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Today’'s Agenda

e Workers Compensation Claim Frequency
e Medical-Only to Lost-Time Claims

e Loss Development by Size of Loss

e Equity Risk Premium (ERP)—Part 2

e Patterns in Workplace Injury Rates

e Shock Losses and the P/C Market
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Overview of Claim Frequency Study

Compares policies expiring in 2003 to policies
expiring in 1999 using WCSP data at first

report

Updated last year’s frequency analysis by:
e Occupation e Size of Payroll
e Injury Type e Region

e Mod range

Introduced NEW frequency analysis by:
e Size of Loss

e Nature of Injury & Part of Body

e Impact of frequency changes by size of loss on severity
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WCSP data is unit statistical data reported to NCCI




Claim Frequency for Largest Classes

Policies Expiring in 2003 Policies Expiring in 1999
Countrywide Lost-Time Lost-Time Freq
Class Payroll ($M) Claims Freq Claims Freq Change

Clerical $ 526,085 29,402 0.056 28,974 0.060 -8%
Salesperson - Outside $ 117,728 8,688 0.074 9,964 0.089 -“17%
College Professional $ 67,230 6,531 0.097 7,385 0.108 -10%
Physician $ 59,364 4,568 0.077 4,173 0.080 -4%
Retail Store $ 32,183 16,555 0.514 15,626 0.513 0%
Hospital Professional $ 28,806 7,665 0.266 8,343 0.313 -15%
Attorneys $ 26,717 938 0.035 1,064 0.047 -25%
Auditors/Accountants $ 25,334 408 0.016 431 0.017 -5%
Caterer $ 22,642 15,357 0.678 19,459 0.887 -24%
Auto Senvice/Repair $ 16,593 10,414 0.628 11,484 0.703 -“11%
Architect/Engineer $ 15,189 1,655 0.109 1,619 0.129 -16%
Electrical Wiring $ 11,754 7,219 0.614 8,602 0.779 -21%
Fast Food Restaurant $ 10,985 6,931 0.631 7,643 0.821 -23%
Convalescent/Nursing Home $ 10,093 9,239 0.915 12,701 1.249 -27%
Plumbing $ 9,927 7,150 0.720 8,065 0.892 -19%
Total - Largest Classes $ 980,630 132,720 0.135 145,533 0.160 -16%
Total - All Classes $ 1,568,658 529,404 0.337 633,235 0.422 -20%

Mix-Adjusted Total b, I -16%

Frequency = Lost-time claims/payroll. Payroll adjusted for inflation
Claim count determined at first report
NCCI states only




Claim Frequency by Injury Type

Five-Year Change Between Policies Expiring in 1999 and 2003
at First Report
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Claim Frequency by Injury Type

Ten-Year Change Between Policies Expiring in 1994 and 2003
at First Report
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Lost-Time Claim Frequency by
Nature of Injury

Five-Year Change Between Policies Expiring in 1999 and 2003
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Lost-Time Claim Frequency by
Part of Body

Five-Year Change Between Policies Expiring in 1999 and 2003
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Lost-Time Claim Frequency by
Mod Range

Five-Year Change Between Policies Expiring in 1999 and 2003
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Lost-Time Claim Frequency for
Risks Tracked by 1999 Mod Range

Five-Year Change Between Policies Expiring in 1999 and 2003
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Lost-Time Claim Frequency by
Size of Payroll

Five-Year Change Between Policies Expiring in 1999 and 2003
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Lost-Time Claim Frequency by
Region

Five-Year Change Between Policies Expiring in 1999 and 2003
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Lost-Time Claim Frequency by
Size of Loss

Five-Year Change Between Policies Expiring in 1999 and 2003
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Lost-Time Claim Frequency by
Injury Type and by Size of Loss

Five-Year Change Between Policies Expiring in 1999 and 2003
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Lost-Time Claim Frequency by
Days Away From Work

Five-Year Change Between Accidents in 1999 and 2003
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Frequency Change by Size of Loss:
Impact on Severity

Average Annual Changes Between 1999-2003

Frequency Adjusted

Severity Change Severity

Change* Impact Change

Indemnity 7.2% 3% 4.2%
Medical 9.49, 2% 7.4%
Combined 8.4% 2.5% 5.9%

* Average annual severity change underlying WCSP data




Claim Frequency Study Summary

The decline in frequency of workers compensation
claims spanned almost all occupations and all
employer sizes

A shift in occupational mix is a minor contributor
to the decline in claim frequency

Significant declines occurred for all injury types

Nearly all body part and nature-of-injury
categories experienced significant frequency
declines

It became more difficult to qualify for the largest
credit mods




Claim Frequency Study Summary

e There appears to be little regional difference in
frequency changes by state

e Smaller lost-time claims experienced a larger
decline in frequency than larger lost-time claims

e The greater frequency decline for smaller claims
occurs within each injury type and for both
indemnity and medical

e This relatively larger decline in the frequency of
smaller claims causes annual severity trends to
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Overview of Study
e Used sample data provided by carriers

e Studied five million claims that were medical-
only (med-only) at three months for accident
years 1996-2000

e Identified the subset of claims that do have a
lost-time component at 30 months

e What characteristics make a med-only claim
more likely to become a lost-time claim?




Med-Only Claims

e Med-only claims comprise 77.9% of all claims

e These claims are 17.2% of ultimate indemnity
claims

e 4.6% of claims that are med-only at three
months become lost-time by 30 months

e Med-only claims that convert to lost-time claims
cost 40 times as much as those that do not




Med-Only Claims vs.
Lost-Time Claims

Claims that
are Med-Only
at Three
Months and
Lost-Time at
Ultimate
3.8%

Claims that
are Med-Only
at Ultimate

77.9%

Other Claims
that are Lost-
Time at
Ultimate
18.3%

Accident Years 1996-2000




If a Med-Only Claim Becomes Lost-
Time, When Does This Occur?

18-24 Months
6%

24-30 Months

12-18 Months 39

12%

6-12 Months
32%

3-6 Months
47%

Accident Years 1996-2000




Severity of Med-Only Claims that
Become Lost-Time
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Effect of Part of Body on
Med-Only Claims

Percent
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Effect of Nature of Injury on
Med-Only Claims

Percent
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Effect of Cause of Injury on
Med-Only Claims

Percent
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Effect of Size of Loss on
Med-Only Claims

Percent
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Effect of Age of Claimant on
Med-Only Claims

Percent
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Effect of State of Jurisdiction on
Med-Only Claims

The probability of a med-only claim becoming
lost-time varies greatly from state to state.

Most Likely Least Likely

New York (8.5%) Arkansas (2.3%)
Hawaii (7.6%) Indiana (2.4%)
Missouri (7.2%) Utah (2.7%)
California (7.0%) Pennsylvania (2.7%)

South Carolina (6.8%) Arizona (2.8%)

Accident Years 1996-2000




Summary of Findings

e About 4.6% of claims that are med-only at
three months become lost-time by 30 months

e These claims are 17.2% of ultimate indemnity
claims

e Med-only claims that become lost-time claims
cost an average of 40 times more than those
that remain med-only




Summary of Findings (Cont’'d)

e Carpal tunnel claims are the most likely claims
to transition from med-only to lost-time, with
the probability of such a transition being
approximately 34%

e The larger the incurred value (paid plus case
reserves), the greater the probability of the
claim becoming a lost-time claim

e The probability of a claim transitioning
increases with claimant age until age 65, and
then it declines
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Loss Development

The final loss incurred on a WC claim is often not
known until years after the claim is first reported

The estimated value of the claim can change several
times while the claim is open

Loss development refers to the changes in estimates
for single claims or groups of claims (case reserve
development)

Development comes from
— Late reported claims
— Changes in estimates for known claims




Questions

e How do loss development factors compare
among different loss size ranges?

e How do numbers of claims increasing or
decreasing in value compare to dollar impact?

e How does development compare across
injuries to different parts of the body?




Background

Based on sample data provided by carriers
Data for policies incepting from 1994 to 1998

“First report” is claims valued 18 months after
policy inception; subsequent reports at 12-
month intervals

Countrywide data (all NCCI states)

Factors to eighth report based on two policy
years, and factors to ninth report based on
one policy year




Claim Details by Size of Loss

Policy Year 1998
Distribution at First Report

Size of Loss Claim Counts Dollars
Under $1,000 73.5% 4.9%
$1K-$10K 17.8% 14.9%
$10K-$25K 4.7% 18.2%
$25K-$50K 2.5% 21.0%
$50K-$100K 1.1% 18.7%
$100K-$250K 0.3% 11.3%
$250K-$500K 0.1% 4.1%
$500K-$1M <0.1% 2.3%

$1M+ <0.1% 4.5%




Key Findings:
Development Factors

e In aggregate, claims in the smaller size ranges at
first report have larger development factors than do
claims in the larger size ranges

— Claims from zero to $1,000 have the largest overall
factors

— Claims over $1,000,000 develop downward overall

e Claims that are $100K to $500K at fifth report have
larger aggregate development factors than other
groups

— Claims over $1 million do not develop upward through
ninth report




Development Factors by Size of Loss

(Loss Range Valued at First Report)
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Development Factors by Size of Loss

(Loss Range Valued at Fifth Report)
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Key Issue

What happens to claims that are greater than
$1 million after ninth report?




Key Findings:
Dollar Impact

e A smaller number of claims move up in value
more than move down

e The dollar impact of the claims that move up
IS greater than the dollar impact of the claims
that move down




Distribution of Claim Count Movement
From First to Fourth Report
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Total Dollar Movement in Millions
From First to Fourth Report
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Key Findings:
Part of Body

e Overall, claims involving the back, head, neck,
and heart (“Likely to Develop”) have greater
upward development at every stage than other
claims (“Not Likely to Develop”)

e There is a bigger difference in overall factors
between “Likely” and “Not Likely” for the smaller
size ranges than for the larger size ranges




Part of Body Injured
“Likely to Develop” Has Higher Average Development
Factors Than “"Not Likely to Develop”

Policy Years 1994 and 1995
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Part of Body Injured
Difference in Development Factors Is Most Pronounced
for Small Claims

Policy Years 1994 and 1995
2.2 Loss Range $0-$1K
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Part of Body Injured
As Initial Claim Sizes Get Larger, the Difference in
Development Factors Shrinks

Policy Years 1994 and 1995
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Part of Body Injured
For Claims in This Range, There Is Very Little Difference
in Average Development Factors

Policy Years 1994 and 1995
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Part of Body Injured

Policy Years 1994 and 1995

Percent Percentage of Likely to Develop Claims
100 Based on Part of Body Within Each Loss Range 92%
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Future Research

e Track the loss ranges at earlier reports for

claims valued above $1 million subsequent to
fifth report

e Continue to follow development as we get
subsequent evaluations

e Use Call #31 (which has claims for injury

years 1984 and subsequent) to analyze excess
loss development
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