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Workers Compensation

Results
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Workers Compensation
Written Premium Change

Net Written Premium—Countrywide
Direct Written Premium—NCCI States

Components of DWP Change for NCCI States:
Change in Carrier Estimated Payroll
Change in Bureau Loss Costs
Change in Carrier Discounting
Change in Audit Impacts

Combined Effect:

Countrywide: Annual Statement Data, Private Carriers
NCCI States: Annual Statement Statutory Page 14, Private Carrers, NCCI ratemaking states
Components of change based on Policy data, NCCI's Statistical Plan data, Financial Call data

+7.9%

+7.5%

+3.0%
-1.0%
+0.4%
+5.0%

+7.5%
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Employment Growth Lags
Behind Real GDP Growth
105 Index: 2007 = 100
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Source: Bureau of Labor Statistics (BLS), Bureau of Economic Analysis (BEA)

Combined Ratio Remains High

Private Carriers
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Percent

Workers Compensation
Investment Returns
Investment Gain on Insurance Transactions-to-Premium Ratio
Private Carriers
Average (1990-2000): 16.5%
Average (2001-2010): 11.6%

181 185 183

148 147

199071991° 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Calendar Year

Source: 1990-2011, Annual Statement Data
Investment Gain on Insurance Transactions includes Other Income
* Adjusted to include realized capital

ins to be consistent with 1992 and after
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Percent
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Source: 1990-2011, Annual Statement Data

Workers Compensation Results
Operating Loss Continues

Pre-Tax Operating Gain Ratio—Private Carriers

Average (1990-2010):5.5%
185

167

Calendar Year

Equals 1.00 atio Less
* Adjusted (o include realized capilal gains (o be consistent with 1992 and

on Insurance Transacli

d Other Income)
after
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Workers Compensation

Accident Year Results and
Reserve Estimates
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Accident Year Net Combined Ratio

Workers Compensation Calendar Year vs. Ultimate Accident Year
Private Carriers

Percent
130

2002 2003 2004 2005 2006 2007

2008 2009 2010 2011
mCalendar Year ~ DAccident Year

Accident Year data s evaluated as of 12/31/2011 and developed to ultimate
Source: Calendar Years 2002-2011, Annual Statement

Projected Ultimate Accident Years 2002-2011, NCGI analysis based on Annual Statement Data
Includes dividends to policyholders
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Workers Compensation Loss and LAE
Reserve Deficiencies

$ Billions Private Carriers
25 3% 2011 Tabular Discount Is $5.4 Billion
21
20
20 Percentof CY Total

Carried Reserves

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Year End Valuation
Loss and LAE figures are based on NAIC Annual Statement Data fo each valuation date and NCC! latest selectons

Source: NCC analysis
Considers all reserve discounts as deficiencies
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Workers Compensation Ultimate
Accident Year Net Loss and LAE Ratios

As Reported—Private Carriers
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Accident Year
Reported Loss and LAE ratios

Source: Annual Statement, Schedule P data as reported by private carriers
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Workers Compensation Ultimate
Accident Year Net Loss and LAE Ratios

NCCI Selections—Private Carriers
Percent
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Source: NCCI Reserve Analysis
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As of 12/31/2011

Workers Compensation

Premium Drivers

@

15

10

Percent

Average Approved Bureau
Rates/Loss Costs

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

Cumulative 2000-2003
= +17.1%

Cumulative 2004-2011
~25.6%

Cumulative 1994-1999
—27.8%

Cumulative
1990-1993

+36.3%

Calendar Year
* States approved through 10/1212012

Countrywide approved changes in advisory rates, loss costs, and assigned risk rates s filed by the applicable rating organization
Relative 10 the previously filed rates

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 20112012
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Average Approved Bureau
Rates/Loss Costs
All States vs. NCCI States

Percent

10 mAIl States
Cumulative 2005-2012 2

-13.9% All States

CINCCI States

-13.4% NCCI States

2005 2006 2007 2008 2009 2010 2011 2012

Calendar Year
* States approved through 10/12/2012
Countrywide approved changes in advsory rates,Ioss cosls, and assigned risk rates s fied by the applicable rating organization
Relative to the previously filed rates
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Current NCCI Voluntary Market
Filed Rate/Loss Cost Changes

Ratio Excludes Law-Only Filings
% | w@u2312010
20 ©@12/31/2011
15 OFiled and Pending

10
B3 17
[T 21
[]23

WVKY VA AR IL TX AK ME UTNG*SD MT DC OK NH NV ORMO KS TN GA SC MD ID AZ MS VT AL NE INNM HI RI LA CO FL CT IA

States filed through 10/12/2012

N and NG fle n cooperation withstte ratng bureau )
é‘/‘—’

Impact of Discounting on Workers Compensation

Premium
Percent NCCI States—Private Carriers
10 mRate/Loss Cost Departure
oSchedule Rating
5 EDividends 21 o7

25 26 232
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011p
p Preliminary Policy Year

Dividend ratios aro based on calendar year statistics
NCCI benchmark level does not include an undenwriting contingency provision )
Based on data through 12/31/2011 for the states where NCCI provides ratem:

(Ma
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Workers Compensation

Loss Drivers
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Workers Compensation Lost-Time
Claim Frequency Declined in 2011

Percent Lost-Time Claims

12 )

Cumulative Change of -55.5% 10

0 (1991-2010 adj.)

8

6

®|ndicated

¢ OAdjusted

2

0

-92

1991 1092 1993 1094 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011p
Accident Year

2011p: Preliminary based on data valued as of 12/31/2011

1991-2010: Based on data though 12/31/2010, deveioped to uimale

Based on the states where NCCI provides ratemaking senvices, including state funds; excludes high deductible policies
Frequency is the number oflost-time claims per $1M pure premium at current wage and voluntary [oss cost level
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The Recession Impacted
Premium Audits

Percent Final Premium vs. Estimated Premium by Policy Effective Quarter
8

7.1

Recession

QL Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1L Q2
‘06 '06 '06 ‘06 ‘07 ‘07 '07 '07 ‘08 ‘08 ‘08 ‘08 ‘09 ‘09 ‘09 ‘09 ‘10 ‘10

Policy Quarter
(M’;D

NCCI's Statistical Plan audited premium compared to policy-estimated premi

Based on the states where NCCI provides ratemaking senvices, including state funds; excludes high deductivle policies
and mid-term cancellations
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Claim Frequency by Type of Claim
h.02 Index: Accident Year 2007 = 1.00
1.00
Change
-98 2009-2010
.96
Change
2007-2009
P94 | — Lost-Time Claims
.92 Small Lost-Time Claims
——Medical-Only Claims
.90
.88
.86
2007 2008 2009 2010
Accident Year
NCGIs Statistical Plan data, poicis effectve January 2006 through July 2010, organized by accidentiexposure year, at st report
Based on states where NCCI provides data; exclud
Frequency i the number o claims per $1M wage-adjusted on-level premium
Smalllost-ime claims are those wih incurred indemniy losses <= $2.000 at 1st reportin 2010 dolars

Threshold de-trended for prior years at the rate of 3%
it

Workers Compensation Indemnity
Claim Costs—Modest Increase in 2011

Average Indemnity Cost per Lost-Time Claim

Indemnity
Claim Cost (000s)
25

Annual Change 1991-1993:

Annual Change 1994-200

Annual Change 2002-2010: +3.4%

20 +5.5%
%

+ +0.6%
88905 2%

+4.6%+10%
%

[FL.0% 3105 o, +4.90%+17%

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011p
Accident Year

2011p: Preliminary based on data valued as of 12/31/2011
1991-2010: Based on data through 12/31/2010, developed to ultimate
Based on the states where NCCI provides ratemaking services, including state funds

Excludes high deductible policies -
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Workers Compensation Indemnity
Severity—Modest Increase in 2011
Average Indemnity Cost per Lost-Time Claim
Percent Change
12
mChange in Indemnity Cost per Lost-Time Claim
1 101
10 OChange in Average Weekly Wage
prd
8
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2
0
-2
-4
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011p
Year
p Proliminary
Based on the states where NCCI proides ratemaking sences, including state unds; excludes high deductle policies
Source: Average Weekly Wage 1995-2008: Q Emp d Wages, 2000:2011p, Nect
ccident year indemnity severty—NCC! states. NCCI 9
(m:
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Workers Compensation Medical Severity
Moderate Increase in 2011

Average Medical Cost per Lost-Time Claim

Medical
Claim Cost (000s)

Annual Change 1991-1993:  +1.9%
30 Annual Change 1994-2001: +8.9%

Annual Change 2002-2010:  +6.0% 4.2% +1.3%+4%
25
20
15
10 +9.0%*5:1%

46.89%+1.3% -2.196
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2011p: Preliminary based on data valued as of 12/31/2011 Accident Year
1991-2010: Based o data though 12312010, dovloped Lo ulimate
Based on thesttes whero NCCI provdes ratemaking senices, incuding tate funds

Excludes high deductible policies
it

Workers Compensation Medical Severity
Moderate Increase in 2011
Average Medical Cost per Lost-Time Claim
Percent Change 9 P
16
mChange in Medical Cost per Lost-Time Claim

14 135 OChange in Medical CPI
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Source: Medical GPI Al ttes, Economy com; Acidet year mecica severtyNCG sttes, NGGI )
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Workers Compensation

Residual Market
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Workers Compensation Residual Market
Premium—eFirst Increase Since 2004

NCCI-Serviced Workers Compensation Residual Market Pools
as of June 30, 2012

$ Billions
5

0
* Incomplete policy year projected to ultimate. Policy Year

Workers Compensation Residual Market
Share Increases

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

30 29

Calendar Year

25 Market Share
2009 = 5.1
20 2010 = 4.6

2011 = 5.0
15

10

5

28 8588838838852 283833885828¢%8

p Preliminary Calendar Year
* NCGI Plan states plus DE, IN, MA, M, NC, NJ
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Workers Compensation Residual Market
Combined Ratio

NCCI-Serviced Workers Compensation Residual Market Pools
as of June 30, 2012

Percent
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500

0

Workers Compensation Residual Market
Underwriting Results

NCCI-Serviced Workers Compensation Residual Market Pools
as of June 30, 2012

$ Millions

2719 54 50 64 77 JC 108105 83 77 113115 57 79 .99

-500
1,000 |,
1,500
2,000
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ZISUOmkDmeDﬁN(‘)qln'ﬂr\mmGF\Nmﬂ‘mkb!\wmcv
* Incomplete policy year projected to ultimate. Policy Year
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In Summary

Negatives Positives
Underwriting results ® Premium increased
Frequency flat ® Severity growth moderate
Interest rates at historic lows ® Overall loss cost impact of

frequency and severity minimal

Pace of economic recovery

@

Thank You
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