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Compensation
Insurance

SB 679 Study

Statement of IWIF

Senate Bill 679 requires the MIA to study IWIF ratemaking procedures and to: (1)
determine whether IWIF’s ratemaking practices produce actuarially sound rates; (2)
analyze the cost implications to IWIF if NCCI affiliation were required; and (3) to
compare IWIE’s experience rating plan to the NCCI rating plan for small employers. In
addition, the Bill directs the MIA to identify other provisions of law relating to consumer
protection and financial soundness that apply to the industry generally but not to IWIF,
We address each of these matters below.

December 10, 2008

IWIF’s Rates are Actuarially Sound.

IWIF rates are clearly actuarially sound. IWIF rates are determined by a highly qualified
outside actuary (Deloitte Consulting, LLP) who determines the rates based on sound
actuarial principles and detailed loss cost data. The rates are then reviewed by IWIF’s
Chief Actuary, who also is a highly qualified (Fellow of the Casualty Actuarial Society
and a member of the American Academy of Actuaries) and approved by the IWIF Board.
(See IWIF Exhibit 1). The report of Merlinos and Associates Inc. confirms the basic
soundness of our rates. Whether or not Merlinos, or another actuary, would select
different expense factors and the like is wholly immaterial. The Legislature’s only
question was whether TWIF rates are sound from an actuarial standpoint. The answer is
plainly yes.

NCCI Affiliation is Unnecessary and Unwise

IWIF affiliation with NCCI would require IWTF to file its data with NCCI, file its rates
from NCCI loss costs and follow all of the NCCI rules and procedures. This would be a
dramatic departure from existing law and policy, would retard competition and would be
quite detrimental to small business in Maryland, municipal governments and counties. Jt
would also create an unnecessary expense to IWIF, a cost that would ultimately be passed
on to our policyholders. Moreover there is no significant benefit flowing from a
requirement that IWIF be affiliated with NCCI. The Maryland system is remarkably
stable and IWIF rates have been excellent. A significant change in the system is therefore
unnecessary and unwise.

The IWIF Exemption Enhances Competition. Workers’ compensation insurers in
Maryland are generally required by statute to be affiliated with NCCL Insurers report
their claims data to NCCI and, from the aggregate of these reports, NCCI determines loss
costs. Insurers are required to adhere to NCCI’s classification system, experience rating
plan and rating rules. NCCI makes an annual pure premium filing with the Maryland
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Insurance Administration and this filing forms the base line for ratemaking by member
companies.

Currently, IWIF is exempt from NCCI affiliation and from filing its data with NCCI. This
is a long-standing statutory exemption and IWIF has never filed with NCCL Instead,
IWIF has, over the decades, developed its own loss costs data system, based on IWIF loss
experience. Rates are formulated based on this data, in consultation with IWIF’s outside
actuary (Deloitte Consulting LLP) and approved by IWIF’s Board. Because IWIF uses its
own loss and in some cases IWIF specific Class Codes, IWIF rates offer an alternative to
NCCI rates and fosters competition. This would be lost if TWIF is required to join NCCL
This point has been made in a number of letters and testimony from independent
producers who place business with both IWIF and our competitors.

NCCI Affiliation Would Be Detrimental To Small Business, If IWIF were required fo
be part of the NCCI system, IWIF would have to abandon experience rating for very
small employers. This would be very detrimental to small business in Maryland. Based
on 2008 numbers, if IWIF is required to adhere to the NCCI experience rating plan, 3,863
policies covering very small business (three year premium between $800 and $3000)
would lose the 5% discount now provided. In addition 9,231 small business policies
between the IWIF threshold and the NCCI threshold would lose their experience rating
and have their rates increased (684 would have rates decreased). The end result would be
that 13,000 small businesses would see a rate increase and would lose the safety related
incentive.

NCCI affiliation would be costly to IWIF, If TWIF were required to be part of the

NCCI system, the cost would be substantial including fees to NCCL major system

changes, daily reporting of data and responding to special data calls. TWIF estimates this
annual cost to be in excess of $1 million. This is based on the cost cited by NCCI (almost
$700,000 per year upon Full Affiliation) plus our internal costs in terms of personnel, and
programming. The cost could be much higher. Whatever the costs, the costs will be
passed on to Policyholders.

NCCI affiliation would not “level the playing field” Periodically, IWIF’s competitors
complain that IWIF has unfair competitive advantages and that the “playing field should
be leveled.” Not being affiliated with NCCI is one of those asserted unfair advantages.

To be sure, IWIF does have some competitive advantages but these are totally
outweighed by our competitive disadvantages. A true level playing field would entail, at
a mitimum:

¢ Allowing IWTF to reject business based on underwriting criteria such as poor credit,
level of hazard or safety history. IWIF is obviously the only company that is required
to take all comers. A level playing field would entail prohibiting the rest of the market
from rejecting any policyholder.
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* Allowing IWIF to write other lines of insurance which would allow IWIF to spread
the risk and allow IWIF to package workers’ compensation with other types of
commercial insurance. Being a mono-line carrier is a significant competitive
disadvantage.

* Allowing IWIF to write workers compensation insurance in other states so that TWIF
could compete on a level playing field in the Washington area where many employers
have multi-jurisdiction operations.

* Removing IWIF from various laws that apply to IWIF as a quasi-public entity
including the State Public Information Act; the State Tort Claims Act and the State
Ethics Law but do not apply to IWIF competitors. :

These are all significant competitive disadvantages that IWIF operates under and plainly
off-set any advantages we may have based on our unique statiis. The only way to truly
level the playing field would be to convert IWIF into a mutual insurance company, a
result no one would welcome. The current balance is appropriate and has worked. In
fact, with all the supposed competitive advantages, IWIF’s written premium has over the
last decade, gone from $107 million to $326 million and back down to $189 million.
(IWIF Exhibit 2) At the same time IWIF’s market share has fluctuated between 18.9%
and 33.9%. (IWIF Exhibit 3). Surely significant competition exists in the Maryland
marketplace.

Applicable Laws

SB 679 also directs the MIA to “identify other provisions of law relating to consumer
protections and financial soundness that are enforced by the Administration and are
applicable to other property and casualty insurers, but are not applicable to the Fund.” As
set forth below, it is IWIF’s position that IWIF is, to the same extent as all property and
casualty insurers, subject to: (a) the provisions of the Workers’ Compensation law (Title
9 of the Labor and Employment Asticle) including all the provisions regarding claims and
benefits; (b) the statues regarding the Uninsured Employers’ Fund (Title 10, Subtitle 2, of
the Labor and Employment Article) and the Subsequent Injury Fund (Title 10, Subtitle 3,
of the Labor and Employment Article). These are the main sources of law that protect
injured workers and ensure that claims are properly handled. We regard these laws as the
principle consumer protection laws in the workers’ compensation system.

In addition, IWIF is subject to those portions of the Insurance Article that either (a)
specifically reference IWIF or (b) were incorporated into IWIF’s organic law by Senate
Bill 881, (Chapter 567, 2000 Laws of Maryland) and Senate Bill 679, (Chapter 612, 2008
Laws of Maryland). General laws that apply to “insurers” do not apply to IWIF.

By way of background, IWIF was created as the State Accident Fund in 1914 and was
part of the State Industrial Accident Commission. Originally, IWIF was a traditional state
agency and general insurance laws did not apply. See Nationwide Mut. Ins. Co. v. U.S.
Fidelity & Guar. Co. 314 Md. 131, 142, 550 A2d 69, 74 (1988). (“that a statute
regulating persons and corporations does not include the government itself unless that
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intention is clear, has been consistently adhered to in this State for a long time.”). This
began to change in 1988 when IWIF became largely independent of State government
under Chapter 585, Laws of Maryland (1987).

In 1999, the Governor’s Task Force to Study IWIF made several recommendations to the
Legislature concerning IWIF, including subjecting IWIF to partial regulation by the
Maryland Insurance Administration. This recommendation did result in legislation that
applied very specific portions of the Insurance Article to IWIF, effective on October 1,
2000. See Senate Bill 881, (Chapter 567, 2000 Laws of Maryland). This legislation
specifically applied to IWIF the following provision of the Insurance Article: §2-205,
§2-207 §2-208 and §2-209 (Financial Examinations); Title 4, Subtitle 3, (Risk Based
Capital); Title 5, Subtitles 1, 2, and 9 (Assets and Liabilities); Title 9 (Impaired Entities);
Title 12, Subtitle 1 (Policy Forms and Provisions); Title 19, Subtitle 4, except for §19-
403 (Setting Premium Rates); and Title 27, (Unfair Trade Practices).

In 2008, Labor and Employment Article, §10-125 was again amended, this time through
Senate Bill 679, Chapter 612, Laws of Maryland (2008). Under Senate Bill 679, IWIF
became subject to all of Title 2, Subtitle 2 of the Insurance Article, including market
conduct examinations and the general enforcement powers of the Commissioner.

Senate Bill 881 and Senate Bill 679 subjected IWIF to extensive regulation but did so in a
very selective fashion and did not render IWIF an authorized insurer. Therefore, IWIF is
subject to those portions of the Insurance Article which are referenced in Labor and
Employment Article, § 10-125 but is not generally subject to the Insurance Article.

The current status of the law is that IWIF is subject to most of the Insurance Article and
virtually all of the Insurance Article that relates to financial solvency and consumer
protection. This is summarized in the attached chart. (IWIF Exhibit 4). With the arguable
exception of Title 10 (Regulation of Insurance Professionals) and the ratemaking
provisions none of the laws to' which TWIF is exempt relate to consumer protection or
financial solvency.

The Current System is Stable and is not in need of an Overhaul

Overall, workers’ compensation rates have been excellent. A recent study ranked
Maryland as having rates that were placed at 44™ lowest out of 51 states and the District
of Columbia (IWIF Exhibit 5). This was an improvement from 40 just two years ago.
Both IWIF rates and NCCI rates have gone down over the past several years as follows
for a cumulative decrease of -7.1% (IWIF) and -9.5% (NCCI). (IWIF Exhibit 6).

Given the stability of IWIF’s and the benefits IWIF’s system provides to small business,
there seems little reason to require a major overhaul of IWIF’s ratemaking sysiem at this
time. While TWIF could comply with a legislative directive to affiliate with NCCI, the
costs and potential disruption to a stable system greatly outweigh any potential benefits.
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Conclusion

For all the above reasons, IWIF urges the Commissioner to report to the Legislature the
following conclusions:

1. IWIF’s rates are actuarially sound.

2. If required to be affiliated with NCCI, IWIF would incur significant costs for
no discernable benefit. These costs would be passed on to policy holders.

3. Affiliation with NCCI would be detrimental to small employers in Maryland as
the NCCI rules impose a much higher threshold for experience rating.

4. IWIF is already subject to the vast majority of the laws that apply to the
property and casualty industry and there are no other laws relating to financial
soundness or consumer protection that should be extended to IWIF at this time.

Contacts:
Thomas Phelan Dennis Carroll
President & CEO General Counsel
(410-494-2050) (410-494-2265)
tphelan@iwif com dearroll@iwif com
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8722 Loch Raven Blyd. Towson. Md 21286
(410) 494-2263; Fax (410)~494-2001

Dcarroll@iwif com
June 17, 2008

P. Randi Johnson

Associate Commissioner

Property and Casualty

Maryland insurance Administration
525 St. Paul Place

Baltimore, Maryland 21202-2272

Dear Associate Commissioner Johnson:

In connection with the pending MIA Study under Senate Bill 679, I have attached an actuarial
analysis of IWIF’s rates prepared by IWIF’s Chief Actuary Rial Simons. Mr. Simons is a Fellow
of the Casualty Actuarial Society and is a member in good standing of the American Academy of
Actuaries. Mr. Simons concludes that the methodologies used in regard to loss trends and
development, as well as individual class rates, are in accordance with the generally accepted
practices of actuaries. Further, Mr. Simons concludes that “it is my considered opinion that the
rates produced by this process . . .are actuarially sound, ensuring TWIF’s financial strength, and
producing rates that are adequate, not excessive and not unfairly discriminatory.”

I have also enclosed a copy of “Injured Workers’ Insurance Fund, Rate Level and Classification
Analysis, Effective 1/1/08.” This is the full analysis for IWIF’s 2008 base rate level and
classification rates by tier prepared by our outside actuary Deloitte Consulting LLP. This study
was based on “IWIF’s historical data and actuarial principles promulgated by the Casualty
Actuarial Society and American Academy of Actuaries.” (Id. p.1).

By way of background, I would note that TWIF has historically been exempt from the general
requirement that insurers be a member of the rating organization and file its rates with the MIA.
As a result, IWIF has established its own rating system and annually presents its rates to its
Board of Directors for approval. This system is based on IWIF loss experience and produces
rates that are actuarially sound and meet the general standards for fairness in ratemaking.

I would also note that IWIF has purchased (as a non-affiliate) the NCCI’s Classification System
and uses the same NCCI class codes that other insurers use. However, in very limited respects,
IWIF does deviate from the NCCI classification system. This occurs mainly in connection with
municipal and governmental accounts that use IWIF’s blended classification for “municipal
employees” rather than specifying each classification. :



Finally, I would note that IWIF does not adhere to NCCI rating or experience rules. For
example, IWIF uses experience modifications for policies below the NCCI threshold.

We believe it is clear that, despite the variations from NCCIL, IWIF’s rates are based on well
accepted actuarially principles and are actuarially sound. We hope these materials are adequate
to establish that fact and will assist you in your report to the General Assembly.

If you require further information, please contact me.

Sigcerely,

i

Dennis W. Carroll
General Counsel

DWC:dew
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. The Actuarial Soundness of IWIF’s Ratemaking Process and
Methodology

Summary and Overview of IWIF’s Current Ratemaking Process

By statute, IWIF’s Board of Directors is required to annually adopt a schedule of rates
that most accurately measures the level of hazard for each policyholder, provides
incentives to prevent injuries to employees and ensures the solvency of the Fund from
year to year (per Title 10 Section 131 MD Labor and Employment Article).

To assist in the process of analyzing rate levels, IWIF has retained and appointed an
actuary, Jan Lommele, who is a Fellow of the Casualty Actuarial Society and a Member
of the American Academy of Actuaries (the highest set of professional designations that
an accredited actuary can attain), who is a principal at an internationally respected
independent actuarial consulting firm (Deloitte Consulting LLP) to annually review its
workers compensation base rate levels for overall rate level adequacy and to develop an
overall indicated base rate level change. In addition, Deloitte Consulting (under Mr.
Lommele’s direction) develops classification rates by tier and performs a classification
analysis at the IWIF selected base rate change level.

The base rate indications and classification rates produced by Deloitte are based on
IWIF’s historical data. In his rate level analysis report for 2008 rates, Mr. Lommele states
(Executive Summary — Purpose and Scope) that the indications and rates are developed
using actuarial principles as promulgated by the Casualty Actuarial Society and the .
American Academy of Actuaries.

Mr. Lommele and Deloitte Consulting have performed actuarial rate reviews for TWIF
since 1990.

After Deloitte has produced the rate making report, and submitted it to IWIF, it is
reviewed by IWIF’s in-house actuary (also a Fellow of the Casualty Actuarial Society

-and a Member of the American Academy of Actuaries) and passed on to members of
IWIF’s Pricing Committee, consisting of executives and senior staff principally from
IWIF's finance, underwriting, marketing, and claims departments. Generally, the rate
level indications are given in the form of a range (usually a midpoint estimate with a
range equal to +/-5%), all based on variations in actuarial pricing factors (for example
frequency trends, severity inflation trends, expense trends, impacts of legislation, and
judicial decisions on loss costs, etc.). After examining the overall rate level indications
and the individual indicated classification relativity changes, the Pricing Committee
makes a recommendation, which is then carried forward to the Board of Directors for
action at their annual budget meeting,

Similarly, IWIF’s Experience Rating Plan (which is independent of NCCI’s and was
designed by actuaries at Deloitte Consulting) is reviewed by its in-house actuary for
actuarial balance (keeping the plan’s debits and credits relatively aligned with one



another). Recommendations are then also carried forward by the Pricing Committee to
the Board for their consideration.

Actuarial Soundness and Insurance Rate Regulation Goals

It has long been recognized that the three major goals of insurance rate regulation are that
rates are not to be inadequate, not excessive, and not unfairly discriminatory. Actuarially

* sound rates are intended to meet these criteria. This subject is also specifically addressed
and reviewed in Title 11, Section 306 (11-306 Rate making principles generally) of the
Maryland Annotated Code.

Rates Not Inadequate

Inadequate rates, over the long term, dramatically increase the probability that an insurer
will become insolvent and not be able to fulfill its obligation to pay its policyholders’
claims. According to a study by AM Best (a financial rating agency that specializes in
insurance), in recent years over 60% of property/casualty insurance company financial
impairments have been caused by inadequate pricing and loss reserves.

Rates for a specific coverage should be sufficient to pay for all the claims and expenses
of an insurer as well as providing for an opportunity for a fair rate of return in relation to
the risk assumed. An insurer not only faces the usual business risks that other enterprises
face, but it also faces risks that other industries do not. Generally, insurers do not know
(and may not know until many years later) what their eventual actual paid claims and
related expenses will be when policies are sold. Unexpected increases in inflation and or
frequency of claims, as well as catastrophes, and unanticipated financially adverse
judicial decisions and legislative initiatives can each easily eliminate the profitability of
the insurer’s product.

Rates Not Excessive

It goes without saying, that insurers should not earn an excessive or unreasonable profit.

Regulators have used a number of factors in determining whether rates are excessive. The

following list is taken from a textbook used by the American Institute for Chartered

Property Casualty Underwriters to train executives in the employed in the insurance arena

(Insurance Operations, Regulation. and Statutory Accounting 2% Ed., p 2.31); “These

factors include (1) the number of insurers selling a specific coverage in the rating

- territory, (2) the relative market share of competing insurers, (3) the degree of rate

- variation among the competing insurers, (4) past and prospective experience fora given
type of insurance, (5) possibility of catastrophe losses, (6) margin for underwriting profit
and contingencies, (7) marketing expenses for a given type of insurance, and (8) special
judgment factors that might apply to a given type of insurance.

Regulators sometimes use a fair rate of return approach in determining whether rates are
adequate or excessive.”



Not Unfairly Discriminatory

A%ain from the textbook, (Insurance Operations. Regulation, and Statutory Accounting
2!1

Ed., p2.31-2.32) “The third goal of insurance rate regulation is that rates not be
unfairly discriminatory. The word “discrimination”, as usually used, carries negative
connotations, but the word itself is neutral, implying only the ability to differentiate
among things. Discrimination, in the neutral sense, is essential to insurance rating.
However, insurers’ discrimination must be fair and consistent. This means that loss
exposures that are roughly similar regarding expected losses and expenses should be
charged substantially similar rates” (emphasis in the original).

“Only unfair discrimination is prohibited, not Jair (emphasis in the original)
.discrimination. If loss exposures are substantially different in terms of expected losses
and expenses, then different rates can be charged.” '

This issue is highly related to the issue of actuarial rate equity, i.c. policyholders of like

- expected loss and expense exposure should have like rates. For example, the risk of
workers compensation injury for an entity in the roofing business differs substantially,
from one, for example, whose operations relate to computer software development. So it
should be of no surprise that the rates for these two businesses are substantially different.
On the other hand, two roofers with similar risks, operations, loss experience, and success
of loss control efforts, should have fairly similar rates.

Actuarial Standards Relating to Actuarial Sound Rates & Ratemaking

The primary source for the definition, and criteria for the concept of what constitutes

actuarially sound rates and ratemaking are contained in the Statement of Principles
‘Regarding Property and Casualty Ratemaking as promulgated by the Casualty Actuarial

Society and is regarded as authoritative by all of its members.. The Statement itself states;

“The principles contained in this Statement provide the foundation for the development
-of procedures and standards of practice. It is important that proper actuarial procedures be
employed to derive rates that protect the insurance system’s financial soundness and
promote equity and availability for insurance consumers.”

.To begin with, the Statement offers a definition of Ratemaking, and then proceeds to list
the Principles and Considerations that define the concept of actuarially sound rates.

Definition of Ratemaking

“Ratemaking is the process of establishing rates used in insurance or other risk transfer
mechanisms. This process involves a number of considerations including marketing
goals, competition and legal restrictions to the extent they affect the estimation of future
costs associated with the transfer of risk. This statement is limited to principles applicable
to the estimation of these costs. Such costs include claims, claim settlement expenses,
operational and administrative expenses, and the cost of capital.”



The statement then goes on to list and briefly describe these costs; incurred losses,
allocated loss adjustment expenses, unallocated loss adjustment expenses, commission
and brokerage, other acquisition costs, taxes, licenses and fees, policyholder dividends,
general administrative expenses, and underwriting profit and contingency provisions
(considered with investment and other income to provide an appropriate rate of return).

Principfes of Ratemaking

“Ratemaking is prospective because the property and casualty insurance rate must be
developed prior to the transfer of risk.

Principle 1: A rate is an estimate of the expected value of future costs.
Ratemaking should provide for all costs so that the system is financially sound.
Principle 2: A rate provides for all costs associated with the transfer of risk.

‘Ratemaking should provide for the costs of an individual risk transfer so that equity
among insureds is maintained. When the experience of an individual risk does not
‘provide a credible basis for estimating these costs, it is appropriate to consider the
aggregate experience of similar risks. A rate established from such experience is an
estimate of the costs of the risk transfer for each individual in the class.

Principle 3: A rate provides for the costs associated with an individual risk transfer,

Ratemaking prodiices cost estimates that are actuarially sound if the estimation is based
on Principles 1, 2, and 3. Such rates comply with four criteria commonly used by
actuaries: reasonable, not excessive, not inadequate, and not unfairly discriminatory.

Principle 4: A rate is reasonable, and not excessive, inadequate, or unfalrly
discriminatory if it is an actuarially sound estimate of the expected value of all
. future costs associated with an individual nsk transfer.”

Consnderatlons

“A number of ratemaking methodologies have been established by precedents or
common usage within the actuarial profession. Since it is desirable to encourage
experimentation and innovation in ratemaking, the actuary need not be completely bound
by these precedents. Regardless of the ratemaking methodology utilized, the material

- assumptions should be documented and available for disclosure. While no ratemaking
methodology is appropriate in all cases, a number of considerations commonly apply a

The statement then lists and briefly dxscusses each of the following conmderaiwns:
exposure unit, data, organization of data, homogeneity, credibility, loss development,



Trends, catastrophes, policy provisions, mix of business, reinsurance, operational
changes, other influences, classification plans, individual risk rating, risk, investment and
other income, and actuarial judgment.

Actuarial Standards of Practice (ASOPs)

- As part of promulgating actuarially sound rates actuaries are required to follow the
Actuarial Standards of Practice (ASOPs) as put forth by the Actuarial Standards Board,
which is part of the American Academy of Actuaries and adhered to by requirement by
all members of the Casualty Actuarial Society.

The following table lists Actuarial Standards of Practice (ASOPs) that are relevant to
property/casualty insurance ratemaking taken from the American Academy of Actuary’s
Applicability Guidelines for Actuarial Standards of Practice, developed by the
Council on Professionalism of the American Academy of Actuaries. Note that the
Guidelines explicitly state that “..although the guidelines are meant to encourage the
professionalism of actuaries, they are not intended to be exhaustive, nor are they, in any
sense, authoritative by nature. Ultimately, it remains the actuary’s responsibility to
identify the standard or standards that apply to each assignment, and to appropriately
apply such requirements when performing that assignment.”

Standards of Actuarial Practice Applicable to Ratemaking (Property/Casualty)

ASOP No. | Title

9 Documentation and Disclosure in Property and Casualty Insurance
Ratemaking, Loss Reserving, and Valuations :

12 Risk Classification (All Practice Areas)

13 Trending Procedures in Property/ Casualtz Insurance Ratemaking

23 Data Quality

25 Credibility Procedures Applicable to Accident & Health, Group Term Life,

' and Property Casualty Coverages

29 Expense Provisions in Property Casualty Insurance Ratemaking

30 Treatment of Profit and contingency Provisions and the Cost of Capital in
Property Casualty Insurance Ratemaking

38 Using Models Outside the Actuary’s Area of Expertise (Property and
Casualty)

39 | Treatment of Catastrophe Losses in Pmper’cy/CasuaIty Insurance
Ratemaking

41 Actuarial Communications

For further details regarding the above standards the reader is referred to the website of

the Actuarial Standards Board (http://www.actuarialstandardsboard.org/).

Actuarial Standards of Practice are Principles Based




According to the ASB’s Introduction to the Standards of Practice - 3.1.6; “The ASOPs
are principles-based and do not attempt to dictate every step and decision in an actuarial
assignment. Rather the ASOPs provide the actuary with an analytical framework for
exercising professional judgment, identifying factors that the actuary should consider
when faced with a particular type or aspect of professional service. The ASOPs
intentionally leave significant room for the actuary to use professional judgment when
selecting methods and assumptions, conducting an analysis, and reaching a conclusion,
whether a single value or a range of values. Emphasizing process over outcome, the
ASOPs recognize that actuaries can and do reasonably differ in their preferred
methodologies and choices of assumptions and can reasonably reach differing opinions,
even when faced with the same facts. Two actuaries could follow generally accepted
practice, both using reasonable methods and assumptions, and reach appropriate results
that could be substantially different.”

Summary of the Basics of the Workers Compensation Manual Rate System

In general an equitable premium should cover the claims a policyholder is expected to
have (on average) during the up coming year as well as the insurer’s expenses in writing
the policy (underwriting, commissions, loss control, etc.). The insurance industry’s
starting point for determining a policyholder’s premium for workers’ compensation
insurance is base rate (some times referred to as the manual or class rate) times the
policyholders’ payroll (in $100 units). .

Payroll as an Exposure Base for Premium

Why use Payroll? Obviously, a business with a workforce twice as large as another
business in the same industry should roughly have twice the base premium, since they
have twice the opportunity for workers compensation claims to occur. Payroll then is
used as a measure of workforce size and consequent exposure to possible loss.
Worker/Hours could be used instead, but there are a number of significant advantages to
the use of payroll as a measure of exposure to loss (and therefore also as an exposure
base for base premium). First, wage loss payments made to injured workers are hi ghly
related to their current wages (benefits are frequently expressed as a certain number of
weeks times a fixed % of a workers average weekly wage). Obviously, then indemnity
payments are strongly correlated to workers payroll. Secondly, unlike worker/hours,
payroll is a number already collected by the policyholder for various financial purposes,
and does not have to be separately kept track of. Therefore there is far less work to be
done on the part of the business owner in keeping track of payroll alone rather than both
payroll and worker/hours, it is easier for the insurer to audit, and more difficult to
fraudulently manipulate, helping to ensure equity amongst policy holders.

Rates are by Class of Business
The workers compensation insurance industry (through the various ratemaking bureaus

such as the NCCI) has traditionally produced rates by industry, since there is a
fundamental difference in workers compensation insurance claims experience by type of



industry (with some exception classes such as clerical employees, and outside salesmen,
occupations common to almost all businesses). As has already been mentioned there is a
substantial difference between the risk of worker injury at a soft ware developer and a
roofing company. IWIF uses the vast majority of classes of business that the rest of the
insurance industry uses, with some exceptions. For example, IWIF uses a different set of
classes for Counties and Municipalities than the rest of the industry.

Review of the Injured Workers’ Insurance Fund Rate Level Analysis Report

As stated above Jan Lommele, FCAS, FCA, MAAA of Deloitte Consulting annually
produces a report to IWIF analyzing its overall rate level indications along with a
classification analysis for rates effective January 1 of the following year. This particular
study will review Deloitte’s report for rates effective January 1, 2008 for use with policies
with effective dates in 2008, as representative. Deloitte’s report includes a descriptive
narrative, which contains more specific details of both Deloitte’s ratemaking
methodology and assumptions than is given in this review, which contains only a brief
summary and comment. For a more comprehensive understanding it is recommended that
the reader refer to Deloitte’s report.

Overview of Overall Indication

Methodology

According to the text published by the Casualty Actuarial Society, Foundations of
Casualty Actuarial Science (4" Ed,), pp 87-88 There are two basic methods recognized as
generally accepted actuarial methodologies used for projecting rate level indications in
manual ratemaking. They are the pure premium, and loss ratio methods. Deloitte’s
approach (under the direction of Jan Lommele, FCAS, MAAA) uses the pure premium
method to determine the overall rate indication.

The fundamental goal of any ratemaking method is that it should produce a projection of
losses and expenses that can be expected to hold during the year in which rates take
effect. The pure premium method first develops a pure premium (to cover the loss cost of -
claims) by taking the historical claims experience per unit of exposure (in the case of
workers compensation — per $100 of payroll) and making a number of adjustments to
project it to future levels during which rates are effective. The same is done to the
corresponding historical payroll. The adjusted claims experience is then divided by the
~ underlying adjusted payroll corresponding to the policies from which the claims
experience arose (again in $100 units). For example, if the total adjusted historical claims
experience were $160,000,000 (for policies effective in 2006) and the adjusted payroll of
policies exposed to loss during that historical period was $8,000,000,000, then the pure
premium would be $2.00 per $100 of payroll (100*$160M/$8,000M). The pure premium
itself, however, is only enough to cover the cost of projected claims. At this point it is
necessary to develop an appropriate expense and investment income loading to produce a
final average projected base rate.



This second step incorporates an expense load, which contemplates all expenses related
to the insurance product, such as commissions, other acquisition expenses, taxes, licenses
and fees, statutory assessments (such as guaranteed fund assessments, etc.), loss
adjustment expenses and general administrative expenses.

Finally, there is the addition of an (investment income)/(contingency-profit load), aﬁd the
resulting indicated average base rate is then compared (or ratioed) to the current average
base rate, to produce an indicated base rate level change.

Caleulation of the Pare Premium
Payroll Adjustments

‘The two basic adjustments done to the historical experience period payrolls to bring them
to current levels consist in developing payrolls to ultimate (to account for projected
payroll audit adjustments), and to apply a payroll trend to adjust for wage inflation.

Payroll Development

At the inception of any policy year the payroll reported by policyholders is by necessity
only an estimate, since the actual payroll expense incurred by the insured business
owners will only be known after the period covered is completed. The insured’s payroll is
then audited and an adjustment to premium is made (either up or down). Generally, due
to wage inflation, and economic growth this adjustment is an upward one rather than
downward. Therefore, reported payroll exposure for a particular coverage year is
expected to grow until audits for that year are completed. To arrive at an ultimate payroll
exposure it is therefore necessary to reflect this historical growth pattern (as does the
NCCl in its loss cost filing). Deloitte’s methodology of using payroll development
triangles is a commonly used and accepted method, and the resulting factors appear
reasonable.

Payroll Trend

According to Deloitte’s report “A payroll trend is used to adjust the payroll in the
experience period for which the base rates are being calculated.” The payroll trend
adjusts payroll for wage inflation so that it will equal the expected level of payroll for the
period in which rates will be effective. Deloitte uses the state average weekly wage as
promulgated by the Maryland Workers Compensation Commission to measure wage
-inflation over time, and this appears to be an appropriate technique. The selected payroll
trends also appear reasonable (given industry norms) given the historical data.

Loss Adjustments
There are four adjustments done to the historical period claims experience to bring it to

levels expected to prevail while rates are effective. They are; projecting historical losses
out to their ultimate paid level, reflecting the impact of benefit level changes (to account



for changes in the law and judicial decisions relating to statutory workers compensation
benefits), what is known as “severity trend” having to do with the effects of increases in
loss costs (particularly due to medical inflation and utilization) on the average size of a
claim, and frequency trend, which measures the change in claim frequency over time.

Projections of Ultimate Loss & ALAE

As claims occur, they are reported to IWIF, and the claims department sets up a reserve,
which reflects their current belief as to how much will be paid on the claim. As long as a
claim is open the incurred amount (the sum of the cumulative paid and the remaining
reserve amount) is periodically reviewed. There is an industry-wide historical pattem to
paid and incurred claim amounts, which shows that in aggregate they develop higher over
time. There are a number of reasons for this, including late reporting of claims, re-
opening of previously closed claims (for medical reasons) and the fact that larger claims,
which can take many years to pay out (sometimes over several decades), are much harder
to estimate in total until the claims are mature. Therefore it is not sufficient to use
incurred claims data that has not been projected out to its ultimate paid amount. Since Jan

" - Lommele also produces an annual projection of the historical ultimate losses & ALAE as

part of his annual reserve study (and used as support of his annual reserve opinion as
IWIF’s appointed actuary), Deloitte uses these projections in the ratemaking report. The
reasonableness of these loss reserve estimates has recently been attested to by an actuarial
firm hired by the Maryland Insurance Administration to review the adequacy of IWIF’s
loss reserve levels.

Benefit Level Changes

‘Workers Compensation claims are paid according to the statute in effect during the
experience period. If there have been changes in that statute, in administrative features
(such as medical and hospital fee schedules), or in judicial decisions relating to how the
statue is to be interpreted, that differ from the historical claims experience period, then
claims amounts from the past have to be adjusted to reflect current law. Deloitte uses the
estimates published by the NCCI in their annual statistical bulletins to reflect the

- quantitative impact of legislative and judicial changes to relating to workers
compensation claims. The only exception to this practice being the impact of the Harris
Decision on the compensability of claims. At the time of the Harris decision Deloitte
prepared its own independent analysis based on a study done by IWIF’s claims
department using IWIF claims data only. Deloitte’s analysis and its use of NCCI’s
estimates all appear to be reasonable and according to generally accepted actuarial

 practice.

Severity Trend

Severity trend measures the impact of claims costs changes and adjusts historical claims
experience to current claim cost levels. The principal component of claims cost changes
arise from medical inflation changes in medical utilization (increased/decreased use of
medical procedures, drugs etc.). Deloitte’s method seeks not to double count changes that



purely due to changes in benefits (see above), and factors them out in their analysis.
Deloitte uses IWIF’s own claims data and compares the result to NCCI's published
results in its State of the Line Report (for reasonableness) before arriving at its selected
severity trend. The resulting numbers are well in line with industry results, and appear
reasonable as well.

Frequency Trend

The final adjustment to loss experience relates to frequency trend. Frequency trend
measures the number of claims per unit of exposure, which is payroll in the case of
workers compensation. Historically, claims per 100,000 workers (and therefore per $100
of payroll exposure) have been declining for the entire workers compensation industry
several decades. This fact has been attested to by both OSHA and the NCCI, among
others. This historical pattern has also held true for IWIF. Deloitte’s report reflects the
impact of IWIF’s declining claims frequency per $100 units of payroll exposure. The
methodology takes IWIF’s estimated ultimate claim count by accident year (adjusted for
the impact of the Harris decision to avoid double counting) and compares them to payroll -
adjusted to current wage levels, Finally, IWIF’s data is compared to the NCCI’s State of
the Line Report (again for reasonableness) before arriving at its selected trend. All of this
is done according to commonly accepted actuarial procedures,

Expense Loadings

Deloitte’s report contains the following expense loads: Guarantee Fund Assessment,
Claim Adjustment Expense, and General Expense. Both the Claim Adjustment Expense
load (to cover loss adjustment expenses and the General Expense Load (covering all
general administrative expenses, commissions, etc.) are based on IWIF’s history.
Currently IWIF is not a member of the Guarantee Fund Load, but is expected to be some
time later this year. All of these loadings appear to be appropriate.

Investment Income Loading

Deloitte’s report discounts the base rate for the expected investment income to be
generated by loss reserves arising out of premiums paid by policyholders. Workers
Compensation is known as a “long tailed” line of insurance, paying out claims occurring
in any accident year over many years (possibly several decades). After expenses are paid,
the remaining funds generated by the associated premiums are used to pay claims over
this extended period of time until all claims are paid. IWIF returns a portion of the
investment income by discounting its base rate by 3.25%. This amount was selected by
IWIF’s management to reflect a relatively safe level of return (below historical treasury
yields and IWIF’s investment yield), that would allow IWIF to continue to build on it’s
financial strength, while still returning a substantial portion of it’s investment income to
it’s policyholders. For example, IWIF’s yield on invested assets (according to the IRIS
ratios filed with the National Association of Insurance Commissioners) in 2007 was

. 5.20%. This interest differential (between its actual yield and 3.25%) allows IWIF a
margin for unexpected adverse inflationary and frequency trends, legislation, .



catastrophes, etc. and stands as an implicit contingency load in its rates, which is
according to actuarial practice. Note that being a nonprofit IWIF does not focus on
providing a rate of return to its shareholders but rather on its financial strength and its
ability to meet the promises it has made to policyholders and injured workers, as cost

efficiently as possible.
Overview of the Classification Analysis

Class Rates

Similarly to the rest of the insurance industry IWIF uses approximately 650 class codes,

each representing a different type of business, and with its own rate. Most of these classes

are the same as the NCCI’s, with a few exceptions, primarily for counties and

. municipalities. After the overall indication has been determined it must be spread back to
- each individual class code in an equitable fashion to balance back to the whole.

Methodology

Deloitte’s methodology involves the use of a balanced credibility weighted class
relativity model subject to rate change caps to determine each class codes rate. This
methodology is described in their report. To quote Deloitte’s report; “To determine the
base rate relativity for a given class we rely on the pure premium relativity of that class to
the extent that IWIF’s historical experience is credible.” Note that credibility is defined
by the Statement of Principles Regarding Property and Casualty Ratemaking as “a
measure of the predictive value that the actuary attaches to a particular body of data.
Credibility is increased by making groups more homogeneous or by increasing the size of
the group analyzed.” Their report goes on to say; “To the extent that IWIF’s historical
experience is not credible, we rely on a weighted average of the Maryland NCCI loss cost
relativity and IWIF’s current base rate relativity. At the request of IWIF, we apply 40%
weight tot the Maryland NCCI loss cost relativity and 60% weight to IWIF’s current base
rate relativity. Specifically, the base rate relativity for each class is determined using the
following formula: (g

Base Rate Relativity = Credibility x Pure Premium Relativity + (1.00 — Credibﬁity)
x {40% x NCCI Relativity + 60% x Current Base rate Relativity}.”

For further details the reader is referred to Deloitte’s Ratemaking Report. ASOP-no. 25
on credibility procedures list four criteria for an actuary to consider when selecting
credibility procedures. They are as follows: they should “a) produce results that are
reasonable in the professional judgment of the actuary”, b) “not tend to bias the result in
any material way”, c) be “practical to implement, and d) give consideration to the need to
balance responsiveness and stability.” Deloitte’s methodology appears to meet all of
these criteria, as well as being inline with generally accepted actuarial procedures.



Conclusion

- As discussed and demonstrated above, Deloitte’s report meets the various actuarial
standards as promulgated by the Casualty Actuarial Society and the Actuarial Standards
Board (which is affiliated with the American Academy of Actuaries), its methodologies,
in particular with regards to payroll trend and development, loss trends and development,
" expense and investment income loads, and its method for developing individual class
rates are ones that are generally accepted practices of actuaries. Deloitte’s associated
assumptions appear reasonable and are also well within industry norms. Therefore, it is
my considered opinion that the rates produced by this process and adopted by IWIF are
actuarially sound, ensuring IWIF’s financial strength, and producing rates that are
adequate, not excessive and not unfairly discriminatory.

Qualifications

This report has been prepared by IWIF’s Chief Actuary, Rial Simons, a Fellow of The
Casualty Actuarial Society, and a member in good standing of the American Academy of
Actuaries. Mr. Simons holds a Bachelor of Arts degree in Mathematics from Syracuse
University and a Master of Science degree in Applied and Computational Mathematics
from Johns Hopkins. He has over 25 years experience as an actuary, principally in the
workers compensation insurance line (including both Zurich and Royal & Sun Alliance),
and in addition, over the period of his career, has participated on a number of actuarial
committees of the NCCI (National Council on Compensation Insurance), as well as the
New York Compensation Insurance Rating Bureau, as well as on the Textbook Rewriting
Committee of the Casualty Actuarial Society for the fourth edition of the Foundations of
Casualty Actuarial Science (2001).
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IWIF Exhibit 4

Specifically | Specifically | Applies

applies to exempts generally to

IWIF IWIF insurers
without
specifying
IWIF

§ 9- ‘100? hAssessment on awards
and settlements (Uninsured § 9-402)
Employers)

~§ 10-101 to § 10-320

In ured Workers Insurance Fund
Tltle 1 Def"l 'r-‘utlons General
_rov_rs;ons A

§1 -207. F’articu[ar
provrs:ons ravalis

§'2 203. Oaths, witnesses, and
subpoenas_

§2 205. Analysis or examinations | X (from LE
of insurers, rating organizations, § 10-125)
and health maintenance
organlzatlons

TR IE T




Specifically
applies to
IWIF

Specifically
exempts
IWIF

| IWIF

Applies
generally to
insurers
without

specifying

§ 2-207. Conduct of examinations

X (from, LE
§ 10-125)

: '__§§ 2= 208 Expense of exammatmns

X (from, LE - | -
§ 10-125)

§ 2 209 Reports of exammatlons

X (from, LE
§ 10-125)

and 1nvesttgattons

X (from, LE .|

1 510125 |

X (from, LE
L §10 125)

3 (from LE'..':-" o b
§ 10- 125) e e

X (from, LE

Tl -

§”2—21'5; .Judzclal evie

X(from I e

" §2-401, Définitions.

§ 2-501 to § 2-506 Insurance
Regulation Assessment

“Title 3. Kinds of Insurers

§ 3 124. Bulk reinsurance
— S__tock_ insurers

e X (fmml .LE

for Insurers

< 8aar S Y S

§ 4-101. Certificate of
authority required;
exceptions

T §4-1021084.114

§ 4-115. Home office;
location of account
records and assets

X (from, LE

§ 10-125)

" §4-116. Annual and
_interim statements;
audited financial report

| X (from, LE *
1" §10-125) =

§ 4-117. Notice to third
party claimant of payment
to attorney




Specifically | Specifically | Applies
applies to exempts generally to
IWIF IWIF insurers
without
specifying
IWIF ;
© §4-118. Qualified of X (from, LE -
‘independent certified : § 10 125)

public accountants = . -

§ 4-205. Statutory
authorization required to
do insurance busmess

' :._ § 4- 301 10§ 4- 314 R
. Based Capital Stand:
" for Insurers

Tltle 5. Assets, Llabthtles
Reserves, and Investments of
lnsurers

i __.__:_énd Llabmtle__

§ 5-201 to § 5- 206
Reserves

§_ 10-125)

. §5-401 to § 5403
_-;-;;;._.Vaiuatlon of Investment

§5-601 to § 5-609
Investments of Insurers
Other Than Llfe

X (from LE |

§ 10-122)

[ X{fom ins.

§  5 701 and

T §5-702, §5-704 to §5-709
Admmfstratlon of Depos:ts aly|

 §5-901t0§5-905
(Reinsurance)

| X (from, LE

. §10-125)

Tltles Taxes and Fées s

.§6-101t0 § 6-120 Taxes -

§ 6-201 to § 6-204 Fraud
. Prevention Fee

X

§6-301t0§6-304
Retaliation

Title 7. Maryland lns.ura.nce
Acquisitions Disclosure and
Control Act

X (from, Ins

§ 7-103)

" Title 8. Entities that Act as
‘Insurers




Specifically
applies to
IWIF

Specifically
exempts
IWIF

Applies
generally to
insurers
without
specifying
IWIF -

§ 8-201 to § 8-209 Managlng
General Agents

X

. §8-301to0 § 8-322 -
~<Third Party Admmlstrators

i Tltle 9. lmpalred Entities

. §9-10110 §9 1.04 Regulatlonf":’_f X

. § 9201 to 9-232 quUidatlon. .
Rehabilitation, Reorganization,
and Conservatlon B4

§ 10-125)

5 9.401 to 94716
Life and Health Insurance
__Guaranty Corporatlon Act

X (from, LE
§ 10-125)

§ 10 101 to§ 10 132
; Insuranc.e Producers ele

Titl'é'11'.lmlr'1'surance Rating Law . G S E B I T S

" § 11-101 Definitions

§11201t0 § 11-232 Prior

_Approval Rate Making

X (§ 11-
202(b)(5))

- §11-30110§ 11 344 Competztlve'_' |

Rate Making-

X (§11-.
- 303(a)(7))

Title 12, Policy Fornms and
Prowsmns

§12101’to§12—107 T
ik I B a8 10-128).

X (from, LE 17

“Title 19, Propertyand
Casua]ty Insurance

- §19-101 to§19114 Genera[ R |

Provisions .

§ 19-402, §19-404, §19~405 § 19

X (from, LE | __
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IWIF Exhibit 5

2008 Oregon Workers’ Compensation
Premium Rate Ranking Summary

‘Department of:-Consumer.& Bus iness:Ser e

By Mike Manley and Jay Dotter
Oregon employers in the voluntary market pay, on average, the 39th highest w\orkcrs' compensation premium
rates in the nation.

Oregon’s premium rate index is $1.88 per $100 of payroll, or 83 percent of the national median. National pre-
mium rate indices range from a low of $1.08 in North Dakota to a high of $3.97 in Alaska, with a median value

of $2.26. No jurisdictions have an index rate above $4; 6 are in the $3.00-$3.99 range; 31 are in the $2.00-82.99 .
range; and 14 have indices under $2.00. Indicies are based on data from 51 jurisdictions, for rates in effect as of

January 1, 2008.

Figure 1. 2008 Workers’ compensation premium index rates

NH

"] Under $1.50

i $1.50-%1.89
B8 s2o00$249
Bl s2505299
B8l s3.00$349
Bl Above $3.50

Classification codes from the National Council

i celeaon R S s £ e S I
Cletloal 6ffios employses NOC e #us study. Of approximately 450 acqve clgsses
T p in Oregon, 50 were selected based on relatt_va
e - - ; importance as measured by share of losses in

ollege: Professional employees & clerical 41 . P
Pysician and clerical - Oregon. To control for differences in industry
i distributions, each state’s rates were weighted by
Restaurant NOC 45 . .
o = 2002-2004 Oregon payroll to obtain an average
— :P' i = manual rate for that state. Listed in Table 1 are
e R i i S Oregon’s rankings in the top 10 of the 50 classifi-
Automobile service/repair center & diivers 34 cations.used.
Trucking: NOC — All employees & drivers 25 " 1
Health care smployees — Retirement, nursing, convalescent | _ 32 Table 2 (on the back) contains the premium

rate ranking for all 51 jurisdictions.



Table 2. Workers’ compensation premium rate ranking

Z008 | 2006 T [ ndex | Pereentef | -
_Ranking.|Ranking | . State. ~. |- Rate" |study median Effective Dats
1 1 Alaska 387 176% January 1, 2008
2 5 Montana 350 155% July 1, 2007
3 12 Ohie 332 147% July 1, 2007
4 7 Vermont 3.14 138% April 1, 2007
P - 19 New Hampshire 3.06 138% January 1, 2008
6 8 Maine 3.04 135% January 1, 2008 -
8 3 Delaware 296 131% December 1, 2007
8 4 Kentucky 2598 131% October 1, 2007
] 9 Alabama 2.90 129% March 1, 2007
10 13 Oklahoma 2.89 128% 8/1/07 State Fund, 1/1/08 Private
11 21 fliinois 279 124% January 1, 2008
12 11 Louisiana 2.76 122% October 1, 2007
13 25 South Carclina 274 121% May 7, 2007
14 2 California 272 121% January 1, 2008
15 18 Pennsylvania . 268 119% April 1, 2007
18 23 New Jersey 266 118% January 1, 2008
17 17 Texas 281 118% January 1, 2008
18 30 Nevada 2.58 115% March 1, 2007
12 10 New York 2.55 113% October 1, 2007
20 14 Connecticut 2.46 109% January 1, 2008
21 26 Tennessee 244 108% July 1, 2007
22 37 North Carolina 243 108% April 1, 2007
24 21 Minnasota 233 103% January 1, 2008
24 - 32 Mississippi 233 103% March 1, 2007
25 41 Georgia 229 102% August 3, 2007
26 22 Rhode Island 228 100% February 1, 2007
28 8 Florida 220 98% January 1, 2008
28 25 Missourl 2.20 7% January 1, 2008
29 16 District of Columbia 2186 96% November 1, 2007
32 27 New Mexico 2.15 95% January 1, 2008
32 38 Michigan 215 85% January 1, 2007
32 33 Nebraska 215 85% February 1, 2007
34 35 Wisconsin 212 84% October 1, 2007
34 32 Idahe 212 4% January 1, 2008
36 15 Hawvail 2.08 92% January 1, 2008
36 44 South Dakota 2,08 92% July 1, 2007
37 29 Wyoming 2.08 1% January 1, 2008
38 37 . | Washington 198 88% January 1, 2008
38 42 OREGON 1.88 83% January 1, 2008
41 34 West Virginia 1.86 83% July 1, 2007
41 45 lowa 1.86 82% January 1, 2008
42 43 Kansas 1.77 78% January 1, 2008
43 29 Colorado 1.76 78% January 1, 2008
44 | 40 Maryland 1.72 T6% January 1, 2008
45 46 Arizona 1.67 T4% January 1, 2008
45, 38 Utah 163 2% December 1, 2007
47 48 Arkansas 1.61 T1% January 1, 2008
48 49 Virginia: 1.43 63% April 1, 2007
49 47 | Massachusetts 1.39 62% September 1, 2007
50 50 indiana 1.23 55% January 1, 2008
51 51 North Dakota 1.08 48% July 1, 2007

Notes: Starting with the 2008 study, when two or more states’ Index Rate values are the same, they now are assigned the same
ranking. The Index rates reflect appropriate adjustments for the characteristics of each individual state's residual market. Rates
vary by classification and insurer in each state. Actual cost to an employer can be adjusted by the employer's experience rating,
premium discount, retrospective rating, and dividends,

mm&mh&mﬁm‘mpauaﬂonr&uhr&ahmdﬁeﬁpmﬂm. safety training, and by helping injured
workers retum to work quickdy.

da

The

infermation in this report is in the public domain and may be reprinted

without permission. Tisit the DCBS ITeb site, http://debs.oregon. gov.
To sign up for electronic notification of new publications, see the Information AManagement home page,
httpmined. s state.orus‘eximd ex; jA
Information Masagemeat Division
350 Winter St. NE, Room 300
P.O. Box 14480
Salem, OR 97309-0405
503-378-8254

440-2082 (10/08/COM)
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TO:
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SUBJECT:

Workers’
Compensation
Insurance

(410) 494-2265; FAX (410)-494-2001
DCARRO IF.COM

December 12, 2008
David Diehl,

Dennis Carroll

IWTF as a Competitive Insurer

MARYL p.NQ |N‘:::U
ADMINISTRA

RECENED

DEC 15 2008

npuNc

In support of my statement that IWIF's mission is, and always has been, to be both a

competitive insurer and the insurer of last resort, I offer the following documents:

1

3. Portions of the Second Annual Report of the State Industrial Accident
Commission (1916) which states:

- “Of the [various State] Compensation Acts, ... nine, like the

Maryland Act, provide for the operation of a State Fund ...in
competition with private insurance companies.” (p.5)

“It was predicted by competitors that the Fund would not be a
success; that it would get the undesirable or ‘bad risks’, but
after a year’s experience none of these fears have been

realized...the Fund is steadily growing..” (p.9)

“The creation of the Accident Fund brings about real
competition and safeguards employers from excessive rates.
The Commission believes that a healthy competition is the

wisest policy.” (p. 10)

A copy of a document titled “Why is IWIF a Competitive Insurer?” This was
drafted by me and contains some of the policy and historical reasons
supporting IWIF's dual role as a competitive insurer and insurer of last resort.

Portions of the First Annual Report of the State Industrial Accident
Commission (1915) which states:



“There are several types of State Fund Insurance actually in
operation in America, all of which are slight deviations from
one of two systems, namely: Exclusive State Funds, and State
Funds in competition with stock or mutual companies.... The
Maryland Fund is the second class mentioned, namely: a Fund
in competition, nominally at least, with stock and mutual
insurance companies..” (p. 17,18)

“In addition... there is also advanced the argument that a State
Fund is advisable as a check on private companies, especially
in keeping down the rates charged for the class of insurance.”

(p- 18)

“The right of the State Fund’s entering into competition with
the stock companies or the wisdom of its doing so has been
questioned by some; suffice it to say that at least so far, the
Commission has not entered into such competition by active
solicitation. ” (p.18)

4. Portions of the 1987 Report of the Governor's Commission to study the
workers’ compensation system which states:

“Maryland SAF (State Accident Fund) is not an ‘assigned risk
pool’ insurer. Any employer who chooses, regardless of his
risk history, ...can have the SAF provide coverage...

The maintenance of such a Fund is not unique to Maryland.
Eighteen other states also have such an entity. Twelve of those
states have “competitive” funds similar to Maryland’s. This
basically means an employer has three options in obtaining
coverage against workers’ compensation claims. He can use a
private carrier, self-insure or use the State Accident Fund.” (p.
71)

5. Portions of the 1988 Governor’s Task Force to study the State Accident Fund
which states:

“The purpose of the Fund then [in 1914), as today [1988], was
to insure employers who did not want or could not obtain
workers’ compensation coverage from commercial casualty
insurance sources....” (p.7)



“The Fund, now and for the last 73 years, is not just an insurer
of last resort. Itis a viable alternative to self-insurance and the
commercial insurance market.” (p.7)

6. Executive Order 01.0.1999.16 which states in the second whereas clause:

“The Injured Workers’ Insurance Fund, formerly known as the
State Accident Fund, has a long and distinguished history of
providing workers’ compensation insurance to any Maryland
employer unable to obtain such coverage in the private market,
or who chooses to insure through the Fund in lieu of the
private market.” (p.1)

Maryland statutory law does not, in any fashion, limit IWIF to writing residual
business. Instead, the statute directs IWIF “to insure employers against liability” under
the Workers’ Compensation law. LE Art. §10-117. Obviously, this applies to all
employers who choose to be insured by IWIF. Moreover, the statute directs IWIF to
“have a plan to promote the services of the Fund to employers in the State.” LE Art. §
10-114. Again, on its face, this legislative directive is not limited to employer who
cannot obtain coverage elsewhere. It applies broadly to all employers in the State.

I'hope you find this helpful. Please call me if you have any questions or if you wish to
discuss this further.

cc: Thomas Phelan



Workers'
Compensation
Insurance

CoNTACT: DENNIS CARROLL
(410-494-2265)

Why is IWIF a Competitive Insurer?

IWIF has been competing for almost a century. IWIF is the insurer of last resort in
Maryland and must take all comers. However, IWIF is and has for nearly 94 years also
been a competitive insurer. See Report of the Governor’s Task Force to Study the State
Accident Fund (1988). In fact, the First Annual Report of the State Industrial
Commission (Dec. 31, 1915) stated “The creation of the Accident Fund brings about real
competition and safe-guards employers from excessive rates. The Commission believes
that a healthy competition is the wisest policy.”

IWIF assures available, affordable WC insurance. IWIF’s mission is to ensure that
Maryland employers have an available and affordable source of workers’ compensation
insurance. This includes new businesses, small companies, hazardous occupations, and
other enterprises that are uninsurable in the standard market. But to fulfill this mission,
IWIF must be able to compete for profitable business to share the risks in the aggregate;
this helps sustain lower rates for all its policyholders. Today, IWIF writes approximately
28% of the Maryland market, including both residual and competitive business.

IWIF benefits Maryland employers and the Maryland economy. As a competitive
insurer, IWIF guarantees that competition exists in the Maryland market and this
competition keeps everyone’s rates affordable. IWIF’s primary purpose is to assure an
affordable, available market, not to maximize its profits. IWIF’s only profit goals are to
stay financially sound, in compliance with standards of the National Association of
Insurance Commissioners. It is noteworthy that Maryland is consistently ranked among
the states with the lowest workers’ compensation costs. (Note: As reported by NCCI,
Maryland is ranked 12® lowest in costs of all the States).

A strong IWIF is important to the creation of small businesses in Maryland.
Businesses with fewer than three years of claims experience often have extreme difficulty
getting coverage in the private market. They rely on IWIF. Were IWIF not able to spread
its risks across a larger pool of policyholders, it could be forced to raise rates
prohibitively high, thereby impeding the creation of new small businesses, which are the
lifeblood of a vibrant economy.

IWIF is small-business friendly. 72% of IWIF policyholders pay less than $5,000 in annual
premiums, One reason IWIF is so attractive to small businesses is our policy of providing
discounts for good loss experience to policyholders paying as little as $3,000 in premium over
three years. Private insurance carriers normally reserve this benefit for larger businesses only.

Larger scale yields greater stability. In general, as the number of policyholders
increases, the accuracy of predicting future losses also increases. Therefore, a small
number of policyholders is much more likely to produce volatile financial results than a
large number of policyholders. As a result, if limited to the residual market, IWIF would



not be large enough to be financially stable and would not have sufficient size to provide
the type of pricing and benefits that Maryland employers expect and deserve.

Residual market alone can’t sustain IWIF. The size of the residual market fluctuates
with market conditions. According to the NCCI, the national residual market has ranged
from a mere 3% of the overall insured market to 29% over the past 15 years. At 3%, the
low end, no single line insurer could remain financially viable and certainly could not
remain viable with its market share fluctuating as wildly as the residual market. This is
not a new idea. The very first year of IWIF’s existence, the Commission noted: “It was
predicted by competitors that the Fund would not be a success; that it would get the
undesirable or ‘bad risks’ but after one year‘s experience none of these fears has been
realized; on the contrary the Fund is steadily growing [and] has met all demands upon it
promptly...” (First Annual Report of the State Industrial Accident Commission of
Maryland. Dec. 31, 1915). Not surprisingly, the State Funds in other states also compete
for business and have substantial market share. Almost all have market shares far larger
than IWIF. (e.g. Arizona-65%; Idaho-60%,; California-55%; Colorado-50% etc.)

IWIF’s competitive position and economies of scale allow IWIF to:

(a) keep its rates low for all Maryland employers, especially small business;

(b) ensure that other insurers’ rates remain competitive;

(c) provide many critical services to our policyholders, and the State of Maryland, that
would be impossible if IWIF were a much smaller residual insurer (e.g. IWIF has a
large scale pharmacy contract, extensive safety programs, world-class medical bill
payment systems, PPO networks, and other cost saving mechanisms).

IWIF has been able to expand and contract as needed. For example, during the hard
market of 2000 — 2006, IWIF’s earned premium grew from $95 Million to $321 Million.
This unprecedented growth was the result of other carriers contracting their business due
to unfavorable conditions in the P&C market including: (a) 9/11 and the resultant turmoil
in the financial industry; (b) a near collapse in the reinsurance markets; and (¢) major
hurricanes- 8 of the top 10 costliest hurricanes on record occurred between 2001 and
2006 including Katrina, Wilma and Ivan. Had IWIF not been large enough to absorb this
increased business, Maryland’s economy would have suffered. IWIF’s market share is
now shrinking due to the now favorable conditions (current earned premium has dropped
to $ 265 Million-projected).

IWIF contributes significantly to the Maryland economy. Unlike other insurers, IWIF
is located entirely in Maryland. All of IWIF’s jobs (approximately 400), systems and
contractors are in state. The effect on the local economy is obvious.

IWIF has been sufficiently large and financially stable to be part of the solution
when majors problems arose in Maryland:

(a) 1994- The assigned risk pool for United States Longshore and Harborworkers’
(USL&H) was disbanded. More than 150 Maryland employers were suddenly without
coverage and faced the prospect of relocating to other states or ceasing operations.
Working with key legislators, IWIF undertook the coverage.



(b) 1995- The private insurance market for Black Lung coverage in Western Maryland
disappeared. Again IWIF took the coverage when no other insurer would.

(c) 2003- At the request of the Governor, the WCC and the UEF, IWIF became the
administrator for the Bethlehem Steel self-insurance program when Bethlehem Steel
was sold as part of a bankruptcy proceeding. IWIF began immediately paying claims
and there was no interruption in benefit payments.

e IWIF is managed efficiently. The Ward Group, a national organization that benchmarks
operating efficiencies of financial institutions, indicated in its 2006 and 2007 reports that
IWIF’s performance outpaces the “best in industry” as measured against other small
property/casualty insurance companies.

In short, Maryland has a very stable, successful workers’ compensation insurance system and
IWIF is an integral part of this success. IWIF, after two straight years of flat rates, has
implemented a 5% decrease in rates for 2008. Given increased medical and claim costs,
declining rates over a three-year period is extraordinary. At the same time, IWIF has met the
RBC requirements mandated by the 2000 legislation. This reaffirms that the balance struck in the
2000 reforms was the correct balance and has led to financial strength, stable rates, effective
competition and a solid workers’ compensation system.
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REPORT OF THE STATE INDUSTRIAL ACCIDENT
COMMISSION OF MARYLAND

From November 1, 1914 to Octgber 31, 1915

In compliance with the provisions of Chapter 800, Acts
of the General Assembly of Maryland of 1914, commonly
known as the Workmen's Compensgation Act, the fullowing
persens were appointed by Governor Goldshorough as mem-
hers of the State Industrial Accident Commission, and duly
qualificd and entered upon their duties on meptemberid; 10142
John B Janna  (Chairman), Chas. D.’ Wagaman, James
I Tiggins,

Permanent offices were at once sccured at Suite 741,
Lquitable Building, Baltimore, and while those quarters were
being fitted up, temporary offices were established in the same
building. The Commission before taking up the work of per-
feeting an organization and the multitude of details incident
thereto, visited New York and Massachusetts to study the
methods of the Compensation Boards in those States. Thelaw
hecame operative in Maryland as between employers and em-
pl¢ 1 ber 1,194, "and " within the sixty ‘days in-
tervening hetween Sépteniber.1, and November 1, the :Com-
mission whipped into shape a complete organization and this
new cepartment of the State Government was successfully
Inunched.

The members of the Commission, during the entire period
since the Act went into effect, have devoted their entire time to
its administration. We have diligently applicd ourselves to
the many difficult problems arising out of the inauguration of
this new and beneficent undertaking by the State, both ad-
ministrative and in the interpretation of the law.

. Scope of the Compensation Act. L

The principle underlying Workmen’s Compensation stat-
utes is that the system provided by the Common Law for
redress of oceupational injuries is, in the light of modern indus-
trial conditions, uneconomic, unjust and wasteful, This Sys-
tem had its origin, and the rules of law peculiar thereto were
developed and established. in conditions of industry which were
simple and comparatively safe. ~And however logical and
workable they might have been, so long as’ these conditions
continued, they are, today, archaic and unworkable. :

In recognition of this principle the General Assembly
of 1914, following the example of twenty-one sister states,
cnacted a Compensation Law for this State. A year’s exper-
ience under this Law has demonstrated its efficacy,. In respect
of injuries occurring in the prosecution of the employments
therein enumerated, the Act affords certain and prompt pecu-
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niary relicf. The climination of the ingredient of fault as a
cause of the injury (this being the distinguishing feature of.
a Compensation l.aw) has greatly narrowed the debatable
ground as to the right to relief,

Speedy Relief for Injured Workmen.

While the Commission has conducted many hearings on
contested claims, the great majority of the claims have, how-
ever, been disposed ol without contest, The Commission has
been thereby enabled to award prompt relief to the workman
or his dependents.  And in the case of contested claims (save
in the very few cases of appeals to Court) the Commission has
heen able to dispose of these without substantial delay and
thus to award prompt relief.  Aecordingly we hive presented
a very different condition from that which prevailed under the
Common Law system, the administration of which was marked
by uncertainty as to recovery, delays in awaiting trial which
prevent relicl in the time of the greatest need, cconomic waste
m Jawyers' {ees and court costs, disturbance of husiness and
the creation of hostility between employer and employe.

Acceptable to Employers and Employes.

The Commission believes that the Workmen's Compen-
sation Act has proven most acceptable to employers and em-
ployes alike, So far as the employes are concerned the bene-
fits of the Act are not open_to question. So far as the cm-
ployers are concerned, the clement of certainty as to the cost
of compensation, and the state of satisfaction of theiremploves
resulting from the assurance of relief in case of aceident, have
heen decided advantages in the prosecution of husiness; and
in this connection the assurance that this cost of compensation
is not in large part wasted by litigation is also worthy of con-
sideration, T'he best evidence that the Act has proven accept-
able ‘is the fact that no serious suggestion has been made by
employers, as has happened in other states, to attack its con-
stituvionality. The only attack has come from an cmploye
who sued at Common Law instead of aceepting the Compen-
sation provided in the Aet. The Court decided aganinst him,

Compared With Compensation Acts of Other States.

The Maryland Compensation Act differs from many of
those adopted by other states, and in some respects, we believe,
is better than most of them. ‘The most important cliaracteristics
which makes towards its superiority, is the fact that it is com-
pulsory, Of the thirty-one states and two territories which
now have Compensation Acts on their statute books, twenty-
four have adopted the elective form of law for private ¢m-
ployers, and ninc have, like Maryland, made it compulsory.
The compulsory law imposes the scheme of compensation
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upunzemployers and employes alike. The elective law makes
it possible for any employer to reject the Compensation scheme
thercin provided and to choose to be governed by a rule of
lability which is but an unsatisfactory modification ‘of the
Common Law system and open to most of its objections., The
effectiveness of an elective law, in so far as its scheme of com-
pensation is concerned, depends entirely upon the good will of
the emplover, And jts natural operation is, therefore, a lack
of uniformity in its application to industries competitive with
cach other, a situation which is, to say the least, undesirahle
from a business puint of view.

" Admirable Plan to Secure Compensation,

Another important feature of the Maryland Compensation
Act is the plan which it cmbodies to secure the pPayment of
Compensition.  An award of pectuniary reliel would be of
little value to the workman or his dependents if his employer
were insolvent, “I'he method of compensation consisting, as
it does, of weekly payments extending. in many cases, for a
long period of time (Tor instance in death cases, a period of
cight vears) there is involyed the clement of risk that the em-
ploxer, even if he be solvent at the time of the injury, might
subsequently become unable to complete the payments, Aec-
cordingly, the Act requires that unless an employer can fur-
nish saticfactory proof of his financial ability to pay compen-
sation as it might acerue, he shall insure that compensation
in an approved insurance company or association, or in the
State Accident FFund administered hy the Commission. The
Compensation Acts of some jurisdictions, eight in number,
do not require that compensation be insured. In six states ;
the law requires the insurance. of compensation in a State -’
Fund to the exclusion of all other methods, Of the remain- *
ing nineteen Compensation Acts, ten provide for insurance
in private companies only, and nine, like the Maryland Act,
provide for the operation of a SL‘Q.I_(;J_‘?!}_!J*!]__(li_gj_ﬁ_p_l]_lj;ﬂ]ﬂﬁ_l.._I‘:ll
Association) in competition with private insurance companies,

State Fund a Protection Against Excessive Rates.

The niost important influence upon the cmployer’s atti-
tude toward a Compensation Law is the cost of compensation ;
and it is, therefore, most desirable that he he protected against
unduly high insurance rates, The scheme provided. in the
Maryland Act for the operation of a State Fund in competition
with private companies accomplishes this result. " The State
Accident Fund can and does write policies at lower rates than
private companices, hecause of the elimination 'of coninissions
and the overhead cost; and, in the nature of things, this may,
in course of time, lead to a monopoly of this form of insurance.
Mowever, we feel that the law should accord the emplover the
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widest choice in the placement of his insurance, so long as
the underwriter be strong financially and prompt and fair in
the settlement of compensation claims,

Involving Jurisdiction.

Troublesome jurisdictional questions thave arisen in re-
spect to the coverage of railroad employes. The law says
that it shall apply to them “only to extent that their mutual
connection with intra-state work may and shall be clearly
separable and distinguishable from inter-state or foreign com-
merce.” The effect of this is that few railroad employes, one
af the most hazardous employments, have heen found to come
within the jurisdiction of this Commission. (Sce formal decis-
1on elsewhere in this report). We have heen confronted with
the same question in respect to the operation of vessels which
ire referred to o opinions filed in specific cases, In the cises
of both railroad employes and those engaged in maritime pur-
suits, the Commission finds itself in harmony with some Work-
men’s Compensation Boards and out of harmony with rulings
of other Doards, notably that of New York, The Supreme
Court of the United States will probably pass upon the ques-
tions at issuc in due time and settle the principles of law in-
volved.

12,000 Employers Insured Under Act.

During the first few months the offices of the Commission
were crowded with employers cager to secure information
to enable them to comply with the Act. More than a hundred
blank forms for the use of employers and employes were print-

e and distributed and a standard form of policy to be used
by insurance carriers was prepared.  During the first year
beginning Nov. Ist, 1914, and ending Qct. 31st, 1915, twelve
thousand employers insured the payment of compensation
ander the Act. Of these, 11,035 insured with stock companies,
342 in the State Accident T und, and 123 were granted the right
to carry their own insurance, cach self-insurer giving bond.
exeept in the ease of public utilities regulated by the State,
the State itself, Counties and Municipalities,

20,348 accidents were reported during the year. Of these, ,oel f

were fatal,  Accidents are referred to in separate tables
sewhere in this report,
Claims and Hearings.

There were filed with the Commission during the first
year ended Oct. S1st, 1915, 3413 claims, 3,352 non-fatal and
91 fatal. Of these, compensation was awarded in 2977 and dis-
allowed in 199 leaving 267 in the course of investigation. 249
claims were contested, resulting in hearings held at the prin-
cipal office in Daltimore and, to serve the convenience of par-
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ties interested, residing in other parts of the State, in Hagers-
town, Cumberland, and Cambridge, 273 of such formal hear-
ings were held during the year.

First Year Benefits to Workmen.

The great value of the Law in affording prompt relief to
injured workmen is strictly shown by the following statement
of benefits derived by them during the first year: Awards for
66 fatal accidents $198,950.54; funeral expenses #$3,720.65;
awards for 225 permanent partial disabilities $44,450.21 ; awards
for 2960 temporary totul disabilities $83,713.64; awards for &
temporary partial disabilities $33,31 ; medical services in com-
pensation cases $37,321.08; medical services in cases where
the injury did not incapacitate the employe beyond two weeks,
$53,843,10; showing grand total of $404,032.53,

Beneficent Law—Commission’s Ideals.

Compensation under the Maryland Act is fifty per cent. of
the average weekly wage. I.oss of member, including foot.:
leg, arm, hand, eye, fingers, etc., is compensated specifically
for a stated number of weeks, In death cases, widows and
minor children or other dependents, receive fifty per cent. of
the deceased employes average wecekly wage, for a period not
exceeding eight years, What this relief means to those sud-
denly deprived of the support of husband, [ather, brother, or 4
other provider for the family can only be understood fully by
the beneficiaries and by those who are charged with the admin
istration of the -Compensation Act. It is true that the econo
wic side of the plan of compensation us it relates to loss o
earning power and as a charge upon industry is important
but the humanitarian aspect, the swiflt relief of injured work-
men, and in case of death the succor extended women an
children, or other dependents, marks it as the most beneficent §
measure ever devised to promote the social betterment of
the wage-carners of the State. 1t is not charity, the amoun
received is compensation charged against hazardous indu
tries as a part of the cost of operation of the industry. ;

Under this Act the Courts are relieved of damage suits,
and the injured workman, who under the old law had no rem-
edy in the Courts, brings his claim before the Industrial Acc
dent Commission. If this body errs or if any claimant or cin’
ployer is aggrieved by any decision, he still has the right to i
Court review. The work of the Commission demands a ‘ver
high conception of its importance and dignity, and the samey
judicial poise and impartiality in passing upon the claims coms
ing before it for adjudication, that would be expected and ded
manded of any tribunal administering justice. In this spiri]
the members of the State Industrial Accident Cominission havi
dedicated themselves to the work committed to them. 'Th;‘
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Commission’s ideals have not been fully realized in the first
year of its wark, Some important work could not be accom-
plished due to the press of duties requiring its entire time.
This condition arese out of the complex character of its dutics
in a field in which the heaten paths were few. New and intri-
cate problems arose daily requiring a vast amount of study and
research covering a wide range. In the main, employers have
complied with the Act, twelve thousand having insured during
the ycar, but it is believed that quite a large number have not »
done so. The various Departments are now running smoothly,
and another year will bring opportunities for a more effective
enforcement of the Act. '

State Accident Fund.

Undder the provisions of Chapter 800 of the Acts of the
General Assembly of Maryland of 1914, the Commission was
authorized and directed to create, establish and administer a
fund to be known as the State Accident Fund, for the purpose
of insuring employers against liability under the \Workmen's
Compensation Act, and to secure to employes and their de-
pendents the payment of compensation specified in the Act.
The other kinds of insurance permitted are stock, mutual as-
sociations, and self-insurance when approved by the Commis-
sion,  The State did not appropriate working capital for the
Accident Fund, but simply provided for the ercation of a fund
through rates charged on each one hundred dollars of payroll,
graded according to the hazard of the employment. In the
absence of reliable statistics showing the cost of compensation
insurance in Maryland. it was decidéd to use the Maryland
rates of the Workmen’s Compensation Service Bureau of New
York, and discount these by approximately ten per cent., for
the first year's business.

An experienced man who had handled workmen's compen-
sation insurance for one of the largest stock companies, was
chosen as Superintendent, and under the direction of the Com-
mission, conducts the business of the State Accident Fund in a
manner similar to other insurance carriers, It was pre
competitors ‘that the Fund would not he a
wotld get the ‘undesirable or “bad risks,” but after one y
experiénce notie of these fears has been‘réalized: ‘oii_the ‘con~
trary, the I'und is steadily growing, has met all demands upon’
it promptly, and winds™ujp the §ear’s husiness in & very
f:tct(_n'j--c.OllditiOlll.h ikt ; : ik ‘

After rescrving $4,213.93 to pay all awards to maturity;
setting aside 83,145.64 representing uncarned premiums; and
S1,682.88, an amount equal to ten per cent. of all premiums,
as required by Section 23 of the Act, to be set aside each year "
as a special surplus, there remained a balance of $12.573.97.
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This balance includes $15,000 transferred from the 1914 appro-
priation in furtherance of what the Commission conceiverd to
he sound business policy. It is vur hope and expectation that
within a reasonably short time this amount may be returned
to the State Treasury. On June 23, 1915, the Commission re-
quested the Doard of Dublic Works to invest $30,000 in ap-
proved interest-bearing securities,

‘As the State compels employers to insure the payment of
compensation to their injured employes, it would be mani-
festly unfair not to provide a method wholly under the control
of the State.. The creation of the Accident IFund brings about
real competition and safe-guards employers from- excessive
rates.  The Commission believes that a healthy competition
is the wisest policy. Rates in the “State Accident Fund” have

been further reduced for the year beginning November 1, 1915,

(approximately fifteen per cent.), in line with the policy of
bringing the rates down to as near cost as is consistent with
the maintenance of a solvent I'und. Eight hundred and forty-
two emplouyers insured in the Fund during the year ended
Oectober 31, 1915, and there were five hundred and three acci-
dents adjusted under its policies.

_ The Superintendent of the State I'und is planning a vigor-
ous campaign for accident prevention this year and in thi§
laudable worlk should receive the cordiil ‘co-operation of em-
ployers and employes.

The medical service of this Department is under the direes
tion of Dr. Robert P, Hay, the Chief Medical Examiner of the
Commission, Physicians designated to attend injured em-
ployes insured by the Accident fund have been selected with
special reference to their professional standing and availability
in time of need. The Fund will aceept the services of a family
physician selected by the injured whenever it is apparent that
the best interests of the injured will be served thereby.

One of the most important questions associated  with
Workmen’s Compensation is the cost of insurance to employ-
ers. Reliable data upon which to base scientific calculations
has been meagre up to this time, due to the short period of
time such laws have been in operation in this country, Insur-
ance carriers, compensation Doards, State Insurance Depart-
ments and other agencies are all carcfully studying the subject,
and with the compiling of statistics of all these agencies from
accurate data now being secured, it is believed that within a
comparatively short time sufficient experience will have been
gained upon which rates may be scientifically computed. When
this is done, in our judgment, rates will be gradually reduced.

Suggested Changes.

The State Accident Fund under the provisions of Sec, 23

of the Act, is required to be organized and maintained on a
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reserve basis, yet, there are provisions in the Jaw which are
inconsistent with that idea, and which are properly. applicable
only to an insurance business conducted on a current cost
hasis. IFor instance, Section 26, which prescribes the terms on
which employers insured in the fund may withdraw therefrom
imposes conditions precedent for withdrawal which would
seem to be proper only when the fund or business is conducted
on a current cost basis. In the opinion of the Commission, the
State Accident Fund should be continued on a reserve basis,
and the Act so amended as to make all the provisions thereof
relative to the IFund, consistent with the basis upon which it
is to be conducted.

By a reference to Sees. 17 and 21 of the Act, it will be seen
that premiums for insurance in the State Accident Fund are
required to be paid quarterly or every three months.  These
premiums are based upon the amount of the employer's payroll
which the employer is required to submit to the Commission
every four months. That the Act thus provides for the pay-
ment of the premium every three months, and the filing of the
payroll every four months, is probably due to an inadvertence.
These sections should be amended and we recommend that
Employers insuring in the State Accident Fund be required
to submit the payroll and pay the premium every four months.

We further recommend that the Act be so amended as to
authorize and empower the Commission, in its discretion, to
reduire all employers against whom an award of compensation
has been made who have failed to insure such compensation,
to pay unto the State Accident Fund the present worth of all
compensation payments awarded by the Commission to any
claimant or claimants, and to collect such present worth, if
need be, by civil action against said employer in the name of
the State of Maryland. Out of the funds in the said State
Accident Fund there should then be set apart and maintained
a reserve sufficient at all times to meet all payments under the
terms of said awards.

In the second paragraph of Section 11 the word except is
omitted immediately following the word exclusive, and an
amendment should be made so that said paragraph will read

“The liability prescribed by the last preceding paragraph
shall be exclusive, except that if an employer fail, cte. :

The last clause of Section 14, heing the proviso clause,
should be amended to read as follows:

“Provided, also, that for the purpose of this Act, the pay of
the employee emiployed partly within and partly without the
State shall be deemed to he such pre iportion of the total pay of
such employee as his service within the State bears to his
total services, :
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Some method of sceuving to the mjured employee the pay-
ment of sueh compensution or other henefity as are provided
fo he paid is recognized as an essentinl foature of any cou-
pensation svstenn, The method by which these pavments shall
be s seenred s w guestion nupon which there is 0 wide difference
of apinion.  There are fonr generul methods in operation, or
provided, for scenving the payvment of canmpensation: State Fund
[nsurance, Stock or Mutual Companies, Mutual Associntions of
Famplovers, wnd so-ealled Self-1nsuramnee, by which an employer
arsinnes his onwn visk, nsually conditioned npon his fornishing
band or depositing seeuritios,

The term “State Tnsuranee™ in the cirs of =ome people T

o veeinlistic tone, although that indietment has alinost eonsod
te be raised as a serious objeetion to so-enlled State Funds as
they are being operated in varions States of the United Statos
and Provivees of Canada, '

We have eome to aecept not only the prineiple of Waorkmen's
Compensation and compulsory insneanee bt alvo the right and
the wirdom of the State’s enterving iuto the insurimee field, wned
providing a menns wherehy this burden whieh is horne nlti-
madely by the eitizens who are the eonsumers, but in the first
mstanee by the emplovers, may he provided for with o fair
degree of safety and certuinty of cost,

There are several types of State Fund Tnsirnee actally in
eperation in Nweriea all of whieh arve slight deviations from
one of the two svstems, namely : Fxelnsive State Funds, and
State Funds in competition with stoek or nivtual companies,
Ohio and Washington are typical of the former class in the
United States, the Provinee of Nova Seotis having perliaps the
most extreme type of eompulshry exelusive State Jnsurance for
Waorkmen's Compensation.  In that Provinee, not only ave all
huzardons emploviments subjeet to the law as regards compensa-
tion, bt also every cmployer so covered is présuimed to lave in-
sured in the Stute Fund, the only method of Insnranee provided,
with w penalty uttached for failure to notify the Tndustrial
Board and pay the premiums dne. This, of course, affords
complete protection to the injured workman, although thero is a
strong feeling wnmong even advoeates of State Fund Insiranee
that this places too heavy a potentinl burden upon the subseribers
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to the I'und who do comply with the requirements of the law,
It seemns, however, that the degree of this hurden wonld depend
upon the thoroughness with whieli the penalties are exueted,
The Marylaud I'und is in the seeond elass mentioned, namely :
i Fund in competition, umninally at least, with stock and wutual
suraieo companies, 18:is very. obyious that nnder « compul-

BTy, Insurance law some form of State Insurance is a necessity, »

inorder to provida i certain moethod for, coployers to neoept y
inasmuch as there niight otherwise develop the rather anomalous
situation in which no compuny wonld offer to write insurane
which the Lavw yequires,s i

In addition 1o the uecessity for it there is ulso advancod the
argument that a State Fund is advisable as u chock upon private
Cotpanies, uspecially in keeping down the rates charged for
this cluss of insurnuce.  Praetice « nd expericnee generally servve
to demoustrate how far this wim is aecomplished,

In' nicusuring the efficiency of any.method of insnrane thiree
important clements are to be considered : « Iivst, Stabiliry,
meusnred by the adequacy and seenrity of its resorves, and the
volume of iis business: second, _f-lvmiirm_y. meastured by the
adminigtrative aud operating expenses; and third, Nerviee, oy
degree of pramptucss and justice exercised i the puvinent. of
losses,

The Maryland State Fund when measured by these require-
ments shows o highly sutisfuctory condition, A\ elunee at the
fancial statement, will show o fianeial condition of seenrity
far bevond the ordinary reguivements.  As to the volume of
business yof, only ave nearly 9% of (he cmployers insurod in the
State Fund, about S0% heing distributed wong about 20 in-
suraneo companices, and a tritle less than 1% heing Self Insurers,
but so far as has been aseertained the volume of business in the
Fund measured by the amonnt of premiums leaves only theee
or four companies aliead of it.

This amount of husiness has come fo the Fand wirk eom-
paratively little solicitation. The right of the Stute Fund's
entering into competition with the stock companies or the wis-
dom of its doing so has been questioned by some s sulliee it o
suy that at least so far the Commission lus wot entered juto
such competition hy active solicitation.  This no doubt lius
matorinlly helped the State Fund o mensn e up to the second
requirament, that of economieal administration.  The eriticism
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that the administrative expense of the Fund should be borng
by the Fund and nal hy the genaral appropriations for the
expenses of the Commission is perhaps 5 just one, and an
amendment to (he fyy by the 1916 Legislature mukes provision
for enely shifting of the hupdon. Bt Trom whateyes: SO
the funds fop maintewinee g fortheoming, rather Jiberal
Cost neconnting for (he Past two years indienios tha the cost of
administention of (le Fund has not exeeeded 10%, this iy to be
compared with cost fior stoek companioes ranging from 80%
to 40%, :

From the stundpoint of serviee the State  Aecident Fund,
hder thie penepa] direction of the Chief Aedien] Adviser, fur-
nishes promptiy fivst ;i and suel) medien], strgienl, huﬁ[:fhli
md Tike servivos g g required by the Aet, gnd premptly pays
Fo injuped etiplavees el compensation gy iy ardered Iy the
awards ol the Commission, Mobstaele in e wiy of prompt
serviee in the pavient of eompensiition has hoen removed iy an
Avrngenient veecnt]y comnmnted wherohy the sum of 5,000
of the State Aceident Fund will he placed by the State Treasurer
in the enstody of tHhe ( 'smmission fop payment of enrrent awards,
o be veimnhinpsed From time 10 time hy the nsunl requisitions
o the Trensurer's offieo for pavments g made, It has been
necessary in the puet for eluimanta to wait until the requisition
conld he forwarded to the Treasurer, through the Comptroller’s
office, und the eheck cent buek by the same rante to the office
of the Cammission, The elaimant ean now he paid immediately
following yy award,

The following report from the office of the State Accident
Fund chows the general eondition and experience of the Fund,
with talulatoed statistios of the aecidents to the emplovees of the
employers insured iy the Fund:

Toe Stare INprsrag Accimexr Coarvirssiox :

GexrrEMEN:

I herewith sulmit MY report as to the condition of the State
Aecident Fund, at the end of the second Yeur of its operation,
Octoher 31, 1016,

The Stite Aceident Fund started husiness November 1, 1014,
without capital, -
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Assets November B s i e T Ee et F102 15274
Reserves for howefit of policy  holders  ovir g ]
chiims A e N GT, 660,07 it STAT)
Transforred from appraprintion for supeadt of 1 he 1
Commisslon (See, G, Chapter SO0, Acts of 1014
Lteserve nt eid of the twa RYUTERS

10.000,00)
.................... A2660.07

The wbove rvesult has been obtained notwithstanding the ol i

stacles in the law, s originally passed, which required policy ne Cash o

P i1 . s : ; Bnltine

holder to deposit the present value of all outstanding elaims : 140K

for accidents ngninst, his poliey if he wishied to Withdraw from = K '”<'r"'”

i ; g Maryh

the State Aecident IFuud. 2 1;;"1.;“

An amendment pussed at the last Session of tlu Legisluture - Averne

= ? b z : . i Il ly

provides that any policy holder max withdraw from the Fuud, e ol
on sixty davs’ notico, if he provides protection for L., emplovees
wder one of the other wethods provided for iu the Cempen-

gution Act.

Roeseryye
Resgpyve
Hewserye
Ay
Reseryvp
Tl

The Cemnmission has greatly strengthened the State Ae
Pund in twe Hnportant departinents,

First—13, resinsuving the Iand n
the effect of which is to so sitfogin

slent

ainst catustrophie Lazard,
wed the Fand aganins heavy
losses, that single aecident, invelving the pavinent of COmpes-
tion costs, ranging from $25.000 to B1H0,000 would not in uny -
way endunger the solveney of the Fund.

Second—By sceuring the services of Jmile . Watsan,
Colmubas, Olio, in the capacity of Consulting Aetuary, )

Mr. Watson is considered an Netuary of the higly st attain: ( . Net It
ments, having hrogd experience in State Fund Work, e hos ’ ki

Interest
reduced our vates to sotnd

aetuarial basis, and has worked ont Tols

for the Fund one of the most seientific Merir |
oW in use in the United Stutes,

By developing o stroug State Aecident Fund the crplovers

of Maryland will be cunhled to seetire Componsation Tusurnes

b a mininmm cost, gs yll State fund 1

the usual Toad of noe

Liling Svetemns

Tamsmpn

ates gre relieved from
nts' and hrokers’ eomuissiens, dividewds to P
f » . Laises
stock holders gud State taxation,

Tt i1
dt7is therefore to the interest of yll employers to help in o Resereve
Seiblinime and strmoia fotheStaterA ccideit Find s fo : 1015, 1
aeveloping and strengthening of sthe s tuteiA cerdent 1 niid,* fo) Routrie
SEhyso doing they are developing i Snsurance Grvior, the yin m Reserve
T sy wp s e R A et i = { Noven

ofswhiclis £ write ( onpiensation Tusmances at actual cosk. Miiie:
fness M

Tedul

1
B |
|

|
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Hvsprw-t!'u”l\' subnitted
J. Awrnen BrapuLey,
Nuperintemlend,
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January 23, 1988

The Honorable William Donald Schaefer
Governor, State of Maryland

State House

Annapolis, Maryland 21404

Dear Governor Schaefer:

In accordance with Chapter 585 of the Laws of Maryland of 1987, I am
pleased to submit to you the final report of the findings and recommendations
of the Governor's Task Force to Study the State Accident Fund.

The following report provides a comprehensive set of nine recommendations
directed toward the goal of enlarging the Scope and enhancing the ability of
the State Accident Fund to serve the needs of Maryland's employers.

While there was not unanimous agreement on all the recommendations, and, in
fact, two minority reports are submitted as part of this report, there was 2z
strong consensus on all the recommendations. In addition, all the members
worked in a very constructive manner and in an atmosphere of goodwill,

On behalf of myself and all the members of the Commission, I wig
you for giving us the opportunity to help you move Maryland forwapd’

to thank

EAMONN MCGEADY

Chairman

EMeG:bah



Part I

INTRODUCTION

History

Maryland was one of the first states in the union to enact a workers'
compensation statute. This occurred in 1914 and was 2 significant breakthrough
for Maryland workers and employers. As part of this original statute (Chapter
800 of the Acts of 1914) the State Accident Fund was created. The purpose of
the Fund then, as today, was to insure employers who did not want or could not
obtain workers' compensation coverage from commercial casualty insurance
sources and who chose not to or who could not self insure.

The Fund provides insurance to any Maryland employer who meets the two
simple requirements of filing accurate payroll data and not defaulting on
premium payments. These are the only reasons an employer can lose his coverage
with the State Accident Fund. Because of this, the State Accident Fund serves
clients who have been unable to obtain private insurance because of risk
factors, and clients who may never have sought private insurance. . The Fund,
now and for the last 73 years, is not Just an insurer of last resort. It is a
viable alternative to self insurance and the commercial insurance market.

Today the State Accident Fund is the single largest writer of workers!
compensation insurance in Maryland, with approximately 20% of the market.

Although the Fund is an integral part of Maryland's workers' compensation
System, it has often been overlooked. From 1978-1086 several groups have
studied workers' compensation in Maryland, but none of them have made mention
of the Fund. 1In 1086, Governor Hughes appointed the Governor's Commission to
Study the Workers' Compensation System to make recommendations in response to
objective findings that showed Maryland has a high cost of workers'
compensation relative to other states. That Commission's final report provided
a comprehensive set of twenty-five recommendations directed toward the goal of
reducing costs and enhancing efficiency while providing equity and an adequate
level of benefits. Three of those recommendations concerned the State Accident
Fund. Recommendation 1u read, in .part "that...a subsequent Commission prepare
a plan for the Governor and the 1988 Ceneral Assembly on the appropriate
organizational and legal structure of the State Accident Fund so that services
may be delivered more effectively". ;

As a direct result of this recommendation, the 1987 General Assembly
enacted and Governor Schaefer signed into law Chapter 585 of the Laws of 1987,
This bill, in addition to making certain changes in the structure and power of
the State Accident Fund, directed the Governor to appoint a Task Force to Study
the State Accident Fund. The Task Force was charged with examining:

(1) The role, scope, procedures, and operations of the Fund ;

(2) The Fund's reserve and accounting practices, including the adequacy’

of the Fund's reserves to meet its financial obligations over time;

(2) _The manner and degree to which the Fund should be subject to the
State budget process;
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Executibe Bepartme

EXECUTIVE ORDER
01.01.1999.16

Wnrkc:s"compcnsaﬁo;: insurance is required of all Maryland employers

in order to protect and provide security to employees and their

During the 1987 Session of the Maryland General Assembly, legislation
wenmdmmuﬁpwmkm?eompmnﬁonminhduyhnd.
' mzﬁngﬂ:eSmAccidnnFmdminddpendmagencymdmabﬁshhg
_aTaskFomebtcviewissussaﬁ'mﬁngﬂ:eFmdanditsplacaénthe
competitive market; i _

Some recommendations of that Task Force were considered ard enacted
by the Maryland General Assembly in 1990, Inclndmgrcnzmmg the

‘ jécve.ral recommendations of the Task Farce were not iﬁ:plmnmted,

ihcluding expanding the number of board members from 7 to 9 and
requiring that members ha experience in marketing, underwriting or
businete: :

Periodically, issues are raised for consideration by the Legislature

- concerning regulatory oversight, the payment of premium taxes and the

fact that the Pund is not an insurer of last resort but a compoetitor with the
private market;



WHEREAS, -Recentcomemshave surfnnpdregnrdingpmmremmtand'management
pmcﬁces,aswellasBoardoversight;.md

WHEREAS, 1t is in the best interests of the Maryland business community and its
labnrfometomalnewmintha:ﬁtehmdopmapeakperfomm
and provides a critical contribution to the goal of making warkers®
compensation insurance available to employers at an affordable price.

NOW, THEREFORE, 'I, PARRIS N. GLENDENING, GOVERNOR OF THE STATE OF
MARYLAND, BY VIRTUE OF THE AUTHORITY VESTED IN ME
- BY THE CONSTITUTION AND THE LAWS OF MAR _
HEREBY PROCLAIM THE FOLLOWING EXECUTIVE ORDER,
EFFECTIVE IMMEDIATELY:

A, The Governor’s Task Force to Study the Injured Workers’
Insurance Fund is hereby created,

B. ' Composition. The Task Force shall consist of up to thirteen
members, including: ,

(1)  Two members of the Senate appointed by the Govemor
upon nomination by the President of the Senats;
' '(2) No--memﬁqs of the House of Delegates appointed by
.t_hc.Gowmarupmmminaﬁqnbyﬂ;e Speaker of the House;

() A designee of the Govemor: |
4 The Sem'emry of Budget and Management:
(5) The fnmmncu Commissioner; and

(6)  Up to 6 members appointed at the discretion of the -
: Gomhur,inclndjngr;pmmtaﬁmofdaimmmdinsmedmu
! busincsses and any others with relevant interest, knowledge or

C. mmvm.mmm-aaahp&sonfmmammgme
mcmbqrsoftth:skFome.



D.  Scope. The Task Forcs shall condnctaﬂiorongh examination of
the Injured Workers Insurance Fund, including:
(1) Laws, procedures, process and scope of the Fund;
(2) CDIprsiﬁun.requixmmtsmdduﬁesofth:-Boa:d;
@) Undmungpmcucu |
, - (4) Rosmandaccaunﬁngpmcnce,includmgresm
(5) Mmgcmcntandma:kmngxsm,
()  Procurement practices;
: @) &mmWMMﬁumhumﬁumd
~ claimants; . -
(8)  Tax exempt stafus; .
() Overall mission of the Injured Workers’ Insurance Fund;
md ¥ ;
~(10) Such other matters as the Task Force in ts judgment
deem:qmpﬂateiﬁqomphﬁngab:badpmgrmmmag:mmmd
performance evaluation of the Fund. :

'E.  Staff for the Task Force shall be coordinated by the
Govemnor’s Office, u&thgfsismnccbcingpmﬁdcdasmocssaryﬁ'pm

F. Members of the Task Force may not receive any i

for their services. Members may be reimbursed for their reasonable
i'expemes incurred in the performance of duties in accordance with the

State Standard Travel Regulations and as provided in the State budget.



G.  ByNovember 1, 1999, the Task Force shall make an interim
report of its findings, together with appropriate legislative proposels.
The Task Force shall meke its final report on ar before June 30, 2000,

GIVEN Under My Hand and the Great Seal of the State of
Maryland, in the City of Annapolis, this @n4 - Dayof
Jure  ,199. .

f /‘,__m,ze._ Z__ ;'
~ PamisN.GI

Govemar

ATTEST:




