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Enclosed are the results of an actuarial analysis prepared for Mercanale Self-Insurance Trust

The tollowing Financial Profile is a summary of the results. Your comments and guestions are
weleome.

FINANCIAL PROFILE

Estimated required reserves as of 12/31/01 51,813,954
Projected losses for 2002 $2,220,000
Expected claim payments for 2002 $1,350,515

It has been a pleasure working on this assignment and we look forward to furure opportunides
to work together.

Regards,

AL J. Rhodes, ACAS, MAAA
President & Senior Acruary
DNActuarv.com

A Resource For The Insurance Professional



Table of Contents

Table of Contents

Section 1: Executive Summary

o Introduction
o Financial Profile

o [ oms Summary
o Outline of Basic Methodology
o Data

o Oualifying Statements
Section 2 Analysis and Methodology

o _Anabysis of Loss E.x_pﬁfmrf
o  Cash-Flow Analysis
o _Agoresate Loss Probability Distribution

Section 3: Workers Compensation Tables
Figures:

Estimated Required Rererves

Disconnted Estimated Regnired Reserves

T,
2
3. Disconnted Pm_,.r'frfed Lasses
4. Aggresate Loss Distribudion

o000 W b e

=

11

15

16

- o N B

DNActuary.com



Page 1

Executive Summary

Introduction

This actuarial analysis is prepared by DNAcrary.com (DNA) for Mercantile Self-Insurance
Trust (Mercantile). The conclusions represent a professional analysis and opinion of Mercandle's

workers compensation loss experience. The scope of this analvsis is:

1. Evaluate estimated required reserves for claims occurring from 10/1/94 through
12/31/01.

2. Project losses for claims expected to occur during 2002.

3. Prepare a cash-flow schedule and net present value analysis of the expected
payments.
4. Complete a confidence level analysis for claims expected to occur during 2002,

Immediately following this introducdon is a current financial profile of Mercanale and a loss
summary of the results of this analysis. The outline of basic methodology section summarizes
the actuaral techniques utilized. The data secton discusses the sources of all dara udlized for
this analvsis. The qualifying statements add important comments concerning the dama and
assumptons used to complete the analvsis. The analysis and methodology secdon presents the
step by step approach used to analyze Mercandle’s loss experience. Addidonal secdons provide

supporang detail.

This report is intended for the use of Mercantile. If released to any third party it should be
released only in its endrety. Please advise the authors at DNA of the release of this report to anv
other partes. DNA reserves the right to supplement this report with additional explanadons and

qualificagons as it deems appropriate for the particular user.
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Executive Summary

Financial Profile
Mercantile Self-Insurance Trust

HisTORICAL Loss COSTS

Estimated ultimate incurred losses (10/1/94-12/31/01) £4.313,874

Paid losses as of 12/31/01

Estimated required reserves
Case reserves
IBMR.

Present value of reserves at 2%
Present value of reserves at 4%
Present value of reserves at 6%

Present value of reserves at 8%
PROJECTED Loss COSTS
Projected losses for 2002

Present value of projected losses at 2%
Present value of projected losses at 4%
Present value of projected losses at 6%

Present value of projected losses at 8%

CasH FLow

Expected claim payments for 2002

2,398,920
1,913,954
1,113,324

800,630

$1,844 409
1,780,460
1,721,474
1,666,912

$2.220,000

$2,120,970
2,030,841
1,948,511
1,873,038

$1,350,515

DNActuary.com



Page 3

Executive Summary

Loss Summary

The evaluation of ultimate losses requires the estimation of future contingent events. In
estimaring these losses, we have assumed historical patterns, with adjustments as noted, are
indicative of furure patterns. We have not anticipated any extraordinary changes in the legal,
social or economic environment which might affect the frequency and cost of claims. To the
extent acrual future development is different than the historical patterns assumed in our analysis,
the conclusions contained in this report will change. For these reasons, we can provide no
guarantee that estdmates will prove adequate or not excessive. However, all available informadon

has been considered, and, given reliable dara, a reasonable amount has been estimated.

Estimated Required Reserves as of 1231/01

Selected
Estimated
Ultimate Reported Estimated
Incurred Paid Required Case
Period Losses Losses Reserves Reserves IBNR

1994 $18,372 $18,372 $0 S0 S0
1885 5266 563 5231,840 §24.723 511,168 $13,555
1996 5440,582 5237 694 $202,888 S177.949 $24,939
1997 $721906  $573,341 $148565  $106,063 $42,502
1998 3426,772 £312.381 5114,391 581,283 $33.108
14483 468,613 5310144 $158,469 5114,536 £43,933
2000 SB56,154 $339,792 $316,362 £208,181 108,181

2001 51,324,912 3376.356 5948,556 3414144 5534412

Total $4,313,874 $2,399,920 £1,913,954 51,113,324 §800,630

Estimated ultimate incurred losses are defined as the amount needed to provide for the cost
of claims relaung to events that occurred during each period. This includes the estimated
required reserves which is the amount thar will be required for future pavments on (1) claims
that have been reported and (2) claims thar have occurred but have not been reported as of the
evaluanon date. The esumated required reserves are then segregated berween case reserves and

incurred but not reported losses (IBNR). Case reserves are calculated as reported losses minus

DNActuary.com
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paid losses. IBNR includes development on known claims as well as a provision for claims that

have occurred but not been reported as of 12/31/01.

Figure 1

Estimated Required Reserves

51,000,000

$800,000
|
$600,000

$400,000 +

$200,000 |

$0 —_— -
1994 1995 1996 1997 1998 1989 2000 2001

Period

ECase Rezerses BIBNR

These amounrts reflect the per occurrence Lmits in effect for each period. Allocated loss
adjustment expenses are included within the loss lmitadon for each period. Allocated loss

adjustment expenses are those expenses assignable to specific claims, such as legal costs.

In the following chart, the estimated required reserves are discounted at various rates to a

present value basis of 12/31/01.

Met Present Value Analysis

Discounted
Estimated
Discount Required
Rate Reserves
0% $1,913,954
2% 51,844 409
4% §1,780,460
6% 51,721,474
8% $1,666,912

For example, if Mercandle can realize a 4.0°% investment return (after taxes) on funds, it will

need to invest approximarely 51,780,460 to fund the esdmated liabilities of 51,913,954, This

DNActuary.com
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assumes that payments follow the pattern andcipated in this analysis, and losses are paid evenly
through each period. The discount rates show ranges from 2.0% to 8.0%. This should not be
interpreted as implying DNA considers this to be an achievable range of investment rerurn.
Each organization must evaluate what is an appropriate discount rate, based on its operatng and

financial strategies.

Figure 2

Discounted Estimated Required Reserves

$2,000,000
$1,900,000 {
51,800,000
$1,700,000 {
$1,600,000 ¢ 2 '
$1.500,000 Pl i L__ S S
0% 2% 4% % 8%
Discount Rate
Projected losses are defined as the amount needed to provide for the cost of claims reladng w0

events expected to occur during 2002, In recognidon of the gme value of money, projected

losses are discounted to 1/1,/2002.

MNet Present Value Analysis

Discounted
Discount Projected
Rate Losses
0% $2,220,000
2% £2,120970
4% §2,030,841
6% 51,948,511
8% $1.873,038

The esumadon of losses expected to occur in a future period is difficult due to the

unpredicrability of internal and external influences. Therefore, a range is calculated which is

DNActuary.com
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intended to depict a reasonable variance for the establishment of Mercantile's 2002 funding level.
The effect of choosing a funding level greater than the expected loss amount is to increase the

ability of the program to withstand loss costs greater than anticipated.

Figure 3

Discounted Projected Losses

52,300,000

$2,200,000 |~

$2,100,000 V|

52,000,000

51,900,000

. o

51,800,000
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Projected 2002 Confidence Level Analysis

Aggregate Risk
Confidence Loss Margin
Level Distribution Index

50% $2,150,000 g97%
Expected S2,220,000 100%
55% §2,220,000 100%
60% $2,290,000 103%
B5% $2,370,000 107%
70% 52,460,000 111%
75% $2,550,000 115%
80% 52,660,000 120%
85% $2,800,000 126%
80% $2,980,000 134%
95% $3,270,000 147%
29% $3,8580,000 175%

These amounts are not intended to establish an absolure maximum or minimum funding level

DNActuary.com
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Rather, they are an esumate of the statstcal range of loss dollars reasonably expected to be
generated by Mercantle during 2002. Since the actual costs of claims may vary markedly from

vear to year, prudent funding would recognize the potenuaal for higher loss costs in a given vear.

Figure 4

Aggregate Loss Distribution

$4,000,000 T 5
s3so0000 . v i

$3,000,000
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Executive Summary

Qutline of Basic Methodology

Loss development factors are applied to the most recently evaluated losses to esumate
the uldmate value of losses for each of the historical periods. This analysis is completed using
reported losses and paid losses. A third technique is used which generates a ratio of expected
additional loss development to reserves based on reported and paid loss development parterns.
The estimates from each of these methods are compared and a selection of ulumare losses is
made.

2 Trend factors are applied to the estimated ultimate incurred losses. These factors adjust
losses to reflect changes in the level of claim costs from the time when the losses odginally
occurred to the time period for the projection. Inflation sensitive exposures, such as payroll, are
trended from each of the prior periods to the level of the ame period for the projecuon.

3. The adjusted uldmate incurred losses are divided by the adjusted exposures for each
prior period to calculate a pure loss rate. Each of these pure loss rates is an estimate of the pure
loss rate that may be required to pay losses for the projecdon period. These esdmates are the
main input in the selection of the pure loss rate o be used for the projecdon.

4. Projected losses are calculated by muldplying the selected pure loss rate by projected
exposures.
3. Paid losses are then subtracted from the esumated uldmate incurred losses to calculare

the esumared required reserves.

6. A payout schedule is completed in which the expected future pavments are allocared 1o
the period in which they are expected to be paid. The furure pavments are then discounted.

7. An aggregate loss distributon is generated which calculates the confidence intervals
around the projected losses in which the actual losses will lie.

DNActuary.com
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Executive Summary

Data

The loss and exposure data used in this report is supplied by Mercantile. It is our understanding
that Mercantile has provided us with all information which would materially affect this analysis.
The historical data is assumed to be accurate and complete and should be reconciled with
internal records. We have used Mercandle's own loss and exposure data to the extent this data is
credible and available. All supplementary data reflects the characteristics of Mercantle's

exposure to rsk, to the extent possible.

Additonal sources of dara include Natonal Council on Compensation Insurance (NCCI), Best's

Casualty Loss Reserve Development Series, United States Department of Commerce and

insurance company informadon.

DNActuary.com
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Executive Summary

Qualifying Statements

1. We have relied without audit or verificaton on historical data and qualitadve information
supplied by Mercandle. It is our understanding that Mercandle has provided us with all
information which would materially affect the loss estimates, and thar all informadon furnished
to us has been accurate and complete.

2. We have assumed that historical operagons (distribution of exposures by geographic area
and nature of operations) are representatve of current and future operations.

3. We have assumed that there has been no significant benefit level changes other than
those reflected in this analysis.

< We have assumed there are no factors which would cause patterns in the underlying dara
o be unrepresentative of the current or future siruzdon.
¥ We have assumed the alternadve dara sources used to develop losses and used to trend

losses and exposures reflects the characterisdes of Mercanale's exposure to nisk, to the extent
possible.

6. We are not aware of any change in the reserving philosophy concerning Mercantile's
claims. Most often a change in philosophy cccurs when there is a change in claim administrators.
A change in reserving philosophy would render prior dam patterns inapplicable leading us o
modify our methods and apply more weight w industry factors.

7 Changes in anv of the information or assumpdons upon which DNA's estimates of
uldmate losses are based will require a reevaluadon of the results of this report and possibly a
revision of these projectons.

This report should be released only in its endren. DNA actuades will be available for
consultation should any individual reviewing this report have questons or require further

analvsis.

DNActuary.com
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Analysis and Methodology

Analysis of Loss Experience

This section presents the detailed methodology used in analyzing Mercantile’s loss experience.

The tables referenced in this narrative are locared in Secdon 3.

A purely mechanical method of loss reserving is not possible due to several decisions that
require judgment based on the available data, changes in operations, external changes and the
credibility of various reserving methods. The impact of external influences such as inflation, the
judicial environment and regulatory changes have been considered.

Table 1 The ultimate cost of claims incurred for a specific time period is usually not known
until several years after the close of that period. Therefore, loss development factors are used to
project the additonal cost expected on claims associated with current and past loss periods.
These factors quantify the late developing aspects of certain losses, such as claims involving
medical complicatons not recognized in the early stages of treatment or verdict values for
lirigated claims which are different than the amount which was reserved to pay the claims. They
also account for losses that occurred during the period bur are not reported uadl a later dare,

commonly referred to as incurred but not reported losses, or IBNRs.

Mercantile’s database is large enough to permit the calculadon of unique loss development
factors. Unique factors allow for a more accurate reflecdon of Mercanule's specific loss

development patterns. Theoredceally, the use of unique factors as opposed to industry averages

produces a more accurate projection of uldmate incurred losses.

The calculation of development factors and selection of factors to be applied is shown in Table
1, beginning with reported losses as of different evaluadon dates. For example, in Part A the
table shows losses incurred during 1999 evaluated as of 12, 24 and 36 moaths afier the
beginning of that period. This format also allows us to analvze developmen: characterisdcs

which are unique to Mercantile.

Part B displavs the rates by which losses develop from period to period (age-to-age factors). For
example, the 12 to 24 age-to-age factor for 1999 is 1.467. This is the 24 month incurred amount
of 3482,507 divided by the 12 month incurred amount of 5328,880. The age-to-age factor of

DNActuary.com
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1.467 means that the known value of losses increased by 46.7 percent during the 12 to 24 month
interval. A loss development factor less than 1.000 indicates that the value of reported losses

declined, possibly due to a claim being settled for an amount less than was previously reserved.

Part B shows several averages of age-to-age factors from one evaluaton to the next.

1. The average is the average of all age-to-age factors in the column.
2 The weighted average weighs the factors for individual years by the magnitude of
losses for that given year.

In the line labeled selected at the end of Part B, the various averages are evaluated along with a
New York benchmark and the factors selected as most representative of the expected loss
development are shown. Computaton of loss development factors (Part C) is based on the
selected age-to-age factors. The 12 month to ultimate loss development factor, for instance, is
found by muluplying the 12 to 24 month age-to-age factor by the 24 to ultimate loss

development factor.

Table 2 The development factors applied to reported losses are selected based on the tme that
has passed berween the beginning of the loss period and the date of the most recent evaluation.
In most cases, the closer the evaluation date is to the policy period effective date, the larger the
loss development factor needed. Conversely, as the policy period matures, the loss development
factor approaches 1.000. The expected ultimate losses for each year are estimated by muldplying

the development factors by recendy valued reported losses for those vears.

Table 2 indicates, for example, that losses reported for 1999, evaluated at $424,680 on

12/31/01, may be expected to ultimately cost $473,094 due to development and IBNR.

Tables 3 & 4 A paid loss approach attemprts to eliminate distortions that can oceur in the
incurred loss development method as a result of changes in claims handling procedures or
reserving adequacy. Inherent in a paid loss development technique is the assumption there is no

change in claims settlement practices (dming of pavments).

Since the paid loss technique is similar in basic methodology to the reported procedure, a

detailed description is not included in this report.

Table 5 A third method of calculating ulimate losses for each period uses the current case

DNActuary.com
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reserves. Part A shows the rato of expected addidonal incurred loss development to case

reserves calculated from the selected incurred and paid loss development factors.

In Part B, the rados are applied to current reserves to estimate expected additional development
for each period. The sum of known incurred losses and the calculated additional development is

the indicated ultimate loss amount.

Table 6 Muldple procedures are udlized to prepare estmates that best represent the expected
ultimare incurred losses. The estimates using the three methods are compared, and as might be

expected produce different results. A weighted average yields the selected estimated ulumate
incurred losses for each period.

Table 7 Severity trend factors are applied to adjust historical incurred losses to more accurately

reflect the expected cost level for the period being projected. For workers compensaton, this

adjustment has two parts.

1. The benefit level change factor for workers compensation quantfies increases in
benefir levels artributable to changes in state workers compensadon laws.

2: The inflation trend factor for workers compensation consists of two elements: medical

costs and average wages on which indemniry benefits are based.

Benefit level change factors are developed from New York benchmarks. The factor of 1.000 for

1999 indicates changes in workers compensaton laws have resulted in no change in benefit
levels.

Inflagon trend factors are based 30 percent on medical cost infladon as measured by the
Consumer Price Index of medical costs and 7 percent on changes in average wages as measured
by the United States Department of Commerce for the retail industry. Inflation factors have
been calculated to adjust losses from historical periods to the midpoint of the projected period.
In this set of factors, the facror of 1.126 for 1999 indicates 3 increased average loss cost of 12,6

percent for losses expected to occur during the projected period over the cost for losses that
occurred during 1999.

Benefir level change factors and infladon trend factors are muldplied by esumared ulumare

incurred losses for each period to calculate adjusted losses, as shown in Part A.

DNActuary.com
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Having developed Mercantile’s historical workers compensation losses and adjusted them to
reflect projected cost levels, the next step is to trend historical exposures to appropriate expected
levels for the projected period. The exposure base selected for Mercandle’s workers
compensation losses is payroll. In Part B, historical payrolls are adjusted to andcipated average

wage levels for the projected period.

Table 8 The next step is to calculate pure loss rates based on the historical experience of
Mercantile. This procedure utilizes past expetience to determine a factor which, when applied w0
payroll, produces an estimate of ultimate incurred losses. The pure loss rate can be defined as the

expected dollar loss cost per $100 of payroll.

In Part A, adjusted losses are divided by adjusted exposures to vield pure loss rates based on the
unique experience of each historical period. Each of the calculated pure loss rates is an estimare
of the pure loss rate which could be charged for the projected period. A pure loss rate of 51.85
per 3100 of payroll has been selected for the projected period.

In Part B, the selected pure loss rate of $1.85 per 5100 of pavroll is multplied by the projected
payroll to forecast losses of $2,220,000. Since the acrual pavroll may differ from the esdmared
payroll, a discrepancy may arise to the extent of the difference berween actual and estmated

payrolls.

DNActuary.com
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Analysis and Methodology

Cash-Flow Analysis

In this section, the estimated ultimate incurred losses are used to determine estimated required

reserves. These reserves are then discounted in recognition of the tdme value of money.

Table 9 This table contains a summary of estdmated required reserves. Estimated required
reserves are calculated by subtracting paid losses from the estimated ultumate incurred losses.

These uurstmd.[ng liabilides represent case reserves plus IBINR.

Tables 10 & 11 Table 10 is an estimated schedule of payments for the completed periods.

Table 11 is an estimated schedule of payments for the projected losses.

Payout percentages are used to allocate the esumated reserves to the periods in which they are
expected to be paid. The estimated reserves are then discounted to reflect the timing of future
loss pavments at annual rates of investment interest of 2.0%, 4.0%, 6.0% and 8.0%. DNA has
not determined the appropriateness of these discount rates for Mercantile. The discounting

procedure assumes all losses will be paid in the middle of the vear.

Two vaniatons are introduced when estimaring expected pavouts on a discounted present value
basis. First, the timing of future payments could differ from the estimated pavourt due to random
variations in the pavments of large claims. Second, the future yield on the underlying assets is
suscepuble to significant changes in economic condidons. Therefore, while the recognition given
future investment earnings is important, discounting does add an additional uncertainty to an
already projected amount. Due to this uncertainty, we can not provide assurance that the amount

and tming of actual claim payments will not deviate materially from our projections.

DNActuary.com
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Analysis and Methodology

Aggregate Loss Probability Distribution

In this section, confidence intervals around the projected losses are discussed.

Table 12 A statistical model can be used to esdmate amounts for confidence levels around the
projected losses. Confidence levels are useful for determining funding requirements within a
self-insured retenton, defining an adequate amount to achieve a desired level of confidence that
a pardcular liability is adequately funded, negotdadon of proper collateralization for a program
requiring security, determination of a cost effective aggregate stop-loss and determinaton of an

appropriate maximum for a retrospectvely rated insurance program.

The model uulized to calculate the distribudon is based on the historical loss experience and a
lognormal stagsdcal distribudon. A useful fearure of this distnbuton is that it is positvely

skewed. For this reason it is widely used within the insurance industry.

The aggregate loss distribudon column indicates the aggregate losses atr various confidence
levels. For example, an aggregare loss amounr of 52,220,000 should be adequare to pay all losses
that occur dunng 2002 55% of the tume. This means that 55 our of 100 dmes, losses will be less
than or equal to 32,220,000. Larger dollar amounrs relate o higher probability levels. For
example, there is a 73% chance that losses will no: exceed 52,330,000, The nsk margin index

shows percentage differences from the expected loss level.

A limizadon of the staustical model is that a concept known as parameter risk is not included in
the calculauon of the aggregate distribution. Parameter risk is the risk associated with the
possible incorrect esumarte of the projected losses. There is always the possibility that the
estimate of projected loss is wrong. However, we have made our best estmate of the

assumptons regarding the exposure to loss.

Table 13 Loss and exposure trend factors are calculazed based on informadon compiled by the

U.S. Department of Commerce.
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Section 3, Table 1

Mercantile Self-Insurance Trust

Workers Compensation

Tncurred Loss Development Factor Calculation
(Losses are Limited to $350,000 per Qecurrence)

Menths After Inception Date
12 24 36 45 =] T2 B4 o8
Period Maonths Maonths Maonths Months Months Meonths Manths Maonths
1944 $£2.391 510,961 510,961 £30.315 £19.105 519,105 518,372 $18.372
1995 5157, 716 £240,870 5275, 707 5266174 5254053 5258 604 5243008
1996 51131 $414,530 5424 005 5410855 5204 383 $415,843
1987 5507 980 §557,199 5626.126 5659 597 S6T9,404
1958 417,405 5443140 5485548 £393 664
1954 $328 880 5482 507 5424 B30
2000 $536,000 5547973
2001 5790500
B. Age-to-Age Factors
Manths After Inception Date
12t0 24 2410 36 36w 48 48 to 80 60 to 72 T2 B4 84w %6 96 o
Paricd Manths Maonths Manths Months Months Maonths Manths Ultimate
1904 4.584 1.000 2.768 0830 1.000 0.962 1.000
1985 1.527 1.145 0.965 0252 1.018 0.820
1956 1.664 1.023 0.820 0.820 1.054
1987 1.087 1.124 1.053 1.030
1828 1.062 1.025 0811
1999 1.467 0.880
2000 1.022
Average (1885-2001) 1.640 1.053 0.955 0.973 1.03e 0.540
Wid Avg 1.307 1.046 087 0.87= 1.03% 0,241
NY Benchmark 1.510 1.184 1.108 1.653 1021 1032 1.028 1.135
Selecled 1.300 1.080 1.020 1020 1014 1.005 1.008 1.080
€. Age-to-Ultimate Factors
12w 24 to 36 to 4810 60t T2to Bdte 96 to
Ultimate Ultimate Ultimate Ultimate Ultimate Ultimate Ultimate Ultimate
Cumulative 1.564 1.203 1.114 1.002 1.071 1.060 1.055 1.050

Note: 7954 is 10/1/94-12/31/94,
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Section 3, Table 2
Mercantile Self-Insurance Trust
Warkers Compensation

Estimared Ultimare Incurred Losses - Incurred Merthod

{Losses are Limited to 3350,000 per Occurrence)

Estimated
Reported  Months of Loss © Ultimate
Evaluation Incurred Loss Development  Incurred
Period Date Losses  Development Factor '*  Losses
1994 12/31/01 $18,372 ar 1.000 $18,372
1985 12311 $243,008 a4 1.055 $2$3?3
1996 12/31/01 $415,643 72 1.060 $440,582
1997 12031101 S679,404 &0 1.071 3727 642
19498 12/31/01 $3093,664 48 1.092 $429 881
1909 12/31/01 $424 680 38 1114 $473,094
2000 12/31/01 3547973 24 1.203 $658.212
2001 12/31/01 790,500 12 1.564 $1,236,342
Total $3,513,244 54,241,498

' Table 1.
2 Aloss development factor of 1.000 is used if all claims are closed.

Estimated Ultimate Incurred Losses - Incurred Method

51,800,000

$1,500,000
$1,200,000 |
$900,000 {
1

$600,000 {

$300,000 | :
S0 -

1994 1995 1996 1997 1998 1989 2000 2001
Period
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Section 3, Table 3

Mercantile Self-Insurance Trust

Workers Compensation
Paid Loss Development Factor Calculation
(Losses are Limited to $350,000 per Qccurrence)

A Reported Pald Logses PP g T 5
Months After Inception Date
12 24 36 48 &0 72 a4 86
Pericd Months Months Months Months Months Months Months Months
19684 $1.677 $6,859 $7.146 514 348 517,743 518118 518,372 518,372
10465 325,368 $51.323 5167.993 5207289 5215614 5224 892 5231840
1906 553172 171,482 S244 087 5284 315 $309.098 £237 604
1957 $219,420 $359.827 5423415 5486 520 8573341
1998 5180542 5241882 5303350 5312381
1958 $107,183 5252,253 5310144
2000 167,351 $339,792
2001 £376,156
B. Age-to-Age Factors
Manths After Inception Date
12to 24 24 to 36 6 to 48 48 to B0 B0 to T2 72 to B4 84 to 96 96 to
Period Manths Maonths Maonths Maonths Manths Manths Meonths Ultimate
1984 4080 1.042 2.008 1.237 1.021 1.014 1.000
1645 2023 3273 1.234 1.040 1.043 1.031
1955 3235 423 1.165 1.087 07848
1887 1.840 1177 1,102 1.229
1958 1.240 1.254 1.030
18649 2,353 1.229
2000 2.030
Average (1885-2001) 2.102 1671 1.133 1.11% 0.208 1.031
Wid Avg 1,686 1342 1.121 1.147 0,886 1.030 1.000
NY Benchmark 2,288 1412 1.229 1.153 1.101 1.068 1.053 1.375
Selected 2.200 1.300 1.100 1.100 1.050 1.025 1.020 1.100
C. Age-to-Ultimate Factors
120 2410 BEto 4810 60 to T2to Bd o 96 to
Ultimate Ultimate Ultimate Ultimate Ultimate Ultimate Ultimate Ultimate
Cumulative 4,182 1.901 1.462 1.328 1.208 1.150 1.122 1.100
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Section 3, Table 4

Waorkers Compensarion

Mercantile Self-Insurance Trust

Estimated Ultimate Incurred Losses - Paid Method
(Losses are Limited to 5350000 per Occurrence)

&I:Imnmg:l 2
Reported Months of Loss Ultimate
Evaluation Paid Loss Development = Incurmed
Period Date Losses Development  Factor '? Losses
1994 12131001 $18,372 a7 1.000 518,372
19895 12131001 $231,840 84 1.122 5260,124
1996 12/3101 $237,694 T2 1.150 $273,348
19497 12/31/01 857334 60 1.208 $692,596
1998 12/31/01 312,381 48 1.329 £415,154
1999 1231/ 5310,144 36 1462 2453431
2000 12/31/01 $339,792 24 1.801 $645,945
2001 1213101 £376,356 12 4.182 $1.573.921
Tatal $2,398,920 $4,332,891
" Table 3.

? A loss development factor of 1.000 is used if all claims are closed.

Estimated Ultimate Incurred Losses - Paid Method

$1,800,000
51,500,000
$1,200,000

5800,000 +
$600,000 {
$300,000 {

50

5

1994

1995 1996 1997 1998 1899 2000 2001

DNActuary.com
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Section 3, Table 5

Mercantibe Scif-Insurance Trust

Estimated Llvimare Incurred Lavses = Case Menod
(Loszes are Lisaited fo 5350,000 per Qccurrenced

Warkers Compenssiion

A Calculation of Extimated Logs Devsloptmant to Case Ressr I R
i 2 23 ) (5
Ratio of
Incurrad Estimated Paid Estimated  Expected Loss
Loss Lossos Loss Los=sas Development
Developmant  Reporisd Davalapmant Paid o Case
Eeriod Factor to Dute * Factor to Date * Resarves
1204 1.000 100.0% 1.000 100.0% 0.000
1955 1,088 S4.8% 1,122 BE1% o512
1996 1,060 4.3% 1.150 a7.0% 0.781
1987 1,071 g1.4% 1.208 a2E% 0.623
1958 1,092 91.5% 1.329 75.2% 0.512
1889 1.114 BOA% 1.462 68.4% 0477
2000 1.203 B31% 1.901 536% 0.554
2001 1.564 63.0% 4.162 Z3.0% 0.903
B. Estis d Uktimate Incurmed Lossas
(6} m {8) L] {10} (1)
Ratio of
Expected Loss Estimatad
Roported Raportad Davalop Ezpacted ittiemunta
Incurrad Paid Caza to Cass Loss Incurred
Paricd Lossas LoSSes Reserves " Rasarags Developmant * Lnn;;"
1604 518,372 518,372 50 0,000 50 $18372
1855 5243,008 L v bl El] 511,168 0.g12 £10,185 m.'l“
1596 5415643 §237.684 5177948 0.781 5138978 $554,621
1897 S679,404 5573341 5106,082 083 SEROTT 5745481
158 B35 A4 tu bt ] 581,283 0.512 1617 5435781
1545 5424 680 5310144 5114538 0477 LIRS 5479312
2000 5847 272 £338 752 5208.181 0.554 5115332 $663,305
2001 ST 500 E3TEASE 414 144 9,573 SITIETE 51_1WH
Total  $3.513.244  $2.399.920 $1,113,324 $E00, 785 34,314,025
' 10041
¥ 1.0003
T IT. 000200241
BT
! (Epr).
¥ [Bp=i1a).

Estimated Ultimate Incurred Losses - Case Method
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Section 3, Table 6
Mercantile Self-Insurance Trust
Waorkers Compensation

Selecred Estimated Ultimarte Incurred Losses
{Losses are Limited to 3350,000 per Occurrence)

Estimated Estimated Estimated Selected

Ultimate Ultimate Ultimate '

Incurred Incurred Incurred

Losses Losses Losses Incurm
Period (Incurred Method) (Paid Method)  (Case Method) Losses
1994 §18,372 §18,372 518,372 $18,372
1995 $256,373 5280,124 £253,193 $256,563
1926 $440 582 5273,348 $554,621 $440,582
1847 5727 G4z §692,596 §745 481 $721,908
1998 §429 881 5415154 5435 281 $426,772
1999 5473,004 5453 431 5479314 $468,613
2000 $659,212 2645945 5663,308 $656,154
2001 51,236,342 51,573,921 51,164,472 §1,324.912
Total 54,241,458 £4,332,891 £4,314,039 $4,313,874

Selected Estimated Ultimate Incurred Losses

$1,800,000

§1,500,000ff—

§1,200,000 {{— e
$200,000 I — B incurred Method

| B Paid Method
o) B Case Method
$300,000 }— g \ Oselectes
Il
50° -

Period
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Section 3, Table 7

Mercantile Self-Insurance Trust

Workers Compensation
Trend Adjustments fo 2002 Level

(Losses are Limited to 350,000 per Occurrence)

A. Loss Trend Adjustments
Estimated Benefit
Ultimate Level Inflation S g
Incurred Change Trend Adjusted
Period Losses Factor ' Factor 2 Losses
1994 $18,372 0.986 157 $20,000
1945 $256,563 0978 1.315 $330,000
1996 440,582 0.983 1.267 $550,000
1997 721,906 1.005 1.220 £890,000
19498 S426,772 1.000 1.169 $500,000
1899 $468,613 1.000 1.126 $530,000
2000 $656,154 1.000 1.081 $710,000 - .
2001 $1,324,912 1.000 1.040 $1,380,000
Total $4,313,874 $£4,910,000
B. Exposure Trend Adjustments
Payroll
Adjustment Adjusted
Period Payroll Factor ® Payroll

1995 £3,915,733 1332 $5,220,000
1996 24 546 292 1.282 £31,470,000
1997 $25,993,972 1.229 531,950,000
1998 $28,898,147 1.172 533,870,000
1999 530,136,085 1127 533,960,000
2000 £34 973,186 1.082 537,840,000
2001 $80,029,220 1.041 £83,310,000
Total $228,492,635 $257,620,000

' Based on New York benchmarks.
? See Table 13.
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Section 3, Table 8
Mercantile Self-Insurance Trust
Workers Compensation

Calcalation of Profected Losses
(Losses are Limited to $350,000 per Occurrence)

A_ Pure Loss Rates Projected From Historical Data ATy
Pure Loss Rate

(Per $100
Adjusted Adjusted Adjusted
__Period Losses Payroll Payroll)
1995 $330,000 $5,220,0C0 $6.32
1996 $550.000 $31,470,000 $1.75
1897 $B890,000 $31,950,000 $2.79
1958 $500,000 $33,870.000 §1.48
1999 $530,000 $33,960,000 $1.56
2000 $710,000 $37,840,000 $1.88
2001 $1,380,000 £83,310,000 $1.66
Total %4,890.000 $257,620,000 $1.90
3 Year Average = 51.70
5 Year Average = $1.87
7 Year Average = 5249
Selected Pure Loss Rate = $1.85
B. Projected Losses
Projected Projected Projected
Period  Pure Loss Rate Payroll Losses
2002 $1.85 $120,000,000 32,220,000

Pure Loss Rates

§7.00¢7|
%6.00 ¢
$5.00+ |
54.00
£3.00 )
s2.00}]

$1.00 T2 LT 4ot S o o
1985 1996 1997 1988 199% 2000 2001 2002

Period

F By =y
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Section 3, Table 9

Mercantile Self-Insurance Trust

Warkers Compensation
Estimated Required Reserves as of 123101

{Losses are Limited to $350,000 per Occurrence)

Selected :
Estimated -1
Ultimate Reported Estimated
Incurred Paid Required Case
Period Losses Losses Reserves Reserves IBMR
1904 §18,372 518,372 50 ' 50 50
1895 $256,563 $231,840 524,723 511,168 513,555
1996 5440, 582 5237 694 $202 888 5177249 $24,939
1997 §721,906 §573,341 $148,565 $106,083 542 502
1998 5426,772 $312,381 $114,391 $81,283 $33,108
1999 S468,613 5310,144 $158,469 5114536 £43,933
2000 $656,154 5339,792 $316,362 5208,181 5108.181
2001 $1,324,912 5376,356 $948,556 $414,144 5534412
Total $4,313,874  $2,399,920  $1,913954  $1,113,324 $800,630
Estimated Required Reserves
5'.90(3.&0&(’“- ’
58000001 |
sscm.aua:- s
s400000f |
$200,000 +

S0 ==

e

1994 1995 1996 1997 1998 1999 2000 2001

Period

B Case Reservez OIBNR
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Section 3, Table 10

Mercantile Sel-lasurazcs Trust

Workers Compemration
Cash-Flow and Presenr Falue Analysis

[ Loszex ave Limited i J1 50080 per Oocurremce)

Expected Paymaent Pericd

Pariod 2002 2003 2004 2005 2006 2007 2008 2009 210 Tatal
1904 50 S0
1588 513,140 56,766 84 817 24T
195 580,744 564 930 33,437 AT $202 588
19T BEI REE s T2 2705 513958 2938 §148.565
1958 550,351 §37 525 514,532 511,684 6,016 S4.383 2114391
159 sE2N 549,848 27250 514,385 5$11,567 55,856 54,240 5158 459
2000 5124 801 54 409 850,009 832 808 £1T.018 £1332% ST.170 55,104 5316362
2001 S357 226 S2318.870 S84 872 S104.579 S5T.170 $30.182 S34 26T $12.455 po ] 548 556
Total §776,129 $456,080 $262.012 §201,.207 5102008 554,346 $35,677 §17 538 §8.598 1,911,554

B. Expacted Futurs Paymaents - D tud Basis

Discount Expactod Prymant Paried
Ratn a2 2003 2004 2005 2008 007 2008 008 _2010 Total
% 5758,.482 5442, 732 5249357 S1E7. T s3I 548738 531.368 515170 sr.ear 51,844 209
dy STE1.057 Sa 30,022 237 541 178,359 A8 504 43 a0 27T Bag 213,114 BEATY 1,780,460
L STE 843 417 909 206 454 S164,086 578,450 5iE.ss4 24479 $11.368 s5.221 $1. T 4aTe
2% ST46. B3] $406,355 5_2_'-5.'53 5153, 685 572,149 38,551 21 B34 5 8l 54 E2a 1,868,572

51,900,000 {
51,800,000

51,700,900

Discounted Estimated Required Reserves

2%

4% E™
Biiscount Rate

DN Actaary.com
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Section 3, Table 11

Miercantile Sell-laserasce Trust

Workers Compearation
Canh-Flaw and Presentt Falue Anafpaiy
(Lagiey av Lisited da 350,080 per Oecarremerd

A Expacind Futurs Fayments R T -
Exg Paymant Periad
Period 2002 2003 2004 2005 2006 2007 2008 2008 2010 2011 Tidal
2002 S574 388 SE89 132 Sara $1654 550 5181430 $55,182 $52 3E2 £a2 100 521,677 $15.432 32,200,000
B. Exp d Furtars Pary =i d Basis : el |
Discourt Expected Payment Period
Rats el 2003 2064 2005 ] oar 2004 2009 2019 2611 Total
% =EaTT 36560.263 5361370 3153,589 5185 962 388,947 $ag.008 £3g.289 18319 Si2Tes  E21208M0
4% o) 5649,753 5344 248 5143478 5152075 70,037 240,572 £31.3M 5502 SI0Ex2 32000841
% =557 ED B631 457 $38 237 §134.228 5133,583 S7T1.9E6E $35.053 537195 $13.310 S8ET2 51,348,511
% Sas2 nad SE11 998 5313351 5125.725 5128.322 264,053 331751 521 638 511243 ST 428 $1.871.038

Discounted Projected Losses

32,300,000

32200000

£2,100,000 {
$2,000,200
$1.900,000
§1.800,000

Iscowurt Rate
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Section 3, Table 12
Mercantile Self-Insurance Trust
Workers Compensation

Prajected 2002 Confidence Level Analysis
fLosses are Limited to 5350,000 per Occurrence)

Aggregate Risk
Confidence Loss Margin
Level Distribution Index

50% $2,150,000 87%
Expected $2,220,000 100%
55% $2,220,000 100%
60% $2,290,000 103%
B5% $2,370,000 107%
70% $2,460,000 111%
5% $2,550,000 115%
80% $2,660,000 120%
85% $2,800,000 126%
90% $2,980,000 134%
85% $3,270,000 147%
S98% 53,890,000 175%

Aggregate Loss Distribution

4,000,000 |

$3,500,000f 1

il

53,000,000} |

$2,500,000 | |

DNAcruary.com



Section 3, Table 13

Mercantile Self-Insurance Trust

Workers Compensation
Trend Factor Compilations

A. Average Hourly Earnings, Retail
Year Index ' Factor
1994 %749 1.367
1995 §7.69 1.332
1996 £7.00 1.282
1947 $8.33 1.229
1998 $8.74 1.172
1999 §8.09 1.127
2000 2046 1.082
2001 $9.84 1.041
2002 $10.24 1.000

E. Medical Care, CPI

Year Index ' Factor
1994 211.0 1.334
1985 220.5 1.275
1896 228.2 1.233
1897 2346 1.199
18998 2421 1.162
1999 250.6 1.123
2000 260.8 1.079
2001 271.0 1.038
2002 2814 1.000

C. Inflation Trend

Inflation
Indemnity Medical Trend

Period Trend Trend Factors
1994 1.367 134 1.357
1995 1.332 1.276 1.315
1996 1.282 1.233 1.267
1997 1.229 1.199 1220
1998 1.172 1.162 1.169
1584 1.127 1.123 1.126
2000 1.082 1.079 1.081
2001 1.041 1.038 1.040
2002 1.000 1.000 1.000

' Source: LS. Department of Commerce.
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