AIS RISK CONSULTANTS, INC.

Consulting Actuaries o Insurance Advisors

4400 Route 9 South e Suite 1200 e Freehold, NJ 07728 e (732) 780-0330 e Fax (732) 780-2706

Date: November 8, 2013

To:  Fred A. Townsend Il
Ratepayer Advocate of the State of Delaware

From: Allan I. Schwartz
Re:  Delaware Compensation Rating Bureau Filing No. 1305; Dated October 9, 2013

In accordance with your request, | have reviewed the Delaware Compensation Rating
Bureau (DCRB) filing No. 1305; dated October 9, 2013; proposed effective December 1, 2013.
Based upon my analysis | have concluded that smaller increases than those proposed by the

DCRB are warranted.! A comparison of the values from my analysis and those contained in the
DCRB filing is set forth in the following table.

Comparison of AlIS and DCRB Rate & Loss Cost Changes

Difference
AlS DCRB AlS - DCRB
Change in Residual Market Rate Level 14.4% 38.5% -24.1%
Change in Voluntary Market Loss Costs 17.1% 41.8% -24.6%
Adjusted Change in Voluntary
Market Manual Loss Cost Level 18.7% 43.6% -25.0%

The calculations underlying our values are set forth in Schedule AIS-1.

The difference between the AIS and DCRB values relate to the: (i) projected ultimate
losses for historical periods along with the impact on the loss trend calculation and (ii) loss
adjustment expense provision.

! Our analysis is based upon the information currently available, and is subject to revision if additional relevant
information becomes available.
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1. Projected Ultimate Losses for Historical Periods

The procedure used by the DCRB to derive the projected ultimate losses for the
historical periods involves:

Q) Deriving average paid and case incurred loss development factors
based upon the most recent four calendar years of experience

(i) Fitting the factors to a mathematical curve

(iii) Use the fitted factors to derive paid and case incurred development
factors to ultimate

(iv) Multiply the paid and case incurred development factors to ultimate by
the reported paid and case incurred losses to derive project ultimate
losses based upon paid experience and case incurred experience,
respectively

(V) Select the average of those two indications for the projected ultimate losses

We made one change to the method used by the DCRB. Instead of using the loss
development reserve procedure in step 4, we used a B-F reserve procedure.?

Both the loss development reserve procedure and B-F reserve procedure can be
actuarially acceptable methods for calculating ultimate loss projections, depending on the
circumstances of a particular situation. The loss development procedure tends to be more
responsive but subject to a larger degree of variability, whereas the B-F procedure tends to be
more stable with a smaller degree of variability.

After reviewing the reported experience included in the DCRB filing, we believe that in
the current circumstances it is more appropriate to use the B-F reserve procedure.’

As an example of the instability of the indications from the loss development reserve
procedure used by the DCRB, that method gives an increase in indemnity and medical claim

% The calculations are set forth in Schedule AlS-3.
® For this particular filing, for most policy years, the loss development and B-F procedures give very similar results,

differing by less than 1%. For policy year 2010 the difference is about 6%, while for policy year 2011 the difference
is about 21%.

Preliminary, Draft, Confidential, For Discussion Purposes Only - 11/8/13



September 24, 2012
The Honorable Karen Weldin Stewart, Delaware Insurance Commissioner
Page 30of 4

severity between policy years 2010 to 2011 of 32.1% and 22.3%, respectively.* This is an
extremely large increase in both the indemnity and medical claim severity in a one-year time
period. The DCRB has not given any reasonable explanation for this highly unusual result. This
result indicates that for the current filing, the loss development procedure used by the DCRB
does not give a reasonable result.

In contrast, the B-F reserve procedure gives an increase in indemnity and medical claim
severity between policy years 2010 to 2011 of 11.5% and 8.5%, respectively.> While those
values are still high, they fall within a range of believable values.

The revision to the projected ultimate losses for the historical periods based upon using
the B-F procedure also impacts the trend calculation.® Our loss cost and rate calculations are
based upon the same seven year historical trend time period used by the DCRB.

We also reviewed Medical Data Call Overview Report from the DCRB to the Data
Collection Committee dated October 9, 2013. That contained time series data both for Medical
Procedure Data and Prescription Drug Data for a number of items, including the average
payment per claim. That data is summarized by year ending periods in Schedule AIS-4. Trend
calculations performed on that data indicate average payment per claim annual trends of about
4% a year for medical procedures and about 5% a year for prescription drugs. These data are
consistent with the conclusion that the DCRB filing uses excessive loss trends and projections
for medical costs.

2. Loss Adjustment Expenses

The DCRB filing proposes an increase in loss adjustment expenses (LAE) to 19.72% of
losses. The DCRB calculation of the LAE provision depends on making several adjustments to
the reported experience.” The basis for, and calculation of, these adjustments was not provided.

In addition, there appears to be a discrepancy between the changes in losses by year in
different parts of the filing. The DCRB’s calculation of the LAE provision shows the dollars of

432.1% = (0.7285/0.5513 -1 ) X 100% and 22.3% = ( 1.6481 / 1.3473 -1 ) X 100%; DCRB filing, Brown Book,
Exhibit VII-1 and VII-2

% Schedule AIS-2, Sheets 7 and 9
® Schedule AIS-2

" DCRB filing, Exhibit 8, Exhibit I11, Lines (1d) and (1e)
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losses increasing by about 12% from calendar year 2009 to 2011.% In contrast, the projected loss
ratio calculations in the DCRB filing show an increase in losses from policy year 2009 to 2011
of about 28%°, which is about twice the increase shown in the LAE calculation. The LAE
provision is calculated as loss adjustment expenses divided by losses.’® Therefore, the lower the
loss values used (everything else held constant), the LAE ratio increases.

In addition, the value shown by the DCRB for LAE / loss during 2010 of 21.59% is very
high and appears to be an outlier.

In order to address these concerns to some extent, we used a longer time period from
2007 to 2011, and selected the LAE / loss provision based upon the five year average excluding
the maximum and minimum values.

3. Conclusion

Based upon my analysis | have concluded that an increase of about 14% in the residual
market rates and 17% in the voluntary loss costs is within the range of reasonable values.

Please feel free to contact me if there is anything you would care to discuss.

Enclosures

® DCRB filing, Exhibit 8, Exhibit 111, Line (4)
° DCRB filing, Brown Book, Exhibit V-1, IV-2 and IV-3, Line (14)

9 DCRB filing, Exhibit 8, Exhibit 111, Line (6a)
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DELAWARE WORKERS' COMPENSATION

Analysis of DCRB Filing Proposed Effective December 1, 2013

Voluntary Market L oss Cost and Residual Market Rates

Indemnity  Medical Total

(1a) Policy Year 2008 Loss and Loss Adjustment Expense Ratio 0.2491 0.4571 0.7062
(1b) Policy Year 2009 Loss and Loss Adjustment Expense Ratio 0.2668 0.5054 0.7721
(1c) Policy Year 2010 Loss and Loss Adjustment Expense Ratio 0.2509 0.5845 0.8354
(1d) Policy Year 2011 Loss and Loss Adjustment Expense Ratio 0.2583 0.5858 0.8441
(1e) Average (Midpoint = 7/1/2010) 0.2563 0.5332 0.7895
(2a) Policy Year 2008 Loss and LAE Ratio Trended to 12/1/2014 0.2103 0.5708
(2b) Policy Year 2009 Loss and LAE Ratio Trended to 12/1/2014 0.2318 0.6073
(2¢) Policy Year 2010 Loss and LAE Ratio Trended to 12/1/2014 0.2243 0.6759
(2d) Policy Year 2011 Loss and LAE Ratio Trended to 12/1/2014 0.2376 0.6519
(2e) Average at 12/1/2014 0.2260 0.6265 0.8525
(3ai) Senate Bill 1 Adjustment 1.0000 0.8260
(3aii) Senate Bill 238 Adjustment 1.0000 0.9958
(3aiii) House Bill 175 Adjustment 1.0000 0.9289
(3a) Combined Legislative Adjustment 1.0000 0.7640
(3b) Average Trended Loss and LAE Ratio Post-Legislation (2e) X (3a) 0.2260 0.4787 0.7047
(4a) Excess Loss Factor at $1,919,854 (Post-Legislative Basis) 0.1187
(4b) Provision for Excess Loss (5a)-(3b) 0.0949
(5a) Total Trended Loss and LAE Ratio (3b)/(1.0-(4a)) 0.2276 0.5720 0.7996
(5b) Percentage of Total 28.46% 71.54%
(6) Permissible Loss and Loss Adjustment Ratio 0.7009
(7) Indicated Change in Rates (5a) / (6) 1.1408
(8) Estimated Effect of the 7/1/14 Benefit Change 1.0032
(9) Change in Residual Market Rate Level (7) * (8) 1.1445
(10) Change in Voluntary Market Loss Costs (9) * [0.7239/ 0.7074] 1.1712

Changes in Manual Premium Level by Industry Group

Mfq. Cont. Other Total
(11) Current Collectible Premium Ratio 0.8705 0.9489 0.8331
(12) Proposed Collectible Premium Ratio 0.9171 0.9579 0.8393
(13) Change in Collectible Premium Ratio (12) / (11) 1.0535 1.0095 1.0074 1.0139
(14) Change in Residual Market Manual Rate Level (9) * (13) 1.2057 1.1553 1.1530 1.1604

(15) Change in Voluntary Market Manual Loss Cost Level (10) * (13) 1.2339 1.1823 1.1799 1.1874
(16) Current Offset for Residual Market Surcharge 0.9910
(17) Proposed Offset for Residual Market Surcharge 0.9902

(18) Adjusted Change in Voluntary Market Manual Loss Cost Level  1.2329 1.1813 1.1789 1.1865
(15) * (17) / (16)

Schedule AIS-1
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Analysis of DCRB Filing Proposed Effective December 1, 2013

Analysis of Indemnity Loss Ratio Trend

Indemnity  Change

Policy Proj Ult  From Prior Fitted Indemnity Loss Ratio
Year Loss Ratio Year 10 Year 9 Year 8 Year 7 Year 6 Year 5 Year 4 Year 3 Year

2002 0.3765 0.3598

2003 0.3720 -1.2% 0.3437 0.3369

2004 0.3125 -16.0% 0.3284 0.3230 0.3074

2005 0.3021 -3.3% 0.3137 0.3098 0.2979 0.2951

2006 0.2904 -3.9% 0.2996 0.2970 0.2887 0.2867 0.2823

2007 0.2806 -3.4% 0.2862 0.2848 0.2798 0.2785 0.2755 0.2693

2008 0.2491 -11.2% 0.2734 0.2731 0.2712 0.2705 0.2688 0.2650 0.2543

2009 0.2668 7.1% 0.2612 0.2619 0.2628 0.2628 0.2624 0.2609 0.2556 0.2628

2010 0.2509 -6.0% 0.2495 0.2511 0.2547 0.2553 0.2561 0.2568 0.2568 0.2586

2011 0.2583 3.0% 0.2383 0.2408 0.2468 0.2480 0.2499 0.2528 0.2580 0.2544
Annual Percent Change -4.5% -4.1% -3.1% -2.9% -2.4% -1.6% 0.5% -1.6%
Average of 4 year to 6 year = -1.2%
Average of 4 year to 7 year = -1.6%
Average of 4 year to 7 year excluding maximum and minimum = -2.0%
Average of 3 year to 8 year = -1.8%
Average of 3 year to 8 year excluding maximum and minimum = -2.1%
Median of 3 year to 10 year = -2.6%

Regression Output

Constant 90.6 83.0 61.7 57.0 47.6 30.5 -11.0 311
Std Err of Y Est 0.060 0.061 0.041 0.044 0.047 0.049 0.038 0.037
R Squared 86% 80% 80% 71% 54% 26% 4% 28%
Adjusted R Squared 84% 77% 77% 65% 43% 2% -44% -45%
No. of Observations 10 9 8 7 6 5 4 3
Degrees of Freedom 8 7 6 5 4 3 2 1
X Coefficient(s) -0.0458 -0.0420 -0.0314 -0.0290 -0.0244 -0.0158 0.0048 -0.0162
Std Err of Coef. 0.0066 0.0079 0.0064 0.0084 0.0112 0.0154 0.0168 0.0261
T-Statistic -6.9 -5.3 -4.9 -3.5 -2.2 -1.0 0.3 -0.6
Probability 0.0% 0.1% 0.3% 1.8% 9.5% 37.8% 80.3% 64.7%

Schedule AlS-2, Sheet 1
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Analysis of DCRB Filing Proposed Effective December 1, 2013

Analysis of Indemnity Loss Ratio Trend
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Analysis of DCRB Filing Proposed Effective December 1, 2013

Analysis of Medical Loss Ratio Trend

Medical Change
Policy Proj Ult  From Prior Fitted Medical Loss Ratio
Year Loss Ratio Year 10 Year 9 Year 8 Year 7 Year 6 Year 5 Year 4 Year 3 Year

2002 0.4925 0.4508

2003 0.5000 1.5% 0.4597 0.4421

2004 0.4638 -7.2% 0.4688 0.4541 0.4270

2005 0.4522 -2.5% 0.4781 0.4665 0.4445 0.4240

2006 0.4284 -5.3% 0.4875 0.4792 0.4627 0.4465 0.4277

2007 0.4779 11.6% 0.4971 0.4923 0.4816 0.4703 0.4564 0.4558

2008 0.4571 -4.3% 0.5070 0.5057 0.5013 0.4954 0.4869 0.4866 0.4641

2009 0.5054 10.5% 0.5170 0.5195 0.5218 0.5218 0.5196 0.5194 0.5072 0.5176

2010 0.5845 15.7% 0.5272 0.5337 0.5431 0.5496 0.5543 0.5544 0.5544 0.5572

2011 0.5858 0.2% 0.5376 0.5482 0.5654 0.5789 0.5915 0.5918 0.6060 0.5999
Annual Percent Change 2.0% 2.7% 4.1% 5.3% 6.7% 6.7% 9.3% 7.7%
Average of 4 year to 6 year = 7.6%
Average of 4 year to 7 year = 7.0%
Average of 4 year to 7 year excluding maximum and minimum = 6.7%
Average of 3 year to 8 year = 6.6%
Average of 3 year to 8 year excluding maximum and minimum = 6.6%
Median of 3 year to 10 year = 6.0%

Regression Output

Constant -39.9 -54.7 -81.2 -104.9 -130.9 -131.8 -179.4 -149.0
Std Err of Y Est 0.091 0.088 0.070 0.059 0.049 0.057 0.046 0.058
R Squared 32% 45% 70% 81% 88% 81% 90% 76%
Adjusted R Squared 24% 37% 65% 77% 85% 75% 86% 52%
No. of Observations 10 9 8 7 6 5 4 3
Degrees of Freedom 8 7 6 5 4 3 2 1
X Coefficient(s) 0.0196 0.0269 0.0401 0.0519 0.0648 0.0653 0.0889 0.0738
Std Err of Coef. 0.0100 0.0113 0.0108 0.0112 0.0118 0.0180 0.0204 0.0413
T-Statistic 2.0 2.4 3.7 4.6 55 3.6 4.4 1.8
Probability 8.5% 4.9% 1.0% 0.6% 0.5% 3.6% 4.9% 32.5%
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Analysis of DCRB Filing Proposed Effective December 1, 2013

Analysis of Medical Loss Ratio Trend
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Analysis of DCRB Filing Proposed Effective December 1, 2013

Analysis of Normalized Claim Frequency Trend

Normalized Change
Policy Claim From Prior Fitted Normalized Claim Frequency
Year Frequency Year 10 Year 9 Year 8 Year 7 Year 6 Year 5 Year 4 Year 3 Year
1999 1.0000
2000 0.9066 -9.3%
2001 0.7903 -12.8%
2002 0.8007 1.3% 0.7755
2003 0.7663 -4.3% 0.7233 0.7131
2004 0.6751 -11.9% 0.6746 0.6668 0.6432
2005 0.6041 -10.5% 0.6291 0.6236 0.6062 0.5897
2006 0.5686 -5.9% 0.5867 0.5831 0.5712 0.5595 0.5506
2007 0.5276 -7.2% 0.5472 0.5453 0.5383 0.5309 0.5250 0.5116
2008 0.4692 -11.1% 0.5103 0.5099 0.5073 0.5038 0.5005 0.4925 0.4776
2009 0.4719 0.6% 0.4760 0.4768 0.4780 0.4780 0.4773 0.4742 0.4669 0.4781
2010 0.4714 -0.1% 0.4439 0.4459 0.4505 0.4536 0.4551 0.4565 0.4565 0.4592
2011 0.4354 -7.6% 0.4140 0.4169 0.4245 0.4304 0.4339 0.4395 0.4464 0.4411
2013.917 0.3378 0.3428 0.3570 0.3693 0.3776 0.3935 0.4180 0.3923
Annual Percent Change -6.7% -6.5% -5.8% -5.1% -4.7% -3.7% -2.2% -3.9%
Average of 4 year to 6 year = -3.5%
Average of 4 year to 7 year = -3.9%
Average of 4 year to 7 year excluding maximum and minimum = -4.2%
Average of 3 year to 8 year = -4.2%
Average of 3 year to 8 year excluding maximum and minimum = -4.4%
Median of 3 year to 10 year = -4.9%
AlS DCRB
Selected -5.1% -5.1%
Regression Output
Constant 139.4 134.0 118.5 104.7 94.9 75.5 44.5 80.1
Std Err of Y Est 0.052 0.054 0.044 0.039 0.041 0.038 0.032 0.032
R Squared 95% 93% 93% 91% 86% 76% 55% 76%
Adjusted R Squared 94% 92% 91% 89% 82% 69% 33% 52%
No. of Observations 10 9 8 7 6 5 4 3
Degrees of Freedom 8 7 6 5 4 3 2 1
X Coefficient(s) -0.0697 -0.0671 -0.0594 -0.0525 -0.0476 -0.0379 -0.0225 -0.0403
Std Err of Coef. 0.0057 0.0069 0.0068 0.0074 0.0097 0.0122 0.0144 0.0226
T-Statistic -12.2 -9.7 -8.7 -7.1 -4.9 -3.1 -1.6 -1.8
Probability 0.0% 0.0% 0.0% 0.1% 0.8% 5.3% 25.8% 32.6%
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Analysis of DCRB Filing Proposed Effective December 1, 2013

Analysis of Normalized Claim Frequency Trend
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Analysis of DCRB Filing Proposed Effective December 1, 2013

Analysis of Indemnity Severity Loss Ratio Trend

Indemnity  Change
Policy Severity  From Prior Fitted Indemnity Severity Loss Ratio

Year Loss Ratio Year 10 Year 9 Year 8 Year 7 Year 6 Year 5 Year 4 Year 3 Year

2002 0.4702 0.4640

2003 0.4854 3.2% 0.4752 0.4725

2004 0.4629 -4.6% 0.4868 0.4844 0.4779

2005 0.5001 8.0% 0.4986 0.4968 0.4915 0.5005

2006 0.5107 2.1% 0.5107 0.5094 0.5055 0.5124 0.5127

2007 0.5318 4.1% 0.5231 0.5223 0.5198 0.5245 0.5248 0.5263

2008 0.5308 -0.2% 0.5358 0.5356 0.5345 0.5370 0.5371 0.5381 0.5326

2009 0.5654 6.5% 0.5488 0.5492 0.5497 0.5497 0.5497 0.5502 0.5473 0.5497
2010 0.5322 -5.9% 0.5621 0.5631 0.5653 0.5627 0.5627 0.5625 0.5625 0.5631

2011 0.5933 11.5% 0.5757 0.5774 0.5813 0.5761 0.5759 0.5750 0.5780 0.5768

Annual Percent Change 2.4% 2.5% 2.8% 2.4% 2.4% 2.2% 2.8% 2.4%
Average of 4 year to 6 year = 2.5%
Average of 4 year to 7 year = 2.4%
Average of 4 year to 7 year excluding maximum and minimum = 2.4%
Average of 3 year to 8 year = 2.5%
Average of 3 year to 8 year excluding maximum and minimum = 2.5%
Median of 3 year to 10 year = 2.4%
AlS DCRB
Selected 2.4% 4.7%

Regression Output

Constant -48.8 -51.0 -56.8 -47.7 -47.3 -45.0 -55.5 -49.0
Std Err of Y Est 0.032 0.034 0.034 0.032 0.036 0.041 0.049 0.069
R Squared 85% 82% 83% 75% 65% 49% 44% 20%
Adjusted R Squared 83% 80% 80% 70% 56% 32% 16% -61%
No. of Observations 10 9 8 7 6 5 4 3
Degrees of Freedom 8 7 6 5 4 3 2 1

X Coefficient(s) 0.0240 0.0251 0.0280 0.0234 0.0233 0.0221 0.0273 0.0241
Std Err of Coef. 0.0035 0.0044 0.0052 0.0060 0.0085 0.0130 0.0219 0.0488
T-Statistic 6.8 5.7 54 3.9 2.7 1.7 1.2 0.5
Probability 0.0% 0.1% 0.2% 1.2% 5.3% 18.7% 33.8% 70.8%

Schedule AIS-2, Sheet 7
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Analysis of DCRB Filing Proposed Effective December 1, 2013

Analysis of Indemnity Severity L oss Ratio Trend
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Analysis of DCRB Filing Proposed Effective December 1, 2013

Medical Change
Policy Severity  From Prior

Analysis of Medical Severity Loss Ratio Trend

Fitted Medical Severity Loss Ratio

Year Loss Ratio Year 10 Year 9 Year 8 Year 7 Year 6 Year 5 Year 4 Year 3 Year

2002 0.6150 0.5813

2003 0.6525 6.1% 0.6356 0.6199

2004 0.6870 5.3% 0.6950 0.6810 0.6638

2005 0.7486 9.0% 0.7599 0.7481 0.7332 0.7190

2006 0.7534 0.6% 0.8309 0.8218 0.8099 0.7981 0.7769

2007 0.9058 20.2% 0.9085 0.9028 0.8946 0.8859 0.8694 0.8910

2008 0.9743 7.6% 0.9934 0.9918 0.9882 0.9834 0.9728 0.9879 0.9717

2009 1.0709 9.9% 1.0861 1.0895 1.0915 1.0915 1.0886 1.0953 1.0863 1.0825

2010 1.2398 15.8% 1.1876 1.1969 1.2057 1.2116 1.2182 1.2144 1.2144 1.2134

2011 1.3454 8.5% 1.2985 1.3149 1.3318 1.3449 1.3631 1.3465 1.3576 1.3600
Annual Percent Change 9.3% 9.9% 10.5% 11.0% 11.9% 10.9% 11.8% 12.1%
Average of 4 year to 6 year = 11.5%
Average of 4 year to 7 year = 11.4%
Average of 4 year to 7 year excluding maximum and minimum = 11.4%
Average of 3 year to 8 year = 11.4%
Average of 3 year to 8 year excluding maximum and minimum = 11.4%
Median of 3 year to 10 year = 10.9%

AlS DCRB
Selected 11.0% 14.0%
Annual Adjustment After 9/1/2008 -1.5% 1.5% Applied from 9/1/2008 to 1/31/13
to Reflect Medical Fee Schedule -1.8% -1.8% Applied after 1/31/13
Regression Output

Constant -179.3 -188.7 -199.7 -209.6 -225.8 -207.3 -223.9 -229.1
Std Err of Y Est 0.047 0.042 0.038 0.036 0.029 0.022 0.019 0.026
R Squared 97% 98% 98% 98% 98% 99% 99% 97%
Adjusted R Squared 97% 97% 98% 98% 98% 98% 98% 95%
No. of Observations 10 9 8 7 6 5 4 3
Degrees of Freedom 8 7 6 5 4 3 2 1
X Coefficient(s) 0.0893 0.0940 0.0995 0.1044 0.1124 0.1032 0.1115 0.1141
Std Err of Coef. 0.0051 0.0055 0.0058 0.0068 0.0069 0.0068 0.0085 0.0187
T-Statistic 17.3 17.1 17.2 154 16.2 15.1 13.1 6.1
Probability 0.0% 0.0% 0.0% 0.0% 0.0% 0.1% 0.6% 10.3%
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Analysis of DCRB Filing Proposed Effective December 1, 2013

Analysis of Medical Severity Loss Ratio Trend
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Analysis of Delaware Compensation Rating Bureau Filing Proposed Effective December 1, 2013

Derivation of Projected Ultimate Losses - Indemnity
(Amounts in Millions)

Standard Premium Developed Expected
Earned Development Earned Loss Expected Reported Losses
Policy Year Premium Factor Premium Ratio Losses Paid Incurred
2002 $120.84 1.0000 $120.84 33.61% $40.62 $35.32 $37.35
2003 $134.59 1.0000 $134.59 31.38% $42.24 $36.41 $39.60
2004 $153.05 1.0000 $153.05 27.69% $42.39 $36.33 $38.63
2005 $187.90 1.0018 $188.24 23.78% $44.76 $36.39 $41.23
2006 $201.14 1.0015 $201.44 21.71% $43.74 $34.96 $40.81
2007 $200.03 1.0011 $200.25 22.69% $45.43 $33.59 $39.86
2008 $151.14 1.0010 $151.29 27.42% $41.48 $28.76 $35.05
2009 $118.17 1.0017 $118.37 36.64% $43.38 $24.57 $36.94
2010 $105.60 1.0028 $105.89 37.39% $39.59 $15.54 $28.47
2011 $106.22 0.9961 $105.80 35.47% $37.53 $9.49 $24.34
Development Factor Projected Ultimate Losses AIS DCRB
Policy Year Paid Incurred Paid Dev Inc Dev Paid BF Inc BF Selected Selected
2002 1.1277 1.0505 $39.83 $39.24 $39.92 $39.30 $39.61 $39.54
2003 1.1507 1.0609 $41.89 $42.01 $41.94 $42.02 $41.98 $41.95
2004 1.1811 1.0726 $42.91 $41.44 $42.83 $41.50 $42.17 $42.17
2005 1.2228 1.0862 $44.50 $44.78 $44.55 $44.78 $44.66 $44.64
2006 1.2826 1.1020 $44.83 $44.97 $44.59 $44.86 $44.73 $44.90
2007 1.3738 1.1222 $46.14 $44.73 $45.95 $44.81 $45.38 $45.44
2008 1.5257 1.1531 $43.88 $40.42 $43.05 $40.56 $41.81 $42.15
2009 1.8234 1.2202 $44.81 $45.08 $44.16 $44.77 $44.47 $44.94
2010 2.6783 1.4535 $41.62 $41.38 $40.35 $40.82 $40.59 $41.50
2011 5.5056 2.0056 $52.24 $48.81 $40.20 $43.15 $41.68 $50.52
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Analysis of Delaware Compensation Rating Bureau Filing Proposed Effective December 1, 2013

Derivation of Projected Ultimate Losses - Medical
(Amounts in Millions)

Standard Premium Developed Expected
Earned Development Earned Loss Expected Reported Losses
Policy Year Premium Factor Premium Ratio Losses Paid Incurred
2002 $120.84 1.0000 $120.84 50.23% $60.69 $44.88 $53.22
2003 $134.59 1.0000 $134.59 46.75% $62.92 $45.96 $56.52
2004 $153.05 1.0000 $153.05 46.74% $71.54 $49.79 $58.51
2005 $187.90 1.0018 $188.24 39.46% $74.27 $49.65 $61.50
2006 $201.14 1.0015 $201.44 35.12% $70.75 $46.93 $57.20
2007 $200.03 1.0011 $200.25 41.46% $83.02 $50.59 $61.56
2008 $151.14 1.0010 $151.29 52.95% $80.11 $46.68 $56.78
2009 $118.17 1.0017 $118.37 72.40% $85.70 $47.36 $57.44
2010 $105.60 1.0028 $105.89 84.68% $89.67 $48.26 $61.70
2011 $106.22 0.9961 $105.80 80.00% $84.65 $38.18 $54.45
Development Factor Projected Ultimate Losses AIS DCRB
Policy Year Paid Incurred Paid Dev Inc Dev Paid BF Inc BF Selected Selected
2002 1.2839 1.1716 $57.63 $62.35 $58.31 $62.11 $60.21 $59.99
2003 1.3209 1.1932 $60.71 $67.44 $61.24 $66.71 $63.98 $64.08
2004 1.3642 1.2184 $67.93 $71.29 $68.89 $71.33 $70.11 $69.61
2005 1.4156 1.2487 $70.28 $76.79 $71.45 $76.29 $73.87 $73.54
2006 1.4775 1.2875 $69.34 $73.64 $69.80 $72.99 $71.39 $71.49
2007 1.5533 1.3414 $78.58 $82.58 $80.16 $82.69 $81.43 $80.58
2008 1.6496 1.4263 $77.01 $80.98 $78.23 $80.72 $79.47 $79.00
2009 1.7854 1.5766 $84.56 $90.56 $85.06 $88.78 $86.92 $87.56
2010 2.0807 1.7745 $100.41 $109.49 $94.83 $100.84 $97.83 $104.95
2011 2.9764 2.2698 $113.65 $123.60 $94.39 $101.81 $98.10 $118.62
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Analysis of Delaware Compensation Rating Bureau Filing Proposed Effective December 1, 2013

Calculation of Projected Ultimate Loss Ratio from AIS Analysis of DCRB 2012 Filing
(Amounts in Millions)

Standard Premium Developed
Earned Development Earned Projected Ultimate Losses Projected Ultimate Loss Ratio
Palicy Year Premium Factor Premium Indemnity Medical Indemnity Medical
2002 $118.82 1.0000 $118.82 $39.94 $59.68 33.61% 50.23%
2003 $133.01 1.0000 $133.01 $41.74 $62.18 31.38% 46.75%
2004 $151.08 1.0017 $151.34 $41.91 $70.74 27.69% 46.74%
2005 $185.09 1.0000 $185.09 $44.01 $73.03 23.78% 39.46%
2006 $204.70 0.9997 $204.64 $44.43 $71.87 21.71% 35.12%
2007 $198.15 0.9996 $198.07 $44.94 $82.12 22.69% 41.46%
2008 $150.15 1.0001 $150.17 $41.17 $79.51 27.42% 52.95%
2009 $117.51 1.0000 $117.51 $43.06 $85.08 36.64% 72.40%
2010 $105.14 0.9909 $104.18 $38.95 $88.22 37.39% 84.68%

Source: AlIS 9/24/12 Analysis of DCRB 2012 Filing; Schedule AlS-3, Sheets 1 and 2
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Analysis of Delaware Compensation Rating Bureau Filing Proposed Effective December 1, 2013

Derivation of Expected Loss Ratio for Policy Year 2011

Indemnity
Premium Factors
Loss Factors Factor to Expense Adjusted
Expected Benefit Trend to 12/1/12 Constant DCCPAP Expected
Policy Year  Loss Ratio Level 12/12 Rates Rates Factor Factor Loss Ratio
2007 22.69% 1.0536 0.7821 1.0105 0.9977 0.9974 18.59%
2008 27.42% 1.0358 0.8153 1.3631 0.9974 0.9989 17.05%
2009 36.64% 1.0320 0.8498 1.6973 0.9971 1.0147 18.71%
2010 37.39% 1.0348 0.8859 1.8475 0.9970 1.0142 18.35%
Average 18.18%
2011 35.47% 1.0379 0.9235 1.8499 0.9970 1.0142 18.18%
Medical
Premium Factors
Loss Factors Factor to Expense Adjusted
Expected Benefit Trend to 12/1/11 Constant DCCPAP Expected
Policy Year  Loss Ratio Level 12/11 Rates Rates Factor Factor Loss Ratio
2007 41.46% 1.0000 1.0537 1.0105 0.9977 0.9974 43.44%
2008 52.95% 1.0000 1.0349 1.3631 0.9974 0.9989 40.35%
2009 72.40% 1.0000 1.0277 1.6973 0.9971 1.0147 43.33%
2010 84.68% 1.0000 1.0205 1.8475 0.9970 1.0142 46.26%
Average 43.35%
2011 80.00% 1.0000 1.0135 1.8499 0.9970 1.0142 43.35%
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Delaware Compensation Rating Bureau, Inc.
Medical Data Call Overview Report

Medical Procedure Data

Average Average
Number of Medical Average Average  Procedure Payment Average Average
Claims with  Number of Procedure Amount Medical Procedures Units per  Units per per Payment Payment
Year Ending Payment(s) Procedures Units Charged Amount Paid per Claim Procedure Claim Procedure per Unit per Claim
Jun-11 17,923 331,045 760,367 $71,846,155 $53,928,642 18.47 2.30 42.42 $162.90 $70.92  $3,008.91
Sep-11 17,873 327,360 772,684 $72,658,770 $54,882,650 18.32 2.36 43.23 $167.65 $71.03  $3,070.70
Dec-11 17,866 326,686 819,839 $76,601,856 $57,842,136 18.29 2,51 45.89 $177.06 $70.55  $3,237.55
Mar-12 18,002 323,427 835,497 $75,518,319 $57,094,509 17.97 2.58 46.41 $176.53 $68.34  $3,171.56
Jun-12 18,210 323,168 851,869 $76,984,356 $58,383,837 17.75 2.64 46.78 $180.66 $68.54  $3,206.14
Sep-12 18,146 321,969 861,614 $79,255,013 $60,114,745 17.74 2.68 47.48 $186.71 $69.77  $3,312.84
Dec-12 17,890 313,920 817,490 $75,151,519 $56,791,577 17.55 2.60 45.70 $180.91 $69.47  $3,174.49
Mar-13 17,903 313,398 829,779 $77,650,367 $58,432,420 17.51 2.65 46.35 $186.45 $70.42  $3,263.83
Average Annual Trend During Time Period
June 2011 to March 2013 -3.2% 8.4% 4.9% 7.4% -0.9% 4.0%
Sept 2011 to March 2013 -3.2% 6.7% 3.2% 6.2% -0.5% 2.7%
Dec 2011 to March 2013 -3.2% 3.6% 0.2% 4.3% 0.7% 0.9%
March 2012 to March 2013 -2.5% 1.5% -1.0% 4.5% 3.0% 1.9%
June 2012 to March 2013 -2.1% -0.6% -2.6% 2.6% 3.1% 0.4%

Source: DCC Qtrly Report Pkg Oct 2013
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Delaware Compensation Rating Bureau, Inc.
Medical Data Call Overview Report

Prescription Drug Data

Average Average
Number of Medical Average Average  Procedure Payment Average  Average
Claims with  Number of  Procedure Amount Medical Procedures Units per Units per per Payment Payment
Year Ending Payment(s) Procedures Units Charged Amount Paid per Claim Procedure Claim Procedure per Unit per Claim
Jun-11 7,003 39,449 2,824,175 $7,730,117  $6,540,198 5.63 71.59 403.28 $165.79 $2.32 $933.91
Sep-11 7,055 40,086 2,796,753 $7,611,281  $6,646,118 5.68 69.77 396.42 $165.80 $2.38 $942.04
Dec-11 7,180 42,366 2,917,219 $7,854,122  $6,835,122 5.90 68.86 406.30 $161.34 $2.34 $951.97
Mar-12 7,208 43,689 2,976,193 $8,059,353  $6,955,828 6.06 68.12 412.90 $159.21 $2.34 $965.01
Jun-12 7,278 44,449 3,021,334 $8,298,344  $7,107,104 6.11 67.97 415.13 $159.89 $2.35 $976.52
Sep-12 7,410 44,795 3,031,327 $8,426,096 $7,217,508 6.05 67.67 409.09 $161.12 $2.38 $974.02
Dec-12 7,291 43,522 2,984,017 $8,477,497  $7,250,099 5.97 68.56 409.27 $166.58 $2.43 $994.39
Mar-13 7,431 44,684 3,075,331 $8,802,216 $7,562,196 6.01 68.82 413.85 $169.24 $2.46 $1,017.66
Average Annual Trend During Time Period
June 2011 to March 2013 3.8% -2.0% 1.8% 0.8% 2.8% 4.6%
Sept 2011 to March 2013 2.8% -0.8% 1.9% 2.0% 2.8% 4.8%
Dec 2011 to March 2013 0.4% 0.1% 0.6% 4.5% 4.3% 4.9%
March 2012 to March 2013 -1.5% 1.2% -0.4% 6.7% 5.5% 5.1%
June 2012 to March 2013 -2.3% 2.0% -0.4% 8.5% 6.3% 5.9%

Source: DCC Qtrly Report Pkg Oct 2013
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Analysis of DCRB Filing Proposed Effective December 1, 2013

Analysis of LAE to Loss Provision

Historical
LAE / Loss
as Calculated
Year by DCRB
2008 15.76%
2009 16.98%
2010 19.30%
2011 21.59%
2012 18.26%
3 - Year Average 19.72%
5 - Year Average Ex Max / Min 18.18%
Selected Value 18.18%

Source: Current and Prior DCRB Filings, Exhibit 8
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