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Members Present: Charles Bryan, Chairman 
   James Hummel 
   Jim Matesich  
 
Other Board Members Present: 
   Bill Lohta 
   Alison Falls 
   Philip Fulton 
   Larry Price 
   Robert Smith 
 
Members Absent: None 
 
 
 
CALL TO ORDER  
 
 Mr. Bryan called the meeting to order at 2 P. M. and the roll call was taken. 
 
 
MINUTES OF AUGUST 24, 2007 
 
 Mr. Matesich moved that the minutes of August 24, 2007, be approved. Mr. Hummel 
seconded and the minutes were approved by a unanimous roll call vote.  
 
 
NEW BUSINESS/ACTION ITEMS 
 
ACTUARIAL COMMITTEE CHARTER 
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 Mr. Bryan recommended adoption of the Actuarial Committee Charter as distributed with 
the meeting materials, with these three changes:  
 

• Under paragraph 1 of “Authority,” the Actuarial Committee shall, “Consult in the 
appointment of and oversee the work of any independent actuarial firm engaged by BWC 
. . . .”  

• Under “Meetings, “By majority vote the Committee will recommend to the Board of 
Directors their meeting schedule and how often they will report to the Board.”  

• Under “Responsibilities,” a new paragraph 4 is added: “Coordinate with Investment and 
Audit Committees on issues of common interest.” The following two paragraphs are 
renumbered.  

 
 John Pedrick, Chief Actuarial Officer, also requested the striking of the following words 
in the second paragraph of “Composition”: “and within a year of appointment … financially 
literate.” 
 
 Mr. Hummel moved that the Actuarial Committee Charter be adopted as amended. Mr. 
Matesich seconded and the motion was approved by unanimous voice vote.  
 
 
RULE-MAKING PROCESS 
 
 Tom Sico, Assistant General Counsel, conducted a presentation on the rule-making 
process.  
 
 
RATE RECOMMENDATION FOR PUBLIC EMPLOYER TAXING DISTRICTS 
 
 Mr. Pedrick presented the rate recommendation for Public Employer Taxing Districts. 
BWC recommends no change in the overall level of rates for the payroll reporting period January 
1, 2008, to December 31, 2008. After approval by the Workers' Compensation Board, BWC staff 
will prepare new rates for each manual and each employer and present the amended rate rule for 
approval at the November meetings.  Rates will vary by classification and industry group, with 
an overall average of zero. 
 
 Mr. Bryan requested that in the future the rate recommendation and calculation of 
employer rates be presented to the Workers' Compensation Board simultaneously in order to 
view the impact on employers. Mr. Pedrick replied that BWC has historically presented both 
recommendations at different months and, at present, the data collection requires separate 
presentation. In the future, BWC will try to accommodate that request.  
 
 Mr. Pedrick further reported that the recommendation applies to 3,800 employers. BWC 
will collect the premium in May and September 2009. Each employer will receive a letter with 
its new rate. Oliver Wyman Actuarial Consulting, Inc.,  supplied a recommendation using two 
different interest rate assumptions (4% and 5%) and three ranges of assumptions (optimistic, 
baseline, and conservative). 
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 Mr. Matesich asked who determines the interest rate for the discount rate. Mr. Pedrick 
replied that it is the Chief Investment Officer, Chief Financial Office, the Administrator, and 
himself.  
 
 Mr. Pedrick reviewed the Oliver Wyman report, the range of premium rates, and the 
components of the rates, including the fee for the Health Partnership Program (HPP). BWC had 
requested a calculation based on two interest rates because prior years’ rates had no contingency 
margin for catastrophic events which could be reasonably anticipated. Mr. Bryan asked if a 
contingency margin had been included in the past. Liz Bravender, Actuarial Director, replied that 
rates had been computed with margins about ten years ago.  
 
 Mr. Bryan asked what the history of discount interest rates was. Jeffery Scott, Oliver 
Wyman, replied that it was 7% in the early 1990s and had dropped gradually since then.  
 
 Mr. Matesich requested prior rate recommendation ranges for a period of ten years.  
 
 Mr. Bryan asked if the final rule is unsatisfactory to the Workers' Compensation Board, 
can it be changed. Mr. Pedrick replied that if submitted in October, there would be adequate time 
to recalculate new rates for the November meeting and still meet the deadline for the rate change.  
 
 Mr. Bryan asked for a motion that the Actuarial Committee recommend that the Bureau 
of Workers' Compensation Board of Directors approve WCBOD Resolution 07-03 relating to the 
Public Employer Taxing District employer premium rates effective January 1, 2008. The 
resolution consents to the Administrator fixing Public Employer Taxing District employer rates 
to achieve an overall change of zero percent in the total collectible premium from the previous 
year, and consents to the Administrator preparing rate rules consistent with this policy. Mr. 
Hummel moved to adopt the recommendation, Mr. Matesich seconded, and the motion was 
passed by unanimous roll call vote. 
 
 
ANNUITY TABLE 
 
 Mr. Pedrick recommended changes to the annuity tables to reflect a change in the 
discount rate from 5.25% to 5%. The recommendation makes the tables consistent with the rate 
used in the financial statements and premium rate calculations.  
 
 Mr. Bryan asked if BWC has a report that correlates the balance sheet rate with the 
annuity tables. Ms. Bravender replied that Oliver Wyman has prepared one and it will be 
distributed to the Actuarial Committee.  
 
 Ms. Falls asked if the discount rate was approved by the Workers' Compensation 
Oversight Commission. Mr. Pedrick replied it was not approved by the Oversight Commission. 
Mr. Bryan stated that the discount rate is an issue for discussion between the Actuarial 
Committee and Investment Committee. Mr. Pedrick added that it has been BWC policy to use a 
consistent rate for all of its reports and calculations.  
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 Mr. Bryan asked what would be the effect if the Workers' Compensation Board did not 
approve the annuity table change. Mr. Pedrick stated that then the reserves for individual claims 
will be more optimistic than those calculated for the financial statements.  
 
 Mr. Matesich asked what would be the consequences if the Actuarial Committee tables 
the recommendation to await a discussion with the Investment Committee. Ms. Bravender 
replied that BWC needs to target the December 31 implementation date. BWC will need two 
months to meet the date. 
 
 Mr. Bryan asked for a motion that the Actuarial Committee recommend that the Bureau 
of Workers' Compensation Board of Directors approve WCBOD Resolution 07-04 relating to the 
adoption of a rule amending the Bureau’s Annuity Tables using a five percent discount factor. 
The resolution consents to the Administrator adopting Rule 4123-17-60 of the Administrative 
Code as presented today. Mr. Matesich so moved, Mr. Hummel seconded, and the resolution was 
approved by unanimous roll call vote.  
 
 
DISCUSSION ITEMS 
 
PRIORITIZE ACTIONS FOR FUTURE COMMITTEE MEETINGS 
 
 Mr. Bryan reported that the Actuarial Committee will use the October meeting to 
prioritize the ten items listed in the meeting materials as discussion issues. 
 
 
MEDICAL COST INCREASES 
 
 Robert Coury, Chief Medical Services and Compliance, and Greg Jewell, Medical 
Director, reported on medical cost trends. Dr. Jewell reported that provider costs dropped 
significantly after BWC adopted a Medicare “cost-to-charge” model of reimbursement in 2005. 
 
 Mr. Hummel asked for comments on the audit by BWC Internal Audit Division of ACS, 
the Pharmacy Benefits Manager. Mr. Coury reported that BWC had found twenty-five 
deficiencies. The Medical Management Division is finalizing its response to the audit report.  
 
 Mr. Hummel asked for a break-down of provider utilization by types of services. 
 
 Mr. Bryan asked how the medical cost trends impact premium rates. Mr. Pedrick replied 
that the United States workers' compensation medical inflation rate is 9% and BWC uses that in 
its calculations. This rate is twice that of the medical inflation rate of the Consumer Price Index. 
A decrease in medical payments over time will create a downward trend in the rate assumptions.  
 
 Mr. Coury reviewed the cost containment strategy of Marsha Ryan, BWC Administrator.  
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UPDATE ON MIRA II 
 
 Mr. Pedrick reported on the adoption of MIRA II as the new reserving system. The data 
used in MIRA currently is from ten to twenty years old. For example, it contains nothing on 
HPP. BWC has issued a Request for Proposal for a new system and has a contract from the 
MIRA vendor, Fair Isaac Corporation. HB 100 requires additional duties from BWC on 
operating a reserving system and is required to have a new one in place by July 1, 2008. BWC 
recently conducted a forum for stakeholders. Mr. Hummel asked what the feed-back was. Mr. 
Pedrick reported there was a lot, mostly about disclosure on calculation of the reserves. Mr. 
Hummel asked if MIRA II will get updates. Mr. Pedrick replied that MIRA II will get quarterly 
updates.  
 
 
RESPONSE TO INSPECTOR GENERAL REPORT IN RE: MANUAL OVERRIDE 
 
 Mr. Pedrick reported that the Legal Division report on the response to the Inspector 
General’s report was being made to the Audit Committee.  
 
 
 ADJOURNMENT 
 

There was a motion by Mr. Matesich, second by Mr. Hummel, and adjournment by Mr. 
Bryan. 
 
 
 
 
Prepared by: Larry Rhodebeck, Staff Counsel 
H:\Word\ldr\WCB Actrl 0907.doc 
September 28, 2007 



September October
1. Public Employer Taxing Districts rate change Other:

2. Annuity Table - Rule 4123-17-60 Group Rating Pricing Study briefing

Actuarial Audit Reserves - Oliver Wyman, consulting actuaries

Other: Reserve levels

Actuarial Committee Charter NCCI/BWC State of the line report comparisons

MIRA 2 Reserving System

Inspector General report - BWC response

Fee Schedules and Medical Inflation

Rule making process

H.B. 100 committee responsibilities

AON Report

November December
1. Public Employer Taxing Districts Rate - Rule 4123-17-33

1. Public Employer State Agency - Rule 4123-17-35 to adopt new MCO fee percentage 
per MCO contract changes.

2. Public Employer Taxing Districts Credibilit, Limited Loss Ratio and Industry Group 
tables -  Rule 4123-17-34

3. Private Employer Credibility table - Rule 4123-17-06 (possibly need to do early based 
upon changes to the group rating rules.)

Other:

Appropriate level for Net Assets

Actuarial Staffing 

Actuarial Contracts - Committee RFP

January February

March April

May June
1. Private Employer Base Rate - Rule 4123-17-05
2. Private Employer Credibility, Limited Loss Ratio and Industry group tables - Rule 4123-
17-06
3. Self-insured Assesment Rate - Rule 4123-17-32

4. Coal Worker's Pneumoconiois Fund Rate - Rule4123-17-20

5. Marine Fund Rate - Rule 4123-17-19

6. Disabled Workers' Relief Fund Assessments Rate - Rule 4123-17-29

7. One Claim Program Rule - Possible

8. Administrative Cost Assessment - Rule 4123-17-36 (Finance)

July August

Actuarial Committee Calendar



Actuarial Committee Charter 
Second Draft 

October 25, 2007 
 
Purpose 
 
The Actuarial Committee has been established to assist the Ohio Bureau of Workers’ 
Compensation Committee Board of Directors in fulfilling their responsibilities through: 
 

● Monitoring the actuarial soundness and financial condition of the funds and      
reviewing rates, reserves and level of net assets 
●  Oversight of the integrity of the actuarial audit process 

 ●  Compliance with legal and regulatory requirements 
 ●  Monitor the design and effectiveness of the actuarial studies 
 ●  Confirm external actuarial consultants’ qualifications and independence 
 ●  Review performance of independent external actuarial work product 
 
 
Membership 
 
The Committee shall be composed of a minimum of three (3) members, elected by the 
Board of Directors’ of the Ohio Bureau of Workers’ Compensation. 
 
Each committee member will be independent from management.  At least one member of 
the Committee must be a certified actuary.  The Board shall designate the Committee 
chairperson based on the recommendations of the Governance Committee and the Board 
Chairperson. 
 
The chair will be responsible for scheduling all meetings of the Committee and providing 
the Committee with a written agenda for each meeting.  The Committee will have a staff 
liaison designated to assist it in carrying out its duties. 
 
 
Meetings 
 
By majority vote the Committee will recommend to the Board of Directors their meeting 
schedule.  There shall be not less than nine (9) meetings each year.  Reports shall be 
made to the Board after each meeting.  The Committee also has the authority to convene 
additional meetings, as circumstances require.  The Committee will invite members of 
management, external actuarial firms, internal actuarial staff and/or others to attend 
meetings and provide pertinent information, as necessary.  Subject to open meeting laws, 
the Committee will hold executive sessions and private meetings with actuaries and 
auditors, when required in the performance of their duties.  A quorum will be a majority 
of the Committee members. 
 
 



Duties and Responsibilities 
 

The Actuarial Committee shall have responsibility for the following:  
1. Recommend actuarial consultants for the Board to use for the funds 

specified in the Ohio Revised Code. 
2. Review calculation on rate schedules and performance prepared by the 

actuarial consultants with whom the Board contracts. 
3. Supervise for the Board’s consideration the preparation of an annual report 

of the actuarial valuation of the assets, liabilities and funding requirements 
of the state insurance funds to be submitted to the Workers’ Compensation 
Council and the Senate and House. 

4. Coordinate with other Board Committees on issues of common interest.  
5. At least once every five (5) years have actuarial investigation of 

experience of employers; mortality, service and injury rate of employees; 
payment of benefits in order to update the assumptions on the annual 
actuarial report. 

      6. Have actuarial analysis prepared of any legislation expected to have 
measurable financial impact on the system, within 60 days after 
introduction of legislation. 

      7.  This charter shall be reviewed annually; any changes shall be approved by 
 the Governance Committee and the Board. 
      8. Consult in the appointment of and oversee the work of  any actuarial firm 
 engaged by Ohio Bureau of Workers’ Compensation to complete actuarial 
 studies. 
      9. Recommend retention and oversight of consultants, experts, independent 
 counsel and actuaries to advise the Committee on any of its 
 responsibilities or assist in the conduct of an investigation. 
     10. Seek any information it requires from employees – all of whom are 
 directed to cooperate with the Committee’s requests, or the request of 
 internal or external parties working for the Committee.  These parties 
 include the internal actuaries, all external actuaries, consultants, 
 investigators and any other specialties working for the Committee. 
     11. Make recommendations to the Board of Directors of the Ohio Bureau of 
 Workers’ Compensation for Board decisions. 

 
 
 
 
 

Actuarial Committee Charter.doc 
Draft 092607 
Review & Approved 102507, Chuck Bryan, Chairman 
 



Ohio Bureau of Workers’ Compensation 
Critical Dates for Group Rating Enrollment Period 

 
 
       

       

 
 
 
 

   
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 

 
 
 

 

December 2007 

 

 

February 28, 2008 
Final group applications due 

May 13, 2008 
Actuarial completes private employers (PA) rate rule 

May 16, 2008 
Final draft of board materials ready 

May 30, 2008 
Board action on private employers (PA) rate rule 

June 20, 2008 
Private employers (PA) rate rule filed 
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July 1, 2008 
Private employers (PA) rates implemented
December 31, 2007 
Cut off date for payroll and loss data used for July 1, 2008 rates 
September 2007 (through February 2008)  
Group sponsor marketing and group formation: BEGINS
 

 September 2007 
February 4, 2008 
Deadline for group sponsors to notify employers 
expelled from existing groups 
January 17, 2008 
Validation of losses and reserves for July 1, 2008 rates  
[used by group sponsors to develop membership] 
 
 January 2008 
 May 2008 
 July 2008 
 
 February 2008 
February 2008  
Group sponsor marketing and group formation: ENDS
 June 2008 
April 2008
March 200
 
Prepared for the BWC Board of Directors, September 27, 2007 



Ohio Bureau of Worker’s Compensation
Actuarial Committee

Group Rating

John R. Pedrick, FCAS, MAAA, Chief Actuarial Officer

Elizabeth Bravender, CPCU, Director of Actuarial

October 25, 2007
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Overview of Discussion

October
Authority and Requirements in Ohio Law
Actuarial Principles and Standards of Practice
Base Rate and Off-balance Calculation
Credibility

November
Experience Rating
Measuring Performance
Group Rating
Impacts of Changes to Current Methods
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Authority and Requirements in Ohio Law

Ohio Revised Code (ORC) (http://codes.ohio.gov/orc)

• ORC §4123.29 – Duties of the Administrator
• ORC §4123.34 – Fixing Rates of Premium

Ohio Administrative Code (OAC) (http://codes.ohio.gov/oac)

• OAC Chapter 4123-17 – General Rating for the State 
Insurance Fund 

4123-17-03 – Employer's Classification Rates (experiencing 
rating formula)
4123-17-05 – Private Employer Credibility Table Used for 
Experience Rating
4123-17-06 – Private Employer Contributions to the State 
Insurance Fund (premium rates by classification / $100 payroll)
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Duties of the Administrator
Rates and Classifications

ORC § 4123.29(A) The administrator of workers' compensation, 
subject to the approval of the bureau of workers' compensation 
board of directors, shall do all of the following:
(1) Classify occupations or industries … according to the categories 

of the national council on compensation insurance…
(2) Fix the rates of premium of the risks of the classes based upon 

the total payroll in each of the classes of occupation or industry 
sufficiently large to provide a fund for the compensation 
provided for in this chapter and to maintain a state insurance 
fund from year to year.  The administrator shall set the rates at 
a level that assures the solvency of the fund.

Bottom line: by law we are required to be solvent.
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Fixing Rates and Premium
Rates and Classifications

ORC § 4123.34
… The administrator … shall fix and maintain, with the advice and 
consent of the board, for each class of occupation or industry, the 
lowest possible rates of premium consistent with the maintenance
of a solvent state insurance fund and the creation and maintenance 
of a reasonable surplus, after the payment of legitimate claims for 
injury, occupational disease, and death…

Bottom line: each class must have rates to meet costs and 
build surplus.
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Fixing Rates and Premium
Rates and Classifications

ORC § 4123.34(C)
The administrator may apply that form of rating system that the 
administrator finds is best calculated to merit rate or individually 
rate the risk more equitably, predicated upon the basis of its 
individual industrial accident and occupational disease experience, 
and may encourage and stimulate accident prevention. The 
administrator shall develop fixed and equitable rules controlling the 
rating system, which rules shall conserve to each risk the basic
principles of workers' compensation insurance.

Bottom line: can adjust rates up (via debit) or down (via credit) to 
refine the class rate for the risk
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Duties of the Administrator
Group Rating

ORC § 4123.29(A)(4)
The administrator shall …offer to insure the obligations of 
employers under … a plan that groups, for rating purposes, 
employers, and pools the risk of the employers within the group 
provided that the employers meet all of the following conditions:
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Duties of the Administrator
Group Rating

ORC § 4123.29(A)(4) (cont.)
(a) All of the employers within the group are members of an 

organization that has been in existence for at least two years 
prior to the date of application for group coverage;

(b) The organization was formed for purposes other than that of 
obtaining group workers’ compensation under this division;

(c) The employers’ business in the organization is substantially 
similar such that the risks which are grouped are substantially 
homogeneous;

(d) The group of employers consists of at least one hundred 
members or the aggregate workers’ compensation premiums of 
the members, as determined by the administrator, are expected 
to exceed one hundred fifty thousand dollars during the 
coverage period;
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Duties of the Administrator
Group Rating

ORC § 4123.29(A)(4) (cont.)
(e) The formation and operation of the group program in the 

organization will substantially improve accident prevention and 
claims handling for the employers in the group;

(f) Each employer seeking to enroll in a group for workers’
compensation coverage has an industrial insurance account in 
good standing with the bureau of workers’ compensation such 
that at the time the agreement is processed no outstanding 
premiums, penalties, or assessments are due from any of the 
employers.
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Actuarial Principles 
and Standards of Practice

Ratemaking Principles

Risk Classification Standards of Practice
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Actuarial Ratemaking Principles

Principle 1: A rate is an estimate of the expected value of 
future costs.

Ratemaking is prospective because the property and casualty 
insurance rate must be developed prior to the transfer of risk.

Casualty Actuarial Society – Statement of Principles Regarding 
Property and Casualty Insurance Ratemaking
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Actuarial Ratemaking Principles

Principle 2: A rate provides for all costs associated with the 
transfer of risk.

Ratemaking should provide for all costs so that the insurance 
system is financially sound.

• All costs include medical, wage replacement, compensatory costs 
and administration costs of claims for injuries that happen next year, 
even when the costs are paid far into the future.

Casualty Actuarial Society – Statement of Principles Regarding 
Property and Casualty Insurance Ratemaking
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Actuarial Ratemaking Principles

Principle 3: A rate provides for the costs associated with an 
individual risk transfer.

Ratemaking should provide for the costs of an individual risk 
transfer so that equity among insureds is maintained.

• For example, the rate calculated for an individual employer – as 
explained earlier today.

Casualty Actuarial Society – Statement of Principles Regarding 
Property and Casualty Insurance Ratemaking
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Actuarial Ratemaking Principles

Principle 4: A rate is reasonable and not excessive, 
inadequate, or unfairly discriminatory if it is an actuarially 
sound estimate of the expected value of all future costs 
associated with an individual risk transfer.

Ratemaking based on these principles produces cost estimates 
that are actuarially sound.

Casualty Actuarial Society – Statement of Principles Regarding 
Property and Casualty Insurance Ratemaking

reasonable
inadequate

not excessive
unfairly discriminatory
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The Law Requires the Use of 
Actuarial Principles

ORC § 4123.34: … The administrator … shall fix and maintain, with 
the advice and consent of the board, for each class of occupation or 
industry, the lowest possible rates of premium consistent with the 
maintenance of a solvent state insurance fund and the creation and 
maintenance of a reasonable surplus, after the payment of legitimate 
claims for injury, occupational disease, and death…

Principle 4: A rate is reasonable and not excessive, inadequate, or 
unfairly discriminatory if it is an actuarially sound estimate of the 
expected value of all future costs associated with an individual risk 
transfer.

the lowest possible rates of premium

reasonable and not excessive

maintenance of a solvent state insurance fund and the creation and 
maintenance of a reasonable surplus

inadequate
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The Law Requires the Use of 
Actuarial Principles

ORC § 4123.34(C): The administrator may apply that form of rating 
system that the administrator finds is best calculated to merit rate or 
individually rate the risk more equitably, predicated upon the basis 
of its individual industrial accident and occupational disease 
experience, and may encourage and stimulate accident prevention.
The administrator shall develop fixed and equitable rules controlling 
the rating system, which rules shall conserve to each risk the basic 
principles of workers' compensation insurance.

Principle 4: A rate is reasonable and not excessive, inadequate, or 
unfairly discriminatory if it is an actuarially sound estimate of the 
expected value of all future costs associated with an individual risk 
transfer.

individually rate the risk more equitably

not
unfairly discriminatory
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The Law Requires the Use of 
Actuarial Principles

Actuarially sound rates are consistent with the 
requirements for Workers’ Compensation rates 
in Ohio.

Bottom line:  1. cover costs
2. not higher than what we need
3. each risk charged amount to match our best

estimate of cost to the system
17



Actuarial Standard of Practice 
for Risk Classification

Rates within a risk classification system would be 
considered equitable if differences in rates reflect material 
differences in expected cost for risk characteristics. In the 
context of rates, the word fair is often used in place of the 
word equitable. 

Actuarial Standards Board  – Actuarial Standard of Practice No. 12, Risk Classification

Bottom line:  equitable if differences in rates reflect material
differences in expected costs for risk
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Ohio Bureau of Worker’s 
Compensation Actuarial Committee

Base Rate and Off-balance Calculation
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Employer Rate Categories and 
Employer Counts

Employer Type Number of Employers

Private Employers (PA) 280,000

Public Employer Taxing Districts (PEC) 3,800

Public Employer State Agencies (PES) 130

Self Insured Employers (SI) 1,200

Marine Insurance Fund (MF) 90

Coal Workers’ Pneumoconiosis Fund (CWPF) or 
Black Lung (BF)

36
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The following base rate calculations only apply to:
PA  (eff. July 1)
PEC  (eff. Jan. 1)

PES rates are calculated on a pay-as-you-go basis  (eff. July 1)
SI assessments are based upon paid compensation of the SI 
employers  (eff. July 1)
MF and CWPF – based on loss experience  (eff. July 1)

Rate Calculation Methods
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Rate Recommendation – Provided by Oliver Wyman
Project policy year losses
Project policy year overall premiums needed to fund losses
Create a set of recommendations 

• expressed as a percentage of how much premium is needed as compared to 
previous policy year

Recommendation uses various assumptions 
• i.e. benefit level changes, medical inflation, payroll inflation

Rate recommendation is reviewed by BWC and a percent is 
selected

22

Setting Overall Premium Needs



Setting Overall Premium Needs

The BWC presents the rate recommendation to the WC 
Board for approval. This is used to calculate the base 
rates which are presented at a later date for approval 
from the board. 

PA Rate recommendation presented in April
PA Base rates presented in May

23



Base Rate 
Calculations

24



Past experience is one of the best predictors of 
future costs

Incurred losses are medical and indemnity paid plus reserves

Payroll is the measure used for WC exposure
Premium for a policy year should cover all payments in 
future years on claims incurred during the policy year 

Rating Concepts
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NCCI Manual Classifications
(National Council of Compensation Insurance, Inc.)

NCCI manual classifications are job descriptions and separate 
industries by degree of hazard (ORC 4123.29 and OAC 4123-17-04)

PA has 536 classes
PEC has 14 classes

Each manual classification has its own base rate and expected loss 
rate (OAC 4123-17-05)
Manual classifications are grouped into 10 industry groups 
(OAC 4123-17-06)
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Industry Groups
OAC 4123-17-06

1. Agriculture
2. Extraction
3. Manufacturing
4. Construction
5. Utility
6. Transportation
7. Commercial
8. Service – low risk
9. Service – high risk
10. Clerical and Office Work
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Experience Period – the oldest four of the last five 
calendar years preceding the effective date of rates.  
(ORC 4123.34)

For 7-1-2007 Policy year we use incurred losses from Accident 
Year/Calendar year 2002, 2003, 2004, and 2005

Cut-Off (Survey) Date – the last date at which payroll 
and loss data is collected for inclusion in the calculation 
of rates. 

PA is December 31, 2006

Base Rate Calculation Definitions

28



Raw Losses – Incurred claim losses (claim medical and indemnity 
payments plus reserves), as of the cut-off date for all claims with 
dates of injury within the experience period. Losses are limited to 
$250,000 per claim. 

Payroll – Total payroll for the experience period that has been 
reported by employers in that manual classification.

Base Rate Calculation Definitions
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Loss Factors
Loss Development Factors (LDF) – bring the known experience 
period losses to the total ultimate losses.

Rate Level Factors (RLF) – bring the developed losses from original 
accident year payment levels to the future policy year payment 
levels.

* Factors are derived in Oliver Wyman’s rate recommendation.
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Loss Factors applied
Manual class 5645 – Carpentry – detached one or two family dwelling 

– 31,849 employers
Industry group 4 – Construction

4 year reported 
losses

(Claims in CY 2002, 2003, 
2004, and 2005)

4 year ultimate losses 
(raw losses x loss 

development factor or $92 
M x 1.27)

4 year policy year 
rate level losses

(developed losses x rate 
level factor or $117 M x 

.98)

$92 M $117 M $115 M
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Base Rate Data

Manual class 5645 – Carpentry – detached one or two family dwelling

A B C

4 year adjusted 
payroll

4 year policy year 
rate level losses

Current year pure 
premium

(B/A) x 100

$1.875 B $115 M $6.13
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Catastrophe Factor

Manual class 5645 – Carpentry 

Catastrophe Factor – a factor that distributes the dollars that 
are in excess of $250,000 per claim).  Spread across the 
industry group.

$6.13

Catastrophe factor = 1.1768 $7.22
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Rate Change Factor
Manual class 5645 – Carpentry

Rate Change Factor – the factor that includes:
• the overall rate change recommendation,
• premium slippage as a result of employer rate changes after rate

calculations are complete, 
• discount program premium loss and
• a factor to address the premium needs that result from limiting base rate 

changes to a 30% rate increase.

$7.22

Rate change factor = 1.3118 $9.47
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Premium Payment Security Fund Factor

$9.47

Premium Payment Security factor = 1.005000 $9.51

Manual class 5645 – Carpentry

PPSF factor – percent that is included in the base rate calculation to cover 
the claim costs of those employers that default and do not make their final 
premium payments. (ORC 4123.29)
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Safety & Hygiene Factor

Manual class 5645 – Carpentry

Safety & Hygiene Factor – a percent that is included in the base rate 
calculation to fund the Division of Safety & Hygiene.  (ORC 4123.3)

$9.51

Safety & Hygiene factor = 1.01000 $9.61
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Off-Balance Factor

Off-Balance Factor – a factor that is applied at the 
manual class level to offset a premium overage or 
shortage condition created by experience rating 
(including group rating). 
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Balanced Base Rates

Manual class 5645 – Carpentry 

If everyone in the manual class paid at the base rate

Premium needed for manual class 5645 is $44.7 M
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Rating Plan Counts 
Manual class 5645 – Carpentry

Rating plan for policy 
year 7-1-2007

Number of 
employers before 

group rating

Number of 
employers not in 

groups after 
groups are 

formed

Number of 
employers in 
group rating 

program

17,397

603

493

8,517

27,010 4,839

2,591

260

1,988

Base rated 19,988

863

2,481

8,517

31,849

Credit rated

Not rated

Debit (penalty) rated

Total 
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44,672,883

1,850,417

30,627,375

4,594,113

4,436,864

3,164,114

Premiums at the 
manual base rate 
of $9.61 per $100 

of reported 
payroll

21,390,904

1,850,417

7,479,123

3,478,726

5,418,523

3,164,114

Premiums at 
$9.61 applying 

employer credits 
and debits (EM’s)

Number of 
employersRating plan

31,849

8,517

4,839

493

603

17,397

Premiums at 
$21.10 and 

applying 
employer credits 

and debits

44,666,860

1,850,417

16,421,384

7,637,995

11,897,069

6,859,993

Not rated

Group Rated

Credit rated

Base rated

Total 

Debit rated

Premium Comparison
Manual class 5645 – Carpentry

40



Balanced Base Rates
Manual class 5645 – Carpentry

To get back to premium needed 
increase rate by 120% or an Off-balance factor of 2.20.
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Group/Experience Rating Impact on Base Rates

Manual class 5645 – Carpentry

Individual employers pay less for lower than average loss results 
(credit rating) and some pay more for higher than average loss 
results (debit rating).  

$9.61

Add impact of group and experience with off-balance of = 
2.195938 $21.10

Difference caused by experience and group rating $11.49
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Base Rate Change Limits

Manual class 5645 – Carpentry

$21.10

Change limited to + 30% High
(prior year rate $18.49) Low

$24.04
$12.94

Selected Base Rate $21.10

Policy to limit wide fluctuations in base rates is a plus or minus 
30% swing from the previous year’s base rate.
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Credibility

Definition

Purpose
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Credibility Definition

Credibility – A measure of the predictive value in a given 
application that the actuary attaches to a particular body 
of data (predictive is used here in the statistical sense 
and not in the sense of predicting the future).

Actuarial Standards Board  – Actuarial Standard of Practice No. 25, Credibility Procedures
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Credibility

The purpose of credibility procedures is to blend 
information from subject experience with information 
from one or more sets of related experience when the 
subject experience does not have full credibility in order 
to improve the estimate of expected values…

Actuarial Standards Board  – Actuarial Standard of Practice No. 25, Credibility Procedures

to blend 
information from subject experience with information 
from one or more sets of related experience when the 
subject experience does not have full credibility
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Credibility

Thus, credibility is a means of achieving more accurate 
estimates of the future cost of claims for each employer.
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A Simple Credibility Example
Rate Class A

Rate Class A
Experience Period Losses = 50,000,000
Experience Period Payroll = 500,000,000
Base Rate per $100 of Payroll = $10.00

For purposes of this simple example, $10.00 is 
used to determine an employer’s Total Limited 
Losses (TLL)

48



A Simple Credibility Example
One Employer’s Experience

ABC Employer, Inc
Experience Period Losses = $5,000,000
Experience Period Payroll = 100,000,000
Losses per $100 of Payroll = $5.00
Credibility = 70%

For purposes of this simple example, 
$5,000,000 is this employer’s Total Modified 
Losses (TML)
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A Simple Credibility Example
ABC’s New Rate

ABC Employer, Inc
Total Modified Losses (TML) = $5,000,000
Total Limited Losses (TLL) = $10,000,000
Credibility = 70%

EM = [(TML – TLL) / TLL] x C% + 1
= [($5,000,000 - $10,000,000) / $10,000,000] x 70% + 1
= [-0.50] x 0.7 + 1
= -0.35 + 1
= 0.65

ABC’s Rate = EM x Base Rate = $6.50
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A Simple Credibility Example
ABC’s New Rate – Actuarial Perspective
ABC’s Rate

= $5.00 x 70% + $10.00 x 30%

= $6.50
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A Simple Credibility Example
Re-examining Credibility

Suppose ABC’s credibility is only 50%.

ABC’s Rate = $5.00 X 50% + $10.00 x 50%
= $7.50

Is $6.50 or $7.50 a better estimate of future cost?

Does 70% or 50% result in a better estimate?
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Ohio Bureau of Worker’s Compensation
Actuarial Committee

Group Rating

Next Meeting
November

Experience Rating
Measuring Performance
Group Rating
Impacts of Changes to Current Methods
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