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DIGEST OF BILL 

Purpose 

To e s t a b l i s h  an A u s t r a l i a n  Reinsurance A u t h o r i t y  t o  
c a r r y  on t h e  business o f  re insurance i n  A u s t r a l i a .  

Background 

Reinsurance i s  an arrangement where o r i g i n a l  o r  
d i r e c t  i n s u r e r s ,  who have w r i t t e n  d i r e c t  business, can 
d i s t r i b u t e  t h e i r  p o t e n t i a l  l i a b i l i t y  by p l a c i n g  p a r t  o f  
t h e i r  r i s k s  t o  another i n s u r e r  ( t h e  r e i n s u r e r )  w i t h  t h e  
o b j e c t  o f  reduc ing  t h e  amount o f  t h e i r  p o s s i b l e  losses. The 
l e g a l  p r i n c i p l e s  a p p l i c a b l e  t o  an o r d i n a r y  c o n t r a c t  o f  
insurance between an i n s u r e r  and insured w i l l  app ly  e q u a l l y  
t o  a c o n t r a c t  o f  re insurance. Insurance companies r e g u l a r l y  
e n t e r  i n t o  re insurance agreements o r  " t r e a t i e s "  where they  
have accepted g r e a t e r  r i s k s  than they  a r e  prepared t o  bear 
on t h e i r  own. 

The Insurance Act 1973 prov ides  t h a t  o n l y  L loyds 
i n s u r e r s  and bodies corpora te  can c a r r y  on insurance 
business i n  A u s t r a l i a  and t h e y  must be au thor ised  t o  do 
so.[1] Insurance business i s  def ined i n  t h e  Act t o  i n c l u d e  
r e i  nsurance bus i  ness ( sub-sect i on 3 (1 ) ) . However, most 
r e i n s u r a n c e  t r e a t i e s  a r e  n e g o t i a t e d  w i t h  overseas  
r e i n s u r e r s  e[2] 

A company wish ing t o  e n t e r  t h e  insurance business 
must f i r s t  s a t i s f y  t h e  Treasurer t h a t  i t  has adequate 
re insurance arrangements ( s e c t i o n  23(d) ) . The Insurance 
Commissioner must approve t h e  re insurance arrangements and, 
amongst o t h e r  t h i n g s ,  t h e  Commissioner w i l l  have regard t o  



who i s  offering the ~einsurance (sub-section 34(3)(e9) .  I t  
i s  sometimes d i f f i cu l t  t o  assess the security offered by an 
overseas reinsurer; ~nforma~ion  concern~ng the funds and 
l iquidi ty  o f  overseas companies i s  not always readily 
avai9ablee[3] There i s  no overall regulation of the 
~ n t e r ~ a t i ~ n a l  trade i n  insurance and often an  innocent party 
cannot recover against an unscrupulous reinsurer, 

Every year an estimated $2 bill ion leaves Australia 
in insurance and reinsurance premiums.[4J Of t h i s  amount 
more t h a n  $1.3 bi l l ion i s  reinsurance premiums from the 
private sector, I n  1984-85, private sector business placed 
direct ly  with Lloyds' syndicates in Australia amounted t o  
$110 mill  ion. The Western Austral ian Development 
Corpora t ion  i s  planning t o  open the f i r s t  Australian 
Internationa~ Insurance Exchange in Perth in 1987. The 
exchange i n  Perth hopes t o  service the South-East Asia and 
Pacific rim region a l o n g  the l ines of Lloyds of London and 
the North American exchanges, 

Words and phrases used in the B i l l  are defined i n  
clause 3,  

An ~ u s t r a ~  ian Re~nsuran~e  Authority ( the  Author.~ty~ 
i s  established by clause 6.  The Authority will carry on the 
business of reinsurance (clause 79 and i t s  aims will be t o  
a t t r ac t  the reinsurance business of Australian insurance 
companies (el  ause 8 )  

The Authority will have power t o  do a l l  things 
necessary t o  the carry in^ out  o f  reinsurance business 
(clause 91, However, the Authority wil l  be res t r ic ted t o  
deal iny with contracts f o r  reinsurance only (clause 1 0 )  e 

The A u ~ h o r ~ ~ y  will be able t o  enter into agreements with 
bodies outside Australia for  the purpose o f  sharing a risk 
(clause 1.1) and other companies wil l  be prohib~ted from 
entering i n t o  ~ ~ ~ ~ ~ m ~ n t s  (e l  ause 1 2 )  e 

A Board o f  Management o f  the Authority ( the Board) 
w i l l  be established by clause 14. The Board will control 
t h e  ~ u t h o r i  t y  and determ~ne Authority pol icy (cl  ause 15)  e 

Clause 16 t o  24 deal i t h  the membership o f  the Board, 
ation by the Board, members' remun~ra t ion~ 'leave, 
 nation^ te rmi~at ion  o f  appo~ntments~ d i sc~osure  of 
estss, a ~ ~ ~ n ~  appoi  
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There w i l l  be a Managing D i r e c t o r  and Deputy 
Managing D i r e c t o r  o f  t h e  A u t h o r i t y  ( c l a u s e  25). The d u t i e s  
o f  t h e  Managing D i r e c t o r  and t h e  Deputy Managing D i r e c t o r ,  
t h e i r  appointment, t h e  p r o h i b i t i o n  aga ins t  them t a k i n g  o t h e r  
employment,  t h e i r  r e m u n e r a t i o n ,  l e a v e ,  p r o v i s i o n  f o r  
r e s i g n a t i o n ,  t e r m i n a t i o n  o f  appointment, d i s c l o s u r e  o f  
i n t e r e s t s  and a c t i n g  appointments a re  d e a l t  w i th  by c lauses 
26 t o  34 o f  t h e  B i l l .  

The Board w i l l  f i x  t h e  r a t e  o f  charge a t  which t h e  
A u t h o r i t y  i s  prepared t o  e n t e r  i n t o  c o n t r a c t s  of re insurance 
(c lause 38). The f i n a n c i a l  p o l i c y  o f  t h e  A u t h o r i t y  w i l l  be 
based on sound commercial p r i n c i p l e s  ( c l a u s e  39). The 
Commonwealth w i l l  l o a n  t h e  A u t h o r i t y  i t s  c a p i t a l  (c lause 
40). The M i n i s t e r  w i l l  determine how t h e  p r o f i t s  o f  t h e  
A u t h o r i t y  a r e  t o  be a p p l i e d  (c lause 43). The A u t h o r i t y  w i l l  
be ab le  t o  borrow money w i t h  t h e  M i n i s t e r ' s  approval  (c lause 
44).  The A u t h o r i t y  w i l l  be a p u b l i c  a u t h o r i t y  t o  which t h e  
A u d i t  Act  1901 a p p l i e s  and w i l l  be s u b j e c t  t o  t a x a t i o n  
(c lause 46). 

As it c u r r e n t l y  stands, c lause 47 r e q u i r e s  t h e  
M i n i s t e r  t o  r e p o r t  t o  t h e  M i n i s t e r  on t h e  conduct o f  t h e  
A u t h o r i t y  (presumably i t  w i l l  be t h e  Board which w i l l  be 
r e q u i r e d  t o  r e p o r t  t o  t h e  M i n i s t e r ) *  

Non-compliance w i t h  a p r o v i s i o n  o f  t h e  B i l l  w i l l  
no t  i n v a l  i d a t e  a c o n t r a c t  o f  re insurance en tered  i n t o  by t h e  
A u t h o r i t y  ( c l a u s e  49).  The M i n i s t e r ' s  powers under t h e  B i l l  
may be delegated ( c l a u s e  50). I t  w i l l  be an o f fence f o r  
past  and present  members o f  t h e  Boards and o f f i c e r s  and 
employees o f  t h e  A u t h o r i t y  t o  pass on i n f o r m a t i o n  regard ing  
any person who has d e a l t  w i t h  t h e  A u t h o r i t y  f o r  t h e  purposes 
o f  t h e  B i l l  ( c l a u s e  51). When app ly ing  f o r  a c o n t r a c t  o f  
re insurance o r  c l a i m i n g  under such a c o n t r a c t ,  i t  w i l l  be an 
o f fence t o  w i l f u l l y  make a f a l s e  o r  mis lead ing  statement 
(c lause 52). Every q u a r t e r  t h e  A u t h o r i t y  w i l l  have t o  
supply  t h e  M i n i s t e r  w i t h  a r e t u r n  s t a t i n g  t h e  c o n t r a c t  o f  
re insurance which have been entered i n t o  and a r e  i n  f o r c e  
( c l a u s e  53). The Governor-General w i l l  be a b l e  t o  make 
r e g u l a t i o n s  no t  i n c o n s i s t e n t  w i t h  t h e  B i l l  and i n  p a r t i c u l a r  
w i l l  be ab le  t o  p r e s c r i b e  p e n a l t i e s  no t  exceeding a f i n e  o f  
$200 o r  imprisonment f o r  s i x  months ( c l a u s e  54). 

For  f u r t h e r  in fo rmat ion ,  i f  requ i red ,  con tac t  t h e  
Economics and Commerce Group. 

B i l l  1 s Diges t  Serv ice  
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