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ANTITRUST NOTICE

As members of the Workers’ Compensation Insurance Rating Bureau of California (WCIRB) and
their agents, you are bound, when involved in presentations, meetings or other activities of the
WCIRB, to limit your actions (and discussions other than social ones) to matters relating to the
business of the WCIRB. Matters that do not relate directly to WCIRB business should be
avoided. Members and their agents should particularly avoid discussions or conduct that could
be construed as intended to affect competition (or access to markets). Thus, as members and
their agents, you should not discuss or pursue the business interests of individual insurers or
others, including, in particular, the plans of individual members involving, or the possibility or
desirability of (a) raising, lowering, or stabilizing prices (premiums or commissions); (b) doing
business or refusing to do business with particular, or classes of, insurers, reinsurers, agents,
brokers, or insureds, or in particular locales; or (c) potential actions that would affect the
availability of products or service either generally or in specific markets or locales.

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.

© 2018 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 by
federal copyright law. No copyright is claimed in the test of statutes and regulations quoted
within this work.

Each WCIRB member company (Company) is authorized to reproduce any part of this work
solely for the purpose of transacting workers’ compensation insurance. This reproduction right
does not include the right to make any part of this work available on any website or on any form
of social media.

Workers’ Compensation Insurance Rating Bureau of California, WCIRB, WCIRB California,
WCIRB Connect, WCIRB CompEssentials, X-Mod Direct, eSCAD 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 copying of this work must maintain any and all trademarks and/or service marks on all
copies.

To seek permission to use any of the WCIRB Marks or any copyrighted material, please contact
the Workers’ Compensation Insurance Rating Bureau of California at
customerservice@wcirb.com.
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Outline

Methodology of analyzing medical severity trend

Share of medical payments by service type

Cost per claim by medical service type

Cumulative share change in cost per claim by selected component of physician services
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Methodology

* Analyzed WCIRB'’s medical transaction data
- Service dates between 7/1/2012 and 12/31/2017

- Includes insurers active since 7/1/2012
- Excludes medical liens
- Pathology and Laboratory testing transactions and payments were included in Physician Services

- HCPCS* codes include:
« Ambulance services
« Durable medical equipment, prosthetics, orthotics, and supplies used outside a physician’s office
 Home health services

 Interpreter services

* HCPCS stands for Health Care Procedure Coding System
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Share of Total Medical Payments by Service Type

As of April 7, 2018

Physician Services Pharmaceuticals Inpatient Outpatient HCPCS Medical Legal

SERVICE HALF 2012H?2 46% 15% 12% 8% 9% 10%

\ /S /)

\ /)

SERVICE YEAR 2017 49% 6% 12% 10% 10% 12%

SHARE OF TOTAL PAYMENTS

wcl RBCaIifornia®

Objective Trusted.Integral. Source: WCIRB medical transaction data collected beginning in the third quarter of 2012.
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% Change in All Medical Services Cost per Claim

As of April 7, 2018

. 4% 2% 2% 2% s
Paid per
Transaction 4%
2013H2 2014 2015 2016 2017 Cumulative
Transactions
per Claim .
2% 7% -8% 4% o
-21%
2013H2 2014 2015 2016 2017 Cumulative
Paid per T O
Claim .10 -2 -1%
6% % 6% °
-16%
2013H2 2014 2015 2016 2017 Cumulative

Service Period

wcl RBCaIiforn ia® Source: WCIRB medical transaction data collected beginning in the third quarter of 2012.
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% Change in Physician Services Cost per Claim

As of April 7, 2018

Paid per
Transaction

Transactions
per Claim

Paid per
Claim
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e 2% 2% 296 6%
5%
2013H2 2014 2015 2016 2017 Cumulative
1% 2% 1%
-9% -8%
-19%
2013H2 2014 2015 2016 2017 Cumulative
1% 1%
T I I I f
-6% -5% -6%
15%
2013H2 2014 2015 2016 2017 Cumulative

Service Period

Source: WCIRB medical transaction data collected beginning in the third quarter of 2012.
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% Change in Pharmaceutical Cost per Claim

As of April 7, 2018

5% 5%
Paid per -4% -10%
Transaction -19% -23%
2013H2 2014 2015 2016 2017 Cumulative
Transactions
per Claim 6%
-16% 23% -20% -19%
-60%
2013H2 2014 2015 2016 2017 Cumulative

Paid per
Claim

-2%

-70%
2013H2 2014 2015 2016 2017 Cumulative

Service Period

- ] ® . . . 3 . . o
wcl RBCahforn ia Source: WCIRB medical transaction data collected beginning in the third quarter of 2012. 8
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% Change in Inpatient Cost per Claim (transaction-based)

As of April 7, 2018
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wcl RBCaIiforn ia® Source: WCIRB medical transaction data collected beginning in the third quarter of 2012. 9 %
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% Change in Inpatient Cost per Claim (episode-based)

As of April 7, 2018
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Objective Trusted.Integral. Source: WCIRB medical transaction data collected beginning in the third quarter of 2012.




% Change in Outpatient Cost per Claim

As of April 7, 2018

20%
14%
6%
Paid per W
Transaction 204
-22%
2013H2 2014 2015 2016 2017 Cumulative
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wcl RBCaIiforn ia® Source: WCIRB medical transaction data collected beginning in the third quarter of 2012.
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% Change in HCPCS Cost per Claim

As of April 7, 2018
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wcl RBCaIiforn ia® Source: WCIRB medical transaction data collected beginning in the third quarter of 2012. 12 %
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% Change in Medical Legal Cost per Claim

As of April 7, 2018

Paid per
Transaction

Transactions
per Claim

Paid per
Claim
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8% 8% 506
0% 0%
-10%
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-1% 0%
-14%
2013H2 2014 2015 2016 2017 Cumulative
Service Period
Source: WCIRB medical transaction data collected beginning in the third quarter of 2012. 13
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Cumulative % Change in Selected Components of Physician Services
2012H2 through 2017

As of April 7, 2018

® Paid per Transaction Transactions per Claim Paid per Claim
80%

60%

40%

20%

-20% - - -

-40% -

-60%

-80%

Evaluation & Physical Therapy Other Medicine Anesthesia Major Surgery Radiology
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- ] ® . . . 3 . . o
wcl RBCahforn ia Source: WCIRB medical transaction data collected beginning in the third quarter of 2012. 14
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3/31/2018
Experience —
Review of
Methodologies




Summary of 3/31/2018 Experience

= Almost 100% of market reflected

= Same methodologies as in 7/1/2018 Filing

- CDI Decision on 7/1/2018 Filing blended 75% of WCIRB loss development projection and 25% of the unadjusted
incurred method projection

- CDil also reflected a 1% medical severity trend projection compared to 3% reflected in the Filing
» Projected policy year 2019 loss ratio: 0.574

» ~3.5 point decrease from 7/1/2018 Filing projection (0.608)
- -2 points from lower loss development emergence
- -1 point from trending to policy year 2019 period
- -0.5 points from updated frequency trend
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Cumulative Incurred Development from 12 to 108 Months

As of March 31, 2018
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Source: WCIRB aggregate financial data

Calendar Quarter and Year
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Cumulative Paid Development from 12 to 108 Months

As of March 31, 2018

10.5 -
+=Paid Indemnity from 12 to 108 Months
10.0 -
9.67
9.57 9.59 9.61 9.56 953
. . . . . * o 946 T°° 045
9.5 - * . . . * o 933
9.19 v e 9.18
* . . * .
90 | 8.87
.
85 I I I I I I I I I I I I I I I I I T T T 1 8
1Q13 2Q13 3Q13 4Q13 1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16 4Q16 1Q17 2Q17 3Q17 4Q17 1Q18 >
7.7 - O
7.42 m-Paid Medical from 12 to 108 Months S
u [ | =
| (5]
72695 M g 6.94 .,CES
» -8 —a 673 6-.78 6.68 g 6.70 =
6.7 - . m m m. 6.53 2
W 6.33 =
| 6.16 I
6.2 - [ ()
5.85 S
- =
5.7 I I I I I I I I I I I I I I I I I T T T 1 8
1Q13 2Q13 3Q13 4Q13 1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16 4Q16 1Q17 2Q17 3Q17 4Q17 1Qi18 B
Calendar Quarter and Year 2
Q
WCIRB 3
California® 18 P

Objective Trusted.Integral. Source: WCIRB aggregate financial data




Cumulative Incurred Development from 108 to 228 Months

As of March 31, 2018
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Cumulative Paid Development from 108 to 228 Months

As of March 31, 2018
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Cumulative Incurred Development from 228 to 360 Months

As of March 31, 2018
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Cumulative Paid Development from 228 to 360 Months

As of March 31, 2018
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Projected Ultimate Indemnity Loss Ratios (Exhibit 3.1)

As of March 31, 2018
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wcl RB . . ® Note: All loss ratios are adjusted to the loss development methodology reflected in the 6/15/2018 Agenda and may not be comparable to the actual loss ratios projected at that time.
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Projected Ultimate Medical Loss Ratios (Exhibit 3.2)

As of March 31, 2018
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Change in Projected Medical Development Factor

12/31/2017 to 3/31/2018 Experience
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Paid vs. Incurred Development
Medical from 15 to 111 Months Indexed to 1997

As of March 31, 2018
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Paid vs. Incurred Development
Medical from 111 to 231 Months Indexed to 1997

As of March 31, 2018
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Paid vs. Incurred Development
Projected Ultimate Medical Loss Ratios for Accident Year 2015
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Ultimate Indemnity Claim Settlement Ratios (Exhibit 11.2)

As of March 31, 2018
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Incremental Claim Settlement Ratios

As of March 31, 2018
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Indemnity Claim Count Development (Exhibit 10.1)

As of March 31, 2018
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Cumulative Wage Level Change Forecast (Exhibit 5.1)
2016 to 2019

As of March/April 2018
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Projected Changes in Indemnity Claim Frequency (Exhibits 6.1 & 12)

As of March 31, 2018

10%
6.8%
5% -
3.4%
0.7%
0.2% )
0% “S;
-0.2% =
-0.7% S
- 0) o
-2.3% -2.0% 1.7% 2
: (]
-3.4% >
5% A -3.9% 5
=
2
-6.5% >
x
|
-10% - 8
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 18-20 %
3 Months Freq. Model 5
Annual <
Accident Year L
(00]
—
o
A,
—
Ca"forn ia® Source: 2017 and 2018 based on changes in aggregate indemnity claim counts compared to changes in statewide employment. All other estimates are based on unit statistical 33 O\m’)

Objective Trusted.Integral. indemnity claim counts compared to reported insured payroll. Forecasts produced by the WCIRB Econometric Claim Frequency Model.




Projected Changes in On-Level Indemnity Severity (Exhibit 6.2)

As of March 31, 2018
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Projected Changes in On-Level Medical Severity (Exhibit 6.4)

As of March 31, 2018
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Ultimate Medical per Indemnity Claim (Exhibits 6.3 & 6.4)

As of March 31, 2018
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Changes in Incremental Medical Paid per Indemnity Claims Inventory
Early Post-Reform Periods Compared to Later Calendar Year Inflation
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Projected Changes in On-Level Medical Severity
Projections from 15 Months Compared to Current

As of March 31, 2018
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Projected Changes in On-Level Medical Severity
1/1/2018 Filing Projections Compared to Current

As of March 31, 2018
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Objective Trusted.Integral. Source: WCIRB aggregate financial data and projections. Excludes MCCP costs.




Projected On-Level Indemnity Loss Ratios (Exhibit 7.1)

As of March 31, 2018
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Projected On-Level Medical Loss Ratios (Exhibit 7.3)

As of March 31, 2018
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Classification Payroll Limitations
Summary

Concerns
= Losses do not track well with exposure at high wage levels
= Some classifications have a significant number of workers at high wage levels

= Numerical rounding sometimes creates unwanted volatilities when Expected Loss Rate and Pure Premium Rate are
very low

Approach

= |dentify classes with a large proportion of high wage workers, low advisory pure premium rates and for which a payroll
limitation can be administered relatively easily

= Analyze necessary pure premium rate adjustment for selected classifications

C & R Committee Recommendations
= Establish payroll limitation in 5 additional classifications
= Limit payroll at current limitation for executive officers and current classes for which a limitation applies

= Defer effective date until January 1, 2020 to allow for outreach to employers, premium auditors and underwriters
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Classifications Recommended for Payroll Limitation

7/1/2018 Advisory Pure

Class Code Phraseology Clerical Office Employees Outside Salespersons Premium Rate
8859 Computer Programming or Software Development included included 0.05
8803 Auditing, Accounting or Management Consulting included not included 0.13

Services
8820 Law Firms included included 0.30
8743 Mortgage Brokers included included 0.15
7607 Video/Audio Post-Production included included 0.27

We selected classifications that include Clerical Office Employees or Outside Salespersons. Many highly compensated
employees are Standard Exception Employees.
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Impact of Capping Payroll
Preliminary Projections

Class Code % of Payroll Above 1/1/2018 Loss to Revised Loss to Impact of Capbing Pavroll
$127,000 Payroll Ratio Payroll Ratio P pping Fay
8859 19.5% 0.039 0.048 23%
8803 17.6% 0.088 0.107 22%
8820 27.5% 0.214 0.295 38%
8743 15.7% 0.114 0.135 18%
7607 17.3% 0.203 0.245 21%
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Objective. Trusted.Integral. Source: American Community Survey. Estimated payroll in excess of ACS maximum income ($483,000 in 2015) is around 13%. Actual percentage for each classification may vary.




Extension of Payroll Limitations
Advisory Pure Premium Rate Adjustments

= Review Available Data Sources

- ACS provides refined data on California workers wages by industry and occupation and allows for exclusion of
executive officers

- Usefulness depends on the mapping of occupation and industry to classification
- To adjust for definitional differences in wages between ACS and workers’ compensation payroll data can be
augmented by BLS data as appropriate
= Pure Premium Ratemaking Approach
- Approach reviewed by Actuarial Research Working Group

- If needed, public sources of wage data can be augmented by a wage survey to develop 2020 advisory pure
premium rate adjustments

- 25% limitation on class relativity change may not be applied
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