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TITLE: | NCOVE TAX: APPROVED FORM OF ACTUARI AL CERTI FI CATE | N
RELATI ON TO DEDUCTI ONS TO BE ALLOWED FOR EXPENDI TURE | NCURRED ON
OR AFTER 1 JANUARY 1990 I N GAI NI NG THE | NVESTMENT COVPONENT OF
CERTAI' N LI FE ASSURANCE PREM UMS

NOTE: . | ncome Tax Rulings do not have the force of |aw

Each deci sion nmade by the Australian Taxation Ofice is
made on the nerits of each individual case having regard to any
rel evant Ruling.

PREAVBLE
This Ruling -

: sets out the information to be provided in actuari al
certificates which certify the investnent conponent of certain
life assurance prem uns received by a |life assurance conpany; and

: detail s approxi mati ons whi ch woul d be acceptable in
determ ning the risk conponent of those prem uns.

BACKGROUND

2. The I ncone Tax Assessnent Act 1936 ("the Act") generally
al l ows deductions for expenditure incurred in gaining or producing
assessabl e inconme to the extent that the expenditure is not of a
capital, private or donestic nature. Under section 111 of the
Act, premuns received by a |ife assurance conpany in respect of
|ife assurance policies are generally exenpt incone and therefore
rel ated deducti ons woul d usual ly not be all owabl e.

3. However, section 111AA of the Act treats the investnent
conponent of certain |life assurance prem uns as assessabl e incone
for the purposes of determ ning all owabl e deducti ons even though
the premuns are in fact exenpt inconme. This applies to
expenditure incurred on or after 1 January 1990.

4. Section 111AA does not apply to premuns derived by a life
assurance conpany unl ess the conpany obtains an actuari al
certificate by an authorised actuary in the approved form
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The certificate needs to be obtai ned before the date of | odgnment
of the return of incone of the |ife assurance conpany for the year
in which the premuns are derived or wwthin such further period as
t he Comm ssioner of Taxation allows. Were required, requests for
extensions of tinme to obtain certificates will be considered on
the nerits of each case.

5. A life assurance conpany is not required to forward the
certificate with the return of incone but nust retain the
certificate for 5 years or such other period as described in
section 262A of the Act.

6. The Comm ssioner will not be releasing standard certificates
to be conpleted by an actuary for the purposes of section 111AA
Instead, it is proposed to specify the standard information
required in actuarial certificates if they are to be in the
approved form This Ruling sets out the information to be
provided in actuarial certificates.

RELEVANT DEFI NI TI ONS

7. "Investnent conponent” and "risk conponent" are terns
defined in subsection 110(1) of the Act and describe the
conponents of a premumreceived under a |life assurance policy.
The investnent conponent of a premumreceived is defined as the
prem um remai ning after deducting the risk conponent. The risk
conponent of a premumis calcul ated using the bases specified in
Part 3A of the Income Tax Regul ations ("the Regul ations") and
represents the cost of risk under the policy.

8. An "authorised actuary"” in relation to a |life assurance
conpany is also defined in subsection 110(1) and neans the

appoi nted actuary of the conpany within the nmeaning of the Life

| nsurance Act 1945 if the conpany is registered under that Act.
For conpanies not so registered (broadly, State and Territory
government insurance offices) an authorised actuary is a Fellow or
an Accredited Menber of The Institute of Actuaries of Australia.

RULI NG

9. Part 3A of the Regul ations details the bases for determ ning
the risk conponent of a prem umreceived under an individual
policy. 1In calculating the risk conmponent, reasonable

approxi mations for reasons of practicality are acceptable provided
the authorised actuary details any approxi mati ons nade and states
that the calculations give a result consistent with the bases
described in the Regulations. It is accepted that approxi mations
may be required:

: for grouping policies of a simlar age of the lives
i nsur ed;

_ . toreconcile premunms in accounting systens with those
in valuation systens; and
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: to determ ne, under subregulation 14D(2) of the
Regul ations, the extent to which prem unms under whole of life
[imted premumpolicies relate to death risks after prem uns
cease.

Section 111AA Certificate

10. An actuary's certificate will be accepted as having been
given in the approved formfor the purposes of subsection 111AA(3)
of the Act if it includes the follow ng information :

the name of the life assurance conpany covered by the
certificate;

the year of income covered by the certificate;

: t he amount of prem unms to which subsection 111AA(1)
applies;

: certification as to the investnent conponent of
prem uns to which subsection 111AA(1) of the Act rel ates;
approxi mations made (if any);

a statement that the actuary is satisfied that the
met hods enpl oyed to calculate the risk conponent of prem uns
recei ved have applied the bases described in Part 3A of the Incone
Tax Regul ati ons or, where approxi mati ons have been used, have
given a result consistent with those bases;

: the nanme, address and qualifications of the actuary
giving the certificate;

the date of the certification; and

the actuary's signature.
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