BWC Board of Directors
BOARD MEETING

Friday, September 24, 2010, 8:00 A.M.
William Green Building

30 West Spring St. 2™ Floor (Mezzanine)
Columbus, Ohio 43215

Members Present: William Lhota, Chair
James Harris, Vice Chair
Charles Bryan
David Caldwell
Alison Falls
Ken Haffey
James Hummel
Jim Matesich
Thomas Pitts
Larry Price
Robert Smith

Member Absent: None

Counsel Present: John Williams, Assistant Attorney General
James Barnes, BWC General Counsel

Staff Present: Marsha Ryan, BWC Administrator
Ray Mazzotta, Chief Operating Officer
Tracy Valentino, Chief of Fiscal and Planning

Scribe: Larry Rhodebeck, Staff Counsel

CALL TO ORDER

Mr. Lhota called the meeting to order at 8:00 a.m. and the roll call was taken. Mr. Lhota
reported that all eleven members were present and constituted a quorum.

MINUTES OF AUGUST 27, 2010

Mr. Caldwell moved to adopt the minutes of August 27, 2010. Mr. Haffey seconded and
the minutes were approved by aroll call of eleven ayes and no nays.

AGENDA

Mr. Lhota added an action item to the Investment Committee report concerning an
amendment to the Investment Policy Statement regarding Minority and Women Business
Enterprises (MWBES).



Mr. Smith moved to adopt the amended agenda. Mr. Pitts seconded and the amended
agenda was adopted by aroll call vote of eleven ayes and no nays.

CHAIRMAN’S COMMENTS

Mr. Lhota reported that at the five committee meetings of September 23, there was 93%
attendance and participation by directors.

Mr. Lhota announced that on October 13, Mr. Pitts will be awarded the 2010
Professionalism Award by the Akron Bar Association. There was a round of applause
from the Workers' Compensation Board and meeting attendees.

COMMITTEE REPORTS

ACTUARIAL COMMITTEE

Mr. Bryan reported that the Actuarial Committee met on September 23 and had one
action item to change rules and make them compatible with program changes. There was
one change from the first reading of the August meeting. Some employers wish to
submit safety programs to the Division of Safety and Hygiene that are more stringent
than the Ten-Step Business Program. So the requirement for the Ten-Step program has
been modified.

Upon the recommendation of the Actuarial Committee, Mr. Bryan moved that the Bureau
of Workers' Compensation Board of Directors approve the Administrator’'s
recommendation to amend eight rules of Chapter 4123-17 of the Administrative Code; to
rescind Rule 4123-17-42.1; and to adopt Rule 4123-17-74, “Deadline Dates and
Compatibility Information for Employer Programs.” The rule changes will provide
employers with uniform application deadlines and program compatibility information in a
single rule. The motion consents to the amendment, rescission, and adoption of ten rules
as presented at the Actuarial Committee. Mr. Matesich seconded and the motion was
approved by aroll call vote of eleven ayes and no nays.

Mr. Bryan reported that the Actuarial Committee had a first reading on revised annuity
tables for permanent total disability (PTD) and death claims. The tables were last updated
in 2002. The new tables use experience from 1916 to the present. Two life actuaries from
Deloitte Consulting LLC presented the report to the Actuarial Committee. The annuity
tables only affect those with PTD and death claims and do not impact the financial
statement reserves. The tables are important because they will allow BWC to someday
use incurred loss development in its reserve analysis. As of now, the financial statements
only use paid losses, and the industry best practice is to use both methods. More
accurate reserves means more accurate rates Mr. Bryan further noted that the 2010
annuity tables are very close to the 2002 tables.

Mr. Bryan also reported that the Actuarial Committee held a first reading on the public
employer taxing district (PEC) overall rate level for 2011. The indications range from a
10.3% reduction to an increase of 0.6%. The BWC Actuarial staff has recommended a
5.5% overall reduction. The rates for three classes of employers will be reductions of 2.2%
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for group, 7.1% for non-group, and 5.4% for retrospective rating. This is good news to
local governments because of the reduction, although there is a lag in payment until
2012.

The Chief Actuarial Officer report noted that the department lost a credentialed actuary
and is currently looking for a replacement. The department is working on a split-
experience plan, private employer rates, rate stability project (in accordance with a
directive from the Workers' Compensation Board), and re-evaluation of the one-claim
program. The one-claim program originated because when an employer moved from
group to non-group, there was a material increase in premiums. When introducing new
programs, the Workers' Compensation Board must think about whether to keep old
programs. The Actuarial Committee also received an exhibit which illustrates the
downward development in loss reserves over the past ten years.

AUDIT COMMITTEE

Mr. Haffey reported that the Audit Committee met on September 23 for one and one-half
hours and covered a number of topics. Caren Murdock, Chief of Internal Audit, presented
the Fourth Quarter fiscal year 2010 Quarterly Executive Summary. Four new audits were
completed and the report was provided on outstanding comments from prior periods.
Ms. Murdock and Michael Glass, Director of Underwriting and Premium Audit, answered
guestions on Professional Employer Organizations (PEOs). This led to a request by Mr.
Lhota for a formal report on PEOs in several months on their risks and problems. Ms.
Murdock also reported on summary audit statistics by division and a discussion on
management’s acceptance of risk for one comment and management’s progress on
several others, with emphasis on management’s commitment to addressing comments
timely.

Ms. Murdock discussed staff resources of Internal Audit and audit projects. The division
lost one auditor in June, which has impacted the time available per project, but has not
materially impacted service. Ms. Murdock discussed three projects in the planning phase:
Managed Care Organization (MCO) audit, validation, and Investment Division Requests
for Proposal (RFPs). Five other projects are in the fieldwork phase; one project is in the
final phase; and one project is postponed to allow a policy change to take effect.

For the external audit, BWC staff has dedicated 934 of 1,000 allocated hours. Mr. Haffey
noted the independent audit was on target to be completed by September 30.

Finally, the Audit Committee went into executive session with Joe Montgomery, Deputy
Inspector General, on the Inspector General Semi-Annual Report.

GOVERNANCE COMMITTEE

Ms. Falls reported that the Governance Committee met on September 23 and conducted
an annual review of governance guidelines. Don Berno, Board Liaison, and Ann Shannon,
Legal Counsel, have drafted revisions of the governance guidelines. The guidelines are
nineteen pages long and contain twelve exhibits. The goal is to gather in one place all
that directors need to comply with their fiduciary duty. The Governance Committee held a
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page-by-page review and discussion. Several changes fine-tune the guidelines, but there
was only one major change. The Governance Committee continued the discussion
regarding executive session for the Administrator’'s review and the Board self-
assessment, which led to a memorandum from James Barnes, General Counsel.

Mr. Barnes reported he had no concerns about waiver of the attorney client privilege. It is
unusual to waive attorney client privilege in procedural matters in governance guidelines.
He would prefer to add a footnote that the memorandum exists. Ms. Falls stated she
believed that it was good to have Mr. Barnes’ memo in its entirety made a part of the
Board Governance Guidelines.

Ms. Falls moved that the Workers' Compensation Board of Directors accept the
recommendation of the Governance Committee to waive the attorney client privilege on
the memorandum “Executive Session (Evaluation of BWC Administrator/Board Self-
Assessment)” authored by James Barnes, BWC General Counsel, dated August 16, 2010.
Mr. Price seconded and the motion was approved by a roll call vote of eleven ayes and no
nays.

Ms. Falls also reported there was a discussion of the role of the Workers' Compensation
Board over the risk process. Mr. Berno reviewed risks and the controls put in place. There
is a distinction between risk at the policy level, when the Workers' Compensation Board is
involved, and risk at the operational level, which is under the control of the Administrator.
The Governance Committee undertook a review of committee charters. Charters will be
reviewed by committees in October for the first reading and in November for the second
reading.

Mr. Haffey commended Ms. Falls, Mr. Berno, and Ms. Shannon for their work. The
Workers' Compensation Board is as good as any board on which he has served over the
past years. Ms. Falls also acknowledged the work of Ron O’Keefe, Fiduciary Counsel, in
the oversight process.

INVESTMENT COMMITTEE

Mr. Smith reported that the Investment Committee met on September 23, and has one
action item to present to the Workers' Compensation Board. As of September 22, the
value of the BWC portfolio stood at $20.306 billion, consisting of 69% in bonds, 28.9% in
equities, and 2.1% in cash. The fiscal year-to-date results for the two-month period July-
August 2010 show net investment income of $755 million.

The Investment Committee reviewed the memorandum of Bruce Dunn, Chief Investment
Officer, on proposed new investment strategy recommendations. Mr. Dunn presented
two phases for proposed implementation of these strategies in his memorandum. In the
proposed first phase, four investment strategy considerations are proposed: long
duration fixed income active management, Minority and/or Women business enterprise
(MWBE) investment management, cash management overlay, and real estate
investments. Phase two investment strategy priorities consist of three additional asset
classes for active management consideration: U.S. Small/Mid Cap Equity, Non-U.S.
Equity, and U.S. Aggregate Fixed Income.
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The Investment Committee recommended revision of the Investment Policy Statement for
allocation of a typical 1% of State Insurance Fund invested assets with MWBE investment
managers. Upon the recommendation of the Investment Committee, Mr. Smith moved
that the Workers' Compensation Board of Directors amend current Section VIII of the
Statement of Investment Policy and Guidelines (“IPS”) regarding fair consideration for
gualified minority-owned and/or women-owned investment managers and qualified Ohio
managers to fulfill BWC's investment objectives, for the reasons set forth in the
Memorandum of BWC’'s Chief Investment Officer dated September 15, 2010. The
recommended amendments to the IPS are shown in the red-lined version of Section VI
of the IPS prepared by Mercer Investment Consulting, Inc., and the BWC Investment
Division and will be incorporated by reference into the minutes of the Investment
Committee. Ms. Falls seconded and the motion was approved by a roll call vote of eleven
ayes and no nays.

Mr. Smith reported further that the Mercer-led second discussion on real estate was
deferred to the October 2010 meeting due to time limitations.

Mr. Caldwell strongly affirmed the action of the Workers' Compensation Board on MWBE.

MEDICAL SERVICES AND SAFETY COMMITTEE

Mr. Harris reported that the Medical Services and Safety Committee met on September
23 and had a second reading on the rule for a pharmacy and therapeutics committee.

Upon the recommendation of the Medical Services and Safety Committee, Mr. Harris
moved that the Bureau of Workers' Compensation Board of Directors approve the
Administrator’s recommendation to adopt Rule 4123-6-21.2 of the Administrative Code,
“Pharmacy and Therapeutics Committee,” to advise the Administrator and Chief Medical
Officer on issues involving medication therapy for injured workers. The motion consents
to the Administrator adopting Rule 4123-6-21.2 as presented at the Medical Services and
Safety Committee. Mr. Hummel seconded and the motion was approved by a roll call
vote of eleven ayes and no nays.

Mr. Harris reported that Dr. Robert Balchick, Medical Director, and Mamta Mujumdar,
Director of Medical Research, led a discussion on the Health Care Provider Quality
Assurance Advisory Committee. BWC proposes to align the focus of the committee with
other changes within the BWC. There was also a first reading on the inpatient hospital fee
schedule led by Freddie Johnson, Director, Managed Care Services, and Anne Casto,
President, Casto Consulting. BWC will adopt Medicare rates, increase outlier provider
rates, and adopt adjustment rates. Tina Kielmeyer, Chief, Customer Service, provided a
report on the Customer Services Division. Topics included the Drug-Free Safety Program,
lump-sum settlements, and the claims complexity project. New federal guidelines on
drug testing take effect on October 1, 2010.

Abe Al-Tarawneh, Superintendent of Safety and Hygiene, and Julie Darby-Martin,
Management Analyst, Division of Safety and Hygiene, provided an update on the Ohio
Safety Congress. Both attendance and revenue increased. Attendee satisfaction was high.

5



There were some vendor complaints, and they have been addressed for next year’s
event.

MONTHLY ENTERPRISE REPORT

Tracy Valentino, Chief of Fiscal and Planning, provided the “Enterprise Report” for
September 2010. She first reported that page 3 has a new table on benefits and
compensation adjustment expense, limited to monthly activities.

BWC net assets increased by $140 million in August resulting in net assets of $4.5 billion
at August 31, 2010, compared to $4.4 billion at July 31, 2010. The year-end audit
adjustment has been added, leading to a reset of the June 30 balance.

Mr. Bryan asked how BWC acquired the changes in the reserve for the month in the new
table on page 3. Ms. Valentino replied that BWC chooses to accrue the change in the
reserve evenly throughout the fiscal year. The Deloitte quarterly review, however, may
require modification.

Mr. Smith asked what the change in the balance sheet is. The change in the balance sheet
reflects the monthly accrual of reserve change and an adjustment of approximately $43
million to the opening balance as a result of a year-end audit adjustment. Mr. Haffey
added that is a customary end-of-year adjustment.

Ms. Valentino further reported that premium and assessment income of $166 million net
of a $12 million provision for uncollectible accounts receivable and net of $0.5 million in
ceded reinsurance premiums resulted in operating revenues of $153 million. Benefits and
compensation adjustment expenses of $202 million along with other expenses of $10
million resulted in operating expenses of $212 million.

A $146 million increase in the fair value of the investment portfolio in August along with
interest and dividend income of $53 million for the month, resulted in net investment
income of $199 million for the month after investment expenses of $0.7 million. The
increase in the fair value of the portfolio is comprised of $122 million in net realized gains
and $24 million in net unrealized gains. Cash and cash equivalents include $129 million in
money market holdings in the outside investment manager accounts. The funds are
committed to covering a $72 million net investment trade payable for transactions that
will settle in September.

Premium and assessment receipts of $471 million were collected in August compared to
$499 million in August 2009. This is the second month of the semi-annual collection
period. This is slightly less than the amount of August 2009 and is due to reductions in
private employer rates, timing differences, and a decline in reported payroll.

BW(C total net assets have increased by $670 million for fiscal year-to-date 2011, resulting
in net assets of $4.5 billion of August 31, 2010, compared to $3.4 billion at August 31,
2009. BWC premium and assessment income for fiscal year to date 2011 is $334 million
for fiscal year to date, compared to $384 million for fiscal year-to-date 2010. This reflects
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decreased premium rates for private and state agency employers effective July 2, 2010,
and January 1, 2010 for PECs.

Mr. Bryan asked why BWC collects premiums in arrears. Ms. Valentino replied that the
timing of payment is governed by statute. Marsha Ryan, BWC Administrator, added that
only Ohio permits collection in arrears.

Ms. Valentino further reported that benefit and compensation adjustment expenses
increased by $7 million for fiscal year to date 2011 compared to prior fiscal year to date
expenses. BWC net investment income for fiscal year-to-date 2011 totaled $755 million
comprised of $516 million in net unrealized gains and $130 million in net realized gains,
along with $111 million in interest and dividend income, net of $1.2 million in investment
expenses.

Declines in private employer premium rates have contributed to premium collections
being $57 million less than prior fiscal year-to-date collections. Private employer payroll
and premiums for the period January 1, 2010 through June 30, 2011, were due on August
31. Approximately 85% of private employers timely filed their payroll report compared to
84% six months ago and 85% one year ago. Lapses as of September 1 have been sent to
collection. Most employers either comply or cancel their coverage.

The approximately 19,300 employers participating in the 50/50 payment program will be
paying $132.5 million in premiums by December 1, 2010, to maintain active coverage.
These numbers are down from 22,000 employers that participated in the last collection
cycle that owed $146 million for the second installment. BWC will research why there are
fewer participants. The bar chart on the bottom of page 4 shows the changes in the net
asset balance over the prior twelve months. The statement of operations, combining
schedule, shows net assets in the State Insurance Fund of $3.978 billion as the largest
component of the $4.5 billion.

The BWC Administrative Cost Fund expenses for August 2010 are approximately $7.6
million (15%) less than budget and approximately 3.7% more than last fiscal year.
Decreases in payroll from August 2009 to August 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 through August 2010 than through August 2009. Through August journal
entries, BWC staff have taken almost 40,000 (22%) of the available 179,300 hours for a
savings of approximately $1.1 million. The timing of the receipt of invoices for payment in
fiscal year 2011 contributed to actual expenditures being less than the amount budgeted
in August and greater than fiscal year 2010 expenses. In comparison with the July
“Enterprise Report,” August shows a jump in expenditures because of payment of
purchase orders for such things as outside counsel fees, rent, and software. BWC is
looking at identification of additional cost savings. The current fiscal year 2011 budget is
approximately $55 million (16.7%) less than appropriated by the General Assembly.

Page 10 of the “ Enterprise Report” sets forth administrative expense payments from the
State Insurance Fund, including investment administrative expenses, actuarial expenses,
reinsurance expenses, and Ohio Rehabilitation Services. BWC made no operating
transfers during the month for the Workers' Compensation Council, Ohio Department of
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Natural Resources (ODNR), or Ohio Inspector General. These transfers will first show in
the September “ Enterprise Report.”

Ms. Falls asked what the transfer to Ohio Rehabilitation Services is for. Ms. Valentino
replied that they provide some services to injured workers. Mr. Harris asked what the
Shoenfelt Consulting, Inc., fee is. Mr. Bryan replied that the Actuarial Committee asked for
an independent review of group rating for its deliberations on rate reform.

In the Statement of Cash Flows, cash and cash equivalents totaled $648 million at the end
of the period. The page 11 bar chart shows the cyclical nature of premium and
assessment receipts.

With respect to the Statement of Net Assets, Mr. Bryan stated that the $4.5 billion in net
assets is in case the reserve is set too low, or investments results are poor. It is not a fund
excess. Ms. Valentino also added that the liability is in discounted dollars. The
undiscounted reserve of $32 billion is forth in the table on page 13.

Ms. Valentino reported that the Funding Ratio of the State Insurance Fund was 1.27 as of
August 31, 2010, and falls within the guidelines. The Net Leverage Ratio is 4.02, and also
within guidelines. The Net Loss Ratio, Combined Ratio, and Operating Ratio are below the
target, but are coming down.

Mr. Pitts commented that the chart on new claims chart shows filings have stabilized.

Mr. Harris commented that the new General Assembly will meet in January and face
budget deficits that it will need to answer, possibly by looking to BWC. Ms. Valentino
replied that the State Insurance Fund is protected from transfers to other funds. However,
the ACF is an appropriated fund. BWC will submit a fiscal year 2012 budget by November
1, 2010, to the Office of Budget and Management. The BWC budget will be submitted as a
separate budget bill. Every biennium requires an education process of the General
Assembly to distinguish the ACF and State Insurance Fund. BWC will be submitting
narrative documents to the Office of Budget Management and the Legislative Service
Commission. Greg Paul, Legislative Liaison, will be active in contacting the General
Assembly. Ms. Valentino stated she was not aware of any dollars being transferred from
the State Insurance Fund to other funds.

Mr. Price reported that his experience confirms that transfers cannot be made; however,
the education process is still needed.

Ms. Ryan stated that HB100 selected the Workers' Compensation Board with the unique
authority to provide monthly oversight over BWC finances.

Mr. Smith stated, nevertheless, there were two “one-time” transfers from the Coal
Workers’ Pneumoconiosis Fund to ODNR. It is also possible to view the 1998 rebate and
group rating problems as transfers. BWC and the Workers' Compensation Board
continually need to educate employers on the nature of Ohio workers' compensation.



Mr. Pitts commented that BWC is still working on the recommendations of Deloitte in the
HB100 study to correct problems. Another possible example of a transfer is wage
continuation. Mr. Price added that the Workers' Compensation Board and BWC must
work to educate why it needs $20 billion in assets. Mr. Harris added that so long as BWC
continues to reduce employer rates, it will retain credibility. Mr. Lhota emphasized that
what needs emphasis is the page 13 table is what needs emphasis on the $32 billion
undiscounted liability.

ADMINISTRATOR BRIEFING

Ms. Ryan reported that the fall has been busy. BWC has proposed lower PEC rates for
January adoption. The external audit by Schneider Downs is due September 30 and
reflects much work by the Fiscal and Planning and Internal Audit Divisions. Strategic
objectives have been rolled out to all staff. The Combined Charitable Campaign has
begun. Mr. Pitts was the guest at the opening assembly. The budget is being completed.

The Ohio Prescription Drug Abuse Task Force completed its meetings. Dr. Robert Balchick
was the BWC representative. The task force will make recommendations to Governor
Strickland on dispensing of opioids, which will affect the BWC prescription program. The
Ohio Automated Rx Resource System (OARRS) will track prescriptions. The task force will
be proposing rules on education and pain management. There will be a report to the
Workers' Compensation Board and Medical Services and Safety Committee.

The Ohio State University Department of Public Health will provide a report to BWC
before October. Also, next week, Dr. John Howard, Director, National Institute of
Occupational Health (NIOSH), will be visiting the Ohio Center for Occupational Safety &
Health (OCOSH) to sign an agreement with BWC. BWC will share data on injured workers
with the Federal government and other states. The directors of the Workers'
Compensation Board are invited to the signing.

The General Assembly has not come back into session since the last meeting, so there is
no legislation to report. No legislative action is expected before the election.

Mr. Pitts reported that the Workers' Compensation Competitiveness Task Force met on
September 16 and that he attended on behalf of Mr. Lhota. The session was chaired by
Mary Jo Hudson, Director, Department of Insurance. No member of the General
Assembly attended. There was a presentation by a panel of psychologists on many things
that are wrong with the current system. They made some suggests for improvement. The
Ohio Civil Service Employees’ Association submitted a written report. Connie Nahra,
Aladdin Baking Co., and Doug Sibila, Peoples Services, testified. Stewart Jaffy, injured
worker attorney and counsel for AFL-CIO, testified against privatization. Ms. Hudson
announced there would be further meetings, but none has been scheduled. Mr. Mazzotta
added that the psychologists had several suggestions, but would be harder to implement.

Mr. Price asked what impact privatization would have on the budget. Mr. Mazzotta replied
that the General Assembly could only reduce the ACF through the budget bill.



Mr. Hummel asked if there was any activity by the Workers' Compensation Council. Ms.
Ryan answered that there was no activity except statements by Representative Dan Dodd
calling for defunding.

Mr. Pitts stated that the State Insurance Fund cannot directly transfer. Nevertheless, the
task force is sure it can implement privatization. The Nevada State Insurance Fund still
exists, but has no assets. The assets went somewhere.

Mr. Price stated that the Tobacco Fund was created by statute and its funds were
transferred. Ms. Ryan added that the ACF is separate from other agency budgets and
money taken from the ACF cannot help their budgets.

Mr. Lhota thanked Mr. Pitts and Mr. Mazzotta for representing the Workers'
Compensation Board and BWC at the task force meeting.

CHAIRMAN’S COMMENTS

Mr. Lhota reported that the next meetings of the Workers' Compensation Board will be on
October 21 and 22. A public forum on rehabilitation will convene at 10:00 a.m. today.
ADJOURNMENT

Mr. Smith moved to adjourn the meeting. Mr. Caldwell seconded and Mr. Lhota
adjourned the meeting after the motion was approved by a roll call vote of ten ayes and
no nays.
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