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1. Executive Summary 

1.1 Introduction 
Pursuant to section 24 of the Economic Regulator Act 2009, the Tasmanian Minister of Finance 
requires the Tasmanian Economic Regulator (TER) to conduct an investigation into the pricing 
policies of the Motor Accident Insurance Board (MAIB) every four years. 

To support the TER in its investigation covering proposed premiums for the period 1 December 
2021 to 30 June 2025, Ernst & Young (EY) has been commissioned to provide this report 
addressing the following areas of the investigation: 

► The appropriateness of the insurance profit allowance to determine the average premium for 
a government-owned compulsory third party (CTP) insurer; 

► Relevant financial targets for a government-owned CTP insurer including solvency rates, 
prudential risk margin on outstanding liabilities and liability adequacy test level; 

► The rate of superimposed inflation above Average Weekly Ordinary Time Earnings (AWOTE) 
for claims inflation; and  

► Investment return margin methodology and level. 

In conducting the commissioned review, EY has also commented on other relevant matters 
assisting the TER in its broader investigation of MAIB’s pricing policies.  

1.2 MAIB’s premium change recommendation 
In its submission, the MAIB recommends (with the exception of some changes in vehicle class 
relativities) that there is no indexation to premiums and the 2021-22 premiums remain the same 
as those charged in 2020-21. 

The MAIB also recommends that maximum premium increases for 2022-23 to 2024-25 should 
be indexed in accordance with the Australian AWOTE. 

1.3 Summary of findings 
In conducting our review, we were able to satisfy ourselves that MAIB’s insurance profit targets 
and margins, solvency framework and targets, superimposed inflation monitoring and 
assumptions, and investment returns were not unreasonable. We note however that given the 
relative high reinsurance cost per vehicle compared to other states, the allowance for this 
component in the premium may require further scrutiny as part of the TER’s broader 
investigation. 

Our key findings are: 

► MAIB’s premium recommendation of no premium increases in 2021-22 and maximum 
increases limited to AWOTE in subsequent years appears to be reasonable given the current 
performance of the Tasmanian CTP scheme (the Scheme); 

► MAIB has stayed within its target funding range and takes an approach to managing financial 
risks that is on the conservative end when compared to other government underwritten CTP 
schemes; 
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► A sound monitoring framework covering a range of key performance indicators appears to 
be in place and is supported by MAIB’s actuary; 

► Whilst slightly higher than other comparable schemes in the Australian CTP insurance 
market, the current profit margin targets are not unreasonable; and 

► MAIB’s current solvency framework and position provide protection for Tasmanian motorists 
(against future premium increases) and injured parties (in claim obligations being met). 

1.3.1 Solvency 

The MAIB’s solvency framework entails the following key components: 

► Target funding range of 120% to 145%; 

► An overall solvency position target set between the 95% and 99% percentile of remaining 
solvent; 

► Risk tolerances aiming for at least an 80% probability that the funding ratio remains above 
100% over the next three years, and that there is a 50% probability that the funding ratio 
remains within the above target funding ratio range over a three-year period; 

► A dividend policy based on a proportion of profit over a five years period and a pay-out rate 
varying with the Scheme’s funding ratio; 

► Insurance liabilities probability of adequacy set a level above 75% probability of adequacy; 
and 

► Insurance liabilities discounted using risk-free discount yields. 

We are of the view that MAIB has an adequate solvency framework given its relative conservatism 
in terms of risk tolerances and target funding range in comparison to similar government 
schemes in other jurisdictions. MAIB’s solvency framework is well aligned with maintaining a 
sound solvency position, given the difficulties in correcting any deficits in the funding ratio which 
would require government intervention and approval. We believe that MAIB’s financial framework 
provides significant buffers against adverse experience the scheme may encounter arising from 
claims experience or investment performance.     

1.3.2 Insurance Profit Margin 

The MAIB pricing recommendation for 2021-22 includes a projected after-tax profit margin of 
9.4%. The margin is consistent with pricing profit margins targeted by other CTP schemes that 
are privately underwritten in Australia. 

Profit margins projected for the next four years, assuming no indexation of premiums in 2021-
22, will range between 9.4% to 13.6%. Such margins will generate after-tax returns on target 
capital of between 4.4% to 5.3%. Apart from the insurance profit margin, the other key driver of 
the after-tax return on capital are the projected investment real rate of returns which have been 
revised down from 3% to 1.75% in this year’s submission.  

We believe that the insurance profit margins embedded in the MAIB submission for the next four 
years are not unreasonable, considering the outlook for lower investment returns projected. 

1.3.3 Superimposed inflation 

Superimposed inflation assumptions are periodically reviewed in detail and closely monitored as 
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part of MAIB’s liability valuation process. The last detailed review was performed in May 2020.  

MAIB’s selection of 1.0%p.a. for scheduled benefits, 1.5%p.a. for common law claims and 
0.0%p.a. for future care costs is well supported by the technical analysis of the past experience 
and the current economic environment. We note that since the previous investigation, some 
unrealised superimposed inflation has been “banked” instead of being released into profit. As at 
31 December 2020, an allowance of 6% for scheduled benefits has been banked and is expected 
to be released in future years in case of adverse scenarios, for example significant step increases 
in fee amounts. Whilst the practice of “banking” such allowances is uncommon in the market for 
the purpose of setting central estimates of insurance liabilities, occurrences of step increases in 
fees have been observed in the Scheme’s scheduled benefits payments. Therefore, we believe 
that the allowance embedded in the break-even premium assumption is not unreasonable.   

1.3.4 Investment return margin  

The discount rates used the premium calculations and in setting the Scheme’s insurance liabilities 
are appropriate in our view. For discounting the insurance liabilities, the MAIB follows the 
requirements of AASB1023 which stipulates that risk-free yield are to be employed. For setting 
the break-even premium, the MAIB uses the expected long-term investment returns of its 
invested assets. 

The actual yield employed in the calculations is a real rate of return which is defined as the 
difference between the expected nominal investment yield and the expected inflation benchmark 
selected, being AWOTE. 

Recognising the more recent economic uncertainty, the real rate of return selected is 1.75%p.a. 
which is lower than the 3%p.a. assumption selected at the previous TER Pricing Investigation. 
Considering the current and prospective economic reality of low interest rates foreshadowed by 
central banks globally, we believe that the long-term real rate selected by the MAIB is reasonable.   

1.3.5 Other observations 

In reviewing the technical information supporting the overall premium rates, we note the 
relatively high allowance for reinsurance costs embedded in the break-even premium 
calculations. Limited benchmark information is publicly available as other larger CTP schemes do 
not have reinsurance protection in place and therefore self-insure all risks. However, insurance 
and brokerage costs disclosed in South Australia (Lifetime Support scheme only) and in WA 
suggest significantly lower fees are paid in those two states. This warrants in our view a more in-
depth review of the key drivers supporting MAIB’s reinsurance cost allowance, more so given the 
negligible expected amount recoverable from the reinsurance protection. 

We have also reviewed and commented on the proposed premium relativities for certain vehicle 
categories. We generally found that the relativity selection was broadly reasonable and 
supported by the actual experience in Tasmania.       

1.4 Reliances and limitations  
In accordance with normal professional practice, neither EY, nor any member or employee 
thereof undertakes responsibility in any way whatsoever to any person other than the TER in 
respect of this report.  

We understand this report may be published on the TER’s website.  Neither the whole of this 
report, or any part thereof, or any reference thereto may be published in any document, 
statement or circular nor in any communication with other third parties without prior EY written 
approval of the form and context in which it will appear.  

Further reliances and limitations are outlined in Section 9 of this report. 
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2. Introduction 

2.1 Background 
The Office of the Tasmanian Economic Regulator (the “Regulator”) has requested Ernst & Young 
(“EY”) to perform a review of the Motor Insurance Accidents Board (“MAIB”) submission to the 
Regulator’s investigation into the MAIB’s pricing policies.  

This is the first year that EY has performed an investigation into MAIB’s pricing policies.  

2.2 Scope of EY’s review 
EY has been requested to review the MAIB’s submission to the Regulator with a focus on the 
scheme’s financial position.  

The scope of activities requested of EY, as set out in our contract with the Regulator, are: 

► Provide an independent opinion on the appropriate insurance profit target for a government-
owned CTP insurer, with regard to MAIB’s target solvency  

► Provide an independent opinion on the level and range of financial targets listed, considering 

► The long-tailed nature of the MAIB scheme  

► MAIB’s risk profile  

► The legislative power of the Government to amend the scheme or contribute capital if 
necessary 

► The provisions of the Motor Accident Insurance (Liabilities and Compensation) Act 
1973 

► The provisions of the Government Business Enterprises Act 1995 

► The views expressed by the Regulator in previous investigations  

► Target ranges adopted in other jurisdictions in relation to schemes of a similar nature, 
and  

► Any other factors the consultant considers relevant. 

► Provide an independent opinion on the MAIB’s proposed superimposed inflation rates for the 
period from 1 December 2021 to 30 November 2025 

► Review the methodology adopted by the MAIB to determine investment return margins 

► Consider if this methodology remains appropriate for the 2021 investigation, and  

► Benchmark the MAIB’s assumed investment return margins against the return margins 
assumed by other insurance companies, and in other jurisdictions, to judge whether 
they are appropriate 

► Produce a draft and final report in plain English with enough material to support the 
respective report’s conclusions in a form suitable for publication on the Regulator’s website  
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► Any additional investigation where the Regulator requires ad hoc advice 

The Institute of Actuaries of Australia Code of Conduct is applicable to this review.  

2.3 Data provided for the review 
For this review, we were provided with: 

► MAIB submission to the Regulator titled “Tasmanian Economic Regulator Submission 2021” 
dated 19 February 2021 and prepared by MAIB, with the assistance of Taylor Fry (the MAIB’s 
actuary) 

► This included spreadsheet versions of analysis underlying the findings in the MAIB 
submission 

► MAIB FCR titled “2020 Financial Condition Report” dated 22 September 2020 and prepared 
by Taylor Fry 

► MAIB Capital Policy titled “Review of Capital Policy” dated 16 November 2017 and prepared 
by Taylor Fry 

► MAIB Actuarial Valuation Report titled “MAIB Outstanding Claims Liability as at 30 June 
2020” dated 27 July 2020 and prepared by Taylor Fry 

► Letter titled “December 2020 quarter update and June 2021 liability forecast” dated 27 
January 2021 and prepared by Taylor Fry 

► Letter titled “Review of MAIB’s risk margin” dated 12 May 2020 and prepared by Taylor Fry 

► Letter titled “Superimposed inflation investigation” dated 12 May 2020 and prepared by 
Taylor Fry 

► The prior pricing investigation report titled “Motor Accidents Insurance Board Pricing 
Investigation 2017” dated 28 April 2017 and prepared by Finity Consulting 

► Annual reports for MAIB and other state schemes were sourced from the MAIB website.  

In addition, we held discussions with: 

► MAIB’s actuary, Taylor Fry consisting of: 

► 30 March 2021 – discussion of queries on the MAIB submission and other documents 
provided 

► Further clarifications and requests for justifications via email 

► The Office of the Tasmanian Economic Regulator to discuss progress, developments and any 
additional investigation requested. 
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3. MAIB’s Historical Financial performance 

3.1 Financial performance 
In the four years since the previous pricing investigation, MAIB has delivered outcomes 
consistent with its financial strategy. Some of key financial results are summarised as follows: 

► Investment returns averaged 7.1%p.a., which is 1.3%p.a. above target; 

► Net profit after-tax (NPAT) has averaged $64m per year (ranging from $8m to $119m for an 
individual year); 

► Dividends to the Government have averaged $50m per year (with a range of $42m to 
$56m). In addition, a one-off special dividend of $50m was paid during 2019-2020; and 

► Return on capital over the past 4 years has averaged 12.1%, consistent with the objective of 
achieving a commercial return for the scheme. 

Figure 1: MAIB’s historic financial performance 

 

Key features of MAIB’s claims and financial experience over the four years since the previous 
pricing investigation include: 

► Significant reduction in risk-free bond yields and recent volatility in investment markets 
since the previous submission, which has increased MAIB’s booked claim liabilities in the 
balance sheet and adversely impacted profits in 2019 and 2020.   

► Set aside increases in hospital day bed fees which had already been incorporated in prior 
premium rate calculations, claims inflation has been relatively benign during the period.  

► Increases in attendant care rates. These changes in hourly rates have been accounted for in 
valuation and premium projections, including an explicit allowance for any increases above 
inflation that may emerge due to increased demand for care services. 
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► Continued reduction in claim frequency, driven by a continued decrease in claim numbers 
and increasing vehicle registrations which contributed to: 

► Lower than expected number of Future Care claims; 

► Reduction in the number of Common Law claims; and 

► Slight increases in average claim sizes, below projected claims inflation.  

► Investment returns exceeding target levels on average over the four years to June 2020. 

MAIB’s expenses have remained relatively stable since 2017 and totaled approximately $23m in 
2020. The largest component of expenses are administration and collection costs, followed by 
reinsurance costs, which are projected to increase slightly to allow for potential reinsurance 
premium increases and growth in vehicle registrations. 

3.2 Solvency 
MAIB’s main measure of solvency is the funding ratio, which is defined as the ratio of assets (less 
deferred dividends and tax) to outstanding claims liabilities and premium liabilities. MAIB’s 
historic funding ratios are shown below in Figure 2. 

Figure 2: MAIB’s historic funding ratio 

 

Over the last 8 years, the funding ratio has fluctuated from 125% to 136% but has consistently 
remained within the target funding ratio range. The funding ratio at 30 June 2020 was 126%, 
inclusive of a special dividend of $50 million paid to the Tasmanian Government. 

The funding ratio is projected to increase by around 4% over the next four years and reach the 
mid-point of the target range in 2024. However, there is short-term uncertainty over future 
investment returns and bond yields, which could significantly impact premium adequacy and 
achieved profit margin.  

Target 
funding 
ratio 
range 
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3.3 Class 1 premiums 
Since 2013, Class 1 premiums have not increased, with price reductions in three of the years and 
no change in the remaining years. Therefore, premiums have experienced reductions in both 
absolute and real terms. These changes are shown in Figure 3 below. Since the previous Pricing 
Investigation, there has been a 4% reduction in premium which was implemented for policies 
effective 1 December 2020 onwards. This reflects the observed and sustained reductions in claim 
frequency and the lower number of severely injured claimants.  

Figure 3: MAIB's historic Class 1 premiums 

 

Figure 4 below compares Tasmanian CTP premiums against other states in Australia, presented 
as a percentage of each state’s respective weekly earnings in 2020. Tasmanian premiums are 
approximately 18% of Tasmanian weekly earnings and is the lowest amongst all states, even with 
the CTP benefit reform in NSW and ACT and CTP market reform in SA that has occurred since the 
previous Pricing Investigation. However, care must be taken in interpreting the results, as 
different benefit structures and coverages across states will lead to variation in premiums.  

Figure 4: Comparison of Tasmanian Class 1 premium to other Australian jurisdictions 
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4. Financial Targets 

Minimum solvency levels articulate the minimum amount of capital the entity requires to support 
its financial and social objectives. Capital held above this level provides a buffer to protect 
against adverse movements in claims experience and allows additional funding to be generated 
through investment returns. However, holding too much capital may be seen as an inefficient use 
of financial resources, particularly for a government scheme.  

This section covers: 

► The appropriate target funding ratio (and range) for MAIB, including consideration of its 
capital policy in determining the target funding range; 

► MAIB’s current dividend policy and how it has changed since the previous Pricing 
Investigation; and  

► The appropriateness of MAIB’s adopted risk margin within the current economic context.  

Comparison of MAIB’s financial position to other jurisdictions and similar entities have been 
provided where possible.  

4.1 Solvency 
Insurance entities maintain a capital buffer in excess of their insurance liabilities as protection 
against adverse financial outcomes. The bulk of the liabilities will relate to the outstanding claims 
provision and future claims liabilities in the form of unearned premium reserves.  These liabilities 
will be provisioned at a level of sufficiency greater than central (or the mean) estimate, achieved 
by holding a risk margin above the central estimate. For APRA regulated entities, the minimum 
level of sufficiency is at the 75th percentile.  In holding risk margins of 20% on top of the central 
estimate of net liabilities, MAIB’s liabilities are currently set at a level slightly above the 80th 
percentile as assessed by MAIB’s actuary. The capital buffer elevates MAIB’s sufficiency to the 
target range of 95th to 99th percentile, enabling the Scheme to maintain a solvent position. 

4.1.2 Solvency considerations 

The Scheme’s solvency position is exposed to a range of risks. Most risks cannot be eliminated, 
only mitigated. It is also recognised that a risk may adversely impact an area of the balance sheet 
and benefit another. For example, low interest rates may be a sign of lower inflation expectations 
and will increase the net present value of the liabilities and decrease the investment returns 
whilst conversely having an offsetting impact on the liabilities by reducing indexation on claim 
payments. 

In setting its solvency and profit targets, an entity will generally consider: 

► The entity’s risk appetite and tolerances generally defined by target ranges; 

► The entity’s ability to mitigate risk and the sensitivity of the solvency position to such risks; 

► A suitable time horizon to rectify the solvency position; 

► The volatility of income streams from premium and investment returns; 

► The volatility of payment outflows and the need for liquidity; and 

► Ability to raise capital and pay dividends. 
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4.1.3 Solvency as a Government Insurer 

The Australian Prudential Regulation Authority (APRA) sets minimum capital requirements for 
private sector insurers. As a government monopoly insurer, MAIB is not governed by APRA and 
hence not subject to APRA’s minimum capital requirements. There are multiple reasons why 
MAIB is able to operate at lower levels of capitalisation, compared to a private insurer writing 
similar risks and selling similar products. These include: 

► Explicit or implicit government guarantees can provide additional capital to fund a scheme 
deficit and return the scheme to an acceptable solvency level. Private insurers do not have 
this support.  

► As a monopoly insurer providing a compulsory insurance product, premium increases can be 
applied when required without concern over reduction in business volume. 

► An overcapitalised government insurer may be perceived as an inefficient use of public 
monies.  Surplus funds could be redeployed in other productive uses by government in 
priority areas or returned to the community through premium reductions.  

MAIB’s solvency target and capital policy acknowledges the APRA requirements and considers it 
to be the highest capital basis the MAIB should adopt. We believe this is a reasonable approach, 
and in line with other government schemes. 

4.1.4 MAIB’s solvency framework 

It is deemed desirable by the MAIB for the capital policy to be stable with only incremental 
changes from time to time, unless significant scheme reforms fundamentally change the way it 
operates. There are also benefits in adopting a simple approach which captures the key dynamics 
of the scheme while being relatively easy to explain to key stakeholders. For that reason, MAIB as 
well as other Australian accident compensation schemes have adopted the funding ratio to 
measure their capital position. The funding ratio is defined as:  

Funding ratio: the ratio of total assets (less reinsurance and other recoveries, deferred tax, non 
claims liabilities, intangibles and deferred dividends) to net outstanding claims and premium 
liabilities inclusive of risk margins. 

An alternative would be to adopt the more complex APRA capital framework used to monitor the 
solvency position of the Australian general insurance industry. The rationale for adopting a 
simpler funding ratio approach is that: 

► MAIB is a monoline insurer writing exclusively compulsory motor injury insurance; 

► MAIB has monopoly over the market in which it operates; 

► MAIB is not exposed to catastrophe events with low potential for shocks to the capital 
position; 

► There is limited potential for risk accumulation with risk event or large claim potential 
mitigate by reinsurance protection; and 

► The Scheme’s claims experience is generally stable from year to year with the main claims 
risk being the very long tail nature of the liabilities. 

A funding ratio greater than 100% means that the Scheme’s assets are greater than its liabilities. 
The MAIB has set its funding ratio target range at 120% to 145%. This provides a capital buffer 
estimated to provide a probability of sufficiency (to pay all outstanding claims and premium 
liabilities) between the 95th and 99th percentile. The MAIB sees little benefit in increasing the 
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solvency probability beyond the 99th percentile
1
 given the monopoly nature of the scheme. 

Conversely breaching the minimum ratio level of 120% still gives the MAIB the ability to manage 
the recovery of its solvency over several years given the long-term nature of the liabilities and 
the limited need for immediate liquidity to pay them. The Scheme’s funding ratio is more likely to 
be impacted by macro-economic shocks and resulting investment market fluctuations in the value 
of its invested assets (marked to market valuation) and liabilities via changes in discount yields, 
rather than other adverse systemic shocks impacting the intrinsic value of the liabilities. As such, 
the MAIB has the ability to recover its funding ratio to the target range through the economic 
cycle without compromising its ability to fulfil its obligations to the claimants of the Scheme. 

The MAIB has not determined a formal policy to return the funding ratio to target range if it falls 
below its target range. Considered in conjunction with the revised dividend policy introduced in 
2019, which aims to minimise volatility of the funding ratio, it is less likely in the short term that 
MAIB will be faced with a scenario where this occurs. However, it may be prudent for MAIB to 
develop such policy to enhance its risk management and solvency framework.  

The funding ratio target range is determined by setting risk tolerance parameters. The MAIB’s 
current risk tolerances are that there is at least an 80% probability that the funding ratio remains 
above 100% over the next three years and that there is a 50% probability that the funding ratio 
remains within this range over a three-year period. The risk tolerances have been in introduced 
since the previous Pricing Investigation. 

To recover from an unsatisfactory funding ratio position (such as a funding ratio below 100%), 
the MAIB could possibly: 

► Defer the payment of dividends with government acceptance that this is necessary to 
restore the financial position of the Scheme; and/or 

► Implementing premium surcharges subject to premium control by the Tasmanian Economic 
Regulator and ultimately the Tasmanian Government. 

Both approaches are not within the control of the MAIB and present challenges, with potential for 
negative financial and reputational risks. Experience from other jurisdictions suggest it is difficult 
to recover from this position (without other external changes, such as benefit reform).  

As such, the selection of MAIB’s risk tolerance parameters and setting the lower bound of its 
funding ratio target range at 120% establishes a reasonable buffer for the MAIB to operate with 
financial stability within the bounds of their control without having to resort to the above 
recourse.  

4.1.5 Other jurisdictions 

Table 1 outlines the solvency frameworks and targets for other government schemes in Australia 
and New Zealand.  

 
1
 APRA’s solvency framework sets the minimum solvency level at the 99.5th percentile. General insurers in the Australian 

market will set their own capital level at a higher level than the minimum required by APRA. 
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Table 1: Comparison of solvency frameworks across jurisdictions 

Jurisdiction and Entity Funding Ratio Measure Target Funding Range 
TAS (MAIB) Assets (less reinsurance and 

other recoveries, deferred 
tax, non claims liabilities, 
intangibles and deferred 
dividends) to net OSC and PL 

120% to 145% (target 
132.5%) 

NSW (icare LTC)  125% to 155% (target 140%) 

NT (MACC) Adjusted ratio of capital to 
liabilities  

110% to 150%  

NZ (ACC MV) Assets (less payables, 
accrued liabilities, provisions 
and unearned levy liability) to 
net OSC  

100% 

VIC (TAC) Net funding assets to Net 
OSC 

Target not stated, but 
considers the current ratio of 
137% as “strong” and 
“sustainable” 

WA (ICWA Third Party 
Insurance Fund) 

Assets to Liabilities 135% 

WA (ICWA Motor Vehicle 
Catastrophic Injury Fund) 

Assets to Liabilities 100% 

 
Different schemes adopt different funding ratio measures, and thus it is difficult to make direct 
comparisons. To allow for comparison on a consistent basis, the ratio of total assets to net 
outstanding claims liability is calculated for each scheme as a proxy for solvency and is presented 
in Figure 5 based on information disclosed in each scheme’s Annual Report for year ending 30 
June 2020. MAIB has one of the highest ratios, highlighting MAIB’s more conservative financial 
position in comparison to other government schemes.  
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Figure 5: Ratio of total assets to outstanding claims liabilities across jurisdictions 

 

4.2 Dividend policy 
In accordance with the Government Business Enterprise Act 2009, the MAIB is required to pay 
dividends to the Tasmanian Government. This requirement increases MAIB’s solvency risk, as it is 
possible for dividend payments to push the funding ratio out of its target range.  

MAIB’s dividend policy at the previous Pricing Investigation was: 

► 50% of average after-tax profits and losses over the current and four preceding years is 
determined as “profit” dividend, plus 

► Special dividends as deemed appropriate. 

This approach appeared reasonable in smoothing volatility of dividend payments by considering 
profits over a 5 year period, and subsequently smoothing any large impacts on solvency ratio as 
a result of dividend payments.  

A revised dividend policy was introduced in 2019, where the payout ratio is no longer fixed at 
50%, but varies with the scheme funding ratio for a particular year. The payout ratio varies as 
follows: 

► An increasing payout ratio above 50% as the funding ratio increases above the mid-point of 
the target range (i.e. 132.5%); 

► Payout ratio remains at 50% if the funding ratio is between 125% and 132.5%; and 

► A decreasing payout ratio below 50% as the funding ratio decreases below 125%. 

This approach provides greater stability to the funding ratio and reduces volatility by moderating 
large increases and decreases, which would otherwise be exacerbated by a fixed 50% payout 
ratio. This ensures the scheme will be able to recover faster if the funding ratio breaches the 
lower bound of the target range, and ensures the scheme is not excessively capitalised.  

Special dividends may still continue to be made if the scheme is in a strong financial position, 
such as a $50m payment in 2019-20 and previously a $100m payment in 2014-15. However, 
given the revised dividend policy, it would be reasonable to expect less frequent and/or smaller 
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special dividend payments going forward as a higher payout ratio (associated with a higher 
funding ratio) will already increase the magnitude of required dividend payments.  

In conjunction with MAIB’s capital framework, the revised dividend policy is sensible to ensure the 
scheme’s financial sufficiency and stability whilst still upholding its requirements to the 
Tasmanian Government. 

4.2.1 Other jurisdictions 

There are various dividend policies across different jurisdictions and schemes, as summarised in 
Table 2. Some schemes pay dividends at the discretion of the relevant Minister, whilst others 
follow a more formulaic approach. As Lifetime Care schemes such as LSA, NIIQ and NSW LTCS 
are run not for profit, as such there is no dividend expected. In addition to dividends, some 
schemes also pay income tax equivalents to their relevant state government, as per the National 
Tax Equivalent Regime (NTER).  

 
Table 2: Comparison of dividend policies across jurisdictions 

State Scheme Income tax/tax 
equivalents 

Dividends or Dividend Policy 

TAS MAIB Yes Dividends calculated as a percentage of the 
average after tax profits and losses over the 
most recent 5 years. The percentage used is 
approximately 50% and is dependent on the 
funding ratio of that year. 

TRMF No No dividends paid in recent years (policy not 
publicly available). 

VIC TAC Yes TAC is required to pay to the Victorian State 
Government, a dividend as determined by 
the Treasurer. An obligation to pay a 
dividend only arises after a formal 
determination is made by the Treasurer 
following consultation between the TAC, the 
responsible Minister and the Treasurer. 

No dividend was paid in year ending 30 June 
2020. 

WorkSafe Yes WorkSafe is required to pay to the State 
Government a dividend determined by the 
Treasurer. In determining the dividend policy 
applicable to WorkSafe, the Treasurer must 
have regard to the solvency margin 
determined to maintain the long-term 
financial viability of the scheme. An 
obligation to pay a dividend only arises after 
a formal determination is made by the 
Treasurer following consultation between 
WorkSafe, the Minister and the Treasurer. 

No dividend was paid in year ending 30 June 
2020. 
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VMIA No VMIA is required to pay to the State a 
dividend as determined by the Treasurer. An 
obligation to pay a dividend only arises after 
a formal determination is made by the 
Treasurer after consulting with the Assistant 
Treasurer and VMIA’s Board of Directors. 

No dividend was paid in year ending 30 June 
2020. 

NSW icare No TMF operates within the Department of 
Treasury with net assets in excess of the 
required level paid to the Crown, and net 
assets in deficit covered through payments 
from the Crown. 

QLD QGIF No QGIF is administered by the Queensland 
Treasury and funds are held on a whole of 
government level, hence there are no 
dividend payments. 

WorkCover Yes No dividends paid in recent years (policy not 
publicly available). 

SA RTWSA Yes, if FR > 100% 
and a profit is 
achieved from 
insurance 
operations 

No dividends paid in recent years (policy not 
publicly available).  

SAFA Yes Dividends are payable by SAFA to the 
Treasurer on an annual basis dependent on 
a range of factors including SAFA’s 
profitability and solvency of its insurance 
business. Dividend payments are split into 
an interim and a final dividend, where the 
final dividend is paid in the following 
financial year. 

$4.1 million was paid to SA Treasury in the 
year to 30 June 2020, as the final dividend 
payment for the year to 30 June 2019.   

WA ICWA TPIF Yes Dividend policy not publicly available. 
Interim dividend of $22.9 million has been 
paid for year to 30 June 2020. A special 
dividend of $154.5m was also paid in the 
year to 30 June 2020.  

ICWA 
RiskCover 

Yes Dividend payable to the Government of 
Western Australia equal to the surplus 
capital above the target reserve level, which 
is currently set at 135% solvency. No 
dividend paid in the year to 30 June 2020, 
as solvency ratio was below target. 
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4.3 Risk margins 
The value of the outstanding claims and premium liabilities used in the funding ratio calculations 
are inclusive of risk margin and subsequently above the central estimate of future claims costs. A 
risk margin is an additional buffer held above the central estimate of liabilities in order to 
increase the probability that the provisions held can adequately cover future claim payments, 
particularly in light of adverse claims experience.  

MAIB’s actuary has reviewed the risk margin in May 2020 and recommended MAIB continues to 
hold a risk margin of 20% on the outstanding claims and premium liability, unchanged from the 
previous review. This provides a probability of sufficiency of approximately 80%. If MAIB were to 
hold provisions to provide a 75% probability of sufficiency (as required for APRA regulated 
entities), the risk margin would reduce to approximately 15%. 

The methodology and risk margin level adopted by MAIB is reasonable as it aligns with 
commercial practice in the Australian general insurance market and APRA requirements (even 
though MAIB is not governed by APRA).  However, given its position as a monopoly government 
insurer, the chosen probability of sufficiency (and by extension, the risk margin) is high compared 
to other schemes. 

Generally, for a given probability of sufficiency, the risk margin adopted for premium liabilities is 
greater than the risk margin for outstanding claims liabilities. This is driven by uncertainty in the 
occurrence of future events, to which premium liabilities are exposed. MAIB have adopted the 
same risk margin for outstanding claims and premium liabilities, due to the stable nature of the 
scheme and minimal exposure to future large events impacting premium liabilities due to 
reinsurance arrangements. Within the context of the scheme, we consider this approach to be not 
unreasonable.  

We acknowledge that the risk margin applied to liabilities are one component of MAIB’s solvency 
position and capital policy. A lower risk margin may be offset by a larger capital buffer and higher 
target funding ratio range, with no impact on MAIB’s overall risk profile and financial strength.  

4.3.1 Other jurisdictions 

Private insurers governed by APRA are required to hold risk margins to provide a minimum of 
75% probability of sufficiency. Government schemes are not subject to the same requirement, but 
most schemes adopt a level of 75% in contrast with MAIB’s level of about 80%. 

Lifetime Care in NSW do not hold a risk margin but provide an indicative risk margin of 22% at 
75% probability of sufficiency. MACC in Northern Territory and MAIC Nominal Defendant in 
Queensland have removed their risk margin on outstanding claims liabilities in 2020 and 2018 
respectively, to align with AASB 137. The latest risk margins before removal are also presented in 
Figure 6 for comparison. As observed, MAIB risk margins are the highest across all schemes, as a 
result of their higher probability of sufficiency adopted as well as the fact that a smaller scheme 
like MAIB will experience greater volatility in claims experience, which requires a higher risk 
margin to achieve a given level of sufficiency.  
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Figure 6: Comparison of risk margins across jurisdictions 

 

4.4 Liability adequacy test (LAT) 
General Insurance entities reporting their financial position under AASB 1023 are required to 
perform a test on the adequacy of the unearned premium provision. The test compares: 

► The booked unearned premium provision less deferred acquisition costs (DAC), with 

► The present value of the expected future claims costs net of reinsurance, plus allowances for 
claims and policy maintenance expenses and a risk margin. 

Any deficit in the unearned premium provision must be funded by a write down of the DAC and, if 
additional funds are required, by an additional provision known as the unexpired risk liability. 

We note that a deficiency has been recognised in MAIB’s accounts in each of the last four years, 
despite the healthy level of the actual and projected insurance profit margins.  

The main driving factors of this results are twofold:  

► The difference in discount rates used – in setting premium assumptions, targeted investment 
returns are used which are higher than the risk-free yields used to discount the premium 
liabilities, as required under AASB 1023; and 

► The 20% risk margin applied to the premium liabilities which is greater than the profit margin 
embedded in the premium levels. 

Despite the apparent divergence in profitability outlook, the approach used to perform the LAT is 
consistent with good practice and in accordance with AASB 1023.    

4.5 Summary of findings 
MAIB appears in a strong financial position, reflecting the nature of the MAIB financial framework 
which is on the conservative end when compared to other government-underwritten CTP 
schemes. Key features of MAIB’s financial framework include: 

► Funding ratio target range of 120% to 145%; 
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► Risk tolerance parameters of at least an 80% probability that the funding ratio remains 
above 100% over the next three years and that there is a 50% probability that the funding 
ratio remains within the funding ratio target range over a three-year period; 

► Revised dividend policy to pay dividends to the Tasmanian government based on rolling 
average of the past 5 years’ profits, where payout ratio varies based on scheme funding 
ratio;  

► Risk margin adopted for claims liabilities to provide an 80% probability of sufficiency;  

► Discounting liabilities at the risk-free rate in line with AASB 1023, whilst investment returns 
are expected to exceed risk-free yields; and 

► Overall solvency position sitting between 95th and 99th percentile of the Scheme remaining 
solvent. 

MAIB’s financial framework is in line with their limited appetite for the funding ratio to fall below 
100% as well as their obligation to pay dividends to the Tasmanian Government. A robust 
framework is required to ensure these expectations are met, given the difficulties in correcting 
any deficits in the funding ratio which would require government intervention and approval. The 
introduction of the revised dividend policy will create greater stability in the funding ratio and 
ensures the scheme is more likely to remain within the target range. Further, MAIB’s solvency 
framework is relatively more conservative compared to frameworks adopted by other 
jurisdictions, as implied by their higher adopted probability of sufficiency to determine their risk 
margins and higher ratio of assets to outstanding claims liabilities. Overall, MAIB’s financial 
framework provides significant buffers against adverse experience the scheme may encounter 
with regards to adverse claims experience or investment performance. 
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5. Insurance Profit Margin 

The MAIB utilises the projections advised by the scheme actuary to set the break-even premium. 
The break-even premium is comprised of the inflated and discounted expected claims cost to 
reflect the investment income earned on the reserves held until all claims are settled, plus all 
expenses related to administering all aspects of the insurance operations. The claims projections 
are set on a central estimate basis which does not include any risk margin allowance. 

An insurance profit margin is added to the break-even premium to adequately compensate the 
entity for the risk undertaken and generate a suitable commercial rate of return on the capital set 
aside for operating the insurance scheme. This aligns with the Government Business Enterprise 
Act 1995 main objectives: 

► To perform its functions and exercise its powers so as to be a successful business by –  

► Operating in accordance with sound commercial practice and as efficiently as possible; 
and 

► Achieving a sustainable commercial rate of return that maximises value for the State in 
accordance with its corporate plan and having regard to the economic and social 
objectives of the State; and 

► To perform on behalf of the State its community service obligations in an efficient and 
effective manner. 

5.1 Profit considerations 
In setting the level of the insurance profit margin, several considerations are taken into account. 
This invariably covers similar considerations when setting target solvency. While there is no direct 
competition for this product in Tasmania, the margin needs to strike a balance between value 
maximisation for the state and social considerations such as affordability for the public. 

In practice, the MAIB primarily aims to avoid unnecessary volatility in the premium charged. As a 
base case approach, the premium will either remain unchanged or indexed with an inflation 
measure (AWOTE in the case of the Tasmanian CTP scheme).  The resulting premium will then be 
compared with the break-even premium to determine the resulting profit margin. Such margin 
can be assessed by considering if it fulfils the objective of providing an adequate rate of return to 
the State and also compared against similar schemes in other states. 

5.2 MAIB’s profit margin 
In its submission, the MAIB targets a profit margin of 9.4% or an average of $22.48 per vehicle 
for the 2021-22 year. This is in line with its general target margin stated of 10%. A margin of 
9.4% will achieve an after-tax return on target capital of 4.4%. This level does not include 
indexation of premium in 2021-22. Allowing for indexation in subsequent years, the resulting 
profit margins and post-tax return on capital are shown in Table 3 below. The scheme is expected 
to benefit from a reducing claims frequency, offsetting any impact from superimposed inflation. 
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Table 3: Expected profit margin and return on capital with no premium indexation in 2021-2022 

Underwriting year Expected profit margin Post tax return on capital  

2021-2022 9.4% 4.4% 

2022-2023 10.7% 4.7% 

2023-2024 12.1% 4.9% 

2024-2025 13.6% 5.3% 

 
An alternative scenario is presented by MAIB which would allow for premium indexation in the 
2021-22 year. The resulting expected profit margins and post tax return on capital are presented 
in Table 4. These are higher than under the first proposed scenario. The MAIB is recommending 
against this scenario.  

Table 4: Expected profit margin and return on capital allowing premium indexation in 2021-2022 

Underwriting year Expected profit margin Post tax return on capital  

2021-2022 11.8% 4.9% 

2022-2023 13.1% 5.2% 

2023-2024 14.4% 5.5% 

2024-2025 15.9% 5.8% 

 
The MAIB notes that despite maintaining a similar level of profit margin to the previous 
submission in 2017, the expected return on capital will be lower. While the target funding ratio is 
set at the same level of 132.5%, the lower return is explained mainly by lower future investment 
returns expected and a slightly lower insurance profit level. The expected returns are most 
impacted by MAIB’s ability to generate a real rate of return in line with its target of 1.75%p.a.  
Other potential risks include: 

► Reversal of the reducing claim frequency trend; 

► Uncertainty about sudden burst of superimposed inflation; and 

► The inherent uncertainty in future care cost assumptions over the very long term. 

5.3 Relationship between profit margin and financial position 
We note that MAIB’s financial position is set relatively conservatively. With or without indexation 
of premium in 2021-22, the actual funding ratio is expected to increase from slightly below to 
above its target level of 132.5%. The investment returns and bond yields are viewed as the most 
significant risks to the financial position. As discussed in the previous section, MAIB’s revised 
dividend policy is also aimed at maintaining the financial position within its target range. 

5.4 Other jurisdictions 
The insurance profit margin is one of many profit measures used in the insurance industry. Along 
with return on capital which includes all investment income, underwriting profit and combined 
operating ratio (which both exclude the investment income from the insurance related assets), 
are other measures commonly used in the insurance industry. Publicly available information on 
insurance profit margin targets is not widely available as CTP pricing scheme reviews differ from 
one state to another.  
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For NSW CTP, SIRA has publicly stated a target of 8% profit margin
2
, with a reasonable range 

deemed to be between 3% and 10%. MAIC in Queensland has set an expected profit margin at 

7.75%
3
. In ACT, it has been estimated that insurers will target a profit margin slightly below 10% 

in their rate filings
4
. We note that those targets are for privately underwritten schemes which 

excludes life-time care benefits for catastrophic injuries, of which the latter are generally set-up 
as non-for-profit funds. 

WorkCover Tasmania states in its Scheme Review to 30 June 2020 that the suggested premium 
rates assume an insurer profit margin of 13% for 2019/20. The actual margin is likely to be 
closer to 15% for 2019/20. This follows an average of 9% for accident years 2013 to 2017, 
increasing to 13% on average for 2018 to 2020. For the period of five years to 2012, it is 
estimated that insurers made business losses on average.  

Large corporate insurers will generally target higher insurance profit margins in aggregate than 
targets implied above for their CTP operations. This implies that other product lines will have 
targets set at a higher level. One of the key drivers is volatility of results. For example, property 
insurance in catastrophe prone areas will target a higher profit margin due to the inherent 
unpredictability and potential size of natural peril losses. Conversely, CTP insurance is generally 
viewed as a less volatile product class given the low accumulation risk. Capital levels required to 
service each product class and strength in financial position are other factors to consider in 
assessing appropriate profit margins.  

As such, we view MAIB’s insurance profit target of around 10% as not unreasonable, as it is 
broadly in line with similar schemes in Australia, albeit at the upper end of scheme targets. 

 
2
 NSW Motor Accidents CTP Scheme, Scheme Performance Report 2019 

3
 MAIC Retrospective profit study of Qld CTP premiums as at 31 December 2019 

4
 Section 275 Review of the Road Transport (TP Insurance) Act 2008 – March 2019 
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6. Superimposed Inflation  

When estimating long tail liability provisions, it is considered good practice to explicitly allow for 
superimposed inflation, in addition to economic inflation. Superimposed inflation is defined as 
residual claim inflation arising for reasons other than wage or core inflation measures. Drivers of 
superimposed inflation include faster escalation in court awards, treatments fees, medical or care 
costs. 

By its very nature, superimposed inflation is expected to be more variable than core economic 
inflation. Its distribution is generally skewed towards less frequent bursts of higher levels which 
means that long periods of relatively benign superimposed inflation may be broken by sudden 
and sharp rises. Given that CTP liabilities have a long settlement horizon, it is expected that the 
superimposed inflation assumption will be set with such timeframe in mind. 

6.1 MAIB superimposed inflation 
In its actuarial valuation at 30 June 2020, MAIB’s actuary selected the following superimposed 
inflation assumptions shown in Table 5. 

Table 5: MAIB superimposed inflation assumptions 

Benefit/claim type Adopted Superimposed Inflation  
p.a. 

Previous assumption 
p.a. 

Scheduled benefits 1.0% 

“Banked” amount: 6% 
1.5% 

Common Law claims 1.5% 

“Banked” amount: 0% 
1.5% 

Future Care Care costs: 0.0% 

However separate allowance for increases 
in hourly rates: 8% in 2023 and 4% in 2027 

0.0% 

0.0% 

 
The above assumptions were used to derive the technical break-even premium for 2021-2022 
year. 

The adopted levels of superimposed inflation were revised following a detailed review by MAIB’s 
actuary in May 2020.  

The outstanding claims liabilities for scheduled benefits also includes an additional superimposed 
inflation allowance (“banked”) of 6% of the liabilities. The amount has been built up from 
surpluses due to lower than expected inflation in past years, instead of being released into profit. 
The intent is to use the banked provision if a spike in costs manifest itself in future years. The 
practice of “banking” an unutilised allowance is not a common occurrence in the insurance 
industry; generally, such consideration will form part of setting the superimposed inflation 
assumption itself and/or the risk margin parameters. It is unusual to have a central estimate 
provision, being a point estimate equal to the distribution mean, set with a dependency on past 
experience and subject to a range.   

6.2 Benefit types 
The components of the break-even premium are illustrated in Figure 7. 
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Figure 7: Composition of MAIB's breakeven premium 

 

It is important to note that the cost proportions are represented in their present value 
proportions. In any financial year, the proportion of payments and provision level will be quite 
different due to the difference in mean duration of the claims benefit and expense components. 
The undiscounted mean term of the Scheduled Benefits, Common Law claims and Future Care 
costs are 7 years, 4 years and 30 years respectively. In contrast, the expenses and reinsurance 
costs are generally paid out within the current year. The long-term nature of the future claims 
payments makes them more exposed to environmental changes which may translate into bursts 
of superimposed inflation above the base AWOTE inflation assumption. 

Scheduled Benefits: 

MAIB’s Actuary has analysed the payment experience of the last 10 years to assess the level of 
superimposed inflation. Excluding a relatively recent hospital fee increase, historical 
superimposed inflation would have been slightly below 1% on average. The selection of 1% level is 
therefore supported by the data available, noting the exclusion of the hospital fee increase. 

Recognising the step nature of the hospital fee increases, the practice of ‘banking’ superimposed 
inflation (up to a maximum 8%) was introduced during periods of subdued inflation and with the 
intention of drawing down from the banked amount when there is evidence of higher claims cost. 

Considering in totality the nature of the benefits, the data available and stepped revision of 
hospital fees, the selection of the superimposed inflation assumptions is not unreasonable for the 
purpose of setting the Scheme’s break-even premium. 

Common Law: 

MAIB’s Actuary used payment experience over the last 20 years to assess the level of 
superimposed inflation for Common Law benefits. The analysis reviewed two types of trendline 
techniques over both a 10- and 20-year time period, which showed that historical superimposed 
inflation has been between 1.1% to 1.5% p.a. The analysis performed by payment and accident 
years showed consistent rates of superimposed inflation. 

Recognising the steady emergence of superimposed inflation, the practice of “banking” was 
stopped in 2020 and a rate of 1.5% of superimposed inflation is adopted going forward. We 
believe the approach and selection is reasonable and supported by payment experience for 
Common Law benefits.  
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Future Care: 

The superimposed inflation level for Future Care costs is impacted by several factors over the 
long term, notably by transition for family care to paid care, and mortality. Care costs have been 
relatively stable over the past 10 years. The regression analysis shows a superimposed inflation 
level of less than 0.5% per year. This level is currently implicitly allowed for in the Scheme 
Actuary model over the next 10 years. MAIB’s actuary notes that there is a longer-term risk of 
superimposed inflation due to the impact of ageing and the limitations of the “three period” 
model used by MAIB’s actuary. However, recognising the implicit allowance embedded in the 
future projections, no explicit superimposed inflation allowances were assumed for care and 
non-care cost components. We believe the approach and selection are reasonable for Future 
Care costs.  

The hourly rate paid for care services are generally indexed in accordance with normal inflation 
(changed from CPI to AWOTE). However, it is recognised that MAIB’s rate is currently below the 
NDIS rate and may need to catch up. Accordingly, two step increases were allowed for: 8% in 
2023 (next contract date) and 4% in 2027 (subsequent contract date). We believe the approach 
and selection are not unreasonable given the differential between the rates paid for similar 
services.  

6.3 Other jurisdictions 
Drivers of superimposed inflation will vary between insurance schemes. Differences in scheme 
benefit structure, core economic inflation basis and actuarial valuation models can all contribute 
to different levels of superimposed inflation adopted. We therefore recommend caution in 
drawing any conclusions from an absolute comparison between various states. The superimposed 
inflation assumptions that could be identified are presented in Table 6. 

Table 6: Comparison of superimposed inflation across jurisdictions 

State Fund (if specified) Superimposed inflation p.a. Additional notes 

WA TPIF 2.80%  

MVCIF 0.75% 
(+0.5% for medical, hospital & 
rehab costs of brain injuries) 

SA 
 

0.75% medical & attendant 
care costs 

(+0.5% for medical, hospital & 
rehab costs of brain injuries) 

QLD  
Observed 0%-1% in past 10 

years: assumed 0.5% 
Indicative only from 

independent scheme review 
ACT  2%-3% Indicative only from 

independent scheme review 
NSW  2.50% Indicative only from 

independent scheme review 
 
We note that the level of superimposed inflation adopted for the Tasmanian scheme is well 
supported by experience. In the case of Scheduled Benefits, the “banked” amount provides an 
additional level of prudence. The absence of superimposed inflation adopted for Future Care may 
be an initial cause for concern, however, the detailed modelling and analysis undertaken to set 
the assumption for this benefit category provides adequate support for the selection. 
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7. Investment Return Margin 

MAIB has adopted an investment strategy which aims to maximise returns within an acceptable 
tolerance for risk. The investment portfolio risk is managed by diversifying into a range of asset 
classes including domestic and international equities, infrastructure, property, diversifying 
alternatives, bonds and cash. The investment mix is reviewed periodically to match the long-term 
nature of the liabilities and maintain a balance between a commercially sound rate of return for 
the Tasmanian Government and premium affordability.  

The investment assets as at 30 June 2020 are summarised in Figure 8 below. 

Figure 8: Composition of MAIB's investment mix 

 

7.1 Discount rate used for premium rates 
MAIB have selected a target rate of return of 1.75%p.a. above AWOTE to derive the break-even 
premium. The rate was reduced from a previous target of 3%p.a. considering: 

► The current low inflation and interest rate environment will likely persist for an extended 
period of time; and 

► Based on the profile of claim payments and the Scheme’s capital policy and strategic 
portfolio allocation, it is assessed by MAIB’s investment advisor that over the next 15 years 
there is a 50% probability that the real investment return will exceed 1.75% per year. 

This recognises that yields on government bonds have fallen more than inflation recently. 
Maintaining the previous target of 3% would have required taking on more risk by allocating a 
greater percentage of the investment portfolio towards more risky assets.    
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Figure 9: MAIB's historic investment returns 

 

As shown in Figure 9 above, historical returns since 2001 have averaged a little over 3%. The 
more recent 4 years average is around 4%, inclusive of the negative real return in 2020. Whilst 
not immediately supported by the historic real returns, the decision to reduce the target return 
from 3% to 1.75% aligns with lower Australian Government bond yields observed since the 
occurrence of the COVID-19 pandemic. The development in Australian Government bond yields is 
shown in Figure 10. 

Figure 10: Australian Government Bond yields 

 

We have benchmarked against the 4- and 7-years zero-coupon yields (broadly matching the 
duration of the Common Law and Scheduled Benefits) to illustrate the long-term decline in the 
best proxy for risk-free returns. In the 2017-19 period, risk-free returns of over 2% could be 
generated from government bonds. These returns were similar to the Tasmanian AWOTE average 
during the same period. More recently, yields have dipped below 1% while the most recent 
AWOTE for 2020 is still above 3% on average. This supports the MAIB selection of a lower real 
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rate of return going forward. As such, the revised target of 1.75% is not unreasonable in our 
view.   

7.2 Discount rate used for outstanding claims 
Per AASB1023 accounting standards, the outstanding claims and the estimated future claims 
costs used for LAT purposes are discounted using risk-free discount rates. However, the very 
long-term nature of the future care liabilities extends beyond the longest observable bond yields. 
Common practice in such cases is to lock in a fixed gap against the assume long term inflation 
assumption, in this case the MAIB has set the gap against long term AWOTE projections. 

The latest review of the economic assumptions sets the gap at -0.81% based on a weighted 
average inflation rate of 2.88%. Therefore, the weighted average discount risk-free rates now 
stand at 2.07%, contrasting with the higher investment rates used to calculate the break-even 
premium.  

7.3 Benchmarks 
7.3.1 Victoria  

Victoria’s TAC targets a rolling ten years investment returns of CPI plus 5%. As at June 2020 and 
despite an investment return of just 0.7% in 2019-20, the TAC has achieved a fund return of 

8.9%
5
 during the most recent 10 year period. The TAC investment profile is in most parts similar 

to the MAIB’s with a significant portion of the investment allocated to Australian and 
international equities and is presented in Figure 11. 

Figure 11: Composition of TAC's investment mix 

 

The TAC investments mix however holds less cash, bond and fixed income assets compared to 
MAIB (TAC holds 26% whilst MAIB holds 35%). 

 
5
 Page 55 of 2019-20 TAC Annual Report. 
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7.3.2 Western Australia 

WA’s Insurance Commission (ICWA) investment objectives is to deliver CPI plus 3% (main fund) 

over a rolling 7 year period
6
. The actual performance of the main fund has been 6.5%, 4.6% 

above the CPI objective. The composition of ICWA’s investment mix is shown in Figure 12. 

Figure 12: Composition of ICWA's investment mix 

 

Similarly to Tasmania and Victoria, ICWA’s asset mix has a significant portion of assets invested in 
equities. This is not unexpected given the long duration of the liabilities and the investment 
return targets which are above what can be expected from fixed income securities. 

Given that the MAIB used the AWOTE which has been averaging higher than the CPI, the 1.75% 
above AWOTE target broadly aligns with those in Victoria and WA. 

 
6
 P.49 ICWA annual report 2020 
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8. Other Observations 

8.1 Reinsurance 
In its submission, the MAIB projects the reinsurance cost to be $6.3m per year. The annual cost 
translates to $10.64 per vehicle. For 2020-21, the Scheme’s reinsurance contracts cover events 
in excess of $7.5m and a similar level of protection is assumed to continue for the next few years. 
Given the high excess level, negligible recoveries are expected going forward. 

We have benchmarked the actual reinsurance costs in 2019-20 for state motor vehicle injury 
schemes where reinsurance is purchased. The results are shown in Table 7.  

Table 7: Comparison of reinsurance costs across jurisdictions 

 
Tasmania SA (LSA only) 

WA (CTP and cat 
injuries Fund) 

Number of vehicles (000s) 554 1,841 2,937 
Reinsurance costs ($000s) 5,751 3,047 9,729 
Reinsurance brokerage fee 
($000s) 

451 135  

Cost per vehicle ($) 11.19 1.73 3.31 
Note: SA brokerage fee is for 2018-19 year. WA brokerage fee not disclosed. 
 
It is important to note that the reinsurance program costs shown above may not be directly 
comparable as the retention level can differ, as well as the respective scheme benefits. Each 
scheme will have a different risk appetite with regards to reinsurance purchase. For example, 
both Victoria and Queensland (lifetime care only) have chosen not to reinsure their catastrophic 
claims exposure. 

However, we believe that the relative high cost per vehicle of the Tasmanian reinsurance 
protection plus brokerage fee stands out relative to other states and warrants further scrutiny. 
This observation is reinforced by the high cost per vehicle and the expectation of negligible 
reinsurance recoveries embedded in the break-even premium.  

8.2 Ride-sourcing vehicles  
In addition to reviewing the financial position of MAIB, we have also considered the treatment of 
ride-sourcing vehicles in comparison to other jurisdictions, as a result of discussion with MAIB’s 
actuary and the Tasmanian Economic Regulator.   

In December 2017, MAIB introduced a new vehicle class, Class 23, for ride-sourcing vehicles 
such as Uber. Currently, there are approximately 1,500 Class 23 vehicles registered (0.5% of 
Class 1 exposure). In other jurisdictions around Australia, there have been alternate methods of 
treating ride-sourcing vehicles. The class allocations as well as premium differentials and 
observed pricing structures (where available) are summarised in Table 8. 

Table 8: Comparison of ride-sourcing classification and premium differentials across jurisdictions 

State  Vehicle Classification  Premium differentials and pricing 
structure 

TAS Classified as a separate vehicle class 
(Class 23) from December 2017 
onwards.  

Relativity of 1 (to Class 1). 
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QLD Classified as a separate vehicle class 
(Class 26) from October 2017 onwards. 

Observed premium differential of 2.3 (as 
at 1 April 2021). 
 

SA Classified as a separate vehicle class 
from July 2019 onwards. 

Observed premium differential of 
approximately 1.9 (as at 1 April 2021). 
 

ACT Classified as a separate vehicle class 
(Class 25A) from July 2016 onwards. 

Observed premium differential ranging 
from 1.65 to 1.7 (as at 1 April 2021). 
 

VIC No explicit vehicle class for ride-sourcing 
vehicles.  

Vehicle owners pay the same CTP 
premium as a non ride-sourcing vehicle. 
 

WA No explicit vehicle class for ride-sourcing 
vehicles.  

Vehicle owners pay the same CTP 
premium as a non ride-sourcing vehicle. 
 

NSW No explicit vehicle class for ride-sourcing 
vehicles.  

Vehicle owners pay the same CTP 
premium as a non ride-sourcing vehicle. 
 
For all ride-sourcing trips, additional 
CTP premium is collected by the ride-
sourcing company and funded by the 
passenger on a cents per km basis. This 
is eventually transferred to the CTP 
insurer of the ride-sourcing vehicle.  

NT No explicit vehicle class for ride-sourcing 
vehicles.  

Ride-sourcing drivers pay the same CTP 
premium as a non ride-sourcing vehicle 
but pay an additional licence fee as part 
of their agreement to provide ride-
sourcing services.  

 
As seen in Table 8, there is no consensus in the approach to classifying ride-sourcing vehicles 
across Australian jurisdictions. Given MAIB have established a separate vehicle class for ride-
sourcing vehicles, growth in exposure and resulting claims experience should be monitored going 
forward, particularly to inform premium relativities. 

We recommend MAIB to be cognisant of the premium differences between ride-sourcing vehicles 
and taxis, and any subsequent discontentment that may arise from some stakeholder groups. We 
are aware of continued developments in premium setting guidelines for ride-sourcing vehicles in 
the NSW CTP scheme, aimed at creating greater alignment between premiums for ride-sourcing 
vehicles and taxis. It may be reasonable for MAIB to consider how to moderate or reconcile 
differences in premiums between these two parties, drawing on any available claims experience 
or publicly available developments and consultations occurring in other states.   

8.3 Premium relativities 
In addition to reviewing the financial position of MAIB, we have also reviewed the movements in 
premium relativities for key vehicle classes, as a result of discussion with MAIB’s actuary and the 
Tasmanian Economic Regulator.   

Overall, we believe the proposed changes in relativities are an appropriate response to emerging 
claims experience and commercial considerations. Table 9 summarises the proposed changes in 
relativities.  
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Table 9: Changes in premium relativities proposed by MAIB 

Vehicle Class Proposed relativity Proposed change in 
relativity 

Medium-Large Motorcycles (Class 4, 5, 
20) 

2.00 Increase of 0.35 

Large Passenger Vehicle (Class 7) 2.80 Increase of 0.21 

Caravan (Class 9) 0.10 Decrease of 0.03 

Heavy Trailer (Class 10) 0.25 Decrease of 0.04 

Plant & Machinery (Class 13) 0.30 Decrease of 0.08 

Farm Tractor (Class 15) 0.25 Decrease of 0.05 

Small Motorcycle (Class 17) 0.65 Increase of 0.09 

Off Road & Recreational (Class 18) 1.00 Increase of 0.11 

Special Interest Vehicle (Class 22) 0.20 Decrease of 0.05 

 
8.3.1 Medium-Large Motorcycles (Class 4, 5 and 20) 

The increase in premium relativity for motorcycles appears warranted, given their emerging 
experience has seen the claim experience relativity consistently exceed the premium relativity. 
This was acknowledged at the previous TER review, where an increase of 0.19 was proposed. This 
is in line with MAIB’s preference for a gradual increase in relativity, with the intention of 
increasing relativities to remove all cross subsidisation within a further 8 to 12 years. We 
recommend MAIB continue to monitor the experience of motorcycle classes as any deterioration 
of motorcycle claims experience compared to Class 1 in future years may make it more difficult to 
remove motorcycle cross-subsidies within the anticipated time frame (in the absence of more 
significant increases in relativities in future years). 

8.3.2 Taxi or Chauffeured Hire Car (Class 6) 

Class 6 claim experience relativity continues to exceed the premium relativity, even following 
prior year relativity increases. In light of Class 23 being established for ride-sourcing vehicles 
with the same relativity as Class 1, and an observed trend in reducing claim experience relativity, 
MAIB have recommended an unchanged relativity for Class 6. Given the similarities in vehicle use 
between ride-sourcing vehicles and taxis, not introducing an increase for taxi relativities may be 
reasonable. However, given the low claim volume and number of vehicles, there is potential for 
claims experience to be quite volatile. As such, care should be taken in placing reliance on 
downwards trends in claims experience as future deterioration may require larger corrections in 
future years.  

8.3.3 Ride-Sourcing Vehicle (Class 23) 

MAIB have chosen not to recommend an increase in premium relativity, even though the claim 
experience relativity is greater than 1. The higher observed claim experience relativity is driven 
by average claim size as opposed to claim frequency. Consultation with MAIB’s actuary indicates 
they are waiting for more claims to emerge to show a sustained difference in claim frequency and 
average claim size experience from Class 1 before adjusting premium relativities. We suggest 
that MAIB could draw upon ride-sourcing claims experience (such as claim frequency, average 
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claim size relativities if available) from other jurisdictions to supplement Tasmanian experience in 
order to develop a premium relativity that can better reflect the inherent risk characteristics of 
the vehicle class.  

8.4 Peer to peer vehicles 
Peer to peer rental vehicle services are services where a vehicle owner can rent out their vehicle 
on a short-term basis whilst they are not using the vehicle. This gives participating vehicle 
owners the opportunity to earn additional money whilst not using their vehicle and gives 
participating vehicle borrowers access to vehicles nearby at an affordable rate for a time period 
that suits them.  

MAIB have recommended to classify these vehicles in Class 8, i.e. the same class as hire and 
drive vehicles, for at least the next four years. A trial (ended February 2021) was run by MAIB 
which allowed peer to peer vehicles to be classified to Class 8 cover without additional premiums. 
Only a small number of vehicles chose to participate, reflecting the limited up take of peer to 
peer rentals in Tasmania. Should there be an increase in the use of peer to peer rental vehicle 
services in future years, MAIB will reconsider the classification of peer to peer vehicles. In 
grouping peer to peer rental vehicles into Class 8, MAIB have effectively adopted a relativity of 
2.59 for these vehicles.  

Peer to peer rental vehicles are still a relatively niche industry in Australia, and most jurisdictions 
across Australia have not taken an active stance on the treatment of these vehicles. However, 
ACT have chosen to create a new vehicle class for peer to peer rental vehicles, Class 25B 
Personal Share vehicle. This is in response to analysis performed by the private insurers who 
underwrite the scheme. They have identified that peer to peer vehicles have different risks 
compared to other vehicles and hence should be classified as a separate vehicle class to ensure 
adequate contribution to the scheme’s funding.  

Examination of ACT Class 25B premiums as at 1 April 2021 shows that all insurers have priced 
peer to peer rental vehicles equal to ride-sourcing vehicles. This implies an approximate relativity 
of 1.65 to 1.7 compared to Class 1 vehicles. For comparison, if ACT were to treat peer to peer 
rental vehicles in the same way as Tasmania, i.e. in the same class as hire or drive yourself 
vehicles, they would incur an approximate relativity of 3.7 (private hire car) or 2.6 (drive yourself 
vehicles). These premium differentials imply that ACT insurers assume peer to peer vehicles have 
significantly lower risk compared to hire or drive yourself vehicles.   

In our view, MAIB’s treatment of peer to peer rental vehicles is reasonable. Given the low usage of 
peer to peer rental vehicles in Tasmania as shown by the recent trial, it would not be practical to 
establish a new vehicle class as any claims experience would be highly volatile and not a reliable 
indication of their risk profile. MAIB’s decision to combine peer to peer rental vehicles with hire 
vehicles is appropriate, given the similarities in vehicle usage. In doing so, MAIB have effectively 
assumed peer to peer rental vehicles have the same risk profile as hire vehicles. We consider this 
to be a more prudent approach to peer to peer rental vehicle pricing compared to ACT, who 
consider peer to peer rental vehicles to have a level of risk commensurate with ride-sourcing 
vehicles and lower than hire or drive yourself vehicles. We also support the MAIB’s stance to 
review the state of the peer to peer rental service industry over the coming years, and the 
possibility of making changes to vehicle classes if significantly different claims experience or new 
material risks emerge in the future.  
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9. Reliance and Limitations 

In undertaking this review, we have performed our work in accordance with the scope agreed 
with the Office of the Tasmanian Economic Regulator.  

It is normal for professional judgement to be used in forming assumptions regarding future 
experience after considering a range of information sources. Different actuaries will form 
different views or place different weight on matters in forming a judgement.  

In preparing this report, EY have relied on the data and information (written, verbal, qualitative, 
quantitative of otherwise) supplied by, or on behalf of the Regulator. We have relied upon the 
completeness and accuracy of this data and information without independent verification.  

We have not independently verified or audited the information provided to us, but we have 
assessed it for general reasonableness and consistency. It should be noted that if any data or 
other information is inaccurate or incomplete, any advice we provide may need to be revised. 

We have performed the work assigned and have prepared this report in conformity with its 
intended utilisation by persons technically familiar with the areas addressed and for the stated 
purposes only. Judgements based on the data, methods and assumptions contained in the report 
should be made only after studying the report in its entirety, as conclusions reached by a review 
of a section or sections on an isolated basis may be incorrect. Members of EY staff are available 
to explain or amplify any matter presented herein. 

In accordance with normal professional practice, neither EY, nor any member or employee 
thereof undertakes responsibility in any way whatsoever to any person other than the Office of 
the Tasmanian Economic Regulator in respect of this report.  

Neither the whole of this report, or any part thereof, or any reference thereto may be published 
in any document, statement or circular nor in any communication with other third parties without 
prior EY written approval of the form and context in which it will appear. 

Our report may be relied upon by the Office of the Tasmanian Economic Regulator only pursuant 
to the terms of our contract dated 3 March 2021.  We disclaim all responsibility to any other 
party for any loss or liability that the other party may suffer or incur arising from or relating to or 
in any way connected with the contents of our report, the provision of our report to the other 
party or the reliance upon our report by the other party. Liability limited by a scheme approved 
under Professional Standards Legislation. 
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