
The Role of the Actuary in Workers Compensation  
 
Workers compensation is a scheme whereby employers provide benefits following a 
workplace injury.  Benefits are usually statutory in nature and are generally provided in 
partial or complete replacement of the injured worker’s recourse to the liability system.  
Payments may include medical treatment, rehabilitation, lost wages, and survivor 
benefits.  While workers compensation schemes may provide full medical cost benefits, 
statutes generally limit reimbursement for other benefits.  Although the largest employers 
often retain a portion or all of their workers compensation risk, most employers purchase 
insurance to cover their exposure.  Insurance may be provided exclusively by private 
insurers, exclusively by a government provided insurer, or by a combination of private 
and government insurers.  Workers compensation as discussed in this paper, however, 
refers to programs funded by employers to cover their employees, and not to work place 
injury benefits provided by a government and funded through other means such as taxes. 
 
Actuaries have played a role in workers compensation since its inception.  Workers 
compensation wage loss and medical benefits may be payable for decades following an 
injury.  The long term nature of workers compensation benefits and the need for accurate 
statistical analysis were recognized early in the 20th century, with formation of the 
Casualty Actuarial Society in the United States as a direct result of that need.   
 
The principal roles of the actuary in workers compensation are in (1) rate setting, (2) 
reserve evaluation, (3) solvency monitoring and (4) evaluation of proposed benefit 
changes.   
 
Rate Setting 
Workers compensation rating is typically based on job classification, and a table of 
classifications can run in the hundreds of classifications.  A competitive market for 
workers compensation insurance virtually guarantees that few if any insurers will have 
sufficient data to develop rates at the individual class level.  Actuarial involvement is 
critical to ensure that the overall rating scheme is sound, that individual insurer rates are 
adequate, and that individual risks receive a fair rate that reflects both the characteristics 
of the job classification and the individual risk’s experience to the extent that it is 
credible.   
 
One solution to the dilemma of encouraging competition while allowing for the pooling 
of data from multiple insurers to develop actuarially sound classification rates is to allow 
the pooling of only loss data, not identified by insurer, in a central rating bureau that then 
is responsible for projecting expected losses per exposure by classification.  Another 
option is for loss data to be collected and evaluated by a governmental entity which then 
is responsible for ensuring that classification relativities are actuarially sound.  In both 
cases, a consistent statistical plan must be designed and implemented throughout the 
system.  Actuarial input into database design and monitoring of data quality are critical to 
the collection of consistent, sound data.  
 



Actuaries operating at the system wide level typically have the following ratemaking 
responsibilities: 
 

1. Projection of the overall expected loss level for the entire system. 
2. Development of sound classification relativities. 
3. Development of sound programs for the adjustment of premiums to reflect 

individual insured prior experience.  Such adjustments generally give more 
credibility to the experience of larger risks than smaller risks. 

4. Development of sound programs for the retrospective adjustment of premiums to 
reflect actual experience over the policy period.  Such retrospective adjustments 
produce a sliding scale of weights between complete insurance for the smallest 
risks to nearly total risk retention for the largest risks. 

5. In a non-competitive environment, actuaries at the system level are also 
responsible for setting the rates themselves, accounting for the overhead and 
profit provisions in insurer rates as well as the loss costs. 

 
In a competitive environment, individual insurers must set their own rate levels taking 
into account any available system wide information.  The greater the variability permitted 
to insurers in selecting their own rate levels, the greater the need for actuarial 
involvement to ensure that the insurer’s rates are adequate, not excessive and non-
discriminatory.  In an environment where actuarially sound projected loss costs are 
provided at a system level, the company actuary would typically be tasked with the 
development of rates through the addition of insurer-based expense and profit provisions.   
 
For insurers that write very large risks, actuaries are typically involved in individual risk 
ratemaking and the design of risk sharing programs with the insured that appropriately 
reflect the insurer and insured tolerance for risk.  Actuaries are occasionally involved in 
the writing of manuscript policies for very large insureds.   
 
Reserve Evaluation.  The extremely long tail nature of workers compensation liabilities 
demands involvement of professionals competent in the evaluation of reserves to ensure 
that the insurer’s provisions for outstanding losses are sufficient.  Even companies with a 
very large surplus provision must carefully monitor their reserve levels, in particular 
because reserve adequacy is a basic assumption in the ratemaking process.  To under 
reserve is to under price.   
 
Workers compensation losses exhibit not only a long payment stream, but also, typically, 
a very long loss development pattern, particularly if unlimited medical benefits are 
included in the statutory coverage.  The more complicated the coverage provisions, and 
the more potential benefit paths available for a given injury, the more likely it is that 
there will be a significant lag between an injury and the determination of the settlement 
cost.  Actuaries trained in the evaluation of long term general insurance reserves are 
typically responsible for the setting of reserves at the individual insurer level. 
 
In environments where large employers are permitted to retain a substantial portion of 
their workers compensation risk, actuaries consult with such employers to ensure that 



appropriate accruals are made and that outstanding losses are carried on the employer’s 
balance sheet.  Lack of actuarial analysis and the subsequent correction for under 
reserving for workers compensation in the manufacturing sector can cause serious 
accounting adjustments, and in the United States has in some cases caused the bankruptcy 
of the employer. 
 
Solvency Monitoring.   
 
Other papers have addressed the actuary’s role in solvency monitoring for general 
insurance companies in detail.  Because workers compensation claims are both slow to 
develop and remain open for long periods of time, shifts in reserve adequacy may be hard 
to detect and can spread across multiple years.  Corrections in workers compensation 
reserves often have significant balance sheet effects for multi-line insurers as well as for 
carriers that write only workers compensation.  Careful actuarial monitoring of workers 
compensation reserve adequacy is required. 
 
Evaluation of Statutory Changes 
 
Statutory benefits are adjusted to reflect changes in health care, societal expectations of 
wage replacement levels, changes in costs underlying fixed benefits, etc.  All changes 
have an impact on the cost of workers compensation claims, and must be accounted for in 
the pricing of new policies.  In many cases, however, the actual effect of a change in 
benefits will not be equal to the difference in statutory benefits due to changes in 
utilization rates.  For example, a reduction in the per visit payment for chiropractic 
services may result in more chiropractic visits per accident.  A reduction in 
supplementary benefits paid to partially disabled workers who return to work may result 
in an increase to overall costs by discouraging such workers from returning to work at all.   
 
Sound, consistent, detailed data collection are critical for the accurate estimation of the 
effect of benefit changes.  Actuarial input is required both in the calculation of the  
benefit change and the likely actual impact on total costs.  Governmental entities 
responsible for establishing benefit levels frequently employ actuaries in the construction 
of benefit systems and in the evaluation of such changes. 
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