
FACT SHEET – COMMUTING AND REINSTATING DEFENCE FORCE 
RETIREMENT AND DEATH BENEFITS SCHEME RETIREMENT PAY TO PRE-
COMMUTATION LEVELS  

• The Defence Force Retirement and Death Benefits Scheme allows members to
‘commute’ part of their retirement pay.  This means the member may choose to
receive part of their retirement pay early, in the form of a lump sum.

• When a member commutes part of the retirement pay, that retirement pay is
permanently reduced to take account of the fact that part of it has been paid as a
lump sum.

• Many benefit recipients argue that their retirement pay should be reinstated to the
‘pre-commutation’ level when they have reached their life expectancy on the basis
they have repaid ‘their loan’.

• The reduction in retirement pay following commutation is not a ‘loan’ or a
‘repayment’ of the lump sum.  The lump sum is part of the retirement pay available
to members on retirement, only paid early in a different form.

• The Defence Forces Retirement Benefits and Defence Force Retirement and Death
Benefits Schemes reversionary pensions paid to surviving spouses are equal to
62.5% of the ‘pre-commutation’ (that is, higher) retirement pay.

• There is no intention to change the current commutation arrangements.
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FACT SHEET – DEFENCE FORCE RETIREMENT AND DEATH BENEFITS 
SCHEME – THE REQUIREMENT TO CONTRIBUTE 
 

• One of the major results of a review of the Defence Forces Retirement Benefits 
scheme in 1957 was the introduction of a new arrangement commonly referred to 
as the post-1959 scheme.  Effectively, two schemes were operating in parallel, with 
identical benefits but different contribution arrangements depending on whether a 
member was a pre-1959 or post-1959 contributor.  This created some complexity 
and confusion.     

• The Jess Committee, which was established to examine and report on the 
operation of the Defence Forces Retirement Benefits legislation, recommended that 
a new scheme (the Defence Force Retirement and Death Benefits scheme) be 
established.   

• The Jess Committee proposed a fixed contribution rate of 5.5 per cent of salary for 
the Defence Force Retirement and Death Benefits scheme to overcome the 
complexity and confusion in the Defence Forces Retirement Benefits scheme. 

• The contributions were to be paid to the Consolidated Revenue Fund to finance the 
benefits in the scheme, instead of accumulating in a separate fund.   

• In return, the Commonwealth would guarantee the benefits that were to be 
eventually paid, that is, the Commonwealth agreed to bear the risk associated with 
providing the benefits that were only partially funded by member contributions (the 
Defence Forces Retirement Benefits Fund only contributed 20% towards the final 
benefit – the balance was paid from the Consolidated Revenue Fund).   

• If members did not contribute, then it is highly likely the benefits eventually payable 
would be less because the employer contribution towards the final benefit was 
actuarially determined on the understanding of joint contributory obligations. 
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FACT SHEET – DEFENCE FORCES RETIREMENT BENEFITS FUND – 
TRANSFERRED TO THE COMMONWEALTH 
 

• The Defence Forces Retirement Benefits scheme was financed partly by member 
contributions and partly by Government subsidy.  Member contributions were paid 
into the Defence Forces Retirement Benefits Fund and the contributions and 
earnings met 20% of the benefit entitlements – the balance was paid from the 
Consolidated Revenue Fund.     

• The Jess Committee recommended that the Defence Forces Retirement Benefits 
scheme be closed, that the Defence Forces Retirement Benefits Fund be 
transferred to the Commonwealth and that the Commonwealth guarantee benefits 
under the Defence Force Retirement and Death Benefits scheme.   

• The Australian Government Actuary was asked by the Defence Forces Retirement 
Benefits Board to provide a report on the assets of the Defence Forces Retirement 
Benefits Fund at the date of the scheme closure.  A surplus was found to exist in 
relation to existing pensioners at the time and the excess, with interest, was 
distributed to those pensioners. 

• A deficit was found in respect of contributing members who were transferred to the 
new Defence Force Retirement and Death Benefits scheme and this deficit was 
funded by the Government.  As a consequence, there was no amount to be 
distributed to contributing members who were not asked to pay extra to fund the 
identified deficit.   

• At about the same time as the Defence Forces Retirement Benefits Fund was 
transferred to the Commonwealth, the superannuation fund for Federal politicians 
was also transferred to the Commonwealth.   
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FACT SHEET – DISCOUNTED INCREASES IN CIVILIAN AND MILITARY 
SUPERANNUATION PAYMENTS 
 

• In August 1986, the Superannuation and Other Benefits Legislation Amendment 
Act 1986 provided that the annual increase for all Commonwealth superannuation 
payments was to be discounted by two per cent from 23 October 1986.  This was to 
address both inflationary and budgetary difficulties at the time.     

• The discounted superannuation payments were restored on 30 November 1989 to 
the payment levels which would have been payable in November 1989 had the 
October 1986 discount never been applied.   

• When enacting the amending legislation, the Government of the day decided not to 
incorporate any provision for back paying the amounts of pension money that would 
have been paid between October 1986 and November 1989 had the two per cent 
discount not applied.   
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From:
To:
Cc:
Subject: Pension indexation issues [DLM=For-Official-Use-Only]
Date: Tuesday, 8 October 2013 4:01:45 PM
Attachments:

Attached is a draft note about possible issues that need to be discussed/resolved together with
other relevant information that someone/Government might want to be aware of for
information. I think it covers the major issues but if I (or you) can think of anything else relevant,
I will update it. Please feel free to use it to shape your thinking on matters. However, if you want
to provide it to other people, you should contact us first as it is only a draft document.

Regards

Please Note: The information contained in this e-mail message and any attached
files may be confidential information and may also be the subject of legal
professional privilege.  If you are not the intended recipient, any use, disclosure or
copying of this e-mail is unauthorised.  If you have received this e-mail by error
please notify the sender immediately by reply e-mail and delete all copies of this
transmission together with any attachments.
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From:
To:
Cc:
Subject: RE: DFRB pensioners under age 55 [DLM=For-Official-Use-Only]
Date: Wednesday, 30 October 2013 7:55:00 AM

For-Official-Use-Only

I understand what you are saying, but there may be a potential cost for systems etc to have one form
of indexation for all DFRB members and a different form for DFRDB under 55 and DFRDB over 55. 
In any event, I do not see that we have a mandate to decide to treat all DFRB members as over 55.

From: 
Sent: Tuesday, 29 October 2013 15:35
To: 
Cc: 
Subject: DFRB pensioners under age 55 [DLM=For-Official-Use-Only]

Just following on from our earlier telephone conversation.

has looked at the DFRB pensions and ascertained that there are only 8 pensioners who are
currently under 55 years of age. All of these pensions are spouse pensions with the youngest
pensioner currently being age 49. For DFRB only, the difference in costs for improving indexation
of all pensions rather than the pensions of just those aged 55 or more is very small. For practical
purposes, there is essentially no difference in costs between improving indexation of all DFRB
pensions and just those of pensioners aged 55 or more.

Regards

Please Note: The information contained in this e-mail message and any attached
files may be confidential information and may also be the subject of legal
professional privilege.  If you are not the intended recipient, any use, disclosure or
copying of this e-mail is unauthorised.  If you have received this e-mail by error
please notify the sender immediately by reply e-mail and delete all copies of this
transmission together with any attachments.

IMPORTANT: This email remains the property of the Department of Defence and is subject to the
jurisdiction of section 70 of the Crimes Act 1914. If you have received this email in error, you are
requested to contact the sender and delete the email.
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From:
To:
Subject: FW: Net cost of Age Pension indexation for those aged 55 or more starting from the previously announced

Labor policy [DLM=For-Official-Use-Only]
Date: Friday, 17 January 2014 12:58:00 PM
Attachments: net increase from Labor policy.xlsx

For-Official-Use-Only

FYI

From:
Sent: Friday, 17 January 2014 11:42
To: 
Cc: 
Subject: Net cost of Age Pension indexation for those aged 55 or more starting from the previously
announced Labor policy [DLM=For-Official-Use-Only]

Attached is a spreadsheet giving the net costs if the starting point is from the previously
announced Labor policy of indexation of DFRB and DFRDB pensions for those aged 65 or more at
the higher of CPI and PBLCI.

Regards

Please Note: The information contained in this e-mail message and any attached
files may be confidential information and may also be the subject of legal
professional privilege.  If you are not the intended recipient, any use, disclosure or
copying of this e-mail is unauthorised.  If you have received this e-mail by error
please notify the sender immediately by reply e-mail and delete all copies of this
transmission together with any attachments.

IMPORTANT: This email remains the property of the Department of Defence and is subject to the
jurisdiction of section 70 of the Crimes Act 1914. If you have received this email in error, you are
requested to contact the sender and delete the email.
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AGE PENSION INDEXATION 
COSTS ALLOWING FOR PREVIOUS LABOR POLICY ANNOUNCEMENT
OF HIGHER OF CPI AND PBLCI FOR THOSE OVER AGE 65

Unfunded liability $m

Total costs Age Pension indexation (>55) 5,074        Round to $5.1 billion

Previous Labor policy - DFRB 1,059        
Previous Labor policy - DFRDB 17             

Net increase 3,998        Round to $4.0 billion

Notional employer contribution rate % DFRDB salaries

Total costs Age Pension indexation (>55) 6.0
Previous Labor policy - DFRDB 1.1

Net increase 4.9

DFRDB accrual (service) costs for 
10 years to 2023/24 in nominal dollars $m

Total costs Age Pension indexation (>55) 89
Previous Labor policy - DFRDB 16

Net increase 73
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From:
To:
Cc:
Subject: Explanatory Memorandum - Indexation Bill - AGA suggestions.docx [

Date: Tuesday, 25 February 2014 12:46:57 PM
Attachments: Explanatory Memorandum - Indexation Bill - AGA suggestions.docx

Attached is my first attempt on the first (preamble) section of the EM. Susan hasn’t had a chance
to look at it and she may well have other comments or suggestions. Some of my words are pretty
clumsy but they  should still give you an idea of the type of changes that might be desirable.
Treat it very much as a work in progress.

Happy to discuss.

Regards

Please Note: The information contained in this e-mail message and any attached
files may be confidential information and may also be the subject of legal
professional privilege.  If you are not the intended recipient, any use, disclosure or
copying of this e-mail is unauthorised.  If you have received this e-mail by error
please notify the sender immediately by reply e-mail and delete all copies of this
transmission together with any attachments.
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DEFENCE FORCES RETIREMENT BENEFITS LEGISLATION 

AMENDMENT (FAIR INDEXATION) BILL 2014 
 
 
GENERAL OUTLINE 
 
The Bill gives effect to the Government's 2013 election commitment to index Defence 
Forces Retirement Benefits (DFRB) and Defence Force Retirement and Death 
Benefits (DFRDB) pensions from 1 July 2014 for those pensioners aged 55 and over 
(on 1 January or 1 July as appropriate) in the same way as age and service pensions 
are indexed (but not at the same time as age and service pensions are indexed).   
 
The measure will apply to DFRB and DFRDB primary pensions, invalidity pensions, 
reversionary pensions paid to the surviving spouses of deceased pensioners and 
pensions for those associates whose pensions result from a family law split where the 
pensioner is aged 55 and over.  Any component of these pensions which is currently 
unindexed will remain unindexed.   
 
Current indexation arrangements 
 
Currently, all pensions paid from the DFRB and DFRDB schemes are indexed in line 
with positive movements in the CPI from the first pay day in July and January.  The 
adjustment is based on the preceding two quarters of CPI reporting.  
 
A July CPI pension increase is generally based on the following formula: 
 

100x
figureCPIquarterSeptembereviousPr

figureCPIquarterSeptembereviousPrfigureCPIquarterMarchLatest − = CPI change 

 
If the new March CPI figure (rounded to the nearest tenth of one per cent) exceeds the 
previous relevant September CPI figure, the pension is increased.  If the new March 
CPI figure does not exceed the previous September CPI figure, there is no increase 
(for the January pension increase, the same process is carried out, but using the latest 
September quarter CPI figure and the previous March quarter CPI figure). 
 
Where there have been falls in the CPI figures, there are carry forward provisions that 
prevent a pension increase unless the latest March (or September) quarter CPI figure 
exceeds the highest historic March or September quarter’s CPI figure.  Where this 
situation occurs, the highest historic March or September quarter’s CPI figure 
replaces the Previous September quarter CPI figure in the above formula. 
 
Indexation of commuted DFRDB pensions 
 
Prior to 30 June 1982, retiring DFRDB members could elect to commute part of their 
pension for a lump sum of up to a maximum of four times their annual pension before 
commutation (or retirement pay – the terms are used interchangeably in the DFRDB 
Act).  Where a member received a commutation lump sum, a reduced pension was 
payable.  From 1 July 1982, the maximum amount that could be taken as a 
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commutation lump sum was gradually increased by 5% of the annual pension (before 
commutation) per year until 2002, when members could commute part of their 
pension for a lump sum up to a maximum of five times their pension (before 
commutation).  This has been the maximum amount of commutation lump sum that 
could be taken  since that time.  
 
DFRDB members retiring through invalidity Class C are treated in the same way as 
normal retirements for commutation purposes.  Invalidity Class A or B pensioners 
were not able to commute part of their pension for a lump sum. 
 
The original DFRDB benefit design strongly encouraged the practice of retiring 
members electing to commute part of their pension for the maximum lump sum.  This 
was done in two ways.  If a member elected not to take the maximum lump sum 
amount of four times the annual pension (before commutation), the component of the 
pension that was expected to be commuted but was not commuted would be payable 
as non-indexed pension.  The second mechanism to encourage commutation was that 
the commutation factors used for conversion were favourable relative to the actuarial 
value of the pension being commuted. 
 
When the maximum amount of lump sum was increased, there were no changes to the 
previous arrangements.  That is, only if the member chose to commute part of their 
pension for a lump sum of less than four times the annual pension (before 
commutation) would there be a non-indexed component of the pension. 
 
The indexed portion of the DFRDB pension for retirees is either the total pension 
(where the member commuted part of their pension for a lump sum of at least four 
times the annual pension (before commutation)) or what is referred to in the DFRDB 
legislation as the notional rate of retirement pay, which is the rate of pension that 
would be payable if the member had commuted part of their pension for a lump sum 
of four times the pension (before commutation), whichever is greater. 
 
On the death of a DFRDB retirement pensioner, a reversionary pension is paid to the 
surviving spouse.  The reversionary pension is based on the pension that would have 
been paid to the deceased pensioner immediately before death as if the deceased 
pensioner had not commuted any part of the pension.  This means that reversionary 
pensions following the death of a retirement pensioner will have a component that is 
not indexed.. 
 
Child and orphan pensions following the death of a retirement pensioner are made up 
of a fixed component and a component calculated by reference to the pension that 
would have been paid to the primary pensioner.So, those pensions will also have a 
non-indexed component. 
 
The indexation changes being introduced by this Bill will not apply to child and 
orphan pensions as these pensions can only be paid to eligible children and orphans 
up to age 25 (that is, these pensions will continue to be indexed in line with positive 
movements in the Consumer Price Index (CPI)).   
 
Pensions payable as a result of invalidity Class A or B, were not able to be commuted 
and hence do not have a non-indexed component.  Likewise, pensions payable to a 
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reversionary spouse, children and orphans due to death in service also do not have a 
non-indexed component. 
 
Age/service pension indexation arrangements 
 
The calculation of increases in both the age and service pension that occur in March 
and September each year is effectively a two step process.  The first step is to 
calculate the pension that would result if it were increased in line with the better of 
CPI and the Pensioner and Beneficiary Living Cost Index (LCI).  The differences 
between the June and December quarter figures inform March indexation increases 
and the differences between the December and June quarters inform September 
indexation increases.   
 
In the second step, the resulting pension is compared to relevant percentage of Male 
Total Average Weekly Earnings (MTAWE) which is measured for the June and 
December quarters.  No further adjustment is made if the calculated pension is greater 
than the specified floor percentage (27.7% of MTAWE for the single rate pension).  If 
the resultant pension calculated in the first step is less than the floor percentage of 
MTAWE, it is increased so that it equals the floor percentage of MTAWE. 
 
Establishing an indicative pension to measure MTAWE increases 
 
Single rate age and service pensions are fixed amounts for all single rate pensioners 
and are amenable to measurement against MTAWE, which is also a fixed amount 
measured for each six monthly period (the MTAWE reference period is the last pay 
period ending on or before the third Friday of the middle month of the reference 
quarter; either May or November).   
 
DFRB pensions are based on the number of units of pension purchased and the value 
of those units at retirement.  DFRDB pensions are based on the member's years of 
service and the salary and service allowance for the highest increment for rank held 
by the member at the date of retirement.  For example, a pension equal to 35% of 
salary and service allowance for the highest increment for rank held is paid after 20 
years of service, increasing incrementally to 76.5% after 40 or more years of service.    
 
In order to apply age/service pension indexation methodology and to obviate the need 
to measure every individual DFRB and DFRDB pension as a percentage of MTAWE 
at 1 January 2014 (to establish the base so that 1 July 2014 changes can be 
determined), an indicative pension is being established against which percentage 
increases (the better of CPI and LCI against the MTAWE floor) can be measured. 
 
For this purpose, MTAWE at May 2013 (the middle month of the June 2013 quarter) 
has been used to set the starting indicative pension at 1 January 2014 so that the 
change as a result of the new indexation methodology for those aged 55 and over at 
1 July 2014 can be measured.  The July 2014 change will be based on MTAWE at 
November 2013. 
 
MTAWE for May 2013 was $1,356.70.  This is converted to an annual amount by 
multiplying MTAWE by 52.  The result, $70,548.40, is then multiplied by 27.7% to 
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establish the MTAWE result; $19,541.91 which is the indicative pension set for 
1 January 2014.   
 
The 27.7% figure was chosen as it represents the current MTAWE floor percentage 
used in calculating increases in the single rate age/service.  It is not intended that this 
percentage would change should the MTAWE floor percentage used in calculating 
increases in the single age/service pension change. 
 
Under the new arrangements for pensioners aged 55 and over, the indicative pension 
will be increased by the better of CPI and LCI.  If the increased indicative pension is 
more than 27.7% of MTAWE, all pensions will be increased by the better of CPI and 
LCI.  If the increased indicative pension is less than 27.7% of MTAWE, the increased 
indicative pension will be adjusted to be equal to 27.7% of MTAWE.  The percentage 
increase required to raise the original value of the indicative pension to the level of 
27.7% of MTAWE is then used to adjust all pensions. 
 
A hypothetical example of how the new indexation arrangements work is set out in 
the explanation to changes introduced by item 12 of the Bill. 
 
Division 293 tax 
 
The Tax and Superannuation Laws Amendment (Increased Concessional 
Contributions Cap and Other Measures) Act 2013 amended the income tax and 
superannuation laws and the Taxation Administration Act 1953 to reduce the tax 
concession that individuals with incomes and concessionally taxed contributions 
above $300,000 receive on their concessional superannuation contributions from 
30 per cent to 15 per cent.  
 
This is achieved by the imposition of an additional 15 per cent tax (Division 293 tax) 
on those individuals where total income (including concessionally taxed 
contributions) exceeds the $300,000 threshold.  The tax is levied in respect of the 
component of concessionally taxed contributions (including notional contributions by 
employers to defined benefit schemes) that results in the $300,000 threshold being 
exceeded (or the whole amount of the concessionally taxed contributions where non 
superannuation income already exceeds the $300,000 threshold.The measure applies 
from 1 July 2012. 
 
The changed DFRB/DFRDB indexation arrangements for those aged 55 and over on 
1 July 2014 will have two impacts for Division 293 tax purposes.  The first is a very 
large one-off past service impact reflecting the capitalised value of the improvement 
in relation to benefits that have already accrued (that is, if the schemes operated on a 
funded basis, a substantial additional contribution would be required to ensure that 
assets were sufficient to cover the higher future pensions that would be payable in 
respect of service already rendered). 
 
The second impact relates to the ongoing increased employment cost of future 
service.  Since this will be recognised on an annual basis, the impact in any one year 
will be relatively minor. 
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The one-off additional notional contribution will result in some individuals on 
moderate income, but with significant past service, incurring a Division 293 tax 
liability.  The Government has decided to exclude the capitalised value of the one-off 
benefit improvement for past service at 1 July 2014 from the operation of 
Division 293 tax. 
 
The Bill 
 
The Bill will amend Part VID of the Defence Forces Retirement Benefits Act 1948 
and Part XA of the Defence Force Retirement and Death Benefits Act 1973 to 
incorporate a different pension indexation regime to apply from 1 July 2014 for those 
DFRB and DFRDB pensioners who are age 55 and over on either 1 January or 1 July 
when pensions are indexed (a person who turns age 55 on either 1 January or 1 July 
will get the benefit of the new indexation arrangements)   
 
There will be no change to the way DFRDB and DFRB pensions are indexed for 
those under age 55, until they reach age 55 (for example, a person who turns 55 on 
2 January or 2 July will not get the benefit of new indexation arrangements until the 
following indexation period, either 1 July or 1 January respectively). 
 
Any part of a DFRB or DFRDB pension that is currently unindexed will continue to 
be unindexed. 
 
The new indexation methodology will not result in a DFRB or DFRDB pension that is 
currently less than the MTAWE floor percentage increasing to the floor percentage 
used for age and service pension purposes or to the value of the indicative pension 
(and conversely, that a pension that is currently in excess of the floor percentage or 
the indicative pension reducing to those respective levels). 
 
The Bill will also amend the Income Tax Assessment Act 1997 to ensure the one-off 
capitalised value of past service of DFRB and DFRDB members at 1 July 2014 is 
excluded from the operation of Division 293 tax. 
 
In broad terms, the amendments: 
 

• Retain the current indexation methodology for pensions paid to pensioners 
under age 55. 

 
• Make movements in the CPI, PBLCI and the MTAWE floor a part of the 

indexation methodology for pensions paid to pensioners aged 55 and over on 
either 1 July or 1 January. 

 
• Ensure DFRB and DFRDB members with significant past service are not 

required to pay Division 293 tax on the value of that past service as a result of 
the benefit improvement brought about by this measure. 

 
Financial Impact Statement 
 
The Australian Government Actuary has costed this measure, exclusive of any impact 
on taxation receipts or other government payments as follows: 
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Impact on underlying cash 
2014-
2015 
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FE 
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Total for 
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2014-

2015 to  
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$m 

13 30 50 70 91 114 138 162 188 214 162* 1,070** 

Impact on fiscal balance 
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$m 

Total 
FE 

2014-
2015 to 
2017-
2018 

$m 

Total for 
decade 
2014-

2015 to  

2023-
2024 

$m 

320 337 353 369 384 400 415 429 443 457 1,378# 3,906## 

 

The unfunded liability at 1 July 2014 is estimated to increase by $5.1billion. 
Defence's notional employer contribution rate for current DFRDB contributing 
members will increase by 6% of salaries and service allowance (from 29.5% to 
35.5%) which equates to an estimated $89m over the decade to 2023-24. (Paul, our 
advice has $89m – not certain where the $73m has come from – is it in any other 
document?) 
ComSuper, the administrator of the DFRB and DFRDB schemes will require $1.1m 
for system and administration costs. 
The Department of Defence is expected to meet from its appropriations $177m of the 
difference in the underlying cash over the decade between what has been attributed to 
the Contingency Reserve and the total cost.  Defence will also meet the additional 
costs associated with increased employer superannuation contribution rates and 
ComSuper's costs from its appropriations. 
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An exemption from the Division 293 tax has no budget revenue implications as no 
allowance was made for the interaction with the Division 293 tax in the forward 
estimates.  The out years'revenue consequences of the increased indexation of 
DFRB/DFRDB pensions due to the interaction with Division 293 tax is a small but 
unquantifiable gain to revenue. 
Some DFRB and DFRDB pensioners over the age of 55 may only benefit marginally 
from the change to indexation arrangements because any increase may result in an 
increased income tax liability and may impact their entitlement to part age/service 
pension or to other Government benefits where there are income eligibility 
requirements.   
It is difficult to quantify the numbers/impacts because they depend on an individual’s 
particular financial and other circumstances.  However, the Department of Veterans' 
Affairs (DVA) has estimated that about 10,000 superannuants, who are service 
pension recipients from DVA, may have their pensions affected by an average of $10 
per fortnight and some incapacity payment recipients may have their pensions 
reduced by $20 per fortnight.   
Nevertheless, DVA suggests virtually all superannuants will still be better off overall 
and individual circumstances may change in such a way that there is no change in 
income support entitlements.   
The Office of Best Practice Regulation has assessed the proposal as not likely to have 
regulatory impacts on business, individuals or community organisations. 
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DEFENCE FORCES RETIREMENT BENEFITS LEGISLATION 
AMENDMENT (FAIR INDEXATION) BILL 2014 
 
Section 1 – Short title  
 
This clause provides for the citation of the Act as the Defence Forces Retirement 
Benefits Legislation Amendment (Fair Indexation) Act 2014.  
 
Section 2 – Commencement 
 
This clause provides that the Act commences on the day after the Act receives the 
Royal Assent.  
 
Section 3 – Schedule 
 
This clause is a formal provision specifying that amendments or repeals are made to 
the provisions set out in the sections in the schedule. 
 
Schedule 1 – Amendments 
 
Defence Force Retirement and Death Benefits Act 1973 
 
Item 1 inserts a new Division (Division 1) as an introduction that provides a 
simplified outline under new section 98AA of the operation of Part XA of the Act 
which deals with pension increases.  The outline explains that pension benefits are 
indexed on 1 January and 1 July each year, continues current indexation arrangements 
for pensions paid to pensioners aged under 55 and sets out new indexation 
arrangements (the 55-plus percentage) for pensions paid to pensioners aged 55 and 
over.  The introduction also incorporates definitions and some general rules about 
changed CPI numbers, reference bases and rounding. 
 
Item 2 removes the word Interpretation from the heading of section 98A and replaces 
it with the word Definitions. 
 
Item 3 removes the reference to subsection (1) in section 98A under what was 
previously the Interpretation heading in the line with current drafting standards. 
 
Item 4 inserts new definitions into section 98A to cater for the new indexation 
arrangements to apply to DFRDB pensions paid to pensioners aged 55 and over.  New 
terms defined for this purpose are: 
 

- 55-plus percentage (is the new method for indexing pensions paid to 
pensioners aged 55 and over and is explained in step 7 of the method 
statement in new subsection 98GB(2)) 

- current indicative pension amount(is the base pension amount that is 
adjusted as part of the 55-plus percentage increase and is explained in 
step 4 of the method statement in new subsection 98GB(2)) 

- December quarter (included to distinguish from March and September 
quarters upon which CPI and LCI indices are based – MTAWE is 
based on the middle months of the June and December quarters) 
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- indicative pension amount (is the base pension for 1 January 2014 and 
subsequent prescribed half years that is explained in new subsection 
98GC(1)) 

- June quarter (to distinguish from March and September quarters upon 
which CPI and LCI indices are based – MTAWE is based on the 
middle months of the June and December quarters) 

- LCI percentage (is worked out using the All Groups Pensioner and 
Beneficiary Living Cost Index published by the Statistician and 
explained in new section 98GD) 

 
The following terms that are currently used in Part XA are now defined for a better 
understanding of the Part: 
 

- March quarter (CPI and LCI indices are based on the March and 
September quarters) 

- pensioner (identifies the recipient of a pension benefit) 
- prescribed percentage (is worked out using the All Groups Consumer 

Price Index published by the Statistician and explained in new 
subsection 98B(3)) 

- September quarter (CPI and LCI indices are based on the March and 
September quarters) 

 
Item 5 repeals: 
 

subsection 98A(2) which provides that if the Statistician substitutes a new 
CPI number for a particular quarter, the new CPI 
number is to be disregarded. 

 
subsection 98A(3) which provides that if the Statistician changes the 

reference base for the CPI, then the CPI numbers based 
on the new reference base are to be used for calculating 
future pension increases. 

 
subsection 98A(4) which provides for the rounding of a CPI percentage 

increase to a fraction of one-tenth of 1%. 
 
Item 6 inserts new sections 98AB and 98AC in lieu of subsections 98A(2), (3) and (4) 
which are repealed by item 5.   
 
New subsection 98AB(1) has the same effect as repealed subsection 98A(2), that is, 
disregard new numbers for a particular quarter substituted by the Statistician.  New 
subsection 98AB(1) now refers to the Statistician substituting a new CPI number 
referred to in repealed subsection 98B(3) or a new LCI number referred to in new 
subsection 98GD(1) or a new amount for MTAWE referred to in new 
subsection 98GE(2).     
 
New subsections 98AB(2) and 98AB(3) have the same effect as repealed 
subsection 98A(3), that is,  if the Statistician changes the reference base (or period), 
then numbers based on the new reference base (or period) are to be used for 
calculating future pension increases.  New paragraph 98AB(2)(a) applies this 
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principle if the CPI reference period is changed and new paragraph 98AB(2)(b) 
applies this principle if the LCI reference period is changed. 
 
New subsection 98AB(3) applies the same principle for changes to MTAWE. 
 
New section 98AC has the same effect as repealed subsection 98A(4) except that it 
provides for the rounding of percentages for the prescribed percentage, the LCI 
percentage and the 55-plus percentage to a fraction of one-tenth of 1%.       
 
Item 6 also establishes a new Division 2, which sets out general provisions about 
pension increases, incorporating new section 98AD which is a simplified outline of 
the Division.  The outline explains that pension benefits are indexed on 1 January and 
1 July each year, identifies that current indexation arrangements for pensions paid to 
pensioners aged under 55 are based on positive movements in the CPI, explains that 
movements in the CPI are only a part of the indexation arrangements for pensions 
paid to pensioners aged 55 and over and identifies there are rules dealing with special 
cases.   
 
The new Division 2 also incorporates section 98B which provides for increases in 
certain pensions.  Items 7, 8 and 9 make changes to aspects of the current section 98B. 
 
 
Item 7 repeals: 
 

subsection 98B(1) which provides for an increase in pensions payable to a 
pensioner if the CPI number in the first quarter of a half 
year commencing on either 1 January or 1 July 
immediately preceding a prescribed half-year (defined) 
exceeds the highest CPI number for any earlier half-
year after 1 July 1985 (the first year when the all groups 
CPI number was based on the weighted average of the 
8 capital cities – previously it was 6 capital cities).. 

 
subsection 98B(2) which provides that any increase ascertained in line 

with subsection 98B(1) is the prescribed percentage that 
is to apply to the relevant rate of pension ascertained in 
accordance with subsection 98B(4). 

 
subsection 98B(3) which provides the formula for working out the 

prescribed percentage for the purposes of 
subsection 98B(2) and subsection 98B(5A) which 
provides for the CPI indexation of the fixed component 
of a child's pension ($312 per annum) and orphan's 
pension ($5,000 per annum). 

 
Item 7 substitutes new subsections 98B(1), 98B(2) and 98B(3) and inserts new 
subsection 98B(3A). 
 
New subsection 98B(1) confers an entitlement to an increase in the relevant rate of a 
pensioner's pension (the relevant rate is set out in subsection 98B(4)).  The new 
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subsection 98B(1) provides that the increase is worked out by using the prescribed 
percentage (that is, CPI increases) for pensions paid to pensioners aged under 55 and 
by using the 55-plus percentage for pensions paid to pensioners aged 55 and older. 
 
New subsection 98B(2) provides that the relevant rate of pension paid to a pensioner 
aged under 55 on either 1 January or 1 July is only increased by the prescribed 
percentage (it is relevant to note that section 37A of the Acts Interpretation Act 1901 
provides - For the purposes of any Act, the time at which a person attains a particular 
age expressed in years is the commencement of the relevant anniversary of the date of 
the birth of that person).    
 
New subsection 98B(3) sets out the formula for calculating the prescribed percentage 
and explains the terms used in the formula.  That formula is: 
 

100x
numberCPIquarterBase

numberCPIquarterBasenumberCPIquarterFirst −   

 
New subsection 98B(3A) provides that when determining whether there is to be a July 
pension increase, the CPI number for the March quarter in the immediately preceding 
half-year must be more than the highest CPI number for the previous September 
quarter.  When determining whether there is to be a January pension increase, the CPI 
number for the September quarter in the immediately preceding half-year must be 
more than the highest CPI number for the previous March quarter. 
 
If the CPI numbers are equal to or less than the highest CPI number for the previous 
relevant quarter (either September or March), there is no increase in a pension being 
paid to a pensioner aged under 55 for the half year. 
 
Item 7 also incorporates a new sub-heading for subsection 98B(4) to identify that the 
subsection deals with the increase in the relevant rate of a reversionary, child or 
orphan pension where the recipient member dies on 30 June or 31 December.      
 
Item 8 removes a reference to the previous subsection 98B(2) (substituted by item 7) 
and now makes it clear that the relevant rate of pension for a prescribed half-year is 
set out in paragraphs 98B(4)(a), (ab), (ac), (b), (c), (d), (e) and (f). 
 
Item 9 inserts a new subsection 98B(4A) to make it clear that it is the age of the 
pensioner, not the age of the deceased recipient member, that dictates how the method 
of indexation is to be applied to the notional rate of retirement pay for reversionary, 
child and orphan pensions.  
 
Item 10 inserts a heading before subsection 98B(5A) to identify that 
subsections 98B(5A), (5B) and (6) refer to increases in children's pensions (which 
includes orphans).  
 
Item 11 inserts a heading before subsection 98B(7) to identify that subsection 98B(7) 
provides rules for indexation when a pensioner dies on 30 June or 31 December. 
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Item 12 inserts a new Division 3 into Part XA to provide for increases of pensions 
paid to those aged 55 and over.  New Division 3 incorporates new sections 98GA, 
98GB, 98GC, 98GD, 98GE and 98GF. 
 
New section 98GA provides a simplified outline of Division 3 setting out that for 
pensioners aged 55 and over, their pensions are indexed by the better of positive 
movements in the CPI and LCI with an adjustment, if necessary, to reflect MTAWE 
increases.  The outline explains the establishment of a hypothetical pension against 
which MTAWE changes are measured and indicates that the better of CPI and LCI 
movements will be applied as a pension increase from either 1 January or 1 July if 
that increase is greater than the increase in the hypothetical pension as a result of 
MTAWE changes.  Otherwise, the percentage increase in the hypothetical pension as 
a result of the MTAWE changes will be the pension increase for the half-year. 
 
New section 98GB establishes the 55-plus percentage for indexing pensions paid to 
pensioners aged 55 and over.   
 
Newsubsection 98GB(1) makes it clear that the pension increase provided for by 
subsection 98B(1) for a pension paid to a pensioner age 55 and over is to be the 55-
plus percentage. 
 
New subsection 98GB(2) is a method statement explaining the seven steps to work 
out the 55-plus percentage.  A hypothetical example of how the 55-plus percentage is 
to be ascertained in line with the method statement is as follows: 
    
A hypothetical example 
 
Year 1 – July adjustment 
 
Latest March quarter CPI figure   171.0 
Previous September quarter CPI figure  168.6 
 
Latest March quarter LCI figure   110.1 
Previous September quarter LCI figure  108.2 
 
Previous November MTAWE   $1,402.10 
 
Current indicative pension    $19,541.91 
 
Step 1 – calculate the prescribed percentage for the prescribed half-year (CPI 
adjustment) 
 

100x
figureCPIquarterSeptembereviousPr

figureCPIquarterSeptembereviousPrfigureCPIquarterMarchLatest − = CPI change 

 

100x
6.168

6.1680.171 − = 1.014 (or 1.4% calculated to the nearest one-tenth of 1%)   

Step 2 – calculate the LCI percentage for the prescribed half-year (LCI percentage) 
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100x
figureLCIquarterSeptembereviousPr

figureLCIquarterSeptembereviousPrfigureLCIquarterMarchLatest − = LCI change 

 

100x
2.108

2.1081.110 − = 1.018 (or 1.8% calculated to the nearest one-tenth of 1%) 

Step 3 – Determine the higher of the percentages - if they are the same, use the step 1 
percentage (CPI/LCI percentage) 
 
   1.018 (or 1.8%) calculated at step 2. 
 
Step 4 – Identify the current indicative pension for the prescribed half-year 
immediately before the relevant prescribed half-year (current indicative pension 
amount) 
 
   $19,541.91 
 
Step 5 – Work out the amount that is the CPI/LCI percentage of the current indicative 
pension amount and add it to the current indicative pension amount ( CPI/LCI result)  
 
 $19,541.91 x 1.018 = $19,893.70 
 
Step 6 – calculate the MTAWE result 
 
 Previous November MTAWE x 52  = annual MTAWE 
 Annual MTAWE x 27.7%  = MTAWE result 
 
 $1,402.10 x 52 = $72,909.20 
 $72,909.20 x 27.7% = $20,195.85 
 
Step 7 –work out the 55 plus percentage - if the CPI/LCI result is the same as or 
higher than the MTAWE result, the 55-plus percentage for the prescribed half-year is 
the higher of the percentages worked out in steps 1 and 2. (If they are the same, use 
the step 1 percentage).  If the CPI/LCI result is lower than the MTAWE result, the 
55-plus percentage for the prescribed half-year is the percentage increase needed to 
maintain the indicative pension at 27.7% of MTAWE which, in this example is: 
 

100x
amountpensionindicativeCurrent

amountpensionindicativeCurrentresultMTAWE −  

 
100x

91.541,19$
91.541,19$85.195,20$ − = 3.3% (calculated to the nearest one-tenth of 1%) 

 
The year 1 July adjustment is 3.3% (the result calculated at step 7, because it is higher 
than the result calculated at step 3, which is 1.8%). 
  
Year 2 – January adjustment 
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Latest September quarter CPI figure   173.3 
Previous March quarter CPI figure   171.0 
 
Latest September quarter LCI figure   111.0 
Previous March quarter LCI figure   110.1 
 
Previous May MTAWE    $1,403.10 
 
Current indicative pension    $20,195.85 
 
Step 1 – calculate the prescribed percentage for the prescribed half-year (CPI 
adjustment) 
 

100x
figureCPIquarterMarcheviousPr

figureCPIquarterMarcheviousPrfigureCPIquarterSeptemberLatest − = CPI change 

 

100x
0.171

0.1713.173 − = 1.013 (or 1.3% calculated to the nearest one-tenth of 1%) 

Step 2 – calculate the LCI percentage for the prescribed half-year (LCI percentage) 

 

100x
figureLCIquarterMarcheviousPr

figureLCIquarterMarcheviousPrfigureLCIquarterSeptemberLatest − = LCI change 

 

100x
1.110

1.1100.111 − = 1.008 (or 0.8% calculated to the nearest one-tenth of 1%) 

Step 3 – Determine the higher of the percentages - if they are the same, use the step 1 
percentage (CPI/LCI percentage) 

 
   1.013 (or 1.3%) calculated at step 1. 
 
Step 4 – Identify the current indicative pension for the prescribed half-year 
immediately before the relevant prescribed half-year (current indicative pension 
amount) 
 
   $20,195.85 
 
Step 5 – Work out the amount that is the CPI/LCI percentage of the current indicative 
pension amount and add it to the current indicative pension amount ( CPI/LCI result)  
 
 $20,195.85 x 1.013 = $20,458.40 
 
Step 6 – calculate the MTAWE result 
 
 Previous May MTAWE x 52   = annual MTAWE 
 Annual MTAWE x 27.7%  = MTAWE result 
 
 $1,403.10 x 52 = $72,961.20 
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 $72,961.20 x 27.7% = $20,210.25 
 
Step 7 –work out the 55 plus percentage - if the CPI/LCI result is the same as or 
higher than the MTAWE result, the 55-plus percentage for the prescribed half-year is 
the higher of the percentages worked out in steps 1 and 2. (If they are the same, use 
the step 1 percentage).  If the CPI/LCI result is lower than the MTAWE result, the 
55-plus percentage for the prescribed half-year is the percentage increase needed to 
maintain the indicative pension at 27.7% of MTAWE which, in this example is: 
 

100x
amountpensionindicativeCurrent

amountpensionindicativeCurrentresultMTAWE −  

 
100x

85.195,20$
85.195,20$25.210,20$ − = 0.07% (calculated to the nearest one-tenth of 1%) 

 
The year 2 January adjustment is 1.3% (the result calculated at step 3, because it is 
higher than the result calculated at step 7, which is 0.07% - the current indicative 
pension for the Year 2 July adjustment will be $20,195.85 x 1.013 = $20,458.40). 
 
New subsection 98GB(3) effectively provides that if neither the CPI/LCI result nor 
the MTAWE result calculated using the method statement in subsection 98GB(2) 
provides for an increase, then there is to be no pension increase for the prescribed 
half-year. 
 
New section 98GC establishes the indicative pension amount which is a component of 
the 55-plus percentage for indexing pensions paid to pensioners aged 55 and over. 
 
New subsection 98GC(1) establishes $19,541,91 as the indicative pension (that is, the 
hypothetical amount) at 1 January 2014 (paragraph 98GC(1)(a)) against which 
subsequent MTAWE changes are to be measured for the purposes of applying the 55-
plus percentage (paragraph 98GC(1)(b)). 
 
New subsection 98GC(2) provides for the increase in the value of the indicative 
pension at 1 January and 1 July each year from 1 July 2014 by the 55-plus percentage.  
The increased amount is the indicative pension for working out the 55-plus percentage 
for the next prescribed half-year. 
 
New subsection 98GC(3) provides that the increased indicative pension referred to in 
subsection 98GC(2) can be the same as the indicative pension for the previous 
prescribed half-year because the 55-plus percentage calculated for that previous 
prescribed half-year did not result in a change to the indicative pension was nil (see 
new subsection 98GB(3)). 
 
New section 98GD establishes the LCI percentage which is a component of the 55-
plus percentage for indexing pensions paid to pensioners aged 55 and over.      
 
New subsection 98GD(1) sets out the formula for calculating the LCI percentage and 
explains the terms used in the formula.  That formula is: 
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100x
numberLCIquarterBase

numberLCIquarterBasenumberLCIquarterFirst −   

 
New subsection 98GD(2) provides that when determining whether there is to be a 
July pension increase, the LCI number for the March quarter in the immediately 
preceding half-year must be more than the highest LCI number for the previous 
September quarter.  When determining whether there is to be a January pension 
increase, the LCI number for the September quarter in the immediately preceding 
half-year must be more than the highest LCI number for the previous March quarter. 
 
If the LCI numbers are equal to or less than the highest LCI number for the previous 
relevant quarter (either September or March), the LCI number for the prescribed half-
year is taken to be 0%. 
 
New section 98GE establishes the MTAWE result set out in step 6 of the method 
statement in subsection 98GB(2) which is a component of the 55-plus percentage for 
indexing pensions paid to pensioners aged 55 and over. 
 
New subsection 98GE(1) provides the MTAWE result is 27.7% of the annualised 
MTAWE figure for the most recent reference period published by the Statistician. 
 
New subsection 98GE(2) sets out the process for determining the annualised 
MTAWE figure published by the Statistician and identifies the document from which 
to extract the MTAWE figure. 
 
New subsection 98GE(3) ensures that if the Statistician publishes the MTAWE figure 
under a different heading than that identified under subsection 98GE(2) (paragraph 
98GE(3)(a)) or renames a document in which the MTAWE figure is published 
(paragraph 98GE(3)(b)), then the annualised MTAWE figure is to be calculated in 
accordance with subsection 98GE(2), based on the figure published by the Statistician 
under the new heading and/or in the new document. 
 
New subsection 98GE(4) stipulates that the recent reference period published by the 
Statistician is the last pay period ending on or before the third Friday of the middle 
month of the June or December quarters. 
 
New section 98GF sets out that for the purposes of step 7 in the method statement in 
new subsection 98GB(2), the formula for calculating the 55-plus percentage if the 
CPI/LCI result calculated in step 5 of the method statement is less than the MTAWE 
result calculated at step 6.  That formula is:          
    

100x
amountpensionindicativeCurrent

amountpensionindicativeCurrentresultMTAWE −  

 
 Defence Forces Retirement Benefits Act 1948  
 
Item 13 inserts a new Division (Division 1) as an introduction that provides a 
simplified outline under new section 83A of the operation of Part VID of the Act 
which deals with pension increases.  The outline explains that pension benefits are 
indexed on 1 January and 1 July each year, continues current indexation arrangements 
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for pensions paid to pensioners aged under 55 and sets out new indexation 
arrangements (the 55-plus percentage) for pensions paid to pensioners aged 55 and 
over.  The introduction also incorporates definitions and some general rules about 
changed CPI numbers, reference bases and rounding. 
 
Item 14 removes the word Interpretation from the heading of section 83 and replaces 
it with the word Definitions. 
 
Item 15 removes the reference to subsection (1) in section 83 under what was 
previously the Interpretation heading in the line with current drafting standards. 
 
Item 16 inserts new definitions into section 83 to cater for the new indexation 
arrangements to apply to DFRDB pensions paid to pensioners aged 55 and over.  New 
terms defined for this purpose are: 
 

- 55-plus percentage (is the new method for indexing pensions paid to 
pensioners aged 55 and over and is explained in step 7 of the method 
statement in new subsection 84H(2)) 

- current indicative pension amount(is the base pension amount that is 
adjusted as part of the 55-plus percentage increase and is explained in 
step 4 of the method statement in new subsection 84H(2)) 

- December quarter (included to distinguish from March and September 
quarters upon which CPI and LCI indices are based – MTAWE is 
based on the middle months of the June and December quarters) 

- indicative pension amount (is the base pension for 1 January 2014 and 
subsequent prescribed half years that is explained in new subsection 
84J(1)) 

- June quarter (to distinguish from March and September quarters upon 
which CPI and LCI indices are based – MTAWE is based on the 
middle months of the June and December quarters) 

- LCI percentage (is worked out using the All Groups Pensioner and 
Beneficiary Living Cost Index published by the Statistician and 
explained in new section 84K 

 
The following terms that are currently used in Part XA are now defined for a better 
understanding of the Part: 
 

- March quarter (CPI and LCI indices are based on the March and 
September quarters) 

- pensioner (identifies the recipient of a pension benefit) 
- prescribed percentage (is worked out using the All Groups Consumer 

Price Index published by the Statistician and explained in new 
subsection 84(3)) 

- September quarter (CPI and LCI indices are based on the March and 
September quarters) 

 
Item 17 repeals: 
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subsection 83(2) which provides that if the Statistician substitutes a new 
CPI number for a particular quarter, the new CPI 
number is to be disregarded. 

 
subsection 83(3) which provides that if the Statistician changes the 

reference base for the CPI, then the CPI numbers based 
on the new reference base are to be used for calculating 
future pension increases. 

 
subsection 83(4) which provides for the rounding of a CPI percentage 

increase to a fraction of one-tenth of 1%. 
 
Item 18 inserts new sections 83B and 83C in lieu of subsections 83(2), (3) and (4) 
which are repealed by item 17.   
 
New subsection 83B(1) has the same effect as repealed subsection 83(2), that is, 
disregard new numbers for a particular quarter substituted by the Statistician.  New 
subsection 83B(1) now refers to the Statistician substituting a new CPI number 
referred to in repealed subsection 84(3) or a new LCI number referred to in new 
subsection 84K(1) or a new amount for MTAWE referred to in new 
subsection 84AL(2).     
 
New subsections 83B(2) and 83B(3) have the same effect as repealed 
subsection 83(3), that is,  if the Statistician changes the reference base (or period), 
then numbers based on the new reference base (or period) are to be used for 
calculating future pension increases.  New paragraph 83B(2)(a) applies this principle 
if the CPI reference period is changed and new paragraph 83B(2)(b) applies this 
principle if the LCI reference period is changed. 
 
New subsection 83B(3) applies the same principle for changes to MTAWE. 
 
New section 83C has the same effect as repealed subsection 83(4) except that it 
provides for the rounding of percentages for the prescribed percentage, the LCI 
percentage and the 55-plus percentage to a fraction of one-tenth of 1%.       
 
Item 18 also establishes a new Division 2, which sets out general provisions about 
pension increases, incorporating new section 83D which is a simplified outline of the 
Division.  The outline explains that pension benefits are indexed on 1 January and 
1 July each year, identifies that current indexation arrangements for pensions paid to 
pensioners aged under 55 are based on positive movements in the CPI, explains that 
movements in the CPI are only a part of the indexation arrangements for pensions 
paid to pensioners aged 55 and over and identifies there are rules dealing with special 
cases.   
 
The new Division 2 also incorporates section 84 which provides for increases in 
pensions (it also incorporates section 84A, 84B, 84C, 84D, 84E and 84F, none of 
which are being changed).   
 
Item 19 substitutes new subsections 84(1), 84(2) and 84(3) and inserts a new 
subsection 84(3A). 
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New subsection 84(1) confers an entitlement to an increase in the rate of a pensioner's 
pension.  The new subsection 84(1) provides that the increase is worked out by using 
the prescribed percentage (that is, CPI increases) for pensions paid to pensioners aged 
under 55 and by using the 55-plus percentage for pensions paid to pensioners aged 55 
and older. 
 
New subsection 84(2) provides that the rate of pension paid to a pensioner aged under 
55 on either 1 January or 1 July is only increased by the prescribed percentage (it is 
relevant to note that section 37A of the Acts Interpretation Act 1901 provides - For 
the purposes of any Act, the time at which a person attains a particular age expressed 
in years is the commencement of the relevant anniversary of the date of the birth of 
that person).    
 
New subsection 84(3) sets out the formula for calculating the prescribed percentage 
and explains the terms used in the formula.  That formula is: 
 

100x
numberCPIquarterBase

numberCPIquarterBasenumberCPIquarterFirst −   

 
New subsection 84(3A) provides that when determining whether there is to be a July 
pension increase, the CPI number for the March quarter in the immediately preceding 
half-year must be more than the highest CPI number for the previous September 
quarter.  When determining whether there is to be a January pension increase, the CPI 
number for the September quarter in the immediately preceding half-year must be 
more than the highest CPI number for the previous March quarter. 
 
If the CPI numbers are equal to or less than the highest CPI number for the previous 
relevant quarter (either September or March), there is no increase in a pension being 
paid to a pensioner aged under 55 for the half year. 
 
Item 19 also incorporates a new sub-heading for subsection 84(4) to identify that the 
subsection deals with the increase in the rate of a reversionary, child or orphan 
pension where the recipient member dies on 30 June or 31 December.     
 
Item 20 inserts a new Division 3 into Part VID to provide for increases of pensions 
paid to those aged 55 and over.  New Division 3 incorporates new sections 84G, 84H, 
84J, 84K, 84L and 84M. 
 
New section 84G provides a simplified outline of Division 3 setting out that for 
pensioners aged 55 and over, their pensions are indexed by the better of positive 
movements in the CPI and LCI with an adjustment, if necessary, to reflect MTAWE 
increases.  The outline explains the establishment of a hypothetical pension against 
which MTAWE changes are measured and indicates that the better of CPI and LCI 
movements will be applied as a pension increase from either 1 January or 1 July if 
that increase is greater than the increase in the hypothetical pension as a result of 
MTAWE changes.  Otherwise, the percentage increase in the hypothetical pension as 
a result of the MTAWE changes will be the pension increase for the half-year. 
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New section 84H establishes the 55-plus percentage for indexing pensions paid to 
pensioners aged 55 and over.   
 
Newsubsection 84H(1) makes it clear that the pension increase provided for by 
subsection 84(1) for a pension paid to a pensioner age 55 and over is to be the 55-plus 
percentage. 
 
New subsection 84H(2) is a method statement explaining the seven steps to work out 
the 55-plus percentage.  A hypothetical example of how the 55-plus percentage is to 
be ascertained in line with the method statement is as follows: 
    
A hypothetical example 
 
Year 1 – July adjustment 
 
Latest March quarter CPI figure   171.0 
Previous September quarter CPI figure  168.6 
 
Latest March quarter LCI figure   110.1 
Previous September quarter LCI figure  108.2 
 
Previous November MTAWE   $1,402.10 
 
Current indicative pension    $19,541.91 
 
Step 1 – calculate the prescribed percentage for the prescribed half-year (CPI 
adjustment) 
 

100x
figureCPIquarterSeptembereviousPr

figureCPIquarterSeptembereviousPrfigureCPIquarterMarchLatest − = CPI change 

 

100x
6.168

6.1680.171 − = 1.014 (or 1.4% calculated to the nearest one-tenth of 1%)   

Step 2 – calculate the LCI percentage for the prescribed half-year (LCI percentage) 

 

100x
figureLCIquarterSeptembereviousPr

figureLCIquarterSeptembereviousPrfigureLCIquarterMarchLatest − = LCI change 

 

100x
2.108

2.1081.110 − = 1.018 (or 1.8% calculated to the nearest one-tenth of 1%) 

Step 3 – Determine the higher of the percentages - if they are the same, use the step 1 
percentage (CPI/LCI percentage) 
 
   1.018 (or 1.8%) calculated at step 2. 
 

Defence FOI 191/26/27 
Document 10



 22 

Step 4 – Identify the current indicative pension for the prescribed half-year 
immediately before the relevant prescribed half-year (current indicative pension 
amount) 
 
   $19,541.91 
 
Step 5 – Work out the amount that is the CPI/LCI percentage of the current indicative 
pension amount and add it to the current indicative pension amount ( CPI/LCI result)  
 
 $19,541.91 x 1.018 = $19,893.70 
 
Step 6 – calculate the MTAWE result 
 
 Previous November MTAWE x 52  = annual MTAWE 
 Annual MTAWE x 27.7%  = MTAWE result 
 
 $1,402.10 x 52 = $72,909.20 
 $72,909.20 x 27.7% = $20,195.85 
 
Step 7 –work out the 55 plus percentage - if the CPI/LCI result is the same as or 
higher than the MTAWE result, the 55-plus percentage for the prescribed half-year is 
the higher of the percentages worked out in steps 1 and 2. (If they are the same, use 
the step 1 percentage).  If the CPI/LCI result is lower than the MTAWE result, the 
55-plus percentage for the prescribed half-year is the percentage increase needed to 
maintain the indicative pension at 27.7% of MTAWE which, in this example is: 
 

100x
amountpensionindicativeCurrent

amountpensionindicativeCurrentresultMTAWE −  

 
100x

91.541,19$
91.541,19$85.195,20$ − = 3.3% (calculated to the nearest one-tenth of 1%) 

 
The year 1 July adjustment is 3.3% (the result calculated at step 7, because it is higher 
than the result calculated at step 3, which is 1.8%). 
  
Year 2 – January adjustment 
 
Latest September quarter CPI figure   173.3 
Previous March quarter CPI figure   171.0 
 
Latest September quarter LCI figure   111.0 
Previous March quarter LCI figure   110.1 
 
Previous May MTAWE    $1,403.10 
 
Current indicative pension    $20,195.85 
 
Step 1 – calculate the prescribed percentage for the prescribed half-year (CPI 
adjustment) 
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100x
figureCPIquarterMarcheviousPr

figureCPIquarterMarcheviousPrfigureCPIquarterSeptemberLatest − = CPI change 

 

100x
0.171

0.1713.173 − = 1.013 (or 1.3% calculated to the nearest one-tenth of 1%) 

Step 2 – calculate the LCI percentage for the prescribed half-year (LCI percentage) 

 

100x
figureLCIquarterMarcheviousPr

figureLCIquarterMarcheviousPrfigureLCIquarterSeptemberLatest − = LCI change 

 

100x
1.110

1.1100.111 − = 1.008 (or 0.8% calculated to the nearest one-tenth of 1%) 

Step 3 – Determine the higher of the percentages - if they are the same, use the step 1 
percentage (CPI/LCI percentage) 

 
   1.013 (or 1.3%) calculated at step 1. 
 
Step 4 – Identify the current indicative pension for the prescribed half-year 
immediately before the relevant prescribed half-year (current indicative pension 
amount) 
 
   $20,195.85 
 
Step 5 – Work out the amount that is the CPI/LCI percentage of the current indicative 
pension amount and add it to the current indicative pension amount ( CPI/LCI result)  
 
 $20,195.85 x 1.013 = $20,458.40 
 
Step 6 – calculate the MTAWE result 
 
 Previous May MTAWE x 52   = annual MTAWE 
 Annual MTAWE x 27.7%  = MTAWE result 
 
 $1,403.10 x 52 = $72,961.20 
 $72,961.20 x 27.7% = $20,210.25 
 
Step 7 –work out the 55 plus percentage - if the CPI/LCI result is the same as or 
higher than the MTAWE result, the 55-plus percentage for the prescribed half-year is 
the higher of the percentages worked out in steps 1 and 2. (If they are the same, use 
the step 1 percentage).  If the CPI/LCI result is lower than the MTAWE result, the 
55-plus percentage for the prescribed half-year is the percentage increase needed to 
maintain the indicative pension at 27.7% of MTAWE which, in this example is: 
 

100x
amountpensionindicativeCurrent

amountpensionindicativeCurrentresultMTAWE −  
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100x

85.195,20$
85.195,20$25.210,20$ − = 0.07% (calculated to the nearest one-tenth of 1%) 

 
The year 2 January adjustment is 1.3% (the result calculated at step 3, because it is 
higher than the result calculated at step 7, which is 0.07% - the current indicative 
pension for the Year 2 July adjustment will be $20,195.85 x 1.013 = $20,458.40). 
 
New subsection 84H(3) effectively provides that if neither the CPI/LCI result nor the 
MTAWE result calculated using the method statement in subsection 84H(2) provides 
for an increase, then there is to be no pension increase for the prescribed half-year. 
 
New section 84J establishes the indicative pension amount which is a component of 
the 55-plus percentage for indexing pensions paid to pensioners aged 55 and over. 
 
New subsection 84J(1) establishes $19,541,91 as the indicative pension (that is, the 
hypothetical amount) at 1 January 2014 (paragraph 84J(1)(a)) against which 
subsequent MTAWE changes are to be measured for the purposes of applying the 55-
plus percentage (paragraph 84J(1)(b)). 
 
New subsection 84J(2) provides for the increase in the value of the indicative pension 
at 1 January and 1 July each year from 1 July 2014 by the 55-plus percentage.  The 
increased amount is the indicative pension for working out the 55-plus percentage for 
the next prescribed half-year. 
 
New subsection 84J(3) provides that the increased indicative pension referred to in 
subsection 84J(2) can be the same as the indicative pension for the previous 
prescribed half-year because the 55-plus percentage calculated for that previous 
prescribed half-year did not result in a change to the indicative pension was nil (see 
new subsection 84H(3)). 
 
New section 84K establishes the LCI percentage which is a component of the 55-plus 
percentage for indexing pensions paid to pensioners aged 55 and over.      
 
New subsection 84K(1) sets out the formula for calculating the LCI percentage and 
explains the terms used in the formula.  That formula is: 
 

100x
numberLCIquarterBase

numberLCIquarterBasenumberLCIquarterFirst −   

 
New subsection 84K(2) provides that when determining whether there is to be a July 
pension increase, the LCI number for the March quarter in the immediately preceding 
half-year must be more than the highest LCI number for the previous September 
quarter.  When determining whether there is to be a January pension increase, the LCI 
number for the September quarter in the immediately preceding half-year must be 
more than the highest LCI number for the previous March quarter. 
 
If the LCI numbers are equal to or less than the highest LCI number for the previous 
relevant quarter (either September or March), the LCI number for the prescribed half-
year is taken to be 0%. 
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New section 84L establishes the MTAWE result set out in step 6 of the method 
statement in subsection 84H(2) which is a component of the 55-plus percentage for 
indexing pensions paid to pensioners aged 55 and over. 
 
New subsection 84L(1) provides the MTAWE result is 27.7% of the annualised 
MTAWE figure for the most recent reference period published by the Statistician. 
 
New subsection 84L(2) sets out the process for determining the annualised MTAWE 
figure published by the Statistician and identifies the document from which to extract 
the MTAWE figure. 
 
New subsection 84L(3) ensures that if the Statistician publishes the MTAWE figure 
under a different heading than that identified under subsection 84L(2) (paragraph 
84L(3)(a)) or renames a document in which the MTAWE figure is published 
(paragraph 84L(3)(b)), then the annualised MTAWE figure is to be calculated in 
accordance with subsection 84L(2), based on the figure published by the Statistician 
under the new heading and/or in the new document. 
 
New subsection 84L(4) stipulates that the recent reference period published by the 
Statistician is the last pay period ending on or before the third Friday of the middle 
month of the June or December quarters. 
 
New section 84M sets out that for the purposes of step 7 in the method statement in 
new subsection 84H(2), the formula for calculating the 55-plus percentage if the 
CPI/LCI result calculated in step 5 of the method statement is less than the MTAWE 
result calculated at step 6.  That formula is:          
    

100x
amountpensionindicativeCurrent

amountpensionindicativeCurrentresultMTAWE −  

 
Item 21 is an application provision that provides the amendments made by the 
Schedule apply to working out pension increases for half-years commencing on and 
after 1 July 2014 (that is, the "underlying" pension that is currently being paid to a 
pensioner aged 55 or over cannot be indexed by the 55-plus percentage before 1 July 
2014). 
 
Item 22 is a transitional provision that excludes the amount that represents the 
increased value of the accrued retirement benefit as at 1 July 2014 as a result of the 
amendments by the Schedule from the operation of Division 293 of the Income Tax 
Assessment Act 1997.   
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From:
To:
Subject: Letter from Actuary - report on new scheme costings post budget [SEC=UNCLASSIFIED]
Date: Friday, 23 May 2014 1:31:21 PM
Attachments:  Report on new accumulation scheme costings - post budget.pdf

UNCLASSIFIED

All,

Find attached correspondence from o DMR and DoF regarding the validity of figures
reported by him prior to the Budget announcement re changes to Age Pension indexation.

Regards,

_________________________________________
Military Superannuation
Directorate of Military Remuneration

O Box 7927 | CANBERRA BC 2610
Tel 

IMPORTANT: This email remains the property of the Department of Defence and is subject to the
jurisdiction of section 70 of the Crimes Act 1914. If you have received this email in error, you are
requested to contact the sender and delete the email.
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1 INTRODUCTION 

1.1 The Commonwealth Ombudsman (Ombudsman) is investigating past practices by the 
predecessors of the Commonwealth Superannuation Corporation (CSC) in respect of 
the commutation option for retirees from the Defence Force Retirement and Death 
Benefits Scheme (DFRDB) by the Australian Government. In order to inform the 
Ombudsman’s view, the Ombudsman has requested the Australian Government 
Actuary (AGA) provide an analysis of financial outcomes relating to 12 individuals 
who elected to commute part of their retirement pay (pension) for a lump sum. 

1.2 This report presents the outcomes of the analysis using the assumptions requested 
by the Ombudsman. 

1.3 It should be noted that this report has been specifically prepared for the Ombudsman 
and third parties are not entitled to rely upon it for decision making purposes. We 
understand that the Ombudsman may append a copy of this report to the 
Ombudsman’s report for information purposes. We have no objection to this provided 
that this report is appended in its entirety. If the Ombudsman does not append a copy 
of this report or otherwise makes this report publicly available, then if this report is 
quoted in the Ombudsman’s report, any quotation that is attributed to the AGA should 
be cleared with the AGA prior to publication. 

2 DFRDB COMMUTATION OPTION 

2.1 Where serving ADF personnel in the DFRDB retire after 20 or more years of service, 
they are entitled to retirement pay (pension). Part of the retirement pay can be 
converted for a lump sum. Appendix C provides details of the commutation factors 
(termed expectation of life factors in Schedule 3 of the Defence Force Retirement and 
Death Benefits Act 1973) per $1 per annum of pension commuted. 

2.2 When DFRDB initially commenced in 1973, the maximum lump sum available as a 
result of commutation was four times the pension before any commutation. The initial 
design of the DFRDB was such that there was a strong financial incentive for retirees 
to take the maximum lump sum. The component of the pension (before commutation) 
that was being commuted for the lump sum was unindexed pension. The balance of 
the pension was indexed pension. As would be expected, virtually all retirees elected 
to commute the unindexed pension for the maximum lump sum. 

2.3 From 1982 to 2002, the amount of the maximum lump sum that could be taken was 
gradually increased from four times the pension before any commutation to five times 
the pension before any commutation. It is important to note that while the 
commutation factors did not change, the component of any lump sum that is in excess 
of four times the pension before any commutation is an exchange for (commutation 
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of) indexed pension. Following these changes, the vast majority of retirees continued 
to commute their pension for the maximum lump available. 

2.4 The pension increases for indexed DFRDB pensions were initially based on the 
Consumer Price Index (CPI). In 2014, there was an improvement to the indexation 
arrangements for those aged 55 or more. These increases are based on a 
methodology that essentially replicates the increases to the Commonwealth Age 
Pension allowing for the different pension indexation dates for DFRDB compared to 
the Age Pension. 

2.5 The reversionary pension payable to a surviving spouse following the death of the 
pensioner is unaffected by whether or not members retiring elect to commute their 
pensions. 

3 DATA 

3.1 The modelling used actual data from the DFRDB membership database extracted by 
the Commonwealth Superannuation Corporation (CSC) at the request of the 
Ombudsman and subsequently provided to the AGA by the Ombudsman. 

3.2 The CSC data contained information that would enable the comparison between the 
commuted lump sum and the pension forgone for the commutation, including: 

• date of exit,

• age at exit,

• commutation factor,

• gender,

• rank,

• final salary,

• effective years of service,

• pension as a percentage of salary,

• notional retirement age and associated reduction, if applicable,

• commutation multiple,

• commutation lump sum; and

• annual pensions at the date of discharge and at 1 July 2019.

3.3 We have performed checks on the data provided based on our understanding of the 
legislation governing the DFRDB. 
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3.4 CSC also provided the pension indexation factors that applied to DFRDB pensioners 
from the July 1976 increase to the January 2019 increases. The pension indexation 
percentages for the July 2019 pension increases are available on the CSC website. 
The indexation rates used are set out in Appendix B. 

3.5 We performed a check by comparing the initial pension payable on retirement 
increased in line with the pension indexation factors provided by CSC with the actual 
current day pension provided by CSC. This check found that the projected pensions 
were within 0.5% of the current pension provided by CSC.  

3.6 Based on our checks, we are comfortable that the data supplied is reasonable for the 
purposes of this analysis. Relevant details for the 12 individuals are set out in 
Appendix A. 

4 METHODOLOGY 

4.1 The Ombudsman requested that the analysis be based on the DFRDB legislation as 
it stands. The Ombudsman has further requested that the outcomes analysed should 
be based, as far as is practicable, on actual economic outcomes after retirement 
rather than those that might have been expected at the time of retirement.  

4.2 The methodology used in this analysis has been developed by AGA. In doing this, 
AGA consulted with the Ombudsman regarding the general principles underlying the 
AGA methodology. 

4.3 The approach that the AGA has taken to this exercise is to firstly consider the options 
available to a member retiring at the time of discharge in accordance with our 
understanding of the legislation governing the DFRDB, that is to either: 

• take a lifetime pension consisting of indexed and non-indexed components, or

• commute or exchange all of the unindexed component plus part of the indexed
component (post 1982) for an upfront lump sum payment, with the residual
indexed pension continuing to be paid for the life of the member. This option
does not involve the reinstatement of the commuted pension at any time.

4.4 Under either option, the member will always receive an indexed pension relating to 
the component of retirement pay that is not able to be commuted. Thus, in performing 
the comparison analysis, this component can be ignored. For analysis purposes, it is 
only necessary to compare the lump sum from commutation with the unindexed and 
indexed pension forgone as a result of commutation. 

4.5 In performing our analysis, we have adopted the concept of determining a “break-
even age” for the 12 individuals being analysed. The break-even age for each 
individual is the age where the value derived from the commutation lump sum equals 
the value derived from the forgone pension payments. If the individual lives beyond 
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the break-even age, then with the benefit of hindsight, the individual would have been 
financially better off by not commuting part of their pension. Conversely, if the 
individual does not live to the break-even age, then the individual would have been 
financially better off commuting part of their pension.  

4.6 Based on the concept of a break-even age, we have then compared the value of the 
commuted benefit that a member elected with the value of ongoing pension payments 
that were forgone in the commutation. It should be noted that as none of the 12 
individuals being considered have yet reached their break-even ages, it was 
necessary to make assumptions about future interest rates to calculate break-even 
ages for these individuals. 

4.7 While the Ombudsman has requested the analysis be done based on actual economic 
outcomes, it should be noted that an individual would have had to make a value 
judgement regarding his/her break-even age at the time of retirement based on 
economic conditions at that time and their expectations of longevity. 

4.8 As our analysis has been performed using interest rate related assumptions, this 
approach could be argued to be conservative from the perspective of comparing the 
value of the commutation lump sum with the pension forgone. This is because most 
individuals at the time of retirement would not have foreseen the substantial falls in 
interest rates that have applied in recent years and would have based their decisions 
assuming higher interest rates. Higher interest rates increase the attractiveness of 
the commutation lump sum relative to the pension forgone. 

Valuation Approaches 

4.9 Discussions with the Ombudsman indicated that its investigations found that it was 
likely that the majority of those who elected to commute for the maximum lump sum 
used the lump sum either as a deposit for a house or used it to reduce the amount of 
money that needed to be borrowed for a house. Given this, the Ombudsman 
requested that the AGA should incorporate some sort of analysis which considered 
this scenario given it was a common theme. 

4.10 We also considered what would be a worse case sensible use of the commutation 
lump sum. Our view was that investing the lump sum with the bank met this criterion. 
However, given that the lump sum would have been considered to be a significant 
amount of money at the time, we consider that a relatively astute, but still conservative 
investment would have been a term deposit, rather than an at call investment. 

4.11 We have thus adopted two alternative approaches as follows: 

• benefits received are invested in a risk free environment represented by 
prevailing one year term deposit rates, or 
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• the commuted amount is used to purchase a property, thus reducing the 
amount the member would have had to borrow in relation to a 25 year home 
loan. 

Term Deposit Approach 

4.12 When considering how to value the term deposit approach it is important to recognise 
that different people will have different perspectives on how to evaluate the two sets 
of alternative benefit payments. As a result, we have used two different methods to 
compare the benefits, noting that both methods will result in the same break-even 
age. 

Term Deposit – Accumulation Method 

4.13 The first approach is termed “the accumulation method” as both the commutation 
lump sum and the pension forgone are accumulated annually with term deposit 
interest rates. The two accumulation profiles are then compared to find out whether 
there is a crossover point. If there is a crossover, the age of the member in the 
crossover year would be the break-even age. For most of the retirements in the early 
years of DFRDB, there is no crossover year and the commutation lump sum provides 
better value than the pension forgone indefinitely. 

4.14 When describing this approach, it is useful to consider a simplified example of a 
member who exchanged annual unindexed pension payments of $15,000 for a lump 
sum of $300,000 at age 54, with a notional commutation factor of 20. There are two 
scenarios to be modelled. They are the commutation lump sum and the forgone 
unindexed pension payments. They are modelled as follows: 

• Commutation lump sum 
 
The $300,000 is assumed to be invested in one year term deposits and is not 
accessed at any time. Each year, interest is added to the opening balance at 
the start of the year to give an accumulated value at the end of the year. 

• Unindexed pension payments 
 
The forgone unindexed pension payments are also assumed to be invested in 
one year term deposits when the member receives the payments and again, 
not accessed at any time. Over time this investment account grows as 
follows: 

1. At the start of the first year, the initial balance is zero.  

2. At the end of the first year, the balance is the amount of the pension 
received ($15,000) in that year plus a small amount of interest earned on 
the pension payments received in the year. On average, pension 
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the average of one year term deposits and variable mortgage rates over each financial 
year was used in respect of that financial year. Detail regarding the historical term 
deposit and mortgage rates that we have used are set out in Appendix B of this report. 

5.3 As the individuals being analysed have yet to reach break-even ages, it has been 
necessary to make assumptions about the future. These assumptions are: 

• Interest rates on term deposits are assumed to be 2% per annum from 1 July 
2019; 

• Mortgage interest rates are assumed to be 4% per annum from 1 July 2019; 
and 

• Pension indexation for DFRDB members under age 55 is assumed to be 2% 
per annum from 1 July 2019. Pension indexation for DFRDB members aged 
55 and over are is assumed to be 3% per annum from 1 July 2019. 

6 RESULTS 

6.1 Calculations have been performed under the three different approaches described 
above for each of the 12 individual cases provided, noting that there are only two 
different break-even ages produced. 

6.2 A summary of the various break-even ages has been set out in Table 1 below, noting 
that “Never” means that the commutation option will always exceed the alternative 
based on actual and assumed term deposit and mortgage rates. A summary of the 
break-even year is also set out in Table 2 below. 
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6.3 Figure 4 below provides an alternative way of looking at the results, noting that the 
three “Never” cases cannot be included in the chart: 

Figure 4: Break-even ages 

 
For the chart above, the cases were arranged in chronological order based on each member’s exit date.  

6.4 Note that care needs to be taken in interpreting this chart as year of exit is not the 
only factor determining the break-even age. See section 7 for more discussion on this 
aspect. 

6.5 More details about each of the 12 individuals are set out in the charts in Appendix D. 
Generally, the charts are limited to age 100 for presentation purposes and, to aid 
comparison, all charts for an individual have the same maximum age. There are a 
number of instances where the break-even age for the term deposit approaches is 
less than age 100 but the break-even age for the home loan approach is greater than 
age 100 and the break-even age for the home loan approach is not shown on the 
home loan approach chart. In these circumstances the break-even ages can be 
referenced in Table 1 above. 

6.6 To further illustrate the derivation of the break-even ages, we have provided the full 
workings of our calculations under each approach in respect of Case 8 in Appendix E. 

7 COMMENTS 

7.1 A number of observations can be made from the results set out above. 

7.2 The earlier the discharge date, the higher the break-even age. This is not surprising 
when consideration is made of the high levels of term deposit and mortgage rates that 
have applied during these earlier periods relative to current rates. Effectively, 
individuals have been able to take advantage of these high rates on their notionally 
invested commutation lump sum. 
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Period Start Period end 
CPI 

Indexation 

“Age 
Pension” 

Indexation 

One Year 
Term Deposit 

rate 

Mortgage 
rate 

1/07/1996 30/06/1997 1.30% n/a 5.82% 8.38% 

1/07/1997 30/06/1998 0.00% n/a 4.48% 6.76% 

1/07/1998 30/06/1999 1.10% n/a 4.08% 6.61% 

1/07/1999 30/06/2000 2.80% n/a 5.16% 7.03% 

1/07/2000 30/06/2001 6.00% n/a 5.13% 7.63% 

1/07/2001 30/06/2002 2.92% n/a 3.90% 6.34% 

1/07/2002 30/06/2003 3.43% n/a 3.96% 6.57% 

1/07/2003 30/06/2004 2.01% n/a 4.41% 6.88% 

1/07/2004 30/06/2005 2.31% n/a 4.65% 7.15% 

1/07/2005 30/06/2006 3.02% n/a 4.68% 7.36% 

1/07/2006 30/06/2007 2.50% n/a 5.53% 7.97% 

1/07/2007 30/06/2008 4.24% n/a 6.55% 8.80% 

1/07/2008 30/06/2009 2.70% n/a 4.57% 7.28% 

1/07/2009 30/06/2010 2.72% n/a 5.45% 6.53% 

1/07/2010 30/06/2011 3.33% n/a 6.04% 7.66% 

1/07/2011 30/06/2012 1.60% n/a 5.18% 7.45% 

1/07/2012 30/06/2013 2.51% n/a 4.17% 6.52% 

1/07/2013 30/06/2014 2.92% 3.12% 3.39% 5.95% 

1/07/2014 30/06/2015 1.30% 1.30% 2.95% 5.78% 

1/07/2015 30/06/2016 1.30% 1.50% 2.41% 5.53% 

1/07/2016 30/06/2017 2.11% 2.41% 2.35% 5.28% 

1/07/2017 30/06/2018 1.91% 2.31% 2.22% 5.22% 

1/07/2018 30/06/2019 1.30% 1.81% 2.14% 5.31% 
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Term deposit – Drawdown approach 

6. Under the Term deposit – Drawdown approach, the balance at the end of the year is firstly 
the balance at the end of the previous year less the pension paid. For example, the closing 
balance at the end of 2004-2005 was $300,189. The pension paid during the year was 
$14,770. The balance at the end of 2005-2006 allowing for pension payments received 
during the year should be 300,189 – 14,770 = $285,419. 

7. To this amount needs to be added interest received for the year (2005-2006). The interest 
rate for 2005-2006 was 4.675%. The interest on the opening balance is 4.675% x 300,189 
= 14,034. However, this amount needs to be reduced because there were pension 
drawdowns from the opening balance during the year. Assuming pension payments are 
received halfway through the year on average, approximately half a year’s interest on the 
pension payments is lost on average. The approximate amount of interest lost is 4.675%/2 
x 14,770 = 345. The interest addition for the year is 14,034 – 345 = $13,689. The expected 
end year balance is 285,419 + 13,689 = $299,108 which is consistent with the figure given 
above. 

Home loan approach 

8. Under the Home loan approach, the balance at the end of the year is firstly the balance at 
the end of the previous year plus the savings in mortgage repayments less the pension 
paid. For example, the closing balance at the end of 2004-2005 was $65,409. The saving 
in mortgage repayments for 2005-2006 was $26,723 out of which pension paid during the 
year was $14,770. This frees up 26,723 – 14,770 = $11,953 which can now be invested 
increasing the balance to 65,409 + 11,953 = $77,362 before allowing for interest for the 
year. 

9. To this amount needs to be added interest received for the year (2005-2006). The interest 
rate for 2005-2006 was 4.675%. The interest on the opening balance is 4.675% x 65,409 
= 3,058. Interest earned on the funds invested during the year ($11,953) also needs to be 
added. Assuming that funds were invested, on average, halfway through the year, 
approximately half a year’s interest would be earned on the funds invested. The 
approximate amount of interest is 4.675%/2 x 11,953 = 279. The interest addition for the 
year is 3,058 + 279 = $3,337. The expected end year balance is 77,362 + 3,337 = $80,699 
which is consistent with the figure given above. 

10. The figures for 2024-2025 allow for the fact that the mortgage would be fully repaid part 
way through the year. 

Pension payments 

11. The majority of the pension forgone as a result of commutation is unindexed pension but 
part of it is indexed pension. The amount of annual pension forgone as a result of 
commutation is 63,274.23 – 49,007.38 = $14,266.85. 
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12. The individual took a lump sum commutation of 4.85 times the pension before 
commutation. The component of four times the pension before commutation is 
commutation of unindexed pension. The remainder is commutation of indexed pension. 

13. The annual amount of unindexed pension commuted is 4/4.85 x 14,266.85 = $11,766.47. 

14. The annual amount of indexed pension commuted is 0.85/4.85 x 14,266.85 = $2,500.38. 

15. Up to July 2001, pensions were indexed annually in July. Subsequently, pensions were 
indexed twice yearly in January and July. From July 2014, differential indexation rates 
applied depending upon the age of the pensioner. For those pensioners under age 55, 
pension indexation continued to be based on CPI increases. For those pensioners aged 
55 or more, pension indexation was based on the methodology used to index the Age 
Pension. This has been allowed for in our analysis. 
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From:
To:
Cc:
Subject: DFRDB Historical Legislation/Pension Increases [SEC=OFFICIAL]
Date: Tuesday, 10 November 2020 12:45:25 PM
Attachments: DFRDB (Pension Increases) Act 1974.pdf

DFRDB (Pension Increases) Act 1976.pdf
DFRDB Act 1973 (Current).pdf
DFRDB Act 1973 (Original).pdf
DFRDB Act 1973 EM (Original).pdf
DFRDB Amendments Act 1977 (Auto Indexation + Notional Rate).pdf

OFFICIAL

Hi

Hope all is well.

As per your conversation with please find attached the historical pieces of legislation that
relate to the DFRDB and pension increases in the 1970s.

For your reference, the Principal DFRDB Act and Amendments can be accessed via the following
link: https://www.legislation.gov.au/Series/C2004A00006/Amendments. The 1977 (annual
indexation and notional rate of pay) and 1979 (Class C Commutation) Amendments are on page
6 under this link.

For the 1974 and 1976 pension increases, they are their own Acts and can be accessed via the
following links: https://www.legislation.gov.au/Details/C2004A00163 (1974) and
https://www.legislation.gov.au/Details/C2016C00054 (1976).

When ready, we’d be happy to discuss your position on the Class C invalidity indexation issue.

Kind regards,

Military Superannuation Policy
Directorate of Military Remuneration
People Policy & Employment Conditions
Department of Defence

Please note I am working remotely and my best contact is:

Brindabella Park | PO Box 7909 | Canberra BC | ACT 2610
P: 
IM of the Department of Defence. Unauthorised
communication and dealing with the information in the email may be a serious criminal offence.
If you have received this email in error, you are requested to contact the sender and delete the
email immediately.
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