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This presentation has been prepared for the Actuaries Institute 2013 Injury Schemes Seminar.
The Institute Council wishes it to be understood that opinions put forward herein are not necessarily those of the Institute
and the Councilis not responsible for those opinions.
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Agenda

Background
Creating an enduring partnership
Principles in remuneration design
— Alignment of Interests and Fairness
— Relevance and functionality
Final Thoughts
Discussion
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Outsource Outsourced Insurance Function
Scheme by State - )
Model Claims Policy

New South Wales

NSW WorkCover Multi agent Y Y

NSW Self Insurance Corporation (SICorp) Multi agent Y Y
Victoria

WorkSafe Victoria Multi agent Y Y
South Australia

SA WorkCover Multi agent Y N

SA Motor Accident Commission (MAC) Single agent Y N
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Creating an Enduring Partnership

Good Value to Good Value to
An Enduring — the Scheme the Agents
. —
Partnership
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Good Value to the Scheme

' Potential
IS Potential L D \:alui
Good Value . Scheme e
to the = L Objectives Value Adds -
Scheme 2

Potential Value Adds Potential Value Detractors
 Access to specialist skills  Agent interests conflict with scheme
o Costsavings:  Costincreases:

— Administration efficiencies — Agents maximise own profits

— Claims costs from innovation — Increased time spent on

administration
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Good Value to the Agents

' Potential
Achieves . Value
A Potential Detractors
— gent Value Adds
Good Value L Objectives —
to the Agents :
Potential Value Adds Potential Value Detractors
* Achieving profit targets  Reputational risk or loss of market
* Achieving other scheme agent share
objectives such as cross selling  Costincreasesif underestimate costs
opportunities
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Achieving a Balanced Outcome through
Remuneration Model
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Principles in remuneration design — “ AF-fect”

° Alignment of Interest

Fundamental

Fairness

Flexibility

Easy to understand and

simple \
Clarity
Relevance
: and
Timeframe related Functionality
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The Right Incentlves
The use of performance based fees 6-'- G

“l would not support a pure fixed fee arrangement as this leads to
reduced service and poor liability outcomes. Base remuneration
with bonus / malus (capped) tends to work the best.”

“Certainty _ Performance «PrOVide
% Lack of Fixed Fee Based Fee incentives
incentives 8 Uncertainty

Mixed Approach provides a
Good Balance
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Proportion of performance based fees: @ + @
| e What's Ideal?

“If you want improvements, set the base fees so that they just
cover costs — then make it so that the claims manager can
make significant additional fees based on performance.”

A0

 Most respondents suggested that, on average, 10% to 20% of
total remuneration should relate to performance based fees.

&

« Some scheme agents suggested 50% or greater of total
(0 1% remuneration should be performance related.

“\‘ Variable

d
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Form of Performance Based Fees Q ©

“If there is no malus component
agents could make a
considered decision to
completely disregard one of
the scheme’s objectives and
solely chase liability bonuses.
This will not deliver all scheme
outcomes...”

“The payout rates of incentive
fees currently do not promote
investment in innovation in any
scheme in Australia.”

“Both relative and absolute
performance should be
assessed.”
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Performance Measure KPIs O+o

Important to More Important to More Important to
Scheme and Agent Scheme Agent

* Relate to scheme e Importance of * Simple and easy to
financial objectives relative performance understand

* Timely payments Monitored * KPI’s objectively
periodically assessed

* Importance of * Performance * Adjustment to KPI

absolute assessed over more targets for factors

performance than a year outside agent control
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[ Expense to Scheme } [ Revenue to Agent }

A

What is “adequate” is necessarily a subjective assessment.

Survey respondents suggested an adequate rate of return :
- Schemes averaged 15% of expenses

- Scheme agents averaged 25% of expenses
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Understanding Agent’s Expenses O+G

“All scheme agents operating cost models are quite different and expenses
should not be used as the bases of remuneration available.”

“l have an EXTREMELY strong view that all agents should be paid the same
rate. The businesses are not scalable with the exception of IT.”

Activity based costing methods can be used to understand cost structures.
Benchmarking against other schemes may be useful.
There are many challenges:
— Allowance for overheads and fixed costs?
— Measuring expensesin a multi-agent model - scalability, profit targets
— Differences in competitive advantage among scheme agents
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Flexibility Is Important

 Accident compensation operates in a constantly
changing environment

 Arrangements need to remain relevant

“Recognise adjustments need to be negotiated during
contracts to facilitate scheme priorities and legislative

changes.”
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Simplicity and Clarity

Easy to understand and simple

e Provides focus and reduce
management time

 Balanced against complexity
of accident compensation
Clarity of terms and conditions
 Definitions adequate
 Timings are clear
 Minimise misinterpretation
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Appropriate Timeframe

Longer term contracts reflect nature of claims
management

Survey indicated average term of 5 years was appropriate

Re-engagement risk may lead to unintended short term
focus

Importance of timely remuneration and monitoring

“Given the nature of a Workers Compensation the investment often
takes time to realise, hence a sufficient period to imbed within process
and realise benefits. There is also a significant investment in the
contract renewal process which has the potential to distract agents
from focussing on core.”
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Final Thoughts and Discussions
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It’s all about Balance & AF-fect!

000000

Alignment of Interest

Fairness

Flexibility

Easy to understand and
simple

Clarity

Timeframerelated

—
[ —

Good Value to
the Scheme

Good Value to
the Agents

A

[ Expense to Scheme ] [

Revenue to Agent J

A
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Discussion

What is a fair profit margin?

What form of KPIs have worked well?

What is an appropriate timeframe to assess Agent performance?
Should Agents in a multi-agent model be paid the same?

What proportion of fees should be performance based?

How should innovation be promoted?
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