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Executive Summary

e Employers are required to purchase or self-insure for workers’ compensation insurance.
They may buy workers® compensation insurance from an insurer authorized to write workers’
compensation insurance in the State or from Chesapeake Employers’ Insurance Company
FEEICT . Subject to regulatory approval, an employer may self-insure.’

* Ninety-six insurance groups offer workers’ compensation insurance to Maryland employers.
Workers’ compensation insurance is the third largest line in property and casualty insurance
following auto insurance and homeowners insurance.

e The top eight workers’ compensation insurance groups, including CEIC, wrote
approximately 64.2 percent of the market in 2015 (Exhibits 3 and 5). CEIC is the largest
writer, accounting for about 23.4 percent of the market in 2015. The second largest writer is
Hartford Fire and Casualty Group, accounting for about 11.54 percent of the market in 2015.

e The National Council on Compensation Insurance, Inc. (“NCCI”) files pure premium loss
costs rates with the Maryland Insurance Administration (“MIA™) on behalf of all insurers
who write workers” compensation insurance in the State with the exception of CEIC. No
insurer may use the NCCI’s pure premium loss costs until those pure premium loss costs are
approved by the MIA.

e NCCI filed decreases to the pure premium loss costs for calendar years 2007 through 2009,
ranging from a low of -5.4 percent for 2009 to a high of -1.7 percent for 2008. Thereafter,
NCCI filed increases for calendar years 2010 through 2014 ranging from a high of 5.7
percent in 2011 to a low of 1.4 percent for 2012 and 2014. In calendar years 2015 and 2016,
NCCI filed decreases of -2.7 percent and -5.5 percent, respectively. For 2017, NCCI filed a
decrease of -9.9. This decrease is based on improved claims experience (-8.1%), decreasing
loss ratio trends (-3.5%), and an increase in indemnity & medical benefits (+0.8%)

e Maryland’s workers’ compensation insurance market remains competitive.

Introduction
Pursuant to §2-10A-03 of the State Government Article of the Annotated Code of

Maryland, the Maryland Insurance Commissioner issues an Annual Report (“Report™”) to the

1 As of October 1, 2013, the Injured Workers’ Insurance Fund (“IWIF”) became the Chesapeake Employers’
Insurance Company. For this report, all references are to CEIC.

? In order to be self-insured, approval must be obtained from either the Workers’ Compensation Commission or the
Maryland Insurance Administration, depending on the nature of the employer seeking to self-insure.



Joint Committee on Workers’ Compensation Benefit and Insurance Oversight.> The Report

describes the condition of workers” compensation benefits and workers’ compensation insurance

in Maryland. The Report also illustrates the effect of Chapters 590 and 591 of the Laws of

Maryland of 1987 on workers’ compensation benefits and workers® compensation insurance.*
Overview

Since the early 1900s, every state requires employers to provide some form of protection
for their employees who are injured while working. Workers’ compensation laws are based on a
no-fault system designed to compensate workers who sustain accidental injuries arising out of
and in the course of their employment. The forms of compensation may include payment for
medical services, rehabilitation services, lost or replacement income, and any permanent partial
or permanent total disability the worker may sustain as a result of the work-related injury or
occupational disease. Should a worker die as a result of a work-related injury or disease, the
benefits may also include funeral expenses and survivor benefits. Employers may purchase
workers’ compensation insurance from an insurer authorized to write workers’ compensation
insurance in the State or from the CEIC. Subject to regulatory approval, an employer may self-
insure.

Workers” compensation insurance is a “long-tail” line of business, as claims may be open
for long periods of time. Benefits may be awarded in stages and in various combinations of
disability determinations and claims may be reopened at a later point in time resulting in the
payment of additional benefits. All of these factors can make it difficult to accurately predict the
cost of workers’ compensation claims.

The Maryland Workers” Compensation Commission’s Medical Fee Guide is one tool
Maryland uses to curtail medical cost increases and assist workers® compensation insurers in

predicting the cost of claims. In an effort to further decrease medical cost trends, some workers’

lhe Workers” Compensation Commission (“WCC”) also submits a report to the Committee pursuant to § 2-10A-03.

Among other things, Chapter 590 established competitive rating for workers’ compensation insurance under
certain circumstances. It also requires workers’ compensation insurers to adhere to a uniform classification system
and uniform experience rating plan; permits an insurer to develop sub-classifications in certain cases; requires
workers’ compensation insurers to record and report certain workers’ compensation experience; requires a rating
organization to develop and file certain rules; prohibits insurers from agreeing with other insurers to adhere to
certain rules; specifies the contents of an experience rating plan; and permits insurers to file rating plans providing
for retrospective premium adjustments. Chapter 591 provides, among other things, that the allowable fees and other
charges for medical treatment and services established by the WCC shall be reviewed by the WCC at least once
every two years for completeness and reasonableness, and that WCC-adopted guidelines be revised accordingly.



compensation insurers enter into contracts with Preferred Provider Organizations (PPOs).
Providers contracting with a PPO may agree to accept a lower fee than that established by the
Workers” Compensation Commission’s Medical Fee Guide. If an injured worker receives
services from such a provider, the workers’ compensation insurer pays the provider in
accordance with the PPO contracted rate or the Workers’ Compensation Commission’s Medical
Fee Guide, whichever is less. Further, under the State of Maryland’s all-payer hospital rate
setting system, workers’ compensation insurers pay the same amount for hospital services as all
other payers.

2016 Legislative Changes Impacting Workers’ Compensation

HOUSE BILL 631 (Chapter 493) — Workers’ Compensation — Permanent Partial Disability —
Howard County Deputy Sheriffs Ho. Co. 11-16

e Alters the circumstances under which Howard County deputy sheriffs are eligible for
enhanced workers’ compensation benefits for permanent partial disability claims by
eliminating certain requirements to qualify.

HOUSE BILL 1408 (Chapter 137) — Property and Casualty Insurance — Commercial Policies and
Workers” Compensation Insurance Policies — Notices of Premium Increases

e Alters the scope of provisions of law that require an insurer to send to persons a notice
of premium increase for policies of commercial insurance and policies of workers’
compensation insurance.

e Provides that the provisions of law do not apply to policies for which the renewal policy
premium is an increase of 15 percent or less over the expiring policy premium.

e Clarifies that an insurer may not be required to comply with the notice requirement if a
separate notice containing specified information is sent. The bill permits the notice
requirement to have been met when an insurer sends this separate notice.

SENATE BILL 505 (Chapter 394) — Workers’ Compensation Insurance — Premium Discount —
Alcohol — and Drug-Free Workplace Program

e Authorizes a workers’ compensation insurer to file a rating plan with the Commissioner
that provides for a premium discount up to 4 percent for an insured employer if the
employer has an alcohol-and drug-free workplace policy that includes one of six
specified programs.

e Provides that an insurer is not required to provide a premium discount if the insured
employer is required by federal or State law to test its employees for drugs or otherwise
maintain an alcohol- and drug-free workplace.

Effective Date: October 1, 2016



Workers’ Compensation Insurers

Ninety-six insurance groups, including CEIC, offered workers’ compensation insurance
to Maryland employers in 2015. In total, these insurers wrote $962,920,060 in direct written
premium, an increase of approximately 3.4 percent over 2014. This represents approximately
9.4 percent of the direct written premiums written by all property and casualty (“P&C”) insurers.
Exhibit 1 illustrates the workers’ compensation share of total Property and Casualty industry
written premium in the State for the period 2002 to 2015.

The top ten workers’ compensation insurance groups, including CEIC, wrote 70.3 percent
of the market in 2015. CEIC wrote 23.4 percent, the top 10 insurers, excluding CEIC, wrote
46.9 percent and the remaining carriers wrote 29.7 percent. Table 1 below displays the market

share for the top ten insurance groups.

Table 1: Market Share Largest Writers, 2014 and 2015

Insurance Group Percentage Market | Percentage Market
Share, 2015 Share, 2014

Chesapeake Employers Insurance Company 234 23.8

Hartford Fire and Casualty Group 11.5 11.6

Travelers Group 7.2 7.1

Erie Insurance Group 6.7 6.4

Zurich Insurance Group 5.0 4.4

American Insurance Group 3.5 4.3

Liberty Mutual Group 3.6 4.2

WR Berkley Corp Group 2.8 3.0

BCBS of MI Group 2] 1.4

Berkshire Hathaway Group 2:1 1.9

Exhibits 2 through 6 provide additional data as follows:

e [Exhibit 2 compares the market share for the top eight insurer groups from 2004 — 2015.

e Exhibit 3 compares Maryland workers’ compensation market share by insurer group.

o Exhibit 4 lists the 2015 premium per group and per company within each group for each
of the 96 companies.

e Exhibit 4A lists Maryland Excess Workers’ Compensation Insurers. This coverage is
designed for employers that self-insure up to a certain point and then purchase additional
coverage for risk beyond that point.

e Exhibit 5, page 1, compares Maryland industry with CEIC’s written premium for the
period 2004 through 2015.

e Exhibit 5, Page 2 compares the combined Maryland market share of the top eight carriers
in premium volume from 2004-2015with and without CEIC. CEIC remains the largest
workers’ compensation insurer in Maryland.

e Exhibit 6 lists new entrants and re-entrants into the market for 2015. New entrants are
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companies with no written premium in 2013 and 2014. Re-entrants are those carriers that
had premium in 2013, but no premium in 2014,

Premium Rates

Insurance premium rates are regulated either through prior approval or through
competitive rating (also known as “file and use”). If regulated through prior approval, insurers
must file their proposed rates with the MIA and may only use those rates to determine the
premium for a particular risk after the MIA has approved them. Under competitive rating,
insurers file their proposed rates with the MIA and may use those rates to determine the premium
for a particular risk as soon as the MIA has received the filing.

In Maryland, workers” compensation insurance is a blend of prior approval and
competitive rating. In this line, all insurers, with the exception of CEIC, are required to
subscribe to the National Council on Compensation Insurance (“NCCI”). NCCI is a licensed
rating and advisory organization that files pure premium loss costs with the MIA. Pure premium
loss costs reflect actual claim information submitted by insurers to the NCCI. Claim information
includes lost wages and medical costs. The NCCI then aggregates this claim information for use
in its pure premium loss costs filings. Pure premium loss costs do not, however, include any
other costs associated with writing workers’ compensation insurance, such as profit,
commissions, taxes and the expenses associated with providing the benefits to the injured worker
(known as loss adjustment expenses). No insurer may use NCCI’s pure premium loss costs until
those costs have been approved by the MIA. The rates usually are effective beginning January 1
of each year.

Once the MIA approves NCCI’s pure premium loss costs, insurers may submit
independent rate filings. These filings adopt the NCCI pure premium loss costs and also include
the insurer’s expense multipliers. The expense multiplier consists of the following elements
from an insurer’s expense and profit information: (1) commission; (2) general expense; (3) taxes,
licenses and fees; and (4) profit. In addition, since NCCI does not include loss adjustment
expense in its pure premium loss cost filings, companies modify their expense multiplier to
include a component for loss adjustment expense. The insurer’s rates are derived by multiplying
NCCI’s pure premium loss costs by the insurer’s calculated expense multiplier. These rate
filings are made under competitive rating, which means that insurers may begin to charge
premiums based on the specific expense multiplier as soon as it has been filed with the MIA.

CEIC is not required to join NCCI or adhere to the policy forms filed by NCCI. CEIC’s

7



ratemaking practices, however, are reviewed by the MIA at least once every five years through
the financial examination process.

A common measure to determine the portion of the premium dollar used to cover benefits
is known as the “loss ratio.” A loss ratio of 70 percent, for example, means the insurer spent 70
cents of each dollar collected through direct written premium on benefits. As a group, workers’
compensation insurers had a collective loss ratio of 60.5 percent. CEIC’s loss ratio was 76.4
percent in 2013, 87.9 percent in 2014, and 56.4 percent in 2015. Until 2015, CEIC’s loss ratios
generally have been higher than the rest of the Industry. Exhibit 7 compares CEIC’s loss ratios to
those of the industry for the period 2004 to 2015.

Exhibits 8 through 12 illustrate various aspects of the history of NCCI pure premium loss

costs filings in the state of Maryland as follows:

e Exhibit 8 compares the changes in NCCI Maryland pure premium loss cost filings with
the MIA from 1998-2017

o Exhibit 9 illustrates the history of NCCI Maryland pure premium loss costs changes by
industry group from 2004-2017.

e Exhibit 10 compares the largest payroll classes by industry group for Maryland based on
statewide payroll for the listed classifications and changes in the pure premium loss costs
for businesses within each classification listed.

e Exhibit 11 illustrates the changes in the components of NCCI Maryland pure premium
loss cost filings from 2004-2017. This information is not available prior to 2004.

e Exhibit 12, Page 1 represents the cumulative impact of all NCCI statewide pure premium
loss costs filings since 1996.

e Exhibit 12, Page 2 shows this cumulative impact on an industry group basis.

NCCI filed its pure premium loss costs for Maryland with the MIA on August 4, 2016. The
filing was approved by the MIA on August 22, 2016, with an effective date of January 1, 2017.
The overall approved change for this filing is a decrease of 9.9 percent. This decrease is based
on improved claims experience (-8.1%), decreasing loss ratio trends (-3.5%), and an increase in
indemnity & medical benefits (+0.8%) The premium an employer is charged depends on the
employer’s classification and other factors. Some employers may receive premium decreases
while others may see premium increases.

Terrorism Risk Insurance Program
In 2002, Congress enacted the Terrorism Risk Insurance Act (“TRIA”), creating a federal
reinsurance program to assist insurance companies in paying for claims relating to acts of
terrorism. The program was intended to be a temporary measure to allow time for insurers to

develop solutions and products to insure against acts of terrorism. TRIA was set to expire in
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2005, but was extended until 2007. In December of 2007, it was extended for another seven
years until December 31, 2014. NCCI filed the loss costs with the MIA on July 24, 2014 to
ensure time for a proper review and for insurers to adopt the filing and/or make changes to the
loss costs multipliers they have on file. On January 12, the President signed into law TRIA of
2015, which amends the expiration date of TRIA to December 31, 2020. Given this extension,
NCCI will not be making additional filings as a result of an increased exposure.
Conclusion

Ninety-six insurance groups reported workers’ compensation insurance premium earned in
Maryland. In 2015, the total written premium increased by $31,529,818. Further, NCCI filed its
pure premium loss costs for Maryland with the MIA on August 4, 2016. The filing was approved
by the MIA on August 22, 2016, with an effective date of January 1, 2017. The overall approved
change for the NCCI pure premium loss costs was a decrease of 9.9 percent. This decrease is
based on improved claims experience (-8.1%), decreasing loss ratio trends (-3.5%), and an
increase in indemnity & medical benefits (+0.8%). The workers compensation market in

Maryland remains healthy and competitive.
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