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Antitrust Notice 
As members of the Workers’ Compensation Insurance Rating Bureau of California, you are bound, when involved in meetings or 
other activities of the WCIRB California, to limit your actions (and discussions other than social ones) to matters relating to the 
business of the WCIRB California. Matters that do not relate directly to WCIRB California business should be avoided. Members 
should particularly avoid discussions or conduct that could be construed as intended to affect competition (or access to markets). 
Thus, as members, 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. 

1 
W CIRB Cal i fo rn i a ®  

To Members of the Actuarial Committee, WCIRB Members and All Interested Parties: 

I. Approval of Minutes 
Meetings held on March 18, 2019 and April 2, 2019 

II. Working Group Meeting Summaries
Claims Working Group Meeting held March 28, 2019 

Actuarial Research Working Group Meeting held April 22, 2019 

III. Unfinished Business
A. AC16-06-05: Update on Medical Severity Trends by Component 

B. AC17-12-04: Earthquake Study 

C. AC18-06-03: Classification Payroll Limitations 

IV. New Business
A. AC19-06-01: 3/31/2019 Experience – Review of Methodologies 

B. AC19-06-02: 1/1/2020 Regulatory Filing – Experience Rating Plan Values 

C. AC19-06-03: Impact of Pharmaceutical Cost Reductions on Loss Development 

V. Matters Arising at Time of Meeting 
VI. Next Meeting Date: August 1, 2019

VII. Adjournment



Actuarial Committee 
Meeting Agenda for June 14, 2019 Released: June 7, 2019 
 
 
 
 
 
 
 
 

 
 2 

W CIRB Cal i fo rn i a ®  
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 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 
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connection with Company’s required filings with the California Department of Insurance; (2) to incorporate portions of this work, as 
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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, 
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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 WCIRB at 
customerservice@wcirb.com.  
 

Notice 

The information in this Agenda was developed by the Workers’ Compensation Insurance Rating Bureau of California (WCIRB) 
for the purpose of assisting the WCIRB Actuarial Committee. The WCIRB cannot make any guarantees if this information is 
used for any other purpose and the WCIRB shall not be liable for any damages, of any kind, whether direct, indirect, incidental, 
punitive or consequential, arising from the use of or reliance upon this information for any other purpose. 
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To: Participants of the Claims Working Group 
Date: April 17, 2019 
 
 
RE: Summary of March 28, 2019 Meeting  
 
 
Discussion Topics 
At the meeting, the following topics were discussed.  
 

1. First Quarter 2019 Review of Diagnostics 
The meeting materials included the WCIRB’s diagnostic exhibits that are reviewed by the 
Actuarial Committee and Claims Working Group on a semi-annual basis. Among the diagnostics 
discussed by the Working Group were the following:  
 
a. Statewide indemnity claim frequency has begun to decrease since 2015 after being steady 

for several periods. A member suggested the decrease may in part be related to injured 
workers being somewhat less likely to file an indemnity claim and collect relatively lower 
indemnity benefits rather than earning their normal wages with opportunities for overtime 
wage in this very high employment economy. 
 

b. Lien filings continue to decrease since the enactment of Senate Bill No. 1160 (SB 1160) and 
Assembly Bill No. 1244 (AB 1244) in 2017. A member noted that that the number of lien 
filings may continue to decrease as fewer physicians appear to be willing to provide out-of-
network treatment on a lien basis. 

 
c. Claim closures continue to increase and accelerate. The Working Group discussed several 

key factors which may be driving the acceleration. These factors include (1) a reduction in the 
number of liens filed as outstanding liens often result in claims remaining open; (2) a shift in 
claims handling for both the insurer and the claimant and their attorney with an increased 
focus on settling claims; and (3) continued reductions in opioid use.  

 
d. The average permanent disability rating has continued decreasing since 2008. The Working 

Group suggested that the decrease may be driven by the accelerating settlement rates of 
permanent disability claims, decreasing opioid usage, and fewer spinal surgeries.  

 
e. While the enactment of Senate Bill No. 863 (SB 863) increased indemnity benefits in 2013 

and 2014, the overall indemnity costs did not significantly increase at the level expected. The 
Working Group suggested several factors which may have impacted changes in indemnity 
costs such as: (1) reducing rates of spinal surgeries, which required extensive recovery 
periods, (2) workers returning to work more quickly with a very healthy economy and 
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(3) employers’ increasing willingness to accommodate injured workers to enable them to 
return to work during this period of very high employment levels. 
 

f. The ratio of eligible independent medical review (IMR) on open claims continues to increase 
during 2018. A member noted that the increase is in part driven by certain applicant attorney 
firms streamlining the IMR submission process with some firms submitting virtually all 
utilization review (UR) denials for IMR. 
 

2. Update on Legislative Cost Monitoring 
Staff presented the Working Group with updates related to SB 863, SB 1160 and AB 1244. Staff 
noted the preliminary effects of SB 1160 related to utilization review and AB 1244 related to the 
Medical Treatment Utilization Schedule, both effective January 1, 2018 based on the first six 
months of information. The Working Group was advised that very early indications of post-
formulary pharmaceutical costs suggested continued cost decreases and the early indications on 
the cost of medical services provided in the first 30 days after the implementation of SB 1160 
suggests that there may be some increases in the level of physical therapy being provided during 
this period. The Working Group was informed that the evaluations of SB 1160 and AB 1244 will 
be updated once a full year of data becomes available. 

 
3. Update on Medical Severity Trends 

Staff presented an updated analysis on the medical severity trends by medical component using 
medical transaction information through June 30, 2018 (service year (SY) 2018). The Working 
Group was advised that the share of total medical payments for pharmaceuticals decreased by 
about 75% from the second half of SY2012 to the first half of SY2018, while that of other service 
categories increased modestly in recent years. Staff noted that the sharp decline in the 
pharmaceutical payment share was driven by a number of factors including (1) legislative and 
policy changes intended to monitor and regulate prescription drug utilization such as independent 
medical review and the drug formulary, (2) reduced overall prescribing and opioid prescribing in 
particular, (3) public awareness of the adverse effects of opioids, (4) reduced fee schedules for 
generic drugs (also known as the “Average Federal Upper Limit”) implemented in 2016, and 
(5) indictments of providers for fraud.  

 
Staff summarized the cumulative changes in shares of medical costs for a number of physician 
service categories from the second half of 2012, and noted a sharp increase in paid per 
transaction for Evaluation & Management, Physical Therapy and Other Medicine, and a large 
drop in payments per transaction for major Surgery, Radiology and Anesthesia services. It was 
noted that these changes were as expected with the completion of the four-year transition to 
Resource-Based Relative Value Scale in 2017. 
 

4. Legislative, Regulatory and Judicial Update 
The Working Group reviewed pending legislation in 2019 as provided in the meeting materials as 
well as recent amendments to bills that occurred after the distribution of the materials. Working 
Group members identified Assembly Bill No. 1107 (AB 1107) as potentially creating significant 
issues for the UR process. The latest draft of AB 1107 exempts medical treatment requested by a 
primary or secondary treating physician from the UR process when the employee suffers a 
chronic condition, the employer has authorized treatment previously, and the employer fails to 
show a change in the employee’s condition. The bill also exempts medical treatment if the 
employer has established a medical provider network (MPN) and the requesting physician is a 
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member of the MPN. Working Group members expressed concern with respect to the definition of 
serious chronic condition, the impact of an employer’s previous authorization for treatment in 
differing instances, and the role of the MPN. 
 
Working Group members also expressed concern over the latest amendments to Senate Bill No. 
537 which, among other things, prohibits a physician from using race, gender, or national origin in 
determining the percentage of permanent disability that was caused by other factors before and 
subsequent to the industrial injury. Members noted that the bill could allow for a wide range of 
permanent apportionment decisions to be construed as potentially discriminatory and thus invalid. 
 
With respect to regulations, the Working Group reviewed the update and discussed the potential 
cost impacts associated with the Division of Workers’ Compensation’s Physician Reporting and 
Utilization Review and Regulatory Amendments, specifically with respect to UR decisions to 
modify or deny a request for authorization of treatment based on medical necessity. 
 
Lastly, the Working Group reviewed pending and recent judicial decisions included in the meeting 
materials. Working Group members recommended that staff continue tracking developments for 
apportionment cases following the decision in Hikida v. Workers’ Compensation Appeals Board 
(2017). 
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To: Participants of the Actuarial Research Working Group 
From: Shane Steele 
Date: May 15, 2019 
 
 
RE: Summary of April 22, 2019 Meeting  
 
Insurer Meeting Participants Were Reminded of the Antitrust Notice 
As members of the Workers’ Compensation Insurance Rating Bureau of California, you are bound, when 
involved in meetings or other activities of the WCIRB California, to limit your actions (and discussions 
other than social ones) to matters relating to the business of the WCIRB California. Matters that do not 
relate directly to WCIRB California business should be avoided. Members should particularly avoid 
discussions or conduct that could be construed as intended to affect competition (or access to markets). 
Thus, as members, 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. 
 
Discussion Topics 
At the meeting, the following topics were discussed.  
 

A. Retrospective Rating – Paid Loss Simulation 
The Working Group was informed that staff has begun to develop a new module for simulating paid 
loss development to enhance the Retrospective Rating Plan database. 
 
The Working Group was reminded of the structure of the current incurred loss simulation model, 
which simulates a body of observed claims from USR report levels 3, 4, and 5 to an ultimate level. 
Staff noted the simulation uses empirically derived distributions for age-to-age loss development and 
claim closing rates. It was additionally noted that the distributions are conditioned by claim size and 
maturity, and that additional constraints are employed to help curtail unreasonable results. 
 
Staff laid out the basic framework of the paid loss simulation module, which would be incorporated 
into the current model to jointly simulate incurred and paid loss trajectories for each claim. Paid loss 
development would be conditional on the claim’s size and maturity, as well as the size of its reserve 
measured as a share of total incurred losses. Staff noted that for modeling purposes, the age-to-age 
claim payment would be stated as a share of the available reserve. The Working Group was informed 
that the basic concept was validated by grouping claims into rough bins based on claim size and 
reserve share and comparing distributions of age-to-age payments over time. Staff noted that the 
shapes of the distributions as well as the relative differences between the groups were relatively 
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stable over time. A Working Group member questioned how sensitive the method would be to 
changes in reserve adequacy. Staff noted that the simulation intentionally samples from calendar 
years with varying levels of reserve adequacy to reflect uncertainty in simulating claim maturities far 
into the future. Staff additionally noted that the largest claims and claims at later maturities are 
generally subject to the greatest scrutiny in the determination of case reserves. 
 
The Working Group was reminded that in order to build development tables using claims spanning 
many decades, claim sizes are normalized by indexing their incurred losses to an annual threshold, 
referred to as a claim’s JDex. The annual threshold represents the smoothed value of the largest 
actual claim reported by year. Staff noted that the size groups used for incurred loss modeling were 
determined by examining development and selecting JDex cutoff points that optimally identified 
differing development patterns above and below the cutoff point. 
 
The Working Group was reminded that in order to populate the development tables a minimum 
number of empirical observations is required, causing adjacent size bins to be collapsed when data is 
sparse. This typically occurs for extremely large claims or at very late maturities. Staff noted that by 
further conditioning paid development on the size of the reserve, the number of total bins to populate 
would be significantly increased. This would lead to many more underpopulated bins being collapsed, 
reducing the desired level of refinement in the tables and potentially distorting results. 
 
The Working Group was informed that staff had instead developed a method to address data sparsity 
by using the N closest observations to the center of the bin for any underpopulated bin. Staff noted 
that the key to this method was determining a distance formula that assigns low distance to groups of 
claims with similar paid development patterns. Staff tested paid development differences by 
performing Kruskal-Wallis rank tests pairwise on all sufficiently populated claim size/reserve share 
bins. Staff noted that paid development patterns were significantly impacted by differences in both 
claim size and reserve share and that the impact of differences in reserve share were consistently 
larger. Given differing impacts of differences in the two dimensions, staff opted to determine the 
appropriate distance using an elliptical formula, as opposed to using the standard circular L2 
distance. The Working Group was shown that distance calculated with the formula,  
 

𝑑𝑑 = ���
𝑠𝑠
1
�
2
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𝑟𝑟
3
�
2
� 

 
where s is the distance in claim size and r is the difference is reserve share, consistently performed 
best. Staff also showed that the difference in claim size was the difference in JDex values, computed 
on a log scale. It was also noted that the use of a log scale had not mattered for the incurred loss 
tables as the JDex was not used as a distance, but to rank order claims by size. Staff noted that they 
foresee using this method in other instances with groupings across multiple dimensions and/or sparse 
data. 
 
The Working Group was shown that the method was validated by performing short stop simulations of 
33,244 observed claims that were open in calendar years 2010 through 2013. Open claims were 
used to remove any impact of claim closing from the results. Additionally, each claim’s known 
incurred loss values were used during the simulation in order to isolate testing to just the new paid 
loss method. Staff showed that initial performance was volatile and showed significant year-to-year 
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bias. Staff noted that examination of initial results indicated that distinct paid development tables were 
necessary depending on whether a claim’s incurred losses developed upwards, downwards, or did 
not development. Additionally, claims with extreme incurred loss development needed to be handled 
separately. Staff noted that catastrophic incurred loss development is already handled separately in 
the incurred loss model. Staff showed that after these changes simulation results were unbiased and 
much less volatile. 

A Working Group member asked what impact these changes would have on loss elimination ratios 
(LERs). Staff noted that, since the paid and incurred losses would be simulated jointly, they would 
converge at closing with no resulting change in LERs. 

Given these findings, the Working Group suggested that staff provide a summary to the Actuarial 
Committee for its consideration. 

B. Retrospective Rating – Paid ALAE Simulation 
The Working Group was informed that the WCIRB had begun to develop estimates of paid allocated 
loss adjustment expenses (ALAE) for claim simulations at all maturities. They were reminded that the 
current model only estimates ALAE at an ultimate level. The current method uses a static load for 
claims that are closed in the retro starting database and a random gamma load for claims that are 
open in the starting database. Both of these loads are parameterized separately by claim size. Staff 
noted that ALAE data used for parameterization is analyzed at an insurer level, and that data from 
outliers is not included in the parameterization. It was also noted that the resulting aggregate ALAE 
load is adjusted to the level selected for ratemaking via an off-balance factor. The Working Group 
was informed that the off-balance is currently large, 1.36, though not unexpected due to consistent 
upward trend in ALAE and definitional changes regarding the allotment of the cost of medical cost 
containment programs (MCCP). 

The Working Group was informed that staff had identified a rough log-linear relationship between 
incremental paid losses and incremental paid ALAE. Staff noted that the linear relationship was very 
noisy (low R2 but included significant explanatory variables), but that a linear model was desirable 
due to its ease of implementation. A Working Group member asked staff to investigate whether paid 
ALAE could be better identified using either paid medical or paid indemnity, and whether this 
relationship changed by maturity. Staff’s investigation found that the relationship between paid ALAE 
and paid losses was largely driven by paid medical at all maturities. While the presence or absence of 
an indemnity payment was predictive, most incremental indemnity payments were in a very narrow 
band, muting the predictive value of their actual amount. Another Working Group member noted that 
the current ALAE loads decrease as ultimate losses increase and questioned how that was the case 
if ALAE moved in proportion to paid losses. A preliminary investigation showed that given any 
incremental payment, less incremental ALAE would be expected as claim size (measured by total 
incurred losses) increases. This finding does not completely explain the Working Group member’s 
question and this remains an open issue. 

Staff showed the Working Group findings indicating differences in the relationship between paid 
ALAE and paid losses depending on whether the claim was closing or remained open. Medium-sized 
closing payments typically involved more ALAE than similarly sized payments on open claims. The 
opposite was true for small and large closing payments. (Small/Medium/Large represent roughly 
20%/50%/30% of claims.) A Working Group member questioned how this pattern emerged if there 
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was a linear relationship. Staff’s investigation showed this disparity is partly due to the different 
relationships between incremental ALAE and paid losses by total claim size discussed above and 
partly due to the variance and skewness structure of the distribution discussed below. 
 
Staff indicated that the variance of the linear pattern decreased as the size of the incremental 
payment increased. Staff tested a model which allowed nonconstant variance to be implemented. The 
model fits were always significant and the increase in likelihood compared to standard regression was 
always significant as well. However, when this model was implemented, the variance of the results 
were always much too low. Further investigation revealed the underlying distributions were also 
skewed and the skewness was not constant by size, violating the assumptions of the model. Staff 
noted that more complicated models exist, but were not pursued as ease of implementation was a 
key reason that a linear model was pursued. 
 
The Working Group was informed that staff foresees issues with any method that would simulate 
ALAE from the starting database to ultimate. The ALAE data in the starting database may reflect a 
different definition of MCCP than in later evaluations. Staff noted that this issue would resolve itself as 
time passed. Differences in the level of ALAE between the starting database and the level selected 
for ratemaking would either need to be explicitly addressed or handled in the off-balance. Finally, data 
from any identified outliers would either need to be replaced, adjusted, or handled via the off-balance. 
 
Staff showed an alternate approach to work around these issues. This method would use the current 
methodology to estimate ALAE at ultimate. The ultimate ALAE would be prorated backwards in 
proportion to incremental paid losses. There would also be an adjustment to reflect the differences 
between open and closing payments discussed above based on long-term medians. Staff noted that 
this method was essentially a linear model with no variance, but a different “slope” for each claim 
simulation. 
 
For validation, staff implemented this method on 139,444 claims with observed closings 100 times 
each. Staff showed that in aggregate this method was unbiased and produced accurate estimates of 
incremental ALAE payments for both open and closing claims. However, estimates for individual 
years were highly biased showing their sensitivity to the selection of the closing adjustment. 
 
The Working Group expressed concern with creating age-by-age ALAE estimates for individual 
claims that would be known to have variance that did not reflect the underlying distribution. For this 
reason, along with the issues discussed above, this method will not be pursued at this time and staff 
will continue to study the treatment of ALAE. 
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Item AC16-06-05 
Update on Medical Severity Trends by Component 
 
 
The Committee twice a year reviews a summary of changes in paid per transaction and paid transactions 
per claim by medical component. An update to that analysis with medical transaction data through 
December 31, 2018 will be presented at the meeting. Slides outlining the updated medical severity trends 
are attached. 



Review of Medical Severity Trends – Based on 12/31/2018 Experience
Summary 
 Methodology of analyzing medical severity trends

 Share of medical payments by service type

 Medical severity trends by medical service type, including additional breakdown:
- Pharmaceuticals: opioids and non-opioids
- Outpatient: Ambulatory Surgical Center (ASC) and hospital outpatient department
- Medical Legal: ML102 & ML104

 Cumulative share change in medical cost severity by selected component of physician services
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Methodology

Analyzed WCIRB’s medical transaction data 

 Service dates between 7/1/2012 and 12/31/2018, controlled for transactional maturity

 Includes insurers active since 7/1/2012

 Excludes medical liens

 Pathology and Laboratory testing transactions and payments were included in Physician Services
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* HCPCS stands for Health Care Procedure Coding System. HCPIC codes primarily include ambulance services, durable medical equipment, prosthetics, 
orthotics, and supplies used outside a physician’s office, home health services, and interpreter services.
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Share of Total Medical Payments by Service Type
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Source: WCIRB medical transaction data collected beginning in the third quarter of 2012.
* HCPCS stands for Health Care Procedure Coding System. HCPIC codes primarily include ambulance services, durable medical equipment, prosthetics, orthotics, and supplies 
used outside a physician’s office, home health services, and interpreter services.
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% Change in All Medical Services Cost per Claim
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3Source: WCIRB medical transaction data collected beginning in the third quarter of 2012. 
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% Change in Physician Services Cost per Claim
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4Source: WCIRB medical transaction data collected beginning in the third quarter of 2012. 
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% Change in Physical Therapy Cost per Claim
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As of April 7, 2019
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% Change in Pharmaceutical Cost per Claim 
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6Source: WCIRB medical transaction data collected beginning in the third quarter of 2012. 
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% Change in Opioid Cost per Claim 
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As of April 7, 2019
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% Change in Non-Opioid Cost per Claim 
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As of April 7, 2019
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% Change in Inpatient Cost per Claim (transaction-based)
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9Source: WCIRB medical transaction data collected beginning in the third quarter of 2012. 
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16Source: WCIRB medical transaction data collected beginning in the third quarter of 2012. 
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Item AC17-12-04 
Earthquake Study 
 
 
At the December 6, 2017 meeting, the Committee reviewed a study of earthquake exposure in California 
completed by Risk Management Solutions (RMS) on behalf of the WCIRB. In the study, RMS projected 
that the long-term average earthquake loss per year was $29 million, with an average loss rate per $100 
of payroll of $0.005. The RMS earthquake study can be accessed on wcirb.com.  
 
At the August 1, 2018 meeting, the Committee discussed the appropriateness of including a provision for 
the long-term average earthquake losses in advisory pure premium rates. At the meeting, the Committee 
was advised that the WCIRB had included a provision for earthquake exposure in proposed January 1, 
2004 pure premium rates and that the California Department of Insurance (CDI) had rejected that 
provision due to concerns over (a) the magnitude of the model estimates due to the limited volume of 
historical workers’ compensation losses in California and (b) the lack of a long-term funding mechanism 
for earthquake losses. However, the Committee noted that since 2004 refinements to the earthquake 
models have significantly moderated the loss estimates, the WCIRB has developed a refined model of 
statewide insured exposures by location and that most jurisdictions include some catastrophe load in loss 
costs. Several Committee members expressed concern with including a uniform provision in advisory 
pure premium rates inasmuch as the earthquake exposure varies by region and industry and likely does 
not significantly vary with wage levels and different treatments of catastrophe loadings in other 
jurisdictions could create administrative issues by including a catastrophe provision in advisory pure 
premium rates in California. As a result, the Committee generally agreed that it was premature to propose 
the inclusion of an earthquake provision in advisory pure premium rates at this time and advised the 
WCIRB to revisit the issue once the RMS terrorism study was completed.  
 
At the December 5, 2018 meeting, the Committee reviewed an analysis of potential California workers’ 
compensation terrorism losses that would be subject to the United States Terrorism Risk Insurance 
Program Reauthorization Act (TRIPRA) of 2015. In the study, RMS projected that the long-term average 
net-insured retained terrorism loss per year was $21 million, with an average loss rate per $100 of payroll 
of $0.0039. The RMS terrorism study can be accessed on wcirb.com.  
 
The appropriateness of including a provision for these risks in advisory pure premium rates will be 
discussed at the meeting. 
 
 

https://www.wcirb.com/sites/default/files/documents/rms_earthquake_risk_study_for_wcirb_20171211.pdf
https://www.wcirb.com/sites/default/files/documents/2018_wcirb_terrorism_risk_assessment.pdf
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Item AC18-06-03 
Classification Payroll Limitations 
 
 
In the Decision on the January 1, 2019 Regulatory Filing, the Insurance Commissioner approved annual 
payroll limitations to be applied to employees in five additional classifications, effective January 1, 2020. 
These classifications include 7607, Video Post-Production/Audio Post-Production, 8743, Mortgage 
Brokers, 8803, Auditing, Accounting or Management Consulting Services, 8820, Law Firms, and 8859, 
Computer Programming or Software Development/Internet or Web-Based Application Development or 
Operation. At the June 15, 2018 meeting, the Committee reviewed staff’s proposed methodology to 
develop appropriate advisory pure premium rate adjustments for January 1, 2020 advisory pure premium 
rates for these classifications to reflect the new payroll limitation in the data used for classification 
ratemaking. The methodology was based on a review of American Community Survey (ACS) data which 
includes information on annual wages by industry and occupation. Staff has updated the approach to 
include the latest available ACS data. The approach and proposed adjustments for the five classifications 
are summarized below. 
 
The ACS data includes information on annual wages by industry and occupation. When mappings 
between WCIRB classifications and occupations or industries are good, the ACS provides sufficiently 
refined data to estimate the shares of wages and salaries expected to be above given annual salary 
thresholds for select occupations and industries. The data is available at both occupation and industry 
levels, and either can be used independently or in combination to determine the appropriate adjustment 
at a classification level.  
 
Staff has compiled the ACS data for calendar years 2008 to 2017.1 Exhibit 1 provides an excerpt of the 
available data for the legal services industry for calendar years 2010 through 2017. This industry 
approximates Classification 8820, Law Firms. Exhibit 1 shows the aggregate payrolls for the legal 
services industry (NAICS 5411) with each worker’s payroll limited to the indicated payroll limit. Exhibit 1 
shows the shares of payrolls under select limits for each year. These shares are subject to the maximum 
salary cap in the ACS data, which is shown by year in Exhibit 1. The presence of this maximum mitigates 
the impact of very large salaries distorting the resulting adjustments for the five classifications. The 
selected limit for each year is based on the historical executive officers’ maximum in effect for that year. 
These limits are used given that the annual payroll limitation for the five classifications will be set equal to 
the executive officers’ maximum for consistency and simplicity in application. The historical limits are used 
to account for the historical variation in shares of wages excess a threshold. The impact of wage inflation 
is already incorporated in these historical limits since the executive officers’ maximum is adjusted for 
inflation each year. For a given payroll limit, the share of payroll excess the limit is determined. Calendar 
year excess payroll shares are weighted together to determine policy year adjustment factors. These 
policy year factors form the basis to adjust historical payrolls to a limited basis.  
 
The appropriateness of developing adjustment factors from the ACS relies on an adequate mapping 
between WCIRB classifications and ACS industries or occupations. WCIRB classification staff have 
reviewed these mappings for reasonableness to determine the appropriate industries and occupations 
and weights for each classification. For Classification 8820, a single industry (NACIS 5411 – Legal 
services) is mapped to the classification. For the other four classifications, a combination of industries 
and/or occupations are mapped to the classification. The mappings and weights used for each 
classification are shown in Exhibit 2. 
 
Exhibits 3 through 7 show the computation of the policy year adjustment factors for the five classifications 
based on the methodology described above and the industry and occupation weights shown in Exhibit 2. 
Varying the selected factor by year may be appropriate if the impact of wage inflation on the adjustment is 

                                                           
1 The ACS data is typically released in December based on the prior calendar year. 
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significant or if the estimated factors show a consistent trend. However, (a) the executive officer maximum 
(to which the payroll cap for the newly limited classifications will be tied) is already adjusted each year for 
wage inflation, (b) payrolls used in classification ratemaking are also adjusted for wage inflation in the 
analysis, and (c) as shown in Exhibits 3 through 7, the factors show some year-to-year volatility but do not 
deviate significantly from the mean for the classification. As a result, staff recommends selecting a single 
factor for each classification to apply to all years in the classification ratemaking analysis. The selected 
factors, which are shown in Exhibits 3 through 7 and Table 1, are based on a review of all-year, five-year, 
and two-year averages of the policy year factors. 

Staff proposes reflecting the selected adjustment factors shown in Exhibits 3 through 7 in the payroll 
amounts and expected loss to payroll ratios used in the classification relativities analysis for these five 
classifications to be submitted with the January 1, 2020 Regulatory Filing.2 This is intended to be a one-
time change to the classification relativities for these five classifications to adjust the advisory pure 
premium rates to the payroll level that will be used in 2020 and later. As a result, staff is recommending to 
not restrict the relativity change for these classifications to the usual 25% swing limitation. The change is 
intended to have no impact on collected pure premiums as the pure premiums developed by applying 
higher rates to limited payrolls is intended to equal the pure premium previously developed by applying 
lower rates to unlimited payrolls.  

2 Expected loss rates for these classifications for policy year 2020 experience modifications would continue to be on an unlimited 
basis inasmuch as the experience period would be generally based on policy years 2016 through 2018, which still have payrolls 
reported on an unlimited basis. 



Calendar Year
2010 2011 2012 2013 2014 2015 2016 2017

Total Person Weight (TPW) 159,511       158,873       166,849       170,559       162,664       161,612       170,458       163,363       
Total Payroll (000s) 13,400,168  13,789,399  14,355,544  15,385,182  15,867,158  15,314,449  17,288,486  17,451,720  
Average ACS Payroll 84,008         86,795         86,039         90,204         97,546         94,761         101,424       106,828       
Max Wage Earners' TPW 9,667           11,161         9,003           10,616         10,449         7,876           10,111         11,787         
Max Wage 382,000       398,000       403,000       421,000       455,000       483,000       504,000       493,000       

Exec Payroll Maximum 97,500         101,400       104,000       106,600       109,200       111,800       117,000       122,200       
Excess Exec Payroll Max 0.311           0.332           0.302           0.320           0.342           0.312           0.342           0.349           

Policy Year (55%/45% Weighting)
Excess Exec Payroll Max 0.321           0.319           0.310           0.330           0.329           0.326           0.345           
Adjustment Factors 0.679           0.681           0.690           0.670           0.671           0.674           0.655           

Payroll
Threshold Share of Payroll Excess Threshold (Subject to Max Wage Cap)

95,000 0.319           0.351           0.328           0.351           0.385           0.360           0.401           0.422           
96,000 0.316           0.348           0.325           0.348           0.382           0.356           0.398           0.419           
97,000 0.313           0.345           0.322           0.345           0.379           0.353           0.395           0.416           
98,000 0.310           0.342           0.319           0.342           0.376           0.350           0.392           0.413           
99,000 0.307           0.339           0.316           0.339           0.373           0.347           0.389           0.410           

100,000 0.304           0.336           0.313           0.336           0.370           0.343           0.386           0.407           
101,000 0.301           0.334           0.310           0.334           0.367           0.341           0.383           0.404           
102,000 0.298           0.331           0.308           0.331           0.364           0.338           0.381           0.401           
103,000 0.296           0.329           0.305           0.329           0.361           0.335           0.378           0.399           
104,000 0.293           0.326           0.302           0.326           0.358           0.332           0.375           0.396           
105,000 0.291           0.323           0.300           0.323           0.355           0.329           0.373           0.393           
106,000 0.288           0.321           0.297           0.321           0.352           0.327           0.370           0.390           
107,000 0.285           0.318           0.294           0.318           0.349           0.324           0.367           0.388           
108,000 0.283           0.316           0.292           0.316           0.346           0.321           0.365           0.385           
109,000 0.280           0.313           0.289           0.313           0.344           0.319           0.362           0.383           
110,000 0.278           0.311           0.287           0.311           0.341           0.316           0.360           0.380           
111,000 0.275           0.308           0.284           0.308           0.338           0.314           0.357           0.377           
112,000 0.273           0.306           0.282           0.306           0.335           0.311           0.355           0.375           
113,000 0.270           0.304           0.279           0.303           0.333           0.308           0.352           0.372           
114,000 0.268           0.301           0.276           0.301           0.330           0.306           0.350           0.370           
115,000 0.266           0.299           0.274           0.298           0.327           0.303           0.347           0.367           
116,000 0.263           0.297           0.271           0.296           0.325           0.301           0.345           0.365           
117,000 0.261           0.294           0.269           0.294           0.322           0.298           0.342           0.362           
118,000 0.259           0.292           0.267           0.291           0.319           0.296           0.340           0.360           
119,000 0.256           0.290           0.264           0.289           0.317           0.293           0.338           0.357           
120,000 0.254           0.287           0.262           0.287           0.314           0.291           0.335           0.355           
121,000 0.252           0.285           0.259           0.284           0.312           0.289           0.333           0.353           
122,000 0.250           0.283           0.257           0.282           0.309           0.286           0.331           0.350           
123,000 0.247           0.281           0.255           0.280           0.307           0.284           0.328           0.348           
124,000 0.245           0.279           0.252           0.278           0.305           0.282           0.326           0.346           
125,000 0.243           0.277           0.250           0.275           0.302           0.280           0.324           0.343           

Source: American Community Survey (ACS) data
Payroll calculated by multiplying perwt (person weight of ACS) sample times incwages (income earned through wages).

Share of ACS Payroll Excess Threshold for NAICS 5411 - Legal Services
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Classification 7607*

NAICS Weight
515 ‐ Broadcasting, except Internet 73.0%
5418 ‐ Advertising, public relations, and related services 15.5%
5414 ‐ Specialized design services 11.5%

Occupation Weight
2700 ‐ Actors, Producers, and Directors 44.4%
2630 ‐ Designers 17.2%
2900 ‐ Broadcast and Sound Engineering Technicians and Radio Operators 16.4%
2920 ‐ Television, Video, and Motion Picture Camera Operators and Editors 8.5%
4800 ‐ Advertising Sales Agents 4.6%
2600 ‐ Artists and Related Workers 4.6%
2810 ‐ Editors, News Analysts, Reporters, and Correspondents 4.4%

Classification 8743

NAICS Weight
522M ‐ Non‐depository credit and related activities 49.8%
52M2 ‐ Securities, commodities, funds, trusts, and other financial instruments 21.8%
55 ‐ Management of companies and enterprises 20.7%
531 ‐ Real estate 7.8%

Classification 8803

NAICS Weight
5412 ‐ Accounting, tax preparation, bookkeeping and payroll services 70.8%
5416 ‐ Management, scientific and technical consulting services 29.2%

Classification 8820

NAICS Weight
5411 ‐ Legal services 100.0%

Classification 8859

NAICS Weight
5415 ‐ Computer systems design and related services 65.0%
5112 ‐ Software publishing 16.4%
5191ZM ‐ Other information services, except libraries and archives, and internet 
publishing and broadcasting web search portals 9.7%
5182 ‐ Data processing, hosting, and related services 8.9%

Assigned industries or occupations based on a review by WCIRB classification analysts.

NAICS or Occupation Weights Assigned to Each Classification

*Final weighting for Classification 7607 based on a review of both the NAICS and Occupation
weighted factors.
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Item AC19-06-01 
3/31/2019 Experience – Review of Methodologies 
 
 
Staff has prepared a preliminary analysis of statewide experience through March 31, 2019, which is 
included in Exhibits 1 through 8. This information reflects insurers writing approximately 100% of the 
market based on 2018 premium levels. The methodologies used are generally consistent with those 
reflected in the January 1, 2019 Pure Premium Rate Filing and reviewed at the April 2, 2019 meeting. 
Wage and loss levels were projected to January 1, 2021—the approximate midpoint of experience on 
policies incepting in 2020, and premiums were adjusted to the industry average filed pure premium rate 
level as of January 1, 2019. 
 
As shown on Exhibit 8, the projected policy year 2020 loss to the industry average filed pure premium 
ratio based on March 31, 2019 experience is 0.550. (The projected loss to pure premium ratio for policies 
incepting between July 1, 2019 and December 31, 2019 reviewed at the April 2, 2019 meeting based on 
December 31, 2018 experience and benchmarked to the industry average filed pure premium rate level 
as of January 1, 2019 is 0.565.) 
 
Additional supplemental information is included in Exhibits 9 through 12. 
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Item AC19-06-02 
1/1/2020 Regulatory Filing – Experience Rating Plan Values 
 
 
An analysis of the indicated policy year 2020 experience rating off-balance factor and the factors used to 
generate proposed policy year 2020 expected loss rates will be presented at the meeting. 
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Item AC19-06-03 
Impact of Pharmaceutical Cost Reductions on Loss Development 
 
 
At the August 1, 2018 meeting, the Committee noted that, since the pharmaceutical share of medical 
payments varies significantly by maturity level, the sharp reductions in pharmaceutical costs since 2012 
could significantly affect medical loss development projections. As a result, the Committee recommended 
that the WCIRB undertake an analysis of the impact of the recent reduction in pharmaceutical costs on 
medical loss development. Staff’s initial analysis of the issue is summarized below. 
 
Distribution of Medical Services by Development Year 
Workers’ compensation pharmaceutical costs have decreased significantly over the last several years. 
While Senate Bill No. 863 (SB 863) has resulted in a reduction in the utilization of most medical services, 
other factors may have also contributed to the sharp decrease in pharmaceutical costs such as greater 
attention to prescribing patterns resulting from the recent opioid crisis, Federal Government fee schedule 
changes impacting the California pharmaceutical fee schedule, anti-fraud efforts and the new drug 
formulary.  
 
For each medical service category and development period, Exhibit 1.1 shows the proportion of the total 
medical paid in that development period attributable to that service based on WCIRB medical transaction 
data. Although the decrease in pharmaceutical costs is fairly consistent across development periods, 
pharmaceutical costs represent a relatively low share of medical payments in earlier periods. However, 
pharmaceutical costs represented approximately one-third of total medical payments made in the 11-to-
20 development years in 2013, but only 13% for the same period in 2018. Exhibit 1.2 shows that the 
proportion of total medical paid for medical services excluding pharmaceutical payments is more 
consistent over time, which suggests that the decrease in the pharmaceutical proportion of total medical 
paid is not a result of change in the mix of medical services. 
 
The change in pharmaceutical costs is significant and varies significantly by development period. As a 
result, if not adjusted for, the paid development factors based on historical accident years will be distorted 
as the denominator of the age-to-age factor represents a greater share of pharmaceutical costs than is 
emerging in more recent calendar years, particularly for more mature periods. 
 
Adjusting Historical Payments to Current Pharmaceutical Cost Level 
Staff explored alternative approaches to adjust paid medical loss development for the recent decreases in 
pharmaceutical payments. During other periods of reforms or other system changes significantly distorting 
paid development patterns, the WCIRB has in the past corrected for these distortions by adjusting 
historical paid losses to the current level and computing age-to-age factors based on the adjusted 
amounts. The application of this approach to adjust for the recent decreases in pharmaceutical costs is 
shown in Exhibits 2 and 3.  
 
Exhibit 2.1, Item I shows the pharmaceutical cost proportion of total medical paid for calendar years 2013 
to 2018 by development period and in total for the calendar year based on WCIRB medical transaction 
data. Exhibit 2.1, Item II shows the difference in the proportion by development period compared to that 
for calendar year 2018. For example, the total share of pharmaceutical payments for calendar year 2013 
at 48 months was 10.6% higher than those for calendar year 2018 at 48 months (4.1% subtracted from 
14.7%). Although the proportion of pharmaceutical payments continued to decline in 2018, the decline 
was much smaller compared to prior calendar years. In addition, pharmaceutical costs are in total a much 
lower share of payments in 2018. As a result, staff selected 2018 as the baseline “current level” for this 
approach. 
 
The differences in the proportions shown in Exhibit 2.1, Item II increase gradually by maturity up through 
approximately 96 months. After 96 months, the differences are somewhat volatile in large part due to the 
relative sparsity of data. As a result, staff computed a weighted average of the differences after 96 
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months to use as the selected adjustment for maturities greater than 96 months. The selected differences 
by calendar year and maturity are shown in Exhibit 2.1, Item III. These differences form the basis for the 
adjustment to be applied to medical payments from these calendar years. For example, medical 
payments made in 2013 on losses at age 48 months will be adjusted by 0.894 (100% - 10.6%) to bring 
them to a 2018 pharmaceutical cost level for loss development purposes. 
 
The process described in Items I through III of Exhibit 2.1 contemplates calendar years 2013 and 
forward—periods for which the WCIRB has collected medical transaction data. To adjust payments made 
in calendar years 2012 and prior, staff assumed the 2013 pharmaceutical payment pattern approximated 
that for the earlier periods. Although 2013 represented somewhat of a peak in total medical cost levels, 
staff reviewed calendar year paid costs to pharmacies based on aggregate financial data calls and found 
that the proportion of pharmacy payments were fairly consistent from 2005 through 2013.1 Exhibit 2.2 
shows the adjustment for earlier calendar years based on comparing the cumulative proportion of 
pharmaceutical costs for calendar year 2013 with calendar year 2018. For example, to adjust accident 
year 2010 losses paid in 2010 to 2012 (through 36 months) a factor of 0.931 (100% - 6.9%) is used (see 
Column C of Exhibit 2.2). 
 
The approach to correct for the distortion in paid medical age-to-age factors is similar to the WCIRB’s 
methodology used to adjust for prior reform periods (such as the 2002 through 2004 reforms and 
SB 863). Pre-2018 medical payments are adjusted to the 2018 level by calendar year and development 
period based on the information shown in Exhibit 2. Once adjusted, the paid medical age-to-age factors 
are recomputed on an adjusted basis. The impact of the adjustment on age-to-age and cumulative paid 
medical factors as of December 31, 2018 is shown in Exhibit 3. Since pharmaceutical costs have 
represented a significant proportion of later period development, the impact is significant on the 
cumulative development factor for more recent accident years. 
 
In developing ultimate medical loss ratios for pure premium ratemaking, as with the methodology used in 
prior reform periods, the historical medical paid-to-date ratios should also be adjusted to the 2018 
pharmaceutical cost level to ensure that the adjusted age-to-age factors are applied to the appropriate 
basis. Staff recommends adjusting the medical paid-to-date ratios in a similar manner to how the age-to-
age factors are adjusted. In addition, staff plans to review the medical on-level factors once the 
adjustment is finalized to ensure the impact of the pharmaceutical cost reductions are not double counted 
in the on-level factors. 
 
Other Approaches Reviewed 
The approach described above adjusts the historical medical payments to a 2018 pharmaceutical cost 
level by calendar year and development period. Prior approaches to adjust for the impact of reforms in 
loss development have only been based on the full calendar year. Staff reviewed a similar approach to 
adjust for the recent pharmaceutical cost declines based only on a single factor for the calendar year 
pharmaceutical payments as a sensitivity test. Although the impact on each age-to-age factor was 
different under this approach (which doesn’t reflect that pharmaceutical costs differ by maturity), the 
overall impact on the cumulative paid medical factors for recent accident years was similar. 
 
Staff also reviewed incremental loss development approaches, which are not distorted by paid losses 
made in older calendar years since cumulative paid losses are not used. Overall, these approaches 
produced adjustments of similar magnitudes to staff’s recommended approach. However, incremental 
loss development methods continue to show significant volatility in the incremental factors, which can be 
distorted by large settlement payments and general volatility in payment patterns for more mature 
periods. Staff is continuing to review the viability of incremental methods since they do have the 
advantage of not relying on cumulative payments made prior to reforms or other significant payment 
pattern shifts. 

                                                           
1 See Report on 2013 California Workers’ Compensation Losses and Expenses, WCIRB, June 26, 2014. 
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