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WORKERS COMPENSATION OVERSIGHT COMMISSION

THURSDAY, MARCH 30, 2006, 11:00 A.M.

WILLIAM GREEN BUILDING

THE NEIL SCHULTZ CONFERENCE CENTER
30 WEST SPRING ST., 2" FLOOR (MEZZANINE)

Members Present:

Members Absent:

ROLL CALL

COLUMBUS, OHIO 43215

Bill Sopko, Chairman
Michael Koetters

Mary Beth Carroll

Thomas Bainbridge, Jr.
Denise Farkas

Edwin McCausland

Senator Steve Stivers
Senator Eric Fingerhut
Representative Tim Schaffer
Representative George Distel

William Burga

Mr. Sopko called the meeting to order at 10:00 a.m. and theroll call was taken.

MINUTES OF JANUARY 19, 2006

Ms. Carroll moved that the minutes of January 19, 2006, be approved. Mr. Bainbridge

seconded and the minutes were approved by a unanimous roll call vote.

CHAIRMAN'SCOMMENTS

Mr. Sopko announced that the Ohio Safety Congress and Expo was currently running at
the Columbus Convention Center. His employees from Stamco Industries report that the sessions
are excellent. He thanked members of the Investment Committee for the work they have done

since the January meeting.



ADMINISTRATOR’'SCOMMENTS

William Mabe, BWC Administrator, reported that there had been a recent increase in the
assets of the State Insurance Fund because of slower growth of medical expense and reserves, no
payment of dividends, investment income gains, and lower management fees. There will be a
challenge to continue this performance.

CEO FINANCIAL STATEMENT REVIEW

Tracy Vaentino, Chief Financial Officer, presented the Financial and Operational Report
for February 2006, which covers eight months. The report is a fluid document which can be
changed in accordance with requests from the Oversight Commission. The report includes
projections for the entire first quarter of 2006. Among the highlights is that the increase in assets
isdriven by decreasesin operational expenses

Mr. Koetters requested that future reports include additional details such as capital gains
and insurance ratios.

Ms. Farkas asked if financial statements are prepared in accordance with the generally
accepted accounting principles of the Governmental Accounting Standards Board and Ms.
Valentino confirmed that they are.

Mr. Sopko thanked Ms. Valentino for the January 2006 report, which was delivered to
him and others on March 21.

Senator Stivers thanked BWC for details on uncollectible debt and requested additional
information on collectionsin future reports.

Mr. Bainbridge asked what was the line-item “Other Expenses’ in the statement of
operations. Ms. Vaentino replied it included the Self-Insuring Employers Guaranty Fund
expense, operational expenses, and dividends, but not investment fees.

Mr. McCausland requested the inclusion of ratios on the balance sheets and comparisons
with industry standards.

Senator Fingerhut asked what will future management fees look like. Ms. Valentino

reported there will be arise in fees from the transition of investment to a passive fixed-income
fund. In the future, the fees will decline.

AUDIT COMMITTEE REPORT

Ms. Farkas reported that the Audit Committee had met earlier in the morning. The
committee conferred with representatives from the Auditor of State on status of the fiscal year
2005 external audit. The Audit Committee also met with Auditor of State on the Request for
Proposal (RFP) for the contract for the fiscal year 2006 audit. The Audit Committee heard a



report from the Internal Audit Division management team following restructuring of BWC. Ms.
Farkas reported that the Audit Committee has no recommendations or motions at this time.

INVESTMENT COMMITTEE REPORT—PORTFOL IO PERFORMANCE REVIEW

Mr. Koetters introduced Mark Brubaker of Wilshire Consulting, who provided a report
on the investment portfolio performance. Mr. Brubaker reported that as of the end of the first
guarter BWC will complete transition to a fixed-income fund. The State Insurance Fund portfolio
has increased to $14.8 hillion because of a 3.3 % increase in investments. Total investments have
out-performed the indices because of the outstanding performance of equities. Performance of
the private equity investments was calculated through September 30, 2005. The report also
includes transition dates projected to March 31 for complete liquidation and transfer to a Lehman
Index fixed income account operated by State Street Global Advisors. There remain $100 million
in equity investments to liquidate.

Mr. Mabe asked how has the Lehman Aggregate Index performed. Mr. Brubaker replied
that it will be 5% per year going forward. If interest rates increase, then performance will be less
than expected, and vice versa. Wilshire plans to construct a custom index for BWC investments.

Senator Stivers remarked that the Lehman Index investment removed the investment risk,
but added an interest rate risk and does not match assets with liabilities. He asked what are
earnings prospects in light of the Federal Reserve policy. Mr. Brubaker replied that the Federal
Reserveisraising short-term rates, but not long-term rates. This creates aflat yield curve.

Ms. Farkas stated the Lehman Index fund is a short-duration investment which will be
used on an interim basis and the Oversight Commission intends to change investment policy in
the future.

INVESTMENT COMMITTEE REPORT—PRIVATE EQUITY ASSET RECOMMEN-
DATION, FIRST CONSIDERATION

Mr. Brubaker reported on the private equity asset recommendation. The report is derived
from the Ennis Knupp Report. There are sixty-eight partnerships, comprising less than 3% of the
State Insurance Fund. The report also provides percentages for types of investment.

Wilshire has three recommendations. First, BWC may grow the private equity sector so it
comprises at least 5% of the portfolio. However, management is labor intensive and BWC does
not have enough personnel for this strategy. Second, BWC may engage in a wind-down by
keeping existing private equities and permit all of them to expire. This still requires the same
resources and oversight as the growth option, which BWC does not have. Third, BWC could
pursue liquidation by sale in the secondary market. Wilshire recommends the third. Mr. Brubaker
reviewed the methods of divestment, including a private sale in the secondary market.

Mr. McCausland asked for a review of the memorandum from Wilshire on the effect
declaratory judgment action. Mr. Brubaker reported that the Ennis Knupp report contains
confidential trade secrets. Disclosure would not be a positive factor on the valuation of the
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private equities. Also, sale of the private equity sector before the declaratory judgment would be
anegative factor.

Senator Fingerhut asked if sale of the private equity would make the public records issue
moot. John Williams, Assistant Attorney General, stated that BWC cannot keep the information
confidential by selling the assets to a private entity. Mr. Mabe stated that selection of the
recommendation from Wilshire seems simple.

Mr. McCausand moved that the Oversight Commission adopt resolution 06-03
authorizing the Administrator and the Chief Investment Officer to issue an RFP to retain an
investment bank or investment agent to sell the private equity investments of the State Insurance
Fund. Ms. Farkas seconded.

Senator Fingerhut stated that as a legislator (and not a fiduciary) he would urge that one
purpose of BWC is to encourage economic growth in Ohio. Divesting the private equities
frustrates that goal. Mr. McCausland replied that a new owner would be bound to the same
commitments in Ohio as BWC is now. Mr. Mabe stated that BWC is not foreclosed from
investing in private equities. However, it should be done by another state agency or BWC must
outsource the management. Senator Stivers stated he will try to legislate on the public records

aspect.

The resolution was approved by unanimousroll call vote.

INVESTMENT COMMITTEE—INVESTMENT POLICY, FIRST CONSIDERATION

Mr. Koetters reported that the Investment Policy would not be presented today for a vote.

Mr. Brubaker reported on the changes from the previous policy, which are based on
reports from Ennis Knupp and Callahan Associates. The chief problem with the old policy was
that it was not followed by BWC in not providing proper reports to the Oversight Commission.
The new Investment Policy recommends diversification with a match of duration of assets and
liabilities. The new palicy still encourages using managers who are Ohio-based, minority-owned,
and women-owned, but concentrates these provisions in one section. The policy changes the
recommendation of the asset mix from 59% to 97% in fixed income assets and from 41% to 3%
in equities. The 3% consists of the private equity investments. Mr. Brubaker also highlighted the
recommendations of the Clark Schaefer report.

Mr. Sopko stated there was no vote today because of today’s disclosures. The Oversight
Commission plansto vote at the April 27 meeting.

Mr. Bainbridge asked how Senate Bill 7 affects the policy on contributions. Mr. Brubaker
reported the policy as drafted bars contributions. Provisions on contributions were pulled from
the draft because Senate Bill 7 will override Oversight Commission policy. Mr. Sopko stated the
Oversight Commission has been advised it must follow the Ohio Revised Code. The Attorney
Genera and BWC attorneys have not finished their review and recommendation for revision of
the Investment Policy.



INVESTMENT COMMITTEE—INVESTMENT COMMITTEE CHARTER

Mr. Brubaker reported on the Investment Committee Charter. Its provisions track with
the Investment Policy.

Senator Fingerhut asked for confirmation that the asset allocation will be reviewed once
annually by June. Mr. Koetters responded that it was the duty of BWC to review its policies on
an ongoing basis in response to changes in markets and other factors.

Mr. Mabe urged the Oversight Commission and BWC to examine the policy carefully
prior to approval. This policy has significant implications for the organization. The Oversight
Commission should not go from a rubber stamp to micro-management. Additionally, asset
allocation will determine whether we succeed or fail in our efforts to build surplus. In going from
the total return approach to investing totally in fixed income, we are giving up yield to help build
surplus. The current Lehman Aggregate Index fund is falling short of our required 5% return in
the short run and may well lead to an erosion of surplus.

Mr. McCausland replied that the Oversight Commission is committed to improving
performance because the current balance sheet cannot support the reserves. There is a need to
work on operational performance. Mr. Mabe replied that a 5 to 10 % difference in investment
returns determines whether the increase of premiumsis 3.9% or 5% or higher.

RULESRESOLUTION FOR FIRST CONSIDERATION: SELF-INSURING EM-
PLOYERS GUARANTY FUND ASSESSMENT RULE, OHIO ADMINISTRATIVE
CODE RULES4123-17-32

Mr. Sopko stated that the vote on the self-insured rules will be deferred to the May
meeting at the request of Ms. Carroll in order to address concerns of the self-insured community
on some of the revisions.

David Boyd, Director, Self-Insured Department, recommended approval of amendments
to Ohio Administrative Code Rule 4123-17-32 on the assessments to the Self-Insuring
Employers Guaranty Fund. Since 2001, costs have increased and BWC has tried to keep the
Guaranty Fund at 125% of one year's payments. Recent collections and expenditures have
fluctuated, leading to unpredictable assessments. The change will affect new employers and base
assessments on their State Insurance Fund claims. This will lead to higher assessments, but the
goal will be to reduce assessments to all employers.

Mr. Sopko stated that in 2001 the concern was bankruptcy cases filed by LTV Steel and
Big Bear Stores. Mr. Sopko asked what is the status of Delphi Corporation, Dana Corporation,
and other cases. Mr. Boyd replied that 2005 was better with only six defaults due to bankruptcy.
Delphi and Dana have first-day orders which permit them to pay their self-insured claims. Upon
annual renewal, the self-Insured Department requests additional security.



Ms. Carroll stated that the biggest concern of self-insurers is that the acquisition of a new
subdivision by a self-insuring employer will lead to new assessments. She thanked the Oversight
Commission for additional time to review the rule on thisissue.

Mr. Bainbridge asked if existing self-insurers still be required to contribute to the
Guaranty Fund. Mr. Boyd replied the amendment will not relieve current self-insurers of
obligations, but the change will smooth-out annual contributions.

RULES/RESOLUTION FOR FIRST CONSIDERATION: SELF-INSURED FIVE-YEAR
RULE REVIEW, OHIO ADMINISTRATIVE CODE CHAPTER 4123-19

Mr. Boyd recommended approval to amendments to rules governing self-insuring
employers under the five-year rule review. There are few changes, most of which correct
typographical errors. The biggest substantive change relates to the 2001 change requiring
electronic filing by new self-insurers. Now, the rule merely requires all employers to file
electronically. Thereis also aclarification on procedures on revocation.

RULESRESOLUTION FOR FIRST CONSIDERATION: POLICY INITIATION RULE,
OHIO ADMINISTRATIVE CODE RULE 4123-17-13

Mary Yorde, Director, Policy Processing, and Todd Spence, Director, Employer
Consulting, recommended amending the policy application rule, Ohio Administrative Code Rule
4123-17-13. Mr. Spence stated that the goal is address the problems that result when the same or
similar owners of a business apply for new coverage and the issuance of new coverage would
result in the owner avoiding an outstanding liability under the prior coverage. The stakeholders
have reviewed the amendments and do not have major concerns. Ohio Administrative Code Rule
4123-17-13 governs new applications. The question is whether a new employer has applied or it
an old employer. If it is an old employer, then the experience and liability should be transferred.
This prevents shifting of claims costs to all other employers in the State Insurance Fund.

RULES/RESOLUTION FOR FIRST CONSIDERATION: SUCCESSORSHIP LIA-
BILITY RULE, OHIO ADMINISTRATIVE CODE RULES4123-17-02

Ms. Yorde and Mr. Spence also recommended amendment of Ohio Administrative Code
Rule 4123-17-02 regarding successor liability. The amendment prevents transfer of a business
without being able to collect unpaid premiums. The principal is used by the Ohio Department of
Taxation and the Ohio Department of Jobs and Family Services (ODJFS). In the event the
transfer is the result of a bankruptcy case, then bankruptcy law would supersede the rule. Prior to
submission for afinal vote, BWC will broaden the number of stakeholders to receive information
to include bar associations and banking associations.

Senator Fingerhut stated that he had had many questions from constituents on the transfer
of businesses. He asked if there was a change in other rules. Ms. Yorde replied that the same
rules would apply for transfer of business.



Mr. Koetters asked what is the loss experience under the existing rules. Ms. Yorde
replied that BWC lost $714,000 in 2005. Mr. Koetters also asked what is the existing rule. Ms.
Y orde replied that currently only the seller is currently liable for unpaid premiums. The change
allows BWC to charge the purchaser.

RULESRESOLUTION FOR FIRST CONSIDERATION: MINIMUM & MAXIMUM
REPORTABLE PAYROLL FOR CORPORATE OFFICERS AND ELECTIVE
COVERAGE, OHIO ADMINISTRATIVE CODE RULES4123-17-07 AND 30

Ms. Y orde and Mr. Spence also recommended amendments to Ohio Administrative Code
Rule Rules 4123-17-07 and 4123-17-30 on the minimum and maximum reportable payroll for
corporate officers and employers electing coverage. There has been no change in more than
thirty years. The rule derives from the statewide average weekly wage (SAWW) calculated by
the ODJFS. The minimum will be 50% of the SAWW and the maximum will be 100%. At
current rates, this will lead to $352 as the lowest minimum and to $1,056 as the highest
maximum. The change also applies to corporate officers. Currently, there is no minimum to
report for corporate officers. For elective coverage, thereis no change to the rule.

RULESRESOLUTION FOR FIRST CONSIDERATION: MINIMUM ANNUAL
ADMINISTRATIVE CHARGE, OHIO ADMINISTRATIVE CODE RULES4123-17-23

Ms. Yorde and Mr. Spence recommended amendment to Ohio Administrative Code Rule
4123-17-26 to raise the minimum payable Administrative Cost Fund (ACF) assessment from $10
per payroll period to $50 per payroll. Currently, it costs more to maintain a policy than is
currently being charged.

Senator Fingerhut asked if report of zero payroll should lead to cancellation of coverage.
Mr. Spence replied that some businesses need coverage to meet government contracting rules or
the requirements of construction contracts, even if they do not have employees.

RULES/RESOLUTION FOR FIRST CONSIDERATION: PRIVATE EMPLOYER RATE
INDICATION

Ms. Vaentino recommended the rate indication for private employers for the reporting
period from July 1, 2006, to June 30, 2007. The rate is based on recommendations from Mercer
Oliver Wyman, the BWC actuarial consultant. BWC must file the rating rules ten days before
July 1 in order for them to take effect. Mercer made three recommendations, and the
Administrator has chosen to raise premiums by 3.9% over the current year’' s rates. The rates will
yield $1.5 billion in premiums from employers. A separate assessment recommendation for the
ACF will be brought to the Oversight Commission in May.

Liz Bravender, Actuarial Director, explained that the rate recommended is based upon the
2005 actuarial audit. 1t includes current costs trends, BWC initiatives, and investment income,
but does not include past years short-falls in premiums. Mercer recommended a range that
includes baseline, optimistic, and conservative overal rate changes. The optimistic assumes that
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the payment trends will have a 5% improvement and the conservative assumes a 5% worsening
of payment trends for the policy year beginning July 1, 2006. The premium includes a loading
factor for the funding of Managed Care Organizations (MCOs), the Premium Payment Security
Deposit, and the Safety and Hygiene Fund.

Mr. Sopko asked what the ranges of recommendations from Mercer were. Ms. Bravender
reported the range was from a 1.8% decrease to an 8.8% increase, with a baseline of a 3.9%
increase. Ms. Vaentino added that the recommendation uses a 5% discount rate, reduced from
the previous rate of 5.25%.

Mr. Sopko asked how BWC arrived at 3.9%. Ms. Valentino replied that 3.9% is the
Mercer base-line recommendation if all things remain the same. Mr. Mabe added that the rate
assumes there are no further operational savings.

Ms. Farkas asked what is the cost of the MCOs. Ms. Bravender replied that it constitutes
9.25% of the pure premium.

Ms. Carroll asked why there was a change in the discount rate. Ms. Valentino replied that
it is based on comparing the BWC investment returns with a rolling rate of United States
Treasury notes. BWC was unable to reach a 5.25 % rate, so it was reduced. Mr. Mabe added that
if the rate had been 5.25%, then the rate increase might have been 39%.

Mr. Koetters why is that the premiums paid will be only $1.5 billion when operational
expenses will be much higher. Ms. Valentino replied that premiums are only one part of the total
operating expense.

Mr. Koetters stated that there was inadequate time to consider the rate change. Ms.
Valentino stated that the rate indication was proposed now to give early direction to employers.
Because group rating and retrospective rating programs, BWC will calculate individual employer
rates at the end of May. The extra time also provides early employer notification and raises
quality control.

Ms. Farkas asked how early could the rate indication be brought. Ms. Vaentino replied
that January or February would be too early because of the need to capture clams cost
information.

Mr. Koetters asked why BWC uses expected losses and does not adjust for past years.
Ms. Bravender replied that it is the industry standard to use five-years experience to calculate
premiums, but not to cover losses from prior years. Thisis in fairness to new employers paying
premiums for the first time.

Mr. Koetters asked what was the comparison with prior Mercer recommendations. Ms.
Bravender reviewed the table included in the executive summary and updated the table to include
this year’ s recommendation.

Mr. Koetters asked what is the ACF rate. Ms. Valentino stated it was calculated on a
percentage of premiums. Rates have remained flat for several years. The ACF is bench-marked
to the industry and is similar to those of the industry.
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Mr. Koetters moved that the Oversight Commission adopt resolution 06-06 regarding the
rate indication for the payroll period July 1, 2006, to June 30, 2007. The Oversight Commission
consents to raising private employer premium rates by a 3.9% increase over total premiums
collected for the previous year and consents to revised rating rules. Ms. Carroll seconded and the
motion was approved by unanimousroll call vote.

RULESRESOLUTION FOR FIRST CONSIDERATION: PUBLIC EMPLOYER STATE
AGENCY RATE INDICATION

Ms. Valentino recommended new rates for state agency employers. This recommendation
contains actual rate changes for each agency. The claims of state agencies are terminally funded
and have no reserves. The goal is to raise no more in premiums than paid in claims. BWC
collects these premiums every two weeks from the Department of Administrative Services. BWC
is recommending no change overall and expects to collect $67.5 million in premiums.

Ms. Bravender added that BWC uses a five-year rolling average to calculate the premium
and captures overcharges and undercharges. The premiums from state agencies are not invested.
The minimum premium per employer is $0.05 per $100 of payroll; the average agency rate is
$1.03. The amendments to Ohio Administrative Code Rule 4123-17-35 changes the rates and
strikes expired programs.

Mr. Sopko asked why there was no change in the overall rate. Ms. Vaentino replied that
BW(C began capping rates for individual employersin 2002 and stopped doing so in 2005.

Senator Fingerhut requested a comparison of old rates of employers with new ones. He
also asked why some employers would have any claims given that office work in widespread in
state government. Ms. Valentino replied that, for example, the Ohio Department of Insurance has
the greatest increase because its employees drive cars and lift boxes.

Ms. Farkas asked if there was any discrepancy between public employers and private.
Ms. Bravender stated the biggest difference was between public employer taxing districts and
private employers, but that she had no data at this time on state agencies.

Mr. Bainbridge moved that the Oversight Commission adopt resolution 06-05 regarding
Ohio Administrative Code Rule 4123-17-35. The Oversight Commission consents to changing
state agency premiums rates as indicated. Mr. Koetters seconded and the motion was approved
by unanimous roll call vote.

OLD BUSINESS—AGENDA 06 UPDATE

Mr. Mabe reported that BWC is getting better on performance measures. Reports are now
available on a monthly basis. BWC is showing $45 million in success in reducing operational
expense. A project officer monitors the changes and has recorded progress in claims settlements,
subrogation, and ethics training.



Ms. Damsel reported on progress on the five goals of the Investment Division, which
include increasing cash yields, hiring new employees, and producing new reports. Concerning
performance reports, the reports produced by Wilshire now go directly to the Oversight
Commission. This recommendation came from the Ennis Knupp report. The Chief Investment
Officer (CIO) now aso has a monthly report. Ms. Damsel pleased to announce that performance
results in the Wilshire report equal those in the CIO reports. Concerning, cash yields, BWC has
incurred more than $27 million for the first two months of 2006.

Ms. Kielmeyer reported on several successes of BWC. There has an increase in
certifications to the Attorney General for collections. BWC is targeting premium audits of
employers beginning in April. BWC has experienced $20 million in savings in hospital costs and
prescriptions. For the settlement of claims, BWC has started pilot projectsin three district service
offices. In case management, there are several initiatives. For safety, BWC has initiated another
year with premium incentives and is collecting data on frequency of types of injury. The auto-
adjudication program now addresses about 33% of medical-only claims. BWC now has more
performance reports.

NEW BUSINESS—LEGISLATIVE UPDATE

Mr. Sopko reviewed Oversight Commission procedural rules for discussion of legislation,
which states that meetings for the Oversight Commission are not to be used for airing disputes
about pending legislation. Nevertheless, he invited Senator Fingerhut to speak on legislation he
has introduced.

Senator Fingerhut stated that he was making his report as a courtesy to the Oversight
Commission and welcomed comments. Senator Stivers has offered to hold hearings in the future.
The legislation redresses the imbalance between the Oversight Commission and BWC. For
example, the Oversight Commission will be able to hire its own staff and will make the
Oversight Commission a more independent body.

ADJOURNMENT

Mr. Sopko announced that the Oversight Commission will meet next on April 27.

It was moved and seconded that the meeting be adjourned and the meeting was adjourned
by Mr. Sopko.

Prepared by: Larry Rhodebeck, BWC Attorney
H:\Word\Idr\WCOC 0306.doc
April 12, 2006
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EXECUTIVE SUMMARY
M odification of 4123-17-17 of the Ohio Administrative Code
Auditing and adjustment of payroll reports

Overview of Issue

BWC is requesting the removal of one sentence in Section E where two or more
classifications have been assigned for an employer’s operations. The employer is
expected to keep appropriate records showing a correct and verifiable segregation of
all reported payroll into these assigned classifications. The following sentence states
that “The employer shall prorate al indirect labor payroll and report same under the
operating classification (Manual 8810, Clerical Office, and Manual 8747, Traveling
Salesmen, are not operating classifications) assigned.”

However, this is incorrect and needs to be removed. Pursuant to guidance from the
National Council on Compensation Insurance (NCCI), BWC does not ask employers
to prorate indirect labor payroll and to report this under the assigned operating
classifications. Only for farming classifications are employers allowed to report based
on “proration,” and thisis based on acreage. In addition, manual 8747 is from the old
BWC system, and no longer exists.

This deletion of the errant sentence does not change current BWC practice or policy.



Ohio Bureau of Workers Compensation
Securities Lending

April 27, 2006

John Kirby
Suzanne Lee
James E. Thorsen, CFA

SSEA.



Why Securities Lending?

s Widely accepted practice

As of 3/31/06, State Street Global Advisors (BWC Securities Lending Agent) manages $40.7 billion of passive fixed
income funds; of which 95% is lended and 5% is non-lended.

s Low-risk when properly managed
s Effective investment strategy to earn additional revenue on existing portfolios
SSGA PASSIVE FIXED INCOME

CTF Inception Date: December 2000
CTF Revenue (bps): l-year =5.8 3-year=6.2 5-year=7.2
BWC/SSgA Lending Split: 80/20

Lending of Treasury, US Agency and Credit accounts for approximately 60% of Portfolio.

Lending of BWC % of Position on | Actual Actual Estimated

Loan US Treasury US Agency Credit Total
ACTUAL $3,992 $373 $785 $5,150
Potential Lending Amount $4,000 $1,800 $3,750 $9,550
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ENCNNN

Market Participants

State Street

> Mutual funds > Broker / dealers

> Pension funds > Securities subsidiaries of

> Pooled investment U.S. and European banks
vehicles > Highly capitalized

> Insurance funds foreign banks

> Endowments

> Foundations

> Corporate treasuries
> Central banks

> Offshore Entities

SSEA. 3
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Risk Management

Operational Procedures
Collateralization with daily mark-to market / income collection

Indemnification vs. Operational loss

Counterparty Credit Risk Management
Counterparty selection and review
Collateral maintenance
Indemnification vs. counterparty default

Collateral Reinvestment

Conservative investment guidelines

Approved issuers tracked by dedicated team of analysts

Asset / Liability Management

Management of interest rate risk, liquidity of collateral portfolios

SSEA. *
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Typical Securities Lending Transaction

Overview

Loan is initiated e
R — Initiating
transaction
Terms are negotiated
R —

Borrower delivers collateral to lending agent
—~——
Securities are delivered through clearing agent

Transaction

T— )
In progress
Cash collateral is invested
R —

n Daily mark-to-markets are performed

—~——
Securities are returned

Closing

——_— .
transaction
n Loan is closed

SSEA.

5



NSNS
Typical Lending Transaction

Initiating Transaction

1. Loan is initiated
Typically, a borrower contacts the trading desk or an on-line lending platform
2. Terms are negotiated
Collateral type
Cash
Non-Cash
Rebate or Premium rate

Rebate rate is the percentage used to determine the amount of interest paid back to the borrower and
Is based on the prevailing overnight rate. The more in-demand a security is, the lower the rebate rate
will be.

Premium rate is the “fee” charged to the borrower for pledging non-cash collateral
Duration (if applicable)
Most loans are open, with no fixed period for the loan
Some loans are term loans, where the borrower agrees to a fixed time frame and fixed rebate rate

Some loans are matched term, where SSgA purchases a fixed rate security with a maturity date the
same as the termination date for the loan

Dividend / Reclaim rate
These are not negotiated, per se, but are verified at the beginning of the loan

SSEA. °



NSNS
Typical Lending Transaction

Transaction in Progress

3. Borrower delivers collateral to lending agent

102% for U.S. corporate and government securities and for non-U.S.
fixed income

4. Securities delivered through clearing agent
Fed, DTC, Euroclear, and other sub-custodians
Title and voting rights are transferred to the borrower
Borrower can sell or re-lend the borrowed securities during the life of the loan
Borrower agrees to:
Return the loaned securities,
Secure the loan with collateral,
Pay any user fees, and

Remit to the lender any dividends, coupon interest or other distributions that occur during the
time the securities are on loan

SSEA. 7
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Typical Lending Transaction

Transaction in Progress

5. Cash collateral is invested

SSgA’s Global Collateral Management unit utilizes investment pools to generate returns

6. Daily mark-to-markets are performed

Maintaining collateral at appropriate levels with each borrower

SSEA. °
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Typical Lending Transaction

Closing Transaction

7. Securities are returned

Borrower delivers securities back to securities finance, and collateral is then
returned to borrower

8. Loan is closed

SSEA. °
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John Kirby

John is a Principal of State Street Global Advisors. He is head of the
firm's Fixed Income Index team. He has managed the product since
1999 and portfolios within the group since 1997. In addition to portfolio
management, John's responsibilities include risk management and
product development. He has been working in the investment
management field since 1983 and has more than 15 years of
experience in the fixed income markets.

Prior to joining SSgA in 1995, John was with Lowell Blake &
Associates in Boston, where he was a Portfolio Manager, responsible
for client relations and the firm's fixed income investments. Before this
he was a portfolio manager/fixed income analyst with Shawmut Bank
and asset/liability risk specialist at CambridgePort Savings.

John holds a Bachelors Degree from Boston College and an MBA
from the Sawyer School of Management at Suffolk University. He
served as a member of a municipal retirement board for ten years and
currently serves on the SSgA Fiduciary Advisory Committee and is a
member of the Lehman Brothers Index Advisory Council.

James E. Thorsen, CFA

Jim is a Principal of State Street Global Advisors and Team
Leader for SSgA’s Public Funds Client Service. Prior to joining
SSgA, Jim was Deputy General Treasurer of Finance for the State
of Rhode Island. In this position, he was responsible for the state's
cash and debt management, as well as pension fund investment
operations. He subsequently served for six years as a governor-
appointed Trustee member of the Rhode Island State Investment
Commission, the seven member state board that oversees all
state investments. Jim currently serves as Vice Chair of the
Tobacco Settlement Financing Corporation.

Jim was previously a Public Finance Investment Banker with Alex.
Brown & Sons and First Union Securities from 1987 to 1995.

Jim graduated from Boston College with a BA in Economics and
Political Science. He received his MBA in Finance from the
Kenan-Flagler Business School at the University of North Carolina
at Chapel Hill.

He earned the Chartered Financial Analyst designation and is a
member of the Boston Security Analysts Society.
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Ohio Bureau of Workers’ Compensation
Private Equity RFP Update
April 27, 2006



Private Equity RFP Update
Proposed Timeline

REP ACTION ITEM

OVERSIGHT COMMISSION MEETING
Send RFP Advertisement to Newspapers/Journal

Issue RFP

Open period for respondent’s questions via email
WCOC responds to questions via website
OVERSIGHT COMMISSION MEETING
DEADLINE FOR RFP PROPOSALS (2:00 PM)
BWC staff initial review of proposals
OVERSIGHT COMMISSION MEETING
Evaluation Committee review / finalists identified

Finalist Interviews

Regrade finalists / Notify final candidate

On-Site visit of finalist

WCOC MEETING PACKET DEADLINE

OVERSIGHT COMMISSION MEETING — WCOC Approval of Finalist

TIMELINE

APRIL 27
APRIL 27

MAY 16

MAY 16 — 19
MAY 22 — 26
MAY 25
JUNE 15
JUNE 16 - 26
JUNE 22
JUNE 27-JULY 10
JULY I3
JULY 17
JULY 25
AUGUST 15
AUGUST 24




Private Equity RFP Evaluation Committee

Composition:
Four member Evaluation Committee
2 WCOC Investment Committee Members - ?, ?
BWC CIO - Lee Damsel
Wilshire Consultant - Marc Friedberg

Critical Dates:

WCOC Investment Committee members required availability
dates to finalize RFP timeline

Scoring June 27 — July 10, 2006
Interview Finalists July 13, 2006

Regrade Finalists July 17, 2006




Ohio Bureau of Workers’ Compensation

Management Review Team
Action Report




O S

Ohio Bureau of Workers’ Compensation
Governor Appointed MRT

Team Members:
Tom Hayes : Team Leader
Laurie Fiori Hacking

James Nichols

TIMETABLE
MRT Assessment Time Period June, 2005-October, 2005
MRT Final Report Presented to WCOC September 22, 2005
MRT Final Written Action Report 10/31/05 November 7, 2005
BWC executes recommendations June 2005 - present

BWC Administrator to issue Final Response
Report to WCOC and Governor Anticipated June, 2006



Management Review Team Recommendations

INVESTMENT COMMITTEE

MRT 15b

MRT 15c

MRT 22b

MRT 24
MRT 25

MRT 26

MRT 34

MRT 35

MRT 36

MRT 37

MRT 38
MRT 39

BWC should amend its Investment Policy to include clean delineation of
investment rules and responsibilities of key parties

WCOC should review and amend their investment policy after the review of the
prior / current consultants asset liability study

Create an independent Investment Board (HB376 and SB 282)

BWC to hire additional investment experts

BWC to meet with Treasurer of State to determine the protocol for custodial bank
selection

Modify the BWC Investment Policy to require WCOC review and approval of all
investment funds

WCOC Investment Committee to review and implement private equity reporting
requirements

WCOC, WCOC Investment Committee, and BWC Investment Division will update
Investment Policy to include verification of manager qualifications

WCOC and WCOC Investment Committee will incorporate private equity
recommendations into the new Investment Policy

WCOC will update all policies in Investment Policy to include fiduciary training
WCOC & BWC Administration will require periodic fiduciary performance audits
WCOC will conduct joint briefings with BWC Actuary Department, BWC Actuary
Consultant, BWC Administration / WCOC Investment Division and WCOC
Investment Consultant to review liabilities and adequacy of the financial reserves

4/27/06

4/27/06,6/30/06

TBD

5/30/06
TBD

4/27/06

4/27/06

4/27/06

4/27/06

4/27/06

12/31/06
6/30/06



Management Review Team Recommendations

AUDIT COMMITTEE (COMPLETED)

MRT 7e  Audit practices should reflect basic SARBANES OXLEY requirements 3/30/06

MRT 8 WCOC establishes procedures with external auditor (Assigned by Auditor of 3/30/06

State) for Investment Division audits in compliance with industry standard best
practice procedures

MRT 40 WCOC to require direct Auditor of State Investment related audit reports 3/30/06



Management Review Team Recommendations

WORKERS' COMPENSATION OVERSIGHT COMMITTEE

MRT 32c WCOC to set up a committee structure to include an Actuary Committee 6/30/06

MRT 39  WCOC will form an Actuary Committee to report regularly to the 6/30/06
Investment Committee






Summary of Ohio Portfolio Transition

Ohio Bureau of Workers Compensation (“BWC”) transitioned $15.5
billion in assets from US equuties, International equities and Active Fixed
Income to the passive SSgA Lehman Aggregate Index Fund

Transition was completed in six different tranches from January to

March of 2006

Assets were moved into the Index fund on two major funding dates
(March 3 and March 27%) with residual cash balances moving in
throughout the month

FEach tranche was traded separately based on timeline that was agreed to
by all parties prior to the start of the transition

Tranche Termination Date  Funding Date
T1 28-Dec-06 03-Mar-06
T2 30-Dec-06 03-Mar-06
T3 28-Dec-06 03-Mar-06
T4 18-Jan-06 03-Mar-06
T5 31-Jan-06 27-Mar-06
T6 13-Feb-06 27-Mar-06

Performance and cost was calculated separately for each tranche



Summary of Ohio Portfolio Transition
(continued)

Costs were calculated by using the “I-Standard” — All securities
were valued at the closing price prior to the start of the transition
and compared to the value that eventually went into the Lehman
Aggregate Index Fund. The return from each tranche was
compared to the Lehman Aggregate Index during that tranche



Scope of Ohio BWC Performance Transition

$15 billion transition would have ranked Ohio BWC as State Street’s third
largest transition in 2005 and eight largest all time

An average transition for State Street has the following characteristics:

Average Ohio BWC

Size $462 Million $15 Billion

Turnover Ex

In-kinds $674 Million $27.2 Billion

Costs* 24.2 basis points | 17.3 basis points

Timeframe 3 Days 3 Months

* Transition Costs defined on Page 9



Result of SSGM Transition

> Distribution of expected Results are below

Expected Cost of Transition

BWC Result
©0) (80) (70) (60) (50) (40) (30) (20) (10) - 10 20 30 40 50 60 70 80 90 100 110 120 130 140

Cost of Transition (bps)

>Expected cost prior to the start of the transition was 26 basis points
+/- 44 basis points for opportunity cost



Total Costs Breakdown by Month

bps
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Total Transition Results

Transition Tranche Starting Value Transition Return Lehman Agg Return T-Standard Costs

Tranche 1 $ 1,258,039,781 -0.19% -0.53% -0.34%

Tranche 3 $ 1,581,504,440 -0.72% -0.95% -0.23%

Tranche 5 § 6,921,464,572 -0.35% -0.04% 0.31%

Totals $15,369,020,010 -0.40% -0.23% 0.17%




Trading by Execution Method

Execution Method Market Values - Buys Market Values - Sells %o
Fixed Income In-Kinds $ 4.053,267,518 $ 4,053,267,518 23.0%
Internal Cross Trades $ - $ 2,798,167,381 7.9%
External Cross Trades $ 591,606,266 $§ 2,355,673,857 8.4%
Equity Market Trades $ - $ 1,980,665,299 5.6%
Fixed Income Market Trades $ 12,985,718,616 $§ 06,444,031,465 55.1%
Total Trading $ 17,630,592,400 $ 17,631,805,520 100.0%




Fixed Income Trading by Broker

Broker Tranche 1 Tranche 2 Tranche 3 Tranche 4 Tranche 5 Tranche 6 Totals
Bank of Ametica $ 3,774,101 § 40,278,359 § 15,480,923 $§ 234,347,769 $ 130,331,428 $ 5,729,617 $ 429,942,197
Bear Stearns $ - $ - $ - $ - $ 910,795 $ - $ 910,795
Citigroup $ 24,080,455 $ 357,251,924 § 66,298,904 $ 230,078,556 $ 908,826,955 $ 14,686,348 $ 1,601,223,141
Countrywide $ - $ - $ - $ 11,876,171 § 46,724,039 $ - $ 58,600,210
Credit Suisse First Boston $ - $ - $ - $ - $ 2,038,573 $ - $ 2,038,573
Cross Trades $ - $ 285,859,630 $ - $ 217,219,897 $ 88,526,739 $ - $ 591,606,266
Deutsche Bank $ 75,796,068 $ 39,173,862 $ 18,932,850 $ 42,298,799 $ 166,310,014 $§ 116,212,429 § 458,724,022
Eastern Bank $ - $ - $ - $ - $ 63,049,740 $ - $ 63,049,740
First Albany $ - $ - $ - $ - $ 87,713,623 § 2,515,623 $ 90,229,246
FIN $ 443,329,221 § 430,196,347 $ 193,756,130 $ 352,952,535 § 530,485,588 $ 304,235,830 $ 2,254,955,651
Goldman Sachs $ 18,527,488 § 10,545,319 § 13,767,567 $ 66,803,679 $ 441,559,733 $ 29,802,093 $ 581,005,880
HSBC $ - $ - $ 731,246 $ 8,081,451 $ 16,028,996 $ - $ 24,841,693
Jeffries $ 35,117,505 $ 145,031,043 $ 66,754,468 $ 19,754,725 § 227,553,117 $ 14,692,702 $ 508,903,559
JPM $ 631,405 $ - $ - $ - $ 334242210 $ 13,141,986 $ 348,015,601
KBW $ 5,222,000 $ 35,966,528 $ 28,812,433 § 11,531,130 § 217,930,679 $ 120,464,267 $ 419,927,037
TLehman $ 1,160,466,735 $ 1,192,619,905 § 499,567,177 § 814,514,364 $ 700,033,143 §$ 273,757,770 $ 4,640,959,095
Merrill Lynch $ 831,696,378 $ 1,214,177,473 § 763,702,880 $ 1,067,975,207 $ 1,336,511,283 $ 187,300,759 $ 5,401,363,980
Morgan Keegan $ - $ - $ - $ - $ 557,643 $ 7,850,716  $ 8,408,359
Morgan Stanley $ 84,947,619 $ 39,739,585 § - $ - $ - $ - $ 124,687,205
PRS Group $ - $ - $ - $ - $ 2,827,588 $ - $ 2,827,588
Raymond James $ - $ - $ - $ - $ 313,593 $ - $ 313,593
Royal Bank of Canada $ 26,231,844 $ 123,695,679 $ 26,440,488 $ 31,905,579 $ 46,320,183 $ - $ 254,593,774
UBS $ 165,769,937 $ 510,981,257 § 374,866,438 $ 129,831,450 $§ 776,960,109 $ 171,983,806 $ 2,130,393,057
Vining Sparks $ - $ - $ - $ - $ 6,107,929 § 17,728,156 $ 23,836,084
Totals $ 2,875,590,757 $ 4,425,516,912 § 2,069,111,504 $ 3,239,171,312 § 6,131,863,700 $ 1,280,102,162 $ 20,021,356,347

* Includes External Cross Trades — Buys and Fixed Income Market Trades — Buys and Sells



Transition Costs — T Standard

Cost of a transition is measured by comparing the actual performance of the
transition portfolio versus the target portfolio (Lehman Aggregate Index).
Cost calculation 1s known is implementation shortfall or the T-Standard

Costs are attributed to the following categories:

Commissions — The explicit charges by the transition manager for
managing the event and accessing the security markets

Bid Ask Spread — the difference between the bid and offer for a security
Market Impact — The cost of demanding/supplying liquidity over a

small timeframe

Taxes — Certain countries impose stamp taxes on buy and/or sell
transactions

Opportunity Costs — The timing costs associated with executing over a
long timeframe. Timing costs measure the difference between the
actual portfolio and the target portfolio.



Total Transaction Costs Breakdown

Of these commissions costs, $1,400,993 are from the equity trades,
and the remainder, $1,223,028 are from the bonds that were traded

Source of Cost ___ Cost | _bps _

Commissions $§ 2,624,021 1.71
Bid Ask Spread $ 4,141,548 2.70
Market Impact § 5297567 3.45
Taxes $ 151,449 0.10
$ 14,399,433 9.38
$

20,614,018  17.33

Opportunity Costs

Total Costs




Execution Methods

Fixed Income In kinds — The securities that were taken directly from

the Active Fixed Income managers into the Passive Lehman Aggregate
Index Fund

Internal Cross Trades — Equity trades that were crossed with other
SSgA Commingled funds. These trades are done at Zero Commissions

External Cross Trades — Trades that were crossed on Electronic
Crossing Networks (ECNs) or with other transition clients. These
trades were done at 2cps for US equities, 4bps for Non-US equities,
and 0.75bps for all Bonds

Equity Market Trades — Trades that were executed with State Street
Global Markets as the broker. These trades were done at 2cps for US
equities, 4bps for Non-US equities

Fixed Income Market Trades — Trades that were executed with the
various brokers on the breakdown by broker report. These trades were

done at 0.75bps for all Bonds
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Overall Market Performance over Transition

Period
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Greenwich Associates - Transition Industry
Rankings

Transition Market Share Transition Market Share

Manager Manager
State Street 30% State Street 33%
Northern Trust 11% BGI 12%
BGI 8% Northern Trust 11%
Mellon 8% Russell 9%
BNY 7% BNY 5%
Russell 7% Russell 7%
JP Morgan 3% Mellon 4%
Deutsche Bank 2%

2005 Transition Management Industry survey conducted by Greemwich Associates
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State Street Transition Management Experience

Managed 837 portfolio transitions in 2005, Over $387 billion in transition
assignments

Oftfering Transition Management services since 1978

31% growth in transition assets over five years

81 dedicated professionals to global transition management
Transitioned assets for 42 of P&I Top 100 pension plans in 2005
Global operation — transition desks in Europe, North America and Asia

30% global transition market share — next closest competitor was 11%

14



Tranche 1 — Tranche 6 Detail



Equity Transittons Tranche 1 — Tranche 4

State Street began selling equities on the first trading day and began
buying very liquid fixed income products (US Treasuries and Agencies)

As the equities were much more liquid than the bonds, State Street
bought more US Treasuries and Agencies than were needed in the
Lehman Aggregate Index to stay exposed to the fixed income market

State Street then sold these US Treasuries and Agencies as they purchased
corporate bonds, mortgages, and other constituents of the Lehman

Ageregate Index

Positive performance of the equity market during the selling phase of
equities translated into out-performance in Tranche 1 (MV of $1.3Bn)
total savings of 34bps, Tranche 3 (MV of $1.6Bn) total savings of 22bps,
and Tranche 4 (MV of $1.4Bn) total savings of 53bps

Negative equity market performance during Tranche 2 (MV of $2.9Bn)
led to costs of 68bps
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Market Performance During Equity Selling

Tranche 1-19 US Equity Managers ($1.3BN)
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Market Performance During Equity Selling

Tranche 2 - 25 US Equity Managers ($2.9BN)
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Market Performance During Equity Selling

Tranche 3 - 6 International Equity Managers ($1.6BN)

100.00% T 1 T 1.50%

90.00% + /\ T 1.00%
80.00% —‘_“_?‘\J“S“_““‘ - 0.50%

§
‘g
% 70.00% \ 0.00%
a NATN %
B 60.00% A / \ T -0.50% 1
; \ %
5 50.00% - b[+ -1.00% B
g / 8
2 N g
£ 40.00% - / v nd - -1.50% &
S v :
E / :
g 30.00% - r\ / T -2.00%
& M
20.00% T -2.50%
10.00% - - -3.00%
L e R R B o o e e RRNRIIINY
0 9.0 D AP A D E DDA DA A DD D AT D 6 A (B 9O D WX D G
SESNENROAMRY \\\\\Nq NN A N AL IO AL AL NS M

Jan 18th _ Tokyo Stock Exchange halts trading due to overwhelming market sell-off

19



Market Performance During Equity Selling

Tranche 4 - SSgA EAFE & SP 500 Commingled Fund ($1.4BN)
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Fixed Income Transition Tranches 5 & 6

Maximize the in-kind transfers from the 19 active fixed income

portfolios to the passive State Street Lehman Aggregate Index
Fund

Since there are over 6500 bonds in the Lehman Aggregate Index
fund, an optimized list of bonds to be purchased after in-kinds
was developed to complete exposures

Eliminated duration and curve risk at the start of the transition by
purchasing .ehman Aggregate duration matched US Treasuries

Slowly worked out of overweight sectors and into underweight
sectors
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4123-17-02 Basic or manual rate.

(A) The “basic or manual rate” is hereby expressed as the unit of premium per one
hundred dollars of payroll for accident and disease coverage.

(B) Succeeding employers -- experience.

(1) Where one lega entity, not having coverage in the most recent experience period,
wholly succeeds another legal entity in the operation of a business, his or its rate shall be
based on the predecessor’ s experience within the most recent experience period.

(2) Where alega entity having an established coverage or having had experience in the
most recent experience period wholly succeeds one or more legal entities having
established coverage or having had experience in the most recent experience period and
at least one of the entities involved has a merit rating experience, the experience of al the
involved entities shall be combined to establish the rate of the successor.

(3) Where a legal entity succeeds in the operation of a portion of a business of one or
more legal entities having an established coverage or having had experience in the most
recent experience period, the successor’'s rate shall be based on the predecessor’'s
experience within the most recent experience period, pertaining to the portion of the
business acquired by the successor.

Pursuant to this rule, the bureau shall provide to the parties to the transfer of experience
the necessary forms and instructions to complete the transfer of the appropriate payrolls
and claims. Each party to the transfer of experience shall sign the completed forms. The
bureau shall review the completed forms and if any questions arise, the bureau may
conduct a premium audit on each party’ s risk account.

(4) When any combination or transfer of experience is indicated under any of the
provisions of this rule, the effective date of such combination or transfer shall be the
beginning date of the next following payroll reporting period. In cases where an entity
not having coverage wholly succeeds another entity or in cases where the date of
succession is determined to be January 1 or July 1, the experience of the predecessor shall
be transferred to the successor-employer effective as of the actual date of succession.

(5) For an out of state employer purchasing an existing Ohio operation, the bureau may
use the out of state experience of the employer as a factor in determining the employer’s
experience.

(C) Succeeding employers -- risk coverage transfer.

employer succeeds another employer in the operation of a business in whole or in part,

the successor shall notify the bureau of the succession. Where one employer wholly




succeeds another in the operation of a business, the bureau shall transfer the
predecessor’ s rights and obligations under the workers compensation law. The successor
shall be credited with any existing credits of the predecessor, including the advance
premium security deposit of the predecessor. This paragraph shall apply where an
employer wholly succeeds another employer in the operation of a business on or
after September 1, 2006.

3) Transfer of an-active risk coverage may be retroactive to the date of succession.

{4)(3) The successor te-an-activerisk must preserve the predecessor’s payroll records for
atleast the five years priorto preceding the date of transfer succession.

5)(4) A lega entity may be assigned only one risk. Where alegal entity succeeds one or
more risks, he or it shall be assigned a single risk designation.



4123-17-17 Auditing and adjustment of payroll reports.

(A) Every employer amenable to the workers' compensation law shall keep, preserve and
maintain complete records showing in detail all expenditures for payroll and the division
of such expenditures in the various divisions and classifications of the employer's
business. Such records shall be preserved for at least five years after the respective time
of the transaction upon which such records are based.

(B) All books, records, papers, and documents reflecting upon the amount and the
classifications of the payroll expenditures of an employer shall be kept available for
inspection at any time by the bureau of workers compensation or any of its assistants,
agents, representatives or employees. If any private fund, county, or public employer
taxing district employer fails to keep, preserve and maintain such records and other
information reflecting upon payroll expenditures, or fails to make such records and
information available for inspection, or fails to furnish the bureau or any of its assistants,
agents, representatives or employees, full and complete information in reference to
expenditures for payroll when such information is requested, the bureau may determine
upon such information as is available to it the amount of premium due from the employer
and its findings shall constitute prima facie evidence of the amount of premium due from
the employer.

(C) The bureau shall have the right at all times by its members, deputies, referees,
traveling auditors, inspectors or assistants to inspect, examine or audit any or al books,
records, papers, documents and payroll of private fund, county, or public employer taxing
district employers for the purpose of verifying the correctness of reports made by
employers of wage expenditures as required by law and rule 4123-17-14 of the
Administrative Code. The bureau shall also have the right to make adjustments as to
classifications, allocation of wage expenditures to classifications, amount of wage
expenditures, premium rates or amount of premium. No adjustments, however, shall be
made in an employer's account which result in reducing any amount of premium below
the amount of contributions made by the employer to the fund for the periods involved,
except in reference to adjustments for the semi-annual or adjustment periods ending
within twenty-four months immediately prior to the beginning of the current payroll
reporting period. Except as provided in rule 4123-17-28 of the Administrative Code, no
adjustments shall be made in an employer's account which result in increasing any
amount of premium above the amount of contributions made by the employer to the fund
for the periods involved, except in reference to adjustments for the semi-annual or
adjustment periods ending within twenty-four months immediately prior to the beginning
of the current payroll reporting period. The twenty-four month period shall be determined
by the date when such errors affecting the reports and the premium are brought to the
attention of the bureau by an employer through written application for adjustment or from
the date that the bureau provides written notice to the employer of the bureau's intent to
inspect, examine, or audit the employer's records.



(D) Experience will not be recalculated unless there is an adjustment of an employer's
account due to a reclassification of operations. In such event the experience will be
recal culated for the same period as the adjustment of the employer's account.

(E) Where the bureau has assigned two or more classifications for an employer's
operations, the employer shall keep an appropriate record showing a correct and

verlflable segregatlon of al payroll into such classifications. Iheempteyer—shaH—pFeFate

elessﬂe%ens)—essgnedr If |t is found that the empI oyer has fa|Ied to keep such record
the part of the payroll which cannot be reasonably determined by the bureau as belonging

to any other classification shall be placed by the bureau under the assigned classification
having the highest rate, and the employer will be assessed premium accordingly. To such
payroll as is expended after the employer has been notified of these requirements and
which is not segregated as herein provided, the highest rate of the employer's assigned
classifications shall be applied.

History: Prior Effective Dates: 7/1/62, 12/14/76, 12/11/92, 1/1/02; 10/01/05
Promulgated Under: 111.15

Statutory Authority: 4121.12, 4121.121, 4121.30

Rule Amplifies: 4123.24, 4123.26, 4123.29, 4123.34, 4123.41



4123-17-26 Minimum annual administrative charge.

The administrator of workers compensation, with the advice and consent of the workers
compensation oversight commission, has authority to calculate contributions to the
administrative cost fund by employers pursuant to sections 4121.121, 4123.341, and
4123.342 of the Revised Code. The administrator hereby establishes that in cases where
an employer reports no payroll or calculates total premium due of less than ten-delars the
minimum administrative charge for a payroll reporting period the employer shall pay a
minimum annual administrative charge at a rate of ten fifty dollars each six months or -
twenty one hundred dollars annually.




4123-17-30 Payroll limitationsfor corporate officers, sole proprietors, an
individual incor porated as a cor poration with no employees,
member s of partnerships, and family farm corporations.

The administrator of workers compensation, with the advice and consent of the workers
compensation oversight commission, has authority to establish the total payroll reportable
by employers pursuant to sections 4121.12 and 4123.29 of the Revised Code. The
administrator hereby sets the total payroll limitations for executive officers of
corporations, sole proprietors, members of partnerships, an individual incorporated as a
corporation with no employees, and officers of family farm corporations as provided in
thisrule.

(A) For executive officers of corporations, the payroll reportable shal be the actual
payroll received by the executive officers of the corporation, but not less than an average
weekly wage equal to fifty per cent of the statewide average weekly wage as defined in

d|V|S|on (C) of section 4123 62 of the Reweed Code but shall not exceed an average of

averaqe Weeklv wage as defined in division (C) of section 4123.62 of the Revised Code.

(B) For sole proprietors, members of partnerships, an individua incorporated as a
corporation with no employees, and officers of family farm corporations who elect to
include themselves as employers employees under the workers compensation act and
comply with rule 4123-17-07 of the Administrative Code, the payroll reportable shall be
the actual payroll received by the sole proprietor, member of partnership, an individual
incorporated as a corporation, and offlcer of afarnllv farm corporatlon but not less than

deHam—@%éO&Q@)—semrannuaHy Weeklv Waqe equal to flftv per cent of the stateW|de

average weekly wage as defined i in division (C) of secti on 4123.62 of the Revised Code
nor more than an average ! A A

4123.62 of the Revised Code.

(C) This rule shall be effective for al payroll reportable on or after Becember-31,-2004
July 1, 2006.



4123-17-30 Payroll limitationsfor corporate officers, sole proprietors, an
individual incor porated as a cor poration with no employees,
member s of partnerships, and family farm corporations.

The administrator of workers compensation, with the advice and consent of the workers
compensation oversight commission, has authority to establish the total payroll reportable
by employers pursuant to sections 4121.12 and 4123.29 of the Revised Code. The
administrator hereby sets the total payroll limitations for executive officers of
corporations, sole proprietors, members of partnerships, an individual incorporated as a
corporation with no employees, and officers of family farm corporations as provided in
thisrule.

(A) For executive officers of corporations, the payroll reportable shal be the actual
payroll received by the executive officers of the corporation, but not less than an average
weekly wage equal to fifty per cent of the statewide average weekly wage as defined in

d|V|S|on (C) of section 4123 62 of the Reweed Code but shall not exceed an average of

averaqe Weeklv wage as defined in division (C) of section 4123.62 of the Revised Code.
The minimum reportable payroll for executive officers of corporations shall apply
only to active executive officers of corporations. As used in this rule, “active
executive officer” means an officer engaged in the decision making and day to day
oper ations of the corporation.

(B) For sole proprietors, members of partnerships, an individua incorporated as a
corporation with no employees, and officers of family farm corporations who elect to
include themselves as employers employees under the workers compensation act and
comply with rule 4123-17-07 of the Administrative Code, the payroll reportable shall be
the actual payroll received by the sole proprietor, member of partnership, an individual
incorporated as a corporation, and offlcer of afarnllv farm corporatlon but not less than

deH%@Z—@G&QQ)—semmnnuaHy Weeklv Waqe equal to flftv per cent of the stateW|de

average weekly wage as defined i in dIVISIOI‘l (C) of secti on 4123.62 of the Revlsed Code
nor more than an average ! A A

4123.62 of the Revised Code.

(C) This rule shall be effective for al payroll reportable on or after Becember-31,-2004
July 1, 2006.



Appendix A

Table B
Tier |

Retrospective Rating
Minimum Premium Percentages
Private Employer - Hazard Group B

$100,000 $200,000 $300,000 $400,000 No
Claim Limit Claim Limit Claim Limit Claim Limit Claim Limit
Premium Range 150% 200% 150% 200% 150% 200% 150% 200% 150% 200%
25,000 - 29,999 0.91 0.79 0.91 0.79 0.91 0.79 0.91 0.79 0.91 0.79
30,000 - 34,999 0.88 0.76 0.88 0.76 0.88 0.76 0.88 0.76 0.88 0.76
35,000 - 39,999 0.86 0.74 0.86 0.74 0.86 0.74 0.86 0.74 0.86 0.74
40,000 - 44,999 0.84 0.71 0.84 0.71 0.84 0.71 0.84 0.71 0.84 0.71
45,000 - 49,999 0.82 0.69 0.82 0.69 0.82 0.69 0.82 0.69 0.82 0.69
50,000 - 54,999 0.80 0.67 0.80 0.67 0.80 0.67 0.80 0.67 0.80 0.67
55,000 - 59,999 0.79 0.66 0.79 0.66 0.79 0.66 0.79 0.66 0.79 0.66
60,000 - 64,999 0.78 0.64 0.78 0.64 0.78 0.64 0.78 0.64 0.78 0.64
65,000 - 69,999 0.76 0.62 0.76 0.62 0.76 0.62 0.76 0.62 0.76 0.62
70,000 - 74,999 0.75 0.61 0.75 0.61 0.75 0.61 0.75 0.61 0.75 0.61
75,000 - 79,999 0.74 0.60 0.74 0.60 0.74 0.60 0.74 0.60 0.74 0.60
80,000 - 84,999 0.73 0.60 0.73 0.59 0.73 0.59 0.73 0.59 0.73 0.59
85,000 - 89,999 0.71 0.59 0.71 0.57 0.71 0.57 0.71 0.57 0.71 0.57
90,000 - 94,999 0.71 0.59 0.71 0.57 0.71 0.57 0.71 0.57 0.71 0.57
95,000 - 99,999 0.69 0.58 0.69 0.55 0.69 0.55 0.69 0.55 0.69 0.55
100,000 - 112,499 0.68 0.58 0.68 0.54 0.68 0.54 0.68 0.54 0.68 0.54
112,500 - 124,999 0.66 0.57 0.66 0.52 0.66 0.52 0.66 0.52 0.66 0.52
125,000 - 137,499 0.64 0.56 0.64 0.50 0.64 0.50 0.64 0.50 0.64 0.50
137,500 - 149,999 0.63 0.56 0.62 0.49 0.62 0.49 0.62 0.49 0.62 0.49
150,000 - 162,499 0.62 0.55 0.61 0.48 0.61 0.47 0.61 0.47 0.61 0.47
162,500 - 174,999 0.62 0.55 0.60 0.47 0.60 0.46 0.60 0.46 0.60 0.46
175,000 - 187,499 0.61 0.55 0.58 0.46 0.58 0.45 0.58 0.45 0.58 0.45
187,500 - 199,999 0.60 0.55 0.57 0.46 0.57 0.44 0.57 0.44 0.57 0.44
200,000 - 224,999 0.60 0.54 0.56 0.46 0.56 0.43 0.56 0.43 0.56 0.43
225,000 - 249,999 0.59 0.54 0.54 0.44 0.54 0.41 0.54 0.41 0.54 0.41
250,000 - 299,999 0.58 0.54 0.52 0.44 0.52 0.41 0.52 0.39 0.52 0.39
300,000 - 349,999 0.57 0.54 0.50 0.43 0.49 0.39 0.49 0.38 0.49 0.37
350,000 - 399,999 0.56 0.53 0.49 0.42 0.47 0.38 0.47 0.36 0.47 0.35
400,000 - 499,999 0.55 0.53 0.47 0.42 0.45 0.37 0.44 0.35 0.44 0.33
500,000 - 999,999 0.54 0.53 0.44 0.41 0.40 0.36 0.39 0.33 0.38 0.29
1,000,000 - 1,999,999 0.53 0.53 0.42 0.41 0.37 0.35 0.34 0.32 0.32 0.25
2,000,000 - 2,999,999 0.53 0.53 0.41 0.41 0.36 0.35 0.33 0.32 0.28 0.24
3,000,000 - 3,999,999 0.53 0.53 0.41 0.41 0.36 0.35 0.33 0.32 0.27 0.23
4,000,000 - 4,999,999 0.53 0.53 0.41 0.41 0.35 0.35 0.32 0.32 0.26 0.23
5,000,000 - 5,999,999 0.53 0.53 0.41 0.41 0.35 0.35 0.32 0.32 0.25 0.23
6,000,000 - 6,999,999 0.53 0.53 0.41 0.41 0.35 0.35 0.32 0.32 0.25 0.22
7,000,000 - 7,999,999 0.53 0.53 0.41 0.41 0.35 0.35 0.32 0.32 0.25 0.22
8,000,000 - 8,999,999 0.53 0.53 0.41 0.41 0.35 0.35 0.32 0.32 0.24 0.22
9,000,000 - 9,999,999 0.53 0.53 0.41 0.41 0.35 0.35 0.32 0.32 0.24 0.22
10,000,000 - 10,999,999 0.53 0.53 0.41 0.41 0.35 0.35 0.32 0.32 0.24 0.22
11,000,000 - 11,999,999 0.53 0.53 0.41 0.41 0.35 0.35 0.32 0.32 0.24 0.22
12,000,000 - 12,999,999 0.53 0.53 0.41 0.41 0.35 0.35 0.32 0.32 0.23 0.22




Appendix A

Table C
Tier |

Retrospective Rating
Minimum Premium Percentages
Private Employer - Hazard Group C

$100,000 $200,000 $300,000 $400,000 No

Claim Limit Claim Limit Claim Limit Claim Limit Claim Limit
Premium Range 150% 200% 150% 200% 150% 200% 150% 200% 150% | 200%
25,000 29,999 0.87 0.75 0.87 0.75 0.87 0.75 0.87 0.75 0.87 0.75
30,000 34,999 0.85 0.72 0.85 0.72 0.85 0.72 0.85 0.72 085 0.72
35,000 39,999 0.83 0.69 0.83 0.69 0.83 0.69 0.83 0.69 0.83 0.69
40,000 44,999 0.80 0.67 0.80 0.67 0.80 0.67 0.80 0.67 0.80 0.67
45,000 49,999 0.78 0.65 0.78 0.65 0.78 0.65 0.78 0.65 0.78 0.65
50,000 54,999 0.77 0.63 0.77 0.63 0.77 0.63 0.77 0.63 0.77 0.63
55,000 59,999 0.75 0.61 0.75 0.61 0.75 0.61 0.75 0.61 0.75 0.61
60,000 64,999 0.73 0.59 0.73 0.59 0.73 0.59 0.73 0.59 0.73 0.59
65,000 69,999 0.72 0.58 0.72 0.58 0.72 0.58 0.72 0.58 0.72 0.58
70,000 74,999 0.71 0.57 0.71 0.57 0.71 0.57 0.71 0.57 0.71 0.57
75,000 79,999 0.70 0.56 0.70 0.56 0.70 0.56 0.70 0.56 0.70 0.56
80,000 84,999 0.69 0.56 0.69 0.55 0.69 0.55 0.69 0.55 069 0.55
85,000 89,999 0.67 0.55 0.67 0.54 0.67 0.54 0.67 0.54 0.67 0.54
90,000 94,999 0.66 0.54 0.66 0.52 0.66 0.52 0.66 0.52 066 0.52
95,000 99,999 0.65 0.54 0.65 0.51 0.65 0.51 0.65 0.51 0.65 0.51
100,000 112,499 0.64 0.53 0.64 0.50 0.64 0.50 0.64 0.50 064 0.50
112,500 124,999 0.62 0.53 0.62 0.48 0.62 0.48 0.62 0.48 062 048
125,000 137,499 0.61 0.52 0.60 0.47 0.60 0.47 0.60 0.47 0.60 047
137,500 149,999 0.59 0.52 0.58 0.45 0.58 0.45 0.58 0.45 058 045
150,000 162,499 0.59 0.51 0.57 0.44 0.57 0.44 0.57 0.44 057 044
162,500 174,999 0.58 0.51 0.56 0.44 0.56 0.43 0.56 0.43 056 043
175,000 187,499 0.57 0.51 0.55 0.43 0.55 0.42 0.55 0.42 055 042
187,500 199,999 0.56 0.50 0.53 0.42 0.53 0.40 0.53 0.40 053 0.40
200,000 224,999 0.56 0.50 0.52 0.42 0.52 0.40 0.52 0.40 052 040
225,000 249,999 0.55 0.50 0.50 0.41 0.50 0.38 0.50 0.38 0.50 0.38
250,000 299,999 0.54 0.50 0.48 0.40 0.48 0.37 0.48 0.36 048 0.36
300,000 349,999 0.53 0.49 0.47 0.40 0.46 0.36 0.46 0.35 046 0.35
350,000 399,999 0.52 0.49 0.45 0.39 0.44 0.35 0.44 0.34 044 0.33
400,000 499,999 0.51 0.49 0.44 0.39 0.42 0.35 0.41 0.33 0.41 0.31
500,000 999,999 0.50 0.49 0.41 0.38 0.38 0.33 0.36 0.31 0.36 0.28
1,000,000 1,999,999 0.49 0.49 0.39 0.38 0.34 0.33 0.32 0.30 0.30 0.25
2,000,000 2,999,999 0.49 0.49 0.38 0.38 0.33 0.33 0.31 0.30 0.27 0.23
3,000,000 3,999,999 0.49 0.49 0.38 0.38 0.33 0.33 0.30 0.30 0.26 0.23
4,000,000 4,999,999 0.49 0.49 0.38 0.38 0.33 0.33 0.30 0.30 0.25 0.22
5,000,000 5,999,999 0.49 0.49 0.38 0.38 0.33 0.33 0.30 0.30 0.25 0.22
6,000,000 6,999,999 0.49 0.49 0.38 0.38 0.33 0.33 0.30 0.30 024 0.22
7,000,000 7,999,999 0.49 0.49 0.38 0.38 0.33 0.33 0.30 0.30 024 0.22
8,000,000 8,999,999 0.49 0.49 0.38 0.38 0.33 0.33 0.30 0.30 024 0.22
9,000,000 9,999,999 0.49 0.49 0.38 0.38 0.33 0.33 0.30 0.30 024 0.22
10,000,000 10,999,999 0.49 0.49 0.38 0.38 0.33 0.33 0.30 0.30 0.23 0.22
11,000,000 11,999,999 0.49 0.49 0.38 0.38 0.33 0.33 0.30 0.30 0.23 0.22
12,000,000 12,999,999 0.49 0.49 0.38 0.38 0.33 0.33 0.30 0.30 0.23 0.22




Minimum Premium Percentages

Appendix B
Table D
Tier Il

Retrospective Rating

Private Employer - Hazard Group D

$100,000 $125,000

Claim Limit Claim Limit

Premium Range 150% 150%
25,000 29,999 0.88 0.88
30,000 34,999 0.86 0.86
35,000 39,999 0.83 0.83
40,000 44,999 0.81 0.81
45,000 49,999 0.79 0.79
50,000 54,999 0.78 0.78
55,000 59,999 0.76 0.76
60,000 64,999 0.74 0.74
65,000 69,999 0.73 0.73
70,000 74,999 0.72 0.72
75,000 79,999 0.71 0.71
80,000 84,999 0.70 0.70
85,000 89,999 0.68 0.68
90,000 94,999 0.67 0.67
95,000 99,999 0.67 0.67
100,000 112,499 0.65 0.65
112,500 124,999 0.63 0.63
125,000 137,499 0.61 0.61
137,500 149,999 0.60 0.60
150,000 162,499 0.60 0.58
162,500 174,999 0.58 0.57
175,000 187,499 0.58 0.57
187,500 199,999 0.57 0.56
200,000 224,999 0.56 0.54
225,000 249,999 0.56 0.54
250,000 299,999 0.54 0.52
300,000 349,999 0.53 0.51
350,000 399,999 0.53 0.50
400,000 499,999 0.52 0.49
500,000 999,999 0.51 0.47
1,000,000 1,999,999 0.50 0.46
2,000,000 2,999,999 0.50 0.46
3,000,000 3,999,999 0.50 0.46
4,000,000 4,999,999 0.50 0.46
5,000,000 5,999,999 0.50 0.46
6,000,000 6,999,999 0.50 0.46
7,000,000 7,999,999 0.50 0.46
8,000,000 8,999,999 0.50 0.46
9,000,000 9,999,999 0.50 0.46
10,000,000 10,999,999 0.50 0.46
11,000,000 11,999,999 0.50 0.46
12,000,000 12,999,999 0.50 0.46




Appendix A
Table D
Tier |

Retrospective Rating

Minimum Premium Percentages
Private Employer - Hazard Group D

$100,000 $200,000 $300,000 $400,000 No

Claim Limit Claim Limit Claim Limit Claim Limit Claim Limit
Premium Range 150% 200% 150% 200% 150% 200% 150% 200% 150% | 200%
25,000 29,999 0.88 0.76 0.88 0.76 0.88 0.76 0.88 0.76 0.88 0.76
30,000 34,999 0.86 0.73 0.86 0.73 0.86 0.73 0.86 0.73 0.86 0.73
35,000 39,999 0.83 0.70 0.83 0.70 0.83 0.70 0.83 0.70 0.83 0.70
40,000 44,999 0.81 0.68 0.81 0.68 0.81 0.68 0.81 0.68 0.81 0.68
45,000 49,999 0.79 0.66 0.79 0.66 0.79 0.66 0.79 0.66 0.79 0.66
50,000 54,999 0.78 0.64 0.78 0.64 0.78 0.64 0.78 0.64 0.78 0.64
55,000 59,999 0.76 0.62 0.76 0.62 0.76 0.62 0.76 0.62 0.76 0.62
60,000 64,999 0.74 0.60 0.74 0.60 0.74 0.60 0.74 0.60 0.74 0.60
65,000 69,999 0.73 0.59 0.73 0.59 0.73 0.59 0.73 0.59 0.73 0.59
70,000 74,999 0.72 0.58 0.72 0.58 0.72 0.58 0.72 0.58 0.72 0.58
75,000 79,999 0.71 0.57 0.71 0.57 0.71 0.57 0.71 0.57 0.71 0.57
80,000 84,999 0.70 0.57 0.70 0.56 0.70 0.56 0.70 0.56 0.70 0.56
85,000 89,999 0.68 0.56 0.68 0.55 0.68 0.55 0.68 0.55 0.68 0.55
90,000 94,999 0.67 0.55 0.67 0.53 0.67 0.53 0.67 0.53 0.67 0.53
95,000 99,999 0.67 0.55 0.67 0.53 0.67 0.53 0.67 0.53 0.67 0.53
100,000 112,499 0.65 0.54 0.65 0.51 0.65 0.51 0.65 0.51 0.65 0.51
112,500 124,999 0.63 0.54 0.63 0.49 0.63 0.49 0.63 0.49 0.63 0.49
125,000 137,499 0.61 0.53 0.61 0.47 0.61 0.47 0.61 0.47 0.61 0.47
137,500 149,999 0.60 0.53 0.60 0.46 0.60 0.46 0.60 0.46 0.60 0.46
150,000 162,499 0.60 0.52 0.58 0.45 0.58 0.45 0.58 0.45 0.58 0.45
162,500 174,999 0.58 0.52 0.56 0.44 0.56 0.43 0.56 0.43 0.56 0.43
175,000 187,499 0.58 0.52 0.56 0.44 0.56 0.43 0.56 0.43 0.56 0.43
187,500 199,999 0.57 0.51 0.54 0.43 0.54 0.42 0.54 0.42 0.54 0.42
200,000 224,999 0.56 0.51 0.53 0.42 0.53 0.40 0.53 0.40 0.53 0.40
225,000 249,999 0.56 0.51 0.51 0.42 0.51 0.39 0.51 0.39 0.51 0.39
250,000 299,999 0.54 0.50 0.49 0.41 0.49 0.38 0.49 0.37 0.49 0.37
300,000 349,999 0.53 0.50 0.47 0.40 0.46 0.37 0.46 0.35 0.46 0.35
350,000 399,999 0.53 0.50 0.46 0.40 0.44 0.36 0.44 0.34 0.44 0.34
400,000 499,999 0.52 0.50 0.45 0.39 0.42 0.35 0.42 0.33 0.42 0.32
500,000 999,999 0.51 0.50 0.41 0.39 0.38 0.34 0.37 0.31 0.36 0.28
1,000,000 1,999,999 0.50 0.50 0.39 0.38 0.35 0.33 0.33 0.30 0.30 0.25
2,000,000 2,999,999 0.50 0.50 0.39 0.38 0.34 0.33 0.31 0.30 0.27 0.23
3,000,000 3,999,999 0.50 0.50 0.39 0.38 0.34 0.33 0.31 0.30 0.26 0.23
4,000,000 4,999,999 0.50 0.50 0.38 0.38 0.33 0.33 0.31 0.30 0.25 0.22
5,000,000 5,999,999 0.50 0.50 0.38 0.38 0.33 0.33 0.30 0.30 0.25 0.22
6,000,000 6,999,999 0.50 0.50 0.38 0.38 0.33 0.33 0.30 0.30 0.24 0.22
7,000,000 7,999,999 0.50 0.50 0.38 0.38 0.33 0.33 0.30 0.30 0.24 0.22
8,000,000 8,999,999 0.50 0.50 0.38 0.38 0.33 0.33 0.30 0.30 0.24 0.22
9,000,000 9,999,999 0.50 0.50 0.38 0.38 0.33 0.33 0.30 0.30 0.24 0.22
10,000,000 10,999,999 0.50 0.50 0.38 0.38 0.33 0.33 0.30 0.30 0.23 0.22
11,000,000 11,999,999 0.50 0.50 0.38 0.38 0.33 0.33 0.30 0.30 0.23 0.22
12,000,000 12,999,999 0.50 0.50 0.38 0.38 0.33 0.33 0.30 0.30 0.23 0.22




Appendix B
Table C
Tier

Retrospective Rating
Minimum Premium Percentages
Private Employer - Hazard Group C

$100,000 $125,000
Claim Limit Claim Limit
Premium Range 150% 150%
25,000 - 29,999 0.87 0.87
30,000 - 34,999 0.85 0.85
35,000 - 39,999 0.83 0.83
40,000 - 44,999 0.80 0.80
45,000 - 49,999 0.78 0.78
50,000 - 54,999 0.77 0.77
55,000 - 59,999 0.75 0.75
60,000 - 64,999 0.73 0.73
65,000 - 69,999 0.72 0.72
70,000 - 74,999 0.71 0.71
75,000 - 79,999 0.70 0.70
80,000 - 84,999 0.69 0.69
85,000 - 89,999 0.67 0.67
90,000 - 94,999 0.66 0.66
95,000 - 99,999 0.65 0.65
100,000 - 112,499 0.64 0.64
112,500 - 124,999 0.62 0.62
125,000 - 137,499 0.61 0.60
137,500 - 149,999 0.59 0.59
150,000 - 162,499 0.59 0.57
162,500 - 174,999 0.58 0.56
175,000 - 187,499 0.57 0.55
187,500 - 199,999 0.56 0.54
200,000 - 224,999 0.56 0.54
225,000 - 249,999 0.55 0.53
250,000 - 299,999 0.54 0.51
300,000 - 349,999 0.53 0.50
350,000 - 399,999 0.52 0.49
400,000 - 499,999 0.51 0.48
500,000 - 999,999 0.50 0.46
1,000,000 - 1,999,999 0.49 0.45
2,000,000 - 2,999,999 0.49 0.45
3,000,000 - 3,999,999 0.49 0.45
4,000,000 - 4,999,999 0.49 0.45
5,000,000 - 5,999,999 0.49 0.45
6,000,000 - 6,999,999 0.49 0.45
7,000,000 - 7,999,999 0.49 0.45
8,000,000 - 8,999,999 0.49 0.45
9,000,000 - 9,999,999 0.49 0.45
10,000,000 - 10,999,999 0.49 0.45
11,000,000 - 11,999,999 0.49 0.45
12,000,000 - 12,999,999 0.49 0.45




Appendix A

Table A
Tier |

Retrospective Rating
Minimum Premium Percentages
Private Employer - Hazard Group A

$100,000 $200,000 $300,000 $400,000 No
Claim Limit Claim Limit Claim Limit Claim Limit Claim Limit
Premium Range 150% 200% 150% 200% 150% 200% 150% 200% 150% 200%
25,000 29,999 0.96 0.86 0.96 0.86 0.96 0.86 0.96 0.86 0.96 0.86
30,000 34,999 0.94 0.83 0.94 0.83 0.94 0.83 0.94 0.83 0.94 0.83
35,000 39,999 0.92 0.81 0.92 0.81 0.92 0.81 0.92 0.81 0.92 0.81
40,000 44,999 0.90 0.78 0.90 0.78 0.90 0.78 0.90 0.78 0.90 0.78
45,000 49,999 0.89 0.77 0.89 0.77 0.89 0.77 0.89 0.77 0.89 0.77
50,000 54,999 0.87 0.75 0.87 0.75 0.87 0.75 0.87 0.75 0.87 0.75
55,000 59,999 0.86 0.73 0.86 0.73 0.86 0.73 0.86 0.73 0.86 0.73
60,000 64,999 0.85 0.72 0.85 0.72 0.85 0.72 0.85 0.72 0.85 0.72
65,000 69,999 0.84 0.71 0.84 0.71 0.84 0.71 0.84 0.71 0.84 0.71
70,000 74,999 0.82 0.69 0.82 0.69 0.82 0.69 0.82 0.69 0.82 0.69
75,000 79,999 0.81 0.68 0.81 0.67 0.81 0.67 0.81 0.67 0.81 0.67
80,000 84,999 0.80 0.67 0.80 0.66 0.80 0.66 0.80 0.66 0.80 0.66
85,000 89,999 0.79 0.66 0.79 0.65 0.79 0.65 0.79 0.65 0.79 0.65
90,000 94,999 0.78 0.66 0.78 0.64 0.78 0.64 0.78 0.64 0.78 0.64
95,000 99,999 0.77 0.66 0.77 0.63 0.77 0.63 0.77 0.63 0.77 0.63
100,000 112,499 0.76 0.65 0.76 0.62 0.76 0.62 0.76 0.62 0.76 0.62
112,500 124,999 0.74 0.65 0.74 0.60 0.74 0.60 0.74 0.60 0.74 0.60
125,000 137,499 0.72 0.64 0.72 0.58 0.72 0.58 0.72 0.58 0.72 0.58
137,500 149,999 0.71 0.63 0.70 0.56 0.70 0.56 0.70 0.56 0.70 0.56
150,000 162,499 0.70 0.63 0.69 0.55 0.69 0.54 0.69 0.54 0.69 0.54
162,500 174,999 0.69 0.63 0.67 0.54 0.67 0.53 0.67 0.53 0.67 0.53
175,000 187,499 0.68 0.62 0.66 0.53 0.66 0.52 0.66 0.52 0.66 0.52
187,500 199,999 0.68 0.62 0.64 0.53 0.64 0.51 0.64 0.51 0.64 0.51
200,000 224,999 0.67 0.62 0.63 0.52 0.63 0.49 0.63 0.49 0.63 0.49
225,000 249,999 0.66 0.62 0.61 0.51 0.61 0.48 0.61 0.47 0.61 0.47
250,000 299,999 0.65 0.62 0.59 0.50 0.58 0.46 0.58 0.45 0.58 0.45
300,000 349,999 0.64 0.61 0.57 0.50 0.55 0.45 0.55 0.43 0.55 0.42
350,000 399,999 0.64 0.61 0.56 0.49 0.53 0.44 0.53 0.42 0.53 0.40
400,000 499,999 0.63 0.61 0.54 0.49 0.51 0.43 0.50 0.40 0.50 0.38
500,000 999,999 0.62 0.61 0.51 0.48 0.47 0.42 0.45 0.38 0.43 0.33
1,000,000 1,999,999 0.61 0.61 0.49 0.48 0.43 0.41 0.40 0.37 0.36 0.28
2,000,000 2,999,999 0.61 0.61 0.48 0.48 0.42 0.41 0.38 0.37 0.31 0.25
3,000,000 3,999,999 0.61 0.61 0.48 0.48 0.41 0.41 0.37 0.37 0.29 0.24
4,000,000 4,999,999 0.61 0.61 0.48 0.48 0.41 0.41 0.37 0.37 0.28 0.24
5,000,000 5,999,999 0.61 0.61 0.48 0.48 0.41 0.41 0.37 0.37 0.27 0.23
6,000,000 6,999,999 0.61 0.61 0.48 0.48 0.41 0.41 0.37 0.37 0.27 0.23
7,000,000 7,999,999 0.61 0.61 0.48 0.48 0.41 0.41 0.37 0.37 0.26 0.23
8,000,000 8,999,999 0.61 0.61 0.48 0.48 0.41 0.41 0.37 0.37 0.26 0.23
9,000,000 9,999,999 0.61 0.61 0.48 0.48 0.41 0.41 0.37 0.37 0.25 0.22
10,000,000 10,999,999 0.61 0.61 0.48 0.48 0.41 0.41 0.37 0.37 0.25 0.22
11,000,000 11,999,999 0.61 0.61 0.48 0.48 0.41 0.41 0.37 0.37 0.25 0.22
12,000,000 12,999,999 0.61 0.61 0.48 0.48 0.41 0.41 0.37 0.37 0.24 0.22




Minimum Premium Percentages

Appendix B
Table A
Tier Il

Retrospective Rating

Private Employer - Hazard Group A

$100,000 $125,000
Claim Limit Claim Limit
Premium Range 150% 150%

25,000 - 29,999 0.96 0.96
30,000 - 34,999 0.94 0.94
35,000 - 39,999 0.92 0.92
40,000 - 44,999 0.90 0.90
45,000 - 49,999 0.89 0.89
50,000 - 54,999 0.87 0.87
55,000 - 59,999 0.86 0.86
60,000 - 64,999 0.85 0.85
65,000 - 69,999 0.84 0.84
70,000 - 74,999 0.82 0.82
75,000 - 79,999 0.81 0.81
80,000 - 84,999 0.80 0.80
85,000 - 89,999 0.79 0.79
90,000 - 94,999 0.78 0.78
95,000 - 99,999 0.77 0.77
100,000 - 112,499 0.76 0.76
112,500 - 124,999 0.74 0.74
125,000 - 137,499 0.72 0.72
137,500 - 149,999 0.71 0.70
150,000 - 162,499 0.70 0.69
162,500 - 174,999 0.69 0.68
175,000 - 187,499 0.68 0.67
187,500 - 199,999 0.68 0.66
200,000 - 224,999 0.67 0.65
225,000 - 249,999 0.66 0.64
250,000 - 299,999 0.65 0.63
300,000 - 349,999 0.64 0.61
350,000 - 399,999 0.64 0.61
400,000 - 499,999 0.63 0.60
500,000 - 999,999 0.62 0.58
1,000,000 - 1,999,999 0.61 0.57
2,000,000 - 2,999,999 0.61 0.57
3,000,000 - 3,999,999 0.61 0.57
4,000,000 - 4,999,999 0.61 0.57
5,000,000 - 5,999,999 0.61 0.57
6,000,000 - 6,999,999 0.61 0.57
7,000,000 - 7,999,999 0.61 0.57
8,000,000 - 8,999,999 0.61 0.57
9,000,000 - 9,999,999 0.61 0.57
10,000,000 - 10,999,999 0.61 0.57
11,000,000 - 11,999,999 0.61 0.57
12,000,000 - 12,999,999 0.61 0.57




Appendix B
Table B
Tier Il

Retrospective Rating

Minimum Premium Percentages

Private Employer - Hazard Group B

$100,000 $125,000
Claim Limit Claim Limit
Premium Range 150% 150%
25,000 - 29,999 0.91 0.91
30,000 - 34,999 0.88 0.88
35,000 - 39,999 0.86 0.86
40,000 - 44,999 0.84 0.84
45,000 - 49,999 0.82 0.82
50,000 - 54,999 0.80 0.80
55,000 - 59,999 0.79 0.79
60,000 - 64,999 0.78 0.78
65,000 - 69,999 0.76 0.76
70,000 - 74,999 0.75 0.75
75,000 - 79,999 0.74 0.74
80,000 - 84,999 0.73 0.73
85,000 - 89,999 0.71 0.71
90,000 - 94,999 0.71 0.71
95,000 - 99,999 0.69 0.69
100,000 - 112,499 0.68 0.68
112,500 - 124,999 0.66 0.66
125,000 - 137,499 0.64 0.64
137,500 - 149,999 0.63 0.62
150,000 - 162,499 0.62 0.61
162,500 - 174,999 0.62 0.60
175,000 - 187,499 0.61 0.59
187,500 - 199,999 0.60 0.59
200,000 - 224,999 0.60 0.58
225,000 - 249,999 0.59 0.56
250,000 - 299,999 0.58 0.55
300,000 - 349,999 0.57 0.54
350,000 - 399,999 0.56 0.53
400,000 - 499,999 0.55 0.52
500,000 - 999,999 0.54 0.50
1,000,000 - 1,999,999 0.53 0.49
2,000,000 - 2,999,999 0.53 0.49
3,000,000 - 3,999,999 0.53 0.49
4,000,000 - 4,999,999 0.53 0.49
5,000,000 - 5,999,999 0.53 0.49
6,000,000 - 6,999,999 0.53 0.49
7,000,000 - 7,999,999 0.53 0.49
8,000,000 - 8,999,999 0.53 0.49
9,000,000 - 9,999,999 0.53 0.49
10,000,000 - 10,999,999 0.53 0.49
11,000,000 - 11,999,999 0.53 0.49
12,000,000 - 12,999,999 0.53 0.49




OHIO BUREAU OF WORKERS COMPENSATION OVERSIGHT COMMISSION

INVESTMENT COMMITTEE CHARTER

PURPOSE

The Investment Committee has been established by the Ohio Bureau of Workers
Compensation Oversight Commission (“WCOC”) for the express purpose of assisting
the WCOC to carry out its responsibilities in matters regarding the investment of the
assets of the State Insurance Fund and each Ancillary Fund (collectively, the Funds)
assets. The Committee members will carry out their duties with the care, skill, prudence,
and diligence of a prudent person acting in a similar institutional investment Board
member capacity, and will strive to follow sound policies and procedures that enhance
good, fair, and open decision making.

The Committee's core objective is to advise and assist the WCOC in maximizing investment
returns within acceptable risk parameters, in accordance with the WCOC's overall objective of
promoting the best interests for the Ohio Bureau of Workers' Compensation, its members, and
beneficiaries.

The WCOC is required to establish objectives, policies, and criteria for the
administration of the investment program that include asset allocation targets and
ranges, risk factors, asset class benchmarks, time horizons, total return
objectives, and performance evaluation guidelines, and monitor the
administrator's progress in implementing the objectives, policies, and criteria on
aquarterly basis. (O.R.C. 4121.12(G))

AUTHORITY

The Investment Committee has the authority to consider and make recommendations to
the WCOC on all matters relating to the Ohio Bureau of Workers Compensation
investment portfolios in accordance with the WCOC Investment Policy Statement and
other applicable legal requirements. In executing its duties, the Committee will not
consider any proposed investment that has not gone through the Funds due diligence
process and been reviewed by Ohio Bureau of Workers' Compensation staff.

COMPOSITION

The Committee shall be composed of a minimum of four (4) members, appointed by the
Chairperson of the WCOC. At least two (2) members shall be “investment experts’, as
required by Ohio Revised Code, and at least two (2) members shall be voting members of
the WCOC. The Committee shall select its Chairperson.



MEETINGS

The Committee will meet at least four times a year and otherwise on an as-needed basis
as determined by the Committee Chair in consultation with the Chair of the WCOC.

RESPONSIBILITIES

The WCOC is the primary body charged with overseeing investment activities relating to
the Funds. The WCOC may appoint members to the Investment Committee for the
express purpose of assisting the WCOC to carry out its oversight functions, including the
duties specified below:

Vi.

Vii.

viii.

Xi.

Xii.

Approve the strategic asset allocation and investment policy for the Funds and
periodically review such policy in light of any changes in actuarial variables, market
conditions, or other evolving facts or situations relevant to the appropriate character
of that policy.

Permit the Administrator to invest in an investment class only after the WCOC, by
majority vote, opensthe classin question.

Close any class of investments when it deems prudent.

Monitor and review the investment performance of the Funds on a quarterly
(February, May, August and November) basis to determine achievement of goals and
compliance with this Investment Policy.

Advise and consent to the Administrator’s hiring of the CIO.

Advise and consent to the OBWC’s employment of an interna auditor, who shall
report directly to the WCOC on investment matters.

Approve the selection and termination of all Investment Consultants.

Approve the criteria and procedures for the selection of the Investment Managers and
Genera Partners.

Approve the final selection and funding and termination of al Investment Managers
and Genera Partners.

Approve the asset class to be managed, investment style, scope of investment
activities and maximum percent of the Fund that may be allocated to each Investment
Manager and General Partner.

Prohibit on a prospective basis any specific investment that the WCOC finds to be
contrary to the Investment Objectives of the Funds. In the event that the WCOC
determines that any activity undertaken or proposed to be undertaken pursuant to this
Investment Policy is contrary to the Investment Objectives, the WCOC shall direct
the Administrator to take the appropriate corrective action.

Submit areport annually on the performance and the value of each investment
classto the governor, the president and minority leader of the senate, and the
speaker and the minority leader of the house of representatives.



Workers Compensation Oversight Commission

Private Employer Retrospective Rating Plan Minimum Premium Per centages

Description of Program: Retrospective Rating is an alternative rating program for
employers who choose to accept claims cost risk in exchange for lower initial premiums.
The program began in 1987. Itissimilar to a stop loss program in which the employer
selects a maximum per claim limit and a maximum premium limit. The employer begins
by paying a minimum premium amount only on the payroll reports due in February and
August for the policy year. Annually for 10 years, the BWC issues abill for the actual
claim costs paid for the claims incurred in the policy year up to the maximum claim limit
and the maximum premium limit selected. In the 10" year, the BWC “closes-out” the
plan by charging the employer with any remaining reserves subject to the limits selected.

Table Description: The employer’s minimum premium amount is calculated using the
percentages listed in the tables from rule 4123-17-53. The minimum premium is
intended to pay for and cover the insurance charges beyond the policy year claim costs.
The insurance charges include those claim costs that are charged to the Surplus Fund,
funding of the Safety & Hygiene Fund, the Premium Payment Security Fund and a
loading factor to pay for defaults on future retrospectively rated premiums and annual
billings. The total expense factor is 9.6%.

The Retrospective Rating tables were last updated in 1997.

The minimum premium percentages table change will affect approximately 100 to 110
employers and may generate an additional 20% or $3.4 million dollars of minimum
premiums.
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4123-17-53 Private employer retrospectiverating plan minimum premium
per centages

The Administrator of Workers Compensation, with the advice and consent of the
workers compensation oversight commission, has authority to approve contributions
made to the state insurance fund by employers pursuant to sections 4121.121, 4121.13,
4121.30, 4123.29, and 4123.34 of the Revised Code. The administrator hereby sets the
private employer retrospective rating plan minimum premium percentages to be effective
for the July 1 3997 2006, policy year, as indicated in the attached appendixes A, (tier I,
tables A, B, C, and D) and appendix B, (tier I1, tables A, B, C, and D).
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EXECUTIVE SUMMARY
Modification of 4123-17-13 of the Ohio Administrative Code
Rule controlling the making of the initial application for rating

Policy Initiation Criteria

Overview of Issue

BWC is attempting to address problems that result when the same or similar owner(s) of a
business operation apply for new coverage and the issuance of new coverage would result in
the owner avoiding an outstanding liability (financial obligation and/or negative experience
rating) under the prior coverage. Typicdly, there was no purchase of an existing
business/policy, and the existing policy is cancelled or zero payroll is reported. Some
employers may change entity type, corporate officers, location and business operation
dightly as justification that they are a new operation/business but there is a problem if the
result would be a negative impact to the state insurance fund and the evasion of an existing
obligation.

The suggested change to 4123-17-13 OAC is to support corrective action if — after reviewing
the information submitted with the application — the bureau determines that the employer is
essentially the same employer for whom risk coverage previously had been provided. In such
a dituation, the bureau may choose to transfer the prior risk coverage to the employer
applying for additional coverage and may require the employer to assume outstanding
obligations “earned” under the prior risk coverage. The bureau may choose to reactivate
previously cancelled risk coverage in order to complete this transfer.

BWC would look at the following indicatorsto determine if an application for coverage
isNOT for anew operation/business or for a business that is operating under new ownership:
e Same or similar principals (owners) involved with both operations/businesses;
e Same or similar operation/business;
e Same or similar employees,
e Same or similar location.

At times, questions regarding issuance of new coverage are identified after a new policy has
been finalized. In disputed cases, the bureau would request documentation of ownership, a
purchase agreement, tax records and other relevant documentsas needed to support the
employer’ s position that a new workers' compensation policy isjustified and should be issued.

Summary

This rule change would allow BWC to require the employer to report and pay premium under
the original (old) policy while retaining accounts receivable balance due and negative
experience rating/rating plan. It would address the issues of evasion of accounts receivable
obligations and evasion of a negative experience rating.



EXECUTIVE SUMMARY

EXECUTIVE SUMMARY

SUCCESSORSHIP LIABILITY

Overview of Issue:

The basic purpose of this proposed rule change is to transfer a predecessor’ s account (any
and all BWC liabilities such as an accounts receivable balance, an advance deposit, or
experience) to a successor employer when the successor takes over the entire
operation/business of the predecessor employer. The rule change would ensure BWC
collects any and all debt associated with a predecessor operation.

Situation:

Many employers sell their businesses, leaving outstanding financia obligations due
BWC. This can include employers that ssmply sell their businesses outright to a non-
affiliated party as well as those that cease operations under one entity and move their
operations to a newly formed entity. These unpaid obligations can be in the form of
premium debts, non-compliance claims billings, and/or VSSR assessments. BWC must
spread these unpaid obligations amongst the remaining employer population in order to
remain revenue neutral.

Proposal:

It is BWC's recommendation that Ohio Administrative Code 4127-17-02, Basic or
manual rate, that allows the bureau to transfer a predecessor’ s experience modification to
a successor, be revised to include the transfer of financia liabilities. This change will
make a successor liable for any unpaid obligations of the predecessor. Transferring this
liability should be self-policing in many instances because prospective buyers will
require sellers to resolve these outstanding liabilities prior to making the purchase or
make them part of the purchase agreement.

This practice is currently in use by both the Ohio Department of Taxation and the Ohio
Department of Jobs and Family Services as a tool to assist them in collecting all
employers fair share of the cost of operating their respective systems.

In addition, BWC is attempting to ensure that transfers of experience for transactions that
occur on either January 1 or July 1 have effective dates on January 1 or July 1,
respectively, rather than the beginning date of the next following payroll reporting period.
Thisis a subject of contention under the current rule language, and the intent needs to be
expressed more clearly.

DRAFT
04/28/0612:03 PM



Rule Change Proposal
Mar ch 2006

EXECUTIVE SUMMARY

M odification of 4123-17-26 of the Ohio Administrative Code:
Minimum annual administrative charge

Overview of |ssue:

BWC is proposing a change to OAC 4123-17-26, minimum annual administrative charge,
because the current administrative charge of $10 semiannually ($20 annually) for employers that
either report zero payroll or that would have less than $10 of premium due for a payroll reporting
period is insufficient to cover the expense of maintaining these policies. The current charge has
not been updated in almost a decade.

BWC is currently studying how to calculate the cost of policy maintenance and is seeking
authority to remove the $10 per half year reference to alow for the results of research to be
utilized to set a proper administrative cost charge. Research to determine the appropriate
minimum administrative cost has been completed. We are requesting an increase to $50
semiannually or $100 annually.

Executive Summary - Minimum Annual Administrative Charge as of 3-21-2006.doc =~ 1
4/28/200612:03:36 PM



EXECUTIVE SUMMARY
Minimum and maximum reportable payroll

Requested M adification of 4123-17-07 and 4123-17-30 of the Ohio Administrative Code
(4123-17-07 OAC) Officers of corporations, partnerships and sole proprietorships, an
individual incorporated as a corporation, family farm corporations, and ordained ministers,
(4123-17-30 OAC) Payroll limitations for corporate officers, sole proprietors, an individual
incorporated as a corporation, members of partnerships, and family farm corporations.

Overview of Issue

Currently, BWC rules do not apply a minimum reportable payroll to all individuals who
could potentialy have a compensable claim. The minimum of $100 per week that was set
approximately thirty years ago does not cover BWC's exposure, and the maximum of $800
per week is inconsistent with the amount needed for maximum indemnity benefits. This
change alleviates the unfair burden to the state insurance fund through subsidization by other
employers.

The purpose is to bring minimum and maximum reportable payroll to alevel that computes
to the minimum and maximum compensation allowable based on the Statewide Average
Weekly Wage (SAWW) calculated annually by ODJFS. The entities that are affected by the
indexed minimums and maximums would be expanded to include minimums for officers of
corporation (president, vice-president, secretary, treasurer, etc.) who are not currently subject
to minimum reportable payroll requirements.

The affected entities are:

e Sole proprietors;

Members of partnerships;

Anindividual incorporated as a corporation with no employees,

Members of family farm corporations; and

Officers of corporations (for whom there currently is no reportable minimum payroll).

OAC 4123-17-07 needs to be modified to state that actual remuneration of an executive
officer of a corporation (e.g., president, vice-president, secretary, treasurer) must be
included in the payroll report of the corporation subject to a weekly minimum as well as a
maximum. This adds a minimum for corporate officers which makes the corporate officer
reporting the same as for the other entities who choose elective coverage.

OAC 4123-17-30 needs to be modified to specify total payroll limitations for all
employers that choose elective coverage (sole proprietors, members of partnerships, an
individual incorporated as a corporation and members of family farm corporations) as
well as corporate officers. Currently, the maximum reportable payroll under 4123-17-30
is not to exceed an average of $800 per week ($20,800 semi-annually, $41,600 annually)
which isnot in line with benefit levels that would be awarded if injured.



The proposed change would require reporting of the actual payroll received but not more
than an average weekly wage equal to one hundred fifty per cent of the statewide average
weekly wage which, for 2006, would be $1,056 weekly, which is $27,456 semiannually
and $54,912 annually.

Currently, the minimum reportable payroll under 4123-17-30 is the actua payroll
received but not less than an average of $100.00 per week which is $2,600 semiannually
and $5,200 annually. The proposed change would require reporting the actual payroll
received but not less than an average weekly wage equal to fifty per cent of the statewide
average weekly wage, which, for 2006, would be $352 weekly, which is $9,152
semiannually and $18,304 annually.

Indexing to the SAWW will not only result in less of a need to modify the rule to update
a specified amount, it will ensure a reasonable computation based on BWC’ s exposure.

Two Minor Technical Changes

OAC 4123-17-07 is dso being updated to reflect that an individual incorporated as a
corporation may purchase elective coverage only if this involves a single/sole owner and no
employees. OAC 4123-17-30 is also being updated to correct atypographical error where the
word “employer” was used when the word “employee” was intended in the sentence “For
sole proprietors, members of partnerships, an individua incorporated as a corporation, and
officers of family farm corporations who elect to include themselves as employers...” This
was a mistake that dates back to 7/1/1993. They elect to include themselves as employees,
not employers. Ohio Revised Code 4123.01 excludes individuals incorporated as a

corporation, single/sole owner with no employees, from the definition of employees.



EXECUTIVE SUMMARY

EXECUTIVE SUMMARY

SUCCESSORSHIP LIABILITY

Overview of Issue:

The basic purpose of this proposed rule change is to transfer a predecessor’ s account (any
and all BWC liabilities such as an accounts receivable balance, an advance deposit, or
experience) to a successor employer when the successor takes over the entire
operation/business of the predecessor employer. The rule change would ensure BWC
collects any and all debt associated with a predecessor operation.

Situation:

Many employers sell their businesses, leaving outstanding financia obligations due
BWC. This can include employers that ssmply sell their businesses outright to a non-
affiliated party as well as those that cease operations under one entity and move their
operations to a newly formed entity. These unpaid obligations can be in the form of
premium debts, non-compliance claims billings, and/or VSSR assessments. BWC must
spread these unpaid obligations amongst the remaining employer population in order to
remain revenue neutral.

Proposal:

It is BWC's recommendation that Ohio Administrative Code 4127-17-02, Basic or
manual rate, that allows the bureau to transfer a predecessor’ s experience modification to
a successor, be revised to include the transfer of financia liabilities. This change will
make a successor liable for any unpaid obligations of the predecessor. Transferring this
liability should be self-policing in many instances because prospective buyers will
require sellers to resolve these outstanding liabilities prior to making the purchase or
make them part of the purchase agreement.

This practice is currently in use by both the Ohio Department of Taxation and the Ohio
Department of Jobs and Family Services as a tool to assist them in collecting all
employers fair share of the cost of operating their respective systems.

In addition, BWC is attempting to ensure that transfers of experience for transactions that
occur on either January 1 or July 1 have effective dates on January 1 or July 1,
respectively, rather than the beginning date of the next following payroll reporting period.
Thisis a subject of contention under the current rule language, and the intent needs to be
expressed more clearly.

(C)(1) now clarifies that this paragraph has an effective date of on or after
September 1, 2006 for transactions where one employer wholly succeeds another in
the operation of a business in terms of the transfer of the predecessor’s rights and
obligations, thus allowing for those business transactions that are currently being
negotiated to conclude.

DRAFT
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EXECUTIVE SUMMARY
Minimum and maximum reportable payroll

Requested M adification of 4123-17-07 and 4123-17-30 of the Ohio Administrative Code
(4123-17-07 OAC) Officers of corporations, partnerships and sole proprietorships, an
individual incorporated as a corporation, family farm corporations, and ordained ministers,
(4123-17-30 OAC) Payroll limitations for corporate officers, sole proprietors, an individual
incorporated as a corporation, members of partnerships, and family farm corporations.

Overview of Issue

Currently, BWC rules do not apply a minimum reportable payroll to all individuals who
could potentialy have a compensable claim. The minimum of $100 per week that was set
approximately thirty years ago does not cover BWC's exposure, and the maximum of $800
per week is inconsistent with the amount needed for maximum indemnity benefits. This
change alleviates the unfair burden to the state insurance fund through subsidization by other
employers.

The purpose is to bring minimum and maximum reportable payroll to alevel that computes
to the minimum and maximum compensation allowable based on the Statewide Average
Weekly Wage (SAWW) calculated annually by ODJFS. The entities that are affected by the
indexed minimums and maximums would be expanded to include minimums for officers of
corporation (president, vice-president, secretary, treasurer, etc.) who are not currently subject
to minimum reportable payroll requirements.

The affected entities are:

e Sole proprietors;

Members of partnerships;

Anindividual incorporated as a corporation with no employees,

Members of family farm corporations; and

Officers of corporations (for whom there currently is no reportable minimum payroll).

OAC 4123-17-07 needs to be modified to state that actual remuneration of an executive
officer of a corporation (e.g., president, vice-president, secretary, treasurer) must be
included in the payroll report of the corporation subject to a weekly minimum as well as a
maximum. This adds a minimum for corporate officers which makes the corporate officer
reporting the same as for the other entities who choose elective coverage.

OAC 4123-17-30 needs to be modified to specify total payroll limitations for all
employers that choose elective coverage (sole proprietors, members of partnerships, an
individual incorporated as a corporation and members of family farm corporations) as
well as corporate officers. Currently, the maximum reportable payroll under 4123-17-30
is not to exceed an average of $800 per week ($20,800 semi-annually, $41,600 annually)
which isnot in line with benefit levels that would be awarded if injured.



The proposed change would require reporting of the actual payroll received but not more
than an average weekly wage equal to one hundred fifty per cent of the statewide average
weekly wage which, for 2006, would be $1,056 weekly, which is $27,456 semiannually
and $54,912 annually.

Currently, the minimum reportable payroll under 4123-17-30 is the actua payroll
received but not less than an average of $100.00 per week which is $2,600 semiannually
and $5,200 annually. The proposed change would require reporting the actual payroll
received but not less than an average weekly wage equal to fifty per cent of the statewide
average weekly wage, which, for 2006, would be $352 weekly, which is $9,152
semiannually and $18,304 annually.

Indexing to the SAWW will not only result in less of a need to modify the rule to update
a specified amount, it will ensure a reasonable computation based on BWC’ s exposure.

Two Minor Technical Changes

OAC 4123-17-07 is dso being updated to reflect that an individual incorporated as a
corporation may purchase elective coverage only if this involves a single/sole owner and no
employees. OAC 4123-17-30 is also being updated to correct atypographical error where the
word “employer” was used when the word “employee” was intended in the sentence “For
sole proprietors, members of partnerships, an individua incorporated as a corporation, and
officers of family farm corporations who elect to include themselves as employers...” This
was a mistake that dates back to 7/1/1993. They elect to include themselves as employees,
not employers. Ohio Revised Code 4123.01 excludes individuals incorporated as a
corporation, single/sole owner with no employees, from the definition of employees.

Clarification has been added to paragraph (A) to reflect that the minimum reportable
payroll for executive officersis intended to apply to active executive officers, meaning
those who are engaged in the decision making and day-to-day operations of the
cor por ation.
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l. INVESTMENT OBJECTIVES

The primary investment objective is to manage the reserve to preserve the ability of Funds to pay all
disability benefits and expense obligations when due. Meeting this objective necessitates prudent risk-
taking with the Funds investments. An additional objective is to earn sufficient returns to grow the
surplus over time and to keep premium payments as reasonable and predictable as possible for the
benefit of the injured workers and employers of Ohio.

M. BACKGROUND

A. Purpose

This document establishes the investment policy (the “Investment Policy”) for the Ohio Bureau of
Workers' Compensation (“OBWC”) State Insurance Fund and Ancillary Funds (“the Funds’). The
Oversight Commission (“WCOC”) adopts this policy in order to assist the Administrator, the Chief
Financial Officer, the Chief Investment Officer and the OBWC staff in meeting investment objectives
and monitoring the performance of the investment of the surplus and reserves of the Funds.

The WCOC is required to establish objectives, policies, and criteria for the administration
of the investment program that include asset allocation targets and ranges, risk factors,
asset class benchmarks, time horizons, total return objectives, and performance evaluation
guidelines, and monitor the administrator's progress in implementing the objectives,
policies, and criteria on a quarterly basis. (O.R.C. 4121.12(G))

B. Fiduciary Standard

Under Ohio Revised Code Section 4123.44, the voting members of the WCOC, the Administrator of
OBWC, and the Chief Investment Officer of the OBWC are trustees of the state insurance fund and
fiduciaries of the Funds, which are held for the benefit of the injured workers and employers of Ohio.

All fiduciaries shall discharge their duties with respect to the Funds with the care, skill,
prudence, and diligence under the circumstances then prevailing that a prudent person
acting in a like capacity and familiar with such matters would use in the conduct of an
enterprise of a like character and with like aims, and by diversifying the investments of the
assets of the funds so as to minimize the risk of large losses, unless under the circumstances
itisclearly prudent not to do so. (O.R.C. 4123.44)

All investment activities undertaken by, or on behaf of, the OBWC, including any investment activities
performed by outside Investment Managers and General Partners, will strictly adhere to the terms of this
Investment Policy, the restrictions of the Ohio Revised Code Section 4123.44 and any other applicable
statutory or administrative rules. A copy of the Ohio Revised Code Section 4123.44, as amended, is
attached to this Investment Policy and all aspects of this Investment Policy shall be construed and
interpreted in a manner consistent with Section 4123.44.
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1. ROLESAND RESPONSIBILITIES

A. WCOC Responsibilities

The WCOC is the primary body charged with overseeing investment activities relating to the Funds. Its
oversight functions include the duties specified below:

Vi.

Vil.

viii.

Xi.

Xii.

Approve the strategic asset allocation and investment policy for the Funds and periodically
review such policy in light of any changes in actuarial variables, market conditions, or other
evolving facts or situations relevant to the appropriate character of that policy.

Permit the Administrator to invest in an investment class only after the WCOC, by magjority
vote, opens the classin question.

Close any class of investments when it deems prudent.

Monitor and review the investment performance of the Funds on a quarterly (February, May,
August and November) basis to determine achievement of goals and compliance with this
Investment Policy.

Advise and consent to the Administrator’s hiring of the CIO.

Advise and consent to the OBWC’ s employment of an internal auditor, who shall report directly
to the WCOC on investment matters.

Approve the selection and termination of all Investment Consultants.

Approve the criteria and procedures for the selection of the Investment Managers and General
Partners.

Approve the final selection and funding and termination of all Investment Managers and General
Partners.

Approve the asset class to be managed, investment style, scope of investment activities and
maximum percent of the Fund that may be allocated to each Investment Manager and General
Partner.

Prohibit on a prospective basis any specific investment that the WCOC finds to be contrary to
the Investment Objectives of the Funds. In the event that the WCOC determines that any activity
undertaken or proposed to be undertaken pursuant to this Investment Policy is contrary to the
Investment Objectives, the WCOC shall direct the Administrator to take the appropriate
corrective action.

Submit a report annually on the performance and the value of each investment class to
the governor, the president and minority leader of the senate, and the speaker and the
minority leader of the house of representatives.

The WCOC may appoint members to an Investment Committee for the express purpose of assisting the
WCOC to carry out any of the responsibilities enumerated here.
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B. OBWC Staff Responsibilities

The Chief Investment Officer shall be employed by the Administrator, with the advice and consent of the
WCOC, and shall be a senior member of the OBWC staff with the primary responsibility for
implementing the Investment Policy. Subject to the supervision and control of the Administrator, the
Chief Investment Officer shall:

Vi.

Vil.

viii.

Xi.

Xii.

Xiii.

XiV.

XV.

XVi.

Consult with and receive approva from the WCOC regarding the appropriate strategic asset
alocation and investment policy for the Funds and periodically review such policy in light of
any changes in actuarial variables, market conditions, or other evolving relevant facts or
situations.

Recommend permissible asset classes for investment to the WCOC.

Monitor and review the investment performance of the Funds on a monthly basis to determine
achievement of goals and compliance with Investment Policy

Consult with and receive approval from the WCOC on the selection and termination of all
Investment Consultants.

Consult with and receive approval from the WCOC on the selection and termination of all
Investment Managers and General Partners.

Consult with and receive approval from the WCOC on the asset class to be managed, investment
style, scope of investment activities and maximum percent of the Fund that may be allocated to
each Investment Manager and General Partner.

Implement the directives of the WCOC.

Supervise the management of each Fund’ s assets in accordance with this Investment Policy and
the objectives and guidelines set forth herein.

Consult with and receive approva from the WCOC regarding criteria and procedures to be
utilized to select Investment Managers and General Partners

Monitor all managed assets to insure compliance with the guidelines set forth in this Investment
Policy.

Monitor manager trade execution.

Promptly vote all proxies and related actions in a manner consistent with the long-term interests
and objectives of the Funds set forth herein. The CIO may retain a third party proxy voting

service or direct investment managers to vote the proxies related to securities held in their
respective portfolios.

Maintain detailed records of said voting of proxies and related actions and comply with all
regulatory obligations related thereto.

Report to the WCOC on at |least a quarterly basis regarding the performance of the portfolio and
brokerage information for various time periods.

Consult with the Funds' Investment Managers on at least a quarterly basis to discuss account
performance and other material information.

Collect and review the current Form ADV of each Investment Manager and Investment
Consultant on an annual basis and provide a summary report to the WCOC.
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C. InvestmentsManagers Responsibilities

Each Investment Manager shall:

Vi.

Vil.

viii.

Xi.

Xii.

Xiii.

XiV.

Be a bank, insurance company, investment management company, or investment advisor as
defined by the Investment Advisors Act of 1940.

Manage the plan assets under its care, custody and/or control in accordance with the Investment
Policy set forth herein and in compliance with applicable Ohio statutory requirements.

Exercise full investment discretion over the assets in their care within the guidelines set forth
herein, their Investment Management Agreement and the specific portfolio guidelines contained
therein.

Subject to any exceptions expressy set forth herein, Investment Managers shall be directly
responsible for executing trades related to the portfolios they manage for the Funds. Investment
Managers shall be responsible for seeking the best execution of trades. Any Broker used by any
Investment Manager must be properly licensed.

Provide monthly performance evaluation reports that comply with the Global Performance
Presentation Standards (GPPS) issued by the CFA Institute.

Provide the CIO with firm's Brokerage, Soft Dollar and Trade Execution Policy on an annual
basis.

Provide the CIO with a report on at least monthly basis on the trading activities of the Funds,
including, but not limited to, the volume of trades and related commissions executed by each
Broker.

Provide the CIO with the firm'’s Ethics Policy and quarterly confirmation of its compliance with
said policy.

Provide the CIO with the firm's most recent Form ADV on an annual basis.

Comply with the Campaign Contribution Policy and submit the Political Contribution Disclosure
Statement, attached as Appendix X111, on a quarterly basis.

Promptly inform the CIO in writing of al changes of a material nature pertaining to the firm's
organization and professional staff.

If directed by the Administrator and/or the Chief Investment Officer, shall promptly vote al
proxies and related actions in a manner consistent with the long-term interests and objectives of
the Funds. Each manager designated to vote shall provide OBWC with firm’'s proxy voting policy
on an annual basis, keep detailed records of said voting of proxies and related action and comply
with all regulatory obligations related thereto.

Report to the CIO on at least a quarterly basis on the status of the portfolio and its performance for
various time periods and meet with the staff at least semi-annually to report on the economic
outlook and compliance with goals and objectives.

Acknowledge and agree in writing to their fiduciary responsibility to fully comply with the entire
Investment Policy.
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D. General Partners Responsibilities

Each Genera Partner shall:

Vi.

Vil.

viii.

Manage the plan assets under its care, custody and/or control in accordance with the Investment
Policy set forth herein and in compliance with applicable Ohio statutory requirements.

Exercise full investment discretion over the assets in their care within the guidelines set forth
herein, their Partnership and/or Subscription Agreement and the specific portfolio guidelines
contained therein.

Provide the CIO with quarterly financial statements and an audited annual financial statement for
each partnership or fund to which the Ohio BWC has made a commitment.

Provide the CIO with an annua Valuation Certification attesting to the value of the Ohio BWC's
holdings in each partnership or fund.

Provide the CIO with the firm’s Ethics Policy and annual confirmation of its compliance with said
policy (for agreements entered into after January 1, 2006 only).

Promptly provide the CIO with a detailed report of al capital calls and/or distributions for each
partnership or fund.

Comply with the Campaign Contribution Policy and submit the Political Contribution Disclosure
Statement, attached as Appendix XllII, on an annual basis (for agreements entered into after
January 1, 2006 only).

Promptly inform the CIO in writing of al changes of a material nature pertaining to the firm's
organization and professional staff.

E. Investment Consultants Responsibilities

The Investment Consultant shall:

Vi.
Vil.

viii.

Provide independent and unbiased information to the WCOC, the Administrator and the CIO.
Assist in the development and amendment of this Investment Policy.

Assist in the establishment of strategic asset allocation targets.

Assist in the development of performance measurement standards.

Report the monthly investment results and quarterly risk characteristics of the Funds to the
WCOC.

Monitor and evaluate Investment Manager performance on an ongoing basis.
Conduct due diligence on the Funds' current and prospective Investment Managers.

Establish a procedural due diligence search process.
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iX. Assist in the development of criteria and procedures to be utilized for the selection of all
Investment Managers.

X. Provide the CIO with the firm’'s most recent Form ADV on an annual basis.

xi.  Provide any other advice or services that the WCOC or the Administrator and Chief Investment
Officer determine from time to time is necessary, useful or appropriate to fulfill the objectives of
this Investment Policy in accordance with the Investment Consulting Agreement.

V. INVESTMENT POLICY GUIDELINES

A. Asset Allocation Guidelines

The Fundsare part of the Ohio Workers Compensation System, an exclusive state insurance fund
system that isheld for the sole benefit of theinjured workersand employersof Ohio.

Asset allocation refers to the strategic deployment of assets among the major classes of investments
such as fixed income, U.S. equity, non-U.S. equity, aternative investments and cash equivalents. The
asset alocation decision reflects the Funds’ return requirements as well as the Funds' tolerance for return
variability (risk) within the context of the expected liabilities of the Funds. The liability considerations
shall include, but not be limited to, current and expected future values of the benefits, premiums and total
assets. These factors are important for identifying the investment horizon of the Funds and their cash
flow requirements.

The WCOC has adopted a long-term asset allocation policy for each Fund that identifies the strategic
target weights to each of the major asset classes. These policies are detailed in Appendix IX.

The Target Policy Weights in Appendix IX are effective January 1, 2006 and are based on an
asset/liability analysis presented in September 2005. A formal asset/liability analysis for each Fund will
be conducted annually, or more frequently if conditions warrant.

B. Rebalancing Palicy

The asset alocation targets represent a long-term strategy. Short-term market activity will cause the
asset mix to drift from the specific allocation targets. A Rebalancing Palicy is designed to provide a
disciplined approach to control the risk exposure of each Fund to the investment categories that have
deviated from the established target policy weights. The WCOC has adopted a policy of range
rebalancing. Under range rebalancing, asset rebalancing will be triggered only when actual weightings
fall outside of the ranges specified above. The WCOC expects range rebalancing to produce a superior
return/risk tradeoff as compared to time rebalancing because turnover occurs only when necessary.

The Funds asset allocations are to be monitored quarterly, or more frequently if market conditions
warrant. Should the actual asset alocations for a particular class of investments deviate from the
indicated range for a particular asset class, the Administrator and Chief Investment Officer will make the
necessary adjustments to satisfy the asset allocation guidelines established by this Investment Policy. In
order to minimize turnover, Fund cash flows, such as premiums received or benefits paid, will be used to
the fullest extent to achieve rebalancing objectives.
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C. General Guidelines

The following represent the general guidelines that will apply to the management of Fund assets. In
addition, each Investment Manager will have specific guidelines that are part of their Investment
Management Agreement that will document the Funds' performance expectations and the Investment
Manager’'srolein the overal portfolio. The Funds use these guidelines to establish, guide and control
the strategy for each Investment Manager.

i The following guidelines serve to diversify the organizational risk of Investment Management
firms or General Partners providing services to the Funds and to minimize the dependence by the
Funds on any one investment firm. The diversification guidelines are as follows:

¢ No oneinvestment organization or General Partner, utilizing active investment strategies, should
manage more than 15% of the Funds’ assets at thetimeit is hired.

e Aninvestment organization, utilizing passive investment strategies, may manage up to 100% of
the Funds' assets at thetimeit is hired. This guideline has been established to allow the BWC to
take full advantage of the benefits of low fees resulting from the economies of scale that exist
with passive management. The WCOC, Staff and the Consultant will closely monitor this
organizational risk to ensure the security of Fund assets. The maximum allocation under this
guideline will only be utilized in circumstances where the fee benefit is believed to outweigh the
organizational risk to the Funds.

e The Funds assets managed by any one firm, utilizing either active or passive investment
strategies, or General Partner should not exceed 5% of the total assets managed by the firm or
General Partner for al clientsin that specific strategy, style or partnership, at thetimeit is hired,
unless unique circumstances — such as the need to hire a manager in a capacity-constrained asset
class such as high yield or small cap U.S. equity - warrant an exception.

ii. Fixed Income | nvestments

The investment goal of the fixed income investments is to protect the Funds against adverse changes
in the value of the Funds assets relative to their liabilities. The WCOC has adopted a policy to
invest each Fund’s fixed income portfolio in a manner that will approximate the duration and yield
curve characteristics of its liabilities in order to preserve the reserve, provide for stable premiums
and grow the surplus.

Average Weighted Credit Quality
The minimum average weighted quality of the total fixed income portfolio shal be A, as
measured by the lower of the Moody’ s or Standard & Poors (S& P) rating.

Duration
The duration of the fixed income portfolio in aggregate shall be maintained within a range of +/-
5% of each Fund’s fixed income benchmark.
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Diversification
The fixed income portfolio shall be diversified as specified below" to minimize the risk of

losses:
By Sector:

Sector Allocation Max. % of Fund

U.S. Governments: 100%
Treasuries 100%
Agencies 100%

M ortgages 40%
Agencies 40%
Non-Agency 10%
Collateralized Mortgage Obligations (CMOs) 10%
(must be rated AA or better)
Commercial Mortgage Backed Securities (CMBYS) 10%
and Project Loans
Floating Rate Mortgages 10%

Investment Grade Credit 70%
Finance 35%
Industrial 35%
Transportation 35%
Utilities 35%
Y ankees 10%
Asset Backed Securities (ABS) 10%
(must be rated AA or better)

Foreign Governments 0%

Below Investment Grade Credit 5%

! Percentages represent a maximum allocation and will not sum to 100%
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By Credit Quality:

Individual Security

Credit Quality Max. % of Fund M ax %
Government 100% N.A.

AaalAAA 50% 1.00%
AalAA 25% 1.00%
A/A 20% 0.75%
Baa/BBB 10% 0.50%
Ba/BB 5% 0.25%
B/B 2% 0.10%
CCC 1% 0.05%
Below CCC 0% 0.00%

Maximums refer to the allocation at the time of purchase. In the event that downgraded
securities result in a violation of these constraints, the WCOC shall grant an exemption that
would alow an Investment Manager to continue to hold the downgraded security or
securities, at their discretion, for a period of up to three months. An Investment Manager
shall immediately report any guideline violation resulting from a downgraded security in
their portfolio to the WCOC. The Investment Manager shall also provide an action plan to
bring the portfolio back in compliance with the guidelines in their next quarterly report to
the WCOC.

The Funds may invest in Rule 144A and private placement securities subject to the sector and credit
constraints specified above.

iii.  U.S. Equity

The investment goal of the domestic equity investmentsis to offer the Funds a broad exposure to the
return opportunities and investment characteristics associated with the U.S. domestic equity market.

Diversification
The U.S. Equity portfolio shall be diversified as specified below to minimize the risk of losses:

o Investments will be diversified by capitalization size and by style (growth and value) to
approximate the overall market as measured by each Fund's U.S. Equity benchmark.

e No single holding shall account for more than 5% of each Fund' s total U.S. equity portfolio
at market.

e Nosingle holding shall account for more than 5% of the outstanding equity securities of any
one corporation
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V. Non-U.S. Equity

The investment goal of the non-U.S. equity investments is to offer the Funds a broad exposure to the
return opportunities, diversification effects and investment characteristics associated with the non-
U.S. equity market.

Diversification
The Non-U.S. Equity portfolio shall be diversified as specified below to minimize the risk of
losses:

e Investments will be diversified by capitalization size and by style (growth and value) to
approximate the overall market as measured by each Fund’s Non-U.S. Equity benchmark.

e Investments will be diversified by geographic region and sector, so as to optimize the
relationship of expected return to expected risk after taking into consideration the asset
allocation of each Fund.

e No single holding shall account for more than 5% of each Fund’'s total Non-U.S. equity
portfolio at market.

No single holding shall account for more than 5% of the outstanding equity securities of any
one corporation

vi. Alternative | nvestments

The SIF has allocated a portion of its investment portfolio to private equity securities, limited
partnerships and funds of funds subject to al applicable legal requirements and limits set forth in this
Investment Policy. The purpose of investing in private equity securities, partnerships or funds is to
enhance the overall investment returns of the Funds.

Futureinvestmentsin Alternative Investments are not presently anticipated.

vii. Cash Equivalents

Cash equivalents may be held to meet each Fund’ s short term cash flow needs.

viii. SecuritiesLending

Securities lending has been permitted in the past and is presently being utilized within the
Funds in accordance with the commingled trust fund (CTF) agreement between the BWC
and State Street Global Advisors.

(The WCOC will be reviewing the appropriateness of the Funds' securities lending activities
and expects to make afinal decision on its continued use by June 2006.)
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iX. Derivatives

A derivativeis broadly defined as a contract whose value is based on the performance of an
underlying financial asset, index or other investment. The most common forms of
derivatives are futures, options, swaps and forwards.

The use of derivatives by the Funds or their Investment Managers is expressly prohibited,
with the exception of collateralized mortgage obligations (CMOs) and asset backed
securities (ABS) in accordance with the restrictions outlined below and in Section IV.C.iii
above.

CMOs are mortgage-backed bonds that separate mortgage pools into different maturity
classes. Issued by the Federa Home Loan Mortgage Corporation (Freddie Mac) and private
issuers, CMOs are usually backed by government-guaranteed or other top-grade mortgages.
To qualify for investment by the Funds, CMOs must be rated AA or better and not be
levered. Interest-only (10s) and principal-only (POs) instruments are prohibited.

ABS are bonds or notes backed by loan paper on accounts receivable originated by banks,
credit card companies or other providers of credit and often “enhanced” by abank letter of
credit or by insurance coverage provided by an institution other than theissuer. To qualify
for investment by the Funds, ABS must be rated AA or better.

X. Commission Recapture/ Directed Brokerage
The Funds shall not engage in commission recapture or directed brokerage programs.

xi.  General Prohibitions
The following activities or investments are expressly prohibited within the Funds:

a. Short selling in any form.

b. All formsof leverage, including, but not limited to, purchasing securities on margin,
treasury rolls and reverse repurchase agreements.

c. Coins, artwork, horses, jewelry, gems, stamps, antiques, artifacts, collectibles, and
memorabilia

d. Direct or indirect investments in vehicles that target specified assets, which includes
unregulated investments that are not commonly part of an institutional portfolio, that
lack liquidity and that lack readily determinable valuation.
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V. PERFORMANCE OBJECTIVES

A. Total Fund

The primary performance objective for each Fund is to achieve an aggregate rate of return that
exceeds the return of each Fund's Performance Benchmark on a consistent basis. The Benchmark
combines designated market and/or custom indexes for asset classes, weighted by asset-allocation
targets. Currently, the indexes are:

Asset Class Benchmark

Fixed Income: L ehman Aggregate’

U.S. Equity Wilshire 5000

Non-U.S. Equity MSCI All Country World Index (ex-U.S.)
Alternative Investments Wilshire 5000 + 5%

Cash Equivalents T-Bill

B. Asset Class Composites

Each asset class shall be measured relative to its designated market and/or custom index. It
is expected that any active management of individual asset classes will provide an
investment return in excess of the index, net of expenses, on a consistent basis.

C. Investment Managers

On atimely basis, but not less that four times a year, the Chief Investment Officer will meet with
the Investment Consultants to:

Evaluate the performance of each Investment Manager.

e Review each Investment Manager’ s adherence to this Investment Policy.
Analyze any material changes in the Investment Manager's organization, investment
strategies or personnel.

o Review each Investment Manager's performance relative to appropriate indices and peer
groups.

Each Investment Manager’s performance shall be evaluated relative to an appropriate benchmark
index and arelative peer group of managers as indicated below. They are expected to (1) rank above
median versus their respective peer groups and (2) earn investment returns, net of expenses, that
equal or exceed their respective benchmark index.

The performance of each Investment Manager will be monitored on an ongoing basis and the
Administrator and the Chief Investment Office shall take any appropriate corrective action,

2 The WCOC anticipates that this benchmark will be modified in the future to a custom benchmark that reflects the
duration and yield curve characteristics of each Fund' sliabilities as described in Appendix IX.
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including, subject to approva by the WCOC, the termination and replacement of an Investment
Manager. Factors that may lead to terminating a manager relationship include:

Performance below median (50th percentile) of their peer group.

Realization of investment returns, net of expenses, that lag their respective benchmark index.
Failure to adhere to this Policy or the portfolio’s Investment Guidelines.

Failure to comply with the Ethics Policy of the firm or the WCOC.

Violation of any law.

Style drift.

Organizational changes including:

Changein professional staff
Significant loss of clients
Significant growth of new business
Change in ownership

VVVY

COMMUNICATIONS

Each Investment Manager will provide written reports at least monthly, including asset inventories,
market commentary or anything else deemed significant at the time of reporting.

Each Private Equity General Partner will provide written reports at least quarterly, including asset
inventories, market commentary or anything else deemed significant at the time of reporting.

Each Investment Manager will provide all reporting required under Section I11. C. of this Policy.
Each Investment Manager is expected to meet with the Administrator and/or the Chief Investment
Officer at least annually at OBWC offices.

Frequent and regular communication with the OBWC by all Investment Managers is encouraged.

REVIEW PROCEDURES

The WCOC in conjunction with the Administrator, Chief Investment Officer and Investment
Consultant will review this policy statement at least once a year, to determine if revisions are
warranted and will publish the policy statement and any changes it adopts and make copies available
to all interested parties.

It is not expected that this Investment Policy will change frequently; in particular short-term changes
in the financial markets should generally not require an adjustment in this Investment Policy.
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FAIR CONSIDERATION /PUBLIC INTEREST POLICY

The WCOC desires that Staff and the Investment Consultant identify, research and evaluate qualified
Ohio managers, minority managers and women-owned managers and that Investment Managers give
consideration to such managers and brokers in their efforts to fulfill the Funds investment
objectives, but only in compliance with their respective fiduciary dutiesto the Funds.

Qualified Ohio Managers - Criteria

As used in this Investment Policy, a qualified Ohio-qualified investment manager or broker is one
that meets at |east one of the following requirements:

e Hasits corporate headquarters or principal place of businessin Ohio
e Employsat least 500 individualsin Ohio
e Hasaprincipa place of businessin Ohio and employs at least 20 residents of the State

Minority Managers—Criteria

As used in this Investment Policy, a minority manager shall be defined as an investment manager or
broker that is U.S. domiciled and is majority-owned by one, or any combination, of the following
groups. African American, Native American, Hispanic American and Asian American.

Additionally, Investment Managers who are mgjority-owned by women are included in this Policy

In addition to the requirements above, any qualified Ohio manager, and any minority or women-
owned Investment Manager must be a registered investment advisor under the Investment Advisors
Act of 1940. Any Broker must be properly licensed.

It is the WCOC's intention to give such firms consideration in their efforts to fulfill the Funds
investment objective; however, the WCOC is not obligated to hire any qualified Ohio manager,
minority or women-owned firm on behalf of the Funds if such hiring is inconsistent with its
fiduciary duty to the Funds and their stakeholders.
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The Ohio Bureau of Workers' Compensation
Statement of Investment Policy and Guidelines

APPENDIX XI1IlI: CAMPAIGN CONTRIBUTION POLICY

It is the policy of the Ohio Bureau of Workers' Compensation (“OBWC”) and the
Workers Compensation Oversight Commission (“WCOC”) to ensure that the selection
of investment management firms to provide investment management services, or the
selection of consulting firms to provide consulting services, or the selection of
independent auditors to provide auditing services, to the State Insurance Fund (the
“Fund”) is based on the merits of such firms and not on the political contributions made
by such firms. This policy is designed to protect the beneficiaries of the Fund by
prohibiting investment management firms, consulting firms or auditing firms, or such
other persons who may contract with the Administrator or WCOC to provide services,
from being engaged to provide such services to the Fund if certain political contributions
have been made.

In furtherance of this goal, those individuals and firms conducting business with
the Administrator or the WCOC, and those desiring to do business with the Administrator
and the WCOC, shall adhere to the political contribution requirements that are set forth in
Ohio Revised Code Chapter 3517. Such individuals and firms should pay particular
attention to the restrictions set forth in O.R.C. 3517.13 (Y) and (Z), which expressly
restrict the Administrator of OBWC from doing business with persons or business entities
that had made contributions to candidates for Ohio Governor or Lt. Governor. These
provisions are set forth below:

(Y)  The administrator of workers compensation and the employees of
the bureau of workers compensation shall not conduct any
business with or award any contract, other than one awarded by
competitive bidding, for the purchase of goods costing more than
five hundred dollars or services costing more than five hundred
dollars to any individual, partnership, association, including,
without limitation, a professional association organized under
Chapter 1785. of the Revised Code, estate, or trust, if the
individual has made, or the individual's spouse has made, or any
partner, shareholder, administrator, executor, or trustee, or the
spouses of any of those individuals has made, as an individual,
within the two previous calendar years, one or more contributions
totaling in excess of one thousand dollars to the campaign
committee of the governor or lieutenant governor or to the
campaign committee of any candidate for the office of governor or
lieutenant governor.



(2)  The administrator of workers' compensation and the employees of
the bureau of workers compensation shall not conduct business
with or award any contract, other than one awarded by competitive
bidding, for the purchase of goods costing more than five hundred
dollars or services costing more than five hundred dollars to a
corporation or business trust, except a professional association
organized under Chapter 1785. of the Revised Code, if an owner of
more than twenty per cent of the corporation or business trust, or
the spouse of the owner, has made, as an individual, within the two
previous calendar years, taking into consideration only owners for
all of such period, one or more contributions totaling in excess of
one thousand dollars to the campaign committee of the governor or
lieutenant governor or to the campaign committee of any candidate
for the office of governor or lieutenant governor.

This campaign contribution policy is not intended to limit participation in the
political process by individuals and business entities doing business with the
Administrator or the WCOC, or those who may seek to do so in the future. However,
such individuals and business entities should be aware that there are restrictions on
political contributors, and also upon the award of contracts by officials who receive
campaign contributions, in addition to those provisions of Ohio law that are specifically
cited in this statement of policy. Any individual or business entity that makes political
contributions and also seeks to do business with Ohio governmental agencies should
review those provisions carefully. In particular, O.R.C. 3599.03 expressly forbids the
payment of corporate funds or use of corporate assets to support a candidate for office, a
political party or legislative campaign fund, while O.R.C. 3517.082 and O.R.C. 3599.031
allow bona fide political action committees to make campaign contributions to Ohio
candidates.
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