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The Chairman 
Premium Rates Committee of Western Australia  
2 Bedbrook place 
Shenton Park  WA  6008 
 
 
 
 
20 November 2002 
 
 
Dear Sir/Madam 
 
Actuarial Assessment of the Recommended Premium Rates for 2002/2003 – 
September 2002 - Addendum 
 
This addendum of our 28 March 2002 Premium Rates Committee report results from two 
causes: 
 
• a material revision of Form WC20 column (e) by a specific insurer 
• the incorrect class allocation of an unusually large claim 
 
The Form WC20 problem was referred to the insurer as part of the initial data validation 
process and the insurer confirmed that no alteration was required.  The final PRC report was 
made public and reference was made to the unusually low reserves of this major insurer, who 
then examined the issue more closely and identified two material errors had occurred.  
 
This addendum cross-references and updates the relevant sections in our original 28 March 
2002 report. 
 
We were later advised by WorkCover WA that an unusually large claim (estimated at over 
$6.0M) had been incorrectly allocated to Liquor Wholesaling (class 47170) by a different 
insurer, instead of to Grape Growing (class 01140).  Following an interim policy decision by 
the Premium Rates Committee we: 
 
• capped the unusually large claim at $3.5M 
• added no further development to the insurer’s estimate of this claim 
• spread the cost above the cap over the whole scheme 
• re-calculated all 2002/03 recommended premium rates 
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The Chairman 

20 November 2002 

Actuarial  Assessment of the Recommended Premium Rates for 2002/2003 – September 2002 - Addendum 

 

The Premium Rates Committee’s (PRC) final decision was:. 
 
• To re-gazette the recommended premium rates for affected classes under 
 

• 01 Agriculture – all classes in the 011 group (horticulture and fruit growing) 
 
• 47 Personal and household good wholesaling – all classes in the groups 
 

• 471 food, drink and tobacco wholesaling 
• 472  textile, clothing and footwear wholesaling 
• 473 household wholesaling 
 

• to hold the adjustment which spreads the excess over the cap until the next full review 
of rates and advise insurers of this minor outstanding adjustment. 
 

The revised rates adopted by the PRC are therefore a mix of the recommended rates adjusted 
for the capped transfer of the unusually large claim and the original rates calculated. 

 
The revised rates are therefore not calculated within one overall actuarial model and hence will 
not balance to the total incurred cost and the target premium pool documented in this report. 

 
This addendum should be read in the context that it documents this situation as if the excess 
over the cap of the unusually large claim had been respread, with only the final set of rates in 
Attachment A withholding the adjustment/increase to all classes not re-gazetted on 3 
September 2002. 
 
Yours faithfully 

 
Peter Lurie  
Actuary 



Liability is limited by the Accountant's Scheme 

 under the Professional Standards Act 1994 (NSW) 

 
 
PricewaterhouseCoopers  
Actuarial Pty Ltd 
ACN.  003 562 696 
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Premium Rates Committee of Western 
Australia 

Actuarial Assessment of the Recommended 
Premium Rates for 2002/2003 - September 2002 - 
Addendum 

1. Key findings 

1.3 Outstanding claim liabilities 

Section 1.3 pages 5 and 6 now reads (changes in italics): 

The actuarial assessment of the outstanding claim liabilities shows inflated central 
estimate reserve requirements of $1,102M ($1,197M) compared to aggregate reserves 
from applicable insurers of $1.231M ($1,184M).  

The market is $129M or 12% over-reserved, according to our estimates.  Last year the 
market was $13M or 1% under-reserved. 

Insurers reserving is consistent, but strong, in aggregate compared with the results of 
our projections. 

The reserves of most insurers lie within an acceptable range.  Generally reserves have 
been strengthened relative to claim payments from 259% last year to 323% now, but 
this increase is in part due to reduced claim payments this year. 

The table below compares the insurer’s and our reserving by accident year: 
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Insurers Inflated
Accident outstanding actuarial

year claim outstanding
ending reserves claim reserves Difference Difference
30 June $M   (a) $M   (b) $M   (c) %   (d)

2001 411.159       366.105             45.054             12%
2000 289.304       277.703             11.600             4%
1999 192.728       190.322             2.406               1%
1998 118.326       115.652             2.674               2%
1997 79.528         63.577               15.951             25%
1996 41.260         29.138               12.122             42%
1995 28.349         20.545               7.804               38%
1994 17.134         12.809               4.324               34%

earlier 53.223         25.776               27.447             106%

Total 1,231.012    1,101.629          129.382           12%

Notes : (a)    = from consolidated Form WC20 columns (d) + (e)
(b)   =  item (b) from Attachment GD5 divided by 1.05 to remove
claim expenses
(c)    = (a) - (b)
(d)    = {(a) / (b) - 1} x 100  

Note that insurer reserves are generally stronger than ours for accident years 1997 and 
older and for 2001, whereas they are fairly close from 1998 to 2000.  The ‘earlier’ 
years’ row for insurers includes a significant IBNR element being in relation to 
asbestos-related claims.  Specialised data and methods are required to reserve IBNR 
dust-disease claims and our reserves are not intended to include this.  In this respect, 
our reserves are likely to be understated.  While this may be a material reserving 
issue, it should not affect the level of recommended premium rates, which depends on 
the more recent accident years.  The 2001 year on the other hand is 12% stronger 
than our reserving and this could have a potential impact on recommended premium 
rates, if it turns out to be a more appropriate estimate. 

A prudential margin is commonly held in liability provisions to increase the 
probability that the central estimate will be sufficient.  The prudential margins 
declared by insurers were in the range 0% to 27% (0% to 25% last year) with an 
average of 14.0% (13.4% last year). 

We believe a 10% level of prudential margin is appropriate in times of stable claim 
experience in aggregate for the whole system.  In times of adverse claim trends either 
stronger prudential margins are required to obtained the same level of sufficiency in 
reserving or strong allowance for adverse trends is required in the valuation basis. 

1.4 Data 

Add the following paragraph to Section 1.4 page 6 after bullet points: 

Then of course there was the very late revision of Form WC20 column (e) by a major 
insurer, which lead to this version of our 28 March 2002 report, well after the report 
had been made public.  Subsequently we were notified of the incorrect rating class 
allocation of an unusually large claim (over $6.0M). 
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1.6 The October 1999 Act changes 

Section 1.6 page 8 paragraph 2 now reads (changes in italics): 

Based on the theoretical studies we had done, we estimated that the changes could 
reduce the cost of current outstanding claim provisions by between 3% and 5% 
depending on the specific features of the portfolio and future years incurred costs by 
up to 10%. 

Section 1.6 page 8 paragraph 4 now reads (changes in italics): 

However, for the forward scenario projections of incurred cost we have used the 
adjustment method for Statutory benefits, together with our analysis of the election 
option data to project future expected common law frequencies and average claim 
sizes
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3. Statement of results 

3.1 Overall premium rate variation 

3.1.1 Incurred cost of claims in Inflated and discounted values 

 Section 3.1.1 page 12 now reads: 

The 2001/2002 average claim size is estimated as: 

 (ACS for 2000/2001) x (1 + SI)  

 = 9,262 x 1.0653 = 9,867 

where ACS for 2000/2001 = 9,675 from GD4, before Act change 

 = 9,675 x (1 – 0.080 x 0.8 x 2/3) = 9,262 after Act change 
allowance 

  and SI   = 6.53% is the implied aggregate weighted average superimposed 
inflation rate (10.51% last year) solved for after determining the 
trends separately for common law and statutory benefits. 
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3.2 Relative premium rates 

Section 3.2 up to and including the first table on page 17 now reads: 

The experience rating method adopted results in premium rates for an unchanged 
premium pool which compare as follows to the current 2001/2002 Gazette rates : 

Table of movement in Recommended Premium Rates

Movement in Number of Recommended Rates which :
Recommended
Premium Rates Decrease Increase Unchanged Total

5% or less 113 118 12 243

more than 5% but 10% or less 52 69 0 121

more than 10% but 15% or less 24 37 0 61

more than 15% but 20% or less 18 10 0 28

more than 20% 5 22 0 27

Total 212 256 12 480
 

Last year 191 rates decreased, 150 changed by less than 5% and 117 changed by 
between 5% and 10%.  Relative premium rates are more robust than last year in spite 
of: 

• the 12.5% increase in the self-rating point from $400M to $450M 

• any volatility caused by the October 1999 Act changes 

• any artificiality introduced by normalising rates to an unchanged premium pool 
which is differently distributed by rating class. 

74% of classes have rates which change by less than 10% compared to only 56% last 
year. 

The rates for 3 (2) classes increase by more than 50% while the rates for 2 (12) 
classes decrease by more than 33%. 
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After the aggregate 6.0% reduction in rates, the distribution of the percentage 
movement in recommended rates is shown below: 

Table of movement in Recommended Premium Rates

Movement in Number of Recommended Rates which :
Recommended
Premium Rates Decrease Increase Unchanged Total

5% or less 130 66 12 208

more than 5% but 10% or less 114 34 0 148

more than 10% but 15% or less 49 12 0 61

more than 15% but 20% or less 29 8 0 37

more than 20% 16 10 0 26

Total 338 130 12 480
 

3.3 Outstanding claim reserves 

3.3.1 Central Estimate of outstanding liabilities 

Section 3.3.1 page 21 now reads: 

The actuarial assessment of outstanding claim reserves since 30/06/95 are compared 
to insurers reserves in the table below: 

Inflated/Undiscounted Reserves ($M) 
Year ending 

30 June 
Actuarial 

(a) 

Aggregate Insurers 

(b) 

% Difference from 
Insurers Reserves 

(c) 

2001 (d) 1,101.6 1,231.0 11.7% 

2000 (d) 1,197.0 1,184.0 -1.1% 

1999 (d) 1,195.4 1,143.9 -4.3% 

1998 (d) 1,117.5 938.2 -16.0% 

1997 738.2 641.9 -13.0% 

1996 608.9 604.1 -0.8% 

1995 600.0 542.7 -9.6% 

Notes: (a)    = item (b) from Attachment GD5 divided by 1.05 to remove claims expenses and from our prior 

reports 

 (b) from Form WC20 data supplied by insurers 

 (c)    = (b) / (a) - 1 

 (d) includes GIFU and Municipal WorkCare from 1998 year onwards. 
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Inflated insurer reserves are now 12% ($129M) higher than our actuarial estimates 
compared to 1% lower last year and up to 16% lower over the previous five years. 

Section 3.1.1 page 23 paragraph 8 now reads: 

Individual insurer reserves were broadly tested for adequacy, using a reserving range 
of 160% to 400% of claim payments as a benchmark.  The average reserves to claim 
payments is 263% (262%) for all insurers combined using inflated actuarial estimates 
and 323% (259%) using insurer reserves.  The figures in brackets are last year’s. 

Section 3.1.1 page 23 paragraph 9 reads:  

This shows that actuarial reserves have increased by 1% of claim payments since last 
year, and that insurer reserves have increased by 64% of claim payments.  Last year’s 
actuarial reserves decreased by 32% and insurers reserves by 5% of claim payments.  
So insurer reserves increased significantly. 

 

Section 3.1.1 page 24 table now reads: 

Inflated o/s
Insurer reserves / claim Prudential

payments (a) Margin (b)
1                                373.1% 16.8%
2                                367.6% 14.5%
3                                361.8% 8.4%
4                                359.3% 26.8%
5                                344.1% 12.0%
6                                320.7% 15.0%
7                                318.7% 11.4%
8                                316.4% 14.3%
9                                311.0% 16.8%

10                              299.6% 12.6%
11                              288.0% 0.0%
12                              274.3% 15.0%
13                              257.7% 13.5%
14                              257.4% 12.7%
15                              247.1% 11.4%
16                              246.6% 16.8%
17                              159.7% 10.0%
18                              156.3% 10.3%

Total 322.7% 14.0%

Notes : (a) = (case est o/s + INBR+Dev est) / 
        claim payments from Form WC20 
        for 2000/01

(b) = prudential margin % as supplied 
        by insurers on Form WC20 for 2000/01 

Section 3.1.1 page 24 paragraph 1 after table now reads: 

Only two insurers had a ratio of less than 200%.  This involves one fairly immature 
portfolio which may well have a shorter tail and a small insurer (around 0.25% of 
market).  Thirteen (eight) out of 18 returning insurers  had ratios less than the 323% 
average. 
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Section 3.1.1 page 24 paragraph 2 after table now reads: 

The seven largest insurers have 5% market share or more and represent 82% of the 
2000/01 gross written premium.  Only one of these seven insurers has reserves well 
below the 323% average, the other six had reserving ratios of 319% to 373%.  The 
large insurer with apparently weak reserves is number 11 in the table above.  We note 
that this insurer is the only WA licenced insurer which does not ho ld a prudential 
margin.  We regarded the situation as potentially serious especially since the new 
APRA guidelines will require all insurers to provision at a 75% level of sufficiency 
and have stronger solvency and capital adequacy margins.  However when revising 
their Form WC20, this insurer confirmed that additional capital would be obtained to 
support APRA’s new standards from 1 July 2002. 

Section 3.1.1 page 25 table reads: 

Insurers Inflated
Accident outstanding actuarial

year claim outstanding
ending reserves claim reserves Difference Difference
30 June $M   (a) $M   (b) $M   (c) %   (d)

2001 411.159       366.105             45.054             12%
2000 289.304       277.703             11.600             4%
1999 192.728       190.322             2.406               1%
1998 118.326       115.652             2.674               2%
1997 79.528         63.577               15.951             25%
1996 41.260         29.138               12.122             42%
1995 28.349         20.545               7.804               38%
1994 17.134         12.809               4.324               34%

earlier 53.223         25.776               27.447             106%

Total 1,231.012    1,101.629          129.382           12%

Notes : (a)    = from consolidated Form WC20 columns (d) + (e)
(b)   =  item (b) from Attachment GD5 divided by 1.05 to remove
claim expenses
(c)    = (a) - (b)
(d)    = {(a) / (b) - 1} x 100  

Section 3.1.1 page 25 paragraph 1 after table now reads: 

Note that insurer reserves are generally stronger than ours for accident years 1997 and 
older and for 2001, while they are close for 1998 to 2000.  The ‘earlier’ years’ row for 
insurers includes a significant IBNR element being in relation to asbestos-related 
claims.  Our estimates are likely to be understated here, but this should not affect 
premium rating.  The 12% stronger reserving for 2001 by insurers could have a 
potential impact on recommended rates, if it turns out to be a more appropriate 
estimate. 
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Section 3.1.1 page 26 paragraph 1 now reads: 

By applying the ratios in columns (a) to (c) above, insurers can obtain a measure of 
the strength of their own case estimates and total provisions, relative to overall market 
levels. 

3.3.2 Prudential margins 

Section 3.3.2 page 26 paragraph 3 now reads: 

This means that individual insurers will require higher margins than the scheme as a 
whole.  In 3.3.1 we saw the market on average holds prudential margins of 14.0% (up 
from 13.4% last year and 9.0% the year before). 

Section 3.3.2 page 26 paragraph 6 now reads: 

Prudential margins declared by insurers over their central estimates, were in the range 
0% to 27% (25% last year), with an average of 14.0% (13.4%) and 11 (10) insurers 
had margins within 2.5 percentage points of the average.   

Section 3.3.2 page 26 paragraph 8 now reads:   

One (one last year) returning entity keeps a 0% margin and also holds reserves well 
below the 323% average.  The feedback obtained by the regulator from this large 
active insurer indicates that extra capital will be injected to support its WA workers’ 
compensation liabilities and risk margins in the light of APRA’s new GPS210 
valuation and solvency standards which require prudential margins at 75% 
sufficiency. 

Section 3.3.2 page 27 paragraph 2 now reads: 

In theory, if the coefficient of variation (the measure of variability of the expected 
claim costs) was increased from 12.5% to 20.0% as a result of real adverse claim 
trends increasing the uncertainty in claim costs, then the margins above change as 
follows : 
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Section 3.3.2 page 27 table 2 now reads: 

 

 Additional Uncertainty Prudential Margin at a 
level of sufficiency of  (a) : 

Coefficient of 
variation 

60% 70% 75% 80% 90% 

20.0% - 2.7% 5.8% 9.4% 19.4% 

12.5% - - 0.7% 2.8% 8.6% 

 

Note :  (a) calculated as  
  {(1 + margin from previous table)/1.08 -1 }   subject to a minimum of zero. 
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4 Claims experience 

4.4 Analysis of large claim data 

Section 4.4 page 38 bullet point 2 now reads: 

• the number of large claims grew from around 10 per year in the early 1990’s to 
25 to 35 by 1996/97 
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7 Expense analysis 

Section 7 page 53 last paragraph now reads: 

Note that the insurer number in the above table does not concord with that in the 
reserving strength table in section 3.3.1. 
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8 Terminology and limitations 

8.3 Additional reliances on common law/election application costings 

Section 8.3 page 55 paragraph 1 now reads: 

The common law projections in section 4.3 and Attachment H involve assumptions 
about future uncertain claim events, the impact of legislative change and economic 
and social conditions and hence the actual outcome may well be different from the 
results in this report.   
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10 Comment on the impact of APRA’s new reserving 
standard 

Section 10 page 57 bullet point 9 now reads: 

• estimate the extent to which prudential margins on claim reserves need to 
increase for insurers currently at less than 75% sufficiency 
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Attachment A      Relative premium rates – 
reduced by 6.0% and with brokerage 

removed 

A      Relative premium rates – reduced by 6.0% and with brokerage removed   

Attachment A, pages 60 and 66 now read: 
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Attachment A      Relative premium 
rates – reduced by 6.0% and with 

brokerage removed 
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Attachment C – Summary of Forms WC101 
and WC20 

Attachment C Summary of Forms WC101 and WC20 page 89 reads: 

Consolidated Form WC20 - 2000/2001

YEAR OF NUMBER OF CLAIMS AMOUNT OF CLAIMS PAID NUMBER OF REPORTED PROVISION FOR CLAIMS OUTSTANDING
ACCIDENT REPORTED IN CURRENT DURING CURRENT YEAR CLAIMS OUTSTANDING AT AT THE END OF CURRENT YEAR

YEAR (CLASSIFIED BY YEAR (CLASSIFIED BY YEAR OF END OF CURRENT YEAR (CLASSIFIED BY YEAR OF ACCIDENT)
OF ACCIDENT) ACCIDENT) (CLASSIFIED BY YEAR OF AND FURTHER SUBDIVIDED INTO:

                  ACCIDENT)
(a) (b) (c) (d) (e)

               CASE DEVELOPMENT
          ESTIMATES AND IBNR ESTIMATES

$ $ $

2001 39,733 74,395,572 15,220 205,486,248 205,673,166
2000 4,862 109,977,709 4,921 165,404,823 123,898,884
1999 184 68,351,276 2,543 105,899,570 86,828,655
1998 62 49,480,058 1,504 65,044,559 53,281,270
1997 35 34,643,408 926 47,704,100 31,823,954
1996 20 15,461,480 550 23,312,532 17,947,584
1995 12 10,446,614 391 17,141,257 11,207,957
1994 7 8,772,996 252 11,043,313 6,090,308
1993 17 3,612,038 167 7,262,095 1,395,436
1992 13 1,129,420 121 3,813,270 473,405
All earlier yrs 77 5,181,436 532 10,999,216 29,279,951

Total 45,022 381,452,008 27,127 663,110,984 567,900,571
45,022 381,452,008 27,127 663,110,984 567,900,571
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Attachment D                                       Data 

D Data 

D3 Data quality 

Attachment D page 99 new last paragraph reads: 

The exception to this was the late revision of Form WC20 column (e) after the public 
release of our 28 March 2002 PRC report, in spite of the problems being identified 
and referred to the insurer in the data validation stage.  Subsequently we were 
notified of an unusually large claim which was allocated to the wrong premium rating 
class.  This necessitated a data transfer between codes and a re-run of the entire 
premium rating model and major update of our 28/3/2002 report. 
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E      Assumptions 

E1 Financial assumptions 

Section E1 page 102 paragraph 2 after table now reads: 

The wage inflation assumptions are taken from the WA Treasury Mid-Year Budget 
Review (September 2001) following last year’s instructions by the Premium Rates 
Committee.  Generally our standard approach is to base future wage inflation on 
Access Economics five year forecasts, as an equivalent uniform rate (4.00% 
currently). 
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Attachment G                Outstanding claim 
valuation 

 

G      Outstanding claim valuation 

GD4 Adopted estimates in 30/06/2001 values 

Attachment G Section GD4 page 124 table now reads: 

 

Accident Estimate Average Ratio
Year of claim to Case

Ending outstanding size Estimates
30-Jun claims (a)

(a)(b)
$M $

2001 349.194 9675 170%
2000 268.842 9225 163%
1999 180.737 8642 171%
1998 108.966 8380 168%
1997 59.215 8010 124%
1996 26.976 7072 116%
1995 19.022 6920 111%
1994 11.836 6076 107%
1993 23.659       - 107%

& earlier

Total 1048.446 158%

 

 

 

 

 

Note: (a) In 30/06/2001 values, including GST and excluding Act 
change allowance 

 (b) The adopted model is a composite weighted average of 
the statistical models.  The weights attached to the 
models reflect the extent to which they are considered to 
appropriately reflect the experience of each accident 
year. 

The PPCI method usually provides the most reliable 
estimate for the early stage of development.  The PPCI 
model has been accorded 331/3% for 2001 and 1998, 
25% for 2000 and 1999, and 20% for 1997.  Nil weight 
has been attached to the PPCI for all earlier years. 
 
The PPCF model is generally most appropriate for the 
interim development years.  Its has been accorded the 
same weightings as for the PPCI method above, except 
50% weighting for 2000 and 10% for 1996 and 1995. 
 
The PCE method is based on projected future 
development of case estimates rather than payments, 
and as such is the best indicator of the tail of the 
experience.  It has been given a 40% weight for 1997, 
80% for 1996, 90% for 1995 and 100% for earlier 
accident years. 
 
The PPCH model is most often a good gauge of the 
interim to the tail of the experience.  It has been 
accorded the same weighting as the PPCI model above, 
except 50% for 1999 and 10% for 1996. 
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I Scenario tests  

I2 Neutral scenario 

Section I2 page 139 now reads: 

Projection of post Act change Average Claim Size Scenario 1 - Neutral calculation

The frequency and average claim sizes above are now combined to estimate the impact on the average size of all claims.

The average claim size of all claims in 30/6/2001  values allowing for past superimposed inflation only is estimated as :

$8582 as per section 3.1.1 of this report

Analysis of the paytype data underlying this average reveals that common law plus legal costs are now (26 x 1.2) = 32% of the total.
So if we start with the $8582 we get :

*   statutory component = $8582 x (1-0.32)= 5,835.76                        

*    plus future and forward SI at a long term rate of 3.5% pa and {2.46 / (1 - 0.32)} = 3.62% pa for
reducing incurred claim numbers

 = 5835.76 x (1 + 0.035)^(1.75 + 1.75) + 5835.76 x (1.0362^1.75 -1) = 6,582.47                        +  374.7

*    plus 33.3% of impact of Act amendments = 6582 x [1 + 0.33333 x (0.044 + 0.06 - 0.10 - 0.065)] +  374.7

      = 6582 x 0.9797 +  374.7 for reducing claim numbers = 6,448.62                          +  374.7

6,823.32                        

assuming 67% of the Act change impact is already built into the statutory average claim size and
from Attachment A of our 10/10/99 Act change report to the PRC we see average estimates of :

* the increased PA is estimated to increase Statutory benefits by 4.4%
* open redemptions are estimated to increase Statutory benefits costs by 6.0%
* the 1.5 x AWE Cap on weeklies is estd to reduce Statutory benefits by 10.0%
* the Stepdowns are estimated to reduce Statutory benefits by 6.5%.

'*    estimated new Act common law costs from the frequency of (40 x 12 x 0.85 + 96) / (43,944 x (1 - 0.025))

= (408 + 96) / 42845 = 1.18% in 2001/02 being

= 0.475% x 181,300 on 16% to 30% disability claims

861.18                           

= 0.705% x 372,500 on 30% or more disability claims

2,626.13                        

*    estimated Statutory cost substituted by common law claims saved

 = (0.029 - 0.012) x (0.62 x 0.50 + 0.38 x 0.35) x 219,500 = 

1,672.50                        

*    total average claim size = statutory + common law sizes including 1.25% GST :

= ( 6823 + 861 + 2626 + 1673) x (1 + 0.0125 x 2/3)  =

12,082.99                  

*  when this average claim size is combined with 43,944 x (1 - 0.025) claims incurred,
0.9433 for wage inflation and interest and the 78.7% loss ratio we get  a
revised premium pool required of :

$12083 x 42845 x 0.9391 / .8040 = 604,686,404           

and an average premium rate on $24.493bn wages of :

2.469%

which is 6% lower than the 2.626% average rate in the 2000/01 Gazette  




