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OUR ESTIMATE OF INDUSTRY RESERVE ADEQUACY

Assured Research estimates industry reserve redundancy on Accident Years 2005 and 
subsequent at $17.1 billion (est. $17.5 bil at YE 2013)
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OUR ESTIMATE OF INDUSTRY RESERVE ADEQUACY

Acc Year Reserve Changes by Line of Business: Reveals there are only a very few ‘sore spots’.

We’ll comment on WC, Commercial Auto, and PPA
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FIRST: ENDOGENOUS OR EXOGENOUS?

Endogenous factors matter…witness 2000-2005…but is declining inflation since 1985 
the source of much of the reserve releases? 
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COMMERCIAL AUTO LIABILITY

Many companies have struggled with adverse development and poor results
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COMMERCIAL AUTO LIABILITY

Why are there problems in the first place?

Let’s look at some of the explanations offered:
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COMMERCIAL AUTO LIABILITY

Endogenous (self-inflicted)

• Rate decreases while claim frequency was on decline (‘06/’07-’11/’12)

• The ‘least underwritten’ line of insurance

• Claims professionals need more training

• UI/UIM commercial claims filed where personal auto limits are too low

Exogenous (Not my fault!)

• Medical cost shifting to retail payers!

• It’s the economy, stupid!
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COMMERCIAL AUTO LIABILITY

It’s the economy, stupid!

University of Michigan Transportation Research Institute – great (free) resource
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WORKERS’ COMPENSATION

• Two thirds of insurance professionals worry most about medical inflation

• 38% cite being unprepared for this risk (most among various insurance
concerns) Data from Travelers, 2014 Investor Day

• Yet according to the 2014 Workers’ Compensation Benchmark Survey

• 73% of respondents report the ACA has had no impact on claims dept.
• 89% report no impact (yet) on staffing
• 89% report no impact (yet) on medical management programs

• At Assured Research, the intersection of health and P/C insurance
are most frequently researched, and requested topic(s) 
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WORKERS’ COMPENSATION

CBO: Real per-capita national health expenditure growth 1.2% per annum 2010-2013 vs. 4.6% 1960-2010
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WORKERS’ COMPENSATION

2014 Economic Report of the President makes case for favorable ACA impact:

• Reductions in excessive Medicare payments to providers and health plans
• New payment models

• Spillover impact (ex. lowering of Medicare benchmark rates)
• Reductions in hospital readmissions

Role of the recession is being debated:

• Report cites research indicating less than ½ slowdown due to recession
• Kaiser foundation report cites mainly macroeconomic factors

But the government report adds two more:

• “Long term trend toward increased patient cost-sharing…”
• “Striking slowdown in prescription drug spending…”
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WORKERS’ COMPENSATION

Reversion to the mean pending due to:
1) Declining impact of drugs coming off patent expirations
2) Use of Rx drugs from the newly insured
3) Specialty drugs and early-stage drug therapies
4) Improving economy! 

Source: CMS.Gov 
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WORKERS’ COMPENSATION

Source: CMS.Gov 

Impact of rising OPP not felt…yet!
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WORKERS’ COMPENSATION

Other considerations: rising demand against shrinking supply:

• 25 million to be added to ranks of the insured by 2016(CBO)

• 15% increase in demand for healthcare (CBO)

• Doctor shortage is underway

And P/C insurers sit where in the pecking order?

• Reimbursement rates consistently higher than Govt or private payers

• P/C insurance may be 5% or less of total healthcare spending (Travelers, others)

• WC claimants most profitable among all payers at trauma centers
(Insuring the uninsured: potential impact of Health Care Reform Act of 2010 on trauma centers.  Shafi, S. (et. al.)
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WORKERS’ COMPENSATION

At least one source thinks the ACA will have a net positive impact on the 
Property/Casualty industry…we’re not so sure

RAND explored 5 pathways that would influence costs – 2 affect WC:

• Substitution effect – lower rates of fraud
• Collateral source rule – where limited, allows for collections from collateral sources like health ins.
• Provider fee effect – raises costs in 3rd party auto
• Direct fee effect – presumes WC and auto will lower rates benchmarked off medicare
• MPL volume effect – more people accessing health care = more MPL claims
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WORKERS’ COMPENSATION

What is Substitution Effect? Shifting of costs to WC when a claimant lacks health insurance. 

RAND estimated 0.6% impact in 2016, or $390 million of WC savings.

RAND estimates a decline in claims leakage to 10% from 20% when someone 
gains health insurance

RAND’S main points:

• Less fraud – Monday morning affect

• Less embellishment of real claims

• Savings on co-morbidities….healthier population generally

• RAND concludes this effect will “unambiguously reduce liability costs”
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WORKERS’ COMPENSATION

Perspective of Assured Research: If only the data were so supportive

Source: U.S. Census Bureau, SNL Financial, Assured Research
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WORKERS’ COMPENSATION

If you were running a business...and your bargaining power was improving through 
market-share gains, how willing would you be to grant price concessions to a payer 

representing a small share of your total revenue, one which generally reimburses at a 
higher than average rate, and has relatively few ‘product substitution’ possibilities?  
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PRIVATE PASSENGER AUTO LIABILITY
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PRIVATE PASSENGER AUTO LIABILITY
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PRIVATE PASSENGER AUTO LIABILITY
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