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Montana and the Nath?
Workers Compensation System Overview:

*State of the Industry
*Experience
*Benefits
*Frequency
eIndemnity Severity
*Medical Severity




State of the Industry—An Overview

Total workers compensation premium continues to
decline

Underwriting results continue to be good

Countrywide frequency continues to decline for
workers compensation injuries, and has declined last
11 years from the previous year’s level

Medical and indemnity claim costs continue to rise—
somewhat negating the good news regarding
reduced claims

Uncertain fallout from state and federal action

Montana
Workers Compensation System—
An Overview

Easing system pressure due to improved frequency
of claims

Indemnity costs have moderated relative to wages
from higher averages in the early 2000’s

Medical costs continue to rise

Uncertainty associated with economic conditions




Montana’s Workers Compensation
Premium Volume

Direct Written Premium
$ Millions
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Countrywide Workers Compensation
Premium Volume
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Montana versus Countrywide
Combined Ratios
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Source: NCCI financial data as of 12/31/2007.

Results Vary From State to State

Accident Year 2007 Combined Ratios
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Recent Regional Rate Changes

South Dakota 7/1/09 +3.5%
Montana 7/1/09 -2.2%
Idaho 1/1/09 -3.8%
Nebraska 2/1/09 -4.4%
Nevada 3/1/09 -4.9%
Oregon 1/1/09 -5.9%
Utah 12/1/08 -7.8%
Colorado 1/1/09 -15.9%
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Montana’s Filing Activity

Voluntary Loss Cost Changes
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Countrywide Average Approved Bureau
Rates/Loss Costs
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Montana’s Distribution of Payroll by
Industry Group
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Current Average Voluntary
Loss Costs Using
Montana’s Payroll Distribution
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Pure Loss Cost—All Classes
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Based on the latest NCCI approved rates and loss costs in the various states.

Potential Drivers of Higher Pure
Premiums in Montana

Benefits

Industry Mix

Compensability Criteria

* Experience
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Benefit Provisions And Costs

*Statutory Benefits
eIndemnity Costs
*Medical Costs
*Total Costs

Average Statutory Benefit Provisions
2.0
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Actual Average Indemnity Benefits

$600 - per Employee per Year
(Cost spread over all employees whether or not injured)
$500 -
MT Ranking
45t (out of 46)
$400 - \ $378
$35 i
$300 1 TIII1
$200 - i _—Tl] |
stoo | $85 _ |
A NUTARAE XOC VA AL SONEW M9 FLNH D NOTH Kr MMl M NOMDCO RGN LA M MN W H N MEMA CA ¥T L DE CT MR AK 3C NG NY NY NT DK
Source: WCSP Data at first report for policies effective in 2004 and 2005.
Actual Average Medical Benefits
$1.000 - per Employee per Year
(Cost spread over all employees whether or not injured) 5303
$900 - i
$200 - / .
MT Ranking
$700 4 46 (out of 46)
$600 - _
$500 - T
$400 - o m
$300 - R— —_——EETTT
$200 - ——T
$100 -gg0 |

Source:

DxC AN N MAAR M NJ HI LT K8 QO TR MO WA ID GOA CTHC IL NEAZ Ld NWIMD PA LA 5C W NV TH 3D M3MN FL ME YT OR OK AL CA KY NH A DENT

WCSP Data at first report for policies effective in 2004 and 2005.




Actual Average Total Benefits
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Montana versus Neighbors
Compensability Criteria

¢ Waiting Period for indemnity benefits
— Montana: 4 days
— Regional states: range from 3 to 7 days

¢ Relationship of work to injury
— Montana and 4 neighbors: “causal connection”
— Remaining regional states: “material cause,” “major cause,” and “proximate
cause”

¢ Compensability exclusions in Montana and neighbors
— Intoxication
— lllegal drug use
— Pre-existing conditions
— Mental-only injuries
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Workers Compensation
Claim Frequency

» Countrywide frequency continues to decline. In fact, for
each of the last 11 years (and 16 of the last 18), on-the-
job claim frequency for workers compensation injuries has
declined from the previous year’s level

* Montana’s frequency rate has declined, but not to the
levels seen regionally or nationally




Lost-Time Frequency — Then and Now
Montana versus Countrywide

Frequency per 100,000 Workers—Lost-Time Claims
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Montana’s Average Lost-Time
Claim Frequency
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Montana’s Frequency Rate of Lost-Time

Claims by Industry Group

Lost-Time Frequency per $100 Million Payroll
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Frequency of Injuries:

Experience Matters

Inexperienced Have a Disproportionately
High Share of Lost Work-Time Injuries and llinesses

) . Share of Share of Lost Work-Time Relative Difference
T|meEﬂltlr:)C:rrrent Employment Injuries & llinesses Share of Injuries vs.
ploy (2008) (2007) Employment
= —
Less Than 1 Year 24.9% 34.2% ( 37.3% : Higher
Sc~— "
1 -5 Years 37.8% 35.2% -6.9% : Lower
5+ Years 37.4% 30.6% -18.2% : Lower

Time periods in the table are based on Share of Lost Work-time Injuries and Ilinesses. Tenure “breaks” for Share of Employment classifications:
12 months or less, 13 months-to-5 years, and 5 years and above. Data for Share of Employment based on data as of January 2008.
Source: US Bureau of Labor Statistics




Montana’s Distribution of Payroll and
Lost-Time Claims by Industry Group

Miscallansous Manufacturing

10.1%
13.9% Contracting
23.7%
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*Wages
*Duration
*Demographics




Drivers of Severity

*Average Weekly Wage
*Age of Workforce
*Time Away From Job
eImpairment Ratings
*Closure Rates

Increases in Montana’s Average Weekly
Wage Are Expected to Moderate Through
2010

Index of AWW (2000 = 1.000)
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Source: US Bureau of Labor Statistics and NCCI




Montana Indemnity Severity Changes Net
of Wage Changes

Lost-Time Claims
Percent Change
]

18

& & A b o w A=

-0
2003 2004 2005 2006 2007

Accident Year
“ Momtana HGountrywide
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Source:CPS Wage (Current Population Survey), Economy.com; Accident year indemnity severity, NCCI

Montana Average Weekly Wage Lower
Than National - Cost per Case Are Equal
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Severity figures based on NCCI'’s financial data valued as of 12/31/07 at historical benefit levels and historical wage levels.
Wages from BLS Current Population Survey with $150,000 cap.
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Average Indemnity Claim Severity
Montana and Region
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Based on NCCI's financial data for lost-time claims, PY 2006.
* NV and UT are based on AY 2007.

Indemnity Severity — Then and Now
Montana versus Countrywide
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The Share of Montana's Population
45 to 64 Is Expected to Peak in 2010
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Percentage of Claims Closed
Montana vs. Neighboring States
@ qst @ 2nd @ 3rd @ 4th @ 5th
Report Report Report Report Report
Nebraska 55% 79% 87% 92% 94%
Montana 58% 7% 86% 89% 90%
South Dakota 58% 83% 91% 94% 96%
Nevada 66% 89% 92% 95% 95%
Oregon 67% 85% 91% 94% 96%
Idaho 69% 88% 93% 95% 97%
Utah 70% 88% 92% 95% 95%
Colorado 71% 91% 96% 98% 99%

Source: NCCI Financial Call data valued as of 12/31/07

? Copyright 2009 National Council on Compensation Insurance, Inc. All Rights
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Medical Cost Growth
eUtilization
*Severity

Workers Compensation Medical Losses
Are More Than Half of Total Losses

All Claims—NCCI States

2008p

1998

Medical

1988
58%

Medical

53%

Medical
46%

Accident Year

2008p: Preliminary based on data valued as of 12/31/2008

1988, 1998: Based on data through 12/31/2007, developed to ultimate

Based on the states where NCCI provides ratemaking services, including state funds
Excludes high deductible policies




Montana Medical Share More Than
20%06 Greater Than Nationwide

All Claims—Montana

2008p

Medical
47%

Based on data valued as of 12/31/2007, developed to ultimate
Excludes the effects of deductible policies

Montana’s Medical Share Is Based Partly
on Much Slower Indemnity Severity
Growth

Cost per Claim
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Based on financial data through 12/31/2007

Datadayelopeditoultimate and| without loss limitation
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Growth in the Medical
Consumer Price Index (CPI) Has
Exceeded Growth in Wages

Index, 1986=1.0

3.0 2.752 (175.2%)

—+—Medical CP| =#—Average Weekly Wages
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Source: NCCI and US Bureau of Labor Statistics

Average weekly wages are calculated from Current Pof'ﬂa%eﬁ%{%@@aﬁaﬂona\ Council on

Compensation Insurance, Inc. All Rights
Reserved.

Growth in Medical Average Cost per
Claim has Exceeded Growth in the
Medical CPI

Index, 1986=1.0

5.0
4.441 (344.1%,
4.0 —+=Medical Average Cost per Claim
=& Medical CPI
3.0 Utilization
20 2.752 (175.2%)

1.0
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Source: NCCI and US Bureau of Labor Statistics
Average weekly wages are calculated from Current Population Survey data
Accident year for average cost per claim; calendar year(f@'pmegpanQBQ National Council on
Compensation Insurance, Inc. All Rights
Reserved.




Montana Medical Average
Cost per Case vs. Countrywide
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Montana’s Medical Average
Claim Severity Compared With
Neighboring States
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Based on NCCI's financial data for lost-time claims.
NV and UT based on AY 2007. All other states based on PY 2006.




Medical Severity — Then and Now
Montana versus Countrywide
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Back-Related Injuries in Montana
as Compared to Countrywide

Montana | Countrywide

Back-related PPD claims as a 36.5% 17.0%
percentage of all PPD claims

Back-related PPD medical incurred
dollars as a percentage of total 40.4% 19.5%
PPD medical incurred (Paid+Case)

Average medical cost per case for
back-related injuries (PPD Claims) $34,973 $27,818

Average medical cost per case for
all injuries (PPD Claims) $31,605 $24,353

Source: NCCI WC Statistical Plan—policies effective 2002-2006
Losses are not developed to ultimate: latest available report for each policy year

2 Copyright 2009 National Council on Compensation Insurance, Inc. All Rights
Reserved.




Medical Cost Distribution

Montana versus Countrywide
% Service Year 2007

Piryskclan Sarvices Hosphial & Ralated Kadical Care Eys Care, Dantal & Othar
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EMontana BCountrywide
Source: Medical Transactional Data and Supplemental data NCCI obtained for service year 2007 for MT.

[ Copyright 2009 National Council on Compensation Insurance, Inc. All Rights
Reserved.
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Key Drivers of Medical nge‘rity
(Cost per Claim)~

*Medical Inflation
*Utilization
Demographics




Further Increases in Medical Care Inflation
Are Expected Through 2010

Medical Care CPI, Percent Change from Year Ago
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Source: US Bureau of Labor Statistics
Medical Care Price Increases
Are Highest for Hospital Services
Average Annual Pct. Change in Components
of the US Medical Care CPI, 2003-2008
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Avg. Hospital Cost per Day* in Montana:
Above the US; Increasing More Rapidly

$3,994

Avg. Annual Pct Change, 1994-2007
Montana 8.6%
United States 6.3%
$3,290

$1,493

$1,359 ~#-Montana
—*United States

* Cost per Day reflects internal costs incurred for hospital services
Source: American Hospital Association

Changes in Utilization Can Come
From Many Sources

* Changes in the number of services provided

¢ Changes in treatment modalities (use of MRIs instead of X-
rays)

* Introduction of newer pharmaceuticals/generics

* Adaptive practices by providers




Medical Severity Increases With Age

Average Paid + Case Medical Severity Reported at 18 Months by Age
Accident Year 2005, NCCI States
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The Share of Montana's Population
45 to 64 Is Expected to Peak in 2010
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Source: US Census Bureau; Moody’s Economy.com




Key Takeaways—
Drivers of Medical Severity

Ongoing increases in medical inflation and utilization suggest
further upward pressure on medical severity

Medical severity increases with age

Upward pressure on medical severity may diminish as Baby
Boomers exit the workforce

This latter effect may be partly offset to the extent that persons
work well beyond the “normal” retirement age

National
Council on

e Compensation
Insurance, Inc.
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Indemnity Loss Distribution
by Injury Type
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12.4%

82.3%

13.2_‘5 15.4%

Montana
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Montana’s Permanent Partial
Indemnity Average Cost per Case
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Based on NCCI's WCSP data.




Montana’s Permanent Partial
Total Average Cost per Case...
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Based on NCCI's WCSP data.




...Gives Montana’s Permanent Partial
Total Costs

Permanent Partial Costs per 100,000 Workers

120

Total Costs ($M)

Based on NCCI's WCSP data.

National

Montana:

eHigher Total Benefits

*Greater Frequency

eHigher Average Indemnity Costs
eHigher Average Medical Costs
eLonger Claims Duration
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Questions And Commqnt%ﬁ
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Additional Studies and Research Materials
can be found under Industry Information at
ncci.com




