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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. 
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To Members of the Actuarial Committee, WCIRB Members and All Interested Parties: 
 
 
I. Approval of Minutes 

Meeting held on June 14, 2019 

II. Working Group Meeting Summaries 
None 

III. Unfinished Business 
A. AC17-12-02: Legislative Cost Monitoring 

B. AC19-06-01: 3/31/2019 Experience – Review of Methodologies 

IV. New Business 
A. AC19-08-01: Third Quarter 2019 Review of Diagnostics 

B. AC19-08-02: 1/1/2020 Filing – Loss Adjustment Expense Experience Review 

C. AC19-08-03: 1/1/2020 Filing – Review of Alternative Loss Projection Methodologies 

D. AC19-08-04: Impact of Claim Settlement Rate Changes on ALAE Development 

E. AC19-08-05: Review of Loss Development Tail Methodology (sent under separate cover) 

V. Matters Arising at Time of Meeting 
VI. Next Meeting Date: September 3, 2019 
VII. Adjournment 
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 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 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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Item AC17-12-02 
Legislative Cost Monitoring 
 
 
At the December 5, 2018 meeting, the Committee reviewed updated cost monitoring information related 
to the reforms of Senate Bill No. 863 (SB 863), Senate Bill No. 1160 (SB 1160), and the Medical 
Treatment Utilization Schedule (MTUS) Drug Formulary adopted pursuant to Assembly Bill No. 1124. At 
that meeting, it was observed that while the specific SB 863 provisions related to weekly permanent 
disability (PD) benefit minimums and maximums and changes to PD rating computations appear to have 
emerged as expected, overall indemnity cost levels in 2013 and 2014 have been flat to declining. As a 
result, the Committee recommended that staff review the overall impact of SB 863 on indemnity cost 
levels. The Committee also noted that the review of the utilization review (UR) related provisions of SB 
1160 and the MTUS Drug Formulary were preliminary based on six months of data and recommended 
these reforms be reviewed again once a full year of post-reform data is available. 
 
SB 863 Impact on Overall Indemnity Cost Levels 
At the March 18, 2019 meeting, the Committee reviewed an initial analysis of the estimated overall impact 
of SB 863 on indemnity cost levels. The approach presented at the meeting assumed the significant 
difference between the actual change in indemnity severities for accident years 2013 and 2014 and the 
change projected based on the measurable provisions of SB 863 and pre-reform trends was primarily 
attributable to SB 863. However, the Committee noted that other factors, such as changing economic 
conditions, have likely also dampened recent indemnity cost levels, suggesting that the recommended  
-10% adjustment to the on-level severity adjustment factors determined on this basis is an upper bound 
on the magnitude of the SB 863 impact. The Committee also noted that the SB 863 reforms also likely 
impacted indemnity costs for some pre-2013 accident years which have also experienced a recent speed-
up in claim settlement and reductions in temporary disability (TD) duration. The Committee recommended 
that staff further refine the estimated impact by reviewing recent changes in TD duration and average PD 
ratings. 
 
Exhibit S10.2 of Item AC19-08-01 shows average TD duration based on WCIRB permanent disability 
claim survey data. In the four years prior to SB 863 (2009 to 2012 at first survey level and 2008 to 2011 at 
second survey level), average TD duration was declining at a rate of approximately 2% per year. In the 
four years since SB 863, average TD duration has declined at a rate of approximately 3.25% per year.1 
The additional 1.25% decline in average TD duration over the four-year period results in a total 5% 
reduction in TD costs or a 2.5% reduction in indemnity costs (TD costs are approximately half of all 
indemnity costs based on the WCIRB’s latest report on losses and expenses). 
 
Exhibit S11 of Item AC19-08-01 shows average PD rating based on WCIRB unit statistical data. Shortly 
prior to SB 863, median PD ratings had generally been increasing. Over the last several calendar years, 
average and median PD ratings have declined significantly. This decline correlates with an acceleration in 
claim settlement rates during this period resulting in earlier settlements of PD claims, which is also related 
to the recent decline in TD duration discussed above. In addition, Exhibit S11 of Item AC19-08-01 is 
based on unit statistical data which often includes claims adjusters’ estimates of the PD rating rather than 
the final PD rating. As a result, rather than basing an estimate of the SB 863 impact directly on the 
observed changes in average or median PD rating estimates, staff believes it is reasonable to 
judgmentally assume a decline in PD costs due to SB 863 reform related speed-ups in claim settlement 
and TD duration. Assuming a total 5% reduction in PD costs, consistent with the assumed reduction in TD 
duration, results in a 2% reduction in overall indemnity costs (PD costs are approximately 40% of all 
indemnity costs based on the WCIRB’s latest report on losses and expenses). 
 

                                                                 
1 The change from 2014 to 2015 was tempered by 50% given a change in survey sampling that occurred during this period. 
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The combined impact of the estimates above is an additional 4.5% reduction in overall indemnity cost 
levels resulting from SB 863 beyond the impact of those reform provisions that have been explicitly 
measured. Given that the reductions in average TD duration and average PD rating appeared to have 
occurred steadily over the 2012 through 2015 accident years, staff recommends distributing the impact of 
the 4.5% reduction in indemnity costs uniformly over accident years 2012 through 2015 for purposes of 
indemnity loss on-leveling. 
 
SB 1160 Provisions Related to UR and MTUS Drug Formulary 
At the meeting, staff will present an update to the cost impact analysis of SB 1160 provisions related to 
UR and the new Drug Formulary, both effective January 1, 2018, using medical transaction data through 
December 31, 2018. Slides outlining the updated analysis are attached. 



Legislative Cost Monitoring Update

 Senate Bill No. 1160 (SB 1160) Utilization Review (UR) restrictions in the first 30 days
- Effective in 2018
- An updated review of the first year of UR reforms for this meeting

 Assembly Bill No. 1124 Drug Formulary (AB 1124)
- Effective in 2018
- An updated review of the first year of post-formulary experience for this meeting
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SB 1160 UR Restrictions ‒ Background
 Effective on injuries occurring on 1/1/2018 or after
 Treatment requests are automatically authorized without prospective UR if:

- within 30 days of the DOI
- meet specified conditions

 Conditions to be met:
- Accepted body part or condition 
- Performed by a member of the Medical Provider Network (MPN) or Health Care Organization (HCO), or by a 

designated physician 
- Allowed for in MTUS
- Not one of enumerated treatment types:

o Non-emergency inpatient or outpatient surgery 
o Psychological treatment services
o Home health care services 
o Imaging and radiology services (excluding x-rays)
o Durable medical equipment ≥ $250
o Electrodiagnostic medicine 
o Pharmaceuticals not exempted by drug formulary

 Preliminary cost impact analysis of the SB 1160 UR restrictions for 1/1/2017 Pure Premium Rate Filing:
- Impact on medical +0.1% of the total losses and LAE offset by reduced UR costs
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Review of SB 1160 UR Restrictions – Analysis Based on 12/31/2018 
Experience
 WCIRB’s medical transaction data 

- Accident dates between 1/1 and 12/31 in 2016, 2017 and 2018
- Medical services rendered within 30 days of the accident dates

 Identified services excluded from the UR restrictions in the medical data

 Compared the medical service utilization and payments in 2018 vs. 2017
- Transactions per claim, paid per transaction and paid per claim
- Assess if there were increases in utilization of certain types of medical services in the first 30 days of treatment
- Compare utilization of medical services in the first 30 days vs. after 30 days (1, 3 and 6 months)
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Total Medical Payments and Transactions: AY2018 vs. AY2017

 Within 30 days of the injury
- Claim count: up by 2%
- Total paid: up by 4%

• Paid per transaction: up by 3%
• Transactions per claim: down by 1%
• Paid per claim: up by 2%

 Paid MCCP per indemnity claim: up by 9% for AY 2018 at 15 months
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Source: WCIRB’s Medical Transaction Data and aggregate financial data

As of July 7, 2019
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5Source: WCIRB’s Medical Transaction Data

As of July 7, 2019
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6Source: WCIRB’s Medical Transaction Data

As of July 7, 2019

Number of Transactions per Claim – Three Leading Types of Medical Services
(within 30 days of the accident date) 
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As of July 7, 2019

Changes in Transactions and Payments – Leading Types of Physician Services
AY2018 vs. AY2017 (within 30 days of the accident date)
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Source: WCIRB’s Medical Transaction Data III-A-9
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As of July 7, 2019

Number of Transactions per Claim – Leading Types of Physician Services 
(within 30 days of the accident date) 

Source: WCIRB’s Medical Transaction Data
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9Source: WCIRB’s Medical Transaction Data

As of July 7, 2019
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As of July 7, 2019

Changes in Transactions and Payments – Leading Types of Physician Services 
AY2018 vs. AY2017 (3 months after 30 days of the accident date)

Source: WCIRB’s Medical Transaction Data
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As of July 7, 2019

Number of Transactions per Claim – Leading Types of Physician Services
(3 months after 30 days of the accident date)

Source: WCIRB’s Medical Transaction Data
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As of July 7, 2019

Number of Transactions per Claim – Leading Types of Physician Services
(4 months after the accident date regardless of first 30 days)

Source: WCIRB’s Medical Transaction Data
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Paid Medical Cost Containment Program Costs per Claim 
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13Source: WCIRB aggregate financial data

As of March 31, 2019
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Overview of AB 1124 Drug Formulary – Analysis Based on 12/31/2018 
Experience

 AB 1124 required the DWC to adopt an evidence-based drug formulary in the California workers’ compensation 
system.

 Primary goals of the Formulary:
- Regulate prescribing of opioids
- Reduce frictional costs (from UR and IMR) in the system
- Ensure medically necessary and timely medications for injured workers

 The new MTUS Drug Formulary became effective January 1, 2018.

 Preliminary cost impact analysis of the drug formulary for 7/1/2018 Pure Premium Rate Filing:
- Impact on frictional costs (UR and IMR)

• Approximately -0.1% of the total losses and LAE
- Impact on pharmaceutical costs - opioids, compounds, physician dispensing and brand name drugs

• Approximately -0.4% of the total losses and LAE (10% reduction in pharmaceutical costs)
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Source:  California Labor Code Sections 4600.1, 4600.2, 5307.27, 5307.28 and 5307.29 14
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MTUS Drug List – 275 Drug Ingredients (initial version)
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As of January 2018
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Physician 
Dispensing

After 7 days of DOI Within 7 days of DOI

Source:  California Labor Code Sections 4600.1, 4600.2, 5307.27, 5307.28 and 5307.29 15
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Changes Made to the MTUS Drug List

 MTUS drug list has been updated quarterly to reflect changes in the MTUS treatment guidelines.

 Drugs added and deleted from the MTUS list since 1/1/2018 for treatment of:
- Eye disorders
- Chronic pain and those addressed in the Opioid Guidelines
- Traumatic brain injury (effective 2/15/2019)
- Post-traumatic stress disorder (effective 8/1/2019) 

 The Pharmacy Therapeutics Committee plans to add a unique drug identifier to facilitate drug mapping.
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Source: California Department of Industrial Relations 16
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Source: WCIRB’s Medical Transaction Data
Pre-2018: drug transactions between 7/1/2015 and 12/31/2017.
2018H1: drug transactions between 1/1/2018 and 6/30/2018.
2018: drug transactions between 1/1/2018 and 12/31/2018.

As of July 7, 2019
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Source: WCIRB’s Medical Transaction Data
Pre-2018: drug transactions between 7/1/2015 and 12/31/2017.
2018H1: drug transactions between 1/1/2018 and 6/30/2018.
2018: drug transactions between 1/1/2018 and 12/31/2018.

As of July 7, 2019
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% Change in Pharmaceutical Cost per Claim 
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Source: WCIRB medical transaction data collected beginning in the third quarter of 2012. 

As of April 7, 2019
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% Change in Opioid Cost per Claim 
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Source: WCIRB medical transaction data collected beginning in the third quarter of 2012. 

As of April 7, 2019
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Share of All Drug Payments to Opioids and Compounds
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Source: WCIRB’s Medical Transaction Data

As of July 7, 2019
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20.1% 21.2% 20.6%
19.2% 18.2% 18.0% 17.7%

16.3% 15.4% 15.2% 15.2%
13.1%

11.8%
10.2%9.5%

5.9%
3.6%

5.0% 4.2%
3.0% 2.1% 1.6% 1.7% 1.6% 1.7% 1.3% 0.9% 1.0%

0%

5%

10%

15%

20%

25%

30%

35%

40%

2015 Q3 2015 Q4 2016 Q1 2016 Q2 2016 Q3 2016 Q4 2017 Q1 2017 Q2 2017 Q3 2017 Q4 2018 Q1 2018 Q2 2018 Q3 2018 Q4

Opioids Compounded drugs

-14%

-33%

-25%
-41%

21
III-A-23



Share of All Drug Payments to Physician-Dispensed Drugs Subject to UR 
(excl. opioids and compounded drugs)
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Source: WCIRB’s Medical Transaction Data

As of July 7, 2019
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Share of All Drug Payments to Brand Name vs. Generics 
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Source: WCIRB’s Medical Transaction Data

As of July 7, 2019
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Share of All Drug Prescriptions: Brand Name vs. Generics 
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Source: WCIRB’s Medical Transaction Data

As of July 7, 2019
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Summary of Share of Total Drug Payments by Prescribing Category 
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Item AC19-06-01 
3/31/2019 Experience – Review of Methodologies 
 
 
At the June 14, 2019 meeting, the Committee reviewed a preliminary analysis of statewide experience 
through March 31, 2019. Exhibits 1 through 8 contain an updated analysis of March 31, 2019 experience. 
In total, approximately 100% of the market is included. Wage and loss levels are 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, 2019.1 
 
The updated information differs from what was presented at the June 14, 2019 meeting in that this 
analysis reflects: (a) the inclusion of additional insurer data submissions and insurer data call corrections, 
(b) updates to the wage level and indemnity claim frequency projections based on UCLA’s June 2019 
forecasts, (c) adjustments to the medical loss development projections and medical on-level adjustments 
for the impact of the recent pharmaceutical cost reductions adopted by the Committee at the June 14, 
2019 meeting, and (d) updates to the indemnity on-level adjustments for the impact of wage inflation to 
reflect the most current data and statistical relationship between average wage levels and average 
indemnity benefits (discussed at the March 18, 2019 meeting). 
 
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 and the January 1, 2020 industry average filed pure premium 
rate level is 0.560. (The projected loss ratio reflected in the analysis presented at the June 14, 2019 
meeting was 0.549.) 
 
Additional supplemental information is included in Exhibits 9 through 12. 
 

                                                                 
1 In the January 1, 2020 Pure Premium Rate Filing, ratios will be adjusted to the July 1, 2019 industry average filed pure premium 
rate level. 
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Item AC19-08-01 
Third Quarter 2019 Review of Diagnostics 
 
 
Twice a year, WCIRB staff compiles a comprehensive list of measures to be reviewed by the Claims 
Working Group and Actuarial Committee in order to identify and quantify changes in claim patterns and 
trends and help determine the most appropriate methodologies to be used in the development of pure 
premium rates. The diagnostics are segregated into the following areas: 
 

1. Market and claim characteristic information (exhibit numbers start with M) 

2. Claim count information (exhibit numbers start with C) 

3. Loss development information (exhibit numbers start with D) 

4. Claim severity information (exhibit numbers start with S) 

5. Loss adjustment expense information (exhibit numbers start with E) 
 
Please note the following: 
 

1. Permanent disability claims continue to close at a faster rate throughout the state. The percent of 
permanent disability claims closed increased from 30% for policy year 2010 to 46% for policy 
year 2015 at second report level, with claim settlement increasing fastest in the Los Angeles 
region. The rate at which temporary disability claims close has also begun to increase in the last 
several years with the largest rate of increase in the Bay Area (Exhibit M5). 

2. While the number of expedited hearings in total has continued to increase (Exhibit M8.1), the 
share of Southern California expedited hearings related to issues other than medical treatment or 
temporary disability has declined sharply (Exhibit M8.2). 

3. Since Senate Bill No. 1160 (SB 1160) became effective January 1, 2017, the number of filed liens 
has continued to decrease. The number of liens filed in the first half of 2019 is 37% less than the 
first half of 2018. Lien filings of virtually all types and in virtually all regions have declined (Exhibit 
M9.1). 

4. The percentage of permanent disability claims involving a Medicare set-aside shows indicators of 
decline (Exhibit M10.2). 

5. After reaching a historical high in 2018, the number of independent medical review (IMR) 
applications eligible for review declined in the first half of 2019 to the level comparable to the first 
half of 2017 (Exhibit M14). 

6. The number of medical-only claims reported each quarter have been increasing steadily over the 
last several years concurrently with changes in reporting requirements and experience rating 
treatment of small “first aid” claims (Exhibit C11). 

7. On a preliminary basis, the frequency of cumulative trauma claims in all areas of the state 
increased significantly for accident year 2017, with the greatest increases in the Los Angeles 
Basin and San Diego areas (Exhibits C21.3 and C21.42). 

8. Although claims caused by motor vehicle accidents continue to represent a relatively small 
proportion of all indemnity claims, the frequency of indemnity claims caused by motor vehicle 
accidents has increased approximately 13% from 2014 to 2016, while the overall statewide 
frequency has decreased over this period (Exhibit C25). 

9. Paid indemnity and medical severities per indemnity claim shows significant increase with 
accident year 2018 indemnity severity increasing 5% over accident year 2017 (Exhibit S4.1) and 
medical severity increasing 3% (Exhibit S4.2.). Incremental paid medical severities also showed 
growth in the last several quarters (Exhibit S7). 
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10. Temporary disability duration has continued its post-Senate Bill No. 863 decline. The median 
temporary disability duration on permanent disability claims for accident year 2016 claims at first 
survey level is down 38% from 2008 and 21% from 2012 (Exhibit S10.2). 

11. Paid allocated loss adjustment expenses (ALAE) per indemnity claim continues to rise. The 
average private insurer paid ALAE for accident year 2018 at 15 months is 9% above 2017 and 
almost 50% above 2012 (Exhibit E5). 

12. Following a sharper decline in 2017, the number of medical-legal reports per claim and the 
average cost per report continued to decrease in the 2018 service year by approximately 1% and 
3%, respectively (Exhibit E13). 

13. Despite changes in SB 1160 and the new drug formulary intended to limit prospective utilization 
review, the average cost of medical cost containment programs (MCCP) per indemnity claim for 
accident year 2018 at 15 months is 9% above the 2017 level (Exhibit E15). 
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Exhibit C2

Notes:
*Cumulative Injury includes both cumulative injury and occupational disease.
 Settlement rates are based on claim counts developed to 5th report.
 Source: WCIRB Unit Statistical data
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Item AC19-08-02 
1/1/2020 Filing – Loss Adjustment Expense Experience Review 
 
 
Staff has developed the indicated policy year 2020 ratio of loss adjustment expense (LAE) to loss based 
on calendar year unallocated loss adjustment expense (ULAE) experience through calendar year 2018, 
accident year allocated loss adjustment expense (ALAE) experience as of March 31, 2019, and projection 
methodologies consistent with those reflected in the WCIRB’s January 1, 2019 Pure Premium Rate Filing. 
The indicated policy year 2020 ULAE and ALAE projections, including projections for the cost of medical 
cost containment programs (MCCP), are summarized separately below. 
 
ULAE Projection 
Beginning with the WCIRB’s 2015 Expense Call, the WCIRB has collected information related to 
(a) negative “service fee” type adjustments that are sometimes reflected in reported countrywide ULAE, 
(b) losses on claims on large deductible policies and/or handled by third-party administrators (TPA) for 
which the associated claims handling costs are not reported in countrywide ULAE amounts, and 
(c) various countrywide loss and ULAE amounts consistent with what is reported by insurers on the 
Insurance Expense Exhibit.1 This information is used to more accurately reflect the cost of handling 
claims in California primarily for insurers that make use of TPA or make other adjustments to countrywide 
reported ULAE costs that ultimately are apportioned to California. Beginning with the WCIRB’s 2017 
Expense Call, the WCIRB has also collected information related to countrywide open indemnity claim 
counts in order to more accurately estimate California’s share of countrywide paid ULAE.2 
 
The approach to derive the adjusted calendar year California paid ULAE for ratemaking purposes, as 
reflected in the January 1, 2019 Pure Premium Rate Filing, involves several steps. First, reported 
negative “service fee” type adjustments to ULAE were added back into the reported countrywide paid 
ULAE amount. Second, countrywide paid losses on large deductible policies and/or claims handled by 
TPA for which the associated claims handling costs were not reported in countrywide ULAE were 
subtracted from the countrywide paid losses. This adjustment was applied to losses gross or net of 
deductible amounts depending on whether the insurer reported ULAE costs on a gross or net basis. 
Third, the adjusted countrywide paid ULAE ratio was derived based on the ratio of adjusted countrywide 
paid ULAE computed in the first step described above to adjusted countrywide paid losses computed in 
the second step. Fourth, the adjusted countrywide paid ULAE was derived by multiplying the adjusted 
countrywide paid ULAE ratio by the reported countrywide paid losses. Finally, the adjusted countrywide 
paid ULAE was apportioned to California based on California’s share of the insurer’s countrywide 
indemnity claim counts open at the end of the previous calendar year.  
 
For a number of insurers, the negative “service fee” type adjustments to ULAE do not apply and the 
reported countrywide ULAE reflects all claims handling costs on large deductible policies or related to 
claims handled by TPA. In these instances, the approach described above simplifies to apportioning the 
reported countrywide ULAE to California based on California’s share of the insurer’s countrywide open 
indemnity claim counts. Although staff believes open indemnity claim counts is a reasonable measure to 
apportion countrywide ULAE to California, some insurers may use a more detailed and accurate method 
to derive the California ULAE. Given that these insurers do not require special adjustments to the 
reported paid ULAE amounts, the California paid ULAE as reported on the WCIRB’s Expense Call was 
used in deriving the ratios of California paid ULAE to paid losses for these insurers in lieu of the formulaic 
approach discussed above. 
 
Exhibit 1 shows calendar year paid ALAE and ULAE as ratios to paid losses by type of insurer. Calendar 
years 2016 through 2018 ULAE has been computed as described above and incudes an apportionment 
of countrywide ULAE to California based on open indemnity claim counts. Calendar year 2015 ULAE is 
                                                                 
1 See Item AC15-03-07 of the June 12, 2015 and August 6, 2015 Actuarial Committee Agendas for more information. 
2 See Item AC17-09-02 of the September 5, 2017 Actuarial Committee Agenda for more information. 
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adjusted as described above but reflects an apportionment of countrywide ULAE to California based on 
the prior approach using paid losses. In addition, as discussed at prior meetings and reflected in prior 
pure premium rate filings, the ULAE for calendar years 2013 and 2014 also reflect partial adjustments for 
the issues addressed by the changes to the Expense Call for several large national insurers. As a result 
of these adjustments and enhancements, the ULAE ratios shown on Exhibit 1 for “national” insurers have 
become increasingly comparable to those for other private insurers since 2013. Also, as discussed at 
prior meetings, ULAE ratios for State Compensation Insurance Fund (State Fund) are much higher than 
those of other insurers. 
 
Exhibit 2 shows the average calendar year paid ULAE per open indemnity claim for private insurers. The 
ULAE severities for calendar years 2016 through 2018 shown on Exhibit 2 were computed based on the 
approach described above and, as a result, are not comparable to the ULAE severities for prior years, 
which for 2013 through 2015 only partially reflect the adjustments discussed above and, for prior to 2013, 
are based solely on the California ULAE reported by insurers. 
 
Exhibits 3.1 through 3.5 show the policy year 2020 projection of ULAE to loss based on the relationship of 
calendar year paid ULAE to the number of indemnity claims open at the beginning of the calendar year. 
As in the last several pure premium rate filings, the ULAE projection shown in Exhibit 3.5 is based on 
statewide claim count and loss projections but using the estimated paid ULAE per open indemnity claim 
based on the experience of private insurers only. The ULAE projection shown in Exhibit 3.5 is based on 
the average of ULAE severities from the latest two calendar years. As in the January 1, 2019 Pure 
Premium Rate Filing, the projected ULAE severity trend was based on the average of the UCLA 
Anderson Forecast and California Department of Finance projected annual growth rates in California 
wage levels. The projected ratio of ULAE to loss based on this method for policy year 2020 is 15.6%. 
 
Exhibit 4 shows the projection of policy year 2020 ULAE based on the relationship of calendar year ULAE 
paid to calendar year paid losses. The ULAE projection shown in Exhibit 4 is based on statewide loss to 
premium information and paid ULAE to paid loss ratios based on the experience of private insurers only. 
As with the ULAE projection shown in Exhibit 3.5, the projected ratio of ULAE to losses shown in Exhibit 4 
is based on the average of calendar years 2017 and 2018. The projected ratio of ULAE to loss based on 
this method for policy year 2020 is 13.9%. 
 
As in the last several pure premium rate filings, the projected ratio of ULAE to losses has been based on 
the average of the projections resulting from the two methodologies described above based on statewide 
data and average ULAE costs from private insurers (see Exhibits 3.5 and 4). (The ULAE experience of 
State Fund has been excluded for reasons that have been discussed at prior Committee meetings and in 
prior pure premium rate filings and California Department of Insurance decisions.) The preliminary policy 
year 2020 ULAE projection based on this approach is 14.8%. For comparison purposes, the projected 
ULAE to loss ratio reflected in the January 1, 2019 Pure Premium Rate Filing was 13.6%.  
 
Table 1 shows the projected ratio of ULAE to losses based on the WCIRB’s current methodology using 
statewide data and private insurer average ULAE. Table 1 also shows alternative ULAE projections 
based on (a) the WCIRB’s current methodology but projected based on calendar year 2018 only as 
shown in Exhibits 5 and 6, (b) the projection of ULAE paid to a weighted number of indemnity claims as 
shown in Exhibit 7, and (c) projections based on recent calendar year ratios of paid ULAE to paid losses. 
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Table 1: Projections of Policy Year 2020 ULAE to Loss 

ULAE Projection Method 
Statewide with 
Private Insurer 
Average ULAE 

Current WCIRB Methodology  
Paid ULAE per Open Indemnity Claim Applied to the Latest 

Two Years 15.6% 

Paid ULAE to Paid Losses Applied to the Latest Two Years 13.9% 
Average of Open Indemnity Claim-Based and Paid Loss-

Based Projections 14.8% 
  

Alternative Methodologies  
Paid ULAE per Open Indemnity Claim Applied to the Latest 

Year Only 15.7% 

Paid ULAE to Paid Losses Applied to the Latest Year Only 13.9% 
Paid ULAE per Weighted Open Indemnity Claim Applied to 

the Latest Two Years 15.1% 

Latest Two Calendar Year Paid ULAE to Loss Ratios 14.6% 
Latest Calendar Year Paid ULAE to Loss Ratio 14.8% 

 
ALAE Projection – Excluding MCCP Costs 
For a number of years, the WCIRB has based the ALAE projection on a methodology that projects future 
ALAE as a function of the anticipated future number of indemnity claims and private insurer average 
ALAE per indemnity claim. (The ALAE projection excludes MCCP costs, which are discussed separately 
below.) 
 
Exhibit 8.1 shows private insurer average paid ALAE per reported indemnity claim by accident year. 
Exhibit 8.2 shows private insurer ratios of paid ALAE to paid losses. Exhibit 9 show private insurer annual 
ALAE severity growth percentages based on the estimated ultimate ALAE per indemnity claim, while 
Exhibit 10 shows private insurer annual ALAE growth percentages based on ratios of incremental 
calendar year paid ALAE per indemnity claims inventory. 
 
Exhibits 11.1 through 11.4 show the ALAE projection excluding MCCP costs, which is based on statewide 
claim and loss projections and private insurer average ALAE per indemnity claim. The projection shown in 
Exhibit 11.4 was computed using a 2.5% ALAE severity trend selected based on the approximate 
average of the private insurer longer-term (post-2005) and shorter-term (five-year) growth rates of (a) 
estimated ultimate accident year ALAE per indemnity claim (Exhibit 9) and (b) incremental paid calendar 
year ALAE per open indemnity claim (Exhibit 10), which is consistent with the methodology used to select 
the ALAE severity trend in the last several pure premium rate filings. (The projected ALAE severity trend 
reflected in the January 1, 2019 Premium Rate Filing was 3.5%.) The projected ratio of ALAE to loss 
based on this method for policy year 2020 prior to adjustment for any lien reforms is 18.8%. 
 
Effective in 2017, Senate Bill No. 1160 (SB 1160) and Assembly Bill No. 1244 (AB 1244) included several 
provisions related to lien filings. As discussed at prior meetings and in prior pure premium rate filings, 
liens incur significant LAE costs in addition to the settlement costs paid to the lien claimant. In the 
January 1, 2019 Pure Premium Rate Filing, the WCIRB estimated that SB 1160 and AB 1244 would 
reduce lien filings by 40%, resulting in a 6.4% decrease in ALAE. At the March 18, 2019 meeting, based 
on emerging lien filing information through the fourth quarter of 2018, the Committee recommended an 
adjustment factor based on a 60% reduction in lien filings resulting from SB 1160 and AB 1244, resulting 
in a 9.6% decrease in ALAE.  
 



Actuarial Committee 
Meeting Agenda for August 1, 2019 
 
 

 
 IV-B-4 

WCIRB Ca l i f o rn ia ®  

The ALAE projection is primarily predicated on accident years 2017 and 2018, which are currently valued 
at 15 and 27 months, respectively. Liens are typically not filed and paid on claims until much later. As a 
result, while some of the impact of the reforms is already reflected in the emerging paid ALAE for accident 
years 2017 and 2018 and the ALAE development factors, most is not yet reflected. To reflect the full 
impact of these reforms, consistent with the January 1, 2019 Pure Premium Rate Filing, the ALAE 
projection shown in Exhibit 11.4 includes a separate adjustment to the projected ALAE ratio. This 
adjustment, which is shown in line (g) of Exhibit 11.4, is based on the full impact of a 9.6% reduction in 
ALAE costs judgmentally tempered by 25% to reflect the savings that have already emerged in paid 
ALAE. Staff is in the process of reviewing this adjustment to determine if the impact of SB 1160 and 
AB 1244 is more appropriately reflected in an adjustment to the ALAE paid development factors, similar 
to how the impact of these reforms is reflected in medical losses (see Item AC19-08-04 for more 
information). 
 
As shown in Exhibit 11.4, the preliminary projected ratio of ALAE (excluding MCCP) to loss based on 
statewide data and private insurer average ALAE costs and after reflecting the impact of SB 1160 and 
AB 1244 is 17.4%. For comparison purposes, the projected ALAE excluding MCCP costs to loss ratio 
reflected in the January 1, 2019 Pure Premium Rate Filing was 18.9%.  
 
For informational purposes, the WCIRB has computed additional ALAE projections (excluding MCCP) 
based on a number of alternative methodologies with underlying assumptions that differ from those 
reflected in the WCIRB’s current ALAE projection methodology. Specifically, ALAE projections based on 
the following methodologies and using statewide data with private insurer ALAE have been included: 
 

1. Projected Ultimate ALAE per Indemnity Claim and Future Number of Indemnity Claims – 
Projection Based on the Latest Year – Exhibit 12 
 

2. Latest Year Paid ALAE Ratio Development Compared to Losses – Projection Based on the 
Average of the Latest Two Years – Exhibit 13 
 

3. Latest Year Paid ALAE to Paid Indemnity Development Compared to Losses – Projection Based 
on the Average of the Latest Two Years – Exhibits 14.1 and 14.2 
 

The policy year 2020 ALAE projections derived based on the approach used in the January 1, 2019 Pure 
Premium Rate Filing and each of the alternative ALAE projection methodologies are shown in Table 2.3 
 

Table 2: Projections of Policy Year 2020 ALAE (Excluding MCCP) to Loss 

ALAE Projection Method 

Statewide with 
Private Insurer 
Average ALAE 

Current WCIRB Methodology  
Projected Ultimate ALAE per Indemnity Claim – Trend Applied 

to the Latest Two Years 17.4% 
  

Alternative Methodologies  
Projected Ultimate ALAE per Indemnity Claim – Trend Applied 

to the Latest Year 18.0% 

Latest Year Paid ALAE Ratio Development Compared to 
Losses – Projection Based on Latest Two Years 17.8% 

Latest Year Paid ALAE to Paid Indemnity Development 
Compared to Losses – Projection Based on Latest Two Years 15.8% 

  
                                                                 
3 All projections shown in Table 3 also reflect the impact of SB 1160 and AB 1244 on ALAE costs. 
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ALAE Projection – MCCP Costs 
As in the last several pure premium rate filings, the projection of MCCP costs is based on a methodology 
analogous to that used for ALAE excluding MCCP costs and using statewide claim and MCCP cost data. 
 
Exhibit 15 shows statewide average paid MCCP per reported indemnity claim by accident year. Exhibit 16 
shows statewide annual MCCP severity growth percentages based on estimated accident year ultimate 
MCCP costs per indemnity claim. Exhibit 17 shows statewide annual MCCP severity growth percentages 
based on ratios of calendar year paid MCCP costs per indemnity claims inventory. 
 
Exhibits 18.1 and 18.2 show the projection of MCCP costs based on statewide data. Projected MCCP 
development through 87 months is based on the latest year paid MCCP age-to-age factor, while 
projected MCCP development after 87 months is based on the selected paid medical 87-to-ultimate 
development factor.4 Exhibit 18.2 shows the projected policy year 2020 ratio of MCCP to loss based on 
applying separate frequency and severity trends to the latest two years’ projected ultimate indemnity 
claim counts and ultimate MCCP per indemnity claim, which is consistent with the methodology reflected 
in the last several pure premium rate filings. A 0% MCCP severity trend was selected based on the 
approximate average rates of growth in (a) estimated ultimate accident year MCCP costs per indemnity 
claim from 2012 through 2018 (Exhibit 16) and (b) statewide calendar year MCCP per indemnity claims 
inventory from 2009 through 2018 (Exhibit 17). (The projected MCCP severity trend reflected in the 
January 1, 2019 Premium Rate Filing based on this approach was -1.0%.) 
 
The new Medical Treatment Utilization Schedule Drug Formulary (Formulary) became effective in 2018. 
In the July 1, 2018 Pure Premium Rate Filing, the WCIRB estimated that the Formulary would reduce 
total costs by 0.5%, including a 0.1% reduction for utilization review costs. This translates to an 
approximate 2.6% reduction in total MCCP costs. Given that the Formulary has only been effective for a 
little over one year which includes a transition period for outstanding claims through July 1, 2018, staff 
believes the impact of the Formulary is substantially not yet reflected in the emerging MCCP costs. As a 
result, staff recommends including a separate adjustment to the projected MCCP ratio for the impact of 
the Formulary. This adjustment is shown in line (g) of Exhibit 18.2, and is based on the full impact of the 
Formulary of 2.6% judgmentally tempered by 25% to reflect the savings that have already emerged in 
paid MCCP costs.5 
 
The preliminary projected ratio of MCCP to loss based on this methodology is 4.4%. For comparison 
purposes, the projected MCCP to loss ratio reflected in the January 1, 2019 Pure Premium Rate Filing 
was 4.0%. 
 
For informational purposes, the WCIRB has computed additional MCCP cost projections based on a 
number of alternative methodologies with underlying assumptions that differ from those reflected in the 
WCIRB’s current MCCP projection methodology. Specifically, MCCP cost projections based on the 
following methodologies have been included: 
 

1. Projected Ultimate MCCP per Indemnity Claim and Future Number of Indemnity Claims – 
Projection Based on the Latest Year – Exhibit 19 
 

2. Projected Ultimate MCCP per Indemnity Claim and Future Number of Indemnity Claims – Trend 
Based on Accident Year Ultimate MCCP per Indemnity Claim Applied to the Latest Two Years – 
Exhibit 20 
 

3. Projected Ultimate MCCP per Indemnity Claim and Future Number of Indemnity Claims – Trend 
Based on Calendar Year Paid MCCP per Open Indemnity Claim Applied to the Latest Two Years 
– Exhibit 21 

 

                                                                 
4 See Exhibit 2.6.1 of Item AC19-06-01 of this Agenda. 
5 Accident year 2018 paid MCCP costs are approximately 25% developed as of March 31, 2019 (see Exhibit 18.1). 
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The policy year 2020 MCCP cost projections derived based on the approach used in the January 1, 2019 
Pure Premium Rate Filing and each of the alternative MCCP projection methodologies are shown in 
Table 3.6 
 

Table 3: Projections of Policy Year 2020 MCCP to Loss 

MCCP Projection Method Statewide 
MCCP Ratio 

Current WCIRB Methodology  
Projected Ultimate MCCP per Indemnity Claim – Trend Applied to the 

Latest Two Years 4.4% 
  

Alternative Methodologies  
Projected Ultimate MCCP per Indemnity Claim – Trend Applied to the 

Latest Year 4.6% 

Projected Ultimate MCCP per Indemnity Claim – Trend Based on AY 
Ultimate MCCP per Indemnity Claim and Applied to the Latest Two 
Years 

4.1% 

Projected Ultimate MCCP per Indemnity Claim – Trend Based on CY 
Paid MCCP per Open Indemnity Claim and Applied to the Latest 
Two Years  

4.6% 

 
The total preliminary ratio of LAE to losses for policy year 2020 based on data evaluated as of March 31, 
2019 and the projection methodologies described above is 36.6%. For comparison purposes, the 
projected total LAE to loss ratio reflected in the January 1, 2019 Pure Premium Rate Filing was 36.5%.  
 
 

                                                                 
6 All projections shown in Table 3 also reflect the impact the Formulary on MCCP costs. 
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Item AC19-08-03 
1/1/2020 Filing – Review of Alternative Loss Projection Methodologies 
 
 
For a number of years, the WCIRB has included alternative loss development and trending methodology 
projections in its pure premium rate filing submissions. 
 
Loss Development Methodologies 
The loss development projections based on the methodology reflected in the summary analysis of 
March 31, 2019 experience, included in Item AC19-06-01 of this Agenda, included a combination of 
(a) latest year reform-adjusted1 paid loss development factors through 111 months with adjustments for 
changes in claim settlement rates applied through 75 months, (b) three-year average reform-adjusted 
paid loss development factors from 111 months through 255 months, and (c) six-year average 
(unadjusted) incurred loss development factors after 255 months. Attached for the Committee’s review 
are a number of alternative loss development projections based on methodologies that have been 
included, for informational purposes, in prior pure premium rate filing materials or have been discussed at 
prior meetings. Specifically, alternative loss ratio projections, based on March 31, 2019 experience, 
derived using the following loss development methodologies and the trending methodology reflected in 
the analysis included in Item AC19-06-01 of this Agenda are included:2 
 

1. Three-Year Average Unadjusted Incurred Loss Development – Exhibits 1.1 through 1.3 
 

2. Latest Year Unadjusted Incurred Loss Development – Exhibits 2.1 through 2.3 
 

3. Three-Year Average Incurred Loss Development Adjusted for Changes in Case Reserve Levels – 
Exhibits 3.1 through 3.11 
 

4. Latest Year Incurred Loss Development Adjusted for Changes in Insurer Mix – Exhibits 4.1 
through 4.3 

 
5. Three-Year Average Unadjusted Paid Loss Development – Exhibits 5.1 through 5.3 

 
6. Latest Year Unadjusted Paid Loss Development – Exhibits 6.1 through 6.3 

 
7. Latest Year Paid Loss Development Adjusted for Reforms – Exhibits 7.1 and 7.2 

 
8. Three-Year Average Paid Loss Development Adjusted for Changes in Claim Settlement Rates 

and Reforms – Exhibits 8.1 through 8.3 
 
9. Latest Year Paid Loss Development Adjusted for Changes in Claim Settlement Rates and 

SB 1160 – Exhibits 9.1 and 9.23 
 

10. Latest Year Paid Loss Development Adjusted for Changes in Insurer Mix – Exhibits 10.1  
through 10.3 

 
11. Expected Loss Ratio with a Bornheutter-Ferguson (BF) Adjustment Based on Paid Loss 

Development to 27 Months with Latest Year Paid Loss Development Adjusted for Reforms after 
27 Months – Exhibits 11.1 through 11.5 

                                                           
1 These includes adjustments for the provisions of Senate Bill No. 1160 (SB 1160) related to lien filings and adjustments for the 
recent decrease in pharmaceutical costs adopted by the Committee at the June 14, 2019 meeting. 
2 All methodologies reflect three-year average loss development factors applied after 111 months. All paid loss development 
methodologies reflect six-year average incurred loss development factors applied after 255 months. 
3 Does not include adjustments for the recent decrease in pharmaceutical costs. This methodology was reflected in the January 1, 
2019 Pure Premium Rate Filing. 
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A summary of the preliminary policy year 2020 loss ratio projections based on the alternative loss 
development methodologies described above is shown in Table 1. 
 

Table 1: Projected Policy Year 2020 Loss Ratios 
Based on Alternative Loss Development Methodologies4 

Loss Development Methodologies Indemnity 
Loss Ratio 

Medical 
Loss Ratio 

Total 
Loss Ratio 

Current WCIRB Methodology    

Latest Year Paid Adjusted for Reforms and Changes 
in Claim Settlement Rates 

0.247 0.315 0.562 

    

Alternative Methodologies    

Incurred Methodologies    

Three-Year Average (Unadjusted) 0.252 0.289 0.541 

Latest Year (Unadjusted)  0.244 0.274 0.518 

Three-Year Average Adjusted for Changes in Case 
Reserve Levels 

0.247 0.289 0.536 

Latest Year Adjusted for Changes in Insurer Mix 0.243 0.270 0.513 
    

Paid Methodologies    

Three-Year Average (Unadjusted) 0.275 0.350 0.625 

Latest Year (Unadjusted) 0.263 0.328 0.591 

Latest Year Adjusted for Reforms — 0.329 — 

Three-Year Average Adjusted for Changes in Claim 
Settlement Rates and Reforms 0.256 0.332 0.588 

Latest Year Adjusted for Changes in Claim 
Settlement Rates and SB 1160 — 0.304 — 

Latest Year Adjusted for Changes in Insurer Mix 0.258 0.321 0.579 

BF Paid to 27 Months; Latest Year Reform-Adjusted 
after 27 Months 

0.244 0.313 0.557 

    

Hybrid Methodologies    

75% Applied to Latest Year Paid Adjusted for SB 
1160 and Claim Settlement Rates and 25% 
Applied to 3-Year Average Unadjusted Incurred5 

— 0.309 — 

 

                                                           
4 All methodologies reflect three-year average loss development factors applied after 111 months. All paid loss development 
methodologies reflect three-year average incurred loss development factors applied after 255 months. Unless otherwise specified, 
“reform-adjusted” refers to adjustments for the provisions of SB 1160 related to liens and the recent decrease in pharmaceutical 
costs. 
5 This loss development methodology was reflected in the California Department of Insurance (CDI) Decision on the January 1, 
2019 Pure Premium Rate Filing for the medical projection. 
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Trending Methodologies 
The trending projections reflected in the summary analysis of March 31, 2019 experience, included in 
Item AC19-06-01 of this Agenda, were based on the average of the latest two years’ on-level loss ratios 
with separate projections of claim frequency and claim severity growth applied. The claim frequency 
growth estimates were based on the preliminary 15-month frequency change for accident year 2018 and 
the WCIRB’s indemnity claim frequency model projections for accident years 2019 through 2021. The 
severity growth estimates of -0.5% for indemnity and 2.5% for medical were consistent with those 
reflected in the January 1, 2019 Pure Premium Rate Filing and were selected based on a review of short-
term and long-term growth in claim severities. 
 
Attached for the Committee’s review are a number of alternative trending projections based on 
methodologies that have been included, for informational purposes, in prior pure premium rate filing 
materials or have been discussed at prior meetings. Specifically, alternative loss ratio projections, based 
on March 31, 2019 experience, derived using the loss development methodologies reflected in the 
analysis included in Item AC19-06-01 of this Agenda and the following trending methodologies are 
included: 
 

1. Separate Projections of Frequency and Severity (-0.5% for Indemnity; 2.5% for Medical) Growth 
Applied to the Latest Year Only – Exhibits 12.1 and 12.2 
 

2. Separate Projections of Frequency and the Long-Term (1990 to 2018) Average Severity Growth 
Applied to the Latest Two Years – Exhibits 13.1 and 13.2 
 

3. Separate Projections of Frequency and the Short-Term (2014 to 2018) Average Severity Growth 
Applied to the Latest Two Years – Exhibits 14.1 and 14.2 
 

4. Separate Projections of Frequency and Severity (-1.0% Indemnity, 1.5% Medical) Growth Applied 
to the Latest Two Years – Exhibits 15.1 and 15.26 
 

5. Long-Term (1990 to 2018) On-Level Loss Ratio Exponential Trend Applied to the Latest Two 
Years’ Loss Ratios – Exhibits 16.1 and 16.2 
 

6. Short-Term (2014 to 2018) On-Level Loss Ratio Exponential Trend Applied to the Latest Two 
Years’ Loss Ratios – Exhibits 17.1 and 17.2 

 
A summary of the preliminary policy year 2020 loss ratio projections based on the alternative trending 
methodologies described above is shown in Table 2. 
 

                                                           
6 This trending methodology was reflected in the CDI Decision on the January 1, 2019 Pure Premium Rate Filing. 
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Table 2: Projected Policy Year 2020 Loss Ratios 
Based on Alternative Trending Methodologies 

Trending Methodologies Indemnity 
Loss Ratio 

Medical 
Loss Ratio 

Total 
Loss Ratio 

Current WCIRB Methodology    

Separate Projections of Frequency and Severity (-0.5% 
Indemnity, 2.5% Medical) Applied to the Latest Two 
Years 

0.247 0.315 0.562 

    

Alternative Methodologies    

Separate Projections of Frequency and Severity (-0.5% 
Indemnity, 2.5% Medical) Applied to the Latest Year 

0.249 0.312 0.561 

Separate Projections of Frequency and Long-Term (1990 
to 2018) Severity Applied to the Latest Two Years 

0.260 0.346 0.606 

Separate Projections of Frequency and Short-Term (2014 
to 2018) Severity Applied to the Latest Two Years 

0.241 0.294 0.535 

Separate Projections of Frequency and Severity (-1.0% 
Indemnity, 1.5% Medical) Applied to the Latest Two 
Years 

0.244 0.306 0.550 

Long-Term (1990 to 2018) On-level Loss Ratio Exponential 
Trend Applied to the Latest Two Years 0.262 0.343 0.605 

Short-Term (2014 to 2018) On-level Loss Ratio Exponential 
Trend Applied to the Latest Two Years 0.233 0.290 0.523 
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Item AC19-08-04 
Impact of Claim Settlement Rate Changes on ALAE Development 
 
 
In the California Department of Insurance (CDI) Decision on the January 1, 2019 Pure Premium Rate 
Filling, the CDI noted that the recent acceleration in claim settlement rates may also impact paid ALAE 
development and recommended the WCIRB review the ALAE projection methodology for the potential 
impact of changes in claim settlement rates. In addition, staff has reviewed the potential impact of recent 
reforms related to lien filings on paid ALAE development. 
 
Impact of Claim Settlement Changes on Reported Age-to-Age ALAE Development 
During periods of significant claim settlement rate change, the WCIRB has for a number of years reflected 
the impact of these changes in adjustments to paid indemnity and medical loss development. The basis 
for the adjustments to loss development has been the traditional Berquist-Sherman approach to adjust for 
changes in claim settlement rates.1 This approach assumes that an acceleration in claim settlement rates 
results in significantly more lump sum settlement payments, leading to higher than expected age-to-age 
paid development factors. The mechanics of the approach includes adjusting prior loss payments to a 
common settlement level and recomputing age-to-age development factors on an adjusted basis.  
 
Fundamental to the Berquist-Sherman approach is an assumption that changes in average paid per 
closed claim are correlated with changes in claim settlement rates. For example, when claim settlement is 
increasing, relatively larger claims are being settled during that period which increases the average paid 
on closed. Staff tested that assumption on ALAE payments. Although paid ALAE on open or closed 
indemnity claims is not available in aggregate financial data calls, it can be obtained through WCIRB unit 
statistical data. Exhibit 1.1 shows reported indemnity claim settlement rates compared to paid ALAE per 
closed indemnity claim for private insurers. Exhibit 1.2 shows this information on a graphical basis for first, 
second and third report level. Although average paid ALAE per closed indemnity claim tends to increase 
over time while indemnity claim settlement rates tend to be cyclical, there does not appear to be any 
evidence that an acceleration in claim settlement rates results in a greater increase in paid ALAE per 
closed claim severities or a decrease in claim settlement rates dampens the change in paid ALAE per 
closed claim severities. For example, claim settlement rates accelerated sharply between 2003 and 2006 
but paid ALAE per closed claim severities were flat over this period. This may be due to closed claims 
being less likely to have a large ALAE payment at the time of closure than a large loss payment.  
 
Exhibits 2.1 and 2.2 show the change in indemnity claim settlement rates compared to the change in the 
paid ALAE development factor for the immediate prior period. In the Berquist-Sherman approach, a 
change in claim settlement should have some impact on the immediate prior paid development factor in 
the same direction. However, as shown in Exhibits 2.1 and 2.2, this does not appear to be the case for 
paid ALAE development, as there are many periods for which the change in paid ALAE development is in 
the opposite direction as the claim settlement rate change. 
 
Given these results, staff does not believe a Berquist-Sherman type approach for adjusting paid ALAE 
development for changes in claim settlement rates is appropriate. 
 
Impact of Claim Settlement Changes on Later ALAE Development 
Although staff did not find significant evidence of changing claim settlement rates impacting reported age-
to-age paid ALAE development, claim settlement rate changes likely impact later ALAE development on 
those accident years. If more (or less) claims are settling, lower (or higher) ALAE development would be 
expected since there are less (or more) open claims to develop ALAE costs. In 2015, staff studied this 
potential issue on paid medical development. Although staff found some evidence that changes in claim 
settlement rates are negatively correlated with emerging paid medical development in the periods 
immediately following the change, given that paid medical development is significantly impacted by fee 

                                                                 
1 Berquist, J. and Sherman, R., Loss Reserve Adequacy Testing: A Comprehensive, Systematic Approach, PCAS LXIV, 123. 
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schedule changes, utilization changes, and several other factors, a strong relationship between claim 
settlement rate changes at earlier maturities and paid medical development that emerged much later was 
not found.2 However, ALAE development is not as heavily influenced by many of these factors as is 
medical development. 
 
Staff analyzed this issue on ALAE development by comparing accident year changes in claim settlement 
rates in a period to differences between the projected and actual paid ALAE development for the accident 
year after that period (projected ALAE paid development is based on the prior age-to-age paid 
development). Exhibit 3 shows accident year arithmetic changes in reported indemnity claim settlement 
ratios from 1992 through 2012 for private insurers. Exhibit 4 shows reported paid ALAE age-to-age 
factors. To assess the impact of significant claim settlement rate changes, the calendar year paid ALAE 
development factor projected for the accident year at the time of the claim settlement rate change was 
compared to the actual development for the accident year (an example for accident year 2012 evaluated 
as of March 31, 2013 is shown in Exhibit 4). Exhibit 5 shows the differences between the projected latest 
calendar year development factor for an accident year and the actual development that emerged for that 
period. Differences greater than 0.5% in absolute value are highlighted on Exhibit 4 for emphasis. The 
lower sections of Exhibit 5 shows the correlation coefficient between the changes in indemnity claim 
settlement rates (Exhibit 3) and the differences between projected and actual paid ALAE development 
that occurred after the claim settlement rate change. There is generally strong negative correlation 
between the claim settlement rate changes and the change in paid ALAE development, suggesting that 
early claim settlement rate changes may influence future paid ALAE development. As a result, some 
adjustment to paid ALAE tail development for changes in claim settlement rates may be appropriate. 
 
In order to estimate and project the impact of a significant change in claim settlement rates on future paid 
ALAE development, staff compared periods with significant (greater than 1.5%) claim settlement rate 
change at 15 and 27 months with the difference in the actual development from that projected based on 
the latest calendar year. Table 1 shows the result of the linear regression analysis by bi-annual 
development period through 111 months (sufficient claim settlement and paid ALAE data for this analysis 
is only available through 111 months). For example, a 1 point increase in indemnity claim settlement rates 
at 15 months is estimated to result in a 2.8% decrease in the 15-to-39 paid ALAE development from what 
is projected based on the latest calendar year. As the estimated impact decreases by approximately half 
for each bi-annual development period, the total impact after 111 months is assumed to be approximately 
equal to the impact for the 87-to-111 month period. 
 

Table 1 – Estimated Change in Future ALAE Development after Settlement Rate Change 

Settlement Rate  
Change Period 

15-to-39 
Modeled 

39-to-63 
Modeled 

63-to-87 
Modeled 

87-to-111 
Modeled 

111-to-Ult. 
Extrapolated 

X-to-Ult. 
Total 

15 Months -2.8% -1.6% -0.7% -0.6% -0.6% -6.3% 
Adj. R-Squared 

@15 Months 0.45 0.39 0.09 0.38 N/A N/A 

27 Months N/A -1.1% -0.7% -0.4% -0.4% -2.6% 
Adj. R-Squared 

@27 Months N/A 0.43 0.31 0.33 N/A N/A 

 
As shown in Table 1, the adjusted R-squared for the linear regressions is modest (but generally not 
insignificant) at around 38%. In addition, paid ALAE development is impacted by several other factors and 
these results are approximate and based on a limited number of observations. However, the information 
shown on Exhibit 5 suggests there is some negative relationship between claim settlement rate changes 
and future paid ALAE development. One way to potentially address these issues is to judgmentally 
temper the results of the regression analysis, such as by using the average adjusted R-squared. This 
would result in a 1 point increase in indemnity claim settlement rates at 15 months suggesting a 2.4% 
(38% of 6.3%) decrease in the projected 15-to-ultimate ALAE development factor and a 1 point increase 
                                                                 
2 See Item AC17-03-03 of the June 16, 2017 Actuarial Committee Agenda. 
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in indemnity claim settlement rates at 27 months suggesting in a 1% (38% of 2.6%) decrease in the 
projected 27-to-ultimate ALAE development factor. Feedback on these approaches will be solicited from 
the Committee at the meeting. 
 
Impact of Recent Reforms Related to Liens on ALAE Development 
The provisions of Senate Bill No. 1160 (SB 1160) and Assembly Bill No. 1244 (AB 1244) related to liens 
have resulted in an approximate 60% reduction in the number of lien filings. The WCIRB estimates that 
the reduction in lien filings results in savings to medical losses as well as to ALAE and reflected 
adjustments to both the projected costs of medical and ALAE in the January 1, 2019 Pure Premium Rate 
Filing. For medical losses, the impact of SB 1160 and AB 1244 is primarily reflected in adjustments to 
paid medical loss development since medical liens are paid much later than other types of medical 
services. The computation of the adjustment to medical loss development was based on a review of 
medical development with and without liens using WCIRB medical transaction data.3 
 
Detailed transactional information on ALAE payments that will allow the replication of the adjustment 
approach used for medical is not available. Also, unlike for medical for which a single lien payment is 
typically made after the lien is settled, the ALAE cost for liens is much more likely to be paid incrementally 
as a lien can result in multiple WCAB court appearances after it is filed. Nevertheless, staff believes that 
some adjustment to paid ALAE development for the 60% reduction in lien filings is appropriate since the 
significant reduction in lien filings likely has some impact on future paid ALAE development on more 
recent accident years. In total, the WCIRB estimates the lien provisions of SB 1160 and AB 1244 have 
resulted in a 9.6% savings to ALAE costs and a 3.6% savings to medical costs. Table 2 shows the 
adjustment to each cumulative paid medical development factor as of March 31, 2019 experience. Since 
detailed information on the impact of liens on ALAE development is not available, staff judgmentally 
assumed the impact to paid ALAE development is proportional to the estimated impact on paid medical 
development as one potential approach to address this issue. Table 2 shows the estimated impact on 
paid ALAE development on this basis, by applying the ratio of estimated savings on ALAE costs 
compared to the savings on medical costs (9.6% / 3.6%) to the adjustments applied to paid medical 
development. 
 

Table 2 – Estimated Adjustment to ALAE Development from SB 1160 and AB 1244 

Component 27-Ult. 39-Ult. 51-Ult. 63-Ult. 75-Ult. 
Medical   -4.8% -3.7% -2.5% -1.5% -0.7% 
ALAE -12.8% -9.9% -6.7% -4.0% -1.9% 

 
The impact of SB 1160 and AB 1244 is currently applied to ALAE as a separate adjustment to the 
projected ALAE to loss ratio.4 However, the net effect of these adjustments on the ALAE projection is 
greater than the 9.6% reflected in the January 1, 2019 Pure Premium Rate Filing despite the impact of 
the SB 1160 and AB 1244 lien provisions being reflected in the last several years of ALAE development. 
Committee input as to these lien adjustments will be solicited at the meeting. 
 
The adjustments to medical loss development for SB 1160 also includes adjusting paid medical age-to-
age factors for liens dismissed by the Division of Workers’ Compensation in July 2017. Although these 
liens would not involve a medical payment, they likely involved some ALAE costs already incurred while 
the lien was open. In addition, there may have been some additional defense expenses to ultimately 
close out the lien after it was dismissed. As a result, staff does not recommend applying the adjustment to 
age-to-age development for paid ALAE. 

                                                                 
3 See Item AC18-03-03 of the March 19, 2018 Actuarial Committee Agenda for more information on the adjustment to medical loss 
development. 
4 See Item AC19-08-02 of this Agenda. 
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Item AC19-08-05 
Review of Loss Development Tail Methodology 
 
 
For a number of years, the WCIRB’s approach to projecting the loss development tail has been based on 
using incurred age-to-age development from approximately 255 months to 411 months and fitting an 
inverse power curve to age-to-age incurred loss development factors to compute the tail factor after 411 
months. At the March 18, 2019 meeting, the Committee noted that incurred medical development after 
120 months has shown an anomalous pattern for the last several calendar years, likely influenced by 
changes in pharmaceutical costs and other transitional effects of recent reforms. As a result, the 
Committee recommended staff review the tail development methodology for consideration before the next 
annual pure premium rate filing. 
 
In 2016,1 the Committee reviewed a study of alternative tail development approaches. At that meeting, 
the Committee noted that an approach that extrapolates the tail using an inverse power curve fit from a 
six year average of incurred age-to-age factors from the 10th development year to 30th development year 
(29th year for March 31 experience) produced relatively more stable tail development factors among the 
alternatives reviewed. The Committee recommended a stopping point of 80 years for the extrapolation of 
the tail development factor due to the positive incurred development observed on claims over 70 years 
old. 
 
Staff has updated the 2016 analysis of the inverse power curve fit to compare the appropriateness of paid 
and incurred tail development factors given the recent sharp decline in incurred loss development. Nine 
evaluations were included to examine the volatility of the tail development factors. Tail development 
factors are fitted based on the 10th through 29th year development factors, excluding any periods with 
development factors less than 1.000 (which result in an error in the inverse power curve fit), and are 
projected to a stopping point of 80 years, which is consistent with the current approach. The development 
factors which form the basis of the inverse power curve fit are an average of the latest several age-to-age 
factors, ranging from a three-year average to a six-year average.  
 
Exhibits 1.1 and 1.2 summarize for indemnity and medical, respectively, the tail development factors 
based on the inverse power curve fit to both paid and incurred development. The unadjusted factors as 
well as the factors adjusted for the recent decrease in pharmaceutical costs were reviewed.2 (For incurred 
development, only the paid portion of the incurred age-to-age factor was adjusted.) Not surprisingly, 
Incurred development had significantly more instances of age-to-age factors less than 1.000, particularly 
for more recent evaluations, which were excluded from the inverse power curve fitting.3 The goodness-of-
fit as measured by the R-squared is consistently significantly better for the paid development factors than 
the incurred development factors. As shown in Exhibit 1.2, the tail development factors based on paid 
medical development are also significantly more stable as measured by the standard deviation across the 
last five evaluations as well as all reviewed evaluations than the respective development factors based on 
incurred medical development. For paid medical development, an approach based on a four-year 
average appears to improve the stability over an approach based on a three-year average.  Adding 
additional years does not appear to improve stability. 
 

                                                                 
1 See Item AC16-03-03 of the March 22, 2016 Actuarial Committee Agenda. 
2 See Item AC19-06-03 of the June 14, 2019 Actuarial Committee Agenda. 
3 For indemnity, as many as 7 age-to-age factors were excluded from a fit for a single period (for three-year average incurred 
indemnity development as of 3/31/2010). For medical, as many as 15 factors were excluded from a fit for a single period (for three-
year average incurred medical development as of 3/31/2019). 
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For a number of years, the WCIRB has relied primarily on incurred loss development to project later 
periods. This approach was recommended by the Committee based on a 2014 study which identified a 
significant shift in the incurred-to-paid ratio observed in the mid-1990s.4 This shift was largely driven by 
the Minniear5 decision as well as other factors significantly slowing down the rate of medical payments 
during these years. Due to this dramatic shift in paid development patterns, the Committee recommended 
to no longer use the paid development factors to project ultimate loss ratios arising from accident years 
prior to 1998. 
 
Exhibits 2.1 and 2.2 show the incurred-to-paid loss ratios for indemnity and medical, respectively, 
updated through December 31, 2018 experience. Although the more recent ratios for medical (shaded in 
blue on Exhibit 2.2) have declined significantly, they have not returned to the levels observed in the pre-
Minniear period prior to 1998 (shaded in black on Exhibit 2.2). However, these recent incurred-to-paid 
loss ratios are no longer as stable as the post-Minniear ratios observed in the 2014 analysis (shaded in 
red on Exhibit 2.2). This suggests that the distortion which led to basing the longer-term loss development 
projections on incurred development factors still exists but to a less significant degree than shown in the 
2014 study. 
 
In order to assess the viability of using paid development factors for projecting ultimate losses at older 
ages, staff compared the cumulative paid and incurred development factors in these older periods. 
Exhibits 3.1 and 3.2 compare the change in paid and incurred 255-to-351 cumulative development factors 
for indemnity and medical, respectively. Consistent with the WCIRB’s approach to select age-to-age 
factors in the last several pure premium rate filings, the cumulative development factors are an average of 
the latest three years for paid development and the latest six years for incurred development. The 
cumulative development factors encompass ages 255 through 351 months, which is the period 
associated with accident years prior to 1998. Multiple evaluations are shown on Exhibits 3.1 and 3.2 to 
compare the stability of paid versus incurred cumulative development factors for those ages. To facilitate 
consistency of comparison between paid and incurred development, the development factors for each 
evaluation are indexed to the March 31, 2011 level. As shown in Exhibit 3.2, the paid medical cumulative 
development factors have been consistent over the last several evaluations, whereas the incurred 
medical factors have been more volatile, declining to historically low levels in recent evaluations. 
 
The Committee’s feedback on the tail development approach will be solicited at the meeting. 

                                                                 
4 See Item AC14-03-03 of the March 19, 2014 Actuarial Committee Agenda. 
5 Minniear v. Mount San Antonio Community College District (1996) 61 Cal. Comp. Cases 1055 (Appeals Board en banc opinion). 



Indemnity Year 29 - 80 Cumulative Development
Factors Fit to Inverse Power Curve R-Squared

# Years Average In Fit: # Years Average In Fit:

Evaluation: 6 5 4 3 6 5 4 3

3/31/2019
Incurred Indemnity 1.002      1.002      1.003      1.004      0.798      0.837      0.794      0.870      

Paid Indemnity 1.009      1.009      1.009      1.009      0.985      0.987      0.988      0.986      

3/31/2018
Incurred Indemnity 1.003      1.002      1.003      1.004      0.713      0.837      0.794      0.870      

Paid Indemnity 1.009      1.008      1.008      1.008      0.973      0.982      0.987      0.989      

3/31/2017
Incurred Indemnity 1.005      1.002      1.003      1.004      0.711      0.837      0.794      0.870      

Paid Indemnity 1.009      1.009      1.008      1.008      0.965      0.958      0.971      0.974      

3/31/2016
Incurred Indemnity 1.006      1.002      1.003      1.004      0.640      0.837      0.794      0.870      

Paid Indemnity 1.010      1.010      1.010      1.009      0.949      0.950      0.936      0.948      

3/31/2015
Incurred Indemnity 1.006      1.002      1.003      1.004      0.671      0.837      0.794      0.870      

Paid Indemnity 1.010      1.010      1.011      1.010      0.950      0.948      0.950      0.933      

3/31/2014
Incurred Indemnity 1.007      1.002      1.003      1.004      0.529      0.837      0.794      0.870      

Paid Indemnity 1.010      1.010      1.010      1.011      0.902      0.935      0.933      0.938      

3/31/2013
Incurred Indemnity 1.005      1.002      1.003      1.004      0.398      0.837      0.794      0.870      

Paid Indemnity 1.010      1.010      1.010      1.011      0.872      0.870      0.911      0.909      

3/31/2012
Incurred Indemnity 1.005      1.002      1.003      1.004      0.516      0.837      0.794      0.870      

Paid Indemnity 1.011      1.010      1.010      1.009      0.812      0.854      0.847      0.897      

3/31/2011
Incurred Indemnity 1.003      1.002      1.003      1.004      0.565      0.837      0.794      0.870      

Paid Indemnity 1.012      1.011      1.009      1.009      0.771      0.772      0.823      0.801      

Standard Deviation: 2015 through 2019
Incurred Indemnity 0.001      -          -          -          

Paid Indemnity 0.000      0.001      0.001      0.001      

Standard Deviation: 2011 through 2019
Incurred Indemnity 0.001      -          0.000      0.000      

Paid Indemnity 0.001      0.001      0.001      0.001      

Source: WCIRB aggregate financial data.
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Medical Year 29 - 80 Cumulative Development
Factors Fit to Inverse Power Curve R-Squared

# Years Average In Fit: # Years Average In Fit:

Evaluation: 6 5 4 3 6 5 4 3

3/31/2019
Paid Medical - Unadjusted 1.079      1.079      1.075      1.081      0.985      0.975      0.964      0.946      

Paid Medical - Adjusted 1.083      1.085      1.084      1.092      0.983      0.972      0.962      0.945      

Incurred Medical - Unadjusted 1.009      1.003      1.006      1.004      0.588      0.792      0.889      0.967      

Incurred Medical - Adjusted 1.007      1.003      1.002      1.001      0.713      0.424      0.851      0.994      

3/31/2018
Paid Medical - Unadjusted 1.072      1.073      1.070      1.063      0.988      0.979      0.962      0.945      

Paid Medical - Adjusted 1.074      1.075      1.075      1.070      0.988      0.979      0.963      0.954      

Incurred Medical - Unadjusted 1.014      1.014      1.010      1.005      0.674      0.346      0.316      0.834      

Incurred Medical - Adjusted 1.008      1.014      1.008      1.003      0.579      0.623      0.294      0.409      

3/31/2017
Paid Medical - Unadjusted 1.073      1.073      1.073      1.071      0.986      0.981      0.969      0.951      

Paid Medical - Adjusted 1.072      1.072      1.073      1.072      0.987      0.982      0.970      0.949      

Incurred Medical - Unadjusted 1.024      1.015      1.015      1.017      0.738      0.561      0.522      0.458      

Incurred Medical - Adjusted 1.024      1.016      1.018      1.013      0.765      0.715      0.677      0.348      

3/31/2016
Paid Medical - Unadjusted 1.073      1.075      1.074      1.076      0.983      0.985      0.976      0.965      

Paid Medical - Adjusted 1.071      1.072      1.072      1.073      0.983      0.986      0.978      0.967      

Incurred Medical - Unadjusted 1.039      1.035      1.027      1.028      0.760      0.772      0.700      0.618      

Incurred Medical - Adjusted 1.041      1.037      1.029      1.034      0.811      0.791      0.745      0.637      

3/31/2015
Paid Medical - Unadjusted 1.073      1.075      1.078      1.078      0.966      0.974      0.978      0.963      

Paid Medical - Adjusted 1.071      1.073      1.075      1.075      0.966      0.975      0.980      0.968      

Incurred Medical - Unadjusted 1.048      1.047      1.044      1.031      0.900      0.825      0.822      0.609      

Incurred Medical - Adjusted 1.045      1.043      1.040      1.030      0.894      0.789      0.750      0.709      

3/31/2014
Paid Medical - Unadjusted 1.071      1.069      1.072      1.073      0.921      0.957      0.970      0.975      

Paid Medical - Adjusted 1.070      1.067      1.069      1.070      0.917      0.953      0.966      0.973      

Incurred Medical - Unadjusted 1.057      1.052      1.051      1.050      0.851      0.907      0.813      0.820      

Incurred Medical - Adjusted 1.057      1.049      1.048      1.045      0.871      0.914      0.804      0.787      

3/31/2013
Paid Medical - Unadjusted 1.072      1.069      1.066      1.068      0.862      0.877      0.918      0.931      

Paid Medical - Adjusted 1.072      1.068      1.065      1.068      0.861      0.875      0.917      0.929      

Incurred Medical - Unadjusted 1.059      1.063      1.056      1.057      0.859      0.877      0.946      0.842      

Incurred Medical - Adjusted 1.054      1.056      1.049      1.032      0.754      0.767      0.830      0.392      

3/31/2012
Paid Medical - Unadjusted 1.076      1.072      1.067      1.064      0.794      0.819      0.825      0.858      

Paid Medical - Adjusted 1.076      1.072      1.067      1.064      0.794      0.819      0.825      0.858      

Incurred Medical - Unadjusted 1.061      1.057      1.061      1.054      0.781      0.761      0.774      0.870      

Incurred Medical - Adjusted 1.061      1.057      1.061      1.054      0.781      0.761      0.774      0.870      

3/31/2011
Paid Medical - Unadjusted 1.082      1.076      1.071      1.065      0.741      0.761      0.790      0.803      

Paid Medical - Adjusted 1.082      1.076      1.071      1.065      0.741      0.761      0.790      0.803      

Incurred Medical - Unadjusted 1.055      1.060      1.056      1.061      0.741      0.762      0.756      0.758      

Incurred Medical - Adjusted 1.055      1.060      1.056      1.061      0.741      0.762      0.756      0.758      

Standard Deviation: 2015 through 2019
Paid Medical - Unadjusted 0.003      0.002      0.003      0.007      

Paid Medical - Adjusted 0.005      0.005      0.005      0.009      

Incurred Medical - Unadjusted 0.016      0.018      0.015      0.013      

Incurred Medical - Adjusted 0.018      0.017      0.015      0.015      

Standard Deviation: 2011 through 2019
Paid Medical - Unadjusted 0.004      0.003      0.004      0.006      

Paid Medical - Adjusted 0.005      0.005      0.005      0.008      

Incurred Medical - Unadjusted 0.020      0.023      0.022      0.022      

Incurred Medical - Adjusted 0.021      0.021      0.022      0.021      

Source: WCIRB aggregate financial data.

"Adjusted" refers to adjustments for SB1160 and recent pharmaceutical cost declines in paid development.
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Exhibit 2.1

Indemnity Incurred Loss to Paid Loss Ratio

Accident Age (in months)
Year 132 144 156 168 180 192 204 216 228 240 252
1985 1.026    1.023    1.019    1.015    1.013    1.012    1.011    1.010    1.009    1.009    1.008    
1986 1.026    1.022    1.019    1.015    1.013    1.012    1.011    1.010    1.010    1.010    1.009    
1987 1.027    1.021    1.017    1.016    1.014    1.013    1.013    1.012    1.012    1.011    1.010    
1988 1.023    1.019    1.018    1.016    1.014    1.013    1.011    1.010    1.010    1.009    1.009    
1989 1.023    1.022    1.019    1.019    1.018    1.018    1.012    1.014    1.012    1.011    1.010    
1990 1.022    1.020    1.020    1.016    1.015    1.013    1.012    1.011    1.010    1.009    1.008    
1991 1.030    1.028    1.026    1.023    1.021    1.020    1.018    1.016    1.015    1.014    1.013    
1992 1.034    1.031    1.029    1.026    1.023    1.025    1.021    1.016    1.015    1.014    1.013    
1993 1.041    1.037    1.034    1.031    1.031    1.025    1.021    1.018    1.017    1.014    1.014    
1994 1.059    1.050    1.043    1.041    1.031    1.028    1.026    1.023    1.021    1.020    1.018    
1995 1.066    1.057    1.054    1.046    1.042    1.039    1.035    1.034    1.029    1.024    1.023    
1996 1.070    1.063    1.053    1.046    1.040    1.037    1.034    1.032    1.028    1.024    1.021    
1997 1.068    1.057    1.051    1.047    1.042    1.037    1.033    1.029    1.026    1.023    1.020    
1998 1.068    1.057    1.051    1.046    1.041    1.036    1.030    1.027    1.024    1.022    1.020    
1999 1.058    1.049    1.043    1.039    1.034    1.030    1.026    1.022    1.019    1.018    
2000 1.054    1.049    1.043    1.036    1.033    1.030    1.026    1.024    1.020    
2001 1.059    1.053    1.047    1.041    1.036    1.031    1.027    1.024    
2002 1.053    1.044    1.038    1.033    1.029    1.026    1.022    
2003 1.068    1.060    1.052    1.046    1.040    1.035    
2004 1.074    1.065    1.057    1.049    1.043    
2005 1.074    1.063    1.056    1.048    
2006 1.072    1.059    1.052    
2007 1.064    1.054    
2008 1.060    

Source: WCIRB aggregate financial data.
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Exhibit 2.2

Medical Incurred Loss to Paid Loss Ratio

Accident Age (in months)
Year 132 144 156 168 180 192 204 216 228 240 252
1985 1.059    1.052    1.044    1.039    1.038    1.039    1.037    1.039    1.037    1.040    1.044    
1986 1.061    1.054    1.046    1.043    1.042    1.043    1.043    1.050    1.050    1.049    1.045    
1987 1.073    1.059    1.053    1.053    1.053    1.053    1.067    1.064    1.055    1.055    1.046    
1988 1.053    1.047    1.051    1.048    1.048    1.048    1.052    1.051    1.049    1.043    1.044    
1989 1.057    1.057    1.058    1.058    1.072    1.066    1.062    1.055    1.056    1.055    1.056    
1990 1.051    1.050    1.054    1.057    1.056    1.051    1.050    1.047    1.048    1.051    1.051    
1991 1.054    1.055    1.056    1.057    1.056    1.059    1.055    1.055    1.055    1.055    1.051    
1992 1.072    1.082    1.083    1.081    1.073    1.077    1.071    1.066    1.063    1.063    1.061    
1993 1.109    1.111    1.109    1.106    1.105    1.108    1.105    1.102    1.101    1.106    1.097    
1994 1.140    1.133    1.133    1.122    1.112    1.120    1.119    1.118    1.110    1.105    1.100    
1995 1.176    1.161    1.162    1.168    1.166    1.150    1.143    1.144    1.121    1.114    1.100    
1996 1.163    1.156    1.152    1.145    1.139    1.137    1.126    1.117    1.108    1.097    1.086    
1997 1.176    1.176    1.165    1.159    1.155    1.141    1.131    1.117    1.098    1.088    1.078    
1998 1.189    1.178    1.173    1.156    1.149    1.138    1.132    1.118    1.108    1.093    1.085    
1999 1.166    1.158    1.145    1.138    1.132    1.118    1.100    1.086    1.071    1.063    
2000 1.154    1.148    1.146    1.132    1.119    1.104    1.088    1.075    1.065    
2001 1.173    1.165    1.151    1.137    1.119    1.103    1.085    1.076    
2002 1.154    1.137    1.125    1.105    1.089    1.077    1.066    
2003 1.158    1.139    1.121    1.101    1.086    1.075    
2004 1.156    1.136    1.117    1.097    1.082    
2005 1.143    1.126    1.104    1.088    
2006 1.127    1.105    1.095    
2007 1.120    1.100    
2008 1.102    

Source: WCIRB aggregate financial data.
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