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THE TREASURY

Kaitohutohu Kaupapa Rawa

Thank you for your Official Information Act request, received on 9 October 2017. You

requested the following:

“My understanding is that the ACC scheme went from a pay as you go scheme to
a fully funded scheme around 1999.
Was that change in policy on the advice of Treasury? If so can Treasury please
provide all related material doc [sic] in relation to any advice recommended by
Treasury in terms of changes to the ACC scheme as above? And the relevant
Government tenure of that time whom [sic] introduced the policy changes to the
ACC scheme from a pay as you go to a fully funded scheme.
Please amend the above if necessary in order to assist. “

As you know, we transferred part of your request to the Ministry of Business,
Innovation & Employment, as the former Department of Labour was the lead agency
for these policy changes. We also extended the time limit for deciding on your request

until 24 January 2018.

Information Being Released

Please find enclosed the following documents:

Impact

Item | Date Document Description Decision
1. | 5 September Making Progress on ACC Release in part
1997
2. | 29 September ACC Meeting with Minister for Release in part
1997 ARCI and Prime Minister on
Tuesday 30 September 1997
3. | 14 November ACC reform strategy and ACC Release in part
1997 premiums
4. | 15 June 1998 ACC Reform — Funding of Existing | Release in part
Claims
5. | 3 July 1998 ACC Reforms — Review of Fiscal Release in part
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6. | 14 July 1998 ACC: Funding Of The Tail In The Release in part
Employers Account And Fiscal
Effect Of The Reforms

| have decided to release the documents listed above, subject to information being
withheld under one or more of the following sections of the Official Information Act, as
applicable:

. personal contact details of officials, under section 9(2)(a) — to protect the privacy
of natural persons, including deceased people, and

. advice subject to legal privilege, under section 9(2)(h) - to maintain legal
professional privilege.

The views and advice presented in these documents do not necessarily represent the
current views and advice of the agencies concerned.

In making my decision, | have considered the public interest considerations in section
9(1) of the Official Information Act.

Please note that this letter (with your personal details removed) and enclosed
documents may be published on the Treasury website.

This reply addresses the information you requested. You have the right to ask the
Ombudsman to investigate and review my decision.

Yours sincerely

Davin Hall
Acting Manager, Health
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1 The Terrace
PO, Box 3724
Wellinglon
NEW ZEALAND

Telephone 64-4-472 2733

THE TREASURY e e
CA/1/0
T97C/3156

IN CONFIDENCE
5 September 1997

Treasurer
Minister of Finance

cc:  Associate Treasurer )

1. ALthe“Next S|x Month&dlscussmn with Treasury officials you asked for a
rep ton hﬂw o make SL{ /stantlal progress with AGC.

/ /\ /

2. \Ygu/ have algo« erﬁen to the Minister for Accident Rehabiiitation and
Compehsanon/mwr‘ahce (ARCI) suggesting a discussion on setting premiums
Lo in the context of\addressmg the ACC’s underlying problems.
\\ \ —
3. We\ rgcommend that you seek agreement from the Minister for ARCI to
maintai mg\émployers Account premiums at current levels while announcing
changesm the management of the Scheme to be made as soon as possﬂoie
The phor;ty is the Employers’ Account because of its size and economic
mportaﬁce Changing the Motor Vehicle Account wouid also provide significant

gains.
4. The approach we suggest for the Employers’ Account involves:

a  separating new from existing claims;

b new claims fully-funded and competitive from a given date (we suggest 1
April 1998); and
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¢ old claims separately managed (either by the Corporation or privately,
continuing on a pay-as-you-go basis) with the aim of significantly reducing
the number of long term (at least 12 months) earnings related
compensation recipients.

5. Inthe Employers’ Account this is likely to be possible with a new premium
only slightly above the current premium, or — with t’r;e Cross- subsuzhs tion of
other accounts removed from the Employers’ Agcqum @»nd morg\fﬁf\%atlve
claims management — with no increase to premiu@s N4 (T

/ \\ \ \/ /,\\\\\\\\\7//‘
8. The proposal would be consistent with. The “Coalition’ statement on
improving the management and administration of the ACG&and ‘would retain a
publicly mandated scheme — the core oi\the ACC. (\\\ ,>

/ SN\ DS /

7. We are arranging a meeting to di&tﬁss/[hese |de§s\w1th you

\\

The Current Compulsory No»F&W?ramewo;l&@ N

8. The ACC Scheme is‘a coﬁﬁg:iulsory) an ult, personal injury insurance
scheme for accidents. lnsﬁrancze is provi dby the ARCI Corporation. The
Corporation is a Crown’ enilty with a go«fem?ngBoard that reports to the Minister
for ARCI. ltis a sta’futgry/monopoly prcmder of accident insurance, insofar as
all earners, emplo ye(é /56 If- emplgyed and/motor vehicle owners are compelled
to pay premmms( I’[% 0 serwées\non/earners with costs met by the Crown.
Appendix 1 <summamses the\ Structure and funding of the Scheme and
Corporaﬂom \V, A
// \\ \\ \\\\/

9. The Scheme has the two’goals of minimising the costs of accidents and
providing quick and ce@my access to compensation. It is an attempt to design
ag apﬁg/étcﬁ that get&the\best possible balance between the two.

\
\ ~ T \ \ \

(o Défmmg the Problem

10. The pr&lem can be expressed as follows:

a dgh@ry/of the Scheme is very poot, in terms of the overall management
( f\ofb]atms and costs;

b this generates significant costs to business and the economy by raising
the cost of labour by around 2%,

¢ while the Scheme has reduced the costs of litigation associated with
accidents, this is at the expense of good pricing. This discourages
accident avoidance and raises costs overall,

d  the fundamenial problem is the status of the Corporation as a monopoly
provider;
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e the key improvement required is to move to competitive provision as a
means of increasing innovation and quality, and lowering costs.

11. Delivery of the Scheme is Very Poor — The delivery of personal injury
insurance by the Corporation is very poor, with little cost control, poor quality
services, and no real relationship between the customer (premium payer) and
the Corporation. This leads to poor risk management in the econo ny, and

continuing high risk for Government. Major indicat%(é\ éﬁe>:f/\ AN
\\\\\ N y ‘// Y, /
OO\ L)
a  the Corporation’s failure to meet most of the targets in its 1996/97 Service
Agreement (see Appendix 2); </\}\> e \\ 4

.
.
Ve O\

b  ineffective return to work processes, leading to a burgeoning and badly
managed long term (at least 12@@13{}15) tail. /This currently stands at
31,000 (compared to 34,000 unemployment beneficiaries of the same
duration). Many of these people -are ab)e}f\tdi\‘WO’/rk — an estimated
minimum of 9,500 when/A@S\s\lé\ifst‘ investigated the tail about two years
ago; N Y

4 AN 7 ’
~ \\\\/

Vs \ \\/ /
c a consequently Iarge\ﬁgﬂst/anding claims_liability (future claims costs of

claims that have already been a eﬁtéﬁé};?>currently at $8.3 billion. If this
continues to in/c;rga;se\;i;‘: will ine/vj,_\ \*yf\”!éad to premiums doubling or tripling
in 10 to 20 years; ” -/ O\

oY S

AN N ) )

5N N
YD

( ’;,{Lﬂ—\\\/ - g ‘/ ) ) .
d litle cos;\goﬁ;{gliand so/ge\nera!iy/mcreasmg expenditure — $500 million
in 1983/845‘f\cu/rr/ent!y E};i,BQOE[ﬁilion and forecast to rise to $2,000 million

N\ , . N
by 20000013
[ <\ Ny \\\/

N N4 v N\ 'y . . .
e [jgﬁ\iigd/ft}sk based pricing, providing few incentives for safe behaviour and
safety investment; -~

ff@j%:\?i)léile p[efﬁ\{mﬁ]%{é/specially in the Employers’ Account making business
. planning/ difficult — e.g., a 20% rise for 1995/96 and now an ACC-
propg:\;fg\i\\%?[o’decrease for 1997/98; and

// 4 . \
/ (\//\\ \ \

g Q;hé}\gcior\management, for example —

/—\i\,@ms by the Corporation {made during the pre-Budget baseline
N update) that it cannot control its iabour costs;

— introduction of the Complex Personal Injury Regulations with no
financial management systems;

— the recent attendant care contingent liability estimated to be $263
million, about 40% of which could involve extra costs for the Crown;

- recent {T investment problems highlighted by the media.

12. Appendix 2 contains more detail on the Corporation’s recent performance.
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13. Costs to Business and the Economy — The current delivery of the AGGC
imposes costs on business and the economy by raising the costs of employing
people in New Zealand. In particular the Gorporation:

a allocates the costs of old claims in ways that disadvantage industries
making significant efficiency gains, or where thefsgze of the mﬁugtry has

decreased (e.g., this is a particular issue mthg\méat ipdustry) & \>
AL \\/ N

~

b fails to price premiums to reflect msured\pgmeé true sk (nsk based
pricing). This leads to cross-subsidies mﬂmghmsk industri es by low risk
and good performers, poor aliocat;on@f resources and]ooor use of inputs;

\ </ ’L'\ (\ >

c does not try new ways of managyﬁg cfajms or the. téﬂ\ What innovation
there is, is generated by Govemmerf‘y rather thah\lhe Corporation {(e.g.,
the 1996 Amendment Act's u?(fred{ktrén of tryafmm capacr[y test);

N/ SN
d fails to ensure the efflc;rent use “of Iabou[ thrcmgh poor return to work

processes, leading o Q-}opre\ who coufd\%%rk not working and remaining

in poverty traps; and - ) TN
- ”\\\\ >
e the additional tax\qnbusmess frot Jthe annual costs of old claims.
/ </ S \ /
14. ACC expendﬂﬁre\m/a SIgnmcam proport on of GDP — 1.7% in 1996/97 —
so losses from !ack of mnova{uér{ and poor use of ;nputs are potentially large.
As well, these factars/ mean, thatm\re are more injuries than there need to be
and so an/aﬁgil“tlohal fmanmak\bwden on the economy.
AN \
15. The_ F)mdamer;teq Pr&:ﬁem Is the Corporation’s Monopoly — The
reasérﬂa( the Corpora(eﬁs poor performance fundamentally stems from its
sfatus @s’ a morlopdiy yrovider. This structure means that however good
Cérporat/on statf ah& {here are very few incentives on the Corporation to:

a adopt’rkgh quahty financial management;

b mﬂ?adu&e in nova’ﬂon

/ \/

c fuse résources efficiently; or

‘\ \ /‘ )

d focusona key client group — premium payers.

16. Even if substantial improvements are made to the Corporation, under
current structures ihese are unlikely to be sustainable.
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Improving Scheme Delivery

17. In order to achieve its goals, the ACC Scheme must:

a  offer products (compulsory personal injury insurance for accidents) that

are propetly designed and priced; and N
// // {
b  face competition in delivery of these products. R \\\v / n/\ . x\\ S
18. The approach we recommend is to take the oppﬂrtumty affq?deg by the
Corporation’s premium proposals to make \a\ Jfundame tal and rapid
improvement to the delivery of the Scheme — introducing @/ competitive
scheme in the Employers’ and possibly, Mptor\Vehwle Acceums at a specific
and early date (we suggest 1 April TQQQ ‘the end of tk(e ul\Csz 19988/1999
premium year). This could be s:gnali&& aﬁﬁe premLUnxround in October, with
details of the strategy announced m Jthg\‘t%S Bud/get\
19. Expenditure on the Employeré ACCOUF\’[\\IS o?xe half of total Scheme
expenditure. Earnings relatéd mmpensatwn expeﬁdlture on that Account is
one third of total ERC expenmiure We 1 eré{o%é think that this is the priority
Account. The Motor Vehicle Account | /s«the@nek where the greatest gains could
be made from prlcm\i@rovementa\s‘,gwe think it is the second highest
priority. /\< DN (W

\\/ / /\/ *\ \ ,‘ J

20. This approac&yof rapid andiuﬂdamental improvement would:

a direcf y gdqlress the re*ahpéasén for problems in the ACC,;

\ </ /

b p?‘QVldﬁ\e/arher amkmt/)re Certain results; and
(N "

c/ < act ﬁmedlaLe]y‘to bt')OSt business confidence.
Ok
2\\]’[ would also support some of the key ways Government can assist
economic d@émpment

/ N \

/\ \

a m@rovmg the functioning of the market by privatising where possible;

/ N4

( /e(mohragmg enterprise and innovation by reducing business costs; and

\

c demgnmg social welfare assistance so that it reinforces socially
responsible behaviour.

22, Introduction of competition could be done gradually or more quickly.
While the Department of Labour agrees with us that reform is necessary, its
work programme currently favours a slower approach. It suggests:

a extending the Accredited Employers’ Scheme and allowing employers to
club together to qualify;
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b  removing responsibility for regulation of the Scheme from the Corporation
its; and

¢ moving towards separating the Scheme Accounts from the Corporation
with the Accounts formally contracting for services from the Corporation.

23. However, even under a gradual approach the same issues of thfﬁwure of
the Corporation, the funding basis of the Scheme %dcﬁ‘ietho meej ﬂqe\qef;ts of

old claims, would arise. ANV
//\9\\ (\\/
. . “ B \/ /\(\ \v\
Financial Implications VAN ~
N /

24, Providing for competition in the dehvéry Of\ACC will veq I|k>ely require new
claims to be fully-funded. Full- fundmg gﬁeaqs the prem}um\:npald in a year, for
claims arising in that year, are sufflclerg ’(er cover aILfat\the costs — current and
future — of those claims. This r f cts normal tns@anée practice. Moving any
of the ACC Accounts on 1o a full Tbmdéd ba5|s vieaHyY\as implications for the
level of premiums and how thQéa prem:ums are\fmaiy:ed
\ S

25. There are also |ssues around how ‘ol t¥37ns are funded and managed:
old claims might contmue@o be funde&on apay as-you-go basis or might be
fully-funded; ACC rm’gm commue to magage them or they might be managed
by other provuder; S V)

NN
26. The threge basmoptlons fo thwould finance a move to fuli-funding are:

> \ v A~ /\\\

a prerﬁlumpayers \Q\\\/

b /(hé smm i.e., t‘am)jgrs)

>
/ /\\

p{émum paygrs parﬂy and the Crown partly.
27\\The argdnlénts are reasonably clear that new claims should be funded by
premium p yeﬁfs “The arguments are not as clear cut in respect of old claims.

Here thqk@yaséues are:

\

f/ 4
a , th§ralat|ve losses generated by tax-based funding versus funding through
\surcharges on specific groups (e.g., employers) — some work we

“commissioned argues that the losses from tax funding will be clearly lower
than those from collecting funding from more limited sectors of the
economy;

b  the costs of iax funding to the economy in a time of fiscal constraint; and

¢ political economy factors — for example, the acceptability of a premium
surcharge to the group it is levied on (e.g., employers).
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28. It terms of premium impacits, it seems clear that:

a If both new and old claims were fully-funded, the resulting premiums
would be very significantly higher than current premiums.

b If new claims were fully-funded and old claims pay-as-you-go, the
resulting premiums would be significantly hlgher man current pre{ﬁhms for
most Accounts. Y / oY ,,,&\\\/

(\\ V4 =
ANV

29. We have already requested the ACC tg\unckeﬁake fin ncréﬂ modelhng of a
number of funding scenarios. Preliminary reSUH&wﬂLbe available w}thln one month.
From informal discussions with ACC we upderstand’ that, ferthe ‘Employers’ Account
-— given its maturity, reserves posmon a(id)cument premmm1evel —the optlon in (b)
above might result in a new premium ongy\ehghﬂy hlghei‘ th%m\the current premium.
NS / NN

30. This difference would be furt?fef r&iuéed if, ;ﬂ%heeame time as option (b} were
introduced, the cross- submdzsahénbf ihe Earners/anq Non-earners’ Accotnts by the
Employers Account (for pre- 1932 accidents) \ﬂ(ere eliminated. If this assessment of
the premium impact is correqﬁ\ a\bo{entlally/ssgmﬁdaﬁt obstacle to the introduction of
competition for the Empioyers A,ccount wou@mﬁf arise. Similarly, more innovative
claims management that reduced clen/;xsﬁs sts, to be expected with competition,
would make premiums | iower than othe?wtge

/</
\// t\ \

\ ) )

What Would Be Reqmrédo SN

/ / / \\\\\/\
31. A sub/siaQ“naJ amount Qf%rk\s needed to implement this proposal. We

think that” af} m‘ier—depaﬂmemel “taskforce would be required (led by the
Depar;men“t b‘f Labour) The key issues to address include: developlng the
mlmm)zlm\e htraot éqeqm}g adequate protection of workers in cases of
bus“me/ee/?eﬂure arrd get’rmg some surety about the private market.

(\ \ A\ ¢

32\\Some legi sYaTwe\ihange would be needed.

/\ \‘\ \~~ /

Relatlonsh?pWith the Coalition Agreement

33. The” préposed approach would be consistent with the GCoalition
Agreemelﬁ;’s statement on modemnising the management and administration of
theSeheme

34, The Agreement also includes — “The provision of publicly owned
comprehensive ACC services by the ARCIC”. The proposal would retain a
publicly mandated ACC Scheme — the core of the AGC.

35. While there would be a significant change to the Corporation, it would
have a role for at least a significant transitional period.
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Recommendations
36. We recommend that you agree to meet with Treasury officials to discuss
this proposal.

/]
/ q/ ///5//{/%/,&4//

,{De‘ser Bushnell
Deputy Secretary to the Treasury

s

ton Peters
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Appendix 1: Structure of the ACC and ARCI Corporation

1. The ACC Scheme is established by the Accident Rehabilitation and
Compensation Insurance Act 1992. [t consists of four major accounts, the
Employers’, Earners’, Non-Earners’ and Motor Vehicle Accounts, plus the

smaller Medical Misadventure and Subsequent Work InJury Accounts. ’

/

2. The Scheme is administered by the ARCI @bppdréhon a Cr%%ﬁnmy
established under the ARCI Act. The Corporatlog\) N\ LU

\\ AN
/ \

e«  manages the Accounts; 7 \ >\

TN Y NN

. provides services to the accoﬁntS\ (e.g., elamns > management,

rehabilitation, assessment for Eammgs\neiated (Z‘oﬁ\pensahon (ERC} and
Independence Allowance, mvgstrme\ t of reser\kés},\

26 N\N
. provides a claimant dlspuie%MQtion pro;:ess(appeaiabie to the courts);

. provides business andp%mlum settmga \? to government; and

{ \\\\

s isresponsible for Consultahon W|y7( preﬁﬁurﬁ payers.

3. The Corporatrori/s iax exempt anbl\dnes not face a capital charge. As a
Crown entity it is/subT&c:t/(o the Orﬁbudsmen and Official Information Acts.

4. Total icheme)expendituré wa&’s? 638 million in 1996/97 — 1.7% of GDP.
e A\ & \ \
5. The Scheme does nokseparately account for the Corpora’non and the
Accoub@\wmiﬁey are<tre\t d as a single entity. The Scheme is consolidated
mtc«ﬂf{é Cronn AccOuniQaﬂhe end of each financial year. The Scheme’s end
of/ (year éyrrplus d}re\ctly/ impacts on the Crown'’s operating balance.
AN \\
6 >F he Co(poratlon does not recognise future years’ costs of current claims
(i.e., the ou;stangmg claims obligations) as a liability in its accounts. It is noted
in those@ccoﬁn‘ts only, and so is also noted in the Crown’s accounts.
/\/ \/

7. Th@ Government is responsible for settlng premiums, for specifying the
cor\trac‘t pbetween the Corporation and premium payers (e.g., the level of ERC
and Independence Allowance) and for establishing a Service Agreement setting
out performance expectations with the Board of the Gorporation.

8. The Scheme is funded on a pay-as-you-go basis. This means that the
premiums collected in any one year meet: that year's costs of claims made in
that year, and that year's costs of claims made in past years. This contrasts
with a fully-funded scheme where the premiums collected in any one year are
set to meet the total estimated costs of claims (current and future costs) made
in that year.
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Injuries that involve

TaBLE 2: THE FOUR MaJOR ACC ACCOUNTS

Work  injurles

Non-work and non-

Doc 1

Page 11 of 78

The characteristics of the four major accounts are summarised in Table 2.

premium rate?

2 cenis per I|tre/or

281%. of wages ark
@\{anes

What costs are o Mon-motor  vehicle
coverad? molor vehicles. employees and self- | motor vehicle injuries | injuries™, to  non-
employed. to eaxﬁe?s Jincluding earnﬂrs<
Currently also non- seﬁ@mﬁﬁo{ted}
work injuries that | ~ > \\/
occurred before |~
117/92. / O > oS
Who funds the Registered motor | Employers and selt- \V@ge and salary | :;'I’éxpayers.
account? vehicle owners and | employed. ™\ earners. /,,,,ffj\\\ 4
petrol buyers. REs D
How is the account Through a premium | An annuamfemnm An annﬁalpremlum Appropriation under
funded? included in  vehicle N D AL ) Vote: ARCI.
registration, and an [~ 0./ /\<\Q _/
excise on petrol. O \ RN
What is the current | $90 for a car. q The \avérage is-| 0.62% of eamings 1996/97 funding =
%

$212 million.

VAN
petrol = $65 mﬂkon N This approximates an
for1996/97. - ) \/ N average annual
e . % - premium of $145.
What is the premium Depengi& mﬂy Rates {m(vpremmfn Zero — all earners Zero
range? vehlcYe/typé, eg/— classmcaﬁtm\ gnits | pay the same rate.
( opedsi\ traclors / ? Q ‘} .
. vm vehicles: PCUS are based on
<-‘; \50/ RN wmﬂ@y type.
How are premtums ~ Pl‘emlums cglfebted\ By}TRD By IRD — employers | From general
collected? < </ / /Nhrough the Ve{lebie D pay for employees | taxation
A~ \V 4 registration sysiém through the PAYE
/\f\ L /| and €xcise system.
// N, Customs ™ fhsfﬁ D4 0|!
\ SN companies:—
co, ensaw/ < $1\36\2 m. (47% of $617.9 m. (71%) $158.6 m. {55%) $15.1 m. (9%)
expenditure, 1996/97/ \a&o\m exp.)

Totalé;('pendwture,/\ ) ; $873.2 m. $290.8 m. $170.0 m,

1996/97 AN

TOTAL SCHEME/ VR N4 $1,633 millicn {1.7% of GDP})

EXPEND/TL%E\ .

Compensat(or/ v 11,569 71,815 44,330 Including Medical

cla;m/s,/fa Misadventure
) ) Account: 2,347

Total Scheme 130,000

compensation claims

TOTAL SCHEME 1996/97 figure unavailable. 1985/36 = 1,45 million (90% medical only).

CLAIMS

10. The two minor accounts provide cover for medical errors, rare and severe
consequences of medical treatment, and work injuries that recur more than 28
days after full rehabilitation, respectively. Total costs for 1996/97 were $7.8
million and $0.98 million respectively. Funding for the Subsequent Work Injury

10
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Account comes from each of the four main accounts, and that for the Medical
Misadventure Account from the Earners’ and Non-Earners’ Accounts.

11
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Appendix 2: The Performance of the ARCI Corporation

1. Since 1995/96 the Board of the Corporation and the Minister for ARCI
have negotiated an annual Service Agreement that specifies targets and key
performance indicators that the Corporation will achieve. Table 1 below
outlines the performance of the Corporation agamst the key targetg in the
1996/97 Agreement. As the crosses indicate, the Corpdratnon achlevedmone of
its key targets. N 7 O >

TABLE 1: ACC PERFORMANCE AGAINST 1996/97 SERVI Ack

Long terin claimants (= 1 year) 00,130, —~+2,48 ' +839 (worse)

3 month continuance rate (% of N ;\ . 24_2%6(\\: ‘TQA +31% +2.0%

claimants whose duration exceeds SR {worse)

3 months) NN i

1 year continuance rate (% of | S11a% X | +0.6% +0.1%

claimants whose duration exceedS\ N Y SRNRN\Y {worse)

1 year) N QAN

Weekly compensation cIamQ \ 7.0%\/ O - \;5_30/0 X +2.3% 0.0%

reactivation rate / /A\ N4 /‘ e \§\\” d

Cther claim reactiva )omate/ / /;16 5°/9 /\ / 19.2¢% X +2.7% (+1 .8%)
S\ YIS worse

Review of ACC demsmﬁls(l e., \\@&A 959, X +2% -0.7%

successtul appgals) o~ Sk {better)

f()ommug;;aﬂggg pr{n mtofr/;éc \Q o 70% 579% X ~13% 6% (worse)

avourable perception o Y

/ // /\\ // g /T N\ \ /

The/ Corpocatloh dﬂﬂ achieve an improvement in claims processing
ﬁrﬁehne\ss for r)on weqkly compensation claims (exceeding the 25 day target by
{7 3. S\Bays and last year's result by 1.7 days). However, claims timeliness for
weekly comRensatIOn claims was 1.6 days worse than the 25 day target (but
improved over 1995/96 by 1.1 days).

/ <// \\\\ (sMh F’j‘
The Qorporatlon s reaction io this failure was to argue that the targets g%ﬁﬁ}
were poﬁﬁy defined and not in its control.

\
- //

Poor Hehabrhtatron Performance

4. Despite a stated management focus on rehabilitation, the Corporation’s
rehabilitation performance has not improved and continues, for example, to
compare badly with the Victorian Workcover workers’ compensation scheme.
The Victorian scheme provides cover comparable to the ACC Employers’
Account (perhaps with even greater incentives on workers to remain on the
scheme).

12
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5. A key measure of the success of rehabilitation is the size of the long term
(at least 12 month) tail. The ACC’s tail of claimants in receipt of ERC for at
least a year continues to grow. It is now nearly 31,000, compared to 36,000
long term unemployment beneficiaries. Some analysis of the characteristics of
long term claimants was carried out about two years ago and indicated that a

significant proportion would be able to work. .

N

// /)/ // <
6. In the Victorian Scheme in 1994/95, 7.4% o@é@’m%)ts con;jni;e}ﬁofn the
scheme for more than a year. This compares wL{kL}i)g.\\iatést ACC Q’e\;{r?’qrmance

of 14% in the Employers’ Account. SN N
\/ \\\ N x \/ /

7. The Accredited Employers’ Scheme isthe on 5 area/iﬁl\h@ Scheme where
some opting out from Corporation provision is permitted. It allows, with
Corporation approval, large employers‘@s@j\t}nsure for th \}its*t year of accident
coverage. Currently accredited employers cover about 4%/of the labour force.
This is the one area where r%‘g@bﬂi}aﬁbn performance is as good as the
Victorian Scheme — latest figures (from De(cé(ﬁh@ﬁé 1996) are identical: a

continuance rate of 7.4% at one year.” AN
</\\ ~ NN\

~
N\
N

N ) " ///\\\\\\;\\\\\\\\\\‘!v

8. The cost of the tail \lsa,SLgniflcant;\\fgrinﬁﬁg about 58% of Employers’
Account premiums, 43% of Motor \(ébiclé\\/ﬁ(ccount premiums and 31% of
Earners’ Account p;e:%ums/‘ NS

\\ \/& /\;\/ ( ( N\ \‘\/

NV AAND ) . .
9. The latest iéféftj'mété of the future cost of current claims (the outstanding
claims liability) is $8.3 billion‘at June 30 1997. This measures the sum that
would be pepdeﬁg/iﬁvesteqf\él\ é;[i\r[f@ﬁt rates, to meet these future costs.

K24 AN\
Poor Bric;ingi/ ’
NN,

19,.,§Wﬁlm>the excépﬁoﬁ>pf the Employers’ Account, there is almost no risk
\b@@dpﬂ/cing in‘the Scheme. Risk based pricing of cover is one of the most
effective ways of fsj\gfgh/iling good and bad behaviour, and providing incentives
for investment.in-safety. The Motor Vehicle Account has three premium rates,
depending only on vehicle type, which is only very loosely related to risk. There

is no risk differentiation in the Earners’ Account.

<\ { /> \\\//
FIGURE 1: EMPLOYERS' PREMIUMS FIGURE 2: MOTOR VEHICLE PREMIUMS

=
1Y, 1409  Sstondard
g 25 120 4 car rafe
§ 9] 100 4
: 5 $ 80 -

.
> 60 4 T
?6 1; ACC 40 - ACC
o A propoesed praposed
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11. As shown in the figures above, premium rales have been generally
volatile. This is a major concern 1o employers especially, as it makes their
financial planning difficult and undermines the safety incentives provided by
experience rating.

Financial N . ?

/ // /\ w \

12. The 1992 ARCI Act was passed parily as»é\ response ‘iQ rap:cf and
uncontrolled increases in the costs of the Scheﬁ‘»e Efkpend tgre eormnued to
rise after the 1992 Act and is forecast to contnﬁue\nc?easmg N

N */\ \\ V4

" Forecast

13. The, Oorjp ra’non also. stafed in the process of the Pre-Election Baseline
Update that it (;Ons:dered |tsnwn labour costs to be uncontrollable.

‘ AN
1{@ Government 1sef¢en faced with crises that are difficult to manage because
L) the};bnave al(eady happeneci or are difficult o repair, or it is too hard to know
what to dQ, Rééem ‘'examples are:
. thé aft&bdant care risk — estimated to be $263 million, with around $103
s miﬁlon falling directly onto the Crown through Vote: ARCI,

. reeent IT investment problems, including expenditure that exceeded
Board approvals and an apparent failure of the project to provide any
returns, and

» inadequate management since introduction, of the Complex Personal
Injury Regulations, including poor financial and operational systems and
little if any management oversight, leading to uncontrolied price increases.

14
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TREASURY REPORT COVER SHEET

Report No: T97C/3498
Date:

Security Classification:

Subject:

\/7

@SOUQh(}Q \/

Deadline

Treasurer | Forward co y@fﬁ%;\note to the

inister and- iate Minister

By Monday evening
Before your

J,/(;,\ or AR Ia\nﬁ\£ e Prime Minister meeting at 3:30
\\;7;) ) h Tuesday
(L 30 September 1997
ance |Read = Before the meeting

at 3:30 Tuesday
30 September 1997

: or |Read

Before the meeting
at 3:30 Tuesday
30 September 1997

lephone Discussion (if required):

e

Position Telephone
Direct After

Line

Name |

Suggested

Hours | First Contact

Peter Bushnell | Manager, Social Policy Branch s9(2)(a)

Ken Heaton Manager, Health Regulation

and Funding

v
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CA/M1/0
T97C/3498

IN CONFIDENCE

29 September 1997

Treasurer
Minister of Finance

3. uctions in the Crown’s operating surplus projections may
dama credibility of the Government’'s commitment to prudent and
sus}aﬁrn\ fiscal policies, and would limit the Government's other fiscal
options,

N/
4. The current monopoly status of the ARCI Corporation is a serious problem
for the ACC scheme.

5. At your meeting we recommend that you pursue the following objectives:

a agreement in principle to:

[ introduce significant competition into at least the Employers’
Account; and

ii retain Employers’ premiums at current levels;
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b  establishment of an ad hoc Ministerial Committee for progressing ACC
reform, consisting of the Minister of Finance, Minister for ARCI, Associate
Treasurer and Associate Minister for ARCI.

6. Annex 1 attaches a paper that includes an outline of current institutional
arrangements and the Department of Labour’s work programme.

7. We have consulted the Department of Lab preparatio f this
paper. We understand that they are preparing e brlefmg\cﬂ\e setting

out their views ; ? ¢
v >
8. Coples of this report are attached fo referra o the Mini ter\z;nd Associate

9.
reductions needs to be made

ision on ACC premium
mber se&par;agraphs 16 ff).

10. A reduction in the A /Emplo mium would have significant

consequences on t Q@wns fis gpq \}on especially in 1998/99 and
1999/2000. -

11. The ARCI éf;rp ion ha ulted on options for significant reductions
in the Emplqyers /pmmlumu 0 8/99. Employers are thus expecting big

premium r. uc;t% S.
The Effect the Fi aI%Iem

12. urrent ff)f‘ level of the Crown’s operating surplus is low and

N\
% ose to (% 1ger zone” according to some commentators.
) e\

13. “Furth dut ons in the Crowns operating surplus prOJectlons have the
potential ¢
and sustz le fiscal policies.

14,/ C\0 ntly New Zealand is running a large current account deficit. Interest
rate\ Inot fully reflect this because financial markets have confidence in the
Govemments fiscal policy. Loss of fiscal credibility would put pressure on
interest rates as investors would regard New Zealand as a riskier destination for
their funds.

15. Reductions in the Crown’s operating surplus due to changes in ACC
premiums would limit the Government’s other fiscal options.
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Underlying Economic Problem

16. There is also a serious and fundamental underlying problem with the ACC
Scheme - the current monopoly status of the ARCI Corporation. As a
monopoly the Corporation faces very weak incentives to perform. The current
issues generated by the premium decision is just one example of what can
happen with current structures. &

(-
How to Manage the Two Problems < “\\\(f

17. The fiscal position could be protect d employers geipectatlons
managed by announcmg a decision not t reduce Employ,,,,ﬂnw iums, along

a

J’/ 7 \\\
20. This woyld\sgpport the

ion Agreement’s intention to build a world-
leading ACC* S@he;ne It wou courage more responsible behaviour and

investme q@ty, and welfare dependency, by improving the pricing of
insurance and the m ement of injured claimants. A publicly owned
remal

in sues \
@y v
21.An AC r{remMm decision needs to be announced before Christmas.

made for inclusion in the December Economic and Fiscal Update

affect the Crown’s fiscal position, the decision needs to be
Dmﬁg
23. \P¢éct|cally, this means that the absolute last date for the decision is
24 November 1997.

24. Ideally, an announcement on premiums should be made prior to DEFU
publication (currently planned for 11 December 1997).
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25. Lead sector groups have asked for contestable delivery of the ACC
Scheme. An approach consistent with these requests would be to announce
that premiums would be maintained, in part for fiscal reasons, but mainly to
ease a transition to a fully funded regime where the ACC would face

competition from private firms from a specific date. This te and
implementation details could be announced at the 1@ get.
26. Annex 3 contains an indicative tlmetabl@ gressmg \kkeée issues

through the process of government.

Work required

Q ,
27. Before Ministers could make a decision’along tl{@xseﬂl‘ s, work would be
required to ensure that key implementation que were scoped so that
changes would result in the m %benefits ansition costs. Some
questions include:

A%

ﬁe ACC does not waste resources as reserves build up,

% esources are large and ACC is not renowned for good
|nanC|aI aqd/c ims management. Some possible solutions, ranging from
light d to more directive, include:

Agreement or directions to the Board) as to the general uses that

/'7"‘\
eserves can or cannot be put;

(O
N/
ii requiring ACC to invest a certain part of its reserves in specified
instruments (e.g., government stock) for specified terms;

i% itional administrative requirements (e.g., through the Service

i transferring a part of reserves into a separate account that would be
managed by another party, that ACC would not have access to, and
from which monies would be transferred back to ACC as and when
needed;



20170335 TOIA Binder 2 Doc 2
Page 21 of 78

b the appropriate regulations:

[ definition of the minimum package to be offered, i.e., minimum cover
and entitlements;

ii ensuring adequate financial security of providers so that purchasers
of insurance can be confident in the product; and
i ensuring a cheap and effective dispute reso i ?n prOCGéS, e

AN,
¢ the extent and mechanisms for competi i

e examp{e\gnclude

[ full competition between groduct ab the minimum
required), and quality; or / \

sk -groups an \ontract to be offered,
icing and a ent of these groups,
\W/

\gpontract to be offered and the
., centrally based risk and

price insured in ividuals Yy~ (I:
experience r@g) with @pe/ n in claims management, via
\\

i central specification of ri
with competition for tk
e.g., via an auction;.or—

i central specificati %f

risk groups

competiﬂ% ring; or -
iv spllttlr{g/th curren me into statutory funds, with explicit

m agement cont etween the funds and competition in the

ar\\@g ment oft ese funds;
d arrants for the way of managing the tail of existing claims; and

e dium tefm implications of a move to a fully funded scheme.

orﬁmendatr&\f

30. Wer \merid that at your meeting on Tuesday 30 September Ministers:

5&

a at Government’s strategy for ACC reform be included in the
/a a for Premier House;

\
\agr/eed/decllned agreed/declined

b direct officials to report to the Minister of Finance, Minister for ARCI,
Associate Treasurer and Associate Minister for ARCI by Friday 5 October
with a timetable and work programme to enable Ministers to make
decisions before 24 November on ACC premiums;

c agree that interim reports against this timetable be made to an ad hoc
Committee consisting of the Minister of Finance, Minister for ARCI,
Associate Treasurer and Associate Minister for ARCI;
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agreed/declined agreed/declined

d direct officials to:

identify the key issues that need to be addressed for implementing
significant competition into at least the Employers’ Account;

provide assurance that there are genera s to thes&es;
develop a timeframe and work plan oplng %peélf‘cynlutlons

and \;
report back to Treasury rs, the '%and Associate

.
te
Minister for ARCI and the %%ﬂ ter by/fhe\ - October 1997:

\\
— on (i), (i) and (iii) %
- with an outline—of a stra;e& introducing  significant
competition |o%\ least the ﬁ@gyers Account;

- with cle ar{ce on \c\ realistically be announced on

or befor e{/\h te; and

4 55\

NS
Hon Winston Peters Rt Hon W F Birch
Deputy Prime Minister and Treasurer Minister of Finance
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TREASURY REPORT COVER SHEET

Report No:

Date:

Security Classification:

T97C/4087

14 November 1997 E@

Budget Secret

C

ACC Refo@ ay

@ Pfe miums

Subject:
NN -
\y 4 Deadline
Treasurer 4:30 pm, Tuesday

L~
(&
\

\\w

\

s pap 0&0{1} Cabinet
)| collea

U ag ree CJ-R

19 November

Minister %qa{?ce

o \}e meeting with
r ARCI

4:30 pm, Tuesday
19 November

AssWsurer F\or)(our information None
)ho iscussion (if required):
) )
Position Telephone Suggested
Direct After First
Line Hours Contact
Manager Social Policy Branch s9(2)(a) 4
Manager Health Funding and
Regulation
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CA/M1/0
T97C/4087

BUDGET SECRET

14 November 1997

Treasurer
Minister of Finance

cc: Associate Treasurer %1/
,7,_\\

ACC REFORM Sj%&Y AN QC PREMIUMS
LN

N )

\\\\\' [ )
Introductio %md\&ifnma

Minister for ARCI at 4:30 pm on Tuesday
s three papers for HSP on: ACC Reform, the ACC
e ACC Earners’ Premium.

c fall competition is also consistent with a publicly owned provider
competing in the market, allowing people who value public provision to
continue to purchase from the ARCI Corporation;

d Ministers are in a position to make a robust and fully defensible decision
to introduce full competition, and that more investigation will not throw
much more light on the pros and cons of competition, but would only serve
to increase the risk of the strategy losing focus;
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e consequently, the Employers’ premium should remain at its current level in
order to reduce the unfunded liability in that account;

f the Earners’ premium should increase to 1.0667% to stop the growth of
the unfunded liability in that account;

g the additional income from these premiums be antined fro ARCI
Corporation for use only to meet the outstandi S Ilabmtres hese
accounts upon introduction of competition;

h there are a number of clear and strong unication p
made in addressing public expectati 'j\s\;‘and concerns..

o\%s (hat can be

3. You may wish to refer this pap
Cabinet Committee on Health and..
19 November. %

The Government’s Goals f

eneral Direction for the ACC
ACC by restoring it to a world-
a/ble accident cover;, and one of the

5. A world” Ieadmg schem% deliver 24 hour, comprehensive no fault

accident cove r\ \g that:
a tlﬁ eople a%ends on their risk taking behaviour so that low

y
d perf?ré@n’t pay for high risk poor performers’ costs;

ed pec @elve generous, cost effective assistance, but are not

‘ ermlttedte ish in long term dependency;
\\ ’/
c the f accidents that occur today are not loaded on to tomorrow’s

pr payers;

/ are offered and able to choose additional cover that allows them to
\\be}er meet their insurance needs; and

e this all happens without constantly increasing costs, with rigorous financial
management and at a fair price.

Problems with the Scheme

6. Under the current Scheme these criteria are not met. Delivery of the
Scheme is poor:
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a only the Employers’ Account has any risk or experience rating. Thus,
parachutists or drunk drivers get cover at a considerably discounted price;

b  there is serious dependency on the Scheme — the number of greater than
12 month claimants continues to increase (currently 29,000). This leads
to an outstanding claims liability estimated at $8.1 billion at 1 April 1997,
forecast to be $8.6 billion by 1 April 1998 and $ billion by 16&2001-

c there are regular complaints of lack of ge n the orke;h%md (e.g.,
the recent attendant care problems), an irected aéast nce on the
other (e.g., for travel to treatment but no

d the pay as you go funding of the he me is unfair,,i i inefficient. In the

Earners’ Account which is imm : ly few old claims,
premium payers pay far less- the true cost of cover. In the
Employers’ Account, firms e%rced to p %e costs generated by
old, defunct poor performe %&; if they oor performer, their long

term costs are transferred to other future fi \(rms,/

e there is no choice in %@Téf cover. Additional cover must be purchased
\FhIS requir: s<peo e to pay for an additional layer of
(or requir rivate insurers to shift much of their
tifles i mo@u‘. é ?l in product design;
N/
to increase — $500 million in 1983/84,
ecast to be nearly $2 billion by 1999/2000;

f the Schemes gosts c
curre y$31 500 million and

are volatile%ecially in the Employers’ Account — e.g., a 20%
995/96 w ACC are proposing a 35% fall for 1998/99; and

agzﬂ'( ent and accountability structures are poor, e.g.,
résultlng/m ital budgeting process and primitive cost allocation.

d th/nk that a world-leading Scheme can be achieved without

cted monopoly structure of the Corporation. Such a structure
provides very few and weak incentives for high quality management, innovation,
efﬂc{er\u resource use or effective client focus.

The Effects of Competition

8. Even though a number of caveats need to be put around the empirical
evidence available on workers compensation, in our view, the evidence is
clearly positive about the benefits of competition. It can be expected to lead to
a more efficient, fairer and safer Scheme delivered at lower cost by:

a improved pricing — by increased experience rating and better risk pools,
and so less cross-subsidisation of poor performers by good performers;
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b increased focus on what premium payers want — through innovative
product design, including add-ons to the basic package and bundled
insurance, risk-sharing arrangements such as various combinations of
deductibles and co-payments, changes to the way benefits are delivered,

e.g., voluntary introduction of lump sums;
c improved administration and claims manage insurers’ v@have
strong incentives to assist genuine cases b Ilngerersk\

d improved funds investment that takes account of ins rers\gﬁtferlymg risk
profiles; and

e generally improved management/be ause of o/mgé\' on for customers
and through ownership press e ol takeo \;{‘/‘

9. There are risks associate petltlgn s the ACC Reform paper
points out, these risks can essed \\Np; are confident that detailed
AN S

solutions can be designed

employers woulcﬂbe ired to
contract, andgmouicfcpntlnue

N
11. ' e;ﬁtatlon a%
met the releva prudentlal requirements would be permitted to offer insurance.
This » clude n-owned insurer (the ARCI Corporation). The
Employers’ Account. Ou nding claims liability would be recognised on the

@W balanc he “and set directly against net worth. The unfunded
on’ of the 4|;b%> , the liability less reserves) would be financed by a
surcharge o%mlums

Winne %L sers

12,/ 1 transition employers who currently bear the costs generated by past
hig K}Q\/St, poor employers who have now ceased to exist, will enjoy a premium
reduction. The best example of this is probably the meat industry, which has
significantly improved its accident record at the same time as becoming much

more efficient. The result is that current good meat processing firms pay large
premiums to meet the costs of defunct bad processors.
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13. Other employers in low risk industries (e.g., banks and insurers) will
therefore probably face higher premiums over this transitional period. This is
fair because it evenly spreads past costs that current employers have no

control over.
ience rating lead to
ir activjtres their

past performance) facing higher premiums a risk employers facing
lower premiums. The immediate impact m at somé hl -risk, poor
performing, marginally profitable employers e facing p Ofltéggfy issues.

14. In the longer-term, more effective risk and e
higher risk employers (measured by an assessm

15. In the long run, this will lead to im \?é safety and,j%er ccidents.

16. The short-term direct impac \s\“mall With continued
low cost, non-confrontational dis C es, and given that the
minimum contract is based on eurr i 9 oyees will receive similar
benefits to current entitlem ~The long-term impact will be safer working
conditions as the financial i

Implications for Pre u:\/\settlng

e
17. Unless Min ide N T\\o introduce competition — i.e., if they
decide now tol anr ce co ion, or decide to delay the deC|S|on to
introduce COMpetlttOw— we thi t the premium decisions should:

&@&e with th
gard to tW of the unfunded liability in the accounts; and

Q%e foc%garrowly on the ACC’s short term cash management
ch

“needs whi rrent PAYG system is based on.

n%uction of competition; and therefore

{

"’ch is fully consistent with the obligations of the Minister for
into account the broad public interest — the Minister is not obliged
CC Board’s recommendations.

e \\\
19.‘\\@? approach suggests that premiums should be set so that the unfunded
liability reduces or does not get worse. This makes the transition to full
competition much easier because:

a the smaller the unfunded liability the easier it is to finance; and

b the smaller will be the pressure on premiums when competition is
introduced.



20170335 TOIA Binder 2 Doc 3
Page 29 of 78

Employers Premium

20. Our comments are set out in paragraphs 40 to 51 of the Employer
Premium paper.

21. A premium reduction now would:

a risk a premium increase being required to intr; mpetlt)or&
b  increase the size of the surcharge nee% nce the{taﬂ\zfe’(d claims

because reserves would be smaller at e competltloi(gs/mtroduced
(reserves reduce the size of the unfunded liability);
as meaniing ng\\

¢  send a signal that employers ml@
i the Government is not& ﬁQus bout @on
i the reduction is w e and nqt\png that they can act on with
confidence (i.e./i is no competition, the historical volatility in

premiums will co tnu/e — if¢

r to be competition, a future
uired for the transition).

e 1 belwo(q\ép employer premium reduction would
reduce the Cro eratin nce. The current forecast level of the
Crown’s oper@tmg su;plus is d close to the “danger zone” according to

the some@ Ytators. urther reductions in the Crown’s operating surplus

have the to dam ‘credibility of the Government’s commitment to
tainable fiscal policies

prudent an i [ icies.
Tat ; nge in %QMrating Balance for Employers Premium ($ m.)

(7] 1997198 1998/99 | 1999/2000 | 2000/01
Reduge to 1.70% (ACC) -30.3 —356.5 —358.7 —385.7
Reduce to 1.95% (Labolr) 0.4 —235.6 2325 —253.4
Reduce t02.20% +34.0 913 —60.5 +37.0
No chaﬁgé/gﬁeésury +86.8 +126.3 +184.1 +224.9

YITB re are also fiscal implications for the Crown associated with
main a1n|ng the premium and moving to competition and full funding. When
competition is introduced the Crown would need to recognise as a liability the
outstanding claims obligations for the relevant account or accounts. This would
reduce the Crown’s net worth but it would not have an operating balance
impact. As at 30 June 1997 the outstanding claims obligations for the
Employers’ Account were estimated at $5.24 billion.
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Conclusion

24. Unless the Government does not wish to proceed with competition, we
consider that the employer premium should be maintained for 1998/99.

25. Maintaining the premium will facilitate the transition to competition — it is
likely that fully funded premiums plus a surchar@ld approz&ﬂe the

current employer premium

26. We think that it is a prudent way to m @s in thé%)/e |od/untll the
Government makes a firm decision on co ion if it wishe\fto/ defer this
decision meantime.

,\\

27. 1t will be important to communic s of a decision to
maintain the premium to employer gr iven t e\itra/short term costs. It
should be highlighted too that th é@a major fis ations for the Crown.

Earners Premium

ng tern{ bgn

28. The issues are similar for the Earne

competition would b sﬁgmﬂcantly S\
outstanding claims li ﬁ@ow %J ~
29. In this account, because | N ; 3‘
basis, the i |ssye is even sharp

N> 7
a the Gqfls trans "c":’urrent costs to future earners and so building
up th tanding clai

liability; and
earneké Meiving cover at substantially below its real cost.

\
\ %at the premium be increased to the full funded rate to
sto he grogtgpf ithe unfunded liability. This would mean that earners paid the

real cost It would also mean that when competition is introduced, the
i e that might be necessary would be a lot smaller than it would
to be — because the unfunded liability is smaller.

31! \Th} iscal implications of the ACC’s and our preferred options are in
Tatﬁé 2 below.
Table 2: Change in Crown Operating Balance for Earners Premium ($ m.)

1997/98 1998/99 1999/2000 2000/01
Increase to 0.7111% (ACC) -6.7 +42.4 +99.6 +131.0
Increase to 1.0667% (Treasury) +34.5 +238.5 +314.9 +399.7
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Quarantining the Premium Increases

32. If the Government decides to increase premiums as we suggest, it is
important that the additional income is quarantined for use only to reduce the
outstanding claims liability.  This will retain financial pressure on the
Corporation to manage efficiently. Officials would report to the Minister for
ARCI and the Minister of Finance on the details of h@o this. &

Communications Strategy < \\

33. The communications strategy need address thé\Sdémsmn on
competition as well as the premium decisjons.

Employers Account; an%

b  a fully funded account “critical to

ACC delivery wﬂ@efﬂs for bo
35. Employer gro@ e been c@l for the Government to resolve the

issues of compe/ d fundi r the ACC so that these benefits can be
realised. Some umons mlght receptive to this sort of move with a signal
that insurance \gler and benef re not going to be reduced.

\/
oving the overall management of
yees and employers.

ill clearly melcome any increase in their premiums. The
ttoma , however, is that current earners are being heavily

v L \ o~
N er’nployerS ma of pre-1992 non-work accidents; and

b

(7))

\\ J
%Eeréas the current earner premium does not reflect the full cost
ecause the account is very new and pay as you go funded).

refore recommend the following broad communication strategy:

anhounce now that competition will be introduced into workers
compensation;

b announce now that Government is working towards a similar goal in the
other Accounts;
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c coordinate these announcements with the Employers’ and Earners’
premium decisions. In particular, as discussed in the accompanying
paper, that the Employers’ premium be retained at current levels in order
to continue to reduce the unfunded liability in the Employers’ Account;

0 ‘r oW competlll be
introduced and a target implementation da e W e made-at the 11998

Budget, and that stakeholders will have & DPO un|ty to. comment on
specific proposals before they are finally adopted by Govér@/n ;}t/

38. Examples of the key messages that gn be communicat dgfe:

"/ in e Government’s

in delivering,
' 3%g\g/providing 24 hour,

d indicate that more detailed announcements

a competition is an important
Coalition commitment to a w
comprehensive no fault acci

b  the price people pay f%

taking behaviour so t@o% )
the costs of high rlsk p

\’(ﬁe full entitlement of cost effective
very serious permanent incapacity,

oting of ACC will improved, and its long-term
V|ablh/t)§/se ed, as the scheme moves onto a full funding basis;

@é;r

tlv(e build-up of ACC reserves will be properly safeguarded so that they

canno%@sted
g wi scipline of competition the quality of services and their cost-
iveness can be expected to improve, providing much greater stability

/a\ edictability for claimants and premium payers alike.
N
Conclusion

39. Achieving a world-leading Scheme requires the introduction of full
competition — i.e., competitive underwriting. We conclude therefore that:

a Ministers should decide now to announce full competition in the

Employers’ Account and that they are working towards competition in the
other Accounts. This will mean the work programme is clearly focused;

10
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b  the Employers premium should remain at its current average of 2.61%.
This will begin to reduce the size of the outstanding claims liability in this
account and so smooth the transition to competition. This will reduce the
risk that a premium increase is required on implementation; and

c the Earners premium should increase to the full funded rate of 1.0667%.
This will stop the growth of the outstanding clai iability in thi ount.
7
Recommendations <\\ ))
40. We recommend that you support theﬁpa Treasu recb\n)imendatlons

petition will be
nment is working
tions b (iii), (iv) and (v),

a in the ACC Reform paper — to a
introduced into the Employers’

towards this in the other Accoun
and h; %

at its current av ags\/ vel of 2. scommendations h and i; and

agreed/declined agreed/declined
§ N
b in the Employer:< udns paper - to retain the Employers’ premium

agreed/decl lin \\\‘ agreed/declined
(/ \ \

C in the E@rners Regulatl er — to increase the Earners premium to

1.0667% \§ST exclusive)— recommendation b (ii).
%Imed agreed/declined
A
< \ % f /(%\;
Ken Hea@j/
for Sec to the Treasury

\ /
Hon Winston Peters Rt Hon W F Birch
Treasurer Minister of Finance

11
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1 The Terrace

P.O. Box 3724
Wellington

NEW ZEALAND

Telephone 64 -4-472 2733

THE TREASURY el e
CA1/0
T98C/1892

IN CONFIDENCE

15 June 1998

Treasurer

Minister of Finance s
S

cc: Associate Treasurer

ACC REFORM —ﬁ%e OF@HNG CLAIMS

f /

Executive m |

1. re addre ses the existing claims liabilities in the Employer’s
ACC s should be funded. It also addresses associated

You are\%ch uled to discuss these issues with Treasury officials

y 15 J ror to an STR discussion on 17 June. A subsequent

r{/ repor(wﬂ ment on the other seven ACC papers being submitted
to S /

2. T % issue which Ministers need to decide is who should fund the
outst/a,,\ ing claims liability in the Employer’'s Account.
(O

We recommend that this is fully recovered by keeping the existing surcharge on

all employers (Option A). We prefer full payment by employers rather having
some Crown contribution because:

a  the economic costs of foregone debt repayment and foregone tax cuts
would be higher than the economic costs of an employer premium;

b  employers and industry organisations would be more likely under option A
to pressure ARCIC to rehabilitate those in the tail in order to get a lower
surcharge;

c Option A would avoid increasing fiscal pressure right now and would
signal the Government’s commitment to increased fiscal restraint; and
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d a Crown contribution is not needed to avoid competitive premiums
increasing above the current level of 2.35%.

3. A decision is required on who should collect the proposed surcharge
from employers.

We recommend that insurers collect it as they curt ith the/@w\/ice
and EQC levies. LU

-~
4. A separate decision is required on ho t this surcha é whether

by continuing the current method of regu 5xng levies for ry groupings

or by a simpler method.

et as & % foading on premiums

, of liable income (if no
ix-of the two approaches.

\1% competition, about 70% of
ars for ARCIC premiums to
> new Crown insurance company.
Ministers need to d "ct these arrears which will be owed
to ARCIC. O

We recommend that the surch
collected by insurers, (if risk rati

et‘ung remiums in those accounts not being opened to
i imme 1;%

\\pa\« s-you-go funding should be retained in the Non-earners Account.
—/

7. The fiscal impact of our recommendations (including the impact of
recognition of the unfunded liability) is shown in the table below.
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Changes to.1998 BEFU Forecasts for Operating Balance

(SM) 1999/2000 2000/2001 Counts
against $5

billion limit

Funding the Employers Tail:

Option A: Employer pays 0 0 Yes
Full Funding Other Accounts: ) . 5

Earners Account
Motor Vehicle Account

Taxation Impacts:

One-off reductions in tax from
double deductions

Premiums owed by arrear payers
collected over 5 years

Effect of Treasury
Recommendations

Recognition of Outstanding

Claims Liabilities:

Employer's Account

Motor Vehicle and RN
0\

Earners Accounts ) )

Total Fiscal Eﬁects<

Note: Other fi ca @p/acts wm ur{ but are still difficult to estimate: transition costs
(estimated ar Uﬁ/d 15 - 25 i lus costs to IRD, Health and Commerce; a
capital inje \~\§hanges t worth through the recognition of claims liabilities and
assets in arrears. A S|gn|f|c mponent of the regulatory cost is included in the

om by Department of Labour officials would have a fiscal
illion in 1999/2000. To offset the cost of some of these
' NS M|mst ra\ ight consider raising the Earners and Motor Vehicle

e J?he fully funded rates to include some contribution towards
in these accounts.

Fund the Employer’s Account Tail

9. ‘\E;Erlnployers currently pay for the costs of all workplace injuries. The
existing average premium?, of 2.35% of wages, is made up of two components:

a 1.55% to cover the full cost of new claims; and

b  0.80% to fund the cost of past claims (reflecting Cabinet decisions of
November 1997, which moved to meet these costs over a 15 year period).

1 Atull listing of premiums for all accounts is shown in Table 3.
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10. Ministers need to decide how the cost of those past claims should be
funded after the introduction of competition in July 1999.

Options

11. The Minister for ARCI is presenting four funding options |n h aper to
Cabinet Strategy Committee. These are set out in“Table 1. m the
status quo option (A) each other option shifts differi ortions ‘of he nding
cost to the Crown. The costs of existing clai the Emplo er's ; C;zount are
forecast by the Department of Labour to be& billion on {\ ly 1999, but
are offset by reserves of $1.1 billion. Q}(

Funding the 1999/ 2000/
Employers Tail 2000 2001
$m $m
Option A: - 0) 0 0
Employer pays all @
Yo
Option B: (N . (90) (91)
Crown pays (nOn Mork
injuries pre<1992 \5
217 (148) (140)
1.65 (426) (434)

Notes: 1/ question whether 2.45% for Option A is a likely premium to emerge under
competition for the standard policy.

g/<\§\ Options A and B involve repayment over 15 years, Option C over 10 years
>/
Option Choice

12. The Department of Labour prefers Option C. It argues for this on the
basis of:

a incentives: that this option retains incentives on employers to remain
involved in the rehabilitation of most recent injuries over which they are
most likely to have control,

b  distortions in taxation: that Option C reduces inefficiencies by relying on
the broadest tax base of the Government; and
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fairness: that it is fairer to émployers who only generated a portion of the
outstanding claims liability.

In response, Treasury prefers option A — employer funding of the full

outstanding liability over 15 years. In relation to the Department of Labour’s

argument, we would note: g

a  incentives: We agree that the relationship betwe employér and injured
employee will wane over time, but we think that there is mjl@ incentive
under any of the options for individ employers 1 @et individual
employees back to work because the premium l{ét best be an
industry average. Rather, Opt|o &would piac greater incentives on
employers and industry organls
ARCIC to rehabilitate those in
faster and more cost effectively.
can point to better manag

b  distortions in taxation: E\)i\é artment of Labour, we argue

c

that Option A woulé%@ ikely t

m \ lower economic costs than
Government funding: 3

tcomment:

conomic costs of taxation on the
Govemm s’ broad X\Ba . The economic cost of Government

gdlngwﬂ depen hat is foregone because of the Government

d<an }the ACC lia . This could be a combination of delaying
V( tax ¢ ~debt repayments, or replacing other priority
diture Th re, the more likely that Government funding
ld me th t debt repayment and/or tax cuts were foregone
ecausgé -of wer operating surplus than otherwise), the more
likely ils \\ﬁ at the economic costs of Government funding would be

greate the economic costs of employer funding. This is
pamqutaY so if the tax cuts forgone were reductions in the top
sonal- and corporate-tax rates of 33%.

i ? Department of Labour also argues that employer funding would
\ have higher economic costs than Government funding because the
surcharge is proposed to be risk-rated, and hence its level would

\
\ / vary by industry. This would represent a variable tax on labour

income, which would be more distortionary than a flat-rate tax on
labour income. We agree that the efficiency costs of a variable tax
are greater than those of a flat-rate tax. However, we consider that
this effect is unlikely to be sufficient to offset the economic cost of
forgone Government funding are likely to be sufficient to offset the
economic costs of forgone tax cuts or debt repayment.

fairness: Option C has taxpayers meeting the cost of all pre-1992 claims
liabilities, including those involving workplace injuries. This could equally
be seen as unfair.
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14. In addition to these aspects, Treasury also argues full employer funding
would lower the risk of the ACC reforms and hence the efficiency gains from
competition being delayed because there would be no fiscal cost in 1999/2000,
and hence no additional pressure on the Coalition's $5 billion spending limit.

15. The judgements about these economic impacts, are finely balanced, but
N2 funding by loyers
ment funding. In light

of the public comments to date, Ministers HE; xpect e ploy%rs/and the

business community to object to full employer funding of the t \bn ﬁne grounds
that they should not have to fund the cost o . It will be
important for ministers to have a comm r*@aiu}n plan to explalr the reasons for
their decision. - \ .

\\,,//
Expected Premium Level in th& itive Z@
me elemgm of Grown funding of the tail is

16. A key argument advanced f
the risk that premiums mi
two concerns with the c

é er the introdtction of competition. We have

made by the Department of

Labour:

e  pessimistic ior \ ‘about the effect of competition; and

. the rec very( ®f premx M arfears is not factored into reductions in the
unfunde\dwa@my

cted premium levels resulting from the funding

abé@ts out the%e

options. ~We set out in Table 2 the Department of Labour officials’ estimation of
the  potential premium-of 2.45%, compared to the existing 2.35%. We do not

%ha h this calcufation. A key difference between officials is the extent to
h’some of th ected additional costs associated with a change away
from'a mon&ﬂi@lbw cost levy system will be offset by efficiency gains.

Table 2> pt of Labour Derivation of Employer Account Premium

Fu‘ﬂ‘ : \@d claims cost (includes some administration) 1.31%
Ad@h\'g‘pél insurance management/collection/marketing costs 0.2
Employers meeting full medical costs, as per ILO conventions 0.08
Regulation costs 0.05
Surcharge to fund tail liabilities 0.81
Total 2.45%

Note: In passing you might recall that when the Employer's Account premium was set at 2.35%
in November last year the Department of Labour argued for a lower premium on the grounds
that this would better reflect the premium expected to be required for competition.
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18. In Treasury’s view, this assessment assumes too high an estimate of post-
competition costs. While the fully funded claims cost and tail surcharge make
some allowance for improved performance over the past few years, they
exclude the effects of competition on injury rates and the improved
management of claims. The estimate also includes the high end of the possible

range of additional insurance costs, anticipating that higher marketing and
collection costs will be involved.

-~ / 7
19. Thus the 2.45% estimate assumes more alms an\ab*ement with
no advantage from competition. If additio 4~ admlm éil n costs and

competitive incentives are unable to red ce the new clai t and the tail
surcharge, and/or provide enhanced @%dehvery,

lfﬁcult to justify

proceeding with the ACC reforms. % (R
) )
\ich/can be defended as

m arlson with the existing

$35 rmlhon per year (and \&
)

21. In addition, the premiums hav Qb ’calculated on the basis of the
outstanding liabiliti ) 5f71he recovery of the premiums in
arrears, amountin
been included. /The|
because for/O%pf employ
levels. T |s\1§yow)ever confuses debt repayment with the ongoing costs of

meeting t R@nded liability in'the tail. The inclusion of the arrears asset
would lowe e net outstanding unfunded liabilities in the Employer’s Account.

Our ate’ of the t of recognising would be to lower the surcharge
required from 0.81%1&\ %. This would give the following result:

AN >,

% le 2a: Trea\s%w%nvatmn of Employer Account Premium

\\J )

Fully fund%s cost (includes some administration) 1.31%
Additi insurance management/collection/marketing costs 0.2
Regt sts 0.05
SL(chg to fund tail liabilities 0.67
Total 2.23%

Who Should Collect the Surcharge

22. The Department of Labour and IRD prefer that IRD continue to use
existing processes on the basis that:

. this would have low collection costs; and

« the surcharge could be set in a way that meant employers’ current costs
would be least distorted by the costs of past accidents.
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23. We thirk that using insurance companies may be a better way to collect
the surcharge. Neither argument raised by the other officials seems to have
much force.

24, The first argument appears unlikely. Using insurers:

. is likely to be cheaper as it would piggy-back.onto the insura@mcmg
systems. This should be a lower cost tharn“IRD(which ckfarg RCIC
some $26m pa currently); and )

. it could also avoid the cost of ARQ&intaini
classification system in order to i he surcharg to-risk since there are
simpler ways to tie the surchar remxums ged by insurers. If
so, this would further increase

advan@? usmg insurers.
25. The second reason advan ‘ther offi is'irrelevant. It is based on

their view that it is desirable_ to use th@\\EXlS g ARCIC 523 industry
classification scheme and r éach industry under regulations
as happens now. This ap e used with insurer collection, and so

is not a reason to pref'@e collectlogg\;\ yd'over the other.

resolve the issue and officials could
Gf*rhg issues involved including consultation
with the md%str\j if Mmlsters d to pursue the option of insurers collecting

e required to deal with the surcharge to be

the surcharge:: M@chams w
paid by \ggred empl 5., There are also significant Vote implications if
ARCIC w longer required

o pay IRD for premium collection.

Id the Sn\Le e be Levied?
7

@ﬁlClaIS/d their views about what method of setting the surcharge

balance dﬁu istrative costs and providing an efficient pricing signal to
employer % Ia/rge extent this reflects differing judgements about how much
current €l r risk is related to their past risk (and hence share of the costs
of th d liabilities).

BE\The Department of Labour recommends a mixed approach. It would have
t-rate charge for any non-work costs that employers were required to pay
for (this would amount to 25% of the surcharge for Option A) and a risk-based
component for the remainder. It recommends continuing to use the current 523
industry classifications as a basis for risk rating the surcharge at an industry
level. These could be reviewed annually on the basis of performance in
managing the tail, but would not include experience rating as the compliance
costs would be too high with collection through IRD.
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29. lf insurers are to collect the surcharge, then it would be possible to base
the surcharge on either the premiums charged by insurers, or on the insured
incomes or on a combination of the two. This approach would have the
advantages of:

. avoiding the costs implied by the process of annual rev and
consultation under the current industry regulatn@ &
dustry Ie

. avoiding the problems that exist now with th wﬁergby new

firms or efficient firms are penalised for the or safety @f firms which
might have since left the industry. Over time thi E likely to occur

more frequently with the entry and @‘ firms.

Ay, N
premia dha\ge by insurers to the

30. The surcharge would reinforce @
maximum extent if it was set as tage@x%med total premium

income for the year. On the %ﬁ premi aging 1.55% and the

surcharge being 0.67% of wages this‘would @nsia to a premlum surcharge
of 43%. The relative risk rati ould remain because a premium that was
double the cost of another - urcharge would remain double
after the surcharge.

31. Alternatively : uld be set as a flat percentage of the liable
income. This would:
approach would- beapproprla
past risk, othéﬁwlseﬂ/ would tenc

of the mixed approach favoured by the

approxma
Labo be obtained by a rule which based the surcharge
premlum d and the liable income.

simple for insurers to apply; and

c ‘\\Wou d reinforce the incentives for firms to minimise accident costs.
_/

Recovery of Arrears

34. At 1 July 1999 between $1.1 - $1.2 billion will be owed to ARCIC by
employers and the self employed because of the payment of premiums in
arrears. Ministers need to make three key decisions with respect to arrears:

. whether the arrears should be collected;
« if collected, how collections might be spread over time; and

. the mechanism used to collect the arrears.
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35. We recommend that the arrears should be collected. This is consistent
with formally recognising arrears on ARCIC's and the Crown’s balance sheets.
It also matches the recognition of the outstanding claims liabilities.

36. For some employers with low risk ratings, arrears recovery in a single year
may not pose a significant financial burden. Early full payment would reduce
the administrative costs of dealing with arrears. For other employers with high
risk ratings some spreading may be desired. T -‘- ore, some ibi!ity in

spreading the cost seems warranted to reduce ,the ‘dotble premil Tpact.
Spreading the premium also spreads the negati mpact on' tax revenue.

Officials suggest allowing spreading over 5 y& g\\ \:,/

37. Arrears collection mechanisms could-be a N&(D or ARCIC.
s.IRD’s collection

mechanism is inflexible as it would 'drs‘ungmsh those

employers in arrears or to apply di

approach by IRD of spreading arrears over all

ial pre jum rates. The simplest
ers/would also be seen

an inequitable for those emplo
however, involve low collection_co if lRQ‘ ~system was also required for

advance. It would,
collecting the surcharge ( % "r Trea prefferred surcharge collection
mechanism IRD would no rwplay arole). v

38. Officials favour C belng Ke c
collection by IRD. % \\

Full Fundlng Dec;fo s in Ot \ccounts

d.by

ection agency. ARCIC prefers

39. This f/ the
premiu non co

partment of Labour's paper discusses whether
ive ARCIC accounts should be set to cover the

é%

full co s O re inj rles (f unding), increased further (full funding plus tail),
left rent rate wered to cover only the expected costs for the next
ye: you o agree with the proposed approach of confirming the
%ﬁc IIy fu e/Earners Account from the 1999/2000 year, introducing
[funding mﬁf\e r Vehicle Account, and retaining pay as-you-go funding

in the Non- %ers /Account.
40. T e\ t situation in each of the ACC accounts is shown in Table 3.

Thes@ rs are subject to revision.
Tabk urrent and Fully Funded Premium Rates

Account Outstanding Current Fully Funded Rates Tail
Liabilities  premium (ie payments meet all surcharge
rate future costs) -15yrs
99/00 00/01 01/02
($b) %o % % % %
Employers 5.5 2.35 1.83 1.85 1.87 0.8
Earners 1.2 1.07 1.08 1.08 1.10 0.15
$ $ $ $ $
Non-Earners 0.7 229 335 316 320
Motor Vehicles 1.5 90 122 119 116 80

10
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41. The most significant change would occur in relation to the Motor Vehicle
Account. Treasury favours full funding for the Motor Vehicle and Earners
Accounts to achieve better pricing, to limit the growth of Crown liabilities and
inter-generational inequities, and to position these accounts for the introduction
of competition if Ministers decide on this in 2000. However, we are concerned
that an financial accountability regime be established which adequately
quarantines any increased revenue associated wit !Ghis Account being fully

funded. This is consistent with the decision taken Jast'year to separs t the
funds from the premium increases in the Employer's Account. @qea es in
premiums from $90 per annum to around $120/annum has aﬁg&}ﬁ\fé/full year

fiscal impact of around $100m. \4

Y~
42. The Ministry of Transport has @i‘ﬂzyled two'_ rms with the

implementation of such a policy. Firstly,increasing the A vy component of

the Vehicle Licensing Fee increase likeliho \\&Bdon—registration with
potential safety ramifications. S cé"\/ﬁ&ry, Trans es a need to integrate
any implementation of full fund',r]fgx i e ot:{e\ being proposed in the
,~we’ agree l’[\t’b he proposed report back on
/ N

roading industry. Consequ
implementation.

ot
¢
\Y%

43. As with the Empl @Sﬁs AEéount, TS may with to consider increasing
the premiums in t arners and - -Vehicle Accounts to progressively
reduce the tail liabiliti ounting @Yﬁg wo accounts to $2.2 billion. Based

on current estimeétés; premium venue impacts would be:
)

) )
_/

-/ )
(T

\SooE N extra 15 cents on existing premiums of $1.07,

e  Earners:approximately an e:
wow@;n extra % ion in a full year; and

ehicle \;\%:Qimately an extra $60 on the fully funded rate of
ould yi |§;an7 xtra $200 million in a full year.

~|/Implicéi@%f Funding Decisions and ACC Reforms
>/

44. Fiscalimpacts of the decisions being proposed are assessed in relation to
the 19 U forecasts. For completeness, some decisions already taken,
paﬂic@r cognition, are also included. Further, other areas where fiscal
coﬁs*\a\\ likely to arise are identified, where policy development in not
sufﬁcﬁeﬁﬂy advanced to allow fiscal implications to be assessed. Table 4 sets
out our present estimates of fiscal impacts.

11
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Table 4: Changes to 1998 BEFU Forecasts for Operating Balance

(3M) 1999/2000 2000/2001 Counts
against $5
billion limit

Funding the Employers Tail:
Option A: Employer pays &es
o
Option B: Crown pays for non- L\ 7Ves
workplace injuries g\ _/
. NS

Option C: Crown pays all pre- - Yes
1992 costs over 10 years
Option D: Crown pays all Yes
Full Funding Other Accounts:
Earners Account Yes
Motor Vehicle Account Yes
Taxation Impacts: M)
One-off reductions in tax_fro _/ (61) Yes
double deductions

(17) Yes

, &\8’\\ . o
Premiums owed by a yers
collected over 5 years LON

[

Recognition (\qjﬁﬂf}(/)m‘standig
Claims Liabilities:

unt % (268) (306) No
Motor Vehic (87) (49) No
Earners nts

ﬁl%@r fiscal’i : Ei gwill occur in addition to those listed in the table, but
$1

till difficult to e ate. These include transition costs (estimated around

25 mng’oQ)}\bIUs costs to IRD, Health and Commerce; a capital injection;
changes worth through the recognition of claims liabilities and assets in
arrearsﬁn the” extension of the pause period to 2 weeks. A significant
comp% the regulatory cost is included in the employers premium.

/AN

46.‘\&[}1/6\‘ Minister of ARCI| has argued that fiscal benefits will flow from
improved tail management, and these should be, in effect, anticipated and
credited against the cost of any tail funding option. This argument is
incomplete. Because the tail surcharge is designed to meet the costs of the
tail, cost reductions should flow into a reduced surcharge - with, over time, no
net benefit to the Crown. But it is possible, given current accounting
treatments, for some of these changes to appear fiscally positive. (We measure
the changed liability for all years but measure the offsetting reductions in
premium revenue only for the years being counted.)

12
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Funding the Employer’s Account Tail

47. Table 4 sets out the effects on the operating balance of each of the
proposed options. These impacts would count against the $5 billion limit. It
should be noted that Options A, B and D assume repayment over 15 years,
whereas Option C assumes payment over 10 years. If the other options
assumed payment over 10 years, this would increase the size of the surcharge
and would have a positive fiscal impact % 5

osts for pﬁg}rsj‘) and D

which appear in the paper to Cabinet Strateg ittee. Otherwise the data
is consistent with the overall fiscal impact tables on page:5. of the STR paper,

except that they start by adding on the i@@as‘e inre

48. Table 4 also corrects the estimates of
oOm

November 1997 decision to collect a charge.

Full Funding in Other Account N\\

49. A policy of fully funding the Earners Account from the 1999/00 year is not
expected to increase premi rom their currént levels and so has minimal
impacts on revenue flows:. 'gontrast,% J'motor vehicle premiums from

$90 per annum to around $120, will have _possible positive full year fiscal
ble) 4 includeﬁ\ﬁ’f _full amount in the 1999/2000 vyear,
the timing of implementation.

impact of $100m.
although this imp

AN
Taxation lmgagtsp/ﬁ
acts arise
iums in a e), and the recovery of arrears. There will be a
riod inQah\?i{%employer's premiums will be paid both in arrears

nce. /n.a ear in which the 1998/99 arrears premiums are
H\?ng tax revenue will be lower by one-third of the arrears

51. The -recent estimation of this tax impact indicates that the one-off
reductions een greatly reduced by the move to a July 1 1999 starting
date. /Given the size of the double payments of premiums for employers with
high ri tings, scope may be provided for spreading the collection of arrears
ove\r’éfsgveral years. Table 4 reflects the situation where some employers pay
the ‘double premiums in the financial year when they fall due, while other
employers opt to spread arrears payments over 5 years.

0\
/)

Recognition of Outstanding Liabilities

52. As published in the Budget Economic and Fiscal Update 1998, ARCIC
outstanding claims obligations will be recorded on the Crown's balance sheet at
30 June 1999 and at the same time premium income will be adjusted so that
the amount owed to ARCIC by premium payers, who currently pay in arrears, is
also brought fully onto the balance sheet as an asset. This change in
accounting policy brings ARCIC's accounts in line with generally accepted

13
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accounting practice and has been agreed in consultation with both the ARCIC
board and the Auditor-General.

53. The change in accounting treatment brings to account an obligation that
has built up over a number of years and which will have a major effect on the
government's financial position. It is therefore appropnate that this accounting
policy change does not impact on the current year'

operatmg b ce, but

rather that it should be recognised in the stateme vementsﬁ%tty as
an adjustment against the Crown's net worth. T eatrment is (alt owed under
0 comply- thﬁa | statutory

GAAP if the change in accounting policy is made
‘ to give Kéjproacnve effect

requirement specifically requiring the accoun
to the changed policy.

against the Statement of Move
consulted on this approach, an
will provide draft wording to Labour

Recommendations % ) )

55. We recommen %byou

a  note that Treasl offici
Monday 15 J}me

b  deci /ether y sh~to circulate copies of this report to other
mini rior to STR 7 June;

rt OptkOnMere employers would continue to pay all the costs
@ ciated with 1 € outstanding claims liability in the Employer's Account

—(this is raco dation b (i) in the STR paper);
N

erﬂse of insurers to collect the surcharge rather than IRD (this
ndation c (ii));

e /s a report back to STR by July 1 on how the surcharge should be set
\\ﬁhls defers any decision on recommendation (d);

f support the choice of ARCIC as the collecting agency for arrears
payments (recommendation f (i));

g support the recommendations in the STR paper on the possible move to
full funding in the earners and motor vehicle accounts (j to n);

14
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suggest to STR. that the report back | above also address issues
associated with a decision to implement tail funding in those accounts.

Dy

Peter Bushnell

for Secretary to the Treasury § @;

Cabinet Strategy Committee members Q\T‘i—\ 5
Minister for ARCI

Referred: Yes/No @ @

Rt Hon
Treasur

\Z

- ~~_

@5/

Rt Hon W F Birch
Minister of Finance

15
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TREASURY REPORT COVER SHEET

Report No:

Date:

Security Classification: In Confidence

ACC Refo i@%lew ?‘% hnpacts

T98C/2172

3 July 1998

Subject:
Act/lgﬁis\ \V ' Deadline
Treasurer Rea\ol\befére STR \ 8:30 am, Wednesday

8 July

Minister of Finan

-~

<§aﬁ before \®eflng with
( - \ easury/\g(@sl@d
7 J

\\ ~T

Before Ministerial
Monitoring Group at
4.30 pm on Monday
6 July

8:30 am, Wednesday
8 July

Line

- / Position Telephone Suggested
Direct

After First
Hours Contact

Carl Ba%«l%
/,//7 \\

Director, Labour Markets and s9(2)(@)
Education

Ste\kakjﬁnds

Manager, Working Age Policy

v
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CA/1/0
T98C/2172

IN CONFIDENCE

3 July 1998

Treasurer
Minister of Finance

cc: Associate Treasurer % /

&

ACC REFORMS - R OF %\AUMPACTS
Executive Slimma/fy |

er'sets out variou fiscal issues associated with the ACC reforms.
a full set of potential recommendations to replace those tabled

98<IVI

s%fdraft paper prepared for the Minister of ARCI on fiscal
This | p offered as an alternative presentation on the issues it

raises.
Introdg%gg
Géb et Strategy Committee discussed options for the funding of existing

claﬁns “in the Employer’s Account at its meeting on 17 June [STR (98) M 17/8
refers]. Additional information was sought for the 8 July meeting on:

a the state of the economy and the Crown accounts [Treasury],

b updated actuarial advice on the size of the claims “tail” [Minister for
ARCIC];

c comprehensive and balanced information on the fiscal impacts and
premium levels of funding options and other proposed entitlement
changes [Department of Labour/Treasury]; and
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d employers access to ACC related historical information on past employees
[Labour].

4. In addition, this note comments on mechanisms for the collection of the

“tail” surcharge and the premium arrears.
5. This note comments on each item in turn. It s with a/[i,s%af the
JUON

recommendations, including the choice between A and B‘\\(;

State of the Economy and Impacts on the Accounts \;
N\

6. Extensive reports have been provided to you recentl
[ attache/ \

3% J
7. We understand that the/Mi Tte of AR I\ssad\ﬁsmg Cabinet that ACC are

presently undertaking an ation 0
Preliminary estimates indic e)that the

Updated Actuarial Advice

size of the taiI in th oyers AQCO o/warrant adjusting our estimates of
(O)

will be incorporated into the fiscal forecasts
d Fiscal Update. It is being recommended that
ARCIC and th% rtment of Labour report on 5 August to the
Minist%; o] | and the ister of Finance on the process for providing

8.  The new: Va\lU@ﬂQn of liabili
in the Dec é\r conomic’an

ACC’s

ass

=

.Q\ Minister for ARCI has claimed positive fiscal impacts of $650 million
rannum from po ial improvements in long term claims. We are unsure of

the source %ﬁgure Even taking the figure at face value:
. of mount, the Minister states $560 million was included in the 1998

ecasts; and

S

o \\\lf\ ignificant cost reductions through better tail management were to
eventuate, we would expect the surcharge premium to fall.
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Analysis of the Funding Options

10. The table below presents the fiscal impact of the decisions facing
Ministers on ACC reform. The table shows the impact on the Crown’s
Operating Balance in 1999/2000 only relative to the Budget baselines (BEFU),

as well as the impact on the Coalition Agreement operating limits (the -counting
effect): &
(]
Impact relative to BEFU Option A 0pticm\9§9ﬁtion Cc t\\'qu}nts?
($m) S
Recognition of tail:
- Employers Account No
- Earners and Motor Vehicles No
Subtotal for recognition
Fully funding the tail Yes
Tax revenue effect No
Subtotal for funding the tail
Fully funding the Motor | Yes
Vehicles Account @
Transition Costs | /@ Yes
(& N
Total effect on opezrahng
balance
Total counting /gﬁect 801 -9 -68

11. y points. Wegardmg the fiscal impacts are:
T

\iﬁltlon ($485 million) are unavoidable at this point2. They
inst the Coalition Agreement operating limit.

osts ot

1 This is a positive counting impact, i.e. Option A increases the resources available for
Coalition Agreement new initiatives.

2 We have been advised of the Minister for ARCI’'s suggestion to defer recognition for the
Motor Vehicles and Earners Accounts. Our initial view is that recognition simultaneously
in all three accounts will be very difficult to avoid while maintaining credible Crown
Accounts. We are seeking further views on this issue and will provide more advice on
Monday.
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e Option B has a net fiscal impact of -$103 million, of which $90 million counts
against the Coalition Agreement, and Option C has a net fiscal impact of
-$144 million, but a counting impact of $148 million (under Option C the
tax revenue effect, which does not count, is slightly positive).

e In policy terms, the decision to fully fund the Vehlcles ount is
separate from the option chosen to fund the Employers ount.
e The table above assumes fully funding Vehlclé \acc nt takes
effect from 1 July 1999. If this date is p ed back, th ositive fiscal

impact in 1999/2000 is obviously reduced. The Minister's paper does not
ing-t icles-account — this is

this
Octoberthis,

&

\Tefv/e}s faced by employers once

ion chosen for funding existing

Effects on Premiums

12. The table below shows
competition is in place. Th

claims in the Employe<ﬁ\cour>r(

| Option A Option B Option C
Fully funded clalms%KéCV/ 1N 1.31% 1.31% 1.31%
Extra admin/marketing costs —0.20% 0.20% 0.20%
Entitlements: aﬁklméd{cal costs. 0.06% 0.06% 0.06%
Regulatlm\t% 0.01% 0.01% 0.01%
Tail surc 0.80% 0.64% 0.52%
Total premium’ 2.38% 2.22% 2.10%
Arrears collection. " 0.34% 0.34% 0.34%
Total (for those paying arrears) 2.72% 2.56% 2.44%
Current premiu|r\n\~”g.3)‘3"}7oV
13. Ke i note are:

. %stlmates for the fully funded claim costs (of 1.31%) and for the tail

(( arge reflect existing costs, and assume there is no advantage from
\cémpetltlon We think there will be downward pressures from competition
on these costs.

e The premium for the tail surcharge is based on an estimated outstanding
liability in the Employer’s Account of $5.5 billion (the most recent available
figure). If the actual liability is lower then the surcharge could also be
lower. For example, if the liability was $1 billion lower, at $4.5 billion and
the tail surcharge was reduced accordingly, then the table would look like:
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Option A Option B Option C
Fully funded claims cost 1.31% 1.31% 1.31%
Extra admin/marketing costs 0.20% 0.20% 0.20%
Entitlements: full medical costs 0.06% 0.06% 0.06%
Regulation costs 0.01% 0.01% 01%
Tail surcharge 0.55% '0.39% &4%
Total premium 2.13% 1.97% (- 1\.)2%

~ \

Arrears collection 0.34% 0.34%|" ﬁ 34%
Total (for those paying arrears) 2.47% 2.3$% 2.26%
o More recent actuarial informatio o« s?s that j;he fect of co-payments

by employers is being revised do

e Around 70% of employers WI

based on the arrears
collected over 10 or 1

14. It is also worth n

have the potential

competition, altho
/"7

e an ill- deflneo\ ) level o

cpmpller sfu

( \/ N\

ACC Historical Data

@@Jt upwar

emplo aem;iéments ove

)
/

S.

lected 'é’:\;\é&&

\ \Wld b

licy decisions now being made
ssures on premium
stage tﬁe§a ects cannot be quantified:

years.
e lower.

\ \
%r arrears collection are

If arrears are

levels under

(\ -
% géd to accident insurers to ensure funding of the non-

ny/regulatory costs the insurer faces, such as market entry and
nitoring requirements.

15. \AMhe 17 June Strategy Committee meeting, the Prime Minister asked if
the choice of options was affected by the access of employers to information on
past employees for the purposes of rehabilitating claimants. The Department of
Labour is of the view that ACC is legally able to release this information, but
does not have a consistent policy for doing so. We understand that the Minister
of ARCI has asked ACC to clarify its policy on this issue.



20170335 TOIA Binder 2 Doc 5
Page 56 of 78

Surcharge and Arrears Collection

16. With the introduction of competition in the Employer’s Account, there is an
opportunity to consider an alternative surcharge collection mechanism. Moving
to paying premiums in advance and recognising premium arrears in the DEFU
will also emphasise the need for a more active collection of arrear: Thus,
decisions are required on how the “tail” surcharge the arrear&to be

collected. Each is discussed in turn. Yo,
D)
“Tail” Surcharge j % § ; ( §I§:\;—/
\/ \/
ho 'h‘)g Department

.(This could occur

along the lines of the addition of t rthqua ‘\Q‘pmjhission levy to fire
insurance.) There are two main r é@s} r differences of view:

a collection costs: We :
backing on insurers’ invoicing-system:s

7
in: ild lower costs relative to using
IRD and maintaining the ACC’s 523(in classification scheme for risk

rating purposes. Qhave since Q{ﬂg ed that, of the $26 million paid per
annum by A IRD fo/r;gq\ Iﬁcﬂon, collecting premiums in the
Employer's A osts only@l‘\b\ illion. Of this, about 70% is claimed
by IRD to be unavoidable as it relates to the cost of maintaining IRD’s

collectio \\rﬁegﬁg\“nism. ed to investigate this further, but if correct it
means these costs will be ed on to the other accounts.

% coIIecting%

arthquake Commission Levy is around 2.35%,
or the ual surcharge revenue of $430 million, would vyield
A lower collection cost could be expected here, as a much
‘i‘si\fg\’de obtained from 50% fewer insurance contracts.

—/ //::’,7
risk ra 'ﬁg‘\:\ﬁreasury’s proposal is to set the surcharge as a common
perc <l%éof the premiums levied by insurers. The Department of
is concerned that this would exaggerate the premiums for risky
beyond their efficient level. In our view, the surcharge risk rating
/G be set in a way that balanced administrative costs and maintained
\ (clear price signals. We do not see this issue as significantly affecting the
"choice of collection mechanism.

18. In terms of the Employer’s Account alone, there is not a strong case for
either mechanism. However, if the introduction of competition into the Earners
Account was being considered, there is a stronger case for moving away from
IRD collection. If insurer collection was chosen, a mechanism would be
required to deal with the surcharge to be paid by self-insured employers.
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Premium Arrears

19. Collection of premiums arrears (estimated to be $750 million as at 1 July
1999) could be made by ACC or IRD. IRD collection is not favoured, as the IRD
collection system is too inflexible. It would require modification to distinguish
those employers in arrears, or to allow differential arrears recovery rates. We
therefore favour arrears collection by ACC. &

/77:/7

e

Recommendations 5 )
<\\/
20. We recommend that you provide the attached revised ré\s\\dghﬁendations

to the Cabinet Strategy Committee. R

Carl Bakker

for Secretary to the Treasu%%\
N

Rt Hon W F Birch
Minister of Finance
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o The Budget forecasts projected
modest growth in the first half of
1998 and an acceleration of
growth in the second half of the
year.

o Since finalisation of the Budget
forecasts in early April, data
releases suggest that the first half
of 1998 has been significantly

weaker than Treasury expecte *
Business and consume
confidence has remained lo

larger than expected.

. In addition, the last th%mpnths R
have seen a further d@terloratlo
in the Asian situati
volatility in Ne
markets. Tms?
condition
exchan g

ick up in
s year, but
ssumed in the e

The weak first half of 1998
means that the pick up in

growth |II start from uch
Yo
Thy mbination \GF these

suggesté \\31grm‘|/cantly

exam \\t § unclear how the
omy will offset or

potential gains from
ﬁme/ exchange rate
r/e0|at|on

e economy is expected to

/strengthen in 1999/2000 in line

with the gradual recovery
scenario in the Budget.

Lower economic growth in the
second half of 1997/98 and

1998/99 has significant
implications for the fiscal
position.

Treasury’s preliminary
assessment is that the

operating surplus for 1998/99
could be significantly lower
than projected in the Budget.

In 1999/2000 the operating
surplus is likely to be lower
than projected in the gradual
recovery scenario in the
Budget.
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ACC REFORM: FUNDING OF EXISTING CLAIMS

Employer Account Existing Claims

note that on 4 May 1998 Cabinet directed officials from the Department of
Labour to report back on issues around the ing of exi claims

[CAB (98) M15/15 refers]; (A
\\J)
note the estimated total liability in the p rs’ Accéu t-a: “at 1 July

1999 is $5.5 billion, of which 79% or $4.3 billion re atesv he cost of
workplace injuries from 1974-99 and'21% or $1.2 billion relates to the cost

agree to levying employers
1974 to 1 July 1999;

agree to also lev mgem;{oyers for.]
from 1974-92 ¢ @pald for he -
note that)n reco Qvn\\of the liability, and the decisions in
paragraphs (c) : “ nd (d) ab olve an estimated annual reduction in the
forecast/C rov%noperatln% ce of $304 million from 1999/00 (of which
$268 |Iho is due. ‘to-recognition of the outstanding liability and

$36 s a redu tax revenue due to the tax deductibility of
[ employers), which does not count against the

mi and arrears
%%g I|m|t? oalition Agreement;

B): N D

N\
~agree that/t
%%{r}re tly paid for by the Employer’'s Account, at a fiscal cost of

\grown meet the costs of non-workplace injuries from

er annum, from 1 July 1999;

1974
$90 %
t including recognition of the liability, and the decisions in

/P aphs (c) and (f) above involve an estimated annual reduction in the
‘\\\f&'ecast Crown operating balance of $370 million from 1999/00 (of which

$268 million is due to recognition of the outstanding liability, $89 million is
due to the Crown meeting the costs of non-workplace injuries, and
$13 million is a reduction in tax revenue due to the tax deductibility of
premiums and arrears by employers), of which $89 million counts against
the operating limits of the Coalition Agreement;
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h agree:
i either that (Department of Labour)
A the IRD collect the surcharge u the currer@mium
collection mechanism; and
B  the surcharge be set in regula %Govem@/\ﬁt /énd
c\pgent ANZSIC

C  be risk rated at indust \Levels using tt

p
L))
D notinclude experle %\\{/
i orthat(Treasury) ¢
A  insurers be Nﬁg surcharge at the time they
write their v

B thes of\/\ge be levi d<eac ear at a set common percentage
for all premiums IeweS\ insurers for their accident insurance

(o}
ACC and %paﬂment of Labour to report-back to the Health
ial Poh%@nmlttee by November 1998 on the level of the
rge to t{e\/ regulations for the 1999/2000 premium year;

—fagree that th mium arrears owed by employers to ARCIC as at 1 July

1999 b c\ollected by:
i ARCIC directly from employers (IRD, Department of Labour
Treasury); or

\\u\ gRD from employers using via self-assessment by employers in the
\ ~/1999/2000 and 2000/01 tax returns (ARCIC);

[ note that paragraph h (ii) will increase costs to the IRD by $2.5 to
$3.5 million to administer and that IRD would not be able to include flexible
payment terms;

j if recommendation h(ii) is agreed to, direct IRD to report back on how
they intend to collect the arrears and the costs of implementing the
collection of the arrears payment;
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k if recommendation h(i) is agreed to direct ACC to report to the Minister
for ARCI in consultation with the Department of Labour, on how they
intend to collect the surcharge, and a re-estimate of the value of the
arrears by October 1998;

Funding Earners, Motor Vehicle and Non-earner Accounts

I confirm the policy of full funding the Earne unt for/,t ) 9/00
[ premiums from their

<\ —
i/ \\7
[ uthich is likely
to lead to an increase in the motor<vehicle premium of around $30 per
vehicle, from $90 per annum to per annum, with,an expected full-
if intro “ogﬁ)mthe counting period
i . ! 7
will count toward (increase) t e@p ion sp cap;

agreed/declined

%\

n note that recognition%\ 9 liabilities i
Accounts will inv an—estim & al reduction in the operating
balance of $21

v !
m‘l\r%bn from 1999/00.which will not count against the

YA
o) direct officials from the Department of Labour, in consultation with ACC,
the Minié?\ry\bflfl'/r’anspow d the Treasury to report back by October 1998

on the appropriate implementation date for full funding the motor vehicle
acc the potenti
ou

r risk-rating in the motor vehicle and earners
—note that, /a rt of the 8 July report back on the accountability

%%nfé\‘for the ARCI Corporation, advice will be provided on how to

efficient financial management of the funds accumulated as a
introducing full funding to the Earner and Motor Vehicle Accounts;

C officials from the ACC, Treasury and the Department of Labour to
\ (report back to the Minister for ARCI and the Minister of Finance by
\QVKugust 1998 on the process for providing assurance on ACC’s valuation

of its outstanding claims;

s note that the effects associated with liability recognition are intended to be
incorporated in the 1998 December and Economic Fiscal Update; and

t invite the Minister for ARCI to issue drafting instructions to the Chief
Parliamentary Counsel to give effect to the changes referred to in the
recommendations above for inclusion in the ARCI Amendment Bill [CAB
(98) M 15/15 refers].
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Report No: T98C/2288

Date: 14 July 1998

, LOWNY
he Tai he Employers
iscal Ef Of The Reforms

\W 7

Ac@ug ht \;\\ \‘f Deadline

Security Classification:

Subject: ACC: Fun

Doc 6
Page 63 of 78

Treasurer e@econtents Q None

Minister of Finan M conter’(fs%\ liscuss with None
- %ﬁ% Minister for ARCI

(L
Associate Tr@as\u/ré\‘p Note c@\te\r/@ None

Contact %one |scus on (if required):

Direct After

[ N\

First

me s1 on elephone uggeste
Name Teleph s ted
< J ‘/ -/ Line Hours Contact

Carl Bakker < /|Director Education and Labour |$9(2)(@)

Markets

N,
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CA/1/0/12
T98C/2288

BUDGET SECRET
14 July 1998

Treasurer
Minister of Finance

ACC: FUNDING O
FISCAL EFFF.CT 9F ]

1. Asr st \by the
covering:%66 %
[ mpa%eMC reforms; and

cgiJId be used to replace the Minister for ARCI’s earlier report
Cabinet Strategy Committee on 16 June.

3. A attached as an annex is advice from the Treasury Solicitor

s9(2 (hQ

Recommendations

4. Itis recommended that you:

a note the contents of this report; and
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b refer the report to the Minister for ARCI.

Carl Bakker
for Secretary to the Treasury

Minister for ARCI

Referred: Yes/No

Rt Hon W F Birch
Minister of Finance
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14 July 1998

Chair
CABINET STRATEGY COMMITTEE

FISCAL EFFECT OF THER N
Estimated Fiscal Imp t&fi{e ACC

1. The table b sents  the - fiscz
Ministers on ACC . The! table; shows the impact on the Crown’s
Operating Balance in"1999/2000 rr{élative to the Budget baselines (BEFU),

as well as the\hﬂqﬁgd/bn the Coalition Agreement operating limits (the counting

effect): \i; 4
Operati %ncel %ative to Option A Option B

ac
BEFU %
Changes in the value of the liability over

999/ 0 < N
- Employers Accoun -268 -268
- Earners am%mbt@ Vehicles -217 -217
Taxre effect -36 -13
Toﬁiﬁﬂe&t on operating balance -521 -498

N/

Effect on Coalition Agreement Option A Option B
operating limits
Funding the tail in the employers account 0 -89
Fully funding the Motor Vehicles account 100 100
Transition Costs -20 -20
Total counting effect 80 -9
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2. The operating balance effects will flow through to the Crown’s net worth.
In addition, recognition of the liability will significantly reduce the Crown’s net
worth, but have no effect on the operating balance.

Net Worth Impact Relative Option A Option B
to BEFU ($m)

Recognition:

- Employers Account -5,487
- Earners and Motor Vehicles -2,609
- Employers premium arrears 750
Subtotal for recognition -7,346

Operating balance effects

Total effect on net worth

Key Decisions for Ministers <

3.  There are two key decision
of the ACC reforms: /

e how to fund the% ‘ , 7 ;
e whether or nQH/o introduce !@\ndmg in the Motor Vehicles Account (and if

S0, wheﬁx\\{;/

Q§4 8 b|II|oan related injuries from 1974 to 1999; and

$1.149 b@ or non workplace injuries 1974 to 1992;

fora t% ated liability of $5.487 billion.
@\ ing these liabilities are an estimated $974 million of assets held by

AC&\as /ét 1 July 1999 (these assets are already accounted for on the Crown’s
balance sheet). Therefore the unfunded liability is $4.513 billion. In addition,
at the same time the liability is recognised on the Crown’s balance sheet (1 July
1999) an offsetting asset of around $750 million for arrears in employers
premiums will also be recognised (this asset is not currently on the Crown’s
balance sheet).
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6. There are two main options for funding the liability:

Option A: employers pay all the costs of the liability over 15 years via a
surcharge;

Crown pays for non-workplace injuries from 1974 to 1992

Option B: employers pay all the costs related to workplace injuries, ghile the

d in the tab egébove In
, alance<b¥ 36-million in
greement op rétlng limits.

7. The fiscal effects of the two options are prese
summary, Option A will reduce the Crown’s opera
1999/2000, but will have no effect on the Coali
Option B will reduce the Crown’s o ra |ng

1999/2000, of which $89 million would
operating limits.

8.  Currently the Motor Vehi
by a premium of $90 per \
would switch this account to full- wndmg, :

of around $100 millio Rﬁ;\annum (W %h W
Coalition Agreemen g I|m|t) -
\\

9. Currently fﬁé e of
scheduled for(a}‘epert back i
funding to lq\tégrated with decis

 premium to $120 per annum
A\ Yd have a positive fiscal impact
uld count as a saving against the

ber. This is to allow any decision on fully-
s on roading reform.

ay wish t&g forward this report back so that a decision on
w, and factored into the savings process currently

Aﬁernatl\/eTy, isters could take a decision now on full funding of the
Vehi Account and count the revenue generated by this decision as
part of th %s process, and then consider the specific means of raising the
revenu % of the October report back. However, this would require
Minis ke a decision now on the exact timing for the introduction of full-
] this will affect how much of the revenue generated is within the
/ greement counting period).

Effect of Decisions on Premium Levels

12. The table below shows possible premium levels, dependent on the option
chosen by Ministers, and assuming:

e the value of the liability in the Employers Account is $5.5 billion as at 1 July
1999, of which $4.5 billion is unfunded;



20170335 TOIA Binder 2 Doc 6
Page 69 of 78

e all employers pay a surcharge of 0.66% to fund $3.75 billion of the unfunded
liability; and

e the remaining $750 million of the unfunded liability is funded via premium
arrears, which are collected from the 70% of employers who pay in arrears

over a 5 year period, through an additional Surch%e of 0.48%.
Option A| Option B /&

Fully funded claims cost 1.31% 31%| ‘\\5
Extra admin/marketing costs 0.20% 20% < i/f/
Entitiements: full medical costs 0.04%| . 0.04% N
Regulation costs 0.01% 0.01915,&
Tail surcharge .66% 0;56%
Total premium 2.22% 2.06%

N
Arrears collection ) 0.48% 0.48%
Total (for those paying arrears) | - 2.70%| —  2.54%
The current Employers premiu %.

>~/

Surcharge Collectio@\ N
13. The mechani r IIectic)m/(;fq\he :

mployers tail surcharge needs to be
chosen by Minis(éjs.\ rrentl " ;g‘gllects it as part of the premium. IRD

could continu \j\b@@/So. Alte ely, insurers could administer the surcharge
in a similar way to the methoc | for the EQC and Fire Service Levies with

hgé compa

this choice are: administration and compliance costs;

regulation by Government; and

e Dbe risk rated at industry levels using the current ANZSIC classification
system. Employer premiums would have around a flat 0.2% surcharge
associated with non-work pre-1992 injuries if the Crown did not pick up
these costs. Estimated industry rates would range from 0.10% to 4.2% for
an average employer surcharge of 0.80%; or

¢ not include individual employer experience rating. Retaining the current
system, would lead to high compliance costs. Employers would be likely
to face two rather than one experience rating formulae. Employers would
still have to use one method for paying or receiving money from the
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ARCIC and would also be likely to have one for paying or receiving money
from their new insurer. If there were an experience rated surcharge,
ARCIC also advise that their current system, which is not year 2000
compliant, would require a capital investment to remain operational.

16. This approach balances the need to minimise compliance costs placed on
employers with the need for them to retain some financial incentive&nage

recent accident costs at least at an industry level. o

(9
17. Officials apart from Treasury favour the @use of {R&gﬁ{f‘ollecting
the surcharge, at least in the short-term. can Ievefa\%g/off current
collection mechanisms and there are economies of scalé. in the collection of
what is essentially a tax on employers. The é’!’@rnative, collecting through the

insurance industry is likely to create plexit{éﬁg\ re is likely to be
more than ten collection agencies. N\ \\ Y,

18. Treasury prefer to req u’%\ urers t the surcharge. They

recommend an approach ba Otkt e premiur 5 charged by insurers. It would
operate by setting the surc %ﬁ € the expected total premium
income for the year. On e basis of s averaging 1.55% and the
surcharge being 0.809% 'ﬁgxages, thi \@ou {ranslate to a premium surcharge
of 52%. A premiu as double the cost of another premium before the
(5 uble afteﬂhéx rcharge.

CA N
19. Setting }he\pfemmm in shion would rely on estimates of the total
premiums in any year. Any error these estimates could be picked up in the
ollowing year.

his approach would:

olved in setting the surcharge each year;

=
ould b%p[/e)for insurers to apply; and
e WO force the incentives for firms to minimise accident costs.
21.“/‘/? icials have not consulted with insurers or employers about alternative
collgt;ti\o/h methods. This would be essential if Ministers wish to consider this

option.~ However, the Department of Labour considers the Treasury proposals
for insurer collection to have serious shortcomings:

e Treasury supports employers funding the “tail” as a lower cost way of raising
taxes. However, the effective tax rates would vary significantly between
industries and even firms, which is generally inefficient. It favours some
industries over others. The tax would be a tax on employment in
industries where labour demand is more sensitive to prices.
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e The price for future accident risks would be indistinguishable from the price
for past claims.

The price of risky activities would be exaggerated beyond the efficient level.
Where it is efficient for, say, forestry firms to be charged 9% of wages,
under the proposal they would be charged 13%, causing them.to over-
invest in safety or, for example, to reduce labo tive to cap

Desirably, firms and industries would be for m gﬁg down

historical claims. Under the proposal, fir succeisfull rehabilitate
past ACC claimants but gain virtually n

tion in their Wum if their
current accident rate remained unchanged for whatever reason.

Firms that self-insure - partlcularl a fraction of their

liability for the tail.

: O
oL/
¢
-3

e
%~
)

Money Owed to ARCIC to Fu ity

\ \\ ~
22. At 1 July 1999 appr@éﬁ}t\ A b|II|on will be owed to the
ARCIC by employers and th C asset will be made up of the

following ‘creditors’

e all employers

“emplo ec@\m we three months worth of premium
related to tﬁe

d betw 1 April 1999 and 1 July 1999. Options for
be reported in a paper being prepared on

‘;é%s\syues; and
nty perce&ﬁemployers will owe 12 months of premium to
If-employed will owe 1 to 12 months. These are

business after 1980 and self-employed who began

préposmg to recognise it from 30 June 1999 onwards. The
ollection of the premium arrears asset will partially offset the
i the liability in 1998/99 by increasing net worth by around
illien. There will also be some negative fiscal implications for tax
reveQue the premium in arrears is collected and deductions claimed. If
collécied over five years, tax revenue would be reduced by around $40-
$80 million per year.

24. Any arrears that are collected will reduce the amount of revenue that the
surcharge needs to cover for the outstanding claims liability. The average
premium for advance payers would be lower by 0.15% for all 15 years of the
surcharge. The average premium would be 0.49% higher for arrears payers for
5 years and then drop to the same level as advance payers for the remaining
10 years.

25. Ministers need to make the following decisions with respect to arrears:
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e whether the arrears should be collected;
¢ who will be responsible for collecting arrears; and
e a process for establishing how the arrears will be collected.

26. Officials propose that arrears be collected. / &

27. IRD or ACC could administer the colleg% rrears. (@fﬁCIaJrS do not
favour collection by IRD for several reason D's coIIectlo fgeéhanlsm is
inflexible as it would require adjustmen}s to distinguish e ..employers in
arrears or to apply differential premium r e simpl st"ap oach by IRD of
spreading arrears over all employe also be\m uitable for those
employers who had paid in advance: Id howe\g\e\ir |p1volve low collection

costs if IRD’s system was also re |f§d collecti surcharge.

28. Alternatively ACC could: >parately aﬁdQ directly collect arrears from
employers using the IRD a in matlon Qe/only Approximately 597,000
employers would need to%myowed ACC and a debt collection system
would need to be e a@shed Théiir% on would not require any major
additional changes e IRD premi ollection system but costs would be
involved in establishi parate (collection system.
Y ‘7_\ \ /

29. IRD, thz Dega}jment of-Labour and Treasury propose that ARCIC be
given responsibility.for collectir arrears. It is recommended that ARCIC
report to X%%{rvﬁster for ﬁsd“%mbn consultation with the Department of Labour

they inte collect the surcharge and a re-estimate of the
ctober 1998.

\N\D )
o if IRD/A%a(nd insurers are all simultaneously collecting premiums there
é@ rf% increased confusion; and

o ;ft %gollect arrears it would be likely to be more expensive than IRD; and
\

%qumng ARCIC to collect arrears may create an unfair competitive
advantage.

Legal Implications
s9(2)(h)
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s9(2)(h)

Recognition of Outstanding Liabilities

32. As noted above, recognition of the outstanding liabilities will not impact on
the Crown’s operating balance. This treatment is wed under; %enerally

Accepted Accounting Practice if the change in g policy i e to
comply with a statutory requirement specifically ui the acqogntmg entity
to give retroactive effect to the changed polic& ( -

33. To meet this requirement officials prppose that a claus

legislation on the ACC reforms requi %e; accounti

against the Statement of Movemen ity. The!A '

consulted on this approach, and th yrrh\ nfirm h\é{ it/ls appropriate.
\

Reconciliation to the Table i

34. An earlier paper to the\} b1 t Stra;\
of the ACC reforms in a sllgh y different man

ier Cgb e per [STR (98) 122]
\\/
ﬁ'lmlttee presented the impact

B C
Efn?plloyers %\g}mﬂon and‘fundin 125 35 -23
of tai
Oth Y ; \ 74 74 74
ax i sQN\ 56|  -56| 56
Motor Vehic \éﬁil%uading +100]  +100]  +100
Potenti, /%%%ements in long- +650 +650 +650
tem}é@\
Toi??fi/ | +745| 4655  +597
Less Budget 1998 -560 -560 -560
Impact Against Forecast +185 +95 +37

35. In relation to the figure for “potential improvements in long-term claims”,
the earlier paper stated: “A substantial part of the improvements depend on the
scenario eventuating for improved performance in the management of long-term
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claims in the 1999/00 year”. This scenario assumes around 500 more very long
term claimants exit the scheme per year and the surcharge on employers is
retained at a constant level.

36. In addition the 1998 Budget already included $560 million worth of these

gains in it and therefore the impact of the decisions against forecast will be less

positive”. &
~

Comment U5

37. The description of the numbers in ble as fisCéE;'grfpacts was

misleading. They do represent, on c rrent recasts; the net difference

between inclusion of the Employers urpt in the “Crown> Accounts and
excluding it entirely. They do n ent thé nce (the typical
understanding of the impact) betwe rrent f e\ésts; which have always

included the Employers Accou

n

t@ ny ch ssomated with policy
38. If Option A is chos %@ mpon\ /éount will have a surplus in
1999/2000 of $125 million. This will flow: through to the Crown’s Operating
Balance. This is the flwsed in the@; bove.

/

39. However, the@ udget fo@c\a s assumed the Employers Account
surplus in 1999/20@ uld be million. Therefore, if Option A is chosen,
the fiscal mgacfa/g nst th

$125 millio Ieés 393 million).~
. S %he flgure of $35 million in the table is the surplus in the

decisions.

et forecasts would be -$268 million (i.e.,

count if B is chosen. The fiscal impact against baselines is
($35 rz(1|]1s 1less the $393 million assumed in the 1998 Budget).
>

able above for tax implications has been re-estimated;
now ) depend on the premiums paid by employers (and therefore
nt-version of the fiscal table, vary between Options A, B and C).

42. r significant difference between the two presentations of the fiscal
impact he figure of $650 million quoted for “potential improvements in long-
terr \dalms This appears to refer to changes in the value of the ACC
unfu deﬁllablllty Therefore:

e $560 million of the $650 million claimed improvement cannot have been
included in the 1998 Budget forecasts, as the unfunded liability has not yet
been recognised in the Crown accounts;

e the figure is a net worth effect, rather than an operating balance effect
(recognition of the unfunded liability, when it occurs, will not affect the
Crown’s operating balance). Therefore including it in a table with
operating balance figures is confusing.
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43. If there was a significant reduction in the value of the unfunded liability
prior to 1 July 1999, this would mean a smaller reduction in the Crown’s net
worth when the liability is bought onto the Crown accounts. There would be no
impact on the Crown’s operating balance.

44. Any changes (positive or negative) in the value o
'Q i,

the unfunded liability

after 1 July 1999 will impact on the Crown’s net wo <i\ re would)also be an

impact on the Crown’s operating balance, b uId derﬁg‘an;on what
ged

happened to premium levels as a result of th%& 53

45. The change in the valuation would directly impact.net worth and the
Crown’s operating balance by the sam lium-levels could remain
the same despite the change in the v if the c;,{har@\ as a reduction in
the value of the liability, this would- the lia '*ty\\vflrduld be fully funded
sooner than otherwise. In this ¢ Zf%he‘/re woul <Q%additional effect on the
Crown’s net worth. -~

| O s |
46. Alternatively, premiums.could increase ée to match the change in the
liability. Increases in the premiums woul i ‘have a positive impact on the
Crown’s operating b *?-:‘; reductio san emiums would have a negative
impact. This wou a% lly offset- e“initial impact of the change in the
valuation on the 1

perating'balance.

%Z\ b\Qj J/
0 )

Recommendations

\3 4
1. It is@nended th% Cabinet Strategy Committee:
Em Mcoun}@@ Claims

valuatic{ﬁg\\\\

N

Q- ‘note that c 2FMé\/y 1998 Cabinet directed officials from the Department

~of Labourto-report back on issues around the funding of existing claims
[CAB (98) M15/15 refers];

b e estimated total liability in the Employers’ Account as at 1 July

%% $5.5 billion of which 79% or $4.3 billion relates to the cost of
/\ orkplace injuries from 1974-99 and 21% or $1.2 billion relates to the

\i}@/dSt of non-workplace injuries from 1974-92;

c agree to levying employers for the cost of past workplace injuries from
1974 to 1 July 1999;

AND EITHER (Option A):

1 Over time the impact would exactly offset the change in the valuation, as the net present
value of the change in premium revenue must equal the change in the valuation.
However in the short term (e.g., over a 3-year forecasting horizon) the change in
premium revenue would be smaller than the change in the valuation.

10
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d agree to also levying employers for the costs of non-workplace injuries
from 1974-92 currently paid for by the Employers’ Account;

e note that including recognition of the liability, and the decisions in
paragraphs (c) and (d) above involve an estimated annual reduction in
the forecast Crown operating balance of $304 million from 1999/00 (of
which $268 million is due to recognition of t utstanding liability and
$36 million is a reduction in tax revenue tax deductibility of
premiums and arrears by employers), whi not couQi\’ag“ainst the
operating limits of the Coalition Agreemég (o

v >
OR (Option B): ~ \;

f agree that the Crown meet t s’ of nop-w (place injuries from
1974-92 currently paid for by oners&o\;ﬁjﬂt, at a fiscal cost of

$90 million per annum, fro@? 999;
g i i oghition of th«f)\jiab\ , and the decisions in

paragraphs (c) and involv, }\Ve{stfmated annual reduction in
the forecast Crown%ur:}ing balanceof $281 million from 1999/00 (of
which $268 million-is due to recognition’ of the outstanding liability, and
$13 million is X ‘revenue due to the tax deductibility of
premiums

\

w the leect the surcharge using the current premium
coll/egt/io\ echanism; and
o) ¢

B /]
\ (\ D)
\be/risk rated at industry levels using the current ANZSIC
assification system; and

not include experience rating;

— the. harge be set in regulation by the Government; and

S

f’\\
\ \\J. |
i/ orthat (Treasury)

A  insurers be required to collect the surcharge at the time they
write their policies; and

B  the surcharge be levied each year at a set common percentage
for all premiums levies by insurers for their accident insurance
policies;

C direct officials to report back by 5 August on the best
mechanism to cover employers who self-insure.

11
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g direct the ACC and the Department of Labour to report-back to the Social
Policy Committee by November 1998 on the level of the surcharge to be
put in regulations for the 1999/2000 premium year;

h agree that the premium arrears owed by employers to ARCIC as at 1 July
1999 be collected by:

i either ARCIC directly from employers paﬂmgn@bour
and Treasury); or (C

i IRD from employers using via se essment by employers in the
1999/2000 and 2000/01 tax returns (ARCIC),
[ note that paragraph h (i) will /i T gCOS’[S/fO\ IRD by $2.5 to

$3.5 million to administer and tha ould n f\ﬂé}\\ble to include flexible

payment terms; -\ x/

j if recommendation h(ii iéa ed to, d\i@D to report back on how

they intend to collect ‘arrears a \@@ costs of implementing the
. \)

collection of the arrea?{ga, /ment;

h the Department of Labour, on how they
‘g%\gm a re-estimate of the value of the
_/

/

Funding Zrﬁé s, Motor'Vehicle and Non-earner Accounts

e policy of funding the Earners Account for the 1999/00

year\\@s not expected to increase premiums from their
t levels égdh no fiscal cost;

: \j \/ \/
—agree to intr \z<e full funding in the Motor Vehicles Account, which is
\lead )to an increase in the motor vehicle premium of around
hiéle, from $90 per annum to $120 per annum, with an
ll-year fiscal gain of $100 million, which if introduced in the

1g’period will count toward (increase) the Coalition spending cap;

T

n { \nb\e that recognition of the liabilities in the Earners and Motor Vehicle
““Accounts will involve an estimated annual reduction in the operating
balance of $217 million from 1999/00 which will not count against the

operating limits of the Coalition Agreement;

0 direct officials from the Department of Labour, in consultation with ACC,
the Ministry of Transport and the Treasury to report back by October 1998
on the appropriate implementation date for full funding the motor vehicle
account and the potential for risk-rating in the motor vehicle and earners
accounts;

p agree to continue pay-as-you-go funding in the non-earners’ account;

12



20170335 TOIA Binder 2 Doc 6
Page 78 of 78

q note that as part of the report back on the accountability arrangements for
the ARCI Corporation advice will be provided on how to ensure the
efficient financial management of the funds accumulated as a result of
introducing full funding to the Earner and Motor Vehicle Accounts;

report back to the Minister for ARCI and t |n|ster of nce by

r direct officials from the ACC, Treasury and the Department of Labour to
ation

5 August 1998 on the process for providing a on A(}C
of its outstanding claims;

S note that the effects associated with Ila% gnition ar ehded to be
incorporated in the preliminary Economic Fis September; and

Parliamentary Counsel to give effe
recognition) referred to abo@

raftlng /(r'iét %’%‘ons to the Chief
(including I|ab|I|ty

13
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