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ABN : 48 014 914 743

Our Ref:
  SW:SS

File No.:
  

15 May 2002 

Mr Peter Hallahan

Secretary 

Australian Senate Economics Committee

Parliament House

CANBERRA   ACT   2600

Dear Sir

INQUIRY INTO PUBLIC LIABILITY AND PROFESSIONAL 

INDEMNITY INSURANCE

The Local Government Association of Tasmania (LGAT) is the representative body of Local Government in this State.  The LGAT was established in 1911 and is incorporated under the Local Government Act 1993.  All 29 Councils in the State are members of the Association.

The primary purpose of our submission is to apprise the Committee of the public liability and professional indemnity (PL & PI) insurance arrangements that are in place for Tasmanian Councils and a general outline of the issues.  It is not our intention to go into any detail on the background of the insurance crisis or our view of the reasons for the problems insurance companies face in writing PL & PI policies.

In the early 1990’s the Municipal Association of Victoria established a mutual PL & PI insurance scheme for Victorian Councils.  This scheme was established in close conjunction with brokers Jardine Lloyd Thompson who were to become administrators of the scheme.  The name of the scheme is Civic Mutual Plus or CMP.

It is a voluntary scheme for Local Government and since its inception the number of participating Councils has varied.  In this current insurance year, 75 of the 76 Victorian Councils are members.

In the mid 1990s the Tasmanian Councils were invited to join the scheme.  All 29 Councils joined and remain members now.  

Besides Councils, a number of other local Government bodies are entitled to be and are members.  These bodies include Council owned nursing homes, water authorities, Local Government Associations, single and joint authorities established under State Local Government Acts etc.

The controlling body for the mutual is the Executive Committee of the Municipal Association of Victoria (MAV); however, there is a committee of management appointed by MAV to advise it on the schemes operation.  This committee comprises several members who have experience in insurance and related commercial areas, representatives of Victorian Councils and a representative of our Association.  The management committee meets approximately every two months.

Because it is a mutual, the Scheme does not need to comply with Australian Prudential Regulatory Authority (APRA) requirements.  However, the committee of management is mindful of APRA requirements, but does not meet them especially in such areas of funded reserves.

Reinsurance is an integral part of the scheme, and currently there is full reinsurance.  There are strong prospects, but no certainties, for this to remain into the immediate future.

The operational reality is the members of the mutual have until now enjoyed lesser costs for PL & PI insurance cover.   The down side is that if the reinsurers fail, additional costs are incurred by the mutual and there is always the potential that a call may be made on the members.  The collapse of HIA, which was a reinsurer some years ago, has had an impact on the scheme because of the long tail in claims management.

The success of the scheme is highly dependent upon risk management.  Councils have quite strict requirements placed upon them in this respect.  There is an extensive program of advice, information and support for Councils, but in turn, they are required to implement internal policies and programs and provide information to enable their risk management strategies to be assessed.

Despite all this good work, the scheme has to be forever vigilant about the pattern of claims settlement.  Like every other operator in this field, increasing settlement amounts impact in some way upon the scheme.  While the scheme protects member Councils from the effects of individual claims, the cost thereof is, in turn, reflected in liability limits, excesses and premium structures.

It is therefore no surprise that there is substantial disquiet within Local Government in this State at decisions made by courts.  Their views may be summarised as:

· people must be required to accept more responsibility for their actions;

· councils appear to be soft targets for Courts to award damages against; 

· fairer apportionment of liability should be imposed;

· settlement amounts are far too high and a structured settlement regime should be adopted; and

· wider non-feasance immunity is required.

This is not an exclusive list; instead those that are most frequently raised.

As mentioned previously, the mutual scheme of which Tasmanian Councils are members is controlled by the MAV.  Any further information or explanation about that scheme should be addressed to that body.  The purpose of our explanation is to apprise the Committee of the arrangements that apply in this State.

Turning briefly to PL & PI for not-for-profit bodies and community groups, there have been recent announcements confirming that CMP has extended its scheme to cover some of those organisations.  Those that qualify for coverage are those with lower risk levels.  

Major problems remain for events involving water, aerial activities, horses, competitive physical sports, motorised vehicles etc.  Councils are concerned that the failure of the insurance market is biting into the delicate fabric of society and there are numerous examples of long-standing and traditional activities being suspended and cancelled.  This is having a devastating effect on a number or rural communities and the Association, on behalf of Councils, implores Governments to introduce remedial action with the utmost urgency and vigour.

Yours sincerely
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Stewart Wardlaw

EXECUTIVE DIRECTOR

(Email : stewart.wardlaw@lgat.tas.gov.au)
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