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Antitrust Notice

* The Casualty Actuarial Society is committed to adhering strictly to the
letter and spirit of the antitrust laws. Seminars conducted under the
auspices of the CAS are designed solely to provide a forum for the
expression of various points of view on topics described in the programs or
agendas for such meetings.

* Under no circumstances shall CAS seminars be used as a means for
competing companies or firms to reach any understanding — expressed or
implied — that restricts competition or in any way impairs the ability of
members to exercise independent business judgment regarding matters
affecting competition.

* Itis the responsibility of all seminar participants to be aware of antitrust
regulations, to prevent any written or verbal discussions that appear to
violate these laws, and to adhere in every respect to the CAS antitrust
compliance policy.



-Where do you think we are In the cycle?
- Time to fold
- Stay the course
-All In
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INFLATION



Rate of Inflation (CPI-U), 1948-2023F*
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U.S. Inflation Rate: 2009-2023F*

of trajectory of energy prices anc

Fed rate hikes

Percentage Change (%) Th-el_"e’s a great deal of concern that
trillions of dollars of stimulus plus
the post-COVID recovery, supply
9.0% - chain disruptions and labor 8.0%
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*Annual change in Consumer Price Index for All Urban Consumers (CPI-U).
Source: U.S. Bureau of Labor Statistics; Wells Fargo Securities (8/22); USC Center for Risk and Uncertainty Management.



CPIl and Select Components: 12-Month Change Ending Feb. 2022
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Medical Cost Inflation vs. Overall CPI During COVID,
Jan. 2020 — July 2022 (Percent Change from Year Ago)
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Sources: US Bureau of Labor Statistics; Risk and Uncertainty Management Center, University of South Carolina.



Workers’ Compensation Trends

Price Indices Compared to WC Medical Costs

CPI - Medical Care

PPI - Health Care

PHC

2012 2013 pAN L 2015 2016 2017 pAONE:] 2019 2020 2021p

p Preliminary
Source: Bureau of Labor Statistics (Average Annual), Centers for Medicare & Medicaid Services, and NCCl Medical Data Call

© Copyright 2022 NCCI Holdings, Inc. All Rights Reserved.




Trends invuPrices Paid for Professional Services, 2008 — 2020:
Median Index Value for Fee Schedule vs. Non-Fee Schedule States*

160
140 of the states

- 3 are fee based
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8 Fee schedules make a huge

% difference in containing
80 medical cost inflation in WC
70

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 20207

m——  Median of States with Fee Schedules memmmsm  Median of States without Fee Schedules

*IA, IN, MO, NH, NJ and WI had no WC fee schedule in 2019 or 2020.
Sources: WCRI Medical Price Index for Workers’ Compensation, 13 Edition (MPI-WC), Figure B.2.



Workers’ Compensation Trends

Lost Time Claims Frequency

Components of Workers’ Compensation Trend

* Lost Time Claim Frequency Modieal Sevety
edi

* Medical Severity

* Indemnity Severity Indemnity Severity

* Wage Inflation

(1 + Frequency) * ((1 + Medical Severity) * (Medical Weight) + (1 + Indemnity Severity) * (Indemnity Weight))
(1 + Wage Growth)

Workers’ Compensation Guards Against Runaway Inflation — denominator based upon payroll

* Regulated fee schedules

e Carrier negotiated fee schedules

e Settling claims

* No-fault system, with most claims not going through courts

12



Impact ol Inflation

* Medical trends biggest driver — stable and low

» Offsetting impact of utilization — overall down; largest in
pharmaceuticals per NCClI Medical Data Call

* More mature claims, pharmaceutical spend is the largest (ie the tail)

* Centers for Medicare & Medicaid Services demonstrate personal
health care index 1% - 3% since 2012 and forecast a slight rise in
medical inflation in 2023 and stabilizing between 2.5%-2.7% after

* Social inflation isn’t prevalent in Workers” Compensation






COVID-19 Shares of Claim Counts, Payments and Incurred
Losses Since 2020

Percent Change

COVID claims accounted
for 11% of all WC claims in
AY2019-20...but just 2.4%

With WC claims
accounting for just

3.5% of total WC
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10% - the pandemic’s toll
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Sources, Covig-19's Impadt an Workers Compensation, A Muli-Sureay Collabaralion, accessed from NCC &
htips.fwew neci comidrticles Documents/Ingights-COYID1 9-Imgact-on-\WE. pdf, Risk and Uncertainty Management Center, Univ. of South Carolina -



COVID-19 Incurred Loss Share by State

COVID incurred loss
shares varied enormously
across states.
Differences in

presumption
requirements explain
some of the difference as
do differences in average
accident date

Median =1.7%
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Impact ol Covid

* COVID was not the significant event anticipated for WC

* Ultimately could have a positive sustained impact on WC
* Resulted in more teleworking reducing exposure
e Resulted in more telemedicine reducing medical costs

* Some implications still being researched
* Impact of deferred treatments
* Impact on return to work and light duty programs

* Development triangle implications
* Long COVID



AGE OF
WORKFORCE




Cumulative Percent Change in Number of U.S. Retirees,
Jan. 2020 - Oct. 2021

Q32021 ®Q32020 ®WQ32019

HeoBss|0n
Great cCoOvVID-19
Recession FECession More than
All adults ages 55+ [N 49.6

half of
adults 55+

are now

retired!

60%

50

Unlike other recent recession,

retirements increases during
the COVID pandemic

Pandemic retirees are

more likely to be...

Older
White

College Educated
From the Midwest

1995 2000 2005 2010 2015 2020

Souwrces: Pew Resaanch Cearter Trom Current Populaiion Suney data, accessed 3422 gt hilps: ey peswresaeand b org sct-tan ke202 1.9 1004 smi d-he-panmd e mi -s-neng-sh ana-of - sl -1
edullg-ara-pow-retired i 2029-11-04 refirement 01a’;, Risk and Uncerlsnty Managerment Cenler, University of South Carclina



Impact ol Younger Workiorce

* Generally, claim frequency is higher for workers in their early
twenties, late forties, and fifties.

* Claim severity is often lower for workers injured in their twenties than
in other age groups

* Older workers more prone to work-related injury stemming from
slips, trips or falls and more likely to have numerous conditions that
may increase the propensity for job-related accidents

e Older workers have longer recovery periods following injury

e Claimants in their forties and fifties filed more claims that exceeded
$100,000 than claimants in other age groups.



INTERENST RATES



Federal Funds Target Rate: Up, Up and Away!

Upper Bound

7.0% 7.0% The Fed is expected
-—Federal Funds: Q2 @ 1.75% to continue its rate
6.0% 'F 1 6.0% hikes to a peak of
. 3.75% - 4.00% at
Despite recent and year-end 2022. If the
5.0% + expected rate hikes, + 5.0% objective of lower
interest rates are still inflation is met (or in
low relative to most Forecast sight), the Fed will
4.0% 1 of the past 50 years. T40% likelv | :
y lower rates in
,—\ late 2023 to keep
3.0% + + 3.0% unemployment low
2.0% 1 ¢_ J The Fed hiked short-

term rates on July
27t by 75 basis

HR “ points to a target

range of between

0.0% —_— L_) . 2.25% and 2.50%
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Source: Federal Reserve Board and Wells Fargo Economics (8/22); Risk and Uncertainty Management Center, University of South Carolina.



Interest Rate Forecasts: 2019 — 2023F

Yield (%)
3-Month Treasury 10-Year Treasury

4% T Persistently low yields

have been a challenge 3.339% .
for insurers. Fed rate e up longer-term yields
from 2020’s record lows

Fed rate hikes will push

hikes in 2022/23 will 288%  2.86%

3% 1~ boost yields on
invested assets 2.34%
211% 2.14%
2%
1% 0.89%
0.04%
0% | I I 1 1
19 20 21 22F 23F 19 20 21 22F 23F

Rising interest rates will provide a modest tailwind for insurers as the Fed raises interest

rates. This will be especially beneficial to longer-tailed lines such as Workers Comp.

Sources: Wells Fargo Securities (8/22); Risk and Uncertainty Management Center, University of South Carolina.



Impact oI Interest Rates

* As one of the longest tail line, WC will benefit the most
* The impact of a small change can be significant on economics






:Im Workers Compensation Combined Ratio Improved Again
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Workers Compensation Combined Ratio: 1994-2022F

130 - ~ WC results have improved
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Workers Comp Results Improved Substantially Over the Past Decade

with COVID Despite COVID and Major Labor Force Disruptions

Sowrces: AM. Best (1994-2009 and 21E-22F); NCCI (2010-2020) and are for private carriers onty. 20230 MCCI figure is preliminary.
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Change in Commercial Rate Renewals, by Line:
2021:Q4

and 2021, overtaking Commercial
Umbrella

Percentage Change (%)
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several 35.0% - basically flat or lines except WC :
. slightly down in WC experienced increases in
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Causes of improved periormance

* Changing economy that is moving toward industries with lower claim
frequency

* Reforms enacted in many states in the 1990s resulting in safer
workplaces

» Reforms impacting pharmaceuticals/opioids
 Fee Schedules in most states tied to Medicare

* Since 2000, the change in indemnity claim severity has tracked the
change in average wage quite closely

 Availability of cheaper generic pharmaceuticals
* Growth of provider networks
* Improved claims practices

* Increased use of telecommuting resulting in anticipated further decline
in frequency

* Success of telemedicine during the pandemic suggests that it could be a
more viable option going forward



PERFORMANCE




Combined Ratios by Line: 2019 — 2022F
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Source; A M. Best Review & Praview (Feb. 2022); Univ. of South Carolina, Risk and Uncertainty Management Center

Despite COVID and high
CAT losses, the overall
P/C industry has
performed reasonably
well In recent years

WC Is the best
performing line
of insurance

Comml.
Multi-Peril

Fire & Allied

All Lines Pwt, Pass. Homeowners Other & Comml. Auta
Auto Products
Liab.
2019 m 2020

m2021E

m2022F

Accelerating inflation
could push the
combined ratio upward
in 2022 beyond the

estimates shown here

Inland Med Mal All Other

Marine
Where would you want
to deploy your
capital?!1?!




SUMMARY

**The WC Line Remains Among the Best Performing of all P/C lines

It Is Not An Anomaly or Luck

**There Are Many Sustainable Factors That Have Contributed To Its
Profitability

**High Inflation Is Not Affecting The Line Like Others

**The Biggest Driver Of Costs Is Medical Inflation Which Remains
Relatively Stable And Low

**Higher Interest Rates Will Have a Material Positive Impact on
Economic Profitability

**NCCI believes there is significant redundancy in the reported AY
C/R (9% for each 2018 and 2019)



RESERVING PERSPECTIVE: WHAT TO WATCH FOR

*»Extended medical inflation

**Changes in the guards against runaway inflation

**Other legislative changes impacting open claims

** Compounding impact of "sticky" inflation

** Tendency to use long-term averages to project future severity trends
*»* Lagging of rate changes behind loss trends

¢ Long haul COVID

Development Factors/Methodologies Might Need to Be Adjusted



Thank you

- And a special thank you to Robert Hartwig, the
NC(I and a few others ior all the greal material
I had to pull irom to illustrate my point
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