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ANTITRUST NOTICE

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

NOTICE & COPYRIGHT

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

© 2022 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, Annual Business Comparative 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.
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Actuarial Committee Review
December 31, 2021 Experience

2020 Claims and Premiums Severely Impacted by Pandemic
Modest Upward Loss Development
Wage Inflation Forecasts Up Significantly
2021 Claim Frequency Up Sharply
COVID Claim Cost Projection

» Recommended Methodologies Generally Consistent with 9/1/2021 Filing
» Generally Excludes 2020 Accident Year Experience in Projection
= Reflects Evaluation of 2021 Fee Schedule Changes
» Loss and Loss Adjustment Expense Projection on Ex-COVID-19 Claims Basis
= Average Pure Premium Rates (ex-COVID-19)
- 9/1/2022 Actuarial Committee Basis: $1.55
- 9/1/2021 WCIRB Indicated: $1.54
- 9/1/2021 CDI Approved: $1.45
= 9/1/2022 Indicated Advisory Pure Premium Rate Change (ex-COVID-19): +6.9%
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September 1, 2022 Pure Premium Rate Filing - Process

: : AY 2020 Evaluated AY 2021 Projected Ratio of
Historical 1983 - 2019 as of 12/31/2021 Evaluated 9/1/2022 Policy Period
Accident Years Evaluated Typically Used in as of Loss & LAE to Pure
as of 12/31/2021 Filing 12/31/2021 Premium is Basis of

9/1/2022 F ng

x_@l@-@-@l@)

Premium and Frequency Experience Premlum and Loss Gradual 9/1/22 Pollcy Period
Unaffected by COVID-19 Pandemic Experience Heavily Economic Expected to be Less
Impacted by COVID- Recovery Claim Impacted by
Some Loss Development Impacts in 19 Pandemic Experience Pandemic
2020 Generally Not Used Less Impacted
in 9/1/2022 Filing by Pandemic
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Drivers of Change in Indicated Average Advisory Pure Premium
Rate — 9/1/2021 to 9/1/2022

1.5%
| 29, 1.5%
ncrease
Increase 1.5% Increase
0
o 0.5% Decrease
0 Increase
Decrease
$1.50
$1.55
$1.52
$1.52 $1.53

$1.30

WCIRB 9/1/2021 Loss Development from  Updated Wage Growth Updated Frequency Updated Severity Updated LAE Provision Updated Experience

Indication 12/31/2021 to 12/31/2022 Forecasts Forecasts Forecasts & Use of 2021 Rating Off-Balance

Year in Trend
WCIRB::: oo
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Estimated Ultimate Indemnity Claim Settlement Ratios

As of December 31, 2021
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Developed Medical Loss Ratios

As of December 31, 2021

%
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Cal Ifornlam Source: WCIRB Aggregate Financial Data excluding COVID-19 claims 8
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Loss Development Methodology
Actuarial Committee Recommendation

= |atest Year Reform & Claim Settlement Rate-Adjusted Paid
- Paid development has over the last decade been more stable and accurate
- Paid development has historically been more consistent across insurers than incurred development
- Includes adjustment to medical for SB 1160 lien filing reduction and reduction in pharmaceutical costs
- Includes adjustment for updated evaluation of 2021 Fee Schedule Changes
- Settlement rate adjustment largely corrects for changing settlement patterns
- Latest year factor does not use development during calendar year 2020

» Actuarial Committee Votes on Indemnity and Medical Loss Development Methodology
- 9in Favor — 1 Opposed
- Committee member opposed supports giving some weight to incurred method

WCI RBCalifornia‘“
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Projected Indemnity On-Level Loss Ratios under Alternative
Development Methods

As of December 31, 2021

0.50 -
_ WCIRB & CDI AC
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Projected Medical On-Level Loss Ratios under Alternative Development
Methods

As of December 31, 2021
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Trending Methodology

Actuarial Committee Recommendation

» Projected Wage Inflation Adjusted to Remove Impacts of Shifting Employment by Industry and Wage Level Impact

» Separate Frequency and Severity Trend Projections Applied to the 2019 and 2021 Accident Year Ratios
- Retrospective tests show method performs better during periods of transition
- Allows for separate assumptions and actuarial judgment about future frequency and severity trends
- Generally excludes the pandemic distorted 2020 accident year experience in the trend projection
- WCIRB frequency model projects very modest frequency growth post 2021 due to recovering economy
- Severity growth projections remain very modest
- Projection generally consistent with 5-year exponential trend

» Actuarial Committee Votes on Indemnity and Medical Trending Methodology
- 9in Favor —1 Opposed

- Committee member opposed supports a lower medical severity growth projection and different frequency
projection approach
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California Industry Employment Forecasts
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California Employment Change by Wage Level — 2019 to 2020

209 Construction Finance & Insurance m Arts & Entertainment Hospitality All Industries
(1]
1%
10% 9% 9%
6%
4% 4%
s %
S 1% oy 1%
= 4%
o o
= 7% -6%
(1)
g -10% 9%
o (1)
12% 13%
-15% -159
() 1A7% 15%
-20%
-22%
-25%
-30%
Second Quartile of Third Quartile of Highest 25% of
Wage Earners

Lowest 25% of
Wage Earners

Wage Earners Wage Earners

14

WCI RBCahforma‘“ _ .
Source: American Community Survey as of March 1, 2022

Objective. Trusted. Integral.



California Employment Change by Wage Level — 2020 to 2021
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Average Wage Level Change Forecast

As of March 2022

14% - Average of Mar 2021 UCLA and Nov 2020 CA DoF
m Average of Mar 2022 UCLA and Nov 2021 CA DoF
12% - 11.4%

10% - 9.6(%)

- Actuarial Committee Recommended Wage Change Forecasts

6.3%
6% A

4%

2% A

0% -

2022
Unadjusted Adjusted for Shifts in Industry and Wage Mix

Average Annual Adjusted Wage Change Projection from 2019:
9/1/2021 Filing: 2.9%
AC Recommended: 4.7%
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Changes in 12-Month Indemnity Claim Counts and Employment Levels

As of December 31, 2021
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Estimated 2019 to 2021 Intra-Class Indemnity Claim Frequency Changes
Excluding COVID-19 Claims

As of December 31, 2021
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-8% -
9/1/2021 Filing WCIRB Projected 9/1/2021 Filing CDI Approved Preliminary USR and Aggregate 12-Month
Estimates
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Indemnity Claim Frequency Indexed to 2005

As of December 31, 2021
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Objective. Trusted. Integral. Source: WCIRB Unit Statistical Data and Indemnity Claim Frequency Model




Projected Changes in On-Level Indemnity Severity

As of December 31, 2021

2020 class mix
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Ultimate Indemnity per Indemnity Claim

As of December 31, 2021

$40,000 -
$35,000 - 32,530
"
$30,000 - 27 106 Hie
’ ’ 25,907 ” Sy
. J/ 23,593 979 29,276
N

1 ]

P " _ . l -y N 26,643
- Projected On-level

$20,000 - - - — Adjustments and

14.549 . /' 1% Annual

W 19,134 Residual Trend

$15,000 - ./
$10,000 -
$5,000 T T T T T T T T T

95 96 97 98 99 00 O1 02 03 04 05 O6 O7 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24

Accident Year

WCIRBCaIifornia‘“ 21
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Projected On-Level Indemnity Loss Ratios under Alternative Trending
Methods

As of December 31, 2021

WCIRB

0.50 - 9/1/2021 Filing
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Objective. Trusted. Integral Source: WCIRB aggregate financial data and projections. Each projection uses the Actuarial Committee recommended loss development methodology.




Policy Year 2023 — Estimated Medical Paid by Year

As of December 31, 2021
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Projected Changes in On-Level Medical Severity

As of December 31, 2021
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Source: WCIRB Aggregate Financial Data excluding COVID-19 claims and projections. MCCP costs are excluded from accident years 2011 and prior.




Ultimate Medical per Indemnity Claim

As of December 31, 2021
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Projected On-Level Medical Loss Ratios under Alternative Trending
Methods

As of December 31, 2021
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Freq Model Forecast 5-Year Loss Ratio  Frequency Model Frequency Model Frequency Model

with Full Constant Trend Forecast w/ ClI Forecast Forecast
Term & 1% Severity Forecast from 2019 & & 1% Severity & 1.5% Severity
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Source: WCIRB aggregate financial data and projections. Each projection uses the Actuarial Committee recommended loss development methodology.
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Loss Adjustment Expense Projection Methodology
Actuarial Committee Recommendation
ULAE
= ULAE data for 2016-2020 reflects updated allocation method (open indemnity counts)
= 2021 ULAE data not yet available
= 2020 ULAE not used (distorted by pandemic and can’t be segregated into COVID and Non-COVID components)
= ULAE projection methodology consistent with prior years (Private Insurers Only)
ALAE
» Trended ultimate severity per open indemnity claim based on private insurer ALAE
» Ultimate severity per open indemnity claim based on private insurer ALAE
= ALAE projection adjusted for SB 1160 lien reduction
= Adjustment to ALAE development for claim settlement declines during pandemic period
= Latest year development used and trend applied to 2019 and 2021 as in loss projection
MCCP
» Methodology similar to ALAE except uses statewide experience and no reform or claim settlement adjustments

Projected LAE Ratio: 32.1% of losses (compared to 33.5% in 9/1/2021 Filing)
Actuarial Committee Votes: ULAE, ALAE & MCCP - Unanimous Support

WCI RBCalifornia‘“
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Average Pure Premium Rates per $100 of Payroll
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Recommendations Prelim. Recommendations 1/1/2022
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COVID-19 Claim
Cost Projection
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COVID-19 Share of Indemnity Claims

As of April 7, 2022
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Projected Cost of COVID-19 Claims 1/1/2021 Filing vs. Estimated Actual
— Insured Employers Only

1/1/2021 Filing Estimate

m Based on Data Reported as of 12/31/2021
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Summary of Leading Published COVID-19 Forecasts

As of April 8, 2022

= Qverall, expect fewer deaths from COVID-19 in 2022 than in each of the two previous years mostly due to greater
population immunity

Source Projection for Projection for Ratio of Projected to
U.S. California Actual in California

Institute of Health Metrics 52K deaths 4 500 deaths 38% of actual deaths in
and Evaluation (IHME) (March through July 2022) (March through July 2022) the same period in 2021*

The Rockefeller 30K to 100K deaths 3,600 to 12K deaths 11% to 35% of actual
Foundation (next 12 months) (next 12 months) deaths in the preceding

(intermediate scenario) 12 months™*

= Key Considerations
- New variants
- Greater population immunity due to vaccination, booster and infections
- Higher level of immunity among healthcare and frontline workers
- Changes in mitigation measures and work from home——>changes in COVID-19 exposure
- Long COVID
- COVID-19 therapeutics

c * The ratio was comparing the IHME’s projected deaths from March through July 2022 in California to the actual deaths from March through July 2021 in California.

w IRB . T ** The ratio was comparing the projected deaths by Rockefeller Foundation from March 2022 through March 2023 in California to the actual deaths from March 2021 through March 2022 in California.
Cahfomla Source: Rockefeller Foundation’s Report: https://www.rockefellerfoundation.org/report/getting-to-and-sustaining-the-next-normal-a-roadmap-for-living-with-covid/; IHME’s projections:

Objective. Trusted. Integral. https://covid19.healthdata.org/united-states-of-america?view=cumulative-deaths&tab=trend




Estimated Cost of COVID-19 Claims as % of Total Losses & LAE
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2 4% 2.57
0.8% DL
0.5%
0.3% . -°
AY 2021 RF Low/Interm. RF High/Interm RF Pessimistic IHME Tempered RF/IHME

Based Estimate

Source: WCIRB aggregate financial data calls and forecasts based in 2022 Rockefeller Foundation (RF) and Institute for Health Metrics and Evaluation (IHME). The model’s
projected COVID-19 fatalities are converted to California Workers’ Compensation COVID-19 claim costs based on the relationship of those two measures in 2021.
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Discussion
- Non-COVID Projection
- COVID Projection :
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1901 Harrison Street, 17t Floor
Oakland, CA 94612

888.CA.WCIRB (888.229.2472)

© 2022 Workers’ Compensation Insurance Rating Bureau of California. All rights reserved.
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