TEXAS WORKERS' COMPENSATION

ANALYSIS OF CLASSIFICATION RELATIVITIES, EXPECTED LOSS RATES AND DISCOUNT RATIOS

Conditions and Limitations

The classification relativities are intended to provide the relative benefit amounts incurred per hundred dollars of payroll for the different classifications. The relativities are not intended to indicate the absolute amount of benefits incurred.   Relativities should not be confused with loss costs or rates.

The adopted 2003 relativities have been determined so that their average level is the same as the 2002 relativities. The methodology utilized in this analysis is similar to that used in previous analyses, updated to reflect more recent information. 

Much of the data was provided to the Texas Department of Insurance (TDI) by its statistical agent, the National Council on Compensation Insurance (NCCI).  TDI performed reasonability checks but relies on NCCI to ensure the accuracy of the data.

Finally, it is stressed that the development of classification relativities involves the projection of future contingent events. It is likely that actual future results will differ from projections and there is no guarantee that rates for a particular classification developed using the relativities will prove to be adequate and non-excessive. We have, however, used accepted actuarial techniques and believe the results are reasonable.

Adopted Relativities and Experience Rating Values

Exhibit A shows the adopted classification relativities.
Exhibit B shows the adopted expected loss rates and discount ratios for use with the experience rating plan. 
Changes in the class relativities and expected loss rates have been capped at +/-25%. 

Relativities - Analysis

The proposed relativities for the state classifications were developed based on the following procedures:

1. Raw loss experience for policy years 1995-99 was reviewed by year (Exhibits 1 through 5). Indemnity losses were grouped into categories depending on the injury type. These categories were serious (i.e., death, permanent total and major permanent partial), and non-serious (i.e., minor permanent partial and temporary total). Medical losses were similarly grouped into serious, non-serious and medical only categories. 

 2.
Raw losses were adjusted to exclude all amounts in excess of $350,000 per claim, $700,000 per accident. These adjusted amounts are referred to as limited losses and are summarized on Exhibits 6 through 10. The purpose of limiting the losses is to reduce the possibility of large random fluctuations that might otherwise occur from the occurrence or non-occurrence of a single large accident.

3.
The limited losses for each of the policy years 1995 through 1999 were adjusted to a common level (see Exhibits 14 through 19). The common level was determined to equal the average level underlying the current relativities. The derivation of the factors to adjust each year to the common average level is summarized on Exhibits 11 through 13.

4.
The adjusted limited losses from Exhibit 19 were used to determine an experience relativity. These experience relativities were then credibility weighted against the current relativities (see Exhibit 22). The procedures used to establish the credibility amounts were the same as in previous analyses and are summarized on Exhibit 21.

5. The credibility-weighted indications are summarized on Exhibit 23. Exhibit 24 provides a similar summary except that all changes have been limited to +/-25%.

Expected Loss Rates - Analysis

Expected loss rates are an important component of the experience rating plan. The expected loss rates represent the average amount of expected losses per $100 of payroll for the classification for the period used to determine a risk’s experience modifier. The proposed expected loss rates appearing on Exhibit B were developed based on the following procedures:

1.
The relationship between expected loss rates and relativities were determined based on experience for policy years 1995-99 and an assumed annual increase in losses of 1.0%. This analysis is summarized on Exhibit 25 and is similar to that used in the past.

2.
Raw indicated expected loss rates were determined based on the (capped) relativities from Exhibit 24 and the factors determined in 1 (see Exhibit 26). The raw indications were then adjusted so that no change exceeded +/-25% (see Exhibit 26).

The average proposed expected loss rate increased by 1.9%.

Discount Ratios - Analysis

Discount ratios are an important component of the experience rating plan and represent the expected division between primary and excess losses. For example, a discount ratio of 0.25 implies an expected 25%/75% split of losses between primary and excess. The adopted discount ratios appearing on Exhibit B were developed based on corresponding "partial" discount ratios for the serious, non-serious and medical components weighted according to each class' expected distribution of losses. This process is summarized on Exhibit 28.
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