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WORKCOVER

NEW SOUTH WALES

Reverend the Hon. F.J. Nile, M.L.C. E.D. L.Th.
Chairman, General Purpose Standing Committee No. 1
Legislative Council, Parliament House

Macquarie Street

SYDNEY NSW 2000

Dear Reverend Nile

The Minister has asked me to provide you with the attached letter from the Scheme’s
Actuary, Tillinghast-Towers Perrin, dated 7 January 2002, concerning projections in
relation the Committee’s funding scenarios.

You will note the Actuary’s projections indicate at table 1.4 on page 7 that the effect of the
recent Scheme reforms will generate a ‘one off’ reduction of the deficit of up to $1.33
billion. The projections also indicate at page 7 that the reforms are expected to generate
ongoing savings in the range of $230 million to $406 million per annum between 2002 and
2005.

It is envisaged that the combined effect of these reforms will reduce scheme costs below
premiums and commence a significant downward trend in the Scheme deficit.

Yours sincerely

(/)' Uo Qﬂ—o"f)«“\

Michele Patterson
Acting General Manager

701 -0z Legislative Council
GENERAL PURPOSE
STANDING COMMITTEES

10 JaN 2002

RECEIVED

hitp://www.workcover.nsw.gov.au DX 13067, MARKET ST. SYDNEY
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Mr R Melnnes

Assistant General Manager
WorkCover Authority of NSW
Level 8

400 Kent Street

SYDMEY NSW 2000

Dear Rod

ACTUARIAL PROJECTIONS ©OF FUNDING SCENARIOS FOR THE NSW
WORKERS COMPENSATION SCHEME

The purpose of this letter is to provide the results of our actuarial projections for
the varicus deficit funding scenarios requested by the General Purpose Standing
Committee No. 1 ("the Standing Committea”]) in relation to the NSW \Workers
Compensation Scheme.

Background and Scope

Tillinghast-Towers Perrin ("Tillinghast”) has been requested by the WorkCover
Authoerity of New South Wales ("WaorkCover”) ta investigate varieus deficit funding
scenarios for the NSW Workers Compensation Scheme as requested by the
Standing Committee in their letter dated 28 November 2007,

Actuarial projections were requested for the following four deficit funding
seenarios as outlined by the Standing Cammittes:

Scenario 1. Calculate how much the current Scheme premium rate of 2.76% will
need to increase on average las a percentage of Scheme wages) if the deficit is to
ke funded over alternative periods from increased premium rates. The current
cost ef the Scheme is assumed to stay constant at 3.13%4 for this scenario. (Note:
excludes the effects of the 2001 legislated Scheme reforms)

Scenario 2 Caleulate how much the ongoing cost of the Scheme will need to
reduce from the current cost of the Scheme of 3.13% of wages if the deficit is to
be funded over alternative periods from a lower cost of the Scheme. The premium
rates for prospective exposures are assumed to stay censtant at 2.76%% far this
scenario. (Mote: excludes the effects of the 2007 legislated Scheme reforms)

Towers, Perriey, Forster & Crosby, fnc ARBNOR2 557 019 is incarporated in USA and has Hmited fiabiiity
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Scenario 3 Perform the same calculations as Scenario 1 except taking into
account the effects of the proposed Scheme reforms. This scenario includes bath
a high and low estimate in erder to take account of the range of possible savings
in relation to the Scheme reforms.

Scenario 4. Perform the same calculations as Scenario 2 except taking into
account the effects of the proposed Scheme refarms. This scenario includes bath
a high and low estimate in erder to take account of the range of possible savings
in relation to the Scheme reforms.

It is important to note that in Scenarios 3 and 4 the effects of the Scheme reforms
on the prospective breakeven Scheme cost has been assumed to remain constant
and not reduce over time as a result of slippage, or increase as a result of
changed claimant culture.

Table 1.1 provides a description of each scenario referred to in our results.

TABLE 1.1

Description of Funding Scenarios

Scenario Name S5cheme Funding  Scheme Reform Scenario
Scenario

Seenario 1 Stenario NIA

Seenarn 2 Scenario 2 NiA

Scendrio 3— Low Savings Stenaria 2 Loy Schemes Redarm Savings Scenario
Scenario 4 - Low Savings Stenario 4 Low Scheme Refonm Savings Scenario
Scenario 3 — High Savings Seenario 3 High Schame Reform Savings Scenario
Scenario 4 — High Savings Scenario 4 High Schema Reform Savings Scenario

The alternative time periods we have been requested to use in each of the above
scenarios are 5 years, 10 years, 15 years, 20 years, 25 years and 50 years from
January 2002,

It is also worth noting that the current Scheme premium rate of 2,76% used in the
above scenarios reflects the current average Scheme premium rate rather than
the Government's target Scheme premium rate of 2.80%.

OF-Jan 02 14:12  SOCLARKEAMGEMERBLIGIEZR 10000
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In the context of this letter, some further comment on the definition of "low"” and
"high" reform savings scenarios is warranted. This is of importance as the
definitions adopted will have, through their relationship with the basis of valuing
the Scheme’'s outstanding claim liabilities, some bearing on the estimate of the
Scheme’s deficit at future balance dates,

B The low savings scenario reflects the starting point for a Scheme valuation
basis and might be adopted immediately after the Scheme reforms. In this
basis, we would incorporate savings estimates which are based on objective
analysis, that have some foundation on historical Scheme data, Hence, credit
far such savings in the valuation can be taken with little or no evidence of the
effects on claims costs of the implemented Scheme reforms. It is likely that
this basis (perhaps with some vanations reflecting evidence of the success, or
otherwise, of the Scheme refornms) would be adopted for the next few
valuations.

B As evidence of the effects of the Scheme reforms emerges (and. for some
reforms, such evidence may take same time to emerge), progressive revisions
to the low savings scenario can take place.

B Over time, it is possible that sufficient evidence of the success of the Scheme
reforms may emerge to allow the Scheme actuary to adopt a valuation basis
which reflects a high savings scenario. |t is likely that the Scheme valuation
would adopt the high savings scenario only when there s objective evidence
to show that all the targets in relation the Scheme reforms are being achieved.

B The low and high savings scenarios provide a range of savings estimates
arising from the Scheme reforms. It should be noted that the level of savings
achieved may fall below or above this range.

Distribution and Use

This letter is provided to the WaorkCover Authority of NSW in relation te the deficit
funding scenarios requestad by the Standing Committee. |t is not intended, nor
necessarily suitable for any other purpoze,

We understand that WorkCover may wish to provide a copy of the letter to a
range of stakehaolders in the Scheme, including members of NSW Parliament and
the Standing Committee. Permission is hereby granted for such distribution on
the condition that the letter must be distributed in its entirety, that Tillinghast be
informed of such distribution and all recipients must be aware that Tillinghast is
available to discuss or explain any aspect of this |etter,

OF-Jan0Z 1417 5 CLARKEAVGEMERALWGIEE? 10 DOCF
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Any further distribution or reference to this document or to Tillinghast in relation
to this document in any report, accounts, other form of publication or any verbal
report is not autharised without our prior written consent.

We cannot be held responsible for conclusions drawen from our reports by
unauthorised third parties.

Judgements about the conclusions drawn in this letter should be made only after
considering the letter in its entirety,

Finally, we remain availahble to answer any questions that may arise regarcling this
letter

Reliances and Limitations

In preparing this advice, Tillinghast has relied on historical data and other
quantitative and qualitative information supplied by WorkCover without audit or
independent verification, We have reviewed this information for reascnableness
and internal consistency. However, such a review does not constitute a full audit
or independent verification. Therefore, any material discrepancies discovered in
this data by WerkCover should be reported to us and the letter amended
accordingly.

Our analysis assumes that the range and cost of injuries that have occurred
histarically are indicative of those to appear in the future. It is possible that this
may not be the case. For example, due ta changes in effectiveness of risk
prevention procedures, changes in industry mix, attitude of claimants, other
cultural or structural Scheme changes, court settlements/precedents or other
external effects, Scheme outcomes may change in an unpredictable manner.

Part of this letter provides estimates of the potential savings of reforms to
WorkCover's dispute resolution system. We have not estimated start up costs or
maintenance costs of implementing the changes. This analysis merely provides a
guide to the potential financial effects of proposed changes and does not purport
to deliver a firm estimate of the likely costs, Due to limitations, largely caused by
the lack of data, and Scheme experience with the changes underlying the reform
amendments, significant uncertainty surrounds our findings.  The financial
outcome is also largely dependent on the manner and degree in which reforms
are implemented. This increases the uncertainty in our saving estimates. \We have
attempted to formulate implementation assumptions and scenarios by reviewing
reports supplied by WorkCover and through discussions with WorkCover staff,

OF-Janf2 1412 SOCLARKEAMGENERALGIZZ? 18000
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However, due to the lack of relevant data, many of the underlying assumptions
have been formed from what we believe are reasonable projections of outcomes
from reforms. In forming these projections, we have. in our judgerment, employed
assumptions and technigques that are appropriate, and the conclusions presented
herein are, in our view, reasonable given the information currently available.
MNevertheless, it should be noted that actual savings outcomes may be outside the
range of savings contained in this letter.

A range of other issues was also addressed in the modelling, most requiring
various subjective or non-numerically derived assumptions, This approach was
necessary since the appropriate data was not available. These are discussed in
more detail in our report entitled "Financial Evaluation of the 2007 N5SW Workers
Compensation Systems Reforms for the WorkCover Scheme” dated 26 November
2001,

Findings

Each of the modelled funding scenarios are based upon a projected deficit of
£3.132M at 31 December 2001 as set out in our Scheme valuation report at 30
June 2007 defined. for the purposes of this letter, as the "current Scheme deficit”.
The economic. assumptions used in the modelling of these scenarios are also
consistent with those used in the June 2007 valuation.

Scenarios Excluding Scheme Reform Impacts

The results of the scenarios excluding Scheme reform impacts (scenarios 1 and 23
are discussed separately below,

0T Jan 021412 5 CLARKEAVGENERALGISZZ 1 0. D00
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Scerrarto 1 Deficit Funding Using Fremium (ncreases (Excluding Scheme Reform
impacts)

TABLE 1.2

Scenario 1: Required Scheme Premium Rate to Fund Deficit (No Reforms)

Funding Period {yrs) 5 10 15 20 25 50
Premium Rate Reguined 380 3,400 3.37% 330 3, 26% 3 18%
Change to Current 1% 1. 74% MLET% 051% 050 42

PrEmidm rate (2, 76%)

 Change 1o Current 1% 27% 2% 2% |8 15%
Premium Rate (2, 76%)

Mita: All ratas are quoted net of GST,

In this scenaric premium rate increases have been applied from 1 July 2002
(rather than 1 January 2002] as the current premium rate of 2.76% is set to
continue untl 30 June 2002,

This scenario illustrates that it is necessary to increase the current premium rate
by at least 15% to remove the current deficit over the next 50 years, all other
things being equal.

For the above scenario, the current cost of the Scheme has been assumed to stay
constant at 3.13% of Scheme wagercll. To ensure future policy years are fully
funded (ie. do not add to the current deficit] it is necessary to charge a premium
rate that is at least equal to the current Scherme cost of 3.13%.,

This increase alone reflects a 13.41% increase in premium rates. Therefore, the

additional premium rate incréases abowve this amount are used to reduce the initial
deficit arising from accident periods occurring prior to 1 January 2002,

OF-Jan02 1412 SOCLARKEAVGENERALGIEZE TRDOCT
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Secenario Z: Deficit Funding Using Cost Reduction (Excluding Scheme Reform
fmpacts)

TABLE13

Scenario 2: Required Reduction in the Cost of the Scheme (No Reforms)

Funding Period (yrs) 5 10 15 20 25 50
Required Cost of Scheme 2.08% 241% 2.53% 2,509 2 63% 2%
Change to Current Cost of Scheme 1053 072% 60 0,545 -0,50% LA
313%)

% Change Lo Curment Cost of A4 29% 1o, A7 6% 14,

Scheme (3.12%)

Reductions in the cost of the Scheme have been applied from 1 January 2002,

This scenario illustrates that by holding future premium rates level at 2.76%5 of
wagerall, the cost of the Scheme would need to reduce from its current level of
3.13% to at least 2.71%6 to return the Scheme to a fully funded position over the
next 50 years,

This implies that the cost of the Scheme would need to reduce to at least the
current premium rate of 2.76% 1o ensure prospective exposures do not add to the
current deficit. In-addition to this reduction, a further reduction js required to fund
the current deficit resulting from prior accident periods.

Scenarios Including Scheme Reform Impacts

We have madelled scenarios including the projected impacts of the proposed
Scheme reforms using a range of possible savings. The amounts used in these
funding projections are given in Table 1.4 under estimated high and low Scheme
reform savings scenarios. The descriptions of these two savings scenarios are:

B lLow — This scenario assumes all of the critical reform initiatives being
implemented effectively, with no erasion to the crucial "building blocks' of the
systermn (eg with rigorous monitoring and mitigation of any potential slippagel.
In broad terms, this position is consistent with a potential actuarial valuation
basis which might be adopted immediately after the introduction of the
scheme reforms. As maore information is received in relation to the impact of
the referms this position will be subject to revision. However, we expect the
emergence of objective evidence with which to assess the success of the

O7-Jan02 14:12 S CLARKEAGEMCRALNGIERR . 10 DOCTF
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reforms to be slow. This may limit the extent to which the valuation basis, at
least in the short term, can react to the emerging experience.

B High — This scenaria is based upon the outcome if the targets that WorkCover
expact are fully achieved. In this scenario it is assumed that WorkCover meets
the targets set on a broad range of measures, not just those relating to the
crucial "building blocks”.

Further discussion on the high and low savings scenario and their interaction with
the valuation basis can be found in the background and scope section.

TABLE 1.4

Projected Savings from Scheme Reforms

Accident Period Low ($M) High ($M)

Retrospective
Acciden! periots priof 1o 809 1,330
o200z

Prospective
Accident year 2002 232 306
Accident Year 2003 ] 40
Accident Year 2004 228 403
Accident Vear 2005 229 419

The estimated savings under these two scenarios have been broken into savings
in relation to accident periods prior to 1 January 2002 (retrospective savings’) and
savings relating to each future calendar year of exposure up te 31 December 2005
('prospective savings'), The effect of the retrospective savings on the deficit is to
generate a ‘one off reduction at 1 January 2002, while prospective sawings are
allowed for in the model by acting as a reduction in the future cost of the Scheme.
It is important to note that these scenarios assume that the effects of the proposed
Scheme reforms will remain constant over time and not reduce as a result of
slippage in effectiveness or efficiency.

0F Jan D2 1417 S:CLARKEAVGENERALGIEZE 10 DOCT
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Seenario 3 Deficit Funding Using Increased Premiums (including Scheme
Reform fmpacts)

Table 1.5 provides the projection results of using a funding policy based on
increased premium rates combined with the low savings scenario for the
proposed Scheme reforms.

TABLE 1.5

Scenario 3 - Low Savings: Required Scheme Premium Rate to Fund Deficit

Funding Peried (yrs) 5 10 15 20 25 50
Premium Rate Required 344% 215% 3 0B 307% 2,98% 2.92%
Change b Current Fremiom .68 0,39% (1300 0.25% o2 0.16%
rale (2, 76%)

% Change to Current Pramium e 14% 1% a%, B %
Rate (2.76%)

It is evident that to achieve full funding under the low savings scenario within a
regasonable period of time, increases in the current premium are required despite
the beneficial impact of the Scheme reforms.

Table 1.6 provides the projection results using a funding policy based on
increased premium rates combined with the high savings scenario for the
proposed Scheme reforms.

TABLE 1.6
Scenario 3 - High Savings: Required Scheme Premium Rate to Fund Deficit

Funding Period (yrs) 5 10 15 20 25 50
Fremium Rale Required 3.08% 287% 280% 2717 275% 2
Change to Current Premim 0.32% 011% {104 0.01% 01 03,054,
rale (2, Ta%)

% Change (e Current Premitim 12% 4% 2% 0% 1% 2%

Rale (2.76%)

Givenn the inclusion of additional estimated savings under the high savings
scenarie, the Scheme is projected to reach a fully funded position in 23 years time
without any increase to the current premium rate of 2.76%,  |If the Governiment’s
target Scheme premium rate of 2.80%: is achieved and maintained then the

OF-Jan- B2 1017 5:CLARKEAVGERCRALGIEZR 10.0OCTF
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Scheme is prejected to reach a fully funded pesition in 15 years time. |n order to
remove the deficit over a much shorter period of time, such as 5 years. a premium
rate increase of 1296 of the current premium rate is required.

Clearly. one of the reasons for the smaller required premium rate increases is the
reduction in the ongoing cost of the Scheme as a result of the Scheme refarms
which reduces from 3.13% to 2.89% for the low savings scenario (Takle 1.5), and
from 3.13% to 2.69% for the high savings scenario.

Scenario 4; Deficit Funding Using Cost Reduciion (incliding Scheme Reform
Impacts)

Table 1.7 provides the projection results using a funding policy based on reduced
costs of the Scheme (rather than premium rate increases) combined with the low
scendrio for savings from the proposed Scheme reforms.

TABLE 1.7

Scenario 4 - Low Savings: Required Reduction in the Cost of the Scheme

Funding Period (yrs) 5 0 15 20 25 a0
Required Costof Scheme 2.26% 251% 2,608 254% 267% ZT2%
Change (o Current Casl of 08T S1E2% 053 49 046% DA%
Schema (3.13%)

% Change to Current Cost ol e, -20% A7 -16% -18% 13%
Scheme (3.13%)

Change o Post Reform Cost of 0 BE% ,38% 0,258, 024% 0.22% 0,16%
Scheme (2,89%)

% Change to Post Reform Cost 2% -13% -Hrk O, B 6%

al the Scheme (2.809%)

Table 1.8 provides the projection results using a funding policy based on reduced
costs of the Scheme combined with the high scenario for savings from the
proposed Scheme reforms.

A7-Jan0214:12  SOCLARKEAWGENERALWGIERR . 10DCCHTF
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TABLE 1.8
Scenario 4 - High Savings: Required Reduction in the Cost of the Scheme

Funding Period (yrs) 5 10 15 20 25 50
Required Cast of Scheme 2,30% 2.56% 2.64% 2.68% 2 70% 2.74%
Change to Curtent Cost of 0,745 £,55% 0,45 A5, Og4aw 0.39%

Scheme (3,13%)

% Change to Current Cost of 24%, 1% 16 4% 1% -12%
Scheme (3, 1A%

Change to Post Reform Cast ol 030, 011 <01, 0, 0% 0.0 % 3, 015%,
Scheme (2.69%)

% Change to Post Keform Cost 1% A% I 1 0 K
of the Scheme (2.69%)

Tables 1.7 and 1.8 compare the required Scheme cost reductions from these
scenarias against both the current cost of the Scheme and the projected cost of
the Scheme after allowing for the impact of the proposed Scheme reforms,

As discussed above for scenario 3, the effect of the Scheme reforms under the
high savings scenario is to fully fund the deficit ever the next 23 years without
requiring further cost reductions lafter the introduction of the Scheme reforms).
However, to fund the deficit over a shorter period of time further cost reductions
are required in addition to those resulting from the impact of the Scheme reforms.

OF Jar D2 14:17 SACLARKEAVGEMERALIGIEZZ 10 DOCF
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Graphical Comparison of Scenarios

Graph 1.1 provides a graphical comparison of the effect on the Scheme deficit

under various funding scenarios.

The Effects of Various Delioit Funding Policies - 5§ Year Funding Periad
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The main points to note from Graph 1.7 are:

B The three different ‘starting” points at 1 January 2002 are a result of the
different initial deficit under the three Scheme reform savings scenarios.

These are:

— Mo Scheme reforms (scenarios 1 and 2)

— Low savings Scheme reforms (scenarios 3 and 4)

— High savings Scheme reforms (scenarios 3 and 4)

OF-Jan 02 1412 SOCLARKEAVGEMERALGISZ2 10.0OCT
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B The funding scenarios based on premium rate increases show an increase in
the deficit over the first six months. This is as a result of the current premium
rate being fixed until 1 July 2002,

B The impact from the Scheme reforms under the low savings scenario is not
substantial enough in itself to reduce the deficit without the aid of further
premium rate increases or reductions in the breakeven cost of the Scheme.
For the high savings scepario, the Scheme is estimated te reach a fully funded
position after 15 years provided that the Government's target Scheme
premium rate of 2.80% can be achieved and maintained.

We trust the contents of this letter are useful. Please do not hesitate to contact us
if you have any further questions.

Yours sincerely

Dave Finnis Sally Wijesundera

OF-Jan02 1417 5:CLARKEMGENCRALGISZ? 10DOCT
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Workers compensation legislative reform
Implementation plan

)w{

A

2001- 2002
A

WORKCOVER

NEW SOUTH WALES \K/TORKERS
COMPENSATION
LEGISLATIVE REFORM

IMPLEMENTATION PLAN

(Outline for General
Purpose Standing
Committee No.1)

WorkCover. Watching out for you.
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Appendix 6

Possible Models for
WorkCover Organisational
Structure
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Appendix 7

Outline of the Operation
of the NSW Workers
Compensation Scheme

WorkCover NSW
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Outline of the Operation of the NSW Workers

Compensation Scheme
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Appendix 8

Answers to questions on
notice
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Answers to questions on notice

Revd Nile asked Ms Kate McKenzie, General Manager, WorkCover NSW—

Commutations

(1)

Why has WorkCover allowed insurers to commute claims that have increased the cost of the scheme? (eg claims with
no payments in the 6 months prior to commutation)

Answer:

Under the previous workers compensation system, workers had the right to redeem their entitlement to weekly
benefits into a lump sum. This right was abolished with the enactment of the Workers Compensation Act 1987 and
replaced with a more restrictive commutation provision, which required WorkCover's approval.

As part of its strategy to reduce the long-term liability of the Scheme, the Advisory Council recommended that these
restrictions be removed. The restrictions were subsequently removed in 1998. The Council also considered the
question of what guidelines should be provided to insurers regarding which claims should be commuted. Ultimately
the Council resolved that no direction should be given to insurers.

The Final Report of the Inquiry into Common Law raised concerns that the 1998 commutation provisions
represented a significant pressure point for the Scheme, and that an appropriate measure was required to ensure that
commutations were targeted to appropriate cases.

Schedule 8 of the Workers Compensation Legislation Further Amendment Bill 2001 provides that a liability in
respect of an injury cannot be commuted to a lump unless WorkCover is satisfied that:

The injury has resulted in a degree of permanent impairment of the injured worker that is at least 15% (assessed
as provided by Part 7 of Chapter 7 of the 1998 Act as amended);

Permanent impairment compensation and pain and suffering compensation to which the injured worker is
entitled in respect of the injury has been paid;

A period of at least 2 years has elapsed since the worker’s first claim for weekly payments of compensation in
respect of the injury was made;

All opportunities for injury management and return to work for the injured worker have been fully exhausted;

The worker has received weekly payments of compensation in respect of the injury regularly and periodically
throughout the preceding 6 months; and

The worker has an existing and continuing entitlement to weekly payments of compensation in respect of the
injury (whether the incapacity concerned is partial or total).

WorkCover will now be able to use these provisions to ensure that commutations are restricted to appropriate cases,
and that insurers do not commute claims of the kind referred to by the Committee.

Agent (Insurer) Remuneration

2 (a How does WorkCover rate the performance of insurers?
(b) In what areas have they performed poorly? (Please provide details)
(c) In what areas have they performed well? (Please provide details)
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Answer:

(@)

(b)

©

@ @
(b)
©

Answer:
@)
(b)

©

@ @

(b)

Answer:

(@)

GENERAL PURPOSE STANDING COMMITTEE NO. 1

It is difficult to rate the overall performance of insurers. To rate the insurance industry as a whole does not
reflect the performance of individual insurers but rather indicates a general status of collective insurer
performance. Furthermore, the industry performs better in some performance areas than in others. In short,
insurer performance on average has been found to be of a mediocre standard.

Areas in which insurers have performed poorly as an industry include timely and accurate decision making
and service delivery to claimants, particularly timely decisions on liability and timely offer of permanent
impairment lump sums (s66).

Areas where insurers have tended to perform well include correct allocation of premium tariffs and debt
collection.

Has WorkCover assessed the performance of each insurer?
If so, please provide details of the results for each insurer?

What actions are you taking to improve performance of under-performing insurers?

Yes.

The specific details of insurer performance results are subject to privacy constraints under the Privacy and
Personal Information Protection Act 1998 and the Workplace Injury Management and Workers
Compensation Act 1998. As previously indicated to the Committee, WorkCover has received Crown
Solicitor’s advice that written consent must be obtained from each individual insurer before this information
can be provided to the Committee. This approval is currently being sought from those insurers.

WorkCover has a number of initiatives to improve insurer performance including:
The new remuneration arrangements;
The implementation of the injury management pilots;
A new range of penalties under the Workers Compensation Legislation Amendment Act 2000; and

The requirement for insurers to accept provisional liability under the Workers Compensation Legislation
Amendment Act 2001.

The Government is also considering review of scheme design to identify the preferred options for
underwriting the Scheme, and for achieving better Scheme outcomes in relation to the various functions
performed by licensed insurers and other service providers.

Can you quantify what impacts WorkCover expects changes to the remuneration of insurers to have on the
scheme?

If not, why not?

The PricewaterhouseCoopers Remuneration Report modelled the impact of changes in insurer performance
and the corresponding effects on the Scheme’s performance. WorkCover anticipates that the changes would
be consistent with the assumptions made in the report, but recognises that the actual effects may vary under
different environmental conditions.
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(b)

Not applicable.

(5)  What other options are available to improve insurers performance?

Answer:

Please see answer to Question 3(c).

© @
(b)

Answer:
@)
(b)

Has WorkCover considered separating the various functions agents perform and having specialised agents for
investment management, claims management and policy maintenance as some other schemes do?

() Do you believe such a separation would improve the performance of the scheme?

(i) If so, by how much?

Yes. As part of the final stage of the Government’s reform agenda, the Government is proposing a review of
scheme design to identify the preferred options for underwriting the Scheme, and for achieving better
Scheme outcomes. It is anticipated that the review will specifically consider the option which is being
proposed by the Committee.

It is anticipated that the review will examine whether the separation of these functions will improve the
performance of the Scheme. It is difficult to speculate how much the Scheme’s performance could be
improved by the separation of these functions, and to do so could prejudice the outcome of the review.

(7)  What instructions has WorkCover given insurers on claims management strategies (not processes)?

Answer:

WorkCover provides a wide range of guidance material to insurers in various forms on a daily basis, including
guidelines, training material, procedures, directions and formal and informal advice as required.

In providing this advice WorkCover aims to strike an appropriate balance between issuing “instructions” to insurers,
and giving them flexibility to develop their own strategies that will enable them to deliver on the below Scheme
outcomes at an expected standard.:

fair and correct assessment and timely collection of premium;

timely and effective injury management;

timely and appropriate decision making on claims (in particular on liability and quantum);
effective claims management and minimisation of claims liabilities;

effective risk management; and

satisfactory service levels to clients (in particular injured workers and employers).

WorkCover’s strategy is designed to give insurers an incentive to invest in infrastructure and research that will enable
them to deliver innovative and efficient claims management and return to work outcomes.
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Insurers vary in their organisational structure and workflow processes with respect to injury and claims management.
Each insurer has a different structure, and defines staff roles differently. These differences are viewed as proprietary
advantages by some insurers, and the diversity of approaches is probably healthy for the Scheme overall.

Muiscellaneous Questions

(8) Has WorkCover considered introducing evidence-based medicine as an approach to reduce disputes and claims
costs?

Answer:

WorkCover is introducing evidence-based medicine as an approach and is placing more emphasis on the role of
treating doctors, in particular General Practitioners, and their ability to manage common workplace injuries including
acute low back pain. WorkCover has also piloted an educational program to assist General Practitioners focus on
the management of low back pain.

WorkCover has commissioned the development of evidence-based clinical guidelines to improve treatment and
return to work outcomes from workers with low back injuries, which are the single most common type of workplace
injury.

The clinical guidelines have been developed and tested with the close cooperation of the Royal College of General
Practitioners, AMA and NSW Alliance of Divisions of General Practice.

Once evaluated the clinical guidelines will be revised and implemented, with an extensive training program for
treating doctors.

9) Please you provide the Committee with an organisational chart (down to unit level) of WorkCover NSW depicting
the following items:

(@) Divisions: the number of equivalent full time staff, roles and responsibilities of the division, outcomes of the
division as linked to the corporate plan (where outcomes are different to WorkCover's response of 4
September 2001 please advise)?

(b) Departments or Units: the number of equivalent full time staff, roles and responsibilities of the department
or unit, outcomes of the department or unit as linked to the corporate plan?

(c) Other bodies within WorkCover: the number of equivalent full time staff, roles and responsibilities of the
department or unit, outcomes of the body as linked to the corporate plan?

Answer:

The attached organisational chart provides details down to a unit level. The attached 2001/2002 Corporate Plan
indicates that WorkCover is committed to an integrated organisational approach to achieving WorkCover's vision of
safe secure workplaces.

The Corporate goals for 2001/2002 have therefore been deliberately structured to enable the priority activities for
200172002 to be integrated across the whole organisation down to a unit level.

An example is Priority Activity No. 9 which is currently being implemented by units including: Legislative
Development and Review Branch, Legal Services Branch, Insurance Strategic Management Group, and the OHS
Services Delivery Group.
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(10)  Please provide a copy of the 1998 Deloitte & Touche report on restructuring WorkCover as referred to in Minister
Della Bosca’s response to the Committee dated 4 September 2001.

Answer:

A copy of the report will be provided directly to the Committee Secretariat.
(1) (a) Has WorkCover made any system or policy changes in anticipation of the move to private underwriting
which may now have to be modified?
(b) If so, what were they?
(c) How will they be modified?

Answer:

In the lead up to private underwriting WorkCover had developed system changes for the new of premium
methodology (developed by the Premiums Rating Bureau) and amended IT systems, licensing policy and procedures
to reflect the new role of insurers as underwriters.

Following the deferral, and pending repeal of the 1998 Act's private underwriting provisions, WorkCover reverted to
existing systems. WorkCover has modified these systems to reflect the most recent legislative changes. WorkCover
is also planning to redevelop its Workers Compensation systems over the next 12-18 months.

(12) At the hearing on Wednesday, 21 November 2001, Ms Kate McKenzie made reference to initiatives being
undertaken by WorkCover to prevent employers from committing fraud with regards to their workers
compensations premium payments.

(@ What initiatives does WorkCover have underway to identify which organisations are committing fraud?
(b)  What initiatives has WorkCover implemented to stop employers from committing fraud?

Answer:

WorkCover is using a strategic approach to achieve the best outcomes for improving compliance. Inspection activity
of employers has been increased, including the doubling of employer wage audits. WorkCover has a number of
targeted compliance blitzes underway. A table listed the blitzes underway and their results to date was provided to
the Committee on 15 October 2001 and was included in appendix 3 of the Committee’s 1st interim report.

The Workers Compensation Insurance Compliance Green Paper canvasses a number of options in relation to
compliance. The options do not represent Government policy. The Government will consider stakeholder views
and submissions before progressing any legislative or regulatory changes.

(13) (1) Does WorkCover anticipate that scheme liabilities will differ from those projected by Tillinghast on page 70

of their June 2001 valuation?
(b) If s, please quantify to what extent the liabilities will differ?
Answer:
(@) Yes.
(b)  Please refer to the responses to the scenarios that were developed by the Committee and to the draft report
entitled “Financial Evaluation of the 2001 NSW Workers Compensation Systems Reforms for the
WorkCover Scheme” (copies of which will be provided directly to the Committee Secretariat).
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(14) (1) Please identify all legislative and policy programs associated with the implementation of recent reform
package?

(b)  Please document each program’s current status and the expected completion date.
Answer:

The attached Workers Compensation Legislative Reform 2001/002 Implementation Report details progress to date
on 16 significant projects contributing to the legislative reform program.

Most projects have progressed to the specified timelines and those projects with a commencement date of January
2002 are on target for implementation or commencement.

Special note to question (15) — private and confidential status

(15)  On 15 January 2002 the Committee resolved that the presentation of this question and WorkCover’s response be identified as private
and confidential.*

(16) (a)  What are the proposed changes which the Government is to make to statutory benefits in respect to the
Workers Compensation Act 1987 and ancillary acts?

(b)  What are the actuarial costings that will result from the changes in respect to:
() Common Law entitlement?
(i)  Statutory benefits?
Answer:

€)] An outline of the Scheme’s statutory benefits under the 1987 Act (as amended) has been included in Part 5 of
the Outline of the Operation of the NSW Workers Compensation Scheme, dated November 2001.

(b) A copy of the actuarial costings will be provided directly to the Committee Secretariat. Analysis to date has
only been done in respect of a single year and has not yet been translated to assess the bottom line deficit

impact and the full effect for the 2002/03 policy year. This analysis is currently being done by the Scheme’s
actuary and will be provided directly to the Committee Secretariat once received.

(17)  What amended costings have been undertaken and provided referable to analysis of the cost of the WorkCover
scheme of the utilisation of Commutations?

Answer:

A copy of the actuarial costings will be provided directly to the Committee Secretariat.

(18) In his evidence before this Committee on 24.09.2001, The Minister (The Hon John Della Bosca MLC) discussed the
impact of premium avoidance and stated that the advice he had received on “the impact on the scheme of premium
avoidance, premium evasion and underpayment of premiums” had varied “widely”.

What advice has WorkCover provided to the Minister on this?

1 Minutes of the proceedings of General Purpose Standing Committee No 1, no 67, item no
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Answer:

WorkCover has advised the Minister that whilst there is currently no recognised, accurate methodology to assess the
cost of under-insurance, it may constitute a significant financial risk to the WorkCover Scheme. It is not possible to
quantify levels of non-compliance per se. It is only possible to quantify levels of non-compliance detected. In
2000/01 additional premiums of $15 million has been billed as a result of compliance audits (this represents less than
1% of total premiums collected).

(190 (a Have any studies been done on the effect on the scheme's deficit of the avoidance/evasion/ underpayment
of premium?

(b)  If so, what did those studies report at to the likely cost to the scheme and what action could be taken to
rectify the problem?

(c) If no studies have been done on this, why not?

Answer:

Part 3 of the Workers Compensation Insurance Compliance Green Paper dated September 2001 provides details of

previous and ongoing studies into the effects of non-insurance and under-insurance.

The Green Paper also canvasses a number of options in relation to compliance. The options do not represent

Government policy. The Government will consider stakeholder views and submissions before progressing any

legislative or regulatory changes.

(20) (1) What action does WorkCover presently take to monitor the action taken by fund managers to recover
underpaid premiums?

(b) How effective is such action?

Answer:

(@ Licensed Insurers are required to undertake an annual program of wage audits of selected policies in their
portfolio. These policies are to be selected on the basis of perceived risk criteria. Insurers are also required to
lodge Form 6 statutory returns with WorkCover each month. These returns contain details of wage audits
initiated by insurers including employer name, policy number and the results of the wage audit in respect of
the amount of wages over-declared\under-declared and any additional premium billed. These returns were
provided to WorkCover in hard copy format.

As outlined previously WorkCover is moving to a more strategic approach to targeting audits using data
mining software and analysis technologies to select employers with characteristics more likely to generate a
return. These targeted audits are initiated by WorkCover but conducted through the insurers (as the insurer
calculates the premium). This strategy has proven effective and WorkCover has been scaling up targeted
audits while scaling back insurer initiated audits.
In mid 2000 WorkCover commenced development of a new database to consolidate all historical electronic
data on wage audits onto a single platform. The new database contains new fields for additional information
and will enable WorkCover to:

monitor insurer performance in initiating and progressing wage audits;

evaluate the effectiveness of insurer targeting of employers for wage audit in terms of additional premium

billed as a multiple of audit costs;

evaluate success of the annual wage audit program; and
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monitor performance of external auditors used by insurers for conducting wage audits.

The new database commenced operation in November 2001 and is complemented by an internet e-business
link which will enable insurers to forward all new wage audit data electronically to WorkCover each month.

(b)  Annual returns from wage audits have been steadily increasing over the last three years from $4.5M in
1998799, $7.4M in 1999/2000 and $14.8M in 2000/2001. This improvement stems from WorkCover's
targeted audits.

(21) (a) Has the increase in wages over the past few years been matched by the increase in premiums?
(b) If not, does this indicate that there has been an under collection of premiums?
Answer:

(@) The below table indicates that there has been a steady increase in premiums from 1993 to the present. In any
case, any modelling undertaken on trends over this period, should also take into account shifts in industry
mixes and changes in employment relationships.

Financial year Premium written $000
1993 $758,623

1994 $832,078

1995 $945,319

1996 $1,341,265

1997 $1,563,476

1998 $1,701,126

1999 $1,991,675

2000 $2,068,923

2001 $2,165,323

(b) Not applicable.
Rehabilitation
(22)  What level of funding is WorkCover devoting to the rehabilitation of injured workers?
Answer:

Total rehabilitation treatment payments for 1999/2000 amounted to $59.4M (or 2.2% of total payments of $2.7B).

Commutations

(23) (a)  What is the incentive system for insurers to commute claims?
(b)  What remuneration do they receive for commuting claims?
(c) How is the remuneration calculated?

d () Is there any process by which insurer use of commutations has been monitored in the past to ensure
that they are used appropriately?

(ii) If so, what is it?
Answer:

(@) There is no direct financial incentive for insurers to commute claims. The PwC Analysis of trends in NSW
Workers Compensation Commuted Claims indicates at page 90 that:
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(b)
©
(@

(24) (@

(b)
Answer:

Nil
25 (3

(b)

Answer:

(@)

(b)

Insurers would often prefer to terminate the relationship with the claimant to eliminate the ongoing expense
and administration of maintaining the relationship;

Insurers have had a powerful financial incentive to reduce the tail deficit because of the way the remuneration
arrangements have been structured in recent years. Insurers view commutations as a mechanism to help
them achieve this goal;

Insurers genuinely believe that by commuting claims they are also saving the Scheme money. This belief has
a number of facets:

That claimants will often accept a significant discount on their theoretical present value of their future benefit
entitlement;

That a commutation eliminates ongoing administration expenses; and

That the dispute process favours the claimant and commutations secure a better financial outcome to the
Scheme than the courts would have determined.

Nil.
Not applicable.

Please see answer to Question 1.

What are amounts paid in incentive payments to insurers in respect of commutations for the financial year
ending 30 June 2001? (Please provide figures for each individual insurer, if these figures are available)

If figures are not available, why are they not available?

. Please see answer to Questions 1 and 23.

What is the average size of a commutation?

What is the average claim estimate on those claims commuted? (Please provide figures for the financial year
ending 30 June 2001)

The PwWC Analysis of trends in NSW Workers Compensation Commuted Claims indicates that the average
commutation size for the 2000/01 settlement year was about $47,000.

The PwC Report indicates that the average case estimate on claims commuted in 2000/01 as at 30 June was
$145,000. It addition to commutation payments other payments were made on these claims and a small
residual liability also remained at 30 June 2001. Please see section 10 of the PwC Report for analysis of the
cost impacts of commutations.

Psychological/Psychiatric impairment

(26) What evidence exists that the Psychiatric Impairment Rating Scale [PIRS] has scientific merit? (Please provide data
on its scientific validity to measure psychological or psychiatric impairment.)

Answer:

An earlier version of the PIR scale is currently being used by the Motor Accident Authority and preliminary data
indicates there is a reasonably high level of consistency. The PIR scale to be adopted under the new workers
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compensation legislation was enhanced in consultation between the forensic psychiatrists who developed it and
independent experts in the field of forensic psychiatry.

The Heads of Workers Compensation Authorities (HWCA) have agreed to support research into the evaluation of
the validity and reliability of all scales that measure the permanent impairment that results for psychiatric injury that
are currently in use.

The developers of the PIRS have claimed in a letter to one Member of Parliament that their scale provides a “more
objective” measure of impairment than the Australian Psychological Society [APS] Guidelines — guidelines that use
the Global Assessment of Functioning [GAF] - an internationally recognised and scientifically tested scale — yet they
themselves are not trained in the use of psychometric evaluation that would allow an informed opinion about
objectivity.

On what basis can the scale be shown to be “more objective™?

Answer:

(28)

The GAF scale is used in the United States to assess functioning in a Managed Care environment. There is no
known research indicating its use in a medico-legal context.

PIRS was developed for the specific purpose of avoiding the problems associated with relying on claimants’
subjective accounts and subjective interpretations by psychiatrists. PIRS relies on criteria that can be verified by
external observers. It is up to the psychiatrist to detect discrepancies between history and symptoms described and
presentation at interview. There is currently no scale for measuring permanent impairment that is “internationally
accepted and validated”. GAF was developed as a means of classifying mental health problems, similar to the way
ICD 9 is used for classifying physical disorders. It is not a scale for measuring impairment.

Self-reports by themselves are considered unreliable in the medico-legal context. The developers of PIRS wanted to
have a scale, which recorded levels of functioning that would be able to be verified by others in the claimant’s
environment.

The APS claim that the PIRS could not be based on the American Medical Association Guides (4th and 5th
Editions) because the categories they use are substantially outdated, irrelevant and against the advice of the AMA
Guides themselves. Psychologists and Psychiatrists dealing with psychological & psychiatric impairment (from the
largest professional bodies in Australia, the APS & Royal Australian and New Zealand College of Psychiatrists) have
said that they cannot, and will not, use the PIRS because it would be indefensible in a court of law and would be
unethical.

What is WorkCover’s response to this criticism?

Answer:

PIRS was adapted from the American Medical Association Guides to Permanent Impairment (Edition 4). The
functional areas selected for measurement are those that can be verified by external observers such as social
interaction and employability. Those that are more difficult to verify, such as sleep or sexual functioning, were
omitted. The term “adaptability” in AMA 4 was replaced by the term “employability” as this is in fact the dimension
being measured.

The scale has been developed to be consistent with the measurement of whole person impairment of the other body
systems, and adapted to be relevant in the NSW Workers’ Compensation context. Assessment of permanent
impairment resulting from psychiatric injury can only be performed by psychiatrists who have completed the
WorkCover training. There are already 25 psychiatrists who have completed the MAA training in the use of PIRS.
There are also a number of psychologists who have completed the training.
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(29)

The APS have indicated that the statistical technique chosen by the developers of the PIRS to arrive at a score — the
median measure — deliberately eliminates extreme cases of impairment in a statistical method that ‘mutes’ the scores.
They consider that this will increase the risk of misclassification and unfairly discriminate against the most impaired
people.

What is WorkCover's response to this criticism and the concerns of the APS that this is a misuse of statistical
method?

Answer:

(30)

It is considered that the median method is the fairest of the three statistical methods available by which the overall
level of whole person psychiatric impairment can be calculated, based on each of the six items reflecting functional
level.

The other possibilities are the mean or average, or the mode, the value appearing most often. The mean is more
influenced by an extreme value, and the mode is not suitable for this application. For example, the mode of the set
of values 1,2,34,5 is 1, which clearly does not reflect the overall level of function in this case. The median is the
value with as many scores above it as below it. In the example above, the median is 2.5, which is rounded up to 3.

The APS have analysed the method used in aggregating scores using the PIRS and consider that statistically it is
virtually impossible to score a threshold of 20%, or 21%.

What is WorkCover’s response to the claim that PIRS is statistically flawed?

Answer:

(31)

The above statement was based on the belief that the scale was intended to measure a threshold of 20% impairment.
This is not the case. PIRS was developed and further modified for the WorkCover context to give a whole person
impairment rating derived from the total score given to a claimant by the median class that best describes the
person’s level of functioning.

(@) Is WorkCover in favour of 6 or less psychiatrists being hired to advise on a set of guidelines for Mental &
Behavioural Problems?

(b)  If so, is this against the advice of the premier professional bodies in the field of psychological and psychiatric
impairment — the Australian Psychological Society & the Royal Australian & New Zealand College of
Psychiatry, as well as the NSW Medical Service Committee?

() Will the psychiatrists then run training courses for doctors (as advertised in the Sydney Morning Herald, 27
October 2001) allowing them a pecuniary gain?

Answer:

(@) The 4 psychiatrists who developed PIRS were part of a 12-member working party (6 psychiatrists, 3
psychologists, 2 WorkCover representatives and a chairperson).

(b)  The working party was unable to reach agreement on a preferred scale. Independent experts were consulted
to provide their opinion and give input on each of the scales. The Medical Services Committee and APS
were part of this consultation process. Feedback was then given to those who developed each of the scales.
Changes were made to the PIR scale, in response to concerns expressed.

APS did not respond to the issues raised in relation to the APS / GAF scale and it remained as originally
presented. A letter of support for the use of PIRS was received from the Forensic Group of the Royal
Australian and New Zealand College of Psychiatry.

The Medical Services Committee has recently indicted its support for the Guides with the knowledge that
research is to be conducted into the reliability and validity of scale for measuring permanent impairment and
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after WorkCover agreed to the inclusion of a phrase indicating that psychometric testing conducted by
qualified clinical psychologists would be part of the consideration of the assessing psychiatrist.

(c) The advertisement in the Sydney Morning Herald was to seek expressions of interest in developing the
training program for specialists in use of the WorkCover Guides. A competitive selection process was
conducted and a contract awarded. The psychiatrists who developed PIRS were not amongst the bidders for
the contract. They will however be consulted in the development of the training program as will other
specialists in relation to all the body systems.

(32) The PIRS was based on a similar scale currently in use by the Motor Accident Authority. The MAA General
Manager has recently said that the results of their evaluation of that scale will not be released until after the
WorkCover Guides are finalised and put into the regulations.

(@) Will the results of that review be taken into account before WorkCover guidelines are put into regulations?
(b) If not, why not?
Answer:

Any results of assessments conducted for the Motor Accident Authority will not occur until they have sufficient
numbers to report on. The timing of release of the Motor Accident Authority data is not related to the finalisation
of the WorkCover Guides. The MAA does not have enough completed assessments to date. It is understood that
the MAA intends to participate in the HWCA research to study the scales for assessment of permanent impairment
resulting from psychiatric injury.

Mr Pearce asked Ms Kate McKenzie, General Manager, WorkCover NSW—

(33) What is the number and percentage of the workforce employed by employers that are self-insurers in New South
Wales?
Answer:

Australian Bureau of Statistics data indicates that as at 1 July 2000 the NSW Scheme covered approximately 2.5
million employees.

As at 1 July 2000 the number and percentage of the NSW employees covered by self-insurance, group self-insurance
and specialised insurance arrangements was (rounded to the nearest 1000 employees):

Class Estimated Number of Employees Estimated % of NSW Workforce
Self-insurance 106,000 4.24%
Group Self-insurance 97,000 3.88%
TMF 250,000 10%
Specialised-insurance 240,000 9.6%

27.72%

Dr Wong asked Ms Kate McKenzie, General Manager, WorkCover NSW—

(34) What guidelines does WorkCover provide organisations that invest funds on behalf of the Workers Compensation
Scheme?
Answer:

Section 178(1) of the 1987 Act imposes licence conditions on licensed insurers, including:
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compliance with the investment objectives and authorised securities criteria issued by WorkCover for the
investment of statutory funds;

compliance with conditions not to:
i. sub-contract the management of investments of statutory funds without the written approval of WorkCover;

ii. receive any commissions in relation to the investment of statutory funds that are not disclosed to
WorkCover. For the purpose of this condition, commissions include any form of remuneration;

iii. contract any debts, charges, encumbrances or liabilities whether contingent or otherwise other than liabilities
to policy holders in connection with policies or liabilities in connection with the administration of statutory
funds;

keep such accounting records and correctly record and explain the transactions and financial position of the
Statutory Funds and the company and maintain such records in accordance with commercially acceptable
standards.

Section 198 of the 1987 Act also requires insurers to invest Statutory Funds in accordance with WorkCover’s
Investment Mandate.

The current Investment Mandate (effective April 2000) was approved by the Board on the assumption that private
underwriting would start on 1 October 2000, and envisaged the Scheme would be in a run-off position requiring
increased liquidity and reduced tolerance for risk. With the indefinite deferment of the private underwriting
provisions (and subsequent repeal), it was considered that the investment strategy was no longer optimal for the
current arrangements and should therefore be changed.

The new Investment Mandate will apply from 1 February 2002. The following table represents WorkCover’s current
strategic asset allocation and the new strategic asset allocation that will apply from 1 February 2002:
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Asset classes Current Strategic New Strategic
Asset Allocation % Asset Allocation %
Liquids 25.0 2.0
Australian fixed interest 30.0 23.0
CPI Bonds 15.0 15.0
Australian listed property trusts 85 10.0
Australian shares 175 25.0
International shares (unhedged) 4.0 125
International shares (hedged) 0 125
Total shares & property 30 60

WorkCover's new investment strategy is designed to maximise the return on assets of the Scheme within prudent
risk parameters having regard to the nature of the liabilities.

The main aim of the new investment strategy is to improve expected outcomes by accepting some increase in risk as
a trade off for expected better investment returns.

The following principles and constraints have been adopted as bearing on the WorkCover Scheme investment
strategy:

General principles underlying the objectives
The same mandate and objectives are given to all licensed insurers; and
Simplicity.

Specific Principles
Risk averse;

Whilst any review should be based on a medium to long-term outlook, the strategy should not appear
unreasonable in relation to a tactical (say 12 months) viewpoint;

“Balanced” investment management structure. Insurers should consider how the various components of the
balanced portfolio are brought together. At the most basic level, the objectives for a component part should
obviously not be inconsistent with the portfolio achieving the overall objectives;

Actual asset allocations should be taken into account. Churning should be avoided unless there are tangible
benefits; and

The investment strategy of an Insurer should have regard to the total situation of the WorkCover Scheme, and
Investment Strategy and not the position of the particular insurer.

KEY AREAS COVERED IN THE INVESTMENT MANDATE

WorkCover Scheme investment responsibilities can be categorised into three main areas:
Strategic asset allocation (Reference Portfolio)
Tactical asset allocation

Stock selection
Strategic Asset Allocation (Reference Portfolio)

WorkCover is responsible for the composition of an asset mix for the Scheme Portfolio, with the objective of
meeting the long-term liabilities of the Scheme rather than being based on short-term views of relative performance
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of the various asset classes. The strategic asset allocation (Reference Portfolio) is derived from asset liability
modelling and other considerations. The reference portfolio is the model portfolio for comparing insurers’
risk/return performance, and reflects WorkCover's preferred level of risk for Scheme investment funds over a

complete market cycle.

Tactical Asset Allocation

Insurers are required to tactically allocate assets by changing asset allocation on a short-term basis to take advantage
of perceived differences in relative values of the various asset classes. Tactical asset allocation is limited by the
minimum/maximum parameters around the Reference Portfolio set by WorkCover. The parameters are shown in

the table below:

Asset Sector Minimum
%
Liquids 0
Fixed Interest 10
Indexed Bonds 10
Property Trusts 5
Australian Shares 15
International shares (unhedged) 10
International shares (hedged) 10
Total Shares & Property 40

Stock Selection

Insurers are also required to select an individual security within an asset class. Stock selection is limited by the
requirements of the “Authorised Securities” mandate set by WorkCover to control the quality and diversification of
Scheme securities. Together with tactical asset allocation, stock selection is a key way in which insurers add value

and have the potential to outperform the WorkCover reference portfolio.

Reference
Portfolio %
2
23
15
10
25
125
125
60

Maximum

%
40
40
20
15
35
15
15
70
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Submissions
No Author
1 Mr Mark Williams
2 Mr P Woods
3 Dr John Graham, Graham Occupational Medicine Pty Ltd
4 Mr Richard Gilley, The RiskNet Group
5 Dr lan Gardner
6 Mr Greg Pattison
7 Mr Mark Richardson, The Law Society of New South Wales
8 Dr Hannah Middleton, Australian Plaintiff Lawyers Association Ltd (APLA)
9 Mr Alex Salomon, NSW Self Insurers Association
10 Ms Elizabeth Crouch, Housing Industry Association (HIA)
11 Mr Fred Morris
12 Mr Rod Gribble, Australian Grain Harvesters Association Inc
13 Mr John Tucker, NSW Mingrals Council
14 Dr Lyn Littlefield, The Australian Psychological Society Ltd
15 Mr George Cooper, Injuries Australia
16 Mr Rodney Stinson, Occupational Analysis
17 Ms Ruth McColl, The New South Wales Bar Association
18 Ms Helen Weston, Kairros Pty Ltd
19 Mr Doug Pearce, NRMA
20 The Hon Morris lemma MP, Minister for Public Works and Services
21 Mr Harry Neesham, WorkCover Western Australia
22 Mr Tony Hawkins, WorkCover Queensland
23 Mr Bill Mountford, WorkCover Victoria
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Withesses

Monday, 24 September 2001 (Parliament House, Sydney)

The Hon John Della Bosca MLC

Ms Catherine McKenzie

Mr Rodney Mclnnes

Special Minister of State, Minister for Industrial Relations, Assistant Treasurer, Minister
Assisting the Premier on Public Sector Management, and Minister Assisting the Premier for
the Central Coast

NSW Parliament

General Manager
WorkCover NSW New South Wales

Assistant General Manager
Insurance Division of WorkCover

Wednesday, 10 October 2001 (Parliament House, Sydney)

Mrs Mary Yaager

Ms Rita Mallia

Mr Andrew Ferguson

Mr Jonathan Fowler

Mr George Katsogiannis

Mr Gregory McCarthy

Mr George Cooper

Mr Christopher Wynyard

Ms Allison Robertson

Ms Eva Scheerlinck

Workers Compensation and Occupational Health and Safety Officer
Labor Council of New South Wales

Senior Legal Officer
Construction, Forestry, Mining and Energy Union (CFMEU)

New South Wales Secretary
Construction, Forestry, Mining and Energy Union (CFMEU)

National Spokesman
Small Business Association of Australia

New South Wales Workers Compensation Manager
QBE Insurance

Director
Workplace Injury Management Services

Director
Injuries Australia Ltd

Barrister
Australian Plaintiff Lawyers Association (APLA)

Solicitor
Australian Plaintiff Lawyers Association (APLA)

Public Affairs Manager
Australian Plaintiff Lawyers Association (APLA)
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Wednesday, 21 November 2001 (Parliament House, Sydney)
Mr Richard Grellman Former Chairman
Motor Accidents Authority

Mr John Walsh Actuary and Partner
PricwaterhouseCoopers

Mr Michael Playford Actuary and Director
PricewaterhouseCoopers

Mr Daniel Tess Actuary and Director
PricewaterhouseCoopers

Mr Dave Finnis Principal
Tillinghast-Towers Perrin

Mr Andrew Cohen Manager
Tillinghast-Towers Perrin

Mr Gary Moore General Manager, Commercial
NRMA Insurance Ltd

Mr Douglas Pearce Chief General Manager, Commercial Insurance and Financial Services
NRMA Insurance Ltd

Ms Kate McKenzie General Manager
WorkCover NSW

Mr Rodney Mclnnes Assistant General Manager, Insurance Division
WorkCover NSW

Thursday, 22 November 2001, (Parliament House, Sydney)
Mr Richard Gilley Managing Consultant
RiskNet Group

(via tele-conference)
Mr Anthony Hawkins Chief Executive Officer
WorkCover Queensland
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(Department of Information Technology and Management, Sydney, via video-conference)
Mr William Mountford Chief Executive Officer
Victorian WorkCover Authority

Mr Henry Neesham Executive Director
WorkCover Western Australia
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Tabled Documents

24 September 2001
Ms Kate McKenzie

10 October 2001
Mrs Mary Yaager

Mr Andrew Ferguson

Mr George Cooper

Mr John Wynyard

21 November 2001
Mr John Walsh

22 November 2001
Mr Richard Gilley

WorkCover New South Wales
NSW Workers Compensation Scheme — An explanation of how the Scheme works

Labor Council of NSW
NSW Workers Compensation System - PowerPoint Presentation

CFMEU
Correspondence

Response to the Government’s Green Paper on compliance by the Construction, Forestry,
Mining and Energy Union, 10 October 2001

Injuries Australia
AMA Media release

Australian Plaintiff Lawyers Association Workers Compensation Group
Workers Compensation Legislation Amendment Bill part 7
Graph

Partner, PricewaterhouseCoopers
PwC Actuarial work in NSW Workers Compensation

The Risk Net Group

Workplace Relations Ministers” Council Comparative Performance Monitoring, Third
Report Australian & New Zealand Occupational Health and Safety and Workers’
Compensation Schemes August 2001.

Risk Net Group — PowerPoint Presentation.

Guidelines for the management of employees with compensable low back pain, Victorian
WorkCover Authority.
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Minutes of the proceedings

Minutes No. 64

Wednesday 21 November 2001
At Parliament House (Room 814/815) at 8.45am

1. Members present
Rev Nile (Chairman)
Mr Kelly
Mr Gallacher
Mr Pearce
Ms Saffin
Mr Tsang
Dr Wong

2.  Confirmation of draft minutes
Resolved, on motion of Mr Gallacher, that: the draft minutes of meeting no 63 be confirmed.

3. Substitute member
The Chairman noted correspondence received from the Opposition Whip, dated 29 October 2001,
advising that Mr Gallacher would be replacing Mr Colless (substitute for Mr Harwin) for the remainder of
the inquiry into the NSW Workers Compensation Scheme.

4, Inquiry into the Review and Monitoring of the NSW Workers Compensation Scheme
TABLED DOCUMENTS

SUBMISSIONS IDENTIFIED AS PUBLIC

The Chair tabled two submissions identified as public:

Submission 18, Ms Helen Weston, Director, Kairros Pty Ltd, received 13 November 2001.
Submission 19, NRMA Insurance Limited, received 16 November 2001.

Resolved, on the motion of Mr Gallacher, that: the Committee make the submissions publicly available.

CORRESPONDENCE RECEIVED
The Chair tabled the following items of correspondence received:

Letter from the Hon John Della Bosca MLC, Special Minister of State, Assistant Treasurer and Minister for
Industrial Relations, received 15 October 2001, providing responses to questions on notice from the public
hearing on 24 September 2001.

Letter from Mr Dave Finnis, Tillinghast-Towers Perrin, consenting that Tillinghast-Towers Perrin’s Actuarial
Review of the Outstanding Liabilities of the WorkCover Scheme Statutory Funds as at 30 June 2001, dated 26 September
2001, be appended to the Committee’s First Interim Report.

Letter from Mr Sam Treffiletti, Director, Trazmet Pty Ltd, received on 26 October 2001, in reply to the
Chair’s correspondence dated 19 October 2001 in relation to adverse reflection arising in evidence taken
during September 24 hearing.
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Letter from Mr Bryan Gething, Chairman, NSW Self Insurers Association, received on 1 November 2001, in
relation to the conduct of the Committee’s inquiry into the NSW Workers Compensation scheme.

Letter from the Hon John Della Bosca MLC, Special Minister of State, Assistant Treasurer and Minister for
Industrial Relations, received 13 November 2001, providing additional responses to questions on notice from
the public hearing on 24 September 2001, and identifying 13 documents contained within the WorkCover
Board papers that WorkCover and third parties requested the Committee hold in-camera with restricted
access.

Resolved, on the motion of Mr Kelly, that: the documents be identified as private and confidential.

CORRESPONDENCE SENT
The Chair tabled to following items of correspondence sent:

Letter to The Hon John Kolbelke MLA, Minister for Consumer and Employment Protection, Western
Australia, dated 7 November 2001, seeking the assistance of WorkCover WA in providing information to the
Committee in preparation for the second interim report.

Letter to the Hon Monica Gould MP, Minister for Industrial Relations, Victoria, dated 7 November 2001,
seeking the assistance of WorkCover Victoria in providing information to the Committee in preparation for
the second interim report.

Letter to the Hon Gordan Richard Nuttall MP, Minister for Industrial Relations, Queensland, dated 7
November 2001, seeking the assistance of WorkCover Queensland in providing information to the
Committee in preparation for the second interim report.

Letter to the Hon Michael Armitage MP, Minister for Government Enterprises and Minister for Information
Economy, South Australia, dated 7 November 2001, seeking the assistance of WorkCover south Australia in
providing information to the Committee in preparation for the second interim report.

Letter to Mr John Van Dyke, Director, Prestige Cranes, dated 23 October 2001, forwarding a copy of the
document tendered by Mr Andrew Ferguson, State Secretary, CFMEU, at the Committee public hearing on
10 October 2001.

Letter to the Hon Morris lemma, Minister for Public Works and Services and Minister Assisting the Premier
on Sponsorship, dated 23 October 2001, forwarding a copy of the document tendered by Mr Andrew
Ferguson, State Secretary, CFMEU, at the Committee public hearing on 10 October 2001.

Letter to Mr Russel Perkins, State Manager, Hansen Yuncken Pty Ltd, dated 23 October 2001, forwarding a
copy of the document tendered by Mr Andrew Ferguson, State Secretary, CFMEU, at the Committee public
hearing on 10 October 2001.

Letter to Ms Jane Goodwin, Trazmet, dated 23 October 2001, forwarding a copy of the document tendered
by Mr Andrew Ferguson, State Secretary, CFMEU, at the Committee public hearing on 10 October 2001.

Letter to Mr Faramarz Keshuardoust, Director, Betaform Construction, dated 23 October 2001, forwarding a
copy of the document tendered by Mr Andrew Ferguson, State Secretary, CFMEU, at the Committee public
hearing on 10 October 2001.

Letter to Mr John Van Dyke, Director, Prestige Cranes, dated 19 October 2001, inviting response to possible
adverse reflections made by a witness at the Committee public hearing on 10 October 2001.

Letter to the Hon Morris lemma, Minister for Public Works and Services and Minister Assisting the Premier
on Sponsorship, dated 19 October 2001, inviting response to possible adverse reflections made by a witness
at the Committee public hearing on 10 October 2001.

Letter to Mr Russel Perkins, State Manager, Hansen Yuncken Pty Ltd, dated 19 October 2001, inviting
response to possible adverse reflections made by a witness at the Committee public hearing on 10 October
2001,
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Letter to Ms Jane Goodwin, Trazmet, dated 19 October 2001, inviting response to possible adverse
reflections made by a witness at the Committee public hearing on 10 October 2001.

Letter to Mr Faramarz Keshuardoust, Director, Betaform Construction, dated 19 October 2001, inviting
response to possible adverse reflections made by a witness at the Committee public hearing on 10 October
2001.

Letter to the Hon John Della Bosca MLC, Special Minister of State, Assistant Treasurer and Minister for
Industrial Relations, dated 15 October 2001, seeking a comment on whether any reservations or concerns are
held on appending the Tillinghast-Towers Perrin valuation of the WorkCover Scheme Statutory Funds as at
30 June 2001 to the Committee’s first interim report.

CONSIDERATION OF ADVERSE REFLECTIONS ARISING FROM THE EVIDENCE OF
MR ANDREW FERGUSON AT THE HEARING OF 24 SEPTEMBER 2001

The Committee considered responses received from parties named by Mr Andrew Ferguson and the
Committee’s public hearing on 10 November 2001, and whether or not names should be reinserted into
the transcript and made publicly available together with responses received.

Resolved, on the motion of Ms Saffin, that: the Committee reinsert names into the transcript of the
Committee’s public hearing on 10 October 2001 and make publicly available any accompanying responses
received by the Committee.

Resolved, on the motion of Ms Saffin, that where the name first appears in the transcript of the
Committee’s public hearing on 10 October 2001, reference is made to any accompanying response.

HEARING

Resolved, on motion of Mr Kelly, that in accordance with the Resolution of the Legislative Council of 11
October 1994 the Committee authorises the sound broadcasting and television broadcasting of its public
proceedings held today.

The public and media were admitted.

The Chairman welcomed the gallery and reminded the media of their obligation under Standing Order 252 of
the Legislative Council in relation to evidence given before, and documents presented to, the Committee.
The Chair also distributed copies of the guidelines governing broadcast of proceedings.

Mr Richard Grellman, Chairman, Motor Accidents Authority, was sworn and examined.

Evidence concluded and the witness withdrew.

Mr John Walsh, Partner and Mr Michael Playford, Director, both of PricewaterhouseCoopers, were sworn
and examined. Mr Daniel Tess, Director, PricewaterhouseCoopers, was affirmed and examined.

Mr Walsh tendered one document in support of his evidence. Resolved, on motion of Mr Tsang, that: the
document be accepted.

Evidence concluded and the witnesses withdrew.

Mr David Finnis, Director and Mr Andrew Cohen, Manager, both of Tillinghast-Towers Perrin, were sworn
and examined.

Evidence concluded and the witness withdrew.
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Mr Gary Moore, General Manager, Commercial Insurance (WA), and Mr Doug Pearce, Chief General
Manager, Commercial Insurance and Financial Services, both of NRMA Insurance, were sworn and
examined.

Evidence concluded and the witnesses withdrew.

The Committee agreed to set a timeframe of 5pm Thursday 22 November 2001 for Members to place
additional questions on notice arising out of the day’s hearing.

Ms Kate McKenzie, General Manager and Mr Rod Mclnnes, Assistant General Manager, both of WorkCover
NSW, were examined. The Chairman reminded them that they remained under oath from their previous
appearance before the Committee.

Evidence concluded and the witnesses withdrew.

The public hearing concluded. Media and public withdrew.

Resolved, on motion of Ms Saffin, that: pursuant to the provisions of section 4 of the Parliamentary Papers
(Supplementary Provisions) Act 1975 and under the authority of Standing Order 252, the Committee authorises

the Clerk of the Committee to make tabled documents and corrected transcripts of today’s hearing publicly
available.

General business

Provision of Chairman’s questions on notice to witnesses and WorkCover NSW prior to hearings

Resolved, on the motion of Ms Saffin, that: the Chairman use his discretion in providing questions on
notice to witnesses and WorkCover NSW prior to public hearings

Next meeting
The meeting adjourned at 5.15pm, until Thursday, 22 November 2001, at 10am in Room 1108, Parliament

House.

Steven Carr
Director
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Minutes No. 65
Thursday 22 November 2001

10:02am — 11:45am at Parliament House (Room 1108) and then 3:30pm — 4:45pm at Department of Information

Technology,Level 3, 1 Prince Albert Road, Queens Square, Sydney from 12:30pm — 2:45pm

Members present
Rev Nile (Chairman)
Mr Kelly

Mr Gallacher

Mr Pearce

Ms Saffin

Mr Tsang

Dr Wong

Inquiry into the review and monitoring of the NSW Workers Compensation Scheme

HEARING

The Committee deliberated.

Resolved, on motion of Mr Kelly, that in accordance with the Resolution of the Legislative Council of 11
October 1994 the Committee authorises the sound broadcasting and television broadcasting of its public
proceedings held today.

The public and media were admitted.

The Chairman welcomed the gallery and reminded the media of their obligation under Standing Order 252 of
the Legislative Council in relation to evidence given before, and documents presented to, the Committee.
The Chair also distributed copies of the guidelines governing broadcast of proceedings.

Mr Richard Gilley, Consultant, The Risk Net Group, was sworn and examined.

Mr Gilley tendered one document in support of his evidence. Resolved, on motion of Mr Gallacher, that: the
Committee accept the document.

Mr Gilley tendered two further documents in support of his evidence. Resolved, on motion of Mr Tsang,
that: the Committee accept the documents.

Evidence concluded and the witness withdrew.

The public hearing concluded.

BRIEFING

The Chairman advised the gallery and media that material presented before the Committee was part of a
public Committee briefing.

The Chairman welcomed Mr Tony Hawkins, Chief Executive Officer, WorkCover Queensland, via tele-
conference from Brisbane, Queensland and reminded him that comments made in the briefing would not be
afforded parliamentary privilege under the Parliamentary Evidence Act 1901.

Mr Tony Hawkins, Chief Executive Officer, WorkCover Queensland, provided a briefing to the Committee.

Briefing concluded and Mr Hawkins withdrew.

Short adjournment.
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The Chairman welcomed Mr Bill Mountford, Chief Executive Officer, Victorian WorkCover Authority, via
video-conference from Melbourne, Victoria and reminded him that comments made in the briefing would
not be afforded parliamentary privilege under the Parliamentary Evidence Act 1901.

Mr Bill Mountford, Chief Executive Officer, Victorian WorkCover Authority, provided a briefing to the
Committee.

Briefing concluded and Mr Mountford withdrew.

The Chairman welcomed Mr Harry Neesham, Executive Director, WorkCover Western Australia, via video-
conference from Perth, Western Australia and reminded him that comments made in the briefing would not
be afforded parliamentary privilege under the Parliamentary Evidence Act 1901.

Mr Harry Neesham, Executive Director, WorkCover Western Australia, provided a briefing to the
Committee.

Briefing concluded and Mr Neesham withdrew.
Public briefing concluded, the media and public withdrew.
Short adjournment.

ERNST AND YOUNG BRIEFING

The Committee was briefed by Mr Peter McCarthy, Director, General Insurance and Mr Warrick Gard,
Director, both of Ernst and Young.

The Committee deliberated.

The Committee agreed to seek concurrence from Mr Hawkins, Mr Mountford and Mr Neesham for the
transcribed proceedings of their briefings to be recognised as submissions to the inquiry.

Resolved, on motion of Ms Saffin, that: pursuant to the provisions of section 4 of the Parliamentary Papers
(Supplementary Provisions) Act 1975 and under the authority of Standing Order 252, the Committee
authorises the Clerk of the Committee to make corrected submissions (where applicable), tabled
documents and corrected transcripts of today’s hearing and briefings publicly available.

General business

NEXT MEETING

The Committee agreed to meet on the following dates to consider the chairman’s draft second interim
report:

Thursday 10 January 2002
Tuesday 15 January 2002 (if required).

Next meeting
The meeting adjourned at 4:45pm, until Tuesday 10 January 2001, at 2:00pm.

Steven Carr
Director
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Minutes No. 66
Wednesday 9 January 2002
A Parliament House (Room 1108) at 2.13pm

1. Members present
Rev Nile (Chairman)
Mr Kelly
Mr Gallacher
2. Apologies
Mr Pearce
Ms Saffin
Mr Tsang
Dr Wong
3. Confirmation of minutes
Resolved, on motion of Mr Kelly, that: the draft minutes of meetings numbered 64 and 65 be
confirmed.
4. Inquiry into the review and monitoring of the NSW Workers Compensation Scheme
TABLED DOCUMENTS
SUBMISSIONS IDENTIFIED AS PUBLIC
The Chair tabled three submissions identified as public:
= Submission 20 — The Hon Morris lemma MP, Minister for Public Works
and Services, dated 16 November 2001.
= Submission 21 — Mr Harry Neesham, Executive Director, WorkCover (WA)
received 7 December 2001 (comprising amended transcript of briefing held
on 22 November 2001).
= Submission 22 — Mr Tony Hawkins, Chief Executive Officer, WorkCover
Queensland, received 4 December 2001 (comprising amended transcript of
briefing held on 22 November 2001).
Resolved, on motion of Mr Gallacher, that: the submissions be made publicly available.
CORRESPONDENCE SENT
The Chair tabled the following 18 items of correspondence sent:
= Letter to the Hon John Della Bosca MLC, Special Minister of State, Minister
for Industrial Relations and Assistant Treasurer, dated 28 November 2001,
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requesting the Minister facilitate Tillinghast Towers-Perrin conduct actuarial
assessments on a number of scenarios developed by the committee.

Letter to Mr Doug Pearce, NRMA Insurance, dated 27 November 2001,
seeking responses to questions on notice arising from appearance before the
committee on 21 November 2001.

Letter to Mr Tony Hawkins, Chief Executive Officer, WorkCover
Queensland, dated 27 November 2001, seeking responses to questions on
notice arising from appearance before the committee on 22 November
2001.

Letter to Mr Harry Neesham, Chief Executive Officer, dated 27 November
2001, seeking responses to questions on notice arising from appearance
before the committee on 22 November 2001.

Letter to Mr John Walsh, Pricewaterhouse Coopers, dated 27 November
2001, seeking responses to questions on notice arising from appearance
before the committee on 21 November 2001.

Letter to Mr Dave Finnis, Tillinghast Towers-Perrin, dated 27 November
2001, seeking responses to questions on notice arising from appearance
before the committee on 21 November 2001.

Letter to Mr Bill Mountford, Chief Executive, WorkCover Victoria, dated
27 November 2001, seeking responses to questions on notice arising from
appearance before the committee on 22 November 2001.

Letter to Mr Richard Grellman, Chairman, Motor Accidents Authority of
New South Wales, dated 27 November 2001, seeking responses to questions
on notice arising from appearance before the committee on 21 November
2001.

Letter to Hon John Della Bosca, dated 27 November 2001, seeking
responses to questions on notice arising from WorkCover NSW’s
appearance before the committee on 21 November 2001.

Letter to the Hon John Della Bosca MLC, Special Minister of State, Minister
for Industrial Relations and Assistant Treasurer, dated 19 November 2001,
inviting representatives of WorkCover NSW to appear before the
committee at its public hearing on 21 November 2001.

Letter to Mr Greg McCarthy, Director, Workplace Injury Management
Services, dated 12 November 2001, providing questions on notice arising
from the committee hearing of 10 October 2001.

Letter to Ms Alison Robertson, APLA, dated 12 November 2001, providing
questions on notice arising from the committee hearing of 10 October 2001.
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Letter to Mr Brian Gething, Chairman, NSW Self Insurers Association,
dated 8 November 2001, in response to correspondence received 31
October 2001.

Letter to Mr John Walsh, Pricewaterhouse Coopers, dated 6 November
2001, advising that the committee had agreed to offer Ernst and Young
ABC the opportunity to provide accounting and actuarial services and thank
them their interest in the bid process.

Letter to Mr Rory O’Connor, Partner, Deloitte Touche Tohmatsu, dated 6
November 2001, advising that the committee had agreed to offer Ernst and
Young ABC the opportunity to provide accounting and actuarial services
and thank them their interest in the bid process.

Letter to Mr Adrian Gould, Director, Taylor Fry, dated 6 November 2001,
advising that the committee had agreed to offer Ernst and Young ABC the
opportunity to provide accounting and actuarial services and thank them
their interest in the bid process.

Letter to Mr Dave Finnis, Principal, Tillinghast-Towers Perrin, dated 6
November 2001, advising that the committee had agreed to offer Ernst and
Young ABC the opportunity to provide accounting and actuarial services
and thank them their interest in the bid process.

Letter to Mr Jason Slade, Director, Andersen, dated 6 November 2001,
advising that the committee had agreed to offer Ernst and Young ABC the
opportunity to provide accounting and actuarial services and thank them
their interest in the bid process.

CORRESPONDENCE RECEIVED

The Chair to table the following 15 items of correspondence received:

Letter from the Hon John Della Bosca MLC, Special Minister of State,
Minister for Industrial Relations and Assistant Treasurer, received 9 January
2002, commenting on actuarial projections requested by the committee and
expressing a willingness for WorkCover NSW to assist in conducting a
seminar on the third stage of reform.

E-mail from Mr Rod Mclnnes, Assistant General Manager, received 9
January 2002, advising that approval has not been given for the committee
to publish the document Financial Evaluation of the 2001 NSW Workers
Compensation System Reforms for the WorkCover Scheme, dated 26 November
2001.

Facsimile from Mr Rod Mclnnes, Assistant General Manager, received 7
January 2002, incorporating letter from Ms Michele Patterson, Acting
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General Manager, WorkCover NSW, dated 7 January 2002, providing
actuarial scenarios in response to committee request.

Letter from the Hon John Della Bosca MLC, Special Minister of State,
Minister for Industrial Relations and Assistant Treasurer, received 19
December 2001, providing responses to questions on notice.

E-mail from Mr Michael Playford, Pricewaterhouse Coopers, received 18
December 2001, advising on threshold claims for commutations and
common law.

E-mail from Mr Peter McCarthy, Director General Insurance, Ernst and
Young ABC, received 14 December 2001, providing advice on the main
functions of WorkCover.

Facsimile from Ms Sandra Dunn, Clinical and Counselling Psychologist,
received 18 November 2001, providing a copy of her curriculum vitae.

Letter from Mr John Van Dyke, General Manager, Prestige Cranes Pty Ltd,
received 30 November 2001, responding to the Chairman’s correspondence
dated 19 October 2001 in relation to adverse reflection arising in evidence
taken during 24 September 2001 hearing.

Letter from the Hon John Della Bosca MLC, Special Minister of State,
Minister for Industrial Relations and Assistant Treasurer, received 6
December 2001, advising that the committee’s request of 28 November
2001 will not be completed by 6 December 2001.

Correspondence from Mr Tony Hawkins, Chief Executive Officer,
WorkCover Queensland, received 4 December 2001, clarifying points made
during his briefing to the committee on 22 November 2001.

Correspondence from Mr Bill Mountford, Chief Executive, Victorian
WorkCover Authority, received 11 December 2001, clarifying points made
during his briefing to the committee on 22 November 2001 and responding
to the committee’s request for comparative information dated 10 December
2001.

Correspondence from Mr Harry Neesham, Executive Director, WorkCover
Western Australia, received 11 December 2001, clarifying points made
during his briefing to the committee on 22 November 2001.

Correspondence from Mr Bill Mountford, Chief Executive, Victorian
WorkCover Authority, received 12 December 2001, responding to questions
on notice arising from his briefing to the committee on 22 November 2001.

Correspondence from Mr Richard Grellman, Chairman, Motor Accidents
Authority of New South Wales, received 17 December 2001, advising that
the General Manager of Motor Accidents Authority of New South Wales
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would respond to committee questions on notice arising from his
appearance before the committee on 21 November 2001.

= Correspondence from Mr David Bowen, General Manager, Motor
Accidents Authority of New South Wales, received 17 December 2001,
responding to committee questions on notice arising from Mr Richard
Grellman’s appearance before the committee on 21 November 2001.

= Letter from the Hon John Della Bosca MLC, Special Minister of State,
Minister for Industrial Relations and Assistant Treasurer, received 6
December 2001, providing a report from WorkCover NSW, Outline of the
operation of the NSW Workers Compensation Scheme, Legislative Council, General
Purpose Standing Committee No 1.

ACTUARIAL “WHAT IF” SCENARIOS

The committee noted references in the 8 January 2002 editions of the Telegraph, Australian
Financial Review and Sydney Morning Herald (internet site) concerning the findings of actuarial
assessments prepared for the committee by Tillinghast Towers — Perrin on behalf of WorkCover
NSW and the Hon John Della Bosca MLC, Special Minister of State, Minister for Industrial
Relations and Assistant Treasurer.

Resolved, on motion of Mr Gallacher, that: the Chairman write to the Hon John Della Bosca
MLC, Special Minister of State, Minister for Industrial Relations and Assistant Treasurer advising
that no report specifically prepared for the committee may be released without committee
authorisation.

CHAIRMAN’S DRAFT SECOND INTERIM REPORT

The Chairman tabled his draft report entitled “NSW Workers Compensation Scheme, Second
Interim Report”. Once circulated, the report was accepted as being read.

The committee deliberated.
The committee considered the following item of correspondence received:

= E-mail from Mr Rod Mclnnes, Assistant General Manager, received 9
January 2002, advising that approval has not been given for the committee
to publish the document Financial Evaluation of the 2001 NSW Workers
Compensation System Reforms for the WorkCover Scheme (draft), dated 26
November 2001.

The committee deliberated.

Resolved, on motion of Mr Gallacher, that: the Chairman write to the Hon John Della Bosca
MLC, Special Minister of State, Minister for Industrial Relations and Assistant Treasurer to
advise that the committee intends to publish the document Financial Evaluation of the 2001 NSW
Workers Compensation System Reforms for the WorkCover Scheme (draft), dated 26 November 2001.
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Further that the committee considers release of this material is in the best interests of the inquiry
and stakeholders as it is believed that the findings of this document were relied upon during the
passage of the Workers Compensation Further Amendment Act 2001 and correspond to comments
made during public committee proceedings.

The committee deliberated.

The Committee resolved, on motion of Mr Kelly, that: the words “as at 30 June 2001 of $2.76b”
be inserted into the first sentence of Conclusion 1 after the word “deficit”.

Resolved, on motion of Mr Gallacher, that: Conclusion 5 be amended by inserting the words “up
to and including June 2002” after the words “Implementation Plan”.

Resolved, on motion of Mr Kelly, that: the last paragraph in Conclusion 6 be amended by
replacing *“stakeholders” and inserting instead WorkCover, the Government and other
stakeholders.

Resolved, on motion of Mr Kelly, that: the report be amended to include “draft” where
Tillinghast Towers-Perrin’s report of 26 November 2001 is referred to.

Resolved, on motion of Mr Gallacher, that: Conclusion 7 be amended by deleting “private”
wherever it occurs.

Resolved, on motion of Mr Gallacher, that: Conclusion 7 be amended by deleting paragraph two.

Resolved, on motion of Mr Gallacher, that: Conclusion 11 be amended by deleting the word
“unknown” and inserting instead with “uncertain at this stage”.

Resolved, on motion of Mr Gallacher, that: Conclusion 12 be amended by deleting the word
“unknown” and inserting instead with “uncertain at this stage”.

Resolved, on motion of Mr Kelly, that: Conclusion 14 be amended by deleting all words after
“The” and inserting instead “current average premium of 2.76% is insufficient to cover the
current costs of the Scheme. The average premiums have been insufficient since 1991-92.”

Resolved on the motion of Mr Gallacher that: Conclusion 18 be amended by deleting all words
after Advisory councils,” and inserting instead, “such as in Western Australia and Queensland,
which are representative but not cumbersome, can be an effective means of increasing
stakeholder ownership of workers compensation schemes.”

Resolved on the motion of Mr Kelly that: in paragraph 5.15 the name of the ACC be written in
full and that it be made clear that the organisation is in New Zealand.

Resolved, on motion of Mr Gallacher, that: additional comments on the text of the Chairman’s
draft report document be forwarded to the committee secretariat by 5pm Friday 11 January 2002.

Resolved, on motion of Mr Kelly, that: the committee meet on Tuesday 15 January 2002 at
2:00pm to consider Ernst and Young’s report to the committee and any additional information
that may be provided by the Hon John Della Bosca MLC, Special Minister of State, Minister for
Industrial Relations and Assistant Treasurer.
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5. Next meeting

The meeting adjourned at 4:05pm, until Tuesday 15 January 2002, at 2:00pm.

Steven Carr
Director
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Minutes No. 67
Tuesday 15 January 2002
A Parliament House (Room 1108) at 2.10pm
Members present

Rev Nile (Chairman)
Mr Kelly

Ms Fazio (Saffin)
Mr Gallacher

Mr Lynn (Pearce)
Mr Tsang
Apologies

Dr Wong

Substitute Members

The Chairman noted advice received from the Opposition Whip, dated 14 January 2002, advising
that Mr Lynn would replace Mr Pearce for the purposes of today’s meeting.

The Chairman noted advice received from the Government Whip, dated 15 January 2002,
advising that Ms Fazio would replace Ms Saffin for the purposes of today’s meeting.

Confirmation of minutes

Resolved on motion of Mr Kelly, that: the draft minutes of meetings numbered 66 be confirmed.

Inquiry into the Review and Monitoring of the NSW Workers Compensation Scheme

TABLED DOCUMENTS

SUBMISSIONS IDENTIFIED AS PUBLIC

The Chairman tabled one submission identified as public:
= Submission 23 — Mr Bill Mountford, Chief Executive Officer, Victorian
WorkCover Authority, received 3 January 2002 (comprising amended
transcript of briefing held on 22 November 2001).
The Committee deliberated.

Resolved, on the motion of Ms Fazio, that: the submission be made publicly available.
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CORRESPONDENCE RECEIVED

The Chairman tabled the following three items of correspondence received:

= Letter from Ms Kate McKenzie, General Manager, WorkCover NSW,
received 14 January 2002, attaching the document entitled Financial
Evaluation of the 2001 Workers Compensation Scheme Reforms (final).

= Letter from Mr Rob Lucas MLC, Minister for Industry and Trade, Minister
for Government Enterprise, South Australia, received 15 January 2002,
providing information about the South Australian Workers Compensation
Scheme.

= Facsimile from Mr Rod Mclnnes, Assistant General Manager, received 8
January 2002, incorporating a letter from Ms Michele Patterson, Acting
General Manager, WorkCover NSW, dated 8 January 2002, forwarding
responses to questions on notice from Tillinghast Towers-Perrin.

HARBISION QUESTION ON NOTICE

The Committee considered whether WorkCover’'s response to committee question on notice
number 15, received 19 December 2001, should be made public.

Resolved, on motion of Mr Gallacher, that: the response be treated as private and confidential.

CHAIRMAN’S DRAFT SECOND INTERIM REPORT

The Chairman tabled his draft report entitled “NSW Workers Compensation Scheme Second
Interim Report”. Once circulated, the draft report was accepted as being read.

The Committee deliberated.

Resolved, on motion of Mr Kelly, that: the quote by Ms McKenzie which appears following
paragraph 2.10 be amended by inserting at the end: “...is part of an overall strategy. | do not
think you can look at any of these individual bits of the scheme in isolation. What we are trying
to do is come up with an overall scheme design that balances fairness and affordability, and this
is just one part of that overall plan.”

Resolved, on the motion of Mr Kelly, that: paragraph 2.30 be amended by inserting at the end—
“The Minister’s letter to the Chairman dated 8 January 2002 indicated that the Government is
committed to improving Scheme design, and that the Minister has indicated that as part of the
final stage of the Government’s reform agenda the Government is proposing a review of scheme
design to identify the preferred options for underwriting the Scheme, and for achieving better
Scheme outcomes”.

Mr Kelly moved that:
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a) Paragraphs 2.35 - 2.48 be deleted and replaced with the following text-

“In relation to savings to be achieved by the 2001 Act, passed in July 2001, Mr Finnis estimated
the saving was between $200 million and $210 million, dependent on reasonable
implementation. In relation to the Further 2001 Act, passed in November 2001, Mr Finnis gave
the Committee an estimate ranging from zero to $214 million.2

The Committee received a draft report on the financial evaluation of the 2001 reforms dated 26
November 2001 which estimated annual savings to be between $88m and $210m.

However, on 14 January 2002 correspondence was received by the Committee from
WorkCover and Tillinghast requesting that the 26 November draft report be withdrawn as it
had been superseded:

Tillinghast-Towers Perrin has indicated that there have been significant changes from the 26
November 2001 draft evaluation report, which should be withdrawn forthwith.

and

There has been significant changes from our 26 November 2001 draft report. After the Further
Amendment Act was passes (in December 2001), a number of regulations and guidelines were
developed, finalised and issued. These include provisional liability guidelines, the rules and start
dates for the Workers Compensation Commission and the legal cost regulations.

The legal fee basis for dispute resolution was also negotiated and finalised after 26 November
2001. This has altered our costings. After discussions with WorkCover and the Motor Accidents
Authority, we have also allowed for a marginal improvement in claims costs due to better return
to work outcomes. The final report also includes analysis by accident year and an assessment of
the impact on the Scheme deficit.

These issues have been more clearly resolved since our draft report of 26 November 2001 and
the draft report should be withdrawn forthwith. This report also supersedes any previous advice
to the Parliamentary Standing Committee. Also note, our 7 January 2002 letter in regards to
actuarial projections of funding scenarios for the Scheme refers to our 26 November 2001 draft
report; this should now be considered to refer to this report.

The final costing by the Scheme’s actuary dated 14 January 2002 indicated that the successful
implementation of the recent reforms will have one-off savings on the deficit of up to $1.33
billion and ongoing savings of up to $400 million per annum.

None of the above figures have been tested by the Committee and the Committee will be
conducting hearings into the findings of the 14 January document in preparation for the
Committees third interim report.”

Ms Fazio moved that: the motion of Mr Kelly be amended by replacing the words “the Scheme’s
actuary” in the fourth paragraph with “Tillinghast Towers-Perrin”.

The Committee deliberated.

2 Evidence of Mr David Finnis, Principal, Tillinghast-Towers Perrin, 21 November 2001, p 41.
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b) Paragraphs 2.56 - 2.57 be deleted.

c) Paragraphs 2.64 - 2.66 be deleted and the following text inserted instead: “Ernst & Young
provided the Committee with comments in relation to the actuarial costings of potential savings
from the 2001 reforms, and have provided the Committee with options for the Committee’s
future consideration.”

d) 26 November report by Tillinghast Towers Perrin, entitled, Financial Evaluation of the 2001
Workers Compensation Scheme Reforms (draft) be removed.

Debate ensued.

Question put.

Ayes: 3

Mr Kelly
Mr Tsang
Ms Fazio

Noes: 2
Mr Gallacher
Mr Lynn

The question resolved in the affirmative.

Resolved on the motion of Mr Kelly that: the quote from Mr Pearce at paragraph 3.19 be
amended by inserting at the end— “Before | answer that, the reforms put forward earlier this year
and the current round of reforms are headed in the right direction for fixing the flaws.”

Mr Kelly moved that: “The Minister’s ten point plan, as set out in the Committee’s first interim
report (ppl4-20) encapsulates the principles of good scheme design” be inserted as a new
paragraph after paragraph 3.21.

The Committee deliberated.

Mr Gallacher moved that: the motion of Mr Kelly be amended by deleting the word “good”.
Question: that the amendment of Mr Gallacher be agreed to%. put and passed.

Original question of Mr Kelly, as amended%a put and passed.

Resolved, on the motion of Mr Kelly, that: “If the Government’s reform program is given time
to be successfully implemented, it is expected that the NSW scheme will meet these principles”
be inserted after paragraph 3.22.

Resolved, on the motion of Mr Kelly, that: “The Minister’s letter to the Chairman dated 8
January 2002 indicated that the Government is committed to improving Scheme design, and the
Minister has indicated that as part of the final stage of the Government’s reform agenda, the
Government is proposing a review of scheme design to identify the preferred options for
underwriting the Scheme, and for achieving better Scheme outcomes” be inserted after 3.21.
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Resolved on the motion of Mr Kelly that: Conclusion 7 be amended by inserting — “and in the
Minister’s letter to the Chairman dated 8 January 2002” after — “During the 2" rereading speech
repealing the measures for private underwriting”.

Mr Kelly moved that: Conclusion 7 be amended by inserting the following the secondary
paragraph - “The Committee recognises that the Governments ten point plan for reforming the
scheme encapsulates the principles of good scheme design and that if the Governments reform
program is given time to be successfully implemented that the NSW scheme will satisfy these
principles”.

The Committee deliberated.

Mr Gallacher moved that: the motion of Mr Kelly be amended by deleting the word “good” and
“given time to be”,

Question: that the amendment of Mr Gallacher be agreed to% put and passed.

Original question of Mr Kelly, as amended%2 put and passed.

Mr Kelly moved that: paragraph 4.33 be amended by inserting after the quote— * the Minister in
his letter to the Chairman dated 8 January 2002, indicated that as part of the final stage for the
Government’s reform agenda, the Government is proposing a review of the scheme design to
identify the preferred options for underwriting the Scheme, and for achieving better Scheme
outcomes;”

The Committee deliberated.

Mr Gallacher moved that: the motion of Mr Kelly be amended by deleting the word “the” before
the word “preferred” and replacing with “their”.

Question: that the amendment of Mr Gallacher be agreed to% put and passed.

Original question of Mr Kelly, as amended%2 put and passed.

Mr Kelly moved that; the 4.33 be amended by inserting at the end of the quotations- “ the
Government has a multifaceted strategy for improving stakeholder ownership in the Scheme,
including the new insurer remuneration arrangements, injury management pilots, medical
management pilots, the premium discount scheme and small business strategy, general premium
reform and compliance initiatives; and if the Government’s multifaceted reform program is given
time to be successfully implemented that stakeholder ownership in the Scheme should be greatly
improved.”

The Committee deliberated.

Mr Gallacher moved that: the motion of Mr Kelly be amended by deleting the words “given time
to be”.

Question: that the amendment of Mr Gallacher be agreed to%. put and passed.
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Original question of Mr Kelly, as amended%a put and passed.

Mr Kelly moved that: Conclusion 8 be amended by inserting after the second paragraph the
words- “The Government’'s proposed review of scheme design and the successful
implementation of the Government’s ten point plan for the reform of the Scheme should
improve stakeholder ownership in the Scheme.”

The Committee deliberated.

Mr Gallacher moved that: the motion of Mr Kelly be amended by deleting the word “should”
and inserting instead “may”.

Question: that the amendment of Mr Gallacher be agreed to%. put and passed.

Original question of Mr Kelly, as amended%2 put and passed.

Mr Kelly moved that: Conclusion 9 be amended by inserting after the second dot point- “The
Government’s proposed review of scheme design and the successful implementation of the
Government’s ten-point plan for the reform of the Scheme should improve stakeholder
ownership and clarify accounting and legislative responsibility for the Scheme’s finances.”

The Committee deliberated.

Mr Gallacher moved that: the motion of Mr Kelly be amended by deleting the word “should”
and inserting instead “may”.

Question: that the amendment of Mr Gallacher be agreed to% put and passed.

Original question of Mr Kelly, as amended%a put and passed.

Mr Kelly moved that: paragraph 4.60 be amended by inserting the following quote- “In
recognition of this, the Minister in his letter to the Chairman dated 8 January 2002, indicated that
as part of the final stage of the Government’s reform agenda, the Government is proposing a
review of scheme design to identify the preferred options for underwriting the Scheme , and for
achieving better Scheme outcomes.”

The Committee deliberated.

Mr Gallacher moved that: the motion of Mr Kelly be amended by deleting the word “the” before
the words “preferred options” and replacing it with the word “their”.

Question: that the amendment of Mr Gallacher be agreed to% put and passed.
Original question of Mr Kelly, as amended%2 put and passed.
Resolved, on the motion of Mr Kelly, that: a new paragraph be inserted following paragraph

4.71- “The Committee notes the Government’s initiatives to improve insurer claims management
performance, including the review of insurer remuneration arrangements, the requirement for
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insurers to accept provisional liability, injury management pilots and the establishment of the
Workers Compensation Commission and Claims Assistance Service. The successful
implementation of these initiatives should significantly improve insurer claims management
performance and make a considerable impact on the overall performance of the Scheme.”

Resolved, on the motion of Mr Kelly that: a new paragraph be inserted following the quote at
4.106 — “The Minister’s letter to the Chairman dated 8 January 2002 notes that Tillinghast’s
actuarial projections confirm that the effective implementation of the recent reforms, the Scheme
should for the first time in ten years, collect more than it will spend. Tillinghast’s final costings
dated 14 January 2002 indicated that the successful implementation of the recent reforms will
have one-off savings on the deficit of up to $1.33billion and on going savings of up to $40million
per annum.

Mr Kelly moved that: Conclusion 14 be amended by inserting after the words “1991-92”- “The
final actuarial projections on the 2001 reforms indicate that the effective implementation of the
reforms will reduce costs below premiums and commence a significant downward trend in the
deficit.”

The Committee deliberated.

Mr Gallacher moved that: the motion of Mr Kelly be amended by inserting the words “high” and
“optimistic” between the words “final” and “actuarial” and that the following text be inserted in
brackets at the end of the sentence — “however, these costings have not been tested by the
Committee”.

Question: that the amendment of Mr Gallacher be agreed to% put and passed.

Original question of Mr Kelly, as amended%2 put and passed.

Mr Kelly moved that: paragraph 5.5 be deleted and inserted instead-

“Group improvement rebate programs have been used by some North American
jurisdictions as a method to improve workplace occupational health and safety, and engage
small business employers to pro-actively help each other to achieve superior occupational
health and safety standards.

The concept of a group improvement rebate program has been examined by the NSW
Government, which has looked at similar programs in North American and other Australian
jurisdictions, including South Australia. The NSW Government subsequently introduced the
Premium Discount Scheme (PDS), which has been available to NSW employers since 30
June 2001.

The PDS provides incentives to employers to implement programs to improve workplace
safety and return to-work strategies for injured workers. The incentive scheme provides a
discount on the employer’s workers compensation premium.

WorkCover Victoria has also recently been examining the concept of adopting a group
improvement rebate program but has not implemented the program to date. It is
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understood that WorkCover Victoria wants to look more closely at the NSW PDS before it
implements its own program.”

The Committee deliberated.
Mr Gallacher moved that: the motion of Mr Kelly be amended by-

a) Deleting the word “subsequently” in the second paragraph and inserting “has”.

b) Deleting all words in paragraph 2 after the words “Premium Discount Scheme (PDS)”
and inserting instead- “which has different features to a group improvement rebate
program. This has been available to NSW employers since 30 June 2001.”

C) Deleting the final sentence of paragraph 4.

Question: that the amendment of Mr Gallacher be agreed to% put and passed.

Original question of Mr Kelly, as amended%a put and passed.
Resolved, on motion of Mr Kelly, that: paragraph 5.6 be deleted.

Mr Kelly moved that: Conclusion 15 be amended by deleting “However as with Victoria, the
extent to which a particular program could be applied in New South Wales requires further
analysis” and inserting instead: *“ To this end the Committee notes that NSW Government has
implemented a Premium Discount Scheme and Small Business Strategy and the Committee
considers that the implementation of these programs should be monitored more closely before
further consideration is given to other programs, such as the pending Victorian Group
Improvement Rebate Program, which has not been implemented or tested to date.”

The Committee deliberated.

Ms Fazio moved that: the motion of Mr Kelly be amended by deleting the word “pending” and
inserting instead “proposed”.

Question: that the amendment of Ms Fazio be agreed to% put and passed.

Original question of Mr Kelly, as amended%2 put and passed.

Resolved, on the motion of Mr Gallacher that: the section entitled “The Partnership Plan”
(paragraphs 5.15 - 5.17 and Conclusion 16) be deleted.

Mr Kelly moved that: the following new paragraph be inserted after paragraph 5.36 — “ The
Minister has indicated that as part of the final stage of the Government’s reform agenda, the
Government is proposing a review of scheme design to identify the preferred options for
underwriting the Scheme, and for achieving better Scheme outcomes.”

The Committee deliberated.

Mr Gallacher moved that: the motion of Mr Kelly be amended by deleting the word “the” from
before the words “preferred options” and replacing it with the word “their”.
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Question: that the amendment of Mr Gallacher be agreed to% put and passed.

Original question of Mr Kelly, as amended% put and passed.

Resolved, on the motion of Mr Kelly, that: Conclusion 19 be amended by inserting as a second
paragraph- “The Committee notes the Minister’s letter to the Chairman dated 8 January 2002
indicating that the Government is committed to improving Scheme design, and that the Minister
has indicated that as part of the final stage of the Government’s reform agenda, the Government
is proposing a review of scheme design to identify the preferred options for underwriting the
Scheme, and for achieving better Scheme outcome.”

Resolved, on the motion of Mr Kelly, that: Conclusion 20 be deleted and inserted instead- “It is
noted that under the current arrangements the Board is responsible for providing the
Government with independent advice about premium rates, and that this role may be
reconsidered during the Government’s review of Scheme design.”

Resolved, on the motion of Ms Fazio, that: paragraph 6.3 be deleted.

Resolved, on the motion of Mr Kelly, that: paragraphs 6.4 be deleted and that the following text
be inserted -

“The Government’s ten point plan for the reform of the Scheme pursues a multifaceted
strategy designed to reduce the underlying costs of the Scheme and for targeting the deficit. The
Committee notes that:
Tillinghast’s final actuarial projections confirm that successful implementation of the recent
reforms will have one off savings on the deficit of up to $1.33 billion and ongoing savings
of up to $400million per annum and that these reforms will have a real impact on the
deficit;
The recent Scheme reforms only form part of the Government’s strategy to reduce the
underlying costs of the Scheme.
These strategies (including the incentives provides under the new insurer remuneration
arrangements, the injury management pilots, medical management pilots, the Premium
Discount Scheme, Small Business Strategy and premium reform) are expected to generate
further savings and or improvements, that will further contribute to the reducing the underlying
costs of the Scheme and reducing the deficit.”

Resolved, on the motion of Mr Kelly, that: paragraph 6.5 be amended by deleting the word
“Broadly” and inserting instead “According to Ernst and Young’s advice” and including at the
end of the paragraph “The Committee has not endorsed any of these approaches”.

Resolved, on the motion of Mr Kelly, that: the following text be inserted as a new paragraph
following 6.47- “It is understood that the Government recently conducted an expression of
interest process in order to consider options, including reinsurance options for reducing the
deficit.”
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Mr Kelly moved that: Conclusion 21 be amended by inserting at the end “after the recent
reforms have been given sufficient time to be successfully implemented, and the Scheme has
been given time to stabilise.

Mr Gallacher moved that: the motion of Mr Kelly be amended by deleting the all words after
“been” and inserting instead “successfully implemented and the Scheme is displaying significant
positive trends)”.

Question: that the amendment of Mr Gallacher be agreed to% put and passed.

Original question of Mr Kelly, as amended%a put and passed.

Mr Kelly moved that: the text of Conclusion 22 be deleted and inserted instead- “The
Government has a multifaceted strategy to reduce the deficit, and if the recent reforms and other
strategies are effectively implemented, they should reduce the underlying costs of the Scheme and
have a tangible impact on the Scheme’s deficit. In the meantime, the Committee notes that any
further options to reduce the deficit, should only be considered after the recent reforms have
been given sufficient time to be successfully implemented and evaluated.”

The Committee deliberated.

Mr Gallacher moved that: the motion of Mr Kelly be amended by inserting the words “The
Committee notes that” at the beginning of the first sentence and by deleting the second sentence.

Question: that the amendment of Mr Gallacher be agreed to% put and passed.

Original question of Mr Kelly, as amended%2 put and passed.
The Committee deliberated.

Consideration was given to the following resolution of the Committee at its meeting on 9 January
2002.

the Chairman write to the Hon John Della Bosca MLC, Special Minister of State, Minister for
Industrial Relations and Assistant Treasurer to advise that the committee intends to publish the
document Financial Evaluation of the 2001 NSW Workers Compensation System Reforms for the
WorkCover Scheme (draft), dated 26 November 2001. Further that the committee considers
release of this material is in the best interests of the inquiry and stakeholders as it is believed
that the findings of this document were relied upon during the passage of the Workers
Compensation Further Amendment Act 2001 and correspond to comments made during public
committee proceedings.

The Committee deliberated.

Resolved, on the motion of Mr Kelly, that: the Committee’s resolution be rescinded.

The Committee deliberated.
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Resolved, on the motion of Mr Kelly, that: the report, as amended, be adopted.

Resolved, on the motion of Mr Kelly, that: the report be signed by the Chairman and presented
to the House in accordance with the resolution establishing the committee of 13 May 1999.

Resolved, on the motion of Mr Kelly, that: pursuant to the provisions of section 4 of the
Parliamentary Papers (Supplementary Provisions) Act 1975 and under the authority of Standing
Order 252, the Committee authorises the Clerk of the Committee to publish the report.

Workers Compensation Forum- Scheme Design

The Chairman discussed the possibility of the Committee conducting a seminar on aspects of
Scheme design.

The Committee considered correspondence received from the Hon John Della Bosca MLC,
received 9 January 2002, advising of his willingness for WorkCover NSW to assist the Committee
in organising a seminar on Scheme design and his willingness to appear before the Committee in
February 2002 to discuss further improvements in the Workers Compensation Scheme.

The Committee deliberated.

Resolved, on motion of Mr Kelly, that: the Committee Secretariat consider options for
conducting a seminar on Scheme design in consultation with WorkCover NSW.

The Committee agreed to circulate a calendar identifying members availability for a public
hearing during the first two weeks of February 2002.

Resolved on motion of Mr Gallacher, that: the Committee liaise with the office of the Hon John
Della Bosca MLC, to facilitate a suitable time for the Minister to appear before the Committee
during the first two weeks of February 2002.

Resolved on motion of Mr Kelly, that: the Chairman draft a proposed strategy for the third
interim report including suggested hearing dates.

Adjournment

Meeting adjourned at 5.15pm, sing die.

Unsigned
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