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WorkCover Western Australia                             
Actuarial Assessment of Cost Impact of the 2005 
Workers' Compensation Reforms 

1 Key findings 

• 

• 

• 

• 

• 

The current costs of the system are driven by two key aspects : 
� increases in real average claim sizes after adjusting for wage inflation and 
� significant reductions in claim frequency and the number of claims incurred. 

 

The claim frequency has reduced for both Statutory and common law claims.  The 
reduction in claim numbers has been greater than the increase in average claim size, 
leading to a net reduction in system costs over the period. The cost reductions are 
largely due to the impact of the October 1999 Act amendments. We note the reducing 
claim number trend stabilised during 2002/03 and claim numbers increased slightly in 
2003/04. 

 
The actuarial assessment in this report uses our 2005/06 Recommended Premium Rates 
report as the base from which to assess cost variations. 
The current premium rating cycle based on insurer data up to 30 June 2004 is currently 
being completed. 
This actuarial assessment is based on the most up to date available data supplied by 
WorkCover WA. 

The results of our actuarial costings are shown below separately for  
� the initial impact 
� the impact after some erosion has occurred and 
� the estimated once-off retrospective costs. 
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  Key findings 

• The initial yearly recurring cost impact is estimated as below: 
 
Summary of the Results of Model Costings - estimated initial impact of changes

Actuarial costings + WorkCover WA implementation costs

Estimated % change Estimated $ change Estimated % change
Proposed change costed in claim costs only (a) in claim costs only (b) in total annual costs (c)

Total ongoing cost estimate of impact on claim costs 18.4% 81,769,351 14.3%

Notes : (a) = from the detailed costing in the attachments

(b) = (a) x $444.654M being the estimated risk cost of claims as per 3.1.1 of our 2005/06 Recommended Premium Rates report

(c) = (b) x $570.801M being the estimated incurred cost including expenses as per 3.1.2 of our 2005/06 Recommended Premium Rates report  

• The estimated yearly recurring cost impact after some erosion has occurred is shown 
below: 

 
Summary of the Results of Model Costings - estimated impact of changes after erosion

Actuarial costings + WorkCover WA implementation costs

Estimated % change Estimated $ change Estimated % change
Proposed change costed in claim costs only (a) in claim costs only (b) in total annual costs (c)

Total ongoing cost estimate of impact on claim costs 29.3% 130,386,541 22.8%

Notes : (a) = from the detailed costing in the attachments

(b) = (a) x $444.654M being the estimated risk cost of claims as per 3.1.1 of our 2005/06 Recommended Premium Rates report

(c) = (b) x $570.801M being the estimated incurred cost including expenses as per 3.1.2 of our 2005/06 Recommended Premium Rates report  
Note that the ongoing annual costs are shown separately from the estimated once-off 
retrospective costs. 

• The once-off retrospective cost impact is estimated as shown below: 
 
Results of Model Costings - estimated once-off retrospective impact of changes

Once off costs estimates Estimated % change Estimated $ change Estimated % change
o/standing liabilities (a) o/standing liabilities (b) o/standing liabilities (c)

Retrospectivity on enhanced Statutory benefits 4.6% 46,676,194 4.6%

Notes : (a) to (f) = from the detailed costing in the attachments

(g) = (f) / $1010.72M which is the estimated 30/6/2004 outstanding liability for all accident years as per G4.5 of our 2005/06 Premium rates report  
The retrospective costs arise once only, i.e. they do not recur each future year.  They 
arise from the improvements in statutory benefits on open claim files at date of assent of 
the proposed package.  Also the once-off costs are expressed as a percentage of 
outstanding liabilities ($1,011M), while the annual costs are as a percentage of the 
estimated annual premium pool ($571M).  These percentages are therefore not additive. 
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  Key findings 

More detail of the components, background and assumptions for these costings can be found 
in section 3 and the attachments to this report. 

• 

• 

• 

• 

• 

• 

• 

We also costed the additional impact of the measures to redress the Dutch decision in 
the 2004 Reform Act based on the actual applications upto the 25 January 2005 cut-off.  
Far fewer claims than estimated actually applied, leading to a significantly reduced cost 
estimate of $5.4M.  See Attachment A14 for details.   
The summary results in the tables are estimates of: 
� the change in the direct cost of claims 
� the change in total costs which is a measure of the change in recommended 

premium rates 
� the once off cost changes which are a measure of the impact on reserves for incurred 

but unpaid liabilities. 

The regulatory costs of implementing the proposed changes have been included in this 
costing but the change in ongoing system administration costs e.g. injury management 
and insurer administration costs would need to be quantified and added to these results 
to obtain the overall cost of the proposed changes.  

The administrative impact on costs of the proposed changes except for the regulator’s 
implementation costs, are beyond the scope of the actuarial costing brief. 

The actuarial cost projections are subject to a high level of uncertainty as detailed in 
section 4.4 below.  This uncertainty is increased because: 
� the complex nature of the changes exposes the ultimate cost impact to the 

uncertainty involved in significant potential behavioural change by system 
participants 

� the potential for erosion of the impact of any legislative change. 
It is not uncommon in accident compensation systems to find that the cost impact of 
legislative changes erodes over time from: 
� a high initial impact, to  
� a moderate interim impact after some erosion and behavioural change has occurred, 

to 
� an ultimate neutral impact or the re-emergence of adverse trends. 

The key drivers of the cost estimations are listed below: 
� the change from disability to whole person impairment (WPI) assessment 
� the veracity of  the assumption we were instructed to make that, WPI is a 5% 

stronger measure than disability ie a 25% WPI threshold equates to a 30% disability 
threshold 

� the extension of the election option period from 6 to 12 months with two possible 6 
month extensions 

� the maximum Statutory benefit is around $290,000 plus extended medical expenses 
capped at $250,000 in extreme cases.  This is likely to increase common law 
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  Key findings 

average claim sizes for 25% or more impaired claimants and increase the 
substitution ratio of common law claims saved 

� the impact on claim duration of extending the period on full weekly benefit from the 
first 4 weeks to the first 13 weeks of each claim 

� significant cost impact of increasing the weekly benefit cap to 2.0 x AWE and the 
impact on claim durations 

� the impact on claim durations of the conflict between early return to work under 
injury management and the enhanced Section 84E benefits 

� increased medical costs potential to transfer costs from Medicare and Social 
Security to WA workers’ compensation system 

� the estimated claim cost saved by tighter rules for termination of employees and 
possibly improved dispute resolution and injury management systems 

� material costs for retrospective cost/reserve increase to insurers 
� additional administration costs. 

 
Other key drivers of the proposed changes are: 
� the assessment of whole person impairment by trained and approved medical 

practitioners 
� the use of single assessment guide 
� administrative cost impacts 
� injury management focus 
� revised dispute resolution. 

 
The costing of the ongoing administrative impacts is beyond the scope of this report and the 
subjective nature of the potential cost impact of the other items and the lack of data has lead 
us to a minimal to neutral approach for some elements of the costing. 

 

• 

• 

We were however asked to include a $12M extra cost allowance for introducing legal 
representation throughout the dispute resolution process, based on the costing in section 
4.10 of the 31 July 2001 Guthrie report. We note that our original costing had included 
a notional $3M for this and that the Guthrie report went on to assume cost neutrality 
from this source. 

We were also requested to include allowance for a 20% increase in the General Fund 
Levy to reflect both the implementation and increased ongoing operational costs of the 
2004 Reform Act to WorkCover WA. 
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  Key findings 

2 Introduction 

Following a 14 March 2005 meeting we were requested by the WorkCover WA Board to 
provide a revised assessment of the cost impact of the implementation of the Workers 
Compensation Reform Act 2004. 

The revised assessment should: 

• 

• 
• 

• 

• 

• 

be based on the assessment prepared for the Government in April 2004, but to 
incorporate costs associated with any amendments subsequent to the preparation of the 
report; 

use current actuarial data; 
include provision for additional administrative costs arising from the implementation of 
the legislation; and 

be in form suitable for publication. 

The Act changes which were actuarially assessed are described briefly below: 

access to common law with  
� dual gateway from 15% to less than 25% and 25% or more whole person 

injury (WPI) 
� a cap on total claim size for 15% to less than 25% WPI claimants 
� election option within 12 months instead of 6 months 
� secondary psychological overlay excluded 
� assessment of whole person impairment by trained, approved medical 
� practitioners using a single guide 
� statutory benefits stepping down on election for impairments of 15% or more 
� but less than 25% 
� assume WPI is a 5% stronger measure than disability ie 25% WPI equates to 
� 30% disability  
enhanced statutory benefits  
� Section 84E increased to 75% of PA and indexed 
� cap on weekly benefits increased (from 1.5 x AWE to 2.0 x AWE) 
� weekly benefits to stepdown after week 13 rather than week 4 
� include AIDS acquired at work in Schedule 2 at 100% (HIV not included) 
� amendments to Clause 18A of Schedule 1 regarding payment of additional medical 

exposures and extended, capped medicals in extreme cases 
� revise Schedule 2 benefit levels for backs, necks and pelvises 
� increased funeral benefits 
� improved entitlements for (orphan) dependent children 
� special retraining stream 
� 12 weeks of interim payments 
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  Introduction 

� improved fatality benefit 
� removal of coverage for working directors 
� transfer of management of noise-induced hearing loss claims 

• 

• 
• 
• 

• 

• 

• 

• 
• 

• 

• 

the implementation and operational costs to WorkCover WA. 

 

Retrospective cost elements are separately identified where applicable.  These apply only to 
certain statutory benefits.  They do not apply to the Schedule 2 benefit improvements. 

We were also asked to cost the impact of the Dutch decision remedy. 

 

We have performed these cost impact projections in an environment that saw: 

very adverse common law frequency trends up to the October 1999 Act changes 
significant overall increases in system costs and premium to employers 
significant reductions in common law claim numbers and cash costs since the October 
1999 Act amendments 
an aggregate 34% reduction in Gazette premium rates since the October 1999 Act 
changes 

a relatively undeveloped and slowly maturing cost profile of the post October 1999 Act 
change experience, due to the long tail nature of workers’ compensation risk costs. 

The costing approach used is outlined below: 

use the actuarial projections in our 2005/06 Recommended Premium Rates report as the 
base from which to assess cost variations including the common law cost aspects 
clarify any necessary details of the recommendations 

cost the various aspects of the proposed changes with special attention to the actuarial 
analysis and assessment of the cost of any new aspects 
carefully analyse and estimate the initial cost impact and the likely effect of erosion 
over time and consider potential behavioural change  
analyse and cost the actuarially assessed claim costs, relative to 
� the new dispute resolution procedures  
� medical tables and assessment 
� injury management programs 
� termination of employment 
� insurance arrangements 
� other miscellaneous aspects. 

The results obtained, the data and methods used and assumptions adopted are described in the 
sections that follow.  Detailed supporting material can be found in the attachments. 
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  Introduction 

For costings of this nature it is not possible to calculate exact outcomes with precision.  This 
is because the current cost of the system cannot be estimated with certainty since it is based 
on future uncertain claim events and economic, social and legislative conditions.  The actual 
outcome may well be different from the results presented. 

In addition, predicting the cost of changes to the system adds significantly to the projection 
uncertainty, particularly when the changes are far reaching and occur before the cost of 
earlier recent changes has matured.  This should be borne in mind whenever using the results 
in this report. 
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  Results 

3 Results 

3.1 Estimated cost impact – actuarial costings 
Summary of the Results of Model Costings - estimated initial impact of changes

Actuarial costings + WorkCover WA implementation costs
Estimated % change Estimated $ change Estimated % change

Proposed change costed in claim costs only (a) in claim costs only (b) in total annual costs (c)
New common law access -

15% WPI, cap and Stat benefit 1.3% 5,842,333 1.024%
stepdowns to less than 25% WPI, 12 months
to elect

Enhanced Section 84E - at 75% of PA 0.5% 2,355,025 0.413%
Stepdowns to 85% earnings after 13 weeks 5.0% 22,427,503 3.929%
2.0 x AWE cap on weekly benefits 4.9% 21,785,962 3.817%

Schedule 2 to include AIDS 0.1% 584,617 0.102%

Clause 18A - cost of enhanced medicals 2.4% 10,843,550 1.900%

Impairment assessment and guides 0.0% 0 0.000%

Rules for termination of workers on benefit -0.2% -704,507 -0.123%

Injury management 0.0% 0 0.000%

Dispute resolution 1.8% 7,808,047 1.368%

Backs, necks and pelvises (increase by 15%) 0.4% 1,596,752 0.280%

Funeral expenses 0.0% 68,420 0.012%

Dependent children entitlements 0.0% 221,771 0.039%

Special retraining stream @ 30 claimants pa 0.6% 2,630,160 0.461%

12 weeks interim payments 0.3% 1,400,000 0.245%

Improved fatality benefit 0.5% 2,232,655 0.391%

Implementation costs to General Fund 0.6% 2,677,062 0.469%

Total estimated cost impact 18.4% 81,769,351 14.325%

Notes : (a) = from the detailed costing in the attachments

(b) = (a) x $444.654M being the estimated risk cost of claims as per 3.1.1 of our 2005/06 Recommended Premium Rates report

(c) = (b) x $570.801M being the estimated incurred cost including expenses as per 3.1.2 of our 2005/06 Recommended Premium Rates report  
 

Note that these are annually recurring cost estimates. 
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  Results 

Summary of the Results of Model Costings - estimated impact of changes after erosion

Actuarial costings + WorkCover WA implementation costs
Estimated % change Estimated $ change Estimated % change

Proposed change costed in claim costs only (b) in claim costs only (b) in total annual costs (c)
New common law access -

15% WPI, cap and Stat benefit 3.2% 14,439,143 2.5%
stepdowns to less than 25% WPI, 12 months
to elect

Enhanced Section 84E - at 75% of PA 1.7% 7,347,678 1.3%
Stepdowns to 85% earnings after 13 weeks 7.8% 34,762,630 6.1%
2.0 x AWE cap on weekly benefits 7.6% 33,768,241 5.9%

Schedule 2 to include AIDS 0.2% 1,065,909 0.2%

Clause 18A - cost of enhanced medicals 2.9% 13,012,260 2.3%

Impairment assessment and guides 0.0% 0 0.0%

Rules for termination of workers on benefit -0.2% -704,507 -0.1%

Injury management 0.0% 0 0.0%

Dispute resolution 1.8% 7,808,047 1.4%

Backs, necks and pelvises (increase by 15%) 0.4% 1,596,752 0.3%

Funeral expenses 0.0% 68,420 0.0%

Dependent children entitlements 0.0% 221,771 0.0%

Special retraining stream @ 30 claimants pa 1.8% 7,890,480 1.4%

12 weeks interim payments 0.9% 4,200,000 0.7%

Improved fatality benefit 0.5% 2,232,655 0.4%

Implementation costs to General Fund 0.6% 2,677,062 0.5%

Total estimated cost impact 29.3% 130,386,541 22.8%

Notes : (a) = from the detailed costing in the attachments

(b) = (a) x $444.654M being the estimated risk cost of claims as per 3.1.1 of our 2005/06 Recommended Premium Rates report

(c) = (b) x $570.801M being the estimated incurred cost including expenses as per 3.1.2 of our 2005/06 Recommended Premium Rates report  
Note that these are annually recurring costs. 

Once-off retrospective costs are: 
Results of Model Costings - estimated once-off retrospective impact of changes

Once off costs estimates Estimated % change Estimated $ change Estimated % change
o/standing liabilities (e) o/standing liabilities (f) o/standing liabilities (g)

(a) increase in cap on weekly benefits from 1.5 to 2.0 x AWE 2.0% 20,148,456 2.0%
(b) Section 84E increased and indexed going forward 0.4% 3,783,749 0.4%
(c) Clause 18A additional medical expenses 1.7% 17,422,014 1.7%
(d) stepdowns after week 13 (4 currently) 0.5% 5,321,975 0.5%

Total retrospectivity on enhanced Statutory benefits 4.6% 46,676,194 4.6%

Notes : (a) to (f) = from the detailed costing in the attachments

(g) = (f) / $1010.72M which is the estimated 30/6/2004 outstanding liability for all accident years as per G4.5 of our 2005/06 Premium rates report  
These retrospective costs arise once only, i.e. they do not recur each future year.  They 
arise from improvements in Statutory benefits on open claim files at date of assent of the 
proposed package.  We have been informed that there is no retrospective element to the 
Schedule 2 benefit improvements.  We have therefore not included this component.  The 
12 week interim payment order may well be retrospective but we are advised that the 
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  Results 

data supplied for our ongoing costings includes sufficient margin for this.  Legal advice 
obtained by WorkCover indicates that the improved fatality benefit is not retrospective. 

The once-off costs are expressed as a percentage of outstanding liabilities ($1,011M), 
while the annual costs are as a percentage of the estimated annual premium pool 
($571M).  These percentages are therefore not additive. 

Attachment A gives the detailed costing of each of the aspects costed, including the base 
model from our 2005/06 Recommended Premium Rates report. 

The objective has been to obtain a costing basis which is balanced and internally 
consistent.  If this is achieved it can be expected that the results would be robust to future 
fine tuning and other complementary changes. 

The costings show that 

• 

• 

• 

• 

• 

• 

the major cost items are the increased 2.0 x AWE cap on weekly benefits and the 
extension of the weekly benefit stepdown from 4 to 13 weeks.  These items 
account for more than 57% of the total cost estimate 
the cost of enhanced medicals, common law access and dispute resolution are 
material  
the enhanced Section 84E becomes a material cost with some erosion and 
behaviour change influences 
the remaining items in aggregate contribute the balance of the cost estimate. 

We comment below on the main features of each item costed. 

Common law changes : 
� method as used for our 2005/06 Recommended Premium Rates 
� overall cost impact is estimated as 1.0% of total system costs initially and 2.5% 

after erosion 
� we were instructed to assume that WPI assessment would produce 5% lower 

level than disability for the same injury ie 30% disability equates to 25% WPI. 
This assumption is the subject of some difference of opinion across various 
groups of informed system participants. The impact of inaccuracy in this 
assumptions could be very significant 

� removal of secondary psychological effects assumed to protect the impairment 
threshold from erosion 

� extension of election option to 12 months and the continuation of stepped down 
Statutory benefits thereafter (under 25% impairment) increased common law 
claim frequency 

Enhanced Section 84E 
� now indexed at 75% of the prescribed amount 
� Section 84E improvements add 0.4% to 1.3% to costs and have potential to 

increase substitution benefits 
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• 

• 

• 

• 

• 

• 

Increased weekly benefit cap: 
� makes no allowance for any future change in the cap 
� extra cost mainly from claimants earning between 1.5 and 2.0 x AWE and 
� extended claim durations since the replacement ratio of pre- to post-injury 

earnings, increases. 
Including AIDS diseases in Schedule 2: 
� use national and international statistics in the absence of WA workers’ 

compensation specific data 
� assume 20% of total incidents are work related initially increasing to 30% with 

erosion 
� moderate cost impact estimated. 

Clause 18A - $2,000 medical expense indemnity and extended, capped medicals: 
� currently average medical costs are around $2,400 
� assume Clause 18A applications are equally divided between an extra $2,000 

and extended, capped medical expenses 
� assume $143,750 average for extended, capped medicals 
� applies to claims with 15% or more WPI 
� transfers costs to WA workers’ compensation from Social Security, Medicare 

and Health 
� potential for future erosion from this source. 
Single impairment guide: 
� estimates very subjective 
� neutral cost impact allowed 
� if unintended or unforseen influences are allowed, erosion cost impact could be 

significant 
� great care required when rewriting guide 
� potential for saving from consistency in assessing impairment 
Termination of workers on benefit: 
� net saving assumed due to employer notification enabling better claims 

management by insurers 
� costing assumes 320 workers per year save 10% of double the average claim 

size where 320 is 40% of the 800 estimated number of dismissals 
� moderate saving allowed which is assumed to be robust. 

Injury management: 
� potential to save material claim costs if properly and effectively implemented 
� uneven experience across insurers 
� need to factor in the cost of implementing and running the injury management 

program. 
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• 

• 

• 

Dispute resolution: 
� moderate to small net saving estimated from improved outcomes, more than 

offset by extra legal costs. The result is a net cost increase 
� actual outcome could go either way depending on actual legislated changes, how 

well they are implemented and the reaction of participants 
� significant extra administrative costs, of which only the $12M extra legals are 

included. 

Retrospective cost of enhanced Statutory Benefits: 
� this is a once-off cost estimate 
� estimated as 4.6% of the net central estimate of outstanding claim provisions 

($1,011M) 
� costs fairly equally split between Section 84E and enhanced medicals on the one 

hand and the 2.0 x AWE cap and extended stepdowns on the other. 
Special retraining stream costing is based on the following assumptions : 
� we were asked to assume 30 claimants per year would use the program 
� we assumed an average 33% dropout rate after 12 months of the average two 

year technical or tertiary courses 
� we also assumed that two-thirds of a pool of the past 4 years claimants would 

represent the base for costing the retrospective cost of this benefit.  This benefit 
is not retrospective. 

� a costing at 50 claimants per year is included as an alternative and to indicate 
sensitivity. 
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3.2 Some general costing issues 

It is not possible to calculate exact outcomes when predicting the cost of changes to the 
system, because individual claim costs are uncertain and are subject to random 
fluctuation. Therefore reliance should be placed on the relative, rather than the 
absolute impact of the various components of the proposal costed. 
 
The influence of the erosion and transfer effects and claimants who modify their 
behaviour to limit the impact of any changes, causes a further degree of uncertainty.  
 
The changes to the system costed in this report may well be less robust and erode more 
quickly because: 
• 

• 

• 

• 

• 

• 
• 
• 
• 

the extended election option and continuing statutory benefits may lead to 
significant increases in the number of common law claims over time 
participation rates in the increased 2 x AWE weekly benefit cap and the enhanced 
Schedule 2, Section 84E and Clause 18A are uncertain and could escalate rapidly 
the extended stepdown period from 4 to 13 weeks could negatively impact return 
to work rates and claim durations 

the maximum Statutory claim size is significantly increased and could cause both 
common law sizes and the level of substitution  of common law amounts to 
increase. 

 

The following aspects have been assumed to improve the robustness of claim costs to 
erosion: 

the removal of secondary psychological and other influences in assessing 
impairment 
refined and possibly stronger impairment assessment methods 

clearly defined impairment threshold for access 
injury management 

dispute resolution. 
 
The removal of secondary psychological and other overlays will protect the proposed 
impairment threshold from erosion from this source. 
 
Converting the intent of any changes effectively into practice is far more difficult than 
is generally understood. Great care is required with both the wording and application of 
any legislative changes made.  This is particularly relevant because of the complex and 
broad ranging changes under consideration. 
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3.3 AIDS costing 

The costing for the inclusion of AIDS in schedule 2 at 100% of PA shows: 
• 
• 

• 

• 
• 
• 

• 
• 
• 

initial cost impact of 0.1% of claims costs or $0.585M ie 0.1% of total costs  
after erosion cost of 0.2% of claims costs or $1.066M ie 0.2% of total costs. 

The erosion impact allows for changes in behaviour and AIDS diagnosis trends eg 

greater incentive for claimants to show work-related cause could lead to higher 
future participation rates by AIDS claimants 
the attraction of receiving a lump sum benefit 
the use of infected blood in hold-ups and other unsocial/illegal acts 

advances in medical science leading to earlier detection of HIV and extending the 
period prior to the onset of AIDS. 

The reasonably long latency period between HIV infection and AIDS onset means that 
a high number of infections contracted prior to the Act amendments could have become 
entitled to the new schedule 2 inclusion.  These costings assume the 2005 Reforms will: 

are responsive to medical advances 
are responsive to community attitudes and 
unsocial and criminal behaviour. 

A major breakout in any of these aspects in future could render these costings 
inappropriate. 

Also the statistics gathered suggest a five to ten year lag between HIV infection and the 
onset of sickness.  Medical advances are extending this period.  This raised the question 
whether the lump sum benefit equal to the PA should be paid at infection or when 
sickness commences and lead to the current benefit design ie. benefit payable at onset 
of AIDS only. 

3.4 Review of the influence of erosion 

In section 3.2 above we said: 

‘it is not possible to calculate the exact outcomes when predicting the cost of changes to the 
system, because individual claim costs are uncertain and are subject to random fluctuation.  
Therefore,  reliance should be placed on the relative, rather than the absolute impact of the 
various components of the proposals costed.’ 

Section 4.4 below explores the concept of uncertainty further.  This leads on to the 
concept of a central estimate (around 50% level of sufficiency) and of prudential or risk 
margins, when estimating the incurred cost of claims or the outstanding claims 
provision required at balance dates. 
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  Results 

Even in the context of a stable workers’ compensation system with no proposed 
legislative change, we quantify risk margins of 

• 
• 

• 
• 

• 
• 

8.8% to achieve a 75% level of adequacy and 
17.3% to achieve 90% adequacy. 

The implementation of legislative changes would increase the risk margin required to 
achieve a stated adequacy level. 

In section 6.2 below we go on to say that system changes add significantly to the 
projection uncertainty.  Costings of system changes have to combine the impact the 
change may have on claimant behaviour and the two well known related effects: 

the erosion effect and 

the transfer effect 

We have used erosion to mean the combined influence of all three of these effects. 

In aggregate the allowance for erosion is 59%.  The changes to common law and the 
increased weekly benefit cap and extended period on full weekly benefit are the major 
contributors to erosion. While the overall erosion level may appear high, it does not 
seem unreasonable in the context of the additional uncertainty that the proposed model 
for change may have on system costs together with allowance for the behavioural 
change response of system participants to the changes. 

For the proposed common law changes we expect that the initial impact of the changes 
would erode once it becomes more clear how the new impairment scales operate in 
practice and due to the stepped down continuation of statutory benefits. 

If the new impairment scales unintentionally open up new categories of injury or are 
inadvertently generous in one or more aspects and claimants start to take advantage of 
these ‘loopholes’, the extent of erosion could be far greater than indicated in our current 
costings. 

In this sense our costings are specifically subject to sections 6 and 7 below concerning 

reliance on costings 
implementation of changes. 

In our experience while there is a clear interaction between common law and statutory 
benefits, there are also influences which operate separately on them. 

Erosion is a measure of the response of system participants to legislative change in 
particular by claimants and their advisers taking action to minimise the impact of 
changes which restrict benefits and maximise their benefit participation under the new 
scheme. 

When common law impairment thresholds are increased, we expect the claimants who 
are denied access under the new rules to substitute and maximise benefits under the 
Statutory system.  This is an example of interaction between the common law and 
Statutory benefit components. 
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  Results 

However we expect erosion of costs for 

• 
• 
• 
• 

• 
• 

• 

• 

• 

• 

• 

the increased 2 x AWE cap for weekly benefits 
the extended period before stepdowns apply 
the enhanced Section 84E 
the enhanced medical benefits in clause 18A 

to be largely independent of common law trends. 

To support this we note that common law represents only between 1% and 1.5% of all 
claims (but 25% to 30% of cost), therefore the operation of behavioural change by the 
remaining 98.5% to 99% of claimants should not be disregarded. 

Examples of potential sources of erosion are: 

the application of WPI in practice 
the veracity of the instruction that WPI is a 5% stronger measure than disability 
currently 
the potential for specific injury types to rate higher on the WPI scale than the 
current disability scale 
the higher weekly benefits are as a percentage of pre-injury earnings, the lower the 
incentive to return to work and the longer claims durations are.  Our erosion 
costing allows implicitly for claim durations to extend 

Schedule 1 redemptions have escalated dramatically since the October 1999 
changes, but average redemption amounts have been lower than expected.  The 
increased 2 x AWE cap on weekly benefits will cause average redemption 
amounts to increase, since Schedule 1 redemptions are a commutation of future 
weekly benefits 
currently the extended benefits under Section 84E are infrequently used.  However 
we expect that the close to doubling of this benefit combined with the proposed 
common law threshold could make this a far more attractive option to claimants as 
responses to the options for change evolve in practice 

similarly our base costing of the enhanced medical benefits under Clause 18A 
allows for a moderate level of participation by claimants but an increase on 
current usage.  The after erosion costing assumes a further escalation in the level 
of participation. 
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  Results 

Some further points to note on erosion: 

• 
• 
• 

• 

• 

• 

• 

in practice some aspects of change may be robust to erosion 
other changes may erode far more than estimated 
we have allowed some erosion influence on most aspects in an attempt to cover 
most likely overall outcomes 
currently the October 1999 Act changes have been robust and have not shown any 
major erosion influences other than the dramatic escalation in the number of 
Schedule 1 and 2 redemptions 
on the other hand, the cost impact of the June 1993 changes eroded completely, 
other than for the 1994 accident year, due to common law frequency escalation 
from the District Court’s interpretation of Section 93D applications 
in recent times the effect of most changes made to limit the cost of compensation 
schemes in Australia have been eroded completely within three to five years 
there are some examples of changes made to improve benefits which have 
suffered significant cost deteriorations eg NSW compulsory third party in the 
early 1990s. 

3.5 Other issues 

We take the opportunity to mention a further potential source of additional costs. 

If secondary psychological overlay is only excluded from claims incurred from the date 
of legislative change, then the current trend to include this element in impairment 
assessment could escalate for claims incurred prior to the enactment of the changes.  
This could lead to significant deterioration in the system costs for claims incurred 
between the October 1999 Act amendments and the assent date of the current reform 
proposals. 
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  Background to calculations 

4 Background to calculations 

4.1 Data 

The data and background information supplied for this assessment include: 

• 
• 
• 
• 
• 
• 
• 

• 

• 
• 
• 
• 

• 
• 
• 
• 

a general statistics for Civil Disputes as at 30/06/2004 
summary of Schedule 2 and Redemptions registered up to 30/06/2004 
the election option data as at 31 January 2005 

research note analysing civil disputes 
unit claim data on Dutch applications 
a unit claim file for 2003/04 claim lodgement for the AWE distribution analysis 

updated data on Section 84E applications and backs, necks and pelvises in 
Schedule 2 
data on the 12 week interim payment orders. 

 

We have also used the following data/information in our costings: 

our 2005/06 Recommended Premium Rates report 
insurers returns to WorkCover for the 12 months to 30/6/2004 
an advance copy of WorkCover’s 2000/01 to 2003/04 Statistical Report 
variations to the Prescribed Amount and other Workers’ Compensation payments 
effective 1 July 2000 through 2004. 

 

Specific advice was also received from WorkCover WA regarding which of the reforms 
are retrospective. 

In particular, the following Statutory benefit Act changes apply retrospectively to open 
claims at date of proclamation and prospectively to new claims incurred: 

enhanced Section 84E 

stepdowns after 13 weeks on benefits 
2.0 x AWE cap on weekly benefits 
enhanced medicals in Clause 18A 
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  Background to calculations 

but the following Act changes only apply prospectively for claims with a date of 
incidence after the proclamation date: 

• 
• 
• 
• 
• 
• 
• 
• 

common law access 
AIDs inclusion in Schedule 2 

increased backs, necks and pelvis percentages in schedule 2 
funeral benefits 
dependent children benefits 
specialised retraining stream 
12 weeks of interim weekly benefit payments 
improved fatality benefit. 

 

Additional retrospective costs may apply if the above advice is eroded on or after the 
2004 Reform Act is implemented. 

4.2 Types of estimates 

The estimated incurred cost of claims has been calculated as the present value of the 
cost allowing for: 

(a) future increases prior to payment, due to claims inflation 

(b) discounting to take into account investment return attributed to the assets 
backing the claim costs during the run-off period 

(c) expenses associated with administering claims until they are finalised. 

This approach is consistent with that required by the Accounting Standards for private 
and State Government general insurers (AASB1023 and AAS26).  It also complies with 
the Institute of Actuaries of Australia's Professional Standard 300 and APRA’s 
prudential standard GPS210. 

The question of uncertainty in the actuarial estimates and the determination of 
provisions is discussed in Sections 4.4. 
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  Background to calculations 

4.3 Methods 

All analyses were made first in actual dollars and then after bringing past payments and 
outstanding estimates to current values at 30/06/2004.  Our standard approach is to use 
four different methods of analysis and these are described below. 

4.3.1 Payment per claim incurred (PPCI) method 
All claim payments were brought to current values and divided by the numbers of 
claims incurred in their respective accident years.  By this means a pattern of past 
payments per claim incurred was derived in respect of each accident year.  These 
payment patterns were then extended into future years and used to project future 
payments. 

4.3.2 Payments per claim finalised (PPCF) method  
All payments were brought to current values and divided by the numbers of claims 
finalised in their respective accident years and years of payment.  Averages of 
payments per claim finalised were formed from these figures.  These averages were 
then combined with a projection of future numbers of claims finalised to produce 
projected future payments. 

4.3.3 Payments per claim handled (PPCH) method  
As described for the payments per claim finalised method, but with a denominator of 
numbers of claims handled in each period, defined as numbers of claims outstanding 
at beginning of period plus numbers reported in period. 

4.3.4 Projected case estimates (PCE) method 
Details of case estimates established at the end of each accounting period were used, 
subdivided by accident period.  Each of these estimates was brought to current values 
and examined in comparison with payments made in the subsequent accounting 
period and the case estimates established at the end of the period (also in current 
values).   In this way there was derived an average pattern of the extent to which past 
case estimates had proven to be too high or too low in relation to the claim payments 
subsequently made.  This pattern was used to project the future development of the 
case estimates held at 30/06/2004, and to project the future claim payments 
corresponding to these estimates. 

The first three methods are derived from past payments and claims experience only, 
while the PCE method involves projecting the development of case estimates at 
30/06/2004.  Final estimates represent a compromise of the estimates given by the 
different methods of analysis to take into account how each method responds to 
various features of the data. 
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  Background to calculations 

The results obtained are detailed in Attachment G of our 2005/06 Recommended 
Premium Rates report.  This basis was then used to separate the cost per claim into its 

� Statutory and  
� common law component 

and the model variations in  

� common law frequency 
� common law claim size 
� substitution costs under Statutory benefits 
� costs for enhanced Schedule 2 and Section 84E benefits and medical costs and 

hence 
� the retrospective Statutory benefits costs  

were then applied to the relevant portion of claim cost to project the expected change 
in costs on the assumptions adopted. 

4.4 Uncertainty  

4.4.1 Background 
Actuarial estimates are obtained after analysis of past claims experience.  From these 
analyses, models of the claim payment process can be established and used to project 
future payments on claims outstanding at the balance date. 

The estimates of the incurred cost of claims obtained in this manner are indeed 
estimates in the sense that there is a degree of uncertainty as to the difference which 
will ultimately arise between the estimates and the final result of the experience.  This 
uncertainty arises from four sources: 

(a) because the nature of the claims process is not fully understood, it might be 
that none of the various models used is an entirely accurate representation of 
reality 

(b) because there are components of randomness in the claims process, it is not 
possible to estimate the parameters of that process with complete precision 
even if complete confidence were felt in the nature of the model 

(c) any erroneous data will similarly have introduced uncertainties into the 
estimates of those parameters 

(d) even if the parameters could be estimated with precision, it would not be 
possible to predict the cost of claims with the same precision because of the 
random component in future experience. 

Errors associated with (b) and (d) above can, for some portfolios, be quantified in a 
formal way (estimation and statistical errors).  However a large  part of the 
uncertainty is associated with (a) (model specification error), and unfortunately it is 
not possible to quantify this component. 
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  Background to calculations 

The investigation and application of different models to the data is intended to reduce 
the model specification error, although the extent to which this is achieved is 
unknown. 

The initial estimates obtained from the calculations are "central" estimates in the 
sense that they incorporate no deliberate bias towards over or under estimation. By 
definition, the estimates are intended to have about an even chance of ultimately 
turning out to be sufficient. 

4.4.2 Levels of sufficiency 
Because of the uncertainty described above, cost estimates and provisions which are 
somewhat greater than the actuarial "central" estimates are often adopted.  A 50% 
probability of cost estimates being too low, is seen as involving a higher than 
desirable risk. 

This is intended to provide security for stakeholders. 

However, security is not the only reason to adopt estimates which are greater than the 
statistical central estimates.  It may be to ensure as far as possible that reserves are not 
released until it is reasonably certain that they are not required or to ensure a more 
adequate pricing structure for risk transference.  A 50% chance that prices and 
reserves will eventually not be required is generally not seen as sufficient. 

It should be realised that, by definition, any margins over central estimates are 
intended to have a better than even chance of falling into future surplus, provided that 
future experience is consistent with that of the recent past.  This should be considered 
in making management decisions. 

It is common practice for the actuary to provide a central estimate of the liabilities.  
Such an estimate should contain no deliberate or conscious over or under estimation. 

The pricing of risk/guarantees and the provision adopted in the accounts, may 
commonly be greater than the central estimate, the difference is referred to as a 
prudential margin.  The prudential margin allows for some part of the uncertainties in 
the claim process and also it ensures as far as possible that surplus is not released until 
it is reasonably certain that the surplus is real. 

The adopted method was tested for its sensitivity to changes in the claim rates 
assumed and a measure of the variation in the results was obtained. This analysis 
indicated that the distribution of likely results was skewed to the right.  This means 
that the variation upwards is expected to be greater than the variation downwards.   

The dispersion of expected results is added to by : 

� the variable nature of the claim experience 
� uncertain future common law frequency and cost 
� very large claims can sometimes occur. 

The variation analysed leads to the assumption of a 12.5% standard deviation of the 
distribution of results which allows for the skew distribution and systemic variation.   
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  Background to calculations 

The lognormal distribution was then assumed to apply when calculating the prudential 
margin required to increase the level of sufficiency above 50%. 

The coefficient of variation calculated as described above is taken as 12.5% for the 
whole scheme. This leads to the following prudential margins: 

Level of Sufficiency 60% 75% 90% 

 2.4% 7.9% 16.4% 

 

If APRA’s proposed 75% level of sufficiency is adopted, the resulting prudential 
margin required is 7.9% of the incurred cost estimates. 
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4.4.3 Sensitivity  
The sensitivity of the adopted costing models is tested by comparing how the results 
change when the underlying assumptions are changed.  For each costing we have 
taken the cost variation between the initial and after some erosion scenarios to be the 
test of sensitivity. 

We have separately tested the participation in the enhanced Section 84E benefits 
because we have little to no data to support our assumptions of the expected levels. 

The results of this analysis are shown below: 

Assumptions varied Sensitivity Analysis 
variation

% change in total 
incurred risk cost

Future interest rates 1% increase -1.8%
1% decrease 1.9%

Future wage inflation rates 1% increase 1.8%
1% decrease -1.8%

Adopted reporting rates 50% reduction -2.3%

Coefficient of variation (a) increased from 12.5% to 2.6%
17.5%

Superimposed inflation increase by 1% 2.1%

Options for change initial to after erosion 3.6%

Cap on <25% impairment claims impact of removing cap 2.3% to 3.7%

Section 84E participation (b) participation increased by 3.3%
2.5 times

participation increased by 8.8%
5 times

Notes:  (a)    percentage change applies to incurred costs plus a 75% prudential margin
            (b)   percentage change calculated on the ‘after erosion’ scenario.  

The inherent robustness of the cost projections means that the variations shown are 
not necessarily cumulative.  Hence care needs to be exercised in developing any best 
or worst case scenarios. 

Variations in the Section 84E participation, erosion and the common law cap, are 
noticeably high. 
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  Assumptions 

5 Assumptions 

5.1 Recommended premium rate assumptions 

The financial, WA legislative change and GST assumptions adopted are consistent with 
those in Attachment E of our 2005/06 Recommended Premium Rates report. 

5.2 Management expense and contingency allowances 

The allowance made for expenses and contingency margins assume: 

• 
• 

the models costed are neutral for expenses and contingencies 
the allowances in section 3.1.2 of our 2005/06 Recommended Premium Rates 
report. 

5.3 Parameters for common law costing models   

Attachment L of our 2005/06 Recommended Premium Rates report details these 
assumptions where: 
� L1: analysis of common law claim numbers 
� L2: analysis of common law average claim size. 

 

L:\FRM\Insurance\DOCS\PSL\1520report a.doc   
22/04/2005  2:11 PM 

25



  Reliance on costings 

6 Reliance on costings 

It is important to note that our current advice is subject to all the reliances and 
restrictions in our 2005/06 Recommended Premium Rates report.  Some further 
reliances are included below. 

6.1 Impact on premiums and reserves 

It would generally be imprudent to fully anticipate the potential impact on premium 
levels or reserving of these changes. The financial impact will depend on many factors 
including the Act wording, the practical implementation and the response of 
participants to the amendments. 

The final decision on premium rates requires the use of judgement having considered 
all the known facts and after making some allowance for the essentially unpredictable 
influences documented in this report eg claimant behavioural change, erosion and 
transfer effects, implementation issues and so on. 

This decision is properly left to:  

� the appropriate stage of implementation of the 2004 Reforms and 
� the deliberations of the WorkCover WA Board. 

6.2 Reliance on costings 

The actuarial analyses in this report are based on the data supplied by insurers to and by 
WorkCover. 

The analyses are based on the actual data to 30/06/2004, with some aspects updated to 
the latest available data, where possible. 

The actuarial valuation of workers' compensation risks is subject to a high level of 
uncertainty. 

We have taken every care in the preparation of this report.  However the data 
limitations mentioned above and problems, as well as other possible errors in the data, 
mean that the conclusions reached in this report may not be identical with those reached 
using ideal data. 
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  Reliance on costings 

For costings of this nature it is not possible to calculate exact outcomes with precision. 
This is because the current cost of the system cannot be estimated with certainty since it 
is based on future uncertain events eg   

� the amount of individual claims are uncertain 
� ultimate common law notification rates are not known 
� claims experience is subject to random fluctuations 
� claims management practices vary over time 
� external elements such as economic and social conditions 
� the ultimate developed impact of the October 1999 Act amendments. 

In addition, predicting the cost of changes to the system adds significantly to the above 
uncertainty. It has to combine the impact that the changes may have on claimant 
behaviour and two well-known related effects : 

• 

• 

the erosion effect which causes changes which are initially effective to reduce in 
impact and eventually erode entirely. In recent times the effect of most changes 
made to limit the cost of compensation schemes in Australia have been eroded 
completely within three to five years 

the transfer effect whereby claimants and their advisers act to replace lost benefits 
by using other types of benefits available within the system eg after the June 1993 
changes, restricted redemptions being replaced by claimants staying on weekly 
benefit longer and subsequently using Schedule 2 benefits more.  This is also 
referred to as substitution or replacement effect. 

The costings in this report are based on two scenarios, namely: 

Initial whereby the changes have close to the full theoretical effect, with little 
change to claimant behaviour and no erosion or transfer effects. 

This represents the "best case" result.  It is likely such an outcome 
could only be maintained for a short time before the effects of erosion 
and transfer to other benefit categories became apparent. 

Interim which makes a moderate allowance for the effects of erosion and 
transfer to other benefits.  This can be taken to represent the immediate 
effect of the legislative changes if claimant behaviour changes in a 
logical fashion, or alternatively the effect in the 2-3 years after the 
changes if there is a "honeymoon" effect. 

We stress that in the long term the effect on claim costs may well prove to be much 
more extensive than either of the above scenarios would suggest. The effects of any 
change can erode completely within 3 to 5 years and adverse trends emerge. 
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The cycle from initial high impact level, through interim low level to the ultimate no 
impact stage took just over four years in relation to the June 1993 WA legislative 
changes.  Note that the actual "high" level saved was much lower than a theoretical 
examination of pre-1993 common law data would suggest and it now appears that only 
the 1994 accident year showed any real savings. 

On the other hand, the impacts of the October 1999 Act Amendments have remained 
remarkably robustness to erosion so far. 
 
In times of high superimposed inflation, the effect of changes in benefit structure may 
only have the impact of arresting the adverse trends ie claim costs do not reduce, but 
merely remain constant in real terms for a fairly short interim period, before they start 
escalating again. 

Conversely, in times of stable experience, legislative change with benefit liberalisation 
can quickly cause adverse trends to commence. 

The current costings are subject to additional uncertainty since the cost impacts of the 
October 1999 changes are still slowly maturing. 

The costings are only one of a range of possible outcomes influenced not only by 

� estimation uncertainty but also by  
� the unpredictability of changes in claimant behaviour on future claim costs and  
� how well the intent of any proposed changes are reflected in the Act 

amendments and how well they are implemented. 

Erosion could proceed from the interim level until material adverse trends emerge in, 
say, two to five years time. 
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7 Implementation 

The introduction of a significantly revised benefit structure in workers' compensation 
systems most often results in changes in experience which are quite different from those 
anticipated by an analysis of the pre-change claim experience.  This effect is referred to 
as behavioural change, which is simply the response of claimants and their advisers to 
the new benefit structure. 

In addition the cost of a workers' compensation system is also influenced by non-benefit 
related matters such as: 

• 
• 

• 
• 
• 
• 
• 
• 
• 
• 
• 
• 
• 
• 

the actual wording of the legislation introducing the changes 
how the new legislation is applied and interpreted by the Courts, in dispute 
resolution, claimants, insurers, solicitors etc 
the role taken by the regulator 
administrative efficiency 
claims management principles and application 
general economic activity and social conditions 
mix by industry, which varies by jurisdiction, eg mining, timber 
influence on claim rates of benefit structure and industry mix 

litigation 
industrial relations 
environmental issues 

risk management 

occupational health and safety,  and 

in particular in this case, the success of the proposed new processes for 
� dispute resolution 
� injury management and 
� rehabilitation. 

As discussed in section 6 above, these aspects mean that the estimation of the cost impact 
of a revised benefit structure is highly uncertain. 
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8 Reliances and limitations 

The actuarial analyses in this report are provided in the context of the data supplied to us, 
the brief received, the analyses conducted and the assumptions and methods adopted and 
is for the sole benefit of WorkCover WA.  Judgements based on the contents of this 
report should be made only after studying the report and the attachments in their entirety, 
as conclusions reached by a review of an aspect in isolation may be incorrect. 

The release of this report (whether to a third party or to the public) is subject to the 
following conditions : 

• 

• 
• 
• 

the report should be released in its entirety in response to a request, including all 
appendices and attachments  

we accept no responsibility to any other persons or entity in relation to this report 
no one other than the WorkCover WA should rely on this report for any purpose 
excerpts from this report may not be made without our prior approval. 

We have relied on the data supplied to us as outlined in section 4.1 Data in performing 
the actuarial projections and costings described in this report. 
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A   Detail of Actuarial Costings 

A1    Base model 
Base model used for 2005/06 Premium Rates Committee recommended rates

Statutory Common law
Number Stat claim superimposed superimposed Wageroll

incurred (a) size (b) inflation (c) 30% disability or more 16% to <30% d/b 30% d/b or more 16% to <30% d/b inflation (f) $bn  (g)

Central 40,394           9,298                    3.0% 294 135 275,574 134,132 2.9% 28.166                    
Estimate model

Notes : (a) = estimated 2005/06 claim numbers incurred

(b) = from our central estimate model in current values, including superimposed inflation

(c) = weighted average superimposed inflation rate from our central estimate model

(d) = estimated number of common law claims in 2005/06 from Attachment L of our Recommended Premium Rates 2005/06 report. The Dutch changes added only 1 to 4 claims pa upto 2001
and 0 thereafter. The impact of this on the estimated common law claim frequency is not material.

(e) = the adopted average claim size from Attachment L in our Recommended Premium Rates 2005/06 report, calibrated using the previous disability distribution analysis

(f) = adopted from the historic long term levels

(g) = adjusted developed wages, from data supplied

Average Inflation and Loss Estimated Est average Implied
Number Wageroll claim interest ratio premium premium rate

incurred (a) $bn (b) size (c) factor (d) (e) pool $M (f) rate (g) change (h)

Central 40,394           28.166                  11,753                         0.9366                           77.9% 570.803                   2.027% -10.0%
estimate model

Notes : (a), (b) = from (a) and (g) in table above

(c) = from our central estimate actuarial model, in 30 June 2004 values including superimposed inflation

(d) = from 3.1.1 in our 2005/06 Recommended Premium Rates report

(e) = from 3.1.2 in our 2005/06 Recommended Premium Rates report

(f) = (a) x (c) x (d) / (e) in $M

(g) = (f) / {(b) x 1000} %

(h) = (g) / 2.252% -1 as %, where 2.252% is last year's weighted average premium rate

Average Estimated Est average Implied
Number claim premium premium rate

incurred (a) 30% d/b or more 16% to <30% d/b size (c) pool $M (d) rate (e) change (f)

Last year 37,928           300                       210                              11,784 571.542 2.252% -3.8%

Central 40,394           294                       135                              11,008 570.803 2.027% -10.0%
estimate model

Notes : (a) to (f) = from section 1.1 of our 28/3/2002 PRC report for last year's figures and from
Attachment I for central estimate model

(b) = estimated number of common law claims by type

(c) = inflated and discounted = ACS in current values x inflation and interest factor

(d) = (a) x (c) x 1 / loss ratio where loss ratio = 77.9% this year and 78.2% last year
(without allowance for brokerage)

(e) = (d) / wageroll grossed-up for wage adjustments

(f) = { (e) / previous year's average premium rate - 1} %

Common law claim
numbers (b)

Common law claim
sizes (e)

Common law claim numbers (d) disability level
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A2    New common law structure 
New model : common law access threshold at least 15% whole person impairment, 12 months to
to elect and cap on quantum plus Statutory benefits stepdowns (70% at election, 50% after 3 months and 0% after 6 months)
for impairment levels to 25%

The adopted common law claim sizes are : $275,574 for claims with at least 25% WPI (whole person impairment)
$134,132 for claims with at least 15% impairment but less than 25%

Assumed change in common law average claim size and frequency from implementation of proposed changes :

Adopted average claim sizes $
Model uncapped (a) capped (b)

New (c) 275,574            134,132             

RPR Base (d) 275,574            134,132             

% change (e) 0.00% 0.00%
Notes : (a) as per Recommended Premium Rates 2005/06 report

(b) as per Recommended Premium Rates 2005/06 report

(c) =  after 2004 Reform Act

(d) = RPR Base = 2005/06 Recommended Premium Rates base

(e) = { (c) / (d) -1 }%

Common law claim frequency assumptions for before and after 2004 Reform Act impact

Estimated initial impact Estimated impact after erosion
   frequency

  Model uncapped capped total uncapped capped total  Model uncapped capped total uncapped capped

New 309                     185                   493                    0.76% 0.46% 1.22% New 324                   277            601            0.80% 0.69%

RPR base 294                     135                   429                    0.73% 0.34% 1.06% RPR base 294                   135            429            0.73% 0.34%

Notes : (a) The frequency of uncapped claims (25% or more impairment) is assumed to be increase by initially and increase by a further 5% after erosion due to the
combined influence of :

(i)   the introduction of WPI which is assumed to be a stronger with 5% lower levels than disability
(ii)   the threshold reducing from 30% to 25%
(iii)   the involvement of the District Court in determining WPI

(b) The frequency of capped claims (impairment more than 15% access level but less than 25% WPI) is taken as the proportion of
capped claims to all claims less than 25% impairment, with allowance for bracket creep from the impairment range plus an
allowance of 2.5% for the District Court's involvement in determining WPI and +25% for the extended 12 month election option period
and Statutory benefits continuing with stepdowns for 6 months.  A further 50% increase in frequency is assumed for erosion.

Option D in our 31 July 2001report on Guthrie was the existing system with a 12 month election option and Sch 2 and Section 84E benefits enhanced.
The number of significant claims used for Option D was increased from a base of 196 to 328.
While the increase from 135 to 178 above may look conservative it is consistent with our earlier work and fits in with the six Guthrie options.

frequency number of common law claimsnumber of common law claims
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Estimated impact of proposed common law changes

Statutory Common law
Number Stat claim superimposed superimposed Wageroll

incurred (a) size (b) inflation (c) serious significant 25% + significant inflation (f) $bn  (g)

New
   - initial 40,394                9,298                3.0% 309 185 275,574 134,132        2.9% 28.166       
   - after erosion 324 277 275,574 134,132        2.9%

RPR base 40,394                9,298                3.0% 294 135 275,574 134,132        2.9% 28.166       

Notes : (a) = estimated 2005/06 claim numbers incurred

(b) = from our central estimate model in current values, including superimposed inflation

(c) = weighted average superimposed inflation rate from our central estimate model

(d) = estimated number of common law claims in 2005/06 from Attachment L of our Recommended Premium Rates 2005/06 report

(e) = the adopted average claim size from Attachment L in our Recommended Premium Rates 2005/06 report, calibrated using
the previous disability distribution analysis

(f) = adopted from the historic long term levels

(g) = adjusted developed wages, from data supplied

Average Infln and Estimated Est change Est ave Implied Estimated common
Number Wageroll claim interest claim costs in claim premium rate law cost per claim

incurred (a) $bn (b) size (c) factor (d) $M (e) costs $M (f) rate (g) change (h) $ %

New
   - initial 40,394                28.166              11,907               0.9366       450.498         5.842         2.047% 1.0% 2,719         22.8%
   - after erosion 12,134               0.9366       459.095         14.439       2.078% 2.5% 3,131         26.3%

RPR base 40,394                28.166              11,753               0.9366       444.655         -             2.027% -10.0% 2,455         20.9%

Notes : (a), (b) = from (a) and (g) in table above

(c) = from this costing for Proposed model being the change in est common law cost less reduction in Statutory substitution effect
    = from our central estimate actuarial model for RPR base

(d) = from 3.1.1 in our Recommended Premium Rates 2005/06 report

(e) = (a) x (c) x (d)

(f) = (e) - (e) from RPR base

(g) = {(g) from RPR base x (b) x 1000 + (f)} / {(b) x 1000} % ie assumes the change in cost (f) is added without any change in overall
administration or claim management costs

(h) = % change from RPR base for Proposed model and (g) / 2.252% -1 as %, where 2.252% is last year's
weighted average premium rate, for RPR base

Common law claim
Common law claim sizes (e)

numbers (d) disability level

 

L:\FRM\Insurance\DOCS\PSL\1520report a.doc   
22/04/2005  2:11 PM 

33



Attachment  A   Detail of Actuarial Costings 

Average Estimated Est ave Implied
Number claim premium premium rate

incurred (a) serious significant size (c) pool $M (d) rate (e) change (f)

New
   - initial 40,394                309                   185                    11,153 576.645 2.047% 1.0%
   - after erosion 324                   277                    11,365 585.242 2.078% 2.5%

RPR base 40,394                294                   135                    11,008 570.803 2.027% -10.0%

Notes : (a) to (c) = from above tables

(b) = estimated number of common law claims by type

(c) = inflated and discounted = ACS in current values x inflation and interest factor

(d) = (a) x (c) x 1 / loss ratio where loss ratio = 77.9%

(e) = (d) / wageroll grossed-up for wage adjustments

(f) = { (e) / RPR base or previous year's average premium rate - 1} %

Est % change - Est $ change - Est % change -
Results of costing claim costs claim costs total annual costs

   - initial 1.3% 5,842,333 1.0%

   - after erosion 3.2% 14,439,143 2.5%

numbers (b)
Common law claim
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A3    AWE weekly cap 
Estimating the impact of increasing the weekly benefit cap from to 1.5 x AWE to 2.0 x AWE

1. Background

1.1 Schedule 1 sections 11(3) and (4) of the previous Workers' Compensation and Rehabilitation Act 1981 (as amended) allow for the inclusion of
overtime and any bonus or allowance as per Section 11 (2) in the first four weeks of a claim.

1.2 Schedule 1 section 11 (3) of the previous Workers' Compensation and Rehabilitation Act 1981 (as amended) excludes overtime and
allowances from the weekly benefit after the first four weeks of a claim for workers on an industrial award and section 11 (4) reduces non-award
workers' benefits to 85% of pre-injury earnings.

1.3 Schedule 1 sections 11(3) and (4) of the previous Workers' Compensation and Rehabilitation Act 1981 (as amended) limit the weekly benefit
in the first four weeks of a claim to maximum weekly benefit of 1.5 x AWE (average weekly total earnings) for Western Australian Adults as
published in ABS Cat 6302.0. This in effect means no overtime or other items can be included if the worker's Award rate or pre-injury earnings
already exceed 1.5 x AWE.

1.4 We conclude therefore that the Workers' Compensation Reform Act 2005 (Reform Act 2005) amendments :

* will increase costs due to the increase in the cap to 2.0 x AWE

2. Distribution of Claims by AWE

WorkCover supplied a unit claim file for all claims lodged in the 2003/04 financial year.  We  analysed the distribution of these claims
by pre-injury weekly earnings (PIWE) relative to the AWE definition in the Act.

This data and distribution analysis is shown compared to that used in our prior costing work :

Range Weekly benefits by AWE : % of claims Weekly benefits by AWE : wkly benefits Estimated cost with
2003/04 analysis AWE cap at :

(a) (b) (c) (d) (e) (f) 1.5 x (g) 2.0 x (h)
less than AWE 68.7% 52.4% 47.6% 0.620 37.5% 0.737 0.737 0.737
100 - 150% of AWE 22.5% 29.3% 31.3% 1.250 34.8% 1.222 1.222 1.222
150 - 200% of AWE 6.0% 17.7% 11.6% 1.750 26.3% 1.527 1.500 1.527
More than 200% of AWE 2.9% 0.6% 9.5% 3.000 1.4% 2.445 1.500 2.000

Total 100.0% 100.0% 100.0% 0.897 100.0% 1.029 1.0185 1.0261
Est increase 0.75%

Notes : (a) from 18,894 records (60%), using claims received in 1994/95

(b) from 17,758 records, using claims received in 2003/04

(c) assumed distribution by amount of weekly benefit to give an average benefit equal to 80% of AWE

(d) = assumed average benefit / AWE, total = sumproduct of (a) and (d)

(e) = actual distribution of benefit amount from 2003/04 data analysis

(f) = actual average benefit / AWE ($681 in 2003/04 as per Act definition in Sch 1 sec 11)
    = total = sumproduct of (b) and (f)

(g) = (f) with weekly benefit capped at 1.5 x AWE
    = total = sumproduct of (f) and (g)

(h) = (f) with weekly benefit capped at 2.0 x AWE
    = total = sumproduct of (f) and (h)

(i) = (h) / (f) - 1 = 1.0261 / 1.0185 - 1 = 0.0075

Estimated cost increase with weekly benefits capped at 2.0 x AWE is therefore only 0.75% of the cost weekly benefits (see note (i) above).

The 2003/04 unit claim data file had a concerntration of PIWE around 1.5 x AWE.  This suggests that insurers may be limiting wages to 1.5 x
AWE for workers' wages in excess of this amount.

We tested the impact of this by assuming a 1.75 average of AWE for the entire 1.5 to 2.0 x AWE range :

Range Estimated cost with
AWE cap at :

1.5 x (g) 2.0 x (h)
less than AWE 0.737 0.737
100 - 150% of AWE 1.222 1.222
150 - 200% of AWE 1.500 1.750
More than 200% of AWE 1.500 2.000

Total 1.0185 1.0657
Est increase 4.63%

Estimated cost increase with weekly benefits capped at 2.0 x AWE is 4.63% if the wages are adjusted to average 1.75 x AWE for those claims
in the range 1.5 to 2.0 x AWE>

The increase in the cap will affect workers in industries with high average earnings, most notably mining in WA. There will be a consequent
increase in weekly benefits after stepdown also and this will add further to the impact.

However the unit claim data supplied produced some serious anomalies when analysed at industry level, with several industries with high wage
levels having very low wage distributions over 1.5 x AWE.

We therefore concluded it would not be practical to attempt costing the impact of the 2 x AWE cap at industry level.

We regard this estimate as somewhat unsophisticated as it does not allow for the impact that changing the replacement level has
on claim duration. To give some impact to this we have decided to use the durational change model for this costing. See analysis
of 'stepdowns' below.

prior estimates prior estimates 2003/04 analysis
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A4    Increase  in  AWE weekly cap costing refined 
Impact of increasing the weekly benefit cap from 1.5 to 2.0 x AWE and removing the step down
from WPA and EBAs

1. Income Replacement Benefit Levels as % of NWE (Normal Weekly Earnings)

Duration in WA Workers' Scenario 1 Scenario 2 Scenario 3
Weeks Comp Benefits (a) (b) (c) (d)

1 100% 100% 85% 82%
2 to 4 100% 100% 85% 82%
5 to 8 85% 100% 72% 70%

9 to 13 85% 100% 72% 70%
14 to 26 85% 100% 72% 70%
27 to 52 85% 100% 72% 70%

53 to 104 85% 100% 72% 70%
105 to 156 85% 100% 72% 70%
157 to 208 85% 100% 72% 70%
209 to 260 85% 100% 72% 70%
261  ------> 85% 100% 72% 70%

Notes : (a) current profile of non-award and workplace agreement claimants  say 50% of workers and for award workers also

(b) Scenario 1 - possible profile of workplace agreement claimants ie no stepdown in week 5 for say 20% (assumed) of
workers

(c) Scenario 2 is a step-down pattern for claimants exceeding the 1.5 x AWE cap who we estimate
will be capped at 85% on average eg from 'AWE wkly cap' we get (1.5 x 17.7 + 1.5 x 0.6)/(1.75 x 17.7 + 2.445 x 0.6) = 0.846.

(d) Scenario 3 is a step-down pattern for claimants exceeding the 2.0 x AWE cap who we estimate
will be capped at 82% on average eg from 'AWE wkly cap' we get (2.0 x 0.6)/( 2.445 x 0.6) = 0.818.

2. Duration and Continuance Rates of Weekly Benefit Claims

Duration in % of All Time Continuance
Weeks Lost Claims (a) Rate (b) Scenario 1 (c) Scenario 2 (d) Scenario 3 (e)

1 42.30% 57.7% 57.7% 55.3% 54.7%
2 to 4 24.50% 57.5% 57.5% 55.1% 54.6%
5 to 8 6.90% 79.2% 80.6% 77.8% 77.5%

9 to 12 6.90% 73.8% 75.4% 72.0% 71.6%
12 to 24 5.90% 69.6% 71.4% 67.6% 67.2%
27 to 52 5.19% 61.5% 63.7% 59.2% 58.7%

53 to 104 4.60% 44.6% 47.3% 41.9% 41.3%
105 to 156 2.08% 44.0% 46.7% 41.3% 40.7%
157 to 208 1.04% 36.4% 39.1% 33.6% 33.0%
209 to 260 0.59% 0.0% 0.0% 0.0% 0.0%
261  ------>

100.0%

Notes : (a) extracted from an advance copy of WorkCovers' Statistical Report for 2000/01 to 2003/04 'number of time
lost claims by duration' for 2003/04

(b) = survivors at end / survivors at start, where survivors = 1- discontinuing claimants

(c) = (b) x { (b) from 1 above } ^ 0.4631 / { (a) from 1 above } ^ 0.4631

(d) = (b) x { (c) from 1 above } ^ 0.4631 / { (c) from 1 above } ^ 0.4631

(e) = (b) x { (d) from 1 above } ^ 0.4631 / { (d) from 1 above } ^ 0.4631

using the durational change model as for previous costings but with entirely updated claim distributions and parameters.

This model estimates that claim continuance and benefit rates are linked according to the following formula :

r = e ^ (k x i ^ -0.4361)

where :   r is the claim continuation rate
              k is a constant
              i is the income replacement ratio ie post injury benefit divided by the pre-injury earnings.

Adjusted Continuance Rates
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3. Present Value of Weekly Benefits Base weekly benefit = 681.00             
AWFTTE for

3.1 WA Benefit Structure Discount Rate= 5.00% pa or 0.09%   pw 2003/04 Act
Inflation Rate= 3.50% capping

Duration in No of Weeks Weekly Aggregate Unit Survivors at PV of Weekly
Weeks Benefit (a) Benefit Paid (b) Start (c) Benefits (d)

1 1 681.00                    681.00               1.0000                535.96               
2 to 4 3 681.00                    2,724.00            0.5770                1,459.29            
5 to 8 4 578.85                    5,039.40            0.3320                2,141.37            

9 to 13 5 578.85                    7,933.65            0.2630                2,792.85            
14 to 26 13 578.85                    15,458.70          0.1940                3,992.99            
27 to 52 26 588.89                    

609.50                    
630.84                    
652.92                    
675.77                    
699.42                    
723.90                    

692.82                    
717.06                    
742.16                    
768.14                    
795.02                    
822.85                    
851.65                    

30,769.91          0.1350                5,563.03            
53 to 104 52 62,464.12          0.0831                7,248.00            

105 to 156 52 95,267.63          0.0371                7,986.18            
157 to 208 52 129,219.25        0.0163                8,289.36            
209 to 260 52 164,359.19        0.0059                8,369.06            
261 to 312 52 200,729.02        
313 to 364 52 238,371.80        

Notes : (a) = base weekly benefit x the step-down ratio, inflated after week 13

(b) = an accumulation of (a) x the no. of weeks in each period

(c) = previous entry x (b) from 2 above, commencing at 1.00

(d) = accumulated present value of (a) to the survivors (c) over the no. of weeks of benefit

3.2 Scenario 1 - remove stepdowns for WPA Discount Rate= 5.00% pa or 0.09%   pw
Inflation Rate= 3.50%

With Behavioural Change Without Behavioural Change
Duration in No of Weeks Weekly Aggregate Unit Survivors at PV of Weekly Survivors at PV of Weekly

Weeks Benefit (a) Benefit Paid (b) Start (c) Benefits (d) Start Benefits
1 1 681.00                    681.00               1.0000                535.96               1.000               535.96               

2 to 4 3 681.00                    2,724.00            0.5770                1,459.29            0.577               1,459.29            
5 to 8 4 681.00                    5,448.00            0.3320                2,267.78            0.332               2,261.74            

9 to 13 5 681.00                    8,853.00            0.2675                3,054.67            0.263               3,028.19            
14 to 26 13 681.00                    17,706.00          0.2017                4,538.72            0.194               4,440.12            
27 to 52 26 35,719.19          0.1441                6,537.26            0.135               6,287.22            

53 to 104 52 73,006.49          0.0919                8,769.76            0.083               8,269.54            
105 to 156 52 111,598.85        0.0435                9,806.85            0.037               9,137.99            
157 to 208 52 151,541.95        0.0203                10,259.61          0.016               9,494.67            
209 to 260 52 192,883.05        0.0079                10,385.14          0.006               9,588.43            
261 to 312 52 235,671.08        
313 to 364 52 279,956.70        
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Impact of changes in benefit structure Remove stepdown + behavioural change = 24.09%

Notes : (a) The notes for 3.1 apply with the Scenario applicable continuance rate in 2 above

3.3 Scenario 2 - cap at 1.5 x AWE Discount Rate= 5.00% pa or 0.09%  pw
Inflation Rate= 3.50%

With Behavioural Change
Duration in No of Weeks Weekly Aggregate Unit Survivors at PV of Weekly

Weeks Benefit (a) Benefit Paid (b) Start (c) Benefits (d)
1 1 578.85                    578.85               1.0000                448.55               

2 to 4 3 578.85                    2,315.40            0.5527                1,188.75            
5 to 8 4 492.02                    4,283.49            0.3046                1,716.40            

9 to 13 5 492.02                    6,743.60            0.2369                2,210.29            
14 to 26 13 492.02                    13,139.90          0.1707                3,097.38            
27 to 52 26 500.56                    

518.08                    
536.21                    
554.98                    
574.40                    
594.51                    
615.31                    

26,154.42          0.1154                4,222.36            
53 to 104 52 53,094.50          0.0684                5,379.23            

105 to 156 52 80,977.48          0.0287                5,855.02            
157 to 208 52 109,836.37        0.0118                6,038.05            
209 to 260 52 139,705.31        0.0040                6,083.42            
261 to 312 52 170,619.67        
313 to 364 52 202,616.03        

Impact of changes in benefit structure Saved by 1.5 x AWE cap and stepdown = -41.42%

Notes : (a) The notes for 3.1 apply with the Scenario applicable continuance rate in 2 above

3.4 Scenario 3 - cap at 2.0 x AWE Discount Rate= 5.00% pa or 0.09%  pw
Inflation Rate= 3.50%

With Behavioural Change
Duration in No of Weeks Weekly Aggregate Unit Survivors at PV of Weekly

Weeks Benefit (a) Benefit Paid (b) Start (c) Benefits (d)
1 1 558.42                    558.42               1.0000                431.20               

2 to 4 3 558.42                    2,233.68            0.5473                1,135.71            
5 to 8 4 474.66                    4,132.31            0.2986                1,633.76            

9 to 13 5 474.66                    6,505.59            0.2313                2,097.77            
14 to 26 13 474.66                    12,676.13          0.1657                2,926.35            
27 to 52 26 25,231.33          0.1113                3,969.60            

53 to 104 52 51,220.58          0.0654                5,031.96            
105 to 156 52 78,119.45          0.0270                5,462.54            
157 to 208 52 105,959.79        0.0110                5,625.69            
209 to 260 52 134,774.53        0.0036                5,665.58            
261 to 312 52 164,597.80        
313 to 364 52 195,464.87        

Impact of changes in benefit structure Saved by 2.0 x AWE cap and stepdown = -45.45%

Notes : (a) The notes for 3.1 apply with the Scenario applicable continuance rate in 2 above

482.89                    
499.79                    
517.29                    
535.39                    
554.13                    
573.52                    
593.60                    
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4. Cost Impact of Stepdowns and Cap on Weekly benefits

Award/agreement
category number (a) amount (b) per category (c) aggregate (d)

Award 50.0% 35.8% 0.0% 0.0%
Others < 2.0 x AWE 49.4% 62.8% 24.1% 15.1%
Others > 2.0 x AWE 0.6% 1.4% -4.0% -0.1%

Cost in weekly benefits (e) 15.1%
Extra system costs (f) 4.9%

Notes : (a) assuming 50% of workers' are awards and 0.6% have >2.0 x AWE in weekly benefits
from 'AWE wkly cap' sheet item 2.  Others <2.0 x AWE is the balancing item.

(b) by ratio from the distribution in item 2 of 'AWE wkly cap'.  Agreement <2.0 x AWE is the balancing item.

(c) from 3.2 to 3.4 above, where the 1.5 x AWE cap saving is added back for those between 1.5 and 2.0 x
AWE

(d) = (b) x (c)

(e) = sum of (d)

(f) = (e) * 0.325 where weekly benefits are 32.5% of total costs and the stepdowns and cap affects
 only weekly benefits but not other Statutory benefits eg medical costs.

(g) the after erosion allowance is + 55% of above impact as per our Oct 1999 Act change report to the PRC

NB : This costing makes no allowance for any subsequent change/increase in the cap ratio in future

Est % change - Est $ change - Est % change -
Results of costing claim costs claim costs total annual costs

   - initial 4.90% 21,786,038 3.82%

   - after erosion 7.59% 33,768,358 5.92%

Distribution of claimants by Estimated cost
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A5    Step downs after 13 weeks 
Impact of changing the stepdown for non-award and industrial award workers
from after 4 weeks to after 13 weeks

1. Income Replacement Benefit Levels as % of NWE (Normal Weekly Earnings)

Duration in WA Workers' Scenario 1 Scenario 2 Scenario 3 Scenario 4
Weeks Comp Benefits (a) (b)     (c)    (d)    (e)    

1 100% 100.0% 100.0% 100.0% 100.0%
2 to 4 100% 100.0% 100.0% 100.0% 100.0%
5 to 8 85% 100.0% 100.0% 100.0% 100.0%

85.0% 100.0% 90.0% 100.0%
85.0% 90.0%

0.0%

9 to 13 85%
14 to 26 85% 85.0% 90.0%
27 to 52 85% 85.0% 85.0% 90.0% 90.0%

53 to 104 85% 85.0% 85.0% 90.0% 90.0%
105 to 156 85% 85.0% 85.0% 90.0% 90.0%
157 to 208 85% 85.0% 85.0% 90.0% 90.0%
209 to 260 85% 85.0% 85.0% 90.0% 90.0%
261  ------> 85% 85.0% 85.0% 90.0% 90.0%

Notes : (a) current profile of non-award and award claimants who have benefits stepped down to 85% from the start of week 5

(b) Scenario 1 is where the stepdown commences from the start of week 9 for non-award workers

(c) Scenario 2 is where the stepdown commences from the start of week 13 for non-award workers

(d) Scenario 3 is where the stepdown commences from the start of week 9 for award workers and allowances = 5% assumed

(d) Scenario 4 is where the stepdown commences from the start of week 13 for award workers and allowances = 5% assumed

2. Duration and Continuance Rates of Weekly Benefit Claims

Duration in % of All Time Continuance
Weeks Lost Claims (a) Rate (b) Scenario 1 (c) Scenario 2 (d) Scenario 3 (e) Scenario 4 (f)

1 42.30% 57.7% 57.7% 57.7% 57.7% 57.7%
2 to 4 24.50% 57.5% 57.5% 57.5% 57.5% 60.4%
5 to 8 6.90% 79.2% 83.4% 82.6% 83.4% 82.6%

9 to 12 6.90% 73.8% 73.8% 77.3% 74.4% 77.3%
12 to 24 5.90% 69.6% 69.6% 69.6% 70.2% 70.2%
27 to 52 5.19% 61.5% 61.5% 61.5% 62.3% 62.3%

53 to 104 4.60% 44.6% 44.6% 44.6% 45.6% 45.6%
105 to 156 2.08% 44.0% 44.0% 44.0% 45.0% 45.0%
157 to 208 1.04% 36.4% 36.4% 36.4% 37.3% 37.3%
209 to 260 0.59% 0.0% 0.0% 0.0% 0.0%
261  ------>

100.0%

Notes : (a) extracted from an advance copy of WorkCovers' Statistical Report for 2000/01 to 2003/04 'number of time
lost claims by duration' for 2003/04

(b) = survivors at end / survivors at start, where survivors = 1- discontinuing claimants

(c) = (b) x { (b) from 1 above } ^ 0.4631 / { (a) from 1 above } ^ 0.4631 with a 3.5% adjustment between weeks 5 to 8

(d) = (b) x { (c) from 1 above } ^ 0.4631 / { (c) from 1 above } ^ 0.4631 with a 2.5% adjustment from weeks 5 to 12

(e) = (b) x { (d) from 1 above } ^ 0.4631 / { (d) from 1 above } ^ 0.4631 with a 3.5% adjustment between weeks 5 to 8

(f) = (b) x { (e) from 1 above } ^ 0.4631 / { (d) from 1 above } ^ 0.4631 with a 2.5% adjustment between weeks 5 to 12

using the durational change model as for previous costings but with entirely updated claim distributions and parameters.

This model estimates that claim continuance and benefit rates are linked according to the following formula :

r = e ^ (k x i ^ -0.4361)

where :   r is the claim continuation rate
              k is a constant
              i is the income replacement ratio ie post injury benefit divided by the pre-injury earnings.

Adjusted Continuance Rates
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3. Present Value of Weekly Benefits Base weekly benefit = 681.00                  
AWFTTE for

3.1 WA Benefit Structure Discount Rate= 5.00% pa or 0.09% 2003/04 Act
Inflation Rate= 3.50% pw capping

Duration in No of Weeks Weekly Aggregate Unit Survivors at PV of Weekly
Weeks Benefit (a) Benefit Paid (b) Start (c) Benefits (d)

1 1 681.00                    681.00               1.0000                     535.96               
2 to 4 3 681.00                    2,724.00            0.5770                     1,459.29            
5 to 8 4 578.85                    5,039.40            0.3320                     2,141.37            

9 to 13 5 578.85                    7,933.65            0.2630                     2,792.85            
14 to 26 13 578.85                    15,458.70          0.1940                     3,992.99            
27 to 52 26 588.89                    

609.50                    
630.84                    
652.92                    
675.77                    
699.42                    
723.90                    

30,769.91          0.1350                     5,563.03            
53 to 104 52 62,464.12          0.0831                     7,248.00            

105 to 156 52 95,267.63          0.0371                     7,986.18            
157 to 208 52 129,219.25        0.0163                     8,289.36            
209 to 260 52 164,359.19        0.0059                     8,369.06            
261 to 312 52 200,729.02        
313 to 364 52 238,371.80        

Notes : (a) = base weekly benefit x the step-down ratio, inflated after week 13

(b) = an accumulation of (a) x the no. of weeks in each period

(c) = previous entry x (b) from 2 above, commencing at 1.00

(d) = accumulated present value of (a) to the survivors (c) over the no. of weeks of benefit

3.2 Scenario 1 -  stepdown at start of week 9 Discount Rate= 5.00% pa or 0.09%  pw
    non-award claimant Inflation Rate= 3.50%

With Behavioural Change
Duration in No of Weeks Weekly Aggregate Unit Survivors at PV of Weekly

Weeks Benefit (a) Benefit Paid (b) Start (c) Benefits (d)
1 1 681.00                    681.00               1.0000                     535.96               

2 to 4 3 681.00                    2,724.00            0.5770                     1,459.29            
5 to 8 4 681.00                    5,448.00            0.3320                     2,280.41            

9 to 13 5 578.85                    8,342.25            0.2768                     2,966.18            
14 to 26 13 578.85                    15,867.30          0.2042                     4,229.48            
27 to 52 26 31,178.51          0.1421                     5,882.15            

53 to 104 52 62,872.72          0.0874                     7,655.80            
105 to 156 52 95,676.23          0.0390                     8,432.83            
157 to 208 52 129,627.85        0.0172                     8,751.97            
209 to 260 52 164,767.79        0.0062                     8,835.86            
261 to 312 52 201,137.62        
313 to 364 52 238,780.40        

Impact of changes in benefit structure Est cost for stepdown at start of week 9 non-award = 5.58%

Notes : (a) The notes for 3.1 apply with the Scenario applicable continuance rate in 2 above

3.3 Scenario 2 -  stepdown at start of week 13 Discount Rate= 5.00% pa o

588.89                    
609.50                    
630.84                    
652.92                    
675.77                    
699.42                    
723.90                    

r 0.09%  pw
    non-award claimant Inflation Rate= 3.50%

With Behavioural Change
Duration in No of Weeks Weekly Aggregate Unit Survivors at PV of Weekly

Weeks Benefit (a) Benefit Paid (b) Start (c) Benefits (d)
1 1 681.00                    681.00               1.0000                     535.96               

2 to 4 3 681.00                    2,724.00            0.5770                     1,459.29            
5 to 8 4 681.00                    5,448.00            0.3320                     2,276.80            

9 to 13 5 681.00                    8,853.00            0.2742                     3,092.03            
14 to 26 13 578.85                    16,378.05          0.2119                     4,403.01            
27 to 52 26 31,689.26          0.1475                     6,118.05            

53 to 104 52 63,383.47          0.0907                     7,958.64            
105 to 156 52 96,186.98          0.0405                     8,765.00            
157 to 208 52 130,138.60        0.0178                     9,096.18            
209 to 260 52 165,278.54        0.0065                     9,183.23            
261 to 312 52 201,648.37        
313 to 364 52 239,291.15        

Impact of changes in benefit structure Est cost for stepdown at start of week 13 non-award = 9.73%

Notes : (a) The notes for 3.1 apply with the Scenario applicable continuance rate in 2 above

588.89                    
609.50                    
630.84                    
652.92                    
675.77                    
699.42                    
723.90                    
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3.4 Scenario 3 -  stepdown at start of week 9 Discount Rate= 5.00% pa or 0.09%  pw
    award claimant Inflation Rate= 3.50%

With Behavioural Change
Duration in No of Weeks Weekly Aggregate Unit Survivors at PV of Weekly

Weeks Benefit (a) Benefit Paid (b) Start (c) Benefits (d)
1 1 947.10                    947.10               1.0000                     735.94               

2 to 4 3 947.10                    3,788.40            0.5570                     1,998.87            
5 to 8 4 947.10                    7,576.80            0.3370                     3,157.18            

9 to 13 5 852.39                    11,838.75          0.2806                     4,182.79            
14 to 26 13 852.39                    22,919.82          0.2080                     6,043.58            
27 to 52 26 867.18                    

897.53                    
928.94                    
961.46                    
995.11                    

1,029.94                 
1,065.98                 

45,466.46          0.1384                     8,425.39            
53 to 104 52 92,138.01          0.0863                     11,018.59          

105 to 156 52 140,443.06        0.0393                     12,178.91          
157 to 208 52 190,438.79        0.0177                     12,666.05          
209 to 260 52 242,184.37        0.0066                     12,796.59          
261 to 312 52 295,741.05        
313 to 364 52 351,172.21        

Impact of changes in benefit structure Est cost for stepdown at start of week 9 award = 12.82%

Notes : (a) The notes for 3.1 apply with the Scenario applicable continuance rate in 2 above

3.5 Scenario 4 -  stepdown at start of week 13 Discount Rate= 5.00% pa or 0.09%  pw
    award claimant Inflation Rate= 3.50%

With Behavioural Change
Duration in No of Weeks Weekly Aggregate Unit Survivors at PV of Weekly

Weeks Benefit (a) Benefit Paid (b) Start (c) Benefits (d)
1 1 947.10                    947.10               1.0000                     735.94               

2 to 4 3 947.10                    3,788.40            0.5570                     2,022.67            
5 to 8 4 947.10                    7,576.80            0.3539                     3,233.56            

9 to 13 5 947.10                    12,312.30          0.2917                     4,438.58            
14 to 26 13 852.39                    23,393.37          0.2249                     6,450.37            
27 to 52 26 45,940.01          0.1496                     9,025.46            

53 to 104 52 92,611.56          0.0933                     11,829.09          
105 to 156 52 140,916.61        0.0425                     13,083.57          
157 to 208 52 190,912.34        0.0191                     13,610.24          
209 to 260 52 242,657.92        0.0071                     13,751.38          
261 to 312 52 296,214.60        
313 to 364 52 351,645.76        

Impact of changes in benefit structure Est cost for stepdown at start of week 13 award = 21.24%

Notes : (a) The notes for 3.1 apply with the Scenario applicable continuance rate in 2 above

NB : This costing makes no allowance for any subsequent change/increase in the cap ratio in future

867.18                    
897.53                    
928.94                    
961.46                    
995.11                    

1,029.94                 
1,065.98                 
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4. Estimation of Cost Impact of Changing Stepdowns for Award and non-Award workers to start of week 14

      % Est cost of change in Award worker and
% of Estimated % of weekly       other stepdowns after week :

Proposed change costed workers (a) ave ben (b) ben cost (c) week 13 (e)
Initial cost impact estimate

Non-award workers 42.5% 101.9% 49.2% 4.8%

Award workers 57.5% 77.7% 50.8% 10.7%

Total estimated extra cost % of weekly benefits (f) 15.5%

Total estimated extra cost % of total risk cost (g) 5.0%

Estimated $ change in claims cost only (h) 22,427,503

Estimated % change in total annual cost (i) 3.9%

Cost impact after some erosion

Total estimated extra cost % of total risk cost (j) 7.8%

Estimated $ change in claims cost only (k) 34,762,630

Estimated % change in total annual cost (l) 6.1%

Notes : (a) from 17,758 records, using claims received in 2003/04

(b) assumed to give an average benefit equal to 87% of AWE with cap of 2 x AWE and 78% for award workers

(c) = (a) x (b) / {sumproduct of (a) & (b)}

(d) = as current system for non-award workers and from tables above for award workers

(e) = estimated cost of delaying stepdowns to after week 8 and 13, from overall costing for award and non-award workers

(f) = sum of award and non-award workers estimated cost as % of weekly benefit costs

(g) = 0.325 x (f) assuming weekly benefit costs are 32.5% of total risk cost

(h) = (g) x $444,655.421M being the estimated risk cost of claims as per page 13 of our Recommended Premium
Rates 2005/06 report

(i) = (h) / $570.803M which is the estimated incurred cost including expense allowances as per our
Recommended premium Rates 2005/06 report

(j) = the after erosion allowance is + 55% of above impact

(k) = (j) x $444.655M being the estimated risk cost of claims as per page 13 of our Recommended premium
Rates 2005/06 report

(l) = (k) / $570.803M which is the estimated incurred cost including expense allowances as per page 14 of our
Recommended Premium Rates 2005/06 report  
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A6    Section 84E enhancement 
Cost impact of enhancing the Section 84E extension of the Prescribed Amount

1. Introduction

Workers' with a permanent total incapacity are currently able to seek an extension of the prescribed amount to a maximum of $50,000
unindexed.

It is proposed that these workers should be able to seek extension to a maximum of 75% of the prescribed amount (PA) in place at the
time the PA is exhausted.

Permanent total incapacity (rather than impairment) remains the basis for an extension.

A worker who has obtained an order to extend weekly payments under section 84E will be required to elect between taking a Schedule 2
entitlement or continuing weekly payments.

2. Estimated initial cost impact

We have been informed that there were 34 applications for Sec 84E extension in 2003/04 compared to the 30 pa in in earlier years.
Of the 40 applications handled by the Directorate in 2003/04, only 7 were granted and a further 5 were agreed between
the parties.

We assume that a further 60 claimants per year will apply to access the enhanced indexed form of this benefit, which represents 1.65%
of the average 3,625 claims over 2001/02 and 2002/03 with time lost of 60 days or more (WorkCover's 2000/01 to 2003/04 Statistical Report).

The average initial usage is assumed to be 75% of the maximum benefit available and that only 50% of applications are either granted or
agreed between the parties.

The initial cost impact is then estimated as follows :

Section 84E with 75% maximum of PA =  60 x 0.5 x ( $139,995 x 0.75 x 0.75) = $2,355,033

or =  $2355033   /   40394     = 58.30 per claim

$58.30 0.53% of the risk cost of claims or = $2,355,033 per year

where 50% of the extra 60 applications are expected to cost 75% of section 84E benefit initially and the base 34 claims
are not expected to cost more than under the $50,000 extension option.

3. Estimated cost impact after erosion

We have been informed that there were 34 applications for Sec 84E extension in 2003/04 compared to the 30 pa in in earlier years.
Of the 40 applications handled by the Directorate in 2003/04, only 7 were granted and a further 5 were agreed between
the parties.

We assume that a further 120 claimants per year will apply to access the enhanced indexed form of this benefit, which represents 3.3%
of the average 3,625 claims over 2001/02 and 2002/03 with time lost of 60 days or more (WorkCover's 2000/01 to 2003/04 Statistical Report).

The average initial usage is assumed to be 90% of the maximum benefit available and that 65% of applications are either granted or
agreed between the parties.

The cost impact after some erosion is then estimated as follows :

Section 84E with 75% maximum of PA =  120 x 0.65 x ( $139,995 x 0.75 x 0.90 ) = $7,347,703

or =  $7347703   /   40394     = 181.90 per claim

$181.90 1.65% of the risk cost of claims or = $7,347,703 per year

where 50% of the extra 120 applications are expected to cost 90% of section 84E benefit initially and the base 34 claims
are not expected to cost more than under the $50,000 extension option.

Est % change - Est $ change - Est % change -
Results of costing claim costs claim costs total annual costs

   - initial 0.53% 2,355,033 0.41%

   - after erosion 1.65% 7,347,703 1.29%

per claim or  =

per claim or  =
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A7    Schedule 2 inclusions 
Cost impact of AIDS included in Schedule 2

1. Introduction

We have no data to split claim numbers or cost into accident versus HIV/AIDS claims.

From researching HIV/AIDS websites of global and Australian statistics and the Australian National Council on AIDS, we obtained the
following data :

1.1 there were 20,422 diagnoses of HIV infections, 8,352 diagnoses of AIDS and 5,858 deaths following AIDS to the end of March 2000

1.2 in WA there were 1,042 (5.1%) diagnoses of HIV infections, 379 (4.5%) diagnoses of AIDS and 265 (4.5%) deaths following AIDS
to the end of March 2000

1.3 the annual incidence of HIV infection is estimated to have peaked in 1984 at 2,800 cases per year, declining to 450 pa by 1998

1.4 the annual AIDS diagnoses is estimated to have peaked in 1994 at 950 cases per year, declining to 348 pa by 1998

The 10 year delay between HIV and AIDS diagnosis indicates the period between the infection with the HIV virus and the latest stage
of the illness, characterised by difficult to treat opportunistic infections and malignancies.

It is important to note that the physical impact of HIV infection may not manifest itself clinically for many years. If not tested, a person
may not know that they are infected until they feel unwell and decide to have a test.

This has implications for the costing below and for the potential for erosion influences as is the recent trend for HIV-infected blood to be
used in bank and other hold-ups. Certain professions are far more at risk than other eg any profession which comes into contact with
blood or involves unsafe sexual practices.

It is also clearly important to word the legislative change so that a specific claimant cannot qualify both on diagnosis of HIV and again
on the later diagnosis of AIDS. 

Consideration is required of the impact of futher medical advances which may continue to extend the period between the diagnosis of
HIV and AIDS and the ultimate prevention of the progression of the disease to AIDS, in some or most of cases of HIV.

We understand that the current proposals include the payment of a Schedule 2 benefit only at the onset of AIDS and not at
the time of the HIV inflection and that the date of HIV infection must be post enactment of this proposed change. The
costing below reflects this by removing the HIV numbers in 1.3 above.

2. Estimated initial cost impact

The initial cost impact is estimated as :

=  ( 0 + 348) x 0.06 x 0.20 x 139,995 / 40394 

=  4.176 x 139,995 / 40394 

$14.47 0.13% of the risk cost of claims or = $584,619 per year
which   = 0.10% of total annual cost

where the extra 4.176 claims are expected to cost the PA extra initially and we have assumed 6% of the 1998
Australian levels for WA and that 20% of these are due to work-related causes.

3. Estimated cost impact after erosion

The cost impact after erosion is estimated as an increase in work-related claims : 

3.1   from 20% to 30% due to the incentive created to attribute the diagnosis to a work-related cause
3.2   the inclusion of workers outside the health industries due to the use of HIV infected blood in hold-ups etc and
3.3   some allowance for potential trend increases in HIV/AIDS incidence in future (being 5% pa for 4 years)

=  ( 0 + 348) x (1.05 ^ 4) x 0.06 x 0.30 x 139,995 / 40394 
 

=  7.614 x 139,995 / 40394 

$26.39 0.24% of the risk cost of claims or = $1,065,912 per year
which   = 0.19% of total annual cost

where the extra 7.614 claims are expected to cost the PA extra and we have assumed 6% of the 1998
Australian levels for WA escalated by 5% pa for 4 years, and that 30% of these are due to work-related causes.

per claim or  =

per claim or  =
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A8    Clause 18A 
Cost impact of Clause 18A amendments

1. Introduction

Clause 18A of Schedule 1 provides for the payment of additional expenses when the claimant has incurred or is likely to incur
reasonable expenses in excess of the maximum medical expenses being 30% of the Prescribed Amount.

Currently the maximum additional amount may not exceed $50,000.

Section 4 of our Recommended Premium Rates 2005/06 report shows that the average medical and all treatment costs incurred
has varied between 17.6% and 22.2% of total claim costs over the five years to 30/6/2004. 

The proposed model recommends that Clause 18A is amended so that when the 30% of PA in medical expenses as
allowed by Clause 17 1(a) is reached :

(a) a worker is indemnified for upto $2,000 medical expenses and can only then seek a
declaration for payment of reasonable medical expenses

(b) to provide extended, capped ($250,000) medical expenses in exceptional circumstances

Exceptional circumstances are defined as :

Assessment by an AMS that a worker's current level of WPI is 15% or more, the worker's
treating specialist is of the opinion operative intervention will improve the physical condition,
the treating specialist indicates through a treatment plan that substantial medical improvement
is anticipated, the worker has exhausted or will exceed the medical entitlement and the
$50,000 extension.

We are concerned of a potential that, once the extension to medicals is granted, claims may continue
beyond the point where the Prescribed Amount is exceeded for other heads of benefit and the claim would
otherwise have terminated.

It is intended that funding will only cover the operative intervention and reasonable post-operative allied
health treatment and appropriate medical aids to correct the physical condition not external to the person.

The exceptionally large claims we have seen in other jurisdictions commonly include amounts of well over $1M or more for future
medicals. Given the restriction to once-off surgical procedures claims of this magnitude are expected to occur very infrequently in WA.
However certain claims eg those involving extended hospitalisation such as severe burns cases could easiliy exceed $250,000.

The base PRC average claim size used for quantifying the cost variations in this report is $11,753 in 30 June 2004 values and the
average medical expenses are calculated as :

(0.176 x 11,753)  =  $2,069     to    (0.222 x 11,753)  =  $2,609.

Page 70 of the Guthrie Report shows an average of 147 Clause 18A applications per year over the 5 years to 1999/00. The
updated data supplied by the Directorate shows a 5 year average of 127 up to 30 June 2004. Say 130 claims.

This seems reasonable being 0.3% of all claims and 44% of the assumed number of 25% or more impairment common law claims.

It also seems reasonable to assume that :

(c) 60% of these 130 claims will use the $2,000 indemnity as an addition to claim cost and

(d) the other 40% will obtain the extended, capped medical expenses

(e) the clause 17 order to pay up to $2,000 medical expenses will only add to costs in 5% of claims
at an average cost of $500 per claim.  
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In the absence of any distribution data for the extended, capped medical claims we have calibrated the distribution
from the common law sample supplied as follows :

% in amount claim $250,000
from to Average range in range distribn cap

0 100,000 50,000 17.50% 8,750 5.9% 50,000
100,001 150,000 125,000 40.00% 50,000 33.6% 125,000
150,001 200,000 175,000 25.00% 43,750 29.4% 175,000
200,001 250,000 225,000 10.00% 22,500 15.1% 225,000
250,001 300,000 275,000 3.75% 10,313 6.9% 250,000
300,001 350,000 325,000 2.50% 8,125 5.5% 250,000
350,001 425,000 1.25% 5,313 3.6% 250,000

100.0% 148,750 100.0% 143,750

This shows that with a cap of $250,000 on the extended medicals, there would be a cost saving of 3.4% ( 1 - 143,750 / 148,750)
being the change in average claim size with and without the cap.

2. Estimated initial cost impact with extended medicals capped at $250,000

The initial cost impact is estimated as :

=  (130 x 0.60 x 2,000  + 130 x 0.40 x 93,750 + 0.05 x 40394 x 500) / 40394

$150 1.36% of the risk cost of claims or = $6,040,850 per year
which   = 1.06% of total annual cost

where the 52 (=130 x 0.4) claims with extended, capped medical expenses are expected to cost $143,750
on average under Clause 18A of which the current system already allows $50,000, hence the $93,750 extra.

3. Estimated cost impact after erosion

It is not expected that erosion will be a significant element for this element because of the exclusion of secondary psychological
overlay amongst other factors.

The cost impact after erosion is estimated as an additional 20% as follows :

=  (130 x 0.60 x 2,000  + 130 x 0.40 x 93,750 + 0.05 x 40394 x 500) x 1.20 / 40394

$179 1.63% of the risk cost of claims or = $7,249,020 per year
which   = 1.27% of total annual cost

Note that 81% of this extra cost comes from the extended, capped medical expenses, 16% from the $2,000 indemnity and only
3% from Clause 17 orders.

Note also that the extended, capped medical expense amendment may lead to a transfer of costs from Medicare and
Commonwealth Social Security to the WA workers' compensation system of around ($208 x 39,066)  =  $8.1M per
year after some erosion has occurred.

per claim or  =

per claim or  =

Range 

 

L:\FRM\Insurance\DOCS\PSL\1520report a.doc   
22/04/2005  2:11 PM 

47



Attachment  A   Detail of Actuarial Costings 

4. Estimated initial cost impact with extended medicals capped at $250,000 - extra option

Extra Option : extend to 15%+ impaired claimants

The common law data sample indicates that there are 2.63 more claimants in the range 15% to less than 25% impairment than
in the range 25% or more impairment. When grossed-up to a whole of system measure this gives 2.63 x 130 = 342 claims.

We assume that 50% of the claimants in this range ie 171 ( = 0.5 x 342) use the medical extension at an estimated average extra
cost of $56,250 being 60% of the $93,750 used for claimants with 25% or more imparment.

The initial cost impact for 15% or more impairment claimants is the sum of the cost estimates in 2 and 3 above plus the
estimated extra cost of claimants with 15% to less than 25% impairment levels :

=  [ (130 + 171) x 0.60 x 2,000  + (130 + 171 x 0.60) x 0.40 x 93,750 + 0.05 x 40394 x 500) ] / 40394

$268.44 2.44% of the risk cost of claims or = $10,843,550 per year
which   = 1.90% of total annual cost

The cost impact after erosion is estimated as an additional 20% as follows :

=  [ (130 + 171) x 0.60 x 2,000  + (150 + 171 x 0.60) x 0.40 x 93,750 + 0.05 x 40394 x 500) ] / 40394 x 1.2

$322.13 2.93% of the risk cost of claims or = $13,012,260 per year
which   = 2.28% of total annual cost

The accompanying retrospective cost is estimated as follows :

base option retrospective estimated cost = $9,705,657

extended 15%+ impairment retrospective cost estimate = $17,422,014

per claim or  =

per claim or  =
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A9    Impairment assessment 
Cost impact of new impairment assessment / rewriting the AMA guidelines

1. Introduction

There is an administrative cost for the appropriate expertise to perform the rewrite of the AMA guides and this cost is separately allowed
for in these costings as part of the increased costs to the General Fund of implementing the 2005 Reform.

Nonetheless there remains the significant risk that the rewrite will by omission or inadvertent inclusion lead to additional claim costs,
in spite of all due care being taken with the preparation of the guide.

If this does arise enough flexibility and control should be retained so that remedial action can be taken without delay.

It would be prudent to allow some cost allocation for :

(a) an independent review of the rewritten guide

(b) some modification of the guide during the year or so after its introduction

(c) some additional claim costs for the claims which benefit from any 'loopholes'.

Great care needs to be taken with the rewrite, including consultation with other jurisdictions which have already rewritten their
guides.  The fact that these rewrites have occurred provides, in itself, some level of confidence.

There is the clear intent to base the new WA guides on the NSW guides (based on the US Guides) with conversion to the WA system.

In costing changes in the common law frequency, we have been instructed to assume the new WPI scales will be 5% stronger than the
current assessment of disability ie that a 30% level of disability equates to a 25% WPI assessment.  We understand that this
instruction was based on considerable research and case studies.

We have accepted this assumption without independent verification which would be subjective, very difficult and time-consuming and is
beyond the scope of our brief.

2. Estimated initial cost impact

A prudent allowance would appear to be :

(d) 25% to 50% of the estimated cost of the rewrite added to the administration costing plus

(e) a nominal 0.5% to 1.0% extra claim costs for claims that can take advantage of any unintended aspects of the new
guide.

On the other hand it may be reasonable to expect some level of saving from having a single guide applied by trained medical doctors
using a process which is intended to simplify, remove uncertainty in impairment assessment and speed up common law claim processing.

Given the very subjective nature of these estimates, they have not been adopted ie cost neutrality is assumed. However we
stress that significant cost blowouts can arise from loopholes or opportunistic use of the new guides.

3. Estimated cost impact after erosion

A prudent allowance would appear to be :

(f) 25% to 50% of the estimated cost of the rewrite added to the administration costing plus

(g) a nominal 1.0% to 1.5% extra claim costs for claims that can take advantage of any unintended aspects of the new
guide.

On the other hand it may be reasonable to expect some level of saving from having a single guide applied by trained medical doctors
using a process which is intended to simplify, remove uncertainty in impairment assessment and speed up common law claim processing.

Given the very subjective nature of these estimates, they have not been adopted ie cost neutrality is assumed. However we
stress that significant cost blowouts can arise from loopholes or opportunistic use of the new guides.

The new approach to assessing impairment, supported by the removal of secondary psychological conditions in assessing
impairment and the structure of the pre-litigation conferences within 3 months of a writ, should add a degree of robustness to the cost
impact of the options for change, which may act to constrain or delay behavioural change and erosion influences.  
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A10  Dispute resolution 
Estimated cost impact of the proposed new dispute resolution process

1. Introduction

Most of the cost impact of the new dispute resolution process in the proposed model for change is outside the scope of our
actuarial costing brief but the cost of implementing the 2005 reform package is included in the increased General Fund costs.

The actuarial costing here is concerned only with the estimated cost savings which may emerge if claim durations shorten.

There is a significant element of behavioural change in making this assessment because :

* on the one hand if disputes are more quickly resolved and are less adversarial, claim duration should reduce

and

* on the other hand, there may be aspects which act to lengthen claim durations eg enhanced Section 84E benefits,
legal representation and so on.

The balance between these two conflicting influences will determine the final outcome. One of the determining factors will be
claimants predilection to pursuing common law as opposed remaining in the Statutory system.

The average disputes over 2002/03 and 2003/04 was 2,928, say 2,950 and if we assume a 15% saving on say 75% and adopt estimated
additional legal costs of $12M as supplied by the taskforce investigating the proposed model for change, we get :

=  ( -2,950 x 0.15 x 0.75 x 11008 + 12,000,000) / 40394

$193.30 1.76% of the risk cost of claims or = $7,808,047 per year
which   = 1.37% of total annual cost

Note that we have used an assumed 15% saving level compared to 20% in other costings. This is an attempt to make some
allowance for the uncertainty of which way this influence may work.

We note also that while section 4.10 (pages 157 and 158) of the 31 July 2001 Guthrie Report quanfities the legal
costs at $12M, it concludes that if common law claims consume two-thirds of legals, the remaining third will be
available to support the new legal costs. Hence the Guthrie report assumes cost neutrality from this source. 

per claim or  =
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A11   Injury management 
Estimated cost impact of the proposed injury management scheme

1. Introduction

Most of the cost impact of the new approach to injury management in the proposed model for change is adminsitrative
in character ie is beyond the scope of the actuarial costing brief.

There are no specific aspects that require actuarial costing here other than to identify what the key drivers of cost are and give a broad
indication of likely cost impact.

Key drivers of cost :

(a) regulations and guidelines support inury management

(b) statutory duty on workers to participate in injury management and rehabilitation and attempt return to work

(c) clearly established roles with the employer as lead 

(d) insurers to assist small employers

(e) early intervention mechanism.

If properly implemented and successfully run, injury management has the potential to reduce claim costs by :

(f) achieving better and quicker return to work rates

(g) reducing the number of longer term claims

(h) reducing the number of time lost claims

(i) possibly even a slight reduction in common law frequency at the lower levels of impairment.

It may be that an absence of four weeks before requiring appropriate intervention is too long. It certainly seems agreed that an employer
retaining contact with the injured worker in the first fortnight off work can be the determining factor in claim duration as do other
unrelated workplace factors that may influence a worker's predilection to remain off work.

It may not be unreasonable to target a level of saving between 2.5% and 5% of claim risk costs from effective injury management.
The additional cost of running the injury management program would need to be quanitified and analysed in conjunction with any target
risk cost savings in order to gain an appreciation of the net impact on system costs.

It can be expected that the effectiveness will be uneven across different insurers and this has the potential to dilute the
ultimate net costs saved.

A number of insurers have actively promoted injury management programs for the past few years as have a number of large employers.
So to some extent the system has already achieved a level of saving from this source. Additional savings are likely from the medium to
small employers.

The injury management program will also have to be closely monitored and upgraded regularly (at least yearly) to retain effectiveness.

Given the very subjective nature of these comments and expected outcomes, cost neutrality is assumed. 
If a level of savings is factored in from this source, a level around 2.5% may not be unreasonable.  
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A12   Termination of employment 
Cost impact of termination of employment provisions

1. Introduction

Currently when an employer terminates a worker while on benefit, the claim becomes the responsibility of the insurer and it may be
some time before the insurer is aware of the changed situation.

This amendment should enable better claim management by :

(a) encouraging the employer to support injury management and rehabilitation

(b) allowing the insurer to be proactive in the event a dismissal occurs after notice is given.

We attempted to obtain data on the number of dismissals which occur in WA each year under these circumstances but none could
be obtained. The Guthrie Report states on page 180 that in South Australia 800 workers in receipt of workers' compensation are
dismissed each year. WorkCover SA is notified and is able to negotiate re-employment of about 33% of those dismissed.

However the sole insurer situation in South Australia is very different from WA and calibrating the SA statistics to WA conditions is
highly subjective.  With this in mind we have revised the level of saving downwards from our earlier costings.

In the absence of WA specific data we have assumed 40% the number of dismissals in WA ie 320 per year and we assume that on
average these claims are twice the size of an average claim.

2. Estimated initial cost impact

The initial cost impact is estimated as a saving of :

=  (800 x 0.4 x 0.10 x 2 x11008) / 40394

$17.44 0.16% of the risk cost of claims or = $704,507 per year
which   = 0.12% of total annual cost

where the 320 dismissed worker claims are expected to save 10% of twice the average total (Statutory + common law)
claim size.

3. Estimated cost impact after erosion

It is not expected that erosion will be a factor for this element.

Consequently the cost saving after erosion is estimated as the same as the initial impact :

=  (800 x 0.4 x 0.10 x 2 x11008) / 40394

$17.44 0.16% of the risk cost of claims or = $704,507 per year
which   = 0.12% of total annual cost

per claim or  =

per claim or  =
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A13   Retrospectivity in enhanced Statutory benefits 
Cost impact of retrospectivity in enhanced Statutory benefits

1. Introduction

We are assured that the new common law provisions are only to apply to claims with dates of occurrence of impairment from the date of
enactment onwards.

Using this definition we see no real retrospective elements as those claims incurred over the six months prior to the date of enactment
would still have to proceed according to the current system. This implies that the election application processing will have to run
concurrently with the new proposed arrangements for many years to come.

We have also been advised that the enhanced Statutory benefits become operative from the date of enactment of the changes in respect
of future benefit payments on all claims still open at that time. The benefits improved are :

(a) increase in cap on weekly benefits from 1.5 to 2.0 x AWE

(b) Section 84E increased and indexed going forward

(c) clause 18A additional medical expenses

(d) stepdowns in weekly benefits commence after 13 weeks (4 previously) 

(e) Schedule 2 benefits enhanced for increasing % benefit for some impairments

Note that the changes for (e) above ie increased Schedule 2 benefits for some impairments, are not retrospective. The increased benefit levels 
will only apply to claims incurred after the assent date of the changes.

The cost estimates for these items have already been made in relation to future incurred costs. We appreciate that some of these cost
impacts are concentrated in the early phases of a claim and accordingly, in section 2 below, we allow for the cost impact on only the 1.5
most recent years for (a) above and the four most recent accident years for (b) and (c) above. For (d) we allow the stepdown cost change on
the 4 most recent months but the award rate floor cost over 1.5 years as for (a)

2. Estimated cost impact

The cost impacts already quantified are : % extra cost Claim liability Estimated cost
$M $M

(a) increase in cap on weekly benefits from 1.5 to 2.0 x AWE 4.90% 444.575 20.148

(b) Section 84E increased and indexed going forward @ 75% PA 0.53% 772.338 3.784

(c) Clause 18A additional medical expenses 2.44% 772.338 17.422

(d) stepdowns after week 13 (4 currently) -   later stepdown 5.04% 114.071 5.322

(e) increased Sch 2 % for some impairments 0.00% 772.338 0.000

Total cost 4.99% 46.676

Estimated impact adopt at 92.5% of total 4.62% 46.676

According to our Recommended Premium Rates 2004/05 report Attachment G4.5, the outstanding claim provision for WA workers
compensation was $1010.7M at 30 June 2004, of which $444.575M relates to the 1.5 most recent accident years,
$772.338M to the 4 most recent years and $114.071M to the 4 months recent accident months.

We have allowed for only the 1.5 most recent accident years when assessing the cost impact of the 2 x AWE cap
because that is the weighted average duration for weekly benefits derived from our step down costing.

We similarly allowed for only the four most recent accident years when assessing the cost impact of the enhanced Section
84E extension and medical benefits but four months for the later 13 week stepdown rule.

Our cost estimate of the once off retrospective elements from the above Statutory changes is thus :

$M
Estimated impact amount 46.676

Estimated impact as % of 2005/06 $570.803 8.18%
premium pool (Rec Prem Rates 2005/06 report sec 3.1.2)

Estimated impact as % gross outstanding 4.62%
liabilities at 30/6/2004 ($1010.72M)  
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A14 Redress of Dutch decision  
Cost impact of the measures to remedy the impact of the Dutch decision

1. Introduction

In mid 2001 the Full Court decisions in the matters of Dutch and WMC set precedents with unintended consequences for the
operation of section 93D of the Workers Compensation and Rehabilitation Act 1981 (the Act).

The collective effect of these decisions is that some injured workers who are claiming a disability and who have referred a question
under section 93D(5) may be unable to progress their referral because of the interpretation of the requirements of "medical evidence".

The Director of Conciliation and Review now bases all decisions on whether medical evidence meets the Act requirements on the
criteria set out in the Dutch decisison and has applied these criteria on all cases since the Dutch decision was issued.

On 16 December 2002, the Western Australian Cabinet approved the drafting of Act amendments to retrospectively redress the
problems created for injured workers by the Dutch, WMC and De Santos decisions. The purpose of the amendments is to ensure
the ability of certain workers to continue to pursue their action to seek a determination (or agreement) as to their degree of disability
for the purposes of pursuing common law actions.

The resubmission of supporting medical evidence must be lodged within three months after the day on which this amendment
receives Royal Assent.

We were initially informed that there are expected to be around 550 resubmissions of medical evidence with an upper range of 900 and
lower range of 200 cases. We understand that these figures were extracted by Conciliation and Review from their records.

Unfortunately this was no breakdown of these cases by :

(a) common law access level ie 16% to less than 30% or 30% disability or more

(b) accident year

We have also been informed that the supporting medical evidence can not be new medical evidence but can only be extracted from
from the original file note of the attending medical officer/doctor.

Given the above data the assumptions we have made for our initial costing are as follows :

(c) 50% of the cases which resubmit medical evidence will be accepted

(d) the overall average common law claim size applies to each accepted claim

(e) the additional cost of these claims is the average in (d) above reduced by an
assumed $50,000 representing the average already paid on each of these claims.

Conciliation and Review had previously identified 900 potential Dutch affected claims.  On examination by WorkCover of the most up to date claim
records, it was found that 275 of these claims had already had redemptions, leaving a pool of 625 claims remaining.

On 14 June 2004 we were sent a data file with a fairly comprehensive record of each of the remaining non-redeemed 625 claims identified
by Conciliation and Review as having a potential common law action under the Proposed Act amendments. This level of detailed data was not
available at the time of our initial Dutch costing.  We understand that this data was extracted from WorkCover's claim database as at 11 June
2004 and, as mentioned above the 275 claims which had redemption payments were removed.
At that stage, the database used was recent and hence had not been fully validated.

Our analysis showed a number of anomalies in the data which are as follows :

(f)  there were 134 claims with common law payments 
(g) of these only around 75 had common law codes identifying type of common law claim 
(h) some claims had high negative case estimates of $150k or more - this should not logical and should not occur
(i) date finalised was included but date reopened was not
(j) as a result we could not obtain a reliable count of active or open claims
(k) our analysis of claims with a null date finalised produced several claims with large common law payments, which
was unexpected.  
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We have accepted the data supplied without being able to independently verify it. We have also taken it to be a comprehensive list
of the potential pool of claims that may attempt to access common law benefits under the proposed Act changes to remedy the
Dutch decision. We have not independently reviewed any claim files nor contemplated whether there are other sources from 
which potential common law claims may successfully access the legislative measures to remedy Dutch or any other legal access
precedents eg Dossett

Our initial costings produced results in section 3 below, in the range $20M to $60M for the impact of the Dutch remedy changes.

The latest data however shows that only 26 applications were received by the 25 January 2005 cut-off of which 7 have been rejected
and 12 are still subject to review. We analysed the 17 non-rejected applacations and found that so far $2.6M of Statutory benefits have
been paid (on average $137k per claim) and the case estimates outstanding are $3.0M in aggregate ($158k per claim).

Assuming the actual data for the Dutch decision remedy supplied by WorkCover is accurate and comprehensive, it seems to adopt
the case estimates increased by ratio : 1.801    being the future development case estimate ratio for the 2001 and earlier 
accident years in Att G of our Recommended Premium Rates 2005/06 report ie

$3,000,000 x 1.801 = $5,401,820

This supecedes and is much lower than even the best case $20M of the costing results in 3 below

2. Summary of analysis of Dutch data file

The tables below shows a summary of the results of our analysis of the Dutch data supplied. The detailed analysis tables appear in
section 4 below.

Summary of results : Analysis of Dutch claim data file supplied by WorkCover

Item Number Cumulative Estimated Total Average
analysed reported paid outstanding cost cost

all claims 625 74,511,415 26,306,855 100,818,270 161,309

common law 134 34,638,365 491,811 35,130,176 262,165

all claims excl 491 39,873,050 25,815,044 65,688,094 133,784
common law

all excl comm 393 39,369,936 25,814,558 65,184,494 165,864
law & claims under $10,000

date finalised 223 32,195,535 25,916,203 58,111,738 260,591
= null

Second Sched 75 1,259,122 1,259,122 16,788

Analysis of average common law payments

Item Number Amount of  Average
analysed paid common law paid common law paid

16% or more but less than 30% 17 1,721,890 101,288

30% or more 26 5,059,185 194,584

Section 93D (pre Oct 99 Act) 10 1,461,541 146,154

Raised by insurer 14 1,745,336 124,667

Total 67 9,987,952 149,074

16% or more incl 30% or more 43 6,781,075 157,699  
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3. Development of scenarios and costings

The following costings scenarios were developed from the analysis :

Number Assumed percentage (b) Estimated no. Average common Estimated cost
Scenario of potentials (a) reapplying succeeding succeeding (c) law + legal pyt (d) impact (e)

Best case (f) 223 80% 60% 107 189,239 20,256,175
1.9%

Reasonable low (g) 393 80% 70% 220 189,239 41,647,786
3.9%

Reasonable high (h) 491 80% 80% 314 189,239 59,466,558
5.5%

Estimates Development factor
Case estimates (i) 25,815,044 1.7 43,885,575

4.1%
Notes : (a) = the number of claims reported per scenario from 2 above

(b) = assumed %s for both the claims in (a) which re-apply for common law under the
proposed changes and the % which are able to supply the necessary medical evidence

(c) = (a) x (b reapplying) x (b succeeding) being the estimated number of successful claims 

(d) = 1.2 x (average comm law paid on 16% or more (including 30% or more) claims from 2 above)
where the 1.2 x is the allowance for legal costs

(e) = (c) x (d)  and the % below is of the $1,078M o/s claim liability

(f) = the best case scenario is based on the analysis of claims with a null date finalised in 2 above

(g) = the reasonable low case scenario is based on the analysis of :

 {all claims less (common law and less than $10k claims)} in 2 above

(h) = the reasonable high case scenario is based on the analysis of :

 {all claims less common law claims} in 2 above

(i) = 1.7 x case estimates from the reasonable high scenario in 2 above

where the 1.7 development factor is the average actuarial to case est ratio for 1997 to 2001
from G4.5 of our 5 March 2004 actuarial report to the Premium Rates Committee.  
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4. Detailed analysis of the 'Dutch; claims data file supplied by WorkCover

4.1    All claims

Analysis of Dutch claim data file supplied by WorkCover

Accident Number Number Cumulative Estimated Total Average
year reported active paid outstanding cost cost

earlier 18 2 349,495           30,000              379,495        21,083          
1993 2 0 110,013           -                    110,013        55,007          
1994 21 8 1,656,807        240,983            1,897,790     90,371          
1995 44 15 4,938,104        1,033,859         5,971,963     135,726        
1996 54 24 4,352,913        847,947            5,200,860     96,312          
1997 73 33 7,027,762        3,097,273         10,125,035   138,699        
1998 122 63 15,681,135      6,648,252         22,329,387   183,028        
1999 127 50 15,886,382      2,942,575         18,828,957   148,260        
2000 103 62 16,891,836      7,689,484         24,581,320   238,654        
2001 61 30 7,616,968        3,776,482         11,393,450   186,778        
2002 0 0 -                  -                    -                -               
2003 0 0 -                  -                    -                -               
2004 0 0 -                  -                    -                -               

Total 625 287 74,511,415      26,306,855       100,818,270 161,309        

Analysis of Dutch claim data file supplied by WorkCover

Accident Number Number Cumulative Estimated Total

4.2    Claims with common law payment

Average
year reported active paid outstanding cost cost

earlier 3 0 196,145           -                    196,145        65,382          
1993 1 0 71,429             -                    71,429          71,429          
1994 3 1 740,346           -                    740,346        246,782        
1995 8 1 1,990,201        -                    1,990,201     248,775        
1996 10 4 1,598,858        4                       1,598,862     159,886        
1997 14 5 2,638,332        13,717              2,652,049     189,432        
1998 22 6 6,471,575        61,285              6,532,860     296,948        
1999 32 6 8,129,548        42,002              8,171,550     255,361        
2000 31 14 9,777,395        367,802            10,145,197   327,264        
2001 10 2 3,024,536        7,001                3,031,537     303,154        
2002 0 0 -                  -                    -                -               
2003 0 0 -                  -                    -                -               
2004 0 0 -                  -                    -                -               

Total 134 39 34,638,365      491,811            35,130,176   262,165        

Analysis of Dutch claim data file supplied by WorkCover

Accident Number Number Cumulative Estimated Total

4.3    Excluding common law claims

Average
year reported active paid outstanding cost cost

earlier 15 2 153,350           30,000              183,350        12,223          
1993 1 0 38,584             -                    38,584          38,584          
1994 18 7 916,461           240,983            1,157,444     64,302          
1995 36 14 2,947,903        1,033,859         3,981,762     110,605        
1996 44 20 2,754,055        847,943            3,601,998     81,864          
1997 59 28 4,389,430        3,083,556         7,472,986     126,661        
1998 100 57 9,209,560        6,586,967         15,796,527   157,965        
1999 95 44 7,756,834        2,900,573         10,657,407   112,183        
2000 72 48 7,114,441        7,321,682         14,436,123   200,502        
2001 51 28 4,592,432        3,769,481         8,361,913     163,959        
2002 0 0 -                  -                    -                -               
2003 0 0 -                  -                    -                -               
2004 0 0 -                  -                    -                -               

Total 491 248 39,873,050      25,815,044       65,688,094   133,784         
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4.4    Excluding common law claims & claims with Total Cost < $10,000

Analysis of Dutch claim data file supplied by WorkCover

Accident Number Number Cumulative Estimated Total Average
year reported active paid outstanding cost cost

earlier 5 1 147,102           30,000              177,102        35,420          
1993 1 0 38,584             -                    38,584          38,584          
1994 11 5 913,741           240,859            1,154,600     104,964        
1995 29 13 2,941,835        1,033,859         3,975,694     137,093        
1996 37 18 2,665,117        847,943            3,513,060     94,948          
1997 44 27 4,192,085        3,083,556         7,275,641     165,355        
1998 85 53 9,090,111        6,586,967         15,677,078   184,436        
1999 76 40 7,708,559        2,900,211         10,608,770   139,589        
2000 61 48 7,087,456        7,321,682         14,409,138   236,215        
2001 44 28 4,585,346        3,769,481         8,354,827     189,882        
2002 0 0 -                  -                    -                -               
2003 0 0 -                  -                    -                -               
2004 0 0 -                  -                    -                -               

Total 393 233 39,369,936      25,814,558       65,184,494   165,864        

Analysis of Dutch claim data file supplied by WorkCover

Accident Number Cumulative Estimated Total

4.5    Claims without a date finalised recorded

Average
year reported paid outstanding cost cost

earlier 1 0 -                  30,000              30,000          30,000          
1993 0 0 -                  -                    -                -               
1994 5 0 387,368           240,859            628,227        125,645        
1995 13 0 1,682,683        862,437            2,545,120     195,778        
1996 16 0 1,327,865        847,925            2,175,790     135,987        
1997 23 0 3,104,730        3,096,707         6,201,437     269,628        
1998 53 0 7,586,826        6,648,086         14,234,912   268,583        
1999 35 0 5,670,306        2,935,071         8,605,377     245,868        
2000 51 0 8,575,007        7,480,132         16,055,139   314,807        
2001 26 0 3,860,750        3,774,986         7,635,736     293,682        
2002 0 0 -                  -                    -                -               
2003 0 0 -                  -                    -                -               
2004 0 0 -                  -                    -                -               

Total 223 0 32,195,535      25,916,203       58,111,738   260,591        

Analysis of Dutch claim data file supplied by WorkCover
 -  Specific injury

Accident Number Number Second Sch
year reported active amount paid Average

earlier 0 N/A -                  -
1993 0 0 -                  -
1994 2 0 58,614             29,307              
1995 9 0 93,349             10,372              
1996 8 0 89,519             11,190              
1997 10 0 173,944           17,394              
1998 19 0 315,986           16,631              
1999 18 0 249,859           13,881              
2000 5 0 167,659           33,532              
2001 4 0 110,192           27,548              
2002 0 0 -                  -
2003 0 0 -                  -
2004 0 0 -                  -

Total 75 0 1,259,122        16,788              

4.6    Specific Injury payments
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7.    Average common law payment size

Analysis of Dutch claim data file supplied by WorkCover

Accident 
year Claims Payments Average Claims Payments Average

earlier 0 -              0 -                
1993 0 -              0 -                
1994 0 -              1 61,700          61,700          
1995 1 51,000        51,000             1 89,986          89,986          
1996 0 -              0 -                
1997 2 74,999        37,500             1 155,000        155,000        
1998 2 295,379      147,690           4 855,000        213,750        
1999 5 379,030      75,806             9 1,815,387     201,710        
2000 4 414,638      103,660           9 1,682,112     186,901        
2001 3 506,844      168,948           1 400,000        400,000        
2002 0 -              0 -                
2003 0 -              0 -                
2004 0 -              0 -                

Total 17 1,721,890   101,288           26 5,059,185     194,584        

Analysis of Dutch claim data file supplied by WorkCover

Accident TOTAL
year Claims Payments Average Claims Payments Average Average

earlier 0 -              1 10,000          10,000          10,000         
1993 0 -              0 -                -               
1994 0 -              0 -                61,700         
1995 0 -              1 107,544        107,544        82,843         
1996 0 -              1 11,430          11,430          11,430         
1997 0 -              0 -                76,666         
1998 5 808,893      161,779           2 123,000        61,500          160,175       
1999 3 242,148      80,716             1 50,500          50,500          138,170       
2000 0 -              6 1,181,191     196,865        172,523       
2001 2 410,500      205,250           2 261,671        130,836        197,377       
2002 0 -              0 -                -               
2003 0 -              0 -                -               
2004 0 -              0 -                -               

Total 10 1,461,541   146,154           14 1,745,336     124,667        149,074       

16% to 30% >=30%

93D Writs Raised by Insurer
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A15 Schedule 2 Item 36 (backs, necks and pelvises) 
Cost impact of increasing the Schedule 2 % for back, necks and pelvises

1. Introduction

According to our recollection, Schedule 2 allowances for backs, necks and pelvises were introduced as part of the June 1993 Act
amendments.

The introductory % of the Prescribed Amount were 60% for necks, 40% for backs and 15% for pelvises.

The 2005 Reforms increased these percentages by 15% to 75% for necks, 55% for backs and 30% for pelvises.

From section 6 of our 2005/05 Premium Rates report we see that Schedule 2 benefits averaged 4.3% of total costs over the two
years to 30 June 2003.

Schedule 2 item 36 defines the following benefits :

Sch 2 36A.   Permanent loss of the full efficient use of the back (including thoracic & lumbar spine) 60%

Sch 2 36B.   Permanent loss of the full efficient use of the neck (including cervical spine) 40%

Sch 2 36C.   Permanent loss of the full efficient use of the pelvis 15%

From an Excel data file supplied by WorkCover for the 2001/02 and 2002/03 years we found that Schedule 2 item 36 represents the
following portions of claims by injury :

2001/02 2002/03 2003/04 Average
Sch 2 36A 22.1% 22.1% 24.7% 23.0%

Sch 2 36B 6.7% 6.9% 7.0% 6.9%

Sch 2 36C 0.2% 0.3% 0.2% 0.2%

Sub-total 29.0% 29.3% 31.9% 30.1%

The method used to estimate the cost impact of increasing Sh 2 item 36 benefit levels is shown below :

{ % increase in benefit level }  x  { % of 36A, B & C of total Sch 2 benefits }  x  { % of Sch2 benefits of total costs}.

The retrospective cost of this benefit improvement can be estimated as the % change in risk cost times the outstanding claim provision.
However we have been informed that the increased Schedule 2 benefits will apply only to claims incurred after the assent date of the proposed
changes. This means that there is no retrospective cost associated with these changes.

2. Estimated cost impact of an increase to 70% for backs, 55% for necks and 30% for pelvises

Using the analyses and methods described in 1 above we get :

Schedule 2 Prescribed Amount % % increase % of Sch 2 Sch2 % Est cost
current revised costs of total impact

36A 60.0% 75.0% 25.0% 23.0% 4.2% 0.241%
36B 40.0% 55.0% 37.5% 6.9% 4.2% 0.108%
36C 15.0% 30.0% 100.0% 0.2% 4.2% 0.010%

Total 0.359%

and 0.359%   of total risk cost = 0.359% x 444,653,882

  as an ongoing cost : = 1,596,752

  or

$39.53 0.359% of the risk cost of claims or = $1,596,752 per year
which = 0.280% of total annual cost

and the accompanying once-off retrospective cost is estimated as :

0.000% 0 as this change is not retrospective

per claim or  =

   x   $1010.72   =  
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A16 Funeral expenses 
Cost impact of increasing the funeral benefit from $4,567 to $7,000 indexed

1. Introduction

From the data file supplied by WorkCover for 1998/99 to 2002/03 there are 26 fatalities on average per year at an average
cost of $62,357 per claim in 2002/03 values.  We note that the average fatality claim appears to be highly variable between 
a low of $34k in 2001 and a high of $96k in 2002.

We have assumed the funeral benefit was paid on each of these fatalities.

The method used to estimate the cost impact of increasing the funeral benefit is shown below :

{ number of fatalities }  x  { change in funeral benefit cost indexed forward by 2 years at 4% inflation}

Now from Attachment C of our 2005/06 Premium Rates report we see that 0.460% of total benefit payments relate to fatalities and 
the similar figure for the previous 2002/03 year was 0.300%.

This leads to an assumed average cost of fatalities (including funeral benefits) of 0.38%, say of total claim costs.

2. Estimated initial cost impact

The initial cost impact is estimated as an extra cost of :

=  26 x ( 7,000 - 4,567) x 1.04^2 / 40394

$1.69 0.02% of the risk cost of claims or = $68,420 per year

where the two years inflation is intended to make some allowance excess future real growth due to the change
in funeral benefit

3. Estimated cost impact after erosion

It is not expected that erosion will be a factor for this element.

Consequently the extra cost after erosion is estimated as the same as the initial impact :

=  26 x ( 7,000 - 4,567) x 1.04^2 / 

$1.69 0.02% of the risk cost of claims or = $68,420 per year

where the two years inflation is intended to make some allowance excess future real growth due to the change
in funeral benefit

per claim or  =

per claim or  =
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A17 Dependent children of deceased workers 
Cost impact of improved entitlements for dependent children of deceased workers

1. Introduction

From the data file supplied by WorkCover for 1998/99 to 2002/03 there are 26 fatalities on average per year at an average
cost of $62,357 per claim in 2002/03 values.  We note that the average fatality claim appears to be highly variable between 
a low of $34k in 2001 and a high of $96k in 2002.

We have assumed that in 17.5% of fatalities, the death benefit to dependent chidren is limited due to the fact that the surviving spouse
or partner is not the natural parent ie on average 4.55 claims per year.

We further assume that the extent of the limitation is on average to 25% of the full benefit, so that by removing this limitation the cost
for the 17.5% of affected claims will increase by a factor of 3 times.

This assumption is based on Schedule 1 section 1(5) (a) of the Workers' Compensation and Injury Management Act 1981.

The method used to estimate the cost impact of improving the dependent's benefit by removing the natural parent limitation is shown
below :

17.5 % x { % fatality cost of total claim costs }  x  0.25  x  3

Now from Attachment C of our 2005/06 Premium Rates report we see that 0.460% of total benefit payments relate to fatalities and 
the similar figure for the previous 2002/03 year was 0.300%.

This leads to an assumed average cost of fatalities (including funeral benefits) of 0.38%, say of total claim costs.

This change applies only to claims incurred from date of entactment and therefore there is no estimated transitional cost impact.

2. Estimated initial cost impact

The initial cost impact is estimated as an extra cost of :

=  0.175 x (0.0038 x 444653882) x 0.25 x 3 = 234,110

=  0.175 x ( 0.0038 x 444653882 ) x 0.25 x 3 / 40394  =

$5.49 0.05% of the risk cost of claims or = $221,771 per year

3. Estimated cost impact after erosion

It is not expected that erosion will be a factor for this element.

Consequently the extra cost after erosion is estimated as the same as the initial impact :

=  0.175 x (0.0038 x 444653882) x 0.25 x 3 = 234,110

=  0.175 x ( 0.0038 x 444653882 ) x 0.25 x 3 / 40394  =

$5.49 0.05% of the risk cost of claims or = $221,771 per year

per claim or  =

per claim or  =  
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A18 Specialised retraining stream 
Cost impact of the proposed special retraining stream (SRS) for injured workers

1. Introduction

This program provides an additional amount of upto 75% of the prescribed amount (PA) for injured workers who satisfy the following
criteria :

(a) the worker has an assessed impairment of 10% to 14%

(b) the worker is unable to return to their pre-injury employment

(c) it has been determined that retraining is the only viable option for a return to the workforce

(d) the course pre-requisites for entry are met by the worker

(e) the completed course is likely to enhance the injured worker's employment prospects

(f) the course is within the worker's capabilities notwithstanding their disability

(g) the course has been carefully considered by the claimant who is enthusiastic about it.

We have been asked to first cost the prospective impact of this change on two different bases and then to consider the
retrospective cost impact, should the new benefit be made available to claims incurred prior to the date of entactment of the
proposed changes.

The capped maximum of this benefit is 0.75 x 139,995 = $104,996.

Assuming an average 2 year retraining period and AWE of $947.0 or $49,250 pa plus course fees leads to the assumption that the
full extra amount will be used on claimants who are granted this benefit and who successfully complete their courses.

It also seems reasonable to assume a 33% drop out rate after 12 months from the technical or tertiary courses commenced.

This leads to an average benefit cost assumption of : 0.67 x 104,996 + 0.33 x 104,996 / 2 = $87,672.

We have been asked to cost this change assuming 30 and 50 claimants per year use this benefit, in the absence of any actual
claim data being available for analysis. 

This represents a very low % (only 5% to 8%) of all claimants in the 10% to 14% impairment category and may turn out to be a
significantly optimistic instruction. It therefore assumes the benefit availablility will be well limited by the selection criteria and
strictly controlled in practice.

On the other hand, if all claimants in the impairment range access the SRS, the estimated cost of
this benefit in sections 2 through 6 below, will increase by a factor of between 12.5 ( = 100/8) and 20 ( = 100/5) times as the 
unit claim sample supplied suggests there are on average 650 claims in the impairemnt range of at least 10% but less than 15%.

The SRS assessment panel comprises an occupational physician, a labour market specialist and an experienced WorkCover officer.
It is unfortunate that an education specialist is not included to assess the suitability of the retraining program.  The success of this
benefit design and the value it adds to the overall WA Workers Compensation system could be undermined by placing claimants in
programs that they do not have the apptitude and intellectual ability for.

2. Estimated initial cost impact at 30 claimants per year

The initial cost impact is estimated as an extra cost of :

=  30 x 87,672 = 2,630,160

=  30 x 87,672 / 40394

$65.11 0.59% of the risk cost of claims or = $2,630,160 per year
which = 0.46% of total annual cost

per claim or  =
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3. Estimated cost impact after erosion at 30 claimants per year

It is assumed that this benefit could be subject to a 200% increase in participation by claimants due to the influence of behavioural
change.

The estimated cost impact allowing for erosion over time is an extra cost of :

=  30 x 87,672 x 3 = 7,890,480

=  30 x 87,672 x 3 / 40394

$195.34 1.77% of the risk cost of claims or = $7,890,480 per year
which = 1.38% of total annual cost

4. Estimated initial cost impact at 50 claimants per year

The initial cost impact is estimated as an extra cost of :

=  50 x 87,672 = 4,383,600

=  50 x 87,672 / 40394

$108.52 0.99% of the risk cost of claims or = $4,383,600 per year
which = 0.77% of total annual cost

5. Estimated cost impact after erosion at 50 claimants per year

It is assumed that this benefit couldl be subject to a 200% increase in participation by claimants due to the influence of behavioural
change.

The estimated cost impact allowing for erosion over time is an extra cost of :

=  50 x 87,672 x 3.0 = 13,150,800

=  50 x 87,672 x 1.5 / 40394

$325.56 2.96% of the risk cost of claims or = $13,150,800 per year
which = 2.30% of total annual cost

6. Estimated retrospective cost impact at 30 claimants per year

The retrospective cost impact is estimated for the pool of potential claimants over the four accident years immediately
preceding enactment of the changes, since we assume that most claimants using this benefit will have been on benefit for
between 18 and 36 months or will have been attempting to access common law through the 15% to less tha 30% impairment
threshold.

We further assume that one third of this pool of claimants have been removed by claim closure through Schedule 1 redemption
or other means.

This assumption leads to a retrospective cost estimate of :

=  30 x 87,642 x 4 x (2 / 3)   = 7,013,760 which is = 0.69% of the estimated outstanding claim liability

7. Estimated retrospective cost impact at 50 claimants per year

The retrospective cost impact is estimated for the pool of potential claimants over the four accident years immediately
preceding enactment of the changes, since we assume that most claimants using this benefit will have been on benefit for
between 18 and 36 months or will have been attempting to access common law through the 15% to less tha 30% impairment
threshold.

We further assume that one third of this pool of claimants have been removed by claim closure through Schedule 1 redemption
or other means.

This assumption leads to a retrospective cost estimate of :

=  50 x 87672 x 4 x (2 / 3)   = 11,689,600 which is = 1.16% of the estimated outstanding claim liability

per claim or  =

per claim or  =

per claim or  =
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A19 Twelve week interim payment of weekly benefits 
Cost impact of the proposed 12 week interim payment of weekly compensation

1. Introduction

This proposed change entitles an injured worker to the first 12 weeks of weekly payments where it is perceived that the insurer does
not have a valid reason for not commencing payments.

We have AWE of $964.05 (2004 calendar year AWOTE for WA) or $11,569 over a 12 week period. This is 5.1% higher than the
$11,008 average claim size (inflated and discounted) used in these actuarial costings.

We are unaware of the details of how this benefit will be adminstered in practice, but it appears prima facie to be a change which
could well be :

(a) subject to misuse

(b) very difficult to recover payments made if the claim is later found to be invalid

(b) subject to significant erosion due to the impact of behavioural change of system particiapnts.

Anecdotal data obtained from the Directorate through WorkCover suggests that there will be around 1,000 applications for interim
orders each year and that around 80% of these will be successful.  Our previous costing work used an assumed level of only 120
claims per year.

The Directorate also referred us to Section 236 of the Act which deals with the recovery of payments made under interim orders
which are later found to not be required.  Recovery is only ordered on fraudlent or without propoer justification claims and the
Directorate has indicated that from prior experience, very few recovery orders are made in practice.

Section 234(3) of the Reform Act limits the payments orders to 5% of the Prescribed Amount (PA) ie 0.05 x 139,995 = $7,000.

We assume that claim payments do commence on valid claims in due course and that appropriate back payments are made.

This leads to the initial impact assumption that an extra system cost will arise on 25% of this pool of claims to the extent of 5% of
the PA ($7,000), due to non-recovery or additional costs incurred in making recovery, where it is successful.

We further assume that behavioural change could increase this initial cost impact threefold due to the influence of erosion.

We have also assumed this benefit will only apply to claims with dates of occurrence after the date of entactment of the proposed
changes.

2. Estimated initial cost impact

The initial cost impact is estimated as an extra cost of :

=  1,000 x 0.80 x 0.25 x 7,000 = 1,400,000

=  1000 x 0.80 x 0.25 x 7,000 / 40394

$34.66 0.31% of the risk cost of claims or = $1,400,000 per year
which = 0.25% of total annual cost

3. Estimated cost impact after erosion

It is assumed that this benefit will be subject to a threefold increase in participation by claimants due to the influence of behavioural
change.

The estimated cost impact allowing for erosion over time is an extra cost of :

=  1,000 x 0.80 x 0.25 x 7,000 x 3 = 7,000,000

=  1000 x 0.80 x 0.25 x 7,000 / 40394 x 3

$103.98 0.94% of the risk cost of claims or = $4,200,000 per year
which = 0.74% of total annual cost

per claim or  =

per claim or  =
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A20 Enhanced death benefit 
Cost impact of improved lump sum entitlements for dependants of deceased workers

1. Introduction NB : assuming improvements do not apply if death is not from the work-related disability

On 6 August 2004 we received a briefing email to actuarially cost the following proposed benefit improvements to dependants of deceased workers :

" the maximum payment to dependants of deceased workers is currently determined by the prescribed amount. Estimates
  are requested of the cost of providing for a separate maximum payment for dependants of deceased workers of the following
  amounts :

$166,000
$190,000
$200,000
$250,000

Please note that the existing prescribed amount for non-fatal injuries will remain unchanged."

The prescribed amount during 2002/03 was $130,609.  Its relationship to the fatality lump sum benefit is described in the Act by the
notional residual amount in relation to a deceased worker as :

(a) the aggregate of  weekly payments to the date benefit would have ceased by reason of age less  any 
redemption or Schedule 2 lump sum benefits paid for that disability or

(b) the prescribed amount as at the date of death less  any redemption or Schedule 2 lump sum benefits paid for that disability

whichever is the less.

Clearly in cases where the limit in (a) applies, the improvement proposed will have no impact.

From the data file supplied by WorkCover for 1998/99 to 2002/03 there are 26 fatalities on average per year at an average cost of $62,357 per claim
in 2002/03 values.

The data supplied did not enable us to separate the death benefit cost into its component parts and a series of assumptions was
therefore required :

(a) 5% of deceased workers leave no surviving dependants

(b) 20% of the remaining deceased workers do not have child dependants entitled to the weekly $36.75 child allowance

(c) cost of the child allowance is estimated as 7.5% of the remaining 75% of death claims (around 95 weeks of benefit)

(d) the lump sum benefit paid to claimants when death is not related to the workplace injury is assumed to remain at the
    Prescribed Amount ie that the increased benefit above does not apply to Schedule 1 item 5.

(e) the notional residual amount payable on death is limited to the sum of the weekly payments up to the retirement age
    defined in the Act. For purposes of this costing we have assumed that this limitation applies in 5.0% of cases. From
    WorkCover's Statistical Report 90% of claimants are under age 55 years and 95% are under age 60 years.

(f) the proposed changes will have no impact on the cost of the weekly child allowance and where the deceased worker
    does not leave any dependants.

(g) the main package of changes include proposed improvements to entitlements of dependent children of deceased workers
    where the surviving spouse/partner is not the natural parent. This was previously estimated to add 10% to the cost of fatalities
    and the current costing needs to allow additional costs for this as well

(h) a 12.5% margin for uncertainty is included to attempt to allow for some of the estimation risk in the basis used to separate
    the fatality costs into the above components.  
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The method used is as follows :

*   first estimate the portion of fatality cost which is not impacted by the proposed change

*   next isolate the average lump sum cost implied by the current benefits

 *  by deducting this amount from the prescribed amount (PA) we get an estimate of the average
    lump sum redemption + Schedule 2 benefit used prior to the death benefit being paid

*   cost the impact of the improvement as the % increase between the 

(proposed benefit less average redemption & Sch 2 benefit paid) and (PA less average redemption & Sch 2 benefit paid)

*   apply the % increase to that part of the current death benefit impacted by the proposed improvement

*   add factors to allow for the cost increase on death due to non-workplace related causes,
    dependent impovements in the main package and uncertainty.

We have assumed that this change will not be subject to erosion so our initial and after erosion costings below are the same.

We have allowed a transitional cost for this change as the lump payment to dependants is often made some time after date of
occurrence of the claim. For purposes of this costing, we have assumed a 4 month lag on average.

2. Estimated initial cost impact NB : assuming improvements do not apply if death is not from the work-related disability

Estimate of fatality costs not impacted by the proposed change :

7.32% being the $4,567 funeral benefit as % of the average
fatality claim size

5.00% for deceased workers without any dependants
5.63% for estimated child allowances

17.95% total of fatality cost not impacted by change

This gives an estimated average lump sum death payment equal to 82.05%    of the average fatality claim of 62,357 ie 51,164

Which when deducted from the 2002/03 PA leaves an estimated average redemption plus Schedule 2 benefit of 79,445  
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In the table below we complete the final stages of the costing :

Proposed new Est ave redemp Est new fatality Est current fatality % increase Est base
lump sum (a) & Sch 2 (b) lump sum (c) lump sum (d) (new / old -1)  (e) increase (f)

$166,000 79,445 $86,555 $51,164 69% 920,166

$190,000 79,445 $110,555 $51,164 116% 1,544,166

$200,000 79,445 $120,555 $51,164 136% 1,804,166

$250,000 79,445 $170,555 $51,164 233% 3,104,166

Proposed new Dependant Estimated cost % incr in % incr in
lump sum (a) improvements (g) Uncertainty (h) increase (i) clm cst (j) tot cst (k)

$166,000 $92,017 $126,523 1,138,705 0.3% 0.2%

$190,000 $154,417 $212,323 1,910,905 0.4% 0.3%

$200,000 $180,417 $248,073 2,232,655 0.5% 0.4%

$250,000 $310,417 $426,823 3,841,405 0.9% 0.7%

Notes : (a) = the proposed new death claim maximum lump sum, replacing the Prescribed Amount

(b) = $130,609 (the 200/03 PA) - $51,164 (the estimated current lump sum death benefit (d)  )

(c) = (a) - (b)

(d) = $51,164 being the estimated current lump sum death benefit

(e) = [ (c) / (d) - 1] x 100

(f) = (d) x (e) x average number of base death claims (26)

(g) = [ (f) ] x 0.10 where 10% is the estimated extra cost of the improved dependant death benefit in the main package

(h) = [ (f) + (g) ] x 0.125 where 12.5% is the assumed uncertainty/risk margin required

(i) = [ (f) + (g) + (h) ] being the total estimated cost

(j) = (i) / $444.654M being the estimated risk cost of claims as per 3.1.1 of our 2005/06 Premium Rates report

(k) = (i) / $570.801M which is the estimated incurred cost including expense allowances as per 3.1.2 of our 2005/06
Premium Rates report  
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3. Estimated cost impact after erosion

NB : assuming improvements do not apply if death is not from the work-related disability

It is not expected that erosion will be a factor for this element.

Consequently the extra cost after erosion is estimated as the same as the initial impact ie :

Proposed new Estimated cost % increase in % increase in
lump sum (a) increase (i) claim cost (j) total cost (k)

$166,000 1,138,705 0.3% 0.2%

$190,000 1,910,905 0.4% 0.3%

$200,000 2,232,655 0.5% 0.4%

$250,000 3,841,405 0.9% 0.7%

Notes : See note definitions in 2 above

4. Estimated retrospective costs of the improved lump sum death benefits

NB : assuming improvements do not apply if death is not from the work-related disability

An average one month lag between date of event and date of death is assumed. This assumption is based on a discussion between the
Taskforce and WorkSafe which commented :

"   ...  experience suggests that only a small proportion of work-related fatalities involve circumstances
where the worker does not die immediately. While some injured workers are kept alive on life-support
equipment, this is usually only for a matter of weeks at most."

While this is not entirely consistent with the Statutory benefit deduction from the PA used in the costings in 2 and 3 above, the
once-off retrospective cost of the proposed improvements is estimated as 1 /12 = 8.33% of the annual cost estimated above.

Proposed new Estimated cost Est retrospective Estimated % change
lump sum (a) increase pa (b) cost increase (c) o/standing liabilities (d)

$166,000 1,138,705 94,892 0.0%

$190,000 1,910,905 159,242 0.0%

$200,000 2,232,655 186,055 0.0%

$250,000 3,841,405 320,117 0.0%

Notes : (a) = the proposed new death claim maximum lump sum, replacing the Prescribed Amount

(b) = the total annual cost of the improved benefit as costed in 2 and 3 above

(c) = (b) x 1 / 12 being the estimated retrospective/transitional cost

(d) = (c) / $1010.72M which is the estimated 30/6/2004 outstanding liability
       from G4.5 of our 2005/06 Recommended Premium Rates report.  
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5. Data supplied and analysed

WorkCover WA's Statistical Report 1999/00 - 2002/03

NUMBER OF WORK-RELATED FATALITIES BY INDUSTRY

1999/00 2000/01 2001/02 2002/03 Average
Agriculture, Forestry and Fishing 2 1 0 3 1.5             
Mining 4 11 2 5 5.5             
Manufacturing 1 3 1 4 2.3             
Electricity, Gas and Water Supply 1 1 0 0 0.5             
Construction 4 2 8 6 5.0             
Wholesale Trade 1 0 0 1 0.5             
Retail Trade 1 0 1 0 0.5             
Accommodation, Cafes & Restaurants 0 0 0 1 0.3             
Transport and Storage 5 4 3 2 3.5             
Communication Services 0 0 0 0 -             
Finance and Insurance 0 0 0 1 0.3             
Property and Business Services 3 2 5 1 2.8             
Government Administration 1 3 0 0 1.0             
Education 0 1 0 0 0.3             
Health and Community Services 0 0 1 0 0.3             
Cultural and Recreational Services 0 0 1 1 0.5             
Personal and Other Services 1 4 0 1 1.5           
Total 24 32 22 26 26.0         

Amount paid (from Form WC101 - 1,581,818 1,269,996 2,051,611 1,153,924  1,514,337  
private insurers plus self-insurers)

AWE indexation factor to 31 Dec 2002 1.143        1.086        1.045        1.000         
( from page 77 of our 5 March 2004 PRC report )

Amount paid in 2002/03 values 1,808,018 1,379,216 2,143,933 1,153,924  1,621,273  

Average cost per fatality in 02/03 values 75,334      43,100      97,452      44,382       62,357       
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A21 Additional costs from implementing the 2005 reforms to the Act 
Additional costs from implementing the 2004 reforms to the Act

1. Introduction

The regulator (WorkCover WA) will incur additional costs for the implementation and ongoing aspects of the 2004 reforms to the Act.

One of the recovery sources for these additional costs will be from the WA workers compensation system by way of an increase in insurer
contributions to the General Fund.

We have been requested to assume that the General Fund Levy will increase by 20% for 2005/06 and later years to cover the initial
implementation and the increased ongoing regulatory costs.

This 20% increase covers the regulator's increased administrative costs from the Act changes including the
changes to dispute resolution.

The extra costs in relation to the new injury management requirements or increased insurers costs generally are not allowed for in
this costing.

2. Estimated cost impact

The amount of contributions to the General Fund are averaged over the 2003 to 2005 years and increased by 3.5% to allow for inflation.

The result obtained is multiplied by 0.20 to estimate the additional cost as shown below.

Year ended General fund levy
30 June $M (a)

2003 12.846
2004 13.152
2005 12.800

average (b) 12.933
average x 1.035 (c) 13.385

20% of average (d) 2.677

Notes : (a) = from WorkCover's 2004 Annual Report, 2005 supplied by WorkCover

(b) = average of 2003 to 2005

(c) = (b) x 1.035

(d) = (c) x 0.2

$66.27 0.60% of the risk cost of claims or = $2,677,062 per year
which = 0.47% of total annual cost

We note that there is no erosion potential of this costing item and there are no retrospective aspects involved.

If the actual increase in regulatory costs are different from the above esitmates, the actual costs will filter through
to the General Fund Levy and hence to the recommended rates in due course, albeit with some time lag.

per claim or  =
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