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NC 549

Submission No.:

Title:

Cabinet decided -

(a)

(b)

(e

(d)

(e)

(£)

A

449

ADMINISTRATION OF GOVERNMENT INSURANCE AND
COMPULSORY THIRD PARTY FUNDS

that suitable insurance cover be effected by
Departments and Authorities with respect to Government
asset§ qnder their control and liabilities resulting
from injuries suffered by membersof the public and
employees,

that a Northern Territory Government Insurance Office
be established with authority to transact all forms
of general insurance, including the insurances
referred to in (a). However, it is not intended to
enter any field other than Third Party and Workmens
Compensation for the time being and a further
Cabinet Submission is required recommending a staged
entry into the general insurance field,

that the Northern Territory Government Insurance Office
transact all Compulsory Third Party and Workmens
Compensation insurance in the Northern Territory,

that drafting of a suitable enactment along Statelike
lines, under which such an Insurance Office could be
incorporated, controlled and managed, be undertaken,

that the Government Insurance office be a statutory
corporation outside the Public Service and will be
expected to conduct its operations along normal
commercial lines within the limits of the statutory
obligation within which it will be required to operate,

e should be established in

s on 1 July 1979 and a Committee
consisting of the Under Treasurer, golicitor General
and Secretary: Department of Transport and quks, or
ominees should act forthwith to recruit a

that the Insurance Offic
time to commence busines

h S

S0

(M.R, FINGER),
Secretary to Cabinet.
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ADMINISTRATION OF GOVERNMENT INSURANCE AND
COMPULSORY THIRD PARTY FUNDS

2.

General Manager for the Corporation and co-ordinate
all the necessary activities with that commencement
date in view,

(g) that the above Committee report progress monthly
to Cabinet.

e -2 -

(M.R, FIN(ﬁR), '
Secretary\to Cabinet,

2 January 1979
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FOR CABINET

THE NORTHERN TERRITORY OF AUSTRALIA

CONFIDENTIAL i

GOV INQ, = e pusisstniastastsnves

SUBMISSION‘ No,......-: 4 49 .........

Title:

Cabinet
Member

Purpose:

Relation to
existing
policy:

Timing/
legislative
priority:

Announcement
of decision,
tabling, etc.:

Action required
before
announcement:

Staffing
implications,
numbers and
costs, etc.:

Total cost:

Administration of Government Insurance and
Compulsory Third Party funds.

M. B. Perron, Treasurer

To approve of the creation of a Government
Insurance Office to manage, in particulamn the
insurance of Government risks and a centralised
compulsory third party insurance scheme now under
consideration for the Territory.

No previous decision on this issue.

New legislation will need to be completed for
introduction in February 1979.

More impact will be gained by announcing this
decision at the time the impending report from
the Commonwealth Actuary on Third Party is
available.

None

No extra public service staff will be required.

An initial advance of $250,000 is recommended to
set up the N,T.G.I.0.
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CONFIDENTIAL

Comment by
Director of
Finance:

Signed:

Date:

Comment by
Public Service
Commissioner:

Signed:

Date:

ADMINISTRATION OF
GOVERNME
COMPULSORY THIRD PARTY FUNgg B e

Approved/Not Approved

Submission indicates no additional Public Service
Staff will be required. Presume intention is to
staff outside the Public Service Act. It would
appear significant numbers of employees will be
required and without some form of relationship
between proposed G.I.O. staff and the N.T.P.S. in
respect of terms and conditions of service and
salary levels a 'poaching' or ‘bidding up"
situation could occur.
Considered essential that P.S.C. comments on draft
legislation in this area before Cabinet decision.
Attachment "A" to the submission whilst an
indication of an approach to managing the organisa-
tion appears superficial and it would appear
necessary to undergo further work on costing for
staff, accommodation etc. before making a commit-

ment.
Appreest Ot yPRICKSX
L\‘Q/* //L,'_,‘ &él_f;"‘.,r't\ o ‘//
G. GASKILL

for Public Service Commissioner
11 December 1978
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Issues

1. The

(a)

(b)

(c)

issues are -

The policy which the Government should adopt in
relation to the insurance of Government assets and
liabilities for damages as a result of injuries
suffered by members of the public or employees.

If the Government agrees that Government assets and
liabilities should be insured, whether that insurance
should be effected through a Government Insurance
Office, by means of a government Self-Insurance Fund,

or by other means.

If action is taken to establish a Government Insurance
Office or a Government Self-Insurance Fund, whether
the proposal should also embrace the Compulsory Third
Party insurance which the motorist is required to take

out.

Background

Insuranc

e by the Cammonwealth and States

2. Whil

Cammonwe

extent possible and, as a result,

st Commonwealth authorities effect insurance, the
alth Government carries its own risks to the greatest
acts as a self-insurer.
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In the  States, practice with regard to the insurance of
Government property and liabilities varies between the States
and may also vary between the Departments and Authorities of a
State. 1In same instances, particular types of insurance may be
effected (e.g. Motor Vehicle, Third Party, Employees'
Compensation)-generally with the State Government Insurance
Office - but not other types of insurance (e.g. Fire, Public
Liability). In addition, some self-insurance arrangements may
apply, particularly with large Departments and Authorities.
There is, therefore, no uniformity of practice regarding the
insurance of Government assets and liabilities amongst
Governments in Australia.

Insurance of Goverrment Assets and Liabilities in the Northern

Territory.

4. The extent of ownership of property by the Government and
its Authorities and the extent of liability for damages are not
known, but would be very substantial. Departments and
Authorities have been advised to make their own insurance
arrangements (including self-insurance) pending a determination

of Government policy.

5. The Memorandum of Financial Agreements recognises that the
Northern Territory is subject to substantial potential costs in
respect of the loss or damage to insurable risks. As a result,

the Commonwealth has agreed as follows —

(a) For a period of five years from 1 July, 1978, the
Commonwealth will meet losses and liabilities of an insurance
incurred by the Northern Territory Government oL its
in excess of $100,000 per occurrence. In relation
is on the understanding that individual

nature
Authorities,
to assets, this

restoration works are agreed as essential.
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(b) In addition,

there will be an allowan :
the Territory's base ce of $400,000 in

revenue funding for the
- purpose of
calculating the Stage 1 Tax Sharing Entitlement. This would

provide the Northern Territory with a continuing annual amount

in recognition of the insurable risk transferred from the
Caommonwealth to the Territory.

Third Party Insurance

6. As a result of the increase in Third Party insurance
premium rates which are now the highest in Australia (Private
Cars - $154), a report has been obtained from Mr. S. W. Caffin,
actuarial adviser, as to the alternative arrangements which
could be adopted: A recammendation for a revised Third Party
insurance scheme which includes a schedule of benefits similar
to Workmens Compensation insurance and reduced premium rates is
being examined by an interdepartmental cammittee which is
expected to report shortly.

7. Mr. Caffin was not asked to consider the methods which
might be adopted to administer a revised scheme. This question
does, however, affect the insurance arrangements dealt with in
this Submission.

8. In all States, private insurance companies have withdrawn,
with only a few exceptions, fram direct participation as Third
Party insurers because of the losses incurred. The business is
now transacted by Goverrment instrumentalities, such as the
Motor Accidents Insurance Board in Tasmania, or by the State
Government Insurance Offices. In the Northern Territory, all
companies transact Third Party insurance

registered insurance
in the Northern Territory.

as a condition of registration

There is little doubt from experience in the States that most

would withdraw fram this business if the

of the companies '
in view of the substantial losses which

condition was removed,
they claim to have incurred to date.
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9.

The condition would be an important factor in deterring
reputable general insurance campanies fram deciding to register
in the Norjthern Territory, and for this reason should be
considered for removal. On the other hand if it is removed,

most of the existing campanies could be expected to cease
writing Third Party insurance.

Consideration of the Issues

(A) The Policy to be Adopted in Relation to the Insurance of

Government Assets and Liabilites

10. Three alternatives are available to the Government for the
provision of cover against the cost of losses or claims arising
fram the ownership of property or from injuries suffered by

employees and other persons —

(a) The risks are not insured and a policy of
self-insurance is followed by the Government and its

Authorities, or

(b) The risks are insured or are not insured at the
discretion of the responsible Department or Authority,

or

(c) The risks are insured in accordance with approved

guidelines.

11. It should be noted that whichever arrangement is adopted

the desirability of concluding

ents with the Cammonwealth, other State
to claims

would not affect

' knock-for—-knock' agreemn

Governments and insurance companies with reference

arising from the use of motor vehicles.
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(a)

(d)

(e)

12. The principal arguments for the insurance of most of the
property and other

Departments and Authorities are -

risks which are the responsiblity of

The Northern Territory Government has limited funds.
A substantial claim or a number of significant claims
against a particular Department or Authority could
cause serious financial problems for the Department or
Authority of a kind mot likely to be encountered by
the Cammonwealth with its larger resources.

Departments do not possess the insurance expertise
necessary to ensure that no more than is necessary is
paid out for claims, and in any case would need to
seek guidance fram insurance experts.

In the early years of government, estimates based on
past experience as to the cost of claims may be an
unreliable gquide for the future; the best safeguard
against the uncertainties of probable losses would be

to pay premiums for insurance Cover.

The Commonwealth is providing $400,000 p.a. as a
contribution towards the insurance of property, etc.,
transferred to the Northern Territory. The prudent
course is for Departments and Authorities to pay this

amount into an insurance fund which can be built up to

provide insurance protection.

The insurance of Government property and the provision

of insurance to the Government against third party

risks would be a most valuable starting point of a

Government Insurance office.
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13. The inci
. principal arguments for self-insurance by the Northern
Territory Government are -

(a) The Commonwealth  has followed this  practice

successfully for many years and is prepared to provide

some limited support to a similar scheme for the
Northern Territory.

(b) Payment of premiums by the Northern Territory

Government into an insurance fund could tie up scarce
resources.

(c) Self-insurance is the most economical method
available, both as regards cost and manpower, as it

minimises the amount of recording and administration.

14. The arguments against insurance fail to take into
consideration adequately the limited financial capacity of the
Northern Territory to meet unexpected costs. It is proposed
that the appropriate principle to be applied by Departments and
Authorities is that suitable insurance arrangements should be
entered into with respect to all insurable risks under the
control of each Department or Authority, including insurance
with respect to liabilities resulting from injuries suffered by
members of the public and employees. These insurances should
be effected in accordance with approved guidelines.

(B) The Author ised Insurer for Government Assets and Liabilities

A Government Insurance Office

a report by Mr. s.w. caffin, actuarial

giving consideration to the guestion

15. Following receipt of

adviser, the Government is

of establishing a Northern Territory Government Insurance

Office.
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16. T isi i i

he decision which is made in relation to insurance of
pfoperty‘ owned by the Government and its Authorities and other
risks will have a significant influence upon the successful

development of the proposed Government Insurance Office. The

referral of these insurance requirements to the proposed

Government Insurance Office would be of great assistance to the

Office in getting established. The expense loadings in the

premium incame received as a result of the Goverrnment insurance
program would assist payment of essential administrative costs
whilst the business of the Office was developing and would
assist in building up reserves.

17. Important benefits which the Government Insurance Office
could offer to Departments and Authorities would be -

(a) stable rates of premium, through the existence of a

continuing contract with each Department and Authority. Such a
contract would enable the Office to offset losses in one year
against profits made in other years and would form the basis
for reinsurance arrangements which would permit increasing

retentions on own account as experience and reserves were

developed.

(b) expertise in handling claims, with prospects for
ettlements and an assurance that these

savings in claim s
advantages would continue to be available through a well

trained Claims Department.

A Government Self-Insurance Fund

tood from press and other reports that the

18. It is unders ‘ ‘
in the Northern Territory 18

private insurance industry

strongly opposed to the formation of " ¥
Office, mainly on the grounds that unfair competition cou
’

sult and that the proposed Office would mot be a viable
Ire

a Government Insurance

enterprise.
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19. The arguments put forward are not particularly impressive.

20. It is agreed that the insurance market in the Northern

Territory is relatively small. This factor has been recognised

by Mr. Caffin in his report. He points out that whilst a
portion of the premium income earned by a Government Insurance
Office would come from business obtained in competition with
private insurance campanies, in the early years in particular a
major portion would came fram the insurance of Government
property and risks which were not previously insured under the
Camonwealth self-insurance program. Same premium incame could

be obtained also as a result of new Government initatives.

21. 1f, therefore, a compromise proposal is deemed appropriate,
a two stage approach could be adopted to the introduction of a

Government Insurance Office, as follows.

22, First Stage: A Government Self-Insurance Fund is
established with the function of insuring all Government
property and liabilities whilst taking advantage of the
reinsurance coverage provided by the Cammonwealth in respect of
these items. The Cammonwealth will meet the cost of that
portion of any single claim which exceeds $100,000 arising
during the five years ended 30 June, 1983.

23. The Commonwealth has agreed also to pay $400,000 p.a. in

recognition of the volume of insurable risks transferred to the

Northern Territory. This payment would be of
in meeting the cost of insuring some Government

material

assistance

assets and would facilitate the build-up of reserves by an

Tnsurance Fund.

CONETDENTIAL
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24. Second Stage: The next 3 or 5 years should be a sufficient
period in which to find out whether a Government Self-Insurance
Fund is a viable enterprise and whether, from that experience,
having regard to the reserves built up, a Government Insurance

Office could then take over and operate responsibly without
Territory or Commonwealth subsidisation.

(C) Campulsory Third Party Insurance

25. In paragraph 2.28 of his report Mr. Caffin points out that
if, in addition to Government assets and other risks, all Third
Party Insurance business is insured with the Government
Insurance Office, the Office would receive a premium incame
which would form a basis fram which future progress could
occur. It would also provide a source from which a sizeable
portion of the administration costs of the Office could be met
initially.

26. These conclusions  apply equally to a Government
Gelf-Insurance Fund. Transfer of all Third Party insurance
business to this fund, if the Cabinet decides to adopt that
alternative, would assist materially with payment of essential
administrative costs. It would also expedite the development
of a staff with the expertise needed to handle a variety of

insurance business and claims.
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Options

(A) Insurance of Government Assets and Liabilities

27. The options available are as follows -
(a) Government assets and liabilities are not insured.

(b) The assets are insured or not insured at the

discretion of the responsible Department or authority.

(c) The assets are insured in accordance with Goverrment

guidelines.
The third option is strongly supported.

(B) The Authorised Insurer for Govermment Assets and Liabilities

28. The choice is between a Northern Territory Government
Insurance Office, or a Government gelf-Insurance Fund as the

first stage towards a Government Insurance Office which could

emerge in 3 or 5 years time.

29. The former proposal is considered to be the proper solution
advantageous  to the Government. If other
favour the latter proposal it should be
ansfer to a Government Insurance Office

and most
considerations
introduced with a tr

progranmed to occur in 3 or 5 years time.
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30. The administrative arrangements which should be adopted

a Go.vernment Insurance Office are set out in detailpi l:r
(T,affm's report, an extract of which is at Attachment "A"n It-:
is proposed to submit a supplementary Submission dealing.with

the administrative arrangements when a decision upon the fo
of organisation is made. X

(C) Campulsory Third Party Insurance

31. The options are -

(a) Retain the existing system of insurance through
private insurance companies.

(b) Set up a separate Third Party Insurance Trust.

(c) Authorise the Govermment Insurance Office or
Government Self-Insurance Fund to transact all Third

party insurances in the Northern Territory.

32. The first option has not been very successful to date and

is the most costly.

in two Government insurance
he public in the

The second option would result
organisations dealing with Government and t
Northern Territory. There would be a duplication of Boards,
nd record systems; investment

managers, staffs, accounting a

arrangements, etc., which would involve unnecessary costs and a

drain on the 1imited resources of skilled staff that are

available.

The third option 1S the most economic and is proposed.

CONFIDENITAL




33. Legislation would be required to set up the Government
Insurance Office (a draft Bill is included with Mr. Caffin's
if Third Party insurance is to be managed by a
Government instrumentality. The legislation would delete the

existing requirement for each general

report) and

‘ insurance campany
registered in the Northern Territory to transact Third Party

insurance.

Legislation would not be required to set up the alternative

of a Government 'Self-Insurance Fund.
Timin

34. An early decision in principle is needed if arrangements
for a Government instrumentality are to be campleted in time
for a start to be made by 1 July 1979.

Recammendations

35. I recammend that Cabinet agree —

(a) that suitable insurance cover be effected by
s with respect to Government

Depar tments and Authoritie
for and liabilities

control

assets under their
es suffered by members of the

resulting from injuri

public and employees.
(b) that a Nor thern Territory Government Insurance Office
h authority to transact a

be established wit ot
ance including the insurances referr
r

11 forms of

general insur
to in ReCmIHendation (a) -

TDENTIAL




(c)

(d)

CONFIDENTTAL

s e
that

the Northern Territory Government Insurance

Office transact all Compulsory Third Party insurance
in the Northern Territory.

that drafting of a suitable enactment along Statelike
lines, under which such an Insurance Office could be
incorporated, controlled and managed, be undertaken.

Chief Minister aI)d/

) /
Acting Treasurer




2.3 The organisation
pattern of other
collection, i

other people. The basic elemen
authority and the allocation
responsibilities on a function i

Sevels of anthe il al basis. There are usually four

Board of Directors

General Manager

Executive Officers
Departmental or Branch Managers

The Board of Directors

2.4 The Board of Directors constitutes the top level of

authority in an insurance organisation and is responsible for
the direction of the affairs of the organisation. It selects
the general manager and other principal officers and may
delegate to them such powers as it sees fit. Regular Board
meetings are held at which decisions are made upon matters
brought forward by the general manager and consideration is
given to the progress of the business and future developments.

2.5 The principal matters to be taken into consideration in

determining the camposition of the Board of the Government
Insurance Office are -

(a) The transactions of an insurance organisatioq cover
a great variety of activities and involve
responsibilities  of the directors to Ee
policyowners that are similar in nature to thg
responsibilities of prudent trustees to
beneficiaries of a trust.

(b) The particular circumstances 1n which the Gg:e:;uzgr;;
Insurance Office will operate require the St
to achieve an increasing volume .of sales O i e e
insurance policies in a small insurance mia;se i
canpetition with other well-manged a?t?anbus-iness
will be necessary to ensure tht?;t a:? oy
obtained is self-supporting and A g
and friendly se€rvice is offered to policy

claimants.

l’S {F] Se(j 1n E}a[ag[ap“s 2.4 and
In ViEW Of the matterS d Cus : 3

: jiti same of the
high reputation and wide experience. 1In AEE

d f same or all
directors should possess @ Isounu knc:nfdffe ?emainder should
aspects of the business of insurance | standing

. . ecg or professional
-uce of their business o= written 1n
atﬁdsegﬁti(; be(’:l;uescvolmne of business likely to be
ability. :

the ij esee T nt a ]alge Board a“d <

would be suft icient.
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2.7 For these reasons, it i :
' S
Government Insurance Office smffgpgiedmag;at thefBoardl of the
E,glec;ed by the Minister and appointed by tl:pm(i)m"l' dxrecto;s
uncil, as follow - Astrator sin

The Proposed Board of Directors

person who has insurance experience.

person who has financial and investment exper ience,

A
A
- A person who has experience in trade and came
. A legal practitioner. i
2.8 The Chairman of the Board and the De '
) th puty Chairman should
be appointed by the Minister fram the directors. A period of

appointment of 5 years for each member of the Board appears to
be appropriate.

2.9 The legislation should convey to the Board the
responsibility for the direction of the affairs of the Office.
This responsibility will include the selection and appointment
of staff and agents, the approval of new business programs,
rates of premiums and policy conditions, the authorisation of
expenditure and other duties normally performed by a Board of
Directors. Offers of the sale of existing general insurance
portfolios to the Office should be dealt with by the Board in
session, as well as offers by insurance brokers, reinsurance
companies, direct writing campanies and other persons oI

organisations to provide assistance and staff training.

The Board should be required to submit an annual report
to the Minister for presentation to the Legislative Assembly.

The General Manager

' 1 i tive officer and,
2.10 The general manager is the chief execu :
subject tc‘); the directions of the Board, has the entire
oversight and control of its affairs.

2.11 It will be necessary to appoj;]nt
] i ience 1

person with suitable exper 1enc s

insurance business. He should be capablée

: : am
organisation of the office and of actively pursulng é progr

inci Board
] ce principles. The
of development based on sound 1nsuran egview the applicants.

: ; g it d int
ertise the position an i will be
'?‘Ezmb?initer 's approval of the selected appointee

required.

The Secretar ¢ i
i int a Secre
2.12 It will be necessary for the ]aoarldl tomzpiz?l;ctims :
as soon as possible to undertake the follow
! : : d office
to the Board and in charge of hea
Secretary
duties. 2
ari d allowances.
Control staff, including galaries an e
official € '
Manage the accounts, ¢il such time as the
prep:ration of statistlCss L justifled-
tment of &n Acoountant 1
appolntm o




The Agency Manager

2.13 An appointment should be made to this position as soon as
the Offlce_ls able to do so. The progress of the insurance
business will be materially assisted by a number of branches
and agents distributed throughout the Northern Territory. Each
branch _wlll cover a specified geographical area and within that
area will ob_ta’m new proposals for insurance and renewals of
existing pohc;es by means of agents who are remunerated on a
camission basis. It is unlikely that a satisfactory flow of
new business will be obtained if the sales organisation is
limited only to these agents. Better results will be obtained
if the agents are supervised by an Agency Manager who has
overall responsibility for the sale of insurance policies and
assistance to agents in making their sales. The Agency Manager
will conduct training programs for the agents and other field

staff as they are appointed to further develop sales of new
policies.

2.14 The appointment of other executive officers is a matter

for the Board to consider as circumstances warrant such
appointments.



