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NOTICE & COPYRIGHT

This presentation was developed by the Workers' Compensation Insurance Rating Bureau of
California (WCIRB) for informational purposes only. The WCIRB shall not be liable for any
damages of any kind, whether direct, indirect, incidental, punitive or consequential, arising from
the use, inability to use, or reliance upon information provided in this presentation.

© 2019 Workers’ Compensation Insurance Rating Bureau of California. All rights reserved.

No part of this work may be reproduced or transmitted in any form or by any means, electronic
or mechanical, including, without limitation, photocopying and recording, or by any information
storage or retrieval system without the prior written permission of the Workers’ Compensation

Insurance Rating Bureau of California (WCIRB), unless such copying is expressly permitted in
this copyright notice or by federal copyright law. No copyright is claimed in the text of statutes

and regulations quoted within this work.

Each WCIRB member company, including any registered third party entities, (Company) is
authorized to reproduce any part of this work solely for the following purposes in connection
with the transaction of workers’ compensation insurance: (1) as necessary in connection with
Company'’s required filings with the California Department of Insurance; (2) to incorporate
portions of this work, as necessary, into Company manuals distributed at no charge only to
Company employees; and (3) to the extent reasonably necessary for the training of Company
personnel. Each Company and all agents and brokers licensed to transact workers’
compensation insurance in the state of California are authorized to physically reproduce any
part of this work for issuance to a prospective or current policyholder upon request at no charge
solely for the purpose of transacting workers’ compensation insurance and for no other
purpose. This reproduction right does not include the right to make any part of this work
available on any website or any form of social media.

Workers’ Compensation Insurance Rating Bureau of California, WCIRB, WCIRB California,
WCIRB Connect, WCIRB Inquiry, WCIRB CompEssentials, X-Mod Direct, eSCAD,
Comprehensive Risk Summary, X-Mods and More and the WCIRB California logo (WCIRB

Marks) are registered trademarks or service marks of the WCIRB. WCIRB Marks may not be
displayed or used in any manner without the WCIRB'’s prior written permission. Any permitted C I'f " ®
copying of this work must maintain any and all trademarks and/or service marks on all copies. all Ol‘n ia
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January 1, 2020
Pure Premium

Rate Filing
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January 1, 2020 Pure Premium Rate Filing
Summary

Positive Trends Areas to Monitor

Downward Loss Development Cumulative Trauma Claims

Claims Settling Faster

_ ; Increasing Severities
Pharmaceutical Costs Dropping

Lien Filings Declining LAE Costs

» Recommended Methodologies Generally Consistent with 1/1/2019 Filing

» |ncludes Adjustments to Development for Pharma Cost Reduction, Claim Settlement Speed-up and Reduced Lien
Filings

» |ncludes Projections of Future Growth in Claim Frequency and Claim Severity
= Average Proposed January 1, 2020 Pure Premium Rate: $1.58
= Average Proposed Pure Premium Rate Change: -5.4%

» |ncludes Adjustment for Payroll Limitation for 5 Classifications Effective in 2020
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Drivers of January 1, 2020 Advisory Pure Premium Rate Decrease

$1.70
6%
Reducti 0.5%
eauction : 0
Reduction 1% 1% 1%
51 60 Reduction 2% Increase Reduction
Reduction
$1.74
$1.63
$1.62
$1.50 $1.60 —
$1.58
$1.40
WCIRB Filed 1/1/2019 Impact of Loss Impact of Updated Lien Impact of Including 2018 Impact of Combined Impact of Pharma Impact of Updated LAE
PPRate Development from Data in Loss Accident Year Negative Trend Adjustments to Loss Data & Methodology
3/31/2018 to 3/31/2019 Development Ad;. Development Refinements
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Positive Trends
Downward Loss Development

Estimated Ultimate Indemnity Losses at Quarterly Evaluations
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Positive Trends
Downward Loss Development (. continued)

Estimated Ultimate Medical Losses at Quarterly Evaluations

m12/31/2017 = 3/31/2018 12/31/2018 = 3/31/2019
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Positive Trends
Claims Closing Faster

Closed Indemnity Claims as a % of Estimated Ultimate Claim Count
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Positive Trends
Pharmaceutical Costs Declining

As of April 7, 2019

Paid per Transaction

4% 5%
-5% “11% -4%
-19% ; -28%
PAONRS 2014 PAONRS 2016 2017 PAONRS Cumulative
Transactions per Claim
- e = ' — ' — T
; L '18% -23% '20% '16% _30%
72%
2013 2014 PAONRS) PAONKS 2017 PAONRS Cumulative
Paid per Claim
-1%
-14% -26% -36% -25% -3204
-80%
AONRS 2014 2015 2016 2017 PAONRS] Cumulative
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Source: WCIRB medical transaction data (excludes medical settlement amounts) as of April 7, 2019
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Positive Trends
Pharmaceutical Costs Declining (...continued)

Share of Total Medical Paid by Evaluation Period ZAGRS = 2018
40%
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Objective.Trusted.Integral. Source: WCIRB medical transaction data (excludes medical settlement amounts)
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Positive Trends
Lien Filings Declining

4 )
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Areas to Monitor
Cumulative Trauma Claims

Cumulative Trauma Claims as a Proportion of All Indemnity Claims
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Objective. Trusted.Integral. Source: WCIRB unit statistical data developed to an ultimate level




Areas to Monitor

Increasing Severities — Estimated Ultimate Medical per Indemnity Claim

As of March 31, 2019
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Source: WCIRB aggregate financial data and projections. Includes MCCP costs in all years for consistency.
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Areas to Monitor
LAE Costs — ALAE
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Objective. Trusted.Integral. Source: WCIRB aggregate financial data and projections as of March 31, 2019. MCCP costs are included in medical for all years for consistency.
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Areas to Monitor
LAE Costs

Estimated Annual Change in LAE Costs per Indemnity Claim
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Objective.Trusted.Integral. Source: WCIRB aggregate financial data




Projected Changes in Indemnity Claim Frequency

As of March 31, 2019

10%
6.8%
5%
3.3%
0.2% 0.4% 0.1%
0%
0.4% 0.4% B
-1.3% -1.0%
_2 20 -2.0% -2.0%
2.3% -2.6%
5% — -3-9%
-6.5%
-10%
05-06 06-07 07-08 08-09 09-10 10-11 11-12 12-13 13-14 14-15 15-16 16-17 17-18 18-19 18-21
3 Months Freq.
Model
_ Annual
Accident Year
wcl RBCaIifopn ia® Source: 2018 and first quarter 2019 based on changes in aggregate indemnity claim counts compared to changes in statewide employment. All other estimates are based on unit 16
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statistical indemnity claim counts compared to reported insured payroll. Forecasts produced by the WCIRB Econometric Claim Frequency Model.
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Projected Changes in On-Level Indemnity Severity

As of March 31, 2019

10%
- 48% 3.3% 4.2%
3.0%
1.0%
0%
-0.4%
- 0)
o6 360 -2.5% -2.804 2.2%
' -3.4% 419 -3.4%
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Accident Year

Annual Exponential Trend Based on:
1990 to 2018: +1.3%
2005 to 2018: -1.1%
2014 to 2018: -1.2%
WCIRB Selected:
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Objective. Trusted. Integral. Source: WCIRB aggregate financial data and projections
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Policy Year 2020
Estimated Medical Paid by Year

As of December 31, 2018

25%
>50% of Total Medical Paid
in 2020-2024
20% —~—
18%
17% >25% of Total Medical
Paid in 2029 or Later
15% ~—~— —
I 11% 12%
10%
7% I 7% 8%
506 5% = 4%
0
3% 0
I 3% 204
0%
2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030-2034 2035-2039 2040 & Later
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Objective. Trusted. Integral. Source: WCIRB aggregate financial data and projections of paid medical
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Projected Changes in On-Level Medical Severity

As of March 31, 2019

9.1%
10%

7.6%
5.3%  5.5% 4.3%

506 — — — —

0 0
2 0% 24%  2.3% 1.5%

0.1%
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_0.8% '0.2%
-2.9%

-5%

-10%
05-06 06-07 07-08 08-09 09-10 10-11 11-12 12-13 13-14 14-15 15-16 16-17 17-18
Accident Year

Annual Exponential Trend Based on:
1990 to 2018 (Incl. MCCP): +5.8%
2005 to 2018: +2.1%
2014 to 2018: +0.4%

WCIRB Selected:

wcl RBCaIifornia® 19

Objective. Trusted. Integral. Source: WCIRB aggregate financial data and projections. Excludes MCCP costs.
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Average Pure Premium Rates per $100 of Payroll

$3.00

$2.50

$2.00

$1.50

$2.88

$1.00

$1.67

$0.50

$0.00

WCIRB Proposed 1/1/2020 Approved 1/1/2019 WCIRB Filed 1/1/2019 Adjusted for 6/30 Approved 1/1/2015
Experience Presented at Hearing
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Objective. Trusted. Integral. Source: WCIRB pure premium rate filings. Includes adjustment for the payroll limitations adopted to be effective in 2020 applicable to five classifications.
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New Maximum Payroll Limitations Effective in 2020

= 1/1/2019 Regulatory Filing WCIRB proposed payroll maximum for classifications meeting specified criteria
- High proportion of high wage employees
- Low advisory pure premium rate
- No indication of increased loss exposure for high wage employees
- Generally includes clerical and outside sales

= Maximum payroll limitations adopted for five additional classifications in 2020
- 7607, Video Post-Production/Audio Post-Production
- 8743, Mortgage Brokers
- 8803, Auditing, Accounting or Management Consulting Services
- 8820, Law Firms
- 8859, Computer Programming or Software Development/Internet or Web-Based Application Development or
Operation

» WCIRB adjusted proposed pure premium rate for each classification to reflect estimated reduced payroll due to the
limitation

o
=
.II

Q
+—

©
@

=
=
=

()

L
o

()

L

>
o
o
AN
o
(QV
—

>

@©

>

c

@©
-
—
(@)

wcl RBCaIifornia® 21

Objective.Trusted.Integral.




New Maximum Payroll Limitations Effective in 2020
WCIRB Recommended Pure Premium Rate Adjustment Factors

Classification PZ;/?SI(I)SI;/GI:xin?}iOm Aboc?epl\jé;?& um Adjustment Factor
7607 $139,100 20% 0.80
8743 $139,100 29% 0.71
8803 $139,100 19% 0.81
8820 $139,100 33% 0.67
8859 $139,100 27% 0.73
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Source: American Community Survey data by industry and occupation mapped to WCIRB classifications.
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WCIRB'’s
New Rate Filing
Schedule




The WCIRB’s New Rate Filing Schedule
Background

= Current Filing Schedule

Regulatory filing submitted in June with January effective date

Pure premium rate filing submitted in August (based on March 31 data) with January effective date
Pure premium rate filing potentially amended in September based on June 30 data

Pure premium rate filing potentially made in April (based on December 31 data) with July effective date

= Stakeholder Concerns

Multiple pure premium rate filings each year can be disruptive to stakeholders

Potential September amendments to proposed changes create confusion

California only state with multiple filings each year

Pure premium rate decisions in November create timing challenges for insurer January 1 rate filings
January and July effective dates problematic since those are most common policy effective months
Mid-year filings involve more significant pure premium rate level changes than annual filings

= WCIRB has developed an alternative filing schedule for 2021 and later working with the Committees and CDI

wcl RBCaIifornia® 24
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The WCIRB’s New Rate Filing Schedule
Schedule for 2021

= 2021 Filing Schedule
- Regulatory filing submitted in February with September effective date
- Pure premium rate filing submitted in April (based on December 31 data) with September effective date

- No second pure premium rate filing made absent significant legislative, regulatory or judicial action or
extraordinary experience

- WCIRB will continue to publish quarterly evaluations of underlying experience

= Considerations
- Minimizes need for multiple pure premium rate filings each year
- Provides additional time for insurers to reflect CDI decision in their rate filings
- Many fewer policies with September effective dates than January or July effective dates

- Reflects new accident year as of December 31 in pure premium rate filing along with more current classification
relativity data

- Insurers can still reflect updated guarterly experience in own filings
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The WCIRB’s New Rate Filing Schedule

Regulatory Filing PP Rate Filing PP Rate Filing

Current Filing Schedule Maintained
Submit June Submit August Submit April 2020 Filing Schedule

PP Rate Filing

Regulatory Filing Transition Period

1/1/2021 Filing Schedule

Submit June Submit August

2019 2020 2021

Jun. Aug. Apr. Jun. Sep.
O s @ el @ el ) e e e () (e () e () e () e () e e e () el () e () )

Jan. Apr. Jul. Oct. Jan. Jul. Oct. Feb. Apr. Jul. Oct.

Details New F|||ng Schedule Regulatory Filing PP Rate Filing

Regulatory Filings Pure Premium Rate Filings

- 1/1/20 (PY 2016 CRs) - 1/1/20 (3/31/19 Experience) 9/1/2021 + Later Filing Schedule
- 1/1/21 (PY 2017 CRs) -7/1/20 (12/31/19 Experience) Submit February Submit April
- 9/1/21 (PY 2018 CRs) - 1/1/21 (3/31/20 Experience)

-9/1/21 (12/31/20 Experience)

wGIRBCaIifornia®

Objective.Trusted.Integral.

02. WCIRB’s New Rate Filing Schedule



WCIrb.com

NGIRBCaIifornia@’

Objective.Trusted.Integral.

1221 Broadway, Suite 900
Oakland, CA 94612
888.CA.WCIRB (888.229.2472)

© 2019 Workers’ Compensation Insurance Rating Bureau of California. All rights reserved.



