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Terms of Committee Inquiry
INQUIRY INTO THE WORKCOVER CORPORATION OF SOUTH AUSTRALIA

TERMS OF REFERENCE (adopted 1 November 2007)

1. That pursuant to section 16(1)(a) of the Parliamentary Committees Act 1991, the Statutory
Authorities Review Committee inquire into and report on the WorkCover Corporation of South
Australia (WorkCover), having regard to the extraordinary blow-out in the unfunded liability
of WorkCover from $86 million in 2002 to $843 million in 2007, the failure of the Government to
properly and adequately monitor and manage the unfunded liability of WorkCover, and the claim
by WorkCover in January 2006 that the sole claims manager would achieve necessary liability
reduction to deliver a fully funded scheme by 2012-13, with particular regard to—-

(a) the deteriorating financial position of WorkCover;
(b) the effectiveness of outsourcing the claims management to a sole claims manager;

(c) the tender process and the probity of that process, leading to the appointment of the sole claims
manager;

(d) the exposure of WorkCover to the sub-prime financial market;
(e) the 2007 actuarial report submitted to the WorkCover Board in September 2007; and

(f) any other matters.



In the course of this presentation, it is my intention to focus on

(a) The deteriorating financial position of WorkCover

1. An overview of the schemes financial performance from 1997/98

2. Present figures and references from Annual Reports and FOI that will clearly show what
went wrong with the scheme, when it happened and any warning signs that should have
been acted upon

3. Explain why the proposed Bill to change WorkCover will not address the issues and
punish injured workers for the failure of scheme management to act with commercial
prudence.

4. Use the data presented and the lessons learned to provide an answer to the current
financial dilemma in a manner consistent with the Key stated intent of the Act, namely;

“To Achieve balance between the interests of employers and the interests of
workers”

About the Legislation

Workers Rehabilitation and Compensation Act 1986

An Act to provide for the rehabilitation and compensation of workers in respect of disabilities arising from their
employment; and for other purposes.

Objects

(a) to establish a workers rehabilitation and compensation scheme—

(i) that achieves a reasonable balance between the interests of employers and the interests of workers; and
(ii) that provides for the effective rehabilitation of disabled workers and their early return to work; and

(iii) that provides fair compensation for employment-related disabilities; and

(iv) that reduces the overall social and economic cost to the community of employment-related disabilities; &

(v) that ensures that employers' costs are contained within reasonable limits so that the impact of
employment-related disabilities on South Australian businesses is minimised; and

(b) to provide for the efficient and effective administration of the scheme; and
(c) to establish incentives to encourage efficiency and discourage abuses; and
(d) to ensure that the scheme is fully funded on a fair basis; and

(e) to reduce the incidence of employment-related accidents and disabilities; and
(F) to reduce litigation and adversarial contests to the greatest possible extent.

(2) A person exercising judicial, quasi-judicial or administrative powers must interpret this Act in the light of
its objects without bias towards the interests of employers on the one hand, or workers on the other.



No Blame responsible Legislation

Introduction from 2003 Annual Report Bruce Carter

SOUTH AUSTRALIA’'S WORKERS REHABILITATION

AND COMPENSATION SCHEME

South Australia has a no-fault Workers Rehabilitation and
Compensation Scheme, aimed at rehabilitating and restoring an
injured or ill employee to work, their family and/or the community.

Misinformation

First myth

Mr Bruce Carter of WorkCover suggests that the scheme is intended to provide a short term solution yet according
to his annual Chairman’s Report of 2003 the intention was to take full responsibility of workplace injury and
restore the injured employee to Work, their family or the Community.

This is NOT a short term intention but a complete assumption of responsibility confirmed by the Legislation
removing the right for an injured worker to pursue a common law action as is done in the NSW and Victorian
Schemes oft used as the frame by which the Governments changes are based.

Insurance

Workers Compensation put simply is insurance. It insures the Worker’s income against workplace illness or
injury and insures Employers exposure to costly claims for such events.

Unlike other Schemes in Australia, WorkCover takes full responsibility for Insuring the Worker and provides full
protection for the Employer by removing the Injured Workers right to mount an action at common law for
damages.

54—L imitation of employer’s liability
(1)  Subject to subsection (2), no liability attaches to an employer in respect of a compensable disability arising from employment

by that employer except

Insurance not pension!

Motor Vehicle Insurance covers the cost of the home or vehicle up to its market value, if the cost to repair the
vehicle reaches approximately 90 percent they take it as a capital loss, write the car off and pay out the policy at its
insured value.

The SA Workers Compensation Legislation was written with the intention of providing income and medical cover
for a finite period at which point the claim would be paid out.

Division 4a Redemption

Where a worker suffers a compensable disability that results in incapacity for work for a period exceeding two years,
the Corporation may assess the worker's loss of future earning capacity as a capital loss.

It is my contention that a theoretical strategy to ignore this intent was developed and put in place by Senior WorkCover
Management at a time the scheme was performing extremely well effectively changed the Compensation Insurance Scheme
into a Compensation Pension scheme, in doing so creating the funding crisis we face today



Active Claims Clayton Report Page 201

Active Income Maintenance Claims

Tigure 14: Active claim profile at September 2006

Total Clamny Tolal 1M Acuwl
apen @ 31 Tal M Active  Non-TM Active  Active  Sep i as
06 Actual Sep 06 Actual Sep 06 payts % Open  Medical Hospital — Physio Rehab  Travel  Other

C i Duration

(-6 months 6,261 1.043 6.750 7,823 17% 4.857 210 1.291 145 246 k1|
6-12 womlhs 3126 1045 2930 3975 33% 1,656 2 683 276 154 32
12-36 months 5408 2,291 2.597 1,888 12% 1152 (V7 30606 269 163 18
36+ months 5816 2,666 3.843 6,309 45% 2414 74 a7 189 Rhl] 226
Total 20,608 7.043 16150 23,195 4% 10379 433 1319 879 890 387

Note:  The (olal open claims at 31 July 2006 Las been provided by SA WorkCover, while (e remamimg information has beent laken from
Appendices to the 31 December 2006 actartal report provided by ['mity.

Campbell Report
Stephen Campbell

The kernel of the problem is comparing the RTW Monitor outcome with claim duration. The Monitor is
designed to provide a voice for injured workers to have input into policy using a confidential de-identified
survey. It measures outcomes beyond claim closure. The RTW rates reported in the Monitor are for medium
term outcomes and they cannot be compared directly with total duration data which is claim based.
Comparison between the two datasets needs to be undertaken with care.

Press Release 18 March

Bruce Carter stated the benefit of hindsight allowed him to infer that the WorkCover scheme was
AAOAOEI OAOET ¢ ET OEA 1 AOGA yd&zrRO AT A NOAI EAEAA EO AU OAAEA
From 1996 Z 1999 the number of people on benefits actually decreased from 4610 to 4603 and the
WorkCover liability fell from $80 Million to $22 Million over the same period.

Alan Clayton acknowledged this in his report stating;

The WorkCover scheme was reasonably stable during the late - 1990s, with the availability
of redemptions, and their str ategic implementation, successfully extinguishing

significant amounts of tail liability. At the same time reported claim numbers continued

to reduce, especially after the increase of employer liability for short term income

maintenance.

During the same pe riod claim payments were very well controlled, reducing in real terms
throughout the five year period. The average levy rate stayed at

2.86 percent of wages during this period, allowing a gradual erosion of the deficit such

that the Scheme achieved a high - point funding ratio of 97 percent as at 30 June 2000,
representing a deficit of $22 million.



2000 Annual Report

Page 1
Perry Gunner Chair
The 19992000 financial year has beenvery special one for the Corporation.

First, because it marked an important moment in terms of the past — with the Corporation having successfully
restored the financial position of the Workers Rehabilitation and Compensation Scheme.

Page 3

CEO Keith Brown

Therefore, it was very pleasing indeed in 1999-2000 to achieve our funding goal for the Workers Rehabilitation
and Compensation Scheme. Some five years ago, the Scheme had plunged $276 million into the red, which meant
it was only 73 per cent funded. Today, the Scheme has a small deficit of $22.3 million and is 97.3 per cent funded.
Changes to legislation, a great deal of hard work in terms of managing the administrative and claims costs of the
Scheme, strong investment results over many years and a reduction in injury and illness rates all have contributed
to the improvement.

Page 27

Following detailed research, a new set of concepts has been developed for production in 2000-2001. These will
continue to focus on the importance and value of safe work to individuals and businesses and a new program will
be developed focusing on helping to achieve improved return to work outcomes.

Page 33

The last line of this table clearly states that Reductions between 24 and 36 months occur mostly from redemptions.

Percentage of income claims still receiving income maintenance
at 12, 24 & 36 months (rolling 3 months)
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The percentage of income daims stll sosiving income maintemance at 12 months
has improved slightly from the highs of 1997-98 (at 25%;

The 24 month curve reflects the poor 1997-98 injury experience.
Reductions between 24 and 25 months occer mostly from edemptions.



2000Annual report cont....

Page 36
Other initiatives for 1999-2000 were:
* Return to safe work

The Corporation is committed to ensuring injured workers achieve a prompt, safe and sustainable return to work.
Strategies that are currently in place include:

early intervention strategy that focuses on early contact with key parties, identification of barriers to return to work
and a case conference at the worksite

pre-injury employment focus through a thorough review of any request to change the return to work focus to a
different employer

- functional restoration program pilot which is testing a structured multi-disciplinary approach to rehabilitation and

return to work.

The Corporation is also developing a comprehensive injury management framework that will incorporate these
and other strategies. The aim of the framework is to ensure access to targeted intervention and support services
for injured workers throughout their claim, with a clear focus on return to work and restoration to the community.
It is expected that key components will be in place by the end of 2000 after consultation with stakeholder and
other key parties. Once the framework is established, it is expected that return to work rates will further
improve and overall costs to the scheme will reduce.

In 1999-2000, there were significantly improved return to work rates for customers when compared with prior
years, particularly in short to medium term periods of incapacity from injury.

PRESS RELEASE 18 Mar 08 (appendix a)

Bruce Carter stated in his press release that the benefit of hindsight allowed him to infer that the
22N] / 205N a0KSYS 4 & R MiGriddsaughdtdighaifyhis stayemeintK S
as fact by referring to the evidence he presented to this Committee rather than address the
objective and verifiable figures.

aNJ / F NISNRaE KAYRaAIKG Aa ySAGKSNI &dzZLlLl2 NI S

From 1996 ¢ 1999 the number of people on benefits actually decreased from 4610 to 4603 and
the WorkCover liability fell from $80 Million to $22 Million over the same period leaving the
Scheme in its best position at Jun 30 2000.

Despite stating Mr Clayton supports his theory, pages 8/9 of the Clayton report says;

The WorkCover scheme was reasonably stable during the18@0s with the availability of
redemptions, and their strategic implementation, successfully extinguishing significant amounts
of tail liability. At the same time reported claim numbers continued to reduce, especially after th
increase of employer liability foshort term income maintenance.

During the same period claim payments were very well controlled, reducing in real terms
throughout the five year period. The average levy rate stayed at 2.86 percent of wages during t
period, allowing a gradual erosionfahe deficit such that the Scheme achieved a higbint

funding ratio of 97 percent as at 30 June 2000, representing a deficit of $22 million.



2001 annual report

Page 7

South Australia has a no-fault workers rehabilitation and compensation scheme that is focused on rehabilitation,
and on returning an injured or ill employee to work, their family and/or the community.

Page 8
Chair Perry Gunner

In March 2001, the Board endorsed a cut in the average levy rate from 2.86 per cent to 2.46 per cent for the 2001-
02 financial year, representing an overall 14 per cent cut.

With our increasing emphasis on return to work, the Corporation also had to deal with a resulting slowing of
redemptions for long-term claimants, which increased the actuary’s assessment of future workers rehabilitation
and compensation Scheme liabilities by $48.8 million.

Page 97

* With its increasing emphasis on return to work, the Corporation also had to deal with a resulting slowing of
redemptions for long-term claimants. This increased the actuary’s assessment of future workers rehabilitation and
compensation scheme liabilities by $48.8m due to increased rates of claim continuance. Management adopted this
approach for medium-term claims during 2000-01 and will expand this strategy in the following

financial year.

2002 Annual Report

Page 75

Note 18. Outstanding claims liability

1) WORKCOVER SCHEME

a) Outstanding claims

The Financial Statements include a provision for an actuarial estimation of future liability for outstanding claims.
This provision provides for unsettled claims, whether reported or not, which have occurred since 30
September,1987 and for which a liability extends over future years (potentially in excess of 40 years in some
cases). To determine the magnitude of this provision the Corporation obtained an independent actuarial valuation
for outstanding claims. The valuation of $920.5m at 30 June 2002 comprises $861.9m for gross liability for
outstanding claims plus $58.5m for future claims administration costs was obtained from Mr. J. Walsh of
PricewaterhouseCoopers Actuarial and Superannuation Services Pty Ltd. The estimated outstanding claims
liability is a central estimate of claims, this means there is no deliberate bias towards over or under estimation and
has a 50% probability of adequacy. In the claims liability estimate there is no provision for a prudential margin.
The valuation of the outstanding claims liability is highly dependent on assumptions about the rate of non
redemption discontinuance. In the 1999/00 financial year and prior, redemptions were used to achieve
discontinuance of claims that had been on the scheme for over 12 months. This assumption had been made since
June 1996.

In the 2000/2001 financial year management developed and piloted a strategy to proactively achieve higher
return to work outcomes in the first 6 months of a claim, thereby reducing the emphasis on redemptions.
The effect of non redemption discontinuance was reflected in the actuary's assumptions for that year.

Consequently there is less historical information on which to test assumptions on non redemption discontinuance
in the future. The outstanding claims liability valuation is highly sensitive to variation in the assumptions
including non redemption discontinuance where a small change in this assumption has a significant impact on the
estimate. For these reasons the actuarial model is subject to inherent uncertainties as described in the Actuarial
Certificate.



2003 Annual Report (Carters First)
Page 1
THE YEAR IN BRIEF (FAST FACTS)

* Scheme funding dropped to 55 per cent (Board target is 90-110 per cent).

* The Board announced that levy rates will rise to 3.0 per cent in 2003-2004 (compared with 2.46 per cent in 2002-
2003).

* The trend in the number of worker deaths is still increasing, although the trend in incidence rates is decreasing.

* Total non-exempt claims were down — 25 690 in 2002-2003 compared with 27 370 in 2001-2002 (6.14 per cent
reduction).

» Exempt (self-insured) claims were down — 12 281 in 2002 compared with 13 238 in 2001 (7.23 per cent
reduction) —

NB data for exempt calendar year only due to lag times in reporting claims.

* There was a 6.6 per cent reduction in income-compensated claims (per million hours worked for exempt and
non-exempt employers). NB — data based on December 2002 due to lag times in reporting exempt claims.

* There was a 5.7 per cent reduction in major trauma claims (per million hours worked for exempt and non-exempt
employers).

* There was a 6.5 per cent decrease in the number of workers being re-injured after an injury.

* There was a 2.3 per cent increase in the number of claimants continuing on the Scheme.

* We provided more than $800 000 in grant funding for industry and community-based projects.

Page 2

Chair Bruce Carter

The new Board recognises that it will take significant time and work to refocus WorkCover, reduce the cost of
operation of the Scheme and rebuild the funding position. In particular, the focus on moving from relying on
redemptions to improved return to work outcomes may take several years

Page 3

UNFUNDED LIABILITY

Funding of the Scheme has declined in 2002-2003 to 55 per cent as a result of:

* a rapid escalation in estimates of the claims liability due to:

- an over reliance on lump sum redemptions to resolve longer term claims

- significantly higher claim payment levels in 2002-2003, particularly for redemptions

- changes to the method of reporting liability provisions

- a significant increase in claim duration resulting from a deterioration in return to work rates

Page 4

Consistent with these intentions, the Minister for Industrial Relations, the Hon Michael Wright, MP, has made a
number of public statements confirming the Government’s view about the future role of WorkCover.

In addition, on 9 May 2003, he wrote to the WorkCover Board to state his view that our focus on claims
management and outcomes should include better delivery of rehabilitation services, improved assistance in
returning injured employees to work, and better re-training arrangements.

Page 11/12
During 2002-2003, contract extensions for our Claims Agents commenced for a second year with renewed focus
on Agent performance, including specific measures aimed at improving our State’s return to work rate.

Results for claims of over 24-months duration (long-term claims) were mixed. Of particular concern are
difficulties being experienced in returning these injured workers to paid employment. A reliance on
redemption is causing increased costs to the Scheme (see discussion below). After the letter from the Minister for
Industrial Relations (referred to on page 4) to WorkCover, we reconsidered our approach and implemented a
number of strategies aimed at resolving this problem. During the year we also established a crossfunctional team
(Scheme Liability Group) to deliver recommendations and help implement change. We also are reassessing




second-year review strategies aimed at recognising the work capacity of injured workers and identifying suitable
work.

REDEMPTION PAYMENTS

In April 2003, WorkCover took action to slow the rate of redemption payments being offered for claimants for the
remainder of the 2002-2003 financial year. Although these measures had an immediate operational effect, their
impact on the overall liability was probably marginal, given the short time they were in operation in 2002-2003
and the number of redemptions that were already legally committed but unpaid. In consequence, the numbers and
impact of redemption payments in 2002-2003 exceeded forecasts and placed further upward pressure on the
Scheme’s claims liability. A number of further changes will be implemented in 2003-2004.

Page 31
Financial Summary

Claims
There were 25 690 non-exempt claims and 5 177 income maintenance claims incurred for the year. Thisis a
decrease of 6.14 per cent in non-exempt claims, continuing a long-term trend of reducing claim numbers.

Over the past two years, WorkCover sought to refocus claims management strategies away from redemptions to
improved return to work outcomes. The actuary took this into account when formulating the claim liability

estimates in June 2001 and June 2002. However, in the December 2002 review, the actuary found
anticipated improvement in return to work results had not emerged, instead the actuary identified

an increase in claims continuance and a greater reliance on redemptions as the mechanism for claim
discontinuance.

This led to a change in the actuary’s assumptions regarding future costs, resulting in a $126 million increase in the
liability at December 2002.

Underlying this change were three major assumption changes:

* The mix of claims returning to work versus those redeemed was changed to increase the number of claims ending
with redemption.

* It was expected that redemptions would increase in value over time.

* Based on experience for the first half year, it was assumed that costs would continue to
increase in the second half of the year for lump sum, medical and rehabilitation payments.

2004 Annual Report
Page 2

» the sustained use of redemptions (introduced in the mid-1990s) to terminate claims had contributed to an increase
in people staying on the Scheme

Page 4
Bruce Carter

While we achieved some minor improvement in administrative costs, the estimate of the net claims liability grew
by $144 million (to $1.33 billion) due to:
* an increase in the number of people staying on the Scheme and the associated cost of their claims ($135 million);

Page 5
Continuance — which is a measure of the length of time claimants are remaining on the Scheme and receiving
income maintenance — is a critical issue. The average duration of claims has now reached 3.75 years against 3.57
years one year ago. When factored over 40 years, this has a significant impact on the actuary’s assessment of the
claims liability.



Page 19
MANAGING CLAIMS AND RETURNING
INJURED WORKERS TO SAFE WORK
In 2003-2004, there were 25,710 claims accepted from workers employed by non-exempt employers. Of these,
5,186 involved income maintenance where the injury or illness resulted in the worker being off work for more
than two weeks. For more information about types of claims and related information, see the tables on page 21-22
of this report or our Statistical Review, available at www.workcover.com The rate at which injured workers return
to work has been slowly and steadily deteriorating over the past four years, and has been identified by WorkCover
and stakeholders as an issue of serious concern.

2005 Annual Report

Page 3

The increase in the claims liability reflects a number of key drivers:

* inadequate return-to-work rates

* growing income maintenance costs as more injured workers remain on the Scheme for longer

* rising claim-related costs, particularly for medical and rehabilitation.

Claims of greater than one-year duration (a total of about 5,030 claims) now account for more than 75 per cent of
the claim liability.

Page 9

Develop and manage an effective redemptions strategy that is integrated with injury management

» While it is too early for the revised redemptions approach to have a marked effect on our liability, early
indications show it has had a small beneficial impact, above expectations with regard to numbers but at a lower
than forecast average cost.

Page 21

Redemption payments

In 2003, WorkCover made significant changes to the approval process for redemption payments.

An updated redemption policy was issued in January 2005 and will be reviewed each year after the December
actuarial review. While it is too early for the revised redemptions approach to have a marked effect on Scheme
liability, early indications show a small but positive outcome. The redemption policy will continue to evolve.
WorkCover is developing an approach that would see redemptions considered on a more objective basis and being
paid in limited circumstances. A no-redemption policy, which was recommended by the operational review,
remains a possibility if sustained Scheme improvements are not realised.

2006 Annual Report
Page 12 of the 2005/06 Annual Report that states;

WorkCover’s claims statistics show that if a worker has three months away from work after an injury, the
probability of them returning to work within the next three months is only 50 per cent. The table below further
illustrates this point.

Time off work Probability of RTW* within 3 months
3 months 50%

6 months 40%

9 months 33%

1 year 25%

2 years 12%

3 years 6%

4 years 4%

5 years 3%

(Source: WorkCover SA claim statistics, 2005) *RTW = return to work


http://www.workcover.com/

Data obtained form WorkCover using FOI by Mitch Williams office on 15Jun07.

FY
1997
1998
1999
2000
2001
2002
2003
2004
2005

2006

0-3m
398
383
336
341
313
277
253
249
247

266

4-6m
832
859
809
810
813
744
768
732
762

788

7-12m
911
1014
1004
968
980
987
1004
1008
1085

1087

13-24m 25-36m 36m+

499
500
585
629
571
588
563
580
602

647

743
673
743
941
963
904
918
946
961
960

1227
1152
1126
1202
1507
1916
2017
2269
2565

2765

Total
4610
4581
4603
4891
5147
5416
5523
5784
6222

6513



More redemption payouts will not ‘fix’ Scheme
RELEASE DATE 30/05/2007
Over reliance on redemption payouts in workers compensation schemes contradicts the primary objective of return
to work, has been shown to lead to the development of ‘lump sum’ culture, and can have an overall inflationary
effect on schemes, according to WorkCover SA.
“The suggestion that increased use of redemptions would significantly improve the WorkCover Scheme’s funding
position demonstrates a fundamental misunderstanding of the financial operation of the Scheme,” said WorkCover
CEOQ, Julia Davison.
“We are firmly of the view — supported by our professional advisers and the experience of other schemes —
that WorkCover’s financial position will only improve if the Scheme achieves better return to work
outcomes in the long-term without the use of redemptions where capacity for work exists,” said Ms
Davison.
A review commissioned by the WorkCover SA Board in 2004 by McEwan Mountford Pty Ltd stated as one of its
key findings that, “the sustained use of redemptions to terminate claims appears to have contributed to an increase
in longer term continuance rates”.
Twenty-eight per cent of WorkCover claimants have been on the Scheme for longer than three years, making up
45 per cent of the total claims liability.
The primary objective of the Workers Rehabilitgon and Compensation Act 19830 return injured workers to
work. According to WorkCover SA, redemption payments are appropriate only after all other return to work
avenues have been exhausted and only then when they are in the interests of both the injured worker and the
Scheme.
In 2005-2006, WorkCover identified 1,386 claims appropriate for redemption for a total cost of $75.8 million,
compared with 816 claims in 2004-2005, for a total cost of $36.1 million.
“Redemption payments may appear to provide mutually-beneficial outcomes on an individual case basis but at a
scheme level, over reliance on redemption payments can undermine return to work objectives, induce
unfavourable behaviour change and have an overall inflationary effect on the Scheme,” said Ms Davison.

Media contact: Danielle Martin, WorkCover SA — (08) 8233 2381 or 0418 295 324

COMMENT
WorkCover Press Release 30/05/2007 - “Redemptions will not fix scheme”
2005/06 there were 1386 redemptions paid amounting to $75 million.
Represents an average redemption of just $54k or just over 1 years state average weekly earnings.
Average redemption payments in 2000 $110k representing just under 3 years average weekly
earnings
In real terms redemptions offered have fallen by some 65 percent since 2000



Correction: ""Blowout started when redemptions stopped™

RELEASE DATE 18/03/2008

The following statement was made to the Leon Byner Program on 5AA radio on Tuesday, 18 March 2008.
I write to you in regard to comments made by, or attributed to, the Hon Rob Lucas MLC on your program of 17
March 2008. It was stated thatthe i r e a |  &f the seheme's unfunded liability started when redemptions we
s t o p.@hasdtatement is incorrect. These comments do not accurately reflect the evidence that was given at the
Parliamentary inquiry last week, which can be confirmed by reference to Hansard.

The first point to understand is that redemptions have not been, and never were, stopped and this was the evidence
given to the Parliamentary inquiry. The way in which redemptions are used and the claims to which they are

applied is a matter of Board policy. It has never been the policy of this Board, or previous Boards, to cease
redemptions. To assert that the liability started to increase whenfir e d e mpt i on sisinwerrece st op
In my evidence to the Parliamentary inquiry, | explained that the deterioration of the Scheme’s funding position
was, in hindsight, becoming evident in the late 1990s. This fact was confirmed by workers compensation expert,
Alan Clayton in his recent review of our Scheme. He noted that the warning signs were beginning to show despite
the Scheme appearing to be operating in a healthy manner at the time. Refer to pages 8 and 9 of the Clayton report.
The key driver of the liability increase was that more people were staying on the Scheme for longer. People were
not returning to work and redemptions became the most common way that people left the Scheme.

The actuary saw that redemptions were creating a lump sum culture and affecting behaviour, resulting in people
staying on the Scheme for longer. It is worth noting the large quantity of expert advice about redemptions that

exists in Australia and internationally that warns against overreliance on the use of redemptions.

At no time were redemptions stopped, as evidenced by the table overleaf.

I would appreciate if you could communicate these facts to your listeners. As mentioned, this evidence can be
viewed in full in Hansard. My full statement to the Parliamentary inquiry will shortly be published on the
WorkCover website, www.workcover.com.

Bruce Carter Chairman, WorkCover Board

TABLE 1: Redemptions paid by WorkCoverSA 1995/06 to 2007/08.

Financial Number of Average cost of
year redemptions redemptions $
1995/96 1,897 29,825
1996/97 2,224 28,944
1997/98 1,168 32,454
1998/99 1,277 44,137
1999/00 923 45,130
2000/01 779 43,842
2001/02 830 41,585
2002/03 1,113 50,693
2003/04 505 46,521
2004/05 864 42,420
2005/06 1,436 53,592
2006/07 431 78,644
2007/08 404 84,718

Comment

Bruce Carter suggested that redemptions have not stopped yet the figures show that in 1996 and 1997 an

average of 2061 Redemptions were paid yet in 2007 and 2008 an average of just 417 Redemptions were

paid.

The Liability in 1997 was $77 Million, in December 2007 it was $911 Million.

Bruce Carter stated that the benefit of hindsight allowed him to infer that the WorkCover scheme was

deteriorating in the late 90’s.

Hindsight is neither supported by the figures, nor by Mr Alan Clayton.

From 1996 — 1999 the number of people on benefits actually decreased from 4610 to 4603 and the

WorkCover liability fell from $80 Million to $22 Million over the same period.

Alan Clayton acknowledged this in his report stating;
The WorkCover scheme was reasonably stable durhreglate 1990s, with the availability of
redemptions, and their strategic implementation, successfully extinguishing significant amounts «
tail liability. At the same time reported claim numbers continued to reduce, especially after the
increase of employdiability for short term income maintenance.


http://www.workcover.com/

During the same period claim payments were very well controlled, reducing in real terms
throughout the five year period. The average levy rate stayed at 2.86 percent of wages during th
period, allowing agradual erosion of the deficit such that the Scheme achieved a ughnt

funding ratio of 97 percent as at 30 June 2000, representing a deficit of $22 million.



The very basis of every argument put forward by WorkCover and the Government for the proposed cuts to
Workers Entitlements is that fewer injured Workers are returning to work.

This is a complete distortion of the truth.

In 1997 there were 2141 Injured Workers on Benefits for 12 months or less. In 2006 there were incredibly 2141
Injured Workers on benefits for 12 months or less.

If we look at the 24 months or less figure we find that in 1997 there were 2640 Workers on Benefits and in 2006
there were just 2788, an increase of only 148 workers on benefits in 10 years.

How then is it possible that WorkCover try to suggest that there are fewer workers returning to work?

If we then consider the greater than 24 month group, the group that are internationally accepted as permanently
incapacitated with only a 6% chance of ever returning to work we find that in 1997 there was 1970 Workers on
benefits but in 2006 there were 3725 a 100 percent increase.

These figures obtained by FOI from WorkCover objectively prove that there is NO deterioration in return to work
rates as WorkCover try to suggest but a 100 percent increase in the number of permanently injured Workers
trapped by the ministerial policy to stop complying with the Act and paying reasonable redemptions.

WorkCover simply confuse the argument by including the ever increasing number permanently disabled Workers
each year that find themselves trapped on benefits rather than paid out as the Legislation intended are somehow
malingering and should be back at work.



Summary

As | have conclusively shown using the Annual Reports and data obtained using FOI, and contrary to suggestions
to the contrary by Mr Carter, all was going well in the late 90°s with the scheme reaching !

In the early years of the new millennium, inspired by the misunderstood Campbell Report, WorkCover executives
theorised that they could save money by ignoring the intent of the Legislation and begin offering substantially
lower redemptions to permanently injured Workers on benefits.

The WorkCover Board agreed and they applied their strategy from 2000 and in 2001 the Actuary (John Walsh)
allowed for the projected cost savings.

In 2003 the new Actuary realised that the policy was flawed and led to increased continuance thus a blowout in the
claims liability. Despite including the Actuaries warning in his first Annual Report, Mr Carter and the Board took
no action and it was this inaction that cost South Australia $2 Billion Dollars.

The value of redemptions fell 65 percent in real terms between 2000 and 2006. WorkCover began to save money
and lots of it.  In 2000 WorkCover had just $50 Million in cash and investments and by 2007, WorkCover had
$1.4 Billion in cash and investments.

In 2000 WorkCover had an outstanding claims liability of $277 Million and by 2007 the outstanding claims
liability had increased to $2.3 Billion. The compounding impact on a liability this size is $100 Million

It is evident that Michael Wright’s early Ministerial decision that the strategic implementation of Redemptions
become an offer of a token redemption followed by attempts to bully injured workers into acceptance has failed.
Annually some 180 permanently incapacitated Workers have rejected these token redemption offers in turn
creating the multi Billion Dollar tail liability we are now confronted with.

As the number of Workers trapped on benefits increased it created jobs for some 300 administrative and case
management staff and increased the annual operational cost of running WorkCover by in 100 percent. WorkCover
employed spin doctors to suggest that the increasing number of permanently injured Workers trapped on benefits
were somehow malingerers and used the skew in numbers to suggest a declining return to work rate was
responsible for the mess their errant corporate policy had created.

The truth is there has been NO change in Annual Return to Work rates, just an increasing number of permanently
disabled workers trapped on benefits creating the anomalous skew in the figures.

The solution to the WorkCover problem can be found at pages 8 and 9 of Mr Clayton’s report and through
compliance with the existing Legislation, not in slashing the rights of Injured Workers.
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DRAFT Simplified Compliant Financial Statements

Current
Revenues
Levy Revenue 3% 572,259
Claims Paid (425,874)
Increased redemption 50000
Payments
Claims Recoveries 24,978
Self-insurer settlements (8,499)
Movement in net o/s claims (401,137)
Underwriting Result (238,273)
Investment Revenue 168,966
Investment Expenses (2,325)
Other Revenue 7,349
Investment & Other Revenue 173,990
Expenses
General Operating Expenses (46,603)
Claims Management fees (25,124)
Workers Compensation Tribunal (4,007)
SafeWork SA (9,424)
Total Operating Expenses (85,158)

Net Profit(Loss) for the (149,441)
period

Balance Sheet as at 30 June

Assets

Cash 3

Trade and other receivables 167853
Financial Assets 1376552

Property, plant and equipment 1638

TOTAL ASSETS 1546046
Unearned Levies 8576
Trade and other payables 28667
Outstanding Claims 2344042
Employee Benefits 5539
Provisions 2775
Total Liabilities 2389599

NET ASSETS (Liabilities) (843553)

Compliant

381506
(255524)

24,978
(8,499)
0

192,461
100000

(2,325)
7,349
105,024

(32622)
(17586)
(2804)

(14136)

(67149)

230,335

3
167853
1230335

1638
1399829
8576
28667
1,344,000

5539
2775
1389557

10272

at2 %

less 40 % not 49%
Average redemption
250k

given 200 redemptions
paid p/a

Lower due to
redemptions from
Financial Assets

Assume 25% dec not 49%
Assume 25% dec not 49%
Assume 25% dec not 49%
50% Increase in compliance
activities

Bank S90m

After redeeming long term
@ 25%

due to 36mth plus
redeemed @ 25%



If the facts don't fit the theory, change the facts.

[T E,
Albert Einstein (1879 - 1955), (attributed)

Facts do not cease to exist because they are ignored.
o®
Aldous Huxley (1894 - 1963),

"The significant problems we face cannot be solved at the same level of thinking we were at when we created
them."
- Albert Einstein (1879-1955)
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