BWC Board of Directors

Board Agenda
Thursday, April 30, 2009
William Green Building
Level 2, Room 3

8:00 a.m. — 12:00 p.m.

Call to Order

Bill Lhota, Board Chair

Roll Call

Jill Whitworth, Scribe

Bill Lhota, Chair

Approval of minutes of the March 20, 2009 Board meeting
Review meeting agenda

Committee Reports

Governance Committee
Alison Falls, Committee Chair

1.
2.

3.

Metal Casting Industry Rule 4123:1-7,Possible Vote
Steelmaking, Manufacture, Fabricating Rule 4123:1-9,
Possible Vote

Laundering and Dry cleaning Rule 4123:1-11,Possible
Vote

Actuarial Committee
Chuck Bryan, Committee Chair

1.

4.
5.

6.

PA Base Rate and Expected Loss rates Rules 4123-17-05
and 4123-17-06, Possible Vote

2. Capping Rule 4123-17-03, Possible Vote
3.

Group Break Even Factor Rule 4123-17-64.1,Possible
Vote

Group Retrospective Rule 4123-17-73, Possible Vote
Premium Discount Program Rule 4123-17-70, Possible
Vote

Drug Free Program modifications Rule 4123-17-58
(DFWP) and 4123-17-58.1 (DF-EZ), Possible Vote

Audit Committee
Ken Haffey, Committee Chair



Investment Committee
Bob Smith, Committee Chair

1. Amendment of Investment Committee resolution dated
March 19, 2009 regarding conversion of Large Cap Equity
account of Disabled Workers’ Relief Fund from passive
management separate account to passive management
commingled account, Possible Vote

2. Amendment of Investment Committee resolution dated
March 19, 2009 regarding conversion of Large Cap Equity
account of Coal Workers’ Pneumoconiosis from passive
management separate account to passive management
commingled account, Possible Vote

3. Revisions to Statement of Investment Policy and
Guidelines including State Insurance Fund asset
allocation recommendations, Possible Vote

Monthly Enterprise Report
Tracy Valentino, Chief, Fiscal & Planning Division

Strategy Discussion
Net Asset Levels
Don Berno, Board Liaison

Legislative Update
Peggy Concilla, Interim Chief Legislative Affairs & Policy

Administrator Briefing
Marsha P. Ryan, Administrator

Executive Session (if needed)
Litigation Update

Adjourn
Bill Lhota, Board Chair

AFTER MEETING: Tour of the new Columbus Service Office (optional)
Next Meeting: Friday, May 29, 2009, 8:00 am-12:00 pm

*Not all discussion items have materials included. 5/1/2009 2:16 PM
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Enterprise Report

BWoC's financial statements are prepared in accordance with accounting principles generally accepted in the United
States of America. The statements are prepared using the accrual basis of accounting and the economic resources
measurement focus.

Go Statement of Operations
This statement reports operating revenues and expenses, as well as net investment revenues for the current
fiscal year to date, projected, and prior fiscal year to date. A combining schedule for the statement of opera-
tions presents the current fiscal year to date revenue and expenses by fund. Pages 5 and 6.

Go Statement of Investment Income
This statement provides information on the sources of investment income, changes in investment fair value,
and investment expenses. Information is presented for the current fiscal year to date, projected, and prior
fiscal year to date. Page 7.

Go Administrative Cost Fund Budget Summary
This statement reports actual fiscal year to date administrative expenses and budget compared to the budget
for the fiscal year and prior fiscal year to date expenses for BWC. The fiscal year budget is also compared to
the agency appropriation. Pages 8 and 9.

Go State Insurance Fund Administrative Expense Summary
This statement reports administrative expenses that are permitted to be paid from the State Insurance Fund
for the current and prior fiscal year to date along with the remaining open encumbrances for each of the
contracts. Page 10.

Go Statement of Cash Flows
This statement presents cash flows from operating, capital and related financing activities, and investing ac-
tivities. Cash collections and payments are reflected in this statement to arrive at the net increase or decrease
in cash and cash equivalents. Page 71.

Go Statement of Net Assets
This statement presents information reflecting BWC's assets, liabilities, and net assets. Net assets represent
the amount of total assets less liabilities. This statement would be referred to as a balance sheet in the private
sector. A combining schedule presents this information by fund. Pages 12 and 13.

Go Financial Performance Metrics
Financial ratios reflecting BWC's performance are presented here. These financial ratios are insurance indus-
try recognized financial metrics. Page 14.

Go Operational Performance Metrics
Measures reflecting BWC's operational performance are presented here. Pages 15 through 17.

Go Performance Metrics Glossary
Glossary provides definitions and information on calculations for each performance metric. Page 18.
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March Financial Analysis
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BWC'’s net assets increased by $583 million in March resulting in net assets of $1.5 billion at March 31, 2009 compared

to $940 million at February 28, 2009.

Fiscal YTD Month Ended Fiscal YTD
($ in millions) Feb. 28, 2009 Mar. 31, 2009 Mar. 31, 2009
Operating Revenues $1,474.3 $178.4 $1,652.7
Operating Expenses 1,502.3 180.2 1,682.5
Operating Transfers to ODNR & WCC (3.3) - (3.3)
Net Operating Gain (Loss) (31.3) (1.8) (33.1)
Net Investment Income (Loss) (1,531.7) 584.6 (947.1)
Increase (Decrease) in Net Assets (1,563.0) 582.8 (980.2)
Net Assets End of Period $940.3 $1,5623.1 $1,5623.1

o Premium and assessment income of $186 million net of a $16 million provision for uncollectible accounts
receivable along with other income of $8 million resulted in operating revenues of $178 million in March.
Other income is primarily penalties billed to private employers for the late filing and payment of premiums
that were due on February 28.

o Benefits and compensation adjustment expenses of $173 million along with other expenses of $7 million
resulted in operating expenses of $180 million in March.

o A $510 million increase in portfolio market value in March along with interest and dividend income of
$75 million for the month, resulted in a net investment income of $585 million for the month after invest-
ment expenses. The increase in portfolio market value is comprised of $566 million in net unrealized gains
and $56 million in net realized losses.

o Private employer premium payments for the six month period ended December 31, 2008 contributed to
premium and assessment receipts of $123 million in March. Collections were $10 million less than pro-
jected for the month.

o Claim payments issued in March were $161 million, including $13 million in claim settlements.

o Principal and interest payments of $18 million were made on the William Green Building bonds. These
bonds mature in 2014, with a total of $90.4 million in principal and interest remaining on the bonds.

Fiscal Year-to-Year Comparisons

BW(C'’s total net assets have decreased by $980 million for fiscal year-to-date 2009 resulting in net assets of $1.5 billion
at March 31, 2009 compared to $2.5 billion at March 31, 2008.

Fiscal YTD Projected FYTD Fiscal YTD
($ in millions) Mar. 31, 2009 Mar. 31, 2009 Mar. 31, 2008
Operating Revenues $1,653 $1,647 $1,691
Operating Expenses 1,683 1,943 2,529
Operating Transfer Out to ODNR (3) (4) -
Net Operating Gain (Loss) (33) (300) (838)
Net Investment Income (Loss) (947) 785 993
Increase (Decrease) in Net Assets (980) 485 155
Net Assets End of Period $1,523 $2,988 $2,461

o BWC's operating revenues for fiscal year-to-date 2009 were $1.7 billion, a decrease of $38 million compared
to fiscal year-to-date 2008. The decrease is primarily due to declines in accruals for unbilled premium re-

ceivable because of lower than expected losses for state agencies, self-insured employers, and DWRF.
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o Benefit and compensation adjustment expenses have decreased by $846 million in fiscal year 2009 due to
a decrease in the change in reserves for compensation and compensation adjustment expenses. Reserves
for compensation and compensation adjustment expenses have decreased by $67 million in fiscal year
2009 compared to a $644 million increase in fiscal year 2008. The fiscal year 2009 reserve projections are
based on payment trends through December 31, 2008 and include a short-term medical inflation assump-
tion of 6% compared to the 9% medical inflation rate used in the fiscal year 2008 actuarial audit.

o Claim payments, excluding Ohio Hospital Association (OHA) settlements, have decreased by almost
$70 million for fiscal year-to-date 2009 compared to the same period in fiscal year 2008. Claim settlements
have declined by $79 million and permanent partial payments have declined by $2 million. These declines
were partially off-set by increased payments for percent permanent partial disability, and permanent total
disability benefits. Over $23 million has been paid this fiscal year in settlement of the OHA lawsuit.

o Benefit and compensation adjustment expenses are $261 million or almost 14% less than projected due to
lower than projected disbursements for claims and claims adjustment expenses.

o BWC's net investment loss for fiscal year-to-date 2009 totaled $947 million, comprised of $224 million in
net realized losses and $1.2 billion in net unrealized losses, partially off-set by $521 million of interest and
dividend income net of almost $4 million in investment expenses.

o Fiscal year-to-date premium collections were 1% higher than projected but were almost 2% below last
fiscal year. Fiscal year-to-date claims disbursements were 1% lower than projected; contributing to the
$44 million favorable variance in cash provided by operating activities.

o A total of $265 million has been redeemed from investment managers in fiscal year 2009 to meet operating
cash flow needs and anticipated portfolio rebalancing. These redemptions compare to the $155 million that
was redeemed during this same time frame last fiscal year.

Conditions expected to affect financial position or results of

operations include:

o Cash disbursements will increase as payments are made to settle the remaining $14.7 million liability re-
sulting from the Ohio Hospital Association lawsuit disputing fee schedules that were not adopted through
the Ohio Revised Code Chapter 119 rules process.

o The number of private employers participating in the 50/50 payment program increased by almost 20% this
collection period compared to the collection period ended August 31, 2008. These employers will be paying
$176 million in premiums by June 1, 2009 to maintain active coverage.

o Approximately $47 million was billed to 29,000 private employer accounts that had not reported payroll for
the July 1 through December 31, 2008 coverage period. The accounts will be certified to the Ohio Attorney
General’s office for collection on April 20"". The percentage of private employer accounts billed estimated
premium is consistent with the percentage of employers billed last year.

Net Assets
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Statement of Operations

Fiscal year to date March 31, 2009

(in millions)

Contents

Year to Year

Variance to Prior Yr. Increase
Actual Projected Projected Actual (Decrease)
Operating Revenues
Premium & Assessment Income $1,700 $1,682 $18 $1,732 $(32)
Provision for Uncollectibles (62) (51) (11) (56) (6)
Other Income 15 16 (1) 15 -
Total Operating Revenue 1,653 1,647 6 1,691 (38)
Operating Expenses
Benefits & Compensation Adj. Expense 1,614 1,875 261 2,460 (846)
Other Expenses 69 68 (1) 69 -
Total Operating Expenses 1,683 1,943 260 2,529 (846)
Operating Transfers (3) (4) 1 - (3)
Net Operating Gain (Loss) (33) (300) 267 (838) 805
Net Investment Income (Loss) (947) 785 (1,732) 993 (1,940)
Increase (Decrease) in Net Assets $(980) $485 $(1,465) $155 $(1,135)
Operating Revenues Operating Expenses
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Statement of Operations - Combining Schedule

Fiscal year to date March 31, 2009

(in thousands)

State Insurance

Disabled
Workers' Relief

Coal-Workers
Pneumoconiosis

Public Work
Relief Employees’

Marine
Industry

Self-Insuring

Employers’ Guaranty

Administrative
Cost

Fund Account Fund Account Fund Account Fund Account  Fund Account Fund Account Fund Account Totals
Operating Revenues:
Premium & Assessment Income $1,345,579 $59,937 $1,375 $106 $614 $14,960 $277,616  $1,700,187
Provision for Uncollectibles (57,757) (2,644) - - - (87) (1,945) (62,433)
Other Income 12,726 - - - - - 2,202 14,928
Total Operating Revenues 1,300,548 57,293 1,375 106 614 14,873 277,873 1,652,682
Operating Expenses:
Benefits & Compensation
Adj Expenses 1,352,245 55,061 685 (85) 261 17,537 188,340 1,614,044
Other Expenses 16,971 250 60 — 103 1 51,078 68,463
Total Operating Expenses 1,369,216 55,311 745 (85) 364 17,538 239,418 1,682,507
Net Operating Income (Loss)
before Operating Transfers Out (68,668) 1,982 630 191 250 (2,665) 38,455 (29,825)
Operating Transfers Out (2,581) - (3,106) - - - 2,238 (3,449)
Net Operating Income (Loss) (71,249) 1,982 (2,476) 191 250 (2,665) 40,693 (33,274)
Investment Income:
Investment Income 475,006 33,974 7,213 457 342 619 3,655 521,166
Net Realized Gains (Losses) (203,870) (17,209) (3,105) - - - - (224,184)
Net Unrealized Gains (Losses) (1,146,724) (75,679) (17,558) (236) (177) - - (1,240,374)
Total Realized & Unrealized
Capital Gains (Losses) (1,350,594) (92,888) (20,663) (236) (177) - - (1,464,558)
Investment Manager &
Operational Fees (3,290) (207) (123) (1) - (2) - (3,623)
Gain (Loss) on Disposal
of Fixed Assets - - - - - - (70) (70)
Total Non—-Operating
Revenues, Net (878,878) (59,121) (13,573) 220 165 617 3,485 (947,085)
Increase (Decrease) in
Net Assets (Deficit) (950,127) (57,139) (16,049) 411 415 (2,048) 44,178 (980,359)
Net Assets (Deficit),
Beginning of Period 2,206,922 848,727 179,339 19,350 13,431 8,919 (773,399) 2,503,289
Net Assets (Deficit),
End of Period $1,256,795 $791,588 $163,290 $19,761 $13,846 $6,871  $(729,221) $1,522,930

6

This report shows operating activity for each of the funds administered by BWC.

The deficit in net assets for the Administrative Cost Fund is a result of recognizing the actuarially estimated liabilities for loss
adjustment expenses while funding for ACF is on a pay-as-you—go basis.
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Statement of Investment Income

Fiscal year to date March 31, 2009

(in thousands)

Contents

Year to Year

Variance to Prior Yr. Increase
Actual Projected Projected Actual (Decrease)
Investment Income
Bond Interest $453,236 $571,419 $(118,183) $554,699 $(101,463)
Dividend Income-Domestic & International 55,067 51,750 3,317 45,825 9,242
Money Market/Commercial Paper Income 4,882 7,319 (2,437) 14,733 (9,851)
Misc. Income (Corp Actions, Settlements) 7,981 2,700 5,281 3,859 4,122
Private Equity - - - 3,920 (3,920)
Securities Lending Income, Net of Fees - - - - -
Total Investment Income 521,166 633,188 (112,022) 623,036 (101,870)
Realized & Unrealized Capital Gains
and (Losses)
Bonds - Net Realized Gains (Losses) (138,465) - (138,465) (67,173) (71,292)
Stocks — Net Realized Gains (Losses) (85,853) - (85,853) 42,407 (128,260)
Subtotal — Net Realized Gains (Losses) (224,318) - (224,318) (24,766) (199,552)
Bonds — Net Unrealized Gains (Losses) (60,191) - (60,191) 903,513 (963,704)
Stocks — Net Unrealized Gains (Losses) (1,180,183) 155,250 (1,335,433) (449,408) (730,775)
Subtotal — Net Unrealized Gains (Losses) (1,240,374) 155,250 (1,395,624) 454,105 (1,694,479)
Net Gain (Loss) — PE 134 - 134 (49,587) 49,721
Change in Portfolio Value (1,464,558) 155,250 (1,619,808) 379,752 (1,844,310)
Investment Manager & Operational Fees (3,623) (3,668) 45 (9,703) (6,080)
Net Investment Income (Loss) $(947,015) $784,770  $(1,731,785) $993,085  $(1,940,100)

BWC Enterprise Report
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Administrative Cost Fund Expense Analysis

March 2009

8

o BWC Administrative Cost Fund expenses are approximately $23.9 million (10%) less than budgeted and
approximately 1% less than last fiscal year.

o Changes in payroll within divisions, including BWC Administration, Customer Service, Medical and
Ombuds Office, varied due to vacant management positions that were filled in fiscal year 2009, vacancies
resulting from the fiscal year 2008 Early Retirement Incentive, hiring controls implemented by OBM and
positions moving due to reorganization. BWC's early retirement offering that ended January 31, 2008,
resulted in Early Retirement Expenses in fiscal year 2008.

o The timing of the receipt of invoices for payment in fiscal year 2009 caused actual expenditures to be less
than the amount budgeted through March. A closer evaluation of projects and the need for IT consultants
continues to cause a reduction in IT personal services.

o Restrictions implemented for all state agencies concerning the purchase of equipment led to BWC more
closely evaluating equipment needs and the reduction of equipment purchases in fiscal year 2008 and
2009.

o Positions not yet filled led to a reduction in the fiscal year 2009 budget as of March. The payroll budget will
be increased as employees are hired.

o BWC's current fiscal year 2009 budget is approximately $28 million (8.5%) less than appropriated by the
General Assembly.

BWC Enterprise Report
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Administrative Cost Fund
Budget Summary

As of March 31, 2009

FYTDO9 Increase FYTDO9
FTE's Actual Budgeted FYTD09 Percentage FY09 FYTD08 (Decrease) Percentage
Expense Description FYo9 FYTD09 Variance Variance Budget Expenses in FY09 Variance
Payroll
BWC Board of Directors 12 715,032 712,391 (2,641) -0.37% 896,756 576,039 138,993 24.13%
Workers’ Comp Council 72,323 72,323 0 0.00% 80,339 0 72,323 100.00%
BWC Administration 10 610,246 610,246 0 0.00% 831,862 449,319 160,927 35.82%
Customer Service 1,481 85,451,056 85,546,564 95,508 0.11% 111,426,001 88,626,747 (3,175,691) -3.58%
Medical 137 9,073,187 9,083,488 10,301 0.11% 11,891,628 8,108,851 964,336 11.89%
Special Investigations 139 8,625,865 8,627,438 1,573 0.02% 11,226,192 8,610,480 15,385 0.18%
Fiscal and Planning 67 3,845,130 3,873,588 28,458 0.73% 5,026,505 3,755,069 90,061 2.40%
Actuarial 20 1,294,831 1,295,438 607 0.05% 1,717,987 1,195,418 99,413 8.32%
Investments n 898,843 900,247 1,404 0.16% 1,219,370 758,357 140,486 18.53%
Infrastructure & Technology 297 22,921,07M 23,037,110 116,039 0.50% 29,971,003 22,422,944 498,127 2.22%
Legal 76 5,151,892 5,151,711 (181) 0.00% 6,752,979 4,771,705 380,187 1.97%
Communications 24 1,945,040 1,943,168 (1,872) -0.10% 2,413,313 2,113,697 (168,657) -1.98%
Human Resources 66 4,212,394 4,213,084 690 0.02% 5,502,223 4,034,412 177,982 4.41%
Internal Audit 16 1,042,812 1,043,302 490 0.05% 1,405,928 1,183,015 (140,203) -11.85%
Ombuds Office 10 436,596 436,895 299 0.07% 593,672 305,268 131,328 43.02%
Early Retirement Expenses 0 0.00% 230,212 (230,212) -100.00%
Total Payroll 2,366 146,296,318 146,546,993 250,675 0.17% 190,955,758 147,141,533 (845,215) -0.57%
Personal Services
Information Technology 7,666,964 10,216,840 2,549,876 24.96% 13,539,105 10,448,216 (2,781,252) -26.62%
Legal - Special Counsel 783,738 1,180,493 396,755 33.61% 1,571,015 892,644 (108,906) -12.20%
Legal - Attorney General 3,225,701 3,333,064 107,363 3.22% 4,444,085 3,139,623 86,078 2.74%
Other Personal Services 4,506,013 6,539,735 2,033,722 31.10% 8,194,073 3,076,695 1,429,318 46.46%
Total Personal Services 16,182,416 21,270,132 5,087,716 23.92% 27,748,278 17,557,178 (1,374,762) -1.83%
Maintenance
William Green Rent 20,578,304 20,686,500 108,196 0.52% 20,686,500 20,237,720 340,584 1.68%
Other Rent and Leases 8,460,105 9,436,487 976,382 10.35% 11,910,383 7,949,865 510,240 6.42%
Software and Equipment
Maintenance and Repairs 11,576,274 15,309,799 3,733,525 24.39% 19,604,579 11,835,341 (259,067) -2.19%
Inter Agency Payments 2,327,883 2,848,281 520,398 18.27% 3,660,962 2,444,826 (116,943) -4.78%
Communications 2,816,269 5,280,558 2,464,289 46.67% 6,962,294 2,735,692 80,577 2.95%
Safety Grants and
Long Term Care Loan 3,177,106 4,500,000 1,322,894 29.40% 6,000,000 3,036,830 140,276 4.62%
Supplies and Printing 1,133,188 2,398,035 1,264,847 52.75% 3,188,306 1,307,261 (174,073) -13.32%
Other Maintenance 2,371,531 2,825,759 454,228 16.07% 3,748,322 2,353,596 17,935 0.76%
Total Maintenance 52,440,660 63,285,419 10,844,759 17.14% 75,761,346 51,901,131 539,529 1.04%
Equipment 827,653 8,560,993 7,733,340 90.33% 9,680,865 1,168,562 (340,909) -29.17%
Total Administrative Cost Fund
Expenses 215,747,047 239,663,537 23,916,490 9.98% 304,146,247 217,768,404 (2,021,357) -0.93%
Total Agency Appropriation 332,360,479

Budget to Appropriation Variance 28,214,232
Percentage Variance 8.49%
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State Insurance Fund
Administrative Expense Summary

As of March 31, 2009

Contents

Actual Encumbrance FYTD Actual Encumbrance Actual
FYTD 2009 Balance & Encumbrance Closing Date FYTD 2008
Investment Administrative Expenses
UBS Securities LLC $275,191 $0 $275,191 6/30/08 $4,939,588
Wilshire Associates Inc. 0 0 0 480,368
JP Morgan Chase - Performance Reporting 70,249 31,085 101,334 6/30/08 208,971
Mercer Investment Consulting 316,664 204,829 521,493 6/30/09 0
Other Investment Expenses 162,050 310,259 472,309 6/30/09 211,049
824,154 546,173 1,370,327 5,839,976
Actuarial Expenses
Mercer Oliver Wyman 480,620 1,026,837 1,507,457 12/31/09 617,328
Oliver Wyman Consulting 231,659 1,722,700 1,954,359 12/31/09 0
Deloitte Consulting LLP 1,550,095 0 1,550,095 12/31/08 0
AON Risk Consultants 0 0 0 263,599
2,262,374 2,749,537 5,011,911 880,927
Ohio Rehabilitation Services 605,407 0 605,407 6/30/09 0
TOTAL $3,691,935 $3,295,710 $6,987,645 $6,720,903

10

The above expenses are paid from the non-appropriated State Insurance Fund.

The investment administrative expense are included in the investment expenses reported on the statement of investment

income on page 7.

The encumbrance balance is the amount remaining on the contract and may extend beyond the end of this fiscal year.
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Statement of Cash Flows

Fiscal year to date March 31, 2009

(in millions) Year to Year
Variance to Prior Yr. Increase
Actual Projected Projected Actual (Decrease)

Cash Flows from Operating Activities:

Cash Receipts from Premiums $2,018 $1,993 $25 $2,057 $(39)
Cash Receipts — Other 20 22 (2) 20 -
Cash Disbursements for Claims (1,591) (1,611) 20 (1,635) 44
Cash Disbursements for Other (336) (337) 1 (357) 21
Net Cash Provided (Used)
by Operating Activities 111 67 44 85 26
Net Cash Flows from
Noncapital Financing Activities (3) (4) 1 - (3)
Net Cash Flows from Capital and
Related Financing Activities (22) (21) (1) (22) -
Net Cash Provided (Used) by
Investing Activities 268 167 101 161 107
Net Increase (Decrease) in Cash
and Cash Equivalents 354 209 145 224 130
Cash and Cash Equivalents,
Beginning of Period 378 378 — 328 50
Cash and Cash Equivalents, End of Period $732 $587 $145 $552 $180
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Statement of Net Assets

As of March 31, 2009

(in millions)

Year to Year

Contents

Prior Yr. Increase
Actual Actual (Decrease)
Assets
Bonds $13,025 $13,939 $(914)
Stocks 2,701 3,242 (541)
Private Equities - 21 (21)
Cash & Cash Equivalents 732 552 180
Total Cash and Investments 16,458 17,754 (1,296)
Accrued Premiums 4,038 4,272 (234)
Other Accounts Receivable 415 415 -
Investment Receivables 250 287 (37)
Other Assets 111 115 (4)
Total Assets 21,272 22,843 (1,571)
Liabilities
Reserve for Compensation and
Compensation Adj. Expense $19,369 $19,916 $(547)
Accounts Payable 37 56 (19)
Investment Payable 137 120 17
Other Liabilities 206 290 (84)
Total Liabilities 19,749 20,382 (633)
Net Assets $1,5623 $2,461 $(938)

12

BWC Enterprise Report



Contents

Statement of Net Assets — Combining Schedule

As of March 31, 2009

(in thousands)

Disabled Coal-Workers Public Work Marine Self-Insuring  Administrative
State Insurance  Workers' Relief ~ Pneumoconiosis Relief Employees’ Industry ~ Employers’ Guaranty Cost
Fund Account  Fund Account Fund Account Fund Account Fund Account  Fund Account Fund Account Eliminations Totals

Assets

Bonds $11,943,637 $ 858449 § 182953 $§ 22642 § 16916 $ - $ - $ - $13,024,597

Stocks 2,473,637 187,979 39,542 - - - - - 2,701,158

Private Equities 197 - - - - - - - 197

Cash & Cash Equivalents 658,991 10,893 2,821 127 332 54,518 3,950 - 731,632

Total Cash & Investments | $15,076,462 $ 1,057,321 $ 225316 $ 22,769 $ 17,248 $ 54518 $ 3950 $ - $16,457,584

Accrued Premiums 1,635,656 1,518,197 - 251 - 670,320 213,333 - 4,037,757

Other Accounts Receivable 327,684 24,931 - (7) - (661) 63,253 - 415,200

Interfund Receivables 12,960 66,308 625 40 49 2,314 101,148 (183,444) -

Investment Receivables 229,371 17,432 3,585 - - 23 - - 250,411

Other Assets 25,540 22 - - - - 85,090 - 110,652
Total Assets $17,307,673 $ 2,684,211 $ 229526 § 23053 § 17,297 $ 726514 $ 466,774 $ (183,444) $21,271,604
Liabilities

Reserve for Compensation &

Compensation Adj. Expense | $15,617,673 $1871,453 § 62800 § 3284 $ 3222 $ 717,168 $1,092,917 $ - $19,368,517

Accounts Payable 36,195 - - - - - 490 - 36,685

Investment Payable 124,399 9,842 2,622 - - - - - 136,863

Interfund Payables 169,606 11,261 65 8 29 2475 - (183,444) -

Other Liabilities 103,005 67 749 - 200 - 102,588 - 206,609
Total Liabilities 16,050,878 1,892,623 66,236 3,292 3,451 719,643 1,195,995 (183,444) 19,748,674
Net Assets $ 1,256,795 $ 791,588 $ 163290 § 19,761 $ 13846 $ 6,871 $(729,221) $ - $ 1,522,930
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Financial Performance Metrics

Contents

Actual Projected Actual
FY09 FY09 FY08 Target
As of 3/31/09 As of 3/31/09 As of 3/31/08

Loss Ratio 76.8% 90.1% 116.9%
LAE Ratio - MCO 7.0% 8.4% 12.1%
LAE Ratio - BWC 11.1% 13.0% 13.0%
Net Loss Ratio 94.9% 111.5% 142.0% 120.0%
Expense Ratio 4.0% 4.0% 4.0% 5.0%
Combined Ratio 98.9% 115.5% 146.0% 125.0%
Net Investment Income Ratio 30.4% 37.4% 35.4%
Operating Ratio (Trade Ratio) 68.5% 78.1% 110.6% 100.0%
Operating Cashflow Ratio 134.4% 135.8% 135.6% 118.0%
Total Reserves to Net Assets 1310 1 6to1 8to1 7to1
Investments to Loss Reserves 85.0% 94.2% 89.2% 110.0%
Equities to Net Assets 1.77 to 1 1.13to 1 1.32to 1
Bonds to Net Assets 8.6to 1 48to1 5.7to 1
Funding Ratio (State Insurance Fund) 1.09 1.18 1.15

14

Target measures represent long-term goals for the agency. Business practices, peer group results, and historical data were
considered in the establishment of the targets.
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Operational Performance Metrics

New Claims Filed - Twelve months ended
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Benefit Payments - Twelve months ended
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Severity
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Aggregate Reported Payroll — Twelve Months Ending

($ in millions) Private PEC PES Black Lung Marine
Dec 2002 $82,400 $17,611 $5,823 $64 $3
Jun 2003 $83,090 $17,611 $5,924 $51 $4
Dec 2003 $83,304 $18,022 $6,005 $59 $4
Jun 2004 $83,741 $18,022 $6,076 $73 $3
Dec 2004 $85,492 $18,545 $6,184 $84 $3
Jun 2005 $86,530 $18,545 $6,266 $82 $4
Dec 2005 $87,902 $18,594 $6,388 $87 $4
Jun 2006 $90,414 $18,5694 $6,524 $98 $5
Dec 2006 $91,830 $18,946 $6,654 $98 $5
Jun 2007 $93,636 $18,946 $6,788 $100 $4
Dec 2007 $94,890 $19,427 $6,914 $107 $4
Jun 2008 $95,027 $19,427 $7,032 $117 $5

PEC employers report payroll only once per year, while other employers report twice per year. Therefore, the same PEC
payroll is presented twice in each fiscal year in the above table.

Premium Stability
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Performance Metrics Glossary

Loss Ratio
Measures loss experience — Compensation benefit expenses
divided by premium and assessment income.

LAE Ratio
Measures loss adjustment experience — Loss adjustment ex-
penses divided by premium and assessment income.

Net Loss Ratio
Measures underlying profitability or total loss experience
— Sum of the loss ratio and the LAE ratios.

Expense Ratio
Measures operational efficiency — Other administrative ex-
penses divided by premium and assessment income.

Combined Ratio
Measures overall underwriting profitability — Sum of net loss
and expense ratios.

Net Investment Income Ratio

Measures the investment income component of profitability
— Interest and dividend income less investment expenses di-
vided by premium and assessment income. This ratio does not
include realized or unrealized capital gains and losses.

Operating Ratio
Measures overall profitability from underwriting and investing
activities - Combined ratio less net investment income ratio.

Operating Cash Flow Ratio

Measures the relationship between operating receipts and dis-
bursements — Collections from operating activities (premiums,
interest and dividends net of investment expenses) divided by
operating disbursements.

Total Reserves to Net Assets

Measures the relationship between future claims and claim
adjustment liabilities and net assets — Total reserves divided
by premium and assessment income.

Investments to Loss Reserves

Measures the relationship of the investment portfolio to total
reserves — Total cash and investments dividend by total loss
reserves.

Equities to Net Assets
Measures the exposure of net assets to BWC's investment in
equities — Equities divided by net assets.

Bonds to Net Assets

Measures the exposure of net assets to BWC's investment in
bonds - Bonds divided by net assets.

18 BWC Enterprise Report

Funding Ratio
Provides an indication of financial strength and security
— Funded assets divided by funded liabilities.

New Claims Filed
Measures the number of new State Insurance Fund claims
filed for rolling twelve month periods measured quarterly.

Frequency

Measures the number of injuries reported per 100 workers
covered by the State Insurance Fund updated semi-annu-
ally.

Benefit Payments
Measures the dollar amount of medical and indemnity pay-
ments for rolling twelve month periods updated quarterly.

Severity
Measures the average cost of medical and indemnity ex-
penses per lost time claim.

Claim Filing Lag
Measures the average and median number of days from the
date of injury to the date of claim filing.

Return to Work Rates

Measures the percentage of injured workers who have re-
turned to work relative to the claim population eligible to
return to work.

Aggregate Reported Payroll
Measures reported payroll by employer type for a rolling
twelve month period, updated semi-annually.

Premium Stability

Measures the number of employers whose premium rate
changed more than 5 percent and total premium changed
more than $500 from the prior year.
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Compensation

Statement of Operations

Month Ended March 31, 2009

($ in millions)

Operating Revenues

Operating Expenses

Operating Transfer Out to ODNR & WCC
Net Operating Income (Loss)

Net Investment Income (Loss)

Increase (Decrease) in Net Assets

Net Assets End of Period

Fiscal YTD
Feb 28, 2009

§ 14743
15023

(33)

(31.3)
(1531.7)
(1563.0)

S 9403

MonthEnded  Fiscal YTD
Mar31.2009  Mar31, 2009
§ 1784 |§ 16527
1802 16825
: (33)
(18) (33.1)
5846 (947.1)
5628 (980.)
§ 1531 |$ 1531

Bureau of Workers’
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Net Investment Income
Month Ended March 31, 2009

FiscalYTD  MonthEnded  Fiscal YTD

($in milions) Feb28,2009  Mar31,2009  Mar31, 2009
Interest and Dividends § 466 |$ 46 1§ 5212
Net Realized Gains (Losses) (167.8) (66.4) (24.2)
Net Unrealized Gains (Losses) (1,807.3) 566.9 (1,2404)
Investment Manager & Operational Fees (32) (04) (3.6)
Net Investment Income § (1931.7) |9 o841 (§  (H70)




Ohio | trenieter

Statement of Operations
Fiscal Year to Date March 31, 2009

{in millions) Year to Year
Varance to Prior Yr. Increase
Actual Projected Projected Actual {Decrease)
Operati Revenues
Premium & Assessment Income L 1,700 3% 1682 % 18 L 1,732 % (32)
Provision for Uncollectibles {62) {(51) {(11) (56) (6)
Other Income 15 16 (1) 15 -

Total Operating Revenue 1,653 1,647 6 1,691 (38)

Operating Expenses

Benefits & Compensation Adj. Expense 1.614 1.875 261 2,460 (846)

Other Expenses 69 68 1) 69 =
Total Operating Expenses 1,683 1,943 260 2.529 (846)
Operating Transfers (3) (1) 1 - (3)
Net Operating Gain (Loss) (33) (300) 267 (838) 805
Net Investment Income {Loss) (947) 785 (1.732) 993 (1,940)
Increase (Decrease) in Net Assets $ (980) % 485 % (1.465) 3 155 % (1.135)




Net Asset Policy — Funding Ratio
Board Discussion
April 30, 2009

Insurers require a prudent level of surplus (otherwise known as “net assets”) because of
financial risks that might threaten their ability to meet future liabilities. Workers’
Compensation is a volatile and risky line of insurance. On the liability side we face
significant risk that payments that are made over many years are uncertain in their
ultimate amount and uncertain in their timing. Legislative and court actions could affect
future obligations significantly. There is also the risk of a large catastrophe, either
through acts of nature or acts of man. On the asset side, we also face significant market
risk as we have seen over the last nine months. The economy can also subject BWC to
significant risks through decreased premiums, increased claims activity or increases in
claims costs. In order to maintain a solvent and stable state fund, BWC needs to
maintain a sufficient level of net assets to handle these risks.

Attached is a historical picture of BWC'’s assets, liabilities, net assets and key ratios
from 2000 to today. As you can see BWC had far more substantial net assets in the
early parts of this decade (2000 and 2001) which diminished to the $400 to $600 million
range in the 2003-2005 years and have landed in the $1.2 to $2.2 billion range in the
2006-2008 timeframe. Our funding ratio went from as low as 3% to as high as 55% over
the last nine years.

The interesting thing is that the liability side of the balance sheet has been much more
stable than the asset side. While there have been changes to the discount rate over this
period of time, the liabilities have been very steady but trending in an upward manner,
while the asset side has been up, down and up again. This historical perspective
suggests that the target range for net assets should be rather wide. As recent events
show, we can have a $500 million change in our net assets due solely to market value
changes of our investments in a single month. Just a few months ago we saw 90% of
our net asset disappear due to changes in the investment markets. The good news is
that our net asset was able to handle those changes of nearly $2 billion in market value
swings.

During the meeting, we will review net assets at various funding ratios, the net assets of
other selected state funds and private insurers.

Themes to consider during our discussion:



How much net assets should we have? More net assets help us better meet the
statutory requirement of a solvent fund. But keeping premiums as low as
possible while maintaining a solvent fund puts pressure on net assets;

. A net asset range should be developed with an understanding that the discount
rate eliminates a margin to accommodate risks;

. Should our minimum “target” ever be below 1.00? Should a solvent fund always
target sufficient assets to meet liabilities? At what point do we have more than
enough net assets on the upper end that would warrant returning premiums to
policyholders either through reduced premiums or dividends that is in keeping
with our mission to keep costs as low as possible?

. When we agree on a target range, we should have a process for review and
adjustment (either of the range itself, liabilities or assets) if we fall above or below
the target range. Should we require a “plan” to “get back” within the range?



Total Funded Assets

Total Funded Liabilities

Funding Ratio

Total Net Assets

Reserve for compensation
Reserve for comp adj expense
Total Reserves

Discount Rate

Total Premium Income
Total Dividend Expense

Total Reserves to Net Assets
Total Premiums to Net Assets
Net Leverage Ratio

Cash & Investments to Total Reserves
Equities to Net Assets
Bonds to Net Assets

FY 2008

FY 2007 FY 2006 FY 2005 FY 2004 FY 2003 FY 2002 FY 2001 FY 2000
(Unaudited)  (Audited) (Audited) (Audited) (Audited) (Audited) (Auditeq) (Audited) (Audited)
$17,000,444  $16,487,050  $15799,103  $15,333753  $14,893298  $14,380,556  $15020,231  $17,096,556  $18,667,224
$14761,301  $14407917  $14476223  $14,779151  $14261500 $13977338  $13,087,747  $12,450458  $12,025,519
1.152 1144 1,001 1038 1.044 1.029 1148 1373 1552
$2206,923  $2,080045  §1,278845 $507491 $ 644,444 $417937 $1886585  $4,643351  $6,644,827
$14,986,000 $14,673000 $14,.808,000 $15056000 $14557,000 $14248000 $13213000 $12462968 $12,002,121
670,301 711,917 730,100 717,400 721,100 696,400 669,000 610,900 610,600
$15,656,301  $15,384,917  $15538,100  $15,773400 $15284100 $14,944400 $13882,000 $13,073868 $12,612,721
5.00% 5.00% 5.25% 5.25% 5.50% 5.50% 5.80% 6.00% 6.00%
$1,849610  $1,800637  $1,752108  $1,730396  $1,741880  $1721581  $1.878105  $1596385  $1,710,673
$0 $0 ($8,229) $232,836 $415,523 $640563  $1473880  $1,624921  $1.328,207
7.0942 7.3964 12.1501 31,0811 23.7167 35.7575 7.3583 2.8156 1.8981
0.8381 0.8657 13701 34097 27029 41192 0.9955 0.3438 0.2574
79323 8.2621 135202 34.4908 26.4196 39.8767 8.3538 3.1594 2.1555
101.0% 99.5% 95.7% 97.9% 98.9% 99.3% 115.2% 135.5% 145.3%
13220 1.2656 0.0094 12.4490 9.0513 114424 29211 14745 L1
57178 5.7482 1011707 13.8571 10.5618 182118 41903 1.9574 13815



Legislative Update
BWC Board of Directors
April 29, 2009

Introduced Legislation

HB 15-BWC Budget-Rep. Sykes (D-Akron)

Overview of BWC Budget Process:

Assigned to House Insurance Committee, Rep. Dan Dodd, Chair (D-Licking Township);
Per R.C. 4121.75(A) the Workers” Compensation Council (WCC) is to review any
legislation involving or affectin% the workers’ compensation system. The WCC is
scheduled to meet on March 11";

Following WCC review, the bill is referred to the House Finance Committee, Rep. Sykes,
Chair (D-Akron) for approval and recommended passage to the full House;

Once approved by the full House, the Senate Insurance, Commerce and Labor Committee
conducts similar legislative hearings before referral to the full Senate for vote;
Substantive changes in policy or funding by the Senate committee or full Senate may
prompt further review by the WCC;

Additionally, substantive changes in policy or funding may prompt the full House not
concur in the Senate amendments and, instead, proceed to a House/Senate Joint
Conference Committee.

Legislative Action to date (April 29"):
Below is a brief description of the amendments that were adopted unanimously by the committee
and will be included in the substitute bill:

Specifying that a new director’s appointment does not take effect until the expiration of
the current director’s term;

Includes the WCC in the list of recipients of the Annual Investment Class Report;
Removes the 10% language and allows the Administrator to transfer the funds necessary
to balance the Surplus Fund Account;

Establishes the WCC independent line item number and appropriation;

Relocates from uncodified to codified law the quarterly billing reimbursement procedures
for the Deputy Inspector General to BWC and IC.

Below is a brief description of amendments that were tabled along party-line vote:

To prohibit the Administrator or Board of Directors from modifying or eliminating the
BWC Drug-Free Workplace Discount Program from July 1, 2009 — June 30, 2011—
Motion to table the amendment approved 9-8;

To require the Administrator in adopting rules that deal with the adjustment of premium
rates or programs that effect premium rates, must adopt the rules no sooner than 1 year
before the proposed rules take effect—Motion to table the amendment approved 9-8;



e To prohibit the Administrator from charging the experience of an employer for injuries to
employees caused by a third party. Requires compensation to be paid from the surplus
fund.—Motion to table the amendment approved 9-8.

Detail of activity:

March 11""—Workers’ Compensation Council Members heard testimony from Administrator
Ryan and Industrial Commission Chairman Gary DiCeglio that summarized their previous
testimony on the agencies' respective budgets. The council recommended both measures for
passage.

March 19" —Testimony before the full House Finance Committee. Proponent testimony
provided by House Insurance Committee Chairman Dan Dodd. One technical amendment was
added by the committee without opposition. The same amendments as above that were tabled by
the Insurance Committee were tabled along party lines by the full Finance Committee. Bill was
unanimously approved and referred to the full House for passage.

March 24" —Full House of Representatives passed bill by a 90-8 vote. Follow-up with
members voting “no” is ongoing:
e Richard Adams (R-Troy)
John Adams (R-Sydney)
Terry Boose (R-Norwalk)
Danny Bubp (R-West Union)
Courtney Combs (R-Hamilton)
Nan Baker (R-Westlake)
Joseph Uecker (R-Loveland)
Gerald Stebelton (R-Lancaster)

April 28" —Proponent Testimony provided by Administrator Ryan before the Senate Insurance
Commerce and Labor Committee, Chair, Sen. Stephen Buehrer (R-Delta).

May 12""—2" hearing expected.

HB 16—Industrial Commission Budget Rep. Sykes (D-Akron)
Assigned to House Insurance Committee, Rep. Dan Dodd, Chair (D-Licking Township)

February 24th—Reported out of committee by unanimous vote

March 11th—Worker’s Compensation Council review

March 19th—Reported out of full House Finance Committee by unanimous vote
March 24th—Passed by full House by 96-2 vote (Reps. John Adams and Danny Bubp
voting no)

May 5th—First hearing expected before the Senate Insurance, Commerce and Labor
Committee



SB 3-Regulatory Flexibility-Senator Faber (R-Celina)

Assigned to Senate State & Local Government & Veterans Affairs Committee, Sen. Jim Hughes,
Chair (R-Columbus)

To require a rule-making agency to prepare a cost-benefit report for, and regulatory flexibility
analysis of, rules that may have any adverse impact on small businesses and submit them to the
new Ohio Small Business Ombudsperson in the Office of Small Business, to create the Small
Business Regulatory Review Board.

March 3"%--2"! Hearing—Proponent testimony provided by Steve Millard, President and
Executive Director of the Council of Smaller Enterprises in Cleveland, Ohio Restaurant
Association provided written testimony in support, and Amy Kobe, Executive Director of the
Ohio Architects Board, testified against the bill.

March 10"—3" Hearing—Opposition testimony provided by Mary Jo Hudson, Director of the
Dept. of Development, Scott North, corporate attorney and principal drafter of Governor
Strickland’s Common Sense Business Regulation 2008 Executive Order. Interested Party
testimony provided by Ezra Escudero, Director of the Ohio Latino Affairs Commission. The bill
was voted out by a vote of committee 7-2.

March 11"—Bill voted out of Senate by 30-0 vote.

The bill has not been assigned to a committee by the House.

SB 4--Performance-Based Auditing--Senator Schaffer (R-Lancaster)
Assigned to Senate State & Local Government & Veterans Affairs Committee

To require the Auditor of State to conduct performance audits of the Bureau of Workers'
Compensation, Environmental Protection Agency, Department of Natural Resources,
Department of Agriculture, and Department of Health

February 24"—Sponsor Testimony provided by Senator Schaffer
March 10" —Proponent Testimony provided by the office of State Auditor Mary Taylor

No further hearings have been scheduled

SB 7--Fraud Reporting--Senator Wagoner (R-Slyvania)

Assigned to Senate State & Local Government & Veterans Affairs Committee

To create a system for residents and public employees to anonymously report fraud and misuse
of public funds. State and local governments would be required to inform employees about the
reporting options and the state auditor would have to verify they received the information

The legislation would also extend legal protection under the state's Whistleblower Protection Act
to employees who report suspected misuse of funds to the Auditors' Office

February 24" —Sponsor Testimony provided by Senator \Wagoner
March 10" —Proponent Testimony provided by the office of State Auditor Mary Taylor

No further hearings have been scheduled



Sub. HB 1—General Operating Budget 2010-11—Rep. Sykes (D-Akron)

April 22th—House Finance Committee unveiled substitute bill. The following provisions were
added to the substitute bill:

e Permits the PERS Board, the Board of Trustees of the OP &F Pension Fund, the STRS
Board, the SERS Board, the Chancellor of the Board of Regents, the Workers'
Compensation Investment Committee, and the State Highway Patrol Retirement Board to
set aside 15% of contracts with agent and investment managers for administration of
funds for minority owned and controlled firms, firms owned and controlled by women,
and ventures involving such firms that otherwise meet the established policies and
criteria.

e Requires the PERS Board, the Ohio Venture Capital Authority, the Board of Trustees of
the OP & F Pension Fund, the STRS Board, the SERS Board, the Chancellor of the
Board of Regents, the Administrator of Workers' Compensation, and the State Highway
Patrol Retirement Board to submit an annual report containing information regarding the
minority or women-owned businesses with which it contracts, the amount of assets
managed by minority or women-owned businesses, and efforts it has made to increase
utilizations of minority or women-owned businesses.

Appointments

Labor-Management Governor Advisory Council (“LMG™)
e Elayne Sigfried, Governor’s Employer Representative, awaiting confirmation by Senate
Insurance Commerce and Labor Committee

Workers’ Compensation Council
e One public member vacancy remains (for expired term of Mary Leonard)

March 11""—Met to discuss HB 15 and HB 16. Recommended passage of both measures.
Senator Buehrer elected Chair with Representative Letson as Vice-Chair.

April 22"--Unanimously approved budget for $1.1 million dollars. Original budget was for
$650,000. An additional $500,000 was added to this year’s budget to possibly conduct full
actuarial study as mandated in the un-codified section of HB 100 which is due in September of
this year. The Council also voted to consider amending that un-codified provision to grant
broader scope in their interpretation of the mandate and a time extension.

BWC Board of Directors Nominating Committee

April 20"—Per statute, Nominating Committee forwarded list of names for 2009 Board
appointments to Governor Strickland



April 28th--Directors Price, Hummel and Pitts received approval from the Senate Insurance
Commerce and Labor Committee for their 2008 nominations

Legislative Issues

Privatization:

Legislative Affairs continues to monitor legislative proposals to privatize workers’
compensation or efforts to allow private insurance carriers to underwrite workers’
compensation in Ohio. No such legislation has been introduced to date.

Professional Employer Organizations:

Legislative Affairs to continue discussions on Professional Employer Organizations
(PEO) statute revisions. Discussions have involved BWC, Department of Jobs and
Family Service, Department of Taxation, Department of Insurance, and the National
Association of Professional Employer Organizations.

Pursuant to R.C. 4125, BWC is the regulatory agency charged with licensing PEO
operating in the state.

Legislative Affairs met with Rep. John Carney (D-Columbus) at his request. Rep.
Carney expressed interest hearing agency concerns with the industry following meetings
he had with the National Association of Professional Employer Organizations.

Journalist Exemption:

Exemption to general rule of confidentiality of claimant file information--R.C. 4123.88.
Anticipating introduction of legislation or amendment that would loosen exemption
criteria.

Ohio Association for Justice and business groups oppose any attempts to open injured
worker contact information to possible solicitation or marketing.

Legislative affairs is aware that representatives from Grant Street consulting, on behalf of
several claimants attorneys has met with members of the House of Representatives to
push for legislation that would loosen the current restriction on release of injured worker
contact information.

Implementation of Enacted Legislation

HB 420—Agency Grant and Contract Reporting Requirements

0 Requires state agencies to maintain a website to post grant award information.
Requires the Department of Administrative Services (DAS) to provide a link to each
agencies website. DAS must also establish a separate website to post information on
state contracts over $25,000

o BWOC IT, Communications, Safety and Hygiene and Legal have identified the grants
to be posted. Final implementation and creation of web site has been established.
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