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Nommal Insurer (Nh) Ctatms Strategy Update

Strategic  To prowvide the Board with an overvieve of cuwr clarns porticlio performance. lhe
Furpose - perceived drivers for nolabie hanges relative (o 2015 and the implications of these
insights for our strategy and oosrating mode going forwards

Recommendation and Actions

Note the lessans learned and management s ‘w:u“f\
the performance of Ni claims managemeant relabive o 2

-3"0: the core drivers & delenoralion in
4

7 Note our approach 1o leveraging these essons iearmed i curtent and future strategy

j 3. Nota our proposed opetabing model punciples gading future design and managemeant.

Background and Context

At the Board meeting in August 2021 {itern 4.4} managemen! laid out the process and plan to work
through the various issues and design phases with respect o the NI Claims mode! pror 10 3 market-
based RFP late in 2021 or early 2022 Thi= paper s the first of the discussion pieces with respect to
thal design process. . ‘

icare and lhird parties have compileted a number of reviews of the NI, and especially claims
management performance within tne NI These include {but are not limited 1) the Dore Report. the
McDougall Review the EY Review of The Nominat insurer 120 behalf of SIRA} the PwC Guide
Segment Deep Dive (on behalf of iware! and the PwC Paost implementation Review (on behalf of icare
and included as item 4.4.1)

Following these reviews, management has undertaken an analysis of our claims data with the
support of Finity, to understand the matenal shifts in performance since 2015. This analysis includes
a quantitative assessment combined with qualitative review based on input from our management
team and from key resources within claims service providers {CSPs) with in-depth knawledge of )
frontiine operations, This report is a work 0 progress and.the current drafl 1s included at item 4.4.2

Combining this work with the previous reviews managemert has considered the performance shifls
in the context of our lessons tearned to inform the develepment of our strategy . operating model
principles and our approaches to cperational managernent of the NI This paper provides a summary
of those observations

lssues and Analysis

- . [ , s
Since 2015, total break even premium (BEF) wilhin the NI has increased approxmately $800m after
nomalising for exposure growth and accurning m the lollowing areas:

« $350m attributable to return to work (RTW) deterioration - occurring across all cohorts
including weekly payments meqicai cosis and sccunational rehatniitaion.
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= $130m attributable to superimposed medical inflation - increasing aimost 50% from 2016
- 2098 across all aspec!s of reatmen (the ro01 cause of which s yet to be fully understood
and 1s a core focus of ciher work):

« $130m attributable to the increase in psychological claims frequency and duration —
with frequency increasing by 2 4 times from a relativeiy low base at 2015 levels Psychological
claims now represent 20% of toial ciaims cost and 5% of voiume;

¢ $70m attributable to higher than assumed assessments of injured warkers exceeding
whoie person impairment Wpi (>21%) - returning 1o pre-2012 levels (based on assumptions
nherent within BEP and ine sutyject of ongoing monikening ) and

* 530 aftributable to changes in PILAWE legisiation in 2018

Analysis of our data assessed in the context of previous reports the observations of 1care's
management and our claims service providers' managemant suggests a confluence of factors have
compounded lo drive the observed deteroration

1. Management conclusion on the high-ievel drivers of deteriorated
performance in the Ni

The ‘cost-plus’ remunerata;on model did not incentivise good performance against
icare’s objectives

Between 2017 and 2020 the remunaration model appear}\ to have incentivised more active claims
that ran for ionger The cost-pius approach crealed clear incentives to accept more alaims. agitate for
higher budgets and 1o approve requests rather than take on the additional overhead of the actions
required o determine kabiiity, recuce o1 cease benefits under ine scheme.

Between 2015 and 2020 we nbserve thal (re scheme has 3 nigher number of active clatms and they
have run for longer Through this period. we also observe & matenally nigher claims acceptance rate
and a material reduction in the compietion of actions avalable ta dispute liability, reduce or cease
benefits under the scheme. We also note that the remuneation and operating mode!s implemaniag
sought to reduce admimstration costs and Clams Handling Expenses (CHE) as a key tocus It
appears this focus has been achieved at the cost of significantly increased liability.

Foilowing the observed effects, icare impaosed greater focus on specific operational processes such
as disputes and assessments resutling in Work Capacity Decisions (WCDs). However, performance
deteriorated following the reduction of this oversight We congiude that CSPs will not tend to act.
without direct financial incentives

For the CSP there were limited financial implications for poor performance . This represented a
disincentive for the CSP 10 invest in improved performance An nvestment to improve performance
would come out of CSP profit

An amended remuneration model was impiemented in 2020 which includes a slightiy increased
performance Incentive linked 14 revised standards and measures. However. the overarching
mechanisim Is the same and the degree of incentives at risk remains sigmificantly below what was
the case under pre-2017 contracts :

icare's culture of prescription and a lack of performance management focus further
undermined performance incentives

icare provides the central system and prescribed the claims process to an extent that i
disempowered case managers This combined witn the effects of the remuneration model left little



space for genuine continuous impravement Furher thisoenahied 08SPs o atribute inadequacy o
icare, with no incentive (o overcmme i

As performance deterioraled icare s response was lo increase prescrption, exerting greater contra!
and oversight aver specific aspecis of the day to day operation of the scheme . This was not
accompanied by a sufficent increase in performance management nigor. momitanng or reperting

icare tacked a robust performance management capability both In terms of people and the system
functionality to effectively ovecsee the scheme. This manifested 1 a lack of clear accountability within
icare, ineffective use of relationships hetween the organisations and a lack of a clear performance
ranagement strategy. This led to distributed . reactive and inconsistent management of the CSP

The segmentation approach is not delivering the anticipated benefits and has been
difuted to a risk delineation approach rather than a differentiated support model

Though icare has exerted great control in specific areas, othe: areas of the service model have bean
mneonsistently executed, opaquely relined or abandoned in favour of CSP approaches. Ap example s
the triage approach which although mplemented as intended does not result in breoad scale
differentialed support within the Support and Specialised segmenis (representing the majority of
claims gxpense},

he onginal icare triage and segmentation approach was built on the premise that injured workers
have differentiated needs based on thew associated nsk. as determined by a number of factors
relating to the worker and their empioyer. This is a standard industry approach and dictated four
segments being, from lowes! lo highest risk Empowes. Guide Suppert and Specialised

it was determined that there was no discermible difference in the management of Empower and Guide
ciaims which were subsequently combinad 't was atsa found that the original nisk threshold between
Guide and Support was too hugh and the Guide segmant was refecussed to lower camplexity claims

Over time, the service differentiation between the Support and Specialised segmenis aiso appeared
n the most part to be naon-existent The specialised segment now represents a cohort of very
somplex or specific claim types such as psycholagical (no! including secondary). falalities, industriai
deafness and complex medical cases

The current approach is now effectively focussed on two segments. Guide and Support The Guide
segment is ‘low complexity’ claims with nc or lmited time away from normai duties. the Support
segment is everything beyond that thresheid. and the Specialised segment represents special case’
cohorts based on specific attributes {rather than an assessment of multiple factors to determine risk).

The tnage model appears to be effectively delineating against the revised segments There are
opportunities lo continuously improve the risk factors and their use, as expected for any tnage moedet
However. CSPs do not appear to be praviding significantly differentiated case management in the
Support segment based on the risk factors identified by the triage process - a key component of the
service model.

The approach was largely ‘mjl{red worker focussed with limited appreciation of the differentiated
needs of empiayers. Larger empioyers will have many claims per year, mid-size employers may
expenience anything from two claims per year upwards and very small employers may only
gxperience one claim throughout their career if af aii {on Bverage one claim per 25 vears for
employers under $30k premium)

Vurthar very small emplovers’ claims {iess than $30k prenvum ) represent approximately 40% of 1otal
physical claims but approximately 50% of physical clams over 52 weeks duration (and 31% vs 35%
for psychological claims). This effect, and the assumed difference in knowledge of the workers
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compensation claims process strongly suggesls a need for differentiated service based on the size of
the employer

Challenges arose for larger employers who found it more difficult (o manage a porticio of claims
distnbuted across multiple case manragement ieams CSPs have now implemented empioyer alignec
maodels that aliow an empioyers claims io ne managed by he same teamis). This couid come at the
cost of differentiated support.for injurea workers though as previously noted this :s not ocourring
anyway

Further, the current empioyer alignea approach in affiect only appigs to approximately 50% of the Ni'g
claims. as the other 50% are uniikely to have more than one open glaim at one time  With regards to
smaller employers, it is unclear whether EML {being the oniy CSP servicing this cohort) are delivering
differentiated services to cater for the needs of this cohort Though we note that if they are, the
appioach wouid appear ineffective as ciaims performanze 1 these segments confinues lo detenorate

The shifts made to the approach over time appear o be sk management of icare's design, rather
than a continuous improvemsant focus In this context i 15 nut ciear whether the current operation 1s
realising the benefits of ether a presoriptive modei or a CSP dniven continuous improvernent
approach.

icare’'s model appears to have contributed to a broad-based increase in active claims
and duration and failed to effectively understand and manage psychological claims

Reiterating our observations surrounding the remuneration model and the increased number of active
cleims. their increased duration and the cofrelation of this with claims acceptance rates and the
frequency of actions required to dispute hability. reduce or cease henefits.

This effect appears to have been driven n part by icare's sarvice model, which focussed neavily on a
customer service focus This was further supported by our rhatonc and ethos of that time. which
focussed on being a ‘social insurer that delivered ‘a fairer scheme' based on 'coflaborative non.
adversanal approaches’ These drivers combined with the efiecls of the remuneration model appear
lo have resulted in more active claims that have run for ionger

icare s service and segmentation modet has been particulary unsuccessful in managing
psychological claims. The acceptance rate for psychological claims has mcreased significantly
relative to 2015 and is significantly higher than ali other siates {though the root cause of this
difference 1s not yet understood) d

The service model dictated that these claims be ranaged exclusively by specialised leams. The
mtent was to recruit staff with previous experience in mental health rather than focussing on upskiliing
staff with existing experience in warkers compensation The recruitment and retention of this skill set
at the scale and speed required proved challenging for EML. Additionally, the intensity of these roles
presented challenges for the well-being of case rnanagers CSPs have since transitioned to enabling
ihose case managers to manage a mixture of psychological and lower complexity claims

Notwithstanding the need io efsure the safely of case managers 1t appears that the model Droviges
iimited differentiation in the service of psychological claims Further, case managers appear to be
particuiarly reluctan! to take actions available under the iggislation to dispute liability. reduce or cease
benefits in relation to these claims

These challenges have likely been exacerbated by high atiriton and a lack of incentives for the
deveiopment and retention of talent discussed iater in this paper
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A lack of higher-level market forces further reduced performance incentives and
reduced icare’s ability to control the scheme

in a single-CSP modei, the queslion of ongong invoivemer! bacame a binary 'yes or no | as opposed
to a multi-CSP mode! in which each CSF can have greater confidence of engoing invalvernent This,
combined with a 3-5 year term. removed investment mcentves for further horizoans over which
mvestments could be realised

;8Ps do not underwrite the scheme, as such there s no ovararching ‘natural” performance incentive.
The lack of a marke! model with 3 gegree of competiton (plausible potential to lose market share
based on performance ) meant there was no systemic protection against poor performance

A tack of comparable CSP performance made it impossioie to distinguish C3P performance from the
performance of the icare system and the value (or lack thereof af wcare's design Consequently
parformance management and bucget distussions focussed on each organisation aitributing blame
io the other one :

“urther. the singie provider model rendered many nisk managemenlt and contingency aptions
unavailable and provided further protection for poor performance for the CSP icare had no highe:-
level levers beyond the contractuai performance managemem framework agreed In the absence of
an ability to controf the scheme from a higher level, such as ihe allocation of claims between OSPs.
iware exerted a great deal of contro! aver the day-lo-day ogeration of aspects of the scheme

in February 2020 icare implemented the Authorised Provider (AP} model to address large employer ~
woncerns and redress this balance in part enabling large employers over $500k Base Tariff Oremium
(8T} to choose their own CSP However the vast majonty of claims relate to empioyers under the
3500k Base Tanff Premium. meaning the AP modei only moderately relieves this chalienge

Low case manager capability is a systemic issue combining with remuneration
incentives to drive higher claim numbers with longer durations

Itis perceived that a lack of deveiopment pathways for ali experience levels and more attractive
prospects elsewhere is driving high wrnover and attrition Consequently, case manager tenure 1s
considered to be significantly lower than befare the current operating mode! was implemented

Anecdotally our workforce are increasingly inexperienced and perceived (g either nol understand the
steps required to fulfil critical case management actions.or are unwilling to complete them due to the
emotional toll associated with making determinations they perceive as detrimental te the injured
worker

Though case management capability is of paramount impartance and must be protected and fostered
going forward. we reiterate the effects of the remuneratior mode! with regards to this noinl which we
parceive to be a more significant driver

Other industnes such as CTP and Life Insurance command salaries up to 25% higher (as observed in
the Hays FY21/22 Salary Guide). for roles perceived to be less anerous. This, combined with the
perceived disempowering impact of icare’s prescriptive mode!. appears to create a compelling case
for individuals to leave the industry. : '

icare’s focus on reducing CSP remuneration may have effectivety imposed a salary cap. misaligning
case management salanes with ather industries (if salary 1s the principal driver). Wark is ongoing fo
understand whether this 1s the case or whether CSPs have paid less than the marke! via a strategy of
atiracting relatively lower skilled resources for a combination of both drivars)
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Considering these faciors. it appears that icare either does noi sufficiently value the craft of case
management or has assumegd that case managers wili work {or purpose . ar assumplion that
appears incorrect

The turnover rate for frontiine resources since the implementation of a singie CSP mnde! has been
enduring and significant {comipared 1o hisione levels. olhe: wnsdictions and simiiar ndustries). This
constant cyching of resources has reduced overall expenence And driven notable case management
instabilly which is perceived to have nad significant impacl on perforrmance. This has been the
subject of continuous discussion between icare and EML though we conclude these discussions
have been largely neffective in resolving what seems |0 be a systemic issue.

Further. the remuneration model has nol moenlivisec the deveicpment or retention of talent. If jow
taient equates to more claims at run for anger this woulc represent a financial gain for CSPs under
the past remuneration mode!. ;

The 2020 extension negouation resuited in a $20m co-Investment in retention These funds have
predominantly been used to reduce case-ioads which EML asserl enables development of capability
This may be the case, however icare has not specifically manitored this expenditure or the business
case pehuind 1. As such, and noting the recent implemeniation of the investmeant. itis not clear
whether this mvestment has resulted in mproved capability or not Notwithstanding the effectiveness
of this Investment, we conclude that the model would deally ncentivise the development and
retention of talent, rather thar requre that icare negotiate to achieve i

As 2 result of recruitment and attrition chalienges. there has been a gegree of canmibalisation
between CSPs. This may have driven further case management instability, impacting performance .
However it may also aflow for the retenticn of some case managers who may have otherwise lefl the
industry, mitigating potential further performance deteroration Further, this is a posiive effect i an
effective market as it distnbutes knowiedge and sets a price for capability.

2. The future focus of our strategy to build on our iessons iearned
The remuneration model will demonstrably align CSP incentives with icare objectives

From a risk management perspective, we will assume that CSPs will act in the sole interest of
financial gain Our models will be aligned 1o the key detérminants of RTW and health outcomes and
incentivise the collaborative achievernent of appropriate valuation outcomes. J

Work is ongoing to gain an in-deptn understanding of inherent compiexities surrounding incentivising
CSPs to achieve an appropriate baiance across our chjectives. The approach will leverage
compiementary remuneration and aperating models working 1ogether to provide direct and
overarching incentives

Our remuneration medels and Fontracts will alsoe be established with a degree of flexibility to enabie
optimisatian and an ability to adapt to undesirable efiects as they are identified

We will leverage the ability of claims service providers to optimise claims and injury
management, while understanding we must incentivise the right objectives

Claims service providers will always have more in-depth knowledge of how best {o ootimise their
operaton Our job is to ensure that chiectives and expectations are clear, to establisn a mode! that
promotes desirable behaviour and 16 protect agamst undesirable effects

Uplifung our performance management capability is essentiai. As part of our role we wiil focus on
understanding what drives performance within the scheme and distributing knowledge across the



scheme (ensuring CSF investment incentives are not eroded by s aclion} This wit be enabled by
our centralised system and dala

We wiil shift lo remove ourseives as prescrplive operaliona: managers and become archestrators of
the claims management market and scheme (taking care not 1o mpact performance dunng
transition). Qur focus will become the affective performance management of CSPs rather than
averseeing and inserting ourseives nto CSP processes

Noting the broader and long-iasting scheme imphcahions hal san De associated with particular
processes or actions, work s ongoing lo understand ware's ievel of mvoivernent or risk management
approach to specific processes In any new or refined models Further. we are considenng the
strategic and procurement advantages cf oplions to engage third party service providers as part of
this model.

T'his means that we wili not nrescnbe o C8Ps that they must differentiate service based gn nisk or
how to doit. As an exampie of the mode! shift, we would set an expectation that we believe
differentiated service 1s likely valuabie and establish a modei that incentivises differentiate service in
1he areas where it is proven to be vaiuabie by the CSPs Critically. we will suppart the CSPs through
our data systems. and processes to achieve the effectiveness and efficiency opportunities they
dentify. '

]
Analysis supports the need to differentiate the approach o support employers basec on thewr size of
other attributes. The model will incentivise 0SPs to identily these differences and develop solutions to
service them most effectively However where the maost advantaggous approach requires enabling
employers to choose CSP (or not). this requires icara (o design and set the threshoids enabling the
mode! :

(nitral analysis suggesls that choice is a strategic advantage for icare and larger employers. Howevar.
this does not appear to be the case for smailer employers where an allocauon based on
demonstrated CSP performance against specific segments may be more advaniageous Work s
ongeing to understand how aest ta meel the differantiatec aeeds of employer and injured worker
segments i the design of the operating and remuneration models.

The nroposed mode! and icare single system dictate that we mus! play a role in the allocation of '
claims between claims service providers This is a capabifty that we do not perform in this way today
and the development of our approach and capability I1s a key focus of our Strategy

Beyond this we must provide the data capture and functionality that enables claims service providers
io triage, allocate and differentiate claims service within their own operation as they see fit. Thisis a
notable shift in culture and capabilily for icare which would see parts of our organisation need to
operate (to an extent) in a similar fashion to a service provider for the CSP

Within reason. we must serve CSPs as besl we can to enable their objectives in the context of ali the
demands and prionties we face. These considerations are comphicaled by the multi-CSP competitive
madel in which CSPs are to an extent reliant on icare to achieve (heir objectives in competition with
gach other. The cultural and capability shifts required are a key focus of ongoing design.

We will introduce market forces positioning ourselves to protect our objectives and
guard against systemic challenges

There is no such thing as a perfect remuneration model and in the absence of an underwriting
ncentive, higher leve! incentives are requirad 'o protect the scheme For icare, the added protection
is dehvered via a multi.CSP mode! in which C0SPs are rewarded with greater voiume or specific claim
'ypes hased on demonstrated performance line with ware s ohieclives
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Witrin this model icare will enabie CSPs i manage ther voeralions as they ses fit. .ncentivising the
CSPs 1o continuousiy improve to maintan and grow ther business. Crincally, rather than prescribing
service models to CSPs, care wili retain a slake 13 OSP appicaches by estabiishing a model n whicn
the most benefictal approach is for CSPs 1o wark o ritaboratively with care

icare will provide to employers, injured workers CSPs and any other interested parties. transparant
performance data on all CSPs operating within the scheme This will empower employers to makg
informed decisions about their claims portfclios Further d wili enable the CSPs to manage their
performance, continuously improve. wenify opporiunilies.ic grow. and drive increased CSP
ownership of their performance )

icare will pratect against detrimental 'big bang changes by incentivising CSPs to transition to new
models over time and via a test. prove and shift approach  which the rmodal 1 dasigned
accemrnodate and encourage

Work 15 ongoing 1o understand the optimal numbper of CSPs how they are distnbuted and whether
mtenm sfates are required As part of this work we are consigenng how contract lengths within the N
claims space can be best used 10 suppori icare's objectives and the susiainabiiily of the scheme
Management intends to sharedhe progress of this wark with the Board at a subsequent Boarg
session

We will focus on fostering capability through all aspects of our strategy

Case management capabiiity i a rey foundation for peiformance in any model. Qur focus s to
ensure all aspects of our strategy sipport ihe development of case management {alent As an
example, our transition strategy wiii focus on capability as a key determinant of the approach and
pace Further. our remuneration model will e designad to incentivise the aliraciion. development,
and relention of good falent

To overcome previous focus on reduced administration ana clamms handling expenses. increased
remuneration may be required. This strategy (if required), wouid be implemented with sufficient
performance focus and market effecls 10 prevent the upiifi being used to increased profit withowt {he
required improvement in performance. In ine with this, work is ongoing to understand appropnate-
ievels of remuneration that represent a posilive commerciai outcome mn the balance of remuneration
and acnieving improved resuits /

We are focussing on the development of industry standards and qualifications for case management.
leveraging our scale and government position to partner with education providers to enable
qualfication pathways. Critically, this focus will not be executed by prescribing to CSPs what we think
they need. rather working collaboratively with CSPs to understand what is required

As an averarching focus, we aspire o dnve a cultural shift within icare and acioss lhe insurance
industry that brings into focus the value of personai mjury case managers. We will promote
apprecation of the skill and exPenence required to De a great case manager and {urther establish the
profession as a respected and fulfiling career.

3. The principles that will guide the develbpment of our claims model

The starling point of aur operaling mode! review ang (re Jdesign process commenced with
consiceration of the principles which guiged development of the current model (item 3.1, March
2017} This ensures we understand the original togic o inforrm a considered approach to change.
refaining what we determine to be vaiuabie whie makung shifts

The onginal mode! design was predicated on an end state outcome where claims management
[wouid] effectively be insourced (either directly or through a heavily controlled entity)  Noting this_ the
originat design and principies sougnt a high degree of cantroi over the delvery and optimisation of the
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customer experience. Speafically. tha inten! was 10 dnve iowards care needing 10 own the cusiomer
refationship. systems. and processes

In consideration of this. our learnings descrbed above and he context of where we are foday - our
philosophy has shifled matenally Our strataqy 1s shifting to focus on creating a C3P market that
drives performance and gives icare increased infiuence over the scheme without a requirement o
prescribe process. This shift clearyy reguires an assooiated sndft i the princies that will guide oyr
model

These 7 claims management mode! orinciples will guide cw design and management going forwards

1. We will create a market that rewards and provides confidence to the participants
which deliver the best performance :

¢ Service contract periods will give confidence to mves! and reward iong term sutcomes
= Transparent outcome and performance data wili dove market reward

2. We will deliver claims services through third parties unless there is
demonstrable strategic value and/or a demonstrable performance advantage in
icare delivering the service(s)
= Engage third parties lo provide services quided by commen icare-defined scheme

principles
«  We will govern, performarice manage and orchestrate
* icare will only operale whare there is demonsirated strategic value

3. We will retain process control only where beneficial to the scheme

e A single/common core sysiem

= Central scheme data infrastructure and management

s icare will retain limiled decision nghts to protect against matena! 7isks to scheme
sustainability

4. We will promote and reward service that facilitates optimal employment and’
health outcomes

* Deliver to legislative and reguiatory requirements with empathy
= Align cuslomer service facus with the achievement of return to work and health autcomes
far employers and injured workers

5. We will equip our custemers and service providers with data, information and
transparency

o Share information to remove power imhalance between injured workers, empioyers and
CSPs
v Drive market performance by making oulcome and performance data ransparent
= Empower customers with the information they need to make more informed decisions i
they wish
6. We will limit disruption through transition, shifting in incremental considered
stages

» Large scale {ransitions will be managed over time to minimise risk

~3

We will prioritise long term sustainable performance and financial sustainability
over short ferm operating cost management

= Claims outcomes ‘will be valued over unit operating cost

1. Strategy Implications
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N/A - Paper ralates speciically o 'he deveicpment of strategy

2. Financial Implications

N/A -~ Part of ongoing and further work

3. Risk Analysis

The shifts described in the fulure focus of aur slrategy and our seven claims managemeni modei
principles present a number of risks. These risks are a core focus of the ongoing work to further’
define our strategy and the models that will operationalise our intent.

v Failure lo shift scare's cuiture o suppor! the
furiher detencration in periormarnce

raiagy could resuit in flawed execulion and

+ Failure to upiifticare s capability to support the slralegy couid result in flawed execution
and further detenoration in performance (especially with regards to the continuous
improvement of the!maodei and the performance management of CSPsy;

s Faiure to implement in ine with the required yplifts 1o icare technoiogy. data and reporting
could result in flawed executior and fuher delerioration in performance.

o Failure lo establish the model and icare's technology with sufficient flexibiity to enabie the
model may drive a high frequency of requests for technology changes and development
exceeding our capacily and making icare a bamer (¢ competition and improved
performance.

« Failure to appropriately design operating and remuneration modeis (and optimise over
time}. may result 11 sub-optimat customer and ciams performance outcomes:

= Faiure to effectively design the remuneration model and performance manage it may lead
to increased CSP remuneration without the desired performance improvement intendac:

¢« insufficient understanding of our abjectives ang / or inadequate development of the
operating model, remuneration mode! or sefting of ciear expectations rmay resuit in
unintended and undesirable CSP behaviours

= Insufficient understanding of the allocation of decision nghls may result in iasting scheme
Impacts if not effectively risk managed (via the retention of those decisicn rights or other
risk management approaches;

+ Insufficient consideration and management of ransttion nsk drivers may resultin ioss of
front-iine capability and / or deteriorated scheme performance as a result of transition” and

* Shifts made in response to current chailenges without sufficient consideration may
represent an over-ibtation resulting in undesirable or unforeseen effects and / or the
reintroduction of challenges pre-dating icare

4 Governance Assurance
N/A - Part of ongoing and further work
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