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REPORT TO THE LEGISLATURE ON ACT 796 OF 1993 THE STATE OF THE
WORKERS’ COMPENSATION MARKET FOR YEAR ENDING 2011

Previous reports to the Legislature have discussed in detail the condition of Arkansas’s Workers’
Compensation marketplace prior to the passage of Act 796 in 1993, and subsequent to the
changes brought about because of Act 796.

Arkansas continues to enjoy a competitive workers’ compensation market with the continuing
effects of Act 796 of 1993.

In the most recent data available, Arkansas had a combined loss ratio of 102% ranking it among
the lowest of any state for which Arkansas’s statistical agent, the National Council on
Compensation Insurance (NCCI), compiles loss data. In 2011, NCCI filed for decreases in both
the voluntary market loss costs (-5.8%) and assigned risk plan rates (-9.7%) Several factors and
trends in the industry may affect future rates. These factors include changes in claim frequency,
increased medical costs, increasing prescription drug utilization, increased reinsurance costs, and
catastrophe loading for potential terrorism losses.

CONTINUED RATE IMPACT OF ACT 796 OF 1993

Arkansas’s voluntary workers’ compensation market would have disappeared and many
employers would have found themselves unable to afford workers’ compensation coverage,
facing the choice of either closing down their business or operating outside the law, had Act 796
not become reality.

The impact of the Act on workers’ compensation premiums is clear and significant. Prior to its
enactment rates were increasing significantly. For example, for both the voluntary market and
the assigned risk plan, rates in 1991 and 1992 increased 15% and 18% respectively. Passage of
the Act forestalled anticipated rate increases in 1993 and 1994, with 1993 being the first year in
the last ten in which there was no rate increase. 1993 and 1994 were years of market
stabilization, and subsequent years have seen significant rate reductions in both the voluntary
market and the assigned risk plan. Year 2001 saw our first increase in the assigned risk plan
rates while experiencing a decrease in the voluntary market. In 2011, Arkansas had the lowest
loss costs in the region per $100 of payroll ($0.91) compared to the regional average loss cost of
$1.43 and the countrywide average loss cost of $1.16. The average rates in 2011 were -53%
from 1996 when the law changes went into effect. There are still positive effects from this Act
that benefit Arkansas employers.

Year Voluntary Market Assigned Risk Plan
1993 0.0% 0.0%
1994 0.0% 0.0%
1995 -12.4% -12.4%
1996 -8.0% -3.7%




1997 -4.7% -7.6%
Year Voluntary Market Assigned Risk Plan
1998 -9.1% -8.2%
1999 -4.1% -3.0%
2000 -4.5% -2.0%
2001 -7.5% 1.9%
2002 -4.5% -1.9%
2003 1.8% 5.5%
2004 0.5% 5.1%
2005 -1.5% -2.8%
2006 -0.5% -2.0%
2007 -5.4% -6.8%
2007 (effective 1/1/08) 2.7% 2.7%
2008 (effective 7/1/08) -12.8% -13.8%
2009 -7.0% -6.4%
2010 1.9% 4.5%
2011 -5.8% -9.7%

PAYROLL AND EXPERIENCE MODIFIER

Reported payroll in Arkansas continues to increase while premiums for insureds continue to
decrease. The average experience modifier has decreased minimally (0.984 from 0.985). This
change in experience modifier could represent the continuing effectiveness of loss control
measures and the impact of the Hazardous Employer Program operated by the Health and Safety
Division of the Workers’ Compensation Commission. The 2011 countrywide average experience
modifier is 0.987. Please refer to Exhibit “A” for additional statistical information regarding
premiums.

ASSIGNED RISK PLAN

The assigned risk plan has seen a history of decline in population since the passage of Act 796
except for a gentle upward trend during 2002 through 2004. It is down from a record high of
$150,000,000 in 1993, to a low of $6,566,275 in September 2000. The current recession has
affected the market causing voluntary carriers to tighten underwriting and increase their
minimum premiums. The assigned risk premium volume for 2010, was $11,100,528 as compared
to $11,236,985 for 2009. . Due in part to the economy the assigned risk plan has started to grow.
In 2011 the carriers continue to decline to write small policies, which is one factor in the growth
of the assigned risk plan to $13,124,676. It is anticipated that the assigned risk plan will
continue to grow due to the voluntary carriers changing underwriting rules. In essence, their
premiums are less than the minimum premium for which coverage is available in the voluntary
market. These employers may often get better rates through the plan; consequently, as of the end
of 2011, small premium employers (less than $2,500 in annual premium) constituted
approximately 83% of the plan policy volume with an average of $857 in premium per policy.
Average plan premium per policy at the end of 2011 was $2,424 for all 4,722 policies in the
plan.



In 2008, NCCI filed a Voluntary Coverage Assistance Program (VCAP), which has helped to
remove some employers from the assigned risk plan by allowing voluntary carriers to file their
underwriting guidelines for comparison to new applications submitted. When an application is
received by NCCI, it is compared to the filed guidelines and if the risk appears to meet a
company’s guidelines, the application will be forwarded to the insurer to determine whether they
will make a voluntary offer of coverage. This program was approved effective October 1, 2008.
By December 31, 2011, 89 employers were removed from the assigned risk plan with a premium
of $358,569.78. These policyholders saved a total of $80,642.78. We believe that as carriers
become more familiar with this program, the number of policyholders taken out of the plan will
continue to grow as will policyholder savings.

For those employers qualifying for voluntary coverage, cost savings have been substantial.
According to the NCCI, price discounting by voluntary carriers reached record levels of 24%
during 1999. Carriers pulled back on the discounting in 2000 to 14.7% and, as anticipated,
carriers further reduced discounts in 2004 and 2005. In 2006, carriers resumed increased
discounting again using primarily schedule credits and dividends. In 2007, there was a net -
0.1%. In 2008 and 2009 the discounting continued to increase and in 2010 there was a net -9.2.
The projected increase in discounting for 2012 is -1.9.

PLAN ADMINISTRATION/SERVICING CARRIERS

The NCCI is an “Advisory Organization” licensed in Arkansas to assist its member insurers with
ratemaking and data collection activities. Effective July 1, 2009, the Commissioner re-appointed
NCCI as Administrator for the Arkansas assigned risk plan until at least July 1, 2013.

Arkansas participates in the oversight of the market and the NCCI through a multi-state working
group of the National Association of Insurance Commissioners (NAIC). The working group
monitors data reliability and any other issues that arise involving the market.

In recent years, Arkansas has also participated in a multi-state examination of the NCCI in its
role as an advisory organization licensed pursuant to Ark. Code Ann. §23-67-214. Participation
in the examination task force, and periodic reviews of this nature, function to assure the quality
of the data, as well as presenting the opportunity to improve existing systems and procedures.
The most recent examination found concerns about statistical reporting and error correction.
These concerns were remedied and are monitored by the working group of the NAIC. These
errors were never significant enough to affect the overall reliability of the data reported by the
NCCI for the State of Arkansas.

During the implementation of the examination findings, Arkansas served as chair of the multi-
state exam task force and concluded its responsibilities in this capacity after implementation of
the required reforms. A current multi-state examination is in progress and Arkansas is
participating in this examination, as well.

The location of an office in Little Rock (mandated by 1993 legislation) continues to resolve
many policy related service problems and provides Arkansas agents and insureds easy,
immediate access to responsive company personnel. The effectiveness of this office is apparent



in the reduction of the number of complaints received by the Insurance Department and the
reduction in the number of appeals reaching the Appeals Board. The NCCI personnel assigned
to the office are knowledgeable and committed to providing excellent service.

Attached are Exhibit “A” entitled State Advisory Forum 2012 and Exhibit “B” entitled Arkansas
Residual Market 2nd Quarter 2012 Status Report; and the exhibits are prepared by the NCCI and
provide detailed information on risk profiles such as average premium size, top ten
classifications by code and by premium, and a list of contacts within NCCI for specific areas of
concern.

NCCI provides, at no charge to the agent, the option to submit assigned risk applications online.
Upon successful submission, the customer receives a confirmation code and application
identification number for reference. There are significant savings to the plan when an application
can be processed electronically. Arkansas agents have been extremely responsive to this
initiative with 95% of applications being submitted online in 2010.

The Annual Servicing Carrier Performance Review conducted by NCCI reveals either
“Commendable” or “Satisfactory” scores for all areas for Arkansas’ servicing carriers. For the
period commencing January 1, 2011, through December 31, 2013, the servicing carriers are
Travelers Indemnity Company, Liberty Insurance Corporation, and Riverport Insurance
Company (W.R. Berkley Group).

SUMMARY OF INSURANCE DEPARTMENT’S CRIMINAL INVESTIGATION
DIVISION

Before the passage of Act 796 of 1993, there had never been a criminal prosecution in Arkansas
for workers’ compensation fraud committed by employees, employers or healthcare providers.

Act 796 of 1993 created the Workers” Compensation Fraud Investigation Division and made any
type of fraud committed within the workers’ compensation system a Class D felony (maximum
six years and/or $10,000 fine). The Division was renamed the Criminal Investigation Division
during the 2005 Legislative Session.

Fraud in the workers’ compensation system was perceived to be epidemic. Since the majority of
employers were in the "plan," there was little, if any, incentive for thorough investigation of
possibly fraudulent insurance claims and few consequences to those caught making intentional
misrepresentations. Act 796 changed the entire landscape of the workers’ compensation system,
particularly about the detection, prevention and prosecution of workers’ compensation fraud. The
actual prosecution of a workers’ compensation fraud case is contingent on many factors.

Key among those factors is the elected prosecutor’s willingness to carry a case forward. If the
information provided from an investigation is not enough to meet the standards for conviction
found at Ark. Code Ann. § 11-9-106, a prosecutor will be unwilling to pursue the case. Local law
enforcement agencies often do not have the resources to investigate workers’ compensation
fraud; fortunately, the investigative authority of the Criminal Investigation Division allows the
Arkansas Insurance Department to supplement these often under-funded local agencies. This



Division’s dedication to a single purpose allows for complex investigations, which require time,
and focus that would otherwise not be available. As these complex cases evolve, they frequently
require investigators to work through a myriad of leads to develop a case. Occasionally, even
with dedicated resources for this single purpose being used, there simply is not enough
information for a prosecutor to prosecute the crime. While the number of actual prosecutions
varies from year to year, the possibility of investigation and prosecution is a constant deterrent.
Any lessening of the Division’s enforcement powers would likely result in a re-emergence of
both frequency and severity of fraud committed by employees, employers, and healthcare
providers.

The cases represented by the statistics noted below, which are comparable per capita to those of
other states with active anti-fraud efforts, are believed to have had a significant impact on
workers’ compensation rates in Arkansas, and the deterrent factor has been substantial. In fact,
many cases are not carried forward to prosecution. In many instances, the threat of prosecution
is enough to get the parties involved to settle the cases outside of court, resulting in restitution for
the aggrieved parties. While not technically prosecutor wins, these cases result in positive
outcomes for injured workers in the state.

Act 743 of 2001 (The Act) significantly enhanced the efficiency and effectiveness of the
Division by granting its investigators certified law enforcement authority. The Division can now
execute arrest warrants, thus reducing the backlog of warrants that were awaiting service by local
law enforcement agencies. Annual referrals to the Criminal Investigation Division have been
reduced significantly since its first year of operation. This reduction is attributed to increased
enforcement efforts under the Act. In the 2011 reporting period, there were 39 workers
compensation investigations opened. Three cases were referred to prosecution. The investigative
work continues on many of the cases that have been referred. Since the creation of the division in
1993, 151 cases have been referred for prosecution, which resulted in 110 convictions. Out of
these 151 cases, only three prosecutions have resulted in acquittals. In the remaining 35 cases,
the charges were not filed or dropped.

2010 LEGISLATIVE ACTIVITY WITH REGARD TO WORKERS” COMPENSATION

There was no legislative activity during 2011 with regard to Worker’s Compensation.

SELECTED WORKERS” COMPENSATION CASES
FISCAL YEAR 2012

Arkansas Supreme Court

Tyson Poultry v. Narvaiz, , 2012 Ark. 118, 2012 WL 859592 (2012).: An Administrative
Law Judge found that the Claimant was not entitled to additional temporary total disability or
wage loss disability benefits, since he had been terminated for misconduct that occurred while
the Claimant was working light duty. The Full Commission reversed the Administrative Law
Judge, and reasoned that termination for misconduct did not amount to a refusal of “suitable
employment” within the meaning of Ark. Code Ann. §11-9-526. In so doing, the Commission



relied on the Arkansas Court of Appeals’ previous decision in Superior Industries v. Thomaston,
72 Ark. App. 7, 32 S.W.3d 52 (2000), in which the court strictly construed §526 and held that
termination for conduct was not a refusal of employment, but rather was an option exercised by
an employer. In the present case, however, the Court of Appeals reversed the Full Commission,
stating that its prior construction of the statute in Thomaston was “unwarranted” to the extent it
implied that no act of misconduct could ever constitute a refusal of employment. In essence, the
Court of Appeals in the present matter expressly limited its prior holding in Thomaston to its
own facts. But upon petition for review, the Arkansas Supreme Court affirmed the Full
Commission and vacated the Court of Appeals’ decision: “The Commission’s reliance on
Thomaston was well-placed for making the determination that Appellee’s termination for
misconduct was not a sufficient basis for a finding that he refused suitable employment.” The
Supreme Court further reasoned that the Court of Appeals’ previous decision in Thomaston had
been rendered twelve years prior to the present matter, and that the Arkansas General Assembly
had taken no action to alter it. The Supreme Court also noted that here, it had not been given
“any compelling reason” for abandoning the prior judicial interpretation of the statute made by
the Court of Appeals.

Arkansas Court of Appeals

Leach v. Cooper Tire and Rubber Co., 2011 Ark. App. 571, 2011 WL 4477865 (2011):
The Full Commission affirmed and adopted an Administrative Law Judge’s findings that the
Claimant had sustained a compensable back injury on March 10, 2007, but had failed to prove a
compensable head injury or entitlement to permanent partial disability benefits. In particular, the
Commission found that the Claimant had failed to prove that his compensable back injury, rather
than his degenerative disk disease, was the “major cause” of his permanent disability. On
appeal, the Claimant asserted that the Commission erred in denying his claim for wage loss
disability, but did not challenge the denial of his head injury claim. The Respondents cross-
appealed the Commission’s finding that the Claimant had sustained a compensable back injury.
The Arkansas Court of Appeals held that substantial evidence supported the Commission’s
finding of a compensable back injury, but reversed as to the Commission’s wage loss findings.
In reaching its conclusions, the Commission had determined that the Claimant’s impairment
rating was solely attributable to his pre-existing degenerative condition. Upon review, however,
the Court noted that ““...merely identifying a preexisting degenerative condition will not support
a finding that Leach failed to prove major cause. It was also necessary for the Commission to
determine whether the preexisting condition was symptomatic prior to the March 10, 2007,
compensable accident.” Given the lack of evidence of any back-related limitations or pain prior
to the date of injury, and noting that the Claimant’s back was symptomatic after the injury, the
Court held that the major cause requirement had been satisfied and remanded to the Commission
to assess its own impairment rating under the Guides to the Evaluation of Permanent
Impairment, 5" ed.

Clevenger v. City of Jonesboro, 2011 Ark. App. 579, 2011 WL 4585587 (2011): The
Claimant sustained a compensable back injury and reached the end of his healing period in
March, 2006. He was unable to return to his job and began receiving monthly disability
retirement in the amount of $2,311.80. Before the Arkansas Workers’ Compensation
Commission, the Claimant asserted that he was entitled to wage loss disability benefits and that



the City of Jonesboro was not entitled to an offset against his disability retirement pursuant to
Ark. Code Ann. §11-9-411. An Administrative Law Judge found in the Claimant’s favor and,
relying on a 2009 amendment to the statute, determined that the City could not take an offset
since the Claimant had part for a portion of his disability retirement. However, the Full
Commission reversed, finding that the 2009 amendment was substantive in nature rather than
procedural, and thus could not be retroactively applied to a 2006 claim. The Arkansas Court of
Appeals agreed that the 2009 amendment was substantive. In particular, the Court stated that
“Here, prior to 2009, the employer had a vested right to a setoff, yet after the amendment that
right was obliterated. Our case law directs that any changes in statutes relating to vested rights
are characterized as substantive in nature and require application of the law as it existed at the
time the claimant sustained a compensable injury.” (Citing Ark. State Police v. Welch, 28 Ark.
App. 234; 772 S.W.2d 620 (1989.)

Ard v. Death & Permanent Total Disability Trust Fund, 2011 Ark. App. 774, 2011 WL
6184493 (2011): Following an award of permanent and total disability benefits, the Claimant’s
attorney sought payment of attorney’s fees in lump sum. Respondent Carrier agreed to pay its
share in lump sum. However, the Death and Permanent Total Disability Trust Fund, which was
responsible for withholding and paying the Claimant’s one-half share of attorney’s fees,
declined. The Fund argued that a lump-sum fee would “force it to assume the risk of
overpayment should either the appellant or the attorney die or should the appellant become
ineligible to receive benefits...prior to the Fund’s ability to recoup the lump-sum payment out of
weekly benefits being paid to the appellant.” An Administrative Law Judge ruled against the
Fund, but the Full Commission reversed, finding that “appellant failed to present any compelling
reason for the Commission to order the Fund to pay attorney’s fees in a lump sum.” On further
appeal, the Arkansas Court of Appeals affirmed the Full Commission, holding that there was
“nothing in Ark. Code Ann. §11-9-716 that requires the Commission to approve a lump-sum
payment of the entire amount of an attorney’s fee or that prohibits the Commission from
approving a plan by which an attorney’s fee is paid partly by lump-sum and partly in
installments.” The Court further concluded that it would not interfere with the Commission’s
findings on attorney’s fees absent an abuse of discretion, “a high threshold that does not simply
require error in the decision, but requires that the tribunal act improvidently, thoughtlessly, or
without due consideration.” (Citing Bailey v. Delta Bank & Trust, 359 Ark. 424, 198 S.W.3d 506
(2004).

Contreras v. Pinnacle Foods Corp., 2011 Ark. App. 780, 2011 WL 6189470 (2011):
Here, the Arkansas Court of Appeals affirmed the Commission’s denial of additional benefits
under Ark. Code Ann. §11-9-505(a). To obtain such benefits, a claimant must prove four
elements: (a) the occurrence of a compensable injury, (b) the existence of suitable employment
within his physical and mental limitations with the employer, (c) a refusal by the employer to
return him to work, and (d) that said refusal was unreasonable. The Commission found that the
Claimant had demonstrated the first two elements, but had failed to show that his job on the
clean-up crew was “suitable work™ or that the refusal to return him to work was unreasonable. In
particular, the Commission found that “the employer was not provided any medical
documentation of appellant’s condition prior to being presented this return-to-work form, and it
was not unreasonable for the employer to ask him to be evaluated by the company physician
prior to returning him to work.” The Court held that it was the Claimant’s burden to show that



the employer’s refusal was “without reasonable cause,” and that there had been substantial
evidence to support the Commission’s conclusion.

Southwestern Energy Co., Inc. v. Ezell, 2011 Ark. App. 782, 2011 WL 6189477 (2011):
In this instance, the Arkansas Court of Appeals reversed the Commission’s award of a 12%
wage-loss disability rating where the Claimant had voluntarily quit his employment rather than
accept a temporary demotion related to his performance. In particular, the Court reasoned that
“Notwithstanding his impairment rating and his ongoing medical treatment, the evidence shows
that Mr. Ezell returned to work in the same position and at the same wages he received at the
time of injury before quitting for reasons unrelated to his injury. Therefore, he was not entitled
to any permanent-partial-disability benefits in excess of his impairment rating.”

Flores v. WalMart Distribution, 2012 Ark. App. 201, 2012 WL 723252 (2012): The
Claimant sustained compensable injuries to her lower back and coccyx on April 30, 2005. After
receiving benefits for a time, the Claimant filed an AR-C with the Arkansas Workers’
Compensation Commission on June 29, 2005, requesting additional medical treatment,
additional temporary total disability, and an attorney’s fee. Following a hearing, an
Administrative Law Judge entered an opinion on September 6, 2006, finding that the Claimant
was entitled to a TENS unit and additional temporary total disability from June 17, 2005,
through June 30, 2005. Neither party appealed. The Claimant eventually reached maximum
medical improvement in September, 2005, and received a 2% anatomic impairment rating for her
fractured coccyx. The Claimant returned to work for Respondent Employer for a time, but then
left due to her assertion that she was “physically unable to perform her job duties.” After
working for several other employers, the Claimant stopped working altogether in October, 2009,
due to complaints still associated with her 2005 injury. On April 8, 2009, the Claimant requested
a hearing with regard to her entitlement to additional medication and medical treatment from one
of her physicians. Although the Commission set the matter for a hearing on June 29, 2009, the
parties requested that it be cancelled and that the claim be returned to the Commission’s general
files pending further action. On October 7, 2009, the Claimant again requested a hearing on the
issue of additional medical, and in her subsequent pre-hearing filing of October 11, 2009, added
the extent of anatomic impairment, wage-loss disability, and attorney’s fees as additional issues
to be litigated. Following a hearing on these matters, an Administrative Law Judge found that
the claims involving the extent of impairment and wage loss disability were barred by the statute
of limitations “because they were not brought within two years of the date of her work injury or
within one years of the date of the last payment of compensation on July 6, 2009. At the same
time, the Administrative Law Judge found that the second claim for additional medical,
originally requested on April 8, 2009, had been timely filed. In its opinion of July 5, 2011, the
Full Commission subsequently affirmed and adopted the Administrative Law Judge’s findings.
On appeal to the Arkansas Court of Appeals, the Claimant argued that the Commission’s
decision was erroneous as a matter of law; in particular, the Claimant asserted that her claims for
permanent disability could not be time-barred so long as her claim for medical treatment
remained open, because there could not yet have been a “last payment of compensation.”
Relying on the Arkansas Supreme Court’s prior holding in Stewart v. Arkansas Glass Container,
2010 Ark. 198,  S.W.3d _ (207?), the Court of Appeals affirmed the Commission in the
present matter, noting that in Stewart “[T]he Supreme Court held that a request for additional
compensation that is not acted upon only tolls the statute of limitations with respect to that



particular claim, and therefore, Stewart’s earlier requests for medical benefits could not have
tolled the statute of limitations for all other claims for benefits that were not requested at that
time.” Although the Claimant attempted to distinguish Stewart from the present matter, the
Court of Appeals concluded that it had been correctly applied: “Here, as in Stewart, although
Flores filed a timely request for additional medical treatment, she failed to request permanent
disability benefits until October 11, 2010, more than one year after the last payment of
compensation by Walmart, which the parties stipulated was on July 6, 2009.

NATIONAL MARKETS IN GENERAL

While Arkansas has seen increases in the average indemnity and medical cost per lost time
claim, claims frequency continues to decline. Arkansas’s market remains strong and competitive.

The attached state of the industry report Exhibit “C” entitled State of the Line graphically depicts
the sound condition of the workers compensation marketplace; still, the NCCI continues to
discover that workers’ compensation results are affected by a number of factors that are having a
negative impact on the market:

» lower earnings relating to investments;

» claim costs that are beginning to rise at more rapid rates than in previous years;

» pending proposals for benefit increases;

+ challenges to workers’ compensation as an exclusive worker remedy for workplace
injury;

* recent federal initiatives that threaten to increase claim costs, broaden compensability
definitions, and have the potential to create duplicate remedies;

+ reform roll-back proposals in recent state legislative sessions;

* increasing costs of medical benefits; and

* increasing utilization of certain prescription pain medications

The NCCI does point out one favorable development among the negatives. The incidence of
workplace injuries continues to fall sharply since the reform efforts of 1993. This means fewer
injured workers — the most valuable outcome imaginable for workers, their families, and
employers.

CONCLUSION

Absent the reforms encompassed in Act 796 of 1993, it is doubtful Arkansas’s employers would
now have the option of voluntary workers’ compensation insurance. Rather, the assigned risk
plan, designed to be a market of “last resort,” would have become Arkansas’s market of “only
resort.” The General Assembly is to be highly commended for its leadership in reforming the
workers’ compensation market in our State while protecting the interests of the injured worker.

Arkansas’s employers must have available to them quality workers’ compensation products in
the voluntary market at affordable prices. The creation of good jobs requires a marketplace
where all businesses, regardless of size, can grow. Maintaining a stable workers’ compensation
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system is essential for this growth. The evidence shows the reforms have worked. The
incidence of fraud has been reduced through high-profile fraud prosecutions, employee
compensation rates and benefits have been increased, and workers injured within the course and
scope of their employment have received timely medical treatment and the payment of much
improved indemnity benefits. Eroding the positive changes incorporated into Act 796 would be
counterproductive to continued economic growth and development.

Prepared: August 24, 2012

cc: The Honorable Mike Beebe, Governor
The Honorable A. Watson Bell, Chairman, AWCC
The Honorable Karen H. McKinney, Commissioner, AWCC
The Honorable Philip Alan Hood, Commissioner, AWCC
Mr. Alan McClain, Chief Executive Officer, AWCC
Ms. Lenita Blasingame, Insurance Chief Deputy Commissioner, AID
Mr. Nathan Culp, Public Employee Claims Division Director, AID
Mr. Greg Sink, Criminal Investigation Division Director, AID
Ms. Alice Jones, Public Information Manager, AID
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Arkansas
State Advisory Forum 2012
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Arkansas Workers Compensation
State Advisory Forum

State of the Industry
What's Driving Arkansas Loss Cost Changes?
Where Does Arkansas Stand?
The Residual Market in Arkansas
Update from the Arkansas Workers Compensation Commission
Kids" Chance
Cost Drivers: Claim Frequency
Medical and Indemnity Costs
The State of the Economy
Item B-1425: Employers Liability—Increased Limits Percentages
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Arkansas
Workers Compensation System

* Premium increased in 2011
* Combined ratio deteriorated in Accident Year 2010

* Loss cost reduction approved effective 7/1/2012
Declining claim frequency

- Increasing medical costs

* Economic environment slightly more favorable than in other
states

» Residual market growing




State of the
Workers Compensation Market—
“Conflicted”

* Calendar year and accident year combined ratios continue
to deteriorate

» Lost-time claim frequency decreased in 2011
= More increases proposed in latest NCCI filing cycle

e Impact of healthcare reform and federal involvement in
insurance remains uncertain
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Countrywide Accident Year
Combined Ratios
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Sowrces: NOCI financlal data, NAIC Annial Statement data /
10

Cogpyrght 20082 Mabosal Council an Compensation lnsurance, Inc A&l rgghis ressodesed




Countrywide Impact of Discounting on
Workers Compensation Premium

Percent NCCI States—Private Carriers
10

-]

ﬂ ! !
Ap [T T4 ?1
-m . 74 g3 g7 B0
15 o
=14.
® Schedule Rating
-20 177 11 Dividends

@ Rate/Loss Cost Departure

-18.2
25 226 299
1991 1962 1963 1994 1995 1998 1897 1908 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2008 20102011p
Policy Year

P Preliminary

Dividend ratios are based on codender year statistics =

RECT benchmark hreed does not Include on underwriting contingency provision

Baced on data throwgh 12312001 o the states where RECT provkdes ratermaking services @
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Arkansas Impact of Discounting on
Workers Compensation Premium

26 &3
T TR ST 11

§4g. 01 40 A4 AT
a 136

e=a =203
-24.6

1980 2000 2001 2002 2003 2004 2005 2006 20ai 08 2008 2010
Policy Year
@ Rate/Loss Cost Departure mSchedule Rating  w Dividends

Baged on data through 1273172010
Dividend ratios are based on colendar yeor statistics CCT,
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Status of NCCI Filing Activity

Voluntary Market Filings

30
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28 27
25 4
75]
o 21
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ol 3 0 o [ 0
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# Less than 0% ® Mo Filing L10% and greatar
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Countrywide Average Approved
Bureau Rates/Loss Costs
History of Average Workers Compensation
Parcent Bureau Rate/Loss Cost Level Changes
15 . Cumulative 2000-2003
; +17.19
10.0 A
10 .
7.4 a8 Cumulative 2004—2011 8
; Cumulative 1994-1999 4.9 ~25.6%
248 —-27.8%
|
. 0.4
d gt -
.5 Cumulative
1990-1993
] 5.0
+36.3% g 8.0
-10 ’

1HE0 1851 1662 1993 1004 1685 16596 1997 1908 1900 2000 2007 2002 2003 2004 2005 2008 2007 2008 2009 2010 2011 2012*

Calendar Year

* Preliminary
Countrywide approved changes in slelsory rates, los oosts, and assigned sk rotes as fed by the applicable rating
aaganizatian ralative to tha praviously filed rotes 14
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Countrywide Average Approved
Bureau Rates/Loss Costs
All States vs. NCCI States

Percent
i0 |
8 @ All States Cumulative 2005-2012: 7.8
-14.7% All States
8 B NCC| States =13.1% MCCI States
F
2.5
2
04
0.2 -0.3 -
.3 -0.7 12
2.0 .
-4 31 314,
6 | 5.1 o -5.3
@ 6.6
2005 2006 2007 2008 2009 2010 2011 2012
Calendar Year
® Preliminary :
Countrywite appovecd changes in advisory rates, [oss costs, and assigned risk retes a3 filed by the applicabla rating ﬂ([ﬂ?
organization ralativa to the previcusly fled rates 15
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What's Driving
Arkansas Loss Cost
Changes?

16
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Arkansas Voluntary Loss Cost Level
Change—Effective July 1, 2012
Filing Highlights

Indication Claim
frequency

Policy Years continues to

2007-2009 decline

Lower WG
Slightly lower costs
trends compared to
other states

&
7
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Arkansas
July 1, 2012 Loss Cost Filing

Overall Loss Cost Level Change -4.1%

Changes due to:

Experience | Benefits
-3.5% +0,3%

Experience Indemnity | Indemnity i T
Improvement -1, 8% (SAWW) iR
-4.5% +0.2% %

—_ i .
SRS A i
Loss Medical
LAE
Development (Schedule) DR
+1.0% +0.1% ;
] _ _* L
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Declines in Claim Frequency
Have Contributed to Arkansas
Improving Results

%1 81
5
= 45
=
=
i3
@
B2 35
S
e
D
[P
-5 25 . 23
1 5 I T T T T T T T T T T T T T T i
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Policy Year
Rased on ROCT's financlal data 0
Fraguency of lost-time clatms (Van)
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Arkansas Workers Compensation
Lost-Time Claim Frequency

Lost-Time Claims
Percent Change Cumulative Change of -50.8%

(1997-2008)

28 .
4.4

-11.4

4 3.0
2

0

-6.3

-z | -106

1997 1998 1888 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Policy Year

Based on data throwgh 1273172000, developed b altemate
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Arkansas Impact of
1/1/2012 Medical Fee Schedule

Distribution of Medical Services in Arkansas

Service Category Cost Distribution Impact
Anesthesia 3.6% 0.0%
Surgery 38.9% -2.6%
Radiology 22.0% +3.8%
Pathology and Laboratory 1.2% +0.9%
Medicine 16.3% +1.6%
Evaluation and Management 18.0% +0.3%
Overall Physician Costs 100.0% 0.3%

Fhyskclan costs comprise approximstely 45% af medical cost= in Arkconsas

Based on Arkaneas workers compensotion data for service years 2006=-2010
21 ‘ 5
]
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Arkansas Large Loss Summary
Comparison Policy Years 2007-2009
at12/31/2009 vs. 12/31/2010

Reported Total Incurred Losses for Claims
$500,000 and Greater

Losses Losses
Policy No.of Reportedat No.of Reported at
Year Claims 12/31/2009 Claims 12/31/2010 Difference

2007 18 $24.7 M 19 $27.9 M $3.2 M
2008 10 $11.2 M 12 $11.8 M $0.6 M
2009 3 $2.2 M 9 $14.8 M $12.6 M

Source: NOCI Nnancial data valued as of 12/31/2010
2
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Arkansas Large Loss Summary
Comparison Policy Years 2007-2009
at 12/31/2009 vs. 12/31/2010

Reported Incurred Medical Losses for Claims
$500,000 and Greater

Losses Losses
Policy No.of Reported at No.of Reported at
Year Claims 12/31/2009 Claims 12/31/2010 Difference

2007 18 $20.8 M 3 19 $23.5 M $2.7 M
2008 10 $9.2 M 12 $9.2 M $0.0 M
2009 3 $1.8 M 9 $12.8 M $11.0 M
Searca: NCCI financial dota valued as of 12/31/2010 @
&
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Arkansas Indemnity and
Medical Loss Ratios
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084 p72

0.7 0.63
06 41 053

Loss Ratio

0.5 '\\\
0.4 - -\‘\ufg
0.3 -

0.2
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Policy Year

=+|ndemnity -E-Medical

Based on WOCTs finoncial data al currend benefil leve and developed (o uitimale @
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Copyrghi JOLF Naboml Councd g0 Componsalion Inserance, g, AN aghis réseoved



Arkansas Average
Medical Claim Severity

8.8
A0

29 1

24 -

—_
o

Medical Average
Claim Severity ($ '000s)
©

0

, , , A : : . = , , , ,
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Policy Year
=+=Adjusted lo Current Wage Level -#-Actual

Baged an NOCT'S (nancial dats for lest-time calmes at osrent. benefit level and developed to witimote
25
]
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Arkansas Average
Indemnity Claim Severity

18 -
» 16
28 14.4
m e
g 14 12.9
-I:§ .
25 12 128
[
Ed AY1D
EE '
o B
E o
4 v

1985 18596 1887 1998 1989 2000 2001 2002 2003 2004 2005 2006 2007 2008 2008

Policy Year
=e=Adjusted to Current Wage Level -E-Actual

Based on NCCE'S financial deto for lost-time claims et curment benefit level and developed to ultimate niccr
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Percent

Arkansas July 1, 2012 Filing
Average Changes by Industry Group

i'-|i_|11. i_;'.|.1-_: Villmls
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Arkansas Filing Activity

Voluntary Loss Cost and Assigned Risk Rate Changes

-128

-12.8
7/1/2008 72009 TH172010 THM2011 72012

@Voluntary wAssigned Risk

2% C/;'
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Arkansas Cumulative
Loss Cost Level Change

Cumulative Loss Cost Level Change (%)
B oo iy =,
= = = o=

n
S

i
o
o

.4!‘96 4/97 4/98 7/99 7/00 7/01 7/02 7/03 T7/04 T7/05 T/0G T/0T7 1/08 7/08 7/09 710 7111 7112

Effective Date 0
WILCLT,
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Where Does Arkansas
Stand?

b

30
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Current NCCI Voluntary Market
Filed Rate/Loss Cost Level Changes

Percent Excludes Law-0Only Filings

15

ALWVEY ARMEMOOK KS S0 TX MTTHHC NVMOUTOR IN AKGA D L HI COVT 1A CTNE AZ LA DG RI NHECNM FL MS VA

o Approved u Panding
31 ( 5‘_
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Nearby States’ Voluntary Market
Approved Loss Cost Level Changes

Mississippi 3112 +9.9%
Louisiana 5/1/12 +6.0%
Tennessee 3/1/12 +0.4%
Oklahoma 1/1/12 -1.7%
Missouri 1/1/12 -3.0%
Arkansas 7/1/12 -4.1%
Kentucky 10/1/11 -7.5%
Alabama 3/1/12 -9.3%

Copyraa J017 Natinnel Comal pn Compensanen |rsurance, [ne 80 nghits resened




Pure Loss Cost—All Classes

Current Average Voluntary Pure
Loss Costs Using Arkansas
Payroll Distribution

3 -
2.26
2.
1.61 1.64 1.61
0 I I I
AR LA MO MS Ok TN REG CW

State

Based on the latest NCCT approved rates and loks costs in the variowss stoles
3
: 3
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180
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100
a0
60
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20

Results Vary From State to State

Accident Year 2010 Combined Ratios

165

T
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Data is evaluated as of 12/3172010 ."I'I.'I'.T
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Current Average Voluntary Pure
Loss Costs Using Arkansas
Payroll Distribution
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Actual Average Indemnity Benefits
per Employee per Year
(Cost spread over all employees whether or not injured)
600
$5600 - s478
£400
300 AR Ranking
2nd {outufdﬁ}

5200
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Soarce: NOCT's Statistical Plan data of first report Tor polcies affective in 2007 and 2008 @
G
-

Copyieghl 1012 Nabaasl Cominil on Compensaisnn Insorance, lac. Al nghts resdived




Actual Average Medical Benefits
per Employee per Year

(Cost spread over all employees whether or not injured)

$800 -
$711
$700 -
$600
$500 -
AR Ranking
4N 1 3rd (out of 48)

$a00

$200 - M
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Source: NCCI's Statistical Plan data ot first report for policies ellective in 2007 and 3008 @
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Actual Average Total Benefits
per Employee per Year

(Cost spread over all employees whether or not injured)

§1,200
$1,048
§1,000 -
§800 -
AR Ranking
$800 2nd (out of 46)

| /S
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Source: NCC's Statistical Plan dota at first report for policies effective in 2007 and 2008
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The Residual Market in
) Arkansas

a9
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Arkansas Assigned Risk Rate
Level Change—Effective July 1, 2012

Assigned Risk Rate Components | Impact
Overall Indicated Loss Cost Level Change -4.0%
Offset for Changes in EL Increased Limits % +0.4%
Due to Change in Assigned Risk Expenses -1.2%
Overall Indicated Assigned Risk Rate Level Change ~-4.8%

fcy)
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Arkansas Total
Residual Market Plan Policy Count
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@ 4,362
2
£ 4000
e
S 2000
- i -
2
E
=
= 2,000
1,000 -
0 e —
2008 2009 2010 2011

Policy Year
. &

Copyrsighid 2017 Mabweial Coamicd on Cenpermadson [msurance, Inc AB nphis resersed

Arkansas Total
Residual Market Plan Premium Volume

14 -
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5114

$12 |

$10.2

$10 |
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L]
[%:]

2008 2009 2010 2011

Policy Year
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Arkansas Residual Market Plan
2010 vs. 2011 Total

Policy Size Comparison

2010 2011
Premium Size # of Policies Pramium # of Policies Premium
$0-52 4589 3,687 53,189,696 3,941 £3,378,393
$2,500-%4,999 367 $1,264,750 407 51,412,535
$5,000-§9,899 168 $1,165,421 190 $1,300,088
$10,000-%19,999 89 $1,202 211 117 $1,618,202
$20,000-549,999 38 §1,114848 | 45 _ $1,370,652 |
$50,000-599,999 3 $183,780 | 15 $1,014 967
$100,000-$199,999 10 51,379,309 4 $543,038
$200,000 and greater 0 50 3 £811,035
TOTAL 4 362 $9.600,015 4722 $11,446,911

Copynighi 2012 Nansnal Councit on Compensanon insurance, Inc &l gl reserved
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Comparison of the Estimated

Market Share for Arkansas
Residual Market by Total Policy Count and
Written Premium

20% -
£
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= 15% '_\._ —u
.é- _.——
&
g 10% -
8
S & " - . -t 5.7%
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Laest figuras are preliminney

Year

=+=Premium -@=Policies
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Arkansas Top Five
Class Codes Based on Residual Market
Plan Total Policy Count

National Arkansas

5645—Carpentry 5645—Carpentry Construction
Construction (9.2%) (23.4%)

5437—Carpentry, Interior 5551—Roofing (5.4%)

Trim (4.5%)
5022—Masonry NOC (3.5%)
7228—Trucking, Local (4.2%)
5474—Painting (3.1%)
5474—Painting (4.1%)
8810—Clerical (2.6%)
5551—Roofing (3.2%)

Arkansas
Assigned Risk Programs

« Merit Rating

« Differential/Surcharge

« Removal of Premium Discounts

o Take-Out Credit

e Tabular Adjustment Program

e Alternate Preferred Plan

s Alcohol- and Drug-Free Premium Credit

» Voluntary Coverage Assistance Program (VCAP® Service)




R e e ——
Residual Market Filings

Virginia 4/1/12 +11.4%
Mississippi 3/1/12 +9.9%
Tennessee 3/1/12 +8.1%
Georgia 3/1)12 +6.8%
Arizona 1/1/12 +5.2%
Iowa 1/1/12 +4.4%
Dist. of Columbia 11/1/11 +4.3%
South Carolina 7/1/08 +4.3%
North Carolina 4/1/11 +4.1%
New Hampshire 1/1/12 +3.6%
Illinois 1f1/12 +3.5%

Kansas 1/1/12 +3.0% @
47

ppyraghi 20012 Matonal Couneil pn Compersabisn insurance, Ine. Al nghds reserseel

Residual Market Filings

(Cont'd)
Alaska 1/1/12 +2.9%
Connecticut 1/1/12 +2.4%
Indiana 1/1/12 +2.3%
Oregon 1/71/12 +1.9%
South Dakota 7/1/12 +1.8%
Vermont 4/1/12 +1.2%
Alabama 3/1/12 0.0%
Arkansas 7/1/12 -4.8%
New Mexico 1/1/12 -5.0%
Nevada 3/1/12 -5.2%
West Virginia 11/1/11 -11.9%

a8 ( -;u
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Update From the Arkansas
N Workers Compensation
A Commission

Kids’ Chance




Claim Frequency

31
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Countrywide Workers Compensation
Lost-Time Claim Frequency
Declined in 2011

Percent
12 Lost-Time Claims
10
10 Cumulative Change of -56.5%
g8 {1991-2010 adjusted)
&8 Y
o Indicated
4 DAdjusted
:
0 - =r- -
-2 3
5 -4
-ﬂ- 2
5 -4.4 -4.5 4.5
-5.8
8 Y
-10
THET 1802 19133 1884 1905 1966 180T 1950 10850 2000 2001 2002 2003 2004 20056 20046 2007 2008 2008 2000 2011p
201 1p: Profiminary based on data valued a5 of 12312011 QCCIdent ‘I'Bar
1991-2010; Based on data through 123/31/2010, daveloped to ulkimate
Dasad on the states where NCCT provides ra:umnl:inq services, including state funds: excydes high deductible policies
Frequency is the number of lost-time chaime per £1M pure premmiom o corment seage and soluntary loes oot el (m,)
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Arkansas Workers Compensation
Lost-Time Claim Frequency

Lost-Time Claims

Percent Change Cumulative Change of -50.9%
(1997-2009)
4 3.0
-4.4
6.3
-8.0
12 {-1086 11.4

1997 1988 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2008

Policy Year
Based on data through 12731/2010, devaloped to ultimate
53
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Arkansas Average Claim Frequency

Frequency per 100,000 Workers—All Claims

3,000
4,778 4,602
3,845
4,000 J
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g
g 2,890
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mLost-Time & Medical Only
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Arkansas Distribution of
Claims by Injury Type

6.7% 0.2%
12 6%
80.5%
1n.9% Q2% ggo 0.1%
; 14.5% :
15.4% Arkansas
Regional Average Countrywide

B Medical Only W Temporary Total || Permanent Partial | Permanent Total/Fatal

Reglonal states are LA, MO, M3, OK, and TH
Based an NCC's Seatistical Plan dota
a4 =
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Key Takeaways—
Claim Frequency
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Medical and
Indemnity Costs

a7
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Medical Benefits Constitute the Majority
of Total Benefit Costs in Arkansas

30%

98% Arkansas 59%

41%
41%

Regional Average Countrywide

B Indemnity B Medical

Aeglonal states ane LA, MO, M5, OK, and TN
LY,
58 ;
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Medical Cost
i
F)
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Arkansas Workers Compensation
i Medical Claim Costs

Claim Cost Lost-Time Claims
(% '000s)

30 10.5% 8.6%
Cumulative Change of +133%

25 Annual Change 1997-2009: +7.3%

20 1

15

10

2002 . 2003 2004 2005 2006 . 2007 2008 2009
Policy Year

Based on data throwgh 12731/2010, on-leveled and developed to ultimate @
1]
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Countrywide Workers Compensation
Medical Claim Cost Trends

Medical
Claim Cost
($ '000s) Average Medical Cost per Lost-Time Claim
30
+1.3% o

Annual Change 1991-1993:  +1.9% F e i
25 Annual Change 1984-2001;  +8,8% 1-59%‘“.3%

Annual Change 2002-2010:  +6.0% +B.5% o
m 770054
15

o5 ¥ T A

10 L6 g1, 302 4 *0.0% 1% l
1111

1991 1992 1903 1904 1003 1095 1997 1590 1899 2000 2001 2002 2003 2004 2005 2008 2007 2008 2000 2010 2011p

J011pd Prefiminary based on data valued as of 12/31/2011 Aﬂutdﬂnt Year
1991-2010; Based on data throwgh 1273172010, developed to ullinats

Based on the states where NCCT provides retemaking services, including state funds
Excludes high dedwcible policies &1
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Countrywide Workers Compensation
Medical Severity vs. Medical Inflation

Percent Change Average Medical Cost per Lost-Time Claim

u Change in Medical Cost per Lost-Time Claim
8 Change in Medical CPI

14 13,5

12

10

1095 1006 1997 1906 1909 2000 2001 2002 2003 2004 2005 2006 2007 2008 2000 2010 2011p

Year
p Preliminasy
Daped an the states where NCCT provides ratemaking services, Including state funds; excludes high deductible policies
(]

Sowcen: Medical CPI—AN states, Moody's Ecomamy.caom; Accident year medical severity—RCCI states, BOCT
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Arkansas vs. Countrywide
Average Medical Claim Severity
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Average Medical
Claim Severity in the Region
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Arkansas Medical Loss
Distribution by Injury Type

11.1% 14.3%

18.2%
56.4% |

11.6% 11.9%

15.8%

17.4%

Arkansas

64.5% \ 59.1% \,

Regional Average Countrywide
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Key Takeaways—
Arkansas Medical Benefit Costs

Average cost
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large claims

: i Physicians
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Indemnity Costs

Arkansas Workers Compensation
Indemnity Claim Costs

Indemnity Lost-Time Claims
Claim Cost
{5 '000s) Cumulative Change of +40%
20 Annual Change 1997-2009: +2.8 %
6.6%
18 9.5% 2.7% 17.4% g 3%

-4.7% %%
1M1% 23% 37% -6.8% .
7.8%
10
) I I
0 4 = E = e LR = Z i = ‘ : = i

1997 1998 1999 2000 2001 2002 2003 2004 2005 20068 2007 2008 2009
Palicy Year

Based on data through 12/31/2010, on-leveled and developed to ultimate, not adjusted to comman wage-lawel
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Countrywide Workers Compensation
Indemnity Claim Costs Increase in 2011
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Countrywide Workers Compensation
Indemnity Severity Modest Increase in 2011
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Arkansas vs. Countrywide
Average Indemnity Claim Severity
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Arkansas Indemnity Loss
Distribution by Injury Type
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Key Takeaways—
Arkansas Indemnity Benefit Costs
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The State of the
Economy


brownb
Typewritten Text


The Macro View

Following a Financial Crisis,
It Takes a Country About

10 Years to Return to
Normal Economic Conditions
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The Economic Recovery Is Widespread

March 2012 Is Compared to December 2011
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Nearly All States Are in Expansion Mode
Comparison to Prior Month—Latest: March 2012 Compared to February 2012
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There Is Plenty of Lost Ground to Recover

Nonfarm Employment Is Still Below the Prerecession Level
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The Industrial Structure Is Changing

Healthcare Employment Keeps Expanding Unabated
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The Economy Has Ample Excess Capacity

Excess Capacity Restrains Inflationary Pressure
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Interest Rates Are at Historic Lows

The Fed Has Pledged to Keep Short-Term Interest Rates Low at Least Through Late 2014
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Job Creation

Which Companies Create Jobs—
The Small or the Young?
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Start-Ups Create Jobs, Whereas
Established Companies Scale Back Jobs,
in the Aggregate
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Entrepreneurship Is Slowing

Business Births in Thousands
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Implications for Workers Compensation

Low and Stable Rates of Economic Growth, Inflation, and Interest

* Economic growth is slow and is likely to remain sub-par for
several more years
— Job creation is tepid (and is likely to remain so)

- As a consequence, upward pressure on claim frequency is
limited

« Inflationary forces are weak, due to significant excess capacity

- Wage inflation and price inflation for medical services are
likely to be muted

Arkansas

The Economic Environment Is Slightly More
Favorable Than Average




Arkansas

Employment in the Past Three Recessions Fared Better Than Average
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Arkansas
The Unemployment Rate Is Below the National Average
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Arkansas

Employment Is Still Considerably Below the Prerecession Level
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Arkansas
Several Sectors Have Added Jobs Since the Onset of the Recovery
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Arkansas

Employment Has Yet to Recover From the Recession in Most Industries
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Arkansas
The Industrial Structure Is Changing
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Item B-1425:
Employers Liability—
Increased Limits Percentages

L

2

Employers Liability—
Increased Limits Percentages

¢ Part Two of a workers compensation policy provides
employers liability (EL) coverage

e A provision for a basic amount of coverage ($100,000) is
already contained within the loss costs; employers have the
option to purchase higher limits of coverage

= The EL increased limits percentages are applied to price such
additional coverage

* NCCI reviewed and recently updated these percentages

« Effective January 1, 2013, Item B-1425 contains the revisions
to the increased limits percentages

&
G =
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Highlights of Item Filing B-1425

e« B-1425 was filed in all NCCI states (excluding Texas)
and also in Indiana and North Carolina

» 33 NCCI states and Wisconsin have approved Item B-
1425 to date

e EL results vary significantly by state

e NCCI created and filed two tables of increased limits
percentages; the basic limit remains at $100K

* NCCI assigned seven states to a higher table of values:
Alabama, Florida, Illinois, Louisiana, Oklahoma,
Tennessee, and West Virginia

¢ Arkansas and the remaining 29 states are assigned to

the lower table of values @)
9

Comparison of Increased Limits
Percentages (IL%)
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Adoption of Employers Liability
Increased Limits Percentages

In Summary ...
Employers Liability Increased Limits
Percentages

» The increased limits percentages have decreased

= NCCI will make rates/loss costs adjustments to the overall
indication in states that approve Item B-1425

* This will be premium-neutral by state




Experience Rating Item E-1402:
Changes to the
Split Point

101

Experience Rating Plan
Item E-1402

« Effective 1/1/2013 and subsequent in NCCI states
(7/1/2013 for Arkansas)

¢ Increases the primary/excess split point
» Indexes the split point so future increases are automatic

e Revises the maximum modification formula/cap so the
maximum mod is not less than 1.10

+ Experience rating changes will be premium-neutral
statewide

(LN L
102



Experience Rating Plan
Split Point Review

» The split point separates losses into primary and excess
components; it is currently $5,000

« If the split point is not indexed for claim cost “inflation,” a
greater portion of losses fall into the excess category as
time goes on

» Since excess losses receive less weight than primary
losses in the experience rating formula, the Experience
Rating Plan becomes less responsive

» Performance testing indicates that the split point should
be increased to $15,000; this is not surprising since the
average cost of a claim has tripled since the last split point

update (20 years ago)
C/):’
103 =
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Experience Rating Plan
Item E-1402

* The effective date coincides with the effective date of the
loss cost or rate filing ... 7/1/yyyy for Arkansas

* A transition program will phase in the split point change:

- 0On 7/1/2013, the split point will initially be increased to
$10K

- On 7/1/2014, the split point will be further increased to
$13.5K

- On 7/1/2015, the split point will be increased all the
way to the indicated split point of $15K plus two years
of inflation adjustment (rounded to the nearest 500)

» Subsequent annual filings will increase the split point as

indicated mfm)
L4 - . :



Experience Rating Plan Primary/Excess
Split Point Value Filing

. Approved
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Closing Remarks
Thank You!

Glossary




Glossary

« Assigned Risk Adjustment Program (ARAP)—An assigned
risk market program that surcharges residual market risks
based on the magnitude of their experience rating
modification.

= Calendar Year (CY)—Experience of earned premium and
loss transactions occurring within the calendar year beginning
January 1, irrespective of the contractual dates of the policies
to which the transactions relate and the dates of the
accidents.

« Calendar-Accident Year (AY)—The accumulation of loss
data on all accidents with the date of occurrence falling within
a given calendar year. The premium figure is the same as that
used in calendar year experience.

» Claim Frequency—The number of claims per unit of
exposure; for example, the number of claims per million

dollars of premium or per 100 workers. C/Q
- ("%
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Glossary

» Claim Severity—The average cost of a claim. Severity is
calculated by dividing total losses by the total number of
claims.

« Combined Ratio—The sum of the (i) loss ratio, (ii) expense
ratio, and (iii) dividend ratio for a given time period.

» Detailed Claim Information (DCI)—An NCCI Call that
collects detailed information on an individual workers
compensation lost-time claim basis, such as type of injury,
whether or not an attorney was involved, timing of the claim’s

report to the carrier, etc,

« Direct Written Premium (DWP)—The gross premium
income adjusted for additional or return premiums, but
excluding any reinsurance premiums.
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Glossary

* Indemnity Benefits—Payments by an insurance company to
cover an injured worker’s time lost from work. These benefits
are also referred to as “"wage replacement” benefits.

* Loss Ratio—The ratio of losses to premium for a given time
period.

* Lost-Time (LT) Claims—Claims resulting in indemnity
benefits (and usually medical benefits) being paid to or on
behalf of the injured worker for time lost from work.

* Medical-Only Claims—Claims resulting in only medical
benefits being paid on behalf of an injured worker.

» Net Written Premium (NWP)—The gross premium income
adjusted for additional or return premiums and including any
additions for reinsurance assumed and any deductions for
reinsurance ceded.

Glossary

* Permanent Partial (PP)—A disability that is permanent but
does not involve a total inability to work. The specific
definition and associated workers compensation benefits are
defined by statute and vary by jurisdiction.

« Policy Year (PY)—The year of the effective date of the
policy. Policy year financial results summarize experience for
all policies with effective dates in a given calendar year
period.

* Schedule Rating—A debit and credit plan that recognizes
variations in the hazard-causing features of an individual risk.

» Take-Out Credit Program—An assigned risk program that
encourages carriers to write current residual market risks in
the competitive voluntary marketplace.

* Temporary Total (TT)—A disability that totally disables a

worker for a temporary period of time. @:
112
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NCCI Workers Compensation Resources

Financial Aggregate Calls
- Used for aggregate ratemaking

Statistical Plan for Workers Compensation and
Employers Liability Insurance (Statistical Plan)

- Used for class ratemaking

Detailed Claim Information
- In-depth sample of lost-time claims

Policy Data
— Policy declaration page information

ficey)
114 -



Financial Aggregate Calls

» Collected annually

- Policy and calendar-accident year basis
— Statewide and assigned risk data

* Premiums, losses, and claim counts
- Evaluated as of December 31

e Purpose
~ Basis for overall aggregate rate indication
- Research

115 ( 5
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Policy Year Financial Aggregate Data

Paolicy Expiration Date

|

Paolicy
Year
2013
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Policy Effective Date



Calendar-Accident Year
Financial Aggregate Data

Policy Expiration Date

|

Calendar- Calendar- Calandar-
Accident Accident Accident
Year Year Year
2010 2011 2014
112010 ’ 1112011 12312011 1112014 1213172014

Policy Effective Data

&
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Statistical Plan for Workers
Compensation and Employers Liability
Insurance (Statistical Plan) Data

« Experience by policy detail
Exposure, premium, experience rating modifications
- Individual claims by injury type

* Purposes
- Classification relativities
- Experience Rating Plan
- Research



e R A o = 5
Valuation of Statistical Plan Data

1st 2nd 3rd 4th 5th
Report Report Report Report Report
Valuation Valuation Valuation Valuation Valuation

Policy 18 Months 42 Months 66 Months
Effective 30 Months 54 Months
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Executive Summary

NCCI, as Pool and Plan Administrator of the Arkansas Workers Compensation
Insurance Plan, is pleased to provide the Second Quarter 2012 Residual Market State

Activity Report.

Readers will notice an update of the key measurement factors and issues relating
to the operation of the Arkansas Plan. NCCI has enhanced our data reporting
tools to provide a more accurate picture of what is happening in your state.

If you have any questions or comments about this report, please feel free to

contact any of the individuals listed below.

Terri Robinson, State Relations Executive (314) 843-4001
Chantel Weishaar, Technical Specialist (561) 893-3015



Residual Market Demographics — 2Q 2012

Arkansas Residual Market
Total New Applications Bound
2009 vs. 2010 vs. 2011 vs. 2012
The number of new applications that are actually assigned to a Servicing Carrier
or Direct Assignment Carrier (if applicable).
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Residual Market Demographics — 2Q 2012

Arkansas Residual Market
Total New Application Premium Bound
2009 vs. 2010 vs. 2011 vs. 2012
The total estimated premium on bound new applications assigned to as
Servicing Carrier or Direct Assignment Carrier (if applicable).

$8,000,000 -

$7,000,000 -

$6,000,000 -

$5,000,000 -

$4,000,000

$3,000,000

svziloL'e

$2,000,000

$1,000,000

$0

1st Qtr 2nd Qtr 3rd Qtr 4th Qtr YTD

@2009 ©2010 ®2011 ©@2012




Residual Market Demographics — 2Q 2012

Percentage of New Applications Received by Submission Format
Data through June 30, 2012
The total percentage of new applications received via online, phone or mail
formats.
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Residual Market Demographics — 2Q 2012

Residual Market Total Policy Counts
Second Quarter Data for Policies Reported through June 30, 2012
Total Number of all Assigned Risk Plan Policies effective during and reported as of the date
listed above.

2,000

1,000

2009 2010 2011 2012
Policy Year

Residual Market Total Premium Volume
Second Quarter Data Reported through June 30, 2012
Total Amount of All Assigned Risk Plan Premium effective during and reported as of the date
listed above.

$6,000,000

$4,000,000

$2,000,000

$0

2009 2010 2011 2012

Policy Year 6



Residual Market Demographics

Residual Market Total Policies and Premium in Force
As of June 30, 2012 compared to prior year
This chart reflects the total number of policies and estimated premium in-force for this state
as of the date shown above.

The other exhibits in this report describe quarterly and year-to-date data.

2011 2012 2011 vs. 2011 vs.
2012 # 2012 %
Policy Count 4,295 5,143 848 19.7%
Premium $9,878,371 $15,577,324 $5,698,953 57.7%
Volume




Residual Market Demographics — 2Q 2012

Servicing Carriers in a premium range as of the date listed above.

Residual Market Second Quarter 2012
Total Premium Distribution by Size of Risk
Data Reported through June 30, 2012
The total number of assigned risk plan policies reported to NCCI by Direct Assignment and

Premium Interval Policy % of Total Total State % of Total Average

Count Policies Premium Premium Premium
$0 - 2499 1,019 79.6% $886,589 26.2% $870

$2500 - 4999 115 9.0% $399,995 11.8% $3,478

$5000 - 9999 83 6.5% $583,158 17.3% $7,026
$10000 - 19999 40 3.1% $565,370 16.7% $14,134
$20000 - 49999 19 1.5% $485,350 14.4% $25,544
$50000 - 99999 3 0.2% $198,747 5.9% $66,249
$100000 - 199999 2 0.2% $259,828 7.7% $129,914

$200000 + 0 0.0% $0 0.0% $0
Total 1,281 100.0% $3,379,037 100.0% $2,638

Residual Market Total Premium Distribution by Size of Risk

Servicing Carriers in a premium range as of the date listed above.

Second Quarter 2011 Data for Comparison
The total number of assigned risk plan policies reported to NCCI by Direct Assignment and

Premium Interval Policy % of Total Total State % of Total Average
Count Policies Premium Premium Premium

$0 - 2499 1,011 83.5% $862,837 30.4% $853

$2500 - 4999 117 9.7% $414,387 14.6% $3,541

$5000 - 9999 45 3.7% $313,692 11.1% $6,970
$10000 — 19999 26 2.2% $355,012 12.5% $13,654
$20000 - 49999 9 0.7% $251,626 8.9% $27,958

$50000 - 99999 0 0.0% $0 0.0% $0

$100000 - 199999 1 0.1% $174,132 6.1% $174,132
$200000 + 2 0.2% $462,775 16.3% $231,387

Total 1,211 100.0% $2,834,461 100.0% $2,341




Residual Market Demographics — 2Q 2012

Residual Market Top 10 Classification Codes by Policy Count

Data Reported through June 30, 2012

The top ten governing class codes by total policy count - policies issued by Servicing
Carriers and Direct Assignment Carriers in this state as of the date listed above.

Rank | Code Description Policy % of
Count | Policies
1| sees | ot O DVOs Nt | 77 | ot
2 5551 | Roofing-All Kinds & Drivers 62 4.8%
3 8810 | Clerical Office Employees NOC 37 2.9%
4 5474 | Painting NOC & Shop Operations Drivers 34 2.7%
5 5022 |[Masonry NOC 33 2.6%
6 6217 |Excavation & Drivers 32 2.5%
7 5437 | Carpentry-Installation Of Cabinet Work Or Interior Trim 30 2.3%
8 5183 | Plumbing NOC & Drivers 30 2.3%
9 5403 | Carpentry NOC 29 2.3%
10 7228 | Trucking-Local Hauling Only-& Drivers 28 2.2%

Residual Market Top 10 Classification Codes by Premium Volume

Data Reported through June 30, 2012

The top ten governing class codes by premium volume written on total policies issued by Servicing
Carriers and Direct Assignment Carriers in this state as of the date listed above.

Rank | Code Description Premium % of
Premium
1| soas | Gamenty Contnctin O Remerta Duelinge Nt | sosnang | 1o
2 5551 [Roofing-all Kinds & Drivers $247,077 7.3%
3 8380 |Automobile Service Or Repair Center & Drivers $125,965 3.7%
4 3028 [Pipe Or Tube Mfg.-Iron Or Steel-& Drivers $110,729 3.3%
5 7228 | Trucking-Local Hauling Only-& Drivers $96,716 2.9%
6 8832 [Physician & Clerical $90,911 2.7%
7 1320 | QOil Or Gas Lease Operator-All Operations & Drivers $80,774 2.4%
8 3030 ISrtorerjgl;gLeglblgsz:iscation: Iron Or Steel Works-shop- $70 467 21%
9 6217 | Excavation & Drivers $67,888 2.0%
10 5606 ggztszarsgi; -nPI\;Ic;jre]ztg (I\e/lranager Construction Executive $63,455 1.9%




Residual Market Demographics

Voluntary Coverage Assistance Program - Arkansas

The volume of assigned risk applications redirected to the voluntary market through
NCCIl’'s VCAP® Service. The following shows the results VCAP® Service has

provided during Second Quarter 2012.

Date Ranges:

04/01/2012-06/3072012

Number of Applications Reviewed by vCAP®
Service

Associated Premium for Applications Reviewed
Number of VCAP® Service Matches

VCAP® Service Matches as a % of Applications
Reviewed

Number of VCAP® Service Offers

VCAP® Service Offers as a % of Matches
MNumber of Confirmed VCAP® Service Policies
Confirmed VCAP® Service Policies as a % of
Applications Reviewed

Redirected Assigned Risk Premium
Associated Voluntary Market Premium
Savings

Average Savings per Application

Savings as a % of Redirected Assigned Risk
Premium

Redirected Premium as a % of Associated Premium
for Applications Reviewed by VCAP® Service

223
$2,150,352 47
62

11.85%

2

8.06%

)

0.96%
$16,178.96
$10,106.00
$6,072 96
$1,214 59

37.54%

0.75%

10



Residual Market Demographics

Collections/Indemnification

The following shows a comparison of gross written premium and uncollectible
premium reported in Arkansas and the National Pool for Policy Years 2008-
2012, obtained through NP-4 and NP-5 reports including traumatic and black

lung claims, evaluated through First Quarter 2012.

Arkansas Gross Written Uncollectible Percentage
Premium Premium
2008 $13,761,752 $1,027,689 7.5%
2009 $11,283,290 $793,241 7.0%
2010 $10,863,467 $469,405 4.3%
2011 $12,994,344 $67,990 0.5%
2012 $3,357,568 $0 0.0%
National Pool
2012 $94,356,014 $0 0.0%

The uncollectible premiums provided are reported by the servicing carriers on a
quarterly basis. Uncollectible premium is generally reported up to 24 months after the
policy expiration date due to audit, billing, and collection requirements. Therefore, the

most recent year data has not yet developed.

11




Residual Market Demographics

Arkansas Residual Market Reinsurance Pool Booked Loss Ratio
Policy Year Financial Results through 1st Quarter 2012 for 2011 and prior years
The ratio of total incurred losses to total earned premiums in a given period, in this state,
expressed as a percentage .

Booked Loss Ratio

120.0%

80.0%

Percentage

30.5% e
40.0% e

39.0% 44.9%

0.0% T T T
2008 2009 2010 2011

Arkansas Residual Market Reinsurance Pool Ultimate Net Written Premium
(Projected to Ultimate) (000’s)
Policy Year Financial Results through 1st Quarter 2012 for 2011 and prior years*
The premium charged by an insurance company for the period of time and
coverage provided by an insurance contract in this state.

$30,000
§ $24,000
5 $18,000
o ’ $12,734 $12,603
£ $12,000 y S— \&1&190 m/nu/ .
£
S $6,000
$0 T T T
2008 2009 2010 2011
Policy Year

*.Second Quarter 2012 Data will be available the end of

October 2012 due to the timing of data reporting 12



Residual Market Demographics

Arkansas Residual Market Reinsurance Pool Net Operating Results
(Projected to Ultimate) Incurred Losses
Policy Year Financial Results through 1st Quarter 2012 for 2011 and prior years*
Policy year incurred losses reflect paid losses, case reserves and IBNR reserves for policies
written in a particular policy year in that state.

o $30,000
& $25,000
E
£ $20,000
" S
© S $15,000
g4
JF 10000 $4,966 $6,944
- @ : $4550 « 9%,
2 $5,000 E e m—
: . 4
E $o I T T
2008 2009 2010 2011
Policy Year

Arkansas Residual Market Reinsurance Pool Net Operating Results
(Projected to Ultimate) Estimated Net Operating Gain/(Loss) (000’s)
Policy Year Financial Results through 1st Quarter 2012 for 2011 and prior years*
The financial statement presentation that reflects the excess of earned premium over incurred
losses, less all operating expenses, plus all investment income in that state.

2011 H 2
5 2010 - 662
[<}]
>
> i
o
& 2009 208
4,000 2,000 0 2,000 4,000

Operating Gain/(Loss) (000's)

*. Second Quarter 2012 Data will be available the end of

October 2012 due to the timing of data reporting 13



Glossary of Terms

Combined Ratio-The combined loss

ratio, expense ratio and dividend ratio,
expressed as a sum for a given period.
The formula for combined ratio is [(loss

+ loss adjustment expense)/earned
premium] + [underwriting
expenses/written premium].

EBNR (Earned But Not Reported)
Premium Reserve-A projection of
additional premium that is expected
to be uncovered after auditing at
the end of the policy.

Earned Premium or Premiums
Earned-That portion of written
premiums applicable to the expired
portion of the time for which the
insurance was in effect. When
used as an accounting term,
"premiums earned" describes the
premiums written during a period
plus the unearned premiums at the
beginning of the period less the
unearned premiums at the end of
the period.

Incurred But Not Reported (IBNR)-
Pertaining to losses where the events
which will result in a loss, and eventually

a claim, have occurred, but have not yet
been reported to the insurance company.
The term may also include "bulk"

reserves for estimated future development
of case reserves.

Underwriting Gain/(Loss)-The
financial statement presentation that
reflects the excess of earned premium
over incurred losses.

Applications Bound-The applications that
are actually assigned to a Servicing Carrier
or Direct Assignment Carrier (if applicable).

Premium Bound-The total estimated
annual premium on bound applications.

14
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Property/Casualty Results

3, Ing, AN Bights Reserved

& Copnfight 2013 MCCH Halding

P/C Industry Net Written
Premium Increases

Private Carriers

2009 | 2010 | 2011p | o1
Line of Business (LOB) | ($Billions) | ($Billions) | ($Billions) | change (%)
Personal Auto 5 1574| % 160.3 | % 162.9 1.6%
Homeowners $ 57.7| § 61.3| § 63.4 3.4%
Other Liability (Incl Prod Liab) | $ 3939 385§ 39.3 2.0%
Workers Compensation| $ 303 | $ 299 | § 322 7.9%
Commercial Multiple Peril $ 28.8| & 288 | § 29.9 3.5%
Fire & Allied Lines (Incl EQ) $ 231 % 227(% 250 10.1%
Commercial Auto ] 21.9| % 211 | § 21.0 0.6%
All Other Lines 5 598 % 12| § 64.0 4.6%
Total P/C Industry $ 4184 | $ 4238 | $ 4376 3.3%

p Preliminany

Source:  LOB, Annual Statemant Data

@ Copyright 3013 | Hekdings, inc, &l L

Workers compensation, NCC Total PIC Induwstry,




P/C Underwriting Results
Worse Due to Catastrophes

Net Combined Ratio—Private Carriers

Calendar Year
Line of Business (LOB) 2009 2010 2011p
Personal Auto 101% 101% 102%
Homeowners 106% 107% 122%
Other Liability (Incl Prod Liab) 104% 110% 100%
Workers Compensation 110% 115% 115%
Commercial Multiple Peril 87% 101% 113%
Fire & Allied Lines (Incl EQ) B1% 83% 102%
Commercial Auto 98% 98% 103%
All Other Lines 5% 101% 108%
Total P/C Industry 101% 102% 108%

P Pralminary

ey el

P/C Industry Calendar Year
Net Combined Ratios

Percent Private Carriers

120

116 116 116
Avarage (1985=2010): 106%

115

110
110 109 "2 109 109
108 107 108 107

106 106

[rp—— - e E e s s e e e e s

105

100

96

a0

B5

-’a%".b&a-’%’%-’.9%%0-’%){%".'paa"599’7%&‘?%&?9&%?%%0;%;@%"%& e%a‘%m%j%a%%%@%’ﬁ

Calendar Year

o Preliminany

Sourca: 1885-2007, Annuel Etatement Cala; 2008-201 1p, I1BD




Investment Gain Ratio
Holds Steady

Percent Private Carriers
25 = Mot Realized Capital Gains to Net Earned Premium

® Net Investment Income to Net Earnod Promium

Average (1885-20107: 15.5%

| [o0 10 m

= .
10 g
5
0
i
5

N R e A N AN A

p Praliminary Calendar Year

menl Cata, 2008-2011p, 150

P/C Industry Return on Surplus

Annual After-Tax Return on Surplus—Private Carriers

Percent
18

.t Average (1985-2010); 8.5% 14.4

139 444 34

?%&%&%a%%@%%r’%‘ﬂ %e’%%w%a {p“';q??%a%‘} %%%%% e%e%eﬂ % %
Calendar Year

urplus, mxeluding ummspleod capital gant

rmiant Ciata; 2008-2011p, 15
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P/C Industry Premium-to-Surplus Ratio
Remains Strong

$Billions Private Carriers P:S Ratio
600 $550 B S8 25
1.92:1 ' .
500 p ;
! T 2.0
400 f
1.6
$438 B
300
1.0
B0 | e T TRERSRT CEET Re :
/ 0.5
e 0.80:1
e ~——NWP  — -Surplus  -----P:S Ratio
$76 B
0 0.0

@";G"'a@*;b'%-@%’%o%r%e?%%)%?%ﬁﬁ*;%%&%%%ﬁ%@%a

Calendar Year

007, Annual Statemant Data) 2008-2011p, 120

© Copynght 2012 MO Holdings, ine, Al Rights Resereed

Contributions to Surplus

Private Carriers

e%:%:a‘?;%mﬁﬁo%@%’ﬁ

($Billions)

2009 2010 2011p
Underwriting Gains/Losses (3.0) (10.5) (36.5)
Investment Income 471 47.6 49.0
Realized Capital Gains/Losses (7.9) 5.9 7.2
Other Income 0.9 15 2.3
Unrealized Capital Gains/Losses 23.1 16.0 (5.1)
Federal Taxes (8.4) (8.8) (2.9)
Shareholder Dividends (16.9) (31.4) (25.7)
Contributed Capital 6.6 27.5 2.2
Other Changes to Surplus 12.6 0.6 0.6
Total 54.1 47.9 (8.9)

p Pralimingry

Source: 150




Workers Compensation

Results

e 3012 WCC| Haldings, ine, M| Rights Anserved

Workers Compensation Premium
First Increase in Years

Net Written Premium

$ Billions

47.8
50 m State Funds ($ B) 46.5 46.5

® Private Carriers (5 B)

40 36.3
30 |
20 e B B B

31.0§31.3 029 52050 20,1 | 022

26.3426.2024.20 255 223|259 261

10 A
0

1990 1991 1982 1993 1884 1995 1996 1997 1990 1999 2000 2001 2002 2003 2004 2008 2008 2007 2008 2008 2010 2011p
p Preliminary Calendar Year




Workers Compensation
Written Premium Change

Written Premium Change from 2010-2011

Net Written Premium—Countrywide +7.9%

Direct Written Premium—NCCI States +7.5%

Components of DWP Change for NCCI States:

Change in Carrier Estimated Payroll +3.0%
Change in Bureau Loss Costs -1.0%
Change in Carrier Discounting +0.4%
Change in Audit Impacts +5.0%
Combined Effect: +7.5%

wate Carnars, NCCI ratamaking states

Statistical Plan dela, Financial Call daia

& Copyright 7012 MCE Haldings, inc. All Rights Rierved, i1

Employment Growth Lags
Behind Real GDP Growth

Index: 2007 =100

105
100
95
a0
—=|ndex of Real GDP \ "
85 I N T, sesees B5
Index of Employment LT
+++++ Index of Manufacturing Employment ‘ x
80 - ~Index of Construction Employment .
. L.
75 Wi
=
———-- 72
70 = — a——
2005 2006 2007 2008 2009 2010 2011
Year

Saource: Bureau of Labor Statistice (BLS), Bureau of Economic Analais (BEA)

© Copryright 3017 HCCH Holdwgs, oo, Al Rights Resereod



Employer Costs as Percentage of
Total Compensation

Private Industry

2001 2011

20.4%

1.6% 19.9% 1.5%

' Wages and Salarias
u Health Insurance

u Workers Compensation

= All Other

T2.9%
T0.5%

All Othar includes Paid Laave Supplemental Fay, Insuranoe (other than Health), Socisl Securty, Retirameant and Savings

I8 Dipantrmend of Labor, Bureau of Labor Sislistice

O Lopyright B8 HCCI Holdings, ke, All Rights Resrwd

Workers Compensation Calendar Year
Combined Ratio Remains High

Private Carriers

Percent
140 2 Dividends uUnderwrlting Expense mLAE mlLoss
123 421 122
120 N7 = 115 “E e 115
109 107 [ '1_11 10 447 -
l P . 102 gy 100 101 = TT‘ 101 101 1 1'1
100 — II|I F|I | "III I.'.
il L ~ﬂs |
80
G0
40
20
0

1990 1997 1902 1993 1994 1995 1996 1997 1998 1990 2000 2001 2002 2003 2004 2006 2008 2007 2008 2003 2010 2011p

p Praliminary Calendar Year

Source: 18E0=2011p, Annual Siatemant Data

& Cogyright 2012 BEC Heldings, dne, All Rights Reserved



Workers Compensation
Calendar Year Loss Ratio

Ratio of Net Incurred Losses to Earned Premium

Percent Private Carriers

100

ar.8
83.8 B8

T8.0

T1.2 70.8 70.7 o8 71
66.9 67.6 i
B4.5

80

B0.5 60.1
g3 568 656

E8.T 60,1 80.2

60

20

1990 1991 1952 1993 1994 1995 1996 1987 1998 1989 2000 2001 2002 2003 2004 2005 2008 2007 2008 2008 20102011p

i Prdininary CﬂlEﬂdH r ?Ea r

Sourpa.  1090-207 15, Annual Statement (hla

Workers Compensation Calendar Year
Loss Adjustment Expense (LAE) Ratio

Ratio of Net Incurred LAE to Earned Premium
Parcent Private Carriers
40

30

20

153 168 159 45.0 149 158 16
13.7 13.8 138 13.7 145 14.4 400 145 449 1% —

y 132 50 181 405
107

10

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 20071 2002 2003 2004 2006 2006 2007 2008 2009 20102011p

P Prefiminary Calendar Year
{Delenge d G minenl Expense plus .-'4.|I||_|'_.hr||| and Clhor Expense) 1o Eamoed Promium A’s
[ momcm e |
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Workers Compensation Calendar Year
Loss Adjustment Expense to Loss Ratio

Ratio of Net Incurred LAE to Incurred Losses
Private Carriers

Percent
40
30
245 249 255 240 241
_— g 239 “*' 235 23
28 ma B [ o 225

21y | : m 223 g s 223 . 2241 o

"4 0 0B B B R 19.4 pmm _

20 iy o B R B 17.7 | | |

167 : it r | |

: i

12.8 131 !

| mE .

|

§§§

1480 1881 1982 1853 1994 1595 1996 1997 1908 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 20102011p

p Praliminary Calendal’ Year

Workers Compensation Calendar Year
Underwriting Expense Ratio

Ratio of Net Underwriting Expenses to Written Premium

Percent Private Carriers
40
30 28.0
254 259 26.7 264 264 s 252 26.8 28
. | 1 o 23.5 o o . P
i . 222 221 222 ]

108 204 o | 19,6
2“ 17.6 B"E E ] i |

10
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Calendar Year




Workers Compensation Calendar Year
Policyholder Dividend Ratio

Ratio of Net Policyholder Dividends to Earned Premium

Percent Private Carriers

40

30

20

10
51 48 44 47 |“: .E'u ag 54 6.2 58 47
|HJ‘|‘ H ’_‘HI il 13 13 16 17 16 18 2
' ! | Illfll_l'_"l"_ll_llj_||_||_|

1990 1954 1992 1993 1994 1905 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2000 20102011p

o Preliminary Calendar Year

Sourca: 1990-2011p. Annual Stalement Daeta

& Cogyright 3013 HCC1 Holdings, Inc, Al Righis Rewred

Workers Compensation
Investment Returns

Investment Gain on Insurance Transactions-to-Premium Ratio
Private Carriers

Percent
25 Average (1990-2000): 16.5%

Average (2001=2010): 11.6%
20 5 19.4 105 183

16.7 i7.0 17.2
16 140 14.4 il 4.8 148
13.0 12.8
1.8 )
10.2 qpp 9.9 s

10 8.7
5

1980°1991* 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2008 2007 2008 2009 20102011p

P Praleminary CElEﬂdEr YE’HF
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Workers Compensation Results
Operating Loss Continues

Pre-Tax Operating Gain Ratio—Private Carriers
Percent

25

19.9 M 1890-2010). 5.5
20 Sid verage | ¥ 5.5%

16,7

15

10

-10.0

1990°1991" 1992 1993 19594 1995 1996 1987 1988 1988 2000 2001 2002 2003 2004 2006 2008 2007 2008 2008 2000 2011p

Calendar Year

nl Gain an Indurance Transachiaens and Other Incoma)

Workers Compensation
Calendar Year Net Combined Ratios

Percent Private Carriers and State Funds
150

140
130
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110

100

90 i | o 3 |
I | ! | ; |
B0 | JJ J Li :i.l Tl l.’. ] : i i i i

1996 18987 1988 1886 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011p

® Private Carriors = NCCIl-Affillated State Funds = State Funds
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Workers Compensation
Pre-Tax Operating Gain Ratios

Percent Private Carriers and State Funds
26
2000-2010 Averages
20 Private Carriers: +4.1%
NCCIl-Affiliated State Funds: +2.6% il
15 State Funds: +3.6%

10

2000 2001 2002 2003 2004 20056 2008 2007 2008 2008 2010 2011p

® Private Carriers @ NCCIl-Affiliated State Funds  m State Funds
Calendar Year

1 Lass Invasbmdnt Gam on Insarance Transactions and Other Incomea)

Workers Compensation Combined
Ratio to Achieve Selected Cost of Capital

Percent
105
101
100 88
96
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a5 9%
91
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Cost of Capital
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Workers Compensation

Accident Year Results and
Reserve Estimates

Accident Year Net Combined Ratio

Workers Compensation Calendar Year vs. Ultimate Accident Year
Private Carriers

Percent
130

120




Workers Compensation Loss and LAE
Reserve Deficiencies

Private Carriers

£ Billions
25 —— 2011 Tabular Discount Is $5.4 Billion
20 21 x‘_‘
20 Percent of CY Total

Carried Reserves

19395 1996 1997 1998 1993 2000 2001 2002 2003 2004 2005 2006 2007 2008 2008 2010 2011
Year End Valuation

Workers Compensation Ultimate
Accident Year Net Loss and LAE Ratios

As Reported—Private Carriers

Percent

100
m At First Report

95 m Ag of 12031/2011

80
86
80
75
T0

65

60

Accident Year

Reparted Loss and LAE ratios

Source: Annual Stalament, Schadule P data as reported by privals camars




Workers Compensation Ultimate
Accident Year Net Loss and LAE Ratios

NCCI Selections—Private Carriers
Percent

100
® AL First Report

95 u As of 12/31/2014

80
85
80
75
70

65

60 L iy I | N == | | " ]
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Accident Year

Reserve Deficiency and Reserve Discounts
by Accident Year

Workers Compensation Loss and LAE Reserves as of 12/31/2011

$ i"““"s Private Carriers
5 4.9
@ Total Reserve Deficiency (511.3B)

m Tabular Reserve Discount ($5.48)
4 01 Mon-Tabular Reserve Discount ($3.78)

Priar 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Accident Year

Raspnva dehicency conglders all resan'a discounts as deficiancias




Workers Compensation

Premium Drivers

Average Approved Bureau
Rates/Loss Costs

History of Average Workers Compensation Bureau Rate/Loss Cost Level Changes

Percent

1 Cumulative 2000-2003
12.1 +17.1%

(_'L\

6.6

10
Cumulative 2004-2011 T8

-25.6%

Cumulative 1994—1999
—27.8%

Cumulative
1990-1993

+36.3%

-850

1990 1991 1992 1993 1994 1995 1996 1997 1998 1909 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012°
Calendar Year

and asssgnesd nek rales as fked by e applicabbe aaling irtEalhan




Average Approved Bureau
Rates/Loss Costs

All States vs, NCCI States

Parcent
10 mAll States
mNCCI States Cumulative 2006-2012 8
5 —14,7% All States
8 -13.1% NCCI States
4
2.5
2 —
0.4
D e
2 0.7 A
2.0
25
-1
5.3
2005 2006 2007 2008 2009 2010 2011 2012

Calendar Year

oals, and assigned risk rates as filed by the applicabie raling crgenization A’s
r s |
3
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filod rotes ==X

2012

o Cogyright 3017 RICCL Mobdings, Inc. Al Rights Resened

Current NCCI Voluntary Market
Filed Rate/Loss Cost Changes

Ratio Excludes Law-Only Filings

AL WV KY AR MEMO OK KS 80 TX M1 THHC MV MD UT OR IN° AK GA 1D IL HI CO VT 1A CT NE AZ LA DC RI NH SC NM FL M3 VA

u Effective Dates 1/1/2012 and Prior u Effective Dates Subsequent to 1/1/2012 ® Flled and Pending

States filad through 4R2052012
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Impact of Discounting on Workers
Compensation Premium

NCCI States—Private Carriers

Percent
10 m Rate/Loss Cost Departura
1 Schedule Rating
5 # Dividends 21

25 228 499
1891 1982 1993 1984 1996 1996 1997 1996 1899 2000 2001 2002 2003 2004 2005 2008 2007 2008 2009 2010 2011p

Policy Year

A1
lamaking Eervices

37

According to Goldman Sachs, Prices
Appear to Be Increasing

Agent Responses on Workers Compensation Rates on Renewals vs. 12 Months Prior

70

Percentage of Respondents
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Down Down Down MNo Change Up Up
21%+ 11%=-20% 1%=-10% 1%-10% 11%+

® January 2010 ® January 2011 January 2012
Calendar Year
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Workers Compensation

Loss Drivers

o Cogyright 2012 MOCT Holdings, bnc, ASl Rights Reterved.,

Workers Compensation Lost-Time
Claim Frequency Declined in 2011

Lost-Time Claims

Percent
12 2
Cumulative Change of -55.5% 10
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The Recession Impacted
Premium Audits

Final Premium vs. Estimated Premium by Policy Effective Quarter

Percent
8 74
Recession
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Impact of Premium Audits on Frequency

Ccy (4 4 CcY k\
Additional 2008 2009 2010 2011 2012

Audits [THE%A [ |

7z z 4 v 7 vy ¢ 4 7
Audits ‘V’/
Net Adjustment  —3% -2% +4% 0%
to Pramium
Net Adjustment +3% +2% —-4% 0%
to Frequency
Adjustment to -1% —6% +4%

Change in Frequency




Adjustments to Indicated Change in

Lost-Time Claim Frequency

Accident Year 2009-2011
2009 2010 2011
Unadjusted Frequency Change -5% +10% -4%
CY Premium Adjustment -1% -6% +4%
Workweek and 0% -1% -1%
Industry Group Mix
Adjusted Frequency Change -6% +3% -1%

Relative Changes in Frequency Level

Index: 2001 =1.00
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Claim Frequency by Type of Claim

Index: Accident Year 2007 =1.00

Change
2007-2009

——Lost-Time Claims ! - FE%
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~——Medical-Only Claims
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Workers Compensation Indemnity
Claim Costs—Modest Increase in 2011

Average Indemnity Cost per Lost-Time Claim

Indemnity
Claim Cost (000s)
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Annual Change 1991-1983: -1.7%
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Workers Compensation Indemnity
Severity—Modest Increase in 2011

Average Indemnity Cost per Lost-Time Claim
Percent Change 9 ty PR
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Workers Compensation Medical Severity
Moderate Increase in 2011

Average Medical Cost per Lost-Time Claim
Medical
Claim Cost (000s)
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Workers Compensation Medical Severity
Moderate Increase in 2011

Average Medical Cost per Lost-Time Claim

Percent Change
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Impact of Indicated
Changes on Loss Costs

Based on Adjusted Frequency, Severity, and Wage Estimates

Percent
Change
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Workers Compensation

Residual Market

Workers Compensation Residual Market
Premium—First Increase Since 2004

NCCI-Serviced Workers Compensation Residual Market Pools
$ Billions as of December 31, 2011
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Workers Compensation Residual Market
Share Increases

Workers Compensation Insurance Plan States*
Percent Premium as a Percentage of Direct Written Premium

30 28
26

28

Calendar Year
Market Share

2009 = 5.1
2010 = 4.6
2011 = 5.0

25 24 24

20 18
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* MCCI Plan statas plus DE, 1IN, MA, MI, NC. NJ
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Residual Market Growth
by Policy Size

2010 vs. 2011
Size of Risk 2010 2011 Change
$ 0 - § 2499 83.0 M 831 M 0%
$ 2500 - § 4999 403 M 421 M 4%
$ 5,000 - $ 9,999 470 M 506 M 8%
$ 10,000 - $49,999 103.8 M 1225 M  18%
$ 50,000 - $99,999 36.0 M 405 M 13%
$100,000 and over 33.5 M 497 M  48%
Total 343.7 M 3885 M 13%

Total esbmaled annuad promsum on policies
Includes rasidual market palicies for

AR, AL, AR, AZ, CT, A, DK, NSRS, MG NH, MM, NV OR, 5C, 5D




Residual Market Growth Accelerates
During First Quarter 2012

First Quarter 2011 vs. First Quarter 2012

Size of Risk 2011 2012 Change
b 0 - $ 2499 19.8 M 209 M 6%
$ 2500 - $ 4999 9.7 M 1M15M 19%
$ 5000 - $ 9,999 119 M 153 M  29%
$ 10,000 - $49,999 296 M 415 M 40%
$ 50,000 - $99,999 10,0 M 174 M 74%
$ 100,000 and over 10.8 M 283 M 162%
Total 918 M 1349 M 47%

D, 1L, IM; K5 M5, NH, MM, NV, OR. SC, 50, VA, VT, W

55

Workers Compensation Residual Market

Combined Ratio

NCCI-Serviced Workers Compensation Residual Market Pools

Percent as of December 31, 2011
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Workers Compensation Residual Market
Underwriting Results

NCCI-Serviced Workers Compensation Residual Market Pools

$ Millions as of December 31, 2011
500
98 85
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A9 54 49 8e 7 159108108 T1 T8 199 195 60 -89 101
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41,000 |
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Experience Rating Plan
Methodology Review

* An extensive review has been recently completed
®* Number of years in the plan will remain the same

®* We are increasing the split point* from 55,000 to $15,000 (trended) over
a three-year transition period

* The split point will be indexed for future claim inflation

* Afiling for these changes was made in third quarter of 2011

* Experience rating changes will be premium-neutral in each
state

* They &gl padnt dwides actual loeses into primany and exXcess componants

& Capyrighl 1012 HCC] Heldings, nc, Akl Rights Ketarved

Quintile Analysis
Current $5,000 Split Point

Policy Year 2006 Under the Experience Rating Plan, Indexed for Severity Inflation
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o
5 "
3 *
0
o
- * =2
g o | = e
=
g - =
2
=t
E BSih Pacentin
) i " 75 Percentiie
o 25 Pecontin
———— Eah Percentle
50%
036 089 093 095 1.05 0.38 089 093 095 1.05
to to to to to to to o to to
089 093 095 1.05 3.67 069 093 095 1.05 367
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Relative Pure Loss Rodio = Cumtile Loss Rato [ Loss Batio of Al Quintiles Combined




Quintile Analysis
Indicated $15,000 Split Point

Policy Year 2006 Under the Experience Rating Plan, Indexed for Severity Inflation
150%

Before Experience Rating After Experience Rating

.

s S,

Relative Pure Loss Ratio

r—mpmm

* T Tl Panceiie
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50%
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to to to to to to to to to to
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Groups Based on Experience Rating Modification
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Experience Rating Plan Primary/Excess
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Employers Liability:
Increased Limits Percentages

® Part Two of a workers compensation policy provides
employers liability (EL) coverage

® A provision for a basic amount of coverage ($100,000) is
already contained within the loss costs; employers have
the option to purchase higher limits of EL coverage

® The EL increased limits percentages (in NCCl’s Basic
Manual) are applied to price such additional EL coverage

® NCCI reviewed and recently updated these percentages

® Filed by NCCI in September 2011, Item B-1425 contains the
revisions to the increased limits percentages

Copyright 70132 NCC Holdings, Ine. A1l lights Reszrad

Highlights of Item Filing B-1425

* B-1425 was filed in all NCCI states (excluding Texas) and also in
Indiana and North Carolina

® Thirty-three NCCI states and Wisconsin have approved B-1425 to date
® EL results vary significantly by state

® NCCI created and filed two tables of increased limits percentages; the
basic limit remains at S100K

* NCCI assif,ﬂed seven states to a higher table of values: Alabama,
Florida, Illinois, Louisiana, Oklahoma, Tennessee, and West Virginia

®* The remaining 30 states are assigned to the lower table of values




Increased Limits %
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Comparison of Increased Limits
Percentages (IL%)
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In Summary
EL Increased Limits Percentages

®* The increased limits percentages have decreased
® Later this year, NCCI will make ratemaking

adjustments to the overall indication in states that
approve Item B-1425

®* This will be revenue-neutral by state

O Copyrighl 2007 BEC) Holdivgs, Inc, A Righls Rosored,

Concluding Remarks




In Summary

Negatives

* Underwriting results
* Frequency flat

* |nterest rates at historic lows

* Potential expansion of alternative
systems for workers compensation

® Uncertain impact from
healthcare reform

* Pace of economic recovery

Positives

Premium increased

Severity growth moderate

Overall loss cost impact of
frequency and severity minimal

Industry’s capital position

© Copyright 2012 NCCI Haldings, Inc. All Nigkas Reserved

Questions and More Information

Meet the Experts—see your program schedule.

Questions on the State of the Line presentation?
email us at stateoftheline@ncci.com.

Download the complete presentation materials
and watch a video overview of the State of the
Line at ncci.com.






