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CHAIRMAN. Right, to help Marie who is going to
transcribe this, | think we should go around the
table and just do a quick introduction by way of
voi ce check. So this is David Goddard.

SALTER D ane Salter.

G BBS: Andrew G bbs fromDeloitte.

RICHARDS: Tim R chards fromDeloitte.

BARNES: M chael Barnes from KPMG

TAYLOR: Martin Taylor, barrister.

LEACH Gail Leach, NZSP

DAVIE: Kirstin Davie, NZSP

HUNT: O are Hunt, NZPPA.

DYSART: Amanda Dysart, ACC

O CONNELL: Anne O Connell, ACC

MORRI'S:  And Kevin Mrris, ACC.

CHAI RMAN.  And | suspect that we should also try to

remenber -- sorry, on the phone we have.

MR HAYHOWN G aham Hayhow, Auckland Private

Practitioners.
MR HOOD: And Mal col m Hood, Physi ot herapy Trust.
CHAIRMAN.  Right. Welcone everyone. Thank you for

PPPPOMPDDDIDD

reassenbling for what | anticipate will be a
reasonably brief discussion
| was just about to say -- before |I renenbered

our virtual participants and the need to do a
voi ce check for them-- that we should al so
probably try to just nention who is tal king before
we start, to help Marie, as well.

| think the focus of this should be on
reporting back by our experts. | amvery grateful
to themfor the tine and thought they have put in,
once again, to help ne navigate through these
i ssues.

| have got a nunber of questions arising out
of this, but perhaps we could just begin with a
qui ck progress report. Were are we up to?

MR RI CHARDS: The work, in terns of the questions has
been conpl ete, apart from question 2, which is
return on investnent.

Deloitte has submitted a draft answer to KPMG
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on that which they are currently considering, so
between us we both feel that we are not in a
position to discuss that due to havi ng not
directly reached any concl usi ons between oursel ves
at this point.

CHAIRMAN. Do you have a likely tinmefranme by which you

will be able to comment on that issue?
MR RICHARDS: | will pass that to ny KPMG col | eague,
M chael .

MR BARNES: The hold-up, in a sense, is the fact that
Troy is out of the country at the nonent. So
dependi ng on the tineframes, he is back on
Saturday, so if we can get both Troy and Al an Dent
together in the sane room Monday, we shoul d be
able to resolve it then.

MR RI CHARDS: Al an Dent being the Deloitte partner,
Troy's been liaising on the return on investnent
with.

CHAI RMAN.  That's good. Thank you.

So on the other answers, do you want to
introduce that? | think it's nostly
sel f-explanatory, but if there is anything you
would like to draw to ny attention, perhaps you
could do that, TinP

MR RI CHARDS: Yes. Wat | thought | would do is just
go through themin order, and |I think the best
approach would be for us to potentially answer
guestions as we go al ong, because | don't think
there's any benefit in just going through all the
nunbers in the tabl es.

But if | can start with question 1, and that
isinrelation to the benchmark hourly rate, and
do we agree that the suggested adjustnment by ACC
is correct?

Del oitte and KPMG bel i eve that there has been
sonme m sunderstanding in respect of that hourly
rate benchmark and therefore don't agree with the
suggest ed adj ust nent.

The confusion, | think, arises fromwhat the
rates are actually used in the nodel. The EPN 1
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and 2 rate is actually 30 m nutes and 20 m nut es.
An adj ustnent was only nade to the regul ation
initial and regulation followup consults,
therefore we stand by the information which was
provided, | believe, towards -- on about the 12th
of July -- in respect of the table which is
presented on that first page.

CHAI RMAN.  So when | am conparing the nodel results
Wth the status quo, this is the correspondi ng
nunber ?

MR RI CHARDS: Yes.

CHAIRMAN.  Yes. Can | just check with Dr Morris, are
you confortable that that has been cleared up? It

| ooked to ne, when | | ooked at your notice, that
that mght be right as well, so it's very hel pful
to have this clarified, | think.

MR MORRIS: Yes, ACCis confortable with that position.

CHAI RMAN.  That's good. Thank you. So that's good.

We have a benchmark. Now | have a question about
that. These are 2007 to 2008 EPN figures, it's ny
understanding, in the price colum. So this
$103. 22 nmust be a 2007/ 2008 hourly rate, correct?

MR MORRI S:  Yes.

CHAI RVAN.  What are all the other hourly rates in this
report? What year dollars?

MR RI CHARDS: The prices are 2007 and 2008.

CHAIRMAN.  So these are all directly conparable.

MR RICHARDS: Was it 2006 and 20077

CHAIRMAN. | was worried that it mght be 2006/ 2007
because it started --

MR RICHARDS: It is 2006/2007. It is 2006/2007.

CHAIRVAN.  So we haven't actually got direct
conparability, still; is that right?

MR RICHARDS: | think what we do have is conparability
W th what the exercise started out doing, and we
started adding GSto it, what you have
potentially, in terns of the previous work that
has gone on, you know, conparability with what was
inthe original Deloitte report, keeping at those
figures allows for that.
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CHAIRMAN.  Yes, it is just that | can't conpare that
directly to $103.22, can |?

MR RI CHARDS: Not directly, no.

CHAIRVAN. No. And | really would quite like to know
what the direct inplication is, what rates we'd be
getting for 2007/2008 fromthe nodelling exercise
and how that would conpare with this $103. 22.

Wuld it be possible to add to each table an
07/ 08 col um which uses the appropriate index as
di scussed by you in your previous report?

MR RI CHARDS: That's fine.

CHAIRMAN.  Sorry, | know that's a bit nore nechani cal
work, but | do think it will help to nake sure
that we're looking at like with like all the tine.
Ckay. Thank you.

My first question was that | suspected we
still had a -- because this process began in
2006/ 07 and it has drifted into 07/08, we updated
t hose EPN nunbers, but everything el se continued
to work to the financial year in which we kicked
off, soit is good to get that absolutely
straight.

That is all for question 1.

Tim you are going to continue with question
27?

MR RI CHARDS: Yes, as we nentioned, question 2, we are
going to not respond on that at this stage, so
can nove on to question 3.

Question 3 does a nunber of sensitivity
anal yses on various inputs into the nodel. |
didn't want to go through these in detail, they
are in the copy of the presentation.

Just a comment on the itens which do change in
terns of these tables are |argely focused around
what is the fixed asset base, we have three
different fixed asset base bases for these tables.
One was a figure proposed by ACC, one a figure
from NZSP and one a m dpoint figure.

The second vari able, which was changed was in
terns of salaries, both business owner and
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clinical staff salaries.
The next input which changed was a cost
al l ocation base, whether we use a 67 percent, an
80 percent or a 95 percent cost allocation base.
And the third part of that change was in terns
of what approach do we use to setting an
appropriate percentile. And the tables in our
presentation pretty nmuch go through all those
different variables and different set-outs

differently.

CHAI RMAN.  Thank you. | do have just a couple of
questions about this, again, nostly to nake sure
that | understand what | am-- exactly what | am
r eadi ng.

The first is that when | see the | abel
"Deloitte RO approach”, do | understand by that,
that that is using the 15 percent figure and the
finite project |ife approach to the --

MR RI CHARDS: The approach, yes.

CHAI RVAN:  Yes.

MR RI CHARDS: The approach that has been used
t hr oughout .

CHAIRMAN.  So that's shorthand for both the figure and
t he approach?

MR RI CHARDS: Yes.

CHAI RMVAN.  Wien | | ook at KPMG RO approach, is that
20 percent and ongoi ng?

MR BARNES: No. It is 15 percent, and our nethodol ogy,
whi ch we consi der to be ongoi ng.

CHAIRMAN.  So there isn't a 20 percent return on
i nvest nent reported here?

MR BARNES:. Not currently, no.

MR RICHARDS: It was sonething that we had di scussed at
the start of the questions, and between Deloitte
and KPMG agreed that we didn't need to nodel that.

M5 SALTER  So you have a consensus around 15 percent?

MR RI CHARDS: W agreed not to nodel.

M5 SALTER  Ckay.

CHAIRVAN. | think that as | understood where the
Soci ety ended up at the close of the second round
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of hearings, you were suggesting that 20 percent
was the correct figure and the ongoi ng busi ness
approach; is that right?

MR TAYLOR  Sir, | think that the approach on that is
that we are guided by KPMG - -

CHAI RMVAN.  Ckay.

MR TAYLOR -- in that respect. W would have to
clarify wwth themjust where they stand, but |
think that ny hearing what KPM5 said was real ly
that they felt that the ongoing project approach
was the nost inportant, rather than once you
adopted that whether it was 15 or 20 percent.
They thought under that approach, 15 was a
reasonably adequate |evel.

CHAIRMAN.  It's the interplay between those two issues,
t he approach and the percentage was, | think,
identified at the | ast hearing and everyone agreed
that clearly there was a rel ati onship between the

t wo.
| suspect we can hope for further illum nation
on those points fromthe answer to question 2; is
that right?
MR Rl CHARDS: Yes.
CHAI RMAN.  Ckay. | had a casual question at the end,

which was if there is anything el se which the
experts think is hel pful to nodel, please do so.
If, as a result of your work on return on
i nvest nent and approach you formthe view that
there is sonething el se which would provide
material information to nme and through ne to the
M nister and officials in thinking about this,
then that could be incorporated in that way, but
otherwise | amvery happy with what you have done

here. | amnot specifically asking that you nodel
anyt hing el se, unless you, in your professional
opi nion, think they would be illum nati ng.

That's good. So that's that question, and
t hat expl ai ns why you have not acted on ny
paragraph 3.1.1. | was about to plaintively ask
why that had been ignored, but the answer is that
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that's, in fact, the colum described as KPMG RO
approach al ready.

MR RI CHARDS: Yes.

CHAI RMVAN.  Yes, okay. That's good. Thank you.

So you have taken us through all of 3 except
perhaps 3.5. Do you want to just comrent on that?

MR RICHARDS: 3.5 dealt with the gross renuneration
clinical staff and busi ness owners.

The tables in the report break out the
remuneration so that you can see the base, which
was i nput into the nodel. The over-tine rate,
whi ch i s based on the nunber of hours worked above
standard hours, and another columm for "other",
and this "other" columm represented for business
owners the anmount that was allowed for a
pr of essi onal devel opnent al |l owance in respect of
the clinical staff it represented a professional
devel opnent al |l owance, an all owance for the
various fees paid for the annual practising
certificate, NZSP or special interest groups, an
al | owance for the opportunity costs of clinical
staff going on professional devel opnent courses
and those over-tine rates are based on the
standard public sector over-tine rates.

CHAI RMAN. A coupl e of questions about this. First, am
| right to understand that all the figures in
these two tables are 2004/ 20057

MR RI CHARDS: Yes, that's correct.

CHAIRMAN.  And in fact you say so in your notes, sorry.
There is a note under the table which nmakes that
cl ear.

How easy would it be to provide current day
dol Il ar equivalents in a further colum?

MR RICHARDS: | woul d have thought it would be fairly
easy. Mchael, do you agree with that?
MR BARNES: | agree, as long as we can cone to an

agreenent what salary inflation has been over that
period, which should be relatively easy.

CHAI RMAN.  That woul d be hel pful, because again it
means that people trying to understand what this
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nmeans today, for equival ent renuneration as
conpared with current |evels of renmuneration in
the public sector, or for other occupations, or in
Australia, or whatever benchmark people m ght want
to adopt, can just get a snapshot.

MR RICHARDS: So am | correct in thinking that that is
2007/ 08 dol | ars?

CHAI RVAN.  Yes, | think that would be consistent with
the price per hour, and just gives us dollars of
the day, gives us an up-to-date neasure for the
financial year we are now in.

So if you could do that, that would be very

hel pful. Don't lose this information. Gbviously
keep this, because the nodel worked originally in
04/ 05.

MR BARNES:. That's the original base data.

CHAIRMAN.  That's the original base data. So it's
worth having that there, | think, recognising that
everything derived fromthat is derived through
inflation adjustnent, but if we could see that
adj ustnent, that woul d be hel pful.

M5 SALTER Wth cl ear docunentation of what the

i ndex --
CHAI RMAN.  Yes, applied is.
M5 SALTER -- applied is, yes.

CHAI RMAN.  So that people know that and if there is
debate around that. M Taylor?

MR TAYLOR  Yes, M CGoddard, | did have one question
that | thought m ght be useful just to be
clarified.

In ternms of the options shown in regard to the
over-tinme conponents, if |I take the right-hand
table, for instance, the over-tinme conponents for
3.3 (a) to (c) are consistent, yet the over-tine
conponents for 3.3 (d) to (f) are inconsistent.
And | think you will see the sane pattern
reflected in the business owner table.

| just would like clarification whether that
is appropriate, because ny understanding is that
of course when one changes the cost allocation
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point, the overall package will be allocated
differently, but it appears to ne that |
under st ood one needed to nmake a choice as to
whet her they were being reported as 100 percent
figures consistently here or whether they were
bei ng al | ocat ed.

MR RICHARDS: That's a good point, and it was one that
when we were doing this nodelling exercise,
M chael and nyself, we noted that, as well.

The reason for that is when different inputs
are put into the nodel, different practices
suddenly becane outlier practices. |If you recall
that nodelling here is based on taking --
excluding outliers, when different outputs are put
into the nodel, they fall out side the outlier
paraneters so you have different practices which
potentially make up the different i nput
assunpti ons.

So therefore, for exanple, we had a

difference -- you had different practices naking
up the pool of practices, and therefore we had to
go back and | ook at well, how many full-tine

equivalent clinical staff are in those practices,
and therefore that differed, which neant that the
over-tine rates were actually different.

CHAIRMAN.  So this isn't a function of adopting
different percentile cut-offs for over-tine
worked, it's a nore fundanental process in the
nodel by which outliers, in terns of overall
costs, are dropped out of the nodelling?

MR RI CHARDS: That's correct.

CHAI RMVAN.  Ckay.

The differences, |ooking at that table, are
very significant, the over-tinme nore than doubl es
if you look at -- conpare 3.3 (d) to (a) to (c),
for exanple, fromthe sane base sal ary.

Do you have a sense of what's driving that
sort of size of change, whether that is surprising
or not?

MR RICHARDS: Once again, | think it is because of the
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practices which are picked. Sone of the practices
whi ch may have been dropped, perhaps, had nore
over-tinme conponent to the individual practice, so
if they were dropped out of the argunent that
woul d potentially push down the over-tine rate.

CHAIRMAN.  Is it appropriate when we are conducti ng
this sort of sensitivity testing and trying to
under stand what difference particul ar assunptions
make to have different practices comng in and out
of our cal cul ation?

Mghtn't it be better to fix the group that
we' re using based on the raw cost data and excl ude
certain outlier practices and then just take that
core group and apply everything to thenf

MR RI CHARDS: | suppose you have a question of it being
where do you fix those practices, do you fix it at
the output fromthe Deloitte nodelling or the KPMG
nodel I'i ng, because you have different, probably,
outlier assunptions fromour original
Del oi tte/ KPMS report.

For exanple, we had $138 com ng out of the
Deloitte nodel ling, you may have had different
practices there than you had in the KPMs nodel |ing
when you had different input assunptions.

CHAI RMAN. | suppose | had assuned that the
identification of outliers happened at sone
earlier point based on raw cost data and -- but

| --

MR RICHARDS: It is calculated based on cost data,
that's correct.

M5 SALTER A total cost data inclusive, so you have
got to have nade one set of assunptions to get
your total costs.

CHAI RMVAN.  But you wouldn't -- | wouldn't have thought
t hat changi ng renmunerati on assunptions, for
exanpl e, since those are common across al
practices, would alter who the outliers were as
you changed that; would that be right?

MR RICHARDS: It does, specifically around over-tine.
Can | give an exanple? |If you had a practice and
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there was a practice that had 30 hours of
over-tinme on average per week, they stated, if you
i ncrease the renuneration, because the over-tine
has been driven on tinme and a half and doubl e on
the base rates, you are naking that practice have
a very, very high cost per hour and therefore
turning into an outlier.

CHAI RMAN. | understand. Does anyone have anyt hi ng
they want to say about that approach? Are there
any views around the table?

| realise it is difficult to comment just on
the hoof, with this issue having cone up.

MR TAYLOR It does generally, | think, give ne sone
concern. | understand the logic behind it. |
guess that short of undertaking two processes, one
where those original outliers were maintained as
the other outliers, nothing el se can be done, that
woul d then probably | eave the unenvi abl e task,

Sir, in your hands of deciding whether to use a
set of data with the original outliers or with the
ot hers.

So to the extent that you feel willing to take
on that challenge, that's going to obviously
provide nore information, but | think beyond that,
we woul d have to think about what our response is.

CHAIRVAN.  Dr Morris?

MR MORRIS: Yes. It does leave ne feeling a little bit
uneasy, and | just reflect back thinking that this
is -- is this an artifact of having such a small
and sel ected original sanple of practices, and
this is one of the consequences we are living with
whi ch --

MR RICHARDS: | think that's entirely correct. Quite a
di verse range of practices which weren't norma
distribution, so therefore once you are down to
smal | er sanple size, by taking outliers you have
bi g effects.

One of the things | think you can see within
the percentil e approach, we adopt different
percentiles, is quite often there is a marked junp
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specifically around the 87th percentile when you
conpare, for exanple, the 70th and 80t h.

CHAIRMAN.  Yes. As | listened to this, | was thinking
nmore and nore that all of this is just a
salientory rem nder of how small our data pool is,
and the limts of what we can learn fromsuch a
smal | pool of practices and fromthe sort of
assunptions that have to be nmade to test these
i ssues.

So |l think it is very helpful, but again it
al so underlines sone of the caution | was
expressi ng about hoping for magic nunbers to drop
out of this.

And | think, M Taylor, to answer your
question, | would get nore nunbers froma
re-running of this, but I amnot sure |I'd be any
w ser about what to do with them T.

He point is, once you have got a very snall
sanpl e you can manipulate it as nmuch as you |ike
in different ways, but you don't actually get nore
confort about what you are | earning.

| have one question about this which is, in
the "other" category, sone of the all owances
i nvol ve costs such as practising certificates; is

that right?
MR RI CHARDS: That's correct.
CHAIRMAN.  So those aren't -- so if we are trying to

conpare this, for exanple, with public sector
remuneration rates, that should really be left
out, shouldn't it, because those are not things
that people see in their take-hone pay.

MR RICHARDS: | think the other category here are
basically costs which were allowed to private
sector practices, because they were generally paid
Wi thin the public sector.

CHAIRMAN.  So if we are | ooking at a take-honme pay for
clinical staff that would tell us how they woul d
fare working for one of these nodelled practices
rather than for a DHB, we shoul d be addi ng
t oget her the base and the over-tine but ignoring
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the "other" colum; is that right?

MR BARNES: That's right.

MR RI CHARDS: Yes.

CHAl RMAN. M Barnes you agree?

MR BARNES: Yes.

M5 SALTER I n which case, giving there is a re-running
of these tables happening anyway to update them
for 2007/ 2008 cases, could you perhaps put an
additional colum in that just totals the base in
over-tinme?

MR RI CHARDS: Sure.

M5 SALTER  That woul d be great.

CHAI RMAN.  That woul d be good. Thank you. That's the
nost direct correspondence, then, | think, again
to whatever renuneration benchmark we m ght want
to look at. It seens to nme it has been overstated
alittle bit interns of take-honme pay in this
ri ght-hand col um.

| didn't have any other questions about this.
D ane?

M5 SALTER:  No.

CHAI RMAN.  Ckay. Perhaps we'll just go around quickly
to see if there are any matters arising in
relation to this or directly fromit. Dr Mrris?

MR MORRIS: No. | think you have covered the over-tine
and the issue we have just been dealing with is
one that had cone to ny attention, so | am happy
with that. So no.

CHAIRMAN.  No. Going around the table?

MR TAYLOR Reluctantly, yes, there is one, M Goddard.

CHAI RMAN.  Never really reluctant.

MR TAYLOR | assure you | am

And that is, | think, sonething that M Barnes
raised in regard to | ooking at updating these
t abl es.

As | understand it, |abour costs are obviously
one of the big drivers here, and the nodel has to
date used 5.7 percent as the |abour cost index for
heal th professionals, and has applied that, |
think, routinely to junp between years.
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CHAI RMAN.  Let's just pause and check that. |Is that
right?

MR RI CHARDS: That's correct.

CHAI RMAN.  You used the sane inflater for each year?

MR RI CHARDS: Yes.

CHAI RVAN:  Yes.

MR TAYLOR It's sonething which ACC has raised in

their post-conference response and they, | think,
have indicated a concern that the actual |abour
cost index -- and | think it was health
professionals -- is the particular colum which

was used, raised a concern that the actual nunbers
shoul d be used.

It's first of all a viewwth which | have
sonme synpat hy, but second of all, in terns of
getting practical outcones fromthis process, if
ACC intend to use the actual index, which is
sensible, then | just wonder whether that is
sonet hing which is factored into the approach, and
in particular | think the coment | would nmake
about that is in much of the work which NZSP has
provi ded on the salary issues, we have taken
figures from for exanple, the 2006/ 2007 DHB
salary scale, and we have used the 5.7 percent
figure to deflate back to 2004 to include in the
nmodel , which then obviously is re-inflated using
that sane figure.

The net result of that is obviously so |ong as
one uses the sane figuring fromthe | abour cost
index to deflate, as well as to inflate, the
reality is one is only going to get the one year's
inflation, in point of fact, from06/07 to 07/08
in final analysis, but it is certainly sonething
which, if it is to be used, it must be applied
Wth sone care in that regard, and | think it is
sonet hi ng whi ch nust be borne in mnd in | ooking
at sal ary assunptions generally being put into
this nodel .

CHAIRVAN.  And hourly rate figures, presunably.

Perhaps | could ask our experts to conmment on
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whether it would be a significant task to use
year-specific data for each of the years we are
tal ki ng about.

MR RI CHARDS: The way the nodel is constructed all ows
i nput of one inflation adjuster. And | think
given now that we are wanting to put it in 07/08
dollars, that would add anot her year index. If we
were going to go back and chal | enge what t hat
i ndex was, it would be a three-year period which
you woul d revi ew t hat i ndex over.

CHAI RMAN.  And you woul d be using -- you consider
everything, referring back to the sane cell you'd
have different references in different places
dependi ng what you were trying to do.

MR RI CHARDS: | suppose what | amsaying is at the
monment the way the nodel is built you can only put
in one inflation adjuster, and if we were going to
re-look at this you'd probably want to | ook at the
three years of | abour costs and average that up
for three years.

M5 SALTER  And apply that.

CHAIRMAN.  Would it be nore helpful to use that average
over the three years, recognising that this is
all, you know, an approxinmation, but that m ght be
a better approximation? Can | check whet her
anyone has a problemw th that?

MR TAYLOR  Sir, on first blush I think that that seens
appropriate. M focus would cone back to, to the
extent that it's done at all, just checking that
the deflation fromparticularly the 06/ 07 year of
the salary scale, which | believe is used in at
| east sonme of the cal culations, is handled
appropriately, and that would be sonet hi ng which
one woul d check before the figures were input into
the nodel, so it wouldn't be a nodelling task, per
se, just conbing the data.

CHAIRMAN.  That's a clever consistency, | think. Ckay.

So can | ask then that you do that, please?
Work out what the average is for three years and
use that?
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M5 SALTER  That would be the LO, health professional
subset .

MR TAYLOR That is, | understand, exactly what
Deloitte identified in the first instance.

CHAI RVAN.  As the appropriate one. Let's do that.
That's another little caveat just to bear in mnd
about the output fromthis is that there is going
to be sone snoothing and as a result there will be
sone difference fromwhat woul d happen if you used
each of the three years separately.

M5 SALTER  One final check, does that have any
inplications for the answers to question 1
because that uses the 5.7.

MR RI CHARDS: No.

M5 SALTER  That's actual, fine.

CHAI RMAN.  They are actual figures, so that doesn't
change.

M5 SALTER  You are right, so that's good.

MR TAYLOR  Sir, perhaps if | could just, from our
side, check the assunptions that we've nmade in
terns of any contras we have made on -- nost
recently in terns of salary -- and just note the
deflation issue in particular. That wll, |
think, satisfy us that we were correct and cl ear
in terns of what we are suggesting for 04/05

i nput s.

CHAIRMAN. | think that that's helpful only in so far,
now, as it feeds into the specific work in here,
because -- and it probably does that, | suppose,

does it, in the upper band analysis for the

sal aries, although those cone from Strategi c Pay.
So again, | think it's a matter of being very

cl ear what year those are neant to relate to, and

| am not sure that | can renenber.

MR TAYLOR  Sir, | think we'll take a quick bit of
advice on that, but | think it's probably not
hugely relevant, | think. The nost rel evant point
| think woul d have been the m ni mum position that
Strategic Pay expressed in their | atest
subm ssion, and that's not nodell ed, so perhaps
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you are right.

CHAIRMAN.  Well, | don't see any harmin getting
absol utely clear what years dollars we are tal king
about in anything that you think inportant. So |

wll leave that with you. 1'd like that done very
fast, please, especially insofar as it feeds into
this.

So that's probably a matter of your goi ng away
and | ooki ng at the upper band anal ysis figures and
checks that those figures are the ones that you
want for 2004/2005 sal aries for business owners
and clinical staff, because that's how those are
bei ng used at present.

MR TAYLOR  Yes, sir, thank you.

CHAI RMAN.  Correct? Those are 04/05 figures.

MR RI CHARDS: For the upper band?

CHAI RMAN.  For 3.2 upper band.

MR RICHARDS: | amnot sure about the upper band, | am
confident in the other things, but I amnot sure
about the upper band.

CHAI RMVAN.  So that's what shoul d be checked.

MR TAYLOR  Thank you.

CHAI RMAN.  Anything else, M Taylor?

MR TAYLOR That is all, thank you, Sir.

CHAI RMVAN:  You circul ated another small note and
comenting on the possible scenario. | thought
that was reasonably self-explanatory. Was there
anything that you particularly wanted to say about
it?

MR TAYLOR Well Sir, | think since you generously give
me the opportunity, there is a couple of things I
woul d say.

CHAI RMAN.  Just checki ng.

MR TAYLOR  And those are first of all, Sir,
understand that you identified sone prices which
think may have identified independently for salary
that you wi shed to be input into the nodel, and
one of those was $54, 000 for enployed staff in
06/07, and | think that it was interesting that in
the nodelling that actually when one deflates it
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to the 04/05 base conmes out bel ow what Deloitte
had identified.

Now, | wasn't -- | nust say | wasn't entirely
clear that the possible scenarios was the, shal
we say, baseline position which ACC was
identifying, but I thought it was perhaps the nost
coherent expl anation of the baseline position
whi ch had been provided by ACC to date.

And the reason why we responded with that note
was that we felt that the nmajor problemwe had
Wi th the position as expressed by ACC was that it
did not appear to represent the distribution of
physi ot herapi sts on the experience scale.

So we provided two alternatives, which based
on NZHI S data and the survey undertaken by NZSP
showed sone consistency in terns of distribution
and | believe we very fairly nade a very
conservative effort to express those in these
tables, and we felt that they provided a small
i ncrease in physiotherapy enpl oyed staff paynents,
which is a very inportant issue, | think, froma
busi ness owner's perspective.

They do wish to ensure that there is fair

remuneration identified. It's not NZSP s
preferred position, but in terns of any baseline
any reporting, we really, | think, put that on the

tabl e and woul d very nuch |like to see it adopted
as the baseli ne.

W may well be in ACC s court as to whether
they are confortable with the different popul ation
bases, at the very |east, which we have provided,
and further | think the other point | nade which
is slightly less inportant is the one about
whet her we accept a two yearly progression as they
had identified.

CHAIRMAN. | think it is helpful to clarify what you
wer e seeking to do.

Just two comments, the first is that | don't
think that it's safe, based on the information we
have, to nmake any assunption about progression
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fromstep to step based on yearly steps, based on
progression of tine, especially as sone of those
are not just nerit steps but actually designated
position steps.

So the issue arises -- that gets us back to
the basic problemthat | really don't think we
have good information to enable us to | ook at the
di stribution against the DHB scale, and of course
that their nost senior people in the DHBs are
probably not sitting on that scal e, anyway, they
are sitting on contract renuneration figures that
we sinply don't have. So there's just a paucity
of information about what people are being paid,
especially at the top-end, and what the
distribution is of people on those bands,
especially at the top-end.

So this is interesting, but I amnot going to
make any assunptions in the report about steps, at
t he encouragenent of any party, because | don't
think I know enough to be able to do that.

The second point is that yes, | was slightly
surprised, thought | suppose | shouldn't have
been, when sone nunbers |'d plucked out, as |
t hought other interesting indicative nunbers to
help get a handle on it to help get a handle on
what the situation was, actually turned out so far
as clinical staff were concerned to be bel ow the
figure that Deloitte was working with originally,
that hadn't been what | intended, and | m ght just
re-think, overnight, whether | want to nmake any
changes to the figures that are used in that |ast
nmodel , now that | have finally got straight what
years all the different things related to.

| think I had managed, with a little help from
the data, to confuse nyself quite thoroughly about
whi ch years different salary rates referred to and
| think you have successfully, thank you, Tim and
M chael, unconfused ne about that. And so now I
will go away and thi nk about whether | can ask a
nmore focused question.
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MR TAYLOR  Sir, | think the basis upon which |
provi ded that note was that as | understood your
guesti ons you had asked for nodelling of that
possi bl e scenarios situation that ACC had
outlined, and that was --

CHAI RMAN.  That wasn't the case, at all. | had sinply
made up sonething of ny own that | thought m ght
be informative.

M5 SALTER  The possi ble scenario was to informthe
| owest benchmar k.

CHAI RVAN:  Yes.

MR TAYLOR  Exactly.

M5 SALTER  So your point was that that | owest
benchmark may have been up to $3,000 too | ow for
clinical staff.

MR TAYLOR  Correct.

CHAl RVAN.  But - -

M5 SALTER  ACC s assunption so just challenging that
as a reasonable --

CHAIRVAN.  But | think the purpose of the | owest and
the highest is to let each party put forward their
preferred set of assunptions and see where that
woul d take things, and then the sensitivity
testing would | ook at nodifying those, so | am not
inclined to push anyone too hard on the
reasonabl eness of either of those.

MR TAYLOR No, sir, I'd be nore than pl eased, though,
to hear whether ACC have any synpathy for the view
that we expressed in that paper.

MR MORRIS: | think all I could say is | think ACC has
noted the informati on we have provided. | am not
in a position to give any feedback beyond that.

MR TAYLOR  Fair enough.

Sir, can | just -- one tiny other question.
It really conmes back to that baseline, and | think
Del oitte have | ooked at $50,000 as the baseline in
the nodel for enployed staff. That is sonething
which | am not clear about the basis upon which it
has been identifi ed.

It is sonething which, as | understand it,
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| ooking at the | abour cost index, m ght be reduced
inits net end effect if one uses the actual

| abour cost index as it stands rather than the

5.7 percent consistent yearly increnent, and |
woul d sinply ask that to the extent that it is
sonet hing which Deloitte have identified, if it is
sonet hi ng whi ch has been identified as effectively
a current, appropriate price and defl ated, that
the appropriate steps be taken to change that
assunption, also.

CHAI RVAN: | amsure that Deloitte will take that
on-board, make sure that --
MR RICHARDS: | think the response from ACC to that

query about what is an appropriate rate stated
that, you know, if we do have better data in terns
of DHB salary scale to use on which to informwhat
t hat base salary should be, we should use that.

CHAI RVAN.  But also to the extent that it is taken from
a year other than 04/05, obviously, need to be a
little bit careful taking it back

MR RICHARDS: Yes. Wiat we'll do in our nodelling is
take everything back to 04/05 rates, so we are al
starting fromthe sane level in terns of our
nodel | i ng.

MR TAYLOR  That sane comment would apply in terns of
t he busi ness owner salary which Deloitte have
identified as their m ni mum confortable position,
| believe.

CHAIRMAN.  Yes, | think the point that each input needs
to be checked to nake sure that it is
year-appropriate is well taken on-board by the
experts, and | amsorry, that will involve a
little bit of checking and | ooking at particul ar
figures and saying, "Hm so what was the origin
of this figure? Were did that cone fron? Was it
an 04/05 figure that can just be plugged in or was
it fromsonewhere el se, and now what do we do with
it."

But | am-- you know, that is in good hands, |
amgrateful to you for undertaking that.
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MR RI CHARDS: Just a further point on those indexes.
G ven we're chained to 07/08 for | ooking at
salaries, we'll need to also |look at all the
inflation adjusters for all the other conponents
of the nodel ?
CHAI RMVAN.  Yes, | am aware of that.
M5 SALTER  They were ot her.
CHAI RMAN.  Yes. (Good. Thank you.
What's a reasonable tinefrane to ask you to
conme back to us on that in?

VR BARNES: | amin Auckland tonorrow and in Australia
for next week, which creates a few issues for
myself. | really need to discuss with Troy and

see what his availability is to be a bit nore
hands-on in this nodelling.

MR RI CHARDS: The way we have done this in the past is
soneone from KPMG and Del oitte have sat in the
room and basically nodell ed the outputs at once.
We have found that the nost efficient way of doing
it.

CHAIRMAN. | woul d expect it to be.
MR RICHARDS: And that is the approach we would like to
adopt going forward, so we'll work with Patrick

and Jackie to nake sure we can get a finite tine
and perhaps get back to Diane with appropriate
tinme. | understand your report is due at the end
of the nonth.
M5 SALTER  The 26t h.
CHAIRMAN. Really, | need to have all inputs | ocked
down at the | atest by next Friday.
M5 SALTER  Yes, realistically.
CHAI RVAN.  After that it is just not going to be
possible to incorporate things in the report.
Thank you all very nmuch for com ng today and
for the informati on provided. Thank you
especially to our accounting experts who have
t aken ever-expandi ng, and in sone cases it seens
slightly eccentric, requests and very patiently
nodel | ed them for ne.
That's very hel pful. Thank you very nuch
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Goodbye everyone.
MR TAYLOR  Thank you, Sir.
(Proceedi ngs adjourn.)
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