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NCCI Hazard Group Changes

The National Council on Compensation Insurance (NCCI) has changed the number of
hazard groups from four to seven.

Clients should be aware of upcoming changes to the NCCI Retrospective Rating Plan.
NCCI is proposing a new set of hazard groups that will be introduced through a
countrywide filing around July 2006. The actual state excess loss factor (ELF) tables
based on the new groups will be incorporated into subsequent state rate filings. NCCI
will also continue to support the existing four hazard group plan. Companies will have
the option of retaining the existing hazard group methodology in lieu of the new structure.

A more technically sophisticated approach was warranted because more than 95 percent
of industry premium is currently in hazard groups Il and I1l, and the individual classes
contained within the current hazard groups are extremely heterogeneous.

New Hazard Group Structure

The new hazard group structure will feature seven hazard groups, versus the current four
hazard groups. The premium will be distributed more evenly among hazard groups, as shown
in the graphs below. This refined structure is designed to provide a more accurate reflection of
the true risk of classes.
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Impact on Reinsurance

The new hazard group structure will yield new ELFs. Since exposure rating relies on ELFs to
compute expected losses in excess layers, reinsurance pricing may be impacted by this change,
depending on a company’s mix of business. When and whether reinsurers decide to
incorporate the new ELFs into their individual pricing models remains to be seen. Guy
Carpenter will continue to monitor the market and provide timely updates.

Other Considerations

The hazard group changes will have an impact beyond reinsurance, since ELFs are used for
pricing large deductible and retrospectively-rated policies. Companies need to consider how
their IT systems for pricing and policy issuance may need modification to accommodate the
new structure. Although conversion to the new hazard group plan isn't mandatory, companies
that do not convert to the new plan may be subject to adverse selection.

Reveal™

Guy Carpenter was the first in the industry to provide its clients with better risk metrics, based
on the need for a more refined excess rating methodology. In late 2003, we began to develop a
proprietary excess workers compensation exposure rating model, and we formally released the
Reveal™ model in October 2004. The Reveal™ model, which measures the risk characteristics
and volatility of large losses at the individual class code level versus the broad hazard groups to
which they are assigned, can analyze exposures in all but the five monopolistic states. It is our
goal that Guy Carpenter’s innovation and leadership in workers compensation issues will
continue to provide benefits to our clients and the industry.

For more information on this topic, please contact your Account Executive or one of the
Guy Carpenter specialists listed below.

Aaron Bueler +1.206.223.4891 Kurt Johnson +1.952.832.2160
Mike Carlino +1.860.550.6941 Bob King +1.973.285.9703
Brian Cook +1.312.627.6834 Emil Metropoulos +1.201.229.8817
Jose Couret +1.917.937.3110 Dave Schrader +1.206.621.3944
James Heer +1.952.832.2121 Steve White +1.206.621.3096

Guy Carpenter & Company, Inc. is the world's leading risk and reinsurance specialist and a part of the
Marsh & McLennan Companies, Inc. Guy Carpenter creates and executes reinsurance and risk
management solutions for clients worldwide through 2,600 professionals across the globe. The firm's full
breadth of services includes 16 centers of excellence in Accident & Health, Agriculture, Alternative Risk
Transfer, Environmental, General Casualty, Investment Banking*, Life & Annuity, Marine & Energy,
Professional Liability, Program Manager Solutions, Property, Retrocessional, Structured Risk, Surety,
Terror Risk, and Workers Compensation. In addition, Guy Carpenter's Instrat® unit utilizes industry-
leading quantitative skills and modeling tools that optimize the reinsurance decision-making process and
help make the firm's clients more successful. Guy Carpenter's website address is www.guycarp.com.

* Securities or investments, as applicable, are offered in the (i) United States through MMC Securities
Corp., a US registered broker-dealer and member NASD/SIPC, and (ii) European Union through
Marsh Advance Risk Solutions Ltd. (“MARS Ltd.”), regulated by the Financial Services Authority for
the conduct of investment business in the United Kingdom, Reinsurance products are placed through
qualified affiliates of Guy Carpenter. MMC Securities Corp. and MARS Ltd. are affiliates of Guy
Carpenter.
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DISCLAIMER

Guy Carpenter & Company, Inc. provides this report for general information only. The information
contained herein is based on sources we believe reliable, but we do not guarantee its accuracy, and it
should be understood to be general insurance/reinsurance information only. Guy Carpenter &
Company, Inc. makes no representations or warranties, express or implied. The information is not
intended to be taken as advice with respect to any individual situation and cannot be relied upon as
such. Please consult your insurance/reinsurance advisors with respect to individual coverage issues.

Readers are cautioned not to place undue reliance on any historical, current or forward-looking
statements. Guy Carpenter & Company, Inc. undertakes no obligation to update or revise publicly any
historical, current or forward-looking statements, whether as a result of new information, research,
future events or otherwise.

Statements concerning tax, accounting, legal or regulatory matters should be understood to be general
observations based solely on our experience as reinsurance brokers and risk consultants, and may not
be relied upon as tax, accounting, legal or regulatory advice, which we are not authorized to provide.
All such matters should be reviewed with your own qualified advisors in these areas.

This document or any portion of the information it contains may not be copied or reproduced in any
form without the permission of Guy Carpenter & Company, Inc., except that clients of Guy Carpenter &
Company, Inc. need not obtain such permission when using this report for their internal purposes.

The trademarks and service marks contained herein are the property of their respective owners.
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