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| am aso submitting my certification as to the presence of workable competition in the
commercid liability insurance market and the workers' compensation insurance market.
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compensation insurance market and my certification as to the presence of workable competition
in the market during 2000.

This report and certification were prepared in accordance with the requirements of Section 2409
of the Michigan Insurance Code of 1956, as amended, MCL 500.2409; MSA 24.12409.
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EXECUTIVE SUMMARY

This report reviews and evauates the State of competition in the market for Workers
Compensation insurance in Michigan. The report evauates this market for caendar year
2000 as required by Act No. 8 of the Public Acts of 1982. Its purpose is to determine if
competition in this market has ensured the avalability of workers compensation
insurance and effectively restrained premiums to reasonable levels that are not excessve
or unfarly discriminatory. Economic andyss was used to determine whether current
market structure, conduct, and performance are conducive to workable competition.

On November 28, 2000, a public hearing was held to obtain public comment on the Sate
of competition in the workers compensation insurance. Three individuds attended the
hearing. Jarry Stage, Presdent of the Compensation Advisory Organization of Michigan
(CAOM), provided ora and written tesimony. Mr. Stage highlighted data showing that
there is reasonable competition in the market for workers' compensation insurance.

Jon Hekkinen, Senior Vice Presdent Data Services for CAOM, tedified that cariers
appear to have responded favorably to open ratings to the benefit of both carriers and
employers.  Evidence was presented showing competition is working in the workers
compensation insurance market. It was noted that information from the Data Collection
Agency indicated a dight declinein rates, while the assgned risk rates edged higher.

Higoricdly, busnesses have not tedified having difficulty finding an insurer, which
gppears to indicate that competition has worked to make workers compensation
insurance available at reasonable rates.

The ggnificant variation in premiums indicates that insurers are not fixing premium rates
Such variation in premium rates should endble employers tha shop around to avoid
paying excessive premium rates.

The reaults of analysis and economic tests performed on data received in December 2000,
continue to show that the market Structure is conducive to workable competition in the
workers compensation insurance market. No single company or group of companies
controls more than 15% the market. Concentration, as measured by the top 4, 8, and 20
insurers, continues to indicate an unconcentrated market. Aside from the market share of
the top 20 groups, market share controlled by the top 4 and 8 companies and groups and
the top 20 companiesincreased dightly in 2000.

Market conduct data (latest data avalable from “Michigan Workers Compensation
Status of Competition,” Compensation Advisory Organization of Michigan, June 2000)
show that there is dgnificant variation in raes within classfications suggesting that rates
are not being fixed. Employers that shop around should be able to reduce their insurance
costs. Declining rates, on average, continue to reflect competitive pressures.

The Divison of Insurance has observed that open competition has enabled employers
shopping for insurance coverage to find competitively priced insurance. The evidence



indicates that there is a reasonable degree of competition in the market for workers
compensation insurance.  The survey of rae filings indicates tha the workers
compensation insurance market may be approaching the end of the soft phase of the
underwriting cycle.  The smdl increases in the percentages of premium and payrall in the
Placement Facility appearsto support this conclusion.

Based on the results of the economic tests specified in MCL 500.2409, a reasonable
degree of competition existsin the Michigan workers: compensation insurance market.



I. BACKGROUND

In 1982, the L egidature passed Public Acts 7 and 8, which established a compstitive regulatory environment
for workers compensation insurance. Theseacts providefor price competition to bethe principa regulator of
rates. The legidation crestes and maintains market conditions conducive to competition by:

@ Allowing insurersto file rates and use them without first receiving approva from the
insurance commissoner.

2 Prohibiting cartd rate filings and abolishing rating bureaus.

3 Allowing insurers to share only untrended loss cost information needed to make
pricing decisons.
4 Prohibiting insurers from requiring the purchase of other types of insurance as a

condition for obtaining workers compensation insurance,

A necessary part of thelegidation isto evaluate competition in theworkers compensation insurance market to
determine whether prices exceed a leve consstent with afar rate of return on investment to cost efficient
insurers. The legidation directs the commissioner annualy to eva uate the state of competition using relevant
economic tests.

Theory of Compstition

Economic theory provides that an industry is perfectly competitive only when the number of firms sdling a
homogeneous commodity is so large, and eech individud firm's share of the market isso smdl, that no firmis
able to affect the price of the commodity. In addition, under perfect competition, there are no barriersto the
entry of new firms, i.e., resources can easly enter and exit an industry. Buyers and sdllers must be fully
informed about market conditions.

Thelong-run equilibrium outcome of acompetitive market possessesthree desirable propertiesthat will ensure
an optimal alocation of resources.

@ The cogt of producing the last unit of output -- the margina cost -- isequd to the
price paid by consumers for that unit.

2 “Above normd" profitswill beabsent. Investorswill recaive areturn just sufficient to
induce them to maintain their investment at thelevel required to produce the industry's
equilibrium output efficiently.

3 Each firmwill be producing a an output level whereitsaverage cost will beminimized.

Of course, the conditions for perfect competition areided. We would never expect to find these conditions
fully satisfied in the redl world. For this reason, we use workable competition as the standard by which to
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evauate markets. A market could be considered workably competitive when it reasonably approaches the
structura, conduct, and performance characteristics of perfect competition. We adopt workable competition as
the standard in the workers compensation insurance market.

The number of buyersand sellersand their sze didtribution, the extent of barriersto entry into the market, cost
structures, the availability of information to buyers and sdllers, and the degree of product differentiation
determine market dructure. Market conduct reflects the behavior of firms in pricing, setting output levels,
designing products, advertising, innovation, and capita invesment. Market performance refersto price, profit,
and output levels, the degree of cost efficiency, and the rate of technologica progress.

While the above conditions for perfect and workable competition apply to a Satic andys's, the underwriting
cycle plays arole in the short-term performance of the property and ligbility insurance industry. Thecycleis
characterized by dternating periods of increasing and decreasing competition. Competitive or "soft" markets
are characterized by fdling rates, increasing availability, growing loss ratios, and diminishing surplus. These
conditions eventually raiselossratios sufficiently to causeinsurersto raise ther rates and reduce their volume,
which ultimatedly restores profitability and surplus. This Situation, in turn, spurs additiona price-cutting, which
continues the cycle.

Current dataiindicate that this market has been experiencing the softer phase of the underwriting cycle. Thissoft
market is reflected in severd ways. The pure premium indications for 1995 through the year 2000 are
negative. The prdiminary pure premiumindicationsfor 2001 are negativeaswell. Mogt of theratefilingssince
1994 have been for decreases. Average observed premium rates have fallen since 1992. During the period
from 1993 through 1998, al measures of overall market share of the assgned risk facility were down. In
1999, the percentages of policies and payroll in the assgned risk facility fel dightly while the percentage of
premium rates edged higher. 1n 2000, the percentage of policiesin the assigned risk facility declined dightly,
but the percentage of premium in the facility increased nearly afull percentage point and the percentage of
payroll moved dightly higher.

Given the uncertainties of the underwriting cycle, competition in the Michigan workers compensation insurance
market must be evauated in along-term context. Short-term increases in rate levels and profitability do not
necessrily indicate a lack of competition if rates previoudy charged have not covered costs. A lack of
competition would be indicated by a sustained period of excessve rates with no retrenchment to reasonable
levels. The evidence indicates the market for workers compensation insurance continues to experience the
swings of the underwriting cycle. After a mildly hard phase, the market began to soften in 1994 and has
remained soft through 2000. Competition has resulted in lowered rates following higher insurer profitability.
To date, these reports have found premium ratesto be neither excessive nor inadequiate since the inception of
open competition in 1982.

Discusson of the Statutory Criteriafor Competition

The induson of the sdf-insured market and the assgned risk market is both conceptudly and empiricaly
problematic. Under Section 2409(3) of the Insurance Code of 1956, asamended, MCL 500.2409(3); MSA
12409(3), an insurer shall not be considered to control the workers compensation insurance market unlessit
has more than a 15% market share. With respect to the 15% market share measure for the current report,
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thereisno measure of premiumsfor sdlf-insurers. Therefore, it isnot possibleto cd culate the amended market
share measure.

The concentration measures in this and previous reports do not adjust for the salf-insured segment of the
market. The economic study of markets requiresinformation on both buyers and sdllers participating in such
markets. If the price of agood or service is above a buyer's demand schedule he or she will not purchasein
the market. Potentid buyers will seek ether lower-priced subgtitutes or produce the good or service
themselves.

A greater share of the market going to self-insurance could indicate that insureds believe premiumsaretoo high.
These perceptions could be erroneousif the high prices stem from the high cost of resolving liability clamsthat
isnot redized by those opting for sdlf-insurance. The perception that premiumsare too high could aso bedue
to redized market inefficiencies. Employers opting to self-insure risk may have incorrect perceptions about
cogs or being forced into the placement facility if they return to the insurance market. Notwithstanding these
risks, asignificant number of employersare currently sdf-insured. Whether perceptions about high premiums
are correct, more employers being salf-insured may not bodewell for competition. Thismeansthat evaluation
of concentration of an insurance market requires that self-insurance be omitted from the caculations.

For smilar reasons, the assigned risks associated with the placement facility probably should be excluded from
market concentration measures used for regulatory purposes. Premiums for such assgned business are
predetermined by formulaand the businessisreinsured and purchasing decis onsare made by the assgnment of
16.67% of premium to each of the Sx assgned risk carriers. Therefore, such placement facility business has
little or no connection with the voluntary insurance market for workers compensation.

The problems associated with the amendments to Section 2409(3)(a) leave the Divison of Insurance in a
quandary on how to interpret this concentration measure.  Since the 15% figure was somewhat arbitrarily
chosen, the Legidature could have smply raised the figure to ahigher levd. The only figures avallable to the
Divisgon of Insurance with respect to self-insuredsareindemnity losses (no medical losses) that are reported by
sf-insurers to the Bureau of Workers Disability Compensation, the number of companies sef-insured, and
esimates of the number of employees covered. If the concentration limit of 15% were smply raised by the
percentage of indemnity losses attributable to salf-insureds, 42-43% in recent years, the limit would beraised
to 21 or 22%. It issuggested that the L egidature amend Section 2409(3)(a) to returnit to theformer language,
subgtituting 21 or 22% for the 15% limit.

In the albsence of some acceptable measure of saf-insuredsor guiding legidation, the Divison of Insurancewill
use market share as a measure of competition.

Trends in Competition

This is the 18th prdiminary report of the commissoner on the state of competition in the workers

compensation insurance market as required by the Public Act 8 of 1982. Thefinal reportsin 1992 and 1993
found evidence of amoderately hard market. Fina reportsfor 1994 through 1999 showed evidence of market
softening.  The data for 2000 continue to indicate a soft market. Historicaly, the reports indicated that
premium rates have not risen excessvely in hard markets and insurance was readily available. All previous
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reports have concluded that the workers compensation insurance market is reasonably competitive.

The data used in this report come primarily from reports provided to the commissoner by the designated
advisory organization, the Compensation Advisory Organization of Michigan (CAOM), as required by R
500.1359. A public hearing addressing competition in the workers compensation insurance market was held
on November 28, 2000. Information and testimony gathered from that hearing were dso used in preparing this

report.

The remainder of the report is organized into four sections. The first section analyzes market structure. The
second and third sections examine market conduct and performance, respectively, and each section will
evauate whether current conditions are consstent with a finding of workable competition. The fina section
presents conclusions with respect to the status of competition. All of the exhibits (and one chart) referred to
herein can be found in Appendix A.

II. MARKET STRUCTURE

The first two economic tests for competition contained in Section 2409(3) ded with market structure. For
caendar years since 1995, they are:

@ The extent to which any insurer controls dl or a portion of the workers compensation
insurance market. With respect to statewide competition, aninsurer shall not be consdered to
control the workers' compensation insurance market unless it has more than a 15% market
share.

(b) Whether thetota number of companieswriting workers compensation insuranceinthisstaeis
sufficient to provide multiple options to employers.

Size and Number of Insurers

Exhibits 1(a) and 1(b) identify prdiminarily the 30 leading workers compensation insurance carriers and
affiliated insurer groups for caendar year 2000 and show their market shares of written premiums for 1990
through 2000." Evauation of insurer group market shares is more relevant when anayzing competition since
carriers within agroup are under common control and are not likely to compete with each other.

Exhibits 1(a) and 1(b) from this and prior reports reved that no company or group had a market share in
excess of 15% in any year other than 1989, 1990, and 1993. The time lags for reporting datato CAOM
varied amongst reporting companies and biases measures of concentration. Larger, loca insurers, especidly
The Accident Fund Company, tend to report data more quickly. The fina share of The Accident Fund
Company exceeded 15% in 1989, 1990, and 1993, but it had been explicitly exempted from the 15%

"Market sharesfor 1999 are based on total estimated annual premium as provided by CAOM. Market shares based on total
estimated annual premium may vary from those based on either final audited premium or premium reported on page 14 of the
annual statement.



statutory concentration cap as a state fund prior to its conversion to a private insurer in 1994.

In previous years, the Accident Fund Company’ sfind market shares have been clustered around 15% after
declining severd percentage points from higher preliminary estimates. In the years 1990, 1991, 1992, and
1993, preiminary Accident Fund market share estimates were 21.7%, 20.5%, 18.3%, and 18.8%,
respectively. The corresponding final numbers were 16.9%, 14.5%, 14.6%, and 15.1%, respectively,
indicating an average decline of 4.4 percentage points. The Accident Fund Company's preliminary market
sharesin 1994 and 1995 were 18.5% and 16.9%, respectively, but registered under 15% inthefind report.

A review of market share data shows that between 1990 and 2000, Michigan-domiciled insurers expanded
their market shares. Michigan-based companies occupied five of thetop 20 positionsin 1990, pesked with 10
in 1995, and have nine in 2000. The market share of Michigan-based carriers in the top 20 in 2000 was
38.5%. The Accident Fund Company continues to be the largest insurer. This evidence suggests that no
insurer controls the workers compensation insurance market according to the criterion contained in Section
2409(3).

Although higher concentration tends to be associated with less competition, neither economic theory nor
experience establishes a leve of concentration a which competition is threatened or firms gain excessve
market power. Exhibit 2 presents concentration ratios or the combined market sharesfor the top four, eight,
and twenty carriersand groupsfor 1990 through 2000. Company and group dataafter 1990 show decreasing
concentration through 1998. 1n 1999, gpart from the dight increasein the share of the market controlled by the
top four carriers, market shares continued to decline. 1n 2000, the market share numbers increased for al
company and group categories except the share controlled by the top 20 groups which fell 3.2 percentage
points. The group datain Exhibit 2 continuesto show areatively unconcentrated market not likely subject to
uncomptitive behavior.

A review of preiminary data in Exhibit 3 indicates that 127 groups and 250 companies wrote workers
compensation insurance in 2000. These dataindicate that employers had numerous workers compensation
insurance options. There had been some concern about the trend in the number of insurersin the market. In
1982, therewere 115 groupswith 231 individua carriers. After bottoming out in 1990, the number of carriers
has trended higher and, in each year since 1996, the number of carriers has surpassed the number in 1982.
This has occurred even with the recent consolidation of insurance groups.

The data suggest that no single insurer controls the Michigan workers compensation insurance market and
there are many competing insurers. The likelihood that the indudtry is sufficiently concentrated among the
largest companies as to foster price collusion or otherwise limit their competition sseemsremote. Indeed, the
continuation of the softening phase of the underwriting cycle indicates there is vigorous competition among
companies.

Exit and Entry

Workable competition requires relatively low barriers to entry into the market. Entry into the Michigan

workers compensation insurance market should beredatively easy. Studiessuggest that entry barriersinto the
property-ligbility insuranceindustry generaly are not high. The physicd facilities needed to produce insurance
are not consderable and economies of scae gppear to be moderate given the availability of a chegp and
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reliable source of loss cost information. This means that small carriers can be cost competitive with large
cariers. Insurerscan aso usethe samefacilitiesto market severd linesof insurancewhich facilitatesentry into

avy line,

Inpractice, itisdifficult to directly quantify the height of entry barriers. We can, however, review entry and exit
data, to serve as an indirect and crude measure of entry barriers. If the workers compensation insurance
market isworkably competitive, onewould expect to find fairly sgnificant entry and exit activity by companies.
Aggressve competition would tend to result in ashakeout of inefficient firms while low entry barriers would
fecilitate entry by new firms. Growth in demand and above-normd profits will aso encourage entry.

Exit and entry datafor groupsin the Michigan workers compensation insurance market are shown in Exhibit 3.
Rates of exit and entry are measured as a percentage of the previous year's groups. From 1990 to 1997 the
number of carriers and groups in the market has trended higher, in spite of severa group mergers. The
preliminary data, which can be understated, show asmal decline in the numbers of companies and groupsin
2000. The number of new entrants into the market provides evidence that the existing barriers to entry in
Michigan do not bar entry.

Thefiguresin Exhibit 3 reved sgnificant entry and exit activity in the industry snce 1990. Overdl, the data
show that there are 28 more insurer groups operating in the market in 2000 than in 1990. Sincethetroughin
1990, the number of groups has increased in spite of diminished insurer profitability in 1990 through 1992.
Thus, the overdl exit and entry pattern would be cong stent with low entry barriers and workable competition.

Consdering these factors, the structure of the workers compensation insurance market in Michigan generdly
appears to be conducive to competition. With regard to the structura tests for competition contained in
Section 2409(3), The Accident Fund's share exceeded 15% in 1990 and 1993. However, the Accident
Fund’' s market share in 1994 through 1998 was less than the 15% and, since 1990, has declined each year
through 1998, followed by smal increases in 1999 and 2000. Overdl, concentration is not high enough to
warrant concern about competition. In addition, the level of entry into the market is conagtent with a
reasonable degree of competition.

Later sections examine whether the industry's conduct and performance show a competitive pattern.

. MARKET CONDUCT

According to the structure-conduct- performance hypothesi's, a competitive market structure should result in
comptitive conduct by sdlers. Firms behave competitively when they independently and aggressively seek
business by offering the most favorable termsto buyerswhile earning anormd profit. Noncompetitive conduct
would be characterized by collusive behavior amed at redtricting output and fixing prices to raise profits. If
workers compensation insurers are behaving competitively, we should see no evidence of rate fixing or other
kinds of tacit agreements or joint actions designed to limit competition.

Information from thelast few years showsthe market to bein an extended soft phase of the underwriting cycle.
Over the last Six years, the data shown in Exhibit 5 indicate filed rates are retreating, dthough afew insurers
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haveincreased their manud ratesdightly inthe last couple of years. Premium rates, as presented in Exhibit 6,
roseto apeak in 1991 and have subsequently fallen each year. In Exhibit 7(a), datafrom 1995 through 1999
show that manud rateswill fal inlinewith the declinein pure premium for severd mgor insurers. Additionaly,
greater use of large deductible policies and premium discounts has further reduced premiums.

Tesimony from the Compensation Advisory Organization of Michigan

Three individuas attended the hearing on the status of competition in the workers' compensation market on
November 28, 2000: Jarry Stage, President of the Compensation Advisory Organization of Michigan
(CAOM); Jon Heikkinen, Senior Vice President Data Servicesfor CAOM; and Peter Dewan of the Michigan
Congtruction Insurance Mutuads. Mr. Stage was the only person to provide ord and written testimony.

Mr. Stage highlighted data showing that there is reasonable competition in the market for workers
compensation. Inaletter dated November 28, 2000 to Commissioner Frank M. Fitzgerad, Mr. Stage noted
that the 2000 voluntary market share data indicate that no carrier controls more than a 15% share of the
market. The data indicate that there were nine more carriers writing workers: compensation insurance in
Michiganin 2000. Based onthe datasubmitted, CAOM concluded that theworkers compensation insurance
market continued to be competitive in 2000.

Mr. Stage’ s letter also referred to the percentage of payroll by classfication in the resdua market for the 30
classfications with the highest percentage of payrall in the Facility. CAOM’s andysis indicated that the
classfications having a high percentage of their payrall in the Facility were primarily limited to classes not
underwritten by many carriers.

Mr. Heikkinen testified that carriers appear to have responded favorably to open rating, which has benefited
both carriers and employers. Evidence was presented showing that competition exigts in the workers
compensation market. It was aso noted that information from the Data Collection Agency indicated adight
declinein rates, while the resdua market rates edged higher.

Discusson of Market Conduct

The evidence on market conduct indicates smal overal rate increases from 1990 to 1993 after which rates
have trended lower. As the next section shows, competition for customers has not only led to decreasing
premiums but adso less redrictive underwriting practices. Insurers cite as evidence of vigorous price
competition theloss of accountsto competitors, diminishing profit margins, and the Sgnificant disparity inrates.

Therateincreasesof the 1990 to 1993 period restored insurer profitability and improved surplusposgtions(to
be discussed in detail below), which has improved availability. As reflected in Exhibit 8, snce 1992, the
amount of policies, payrall, and premiumsin the placement facility declined each year through 1999. 1n 2000,
the percentages of premium and payroll increased dightly while the percentage of policiesin the Placement
Facility fdl. TheDivison of Insuranceisnot avare of any employersthat have been unableto obtain quotesin
the voluntary market for insurance due to restricted availability or more stringent underwriting practices.

That no firm testified at the November 28, 2000 hearing appearsto indicate that the workers compensation
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insurance market has not been a problem in the last year. The Divison of Insurance has received few
complaints, which may stem in part from the information and advice on workers compensation insurance
provided by the Bureau of Workers Disability Compensation and the Michigan Economic Development
Corporation.

The varidion in premium rates within classfications as presented in Exhibit 4 indicates thet, as of year-end
1999, insurers were not fixing premium rates. Exhibit 4 presentsfind datafor 1999 drawn from CAOM’s
“Michigan Workers Compensation Status of Competition,” June 2000. It is expected that CAOM will

provide comparable datafor 2000 in June 2001. The variation in premium rates means that employers that
shop around should be able to avoid paying higher premiums. Based on the evidence on market conduct, it
would appear that insuranceisreasonably avallable and thereisnoindication that insurers market conduct is
not competitive.

V. MARKET PERFORMANCE

According to economic theory, a competitive market will achieve an optima alocation of resources. This
means that the market pricewill equa the cost of producing thelast unit of output, each firmwill produceat a
level of output whereits average cost isminimized, and investorswill receive arate of return just equd to the
cost of capital. In effect, a competitive market structure causes firmsto behave competitively, whichinturn
leadsto "good" market performance. If the Michigan workers compensation insurance market isworkably
competitive, its performance should reasonably approach the perfectly competition idedl.

Theremaining testsfor competition specified in Section 2409(3) fal within the scope of market performance.
Agan, they are

@ The disparity among workers compensation insurance rates and classificationsto the
extent that such dlassfications result in rate differentids.

(b) The availability of workers compensation insurance to employersin dl geographic
areas and al types of busness.

(© The resdud market share.
(d) The overdl rate level which is not excessive, inadequate or unfairly discriminatory.

The remainder of this section will cover the variation in rates, the leve of rates, the profitability of insurers,
and the availability of insurance.

Vaiaion in Manud Rates

Datawere obtained on the distribution of manud rates actudly charged on policieswritten in the 100 largest
classfications, on the bass of payroll in 1999. Exhibit 4 shows the lowest rate charged, the highest rate
charged, and the percentage of policies written at rates in each of five quintilesfrom low to highrates. For
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example, for a classfication with alow rate of $5.00 and a high rate of $10.00, range 1 would include
policies written at rates from $5.00 to $6.00, range 2 would cover policies written at rates from $6.00 to
$7.00, €tc.

Although the pattern of distribution revealed in Exhibit 4 isgenerdly skewed towards |ower rates, anumber
of policies are purchased at rates significantly exceeding the lowest rate. On average, 81.6% of dl policies
were written at rates within the lowest three divisons of the respective cassfications. Most policies were
written at ratesinthelower-middieand middie ranges. The skewness (the extent and direction of thelack of

symmetry in a distribution) toward lower rates has been diminishing since 1995. However, the mode of

policies remains in the lower-middle range. Rates have become less centraized in the didtribution with a
more even disperson of rates snce 1995.

Exhibit 4 continuesto show consderable variation in pricing. Uniform pricing has not continued under open
competition. Employerswith smilar operations have continued to pay avariety of prices. Onthe surface, this
may raise some concern. Inthelong run, competition should cause pricesfor ahomogeneous commodity to
convergearound alevd jugt sufficient to enable an efficiently run company to earn afair return oninvestment.

Here it gppears that, for each classfication, some employers are paying much higher manud rates than
others.

There are severd possible explanationsfor thisvariation in prices, none of which involve market fallure. For
example, variances in manud rates among carriers are substantidly offset by differencesin policies toward
schedule credits, experience rating, premium discounts, and other rating adjustments.

Also, manud rate variances smply reflect that workers compensation insurance is not a homogeneous
commodity. Cariers with higher rates may offer additional services that other carriers do not provide.
Experience and schedulerating may not fully accommodate insureds of varying risk. Hence, itiscommon for
insurers to use preferred and standard carriers with different rates within the same group for this purpose.
Findly, somevariaion in pricing is expected in amarket that is subject to varying externd forcesthat require
adjustments by producers. These explanations are not incons stent with workable competition.

Rae Levds

Since the inception of competitive rating, changes in the overdl rate leve in the workers compensation
insurance market has been of interest. Therate level was rdlaively easy to determine under uniform rating.
Measurement of the rate level has become much more difficult now thet carriers set their own rates. It is
possible to measure changesin the rate level in severd different ways. Each approach provides somewhat
different information about the market.

One approach is to measure the overdl change in the manud rates charged by insurers in the various
classfications. Theoverdl manud rateleve changesfiled by each carrier can be averaged to gpproximatethe
overdl manud rate level change. This gpproach indicates movement in the "listed" or "pogted” manud rate
level. A survey of rate filings for the current top 20 carriers in Michigan since 1990 is shown in Exhibit 5.
Since the Divison of Insurance no longer tracks overdl rate changes, data have been taken from reports
produced by a private firm, the M & R Group, which tracks workers compensation rates.
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In Exhibit 5, the bottom two rows of averages represent the straight average of the current top 20 carriersand
the straight average of the top 20 carriers as reported for each year. In the bottom row, there was alarge
11.2 % increase in 1990. The 1990 increase was the largest after 1985. Widespread increasesin 1992
resulted in average annual increases of 7.1 %. After 1992, rate increases began to decline, fallingto 2.9%in
1994. In 1996, average filed rates fell 9.8%, which is the largest decline since the initiation of open
competition. The downward trend in filed rates continued in 1998 and 1999 with reductions of 1.7% and
2.8%. In 2000, filed rates rose 1.2%.

The 1990 increase appeared to stem from insurers using the "indicated changes' in historical loss costs
collected and published by the Data Collection Agency as a base for 1990 rate filings.

Manual rateincreasesfrom 1990 to 1993 reflect the most recent hard market. In 1993, the market began to
soften as many insurers filed large reductions to remain competitive and maintain market share.

A problemwith the above measureisthat it only reflects changesin the manual ratesfiled by carriersand does
not reflect changes in policies toward schedule credits and other adjustments of the manua premium. The
above measure dso does not indicate the manud rates or net premiums that employers are paying. If

employersare shifting their businessto carrierswith lower rate structures, then theindicated "listed” rateleve

change will overdate the changesin the rates paid by employers. These considerations, of course, only arise
with a competitive rating system in which carriers can charge different premiums for the same palicy.

Another way to measuretherate leve isto smply divide written premiums by covered payrall. Thismeasure
indicates the actua premiumsthat employersare paying for their workers compensation insurancein relation
to their payroll. In this respect, it reflects changes in the use of deductibles, schedule credits and other
adjustments to the manua premium as well as how much increasing rates have caused employers to seek
lower-priced insurers.

CAOM maintains comparable figures on the number of policies, written sandard premium, manua premium
and covered payrall for the period 1990 to 2000. Thesefiguresand average rates per $100 of payroll are st
forthin thefifth column of Exhibit 6. The sixth column provides anindex of average sandard ratesrelativeto
thebaseyear 1982. Thelast two columns show manud rates and the percentage difference between manua
and sandard premiums.

Datain Exhibit 6 vary somewhat between preliminary, fina reports and subsequent find reports because of
difficulties aggregating the data sent in by companies for each individud policy sold in the state. Estimated
policy counts from policy declarations tend to run roughly 10% higher than actud policies written due to
duplications where palicy revisons occur. Since standard premium from earlier years excludes expense
congtants and premium discounts, it is dightly lower than tota estimated annua premium from most recent
years.

A problem with rates caculated as premiums divided by payroll, however, is that a shift in payroll toward
higher-rated classifications would boost the average rate and overdtate any increase in manua rates. For
ingance, agiven employer might haveto pay ahigher premium, without achangein manud rates, if achangein
operations shifts some of its payroll from lower- to higher-rated classfications. Such employer might pay a

10



higher premium even though its payroll was unchanged.

Exhibit 6 datareved that, after a brief spike to $2.91 in 1991, the highest average since 1982, averagerates
have trended downward to $1.27 in 1999. In 2000, average ratesincreased to $1.37, whichisroughly 45%
less than the average rate in 1982.

In the face of risng insurer loss codts, rates fell from 1991 to 1993, largely reflecting increased use of

deductible policies. Therecent declinesin average rates stemsfrom improved market conditionsreflecting the
market softening in recent years. The growing differentia between manua and sandard rates shown in the
find column of Exhibit 6 from 1991 to 1994 indicatesthat asgnificant part of the declinein average premiums
stemmed from the use of large deductible policies. Unfortunately, the benefits of large deductibles only

affected 1,097, or lessthan 1% of the 146,503 policiesin 1999. The decreasesin manud rates over thelast
sx yearsare duetoimproving market conditions. Thiswould gppear to bethe case becausethe growthinthe
difference between standard and manual premium dowed after 1994.

Average placement facility rates have declined Sgnificantly sncepeekingin 1993.  Participation by employers
in the facility is used later as a measure of availability. Thefal in facility rates may reduce the incentives for
placed employersto shop for chegper coverage in the voluntary market. However, many employershaving no
other choice will enjoy arate reduction. Employers able to obtain voluntary coverage will benefit from the
additiond competitive pressure from the facility.

Aswill be shown in the profitability section, tota manud rate increases between 1990 and 1994 were not
likely excessive given insurer cost increases. That increasein ratesreflected only aportion of theincreasein
the cost of medica benefitsin excess of theincreaseinwages. Had the costs of medica benefitsgrown at the
same rate as wages, thetotal cost of claims surely would havefalen. Pure premium publications have shown
how much medica benefits have risen fagter than the cost of indemnity benefits. To control the growth of
medica benefit costs a medica fee schedule to place a cap on medical fees was initiated in 1989. The
advisory pure premium publication incorporated a 9.8% reduction factor to anticipate the impact of the
schedule. CAOM datigtics reved that estimates of the impact of the schedule on medicd costs show that
savings have ranged from 10.1% to 10.6%.

Rate reductions done are not sufficient to warrant aconclusion that amarket is competitive. Therelationship
of priceto cogt or therate of return on capital ismuch more meaningful. Inaworkably competitive workers

compensation insurance market, premiums would be no higher than necessary to cover costs and provide a
fair return on investment.

Inthiscontext, rateincreasesarejudtified if current ratesdo not cover costs. Conversdly, rates should decline
if they produce above normd profits. Ratesshould tend to move with projected changesin the pure premium,
which isincurred losses divided by covered payroll. Rate changesin any given year, however, will dso be
affected by the adequacy of premiums in the previous year. For instance, if rates were inadequate in the
previous year, then they would have to increase more than codts in the current year for premiums to be
adequate.

The Data Collection Agency'sDCA Pure Premium Publication, aso produced by the CAOM, providesloss
cogt information to insurers for rate- setting purposes and aso estimates the annua changein pure premiums.
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Exhibit 7(a) summarizes the history of indicated pure premium changes since 1983. Although not shown in
Exhibit 7(a), higtoricaly, the accumul ated change in pure premiums over the 18 years of indications has been—
0.2%, reflecting virtudly no change snce 1982. Thisisremarkable congdering therisng litigation and hedlth
care codts and benefits plaguing other states. It may indicate increased insurer efficiency or decreased
profitability. 1t had been anticipated that many insurers would continue reducing rates by following the 2.7%
reduction for 2000. In 2001, the preliminary indicated pure premium change is down 2.6%.

In addition to changes in loss codts, the cost of reinsurance to direct insurers can also affect rates. Insurers
typicaly use reinsurance to expand their capacity to underwrite by obtaining excesslimits coverage. During
the insurance crigs of the mid-1980s reinsurers restricted certain kinds of coverages such as aggregate
cumulative traumadisorders. However, the restrictive underwriting by reinsurers has eased in recent yearsas
direct writers have sought to retain as much of their business as possible without sharing risk and hence,
premiums, with reinsurers

Reviewing the growth of pure premium indications, sandard premium rates, and filed changesin manud rates
since 1982, accumulated pure premium indications through 2000 were only actualy 0.2% below 1982. It has
also been determined that the accumulated average of filed manud rates is 24% above 1982 levels. The
average of estimated standard rates employers actualy paid in 1998 however isover 40% lessthanin 1982.

Exhibit 7(b) compares these variables over the period since 1982. Indices of the accumulated changes of
each of these variables (aswas donein column 6 of Exhibit 6) were calculated. Thebaseyear of theindicesis
1982, where dl indicesstart at 1.0 or 100%. A chart of line graphs of these variables was then constructed
for the years since 1982. The highest line, which represents filed rates, could be high for severa reasons.
Onereasonisthat the estimated impact on rates of filed changesisbased upon agtatic andyss, i.e., numbers
and types of insureds are assumed to remain the same before and after the change.

Employersfacing higher rateswill shopfor lower rates. Averagerates, therefore, will not increaseasmuch as
filed rates so that the upward bias in filed rate increases is magnified. Increasing use of large deductible
policies and shift toward alower premium service economy could aso magnify thisbias. The chart showsthe
anomaly in the 1989 pure premium indication and the remarkably steedy average of standard premium rates
through 1994.

Due to the time lag in reporting data, indicated changes in the pure premium tend to lag behind changes in
actua experience. However, actud filed rate changes seem to coincide with pure premium indications. Past
experience has shown that insurers tend to be dow to match downward moves in premium indications.

Therefore, we might not expect rates to fal as much as pure premiums might indicate. Accordingly, rates
continued fdling through the end of 1999 and continued to decline in 2000. The chart dso illustrates that
insurers, cognizant of their own experience, may make rate changes prior to changesin pure premiums. This
indicates that insurers are strongly competing for business.

Profitability

A ussful index of the industry's overdl efficiency and profitability is the statewide loss ratio, which can be
caculated by dividing incurred losses by earned premium. The loss ratio reved s the amount of actud loss

12



protection received for each premium dollar paid. The portion of premiumsnot paid out inlossesisavailable
for expenses and profits. All ese equa, higher loss ratios suggest greater cost efficiency and/or decreased
profitability, whilelower lossraiosimply lower cost efficiency and/or increased profitability. Higher lossratios
are expected if thereisan increase in competition and lower rates. Lower lossratios are expected if thereis
less competition and higher rates.

Since workers compensation claims are often paid out over along period of time, only a smal portion of
caendar year lossesare actudly attributable to premiumsearned that year. Thus, calendar yeer lossratiosare
only arough estimate of true lossratios for this type of coverage.

Thereisaquestion of what loss ratio would permit insurers to earn afair rate of return on investment and be
cons stent with areasonable degree of competition. The derivation of such alossratio would be dependent
upon assumptions about investment income, expenses, premium-to- surplusratios, aswel asthekind of data
to which it was to be applied.

Subsequent to the hard market period of 1991 and 1992 insurers have returned to making profits. The period
of 1993 to 1999 has been the mogt profitable since the initiation of competition. Thisincreased profitability
has resulted in declining premium rates, diminished market share for the workers compensation insurance
placement facility and negetive pure premium indications as insurers compete for more business. Overdl,
thesefiguresindicate that for employers, the Michigan workers compensation insurance market hasimproved
gnce the introduction of competitive rating.

One might conclude from the very low loss ratios and high profits since 1994 that premium rates are not
reacting as quickly asexpected in asmoothly operating market. However, much of thereason for thelow loss
ratios is the result of better-than-anticipated loss costs from earlier years. Insurers have released reserves
from prior years, which has positively affected their profitability.

Availability

Thelast agpect of market performancethat isevauated isthe availability of workers compensation insurance
coverage. ldedly, insurers should be willing to offer any employer coverage a a fair market price. In

practice, of course, somebusinesseswill be unableto obtain coveragein the voluntary market and, therefore,
must obtain coverage through the Michigan Workers Compensation Insurance Placement Fecility. In some
cases, insurers cannot adequately price a business under the existing rating system. This should happen less
often now if insurersenjoy increased pricing flexibility under open competitive rating, but someresidua market
placements are probably inevitable even with workable competition.

At the same time, however, there are concerns about "redlining” againgt certain types of employers or
geographic areas. "Redlining” refers to instances where businesses are unable to get coverage or can only
obtain it at an exorbitant price due to an unsupported bias by insurers or aconscious attempt to discriminate
based on price. Such practices are not consistent with workable competition.

Exhibit 8 shows the percentage of policies, premiums, and payroll insured through the Michigan Workers
Compensation Insurance Placement Fecility. The percentage of payroll in the facility isa better indicator of
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the rdative sgnificance of the resdua market and overd| availability. This can be attributed to higher
premiums in the facility reflecting a higher percentage of poor risks. The datafor each year after 1993 until
1999 indicates that al facility placement measures are down. The preliminary results for 2000 show small
increases in premium and payroll, but preliminary results can be overdtated.

In Exhibit 8, the data for 1991 through 1992 show poorer results with policies and premium showing

increases. Thereductioninavalability of insurance through the voluntary market isanother indication thet the
market had hardened through 1992. Improved availability began during 1993 and strengthened in 1994 and
has continued through 1998. In 1999, policies and payroll showed increased availability while premium

exhibited dightly poorer results. Policiesin 2000 continued to show increased availability, but premium and
payroll indicated increases in the placement facility’s market share. Overdl, the increases in the Michigan
Workers Compensation Insurance Placement Facility’s market share for premium and payroll do not yet
pose serious concerns about availability.

It should be roted that many smdler employers have not enjoyed this improved availability. The greet
reduction in percent of premium and payrall in the facility but smaller reduction in policies ssems to support
this observation.

To many obsarvers it is counterintuitive that insurance avallability moves inversgly with rates. One would
expect that as rates increase insurers would write more policies rather than fewer. In fact, insurers try to
regulate the volume of their business according to their leve of surplus; that is, they atempt to maintain a
premium-to-surplus ratio within a certain acceptable range. Diminished surplus dueto aperiod of reatively
low pricing will cause insurers to incresse their rates in order to restore profitability as well as redrict ther
volume of businessin order to maintain an acceptable premium-to-surplusratio. Therecent datanow show
that as rates have falen, availability hasimproved.

Omitted fromthisyear’ sreport isthe exhibit providing the 30 classeswith the highest percentage of payroll in
the placement facility. Mogt of the classfications are rdatively high risk and often are occupations with
federaly mandated coverages having high benefits. Such classficationstend to havelow numbers of insureds
and have difficulty obtaining voluntary coverage. They are often employers that have been in the placement

fadlity for many years.

Concerns have been raised that smal employers are subject to greater availability problems than large
employers. Exhibit 9 showstherdative participation inthefacility by premium szefor the years 1990 through
1999. Redive participation ismeasured by dividing the percentage of policies (or premium) inthefacility for
aparticular premium size category by the percentage of palicies (or premium) for thet category inthe voluntary
market. For example, if 40% of al voluntary risk policies were $500 or less, and if 50% of dl placement
facility policieswerein the samerange, aratio of 1.25 (50% divided by 40%) would begenerated. A ratio of
1.0 meansthe group is equdly represented in both the voluntary-risk and residua markets. Thus, asmaler
ratio would be preferred by policyholdersin a given premium range.

Exhibit 9 revedsthat the amalest risksusudly have accounted for alarger share of thefacility businessthan of

the voluntary market. However, over the period from 1990 to 1995 or 1996, thelarger premium size classes

have shown a dgnificant increase in their relative participation in the facility. The recent datafor the smallest

and next-to-smallest range after 1995 indicate ardatively high participation rate in thefacility. Theratios of
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5.0, 94 and 8.3 for this ratio in the next-to- smalest class in 1997, 1998 and 1999, respectively, are
particularly bothersome. This is somewhat mitigated by the ratio of 1.5, 2.6 and 2.7 based on percent of
policies for this same premium range for those years.

It is unclear why the ratios based on premiums are 0 high. It is possble that smal congruction or
meanufacturing operation classficationsthat typicaly have high rates have adisproportionate participationin the
facility in thisrange. These smaller groups will tend to have better rates with the facility because of higher
minimum premiums charged by the voluntary market. Minimum premiums encourage many smdler employers
to purchase a palicy through the placement facility or push those in the voluntary market into a higher range
until a payroll audit produces afind determination of premium thet is reported in the unit statistical reports.
The evidence from Exhibit 9 showsthat generd reduction in the facility participation ratesin recent years has
not helped such smdler employers as much asthe larger ones.

Overdl, the resduad market dataindicate that, with the move to open competition there were afew years of
improvement. The dightly harder market of 1991 and 1992 is reflected in somewhat higher facility
participation and in 1993. Data during and subsequent to 1993 indicate that availability began to improve,
The soft market, which began about 1994, is reflected by sgnificant improvements in every measure of
assigned risk market share over each of thelast Sx years. However, smaller employersdo not appear to have
benefited from competition as much as large employers.

V. CONCLUSION

A review of the market tests for competition specified in Section 2409(3) of the Insurance Code of 1956, as
amended, MCL 500.2409(3); MSA 24.12409(3) indicatesthat the structure of theworkers' compensation
market is conducive to competition. Many insurance options exist and no one insurer or group of insurers
dominates the market. The high disparity in manud ratesindicates the lack of price fixing. While the rates
filed by the leading insurersincreased from 1990 to 1992, they have falen subsequently. Overdl, thereisno
indication that employers are paying excessve premiums for workers compensation insurance.

Availability has become less of a concern due to the downward trend in the percentage of insuredsin the
facility, which began in 1994. On the other hand, some smaller businesses may not be seeing as great an
improvement in availability as others. The positive effect of improved profitability and expanded insurers
capacity to write policies may explain the reduced market share of the facility.

L oss costs gppear to have been contained over the last severd years and a market softening that began in
1993 has continued through the end of 1999. The data are showing that expanding availability hasfollowed
moderating premium rates as had been anticipated in previousreports. Profitability, asindicated by the latest
available loss ratios and the profit on insurance transaction ratio information from the NAIC, hasimproved
dramaticaly. Improved profitability, asreflected by thelossratiosfrom 1993 to 1998 and profit oninsurance
transaction ratios from 1993 to 1997, hasresulted in improved insurer surplus. Thishas dlowed insurersto
lower rates and to expand availability, resulting in fewer employers remaining in the placement facility.

Theworkers compensation insurance market continuesto be soft asreflected in the declining premium rates

paid since 1994. Requested manud rate changes, as well as average filed rates from 1995 through 1999,

have been for reductions and the pure premium indications for 1995 through the year 2000 are negative. On
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the other hand, lossratios began to increasein 1998 and actua manud filings have been mixed with increases

and decreasesin 2000. Thesetwo findings could indicate at least the end of softer markets; however, they do
not necessarily point to a hardening market.

In summary, the evidence available on market structure, conduct and performance indicates thet thereisa
reasonable degree of competition in the workers compensation insurance market.
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APPENDIX A

Exhibit 1(a)

Voluntary Market Shares for the 30 Leading Carriers

1990 - 2000

Premiums  Sum Market

Percentage Market Share for Given Calendar Year

Written Market Shares

Carriers Names 2000 Shares 2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 1990
The Accident Fund Company 92,014 13.61 13.61 13.50 11.91 11.99 12.22 12.98 14.34 15.14 14.62 14.53 16.9(
Citizens Insurance Co of America 45,065 20.28 6.67 7.15 7.02 7.59 850 957 9.67 950 9.78 9.51 8.1«
Frankenmuth Mutual Insurance Company 31,109 24.88 460 3.74 331 344 340 385 334 276 198 126 1.0t
Michigan Cnstrctn Industry Mutual 26,074 28.74 3.86 0.00
Auto-Owners Insurance Company 18,465 31.47 273 244 244 296 331 329 281 262 218 1.71 1.5
Amerisure Insurance Co 16,483 33.91 244 255 282 263 226 220 203 173 199 158 1.7¢
Hastings Mutual Insurance Company 14,415 36.04 213 187 171 180 1.83 191 203 192 183 143 1.1t
Liberty Mutual Fire Insurance Company 13,538 38.04 200 232 314 374 390 420 523 6.04 681 7.00 6.9
American Home Assurance Company 11,990 39.81 177 156 0.16 0.15 0.29 0.14 0.05 0.02 0.12 0.01 0.0«
Valley Forge Insurance Company 9,858 41.27 146 238 299 234 109 0.14 0.04 0.10 0.06 0.04 0.0
Cincinnati Casualty Company 9,520 42.68 141 132 130 122 115 1.17 105 090 0.71 0.47 0.2
American Compensation Insurance Co 9,474 44.08 140 136 1.14 0.63
Farm Bureau General Ins Co of Mich 9,448  45.48 1.40 114 1.30 1.31 1.28 1.31 1.26
Insurance Co of the State of Pennsylvania 9,317  46.86 1.38 1.17 208 151 1.76 128 0.7 068 047 0.18 0.1°
Transcontinental Insurance Company 7,939  48.03 1.17 170 2.01 224 239 245 187 125 100 0.84 0.9
Transportation Insurance Company 7,531  49.14 111 057 063 097 1.19 139 181 180 3.00 4.39 3.9
Citizens Insurance Company of Ohio 6,874 50.16 1.02 0.05
American Physicians Ins. Corp. 6,854  51.17 1.01 0.86 077 0.44 022 0.08 0.01
Fremont Casualty Insurance 6,772 52.17 1.00 132 092 0.2
American Manufacturers Mutual Ins 6,768  53.17 1.00 090 0.66 0.40 0.39 0.32 0.18 0.18 032 043 0.3!
American States Insurance Company 6,703  54.16 099 0.85 073 0.79 0.84 0.87 0.81 0.87 1.07 1.15 1.1
Home-Owners Insurance Company 6,496 55.12 096 0.69 038 0.12
Federal Insurance Company 6,463  56.08 096 1.08 097 1.05 1.09 1.12 0.80 0.84 0.68 049 0.1
Travelers Indemnity Co of lllinois 6,276  57.01 093 075 1.38 1.04 0.67 0.96 153 1.00 101 0.55 0.1
Michigan Insurance Company 6,228 57.93 0.92 0.42 0.09
Fremont Indemnity Company 6,095  58.83 090 1.07 096 156 1.45 0.00 0.01 0.01 0.00 0.01 0.0(
Westfield Insurance Company 5,872  59.70 0.87 076 080 0.81 0.78 0.75 0.58 0.52 041 0.26 0.1
Twin City Fire Insurance Company 5508  60.51 081 081 050 0.37 0.36 0.51 046 0.71 093 3.04 3.2
Liberty Insurance Company 5,493  61.32 081 063 095 1.06 091 095 097 0.99 077 068 0.5

5,327 62.11 0.79 095 121 120 149 161 1.04 0.78 047 0.16 0.0(

Lake States Insurance Company

1990 - 1998 market shares based on standard premium obtained from unit statistical reports or policy declarations
filed by insurers.
1999 - 2000 market shares based on standard premium obtained from policy declarations filed by insurers.
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Exhibit 1(b)
Voluntary Market Shares for the 30 Leading Groups*

1990 - 2000
Premiums Sum  Market Percentage of Market Shares for Given Calendar Year
Written  Market Shares
Group Names 2000 Shares 2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 1990
The Accident Fund Company 92,014 13.61 13.61 13.50 12.96 11.99 12.22 12.98 14.34 15.14 14.62 14.53 16.90
Allmerica Financial Group 52,301 21.35 7.74 729 7.22 7.67 855 9.64 9.82 959 09.87 9.58 8.23
CNA Insurance Group 33,048 26.24 4.89 6.44 7.24 6.85 6.26 6.87 6.51 4.45 521 6.17 6.03

Erankenmuth Mutual Insurance Co 31,109 30.84 4.60 3.74 3.29 344 340 3.8 334 276 198 1.26 1.06
Michigan Cnstrctn Industry Mutual 26,074 34.70 3.86

American International Group 25,924  38.53 3.83 3.84 348 342 339 248 185 234 3.78 557 4.93
Liberty Mutual Insurance Company 25,502 42.29 3.76 3.63 506 583 573 575 7.01 7.84 854 830 7.94
Amerisure Companies 21,141  45.42 3.13 3.55 4.06 4.17 432 4.67 477 447 477 411 493
Travelers Insurers Group 20,483 48.44 3.02 3.00 3.71 335 190 234 238 175 1.56 211 2.58
Auto-Owners Group 18,465 51.17 273 2.44 244 3.08 3.31 3.29 281 262 218 171 151
Fremont General Group 18,071 53.84 2.67 331 245 206 145 0.00 0.01 0.01 0.00 0.01 o0.00
Hartford Fire & Casualty Group 17,094 56.36 252 265 245 234 229 250 276 3.07 275 4.42 4.25
Kemper Insurance Company Group 15,072 58.58 2.22 2.24 263 2.09 218 1.70 11.69 255 3.44 354 3.58
Hastings Mutual Insurance Co 14,415 60.71 2.13 1.87 1.71 180 183 191 203 192 1.83 143 1.18
Cincinnati Financial CP 14,188 62.81 2.10 1.85 185 1.77 161 156 1.44 122 1.04 0.73 0.62
Michigan Farm Bureau 14,038 64.89 2.08 1.74 199 205 193 197 186 182 1.67 1.22 0.98
Orion Group Inc. 12,632 66.76 1.87 258 270 189 159 153 1.19 0.75 0.41 0.08 0.03
Fireman's Fund Group 11,800 6850 174 205 224 186 165 170 172 210 182 116 0.86
St. Paul Companies 10,300 70.02 152 1.77 0.87 0.92 0.78 0.66 0.60 053 0.87 0.94 0.82
Reliance Comp, Inc. 10,077  71.52 1.50 220 141 152 129 1.11 126 1.78 1.02 143 1.45
Chubb and Son Inc. 9,654 72.96 1.44 2.26 241 218 190 1.76 130 1.28 1.16 0.89 0.94
American Compnstion Ins. Group 9,474 74.36 1.40 1.36 1.14 0.63

Nationwide Corporations 8,965 7568 132 202 1.86

William Life Insurance Group 8,340 7691 123 136 1.18

Zurich-American Insurance Cos. 7,921 78.08 117 137 1.49

Westfield Companies 7,646 7921 1.13 0.94 0.95

American Physicians Ins. Corp. 6,854 80.22 101 086 077 044 022 008 001

Auto-Owners Group 6,496 81.18 096 0.69 0.38

West Bend Mutual 6,228 82.10 092 042 0.09

Zurich-American Insurance Cos. 5938 82.98 0.88 0.87 147 3.18 323 325 209 198 165 172 1.58

1990 - 1998 market shares based on standard premium obtained from unit statistical reports or policy declarations
filed by insurers.
1999 - 2000 market shares based on standard premium obtained from policy declarationsfiled by insurers.
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Exhibit 2

Combined Market Shares
1990 - 2000

Market Share Top 4 Market Share Top 8 Market Share Top 20
Year Company  Group Company  Group Company  Group
1990 36.6 39.1 499 57.8 67.7 79.9
1991 36.4 38.6 497 56.6 67.2 78.8
1992 352 382 46.3 54.4 63.8 75.8
1993 336 37.0 436 53.0 60.7 75.7
1994 326 37.7 434 54.9 59.6 75.0
1995 30.6 340 418 497 5.1 75.6
1996 281 331 395 50.0 57.2 754
1997 26.8 323 374 46.8 54.1 75.1
1998 259 31.2 36.4 46.1 52.9 75.3
1999 264 30.6 35.8 451 516 4.7
2000 28.7 30.8 38.0 454 53.2 715

1990-1998 market shares based on standard premium obtained from unit statistical reports
or policy declarations filed by insurers.

1999-2000 market shares based on total estimated annual premium obtained from policy
declarationsfiled by insurers.

Source of Data: Compensation Advisory Organization of Michigan
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Exhibit 3
Exit and Entry by Groups
1990 - 2000

Entries Exits Net Change Groups Cariers
Year Number Percent* Number Percent*  Number Percent* Number Number

1990 3 2.9% 6 5.9% -3 -29% 9 225
1991 7 7.1% 3 3.0% 4 4.0% 103 229
1992 5 4.9% 2 19% 3 29% 106 234
1993 3 28% 5 4.7% -2 -19% 104 228
1994 4 3.8% 5 4.8% -1 -1.0% 103 230
1995 3 2% 4 3% -1 -1.0% 102 237
1996 10 9.8% 6 5.9% 4 3.9% 106 236
1997 1 10.3% 6 5.6% 5 4.7% 112 247
1998 2 195% 7 6.2% 15 13.3% 128 246
1999 6 4.7% 3 2.3% 3 2.3% 131 255
2000 1 0.76% 5 3.82% -4 -305% 127 250

* Percent of previous year’s groups.

1990 - 1998 market shares based on standard premium obtained from unit statistical reports and policy declarations
filed by insurers.

1999-2000 market shares based on total estimated annual premium obtained from policy declarationsfiled by insurers.

Source of Data: Compensation Advisory Organization of Michigan
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Exhibit 4
Digribution of Policies by Manud Rates - 1999

Percentage of Policies

Class Class Number of High Low by Range (L ow to High)
Code _ Description Policies Rate Rate 1 2 3 4 5
11 Farm-Mkt or Truck 1,680 630 249 62 31 4 3 1
42 Landscape Gardening 3,063 1004  4.00 10 43 34 13 0
129 Dairy/Livstck Farm 1,663 1172 425 50 31 7 10 2
2003 Bakeries 589 750 282 4 20 40 3 4
2157 Beverage Mfqg 21 1725 351 86 10 0 0 5
2501 Misc Sewing Mfg 309 805 375 18 33 30 17 3
2790 Pattern/Shoe Mfg 3 315 107 34 30 18 17 1
2812 Cabinet Mfg 509 751 212 7 69 15 3 6
2881 WoodenGoodsAsmbly 337 6.86 213 47 39 7 3 5
3076 Metal Goods Assmbly 579 546 229 7 32 31 25 6
3096 Tool Mfg 765 460 187 15 15 50 15 5
3113 Tool Mfg-NOC 370 510 231 18 51 18 13 1
3116 Tool Mfg DiesJigsFx 508 480 190 7 26 44 18 5
3131 Button& Fastener Mfg 132 792 225 35 49 13 1 2
3145 Screw Mach Pro Mfg 225 614 229 4 27 44 14 10
3146 Hdw Mfg-NOC 382 836 175 1 29 45 16 10
3179 Elec App Mfg-NOC 373 619 253 21 38 29 8 3
3400 Metal Goods Mfg-NOC 267 1298 451 4 39 a2 14 1
3628 Machinery Mfg NOC 820 490 19 3 26 3 3 5
3629 Mach Parts Mfg-NOC 1,124 431 166 1 60 25 12 2
3632 Machine Shop-NOC 1,046 857 150 0 13 49 21 17
3643 Elec Pwr Equip Mfg 253 586 178 6 39 27 20 8
3681 Tee/Elc-ApprtsMfqg 167 6.34 155 29 53 9 2 6
3685 Instr Mfg-NOC 262 310 132 4 22 22 41 11
3724 Apparatus Installtn 1,046 1456 562 6 18 46 28 2
3807 Auto Radiator Mfg 14 811 405 79 7 7 0 7
3808 Auto Mfg or Assmbly 74 924 425 27 15 26 19 14
4239 Fiber Goods Mfg 44 843 260 11 30 45 9 5
4299 Printing 1,200 500 178 7 37 41 13 2
4361 Photographer 458 179 068 6 24 44 10 16
4410 Rubber Goods Mfg 127 1098 348 9 28 40 20 3
4459 Plastics Mfg-Basic 168 718 308 18 27 35 15 4
4484 Molded Plastics Mfg 554 1091 293 20 40 28 10 2
4511 Analytical Chemist 1,449 239 073 7 3 35 19 6
4611 Drug & Rx Preparation 114 219 1.00 11 25 32 18 12
4829 Acid Mfg 14 529 062 59 2 7 5 27
5022 Masonry Erection 1,331 23.06 8.50 11 38 36 14 0
5183 Plumbing Instl& Serv 2,483 896 362 11 50 3 5 1
5190 Elec Wiring Instltn 2,422 655 252 28 38 27 3 5
5191 Office Mach Instl 1,852 257 088 3 37 4 9 6
5221 ConcreteWork Floors 2,395 13.26 5.69 6 36 47 10 0
5403 Carpentry-NOC 1,289 19.16 7.90 8 21 53 17 2
5437 Carpentry-finishwrk 2,552 1122 425 3 26 61 9 1
5445 Wallboard Instltn 1,115 1225 507 2 13 50 32 4
5476 Painting/Papering 2,055 1914 793 13 I 9 2 0
5538 shtmtlWrkErctn-NOC 995 1169 482 15 18 38 15 14
5550 Heating & AC Instltn 832 1003 476 66 29 4 1 1
5606 ExecSupervsr Constr 2577 507 181 4 36 44 17 0
5645 Carpentry-Detached 6,464 1718 6.89 3 56 36 5 0
6217 Excavation-NOC 2,011 1598 504 14 35 43 5 3

Source of Data Compensation Advisory Organization of Michigan, June 2000 Status of Competition Report

21



Exhibit 4 - Continued

Didribution of Palicies by Manud Rates- 1999

Percentage of Policies

Class Class Number of High  Low by Range (Low to High)
Code Description Palicies Rate Rate 1 2 3 4 5
6504 Processed Food Mfg 102 767 250 36 41 13 6 4
7208 Drivers- Trckng NOC 1,138 2125 6.88 25 29 41 2 2
7219 Trckng NOC- No Drvr 525 1975 582 15 59 17 2 6
7230 Parcel Ddlivery 36 1032 424 19 19 1 47 3
7380 DriversNOC 11,228 1069 281 1 29 63 6 0
7600 Elec Line Stringing 299 815 251 11 44 35 8 2
7610 Radio/TV Bdcstng 418 118 038 3 30 40 19 8
7720 Police Officers 575 649 210 9 17 5 65 5
8006 Retail Grocery 1,339 503 177 6 3 58 2 1
8008 RetlClothing Store 1,257 193 073 5 26 5 14 4
8010 Hardware Store 3931 287 095 5 51 36 6 1
8013 Store-Jewelry 566 098 040 9 44 27 17 3
8017 Retail Store-NOC 10,841 320 087 8 57 36 0 0
8018 WholesaleStore-NOC 1,172 837 276 5 34 40 18 3
8033 Supermarket 1,002 548 1.70 30 59 6 5 1
8039 Department Store 45 310 131 18 38 24 9 11
8044 Furniture Store 580 468 175 17 48 28 7 1
8059 Contract Packaging 283 831 280 28 30 12 24 5
8106 Iron/Steel Merchant 221 1495 379 45 38 14 0 2
8107 Machine DIr Qil Well 363 812 231 9 43 42 5 1
8227 Contractor's Y ard 1,784 669 249 2 30 446 12 10
8232 Bldg Materials Yard 699 903 365 25 64 9 1 1
8292 Storage Warehouse 583 1098 278 17 60 18 3 2
8387 Auto Serv Station 2,379 950 264 51 23 24 2 0
8393 Auto& Trck Body Shop 1,607 564 162 20 63 2 8 3
8395 Auto Repair Shop 5,814 711 225 1 53 36 8 2
8601 Survyr/Engnr/Archt 2,005 181 050 13 49 23 13 2
8742 Outside Sales 28,772 110 027 12 43 36 9 0
8748 AutoSales/Leasing 1,244 140 042 7 38 37 18 1
8755 Labor Union 332 143 030 11 77 3 9 0
8803 Auditors/Accts 1,578 038 009 11 41 28 20 1
8810 Office Clerks 82,291 058 016 13 34 15 36 1
8820 Attorney 2,178 064 010 30 48 7 10 6
8829 Nursing Home 222 903 268 7 54 35 2 3
8331 Animal Hosp& Grmng 913 271 106 34 16 37 12 0
8832 Physician 9,406 067 028 8 16 48 27 2
8833 Hospital Prof Emp 340 276 103 2 14 23 16 45
8835 Domstc& Nursg Servs 648 767 299 16 28 53 1 2
8868 Schl& Chrch ProEmpl 8,369 060 020 72 14 4 2 8
8901 Telephone Co - Office 89 094 025 52 25 2 16 6
9015 Janitoria Service 14,121 890 161 9 19 28 43 1
9052 Hotdl Oth Empls 1,776 616 044 6 3 56 25 9
9058 Food Serv Wrkrs 10,358 419 125 5 55 3 1 6
9060 Prvt Club Empls 813 494 174 2 62 3 3 1
9061 Clubs-NOC 1,105 45 191 16 8 6 10 60
9101 Schi& Chrch Othr Emp 2,355 5690 172 69 16 13 1 1
9403 Refuse Collection 144 2126 793 10 41 6 8 36
9501 Paint Shop Only 481 1145 278 22 42 29 6 1
9522 Upholstering Autos etc. 233 905 204 41 20 30 5 3
9586 BarberBeautyParlor 1,688 120 050 19 35 7 37 2

Source of Data Compensation Advisory Organization of Michigan June 2000 Status of Competition Report
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Exhibit 5

Survey of Rate Filing Changes For The Twenty Leading Carriers

The vaduesindicate overd| percentage changesfiled for given years as of January 7, 1999.

Manual Rate Survey Results 2000 1999 1998 1996 1994 1992 1990

TheAccident Fund Company 74% 18% 03% -92% 41% 82% -80%
CitizensInsuranceCoof Amr 37% -06% -15% -64% 06% 230% 57%
Frankenmuth Mutual Ins 37% -65% -23% 02% 24% T76% 7.7%
MI Cnstrctn Indstry Mut Ins  0.0%

Co

Auto-OwnersinsuranceCo 00% 00% 00% -11% 26% 65% 128%
Amerisure Insurance Co 00% 00% -07% 00% 100% 10% 16.9%
Hastings Mutual InsCo -42% -108% 01% -93% 4.7% 129% 16.6%
Liberty Mut. FireIns Co 32% -33% -27% -160% -60% 190%  55%

American Home Assurance  -4.0% 00% -27% -180% 85% 7.9% 29.9%
Valley ForgelnsuranceCo 102% 00% 22% -168% 31% 72% 150%

Cincinnati Casualty Co -15%  -27% 09% -180% 00% 136%  0.0%
American Comp Ins Co 69% 00% -27% 00%

Farm Bur Genl | C of Ml -85% -147% -128% -90% 22% 180% 64%
Ins Co of State of PA 00% -40% 27% -180% 85% 79% 29.9%

Transcontinental Ins Co 102% 00% 22% -168% 31% 72% 150%
Transportation InsuranceCc  00% 00% 22% -168% 31% 72% 150%
CitizensIns Co of Ohio 2%

MI PhysiciansMut LiabCo  0.0%

Fremont Casualty Ins Co 00% -40% 00%

American MnfctrersMut Ins  0.0%

Averages (Current Top 20) 12% -28% -13% -103% 34% 105% 12.0%
Top 20 Average By Y ear 12% -28% -17% -98% 2% 71% 11.2%

Source of Data: Insurance Division and M&R Group
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Year

1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000

Policies

138,275
137,063
135,236
135,831
138,726
142,361
146,730
151,244
154,000
159,157
128,414

Exhibit 6

Palicies, Premiums, and Payrall

Standard
Premiums
000's)

1,093,277
1,171,189
1,158,001
1,228,362
1,202,476
1,253,291
1,174,702
1,053,245
1,010,174

895,068

676,106

1990 - 2000

Payroll
(000Q's)

Voluntary Market

41,327,945
42,571,896
43,422,865
46,208,984
49,515,440
55,273,594
59,859,220
66,185,521
71,662,683
72,081,909
50,762,915

1990- 1998 Standard and manual premium from unit statistical reports.

1999- 2000 Total estimated annual premium obtained from policy declarations or unit statistical reports.
Source of Data: Compensation Advisory Organization of Michigan
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Average Rate Per $100 Payroll
Standard Manual

Rate Index Rate Difference
2.65 107.0% 2.96 -10.8%
2.75 111.3% 304 -94%
2.67 107.9% 318 -16.3%
2.66 107.5% 349 -23.9%
261 105.6% 3.68 -29.1%
2.27 91.7% 344 -34.0%
196 79.4% 293 -33.1%
159 64.4% 2.56 -37.8
141 57.0% 244 -42.3%
124 50.2% 234 -46.9%
1.33 53.9% 2.24 -40.4%



Exhibit 6 - Continued

Policies, Premiums, and Payroll

1990 - 2000
Standard Average Rate Per $100 Payroll
Premiums Payroll Standard Manual
Year Palicies 000's (000's) Rate Index Rate Difference

Placement Facility

1990 21,766 130,910 2,549,993 513 152.5% 413 24.4%
1991 23,165 152,509 2,934,739 520 154.4% 4.03 29.0%
1992 25,581 173,018 3,073,777 5.63 167.2% 431 30.5%
1993 27,296 172,086 2,910,745 591 175.6% 4.66 27.0%
194 26,121 136,304 2,347,976 581 172.5% 5.02 15.6%
1995 25,217 100,687 1,914,227 5.26 156.3% 425 23.8%
1996 24,718 62,920 1,516,209 415 123.3% 355 16.8%
1997 22,740 42,627 1,197,444 3.56 144.0% 341 4.3%
1998 21,463 33,210 1,029,748 323 130.4% 281 14.7%
1999 20,308 31,801 896,181 355 143.5% 247 435%
2000 15,299 30,450 732,732 416 168.1% 297 40.0%
Total
1990 160,041 1,224,187 43,877,938 279 111.8% 3.03 -8.0%
1991 160,228 1,323,698 45,506,635 291 116.6% 310 -6.2%
1992 160,817 1,331,109 46,496,642 2.86 114.7% 3.26 -12.2%
1993 163,127 1,400,448 49,119,729 2.85 114.3% 356 -19.9%
1994 164,847 1,428,780 51,863,416 275 110.4% 374 -26.4%
1995 167,578 1,353,978 57,187,821 2.37 94.9% 346 -31.6%
1996 171,448 1,237,622 61,375,429 202 80.8% 295 -31.6%
1997 173934 1,095,872 67,382,965 163 65.2% 257 -36.8%
1998 175463 1,043,384 72,692,431 144 57.5% 245 -41.4%
1999 179,465 926,869 72,978,090 127 50.9% 234 -45.8%
2000 143,713 706,566 51,495,647 137 55.0% 225 -38.9%
1990-1998 Standard and manual premium from unit statistical reports.
1999-2000 Tota estimated annual premium obtained from policy declarations or unit statistical reports.

Source of Data Compensation Advisory Organization of Michigan
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Y ear

1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

Source of Data: Insurance Division and Data Collection Agency

Exhibit 7(a)

Indicated Changes in Pure Premium

from 1983 to Present

Indicated Accumulate
Changes d

Changes
5.6% 5.6%
-8.7% -3.6%
-1.6% -5.1%
14.4% 85%
9.8% 19.2%
-8.2% 94%
-55% 34%
21.0% 25.1%
-3.2% 21.1%
11.5% 35.0%
4.0% 40.4%
7.2% 50.5%
-55% 42.2%
-15.7% 19.9%
-84% 9.8%
-2.7% 6.9%
-4.0% 2.6%
-2.7% -0.2%
-2.6% -2.8%

Annualized
Changes

5.6%
-1.8%
-17%

21%

3.6%

15%

0.5%

2.8%

21%

3.0%

3.1%

35%

2.7%

1.3%

0.6%

0.4%

0.2%

0.0%
-01%

Exhibit 7(b)

1982

Index of Given Variables (Base Year

190.0%

170.0%

150.0%

130.0%

110.0%

90.0%

70.0%

50.0%

Pure Premium, Filings and Rate Comparisons

Comparing Indications, Rate Filings and Actual Rates Since 1982

—@— Pure Premium Indications

<9— Average Filed Rates

—a— Average Standard Premiums 2

N s \\\

)

N

~

a

1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Year From Which Variable Is Determined
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Exhibit 8

Percentage of Policies, Premium, and Payrall
in the Placement Facility

1990 - 2000
Year Policies Premium Payroll
1990 13.6% 10.7% 5.8%
1991 14.5% 11.5% 6.4%
1992 15.9% 13.0% 6.6%
1993 16.7% 12.3% 5.9%
1994 15.8% 9.5% 4.5%
1995 15.0% 7.4% 3.3%
1996 14.4% 5.1% 2.5%
1997 13.1% 3.9% 1.8%
1998 12.2% 3.2% 1.4%
1999 11.3% 3.4% 1.2%
2000 10.6% 4.3% 1.4%

1990-1998 standard premium from unit satistical reports or policy declarations.
1999-2000 total annua premium obtained from policy declarations.
Source of Data: Compensation Advisory Organization of Michigan Exhibit 1 of Biannual Report
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Exhibit 9

Placement Facility Participation Retios*
Premium Range Groups to Industry-wide

1990 - 2000

Premium Ranges Ratio of 2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 1990

0- 500 Premiums 225 331 394 353 433 297 213 168 160 152 158
Policies 079 092 164 166 18 187 172 161 155 139 141

501- 1,000 Premiums 708 962 609 503 311 222 171 136 105 138 115
Policies 272 273 158 147 104 104 099 099 084 115 089

1,001- 5,000 Premiums 111 148 206 187 168 126 114 09 08 084 089
Policies 046 046 053 055 058 061 068 070 070 066 069

5,001 - 10,000 Premiums 070 103 130 135 120 093 093 078 075 074 081
Palicies 027 029 031 037 038 043 052 054 059 05 062

10,001 - 50,000 Premiums 070 073 097 107 111 097 099 094 095 103 110
Policies 026 02 025 029 036 043 054 063 071 074 079

50,001 - 100,000 Premiums 066 038 072 068 09 117 120 109 119 143 138
Policies 024 011 016 018 031 053 067 075 092 108 103

100,000 — 499,999 Premiums 087 040 042 064 080 088 108 123 137 137 124
Policies 035 013 009 019 026 041 062 08 110 112 106

Over 500,000 Premiums 053 042 017 011 028 081 061 074 062 05 058
Palicies 032 023 007 007 019 010 043 057 072 057 045

* - Percentage of total placement facility premiums or policies divided by percentage of total voluntary premiums or policies. Note: A value of 1.00 means
the percentage of that premium range group in the assigned risk facility equals the percentage in that premium range group in the voluntary market.

1990 - 1997 premium ratios based on standard premium obtained from unit statistical reportsfiled by insurers.

1998 - 1999 premium ratios based on total estimated annual premium obtained from policy declarationsfiled by insurers.

Source of Data: Compensation Advisory Organization of Michigan
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APPENDIX B
Section 2409 of Public Act 8 of 1982

Sec. 2409. (1) The Commissoner shal hold apublic hearing and shdl issue atentative report detailing
the state of competition in the workers compensation insurance market on a statewide basis and
dedlineating specific dassfications, kindsor typesof insurance, if any, where competition doesnot exist not
later than January 15, 1984 and each year thereafter. The report shal be based on relevant economic
tests, including but not limited to those in subsection (3). Thefindingsin the report shdl not be based on
any sngle measure of competition, but gppropriate weight shal be given to al measures of competition.
The report shdl include a certification of whether or not competition exists. Any person who disagrees
with thereport and findings of the commissioner may request acontested hearing pursuant to Act No. 306
of the Public Acts of 1969, as amended, being sections 24.201 to 24.315 of the Michigan Compiled
Laws, not later than 60 days after issuance of the tentative report.

(2 Not later than August 1, 1984 and esch year theresfter, the commissioner shdl issue afind
report which shdl include a find certification of whether or not competition exigts in the workers
compensation insurance market. The fina report and certification shal be supported by substantia
evidence.

3 All of thefollowing shal be consdered by the commissioner for purposes of subsection (1) and
(2):

€) The extent to which any insurer controls the workers compensation insurance market, or any
portion thereof. With respect to competition on a statewide bas's, an insurer shal not be consdered to
control theworkers compensation insurance market unless it has more than a 15 percent market share.
This subdivison shdl not apply to the State Accident Fund.

(b) Whether the total number of companies writing workers compensation insurance in date is
sufficient to provide multiple options to employers.

(© Thedisparity among workers compensation insurance rates and classificationsto the extent that
such dassficaion result in rate differentids.

(d) Theavallability of workers compensation insuranceto employersindl geographic areasand Al
types of business.

(e The resdua market share.
)] The overdl rate level which is not excessve, inadequate or unfairly discriminetory.

(s) Any other factors the commissioner considers relevarnt.
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4) The reports and certifications required under subsections (1 and (2 shall be forwarded to the
governor, the clerk of the house, the secretary of the senate, dl the members of the house of
representatives committees on insurance and labor, and al the members of the senate committees on
commerce and labor and retirement.

(5) Not later than 90 days after receipt of the fina report and find certification, the legidature, by
concurrent resolution, shal gpprove or disapprove the certification by a mgority roll-cdl vote in each
house. If the certification is approved, the commissioner shall proceed under section 2409a

With the passage of Public Acts 195 through 201 of 1993, to be effective with the sdle of the State
Accident Fund, Section 2409(3)(a) is amended to read:

@ The extent to which any insurer controlsdl or aportion of the worker's compensation insurance
market. With respect to competition on astatewide bas's, an insurer shal not be consdered to control the
worker's compensation insurance market unless it has more than a 15% market share. In making a
determination under this subdivison, the commissoner shdl use dl insurersin this sate, including saif-
insurers, group sAlf-insurersas defined in chapter 65, and insurerswriting risks under the placement facility
crested in chapter 23 as a base for calculating market share.
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CERTIFICATION OF THE STATE OF

COMPETITIONIN THE

WORKERS COMPENSATION INSURANCE MARKET

| hereby certify that, based on the results of the economic tests specified in MCLA 500.2409, a

reasonable degree of competition exigts at this time with repect to the Michigan workers compensation

P flf Fhgatt

Frank M. Fitzgerald
Commissioner of Financid and Insurance Services

insurance market.

Date February 28, 2001




