Commonwealth of Kentucky

Kentucky Workers” Compensation Funding Commission
Special Fund including the Uninsured Employers’ Fund

Actuarial Review of the Unpaid Claims,
Projected Financial Statements, &
Assessment Rates as of June 30, 2025

Deloitte Consulting LLP
September 30, 2025



Deloitte Consulting LLP
555 West 5t Street
Suite 2700

|
Los Angeles, CA 90013
‘ USA

Tel: 213-688-3374
Fax: 213-694-5121
www.deloitte.com

September 30, 2025

Kentucky Workers” Compensation Funding Commission
Board of Directors

42 Mill Creek Park

Frankfort, KY 40601

Dear Board of Directors:

Deloitte Consulting LLP is pleased to submit our actuarial report regarding our analysis of the Special
Fund (“SF”) including the Uninsured Employers’ Fund (“UEF”) unpaid loss and loss adjustment expenses
(“LAE”), future estimates of revenue and expenses, and required assessment rates to fully fund the SF by
December 31, 2029.

Rod Morris is a member of the Casualty Actuarial Society and the American Academy of Actuaries and
meets the qualification standards to issue this actuarial report.

We have enjoyed working with the Kentucky Workers” Compensation Funding Commission (“KWCFC”)
on this analysis. If you have any questions after reviewing this report, please do not hesitate to contact

us.
Sincerely,

= Mo pr ‘

VUO lﬂmf\_ 0.

Rod Morris, FCAS, FSA, MAAA Kim A. Mitchell
Specialist Leader Managing Director
Deloitte Consulting LLP Deloitte Consulting LLP
(213) 688-3374 (860) 725-3111

rmorris@deloitte.com kmitchell@deloitte.com




Table of Contents

Data

Page

.  OVERVIEW 1
Program Background 1
Report Sections 4
. SCOPE 5
. CONDITIONS AND LIMITATIONS 7
Distribution and Use 7
Data Reliance 8
V. SUMMARY OF RESULTS 9
Estimate of Unpaid Claims 9
Proposed Future Assessment Rates 10
Projected Future Financial Results 11
FY 2025 Actual Versus Expected Revenue and Expenses 14
Comments and Recommendations 15
V. ACTUARIAL METHODOLOGY 21
21

Overview of Analysis 22
Estimate of Future Revenue and Expenses 27
Other Considerations 27
VI. DISCLOSURES 28
VII.  EXHIBITS 31

Deloitte



Special Fund (including the UEF) Estimates as of June 30, 2025 Deloitte Consulting LLP

|.  OVERVIEW

nou ” o u,

Deloitte Consulting LLP (“Deloitte Consulting”, “us”, “we” or “our”) was retained by the Kentucky
Workers’ Compensation Funding Commission (“KWCFC” or “the Commission”) to provide an independent
analysis of the unpaid loss and loss adjustment expenses (LAE) of the Special Fund (SF) and the Uninsured
Employers’ Fund (UEF) administered by the Commission. The analysis was performed as of June 30, 2025
and includes an estimate of the future financial results through December 31, 2029 and the
determination of the required assessment rates. This report has been created to support and document

our independent analysis.

This report discusses our approach and presents the results of our June 30, 2025 review. Our unpaid
claim estimates are presented on an undiscounted basis and discounted basis using the Commission’s
selected annual interest rate of 3.00%. The basis of the unpaid claim estimates considered in our analysis
was selected to meet the requirements for US General Accounting Standards Board (GASB). All
information presented in this report is as of June 30, 2025 and displayed in millions of US dollars unless

otherwise stated.

Our analysis is organized on a fiscal-accident year basis. Fiscal years run from July 1 of a given year to June

30 of a subsequent year (e.g., fiscal year 2025 runs from 7/1/24 to 6/30/25).

PROGRAM BACKGROUND

The KWCFC was created by the 1987 Extraordinary Session of the Kentucky General Assembly to control
the funds used to pay claims awarded through the SF and the UEF, and to finance administrative costs
associated with the Commonwealth's workers’ compensation program and with specific Labor

Department programs. The KWCFC has engaged Conning to manage the investments within the funds.

Prior to the December 1996 Extraordinary Session of the General Assembly, the Special Fund served as
Kentucky's second injury fund. It paid a portion of certain occupational injury claims as well as
occupational disease claims. The outstanding liability of the SF is financed through assessments on
employers' workers’ compensation insurance premiums and imputed premiums for self-insured
employers and groups. The SF has no liability for claims if the date of injury or last exposure occurred

after December 12, 1996.
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The UEF pays workers’ compensation claims when the employer has failed to secure payment for
statutory workers’ compensation claims. The UEF is funded by the SF. The liability held for the UEF is
based on the date that the UEF becomes responsible for benefits coinciding with the original date of

injury of the underlying claim.

Benefit payments made by the funds are often reduced for any applicable attorney fees. The attorney
fees are typically recouped in one of three ways: 1) paid out of pocket by the claimant; 2) a hole in the
benefit stream prior to the claimant reaching life expectancy; or 3) installments deducted from bi-weekly

benefit payments.

During 2017, House Bill 377 was passed, which closed the Coal Workers’ Pneumoconiosis Fund (CWPF)
effective July 1, 2017 to any CWPF claims filed after June 30, 2017. At this time, the assets and liabilities
of the CWPF were transferred through a loss portfolio transfer agreement to Kentucky Employers’ Mutual

Insurance (KEMI). Therefore, this analysis does not include any liabilities associated with the CWPF.

During 2018, House Bill 2 was passed that, among other things, extended the time at which income
benefits will terminate. Previously, since December 12, 1996, benefits were terminated based on Social
Security eligibility, but under this bill, income benefits terminate either when the employee reaches age
70, or four years after the injury or last exposure, whichever occurs last. The bill states that the law
applies retroactively to claims for injuries or last exposure on or after December 12, 1996, and that are

not yet final, are on appeal, or which could still be appealed.

Funding the Special Fund

The SF has historically been funded by a surcharge on workers’ compensation premiums in the
Commonwealth and an equivalent assessment against imputed workers’ compensation premiums for
self-insured employers and groups. The historical surcharges (or “assessment rates”) including the

proposed rate for calendar year 2026 are listed below:

Calendar Year Assessment Rates
2001 9.00%
2002-2004 11.50%
2005 9.00%
2006-2011 6.50%
2012-2014 6.28%
2015 6.17%
2016 5.51%
2017-2018 6.29%
2019-2020 6.41%
-2 -
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2021 7.02%
2022-2023 6.94%
2024 6.53%
2025-2026 5.53%

The rates of assessment are established annually at levels which will produce enough revenue to amortize
on a "level basis" the unfunded liability of the SF including any UEF claims with incurred dates of
December 31, 2029 and prior. Assessments will be applied through the mandated sunset date of

December 31, 2029.

Demographic Information of the Special Fund

As of June 30, 2025, there are a total of 3,303 open claims in the SF. The average age of claimants in the

SFis 74 years old. Below is a distribution of open claimants by age in the SF.

Distribution of Open Claimants by Age
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Of the 3,303 open claims as of June 30, 2025 in the SF, 3,084 have an “Awarded” status, 133 have a

“Pending” status, 46 have a “Suspended” status, and 40 have an “Unknown” status.

Pending status claims include:
e (Claims that have never started payments
e (Claims in attorney fee recoupment for future post life expectancy schedules
e  Future tier down schedules (reduction of awards between the ages of 65 and 70)
e Future un-reduced pay schedules for attorney fee weekly reduction post life expectancy

o  Weekly rate changes due to agreed opinion and awards.
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Suspended status claims include:

e Potential investigation

e Can’t find claimant \ verification of still living

e Potential widow\beneficiary claim after death notification.
Unknown Status Claims:

e There are a total of 40 claims with an unknown status and we have treated these as awarded

claims

REPORT SECTIONS

This report is comprised of the following sections:

e Qverview — provides a general introduction and overview of the engagement;

® Scope —describes the work and reports that Deloitte Consulting has performed and produced;

e Conditions and Limitations — details the limitations that apply to this engagement’s work product,
report and results;

e Summary of Results — provides our estimates of the unpaid claims and assessment rates including
relevant comments that discuss the areas of note observed throughout our analysis;

e Actuarial Methodology — describes the approach underlying the results of our estimates of
unpaid claims;

e Disclosures — discusses certain disclosures required by Actuarial Standards pertaining to the
estimation of property/casualty unpaid claims;

e Exhibits.

Deloitte



Special Fund (including the UEF) Estimates as of June 30, 2025 Deloitte Consulting LLP

II. SCOPE

Deloitte Consulting serves as an independent consultant to KWCFC under an agreement between the
KWCFC and Deloitte Consulting. Our role under such engagement is to provide an independent analysis of
the unpaid loss and LAE of the SF and the UEF administered by the Commission as of June 30, 2025,
estimate the future financial results and assessment rates through December 31, 2029, and provide a
report supporting the conclusions. A summary of findings of our analysis was be presented to the

Commission’s Board of Directors on September 24, 2025.

The estimates included in this report include loss and LAE. The LAE portion of the estimates consist of two

separate amounts. These two items are:

¢ Allocated loss adjustment expenses (ALAE), which are expenses that generally can be assigned

to particular claims and are included with loss data

¢ Unallocated loss adjustment expenses (ULAE), which are overhead or claims administrative

expenses and also referred to as settlement expenses.
The purpose of this review includes the following items:

e Provide an estimate of the unpaid claims of the SF, which includes the UEF, as of June 30, 2025.
The estimate of unpaid claims is provided on an undiscounted and discounted basis to reflect

the time value of money

e Based on the results of the estimate of unpaid claims and projections of future revenue and
expenses, provide recommendations regarding adjustments to the percentage surcharge on
premiums to be assessed by the Commission to each provider of workers” compensation
coverage, self-insureds, and self-insured groups in the Commonwealth of Kentucky (i.e.

assessment rates)

e Based on the above recommendations, provide projected future financial results, including

revenue and expense projections, through December 31, 2029.

Rod Morris is a Member of the American Academy of Actuaries (MAAA) and a Fellow of the Casualty
Actuarial Society (FCAS). Rod Morris prepared and supervised the various analyses contained in this
report that supports the findings expressed in our opinions, conclusions and observations. These

organizations have professional standards that, among other provisions, require an actuary perform only

-5-
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assignments for which they are qualified. Rod Morris has met the qualification standards as promulgated
by the American Academy of Actuaries to render these opinions and has attested compliance with the
Casualty Actuarial Society’s Continuing Education Policy as of December 31, 2024 to perform services in
2025. Kim Mitchell, Managing Director, performed a peer review of the work performed and confirmed

actuarial standards of practice have been followed as promulgated by the Actuarial Standards Board.

The estimates contained in this report provide for loss and LAE and do not include any provisions for

other expenses such as:

Brokerage or reinsurance costs including commissions

e Risk management fees other than overhead included in the LAE
e |oss control fees

e |egal fees (other than claim defense costs)

e Actuarial fees

e Otherfees

e [Excessinsurance premiums.

Our estimates of unpaid claims provided in this report are intended to represent an actuarial central
estimate. “Actuarial central estimate” is defined by actuarial literature as “an estimate that represents an

expected value over the range of reasonably possible outcomes.”

The services we performed in this actuarial analysis do not constitute an audit, review, examination, or
other form of attestation as those terms are defined by the American Institute of Certified Public
Accountants (AICPA). Any use of the word “review” within this presentation should be interpreted in the

common use of that term, and not the definition of “review” promulgated by the AICPA.

Deloitte Consulting affirms, to the best of our knowledge, that it presently has no interest, direct or

indirect, which would conflict with the performance of services for this analysis.
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[Il. CONDITIONS AND LIMITATIONS

Due to the inherent uncertainty in projecting the ultimate costs of claims, no assurance can be offered
that any particular estimate of ultimate loss and LAE or unpaid claims will be adequate. We believe,

however, that the actuarial techniques and assumptions used in our analysis are reasonable.

In estimating unpaid loss and LAE, it is necessary to project the future payments of unpaid loss and LAE. It
is certain that actual future payments of loss and LAE will not develop exactly as projected by any
actuarial technique and may, in fact, vary significantly from the projections. No warranty is expressed or

implied that such variance will not occur.

Further, our projections make no provision for the broadening of coverage by legislative action or judicial
interpretation or for extraordinary future emergence of new classes of losses or types of losses not

sufficiently represented in the SF’s or UEF’s historical database or which are not yet quantifiable.

DISTRIBUTION AND USE

This analysis has been prepared solely for the internal use of the KWCFC and as documentation
supporting our estimates of unpaid claims as of June 30, 2025 and future projections of revenue and
expenses. Limited distribution of this report is permitted to the KWCFC auditors to support their audit
process, provided that it is made available on a confidential basis and that any further distribution by

auditors to third parties is prohibited without Deloitte Consulting’s prior written consent.

Any other distribution of this report is not permitted without the prior written consent of Deloitte
Consulting. The supporting data, analysis and tables contained in our exhibits are provided to clearly
document the assumptions which support the results stated herein and are integral parts of this study. It

is our intention that this report be used in its entirety, as a whole, and not segmented for other purposes.

Deloitte Consulting shall have no liability, regardless of form, to any person or entity other than the
KWCEFC for any action taken or omitted to be taken by such parties in respect of this report. Third parties
should recognize that the furnishing of this report is not a substitute for their own due diligence and may
not place any reliance on this report or data contained herein that would result in the creation of any

duty or liability by Deloitte Consulting to any third party.
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DATA RELIANCE

Deloitte Consulting has relied upon data provided by the Commission for this review. A specific audit to
verify the accuracy or completeness of the data is beyond the scope of this engagement. While we have
reviewed the data with regard to its reasonableness and consistency for our review, we have relied on
such data without audit or verification and our conclusions are based on the assumption that it is
accurate and complete. If the underlying information provided is inaccurate or incomplete, the results of

our analysis may likewise be inaccurate or incomplete.
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V. SUMMARY OF RESULTS

ESTIMATE OF UNPAID CLAIMS

Based on our analysis, we estimate the unpaid claims for the SF as of June 30, 2025 to be $379.7 million

on an undiscounted basis and $290.5 million on a discounted basis to reflect the time value of money.

Based on our analysis, we estimate the unpaid claims for the UEF as of June 30, 2025 to be $92.0 million

on an undiscounted basis and $71.6 million on a discounted basis to reflect the time value of money.

We have estimated the discounted unpaid claims using the Commission’s selected annual interest rate of
3.00%. We note that the selected 3.00% annual interest is consistent with the interest rate selected last

year.

For the UEF, claims incurred during fiscal year 2025 (i.e. claims with accident dates from July 1, 2024 to

June 30, 2025) are estimated to be $7.0 million

The following table summarizes our estimate of unpaid claims as of June 30, 2025 and includes a split of
the liability into its short-term and long-term portions. The short-term liability represents the portion of

the unpaid claims that is expected to be paid within the next twelve months.

Special Fund (including the Uninsured Employers' Fund) @ 6/30/25
Amounts in Millions

| Total Liability I | Short-Term Liability I | Long-Term Liability
Unpaid Unpaid Unpaid
Unpaid Unpaid  Loss & LAE Unpaid Unpaid Loss & LAE  Unpaid Unpaid Loss & LAE
Loss LAE Combined Loss LAE Combined Loss LAE  Combined
Special Fund
Undiscounted $369.0 $10.7 $379.7 $25.7 $0.7 $26.5 $343.3 $10.0 $353.2
Discounted @3.00% $282.3 $8.2 $290.5 $25.4  $0.7 $26.1 $257.0 $7.5 $264.4
Uninsured Employers' Fund
Undiscounted $86.7 $5.3 $92.0 $8.2  $0.5 $8.7 $78.4 $4.8 $83.2
Discounted @3.00% $67.5 $4.1 $71.6 $8.1 $0.5 $8.6 $59.4  $3.6 $63.0
Combined Funds
Undiscounted $455.7 $16.0 $471.7 $34.0 S$1.2 $35.2  $421.7 $14.7 $436.5
Discounted @3.00% $349.8 $12.3 $362.1 $33.5 $1.2 $34.7 $316.3 $11.1  $327.4
UEF Claims Incurred - FY 2025

The estimate of unpaid claims for the SF is comprised of settlement expenses (i.e. LAE) which include any

costs associated with the closure of these claims including the specific cost associated with the
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settlement of individual claims and general claim settlement expenses that cannot be allocated to a

particular claim.
The unpaid loss and LAE estimates provided above for the UEF make provisions for:

e Incurred but not reported claims (IBNR); claims not yet reported and not recorded in the loss
system, which are expected to arise from accidents that have already occurred, also known as
“pure IBNR”

e “Pipeline” claims; claims known but not yet recorded in the loss system

e Reopened claims; future reopened claims which should be coded to the year the claim was

originally incurred.

PROPOSED FUTURE ASSESSMENT RATES

The SF “Fund Balance” at any given time is the amount of assets in the fund less the liabilities of the fund.
Based on estimates of the unpaid claims, the SF Fund Balance is in a positive position of $5.7 million as of

June 30, 2025. In other words, the assets as of June 30, 2025 are $5.7 million higher than the liabilities.

We note that the reported capital as stated in the SF financial statements as of June 30, 2025 totals
$340.8 million. There are two adjustments that need to be made to the financial statement reported

capital to calculate the SF Fund Balance. These two items are as follows:

1. The reported capital needs to be reduced by the estimate of unpaid claims of the SF and UEF
which are not included in the financial statement reported capital. As shown above, this

amount totals $362.1 million on a discounted basis as of June 30, 2025

2. The fixed income assets need to be restated on a book value basis versus a market value basis.
Accounting principles require fixed income assets to be reported on a market value basis but
since the SF generally plans to hold these assets to maturity, the book value of the assets
would be more appropriate when considering the Fund Balance (or Reported Capital). The

current book value is $27.0 million higher than the current market value.

As part of our analysis, we have estimated future SF expenses and revenue through December 31, 2029.
The purpose of this analysis is to review the viability of future assessment rates to meet the statutory
requirement that the SF becomes fully funded (i.e. assets > liabilities) by December 31, 2029 and remain

fully funded. Based on our financial projections and current assumptions, we conclude that an

- 10 -
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assessment rate of 5.53% for calendar year 2026, which is the same rate used for calendar year 2025, is
reasonable and will keep the SF fully funded through December 31, 2029 with a fund balance of $13.4

million.

Over the past year, the financial status of the funds has been better than expected as investment returns
continue to be higher than the 3.0% assumed in the discounted liability. In addition, the Division of
Workers’” Compensation Fund has new processes in place that allow the identification of deaths sooner
and has significantly cleaned up the open claim database which has reduced the number of open claims.
Administrative expenses have also been lower than expected. We discussed these items in more detail

below. The improved financial status of the funds makes the SF fully funded as of June 30, 2025.

The effect on the Fund balance due to the volatility of future workers” compensation premium
assumptions and alternative mortality assumptions is discussed further in the “Comments and
Recommendations” section below. Based on this alternative assumption analysis and the range of
indicated assessment rates using these alternative assumptions, we conclude that an assessment rate of

5.53% is reasonable.

PROJECTED FUTURE FINANCIAL RESULTS

In order to project future financial results, estimates of future revenue and expenses are required. Future
revenue sources mainly include premium revenues from assessments on workers’ compensation
premiums and investment income on invested assets within the fund. Future expenses mostly include

claim payments and other administrative expenses.

Below is a reconciliation between the balance sheet as reported in the SF financials statements to the

beginning balance sheet amounts used in this analysis.

-11 -
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Special Fund Financial Statements @ 6/30/25
Amounts in Millions

SF
Balance
Sheet

Assets

(1) As Reported $348,988,346

(2) Adjustment: Fixed Income Market to Book Value $26,997,592

(3) Adjusted Asset Balance = (1) +(2) $375,985,938

(4) As Reported $8,218,468

(5) Adjustment: SF and UEF Unpaid Claims $362,103,389

(6) Adjusted Liability Balance = (4) + (5) $370,321,856
Reported Capital

(7) As Reported = (1) - (4) $340,769,878

(8) Adjusted Fund Balance = (3) - (6) $5,664,082

As mentioned previously and shown above, the fund balance as of June 30, 2025 is in a positive position

of $5.7 million.

The asset balance as of June 30, 2025 is $376.0 million which includes the $349.0 million of assets
included in the SF financials statements plus $27.0 million to restate the fixed income assets from a
market value basis to a book value basis. The liability balance as of June 30, 2025 is $370.3 million which
is our estimate of the unpaid claims as of June 30, 2025 for the SF and UEF of $362.1 million plus $8.2
million of non-claim liabilities included in the SF financial statement as of June 30, 2025. The fund’s
estimated future assets as of a certain date (e.g. June 30, 2026) equals the previous June 30 asset balance
(e.g. June 30, 2025) adjusted for the difference between projected revenue and expenses within that
fiscal year (e.g. fiscal year 2026). The fund balance as of a certain date equals the asset balance at that
date less the liability balance as of that date, the majority of which represents our estimate of unpaid

claims.

Below is a summary of the historical financial statement balances (i.e. asset balance, liability balance, and
fund balance) from June 30,2019 through June 20, 2025 and projected financial statement balances

through December 31, 2029.

-12 -
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As can be seen, the fund balance has improved from a deficiency of $262.5 million as of June 30, 2019 to

a surplus of $5.7 million as of June 30, 2025. Under current assumptions and an assessment rate of

5.53%, the SF remains fully funded with a positive fund balance of $13.4 million as of December 31, 2029.

Indicated assessment rates and future fund balances as of December 31, 2029 under alternative

assumptions is discussed in the section below.

- 13-
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FY 2025 ACTUAL VERSUS EXPECTED REVENUE AND EXPENSES

During fiscal year 2025, there were certain changes that affect the financial balance of the SF. Below is a
review of actual revenue and expenses during the past fiscal year compared to what we estimated in our

June 30, 2024 analysis. Amounts are in US dollars.

DELOITTE
FINANCIAL EXPECTED ACTUAL EFFECT ON
STATEMENT IN 06/30/24 DURING SOLVENCY
ITEM ANALYSIS FY2025 OF FUND
(1) (2) (3) (4)
REVENUE ITEMS
PREMIUM REVENUE 60,081,270 61,574,226 1,492,956
ASSESSMENT PENALTY AND INTEREST 796,127 608,274 (187,853)
AUDIT REIMBURSEMENT 283,801 329,836 46,035
TOTAL REVENUE 61,161,197 62,512,336 1,351,139 |
EXPENSE ITEMS
SPECIAL FUND CLAIM PAYMENTS 28,320,615 28,259,000 61,615
UEF CLAIM PAYMENTS 8,362,013 6,350,000 2,012,013
ADMINISTRATIVE EXPENSES 39,344,584 32,880,154 6,464,430
TOTAL EXPENSES 76,027,212 67,489,154 | 8,538,058
CHANGE IN BALANCE SHEET ITEMS
SPECIAL FUND UNPAID CLAIM LIABILITY (19,596,959) (32,066,085) 12,469,126
UEF FUND UNPAID CLAIM LIABILITY 888,349 756,306 132,043
TOTAL CHANGE (18,708,610) (31,309,780)| 12,601,169 |
INVESTMENTS 12,220,303 28,141,754 | 15,921,451 |
TOTAL EFFECT ON ANTICIPATED SOLVENCY OF FUND | 38,411,817 |

Actual non-investment revenue (mostly premium assessments) earned by the SF during fiscal year 2025
was $1.4 million more than expected as a result wages and thus workers’ compensation premiums being

slightly greater than expected over the past year.

Actual expenses incurred by the SF during fiscal year 2025 were approximately $8.5 million lower than
expected which was mostly related to the administrative expenses being much lower than expected and

to a smaller extent, the UEF payments coming in lower than expected.

- 14 -
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Each year, there is an expectation that the estimate of unpaid claims drops as claimants die and claims
close for the SF. In our analysis performed last year (e.g. as of June 30, 2025), we expected the estimate
of unpaid claims to decline by approximately $19.6 million. In our current analysis, the estimate of unpaid
claims declined by $32.1 million ($12.5 million less than expected). The UEF unpaid claim estimates came

in as expected.
Investment return, as estimated by Conning, was also $15.9 million better than expected.

The combination of these items helped improved the solvency of the SF by approximately $38.4 million

over the past fiscal year.

COMMENTS AND RECOMMENDATIONS

Alternative Assumptions

As discussed in the prior section, the current assessment rate of 5.53% would keep the SF fully funded
through December 31, 2029. However, the assumptions selected in our analysis may not materialize.
Therefore, we have performed an analysis estimating the indicated assessment rate to fully fund the SF
by December 31, 2029 under alternative assumptions of the most critical and volatile assumptions in our
analysis. We have also estimated the SF fund balance as of December 31, 2029 assuming the proposed
5.53% assessment rate under these alternative assumptions. The two most critical and volatile
assumptions in our analysis are the selected mortality assumption and the projection of future workers’

compensation premiums through December 31, 2029. These assumptions are discussed below.

Mortality Assumption

The future claim payments of the SF is dependent on the future mortality experience of the 3,303
remaining claims with an open status. Therefore, the selection of a life table that estimates the mortality
experience is critical. Prior to June 30, 2022 analysis, the SF relied upon the 1994 GAM Table adjusted to a
2021 level which is a general population life table. Other general population tables considered in our
selection of a life table are the 1983 Group Annuity Morality life table, and the 1980 decennial

countrywide table.

The remaining open claims of the SF mostly includes individuals who are permanently disabled and are in
poorer health than the general population. It is important to consider other life tables based on studies of
disabled individuals. Therefore, we considered the 1987 Commissioner’s Group Disability Table and the

2005 Group Term Life Waiver Table which are tables that are typically used for disabled workers. We

- 15 -
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have also considered the 2007 US Life Table which is a table historically used by the National Council on

Compensation Insurance (NCCl) annuity calculations.

In order to consider which life table to select in this analysis, we performed retrospective tests by tracking
the mortality experience during the past six fiscal years (FY 2020 through FY 2025) and compared the
actual mortality experience to the expected mortality experience for each life table. The table below

shows the result of this retrospective tests.

539
500 A

400 +
300
200

100

FY 2020 FY 2021 FY 2022 FY2023 FY2024 FY2025

W 1987 Commissioner' Group Disability Table

W 1983 Group Annuity Mortality

W 1980 decenninal countrywide

W 2005 Group Term Life Waiver Table

W 2007 US Life (NCCI Table)
1994 GAM Table adjusted to 2021 (Prior Actuary Selected Table)
Actual Deaths

We note that the actual deaths for FY 2025 appear abnormally high. We discussed this with the
Commission who reach out to the Division of Workers” Compensation Funds to discuss this abnormally

high level for FY 20225. The following response was received:

“After speaking with the Special Fund Advisor who runs our death match reporting, we did
not see a noticeable increase in deaths with our claimants in FY 2025. However, we did
implement a new process that helps us identify more deaths (or deaths more quickly) from
an additional source. This may have resulted in more claims being closed due to deaths we
discovered, even if the death rate did not increase. Further, additional closed claims is likely

the result of data cleanup efforts during FY 2025, not deaths during FY 2025.”

As can be seen, the 2005 Group Term Life Waiver Study Table has tracked well to actual mortality over
the past six fiscal years. We also note that the general population tables, as expected, show much better
mortality experience than what has actually occurred over the past six years. We expect that results going

forward will be volatile given the low number of remaining open claims in the fund.
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In discussions with the commission and after considering the results of this analysis, we have selected the
2007 US Life (NCCI Table) to estimate the liability for unpaid claims, to estimate the indicated assessment
rate, and project the future financial statements. The results of this table come in somewhere in between
the results of the actuarial table used in the June 30, 2022 study and the 2005 Group Term Life Waiver
Table. If the 2005 Group Term Life Waiver Table continues to perform well in the future, we will
eventually change our assumption to this table. If the 2005 Group Term Life Waiver Table was selected,

the SF estimate liability would decline by $30.2 million.

We have also shown the results of the indicated assessment rate and projected future financial
statements assuming the 2005 Group Term Life Waiver Table and a the 1994 GAM Table adjusted to 2021

which is a general population life table.

Future Workers’ Compensation Premium Assumptions

The majority of the SF non-investment future revenue comes from assessments applied to workers’
compensation insurance premiums and on imputed premiums of self-insured entities and self-insured
groups. Therefore, the indicated assessment rate is dependent on the projection of future workers’

compensation premiums through December 31, 2029.

Historical premiums by calendar year were provided to us by the Commission. These premiums are a

function of:
. Workers” wages
. Filed loss rates by the National Council of Compensation Insurance (NCCl) and estimated

changes to these rates due to inflation, benefit level changes, and other trends in the

industry
. Expense and profit loads of insurers
. Competitive forces within the market that cause premium variations from the NCCl rates.

This estimate of future workers’ compensation premiums has been fairly difficult in recent history with
the onset of the pandemic in 2020 and continuing through 2021. For example, workers’ compensation
premiums dropped from $1,095 million in calendar year 2019 to $913 million in calendar year 2020 (a
drop of $182 million in one year) before calendar year 2021 premiums increasing to $935 million. Actual
premiums for calendar year 2024 were $988 million which is $8.7 million lower than the prior expected
workers’ compensation premium that we relied upon last year. The first half of calendar year 2025 is

trending 6.1% lower than the first half of calendar year 2024 which is likely the result of the NCCI
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approved rate reduction of 6.4% in loss costs beginning January 1, 2024 and an additional 8.4% reduction
in loss costs beginning January 1, 2025. These NCCI reductions should have an effect on the 2025 and

future workers’ compensation premiums and beyond

In discussions with the commission, we have considered three scenarios of future workers’ compensation
premiums through December 31, 2029. On the graph below, we compare historical premiums to the

results of the three estimated scenarios of future premiums.

S Millions
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Below is a description of the three different premium scenarios shown above:

1. Expected Projection: Premiums for the 1st Half of 2025 are running 6.1% lower than the 1st Half
of 2024. NCCl approved a 6.4% reduction in loss costs beginning on January 1, 2024, an additional
8.4% reduction in loss costs beginning on January 1, 2025. These reductions will have an effect on
the 2025 premiums. Long term loss costs estimated to drop -1.5% while wages are assumed to

increase 3.5% annually.

2. Lower Projection: Assumes a retraction in premium in CY 2025 and a fairly stable premium going

forward.

3. Higher Projection: Assumes premiums where wages continues to grow in CY 2025 with a steady

growth thereafter.

Each of the scenarios include the same assumption for future loss cost trends and wage growth. Calendar
year 2026 assumes a -1.8% decrease in loss costs and wage increase of 3.8%. Calendar year 2027 and

subsequent assumes a -1.5% decrease in loss costs annually and wage increases of 3.5% annually.
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The appropriate future tax assessment rate is applied to our estimate of calendar year premiums to
derive the future premium revenue by calendar year. These calendar year premium revenue amounts are

then adjusted to a fiscal year basis.

In discussions with the commission, we have selected premium scenario 1 (“Expected Projection”) to
estimate the indicated assessment rate and project the future financial statements. We have also shown
the results of the indicated assessment rate and projected future financial statements assuming premium

scenarios 2 and 3 above.

Results of Varying Alternative Assumptions

In order to show the significance of the mortality assumption and future workers’ compensation premium
assumption, we have performed an analysis estimating the indicated assessment rate and projected
future financial statements under the alternative assumptions discussed above. The tables below indicate

the results of varying these assumptions

Indicated Assessment Rates Using Alternative Assumption Scenarios

Assumption: Future Workers' Compensation Premium Scenario

Assumption: Mortality Scenario Higher Bound Expected Lower Bound
2005 Group Term Life Waiver Table 4.02% 4.32% 4.65%
2007 US Life (NCCI Table) 4.87% 5.229% 5.62%
1994 GAM Table adjusted to 2021 5.46% 5.87% 6.30%

We note that varying each of the assumptions produces indicated assessment rates that vary from 4.02%
to 6.30%. Using our selected scenario of the 2007 US Life Table and the premium scenario “Expected”,

produces in indicated rate of 5.229%.

The table below assumes the proposed assessment rate of 5.53% and estimates the fund balance as of

December 31, 2029 under the various assumption scenarios.

Fund Balance as of December 31, 2029 Assuming a 2026-2029 Assessment Rate of 5.53%

Assumption: Future Workers' Compensation Premium Scenario

Assumption: Mortality Scenario Higher Bound Expected Lower Bound
2005 Group Term Life Waiver Table $72.3 $54.1 $36.8
2007 US Life (NCCI Table) $31.7 $13.4 ($3.8)
1994 GAM Table adjusted to 2021 $3.3 ($15.0) ($32.2)
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We note that the proposed rate of 5.53% would indicate that the SF remains fully funded with a fund
balance of $13.4 million using our selected assumptions of the 2007 US Life mortality table with the
Expected future premium assumption. In addition, the proposed assessment rate of 5.53% is within the

range of these scenarios. Therefore, we conclude that the proposed assessment rate is reasonable.

The results highlight the volatility of the assumptions that we have made and the risk if the assumptions

that are used in the current analysis do not materialize.

UEF Third Party Administrator

The data available for the UEF claims is limited. Our experience with other uninsured employers’ funds is
that a third party administrator (TPA) is hired to handle the workers’ compensation claims. A TPA is able
to maintain claim level detail and evaluation detail that actuaries typically use to estimate unpaid
workers’ compensation claims. A TPA also provides an unpaid amount on individual claims (i.e. case

reserve) that allows an actuary to provide more s accurate estimate of the UEF costs.
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V. ACTUARIAL METHODOLOGY

DATA

The following data utilized in our analysis was provided by the Commission in electronic format.

Microsoft Access database of Special Fund Claims
A. The database includes all claims and the payment streams for each claim. Tables in
the database include the following information

1.

O oo N WN

I
N R O

13.

B. Filename:

Claim Number

Claim Status (Awarded, Pending, Suspended)
Injury Date

Payment Type (Billing, Reimbursement, Direct Pay)
Fund Percent of Liability

Date of Birth

Gender

Weekly Benefit Rate

Payment Start Date

. Payment End Date
. Marital Status
. Run Type (Bi-Weekly, On-Demand)

Death Date.
“Export_for KWCFC_301901JUN24.accdb”

C. Data assumptions — We have made the following assumptions regarding the access

database
1.

Marital Status: If labeled as married, blank, or unknown, we have assumed
that the marital status is married. If the marital status is married, we have
assumed that the spouse of a male claimant is three years younger than
the claimant and the spouse of a female claimant is three years older than
the claimant

Run Type: If it is labeled as “On-Demand” we have not included in our
analysis as we have assumed that these are one time payments or
payment corrections

Payment Type / Fund Percent of Liability: If the payment type is “Billing”,
we have assumed that the SF will pay the full weekly benefit rate but will
recoup (1- Fund Percent Liability) from the insurance company. For
payment types “Reimbursement” and “Direct Pay”, we have assumed the
weekly benefit rate as stated

Injury Date: If the injury date is before October 26, 1987, we have assumed
that the spouse will receive 100% of the benefit after the death of the
claimant. Subsequent to October 26, 1987 we have assumed that the
continuation of benefits is only 50% of the benefit after the death of the
claimant.

Il. UEF monthly payment file
A. Includes monthly payments from July of 2024 through June of 2025 and includes the
following splits:

1.

Bi-Weekly Income Benefits
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2. Awards
3. Medical & Litigation Expenses
4. Collections —Subrogation and recoveries from uninsured employers.
B. Filename: “FYE 25 UEF AUDITORS REPORT- .xIsx” — Tab “#2 -FY25 UEF MONTHLY”

[l CCMSI Claims Run
A. Detail Claims run of all CCMSI claims. CCMSI administer some of the more severe
claims mostly to get access to medical discounts. Fields include:

Date of Loss
Date of Birth
Gender
Paid to Date

5. Case Reserve.
B. Filename: “FYE 25 UEF AUDITORS REPORT.xlsx” — Tab “CLAIMANT CCMSI PMT THRU

7-11-25"

W e

V. Financial Statements
A. We were provided the financial statements that detailed the revenue, expenses,
assets, and liabilities for fiscal year 2025.
B. Filename: “12 BS & IS KWCFC 06-30-25 with ADJ to actuary.xlsx”

V. Statewide insurer workers’ compensation premiums and assessments
A. Includes amounts from 2001 through the 2" Quarter of 2025
B. Filename: “Summary of Premium and Asmt 2001 thru 2025 2nd qtr.xlsx”

VI. Investment Information
A. File received from Conning showing the future payout of the current fixed income
assets by month and adjusted book value by month
B. Reinvestment yield of 5.00%
C. Filename: “KYWCFC Special Fund Portfolio Cashflow Runoff Schedule 7.29.2025.xIsm”
D. Filename: “KYWCFC Special Fund Reinvestment Yield Analysis 7.29.2025 .xIsx”

VII. UEF Settlement / Administrative Expenses
A. Includes detail breakdown of the annual administration costs to run the UEF

B. Filename: “#3 -FY25 UEF ADMIN COSTS.xIsx” — Tab “#3 -FY25 UEF ADMIN COSTS”

VIILL Annual historical rate changes provided by the National Council on Compensation
Insurance.

OVERVIEW OF ANALYSIS

This section describes the assumptions, approach, and methodologies used to estimate the unpaid claims

and estimates of future revenue and expenses used in the projection of the future financial results.
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Annual Benefit Increase

In the Commonwealth of Kentucky, the SF does not pay cost-of-living adjustments. Therefore, annual
wage increases do not have an effect on the SF except as it relates to the UEF. Because the UEF is not in
runoff and accepts new claims each year, these new claim’s benefits change and are influenced by
changes in the Commonwealth’s average weekly wage, often referred to as the State Average Weekly
Wage in workers’ compensation. This assumption is important when selecting the loss trend for the UEF

and for projecting future workers’ compensation premiums.

Below is a graph that shows the historical average weekly wage and annual increases.

$1,400 1 [ State Weekly Minimum Wage 8.0%
, == Annual Increase

=] astest 5 Year Historical Average Annual Increase (excluding Lastest Year)

] 7.0%
$1,200 + 20 Year Historical Average Annual Increase ’

] 6.0%
$1,000
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$800 1

4.0%
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Annual Increase

$400
2.0%

$200 1.0%

S0 0.0%

R
As can be seen, over the past few years the annual benefit increase has been elevated. The latest five-
year history has averaged 4.67% annually. The long-term average (20-year average) benefit increase has
been 3.25%. An increase of 3.82% in 2026 and 3.48% in 2027 was provided to us by the Commonwealth’s
economist. Based on the long-term average, we have assumed increases of 3.5% annually for 2028 and

subsequent. Details of the historical wages are shown on Exhibit 12.

UEF Loss Trend

We have used the historical payment information to review the trend in losses and to inform our
assumption of loss trend into the future. The loss trend assumption is used to estimate future UEF claim
incurred losses, on-level historical UEF payments, and is also used in the estimate of future workers’
compensation premiums. Below is a table that shows the historical UEF payments and annual changes in

those payments.
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S Millions
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As can be seen, the annual loss trend has had periods of significant loss trend and other periods of
relatively low loss trend. Year to year volatility is also somewhat high. For example, loss trend from 1998-
2009 averages 6.8% per year while loss trend from 2010-2025 averages only 0.9% per year. The loss trend
for the periods from 1998 to 2025 combined averages 2.3% per year.

Based on this analysis and our opinion that future average annual loss trends will be higher than the long-
term historical average, we have selected our future annual loss trends to be 3.0% for fiscal years 2026
and subsequent. Details of the historical patterns are shown on Exhibit 9. These loss trends are on top of
the benefit level adjustment factors for legislative / statutory changes to workers’ compensation benefits

and are provided by the NCCI for Kentucky. These adjustment factors are calculated on Exhibit 11.

UEF Payment Patterns (Loss Development Factors)

Critical to the analysis and projections of the UEF is the selection of the payment pattern. The claims data
provided for the UEF is limited which makes it impossible to base the UEF projections on patterns based
on its own historical data. Therefore, we have estimated loss development factors based on Kentucky
insurance industry workers’ compensation payment patterns provided by the NCCl and benchmark

patterns from other Deloitte Consulting UEF clients.

Uninsured claims in most states have much longer payment patterns than general insurance payment
patterns. This is the case for two reasons. First, there is a longer reporting lag for uninsured claims as they
work their way through the legal system versus insured workers’ compensation claims that are generally

reported very quickly. We understand this lag could be as much as two years. Second, the size and
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complexity of uninsured claims is generally much larger and severe than general workers’ compensation

claims.

In order to estimate a payment pattern for the UEF in Kentucky we compare the NCCl payment pattern
for our benchmark states to the payment pattern of UEF claims in those states. The difference from our
benchmark states is than applied to the Kentucky NCCI payment pattern to produce a Kentucky UEF

payment pattern. Details of this calculation are shown on Exhibit 10.

Special Fund assumptions and methodology

To estimate the unpaid claims for the 3,303 open claims as of June 30, 2025, we relied upon information
such as age, gender, marital status, monthly benefits, projected changes in benefits, start dates, end
dates, etc. for each claimant in the SF. Based on this information we estimated future benefit payments
and discounted these payments for interest and survivorship to estimate the actuarial present value of
future payments for each claimant. For interest discounts, the Commission requested that we use an

annual interest rate of 3.00%. For survivorship, we used the 2007 US Life Table for mortality rates.

The SF has been in run-off for many years and has not received any IBNR claims for many years.

Therefore, we have not included a provision for IBNR in our analysis.

Uninsured Employers’ Fund assumptions and methodology

As mentioned previously, the claims data provided for the UEF were limited and only consisted of total
payments by fiscal calendar year and did not include the payments by fiscal accident year. Therefore, we
used assumptions including loss trend, wage, and the payment patterns to allocate the fiscal calendar
year payments to fiscal accident year. These allocated fiscal accident year payments are cumulated to
come up with cumulative loss payments by fiscal accident year. The selected payment pattern was then
used to estimate the unpaid portion of each fiscal accident year. This analysis is performed on Exhibit 7

and Exhibit 8.

We received details on certain large or catastrophic claims which generally are receiving lifetime medical
and indemnity benefits to a certain date. Based on this information, we estimate the unpaid associated
with these claims using a mortality annuity approach. These amounts are estimated on Exhibit 6 and
added to the unpaid amounts estimated on Exhibit 7. The projected payout of these amounts used for

financial statement purposes and discounting is performed on Exhibit 4.
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Incurred losses for future years reviews the on-level historical costs per wages and projects forward a
cost per wage based on the loss trend and wage trend assumptions discussed above. This analysis is
performed on Exhibit 5. The projected payout of these amounts used for financial statement purposes is

performed on Exhibit 4.

Unpaid Loss Adjustment Expenses (LAE)

In order to perform the estimate of settlement expenses or LAE, we have relied on a ratio of annual
administrative expense to annual loss payments and have assumed that half of the administration
expenses relate specifically to claim expenses. This ratio is 2.9% for the SF and 6.1% for the UEF. The ratio

is applied to the unpaid loss amounts to estimate the unpaid LAE.

Special Fund Administration Expenses

The SF pays the administration expenses for each of the funds which include the payroll, operating, and
investment expenses of each fund. The SF also pays the administration expenses of the Labor Cabinet.
These annual administration expenses, when adjusted for inflation, have been relatively consistent year
over year. We do believe that these expenses may grow at a higher rate than they have historically for
the next few years to keep up with inflation. Therefore, we have assumed that the on-level average
administration expenses will grow 3.8% in fiscal year 2026, 3.5% for fiscal years 2027 and beyond.
Historical on-level administrative expenses have averaged approximately $35 million. We have also
considered the future budgeted amounts of $51 million. We understand that these budgets could be
spent in any given year. Therefore, the Commission has asked us to include an additional $5.0 million in
the administrative expenses. Historical administration expenses and our final selections are shown on

Exhibit 3. These selections are used in our projection of future financial results.

Investment Revenue

We understand that the invested assets of the SF are largely held in fixed-income securities with
scheduled maturity values. Thus, Conning was able to provide the maturity values and timing of the
invested funds. We assumed that no invested assets will be sold prior to maturity of the investment.
Conning also provided reinvestment assumptions for the assets after the SF reaches maturity with its

current profile of investments with the long-term reinvestment rate set at 5.00%.
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ESTIMATE OF FUTURE REVENUE AND EXPENSES

The revenue and expense cash flows consist of the following components and the results of these

projections are shown on Exhibit 1:

1. Revenue: Premium revenues from the selected assessment rate applied to projected workers’
compensation premiums

2. Revenue: Investment Income

3. Revenue: Assessment Penalty and Interest. These amounts have been approximately 1.31% of
premium revenues

4. Revenue: Audit Reimbursement. These amounts have been approximately 0.48% of premium
revenues

5. Expense: SF claim payments

6. Expense: UEF claim payments

7. Expense: Administrative expenses.

OTHER CONSIDERATIONS

The estimates of the SF unpaid claims rely in part on the benefit amounts paid to the claimants. We have
relied on the benefit payment information given to us by KWCFC. We have not verified whether the
benefits paid to the claimants are in accordance with the applicable law. Based on our review of the pay
schedule provided for SF claims, most of the payment start dates, payment end dates, and benefit
amounts already reflect the method, timing, and amount of the attorney recoupment fees. To the extent
that these fees are not reflected in the database for certain records, our results may be conservative. For
example, if there was no end date in the database, we have assumed that payments continue for the life

of the claimant.
DISCOUNTING

The Commission’s selected annual interest rate of 3.00% was used to estimate discounted unpaid claims.
In our discount calculation, we assume that interest payments will be made in the middle of each

successive development period.
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VI. DISCLOSURES

The following disclosures are applicable to our analysis of the Entity’s unpaid claims as of June 30, 2025:
ASOP 43

Actuarial Standard of Practice No. 43: “Property/Casualty Unpaid Claim Estimates” requires certain

disclosures to accompany actuarial estimates of unpaid claims.

” o«

e Terminology: The terms “Unpaid Loss & LAE Estimates”, “Estimates of Unpaid Claims”, and
“Unpaid Claim Estimates” are used interchangeably and are meant to convey the same meaning.
The term “Reserve” is limited to its strict definition as an amount recorded in financial

statements.

® Purpose or Use of the Unpaid Claim Estimates: The purpose of the unpaid claim estimates is to

provide the Commission with an independent analysis and estimates of unpaid loss and LAE.

e Scope of the Unpaid Claim Estimates: The intended measure of the unpaid claim estimates
provided is an actuarial central estimate (an estimate that represents an expected value over the
range of reasonably likely outcomes). Our estimates are shown on both an undiscounted and a

discounted basis.

e Constraints on the Unpaid Claim Estimates: There were certain constraints in the performance of
this actuarial analysis. These constraints stem from substantial uncertainties in estimating the loss
and LAE for unpaid claims. Examples include but are not limited to the rate of inflation inherent in
losses during observable development periods, the projected development for losses as they age
beyond the observable development periods, changes in full and final settlement practices, and

the inherent variability in losses over time.
e Uncertainty and Range: We have not attempted to measure the uncertainty in the estimates.

e Applicable Dates: These unpaid claim estimates as of June 30, 2025 were based on loss, premium,
and exposure data evaluated as of June 30, 2025, and additional information provided to us

through September 24, 2025.
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e Documentation: This report, along with the accompanying exhibits, provides documentation

supporting our unpaid claim estimates as of June 30, 2025.

ASOP 36

Actuarial Standard of Practice No. 36: “Statements of Actuarial Opinion Regarding Property/Casualty Loss
and Loss Adjustment Expense Reserves” provides certain guidance to the actuary in issuing written

statements of actuarial opinion regarding property/casualty loss and loss adjustment expenses.

e Stated Basis of Unpaid Claim Estimate Presentation: The unpaid claim estimates quoted in this
report are for the earned exposures from all workers’ compensation exposures and other unpaid
claims assumed by the SF. These unpaid claim estimates were stated on an undiscounted and
discounted basis, and do not include an explicit risk margin. The basis of the reserves considered
in the Statement of Actuarial Opinion was selected on the basis of U.S. Government Accounting

Standards Board (GASB).

e Reserve Evaluation: The basis of the evaluation used in this report and in the Statement of
Actuarial Opinion was that the reserve is considered to be reasonable if it is within a range of
estimates that could be produced by an unpaid claim estimate analysis that is, in the actuary’s
professional judgment, consistent with both ASOP No. 43, Property/Casualty Unpaid Claim

Estimates, and the stated basis of unpaid claim estimate presentation.

e Adverse Deviation: In this report and Statement of Actuarial Opinion, significant risks and
uncertainties have been considered that could result in future claim payments being materially

greater than the total amount provided for the reserves.

e Statement of Actuarial Opinion: The Statement of Actuarial Opinion is included the text of this

report.

e Adequacy of Assets Supporting Reserves: We have not undertaken an evaluation of the adequacy

of the assets supporting the stated reserves.

ASOP 56

Actuarial Standard of Practice No. 56: “Modeling” requires disclosure of certain information regarding the

actuary’s use of models. For this valuation, the unpaid claim estimate calculations were determined using
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Microsoft Excel based reserving models developed and maintained internally by Deloitte Consulting. The
model was designed specifically for the measurement of property & casualty unpaid claim estimates and
the actuary has updated the applicable parameters for the specific coverages reviewed and assumptions

selected for this valuation.

ASOP 20

Actuarial Standard of Practice No. 20: “Discounting of Property/Casualty Claim Estimates” applies to
actuaries when performing actuarial services that involve the discounting of claim estimates for
property/casualty coverages to a present value. The standard also requires disclosure of certain

information regarding the actuary’s use of discounting.

The intended purpose of the discounted estimates is to provide the Commission with perspective on the
impact of the time value of money on the estimates at the annual interest rate provided and used for

discounting.

The Commission’s selected annual interest rate of 3.0% was used to estimate discounted unpaid claims as
of June 30, 2025. Our estimates do not include an explicit risk margin. We believe that the selected rate
of 3.0% is reasonable based on the duration of the unpaid claim estimates of 10 years and the Treasury
risk-free returns of 4.43% for 10-year maturities as of the June 30, 2025. While the rate selected by the
Commission is lower than the referenced rates, an explicit risk margin beyond what is implicit in the
referenced rates may be appropriate to consider the inherent uncertainty in the timing and amount of

payments underlying the estimates of unpaid claims.

In our discount calculation, we assume that interest payments will be made in the middle of each
successive development period and that the selected payment patterns will apply in the future. The paid

development patterns used are based upon the patterns produced by our analysis of the supporting data.

The amount of the discount is $109.6. Based on our analysis, we believe that the discounting has a

material effect on the results of the reserve evaluation.
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VII. EXHIBITS
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KENTUCKY WORKERS' COMPENSATION FUNDING COMMISSION
UNINSURED EMPLOYERS FUND

BENEFIT LEVEL ADJUSTMENT FACTORS (KENTUCKY)

AS OF JUNE 30, 2025

Exhibit 11

BENEFIT
BENEFIT AVERAGE AVERAGE LEVEL
EFFECTIVE LEVEL CUMULATIVE FISCAL CUMULATIVE ADJUSTMENT
YEAR DATE CHANGE FACTOR YEAR FACTOR FACTOR
(1) ) () (a) (5) (6) @)
1.000
1979 1/1/1979 0.9% 1.009
1980 1/1/1980 1.0% 1.019
1980 7/15/1980 -17.6% 0.840
1981 1/1/1981 1.1% 0.849
1982 1/1/1982 1.1% 0.858
1982 7/15/1982 3.2% 0.886
1983 1/1/1983 1.1% 0.896
1984 1/1/1984 0.8% 0.903
1985 1/1/1985 0.3% 0.906
1986 1/1/1986 0.5% 0.910
1987 1/1/1987 0.2% 0.912
1988 1/1/1988 0.3% 0.914
1989 1/1/1989 0.5% 0.918
1990 1/1/1990 0.4% 0.922
1990 7/12/1990 0.0% 0.922
1991 1/1/1991 0.4% 0.925 1980 1.014 0.953
1992 1/1/1992 0.7% 0.931 1981 0.852 1.134
1993 1/1/1993 0.6% 0.937 1982 0.853 1.132
1993 2/3/1993 -5.1% 0.889 1983 0.889 1.086
1993 11/10/1993 -0.2% 0.887 1984 0.899 1.074
1994 1/1/1994 0.9% 0.895 1985 0.904 1.068
1994 4/4/1994 -11.7% 0.790 1986 0.908 1.064
1996 12/12/1996 -12.4% 0.692 1987 0.911 1.061
1997 1/1/1997 1.1% 0.700 1988 0.913 1.058
1998 1/1/1998 0.6% 0.704 1989 0.916 1.054
1999 1/1/1999 0.7% 0.709 1990 0.920 1.050
1999 1/1/1999 1.8% 0.722 1991 0.923 1.046
2000 1/1/2000 0.7% 0.727 1992 0.928 1.041
2000 7/14/2000 6.8% 0.776 1993 0.914 1.057
2001 1/1/2001 0.6% 0.781 1994 0.874 1.105
2001 3/1/2001 1.0% 0.789 1995 0.790 1.222
2002 1/1/2002 0.6% 0.794 1996 0.790 1.222
2002 1/1/2002 23% 0.812 1997 0.741 1.303
2003 1/1/2003 0.6% 0.817 1998 0.702 1.376
2004 1/1/2004 0.5% 0.821 1999 0.713 1.354
2005 1/1/2005 0.5% 0.825 2000 0.725 1.333
2006 1/1/2006 0.6% 0.830 2001 0.779 1.239
2006 2/15/2006 2.6% 0.852 2002 0.800 1.207
2007 1/1/2007 0.3% 0.854 2003 0.814 1.186
2008 1/1/2008 0.4% 0.857 2004 0.819 1.180
2008 7/31/2008 1.0% 0.866 2005 0.823 1.174
2009 1/1/2009 0.4% 0.870 2006 0.836 1.156
2010 1/1/2010 0.3% 0.872 2007 0.853 1.133
2011 1/1/2011 0.2% 0.874 2008 0.856 1.129
2011 3/4/2011 1.0% 0.883 2009 0.867 1114
2012 1/1/2012 0.3% 0.885 2010 0.871 1.109
2013 1/1/2013 0.3% 0.888 2011 0.480 2.013
2014 1/1/2014 0.3% 0.891 2012 0.884 1.093
2014 6/6/2014 3.4% 0.921 2013 0.887 1.089
2015 1/1/2015 0.1% 0.922 2014 0.891 1.084
2016 1/1/2016 0.6% 0.927 2015 0.921 1.048
2016 10/7/2016 0.9% 0.936 2016 0.925 1.045
2017 1/1/2017 0.7% 0.942 2017 0.946 1.021
2017 4/27/2017 5.6% 0.995 2018 0.996 0.970
2018 1/1/2018 0.2% 0.997 2019 0.960 1.007
2018 7/1/2018 1.4% 1.011 2020 0.951 1.016
2018 7/14/2018 -5.3% 0.957 2021 0.952 1.015
2019 7/1/2019 -0.7% 0.951 2022 0.952 1.015
2020 7/1/2020 0.1% 0.952 2023 0.959 1.007
2022 7/1/2022 0.8% 0.959 2024 0.966 1.000
2024 7/1/2024 0.7% 0.966 2025 0.966 1.000

(1)
()
3)
(4)
(5)
(6)
7)

CALENDAR OF BENEFIT LEVEL CHANGE
EFFECTIVE DATE OF BENEFIT LEVEL CHANGE

PERCENTAGE CHANGE

CUMULATIVE RATE CHANGES
FISCAL YEAR IS 7/1/XX-1TO 6/30/XX

WEIGHTED AVERAGE OF COL (4)

BASED ON (6)
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