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Key findings

Key points of this section

 We recommend the average premium rate be reduced by 13.9% to 1.497%

 The major sources of this reduction are increased wages and interest rates together with
reduced claim numbers.

 Common law trends are currently neutral but we observed an increase in the use of section
92(f) of the Act to settle claims by agreement.
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Context of our review

This key findings is an extract from the report presented to WorkCover Western Australia

(WorkCover WA). This summary in no way replaces the full report dated 8 April 2010 and the

reliances and limitations stated therein, rather it is intended for broad communication purposes

only.

The purpose of the report is to present the recommended premium rates for the Western

Australian workers compensation scheme over the 2010/11 financial year and the analysis

undertaken to reach that recommendation. The recommended premium rates are calculated in

line with the following objectives:

 calculate the total amount of premium income required to meet the cost of claims

allowing for expenses, contingency margins and anticipated investment income

 recommend premium rates that are broadly equitable across different industry classes

with no intentional cross subsidy of rates

 examine adequacy of insurers’ claim estimates

 suggest an appropriate overall increase or decrease in relative premium rates

 use methods which give relative stability in the rate structure.

Our recommendation

We recommend the average premium rate decrease by 13.9% from 1.738% of wages for

2009/10 to 1.497% for 2010/11, excluding allowance for brokerage.

The chart below shows the applicable rates from 1996 onwards:
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Recommended Premium Rates by underwriting year
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This year’s decrease follows the trend reduction to 30 June 2009. The average premium rate

increased last year in response to the impact of the global financial crisis on market rates of

interest, economic activity and wage levels.

The 2010/11 premium rating basis decreased relative to 2009/10 due to the following key

influences:

 6.6% decrease due to wages increasing by significantly more than wage inflation (see

section 6)

 6.4% decrease in the 2008/09 claim incurred numbers

 3.8% decrease due to the increase in real rates of return rates (see section 6)

partially offset by:

 5.4% increase in underlying claim costs due to increases in average claim size and

superimposed inflation ie cost increases in excess of normal inflation net of phasing down

the 2004 Reform Act allowance.

The remainder of the 13.9% decrease is due to the combination of several minor items.

The average premium rates are based on an unbiased estimate of future incurred risk cost of

claims from our actuarial projection model. They allow for incurred but not reported (IBNR)

claims to be reported in future, based on current reporting delay trends of both statutory and

common law claims.



Key findings PricewaterhouseCoopers

The recommended premium rates for the 480 premium rating classes are detailed in

attachment A. The movement in these rates will differ to the movement in the average premium

rate based on their own experience.

How we derive the average rate

High level statistics of the WA scheme over the most recent three premium rating years are

shown below:

2010 2009 2008
Key Driver (a) (b) (c) (a) / (b) -1 (b) / (c) -1

Risk cost of claims (d) 624.738 623.291 528.558 0.2% 17.9%
Expense and margin factor (e) 1.3158 1.32727 1.26974 -0.9% 4.5%
Estimated incurred cost of claims $M (f) 822.024 827.744 670.759 -0.7% 23.4%
Wageroll returned $M (g) 54,917 47,638 42,407 15.3% 12.3%
Average premium rate (h) 1.497% 1.738% 1.582% -13.9% 9.9%

Notes : (a) from 2.1 of this report
(b) & (c) from 1.1 of our 14 April 2009 RPR report
(d) includes allowance for IBNR's and inflated and discounted values
(e) for grossing up the estimated risk cost of claims for expenses and margins, net of interest credit
(f) = (d) x (e)
(g) adjusted to include final wage adjustments
(h) = (f) / (g) %

Premium rating year ending 30 June :
% difference

Based on the above experience we have made the following assumptions deriving the

recommended premium rates:

Target loss ratio

We have adopted a target loss ratio of 76.0% to calculate the premium rates gross of expenses

and margins including interest credit but excluding brokerage. This is above last year's loss

ratio of 75.3% due to a decrease in the expense margin and an increase in the interest credit.

Total expense levels

This year, the adopted expense margin is a three year average of the insurers’ expenses. The

total expense level of 14.7% is made up of 2.0% (1.9%) statutory charges and 12.8% (12.6%)

management expenses. Figures in brackets are last year’s.
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The allowance for expenses, contingencies and interest in recommended premium rates does

not include brokerage, the Supplementation Fund Levy for the HIH run-off or the GST payable

on the premium.

Workers’ Compensation Reform Act 2004

We have made allowance for stage 2 of the 2004 Reform Act when projecting future claim

payments. The Act change allowance has been scaled down at this valuation to reflect the

extent that post Act change claims experience forms part of our adopted projection basis. See

section 6.7 for details.

Claims experience for the half-year to December 2009

The risk incurred cost of claims for 2010/11 includes an allowance for the claims experience for

the half year to December 2009. Claim numbers were significantly (12%) lower than expected.

Data received from WorkCover WA showed that this reduction was entirely due to claims with

time lost of less than 60 days. The average claim size has been increased 10.6% to allow for

this. The net effect of the December 2009 half year experience was a 1.4% decrease in

incurred cost ie 12% minus 10.6%.

Recommended premium rates by class

The movement in relative premium for an unchanged premium pool shows 68% of classes

within a 10% range of last year’s rates which is similar to previous years.

We have adopted minimum and maximum rates of $0.25 and $12.00, respectively, when

calculating the premium rates. These minimum and maximum rates have been reduced from

$0.40 and $20.00, respectively, following a review this year.

Premium rates for 25 classes were capped at the minimum rate and all other premium rates

have reduced by 0.6% as a result of the premium respread.

We have also excluded the 2007 year from the premium rate calculation for three rating classes

due to anomalous data. Section 5.2 contains further details.
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The Recommended Minimum Premiums for the 2010/11 financial year are as follows:

Recommended Minimum Premium
Last year's

Gazette

Indexed since

last change

2010/11

recommended

Householder Policies $70.00 $72.25 $70.00
All Other Polices $210.00 $212.58 $210.00

Recommended minimum premium policy levels were reviewed recently. The review highlighted

a number of areas for further investigation which have not been changed at this time.

Outstanding claim liabilities

We estimate the outstanding claim liabilities (inflated but not discounted) as at 30 June 2009 is

$1,340 million. This is $139 million or 9% lower than the aggregate outstanding claims

estimates returned by applicable insurers of $1,479 million. Our and the insurers liability

estimates allow for the impact of the 2004 Reform Act. Note that due to the more detailed

allowance for asbestos claims, insurer’s estimates exceed ours in the oldest accident years.

The estimates of most insurers lie within an acceptable range. Generally outstanding claims

estimates have reduced relative to claim payments from 300% last year to 270% this year.

Section 3.2 discusses this in further detail.

We modified our projection methods this year to project each payment type separately to allow

a more accurate analysis and projection of the payments for each payment type. This is

particularly relevant for projecting common law payments which has been affected by the

increase in section 92(f) claims. Section 92(f) claims are not in the election option data

previously used to project common law.

The inflated and discounted outstanding claims estimate at 30 June 2009 under the previous

method is $1,144 million, 8% lower than the current method.

A detailed reconciliation of the build-up of inflated and discounted estimates over the year is

shown in section 3.4. This shows a net release of reserves of $17 million (1%) on our

projections and $113 million (8%) on insurers’ estimates over 2008/09 on claims incurred to 30

June 2008.
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Form and quality of data used

The form of the data supplied for the 2008/09 year is similar to the data supplied last year with

some enhancements. The 2010/11 recommended premium rates are established using the

2008/09 returns together with the quarterly returns to December 2009.

The overall quality of the data this year was acceptable for our premium rate projections, once

the data validation process was completed.

The data quality has been relatively stable for the last few years with insurers finding the Form

WC11 the most difficult to provide accurate and consistent data. Perennial problems include

the treatment of multi-ANZSIC policies and multi-year policies. Individual insurers also have

similar system errors each year.

The data quality would be improved significantly if each insurer compared the current year’s

forms with the previous year’s final version.

Modifications to the form WC11 and Statement of Earned Premium and Expenses are being

considered. Changes to the form WC11 include the reporting of earned wages and premium to

allow better matching with the claims experience and more accurate loss ratios at class level.

The Statement of Earned Premium and Expenses will include earned but not raised premium to

allow greater understanding of the impact of burner/adjustable premium policies on insurers’

discount to Gazette rates.

We recommend that measures to monitor section 92(f) claims be implemented.




