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The Honourable David Hamill MLA
Treasurer
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George Street

BRISBANE QLD 4000

Dear Minister

Further to our appointment on 22 April 1999, we hereby submit our report in respect
of the matters set out in the Terms of Reference for the review of the Queensland CTP
Scheme and the Motor Accident Insurance Act 1994 under the National Competition
Policy Agreement.

In conducting this review, the Committee has consulted widely with the community,
the insurance industry, the legal, medical and allied health professions, motorist and
motoring industry associations, relevant Government Departments as well as interstate
and overseas CTP administrators and consultants.

The Committee held public meetings in Brishane and major provincial centres across
the State and invited written submissions through newspaper advertisements. There
was a total of 149 submissions (written and oral) made to the Committee on a broad
range of issues. The Committee, having examined all of the submissions received,
developed an Issues Paper designed to give more structure to the consideration of the
major issues and to draw further comment.

Following the release of the Issues Paper, the Committee held further public meetings
in Brisbane, Rockhampton and Townsville and met with various stakeholders on
numerous occasions. A further 33 submissions were made to the Committee in
response to the Issues Paper.

There were 19 submissions received by the Committee in response to the release of
the Draft Report.

In carrying out its task, the Committee has sought to:

» preserve the existing common law system to the maximum extent;

» streamline the claims process, particularly for smaller claims;

» provide a more competitive environment for stakeholders, particularly insurers;

» offer consumers greater choice and the benefits of a competitive market;
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 depoliticise the premium setting process;
» emphasise rehabilitation and wellness as highly desirable outcomes;

» upgrade community and stakeholder awareness of CTP insurance; and

» above all else, preserve the on-going fiscal integrity of the scheme in a manner
that keeps premiums affordable and the benefits appropriate.

The Committee is confident that the recommendations will go a long way towards
achieving the desired outcomes.

The Committee would like to thank all the stakeholders who assisted the Committee
with its review and in particular would compliment those involved for their openness
and a clear desire to make the outcome of this review a workable and affordable
system of CTP insurance for Queensland for the future.

The review could not have been conducted without the support and invaluable
assistance of the Motor Accident Insurance Commission which provided the
secretariat for the Committee. The Committee would particularly like to thank the
Insurance Commissioner Lesley Anderson, Deputy Insurance Commissioner John
Hand and Les Kilmartin and Bill Watson from the secretariat for their outstanding
commitment and effort.

In submitting this report, the Committee wishes to thank you and the Government for the
privilege of being charged with this responsibility on such an important public issue.

Yours sincerely

”2:6'7 /ﬁﬂé=\?ﬂm;-_w

BERNARD ROWLEY (CHAIR) HENRY SMERDON (MEMBER)
g{a?-—"w (émﬁﬁ:—:m
—_._- __|_‘_‘-‘. —
NOEL MASON (MEMBER) WALTER TUTT (MEMBER)
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Report

TERMS OF REFERENCE

1 To examine the fundamental s of the Queensland CTP scheme including scheme
design, the affordability of the current scheme for the Queensland motorist and the
appropriate role for Government in the scheme.

2. To conduct areview of the Motor Accident Insurance Act 1994 under the National
Competition Policy Agreement.

Without limiting the scope of the above, the Review Committeeis requested to -

A. Asamatter of urgency, consider an immediate amendment to the Motor Accident
Insurance Act 1994 to prohibit the soliciting of injured persons to make claims under
theAct.

B.  Report on whether the present system of personal injury motor vehicle accident
insurance provides -

(i) adtable, financialy viable, fully funded scheme;

(ii)  an appropriate balance between the injured person and the premium-paying motor
vehicle owner;

(iii)  an efficient and economic system for the delivery of such insurance including
payment of claims;

(iv) themost appropriate system for determining premiums,

(v)  benefitsto the community as awhole, such that they outweigh the costs associated
with any restriction of competition;

(vi) appropriate support for injury prevention and rehabilitation; and

(vii) appropriate provision for statutory levy and administration purposes.

The review process is to include the calling of submissions from the public. The Review
Committeeisto provide recommendations to the Government by 31 October, 1999.
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PROCESS OF THE REVIEW

A key objective of the CTP Review Committee has been to ensure the widest possible
consultation, bearing in mind the time frame set by the Government for completion of this
Report.

The Committee decided on afour-stage process | eading to the submission of itsfinal Report
to the Government.

STAGE 1
Theinitial consultation stage included:
 visitsto stakeholder organisations;

e advertisementsin newspapers calling for written submissions and advising of
public meeting dates and venues and of the Committee’s website and e-mail
facilities;

e atendance at twelve public meetings around Queensland;

* viditsto South Australia, Victoria, Tasmania, and New South Wales for briefings

on the operation of motor vehicle accident compensation schemesin those
States,

« atendance a seminarsin Sydney and Brisbane on issues related to CTP
schemes; and

¢ discussions with visiting experts from the USA and Canada.
STAGE 2

Written and oral submissions (149 intotal) werereceived from interested partiesin response
to the Committee’sinvitation to make submissions. These were then collated and analysed
and considered by the Committee as part of the process leading to the preparation of an
Issues Paper. The purpose of the Paper was to provide a more specific focus for further
public comment.

The Committee engaged Market & Communications Research to conduct a survey of
community expectations, understanding of and attitudes toward the operation of the scheme.

Following release of the Issues Paper, public meetings were held in Townsville,
Rockhampton and Brisbane. Individual meetings were also held with relevant interest
groups.

The Committee visited Perth for briefings on the Western Australian scheme.

At the same time, the National Competition Policy (NCP) Public Benefit Test Plan was
released for public comment.

STAGE 3

An additional 33 submissions were received in response to the Issues Paper and ongoing
discussions were held with representatives from relevant interest groups.

STAGE 4

The Committee issued a draft of its final Report which included its proposed
recommendations. A period of two weeks was allowed for responses to the Draft Report.
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The Report has been amended in a limited number of respects to reflect the Committee’'s
further consideration of issues raised in those responses. Recommendations 2.3, 3.2, 3.5,
3.10, 3.16, 3.17, 3.19 and 4.7 have been modified and recommendations 6.32 and 6.33 have
been added.

NATIONAL COMPETITION POLICY (NCP) REVIEW

Concurrent with the work of the Committee, the appointed consultants (Argyle Capital and
Ernst and Young) conducted a Public Benefit Test in accordance with NCP Principles. The
Public Benefit Test Report is provided as Appendix 3 to this Report. The Committee has
drawn on the findings of the NCP report where appropriate in the main Report.
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EXECUTIVE SUMMARY

The Committee was provided with terms of reference which enabled it to fully examine the
current scheme and its operation and to recommend an appropriate form of scheme design
for Queensland going forward.

The Committee has found that while there are emerging pressures, short-comings and issues
which need to be addressed, by and large the scheme has performed reasonably well, being
abletoretainto datefull common law rightswithin an aff ordable set of premiums. However,
premium increasesin the past three years have placed pressures on aff ordability.

The Committee's proposals and recommendations should theref ore be seen in the context of
addressing concerns and problems, meeting National Competition Policy (NCP)
requirements and amending the scheme in appropriate areas to address emerging issues.

PHILOSOPHY

The Committee’s view is that the philosophy of any scheme should embrace three broad
objectives-

a provide access for personsinjured in amotor vehicle accident to appropriate
medical, rehabilitation and future care needs, such that the opportunity isavailable
for al injured personsto return, as close as possible, to their pre-accident condition,
having regard for any longer term constraintsimposed by the injuries suffered.

b)  ensurethat the motoring public has access to aff ordable insurance arrangements
which will result in indemnification of any liability for personal injury claims
arising from amotor vehicle accident.

) provide opportunities for persons who have suffered personal injuriesin motor
vehicle accidents to pursue compensation against negligent owners/driversfor other
than medical, rehabilitation and future care costs, with aminimum of litigation
costs.

The efficacy of any new scheme would have to be judged by how well it meets these objectives.
It is acknowledged, though, that achieving an appropriate balance between affordability on the
one hand and the needs of injured persons on the other will never be an easy task asanincreasein
(&) or (c) inevitably means adecrease in affordability and vice-versa.

CURRENT SCHEME

Compulsory Third Party (CTP) motor vehicle insurance in Queensland is underwritten by
private insurers who are licensed under the Motor Accident Insurance Act 1994.

Premiums are set by regulation following recommendati ons by the M otor Accident Insurance
Commission (MAIC) to the Government.

The scheme provides indemnity to at-fault or negligent owners/drivers of motor vehicles
who arefound to beliablefor injury to athird party resulting from amotor vehicle accident.
It also alows unlimited access to common law for injured parties.

Since 1994, the scheme has had an increased focus on the rehabilitation of injured persons
and the Act places certain obligations on insurers and claimants in respect of early and
appropriate rehabilitation.

The Nomina Defendant is established under the Act to administer claims from third parties
injured in accidents where the at-fault vehicle is uninsured or unidentified. It is aso the
“insurer of last resort” should alicensed insurer become insolvent.
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Market Research

The Committee engaged Market and Communications Research (MCR) to conduct asurvey
of community expectations, understanding of and attitudes toward the scheme, particularly
in respect of the scope of CTP coverage, its current cost and perceived need for the scheme
to changein any way.

Whilst awareness of the CTP scheme was much higher than the Committee anticipated,
understanding of the scheme is limited, with close to half of drivers surveyed saying they
have alimited understanding or no understanding at all.

The mgjority of drivers surveyed understand that they are not covered by CTPif they are at
fault, or if they are the driver of the only vehicleinvolved in the accident. However, around
30% do believe they would be covered in these instances. Thisis amatter for concern.

Therewasreatively poor knowledge of the current CTP premium despitethe recent publicity.
However, when advised of the annual premium level of $286 for a private vehicle, 73%
indicated that it was good value for money or that the price was about right.

STRATEGIC FRAMEWORK FORTHE SCHEME

A strong priority of the Committee has been the development of several high-level system
criteria or benchmarks against which the scheme’s performance can be measured and
monitored in the years ahead. These criteria relate to scheme affordability and scheme
efficiency.

Affordability

Maintaining affordability for the mgjority of the motoring public is critica to thelong-term
viability of the scheme. The ownership of motor vehicles extends widely through our
community and the cost of CTP needsto be appropriate but restrained so asnot to become an
undue burden on those on lower and fixed incomes. Affordability isa so akey in maintaining
ahigh proportion of insured and registered vehicles, without which the schemeitself would
fail or be seriously compromised.

From an overal perspective, the scheme is judged to be approaching the point where it
might generally be seen to beat thelimit of affordability asaresult of the 1999/2000 premium
rise.

Structures need to be put in place to moderate further rises to levels more in keeping with
increases in capacity to pay. The Committee considers that an affordability index and upper
limit need to be devised and adopted as a seriousindicator and trigger respectively for future
action in relation to the scheme. The suggested indicative index is the proportion of the
Class 1 premium to Queensland Average Weekly Earnings (adult full-time ordinary time
basis). The graph at the top of page 9 shows the current affordability ratios on equiva ent
bases for the various schemesin Australia

Other bases were considered (for example, Class 1 premium against the fortnightly pension
rate). For simplicity, it was decided to target one measure only and Average Weekly Earnings
(AWE) can be considered arelatively broad-based measure and generally accepted as being
indicative of acommunity’s capacity to pay.

Under the proposal the Government would set the upper limit for the affordability index. If
a any time the insurers proposed CTP premiums to be approved by MAIC are likely to
result in the prescribed affordability upper limit being exceeded, the legislation should
incorporate appropriate mechanisms, including review and redesign of the scheme, to ensure
that the prescribed affordability upper limit is complied with.
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The cost of delivery of benefits to injured partiesis an important part of the aff ordability of
the scheme. Ddlivery costs include legal and associated costs, insurer expense and profit
allowances and administrative levies. In the 1999/2000 CTP premium, the proportion of
premium payable to injured parties (the efficiency index) was assessed at 67%, with the
corresponding cost of delivery assessed at 33%. Over the past five years the efficiency
index has averaged around 63%.

The Committee is of the view that the current efficiency of the scheme istoo low. The
recommendations of this Report include a range of suggestions in relation to claims
management efficiencies, legal costs and insurer competition which if implemented in full,
are expected to improve the efficiency by 5% to 72%. |deally, the Committee sees 75% as
an appropriate longer-term target although it will not be easy to achieve particularly given
the GST effects on ddlivery costs.

A second aspect of schemeefficiency istherelative proportion of claim paymentsmadein respect
of serious injuries and minor injuries. Further aspects of scheme efficiency and effectiveness
include the speed of delivery and effectiveness of rehahilitation, the time taken for determination
of liability by insurers and the time taken to achievefind settlement of claims.

COMPETITION AND NCP ISSUES

CTPinsurance in Queensland is a compulsory product. Insurers licensed to conduct CTP
insurance business have no right to decline or refuse to renew a CTP policy.

Insurers are required to apply for alicence from MAIC to conduct CTP insurance business
in Queendland. Licence conditions stipulate market share requirements, restrictions on re-
entry following withdrawal of alicence and limits on commissions paid to agents.

Retention of acompulsory third party motor vehicleinsurance schemeis strongly supported
in submissions, as are requirements for licensing of insurers, the inability of insurers to
decline CTP business and the provision of standard policy coverage.

Premiums are set by regul ation following advice to the Government by MAIC. Consequently,
the processis seen to be too “close’ to the Government. This contributes to the perception
among many in the community that CTP insuranceisa*government tax”.

Someinsurers favour continued premium regulation while others favour price competition.
Those in favour of continued regulation have raised a concern that price competition will
result in premium and market share volatility which in turn will lead to scheme instability.
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The premium notification and collection processistightly bound to motor vehicleregistration
and renewal. Consequently, the opportunity to effect a change of insurer is constrained by
the registration renewal process. There is widespread appreciation of the need to remove
some of the current impediments. It is generally acknowledged that the linking with
Queensland Transport’s motor vehicle registration system provides significant efficiencies
and reduces uninsured/unregistered vehicle numbers. However, some insurers favour de-
coupling.

The NCP Review concluded that the existing scheme would need somelegidative or scheme
design changesto satisfy NCP reguirements, notwithstanding the public benefitswhich arise
in some areas. Premium setting, licensing of insurers, and commission restrictions are
examples of NCP sensitive aspects of the scheme.

The Committee proposes to significantly improve the competiti veness of the scheme by -
« removing market share requirements,
e removing commission restrictions;
* removing the five year embargo following withdrawal of an insurer’s licence;
 introducing amore competitive premium setting process; and
« facilitating change of insurer by motor vehicle owners.
Some of the benefits of price competition arethat it should -
« provide consumers with better choice options;
« drivemore efficient practices by insurers;
« sharpen premium pricing; and

» deiver associated consumer benefits, e.g. at-fault cover extension, 24 hour care
line by insurers, relationship marketing opportunities.

Based on the modelling of the NCP review and taking into account the dynamics of
competition, the Committee believes that the premium offerings and/or other benefits
provided under a competitive model represent potential savings/advantage of greater than
$45 million (that is around $20 per Class 1 vehicle) to Queensland motor vehicle owners
relative to the current highly regulated scheme.

The Committee’s recommended competitive model, referred to in this Report asthe Vehicle
Class Filing model, has the following features:

« preservesthe efficiency and convenience of the linkage of CTP with the
Queensgland Transport registration system;

« MAIC isrequired to undertake an actuarial anaysis of the scheme and establish
floor and ceiling premiums and classreldtivities;

e insurerstofileapremiumfor al classes of vehiclesfor MAIC approval on asix
monthly basis;

« when approved, the rates are set into the Queensland Transport registration
system;

* unless otherwise notified, Queensland Transport would issue the renewa notice
with the premium applicable for the current insurer; and

¢ themotorist would be able to change insurer between the receipt of the renewal
and payment of the registration/CTP if so desired.
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Combined with the affordability index, the proposed competitive premium setting process
will alow the market to act with minimal direct government control.

CLAIMS
The current claims process is outlined in the Claims Process flowchart on page 44.

The new features to the scheme introduced in the 1994 Act were seen to make the scheme
more “claimant friendly” which in some ways contributed to an increase in the incidence of
claims. Atthe sametime, restrictions on lawyer advertising were removed, which iswidely
believed to have been amajor factor in the increase in claimsincidence. The Committeeis
of the view that lawyer advertising has had a significant impact on the incidence of claims
particularly at the lower end of the spectrum in the past five years. (Graphs2 and 3).
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Theincrease in small claims incidence in the past couple of years can also be attributed to
the practice of touting by tow-truck operators (and others) on behalf of some sections of the
legal profession. The banning of touting on behalf of lawyers and controls on the nature and
content of lawyer advertising received widespread support in submissions.

Thereisaso clear evidencethat the mgjor down sizing and/or changesto legal panelsby the
two largest insurers has caused a number of legal firms to take a very aggressive attitude to
obtaining and managing claims particularly ones where the relevant insurer isinvolved.

While the Committee is not opposed to advertising in genera by the legd profession, the
Committee agreeswith the public concern about touting and the more aggressive advertising
strategies of somelegal firms.

The Committee’s view is that legislation banning touting for or on behalf of the legal
profession coupled with appropriately strong statutory authority for the Queensdand Law
Society to monitor and control standards in lawyer advertising, should assist in providing a
morerational and stable environment for claimants and in contai ning thetrend of increasing
numbers of minor claims.

Also with respect to trends in minor claims, the legal professions’ associations favour
abalition of the costs indemnity rule (the unsuccessful litigant pays the successful litigant’s
legal costs) for the category of claimswith less than $20,000 in recoverable damages. There
were divergent views on the restriction or abolition of awardsfor gratuitous care (Griffithsv
Kerkemeyer), loss of consortium and loss of servitium from minor claims.

To facilitate early contact between claimants and insurers, the Committee is proposing the
establishment of a call centre supervised by MAIC and a simplified Notice of Accident
Claim form. A call centre as an early point of contact for potential claimants for advice on
the scheme's operation and the claim process is supported by the insurance industry. A
simplified, lessintimidating claim processis a so supported by other submissions that were
concerned about extensive litigation costs.

The need to control claims costs is addressed in the Committee's proposals in respect of the
abolition of the costs indemnity rule for categories of claims where the total damages
recovered in a claim are less than $30,000 and prescribed maximum recoverable costs for
claims where the total damages recovered are between $30,000 and $50,000; the limit of
$2,000 net per week on awards for economic loss; restrictions on loss of persona comfort/
loss of an employee’s services and future care awards; and compulsory conferences prior to
theissuing of proceedings. Theseinitiatives, when taken as awhole, have been assessed as
providing potential savingsin excess of 3% of premiums (in addition to the saving from the
legidlation banning touting which will save a further 3% of premiums if fully effective in
halting the practice).

The Committee undertook agood deal of research and analysis of apoints scale for genera
damages, along similar lines to that currently applying in South Australia. However, the
Committee is not recommending the introduction of such a scale at this stage on the basis
that the measures which are recommended i n this Report should achieve some slow-downin
claims growth particularly in the lower end. Should this not be the case, the Committee
would endorseintroduction of adisability points scal e as one of thefirst options considered.

SUCCESSFUL REHABILITATION OUTCOMES

Rehabilitation is a principal feature of the Motor Accident Insurance Act 1994. One of the
objectives of the Act is*to promote, and encourage, as far as practicable, the rehabilitation
of claimants who sustain personal injury because of motor vehicle accidents’. The Act
requires CTP insurersto ensure that reasonable rehabilitation services are made available to
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the claimant, and progressively fund such services once liability has been admitted on a
claim. In many cases, particularly where the injury is serious in nature, the insurer may
choose to make rehabilitation services available to the claimant prior to the admission of
liability, although this cannot be taken as an admission of liability.

A crucid festureof asuccessful rehabilitation outcomeisearly intervention. Itiswidely recognised
that if rehabilitation is needed, it must be provided as soon as possible after theinjury.

Rehabilitation can be an uncomfortable fit with the adversarial nature of common law.
Insurers are often rel uctant to agree to meet any rehabilitation costs prior to admitting liability
for the claim. The complexity of the current claims process also leaves many claimants
feeling intimidated. On the other hand, rehabilitation services can be used as a tool by
claimants to increase damages by unreasonably accentuating symptoms and injuries.

The submissions support the continuation of the provision of rehabilitation in the scheme.
Some amendments were suggested to the process to ensure that rehabilitation costs met by
the scheme are appropriate to the needs of injured persons, without being excessive.

The Committee recommends the adoption of strategies within the existing framework that
make the claims process more accessible to claimants by providing information and
promoting a balance between successful rehabilitation outcomes for claimants and cost
containment within the scheme.

A range of strategies has been developed by the Committee which will assist the whole
claims process, including rehabilitation.

Thekey initiatives are;

« useof information packages and the proposed call centre to provideinformation
on the rehabilitation process;

* insurersto obtain details of injury and offer rehabilitation earlier in the process;
« improved information on the scheme to service providers;
« protocolsfor direct contact between insurers and claimants; and

» amediation process to resolve disputes about rehabilitation issues.
EVENT COVERAGE

The present scheme coversliability for personal injury arising out of motor vehicleaccidents
and indemnifies an owner or driver of avehiclewhoisfoundto beliable, inwholeor in part,
for the cause of the accident.

While the Queensland scheme hasfull accessto common law, in some other Statesthereisa
mixture of common law and no-fault.

Thereisalevel of support for the introduction of a compensation scheme providing ascale
of benefits (medical, rehabilitation and care costs, loss of wages, etc) on a no-fault basis.
Thiswould cover persons (including drivers) injured in motor vehicle accidents, irrespective
of fault.

The no-fault concept could be broadened to allow access to common law with or without
limitation, such astheVictorian or Tasmanian models.

Thereare, however, potential difficultiesin attempting to operate ano-fault component within
a predominantly common law scheme. For example, there would be inconsistencies if the
common law component provided lump sum benefits and the no-fault component provided
income benefits. Common law benefits a so take longer to deliver than no-fault benefits.
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The Committee examined two possible no-fault systemsto address the issues -

« ano-fault component in the existing common law scheme to provide benefits to
catastrophically injured persons, and

« anoptiona first party policy which could be purchased at the time of purchasing
the compulsory third party policy.

A crucial factor in a no-fault long term care component is the “gateway” to the long term
care benefits. Schemes could quickly become unaffordableif the benefits become available
to a broad range of injured persons.

The Committee has not recommended that a no-fault option be incorporated in the standard
CTP cover, but rather has left the insurance industry to provide options for the motoring
public. Thepossibility of alegisated no-fault cover should be kept under review for possible
adoption in the futureif demand increases and is not being adequately met by the insurance
industry.

SUPPLEMENTARY ISSUES

There are anumber of issues, including some raised in submissions, which are important to
the operation of the scheme but which have not been covered under the major headings of
thisreview. These are dealt with in detail in the last chapter of the Report.

Page 14



Review of the Queensland Compulsory Third Party Insurance Scheme

Report

SUMMARY OF RECOMMENDATIONS

Thefollowing isacomplete list of the Committee’srecommendations. The aggregate effect
of these recommendations should achieve the objectives of the Terms of Reference and, a
the same time, satisfy the requirements of National Competition Policy.

Affordability

11

1.2

An appropriate affordability index, based on the percentage that Class 1
premiums represent of average weekly earnings and an upper limit, be
established and prescribed in legislation.

If at any time the insurers’ Class 1 CTP premiums submitted for approval by
MAIC are likely to result in the prescribed affordability upper limit being
exceeded, the legislation should incorporate appropriate mechanisms, including
review and redesign of the scheme, to ensure that the prescribed affordability
upper limitis complied with.

Efficiency

13

14

15

Long-term target rates of efficiency be established, expressing as a proportion
of the premium -

a) payments made to injured parties generally; and
b) payments made in respect of serious and other injury claims.

Necessary improvements be made to claims data collection, especially in terms
of injury severity coding, in order to establish the long-term target rates in
1.3(b).

MAIC to consider whether the rate of efficiency proposed in 1.3 should be
based on Class 1 or all classes and on accident year or payment year data.

Competition and Premiums Fixed by Government

21

The current system of government approved premium rates be replaced by a
competitive premium determination process. It is proposed that insurers file
premium rates six monthly by vehicle class which will be approved by MAIC
subject to a floor and ceiling pricing range as determined from time to time.
The model should retain the features of the Queensland Transport motor
vehicle registration system.

Licensing Insurers

2.2

2.3

24

25

Licensing of insurers participating in CTP business in Queensland should
continue, subject to the insurer’s continuing compliance with the relevant
Commonwealth Legislation and with the Motor Accident Insurance Act 1994,

Claims payment ratings by recognised, international credit rating organisations
(e.g.a Standard & Poor’s Insurer Financial Strength Rating) be included as a
component of MAIC’s overall supervision activities.

MAIC continue and enhance its supervision activities in regard to licensed
insurers, in particular through close monitoring of adherence to business plans,
and the commissioning of inspections, audits or actuarial investigations as and
when appropriate.

MAIC should pursue greater cooperation and exchange of information with
APRA in the carrying out of MAIC’s responsibilities in terms of the Act for
prudential supervision of licensed insurers.
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Five Year Restriction on being Reinstated if Insurer Withdraws

2.6 The present five-year restriction on an insurer’s re-entry to the scheme
following withdrawal of a licence should be removed. However, MAIC’s powers
need to be appropriately strengthened to ensure that an insurer ceasing to
write business in Queensland maintains a sufficient presence to manage all
outstanding claims to finality and the degree to which an insurer has met this
requirement should be taken into account if that insurer seeks a licence in the
future.

Industry Deed Prescribing Means of Sharing Claim Costs Between Insurers
2.7 The Industry Deed should be retained.

Nominal Defendant as Only Insurer of Uninsured and Unidentified Vehicles
2.8 The current Nominal Defendant model should be retained.

Impediments to Change of Insurers

2.9 The current impediments to change of insurer by motor vehicle owners on
renewal be removed as far as practicable, but only on the basis that the
registration renewal date and the CTP insurance renewal date remain linked.

Minimum Market Share Requirements

2.10 The current minimum market share requirement for a licensed insurer as set
down in Section 64 in the Act and Section 14 of the Regulation be removed.

Insurers Unable to Decline

2.11 The compulsory acceptance by insurers of requests for CTP insurance cover by
motor vehicle owners be retained.

Commissions

2.12 Under a price competitive model, there should be no restrictions on insurers in
relation to the payment of commissions, provided that commissions are paid
out of insurers’ profit margins, giving them the opportunity and discretion to
determine their own basis of commission.

Provision of Cover in the First Instance for Negligence of Manufacturers

2.13 The current “first instance cover for manufacturer’s negligence be retained,
recognising that it is in the interests of the community.

Lawyer Touting
3.1 TheAct be amended to ban touting.

Lawyer Advertising

3.2 The concept of standards being set for advertising by the legal profession is
supported.The control of advertising standards is a matter for the relevant
authority to exercise appropriate control.

Reporting of Accidents to Police

3.3 TheAct be amended to make reporting the accident to Police a prerequisite to
aclaim.

Early Notice of Injury/Notice of Claim

3.4  The claim advice currently required under Section 34 of the Act be replaced
with a standard “Notification of Accident Claim” (NOAC) form that includes a
medical certificate and an authority to obtain medical information.
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3.5

3.6

3.7

3.8

Report

The NOAC form should be received by the insurer as soon as practicable after
the accident, but no later than the requirements currently prescribed for the
Section 37 notice (see Recommendation 6.19). If a lawyer is consulted, the
NOAC must be submitted within one month of the date of the consultation.

The insurer is required, within 14 days of receipt of a complying NOAC form, to
make provisional determination of liability.

An Additional Information Form (AIF) similar to the current Section 37 notice
be supplied by the claimant within one month, if requested by the insurer. This
form which is to be in a prescribed format is to supplement the information
already supplied in the NOAC form.

The establishment of a CTP call centre, supervised by MAIC, is strongly
supported. Sufficient emphasis would need to be placed on the information
available and knowledge levels of the staff of the centre to enable claimants to
receive the information they require on all aspects of the scheme, including the
rehabilitation process.

Unlimited Access to Common Law

3.9

The recommendations in respect of the claims process in this Report should be
given time to take effect and be evaluated before any further consideration is
given to the implementation of caps and thresholds in respect of damages
awards, other than the caps and thresholds proposed for loss of consortium/
servitium and in respect of economic loss.

Medico-Legal Reports

3.10 The Act be amended to provide that, if the parties in the claims process cannot

3.11

agree on an appropriate medical specialist(s) other than the treating
specialist(s) to provide a medical report(s) to be admitted in evidence to
determine those issues related to disability and impairment, a selection is to be
made from a list of approved specialists agreed between relevant parties
including the relevant professional bodies and the ICA. This list is to be
administered by MAIC and the insurer will meet the cost of the medical
report(s) so obtained.

An application to the Court should be available in special circumstances where
one of the parties considers they are disadvantaged in relation to medical
reports.

Compulsory Conferences

3.12

The Act should be amended to require compulsory conferences to be called by
any party prior to the issue of Court proceedings.The conference process
should conclude with final offers recorded and costs penalties applying from any
subsequent judgement if the claim is not settled at the conference.

General Damages

3.13

3.14

The assessment of general damages at common law should remain unchanged
at present.

If the affordability of the scheme comes under pressure and payments in
respect of general damages are identified as a significant contributing factor,
then further consideration will need to be given to the early implementation of
a disability points scale similar to the South Australian model.
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Economic Loss

3.15 The upper limit for recovery of economic loss claims to be $2,000 net of tax per
week (indexed).

Legal Costs

3.16 The Act be amended to abolish the costs indemnity rule (including outlays) for
claims where the total damages recovered are under $30,000, and to prescribe
that maximum recoverable costs including all professional costs are $2,500 for
claims not less than $30,000 but less than $50,000. However, costs penalties shall
apply in accordance with part 5 of the Uniform Civil Procedure Rules to take
effect from the commencement of the proceedings only where either party
obtains a judgement no less favourable than its final offer to settle made prior
to the commencement of proceedings.

Loss of Personal Comfort/Loss of an Employee’s Services (Consortium/Servitium)

3.17 Claims for loss of consortium and/or loss of servitium to be restricted to claims
where the assessed general damages component of the injury claim, before
contribution for liability, is in excess of $30,000.

3.18 The upper limit for recovery of loss of servitium claims to be $2,000 net of tax
per week (indexed) consistent with the limit proposed for economic loss claims.

Awards for Care (Provided Free to Injured Persons - Griffiths v Kerkemeyer)
3.19 The Act be amended to stipulate that claims for gratuitous care should only

apply:

. where it can be demonstrated that the activities now being provided
gratuitously were activities previously undertaken by the injured party;
and

. if the assessed general damages component of the injury claim, before
contribution for liability, is less than $30,000, the provider has suffered loss
of income.

The rate at which such services shall be assessed is the commercial rate
for such services or, in the event of the provider earning income, the rate
of lost income or the commercial rate whichever is the lesser.

Information Packages/Community Awareness

4.1 Information packages be developed by MAIC and made available to claimants
and other interested parties to explain the claims and rehabilitation processes,
to encourage early notification of claim and to highlight the advantage of early
access to funded treatment.

Improved Information Channels for Service Providers

4.2  Appropriate initiatives for improved information flow for medical and
rehabilitation service providers be implemented.

Protocols for Direct Contact between Insurers and Claimants

4.3  Protocols should be implemented which enable insurers to contact claimants
directly with respect to rehabilitation, provided the claimant’s solicitor is kept
informed of the nature and content of any communications.

4.4  Insurers should have the option of forwarding to the claimant copies of
correspondence between the insurer and solicitor, so that all parties to the
claims process are informed.
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Claimant’s Obligation to Mitigate Damages

4.5 Section 54 of the Act be amended to place a greater obligation on the claimant
in respect of mitigating injury.

Benchmarks for Speed of Delivery and Effectiveness of Rehabilitation

4.6  MAIC should develop benchmarks and performance standards by which the
speed of delivery and effectiveness of rehabilitation can be measured and
monitored on an ongoing basis. The benchmarks and performance standards
should be related to the scheme overall and to individual insurers.

Mediation to Resolve Disputes about Rehabilitation Issues

4.7 Mediation should be made available to assist both claimant and insurer to
resolve potentially disputable rehabilitation issues. The mediation process
should be facilitated by MAIC acting as an independent third party.

Clinical Practice Guidelines and Treatment Outcome Standards

4.8 While the Committee acknowledges the difficulties of developing appropriate
clinical practice guidelines, they are seen as important and continued
development should be encouraged and supported. Once a set of guidelines has
been developed, it should be adopted wherever possible, if necessary with
legislative backing.

Schedule of Fees for Treatment and Medical Reports

4.9 Insurers,direct or through the ICA, should negotiate with health provider
associations on acceptable fees for treatment and the provision of medical
reports in relation to CTP matters. Legislative control and prescription of such
fees for CTP purposes is not supported.

No-fault Long-Term Care Component
5.1 The Queensland scheme should remain a fault-based common law scheme.

5.2 The introduction of a no-fault component for catastrophically injured persons
not proceed at this time, but the matter be kept under review by MAIC.

Optional First Party Cover

5.3 MAIC should take steps to inform the motoring public that compensation is not
payable unless fault can be established and that individuals, particularly drivers,
should consider some form of personal accident insurance policy to cover this
and other potential accident situations.

5.4  The insurance industry should be encouraged to develop and promote
meaningful first party policies.

5.5 MAIC should keep under review (subject to 5.4) the possibility of a legislated
product to provide standardised first party cover, delivered with CTP, on an
optional basis.

Nominal Defendant

6.1 The Nominal Defendant should have statutory powers to access information
that will facilitate tracing debtors resulting from personal injury claims arising
out of the driving of uninsured motor vehicles.

Quality of Data

6.2 MAIC needs to establish standards to ensure both quality and consistency of
scheme data. There should be increased auditing by MAIC to ensure standards
are achieved and legislated sanctions should be considered for non-compliance
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e.g. cost recovery for work involved in achieving compliance. For persistent and
serious non-compliance, suspension of a licence may need to be considered.

6.3 The scheme should be transparent to all stakeholders and MAIC should
continue to provide all pertinent information on at least a quarterly basis.

Structured Settlements

6.4 MAIC continue to promote the option of structured settlements.

Liability for Workplace Accidents

6.5 TheAct be amended to restrict claims to injuries arising from a single event
and not conditions that have developed over a period of time.

Inevitable Accident

6.6 No action be taken to amend the Act to remove “inevitable accident™” as a
common law defence in respect of liability.

Definition of Collision

6.7 No action be taken to include a definition of the term “collision” in the Act.

Trailers

6.8 The existing Nominal Defendant cover in respect of trailers should be
broadened to include accidents outside of Queensland, in respect of liability
attaching to Queensland registered trailers with a gross vehicle mass of less
than 4.5 tonnes, and not otherwise indemnified under a policy of insurance on
the hauling vehicle. For large trailers, broader insurance cover should be
implemented, using the existing Class 24.

Enforcement

6.9 Continued funding through the “Administration Fee” to Queensland Transport
for enforcement activity is supported provided that appropriate performance
benchmarks and monitoring arrangements are in place.

6.10 The Act should be amended to define the term “hire vehicle” so as to
encompass a vehicle offered for hire.

6.11 Anincrease in the penalty under the Justices Regulation 1993 provision should
be implemented for vehicles knowingly insured in the wrong class.

Premium Raising

6.12 CTP cover continues to be funded as an insurance premium and remain
integrated with motor vehicle registration.

Premium Collection

6.13 The Committee strongly endorses the continued collection of CTP premiums
by Queensland Transport, including six-monthly renewal.

Premium Relativities - Taxis

6.14 The premium relativity for taxis should be closely monitored, and incremented
gradually to a level consistent with their assessed class risk rating. The taxi
industry should continue to be encouraged to implement strategies designed to
improve driver accident records and claims experience and hence reduce the
current risk relativity loading.

Premium Relativities - Trucks

6.15 There should be no change at this stage to the current classification of trucks,
which is consistent with nationally determined standards.
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Premium Relativities - Motor Cycles
6.16 The existing rating method for motorcycles should remain unchanged.

Levies

6.17 The Act should be amended to remove the existing provision regarding the
hospital and emergency services levy, and to provide that the Treasurer shall
determine from time to time the contribution towards hospital and emergency
services costs which should be funded from the CTP premium.

Early Notice of Injury

6.18 The requirement pursuant to Section 34(1)(a) of the Act that the driver or
owner of the motor vehicle give written notice to the insurer within one month
after the accident, should be deleted.

Notice of Claim Details

6.19 The Act should be amended to strengthen the requirement that a
“satisfactory’ explanation be provided if the claim is lodged outside the nine
month prescribed period (three months for the Nominal Defendant).

6.20 The existing time limits for giving notice to the Nominal Defendant in respect
of unidentified vehicles should be retained.

Time Limit for Insurers to Resolve Liability under the Industry Deed

6.21 There should be no change to the current requirement for insurers to resolve
disputes between themselves in regard to liability within two months.

Disclosure of Information

6.22 The Act should be amended to make the obligation to disclose information
equal for the insurer and the claimant.

Alcohol and Drugs

6.23 Section 58 of the Act should be amended to align with the wording of the Traffic
Act 1949 in respect of alcohol and drugs.

Fraud

6.24 The Act should be amended to facilitate the prosecution of fraud through
improved investigative powers for MAIC and the establishment of a two year
time limit for prosecutions.

Statute of Limitations

6.25 The current time limits for filing of common law actions in respect of CTP
claims are considered appropriate and should not be changed.

Summary Judgement ( Interlocutory Judgement)

6.26 The Act should be amended so that summary judgements (interlocutory
judgements) in CTP damages claims are prevented.

Court Discount Rate

6.27 The Act should be amended to fix a discount rate of 5% for all components of
damages awards.

Interest on Damages

6.28 The Act should be amended to tie interest rates on all CTP damages to the 10
year Treasury Bond rate.
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Accident Prevention/Rehabilitation Grants

6.29 MAIC should continue to fund appropriately targeted accident prevention and
rehabilitation research projects and initiatives. The Committee considers that
MAIC would benefit from broad-based input via, say, an advisory committee to
assist with deciding priorities.

Governance

6.30 Section 11 of the Act be amended to allow for more than one advisory
committee to be appointed.

Claims Process Benchmarks

6.31 Benchmarks need to be developed for the time taken to decide on liability and
resolve claims with the benchmarks to be reviewed after the revised claims
process outlined in this Report is finalised.

Obligation to Provide Rehabilitation Services

6.32 The Act be amended to provide that, where there is a likelihood of contributory
negligence, notification of the estimated cost and impact of the rehabilitation
services to the claimant prior to the provision of rehabilitation be a pre-
requisite for an insurer seeking any recovery of expenses paid.

6.33 The Act be amended to clarify references to “reasonable and appropriate”
rehabilitation and deductions from damages of amounts paid by the insurer.
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CONTEXT

ACCIDENT COMPENSATION PHILOSOPHY

There are three approaches to compulsory motor vehicle accident compensation insurance
adopted generally by thevarious State and Territory jurisdictions. These are outlined below.

Common Law

A common law system seeksto provide an opportunity for third partiesinjured asaresult of
amotor vehicle accident to bring an action based on negligence for compensation against an
owner/driver.

It is a fault-based system which requires proof of liability. The ultimate recourse, where
liability or quantum of compensation cannot be settled through negotiation, is the Courts.

Whilst the Queensland Motor Accident Insurance Act 1994 has placed an emphasis on the
rehabilitation of injured persons, the basic philosophy of indemnity for owners/drivers is
till apowerful influence on the way claims under the scheme are managed.

No-Fault

A no-fault system provides coverage for any party injured in amotor vehicle accident. It is
based on the premisethat it isin society’s best intereststo ensurethat motor accident victims
return from injury at their optimum capacity without the strains on family and taxpayer
resources which would otherwise apply should such ascheme not exist.

A pure no-fault scheme would operate without any caps on maximum payments in respect
of medical or rehabilitation expenses and future care. Lump sum paymentswould normally
be based on aTable of Injuries.

Thefocus of such aschemeiscearly on medical costs, rehabilitation and future carefor all parties.

Full Coverage (i.e Combination of Common Law and No-fault)

Under this approach, certain benefits (medical, rehabilitation, future care, loss of earnings)
are available to injured persons regardless of whose fault the accident might be. These are
commonly called no-fault benefits or scheduled (statutory) benefits. In addition to no-fault
benefits, some motor accident victims are entitled to pursue under common law general and
other damages arising from persond injuries suffered as aresult of the accident.

The Tasmanian schemeis an example of acombined common law/no-fault scheme.

CURRENT SCHEME

Queendand has had a fault-based common law compulsory third party (CTP) motor vehicle
insurance scheme since 1936, providing access to compensation for those personsinjuredin
motor vehicle accidents where negligence can be established against an owner or driver.

A review of the scheme commenced in 1989 revealed growing concerns about the lengthy
delaysin settlement of claimsand thelack of rehabilitation servicesfor injured persons. The
review resulted in the Government introducing the Motor Accident I nsurance Act 1994, the
legislation under which the scheme currently operates.

The primary objectives of theAct are:

a)  tocontinueand improvethe system of compulsory third party motor vehicle
insurance and the scheme of statutory insurance for uninsured and unidentified
vehicles operating in Queensland,;
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b)  toprovidefor thelicensing and supervision of insurers providing insurance under
policies of compulsory third party motor vehicle insurance;

c) toencourage the speedy resolution of personal injury claims resulting from motor
vehicle accidents,

d) topromote and encourage, asfar as practicable, the rehabilitation of claimants who
sustain persona injury because of motor vehicle accidents;

€)  toestablish and keep aregister of motor vehicle accident claimsto help the
administration of the statutory insurance scheme and the detection of fraud; and

f) to promote measures directed at eliminating or reducing causes of motor vehicle
accidents and mitigating their results.

Features of the Scheme

The CTP schemeis overseen by the Motor Accident Insurance Commission (MAIC) which
isresponsiblefor:

« licensing and prudential supervision of insurers under the scheme;
* monitoring of claims and general provision of rehabilitation; and

¢ recommendationsto Government on premiums and levies payable under the
scheme.

The legidlation requires that motor vehicles used on a road or in a public place be insured
against legal liability for persona injury.

TheAct also establishes the Nominal Defendant to determine liability for and management
of claims by persons injured in accidents with uninsured or unidentified motor vehicles.
Thereare currently six licensed insurers offering CTP insurance. Oneinsurer hasalicence
status of suspended, pending the run-off of its outstanding claims. Fiveinsurers have ceased
to hold licences since the Act commenced in 1994.

Claims Management
The Motor Accident Insurance Act 1994 establishes:

« principlesfor determining theinsurer;

« duty to notify accidents, provide information and notify claims;
¢ claimsprocedures;

» accessto rehabilitation; and

« aprocessfor Court proceedings.

A personinjured inamotor vehicle accident who intendsto makeaclaimunder thelegislation
isrequired to notify the relevant insurer within one month of contacting asolicitor. A Notice
of Claim is to be lodged within nine months of the accident or nine months after the first
appearance of symptoms of theinjury. The Notice must contain adetailed statement of facts
and isto be sworn.

The Notice enables the insurer to make an informed assessment of liability and move into
the rehabilitation and settlement phases more quickly. Once the insurer receives a Notice,
the insurer has one month to determine whether the Notice complies with the legidative
requirements. Fromthe point whereit isdetermined that there iscompliance, theinsurer has
six monthsto determineliability.

Page 24



Review of the Queensland Compulsory Third Party Insurance Scheme

Report

Disputes Between Insurers

Thelndustry Deed, which al insurers must sign asacondition of thelicence, requiresinsurers
to determinewhich insurer isto be the claim manager and the basis on which claim costsare
to be shared. Failing agreement, an arbitrary process is defined in the Regulation. In any
other case where issues remain unresolved after two months, the matter is referred to a

referee nominated by MAIC.

Rehabilitation

Rehabilitation is a principle feature of the Motor Accident Insurance Act. The 1994 Act
introduced specific rehabilitation provisions to the scheme which enable an injured person

to consider early recovery options relevant to his’/her injury experience.

Rehabilitation provisions are designed to:

Rehabilitation should be incorporated into alicensed insurer’s business activities asit isin

promote, encourage and ensure access to rehabilitation services;
empower an injured person to consider early recovery options,

assist in optimum recovery for theinjured person;

enable an early return to gainful employment, where appropriate; and

expedite settlement of aclaim.

fact an integrd part of claims management.

Critical to the success of rehabilitation are early referral, assessment, and devel opment and

implementation of an approved rehabilitation plan.

Premium Pricing

An important function of MAIC isto recommend to the Government premiums payable for

CTPinsurance under theAct.

Thelegidation prescribes a process to be followed in setting rates, which involves:

Levies

seeking submissions from insurers and organi sations representing motorists;
commissioning of actuarial advice;

recommending premium levels (including levies) to the Treasurer;

making of aRegulation; and

tabling in the L egidative Assembly, the I nsurance Commissioner’'s
recommendations.

Thelegidation provides for anumber of levies designed to:

meet the cost of management of the scheme by MAIC;
fund claims against the Nominal Defendant;

meet areasonabl e proportion of the costs associated with public hospital and
emergency services for motor vehicle accident victims; and

cover the costsincurred by Queensland Transport in the collection of CTP
premiums and the capture and dissemination of datafor use by MAIC and
licensed insurers.
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ADVANTAGES/DISADVANTAGES OF THE CURRENT SCHEME

The Committee sees a number of advantages and disadvantages with the current scheme.
Theseinclude:

Advantages

The compulsory nature of the scheme provides full indemnity for owners/drivers
of al registered motor vehicles. Thelink between registration and compulsory
third party insurance provides efficienciesin collection of premiumandin
enforcement.

Community rating by class of vehicle helpsto spread the cost of CTP insurance
across the motor vehicle owning public.

A regulated scheme underwritten by private insurersremoves financia risk from
the Government, disciplines pricing of premiums and ensures premiums are
adequate for therisks.

Unlimited access to common law servesto ensurethat al injured partieswho are
not at fault can pursue aclaim for compensation in respect of their injuries.

Therequirement for insurersto provide reasonabl e rehabilitation servicesto a
claimant assistsin early recovery frominjury, reduces the length of incapacity
and the costs to the health system. It islikely to reducethetotal cost of claims
through the reduction of future economic loss and treatment costs.

MAIC'srolein funding accident prevention and rehabilitation programsis seen
asvery positive and strongly supported.

Disadvantages

Motor vehicle owners do not benefit from price competition with the current
regulated premium-setting process.

Community rating by class does not allow insurersto adjust premiumsin
accordance with individual risk.

Thelicensing and regulation of insurersis seen to discourage the entry of new
insurersinto the market.

The process of linking CTP insurance premium collection with motor vehicle
registration places restrictions on the motor vehicle owner’s opportunity to
change CTPinsurer.

The process of regulated premium setting is seen to be political.

The common law process can mitigate against early delivery of rehabilitation
services because of the adversarial nature of the system.

The scheme is fault-based and provides no coverage for at-fault owners/drivers.

MARKET RESEARCH

The Committee’s preliminary view was that there was not a wide appreciation or
understanding of the CTP schemewithin the community. To better gaugethis, the Committee
engaged a market research agency to conduct a survey of community expectations,
understanding of and attitudes towards the operation of the scheme in Queensland. More
detail on the market survey resultsis provided in Appendix 2.

Page 26



Review of the Queensland Compulsory Third Party Insurance Scheme

Report

The survey method was two-phased, using quantitative and qualitative methods in order to
meet the study objectives.

The key objectives of the market research were to ascertain the public’s awareness of and
understanding of CTR, in respect of the scope of coverage and the current cost and to assess
any perceived need for the schemeto change in any way.

Whilst awareness of the CTP scheme was much higher than the Committee anticipated,
understanding of the scheme is limited, with close to half of drivers surveyed saying they
have alimited understanding or no understanding at all.

The mgjority of drivers surveyed understand that they are not covered by CTPif they are at
fault, or if they are the only vehicle involved in the accident. However, around 30% do
believe they would be covered in these instances. Thisis amatter for concern.

All of the factors currently covered by CTP are rated as highly important, particularly
ambulance, hospita and medical costs, loss of income during recovery period and the cost
of long term care.

Therewas relatively poor knowledge of what the current CTP premium actually is, despite
the recent publicity. However, when advised of the annual premium level of $286 for a
private vehicle, 73% indicated that it was good value for money or that the price was about
right.

Opportunity was also taken in the market survey to test anumber of suggested initiativesto
improve the scheme. Results are reported in the relevant sections of this Report and in
Appendix 2.
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MAIOR ISSUES AND RECOMMENDATIONS

STRATEGIC FRAMEWORK FORTHE SCHEME

A strong priority of the Committee has been the development of several high-level system
criteria against which the scheme’s performance can be measured and monitored in the
years ahead. These criteriarelate to scheme affordability and scheme efficiency.

Affordability

Anindividua motorist’sview of theaffordability of CTPinsurance will depend on anumber
of factors, including financial status, genera attitude to insurance and any previous
experience with claiming under the Act (either personaly, or by family or acquaintances).
Their view may also be influenced by whether they perceive the product as a government
tax and whether they consciously separate the cost of CTP from the cost of registration.

In the market research, there was awide range of responses regarding the cost of CTPfor a
private vehicle. 44% of respondents thought it was below $230; 24% thought it was above
$287 and 16% could not respond. This seemed rather surprising astherewas a considerable
amount of media publicity prior to and at the time the 1999/2000 premium increase was
announced. Also, the premium has not been below $230 since September 1998.

A partid explanation could bethat only asmall proportion of motoristswould have received
their 1999/2000 renewal notices at the time the survey was undertaken. Morelikely though
is that motorists have difficulty separating CTP insurance from the registration process and
see vehicle registration fees and CTP premium as one payment to the Government.

When informed of the current CTP premium, respondents were then asked to rate it on a
valuefor money scale. 31% considered that the premium was about right, 42% considered it
was good value for money and 17% said it was poor value for money. 10% of the sampledid
not respond to the question.

Maintaining appropriate affordability that is acceptable to the genera motoring public is
critical to the long-term viability of the scheme. The ownership of motor vehicles extends
widely through the community and the cost of CTP needsto be appropriate but restrained so
as not to become a burden on those on lower and fixed incomes. Affordability isaso akey
in maintai ning ahigh proportion of insured and registered vehicles, without which the scheme
itself would fail.

From an overall perspective, the schemeisjudged to be approaching the limits of affordability
as a result of the 1999/2000 premium rise. Structures therefore need to be put in place to
moderate further premium rises to levels more in keeping with increasesin capacity to pay.
The Committee considers that an affordability index needs to be devised and adopted as a
seriousindicator and trigger for future action in relation to the scheme.

The suggested indicative index is the proportion that the Class 1 premium is of Queensland
Average Weekly Earnings (adult full-time ordinary timebasis). Class 1 includes private and
business cars. The current affordability ratios on equivaent bases for the various schemes
inAustraliaareshowninagraph earlier in thisReport. The specific affordability upper limit
can be developed as the Committee's recommendations are implemented. 1t will aso need
to take into account the goods and services tax (GST). Theredevant premium indicator in a
competitive model will also need to be chosen e.g. average of Class 1 premiums charged by
insurers.

Other componentswere considered (for exampl e, thefortnightly pension rate). For simplicity,
it was decided to target one income measure only. Average Weekly Earnings (AWE) is
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considered a relatively broad-based measure of capacity to pay. In any case, it would be
expected that, over time, alternative measures would move in a consistent manner to AWE.

Theintent of the proposed affordability index isthat if the CTP Class 1 premiums submitted
by insurersto be approved by MAIC arelikely to result in the affordability upper limit being
exceeded, mechanisms would be triggered including review and redesign of the scheme, to
ensure that the prescribed aff ordability upper limit is complied with. However, it is not the
intention to cap premiums at an artificial level during any transitional period.

The index also has the benefit of providing a clear signa to parties (lawyers, insurers, etc)
involved with the scheme of the need for its continued sustainability and their need to
participate in measures to correct any future emerging imbalance.

Recommendations

1.1  Anappropriate affordability index, based on the percentage that Class 1
premiums represent of average weekly earnings, and an upper limit be
established and prescribed in legislation.

1.2 Ifatany time the insurers’ Class 1 CTP premiums submitted for approval by
MAIC are likely to result in the prescribed affordability upper limit being
exceeded, the legislation should incorporate appropriate mechanisms, including
review and redesign of the scheme, to ensure that the prescribed affordability
upper limit is complied with.

Efficiency

The cost of delivery of benefits to injured partiesis an important part of the affordability of
the scheme. Delivery costs include legal and associated costs, insurer expense and profit
allowances and administrativelevies. 1nthe 1999/2000 CTP premium, the proportion of the
premium which is expected to be paid to injured parties is assessed at 67%, with the
corresponding cost of delivery assessed at 33%. Over the past five years the premium
efficiency has averaged around 63%. (The prospective efficiency for 1999/2000 is higher
because expense a lowances have not risen at the samerate asthe cost of claims. Inaddition,
the premium included areduction from 8.5% to 6% in theinsurers profit allowance.)

The Committee is of the view that the current efficiency of the scheme is too low. The
recommendations of this Report include a range of suggestions in relation to claims
management efficiencies, legal costs and insurer competition which if implemented in full
are expected to improve the efficiency by 5% to 72%. |deally, the Committee sees 75% as
an appropriate longer-term target, although it will not be easy to achieve, particularly given
the GST effect on delivery costs.

A second aspect of scheme efficiency is the relative proportion of claim payments madein
respect of serious injuries and minor injuries. The recent increases in minor claims, many
with little or no merit, have dissipated funds disproportionately. Further work needs to be
doneon the coding and categorisation of claimsto arrive at an agreed measure of seriousand
minor claims, so that an appropriate target ratio can be developed and monitored. A number
of the recommendations of this Report are directed at containing the frequency and cost of
minor claims, which by definition would lead to an improvement in the ratio of payments
made in respect of serious claims.

Further consideration will need to be given to whether the proposed target rates of efficiency
should be based on the Class 1 premium, the average premium or some other measure and to
thetimeliness of using accident year payments (the more accurate measure) versusthe earlier
availability of payment year data.
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Further aspects of scheme efficiency and effectiveness include the speed of delivery and
effectiveness of rehabilitation, the time taken for determination of liability by insurers and
thetime taken to achievefinal settlement of claims. Recommendations on these mattersare
made elsewhere in this Report.

Recommendations

13

14

15

Long-term target rates of efficiency be established, expressing as a proportion
of the premium -

a) payments made to injured parties generally; and
b) payments made in respect of serious and other injury claims.

Necessary improvements be made to claims data collection, especially in terms
of injury severity coding, in order to establish the long-term target rates in
1.3(b).

MAIC to consider whether the rate of efficiency proposed in 1.3 should be
based on Class 1 or all classes and on accident year or payment year data.
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COMPETITION AND NATIONAL COMPETITION POLICY ISSUES

Current Position

Theschemeiscommon law based and coversliability for persona injury arising from motor
vehicle accidents, with the policy of insurance indemnifying an owner or driver of amotor
vehiclewho isfound liable, in whole or in part, for the cause of the accident.

Asisthecasefor al Austrdian jurisdictions aswell as most jurisdictionsin theworld, CTP
insurance in Queensland is compulsory for al maotor vehicles.

The scheme is underwritten by the insurance industry and has operated on that basis since
1936. The policy of insuranceis prescribed in legidlation and thereis no opportunity for the
insurer or the motor vehicle owner to vary the terms of cover, although owners can
independently take out other supplementary cover, e.g. personal accident insurance, but not
as part of the CTP policy. The premium is fixed by regulation and differs only by vehicle
class. With multipleinsurersinvolved in delivery of the product, an insurer cannot refuse to
underwrite or decline to renew apolicy for amotor vehicle owner. Individual risk rating is
not afeature of the scheme.

The Nominal Defendant, as a Government instrumentality, is the insurer of last resort,
carrying therisk for unidentified and uninsured vehicles aswell as the costs associated with
claims should an insurer become insolvent.

Insurers wishing to participate in the Queensland scheme must be licensed with MAIC and,
aslicensed insurers, are subject to ongoing prudential supervision.

Premiums are determined by Government following aquite prescriptivelegislative process.
The legidation requires a recommendation from the Insurance Commissioner, having first
obtained actuaria advice and having taken submissions from insurers and organisations
representing motor vehicle owners.

Since inception of the revised scheme in 1994, the expertise of independent actuaries have
featured strongly in the premium setting process. The objective is to provide afully funded
premium that coverstheinsurers’ risk and alowances for administrative costs and profit.

Following withdrawal by insurersfrom the schemein the late sixties and early seventies, the
businesswas left to aduopoly of Suncorp and FAI. With there-entry of anumber of insurers
inthe early nineties and despite efforts by the new entrants to gain market share, the scheme
has remained very much dominated by Suncorp and FAI. The combined market share of the
two insurers at June 1999 was 83%. With more insurers entering the market, the motor
vehicle owner arguably has benefited through relationship marketing activity. Through this
activity, motor vehicle owners have been ableto obtain discounts on other insurance products
purchased fromtheir CTP insurer.

The scheme, apart from the more recent years, has enjoyed relative stability and premiums
have compared favourably with other jurisdictions.

Problems/Concerns

Appropriate compensation for injuries caused by negligence arising out of motor vehicle
accidents needsto be available. Without compulsory cover there would be some uncertainty
about the capacity of ownerg/drivers to meet the cost of compensation and some risk of
increase in unfunded public health demand for medical and hospital services, as well as
other Government services.

Thereiscompetition between insurersfor market share, but with fixed premiumsthe benefits
to the consumer are limited. The NCP review undertaken by Argyle Capital and Ernst &
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Young has established that the current scheme does not meet the Public Benefit Test set
down under NCP principles and guidelines. According to the report, there are provisions of
the legidation which impact on insurers and as such operate as barriers to market entry.
Theseinclude-

 insurersto obtain and hold aminimum market share (5% in five years);

 if alicenceiswithdrawn theinsurer cannot re-enter the scheme for a period of
fiveyears; and

« congtraints on the level of commissions payable.

The Committee, having independently concluded that the Queensland community is not
appropriately served by current arrangements, concurswith the views of the NCP consultants.
The Committee is further of the view that price competition in the scheme could déliver a
better result for the motor vehicle owner.

Under current arrangements, premium calculations are based on industry wide averages,
which can provideincreased profit marginsto insurers with economies of scale and reduced
margins for insurers with small CTP Queensland market shares and limited business of
similar type el sewhere. The premium process does not take account of any excess profit or
funding shortfallsrelating to past years premium assessments.

The Committee acknowledges that MAIC'srole is a difficult one in maintaining a balance
between the needs of underwriting insurers and the paying motor vehicle owner. For
Government though, the current premium setting process can result in sharper upward
adjustments to premiums than could be possible under a Government run monopoly (with
long-term funding and fluctuating reserve mechanisms), or in aderegulated market.

A magjor concern with the current premium setting process is that it can be a “ cost plus’
exercise. The system, under current rating methodol ogy, can actually reward overall scheme
inefficiencies. The premium is based on industry wide averages and poor performance can
result in higher claims cost. These costs are the primary driver in the premium calculation.

The examination of various alternative schemes has highlighted the advantage of a
Government monopoly with economies of scale, the capacity to take alonger-term view in
premium setting and the capacity to reserve in profitable periods. However, a Government
run monopoly brings arange of issuesincluding the shift of risk to the Government balance
sheet and therisk that afuture Government could resist adjusting premiums at the appropriate
time and to the appropriate level. Also, the track record of government in some other
jurisdictions has not been agood one, with undueinvolvement in the premium determination
process and poorly directed use of assets set aside to cover future liabilities which have
compromised the integrity of the schemes and brought additional cost burdens to motor
vehicle ownersto restore the scheme to financial viability.

The Committee also considered a tender process for future scheme underwriting, but this
concept received no community or insurance industry support and on the basis that it could
severely impact on the ongoing management of the scheme, the concept (unless undertaken
in small tranches) was not considered worth pursuing.

Submissions/Arguments

The compulsory nature of the scheme has been widely supported in submissions and it is
regarded as essential to the continuation of an orderly, financially stable and fair third party
insurance scheme. Only one submission suggested that it be non-compul sory.

Submissions generally supported the existing scheme and advocated no change to the
premium setting process. There were calls for a change to a “file & write” system from
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some insurers. The change of insurer aspect also created alevel of comment, in the main
seeking greater flexibility.

The Committee in its examination of the scheme, closely assessed the various models
operating in Australia and also considered some of the overseas models. In most States the
product is delivered by a Government run monopoly with asingle insurer monopoly in the
ACT. Queendand and NSW arethe only States with multipleinsurers.

In the present scheme, lack of price competitionisamajor barrier to insurersgaining market
share and in the Committee’s view, this is compounded by the impediments currently
affecting the motor vehicle owner’s capacity to transfer to a different insurer on renewal.
The most obvious current barrier relates to the motor vehicle owner who choosesto pay via
Bpay facility, credit card or Australia Post, under which change of insurer isnot possible.

As mentioned earlier, the NCP report has shown that the current Queensland scheme does
not pass the NCP Public Benefit Test. Accepting that there should be greater competition in
the scheme, the Committee has considered various optionsincluding the* greendlip” concept
of NSW and linking of CTP with motor vehicle property damage insurance. It was of
particular note that both systems are well placed to provide rewardsfor good driving.

The Committee is also conscious of the likely added scheme costs that could ensue with
individual underwriting and is particularly attuned to the relatively low costs associated
with the product being delivered through the Queensland Transport motor vehicleregistration
system. The Queendand Transport system a so hasthe major benefit of directly linking CTP
and registration and this combats the level of uninsured vehicles. Furthermore, this system
is much more convenient for customers than many other alternatives.

Proposals

The Committeeisof the opinion that motor vehicle ownerswould benefit by theintroduction
of a price competitive model that maintains the lower delivery costs and convenience
achievable through the Queensland Transport registration system.

The system envisaged is a Vehicle Class Filing model with each insurer required to file a
premium every six monthsfor al classes of vehicles which would apply to al new business
and renewal s from the effective date.

This concept would require MAIC to undertake an actuaria anaysis of the scheme and
establish floor and ceiling premiums as well as the appropriate class relativities. This
regulatory functionis seen asnecessary to maintain alevel of stability and ensurethat insurers
in pursuit of market share do not go below a reasonable “full funding” level. Each insurer
would make its own judgement on its premium rates which would be filed with MAIC ona
six monthly basis. Providing the rates were within the floor and ceiling ranges, the rates
would be approved and set into the Queensland Transport registration system.

All notices issued subsequent to the effective date would show the new rate applicable for
thecurrentinsurer. It isenvisaged that the registration notice would be explicit inidentifying
the CTP insurance costs and levies and indicate that insurers offer differing ratesfor CTR. It
is not envisaged that premium rates filed by each insurer would be shown on the renewal
notice. The Committee would prefer that any dissemination of premium ratesis left to the
insurers as part of their marketing strategies.

It is realised that any change from the fixed premium structure for Queensland Transport
will create additional costs. Preliminary assessment by Queensland Transport indicates that
there would be about $232,000 devel opment costs and ongoing additional costs of $1.4m
per annum (which equates to approximately 60 cents per policy per annum) for the Vehicle
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ClassFiling model. The most significant impact relates to Queensland Transport Customer
Service Centres.

A cost analysis of the model based on a fixed risk premium component indicates that the
average CTP premium across al classes could be delivered in arange of $278 to $296, i.e.
no greater than the currently approved premium. On this basis, the Class 1 premium could
bein therange of $267 to $284 (currently $286).

The scheme actuary has advised that a more optimistic approach to assumed investment
returns, required levels of super-imposed inflation and claims outcomes could result in the
following reductionsin an insurer’s required risk premium component.

Variable Impact on Risk Premium
$ increase/(decrease)

For each 1% increase in discount rate (8.20)

For each 1% reduction in super-imposed inflation (9.40)

For each 5% reduction in claimsfrequency or claimssize (10.70)

Optimistic assumptions are shown here because views have generally been expressed that
the current centrally set basis tends to be conservative. Itisof course possiblefor particular
insurersto hold acontrary view.

The cost ranges per policy per annum for insurers for specific activities are at least aswide
asfollows-

Width of Range
$
Acquisition 12
Claims handling 7
Reinsurance 5

When all the options are combined, it highlights the point that insurers have a range of
variables to consider in setting their competitive position and this should benefit the motor
vehicle owner. Further, the proposal removes the Government from setting fixed prices
(although overal control on scheme affordability and viability will be exercised through
MAIC).

The detailed NCP issues are now discussed.

Competition and premiums fixed by Government (Areas of Concern 3,17, 28 and 29)

A compulsory scheme can be highly efficient. It enables the spread of risk and provides
lower premiums to the motor vehicle owner than would be the case if individuals sought
such insurance independently.

The NCP review examined various models for the delivery of the product and to the degree
it was possible, quantitative analyses have been undertaken testing each option. The
Committee, in expressing aconcern with the overall efficiency of the scheme, doesrecognise
the cost efficiencies associated with the renewal processlinked to the Queensland Transport
registration system. The Committee noted comment in the NCP report that policyholders
are able to obtain cross benefits on other insurance products (reductions in premiums on
comprehensive car insurance and home insurance). However, in the Committee' s view, the
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consumer is not getting the full benefit of competition, which should result from private
sector involvement. Thelack of competition primarily stemsfrom thefixed premiumswhich
apply under the scheme.

In many other jurisdictions, the insurance is delivered by a monopoly, in most cases by a
government owned enterprise. There are distinct benefits in a monopoly insurer including
cost savings compared to the present Queensland scheme. In addition, there are advantages
such as the capacity to take a more conservative approach to premium adjustments and the
ability to smooth premium increases.

On balance, the Committee recognises the value of private sector underwriting, especially
with the scheme carrying outstanding claims liabilities in the order of $2 billion. Further, a
change from the current arrangement potentially would come at a cost to the economy and,
consequently, the Committee favours continuation of a scheme that retains private sector
involvement.

The NCP review evaluated the introduction of a NSW type “file & write” scheme for
Queendland. Such a schemeis recognised as the closest model to a*“free market” operating
inAustraliaand hasthe capacity to ddliver limited individua rating for motor vehicle owners.
The evd uation also highlighted the delivery costs and the overall inefficiency of that type of
scheme in terms of the percentage of premium which ispaid to claimants. By comparison to
Queendland's assessed 62.8% of premium paid to claimants over the last five years, the
NSW scheme delivered 57.2%. The Committee is strongly of the view that adoption of a
NSW style “file & write” model for Queensland could come at significant overall cost and
inconvenience to the motor vehicle owner. The analysis indicates that such a system in
Queensland would result in an overall increase of premiums, with potentially large increases
for some motorists, including younger drivers and those with poorer driving records.

Individual risk rating would also bring a range of problems as has become apparent in the
NSW scheme. Anecdotal evidence indicates that strategies extend to avoidance of risks
from certain socio-economic groups.

The NCP report suggests that if the current scheme design was retained and percentage
allowancesin respect of insurers’ acquisition, policy and claimshandling costswererevised,
some savings could be made on future premium assessments. However, the Committee is
inclined to the view that the present scheme does not provide sufficient inducements through
competitive premium pricing to attain scheme efficiencies.

Modelling the proposed Vehicle Class Filing system on current premium figures suggests
introduction of such asystem could mean asaving inthe order of $20 onthe average premium
(around $45 million to Queensland motor vehicle owners). However, with the dynamics of
competition, the Committee believes that the premium offerings and/or other benefits will
represent even greater savings/advantages over the current highly regulated model.

The Committee is confident that the Vehicle Class Filing model will introduce a greater
level of competition to the scheme and will further encourage the devel opment of marketing
relationships (e.g. other benefits such as no-fault options) that will beto the benefit of motor
vehicle owners. However, the Committee also recognises that the model does have a level
of risk in schemeinstability if premium rates and market shares fluctuate widely. Therole of
MAIC will be crucial in maintaining an appropriate level of stability through the setting of
well chosen floor and ceiling rates. Also in the interests of stability of the scheme, new
insurerswill berestricted from commencing to write business other than from the beginning
of premium filing periods.
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Recommendation

2.1  The current system of government approved premium rates be replaced by a
competitive premium determination process. It is proposed that insurers file
premium rates six monthly by vehicle class which will be approved by MAIC
subject to a floor and ceiling pricing range as determined from time to time.
The model should retain the features of the Queensland Transport motor
vehicle registration system.

Licensing Insurers (Area of Concern 4)

TheMotor Accident Insurance Act 1994 allows abody corporate carrying on the business of
general insurance to apply to MAIC for alicenceto issue policiesfor CTP insurance.

Sections 62, 63 and 64 of the Act set out the provisionsfor thelicensing of insurers and the
conditions of thelicence.

Section 10 of the Act, which outlines MAIC's functions, requires MAIC to establish and
revise prudential standards with which licensed insurers must comply.

The applicant for a licence must be carrying on the business of general insurance in
Queendand and must have executed the I ndustry Deed prior to granting of the licence.

Under Commonwealth legislation, insurers writing business in Australia must be licensed
with the Australian Prudential Regulation Authority (APRA). APRA undertakes extensive
analysis of an insurer’s solvency and capacity to meet ultimate claims cost. However,
information pertaining to an insurer’s financial capacity is not currently shared with the
Statejurisdiction other than in terms of copies of appropriate insurers’ returnsto APRA that
areregularly provided to MAIC.

It would not be the intention of the Committee that MAIC set up and resource afacility to
effectively duplicatethework of APRA. However, MAIC should explorewith APRA greater
opportunity for sharing information. This processis currently underway with the drafting of
amemorandum of understanding that will be signed by APRA and MAIC.

Under the Act an insurer is required to prepare and keep up to date a business plan for its
CTP business and adhere to the plan. An important role for MAIC isto monitor the CTP
business plan of an insurer to ensure that the plan, and the insurer’s CTP operations, remain
appropriate for the financial strength of theinsurer.

The CTP scheme attracts a large annual premium income (estimated at $685 million for
1999/2000) with an outstanding claimsliability estimated to beinthe order of $2 hillion. As
the Nominal Defendant is insurer of last resort, this is a very high exposure for the
Government should an insurer not have the capacity to meet itsclaimsliabilities.

Licensing of insurers controls market access and potentially inhibits the number of insurers
involved in the scheme. It could be argued that this increases the exposure for the
Government should an insurer become insolvent. Conversely, asmaller number of licensed
insurers provides abasis for more efficient control and supervision.

Imposition of standards (including an Industry Deed) by the regulator ensures that an
appropriate Queendand presence, operating structure and staff are maintained by insurers.
It also encourages serious and appropriately structured insurerswhich arelesslikely to fail.
Thelong tail nature of claims requires that only those insurers prepared to make long term
commitment should be permitted to participate.
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Licensing and prudentia supervision isin the best interests of the Queensland community.
The Committee is of the view that there could be alinking of continuation of licensing to
compliance with Commonwealth legislation, combined where appropriate with a pre-set
standard in claims payment rating by arecognised internationa credit rating organisation.

The recommendation from the NCP review wasthat licensing of insurers should continue as
itisseen to bein the best interest of the CTP scheme. It was also recommended that the Act
be amended to strengthen provisionsin regard to insurers leaving the scheme to ensure that
insurers maintain effective, local claims management procedures and resources during their
claimsrun off period. The Committee concurs with both these recommendations.

Recommendations

2.2 Licensing of insurers participating in CTP business in Queensland should
continue, subject to the insurer’s continuing compliance with the relevant
Commonwealth Legislation and with the Motor Accident Insurance Act 1994.

2.3 Claims payment ratings by recognised, international credit rating organisations
(e.g.a Standard & Poor’s Insurer Financial Strength Rating) be included as a
component of MAIC’s overall supervision activities.

2.4  MAIC to continue and enhance its supervision activities in regard to licensed
insurers, in particular through close monitoring of adherence to business plans,
and the commissioning of inspections, audits or actuarial investigations as and
when appropriate.

2.5 MAIC should pursue greater cooperation and exchange of information with
APRA in the carrying out of MAIC’s responsibilities in terms of the Act for
prudential supervision of licensing insurers.

Five Year Restriction on Being Reinstated if Insurer Withdraws

(Area of Concern 5)

Section 62 of thelegidlation placesafiveyear restriction on aninsurer re-entering the scheme
following withdrawal of alicence. The provision ensures that insurers cannot come and go
from the scheme to meet their own strategic objectives. However, it aso limits market re-
entry where there have been exceptional circumstances, e.g. atakeover of an insurer, which
may have caused atemporary withdrawal to meet new owners' requirements at that time.

The matter was considered in the NCP review with the recommendation that the period of
restriction be reduced to one year and discretion givento the regulator to permit aninsurer to
re-enter, where it can be demonstrated that such action would be in the best interest of the
scheme.

In submissions made to the Committee there was very little comment on this aspect, but
some submissions did favour remova of the provision, or at least a discretion for MAIC.
The Committeeideally favoursagreater level of competition. In moving toward theVehicle
Class Filing model it isthe Committee's view that thisfive year barrier to re-entry should be
removed entirely.

Removal of thisrestriction should be accompanied by a strengthening of MAIC's powersto
require and enforce a sufficient presence in the State to manage al outstanding claims to
finality. The degreeto whichtheinsurer meetsthisrequirement should betaken into account
should the insurer wish to re-enter the market in the future.
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Recommendation

2.6 The present five-year restriction on an insurer’s re-entry to the scheme
following withdrawal of a licence should be removed. However, MAIC’s powers
need to be appropriately strengthened to ensure that an insurer ceasing to
write business in Queensland maintains a sufficient presence to manage all
outstanding claims to finality and the degree to which an insurer has met this
requirement should be taken into account if that insurer seeks a licence in the
future.

Industry Deed Prescribing Means Of Sharing Claim Costs Between Insurers
(Area of Concern 6)

All insurerssign an Industry Deed at thetimeof licensing. The Deed sets out the requirements
for the management of CTP business and the basisfor insurers transacting business between
one another.

The Industry Deed does provide for licensed insurers to have sharing agreements but where
more than oneinsurer isinvolved in an accident and where disputes exist after two months,
the Deed sets out the basis for cost sharing and resolving disputes.

The concept of an Industry Deed is seen as necessary where the market has multipleinsurers.
To do otherwise leaves the injured party exposed to lengthy litigation simply to resolve
liability between insurers.

The NCP report, having examined the issues, favours the retention of the Industry Deed
because of its conformity with a clear objective of the legidation and its overal benefit to
injured partiesthrough timely resolution of claimsin circumstances where multipleinsurers
areinvolved. The Committee supports the NCP report conclusion.

Recommendation
2.7 The Industry Deed should be retained.

Nominal Defendant as Only Insurer of Uninsured and Unidentified Vehicles
(Area of Concern 8)

The Nomina Defendant has operated under Government control since its introduction in
1961.

The Nominal Defendant is the deemed insurer for uninsured and unidentified vehicles and
provides gratuitous insurance in specia circumstances, e.g. wheelchairs, trailers. It isthe
insurer of last resort for claims unpaid by an insolvent licensed insurer.

As evidenced in the NCP report, unless the Government was persuaded to a sole insurance
operation, there is little to be gained by private sector involvement in this aspect of the
business.

Under the NSW scheme Nominal Defendant claims are distributed to licensed insurers and
costs shared according to market share. An analysis of claims costs in both jurisdictions
demonstrated that on average in NSW, Nomina Defendant claims exceeded the industry
average by 33%, whereas in Queensland the Nominal Defendant is achieving results on a
par with theindustry. The specialised operation isalso ableto maintain stronger relationships
with Queensland Transport in efforts to minimise the incidence of uninsured motor vehicles
on the road. There is a suggestion that there could be a conflict for insurers in handling
claimsinvolving unidentified motor vehicles.

Therewas very little call in the public submissions for change from the current system.
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Recommendation
2.8 The current Nominal Defendant model should be retained.

Impediments to Change of Insurers (Area of Concern 18)
Vehicle owners renew their registration by severa aternative payment methods, including -
» by personal attendance at a Queensland Transport Customer Service Centre;
¢ by bank authority or Bpay facilities,
« by telephone using acredit card;
¢ through Australia Post or other agencies; or
¢ by mail.

Queendand Transport will not accept a request for a change of CTP insurer other than by
mail or with the insured signing an authority at an office of Queensland Transport.

To ensure continuation of policy coveragewhere payment is not effected by the duedate, the
legislation imposes on the insurer an obligation to provide a 30 day period of grace.
Consequently, to avoid disputes over liability, any change of insurer must be completed
before the due date.

As detailed in the NCP report, there are many barriers to an insurer gaining market share
with asignificant number of submissionsto the Committee suggesting that the processistoo
restrictive and should be improved to allow moreflexibility.

The NCP report recommended that changes be made to the present system to promote choice
for the motor vehicle owner at all times during the year with effect at renewal. The process
should also be made easier.

Given the Committee’s proposed directi on encompassing acompetitive Vehicle Class Filing
mode, it is recommended that the renewa process be conducive to the consumer having a
clear choice and arelatively easy process for change. The Queensland Transport system
should be expanded to allow a change of insurer during the policy year by written advance
notification, but only to take effect at renewal.

Recommendation

2.9 The current impediments to change of insurer by motor vehicle owners on
renewal be removed as far as practicable, but only on the basis that the
registration renewal date and the CTP insurance renewal date remain linked.

Minimum Market Share Requirements (Area of Concern 19)

Section 64 of the Motor Accident Insurance Act and Section 14 of the Motor Accident
Insurance Regulation prescribe that a CTP insurer must have a market share equa to or
greater than 5% at the end of thefinancia year following thefifth anniversary of thegranting
of thelicence. Otherwise MAIC must withdraw the licence.

However, MAIC need not withdraw thelicenceif in the next or subsequent year the licensed
insurer hasashare of the market of at least 4.5% and the insurer had been at aleve of at least
5% in the previousfinancia year.

Theimposition of aminimum market shareis contrary to afree and open market and limits
the number of insurers availableto the motor vehicle owner. Thisisclearly abarrier to entry
to the scheme.
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Conversely, a minimum market share ensures that insurers are substantial participants and
committed to the market and provides the necessary economies of scale in respect of
operating the scheme.

The NCP report has highlighted that the present 5% market share within five years is a
barrier to entry but it also recognises that the long tail nature of the claims warrants along-
term commitment. Thisis unlikely to occur unless an insurer achieves a reasonable market
share. The report also suggests that insurers with a small market share are only likely to
support the Queensland scheme whilst they have a participation in the NSW market.

The NCP report made arecommendation that the market share requirement be lowered to 2%
within five years with discretion given to the MAIC to waive compliance. The Committee, in
recommending amove to amore competitive system, is of the view that the minimum market
share condition be removed all together. However, competition should bring with it alevel of
responsibility and any insurer entering the scheme must be fully committed to the scheme and
ensure claimants are not disadvantaged by a small operation. The insurer must adhere to the
provisions of the Industry Deed, in particular the requirement to maintain an office in
Queensland with competent staff to manage claims. The Committee seesthat the requirements
of the Industry Deed need to be strengthened in respect of an insurer withdrawing from the
scheme, as set out in recommendation 2.6.

Recommendation

2.10 The current minimum market share requirement for a licensed insurer as set
down in Section 64 in the Act and Section 14 of the Regulation be removed.

Optional Cover v Standard Cover (Area of Concern 20)
The current scheme has the same standard of coverage for al motor vehicles.

The person insured under the policy isthe owner, driver or other person whose wrongful act
or omission in respect of the insured vehicle causes injury to someone else and any person
who isvicarioudly liable for the wrongful act or omission.

The policy insures against liability for personal injury caused by, through or in connection with
the insured motor vehicle anywhere in Australia subject to the scope of cover expressed under
Section Five of the Motor Accident Insurance Act, which in essence redtricts the cover to the
driving of amotor vehicle.

The policy does not insure a person against injury, damage or loss that either arises
independently of any wrongful act or omission or is attributable to the injured person’s own
wrongful act or omission.

Submissions generaly supported the concept of standard cover in the interest of injured
parties. The NCP report recommended retention of standard cover as a minimum on the
basisthat it isin the best interest of the community.

The Committee concurs with this recommendation but would like to see the underwriting
insurers offer optional broader cover for “at fault” drivers, acknowledging that such apolicy
would have an add-on cost. The envisaged cover must be meaningful and clearly in the
interests of the paying consumer. Further comment on optiona cover is made later in this
Report.

(Refer to recommendations 5.3, 5.4 and 5.5).

Insurers Unable to Decline (Area of Concern 21)

A CTPinsurance policy under theAct isbinding on the licensed insurer who cannot repudiate
or declineto issue or renew a CTP insurance policy.
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Insurers being unable to decline business is acentra part of the scheme, which ensures that
all registered vehicles have access to CTP cover and hence compensation for those injured.

Thereisfull support for the current system. The compulsory nature of thisinsurance means
that every vehicle owner must be able to purchase an insurance policy.

Retention of the current requirement would bein the public interest.

Recommendation

2.11 The compulsory acceptance by insurers of requests for CTP insurance cover by
motor vehicle owners be retained.

Premium Relativity (Area of Concern 35)

Currently, individual premiumsfor all vehicle classes are set annually onthe recommendation
of MAIC and approved by the Queendand Government. The premium relativities are
intended to reflect theindividual claims experience for the particular class.

There were a number of submissions seeking the subsuming of higher risk groups, such as
taxis and hire vehicles, into Class 1. Such a move, in the Committee’s judgement, is
inconsistent with the principle of classes bearing their own costs.

The Committee is more inclined to a move in the opposite direction, which would see a
broadening of classifications. In recommending the move to the competitive mode, the
Committee envisagesthat over time MAIC could increasetherating classificationsto provide
greater opportunity for differential premiums that could, for instance, cater for remote area
vehicles.

Under the proposed competitive model, MAIC would still need to undertake on actuaria
analysisof theschemein order to determinethe appropriate classrdativities. The Committee
is concerned that if relativities were left to the market to determine, some classifications
may not betreated fairly. To allow theinsurer some scopein its pricing of different classes,
the Committee is of the view that relativities could be set as a range, expressed in dollar
termsor asrelativitiesto Class 1.

Further comments on premium relativities for taxis, trucks and motor cycles are provided
under Supplementary |ssueslater in this Report.

Commissions (Area of Concern 36)

Section 96 of theAct prohibits the payment of commissions to business originators of more
than 2% of the gross premium for new vehicles or those being re-registered, and 1% of the
gross premium for any other CTP insurance policy.

Thereisapersuasive argument that commissions should not be paid on acompul sory product
when the cost isultimately borne by the motor vehicle owner (particularly in apriceregulated
mode!).

The NCP report suggests that, if the scheme desigh was to ater to the Vehicle Class Filing
model, commissions be retai ned, but consideration be given to raising the commission level
caps to facilitate greater competition for motor vehicle owners and insurers. The
disadvantage of permitting higher commission levelsisthat the cost will ultimately beborne
by the motor vehicle owner.

Thereisquite clear evidence that insurers, while complying technically with the legid ation,
use various means to circumvent the intent of it. In the current competitive environment
control of commissions servesno useful purpose and represents another source of frustration
to someinsurers.
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Under the Vehicle Class Filing model, the Committee accepts the need for commissionsin
order for insurersto gain and hold market share. However, thelevel of commissions should
beleft to individua insurers to determine within the overall premium revenue available and
the current restrictions should be removed.

Thereisarisk that someinsurers might adopt short-term strategies, such ashigh commissions
on CTP insurance of new motor vehicles, in an effort to select risk and gain market share.
The Committee considersthat there are a number of factorswhich will control the situation,
including competition factors and the premium ceiling.

If the Government was not to support the Vehicle Class Filing model favoured by the
Committee, then the Committee suggests that the legislation be amended to allow a greater
level of commission and, concurrently, greater power for MAIC to eliminate practiceswhich
seek to get around the restrictions on commissions. Also, MAIC should not allow for
commission payments in premium calculations. This would recognise the differing
approaches of insurersto gaining market share, but the costs would need to be offset against
profit margins.

Recommendation

2.12 Under a price competitive model, there should be no restrictions on insurers in
relation to the payment of commissions, provided that commissions are paid
out of insurers’ profit margins, giving them the opportunity and discretion to
determine their own basis of commission.

Provision of Cover in the First Instance for Negligence of Manufacturers

(Area of Concern 44)

Under the present schemeinsurers are required to meet claim costs, notwithstanding that the
cause of the accident may have been related to a vehicle defect caused by negligence of a
manufacturer or repairer and would have ordinarily necessitated lega action directly against
the manufacturer or repairer. Generdly the claim would have been the province of other
forms of liability insurance.

The policy of insurance extends indemnity to the manufacturer and repairer but affords the
insurer a subsequent right of recovery (Section 58). This requirement is viewed as an
important part of the present scheme and insurers have supported its retention.

The NCPreport concluded that the provision should remain in theinterests of the community.

Recommendation

2.13 The current “first instance™ cover for manufacturers’ negligence be retained,
recognising that it is in the interests of the community.
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CLAIMS

Current Position

TheMotor Accident Insurance Act 1994 sets maximum timeframesfor various stepstowards
theresolution of aclaim.

The following procedures are the essential components of the claims process up until the
determination of liability -

« Anintending claimant isrequired to notify an insurer within one month (Section
34) of contact with alega practitioner and to provide basic information to enable
theinsurer to consider preliminary investigation or rehabilitation initiatives.

» Sothat aninsurer isfully aware of al thefacts on which to make an informed
judgment on aclaim, the claimant isrequired to lodge aforma Notice of Claim
within nine months of injury or the date the symptoms first became apparent
(three months from date of accident in respect of an unidentified vehicle)
(Section 37).

» TheNoticeof Claimiscomprehensivein detail and must contain an offer of
settlement or astatement of reasonswhy an offer cannot yet bemade. Also, the
Notice provideswritten permission allowing the insurer accessto records about the
claimant, relevant to the claim, from awide range of instrumentaities and persons.

* TheAct requires, where aclaim involves two or moreinsurers, for oneinsurer to
act as claim manager (Section 38). The Industry Deed, which forms part of the
Regulation, outlines the process to be followed

« Aninsurer upon receipt of aNotice of Claim has an obligation to make afair and
reasonable offer to settle the claim as soon as practicable.

¢ A claimant cannot issue proceedings until liability has been denied by theinsurer
or until the expiry of six months from the date of receipt by theinsurer of a
complying Notice of Claim. Irrespective of the complexity of aclaim, the
insurer must make a determination on ligbility at this stage (Section 41).

» Onceliahility isadmitted in whole or in part, theinsurer is obligated to make
rehabilitation services available to the claimant on the insurer’s own initiative or
at the claimant’s request (Section 51).

Without including the complexities of multipleinsurersand other complicated aspectsof the
claims processes covered by thelegidation, theflowchart overleaf is seen asarepresentation
of the existing claims process.

Problems/Concerns

There has been an increase in claims frequency from 3.13 per 1,000 vehiclesin 1993/94 to
4.6 per 1,000 vehiclesin 1998/99, and an assumed rate of 4.4 per 1,000 vehiclesin the 1999/
2000 premium calculation.

There is evidence that a significant part of this increase isin smal claims. This can be
illustrated by theincreasein claimsfrom 123% of hospita admissionsin June 1995 to 180%
of hospital admissionsin December 1998. Much of thisincreaseisattributed to the practice
of touting by tow-truck operators (and others) on behalf of some sections of the legal
profession and aggressive advertising by solicitors.

The former legidation (Motor Vehicles Insurance Act 1936) prohibited soliciting for motor
vehicle accident personal injury claims. There is broad support, including from the legal
profession, for aban on touting for businessin respect of CTP claims.
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Lawyer advertising on a“no-win/no-fee’ basis can encourage people to lodge claims who
otherwise would not have done so. On the other hand, lawyer advertising serves the public
interest as it helps to inform the public of its lega rights. However, much of the current
advertising isdirected at attracting business rather than educating the public.

It appears that the “Notice of Accident” form and the current claims process encourages
claimantsto consult solicitors, in some cases unnecessarily. For claimantswishing to handle
their own claims, without legal advice, there is little information available and improved
communication in theform of abrochure and/or call centrewould assist in facilitating direct
claimsif the claimant chooses to proceed this way.

There is a suggestion that the issue of legal fees be addressed under the legislation,
particularly in respect of plaintiff costsin cases of minor injury. Legal and associated costs
in the scheme have remained stable a around 15% of claim payments. However, overal
efficiencies achieved in Court processes have not been reflected in areduction in legal costs
associated with the scheme. This could be attributed to the growth in lower end claimsin
which legal and associated costs arein the order of 25% of overal claims costs, contrasting
with claims over $100,000 in which legal and associated costs are approximately 9%.

High proportions of the payments for small claims relate to general damages and legal and
associated costs. For example, genera damages represent 66% and legal and associated
costs 25% of claim paymentsunder $10,000. Thereare concernsthat the current distribution
of claim monies is inequitable and that the cost of small claimsisout of proportion to their
relative importance.

Thereis support for the retention of the principle of unlimited access to common law on the
basis that caps and thresholds in other States have not generally been proven to result in
lower insurance premiums. Others argue that thresholds will eliminate the smaller claims
and caps on damages paymentswill hel p to keep the scheme affordable.

Rehabilitation is an important feature of the Queensland scheme with clear benefits to
claimants. On the other hand, there may be increases in scheme costs because the
rehabilitation leads to a better quality of life without a corresponding reduction in future
economic loss, or because rehabilitation could possibly be misused as a tool to increase
damages. It is difficult to quantify these various impacts.

The provision of rehabilitation is often delayed because of claimsliability issues and where
claimants take the full timeframe of nine months allowed for notification of aclaim. Other
delays arise in arranging appropriate rehabilitation because the adversarial nature of the
process means that contacts between claimants and insurers are generally through the
claimant’s solicitor.

The claimant and theinsurer have recourse to the Courtswhen disagreements occur over the
provision of rehabilitation. Thisis confrontational and expensive and a mediation process
may be more effective.

Thereisconcern expressed that awards are being made under the headings of |oss of personal
comfort/employee’s services (consortium/servitium) for comparatively minor/temporary
injuries, resulting in some cases receiving more than what is arguably fair and reasonable
compensation. Aswith awardsfor economic loss, thereis some concern about escalationin
awardsfor loss of employee's services (loss of servitium).

Furthermore, there are concernsin respect of the cost associated with Griffithsv Kerkemeyer
gratuitous care awards. However, it has been submitted that such care awards, taken as a
whole, are not adding significantly to the cost of the scheme.
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A significant proportion of the*legal and associated cost” component istaken up by medico-
legal costs. “Doctor shopping” (where the plaintiff and the insurer pursue practitioners
opinions that improve their side of the argument) not only has its own cost, but it also
increases the scope for dispute.

It is suggested that there is aneed for amediation step in the claims management processto
assist both insurer and claimant to resolve issues in dispute before they become part of
litigation. Also, itisindicated that thereisaneed for genuine offersof settlement to be made
before theissue of proceedings. Pre-proceedings conferences are seen as an eff ective means
to overcome these problems.

The NSW scheme requires that reporting of an accident to Police by or on behaf of the
claimant, isaprerequisite to making aclaimfor injuries sustained in amotor vehicle accident.
Thisrequirement is said to be working well with benefitsin combating fraud, and is of some
long-term benefit in accident prevention.

Submissions/Arguments

Therewas, in genera, strong support for the retention of acommon law based system, even
though some changes may be required to contain small end claims.

The Committee explored whether medical assessment tribunals (MAT) could improve small
claims management, by identifying minor claimsthrough appropriate definition of theinjury
and level of impairment. Whilst the MAT concept received no support in submissions, there
was some support from the market research which was undertaken. Generaly medical
assessment tribunals are able to define injury and level of impairment, although some
submissions suggested that they are historically low in their assessments, favouring the
defendant rather than theplaintiff. They aso concentrate onimpairment rather than disability.
Other disadvantagesincluded cost, particularly in small claimsand the fact that asmall level
of impairment did not aways equate to a small claim. On balance the Committee is not
recommending the medical assessment tribunals process at thistime.

Comments on arange of methods considered by the Committee for reducing claims costs,
particularly for small claims, are asfollows -

« Submissions regarding threshol ds were mixed with particular recognition that
thresholds could become less effective as scheme participants devised ways to
get around them.

» Support was generaly in favour of capping economic loss.

¢ The Committee pursued at some length the use of apoint scale as amethod of
determining genera damages. South Australiaintroduced a0-60 scaein 1987.
A new scale could be designed so asto limit amounts at the lower end but
responding appropriately to seriousinjuries and be continuous, thereby avoiding
astepped threshold. There was no support in the submissions for such ascale.
Therewas aview that the problems of the scheme were not serious enough to
tamper with the existing system, which had existed for decades. The Committee
sees the point scale as having anumber of advantages and although it is not
recommending itsimplementation at this stage, if other recommendations do not
arrest the serious claims cost pressures, the Committee strongly recommends that
this should be a priority in any further scheme amendments.

» It was proposed that awell-tested alternative to medical assessment tribunals and
the proposed points scale is the operation of the * Guidelines for the Assessment
of General Damagesin Personal Injuries Cases’ compiled by the Judicia Studies
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Board (UK) and used in the Courts in the United Kingdom since 1992. It was
submitted that the preparation of such abooklet in aform adapted for al
Queendland jurisdictions would have asimilar effect to the points scale without
the need for the creation of specialist medical assessment arrangements.
However, the guidelines are expressed in impairment terms, rather than
disability, and the money ranges are very wide. Thereisaconcern in the United
Kingdom that after four years of operation, thereis already some overstatement
through adding subjective elements. The Committee was not prepared to
recommend the adoption of the guidelines as described above.

» Proposalswerereceived, mainly from thelega profession, to abolish the costs
indemnity rulefor claimsthat are resolved for less than $20,000 or $50,000. One
legal firm submitted that this proposal was unnecessary and unfair. A further
submission offered qualified support for the proposal, but indicated that event
costing should also be considered.

» Submissions regarding the abolition or restriction of loss of personal comfort/
employee's services (consortium/servitium) claims were mixed, for and against.

* Onesubmission called for regulations to be introduced which would govern
medico-legal examinations and reporting. It was submitted that asignificant
proportion of the “legal and associated costs’ related to the gathering of medico-
legd evidence and that restrictions on the number of medico-legal reportswould
save costs and reduce the scope for dispute. One proposal suggested that if
parties cannot agree on an appropriate specialist(s) a selection be made from a
list of approved specialists administered by MAIC. Thislist would beagreed in
consultation between relevant partiesincluding the professiona bodies and the
ICA. Rightswould remain for application to a Court should parties consider they
had been unfairly disadvantaged by the process.

» Pre-proceedings compulsory conferences should be introduced as agenuine
attempt to settle the claims. If the claim is not resolved at the conference, then
the offers should be recorded with cost penalties to apply, depending on thefinal
outcome. Pre-proceedings conferences received alevel of support from the legal
profession.

It has been suggested that the initial claims form should be simplified so that a claimant can
complete it, unaided, if they desire. The current claim form is 24 pages and presents as a
complex and intimidating document, albeit that it covers all relevant matters
comprehensively. Unfortunately whiletheintent of theformisgood, many legal practitioners
pay lip serviceto key elements.

Other commentsinclude -
« thecurrent processis*unfriendly” and difficult for the claimant; and

¢ acentra advisor/assistance facility should be provided to assist claimantsin the
lodgement of claimsincluding the identification of the responsible insurer.

Submissions suggest that the goa of any changes should be to keep minor claims away from
the current adversarial/solicitor/Court system by providing a more administrative and less
litigious approach to managing these claims. One submission recommends a key
performance measure for the scheme should be 30% of claims resolved on a direct basis.
The Committee has some doubtsthat thisis achievable, evenin thelonger term, unlessthere
were movesto eliminate general damagesfor smaller claims, which isthe situation in NSW.
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Most submissions received in response to the | ssues Paper, including a submission from the
Queendand Police, support the reporting of accidentsto Police before claimantswereeligible
to lodge aclaim. Two submissions suggested the report must be in writing. Benefits were
seen as a deterrent to fraud, advancing claim investigations and accident prevention in the
long term.

All submissions, without exception, support proposalsto ban or restrict the practice of touting
for CTPclaims.

Thereis aview expressed in submissions that lawyer advertising has increased the number
of claims. Other submissions do not agree, while some submissions submit that advertising
assistsclaimantsto become aware of their rights. Overall the submissions support restricting
advertising or at least setting advertising standards. The Committee has sympathy with the
view that lawyer advertising has caused or contributed to an increase in claims frequency.
The Committee'sview isthat advertising standards are amatter for the relevant professional
body, which should be provided with the appropriate statutory powers to enforce standards.

The Committee commissioned some analysis of the average claim size of the new cohort of
claims produced from touting and the extremes of advertising to test the assumptions used
for these claims in the premium calculation for 1999/2000. It appears that while some of
these claims are settling quite quickly for small amounts, most claims are following normal
settlement patterns. It is still too early to be definitive on the cost experience for these
claims.

Proposals

The Committee is proposing significant modifications to the existing claims process, as
represented by the flowchart overleaf.

The key features of the new process are a relatively brief Notification of Accident Claim
(NOAC) formto replace the present requirement under Section 34, provisional determination
of liability to facilitate rehabilitation; an Additional Information Form pursuant to Section
37 for more detailed information for claim management purposes; and compulsory pre-
proceeding conferences.

Other initiatives arethe removal of the costsindemnity rulefor a certain category of claims,
a joint medico legal report system, banning of lawyer touting, control of standards for
advertising and a number of claimant assistance initiatives. Some limits are introduced on
common law rightsin terms of an upper limit for recovery of economic loss, and restrictions
on awards for loss of personal comfort/loss of employee’s services, and gratuitous care.
Further initiativesin relation to the rehabilitation aspect of claims management are addressed
in a separate section later in this Report. A number of miscellaneous claims management
issues are also addressed later in the Report.

Based on an andysis of two samples of 500 recently settled claims, the Committee has
assessed the savingsfrom theinitiativesrelating to legal costswill be above 2% of premiums.
The combination of the remaining claims initiatives should yield at least another 1% (in
addition to the saving from the legidation banning touting which will save afurther 3% of
premiumsif fully effectivein halting the practice). Moreimportantly, the cultural signalsto
lawyers, practitionerswho prepare medico legal reportsand insurers are critical to thefuture
of the scheme.
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The detailed recommendations are as follows -

Lawyer Touting (Area of Concern 14)

TheMotor Accident I nsurance Act 1994 currently placesno restrictionson agents/intermediaries
for legd firms approaching potential claimants to encourage the person to seek advice from a

particular lawyer.

Thereisbroad support, including from the legal profession, for aban on touting for business
by lawyers in respect of CTP claims. There is concern that the current alleged practice of
tow-truck operators and others receiving commissions from some solicitors for
recommending potential claimants is contributing to an increasein the incidence of claims,
particularly at the lower end of the spectrum.

Theformer legislation (Motor VehiclesInsurance Act 1936) prohibited soliciting instructions
for motor vehicle accident personal injury claims.

Cabinet, after considering advice from the Committee, has approved the drafting of
appropriate legislative changes to limit this practice. The drafting process has taken some
time because it has been necessary to ensure that the legisation does not have unintended
consequences.

Recommendation
3.1 The Act be amended to ban touting.

Lawyer Advertising (Area of Concern 13)
There are no restrictions on lawyer advertising in the Motor Accident Insurance Act 1994,

Therehasbeen asignificant increasein lawyer advertising relating to persona injury claims,
particularly on a“no-win/no-fee” basis.

Some sections of the legal profession argue that lawyer advertising is not the cause of an
increase in the number of claims because there was no significant increasein 1994/95 as a
result of the lifting of restrictions on lawyer advertising in 1994. This is difficult to test
because claimsfrequency did substantially shift following theintroduction of the new Actin
September 1994, i.e. from 3.13 claims per 1,000 vehicles in 1993/94 to four claims per
1,000 vehicles by December 1995.

Lawyer advertising on a*“no-win/no-fee” basis can encourage people to lodge claims who
otherwise would not have done so.

On the other hand, lawyer advertising serves the public interest as it helps to inform the
public of itslegal rights. However, much of the advertising is directed at attracting business
rather than educating the public.

The Committee has sympathy with the public perception that lawyer advertising has caused
or contributed to an increase in claim frequency. However, the Committee is unable to
conclusively link the increase to advertising, albeit that there was a significant risein claim
frequency, because the introduction of the 1994 Act coincided with the relaxation of
constraints on lawyer advertising.

It is acknowledged that injured parties are entitled to know their rights and equally lawyers,
like any business, have aright to advertise.

There is substantial support from the legal profession for the provision of appropriate
legislative powersto the Queensland L aw Society to regulate and control lawyer advertising.
The issue is much broader than the compulsory third party scheme as it has an impact on
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workers’ compensation and other areas of insurance. The Committee endorses such powers
being given to the relevant authority.

The Committee noted the clear evidence that the major down sizing and/or changes to
defendant legal panels by the two largest insurers has caused a number of legal to take a
very aggressive attitude to obtaining and managing claims particularly ones where the
relevant insurer isinvolved.

Recommendation

3.2 The concept of standards being set for advertising by the legal profession is
supported. The control of advertising standards is a matter for the relevant
authority to exercise appropriate control.

Reporting of Accidents to Police (Area of Concern 16)

Thereisno provision in the Motor Accident Insurance Act which requires aparty involved
in amotor vehicle accident to report the accident to police.However, there is a requirement
under the Traffic Act 1949 for the owner or driver to report al accidentsresulting in personal
injury.

Most accidents involving injury are reported to the Police with appropriate data collected
and available through the Traffic Incident Reporting System. Information relevant to an
accident isavailableto insurers and is often used as a quick reference to determineliability.

Some submissions suggest that reporting of an accident to Police by or on behaf of the
claimant, be a prerequisite to making a claim for injuries sustained in a motor vehicle
accident. A similar requirement exists under the NSW scheme and is said to work well.

Reporting to Police aso has benefits in combating fraud, but more importantly is of long-
term benefit in accident prevention. The Queendand Police Service is supportive of
compulsory reporting for these reasons.

Whilst the Committee recognises that placing an obligation on an injured party to report an
accident not otherwise reported by the owner or driver isanimposition, the overall benefitis
clear. Theformal recording of the report to the Queensland Police Service will provide the
record that the requirement has been met.

Recommendation

3.3 The Act be amended to make reporting the accident to Police a prerequisite to
aclaim.

Early Notice of Injury/Notice of Claim (Areas of Concern 39 & 40)

Section 34(1)(b) requires the injured party to notify the insurer within one month of
consulting a lawyer with regard to a claim. The notice contains minimal information
pertaining to theinjury.

The Notice to be given by the claimant before bringing an action for damagesis specifiedin
Section 37 of the Act. The Notice must be given within nine months after the motor vehicle
accident or the first appearance of symptoms of theinjury.

There are suggestions that the notice requirements of the Act work well.
Other commentsinclude -

¢ current claim notices (Section 34 and Section 37) do not providefor
appropriately timed medical diagnosisfor rehabilitation purposes;

Page 51



Review of the Queensland Compulsory Third Party Insurance Scheme

Report

« thecurrent processis*“unfriendly” and difficult for the claimant;

e appropriate support for claimants for initial claim filing should be available, e.g.
cal centre; and

 theinitial claim form should be simplified so that the claimant can complete it
unaided should they desire. The current claim form is 24 pages and presentsasa
complex and intimidating document.

The Committeeis of theview that -

¢ the Section 37 claim notice istoo complex for most claimantsto complete
without legal advice;

« asimple“Notice of Accident Claim” (NOAC) form should initiate the claim
process,

« the NOAC form should be supplied as soon as possible, so that rehabilitation
services could be provided. To preserve the existing timely notification to
insurersin accordance with Section 34, the NOAC form must be supplied within
one month of consulting alawyer. In circumstances of aclaimant not consulting
alawyer the existing maximum timeframe for the Section 37 notice appliesto the
NOAC form.

« the NOAC form would include an appropriate level of information relating to the
injury and an authority for theinsurer to obtain medical information relevant to
theinjury;

« provisional liability should be decided by the insurer within 14 days. The
liability would not be binding on theinsurer other than for authorised payments;

« theexisting Section 37 notice would be renamed the “ Additional Information
Form” (AlF) and modified to excludeinformation already supplied in the NOAC
form,;

« theinsurer can request the completion of an AlF which must be supplied by the
claimant within 30 days;

¢ acall centre should be established, supervised by MAIC, which would provide
information to injured persons and perform the following functions -

» confirm if the accident has been reported to Police. If not, notify of the
requirement;

» establish theinsurer and adviseinjured person;

» advisetheinsurer of prospective claimant’s details;
 provide Police report to insurer; and

» send brochuresin responseto general enquiries.

The proposed call centre would under no circumstances provide advice of alegal natureto
claimants or potential claimants and care will need to be exercised in the training of call
centre staff to ensure that factual information only is provided.

The insurance industry advocated that the call centre should be operated by the ICA. The
Committee believes that MAIC should operate the call centre because of the links with
Queensland Transport and the fact that potentia claimants would feel more comfortable
dedling with an independent agency.
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Recommendations

3.4  The claim advice currently required under Section 34 of the Act be replaced
with a standard “Notification of Accident Claim” (NOAC) form that includes a
medical certificate and an authority to obtain medical information.

3.5 The NOAC form should be received by the insurer as soon as practicable after
the accident, but no later than the requirements currently prescribed for the
Section 37 notice (see Recommendation 6.19). If a lawyer is consulted, the
NOAC must be submitted within one month of the date of the consultation.

3.6 The insurer is required, within 14 days of receipt of a complying NOAC form, to
make provisional determination of liability.

3.7 AnAdditional Information Form (AIF) similar to the current Section 37 notice
be supplied by the claimant within one month, if requested by the insurer. This
form which is to be in a prescribed format is to supplement the information
already supplied in the NOAC form.

3.8 The establishment of a CTP call centre, supervised by MAIC, is strongly
supported. Sufficient emphasis would need to be placed on the information
available and knowledge levels of the staff of the centre to enable claimants to
receive the information they require on all aspects of the scheme, including the
rehabilitation process.

Unlimited Access to Common Law (Area of Concern 9)

Unlike most States, Queensland’s CTP scheme allows unlimited accessto common law. For
example, thereisno statutory limit on maximum payment of benefits (caps) nor any minimum
degree of incapacity which hasto have been sustained asaresult of injury (threshold) before
common law entitlements can be accessed.

A high proportion of the claim payments for small claims relate to general damages and
legal and associated costs. For example, the data provided by insurers indicates genera
damages represent 66% and legal and associated costs 25% of claim payments under $10,000.

The Committee shares the concern expressed in submissions that the current distribution of
claim moniesisinequitable and that the cost of administering small claimsisout of proportion
to their relative importance.

There is generd support for the retention of unlimited access to common law on the basis that
caps and thresholdsin other States have not been proven to result in lower insurance premiums.

Some submissions suggest athreshold of (say) 10% permanent impairment before common
law may be accessed and/or an upper limit on benefits awarded under particular heads of
damage. Itisargued that thresholds will eliminate the smaller claims and caps on damages
paymentswill help to keep the scheme affordable.

The Committee does not favour the introduction of thresholds on general access to common
law nor caps on general damages assessments at this stage, but the issues do need to be kept
under review.

Recommendation

3.9 The recommendations in respect of the claims process in this Report should be
given time to take effect and be evaluated before any further consideration is
given to the implementation of caps and thresholds in respect of damages
awards, other than the caps and thresholds proposed for loss of consortium/
servitium and in respect of economic loss.
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Medical Assessment Tribunals

The Committee agreesthat the determination of impairment is an important part of the claim
process, and the Committee investigated the utilisation of medical assessment tribunalsasa
method of determining impairment levels which can then be used in the process of
determining general damages. Theinvestigation reveal ed both advantages and disadvantages.

Advantages -
¢ determinestheinjury;
¢ determinesthelevel of impairment; and
« non-adversarial and lessintimidating than Court.

Disadvantages -
« high cost if only used to define minor claims;

¢ only thelevel of impairment is determined not the disability from the
impairment;

 could be seen to be not truly independent (members nominated and paid by the
scheme); and

« could be seen as giving very conservative assessments (based on alleged
WorkCover experience).

Medical assessment tribunals received little support in submissions and the Committee on
balanceis not persuaded to their introduction in the scheme at thistime.

Medico-legal reports

Currently, the number of medical reports obtained by all parties when preparing personal
injuries claims can be excessive and can add considerably tothe cost of the claim, particularly
insmall claims. It iscommon for the plaintiff to obtain reports from the treating specialist
and one or more medico-legd reports from other specialists that may or may not be in the
samefied of medicine. Inaddition, defendantsfregquently obtain check medico-legal reports
in an attempt to counter the plaintiff’s medical evidence.

The Insurance Council of Austraia (ICA) inits submission called for the introduction of a
new regimerelating to medico-legal examinationsand reporting. Thel CA further submitted
that a significant proportion of the “lega” costs component is taken up by medical reports
and regulations should be introduced to govern the gathering of medico-legal evidence.

Unquestionably there are advantagesin having only one expert medical witnessin each case
such as;

 the unnecessary duplication of witnesses; and
« the perception of theimpartiality of the expert witness.

The Committee acknowledges that the claimant should be entitled to obtain reports from
treating doctorg/speciaists. However, in the Committee’'s view, further medical reports
should only be obtained under the following arrangements:

« thespecidistisagreed by all parties or is selected from apanel of approved
specialists administered by MAIC (panel nominated following agreement
between ICA, QLSand APLA); and

« limited to onereport from each field of medicine.
The cost of any medica report(s) so obtained isto be met by theinsurer.

Page 54



Review of the Queensland Compulsory Third Party Insurance Scheme
Report

The ultimate power of the Court to alow further evidence should be preserved in cases
where there has been afailure by the expert to consider relevant medical or other evidence,
or where other special circumstances exist. However, these could be expected to berare.

Recommendations

3.10 The Act be amended to provide that, if the parties in the claims process cannot
agree on an appropriate medical specialist(s) other than the treating
specialist(s) to provide a medical report(s) to be admitted in evidence to
determine those issues related to disability and impairment, a selection is to be
made from a list of approved specialists agreed between relevant parties
including the relevant professional bodies and the ICA. This list is to be
administered by MAIC and the insurer will meet the cost of the medical
report(s) so obtained.

3.11 An application to the Court should be avallable in special circumstances where
one of the parties considers they are disadvantaged in relation to medical
reports.

Compulsory Conferences

The Committee has considered the proposa to introduce compulsory conferences before
proceedings may beissued.

The advantages are:

¢ it provides parties with a chance to negotiate meaningfully for early resolution of
theclaim;

« itreduceslegal costsin claimsthat settle as aresult of the process; and

it can be used to incorporate cost penalties for not settling in atimely manner.
The disadvantages are:

* it adds coststo claimswhich do not settle at the conference; and

* injuries must have stabilised prior to the conference in order for the disahility to
be assessed.

Pre-proceedings conferences received alevel of support from the legal profession.

It is the Committee’s view that the conference process should include the following
requirements -

 that it beinitiated by any party;

« required before proceedings are issued (may be waived by agreement of both
parties);

* must be attended by the claimant or legal guardian and agent of the insurer who
has authority to settle;

e written offers to be made by both parties;
» defendant’sfinal offer and the claimant’s final offer recorded;
» offersare open for 14 days after the conference;

« if intending to issue, the claimant must issue and serve proceedings within 60
days after the conference or within afurther period ordered by the Court on the
claimant’s application; and
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¢ thefollowing cost penalties result from any subsequent judgement if theclamis
not settled at the conference -

« if theclaimant does not exceed the defendant’s offer, the claimant pays the
defendant’s costs on a party and party basis;

* if the claimant exceeds the defendant’s offer, the defendant paysthe
claimant’s costs on aparty and party basis; and

 if theclaimant equals or exceeds hisor her own offer, the defendant paysthe
claimant’s costs on aparty and party basis up until the date of conference and
thenceforth on an indemnity basis.

The Committee sees that compulsory conferences incorporating the above procedures will
assist in the early resolution of claims, particularly minor claims, and reduce the escalation
of damages and costs.

Recommendation

3.12 The Act should be amended to require compulsory conferences to be called by
any party prior to the issue of Court proceedings.The conference process
should conclude with final offers recorded and costs penalties applying from any
subsequent judgement if the claim is not settled at the conference.

General Damages

The Committee has aso considered the option of assessing general damages awards by
reference to a point scale based on the level of disability resulting from a motor vehicle
accident injury. South Australia has had such a scal e operating since 1987 and it has been
seento limit awardsfor genera damageswith very little discernable bracket creep. Thereis
some debate, however, as to whether the awards under other heads of damage have inflated
following introduction of the scale to “compensate”’ for the limitsimposed by the scale.

The Committee envisagesthat ascale of (say) 0-60 points disability could belegislated with
specific reference to the South Australian model. The scale would be continuous with the
lower end of the continuum rising much more slowly. The upper end of the scale would
equate with the current levels of general damages awards.

The advantages of such ascaleare:
« arguably more equitable than subjective methods of assessment;

« assistintheearly settlement of claims because the sca e provides a common
point of reference for both parties;

e minor injuries attract small general damages awards; and

« actsasamechanism to prevent rapid inflation of awards (although thereislittle
evidence of thisin the Queensland Courts at present).

The disadvantages of apoints scae are;

¢ uncertainty asto the consistency of decisionsin determining the point on the
scalefor each level of disability;

« potential risk of Courts“inflating” other heads of damage because of therelative
inflexibility of ascale compared to current methods of assessment of genera
damages; and

» thecomparatively low level of awardsfor minor disability may induce claimants
to maximise symptomsin order to progress up the scale.
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On balance, the Committeeisnot recommending the pointsscal e at thistime. Developments
in the scheme in relation to the level of genera damages awards will need to be closely
monitored and an initiative to limit general damages awards should remain firmly on the
agenda should the cost of general damages continue to escal ate.

Recommendations

3.13 The assessment of general damages at common law should remain unchanged
at present.

3.14 If the affordability of the scheme comes under pressure and payments in
respect of general damages are identified as a significant contributing factor,
then further consideration will need to be given to the early implementation of
a disability points scale similar to the South Australian model.

Economic Loss

Thereissome concern about an escalation in awards for economic loss particularly following

the Blake case in South Australia. It would be opportune to take early action to limit

contagion effects by introducing an upper limit on economic loss (say $2,000 net per week).

Any formulawould need to beindexed. Thoseon highincomes could reasonably be expected

to arrange separate income protection and should not look to the scheme to maximise the

level of protection. Market research results indicate a high level of public support for this

initiative.

Recommendation

3.15 The upper limit for recovery of economic loss claims to be $2,000 net of tax per
week (indexed).

Legal Costs (Area of Concern 12)

An overal concern of the Committee isthat lower end claims are having amajor impact on
the aff ordability of the scheme. Therewould be anumber of waysto addressthisissue, for
example:

« implementation of caps and thresholdsin respect of damages awards (see section
on Unlimited Access to Common Law);

« implementation of adisability points scale (see section on Generd Damages); and

 limitations on recoverablelegal and associated costs, such as abolition of the
costsindemnity rule or introduction of recoverable cost limits.

There were several submissions advocating abolition of the costs indemnity rulefor claims
that are resolved for less than $20,000 or $50,000. This suggestion would effectively mean
that each party would pay its own legal costs in claims which are resolved under the
nominated limit.

Someimplications of the proposa are:

¢ damages might tend to inflate to include abuffer for costs so that the claimant is
not disadvantaged;

* becauseit operates on adollar value of the claim, it could be seen to advantage
the high income earner whose claim will more easily exceed the limit; and

¢ it may smply cause acost shift from the scheme to theinjured party (whether or
not they can afford it).
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The Queensland Law Society and theAustralian Plaintiff LawyersAssociation werein favour
of the abolition of the costsindemnity rule for some claimsin theinterests of overall scheme
sustainability.

Other submissionsto the Review opposed the abalition of the costsindemnity rulefor any claims,
becauseit hasthe potential to be unfair. The concern was aso expressed that such an amendment
would limit the current discretion of the Court to award costs and have an impact on the capacity
of the Court to impose cost pendties for non-compliance with court procedure.

On baance the Committee considers that the abolition of the costsindemnity rule for lower
end clamsis the most appropriate mechanism at this stage to provide a disincentive to the
raising of false expectationsin claims which involve minor and/or temporary injuries.

The Committee considersthat alimit of $50,000 isprobably too harsh and alimit of $20,000
istoolow. The Committee accordingly recommendsthat the costsindemnity rule be removed
for clamswith total payments less than $30,000.

For claimswith total payments between $30,000 and $50,000, the Committee recommends
aset maximum recoverable amount of $2,500 for legal and associated costs.

Costs penalties should apply where subsequent judgements are no less favourable than fina
offers made at the settlement conference stage.

For claimswith total payments of $50,000 or more, the normal appropriate scale would apply.

Recommendation

3.16 The Act be amended to abolish the costs indemnity rule (including outlays) for
claims where the total damages recovered are under $30,000, and to prescribe
that maximum recoverable costs including all professional costs are $2,500 for
claims not less than $30,000 but less than $50,000. However, costs penalties shall
apply in accordance with part 5 of the Uniform Civil Procedure Rules to take
effect from the commencement of the proceedings only where either party
obtains a judgement no less favourable than its final offer to settle made prior
to the commencement of proceedings.

Loss of Personal Comfort / Loss of an Employee’s Services (Consortium / Servitium) (Area
of Concern 10)

There is considerable support for limiting or eliminating access to damages for loss of
personal comfort to the injured person, loss of an employer’s profit asaresult of injury to an
employee (loss of services) and claims for future care provided free to the injured person.
However, there is some suggestion of caution in restricting right of access to particular
heads of damage on the basis that awards under other heads of damage may inflate to
compensate for such loss of access.

The scheme does not have any limitations applying to claims brought by associated parties.
In compensation schemesin other jurisdictions, such claims have been removed or restricted.

There is concern expressed that awards are being made under these headings for
comparatively minor/temporary injuries, resulting in some casesin claimantsreceiving more
than what is arguably fair and reasonable compensation.

Loss of consortium/servitium claims in many respects are simply scheme add-ons. The
Committee's inclination is to restrict these claims to top end claims where there might be
quite substantive justification.

Aswitheconomicloss, the Committee considersthereis potential for an escalationin awards
for loss of servitium and it should take the opportunity now to introduce an upper limit. For
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consistency the limit should correspond with the limit for economic loss, i.e. $2,000.00 net
per week.

A threshold specified in terms of general damages is recommended to remove the bias
towards high income claimants for whom economic loss payments can quickly add up to
more than the threshold.

Recommendations

3.17 Claims for loss of consortium and/or loss of servitium to be restricted to claims
where the assessed general damages component of the injury claim, before
contribution for liability, is in excess of $30,000.

3.18 The upper limit for recovery of loss of servitium claims to be $2,000 net of tax
per week (indexed) consistent with the limit proposed for economic loss claims.
Awards for Care (provided free to the injured person) (Area of Concern 11)

Gratuitous care (Griffiths & Kerkemeyer) as a head of damage has increased in cost over
recent years. Although some other States have eliminated or introduced restrictions on
entitlements, Queensand has maintained unrestricted entitlement.

Thereareconcernsin respect of the cost associated with gratuitous care awards. However, it
has been submitted that such care awards, taken as awhole, are not adding significantly to
the cost of the scheme.

Nevertheless, the Committee is of the view that gratuitous care awards should apply where
claimants are able to demonstrate:

 that the activities now being provided gratuitously were activities previously
undertaken by theinjured party; and

« that the provider has suffered aloss of income.
Therateto apply isthe rate of lost income or the commercial rate, whichever isthe lesser.

Inlarger claimsit is considered that gratuitous care awards should be available even if the
provider has not suffered aloss of income.

Recommendation
3.19 The Act be amended to stipulate that claims for gratuitous care should only

apply:

. where it can be demonstrated that the activities now being provided
gratuitously were activities previously undertaken by the injured party;
and

. if the assessed general damages component of the injury claim, before
contribution for liability, is less than $30,000, the provider has suffered loss
of income.

The rate at which such services shall be assessed is the commercial rate for such
services or, in the event of the provider earning income, the rate of lost income
or the commercial rate whichever is the lesser.
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SUCCESSFUL REHABILITATION OUTCOMES

(Area of Concern 47)

Current Position

Rehabilitation is a principal feature of the Motor Accident Insurance Act 1994. One of the
objectives of the Act is“to promote, and encourage, as far as practicable, the rehabilitation
of claimants who sustain personal injury because of motor vehicle accidents’. The Act
requires CTP insurersto ensure that reasonable rehabilitation services are made available to
the claimant and progressively fund such services once liability has been admitted on a
claim. In many cases, particularly where the injury is serious in nature, the insurer may
choose to make rehabilitation services available to the claimant prior to the admission of
liability, although this cannot be taken as an admission of liability.

Under previous legidlation, there was no specific encouragement or choice for the injured
person to access rehabilitation support. Whilst awaiting settlement, the cost of injury in most
instances was borne directly by the individual and their family and by the health care and
social security systems.

Introducing rehabilitation into the CTP scheme was seen to have two distinct benefits - a
quality of life benefit and a potential cost containment benefit. By actively encouraging and
adopting rehabilitation programs, CTP insurers and injured persons benefit from optimum
recovery of the injured person and a speedier claim settlement. The community benefits
from the reduced reliance on community-funded hospital and emergency services, Medicare
and Social Security payments, particularly where injured persons have ongoing disabilities
which diminish their ability to care for themselves or to earn an income.

A crucial feature of a successful rehabilitation outcome is early intervention. It iswidely
recognised that if rehabilitation is needed, it must be provided as soon as possible after the
injury, and preferably in accordance with a rehabilitation plan prepared by a medical
practitioner or arehabilitation provider.

Problems/Concerns

In the Queensland scheme and other similar common law schemes, rehabilitation has
emerged as an uncomfortable fit with the adversarial nature of common law. Timeframesfor
claims lodgment and ongoing liability issues can mean delays in accessing rehabilitation
support. I nsurers are often reluctant to agreeto meet any rehabilitation costsprior to admitting
liability for the claim. The complexity of the current claims process also leaves many
claimants feeling intimidated and there is ageneral lack of knowledge of what services are
available and how progressive funding can be accessed. On the other hand, rehabilitation
services might be misused as atool to increase damages.

Submissions/Arguments

The submissions supported the continuation of the provision of rehabilitation in the scheme.
Some amendments were suggested to the process to ensure that rehabilitation costs met by
the scheme are appropriate to the needs of injured persons, without being excessive.

It has been suggested that the most effective way to overcome the problems caused by the
common law framework would beto detach the provision of rehabilitation from the common
law process, by the establishment of acentralised rehabilitation unit funded by alevy onthe
existing premium pool. Although this would remove the adversaria aspect from the claim
and ensure immediate payment of medical and rehabilitation costs, it would most likely
create its own set of problems, e.g. whereliability wasasignificant issue. 1n many respects
rehabilitationisintegral to claims management processes. Itisessential tolink rehabilitation
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costs to claims outcomes. Without this linkage, the CTP insurer would lose management
over aspects of the claim which may influence and/or cause cost implications. Disputes
over treatment rights could develop and complications arise with the settlement of common
law claimsin respect of future medical treatment and rehabilitation.

A related suggestion was to suspend litigation during the period a person is undergoing
active rehabilitation, so that the injured person and the insurer’s rehabilitation staff have no
dealings with solicitors over this time. The major concern with this suggestion is that the
common law process could be suspended for quite some time, leading to an elongation of
settlement of the claim. The present practice of concurrent activities should be maintained.

Proposals

The Committee recommends the adoption of strategies within the existing framework that
makethe claims process more accessibleto claimants by providing information and promote
a baance between successful rehabilitation outcomes for claimants and cost containment
within the scheme.

A range of strategies is addressed below. Thereis some overlap with items relating to the
claims process which have been discussed in an earlier section of this Report.

Information Packages / Community Awareness

Currently, an explanatory brochure for the scheme is sent out with every motor vehicle
registration renewa notice. The information in the brochure is primarily directed at motor
vehicle ownerg/drivers. MAIC has atoll-free number to provide information and assistance
in respect of general CTP inquiries by the public, but this number is not well publicised.

There is no written information describing the process for injured persons to access
rehabilitation or in fact describing the whole claiming process. Such brochuresareavailable
in some other jurisdictions. Claimants are not aways aware of the entitlement to reasonable
and necessary rehabilitation and may not optimisetheir accessto rehabilitation for thisreason.

Information packages were widely supported in the responses to the Issues Paper. There
was aso support for community education processes regarding the CTP scheme and its
benefits. Information packages should -

< contain details on the general conduct of claims and the rights and
responsibilities of claimants, legal and medical advisersand MAIC;

« facilitate direct access between claimant and insurer and perhaps reduce the need
for legal involvement;

« provideastep by step guideto the claims process as specified in the Act;

« encourage early notification of aclaim and highlight the advantage of early
access to funded trestment and rehabilitation; and

* bedistributed and accessed through avariety of settings and systems, using a
variety of formal and informal media and communication channels.
The channels of communication could include -

¢ brochures distributed with registration renewal and driver(s) licences and made
available at offices of CTPinsurers, Queendand Transport offices, motorist
organisations, Union offices, doctors' surgeries, hospitals and rehabilitation
provider premises;

« information packages sent out to claimants upon request viathe call centre;
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* MAIC web-page where users can find the answers to most frequently asked
guestions about the scheme; and

e E-mail accessto MAIC to address specific queries.

Recommendation

4.1 Information packages be developed by MAIC and made available to claimants
and other interested parties to explain the claims and rehabilitation processes,
to encourage early notification of claim and to highlight the advantage of early
access to funded treatment.

Central Advisory / Assistance Facility

The strategy in relation to acentral assistance facility is discussed in the previous section of
this Report. It isimportant that this facility provides sufficient emphasis on rehabilitation
issues in conjunction with general claim processissues.

Improved Information Channels for Service Providers

MAIC rehabilitation guidelines currently exist for CTP insurers, legal practitioners and
rehabilitation providers. The guidelines for insurers and legd practitioners are currently being
revised and are being extended to include guidelinesfor medica practitioners. When requested,
MAIIC gtaff to provide training presentationsto stakehol der groups on aspectsof CTP.

There is widespread support for MAIC to adopt a greater educational role in respect of
medica practitioners, rehabilitation providers and solicitors to enhance their understanding
of the CTP process and rehabilitation issues.

There is significant insurer support for a comprehensive education program on the CTP
legidation for General Practitioners (GPs) in particular, with emphasis on the reasonable
and necessary rehabilitation provision. GPs play asignificant rolein the clinical management
of CTP claimants, but have difficulties at timesin fulfilling thisrole dueto their general lack
of exposureto the scheme on aregular basis.

Information channelsto assist thisinitiative are -
« MAIC web page;
* articlesin newdetters of relevant associations;

* MAIC presentations to rel evant undergraduate and post-graduate training
programs; and

 introduction of aspecific CTP medical certificate which forms part of the
Notification of Accident Claim form with appropriate information on the
scheme, in particular rehabilitation, on the reverse of theform.

Recommendation

4.2  That appropriate initiatives for improved information flow for medical and
rehabilitation service providers be implemented.

CTP Medical Certificate and Authority for Insurer to Contact Treating Medical
Practitioner

No medicd certificate or authority to obtaininformation iscurrently required with the Section
34 notice. An authority is required with the Section 37 claim form, but a formal medical
certificateis not required.

Thetimeframe for the Section 34 noticeis linked to consultation with alawyer, not with the
date of the accident. It should be noted that the original intention of the Section 34 provision
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wasto place theinsurer and the plaintiff lawyer on an equal footing in termsof investigating
a claim. With the evolution of experience with the 1994 Act, insurers have looked for
information which would assist in the provision of reasonable and necessary rehabilitation
at the Section 34 notice stage. The Committeeisof theview that the Section 34 requirement
should be replaced with aNotification of Accident Claim form. Inthisway, early intervention
for treatment of injuries or payment of reasonable costs can be facilitated through the
availability of early medical information.

A pre-printed form which has standard everyday wording, similar to the NSW Motor
Accident Authority form, could be used. The form would contain brief information about
the claimant and the accident (sufficient for provisional determination of liability) and a
medical certificate and an authority.

The authority would allow the insurer to contact any doctor, hospital or heath service
provider, police or workers' compensation insurer and obtain information relevant to the
claim. It should lead to more open dia ogue with the doctor at an earlier stage post-injury.

The medical certificate would give a diagnosis and extent of injuries and may indicate
proposed treatment. Completion of the medica certificate would be a pre-requisite for the
insurer to consider funding treatment expenses and/or settlement of claim.

Thetimeframe for lodgment of the Notification of Accident Claim form would be linked to
date of accident. Within 14 days of receipt of acomplying NOAC form, theinsurer would be
required to make provisional determination of liability and make contact with the claimant
to arrange early intervention for the purpose of paying medical and allied health treatment
costs. Although the legidative requirement for lodgment of the Notification would be nine
months from the accident, the information provided to claimants about the scheme would
emphasise that early lodgment of thisform leads to early access to progressive payment of
rehabilitation costs.

(For details on recommendations regarding the Natification of Accident Claim form, the
Additiona Information Form and the call centre, please refer to sections 3.4 to 3.8).

Protocols for Direct Contact Between Insurers and Claimants

Delays frequently arise in arranging appropriate rehabilitation because contact between
claimants and insurersis generally through the claimant’s solicitor.

The tradition of legal representation needs to be recognised, but protocols for insurers to
contact claimants directly could facilitate timely rehabilitation intervention and generally
assist with facilitating the claims process.

No forma protocols exist at present in relation to the CTP scheme. A set of protocols was
drafted and agreed to by the CTPinsurersand representatives of the Queensland L aw Society
and theAustralian Plaintiff LawyersAssociationin 1998. The Committeeisof theview that
these protocol s should be finalised and implemented. The basis of the protocols are -

< wheninvestigating the need to provide rehabilitation, the classification of
rehabilitation requirements and the establishment of rehabilitation treatment,
licensed insurers shall not directly contact injured personswho arelegdly
represented without first giving reasonable notice to the legal practitioner by
letter, phone, fax or e-mail; and

« theinsurer shal providetheinjured person’s solicitor with acopy of any
correspondence or record of oral communication conducted under an authority to
obtain information and of any reply received.
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Itisalso suggested that, in addition to the above, the protocolsincludethe optionfor insurers
to forward to the claimant acopy of any correspondence sent to his’her solicitor. Thiswould
ensure the claimant is kept informed and communi cation delays do not impede the progress
of the claim and rehabilitation matters.

Recommendations

4.3 Protocols should be implemented which enable insurers to contact claimants
directly with respect to rehabilitation, provided the claimant’s solicitor is kept
informed of the nature and content of any communications.

4.4 Insurers should have the option of forwarding to the claimant, copies of
correspondence between the insurer and solicitor, so that all parties to the
claims process are informed.

Claimant’s Obligation to Mitigate Damages
Under common law, claimants have an obligation to mitigate their damages.

Section 54 of the Act outlines steps the insurer may take if the claimant is not seen to be
mitigating his’her damages by such action as-

¢ undergoing medical treatment;
¢ returning to work or taking specified stepsto obtain employment; or
« undergoing rehabilitation therapy or rehabilitation programs.

Current interpretation of Section 54 is that the insurer has to prove that the claimant has
mitigated their injury circumstances. The claimant does not have aresponsibility under this
provision to prove that he or she is mitigating their injury experience.

The obligation of a claimant to mitigate his’her damages should be clearly stated in the
legislation and highlighted in any information package.

Recommendation

4.5 Section 54 of the Act be amended to place a greater obligation on the claimant
in respect of mitigating injury.

Benchmarks for Speed of Delivery and Effectiveness of Rehabilitation

Inidentifying what the legidlation intends to achieve from CTP rehabilitati on, measurement
criteria for effectiveness and/or performance are required. The specified processes in the
legislation should lead to appropriate identification of the need for rehabilitation. Some
examples of elements which could be incorporated in an evaluation of rehabilitation in the
CTPschemeare-

« outcomesfor rehabilitation programs;
« outcomesfor identifying criteriafor rehabilitation referrals; and
« outcomesfor comparison of rehabilitation between CTPinsurers.

The submissionsindicate that thereis support for strategies, such asbenchmarking, toidentify
and record the effectiveness and the efficiency of the CTP scheme.

Benchmarks for rehabilitation would need to address both qualitative measures and
guantitative measures -

e quantitative - reduction in economic loss and general damages dueto
rehabilitation involvement, including a comparison to delivery costs; and
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e quditative - quality of lifeissues particularly for those who are unableto return
to work or gain employment due to their injury.

The development of benchmarks must allow for scheme design and characteristics.
Benchmarks developed for ano-fault scheme are not generaly appropriate for comparison
with acommon law scheme.

A number of possible benchmarksfor rehabilitation are -

¢ monitoring the percentage of rehabilitation paymentsto total payments and the
percentage of medical paymentsto tota payments;

« number of daysfrom claim report that rehabilitation isfirst provided or a
rehabilitation plan is agreed upon; and

* percentage of claimantswho return to work after rehabilitation.

MAIC engaged a consultancy team in 1998 to examine the operation of rehabilitation in the
scheme. A number of interesting themes and issues were identified, but the inherent difficulties
with underteking quantitative andysis in this area were highlighted. The Committee is of the
view that further efforts should be made to address the quantitative dataissue.

Recommendation

4.6  MAIC should develop benchmarks and performance standards by which the
speed of delivery and effectiveness of rehabilitation can be measured and
monitored on an ongoing basis. The benchmarks and performance standards
should be related to the scheme overall and to individual insurers.

Mediation to Resolve Disputes about Rehabilitation Issues

Although the scheme encourages solicitors and insurersto negotiate on rehabilitation issues,
thisrarely occurs. Rehabilitation is sometimes delayed because of disputes over payment of
treatment and/or rehabilitation expenses. In some situations the claimant can commence
legal proceedingsin accordance with Section 51 of theAct, asto whether or not “reasonable
and necessary” rehabilitation services are being provided.

The Committee believes there is a need for a specific mechanism to assist in resolving
potential disputes on rehabilitation, other than proceeding to Court determination.

The process would be available to all claimants but would particularly benefit those injured
persons who choose to claim direct on the insurer without legal representation.

This mechanism would need to be non-intimidating for claimants, need not necessarily
requireasolicitor and be seen asimpartial. A mediation process can reduce the potential for
relationships to become unnecessarily adversarial.

Thissuggested mediation opportunity should occur when theinsurer and the claimant areunable
to agree on rehahilitation issues. The ultimate recourse would remain with Section 51 actionin
the Courts.

Recommendation

4.7 Mediation should be made available to assist both claimant and insurer to
resolve potentially disputable rehabilitation issues. The mediation process
should be facilitated by MAIC acting as an independent third party.

Clinical Practice Guidelines and Treatment Outcome Standards

The medical and rehabilitation professions are moving towards evidence-based medicine
and associ ated devel opment of clinical practice guidelinesand treatment outcome standards.

Page 65



Review of the Queensland Compulsory Third Party Insurance Scheme
Report

As Governments continue to move to output-based budgeting, these initiatives will also
increase in importance. Best practice treatment and rehabilitation would naturaly be of
assistance in the CTP scheme, leading to the best possible use of resources.

The development, dissemination, implementation and evaluation of clinical practice
guidelinesis, however, alengthy, systematic process and needstoinvolve amulti-disciplinary
approach with broad level consultation. This type of guiddineis actively encouraged at a
national level, with alead role in defining the process being taken by the Nationa Health
and Medical Research Council. The NSW scheme has recently placed ahigh priority onthe
development of clinical practice guidelinesfor thetreatment of whiplash associated disorders.
MAIC has provided funding and analytical input for the development of guidelines for the
management of anxiety associated with motor vehicle accidents. Neither of theseguidelines
isyet at the implementation stage.

Treatment outcome standards are regarded as an even more difficult area to define and
manage. The Committee is of the view that significant developmentsin this area are some
timeinto the future.

Recommendation

4.8 While the Committee acknowledges the difficulties of developing appropriate
clinical practice guidelines, they are seen as important and continued
development should be encouraged and supported. Once a set of guidelines has
been developed, it should be adopted wherever possible, if necessary with
legislative backing.

Schedule of Fees for Treatment and Medical Reports

At present, insurers need to pay the fees that are charged by medical providers. There is
some discontent that providers sometimes seem to have one genera rate and a specific
higher rate for compensable matters. 1t was suggested that a schedule of feesfor trestment
and medical reportsin relation to CTP be devised and implemented.

The Committeeis of the view that such a schedule would be difficult to implement and may
simply shift the cost gap from the insurer onto the claimant.

Thereiswide-spread support, particularly among insurers, for CTP claimantsto be charged
at alevel which is the same or lower than fees charged for non-compensable patients. It is
therefore suggested that the Insurance Council of Austraia (ICA) negotiate with health
provider associati onsto determine what would be acceptable feesfor theinsurance industry.

Recommendation

4.9 Insurers,direct or through the ICA, should negotiate with health provider
associations on acceptable fees for treatment and the provision of medical
reports in relation to CTP matters. Legislative control and prescription of such
fees for CTP purposes is not supported.

Proposal for a $300 payment without admission of liability

The Committee’s suggestion of a $300 provision for payment of medica and rehabilitation
costs without admission of liability by the insurer received support in the market research
(81% of respondents found the initiative appealing). However, it received little support
frominsurers, solicitors and service providers.

The problems associated with such an arrangement are seen to be -

« thefigureis of insufficient benefit to significant/seriousinjuries;
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 the provision would be expensive to administer;
¢ it would be susceptible to fraud, particularly over-servicing; and

* it hasthe potentia to increase claims costs without any offsetting reductionsin
other components of claim payments.

The Committee accepts that these issues could impede the success of such an arrangement.
The overall problem that the initiative was designed to solve (early access to appropriate
rehabilitation) is addressed by a number of Committee recommendations, including the call
centre facility, the Notification of Accident Claim form incorporating a medical certificate,
the requirement for insurersto decide provisiond liability within 14 days and the improved
information channelsto service providers.

Theproposal for a$300 payment for treatment costs, etc without admission of liability isnot
to be further pursued at thistime.
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EVENT COVERAGE (NO-FAULTV COMMON LAW SCHEME)

(Area of Concern 2)

Current Position

The present scheme coversliability for personal injury arising out of motor vehicleaccidents
and indemnifies an owner or driver of avehiclewhoisfoundto beliable, inwholeor in part,
for the cause of the accident.

While the Queend and scheme hasfull accessto common law, in some other Statesthereisa
mixture of common law and no-fault.

Although the Queensland CTP scheme has been fault-based since 1936, thereis still adegree
of misunderstanding about event coverage. In the market research, only 57% of respondents
were aware that they would not receive compensation if they were an at-fault driver; 32%
considered that they would be covered; and 11% did not know whether they would be covered
or not. Thisresult confirms the anecdotal evidence that a significant number of people are
not aware that they, or other driversin their family, are not covered in such situations.

Problems/Concerns

In acommon law scheme, access to rehabilitation as soon as the needs are known is not as
eas ly achieved asit would be under ano-fault scheme.

There are some significant problemsin relation to at-fault driver events. These include -

« asgignificant lack of awareness by the motoring population that no compensation
will be payable if thereisno negligent party for the injured person to sue;

¢ thepotential financial impact on a person with amoderate injury who, for
example, suffersloss of earningsfor some period of time, plus private medical
bills, etc; and

¢ themgor financial and emotional impact on a person and their family when a
catastrophic injury occurs, such as quadriplegia, paraplegiaor serious acquired
brain injury. Inthissituation theinjured person will need to rely on the
immediate family and the public system for long term care and support.

Submissions/Arguments

Thereissupport, particularly from thelegal profession, for the retention of accessto common
law on the grounds that the current scheme works well and delivers appropriate benefits to
injured parties.

Thereisaso alevel of support for the introduction of a compensation scheme providing a
scale of benefits (medical, rehabilitation and care costs, loss of wages, efc.) on a no-fault
basis. This would cover persons (including drivers) injured in motor vehicle accidents,
irrespective of fault.

The no-fault concept could be broadened to allow access to common law with or without
limitation, such astheVictorian or Tasmanian models.

Thereare, however, potentia difficultiesin attempting to operate ano-fault component within
a predominantly common law scheme. For example, there would be inconsistencies if the
common law component provided lump sum benefits and the no-fault component provided
income benefits. Common law benefits al so take longer to deliver than no-fault benefits.
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Proposals
The Committee examined two possible no-fault systems to address the issues -

» ano-fault component in the existing common law schemeto provide benefits
to catastrophically injured persons; and

» anoptiona first party policy which could be purchased at the time of
purchasing the compulsory third party policy.

Details of theanalysisare asfollows -

No-fault Long Term Care Component

Tasmania has implemented a scheme whereby injured personsin need of at least two hours
of care per day are entirely supported by long term care arrangements from the Motor
Accidents Insurance Board. At present, 50 personsare covered by these arrangements. The
associated premium for Tasmania’'s CTP has remained affordable.

As part of its no-fault scheme, Victoria provides a degree of support to at-fault drivers,
although the greater level of benefits is provided to those who meet the 30% whole person
impairment “ gateway” into the common law scheme.

In NSW, andysis has been undertaken on the potential design and cost of a similar style
scheme to Tasmania. As yet no action has been taken due to the anticipated high level of
cost, especialy in a State where CTP premiums are aready expensive. The NSW proposal
would cover both at-fault and common law claimants, giving them a high standard of long
term care.

In al of these frameworks, a crucial factor is the “gateway” to the no-fault and long term
care benefits. Schemes could quickly become unaffordableif the benefits become available
to amuch broader range of injured persons.

In the current Queensland common law scheme, the premium analysis indicates that
approximately $45 per policy is provided for an estimated 67 persons per annum with very
serious injury. These persons are identified as those with claim payments over $500,000,
which includes past and future economic loss and general damages.

There would be good arguments for defined, income-based benefits to be provided to at-
fault drivers suffering serious injury, but to introduce such benefits to a small group of
claimants per annum would present considerable difficulties. They would be more complex
to administer and would raiseissues of equity between fault-based and no-fault claimants.

Accordingly, some analysis has been conducted for the Queensland scheme on the basis of
no-fault claimantsbeing entitled to the same benefits asfault-based claimants. Itisestimated
that there would be between 30 and 40 per annum seriously injured no-fault claimants who
should arguably be covered by an accident compensation scheme, but are not covered by the
current scheme. To provide cover for these personswould cost of the order of $25 per policy
if they were paid the same benefits as fault-based claimants. However the “gateway” to
these benefits would need to be very strictly managed.

In the submissions in response to the Issues Paper, there was a mixed reaction to the
suggestion to introduce a combination of acommon law/no-fault scheme. Those in favour
of the proposa said that it would remove some of the burden on the public system and
provide better health outcomes. Those opposed to the proposal mainly concentrated on the
potential expense of such a system and that the provision of no-fault benefits might induce
persons to be less careful on the roads.
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Whilst the Committee is very supportive of someform of no-fault cover, the difficulties and
potential inequities are acknowledged and on balance, the Committee is not inclined to
recommend such an option at thistime. However, the matter should be kept under review.

Recommendations
5.1 The Queensland scheme should remain a fault-based common law scheme.

5.2  The introduction of a no-fault component for catastrophically injured persons
not proceed at this time, but the matter be kept under review by MAIC.

Optional First Party Cover

Inthe NSW scheme and in the early stages of Queensland’s 1994 Act, some privateinsurers
provided, free of charge, an At-Fault Driver Cover with every CTP policy. Thiscover wasa
defined benefit for very particular injuries, e.g. quadriplegia ($250,000), amputation of both
hands or both feet ($50,000), total loss of eyesight ($100,000) or hearing ($50,000). The
events covered by these policieswould not be very common and the cover isrendered invalid
if the driver was under the influence of acohol or drugs. In essence, such cover would
appear to be at minimal cost with minimal real benefit.

The Committee has analysed the possibility of establishing an optiona first party policy
which would be offered by insurers at the time of vehicle registration or renewal. Because
one of the objectives would be to rai se the awareness of the motoring population that CTP
did not cover at-fault driver situations, it was seen as preferable for such a product to be
added onto the CTP premium, unless the motorist chose to opt out of the arrangement.

The cover would need to be meaningful, and an indicative cost was thought to be $30 or $40
per year. Benefits might include medical, rehabilitation and long term care costs and | oss of
wages up to a specified maximum dollar value and maximum duration. For those with
common law rights, benefits could be provided immediately under this policy, with offset if
appropriate on any future common law payment.

Therewould beanumber of operational issuesto beresolved, but most of these were thought
to be capable of resolution. One particular difficulty arose because the cover would, by
necessity, follow the vehicle (since it was sold with CTP). This may |leave a prudent person
unwittingly exposed if he or she borrowed acar from aperson who had opted out of the first
party cover.

Such a product would probably need to be legislated to ensure standardised cover and
thereforewould come under Government control. Delivery by theinsurance industry would
be subject to negotiation. One of the advantages of a standardised product would be critical
mass for the premium pool. The best result might be achieved if all insurers agreed to
provide the product. Alternatively, the product might be a suitable candidate for a tender
process to select the underwriter.

A generd description of the nature and cost ($40) of the product was provided to market
research participants. Of the sample, 30% said that they would be very likely to purchase
such a policy and a further 32% said that they would be quite likely to purchase such a
policy. Based on marketing experience, this would indicate an initial take-up of around
15%. As the product became more clearly defined and established, this take-up would
probably increase.

The Committee hastaken theview that, whileit has some attraction, theintroduction of such
aproduct in the near futureis probably not feasible in the context of other changes proposed
to the CTP Scheme. The possibility should, however, remain high on the future agenda. As
aninitial step, theinsuranceindustry should be encouraged to design and promote meaningful
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first party policies and the industry, along with MAIC, should take steps to explain to the
motoring public why such policies are important.

Recommendations

5.3 MAIC should take steps to inform the motoring public that compensation is not
payable unless fault can be established and that individuals, particularly drivers,
should consider some form of personal accident insurance policy to cover this
and other potential accident situations.

5.4  The insurance industry should be encouraged to develop and promote
meaningful first party policies.

5.5 MAIC should keep under review (subject to 5.4) the possibility of a legislated
product to provide standardised first party cover, delivered with CTP, on an
optional basis.
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SUPPLEMENTARY ISSUES

Nominal Defendant (Area of Concern 7)

Uninsured motor vehicles cost the paying motor vehicle owners approximately $10 million
per annum ($4 per vehicle). The Nominal Defendant often experiences difficulty in tracing
owners/drivers of uninsured motor vehicles who are primarily liable for damages awarded
toinjured parties.

An amendment to the Motor Accident Insurance Act has been suggested to allow the Nominal
Defendant to access information which will facilitate the tracing of these debtors so that
attempts can be made to recover, in whole or part, sums paid by the Nomina Defendant on
behalf of these motorists. This suggestion was strongly supported in the submissions.

Given the large cost of claims from uninsured motor vehicles, it is appropriate that the
Nomina Defendant have stronger powersto accessinformation to trace debtors and recover
the cost of claims, thus minimising the cost to other law-abiding motorists.

Recommendation

6.1 The Nominal Defendant should have statutory powers to access information
which will facilitate tracing debtors resulting from personal injury claims arising
out of the driving of uninsured motor vehicles.

Quality of Data (Area of Concern 15)

Quality of data is essentia in the management of a scheme and the current Queensland
scheme is structured to collect awide range of information to assist in premium setting and
fraud prevention, as well as research initiatives in the area of rehabilitation and accident
prevention.

There is some criticism that insurers do not fully comply with standards, especidly in the
areaof clamscoding. It was evident to the Committee in examining claims costs data that
theinformation was not of an acceptable standard. The Committee believesthat thisstandard
must beimproved and, to ensure appropriate standards are achi eved, the frequency of auditing
by MAIC should substantialy increase.

The proposition was put to the Committee that the MAIC supervised call centre could bethe
means for collecting initial claims information. This would be forwarded electronically to
the insurer, appending the Police report obtained viathe Traffic Incident Reporting System
(TIRS) and registration details via CITEC. The advantage of this system is that the Traffic
Incident Number and make of vehicle and class particulars are recorded and, more
importantly, accurately recorded. The concept would also reduce costs associated with
duplicate requests for the same information by the various parties. The Committee believes
there is merit in the concept and, with technological developments, it should be explored
further.

MAIC provides insurers with aggregate information on claim lodgments and settlement
payments, as well as quarterly-monitoring reports prepared by actuaries. Insurers have
expressed a desire for more detailed claim by claim records so that they can reach a better
understanding of themarket. Thisisnot considered appropriatein acommunity rated scheme
whereinsurers are not permitted to refuse business.

Recommendations

6.2 MAIC needs to establish standards to ensure both quality and consistency of
scheme data. There should be increased auditing by MAIC to ensure standards
are achieved and legislated sanctions should be considered for non-compliance
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e.g. cost recovery for work involved in achieving compliance. For persistent and
serious non-compliance, suspension of a licence may need to be considered.

6.3 The scheme should be transparent to all stakeholders and MAIC should
continue to provide all pertinent information on at least a quarterly basis.

Structured Settlements (Area of Concern 22)

Currently, al settlements of common law claimsin Queensland are paid asa* one-off” lump
sum. Situations arise where these compensation funds are poorly managed by recipients,
such that the Government health and socia welfare system has to provide ongoing support
to theinjured person.

A system of structured settlementswould include the progressive payment of monies awarded
for future medical/hospital treatment, rehabilitation, future economic loss and future careon
an “asrequired” or periodic basis, rather than as an up-front lump sum payment.

Thereis support for a system of structured settlements to ensure that monies paid are used
for the benefit of the injured party and for the purposesintended.

Under the current taxation regime, if aclaimant chose astructured settlement, with theinsurer
purchasing an annuity on the claimant’s behalf, the lump sum used to purchase the annuity
would be treated as capital and tax-free. However, the interest component of each annuity
payment would be treated asincome and therefore taxable.

Thereis essentially no difference between this situation and the claimant receiving alump
sum payment, investing it and being taxed on the interest earned at the claimant’s margina
rate. However, thereisaperception that alump sumistax freeand astructured settlement is
taxable from the first payment. For this and other reasons, there is no incentive from the
claimant’s perspective to seek structured settlements rather than lump sum payments.

Some parties are advocating that structured settlements should be granted preferential tax
treatment (i.e. the interest component become non-taxable) to provide an incentive for a
claimant to choose a structured settlement. Any changein respect of taxation isamatter for
the Commonwealth Government to consider.

The Committee sees merit in structured settlements. MAIC should continue to promote the
option of structured settlements.

Recommendation
6.4 MAIC should continue to promote the option of structured settlements.

Policy Coverage (Area of Concern 24)
Liability for Workplace Accidents

It has been suggested that in recent months, insurers have seen anumber of claims resulting
from long distance truck drivers who have been involved in accidents through fatigue and
sleep deprivation. These drivers have sued their employers aleging a failure to establish,
maintain and enforce safe methods and systemsfor the driversto carry out their employment
and, in particular, the failure of the employer to provide adequate rest bresks.

Aswell, insurershavereceived CTP claimswhich involveinjuriesthat result from the use of
motor vehicles, not from asingleincident but which occur over aperiod of time, e.g. atruck
driver suffering aback injury over aperiod of time asaresult of apoor sedt.

In both of the above situations employers may seek indemnity from the CTP insurers.
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It is suggested in one submission that the Motor Accident Insurance Act ought be amended
to ensure that damages payable by an employer to an employee arising out of an injury
involving amotor vehicle and in respect of which statutory workers' compensation benefits
arepayable, is excluded from the cover provided under the CTP policy to the extent that the
injury isthe result of an unsafe system of work.

Inthefirst situation, it isthe Committee’s view that these matters should beleft to the Courts
to decide if the claim is one which should be paid under a CTP policy.

In regard to the second situation, the Committee considersthat the Motor Accident Insurance
Act should only cover injuriesresulting from “single events’ and that injuriesresulting over
aperiod of time should be outside the scope of aCTP policy.

Recommendation

6.5 TheAct be amended to restrict claims to injuries arising from a single event
and not conditions that have developed over a period of time.

Inevitable Accident

The scheme covers liability for personal injury arising out of negligence. “Inevitable
accident” is adefence at common law. Such defenceis rare but may arisein circumstances
where a driver has suffered a medical condition, without warning, which results in an
accident.

Theissue of “inevitable accident” has been raised in the context that there appearsto be an
expectati on within the community that aninnocent person injured in such anincident should
be covered by CTPinsurance.

A defence such as“inevitable accident” is no more than a plea of “no negligence”.

TheAct applies only where personal injury arising out of amotor vehicle accident is caused
wholly or partly by wrongful act or omission in respect of amotor vehicle by someone other
than the injured person.

The Courts closely and critically examine the conduct of adriver before making afinding of
“no negligence” and itisan accepted view that itisonly inthe clearest casesthat thisdefence
will be successful.

The question must also be raised asto why personsinjured without negligence on the part of
anyone should recover damages or other compensation simply because of the incidental
involvement of amotor vehicle.

Having regard to the fact that the defence of “inevitable accident” or “no negligence” is
rarely if ever successful in the motor vehicle area, no action should be taken to remove that
defence. To disallow such a defence would be contrary to the intent of the Act which is
based on fault.

Recommendation

6.6 No action be taken to amend the Act to remove ““inevitable accident™ as
common law defence in respect of liability.

Definition of Collision

Thepolicy coversclaimsforinjury asaresult of acollisonor actiontaken to avoid acollision.
However, theterm “collision” is not defined.

A dictionary definition of “collision* is*“violent striking of amoving body against another
or against afixed object”.
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The concern in this matter arises out of a view that the meaning of “collision” should be
defined to ensure that awider interpretation is not placed upon the term by the Courts.

In the context of this concern, it is suggested that the answer may be in limiting the events
which would be covered by the Act, rather than defining the word “collision”. Section 5 of
the Act could be amended so that it reflectsthe more restrictive provisionsin other States, to
achieve somefurther certainty asto types of claimswhich fall within theAct. However, this
could mean that deserving claimants, athough having aright of action against some party,
may not be able to recover damagesif the vehicleis not compulsorily insured.

In these circumstances it is considered that it is more appropriate to leave interpretation of
the word “collision’ and Section 5 to the Courts. There is no information on the number of
cases each year in which the problem israised, but it is suspected to be few and precedents
of the Court will soon clarify theissue.

Recommendation
6.7 No action be taken to include a definition of the term “collision” in the Act.

Trailers

Prior to 1988, trailers were separately insured and were subject to a premium charge. In
1988 Queendand adopted the system that was already in place in Victoria and NSW, in
which the liability in respect of atrailer was covered under the policy of insurance on the
hauling vehicle and premiums on trailers were discontinued.

In 1994, in recognition of the gaps in cover (in particular, ligbility arising from an unattached
trailer), the legidation provided for gratuitous insurance by the Nominal Defendant, but limited
the cover to accidents in Queendand. There till remained problems outside of Queendand in
which aQueendand registered trail er was unattached, or hauled by avehicleregisteredin another
State that did not have thetrailer extension on the vehicle's policy of insurance.

The Committee notes the past work undertaken by the MAIC in endeavouring to gain
uniformity between the States, to ensure the gaps are removed. Whilst the risk is relatively
small, the Committee feels changes need to be implemented to eliminate the exposure for
Queensland motor vehicle ownerstravelling interstate.

Given the higher risk for the trailers of heavier vehicles, in particular semi trailers, it is the
Committee's view that the cover should be optional rather than gratuitous. Transport
operators should be given the option of broader insurance cover using the existing Class 24
(Trailersregistered under the I nter state Road Transport Act 1985). Such cover would not be
necessary for travel within Queensland. A complementary amendment recommended by the
Committeeisthat any cover in respect of trailersislimited to Queensland registered trailers.

Recommendation

6.8 The existing Nominal Defendant cover in respect of trailers should be
broadened to include accidents outside of Queensland, in respect of liability
attaching to Queensland registered trailers with a gross vehicle mass of less
than 4.5 tonnes, and not otherwise indemnified under a policy of insurance on
the hauling vehicle. For large trailers, broader insurance cover should be
implemented, using the existing Class 24.

Enforcement (Area of Concern 25)

Currently, Penaty Infringement Notices (PINS) areissued by the Queensland Police Service
and also by Queendand Transport Officers who are charged with the responsibility of
enforcement of provisions of the legisation dealing with uninsured motor vehicles and
vehiclesinsured in the wrong class.
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There are suggestions that uninsured vehicles comprise up to 5% of the vehicle population
in Queensland. Consequently, there is strong support in the submissions for a greater
emphasi s on the detection and prosecution of uninsured and incorrectly insured vehicles.

For rental vehicles, it is necessary to detect apersonin possession of avehiclethe person has
hired before a prosecution can be launched.

There has been a recommendation to amend the Motor Accident Insurance Act to alow
Queendand Transport inspectors to prosecute car rental firms on the basis of offer of acar
for rental where the CTP insurance category isincorrect.

The motoring trade and the car rental industry have submitted that the current penalties for
knowingly insuring avehicle in the incorrect insurance category are inadequate and do not
act asadeterrent.

The current premium for rental carsof $972issignificantly greater than the Class 1 premium
of $286. The penalty for the offence is set at $360. Some operators are willing to risk
detection because the size of the penalty isless than the gain to be made.

Queendand Transport has called for improved systematic identification of problem areas
for claimsinvolving unregistered/uninsured vehicles and morefunding to target and enhance
enforcement and educative programs.

Recommendations

6.9 Continued funding through the “Administration Fee” to Queensland Transport
for enforcement activity is supported provided that appropriate performance
benchmarks and monitoring arrangements are in place.

6.10 Amendment to the legislation be made to define the term “hire vehicle” so as
to encompass a vehicle offered for hire.

6.11 Anincrease in the penalty under the Justices Regulation 1993 provision should
be implemented for vehicles knowingly insured in the wrong class.

Premium Raising (Area of Concern 30)

Premiumsfor CTP insurance are due with motor vehicle registration.

There are some suggestions that CTP premiums be raised through alevy on fuel, athough
thereisan acknowledgment that therewould need to be national agreement for such ascheme
to take effect.

The Committee has received advice that this approach would be un-constitutiona at a State
level.

Another suggestion is to attach the CTP premium to drivers' licences rather than motor
vehicle registration. The concept of collecting all or part of the premium pool on drivers
licences would facilitate rebates directly linked to the driving record.

Given the disproportionate relativity of the CTP premium to the cost of renewal of adriver’s
licence and other fundamental problems relating to the status of alicence at any particular
time, the Committee doubts the practicality of this suggestion.

Recommendation

6.12 CTP cover should continue to be funded as an insurance premium and remain
integrated with motor vehicle registration.
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Premium Collection (Area of Concern 31)
Renewal of CTP premiums are collected by Queensland Transport.

There is support from insurers for the current method of collection through Queensland
Transport becauseit is*“ efficient, effective and logical”.

Thereis strong support for allowing payment of CTP premiums at six-monthly intervals to
reflect the flexibility of motor vehicle registration payment options.

Recommendation

6.13 The Committee strongly endorses the continued collection of CTP premiums
by Queensland Transport, including six-monthly renewal.

Premium Relativity (Area of Concern 35)
Taxis

The current premium relativity for taxis is 5.5 times Class 1, although claims experience
would indicate that ahigher relativity should apply. It isrecognised that the taxi industry is
making efforts to improve its road safety record, but the claims experience will tend to be
relatively high because of the time spent on the road.

Thetaxi industry put forward the view that taxis are asmall class of vehicle and since other
high-road-use vehicles (e.g. courier vehicles, police vehicles) areincluded in Class 1, then
taxisshould beaswell. Theindustry aso arguesthat it warrants concessional CTPtreatment
because of itsimportant rolein the broad public transport system. If largeincreasesin CTP
premiums are simply passed onto the community, taxi fares become less affordable and

usage may drop.

The Committee is of the view that, wherever reasonably possible, premiums should reflect
therisk associated with each class of vehicle. The Committee does not favour theintroduction
of alarge number of new classes, athough a few additiona classes may be possible over
time after the proposed Vehicle Class Filing model has been introduced.

The high accident experience for taxis presents a particular set of problemsto CTP insurers,
the Commission and the Government. Specia strategies may need to be developed over
time to address the situation. A particular anomaly is emerging in relation to maxi-cabs
which at present are insured under Class 10 (buses). The Committee considers that this
situation should be addressed.

The broader issue of the public transport system is outside the terms of reference of this
Review.

Recommendation

6.14 The premium relativity for taxis should be closely monitored and incremented
gradually to a level consistent with their assessed class risk rating. The taxi
industry should continue to be encouraged to implement strategies designed to
improve driver accident records and claims experience and hence reduce the
current risk relativity loading.

Trucks

Suggestions have been made that another relativity class should be introduced for trucks,
specifically to cater for mid-size trucks.

Under the Queensland scheme, two classes exist for premium rates applying to trucks. These
generally conform with the approach in other jurisdictions, athough South Australia and
Victoriahave athree class system.
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Queendand Transport registration figures indicate that there are approximately 392,000
trucks with a gross vehicle mass of less than 4.5 tonne (Class 6) and 48,000 trucks with a
gross vehicle mass of 4.5 tonne or greater (Class 7). The first group currently attracts the
same premium rate as Class 1 vehicles whereas heavier trucks have a premium equal to
three times Class 1 ($858). Both premium levels have been actuarialy determined and
reflect the claims experience.

The Committee does not support broadening the existing classifications given the current
scheme design and the nationally determined standard. However, if the proposed Vehicle
Class Filing moddl was introduced, over time there would be opportunity for insurers to
consider athird class of truck.

Recommendation
6.15 There should be no change at this stage to the current classification of trucks,
which is consistent with nationally determined standards.

Motorcycles

In consultations with the Committee, arguments were put forward that the system for rating
motorcycles should revert to the pre 1994 situation which rated on engine capacity. On
examination the Committee has established that the change from engine capacity to seating
astherating factor in fact took placein 1988.

The engine capacity would have greater value as a rating factor in a no-fault scheme in
which cover would be extended to the rider of the motorcycle. However, the Queensland
scheme is fault based and the claims emanating from the fault of a motorcycle in most
instances would involve a pillion passenger. Consequently the Committee does not support
achangein the rating methodol ogy.

Recommendation
6.16 The existing rating method for motorcycles should remain unchanged.

Levies (Area of Concern 37)
Thefollowing levies are provided for in the legidation -

« Hospitd & Emergency Services 1.677%

e Administration Fee 1.272%
(Queendand Transport)

o Statutory levy (MAIC) 0.335%

¢ Nomina Defendant 4.16%

The Act currently states that the hospital and emergency services levy must cover a fair
proportion of the estimated cost of providing public hospital and public emergency services
having regard to the burden placed on the services by motor vehicle accidents.

There is insufficient data to determine the actual costs relating to compensable persona
injuries arising from motor vehicle accidents, although data sources areimproving.

In any event, the proportion of such servicesthat should be met through the CTP premium is
amatter for Government consideration.

The Department of Emergency Services' preferred position isthat the full cost of the services
it provides in respect of road accidents be recouped from the CTP scheme. Queendand
Health’s primary concernisthat it isobligated by the Government Financia Standard to seek
recovery of thefull cost of providing servicesto patientsinjured in motor vehicle accidents.
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Queensland Transport sees aneed for review of the administration fee paid from the scheme
tomoreredigtically reflect the cost of administration, enforcement and road safety activities
it undertakes because of the benefit to the scheme's objectives of these activities.

Thereis support from sections of the legal profession for levies as an effective and efficient
method of raising the necessary funds, without resort to cumbersome processes such as
recovery on an individual claim basis.

The Nominal Defendant levy is assessed annually by actuaries to ensure that the Nominal
Defendant scheme remains fully funded.

The Committee's view is that the CTP scheme is an indemnity scheme, not a tax on the
community. Any increasein the levieswould haveto be considered on the basis of benefit to
the scheme as awhole and in the context of Government funding for health and emergency
Services.

A new approach to specification of the levies will be required with the Vehicle Class Filing
model, e.g. they will need to be specified in dollar amounts per premium rather than as a
percentage of premium.

The Committee considers that there could be advantages in terms of motorist awareness if
the levy component of the premium was separately identified on the renewal notice
underneath the CTP premium amount.

Recommendation

6.17 The Act should be amended to remove the existing provision regarding the
hospital and emergency services levy, and to provide that the Treasurer shall
determine from time to time the contribution towards hospital and emergency
services costs which should be funded from the CTP premium.

Early Notice of Injury (Area of Concern 39)

Section 34(1)(a) of the Motor Accident Insurance Act stipulatesthat, if persona injury arises
from amotor vehicle accident, the driver, person in charge or owner of the motor vehicle
must give written notice to the insurer within one month after the accident.

Thereisasuggestion that Section 34(1)(a) is superfluousto the operation of the scheme asit
is seldom complied with.

Insurers have el ectronic access to Police accident reportsand if all claims arereported to the
Police as proposed under Recommendation 3.3, there islittle need for Section 34(1)(a).

Recommendation

6.18 The requirement pursuant to Section 34(1)(a) of the Act that the driver or
owner of the motor vehicle give written notice to the insurer within 1 month
after the accident, should be deleted.

Notice of Claim Details (Area of Concern 40)

Under the present scheme, a Section 37 Notice of Claimisthefirst stepinthe claims process
even though there is a requirement under Section 34 for notice to be given to the insurer
within amonth of consulting a lawyer. Asit currently stands the Section 37 Notice isto be
given by the claimant before bringing an action for damages. The Notice must be given
within nine months after the motor vehicle accident or the first appearance of symptoms of
theinjury.

If the Notice is not given within the fixed time, the obligation to give notice continues and
the Notice, when given, must contain an explanation for the delay. The greatest percentage
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of claims are lodged within the required timeframe but, with rehabilitation and early
resolution of claimskey objectives of the scheme, it isessential that proper attentionisgiven
to thelegidlative requirement.

The Committee’s proposal is that a new Notice of Accident Claim (NOAC) form should be
introduced and lodged as soon as practicable after an accident but no later than the present
timeframe applying to the Section 37 Notice. Further, the Committee is of the view that a
claim lodged outside the stipulated period should be accompanied by a satisfactory
explanation.

Theadditional informationincorporated inthe present Section 37 Noticewill remain afesture
of the scheme but will only be necessary, if requested by the insurer to support aclaim.

In respect of claimsinvolving an unidentified vehicle, the claimant must give a Section 37
Notice to the Nomina Defendant within three months of the accident. If noticeis not given
within nine months, the claim isbarred. The Committee similarly envisagesthe NOAC form
to supercede the current requirement but the timeframe should align to that which currently
applies under Section 37 for claimsinvolving unidentified vehicles.

Therewasalevel of criticism from afew solicitors concerning the provision barring Nominal
Defendant claimsfor unidentified vehicles after nine months.

The Committee has considered the Nominal Defendant timelimit for giving noticein respect
of unidentified vehicles and is of the opinion that due to the nature of these claims and the
potential for fraud, the time limit is appropriate and reflects the more cautious approach that
should be adopted in these claims.

Recommendation

6.19 The Act should be amended to strengthen the requirement that a
“satisfactory’ explanation be provided if the claim is lodged outside the nine
month prescribed period (three months for the Nominal Defendant).

6.20 The existing time limits for giving notice to the Nominal Defendant in respect
of unidentified vehicles should be retained.

Time Limit for Insurers to Resolve Liability under the Industry Deed
(Area of Concern 41)

The Industry Deed is a key feature of a scheme involving multiple insurers and avoids
litigation and general delaysin claim settlementswhereliability between insurersisanissue.

The Industry Deed requires the question of cost sharing between insurers to be resolved
within two months after the Notice of Claimisgiven. It hasbeen suggested that therewould
be no detriment to extending from two monthsto six months the period allowed for insurers
to resolve between themselves disputes about liability, because one of the insurers would
have been acting as claims manager from the day the claimant served the Notice.

The Committee'sview isthat the existing period of two monthsis adequate. Where amatter
cannot be resolved it must be referred to MAIC to consider appointment of a referee to
decide on theissue of liability and the basis upon which costs are to be shared.

The Committee believesthat thereis no reason to suppose that it will be easier to determine
such questions within 6, rather than two months. There is no doubt that a claim manager
who is liable on a claim will manage that claim better than one who is merely appointed
becauseit wasfirst served with the Notice of Claim.
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Inany case, the Committeeisstrongly of theview that the claims resol ution process needsto
be speeded up, not providing opportunities for delay while insurers resolve disputes about
liability between themselves.

Recommendation

6.21 There should be no change to the current requirement for insurers to resolve
disputes between themselves in regard to liability within two months.

Disclosure of Information (Area of Concern 42)

The legidation currently places an obligation on the insurer to disclose information to the
claimant whether or not the claimant requests it. The claimant is obliged to provide certain
information to the insurer only when and if theinsurer requestsit.

Thereis arecommendation that the Motor Accident Insurance Act be amended to make the
obligation to discloseinformation equal for both theinsurer and claimant. Thiswill aleviate
the necessity for insurersto continually placerequestswith claimantsto ensurethat al of the
relevant documents have been disclosed to the insurer.

The Committee is of the view that statutory obligations to disclose information should be
equal for both claimant and insurer on an on-going basis.

Recommendation

6.22 The Act be amended to make the obligation to disclose information equal for
the insurer and the claimant.

Alcohol/Drugs (Area of Concern 43)

The insurer’s right of recourse in respect of recovery of a debt from a motor vehicle driver
whose blood acohol content exceeds 0.05g per 100ml of blood, is set out in Section 58 of
theAct.

The blood acohol content referred to in Section 58 is not in line with the limit specified in
the Traffic Act 1949, which stipulatesthat it isan offence to have ablood al cohol level equal
to or greater than 0.05.

Some submissions suggest that driving under the influence of drugs (other than alcohol)
should also be included in Section 58 as an avenue for recovery by insurers.

The Committee supports an amendment to the Act to mirror the wording of the Traffic Act.

Recommendation

6.23 Section 58 of the Act should be amended to align with the wording of the Traffic
Act 1949 in respect of alcohol and drugs.

Fraud (Area of Concern 45)

The Motor Accident Insurance Act does not provide atime frame for prosecuting offences
under theAct. In the absence of aspecific provision, the Justices Act applieswhich provides
aone-year limit from the date of the offence.

Sections 93 and 94 of the Act cover misleading statements or documents or interfering with
certain documents. These could betreated asfraud if aperson did any of the aboveto obtain
money or a benefit or to avoid liability. However, thereis no specific provisionintheAct to
prosecute or deal with personswho defraud or attempt to defraud the scheme.

Insurers have indicated that they would support amendment to the Act to enhance the
prosecution powers of fraudulent claimsby MAIC. TheWbrkCover Act, The Motor Accidents
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Compensation Act (NSW) and the Transport Accident Act (Mic) have such provisions. Inthe
latter jurisdictions, atime limit for prosecution is set at two years from the date of offence.

Fraud is a serious issue in personal injury compensation schemes and the appropriate
mechanism to prosecute isin theinterest of the community.

Recommendation

6.24 The Act should be amended to facilitate the prosecution of fraud through
improved investigative powers for MAIC and the establishment of a two year
time limit for prosecutions.

Statute of Limitations (Area of Concern 46)

Sections 34 and 37 of the Motor Accident Insurance Act place time limits on the lodgement
of claims.

The Limitations of Action Act limits the filing of common law actions to a period of three
years from the date of accident or from attaining the age of majority.

The Queensland Law Reform Commission Report of September 1998 recommended the
introduction of ageneral limitation period, which should be the lesser of :

 threeyears after the date on which the Plaintiff first knew, or in the
circumstances, ought to have known:

* that theinjury had occurred;
 that theinjury was attributed to the conduct of some other person; and

« that theinjury, assuming liability on the part of some other person, warranted
bringing a proceeding.

« tenyearsafter the date on which the conduct, act or omission giving riseto the
claim occurred.

These recommended periods would not commence for minors or Plaintiffs suffering a
disability until they reach their mgjority or their disability is stabilised.

Thereisasuggestion from some partiesthat there be no timelimitsimposed on those seeking
fair and just compensation.

Thereisalsoresistanceto any changeto limitationsfrom the current situation to the limitation
period recommended by the Queensland L aw Reform Report, on the groundsthat the change
would lead to:

* broadening the claim opportunity for persona injuries, e.g. change from an
actual base (date of accident) to adiscovery base (date the Plaintiff first knew or
ought to have known of the injury);

* increased legal costs because what was previously areasonably clear cause of
action will now become a subjective cause of action (date the Plaintiff first knew
or ought to have known); and

 increased opportunity for fraud (destroyed records, untraceable witnesses and
deterioration of memory).

The Committee would argue that the present system, although not perfect, has worked well
for personal injuries matters and aready offers special consideration in meritorious casesto
preserve fairness, e.g. application to Court for extension of the statute period in the case of
latent injury.
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However, perhaps the most significant point is that the present legislation provides adegree
of certainty in the number of claims received for an accident year. The proposed
recommendations would not provide the same certainty and would in al probability be
treated conservatively by actuaries resulting, more than likely, in increased premiums.

The Committee would be concerned with any changes to legidlation which had the potential
to increase the exposure for insurers and impact on the scheme as awhole.

Recommendation

6.25 The current time limits for filing of common law actions in respect of CTP
claims are considered appropriate and should not be changed.

Summary Judgement (Interlocutory Judgement) (Area of Concern 51)

The Rules of Court alow a claimant to apply for summary judgement once liability for a
claim has been admitted. TheMotor Accident Insurance Act is structured to encourage early
admission of liability prior to the determination of quantum and alowing a claimant to
apply for summary judgement would be detrimental to the insurer’s claim management.

The Committee's view is that action should be taken to prevent interlocutory judgements.
The Act should be amended at Section 41(1) similar to the provision in the WorkCover
legislation to prevent the Court process being circumvented by applications for summary
judgement (interlocutory judgement) once liability for the accident is admitted.

Recommendation

6.26 The Act should be amended so that summary judgements (interlocutory
judgements) in CTP damages claims are prevented.

Court Discount Rate (Area of Concern 52)

Future claim allowances take into account future expected earnings on the amount paid in
damages. Thisis known asthe discount rate.

Services rendered by a claimant’s family members are presently adjusted at a rate of 3%
while commercia services are adjusted at arate of 5%.

Dependency claims for loss of earningsin aclaim by awidow are calculated on 3% tables,
while claims for future economic loss in the case of living plaintiffs are calculated on 5%
tables.

The Bar Association believes that the inconsistencies in application of the discount rate
should be addressed.

The discount rate varies between jurisdictions (e.g. Tasmania 7%).
The Committee'sview isthat aconsistent discount rate should apply to all heads of damage.

Recommendation

6.27 The Act should be amended to fix a discount rate of 5% for all components of
the damages award.

Interest on Damages (Area of Concern 53)

The interest rate used by the Courts for the calculation of interest on damages for incurred
expensesisin excess of current market rates. The Committee’sview isthat the interest rate
used should be tied to atightly defined market rate, e.g. 10 year Treasury Bond, which will
respond to changing economic circumstances. It should be noted that in the application of
the rate, adjustments are made to reflect the period of time over which the expenditure was
incurred.
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Recommendation

6.28 The Act should be amended to tie interest rates on all CTP damages to the ten
year Treasury Bond rate.

Accident Prevention/Rehabilitation Grants (Area of Concern 55)

MAIC has developed a role in funding research and initiatives in the areas of accident
prevention and rehabilitation to contain costs in the scheme and to improve the headth
outcomefor injured persons. Many of therehabilitation initiativesfunded to date havewider
application than the motor accident victim population and therefore have spin-offs for the
general health system. Thiswas particularly important in the early stages of the new Act,
when the rehabilitation service infrastructure in Queensland was in need of some emphasis
so that services would be available for motor accident victims. In future years, the linkages
between general government funding and MAIC grants will need to be closely examined
and coordinated.

Thetwo research centres (CONROD and CARRS-Q) established by MAIC should continue
to develop, including through the attainment of additional external funding. From timeto
time MAIC is likely to continue to fund competitive grant schemes to support a range of
researchersin the accident prevention and rehabilitation areas.

Itisvital that theinitiativeswhich are approved for funding demonstrate significant potential
benefit for the scheme.

With the increase in applications for funds and the diverse nature of the projects for which
funds are sought, there would be merit in MAIC having assistance from a small expert
advisory group, with multi-disciplinary backgrounds, in determining priorities and the
appropriate monitoring processes and outcomes.

Recommendation

6.29 MAIC should continue to fund appropriately targeted accident prevention and
rehabilitation research projects and initiatives. The Committee considers that
MAIC would benefit from broad-based input via, say, an advisory committee to
assist with deciding priorities.

Governance (Area of Concern 56)

Under the recommendations of this Report, MAIC will continue as a regulatory body, with
some changes in responsibilities associated with the competitive model and an increased
monitoring role. Although MAIC is not alarge commercia operation, the Committee sees
some advantages in a broader governance basis than the existing corporation sole model.
The options are for a corporate board to replace the corporation sole, or for a permanent
advisory committee or committees to support the corporation sole.

In either model it would be important for the appointees to be independent of Government
and to be from multi-disciplinary backgrounds. The Committee is of the view that the
members must be non-representative of sectional interests, although sufficiently familiar
with the business of CTP to be able to make a meaningful contribution. In severa of the
submissions in response to the Issues Paper, the practicality of appointing persons non-
representative of sectional interests was challenged.

Themajor responsibilitiesthat would be carried out by aboard or advisory committeein the
proposed model would be oversight of scheme actuarial analysis, assessment of premium
filings, alocation of funding priorities to grants and perhaps some assistance with MAIC's
investment strategy.
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Section 11 of the Motor Accident Insurance Act providesfor the establishment of an Advisory

Committee with persons appointed by the Minister on the Commission’s nomination. As

more than one advisory committee could be necessary for different aspects of MAIC'srole,

the Act should be amended to make it clear that more than one advisory committee can be

appointed.

Recommendation

6.30 Section 11 of the Act be amended to allow for more than one advisory
committee to be appointed.

Claims Process Benchmarks

MAIC undertakes a quarterly actuarial assessment of the scheme and aso on a quarterly

basis collates claims data to facilitate benchmarking of insurer performance.

Some mechanisms should be put in place to evaluate scheme efficiency and effectiveness.
Suggested measures that could be used include the time taken for adecision on liability and
the time taken for resolution of the claim.

Using current data and after consultation with insurers the following benchmarks were
devel oped for adecision on liability, to apply to the scheme asawhole -

« 1 month = 55% of claimsto have liability decided

¢ 3 months= 75% of claimsto haveliability decided

¢ 6 months = 100% of claimsto have liability decided (to comply with Section 41)
The same basiswas used to obtain benchmarks for the resolution of claims -

* 6 months = 45% of claims resolved

* 12 months = 70% of claims resolved

¢ 18 months = 80% of claimsresolved

* 24 months = 90% of claims resolved

It is recognised that these benchmarks cannot be adopted until the proposed revised claim
processisfinalised and may need to bereviewed at alater date.

Recommendation

6.31 Benchmarks need to be developed for the time taken to decide on liability and
resolve claims with the benchmarks to be reviewed after the revised claims
process outlined in this Report is finalised.

Obligation to Provide Rehabilitation Services (Area of Concern 47)
Clarification of Section 51(4)

Section 51(4) requiresthat the insurer must, before providing rehabilitation services for the
claimant, give the claimant awritten estimate of the cost of the rehabilitation servicesand a
statement of how, and the extent to which, the assessment of damagesis likely to be affected
by the provision of the rehabilitation services.

The rationale for the inclusion of the provision was a concern that the claimant should be
fully informed as to any costs associated with the provision of rehabilitation and whether
those costswould in any way affect thefinal settlement eg areduction because of contributory
negligence.

Problems occurred with the interpretation of the provision resulting in MAIC issuing
Commission GuidelineNo 1. Despitethe Guideline, arecent rehabilitation research project
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undertaken by the Queensland University of Technol ogy found that compliancewith Section
51(4) was rare and that almost all of the lega practitioners consulted were unaware of the
guideline s existence or its content.

Thereisan argument that the provisions only need to apply if aninsurer seeks reimbursement
or partial reimbursement of any rehabilitation expenses paid as this is the only time there
would be an impact on the claimant.

It isrecommended that the provision is amended to remove the mandatory requirement and
introduce a requirement that the notification is a pre-requisite to the insurer seeking any
recovery of expenses paid.

Reasonable and Appropriate

Section 51(3) uses the terminology “reasonable” when referring to rehabilitation while
Section 51(5) refers to rehabilitation services that in the circumstances of the case are
“reasonable and appropriate.”

Whilgt to some extent the words might be interchangeable, it is consdered that it would be
preferableto use thewords* reasonable and appropriate’ in sub sections 3 and 5to ensure that the
same criteriaare being used by the court and the insurer in the consideration of these sections.

Clarification of Section 51(9)

Commission GuidelineNo 1 issued by MAIC makesit clear that theintent of the Commission
isthat the only circumstancesin which theinsurer would be expecting to recover any part of
rehabilitation expenses paid would be when contributory negligenceis established.

ThedecisioninWalker v Floyd concluded that rehabilitation expenses properly paid pursuant
to Section 51 are to be added to and then deducted from damages otherwise assessed, so as
intheresult they have no net effect on the assessment. Theonly exception recognised inthat
caserelatesto payments made by theinsurer under Section 51 that are ultimately not regarded
as “rehabilitation” under the Act. In this instance the payments should be deducted from
damages otherwise assessed.

Taken together, it may be said that Section 51 (9) should be interpreted on the following
principles:

« payments under Section 51 for “rehabilitation services” which fal within the
definitionin the Act are to be added to and deducted from the damages otherwise
assessed, so that in the result they have no net effect on the assessment;

« if thereis contributory negligence on the part of the claimant and theinsurer has
advised the claimant beforehand that it will be seeking recovery of rehabilitation
expenses proportionate to the determination of liability, there will be adeduction
from damages otherwise awarded; and

e any amounts paid by theinsurer under Section 51 which are not ultimately
regarded asfalling within “rehabilitation” under the Act are to be deducted from
damages otherwise assessed.

Recommendations

6.32 The Act be amended to provide that, where there is a likelihood of contributory
negligence, notification of the estimated cost and impact of the rehabilitation
services to the claimant prior to the provision of rehabilitation be a pre-
requisite for an insurer seeking any recovery of expenses paid.

6.33 The Act be amended to clarify references to “reasonable and appropriate”
rehabilitation and deductions from damages of amounts paid by the insurer.
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APPENDIX 1
ORGANISATIONS CONSULTED

RACQ (Motorists Association)

Motor Trades Association of Queensland
Austraian Taxi Industry Association
Queendland Bus Industry Council

Australian Pensioners & Superannuants League
Queensland Law Society

Austraian Plaintiff LawyersAssociation

Bar Association of Queensland

Insurance Council of Australia
Suncorp-Metway I nsurance

HIH/FAI Insurance

MMI Insurance Group

AAMI Insurance

QBE Insurance

RACQ-GIO Insurance

Australian Medical Association (QLD Branch)
Queendland Transport

Department of Justice

Department of Emergency Services
Queendland Health
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APPENDIX 2
MARKET RESEARCH RESULTS

The Committee was of the view that there was not awide appreciation or understanding of
the CTP scheme within the community. To better gauge this, the Committee engaged a
market research agency Market & Communications Research (MCR) to conduct asurvey of
community expectations, understanding of, and attitudes towards the operation of the scheme
in Queensland.

Method

The survey method was two-phased, using quantitative and quditative methods in order to
meet the study objectives.

Objectives

The key information objectives to be met through the market research were:
1 Ascertain the public's awareness of and understanding of CTP.

2. Determine people's awareness of what they are covered for in the event of injury
from amotor vehicle accident.

3. Determine people’s expectations of WHO is covered in the event of injury from a
motor vehicle accident (passengers, the driver if not at fault, the driver if at fault?)
and what they should be covered for.

4.  Ascertain the public’'s awareness of the current cost of CTP and whether the public
beievesthat itis value for money.

5. Whether thereis a perceived need for the scheme to change in any way to better
meet the needs of the Queendland public. If so, inwhat way?

6. Understand the public’s preferencein relation to the value and structure of the
payment to the injured person (assessing factors such as capped annua payments for
loss of income).

7.  Ascertain theréative support for arestricted CTP scheme associated with alower
premium versus an unrestricted scheme at ahigher premium.

Ascertain public awareness of lawyersadvertising for CTP business.

Ascertain public attitude towards the legal profession touting for CTP business
(particularly in the situations where the injured party does not haveto pay afeeif the
claimisnot successful).

10.  Ascertain who the public believes would benefit from this activity (genuine cases of
severe or profound persona injury or those with minor ambit claims)

11. Ascertain what effect (if any) the public believes that this activity has on the cost of
CTP premiums.

CTP Awareness

91% of respondents are aware of the CTP scheme.

CTP Knowledge

Only 8% of those surveyed rate their understanding of Queensland’s CTP scheme as very
good; 45% rate their understanding as quite good; 35% say they do not have a very good
understanding; whilst 11% say they have no understanding of the scheme at al.
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Instances covered by CTP

Those surveyed were most likely to feel that peopl€e' sinjuriesare covered by the CTP scheme
in the following instances:

 if they areadriver injured in an accident where the driver of another vehicle was
at fault (86%);

 if they are apassenger injured in an accident (80%); and
 if they are apedestrian injured by amotor vehicle (76%).

Onein three Queendandersislikely to fed that injuries would be covered in the following
instances under CTP:

« if they areadriver injured in an accident that they have caused (32%); and

 if they areadriver injured in acrash where thereis no other car involved (31%).

Coverage

Respondents were asked to rate the degree of the importance of the following factors being
covered by CTP Insurance - ambulance, hospital and medical costs; rehabilitation and loss
of income during the recovery period; loss of potential income if unable to return to one's
previousjob; cost of long term care; compensation for pain and suffering; and lega costs.

The mgjority of those surveyed rate all factors tested asimportant in terms of being covered
by CTP. All but one of the factors tested is rated as important by at least nine in ten
respondents. Compensation for pain and suffering, whilst still deemed important by 85% of
respondents, is the only factor to receive an importance rating lower than 90%. Thaose who
have personally made aclaim or received compensation under CTPinsurance (97%) appear
more likely than those who have not (84%) to rate compensation for pain and suffering asan
important factor for coverage under CTP.

Thefollowing factors receive the highest ratings in terms of being very important:
« ambulance, hospital and medical costs (74% rate as very important);
« lossof income during recovery period (65% rate as very important); and

 thecost of long-term care (65% rate as very important).

Cost of CTP

On average (using the median), those surveyed perceived the annual cost per vehicle for CTP
cover to be $204. 59% of respondents perceived the cost of CTPto be below the actua current
cost of private vehicles ($286), whilst 24% estimate ahigher cost than the actual cost.

After being told the actual cost of CTP insurance ($286), four in ten drivers (42%) rate the
value for money as good. 31% consider the value for money neither good nor bad, rating it
as about right, whilst 17% say the value for money ispoor.

Respondents most commonly mentioned a busier road system and thus more claims (65%)
as the reason for increased premium costs for CTP insurance. The next most commonly
mentioned reason for increases in premiums is that people exploit the system (28%).
Examples of exploitation include - lawyers/solicitors encouraging people to make aclaim/
lawyer advertising (9%), people cheating the system (10%) and people making unnecessary
claims (9%). Increasing costs generally, (26%) is another reason given for increased CTP
premiums.
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Legal Actions

When prompted, 60% of those surveyed are aware of the advent of lawyers encouraging
people to make claims under CTP. Advertising, either via newspaper (40%) or television
(32%) is the most commonly mentioned way lawyers are percelved to encourage people
with minor injuriesto claim. Advertising viathe radio (14%) is aso mentioned.

More than one half of those surveyed (55%) oppose the encouragement of people with
minor injuriesto make claims under CTP. 40% say they support such encouragement.

CTP Initiatives

Most appealing istheinitiative- “ For claimsfor minor injuries, medical assessment tribunals
would be used to determine the extent of physical impairment rather than the courts’ . This
initiative is considered appealing by 88% of those surveyed.

Around eight in ten respondents consider the following initiatives to be appealing:

» “Aprogressive payment of up to $300 for minor injuriesto cover early medical
and rehabilitation costs’ (81%).

« “For claimsfor MINOR injuries, payment to compensate the injured party for
pain and suffering would be determined by reference to a point scale based on
degree of impairment” (80%).

Whilst still supported by the majority of respondents, the initiative - “ Loss of income
payments for peoplewho earn over $104,000 per year at thetime of their accident would be
no more than $104,000 per year” receives the lowest level of support with 72% rating this
initiative as appealing.

Optional Cover

(Respondents were read the following question) “At present in Queensland, drivers at fault
who are injured in an accident are not covered by CTP. An initiative is being considered
whereby drivers at fault who are injured can receive limited cover for rehabilitation and
some loss of income by paying an OPTIONAL $40 on top of the cost of their CTR. If this
option was available, how likdly would you beto takeit up.”

62% of respondents say they would be likely to take up the optional at-fault component of
CTPif itwasoffered. 30% say they are very likely and 32% say they are quitelikely to take
up such an offer. 19% say that they arenot very likely, and 17% say they are not at all likely
to take up such an option.

Payout limits to reduce premiums

(Respondents were asked) “How strongly would you support or oppose alimit being put on
thelevel of pay-outson minor claims, in order to reduce CTP premiums by $50”.

The mgjority (87%) of respondents supported the introduction of limits being put on the
level of pay-outsonminor claimsin order to reduce CTP premiums by $50. 11% are opposed
to such aninitiative.

Pay-outs limits to cover drivers at fault

(Respondents were asked) “How strongly would you support or oppose alimit being put on
theleve of pay-outson minor claims, in order to cover injured driversat fault in an accident,
for rehabilitation and some loss of income”.

Three quarters (74%) of respondents supported the initiative to put alimit on the level of
pay-outs on minor claimsin order to cover driversat fault for rehabilitation and someloss of
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income. 23% are opposed to such aninitiative, with 14% dlightly opposed and 9% strongly
opposed.

Those who rate the value for money provided by the scheme as poor (36%) are the only
group more likely than average to be opposed to thisinitiative.

Suggested improvements to the CTP scheme

37% of respondents were able to make suggestions for improvement to the CTP scheme.
Responses are varied, the most common being rel ated to containing costs (8%) or improving
the claims process (7%). Education of the public about the scheme (5%) isanother common
suggestion for improvement.

43% of respondents were unable to offer any suggestions for improvement to Queensland’s
CTP scheme. 20% say that there are no improvements needed.

Conclusion

Whilst awareness of the CTP scheme was much higher than the Committee anticipated,
understanding of the schemeislimited with closeto one half of Queensland driverssurveyed
saying they have alimited understanding or no understanding at all.

Most drivers surveyed understand that they are not covered by CTPif they are at fault, or if
they are the only vehicle involved in the accident. However, around 30% believe they
would be covered in these instances.

Those who rate their understanding of the CTP scheme as not very good or who claim to
have no under standing at all are morelikely than averageto rate the value for money received
from CTPas poor. Further, those with apoor understanding are morelikely than averageto
fall into the following categories:

» those who estimate a higher than average cost for CTP premiums,

 those who support lawyers encouraging CTP claimants;

« those who are unaware that passengers are covered if injured in an accident;
» those unawarethat pedestrians are covered if injured in an accident; and

¢ thoselikely to take up an optiona at-fault component under CTP.

A general education campaign may be beneficial to increase general awareness and
knowledge of the scheme. Whilst making people aware of what they are actually covered
for under the policy, such acampaign may also increase support for the cost of the scheme.

Whilst all thefactorscovered by CTP arerated ashighly important, thefollowing are seen as
most important - ambulance, hospital and medical costs; loss of income during the recovery
period and the cost of long term care.

Those who rate the value for money provided by CTP insurance as good (97%) are more
likely than average (94%) to consider the cost of long term care to be an important factor to
be covered by CTP. Of benefit in any education campaign would be an emphasis on long
term care as akey component of CTP to help improve perceptions of its value for money.

All initiatives tested receive wide support. Theinitiatives of medical assessment tribunals,
the progressive $300 payment and the pain and suffering point scale receive the strongest
support - with at least eight in ten respondents rating each of theseinitiatives as appealing.

The cap on loss of income payment at $104,000 per year, whilst till receiving majority
support, received lower apped ratings (72%). However, coupled with an explanation that
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thisinitiativewill assist in containing the costs of premiumes, it isanticipated that thisinitiative
would also be well accepted.

Whilst 87% of respondents support theinitiative of pay-out limitson minor claimsto reduce
CTP premiums by $50, alower proportion (74%) support pay-out limits on minor claimsfor
the purpose of covering at-fault driversunder CTP. Evidencefrom thefocus groups suggests
that opposition to this latter initiative is due to drivers not wanting to fund compensation for
“poor” drivers.  Should thisinitiative be implemented there is therefore the potential for
some public opposition.

The optional cover for at-fault drivers by payment of an additional $40 receives the lowest
level of support, with 62% stating that they arelikely to take up such an offer. However, itis
concluded that thisinitiative would still be valuabl e to a sizeable segment of the population
and would aid general awareness that CTP does not cover those drivers who are at-faullt.
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APPENDIX 3

COMPULSORY THIRD PARTY INSURANCE
LEGISLATION IN QUEENSLAND

NATIONAL COMPETITION POLICY REVIEW

Prepared by:

Argyle Capital for the
Queensland Government
CTP Review Committee
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COMPULSORY THIRD PARTY INSURANCE LEGISLATION IN QUEENSLAND

NATIONAL COMPETITION POLICY REVIEW

Executive Summary

1

This paper identifies the objectives and possible restrictions on competition in the
Motor Accident Insurance Act 1994 and the Motor Accident | nsurance Regulation
1994. It aso sets out the conclusions from the review which are detailed in Section
14 and which are recommended for consideration by the Queensland Compulsory
Third Party (CTP) Scheme Review Committee. Because the National Competition
Policy (NCP) review is part of awider scheme review being conducted by the
Review Committee it has not contemplated al issuesin the schemeand it has
therefore not been in a position to conclude on matters outside the scope of the NCP
Review and which are the province of the Review Committee.

This paper has been prepared by Argyle Capital in consultation with Ernst & Young
who have been responsible for the quality control review, financial efficiency
analysis and the aternative model evauation.

It has been drafted having regard to the Competition Policy Reform Act 1995 and
the related inter-government agreements.

It includes work undertaken in accordance with a Public Benefit Test Plan dated 4
August 1999, which was approved by Queensland Treasury and it has considered
the objectives underpinning the legislation and their relevance now and in the future.
Those objectives relate to the provision and maintenance of a CTP insurance scheme
which is able to service the community through providing prompt medical and
rehabilitation servicesto personsinjured in motor vehicle accidents with cover that
is accessible and premiums which are affordable and provide for afully funded
scheme.

The present legidation contains restrictions which are anti-competitive and these
have been considered individually. The eval uation approach has been quantitative
where possible and otherwise qualitative.

The existing scheme was evaluated in comparison with the following existing or
hybrid scheme examples:

e astate run monopoly;
¢ avehicleclassfiling scheme; and
e aFileand Write Scheme.

The objective of the comparison has been to consider outcomes for the motor
vehicle owner and the insurer under different scheme alternatives and to examine the
advantages and disadvantages of each scheme.

The paper defines the current Queensland CTP Mode and compares its structure
and performance with other states where this information has been available.

The Review Committee completed an issues paper in August 1999 containing 56
issuesin relation to the Queensland CTP Scheme. 17 of these issues were NCP
related because they were considered to be relevant to the matter of competition.
They have been examined in this paper but the NCP review has not looked in detail
at the other issues, which have been subject to consideration by the Review
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Committeeinitswider review of the scheme and the alternatives.

We believe that the File and Write Scheme and the state run monopoly are unsuitable
aternatives for adoption in this case, having regard to present conditions, the NSW
precedent and the history of the development of the CTP schemein Queensland and
should not be considered further.

Itisour view that if the existing schemeisto beretained, it requires some significant
legislation and scheme design changes to satisfy the requirements of National
Competition Policy notwithstanding the Public benefits which arise under some
issues which have been identified and which may justify their retention.

Having considered the NCP Issues in the existing Scheme, we recommend the
following:

Licensing of Insurers- 4

¢ That the Motor Accident I nsurance Commission (MAIC) should liaise with the
Austrdian Prudential Regulation Authority (APRA) with aview to achieving a
more appropriate sharing of information so that asfar as reasonably possible
duplication of prudentia information requirementsis reduced.

Five year restriction on being re-instated if Insurer Withdraws - 5

« That thefiveyear restriction on being re-instated if an insurer withdraws be
reduced to one year

« adiscretion be granted to the Commission to vary thisrequirement in
extenuating circumstances

Competition amongst Insurers- 17

« That amendments be made to the present scheme where practical to improve the
competitive position of insurersincluding the removal of impediments for motor
vehicle ownersto changeinsurers and changing the five year restriction on re-
instatement of insurers and the minimum market share requirements.

Impediments to Changing Insurer - 18
« That changes be made to the present system to promote choice for the motor
vehicle owner and to do so at times during the year other than at renewal.

» That Queendand Transport's system be atered to make changing of insurers
easier for Motor Vehicle owners at the time of payment of premiums.

Minimum Market Share Requirements - 19
¢ That the 5% minimum market share requirement within 5 years be reduced to a
new minimum market share of 2%.

« That the Commission have the discretion to waive compliance in circumstances
where the market share requirement has not been met but inits judgement a
substantial effort has been made and the insurer islikely to reach the Market
share requirement in the future.

Optional Cover Versus Standard Cover - 20
« Standard policy cover to be retained as aminimum in the best interests of the
community.

¢ Insurers should be encouraged to promote no-fault optional cover asan
enhancement to standard cover which would provide benefits, particularly in
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single vehicle accidents.

Premium Relativity - 35

« Thecurrent basisfor premium relativity is appropriate for the existing schemein
our view because it provides community rating which resultsin affordable
premiums for most motor vehicle owners.

« Under aprice competitive model there would be scope for the Commission to
increase the rating classifications over timeto provide greater opportunity for
differential Premiums.

Commissions - 36
¢ That restrictions on commissionsin respect of the present scheme be removed.

« Under aprice competitive model it is suggested that there be no restrictions on
insurersin relation to the payment of commissions provided that the
commissions are paid out of insurers profits giving them the opportunity and
discretion to determine their own basis for commissions.

Based on our review we believe it is appropriate to retain the existing legid ative
provisionsfor:

e Compulsory product - 1

« Government Monopoly versus Insurers- 3

e Industry deed - 6

¢ Nominal Defendant the only insurer of uninsured and unidentified vehicles- 8
¢ Insurersunableto decline- 21

« Provision of cover in thefirst instance for negligence of manufacturers - 44

» Rehabilitation - 47

Thereason for thisisthat the benefits of retaining these restrictions are important to
the stability and operation of the scheme and in our view they outweigh the costs of
their retention to the community.

The Queensland Transport system of delivery isvery efficient and should continue.

Itisour view that consideration should be given to the deregulation of premiums
and thisrelates to the following NCP issues:

Competition amongst Insurers- 17
Premiumsfixed by Government - 28

Regulation of Insurers Profit - 29

Based on information provided by insurers and analysed in Section 10 and A ppendix

A thereisapotential premium saving achievable for the present scheme of $9. This
saving relatesto reductionsin policy and acquisition costs, claims handling and
reinsurance and after allowing for a profit margin of 8% which is higher than the
existing scheme.

The answer to the question of whether a scheme which has aregulated pricing
structure meets NCP requirementsis amatter for judgement and in thiscaseit is
finely balanced. A key issueiswhether thereis abetter alternative which would
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provide material and sustainable benefits to motor vehicle owners whilst
maintaining the stability of the scheme. TheVehicle Class Filing model hasthe
capacity to deliver an estimated $20 reduction compared with the premium for the
existing scheme (Refer Table 22) and this has the possibility of being higher
depending on the position taken by insurersin determining premiumsin aprice
competitive market. (See Sensitivity Analysis- Page 158)

A Vehicle Class Filing scheme has the potential to provide considerable benefit to
motor vehicle owners, if the changes are properly managed. We recommended that
consideration be given to this as a serious aternative.

This scheme would requirefiling of premiums by insurersfor al classes, with
MAIC on ahalf yearly basis. MAIC would have the responsibility to approvethe
premium within afloor/ceiling range. Provision may need to be made for more
regular filings by insurersin circumstances where they need to react to market
changes.

Queendand Transport would continue to administer the delivery of the Schemein
respect of the collection of premiums and also the el ection by Motor Vehicle owners
of their CTPinsurer.

Community rated premiumswould remain.

Some of the benefits of the Vehicle Class Filing Scheme are;

 introduction of price competition and therefore choice for motor vehicle owners;
¢ it would open the market for insurers;

it would provide the opportunity for insurers to obtain additional or more market
share through price differentiation; and

¢ itwould provide areduction in premiums assessed against the existing
unadjusted scheme of at least $20 taking the average premium cost from $298 to
$278. These changes are based on the analysis we have conducted in Section 10
and Appendix A. It should aso be recognised that thereis scopefor an insurer to
adopt more optimistic assumptions in respect of claimsfrequency and average
claimscost. This, together with more opti mistic assumptions on economic
factors affecting the premium calculation may result in asignificant further
reduction in average premium costsin a price competitive market.

Other issues to be considered before adopting such a Scheme include the potential
impactsincluding full funding, possible changesin market share and potentially
higher acquisition and policy costsfor someinsurers.

The existing schemeis only able to meet NCP requirements after the scheme
changes and legidative amendments referred to earlier and after consideration by
the Review Committee of the issue of Price deregulation. On balance, if ascheme
can be devel oped which provides pricing competition (with premium approval
within afloor/ceiling range by MAIC) whilst maintai ning scheme stability, we
believe that would be preferable to the existing scheme.

Page 99



00| 33ed

‘3582 3Y3 29 SSIMIBYI0

PINOM UeY) Jajdes sasuadxa UOIIRI[IqeYSd JO ISOD By J93W 03 paJdinbau aue suaunsu|
‘Aanlut jo

$3SOO [BI20S PUE [B[DUBUY BY3 S3INPaJ pue A19A033J4 wnwiido sainsus uopelljiqeyad AlJeg
J24nsu| 943 Aq PAPUNY 2.8 SODIAISS 9S0Y3 JO SISOD D) PUE S|seq AjSLUI3 B UO SPadU

UOHEN|IGRYR. JIDY 199U UDIYM SIDIAIDS OF SS9038 padiue.ens ae saned paunful wisisAs siya Jopun)

‘lersusnbasuosul 30U aJe sa3e3s Aunful-aud 03 Buluaniad jou sanJed padniul doy
suoned||dwy [B120s 3y ‘1502 swie> a8edaAe 4ay3|y Jo pooyRXI| Y3 Yam usyidus| o1
AloX1] s1 AupA0324 Joj poliad ay3 Buipuny pue 1uoddns uopielljiqeys. 03 SS9 INOYIAA
‘awayds uopesuadwod Juspidde Adnful [euosaad Aue Jo ainiesy A e sI uonel|Iqeysy

L —uoney

‘winjwaJd YsLi 3Y3 JO UOCITRUIULISISP 33 OF Ul 3]INq
3q p|noMm SIY3 a49m AY3 JI ING JUBDYIUBIS JOU B SISOD ISOY| "SISO 9SOY) JO AUSA0I
Ul Ae[ap aWI3 B Y2M SAE[ING SWIE[> 199U 03 paJinba. aq 9ouelsul sy Y3 ul Aew sJa.insu|

*Sa2IAI3S UoeIl|IqRYa. pUE [edIpaw jelidouadde o) ssevde Buliqeus siseq Ajowi &
UO Ja4nsul J19Y3 Aq 19W 9q [|ImM 24NTBU SIYD JO SWIE> Jey1 a93uelend € aaey salried paunfu|

*SWIIE] JO JUSWID1ISS Ul SAR|9P BUl1ea.d SE |[9M SE SJUBWIE[D
Joy} suonresijdwi 3503 JuedIuBIS dABY PINOM SWIED YoNng ‘sjuepua)ep a|dinnw SulAjoAul
SUOII9E Ul 3|nsaJ PInom sJadiedad Jo sJaanidgjnuew jo 25uadlBsu ayy o3 wed ul Jo
3|OUAM Ul PaINGLIIIE 9q P|NOD JBY] SIUSPIFDE UOIIE[SISS]| 3y Ul JUsWaIinbau s1y3 InoyIAA

P — sJ24noeynuUEW
Jo 22us3||3au oy
sdueISU| ISl Ul
JSA0D JO UOISIAOU

‘uonusl 3y

Joj 140ddns [e4oUs8 SeM 2J9Y) SUOISSIUGNS JIY3 Ul JoASMOY SulILIMISpUn a8euewl ued
A3Y3 U1yM Ul JSUUEBW Y3 Ul PRI2LIISA € SI2UNSU| “siseq AWl & UO Pansul a.e S9|31YaA
*sdnoJB ysid Y31y sy jo uojesipisqns ayl

180 03 swnjwaud J4ay3iy Aed pjnom sdnoud Jsyio 95uanbesuod € sy USA0D IdUBINSUL
d1lD Yum papircad ade adueInsUl paIUsp 9q asimIaYIo yBiw oym sdnodd st y3iH

*(AA9] JuepURJRQ [RUIWION J49YS1Y) SISUMO 3[DIYIA JOIOW IBYIO OF YIYS IS0 € Ul

3|nsaJ pue SUIALIP PRINSUIUN JO 32UBPIDUI SY3 SSBAIDUI PINOM ISAOD JO [BIUSP JO sAejeq
"SIOUMO 3|3IUIA JOIOW [ENPIAIPUI JO SIUSWISSOSSE

SUNLIMISPUN UM PRIeIdoSSE J9A0d Bulindodd ul sAejop awil 9q Os[e pjnom aJay |
“ISA0D JDUBINSUL 4| D POIUSP 9q ABW (SEBAUE JUIOUOII-O[I0S JOMO|

woJy 9soy) pue aAl Ausmi Japun 3-9) sdnoud dsit y3iy paaredaad Alenonded sisumo
3[2IYaA JOI0UW SWOS sJansul Aq WaYdS 2y 4o} 1ioddns ||ny uey) sS9| SI 249Y1 AUBYAA

| T —ouIpsp o
9|qeun sJa.Jnsu|

*SJ2JNSU| USOMID] SISO BU|ILI0||E U0} WISIUBYISW
SAIIIBYS ISOT)  'SISOD UOIIE! peseaudul Jo pooyll| 9Y3 st ||am se uopresuadwod
BulAl9294 Ul sAejop swil Y3nodyz ssjrded paunsul uo dedw] Jes|d pue SNOIAqQO

'ss9204d aY3 UsY3IBus| pue SISO [€33] JULDLIUSIS DARY [|IM

sjuepuayep a|dnjnw jsurede uonse ue 3uriq 03 A1ued pauniul ue Joj Uoiyenlls B3 SAES| O]
'S124NSUl US9MID] AM|IqRI| SA|OSAI O)

Aldwis uonedi) AyiBus| o3 pasodxs Aried padnful ay3 soAES| SSIMISYIO Op O] ‘stadnsul
s|dinjnw sey 19d4BW 93 Su9Ym AJBSSIIDU S USSs S| paa(] AJIsnpu| ue Jo 1dsouod sy

9 — paa(] AJasnpu|

*S.19.4nsU] 10329s 918ALId JUS.LIND 9Y) AQ PRALISP $11J0.4d 19U PUE SSNUSAR ||BISAC U] SUI[23(Q
‘warsAs Yareay a1qnd 943 y3noaya JUSWUISACS UO USPINg J97EaU5)

Jjood asueInsu] J3][BWS) SISUMO 3[DIYIA JOIOW PAINSU] 3SOY3 IO} ISOD
M 19npoud sy Jo anjeu Liosindwod ays Jo [eAowdy “uolresuadwod o3
$$930€ paajue.ens Jo [eaowad Y3nodys salrded paJnful Joy asiie saousnbasuod snouisesiq

AJEIUN|OA S| JSAOD BDUEINSUI 2ISYM PIASIYDE 3q 10U

PIN©> swWie|> Jo uonn|osaJ Alies pue uonesuadwod O ss93E JO BA1IR(qO Byl AlEd|D
*SWIE[d JO JUBWS[IIDS Y3 Ul aslie os|e Aew sAejop jueayiudig Aided juadiBou sy

JO s19s5E Y3 03 PaYWI| 3snodaJ Yim A1ied padnful ue SulAes| 2Jnsul 10U PINOM OYMm
SIBUMO 3[DIYdA JoI0W AUBW 9q P[NOM 3J3Y3 9dueInsul Alosinduwiod Jo aduasqe ayy U]

| —1npoud Adosindwor

*9INPNIIS 1503 MOJ D YUM SUWLBLDS WDPUBJPQJ
JDUILLION D 3G PINOYS 8JaY ] adUDINSU] 17 Jo 1500 a1mn) Ajdjy aya SuipipSa A1iqoioipaid pup
Aupgpls 8q pjnoys 9oy *ajqppiofp a.p suimuwid pup papun] Ajjnj suipuia awRYds ay1 10Y]
PpUD SIUBPPID FDIYA Joj0w Jo 1n0 Sustip Ainfuy jpuosiad Joj Aupqoy [p8aj sayy Jo) uonpaloid
Jin} 9ADY SISUMO BDIYSA JOJOUW DY SUND[ JO UONNjOSaI pUD UONDLIGDYII Jo UOISIA0IG
Aiipa 1 919Y1 pUD UONDSUIGLIOD 0] SSIIID JADY SIIBPIID JDIYA JO10W U} paInful saiLInd 10Y |

:aM29lq0

aWwRYDS Sunsixa ay} U UOINRGUIOY) U0 SUODLIISAY

sJap|oyfeas uo syoedw)

3A1N3IqO 031 diysuonejey

anss|

XA LVIN RAVIHIANS — M3IATY dON IDNVHNSNI 41D

11o0day

sweYdg dduednsu| Aaed paiy | Adosindwor) puejsusand) sy JO MIIASY



Review of the Queensland Compulsory Third Party Insurance Scheme

Report

CTP INSURANCE NCP REVIEW - SUMMARY MATRIX

Issue

Relationship to Objective

Impacts on Stakeholders

In summary, the restrictions outlined above provide net benefits to injured parties and hence
the scheme and therefore the community as a whole.

Any impacts on insurers are relatively immaterial and their submissions have generally supported
the retention of this restriction.

In the absence of the scheme meeting rehabilitation costs those services would still be needed
and therefore the possibility exists for an adverse impact on the public health system where an
injured party does not have the financial means to pursue a claim.

Nominal Defendant only
insurer of uninsured/
unidentified vehicles - 8

Objective:

In the absence of compulsory insurance there would be many motor vehicle owners who would
not insure, leaving an injured party with recourse limited to the assets of the negligent party.
Significant delays may also arise in the settlement of claims.

Clearly the objective of access to compensation and early resolution of claims could not be
achieved where insurance cover is voluntary.

Other objectives include that the Nominal Defendant is funded by an affordable levy and risk to
Government is minimised.

The Nominal Defendant is the insurer of last resort for uninsured and unidentified
vehicles and in circumstances where an insurer became insolvent.

The current Nominal Defendant levy will raise $28 million in 1999/2000. This equates
to 4.16% of premiums and for a Class 1 vehicle is $11.90. Under the current
arrangements all but 5% of the levy collected will be returned to the community as claim
payments. However there is significant exposure to the Government in the event of
insolvency of an insurer albeit that risk is mitigated through Commonwealth licensing
and prudential supervision of insurers coupled with the oversight of the MAIC.

In 1998/99 there were 269 claims for unidentified vehicles and 155 for uninsured vehicles
with an aggregate claims cost of $15.86 million. It would be unreasonable to leave
injured parties without a clear path to compensation. Without the Nominal Defendant
Scheme there would be adverse social and economic impacts.

Alternatives:
An alternative is to dispense with the Nominal Defendant Scheme.

In the absence of this safety net injured parties may be left without access to
compensation and with the likelihood of added litigation costs where there is prospect
of recovery.

Enabling private insurers to assume the underwriting risk and opportunity for new
business. This concept currently operates in NSW with costs of claims shared on the
basis of market shares.

Another alternative is a tender by a single insurer. However this may create some
conflicts where that insurer is an underwriter in the Scheme.

In NSW where this alternative is operating it is noted that the claims costs are
approximately 33% higher than that states industry average. This contrasts with the
Queensland Nominal Defendant Scheme which is consistent with the industry average
claims cost. Assuming a similar situation under this alternative the gross income for the
Nominal Defendant would need to increase by approximately $9 million.

For this alternative to be commercially viable insurers would expect a profit margin to
compensate for the risk. This would impact on the levy and based on a 6% profit margin
it would increase costs to motor vehicle owners by $2.38 million ($1 per Class 1 vehicle).

It would be expected that claims cost would be comparable to the existing scheme
however there would need to be a profit margin built into the premium. Applying a
similar 6% profit margin assumption the levy pool would have to increase by $1.8 million
(76 cents per Class 1 vehicle).
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Issue

Relationship to Objective

Impacts on Stakeholders

Whilst the tender process would result in competitive pricing, the insurers would be
inclined to balance this with conservative assumptions in respect of the risk.

MAIC would lose its insight into the operation of the scheme through the Nominal Defendant
as an insurer (comparative assessments). There would be staffing impacts for MAIC.

In summary, the identified alternatives do not meet the objective and would come at an added net
cost to the motor vehicle owner and depending on the alternative could have greater social costs.

Licensing of insurers — 4

Objectives:

To ensure injured parties have access to compensation which can be many years even decades
beyond the premium year. Also that proper claims facilities are readily accessible to injured
parties and insurers operate to appropriate standards.

Under the current legislation MAIC licenses insurers and is responsible for prudential
supervision. Insurers must for instance:
¢ Carry on the business of general insurance in Queensland; and

» Have an office in Queensland for dealing with CTP claims with competent staff.

To some degree the prudential supervision undertaken by MAIC duplicates the broader
function adopted by the Australian Prudential Regulation Authority (APRA) whose role
is to license and prudentially supervise all insurers writing business in Australia. Its
prudential standards require a level of sufficient solvency.

Motor vehicle owners currently contribute a 0.335% levy (96 cents per Class 1 vehicle)
to fund the operations of the MAIC covering prudential supervision and monitoring of
the scheme. However a large proportion of the levy goes toward accident prevention
and rehabilitation initiatives. The cost of running MAIC is approximately $1.5 million per
annum.

Injured parties have the assurance that the responsible insurer will be in a position to
meet future claims and also has facilities readily accessible.

There is a duplication of costs which arises for insurers with the current requirements to
report to both APRA and MAIC.

Government has greater certainty concerning the capacity of insurers to meet ongoing
liabilities and minimises the exposure in the event of failure.

Alternatives:

To remove the requirement for licensing and rely on APRA's licensing and prudential
supervision as sufficient assurance as to solvency.

Third party certification as to the solvency of insurers on an annual basis.

Introduce a code of conduct in lieu of licensing.

Practical difficulties arise in obtaining information from APRA due to Commonwealth
privacy laws. The current scheme has a premium income of $685 million per annum with
outstanding claims liabilities estimated to be in the order of $2 billion. With this level of
exposure for the Queensland motor vehicle owner and the Government it is prudent to
maintain an appropriate level of supervision. Any savings which may arise by removal of
duplications are not expected to be significant.

The function undertaken by MAIC includes an overview of each insurer’s financial position
annually. The costs of this process,incurred by MAIC, are approximately $25,000 per annum.

It would not be unreasonable to expect that Third Party Certification would cost
approximately $25,000 per insurer each year. (There are currently 6 insurers to whom
this process would apply.)

A code of conduct is a degree of self regulation. Adherence to such a code may not be a
primary consideration for an insurer facing financial difficulties. The financial exposure
for Government in the event of the failure of an insurer is significant.

In summary the benefits of licensing and prudential supervision offer assurance to the
Government, motor vehicle owners and in particular injured parties as to the ongoing capacity to
meet claim costs. Any costs associated with the current licensing and prudential supervision are
far outweighed by the benefits.
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Relationship to Objective

Impacts on Stakeholders

Five year restriction on
being re-instated if insurer
withdraws - 5

Objective:

To ensure any insurer wishing to write the business enters the scheme with a long term
commitment to the Queensland CTP Scheme. It prevents an insurer moving in and out of the
scheme in response to the changing dynamics of the scheme.

Where a licence is withdrawn the insurer cannot be re-licensed for a period of five
years. Such withdrawal of a licence can occur where an insurer has failed to achieve
minimum market share.

It assures any insurer writing the business has a full commitment to the scheme and
dedicated resources to manage claims which in the end is in the interest of injured parties.

This restriction limits the number of insurers willing to participate in the scheme as it
reduces their ability to react to changes in market circumstances. Consequently there
is less competition and choice and for Government greater exposure in dollar terms to
insurer insolvency because of the concentration of the market.

This restriction arguably has provided some stability to the scheme through continuity
of insurer participation.

However the removal of the restriction would enable insurers to more freely re-enter
the market with some costs to the scheme for both MAIC and Queensland Transport.
These costs are not considered to be particularly significant.

From a consumer’s perspective, greater freedom in moving in and out of the market,
may create some confusion and inconvenience particularly associated with the allocation
of new insurers.

Alternatives:
Removal of the restriction.

Reduction of the period to which the restriction relates.

Less commitment is required by insurers to the possible detriment of injured parties
particularly where insurers have a small claims run-off.

Consideration would need to be given to the regulatory burden for scheme control and
the re-licensing of applicants if such changes became more frequent.

Queensland Transport’s costs are affected by insurers moving in and out of the scheme.

A shorter period of not less than one year essentially would have the same effect as is
achieved under the current five year restriction. This is because the insurer will lose its
entire market share and should present as a disincentive for insurers to want to leave
and re-enter the market based on short-term changes in market conditions.

In summary, it is recognised that the restriction represents a barrier to market entry. The
objective could be achieved with a shorter period, say one year and a level of discretion for
MAIC should there be extenuating circumstances relating to the position of an insurer (e.g.
takeover or merger which changes previous circumstances).

Minimum market share
requirements - 19

Objective:

To ensure any insurer wishing to write the business enters the scheme with a long term
commitment to the Queensland CTP Scheme. It also ensures the insurer is prepared to write a
range of risks and is less inclined to niche market.

It is a condition of a licence that an insurer must attain and hold a minimum market
share of 5% in five years. Having a target of 5% ensures the insurer is less inclined to
target market.

Insurers gaining sufficient market share ensure that injured parties are provided with an
appropriate claims management service and demonstrates that the insurer is committed
to being an active participant in the scheme.
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Issue

Relationship to Objective

Impacts on Stakeholders

The experience in the scheme since 1994 is that there were 11 at that time and this has
moved to six currently (with VACC’s licence suspended). The changes have occurred
with most insurers leaving the scheme at low levels in market share.

This restriction presents a significant barrier to entry of the CTP market. It is exacerbated
by the lack of flexibility in changing insurers. This may have limited the number of insurers
participating in the scheme and consequently competition may have been reduced.

Insurers who border on the 5% threshold may have to incur significant promotional
costs simply to meet the legislative requirement with little benefits to motor vehicle
owners or injured parties.

Alternatives:
Removal of the restriction.

Reduction in the restriction in market share percentage, to say 2%.

The removal of the restriction would potentially enable the entry of insurers with the
sole intention of only writing a small portion of the business or niche marketing. In the
absence of stringent claims management requirements (e.qg. claims operation standards)
an injured party could be disadvantaged through a lack of access to appropriately skilled
claims management services.

Removal of restrictions may attract more insurers and promote a higher level of
competition for market share. For the Government there will be less exposure in dollar
terms to insurer insolvency because of the higher level of participation in the market.

The number of insurers in the scheme impacts directly on the requirements for
supervision and licensing by MAIC including factors associated with the provision of
claims data.

For Queensland Transport there will be some increase in activity with possibly a marginal
increase in costs.

The impact on stakeholders will be similar to that of the complete removal of the
restriction with the exception that a smaller percentage may still achieve a long term
commitment by the insurer and with an appropriate claims management operation. An
insurer with the responsibility to achieve a preset market share will be less inclined to
niche market.

The difference between a market share requirement of 0% and 2% would have little
effect on the Government’s exposure in the event of insolvency.

In summary, there is a net benefit to stakeholders in retaining a restriction. However, the objective
can be achieved through a lowering of the minimum market share requirement to say, 2% in five
years. Further, MAIC should have a discretion to waive compliance with the market share
requirements where the insurer can demonstrate a substantial effort has been made and the
insurer is likely to reach the requirement in the future.

Optional cover versus
standard cover - 20

Objective:

An injured party has an appropriate level of cover and benefits are not reduced as a
conseguence of a motor vehicle owner taking reduced cover as a trade off for lower premiums.

The current scheme prescribes the same policy of insurance for all motor vehicle
owners.

Injured parties and their legal representatives are conversant with the cover under
legislation and the scope of cover doesn’t vary between insurers.This provides certainty
in determination of claims and minimises disputes over entitlement.
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Alternatives:
Leave the market to set policy terms.

Redefining the current policy to stand as a minimum cover, allowing insurers a discretion
to provide add on cover.

The scheme is better able to respond to changes in scheme developments, in particular
maintaining a balance between premiums and benefits.

Insurers are unable to use product differentiation in marketing which impacts on
competition for market share.

The difficulty with CTP insurance is that the insured is generally not the beneficiary of the
policy.The trend could be to offer broader benefits but in all probability the market would
seek to limit benefits in order to lower premiums in pursuit of market share. The latter
has greater attraction to motor vehicle owners but to the detriment of injured parties.

The claims outcomes may bring criticism on Government because of a perceived failure
to maintain appropriate protection for injured parties. In the extreme there could be a
greater burden on the public health system.

By maintaining the existing cover as a minimum, injured parties are not disadvantaged.
Scope for an insurer to provide add on cover could see provision of extra benefits to
injured parties particularly drivers (e.g. no-fault)

The move to variable cover above a minimum has the potential to change CTP insurance
from a perceived Government tax to a more identifiable insurance product.

Insurers are better able to differentiate their product in the market thereby assisting in
achieving increased competition for market share.

In summary the objective can be achieved by an alternative which enables standard cover to be
maintained as a minimum and potential enhancements through product add ons driven by
competition for market share.The net benefit to injured parties would support the retention of
some form of standard cover.

Premium relativity - 35

Objective:

To maintain a level of premium that is commensurate with the risk for the various classes of
motor vehicle.

The current motor vehicle classes are historic in nature and broadly align to classes in
other jurisdictions. Their relativity to Class 1 is determined annually on actuarial analysis.
The Government can approve or modify the premium recommended by MAIC.There is
no opportunity for individual risk rating within a class of motor vehicle.

Not aligning premiums to reflect risk does not provide an incentive to groups to adopt
better road safety practices.

If premiums do not reflect the actuarially advised relativity an effective cross subsidisation
occurs with total pool. This means that some motor vehicle owners would be paying
higher premiums.

Under current arrangements if relativities are not appropriately set it can have an adverse

impact on the profitability of insurers particularly if the insurer has a disproportionate
mix of business.

Alternatives:
Absolute community rating with the same premium applying to all motor vehicles.

A total community rating would impact on motor vehicle owners with some winners
and some losers. Based on current premiums the Class 1 premium would increase from
$286 to $298.
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Scope for individual risk rating on the motor vehicle owner.

From an insurer’s perspective there would be greater incentive to avoid the higher risk
groups (e.g. taxis).
Total community rating is counter to good road safety practices.

NSW operates a limited form of individual risk rating. Theoretically this is the purest
methodology for premium setting but based on analysis, it impacts significantly on delivery
costs. For the scheme to move in this direction it is estimated that the average premium
cost would increase by $15 per policy.This is directly attributable to the higher acquisition
and policy costs. Rating akin to the NSW system has an adverse social impact in that
premium rating tends to follow age of motor vehicle owner and motor vehicle owners
from lower socio-economic groups who are least able to afford higher premium rates.

In summary the current basis for premium relativity is appropriate because it provides a net
benefit to motor vehicle owners through the provision of affordable premiums.

Competition amongst
insurers - 17

Impediments to changing
insurers -18

Premiums fixed by
government - 28

Regulation of insurer’s
profit - 29

Commissions - 36

Government Monopoly
Versus Insurers - 3

Objective:

A stable scheme with an affordable and fully funded premium which also provides a level of
choice in insurer, for motor vehicle owners.

The current scheme has multiple insurers but the premium is fixed annually by
Government based on actuarial advice.

The premium is derived on a basis which incorporates allowances for acquisition and
other administrative costs and a level of profit for insurers.The intention is to set a fully
funded premium with the assessment based on industry wide averages. Profitability can
vary widely between insurers because of economies of scale.

Included in the calculation of acquisition costs account is taken of commissions paid to
third parties in gaining business. In the interest of motor vehicle owners Section 96 of
the Act places caps on commission levels that can be paid in respect of new and recurring
business.

A Government monopoly would not provide any choice of insurer for motor vehicle
owners although such schemes are run successfully in some other jurisdictions. There
is no greater guarantee of full funding under a monopoly.

Complexities exist for injured parties in identifying the at fault vehicle and its insurer to
be in a position to bring a claim.

Premium rates are set prospectively and tend to err on the conservative to ensure
appropriate funding for claims liabilities. However, the process does give assurances that
in the long run the premium will be fully funded.A criticism of the scheme is that in the
absence of price competition, the motor vehicle owner is paying a higher premium than
might otherwise be available. There is no scope for risk rating aligning to the individual’s
driving records or other factors which may vary the premium for an individual.

The Government has a high profile in the current system leading to the perception that
the premium is a Government charge rather than an insurance product. This creates
political pressures for the Government of the day.

For the insurers, there is the potential that the set premium is insufficient to provide an
adequate return on capital and may also be deficient to the degree that it does not
adequately cover claim liabilities and on costs. In the absence of price competition market
share gains are difficult to achieve as is inducing the perceived better risks to insure with
a particular insurer.This situation is compounded by the current impediments to changing
insurer (e.g. no option to change with credit card payment) and the caps on commission
payable.

A Government monopoly would adversely impact insurers who now participate in the
scheme as the existing business would be taken over by the State who would also assume
the risks associated with its operation.

Alternatives:
Total deregulation of premiums (free market).

Total deregulation theoretically, should provide the lowest possible premiums which would
clearly be in the interest of motor vehicle owners. However, analysis has indicated that
delivery costs will significantly increase because of the need for the insurers’ direct
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Competitively priced premiums utilising Queensland Transport registration system,
operating within floor/ceiling premium limits, removal of restrictions on commissions
and improved market access (Vehicle Class Filing Model).

involvement in underwriting and risk assessment as opposed to the concept of the
greater community rating model delivered through the Queensland Transport new
business and renewal process.

The concept provides the ultimate level of choice and without any restrictions on insurers
in respect of commissions, etc. However, market volatility may lead to unrealistic premium
prices and whilst affordable may not be fully funded. This could have an impact on an
insurer’s capacity to meet long term claim commitments. In turn there would be an
adverse effect for injured parties, the Nominal Defendant and Government.

For motor vehicle owners there would be an additional requirement to acquire, on an
annual basis (or 6 monthly), insurance independent of the Queensland Transport
registration system. Individual rating could not be accommodated through Queensland
Transport but it would not diminish Queensland Transport's obligation to record
insurance particulars.

The process for the motor vehicle owner would have added cost but more so significant
inconvenience.

Queensland Transport systems would be affected in a totally deregulated market.With
the necessity for the community to have comfort that all motor vehicles are insured for
CTP. The Government through Queensland Transport must link insurance records with
registration particulars. From a financial perspective, as demonstrated in Appendix A,
this would add considerable cost to Queensland Transport in the delivery of the product.

There is also the risk that premiums could fluctuate widely over a short timeframe,
creating scheme instability and criticism levelled at Government

Queensland Transport has an established mechanism for recording of insurance
particulars with registration. The system is well recognised by insurers and the legal
profession in identifying the insurer of any vehicle involved in an accident. The benefits
for injured parties would be maintained.

Motor vehicle owners would benefit from the opportunity to acquire discounts under
insurance packages and importantly having access to a competitively priced product.
There would be the added assurance that prices are controlled within reasonable limits,
ensuring scheme stability. That stability would be in the best interest of Government but
at the same time will enable the product to be more clearly identified as insurance
rather than a Government charge.

Conversely, the nature of this concept presents a risk for insurers. Market share shifts
are likely to occur based on reasonably small premium differences which could have
adverse effects on an insurer’s profitability and returns to shareholders.This would have
greater impact on insurers currently holding significant market share.

From a positive perspective, insurers are able to price products in a way which is more
relevant to the structure of their particular portfolio and business costs. Insurers also
have the ability to market more freely without restrictions on commissions.
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Queensland Transport has the capacity to manage a scheme with premiums varied by
insurer but not extending to individual underwriting. It is realised that any change from
the fixed premium structure for Queensland Transport will create additional costs.
Preliminary assessment by Queensland Transport is that there would be about $232,000
in development costs and ongoing additional costs of $1.4m per annum (which equates
to approximately 60 cents per policy per annum)

In summary, the current scheme does not afford the motor vehicle owner with an appropriate
degree of choice or a level of competition on premiums that can assure the motor vehicle owner
of the best available price.

Premiums have moved to a point where affordability is now questioned and arguably the scheme
has experienced a level of instability in recent years. In addition the premium setting process,
whilst endeavouring to provide full funding based on the best actuarial advice, there cannot be
any guarantees for the insurer that in the long run, this will be the case.

The fully deregulated market provides the greatest choice and price competition for the motor vehicle
owner but with the assessed added delivery cost there is not a net benefit for the community.

The Vehicle Class Filing alternative based on current Queensland Transport delivery mechanisms
with variable premiums offered by insurers would provide the motor vehicle owner with choice
and competition.The imposition of a floor/ceiling price should maintain stability in the scheme
and as best as possible ensure the premium is fully funded. Competition should be in the best
interest of the motor vehicle owner and help to keep premiums at an affordable level.

On balance, the Vehicle Class Filing model offers the community the greatest net benefits.

Objective:

To provide a stable CTP scheme with a premium that is affordable and determined on a full funding basis and which provides a high level of access to benefits for injured parties whilst minimising risk exposure for Government.

Vehicle Class Filing

The insurance would remain compulsory for all motor vehicle owners and the product
delivered by the private insurance industry.

An insurer would be free to set its own price having regard to its claims experience and
the overall scheme experience. The price would need to fit within a MAIC actuarially
determined floor and ceiling range. Although premiums will vary between insurers, in
the interests of the broader community there will not be individual risk underwriting
and premiums only differing by class of motor vehicle.

To facilitate competition, restrictions on commissions would be removed and the
opportunity to change insurer would be simplified.

The access to benefits by injured parties would be unchanged from the current scheme,
as would the capacity for Queensland Transport to deliver the product in conjunction
with registration.

Injured parties will not experience any change from the existing scheme in respect of
access to benefits. Likewise there would be no change for the legal profession.

Motor vehicle owners would have an availability of competitively priced premiums by
vehicle class but which does not encompass individual risk rating minimising delivery
costs. The convenience of obtaining the insurance through Queensland Transport will
be retained.

For the Government the product would be more identified as an insurance product
rather than a Government charge. By maintaining the involvement of the private
insurance sector in the underwriting the exposure for Government is limited to the
activities of the Nominal Defendant.

Insurers will experience significant change from the existing arrangements. Premium
setting will involve their own actuarial assessment taking account of their particular
insurance portfolio and business costs with regard to scheme experience.An overriding
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requirement will be the need for insurers to take into consideration market conditions
and dynamics in arriving at premium prices.

Insurers will have less restrictions imposed in respect of acquisition of business such as
the removal of commission caps and freeing of the renewal transfer process.

Under this scheme an insurer could be exposed to sudden and significant market shifts
driven by price.The market shifts could have a material impact on profitability. Depending
on the timeframe for rate re-filings the downturn in profitability may be sustained.

Given the position of the two insurers with the largest market share, there could be
significant swings depending on how they react to pricing.

Queensland Transport will have added costs in delivery of this type of scheme and it is
anticipated that there will be a significant number of enquires generated particularly in
the early years. Preliminary assessments indicate that there would be about $232,000 in
development costs and ongoing additional costs of $1.4m per annum.

This model has been assessed to produce a reduction in average premium cost from $298
to $278 which represents a reduction in the premium pool of $46 million per annum
(based on the analysis in Section 10 and Appendix A). This has the potential to be a
greater saving depending upon the assumptions insurers may use in respect of claims
frequency and average claims cost and the assumptions adopted in relation to factors
which influence premium calculations.

In summary, the Vehicle Filing Model meets the objective and has the potential to deliver material
net benefits to Queensland motor vehicle owners.

State Run Monopoly

A state run monopoly would provide a compulsory product and there would be no
change in the benefits for injured parties. The Queensland Transport vehicle registration
system would continue to be the basis for delivery of the product.

It is envisaged that the vehicle class system for the rating of premiums would remain and
that premiums would be determined on the basis of actuarial advice.

There would be no impact on injured parties to the extent that the scheme remained
on a fully funded basis.

Motor vehicle owners would acquire their CTP insurance in the same way as the present
scheme (through the vehicle registration system). There is a scope for an annual premium
of $262 which is $36 lower than the existing scheme.

This however comes at a considerable cost to insurers who would lose their entire
market of $685 million per annum with very significant impact on those businesses,
particularly those with larger market shares. This would be likely to result in a significant
flow on economic impact, i.e. employment impacts.

The State Government would be required to assume the risk of running the scheme and
its adoption would represent a move further away from competition.

In summary, this alternative does not satisfy the objective and it would not provide a net benefit
to the community.

File & Write

This scheme would have a compulsory product and private insurers would be able to
operate under a deregulated price structure, with the acquisition of insurance by motor
vehicle owners through a Green Slip system similar to NSW.

There would be no change to the access to benefits for injured parties provided the
scheme remained fully funded.

The impact on motor vehicle owners would be substantial. The benefits of competition would be
more than offset by the very high acquisition costs of the scheme. We have estimated that the
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There would be no change to the basis for access to benefits by injured parties however
there would be risks rating of premiums consistent with the NSW scheme. The
objective of having a fully funded scheme would remain and MAIC would approve

premium ranges.

average premium would be $306 which is $8 higher than the existing scheme and $28 higher than
the Vehicle Class Filing scheme. Motor vehicle owners would also be required to independently
acquire cover (Green Slips) and this would have its own impact on the community including the
inconvenience caused by that acquisition and complexities for Queensland Transport.

Insurers would incur substantial extra cost in collecting premiums which is now done
through Queensland Transport. They would also be required to determine premiums in
a very different and potentially changing market with the potential for substantial and
sometimes sudden movements in market share.

For the Government there are risks of market volatility and reaction to the significant
community inconvenience of a Green Slip system.

Queensland Transport’s role would change as insurers would collect premiums.

In summary, this scheme does not meet the ohjective and does not provide a net benefit to the community.
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COMPULSORY THIRD PARTY INSURANCE LEGISLATION IN

QUEENSLAND
NATIONAL COMPETITION POLICY REVIEW

1.INTRODUCTION AND LEGISLATION REVIEW

11

12

13

14

21

In April 1999 the Queendand Government established a Committee of Review to
examine the CTP scheme including scheme design, affordability and National
Competition Policy (NCP) Issues. That Committee consists of four independent
membersincluding an independent chair.

Argyle Capital was appointed as adviser to the Review Committeein respect of the
NCP Review including a Public Benefit Test. Thiswork was undertakenin
conjunction with Ernst & Young who performed aquality assurance role and who
provided economic and financia/analytical assistance.

Thisreport isissued by the Review Committee and it is a segment of awider report
of the Committee on the entire Compulsory Third Party (CTP) scheme. Thereport
sets out the National Competition Policy issues and a Public Benefit Test in relation
to the restrictions on competition arising from provisions of the Queensland Motor
Accident Insurance Act 1994 and the Motor Accident I nsurance Regulation 1994
(theAct). ThePublic Benefit Test is undertaken in accordance with the Competition
Principles Agreement between the Commonweal th of Australia(Commonweslth)
and theAustralian States and in amanner consistent with the Queensland Treasury
Public Benefit Test Guidelines and consistent with National Competition Policy
(NCP) review requirements.

TheAct establishes acompulsory third party personal injury insurance scheme for
motor vehiclesin Queendland. The scheme has the objective of ensuring
compensation is available for partiesinjured in amotor accident where fault can be
established. It aso provides the mechanismsfor rehabilitation of those parties and
early resolution of their claims. The schemeis administered by the Motor Accident
Insurance Commission (MAIC). The schemeisinsuring 2.3 million vehiclesat a
total estimated premium of $685 million in 1999/2000.

National Competition Policy Review and Public Benefit Test Methodology

The Competition Principles Agreement

I'n conjunction with the Competition Policy Reform Act (1995) the Commonwealth
and State Governments signed severa inter-government agreements. These were:

« Competition Principles Agreement (CPA)
e Code of Conduct Agreement; and
¢ Agreement to Implement the National Competition Policy and Related Reforms.

In the Competition Principles Agreement there was a provision that each party to the
agreement would develop atimetable to review al legidation that restricts
competition and where appropriate reform that legidation by the year 2000. That
agreement contained the following important provision:

The guiding principleisthat legislation (including Acts, Enactments, Ordinances or
Regulations) should not restrict competition unlessit can be demonstrated that:

(a) the benefits of the restriction to the community outweigh the costs; and
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(b) the objectives of the legidation can only be achieved by restricting competition.

According to the Competition Principles Agreement areview of legislation that
restricts competition should:

(a) clarify the objectives of thelegidation;

(b) identify the nature of the restriction on competition;

(c) andyse thelikely effect of the restriction on competition;
(d) assess and balance the costs and benefits of the restriction;

(e) consider alternative means for achieving the same result including non-
legidative approaches;

(f) ensure that any restrictions on competition meet the public benefit principle; and

(g) provide for the review of restrictions on competition at least once every ten years
to determineif thelegidationisstill required.

The Queensland Government’s process for reviewing restrictions on competition
outlined in its Public Benefit Test (PBT) reflects the guiding principle expressed in
Clause 5 of the CPA. It isimportant to note that competitive outcomes are not
preferred solely for the sake of competition.

Thereview processisintended to ensure that:

(a) the cost and benefits of any restrictions on competition are transparent in the
context of the objectives of the legid ation they serve;

(b)if arestriction on competition isretained, it isjustified on the basis either that its
benefits outweigh its costs or that thereis no aternative and more efficient means
to achieve the same or a better result; and

(c) aprocess existsto regularly review such restrictions to ensure that the public
policies or other benefits they promote are not eroded over time.

This approach acknowledges that NCP principles do not overshadow but must be
reconciled with socia, environmental and other economic policy priorities of
Government.

The process of legislation review promotes these policy objectives by subjecting
restrictions on competition to atransparent assessment of their costs and benefits.

2.2The Queensland Treasury Public Benefit Test Guidelines

The above requirements are al so contained in the Queensland Treasury Public
Benefit Test Guidelines which al so sets out aformat for preparing a competition
impact assessment in the form of a Public Benefit Test for consideration by the
Queensland State Cabinet.

The Public Benefit Test Guidelines outline six steps to be undertaken:

Stepl | dentification of “without change” or base state.
Step 2 I dentification of “with change” state.
Step 3 I dentification of al the major impacts.

Step 4 Valuation of impacts.
Step 5 Detailed assessment of non-valued impacts.
Step 6 Timing, aggregation and presentation of results.
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The above requirements are explained in detail in the Guidelines and have been
incorporated in the public benefit test for the Act. Therationale for specifying the
without change and with change statesis to assess and quantify the impact of
moving from one state to another as specified in subseguent steps.

It isimportant to note that, in accordance with the Guidelines, Step 1isa
clarification of the objectives of the legidlation, identification of the nature and
relevance of the restrictions on competition and adescription of the market structure
that will prevail under therestrictions. Step 2 includes specification of different
scenarios and their impact on market structures.

The quantitative and qualitative analysis undertaken in later sections of this paper
have given consideration to the effects of adopting different structures under which
the CTP scheme might operate including consideration of a State run monopoly and
acompetitive market.

It isimportant to note that this eval uation does not capture theimpact of certain
effects that cannot be valued including for example, the current restrictions which
existin relation to the fact that the product is compulsory and the arrangement for
licensing of insurers. Where applicable qualitative analysis of these restrictionsis
documented in this report.

2.3The Public Benefit Test Plan

A Public Benefit Test Plan dated 4 August 1999 was approved by the L egislation
Review Committee and submitted to Queensland Treasury for approval. Thistest
has been carried out in accordance with the plan which requires consideration of the
nature of restrictions on competition, key affected groups, the basis for economic or
qualitative assessment and the consideration of aternative options. It also sets out
the basisfor consultation with key affected groups and the community to ensure that
the Committee receives opinions and views on crucial mattersincluding
consideration of alternative structures.

Argyle Capital with the assistance of Ernst & Young has undertaken a Public Benefit
Test in relation to the NCP Issues previously identified by the Committee and
forming part of a CTP Scheme I ssues Paper completed in August 1999.

2.4 Evaluation Approach

The current CTP scheme has been eva uated against existing or hybrid examples of
schemes which represent aternatives that are reasonable to consider in this review.
The analysis has been performed on the basis of along term outlook.

The bases for evaluation of those schemes are set out below. The structure of each
of the schemesisset out in Section 10 and their advantages and disadvantages arein
Section 11.

Existing Scheme
e Current scheme based on 1999/2000 Premium.

¢ Adjusted 1999/2000 Premium using updated information from the six currently
licensed insurers. Thismodel better reflects the delivery costs (using an average
for al insurers) whilst the numbers used in the previously mentioned Model are
based on the standard premium averaged over al classes and using allocated
amounts for key costs other than risk premium including acquisition and policy
costs and claims handling costs, etc.
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State Run Monopoly

* A statutory monopoly with no profit component based on information in respect
of Western Australiaand South Austraia

¢ A statutory monopoly with a profit margin consistent with other comparative
schemesin thismodel.

Vehicle Class Filing
e A largeinsurer operating in acompetitive market.

e A smadl insurer operating in acompetitive market.

File & Write Model

¢ Alargeinsurer operating under aFile and Write scheme.
The objective of these comparisons has been to consider possible outcomesfor:
Average premium per vehicle

Claims costs

Acquisition and policy costs

Reinsurance

Claims handling

Department of Transport levy

MAIC levy

Hospital and Emergency Services levy

© 0O N O g M wDNPRE

Nomina Defendant levy
10.I1nsurer’s profit margin
The analysisincluding assumptions used is set out in detail in Section 10, Appendix A.

We have a so considered a considerable number of Public or Social Interest issues
associated with the Scheme. These areimportant in acommunity context and can
not necessarily be measured in economic terms but they are of considerable valueto
the scheme. Refer Section 13.

The Queensland CTP Scheme performance since 1994 is assessed in Section 5 and a
comparison with other states who have provided information for the review and for
inclusion in thisreport isincluded in Section 6.

CTP Policy Obijectives
The objectives of the Act administered by the MAIC areto:

« continue and improve the system of CTP motor vehicle insurance and the scheme
of statutory insurance for uninsured and unidentified vehicles operating in
Queendand.

« providefor thelicensing and supervision of insurers providing insurance under
policies of CTP motor vehicle insurance.

* encourage the speedy resolution of personal injury claims resulting from motor
vehicle accidents.

« promote and encourage, asfar as practicable, the rehabilitation of claimants who
sustain persond injury because of motor vehicle accidents.
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establish and keep aregister of motor vehicle accident claimsto help the
administration of the statutory insurance scheme and the detection of fraud.

promote measures directed at eliminating or reducing causes of motor accidents
and mitigating their results.

Broader objectives aso include:

to provide access for personsinjured in amotor vehicle accident to appropriate
medical, rehabilitation and future care needs such that the opportunity is
available for al injured personsto return, as close as possible, to their pre-
accident condition, having regard for any longer term constraintsimposed by the
injuries suffered.

premiums should be affordable. The use of amotor vehicleiscrucia for many
peoplein our society for both employment and socia reasons. Premiums
therefore need to be aff ordable for alarge mgority of vehicle owners.

premiums should be fully funded. Thisisimportant becauseit significantly
increases the likelihood that insurers will have sufficient funds available to pay
benefits and they will continue to support the scheme. For most insurersin the
scheme their exposure to the Queensland CTP Market isarelatively small
component of their total business. It isaso noted that scheme failuresin the past
in other states have had significant community impact in circumstances where
there have been substantial funding shortfalls. Anexample of thisisin NSW
where from 1989 until relatively recently motor vehicle ownerswere required to
pay alevy of $42 per year to meet aCTP shortfall of $2 billion.

there should be stability and predictability regarding the likely future cost of CTP
insurance. For theinsurer, there must be aleve of certainty in assessing the
future trendsin costs, otherwise the uncertainty reflectsin premium costs. The
consequence for the motor vehicle owner isavolatility in premium charges and
for governments criticism that the scheme is out of contral.

to provide opportunities for persons who have suffered persona injuriesin a
motor vehicle accident to pursue compensation with aminimum of litigation
costs.

there should continue to be a low cost structure for the Nominal Defendant.

The Current Queensland CTP Model

Queendand has afault based CTP motor vehicle insurance scheme providing access
to compensation for those persons injured in motor vehicle accidents where
negligence can be established against an owner or driver.

The scheme has thefollowing mgjor attributes:

Scheme Structure and Administration

administered by an independent regulatory authority, the MAIC;
itisafault based/full common law scheme;

compulsory for al Queendiand registered vehicles;

CTP cover isapre-requisite to motor vehicle registration;

covers approximately 2.3 million vehiclesfor atotal premium of approximately
$685 million;
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insurance attaches to the vehicle and not the driver;

vehiclesarerated by class. The average premium for 1999/2000 is $298 and the
Class 1 premium rate which applies to approximately 91.5% of motor vehiclesis
$286;

the scheme presently is predicted to pay 67% of 1999/2000 premiums received in
benefits to personsinjured in motor vehicle accidents (excluding legal costs).
The percentage of benefits paid and expected to be paid for claims that occurred
during the period were 62.8% over five yearsto 1998/99;

the scheme focuses on early delivery on rehabilitation of injured persons as
quickly as possible;

there are no limits prescribed for benefits or compensation;
thereisno claims excess,
there are no zona or pensioner discounts;

claims arerequired to be notified to insurers within nine months of the accident
or date when symptoms first became apparent. Claims are also subject to the
Statute of Limitations

theincidence of claimsis currently at 4.4 per 1000 vehiclesin 1999 having
grown from 3.1 per 1000 vehiclesin 1994,

the actuarially assessed average claim size for 1999/2000 is $42,000; and

MAIC administersthe activities of the Nominal Defendant on behalf of the State
which dedswith clams related to uninsured or unidentified vehicles. The
Nominal Defendant is also theinsurer of last resort, should an insurer become
insolvent.

Premium Determination and Collection

premiums are actuarially assessed annually and MAIC makes arecommendation
to the State Government in respect of the premium for the next year beginning 1
July. Government decides on what level of premiumsto apply.

whilst premiums can be paid directly to theinsurer in practice the greatest
percentage of premiums are collected by Queensland Transport.

premiums are comprised of acalculated risk premium and allowancesfor other
costs, levies and profit margin asfollows:

Percentage of Tota
Current Premium for 1999/2000

Claims cost (including legal costs) 73.0
Acquisition and policy costs 7.3
Reinsurance 2.7
Claims handling 35
Department of Transport levy 13
MAIC levy 0.3
Hospital and Emergency Services 17
Nominal Defendant 4.2
Profit margin 6.0

100.0
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e premiumsarerisk rated by class of motor vehicle only which creates relatively
standard premiums and greater scheme stability where high risk groups within
classes are effectively subsidised by lower risk groups.

« the present rating system designates certain types of vehicles as a separate class.
In al there are 24 classes of motor vehicles. The current relativity for each class
isactuarially assessed and reflects particular groups' claims experience.
However, taxisas aclass, asit presently stands, are subsidised by other classes.

« premiums currently represent approximately 40% of average weekly earnings -
full-time, adult, ordinary time earnings (seasonally adjusted).

Insurers - Arrangements and Responsibilities

« MAIC licencesinsurersin the scheme and undertakes prudential supervision.
» thereare presently six licensed insurers.

e twoinsurerscurrently insure 80% of registered motor vehicles.

 insurersin the scheme arerequired to reach amarket share of 5% within five
years and maintain at least 5% to retain alicence.

* insurersare unableto decline business.

« al insurersarerequired to execute an industry deed which prescribes the means
of sharing claim costs between insurers in cases where more than oneinsurer is
involvedinaclaim.

e commissions are paid to agents for acquiring the business but they are limited to
2% for new policies and 1% on renewal.

Explanatory Tables and Graphs

Set out below are tables and graphs which give abackground to the operation of the
Queensland Scheme which should assist in obtaining an understanding of its
structure and key operating data.

TABLE 1
QUEENSLAND MOTOR ACCIDENT STATISTICS
Year Registered Total No. No.
Vehicles Injured Fatalities
1994 - 95 2,074,815 14,922 460
1995 - 96 2,144,564 15,373 391
1996 - 97 2,194,478 15,134 397
1997 - 98 2,264,086 14,408 306
1998 - 99 2,343,820 14,468 300

(Source — Queensland Transport)
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TABLE 2
QUEENSLAND MOTOR ACCIDENT INSURANCE SCHEME

Claims recorded at June 30 1999

Year No. Claims No. Claims No. Open
Incurred Finalised Claims

1994 - 95* 7,054 6,179 875

1995 - 96 8,777 6,955 1,822

1996 - 97 8,562 5,723 2,839

1997 - 98 8,700 3,683 5,017

1998 - 99° 6,289 617 5,672

* Only 10 months of operation under revised Act

(Source - MAIC)

. Notethat al claims are not yet reported by claimantsin thistable.

AVERAGE PREMIUM PER FINANCIAL YEAR

Financial Year Average Premium
1994/95 173.87
1995/96 173.87
1996/97 240.85
1997/98 238.19
1998/99 255.69
1999/00 298.04

TABLE 3

Queensdand CTF Scheme
Average Premium History 2941995 = [ 99%21000

FEL

Awerage Fremim ($)

YL 194 G | 5 ESY Iaayy | #4%51KD

FinanclalYear
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Aorerape Premium ($)
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CLASS 1 PREMIUM PER FINANCIALYEAR

Financial Year

1994/95
1995/96
1996/97
1997/98
1998/99
1999/00

Queemdand CTF Scheme

Premium Amount

169.00
169.00
235.50
230.00
246.00
286.00

Class | Premium History 1994/ [ 995 = | 99972000

HeE SRRRs 1FEREY PRI

F s el ¥ ear

. ]

19REYY (e ]

(Source - MAIC)
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TABLE 5
VEHICLES INSURED AS AT 30 JUNE 1999
Insurance Number of Percentage Premium
Class Vehicles from 1.7.99
1 1,692,755 72.22 $286
2 4,922 0.21 $286
3 2,527 0.11 $1,572
4 17,907 0.76 $972
5 4,807 0.21 $26
6 392,542 16.75 $286
7 47,776 2.04 $858
8 5,561 0.24 $286
9 2,563 0.11 $286
10 3,486 0.15 a
11 3,776 0.16 b
12 29,587 1.26 $80
13 42,391 181 $286
14 28,653 1.22 $80
15 9,675 0.41 $80
16 744 0.03 $286
17 49,837 213 $128
19 382 0.02 $26
20 88 0.00 $26
21 32 0.00 $144
23 3,777 0.16 $286
24 32 0.00 $286
Totals 2,343,820 100.00
a $310 + $30 per adult passenger seat in excess of 7
b $290 + $54 per adult passenger seat in excess of 7

(Source - MAIC)
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TABLE 6
Percentage Market Share - Licensed Insurers
Linit Based as at june | 399
Fak
B
L Orp
LR AL
]
£k
b |
ERL:
DEE
EITE
RACGHD
(Al
(Source - MAIC)
TABLE 7
NOMINAL DEFENDANT CLAIMS INFORMATION
Accident  Notices of Claim Unidentified Uninsured
Year Received Vehicle Claims Vehicle Claims
1994 - 1995 316 201 115
1995 - 1996 433 261 172
1996 - 1997 368 211 157
1997 - 1998 421 286 135
1998 - 1999 424 269 155
Total 1,962 1,228 734

(Source — Nominal Defendant)
Notethat not al claims are yet recorded.

« Theuninsured vehicle claimsinclude claims lodged against the Nominal
Defendant that, subsequent to investigation were finaised having identified the
negligent vehicle and the matter taken over by alicensed insurer. These claims
represent approximately 9% of thetotal claims.

5. Queensland Scheme Performance

The scheme underwent afundamenta review in 1994 but has operated on an
unfettered common law basis effectively since 1936.

It has an overal efficiency factor, expressed as the percentage of premiums
(excluding legal costs) paid by way of benefits and compensation to injured parties
of 62.8% over fiveyears and a predicted 67% in the year ended 30 June 2000. For
states offering common law benefits only the national average is 64.2% with NSW
having the lowest efficiency percentage of 57.2% and Western Australia the highest
at 69.9%.
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We have undertaken afinancial efficiency analysis of the scheme using information
provided by some states. That information isincluded in section 6 with their
knowledge. In some cases where other states did not provide information directly
we have used publicly available components of the data, assessed for
reasonableness.

1) Settlements as a Portion of the Premium (Class 1 Vehicles)

a) Total Premium v Risk Premium Component
1994/95 1995/96 1996/97 1997/98 1998/99 1999/00

Premium (Class1) * 16900 16900 23550 23000 24600 286.00

Risk Premium

ComponentAsa

Percentage of

Average Premium 70.5% 67.7% 68.3% 67.7% 67.5% 73%

Risk Premium Class 1 119.13 11433 160.75  155.60 16595 208.80

*  represents risks premium actuarially calculated at that time

TABLE 8
Risk Fremium Component Compared
wiith P remium
Har 0 B Ly P {Class B
el B o baen (Class B

il o
E 3|
I
&

LR 1] o

o a|

i)
YL 194 G | 5 ESY Iaayy | #4%51KD

Ty

¢ Premiums are set by the Queensland Government.

¢ Risk Premium istaken to be the portion of the Premium whichispaid out in
claims settlement.

¢ Risk Premium Component cal culated using the “ Derivation of Premium Rate” as
set by Trowbridge Consulting the actuaries to the Scheme for al but the 1999/00
year.

CTP Premiums and the Risk Premium component have moved in tandem which is
consistent with the assumptions made by the actuary in advising on the setting of
premium rates. Consequently the primary driver for premium increases over the
five year period has been the actuarially assessed claims cost.
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b) Dissection of Settlement Payments

Analysis of Finalised Analysis of Finalised
Claims on a Payment Claims on an
Year Basis AccidentYear Basis
5Years 3Years 3Years
General Damages 46.45% 47.95% 49.46%
Past Economic Loss 7.62% 7.33% 7.03%
Future Economic Loss
& Long Term Care 15.67% 13.87% 14.45%
Hospital and Medical 6.48% 6.67% 6.53%
Other Expenses 1.55% 1.47% 1.51%
Rehabilitation &
Related Expenses 6.86% 7.42% 5.28%
Legal Costs 15.37% 15.29% 15.74%

« Giventhe consistent profile of payments as set out above, only the analysisfor
al Finalised Claims on a Payment Year Basis ( 5 Years) will be graphed below.

* Thefiguresfor “3Years’ set out above relate to the period 1995/96 to 1997/98
which arefor full periods. The 1994/95 year was eliminated as thereisonly 10
months of data given that the scheme only commenced in September of 1994,
and the 1998/99 year was diminated asthereisonly 9 months of available data
at the time of thisreview.

TABLE 9 Settlement Dissection by Pay ment
Yar

Legal Coms
155

Retablbcacion and

Befared Expensas
b

Chbear Bxpamges

L%

Huopie &l
and Mrechcal
[

Gemeral
Diamnages
A6

St ure
Econoeks Loss
-4

Faz Econoendc
Lioss B35

« Thesefigures have been obtained from the MAIC Database.

» TheTota Paymentsinclude al payments made for finalised claimsfor the
financia years 1994/95 to 1998/99.

Rehabilitation and Related Expenses is made up of the following payment
classifications- Rehabilitation, Home and Vehicle Modifications, Long Term Care
and Home Care, and Aids and Appliances.
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The settlement payment dissection indicated a representative trend regardless of the
basis on which the dissection occurs. Asthe Scheme matures the payment profile
may however change as severe accident claimsinvolve asignificant finalisation
period and involve alarger component for “future economic loss and long term
care’ and “rehabilitation”.

2) Scheme Costs as a Proportion of Premium (Class 1 Vehicles)

a) Scheme Underwriter Costs

1994/95 1995/96 1996/97 1997/98 1998/99 Average
MAIC Levy 0.75%  0.75% 0.625% 0.675% 0.6%  0.68%
Queensland Transport Levy  1.9% 1.9% 1.6% 1.7% 1.5% 1.7%
Insurer Acquisition Costs 109%  11.2% 9.1% 8.8% 9.1% 9.8%
Insurers’ Profit Margin 6.0% 5.9% 7.4% 8.4% 8.3% 7.2%
Reinsurance 1.1% 3.5% 3.5% 3.4% 3.6% 3.0%
TABLE 10

Scheme Underwriter Costs ax a
Froportion of Premiwm (Class 1)
iar Insurer

o O = A cqubiion o

1] Insurers” Profi
E O i = Margin
E B —fl— [ clorance
3
=
8 -3 o il Qe
i’ & 0 Tramsmort Ly
¥ - e MAE Lo
5 /". O 1 !
e
& 1 O W o = -

————
FoRgag | 555 8g | Sl 9T | 5503 | !
Toar

¢ MAIC and Queensland Transport components are levies set by the Queensland
Government.

¢ Thequantum of the Levies have been obtained from the Motor Accident
Insurance Act 1994.

« Theremaining three components of the Scheme Underwriter Costs above
(Reinsurance, Profit and Insurer Acquisition Costs) were obtained from the
“Derivation of Premium Rate” as set by Trowbridge Consulting.
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b) Claims Delivery Costs

1994/95 1995/96 1996/97 1997/98 1998/99

Legal & associated Costs 10.94% 10.95% 11.10% 12.22% 12.59%

Claims Handling 3.43% 4.27% 4.06% 4.35% 4.13%
TABLE 11
Claims Delivery Costs as a Proportion
o of the Premiem (Class 1) - Legal and
ASsoCime:
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» Legal and Associated Costsinclude an alocation of 15% of the Nominal
Defendant Levy deemed to relate to the underlying expense.

¢ Legal and Associated Cost statistics have been extracted by Accident Year
(findised claims only) and were obtained from the MAIC Database.

¢ ClamsHandling Costsinclude an dlocation of 5% of the Nominal Defendant
Levy deemed to relate to the underlying expense.

» ClamsHandling Costs were obtained from the “ Derivation of Premium Rate” as
set by Trowbridge Consulting.

» TheNominal Defendant Levy was obtai ned from the Motor Accident | nsurance
Act 1994.

Claims handling costs are determined on actuarial advice. These costs have been
held a areasonably constant percentage of the premium. Prior to thisreview no
confirmation of how representative these costs are of actual experience (by the
Insurers), under the present Act, has occurred.

Legd and associated costs actually incurred as a proportion of the premium have
remained reasonably congtant in thefirst three years of the Scheme under the revised
1994 Act. Lega cogtsin 1997/98 and 1998/99 would not be totally representative of the
legal and associated cost profile asonly the smaller claims have been settled in the later
yearsfor which legal costs represent agreater proportion of total claims costs.

Insurer Acquisition Costs (actuarially assessed) have decreased from 11% in 1995/
96 to 9% in 1996/97. This has been a decrease in percentage terms, but not in dollar
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terms. Reinsurance increased from 1.1% in 1994/95 to 3.5% in 1995/96 which arose
during re-assessment of the appropriate level of reinsurance. Profitincreased asa
percentage of the premium from 6% to 8.5%. Theincreasein profit, particularly
between the 1995/96 and 1996/97 yearsis aresult of the actuarial recommendations.
The advice was provided on the basis that compulsory third party insuranceis
perceived as a comparatively higher risk insurance business and therefore higher
capital base isrequired to support the business.

3) Legal and Investigation Costs as a Proportion of Settlements
(finalised claims only)
1994/95 1995/96 1996/97 1997/98 1998/99 Average
Proportion by PaymentYear  11.19% 1243% 1612% 1531% 1561% 1537%
ProportionbyAccidentYear  14.88%  1551% 1560% 17.38% 1798% 1541%
TABLE 12

Legal and [mvestigation Costs asa

Proportion of Settiements
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¢ Amounts have been obtained from the database provided by MAIC.

* Thepercentage reflected aboveis calculated asthe total legal costs divided by the
total paymentsfor finalised claimsonly.

Thedatafor Accident Yearsis not complete as there are still outstanding claims
relating to the particular years. The datafor payment yearsis misrepresentative at
the start of the scheme as very few claims werefinalised. Thereason for legal and
investigation costs by Accident Year being ahigher percentage than by Payment
Year isthat the smaller claims are generally settled alot faster than the larger claims.
Thelega and investigation costs relating to those smaller claims are generally a
larger percentage of the settlement than for the larger claims and consequently the
higher percentagesin the later years where fewer claims have been settled.
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4) Increase in Premiums per Year Compared With CPIl and AWE

1994/95 1995/96 1996/97 1997/98 1998/99 1999/00
Premium Class 1 0.00%  0.00% 39.35% -2.34% 6.96%  16.26%
CPI 0.00%  3.50% 129% -0.02%  1.11% not
AWE 0.00% 1.19% 6.43% 6.27%  2.23% available
TABLE 13

Premivm Increase per Year Compared
with Increase in CFl and AWE
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» The 1994/95 policy year has been set as the base year.

¢ TheAverage Weekly Earnings (AWE) figures for Queensland adult males (full
time, ordinary time) were obtained from the Australian Bureau of Statistics.
They are the average of the quarterly figuresfor thefinancial year except for
1998/99 which isthe average of thefirst three quarters of the year asthe data
aboveisonly current to March 1999. The 1994/95 index isa so only the average
of the last three quarters as the scheme did not start until September 1994.

« The CPI numbers are the average of the quarterly CPl numbersfor the financia
year, as per the 1999 Australian Master Tax Guide, except for the 1994/95 and
1998/99 years for the reasons stated above.

* Premium figures have been obtained from the Motor Accident | nsurance
Regulation.

Therewas alargeincreasein the CTP Premium in the 1996/97 financial year dueto
the actuarial assessment indicating asignificant upward trend in claims frequency.
This occurred again in 1999/00. Further comparison to increasesin the cost of
living are therefore difficult given that the actuarial assessment of the risk premium
has been affected by unrelated factors such as claimsfrequency. The objective of
maintaining premium increases in line with the general increase in the cost of living
isunlikely to be achieved without scheme design changes, when the primary driver
in the premium setting processis the risk premium component.
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CTP IN OTHER STATES

Governmentsin al Australian jurisdictions and the majority of other OECD
countries regulate the provision of CTP insurance. Government regulation usualy
takes the form of regulating premium ratesin a competitive market and/or
participating directly as aprovider of CTP insurance as a competitor or monopoly
provider.

InAustralia, thereisvariation in theway CTPinsuranceis provided. A majority of
states and territories have systems in which amonopoly provides the required cover.
Thisincludes Victoria, Western Australia, Tasmania, South Australia, Australian
Capital Territory and the Northern Territory.

NSW operatesin aless regulated market with afile and write system and at
November 1998, 11 private insurance companies were the underwritersin that
market.

Benefits and compensation vary from one jurisdiction to another. In Queensland an
unfettered common law scheme operates and the respective positions across
jurisdictions are categorised as follows:

Pecuniary Loss

No Restrictions
* Queendand, New South Wales, Western Australia, Tasmania, Australian Capita
Territory and Northern Territory (non-residents).

Thresholds and/or Caps
* Victoriaand South Austraia

Non Pecuniary Loss

No Restriction
¢ Queendand, Tasmania, Australia Capital Territory.

Thresholds and/or Caps
* Victoria, New South Wales, South Australia and Western Australia, Northern
Territory (non-residents).
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TABLE 14
AUSTRALIAN CTP SCHEMES - STRUCTURAL COMPARISON
Government Applicable Insurance Premium Setting Fault/No-Fault
Authority Legislation Underwriter Basis (Basis at Law)
Qld Motor Accident Motor Accident 6 private companies | Government Fault
Insurance Insurance Act
Commission 1994 Premium fixed Common Law
annually following with no restriction
submissions from
insurers and actuarial
advice
NSW | Motor Accidents Motor AccidentsAct | 11 private companies| File and Write Fault
Authority 1988
(the Authority) (Authority has the | Common Law
right to reject with restrictions
premiums)
Vic Transport Accidents | Transport Accidents Government Government No-Fault
Commission Act 1986
Based on annual Common law
actuarial review, with restrictions
claim costs, profit
margin and CPI
SA Motor Accidents Motor Vehicle Act Government Government Fault
Commission 1959 (claims managed by
SGIC General Based on claims Common Law
Insurance Ltd) experience with restrictions
WA | Insurance Motor Vehicle Government Government Fault
Commission of WA | (Third Party
Insurance) Act 1943 Based on claims Common Law
experience and with restrictions
actuarial advice
Tas Motor Accidents Motor Accidents Government Government No fault
Insurance Board (Liabilities and
Compensation Act Based on Common Law
1973) Government prices | with no restrictions
oversight advice, and
advice from Insurance
Advisory Board and
claims experience
ACT | Department of Motor Traffic Act Private Company Government Fault
Urban Services 1936 (NRMA has a
monopoly) Based on claims Common Law
experience and with no restriction
actuarial advice
NT Territory Insurance | Motor Accidents Government Government No-Fault — Residents

Office

Compensation 1979

Insurance Board

Based on claims
experience and
actuarial advice

Fault —
Non-Residents

Access to Common
Law with restrictions
only for visitors

The performance of the Queensland Scheme compared with other statesfor the
period of opertion of theAct is set out in the following tables accompanied by
relevant commentary.
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1) Comparison of Premiums by State

(Average Class 1Vehicles excluding Stamp Duty)

QLD NSwW VIC WA SA TAS NT ACT

1994/95 169.00 240.53 255.00 192.00 186.00 156.00 185.00 178.00

1995/96 169.00 364.82 260.00 192.00 186.00 164.00 185.00 252.00

1996/97 23550 386.63 272.00 192.00 212.39 191.50 235.00 269.00

1997/98 230.00 408.23 275.00 201.60 224.40 220.50 235.00 322.00

1998/99 246.00 43311 275.00 214.15 24342 23250 317.00 331.00
TABLE 15
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Class | Premium perYear by State
(excluding Stamp Duty)

¢ TheClass1 premiumisan average Class 1 Premium.

* Queendand Premiums have been obtained from the Motor Accident | nsurance
Commission.

* NSW, Victoria, WA and NT Premiums have been obtai ned from the various State
Commissions.

e SA, Tasmaniaand ACT Premiums have been obtained from the “Australian CTP
Schemes Comparison”.

« Therehasbeen anincrease in the previous three yearsfor all States except WA.

»  The1994/95 and 1995/96 Premiumsfor WA above, do not include the $50 levy
designed to recoup “WA Inc” related debts.

Direct comparison of premium levelsis not appropriate given the differing

structures of the Schemes. Nevertheless, premium levelsin Queensand are not
dissimilar to thosein Western Australiaand South Australiawhere the Schemes

operate without a“ no fault” component.
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2) Split of Settlement Payments
QLD NSW WA SA
General Damages 46.5% 32.9% 27.4% 24.8%
Economic Loss 23.3% 21.9% 33.0% 33.0%
Medical * 13.3% 23.6% 20.7% 23.5%
Legal 15.4% 18.3% 11.1% 12.0%
Other 1.6% 3.3% 7.7% 6.7%

* The Medica portion above for Queensland does not include any costs associated
with public hospital and public emergency services ordinarily covered by the
Hospital and Emergency ServicesLevy. Thefigure, when grossed up to bea
percentage of the risk premium, would be 3.1% for the average of the five year
period.

We highlight that the sourcesfor derivation of this datavary between statesas a
result of the different operating structures and manner in which costs are classified.
The most relevant comparison for the Queensland scheme isthe NSW scheme.

Split of Settlement Payments by State

TABL
- Geseral Damages
|:| Ecomomic Loss
I: Medicad
3 B o
% E Oeher
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» Theonly information received from other states that was comparable format to
the Queensland datawas NSW, SA and WA.

¢ Includedin Medical are Rehabilitation Payments.

* Queendand figures were obtained from the Database provided by MAIC for a
five year period.
* Figuresfor WA, NSW and SA were obtained from the relevant State Bodies

based on either a snapshot for arepresentative year or the average of claims
payments over afive year period. Thetime periods are asfollows:

WA - Average for the last five payment years
NSW - Estimates for the 1999/00 premium year
SA - Estimates for the 1999/00 premium year

e “Other Costs’ for WA and SA generally are payments that go to the injured party.
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General damages payments are capped in NSW, SA and WA hencethe lower
percentages when compared to Queensland and this has a flow on effect to the legal
costs. Thelega costsin Queensland and NSW are proportionately higher than the
state monopolies. 1n making these comparisons, consideration also needsto be
given to the different litigation environments between states, particularly NSW
which has ahigher level of litigation than other States.

Thelegal costsin WA and SA would be lower asthereis no investigative cost in
respect of how the claims should be split between different private insurers. The
capping on genera damages in these states also limitslegal costsinvolved in
lodging theclaim.

3) Scheme Costs as a Proportion of Premium for the 5 Year Period
(Average Class 1 Vehicle)

a) i) Scheme Underwriter Costs (in percentage terms)

QLD NSW SA WA TAS
(Average) (1999/00) (Average) (1999/00) (Average

Regulator Levy 0.68% 1.0% * * *
Transport Levy 1.7% 0.0% * 2.0% *
Insurer Acquisition
and Policy Costs 9.8% 10.9% 1.3% * 2.1%
Reinsurance 3.0% 1.6% 0.8% 0.6% 1.7%
Profit (Insurer) 7.2% 10.0% N/A N/A N/A
General Administration  N/A N/A 16% 6.1% 4.3%
*  Given the structure of these schemes, the costs are all included in generd
administration.

TABLE 17

Scheme Linderwriter Costs azx a
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« Thedtatistics for Queensland are the average of thefigures set out in (2)(a) of
Part A above.

« TheNSW figureswere calculated from information provided by the MAA
detailing asplit of the Premium for the 1999/00 policy year for Class 1 vehicles.
Thisistaken to be consistent with prior periods.

« Information for SA and TAS was obtained by applying the proportions of “other
costs’ detailed in the Government Oversight Commission review of the MAIB
(Tasmania) detailed on page 55 of that report. These costsrelate to 1994/95 and
1995/96 and the proportions have been taken to be representative in the average
premiums for the past five years.

« Information for WA was obtained from the | CWA and relates to an averagefor all
vehicles expected to bein the Scheme for 1999/00.

Comparisons between the schemes are difficult given the different approachesto
formulating premiums and analysing CTP costs.

Acquisition and policy costsin NSW are high possibly asaresult of a“fileand
write” or “greendip” process. On thisbasis the acquisition and policy costsfor
Queendand look comparatively high although the statistic is misleading in that the
NSW premiums are significantly higher than Queendand.

The profit margin included in the premium is intended to provide the insurer with an
appropriate rate of return on the capital provided to support theinsurancerisk. The
scheme actuary has noted that it is generally accepted that the rate of return should
be between 4% and 6% grester than the risk-freerate. Furthermore the actuary notes
that at alevel of capita of 23% to 37% of Premium income and a margin of 5%
above the risk-free rate the profit margin should equate to 8.5% of the gross
premium. The average assumed profitability (as assumed in setting the premium)
for thefive yearsfor the Queensland Scheme was 7.2%.

Given thelong tail nature of this business and the possibility that claim frequency
and size will be significantly different from that assumed for any one premium year,
widefluctuations arelikely in the ultimate profit margin.

Ernst & Young performed an analysis of the NSW CTP Schemein 1998. As part of
the analysisthey estimated the effective rates of return on capital that private
insurers derived from the Scheme on an accident year basis since inception. The
analysis was performed by determining the Scheme cash inflows and outflows by
accident year together with estimated future Scheme cashflows. The “best guess” of
the return on capital invested by insurersin the Scheme by accident year was as
follows:

Average rate of return:
1990 - 1998 - 17.5%

Average rate of return since deregulation of the premium setting process:
1993 - 1998 - 3.6%

Whilst this statistic tends to indicate that competition has dramatically reduced
margins, amajor influence on the rate of return achieved has been the increased
claims cost experience.

The average rate of return for the 1993-1998 period has been significantly reduced
as aresult of negative returns on capita in certain of those years.
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It should be noted that thisrate of return should be compared with the desired rate of
return referred to by the Queensland scheme actuary which is 4-6% above the risk

freerate.
a) ii) Scheme Underwriter Costs (Average cost per policy)
QLD NSW SA WA TAS
(Average) (1999/00)  (Average) (1999/00)  (Average)
$per policy $per policy $perpolicy $perpolicy $ per policy
Regulator Levy 1.43 4.00 * * *
Transport Levy 3.57 N/A * 4.34 *
Insurer Acquisition
and Policy Costs 20.57 47.00 2.74 * 4.05
Reinsurance 6.30 7.00 1.68 1.23 3.28
Profit (Insurer) 15.11 43.00 N/A N/A *
General Administration  N/A N/A 33.67 13.45 8.29
* given the structure of the Schemes the costs are all included in general
administration.
TABLE 18

Scheme Underwriter Costs
{Average cost per padicy)

v b s

Begulmor Transport  Insurer Rensur  Profit Genersd Cxher

Laswy Ly Mg & {irsarerh  Admin.
Pl
Coms

» Thecostsfor Queendand are the average for thefive year period based on the
proportions set out in (2)(a) of Section 5 above.

* TheNSW figureswere obtained from information provided by the MAA
detailing asplit of the Premium for the 1999/00 policy year for Class 1 vehicles.
Thisistaken to be consistent with prior periods.

« Information for SA and TASwas calculated by applying the proportions of “other
costs’ detailed in the Government Oversight Commission review of the MAIB
(Tasmania) detailed on page 55 of that report. These costsrelate to 1994/95 and
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1995/96 and the proportions have been taken to be representative in the average
premiums for the past five years.

« Information for WA was obtained from the | CWA and relates to an averagefor all
vehicles expected to bein the Scheme for 1999/00.

b) i) Claims Delivery Costs (in percentage terms)
QLD NSW WA SA
(Average) 1999/00 1999/00  1999/00
Legal Costs 11.0% 12.8% 8.7% 9.4%
Claims Handling 4.1% 4.0% * 3.2%
* Included in generad administration costs as detailed in 3 (i) (a) above.
TABLE 19

Claims Delivery Costs as a
Proportion of Fremium per State

= . Liga Coers
| | Chaens Handhing

Porcantage of Premium

Ly Sy

b

« Thestatistics for Queensland are the average of the figures set out in (2)(b) of
Section 5 above.

«  TheNSW proportions were obtained from information provided by the MAA
detailing asplit of the Premium for the 1999/00 policy year. Thisistakento be
consistent with prior periods.

« Proportionsfor WA were obtained from the information provided by the ICWA
but insufficient information was avail able in respect of the claims handling
component.

« Information for SA was obtained from the projected make-up of therisk
premium for 1999/00.

Asobserved earlier inthisreview legal costsfor the Queensland and NSW schemes
are higher than the monopoly schemes.
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b) ii) Claims Delivery Costs (in dollars per policy)

QLD NSW WA SA
(Average) 1999/00  1999/00 1999/00
Legal Costs 22.98 55.00 19.40 24.20
Claims Handling 8.61 17.00 * 8.30
* given the genera structure of the scheme the costs are dl included in genera
administration.
TABLE 20

Claims Delivery Costs
{dolars per policy )

50 = |:| Claims Hard beg
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4
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¢ Thecostsfor Queensland are the average for the five year period based on the
statistics set out in (2)(b) of section 5 above.

« TheNSW figureswere obtained from information provided by the MAA
detailing asplit of the Premium for the 1999/00 policy year. Thisistaken to be
consistent with prior periods.

» Costsfor WA were obtained from the information provided by the ICWA but
insufficient information was available in respect of the claims handling
component.

¢ Information for SA was obtained from the projected make-up of therisk
premium for 1999/00.
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4) Overall Efficiency for 5Year Period (Excluding Legal Costs)

QLD NSW SA WA VIC

Overall Efficiency 62.8% 57.2% 69.1% 69.9% 65.9%

TABLE 21
Cwerall EMiciency
{excluding legals)
B
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CALEF P W WA Wi
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The Overdl Efficiency of the Queensland Schemefor the 5 Year Period
(excluding Legal Costs) is derived from the actuarial assumptions at the time of
setting the premium. Insufficient certainty of open claims existsto confirm the
assumptions against actual experience.

Theratio for NSW was estimated from information provided by the MAA
showing asplit of the Premium for the 1999/00 policy year. Thisistaken to be
consistent with prior periods.

Theratio for SA was derived from details of the risk premium and the CTP
premium provided by the SGIC.

Theratio for WA was estimated from information supplied by ICWA.

Theratio for Victoriawas estimated from information supplied by the TAC for
the period 1994/95 to 1997/98. Thisfigureisnot strictly comparable as it
includes some legal costs which we were unable to separate. Furthermore the
Scheme has a“ no fault” component which is different to the purely common law
schemes operating in the other States detailed above. If accident prevention
programs and research grants are included the efficiency ratio would be 69.3%.

The MAIB states that the efficiency ratio for Tasmaniais approximately 80%.
This may be before dividends and tax paymentsto the state. Dueto the
uncertainty of thisinformation it isnot included in the graph above.

The ratios derived above are the best indication of the efficiency of the Scheme as
they reflect the proportion of the premium that is returned to those affected in motor
vehicle accidents. Queendand islagging al states with the exception of NSW. Itis
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aso noted that NSW have recently undertaken afull review of their scheme with a
review to reducing the current premium level and hence the efficiency is expected to
improve.

Restrictions on Competition (NCP Issues)

The Review Committee Issues Paper on the scheme was released for comment by
industry participants and the public on 6 August 1999. A significant number of
meetings with representatives of insurers, the Insurance Council of Australia, the
legal profession, motoring organisations and others have occurred since that date to
consult on the issues defined in that paper and to obtain views and opinions which
areimportant for the Review Committee to consider in recommending any changes
to the scheme. What followsis an assessment of restrictions on competition for 17
of the 56 issues defined in the issues paper and follow consideration of submissions
received on the issues paper contents. The process for consultation isset out in
Section 9.

Sections 10, 11 & 12 of this document consider aternative CTP Schemes, their
advantages and disadvantages and market power issues. In this respect the issues
identified in this section have been considered in arriving at and analysing these
alternatives.

(Number references are to the Review Committee's | ssues Paper)

Compulsory v Non Compulsory - 1

Present Position

¢ Queensland has had compulsory third party (CTP) motor vehicleinsurance since
1936. The schemeiscommon law based and coversliability for personal injury
arising from motor vehicle accidents with the policy of insurance indemnifying
an owner or driver of avehiclewho isfound liable, in whole or in part, for the
cause of the accident.

Discussion of Issues
¢ Third party insuranceis compulsory in al States and Territoriesin Australia.

e Theschemeiscommon law based and coversliability for persona injury arising
from motor vehicle accidents with the policy of insurance indemnifying an
owner or driver of avehiclewho isfound liable, in whole or in part, for the cause
of the accident.

 Prior to the compilation of the CTP Scheme I ssues Paper, 141 submissionswere
received. In the phase of the process subsequent to the completion of the Issues
Paper afurther 33 submissions were received. Some of the later submissions
were made by parties who had made earlier submissions and the second round
were prepared having regard to the I ssues Paper content and in some cases with
those parties having aso met with the Review Committee and its advisers.

¢ With one exception the submissions gave support for the retention of a
compulsory scheme because it ensures the availability of compensation to those
injured as aresult of the negligence of adriver or owner, by through or in
connection with amotor vehicle. A compulsory schemeishighly efficient. 1t
enables the spread of risk and provides lower premiums to the motor vehicle
owner than would be the case if individuals sought such insurance independently.
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* A compulsory schemeis considered by the Review Committee to be essential to
the continuation of an orderly, financially stable and fair third party insurance
scheme. Without compulsory cover there would be some uncertainty about the
capacity of owners/driversto meet the costs of compensation and some risks of
increase in unfunded public health demand for medical and hospital services, as
wel| as other Government services.

«  With an extremely low claim frequency rateit is probable that there would be a
preference to take the risk and not insure (“1t won’t happen to me’). However
the claims costs can be extremely high and beyond the average persons capacity
to meet the cost of damages.

Analysis Performed

¢ Account has been taken of the positive comments made in submissions about the
retention of acompulsory scheme. No economic analysiswas possible.

Recommendations

The retention of acompulsory CTP schemeis recommended on the basisthat itisin
the community interest because it provides certainty that all registered motor
vehicles are covered under the scheme. To the extent that motor vehicles are not
registered they are covered by the State through the Nominal Defendant.

Government Monopoly v Insurers - 3
Present Position

¢ Theschemeis based on asystem which alows the participation of private
insurers. This system hasworked well over avery long period (although for the
majority of years a Queendland publicly owned insurer held more than 50% of
the market). The schemeisgenerally thought to be advantageous.

« TheMotor Accident Insurance Commission (MAIC) asaregulator licenses and
supervises private insurers providing policies of insurance. Insurerscarry the
risk for policiesissued, however, the Nomina Defendant as a Government
instrumentality isthe insurer of last resort, carrying therisk for unidentified and
uninsured vehicles aswell as the costs associated with claims should an insurer
become insolvent.

¢ [tisnot possibleto insure with an insurer whois not licensed under the Act.
¢ Queendand and NSW are currently the only States without a monopoly provider.
Discussion of Issues Raised

« A scheme which has the ongoing involvement of private insurers has been
strongly supported in the submissions received.

« Private sector underwriting of the scheme has the advantage of the risk being
removed from Government abeit that the Nominal Defendant, a Government
instrumentality, istheinsurer of last resort should an insurer become insolvent.

« Private sector underwriting offers commercia management, acceptance of
financia risk and price competition (if scheme design allows).

« Monopolies may have greater capacity to smooth premium adjustments.

« Government operated schemes have the ability, because of their structure and
control, to not necessarily adjust premiums when appropriate with possible
consequences for funding.
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Importantly the involvement of private insurers aso provides an opportunity to
benchmark performance.

Monopolies which are generally government operated are running successfully in
some other states on the basis set out in Table 14 and they have some advantages
over privately insured schemes. Some of those advantages are consistency of
claims management, lower acquisition costs and closer attention to long term
care and scheme policy issues.

There are disadvantages also and these include that in Queensland’s case a move
to a Government monopoly would be amove further away from competition and
it would tend to deny the history of the scheme.

Analysis Performed

Substantial quantitative and qualitative review work has been undertaken on this
issueand it isset out in Sections 10, 11 & 12 and Appendix A to thisreport.

Recommendations

Thisissue has been considered in the knowledge that the modelling has shown
that a possible average premium under amonopoly in 1999/2000 would be $262
against an adjusted premium for the present scheme of $288 and aVVehicle Class
Filing Scheme of $278 (subject to the possibility of further reduction based on
assumptions made by insurers). The foregoing premiums have been determined
under differing profit assumptions which are defined in Appendix A.

A moveto amonaopoly is not considered appropriate because it would involve the
assumption of scheme risks by the state, amove away from competition and
substantial adverseimpact on the insurers and as a consequence on the
Queendand economy.

Licensing Insurers - 4

Present Position

The Motor Accident Insurance Act 1994 alows abody corporate carrying on the
business of general insurance to apply to MAIC for alicence to issue policiesfor
CTPinsurance.

Sections 62, 63 and 64 of theAct set out the provisionsfor thelicensing of
insurers and the conditions of licence.

Section 10 of theAct which outlinesMAIC'sfunctions requiresMAIC to establish
and revise prudentia standards with which licensed insurers must comply.

An applicant for alicence must be carrying on the business of general insurance
in Queensland and must have executed the Industry Deed prior to granting of the
licence.

Under Commonwealth legidlation insurerswriting businessin Australia must be
licensed with APRA.

APRA undertakes extensive analysis of an insurer’s solvency and capacity to
meet ultimate claims cost.

However, information pertaining to an insurer’sfinancial capacity is not shared
with the Statejurisdiction, resulting in alevel of duplication with regard to
prudential supervision undertaken by MAIC.
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Discussion of Issues Raised

¢ The present scheme has performed well with arelatively small number of
insurers and it has provided abasis for control and supervision.

« Imposition of standards (including the industry deed) by the regulation ensures
that licensed insurers have an appropriate market presence, operating structure
and staff.

*  MAIC has statutory powersto set standards which insurers are obliged to meet.

« Under existing requirements licensed insurers are required to report to APRA and
MAIC. Thisinvolvesalevel of duplication which the Review Committee
acknowledges but given the high risk associated with outstanding claims
ligbilitiesin the order of $2 hillion the role which MAIC performsin relation to
the prudential aspects of the scheme continues to be important.

¢ Thereisapresent inability to insure with insurerswho are not licensed by MAIC.

¢ The Review Committee believes that the requirement for MAIC to regulate the
activities of insurers has been important to maintaining a stable CTP market.

Analysis Performed

No analysis has been conducted, apart from the consideration of the contents of
submissionsreceived. Submissions generally favoured the retention of licensing
which is consistent with the requirements of financial markets generally.

Recommendations

* That licensing of insurersis seen to bein the best interest of the CTP scheme and
the State asinsurer of last resort (if an insurer fails).

« That MAIC should continue to be responsible for licensing and prudential
supervision.

e That MAIC should liaise with APRA with aview to achieving amore appropriate
sharing of information so that as far as reasonably possible duplication of
prudential information requirements on insurersis reduced.

Five Year Restriction on Being Re-instated if Insurer Withdraws - 5

Present Position

» Section 62 of theAct states that an insurer whose licence iswithdrawn or is
surrendered under the Act may not re-apply for alicence within 5 years after the
withdrawal.

Discussion of Issues Raised

¢ Scheme stability has occurred in Queensland as aresult of several important
design features and the way in which it has been operated by the participating
insurersand MAIC. Important in this has been the requirement that insurers
have along term commitment to the scheme. A restriction on reinstatement for
an insurer who has previously withdrawn is seen as an important component in
maintaining that stability and it should to adegree, control major market
fluctuations which might arise if insurers were to be able to leave and then re-
enter the CTP market on an unfettered basis. The five year period has been
guestioned and it may be excessive. A shorter period of one year would have the
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same practical effect but it would also allow insurersto react to market
circumstancesin away which would promote more competition and therefore
benefit motor vehicle owners.

Consideration needs to be given to the impact of the regulatory burden for scheme
control and the re-licensing of applicantsif such changes became more frequent.

The continuation of arestriction has received genera support in the submissions.

* It has been suggested that the Act be amended to enable MAIC to have a
discretion to alow the reinstatement of an insurer. Circumstances for
reinstatement may include:

a) amerger of two insurers;
b) achangein parent company or controlling shareholder; or
¢) amagjor change in scheme design.
Analysis Performed
« No economic analysis has been performed. Where this subject was mentioned in
the submissionsiits retention was supported.

Recommendations

e That thefiveyear restriction on being re-instated if an insurer withdraws be
reduced to one year.

« A leve of discretion be granted to the Commisson to be exercised whereit can be
demonstrated to bein the best interest of the scheme.

Industry Deed Prescribing Means Of Sharing Claim Costs Between Insurers - 6
Present Position

« A mgjor difficulty in ascheme ddlivered by multiple insurersisthe complexities
encountered by injured partiesin bringing a claim in which thereis more than
one*“at fault” party. To minimise the difficulties an Industry Deed provides
appropriate resolution and sharing mechanisms.

e Allinsurerssign an Industry Deed at the time of licensing. The Deed sets out the
requirements for the management of CTP business and the basisfor insurers
transacting business between one another.

«  Where morethan oneinsurer isinvolved in an accident the Industry Deed
provides a sharing agreement but where the issues cannot be resolved after two
months the deed sets out the basis for cost sharing, and dispute resol ution.

» Scheme experience has shown that the concept has generally worked very well,
ensuring injured parties are unaffected by issues over liability between insurers.
The only problems seem to stem from insurer non-compliance with timeframes.

I ssues Raised

¢ Thesubmissions from insurers have supported the retention of the Industry Deed
as the administrative arrangements within it flow through to the community.

 In other submissions where the Industry Deed was mentioned it was supported.

¢ Signing of the Deed isapre-requisite to an insurer becoming licensed thereby
ensuring that al insurers are bound in the same way.
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It has been suggested that the Deed should incorporate the current sharing
agreement which exists between insurers asit is more extensive in its coverage.
However it has been noted that the requirements are made clear in the Act.

Analysis Performed

* No economic analysis has been performed. Submissions have been reviewed.

Recommendations

e That the Industry Deed remains appropriate and should be retained because it
conformswith aclear abjective of the regulation and it benefits the injured party
through timely resolution of claimsin circumstances where multipleinsurers are
involved.

Nominal Defendant is Only Insurer of Uninsured and Unidentified Vehicles - 8

Present Position

* TheNomina Defendant isthe deemed insurer for uninsured and unidentified
vehicles.

¢ TheNomina Defendant also provides gratuitous insurance in special
circumstances, e.g wheelchairs, trailers.

* InNSW the Nomina Defendant claims are handled and claims costs shared by
the underwriting insurers.

¢ NSW claims costs are approximately 33% higher than the industry average
compared with Queensland which is consistent with the industry.

Discussed of |ssues Raised

« |t has been suggested that in acompetitive market consideration might be given
to enabling private insurers to assume this underwriting risk and opportunity for
new business. However it is noted that claims against the Nomina Defendant
frequently require substantially more investigation than other claims and the
incidence of fraud is considerably higher. Thisunderlinesthe importance of the
role of the Nomina Defendant.

« Appropriate linkages to Queensland Transport need to be encouraged in the
common goa of reducing the number of unidentified and unregistered CTP
insured vehicles. Oneview isthat the effort to reduce the incidence of these
vehicles runs counter to afree market business philosophy where private insurers
assuming this underwriting responsibility would presumably want to grow this
business.

« |f the schemewas operated as amonopoly it may be appropriate for the Nominal
Defendant to aso be part of that change.

« TheNomina Defendant, afunction of the MAIC and aninsurer in itsown right,
givestheregulator aview of what is happening in the scheme.

Analysis Performed

*  We have not conducted economic analysis however we have reviewed dl
relevant submissions and we have noted the basis under which the NSW Scheme
alocates the uninsured and unidentified vehicle claimsto theinsurersin that
scheme.
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Recommendations

Given the complexities associated with Nominal Defendant claims and
specialised claims processes the role of the Nominal Defendant isimportant to
the scheme and should beretained in its present form. It also providesfor the
Commission an ongoing view of the operation of the Scheme with the Nominal
Defendant as an insurer.

Competition Amongst Insurers - 17

Present Position

Thereare currently 6 licensed insurersin the Queensland scheme, two of which
have a market share of approximately 80%.

In the NSW scheme, the only other State with competing insurers, thereisan
element of price competition between insurers.

In an effort to gain better business and an advantage over competitorsin target
markets, anecdota evidencein NSW indicatesthat insurers’ strategies extend to
avoidance of risksfrom certain socio-economic groups. |nacompulsory scheme
such apracticeis not in theinterests of the community asawhole.

Discussion of |ssues Raised

The Committeeis considering a number of options for introducing price
competition which includesaNSW ‘File & Write' (Green Slips) system
involving a premium set around an agreed benchmark with each insurer. This
system promotes a closer relationship between the insurer and vehicle owners
and enables differential premiums. It does however have avery high delivery
cost and is operationally cumbersome.

Variations on the above which might not include green slips but use the
Queendland Transport database to coordinate customer access in a scheme under
thistype of design.

A tender system.

Analysis Performed

A tender system has not been specifically analysed asit can belikened to a
Monopoly for aset period with competition once only in the period of the tender.
It also does not dlow customer choice of insurer.

Other options have been analysed and the results of that analysisareincluded in
Sections 10, 11 & 12 and Appendix A .

Recommendations

That amendments be made to the present scheme where practical to improve the
competitive position of insurersincluding the remova of impedimentsto
changing insurers and changing the Five Year restriction on re-instatement and
the minimum market share requirements.

That consideration be given to the deregulation of premiums.
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Impediments to Change of Insurers - 18

Present Position

Vehicle owners renew their registration by several aternative methods,
including:

- payment by personal attendance at a Queensland Transport Customer Service
Centre;

- payment by bank authority;

- payment by telephone using a credit card;

- payment through Australia Post or some other agencies; or
- payment by mail.

Queendland Transport will not accept arequest for achangein CTPinsurer other
than by mail or through the insured signing an authority at an office of
Queendland Transport.

To ensure continuation of policy coverage where payment is not effected by due
date the | egislation imposes on theinsurer an obligation to provide a 30 day
period of grace. Consequently, to avoid disputes over liability the change of
insurer must be completed and premium paid on or before due date.

I ssues Raised

There have been a significant number of submissionswhich have suggested that
the selection and change of insurer process istoo restrictive and should be
improved to adlow moreflexibility, e.g. allow requests for change of insurer by
phonein the same way asregistration of motor vehiclesis paid by phone.

It may bethat the current practice acts as adisincentive for new insurers wishing
to enter the scheme.

Therenewal notice issued by Queensland Transport as part of the registration
process limits the insurer’s opportunity to acquire new business.

Analysis Performed

The submissions received have been taken into account and further analysis
conducted in Section 10.

Recommendations

That changes be made to the present system to promote choice for the motor
vehicle owner and to do so at times during the year other than at renewal. * That
Queendand Transport’s system be altered to make changing of insurers easier for
Motor Vehicle owners at the time of payment.

Minimum Market Share Requirements - 19

Present Position

Section 64 of the Motor Accident Insurance Act and Section 14 of the Regulation
prescribe that a CTP insurer must have amarket share equal to or greater than 5%
at the end of the financial year following the fifth anniversary of the granting of
thelicence, otherwise MAIC must withdraw the licence.
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However, MAIC need not withdraw the licence if in the next or subsequent year
thelicensed insurer has a share of the market of at least 4.5% and the insurer had
been at alevel of at least 5% in the previous financial year.

Discussion of Issues Raised

Minimum market share requirements have been in place since 1994 but the first
period of 5 years under the Act runs until June 2000, so the Commission has had
no requirement to enforce this provision to this point.

Theinsurers who submitted comments on this subject were generaly in favour of
arelaxation of this requirement on the basisthat it currently represents abarrier
to entering and remaining in the market and that provided an insurer is satisfying
prudential requirements and other statutory obligations, the market share
maintained by that company should not be relevant.

The counter argument is that insurers with market shares|lower than 5% are more
likely to have difficulty reaching sufficiently profitable levelsto remain in the
market long term and that this may cause scheme instability. Added to thisisthe
theory that niche marketing is not in the interests of the scheme asawhole.

The experiencein the past has been that when insurers have retired from the
scheme the changes have been managed between the retiring parties and other
insurers who are continuing in the scheme and MAIC.

Based on past experience the view has been expressed that insurers other than
Suncorp Metway and FAI are only likely to support the Queensland scheme as
long as they continue to participate in the NSW scheme due to the economies of
scale which exist in awider operation and the efficiencies to be achieved in the
costs of running the business. This may be an added area of volatility for the
Queendand scheme particularly if there are substantial changes made to the
NSW scheme.

Thereisagenuine issue and concern expressed by somethat it isnot in the
interest of the schemeto have insurers at very low percentages of market share.
The experiencein the scheme since 1994 isthat there were 11 at that time and
this has moved to 6 currently (with VACC'slicence suspended). The changes
have occurred with most insurers leaving the scheme at levels of low market
share.

It isalso considered that there are circumstances where the Commissioner should
have discretion to alow the continuation of alicence where an insurer has not
reached a market share after 5 years of 5% but where it can be demonstrated that
theinsurer is making a concerted effort to achieve that objective.

Therequirement for an insurer to reach 5% market sharein five years does limit
market access and it has the effect of lowering the numbers of insurersinvolved
in the scheme. Because of thelong tail nature of claimsinsurers must have along
term commitment to the scheme and thisis unlikely to occur unless they achieve
areasonable market share.

In acompetitive market insurers are able to make their own decisions on which
marketsto enter. Provided there are adequate controls through licensing which
reguire insurersto maintain required standards of operation including on exit, the
removal of thisrestriction should not adversely impact the Scheme.
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Analysis Performed

* No economic analysiswas performed but all submissions received were
considered in relation to this matter.

Recommendations

The present restriction exists to ensure that thereis stability in the market, that
insurers are required to have acommitment to the Queendland CTP scheme at a
reasonable level, supported by aminimum market share. It isrecognised that the
5% level may betoo restrictive and that alower percentage may be able to achieve
the same result. We also understand the arguments for removal of the restriction
entirely. On balance we recommend:

e That the 5% minimum market share requirement within 5 years, be reduced to a
minimum market share of 2%.

¢ That the Commission have the discretion to waiver compliance in circumstances
where the market share reguirement has not been met but in itsjudgement a
substantial effort has been made and the insurer islikely to reach the market share
requirement in the future.

Optional Cover v Standard Cover - 20

Present Position

« Thecurrent scheme has the same policy of insurance for al motor vehicle
OWNErs.

* Theperson insured under this policy isthe owner, driver or other person whose
wrongful act or omission in respect of theinsured vehicle causesinjury to
someone else and any person who isvicariously liable for the wrongful act or
omission.

« Thepolicy insures against liability for personal injury caused by, through or in
connection with theinsured motor vehicle anywherein Australia subject to the
scope of cover expressed under Section 5 of the Motor Accident |nsurance Act,
which in essence restricts the cover to the driving of amotor vehicle.

* Thepolicy does not insure aperson against injury, damage or loss that either
arisesindependently of any wrongful act or omission or is attributable to the
injured person’s own wrongful act or omission.

* Some States do alow the option of an excess on CTP premiums, whichis
understood to be difficult to administer.

Discussion of Issues Raised
¢ Thesubmissions generally support the concept of astandard cover.

¢ Thestandard policy deniestheinsurer the opportunity to limit cover for risksit
considerstoo broad or dternatively to provide awider cover so asto gain market
share. Inthisrespect the motor vehicle owner isnot gaining the benefit of afree
market.

* Neverthelessinjured parties have access to the samelevel of cover and are not
affected by some choice on scope of cover made by the owner of the motor
vehicle.
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¢ Common law plus no-fault. Unless common law benefits were reduced, this
option would increase costs. It has been suggested that because the Federa
Government bears certain costs which are taxpayer funded and relate to medical,
hospital, unemployment and social security benefitsfor at-fault injured parties,
the availability of no-fault benefits under CTP would result in transfer of costs
from Federal to State level.

» However offering of optiona no-fault cover isaway of ensuring that al motor
vehicle owners and drivers are afforded the opportunity to acquire full cover - an
option not available under the present scheme and seen by someasa
shortcoming.

* Theprovision for cover for no-fault could be at the discretion of insurers but
under apremium framework approved by MAIC. Thisform of cover may
provide an opportunity for product differentiation in a more competitive mode.

Analysis Performed
* No economic analysiswas performed. Submissions received have been
considered.

Recommendations
e Standard policy cover to beretained as aminimum in the best interests of the
community.

« Encourage the promotion of no-fault optiona cover (at insurer’s discretion) to be
considered subject to actuarial assessment and cost determination.

Insurers Unable to Decline - 21

Present Position

¢ A CTPinsurance policy under theAct is binding on the licensed insurer who
cannot repudiate or decline to issue or re-new a CTP insurance policy.

Discussion of Issues Raised

* Thereisfull support for the current scheme. The compulsory nature of this
insurance means that every motor vehicle owner is able to purchase an insurance

policy.
* Thisensures cover availability irrespective of individua driving records.

* Thereare some disadvantages to insurersin this process through having to accept
risks which they otherwise might decline but it is considered that theserisks are
outweighed by the advantages and certainty this providesto the community,
which insurers acknowledge.

Basisfor Anaysis Performed
* No economic assessment was undertaken. Consideration of all submissions.

Recommendations

« That the requirement that insurers are unable to decline CTP business be retained
asthisisin the best interest of the community and the operation and stability of
the scheme.
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Premiums Fixed by Government - 28
Present Position

* Insurance premiums, levies and fees are fixed annually by regulation. Within 3
days of thetabling of the regulation in the L egidative Assembly, the Minister
must table the Motor Accident Insurance Commission’s recommendations and if
the premiums, levies or fees differ from the Commission’s recommendations, the
Government must also table areport setting out the reasons for the difference.

* TheMotor Accident Insurance Act sets out the basis for the determination of
premiums and prohibits the discounting of CTPinsurance.

¢ The Commission’srecommendation is based on actuaria analysis of the scheme
dataon claims frequency and claim size, supplemented by submissions from
insurers and other interested parties.

¢ Theactuarial analysisis conducted by independent consulting actuaries, and
reviewed by the State Actuary.

« Inmorerecent years, other States have established independent bodies to make
recommendations to Government on premium rates.

¢ Tasmaniahas a Government Prices Oversight Commission while South Austraia
has a Premium Review Committee.

Discussion of Issues Raised

¢ Thecurrent system regulates the costs of CTP cover, however itisnot afree
market for ownersor insurers. Thereis considerable support for “de-
politicising” premium rate setting through the establishment of an independent
body to set premiums. Where this has been donein other states, Governments
have retained the right to vary the recommended premium.

Analysis Performed
« Basisfor analysisincluded consideration of aternative schemes set out and
discussed in Sections 10, 11 & 12 and analysed in Appendix A.

Recommendations
¢ That consideration be given to deregulation of premiums.

Regulation of Insurers Profit and Other Factors - 29
Present Position

« MAIC, onan annual basisand after actuarial advice, recommends to the State
Government a basis for the premium for CTP cover for thefollowing year.

e Thisrecommendation isin aform which provides a detail ed breakdown of the
elements making up the premium.

«  The Government can approve amodified premium with specific adjustmentsto
certain costs and the insurers profit margin. This occurred in determining the
premium for 1999/2000. However, under the terms of the legidation, the
Government must table in the Parliament areport detailing the reasons for the
difference.
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Discussion of Issues Raised

* By regulating the premium the Government has some controlling effect on the
insurer’s income stream. While the regulated premium has a profit allowance
built in, the actual level of profit depends on this allowance and factors such as:

* economies of scale;

» claims management efficiencies;
» efficient policy acquisition; and
» claim frequency and claim size.

A regulated premium prevents insurers from freely determining premiumsto
optimise profit and market share.

Analysis Performed

¢ Thismatter is addressed under scheme alternatives and the analysis set downin
Sections 10, 11 & 12 and Appendix A.

Recommendations
¢ That consideration be given to deregulation of premiums.

¢ Insurer’s profit would then be regulated only to the extent of filings not being
accepted by MAIC if they were, based on excessive profit margin, or considered
unsustainably low.

Premium Relativity - 35

Present Position

* MAIC, onan annua basisand after actuarial advice, recommends to the State
Government abasisfor the premium for CTP cover for thefollowing year. This
recommendation isin aform which provides a detailed breakdown of the
elements making up the premium and recommends a premium for each class.

¢ The Government can approve amodified and lower premium with specific
adjustments to certain costs and the insurer’s profit margin. Thisoccurred in
determining the premium for 1999/2000. However, under the terms of the
legidation, the Government must table in the Parliament areport detailing the
reasons for the difference.

¢ Theonly areaof cross subsidisation in the existing scheme relates to taxis which
are 5.5 timesthe Class 1 premium.

« Under the current scheme with itsfixed premium, thereis still some opportunity
for differentiation and marketing.

Although afixed premium applies - insurers presently seek to identify the better
risks and target those groups with inducements outside the CTP scheme, e.g.
discounts on comprehensive insurance. This practice developsrelationships
between the client and insurer and sees aflow-on discount on other products. In
essence, the scheme offersan indirect risk rating factor.

Discussion of Issues Raised

e Theprincipal of community rating adopted in the present scheme provides
appropriate cover for Queensland motor vehicle owners. It dso shieldsdriversin
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higher risk categories who might be required to pay substantially higher
premiums under arisk rating scheme.

« Itisunderstood that there are some groups who claim to be disadvantaged by the
present rating system, including owners of taxis, some truck classes and motor
cycles. However, the argument is generaly for greater community rating so that
the higher risk groups are subsumed into Class 1.

Analysis Performed

* Review of findings on relativities recently conducted by the scheme actuaries
and consideration of the contents of submissions.

Recommendations

e Thecurrent basisfor premium reativity is appropriate for the existing schemein
our view because it provides community rating which resultsin affordable
premiums for most motor vehicle owners.

« Under aprice competitive model there would be scope for the Commission to
increase the rating classification over timeto provide greater opportunity for
differential premiums.

Commissions - 36
Present Position

* Section 96 of the Act prohibits the payment of commissionsto business
originators of more than 2% of the gross premium for new vehicles or those
being re-registered and 1% of the gross premium each year of those policies
which are renewed.

Discussion of Issues Raised

¢ Redtrictionson thelevel of commissions payable assistsin ensuring a stable
market through the removal of commission rate volatility. Further, it limits
delivery costs which would ultimately be paid by the motor vehicle owner.

¢ There appearsto be ways used by some insurersto get around the commission
provisions of the legislation.

It hasaso been suggested by some that as acompulsory product there should be
No COMMissions.

* However commissions are regarded as important for the insurers who are not
direct marketers and to eliminate them entirely may adversely impact the ability
of insurers, particularly new entrants, or those with small market shares, to
improve their client bases and market positions.

Analysis Performed

¢ Thishasbeen part of the analysis conducted in Appendix A. There have also
been a considerable number of submissions on thisissue which have been
considered.

* Inthefinancial model in Appendix A we have adopted the commission levels (as
currently applied by theinsurers) to the Vehicle Class Filing (QT Model) and we
have used 3% (estimated) for the NSW Modd.
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Recommendations

That restrictions on commissionsin respect of the present scheme be removed.

Under aprice competitive model it is suggested that there be no restrictions on
insurersin relation to the payment of commissions provided that the
commissions are paid out of insurers profits giving them the opportunity and
discretion to determine their own basis for commissions.

Provision of Cover in the First Instance for Negligence of Manufacturers - 44

Present Position

Insurers are required to meet the reasonable costs of aclaimant in the first
instance notwithstanding that the cause of the accident may have been related to
avehicle defect caused by negligence of amanufacturer or repairer and would
have ordinarily necessitated legal action directly against the manufacturer or
repairer which would be the province of other forms of liability insurance.

Section 58 of the Act givestheinsurer recourse for the recovery of claim costs
from the manufacturer or repairer.

Discussion of Issues Raised

The policy of insurance extends indemnity to the manufacturer and repairer but
affordstheinsurer with asubsequent right of recovery. Theinstance of such
claimsarevery small but the concept assurestheinjured party aright to
compensation without the complexities of joint defendantsin an action.

This requirement has been and remains an important part of the present scheme.

Insurers and the I nsurance Council of Austraiahave supported the retention of
this requirement.

Analysis Performed

No economic analysiswas performed. Submissions were reviewed.

Recommendations

This requirement ensures that motor vehicle owners are not required to be
involved in protracted negotiations or litigation relating to negligence of
manufacturers because insurers have this responsibility. For this reason its
retention is recommended.

Rehabilitation - 47

Present Position

Section 51 of the Act requires an insurer, on admission of liability (inwholeor in
part), to provide reasonable rehabilitation services to a claimant.

Section 42 requires an insurer, on admission of liability to make paymentsto or
for the claimant for private hospital, medical and pharmaceutical expenses
reasonably incurred because of theinjury or aproportionate part of the expenses
reflecting the extent to which liability is admitted.

There are many caseswhereinsurers have provided rehabilitation prior to the
admission of liability. However, thereare anumber of claimantswho are caught ina
situation of need for rehabilitation but who are unable to personally fund the services.
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Discussion of Issues Raised

e Thisisanimportant feature of the Queensland product with clear benefitsto
claimants. It provides appropriate assistance in early recovery and reduces
length of incapacity for claimants and costs to the public health system.

Analysis Performed

* No economic analysiswas performed. Submissions were reviewed.

Recommendations
« Rehabilitation approached with appropriate urgency after an accidentisa

fundamental aspect of the scheme and the requirement for the insurersto provide
it should be retained.
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Key Affected Groups and Impacts

The potentia for changesin the CTP scheme, design, premium determination, basis
for claim and or means for delivery to impact the key affected groups referred toin
thissection isnoted. It should also be stated that all of these groups have been
consulted directly, or through their agents or associations or at the very least they
have been given the opportunity to submit their views on the | ssues Paper made
available in August.

To the extent that there are implications for change they have been dealt within this
section and in the conclusionsin Section 14.

A summary of the material expected impacts of any prospective changesin an NCP
context is set out below.

Groups

Expected Impact if Changes to Existing Scheme Occur

Registered motor vehicle
owners

The PBT is being undertaken in conjunction with the Review of the Scheme
The intention is to identify areas of improvement in the scheme which
will benefit this group.

Injured Parties

Any changes to the basis for cover, claims, rehabilitation and medical
expenses

Owners of Unregistered /
Uninsured Motor Vehicles

This group may be affected dependent upon any changes which occur in
relation to the operations of the Nominal Defendant.

Medical and Allied Health
Professionals

This group may be affected if there were structural changes to the scheme
or changes in relation to the provision of medical services.

Legal Profession

There would be an impact if scheme design changed, e.g. limiting common
law provisions.

Licensed Insurers

Licensed Insurers are an essential part of the present scheme and they
have had substantial input into the considerations of the Review
Committee through the opportunity already given to provide
submissions. This group would be affected by any changes in the structure
of the scheme, including the basis for cover, premiums, claims, commission
payments and minimum market share issues.

Insurers - possible
new entrants

This group would be impacted in the same way as currently licensed insurers.

Re-insurers

This group would be impacted by any structural changes to the Scheme
which affected the basis for cover, premiums or claims.

The Queensland Government

Queensland Treasury

Queensland Transport

The Nominal Defendant

Queensland Health

Emergency Services

To the extent that changes result in the assumption of risks and any increaseq
or decreases in funding by the State.

The Department would be affected by any changes in the basis for the
collection of premiums.

Would be affected if any changes were to be recommended to the basis of
operation or assumption of risk by the Nominal Defendant.

Any changes in relation to basis for provision of services including rehabilitation

Any changes in relation to the structure or basis for levies.

Agents for CTP Insurers
including Motor Vehicle
Dealers

This group would be affected by any structural changes which related
to the payment of premiums or changes to the basis for or rates of
commissions paid

The above stakeholders have been considered in the analysis we have undertaken
throughout this paper.

These impacts have been summarised by NCP issuein the CTP | nsurance NCP
Review - Summary Matrix. (Refer page 100)
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The Process for Consultation

Argyle Capital has conducted the NCP Review and has undertaken a process of
consultation with insurers, other scheme participants and the Review Committee.

That process is summarised asfollows:

1. Mesting with the Review Committee on aregular basis throughout the period
July - September.

2. Meeting on severa occasions with representatives of Queensland Treasury in
respect of the NCP process and the requirements of Government.

3. Reviewing written submissions received from 141 parties after theinitia call for
advice and opinions from industry participants and the public.

4. Discussionswith Motor Accident Insurance authoritiesin other States and
Territoriesto obtain comparative data.

5. Mestings and discussions with representatives of the currently licensed insurers
and the Insurance Council of Austrdia prior to the closing date of 6 September
1999 for further submissions following the release of the Review Committee's
| ssues Paper.

6. Discussionswith individua insurersin relation to the information requirements
for this review which required their specific input.

7. Meeting with the Queensland Taxi Council.
8. Reviewing written submissions received from 33 parties on the | ssues Paper.
9. Meeting subsequently with someinsurers at their request.

Theresults of this consultation have been taken into account in conducting the
analysis and the preparation of thisreport.

Alternative CTP Scheme Models

Consideration has been given to dternative CTP Scheme Models with aview to
providing an assessment of the conditions which might exist should they be adopted.
Those conditions relate to the existing Queensand scheme, the NSW modd and two
hypothetical models being a State run monopoly and aVehicle Class Filing scheme
both using the Queensland Transport data system for delivery of the product.

These models are considered to be valid for the purpose of comparison with aview
to being in aposition to assess the current scheme under NCP requirements and the
possi ble economic consequences of retai ning the schemein its current form.

The comparative assessment is set out on the following table in which alternative
models are eva uated based on the expected costs structure of each. (Thetableisan
abridged version of the detailed modelling set out in Appendix A.)
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CONSIDERATION OF ALTERNATIVE CTP SCHEME MODELS

Existing Scheme

State Run Monopoly

Vehicle Class Filing

File & Write

Major Scheme

Attributes

« Compulsory

« Compulsory

- Compulsory

- Compulsory

- Fault

- Fault

- Fault

- Fault

. Common Law

. Common Law

. Common Law

. Common Law

- 6 private insurers
(licensed)

- State run monopoly
(licensed)

« Private insurers
(no private insurers)

- Private insurers
(licensed)

« Other insurers able
to join

.

Other insurers able
to join

« Other insurers able
to join

« Insurers unable to
decline business

Insurers unable to
decline business

.

« Insurers unable to
decline business

» Government
regulates premium
taking account of
submissions from
insurers and
actuarialanalysis

- Government
regulates premium

.

Competitive -
MAIC approves
premium within
floor/ceiling ranges

- Competitive File
& Write and
Green Slip System -
MAIC approves
premium ranges

.

Community rated
premiums (rating
by vehicle class)

Community rated
premiums (rating
by vehicle class)

- Community rated
premiums (rating
by vehicle class)

- Risk rating of
premiums heavily
restricted hence
largely community
rated

.

Restricted
commissions

No commissions

. Commissions
restricted but at
higher levels than
existing

- Commissions by
market forces

No restrictions on
benefits/compensation

- No restrictions on
benefits‘compensation

- No restrictions on
benefits/compensation

« No restrictions on
benefits/compensation

Premiums collected
by Queensland
Transport

« Premiums collected
by Queensland
Transport

« Premiums collected
by Queensland
Transport

- Premiums collected
by insurers

Benefits of Scheme

.

Competitive market
model

- Competitive market
model

Premium controls/
affordability

.

Premium controls/
affordability

- Premium controls/
affordability

Should ensure full
funding

.

Should ensure full
funding

« Should ensure full
funding

- Should ensure full
funding

Private sector
underwriting

.

Private sector
underwriting

.

- Private sector
underwriting

.

Community rating

Community rating

. Community rating

« Community rating

of premiums of premiums of premiums of premiums with
some variability
- Relatively low - Very low acquisition| — —
acquisition and and policy costs
policy costs

« No IT system
duplication

- Wider marketing
benefits around
other products

- Wider marketing
benefits around
other products

Problems with Scheme

- Not competitively
priced premiums

- Not a competitive
market model

« Swings in market
shares

- Swings in market
shares

Premiums can
fluctuate leading
to scheme instability

Requires
Government
underwriting
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Existing Scheme

State Run Monopoly

Vehicle Class Filing

File & Write

- Risk rating -

prohibitive for some

- Higher acquisition

and policy costs

- Very high acquisition

and policy costs

- IT system duplication

« IT system duplication

« IT system duplication

- Subject to - Subject to - Market freedom - Market free to set
Government Government subject to floor and | premiums subject to
approval direction ceiling pricing MAIC approval
which, in turn, is but does not
subject to affordability] remove political
index (based on direction
average weekly
earnings) agreed
by Government
Average premium $298.17 $262.40 $278.19 $306.68
Acquisition and policy costs $21.86 $1.47 $11.01 $37.00
Claims handling costs $10.36 $6.00 $7.15 $8.00
PREMIUMSADIUSTED
FOR EFFICIENCY GAINS
Average premium $298.17
Estimated efficiencies + ($9.29)
Adjusted premium $288.88

*  The NSW Government is undertaking areview with the intention of reducing
costs. We understand that the objectiveisto lower premiums by $100 but we
don’'t know whether thisislikely to be achieved.

+ ReferenceAppendix A
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COMMENTARY ON ALTERNATIVE CTP SCHEME MODELS

Claims costs for all schemes have been assumed to be constant at $217.70

Existing Scheme

A potentia saving of $9.00 is based on an analysis of the present Scheme and financial
information provided by the insurers and relates to a reduction in costs for Policy and
acquisitions, claims handling and reinsurance. We have had to make several assumptionsin
preparing the moded and we believe that this reduction in premium whilst modest would be
achievable.

State Run Monopoly

Thereis a potential for areduction in premiums ($26 in the foregoing table) under a State
Run Monopoly. These benefits arise due to the fact that a State Run Monopoly has
considerably lower policy and acquisition costs. The reduced premiums do, however, come
at the cost of the assumption of Scheme operating risk by the State and other risks.

Vehicle Class Filing

In the modelling undertaken it has been assumed that the risk premium is constant which
suggests that there is a potential for a reduction in premiums of $20, compared with the
existing scheme adjusted, based on the assumptions that acquisition and policy costs would
reduce in a competitive market and we think there is aso the capability to reduce claims
handling costs.

It should also be recognised that there is scope for an insurer to adopt more optimistic
assumptions in respect of claims frequency and costs. This, together with more optimistic
assumptions on economic factors affecting the premium calculation may result in afurther
significant reduction of the premium.

File & Write

This represents a cost of $18 above the present scheme by applying the NSW greenslips
model to Queensland. The major part of the increase relates to additional policy and
acquisition costs associated with that type of scheme.

Sensitivity Analysis

Included in the possible average premiums detailed in Table 22 aternative CTP Scheme
models aboveis aconstant set of economic assumptions for the risk premium component.

The scheme actuary has advised that a more aggressive approach to assumed investment
returns and required level of super-imposed inflation and management of claims (which
resultsin alower claimssize) could result in the following further reduction in the required
risk premium.

Variable Impact on Risk Premium
Increase $(decrease)
1) 1% increasein discount rate ( 8.20)
2) 1% reduction in superimposed inflation ( 9.40)
3) 5%-reductionin claimsfreguency or clamssize (10.70)

This highlights the point that an insurer seeking to increase market share could use a
combination of expense reduction and an optimistic interpretation of risk premium
assumptionsto file lower premiums.
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Advantages and Disadvantages of Alternative CTP Schemes

Having regard to what has been written previously we consider the advantages and
disadvantages of the four alternative scheme alternatives set out in Table 22 to be:

Existing Scheme

Advantages

Premiums arefixed by Government on abasisthat ensures, asfar as reasonably
possible that premiums are equitable for the motor vehicle owner and the insurer.

Young and inexperienced owners and older owners are not exposed to higher
premium level s because of community rating.

Ease of accessto the cover for the motor vehicle owner through thelinksto
registration.

Minima confusion for theinsured.
Highly efficient delivery through the system provided by Queensland Transport.
Safety net provided by the Nominal Defendant.

Insurers required to achieve minimum market share which helps create stability.

Disadvantages

No competition on pricing

Changing of insurer is not possible for those who use bank or credit card
facilities due to Queensland Transport processes.

Insurers are required to achieve minimum market share which may discourage
new entrants.

Changing of insurer can only occur at renewal.

Little incentive for motor vehicle ownersto change insurer.
High risk owners of vehicles subsumed within classes.
Individual risk rating not part of scheme.

Low risk groups subsidise high risk groups within a class as no risk weighting
applies.

Complexitieswith multiple insurersin claims.
Data base duplication.

Government regulation of premiums and profit margins may be adisincentiveto
insurers.

State Run Monopoly

Advantages

May provide savingsin premiumsto motor vehicle owners which are capable of
being sustained over time.

Opportunity to smooth premium adjustments.

Uniformity in claims management.
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Opportunity for better rehabilitation management.
Removal of database duplication and providing consistency in dataquality

Control of provider fees.

Disadvantages

Scheme funding and operational risks moved to Government.
Greater Government invol vement in premium setting.
Direct operational impact of loss of revenue and profitability of insurers.

Significant impact on operations of insurers possibly leading to the need for them
to make structural changes which would be likely to adversely impact the
Queensland economy.

The need to meet Government return criteria

Vehicle Class Filing Scheme

The nature of this schemeisthat insurers would file premiums on perhaps a half
yearly basis. Subject to an approva by MAIC these premium rates would be
advised to Queendand Transport who would all ocate the appropriate premium to
each insured vehicle for advice to vehicle owners concurrent with the advice for
vehicleregistration. The premium setting process for a scheme of thistypeis set out
in Section 14.

Advantages

A moveto aprice competitive model.

Pricing competition would drive marketing for insurers and provide the
opportunity for differentiation.

Retention of low delivery cost features of the existing scheme through
Queendland Transport.

Half yearly revision of rates and levies (subject to model design).
Possible reduction in premiums for some motor vehicle owners.

Greater opportunitiesfor insurersto increase market shareand link to other
products.

MAIC still regulating premium, albeit within constraints of afloor/ceiling range.

High risk groupswithin classes are not disadvantaged by higher premiums which
currently occursin the NSW model.

Disadvantages

Basisfor rates allowsfor more competition but it is limited.
Individual risk rating not part of scheme.

Low risk groups subsidise high risk groups within aclass as no risk weighting
applies.

Ability to vary rates may result in those insurers with grester capacity to reduce
premiums through lower cost bases (in this case the two insurers with 80% of the
market), being able to gain additional market share thereby lessening
competition.
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¢ Insurersless successful with relationship marketing may lose market share.
¢ Lessening of direct Government control over premium setting.

« Some confusion for motor vehicle ownersin selecting insurersand in paying
premiums.

¢ Greater responsibility on insurersto get the premiums right to ensure full
funding.

« Added responsibility for Queensland Transport in processing

 Increasing awareness of CTP by mator vehicle owners may lead to higher claims
frequency.
* Increased responsibility for MAIC in setting afloor and celling price.

« Potential for substantia shiftsin market if oneinsurer wasto take an overly
optimistic view on claim trends and other costs. However, this can belimited by
the premium range set by MAIC.

« Deaysin premium refilings could impact on market shares.

File & Write Scheme

This scheme works on the basis of insurersfiling premiumsfor approva by the
Motor Accidents Authority. Insurersthen market the CTP product at those filing
rates subject to bonus/malus. Vehicle owners must obtain cover pre-vehicle
registration through the purchase direct from an insurer of aGreen Slip for
attachment to registration renewal.

Advantages
e Competitive mode, full consumer choice.

¢ Freguent rate revision.
e Closer torisk rating scheme.
» Greater incentivesto achieve good driving records.

» Greater opportunitiesfor insurersto increase market share and link to other
products.

Disadvantages
« Highdelivery costs.
» Reduced Government control of premiums.

« High premiums and policy inaccessibility for somewho are frequently from
groups with poor claims history.

« Difficult renewal processwhich puts much more responsibility and expense on
vehicle owners.

¢ CTPawareness and premium structure may lead to higher claims freguency.

Assessment of Market Power Issues

Thereisaconcentration of market share of 80% with two insurers (Suncorp Metway
and FAI). One of thoseinsurers has 58% of the market (Suncorp Metway).
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The position of the major insurer has an historical context and it has developed over
along period and prior to the introduction of theAct.

Because of that history and the current position thereis an issue of market
dominance by oneinsurer. Counterbalancing that isthefact that it can be argued
that it provides stability to the scheme because of size, market reach and a
substantial demonstrated commitment to the scheme.

Thereisapotentia for the market power of thetwo largest insurersto be exerted in
away which might lessen competition under afile and write scheme structure dueto
their size in the market and lower cost structures. This, if it occurred, might have an
adverse impact on a scheme which operates reasonably well with 7 licensed and 6
activeinsurers.

Public/Social Interest issues

The CTP Scheme has ahigh community profile and awareness of theissuesin the
scheme is growing and thisis being reflected in greater public focus on premiums as
part of Motor Vehicle Registration and through the claims process.

It isimportant to note here that the scheme has several design attributes which are
specificaly intended to benefit the community in a Social Context including the fact
that the product is compulsory, thereis an industry deed which governs the conduct
of insurersin Multi-Vehicle accidents to the benefit of Motor Vehicle owners, there
existsanominal defendant which isan insurer of last resort, insurers are unable to
decline CTP business thus ensuring that all registered Motor Vehicle ownersare
protected against negligence of manufacturers because the Act requiresthat this
aspect be covered by insurers.

Thereis also the matter of Community rating which is designed to provide cover a
costs which are affordable for Motor Vehicle owners and which protect higher risk
groupswho might otherwise be required to pay substantially higher CTP Premiums.

Conclusions

¢ Consideration has been given to some very complex issuesin arriving at aview
on the present scheme's compliance with National Competition Policy and the
alternative scheme options for Vehicle Class Filing using Queensland Transport
delivery, a State Run Monopoly and aFile and Write System in line with the
NSW scheme.

¢ Inthis paper we have examined the existing scheme having regard to the Act’s
objectives and the public benefit which may be derived from the restrictions
imposed by certain provisions of that Act.

The Existing Scheme

1. Theexisting scheme has served Queensland M otor Vehicle ownersrelatively
well with the exceptions of premium volatility in more recent years and the fact
that the scheme isrestrictive in some material respects and provides alimited
basisfor competition.

2. Theaverage efficiency measured on the basis of the component of Premium
which flows to the benefit of injured partiesis estimated over thelast five years
to be 62.8%. Thiscompares |less favourably with States which have a monopoly
asoutlinedin Table 21. The efficiency of the NSW Schemeislower andis
estimated to be 57.2%.
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. 17 of the 56 Issuesidentified in the CTP Scheme I ssues paper completed in
August were relevant to the NCP review. They have been examined in detail in
Section 7 and those issues have flowed through to the consideration of scheme
aternativesin Section 10 and an assessment of the advantages and disadvantages
of those schemesin Section 11.

. Itisour view that if the existing schemeisto beretained, it requires some
significant legidative and scheme design changes to satisfy the requirements of
National Competition Policy, notwithstanding the Public benefitswhich arise
under some issues which have been identified and which may justify their
retention. These matters are set out later in this section.

. Having considered the NCP | ssuesin the existing Scheme, we recommend the
following:

Licensing of Insurers- 4

» That MAIC should liaise with APRA with aview to achieving amore
appropriate sharing of information so that asfar as reasonably possible
duplication of prudentia information requirementsis reduced.

Five year restriction on being re-instated if |nsurer Withdraws - 5

» That thefiveyear restriction on being re-instated if an insurer withdraws be
reduced to one year.

 adiscretion be granted to the Commission to vary thisrequirement in
extenuating circumstances.

Competition amongst Insurers- 17

» That anendments be made to the present scheme where practical to improve
the competitive position of insurersincluding the removal of impedimentsto
changing insurers and changing the five year restriction on re-instatement of
insurers and the minimum market share requirements.

Impedimentsto Changing Insurer - 18

» That changes be made to the present system to promote choice for the motor
vehicle owner and to do so at times during the year other than at renewal.

» That Queendand Transport’s system be altered to make changing of insurers
easier for Motor Vehicle owners at the time of payment of premiums.

Minimum Market Share Requirements - 19

» That the 5% minimum market share requirement within 5 years, be reduced to
anew minimum market share of 2%.

» That the Commission have the discretion to waive compliancein
circumstances where the market share requirement has not been met but inits
judgement a substantial effort has been made and the insurer islikely to reach
the Market share requirement in the future.

Optiona Cover Versus Standard Cover - 20

» Standard policy cover to beretained as aminimum in the best interests of the
community.
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 Insurers should be encouraged to promote no-fault optional cover asan
enhancement to standard cover which would provide benefits, particularly in
single vehicle accidents.

Premium Relativity - 35

» Thecurrent basisfor premium relativity is appropriate for the existing scheme
in our view because it provides community rating which resultsin affordable
premiums for most motor vehicle owners.

» Under aprice competitive model there would be scope for the Commission to
increase the rating classifications over timeto provide greater opportunity for
differential Premiums.

Commissions - 36

» That restrictions on commissionsin respect of the present scheme be
removed.

» Under aprice competitive model it is suggested that there be no restrictions
oninsurersin relation to the payment of commissions provided that the
commissions are paid out of insurers profits giving them the opportunity and
discretionto determinetheir own basisfor commissions.

. Based on our review we believe it is appropriate to retain the existing legid ative
provisionsfor:

»  Compulsory product - 1

» Government Monopoly versus Insurers- 3

* Industry Deed - 6

» Nominal Defendant the only insurer of uninsured and unidentified vehicles- 8
* Insurersunableto decline- 21

» Provision of cover inthefirst instance for negligence of manufacturers - 44

» Rehahilitation - 47

Thereason for thisis that the benefits of retaining these restrictions are important
to the stability and operation of the scheme and in our view they outweigh the
costs of their retention to the community.

. The Queensland Transport system of delivery isvery efficient and should
continue.

. Itisour view that consideration should be given to the deregulation of premiums
and thisrelates to the following NCP issues:

Competition amongst Insurers- 17

Premiums fixed by Government - 28

Regulation of Insurers Profit - 29

Based on information provided by insurers and analysed in Section 10 and A ppendix
A thereisapotential premium saving achievablefor the present scheme of $9. This
saving relates to reductionsin costs for Policy and acquisition, claims handling and
reinsurance.
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The answer to the question of whether a scheme which has aregulated pricing
structure meets NCP requirementsis amatter for judgement and inthiscaseitis
finely balanced. A key issueiswhether thereis abetter alternative which would
provide material and sustainabl e benefits to motor vehicle owners whilst
maintaining the stability of the scheme. TheVehicle Class Filing model hasthe
capacity to deliver an estimate of $20 reduction compared with the premium for the
existing scheme (Refer Table 22) and this has the possibility of being ahigher
benefit depending on the position taken by insurersin determining premiumsin a
price competitive market. (See Sensitivity Analysis - Page 158)

VEHICLE CLASS FILING

1

A vehicle classfiling scheme has the capacity to provide considerable benefit to
motor vehicle owners, if the changes are properly managed. We recommended that
consideration be given to this asa serious dternative.

This scheme would requirefiling of premiumsby insurersfor all classes, with
MAIC on ahaf yearly basis. MAIC would have the responsibility to approve the
premium within afloor/ceiling range. Provision may need to be made for more
regular filings by insurersin circumstances where they need to react to market
changes.

Queensland Transport would continue to administer the delivery of the Schemein
respect of the collection of premiums and also the election by Motor Vehicle owners
of their CTPinsurer.

Community rated premiums would remain.

Some of the benefits of the Vehicle Class Filing Scheme are:

 introduction of price competition and therefore choice for motor vehicle owners;
« it would open the market for insurers;

 itwould provide the opportunity for insurers to obtain additional or more market
share through price and product differentiation;

« itwould provide areduction in premiums assessed against the existing
unadjusted scheme of at least $20, taking the average premium cost from $298 to
$278. These changes are based on the analysis we have conducted in Section 10
and Appendix A. It should also be recognised that thereis scopefor an insurer to
adopt more optimistic assumptionsin respect of claimsfrequency and average
claimscost. This, together with more optimistic assumptions on economic
factors affecting the premium calculation may result in asignificant further
reduction in average premium costsin a price competitive market.

Other issues to be considered before adopting such a Scheme include the potential
impacts on scheme stability having regard to the issue of full funding, possible
changes in market share and potentially higher acquisition and policy costs for some
insurers.

STATE RUN MONOPOLY

1

Based on our analysisin Section 10 and Appendix A astate run monopoly hasthe
capacity to deliver an average premium of $262 mainly through aconsiderable
reduction in acquisition and policy costs and a so reductionsin claims handling
costson asynergistic basis. Thispremium is $36 lower than the existing model.
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The State Run Monopoly has alower premium than the Vehicle Class Filing
example by $16 on the base numbers. However, this does not take account of the
potential for considerable reduction in the Vehicle Class Filing average premium if
insurers were to make more optimistic assumptionsin respect of claims frequency
and average claims cost based on their own experience and also more optimistic
assumptions on economic factors affecting premium calculation;

2. A State run monopoly would represent a move even further away from competition;

3. It would require the assumption by the State Government of the risks in operating
the scheme;

4. It would have a significant adverse impact on the business of the scheme'sinsurers;
and

5. Asaconseguence, awider, adverse economic impact on the community from
possible restructurings undertaken by theinsurance industry.

6. Some of the benefits of areduced premium identified above may be eroded over
time dueto alack of competitive forces.

FILE & WRITE

1. Whilst providing ahigher level of competition and a premium setting system which
more closely alignswith risk rating, this system would also have very complex
problemsin implementation in Queensland. We can draw on the NSW experience,
which has produced a system which has the highest premium costsin Australia
dbeit that they have been influenced by ahighly litigious environment and
recognising that thereis a cost of living adjustment between the States.

The scheme, based on analysis which has adjusted the scheme to Queensland
circumstances, has:

« apremium $8 higher than the existing scheme and $28 higher than the Vehicle
Class Filing model;

* high delivery costs;

¢ acumbersome green dlip system which has considerable community impact in
accessing the product; and

¢ apremium rating system which impacts on lower socio-economic groups.

In summary we believe that the File and Write Scheme and the State run monopoly are
unsuitable alternatives for adoption having regard to present conditions, the NSW
precedent and the history of the development of the CTP Scheme in Queensland and
should not be considered further.

The existing scheme is only able to meet NCP requirements after the scheme changes and
legidlative amendments referred to earlier and after consideration by the Review
Committee of theissue of Price deregulation. On balance, if a scheme can be devel oped
which provides pricing competition (with premium approva within afloor/ceiling range
by MAIC) whilst maintaining scheme stability, we believe that would be preferable to the
existing scheme.

TheVehicle Class Filing Scheme is agenuine alternative and we believe it has the potential
to produce substantia benefit to Queensland Motor Vehicle owners. The Review
Committee should further develop that scheme option in arriving at its recommendations to
the Queendand State Government.
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APPENDIX A - ASSUMPTIONS

Cross Ref 1999/00 Premium Adjusted Monopoly - Monopoly - Vehicle Class QT Model - File & Write
1999/00 Premium No Profit With Profit Filing Small Insurer
Key Data
Average Premium per Vehicle Page 4 298.17 288.88 246.65 262.40 278.19 295.52 306.68
Number of Vehicles Page 5 2.3m 2.3m 2.3m 2.3m 2.3m 2.3m 2.3m
Gross Premium Revenue
Analysis based on - 1999/00 average $685m | 1999/00 premiur8664m | WA & SACTP, $567m | WA &SACTP, $603m | NSW Scheme &3$640m | NSW Scheme & $680m $705m
premium assessment assessment adjusted Nominal QldWorkers | Nominal QldWorkers | information at hand information at hand
for updated info on Comp. Comp.
scheme u/writer costs
(using average for all
insurers)
Claims Costs Page 5 73.0% premium 75.4% premium 88.3% premium 83.0% premium 78.3% premium 73.7% premium 71.0% premium
Cost per policy adj by economic ($217.70) ($217.70) ($217.70) ($217.70) ($217.70) ($217.70) ($217.70)
variables = risk premium Fixed per 1999/00 Fixed per 1999/00 Fixed per 1999/00 Fixed per 1999/00 Fixed per 1999/00 Fixed per 1999/00
actuarial assessment actuarial assessment actuarial assessment actuarial assessment actuarial assessment actuarial assessment
1) Cost per Policy $184 of scheme of scheme of scheme of scheme of scheme of scheme
4.39 per 1000 vehicles
$42,000 av claim size
2) Economic Variables 3.5% AWE Inflation 2.5-4.5% AWE 2.5-4.5% AWE 2.5-4.5% AWE
(sensitivities to be tested outside of the model) 3.5% Superimposed Inflation Inflation Inflation
Inflation 2.5-4.5% Superimp. 2.5-4.5% Superimp. 2.5-4.5% Superimp.
5% Discount Rate Inflation Inflation Inflation
WA 1999 3.7% Super 4-7% Discount Rate 4-7% Discount Rate 4-7% Discount Rate
Inflation Workcover
1998
—5.1%-5.6% Discount
Rate
— 3.5%-3.9% AWE
Inflation
3) Risk Premium $218
Acquisition and policy costs Page 6 7.3% premium 5.1% premium 0.6% premium ($1.47) | 0.6% premium ($1.47) | 4.0% premium 6.3% premium 12.1% premium
($21.86) ($14.87) ($11.01) ($1852) ($37.00)
NSW 1999/00 10.9% Based on insurers Based on adjusted Based on adjusted Based on large Based on small NSW Scheme
($47.00) average cost base comm., advert/ comm., advert/ insurers average per insurers average 1999/00 adj. for
SA5 yr average 1.3% as anticipated for marketing, dealers marketing, dealers policy per policy difference between
' 1999/00 comm., IT, salaries comm.,, IT, salaries Possible increase with | Possible increase with | NSW & QLD average
($2.74) o e > WAoot | > Pheima -
Includes existing Includes existing addit. administration addit. administration weekly earnings
QLD 5 yraverage MAIC levy MAIC levy and marketing/advert. | and marketing/advert. | (and commission
9.8% ($20.57) (Reference SA cost (current with (current with adjustment)
base $2.74 per policy) | discounts on multiple | discounts on multiple $28.00 fixed

policies), commission
and receiving
premiums

policies), commission
and receiving
premiums

$9.00 variable (3%
comm.)
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APPENDIX A - ASSUMPTIONS

Cross Ref 1999/00 Premium Adjusted Monopoly - Monopoly - Vehicle Class QT Model - File & Write
1999/00 Premium No Profit With Profit Filing Small Insurer
Reinsurance Page 7 2.74% premium 1.4% premium ($4.15) [ 0.6% premium ($1.50) | 0.6% premium ($1.50) | 1.1% premium ($2.98) | 1.8% premium ($5.20) | 1.0% premium ($2.98)
($8.17)
NSW 1999/00 1.6% Based on insurers Expected to be Expected to be Based on large Based on small $2.98 per QT Model -
($7.00) average significantly lower significantly lower insurers average per insurers average per Large Insurer
0 because volumes & because volumes & policy policy
?&%g; average 0.8% opportunities to adjust| opportunities to adjust]
' premiums (+ ref to premiums (+ ref to
Wi"\25 yr average 0.6% interstate %) interstate %)
($1.23) Assumes $10m Assumes $10m
QLD 5 yr average 3% retention retention
($6.30)
Claims handling Page 8 3.5% premium 2.4% premium ($6.86) | 2.4% premium ($6.00) | 2.3% premium ($6.00) | 2.6% premium ($7.15) | 2.6% premium ($7.82) | 2.6% premium ($8.00)
($10.36)
NSW 1999/00 4%
($17.00)
SA 5yr average 3.2% |Based on insurers Based on stand alone | Based on stand alone | Based on large Based on small 2.6% premium per QT
($8.30) average best practice + margin | best practice + margin| insurers average per insurers average per Model - Large Insurer
QLD 5 yr average 4.1% policy policy
($8.61)
Dept of Transport levy Page 9 1.3% premium ($3.79) |1.3% premium ($3.79) | 1.2% premium ($3.00) | 1.1% premium ($3.00) | 1.4% premium ($4.00) | 1.4% premium ($4.00) | 1.3% premium ($4.00)
Fixed per 1999/00 Scope for possible Scope for possible Increase under Increase under Fixed per 1999/00
WA 5 yr average 2% average premium decrease under decrease under deregulated with deregulated with average premium
($4.34) monopoly as no tfr monopoly as no tfr increased increased
between insurers to between insurers to administration administration
%é%% yr average 1.7% be processed (IT costs | be processed (IT costs
: therefore lower) therefore lower)
MAIC levy Page 9 0.335% Premium 0.335% Premium Nil Nil 0.4% Premium ($1.25) | 0.4% Premium ($1.25) | 0.4% Premium ($1.25)
($1.00) ($1.00)
Fixed per 1999/00 Included under Included under Fixed per 1999/00 Fixed per 1999/00 Fixed per 1999/00
average premium monopoly acquisition | monopoly acquisition | dollar level + margin dollar level + margin dollar level + margin
& policy costs & policy costs
Hospital & Emergency Services levy Page 9 1.7% Premium ($5.00) | 1.7% Premium ($5.00) | 2.0% Premium ($5.00) | 1.9% Premium ($5.00) | 1.8% Premium ($5.00) | 1.7% Premium ($5.00) | 1.6% Premium ($5.00)
Fixed per 1999/00 Fixed per 1999/00 Fixed per 1999/00 Fixed per 1999/00 Fixed per 1999/00 Fixed per 1999/00
average premium average premium average premium average premium average premium average premium
Nominal Defendant Page 9 4.29% Premium 4.3% Premium ($12.40) | 4.9% Premium ($11.98) | 4.6% Premium ($11.98) | 4.5% Premium ($12.40) | 4.2% Premium ($1240) | 4.0% Premium ($12.40)
($12.40) Savings based on Savings based on Fixed per 1999/00 Fixed per 1999/00 Fixed per 1999/00

volumes. Decrease
based on % of claims
handling costs as a %
of claim costs.

volumes. Decrease
based on % of claims
handling costs as a %
of claim costs.

average premium

average premium

average premium
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APPENDIX A - ASSUMPTIONS

Cross Ref 1999/00 Premium Adjusted Monopoly - Monopoly - Vehicle Class QT Model - File & Write
1999/00 Premium No Profit With Profit Filing Small Insurer
Profit Margin Page 10 6% Premium ($17.89) | 8.0% Premium NIL 6.0% Premium 6.0% Premium 8.0% Premium 6.0% Premium
($23.12) ($15.75) ($16.70) ($23.63) ($18.35)
QLD 5yr average QLD 5yr average
7.2% ($15.11) 7.2%
NSW 1999/00 8% NSW 1999/00 8%
($43.00) MAIC recommended
8.5% to the
government
Premium Information 1998/99 Class 1 QLD 1998/99 Class 1 WA 1998/99 Class 1 WA 1998/99 Class 1 NSW | 1998/99 Class 1 NSW
$286 $215 $215 $433 $433
1998/99 Class 1 NSW 1998/99 Class 1 SA 1998/99 Class 1 SA
$433 $243 $243
1998/99 Class 1WA
$215
1998/99 Class 1 SA
$243
1998/99 Class 1VIC
$275
No incentive for No incentive for Save on claims costs Save on claims costs Excludes additional Excludes additional Cost of living
Other Issues h h ! b o2, S5, )
insurersto geta insurers to geta by managing your by managing your commissions, commissions, adjustment based on
license - 5% market license - 5% market providers providers marketing, advertising | marketing, advertising | AWE differential
share req'din 5 years, share req'din 5 years, & impact of & impact of

Govt determines
premium. Insurers
unable to adj for risk

Govt determines
premium. Insurers
unable to adj for risk

As no disputes
between insurers
savings on claim costs
and claims handling
costs are possible

As no disputes
between insurers
savings on claim costs
and claims handling
costs are possible

competitive pricing on
claims handling.
Would additional
insurers enter the
market?

Will claim
management decline/
become too tough?

Assume commission
subject to current
legislation. Relationship|
management has
increased emphasis.

competitive pricing on
claims handling.
Would additional
insurers enter the
market?

Will claim management
decline/become too
tough?

Assume commission
subject to current
legislation. Relationship
management has
increased emphasis.

NSW

783.00

QLD

698.70

Decrease costs to 89%
% Decrease

11%

Ignores synergies that
arise in a bigger pool

Assumes no
commission limitation

Note: A profit margin of 6% has been used in this comparative analysis in all but two circumstances. We have used 8% for the adjusted 1999/00 premium
model because it relates more closely to the Queensland 5 year average of 7.2% and because we think it would be more in line with insurers profit

expectations under a revision of the scheme.

We have also used 8% in the QT Model-Small Insurer to reflect the return we believe an insurer in that category would require.
TheVehicle Class Filing Model is represented by the QT Model - Large Insurer.
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APPENDIX A - COMPOSITION OF AVERAGE INSURANCE PREMIUM

1999/00 Premium Adjusted Monopoly - Monopoly - Vehicle Class QT Model - File & Write
1999/00 Premium No Profit With Profit Filing Small Insurer
$ % $ % % $ % % $ % $ %
Claims Costs 217.70 73.0% 217.70 754% 217.70 88.3% 217.70 83.0% 217.70 78.3% 217.70 73.7% 217.70 71.0%
Acquistion and policy costs 21.86 7.3% 1487 5.1% 1.47 0.6% 1.47 0.6% 1101 4.0% 1852 6.3% 37.00 12.1%
Reinsurance 8.17 2.7% 415 1.4% 1.50 0.6% 1.50 0.6% 2.98 1.1% 5.20 1.8% 2.98 1.0%
Claims handling 10.36 3.5% 6.86 2.4% 6.00 2.4% 6.00 2.3% 7.15 2.6% 7.82 2.6% 8.00 2.6%
Dept of Transport levy 379 1.3% 379 1.3% 3.00 1.2% 3.00 1.1% 4.00 1.4% 4.00 1.4% 4.00 1.3%
MAIC levy 1.00 0.3% 1.00 0.3% - 0.0% - 0.0% 1.25 0.4% 1.25 0.4% 1.25 0.4%
Hospital & Emergency Services levy 5.00 1.7% 5.00 1.7% 5.00 2.0% 5.00 1.9% 5.00 1.8% 5.00 1.7% 5.00 1.6%
Nominal Defendant 1240 4.2% 12.40 4.3% 11.98 4.9% 1198 4.6% 12.40 4.5% 12.40 4.2% 1240 4.0%
Profit Margin 17.89 6.0% 23.12 8.0% - 0.0% 15.75 6.0% 16.70 6.0% 2363 8.0% 18.35 6.0%
Total Premium 298.17 100.0% 288.88 100.0% 246.65 100.0% 262.40 100.0% 278.19 100.0% 295.52 100.0% 306.68 100.0%
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APPENDIX A - CLAIM COSTS

1999/00 Premium Adjusted Monopoly - Monopoly - Vehicle Class QT Model - File & Write
1999/00 Premium No Profit With Profit Filing Small Insurer
$ % Premium $ % Premium $ % Premium $ % Premium $ % Premium $ % Premium $ % Premium

Claim Costs 217.70 73.0% 17.70 75.4% 217.70 88.3% 217.70 83.0% 217.70 78.3% 217.70 73.7% 217.70 71.0%

217.70 73.0% 17.70 75.4% 217.70 88.3% 217.70 83.0% 217.70 78.3% 217.70 73.7% 217.70 71.0%
Total Premium 298.17 288.88 246.65 262.40 278.19 29552 306.68
Claim Frequency (per 1000 vehicles) 4.39 4.39 439 4.39 439 4.39
Average Claim Size (PWC) 42,000 42,000 42,000 42,000 42,000 42,000
Total Number of Policies 2,365,548 2,365,548 2,365,548 2,365,548 2,365,548 2,365,548
Inflation - AWE 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5%
Inflation - Superimposed 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 6.0%
Total Inflation 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 9.5%

Discount Rate

5%

5%

5%

5%

5%

5%

5%
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APPENDIX A -ACQUISITION AND POLICY COSTS

1999/00 Premium Adjusted Monopoly - Monopoly - Vehicle Class QT Model - File & Write
1999/00 Premium No Profit With Profit Filing Small Insurer
$ % Premium $ % Premium $ % Premium $ % Premium $ % Premium $ % Premium $ % Premium
Total acquisition & policy costs 21.86 7.3% 1487 5.1% 147 0.6% 147 0.6% 11.01 4.0% 1852 6.3% 37.00 12.1%
21.86 7.3% 1487 5.1% 147 0.6% 147 0.6% 11.01 4.0% 18.52 6.3% 37.00 12.1%
Total Premium 29817 288.88 246.65 26240 27819 29552 306.68
ASSUMPTIONS FOR DIFFERENT MODELS
1999/00 Premium Adjusted Monopoly - Monopoly - Vehicle Class QT Model - File & Write
1999/00 Premium No Profit With Profit Filing Small Insurer
$ % Premium $ % Premium $ % Premium $ % Premium $ % Premium $ % Premium $ % Premium
Commissions 2,405,288 - - 1,581,784 450,000
Advertising/marketing 7,099,400 100,000 100,000 5,631,000 668,400
IT costs N/A N/A 9,211,222 500,000 500,000 6,516,102 662,200 N/A N/A
Salaries and on costs 3,411,984 500,000 500,000 2,271,084 553,900
Costs associated with dealers 5,083,620 - - 3,831,000 200,000
Other 7,964,837 - 1,981,252 1,199,100
MAIC Levy equivalent charge - 2,365,548 2,365,548 - -
35,176,351 3,465,548 3,465,548 21,812,222 3,733,600 -
Number of Policies 2,365,548 2,365,548 2,365,548 1,981,264 201,633
Average cost per policy 14.87 147 147 11.01 1852
Market Share 100% 100.0% 100.0% 83.8% 8.5%
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APPENDIX A - REINSURANCE

1999/00 Premium Adjusted Monopoly - Monopoly - Vehicle Class QT Model - File & Write
1999/00 Premium No Profit With Profit Filing Small Insurer
$ % Premium $ % Premium $ % Premium $ % Premium $ % Premium $ % Premium $ % Premium
Reinsurance Cost (net) 817 2.74% 415 1.44% 150 0.61% 150 0.57% 298 1.07% 5.20 1.76% 298 0.97%
8.17 2.74% 415 1.44% 150 0.61% 150 0.57% 2.98 1.07% 5.20 1.76% 2.98 0.97%
Total Premium 298.17 4.0% 288.88 246.65 262.40 278.19 29552 306.68
Risk Premium 217.70 1.8%
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APPENDIX A - CLAIMS HANDLING

1999/00 Premium Adjusted Monopoly - Monopoly - Vehicle Class QT Model - File & Write
1999/00 Premium No Profit With Profit Filing Small Insurer
$ % $ % % $ % % % $ %
Salaries and on costs 10.36 4.8% 6.86 3.1% 6.00 2.8% 6.00 2.8% 715 3.3% 782 3.6% 8.00 3.7%
Other -
10.36 4.8% 6.86 3.1% 6.00 2.8% 6.00 2.8% 715 3.3% 782 3.6% 8.00 3.7%
Risk Premium 217.70 217.70 217.70 217.70 217.70 217.70 217.70
ASSUMPTIONS FOR DIFFERENT MODELS
1999/00 Premium Adjusted Monopoly - Monopoly - Vehicle Class QT Model - File & Write
1999/00 Premium No Profit With Profit Filing Small Insurer
$ % Premium $ % Premium $ % Premium $ % Premium $ % Premium $ % Premium $ % Premium
Salaries and on costs N/A N/A 14,290,492 4,632,767 4,632,767 13,044,767 775,200
Other insurer costs N/A N/A 1,928,980 1,127,280 1,127,280 1,127,280 801,700 N/A N/A
2,650,000 2,650,000
16,219,472 8,410,047 8,410,047 14,172,047 1,576,900 -
Number of Policies 2,365,548 1,401,264 1,401,264 1,981,264 201,633
Average cost per policy 6.86 6.00 6.00 7.15 7.82
Market Share 100% 59.2% 59.2% 83.8% 8.5%

Assume that claims sharing agreement remains under a deregulated scheme
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APPENDIX A - LEVIES

1999/00 Premium Adjusted Monopoly - Monopoly - Vehicle Class QT Model - File & Write
1999/00 Premium No Profit With Profit Filing Small Insurer
$ % $ % % $ % % % $ %

Department of Transport Levy 379 1.27% 379 1.31% 3.00 1.22% 3.00 1.14% 4.00 1.44% 4.00 1.35% 4.00 1.30%
MAIC Levy 1.00 0.34% 1.00 0.35% 0.00 0.00% 0.00 0.00% 1.25 0.45% 125 0.42% 125 0.41%
Hospital & Emergency Services Levy 5.00 1.68% 5.00 1.73% 5.00 2.03% 5.00 1.91% 5.00 1.80% 5.00 1.69% 5.00 1.63%
Nominal Defendant Levy 12.40 4.16% 12.40 4.29% 11.98 4.86% 11.98 457% 12.40 4.46% 12.40 4.20% 12.40 4.04%

2219 7.44% 2219 7.68% 19.98 8.10% 19.98 7.61% 2265 8.14% 2265 7.66% 2265 7.39%
Total Premium 298.17 288.88 246.65 262.40 27819 295,52 306.68
Reduction in Nominal Defendant Levy
Per 1998/99 Nominal Defendant Accounts
Total Underwriting Expenses 910,000
Total Claims 14,780,000 6.2%
Claims Handling Costs as % Claims Costs 2.8% 2.8%
Reduction in Nominal Defendant Handling Costs 55.2% 55.2%
Handling Cost Component 0.76 0.76
Reduction in Handling Cost Component 0.42 042
Amended Nominal Defendant Levy 11.98 11.98
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APPENDIX A - PROFIT MARGIN

1999/00 Premium Adjusted Monopoly - Monopoly - Vehicle Class QT Model - File & Write
1999/00 Premium No Profit With Profit Filing Small Insurer
$ % $ % % $ % % % $ %
Profit Margin 17.89 6.00% 2312 8.00% - 0.00% 15.75 6.00% 16.70 6.00% 2363 8.00% 18.35 5.98%
17.89 6.00% 2312 8.00% - 0.00% 15.75 6.00% 16.70 6.00% 2363 8.00% 18.35 5.98%
Total Premium 298.17 288.88 246.65 262.40 278.19 295.52 306.68

Sensitivity Analysis

Margin RFR +PM
29.82 10.0%
2385 8.0%
11.93 4.0%

Margin  RFR +PM
2889 10.0%
2311 8.0%
1156 4.0%

Margin  RFR +PM

24.66 10.0%
19.73 8.0%
9.87 4.0%

Margin RFR+PM
26.24 10.0%
2099 8.0%
1050 4.0%

Margin  RFR +PM
27.82 10.0%
2226 8.0%
1113 4.0%

Margin  RFR +PM

2955 10.0%
23.64 8.0%
1182 4.0%

Margin  RFR +PM

30.67 10.0%
2453 8.0%
1227 4.0%

Page 10




