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Veterans’ Affairs LegislationAmendment Bill (No, 2) 1993

Outline andFinancialImpactStatement

Outline

This smallporifolio Bill proposesfour minorchangesto veterans’benefits.

It giveseffect totheGovernment’sBudgetannouncementto extendbenefitsunder the
Veterans’ChildrenEducationSchemetochildrenof veteranswhoreceiveExtreme
DisablementAdjustmentallowance.Thismeasurewill ensureequitable accessto the
Schemefor all children of seriouslydisableddisabilitypensioners.Thesamebenefits
for childrenof Australianmarinerswifi be provided for in a separateamendmentto the
Seamen’sWarPensionsand AllowancesRegulations.

The Bill containstwo minor policy amendmentsto theVeterans’EntitlementsAct
The first is to assessallocatedpensionsandallocatedannuitiesaccording to the
managedinvestmentrules. The secondamendsthe defmition of “sharesandlisted
securities”to ensurethat it applies to both Australian andforeign-sourcedinvestments.

Lastly, an amendmentis proposedto the Veterans’ Affairs LegislationAmendmentAct
(No. 2)1991 to extend the AdvancePharmaceuticalAllowance for a further twelve
months.

Financial Impact

The financial implications of the Government’s promise to extend benefitsunder the
Veterans’Children Education Schemeto children of pensionerswhoreceiveExtreme
DisablementAdjusirnent allowanceare $0.112M in 1993/94, $O.095Min 1994/95and
$O.108Min 1995/96.

The costof assessingallocatedpensionsandallocatedannuities in accordancewith the
managedinvestmentprovisions over the next three years is negligible.

The amendment to the definition of sharesand listed securitiescommencesfrom the
date of Royal Assent This amendmentwill have no financial impact.

Extensionof the AdvancePhannaceuticalAllowanceallows achronically ill pensioner
to receiveup to sevenpaymentsof his/her pharmaceutical allowancein an advance
lump payment As theprovisions donot allow for the paymentof pharmaceutical
allowancein excessof theyearlylimit, thecostwill benegligible.
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PART 1- PRELIMINARY

PartI of the Bill sets out how the amendingAct is to becited (Clause1), and when

thevarious PartsandDivisionsof the Amending Act areto commence(Cause2).
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PART 2- AMENDMENTS OF THE VETERANS’ENTITLEMENTSACT 1986

Division 1-Preliminary

Clause3 of the Bill specifiesthat in this Act, the “PrincipalAct” is the Veterans’
EntitlementsAct1986

Division 2 - Allocatedpensions

Summary of proposedchanges

Theproposedamendmentswill establishthe basisforassessingallocatedpensionsand
allocatedannuitiesfor thepurposesof the incomeand assetstests. An allocated
pension or annuityisan investmentwhere thesourcefund providestheinvestor with
the choiceof a variable income. The value of the allocatedpension or annuity will be
takeninto accountfor the purposesof the assetstestandwill beincometested
accordingto theearningrateof the fund.

Background

Section 4GT of thePrincipalActprovides that a person’sordinaryincomefrom an
immediateannuityis the amount payableeachyearlessthe deductibleamount
Section46Uof theAct provides an equivalentassessmentrulefor superannuation
pensions. The tenrn “immediate annuity”, “superannuationpension”and “deductible
amount”aredefinedin subsectionSJ(l)of the PrincipalAct. Underthecurrent
assessmentprovisions, the value of a superannuationpensionisdisregardedfor the
purposesof the assetstestunderparagraph52(1)(d). The value of certain annuitiesis
alsodisregarded for calculating the valueof aperson’sassetsundersubsection52A(l)
of the Act.

Subsection52A(l) doesnot apply to annuitiesthat are disposableor defurrable,or
werepurchasedor becamepayableon or after15 August 1989. Therest of section
52A details the treatment of thesecategoriesof annuities.

Somefinancial institutionsare now offering allocatedpensionsand other pensionsand
annuitieswhere the paymentrate or thebasisof any variation isnot fully definedin the
trust deedor in theannuity contract. Thesepensionsand annuitiesdiffer from the
traditionalforms of pensionsandannuities in that theyprovide the beneficiarywith a
variable income. The beneficiarycanadjust the cashflow to meethis/her particular
needs. In thismaimer, the investmentoperatesin a similar way to a bankaccount
The beneficial owner of an allocatedpensionor allocatedannuitycanwithdrawmoney
at arate to suit his/herrequirements and the balanceof the accountis appliedto
generatea rate of return.
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This amendmentproposesto subject an investmentin an allocatedpensionor allocated
annuity to:

the ordinaryincome testby regardingit as a “managedinvestment”under Division
8 of PartIII of the Principal Act and

the assetstest under section52 of the Principal Act.

Explanation ofclauses

ClanseAinserts the terms “Allocatedannuity”and“Allocated pension” in the index of
definitions.

Claust5insertsthenewdefinitionsof “allocatedannuity”and“allocatedpension”in
section53 of the PrincipalAct. Newsubsection53(9)would provide that a pensionor
annuityisan allocatedoneif eitherthepaymentrate or the basisof any variationin the
paymentrateis not fully defined in the trustdeedor annuity contract

Paragraph(b) of this clauseincludes an allocatedpensionor anallocatedannuityin the
definitionof “managedinvesmtnt”. Thiswill ensurethat Division 8 of PartIll of the
PrincipalAct - Managed Investments- applies to the assessmentof incomefrom the
allocatedpension or annuity.

Paragraph (c) of this clauseprovides a technicalamendmentto the list of investments
detailed at subsection5J(IC) of the Principal Act which do not meetthe definitionof a
managedinvestment.

Clauses6 and7 will ensurethat the value of an allocatedpensionor allocatedannuity
is takeninto accountfor assessingthe value of a person’s assets.

Commencement

Subclause(2) of Clause2 specifiesthat thisprovisioncommencesimmediatelyafter
Division 19 of Part2 of theSocialSecurityLegislationAmendmentAct (No.3) 1992.
The commencementdate specifiedin that Act was“1 October 1993or the date of the
reportto the Senateby a Senatestandingor selectcommitteeon the application of
Division 19,whichever is the later.” TheSenateSelectCommitteeon Superannuation,
which is investigatingthe application of Division 19 of the SocialSecurityLegislation
ArnendmentAc((No.3) 1992,is not expectedto tableits report until early December
1993. The commencementof thisprovision will, therefore, remain tied to the
commencementof the correspondingprovision in the SocialSecurity legislation and
will not operateretrospectively.
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Division3- Sharesandotherlistedsecurities

Summaryof proposedchanges 4

Theproposedchangewouldexpandthedefinitionof “listed security”atsubsection
51(1)of thePrincipalAct to includeanysharesandotherlistedsecuritiesthat arelisted
on anystockexchange.

Background

Thisamendmentarisesfrom the C3overunienfs 1992Budget legislativeprogramin
which the definitionof sharesandlistedsecuritieswasrestrictedto thoselisted ona
stock exchange“in Australia”. This restriction,whichwasnot insertedin asimilar
provision in the SocialSecurityAct, wasthecauseof publicdebateandwasseenas
likely to encourageshareholdersto exposethemselvesto higherrisksby transferring
their holdingsoverseas.

TheDepartmentof SocialSecurityhas decidedto retain the broader definition. In
orderto minimiseconfusionamongpensionershareholderswhomaybedealingwith
thatDepartmentaswell asthe Departmentof Veterans’Affairs, it is proposedthatthe
relevantdefinition be the samein both the Veterans’ EntitlementsAct andthe Social
SecurityAct.

Explanation of the clauses

Clause8 would amendthe definitionof listedsecurity at subsection51(1)of the

PrincipalAct by removingthe words“in Australia” from thedefinition.
Commencement

Subclause(1) of Clause2 specifiesthatDivision 3 commencesfrom the dateof Royal
Assent
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Division4- Veterans’Children EducationScheme

Summaryof proposedchanges

Theproposedchangeswouldextendthedefinitionsof “eligible child of amemberof
theForcesor of amemberof aPeacekeepingForce” andof “eligiblechild of a
veteran” for the purposesof PartVII of theVeterans’EntitlementsAct to includea
child of aveteranwho is in receiptof an Extreme DisablementAdjustment

Background

The Veterans’ ChildrenEducation Schemeprovides assistancetoward the educationof
childrenof deceasedor severelydisabledveteransor membersof the Forceswho are in
receipt of certainpensionsasdefined at section116of the Veterans’ EntitlementsAct
Although thelegislation provides assistanceunderthe schemeto children of deceased
veteranswhowere in receipt of ExtremeDisablementAdjustment immediatelyprior to
their death, it doesnot provide for children of veteransandother members of the
Forceswho are stili in receipt of an Extreme DisablementAdjustment

Thechangesalsoinclude a minor technical draftingamendment to correct an earlier
omissionof a referenceto subsection22(4)in subparagraph (a) (ii) of the definition of
“eligible child of a veteran” in section116of the Veterans’ EntitlementsAct

Explanation of clauses

Paragraph(a) of ClauseSwouldamendsubparagraph(b) (i) of thedefinitionof
“eligible child of amember of the Forcesor amemberof a PeacekeepingForce”at
section116of the PrincipalAct to include a child of a member of suchForceswho is
in receipt of Extreme DisablementAdjustment, asprovided for by subsection22(4)of
the Principal Act

Paragraphs (b) and (c) of Clause9 would effectsimilar amendmentsto subparagraphs
(a) (ii) and (b) (i) of thedefinition of “eligible child of a veteran” at section116 of the
Principal Act

Commencement

Subclause(3) of Clause2 specifiesthat thisamendmentcommenceson 1 January

1994.
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PART 3- EXTENSION OF ADVANCE PHARMACEUTICAL ALLOWANCE

Summary of proposedchanges

Section 17 of the Veterans’Affairs LegislationAmendmentAct (No.2) 1991 is a sunset
clausewhich will repeal theAdvancePharmaceuticalAllowanceprovisions contained
in PartVIIA of the Veterans’ EntitlementsAct1986from 1 January1994. It is
proposedto extend thissunsetclausefor a further twelvemonths to review the future
pharmaceutical requirementsof pensionerswho accesstheseprovisions.

I
Background
Aspart of the changesto the PhannaceuticalBenefits Schemewhich was introducedin
November1990,provision wasmadefor the paymentof AdvancePharmaceutical
Allowance, This is an advanceof up to sevenfortnight’s worth of a person’s
pharmaceutical allowance. it is availablefor chronically-illpensionerswitha high
volume of prescription druguse. Theadvanceschemewasinitially introduced for a
twelvemonth period but wasextendedfor a furthertwo years in 1991 with the
introduction of a co-paymentand anoffsetting pharmaceutical allowancefor
pensionersreceivingphannaceuticalsunder the Repatriation PharmaceuticalBenefits
Scheme.

Under the current provisions of section 17 of the Veterans’Affairs Legislation
AmendrnentAct(No.2)1991,the advancepharmaceutical provisions would be
repealedfrom 1 January 1994. It is proposedto extend theprovisions for a further
twelve-month period to determinethe effect therepeal wouldhave on the users of the
advancepaymentscheme.

Explanation of theclauses

Clause10 amendsthe date containedin section 17 of the Veterans’AffairsLegislation

AmendmentAct (No. 2) 1991 from 1 January1994 to 1 January 1995.

Clause 11 will insert a note at the end of subsection1 18F(1) of the Veterans’
EntitlementsAct 1986 to alertthe readerthat the AdvancePharmaceuticalAllowance
provisions are subjectto a sunsetclause.

Commencement: Date of Royal Assent.
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