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Ke: Discounting workerN compensation loss reserves

D«dr Mr. Nyce:

Thi o i s t o recommend I Vmt I:ho Insurance bftpartnurml's
rina.l iorm regulat ion on 1 IIM discount:i n<:\ ot workers'
t.ornppnsaiion lor-;;? renrrr v̂ r? be w.i; liilrctwn to a] low for
two i mpo i"L ant rJ a r i l i co I. .i ones ). eyd r H i n(J J t s
Imp]craentation.

F i r s t , the regulat ion n^ocb l.o ftp amended to c l a r i f y
j I >; impact on polirie;* issued on or prior to tho
reguldl. ion rs effect ive dnt.Ci The Dey/r/r Imcnt s t a t e s
i n i t s predmb] H f h/i t -;;xi y i J na workers uomprrî H ' I on
bUfciiior»G whicJi has hppn dn ̂ cxninCcd at the G% lal.H
should not be impacted l»y Lli« amendment uf tlie
rHijulatlori." Wo aqreft wil.h ;ht.i[. f:nnr1usionr but i t
shou.li-i IJP ;:iorfi c lea r ly MuLed, «nd it. .shrmld bR in
the lext uf l.hc> regulat ion i lucJf , To that eucj, WA
recommend Lhe .regu.l ̂  Lion .̂ At farih the following
1ransi t ion ruJo:

"Tnaurers wl*io umu\ rho tcib.Lo r̂ t̂ forl.h in ĉ:c:1 ion
l l t , j pr ior l.o the eil'Vri ..v« dal.fi ol t*..h;iu regulat ion
m ŷ continue LO use the ch ^COHML faoLorg in tha t
tAblH for accident years 2001 -ircJ p r i o r , lor
p o l i c i e s is.siK-'fj or) fofiforo r.ho effect ive datu uf I hi a
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regula t ion , so 3onq as Lhev uui)! inno t.o damonfjf.raLe they imUt
sufficittTit a s se t s support ing Ihf: (i\l .ijiLaresM: rcir.n uflsuinpt.tou
•underlying Uidl. t n b l e . "

Tn the a l t e r n a t i v e / the Uepr-i r • m.̂ ui. ecu.Id cimply s l n t e UJHI t*he
amfinrlnieulK to the regu la t ion no 1. r«p[)1y L.o poJ i uicci issued on
or before tlin e f fec t ive (into of those <jj»(w»fiTnenl..T.

Second, the regu.ldLiuii npeds to hn amended to r . l ,ni£y t h a t the:
i n t e r e s t r a t e used foi discounting a cavern ar.rii ilunL year
nppltoa to future repor t ing mi that accident year . To 1 hat
end/ we rpconunend t.fio i"o.l lowing <jdcJ i i ion ro Ssction 116.4(2) :

"The i n t e r e s t rafn n ra t adopted tor n yiv^n ^-.t: idpvjt year may
be maintained for fuLur (i repor t ing on tha t rarreideril year
prt->\/ided t h a t the insurer cunl. i mips r.o hold s e c u r i t i e s who
yie ld supports tha t assumption."

Ww have discuancd these? <M n.r I I : c«1. J OHL with the IJLSII rr-me*
Depuilrri^nt, and 1 bolacvo .it covu:n r s (.hat. boih c lnr i f ica t iu / iH
macch tViH in Lent of the recrulntiuii. We understand t ha t the
Deportment hhrnnrore .iriLende to witjidv^w i 1»P regu la t ion ana
quicJciy address t.hnsp a reas . Wo hope I.hat Ihr IRKI; t.iien
approver the regu la t ion ,

Samuel R, MriT.slidll

C: Petor J. Salvatcre
Regulatory Coordinator
Penury]vnnia Insurance Department
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