Life Insurance (Prudential Rules) Determination No. 4 of 2005: Prudential Rules No. 26 Applying To Life Companies Other Than Friendly Societies

Explanatory Statement
This statement is issued by the authority of the Australian Prudential Regulation Authority (‘APRA’) under:
· Life Insurance Act 1995, subsection 252(1)

· Acts Interpretation Act 1901, subsection 33(3) 
Legislative background

Under subsection 252(1) of the Life Insurance Act 1995 (‘the Act’), APRA has the power to determine (in writing) prudential rules prescribing all matters required or permitted by the Act that must be complied with by all life companies registered under the Act.  Such prudential rules are ‘legislative instruments’ within the meaning of the Legislative Instruments Act 2003.  

Section 244 of the Act provides that APRA must collect such statistics as are prescribed by the prudential rules, in the time and manner prescribed by the rules.  Section 117 of the Act provides that life companies must prepare an additional annual statistical return relating to policy liabilities at the end of the financial year and policy movements during the financial year in respect of each statutory fund of the company.  Prudential Rules No. 26 (PR 26) now deals with all of these statistical collections in relation to life companies other than friendly societies. 
Although sections 117 and 244 do not appear in some published compilations of the Act, they will continue to form part of the Act until they are repealed by Items 57, 72 and 75 of Schedule 2 to the Financial Sector (Collection of Data – Consequential and Transitional Provisions) Act 2001.  The repeal will not occur until APRA makes a reporting standard in relation to life companies under section 13 of the Financial Sector (Collection of Data) Act 2001 and in accordance with section 15 of that Act the reporting standard begins to apply to life companies.  Accordingly, for the time being, sections 117 and 244 of the Act remain in effect.

Subsection 33(3) of the Acts Interpretation Act 1901 provides that where an Act confers a power to issue an instrument the power shall, unless the contrary intention appears, be construed as including a power exercisable in the like manner and subject to the like conditions (if any) to revoke any such instrument.
The Determination

The purpose of Life Insurance (Prudential Rules) Determination No. 4 of 2005 (‘the Determination’) is to revoke the current PR 26 (made under subsection 252(1) of the Act for the purposes of section 244) and Prudential Rules 31 (made under subsection 33(3) of the Acts Interpretation Act 1901 and subsection 252(1) of the Act) and replace them with a new PR 26.  The Determination will take effect upon registration on the Federal Register of Legislative Instruments.    

The revoked PR 26 provided for statistical reporting forms under subsections 244(1) and (2) of the Act, comprising quarterly, half-yearly and annual forms.  By virtue of Life Insurance (Prudential Rules) Determination No. 2 of 2005, they also included transitional regulatory reporting arrangements pending the introduction of new International Financial Reporting Standards (IFRS).  
The revoked Prudential Rules No. 31 (PR 31) provided for statistical reporting forms under paragraph 117(2)(d) and subsection 117(3) of the Act, comprising additional annual forms.  

The new PR 26:

· remove the transitional regulatory reporting arrangements in place pending the IFRS changes; 

· incorporate the changes to the statistical reporting forms required as a result of the introduction of IFRS;
· incorporate the changes to the Actuarial Standards made by the Life Insurance Actuarial Standards Board (LIASB) as a consequence of the introduction of IFRS; and.
· include revised Forms A and B of PR 31, which are to be repealed in order to consolidate the number of prudential rules dealing with the collection of statistics.  These forms are referenced as Schedule 3, Forms D1 and D2. 
Background to the Changes
The revised reporting requirements arise from:

· the introduction in Australia of IFRS;

· consequential changes to the Actuarial Standards under the Act being made by the LIASB; and

· consequential changes being made to the regulatory financial statements under Prudential Rules No 35 Financial Statements (PR 35). 

At the same time, APRA is taking the opportunity to consolidate statistical reporting under a single prudential rule, by bringing those returns currently covered by PR 31 under the umbrella of PR 26. 

Explanation of the Changes
The principal changes to the forms are as follows: 

	Item 
	

Comment 

	Assets in statutory funds
	All assets are to be reported at fair value as determined in accordance with relevant accounting standards.  Where the relevant accounting standard does not include a provision for the asset to be measured at fair value, the fair value of the asset is to be determined in a manner consistent with the fair value measurement of assets under other accounting standards which do include provision for fair value measurement. 

	Current termination value
	No allowance is to be taken for any additional tax relief that may arise because of an assumed termination of the policy and/or payment of the difference between the Termination Value and the policy liability.

	Property
	Values for investment property and owner-occupied property are to be entered separately.

	Credit risk
	A new Form (Schedule 1, Form M, Credit Risk) is required.  This form is consistent with Actuarial Standards 2.04 and 3.04 and addresses the impact of counterparty default and credit risks on the value of the fund’s interest-based assets (such as interest bearing securities, loans, mortgages, etc.), both variable and fixed rate.

	Policy liabilities
	Additional information on gross and reinsured policy liabilities is required because of changes to both the accounting standards and the Actuarial Standards.  An additional form (Schedule 3, Form A3) is required because separate information is required for Life Insurance Contracts and Life Investment Contracts, reflecting the differences in valuation approaches between those two groups of business that now apply.  

	“Look-through” requirements 

	The rule has been amended to reflect the revisions to the Actuarial Standards 


Product Group Classifications

For the purposes of these rules the following are the product group classifications:

For individual products:

· conventional

· investment account (including capital guaranteed deferred annuities)

· investment-linked (including investment-linked deferred annuities)

· lifetime annuity

· term annuity

· fixed rate fixed term saving

· allocated annuity

· market-linked annuity

· level premium risk - lump sum benefit

· stepped premium risk - lump sum benefit

· disability income insurance

· other individual

For group products:

· group investment account

· group investment-linked

· group annuity

· group risk - lump sum benefit

· group salary continuance

· other group

Determining the Insured Amount

For the purposes of Forms A and D in Schedule 3, the insured amount must be determined as follows:

	Product group
	Insured amount

	Individual products
	

	conventional
	sum insured + reversionary bonuses

	investment account
	account balance

	investment-linked
	value of units

	lifetime annuity
	payment per annum

	term annuity
	payment per annum

	fixed rate fixed term saving
	account balance

	allocated annuity
	account balance

	market-linked annuity
	account balance

	level premium risk - lump sum benefit
	sum insured

	stepped premium risk - lump sum benefit
	sum insured

	disability income insurance
	insurance payment

	other individual
	consistent with above principles

	
	


	Group products
	

	group investment account
	) Work out in accordance with the 
) preceding section of this table what
) the insured amount is for each 
) member of the group (the 
) “member’s insured amount”). Then
) aggregate the member’s insured 
) amount of all the members of the 
) group.

	group investment-linked
	

	group annuity
	

	group risk - lump sum benefit
	

	group salary continuance
	

	other group
	

	
	


Implementation

These new prudential rules will apply for reporting periods ending on or after 31 December 2005, i.e. corresponding to the first full financial reporting periods for which IFRS applies. 

However, to maintain an orderly changeover to IFRS based data collection for APRA and for the industry as a whole APRA is extending the deadline for the first data collections under the revised forms by six weeks.  The relevant deadlines for the first data collections will therefore be as follows:

· within 12 weeks for Schedules 1 and 2 (i.e. the quarterly and half-yearly returns) and 

· within 19 weeks for Schedule 3 (i.e. the annual returns).  

Furthermore, it is proposed that the first collection under the new Form M of Schedule 1 relating to credit risk be made in respect of the period ending 30 June 2006 (or equivalent for companies with financial years that do not correspond to quarters of a calendar year).  No deferral is felt to be warranted for the new forms in Schedule 3 as they are annual returns for which data should be available in any case (to produce financial statements) and a 19 week completion time should be ample. 
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