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To the Hon. Troy Buswell MLA
Treasurer

In accordance with Section 63 of the Financial Management Act 2006, we hereby
submit for your information and presentation to Parliament, the Annual Report of the
State Government Insurance Corporation for the financial year ended 30 June 2009.

The Annual Report has been prepared in accordance with the provisions of the
Financial Management Act 2006 and the Insurance Commission of Western
Australia Act 1986.

"

Vic Evans
Chairman of State Government Insurance Corporation
1 September 2009

Lo

Michael E Wright
Deputy Chairman of State Government Insurance Corporation
1 September 2009

In accordance with a resolution of the Board of Directors of the State Government
Insurance Corporation, passed on 1 September 2009.



State Government Insurance Corporation
Address

The Forrest Centre

221 St George’s Terrace

PERTH WA 6000

Telephone

(+61) 8 9264 3333

Email

riskcover@icwa.wa.gov.au

Postal Address

GPO Box U1908
PERTH WA 6845

Facsimile
(+61) 8 9264 3690
Website

Www.icwa.wa.gov.au



1.0

OVERVIEW

| am pleased to report that for the 2009 financial year, the State Government
Insurance Corporation posted an operating profit before tax of $2.13 million.

The Corporation remains in existence mainly to run-off small lines of
Australian and overseas reinsurance business it wrote between 1988 and
1992. The Insurance Commission’s Reinsurance and Underwriting Section is
responsible for the management of the run-off of the business.

During the 2009 year, the Insurance Commission engaged a specialist
consultant to establish the current status and estimated cost of reported
outstanding claims and to prepare a commutation plan for the remaining
portfolio. This has resulted in a greater degree of certainty regarding the likely
cost of outstanding claims and a clear plan for the future management of the
run-off portfolio. It has also allowed the Insurance Commission to forecast its
expected future expenses more accurately.

The Insurance Commission has authorised the consultant to actively pursue
the commutation of contracts which have outstanding claims, with the
expectation that the bulk of such contracts will be commuted during 2010.
Commutation of only those contracts with outstanding claims will not eliminate
the prospect of future claims being received on the remaining contracts, but
given the age of the portfolio and the reporting requirements within the
contracts, few new claims are expected.

A degree of uncertainty nevertheless remains with regard to the final outcome
of the run-off due to the small portfolio under management, the advanced
state of the run-off, and the heavy liability weighting of the portfolio.

To cater for this uncertainty, a risk margin providing 75% level of adequacy is
incorporated in the outstanding claims provision and an additional risk margin
is retained for Australian Casualty. The Insurance Commission has been able
to dispense with the additional margin previously held for Professional
Indemnity, as the few remaining claims for this class are fully provisioned.

Based on the Actuarial Report, there has been a reduction in the outstanding
claims provision at 30 June 2009. The reduction is mainly due to the
abovementioned factors, although depreciation of the Australian dollar
relative to the United States and Canadian currencies and the general
reduction in the discount rates since 2008, have resulted in a small offsetting
increase in liability.

Amendments to the Insurance Commission of Western Australia Act 1996,
included legislation which, whenever proclaimed, will dissolve the Corporation
with its residuary assets, rights and liabilities vested in the Insurance
Commission.



Once the commutation process has been completed, the Board and the
Executive will consider the most appropriate strategy for the Corporation’s
future.

"

VIC EVANS
CHAIRMAN



INCOME STATEMENT 2005 2006 2007 2008 2009
$'000 $'000 §'000 §'000 $'000
Net Premium Revenue 190 {128) 150 B4 -
Claimg Incurred Cradit 310 433 415 565 1,337
Reinsurance and Other Recoveries {13} 6) (4) (145) (25}
Net Claims Incurred Credit 297 427 411 420 1,312
Acquigsition (Costs)/Benefits {13) 10 (10} - -
Underwriting and Administration Expenzses (159) {167) (147) (191} (188)
Underwriting Profit 35 142 404 313 1,124
Other Income a2 88 1,238 1,440 1,002
Profit Before In:::.:-me Tax Equivalent 307 330 1,642 1,753 2,126
(Expense)/Benefit
Income Tax Eguivalent (Expense)/Bensfit 4 {63} (493} (Z28) {638)
Profit After Income Tax Equivalent
(Expense)/Benefit 431 161 1,149 1,227 1,488
BALAHCE SHEET
Other Azsets 20,835 20,769 21,3844 21,868 21,720
Total Assets 20,838 20,769 21,384 21,868 21,720
Outstanding Claims Liability 5,233 4.64% 4059 3,287 1,857
Other Liabilities 93 447 503 532 326
Total Liabilities 5,326 5,096 4,562 3,819 2,183
Net Assets 15,512 15,673 16,822 18,049 19,537
Share Capital 100,000 100,000 100,000 100,000 100,000
Retained Eamings (84, 4588) (34,327) (83.178) {81,951) (80,463}
Total Equity 15,512 15,673 16,822 18,049 19,537
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About the State Government Insurance Corporation

The State Government Insurance Corporation (Corporation) is a wholly owned
subsidiary of the Insurance Commission of Western Australia.

The Corporation remains in existence mainly to run-off small lines of
Australian and overseas reinsurance business it wrote between 1988 and
1992. The Insurance Commission’s Reinsurance and Underwriting Section is
responsible for the management of the run-off of the business.

History

In 1987, the State Government Insurance Commission (SGIC) and the State
Government Insurance Corporation, trading as SGIO, were established
following the merging of the Motor Vehicle Insurance Trust and the State
Government Insurance Office, and the passage of enabling legislation. The
combined organisation grew to approximately 1,100 employees.

In 1989, the segregation of government and motor vehicle third party, and
non-government business, began. The SGIO took on the non-government
business and was privatised in 1994.

Enabling Legislation

The State Government Insurance Corporation was established as a statutory
authority under Section 4 of the Insurance Commission of Western Australia
Act 1986 on 5 August 1986 and operates in accordance with this Act.

Responsible Minister

The Hon. Troy Buswell, MLA, Treasurer, is the Minister responsible for the
State Government Insurance Corporation.

Relationship with Government of Western Australia

As a wholly-owned subsidiary of the Insurance Commission, the State
Government Insurance Corporation is an Agent of the Crown in right of the
State and has the status, immunities and privileges of the Crown, except as
otherwise prescribed in the Insurance Commission of Western Australia Act
1986.

Organisational Structure
The Corporation is managed by the RiskCover Division of the Insurance

Commission as RiskCover manages a number of smaller Funds on behalf of
the Insurance Commission.



The Board of Directors of the State Government Insurance Corporation has
been appointed in accordance with the Insurance Commission of Western
Australia Act 1986. The Board, as at 30 June 2009, comprised:

Vic Evans Dip Bus Mgt
Chairman of the Board of Directors
Managing Director, Insurance Commission of Western Australia

Expiry of present term: 30 September 2011

Michael E Wright FAICD

Deputy Chairman

Chairman, Insurance Commission of Western Australia
Director, CCK Financial Services Limited

Director, Wesbeam Holdings Limited Group

Expiry of present term: 30 November 2010

Peter D Eastwood FCA FAICD

Director

Commissioner, Insurance Commission of Western Australia
Director, Unimutual Limited

Director, Unimutual Insurance (NZ) Limited

Director, Unimutual (Isle of Man) Limited.

Expiry of present term: 30 September 2008

Director Eastwood’s present term expired on 30 September 2008 and
continues in accordance with Section 5 of the Insurance Commission of
Western Australia Act 1986.

Annemie McAuliffe MLS, Dip Ed, CMC

Director

Commissioner, Insurance Commission of Western Australia
Board Member, WA Potato Marketing Corporation

Chair, WA Telecentres Advisory Council

Expiry of present term: 31 December 2009



2.0

Sharon Brown

Director

Commissioner, Insurance Commission of Western Australia
Director, Rottnest Island Authority

Director, Federal Industry Research and Development Board
Councillor, Technology and Industry Advisory Council WA
Councillor, Defence Reserves Support Council

Expiry of present term: 30 November 2009

Directors’ Attendance at Meetings in 2009

Board of Directors
(Total of 12 Meetings)
Director Number of Meetings
Attended
Vic Evans 9
Michael E| 9
Wright
Peter D| 8
Eastwood
Sharon 7
Brown
Annemie 9
McAuliffe

Remuneration
No fees are paid to non-Executive Directors of the Corporation.

AGENCY PERFORMANCE — REPORT ON OPERATIONS

The Corporation inwards reinsurance business has now been in run-off for 17
years and claims activity has dropped to such an extent that the costs
incurred in the general administration of the Corporation now exceed the cost
of claim payments.

During 2009, the Corporation engaged the services of a consultant
specialising in the management of reinsurance portfolios in run-off for the
purpose of establishing the current status and the estimated cost of all
outstanding claims, and to prepare a commutation plan. As a result of this
activity, a number of redundant claims were identified and finalised and the
outstanding claim estimates were revised, resulting in a significant reduction
in the actuarial provision for outstanding claims. The Corporation also
arranged the commutation of contracts with one insurance company. The
consultant has been re-appointed by the Corporation to actively pursue the
commutation of all contracts with current active claims during 2010.



3.0

4.0

SIGNIFICANT ISSUES IMPACTING THE AGENCY

Changes in Written Law

There were no changes in written law during the year that impacted on the
core business and operations of the State Government Insurance
Corporation.

DISCLOSURES AND LEGAL COMPLIANCE

Section 10 of the Insurance Commission of Western Australia Act 1986
empowers the Minister responsible for the Insurance Commission to give
directions in writing to the Insurance Commission and/or any of its Statutory
Corporations with respect to its functions, powers and duties, either generally
or with respect to a particular matter. The Insurance Commission and/or its
subsidiaries are then required to give effect to those directions and to include
the text of any direction received in its Annual Report.

The State Government Insurance Corporation did not receive any ministerial
directives during 2009.

Disclosure of Interest
There were no disclosures of pecuniary interest by a Director during 2009.

Shares Held by Senior Officers
The State Government Insurance Corporation is not a private or publicly listed
company with share capital and therefore does not issue shares.

As a wholly-owned subsidiary of the Insurance Commission of Western
Australia, the Corporation’s ‘Other Financial Disclosures’; ‘Other Legal
Requirements’ and ‘Government Policy Requirements’ are stated in the
Insurance Commission of Western Australia Annual Report 2009.

10
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State Government Insurance Corporation
Financial Statements and Key Performance Indicators for the year ended 30 June 2009

Audit Opinion
In my opinion,

(i) the financial statements are based on proper accounts and present fairly the financial
position of the State Government Insurance Corporation at 30 June 2009 and its
financial performance and cash flows for the year ended on that date. They are in
accordance with Australian Accounting Standards (including the Australian
Accounting Interpretations) and the Treasurer’s Instructions;

(ii) the controls exercised by the Corporation provide reasonable assurance that the
receipt, expenditure and investment of money, the acquisition and disposal of
property, and the incurring of liabilities have been in accordance with legislative
provisions; and

(iii) the key performance indicators of the Corporation are relevant and appropriate to help
users assess the Corporation’s performance and fairly represent the indicated
performance for the year ended 30 June 2009,

7,
COLIN MU Y

AUDITOR GENERAL
4 September 2009
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State Government Insurance Corporation

Key Performance Indicators

STATE GOVERNMENT INSURANCE CORPORATION



CERTIFICATION OF KEY PERFORMANCE INDICATORS

We hereby certify that the Key Performance Indicators of the State Government Insurance
Corporation (Corporation) for the financial year ended 30 June 2009:

e are based on proper records;

o are relevant and appropriate for assisting users to assess the performance of the
Corporation; and

e fairly represent the performance of the Corporation.

L e

VIC EVANS MICHAEL E WRIGHT
CHAIRMAN DEPUTY CHAIRMAN
1 September 2009 1 September 2009

In accordance with a resolution of the Board of Directors of the State Government Insurance
Corporation passed on 1 September 2009.
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State Government Insurance Corporation
Financial Statements and Key Performance Indicators for the year ended 30 June 2009

Audit Opinion
In my opinion,

(i) the financial statements are based on proper accounts and present fairly the financial
position of the State Government Insurance Corporation at 30 June 2009 and its
financial performance and cash flows for the year ended on that date. They are in
accordance with Australian Accounting Standards (including the Australian
Accounting Interpretations) and the Treasurer’s Instructions;

(i) the controls exercised by the Corporation provide reasonable assurance that the
receipt, expenditure and investment of money, the acquisition and disposal of
property, and the incurring of liabilities have been in accordance with legislative
provisions; and

(iii) the key performance indicators of the Corporation are relevant and appropriate to help
users assess the Corporation’s performance and fairly represent the indicated
performance for the year ended 30 June 2009.

alls

AUDITOR GENERAL
4 September 2009
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GLOSSARY -

The following definitions have been provided to assist readers in gaining a better understanding of the Annual Report
and Financial Statements.

1. CLAIMS
Central Estimate

The estimate of the liability for outstanding claims based on a 50% level of confidence that the liability will
be adequate in meeting the actual amount of claim liability to which it relates.

Claims Expense

The amount paid for losses suffered under the terms of an insurance policy/cover, adjusted for:

o claims which have been reported but not paid,

e claims incurred but not reported (IBNR); and

o claims incurred but not enough reported (IBNER),

together with the anticipated direct and indirect claitns settlement costs.

Claims expense also includes direct expenses such as legal and medical costs and assessors' fees,

Claims Handling/Management Expenses

The costs incurred in relation to the administration and processing of claims.

Discount Rate

The rate used to adjust expected future payments for the time value of money.

IBNR and IBNER Claims

Incurred But Not Reported (IBNR) claims arise from events which have occurred but have not been reported
as at balance date. Incurred But Not Enough Reported (IBNER} claims arise from events which have occurred
and been reported as at balance date, but the amount reported may be understated.

The liability for outstanding claims in the Balance Sheet includes a provision for both IBNR and IBNER
claims.

Inflation Rates

Expected future payments are inflated to tdke account of increases in the general economy.

Liability for Ouistanding Claims

A provision for the future estimated cost of claims outstanding as at balance date, including direct and indirect

claims’ settlement costs. Ouistanding claims incorporate those which have been reported but not paid, IBNRs
and IBNERs, gross of any GST that may be paid.
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Loss Ratio for Australian Casualty Prop;)rtional

Used as a basis for projecting the ultimate incurred cost in relation to the Australian Casualty Proportional
portfolio of the Corporation.

Net Claims Incurred

Net Claims Incurred comprises claims paid (including claims® settlement costs) and the movement in the
liability for outstanding claims, net of reinsurance and other amounts recoverable.

Other Recoveries

Other amounts recovered or recoverable (e.g. salvage) in relation to claims.

Prudential Margin

An amount added to the central estimate of the liability for outstanding claims, to increase the level of
confidence that the liability will be adequate in meeting the actual amount of claim liability to which it
relates.

Reinsurance Recoveries

Amounts recovered or recoverable in respect of reinsurance cover purchased. Reinsurance cover provides some
protection against single, large claims or many claims arising out of a single event.

Superimposed Inflation Rate

In addition to the general economic inflation rate an amount is superimposed to take account of non-
economic inflationary factors, such as increases in court awards.

Third Party Recoveries

May includes amounts recovered froim other insurers or private parties.

2. PREMIUMS
Net Premium Revenue

Premium revenve plus the outwards reinsurance commission earned less than the cutwards reinsurance
expense. Net Premium Revenue has previously been referred to as Net Earned Premium.

QOutwards Reinsurance Expense

Premium paid toa reinsurer in consideration for the insurance liability assumed by the reinsurer, adjusted for
any amount prepaid at balance date.

Premium Revenue

Premium revenue conprises amounts in relation to Inwards Reinsurance, charged to other insurers.

et
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GLOSSARY

3. REINSURANCE

Cover provided by a general insurer (the reinsurer) to indemnify another general insurer (the reinsured) against all or
part of a loss, which the latter may sustain.

4, OTHER
Run-Off

Run-off refers to closed insurance portfolios where the applicable claims liabilities are being progressively
extinguished to their final liguidation. The State Government Insurance Corporation is in run-off.
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