
BWC Board of Directors 
 

Actuarial Committee Agenda 
March 27, 2008 

OCOSH 
Room D & E 

2:30 pm – 4:00 pm 
 
 

 
 
 
Call to Order 
 Chuck Bryan, Chairman 
 
Roll Call 
 Larry Rhodebeck, Scribe 
 
Approve Minutes of February 28, 2008 meeting 
 Chuck Bryan 
 
New Business/Action Items 
 

1. Private Employer Rate Indication 
2. Public Employer State Agency Rate change 

 
Discussion Items* 
 

1. Review April 2008 Committee Calendar 
2. Chief Actuarial Officer Report 

 
  
Next Meeting:  Educational Session, Thursday, April 24, 2008;  
Committee Meeting, Friday, April 25, 2008 
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BWC Board of Directors 
Actuarial Committee  
Thurs., Feb. 28, 2008, 2:00 P.M. 

 
William Green Building 

The Neil Schultz Conference Center 
30 West Spring Street, 2nd Floor (Mezzanine) 

Columbus, Ohio 43215 
 
Members Present:  Charles Bryan, Chair 
 Philip Fulton 
 James Harris 
 James Hummel 
 Jim Matesich 
 William Lhota, ex officio 
Members Absent:  None 
 
 
Call to order 
 

Mr. Bryan called the meeting to order at 2 PM and the roll call was taken. Also present were 
Workers' Compensation Board members Alison Falls, Larry Price, and Robert Smith. 
 
 

Minutes of Jan 24, 2008 
 
Mr. Matesich moved that the minutes of January 24, 2008, be approved. Mr. Harris seconded 
and the minutes were approved by a unanimous roll call vote.  
 

New Business/Action Items 
 
Mr. Bryan reported that there were no new business or action items for the Actuarial Committee 
at this time.  
 

 
Discussion Items 

 
HB 100 Comprehensive Study 
 
John Pedrick, Chief Actuarial Officer, reported that there were six responses to the BWC 
Request for Proposal (RFP) for the HB 100 Study. Deloitte Consulting LLP was clearly the best 
proposal. He thanked Mr. Hummel for his assistance in selecting the vendor. 
 
Larry King, Assistant Actuarial Director and Project Manager for the HB 100 Study, reported 
that meetings and project planning had begun with Deloitte last week. Deloitte representatives 
present today include Jan Lommele, Chief Property and Casualty Actuary; Dick Messick, Senior 
Actuary and Project Management Coordinator; and Bob Miccolis, Senior Advisor Actuary and 
Team Leader.  
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Mr. Lommele reported that this was the largest project that Deloitte had undertaken. There are 
thirty-nine tasks and the project team has put these into seven groups, including pricing, 
program structure, actuarial audit and case reserving, underwriting, self-insured programs, 
actuarial department organization, and surplus indication. After creating a plan, Deloitte will do 
data requests, analysis of the data, and make comparisons with peers and other states. The RFP 
allocates 7,000 hours to complete the study.  
 
Mr. Bryan stated that he knew the work of Deloitte and was pleased with the choice of vendor. 
Deloitte will work with Mercer Investment Consulting, Inc., on several issues, especially the 
surplus indication. 
  
Mr. Fulton asked what is the plan to interact with the Workers' Compensation Board. Mr. 
Lommele reported that Deloitte would talk to stakeholders, including the Workers' 
Compensation Board and BWC internal departments. Mr. Fulton asked how Deloitte would 
report to the Actuarial Committee. Mr. Bryan replied that Deloitte reports to Marsha Ryan, 
BWC Administrator. He anticipates there will be reports bimonthly and immediate reports on 
unusual areas to the Actuarial Committee.  
 
Mr. King reported that reports will be brought to the Actuarial Committee as conclusions are 
reached and there will not be one single report at the end of the study. Mr. Pedrick stated that 
Deloitte will try to provide as much on rates as possible in early reports. Mr. Bryan reported that 
the Actuarial Committee will take reports and review them, but not filter them for the Workers' 
Compensation Board. 
 
 
Chief Actuarial Officer Report: Legislative Initiatives  
 
Greg Paul, BWC Legislative Liaison, reported on pending legislation. HB 456 is sponsored by 
Representative James Raussen and concerns comprehensive healthcare reform. HB 456 creates 
two employer premium discounts if the employer offers health plans. There have been several 
hearings, but it appears there is insufficient time to enact the bill in the current General 
Assembly.  
 
Mr. Matesich asked what is the BWC position on HB 456. Mr. Paul replied that BWC is 
concerned with mandating discounts that are not related to other programs of BWC, e.g. safety. 
Mr. Price asked if there has been discussion of the financial impact of mandated discounts. Mr. 
Paul reported there have been no discussions yet; however, BWC plans to discuss the bill with 
Representative Raussen after the HB 100 Study.  
 
Mr. Paul reported that HB 397 exempts workers also covered under the federal Longshore and 
Harbor Workers' Compensation Act. The bill has had three hearings and no opposition 
testimony.  
 
Mr. Fulton stated that the 1972 report of the National Commission on State Workmen’s 
Compensation Laws recommended that there never be an exemption for injured workers and 
that injured workers should have a choice of remedies. He recommended that the General 
Assembly wait until the HB 100 Study is completed.  
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Ms. Ryan stated BWC will have discussion with Rep. Raussen on HB 456. Concerning HB 297, 
HB 100 also created the Workers' Compensation Council to oversee legislative changes. Not 
every member of the council has been named, nor has the council met. Thus, all legislative 
proposals are premature without the review of this council.  
 
Mr. Bryan asked if BWC is typically asked to offer advice when the General Assembly proposes 
changes to workers’ compensation. Ms. Ryan replied that legislative consultation is infrequent, 
but that BWC does give testimony at some legislative hearings. Ms. Ryan reported that she and 
Industrial Commission Chair Gary DiCeglio are ex officio members of the council and will offer 
their recommendations when it meets.  
 
Mr. Price commented that HB 100 requires that both the Workers’ Compensation Board and the 
Workers’ Compensation Council review legislation. He urged the Workers' Compensation 
Board to be pro active and urged that all seats be filled on the Workers' Compensation Council.  
 
Mr. Paul reported that HB 461 and SB 287 have been introduced by Representative William 
Batchelder and Senator Steve Stivers and make a $15,000 deductible available for medical-only 
claims as well as for lost time claims. There are no hearings yet. The Administrator already has 
the authority to create the program and will urge restraint. Mr. Fulton stated that the deductible 
would create self-insurance for all employers and may result in chaos.  
 
Mr. Harris asked what was the status of the bill concerning the Coal Workers Fund. Mr. Paul 
reported that BWC has met with the General Assembly and the Ohio Department of Natural 
Resources. The proposal would fund safety equipment for deep mining using interest earned 
from the Coal Workers Fund. BWC is urging that the draft bill provide for use of the interest 
depending on the investment performance of the State Insurance Fund.  
 
 
Chief Actuarial Officer Report: Group Rating 
 
Mr. Pedrick reported that the BWC project on group rating also includes developing an NCCI 
split experience-rating plan. In a split plan, BWC would use frequency of claims as a factor in 
experience rating. He reviewed the time lines from March to June when the full report on group 
rating will be presented to the Workers' Compensation Board.  
 
Ms. Falls asked how the HB 100 Study factors into group rating. Mr. Pedrick replied that it 
would be part of a class of pricing elements reported by June.  
 
Mr. Bryan asked if BWC plans to make any other changes in group rating this year. Mr. Pedrick 
reported that the only change would be the change of the credibility table to a maximum of 85%, 
which affects all employers. Other changes will come later, including reducing the credibility 
maximum further and proposing a time-line for changes. Ms. Ryan reported that BWC intended 
to present all recommended changes at the June meeting.  
 
Mr. Fulton asked what kind of meetings BWC will be conducting. Mr. Pedrick responded that 
BWC will have stakeholder meetings with group sponsors, but is not planning public forums. 
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Ms. Ryan added that BWC will be conducting four public forums on other topics, but none on 
group rating.  
 
 
Chief Actuarial Officer Report: MIRA 2 
 
Mr. Pedrick reported that implementation of MIRA 2 is on target for June 30. BWC is seeking 
legislation to move the effective date from June 30 to July 1 because the reserve valuation date 
for public employer taxing districts is June 30 and the existing date would delay use of MIRA 2 
reserves until January 2010. A change to July 1 will also help employers in the settlement year 
of retrospective rating plans.  
 
Ms. Falls asked  if there will be a period when BWC can look at both systems so that anomalies 
can be identified. Mr. Pedrick replied that opportunity would be available only during the month 
of June. BWC would like to expand that time. Ms. Ryan clarified that public employer and 
retrospective rating reserves will be available after July 1, but not used for rate making.  
 
Mr. Matesich asked for an explanation on the relationship of the June 1 date and the year 2007. 
Mr. Pedrick replied that Fair Isaac, the MIRA 2 vendor, is developing a model using data from 
2007 and prior year’s data, which will be made available on June 1. 
 
Mr. Matesich asked if the Actuarial Committee could get a report before July 1. Ms. Bravender 
replied that BWC will be able to report by March or April the significant changes in the system. 
In May or June Fair Isaac will provide a full report. In June, BWC will do a side-by-side 
comparison of MIRA 1 and MIRA 2.  
 
Mr. Matesich asked for an example of how MIRA 2 addresses the lack of transparency of MIRA 
1. Mr. Pedrick responded that if a claim became inactive, MIRA 1 did not remove it from the 
system. MIRA 2 will remove inactive claims from the system and show that removal. MIRA 2 
will also have web service enhancements. The report from Fair Isaac will be what employers 
use.  
 
Mr. Bryan requested that the Actuarial Department make available to Mr. Matesich what is now 
available on the web site. 
 
Mr. Smith stated that one of the things he learned from the public forum was that some 
stakeholders are ignorant of the existence of reserves and assume that workers' compensation 
payments are a cash-only expense. Ms. Bravender replied that part of the implementation of 
MIRA 2 will be education, however, that will occur after June 30 because of the tight 
implementation schedule.  
 
Mr. Smith asked for a prediction on reserve changes after MIRA 2 is adopted. Ms. Bravender 
predicted that there would be no changes for PTD and death claims. For others, reserves on 
some claims will go down, others will rise. Premiums will remain the same and reserves will be 
more fair and equitable. Ms. Ryan commented that if this project were done in the private sector, 
it would take at least twice as much time and the operator would likely run both systems in 
parallel for twelve months.  
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Mr. Price asked if BWC will be able to report back that deficiencies in MIRA 1 were corrected. 
Ms. Bravender responded that BWC will be able to make that report. Also, BWC cannot run 
MIRA 1 in parallel because HB 100 prohibits paying for MIRA 1 after July 1.  
 
Mr. Lhota asked if the MIRA changes will affect groups. Ms. Bravender responded that changes 
will be evaluated employer by employer.  
 
 
Chief Actuarial Officer Report: Routing Rate Changes 
 
Mr. Pedrick reported that deadlines for routine rate changes are being met. The deadline for 
filing group applications is February 29. At the March meeting, BWC will report the claims data 
for the new year and its impact on rates. This will not include the impact of the new group rating 
applications. The calculation of state agency rates is on time. BWC plans to calculate a two-year 
rate in order to assist in planning the biennial budget. Rate making for the ancillary funds is on 
schedule.  
 
 
Committee Calendar Review for 2008 
 
Mr. Pedrick proposed an education session on public employers for March 26 and asked where 
the Actuarial Committee wanted it conducted. Mr. Bryan responded that it would be held in the 
William Green Building from 1 PM to 4 PM. The regular meeting would be held March 27 at 
the Ohio Center for Occupational Safety and Hygiene. Mr. Pedrick stated that if the education 
session was three hours, then BWC could cover both public employers and split plans. 

 
Mr. Smith asked what is the proper forum to consider the group program changes. Mr. Bryan 
stated that would be held at the May or June regular meeting. Mr. Pedrick stated it would be in 
June when all other pieces of group rating are available.  

 
Mr. Bryan reported that the March 27 meeting would be a joint meeting with the Investment 
Committee. The Investment Committee will convene at noon; the committees will meet jointly 
at 12:30 PM; and the Actuarial Committee will conduct its own session beginning at 3:30 PM. 
(This schedule was later altered slightly.) 

 
 
Educational Session  
 
Ms. Bravender recapitulated on the ranges of the rate recommendation made by Oliver Wyman. 
Ms. Bravender reported that the ranges are 3.9% lower than the 2007 recommendation. She 
illustrated the change by discussing calculation of the rate for manual class 8810, office and 
clerical workers. The pure premium is set at $0.12 per hundred dollars of payroll. After 
including the impact of group rating, the premium is set at $0.26.  

 
Ms. Bravender distributed “Policy Year 2007 Private employers,” a study on the impact on all 
manual classes of the change of the maximum credibility to 85%.  Ms. Bravender reported that 
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the impact of the credibility table reduction to 85% was a 3% decrease in premiums for all 
employers, an increase of 7.8% for group employers, and a 3.4% decrease for non-group 
employers.  

 
 

Adjournment 
 
There was a motion by Mr. Hummel second by Mr. Matesich and adjournment by Mr. Bryan. 

 
 
 

Prepared by: Larry Rhodebeck, BWC Staff Counsel 
H:\Word\ldr\WCB Actrl 0208.28.doc 

March 4, 2008 
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BWC Board of Directors 
Actuarial Committee 
Educational Session  

Wed., Feb. 27, 2008, 2:15 P.M. 
 

William Green Building 
The Neil Schultz Conference Center 

30 West Spring Street, 2nd Floor (Mezzanine) 
Columbus, Ohio 43215 

 
Members Present:  Charles Bryan, Chair 
 Philip Fulton 
 James Harris 
 James Hummel 
 Jim Matesich 
 William Lhota, ex officio 
Members Absent:  None 
 
 
Call to order 
 
Mr. Bryan called the meeting to order at 2:15 PM. Also present were Workers' Compensation Board 
member Larry Price and BWC Administrator Marsha Ryan.  
 
 
Discussion Item: Education Session 
 
Managers of the Actuarial Department and representatives of Oliver Wyman Consulting, Inc., 
conducted an educational session for the Actuarial Committee on rate indications. John Pedrick, Chief 
Actuarial Officer, reported on the annual January to June timeline for setting the premium rates for 
private employers.  
 
Jeff Scott and William Hansen, Oliver Wyman, reported on the purpose of rate indications; the 
estimate of the pure premium for the year 2008—2009; and national trends and comparisons. Liz 
Bravender, Actuarial Director, distributed reports that provided all the BWC data for the  fiscal 2009 
rate indications. These include “Ohio Bureau of Workers' Compensation Comparison Data” and “Rate 
Recommendations for Private Employers, July 1, 2008.” 
 
 
Adjournment 
 
Mr. Bryan adjourned the session at 4:00 PM. 
 
 
 
 

Prepared by: Larry Rhodebeck, BWC Staff Counsel 
I:\Law\Rhodebeck\WCB Actrl 0208.27.doc 

February 28, 2008 
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BWC Board  of Directors 
Executive Summary 

Public Employment Risk Reduction Program 
Rules of Chapter 4167 of the Administrative Code 

 
Background History 
 

Effective April 20, 1993, H.B. 308 created the Public Employment Risk Reduction Program 
(PERRP). The purpose of the program is to ensure that Ohio public employees are provided with a 
safe and healthful working environment. Prior to PERRP, only state agencies, under an executive 
order first enacted in 1973 and updated in 1982, were held responsible for the occupational safety 
and health of their respective employees. H.B. 308 extended safety and health coverage to all public 
employers with the exemption of peace officers, fire fighters, and correctional officers. 
 
Under prior law, PERRP was administered and enforced by the Division of Labor and Worker 
Safety in the Department of Commerce. Under prior law, the Public Employment Risk Reduction 
Advisory Commission adopted employment risk reduction standards that all public employers had 
to observe with respect to public employment.  The program also provides on-site safety inspection, 
safety training, and hazard recognition at the employer's request for all public employees. 

 
Legislative Changes 
 

The BWC Budget Bill, Am. H.B. 67, effective June 21, 2005, transferred the operation and 
administration of the Public Employment Risk Reduction Program from the Department of 
Commerce to BWC.  The bill also abolished the Public Employment Risk Reduction Advisory 
Commission and transfers its duties to the Workers' Compensation Oversight Commission (now the 
Bureau of Workers’ Compensation Board of Directors). These duties involve giving advice and 
consent for adopting rules. Additionally, the act abolishes the Public Employment Risk Reduction 
Fund. The Administrator of BWC instead of the Director of Commerce must inspect public 
workplaces and seek injunctive relief for violations of the standards. The Administrator rather than 
the Director also must develop and maintain an effective program of collection, compilation, and 
analysis of employment risk reduction statistics. 

 
Five-Year Rule Review 
 

Pursuant to H.B. 473 and Section 119.032 of the Revised Code, state agencies are required to 
review all agency rules every five years to determine whether to amend the rules, rescind the rules, 
or continue the rules without change. These rules are due for five year rule review in February 
2008. 

 
Rule Changes 

Division (3) of Section 4 of Am. H.B. 67 states: 
“All of the rules, orders, and determinations enacted or adopted by the Department of 
Commerce, Division of Labor and Worker Safety, that relate to the transfer of functions 
required by this section shall continue in effect as rules, orders, and determinations of the 
Bureau of Workers' Compensation until modified or rescinded by the Bureau of Workers' 
Compensation. If necessary to ensure the integrity of the numbering of the Administrative 
Code, the Director of the Legislative Service Commission shall renumber the rules of the 
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Department of Commerce, Division of Labor and Worker Safety, enacted or adopted 
pursuant to Chapter 4167. of the Revised Code to reflect their transfer to the Bureau of 
Workers' Compensation.” 
 
BWC contacted the Director of the Legislative Service Commission (LSC) to determine the 
proper rule numbers for the rules of Chapter 4167. The Director of LSC determined to 
retain the current rule numbers.  
 
The amendments to the rules are chiefly updates required by the transfer of PERRP from 
the Department of Commerce to BWC.  For example, the rules strike references to the 
Director of the Department of Commerce and replace the language with the Administrator; 
strike references to the superintendent of the division of labor and safety and replace the 
language with the superintendent of the division of safety and hygiene; and delete all rules 
and references to the public employment risk reduction advisory commission (PERRAC). 
 
In addition, the rule changes include the following: 

 
4167-1-02 Official address. 
This rule changes the address for all correspondence pertaining to the program from the Department 
of Commerce to the Bureau of Workers Compensation, Division of Safety and Hygiene, 13430 
Yarmouth Drive, Pickerington, Ohio 43147. 
 
4167-1-03 to 4167-1-15 
These rules are deleted due to the abolishment of the PERRAC. 
 
4167-3-05 Ohio specific safety standards. 
This rule deletes the existing Ohio department of transportation manual of traffic control for 
construction and maintenance operations. 

 
 
 
 

h:rules/exsum PERRP rules (3-08).doc 
March 11, 2008 
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BWC Board of Directors 
Executive Summary 

Private Employers Rate Indication 
 
 

Employer Group: Private Employers 
Policy Year: 7-1-2008 through 6-30-2009 
Rate Method: Calculate and apply premium rates designed to provide premiums equal to the cost of 
all injuries or occupational diseases that have injury dates during the policy year. Attached is a table 
showing the rate changes over the past several years. Oliver Wyman, actuarial consultants have 
provided information to the Administrator from which to make a rate recommendation. 

 
Rate Rule Process: 

• Administrator and Chief Actuarial Officer of Ohio Bureau of Workers’ Compensation makes an 
overall rate level recommendation to the Workers’ Compensation Board of Directors Actuarial 
Committee 

• The Actuarial Committee makes a recommendation to the Workers’ Compensation Board of 
Directors who provide advice and consent to the overall rate change by vote 

• The Administrator and Chief Actuarial Officer provide specific rules that are necessary to 
implement the approved rate change (Rules 4123-17-05 and 4123-17-06) at the May 2008 Board 
of Directors Actuarial Committee meeting 

• The Actuarial Committee makes a recommendation to the Workers’ Compensation Board of 
Directors who provide advice and consent to the rules by vote 

• Rules are filed with the Legislative Services Commission and the Secretary of State by June 20, 
2008 with an effective date of July 1, 2008 

 
Oliver Wyman, actuarial consultants have provided the BWC with three rate level scenarios. 
 

1. The baseline scenario is a statistical extrapolation of the historical pure premiums for accident 
year 1998 to 2007.   

2. The reasonable expectation-optimistic scenario relates to the low end of the range, as 
determined by one standard deviation around the baseline trend.   

3. The reasonable expectation-conservative scenario relates to the high end of the range, as 
determined by one standard deviation around the baseline trend. 

 
The Administrator is recommending a 5% overall premium rate decrease for private employers. This 
rate increase will result in the collection of about $1.69 billion in premiums. Employers will pay 
these premiums in February and August 2009.  The premiums will be used to pay only claim related 
expenses for claims with injury dates during the policy year. This is an overall rate change 
recommendation. Some manual classifications will have higher rate increases and some will have 
lower rate changes, even rate decreases. Individual employer’s rates will be calculated using the 
manual base rates and the employer’s individual experience losses. 
 
Subject to your consent, we will calculate the base rates for each of the 528 manual classifications 
and bring those to the May meeting for your advice and consent. 
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Historical PA Rate Recommendations and Selection 

 
 

 
Mercer Oliver Wyman 

Recommendation Range (%) 
 

 
 
 

Policy Year 

 
Reasonable 
Expectatio
n 
Optimistic 

 
 
 

Baseline 

 
Reasonable 
Expectation 

Conservative  

 
 

Approved 
Rate Change 

7-1-2008 -12.3 -6.0 +0.2  
7-1-2007 -13.1 -3.9 -0.9 0% 
7-1-2006 -1.8 +3.9 +8.8 +3.9 
7-1-2005 +4.4 +10.4 +13.2 +4.4 
7-1-2004 +1.9 +7.3 +10.5 +2.0 
7-1-2003 +6.9 +12.5 +15.9 +9.0 
7-1-2002 0.0 +5.0 +8.1 No Change 
7-1-2001 -7.4 -5.3 -2.1 -5.0 
7-1-2000 -9.5 -7.4 -3.2 -5.0 
7-1-1999 -6.3 -4.1 -1.6 -3.0 
7-1-1998 -9.4 -3.7 -6.5 -6.0 

 

History of BWC Rate Changes and NCCI Rate/Loss Cost Level Changes
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Policy Years
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NCCI Percent Change BWC Percent Change

C umulat ive  P er cent ag e  C hang e
     2 0 0 3  -  2 0 0 7

B W C  +2 0 .6 %  N C C I  - 14 .0 %

C umulat ive  P er cent ag e  chang e
19 9 7  -  2 0 0 2

B W C  - 3 0 .1%  N C C I   - 6 .9 %
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Preliminary* 
7-1-2008  
Private Employer Rates 
 

Change in private employer premium rates at the industry level assuming a 5% decrease in 
overall collectible premium. 

 
Industry 
Group 

Name Percent 
Change 

Average 
Collectible 

Rate per $100 
Unit of Payroll 

1 Agriculture   5% $3.93 
2 Extraction -5% $4.16 
3 Manufacturing -1% $3.34 
4 Construction -3% $4.68 
5 Transportation -6% $6.16 
6 Utility 18% $1.39 
7 Commercial   0% $2.69 
8 Service -1% $1.61 
9 High Risk Commercial/Service -2% $3.34 
10 Office Work/Miscellaneous  4% $0.20 

 Total -5% $1.76 
 
Projected payroll is $96.1 billion.  Estimated premium is $1.69 billion. 
 
*This is a preliminary estimate of the overall change in rates at the industry group level.  The 
estimate includes  group membership from policy year 7-1-2007 as the group formation for 7-1-2008 
is unknown at this time.  These numbers are subject to change once the rate calculation process is 
complete. 
 
 

 



Ohio Bureau of Workers’ Compensation  Ted Strickland Marsha P. Ryan
30 W. Spring St.  Governor Administrator 
Columbus, OH  43215-2256 
 
 

 ohiobwc.com 1-800-OHIOBWC 

 
 
To: Marsha P. Ryan, Administrator 
From: John R. Pedrick, FCAS, MAAA, Chief Actuarial Officer 
Date: March 14, 2008 
Subject: Private Employer (PA) Rate Change Effective 7/1/2008 
 
I have reviewed the calculations and results in the document “Rate Recommendations for Private Employers” (PAs) 
submitted by our actuarial consultant, Oliver Wyman (OW), as well as the various data and exhibits prepared by my 
staff, and recommend the BWC implement an overall rate decrease of 5.0% for PAs for the policy year starting July 
1, 2008.  I believe this change will result in an actuarially sound rate level and will meet the requirement to set the 
lowest possible rates of premium consistent with the maintenance of a solvent state insurance fund. 
 
The actuarial analysis indicates three changes that form a reasonable range of options.  The baseline indicated 
change is -7.4%.  The indicated change based on the optimistic assumption that trends will be lower is -13.6%.  The 
indicated change based on the conservative assumption that trends will be higher is -1.3%.  All of these figures were 
calculated using a loss reserve discount rate of 5.0%.  The actuarial analysis also includes similarly calculated 
changes using a discount rate of 4.75%.  These indications are approximately 1.7% higher than each of the figures 
above. 
 
The recommendation to decease rates by 5.0% is based on three considerations.  First, the OW analysis estimates 
total pure premium trend of -0.8% over the entire ten years experience period.  However, the two components of 
total pure premium show different annual trends.  Medical pure premium trend in the analysis is 0.0%, and 
Indemnity pure premium is -1.8%.  These are illustrated on the attached Exhibit 1.  While falling medical pure 
premium is consistent with the BWC’s actions to lower medical costs, it is not clear that the rate of decline will 
continue at the pace shown from 2003 through 2006.  Medical pure premium for 2007 is roughly 4% higher than for 
2006, which could be an early sign that the rate of decline in this cost element will not continue.  This suggests 
caution in using the ten year average without adjustment.   
 
Second, I have examined the annual rate changes along with the actuarial indications since 1997.  Exhibit 2 
illustrates the cumulative changes using an index of 1.00 for 1997.  A decrease of 5.0% is consistent with the desire 
to soften the peaks and valleys of our annual rate changes in order to increase rate stability, while also reflecting the 
underlying costs and keeping rates low. 
 
Third, a change of -5.0% is very close to -5.7%, which is the baseline indication using a discount rate of 4.75%.  
While the topic of changing the discount rate and its applicability to PA rates is not part of this discussion, the 
proposed decrease is consistent with actuarial indications using either discount rate. 
 
In addition to these points, the resulting rates will have a neutral impact on the Net Asset, since this change is in line 
with cost trends.  That is, the impact of premium income to the Net Asset is likely to be similar to that of fiscal year 
2007, allowing us and the Board of Directors to planfully discuss the appropriate level of Net Asset for the BWC 
without deliberately moving it in any particular direction. 
 



Exhibit 1

Medical Pure Premium
(Present Value of Projected Costs @5% Discount)/($100 Projected Payroll)

0.45

0.55

0.65

0.75

0.85

0.95

1.05

1998.5 1999.5 2000.5 2001.5 2002.5 2003.5 2004.5 2005.5 2006.5 2007.5 2009.0

Indemnity Pure Premium
(Present Value of Projected Costs @5% Discount)/($100 Projected Payroll)

0.45

0.55

0.65

0.75

0.85

0.95

1.05

1998.5 1999.5 2000.5 2001.5 2002.5 2003.5 2004.5 2005.5 2006.5 2007.5 2009.0

Total Pure Premium
(Present Value of Projected Costs @5% Discount )/($100 Projected Payroll)

1.40

1.50

1.60

1.70

1.80

1.90

2.00

1998.5 1999.5 2000.5 2001.5 2002.5 2003.5 2004.5 2005.5 2006.5 2007.5 2009.0

Actual 98-07 Trend 00-07 Trend 99-04 Trend

JRP anlysis of OW indication.xls



Exhibit 2
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BWC Board of Directors 
Executive Summary 

Construction Safety Rules: Chapter 4123:1-3 
Five year rule review 

 
Introduction 
 

Chapter 4123:1-3 of the Administrative Code contain the construction safety rules. An employer’s 
violation of a specific safety rule can lead to an additional award for the injured worker (VSSR 
award). The cost of the VSSR award is billed to the employer as a penalty.   

 
Five-Year Rule Review 
 

Pursuant to R.C. 119.032, state agencies are required to review all agency rules every five years to 
determine whether to amend the rules, rescind the rules, or continue the rules without change. The 
safety rules of Chapters 4123:1-3 of the Administrative Code were last reviewed in 1998, and are 
due for five year rule review.   

 
Rule Review Process 
 

Personnel from the BWC Division of Safety and Hygiene met for the past few months with 
professionals from labor and management in the construction industry to review these rules.  The 
stakeholders included representatives from the Ohio State Building and Construction Trade 
Council, South Central Ohio District Council of Carpenters JATC, Norris Brothers Co., Allied 
Construction Industries (Cincinnati), the Builders Exchange of Central Ohio, and the Construction 
Employers Association of Cleveland. 
 
The committee met and reviewed the rules based on the following major principles: 

 
• If the standard complies with the BWC safety rule and complies with OSHA, keep the BWC 

safety rule as is. [Example: Ladder extends 3 feet above landing. BWC safety rule and OSHA 
are the same]. 

• If the standard complies with BWC safety rule but violates OSHA, change BWC safety rule.  
[Example: Safety belts (BWC safety rule) versus body harness (OSHA)]. 

• If the standard violates BWC safety rule but complies with OSHA, change BWC safety rule.  
[Example: Perimeter guardrail 1/4 inch wire rope (OSHA) versus 3/8 inch wire rope]. 

• If the standard does not exists in BWC safety rule now but is in OSHA, keep BWC safety rule 
as is. [Example: Fire protection and prevention, Not in BWC safety rule, is in OSHA]. 

 
Rule Changes 
 

There are 24 rules in Chapters 4123:1-3 of the Administrative Code. Because the rules are lengthy 
(300 pages in a bound 6” by 9” volume), rather than the full text of the rules, attached is a summary 
of the changes in the rules.  



































Date March Notes

3/26/2008 Education Session 1:00 pm to 4:00 pm

1.  MIRA 2
2.  Split loss rating plan - Bill Hansen

3.  PES rate methodology & biennial proposal

3/27/2008 Actuarial Committee 2:30 pm to 4:00 pm @ OCOSH

1.  Action:  PA overall rate change effective July 1, 2008

2.  Public Employer State Agency Rate Analysis
3/28/2008 Board Meeting 9:00 am @ OCOSH

1.  Action:  PA overall rate change effective July 1, 2008

2.  Possible action:  PES rate change eff. 7-1-2008
3/14/2008 Book due on
3/14/2008 *Dual Meeting with Audit Committee to discuss discount rate.

Thursday, March 27 beginning at 12:00 p.m.

Investment Committee at 12:00 p.m.

Joint meeting of Audit and Actuarial

Actuarial Committee ending at 4:00 pm

April
4/23/2008 Education Session

1.  1st presentation on Self-Insured Assessments - Larry King/Dave Boyd/Terry Potts

2.  1st presentation on Marine Fund, Coal Workers' Pneumoconiosis and DWRF - Liz

      Bravender & John Pedrick

3.  1st presentation on Administrative Cost - Tracy Valentino
4/24/2008 Actuarial Committee

1.  Action:  PES Rate rule 4123-17-35 action

2.  Discount rate

3.  Group/experience rating (NCCI) update

4.  MIRA update - transparency and web service offerings - Rex Blateri
4/25/2008 Board Meeting
4/11/2008 Book due on

May
5/28/2008 Education Session
5/29/2008 Actuarial Committee 

1.  Action:  Private Employer Base Rate - Rule 4123-17-05

2.  Action:  Private Employer Limited Loss Ratio and Industry group tables - 

      Rule 4123-17-06

3.  Action:  Self-Insured Assessment Rate - Rule 4123-17-32

4.  Action:  Coal Workers' Pneumoconiosis Fund Rate Rule 4123-17-29

5.  Action:  Marine Fund Rate - Rule 4123-17-19

6.  Action:  Disable Workers' Relief Fund Assessments Rate - Rule 4123-17-29

7.  Action:  Administrative Cost Assessment - Rule 4123-17-36 (Finance)

8.  One Claim Program Rule - Possible

9. Self-Insured
5/30/2008 Board Meeting
5/16/2008 Book due on

June
6/25/2008 Education Session

Fair Isaac present MIRA 2 results
6/26/2008 Actuarial Committee

1.  Group/Experience Rating (NCCI) Plan

2.  Discount rate for Reserve Audit as of 6-30-08

3.  MIRA II update - BWC results

4.  HB 100 Comprehensive Study update

5.  PEC Credibility Table change - action item
6/27/2008 Board Meeting
6/13/2008 Book due on

July
7/23/2008 Education Session
7/24/2008 Actuarial Committee

1.  MIRA update
7/25/2008 Board Meeting
7/11/2008 Book due on

August
8/27/2008 Education Session

PEC Rate training
8/28/2008 Actuarial Committee

1.  Reserve Audit update
8/29/2008 Board Meeting
8/15/2008 Book due on

6-month Actuarial Committee Calendar

2/13/2008       1:20 PM 1



September

9/24/2008 Education Session

9/25/2008 Actuarial Committee

1.  Public Employer Taxing Districts rate change

2.  Annuity Table - Rule 4123-17 - possible based on discount rate

3.  Reserve Audit - full

4.  PES Rate estimates for biennium

5.  Comprehensive study update from consultant

9/26/2008 Board Meeting

Book due on

9/12/2008

October

10/29/2008 Education Session

10/30/2008 Actuarial Committee

1.  Actuarial Audit Reserves - Oliver Wyman, consulting actuaries

2.  Reserve levels

3.  NCCI/BWC State of the line report comparisons

10/31/2008 Board Meeting

Book due on

10/17/2008

2/13/2008       1:20 PM 2



November

11/19/2008 Education Session

11/20/2008 Actuarial Committee

1.  Public Employer Taxing Districts

11/21/2008 Board Meeting

Book due on

11/7/2008

December

12/17/2008 Education Session

12/18/2008 Actuarial Committee

1.  Public Employer State Agency Rule 4123 - Possible

2. MCO fee change

3.  Final Comprehensive study presentation

12/19/2008 Board Meeting

Book due on

12/5/2008

2/13/2008       1:20 PM 3
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BWC Board of Directors  
Actuarial Committee 

CAO Report 
John Pedrick, Chief Actuarial Officer 

March 27, 2008 
 

 

Maximum Discount Reduction 
 

At the last meeting we distributed the results of our analysis of the reduction in the credibility table 

and resulting maximum discount from 90% to 85%. Here is a brief summary. Using the current 

policy year for private employers (7/1/2007 to 6/30/2008), we recalculated experience modifiers 

(EMs) for employers and groups, off-balances by class, and base rates. The results give an initial 

perspective on the potential impact of this change. However, since the composition of groups varies 

each year, and the corresponding group experience modifiers also vary, these results are inaccurate 

for determining the actual impact to rates for the upcoming policy year. It is important to note that 

changing the maximum discount does not impact the overall premium level, but does change the 

premium distribution across employers. 

 

Based on today’s group structure, the maximum discount decrease from 90% to 85% reduced the 

average discount for employers and groups. This in turn decreased the off-balance, lowering base 

rates by an average of 3%.  Most employers are not charged the base rate. Their experience 

modifiers (EMs) are applied to the base rate, resulting in their collectible rate. For group-rated 

employers the average collectible rate increased from $1.02 to $1.10, an increase of 7.8%. The 

average collectible rate for non-group-rated employers dropped from $2.67 to $2.58, a decrease of 

3.4%. Changing the maximum credibility reduces the average discount, which lowers base rates.  

As a result, higher EMs will be applied to lower base rates. 

 

Continuing Projects 
 

Timelines and status for the several key projects and work of the actuarial division follow. 

 

House Bill 100 §512.50 Actuarial Study 
Task/Function Timeline Status 

Project Begins  February 19, 2008  Completed 

Initial Meeting with Deloitte February 27, 2008  Completed 

Deloitte introduced to Actuarial Committee February 28, 2008 Completed 

Deloitte presents first grouping report to Actuarial 

Committee 

June 26, 2008 (tentative)  

 

Deloitte presents second grouping report to Actuarial 

Committee 

August 28, 2008 (tentative)  

Deloitte presents third grouping report to Actuarial 

Committee 

October 30, 2008 (tentative)  

Deloitte presents final report to Actuarial 

Committee/Board 

December 18, 2008 

(tentative) 

 

Project ends December 31, 2008  

Team Leader: Larry King 

Executive Sponsor: John Pedrick 
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 Deloitte attended meetings on March 4
th

 on Self-Insured topics and on March 5
th

 on 

group rating, claims, subrogation, MIRA 2, and MCO’s.  

 A conference call was held with Deloitte and the IT staff on March 7, 2008 to discuss 

their data requirements. BWC will be providing sample files to Deloitte to see if they will 

meet their requirements.  

 Deloitte met with Oliver Wyman on March 10. 2008 to discuss the audit and reserves. 

 Deloitte has requested a meeting with Oliver Wyman and BWC personnel to discuss the 

previous group rating studies and the information currently being reviewed by Oliver 

Wyman.  

 A project plan will be finalized with Deloitte during the next few weeks.  

 

 

Group Rating / Experience Rating (NCCI) 
Task/Function Timeline Status 

Develop Plan December 2007 –  January 2008 90% 

Form Team December 2007 Complete 

Develop NCCI Split Experience Rating Plan   

Create Ohio NCCI parameters and run simulation 

(Oliver Wyman) 

December 2007 – March 2008 50% 

complete 

Operational Impact of New Experience Rating 

Method 

December 2007 – March 2008 25% 

complete 

Communications with Stakeholders (Six Meetings) March 7, 28, April 11, 25, May 9, 

23 

 

Individual Stakeholder Meetings February 26, March 3, 4, 5, 7, 12, 

17, 18, 19, 20. 

25% 

Analyze Impacts to Group Program   

Run Simulations and impact analysis of all 

recommendations 

January 2008 – April 2008  

Private Employer Max Credibility at 80%; 75%; 

70%; 65% and 60% 

October 2007 – January 2008 90% 

complete 

Public Employer Max Credibility at 80%; 75%; 

70%; 65% and 60% 

December 2007 – February 2008 50% 

complete 

Group Rating Rule changes   

Continuity of group requirements December 2007 – March 2008  

Other rules December 2007 – March 2008  

Compile data and report for Board March 2008 – June 2008  

Obtain feedback from Administrator and Senior Team March 2008 – June 2008  

Present full plan to Board June 2008  

Team Leader: Jeremy Jackson 

Executive Sponsors: John Pedrick, Keary McCarthy, Tina Kielmeyer 

 

 We are meeting with third party administrators and employer associations in one-on-one 

meetings to share progress and to get input.  These meetings are proving to be very 

helpful and provide opportunities for openness and frank discussion. 
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MIRA II 
Task/Function Timeline Status 

Historical Data Extraction January – August 2007 Complete 

Customer Workgroups  ----------- 

Employer-Web Services Focus Group November 2007 Complete 

Claim Expert Workgroup November – December 2007 75% 

MIRA II-TPA Update Meeting December 11, 2007 Complete 

MIRA II Injury Mapping Logic-Finalized and 

Approved 

January 2008 Complete 

MIRA II-Development of Reserve Models (FIC) February – May 2008 In progress 

Data Interface Testing March – May 2008  

MIRA II- Web Services Enhancement February – July 2008 In progress 

Testing/Review of Initial MIRA II Reserves May – June 2008  

Training/Education on MIRA II System July – November 2008  

MIRA II Reprediction (Adjustment) System   

Design, Develop, Test, Implement May 2008 – January 2009  

Implement MIRA II July – August 2008  

Team Leader: Rex Blateri 

Executive Sponsors: John Pedrick, Leo Genders, Keary McCarthy, Tina Kielmeyer 

 

 Internal and external meetings with claim experts, TPA’s, and employer representatives 

continue to provide excellent input to the process. 

 

 

Private Employer (PA) Rates Effective July 1, 2008 
Task/Function Timeline Status 

Private Employer Rates January 2008 through June 2008 On Schedule 

Summary Losses January 17, 2008 through February 20, 2008 Completed 

Summary Payroll January 21, 2008 through February 20, 2008 Completed 

Group Application Deadline February 29, 2008 Completed 

Rate Calculations February 21, 2008 though May 23, 2008 On Schedule 

Rate Change Analysis to Board February –  March 2008 Pending 

Final Rates to Board May 29, 2008  

Mailing Employer Rate Letters  June 30, 2008  

 

 

Public Employer State Agency (PES) Rates Effective July 1, 2008 
Task/Function Timeline Status 

Public Employer State Agency Rates January 2008 - April 2008 On Schedule 

Run & verify payroll and premium February 8-21, 2008 Completed 

Run & verify losses February 28 – March 5, 2008 Completed 

Run & verify base rates March 6-17, 2008 Completed 

Discuss rate change with administrator March 6-21, 2008  

Board – Initial Consideration March 27-28, 2008  

Board – Final Rates & Rule April 24-25, 2008  

Mail  Employer Letters June 30, 2008  

 



CAO Report to BWC Board of Directors, Actuarial Committee - March 27, 2008 
 

C:\Documents and Settings\a76423\Desktop\March BoD Raw materials\Actuarial\F = CAO Report Mar 2008.doc.docx 4 

Other Rates and Quarterly Loss summaries 
Task/Function Timeline Status 

Self Insured Assessments April 2008 through June 2008  

Disabled Workers’ Relief Fund Rates April 2008 through June 2008  

Marine and Coal Industry Fund Rates April 2008 through June 2008  

Quarterly Reserve Analysis – 4th quarter 

2007 

January 1, 2008 through January 17, 

2008 

Completed 

Quarterly Reserve Analysis – 1st 

quarter 2008 

April 1, 2008 through April 17, 2008  

Quarterly Reserve Analysis – 4th quarter 

2007 

July 1, 2008 through July 17, 2008  

 

 



The following presentation was given during a joint meeting of the Investment and Actuarial Committees 
held on Thursday, March 27, 2008



Setting the Discount Rate

Marsha P.  Ryan,  Administrator
 2  2008March 27, 2008



Assets Liabilities

Premiums Discount
Risk

IPS
I

Claims
rate

Risk 
Tolerance

IPS
Issues
TBD Risk Issues

TBD
Asset 

Allocation

Desired Net Assets

Solvency

2

RC 4123.34: “…fix and maintain…the lowest possible rates of premium 
consistent with the maintenance of a solvent state insurance fund…"

3/28/2008



Discount rateDiscount rateDiscount rateDiscount rate
The discount rate is NOT

I  li  
The discount rate IS

R i i  f h  i  Investment policy 
It does not change the 
amount of assets we 

Recognition of the time 
value of money 
$1 of future claims liability amount of assets we 

have today to make 
future claims payments

$1 of future claims liability 
can be paid by setting 
aside less than $1 today 
d  t  t d It does not change the 

amounts we will pay in 
the future for claims. 

due to expected 
investment earnings
The minimum investment 
return over the next 50+ 
years in which we are 
highly confident

3 3/28/2008

highly confident



GoalsGoalsGoalsGoals
Establishment of a conservative discount rate 
using a methodology supported by accounting using a methodology supported by accounting 
and actuarial literature
◦ Should be established with a long term view to reduce 

volatility in our balance sheet and premiums

◦ Should not exceed highly dependable investment returns 
over long periods of time

◦ Should enable management to focus on business 
enterprise goals, such as financial strength and 
operational excellence

4 3/28/2008



Discount rateDiscount rateDiscount rateDiscount rate
History of the Reserve Discount

5 3/28/2008



Discount rateDiscount rateDiscount rateDiscount rate
How is the discount rate set? 
Factors are provided in GASB 10

Investment yields
◦ BWC performance 

◦ Long-term “riskless” investmentLong term riskless  investment

Cash flow patterns
◦ On an annual basis, cash inflows approximate cash outflows

Settlement rates

6 3/28/2008



Discount rateDiscount rateDiscount rateDiscount rate
Investment factors included in BWC’s 

methodology

As a point of reference, the average 30-year treasury 
constant maturity index yield for the five-year period 
ended June 30, 2007 was 4.859% ended June 30, 2007 was 4.859% 
Annual returns on State Insurance Fund for the past 
seven years have ranged from 14.4 % in 2003 to          
-4.7% in 2002. 
Consideration of the time value of money using a       
low-risk rate of return low risk rate of return 

7 3/28/2008



Discount rateDiscount rateDiscount rateDiscount rate
BWC avg. annual total investment returns

2004-07     6.7%

2003-07     8.2%

2001-07     4.7%

8 3/28/2008



Discount rateDiscount rateDiscount rateDiscount rate

Actuarial considerations included in 
BWC’s methodology

Timing of future payments is uncertain
Amount of future payments is uncertain
Historical patterns analyzed using today’s knowledge 
may not estimate future costs with complete accuracy
Investment returns vary annually Investment returns vary annually 

9 3/28/2008



Discount rateDiscount rateDiscount rateDiscount rate
Balance Sheet Impacts

io
ns

2.11.71.30.80.4 Net Assets

B
ill

10

Discount Rate

3/28/2008



Discount rateDiscount rateDiscount rateDiscount rate
Next Steps: 

Set rate for this policy year beginning July 1, 2008
W ll  h    d  f  ll f h    h  ◦ Will use the most recent data for all of the items we have 
discussed today. 

Complete catastrophic analysis next policy year using 
information from Deloitte and other studies
Will re-examine discount rate annually

11 3/28/2008



Discount rateDiscount rateDiscount rateDiscount rate
Financial strength of BWC

Net assets 

Assets invested 
with a prudent 
strategy balancing 

Net assets 
sufficient to fund 
future costs that 
are reasonably 

di t bl  
Liabilities 
stated with a 
high level of 

strategy balancing 
risk and return 

predictable 

12

g
confidence

3/28/2008



Assets Liabilities

Premiums Discount
Risk

IPS
I

Claims
rate

Risk 
Tolerance

IPS
Issues
TBD Risk Issues

TBD
Asset 

Allocation

Desired Net Assets

Solvency

13

RC 4123.34: “…fix and maintain…the lowest possible rates of premium 
consistent with the maintenance of a solvent state insurance fund…"

3/28/2008
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