Compensatlon scheme

review guide

Understanding the NT WorkSafe Actuarial Review
of the NT Workers Compensation Scheme




WorkSafe recently released its
Actuarial Review of the NT Workers
Compensation Scheme - June 2019
report (the Report).

The Report analyses Northern Territory (NT) Workers Compensation
scheme (the Scheme) performance and the environment it’s operating in,
helping the industry and government set premiums and manage risks.

To help our partners and customers understand the Report and what it means
to them, we’ve summarised important information including:

» Scheme performance and recommended premium rates

« Claims experience and trends

» Economic and environmental factors.



A s

Key findings and recommendations

« The Report shows the 2019 premium rate remained fairly consistent with
previous years but included a marginal increase to address insurer losses
and support scheme viability.

« The Report recommended a 2019 - 2020 break-even premium rate
(premium needed to cover costs and claims) of 2.2% of wages.

« The Report’s projected 2019-2020 break-even premium rate is the
same as 2018-2019, however actual rates are influenced by a number
of variable factors.

« Claims nhumbers show a general decline, however large claims are
trending upwards and have had a significant impact on costs.

« Economic factors, in particular the wind-down of the Inpex LNG project,
had a direct impact on wages.

« The economic environment including impact of COVID-19 will influence
the Scheme and key premium drivers including wages, claims and return
to work rates.




Premium performance and funding ratio in 2019

The Report shows premium rate was stable in 2019, remaining fairly consistent with rates
over the last five years.

However, the Report showed a gap between break-even premium rates and actual
premium rates in recent years and estimated a financial loss for insurers for four of the
last five years.

Insurer response to this meant most customers saw modest premium increases in 2019,
which have supported continued scheme viability for both customers and insurers.

Notably, premium rates were also driven by the type of industry insured and the risk
profiles of those industries. Both mining and construction (both high risk industries) had
the largest rate increases in 2019.

Importantly, actual premiums charged could have been driven by changes in the
underwriting or economic cycle and were based on more detailed data on claims, costs
and risks from individual insurers.

The overall increase in charged premium saw the funding ratio increase to 107% in 2019,
up from 102% in 2018.
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Historical rates by industry on an underwriting year basis

Agriculture, forestry and fishing

Mining

Manufacturing

Electricity, gas and water supply
Construction

Wholesale trade

Retail trade

Accommodation, cafes and restaurants
Transport & storage

Communication services

Finance and insurance

Property and business services
Government administration and defence
Education

Health and community services
Cultural and recreational services
Personal and other services

Total

5.52%
1.31%
2.27%
0.87%
1.88%
1.81%
1.76%
1.92%
2.84%
1.31%
0.66%
1.00%
1.78%
0.97%
1.85%
2.22%
216%
1.78%

610%
118%
2.31%
0.78%
1.93%
1.86%
1.82%
1.94%
342%
1.35%
0.58%
1.09%
1.92%
1.05%
1.82%
1.96%
2.52%
1.83%

7.02%
158%
2.22%
0.67%
2.32%
2.01%
1.81%
1.84%
3.38%
157%
0.53%
1.27%
1.96%
1.07%
2.07%
2.09%
2.22%
2.03%

Source: NT WorkSafe Actuarial Review of the NT Workers Compensation Scheme - June 2019, 2020
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Projected premium

The Report recommended a 2019 - 2020 break-even premium rate of 2.2% of wages
with no change from the 2019 estimate to inform actual premium rates.

Importantly, this recommendation is based on assumptions about a number of
uncertain and variable factors including economic climate.

It’s also important to understand that this recommended break-even rate isn’t the
only driver of the actual premiums charged. As mentioned, industry risk factors and
economic activity, as well as insurer data and objectives will also drive premiums and
impact 2020 and future rates.

The Report shows the number of claims in the NT have decreased over the last year,
but the size and cost of claims grew in 2018 and 2019 when compared to all other
accident years since 2011.

Because the Scheme is smaller in size and large settlements are more common in
the NT - large claims have had a high impact on the Scheme and the break-even
premium. This has also meant gross loss ratio (total incurred losses divided by the
total actual premiums) is notably higher than all previous years (except 2018) at 86%.

Notably, the mix of payment types across the accident years has remained stable.
Redemptions and non-economic lump sums and weekly benefits are the two largest
payment types. These were likely driven by lower employment and return to work rates.

Number of claims 2,238 Decreasing trend in claim numbers since peak in 2013

Average claimsize $57,000 Significant increase when compared to all prior years, except 2018.
Cost of claims $128 million  Significant increase when compared to all prior years, except 2018.
Gross loss ratio 86.6% Higher than loss ratio for all accident years since 2011, except for 2018

(98.6%).

Source: NT WorkSafe Actuarial Review of the NT Workers Compensation Scheme - June 2019, 2020

Note: All currency refers to Australian Dollars (AUD)
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Inpex project

In recent years, wages and premiums pools in NT have been driven up by jobs
created by the LNG Inpex project. The winding down of the project in 2018 meant
the number of workers has reduced significantly in 2019 and total wages have
decreased by 15%.

As a result, the Report shows the premium pool has decreased by 6% and

may further decrease in in 2020 and future years. Return to work rates are
also likely to be impacted and ultimately effect premium rates - particularly for
construction businesses.

Economic impact and COVID-19

Economic activity and employment rates have a direct impact on the Scheme’s
performance, impacting return to work rates, wages and therefore premium pools
and claims.

The COVID-19 pandemic has caused significant uncertainty around Australia’s
economic future and the Report noted these uncertainties had not been considered
in projections.

However, the Report cited the 2019/20 NT midyear report’s predicted soft
short-term economic conditions and acknowledged alongside the more recent
uncertainty, there may be more wage decreases and therefore smaller premiums
pools across industries.

For more information specific to COVID-19 and its impact to Workers Compensation
in NT from NT WorkSafe please visit their


https://worksafe.nt.gov.au/workers-compensation/covid-19-faqs



https://worksafe.nt.gov.au/forms-and-resources/reports/actuarial-review-of-the-nt-workers-compensation-scheme-as-at-30-june-2019
https://worksafe.nt.gov.au/
http://qbe.com/au/workers-compensation
http://qbe.com/au/workers-compensation

@ QBE

Please note this is a summary of selected information only. The Actuarial review of the Northern Territory Workers Compensation scheme report should be read to understand findings, projections and data in full context.
The advice in this article is general in nature and has been prepared without taking into account your objectives, financial situation or needs. You must decide whether or not it is appropriate, in light of your own circumstances,
to act on this advice.
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