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SUMMARY 

On 12 February 1974, a limited no-fault insurance system was introduced 
to cover persons killed or injured in road accidents in Victoria, Australia. 
This system supplements the existing compulsory third party insurance 
system, under which payments are made only if an insured driver can be 
shown to be negligent. 

The costs of the no-fault benefits are met by compulsory third party 
insurers, who are allowed to charge not more than the prcmium fixed by the 
Government. This paper examines the adequacy of the no-fault component 
of the premium. 

A theoretical model has been developed, covering all the components of 
compulsory third party and no-fault insurance. This model incorporates the 
limited available accident and insurance statistics, together with a number of 
assumptions. As in many practical situations, the limited data available has 
severely restricted the factors considered, and has reduced the reliability of 
the estimates made from the model. 

The theoretical model does however: 

- - indicate  approximately the premium required for no-fault benefits 
--suggest  areas where statistical investigation would be valuable 
--provide estimates for different types of benefits to different groups of 

persons, which can be checked as more data becomes available 
- -provide useful data when considering other forms of no-fault insurance, 

such as the national rehabilitation and compensation scheme currently 
being considered by the Australian Government. 

I.  INTRODUCTION 

E s t i m a t e s  of the  cost of the  l i m i t e d  n o - f a u l t  i n s u r a n c e  sy s t e m,  

which  b e g a n  o p e r a t i o n  in  Vic tor ia  on 12 F e b r u a r y  1974 , h a v e  b e e n  

made ,  based  on :  

- - s t a t i s t i c s  for pe rsons  ki l led or i n j u r e d  in  road  acc iden t s  in  

Vic to r i a  in  1972 

- - e s t i m a t e s  of the  degree of c o n t r i b u t o r y  neg l igence  of t he  dif- 

fe ren t  t ypes  of pe r sons  ki l led or i n i u r e d ,  u n d e r  c o m p u l s o r y  

t h i r d  p a r t y  i n s u r a n c e  

- - a g e  a n d  sex groups ,  a n d  hence  l ike ly  e m p l o y m e n t  s t a tu s ,  of 

pe rsons  ki l led  or i n j u r e d  
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- - the  relative severity of injuries suffered by injured persons, as 
measured by the ratio of persons killed to persons injured 

- - the  assumption that income earners receive compulsory third 
party payments three times as large as those received by non- 
income earners in similar circumstances 

- - the  estimated cost of compulsory third party insurance pay- 
ments arising from 1972 accidents 

- - an  analysis of the composition of compulsory third party pay- 
ments, arising from 1967 accidents, to 800 persons 

--assumptions as to the increase in accidents, vehicle numbers 
and average weekly earnings. 

The data and assumptions above provide a theoretical model, 
covering all the major components of compulsory third party and 
no-fault insurance. 

The model provides reasonable estimates of the compulsory third 
par ty  payments to persons injured in 1967 accidents, as compared 
with the results of a sample investigation made by the Victorian 
Government Actuary. The model also gives a reasonable estimate 
of the cost of the no-fault hospital scheme introduced in Victoria on 
i March 1971. 

Estimates of the cost of no-fault insurance, based on the model, 
may thus be of some value. 

2. THEORETICAL MODEL 

The sex and age groups of persons killed or injured in road ac- 
cidents in Victoria in 1972 were: 1) 

Type  of Males 
person killed Total  

or injured o - - 1 6  17--59  6 0 +  o - - i 6  17- -59  6 0 +  

(,) (2) (3) (4) (5) (6) (~) (8) 

Drivers  37 5,752 455 7 1,943 142 8,336 
Passengers  i ,o75 2,392 155 I , i37  3,073 427 8,259 
Motor cycl is ts  21 1,297 14 - -  157 - -  1,489 
• Pedes t r i ans  645 694 221 44 ° 414 2o 7 2,621 
Cyclists 509 192 4 ° 89 25 i 856 

Tota l  2,287 IO,327 885 1,673 5,612 777 21,561 

Females  

t) " ~ o a d  Traffic Accidents  Involv ing  Casualties,  1972'', Aust ra l ian  
Bureau of Stat is t ics ,  Victor ian Office, Reference  N u m b e r  3 ° , Sep t ember  1973 . 
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The Australian civilian labour force, compared with the total 
civilian population in May 1972, was: 1) 

Males in Females  in 
labour  force labour  force 

Age as percen tage  as percen tage  
group of tota l  males of tota l  females 

in age group in age group 

(~) (z) (3) 

% % 
15--19 57.2 54.6 
20- -59  95.7 44 .6 
60 and 41.9 7.5 
over  

Reasonable assumptions for Victorians killed or injured in ac- 
cidents in 1972 would thus be' 

Males in Females  in 
labour  force labour  force as 

Age as pe rcen tage  percen tage  of 
group of to ta l  males total  females 

in age group in age group 

(~) (2) (3) 

% % 
o - - I 6  o o 

I 7 - - 5 9  95 45 
60 and 42 8 
over  

As compared with passengers and pedestrians of the same sex 
and age, drivers and motor cyclists are more likely to be employed, 
because of the economic cost of owning a vehicle. No correction has 
been made in the following calculations for this bias, as its effect is 
likely to be small. 

The proportions of persons killed or injured who are income- 
earners are thus estimated as: 

1) "Official Year  Book of the  Commonwea l th  of Aust ra l ia" ,  Aust ra l ian  
Bureau of Stat is t ics ,  Canberra ,  Austral ia,  No. 58, I972, page 698. 
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Type of person 
killed or 
injured 

Proportion of persons killed or 
injured who are income-earners 

Males Females Persons 

(I) (2) (3) (4) 

% % % 
Drivers 9o.6 42.4 78.5 
Passengers 64.5 3 °.6 45.5 
Motor cyclists 92.9 45.0 87.9 
Pedestrians 48.2 19. I 36.4 
Cyclists 26.9 9.8 24.5 

Some indication of the severi ty of injuries received by different 

types of persons can be obtained from the numbers  of persons 
killed per I,OOO persons injured:  

Number 
Type of person Number Number killed Relative 

killed or killed injured per i,ooo severity 
injured persons scale 

injured 

(I) (2) (3) (4) (5) 

Drivers 324 8,o12 40.4 I.OO 
Passengers 285 7,974 35.7 0.88 
Motor cyclists 59 r,43o 41.3 1.02 
Ped estri an s 216 2,4o5 89.8 2.22 
Cyclists 31 825 37.6 o.93 

Total 915 20,646 44.3 

I t  is clear from the above tha t  pedestrians have on average much 
more severe injuries, while there are not statistically significant 

differences between the other groups. The relative severity scale has 
been constructed as a measure of the severity of injuries sustained 
by different groups, by  taking the ratios of numbers  killed per 

1,000 persons injured. 

Of the 21,561 persons killed or injured, 13,058 were involved in 
multiple vehicle collisions, i.e. 60.60/0 . 

No Victorian da ta  is available on the proport ion of drivers killed 
or injured in single vehicle, rather  than multiple vehicle accidents. 
A reasonable assumption m a y  be tha t  40% of all killed or injured 
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drivers are in single vehicle accidents, and thus not covered by 
compulsory third party insurance (CTP insurance). 

About 200 claims are made each year on the Victorian "Incor- 
porated Nominal Defendant", in cases where an unidentified 
vehicle has caused another vehicle to crash, without itself being 
involved. In other cases the responsible vehicle may be identified 
and a CTP claim made. 

A small proportion of drivers killed or injured in single vehicle 
accidents thus receive some CTP cover. 

Drivers injured in multiple vehicle accidents should in theory 
average 50% contributory negligence. In practice the average 
degree of contributory negligence of such drivers is less than 50%, 
for several reasons: 

- -where only one driver is injured, juries will tend to minimize 
negligence out of sympathy for the injured person 

--where both drivers are injured, but one claim is settled out of 
court, prior to the hearing of the other driver's claim, then 
again the jury is free to be sympathetic 

- -where the claims of both drivers are heard separately, the legal 
mechanism for sharing liability is imperfect, and degrees of 
contributory negligence adding to less than lOO% may result 

- - i t  is unusual for the claims of both drivers to be heard together. 

if 40% of drivers are iniured in single vehicle accidents, and have 
lOO% negligence, and 60% of drivers have an average of 50% 
negligence, then the average degree of negligence by drivers should 
be 70%. For the reasons outlined above, average negligence of only 
62.5% has been assumed. 

In rare cases, passengers may be found to have some contrib- 
utory negligence. For example, a passenger may have caused an 
accident by some reckless action, or may have accepted a ride 
knowing the driver to be dangerously drunk. These cases are, 
however, very rare and for practical purposes passengers can be 
assumed to have no contributory negligence. 

Motor cyclists have been assumed to be similar to drivers in 
accident pattern, with average contributory negligence of 62.5%. 

Pedestrians in general receive sympathetic treatment from juries, 
and it is difficult to prove contributory negligence by pedestrians. 
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Discussions with insurance staff and solicitors suggest average 
contributory negligence of about 20%. It is easier to show contrib- 
utory negligence by cyclists, and an average of 40% negligence has 
been assumed. 

If it is assumed that:  

- - the  average killed or injured income-earning driver with no 
contributory negligence represents a "unit  cost" under CTP 
insurance 

--other  income-earning groups receive CTP payments (before 
reductions for negligence) related to those of drivers by the 
relative severity scale shown on page 294 

- - the  proportions of income-earners are as set out on page 293 
--non-income earners receive CTP payments only one-third of 

those received by income-earners (this is an arbitrary assump- 
tion, whose validity is examined later) 

I r educ t ions  for contributory negligence occur as above 

then the following table of "cost units" is obtained: 

"Cost units" under CTP 
Type of persons 

killed or income Non- 
injured earners income 

earners 

Total 

(I) (e) (3) (4) 

Drivers 2,454 224 2,678 
Passengers 3,307 i, 32o 4,627 
Motor cyclists 5Ol 23 524 
Pedestrians r,694 987 2,68 I 
Cyclists 117 I2O 237 

Total 8,073 2,674 io,747 

In Victoria for the year ended 30 June 1972 CTP premiums 
received were $ 47.176 m. A reasonable estimate of CTP premiums 
earned during 1972 is thus $ 47.2 m. Assuming a loss ratio of IIO%, 
CTP claims resulting from 1972 accidents will total about $ 51.9 m. 
This total cost can be allocated in the ratio of the cost units for each 
group : 
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Type  of pe rson  
killed or I n c o m e  
in jured  ea rners  

E s t i m a t e d  CT P  c la ims  
costs  for 1972 acc iden t s  

~Non- 
income 
earners  

Tota l  

(I) (2) (3) (4) 

Sm $nl $m 
Drivers  I 1,85 I.O8 12-93 
Passengers  15.97 6.38 22.35 
Motor  cyclists  2.42 o. i  i 2.53 
Pedes t r i an s  8.18 4.77 12.95 
Cyclists  o.56 0.58 1.I4 

Tota l  38.98 12.92 51.9 ° 

From the above costs, and the average degree of contributory 
negligence for each group, the total 1972 cost of a no-fault scheme 
offering the same level of benefits as CTP insurance can be esti- 
mated: 

T y p e  of person  

kiUed or I n c o m e  
in ju red  ea rne r s  

E s t i m a t e d  no- fau l t  costs  
for 1972 acc iden t s  

N on  ° 
income 
earners  

Tota l  

(I) (2) (3) (4) 

$ m $ m $ m 

])rivers 3 i. 60 2.88 34' 48 
Passengers  15.97 6.38 22.35 
Motor  cyclists  6.46 o.29 6.75 
Pedes t r i an  s i o. 23 5.96 r 6.19 
Cyclists  o.93 o.97 1.9o 

To ta l  65.19 i6.48 81.67 

To estimate the cost of the limited no-fault scheme operating at  
present in Victoria, some knowledge of the components of claim 
payments is required. The following claim payment proportions 
were obtained by the Victorian Government Actuary by exa- 

19 
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ruination of p a y m e n t s  to abou t  800 persons in jured in 1967 acci- 
dents  : 

Type of payment Passengers Other than All 
passengers combined 

(I) (2) (3) (4) 

% % % 
Hospital 5 .o 5 .8 5.5 
Medical 4 .o 3.4 3 .6 
Loss of income 6.6 i 1.3 9.4 
Other special damages 2.6 1. 7 2.1 
Investigation 2.4 2.8 2.6 
Legal I7.I 16. 4 16. 7 
General damages 62. 3 58.6 60. I 

Total ioo.o ioo.o ioo.o 

In  the above  table,  all i tems except  "genera l  damages"  were the 
expenses  ac tua l ly  incurred wi thout  reduct ion for con t r i bu to ry  
negligence. The "genera l  dam ages "  i t em is the difference be tween 
all the am oun t s  so de termined,  and the to ta l  amoun t  paid  in 
relat ion to the  claim. 

"Loss  of income"  p a y m e n t s  for 1967 accidents  were ob ta ined  
f rom claim files, and  were only avai lable  when:  

- - a  legal documen t  specified the ex ten t  of losses of income up to 
the da te  of the cour t  hearing,  or 

- - o t h e r  evidence was avai lable  as to t e m p o r a r y  loss of income. 

For  cases set t led wi thou t  l i t igation, some loss of income m a y  
have  occurred,  bu t  have  been included wi thout  ment ion  in the 
se t t l ement  amoun t .  General  damages  would thus include: 

- - a  small  a m o u n t  of pas t  income losses 
- - f u t u r e  income losses 
- - p a i n ,  suffering and  loss of fu ture  e n j o y m e n t  
- - t h e  whole reduct ion as a result  of con t r ibu to ry  negligence. 

Of the 8,259 passengers  killed or injured,  45.5% were employed.  
so t ha t  3,758 passengers  would receive $ 4,25o, and  4,5Ol would 
receive $ I,  417. Tota l  p a y m e n t s  would thus  be $ 22.35 m, al- 
located as follows: 
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Type  of p a y m e n t  

To ta l  p a y m e n t s  to  
passengers  for I972 

u n d e r  no- fau l t  
s cheme  

To ta l  a m o u n t s  of 
p a y m e n t s  to  income  

a n d  n o n - i n c o m e  
ea rn ing  passengers  

P ropor -  A m o u n t s  I n c o m e  N o n - i n c o m e  
t ions  ea rners  ea rners  

(I) (2) (3) (4) (5) 

% $nl Sm $n1 
Hosp i t a l  5.0 1.12 o.51 o.61 
g'Iedical and  special d a m a g e s  6.6 1.48 o.67 o .8 i  
Loss of income 6.6 1.48 1.48 - -  
I n v e s t i g a t i o n  2.4 o.54 o.39 o. 15 
Legal  t7.T 3.82 2.73 1.09 
Genera l  62.3 I3.91 lO. 19 3.72 

To ta l  ioo .o  22.35 15.97 6.38 

The above table was constructed by assuming that:  

--hospital, medical and special damages are the same for all 
passengers 

--loss of income relates solely to income earners 
--investigation and legal fees are constant proportions of the 

claim payment 
--general damages are the balancing items. 

From the above table, tile payment proportions and amounts per 
person can be obtained: 

Type  of p a y m e n t  

P r o p o r t i o n  of 
c la im p a y m e n t s  for 

passengers  
A m o u n t s  paid  to 

each passenger  

I n c o m e  N o n - i n c o m e  I n c o m e  N o n - i n c o m e  
earners  ea rners  ea rners  ea rners  

(I) (2) (3) (4) (5) 

% % $ $ 
Hosp i t a l  3.2 9.6 136 136 
Medical  a n d  special  dam ages  4.2 12. 7 179 179 
Loss  of inconae 9.3 - -  394 - -  
I n v e s t i g a t i o n  2.4 2.4 lO2 34 
Legal  I7. I ~ 7.I 727 242 
Genera l  63.8 58.2 2,712 826 

To ta l  ioo.o  ioo .o  4,25 ° 1,417 
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The amounts per passenger calculated above can be used to 
estimate payments to all persons killed or injured in road accidents 
(taking into account the relative severity factors and estimated 
degrees of contributory negligence set out previously). As a test, the 
payments to 800 persons injured in 1967 accidents have been 
estimated and compared with the amounts obtained by the Govern- 
ment Actuary's examination of claim files. 

In making this comparison the estimated figures have been 
multiplied by 8oo/21, 561 to allow for tlie sample size of 800, as 
compared to the 21,561 persons killed or injured in 1972. 

Average weekly earnings per employed male unit in Victoria 
were $ 66.80 in the September quarter of 1967, and $ 99.00 in 1972, 
an increase of 48.20/0 . The estimated figures were thus divided by 
1.482, on the assumption that CTP payments have increased 
proportionately with average weekly earnings. 

Hospital and medical expenses, and special damages, have been 
estimated on a per person basis, ignoring reductions for contributory 
negligence. Losses of income have been estimated on a per income- 
earner basis again ignoring reductions for contributory negligence. 
Investigation and legal expenses have been taken as 2.4% and 17.1% 
of the total CTP payments, after reductions for contributory negli- 
gence. General damages have been calculated as balancing items. 

A comparison of the actual and estimated payments for the 1967 
sample is : 

Actua l  and  e s t i m a t e d  C T P  p a y m e n t s  to 800 persons  
in ju red  in 1967 acc iden t s  

Type  of p a y m e n t  Passengers  O t h e r  t h a n  passengers  All pe rsons  

Ac tua l  E s t i m a t e d  Ac tua l  E s t i m a t e d  Ac tua l  E s t i m a t e d  

(i) (2) (3) (4) (5) (6) (7) 

$ m $ m $ m $ m $ m $ m 
Hosp i t a l  .o28 .o28 .o5r .o63 .o79 .o91 
Medical  and  

special  d a m a g e s  .o37 .o37 .045 .o84 .o82 .121 
Loss  of income .037 .037 . ioo  . i i  4 . i37 .15z 
I n v e s t i g a t i o n  .oz 4 .oi  4 .o24 .or8 .o38 .o32 
Legal  .096 .096 .146 .127 .242 .223 
Genera l  .35 ° .348 .519 .334 .869 .682 

To ta l  .562 .560 .885 .74 ° 1.447 1.3oo 
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The estimated total payments to passengers are surprisingly 
close to actual, in view of the many assumptions on which the 
estimates are based. The correspondence between the components 
of the actual and estimated payments to passengers is to be ex- 
pected, as the components of payments in the theoretical model are 
based on the actual components of payments to passengers in the 
1967 sample. 

The total amount estimated for injured persons other than pas- 
sengers is $ o.74o m, i.e. 84% of the actual amount of $ o.885 m. 
The agreement between estimated and actual is reasonable, be- 
cause : 

-- injured persons other than passengers are a heterogeneous 
group, likely to show large statistical fluctuations in a total 
sample size of 8oo 

- -an  investigation by the Victorian Government Actuary has 
shown that  a proportion of persons injured in accidents made 
no CTP claims, while other persons not reported by police as 
injured do make successful CTP claims. 

Estimated medical and special damages for non-passengers were 
almost twice actual, but the actual payments to non-passengers are 
not consistent with those to passengers. If it is assumed that 
medical and other special damages should bear a constant rela- 
tionship to hospital expenses, then non-passenger medical and 
other special damages should have been (.051 x .037/.028), or 
$ 0.067 m, as compared to $ 0.045 m actual and $ 0.084 m esti- 
mated. The theoretical model therefore seems to have made worse 
an inconsistency already present in the sample data. 

Economic losses for non-passengers were estimated to be 
$ O.ll 4 m, as compared with $ o.Ioo m actual. The agreement is 
reasonably good, and provides some confirmation for the theo- 
retical model. Estimated investigation and legal expenses compare 
reasonably with the actual payments to non-passengers, but 
estimated general damages are considerably lower than actual. 
These three components of CTP payments are not however re- 
levant when considering the cost of the Victorian no-fault sche- 
me. 
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3- COST ESTIMATES FOR N 'o -FAULT INSURANCE 

From the theoretical model developed, approximate cost esti- 
mates can be made for the limited no-fault scheme which began 
operation in Victoria on 12 February 1974: 

Hospital expenses 

Type  of pe rson  E s t i m a t e d  hosp i ta l  
killed or expenses  f rom 1972 
in jured  acc iden t s  

(i) (2) 

D r i v e r  i .29 
Passenger  i. 12 
Motor  cycl is t  0.23 
P e d e s t r i a n  0.90 
Cyclis t  o.12 

To ta l  3.66 

On I March 1971, a Road Accident Hospital Accounts Com- 
mittee (RAHAC) was established in Victoria. This Committee 
arranged with all major hospitals to pay 80% of all hospital ex- 
penses of road accident victims, and in return for this prompt 
payment the hospitals agreed to waive the remaining 200/0 . RAHAC 
levied CTP insurers for all payments it made, so that  effectively 
hospital expenses were paid by CTP insurers on a no-fault basis, but 
at a reduced level. 

For the year ended 3o June 1972, payments by RAHAC, plus 
the increase in RAHAC's outstanding liabilities, were $ 3.164 m. 
From the theoretical model hospital expenses for 1972 accidents 
were estimated above to be $ 3.66 m, and 80% of this amount is 
$ 2.93 m. This suggests that the theoretical model does provide 
reasonable estimates, at least for hospital expenses. 

The number of registered vehicles has grown by about 5% ill 
each of the years 1969 to 1972. Assuming that  this growth rate 
continues, and that  half this increase is absorbed by new safety 
measures such as the 60 m.p.h, absolute speed limit, there are 
likely to be 5% more accidents in 1974 than in 1972. 

Between the December quarters for 1972 and 1973 , average 
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weekly earnings in Victoria increased by 14.6~o. Assuming a 
similar increase in 1974, a total increase between 1972 and 1974 of 
about 30% is likely. 

The hospital expenses of $ 3.66 111 estimated for 1972 accidents 
are thus likely to increase by about 37% to $ 5.Ol m. 

The Motor Accidents Board, which administers the Victorian 
no-fault scheme, is liable for 7O~o of these expenses, but it has the 
right to make contractual arrangements with hospitals whereby it 
pays an agreed part of the costs, and the hospital waives the 
remainder. In practice CTP insurers are likely to have to meet 
about 8O~o of all hospital expenses, as under the RAHAC scheme. 
The cost to insurers in 1974 is thus likely to be about $ 4.oi m, and 
virtually all this amount will be paid through the Board, rather 
than by insurers to insured persons. 

Medical expenses and other special damages 

Type of Estimated Average Estimated 
person medical degree of CTP pay- 

killed or expenses  cont r i -  m e n t s  for 
in jured  and  special  b u t o r y  medical  

damages negligence expenses 
from 1972 and special 
accidents damages 

( t )  (2) (3) (4) 

Sm % Sm 
Dr ive r  t .7 ° 62. 5 0.64 
Pas senge r  i .48 o 1.48 
Motor  cycl is t  o.31 62. 5 o . I2  
P e d e s t r i a n  i .  18 20.0 0.94 
Cyc l i s t .  o.16 4o.o o . i o  

To ta l  4.83 3.28 

Medical expenses and other special damages during 1974 are 
likely to be about 37% more than $ 4.83 m, i.e. $ 6.62 m. Of this 
amount, the no-fault scheme wiill pay about 80%, or $ 5.3o m. Of 
this amount, CTP insurers would in any event have been liable for 
$ 3.60 m, so the extra cost of no-fault medical and other benefits 
will be about $1.7o m. 
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The Board  also has the right to make cont rac tua l  ar rangements  
with doctors and ambulance  services, which m a y  reduce the extra 
cost of no-fault benefits below that  est imated above. 

Income losses 

Type of Estimated Average Estimated 
person income degree of CTP pay- 

killed or losses contri- ments for 
injured from I972 butory income 

accidents negligence losses 

(i) (2) (3) (4) 

Sm % Sm 
Driver 2,93 62.5 i .Io 
Passenger 1,48 o 1.48 
Motor cyclist o.6o 62. 5 o.23 
Pedestrian o.95 20.o o.76 
Cyclist 0.09 4o.o 0.05 

Total 6.05 3.62 

Income losses during 1974 would be about  37% higher than  
$ 6.05, i.e. $ 8.29 m. Of this amount ,  the no-fault  scheme is likely 
to pay  out  about  70% (allowing for reductions caused by  the two 

day,  two year  and $ I2O per week limits). Of this $ 5.80 m, CTP 

insurers would in any  event  have been liable for $ 3.47 m, so the 
extra  cost of no-fault  income benefits will be about  $ 2.33 m. 

Total no-fault ppayments in x974 

In  summary ,  the paymen t s  made by the present limited no-fault  

scheme, assuming it s tar ted  on I J a n u a r y  1974, for all 1974 ac- 
cidents, would be:  

Type of no-fault Amounts Amounts CTP Extra cost 
benefit or paid by insurers already of no-fault 

cost Board liable for benefits 

(I) (2) (3) (4) 

Sm % Sm 
Hospital 4.0 4.0 - -  
Medical and other expenses 5.3 3.6 1.7 
Income losses 5,8 3.5 2.3 
Administration costs 0.8 - -  0.8 

Total 15.9 i i . i  4.8 
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Administration costs of 5% have been assumed. The State 
Motor Car Insurance Office of Victoria has an expense rate of 3~o, 
but the Board's expense rate may be higher, as it has to process all 
CTP claimants, while only paying a proportion of total payments. 

Total earned CTP premiums for 1972 were estimated to be 
$ 47.2 m, and total claims to be paid as a result of 1972 accidents 
were estimated to be $ 51.9 m. Allowing for 37% increase in ac- 
cident costs, the corresponding figures for 1974 are $ 64. 7 m and 
$ 7 1 . 2  m.  

The structure of the present premimn for private vehicles 
garaged in the metropolitan area is: 

P r e m i u m  
Purpose of premium amount 

(I) ('2) 

Government charge 
$ I . O O  tO finance 6 months "free cover" 
Extra cost no-fault benefits 
Payments made by Board on behalf of 

CTP insurers 
1Remaining payments by CTP insurers 

$ 

3.4 ° 
1.00 

4.90 

5.00 
5o.8o 

T o t a l  p r e m i u m  65. i o  

Assuming that  $ 55.8o is in fact a fair premium to meet the pay- 
ments CTP insurers are liable for, and that  this corresponds to the 
$ 64.7 m estimated CTP premiums, then the extra premium 
required for no-fault costs of $ 4.8 m in 1974 would be 

4.8 × 55.80 
, or  $ 4.1o 

64.7 

On the evidence of these calculations, the no-fault premium of 
$ 4.90 appears to be reasonable. 

The theoretical model set out in this report is based on a number 
of assumptions, which require verification. A model such as that  
set out here is however necessary to estimate the cost of no-fault 
benefits. In particular, the high employment rate, and low CTP 
coverage, of drivers and motor cyclists needs to be taken into ac- 
count when estimating the cost of no-fault benefits. 
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The assumption that  CTP awards to non-income earners are on 
average only one-third of those for income earners was made as an 
arbitrary starting point. A revised version of these calculations, 
using one-half instead of one-third, gave cost estimates very little 
different to those set out here. The available data thus does not 
allow the accuracy of this assumption to be checked, but its ac- 
curacy is not of major importance. 

The cost estimates are however very sensitive to the assumptions 
made about the average degree of contributory negligence of each 
group of persons kiUed or injured. If for example drivers and motor 
cyclists are assumed to have higher average contibutory negligence 
than 62.5%, then the number of persons effectively covered by 
CTP drops, and the average CTP payment per person covered 
increases. There are then more persons covered by a no-fault scheme 
but not by CTP, each receiving a higher amount. 

If reliable estimates of the cost of any no-fault scheme are 
required, then the extent of coverage provided by compulsory 
third party insurance should be further examined. 


