = - . . » s 2,020,000 596,365 .. - ’9“9%,000 900,000 .. : 65| 6.52) 6.98 3.32 3.58
ing Authorities . W iy . e 100, 1,500,000 t 1,265,000 . . i 2365000 4231 4.25 2,151 2.17
Tastitutions 2,686,700 . e L 200,000 200,000 . To8e700| 4°55 2.76 2.32 1.4%
Gns and Fuel Authoritiss . | - ., s 1,417,800 . 300,000 ¥ 200,000 . . 1 2,117.300 3.13 2.68 1.59 1.38
Primary Indostry Bodrds i 850,000-] 300,000 | 350,000 . . . ,500,000 ] 2.22 1.83 1.12| 0.94
Siumtm Plauning Author-
. 150,108 .e . . £20,000 . . 1,010,108 1.49 1.63 0.76 0.85
nrt ‘Authorities . . 1,000,000 | 1,392,857 ‘e . . . e 2,392,857 1.5 1.68 1.80 0.35
Hospital Boards . . . . 268,102 .. ‘e . . 268,102 0.39 0.46 0.20 0.33
Education A.ulhorltm . . . . " 100,000 . . 1 0,50 0.17 0.26 0.00
Miscellatioous . .- .. .. .. e e . s 160,000 0.24 0.27 0,12 0,15
. - 12,253,000 | 9,615,700 { 2,277,400 | 2,826,000 ] 6,275,000 | 785,000 | 824,000 35,027,100 v e 26.32 | 28.52
Total . . [32.979,340 (31,747,467 |29,751,059 |12,102,371 8,277,863 |12,372,600 | 4,449,006 | 884,000 133,078,706 | 100.00 | 100.00 | 100.00 | 100.00
Percentage of Local/Other Gov-
ernnental and Other Trastee— . |
.o . B - X | 77 20.71 14.50 8.05 9.00 5.41 0.00 | 100.00
1970 [ . 2.1 30.37 29,00 15.27 7.8 9.53 5.58 0.00 | 100.00
Peccentage of Total Investmetit— | .
1971 . . : 24.78 23, 22.36 2.09 - 6,22 .30 3.4 0.66 | 100. 08
S . . 21.69 25.80 23.17 9.61 5.01 9.03 3.60 0.80 100.00
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*COOPER, 8. G.

CURTIS, W. J., OBE. . -

' DODDRELL, E. G.

DOWNEY, A. C.
DAVEY, R. C.

DAVIES, E. H.
*DAVIS, J. B.

DELLAMARTA, A. W.

FINLAY, C. H.

FORDHAM, B. F.

FRANICH,F. M. G. .

*GOODALL, B. M.
*GRAVES, A, J,
*GREVILLE, P. J..

Appendix F

LIST OF WITNESSES

Chief Petty Officer | |
Acting Chief Executive Officer (Service Pay and
Conditions), Department of Defence

PBrigadiér, D.5.0., O.R.E - Deputy Adjutant-
General, Personal Services, Department of the
Army '

Aif Vice-Marshal, ¢.3., ¢.8.£. (retd), Chairman
of the Defence Sub-Oonnmttee of the Retumed
Services League

Major (retd), Federal Secretary, Regular
Defence Forces Welfare Association

Colonel (retd), Chairman of the Federa! Exec-
utive of the Regular Defence Forces Welfare

_Association

Chief Finance Officer in charge of the D.F.R.B.
section of the Retirement Benefits Branch,
Commonwealth Treasury

Lieutenant, R.AN.

Chairman of the Defence Forces Retirement
Benefits Board

Commonwealth Actuary and Insuranoe Com-
missioner, Office of the Commonwealth Actuary
and Insurance Commissioner

Ajr Commodore C.RE. (retd)
Captain

thht Licutenant
Commander

Actmg Deputy Secretary, Department = of

Manager Investment Branch, Office of the
Superannuation and Defence Forces Retire-
ment Benefits Board

Lieutenant-Commander, Trials and Assessing
Unit, RAN Edgeclift

Assistant Secretary in charge of the Retirement
Benefits Branch, Commonwealth Treasury
Lieutenant-Colonel, Eastesn Command
Warrant Officer, WRAAC

Executive Officer (Service Pay and Conditions),
Department of Defence

Major-General, C.B., C.B.E. (retd) Honorary
Nationz] Treasurer and Member of the National
Execuhve, Returned Services League

Sergeant, Garbutt RAAF Base

Assns;gnt Adjutant-General, Director of Per-
sonal Services, Army Headquarters, Canberra
‘Warrant Officer

Lientenant-Commander (retd)

Colonet

8



*HANWELL, R. S. .

*HAWTHORNE, G.

*JAMES, E. C,

*JUDSON, R.

*KEANE, W. J. . .
KERR, W.D, . . .
KEYS, A. G.' W., 0.B.E., M.C.

KNIGHT, E. S,

LOCKWOOD, L.

*LOCKWOOD, L. M,
*McGREGOR, R. W.
MARTIN, R.D. .

*MATTHEWS, O. W.
*MILLS, R. G.
*MOORE, D. H, .
O'BRIEN, W. K.
*OVENDEN, P. J.
*PATTERSON, E, J.
PEARSON, A. A,

PERRIMAN, R. J.

PICKERING, H. A. H,

*POWELL, N, M, Mrs
RAMM, G. 1.

*REES, 1. A.
RIETHMULLER, G, P,

RUSSELL, A. J. .
SCRIVENOR, R. 1.

*SHEPHERD, R. S.
*STAFFORD, C. W. T.
SWANSON, N. D.
*TARLETON, H.F. W. 1.
*TREMBATH, M. L.
*TYLER, A. W,
*WALLACE,F. J.
*WATCHORN, F. A.
TWOOLLARD, R. P.

*WREN, L D.K. .
YOUNG, P. R.

Major

Flight Lieutenant
Warrant Officer, RAAF
Squadron Leader

Major

Department of Air

National Secretary of the Returned Services
League

Consulting Actuary, Regular Defence Forces
Welfare Association

Surgeon Rear Admiral (retd), Regular Defence
Forces Welfare Association

Senior Executive Officer (Policy) Naval Per-
sonnel Branch, Department of the Navy

Major (retd)

Wing Commander

Major

Squadron Leader, Garbutt RAAF Base
Warrant Officer

Major

Assistant Secretary attached to the Retirement
Benefits Branch, Commonwealth Treasury

Secretary, Defence Forces Retirement Bencfits
Board

Group Captain, Director-General of Personal
Services, Department of Air

Flight Sergeant, Garbutt RAAF Base.

Chief Systems Artificer, Trials and Assessing
Unit, RAN Edgecliff

Deputy National Secretary, Returned Services
League

Captain, RAN, Director-General of Personal
Services, Department of the Navy

Warrant Officer

Major

_Flight Lieutenant, Garbutt RAAF Base

Wing Commander (retd)
Sergeant, RAAF

Flight Sergeant
Wing Commander

Colonel, Director of Personal Services ‘A’,
Army Headquarters, Canberra

Major
Major (retd), N.S.W. Branch of the Australian
Labor Party

* Individual witness who presented his own submission.
t Since making this submission Colonel Woollard has been promoted to the rank of

Brigadier.
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