2 September 2011

Insurance Australia Limited
ABN 11 000 016 722
AFS Licence No. 227681

The Secretary trading as NRMA Insurance
Stapdlng Committee on Public Accounts 388 George Street
Legislative Assembly for the ACT Sydney NSW 2000 Australia
GPO Box 1020, CANBERRA ACT Telephone 02 9202 9222

Facsimile 02 9292 8472
Via email: committees@parliament.act.gov.au nrma.com.au

INQUIRY INTO THE ROAD TRANSPORT (THIRD-PARTY INSURANCE) AMENDMENT BILL 2011
Dear Secretary

NRMA Insurance is pleased to respond to the Inquiry into the Road Transport (Third-Party
Insurance) Amendment Bill 2011 (‘the Bill’).

NRMA Insurance has served the ACT community for over 50 years in the provision of insurance
and is the only insurer to offer Compulsory Third Party (CTP) insurance to ACT drivers.

NRMA Insurance is part of the largest division of Insurance Australia Group (IAG), delivering
general insurance products direct to customers across Australia (NRMA Insurance (NSW, QLD,
ACT, TAS), SGIO (WA), SGIC (SA)). We are responsible for developing, underwriting, selling and
managing claims for personal insurance products that are sold directly to customers. Our products
include motor insurance, home and contents insurance, CTP, business insurance and home
security. We offer lifestyle and leisure insurance products including veteran, vintage and classic car,
boat, caravan and travel insurance.

Introduction
The Committee has requested comment on various matters relating to the Road Transport (Third
Party Insurance) Act 2008 (‘the Act’) and the effects of its amendment through the Bill (2011).

As the only insurer providing CTP insurance in the ACT, NRMA Insurance can offer experienced
counsel on aspects of the operation of the scheme. Ultimately however, the design of the scheme is
a matter for elected legislators. Our primary role is to provide sustainable personal injury insurance
in response to the policy settings determined by elected legislators. In this setting, our focus is to
provide the best outcomes for our customers, including the long-term sustainability of the business
in the ACT.

Broadly speaking, CTP schemes incur long-tail liabilities that require significant reserves to ensure
prudential obligations are met. A key objective therefore for any legislative body considering the
policy settings of a CTP scheme is to ensure stability and predictability in the scheme. This reduces
the risk associated with forecasting future liabilities for ‘heads of damage’ in the scheme. Increased
risk in a scheme is ultimately borne by the consumer who pays their share of predicted liabilities
incurred as a result of their participation in the scheme.

Another key objective of a statutory scheme should be a mechanism to adjust those areas of the
scheme which may be underperforming over time. A statutory scheme is fixed and does not have
the flexibility to respond rapidly to increasing costs and customer demands except by legislative
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reform. Given this, we believe regular adjustments to the scheme may assist in achieving the
objects of the Act.

To achieve both stability and ongoing reform, changes made to the scheme must be mindful of the
long tail nature of the scheme, including that current liabilities are the result of policy settings from
up to a decade ago.

1) Effectiveness of the Road Transport (Third Party Insurance) Act 2008

NRMA Insurance is supportive of the intent of the reforms made in 2008 through the Act. We
believe a focus on early access to health treatment and rehabilitation is a key principle that should
underpin statutory schemes.

NRMA Insurance has a strong interest in a number of objectives of the Act, including:
|.  promoting recovery of injured people (5A(f));

Il. keeping the costs of insurance at an affordable level (5A(c));

lll. improving road safety outcomes (5A(h));

IV. competition (5A(b)); and,

V. encouraging the speedy resolution of claims (5A(e)).

I. Recovery

NRMA Insurance believes that schemes which seek to maximise health outcomes (even within a
compensable environment) will provide better outcomes for the injured person than schemes that
entrench or create a disability mindset.

There is sufficient, published medical research to provide guidance on maximising health benefit
structures for statutory schemes, with common themes including: fast access to medical treatment;
appropriate treatment strategies that focus on health and recovery; and, reducing the focus on
compensation ahead of treatment.

The degree to which access to common law compensation is restricted or otherwise is a matter for
state and territory governments to determine. However, a number of factors have been identified’
within a compensable environment that may inhibit recovery or result in poorer health outcomes
which the Committee may wish to consider. Some of these correlations include:

* delay in the length of claims when the case is litigated;

* increased reporting of pain, disability, psychological disturbance, unemployment and length of
time off work, for compensable injuries compared to non-compensable injuries;

* tendencies for financial incentives to increase abnormality and disability in injured persons despite
less severe injuries; and,

* the management of expert testimony, the delay in finalising civil cases, and the effect of the
adversarial system upon the plaintiff (particularly the number of medical examinations) were all
identified as being relevant to poorer health outcomes for compensable injured persons.

Il. Premiums

The CTP scheme in the ACT has ‘community rated’ risk premiums. This means that ‘good risks'
provide a cross subsidy for so called ‘bad risks’. It is recognised that some level of cross-
subsidisation is necessary to ensure that CTP premiums are affordable for all motorists, however,
allowing a price signal for lower risk profiles may serve to encourage lower risk behaviours.

In simple terms, this could be achieved by allowing each insurer to select rating factors and
determine the premium for each factor and class of vehicle. This would allow an insurer to charge a
lower premium for good risks and a slightly higher premium for others. In this scenario, the
premiums paid by vehicle owners would better reflect their risk. We would advocate for an upper
limit on premiums to ensure that CTP is affordable for all.

' In 2001 The Australasian Faculty of Occupational Medicine (AFOM) and The Royal Australasian College of Physicians
(RACOP) published a comprehensive investigation to identify whether people with compensable injuries have poorer
health outcomes than those with similar but non-compensable injuries.



It is recognised that this would require system changes to administer however the cost incurred
would be outweighed by the benefits to motorists and the encouragement of better driving
behaviour in general.

lll. Reducing Accidents

NRMA Insurance is a strong advocate of road safety initiatives to reduce the severity and number of
motor accidents in the ACT and across Australia, where we insure over three million vehicles. We
are the only insurer in Australia to own and operate a physical vehicle research centre in which we
undertake research into the effects of automotive design and engineering on the safety, security
and repair costs of motor vehicles. We have a long history of working with community groups such
as KidSafe and the broader industry to change behaviour and reduce incidents on the road.

We believe that a road safety culture, implemented at all levels of our society will help reduce
collisions, injuries and damage to vehicles. This can in turn lead to a reduction in the frequency of
claims which is ultimately in the best interest of our customers, the community and our business.

NRMA Insurance invested $10m in the initial development of the NRMA Road Safety Trust in 1992
and since 1998, has equally matched the contributions of ACT motorists, who pay a $2 Road Safety
Levy on every ACT registered vehicle.

The Trust has spent $20m on over 350 innovative road safety projects since 1992.

1V. Competition

NRMA Insurance has served the ACT community for over 50 years in the provision of general
insurance and we welcome the entrance of new insurers into the market. We expect improvements
to the stability of the scheme would encourage other insurers to enter the market.

V. Claims Resolution

Since the introduction of the Act in 2008, there has been a reduction in the time taken for injured
people to make a claim from an average prior to 2008 of 112.5 days to an average of 73.3 days
after the reforms. This has facilitated earlier access to treatment and rehabilitation which is one of
the objects of the Act.

For claims made after the 2008 reforms, the period of limitation for litigation of these claims has not
yet expired and as such early trends in this area are not able to be fully realised.

2) Review effect of Road Transport (Third Party Insurance) Bill (2011) on provision of CTP
The Bill seeks to amend the Act to introduce a Whole Person Impairment (WPI) test for those
seeking damages for non-economic loss (NEL), whilst maintaining the right to appropriate health
treatment and economic loss damages for those who have a WPI of less than 15 per cent.

NRMA Insurance is not opposed to the Bill. This Bill offers a response to the increased costs arising
from litigation of non-economic loss damages for relatively minor injuries. This, however, is a
matter for policy makers to determine.

In respect of the likely impact of the Bill on CTP in the ACT, it is probable that there would be some
downward pressure on premiums if overall claims costs are lowered. These reforms may enhance
the predictability of future liability in the scheme which could serve to make this market more
attractive to other insurers.

3) Schemes in other states

CTP schemes are not uniform across Australia. A different scheme operates in each state and
territory with different benefit structures and restrictions in each state. Similarly, premiums are
different in each state, reflecting the particular design of the scheme. A simple comparison is
provided in the table below.
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5) Consider alternative/innovative schemes in other states
As stated previously, NRMA Insurance supports a process of continual review of the scheme to
make adjustments to underperforming areas.

A table of scheme benefits and restrictions by state has been provided above. We would be
pleased to share expertise from our operations in these states with the Committee.

7) Consider the long term viability of the scheme in ACT

NRMA Insurance is committed to the sustainable provision of home and motor and CTP insurance
to ACT residents. We encourage legislators to seek stability and predictability in the scheme to
enable insurers to provide sustainable and affordable insurance in the market.

Conclusion

NRMA Insurance is supportive of measures that will improve the predictability and stability of the
scheme over time. We also support a continual review process in the scheme as a mechanism to
adjust underperforming aspects of the scheme, the costs of which are inevitably borne by the
consumer.

We would be pleased to appear before the Committee in relation to this submission with due regard
for commercially sensitive information.

Yours sincerely

Mg

Mary Maini
National Manager
Long Tail Claims
NRMA Insurance





