5&) ACT

Government

Motor Accident Injuries
Act 2019

Three-Year Review Report
(Under section 493)

Chris Steel MLA
Special Minister of State
May 2024







Table of Contents

[V} oY o Yool o [=T ol oY [0 g =T Yo e 0 K USSR 1
EXECULIVE SUMIMAIY .ceiiiiiiieieieieeeee et e e et eeeeee e eeeeeeeeeeeeeeeeesee e e e e e e aseeeseeeesaeeeeseseasssensasasesssssnsnsnnssnsnsnsnnnsnnnnnnns 1
INEFOQUCTION .ttt et st e e s e e sttt e bt e e sabe e e be e e sabeesneeesabeesabeeesnneesareeesnneas 3
HOW WE CONSUITEM. ...ttt ettt e sb e st st s e b e sbeesneesmees 3
SErUCLUIE Of the REPOIT .. .eiiii e e et e e e e ate e e e e rte e e e eate e e e sanreeeeeanees 4
GV VLY L 1Y F=d o T 4
Section One — Features of the MAI SChEME ........coiiiiiii e e 6
Section Two — Operation of the MAI SChEME .....ccoiiiiiie e e 9
L N YT o] [ToF:  n (oY T ad o Yol Y] YRR 10
Access to treatment and care and out of pocket reimbursements ..........cccceeeeviieieiciiee e, 12
The quality of life benefit PrOCESS......uiii i s 18
Income replacement BENEFILS .....c.uiii i e e 21
Dispute resolution and access to [egal asSiStaNCE ....cccuvvviiiiiiiiiiiiiie e 25
Navigating the MAI Scheme and accessing information...........coccveiieeciiie e 28
Other aspects Of the MAI SCHEME ......oo i e ettt e e e e bte e e eebaeeeens 30
Section Three — Financial aspects of the MAI SChEME .......cooviiiiiiiiiiiie e 31
Components of insurance pricing (from the Finity report).......ccccoceeiceeeceecee e 31
Premiums and affordability.........cc.eeei i e et 32
Insurer competition and Market SHArE ..........ooiiiii i e e 34
Claims experience and premiums collected (from the Finity report)......cccccceceveeeeiiieeecccieee e, 37
Reasonable cOMMErCIal FELUMN .....cooiii ettt e e st e bt e e sabeeeaees 39
Section Four — Activities of the MAI COMMISSION ......eiiiiiiiiiiiieieeiee ettt saree s 41
Promotion of awareness of the MAI SChemME ..o 41
Y TN I ol g V=T o T<I T g o] o1V =T 0 1=T 1 4SS 41
Lol o Yol = dr-T oo YU T oY= VT[] o PP 41
Funding of road safety iNHativVes .......ccuueii i 43
Transition premium surplus refunds paid to vehicle OWNEers..........ceeveieeiiciiiieiee e 44
NN T ] =T oL PPNt 44
Appendix A - TErMS Of REFEIENCE ... .uviie et e e et e e e e etre e e e e bae e e e sbeeeeeennes 45
APPENIX B = ACHON IEBIMS ..eiiiiiiiiieecciieee ettt ee e ettee e ettt e ettt e e e stae e e e sbte e e e sbteeeesbteeessbeeeesssaeeessnssneessses 48
Appendix C— SUBMISSIONS ISt ......uuiiiiiiiiieciiieee e e e e e e e e rr e e e e e e e e e aneraaeeeaeeas 49

Attachment A — Finity Consulting Pty Ltd Report “Review of the operation of the Motor Accident
Injuries Act 2019 — financial aspects”


file://act.gov.au/treasury/dt/Insurance/MAI%20Commission/Three%20year%20reviews/2023/2024-Three%20Year%20review%20report%20-%20post%20MP.docx#_Toc156177177

Executive Summary

This is the first review report into the operation of the Act that is required every three years
under section 493 of the Motor Accident Injuries Act 2019 (MAI Act). The report focuses on
the extent the MAI legislation is working in practice, within the context of the policy
objectives and policy framework for the MAI Scheme. It does not consider the case for
changes to the policy objectives and overall design of the MAI Scheme, which is based
around the outcomes of the Citizens’ Jury on Compulsory Third Party (CTP) Insurance
(Citizens’ Jury).

Overall, the MAI Scheme is achieving its purpose, providing early access and support to all
people regardless of fault. The transition from the previous scheme occurred smoothly,
with licensed insurers having systems and processes in place on day one. In addition, the
MAI Commission established 16 regulations and guidelines; seven forms; and the industry
deed in the lead up to commencement of the new scheme. After commencement, an
additional six guidelines and regulations were made for those scheme elements that did
not impact early operations or need to come into effect on 1 February 2020.

One of the objectives set by the Citizens’ Jury was for injured people to be supported in
navigating the new scheme. The MAI Commission established the Defined Benefits
Information Service (DBIS) by funding CARE Inc to provide this support. The DBIS has
provided 508 services up to 30 June 2023. Awareness of the services of the DBIS is
increasing, with 74 services provided in the June quarter 2023, compared with only 34 in
the initial months of the service being available.

Since the start of the MAI Scheme, MAI Insurers and the Nominal Defendant have
received 1,249 complete applications relating to ACT accidents, with a 97 per cent
acceptance rate. The number of applications has been lower than expected at the
commencement of the MAI Scheme, partly reflecting the impact of lower traffic
volumes during and following the COVID-19 restrictions.

The MAI Scheme is supporting injured people, with defined benefit payments usually
occurring within four weeks of application and the first treatment and care payment
usually within two weeks. The income replacement benefit is providing income support as
intended and where needed, particularly focusing support for lower income injured people.
Within two weeks of a complete application 23 per cent of applicants received their first
income replacement payment, with 50 per cent receiving their first payment within four
weeks. Complaints and disputes are low in proportion to the total number of applications
managed by the insurers.

The affordability of the MAI Scheme has continued to improve, with passenger vehicle
premiums falling by nearly $53 or 12 per cent between 1 February 2020 to 30 June 2023.
Competition between insurers is strong and contributing to lower premiums, particularly
for passenger vehicles. Average passenger vehicle premiums are also affordable when
compared to premiums in other states and territories, with the ACT’s premium as a share
of average weekly earnings (AWE) equal to the state average of 24.7 per cent of a week'’s
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average earnings®. The expected cost of claims accounts for around 65 per cent of the
premium and profit margins, as contained in insurer filings, is broadly consistent with profit
margins achieved in other states. Importantly, MAI premiums are meeting the ‘fully funded’
and ‘not excessive’ scheme requirements. However, there is potential for significant
divergence between the expected number of claims (assumed by insurers in premium
filings) and actual claims experience, as the MAI Scheme matures.

Trade-offs in the design of the MAI Scheme are assisting with keeping premiums affordable.
These include providing low-income people greater support through a higher percentage
for income replacement compared to the percentage paid to others. This is balanced by a
MAI insurer paying for treatment and care expenses, including medical assessments. The
guality of life benefit is paid to those who are five per cent or more permanently impaired
because of a motor accident.

While the MAI Scheme is operating as intended, there are areas that could be improved.
This includes providing additional information that explains more clearly how to apply to
the MAI Scheme and the features of the benefits provided under the MAI Scheme.
Submissions to the review identified issues with processes, including approvals for
treatment and care and the development of recovery plans.

The report identifies 15 actions in response to some of the matters identified during the
review (see Appendix B). The actions centre on the MAI Commission:

refreshing information material on its website and developing information booklets
to assist people to navigate the MAI Scheme more easily;

e considering changes to the forms and investigating the feasibility of providing a
notification to a MAI insurer through an online process;

e considering other evidence to inform an uplift in the capped amount for costs from
legal assistance able to be awarded by the ACT Civil and Administrative Tribunal for
external reviews; and

e developing the process that will allow the Commission to assess the actual profit
achieved by insurers and the action to be taken if excess profit has occurred.

! This represents 0.474 per cent of average annual earnings in the ACT.
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Introduction

The Special Minister of State is required under section 493 of the MAI Act to review the
operation of the Act every three years. This is the first review of the Act since the Motor
Accident Injuries (MAI) Scheme commenced on 1 February 2020.

The MAI Scheme’s defined benefits are available for up to five years and the MAI Scheme
has been in operation for just over four years. In addition, there are a few elements of the
MAI Scheme that have not been reached yet. As a result, the scheme is still in its infancy
and the focus of the review is to report on the extent the MAI legislation is working in
practice.

The terms of reference for the review were set by the Minister in July 2023 (see

Appendix A). The Minister tasked the Insurance Branch, Economic and Financial Group,
Chief Minister, Treasury and Economic Development Directorate to undertake the review in
accordance with the terms of reference.

How we consulted

A discussion paper was released with consultation open from 3 August 2023 to

29 September 2023. The discussion paper was designed to provide guidance to individuals
and organisations interested in making a submission to the review. It included a series of
guestions, intended as prompts, focused on the matters within the scope of the review.

A letter was sent to key stakeholders from the Deputy Under Treasurer, Economic, Revenue
and Insurance advising of the consultation process. The discussion paper was placed on the
website of the MAI Commission and the Canberra Times published an article on

6 August 2023 that noted the review.

The Canberra community was able to provide feedback:

e by making a submission directly to the Insurance Branch; and/or
e by completing a short survey that was sent to 1097 MAI Scheme applicants who
were over the age of 18 years of age.

The Insurance Branch received 17 submissions with seven received from individuals; six
from professional associations; and a submission each from Victim Support ACT, CARE Inc,
aninsurer and a law firm. Appendix C contains the list of submissions, with the submissions
available on the MAI Commission’s website (under the consultation tab). There were 151
completed responses to the survey (a 14 per cent response rate), along with feedback from
five individuals who wished to supplement their response to the survey.

The submissions covered operational aspects of the MAI Scheme, as well as broader policy
and legislative matters outside the scope of this review. This review focuses only on the
operational aspects of the MAI Scheme and opportunities for improvement within that
context. It does not consider feedback that proposes changes to the MAI Scheme’s primary
legislation or its overarching policy settings that are based around the outcomes of the
Citizens’ Jury process. A range of topics arising from the implementation and operation of
the MAI Scheme, including the practical effects of the application process on people
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navigating the new scheme, were identified in the submissions, and will be discussed in
section two of the report.

The Insurance Branch consulted with the MAI Commission during the review, seeking data,
clarifications, and background on recent initiatives to improve its operation.

Structure of the Report

The report focuses on three key themes - the Operation of the MAI Scheme; Financial
Aspects of the MAI Scheme; and Activities of the MAI Commission.

Section one provides a high-level overview of the MAI Scheme, including participant
characteristics. Section two reviews the operation of the MAI Scheme, and reports on six
areas that have been grouped from the feedback topics as follows:

e the application process;

e access to treatment and care and out of pocket reimbursements;
e the quality of life benefit process;

e income replacement benefits;

e dispute resolution and access to legal assistance; and

e navigating the MAI Scheme and accessing information.

Each section outlines the feedback received, the reviewers’ findings or comments, and any
outcomes or actions.

Section three assesses the financial aspects of the MAI Scheme including the components
of insurance pricing; premiums and affordability; competition; and claims experience. The
report of the Scheme Actuary on the financial performance of the MAI Scheme is an
attachment to this section (Attachment A).

Section four discusses and assesses the activities of the MAI Commission, including the
administrative and licensing arrangements for the MAI Scheme, and the road safety
initiatives supported by the MAI Commission.

The data contained in this report is to 30 June 2023.

Key survey insights

The survey results reflect a diverse range of experiences from respondents across most
measures. However, due to the low response rate of 14 per cent, the responses may not be
representative of all applicants’ experiences in the MAI Scheme.

When first accessing the MAI Scheme, most people identified as needing little or no help to
apply (70 per cent). The top three ways people discovered the MAI Scheme were via
website searches (17 per cent), family/friends (16 per cent) or health professionals

(15 per cent). The most common defined benefit accessed was treatment and care

(83 per cent) followed by income replacement (42 per cent). When accessing information
about the MAI Scheme, many felt at least slightly confident in accessing information on the
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MAI Commission’s website (60 per cent) and getting help from the Defined Benefits
Information Service (50 per cent).

When asked to reflect on their experience with other key elements of the MAI Scheme,
respondents’ views were more mixed. Most people agreed that their MAI insurer
communicated clearly (54 per cent). However, slightly less than half of injured people
agreed the MAI insurer understood their recovery needs (47 per cent) with only slightly
more agreeing their defined benefits supported their recovery (50 per cent). This is despite
83 per cent of respondents having received treatment and care benefits under the MAI
Scheme. In addition, just over half of the responding injured people lacked even slight
confidence in disputing a MAI insurer’s decision (54 per cent) (on a scale of very confident,
somewhat confident, slightly confident and not at all confident).

The insurer of the at fault vehicle is the managing insurer for an application under the MAI
Scheme. Where a blameless accident occurs, the managing insurer is the insurer for the
involved vehicle. A blameless accident is where no person is at fault, for example, avoiding
a kangaroo. This means a person generally does not select their MAI insurer; however,
respondents were asked which MAI insurer managed their MAI application, and if they
would recommend their MAl insurer (by answering very likely, likely, neutral, unlikely, or
very unlikely)2. Overall, less than half (42 per cent) indicated they were very likely or likely
to recommend their managing MAI insurer. More specifically:

e 48 per cent of respondents had NRMA as their managing MAI insurer, and of this
cohort, 35 per cent were very likely or likely to recommend NRMA.

e 35 per cent of respondents had GIO as their managing MAI insurer, and of this
cohort, 57 per cent were very likely or likely to recommend GIO.

The question also listed the Nominal Defendant, the last-resort insurer for an at fault
vehicle that was unregistered or uninsured. The Nominal Defendant also manages two
interstate insurers defined benefit applications on their behalf and their applicants were
included in the survey invitation.

e 9 per cent of respondents (noting this only represents 13 out of the 151 total
responses collected) indicated the Nominal Defendant was their manager, and of
this cohort, 38 per cent were very likely or likely to recommend the Nominal
Defendant (this result should be interpreted with caution given the small sample
size).

The survey did not include a follow-up ‘why’ question to probe on the reason for their
likelihood to recommend rating; there may be benefit in the next three yearly review
considering this question.

2 AAMI had a fewer than 3 per cent response rate and APIA nil. Given this small sample size, the responses are not
included in the analysis.
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Section One — Features of the MAI Scheme

The MAI Scheme is a privately underwritten personal injury insurance scheme for motor
accidents that is subject to government regulation. MAI premiums are collected as part of
the ACT’s one-stop registration process and are paid in full to the motorist’s selected
insurer. There are four licensed MAI insurers — AAMI, APIA, GIO and NRMA. In addition, the
Nominal Defendant provides insurance for unregistered vehicle permits issued by Access
Canberra and for vehicles that were unregistered or uninsured for MAI insurance at the
time of the motor accident. The MAI Commission is the regulator of the MAI Scheme, and
funds the DBIS provided by CARE Inc. The DBIS provides information and assistance with
navigating the MAI Scheme.

The MAI Scheme is a new model for personal injury insurance, based on the outcomes of
the Citizens’ Jury on CTP Insurance (a deliberative democracy process). The Motor Accident
Injuries Act 2019 (the MAI Act or Act) provides the framework for the regulation of
insurers, premiums and the benefits that are provided under the MAI Scheme. The Act
established an entitlement to defined benefits for injuries or death caused by a motor
accident in the ACT on a no-fault basis. These benefits are for:

e treatment and care;

e income replacement;

e |oss of quality of life; and

e funeral expenses and death benefits.

There are some exclusions and limitations to the entitlements to defined benefits, including
where an injured driver has been convicted of specified offences. Defined benefits are
payable for up to five years after an accident. More seriously injured people who were not
at fault may also make a common law claim if they meet the threshold requirements
specified in the Act. The MAI Scheme, consistent with the previous CTP Scheme, does not
provide cover for property damage arising from a motor accident.

Since the start of the MAI Scheme to 30 June 2023, MAl insurers and the Nominal
Defendant have received 1,249 complete applications related to ACT accidents. An
application is complete when all required information is provided. In addition, there
were 121 applications for accidents in the ACT in progress at 30 June 2023, and there
were also 143 interstate accident applications. The acceptance rate for applications has
been 97 per cent (Figure 1). Lower traffic volumes during and following the COVID-19
restrictions is likely to have impacted the number of applications received to date.
Changes in traffic patterns have also been observed in response to changes in work
arrangements.
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Figure 1 — Application acceptance rate to 30 June 2023

Accepted

@ Not accepted

(completed applications)

Most people applying to the MAI Scheme for assistance were drivers of a motor vehicle
involved in the accident (855), followed by passengers (237) (Figure 2). The largest group
of applicants by age range were between 25 and 39 years of age. For the age ranges of
25 to 29, 30 to 34, and 35 to 39 the number of applications made is 177, 175, and 173
respectively (Figure 3).

Figure 2 — Applicants by role

Motor vehicle driver

Motor vehicle passenger

Pedal cycle rider 100

Motorcycle rider 91

Other / Not Reported - 86
Pedestrian - 51

Motorcycle pillion | 3

All accident locations, for accidents between 1 February 2020 and 30 June 2023, as reported by ACT MAI insurers.
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Figure 3 —Applicants by age

0 - 4 Years
5-9 Years
10 - 14 Years
15 19 Years

20 - 24 Years 114

25 -29 Years
30 - 34 Years 175
35 -39 Years 173

40 - 44 Years

45 - 49 Years 130

50.- 54 vears | )
55 - 59 Years

60- 64 Years

65 - 69 Years

70 - 74 Years

75-79 Years [EEN

80 - 84 Years

85 - 89 Years [l

90 - 94 Years J§

All applicants including for accidents that occurred interstate, for accidents between 1 February 2020 and 30 June
2023, as reported by ACT MAI insurers.

The most commonly injured body region for people applying to the MAI Scheme was
the spine (Figure 4); however, most of the injuries incurred were further classified as
minor injuries (Figure 5).

Figure 4 - Applicant injuries by body region

Administrative. | -
Lower Extremity _ 377
External / Burns _ 211
-
Abdomen _ 103

Neck l 16
All applicants including for accidents that occurred interstate, for accidents between 1 February 2020 and 30 June
2023, as reported by ACT MAI insurers. Applicants may have reported injuries to one or more body regions. The
“Administrative” category incorporates injuries not otherwise specified, including psychological injuries.
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Figure 5 - Applicant highest injury severity

Moderate _ 232
Serious _ 96
Severe I 14
Critical | 2

Maximum . 22

All applicants including for accidents that occurred interstate, for accidents between 1 February 2020 and 30 June
2023, as reported by ACT MAl insurers. The category, “Not Reported” indicates an applicant with injuries that have not
yet been given a severity category, or those for which a severity category is not applicable.

To 30 June 2023, 82.4 per cent of applications have been from not at fault applicants
(Figure 6). As the number of at fault / blameless applications is low, this suggests further
time is required for people to understand they can apply to the MAI Scheme regardless
of their role in the accident.

Figure 6 — Applicant fault status to 30 June 2023

Not at fault
Not yet determined

@ At fault / blameless

Section Two — Operation of the MAI Scheme

This section focuses on the operation of the MAI Scheme following its introduction on
1 February 2020. Most of the feedback received through submissions and survey responses
focused on these aspects of the MAI Scheme.

The MAI Scheme flows from the principles and model chosen by the Citizen’s Jury, including
to provide fairer and faster access to support, equitable cover, value for money and an
efficient system. In addition, the Citizens’ Jury said that a larger share of the scheme’s
resources should go to those who were more seriously injured. The Jury also

recommended an increased focus on road safety and that an independent methodology be
used to assess Whole Person Impairment (WPI) to neutralise bias. The Jury stated that it
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was incumbent in the scheme’s implementation that sufficient information and assistance
be provided to individuals in accessing benefits and moving through the processes.

As a result, the MAI Scheme changed the way compensation is provided for motor accident
injuries, with a focus on recovery that was lacking from the previous CTP Scheme.
Unfortunately, that scheme had shifted to a focus on maximising a lump sum payment
primarily negotiated between insurers and lawyers. The negotiation would often occur
years after the accident, with few considerations given to the social costs and the impact
on the injured person, particularly immediately after the accident.

Under the MAI Scheme, early support for injured people is now provided through defined
benefits, with payments made much earlier than under the previous CTP scheme. The main
category of defined benefits paid to date has been for treatment and care and income
replacement benefits; however, payments against all categories of the MAI Scheme’s
defined benefits have been paid by the MAI insurers. As at 30 June 2023, the MAI insurers
have paid $33,823,057 for all applications received (not referenced to the accident year)
(see Figure 7). Common law payments are also now occurring.

Figure 7 - Payments by type through 30 June 2023

Total through
Payment Type 30 June 2023
Treatment & Care Benefits (includes allowable expenses) $15,833,318
Income Replacement Benefits $11,836,648
Quality of Life Benefits $172,951
Funeral Benefits $229,697
Death Benefits $277,560
Applicant External Review Legal Costs Awarded $27,754
Common Law * $1,105,798
Insurer Investigation $925,215
Insurer Legal $458,211
Insurer Medico Legal (includes the cost of WPI assessments) $595,446
Recoveries -$419,417
Interstate accidents $2,779,878
Total $33,823,057

* For reporting purposes, this includes economic damages repayments to another insurer, and has been grouped

here for convenience.

The Application Process

Under the MAI Scheme, there are two forms required to be completed to commence a
personal injury application — the personal injuries application form and the medical report.
To claim funeral expenses, a funeral benefits application form is required and there is a

separate form to claim dependant benefits. An injured person generally needs to identify
the MAI insurer for the vehicle most at fault. If the injured person is unclear or does not

know the vehicle most at fault, then they can submit the application to their own MAI
insurer. The MAI Act then allows the transfer of the application to the relevant insurer.

ort on the Three Year Review
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The application period for defined benefits is within 13 weeks of the date of the motor
accident. A similar timeframe of 13 weeks was adopted for funeral and dependant benefits
applications, and for selecting an insurer where two schemes may apply, to limit the
potential for confusion with different application periods. The application period can be
extended by late application provisions of two years for a personal injury application and
one year for funeral and dependant benefits.

What we heard

From the information received through the consultation process, the application process is
generally working effectively, with 70 per cent of survey responses indicating they needed
little or no help to apply to the MAI Scheme. However, some of the submissions provided
feedback that it was not obvious or clear how to apply or the information that was
required3. Submissions also raised concerns with the 13-week timeframe contained in the
legislation to make applications from the date of the motor accident, where someone has
died, because the individuals felt they were under considerable emotional stress during
this period®. No submission identified an alternative reasonable application timeframe.
Instead, it was suggested more information and assistance be provided.

Feedback received also suggested that the 13-week timeframe to select the relevant
scheme for journey claims (a motor accident while at work, and so could also make a
workers compensation claim) did not provide sufficient time for a person to obtain
information and advice on the most suitable scheme?. This matter was considered by the
government previously and not considered further in the review.

Reviewers’ comments and findings

The 13-week timeframe contained in the MAI Act is considered reasonable for all
application processes. This is because it encourages early access to treatment and care and
other support. In addition, there are late application provisions to support people who may
have been unaware of the MAI Scheme or people who may be grieving the loss of a family
member. The loss of a loved one under normal circumstances itself requires navigation
through many unfamiliar processes. For many, applying to the MAI Scheme may seem an
additional burden as forms and coronial processes require the details of the accident and
have the potential to traumatise the individual. In the case of selecting the relevant scheme
for journey claims, the 13-week timeframe balances timely access to support while limiting
costs in duplicated claim management.

The MAI Commission advises it has made improvements to forms in response to feedback
received and keeps its forms under continuous review. In addition to developing a new
funeral benefits application form, during the review period, the MAI Commission made an
improvement to the process for funeral benefits. Under the revised process, the receiving
MALl insurer is to make the funeral benefit payment and then transfer the details to the
relevant insurer if required. In this way, there is “no wrong door” for an application when a
death has occurred on an ACT road. These changes are intended to make it easier to claim

3 Submission 1 —J. Stewart, Submission 4 — G. Maddigan, Submission 10 —S. Murry, Submission 14 — Victims
Support ACT

4 Submission 7 — T. McLuckie, Submission 14 — Victim Support ACT

5 Submission 15 — ACT Law Society, Submission 16 — Australian Lawyers Alliance
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the funeral benefit during a difficult period and reduce the potential for financial hardship
from the unexpected expense.

While there have been some improvements to its forms, there would be benefit in the MAI
Commission undertaking an audit to identify further opportunities to minimise required
information and make steps clearer. There is also an obligation on MAI insurers to provide
information and to work with injured persons to navigate the application process.
Additionally, the MAI Commission could make it clearer that there is assistance available
from the DBIS to help with information on completing the forms. There may also be benefit
in refreshing the MAI Commission website, including developing an information booklet to
assist people navigating the MAI Scheme.

An alternative to the completion of an application form could be for insurers to take a more
active role in assisting with collecting the required information from the potential
applicant. The NSW CTP Insurance Scheme recently established a digital portal that
provides an option for an injured person to give a notification with basic information. The
information is submitted to the State Insurance Regulatory Authority (SIRA), regulator for
the NSW CTP Scheme, with the date of the accident, the vehicles that were involved and
the intention of the person to apply for benefits. The portal identifies the relevant insurer
and provides the basic information to the NSW licensed insurer. The insurer then contacts
the applicant to commence the application process. For the ACT scheme, a digital portal
that facilitates a notification and follow up by a MAI insurer may be of benefit for those
who need extra support to complete application forms.

Lastly, the reviewers agree that applicants would benefit from some streamlining of the
application processes. The application process should be straightforward so that defined
benefits flow as quickly as possible and be mindful of the emotional distress applicants may
be experiencing when navigating the MAI Scheme for the first time.

Action Items

1. The MAI Commission should refresh its information material on the website to
improve accessibility and develop an information booklet to provide additional
guidance for making an application.

2. The MAI Commission should update the forms to minimise the required information
and make the steps clearer.

3. The MAI Commission should explore the feasibility of establishing an optional
process for a notification to the relevant insurer through a digital portal.

Access to treatment and care and out of pocket reimbursements

Treatment and care expenses are payable by a MAl insurer for injuries resulting from a
motor accident. Treatment and care include medical and dental treatment; rehabilitation
services; and paid attendant care services.

When a person is physically injured in a motor accident, they may receive initial treatment
from a paramedic/ambulance officer, the emergency department of a hospital, or from a
general practitioner (GP). In the initial stages of the application, the MAI Scheme allows an
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injured person to be reimbursed for part of their billable® expenses and for certain future
treatments, called allowable expenses, while a MAI insurer is determining liability for the
defined benefits application. Allowable expenses were included in the MAI Scheme design
so that an injured person can quickly start receiving reimbursable treatment, with
allowable expenses not able to be recovered by the MAI insurer if liability for the
application is denied.

In addition to allowable expenses, once liability for their application is accepted, an injured
person can access treatment and care as needed through ad hoc approval by the insurer of
treatment and care requests. If an injury from the motor accident emerges later, a MAI
insurer is obligated to consider treatment requests for the injury. In addition to
documenting treatment goals, a Recovery Plan also provides for the approval of treatment
and care, if the insurer is satisfied the injured person is likely to require longer term
treatment and care. Payment is arranged by the MAI insurer through either a direct billing
arrangement with a treatment provider or reimbursing the injured person upon provision
of the invoice/receipt.

What we heard

Treatment and care is the most accessed defined benefit under the MAI Scheme, with
83 per cent of survey responses identifying this as the key benefit received. 50 per cent
agreed that defined benefits supported their recovery, while 47 per cent agreed the MAI
insurer understood their recovery needs. Most of the submissions had a focus on
treatment and care. Submissions from individuals expressed some frustration about
accessing treatment noting:

e coverage to only Western or evidence-based treatments’;

e other schemes being open to alternative treatments, such as Maori healing
practices by the New Zealand Accident Compensation Commission?;

e insurers disputing treatment requests with injured persons®;

e the denial of general practitioner (GP) requests for imaging and treatment??;

e support services and GPs not knowing about the MAI Scheme??;

e barriers being put in place by insurers for treatment'? and not advising whether
certain treatments such as gym passes, or yoga are reasonable and necessary
treatment and care’3; and

e difficulties in getting reimbursements for approved treatment and care®.

5 No ambulance fees or charges are incurred if care is provided at the scene of a motor accident on a road or
road-related area.

7 Survey response 4

8 Survey response 4

9 Submission 1 —J. Stewart, Submission 3 — D. Hennessy, Submission 10 — S. Murry, Submission 13 -
Anonymous

10 Sybmission 1 —J. Stewart

11 Submission 7 — T. McLuckie, Submission 9 — Australian Association of Social Workers

12 syrvey response 1

13 Submission 13 - Anonymous

14 Submission 1 —J. Stewart
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Other comments included concern about people not accessing early treatment because of
the upfront cost!> and one association advising that their ACT engaged members were
happy with the way the MAI Scheme was operating?®.

Recovery planning was raised in submissions, specifically confusion between the creation
of the plans and the appointment of rehabilitation providers. With respect to rehabilitation
providers and their role in supporting a return to work, there was a suggestion that this
was a process being managed inappropriately, to end benefits early'’. It was also suggested
the early focus on recovery plans may be distorting claims consultants’ priorities.

No submissions were received about the process for medical assessment for the purposes
of approving treatment and care benefits.

The reviewers received several comments that related to issues outside the scope of the
review:

e One submission suggested that commutation of treatment and care to a lump
sum should be allowed®®. This is outside the scope of this review given it is not
allowed under the MAI Act.

e Feedback was received that perhaps an injured person could decide whether
they wanted a draft of the recovery plan to be provided to themselves and their
treating doctor prior to the recovery plan being finalised*®. The requirement for
a draft recovery plan is a legislative policy setting and hence this proposal is also
out of scope.

Reviewers’ comments and findings

The MAI Scheme is delivering treatment and care benefits quickly to injured persons, with
80 per cent of applications receiving their first treatment and care payment within four
weeks of submitting a complete application (see Figure 8). The median number of days to
first payment is 12 days. How promptly an invoice is sent from a provider directly to the
insurer or an injured person requests a reimbursement, will impact on how quickly a
payment can be made under the MAI Scheme.

15 Submission 14 — Victim Support ACT

16 Submission 6 — Australian Physiotherapy Association
7 Submission 10 —S. Murry

18 Submission 8 — Maliganis Edwards Johnson

19 Submission 11 — Insurance Council of Australia
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Figure 8 - Weeks until first treatment and care payment
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MAI Scheme Quarterly Report to 30 June 2023. Number of weeks from receipt of a completed application
until the first treatment and care payment by percentage of eligible applicants, for accidents between 1
February 2020 and 30 June 2023, as reported by ACT MAl insurers. May include some allowable expense
payments (payments have not been coded specifically as ‘allowable expenses’ by insurers). Due to this,
allowable expense statistics have not been separately reported.

Approval and payment arrangements for treatment and care

A MAI insurer will generally make payments directly to the treatment provider selected by
the injured person after treatment; however, some treatment providers may prefer
payment at the time of the appointment. This is at the treatment provider’s discretion,
though the MAI Commission and MAI insurers encourage the acceptance of direct payment
from the insurer following treatment. The treatment provider is not mandated by the MAI
insurer and is usually selected by or agreed to by the injured person.

The Act provides that a MAI insurer needs to decide whether the treatment and care
requested is reasonable and necessary, and that the provider is appropriate. An insurer is
also required to ensure any approved treatment is conducted in a manner consistent with
the principles of the nationally endorsed Clinical Framework for the Delivery of Health
Services (CFDHS). The treatment must also be directly related to the person’s motor
accident injury, be appropriate for the person, be of benefit and be cost effective.

The legislative framework is not restricted to Western treatment modalities, rather it
requires an insurer to consider various factors when approving the treatment. This includes
whether it will be conducted in line with the principles in the CFDHS. The insurer may
appoint a rehabilitation provider to assist in facilitating and coordinating treatment
providers in consultation with the injured person and their treating GP. The appointment of
a rehabilitation provider is in addition to developing a recovery plan.

Accessing treatment and care

The rates of dissatisfaction expressed about the MAI insurers and Nominal Defendant are
low, compared to the number of complete applications received to 30 June 2023 (1,249),
and each application likely having many defined benefit decisions.

e From when the MAI Scheme commenced to 30 June 2023, 80 internal reviews have
been conducted by insurers in relation to treatment and care decisions, with a
further two in progress.

e |n addition, each insurer’s internal complaint management process can also be used
to raise concerns. The MAI Commission advises these rates are similarly low.

e Nine complaints have been raised with the MAI Commission.
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Nonetheless, the reviewers acknowledge the experiences raised in submissions to the
review and recognise the importance of continuous improvement.

To assist individuals to access treatment and care, the MAlI Commission has advised that
they provided information on the MAI Scheme to ACT GP practices. However, information
sessions were deferred during and after the COVID 19 pandemic because of high GP
workloads. It may now be suitable to provide additional information explaining the MAI
Scheme, including the reasonable and necessary test for approving treatment and care.
Because of this test, sometimes MAI insurers may need more information from a GP (or
other treating practitioner) to validate a request. If treating practitioners are not engaging
with information requests from the insurer as needed, this may result in a dispute with the
injured person when the treatment request is denied. This is not a desirable outcome.

MAI insurers are also continuing to use some common law language in managing defined
benefit applications and this could be contributing to the issues raised in submissions to
the review. For example, section 66 of the MAI Act provides that an insurer is to pay
defined benefits once it has accepted liability for the application. The MAI Act expects this
to be a one-time decision. However, it has been observed in insurers’ correspondence that
they use phrases such as “considering our liability for” in relation to treatment and care or
other defined benefits after they have accepted the defined benefits application. This
language and other traditional insurance terminology, such as the use of without prejudice
in approval letters, could be creating doubt in a person’s mind about their ongoing
entitlement to defined benefits.

Clear communication from a MAI insurer is important to avoid people becoming frustrated
and unclear about their entitlements. Communications need to reflect the MAI Scheme
and not the CTP Scheme, its common law predecessor or other jurisdictions’ motor
accident injury schemes.

Treatment and care provision under recovery plans

Recovery plans provide for the management and coordination of an injured person’s
approved treatment and care, if the insurer is satisfied the injured person is likely to require
longer-term treatment and care. The plan is prepared by the MAI insurer in consultation
with the injured person and their healthcare providers. The tailored recovery plan must be
developed for any applicant who is unable to return to their pre-injury duties and activities
after 28 days (calculated from the date of receipt of application). A plan is not mandatory if
a person has returned to their normal activities after the 28 days or in a later period.
Timeframes were placed on recovery plan completion to promote engagement and
consultation by all parties and to align with evidence regarding recovery, planning, and
early intervention.

Of the 1,146 complete applications received by licensed MAI insurers for accidents in the
ACT, a recovery plan was reported to the MAI Commission for 1,116 applications. Of the
remaining 30 applications, 15 had no data entries which could have been the result of an
administrative error, and 15 entries were for deceased individuals.
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Recovery plans are fundamental to the scheme design included in the MAI legislation and
can be an effective tool for planning and managing a person’s treatment and care when all
parties are engaged with the plan. There is also a fixed 28-day timeframe in the NSW CTP
Scheme for the completion of recovery plans. The ACT allows a longer period to provide
the final version of the plan to injured persons. Additional time is allowable if the insurer is
missing necessary information to prepare a draft plan and to allow consultation on the
plan.

The reviewers do not consider that further changes to recovery plan processes are
required, noting the MAI Commission introduced a further streamlined consultation
process in December 2023. However, there would be benefit in the MAI Commission
continuing to monitor the effectiveness of recovery plan provisions, including the recently
made procedural changes.

Reimbursement payments for treatment and care expenses

MAI insurers have made over 60,000 payments for treatment and care since

1 February 2020. The MAI insurers are required to provide clear information on the process
for obtaining payment of incurred expenses. This includes ensuring the injured person is
clear about the treatment and care that has been approved either ad hoc or under a
recovery plan before the expense is incurred. A clear process helps ensure timely payments
and that the injured person continues to engage with the MAI insurer with positive impacts
on their recovery.

The MAI Scheme has been designed to minimise out of pocket expenses. However, out of
pocket reimbursements may still occur where a treatment provider is unwilling to agree to
a billing arrangement with a MAI insurer. There may also be reimbursements associated
with transport to an appointment, which is a treatment and care benefit.

Each insurer will have their own procedure for arranging for reimbursement, including the
timing of their electronic funds transfer payments. Payments are authorised after the
claims consultant has reviewed the invoice or other evidence received from the injured
person, usually via email. This may be an unfamiliar process for some in gathering up
invoices and receipts for forwarding to an insurer, especially if a person is more familiar
with claiming for medical expenses through Medicare or from private health insurance.
Given the concerns raised, it would be appropriate for the MAI Commission to explore with
the MALl insurers ways to reduce barriers to reimbursements.

Acton items

4. The MAI Commission should consider whether there are changes required to
minimise barriers and disputes in accessing treatment and care, while being
consistent with the MAI Act. This should include insurer communications.

5. The MAI Commission should explore ways to streamline the process for seeking
reimbursement and submission of invoices/receipts to an insurer.

6. The MAI Commission should consider providing greater detail on the various
treatment and care processes in an information booklet.

7. The MAI Commission should provide further information to assist general
practitioners.
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8. The MAI Commission should continue to monitor the process for recovery
planning by MAI insurers.

The quality of life benefit process

The quality of life (QOL) benefit is a recognition payment for a person’s permanent injuries
caused by the accident and may be offered following a WPI assessment. The benefit is
payable when an injured person has a WPl assessment of 5 per cent or more, with the
benefit payable specified in the legislation based on the WPI figure. A person with a WPI
assessment of 10 per cent or more may choose to access common law if they were not at
fault. An application for the QOL benefit may be made 26 weeks after the motor accident
and when the injuries sustained in the accident have stabilised. The Act and guidelines
outline the process to be undertaken by the MAI insurer once the QOL application is
lodged, including referral to the authorised Independent Medical Examiner (IME) provider
for a WPI assessment. If an injured person wants a second WPI report, then they can select
their own assessor for this second report.

What we heard

The dual purpose of the WPI assessment - as a recognition payment and for access to
common law - appears to be a point of confusion, with feedback questioning its purpose
and the process for obtaining a WPI assessment.

Feedback in submissions to the review raised concerns around processes, including insurers
not advising of the QOL benefit?%; questioning the need to agree on injuries to be covered
by an assessment?!; and suggesting a need for a definition of stability?2. Feedback also
raised concerns with the single authorised IME provider, including the delays in the process
and the lack of competition?3. It was also suggested that additional information on this
process to injured people would be beneficial?*.

Several legislative policy settings were also raised that are out of scope of this review. They
include why the benefit could not be available from day one?®; why it was a requirement to
have treatment and care to access the benefit?®; and a concern was raised for when the
assessment comes in just under 10 per cent?’. Feedback also queried injured persons not
being able to choose the assessors for the first WPI report?® and the cost of obtaining a
second WPI report®. It was suggested that a bespoke assessment and dispute process like
the NSW Personal Injury Commission be established°.

20 Sybmission 3 — D. Hennessy, Submission 7 — T. McLuckie, Submission 13 - Anonymous
21 Submission 11 — Insurance Council of Australia

22 Submission 15 — ACT Law Society, Submission 16 — Australian Lawyers Alliance

23 Submission 11 — Insurance Council of Australia, Submission 15 — ACT Law Society
24 Submission 17 — CARE Inc

25 Submission 1 —J. Stewart, Submission 14 — Victim Support ACT

26 Submission 7 — T. McLuckie

27 Submission 2 — Unnamed Pedal Power member, Submission 4 — G. Maddigan

28 Submission 1 —J. Stewart, Submission 8 — Maliganis Edwards Johnson

29 Syubmission 8 — Maliganis Edwards Johnson

30 Sybmission 15 — ACT Law Society, Submission 16 — Australian Lawyers Alliance

‘ ort on the Three Year Review 18



A

Reviewers’ comments and findings

The ACT’s previous CTP Scheme did not use permanent impairment assessments and it was
anticipated that the QOL process would take time for people to understand and become
comfortable with its purpose and processes. The MAI Commission developed guidance
documents and included detailed information on the MAI Scheme’s website to assist with
the implementation of this aspect of the scheme. However, the reviewers note that
participants’ experience with the QOL process also provides valuable insights into where
additional information could support the process.

Under the Scheme, an injured person applies for the QOL benefit only after six months has
passed since the accident and when their injuries are stable. This is intended to enable a
person to access treatment and care and allow for their recovery. It is only once a person’s
injuries are stable and considered permanent that they can consider applying for the
benefit. Not every person who is injured in a motor accident will have a permanent
impairment. To ensure a WPI result is obtainable from the assessment, a WPI assessment
can only be conducted if a person has attained maximum medical improvement. This will
occur when the person’s condition is well stabilised and unlikely to change substantially in
the next year with or without treatment. It is noted that the term ‘stable’ is used in the MAI
Act, while ‘maximum medical improvement’ is in the guidelines, reflective of the fact that
one is to be assessed by insurers while the other is assessed by medical practitioners. There
would be benefit in the MAI Commission monitoring this distinction.

The QOL application process and form were amended in 2022 to clarify when an
information pack about the process is to be provided. In addition, the processes for making
referrals to an authorised IME provider were improved by:

e allowing additional time for an insurer to gather and review information so that the
referral for the assessment contains all relevant information;

e requiring referrals to be made using a form provided by the IME provider to ensure
all the required information about the assessment is provided; and

e notifying the applicant of the injuries and body systems, and medical
information, included in the referral.

The notification to the applicant was a particularly important improvement. This is because
feedback provided to the MAI Commission by the authorised IME provider was that
applicants attending appointments were sometimes confused about why they were there.
The guidelines provide for notification of the injuries to be assessed in the WPl assessment,
so that the injured person is informed of the scope of the assessment. The notification also
provides an opportunity for the injured person to provide additional information, if
necessary, to address concerns that injuries were sometimes being missed from the
assessment, potentially affecting the outcome.

Further, the MAI Act was amended by the Motor Accident Injuries Amendment Act 2023 to
confirm certain aspects of the process, including that the QOL is a defined benefit
obtainable only by application to a MAIl insurer. The purpose of this was not only to ensure
the insurer pays for the first WPl assessment undertaken by the independent authorised
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IME provider, but also to ensure that assessments were undertaken consistently and in line
with the WPI guidelines.

Figure 9 shows the range of outcomes from WPI assessments since the MAI Scheme
commenced up to 30 June 2023. This is shown on a per assessment basis (generally each
body system that is referred) and not per applicant, with some injured people having
multiple body system assessments. Where different assessors are required to assess
different body systems, there is a process undertaken to coordinate and calculate the total
degree of permanent impairment of the injured person as a percentage of whole person
impairment using the combined values chart.

Figure 9 - WPl Assessment outcomes per body system
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Note: This is shown on a per assessment basis (generally each body system that is referred) and
not per applicant. A calculation is undertaken to provide an overall number if a person has more
than one physical assessment.

IME Provider

Currently one IME Provider is authorised by the MAI Commission, MLCOA, to select and
train medical specialists to undertake assessments in accordance with the ACT WPI
Guidelines. A procurement process was undertaken to identify service providers with
appropriate experience and access to specialists to undertake assessments in Canberra or
via telehealth. MLCOA uses its local and national network to identify specialists to
undertake WPI assessments. This has enabled the MAI Commission to overcome the
challenge of accessing appropriate specialists given Canberra-based specialists are in high
demand, and some specialties are not always regularly available. Delays in assessments
may be experienced if a particular specialty has only a few specialists or appointments
available. The MAI Commission advises that as the MAI Scheme matures, and the number
of assessments increases, a second (or more) IME Provider may be appointed. This should
address any competition concern that has been raised. The MAI Commission notes
potential providers can approach the Commission to be considered for appointment
outside of procurement tender processes.

Lastly, the MAI Commission advises it will continue to monitor the WPI assessment process
but considers the current settings are correct. Under current settings, the first WPI report is
organised by and paid for by the insurer who cannot select the assessor, with the assessor
being independently selected by the authorised IME provider. If they want, an injured
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person can obtain and pay for a second WPI report from an assessor of their choice, in
accordance with the guidelines. If there is any matter of concern in relation to the final WPI
offer, then in accordance with the legislation the ACT Civil and Administrative Tribunal
(ACAT) is the relevant body able to review the offer. To date, the ACAT has not undertaken a
final offer review.

Action items
9. The MAI Commission should consider providing more website information about
the purpose and processes associated with the quality of life benefit.

Income replacement benefits

The income replacement benefit is to provide support to an injured person who requires
time off work while they recover from their injuries. It is paid as a percentage of a person’s
ordinary income, noting it does not include superannuation and there may be a reduction
in income for higher-income people. The percentage paid will depend on the applicant’s
ordinary income level. Lower-income applicants receive a higher amount of benefit paid,
representing 100 per cent income support plus an extra amount equivalent to the
superannuation guarantee.

Evidence is required to be provided to a MAI Insurer, such as payslips or Pay As You Go
(PAYG) tax summaries. This allows the insurer to determine weekly pay (or net business
income if self-employed) over a 52-week period before the accident. Casual workers need
to show they were in paid work at least 260 hours in the 52-weeks before an accident.
There is also provision for people who were capable of being in paid work but were not in
paid work on the date of the motor accident. The guidelines provide some flexibility for the
evidence, including through a signed declaration confirming a person’s work history from
the injured person or their employer.

The weekly pay calculation includes post-injury earnings. If someone has not been able to
work at all, they will receive the full amount subject to the relevant percentage (eg, 95 or
80 per cent if not a lower income applicant). As people recover, they receive a partial
payment from the MAI insurer, that supplements the amount received as they partially
return to work.

What we heard

Income replacement is an important feature of the MAI Scheme, and 42 per cent of those
who responded on the survey advised they had accessed the income replacement benefit.
Feedback in most of the submissions to the review raised questions about the limitations
placed on the income replacement benefit by the legislation, specifically asking why these
were in place. Issues raised included the:

e income replacement percentages (95 per cent for the first 13 weeks, then
80 per cent)3%;

e high-income earner cap3?;

31 Submission 2 — Unnamed Pedal Power member
32 Submission 2 — Unnamed Pedal Power member, Submission 7 — T. McLuckie
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e superannuation and other employer benefits not being payable33; and

e whether weekly income support is for the working week or from the date of the
motor accident34.

As these limitations are policy decisions and included in the Act they are out of scope for
this review.

A small number of the individuals that provided feedback indicated they had not applied
for or received the benefit3°. The reasons for not applying for and/or receiving the benefit
included: the information on claiming was not provided; that potentially incorrect
information was provided3®; or that the information was hard to
understand/overwhelming?’.

Reviewers’ comments and findings

The MAI Scheme is delivering income replacement benefits to injured people in a timely
manner, with 23 per cent of injured people receiving their first income replacement
payment within two weeks from the insurer receipting their complete application, and
50 per cent receiving their first payment within four weeks (see Figure 10).

Income replacement payments can be paid once an insurer accepts liability for an
application, with insurers having up to 28 days to accept liability from the receipt of a
complete application. In some cases, a request for income support may not be made
immediately as an injured person may need some time to provide information about their
pay and work arrangements or some may choose to rely on personal leave if they required
only a few days off from work. For those who do require income support, it is important
that a MAI insurer provides information that assists the person to apply for the benefit.

Figure 10 - Weeks until first income replacement payment
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MAI Scheme Quarterly Report to 30 June 2023. Number of weeks from receipt of a completed application
until the first income replacement payment by percentage of eligible applicants, for accidents between 1
February 2020 and 30 June 2023, as reported by ACT MAIl insurers.

The benefit formula, replacement percentages and high-income earner cap that apply to
this benefit are all contained in the MAI legislation. The policy settings for the income
replacement benefit are to provide a higher percentage of pre-accident income to injured
people on a low income and to set a pre-injury income cap (indexed) for higher income

33 Submission 2 — Unnamed Pedal Power member, Survey response 5
34 Submission 7 — T. McLuckie, Submission 14 — Victim Support ACT
35 Submission 1 - J. Stewart

36 Submission 10 —S. Murry

37 Submission 13 - Anonymous
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earners. The income thresholds are indexed twice a year. The applicable replacement
percentages and indexed weekly income thresholds as of 1 October 2023 are as follows:

e for weekly income below $928 — 100 per cent plus the superannuation guarantee per
cent as an in-lieu payment up to five years

e for weekly income from $928 to $1,129 — 95 per cent up to five years

e for weekly income above $1,129 up to a weekly income cap of $2,531 — 95 per cent for
the first 13 weeks then 80 per cent up to five years

Not paying 100 per cent of all injured people’s pre-accident income is one of the trade-offs
to keep the MAI Scheme affordable for ACT motorists and is a common feature of injury
insurance schemes. In addition, as the MAI insurer is not in an employment relationship
with the injured person, they cannot pay superannuation and other employer benefits.

The reviewers acknowledge that some may feel that the income support is inadequate for
the disruption caused by being injured in a motor accident. It is, though, a timelier
payment for a person unable to work compared to waiting for back payment for loss of
income through legal proceedings. While some individual applicants will be negatively
impacted by the limits placed on income support under the MAI Scheme, the reviewers
found the benefit is working as intended. It would be beneficial, however, for information
about the income replacement percentages and cap to be more clearly explained in
information material on the income replacement benefit.

Overall, the benefit is working as intended and is appropriately balancing the support from
income replacement with overall MAI Scheme affordability. Data collected by the

MAI Commission shows the weekly income ranges for injured people requesting income
support (Figure 11). As the figure shows, most applicants are under the pre-injury income
cap (currently $2,531 as of 1 October 2023), while 13.6 per cent (80 people) reported
weekly income over the cap. Those over the cap can still receive income support up to the
applicable percentage of the cap. If an injured person’s post-injury earning capacity for the
week exceeds their pre-injury income (up to the cap), the person will not be eligible to
receive any income replacement payments for that week.
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Figure 11 - Distribution of Applicant’s income reported to MAI insurers

100

80

8
c
3 e
=
o
<
S
i
g 40
3
2
20
0
© P P L © DO D LD LD D P DS
SOR N ST S A N S 0 AN SRV (0 S S (-
I S I R P It
O L 3 e & D S $ &
T P 4

Pre accident average weekly earnings

Note: Income is only required to be reported to a MAl insurer if a person requests income
support. Some applicants may not require time off work, not be in work or have chosen to
access leave entitlements to cover periods away from work during their recovery.

The income cap is adjusted on a biannual basis, increasing by 12 per cent from its initial
base of $2,250 in 2020 (Figure 12).

Figure 12 — Chart showing income cap growth from biannual indexation
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Note: No indexation occurred in April 2020 as the MAI Scheme commenced on 1 February 2020.
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Definition of work week for purposes of calculating income replacement payments

Two of the submissions questioned when a work week commences for the purpose of
income replacement calculations32. Recently the ACAT confirmed the entitlement to
income replacement benefit is not restricted to Monday-Friday and the week for the
purpose of the benefit calculation starts on the day of the motor accident®®. This decision
confirmed the view held by the MAI Commission as it was not intended for a MAl insurer
be able to pick the day a person’s first 13 weeks of income support was to start. This is
important as the legislation is designed to restrict the discretion available to MAl insurers.

Action items
10. The MAI Commission should provide more website information and examples about
how income support is worked out under the MAI Scheme, and review the
information provided by MAI insurers.

Dispute resolution and access to legal assistance

The MAI Scheme established several mechanisms to promote and encourage the early,
quick and cost-effective resolution of defined benefit disputes. These are:

e complaints handling by MAl insurers — it is a condition of a MAI insurer licence that
an insurer has processes in place to deal with a complaint in an expedient manner;

e complaints handling by the MAI Commission — it is a function of the regulator to
consider complaints in the handling of an injured person’s application for defined
benefits or a motor accident claim by a MAl insurer;

e internal review dispute resolution - a formal process for a MAl insurer’s decision to
be reviewed internally; and

e external review dispute resolution — application is made to the ACAT to review the
decision of the MAl insurer in relation to defined benefits, after internal review*°.

What we heard

Feedback provided to the review suggests there may be opportunities to improve the
information material on the dispute resolution processes. From the survey, 54 per cent of
injured people said they lacked even slight confidence in disputing a MAI insurer’s decision.
Submissions to the review raised concerns about the external review process by the ACAT,
suggesting it lacked effectiveness*! and it was too complex for individuals to navigate. It
was commented that it may be more effective if ACAT undertook a merits review?*?;
however, the type of review mechanism relates to a policy issue that is out of scope of this
review.

38 Submission 7 — T. McLuckie, Submission 14 — Victim Support ACT

39 McLuckie v Insurance Australia Ltd trading as NRMA Insurance [2023] ACAT 70, issued 15 November 2023.
40 There are some decisions that can go directly to the ACAT for review, ie. do not require internal review
first.

41 Submission 12 - Suncorp

42 Submission 11 — Insurance Council of Australia, Submission 5 — ACT Bar Association

ort on the Three Year Review 25



There was also feedback on the ability to access legal assistance to help with applying,
navigating the MAI Scheme and obtaining an external review through ACAT*3. One
submission noted that the legal profession was limiting legal representation for injured
people on defined benefit external reviews to those they consider likely to be entitled to
common law damages, on the basis the legal costs will be paid from the common law
damages. Feedback in some submissions criticised the level of costs able to be awarded by
the ACAT, with a call for the capped amount to be increased**.

Reviewers’ comments and findings

The settings for review of a decision by a MAIl insurer are specified in the legislation. The
numbers of internal and external reviews have been low, relative to complete applications
received to 30 June 2023 (1,249), and each application likely having many defined benefit
decisions. Figures 13 and 14 provide the numbers of internal reviews and external reviews
to 30 June 2023, with internal review requests totalling 121 and external review requests
totalling 29. Internal review outcomes have resulted in decisions been amended or
substituted, suggesting this mechanism is working.

Figure 13 — Internal Reviews Figure 14 — External Reviews
In Deckion Decisian
In ision | Decision | Decisi Catego ’ Dismissed
catesow progress | affirmed | amended | substituted gory e | o el
Treatment & Care 2 42 6 32 Treatment & Care 0 3 / 2
Income Replacement 1 0 3 1]
Income Replacement 0 18 5 4
N Liability 0 0 9 2
Liability 1 11 0 0
WPI Final Offer / 501 0 0 0 2
Other Review Types n/a n/a n/a n/a
Other Review Types nfa nfa nfa nfa
Affirmed means not change to the insurer’s decision;
Amended means a change (i.e., a payment calculation); Dismissed may include matters where an applicant
Substituted means insurer made a different decision. no longer pursues their application for external
n/a — no review of this type has occurred. review, either by request or by not undertaking

further steps, in addition to being dismissed by the
ACAT; n/a — no review of this type has occurred;
WPI — Whole Person Impairment; SOI — Significant
Occupational Impact.

The MAI Commission has managed nine complaints to 30 June 2023, with eight of the
complaints from two injured people. In general, the complaints relate to
misunderstandings or miscommunication between the parties, with the insurer making a
genuine effort to assist the injured person. The number of complaints handled by insurers
has also been low, with most complaints relating to delays in approvals or unfavourable
decisions.

43 Submission 7 — T. McLuckie, Submission 13 — Anonymous, Submission 14 — Victim Support ACT, Submission
17 — CARE Inc
4 Submission 5 — ACT Bar Association, Submission 16 — Australian Lawyers Alliance
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As a no-fault scheme, the MAI Scheme intentionally removed the ability for an insurer to
pay for legal advice for defined benefits on behalf of an injured person. This was because it
was no longer necessary to establish the fault of another person to establish an
entitlement to defined benefits and the legislation specifies what defined benefits are to be
provided and how they are to be provided/calculated. The MAI Act did recognise people
may need information and assistance and expressly provided for the DBIS; however, it did
not restrict lawyers being able to provide their services to injured people. This is because a
lawyer or a firm could work out a fee for service cost in relation to advice that an injured
person pays when there are specific issues or stages of a defined benefit application. Firms
that undertake other legal work that are one-off transactions, such as conveyancing and
probate, have similar models. However, feedback in one submission suggests this model is
not being used by the legal profession.

External reviews by ACAT

The ACAT was chosen as the forum for external reviews, and it was intended not to provide
for merits review (i.e., was the decision incorrect on its merits) to avoid an ongoing cycle of
reviews, and the seeking of report after report. It was intended to establish a process that
allows for the correction of the possible error by an insurer that had not been corrected
through internal review. In operationalising the legislation, the ACAT has indicated that the
MAI Act requires applicants to establish that the decision was legally wrong or not based in
evidence. There may be scope to explore with ACAT the approach being taken with respect
to external review matters under the MAI Act and how this compares to other general
matters reviewed by the ACAT. The MAI Commission advises that to date the ACAT has not
used the option under the ACAT’s governing legislation to appoint assessors who are
medically trained to assist Tribunal members. There may be barriers to such appointments.

Some people may require assistance from a legal practitioner for an external review
process in ACAT. To facilitate this, a regulation was put in place that provides for costs and
sets a cap on the amount of legal costs that may be awarded by the ACAT on application by
a party. That cap was set at $2000 indexed by average weekly earnings (AWE) plus the filing
fee. The MAI Commission advises they have been monitoring the costs awarded by the
ACAT, including the information that is required to be reported by the legal profession
under the Motor Accident Injuries (Lawyer Information Collection) Regulation 2021. The
Commission notes that only a handful of entries in accordance with this regulation have
been received and that in some cases reporting has been of the costs awarded by the ACAT
rather than the actual costs incurred by the injured person in the matter. This limits the
evidence the Commission can consider as to whether the cap on the amount able to be
awarded requires adjustment.

Noting the feedback received on the external review process, there would be benefit in the
MAI Commission considering other forms of evidence and information to inform whether
an adjustment should be made to the cap provided for in the Motor Accident Injuries (ACAT
Costs Orders) Regulation 2020. It may also be appropriate to consider whether allowance is
made for the costs of certain reports to be included in the award of costs by ACAT.
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Action items
11. The MAI Commission should develop more information material on the various
means to dispute an insurer’s decision through complaints and internal review.
12. The MAI Commission should review the amount in legal costs that can be awarded
by ACAT, including whether allowance is made for the costs of some reports.

Navigating the MAI Scheme and accessing information

In addition to considering the application process to enter the MAI Scheme, the review also
considered applicants’ information needs and navigation experience through their entire
defined benefits journey.

To commence receiving defined benefits, an application is required to be submitted along
with a medical report. An insurer is obliged to provide information to the injured person
about their entitlements with the application receipt notice. It should include information
on the process for obtaining treatment and care, and income replacement.

The insurer then has 28 days to determine liability for the application, and this can include
seeking additional information to establish the motor accident and the injuries that
resulted. If the insurer is satisfied the injured person is likely to require longer term
treatment and care, a draft recovery plan is developed that the injured person discusses
with their GP. In relation to income support, there is an ongoing obligation for the injured
person to obtain a fitness for work certificate from their GP and the injured person signing
a work declaration. There are other touchpoints between the injured person and the
insurer throughout the management of the application.

What we heard

The top three ways people discovered the MAI Scheme were via website searches

(17 per cent), family/friends (16 per cent) or health professionals (15 per cent) according to
the survey undertaken for the review. Submission comments made in relation to how
people found the various aspects of applying were:

e the information on the forms was not obvious or clear®>;

e the lack of information on the website for specified persons, for example cyclists
and pedestrians?®;

e that there was a lot of bureaucracy?’;

e GPs not familiar with the MAI Scheme and lack of support services*s;

e poor navigability of the MAI Commission website?’;

e feeling overwhelmed by the amount of information and felt being taken advantage
because they lacked knowledge®°.

4 Submission 4 — G. Maddigan

46 Submission 2 — Unnamed Pedal Power member

47 Submission 4 — G. Maddigan; Submission 12 — Suncorp, Submission 14 — Victim Support ACT
48 Submission 7 — T. McLuckie

4 Submission 7 — T. McLuckie

50 Submission 10 — S. Murry, Submission 13 - Anonymous
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Some suggestions were also made, including that examples of completed forms be
provided to guide the information required>:. It was also suggested that additional support
be provided for vulnerable people who may need assistance navigating the interactions
between the MAI Scheme and other schemes or employment law®2, due to low literacy®3
or the type of injury the injured person has sustained>.

Reviewers’ comments and findings

The MAI Commission’s website, www.treasury.act.gov.au/maic, has been operational since
the MAI Scheme commenced. In March 2022, the MAI Commission’s website was
redesigned, and information rearranged to provide additional assistance and information
on the MAI Scheme. The MAI Commission advises they review the information routinely,
particularly following enquiries which suggest clarification may be required. The MAI
Commission also aims to ensure that the forms and the information that is provided are
simple to understand and the website is navigable. Several actions in this report are
intended to improve the forms, website and information available to injured people to
navigate the MAI Scheme.

Information is required to be provided to an injured person by the insurer throughout their
application and defined benefits journey. Given the feedback from some injured people
that they felt overwhelmed by the amount of information that was provided to them, it
would be beneficial for the MAI Commission to discuss with insurers how, and potentially
when, information is presented to applicants.

Support is available from the DBIS for injured people and their families to navigate the MAI
Scheme through a combination of information services and some legal services. In
establishing the DBIS, the MAI Commission initially ran a pilot with certain restrictions on
the ability to undertake legal services, such as legal advice and tasks. Findings from the
pilot indicated that there was a need to allow these additional services. As a result, legal
services are now allowed under the current contract and include legal advice and tasks
such as completing forms where a person has identified a particular difficulty, for example
not being able to read or write in English. The DBIS identifies the level of services required.
However, they do not provide ongoing legal representation services. CARE Inc delivers the
DBIS through their accredited community legal centre, providing the service with legal
capability.

Since the start of the MAI Scheme to 30 June 2023, the DBIS has provided over 508
services. The DBIS initially provided 34 services in their first few months of the service
being established, and in June quarter reported 74 services (Figure 15). The increased
utilisation rate indicates that the promotion of the DBIS is working to make its services
more well known.

51 Submission 7 — T. McLuckie

52 Submission 16 — Australian Lawyers Alliance, Submission 17 — CARE Inc
53 Submission 14 — Victim Support ACT

54 Survey response 4
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Figure 15 — DBIS services to 30 June 2023, to date and for the June quarter

DBIS SERVICES PROVIDED

To date

This quarter

DBIS

508

74

Number of services provided*

*If required, individuals may access repeat services from the DBIS.

The reviewers note CARE Inc has identified a concern that support may be needed for
vulnerable people who have more complex needs or interact with other schemes. As this
relates to service provision under contract, the reviewers suggest the MAlI Commission

consider this in the context of its next review of the scope of services provided by the DBIS.

Action items

13. The MAI Commission should work with the MAI insurers to identify ways that
can address the concerns raised about information overload.
14. The MAI Commission should consider a review of the scope of services

provided by the Defined Benefits Information Service.

Other aspects of the MAI Sc

heme

The reviewers note comments were made in one submission regarding funeral benefits and

these are addressed in the section on the application process. The funeral benefit is
payable for a person who dies because of a motor accident. As of 1 October 2023, the
maximum cap of the benefit is $16,930. Data held by the MAI Commission indicates that

most funeral costs claimed from MAI insurers have been below the cap. MAI insurers have

paid funeral benefits for an accident in the ACT on 16 occasions, paying $221,626 to
30 June 2023, with the average payment being $13,852. The payment is generally made

within 14 days (median) following a complete application being received by a MAl insurer.

There were no submissions received in relation to the dependant benefit, which is a lump

sum payable for the domestic partner of a person who dies because of a motor accident

and up to four children of the

Some comments were received in relation to the pathway for children to common law>>.

deceased.

This is a policy setting contained in the legislation and is out of scope of this review. Under

the MAI Scheme, an avenue for a child injured by someone else’s negligence in a motor
accident to claim for common law damages for their on-going needs without a WPI
assessment, is if they are still receiving treatment and care benefits four years and six

months after the accident. This is in recognition of the fact that young people’s injuries can
take longer to stabilise and resolve. As the MAI Scheme is less than four years old, no child
has reached the four years and six months point. A not at fault child with a WPI assessment

of at least 10 per cent is eligible to make a common law claim before four years and six

months.

55 Submission 15 — ACT Law Society, Submission 16 — Australian Lawyers Alliance
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Common law is not covered by the review as very few claims have occurred as at
1 February 2023. An out of scope legislative drafting issue was raised in the context of
common law®®,

Section Three — Financial aspects of the MAI Scheme

This section assesses the financial aspects of the MAI Scheme in line with the terms of
reference of the review, noting the review received little feedback from organisations
and/or individuals on these aspects.

Two of the objects of the MAI Act are to keep the costs of motor accident injury insurance
at an affordable level and to provide frameworks that allows competition in setting
premiums for policies. In addition to reporting on these two objects, this section provides a
summary of work undertaken by the MAI Scheme Actuary, Finity Consulting (detailed
report at Attachment A) for the review. The Finity report includes:

e the components of insurance pricing;

e the pricing complexities specific to the MAI Scheme;

e the application of the premium fully funded but not excessive tests;
e the claims experience to date; and

e premiums collected.

Components of insurance pricing (from the Finity report)

Under the MAI Act, one of the functions of the MAI Commission is to ensure that
premiums fully fund the present and likely future liability under the Act but are not
excessive. Finity assesses the insurer filings as the Scheme Actuary to assist the MAI
Commission to undertake this function.

Insurers make annual filings to the MAI Commission outlining proposed premiums to be
charged. These filings provide information on the assumptions and rationale for the
prospective premiums, including the frequency and average cost for both defined benefit
claims and common law claims, based on available information. In addition to considering
the various costs of the scheme, when setting premiums insurers also consider the timing
of cashflows and elements affecting demand, such as competitor pricing.

MAI premiums are made up of various components, including:

e the risk premium (accounting for the expected cost of claims and expected returns
on invested funds);

e expenses and loadings, including for claims management;

e profit margin as compensation for the capital allocated and accepted risk; and

e nominal defendant loadings and GST.

The largest part of the MAI premium is the risk premium, which accounts on average for
around 65 per cent of the premium (Figure 16). These claims costs arise from both the

56 Submission 15 — ACT Law Society, Submission 16 — Australian Lawyers Alliance

ort on the Three Year Review 31



defined benefits and common law provisions of the MAI Scheme and continue to emerge
for a significant period after a policy is underwritten. According to Finity, just over half of
the risk premium relates to common law.

The overall average profit margin across the full premium filings from the MAI Scheme
commencement to 2023 adjusted for market share is 9.5 per cent (though generally varying
between 8.35 per cent and 9.65 per cent). This average or range is broadly consistent with
profit margins achieved in other states, noting insurers might seek a slightly higher profit
margin for a smaller jurisdiction due to diseconomies and greater uncertainty:

e in NSW, SIRA has set an 8 per cent profit margin as a target for assessing insurer
premium filings;

e in Qld, the target profit margin is 7.75 per cent, with the retrospective estimates of
actual insurer profitability being an average of 9 per cent over 2018-2022 and
7 per cent over 2020-2022; and

e in Tasmania, a pricing recommendation for 2021-22 included a projected after-tax
profit margin of 9.4 per cent.

Figure 16 — Components of the De Novo premiums (applicable from 1 February of each year)
(Finity Report, Figure 7.1, page 7)
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Premiums and affordability

The average passenger vehicle MAI premium on 30 June 2023 was $405.68, a reduction of
nearly $53 or 12 per cent from the 1 February 2020 premium of $458.30 when the Scheme
commenced (Figure 17). In comparison, over this same period, the consumer price index
for the ACT increased by nearly 15 per cent. In addition, in the immediate couple of months
leading up to and in anticipation of the new scheme, average passenger vehicle premiums
reduced by $58.45.

gport on the Three Year Review 32



Figure 17 — Fall in MAI premiums — 1 February 2020 to 30 June 2023
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The overall affordability of the MAI Scheme has also improved since its commencement in
February 2020, with average passenger vehicle premiums declining from around
25 per cent to 20 per cent of average weekly earnings (AWE) (Figure 18).

Figure 18- Average premiums for private passenger vehicles as a proportion of ACT AWE

MAI Scheme Affordability
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Note: Premiums and AWE data as at 30 June each financial year.

Average passenger vehicle premiums are also affordable when compared to premiums in
other states and territories (Figure 19), with the ACT’s premium as a share of AWE equal to

the state average of 24.7 per cent of a week’s average earnings. This represents 0.474 per
cent of average annual earnings in the ACT.
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Figure 19 - Average premiums for private passenger vehicles as a proportion of AWE for all states
—1July 2023
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As some jurisdictions do not separate out the CTP/MAI premium collected and the amount
collected for their respective Lifetime Care and Support (LTCS) Schemes (the ACT has a
separate levy), the amounts in Figure 19 include CTP/MAI premiums and LTCS amounts.
Some jurisdictions may also include stamp duty or other amounts in their premiums.

Premiums were lower on commencement of the MAI Scheme compared to the previous
CTP scheme, despite the expanded coverage of the MAI Scheme to at fault injured people.
The MAI Scheme is a lower cost scheme and insurers have ‘clearer visibility’ over the
scheme costs they are incurring (or likely to occur) and the benefits payable.
Pre-determined benefit arrangements provide a higher level of certainty, compared to a
pure common law scheme.

A key factor in premium reductions since the MAI Scheme commenced has been insurer
competition. Other factors resulting in some premiums reductions have been lower than
expected applications because of COVID (lower vehicle numbers on the road) and what'’s
known as the honeymoon period. The ‘honeymoon’ is the time it can take for injured
people to become used to and engage with a new scheme. Insurers were expressly
required to take this factor into account in premium filings.

Insurer competition and market share

The MAI insurance market is a competitive market and, in addition to the design of the MAI
Scheme, this has contributed to declines in premiums and improvements in affordability
relative to the previous CTP Scheme.

Changes in insurer market share

Market share indicates the proportion of the market held by each insurer and provides an
indication of how the ACT community is responding to the premiums offered by MAI
insurers. Market share is calculated based on the premiums collected by each insurer.

After the MAI Scheme commenced on 1 February 2020, NRMA and the Suncorp Group
(AAMI, APIA and GIO) held 61.7 per cent and 38.3 per cent of the market respectively in
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2019-20. NRMA’s market share reduced to 53.5 per cent in 2020-21 as GIO provided more
competitive passenger vehicle premiums. In 2021-22 and 2022-23 the market share
continued to fluctuate in response to movements in premiums charged by insurers, with
NRMA maintaining a market share of over 55 per cent in both years (Figure 20).
Competition has particularly focused on passenger vehicles which represents by far the
largest proportion of the market at 76.0 per cent °7.

Figure 20 — Market share — 2019-20 to 2022-23
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Framework Settings and Competition
The MAI framework settings - including information transparency and streamlined filing
arrangements - promote competition in the MAI insurance market.

The MAI Commission facilitates price information to motorists by having a comparison of
all insurers’ premiums shown on registration renewal notices; links to the insurers’ website
address are also included on the notice; and the latest and historical premiums are
published on the MAI Commission’s website.

The ACT market is price sensitive and motorists have responded to reductions in premiums
by ‘chasing’ lower prices and switching insurer, even with minor changes in the published
price. Due to this price sensitivity, to gain greater market share the two leading insurers,
NRMA and GIO, have generally filed lower or equivalent passenger vehicle premiums very
soon after becoming aware of their main competitor’s latest premium offering.

Streamlined premium filing arrangements, ‘partial filings’, were introduced to allow
insurers to file smaller changes to premiums more often, which promotes competition
between insurers. The filing is required to meet a minimum threshold premium change and
can increase or decrease within the set range, with the MAI Commission setting the range

57 The passenger vehicle proportion of the market is based on market share i.e. premiums collected, not
actual registrations.
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after advice from the Scheme Actuary. The insurers have adopted the arrangement, with
partial filings increasing from a total of one in 2019-20 to nine in 2022-23.

From the commencement of the MAI Scheme 1 February 2020 to the end of June 2023,
NRMA has generally maintained a market share of more than 50 per cent despite generally
not having the lowest price, or when just matching the price of GIO (Figure 21). However,
the insurers” market shares do vary depending on which insurer has the lowest premium
and by how much they are lower than their competitor. When NRMA’s premium is
generally more than $3 or $4 lower than GIO’s premium, its market share increases
substantially. GIO’s market share reached a high of 52.7 per cent when its premium was
$12.60 lower than NRMA.

Figure 21 — Market share and passenger vehicle premiums
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This suggests that for a substantial proportion of motorists, price is the key component of
their purchase decision, rather than reputation, brand loyalty or the incentives offered.
According to Finity, premium reductions appear to have occurred primarily because of
competition, rather than emerging information about the Scheme, which has reduced
profit margins. In addition, Finity notes the ACT MAI Scheme applies stricter pricing
regulations compared to other state and territory schemes and means that one of the key
avenues available to ACT insurers is to compete on price.

The MAI Scheme framework permits MAI insurers to provide ancillary offers to existing

and/or new MAI customers in the ACT. These after-offer incentives are intended to secure
and maintain brand loyalty across an array of general insurance products, with strict rules
against cross-subsidisation. Examples of after-offers have included bundling discounts; gift
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cards; and sporting event tickets. This has increased competition in terms of the insurers
putting forward incentives to accrue customer business.

There appears however to be some degree of customer allegiance to NRMA and/or NRMA’s
strong loyalty discount arrangement on other insurance products. NRMA had a monopoly
on CTP policies prior to competition in 2013 and has had a long-standing presence in the
ACT market.

GIO’s approach has been centred around offering a strong local presence and being part of
the Canberra community. This includes locating their claims management office in Woden,
which seeks to provide faster response times and local engagement. It also has community
partnerships with GIO Stadium, the Canberra Hospital Foundation, the Australian Road
Safety Foundation and Wheelchair Sports NSW/ACT.

Claims experience and premiums collected (from the Finity report)

The actual volume of claims reported to 30 June 2023 has been materially lower than
anticipated (on a mature scheme basis) prior to the MAI Scheme’s commencement, with
the number of applications to the MAI Scheme totalling 1,454 and the number of common
law claims totalling only 26 (noting further common law claims associated with the first
three years’ of accidents might be notified) (includes interstate claims). According to Finity
this, at least in part, reflects the significant impacts of the COVID-19 pandemic and the
‘honeymoon period’.

The payments associated with premiums collected for a given year can occur over an
extended period (Figure 22). This means that setting premiums can be a challenge for
insurers, because there is uncertainty around what the costs will ultimately be and how
claim trends will evolve. Cost inflation and investment returns are also a source of
additional uncertainty.
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Figure 22 - Indicative payment pattern showing expected payments over time for a year’s worth
of earned premium (Finity Report, Figure 8.1, page 12)
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Figure 22 shows an indicative payment pattern, derived from insurer rate filings prior to the
implementation of the MAI Scheme. These patterns are derived by taking an ultimate view
of the total costs for a single year’s worth of injuries and showing when (over time) the
costs are expected to be paid. These patterns are not shown cumulatively, but show the
incremental payments expected in each year following the year which the injuries
occurred. For example, in Development Year 6 (five years after the end of the year of
injury), 15 per cent of the ultimate Common Law payments for that year of injury are
expected to be paid. These patterns are not intended to show a “normal” payment pattern
for an individual claim, but the total pattern of payments an insurer estimates it will be
liable for across an entire year’s accidents.

For the total payments made to 30 June 2023, nearly 93 per cent was paid directly to
injured people in the form of treatment benefits (45.8 per cent) and income replacement
defined benefits (35.8 per cent); future economic loss for common law (3.8 per cent); past
economic loss for common law (2.6 per cent); quality of life (2.6 per cent); and care

(2 per cent).

Defined benefits payments made to 30 June 2023 have exceeded common law costs, but
this is consistent with an anticipated later peak on common law costs. Finity analysed
actual payments made by each accident year over their development and considered that
the ‘shape’ of the payments for defined benefits to date is broadly consistent with that
envisaged in premium filings (see figure 8.2, p.13 in the Finity report).

According to Finity, there is currently a high level of uncertainty in the long-term cost of the
scheme, as an extended period is required to accurately assess claims costs. It is too early
to determine the long-term cost of the scheme given:
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e it has only been operating for 3 years, with only a small number of claims finalised.
Data on the cumulative payments made by accident year show both defined
benefits and common law costs being incurred, however, with outstanding case
estimates. None appear to be ‘fully developed’ to allow definitive conclusions on
ultimate costs to be made;

e many of the frequency and cost patterns are still yet to develop;

e the high levels of frequency uncertainty associated with the ‘extreme impact’
caused by COVID-19 lockdowns and changes in driving behaviour; and

e the ‘honeymoon’ impact which has materially reduced the claims frequency.

Between $140 and $150 million in premiums have been collected per annum since the
Scheme commenced, equating to around $438 million over the first three years.

While premium revenue is collected as part of vehicle registration, most costs are usually
paid sometime later, and benefits may continue for several years but are accounted for
against the accident year.

According to Finity:

“considering only payments made by the insurer in a year, particularly early in the
Scheme’s maturity, will understate the ultimate cost of the accidents occurring in
that year, and therefore the cost of providing that insurance”>%.

It is also important to highlight that premiums cover more than just claims costs, with
non-claim costs accounting for about 35 per cent of the total premium.

Overall, Finity considers that premiums are meeting the ‘fully funded’ and ‘not excessive’
scheme requirements, though with potential for significant divergence occurring between
the assumptions made by insurers and actual experience as it develops.

Finity in its report considered the 2020-21 accident year, which is the most developed year.
While the costs for that year are not fully developed and will continue to evolve,
particularly in relation to common law payments, they do consider it likely to be impacted
by lower claims frequency due to COVID and the honeymoon period that has accompanied
scheme reform.>®

In addition to claim payments under the MAI Scheme, insurers have continued payment of
claims costs related to the prior CTP Scheme, for which no premiums have been collected
since 31 January 2020. These claims payments have totalled $279.2 million over the period
2020-21 to 2022-23 for CTP claims that were being finalised post introduction of the MAI
Scheme.

Reasonable commercial return

In establishing the MAI Scheme, the Government was concerned to ensure that a
mechanism could be put in place to allow for action to be taken in the event a greater than

%8 Finity report, Attachment A, p.16
59 Finity report, Attachment A, p.16

ort on the Three Year Review 39



reasonable commercial return occurs in an accident year. To date, only one jurisdiction,
NSW, has a profit mechanism under their legislation following scheme reform.

The MAI Act provides that a regulation may be made that provides for the way the MAI
Commission is to work out the reasonable industry net profit for a licensed insurer for a
year. The MAI Commission is to then assess the actual net profit of the MAIl insurer. If the
actual net profit of a licensed insurer differs from the reasonable industry net profit, the
regulation is also to specify the action the MAI Commission may take.

Insurers intend to make a profit when underwriting insurance, and it is appropriate they
are compensated for risk and the opportunity cost of capital. However, noting there is still
significant uncertainty around scheme costs and there is evidence of lower-than-expected
claims, on balance, it would be appropriate for the regulation to be put in place.

Action items
15. The MAI Commission should develop the regulation on net profit under section
411 of the MAI Act, noting a consultation process with the Scheme Actuary
and MAI Insurers on the regulation is to be undertaken.
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Section Four — Activities of the MAI Commission

The MAI Commission is a statutory authority established on 1 February 2020 to monitor
and supervise the MAI Scheme. This section outlines the activities of the MAI Commission.

Promotion of awareness of the MAI Scheme

A key function of the MAI Commission is to promote awareness of the MAI Scheme and
provide information on how to apply to MAI insurers and the Nominal Defendant. This has
been done through the development of the website and other activities. At the
commencement of the MAI Scheme, the ACT Government placed radio ads and used
Facebook to inform Canberrans. Following these initial communication activities, other
ways of promotion have been:

e Aninformation flyer included with every registration mailout for over a year.

e Providing an information sheet to the Coroners Court for their use.

e Sending out targeted information packs to service providers, including GP
practices, funeral directors, the Australian Medical Association (ACT), Royal
Australian College of General Practitioners, and the Australian Physiotherapy
Association.

¢ Running information sessions for key stakeholders, for example Victim Support
ACT, the Australian Physiotherapy Association and Taxi industry associations.

¢ Funding Google Search advertising campaigns for the MAI Commission’s website,
generating over 2,342 click throughs. This involves purchasing the top search result
for relevant keywords, increasing the prominence of the website.

MAI Scheme improvements

Guidelines were developed initially for the commencement of the MAI Scheme. Since then,
the treatment and care guidelines and the income replacement benefit guidelines were
updated in 2021 to reflect feedback received from MAI insurers, injured persons and the
DBIS. New internal review guidelines and quality of life guidelines were made in 2022, also
reflecting feedback received and from reviewing ACAT decisions.

The Motor Accident Injuries Amendment Act 2023 introduced additional regulatory tools to
strengthen the licensing provisions in the MAI Act. These include directions powers and a
financial penalties regime, allowing the MAI Commission to manage non-compliance by
licensed insurers in a proactive manner. The MAI Act also provides for insurers to report
conduct to the MAI Commission which may have had an impact on the MAI business.

Licencing and supervision

The MAI Act provides the licensing and supervision framework for the MAI Scheme. One of
the first activities of the MAI Commission was to license the MAIl insurers. On the
commencement of the MAI Scheme, the insurers, previously licensed under the Road
Transport (Third-party Insurance) Act 2008, had their licences transferred to be licences
under the MAI Act. Licensees and the Nominal Defendant also signed an updated Insurance
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Industry Deed. A Compliance Framework outlining the Commission’s approach to the
regulation and supervision of the MAI Scheme and the insurers was published.

Since the commencement of the MAI Scheme, the MAI Commission has adopted the
approach of education and engagement of insurers on issues that have arisen. The
Commission regularly reviews data in the MAI Register for quality and consistency with the
MAI Act, regulations, and guidelines. Data from the register is also used to identify trends
and potential risks in each insurer’s systems and processes for administering the MAI
Scheme. Thirteen written requests were made to MAI insurers up to 30 June 2023 for
information about compliance risks identified through the MAI Commission’s monitoring
activities.

The MAI Register assists the MAI Commission in monitoring compliance as well as analysing
how the MAI Scheme is performing against its objectives. It allows for an enhanced and
systematic data capture and reporting, assisting Commission staff and the MAI Scheme’s
actuary in its functions. Data is collected from licensed insurers and the Nominal Defendant
at regular intervals. De-identified information is reported through the MAI Scheme
Quarterly reports.

The MAI Commission also has an arrangement with the ACAT’s Registry staff to provide
information to the Commission on external reviews of insurers’ reviewable decisions and
applications for the payment of dependent benefits. Information is collected by regulation
about legal fees and related costs from lawyers providing legal representation to injured
parties under the MAI Scheme in certain circumstances.

The MAI Commission also reviews the decisions published by ACAT. Where procedural or
compliance matters are raised in the decision, these are followed up with MAIl insurers.
Process improvements have also resulted from the review of ACAT decisions, for example
clarifying when an internal review can be paused to allow more information to be
obtained. The MAI Commission actively works with insurers so that all non-compliance
identified is appropriately addressed. This includes requiring improvement plans to be
submitted and completed.

Regular meetings are held with MAI insurers, the Nominal Defendant, and the Insurance
Council of Australia. These meetings focus on:

e operational aspects of the MAI Scheme including any significant matters arising
from applications under the MAI Scheme;

e complaints, insurer compliance and updates on any remediation activities;

e other emerging policy and operational issues including legislative updates.

Further feedback on the operation of the MAI Scheme is gathered through periodic
discussions with the authorised providers for the DBIS and independent medical
examinations, any complaints and from direct community enquiries regarding the MAI
Scheme. Feedback is regularly sought from stakeholders through consultation on draft
guidelines and other initiatives.
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The MAI Commission’s complaint function relates to reviews into the handling of an injured
person’s application for defined benefits or a motor accident claim by a MAI insurer. Since
the commencement of the MAI Scheme, the Commission has handled a total of nine
complaints. The Commission will propose actions and remedial options in process
improvement but cannot change or overturn a decision made by the insurer. Information
resulting from the complaints process, where applicable, is used to inform compliance
activities; make Guidelines amendments to address issues or improve procedures; and to
inform the internal Complaints Handling Policy.

The Commission’s compliance activities also include an annual self-assessment tool for
insurers. The tool was first issued to insurers in 2021 and related to the initial handling of
defined benefit applications. In June 2022 insurers were issued with a questionnaire
focusing on recovery plans, internal review processes and the handling of quality of life
applications. Both questionnaires resulted in all licensed insurers making improvements to
their internal processes and compliance monitoring systems to reflect risks they identified
through using the tool. Given the effectiveness of the self-assessment tool, the MAI
Commission intends to use it annually, and issued the tool in July 2023 to insurers on
income replacement benefit.

Funding of road safety initiatives

The MAI Commission plays a key role in supporting and promoting the prevention of motor
accidents and the safe use of motor vehicles. The Commission has budgeted to contribute a
minimum of $50,000 each financial year towards road safety. In conjunction with Transport
Canberra and City Services Directorate (TCCSD), the Commission funds a range of road
safety initiatives that aim to reduce the number of accidents and/or the severity of
accidents with the intent of reducing the cost and trauma associated with personal injuries,
some of which are fatal. Speeding, drink-driving and the non-wearing of seatbelts are
consistently identified as key factors in ACT road accidents.

Where applicable, the road safety campaigns have been aligned with the ACT’s overarching
road safety strategies, including the ACT Road Safety Action Plan 2020-2023; the core
guiding principles of Vision Zero; and the Safe Systems approach in the ACT Road Safety
Strategy 2020-2025. The MAI Commission provided $100,000 for speeding, drink driving
and seatbelt wearing campaigns in the 2019-2020 financial year and another $80,000 for
2020-2021 to allow the initiatives to be extended. Substantial funding of $220,000 was
contributed to the implementation of mobile device detection cameras to address driver
distraction, another key factor in ACT road accidents.

In 2022-23 in response to the relatively high death toll experienced on ACT roads in 2022,
the MAI Commission contributed $70,000 for the broadcasting of the Casual Speeding
Campaign - Every K Counts. The key intent of the initiative was to change motorists’
attitudes towards low level speeding.

The MAI Commission recently worked with the taxi industry to develop and fund an ACT
Road Safety Taxi Manual (the Manual) to assist the industry in reducing taxi accident rates
over time. The Manual provides a standardised guideline aimed at improving the driving
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safety of taxis in the ACT. A range of hazards specific to the ACT taxi industry are outlined,
with the manual providing numerous strategies that may be implemented to minimise the
risk of incidents and harm. To maximise the likelihood of reducing taxi premiums in the
medium term, the taxi industry has been encouraged to holistically adopt the framework in
the Manual. The manual is available on the MAI Commission’s website.

Transition premium surplus refunds paid to vehicle owners

As the MAI Scheme replaced the previous CTP Scheme, premium surplus refunds (refunds)
were payable to many motorists as the policies they paid for prior to 1 February 2020,
crossed over from the old CTP Scheme and automatically became MAI policies. This was so
because the CTP policy was a higher cost than the MAI policy.

ACT vehicle owners that renewed their registration with a start date falling between the
30 April 2022 and 29 April 2023 benefited from receiving a one-off MAI refund applying to
their first renewal. Each vehicle in an eligible vehicle class received the same average one-
off refund, which for a private car (class 1) was $19.90, irrespective of which MAI insurer
the motorist selected as part of their registration renewal and the period of insurance
selected.

Up until 30 June 2023, the MAI Commission successfully returned to motorists $6.8 million
of the $7.1 million (96 per cent) refunded by insurers to the Commission. In addition, it is
expected that there will be some additional outstanding top-up payments®° to individual
motorists made in 2023-24. The remaining amount relates to implementation costs such as
the required ICT changes that were necessary to action the refunds to motorists.

The total refund amount of $6.8 million has not been included in (subtracted from) the
average passenger vehicle premiums outlined in the premiums and affordability section of
this report. The refund amount received from the insurers was based on premiums
collected in the CTP Scheme.

Next Steps

The Government is pleased to note that the reviewers have found overall that the MAI
Scheme is working as intended in providing faster and fairer support; and will continue to
monitor the operation of the Scheme and the need for additional guidance material to
clarify legislation.

The MAI Commission was consulted in the process of finalising this review report and the
proposed actions. The Insurance Branch will work with and support the MAI Commission to
progress the 15 action items proposed in this report, including further engagement with
stakeholders on some actions.

0 Additional ‘top-up payments’ were made to some vehicles in vehicle classes 4 - Goods vehicle - gross
vehicle mass (GVM) is over 4.5 t; 5A - Bus or demand responsive service vehicle — vehicle has seating for
more than 16 adults (including the driver); 6 — Taxis; and 22 - Ambulances as they paid substantially higher
premiums than the vehicle class average.
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Appendix A- Terms of Reference

Review the operation of the Motor Accident Injuries Scheme legislation, including associated
guidelines, and report on the extent to which they are working in practice, with regard to the
requirements of section 493(2) and the objects in section 6 of the Motor Accident Injuries Act 2019
(the Act) as follows:

1. MAI Scheme general statistics.

This is to include:
e number of defined benefit applications and the potential impact COVID has had on the
Scheme
e participant statistics such as role in accident, age ranges, types of injuries, injury severity

2. Ensure defined benefits are available to support all people injured in motor accidents on a
no--fault basis.

This is to consider the quantum of benefits provided to MAI Scheme applicants and the processes
for ensuring the timely determination and payment of defined benefits entitlements and include:
¢ the initial application process, including information required from applicants to
determine eligibility on a no-fault basis and decision timeframes
¢ information required from applicants when requesting approvals and payments
* obligations on applicants receiving income replacement benefits
¢ an analysis of the quantum of benefits paid
¢ the timeliness of defined benefit payments (for income replacement, funeral, dependant
death benefits, and quality of life benefit entitlements)
e the process for accessing a quality of life benefit

Matters relating to the approval and payment of treatment and care benefits will be
covered under the following section.

3. Encourage early and appropriate treatment and care, to achieve optimum recovery and return to
pre-accident levels of activity and work.

This is to include:
¢ the amount and incidence of allowable expense payments
* treatment and care approvals, including factors in section 120 of the Act relating to
deciding what is reasonable and necessary
e conduct in relation to treatment and care needs assessments
¢ recovery plan development and engagement
¢ the timeliness of delivery of treatment and care
¢ the amount, and timeliness of treatment and care benefit payments
¢ the progression of motor accident injury claims

4. Support access to defined benefits.
This is to include the:
¢ availability of information and support to access defined benefits under the MAI Scheme,

including whether there are barriers for some individuals in engaging with the scheme
e provision of services by the Defined Benefits Information Service
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5. Promote and encourage the early, quick, and cost-effective resolution of defined benefit
disputes.

This is to include:

e the process of complaints handling by insurers

e the nature and outcomes of complaints to insurers (but not in relation to internal review
applications under part 2.10 of the Act)

¢ the number of applications under part 2.10 (Defined benefits—dispute resolution) for
internal review and ACAT (ACT Civil and Administrative Tribunal) review of decisions by
insurers relating to applications for defined benefits and the outcomes of those
applications

e information reported to the MAI Commission under section 469 in relation to legal fees
and related costs for applications for external review before the ACAT

¢ the number, nature, and outcome of complaints to the MAI Commission

6. Continue to improve the system of motor accident injury insurance, and the scheme of statutory
insurance for uninsured and unidentified vehicles, operating in the ACT.

This is to include:
e Improvements made to the MAI Scheme since it began operation

7. Keep costs of motor accident injury insurance at an affordable level, and provide a framework
that allows competition in setting premiums for motor accident Injury insurance policies.

This is to include:
¢ changes in premiums from the commencement of the MAI Scheme
e changes in insurer market share and price impacts on market share
e the affordability of the scheme
¢ how MAI premiums compare to other jurisdictions
¢ the amount of premium surplus refunds paid to vehicle owners due to the transition from
the Compulsory Third-party Insurance Scheme

8. MAI premiums efficiency.

This is to include the:

e percentage of MAI premiums used to pay defined benefits, including for treatment and
care, for people injured in motor accidents during the review period

e percentage of payments by benefit type, including direct and indirect recovery
payments, for people injured in motor accidents during the review period

e percentage breakdown of the components of the total scheme average MAI
premium over the review period as contained in insurer premium filings

erange of the annual expected MAI insurer profit margin (percentage terms)
included in insurer premium filings during the review period

9. Provide for the licensing and supervision of insurers providing motor accident injury
insurance.

This is to include:
e compliance activities of the MAI Commission since the MAI Scheme commenced
operation
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10. Establish and keep a register of defined benefit applications and motor accident claims to
assist with the administration of the MAI Scheme and the detection of fraud.

This is to include:
e information on the collection of data and how the data is used by the MAI Commission

11. Support and promote the prevention of motor accident and the safe use of motor
vehicles.

This is to include:
e information on the activities of the MAI Commission in this area
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Appendix B — Action Items

10.

11.

12.

13.

14.

15.

The MAI Commission should refresh its information material on the website to
improve accessibility and develop an information booklet to provide additional
guidance for making an application.

The MAI Commission should update the forms to minimise the required information
and make the steps clearer.

The MAI Commission should explore the feasibility of establishing an optional
process for a notification to the relevant insurer through a digital portal.

The MAI Commission should consider whether there are changes required to
minimise barriers and disputes in accessing treatment and care, while being
consistent with the MAI Act. This should include insurer communications.

The MAI Commission should explore ways to streamline the process for seeking
reimbursement and submission of invoices/receipts to an insurer.

The MAI Commission should consider providing greater detail on the various
treatment and care processes in an information booklet.

The MAI Commission should provide further information to assist general
practitioners.

The MAI Commission should continue to monitor the process for recovery
planning by MAl insurers.

The MAI Commission should consider providing more website information about
the purpose and processes associated with the quality of life benefit.

The MAI Commission should provide more website information and examples about
how income support is worked out under the MAI Scheme, and review the
information provided by MAI insurers.

The MAI Commission should develop more information material on the various
means to dispute an insurer’s decision through complaints and internal review.
The MAI Commission should review the amount in legal costs that can be awarded
by ACAT, including whether allowance is made for the costs of some reports.

The MAI Commission should work with the MAI insurers to identify ways that
can address the concerns raised about information overload.

The MAI Commission should consider a review of the scope of services

provided by the Defined Benefits Information Service.

The MAI Commission should develop the regulation on net profit under section
411 of the MAI Act, noting a consultation process with the Scheme Actuary

and MAI Insurers on the regulation is to be undertaken.
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Appendix C— Submissions list

10
11
12
13
14
15
16

17

Please visit the MAI Commission’s website for the above submissions.

J. Stewart

Unnamed Pedal Power Member

D. Hennessy

G. Maddigan

ACT Bar Association

Australian Physiotherapy Association

T. McLuckie

Maliganis Edwards Johnson

Australian Association of Social Workers
S. Murry

Insurance Council of Australia on behalf of MAl insurers
Suncorp

Anonymous provided by third party
Victim Support ACT

ACT Law Society

Australian Lawyers Alliance (ACT Branch)

CARE Inc

Additional responses to the survey (five)
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1 Purpose and Scope

The Motor Accident Injuries Commission [MAI Commission] of the ACT on behalf of the Insurance Branch has
asked Finity Consulting Pty Ltd (Finity] to assist in the preparation of material to aid the Insurance Branch in
completing a review of the operation of the Motor Accident Injuries Act 2019 (the Act) as reguired by Section
433 of that Act.

The purpose of this brief paper is to respond to part & — ‘MAI premiums Efficiency’ of the Terms of Reference by
providing expert analysis and actuaral advice in the context of Finity being the MAI Scheme actuary.

2 Uncertainty

Motor accident injury insurance is a long tail class of insurance business and it can be many years between an
accident eccurring and the final cast of a claim being known. The MAI Scheme is still in its relative infancy, with
only three years of history, and only a relatively small number of claims finalised to date.

The experience of the Scheme has also been extremely impacted by the COVID-1% pandemic and associated
lockdowns and changes in driver behaviour, which means thers is more than the usual amount of uncertainty
associated with the S5cheme at this time. This has amplified the wsual “honeymoon” impact that often
accompanies any scheme reform, where there is often a pericd of very benign claims activity following
significant legislative change, as all parties adjust to the new scheme environment.

Where references are made to data 'paid to date’, this refers to data covering the period 1 February 2020 to
30 June 2023,

The reader's attention is drawn to ocur full Reliances and Limitations in Section 10.

3 Overview of the Motor Accident Injuries Scheme

Effective 1 February 2020, the scheme covering motor accidents in the ACT was completely overhauled. From
this date the Motor Accident Injuries Scheme [MAI Scheme, the Mew Scheme), governed by the Motor Accident
Injuries Act 2019 (the Act), came into effect. The Act significantly changed the benefits payable to motorists
injured in motor vehicle accidents in the ACT.

Under the Mew Scheme certain Defined Benefits became available to all imjured motorists, with at-fault drivers
included, with some exclusions for certain benefit types. Those who are not-at-fault injured parties continue to
be able to lodge a common law claim against the at-fault driver if they are severely injured [or mest certain
other minimum reguirements). Legal expenses are limited to certain matters.

As with the previous scheme, catastrophically injured participants who are eligible will receive medical,
treatment and care support from the Lifetime Care and Support Scheme [LTCSS).

ACT motorists who are at-fault for accidents ocourring i jurisdictions outside the ACT are covered by the MAI
scheme policies, as they were by the previous scheme's policies. Interstate claim costs are consistent between
the old and new schemes; although they are covered by the MAI insurance policy taken out by the ACT vehicla
owmner, the benefits payable to injured parties are baszed on the benefits of the jurisdiction the accident ooours
in.
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Frior to the introduction of the New Scheme, Ermst & Young (EY) conducted a significant costing analysis of the
scheme changes. EY's analysis provided estimates of the cost per pelicy for passenger vehicles for the various
types of payment (Quality of Life, Loss of Earnings etc.), and for the costs associated with the different

categories of benefit (Defined Benefits for at-fault and not-at-fault claimants, and Common Law benefits for
not-at-fault claimants).

4 Components of insurance pricing

Overview

Long-tailed insurance products, such as those often encountersd in motor accident injury schemes, possess
unigue characteristics that distinguish them from other insurance types. These schemes typically reguire an
extended period — often many years —to accurately assess the total daims costs.

‘When pricing insurance products, insurers need to consider the:

= Different costs and revenuss associated with the product.

] Required profit as compensation for the capital allocated and accepted risk.
= Timing of those cashflows.

= Elements affecting demand — including competitor pricing.

Estimates of these components of required premiums [on a mature scheme basis) were developed by EY as part
of their role advising on the development of the Scheme. Each imsurer has subsequently developed their own
refined estimates as they have underwritten the insurance |starting from a lower base than EY]. Insurers’
analysis of the expected costs have been provided through their premium filings. The remainder of this section
describes the components of the overall cost which imsurers have had to consider.

Components of the price of insurance

The major components of the cost of insurance are:

= Claims costs — these usually make up the majority of the premium charged. In the MAl Scheme, claims
costs, arising from Defined Benefits and Common Law provisions of the scheme, make up the majority
of the costs allowed for in insurers’ pricing. Thizs is consistent with EY's costing of the scheme. Claim
costs continue to emerge for a significant pericd of time after a policy is underwritten.

. Claimz handling expenses — thase relate to the costs incurred by insurers in administering claims, but
are not benefits payable. These include the costs directly associated with managing daims, overheads
related to these functions, and other expenses which the insurer would continue to incur even if they
stopped underwriting new policies.

] Claimz inflation — when projecting cashflows, insurers must make allowance for anticipated increases in
costs from those expressed in “current dollars” [based on analysis of daim sizes at the time premiums
are set) to what the cashflow will actually be in the future. Generally, these increases in costs are
expressed as a combination of:

F economic inflation —where costs increase approximately in line with standard economic indicators
such as the Consumer Price Imdex (CP1) or Average Weekly Earnings [AWE]; and

= "super-imposed” inflation which may arise from causes such as increased frequency of claims,
changes im claims mix, increases in medical costs or court-based judgements Causing increases in
comman lew payout sizes. Each insurer in the MAI Scheme has made allowance for super-imposed
imflation whean setting claims cost assumptions. This is conzistent with both ocbserved experience
and generally accepted actuarial principles.
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] Other expenses:

e Policy administration expenses —these are administrative costs associated with underwriting a
portfolic of insurance, but not directly related to the management of claims. For example, the
costs associated with maintaining a call centre to respond to customer inguiries.

e Acguisition costs — insurers incur costs in acguiring business, for example through brokerages and
commiszions, marketing and within underariting processes.

] Other costs — Other costs may be applied as necessary [either as a specific cost or loading]. For
example, insurers that reinsure elements of their coverage will incur an expected cost of that
reinsurance.

] Taxes and levies — G5T, as well as any stamp duties or insurance specific taxes, must be incorporated

into & premium charged. For the ACT, levies, including for the Nominal Defendant and Motoroyces
contribute to the premium charged to motorists. The ACT does not apply stamp duty to MAI insurance
unlike a number of other States.

= Investment returns — due to the timing difference between when premiums are collected and when
payments are made, insurers generally expect to make some investment returns while they hold those
funds. In order to manage capital reguirements set by federal insurance regulation and provide greater
certainty, investments will normally be in low-risk and/or risk-free asset classes. Investment returns are
aften factored into premiums by “discounting™ future cashflows to present values, rather than included
as a specific line item in premium calculations. The actual level of investment returns allowed for in
premiums varies by insurer.

. Profit margin and/or cost of capital — insurers will generally intend to make a profit when underwriting
insurance. This can be thought of as related to the cost of the capital they must hold to underwrite the
product, and as compensation for the risk they take on by underwriting the portfolio.

Insurers will also consider the competitive landscape (including competitor premiums), and their preference for
profitability and market share when setting premiums.

The timing of cashflows

The timing of cashflows must be considered — both in how it impacts the insurers’ ability to monitor the
premium charged; and the impact these have on the inflation and discounting of future cashflows.

In most insurance contexts, a premium is charged and collected up-front, usually at the start of the coverage
period. Typically, some expenses, taxes, and acquisition costs are paid at that point in time. However, claims
costs are usually paid sometime later.

For short-tailed insurance classes, such as comprehensive motor insurance or home insurance, claims are
typically reported very guickly after an incident and the majority of claim payments will be made in the months
immediately following an incident. Howewver, for long-tail insurance dasses, such as those provided by a motor
accident imjury scheme, the claims may not be reported for some time post the incident [ particularly common
law claims) and benefits may continue to be provided for a number of years.

The drawn-out duration cwer which injury claims are resolved has several implications.

1 There is an extended duration (typically some years) between when premiums are collected and the
related claims are ultimately finished being paid or settled. This means significantly more time needs to
elapse before the actual sufficiency and profitability of these polices can be definitively assessed. This
Means:
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E] a greater level of uncertainty and rizk is therefore accepted by insurers at the inception of a paolicy,
and

b structural changes im claims experience, such as happened in 2020 with the introduction of the
new Act, cannot be responded to as guickly or definitively. In particular, common law claims
typically take some years to be commenced, and a number of further years before settling.

2 As thers is more time between policy inception and resclution, the effects of inflation and discounting
apply for a longer period. This means inflation and discounting assumptions adopted have a greater
impact on the premium reguired.

Section 7 shows a selection of the payment patterns assumed by insurers when setting premiums.
Competitor premiums

Insurers operating in a competitive market, such as the MAI Scheme, will consider competitor pricing when
satting pramiums.

In emvironments where pricing is less regulated, insurers may use many different strategies in pricing insurance
busziness —for example by pricing the risk at an individual level, differentiating new and renewing business
pricing, and leveraging an understanding of consumers’ price elasticity to aptimize returns. The regulations
surrgunding pricing in the MAI Scheme are stricter, and lzave insurers with less scope to implement
differentiated pricing.

With regulated pricing processes such as occurs for the MAI Scheme, and high price transparency [consumers
and insurers have easy access to information on the pricing for the entire Scheme), insurers seeking to capture
or maintain market share are forced to compets on pricing as one of the few factors differentiating them from
competitors. The 5cheme hasz seen this play out over the last thres years, with multiple incremental changes to
price (particularly for private motor vehicles) since scheme inception.

We do note that, while four brands underarite in the MAI 5cheme, GIO, AAMI and APIA are all brands of
Suncorp; with NRMA being a brand of |AG. Therefore, we would expect less competitive tension in the market if
either of the two companies withdrew from the market.

5 Pricing complexities specific to the MAI Scheme

The MAI 5cheme has several characteristics for insurers to consider when developing premiums to charge:

= A new scheme, with new legislation, creates additional uncertainty for imsurers. While estimated costs
can be developed — using information from the prior scheme, similar schemeas in other jurisdictions, and
costing work developed during design stages — they can be heavily driven by assumptions.

= It iz common to observe “honeymoon” periods when new arrangements are introduced. These
honeymoon periods are often characterised by lower claimn numbers and costs. It is conventionally
accepted that, as a new scheme becomes familiar to both applicants and solicitors, they will better
understand how to best utilize the benefits of the new scheme. Insurers were explicitly reguired to
factor in an allowance for the honeymoon pericd during the introduction of the scheme, via the
Premium Guidelines. Howewer, this characteristic of new schemes may make insurers less responsive to
more benign than expected initial claims experience when setting premiums in the years immediately
following the Scheme’s introduction — as they will be cutiouws that the honeymaoon will, in all likelihood,
be a temporary effect.

= Insurance classes and benefit designs which hawve significant delays between the occurrence of an
incident and the finalization of cashflows to applicants or claimants result in experience taking longer to
be observable. For example, due to the delay between Commaon Law claims being made and then
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ultimately paid to a claimant, it can take years after the introduction of a new schemes to confidently
predict the actual cost. Injury schemes, with benefits and settlements extending many years into the

“tail”, are therefore challenging to monitor and draw conclusions from in the first few years after their
establishment.

= Insurers are generally reguired to submit premium filings annually, or when making changes to their
premium structure. Premiums are community rated (by class of vehicle), with transparent competitor
imformation available, and a levy supporting a cross-subsidy to motorcycles.

= The COVID-19 pandemic significantly impacted claims experience from virtually the start of the new
scheme. Reduced mobility, both within the Territory and between other jurisdictions, had a material
impact on claim frequency. This was particularly acute at times where government restrictions were
imposed, but also resulted in changed community behaviour at other times. COVID-1% may have also
impacted the treatment and other costs of those applications that did occur. Insurers, while largely
benefiting from the reduced claim frequency [COVID-19 was unknown at the time premiums were st
for the beginning of the new scheme), would be hesitant to assume any material long term impact
arising from COVID-19 and, similarly, the experience from the first year or two of the Scheme is very
unlikely to be indicative of longer-term trends.

6 Fully funded and not excessive tests
Sectiom 22 of the Act establizhes the role of the MAI Commission and Section 25 sets gut the functions of the
MA| Commission. These functions include, inter alia:

a “to reguiate the lcensing of insurers ...;

b to ensure that premiums fully fund the present and likely future liability under this Act but ore not
EXCESSE; .

c to approve ar reject MA! premiums and make guidelines in relation to premiums under this Act; ..
o to isswe, manitor and review the MAI guidelines and ather stotutory instruments under this Act; _.
Insurers are reguired to submit a full review of premiums [z de novo filing] at least annually, unless the MAI

Commission allows a longer pericd of time. Partial filings can be submitted more freguenthy, and new full filings
miay be submitted i an insurer decides to do so befare the anniversary of the de nowe filing.

To date the four insurers have submitted a single de novo filing each year commencing 1 February, aligned to
the commencement of the MAI 5cheme. These have been assessed by Finity as the Scheme actuary to assist the
MA| Commission in its assessment of the proposed premiums. Further detail on the filings and underlying
assumptions is contained in Section 7 of this report.

Finity, acting as the Scheme actuary, have assessed whether the premiums are:

] imtended to fully fund the present and likely future liabilities under the Act.

= are not excessive, taking into account the market share and mix of risks undenwritten by each insurer.

Finity's approach to undertaking these tests hawve included:

= Reviewing the reasonablensss of assumptions made, with reference to the (limited) claims experience
to date and EY's initial costing analysis during scheme design.

] Aszsessing the appropriateness of estimated profit margins, with reference to accepted insurance
practice in Australia.
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Given the limited experience to date, analysis of the de noveo filings has generally considered the limited
emerging experience, and compared the assumptions adopted for the forthcoming years to the original EY

costings; each insurer's previgus filing; and general information on changing driving behaviour, for example due
to COVID-19 lockdowns in the first two years, and changing work patterns post COVID.

While the actuaries have been satisfied that the premiums are mesting the Act's reguirements, the fact that the
Scheme only commenced effective 1 February 2020 means that it is likely that experience may diverge,
potentially materially, from the assumptions made by each insurer. It will be some years from now before the
actual experience will be known with any certainty. In particular, while the risk cost per policy may not be
unreazonable, it is too early at this point to be definitive about the lomg-term frequency and average claim sizes.
This is particularly because common law claims have only recently commenced reporting, and it will be some
years before these claims, even from the first year of the scheme, start to finalise in any matenal way.

In wiew of the limited experience, the approach of insurers to date to adopt a cautious approach to the change
in the estimated risk cost per policy under the New Scheme is not unreasonable.

7 Insurer filings

7.1 Owerview

The four insurers currently writing policies within the MAI Scheme have submitted de novo premium filings for
the years commencing 1 February 2020, 1 February 2021, 1 February 2022 and 1 February 2023, These filings
outline the assumptions and rationale for the prospective premiums to be charged by inzurers. This s2ction
summarises 3 number of those assumptions at the Scheme lewvel.

Each insurer sets their expectations and pricing assumptions based on the available information at the time of
the filing. This information includes the actual claims experience of the insurer, the costing analyziz undertaken
by EY, and any other imformation the insurer might wish to rely on.

Depending on the approach taken by insurers, they will nesed to make assumptions about:

] The frequency of Defined Benefit claims [per vehicle covered)

. The mix of claims [at-fault, not-at-fault, and by severity)

= Average costs per applicant, which may be further analysed by duration/continuance on benefits and by
bensfit type

= The frequency of Common Law daims they will be liable for

= Average settlement sizes for Common Law claims

] Economic assumptions [for example, regarding claims cost inflation)

= Other components of the premium as described in Section 4.

The approaches taken to satting the various azsumptions will be different as the schemes maturas.

For example, setting an assumed Defined Benefit daim frequency for the coming year can be done with
reference to the observed claim frequency in recent years. This is because recent years' claims frequencies are
observable with higher certainty and without a significant delay [because claims are reported relatively quickly).
However, an insurer will consider how credible recent experience iz as a predictor of future experience —
particularly currently with COVID-1% and a honeymoon period increasing uncertainty — and that may reflect in
their assumption setting.
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When setting Comman Law average sizes, however, insurers have less direct Scheme experience available to
rely on. Insurers may then leave assumptions unchanged from the costing analysis until more evidence

emerges, rely on case management or legal expertize, or still-emerging experiesnce from the pricr scheme and
ather jurisdictions to update their assumptions until more evidence becomes available.

Lastly, setting economic assumptions may be done with reference to economic prajections which do not relate
to past claims experience.

7.2  Breakdown of costs

For each filing the insurers must submit the break-down of their premiums into various components. Figure 7.1
compares the average relative components of the total premium for the four insurers in proportional terms
across the four filings.

Figure 7.1 — Components of the De Nowo premiums [applicable from 1 February of each year)
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Generally, the largest component is the risk premium, i.e. the expected cost of claims allowing for inflation and
discounting. The risk premium has been stable at approximately 85% of premiums. The risk premium is shown
further broken down in Figure 7.2,

Figure 7.2 — Breakdown of the Inflated and Discounted Risk Premium (% total premium])
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The largest element of the risk premium is the assumed average size of costs associsted with Common Law

claims. The calculation of thiz element may still be depending significantly on the pre-scheme calculations of the
expected costs, given the experience to date is limited.

Across the four years, the average defined bensfits represent around 24% of the total risk premium, common
law benefits 32% and the net impact of inflation and discounting across defined benefits and commaon law has
been an additional average cost of 9% across the first four de novo filings.

After the risk premium the next largest element of filed premiums is expenses [14%). These represent the costs
of handling claims and managing any recoveries, managing the business, marketing and acquisition activities,
and business owerheads.

55T payable to the Australian Taxation Office represents §.7% of the premium?.

The profit margin in the de nowa filings has been E.3% of the total premiums. This is discuszed further in more
detail below.

The Mominal Defendant Loading is currently 4.8% of premiums. This is how much every registered vehicle is
paying on average to cover the costs of injuries arizing from uninsured and unidentified vehicles.

7.3 Profit margins
Figure 7.3 shows the distribution of the profit loadings in the de novo filings since 1 February 2020. The profit
loading is shown az a percentage of total premium excuding G5T and the Mominal Defendant Loading, but
including the profit margin itzelf. The overall average across the four de nove filings adjusted for market share is
the black ling; an average of 3.5%.
Figure 7.3 — Distribution of profit margins (3% premium excluding 65T and Mominal Defendant Loading)
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The distribution in Figure 7.3 shows that although the most frequent profit margins adopted are between 8.35%
and 2.65%, generally the insurers with the largest market share have kept the average at the top of that rangs.

! Maote=: G5T is not 9.1% (i=. =qual to 10% of 110%) due to part of the total premium (the Nomineal Defendant Loading] being G5T exempt.
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7.4  Profit margins between jurisdictions

The estimated profit margins adopted by insurers operating in the MAl S5cheme can be compared to profit
miargins in other jurisdictions, to assess their consistency with standard commercial practice. Mot all
jurizdictions publish infoermation on their target profit margins.

Mew South Wales

In NSW, the 5tate Insurance Regulatory Authority [3IRA) oversee the privately underwritten CTP scheme for the
state. The MEW scheme was significantly reformed from 1 December 2017, During 2017, the premium system
also went through several changes. From that time, 5IRA has set an 8% profit margin as a target for assessing
insurer premium filings.

Queesnsland

In Queensland, the Motor Accident Insurance Commission [MAIC) set “ceiling™ and “floor” rates, and insurers
are only permitted to charge premiums within that band. When setting bands, the MAIC targets a profit margin
for insurers of 7.75%. The MAIC has released a report?, prepared by their scheme actuaries, Taylor Fry, showing
retrospective estimates of actual insurer profitability over the last several years. Table 7.1 shows an extract of
that report, with an ovenview of estimated retrospective profit margins. Taylor Fry notes that these estimates
contain wuncertainties, as these underwriting pericds are not yet fully developed — refer to their report for more
information on their approach and the associated limitations.

Table 7.1 — Range of insurer profit margins by underwriting year — Qld — Reproduced from Taylor Fry's report

Scheme Highest Lowest

Underwriting period margin insurer margin insurer margin
2018 13% 2% 2%

2019 11% % -6%

2020 % 2% -1
2021 5% 15%; -G8

2022 ¥ 0% 3%
Average 2018-2022 % 25% 58
Average 2020-2022 7% 3% -6%

While the Queensland S5cheme sets 3 range on premiums, and insurers generally charge at or very close to the
“ceiling™ price, the mix of policies each insurer covers results in a range of profit margins. Due to reported
challenges profitably underwriting in Queesnsland, RACO stopped providing Queensland CTP insurance on 1
COctober 2023,

Tasmania

In Tasmania, the Motor Accident Insurance Board [MAIB) administer the funding and payment of the no-fault
CTP motor accident injury scheme. In 2021, the Office of the Tasmanian Economic Regulator released a report?
prepared by EY into MAIB's pricing.

¥ hitps-/imaic.gld aufwp-contentuplosds 202306 'MAIC Retrospecinee Profit Dec?? pdf

¥ httEs;-'._'www.bnnﬂurn 'u:rEu lu'tar.ta:.E'a'.aH-'D-u-:urnang.El‘,'&.El:llESEIH.EIJH.EIJEH'I'EEWAI EH.EDFri-l:i:E'aizﬂlnuat'ﬁuﬁuﬂ%lﬂﬂeartﬂzﬂl
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That report noted that MAIE's pricing recommendation for 2021/22 included a projected after-tax profit margin

of 9.4%, and noted that thiz was conzistent with pricing profit margins targeted by other CTP scheme that are
privately underwritten in Australia.

Reasonableness of MAI estimated profit margins

&5 described in Section 7.3, insurers’ prospective estimates of profit margins have generally varied between
8.35% and 9.65%, with the average rate charged close to the top of that range. These profit margins are broadly
consistent with profit margins achieved in other states. While it is difficult to be definitive on this issus, given
the relatively small zize of the ACT schemes, it is arguable that there may be some "dis-economies" in terms of
expenses and greater uncertainty in terms of claims costs. These two factors may result in insurers seeking a
profit margin that may be higher than in a larger jurisdiction.

7.5 Impact of competition on premiums charged

Since the inception of the schems, insurers have implemented a number of interim filings varying the premium
charged for the underwriting vear downwards. Particularly notable, several of these premium reductions
appear to have besn designed primarily in response to competitor pricing, rather than emerging information
about the Scheme, and have the effect of lower the expected profit margin compared to de novo filimgs.

Figure 7.4 shows how premiums charged for passenger vehicles over time by insurer. Figure 7.4 shows the GID
and NRMA brands (rival brands making up the bulk of market share in the Territory) competing to charge lower
premiums.

Figure 7.4 — Passenger vehicle premiums by insurer since Scheme introduction
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8 Claims experience

Number of claims incurred

EY's Model Design Costings Paper *, a report prepared in 20138 whilst the MAI Scheme was being developed,
estimated total potential Defined Benefit claims (based on a mature schemea) of 1,500 per annum split into S00
not at-fault and 600 at-fault claims. The estimated number of Common Law claims was 100 per annum.

4 Avmilsble from: https:/fyourssyconeersations. act mov sufdownload _filef1725/553
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The 600 at-fault claims and 100 Common Law estimated annuwal claims excluded any allowance for interstate
claims, which were analysed separately.

The number of claims incurred by the scheme to 30 June 2023 has been substantially below anticipated levels.
This can be attributed, at lzast in part, to the significant impacts of the COVID-1% pandemic and the
“honeymaoon period”, the latter being typical of any scheme reform. Table 8.1 shows the number of claims
reported by accdent year. Note that the 201%/20 accident year is a partial year [five months), and further
development of claims numbers for all accident years is expected (particularly in relation to Commaon Law
intimations).

Table 8.1 — Number of claims reported to 30 June 2023 (inclusive of interstate claims)

Common Law

claims reported
to 30 June 2023

Accident Period Defined Benafit
ending 30 June claims reported

2020* i7a 10
2021 520 &
2022 354 10
2023 410 0
Tatal 1454 28

= 2020 is a partial year running from 1 February 2020 to 30 June 2020

Table 2.1 includes interstate claims. OF the twenty-six commaon law claims reported at 30 June 2023 fourteen
are associated with interstate daims. Twelve of the common law claims are from accidents in the ACT. We note
the MAI reporting on the scheme is generally for claims from accidents that ocourred within the ACT.

The volume of claims reported to 30 June 2023 has been materially lower than anticipated. As a consequence,
insurers have generally been decreasing their freguency assum ptions for Defined Benefits when setting
premiums. However, they have (not unreasonably, in our view) not fully allowed for the low claim volumes to
continue indefinitely as this has been influenced by the factors outlined above.

It is too early to draw any concluzions regarding common law claims as the "oldest” of these applications is now
only 3.5 years old and there are only 12 common law claims made to the new scheme. Claimants generally have
% years from the accident to lodge their Commaon Law claim, and must wait until their injury has stabilised
sufficiently to receive a WPl assessment to confirm eligibility [with commaon law daim timing requirements
applying once a WPl assessment has been received]. We also note that following the material changes to the
MEW Compulsory Third-Party (CTP) Insurance scheme in 2018, material volumes of common law claims were
not reported for several years after the schemea's introduction, and so the ACT's experience to date is consistent
with this.

Claims cost experience

Figure 8.1 shows an indicative payment pattern, derived from insurer rate filings prior to the 1 February 2020
implementation date of the Mew Scheme. These patterns are derived by taking an ultimate view of the total
costs for a single year's worth of injuries, and showing when (over time) the costs are expected to be paid.
Thesze patterns are not shown cumulatively in Figure 8.1, but show the incremental payments expected in each
year following the year which the injuries cccurred. For example, in Development Year & (five years after the
end of the year of injury), 15% of the ultimate Common Law payments for that year of injury are expected to be
paid. These patterns are not intended to show a “normal™ payment pattern for an individual claim, but the total
pattern of payments an insurer estimates it will be liable for across an entire year's accidents.
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The actual costs an insurer incurs during the year will be impacted by the number of claims and severity [and

therefore average cost) of daims the insurer is lable for.

While the insurers’ approach to the expected costs and time to payment were undertaken quite differently,
each imsurer had similar expectations about how an accident pericd would develop:

. Defined benefits are primarily paid in the first three “development years" [i.e. in the first three years
post-accident).
= All defined benefits are paid by the end of development year & [i.e. the &8 year after the year of

accident). Mote that some payments will continue into development year &, as daims are incurred
throughout the yvear of coverage [development year 1) and will therefore not reach 5 years
post-accdent until sometime during development year 6.

. Limited [or o) Common Law costs were expected to emerge within the year of accident and costs not
to reach a peak until 3 to 7 years post-accident.

Figure 8.1 — Indicative payment pattern showing expected payments ower time for a year's worth of earned premium
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The Mew MAI Scheme began operation in February 2020. At the time of writing (mid-2023), only three
complete years of development have been ocbserved. That is, even the earliest accident pericds in the New
Scheme are only part way into the Defined Banafit payment pattern and only a very small portion of the way
through the expected Commaon Law payment pattern. While this means insurers and scheme administrators
have some experience on which to update expectations on emerging Defined Benefits costs, the Common Law
experience is extrem ely immature. As discussed in Section 5, the extent to which the obzerved experisnce can
be relied on to predict future experience is significantly reduced by the potential of a “honeymoon” period and
the impact of COVID-1% suppressing claims experience.

Figure 8.3 and Figure 8.4 show the actual payments made by 2ach accident year over their development, for
Defined Benefits and Common Law respectively. Defined Benefits payments made to 30 June 2023 have
substantially outweighed Commaon Law costs (note the difference in scales), however, this was anticipated with
a later peak in Common Law costs.
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Figure 8.2 — Payment of Defined Benefits ower time
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Mote: The 201920 year for the BMAI Scheme runs from 1 Februsey 2020 to 30 June 2020, with sl subsequent peacs running from
1 Juby to 30 ke,

Defined Benefits costs peaked in Development Year 2 (i.e. the year after the year of accident] for 201%/20 and
2020/21 accident years. This “shape” of payments for Defined Benefits to 30 June 2023 is broadly consistent
with that envisioned under the costings and subseguent premium filings lodged by insurars.

Figure 8.3 — Payment of Common Law costs over time
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Mote: The 2019,/20 year for the A Scheme runs from 1 February 2020 to 30 June 2020, with all subsequent pears running from 1 Juby
to 30 Jun=

As expected, Common Law payments have been substantially lower than Defined Benefits for the first few years
of the Scheme. Some costs have now begun to be paid by insurers. In addition, insurers currently have case
estimates on existing daims that are materially larger than claims paid to 30 June 2023 [as expected). The slow
payment experience is typical of comman law portfolios.

Figure 8.4 shows how the total cumulative claim payments for each accident year have developed over time.
Mote that the 2015/20 accdent year is a partial year of exposure.
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Figure 8.4 — Cumulative payments by accident year
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Mote: The 2019,/20 year for the MA] Scheme runs from 1 February 2020 to 30 June 2020, with all subsequent pears running from 1 July
to 30 June

From Figure 8.4 we make the following cbservations:

] The share of Defined Benefit payments in early claims payments is substantial. This was anticipated by
the reforms as the nature of Defined Benefits is that they are paid as soon as the application is
acceptad.

] Each accident year has continued to incur both Defined Benefit and Commaon Law costs, and have

gutstanding case estimates. Therefore, none appear to be “fully developed” to the point whers
definitive concluzions on ultimate claims costs during the pericd can be made.

] To date, costs related to the 2021/22 accident year have been lower than at the same point in
development compared to the 2020/21 accident year — a result of lower daim numbers for that
accident year.

Figure 8.5 shows a variation of Figure 8.4 — with absolute payments divided by the number of claims reported in
Development Year 1. This adjustment controls for the numbers of claims in each year, and the development of
claim reports aver time.
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Figure 8.5 — Cumulative payments per Defined Benefits claim reported in Development Year 1 by accident year
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Figure 8.5 shows that, on a cost per Defined Benefits daim perspective, the development of costs has been
stable between accident years. That is, after adjusting for absclute claim volumes, there is relatively little
variation in experience betwesn different accident years.

Continuing payments under the Previcus Scheme

In addition to caim payments under the MAI scheme, insurers have continued paying daims costs related to
the prior insurance scheme. Table 8.2 shows material volumes of payments continue to be made under the old
scheme [for which no premiums have been collected since 31 January 2020], as reported to the MAI
Commission.

Table 8.2 — 0ld Scheme payments by payment year

Payment Yaar Gross Payments
2020421 5115.39m
2021/22 292.09m
2022/23 571.70m

While these payments are not directly relevant to the costs, pricing, or prafits under the new scheme; they
highlight the nesd for insurers to consider ongoing costs associated with underwriting motor accident injury
insurance. That is, comparing only the Mew Scheme cashflows to date to premiums collected will maternially
understate the ultimate cost of providing the coverage incurred by insurers.

Payments by benefit type

The benefit type breakdown of bensfits paid to 30 June 2023 under the MAI Scheme is shown in Figure 2.6.
Mote that this reflected the current mix of payment — and with very little Common Law experience to date it is
dominated by Defined Benefits. Az the Schame matures, this will further develop.
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Figure 8.6 — Benefit type as a proportion of total benefits paid
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9 Premiums collected

Data from the MAI Commission shows between 5140 million and 2150 million in premiums have been collected
per annum in each of 2020/21, 2021/22 and 2022/23. This data on MAI policies and premiums is by
“underwriting pericd” (a breakdown by “earned” year is not available). The underwriting period attaches
premiums to when the policy coverage commences; and these premiums are subseguently “earned” over the
period of coverage. For examiple, a 12-month policy commencing on 20 June 2021 would attach to the 2020/21
written year, even though most coverage applies to (and is earned throughout) the 2021/22 year. Given the
stability im the amounts by underwriting year, we consider thiz an appropriate metric to compare to costs by

accident year.

Table 9.1 — Premiums collected by underwriting year

Written Year chjlr;:t:ﬁ?:}:—n
2020/21 1470
202122 1460
202223 1450

Moting that insurers are generally targeting a risk premium of approximately 65% of the total premium, this
implies an expected present-value of ultimate claims costs of approximately 95 million per annum [not the
total amount of the premium collected as shown in Table 5.1 due to the other components required to be
included in a premium — see Section 4. These expected claims cost for a single underwriting year will emerge
over a number of years (for example, as shown in Figure 2.1). Considering only payments made by the insurer in
a year, particularly early in the Scheme's maturity, will understate the ultimate cost of the accidents coourring in

that year, and therefore the cost of providing that insurance.

The estimated cost for claims incurred [payments to date plus insurers’ outstanding case estimates) in relation
to the 2020/21 accident year, the most developed full accident year, is 342 million. While this cost is not fully
developed and will continue to evolve particularly as common law claims start to be reported, we also consider
it likely to be impacted by COVID and the honeymoon period that has accompanied scheme reform.
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Figure 9.1 and Figure 9.2 show the payments to date, of Defined Bensfits and Common Law respectively, as a
proportion of premiums collected in each underwriting year. Also shown are the ultimate proportions expected
from insurer premium filings. As noted in earlier sections of this paper, there are further expected payments to
be made in 2ach group.

Figure 9.1 — Defined Benefits payments, as a proportion of premiums collected
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Figure 9.2 — Common Law payments, as a proportion of premiums collected
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10 Reliances and Limitations

This report is subject to & number of limitations, reliances and assumptions. The main ones are outlined below.

10.1 Uncertainty

Motor accident injury insurance is 2 long tail class of insurance business and it can be many years between an
accident eccurring and the final cost of a claim being known. The MAI Scheme is still in its relative infancy, with
only three years of history, and only a relatively small number of claims finalised to date. The experience of the
Scheme has also been extremely impacted by the COVID-1%9 pandemic and aszociated lockdowns and changes
in driver behaviour, which means there iz more than the usual amount of uncertainty associated with the
Scheme at this time. This has also amplified the usual “honeymoon® impact that often accompanies scheme
reform, where there iz often a period of very benign claims activity following significant legizlative change, as all
parties adjust to the new schemes environment.
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There is considerable uncertainty in the projected outcomes of future claims costs, particularly for long tail
claims; it is not possible to value or project long tail claims with certainty.

Sources of uncertainty include difficulties caused by limitations of historical information, as well as the fact that
outcomes remain dependent on future events, including legislative, social and economic forces, and behaviour
by scheme stakeholders such as insurers, claimants and the legal fratemity.

10.2 Reliance on Data and Other Information

We have relied on the accuracy and completeness of the data and other information [qualitative, quantitative,
written and verbal) provided to us by the MAI Commission for the purpose of this report. We have not
independentlhy verified or audited the data, but we have reviewed the information for general reasonableness
and consistency. The reader of this report is relying on the MAI Commission and not Finity for the accuracy and
reliability of the data. If any of the data or other information provided is inaccurate or incomplete, our advice
may need to be revised and the report amended accordinghy.

10.2 Limitations on Use

Thiz report has been prepared for the use of the MAI Commission and to be provided to the Insurance Branch
for the purpose stated im Section 1. At the request of the MAI Commission we have consented to the release of
this report, subject to the other reliances and limitations noted herewith.

Third parties, whether authorized or not to reczive this report, should recognise that the furnishing of this
report is not a substitute for their own due diligence and should place no reliance on this report or the data
caontained herzin which would result in the creation of any duty or liabkility by Finity to the third party.

While due care haz been taken in preparation of the report Finity accepts no responsibility for any action which
may be taken based on its contents.

Finity haz perfarmed the work assigned and has prepared this report in conformity with its intended utilisation
by a person technically competent in the areas addressed and for the stated purpose only. Judgements about
the conclusions drawn im this report should be made only after considering the report in its entirety, as the
conclusions reached by 3 review of a section or sections on an isolated basis may be incorrect.

Thiz report, including all appendices, should be considered as a whole. Finity staff are available to answer any
questizns, and the reader should sesk that advice before drawing conclusions on any issue in doubt

Any reference to Finity in reference to this analysis in any report, accounts or any other published document or
any other verbal report is not authorised without gur prior written consent.
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Appendices
A Glossary

finity

Accident year

The year in which the injuries occurred, regardles: of when the premium was collected,
clzims wers reported or when paymeants wera made.

Case estimate

The estimated cost to settle an individual claim, including both reported and not yet
reported expenses, &5 estimated by the insurer.

chim freguency

The rate at which claims accur within a period of time, often expressed as the number of
claims per exposure unit (such as the number of claims per 1,000 vehicles per year).

Cammunity rated

A rating system where premiums are set &t the same level for all insureds within a defined
clzzs, regardless of their individual risk levels. The community rating system is often uzed in
schemes where there iz 2 social objective to provide broad, equitable coverage.

Development year

The pericds following the accident year in which the cost of claims for the accident year
matures and the ultimate cost becomes clearer. Development Year 1 is the year of the
accident, Development Year 2 is the year following the accident, and 5o on.

Refers to the process of adjusting future claim payments to their present value using a

Discounted (discount : . i i .
rates) { discount rate. The discount rate reflects the time value of money —the idea that 51 received
) today iz "warth mare” than 51 received in anea year's time.
The total cost of claims associated with a particular peried, including both paid claims and
Imcurred Cost P P ' £ P

reserves for future periods

rotorcycle Lewy

& specific levy applied to most cther vehicles to be redistributed and offset the higher cost
of providing motorcycle coverage. This is essentially a cross-subsidy built into the scheme.

Mominal efendant
[and associate Levy)

The Nomingl Defendant is a last resort insurer in case an at-faulk party is not insured or
identified. A lavy is applied to sl insurance policies to fund the Nominal Defendant

Premium (earned)

The portion of the total written premium that corresponds to the expired part of the palicy
period.

Premium (written]

The total amount of premiums for policies issued during a particular period. This represents
the total revenue expected to be earned cwver the life of those palicies. However, some
amount of this premium collected in the most recent underwriting is "uneamed” at the
balance date — reflecting that it provides coverage following the balance date.

Risk cost (per policy)

The expected cost of claims for an individual insurance policy, based on the probability of
claim events occurring and their expected cost. This 5 equivalent to the Risk premium.

Rizk premium

see Risk cost

Ultimate costs

The total cost that an insurer will ultimately pay for all cdaims related to a particular accident
year, including all payments made and to be made in the future. it accownts for both known
claims and incurred but not reported (IBMA) claims.
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