OHIO BUREAU OF WORKERS’ COMPENSATION

BOARD MEETING

AGENDA

Bill Lhota, Chairman
December 20, 2007

Level 2, Room 2

8:00 a.m. —11:30 p.m.

8:00 a.m. Call to order
Bill Lhota, Chair
Roll Call
Tom Woodruff, Scribe
Bill Lhota, Chair
» Approval of minutes of the November 21, 2007 meeting
» Review meeting agenda
8:10 a.m. Committee Reports
Actuarial Committee
Chuck Bryan, Committee Chair
Audit Committee
Ken Haffey, Committee Chair
» Rules: 4123-20-01 to 4123-20-07 (Marine Industry Fund)*
4123-21-01 to 4123-21-08 (Coal Workers Pneumoconiosis
Fund)*
Governance Committee
Alison Falls, Committee Chair
Review proposed 2008 Governance Committee calendar
Investment Committee
Bob Smith, Committee Chair
» Securities Lending *
» Commingled Index Managers RFP Proposal *
» Investment Policy Statement Review *
» Administrative Revisions *
» Non-Administrative Revisions *
8:45 a.m. “Deep Dive” with PERS and Deferred Compensation programs

Seth Conley , DC Education Representative, PERS
Brenda Hall, Group Education Representative, PERS
Deferred Comp Representative, Deferred Comp program




9:45 a.m. Monthly Financial Report
Tracy Valentino, Chief
Fiscal & Planning Division

10:45 a.m. Administrator Briefing

Marsha P. Ryan, Administrator

11:30 p.m. Adjourn Board Meeting

* Consideration and possible vote

Next meeting: January 25, 2008, 8:00 am — 1:30 pm



WORKERS’ COMPENSATION BOARD OF DIRECTORS
TUESDAY, NOVEMBER 20, 2007
WILLIAM GREEN BUILDING
THE NEIL SCHULTZ CONFERENCE CENTER
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
Philip Fulton
James Hummel
Jim Matesich
Larry Price
Robert Smith

Members Absent: Kenneth Haffey

Others present at the request of the Board:

F. Ronald O’Keefe, Fiduciary Counsel to the Board
Andrew Doehrel, CEO, Ohio Chamber of Commerce

CALL TO ORDER

Mr. Lhota called the meeting to order at 9:30 AM, Tuesday, November 20, 2007 and roll
call was taken. At the onset of the meeting all members were present, except for Kenneth
Haffey and Larry Price.

Mr. Lhota indicated that Mr. O’Keefe has produced two memorandums regarding the
fiduciary duties of Board members. Both documents are subject to the attorney-client
privilege. However, the Board has chosen to waive said privilege so that the
memorandums may be discussed at the Board meeting. The second memorandum will be
provided prior to the Board meeting on Wednesday, November 21, 2007.

BOARD TRAINING, NOVEMBER 20, 2007

Training for the Board continued Tuesday morning. A presentation was made by
Andrew Doehrel, Chief Executive Officer of the Ohio Chamber of Commerce. Mr.
Doehrel provided a brief historical perspective of workers’ compensation legislation
enacted over the past twenty-one years with respect to group rating. Beginning in the
1980’s, labor/business groups began studying workers’ compensation issues, including
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claims administration issues. In the view of Mr. Doehrel, the group rating system was
implemented to compel employers to pay attention to claims costs, and manage their
claims more closely.

Mr. Price joined the meeting at 9:40 AM.

Group rating included safety programs and sponsors of groups under which employers
were pooled together to achieve premium discounts. Mr. Bryan inquired whether or not
the legislation was intended to address the issue of businesses moving in and out of
groups. Mr. Doehrel’s response was that this issue was not discussed with the legislators,
but the issue was raised with BWC early on when group rating was being implemented.
Mr. Harris emphasized that in addition to concern over the bottom line, employers were
also concerned with the total number of workplace injuries and the well-being of their
labor forces. Mr. Smith inquired as to how the group rating system moved away from
actuarial soundness. Mr. Doehrel responded that one could argue that the system is
actuarially sound, and that there may be other problems besides issues with the credibility
tables. Mr. Fulton asked whether it had been envisioned that so many trade groups would
be involved with group rating, and whether there should be more oversight and tighter
parameters. Mr. Doehrel indicated that it was never anticipated that so many players
would get involved. He further indicated that tighter parameters may be needed and that
there could be bad actors. Mr. Matesich inquired as to whether the Ohio Chamber of
Commerce sponsors any groups. Mr. Doehrel indicated that the Ohio Chamber of
Commerce does sponsor a group. Mr. Matesich then asked who provides oversight as to
how groups operate and what functions they perform. Mr. Doehrel responded that BWC
has set group rating rules, but organizations such as his work with third party
administrators to carry out group sponsorship. Mr. Matesich asked whether the original
intent of the group rating legislation was to allow companies to group with other like
companies. Mr. Doehrel explained that he is unclear about legislative intent, but that for
practical reasons you can’t group employers together too narrowly or there might not be
enough employers to form a group.

John Pedrick, BWC Chief Actuarial Officer, then gave a presentation in which he
provided a comparison between the Washington state monopolistic fund and the Ohio
monopolistic fund. Washington does have a group rating system. Mr. Pedrick reviewed
a letter provided by Washington that explains its group retrospective rating system.
Under the Washington system, employers may participate in retrospective rating
individually or through a group operated by a business association. The Washington
system utilizes a three year retrospective experience period. The Washington system has
refunded an average of twenty one percent of premium to employers in the retrospective
program. Mr. Bryan inquired as to how a group premium is calculated. Mr. Pedrick
explained that retrospectively rated employers, whether in a group or not, first pay
experience rated premium based on each individual employer’s history, not on the
collective group history. Refunds or additional premium required by the actual claim
experience are determined over the three years following the policy period, after which
the policy period is closed out. Further, Mr. Matesich questioned whether or not their
system is always operating three years behind. Mr. Pedrick explained that an employer
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or group in the retrospective rating program has multiple policy years in progress — the
current year and three prior years. Marsha Ryan, BWC Administrator, requested an
explanation of different refunds. Mr. Pedrick stated that experience rating is a
prospective ratemaking tool that refines the rate for next year based on past experience, to
the extent it provides reliable information. Retrospective rating is somewhat similar to
self insurance since additional premium invoices or refunds are based on the actual
claims of the policy period. A discount program is also a prospective rating scheme since
it should reflect expected savings. Mr. Smith and Mr. Matesich engaged Mr. Pedrick in
discussion on experience rating and retrospective rating. The Washington system has a
twenty-one percent average refund, with a loss ratio of group rated employers the same as
the ratio of non-group rated employers. Mr. Smith inquired as to how this compares with
Ohio. Mr. Pedrick indicated that the loss ratios for some group rated employers are three
times the premium in Ohio. Ms. Ryan noted that equalization of the loss ratios is not
occurring between groups. Mr. Price inquired as to whether a retrospective rated
employer that suffered a loss is kicked out of the group in Washington’s system. Mr.
Pedrick explained that for a given policy year a group remains in tact. Over time, those
groups with higher than expected costs disappear since employers can pay less in the long
run without the group. Mr. Price raised the issue of equalizing without removing
employers from their groups. Pedrick stated that Washington uses a split experience
rating plan similar to the NCCI approach.

Mr. Hummel questioned as to whether or not premiums were raised to pay refunds. Mr.
Pedrick responded that increasing premiums to pay refunds is a characteristic of a refund
system because it properly raises premium for those who bring more losses to the pool
while lowering premium for those with lower than average losses. The loss ratio
indicates whether the discount percentage is correct. Ms. Falls noted that the NCCI
approach emphasizes the frequency of losses, whereas the Ohio system emphasizes the
severity of losses. The Washington system includes a retrospective approach, whereas
the Ohio system implements a prospective approach. Mr. Bryan emphasized the
importance of actuarial soundness and the equalization of loss ratios.

Mr. Fulton noted that RC 4123.29(A)(4)(c) indicates that an employer is to be considered
a part of a group for retrospective rating. Mr. Fulton then raised the issue of whether
such language may be an indication that the legislature intended BWC to follow the
Washington model. Mr. Fulton requested that the BWC Legal Department review this
issue. James Barnes, BWC General Counsel indicated that BWC will look at the law, but
cannot evaluate legislative intent. Mr. Matesich suggested that Mr. Fulton’s comments
may be opening the door to changing the system to retrospective rating. Ms. Falls asked
Mr. Pedrick to further explain credibility tables. Mr. Pedrick did so. Mr. Harris brought
up issues with regard to the severity data provided. Mr. Pedrick suggested that based on
several actuarial models, the correct maximum for the credibility table is approximately
sixty percent. A decrease in the credibility tables has a concurrent reduction in the base
rate. Mr. Pedrick emphasized the need to further look at the group continuity rules.

Joy Bush, BWC Director of Employer Management Services, next provided follow-up
information from her presentation of last month. Ms. Bush provided a graphic
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representation of the distribution by industry class and payroll. Ms. Ryan asked Ms.
Bush to correlate the spreadsheet to the pie charts. Mr. Matesich had Ms. Bush clarify
details of the spreadsheet. Ms. Bush discussed consideration of changing group
requirements. The legally required mandate is the size of the groups. Mr. Price inquired
as whether the group rating discussion had a large variety of participants and who they
were. Ms. Bush indicated that there was a large variety of participants. Mr. Matesich
guestioned as to what the action plan was. Ms. Bush indicated that the plan was to make
changes to the credibility table, and the priority was safety and marketing first.

RECESS:

Motion to recess was made by Ms. Falls and seconded by Mr. Harris at approximately
12:00 PM.
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WORKERS’ COMPENSATION BOARD OF DIRECTORS
WEDNESDAY, NOVEMBER 21, 2007, 8:00 AM
WILLIAM GREEN BUILDING
THE NEIL SCHULTZ CONFERENCE CENTER
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
Philip Fulton
James Hummel
Jim Matesich
Larry Price
Robert Smith
Kenneth Haffey

Members Absent: None
CALL TO ORDER

Mr. Lhota reconvened the meeting at 8:00 AM and roll call was taken. All members
were present.

MINUTES OF OCTOBER 26, 2007 MEETING

Ms. Ryan noted that she had several suggested changes to the minutes. On page seven,
Ms. Ryan suggested that the spelling of some of the legislators’ names should be
corrected. Ms. Ryan requested that the minutes specifically note her congratulations on
the Board Members’ Senate confirmation. Furthermore, Ms. Ryan suggested that on
page two it should be noted that Ms. Falls inquired as to how premiums break out for
employer groups, and whether the 80/20 rule applies. On page three, Mr. Fulton’s
question concerning whether or not salary continuation had an impact on reserving, was
answered by Ms. Bush as yes. Upon a motion by Mr. Bryan, and seconded by Mr.
Matesich, the October 26, 2007 meeting minutes were approved with the noted
amendments.

FIDUCIARY RESPONSIBILITY DISCUSSION

The memorandum letter dated November 8, 2007, was discussed at length by fiduciary
counsel, Ron O’Keefe. The Board waived any privilege of confidentiality with respect to
the memorandum of November 8, 2007,

A second memorandum was provided to the Board on November 20, 2007. Mr. O’Keefe
discussed the details of fiduciary responsibility. He noted that it is rooted in common
law, and places the Board members in the position of trustee. The duty requires members
to exercise the highest duty of care, and entrusts them with oversight responsibility of a
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public entity governed by law, imposing upon them the duties of loyalty and care.
Members are required to safeguard and maintain the solvency of the Ohio State Insurance
Fund. Members must separate themselves from their relationship with a constituency and
focus solely on their fiduciary responsibility as a Board member. Their actions must be
in the interest of the entire fund as a whole, and what is fair and equitable to all BWC
stakeholders. Mr. Smith inquired with regard to the issue of members recusing
themselves, and whether this must be done only in the event of an actual conflict, or
whether a member may recuse himself in the event of a perceived conflict. Mr. O’Keefe
replied that members should be encouraged to participate in discussion, but should recuse
themselves when action is taken on the issue if a personal interest interferes. Ms. Falls
inquired whether or not fiduciary duty permitted board members to have honest
differences of opinion. Mr. O’Keefe replied that it is permissible to have different points
of view, and that it appears the legislators may have believed that different points of view
were in the best interest of the State Insurance Fund. Mr. Price indicated that dialogue
among the Board members is in the best interest of the public.

Mr. Lhota questioned whether or not a member should provide a reason for recusal. Mr.
O’Keefe replied that stating a general reason is sufficient. Mr. Matesich noted the Board
must do what is fair and equitable for employers but also maintain solvency of the State
Insurance Fund. Mr. Matesich inquired as to whether or not there is a priority or weight
assigned to the principle of fairness and equity for employers and solvency. Mr. O’Keefe
indicated that solvency is paramount. To achieve a fair and equitable decision, members
must use good judgment. Mr. Fulton stated that solvency includes preservation of the
fund for injured workers so that a humanitarian benefit can be paid.

Mr. Lhota recessed the meeting at 8:27 AM for a group photograph of the Board of
Directors. The meeting was reconvened by Mr. Lhota at 8:44 AM.

COMMITTEE REPORTS

Governance Committee:

Ms. Falls discussed the November 16, 2007 meeting of the committee in Mansfield. Ms.
Falls expressed her appreciation for Mr. Fulton attending the meeting. Ms. Falls then
discussed the charter of the Governance Committee. As outlined in the charter, the
governance of the entire Board will be considered by the Governance Committee. The
role of the Committee will be evolving, with the Committee dedicated to the utilization of
best practices in corporate governance. The Committee’s role will be to work on an issue
and then report back to the Board with recommendations, and to assist the Chair with his
responsibilities. In the Duties and Responsibilities section of the charter, it is noted that
there will be a review of the Board’s Governance Guidelines annually, the incorporation
of House Bill 100 requirements, and a coordination of the Administrator’s annual review.
Further, the committee shall develop and coordinate the ongoing self-assessment of
Board members and oversee its education and orientation processes. Ms. Falls noted that
the Governance Committee appreciated the Board’s approval of the hiring of fiduciary
counsel.
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Mr. Caldwell inquired as to whether all duties and functions of the Governance
Committee were written in the statutes. Ms. Falls answered that they were incorporated
into the charter. House Bill 100 provides a set of minimum requirements for the Board.
The Committee has chosen to include extra tasks for the Board. Mr. Caldwell suggested
that the charter include language that states the Committee makes recommendations
consistent with House Bill 100. In addition, Mr. Caldwell and Mr. Lhota requested that
the charter indicate that executive session is used for the purpose of the Administrator’s
performance review, instead of the more general “personnel review.”

It was noted that it is not the Governance Committee’s responsibility to conduct the
performance review, but rather coordinate it, and ensure that all committee charters are
consistent with the appearance of having come from the same organization. Mr. Lhota
noted that the Governance Committee facilitates and assists, and that it is not a super
committee. Mr. Lhota stated that additional members to the committee are welcome.

On a motion by Ms. Falls, seconded by Mr. Price, the Governance Committee charter
was unanimously approved, as amended. Mr. Matesich inquired as to when the
Governance Committee meetings are scheduled. Ms. Falls stated that the next meeting
will be held in January 2008, with the corporate governance guidelines as the main issue.
An exact date must still be determined for the January meeting.

Ms. Falls noted that the Governance Committee discussed the administrative rules
approval process for the Board. The Committee agreed that the current process where
items go directly to subject matter committees, then to the Board for final approval was
sufficient.

The Governance Committee also discussed the use by the Board of resolutions. After
seeking the advice of the Board’s legal counsel, Assistant Attorney General John
Williams, the Committee recommended that the use of resolutions should be eliminated.
The process of writing motions should be retained, with the minutes reflecting the vote
by roll call. A motion was made by Ms. Falls and seconded by Mr. Harris to eliminate
the use of resolutions, which motion passed unanimously.

The Governance Committee discussed the recommendations contained within a
memorandum dated November 14, 2007, from Ms. Ryan, which addressed a proposed
process for additional public forums. There was also discussion of Don Berno’s role as
liaison for Board mail sent to the BWC, as well as the process for response to said mail
and retention of it. Ms. Ryan emphasized the importance of maintaining a system for
gathering and using public input. Such a system should include regular public forums
held at least four times per year, topics to be gathered from a variety of sources, advance
public notification, maintenance of an interested parties list, and pre-registration. Input
from stakeholders is particularly useful for both BWC staff and the Board. Upon the
motion of Ms. Falls, seconded by Mr. Fulton, the Board unanimously approved and
adopted the Administrator’s recommended process for taking stakeholder input and
conducting public forums. Mr. Matesich emphasized the importance of being cautious
regarding the Board’s ability to take prompt action on all issues raised at public forums.
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The Board cannot address everything that is brought to its attention and should not give
the impression that it can.

Actuarial Committee:

Mr. Bryan presented on behalf of the Actuarial Committee. Mr. Bryan discussed the
November 14, 2007 meeting where rules and rates for public employer taxing districts
were discussed. Mr. Bryan moved, and Mr. Hummel seconded, that the Board approve
the changes to the public employer taxing district credibility tables and rate rules 4123-
17-33 and 4123-17-34 of the Administrative Code as presented. The motion passed
unanimously (11-0).

There was then a discussion of group rating and the effect of large rate increases,
insufficient notice of rate increases, movement in and out of groups, importance of
discounts and the effect of one accident causing movement. A motion was made by Mr.
Bryan, and seconded by Mr. Matesich, as follows: “that the Bureau of Workers’
Compensation Board of Directors approve and adopt the recommendation of the
Actuarial Committee to change the private employer credibility table as provided in Rule
4123-17-05.1 of the Administrative Code. Further, the Actuarial Committee requests that
the staff propose a plan to the Workers’ Compensation Board of Directors by June 30,
2008, on the effect of rule-making, continuity of group plans, and the effect of NCCI split
plans on group rating. The motion authorizes the Administrator to adopt Rule 4123-17-
05.1, which sets the credibility table for private employers, “credibility and maximum
value of a loss”, to be effective July 1, 2008, applicable to the payroll reporting period
July 1, 2008, through June 30, 2009, with a maximum credibility of eighty-seven percent,
as provided in the appendix to the rule.”

Discussion of this motion ensued. Mr. Smith suggested a rate discount of eighty-five
percent. An amendment to Mr. Bryan’s motion was made by Mr. Smith, and seconded
by Mr. Haffey, to establish a maximum credibility of eighty-five percent. Mr. Hummel
suggested that group rating is only one component of the problem, and the rate should be
decreased slowly while evaluating other components.

Mr. Fulton emphasized the point that decreasing the credibility rate does not resolve the
rate gap, and that he is concerned that all employers will be upset. Mr Fulton noted that
one injury can remove an employer from a group, and therefore safety programs are very
important. Mr. Fulton moved for an amendment to Mr. Smith’s amendment of Mr.
Bryan’s motion, seconded by Mr. Hummel, to set the maximum credibility at eighty-
seven percent and to authorize BWC to change to a NCCI split plan immediately.

Mr. Bryan suggested that BWC’s Actuarial Department should look at this issue further
and avoid jumping into it too rapidly. Mr. Matesich inquired as to whether or not Mr.
Fulton was intending to require BWC to begin using NCCI. Mr. Fulton would authorize,
but not require, BWC to use NCCI. Mr. Pedrick noted that it would be impossible for the
BWC to implement NCCI by July 1, 2008. A feasible but ambitious target date might be
July 1, 2009. The process is not as simple as just changing the credibility tables. The
conversion would require the rate making methodology to be changed entirely. Mr. Price
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emphasized the serious nature of the issues, and stated that each issue must be given
appropriate scrutiny. He noted that NCCI is significant, but cautioned against combining
issues and moving too quickly. Mr. Price referred to the numerous actuarial studies done
in the early 1990s which all advocated lower credibility tables. Mr. Harris noted that he
opposed Mr. Fulton’s amendment to the extent that it only recommends eighty-seven
percent instead of eighty-five percent. In response to a question from Mr. Fulton, Mr.
Pedrick indicated that the NCCI approach does not look at each claim in total. NCCI’s
approach is divided into two parts. The first part is the first five thousand dollars, and
functions as a frequency instrument, and reduces the impact of one claim. It considers
whether the employer is presenting more or less risk than the average for all employers in
the same class, using claim frequency as the primary risk indicator. Employers should
not experience severe impact with one claim under this approach. Mr. Hummel indicated
that the group rating discount does not prevent employers from being removed from

group.

Voting on the Fulton amendment to the Smith amendment of Mr. Bryan’s motion failed
8-3. The voting was as follows: (Y=Yes; N = No)

LHOTA N FALLS N HUMMEL
MATESICH Y HARRIS N CALDWELL
FULTON Y PRICE N BRYAN

HAFFEY N SMITH N

Discussion began concerning Mr. Smith’s amendment to Mr. Bryan’s motion. Mr.
Matesich raised discussion regarding the web of problems, and that changing the discount
rate by itself will not change the problem with premium and rate setting. The Board must
understand and address each individual component. Ms. Falls stated that she agreed that
many issues need to be addressed to achieve actuarial soundness, but a strong signal that
the Board intends to address the inequities needs to be sent. Mr. Caldwell stated that he
believes that the amendment to the motion of Mr. Bryan addresses Mr. Matesich’s
concerns.

Voting on the Smith amendment to Mr. Bryan’s motion passed 9-2. The voting was as
follows:

LHOTA Y FALLS Y HUMMEL
MATESICH Y HARRIS Y CALDWELL
FULTON Y PRICE Y BRYAN

HAFFEY Y SMITH Y

Discussion began concerning Mr. Bryan’s motion as amended. Mr. Harris inquired as to
whether NCCI could be implemented by July 2009. Mr. Pedrick stated this would be
tough to answer at this point in time. Ms. Ryan indicated that BWC does want to move
as quickly as possible with providing a report on the BWC plan to implement the NCCI
approach. She stated that her administration is committed to act in all speed. Mr. Fulton
inquired as to what the priorities of BWC would be with respect to the various issues
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being discussed. Mr. Pedrick replied that the NCCI approach and group continuity would
be a priority. Ms. Falls requested that a timeline for comprehensive change be prepared.
Mr. Hummel requested that all other issues should be addressed prior to adjusting the
credibility rate again. Mr. Bryan noted that the plan requires a report by June 30, 2008.

Mr. Bryan read the amended motion: “that the Bureau of Workers” Compensation Board
of Directors approve and adopt the recommendation of the Actuarial Committee [as
amended] to change the private employer credibility table as provided in Rule 4123-17-
05.1 of the Administrative Code. Further, the Actuarial Committee requests that the staff
propose a plan to the Workers” Compensation Board of Directors by June 30, 2008, on
the effect of rule-making, continuity of group plans, and the effect of NCCI split plans on
group rating. The motion authorizes the Administrator to adopt Rule 4123-17-05.1,
which sets the credibility table for private employers, “credibility and maximum value of
a loss”, to be effective July 1, 2008, applicable to the payroll reporting period July 1,
2008, through June 30, 2009, with a maximum credibility of eighty-five percent, as
provided in the appendix to the rule.”

Voting on Mr. Bryan’s motion, as amended, passed 11-0.

Mr. Bryan discussed the November 20, 2007 meeting. The committee charter was
approved by the committee. A motion was made by Mr. Bryan, and seconded by Mr.
Hummel for the Board to approve the charter passed unanimously 11-0. The charter
expands the Actuarial Committee from three to five members. A motion was made by
Mr. Lhota, and seconded by Mr. Price, that the Actuarial Committee be expanded to
include Mr. Fulton and Mr. Harris. The motion passed by unanimous roll call vote.

The Oliver Wyman actuary study was discussed, including the June 30, 2007 loss review,
and the importance of the discount rate. A request for proposal concerning an actuary
study of rates reserves and surplus required by House Bill 100, will be discussed over the
next several months.

Audit Committee:
Kenneth Haffey discussed the Audit Committee meeting. Mr. Haffey stated that the
charter is in line with the other committee charters. Upon motion by Mr. Haffey,
seconded by Mr. Fulton, the Board voted unanimously (11-0) to adopt the Audit
Committee charter.

Mr. Haffey provided an update on external audit activity. At the Committee meeting
there was a review of a letter from the Auditor of State, indicating that the Schneider
Downs audit is acceptable. The Audit reports will be posted on the Auditor of State
website, November 29, 2007.

Mr. Haffey reported that the committee reviewed three rules. Upon a motion by Mr.
Haffey, seconded by Mr. Fulton, the Board voted unanimously (11-0) to approve changes
to rule 4123-3-10 (electronic benefit payment) of the Administrative Code. Mr. Fulton
applauded Ms. Ryan’s efforts on handling the transition to electronic benefits transfer.
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Upon motion by Mr. Haffey and seconded by Mr. Fulton, the Board unanimously (11-0)
adopted revisions to the public employer risk reduction rules 4167-3-04, 4167-3-04.1,
and 4167-3-04.2. Upon motion by Mr. Haffey, seconded by Mr. Fulton, the Board
unanimously (11-0) voted to approve changes to ethics rules 4123-15-03 and 4123-15-08
of the Administrative Code.

A quarterly executive summary was presented by Joe Bell, Chief of Internal Audit. Mr.
Bell discussed the annual internal audit plan packet, which included issues for this
quarter, outstanding issues and the audit schedule. The reports emphasize outstanding
comments (material, significant and minor). Keith Elliott, an Internal Audit manager,
discussed the three year look back in auditing procedure. Internal Audit criteria was
assigned value to comments. There are one-hundred twenty-six comments, currently
outstanding with only thirty designated at the material level. It takes time to run through
the systems.

Mr. Haffey indicated that the Audit Division has a risk-based plan reporting to certified
standards. The Committee will be monitoring all reported comments. Mr. Bryan
inquired as whether Mr. Bell reported to the Chair of the Audit Committee. Mr. Bell
answered No, his direct reporting relationship is currently to the Administrator. Mr. Bell
discussed House Bill 166 (Senate Bill 146) regarding internal audit legislation. The bill
was signed by the Governor November 15, 2007. The legislation provides for a
centralized internal audit mechanism, a state audit committee that oversees internal audit
operations at the Office of Budget and Management, which has a chief internal auditor
for all state agencies. It goes into effect in ninety days from November 15, 2007. During
that time, BWC expects to receive additional guidance regarding the requirements of this
legislation.

Investment Committee:

Mr. Smith reported on Investment Committee activity. There has been a 3.8 percent
positive rate of return of all invested assets over the first nine months of 2007 per the
Wilshire performance report. The private equity sale is progressing satisfactorily. The
asset allocation of all funds, securities, and lending is prudent, as is the transition of
investments. By motion of Mr. Smith, seconded by Ms. Falls, the Board unanimously
approved the Investment Committee charter (11-0). By motion of Mr. Smith, and
seconded by Mr. Harris, the Board unanimously approved a motion that the individual
security credit quality restrictions identified in section IV.C.ii of the Investment Policy
Statement apply for actively managed fixed income mandates, and not apply to passively
indexed managed fixed income mandates, for the reasons outlined in the memorandum of
the BWC’s Chief Investment Officer dated November 8, 2007. Upon motion by Mr.
Smith, seconded by Mr. Harris, the Board unanimously approved (11-0) a change of the
column header “Individual Security Max %” of the Investment Policy Statement, to
replace it with the column header “Credit Name Max %”, for the reasons outlined in the
memorandum of the BWC’s Chief Investment Officer dated November 8, 2007. A
motion was made by Mr. Smith, and seconded by Mr. Harris that the Bureau of Workers’
Compensation Board of Directors approve the BWC issuing a Request for Quotes for the
selection of an investment manager of the Public Works Relief Employer’s Fund and the
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Marine Industry Fund, which investment manager will use the Lehman Intermediate U.S.
Government / Credit (LIGC) Index, for the reasons set forth in the memorandum of the
BWC’s Chief Investment Officer dated November 8, 2007. Upon roll call, the motion
was passed unanimously (11-0).

The meeting recessed at 10:51 AM, and reconvened at 11:00 AM.

MONTHLY FINANCIAL REPORT

Tracy Valentino, BWC Interim Chief Financial Officer, presented on BWC financial
statements included in the meeting materials. Ms. Valentino discussed all of the financial
statements included in the meeting materials in great detail. The statements include
combined statement of operations schedule, net assets, investment income, cash flows,
projected statement of operations, projected statement of investment income, projected
statement of cash flows, insurance ratios, and fiscal year end ratios. There was
substantial discussion of the financial statements. Discussion of the discount rate was
postponed. Net assets have increased from $2.3 billion on 6/30/07 to $2.9 billion on
10/31/07, the result of net investment income totaling $856 million over this four-month
period.

Mr. Bryan raised the issue of a negative administrative cost account. Ms. Valentino
indicated that the BWC only assesses the employers enough to cover expenses for the
year, since there is no statutory authority to assess for future years. Nevertheless, the
BWHC still has a financial reporting requirement to recognize the liability. Mr. Price
inquired as to whether or not the BWC has a $3 billion dollar surplus. Ms. Valentino
explained that the BWC is obligated to maintain a surplus of funds, to absorb costs in the
event of a catastrophe. The BWC needs to utilize a clear and planful approach to
dividends and maintaining a reasonable surplus to account for risks.

Mr. Bryan recommended as fiduciaries that the Board needs to make provision for errors
in the plan, and should use good rationales for carrying surplus amounts. Mr. Fulton
asked for some statistics regarding the financial statements. Ms. Valentino stated that she
will provide Mr. Fulton with the statistics he requested.

Bruce Dunn, BWC Chief Investment Officer, discussed the volatility of the investment
portfolio, which further requires the BWC to maintain a reasonable surplus. Mr. Harris
emphasized the importance of the surplus and that it is held for the benefit of the
claimants. Mr. Bryan added that the surplus could be considered the employers’ to the
extent it exceeds the injured workers’ needs. Ms. Valentino will provide the Board with
historical financial data. Ms. Falls inquired as to the interest rate on cash equivalents.
Mr. Dunn responded that it is currently around 4.75%. The surplus as of June 30, 2008 is
projected to be $2.5 billion. Mr. Lhota requested month to month cash balance
statements for the prior twenty-four months. Ms. Valentino shall provide these to Mr.
Lhota. Mr. Lhota inquired as to the expense ratio. He would like to see for the
Administrative Cost Fund monthly budgets as compared with BWC monthly expenses.
Ms. Valentino replied that the Operating Statement, for practical purposes, reflects the
BWC comparative period budget. The Administrative Cost Funds are essentially the
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budget. Mr. Lhota wishes to see a report charting performance against budget. Ms.
Valentino stated that this kind of report will be prepared as requested. Mr. Harris
inquired whether or not the Office of Budget and Management can dictate staffing levels.
Ms. Ryan replied that the office can, to the extent that vacancies can not be filled if
budget money is not provided. Ms. Valentino noted that since 1995, BWC has reduced
the number of staff it employs from 4,200 to the current approximate level of 2,900. Ms.
Valentino noted that the agency budget has been around $300 million for several years.

ADMINISTRATOR BRIEFING

Ms. Ryan expressed her sincere appreciation for the efforts that all members have been
putting forth since the inception of the Board. @ Ms. Ryan discussed recent
accomplishments at the BWC, including an excellent performance with respect to the
Combined Charitable Campaign. She also noted that new invoice software has been
implemented, with some problems. There have been duplicate bills received by
employers. These employers have been notified that only one bill needs to be paid. Ms.
Ryan updated the Board with regard to the ongoing Managed Care Organization contract
negotiation. Bob Coury, BWC’s Chief of Medical Services and Compliance, has been
working very hard on BWC’s behalf with regard to such negotiations. Ms. Ryan also
reported that Dr. Gregory Jewell, BWC Medical Director, will soon be leaving his
position, and BWC will be seeking a replacement. The Medical Director may be either a
medical doctor or an osteopathic doctor. Mr. Price congratulated Ms. Ryan and the BWC
staff for its recent accomplishments and hard work.

ADJOURNMENT
Upon motion by Mr. Lhota, seconded by Mr. Haffey, the meeting was adjourned at 11:51
AM. The motion to adjourn, upon roll call, was passed unanimously, 11-0.

Prepared by Tom Woodruff, BWC Staff Counsel
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OPERS Ohio Public Employees Retirement System

How to Select
Your
Ohio PERS Retirement Plan

(A Brief Introduction)
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Introduction

 Brief overview of the 3 OPERS retirement plans
« Comparing and selecting a plan

« Choosing your investment options
 Available resources and next steps

« Questions and answers




Introduction
Who is eligible to select?

Members new to OPERS-covered employment
hired after Jan. 1, 2003, are eligible to select one
of the three OPERS retirement plans within the

first 180-days of employment

Do you have any unique circumstances?
» Seasonal employee

» Temporary employee

» Police academy



Introduction
When do you need to select a plan?

 Within 180 days of hire

 Enrollment period begins on the date
employment begins

o Selection applies to all OPERS-covered
employment




Introduction
The three OPERS retirement plans

Traditional Member- Combined
Pension Plan Directed Plan Plan

Defined Defined DB Portion

Benefit (DB) Plan | Contribution Retirement benefit
IS determined by a

retirement benefit (DQ) Plan _ reduced formula
IS determined by retirement benefit

a formula (based IS determined by :

on years of service | employee and DC Portion
and highest years employer Retirement benefit

of earnable salary) | contributions Is determined by
employee

and performance of = b e 4.

INVEStMeNnt options jyyestment option
performance




Plan Overview

OPERS Traditional Pension Plan

Member
Contributions =
9.5%

Employer
Contributions =
13.77%(State)
13.85%(Local)

OPERS |
manages and Retirement
invests = and other
contributions benefits for
in stocks, members
bonds, etc.



Plan Overview
Member-Directed Plan

Member
Contributions
9.5% > Funds for
=» member’s
Employer * _
Cont?ibaltions = retirement
8.73%(State)
8.65%(Local)
Funds for
45% = = health care
expenses

Note: If the OPERS actuary determines that the establishment of the new retirement plans has resulted in
a negative financial impact on the Traditional Pension Plan, a portion of the employer contribution
may be withheld and credited to the Traditional Plan. Currently the percentage withheld is 0.7 for
local employees and 0.54 for state employees. 7




Plan Overview
Combined Plan

OPERS
Employer * manages Retirement
Contributions 9 and invests 9 and other
13.23%(State) employer benefits
13.15%(Local) contributions
Member individual Funds for
Contributions 9 | i ectmant P> member’s
9.5% account retirement

Note: If the OPERS actuary determines that the establishment of the new retirement plans has resulted in
a negative financial impact on the Traditional Pension Plan, a portion of the employer contribution
may be withheld and credited to the Traditional Plan. Currently the percentage withheld is 0.7 for

local employees and 0.54 for state employees.
8




Comparing and selecting a plan
Compare the plans

Feature

Survivor
Benefits

Disability
Benefits

Access to OPER
health care In
retirement

Traditional Member-
Pension Directed Combined
Yes No, vested acct.n Same as
(at 18 months) | balance Traditional
Yes No, vested acct. Same as
(at 5 yrs.) balance Traditional
Yes No, vested Same as
(at 10 yrs.) portion of RMA  Traditional
account

*Although Ohio law does not guarantee health care coverage OPERS understands the importance of this
coverage and will provide it to the extent resources permit.




Comparing and selecting a plan
Compare the plans

Feature

Retirement
Eligibility

Retirement

Benefit

Traditional Member-

Pension Directed Combined
Age 60 w/ 5yrs | Age 55 Same as
Age 55 w/ 25 Traditional
yrs
Any age w/ 30
yrs

Based on Based on Based on

a formula contributions reduced

and formula plus

performance of
member’s
Investment
Options

contributions
and
performance of
member’s
Investment

Options ]
10




Comparing and selecting a plan
Compare the plans

Feature

Refund
(Employee
Contribution)

Refund

(Additional
Amount)

Traditional Member-

Pension Directed Combined
100% plus 100% plus/minus 100% plus/minus
Interest investment investment

performance performance
33% of eligible | 20% of eligible K Same as
contributions contributions Traditional

w/5yrs

67% of eligible
contributions
w/10yrs

per year; 100%
at 5 yrs

11




Comparing and selecting a plan
Compare the plans

Traditional Member-
Feature Pension Directed Combined

Purchase
Service Credit?

Yes* No** Yes*
Combine with
STRS/SERS

Yes* No No
Who Manages Member OPERS
Account and | OPERS (OPERS and
Investment Risk? manages RMA)

*Refunded time must be purchased in the plan from which the member refunded.

**Can purchase contributing months. See Member Handbook for details.




Plan Overview
The OPERS health care plan - 2007

Beginning Jan. 1, 2007, the OPERS health care plan
was restructured to ensure access to meaningful
health care benefits for retirees well into the future

Retiree shares in the cost. Retiree gets a monthly
health care allowance (%) based on length of service

Allowance calculated as a percent of the cost of
health care coverage

Health care coverage consists of medical, drug,
dental, vision and long-term care for retiree and
allowable dependents

13



Comparing and selecting a plan
Advantages of the Traditional Pension Plan

e Security —guaranteed lifetime pension
« Simple —all investments are handled by OPERS

« Additional benefits
— Survivor (at 18 months)
— Disability (at 5 years)
— COLA (as aretiree)

e Access to OPERS health care insurance
coverage* (at 10 years)

*Although Ohio law does not guarantee health care coverage OPERS understands the importance
of this coverage and will provide it to the extent resources permit.

14



Comparing and selecting a plan
Advantages of the Member-Directed Plan

Portability — ability to take highest additional %
with you (20% per year, 100% at 5 years)

Ability to choose investment options suitable for
your needs

Retirement eligibility age 55

RMA vesting begins after only 3 years

15



Comparing and selecting a plan
Advantages of the Combined Plan

o Security — Employer’s contributions provide
guaranteed lifetime pension

o Ability for member to direct investment of their
contributions

e Same additional benefits as the Traditional
Pension Plan:

— Survivor (at 18 months)
— Disability (at 5 years)
— COLA (as aretiree)

e Access to OPERS health care insurance
coverage* (at 10 years)

*Although Ohio law does not guarantee health care coverage OPERS understands the importance
of this coverage and will provide it to the extent resources permit.

16




Comparing and selecting a plan
Methods to select (within 180 days of hire)

 Retirement Plan Selection Form
— Complete form in Retirement Plan Selection Kit
and mail in envelope provided (consider mail time)

 Web site
— Secure Web site connection at www.opers.org
— Personal Identification Number (PIN) required

e Phone
— Call 1-866-OPERS-4-U (1-866-673-7748)
— 8a.m. -6 p.m. Monday through Friday
— Counselors available

17



Choosing your investment options*
The nine OPERS investment options

Higher risk
OPERS Non-U.S Stock Eund and reward

OPERS Small Cap Fund

OPERS Large Cap Fund

OPERS Stock Index Fund

OPERS Aggressive Portfolio

OPERS Moderate Portfolio

OPERS Conservative Portfolio

OPERS Bond Fund

Lower risk
OPERS Stable VValue Fund and reward

*The OPERS Investment Options are not guaranteed and the future performance cannot be predicted
18




Resources
Additional education and resources

 Retirement Plan Selection Kit
 Web site (www.opers.org)

 Toll-free Help Line 1-866-OPERS-4-U
(1-866-673-7748)

« On-going seminars and investment education

e Your financial advisor

19



Your next steps

« Consider your unigue career and retirement
goals

 Evaluate and compare your plan options

o Select your retirement plan (by phone, Web site
or mail)
— If you select Traditional Pension Plan:
* No further steps are required

— If you select Member-Directed or Combined
Plan:

e Determine your investor profile and choose
Investments

20
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November 2007 Results
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Financial Overview

as of November 30, 2007

Plan Prior Year

$ in millions
Actual
m Operating Revenue $980
m Benefits and LAE $1,297
m Operating Expenses $40
m Net Operating Gain (Loss) $(357)
m Net Investment Income $1,065
m Net Assets $3,014
m Trade Combined Ratio 132.7%
m Operating Ratio 100.8%

$1,086 $1,020
$1,475  $1,207

$40 $40
$(429) $(227)
$309 $908

$2,186 $554
136.6% 119.0%
106.9% 84.6%




Financial Overview
as of November 30, 2007

$ in millions
Operating Revenue
Actual Plan Prior Year
m Premiums and Assessments $1,008 $1,109 $1,048
m Provision for Uncollectibles $(34) $(28) $(35)
mOther Income $6 $5 $7
mTotal $980 $1,086 $1,020




Financial Overview
as of November 30, 2007

Operating Revenue Variance Explanation

m To Plan

Premium income $101 million less than projected

m Changes to unbilled premium receivables for:
State Agencies;
Self Insured Guaranty Fund: and
Disabled Workers’ Relief Fund.

m To Prior Year
Premium income $40 million less
m Decrease in unbilled premium receivables
m Increase in credits for participation in Safety Council Program
m Increase in credits from Premium Discount Program (PDP)



" e
Financial Overview

m Benefits

m LAE - MCO

m LAE - BWC

m Other

m Total

as of November 30, 2007
$ in millions

Operating Expenses

Actual Plan Prior Year
$1,082  $1,196 $988
$98 $128 $86
$117 $151 $133
$40 $40 $40
$1,337  $1,515 $1,247
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Financial Overview
as of November 30, 2007

Operating Expense Variance Explanation

m To Plan

Benefit and LAE expenses are $178 million less than projected
m Favorable reserve development

m To Prior Year

Benefit and LAE expenses increased by $90 million
m Decrease in discount rate applied to aggregate reserves
m Increase in lump sum settlement payments



Financial Overview

as of November 30, 2007

Net Investment Income

Interest & Dividend Income

Realized & Unrealized

Invest Manager Fees

Net Invest Income

Actual Plan Prior Year
$324 $338  $366
$744 $(20) $547
$(3) $9) (5
$1,065 $309  $908




Financial Overview
as of November 30, 2007

Net Investment Income Variance Explanation

m To Plan

Net investment income is $756 million higher than projected

m Conservative projections based on factors known in June

m To Prior Year

Net investment income increased by $157 million
= Bond interest declined by $67 million
= Dividend income increased by $21 million

m Fair value of investment portfolio increased by $197 million



Financial Overview
as of November 30, 2007

$ in millions

Net Assets
Actual Plan Prior Year
m Operating Revenue $980 $1,086 $1,020
m Benefits and LAE $1,297 $1,475 $1,207
m Operating Expenses $40 $40 $40
m Net Investment Income $1,065 $309 $908
m Change in Net Assets $708  $(120) $681

m Net Assets Beginning

of Period $2,306 $2,306 $(127)

m Net Assets End Period $3,014 $2,186 $554



Financial Overview
as of November 30, 2007

Net Assets Variance Explanation

m To Plan

Net assets are $828 million higher than projected
m Primarily due to higher than projected investment income
m Operating loss was $72 million less than projected

m To Prior Year

Net assets are $2.5 billion higher
s DWRF — statutory accounting change increased net assets by $1.9
billion
= Net investment income of $1.1 billion
m Operating loss of $357 million



Financial Overview
as of November 30, 2007

$ in millions
Net Assets by Fund

Actual Plan Prior Year
m State Ins. Fund $2,705 $1,982 $1,883
m DWRF $858 $798 $(896)
m Coal Workers'’ $184 $172 $173
s PWRE $19 $18 $17
m Marine $14 $14 $13
m S| Employer Guaranty Fund $7 $7 $5
= AC Fund $(773) $(805) $(641)

m Total $3,014 $2,186 $554
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Financial Overview

as of November 30, 2007

$ in millions
Cash Flows

Actual Plan Prior Year
Premium Receipts $1,082  $1,156 $1,009
Other Receipts $13 $8 $13
Claims Disbursements $(928) $(946) $(876)
Other Disbursements $(205) $(172) $(250)
Net Capital Cash Flows $(4) $(3) $(5)
Net Investment Cash Flows $57 $(64) $287
Net Change in Cash $15 $(21) $178

Cash and Cash
Equivalents End of Period $343 $307 $372




Financial Overview
as of November 30, 2007

Cash Flows Variance Explanation

m To Plan
Cash used by operating activities $84 million higher than projected
m Premium payments from employers lower than projected
m Higher payments for lump sum settlements
m Higher payments for safety council incentive and PDP discounts

m To Prior Year

Cash used by operating activities $66 million lower

m Increased premium collections due to 3.9% private employer premium
increase

m Higher claim disbursements due lump sum settlements

m Lower other disbursements due to payments from Santos subrogation
case in fiscal year 2007



Financial Overview

as of November 30, 2007
Profitability Ratios

m Loss Ratio

m LAE-MCO Ratio

m LAE-BWC Ratio

m Expense Ratio

m Trade Combined Ratio
m Net Inv Inc Ratio

m Operating Ratio

Actual Plan Prior Year
107.4% 107.8%  94.3%
0.7%  11.6% 8.2%
11.6% 13.6% 12.7%
4.0% 3.6% 3.8%
132.7% 136.6% 119.0%
31.9% 29.7%  34.4%
100.8% 106.9%  84.6%




Financial Overview
as of November 30, 2007

Profitability Ratios Variance Explanation

m To Plan
Operating ratio is 6 points better than projected

m Favorable development in the reserve projections based on payment
trends through September 2007

m Higher than projected investment earnings
m To Prior Year
Operating ratio has declined by 16 points

m Decrease in discount rate

m Realignment of the investment portfolio



Financial Overview
as of November 30, 2007

Summary
m Cash Flow Positive

m Operating Expenses Flat
m Favorable Loss Reserve Development
m Unfavorable Premium Development

m Similar Results Forecast for Fiscal Year End
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Financial Report December ‘07

Combined net assets have increased from $2.3 billion at June 30, 2007 to just over
$3 billion at November 30, 2007. The 2008 fiscal year-to-date increase in net assets is

due to the following:

¢ Net investment income of $1.1 billion, which includes interest and dividends
of $324 million, an increase of $744 million in the fair value of the investment
portfolio, and investment expenses of $2.5 million.

e Operating losses of $357 million, which partially off-set net investment income.

Fiscal Year 2008 Fiscal Year 2007
As of November 30  As of November 30

Operating Revenues $980 million $1,020 million $40 million decrease
Operating Expenses $1,337 million $1,247 million $90 million increase
Net Investment Income $1,065 million $908 million $157million increase
Net Assets $3.0 billion $554 million $2.5 billion increase

Contributing to the significant increase in net assets is a statutory change impacting
the Disabled Workers' Relief Fund that increased net assets by $1.9 billion at fiscal year

end 2007.

Operating expenses for fiscal year-to-date 2008, include the latest reserve projections
prepared by BWC's actuarial consultants using payment trends through the first quarter
of fiscal year 2008. The actuarial projections for fiscal year-to-date 2008 have increased
reserves for compensation and compensation adjustment expenses by $318 million in
fiscal year 2008 compared to $263 million increase for this same period in fiscal year
2007. A significant factor in this increase is the change in the discount rate from
5.25 percent to 5.0 percent at June 30, 2007. Also contributing to the increase in
operating expenses is a $55 million increase in benefit payments driven by increased
lump sum settlements.

Net Assets
$3.5
$3.0 $2.9 33.0
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$2.5
$2.5 $2.4
$2.3
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Statement of Operations

>» >» Fiscal year to date November 30, 2007

Prior Yr. Increase
(in millions) Actual Projected Variance Actual (Decrease)
Total Operating Revenues $ 980 $ 1,086 $ (106) $ 1,020 $ (40)
Total Operating Expenses 1,337 1,515 178 1,247 90
Net Operating Gain (Loss) (357) (429) 72 (227) (130)
Net Investment Income 1,065 309 756 908 157
Increase (Decrease) in Net Assets 708 (120) 828 681 27
Net Assets Beginning of Period 2,306 2,306 - (127) 2,433
Net Assets End of Period $ 3014 | $ 218 | $ 828 | $ 554 | $ 2,460

BWC Financial Reporting Package — December 2007



Statement of Operations

>» >» Fiscal year to date November 30, 2007

Prior Yr. Increase

(in millions) Actual Projected Variance Actual (Decrease)
Operating Revenues

Premium & Assessment Income $ 1,008 $ 1,109 $ (101) $ 1,048 $ (40)

Provision for Uncollectibles (34) (28) (6) (35) 1

Other Income 6 5 1 7 (1)
Total Operating Revenue 980 1,086 (106) 1,020 (40)
Operating Expenses

Benefits & Compensation

Adj. Expense 1,297 1,475 178 1,207 90

Other Expenses 40 40 - 40 -
Total Operating Expenses 1,337 1,515 178 1,247 90
Net Operating Gain (Loss) (357) (429) 72 (227) (130)
Investment Income

Interest and dividend income 324 338 (14) 366 (42)

Realized & unrealized

capital gains (losses) 744 (20) 764 547 197

Investment manager and

operational fees (3) (9) 6 (5) (2)

Gain (loss) on disposal

of fixed assets - - - - -
Net Investment Income 1,065 309 756 908 157
Increase (Decrease) in Net Assets 708 (120) 828 681 27
Net Assets Beginning of Period 2,306 2,306 - (127) 2,433
Net Assets End of Period $ 3014 | $ 218 | $ 828 | $ 554 | $ 2,460
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Statement of Operations

Combining Schedule

> >» Fiscal year to date November 30, 2007

Disabled Public Work- Self-Insuring
Workers' Coal-Workers Relief Marine Employers”  Administrative
- State Insurance Relief Pneumoconiosis  Employees’ Industry Guaranty Cost

(in thousands) Fund Account  Fund Account Fund Account Fund Account ~ Fund Account  Fund Account  Fund Account Totals
Operating Revenues

Premium & Assessment

Income $ 786,271 |'$ 48960 | $ 556 | $ S 301 | $ 11,003 | $ 160,350 | $ 1,007,631

Provision for Uncollectibles (27,817) (1,829) - - - (457) (3,775) (33,878)

Other Income 5,634 - - - - - 820 6,454
Total Operating Revenue 764,088 47,131 556 90 301 10,546 157,395 980,107
Operating Expenses

Benefits & Compensation

Adj. Expense 1,121,185 48,015 539 245 367 10,841 116,136 1,297,328

Other Expenses 7.877 122 33 - 36 - 31,828 39,896
Total Operating Expenses 1,129,062 48,137 572 245 403 10,841 147,964 1,337,224
Net Operating Income (loss)
before operating transfers out (364,974) (1,006) (16) (155) (102) (295) 9,431 (357,117)
Operating transfers out (850) - - - - - 850 -
Net operating income (loss) (365,824) (1,006) (16) (1565) (102) (295) 10,281 (357,117)
Investment Income

Investment income 295,146 20,793 4,411 398 292 1,032 1,542 323,614

Realized & unrealized

capital gains (losses) 697,643 38,012 8,209 50 36 - - 743,950

Investment manager and

operational fees (2,526) - - - - - - (2,526)

Gain (loss) on disposal

of fixed assets - - - - - - 34 34

Total non-operating
revenues, net 990,263 58,805 12,620 448 328 1,032 1,676 1,065,072

Increase (decrease)
in Net Assets (deficit) 624,439 57,799 12,604 293 226 737 11,857 707,955
Net Assets (deficit)
Beginning of Period 2,080,045 800,185 171,741 18,295 13,802 6,208 (784,730) 2,305,546
Net Assets (deficit)
End of Period $2,704,484 | $ 857,984 | $ 184345 | $ 18588 | $§ 14028 | $ 6,945 | $ (772,873) | $ 3,013,501
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Statement of Investment Income

>» >» Fiscal year to date November 30, 2007

Prior Yr. Increase
Actual Projected Variance Actual (Decrease)
Interest Income
Bond Interest $ 285,158,543 | $ 307,000,000 | $ (21,841,457) | $ 352,168,264 | $ (67,009,721)
Dividend Income (Dom & Int'l) 22,739,657 24,000,000 (1,260,443) 1,924,822 20,814,735
Money Market/
Commercial Paper Income 9,933,078 5,200,000 4,733,078 5,666,446 4,266,632
Misc. Income (Corp actions, etc.) 1,675,847 1,500,000 175,847 1,544,728 131,119
Private Equity 4,108,436 700,000 3,408,436 2,260,774 1,847,662
Net Securities Lending Income - - - 2,376,035 (2,376,035)
Total Interest Income 323,615,461 338,400,000 (14,784,539) 365,941,069 (42,325,608)
Realized & Unrealized Capital
Gains and (Losses)
Net realized gain (loss) - Stocks
(Dom & Int'l) 41,794,286 - 41,794,286 742,599 41,051,687
Net realized gain (loss) - Bonds (77,028,581) - (77,028,581) 5,158,141 (82,186,722)
Net gain (loss) - PE (25,770,429) - (25,770,429) 12,103,507 (37,873,936)
Unrealized gain (loss) - Stocks
(Dom & Int'l) (86,236,193) 89,400,000 | (175,636,193) (1,636,830) (84,599,363)
Unrealized gain (loss) - Bonds 891,190,887 | (110,000,000) | 1,001,190,887 530,794,918 360,395,969
Change in Portfolio Value 743,949,970 (20,600,000) 764,549,970 547,162,335 196,787,635
Investment Expenses-Manager &
Operational Fees (2,5625,916) (8,949,000) 6,423,084 (5,307,207) (2,781,291)

Total Investment Income

$1,065,039,515

$ 308,851,000

$ 756,188,515

$ 907,796,197

$ 157,243,318
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Statement of Net Assets

> > As of November 30, 2007

Prior Yr. Increase

(in millions) Actual Projected Variance Actual (Decrease)
Assets

Total Cash and Investments $ 17,761 $ 17,032 | $ 729 | $ 16,881 $ 880

Accrued Premiums 4,752 4,658 94 3,201 1,651

Other Accounts Receivable 120 214 (94) 97 23

Investment Receivables 183 183 - 143 40

Other Assets 118 118 - 124 (6)
Total Assets $ 22934 | $ 22205 | $ 729 | $ 20446 | $ 2,488
Liabilities

Reserve for Compensation and

Compensation Adj. Expense $ 19,589 $ 19,711 $ 122 $ 19,190 $ 399

Accounts Payable 40 57 17 47 (7)

Investment Payable 56 - (56) - 56

Other Liabilities 235 251 16 655 (420)
Total Liabilities 19,920 20,019 99 19,892 28
Net Assets $ 3014 | $ 218 | $ 828 | $ 554 | $§ 2,460
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Statement of Net Assets

Combining Schedule

> > As of November 30, 2007

Disabled Public Work- Self-Insuring
Workers” Coal-Workers Relief Marine Employers”  Administrative

(in thousands) SFts:I%IRsclér:un&e Fundﬂzjti:?:fount PESanlT R?:ggﬁnstis FErrlnde’gg:;’wt Funlrc]idAu(S:I:rgunt FugtlijaArggf)\{mt FundCAogéount Eliminations Totals
Assets

Total Cash and Investments | § 16,266,224 | $ 1,153,995 | $ 245823 |$ 22130 | $ 16,188 | $ 56,332 | § (116) | § - | $ 17,760,576

Accrued Premiums 2,136,125 1,632,727 - 302 - 697,142 285,048 - 4,751,344

Other Accounts Receivable 94,852 18,676 - 17 - 1,493 5319 - 120,357

Interfund Receivables 17,81 57,673 - - 18 652 77,278 (153,432) -

Investment Receivables 168,753 11,730 2,392 84 61 213 - - 183,233

Other Assets 25,300 22 - - - - 92,897 - 118,219
Total Assets $ 18,709,065 | § 2,874,823 |$§ 248215 | § 22,533 | $ 16,267 |$§ 755832 | § 460426 | $§ (153.432) | $ 22,933,729
Liabilities

Reserve for Comp and

Comp Adj. expense $ 15,682,672 | § 1,998,195 | § 62,281 | § 3935 § 2,001 |8 745736 | § 1,094,460 | § - |'$ 19,589,280

Accounts Payable 40,172 - - - - - 205 - 40,377

Investment Payable 52,285 2,556 776 - - - - - 55,617

Interfund Payables 134,058 16,088 104 10 21 3,151 - (153,432) -

Other Liabilities 95,394 - 709 - 217 - 138,634 - 234,954
Total Liabilities 16,004,581 2,016,839 63,870 3,945 2,239 748,887 1,233,299 (153,432) 19,920,228
Net Assets $ 2,704,484 | § 857,984 [§ 184,345 |§ 18,588 | $ 14,028 | $ 6,945 | $ (772.873) | $ - [$ 3013501
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Statement of Cash Flows

> >» Fiscal year to date November 30, 2007

Prior Yr. Increase
(in millions) Actual Projected Variance Actual (Decrease)
Cash flows from operating activities:
Cash receipts from premiums 1,082 $ 1,156 $ (74) $ 1,009 $ 73
Cash receipts — other 13 8 5 13 -
Cash disbursements for claims (928) (946) 18 (876) (52)
Cash disbursements for other (205) (172) (33) (250) 45
Net cash provided (used) by
operating activities (38) 46 (84) (104) 66
Net cash flows from capital
and related financing activities (4) (3) (M (5) 1
Net cash provided (used)
by investing activities 57 (64) 121 287 (230)
Net increase (decrease) in cash
and cash equivalents 15 (21) 36 178 (163)
Cash and cash equivalents,
beginning of period 328 328 - 194 134
Cash and cash equivalents,
end of period 343 | $ 307 $ 36 | $ 372 $ (29)
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Projected Statement of Operations

> > July 1, 2007 - June 30, 2008

Actual
Quarter Actual Actual Projected
(in millions) Sept. 30, 2007 Oct. 31, 2007 Nov. 30, 2007 Dec. 31, 2007
Total Operating Revenues $ 614 $ 171 $ 195 $ 208
Total Operating Expenses 846 199 292 280
Net Operating Gain (Loss) (232) (28) (97) (72)
Net Investment Income 595 261 209 30
Increase (Decrease) In Net Assets 363 233 12 (42)
Net Assets Beginning of Period 2,306 2,669 2,902 3,014
Net Assets End of Period $ 2,669 $ 2,902 $ 3,014 $ 2,972
Projected Projected Projected Projected
Quarter Quarter Quarter Fiscal Year

(in millions)

Dec. 31, 2007

March 31, 2008

June 30, 2008

June 30, 2008

Total Operating Revenues $ 574 $ 647 $ 615 $ 2,450
Total Operating Expenses 771 884 918 3,419
Net Operating Gain (Loss) (197) (237) (303) (969)
Net Investment Income 500 107 143 1,345
Increase (Decrease) In Net Assets 303 (130) (160) 376
Net Assets Beginning of Period 2,669 2,972 2,842 2,306
Net Assets End of Period $ 2,972 $ 2,842 $ 2,682 $ 2,682
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Projected Statement of

Investment Income

> > July 1, 2007 - June 30, 2008

Actual
Quarter
Sept. 30, 2007

Actual
Oct. 31, 2007

Actual
Nov. 30, 2007

Projected
Dec. 31, 2007

Interest Income

Bond Interest

$ 170,837,561

$ 57,404,547

$ 56,916,435

$ 61,400,000

Dividend Income (Dom & Int’l) 11,816,616 3,451,905 7,471,036 4,800,000
Money Market/
Commercial Paper Income 5,968,397 2,297,071 1,667,612 1,040,000
Misc. Income (Corp actions, etc.) 1,624,628 31,917 19,301 300,000
Private Equity 4,479,448 43,883 (414,896) -
Net Securities Lending Income — - - —
Total Interest Income 194,726,650 63,229,323 65,659,488 67,540,000
Realized & Unrealized Capital
Gains and (Losses)
Net realized gain (loss) - Stocks
(Dom & Int'l) 44,796,048 2,116,629 (5,118,391) -
Net realized gain (loss) - Bonds (85,222,392) 7,320,275 873,637 -
Net gain (loss) - PE 7,929,472 7,274,568 (40,974,470) -
Unrealized gain (loss) - Stocks
(Dom & Int'l) 11,494,142 44,327,772 (142,058,108) 17,880,000
Unrealized gain (loss) - Bonds 422,701,156 138,239,209 330,250,523 55,000,000
Change in Portfolio Value 401,698,426 199,278,453 142,973,091 37,120,000)
Investment Expenses-Manager &
Operational Fees (1,414,416) (652,494) (459,006) (281,000)
Total Investment Income $ 595,010,660 $ 261,855,282 $ 208,173,573 $ 30,139,000
Projected Projected Projected Projected
Quarter Quarter Quarter Fiscal Year

Dec. 31, 2007

March 31, 2008

June 30, 2008

June 30, 2008

Interest Income

Bond Interest

$ 175,720,982

$ 186,100,000

$ 189,900,000

$ 722,658,543

Dividend Income (Dom & Int'l) 15,722,941 14,400,000 15,100,000 57,039,657
Money Market/
Commercial Paper Income 5,004,683 3,120,000 3,120,000 17,213,080
Misc. Income (Corp actions, etc.) 351,218 900,000 900,000 3,775,846
Private Equity (371,013) - - 4,108,435
Net Securities Lending Income - - - -
Total Interest Income 196,428,811 204,520,000 209,020,000 804,695,461
Realized & Unrealized Capital
Gains and (Losses)
Net realized gain (loss) - Stocks
(Dom & Int'l) (3,001,762) - - 41,794,286
Net realized gain (loss) - Bonds 8,193,812 - - (77,028,580)
Net gain (loss) - PE (33,699,902) - - (25,770,430)
Unrealized gain (loss) - Stocks
(Dom & Int'l) (79,850,336) 53,640,000 54,780,000 40,063,806
Unrealized gain (loss) - Bonds 413,489,732 (149,500,000) (118,500,000) 568,190,888
Change in Portfolio Value 305,131,544 (95,860,000) (63,720,000) 547,249,970
Investment Expenses-Manager &
Operational Fees (1,392,500) (1,645,000) (1,909,000) (6,360,916)

Total Investment Income

$ 500,167,855

$ 107,015,000

$ 143,391,000

$ 1,345,584,515

BWC Financial Reporting Package — December 2007

11



Projected Statement of Cash Flows

>>> July 1, 2007 - June 30, 2008

Actual
Quarter Actual Actual Projected

(in millions) Sept. 30, 2007 Oct.31, 2007 Nov. 30, 2007 Dec. 31, 2007
Cash flows from operating activities:

Cash receipts from premiums $ 867 $ 157 $ 58 $ 30

Cash receipts — other 5 6 2 2

Cash disbursements for claims (535) (184) (209) (171)

Cash disbursements for other (112) (55) (38) (29)
Net cash provided (used) by
operating activities 225 (76) (187) (168)
Net cash flows from capital
and related financing activities (4) - - -
Net cash provided (used)
by investing activities 89 (28) (4) -
Net increase (decrease) in cash
and cash equivalents 310 (104) (191) (168)
Cash and cash equivalents,
beginning of period 328 638 534 343
Cash and cash equivalents,
end of period $ 638 $ 534 $ 343 $ 175

Projected Projected Projected Projected
Quarter Quarter Quarter Fiscal Year

(in millions)

Dec. 31, 2007

March 31, 2008

June 30, 2008

June 30, 2008

Cash flows from operating activities:

Cash receipts from premiums $ 245 $ 952 $ 439 $ 2,503
Cash receipts — other 10 5 5 25
Cash disbursements for claims (564) (548) (576) (2,223)
Cash disbursements for other (122) (103) (98) (435)
Net cash provided (used) by
operating activities (431) 306 (230) (130)
Net cash flows from capital
and related financing activities - (17) - (21)
Net cash provided (used)
by investing activities (32) - - 57
Net increase (decrease) in cash
and cash equivalents (463) 289 (230) (94)
Cash and cash equivalents,
beginning of period 638 175 464 328
Cash and cash equivalents,
end of period $ 175 $ 464 $ 234 $ 234
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Insurance Ratios

>»>» November 30, 2007

Actual Projected Actual
FYO08 FY08 FYO7
Nov. 30, 2007 Nov. 30, 2007 Nov. 30, 2006

Loss Ratio 107.42% 107.82% 94.34%
LAE Ratio - MCO 9.74% 11.55% 8.17%
LAE Ratio - BWC 11.61% 13.62% 12.73%
Net Loss Ratio 128.77% 132.99% 115.24%
Expense Ratio 3.96% 3.63% 3.79%
Policyholder Dividend Ratio 0.00% 0.00% 0.00%
Combined Ratio 132.73% 136.62% 119.03%
Net Investment Income Ratio 31.87% 29.71% 34.43%
Operating Ratio (Trade Ratio) 100.86% 106.91% 84.60%
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Fiscal Year End Insurance Ratios

> >» Fiscal years ended June 30, 2003 - 2008

Projected Audited
June 30, 2008 | FY 07 FY06 FY05 FY04 FY03
Loss Ratio 108.9% 46.9% 74.3% 106.7% 96.7% 128.9%
LAE Ratio - MCO 10.2% 3.8% 8.6% 7.1% 9.1% 8.8%
LAE Ratio - BWC 12.8% 10.9% 6.4% 14.7% 8.3% 12.9%
Net Loss Ratio 131.9% 61.6% 89.3% 128.5% 114.2% 150.6%
Expense Ratio 3.8% 2.3% 4.0% 4.0% 5.1% 4.1%
Policyholder Dividend Ratio 0.0% 0.0% -0.4% 10.3% 18.6% 28.7%
Combined Ratio 135.7% 63.9% 92.9% 142.8% 137.9% 183.4%
Net Investment Income Ratio 31.7% 18.5% 30.4% 22.1% 20.5% 23.9%
Operating Ratio (Trade Ratio) 104.0% 45.4% 62.5% 120.7% 117.3% 159.5%

Note 1: FY 07 ratios have been significantly impacted by a statutory change in accounting for the Disabled Workers' Relief Fund that increased premium

and assessment income by $1.9 billion.

Note 2 FY 06 ratios have been significantly impacted by improvements in medical payment trends that contributed to a reduction of approximately

$1 billion in loss expenses.
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TO:

MEMORANDUM

Marsha P. Ryan, Administrator

FROM: Bob Coury, Chief, Medical Services and Compliance

SUBJECT: Final 2008 MCO Contract

DATE:

December 5, 2007

The information below highlights the most significant changes in the terms of the 2008 MCO
contract.

Payment and Performance

1.

Section 4.B.(1) Amount Available for MCO Fee Payments - The total amount
available for payment of MCOs has been set as a fixed amount of $162,630,000. This
methodology removes the uncertainty and the variability of the amount to be paid
associated with utilizing a percent of premium. It also removes the implicit “penalty”
in payment amount when MCOs work toward reducing medical costs and lost time
(and thereby premiums). This amount reflects a 2.5% increase in the amount paid in
2007.

Section 4.A.(2) & (3) MCO Payment Methodology - 55% of the total fixed amount
available for payment will be allocated to Monthly Administrative Payments. 45% of
the total fixed amount available for payment will be allocated to the Quarterly
Incentive Payments based on the Degree of Disability Management (DoDM) model.
A portion of the Quarterly Incentive Payments will be paid prospectively to facilitate
MCO cash flow issues.

Section 4.B.(6) Amount Available for MCO Fee Payments — If one or more public
employer state (PES) agencies leaves the HPP, the total amount available for payment
to MCOs will be reduced by an amount commensurate with the amount of activity
associated with those agencies that leave the HPP.

Section 4.C.(1)(a) — (e) Setoffs - Monthly Administrative Payments will be subject to
setoffs based on First Report of Injury (FROI) timing, Bill Timing, 148 (FROI)
System Data Accuracy and 837 Provider Bill System Data Accuracy. A monetary
setoff has also been added for failure to implement required system changes by an
established deadline.

Section 2.F.(2) Capacity - FROI Turnaround Timing, FROI Submission Data
Accuracy and Inpatient Hospital Bill Submission Accuracy have been added as
capacity measures.




6.

Section 20.H. & 1. Conflicts of Interest and Ethics Compliance Certification -
Paragraphs have been added to specify MCOs’ compliance with ethics and conflict of
interest laws.

Strateqgic Planning

1.

Section 3.D.(4) MCO Record Keeping and Documentation Requirements - MCOs
shall report data to BWC as requested for improved measurement and analysis of
costs, quality, appropriateness and effectiveness of medical care.

Section 5.B.(2)(j) Term and Termination and Section 7.C. Amendment — If changes to
BWC statutes or rules during the term of the contract result in a material change in
contract requirements, BWC and the MCO shall execute an amendment consistent
with the material change. Failure to execute an amendment enables BWC to terminate
the contract.

Appendix D pages 2 & 3 - Barriers to MCO mergers and acquisitions will be removed
including the elimination of the open enrollment period limitation (pending rule
approval) and the exclusion of the merged MCQ’s performance statistics from the
acquiring MCO'’s statistics for one year after the merger.

Section 1.L.(2) MCO Reviews and Audits — MCOs will be required to supply records
requested by BWC within seven days (down from fourteen days) or such other
timeframe as established by BWC.

Section 1.L.(4) & (5) MCO Reviews and Audits - MCOs will be required to
implement BWC Audit and SAS 70 recommendations within one month (down from
three months) of receipt of the report or such time as specified by BWC. Failure to
timely implement the recommendations may result in termination of the MCO
contract.

Section 1.L.(6) MCO Reviews and Audits — Language was clarified to indicate MCOs
are required to submit MCO line of business specific income statements and balance
sheets with their annual audited financial statement submissions.

Section 2.D.(1) Fraud — MCOs will be required to supply records to the Special
Investigations Department within seven days (down from fourteen days) or such other
timeframe as established by BWC.

Board Directors: If you would like a copy of the contract, please contact Bob Coury at 614-
728-7613 or Robert.C.4@bwc.state.oh.us
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