ASSUMPTIONS AND METRICS FOR SELF-INSURANCE DETERMINATIONS

ACTUARIAL ASSUMPTIONS 1

FINANCIAL METRICS 3




Th low assumptions and standards must tilized in th rtified actuarial report mitt rator

applying for or seeking to renew self-insurance authorizations. Commercially insured claims should not be
included in the certified actuarial report.

Attorney Fees

Assume:
e 02% percent of claimants represented by attorneys
e $4,100 average attorney fee award if represented by attorney
Apply the foregoing assumptions to future claims and existing claims not in final award status.
Award Pr iliti
Assume:

e 100% probability of award if the most recent decision was an award
e 100% probability of denial if the most recent decision was a denial
e 25% probability of award for future filed claims and existing claims pending an initial decision

Discount Rate

Use a risk-free rate of return for the discount rate:
o 1.125%

Source: U.S. Treasury Monthly Interest Rate Certification Table 1 Treasury Loans to Government Agencies as
of 12/01/2020 for 15 year maturities.

Existing Claim
e only use assumptions specified elsewhere in this document (e.g., for medical benefit inflation)
e otherwise use actual data (e.g., claimant date of birth)
e Include a listing of existing claims that includes individual liability estimate

Future Claim

Assume:

e 093% percent of awarded claims filed by miner

e 7%  percent of awarded claims filed by widow, in which the miner had not received a previous award
e 85% percent of miners married

o 68 average age of miner at claim filing date

e 4yrs average age of spouse relative to miner

e 69 average age of surviving spouse at claim filing date

Estimate future claims based on a potential claimant pool that includes the following two groups:
1. All currently active employees who are eligible for future Black Lung benefits
2. All miners whose employment ended within the prior 40 years.

The two groups’ estimated claim counts and liabilities should be reported separately



Indemnity Benefits

Assume:

e  Monthly benefits for the 2020 calendar year:

Claimant $686.70
Claimant and 1 Dependent $1030.10
Claimant and 2 Dependents $1201.80

Claimant & 3 or More Dependents $1373.40

e Annual benefit inflation:

1.6% annual future benefit inflation

Medical Benefits

Assume:
e  $6,100 average medical benefit per miner for 01/01/2019 — 12/31/2019 (Therapeutic Medical Treatment)
$1,700 average cost of diagnostic testing 01/01/2019 — 12/31/2019 (Diagnosis)

e 6.2% average future medical inflation

Mortality

Assume:

e BL mortality tables for miners and spouses
e SSA mortality table for non-spouse dependents

The miner mortality table only applies to the claims population and should not be applied to pre-award miners

n- Dependent

e for existing claims, calculate indemnity benefits based on the dependent/benefit type (e.g., full-timestudent)
o for future claims, increase indemnity benefits paid to miners and spouses by the following percent to include a
provision to reflect estimated future payments for non-spouse dependents:

5%  additional increase in benefits (applied to miner and spousebenefits) for non-spouse
dependents

Offsets

o for existing claims with indemnity offset, use the offset rate until the award has expired
o for future claims, apply the current offset percentages toward incurred but not reported claims
e assume 100% offset of medical benefits for claims subject to a medical offset

Alternate Reports

Documentation must be provided to support any assumptions that differ from the assumptions included in this
document.


https://edit.dol.gov/sites/dolgov/files/OWCP/dcmwc/BlackLungLifeTablesMinersandSpouses7-12-2019.xlsx
https://www.ssa.gov/oact/STATS/table4c6.html

Financial Metrics

i. DCMWC will determine the required amount of security through the
following steps: (a) financial health assessment; (b) metric aggregation;
and (c) calculation of required security. Those steps are described below.

(@ Financial Health Assessment

DCMWC will perform a financial health assessment of the operator
using the following: (1) the Metric Calculation Worksheet; and (2) the
Metric Stratification Table.

(1) Metric Calculation Worksheet

The Metric Calculation Worksheet is an Excel spreadsheet.
Table 1 below presents the Metric Calculation Worksheet.

TABLE 1 METRIC CALCULATION WORKSHEET

DCMWC will use the Metric Calculation Worksheet to generate
numerical values for three metrics of financial health: one metric
measuring profitability (the purple lines in the worksheet), and the
other two metrics measuring solvency (the orange and brown lines in
the worksheet).



DCMWC will complete the Metric Calculation Worksheet using
data from the operator’s most recent Form CM-2017a. The
worksheet explains what data should be entered on each line. This
explanation is provided via bracketed numbers (which refer to
lines in Form CM-2017a) and bracketed letters (which refer to
lines in the worksheet). For example:

e Line A of the worksheet states: “LTM Earnings before
interest, taxes, depreciation, and amortization (EBITDA) =
[4] + [5c] + [6] + [7] - [8] - [9].” This means that DCMWC
should enter an amount in line A that is equal to the sum of
the amounts in lines 4, 5c¢, 6, and 7 in Form CM-2017a,
minus the amounts in lines 8 and 9 of Form CM-2017a; and

e Line E of the worksheet states: “LTM EBITDA = [A].”
This means that DCMWC should enter in line E the same
amount that it entered in line A.

Lines A, B, D, E, and G-J in the worksheet require data entry by
DCMWTC. The other lines — lines C, F, and K — will automatically
populate in the Excel version of the worksheet, after DCMWC’s
data entry. The values generated in lines C, F, and K are the
numerical ratings for the Profitability Metric (line C), Solvency
Metric 1 (line F), and Solvency Metric 2 (line K).

(2) Metric Stratification Table

For each metric, DCMWC will use the Metric Stratification Table
(Table 2 below) to translate the numerical value generated by the
Metric Calculation Worksheet into a rating of “Severely
Distressed,” “Distressed,” “Stressed,” “Fair,” or “Low Risk.”



TABLE 2 METRIC STRATIFICATION
A B C D
RATING PROFITABILITY | SOLVENCY 1 SOLVENCY 2
>7.5 >10.0
Severely Distressed <1.0% or any negative | or anynegative
values values
Distressed 1.0% - 4.9% 5.1-7.5 8.6 -10.0
Stressed 5.0% - 9.9% 3.9-5.0 7.1-8.5
Fair 10.0% - 14.9% 2.6-3.8 5.6 -7.0
Low Risk >15.0% 0-2.5 0-5.5

Instructions for using Table 2: First, identify the relevant column (B,
C, or D) for a particular metric (Profitability, Solvency 1, or Solvency
2). Then, identify the cell in that column that lists the numerical range
encompassing the value generated for the metric by the Metric
Calculation Worksheet. Finally, identify the rating in column A
(“Severely Distressed,” “Distressed,” etc.) that is in the same row as
the identified cell. That rating is the rating for the metric. Repeat this
process for each of the three metrics (Profitability, Solvency 1, and
Solvency 2).

(b) Metric Aggregation

DCMWC will aggregate the ratings on the three metrics into an overall
risk rating (low, medium, or high risk) using Tables 3 and 4 below.

(1) Solvency Metric Aggregation

DCMWC will use Table 3 to aggregate the ratings on Solvency
Metrics 1 and 2 into a combined solvency risk rating.

TABLE 3 SOLVENCY METRIC AGGREGATION
SOLVENCY 1
A B C D E F
SEVERELY
SOLVENCY 2 LOW RISK FAIR STRESSED |DISTRESSED DISTRESSED
Low Risk Low Low Low Medium Medium
Fair Low Low Medium Medium Medium
Stressed Low Medium Medium Medium High
Distressed Low Medium Medium High High
Severely Distressed| Medium Medium High High High




Instructions for using Table 3: First, identify the column (B, C, D, E,
or F) with the relevant rating for Solvency Metric 1 (“Low Risk,”
“Fair,” etc.). Then, identify the row under column A with the relevant
rating for Solvency Metric 2 (“Low Risk,” “Fair,” etc.). Finally,
identify the cell where the pertinent column and row intersect. That
cell will provide the combined solvency risk rating for the operator
(low, medium, or high).

(2) Overall Metric Aggregation

DCMWC will use Table 4 below to aggregate the profitability rating
and combined solvency risk rating into an overall risk rating (low,
medium, or high risk).

TABLE 4  OVERALL METRIC AGGREGATION

SOLVENCY RISK RATING (COMBINED)
A B (o D
PROFITABILITY RATING LOW MEDIUM HIGH
Low Risk Low Low Medium
Fair Low Medium Medium
Stressed Medium Medium High
Distressed Medium High High
Severely Distressed High High High

Instructions for using Table 4: First, identify the column (B, C, or D)
with the relevant rating for the combined solvency risk rating (low,
medium, or high). Then, identify the row under column A with the
relevant rating for profitability (“Low Risk,” “Fair,” etc.). Finally,
identify the cell where the pertinent column and row intersect. That
cell will provide the overall risk rating for the operator (low, medium,
or high).

(¢ Calculation of Required Security

DCMWC will determine the required amount of security for each
operator based on the operator’s overall risk rating and the most recent
actuarial report submitted by the operator for the self-insurance
process. Specifically, DCMWC will calculate the required security as:

e 70% of the actuarial-estimated liability of low-risk operators;

e 85% of the actuarial-estimated liability of medium-risk operators;
and



e 100% of the actuarial-estimated liability of high-risk operators.
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