Analysis of Liabilities

Of the

Georgia Subsequent Injury Trust Fund

Including

Analysis of Current Liabilities
Analysis of Future Liabilities
Future Assessment Activity

Future Opened Claims Activity

Prepared by
Martin M. Simons ACAS, MAAA, FCA
Public Actuarial Consultant



Foreword

In accordance with legislative directives issued in HB 1579 by the 2004 General Assembly, the
Subsequent Injury Trust Fund contracted with Martin M. Simons, to prepare an “Analysis of
Liabilities”.

The study includes an analysis of current liabilities, future liabilities, future assessment activity,
and future open claims activity.

This report is hereby submitted to the 2005 General Assembly.
Questions may be directed to:

Richard W. McGee, Administrator
Subsequent Injury Trust Fund
1720 Peachtree Street, Suite 500
Atlanta, GA 30309-2462

(404) 206-6355
Rmcgee@sitf.ga.gov
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EXECUTIVE SUMMARY

Listed below is a summary of the major conclusions of the actuarial study. A detailed description
of the process, as well as the resulting conclusions, is presented within the main document.

Unpaid Reimbursement Liabilities (See page 18)

The unpaid reimbursement liabilities of the Georgia Subsequent Injury Trust Fund as of
12/31/2004 are equal to approximately $1,050,322,907.

The unpaid reimbursement liabilities of the Georgia Subsequent Injury Trust Fund as of
12/31/2020 are estimated to be approximately $279,146,897.

It is expected that there will continue to be unpaid liabilities in the Fund beyond the year
2070. (See Note page 20)

Opened Claims (Exhibit 18)

It is estimated that the Fund has 20,423 open claims as of 12/31/2004; approximately
3,300 of those claims have had at least one payment.

It is estimated that the Fund will have 25,089 open claims as of 12/31/2020;
approximately 3,925 of those claims will have had at least one payment.

It is estimated that the Fund will continue to have open claims beyond the year 2070.

Fund Operating Expenses (Exhibit 13)

Fund operating costs for the year 2008 are estimated to be $2,200,000.
Fund operating costs for the year 2020 are estimated to be $1,324,353.
Operating expenses are estimated to continue at approximately the 2020 level of

$1,300,000 until the number of opened claims reaches a minimal number; estimated to
be around the year 2035 — 2040.

Assessments (Exhibit 13)

Amounts assessed, based upon 2007 payments (assessed during 2008) are estimated
to be $118,797,000.

Amounts assessed, based upon 2020 payments (assessed during 2021) are estimated
to be $31,969,544.

It is estimated that the Fund will have a cash balance of $16,699,729 on December 31,
2020, and that the liabilities for future reimbursements on that date will be $279,146,897.

Under current Georgia statutory language, the necessity of Fund assessments will
continue beyond the year 2070.



INTRODUCTION

During the 2004 legislative session, lawmakers passed HB 1579 providing for the dissolution of
the Georgia Subsequent Injury Trust Fund. It provides that the Fund shall not accept for
reimbursement those claims with a date of injury occurring after June 30, 2008; provides that
insurers shall continue to be assessed in order to meet reimbursement liabilities; and provides
that the Fund and its Board of Trustees shall be terminated no later than December 31, 2020.

Martin Simons was retained by The Georgia Subsequent Injury Trust Fund to provide an
actuarial estimate of the Fund’s reimbursement liabilities as of December 2004, and to present
certain expectations relative to liabilities, assessments, and other criteria at significant dates -
June 30, 2008, the last date of injury on acceptable claims; and December 31, 2020, the
termination date of the Fund and its Board of Trustees. These estimates include amounts
payable and assessable by the Fund under the current laws of the State of Georgia.

This report fulfills all the requirements of the Actuarial Standards Board of the American
Academy of Actuaries and other relevant criteria promulgated by actuarial bodies governing
actuarial reports. Standard actuarial techniques have been used throughout this analysis.
Actuarial judgment has been applied wherever necessary to model various aspects of the
Fund’s claim handling processes. An attempt has been made to disclose all such methods,
databases, judgments, assumptions and techniques.

This analysis is based upon claim reimbursement and financial information obtained from
agency staff. Although the specific claim reimbursement data has not been audited, agency staff
has provided amended data where it was found that the information was suspect or found to be
inaccurate.

The Fund’s staff was also helpful in explaining the probable reasons behind anomalies and
apparent anomalies in the year-by-year results. The responses from the staff to specific
questions relative to the claim reimbursement data were insightful and helpful in the completion
of the steps necessary in arriving at the analysis results. In addition, the review of over 150
individual claim reimbursement files (in physical and electronic formats) provided assurances
relative to the accuracy of the data used as well as the reasonableness of the results. Some
data was determined to be inappropriate for use in these calculations. While some adjustments
in methodologies were necessary (due mainly to inconsistent early data) it is believed that, in
light of the specific analytical processes used, the underlying problems and anomalies that were
found in the claim reimbursement data will not have an appreciable impact upon the resulting
accuracy of the projections and future estimates derived in this analysis.

Please note that a great deal of valuable information can be gleaned from an understanding of
the process used in this analysis. Descriptions of current and future Fund activities are an
integral part of this analysis, and a review of these descriptions will provide valuable information
relative to the future management of the Fund.

In estimating the Fund’s claim reimbursement liabilities, reasonable procedures and standard
actuarial techniques and methodologies have been applied. Projected reimbursement liabilities
(reserves) are, by their very nature, subject to errors of estimation as ultimate liabilities are
affected by events and conditions that have not yet occurred. It is assumed that historical loss
patterns are generally good indicators of future loss payment patterns. Because of the limitation



of the data supplied and the uncertainty of the statistical elements associated with forecasting,
an actuary cannot guarantee that these estimates will prove to be adequate or not excessive.

Before the Fund can reimburse an employer, a disabled worker must suffer a subsequent injury.
This injury combines with or aggravates the prior impairment, thus causing liability substantially
greater than that which would have occurred from the subsequent injury alone. A major purpose
of the Fund is to provide protections to disabled employment seekers by providing protection to
the employer who hires those with disabilities and pre-existing impairments.

The Georgia Subsequent Injury Trust Fund operates on an annual cash flow basis. The Fund is
not required to establish reserves for future claim reimbursements. Funding is on a continuing
basis through equitable assessments upon each insurance provider, including insurers as well
as individual and group self-insured employers. While the cash flow basis of operation
eliminates the requirement that the Fund establish and maintain reserves, the liabilities
associated with future claim reimbursements remain, and it is these liabilities that are
determined in the loss development portions of this analysis.

The term “unpaid reimbursements” when used in this analysis refers to the amount of funds that
would be required to pay all remaining claim reimbursements accepted by the Fund or that will
be submitted to and accepted by the Fund for claims related to injuries that occurred prior to the
date of the calculations. If the Fund were required to maintain reserves for unpaid
reimbursements, this value would be used to determine the amount of such reserves.

The claim data collected by the Fund has been separated into the following four major
categories:

1. By injury date — the date of the workplace accident

2. By received date — the date the Fund received the request for reimbursement

3. By accepted date — the date the Fund agreed that the claim was a reimbursable claim
4. By assigned date — the date the claim was assigned to staff for reimbursement

Claim files are organized both physically and electronically in a manner that allows for ease of
historical claim payment review at any time during the life of a specific claim. Specific computer
screens permit an analyst to review specific claims whenever additional information is needed.
A review of these files provided additional evidence of the extremely long tail that is referenced
throughout this analysis. The review also provided insights into the periodic reimbursements
made by the Fund, including an understanding of the lack of homogeneity of such payments
relative to specific claims.

Requests were made for data relative to each of the four claim file categories described above.
Virtually all the information that was requested from the Fund has been received; however,
some of the data was found to lack the underlying criteria necessary for use in appropriately
estimating future claim reimbursements. Despite any such problems, the data provided by the
Fund was sufficient to produce credible estimates of those future liabilities.

The process, as described in detail, also contains several disclosures and a detailed description
of the techniques, data sources, assumptions, and methods used to derive the resulting
estimates.



Disclosure:

The claim files that were reviewed as a part of this analysis procedure indicate that individual
claim files include vastly different and extremely erratic individual claim payment activities.
Individual claim reimbursements vary by claim type as well as by payment year during the life of
specific claims. Insurers and self-insurers have not presented the Fund with payment requests
on a regular basis, but have periodically and somewhat sporadically submitted reimbursement
requests to the Fund. In addition, in recent years there has been a significant increase in the
submission of initial and ongoing reimbursement requests for very early claims (i.e. prior to
1985).

The opened claim files include a significant number of claims for which it is unknown whether
there will be future payments or not. Claims are opened and re-opened on an equally erratic
basis.

The use of individual claim file information provides a less than adequate basis for projecting
future reimbursements. The processes used in this analysis rely very minimally on the review of
individual claim files that was performed for this project.

The review of individual claim files did, however, provide insights into the reasons for the
extremely long tail of claim reimbursements - mainly, that claims are reimbursed by the Fund
throughout the life of the claimant. There is no limit relative to reimbursements other than the life
of the individual injured workers. In addition, there appears to be no time limit, based strictly on
the date of the injury, for claims to be submitted to the Fund for reimbursement.



PROCESSES

Numerical information referenced in this part of the analysis may be found in the Exhibit section
following this narrative. There are 24 separate exhibits in the Exhibit section covering input data,
methods, formulae and procedures used to derive each of the estimates provided. Several of
these exhibits cover more than one page.

Graphical representations of relevant results are referenced throughout this analysis. These
graphical representations may be found in the Charts section. There are nine charts providing
visual presentations of past, current, and future trends and temporal movements in the Fund
statistics.

Specific Exhibits and Charts are identified and referenced throughout this narrative section to
provide assistance to those who wish to review this analysis in detail or to perform an
independent analysis using alternative methods, data bases, assumptions, techniques, or
methodologies.

Disclosure:

Information has been provided by the Fund staff relative to this analysis in four separate formats
(by injury-date, by reported-date, by accepted-date, and by assigned-date). The basis of this
analysis is in the use of the injury-year statistics. The received-year statistics are utilized as a
means to determine whether the injury-year statistics produce results that are reasonable in
relation to the two separate data sources. Due to internal changes throughout the historical
period, the injury-date and received-date statistics have been influenced to a far lesser degree
than either of the other data bases by shifts in the pattern of claim reimbursement payments
caused by those changes. The accepted-year and assigned-year data have been determined to
be unsuitable for analysis due to changes in the time between an injury and the Fund’s
requirement for reimbursements throughout the history of the Fund. The injury-year statistics,
while also influenced by changes in Fund practices, have been used to as great an extent as is
practical, while the received-year statistics are used to validate the results derived from those
injury-date statistics.

a. Information received for each of the four provided databases (whether used
directly or indirectly or unused in the analysis) has been included in the exhibits
section of this analysis to assist in the review of the methods, assumptions,
techniques and results of the analysis.

b. Injury-year statistics were determined to be the most useful in estimating the
behavior of Fund claim reimbursement activity beyond 6/30/08, since the termination
of the Fund’s claim acceptances will be based upon the date of injury.

C. Received-year statistics were used to provide a means of verification that the
results produced by the injury-year statistics were reasonable.



Claim Reimbursement Development — Injury Year Basis

A major part of an actuarial analysis of this type includes a process known as loss development.
In the case of the Fund, losses are the reimbursements paid by the Fund to insurers and self-
insured groups and employers. Loss development is a technique whereby actuarial and
statistical techniques are used to estimate future reimbursements based upon patterns of past
experience. In this analysis the term “loss development” is interchangeable with “reimbursement
development”.

The information contained on Exhibit 1 was requested of and provided by the Fund. Claim
reimbursements are separated according to the calendar-year date of the injury and the
calendar-year date of the payment of claims by the Fund. For example, a claim reimbursement
that is paid in 1990 for an injury that occurred in 1985 will be included in the row labeled 1985,
and the column labeled 1990. As shown in Exhibit 1, page 1, a total of $2,649,221 was
reimbursed in 1990 for claims that occurred in 1985. This information provides the basis for all
calculations performed in this portion of the analysis.

On Exhibit 2 each row (from Exhibit 1) is accumulated across the columns. In other words, the
value in the 1985 row and the 1990 column includes the accumulation of all claim
reimbursements paid for injuries that occurred in 1985 through the end of 1990 (that is,
payments made in 1985, ‘86, ‘87, ‘88, ‘89 and ‘90 for injuries that occurred in 1985). As shown
in Exhibit 2, page 1, a total of $2,763,431 was paid at the end of 1990 for claims that occurred in
1985.

On Exhibit 3 the information from Exhibit 2 is used to determine, the change in the cumulative
amount of claim reimbursements that occurs from one calendar year to the next calendar year
for each injury-year of claim reimbursements. As shown in Exhibit 3, page 2, reading across the
row labeled 1985, to the number 1.069 (under the column labeled 1995); this indicates that
between 1994 and 1995, the cumulative dollars of claim reimbursements for injury-year 1985
grew by 6.9%. This information for each injury-year provides the basis for an analysis of the
pattern of claim reimbursement payments throughout the life of the Fund. This process is known
as loss development. The history of past claim reimbursements is generally an excellent
indicator of the expectations of future claim reimbursement activity. Calculations performed
throughout the analysis determine that injury-year loss development provides an excellent
estimating technique relative to future Fund claim reimbursements. The process builds the
annual reimbursements from the year of the injury until the year where all payments have been
made for that specific injury-year. The total amount of claim payments made for a specific injury-
year is called the “ultimate” claims for that injury-year. As is evident on Exhibit 3, there are still
reimbursements being paid by the Fund for all injury-years since the Fund’s inception. The
“ultimate” claims have not yet been reached, and future payments will be made for each injury-
year of the Fund’s existence.

On Exhibit 4 the ratios calculated on Exhibit 3 are used to create future loss development
factors (that is, factors to project the past and current payment activities to estimate future Fund
claim reimbursement activity). Several averages are calculated relative to each of the historical
loss development calculations (that is, the changes shown on Exhibit 3 in paid reimbursements
between the 2™ calendar year for the injury-year data to the 1% calendar year, between the 3™
and 2", the 4™ and 3™, etc. for each injury-year). This process continues until all of the
reimbursements applicable to a specific injury year have been paid. The final calculation
produces the “ultimate” claim reimbursements for the injury-year.
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Several averages are calculated or are considered in determining how the future loss
developments will occur as related to the past and current developments. As shown in Exhibit 4,
the 10-year average, the 5-year average, and the 5-year average excluding the highest and
lowest factor of the 5 are indicated at the bottom of each column. These averages are used to
help determine the appropriate factors to apply to the current claim reimbursements by injury-
year to arrive at an estimate of the ultimate claim reimbursements by injury-year.

In this analysis, for the more recent time periods (subsequent to 1989), the average found to be
most appropriate for estimating future development was generally the five-year average,
excluding the highest and lowest factor for each five-year period. This calculation produces a
three-year average using the “middle” three historical factors out of the past five years for each
injury-year. The use of this specific statistic provides a means to minimize the effects from any
aberrant individual annual factors. There are a few exceptions, where a more detailed analysis
has determined that the unadjusted five year average or other factor (such as the most recent
development factor) is considered to be more appropriate. The resulting selected factors may
be seen on the exhibit in the rows labeled “selected”. The other calculated averages (i.e. the 10-
year and 5-year averages) provide evidence that the selected average is reasonable. This
process may include a review of individual year experience.

During the analysis, it was determined that it was not appropriate to utilize the same loss
development criteria for all injury-years, due to substantial differences in the pattern of claim
reimbursements payments in some early Fund injury-years. The loss development factors that
will be used in this analysis are those that are contained on the row labeled “selected” on Exhibit
4 for each of three separate historical calculation periods:

Prior to 1984
1984 — 1989
1990 and subsequent

Disclosure:

The claim reimbursement history of the Fund indicates that there is an extremely long tail
relative to claim reimbursement payments. Substantial amounts of claim reimbursement activity
are still present, for example, during calendar year 2004 relative to claims that were reported to
the Fund during and prior to 1981. In many cases, the only limitations relative to the length of
time for which the fund is responsible for claim reimbursements are tied to the length of the life
of the claimant. In addition, the effects of this extremely long tail are more evident in the earliest
years of Fund claim reimbursement activity. Included in the analysis of the ultimate claim
reimbursements (i.e. the total reimbursements that will be paid for each respective injury-year)
are methods to account for the long claim reimbursement payment tail.

Earlier years are more heavily influenced by the long tail, due, it appears, to several reasons,
including the following:

l. The earliest years were more greatly influenced by the long tailed claims due to the low

number of claims in the early years, and the resulting greater percentage impact upon the
individual year results of long tailed claims.
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Il. Legislation passed in 1992 appears to have had a moderate impact upon the length of the
tail of the post 1992 claim reimbursement activity.

lll.  During the life of the Fund, the percentage of employees involved in manufacturing
employments has decreased. Manufacturing employment has a greater potential for long-
term serious injuries than the clerical and information-technology related employments
that have generally replaced it. Hence, the impact on Fund experience of permanent and
long-term injuries decreases as time progresses and manufacturing employment is
replaced by employment in the clerical and information technology fields.

IV. Workplace safety measures have impacted upon the frequency of accidents, and have
resulted in a decrease in the number of severe permanent partial and permanent total
claims relative to the total number of claims. These decreases have produced a lower
percentage of claims that include “lifetime” payments in the more recent years and this
effect is present in virtually all employment types.

V.  Settlement activity (i.e. agreements relative to large or one-time payments) appears to
have been used to a greater extent as the Fund has matured.

Exhibit 5 calculates the unpaid Fund reimbursements for each injury-year, valued as of
12/31/2003. Column (1) presents the amounts of reimbursements paid thru 12/31/03 by the
Fund for each injury-year. Column (2) presents the loss development factors for each injury-
year. These loss development factors are the results of the calculations performed on Exhibits 1
through 4, as described previously.

Column (3) on Exhibit 5 presents the ultimate reimbursements by injury-year. The ultimate
reimbursements represent the total reimbursements that will be made by the Fund after all of
the reimbursement responsibilities have been completed for that specific injury-year. These
ultimate reimbursements are calculated by multiplying the paid-to-date (at 12/31/2003)
reimbursements in column (1) by the reimbursement development factors in column (2) for each
injury-year. Column (4) presents the reimbursements for which the Fund is responsible after
December 31, 2003. This is calculated by subtracting the amounts already paid at 12/31/2003
from the amounts that will ultimately be paid for each injury-year.

Disclosure:

The 2004 statistics provided by the Fund were incomplete since the data was prepared, and the
analysis was performed, prior to the completion of the 2004 calendar year. The basis, therefore,
of this analysis is a determination of the Fund'’s liabilities as of December 31, 2003. Projections
are made from the 12/31/03 date to fulfill the “future liability” requirements of the project,
including the estimate of Fund liabilities as of 12/31/2004.

Exhibit 5 indicates that as of 12/31/2003, the Fund has paid out $61,157,387 for claims where
the injury occurred in 1995. Multiplying by the loss development factor of 1.544 (across the 1995
row) the ultimate dollars of claims to be paid by the Fund for injury-year 1995 when all injury-
year 1995 claims are paid will be $94,438,958 (across the 1995 row). The result is that as of
12/31/2003, there is an additional $33,281,571 for which the Fund will be responsible after
12/31/2003 for claims on injuries that occurred in 1995. (The ultimate claims minus the claims
already paid equals the claims still to be paid.)

12



Graphical representation:

A graphical representation of the paid and ultimate claim reimbursements information from
Exhibit 5 may be found on Chart 1. The lighter bars on the left portray the amount of
reimbursements paid by the Fund thru 12/31/03 for each injury year from the Fund’s inception.
The darker bars on the right portray the reimbursements that the Fund will ultimately pay for
each injury year. As can be seen on Chart 1, the majority of the claim reimbursements that will
ultimately be paid have already been paid relative to the earliest years, while only an extremely
small portion of the ultimate claim reimbursements have been paid in the later injury-years.

The differences in height between the light and dark bars on Chart 1 represent the amounts that
remain to be paid for that specific injury year as of 12/31/03. It is especially interesting to note
that despite the fact that the bar representing 1981 and prior injury-year relates to claims that
occurred at least 23 ago, there remains an appreciable amount of claim reimbursements for
those very early years that are still to be paid. This phenomenon will be described at length
throughout this analysis. It is evident when viewing the early years of experience on Chart 1,
that the claim payment tail (the length of time between the injury-year and the year in which all
claims will ultimately be paid for that injury-year) is extremely long for the Georgia Subsequent
Injury Trust Fund.

The unpaid reimbursement liabilities of the Georgia Subsequent Injury Trust Fund as of
12/31/2003 are equal to $984,200,174. (See Exhibit 5)

Claim Reimbursement Estimates Subsequent to 12/31/2003

The determination of the estimated cumulative reimbursements paid for years beyond 2003 is
presented on Exhibits 6a and 6b. The information on these two exhibits is then averaged to
produce the estimated cumulative reimbursements by injury-year on Exhibit 6¢.

These separate exhibits present the estimated cumulative reimbursements for years beyond
2003 under two separate assumptions relative to future claim reimbursement request activity.

Assumption #1 (Exhibit 6a) — There has been an inordinate amount of reimbursement request
activity submitted to the Fund in the very latest years, especially during calendar year 2004, but
to some extent since calendar year 2002. This activity is assumed to be due primarily to an
effort on the part of insurers (and perhaps self-insurers) to search their claim files for all cases
that may be reimbursable. Assumption #1 treats this abnormal increase in claim
reimbursements as an anomaly. Under assumption #1, this activity is expected to decrease and
return to normal levels in a moderately short period of time.

Under assumption #2, this increased reimbursement submission activity is expected to continue
for a longer time period than that which is assumed under assumption #1. Reimbursements
under assumption #2 are expected to be greater than under assumption #1. This is
accomplished using a non-linear estimation relative to future reimbursements.

In each of the Exhibits 6a, 6b, and 6c, the cumulative ultimate reimbursements for years prior to
injury-year 2004 are unaffected by the assumptions regarding future reimbursement
submissions. Only those estimates applicable to injury-year 2004 and later are impacted by the
assumptions described above.
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The first column to the right of the “injury-years” column on Exhibit 6a (page 1) contains the
estimated cumulative ultimate reimbursements by injury-year from 2004 through 2020 under
assumption #1. These future injury year ultimate reimbursements are derived by calculating a
linear trend from the ultimate reimbursements for the years 1993 thru 2003. This period was
selected to allow for inclusion of the long-term trend in ultimate reimbursements while
recognizing that the later years (years subsequent to 1993) are generally more indicative of
current and future trends in the amount of ultimate reimbursements by injury-year. This method
appropriately estimates the future reimbursements in accordance with assumption #1, above.

Graphical representation:

A graphical representation of the linear trend calculation used to derive the estimated future
reimbursements under assumption #1 may be found on Chart 2a. The gray diamonds on Chart
2a portray the ultimate reimbursements calculated as described above for the years from 1993
through 2003. The solid black line represents the linear trend line that is derived from those
individual ultimate reimbursements. The trend line formula and the related r-squared value are
printed on the Chart.

y = 6.8302x-13534, where
y is the ultimate reimbursements (in millions of dollars)
for injury-year x, and

r?=.947

The remaining columns on Exhibit 6a contain the amounts of cumulative reimbursements paid
as of December 31% of each calendar year (across) for each injury-year (down) under
assumption #1. These reimbursement amounts by calendar year are calculated by applying the
loss development factors (presented on Exhibit 5) to each specific future injury-year. For
example, referring to the bottom number under the column labeled “12/31/2011” the number
$1,848,449,961, there will be a total of $1,848,449,961 in reimbursements paid at the end of
2011. The individual numbers in the column labeled “12/31/2011” indicated how much of the
$1,848,449,961 will be paid as of 12/31/2011 for each specific injury-year. For example, the
underlined number $90,019,627 appears in the column labeled 12/31/2011 in the row labeled
1991. This indicates that at 12/31/2011, the Fund will have paid a cumulative amount of
$90,019,627 for claim reimbursements relating to injury-year 1991.

The first column to the right of the “injury-years” column on Exhibit 6b (page 1) contains the
estimated cumulative ultimate reimbursements by injury-year from 2004 through 2020 under
assumption #2. These future injury year ultimate reimbursements are derived by increasing
future year ultimate reimbursements by amounts similar to those experienced in the most recent
years. This method was selected to allow for inclusion of a longer-term impact of the recent
increases in reimbursement requests. This method appropriately estimates the future
reimbursements in accordance with assumption #2, above.

Graphical representation:
A graphical representation of the ultimate claim reimbursements by injury-year under
assumption #2 may be found on Chart 2b. As is evident on Chart 2b, the recent increases in

claim reimbursement requests are used to develop the future trends based upon assumption
#2; that the recent increases will continue at their current high levels.

14



The remaining columns on Exhibit 6b contain the amounts of cumulative reimbursements paid
as of December 31% of each calendar year (across) for each injury-year (down) under
assumption #2. These reimbursement amounts by calendar year are calculated by applying the
loss development factors (presented on Exhibit 5) to each specific future injury-year. For
example, referring to the bottom number under the column labeled “12/31/2011)” the number
$1,964,851,009, there will be a total of $1,964,851,009 in reimbursements paid at the end of
2011. The individual numbers in the column labeled “12/31/2011” indicated how much of the
$1,964,851,009 will be paid as of 12/31/2011 for each injury year. For example, the underlined
number $90,019,627 appears in the column labeled 12/31/2011 in the row labeled 1991. This
indicates that at 12/31/2011, the Fund will have paid a cumulative amount of $90,019,627 for
claim reimbursements relating to injury-year 1991.

In order to arrive at a single estimate in light of the divergent assumptions described above, this
analysis will produce estimated reimbursements as the average of the two assumptions. This
process is necessary since the recent activity is greatly divergent form previous experience, and
it is simply too early to tell which of the two assumptions is the most valid at this time.

Exhibit 6¢ presents the cumulative reimbursements as the average of those calculated under
each of the two assumptions described earlier. These are referred to as “selected” estimated
cumulative reimbursements. The cumulative ultimate reimbursements presented on Exhibit 6¢
are the selected estimated cumulative ultimate reimbursements of the Fund for the years 2004
through 2020.

Graphical representation:

A graphical representation of the “selected” or estimated future claim reimbursement ultimate
levels may be found on Chart 2c. This chart presents the estimated future impacts of the
increasing claim reimbursement activity as the un-weighted average of the values derived from
assumptions #1 and #2.

It may be noted that in each of the Exhibits, 6a, 6b, and 6¢, the underlined number remains the
same since only years subsequent to 12/31/2003 are affected by the separate assumptions.

Exhibit 7 portrays the estimated reimbursements paid (column 7) and the estimated
reimbursements unpaid (column 10) for each year from 2008 through 2020. The unpaid
reimbursements (i.e. the amounts that the Fund is still required to pay) as of 12/31/2008 are
estimated to equal $1,248,691,104. The unpaid reimbursements at 12/31/2020 (the legislated
GSITF Board termination date) are estimated to be $279,146,897. These values are based
upon the average of the unpaid reimbursement liabilities calculated under assumptions #1 and
#2 described above.

Unpaid Reimbursements of the GSITF

Low estimate High estimate Selected estimate
(Assumption #1) (Assumption #2) (Average of #1 & #2)

12/31/2008 $1,104,843,321 $1,388,058,571 $1,246,450,946

12/31/2020 $ 249,140,290 $ 309,153,503 $ 279,146,897
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Graphical representation:

Chart 3 presents the low, high, and selected estimate of the unpaid Fund reimbursements from
2007 through 2020.The left-hand bars present the low end of the estimated range of the unpaid
reimbursements. The middle bars present the high end of the estimated range, and the right-
hand bars represent the middle of the range of the estimated unpaid reimbursements at each
year-end. The right-hand bars (the mid-point of the range) present the estimated unpaid
reimbursements.

Chart 4 presents the ultimate injury-year reimbursement needs and the payments to date as of
12/31/2020. As is evident on Chart 4, it is assumed that some of the very early injury-years have
been fully developed by the end of 2020. It should be noted, however, that the estimating
process may not portray each individual year as it will actually develop, but any differences
between actual and estimated individual year results should have a minimal impact on the total
resulting estimated unpaid claim reimbursement liabilities of the Fund as of 12/31/2020.

Claim Reimbursement Development — Received Year Basis

The estimates referenced above are highly influenced by the injury-year loss development
calculations that have been presented in Exhibits 1 through 5. In order to add credence to the
techniques, assumptions, data and calculations that make up those injury-year loss
development estimates, a similar process is presented relative to the year the claims were
received by the Fund. This process provides a second loss development calculation method for
producing the ultimate claim reimbursements as of 12/31/2003.

Exhibit 8 presents the information received from the Fund relative to the claim reimbursements
made by the Fund for each calendar year for each received-year since the Fund’s inception.
This information is in the same format as that in Exhibit 1. In lieu of the injury-year data included
on Exhibit 1, the Exhibit 8 data relates to the date the claim was received by the Fund, rather
than the date of the injury. The process is the same.

Similarly, Exhibit 9 accumulates the received-date claim reimbursement information in the same
manner as Exhibit 2 where the accumulations were based upon the injury-year data. Exhibit 9
contains the information from Exhibit 8 on a cumulative basis.

On Exhibit 10 the information from Exhibit 9 is used to determine, the change in the total
number of claim reimbursements that occurs from one calendar year to the next calendar year
for each received-year of claim reimbursements. Again, the process is the same as that which
has been described for Exhibit 3, with the received-year data as the basis rather than the injury-
year data that was the basis for Exhibit 3.

As was performed on Exhibit 4, the ratios calculated on Exhibit 10 are used on Exhibit 11, to
create future loss development factors. Several averages are calculated relative to each of the
historical loss development calculations (i.e. the change in paid reimbursements between the
2" calendar-year of the received-year data to the 1! calendar-year, and also between the 3™
and 2", the 4™ and 3", etc.). In this analysis, the average believed to be most appropriate for
estimating future development is the 5-year average, excluding the highest and lowest factor for
each period. This process provides a means to minimize the effects from any aberrant individual
yearly factors. There are a few exceptions, where a more detailed analysis has determined that
another average is more appropriate. During the analysis, it was determined that it was not
appropriate to utilize the same loss development criteria for all received-years, due to
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differences in the pattern of reimbursement payments in some early received-years. Additional
details are provided in the Disclosures section of this analysis.

The loss development factors that will be used in this analysis are those that are contained on
the row labeled “selected” on Exhibit 11 for each of three separate calculation periods:

Prior to 1984
1984 — 1989
1990 and subsequent

Exhibit 12 calculates the unpaid Fund reimbursements for each injury-year, evaluated as of
12/31/2003. Column (1) presents the amounts of reimbursements paid thru 12/31/03 by the
Fund for each received-year. Column (2) presents the loss development factors for each
received-year. These loss development factors are the results of the calculations performed on
Exhibits 8 thru 11, as described earlier. Column (3) presents the ultimate reimbursements by
received-year. The ultimate reimbursements represent the total reimbursements made by the
Fund after all of the reimbursements responsibilities have been completed. These ultimate
reimbursements are calculated by multiplying the paid reimbursements in column (1) by the
reimbursement development factors in column (2) for each received-year. Column (4) presents
the reimbursements for which the Fund is responsible after December 31, 2003. This is
calculated by subtracting the amounts already paid at 12/31/2003 from the amounts that will
ultimately be paid for each received-year.

The unpaid Fund liabilities as of 12/31/2003, when estimated using injury-year data are equal to
$984,200,174. (Exhibit 5)

The unpaid Fund liabilities as of 12/31/2003, when estimated using received-year data are
equal to $988,906,639. (Exhibit 12)

While it is obvious that the process is not an exact one, the closeness of the figures derived
from injury-year and received-year data adds credence to the validity of these two underlying
data sources, and provides some additional confidence in the injury-year results which are used
in the subsequent portions of the analysis. While these estimates are derived by “estimated”
future development factors, the use of estimated factors that are reasonable have produced
very similar results.

Either basis (injury-year or received-year) is appropriate for the development calculations. The
injury-year data has been used as the basis of this analysis as opposed to the received-year
data due to the need to provide estimates relative to future liabilities and other information that
will be based upon a termination of reimbursements applicable to claims with a certain injury-
year (or prior) occurrence. The use, therefore, of injury-year data as the basis of the analysis
precludes the need to adjust the results from a received-year basis to an injury-year basis.

Once again, however, the received-year data provides a check of the reasonableness of the
injury-year calculations and estimates.
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Future Unpaid Liability Estimations

At this point in this analysis, the following estimated values have been determined:

1. The unpaid reimbursement liabilities of the Georgia Subsequent Injury Trust Fund equal
$984,200,174. (Exhibit 5)

2. The unpaid reimbursement liabilities of the Fund for the years 2003 through 2020, are
estimated as follows:

Year end Unpaid Reimbursements
2003 $ 984,200,174
2004 $1,050,322,907
2005 $1,116,445,640
2006 $1,182,568,373
2007 $1,248,691,104
2008 $1,246,450,946
2009 $1,104,855,560
2010 $ 961,481,493
2011 $ 829,755,926
2012 $ 718,438,036
2013 $ 628,884,183
2014 $ 556,115,245
2015 $ 494,608,183
2016 $ 441,209,473
2017 $ 393,648,175
2018 $ 351,032,104
2019 $ 313,073,636
2020 $ 279,146,897

Note: Unpaid reimbursements for the years 2004 through 2006 are calculated by
linear interpolation between 2003 and 2007.

Graphical representation:

Chart 5 presents the runoff of the unpaid reimbursements between 2008 and 2020. These
values are the same as the “estimated unpaid” values from Chart 3.

Chart 6 presents the cumulative ultimate reimbursements by year from 2008 through 2020.
Since the injury-year data has been used to arrive at the ultimate reimbursements, the
cumulative ultimate reimbursement as of 6/30/2008 when calculated on an injury-year basis
represents the cumulative ultimate reimbursements throughout the remainder of the life of the
Fund. No additional reimbursements will be paid on claims with injury dates subsequent to
6/30/2008. There will, however, be additional reimbursements paid following 6/30/2008, but
these payments will relate only to claims with injury dates prior to 6/30/2008. Chart 6 portrays
the pattern of those reimbursements relative to the cumulative ultimate reimbursements for each
year from 2008 through 2020.
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Future Assessment Estimations

The next step in the process consists of a calculation of the estimated assessment needs for
each year between 6/30/2008 (injury-year cessation of reimbursement acceptance), and
12/31/2020 (Board termination date). This information is provided in Exhibit 13.

Disclosure: In estimating the assessments that will be levied between 2009 and 2020, the
following assumptions were made.

A. Average annual interest rate yields are assumed to be equal to 1.6% on invested
assets throughout the time period.

B. Interest income is assumed to be earned on the average of the funds held during
the year. That is, income and outflow of funds are assumed to be spread equally
from January 1 to December 31 for each year.

C. Miscellaneous income is assumed to be zero for all years in the period.

* Miscellaneous income has historically been extremely small, causing this
assumption to have virtually no impact upon the results.

Fund operating expenses are assumed to increase incrementally by 1.5% per year after a
reduction in base expenses calculated by decreasing the prior year's operating expenses by a
factor equal to one-half (50%) of the decrease in reimbursements paid from the first prior to the
current year. That is, it is expected that a reduction in some expenses will occur as the annual
reimbursements decrease, and the reduction is tied to but less than the reduction in claim
reimbursement activities.

The estimated operating expenses of the Fund from 2008 through 2020 are estimated to be as
follows:

Year Estimated Fund
Operating Expenses

2008 $ 2,200,000
2009 $ 2,233,000
2010 $ 2,307,690
2011 $ 2,264,044
2012 $ 2,125,732
2013 $ 1,943,993
2014 $1,781,788
2015 $ 1,664,359
2016 $ 1,574,704
2017 $ 1,509,608
2018 $ 1,452,364
2019 $ 1,392,585
2020 $ 1,335,468
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Following 2020, the opened claim activity will begin to decrease only moderately, and it is
estimated that Fund operating expenses will remain somewhat stable for several years. Fund
operating expenses will continue to be necessary to manage the run-off of claims. Operating
expenses are estimated to continue at approximately the 2020 level of $1,300,000 until the
number of opened claims reaches a minimal number; estimated to be around the year 2035 —
2040.

Note: The length of time for which there will continue to be active claim reimbursements in the
Fund is contingent upon the life expectancy of the injured workers to which the last active claims
apply. For example, if an eighteen-year-old individual is permanently injured on June 30, 2008
(the final injury date of Fund application), and if that injured individual lives to be eighty years of
age, this claim will remain active until 2070.

Exhibit 13 — presents the information used to calculate the assessments that will be imposed
upon insurers and self-insured employers for the operation of the Fund if the current
assessment procedure is used throughout the 2008 through 2020 period. The assessment is
calculated as 175% of the first-prior year reimbursements after reducing those disbursements
for the balance held by the Fund at the end of that prior year. As is shown on Exhibit 13, the
estimated assessments for each year from 2008 through 2020 are as follows:

Year Assessments for
Subsequent Year

2008 $ 164,666,620
2009 $ 144,048,667
2010 $ 148,321,475
2011 $ 100,922,900
2012 $ 85,125,772
2013 $ 56,440,968
2014 $ 57,344,841
2015 $ 46,741,621
2016 $ 46,061,553
2017 $ 40,359,010
2018 $ 37,528,461
2019 $ 31,969,544
2020 $ 30,147,267

Graphical Representation:

Chart 7 presents a visual depiction of the annual assessments derived in this portion of the
analysis. As is evident on Chart 7, the assessments indicate a fairly substantial drop in the initial
years followed by a leveling off of the decreases as the number of long tail claim
reimbursements plays a more prominent role relative to the overall reimbursements.
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Future Open Claim Estimations

Disclosure:

The estimation of future opened claim activity has been performed using the best data available
at this time. Due to a lack of consistency in claims received, claims paid, claims closed and
claims re-opened, this information should be viewed only as a best estimate. Users are
cautioned that changes in any of the underlying reimbursement request or reimbursement
payment patterns may produce differences in the resulting number of opened claims for future
time periods.

Several caveats are presented below relating to the estimation of the Fund’s future open claim
activities:

1. There are a great many open Fund claims on which no payment has been made as of
the date of this analysis.

2. There will be a significant number of opened claims as of 12/31/2020 where no payment
has been made relative to the specific claim.

3. As has been described previously, it is extremely difficult to determine whether these
open claims will incur future Fund reimbursements, and if so, when those
reimbursements may be expected to occur.

4. Claim reimbursements that have been previously closed are frequently reopened, and
reimbursements are made relating to those claims regardless of their previous closure,
and regardless of whether previous reimbursements have been made on the claim.

5. Claim reimbursement closure activity is not consistent, and may occur at different
intervals.

6. Claim reimbursement reopening activity is not consistent and may occur at different
intervals.

7. New claim reimbursement activity is not consistent and may occur at different intervals.

8. As described earlier in this analysis, it is not known at this time how long the recent
increases in claim reimbursement requests will continue.

Exhibits 14 through 16 provide loss development calculations similar to those that have been
produced earlier in this analysis. On Exhibits 14 through 16, the number of claims, rather than
the dollars of claims as previously calculated on Exhibits 1 through 3 and Exhibits 8 through 10,
is developed by the date the claims were received by the Fund. This provides information
relative to how claims are received which assists in the selection of the development factors
used to derive the resulting liabilities throughout the analysis. In addition to its use in
determining the estimated future open claim criteria, this information may be useful to an analyst
wishing to perform an independent actuarial analysis. These exhibits readily portray the
extremely long tail of claim reimbursement experience that is inherent in the Fund’s operations.
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As shown in Exhibit 14, there were a substantial number of claims with initial payments in
calendar year 2003 that were received by the Fund prior to 1982. The effects of such long time
periods between receipt of the claim and reimbursements play a major role in providing actuarial
estimates regarding future liabilities. The resulting number of open claims as of 12/31/2020 is
quite large due to the extremely long tail of claim payment activities referenced throughout this
analysis. In addition, the number of Fund claims currently listed as “opened” includes a
substantial number of claims for which no payment has been made.

Exhibit 17 presents a calculation (based upon prior Fund experience) of the number of open
claims as of 12/31/2003 and subsequently. Please note that the estimation of the number of
open claims is produced using injury-year and claim closure experience, and since the claim
closure activity is not consistent over time, these are best estimates given the information that is
available.

As described earlier in this analysis, there has been a substantial increase in the number of
claims submitted (and in the subsequent number of opened claims) in calendar year 2004.

Based upon the information provided by the Fund, and in light of each of the caveats listed
above, Exhibit 18 presents three separate columns as follows:

1. Column (2), labeled “Opened without Board termination” presents the estimated number
of opened claims remaining in the Fund at the end of each year from 2004 through 2020
if the Fund were to continue to operate as if the Board termination legislation did not
exist. This information is presented for information only in order to provide a comparison
that will make the final estimates more readily understood.

2. Column (3), labeled “Opened with Board Termination” presents the estimated number of
claims that will be opened at the end of each year from 2004 through 2020.

3. Column (4), labeled “Opened with prior payment” includes only claims for which a
reimbursement has been made by the Fund. The number of opened claims includes a
substantial number of claims for which reimbursements have never been made.

The table displays an estimate of the total number of opened claims as well as the total

number of opened claims where prior payments have been made (active claims) for the
years 2004 through 2020.
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(1) (2) (3) (4)
Year Opened Opened Opened

without Board with Board with prior

Termination Termination Payment
2004 20,423 20,423 3,300
2005 21,444 21,444 3,591
2006 22,516 22,516 3,689
2007 23,642 23,642 3,786
2008 24,824 24,824 3,884
2009 26,065 26,063 4,078
2010 27,368 27,327 4,275
2011 28,737 28,384 4,441
2012 30,173 29,127 4,557
2013 31,682 29,752 4,655
2014 33,266 29,331 4,589
2015 34,929 29,357 4,593
2016 36,676 29,008 4,538
2017 38,510 28,291 4,426
2018 40,435 27,575 4,314
2019 42,457 26,480 4,143
2020 44,580 25,089 3,925

Graphical Representation:

Chart 8 depicts the opened claim activity for each of the above columns. This chart allows the
reader to perceive the future opened claim activity under the current Board termination
language in relation to the opened claim activity under normal Fund operations. The information
“without Board termination” is presented strictly for illustrative purposes.

Chart 9 presents the number of opened claims where payments have been made from 1990 to
the 2003. In addition, this chart presents the least squares regression line (from 1997 to 2003)
used to estimate the number of such claims at the end of 2008. It should be noted that the least
squares method appears to produce a larger number of future opened claims with payment than
that which may be indicated by the most recent data. This method was selected due to the
increased recent claim submission activity. It is assumed that this increased activity will impact
somewhat on the number of opened claims with payments subsequent to 2008.

The erratic year-by-year behavior of this statistic, as is evident on Chart 9, is due in part to the

caveats referred to earlier. Once again, the estimation of the future number of claims should be
viewed with these caveats in mind.
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CLOSING NOTES

The information contained in Exhibit 19 and Exhibit 20 was not used in this analysis. The
information on these exhibits is related to the “accepted-date” and the “assigned-date” of Fund
claims, and was found to lack the consistency necessary to produce meaningful estimates of
future liabilities. It is presented here to allow an actuary performing an independent analysis or
an actuary reviewing the methods, data and assumptions used in this analysis to possess the
relevant information that was requested and made available in performing this analysis.

Data similar to that which is found in Exhibits 19 and 20 are also available relative to the number
of claims on an accepted-year and assigned-year basis. This information as well as the
corresponding claim number information by accepted-year and by assigned-year was
determined to be of no direct statistical value in these calculations.

Exhibit 21, Reopened Claims, was not directly used in this analysis.

Exhibit 22, Financial Information, was used to assist in determining the estimated investment
income expectations, and the estimated future assessments.

Exhibit 23, Assessment Information, was used to assist in determining the estimated future
assessments.

Exhibit 24 was used in the determination of the number of future opened claims where future
payments will be made from 2004 through 2020. The payment data for 2004 is incomplete due
to the fact that the 2004 calendar year had not been completed when the information was
obtained.

Every effort has been made throughout this analysis to present the requested estimates without
any bias. There are numerous methods that are actuarially acceptable relative to an analysis of
this type, and other actuaries may use different methods to arrive at results that may differ
somewhat from the results of this analysis.

These estimates are made using standard accepted actuarial methods. It is understood that
there are different views relative to the work performed by the Georgia Subsequent Injury Trust
Fund. None of the information used in this analysis is intended to support or refute any of those
views. In addition to a determined effort to eliminate bias from these projections, the analyst has
attempted to make this analysis as transparent as possible relative to the data, methodologies,
assumptions, techniques and conclusions that are an integral part of any analysis of this type.

The exhibits and charts accompanying this analysis provide a wealth of information relative to
the functions and activities of the Georgia Subsequent Injury Trust Fund. It is the sincere hope
of the author that this information will be used extensively and will provide substantial
assistance relative to the future management and operations of the Fund.

Requests for additional information relative to methods, assumptions, databases, or other

criteria used to produce this analysis may be directed to the analyst, Martin Simons, through the
Georgia Subsequent Injury Trust Fund.
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Chart 1 — Paid and Ultimate Claims by Injury Year
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Chart 3 — Estimated Unpaid Claims (2007 — 2020)
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Chart 4 — Paid and Ultimate Reimbursements through 2020
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Chart 6 — Cumulative Paid to Ultimate (2007 — 2020)

Cumulative Paid to Ultimate
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