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California Workers’ Compensation Update

• Key Drivers                                                   
 COVID-19 Pandemic Impacts
 Premiums
 Rates  
 Claim Frequency
 Pharmaceutical Costs
 Profitability
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Economic Recovery

Future Claim Frequency
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Annual Change in California Unemployment Rate 
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5Sources: Bureau of Labor Statistics. UCLA Anderson Forecast.

-40%

0%

40%

80%

120%

160%

1962 1966 1970 1974 1978 1982 1986 1990 1994 1998 2002 2006 2010 2014 2018 2022

COVID-19
Slowdown

Great
Recession

Dot Com
Bust



California Employment Loss by Wage Quartile  

016Sources: Current Population Survey from the Census Bureau as compiled by Economic Policy Institute. 
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Reported COVID-19 Workers’ Compensation Claims Filed

7Sources: Division of Workers Compensation First Reports of Injuries (including denied claims) as of  June 2, 2021.
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COVID-19 Claims as a Percent of All Indemnity Claims
— Insured Employers Only

8Sources: WCIRB transactional indemnity data.
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Projected COVID-19 Claims 
— Insured Employers Only (Excluding Denied Claims)

9
Sources: WCIRB January 1, 2021 Pure Premium Rate Filing, WCIRB indemnity transaction data reported through February 2021 (excluding denied claims), WCIRB aggregate 
financial calls..
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Projected COVID-19 Claim Costs 
— Insured Employers Only

10
Sources: WCIRB January 1, 2021 Pure Premium Rate Filing, WCIRB indemnity transaction data reported through February 2021 (excluding denied claims), WCIRB aggregate 
financial calls..

$700

$500

$200

$850

$210

$0

$200

$400

$600

$800

$1,000

2020 2021 2022

$ 
M

ill
io

ns

Accident Year

1/1/2021 Filing Projected Updated Projection



Annual Percent Change in Non-COVID-19 Claims Filed

11
Source: WCIRB aggregate financial data calls
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Percent of Open Indemnity Claims Closed in Next Year

12Sources: WCIRB aggregate financial data calls. Figures represent the number of indemnity claims aged between 12 to 96 months closed during the year as a ratio of the number 
of estimated ultimate claims open or not yet reported as of December 31 of the prior year.
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Written Premium - Gross of Deductible Credits

13Sources: WCIRB aggregate financial data calls
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Drivers of Written Premium Changes

14Sources: WCIRB aggregate financial data calls
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Average Charged Rate per $100 of Payroll

15Source: WCIRB unit statistical reports and aggregate financial data calls

As of March 31, 2021
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Indemnity Claims per 1,000 Employees

16
Sources: WCIRB aggregate financial data calls and unit statistical reports.
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Pharmaceutical Costs per Claim Indexed to 2012

17Sources: WCIRB medical transaction data.
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Projected Accident Year Combined Ratios

0618Sources: WCIRB aggregate financial data calls.
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California Industry Employment Forecasts 
– Indexed to 2019

19Sources: UCLA Anderson School of Business forecasts . 
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Great Recession Recovery

Indemnity Claim Frequency
– Indexed to 2008

20Sources: WCIRB unit statistical data and indemnity claim frequency model. Excludes COVID-19 claims.
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More than 25% of Total Medical 
Paid in 2030 or Later

50% of Total Medical 
Paid in 2023-2026

Medical Inflation: Policy Year 2022 
– Estimated Medical Paid by Year

21Sources: WCIRB aggregate financial data and projections of paid medical as of December 31, 2020.
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Changes in Medical Claim Severity 

22Sources: WCIRB aggregate financial data and projections. Includes MCCP costs in all years for consistency.

As of March 31, 2021

Post-1989 Reform Act
(1990-1995)

8% Annual Trend

8,039

11,932

28,636

26,128

35,394

28,834

27,361

27,940

$0

$10,000

$20,000

$30,000

$40,000

90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20
Accident Year

Long-Term Annual Medical Inflation Trends (1990-2018):
- Including Reform Periods: +5%
- Excluding Reform Periods: +8%
WCIRB Projection (On-Level): +1%

Post-SB 863 Period 
(2017-2019)

1% Annual Trend

Post-SB 899 Reform Period 
(2005-2011)

5% Annual Trend

SB 863 Period 
(2011-2017)

-4% Annual TrendSB 899 Reform Period 
(2002-2005)

-3% Annual Trend

Post-Minniear Period
(1995-2002)

13% Annual Trend



Frictional Costs
Cost to Deliver $1 in Benefits

23Sources: WCIRB aggregate financial data calls, NCCI Annual Statistical Bulletin, Medicare and a number of published studies on group health administrative 
costs.
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COVID-19 “Long-Haulers”

24.

Potential WC Implications
 Loss Development
 Permanent Disability Benefits
 Late Reported Claims
 WCIRB to Study later in 2021

SARS
 40% of SARS infected in Hong Kong study had chronic 

fatigue 3 1/2 years later
 China study showed almost one-third of SARS infected 

health care workers had pulmonary issues after 15 years
 SARS Worldwide cases: 8,000
 COVID Worldwide cases: 190 mm
 COVID California Working Age cases: 3 mm.

Long Hauler Research
 10% of healthcare workers with mild COVID have 

lasting symptoms (NIH)
 33% of COVID-19 outpatients develop long-haul 

symptoms (Univ. of Washington)
 Long Haulers had a 59% increased risk of death 

after six months (Nature)
 Preliminary indications that vaccines 

may help long-haulers



Self-Insurance (and 
Insurance)
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Workers’ Compensation: Overview

• Self-Insurance
• Major Change in Cost of Workers’ Compensation
• Collateral: California & New York



Self-Insurance

• Alternative to Insurance
• Regulated by Each State
• Different from Deductibles!
• Public vs. Private
• Individual vs. Group



Workers’ Compensation
% Benefit Payments by Payor (2018)

National Academy of Social Insurance: “Workers’ Compensation Benefit, 
Coverage, and Costs, 2018 Data, Released November 2020
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Workers’ Compensation 
Self-Insurance Over Time

National Academy of Social Insurance: “Workers’ Compensation Benefit, 
Coverage, and Costs, 2018 Data, Released November 2020

 -

 10

 20

 30

 40

 50

 60

 70

 80

 90

 100

98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18

%
 o

f T
ot

al
 P

ay
m

en
ts

 b
y 

Ye
ar

Self-Insurers

Private Insurers

State Funds
Federal



Major Change in Cost of
Workers’ Compensation



Workers’ Compensation
Benefits Over Time

National Academy of Social Insurance: “Workers’ Compensation Benefit, Coverage, and Costs, 2018 Data, Released November 2020
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Workers’ Compensation 
Premium Rates Over Time: 8810 (Clerical)

Oregon Workers’ Compensation Premium Rate Ranking (Biannual), Department of Consumer and 
Business Services (DCBS), Chris Day & Jay Dotter, 1996-2020. Manual premiums.
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Workers’ Compensation 
Premium Rates Over Time: 8810 (Clerical)

Oregon Workers’ Compensation Premium Rate Ranking (Biannual), Department of Consumer and 
Business Services (DCBS), Chris Day & Jay Dotter, 1996-2020. Manual premiums.
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Workers’ Compensation 
Premium Rates Over Time: 8810 (Clerical)

Oregon Workers’ Compensation Premium Rate Ranking (Biannual), Department of Consumer and 
Business Services (DCBS), Chris Day & Jay Dotter, 1996-2020. Manual premiums.
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Self-Insured Liabilities
State Collateral Requirements

Purpose
Backstop in Case of Default



Self-Insured Liabilities
State Collateral Requirements

California & New York
•Collateral determined by actuarial studies
•Applies to private companies
•Exemptions for those with minimal liabilities
•State reviews actuarial studies



Self-Insured Liabilities: 
California Self-Insurers’ Security Fund (SISF) Assets

Source: SISF 2021 Member 
Informational Meeting 5/12/21, page 6



Self-Insured Liabilities
State Collateral Requirements

California

Old Method: Liabilities = 135% of Case Reserves



California Private Self-Insurance
Net Liabilities Over Time
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California Private Self-Insurance 
Gross Liabilities / Prior Year Payments
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New York

Old Method: Liabilities based on proprietary software

Self-Insured Liabilities
State Collateral Requirements



New York Review Issues

• Documentation
• Legalese
• Liabilities at two valuation dates: 12/31/xx, 12/31/xx+1
• Nationwide Loss Development Factor

Self-Insured Liabilities
State Collateral Requirements



Self-Insured Liabilities
New York State Incurred Loss Development Factors

NCCI Annual Statistical Bulletin 2021, 2 year averages
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NCCI Annual Statistical Bulletin 2021, 2 year averages
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Derived from NCCI Annual Statistical Bulletin 2021, 2 year averages
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Workers’ Compensation: Recap

• Self-Insurance: Major part of WC market
• Major Rate Decreases in WC
• Tips on Self-Insurance Actuarial Studies: NY, CA



Auditor’s view – Industry 
financial trends

Christian Lemay, FCAS, MAAA
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Auditor’s view – Industry financial trends

• Underwriting results

• Loss reserves development
• Recent activity
• Industry adequacy level
• Medical inflation

• Other COVID-19 impact - EBUB



Industry trends – Underwriting results

• Calendar year combined ratios for the industry have shown a steady decrease from 2011 to 2018, 
with a slight bounce back up in the last two years.

• Since 2013, AY combined ratio has been relatively stable, with larger gap between CY and AY 
ratios coming from favorable development on prior years.

Source: NAIC Annual Statement - Schedule P and IEE – P&C industry



Industry trends – Underwriting results

• Low combined ratios continue 
despite market becoming 
more competitive over the 
last 10 years, both in terms of 
market share and in terms of 
premium rates.

• The market share of Top 5 
writers and Top 10 writers has 
decreased from 2011 to 2016, 
stable from 2016 onwards.

• Consistent with the decrease 
in average rate per $100 of 
payroll in California, NCCI 
States have also seen an 
average decrease of almost 
40% in premium rate levels 
between 2013 and 2021.

Source: NAIC Annual Statement – IEE market share



Industry trends – Reserve development

• 2020 was 8th consecutive year of 
favorable WC reserve development 
for the industry.

• Between 12/31/2016 and 
12/31/2020, over $27B of reserve 
releases.

• NCCI estimates that YE2020 
reserves for private carriers are 
$14B redundant, compared to $10B 
redundant at YE2019, and $5B 
deficient at YE2016.

• Monoline WC writers (private 
carriers and state funds) have been 
more consistent in the last 12 years 
in releasing loss reserves. Source: NAIC Schedule P data – P&C industry, monoline writers sample



Industry trends – Reserve development

Source: NAIC Schedule P data – P&C industry, monoline writers sample

COVID slowdown 
or favorable?



Industry trends – Current vs historical reserve levels

• Current level of reserves 
(Case+IBNR) recorded by 
industry consistent with 
levels noted at YE 2018 
and 2019.

• After restating those 
averages with current 
ultimates on more 
mature years, 
significant trend would 
be needed to reach 
current average reserve 
levels held on recent 
years

• However, acceleration in 
closure rates can impact 
average unpaid per 
open.

• Sudden shift in medical 
inflation could bring 
increase in mature and 
more recent years.

Average unpaid loss & DCC (case + IBNR) per open claim by Accident Year  

Source: NAIC Schedule P data – P&C industry



Industry trends – Low medical inflation, how much longer?

• Medical claim severity has grown at historically low levels since 2010.  
• Growth from AY 2010 to AY 2020 in line with Personal Healthcare price index, compared to almost twice the growth 

rate between AY 2000 and AY 2010
• Increase in medical inflation would impact new claims and existing outstanding claims, with leveraged impact on 

lifetime medical claims.  Fast shift could largely offset current perceived industry reserve redundancy.
• Medical inflation for WC can result from price increases, changes in utilization, legislative changes, etc.

Source data: NCCI 2021 State of the Line Guide



Industry trends – Medical inflation impact

• If medical costs on unpaid claims start growing at an annual rate of x% above levels contemplated in 
loss reserves, impact on reserves could be significant given long payment tail.

• Sustained 1% increase in medical inflation could increase outstanding claim payments by 5-6%.



Industry trends – COVID-19 / EBUB

EBUB (“Earned but Unbilled”) 

• A financial statement estimate (generally an asset) to reflect that WC premiums are initially estimated based 
on payroll projections, but are adjusted at payroll audit, after expiration of the policy.

• During periods of economic growth, payroll forecasts used in the determination of written premium will often 
underestimate actual ultimate payroll.  However, during periods of economic decline, initial estimates may 
overestimate actuals/ultimate levels, which may lead to premium reimbursement.

• Impact of a downturn typically varies by industry group (Great recession vs COVID)

• At the start of COVID, EBUB estimates decreased significantly in reaction to rise in unemployment and 
“lockdowns”.

• Most of the policies in-force were written during a period of sustained economic growth
• New policies written in subsequent quarters factored in economic situation and may have been conservative due to 

unknown pace of vaccination / return to normal, etc
• Will subsequent variants create additional impacts on expected payroll?

Impact on actuarial loss reserves estimates ?

• Reserving actuary needs to understand how payroll audit adjustments/premium refunds are processed by 
insurer.  Not all companies are adjusting historical earned exposures retroactively.

• For example, if payroll/premium  adjustments not reallocated to the original “earned” year, 2020 vs 2021 
exposures may be inconsistent, with 2020 overestimated and 2021 getting hit by the exposure decrease related 
to 2020 policies.



Q & A
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