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Amid all the economic gloom of the deteriorating fiscal position in May’s budget, there was 
one golden nugget of reform - clearing the way for deferred lifetime annuities.  Announced 
in April prior to the budget, the Government is planning to provide deferred lifetime annuity 
products from 1 July 2014 with the same concessional tax treatment that superannuation 
assets supporting income streams receive - essentially tax free income up to $100K per 
person in deferment and payment.  

Deferred lifetime annuities will provide an added dimension of choice for long term secure 
retirement income streams  compared with today.  They bring certainty of income.  They 
remove the longevity risk that pensioners have of outliving their regular income as that risk 
is passed to a life insurance company.   

The change will likely be a sleeper for several years as:

•	 the	market	and	superannuation	fund	members	both	in	the	later	accumulation	and	pension	stages			
 get to understand

 - the concept, benefits and the extent of increasing life spans, and 

 - its place as one element of a total retirement income strategy sitting above the    
  aged pension safety net and below higher risk and return investment strategies

 - the relatively high multiple of deferred annuity income to lump sum invested compared to   
  immediate annuity income for life or similar terms, due to the  mortality and compound   
  interest effects (see A Picture Paints a Thousand Words - see page 4) 

•	 interest	rates	rise	from	their	current	historically	low	rates	which	greatly	limit	the	powerful	affect	of			
 compound interest over the annuities’ deferred periods

•	 the	numbers	of	retirees	continue	to	rise	thus	contributing	to	much	greater	demand	for	retirement		 	
 income products

•	 innovation	in	deferred	annuity	product	design	emerges	as	it	becomes	worthwhile	for	life	insurers	and	superannuation		funds	to	invest	in		 	
 such product development

•	 relative	costs	of	product	development	and	annuity	maintenance	reduce	as	scale	increases.

So we look to the long term future with eager anticipation of more stable income, reduced risk and less stress at reasonable cost for retirees.

Budget Nugget - Deferred 
Lifetime Annuities

Comment:  When I was first working and studying I filled my walls 
with motivational posters.   One had a polar bear with its paws over its 
eyes and the caption “Ignore the problem and it will go away.”  Stern’s 
quote, made in the context of climate change, is equally applicable in 
any industry or organisation.  We need to have our eyes and ears open.  
We need to take some time to think about the repercussions of the 
evidence as a spur to making decisions on what actions we can take to 
improve matters for our stakeholders.

Words of Wisdom - Lord Nicholas Stern

“The financial crisis is surely a very 
powerful lesson that the longer you ignore 
risk, the more difficult the consequences.” 

Lord Nicholas Stern, 
Former World Bank Chief Economist

June 2013
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“A picture paints a thousand words”    Deferred Lifetime Annuities

Comment: The lustre of the budget nugget. 

The key message is the order of magnitude of the relative sizes 
of the annual annuity payments  - the power of both compound 
interest and mortality.   

For a person purchasing at age 67 with $100K and deferring 
income for the rest of their life from starting at age 67 to starting at 
age 85, their income increases by a multiple of 7.4 for males and 
6.3 for females.  

If the member waits until age 85 to purchase, their then immediate 
annuity is only 30% (male) or 33% (female) of what they would get 
if they had taken out a deferred annuity 18 years earlier. 

* Source and assumptions:  These calculations were made in July 
2009 as part of the paper “Longevity Management Issues for 
Australia’s  Future Tax System, The Treasury” prepared by Michael 
Sherris	and	John	Evans	at	the	University	of	New	South	Wales,	as	
part	of	the	“Henry	Review”.		

The annuity payment amounts are based on a market where ten 
year Commonwealth bond rates were around 5.5% compared to 
around 4.0% in late June 2013.  But as I expect rates to rebound 
further in the years ahead, and higher rates make annuities more 
attractive, these are good examples to illustrate the relativities.   
Other key assumptions are: Mortality improvements in the prior 25 
years to continue, purchase is in the private sector (voluntary) and 
indexation of benefits at 2.7% p.a.

Demystifying Risk Management in Schools - Seminar on 8 August at Jasper Hotel in Melbourne.    
Sean has joined with Don Walkley, Director of the Australian Institute of School Governance, to conduct this 
event for school board chairs, principals and others with a strong interest in minimising risk and optimising the 
opportunities that come with having a strong and active risk framework.  This can be booked online at www.
mcging.com.au, our recently updated website, which reflects McGing Advisory & Actuarial’s increasing focus on 
enterprise	risk	management	(ERM)	-	see page 3.
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This article explores how leadership at Board level enables an 
organisation to lead by developing a mature risk culture.  It is based on 
a paper presented to the Actuaries Institute Summit on 20 May 2013.  

Board leadership, risk& culture
The key roles of the Board are:

•	 Setting	the	organisation’s	strategy	

•	 Setting	its	policies

•	 Hiring	a	CEO	to	implement	that	strategy	

•	 Continuously	assessing	the	organisation’s	performance	
against its objectives

•	 Setting	the	organisation’s	risk	appetite	and	overseeing	its	risk	
management accordingly

•	 Setting	the	tone	(culture)	and	monitoring	its	continued	
adoption.   

These roles apply in the governance of all organisations including 
government and not-for-profit. 

Key risk definitions are: 

•	 Risk is the effect of uncertainty on objectives.  (Standards 
Australia’s ISO 31000.)

•	 Risk management is the culture, processes and structures 
that are directed towards taking advantage of potential 
opportunities while managing potential adverse effects.  (ASX 
Corporate Governance Council.)

•	 Enterprise risk management actively considers all of 
the potential risks and opportunities to an organisation in 
a holistic way and integrates this thinking into its decision 
making and other processes at all levels of the enterprise. 

What is culture?
Ed	Schein,	global	culture	expert,	identified	three	levels	of	culture	in	
an organisation. We have adapted these to a Board’s culture:

Artefacts - the characteristics of the organisation which can be 
easily viewed, heard and felt by individuals.

Espoused values – what the organisation states that it stands for 
at the Board level.

Tacit assumptions – the underlying or unconscious assumptions 
across an organisation – often described as “what really goes on 
around here”.

The tacit assumptions about the Board and the organisation are 
formed through the stories about what the Board are “really like”. 
In particular, where actual behaviours of the Board are inconsistent 
with the espoused values, people will infer what the real values are, 
based on the Board’s actions. 

What is a mature risk culture?
An organisation’s risk culture describes the degree to which its 
culture encourages or limits the taking of risks and the opportunities 
that arise from those risks

A mature risk culture in a Board is one where risk will be part 
and parcel of each and every conversation and decision. When 
the Board is considering strategy, it will look at the risk appetite 
necessary to deliver the strategy and how and what risks will drive 
the business forward. 

In a mature risk culture, processes and Board mindset drive the 
management of immediate risk, the understanding of new and 

Board leadership in a complex world 
-optimising value from risk and opportunity

emerging risks, and an ongoing exploration that increases the 
adaptive capacity of the organisation to future (unknown) risks.

What influences culture at a Board level?
According	to	Ed	Schein,	“If	you	set	out	to	change	the	culture,	you	
end up in fog. If you set out to change behaviours, then you’ll 
change the culture.”

Schein’s top seven influences on culture, in descending order, are:

1. What a leader attends to, measures, rewards and controls is 
the main factor affecting culture

2.	 How	leaders	react	to	critical	incidents	(do	they	go	on	the	
attack, support, blame?)

3. Leader role-modelling and coaching 

4. Criteria for recruitment, promotion and retirement

5. Formal and informal socialising 

6. Recurring systems and procedures 

7. Organisational design and structure.

The first four all relate to leadership. The major determinant of a 
mature risk culture will be the Board’s leadership. 

What is Board leadership?
Board leadership is the mindsets, beliefs and actions of the Board 
that moves the organisational system towards greater health. By 
greater health, we mean increasing resilience and capacity to adapt, 
and an increasingly positive influence on the markets it operates in, 
the communities and individuals for which it provides products and 
services and the stakeholders it partners with or serves. 

While leadership has many definitions, there are three key 
characteristics central to Board leadership:

1. Leading by example - The Board must role model the 
aspirational organisational culture. 

2. Strategy - Providing the organisation with an outside-in 
perspective, challenging the organisation’s thinking.

3. People - Creating space for the Board and executives 
to interact, both socially and professionally, as a way of 
enhancing thinking diversity and collaboration. 

Evolution of risk culture in organisations
Organisations continuously strive to find better ways of achieving 
their objectives in response to our changing world.  Risk 

management as a holistic approach across an enterprise has also 
been evolving in the last 20 years. Table 1 sets out how different 
elements of an enterprise risk culture evolve from operating 
intuitively to the ideal of a mature risk culture.

Current obstacles to developing mature risk 
cultures
Our review of current literature, interviews with nine senior 
Directors and our career experience led us to identify the following 
key risks and obstacles which get in the way of effective risk 
cultures:

•	 Death by regulation	-	Undue	emphasis	on	compliance	and	
non material risks that take-up a huge amount of time and 
consequently limits the capacity for the Board to focus on 
strategy and the big risks..

•	 Drinking the kool-aid	-	Everyone	goes	along	with	the	group.
This reduces the capacity to think differently and leverage 
diversity. 

•	 Rubber bands - Behaviours revert under stress and people 
don’t even realise it. 

•	 Sterility	-	CEO	and	senior	team	only	present	things	to	the	
Board that are perfect.  Such filtering increases a false sense 
of stability, but the risks increase as the board’s information 
for risk assessment and decision making is misleading. 

•	 The Great Dictator	-	Charismatic	Chair	or	CEO	dominating	
the Board and driving their own agenda. 

•	 Starving child - Insufficient resources. Improving the risk 
culture of an organisation is both challenging and time-
consuming which equates to need for more people and more 
money to make it work. 

•	 Modelamania - Confusion of models with reality, undue 
reliance on models and assumptions. 

•	 Night blindness - Lots of navigation for known risks, little time 
or emphasis given to the unknown risks and how to respond.

•	 Messenger mortality - Those raising the alarm and/or 
whistleblowers are “punished” even if they turn out to be right. 

Acknowledgements: Thanks to our Board interviewees, contributors and peer reviewer.   
Sources include AICD, ASX, Standards Australia, Schein, Brown, McGing, Bennett and Hudson. 

For the full paper and sources see the Actuaries Institute website or www.mcging.com.au.

Operate intuitively Reactive Mechanical Pro-active Mature risk culture

Beliefs / mindsets Unaware	of	risks Risk management 
received with cynicism

Importance of risk 
management accepted

Actively aware of  and 
considers risk as part of work

Risk = opportunity

Organisational 
attitudes

Low trust, individuals 
blamed when risks 
eventuate

Must eliminate 
losses; very top down 
approach

Workforce more 
involved but with limited 
understanding

Workforce involvement 
promoted, though team 
leads still organise / take 
responsibility

Partnership between management 
and workforce; shared 
responsibility

Individual behaviours Takes many risks 
without realising it, 
blissful ignorance

Meets minimal 
legal or compliance 
requirements; ignores 
until reporting time

Day to day risks are 
managed effectively 

Regular discussions on risks, 
active prioritising to manage 
risks

Workforce drives risk assessment, 
shares insights across business

Systems / structures None, no 
communication or 
training 

Compliance reports, 
detailed reviews of 
failures

Performance 
management systems.
Risk dashboards

Active feedback loops, actions 
beyond reporting

Culture	reviews.	Employee	
perception surveys. Behaviour 
based training

Risk function None Compliance function Function accepted, 
carries out organisation 
reviews, focus on 
improving procedures

Partnership with management, 
compliance done at business 
line

Risk function co-operative and 
supportive  as managers and 
teams take responsibility

     Source:  A. Brown and material provided by S. Bennett (Enhance Solutions).  Adapted from a method by P. Hudson applied to safety cultures.

In its early days McGing Advisory & Actuarial (MGAA) 
focussed on those tasks which combined Sean’s actuarial 
and superannuation expertise reflecting Sean’s tenure at 
prior	organisations	Ernst	&	Young	and	Askit	Consulting.		For	
example crediting rates determinations, unit pricing reviews 
and product advice, for which it may use its  Australian 
Financial Services Licence to advise on financial services 
products to wholesale clients.

However	in	the	last	couple	of	years,	reflecting	Sean’s	increased	
exposure to organisations at Board and the most senior leadership 
level and a varied career spanning 35 years applying an 
actuary’s innate and applied understanding of risk and finance 
in financial services, energy, health and education, MGAA had 
expanded its services to provide more whole of enterprise risk 

McGing Advisory & Actuarial expands 
further into Risk Management

management assistance across these sectors and teamed up with 
complementary experts in those areas. 

This is reflected in the updated MGAA website (www.mcging.
com.au), which includes the latest information including 
papers	written	and	upcoming	events.		Your	feedback	is	always	
welcome so have a look and let us know what you think. 

Reflecting	this	greater	Enterprise	risk	management	(ERM)	
focus, I am pleased to present jointly with Don Walkley, 
Director of the Australian Institute of School Governance, a 
seminar entitled Demystifying Risk Management in Schools 
in Melbourne on 6 August.  This seminar is aimed at School 
Board Chairs, Principals and others with a strong interest in 
minimising risk and optimising the opportunities that come 
with having a strong and active risk framework. 

Table 1. Risk Culture Evolution

Andrew Brown 
Owner and Director lead.first

Sean McGing 
Director McGing Advisory & Actuarial 
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343 Lt Collins Street www.mcging.com.au
Melbourne VIC 3000 LinkedIn: Sean McGing
Phone (61 3) 8641 6970 Mobile 0411 229 641

About McGing Advisory & Actuarial

“A picture paints a thousand words”    Deferred Lifetime Annuities

Comment: The lustre of the budget nugget. 

The key message is the order of magnitude of the relative sizes 
of the annual annuity payments  - the power of both compound 
interest and mortality.   

For a person purchasing at age 67 with $100K and deferring 
income for the rest of their life from starting at age 67 to starting at 
age 85, their income increases by a multiple of 7.4 for males and 
6.3 for females.  

If the member waits until age 85 to purchase, their then immediate 
annuity is only 30% (male) or 33% (female) of what they would get 
if they had taken out a deferred annuity 18 years earlier. 

* Source and assumptions:  These calculations were made in July 
2009 as part of the paper “Longevity Management Issues for 
Australia’s  Future Tax System, The Treasury” prepared by Michael 
Sherris	and	John	Evans	at	the	University	of	New	South	Wales,	as	
part	of	the	“Henry	Review”.		

The annuity payment amounts are based on a market where ten 
year Commonwealth bond rates were around 5.5% compared to 
around 4.0% in late June 2013.  But as I expect rates to rebound 
further in the years ahead, and higher rates make annuities more 
attractive, these are good examples to illustrate the relativities.   
Other key assumptions are: Mortality improvements in the prior 25 
years to continue, purchase is in the private sector (voluntary) and 
indexation of benefits at 2.7% p.a.

Demystifying Risk Management in Schools - Seminar on 8 August at Jasper Hotel in Melbourne.    
Sean has joined with Don Walkley, Director of the Australian Institute of School Governance, to conduct this 
event for school board chairs, principals and others with a strong interest in minimising risk and optimising the 
opportunities that come with having a strong and active risk framework.  This can be booked online at www.
mcging.com.au, our recently updated website, which reflects McGing Advisory & Actuarial’s increasing focus on 
enterprise	risk	management	(ERM)	-	see page 3.
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