BWC Board of Directors

Board Agenda
Friday, August 27, 2010
William Green Building

Level 2, Room 3

8:00 a.m.—-12:00 p.m.

Call to Order
Bill Lhota, Board Chair

Roll Call
Larry Rhodebeck, Scribe

Bill Lhota, Chair
= Approval of minutes of the July 29, 2010 Board meeting
» Review meeting agenda

Ethics Training
David Freel, Executive Director, Ohio Ethics Commission

Fiduciary Responsibility
Ron O’Keefe, Fiduciary Counsel

Committee Reports

Actuarial Committee
Chuck Bryan, Committee Chair
1. PEC Deductible Tables, Rule 4123-17-72
2. Private employer credibility table effective 7-1-2011, Rule 4123-17-05.1
3. Private employer Group Break-even Factor effective 7-1-2011, Rule
4123-17-64.1

Audit Committee
Ken Haffey, Committee Chair
1. FY 2012/2013 Biennial Budget

Investment Committee
Bob Smith, Committee Chair

Medical Services and Safety Committee
James Harris, Committee Chair
1. Transcutaneous electrical nerve stimulators (TENS) and
neuromuscular electrical stimulators, Rule 4123-6-43

8/13/2010 4:30 PM



FY 2011 Agency Goals
Ray Mazzotta, Chief Operating Officer

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

Administrator’s Report
Marsha P. Ryan, Administrator

Adjourn
Bill Lhota, Board Chair

Next Meeting: Friday, September 24, 2010

*Not all agenda items have material. **Agenda subject to change

8/13/2010 4:30 PM



Ben Rose, Chair
M erom Brachman

OHIO ETHICSCOMMISSION
William Green Building

Betty Davis 30 West Spring St., L3
Diana Swoope Columbus, Ohio 43215-2256
Telephone: (614) 466-7090
Fax: (614) 466-8368

David E. Fred

Executive Director www.ethics.ohio.gov

DAVID E. FREEL

David E. Freel has been the Executive Directorhef ®hio Ethics Commission since 1994. As
Executive Director, Mr. Freel supervises a statfadnty-three and oversees the state-wide resplitrestof
the Commission. These responsibilities includevigling ethics advice to state and local publiécidfs and
employees, and private sector individuals doinginass with them, before they act; confidentially
investigating the alleged unethical actions ofestatd local public servants; managing financiatidgire
made by 11,000 public office holders; conductingbliou education and providing information; and
supervising the administrative functions of the @assion. Mr. Freel represents the Commission bdfue
General Assembly and other governmental bodies.

Mr. Freel has also served as a special assistasequtor in ethics-related prosecutions. One
example involved the investigation and prosecutibtihe former Columbiana County Treasurer, ancbig
in 1994, for felony ethics violations and relatemnes resulting from the son’'s embezzlement ofiom#f of
dollars of public funds controlled by the county.

Mr. Freel has written articles on Ohio’s EthicsM.and given ethics presentations at seminars and
conferences in the United States and Canada. al@ast President of the Council of Governmentiaickt
Laws (COGEL), an international organization complosifederal, state, local, and provincial agencaesl
individuals, responsible for the administration amghlementation of ethics, financial disclosurescébns,
campaign finance, and freedom of information lamd provisions. On September 18, 2007, he was named
the recipient of their highest honor, the 2007 CQG&ward, at the Conference in Victoria, British
Columbia, having also been recognized in 2002 thithCOGEL Service Award. Mr. Freel also serves on
the Executive Committee of the Council for Ethit¢adadership at the Capital University School of
Management.

Before joining the Ethics Commission, Mr. Freebveafaculty member of The Ohio State University
College of Law, serving as a Clinical Teaching &eliand Staff Attorney in the College of Law’s Ctial
Programs from 1979 to 1983. Prior to that, he watsial attorney with the Franklin County Public
Defender's Office from 1977 to 1979.

Mr. Freel received his Bachelor of Science degresocial Science from The Ohio State University
in 1974, and his Juris Doctor degree from Capital/ersity School of Law in 1977. In 2008, Mr. Hre@s
recognized as Capital University’s Law School Digtiished Alumnus of the Year



OHIO ETHICS COMMISSION
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THE OHIO ETHICS LAW OUTLINE

INTRODUCTION TO OHIO’S ETHICS LAW

A. Purposes of the Ethics Law:
» Protect the public from the financial, family, ardiness conflicts of its public servants
» Encourage impartiality in governmental decisionsrbgtricting public actions on matters in
which public officials and employees have dired definite conflicts of interest
» Promote citizen confidence in the actions of pua@iencies

B. Ethics Law History:
» Created by the General Assembly in 1973
e Found in Ohio Revised Code Chapter 102 and R.C1.29222921.421, and 2921.43
» Established the Ohio Ethics Commission, and twadlainstate ethics agencies in the Legislature
and Judiciary, to oversee all within the three bhes of government
» Ethics Commission is one of nearly 40 similar s&dtécs boards and commissions

C. The Ethics Commission Oversees:
» All state and local public officials and employeeségpt legislative and judicial members)
» Private parties and corporations who do businets public offices

D. The Ethics Law:
» Requires personal financial disclosure to iderdifig protect against confligts
» Restricts unethical conduct through laws that taiminal sanctions; and
e Allows uniform review and guidance regarding ethgsues.

THE OHIO ETHICS LAW — A WORKING UNDERSTANDING
General Rule: Whenever the interests of the publiofficial or the public official’s family or
business associates are present in an issue befire public official, there is an ethics question.

A. General Public Protections -The Ethics Law containgiminal restrictions to:
» Restrict participation in public matters involvidgect and definite personal, family and business
interests of a public official or employee;
» Limit compensation for public duties to their pubdéimployer:
» Restrict personal, family, and business interesgaublic contracts;
» Prohibit nepotism in public hires and services;
» Condition former officials and employees’ post-eayphent activity;
* Control the disclosure of confidential informati@md;
» Provide protections against influence peddlingublig agencies for personal benefit.

B. Conflict of Interest and Supplemental Compensatior- R.C. 102.03(D), (E), (F), 2921.43
» Core of Ethics Law restrictions that often appear tgether in analysis and violations. Ethics
Law does not replace, but supplementdyribery and theft prohibitions. No quid pro quo
required.

Promoting Ethicsin Public Service for Ohio since 1974



1. R.C.102.03(D):
a. Prohibits a public official’sctive use of authority to secure anything of value that could have
a substantial and improper influence on the officlacludes voting, discussing, deliberating,
or formally or informally lobbying on matters ofmffict [OEC 2007-01].
b. Not necessary that thing of value is received ey dfficial—could be received by family
member or business associate.

2. R.C.102.03(E)

a. Prohibits a public official’sacceptance or solicitation of anything of value that could have a
substantial and improper influence on the offig@EC 2001-03]. A thing of substantial
value from an improper source would have a sulistarid improper influence.

b. Anything of valueincludes money, good$jture employment, interest in realtyand every
other thing of value [R.C. 1.03].

c. Improper sources include parties doing or seekmgld business with, regulated by, or
interested in matters before a public agency [OBQ3203].

d. Receipt or acceptance alone creates potentialtidnlfOEC 2001-03].

3. R.C.102.03(F)
a. Prohibits a private party frogiving or promising anything of value. [OEC 2008-01]
b. Prohibited regardless of whether official soli¢hs item.

4. Application to issues of:

a. EmploymentA public official is prohibited from solicitingaccepting, or using his position
to seek employment from “improper” sources unless bfficial can withdraw from
participating in any actions that affect the pragive employer and his abstention is
approved by supervisors, where required. Officralst withdraw from participation in
official matters if attempting to secure, or apmtoed about, employment [OEC 2008-02]

b. Travel, meals, and lodginé public official cannot accept anything of valurecluding
travel, meals, and lodging, from an improper seufOEC2001-03]

c. Gifts: Cannot accept gifts from any party that is doorgseeking to do business with,
regulated by, or interested in matters before th#ip agency [OEC 2001-04].

5. Other Governance:
a. Executive Order 2007-01S — State officials and eygss under Governor
b. Other Agency Specific Restrictions — i.e. PUCO, ljpuinvestment systems

6. R.C. 102.03(G): Campaign Contributions not ordinarily governed unéi¢hics Law, unless
another violation of law. [OEC 2002-03; see als6.R2921.43 below].

7. R.C. 102.01 (H)(1) — Honoraria: Most public officials and employees who file financial
disclosure are prohibited from receiving honor@@&C 99-003].

8. R.C. 2921.43 - Supplemental Compensation:

a. Prohibits the acceptance or giving of atgmpensation, other than allowed by law, for the
performance of any public duty or responsibilitep&rate notion of conflict; attempt to
prohibit the conflict inherent in being compensabgddual employers. Public and private
sectorshoth subject to supplemental compensation prohibitj@isC 2008-01]

b. Prohibits the coercion of a campaign contributiStafe v. Conese (2004), 102 Ohio State 3d
435]



9. R.C. 102.03(C) - Licensing ConflictsBars participation in license or rate-making wheublic
official or immediate family members (spouse ragjdwith official and any dependent children)
own more than 5 percent.

C. Public Contract Restraints - R.C. 2921.42 and R.CL02.04(B)
1. R.C. 2921.42 Five restrictions; The three most common are:

a. Public officials cannot secure public contracts fiamself, family member, or a business
associate (includes hiring a family member intoljpubmployment) [OEC79-005; 98-004].

b. Public officials cannot have an interest in profitsbenefits of a public contract entered into
by a public agency with which he is “connected” [DE008-04].

c. Public official cannot profit from a public contitalte approved or that was authorized by a
body of which he was a member unless the contrastaempetitively bid and awarded to the
lowest and best bidder [OEC 88-008].

2. R.C. 2921.42(A)(2) - Investing Public FundsPublic officials cannot secure the investment of
public funds in any share, bond, mortgage, or atkeurity, if he, a member of his family, or any
of his business associates either has an intdésean underwriter, or receives any brokerage,
origination, or servicing fees.

3. Public contractincludes public purchases or acquisitions of argperty or service, including
employment, grants, or improvement or maintenamgeiblic property [OEC 87-002; 89-006].

4. Exceptions:
» Stockholding below 5 percent; with an affidavit.
» Four-part exception-All four must exist and the burden is upon official to demonstrate:
» Necessary supplies or services;
» Unobtainable elsewhere for the same or lower cospotinuing course of dealing;
» Equal or preferential treatment given agency; and
« Arm’s length, full disclosure, no participation [@GE2000-02].

5. R.C. 102.04(B) Restricts state employees from conducting busineith any state agencies
except through competitive bidding. (See F(5)(blowefor R.C. 102.04(D) exception) [OEC
2004-04].

D. Post-Employment and Representation Restrictions R.C. 102.03(A), (B), and 102.04
1. R.C. 102.03(A)(1) Revolving door prohibitions on a public officiayring public service and for
one year afterwards, from representing anyone gnratter in which he personally participated

while he was a public official [OEC 2004-04].

2. Statutory Definitions:

a. Matterincludes any case, proceeding, application, détetion, issue, or questiq@EC 99-
001].

b. Personal participationincludes decision, approval, disapproval, recondaéon, the
rendering of advice, investigation, or other sultsh exercise of administrative discretion,
including supervision [OEC 91-009].

c. Representatiois formal or informal appearance before, or angtem or oral communication
with, any public agency [OEC 86-001].

3. Exceptions:

* Not prohibited from representing public agencydffecial formerly served.

* New matters and matters in which public officiadl diot participate; prohibition is tied to
personal participation.




* Ministerial functions - Not prohibited from perfoing functions like filing or amending tax
returns, incorporation papers, and similar document
» Proposal, consideration, or enactment of statudss fOEC2004-04].

R.C. 102.03(B) — Confidentiality:Lifetime prohibition on disclosure of confidentiaformation
both during and after leaving public position [OBI®12].

R.C. 102.04(A) - Representation and Influence Peddb

a. Prohibits state officials from receiving compatien directly or indirectly, other than from
own public agency, for any service rendered petbowa any case, application, or other
matter before any public agency [OEC 93-010].

b. R.C. 102.04(D):Exemption applies to non-elected employees wamaler services before, or
sell goods and services &iate agencies other than the agency they sei&€ E3-010].

[ll. THE OHIO ETHICS COMMISSION AND REMEDIES AVAIL ABLE

A. Composition:

The Commission is a bipartisan body comprised ®f members who are appointed by the
Governor and subject to confirmation by the Senafthe members serve staggered, six-year
terms, and are compensated $75 per meeting, txianona of $1800 per year.

Current members are:

- Merom Brachman, Bexley - Shirley Mays, Vice Chair, Delaware
- Vacant - Ben Rose, Chair, Lima
- Betty Davis, Mason - Diana Swoope, Akron

The Ethics Commission employs an Executive Direatbo supervises a staff of 21 that carries
out the duties of administering the Ethics Law atag-to-day basis.

B. Statutory Responsibilities of the Ohio Ethics Comnssion:

1.

Advice: The Commission possesses the unique authoritinterpret and provide advice
regarding the Ethics Law to public servants betbiey act. The Commission’s written advisory
opinions provide immunity to those who follow thavice. In 2009, 182 requests for advice were
closed.

Education: The Commission provides free ethics educationiafutmational materials related
to ethics, conflicts of interest, and financialdiisure. In 2009, 195 educational sessions were
conducted by the Commission to a total audiendedi00 people.

Financial Disclosure: The Commission administers the financial disclegequirement for most
public employees required to file annual disclosietements. More than 11,000 forms are filed
annually with the Commission.

Investigation: The Commission confidentially investigates alkbg#olations of the Ethics Law
and related statutes for potential referral fomamal charges. In 2009, 168 active investigations
were conducted.

Legislation: The Commission recommends legislation to the Gamessembly related to ethics,
conflicts of interest, and financial disclosure.

IV. QUESTIONS:

Contact the Ohio Ethics Commission at (614) 46B090.For more information about the Ethics

Commission and its duties, searches of more th@rf@tnhal Advisory Opinions, and common sense
guidance regarding Ohio’s Ethics Law, please gowov.ethics.ohio.goyvor contact the Commission.
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What isafinancial
disclosure statement?

Wherearefinancial
disclosure gatements
filed?

Whoisrequired tofilea
disclosur e statement?

What isthe purpose of a
financial disclosure
statement?

What must be
disclosed on the
financial disclosure
statement?

FINANCIAL DISCLOSURE FACT SHEET

A financial disclosure statement (FDS) is an anmebrt filed by many
public officials and employees. In a FDS, therfiteports sources of
income, investments, real estate holdings, and ditrencial interests.

« Legislators file with the Joint Legislative EthiC®@mmittee;

e Judges file with the Board of Commissioners on @Guees and
Discipline of the Supreme Court; and

» All others file with the Ohio Ethics Commission.

» Elected officials at the state, county, and citels;

« Candidates for state, county, and city electivecef,

* School board members and candidates for schooldhioaschool
districts with more than 12,000 students;

e Superintendents, treasurers, and business manfgeadl school
districts;

» Upper-level state employees, including universigsidents; and

* Members of sovereign power state boards and corongss

This disclosure:

 Reminds public officials of those financial intaeghat might
impair their judgment on behalf of the public;

« Informs the public of those interests; and

» Assists in instilling confidence in the actionspoiblic officials.

Most filers must disclose:

« All sources ofincome of any amount;

* Names of clients as sources of income and individual items of
income if the clients are legislative agents (except wher
confidentiality is protected by a code of ethics);

» Source and amount of income received from any person if the
filer knows or has reason to know the person isglorr seeking to
do business with filer's public agency;

» All sources ofgifts over $75 (excluding most family members);

* All investments, debtors, and creditors over $1000;

* Most ownership and leasehold interestsgal property;

» Sourceand amount of every payment bfavel expenses for travel
inside or outside of the state incurred in conwectivith filer's
official duties;

Promoting Ethicsin Public Service for Ohio since 1974



Financial Disclosure Fact Sheet

Page 2 of 2

Disclosure
requirements
(continued)

Are statementsfiled with
the Ethics Commission
public record?

What arethefinancial
disclosurefiling
deadlines?

What arethe penalties
for failureto comply?

» Source of payment gheals, food, and beverage expenses paid in
connection with filer's official duties that exce&d00 aggregated
per calendar year; and

« Any nondisputed information contained in a statement received,
by the filer, from a legislative agent.

University trustees, and persons serving with ipalisubdivisions who
are paid less than $16,000 per calendar year éarghblic service, are
required to make a different disclosure. Theyldge

e Sources ofincome of over $500;

» Sources ofjifts over $500 (excluding most family members);

* |nvestments, debtors, and creditors over $1000; and

* Most ownership and leasehold interestisem property.

There are also different filing requirements anstldisure statements for

those who file with other ethics agencies.

« Contact theJoint Legidative Ethics Committee at (614) 728-5100
for information regarding legislators, their empmeg, and candidates
for member of the General Assembly.

« Contact theSupreme Court at (614) 644-5800 for information
regarding judges and judicial candidates.

Most are, and copies are provided free of chatdewever, the Ethics
Law requires that some forms to be kept confidénti@onfidential
statements are those filed by:

* Uncompensated members of state boards and comnsssial

* School district superintendents, treasurers, asthbas managers.
Each confidential form is reviewed by the Commission for possible
conflicts of interest. Any portion of the form thahows possible
conflicts is public.

« April 15 of each year for many statements;

« Appointees to unexpired elective office: 15 dafgsraqualification
for office;

« New appointees/employees (appointed or employedveset
January 1 and February 15): April 15;

* New appointees/employees (appointed or employest &kbruary
15): 90 days after employment or appointment;

« Candidates (including incumbents who are candijtate3) days
prior to first election at which candidacy will keted upon; and

» Write-in candidates (including incumbents who amadidates): 20
days prior to first election at which candidacylwié voted upon.

e Failure to file: Fourth-degree misdemeanor; maximum 30-day
sentence, $250 fine.

 False filing: First-degree misdemeanor; maximum six-month
sentence, $1000 fine.

« Latefiling: Fees will be assessed for each day the statemiete js
up to a total late fee of $250.

Revised 01/2009
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MEMORANDUM

DATE: August 16, 2010
TO: William J. Lhota, Chairman, Board of Directors, Ohio Bureau of Workers'
Compensation

FROM: F. Ronald O'Keefe, Esq., Hahn Loeser & Parks LLP

SUBJECT: Overview - Fiduciary Duties of Members of the Board of Directors

Purpose: The Board of Directors (the “Board”) of the Ohio Bureau of Workers’ Compensation
(“BWC”) has retained fiduciary counsel. The Board Chairman has requested that fiduciary
counsel make a presentation to the Board regarding the fiduciary responsibilities of the BWC
Board members.

Fiduciary Responsibilities Defined: A fiduciary has been defined as “a person having a duty,
created by his undertaking, to act primarily for the benefit of another in matters connected with
his undertaking.”' The monies paid into the worker’s compensation fund “constitute a trust fund
for the benefit of employers and employees.” The members of the BWC Board each have the
duties of a trustee with respect to the workers’ compensation fund. A trustee must exercise
“such care and skill as a man of ordinary prudence would exercise in dealing with his own
property” and that, if a “trustee has greater skill than that of a man of ordinary prudence, he is
under a duty to exercise such skill.”

e Fiduciary Standards of Conduct: The members of the BWC Board are obligated by law
to adhere to the highest standards of judgment and care when making decisions or taking
actions that may affect the financial integrity and soundness of the workers’
compensation fund.’

e Oversight Responsibilities: In addition to observing fiduciary standards of conduct with
respect to making decisions and taking actions, the BWC Directors are charged with
oversight responsibility of the BWC and its Administrator.

Discussion and Analysis: In order to properly discharge their fiduciary responsibilities, the BWC
Directors should be guided by three primary considerations with respect to matters that come
before the Board:

HAHN LOESER & PARKS LLP attorneys at law

cleveland columbus akron naples fort myers indianapolis
200 Public Square, Suite 2800 Cleveland, Ohio 44114-2316 phone 216.621.0150 fax 216.241.2824 hahnlaw.com



HAHNE) LOESER

e The provisions of Ohio law that directly impact the BWC and the Board’s activities.

e The duty of loyalty to protect the workers” compensation fund and to act in the interests
of all the stakeholders of the BWC, taken as a whole, and.

e The duty of care in ensuring that all Board decisions and actions are the result of an
informed deliberative process in which the significant information items relevant to the

proposed decision or action are identified and considered by the Board.

Discussion and Analysis:

1. Ohio Law.
e Under Ohio law, the Board is charged with a number of responsibilities.

e The paramount responsibility of the Board is to ‘“safeguard and maintain the
solvency” of the workers’ compensation fund. In this connection, Ohio law requires
the Administrator to “fix and maintain, with the advice and consent of the Board, for
each class of occupation or industry, the lowest possible rates of premium consistent
with the maintenance of a solvent state insurance fund and the creation and
maintenance of a reasonable surplus.”

e Further, Ohio law requires the Administrator to “adopt rules, with the advice and
consent of the Board, governing rate revisions, the object of which shall be to an
equitable distribution of losses among the several classes of occupation or industry,”
and, in this connection, to develop “fixed and equitable rules controlling the rating
system, which rules shall conserve to each risk the basic principles of workers’
compensation insurance.”

e Other significant statutory duties of the Board include establishing the overall
administrative policy for the BWC and reviewing the progress of the BWC in
meeting its cost and quality objectives.’

2. Duty of Loyalty.

e The duty of loyalty is observed by the Directors by keeping in the forefront the
Board’s legal duties with respect to the interests of the workers’ compensation fund
and all the stakeholders of the BWC, taken as a whole.

e An important element of the duty of loyalty is the requirement that the fiduciary act in
“good faith,” which means making an honest effort to put one’s own interests aside
with respect to the consideration of, and taking action on, a particular matter.

CLEVELAN -1038441.3
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The duty of loyalty is of particular importance to members of the BWC Board. In
carrying out their responsibilities, Board members must separate themselves from
whatever relationships they may have to any constituency that brought that member
to the Board, and focus solely on his or her fiduciary responsibilities as a Board
member to the BWC and the fund administered by the BWC.

If a Board member believes that his or her personal interests in a particular matter are
so compelling that the Board member cannot, in good conscience, act in “good faith”
with respect to that matter, then the Board member should decline to participate in
taking action on such matter. By exercising recusal under these circumstances, that
Board member is, in fact, carrying out his or her fiduciary responsibilities by not
breaching the duty of loyalty.

3. Duty of Care.

Directors may discharge their duty of care in the context of decisions to be made by
the Board by doing whatever is reasonably prudent, under the circumstances, to
obtain and review information relevant to the matter at hand and examine in sufficient
detail, and with the aid of the appropriate resources, the significant relevant factors
with respect to that matter.

Where the responsibility of the Board involves the actions and proposed actions of
the Administrator which are to be undertaken with the Board’s “advice and consent”
under the applicable statute, the Board should consider the specific standards imposed
by law on the Administrator, and should generally be guided by the preservation of
the solvency of the BWC fund, while considering what is fair and equitable to all
BWC stakeholders.®

In fulfilling its oversight responsibilities, it is imperative that the Board be reasonably
well informed regarding the matters of significance affecting the BWC and the fund.

In this connection, case law precedent regarding board oversight responsibilities has
held that the Board has the responsibility to make certain that internal information
and reporting systems are in place within the BWC to provide timely, accurate
information sufficient to allow the Board to reach informed judgments concerning the
matters before it, including compliance by the BWC with the laws that govern it and
evaluating the progress of the BWC in meeting its cost and quality objectives.’

The duty of care requires that the Board devote an appropriate amount of time for
assimilation and deliberation among its members regarding the information obtained
with respect the matter under consideration. The appropriate amount of time for

CLEVELAN -1038441.3
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deliberation, however, will have to be balanced on a case-by-case basis against the
need for prompt action with respect to the matter under consideration.

Please advise if you require any further information or clarification with respect to the items set
forth in this memorandum. The advice set forth herein is provided with respect to the specific
purpose set forth above, and is intended solely for the use of the Board and its Committees.

! Haluka v. Baker, 66 Ohio App. 308, 312 (1941) [Emphasis in original.]

? Ohio Revised Code Section 4123.30.

3 Restatement (Second) of Trusts, Section 174 (1959).

* Ohio Attorney General Opinion No. 89-033 (1989).

> Ohio Revised Code Section 4123.34 [preamble].

® Ohio Revised Code Section 4123.34 (B).

7 Ohio Revised Code Section 4121.12 (F) (1, 2).

¥ Ohio Revised Code Section 4123.29 (A) (2).

? Stone v. Ritter, 911 A.2d 362 (Del. 2006), citing In Re Caremark Int’l Inc. Derivative Litigation., 698 A.2d 959,
971 (Del. Ch. 1996)

CLEVELAN -1038441.3



FY 2011 Agency Objectives

August 27, 2010
Ray Mazzotta, Chief Operating Officer
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Make Ohio’s Workers’ Compensation System More

Competitive
« Develop Group Rating Structure » Separating base rates from the impact of
* Implement Split Experience Rating group rating
Plan
» Implement Measures of Performance « Benchmarking Ohio performance against
for all pricing programs others states and private carriers
« Utilize claim analytic methodologies
to determine drivers of increased « Addressing remaining Deloitte
medical & claim costs recommendations
« Execute the current IPS and explore
further diversification i.e. active  Successful transition to the new IPS

management, MWBE, real estate, cash
management, and pursue legislation
allowing the combining of funds

* Increase identification and * Focus on employer and provider fraud
prosecution of fraud through greater resulting in increased prosecutions and
outreach and training convictions



Maintain The Highest Level Of Quality Care And Loss
Protection For Workers

Major new initiatives Ideas that are working

» Redesign safety intervention grant * Implemented a new drug free safety
program and safety service delivery program
model

» Established Medical Services and
 Assign claims by complexity categories Safety Board Committee
to ensure effective claim management

* The OSU partnership resulted in
» Create an effective injury prevention pharmacy report
and medical treatment research program

» Implemented “Blue Ribbon Provider
« Establish Medical Services Quality Panel” pilot with state agencies
Assurance unit

» Established systemic process to
* Redesign Voc Rehabilitation Strategy ~ update medical fee schedules

« Enhance MCO Performance Metrics
including DoDM



Reinforce BWC Brand Of Operational Excellence Thru Efficiency,
Improved Customer Service & Expanded Capabilities /Skills

Major new initiatives Ideas that are working

« Evaluate and remediate system support ¢ Retooled customer correspondence

for core processes such as claims,

premiums and medical payments * Improved customer service by adding
electronic payroll, e-newsletter, and

« Establish financial underwriting function streamlined routing of the contact center

for all product lines

» Reduced field office square footage

* Develop broader training offerings to and sublet WGB
cover major functional and leadership
needs » Completed 250 BWC process maps

« Expand e-business capabilities with
customers and stakeholders



Develop and implement strategies to improve
financial and operational soundness/stability

Major new initiatives ldeas that are working

- Institute an Enterprise Information * Continue Project Governance Process to
Management (EIM) Initiative including ensure timely completion of agency
financial, actuarial and operational needs priorities

* Implement redesigned Self-Insured « Continued Establishment and execution of
underwriting processes appropriate internal investment controls

and compliance procedures
 Explore initiatives to improve cash flow i.e.

improve collections, cash management tools  « Continue to prioritize Internal Audit
resources on critical or high risk operations

* Refine Iong term financial and operational functions and processes

performance metrics in collaboration with

Deloitte & Mercer

* Develop a framework for Enterprise Risk
Management, which includes an enterprise-
wide risk assessment related to financial and
legal exposure



Enterprise Report
August 2010

Oh - Bureau of Workers’
lO Compensation



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.

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.

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.

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.

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.

Operating Transfers
This statement reports operating transfers that fund programs administered by other governmental entities as permit-
ted or required by the Ohio Revised Code. Page 10.

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 11.

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.

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

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

Performance Metrics Glossary
Glossary provides definitions and information on calculations for each performance metric. Page 18.
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July Financial Analysis

BWC’s net assets increased by $530 million in July resulting in net assets of $4.3 billion at July 31, 2010 compared to
$3.8 billion at June 30, 2010.

Month Ended Month Ended Month Ended
($ in millions) July 31, 2010 June 30, 2010 July 31, 2009
Operating Revenues $159 $159 $168
Operating Expenses (186) (247) (205)
Operating Transfers - (1) -
Net Operating Gain (Loss) (27) (89) (37)
Net Investment Income (Loss) 557 125 532
Increase (Decrease) in Net Assets 530 36 495
Net Assets End of Period $4,326 $3,796 $3,010

o Premium and assessment income of $168 million net of a $9 million provision for uncollectible accounts receiv-
able and net of $0.4 million in ceded reinsurance premiums resulted in operating revenues of $159 million in July.
The accrual of ceded reinsurance premiums is netted against earned premiums in the Statement of Operations.

o Benefits and compensation adjustment expenses of $179 million along with other expenses of $7 million resulted
in operating expenses of $186 million. July expenses include an $18 million increase in reserves for compensa-
tion and compensation adjustment expenses and $161 million in net payments for benefits and compensation
adjustment expenses. Benefit payments issued in July decreased by $13 million compared to June payments
primarily as a result of an $8 million decrease in medical payments, a $2 million decrease in settlements and
decreases in temporary total, permanent total, and percent permanent partial benefits totaling $3 million. These
benefit payments are within expected ranges based on payment history from the past two years.

o A $499 million increase in the fair value of the investment portfolio in July along with interest and dividend in-
come of $58 million for the month, resulted in net investment income of $557 million for the month after invest-
ment expenses of $0.5 million. The increase in the fair value of the portfolio is comprised of $492 million in net
unrealized gains and $7 million in net realized gains.

o Cash and cash equivalents include $184 million in money market holdings in the outside investment manager
accounts. These funds are committed to covering a $114 million net investment trade payable for transactions
that will settle in August.

o Premium and assessment receipts of $158 million were collected in July. Receipts in July 2010 are $29 million
lower than collections during this same period last year reflecting decreases in premium rates and timing differ-
ences in the payment of premiums.

Fiscal Year-to-Year Comparisons

BWC's total net assets have increased by $530 million for fiscal year-to-date 2011 resulting in net assets of $4.3 billion at
July 31, 2010 compared to $3.0 billion at July 31, 2009.

Fiscal YTD Projected FYTD Fiscal YTD
($ in millions) July 31, 2010 July 31, 2010 July 31, 2009
Operating Revenues $159 $164 $168
Operating Expenses (186) (208) (205)
Operating Transfers - (1) -
Net Operating Gain (Loss) (27) (45) (37)
Net Investment Income (Loss) 557 79 532
Increase (Decrease) in Net Assets 530 34 495
Net Assets End of Period $4,326 $3,830 $3,010
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o Benefit and compensation adjustment expenses decreased by $20 million for fiscal year-to-date 2011 compared
to prior fiscal year-to-date expenses.

Fiscal YTD Fiscal YTD Increase
($ in millions) July 31,2010 July 31, 2009 (Decrease)
Change in Reserves $18 $27 $(9)
Net Benefit Payments 138 145 (7)
Payments for Comp Adjust Expenses 11 15 (4)
MCO Admin Payments 12 12 -
$179 $199 $(20)

Conditions expected to affect financial position or results

of operations include:

o Private employer reported payroll and premiums for the January 1, 2010 through the June 30, 2010 are due by
August 315, Through August 12, 2010, approximately 54% of the employers have filed their reports compared to
approximately 52% during this same time frame for the January/February reporting period. Premium receipts are
approximately $5 million higher than during this same time frame.

Net Assets

$5.0

$4.6

$4.0

$3.0

$ in Billions

$2.0

$1.0

Jul09 Aug09 Sep09 Oct09 NovO09 Dec09 Jan10 Feb 10 Mar10 Apr10 May 10 Jun10 Jul 10

Total undiscounted reserves for compensation and compensation adjustment expense are $32.3 billion.
See breakout by fund on page 13.
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Statement of Operations

Fiscal year to date July 31, 2010

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

Operating Revenues

Premium & Assessment Income $168 $168 $- $183 $(15)
Ceded Premiums - (1) 1 - -
Provision for Uncollectibles (9) (3) (6) (15) 6

Other Income - - - - -

Total Operating Revenue 159 164 (5) 168 (9)

Operating Expenses

Benefits & Compensation Adj. Expense 179 198 19 199 (20)
Other Expenses 7 10 3 6 1
Total Operating Expenses 186 208 22 205 (19)
Operating Transfers - (1) 1 - -
Net Operating Gain (Loss) (27) (45) 18 (37) 10
Net Investment Income (Loss) 557 79 478 532 25
Increase (Decrease) in Net Assets $530 $34 $496 $495 $35
Operating Revenues Operating Expenses
$250 $250,  $233 $241
, $217
s200| SRS S §192 $200
$168 $164 $159
é $150 é $150
s s
£ $100 £ $100
@ @
$50 $50
- $—
FYTD07 FYTDO08 FYTDO09 FYTD10 FYTD11 FYTD 1 FYTD07 FYTDO08 FYTDO09 FYTD10 FYTD11 FYTD 1
Projected Projected
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Statement of Operations -

Fiscal year to date July 31, 2010

(in thousands)

State Insurance

Disabled
Workers' Relief

Coal-Workers
Pneumoconiosis

Combining Schedule

Public Work Marine Self-Insuring Administrative
Relief Employees’ Industry Employers’ Guaranty Cost

Fund Account Fund Account Fund Account Fund Account  Fund Account Fund Account Fund Account Totals
Operating Revenues:
Premium & Assessment Income $137,265 $5,859 $- $29 $45 $(781) $25,547 $167,964
Ceded Premiums (493) - - - - - - (493)
Provision for Uncollectibles (8,541) 1,053 (57) - (1) 345 (2,048) (9,249)
Other Income 139 - - - - - 139 278
Total Operating Revenues 128,370 6,912 (57) 29 44 (436) 23,638 158,500
Operating Expenses:
Benefits & Compensation
Adj Expenses 162,112 5,156 66 16 18 (788) 11,930 178,510
Other Expenses 1,222 11 4 - 2 - 5,736 6,975
Total Operating Expenses 163,334 5,167 70 16 20 (788) 17,666 185,485
Net Operating Income (Loss)
before Operating Transfers Out (34,964) 1,745 (127) 13 24 352 5,972 (26,985)
Operating Transfers Out - - - - - - - -
Net Operating Income (Loss) (34,964) 1,745 (127) 13 24 352 5,972 (26,985)
Investment Income:
Investment Income 52,207 4,342 928 - - 4 517 57,998
Net Realized Gains (Losses) 6,017 1,300 111 - - - - 7,428
Net Unrealized Gains (Losses) 464,924 21,677 4,739 272 203 - - 491,815
Total Realized & Unrealized
Capital Gains (Losses) 470,941 22,977 4,850 272 203 - - 499,243
Investment Manager &
Operational Fees (472) (25) (13) (1) - - - (511)
Gain (Loss) on Disposal
of Fixed Assets - - - - - - (15) (15)
Total Non-Operating
Revenues, Net 522,676 27,294 5,765 271 203 4 502 556,715
Increase (Decrease) in
Net Assets (Deficit) 487,712 29,039 5,638 284 227 356 6,474 529,730
Net Assets (Deficit),
Beginning of Period 3,270,373 1,044,897 191,297 22,668 16,600 6,808 (756,475) 3,796,168
Net Assets (Deficit),
End of Period $3,758,085 $1,073,936 $196,935 $22,952 $16,827 $7,164  $(750,001) $4,325,898

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 July 31, 2010

(in thousands) Year to Year

Variance to Prior Yr. Increase
Actual Projected Projected Actual (Decrease)
Investment Income
Bond Interest $51,832 $55,990 $(4,158) $64,018 $(12,186)
Dividend Income-Domestic & International 6,090 7,570 (1,480) 5,230 860
Money Market/Commercial Paper Income 31 131 (100) 116 (85)
Misc. Income (Corp Actions, Settlements) 45 400 (355) 418 (373)
Total Investment Income 57,998 64,091 (6,093) 69,782 (11,784)
Realized & Unrealized Capital Gains
and (Losses)
Bonds — Net Realized Gains (Losses) 11,866 - 11,866 (120,424) 132,290
Stocks — Net Realized Gains (Losses) (4,424) - (4,424) (9,900) 5,476
Non -U.S. Equities — Net Realized
Gains (Losses) (14) - (14) - (14)
Subtotal — Net Realized Gains (Losses) 7,428 - 7,428 (130,324) 137,752
Bonds - Net Unrealized Gains (Losses) 102,006 - 102,006 327,417 (225,411)
Stocks — Net Unrealized Gains (Losses) 253,780 15,140 238,640 265,992 (12,212)
Non -U.S. Equities — Net Unrealized
Gains (Losses) 136,029 - 136,029 10 136,019
Subtotal — Net Unrealized Gains (Losses) 491,815 15,140 476,675 593,419 (101,604)
Change in Portfolio Value 499,243 15,140 484,103 463,095 36,148
Investment Manager & Operational Fees (511) (697) 186 (410) 101
Net Investment Income (Loss) $556,730 $78,534 $478,196 $532,467 $24,263
Net Investment Income (Loss)
$1,000
$532 $557
» $500
5
= $212
=
= $124 $79
@ $—
$(135)
$(500)
FYTD 07 FYTDO08 FYTDO09 FYTD10 FYTD11 FYTD M
Projected
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Administrative Cost Fund Expense Analysis

July 2010

o BWC Administrative Cost Fund expenses for July 2010 are approximately $9.2 million (28.5%) less than
budgeted and approximately 3.5% less than July 2009.

o Decreases in payroll from July 2009 to July 2010 are due to a decrease in staff as a result of hiring controls.
The decrease was partially offset by the use of fewer cost savings days in July 2010 than in July 2009.
Through July journal entries BWC staff have taken almost 13,000 (7%) of the available 179,300 hours for a
savings of approximately $350,000.

o The timing of the receipt of invoices for payment in fiscal year 2011 contributed to actual expenditures be-
ing less than the amount budgeted in July. Purchase orders have been completed in all Personal Services,
Maintenance and Equipment categories to encumber the budgeted July amounts. A delay in receipt of the
invoice for July 2010 Attorney General fees resulted in fiscal year 2011 payments being less than budgeted
and less than fiscal year 2010 payments.

o Identification of additional costs savings and evaluation of approved projects led to a reduction in the fiscal
year 2011 budget.

o BWC's current fiscal year 2011 budget is approximately $51.9 million (15.8%) less than appropriated by the
General Assembly.
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Administrative Cost Fund
Budget Summary

As of July 31, 2010

FYTD1
FYTD11 Increase Percentage
FTE's Actual Budgeted FYTD1 Percentage FY1 FYTD10 (Decrease) Increase
Expense Description FY1 FYTD11 Variance Variance Budget Expenses in FY11 (Decrease)
Payroll
BWC Board of Directors 12 75,624 75,624 0 0.00% 912,468 70,880 4,744 6.69%
BWC Administration 16 159,419 159,419 0 0.00% 1,588,753 150,911 8,508 5.64%
Customer Service 1,408 11,903,297 11,903,147 (150) 0.00% 107,551,328 11,974,007 (70,710 -0.59%
Medical 19 1,139,222 1,139,221 (1) 0.00% 10,357,741 1,258,193 (118,971) -9.46%
Special Investigations 122 1,167,010 1,164,716 (2,294) -0.20% 10,661,380 1,164,330 2,680 0.23%
Fiscal and Planning 60 545,347 544,149 (1,198) -0.22% 4,900,540 577,786 (32,439) -5.61%
Actuarial 22 216,131 216,131 0 0.00% 2,039,488 221,985 (5,854) -2.64%
Investments 10 141,008 141,008 0 0.00% 1,353,443 139,894 1114 0.80%
Infrastructure & Technology 289 3,217,758 3,217,394 (364) -0.01% 29,184,089 3,169,962 47,796 1.51%
Legal 79 788,137 788,136 (1) 0.00% 7,234,612 754,397 33,740 4.47%
Communications 20 182,573 182,722 149 0.08% 1,620,723 183,292 (719) -0.39%
Human Resources 64 581,969 581,970 1 0.00% 5,325,731 576,334 5,635 0.98%
Internal Audit 13 143,734 143,734 0 0.00% 1,264,500 152,921 (9,187) -6.01%
Ombuds Office 7 57,293 57,293 0 0.00% 522,948 65,840 (8,547) -12.98%
Total Payroll 2,241 20,318,522 20,314,664 (3,858) -0.02% 184,517,750 20,460,732 (142,210 -0.70%
Personal Services
Information Technology 8,493 605,718 597,225 98.60% 8,022,453 26,466 (17,973) -67.91%
Legal - Special Counsel 286 88,085 87,799 99.68% 1,057,000 1,764 (1,478) -83.79%
Legal - Attorney General 0 1,155,462 1,155,462 100.00% 4,621,850 1,007,745 (1,007,745) -100.00%
Other Personal Services 49,940 587,711 537,771 91.50% 8,540,494 64,778 (14,838) -22.91%
Total Personal Services 58,719 2,436,976 2,378,257 97.59% 22,241,797 1,100,753 (1,042,034) -94.67%
Maintenance
William Green Rent 0 0 0 0.00% 19,049,395 0 0 0.00%
Other Rent and Leases 1,700,330 2,517,780 817,450 32.47% 10,225,071 1,501,605 198,725 13.23%
Software and Equipment
Maintenance and Repairs 48,053 5,505,796 5,457,743 99.13% 15,055,125 126,772 (78,719) -62.09%
Inter Agency Payments 186,652 307,481 120,829 39.30% 4,730,616 130,567 56,085 42.95%
Communications 222,857 388,868 166,011 42.69% 4,127,924 265,072 (42,215) -15.93%
Safety Grants and
Long Term Care Loan 229,244 0 (229,244) 0.00% 4,000,000 42,839 186,405 435.13%
Supplies and Printing 50,108 96,110 46,002 47.86% 1,402,934 34,538 15,570 45.08%
Other Maintenance 259,632 276,795 17,163 6.20% 3,407,235 254,923 4,709 1.85%
Total Maintenance 2,696,876 9,092,830 6,395,954 70.34% 61,998,300 2,356,316 340,560 14.45%
Equipment 1,141 439,381 438,240 99.74% 7,933,920 4,599 (3,458) -75.19%
Total Administrative Cost Fund
Expenses 23,075,258 32,283,851 9,208,593 28.52% 276,691,767 23,922,400 (847,142) -3.54

Total Agency Appropriation 328,602,765
Budget to Appropriation Variance 51,910,998
Percentage Variance 15.80%
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State Insurance Fund
Administrative Expense Summary

As of July 31, 2010

Actual Encumbrance FYTD Actual Actual
FYTD 2011 Balance =~ & Encumbrance  FYTD 2010
Investment Administrative Expenses
JP Morgan Chase - Performance Reporting $21,500 $81,168 $102,668 $5,792
Mercer Investment Consulting 81,667 496,914 578,581 39,5683
Other Investment Expenses 52,995 318,054 371,049 53,312
156,162 896,136 1,052,298 98,687
Actuarial Expenses
Oliver Wyman - Actuarial Services 0 0 0 104,960
Deloitte Consulting - Actuarial Services 187,288 2,167,564 2,354,852 0
187,288 2,167,564 2,354,852 104,960
Reinsurance Expenses
Towers Watson 1,526,119 3,052,238 4,578,357 0
Ohio Rehabilitation Services 605,407 0 605,407 0
TOTAL $2,474,976 $6,115,938 $8,590,914 $203,647

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.

Operating Transfers

As of July 31, 2010

FYTD 2011 FYTD 2010 Source

Workers’ Compensation Council $- $- Administrative Cost Fund

Ohio Dept. of Natural Resources - - Coal Workers’ Pneumoconiosis Fund
Ohio Inspector General — 212,500 Administrative Cost Fund

TOTAL $- $212,500
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Statement of Cash

Fiscal year to date July 31, 2010

(in millions)

Flows

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

Cash Flows from Operating Activities:

Cash Receipts from Premiums,
Net of Reinsurance

Cash Receipts — Other
Cash Disbursements for Claims

Cash Disbursements for Other

Net Cash Provided (Used)
by Operating Activities

Net Cash Flows from Noncapital
Financing Activities

Net Cash Flows from Capital and
Related Financing Activities

Net Cash Provided (Used)
by Investing Activities

Net Increase (Decrease) in
Cash and Cash Equivalents

Cash and Cash Equivalents,
Beginning of Period

Cash and Cash Equivalents, End of Period

$157 $170

(161) (179)
(35) (44)

$(13) $186 $(29)
(2) 5 (4)
18 (175) 14

9 (39) 4

(38) (50)

12 (23) (15)

21 1,102 (1,081)

(17) (50)

434 434

33 1,079 (1,096)

- 504 (70)

$417 $384

$33 $1,583 $(1,166)

Premium and Assessment Receipts
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Statement of Net Assets

As of July 31, 2010

(in millions) Year to Year
Prior Yr. Increase
Actual Actual (Decrease)
Assets
Bonds $13,553 $13,108 $445
U.S. Equities 3,888 3,831 57
Non-U.S. Equities 1,645 - 1,645
Cash & Cash Equivalents 417 1,583 (1,166)
Total Cash and Investments 19,503 18,522 981
Accrued Premiums 4,571 4,498 73
Other Accounts Receivable 184 206 (22)
Investment Receivables 275 399 (124)
Other Assets 103 111 (8)
Total Assets 24,636 23,736 900
Liabilities
Reserve for Compensation and
Compensation Adj. Expense $19,865 $19,274 $591
Accounts Payable 36 46 (10)
Investment Payable 237 1,208 (971)
Other Liabilities 172 198 (26)
Total Liabilities 20,310 20,726 (416)
Net Assets $4,326 $3,010 $1,316

Total undiscounted reserves for compensation and compensation adjustment expense are $32.3 billion.
See breakout by fund on page 13.

Net Assets
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$4.3
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$ in Billions
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Statement of Net Assets — Combining Schedule

As of July 31, 2010

(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 $12,308,609 $ 988494 § 211630 $ 25146 § 18788 $ - $ - $ - $13,552,667

U.S. Equities 3,571,462 261,022 55,392 - - - - - 3,887,876

Non-U.S. Equities 1,644,992 - - - - - - - 1,644,992

Private Equities 35 - - - - - - - 35

Cash & Cash Equivalents 351,919 13,515 2,484 354 337 44,737 3,927 — 417,273

Total Cash & Investments $17,877,017 $ 1,263,031 $ 269506 $§ 25500 § 19,125 $ 44737 $ 3927 $ - $19,502,843

Accrued Premiums 1,730,021 1,780,613 - 202 - 845,709 214,254 - 4,570,799

Other Accounts Receivable 130,944 21,334 114 69 1 6,362 25,558 - 184,382

Interfund Receivables 10,948 50,295 1 - 90 862 128,764 (190,960) -

Investment Receivables 253,088 18,338 3,979 - - 4 - - 275,409

Other Assets 25,772 22 - - - - 76,646 - 102,440
Total Assets $20,027,790 $3,133633 $§ 273600 $ 25771 $ 19216 $ 897,674 $ 449,149 $ (190,960) $24,635,873
Liabilities

*Reserve for Compensation &

Compensation Adj. Expense | $15,738,116 $2041502 $§ 74399 § 2808 $§ 2199 $ 889,400 $1,116,858 $ - $19,865,282

Accounts Payable 35,215 - - - - - 782 - 35,997

Investment Payable 228,753 6,335 1,328 - - - - - 236,416

Interfund Payables 171,873 11,761 191 8 17 1,10 - (190,960) -

Other Liabilities 89,748 99 747 3 173 - 81,510 - 172,280
Total Liabilities 16,269,705 2,059,697 76,665 2,819 2,389 890,510 1,199,150 (190,960) 20,309,975
Net Assets $ 3,758,085 $1073936 § 196935 $§ 22952 § 16,827 $ 7,164 $(750,001) $ - $ 4,325,898

*The undiscounted reserves for compensation and compensation adjustment expenses are as follows:

(in thousands)

SIF $24,842,000
DWRF 3,511,000
CWPF 182,000
PWRE 5,000
MIF 4,000
SIEGF 1,932,000
ACF 1,796,000

Total $32,272,000
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Financial Performance Metrics

Actual Projected Actual
FY11 FY11 FY10 Guidelines
As of 7/31/10 As of 7/31/10 As of 7/31/09
Funding Ratio (State Insurance Fund) 1.25 1.22 1.18 1.15 to 1.35
Net Leverage Ratio (SIF) 4.22 4.381 5.91 3.0t0 7.0
Loss Ratio 91.3% 99.5% 91.3%
LAE Ratio - MCO 7.9% 7.7% 7.5%
LAE Ratio - BWC 7.1% 10.3% 10.0%
Net Loss Ratio 106.3% 117.5% 108.8% 102.5%
Expense Ratio 4.1% 6.1% 3.6% 7.5%
Combined Ratio 110.4% 123.6% 112.4% 110.0%
Net Investment Income Ratio 34.2% 37.6% 37.9%
Operating Ratio (Trade Ratio) 76.2% 86.0% 74.5% 90.0%

Guidelines represent long-term goals for the agency. Business practices, peer group results, and historical data were con-

sidered in the establishment of the guidelines.

Funding Ratio

1.50
1.25 1.22 1.25
1.14 1.15 1.15
1.00
0.75
FY End 07 FY End 08 FY End 09 FYEnd 10 FYTD 2011
Min 1.15
B Max 1.35
Net Leverage Ratio
15.00
10.00
8.26 7.93 7.89
5.24
5.00 4.22
0
FY End 07 FY End 08 FY End 09 FY End 10 FYTD 2011
Min 3.0
B Max7.0
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Operational Performance Metrics

New Claims Filed - Twelve months ended
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Severity
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Medical on Medical Only claims has increased from $1,048 to $1,253 during this time period.

Indemnity excludes settlements
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Aggregate Reported Payroll- Twelve months ended

($ 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 $18,594 $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
Dec 2008 $94,580 $19,778 $7,065 $134 $5
Jun 2009 $91,066 $19,778 $7,194 $150 $5
Dec 2009 $87,696 $19,759 $7,384 $139 $4

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

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

Net Leverage Ratio

Measures the combination of BWC’s exposure to pricing
errors and errors in estimating its liabilities in relation to
net assets. Premium income plus reserves for compensa-
tion and compensation adjustment expense divided by net
assets.

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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