Draft
BWC Board of Directors

Audit Committee

Tuesday, October 28, 2008, 4:00 PM
Mansfield Service Office

1% Floor Training Room

240 Tappan Mansfield, OH 44906

Members Present: Kenneth Haffey, Committee Chair
Bob Smith
Bill Lhota
Jim Harris
Jim Matesich

Members Absent: None

Other Directors Present: Thomas Pitts

CALL TO ORDER

Mr. Haffey called the meeting to order at 4:05 PM and the roll call was taken.
MINUTES OF SEPTEMBER 25, 2008

The minutes were approved without change by unanimous roll call vote on a
motion by Mr. Matesich, seconded by Mr. Harris.

NEW BUSINESS / ACTION ITEMS

1. Provide advice and consent for Caren R. Murdock as BWC Chief of
Internal Audit

Administrator Marsha Ryan addressed the Audit Committee, recommending that
the Audit Committee provide its consent for Ms. Caren R. Murdock to become
the Chief of Internal Audit as required by Ohio Rev. Code Sec. 4121.125(1). Ms.
Murdock appeared before the Audit Committee personally.

Administrator Ryan, Mr. Haffey and Mr. Smith noted they were of strong belief
that Ms. Murdock was an excellent candidate for this position, and the public will
be well served by her appointment. Administrator Ryan asked the Audit
Committee to approve her recommendation that Ms. Murdock be appointed as
the Chief of Internal Audit, so that the Board of Directors could vote on her
appointment at the October meeting.



Mr. Smith moved for the Audit Committee to recommend to the Board of
Directors that it approve Ms. Ryan’s recommendation to name Caren R. Murdock
as the Bureau of Workers’ Compensation’s Chief of Internal Audit. The motion
was seconded by Mr. Matesich, and the motion passed by a unanimous roll call
vote.

2. Rule Review — Second Reading — Claims Procedure 4123-3

Tom Sico, Assistant General Counsel, and Kim Robinson, Director of Claims
Policy, presented updates to proposed changes to the claims procedures rules,
Ohio Admin. Code Sec. 4123-3.

Mr. Sico noted these rules were previously discussed at the Audit Committee’s
August meeting, and there was excellent discussion at that meeting. Mr. Sico
also noted he had the opportunity to discuss these rules with outside
stakeholders since the last meeting.

As a result of the recommendations from the Audit Committee from the last
meeting and the outside discussions, there were still twenty-nine (29) rules up for
review; however, eleven (11) of the rules were now unchanged, three (3) rules
were rescinded, and fifteen (15) rules were amended. This breakdown had
changed from the August meeting due to changes in Sections 4123-3-24, 4123-
3-29, and 4123-3-31.

Mr. Sico noted the Audit Committee’s recommendation of making the rules
gender neutral was fully implemented, with each rule being carefully read and
tested. Mr. Sico noted some corrections were missed at the first overview of the
rules, and the rules have been now corrected to reflect gender neutrality. Mr.
Sico noted any clerical or substantive changes that were made to the rules since
the August meeting, and explanations for why the substantive changes were
made.

Mr. Sico then discussed five questions that had been posed by Mr. Harris in a
phone conversation that morning regarding these rules. Mr. Sico provided
answers to Mr. Harris’ specific questions. Some of the questions involved
renumbering or typographical errors, and those changes were corrected. With
regard to substantive issues posed by Mr. Harris, Mr. Sico provided explanations
to all of his questions. Mr. Harris sought out the opinion of Mr. Pitts regarding Mr.
Sico’s explanations of substantive changes. After Mr. Pitts noted his agreement
with Mr. Sico’s positions, Mr. Harris indicated he was satisfied with the changes
that were made, and he had no further objections.

Mr. Sico then indicated the last issue for discussion was the length of time of
authorizations provided for inspection of files or medical releases of information.
The Bureau’'s recommendation was to have the length of time extended from
sixty (60) days to one year. Mr. Sico noted this change was to make the rules be
consistent with other sections of the Ohio Revised Code. While the laws did not
specifically pertain directly to the Bureau of Workers’ Compensation, Mr. Sico
noted a medical release signed by a patient would be valid for one year under
Ohio law, and the current 60 day provision restricts this law.



Ms. Robinson then addressed the practical implications resulting from keeping
the rule at 60 days. She noted Senate Bill 7 made claims information no longer a
public record. Frequently spouses of injured workers wished to discuss or obtain
claims information. With only a 60 day authorization, the practicality of having
the injured worker submit a release every 60 days was proving to be
operationally inefficient and a burden. Ms. Robinson supported Mr. Sico’s
position on the parallel analogy to medical records laws. Ms. Robinson said the
bulk of information contained within a claim file was medical records.

Mr. Harris noted the parallel statutes pertained to medical records, and he
understood Mr. Sico and Ms. Robinson’s view of the medical records portion of
the claim file. Mr. Harris noted the information within a claim file goes beyond
medical records, such as motor vehicle accident reports and witness statements.
Mr. Harris sought rationale from Mr. Sico and Ms. Robinson as to why release of
those records should also be expanded out to one year. Administrator Ryan
noted this rule change would be a convenience to the injured workers. Mr. Sico
noted that there would continue to be a delay in litigation. For example,
frequently defense counsel seeks claim file information, but the release is over
60 days old by the time it is submitted to the Bureau. Currently, under the 60 day
rule, another release would have to be executed before the Bureau could release
the records to defense counsel. Expanding the claim file release to one year for
all records eliminates this delay.

Mr. Lhota addressed concerns of who could obtain records for an employer. Mr.
Sico noted an employer does not need a medical release from an injured worker
because employers are a party to the claim. Ms. Robinson added that controls
are in place to ensure that the appropriate persons at the employer’s offices are
in place before releasing claims records.

Mr. Pitts then addressed the Audit Committee. He recommended changes in
Section 4123-3-16(J). One was a clerical changing of an “and” to “or” in the list
of acceptable evidence in support of a psychiatric allowance. Mr. Sico agreed
with this recommendation. The second recommendation was to eliminate the
word “medical” from the rule. Mr. Pitts noted that psychologists are frequently
used by the Bureau to determine compensability of psychiatric conditions. Since
psychologists are not medical doctors, psychological examinations would be
subject to challenge under the current wording. Mr. Sico agreed that the word
“medical” should be stricken from any rule pertaining to psychiatric allowances as
it pertained to evidence.

Mr. Harris asked if JCARR was provided the comments that were provided to the
Audit Committee when they are approving these rules. Mr. Sico specifically
replied JCARR was not provided this commentary. There was no capability in
the special software used by JCARR in order to provide commentary. Mr. Haffey
noted his appreciation of the comments on behalf of the Audit Committee.

Mr. Matesich moved for the Audit Committee to recommend that the Board of
Directors approve the Administrator's recommendations on the five year rule



review of the rules of Chapter 4123-3 of the Administrative Code. Mr. Lhota
seconded the motion, and the motion passed by unanimous roll call vote.

3. Rule Review — Second Reading — Inpatient Hospital Payment 4123-6-37.1

Mr. Bob Coury, Chief of Medical Services and Compliance, and Ms. Anne Casto,
a private reimbursement and coding consultant retained by the Bureau,
addressed the Audit Committee regarding this rule.

Mr. Coury noted this was the second reading and presentation of the rule to the
Audit Committee; the first reading had occurred at the September meeting. Mr.
Coury noted this rule’s timeline went back to this past summer, and a formal
presentation of the rule was made to the Ohio Hospital Association (OHA) on
August 20™. Opportunity was given for OHA or its hundreds of members to
comment.

Mr. Coury noted the rule was examined last year, and he noted it was the
Administrator's goal to monitor Medicare/DRG program payment schedules to
determine how much the Bureau should reimburse hospitals for their services
over the Medicare/DRG program. Mr. Coury noted that the levels should not be
more than is necessary to maintain injured workers’ access to care and quality of
care. Approximately $385 million was paid to hospitals last year.

Mr. Coury then turned over the presentation to Ms. Casto. Ms. Casto presented
a statistically oriented presentation to the Audit Committee. She noted her
research showed currently the Bureau, by applying the Medicare outlier
methodology, had a statistically significant finding of 20% outlier cases.
Medicare typically only had a range of outlier cases of 5-6%, last year being at
5.1%. Private insurers had outlier cases at 6-8% of total payments.

Ms. Casto looked at the Medicare outlier methodology and examined whether or
not it would work in Ohio’s workers’ compensation system. She noted four other
states — Texas, South Carolina, North Dakota, and California — have adopted this
methodology. Ms. Casto determined, by increasing the outlier level to 120%,
instead of its current 115%, would reduce outlier cases to approximately 9%.
Additionally, Ms. Casto noted the total aggregate payments for these services
would increase approximately 3.6% in the coming year, which is consistent with
the Consumer Price Index.

Mr. Lhota noted some confusion in interpreting the data. Ms. Casto discussed
many of the statistical findings from her analysis, which were taken from data in
2007 and the first two quarters of 2008. Ms. Casto reiterated her belief that
raising the outlier threshold 5% from 115% to 120% would improve payments to
hospitals without causing an inadequate payment schedule. Furthermore, Ms.
Casto was of the opinion the changes would encourage hospitals to engage in
cost containment measures.

Mr. Pitts inquired whether this schedule is factor static, or did it vary by procedure
or by location. Ms. Casto noted the factor varied year to year and was
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dependent upon each facility. Mr. Coury also noted the DRG program was
hospital specific.

Mr. Matesich inquired why the changes were being made, and whether the
changes intended to become more in line with commercial payers. Ms. Casto
noted the 20% outlier finding in her study was a significantly high figure. Ms.
Casto deduced through her analysis that the outlier rate was high because the
current methodology was considering cases to be outliers that truly were not
outliers. Mr. Matesich asked if there would be any significant changes to injured
workers. Ms. Casto reiterated Mr. Coury’s statement that the Bureau will
continue to adequately reimburse and hospitals will continue to accept injured
workers as patients. Mr. Coury noted that OHA was cautiously endorsing the
proposed change, and their concern appeared to be whether the increase from
115% to 120% will be sufficient to offset payment for outlier cases. Mr. Matesich
inquired if there were any statistical differences from a geographical perspective
as to how this methodology would impact hospitals. Ms. Casto noted about 50
institutions had outliers, and they varied greatly in a variety of factors. Ms. Casto
noted no one institution was detected to have an abnormally high amount of
outlier cases; however, Mr. Coury did not dismiss the possibility that there might
be an institution abnormally impacted. Mr. Coury added that no single institution
complained although very specific data was provided to OHA at the August 20™
meeting.

Mr. Harris inquired as to whether an argument could be made that BWC was
funding hospitals for lack of payment through Medicare. Mr. Coury responded
the hospital community does in fact regularly state that Medicare does not pay
enough; however, due diligence was done by the Bureau to use the Medicare
outlier methodology with an adjustment factor. Ms. Casto noted some states use
a 140% over the board payment scheme over what Medicare will pay, but that
scheme did not incorporate outlier cases. Ms. Casto was of the opinion, based
on her research, a flat rate scheme would not work in Ohio. She cited
commercial payers are at 42% of billed charges, and Medicare was at 25% of
billed charges. Texas’ workers’ compensation system was at 30% of billed
charges, and the target set forth in her analysis was for Ohio’'s workers’
compensation system to be at 40% of billed charges.

Mr. Pitts inquired if there was any incentive to allow providers to manipulate a
case into an outlier category. Ms. Casto, in her opinion, believed the incentive
had been eliminated, or at least greatly reduced, under the current proposal.

Mr. Lhota moved for the Audit Committee to recommend that the Board of
Directors approve the Administrator's recommendation to amend Ohio Admin.
Code Section 4123-6-37.1 as presented. Mr. Smith seconded the motion, and
the motion passed by a unanimous roll call vote.

4. Audit Committee Charter Review
Mr. Donald C. Berno, Liaison for the Board of Directors, discussed recommended

changes in the Audit Committee’s Charter in the duties and responsibilities,
including new provisions. First, Mr. Berno noted that the Committee is



considering a change in name to “Audit and Finance Committee” to reflect its
duties with respect to Bureau finances. Mr. Haffey noted he looked for
professional ethical standards for finance committees in making
recommendations for changes in the Audit Committee’s Charter regarding
inclusion of ethical standards.

At approximately 5:15 P.M., after a short break, Ms. Alison Falls participated in
this discussion by way of telephone, and her participation continued until
approximately 5:38 P.M.

Mr. Lhota inquired if the Governance Committee Charter discussed ethics. Ms.
Ann Shannon, Legal Counsel, agreed to research this issue for the Audit
Committee.

Ms. Falls inquired as to whether the budget should be reviewed monthly or
guarterly. After some discussion on this topic by the Audit Committee members,
Mr. Smith recommended the Audit Committee Charter should be reflected to
indicate that the budget should be reviewed at each Audit Committee meeting,
which is required at a minimum of nine times per year.

Ms. Falls inquired as to whether the Audit Committee approves the rules for the
Board of Directors, or recommends rules for approval by the Board of Directors.
Mr. Smith pointed out the Audit Committee’s Charter gives guidance on how to
address rules. Mr. Berno noted the Audit Committee currently presents rules for
recommended approval to the Board of Directors. Mr. Berno also noted that all
rate rules go to the Actuarial Committee, and there was nothing included in the
Actuarial Committee Charter regarding this rule making authority.

Ms. Falls noted to the Audit Committee that net asset policy was coming upon
the Actuarial Committee’s calendar, and it will be presented to the Board of
Directors. Ms. Falls recommended a provision be included in all committee
charters that the committees need to coordinate with each other, or at least
discussion was needed on that point.

Ms. Falls noted a discussion topic with Section 19 of the Audit Committee’s
Charter. She inquired whether this catchall provision should be in all committee
charters, or just the Audit Committee Charter. Mr. Lhota and Mr. Haffey were
indifferent on the issue. Mr. Smith suggested that this item go under the
“purpose” section of the charter instead. The Committee also discussed Section
22 of the Audit Committee’s Charter. Ms. Falls noted that the Governance
Committee also handles issues of ethics. Mr. Coury noted that there were two
separate but distinct ethical issues to be considered. Mr. Coury noted the Board
of Directors needed to set ethical standards for its own governance, whereas the
agency, through Administrator Ryan and rules and regulations, sets ethical
standards for the agency and its employees. The issues can be different, and
both Mr. Smith and Mr. Lhota noted Mr. Coury made a good point. Ms. Murdock
noted the IIA standards require the internal auditors to take an active role in the
ethical culture and the audit would be presented to the Audit Committee.



Mr. Lhota made a suggestion of consideration of whether recusal issues should
be included in the charter. Upon further discussion, it was decided since that
issue is addressed in the Governance Guidelines, it was not necessary to include
it in the charter.

The Audit Committee agreed the charter revisions needed to be discussed
further at the next meeting.

DISCUSSION ITEMS

Ms. Tracy Valentino, Chief of Fiscal and Planning, provided an update on the
Bureau’s pending external audit. Ms. Valentino reported the “yellow book” audit
had been timely submitted by the Bureau to the Auditor of State’s Office. Ms.
Valentino could not discuss the audit findings, which were performed by
Schneider and Downs, until the Auditor of State released its findings. Ms.
Valentino stated it was customary in an election year for the Auditor of State not
to release or approve audit findings thirty days before an election. Consequently,
she expected the Auditor of State to release the report in mid November. Ms.
Valentino believed the audit findings would be available for discussion at the next
Audit Committee meeting. Ms. Valentino was of the belief, at this time, there
were no significant findings in the audit, and small issues discovered in the audit
would be addressed at the next meeting.

Ms. Murdock appeared before the Audit Committee for a roundtable discussion.
Mr. Haffey asked Ms. Murdock as to progression with staffing internal auditors.
Ms. Murdock indicated the staffing was progressing. She noted she was
awaiting background checks at the present time, and five internal applicants had
passed proficiency tests.

EXECUTIVE SESSION

At 5:45 PM, Mr. Lhota moved for the Audit Committee to go into Executive
Session pursuant to Ohio Rev. Code Sec. 121.22(G)(3) for the purpose of
discussing pending litigation. The motion was seconded by Mr. Smith, and the
motion passed by unanimous roll call vote.

At 6:05 PM, Mr. Matesich moved for the Audit Committee to leave Executive
Session. The motion was seconded by Mr. Lhota, and the motion passed by
unanimous roll call vote.

ADJOURNMENT

Mr. Haffey moved to adjourn the meeting at 6:05 PM, seconded by Mr. Harris.
The meeting adjourned with a unanimous roll call vote.

Prepared by Michael J. Sourek, Staff Counsel
November 3, 2008

11/21/2008 2:20 PM
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BWC INTERNAL AUDIT DIVISION
COMMENTS ISSUED — 1°" QUARTER ACTIVITY

Lump Sum Settlement Process Audit — October 2008

Business areas: Customer Servicesand Legal

The objective of the audit was to assist management in evaluating the Lump Sum Settlement
(LSS) process by reviewing key compliance and internal control related components of
processing and administering settlements. The audit scope consisted of settled claims processed
from May 1, 2007 through April 30, 2008.

Activity Reviewed:

> Evaluated if current internal controls were adequately designed and implemented for
processing and administering the LSS process,

> Determined the adequacy of controls for the settlement process to ensure proper

authorization;

» Verified compliance with BWC policy, procedures and statutory requirements,

Y

Assessed the adequacy of existing quality assurance procedures in place; and

» Evaluated whether the LSS process is efficiently and effectively administered.

Recommendation

Disposition

Define the mission of the settlement process
and clearly describe measurable agency-
wide goals and objectives for the program.
Additionally, develop a process to identify
claims that should be settled and evaluate the
impact on actuarial reserves and

investments.

Significance Rating: Material Weakness

A private consultant will be retained to
assess BWC' s settlement program as a
claims resolution strategy and to assist BWC
with development of a comprehensive
administrative claims settlement program.
Responsible Chief: Chief of Customer
Services

Target Resolution Date: February 2009

Develop agency-wide policies and
procedures, and process mapping of the
settlement process.

Significance Rating: Material Weakness

Policies and procedures will be developed
and value stream mapping encompassing al
policies, procedures, and workflows will be
documented and archived in Enterprise
Repository.

Responsible Chief: Chief of Customer
Services

Target Resolution Date: February 2009

Use data warehouse queries to enable
settlement claim reviews prior to the
expiration of the 30-day waiting period and
expand the Comp Audit Tool to verify
referral to Industrial Commission (I1C).
Significance Rating: M aterial Weakness

Two new LSS reviews are being piloted and
the claims audit tool will be updated to
include verification that the IC packet has
been imaged and signed.

Responsible Chief: Chief of Customer
Services

Target Resolution Date: June 2009

Implement a process to ensure the Lead
Attorney or Lead Attorney Auditor performs

Review of Lead Audit Attorney and
Settlement Attorney audits will be




Recommendation

Disposition

audits, consistent with policy.
Significance Rating: Material Weakness

performed to ensure timeliness of audits.
The LSS Policy will also be clarified
regarding audit responsibilities.
Responsible Chief: Chief Legal Officer
Target Resolution Date: October 2009

Conduct trending and analysis of settled
clamsto identify whether goals and
objectives are being met and expand
management reporting to address analysis of
performance with identified goals and
objectives.

Significance Rating: Significant Weakness

A private consultant will be retained to assist
BWC with industry benchmarking of claims
settlement best practices.

Responsible Chief: Chief of Customer
Services

Target Resolution Date: June 2009

Develop and implement policies and
procedures on fast track settlement days and
consider limiting the fast track population of
qualified claimants to the less complex
claims.

Significance Rating: Significant Weakness

Fast Track Settlement Days have been
discontinued and Fast Track Settlements
have been suspended pending establishment
of aclear mission statement with goals.
Responsible Chief: Chief Legal Officer
Target Resolution Date: Program
Suspension: Immediate. Continuing
Status of Fast Track Settlement Program:
June 2009

Provide negotiating and settlement training
for the service office Injury Management
Supervisor (IMS) and LSS staff in order to
promote an effective settlement process.
Significance Rating: Significant Weakness

Negotiation and settlement training will be
provided to IMS and LSS staff.
Responsible Chief: Chief of Customer
Services

Target Resolution Date: June 2009

Establish an evaluation assessment program
that ensures a quality and timely assessment
that supports their recommendations
regarding injured worker (IW)
employability.

Significance Rating: Significant Weakness

BWC received approval to contract for a
vocational rehabilitation provider panel.

Responsible Chief: Chief of Customer
Services

Target Resolution Date: April 2009

Evaluate the Medicare Secondary Payer
(MSP) laws for BWC potential liability and
risk exposure and develop a Position (White)
Paper to document the position of BWC.
Significance Rating: Significant Weakness

A White Paper will be prepared for Senior
Management documenting BWC' s positions
regarding the MSP and itsimplications for
the settlement of claims.

Responsible Chief: Chief L egal Officer
Target Resolution Date: June 2009

10

Develop and implement a process to verify
the compensation audits are performed
accurately and in accordance with policy.
Significance Rating: Significant Weakness

Staff has been counseled and weekly data
warehouse reports are used to verify
compliance with Quality Assurance (QA)
policy.

Responsible Chief: Chief of Customer
Services

Target Resolution Date: June 2009

11

Require the IMS to verify the e-mail
authorizing the final settlement amount

The settlement Claim Audit tool will be
amended to include verification of approval.




Recommendation

Disposition

exists.
Significance Rating: Significant Weakness

Responsible Chief: Chief of Customer
Services
Target Resolution Date: June 2009

12 | Establish anew timeline to review the LSS/ | Two new LSS reviews are being piloted, one
Customer Service Specialist (CSS) claims at the time the plan is created and the other
and supplement Doc View reportsto identify | at the expiration of the waiting period.
clamsin the settlement pending status for Responsible Chief: Chief of Customer
testing selection. Services
Significance Rating: Significant Weakness | Target Resolution Date: June 2009

13 | Establish controls to ensure the LSS Policy will be amended to require Service
payments are reviewed in accordance with Office Managers to monitor and sample IMS
policy. Claims Audits for compliance with policy.
Significance Rating: Significant Weakness | Communication will be issued to IMSs

regarding the importance of completing
claims audits timely.

Responsible Chief: Chief of Customer
Services

Target Resolution Date: June 2009

14 | Collaborate with applicable unitsto Management will collaborate and determine
determine the best process for the best process for terminating and
terminating/suspending pharmaceutical suspending medical and pharmaceutical
benefits and update policy to reflect current | benefits.
practice. Responsible Chief: Chief of Customer
Significance Rating: Significant Weakness | Services

Target Resolution Date: June 2009

15 | Establish settlement file and supporting A centralized folder has been created for e-
documentation controls, in accordance with | mail authority and a secure centralized
policy. storage for settlement documents $200,000
Significance Rating: Significant Weakness | and above has been created.

Responsible Chief: Chief Legal Officer
Target Resolution Date: October 2008
16 | Consider reviewing other state statutes for Research will be conducted regarding how

compensation of IW attorneys to determine
best practices that promote an alignment of
incentives with IW interests.

Significance Rating: Significant Weakness

Ohio comparesto other states regarding
attorney compensation in workers
compensation settlements. The Legal
Division will include such resultsto IC,
along with any recommendations.
Responsible Chief: Chief Legal Officer
Target Resolution Date: June 2009

Auditor Opinion:

In generd, internal controls for the Lump Sum Settlement process are adequately designed but
poorly implemented. While the Internal Audit Division (IAD) was able to eventually verify
proper authorization of LSS claims, the QA function was not performed timely, consistently, or
with sufficient frequency. Asaresult, exceptionsto BWC policy, procedures, and statutory
requirements were noted during testing. Management should take immediate action to fully
implement QA policies and perform these reviews timely. Management is generally in




agreement with the audit findings and recommendations. The audit also identified two minor
recommendations for management’ s consideration.

Permanent Partial Awards Audit — October 2008

Business area: Customer Services

The objective of the audit was to assist management in evaluating the Permanent Partial (PP)
Benefits claims process by reviewing internal controls and compliance with statutory
requirements and BWC policies and procedures. The audit scope consisted of areview of
Permanent Partial Benefits Claims awards processed between June 1, 2007 and May 31, 2008.
Activity Reviewed:
> Evaluated if current internal controls were adequately designed for processing and
administering permanent partial awards;

» Determined if PP claims are processed in accordance with overall BWC
policy/procedures and statutory requirements; and

> Evauated whether the PP processis efficiently and effectively administered.

Recommendation Disposition

1 | Perform data warehouse searchesto identify | Current policy requirements will be
potential PP awards not processed timely; reviewed with field staff during policy
consider updating Version 3 (V 3) to provide | training scheduled January 2009. Field
prompts notifying the CSS when an Operations will implement a data warehouse
amputation condition is added to the claim; | reporting identifying potential PP awards.
and correct the errors noted during testing. The errors have been corrected.
Significance Rating: Significant Weakness | Responsible Chief: Chief of Customer
Services

Target Resolution Date: January 2009

2 | Conduct periodic refresher training for CSSs | The policy will be reviewed with field staff;
and BWC Nurses on PP Policies & changes will be made to the claims audit
Procedures; revise the claim audit tool to tool; and the IMS will review medical
require IMS review medical documentation; | documentation.

and conduct periodic refresher training for Responsible Chief: Chief of Customer
the IMS on best practices. Services

Significance Rating: Significant Weakness | Target Resolution Date: Review of
Medical Documentation October 2008;
Policy Review with Staff January 20009,;
Audit Tool Maodifications June 2009

Auditor Opinion:

In most respects, the Permanent Partial Benefits claims process has effectively designed controls
promoting claims processing consistent with BWC policies, procedures, and statutory
requirements. PP claims processing is generaly efficiently and effectively administered.
However, management should seek to mitigate the risk that potential PP claims are not
identified, and therefore, never become subject to the PP claims process controls. Furthermore,
management should enhance the implementation of current internal controls to ensure that
medical documentation is evaluated during the quality control process against claim data entered
into V3. Management should take all steps necessary to insure that scheduled loss awards are




processed timely and correctly. Management is generally in agreement with the audit findings
and recommendations. The audit also identified two minor recommendations for management’s
consideration.

Managed Care Organization (MCO) Audit #5 — October 2008

This audit focused primarily on the evaluation of internal controls and compliance with
contractually required policies and procedures established by BWC. The audit scope consisted of
payment transactions completed between January 1, 2007 and May 31, 2008. The audit included
areview of the following:

Activity Reviewed:
> Evaluated internal control design and whether controls were placed in operation;
» Assessed compliance with contract requirements and policy established by BWC;
» Areas of focusincluded:

Case management;

Provider account controls and accuracy;

Bill processing;

Resolution of prior audit recommendations (BWC issues, SAS 70 audit findings,
external auditor issues); and

e Review of key outsourced operations at vendor locations.

Recommendation Disposition

1 | Take steps to ensure that the required bank | MCO management has devel oped atool to
account and zero balancing reconciliations | assist in the reconciliation process with

of the provider account are performed as | identifying and netting outstanding items.
required by the contract. MCO management has made excellent
Significance Rating: Material Weakness | stridesin this area and has been keeping
BWC personnel apprised of its progress. Full
resolution is anticipated at year-end.

Target Resolution Date: January 2009

2 | Monitor and research payments that have not | Outstanding checks were fully resolved
cleared within 90 days, as required by the within 120 days. The report that was

contract. Establish controls to verify the provided to BWC personnel did show some
outstanding check listing contains only checks that appeared to be outstanding when
checks that have not cleared the bank. in fact they were not. Reporting tools are

Significance Rating: Significant Weakness | now accurate and reflect correct information.
Current Resolution Status. I mplemented

3 | Log al provider checks immediately upon MCO management will develop a system to
receipt and forward the log to Accounting, track incoming provider checks and verify

where log should be reviewed to verify all deposits for provider refunds.
checks received were appropriately Target Resolution Date: November 2008
deposited.
Significance Rating: Significant Weakness

4 | Revise backup proceduresto require MCO management is working with
encryption of all devices prior to delivery to | corporate entities to determine the most
external vendors. appropriate solutions. Several options are




Recommendation

Disposition

Significance Rating: Significant Weakness

being explored including a tapel ess backup
solution that will allow on-site backups.
Target Resolution Date: March 2009

Implement steps to ensure provider bills are
submitted and paid according to policy.
Significance Rating: Significant Weakness

MCO management agrees with the results of
the sample conducted during the audit;
however, the sampleis not indicative of the
MCQO’ s day-to-day performance. Y ear-to-
date average bill turnaround time at the time
of the audit as reported by BWC on the
MCO Weekly Summary was below 6 days.
Current year-to-date turnaround time isless
than 7 days. MCO management disagrees
with the Significant Weakness designation
based on year-to-date results and welcomes
another audit sample.

Current Resolution Status: I mplemented

Develop controls to provide assurance that
the retrospective hill reviews for invoices
from states contiguous to Ohio are
performed as required by the contract.
Significance Rating: Significant Weakness

MCO management resolved this issue
immediately upon notification by BWC
Audit staff.

Current Resolution Status: Implemented

Revise policies and procedures to include an
explanation of the purpose for retrospective
in-patient hospital reviews and detailed
procedures, including documentation of
results.

Significance Rating: Significant Weakness

MCO management agrees with the audit
recommendations of revisions to the policies
and procedures. However, MCO
management feels that since there have been
no noted weaknesses to past or current
performance as it relate to in-patient bill
reviews, a designation of Significant
Weakness is excessive. MCO policies
related to this matter have been revised to
include more details relating to systematic
processes.

Current Resolution Status. I mplemented

Consider expanding the scope of the QA
reviews to include other critical areas of
operations.

Significance Rating: Significant Weakness

Although MCO management appreciates
BWC Auditors suggestions regarding the
additional areas of emphasis of the MCO
QA Department, the MCO is compliant with
section 1G of the 2008 MCO/BWC
Agreement. The MCO does audit treatment
decisions and billing proceduresin
connection with approved treatment requests
(as noted in the agreement). The MCO also
had reviewed and still reviews EOB 776
bills as recommended by BWC in the audit
findings. MCO management reserves the
right to determine additional areas of focus
of its QA department.




Recommendation Disposition

Current Resolution Status: Not
| mplemented

Auditor Opinion:

Overall, internal controls for the MCO were generally well designed and functioning effectively.
However, the audit identified a material weakness related to the reconciliations of the provider
account, which should receive immediate attention from the MCO management. Thisissue has
been noted as aweakness in prior audits and has not been appropriately resolved. Management is
generally in agreement with the audit findings and recommendations. The audit also identified
two minor recommendations for management’ s consideration.

IT Physical and Environmental Security — October 2008

Business area: Infrastructure and Technology

The BWC IAD conducted an audit of the Physical and Environmental Security of the
Infrastructure and Technology (IT) area, particularly asit relates to the operation of the
production data center in the William Green Building. The purpose of the audit was to assist
management in evaluating controls over I T security policies and procedures, environment (e.g.,
fire suppression), and physical accessto the facility. The audit scope included areview of the
following:

Activity Reviewed:

» Determined if there are appropriate documented policies and procedures in place;

» Evaluated the adequacy of internal controls for physical accessto the facilities,
transmission media, and display media;

» Assessed the adequacy of protection and controls for power and cabling; and

> Evaluated the adequacy of protection for fire, temperature, humidity, water, and
el ectromagnetism.

Recommendation Disposition

1 | Develop, publish, disseminate, maintain, and
regularly provide training for IT physical
and environmental protection policies and
procedures.

Significance Rating: M aterial Weakness

Management will develop comprehensive
physical and environmental security policy
and procedures and submit them for review
and approval; distribute to affected parties,
and develop plansto alter existing
procedures to conform to the new policies
and procedures.

Responsible Chief: Chief Information
Officer

Target Resolution Date: March 2009

2 | Includein the security policy a statement Management will schedule areview of

regarding the regular review by IT and user
departments of the list of people with access
to secure I T sites, and execute as stated.

access lists and current authorization, and
Security Team will incorporate language in
policies and procedures to address periodic




Recommendation Disposition

Significance Rating: Significant Weakness | reviews of access lists and maintenance of a
central repository of associated
authorizations.

Responsible Chief: Chief Information

Officer
Target Resolution Date: March 2009
3 | Includein the security policy a statement Management will complete areview of
regarding the regular review by IT and user | accesslogsto secureIT sites, and
department of the accesslogsto secure IT incorporate language in policies and
sites, and execute as stated. procedures to address periodic reviews of

Significance Rating: Significant Weakness | these access logs.
Responsible Chief: Chief Information

Officer
Target Resolution Date: March 2009
4 | Establish a policy for the frequency of Management will establish policy to cover
penetration testing. the frequency and depth of penetration/

Significance Rating: Significant Weakness | vulnerability tests.

Responsible Chief: Chief Information
Officer

Target Resolution Date: December 2008

5 | Develop policies and procedures around key | Management will identify individuals with
management to help control and account for | keys, and create a system to control the
keysfor all locked areas. issuance and inventory of keys, periodic
Significance Rating: Significant Weakness | review of the inventory, and retrieval when
an employee leaves the bureau.
Responsible Chief: Chief Information
Officer

Target Resolution Date: December 2008

Auditor Opinion:

In general, the internal controls appear to be adequate to prevent external penetration and
compromising of the data center. In addition, internal controls appear to be adequate for power
and cabling, and to protect the facilities from harm due to fire, temperature, humidity, water, and
electromagnetism. However, the audit identified a number of policies and procedures that need
to be formalized and/or updated. Management agrees with the recommendations and has
committed to an action plan for implementing or updating/formalizing their policies and
procedures. The audit also identified five minor recommendations for management’s
consideration.




BWC INTERNAL AUDIT DIVISION

COMMENTSISSUED - 1°" QUARTER ACTIVITY

BWC INTERNAL AUDIT DIVISION

OUTSTANDING COMMENTSAS OF SEPTEMBER 30, 2008

Non-Complying Employer Audit — August 2004

Recommendation Disposition

1 | BWC currently does not |apse employers Management has implemented a process in
that do not pay all premium amounts owed which employers are lapsed if they fail to
within adesignated time period. Whilethe | pay at least 65% of the premium amounts
remaining balances are certified to the owed. While management is considering
Attorney General for collection, the moving the percentage from 65% to 85%,
employer continues to have active coverage. | dueto cost benefit considerations, resource
Thisis contrary to industry standard practice. | constraints, and the existing process for
certifying unpaid amounts to the Attorney
General's Office for collection, management
does not intend to implement a procedure to
lapse all employersfailing to pay al
premium amounts owed.

Responsible Chief: Chief of Fiscal and
Planning

Target Resolution Date: Becember2007
December 2008

Current Resolution Status: Partially

| mplemented

Bankrupt Self-1nsured Claims— March 2006

Recommendation Disposition
1 | Consider alegidative change to permit The Deloitte Study is evaluating rates,

BWC to offset Permanent Total Disability reserves, surplus and a wide spectrum of IW

compensation for an injured worker compensation issues. Management has

receiving Social Security Retirement tabled thisissue until conclusion of the

benefits, potentially saving $60 million Deloitte Study in December 2008.

annually; “grandfather-in" current PTD Responsible Chief: Chief of Customer

recipients receiving both benefits to avoid Services

financial hardship to those individuals. Target Resolution Date: December 2008 —
Study, March 2009 —BWC Action
Current Resolution Status: In-process

Medical Billing and Adjustments— May 2006

Recommendation Disposition
1 | Thereisagenera lack of controls over the The Micro Insurance Reserving Analysis
identification and processing of medical bill (MIRA) Il team will not be ready to
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Recommendation

Disposition

adjustments which result in the need to adjust
the employers’ claims experience data.
Significance Rating: Significant Weakness

implement the electronic adjustment file
until later in the year. However, they may
be ready to implement with the third quarter
filein Oct/Nov 2008 using the quarter
ending claim cost files to identify the
adjustments.

Responsible Chief: Chief of Medical
Services and Compliance

Target Resolution Date: September2008
December 2008 (I T related)

Current Resolution Status: | n-process

To ensure the current interest payment
methodology operates in accordance with
statutory requirements, obtain clarification
regarding the correct interest payment
calculation and ensure Medical Invoice
Information System (M11S) and Cambridge
Systems calculations are consistent.
Significance Rating: Significant Weakness

Further analysis showed a new resolution
was required. Therefore, apreliminary
meeting is planned to discuss requirements
for implementing the interest calculation.
This project is being added in Clarity using
the EPMO mode for project management.
Responsible Chief: Chief of Medical
Services and Compliance

Target Resolution Date: September2008
December 2008 (I T related)

Current Resolution Status: | n-process

There are currently two active systemsin
place for processing medical payments with
limited Infrastructure & Technology and
Health Partnership Program technical support.
Maintenance of the two systemsis inefficient
and resultsin increased systems maintenance
Ccosts.

Significance Rating: Significant Weakness

The RFP evaluation committee has selected
Cambridge as the medical bill payment
vendor. However, a process work group is
studying the bill payment process to
formulate along-term plan. As part of this
study, timelines and action plans will be
developed to transition from the MI1S
system to the Cambridge system. This
group’ swork is scheduled to be concluded
in December 2008. Therefore, the timeline
has not yet been developed that would
provide a more accurate date for total
shutdown of MIIS.

Responsible Chief: Chief of Medical
Services and Compliance

Target Resolution Date: June 2008+
related)-Not Deter minable Until
December 2008

Current Resolution Status: |n-process

Risk/Employer Operational Review — June 2006

Recommendation

Disposition

1 \ Policy and procedures were not written for

The four remaining core procedures are on
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Recommendation

Disposition

most functions and activities.
Significance Rating: Significant Weakness

schedule to be completed. All procedures
will be completed by October 2008.
Responsible Chief: Chief of Customer
Services

Target Resolution Date: Juhy-2008
October 2008

Current Resolution Status: |n-process

BWC does not ensure al employers under
jurisdiction of Ohio workers' compensation
laws have obtained workers' compensation
coverage. Systematic cross checks should
exist with other state agencies.
Significance Rating: Material Weakness

The Employer Compliance project team
completed its recommendations and issued
itsreport in May 2008. Management
accepted the team's recommendations and
laid out a 3 phase implementation plan.
Management, in conjunction with OCSEA
labor union leadership, instituted a voluntary
canvassing of existing BWC employeesto
fill the new unit. Six staff members were
chosen for phase | rollout and were trained
during July 2008. The compliance team
officialy began in August 2008. Phase |
will begin in the fall of 2008 and the final
phase (Phase I11) will complete statewide
rollout in first quarter 2009.

Responsible Chief: Chief of Customer
Services

Target Resolution Date: August 2008 —
Phase | and March 2009 for remaining
phases

Current Resolution Status: |n-process

Minimum premiums may not be adequate.
The recently revised Ohio Administrative
Code Section 4123-17-26, (administrative
charge rule) has been increased to cover the
administrative expense of maintaining the
policies that report no payroll. However,
thereis still inherent risk with the policies
that have greater exposure due to industry
type.

Significance Rating: M aterial Weakness

Awaiting results from the Del oitte study.
Designated Chief: Chief Actuarial Officer
Target Resolution Date: December 2007
(RFP issuance); December 2008
(consultant report)

Current Resolution Status: |n-process

Current process controls do not adequately
identify duplicate employer policies.
Employers can avoid higher premiums by
acquiring anew policy, while having an
existing policy for the same business.
Significance Rating: Significant Weakness

System change requests are being
reevaluated.

Responsible Chief: Chief of Customer
Services

Target Resolution Date: AprH-2008
September 2008 (1T related)

Current Resolution Status: I n-process

When payroll reports are received there is no
review to determine if estimated Premium

This project is being prioritized by the
Employers Services change management
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Recommendation

Disposition

Security Deposits are correct. The lack of
review could result in lost revenue due to
under reported estimates for premium
security deposits.

Significance Rating: Significant Weakness

team, but is not yet scheduled. The Deloitte
Study will also evaluate thisissue and is due
to be completed by December 2008.
Responsible Chief: Chief of Customer
Services

Target Resolution Date: Junre2008
December 2008 (I T related)

Current Resolution Status: |n-process

Time Reporting and L eave Usage — August 2006

Recommendation

Disposition

Develop controls to validate that payroll
report information is entered accurately and
completely into the database system and that
the amounts in the payroll disbursement
journals agree with the information on the

payroll reports.
Significance Rating: Significant Weakness

The implementation of Ohio Administrative
Knowledge System (OAKSs) and the
electronic entry and approval of employee
time has improved controls to help ensure
accuracy of payroll information. Fiscal and
Planning staff continue to work with OAKs
personnel to develop areport of payroll
adjustments to provide assurance that only
properly approved adjustments to payroll
information are performed. The OAKs
system at this time does not accommodate
this type of report and additional time has
been required to develop it.

Responsible Chief: Chief of Fiscal and
Planning

Target Resolution Date: Oectober2007
May-2008 September 2008

Current Resolution Status: I n-process

Claims Oper ational Review — September 2006

Recommendation

Disposition

Systematically assign new injury claims filed
with no return to work date and an 1CD-9 code
to the lost time service offices.

Significance Rating: Significant Weakness

The triage system change has been evaluated
asaTier 2 enterprise initiative. Following
planning and implementation of all strategic
initiatives, Tier 2 initiatives will be scheduled
based upon available resources.

Responsible Chief: Chief of Customer
Services

Target Resolution Date: June2008
December 2008 (IT related)

Current Resolution Status:. | n-process
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Recommendation

Disposition

Enhance current V3 system to link an injured
worker with multiple claims to the same case
manager or team.

Significance Rating: Significant Weakness

The service delivery and response allocation
study is complete and staffing priorities are
being addressed as resources become
available. For example, we are reviewing
reallocating death and Permanent Total
Disability claimsto specialized regional
teams. We will aso establish new processes
to address other inefficiencies highlighted in
the study.

Responsible Chief: Chief of Customer
Services

Target Resolution Date: Jure2008 June
2009

Current Resolution Status: In-process

Research, benchmark, and devote the
resources necessary to create, train, and
implement the use of pertinent, financially
focused performance and outcome
measurements to support the staffing process.
Significance Rating: Significant Weakness

The study is complete and staffing priorities
are being addressed as resources become
available. For example, we are reviewing
reallocating death and Permanent Total
Disability claimsto specialized regional
teams. We will also establish new processes
to address other inefficiencies highlighted in
the study.

Responsible Chief: Chief of Customer
Services

Target Resolution Date: June-2008 June
2009

Current Resolution Status: In-process

Indemnity Claims Over payment Audit — October 2006

Recommendation

Disposition

Implement procedures requiring supervisory
review and approval of requests for the
removal or adjustment of overpayment
amounts.

Significance Rating: Significant Weakness

The overpayment policy is currently under
review as part of the yearly review process.
The IMS review process will be verified and
policy updated accordingly.

Responsible Chief: Chief of Customer
Services

Target Resolution Date: February-2008
May-2008 September 2008 (policy)

Current Resolution Status: In-process

To effectively collect IW overpayments,
determine best practices for W overpayment
collection and request legislative changes
allowing the BWC to adopt the best practices
identified.

Significance Rating: Significant Weakness

Overpayments are recouped to the extent
allowed by existing legislation. Project has
been delayed by other business priorities and
staffing issues.

Responsible Chief: Chief of Fiscal and
Planning

Target Resolution Date: Jandary-2008
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Recommendation Disposition

December 2008
Current Resolution Status: In-process

Manual Override — December 2006

Recommendation Disposition
1 | Resolve the current rating inequity between Three teams of BWC staff and consultants
group rated and non-group rated employers. are addressing the multi-year transition to
Management should also adopt standard the split plan by July 2011, development of
controlsto prevent rate manipulation by performance based premium options for
employer groups. Possible corrective actions | employers (e.g., deductibles, shared savings
could include restoring credibility factors plans), and communications and outreach
assigned to employer groupsto levels with all stakeholders. Group structural and
consistent with sound actuarial standardsand | governance rules are being devel oped along
prohibiting groups from utilizing claims with all details of the plan asits
experience as an eligibility criterion for group | implementation progresses.
participation. Responsible Chief: Chief Actuarial
Significance Rating: Material Weakness Officer
Target Resolution Date: December 2006
(actuarial study); Juhy-2009 July 2011
(implementation plan)
Current Resolution Status: In-process

Information Technology General and Application Controls Risk Assessment —
January 2007

The IAD worked together with the IT Division to voluntarily contract with an external auditing
firm to perform a baseline review of the internal general and applications controls of BWC'sIT
Division.

Recommendation Disposition
1 | Security violation and monitoring isnot in IT completed theinitial installation of the
effect for all computer environments or monitoring/logging software for the targeted
applications. Therefore, trending or servers as planned in August 2008. Since
advanced analysis for security violationsis | then, the IT team has been validating the
not performed. logging information that is being gathered

Significance Rating: Material Weakness | and refining the processes. The team till
plans to document the technical
environment, the alarm processes, and the
auditing and logging policies; and to
examine the feasibility of expanding to other
servers.

Responsible Chief: Chief I nformation
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Recommendation

Disposition

Officer
Target Resolution Date: M-areh-2008 June

2008-August-2008 December 2008

Current Resolution Status: | n-process

Powerful IDs are neither logged nor
monitored. Therefore, activities performed
using apowerful ID (e.g., default database,
system, or network administrator account) or
powerful utility are neither captured nor
reviewed.

Significance Rating: Material Weakness

IT completed the initial installation of the
monitoring/logging software for the targeted
servers as planned in August 2008. Since
then, the IT team has been validating the
logging information that is being gathered
and refining the processes. The team still
plans to document the technical
environment, the alarm processes, and the
auditing and logging policies; and to
examine the feasibility of expanding to other
servers.

Responsible Chief: Chief Information
Officer

Target Resolution Date: Mareh-2008 June
2008-August-2008 December 2008

Current Resolution Status: | n-process

Compensation Audit Review —Mar ch 2007

Recommendation

Disposition

Implement controls on Compensation Audits
completed by the IMS/Service Office
Managers to provide reasonabl e assurance
that audits are completed accurately and
consistently. Also, take appropriate steps to
ensure IMS are properly utilizing the
Compensation Audit Tool and apply a
consistent audit methodology to each
guestion.

Significance Rating: Significant Weakness

Recommended changes and enhancements to
the Claim Audit Tool have been submitted to
Infrastructure & Technology for updates.
Due to Office’ 07 conversion issues, the
changes to the Access Database have not
been completed. As an interim step, Field
Operations Administration is utilizing data
warehouse reports and review procedures to
confirm that the following are being

audited: 1) All payments greater than
$50,000; 2) All miscellaneous payments; 3)
All lump sum advancements greater than
$10,000. Thisprocessisbeing utilized until
the requested changes and enhancements for
the Claim Audit Tool are completed.
Responsible Chief: Chief of Customer
Services

Target Resolution Date: Field Operations
— AprH-2007;Field Operations (QA
Related) — February-2008 June-2008
March 2009

Current Resolution Status: | n-process
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Salary Continuation Program — M arch 2007

General Comment Regar ding Resolution of Salary Continuation Audit Observations:

Since December 2007, management has taken several steps to mitigate the more critical data
integrity and injured worker benefit accountability risks identified in the Salary Continuation
audit. Most program changes took effect July 1, 2008. However, Deloitte has recently released
their analysis of severa BWC premium discount programs, including salary continuation. Based
on their analysis, BWC management is now evaluating the effectiveness of those discount
programs and their impact on employer premium rates. To that end, management is postponing
any additional changes to the salary continuation program until December 2008, at which time
product recommendations are targeted for delivery to the BWC Board of Directors.

Recommendation

Disposition

Develop management reporting to ensure
initial contacts and all ongoing contacts are
being made in Salary Continuation (SC)
claims. Enforce existing policy and
implement the necessary incentives and
penalties as a control to ensure that
participating employers are meeting all
reporting requirements. Conduct a data and
status cleanup project on the SC claimsin an
“unknown” status. Amend the SC policy to
clarify expectations, roles, and
responsibilities of BWC aswell asMCO
staff.

Significance Rating: Significant Weakness

Awaiting the results of the Deloitte Study.
Responsible Chief: Chief of Customer
Services

Target Resolution Date: Becember2004:
AprH-2008 (“unknown claim” project
clean up) M-ay-2008 July-2008 M ar ch 2009

Current Resolution Status: I n-process

Establish controls for monitoring and
reporting wage submissions.
Significance Rating: Significant Weakness

Awaiting the results of the Deloitte Study.
Responsible Chief: Chief of Customer
Services

Target Resolution Date: Becember2007
May-2008 July-2008 M ar ch 2009

Current Resolution Status: I n-process

Enforce existing policy and implement the
necessary incentives and penalties as a
control to ensure that participating employers
are meeting all reporting requirements.
Significance Rating: Material Weakness

Awaiting the results of the Deloitte Study.
Responsible Chief: Chief of Customer
Services

Target Resolution Date: Becember2007
M-ay-2008 July-2008 M ar ch 2009

Current Resolution Status. | n-process

Ensure that injured workers receive
sufficient information to make informed
decisions concerning salary continuation.
Significance Rating: Significant Weakness

Awaiting the results of the Deloitte Study.
Responsible Chief: Chief of Customer
Services

Target Resolution Date: AprH-2008 July
2008 March 2009

Current Resolution Status: I n-process

Regarding lost time changeovers, BWC
should ensure return to work dates, salary
continuation, and lost time changeovers are

Awaiting the results of the Deloitte Study.
Responsible Chief: Chief of Customer
Services
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re-assigned to the proper service offices.
Reserve these claims properly and apply the
corrected dollar impacts to the premiums and
to the state fund. Develop management
reporting to keep future claims from being
overlooked, and to eliminate adverse impacts
to the state fund.

Significance Rating: Material Weakness

Target Resolution Date: Staffing -
February 2007; Procedure Updates -
September 2007; Quality Control-
Implemented - December 2007; Claim
project-clean-up—AprH-2008 M ar ch 2009

Current Resolution Status: I n-process

Revise the existing policy to contain clear
and concise language for utilization of
Independent Medical Exams (IME) and other
claims management tools to avoid confusion
and multiple interpretations. Ensure all
IMEs are completed correctly and timely in
accordance with BWC Policy.

Significance Rating: Significant Weakness

Awaiting the results of the Deloitte Study.
Responsible Chief: Chief of Customer
Services

Target Resolution Date: Becember2007
Juhy-2008 M ar ch 2009

Current Resolution Status: I n-process

Develop a standard referral system to
identify, contact, educate, and track all
employers who are not in compliance with
the Salary Continuation Policy.
Communicate to Field Operations that the
Policy Department role is defining the
policy, not enforcing the policy. Promulgate
aformal rule to support program
enforcement.

Significance Rating: Material Weakness

Awaiting the results of the Deloitte Study.
Responsible Chief: Chief of Customer
Services

Target Resolution Date: Becember2007
May-2008 December 2008

Current Resolution Status: | n-process

Phar macy Benefit Manager Audit —May 2007

Recommendation

Disposition

Develop payment structure that does not
reimburse for drugs not dispensed.
Significance Rating: Significant Weakness

Medical Services Division provided
documentation to support the
implementation of this recommendation to
IA. Validation of these system changes will
be performed by Compliance and
Performance Monitoring (CPM) Department
during the next on-site review of ACS during
1% quarter of calendar year (CY) 2009.
Internal Audit will validate the
implementation of the recommendation after
this on-site.

Responsible Chief: Chief of Medical
Services and Compliance

Target Resolution Date: Juhy-2008 Mar ch
2009

Current Resolution Status: | mplemented

Require vendor to resume imaging of bills
and increase oversight.

The vendor has resumed imaging of bills.
CPM was unable to validate the imaging of
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Recommendation

Disposition

Significance Rating: Significant Weakness

bills during the April 2008 on-site review.
CPM isplanning to validate at the Pharmacy
Benefit Management vendor’ s Henderson,
SC office during 4™ quarter of CY 2008.
Responsible Chief: Chief of Medical
Services and Compliance

Target Resolution Date: Apri-2008
December 2008

Current Resolution Status. | n-process

Evaluate program resources, review contract,
and require the vendor to submit an
attestation letter stating that rebates and
discounts have not been received.
Significance Rating: Significant Weakness

BWC is anayzing the pharmacy consultant
report to determine the best use of the
information and which recommendations to
implement. Those recommendations
requiring a contract change will be
incorporated into the Request for Proposals
process and new contract implementation.
Responsible Chief: Chief of Medical
Services and Compliance

Target Resolution Date: October 2008
(PBM contract RFP issued ); December
2008 (RFP responsesreceived and vendor
selected); January 2009 (execute contract
with new vendor); July 2009 (new
contract effective date); October 2009
(complete compliance testing)

Current Resolution Status: | n-process

Consider utilizing vendor’ s technology.
Significance Rating: Significant Weakness

BWC hasincreased the utilization of the
vendor's technology as evidenced by changes
to the preferred drug list in both January and
September of 2008; however, written policy
and procedures were not documented. The
Medical Services Division will document a
policy and procedures for the on-

going review and analysis of opportunitiesin
which the vendor's technology can be
tailored to BWC requirements for the
purpose of improving administrative
efficiencies.

Responsible Chief: Chief of Medical
Services and Compliance

Target Resolution Date: Mareh-2008 June
2008 September2008-December 2008

Current Resolution Status: | n-process

Develop action plan to strengthen oversight
and improve management of the program.
Significance Rating: Significant Weakness

The Medical Services Division created a
Pharmacy Program Department and a
director level position to oversee and
develop BWC' s pharmacy program. The
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Recommendation

Disposition

new director, once hired, will report to
BWC’'s Medical Director. Departmental
responsibilities will include researching and
implementing appropriate industry best
practices; identifying trends; periodically
analyzing the program for process
improvements, to include customer service
and cost savings; identifying appropriate
contract requirements; and ensuring contract
and program compliance. The Pharmacy
Program Department will continue to seek
guidance from the Pharmacy and
Therapeutic committee as necessary. The
CPM Department will monitor program
outcomes and contract compliance.
Responsible Chief: Chief of Medical
Services and Compliance

Target Resolution Date: September2007
December 2009

Current Resolution Status: In Process

Periodically test transactions to ensure
discounts are passed-through to BWC.
Significance Rating: Significant Weakness

BWC is analyzing the pharmacy consultant
report to determine the best use of the
information and which recommendations to
implement.

Responsible Chief: Chief of Medical
Services and Compliance

Target Resolution Date: Apri-2008
August 2008 (complete analysis on
pharmacy consultant report); October
2008 (PBM contract RFP issued );
December 2008 (RFP responses received
and vendor selected); January 2009
(execute contract with new vendor); July
2009 (new contract effective date);
October 2009 (complete compliance
testing)

Current Resolution Status: | n-process

Conduct sufficient review and analysis to
identify opportunities.
Significance Rating: Significant Weakness

BWC is anayzing the pharmacy consultant
report to determine the best use of the
information and which recommendations to
implement. Any program improvement
opportunities requiring a contract language
change would be implemented with the new
contract period beginning July 2009.
Responsible Chief: Chief of Medical
Services and Compliance

Target Resolution Date: AprH-2008
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Recommendation

Disposition

August 2008 (complete analysison

phar macy consultant report); October
2008 (PBM contract RFP issued );
December 2008 (RFP responses received
and vendor selected); January 2009
(execute contract with new vendor); July
2009 (new contract effective date);
October 2009 (complete compliance
testing)

Current Resolution Status: I n-process
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Retrospective Rating Program Audit — June 2007

Recommendation

Disposition

Evaluate additional alternatives to augment,
compliment, or replace financial statement
audit requirements.

Significance Rating: Significant Weakness

The Deloitte Study includes the Retro
Program and BWC management is expecting
comments regarding the audited financial
requirement which will be considered at that
time. Additionally, the product development
team is researching best practices uses by
other states and the entire program
parameters. We are also in the process of
issuing a RFI to understand what vendor
products are currently available that would
help us determine financia strength and
creditworthiness. Additionally, ateamis
being formed to focus on public employer
underwriting issues.

Responsible Chief: Chief of Customer
Services

Target Resolution Date: Becember2007
Recommendationsto-sentorstatt)
December 2008 (Deloitte Study); July
2008 (implementation for private
employers) and January 2009

(public entities)

Current Resolution Status: | n-process

Evaluate requirements and objectives of the
program to ensure support exists for al goals
and outcomes. Consider eliminating the
allowance of any employer who is
financialy unstable, including employers
who arein a part pay status from the
program.

Significance Rating: Material Weakness

The Deloitte Study includes the Retro
Program and BWC management is expecting
comments regarding the audited financial
requirement which will be considered at that
time.

Responsible Chief: Chief of Customer
Services

Target Resolution Date: Becermber2008
March 2009

Current Resolution Status: I n-process

Develop ongoing reporting and conduct
detailed trending and analysis of pertinent
program management data.

Significance Rating: Significant Weakness

Deloitte is conducting an analysis of the
Retro Program in Fall 2008. These results
with input from BWC's Actuarial
Department are expected to address
appropriate metrics and measurements. Until
December 2008, the Retro Unit devel oped
and isusing a Bankruptcy Analysis
Summary to track number of employers
filing bankruptcy while still within the 10
year window of their Retro participation.
Responsible Chief: Chief of Customer
Services
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Recommendation

Disposition

Target Resolution Date: Apri-2008
December 2008 (Deloitte Study)

Management Action —March 2009
Current Resolution Status: I n-process

Personal Trading Policy Consulting Project — October 2007

Recommendation

Disposition

Establish a Persona Trading Compliance
Committee to develop a personal trading
policy and ongoing monitoring procedures
for BWC.

Significance Rating: Significant Weakness

The Personal Trading Policy Committee met
and received legal advice from the Legal
Division. Copies of internal trading policies
from other entities were obtained. The Chief
Ethics Officer and the Legal Division have
met and Legal has developed a preliminary
draft of the policy. After consultation with
the Chief Investment Officer, the Chief
Ethics Officer has revised the draft policy
and submitted to Chief Investment Officer
for further consultation. The committee will
review and comment on the draft by
November 2008.

Responsible Chief: Chief Ethics Officer
(consultation by Chief Investment Officer)
Target Resolution Date: Committee
formation — Implemented; Policy
implementation — Fe-be-determined-by
committee October2008 November 2008
Current Resolution Status— I n-process

I nvestment Reconciliation Consulting Project — October 2007

Recommendation

Disposition

Enhance month-end reporting standards
placed on external investment managers and
require them to report detailed holdings data.
Reconcile returns calculated by the BWC's
performance provider to those calculated by
the external investment managers on a
monthly basis.

Significance Rating: Significant Weakness

Procedures have been formalized for the
review of holdings reconciliations between
BWC's book of business and the custodial
bank. In addition, the recommended
performance reconciliations are being
performed. Management isin the process of
formalizing the procedures for review of the
performance reconciliations.

Responsible Chief: Chief of Fiscal and
Planning

Target Resolution Date: Apri-2008-June
2008 August-2008 December 2008
Current Resolution Status— I n-process
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Vocational Rehabilitation Audit— October 2007

Recommendation

Disposition

Implement processes to review the actual
vocational rehabilitation costs billed in
clamsfor reasonableness and
appropriateness.

Significance Rating: Material Weakness

Compliance and Performance Monitoring
will create a query to be generated routinely
by the VVoc Rehab Policy department which
identifies specific claims which are outliers
for voc rehab service costs. The Voc Rehab
Policy department will submit this report to
the respective Disability Management
Coordination (DMC) for review and follow-
up. The Voc Rehab Policy department will
accumulate the DMC responses and initiate
actions as appropriate.

Responsible Chief: Chief of Medical
Services and Compliance

Target Resolution Date: Apri-2008-June
2008-December 2008

Current Resolution Status: In-process

Take steps to eliminate the potential conflict
of interest created by MCOs that refer
vocational rehabilitation casesto their related
companies.

Significance Rating: Material Weakness

The implementation of this recommendation
will follow the successful implementation of
the Vocational Rehabilitation (VR) redesign
recommendations #2-6 and rule change.
Responsible Chief: Chief of Medical
Services and Compliance

Target Resolution Date: October 2008
Current Resolution Status: In-process

Formalize policy regarding the authority of
the DMCsto challenge MCO feasibility
determinations.

Significance Rating: Material Weakness

The implementation of this recommendation
will follow the successful implementation of
the VR redesign recommendations #2-6 and
rule change.

Responsible Chief: Chief of Medical
Services and Compliance

Target Resolution Date: October 2008
Current Resolution Status:. | n-process

Implement controls over the coordination
agreement with the Rehabilitation Services
Commission (RSC) to ensure costs expended
under that program are only incurred for
eligible injured workers and are reasonable
and appropriate.

Significance Rating: Material Weakness

BWC isreconciling information on an RSC
prepared report to BWC data. A training
date has been established for BWC to
educate RSC on the process for requesting
claimant eligibility.

Responsible Chief: Chief of Medical
Servicesand Compliance

Target Resolution Date: June2008
October 2008

Current Resolution Status: In-process

Establish effective quality assurance review
procedures to ensure various controls and
activities performed by DM Cs are proper,

The Rehab Redesign team has compl eted the
following: 1) development of DMC
performance measures, 2) development of an
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Recommendation

Disposition

timely, and in accordance with policies and
statutes.
Significance Rating: Significant Weakness

audit tool for IMSto audit the DMC, 3)
identification of new V3 diary categories for
DMC and IMS accountability, 4)
development of a DMC policy resource tool,
and 5) identification of V3 screen tabsto
track plan costs. In the interim period while
resources are gathered to implement the
above, the CST Team L eaders have received
renewed direction to utilize the Case Action
Reports. Thisisa‘stop light’ report run
weekly to show progress on individual cases
on aDMC'’s caseload. The Team Leaders are
now using this to assure DMC duties are
completed timely. The Rehab Redesign
Steering Committee has now approved the
proposed recommendations. The Rehab
Redesign Workgroup will outline the
implementation plan by end of October 2008
to include resource restraints. After resource
needs are presented and responded to by HR,
Training and IT anew Target Resolution
Date will be given.

Responsible Chief: Chief of Medical
Services and Compliance

Target Resolution Date: June 2008 August
2008 Target date will require
modification, but reasonable date has not
yet been identified.

Current Resolution Status: In-process

Review credentialing and position
reguirements for DMC positions and ensure
individuals possess the qualifications to
manage the vocational rehabilitation process.
Establish a process to monitor DMC
certifications to ensure the required
credential s are maintained.

Significance Rating: Significant Weakness

The committee designated to implement the
DMC agreement requirements will review
the establishment of a process to monitor
DMC certifications. The Medical Services
Division will discuss thisissue with the HR
Division to determine the best location for
this ongoing requirement.

Responsible Chief: Chief of Medical
Services and Compliance

Target Resolution Date: M-areh-2008
October 2008

Current Resolution Status: In-process

Managed Care Organization Audit # 2 — January 2008

Recommendation

Disposition

1 | Take steps to improve the MCO's financial

MCO management has taken stepsto resolve
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Recommendation

Disposition

condition to ensure quality service is not
interrupted to injured workers, employers,
providers and BWC.

Significance Rating: Material Weakness

the financia difficulties experienced.
Target Resolution Date: November 2008
Current Resolution Status: I n-process

Establish processes to facilitate an annual
review and testing of the entire disaster
recovery plan and perform any necessary
updates each year.

Significance Rating: Significant Weakness

MCO management updated the disaster
recovery plan and will work with their IT
consultant to develop a process to
periodically test the plan.

Target Resolution Date: November 2008
Current Resolution Status:. | n-process

Establish processes and controls to help
ensure audit findings are resolved within the
contract timeframes. Take stepsto refund
the provider overpaymentsto BWC.
Significance Rating: Significant Weakness

Management is in the process of recovering
the provider overpayments and performing

the required adjustments.

Target Resolution Date: November 2008

Current Resolution Status: I n-process

Permanent Total Disability Claims Audit —January 2008

Recommendation

Disposition

Meet with IT management and evaluate the
cost benefit of updating the V3 system to
better assist in the process of Permanent
Total Disability and Disabled Workers
Relief Fund or devel op compensating
controls.

Significance Rating: Significant Weakness

System changes will not likely occur.
Management has three highly specialized
functions, of which thisis one, that will be
regionalized. All will likely be implemented
concurrently.

Responsible Chief: Chief of Customer
Services

Target Resolution Date: December 2008
Current Resolution Status: | n-process

Review other aternatives for processing
Permanent Total Disability (PTD) claimsto
provide more effective and efficient claim
mai ntenance.

Significance Rating: Significant Weakness

Management is reviewing and prioritizing
recommendations for regionalizing the
handling of PTD and Death claimsin
specialized offices.

Responsible Chief: Chief of Customer
Services

Target Resolution Date: Jure2008
December 2008

Current Resolution Status: | n-process

Implement controls to ensure that Disabled
Workers Relief Fund (DWRF)
overpayments are processed and recouped in
accordance with statute and BWC policy.
Significance Rating: Significant Weakness

The policy ison target.

Responsible Chief: Chief of Customer
Services

Target Resolution Date: October 2008
Current Resolution Status: | n-process

Establish the essential resources needed to
compl ete the previous clean up project by
identifying and reviewing claims that have
never been reviewed and correcting those

All claims not requiring additional
information from active self-insured
employers (Sl) are reviewed with
approximately $200,000 paid to injured
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Recommendation

Disposition

claims with outstanding errors.
Significance Rating: Significant Weakness

workers. The remaining 1,838 claims and
all new claims of active SI employers have
been pushed to Phase IV of the project.
Lettersto Slswill be mailed and the
completion of this phase depends on
employer responses.

Responsible Chief: Chief of Customer
Services

Target Resolution Date: Junre2008
December 2008

Current Resolution Status: I n-process

Implement processes and/or controls to
monitor claims in which the IW has clearly
retired (or is eligible for retirement) are
calculated and paid appropriately.
Significance Rating: Significant Weakness

Management has requested a system change
control so the diary will post to the assigned
and DWRF Claims Service Specialist when
an injured worker reaches the age 62 and
there is no retirement date in V3. Resources
and timeframes have not been identified at
thistime.

Responsible Chief: Chief of Customer
Services

Target Resolution Date: December 2008
Current Resolution Status: | n-process

Determine the overall impact and best
course of action regarding the incorrect
overpayments to ensure the accounts
receivable balance and BWC financial
statements are accurate, and identify and
correct the erroneous DWRF overpayments.
Significance Rating: Significant Weakness

Any system change to V-3 isunlikely to
occur. We are reviewing DWRF
overpayments with the intention of
identifying inappropriate ones for write-off.
Responsible Chief: Chief of Customer
Services

Target Resolution Date: April 2008
(over payment correction); February 2009
(clean-up project); February 2008 (QA;

I T related)

Current Resolution Status: | n-process
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Medical Bill Payment Process Audit — March 2008

Recommendation

Disposition

Evaluate a change to the current Ohio
Administrative Code to shorten the statute of
limitations for medical bill paymentsto
model other state workers' compensation
systems.

Significance Rating: Significant Weakness

Management will investigate shortening the
statute of limitations for medical bill
payments in conjunction with the strategic
objective for benefit plan design and
coverage.

Responsible Chief: Chief of Medical
Servicesand Compliance

Target Resolution Date: December 2008
Current Resolution Status: In-process

Complete areview to determine the
feasibility of eliminating levels of appealsin
the Alternative Dispute Resolution process.
Significance Rating: Significant Weakness

A SMART objective workgroup is
researching this option and developing a
recommendation for the Chief of Medical
Services approval.

Responsible Chief: Chief of Medical
Services and Compliance

Target Resolution Date: December 2008
Current Resolution Status:. | n-process

Finalize and approve the draft overpayment
policy and make the final determination on
the outstanding MCO and provider
overpayments.

Significance Rating: Significant Weakness

A draft overpayment policy is currently
being reviewed by the Division Chief. Once
the policy is approved, training and reference
guides will need to be developed. This
process will require approximately 60 days.
Responsible Chief: Chief of Medical
Services and Compliance

Target Resolution Date: Oetober2008
February 2009

Current Resolution Status: I n-process

Monitor and track the certification
application processto verify all providers are
routinely reapplying for certification and
providing the Bureau with credentialing
information.

Significance Rating: Significant Weakness

Medical Services Division requested an
interpretation of the Ohio Elections Law and
its impact on the provider enrollment and
certification processes and will comply with
the Ohio Elections Commission opinion.
Responsible Chief: Chief of Medical
Services and Compliance

Target Resolution Date: December 2008
Current Resolution Status: I n-process

Implement a comprehensive bill tracking and
reporting process to include MCO timelines
to monitor compliance with BWC policies;
and consider reimbursing providers directly
from BWC.

Significance Rating: Significant Weakness

CPM is conducting the on-site bill payment
process review of MCOs. Direct
reimbursement to providersby BWC is
being evaluated in a SMART objective
workgroup. The 1st meeting of the
workgroup was held during September 2008.
Responsible Chief: Chief of Medical
Services and Compliance

Target Resolution Date: December 2008
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Recommendation

Disposition

Current Resolution Status: I n-process

Subrogation Audit —May 2008

Recommendation

Disposition

Collaborate with al unitsinvolved to
document an agency-wide workflow of the
subrogation process.

Significance Rating: Material Weakness

The Subrogation Unit will work with the
applicable business units to document an
agency-wide subrogation process.
Responsible Chief: Chief Legal Officer
Target Resolution Date: December 2008
Current Resolution Status: | n-process

Reconcile the monies received for accuracy
and completeness, and verify the accuracy of
the outstanding balance.

Significance Rating: Material Weakness

The Subrogation Unit’s management will
collaborate with all unitsinvolved to define
responsibilities, develop, and implement a
reconciliation process.

Responsible Chief: Chief Legal Officer
Target Resolution Date: September 2008
Current Resolution Status: | n-process

Consider assigning unit responsibilities
based on job skills and dollar thresholds,
prioritize cases and evaluate if a portion of
the casel oad can be outsourced to external
parties, and develop monitoring and quality
assurance reviews to ensure timely and
efficient processing.

Significance Rating: Significant Weakness

Management will re-evaluate staffing needs
and recommend the appropriate changes.
Responsible Chief: Chief L egal Officer
Target Resolution Date: November 2008
Current Resolution Status: I n-process

Define responsibilities, provide additional
training, improve communication between
the two departments, and utilize the Service
Offices subrogation coordinators to

research incompl ete referrals.

Significance Rating: Significant Weakness

Medical Claims and Subrogation Unit
worked with IT on developing a Data
Warehouse report for Medical Claims Team
Leadersto use to audit potential subrogation
claims. Thisreport is based off an old
existing Subrogation Unit Data Warehouse
report. Medical Claims Supervisors are
scheduled to begin using the report for QA
audits beginning in September 2008.
Responsible Chief: Chief of Customer
Services

Target Resolution Date: September 2008
Current Resolution Status: | n-process
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Recommendation

Disposition

Establish proactive controls and monitoring
processes to ensure eligible class members
receive repayment notices within the court
decreed timelines.

Significance Rating: Significant Weakness

Subrogation met with I'T to develop areport
to notify subrogation of address changes for
Santos claims. The report was created but
minor enhancements are needed before this
report can be relied upon for address
updates.

Responsible Chief: Chief L egal Officer
Target Resolution Date: August2008
December 2008

Current Resolution Status: | n-process

Develop ongoing reporting and conduct
detailed trending and analysis of datato
assist in monitoring the subrogation
rocesses.

Significance Rating: Significant Weakness

A staff member will be assigned to manage
the Attorney General Office’s portfolio and
the Unit will meet with IT to request
enhancements to the current system.
Responsible Chief: Chief Legal Officer
Target Resolution Date: September 2008
(Meet with IT); December 2009 (potential
target datefor IT)

Current Resolution Status:. | n-process

Consider collaborating with I T to explore
potential system enhancements to better
support the subrogation process.
Significance Rating: Significant Weakness

The Subrogation Unit will work with IT to
develop a system that isintegrated with
other BWC systems.

Responsible Chief: Chief Legal Officer
Target Resolution Date: September 2008
(Meet with IT); December 2009 (potential
target datefor 1T)

Current Resolution Status: I n-process

Forthwith/Miscellaneous Special Payments Audit — July 2008

Recommendation

Disposition

Modify the Rates & Payments system to
include basic information on all warrants
initiated within it.

Significance Rating: Significant Weakness

Phase 1 of the Electronic Funds Transfer
Mandate program is to be implemented in
November 2008.

Responsible Chief: Chief Information
Officer

Target Resolution Date: November 2008
Current Resolution Status: I n-process
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Managed Care Organization Audit # 4 — July 2008

Recommendation

Disposition

Modify the MCO system backup procedures
to ensure that backup devices are encrypted.
Significance Rating: Significant Weakness

MCO management is in the process of
revising backup procedures to include
encryption of backup devices.

Target Resolution Date: December 2008
Current Resolution Status: | n-process

Revise procedures to ensure that the
mailroom date stamps all mail (including
bills) upon receipt. Posted procedures should
match the MCO’ s policy and procedure
manual.

Significance Rating: Significant Weakness

MCO management has updated the policies
and procedures to ensure posted procedures
match the policies and procedures manual.
This change includes a requirement that bills
received at the MCO location are date
stamped prior to forwarding to their vendor
location. MCO management disagrees with
the recommendation to date stamp items
immediately upon receipt and feels that the
revised procedures ensure accurate receipt
information and compliance with the
contract.

Target Resolution Date: May 2008
(policy updates)

Current Resolution Status: Partially

| mplemented

Work with BWC adjustment personnel to
attempt to resolve provider account
reconciling itemsin atimely manner.
Significance Rating: Significant Weakness

Schedules are in place to resolve all
outstanding reconciling items by the end of
the year. MCO management will work with
BWC's CPM to coordinate items requiring
deposits to the account or reserve reductions.
Target Resolution Date: December 2008
Current Resolution Status: | n-process

Work with the MCO vendor to ensure the
MCO’smail is date stamped with the

MCO'’ s stamp immediately upon receipt.
Significance Rating: Significant Weakness

MCO management is working with the
vendor to modify the date stamp to include
the MCO’ s name and MCO number. MCO
management disagrees with the
recommendation to require the vendor to
date stamp items immediately upon receipt
and feels existing processes ensure accurate
receipt information.

Target Resolution Date: August2008
December 2008 (Establishment of date for
new vendor stamp)

Current Resolution Status: | n-process

Note: Comments designated as “Implemented” are based on managements’ assertions and have
not yet been validated by Internal Audit.
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BWC Internal Audit Division
Audit Report Follow-up Procedures

The International Sandards for the Professional Practice of Internal Auditing specifically
addresses follow-up in Standard 2500. One of our primary responsibilities as professional
auditors is determining that the audit customer takes corrective action on recommendations. This
appliesin all cases except where “senior management has accepted the risk of not taking action.”
When senior management accepts the risk of not taking action the comment will be forwarded to
the Administrator for review, the Chief of Internal Audit will report the comment with
management’ s response to the Audit Committee for consideration.

Being an integral part of the internal audit process, follow-up should be scheduled along with the
other steps necessary to perform the audit. However, specific follow-up activity depends on the
results of the audit and can be carried out at the time the report draft is reviewed with
management personnel or after the issuance of the report. Typically, audit follow up should
occur within 90 days of the issuance of the final report.

Follow-up activities may generally be broken down into three aress:

Casua - Thisisthe most basic form of follow-up and may be satisfied by review of the
audit customer’ s procedures or an informal phone call. Memo correspondence
may also be used. Thisisusually applicable to the less critical findings.

Limited - Limited follow-up typically involves more audit customer interaction. This may
include actually verifying procedures or transactions and, in most cases, is not
accomplished through memos or phone calls with the audit customer.

Detailed - Detailed follow-up is usually more time-consuming and can include substantial
audit customer involvement. Verifying procedures and audit trails, aswell as
substantiating account balances and computerized records, are examples. The
more critical audit findings usually require detailed follow-up.

Follow-up scheduling can begin when corrective action is confirmed by acceptance of an audit
recommendation or when management el ects to accept the risk of not implementing the
recommendation. Based on the risk and exposure involved, as well as the degree of difficulty in
achieving the recommended action, follow-up activity should be scheduled to monitor the
situation or confirm completion of the changes that were planned. These same factors establish
whether a simple phone call would suffice or whether further audit procedures would be
required.

At the end of each quarter, a summary follow-up report is prepared. This report reflects all
current period findings with appropriate comments to reflect end-of-quarter status.

Additionally, thisreport highlights al outstanding findings from prior periods and their status.
The intent of this summary report isto track all findings so that they are appropriately resolved.
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BWC Internal Audit Division
Audit Comment Rating Criteria

Comment Description of Factors Reporting
Rating Level
Material Overall control environment does not provide reasonable Audit
Weakness assurance regarding the safeguarding of assets, reliability of | Committee,
financial records, and compliance with Bureau policies Senior
and/or laws and regulations. A significant businessrisk or Management,
exposure to the Bureau that requires immediate attention and | Department
remediation efforts. Management
A significant deficiency, or combination of significant
deficiencies, that results in more than a remote likelihood that
amaterial misstatement of the annual or interim financial
statements will not be prevented or detected by employeesin
the normal course of their work, or that a major operational
or compliance objective would not be achieved.
Significant | ssue represents a control weakness, which could have oris | Senior
Weakness having some adverse affect on the ability to achieve process | Management,
objectives. The controlsin place need improvement and if Department
not improved could lead to an overall unsatisfactory or Management,
unacceptable state of control. Requires near-term Audit
management attention. Committee
A control deficiency, or combination of control deficiencies, | (optional)
that results in aremote likelihood that a misstatement of the
Bureau’ s annual or interim financial statements is more than
inconsequential will not be prevented or detected by
employees in the normal course of their work, or that amajor
operational or compliance objective would not be achieved.
Minor I ssue represents a process improvement opportunity or a Department
Weakness minor control weakness with minimal impact. Observations | Management,
with this rating should be addressed by line level Senior
management. Management
A control deficiency that would result in lessthan aremote | (optional)

likelihood that the deficiency could reasonably result in a
material misstatement of the financial statements or
materially affect the ability to achieve key operational or
compliance objectives.

NOTE: When management’s action plansfor Significant Weakness commentsare
materially delayed from the intended implementation date the comment will elevateto a
Material Weakness (pending cir cumstances).
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Internal Audit Division
FY 09 Annual Audit Plan

Audit
Effort

4th Otr.

Focus Area
Employer Compliance
(Consulting)
Coal Mine Safety Program
(Consulting)

Permanent Partial Benefits

i

Settlements Process

External Audit Assistance

Mainframe Security

Physical and Environmental
Security
Employer Policy Application
Process

Auto Adjudication

Self Insured Bankrupt
Securitization Process
Investment Certification
Control Testing

H I~ A W | O O

Fleet Management

Device and Media Controls
Audit

W |w |w o

Accounts Payable

Ethics Review

[

Adjudicating Committee

N B

Human Resources

Change Management
Process

Safety and Hygiene

w | |o

Purchasing

Coal Mine Safety Program

N

Employer Compliance and
Premium Audit

FY 2010 Audit Plan

Audit Validation Testing .l.. .l.. .l..

MCO Audits

o o |[w o

Audit Effort Explanations

Number Level of Audit Effort Hours
1 Extra Small < 100 hours
2 Small 100 — 300 hours
3 Medium 301 — 500 hours
4 Large 501 — 800 hours
5 ExtralLarge 801 — 1200 hours
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Ohio | oty

BWC Internal Audit Division

FYO08 FYO08 FYO08 FYO09
2nd Qtr  3rd Qtr  4th Qtr  1st Qtr

Prior Total: Comments Outstanding 126 115 08 83
Plus: New Comments Issued +19 +9 +25 +31
Minus: Comments Validated -30 -26 40 12
New Total: Comments Outstanding 115 08 83 102
Not Rated 6 4 3 2

Material Weakness 27 24 20 22
Significant Weakness 82 70 60 78

New Total: Comments Outstanding



e Bureau of Workers’
Ohlo ‘ Compensation

BWC Internal Audit Division

Comments outstanding decreased 19% in the last year
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BWC Internal Audit Division

Validation schedule for remaining comments
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OBWC Board of Directors
Audit Committee Charter

Purpose

The Audit Committee has been established to assist the Board of Directors of the Ohio Bureau of
Workers' Compensation in fulfilling its fiduciary oversight responsibilities through:

providing oversight of the integrity of financial reporting process,

ensuring compliance with legal and regulatory requirements;

monitoring the design and effectiveness of the system of internal control;
confirming external auditor’s qualifications and independence; and

reviewing performance of the internal audit function and independent auditors.

In order to constitute the will of the Board of Directors, Committee actions must be ratified or
adopted by the Board of Directors to become effective.

Member ship

The Committee shall be composed of a minimum of five (5) members. One member shall be the
appointed certified public accountant member of the board. The Board, by majority vote, shall
appoint four additional members to serve on the Audit Committee and may appoint additional
members, who may or may not be Board members, as the Board determines necessary. Members
of the Audit Committee serve at the pleasure of the board and the board, by majority vote, may
remove any member except the member of the committee who is the certified public accountant
member of the board.

Each committee member will be independent from management. The Chair and Vice Chair is
designated by the Board, based on the recommendation of the Board Chair. The Board Chair if
not a member is an ex-officio member, shall not vote if hig’her vote will create a tie vote when
serving as ex-officio.

The Committee 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.

M eetings

The Audit Committee shall meet at least nine (9) times annually, or as frequently as needed and
will provide activity reports to the Board of Directors. The Committee will invite members of
management, external auditors, internal auditors and/or others to attend meetings and provide
pertinent information, as necessary. A quorum shall consist of a majority of the Committee
members. Committee meetings will be conducted according to Robert’s Rules of Order. The
Committee will have a staff liaison designated to help it carry out its duties.



Duties and responsibilities

The Audit Committee shall have responsibility for the following:

1.

Wn

10.

11.

12.

13.

14.

15.

16.

17.

Oversight of the integrity of the financial information reporting process:

a. Review with management and the external auditor significant financial
reporting issues and judgments made in connection with the preparation of the
financial statements.

b. Review with management and the external auditor the results of the audit.

Review al internal audit reports on regular basis.

Review results of each annua audit and management review; if problems exist, assess
appropriate course of action to correct, and develop action plan. Monitor implementation
of any action plans created to correct problems noted in annual audit.

Serve as the primary liaison for Bureau of Workers' Compensation Board of Directors
and providing a forum for handling al matters related to audits, examinations,
investigations or inquiries of the Auditor of State and other appropriate State or Federal
agencies
Develop an oversight process to assess the adequacy and effectiveness of internal
controls and provide the mechanisms for periodic assessment of system of internal
controls on an ongoing basis.

Oversee the assessment of internal administrative and accounting controls by both the
external independent financial statement auditor and internal auditor.

Consult on the appointment and/or removal of the Chief of Internal Audit and have
oversight on the work of the Internal Audit Division.

Ensure the independence of the external auditor and approve all auditing, other
attestations services and pre-approve non-audit services performed by the external
auditor.

Review the internal financial statements upon the request of a committee member or
BWC staff.

Review management’s biennial appropriation requests and recommend approva to the
Board.

Receive and review reports from management regarding the status of appropriations bills.
Review and recommend to the Board the proposed annual fiscal year Administrative Cost
budget prepared by management. Also, advise the Board of any adjustments made to the
proposed budget.

At least once every 10 years, have an independent auditor conduct a fiduciary
performance audit of BWC'’s investment program, policies and procedures. Provide a
copy of audit to the Auditor of State. (ORC 4121.125(D), effective 2007)

After every meeting, report to the Board of Directors of the Bureau of Workers
Compensation on all activities, findings and recommendations of the Committee.
Establish policies and procedures to function effectively.

Recommend to the Board an accounting firm to perform the annual audit required under
R.C. 4123.47. Recommend an auditing firm for the Board to use when conducting audits
under R.C. 4121.125.

Retain and oversee consultants, experts, independent counsel, and accountants to advise
the Committee on any of its responsibilities or assist in the conduct of an investigation.



18.

19.

20.

21.

22.

Seek any information it requires from employees—all of whom are directed to cooperate
with the Committee’' s requests, or the requests of internal or external parties working for
the Committee. These partiesinclude, but are not limited to internal auditors, all external
auditors, consultants, investigators and any other specialists working for the Committee.
Coordinate with the other Board Committees on items of common interest, especially
discussions and decisions concerning the net asset policy.

At least annually, this charter must be reviewed by the Audit Committee and any
proposed changes submitted to the Governance Committee and to the Board for approval.
At least annually, meet with General Counsel and Chief of Internal Audit to review BWC
Code of Ethics to ensure that it is adequate and up-to-date. Report on review and
recommended changes, if necessary, to the Board.

The Committee by majority vote may create a subcommittee consisting of one or more
Directors on the Committee. In consultation with the chair, other board members may be
appointed to the subcommittee as appropriate. The subcommittee shall have a specific
purpose. Each subcommittee shall keep minutes of its meetings. The subcommittee shall
report to the Board of Directors through the Committee. The Committee by majority vote
may dissolve the subcommittee at any time.

Audit Committee Charter.doc

Draft 092607

Review & Approved 112107, Ken Haffey, Chair
Revised 012408

Revised 012508

Revised 092408

Annua Review and Revision 112108




Common Sense Business Requlation (BWC Rules)
(Note: The below criteria apply to existing and newly developed rules)
Interstate Jurisdiction Rules

Rule Review
1. [X] Theruleis needed to implement an underlying statute.

Citation: __R.C. 4123.29, 4123.34

2. X Therule achieves an Ohio specific public policy goal.

What goal(s): __ The rule amendments implement the legidative changes relating to
interstate jurisdiction in Am. Sub. S.B. 334 of the 127th General Assembly, and the changes
relating to jurisdiction for claims under the Longshore and Harbor Workers Compensation Act
as provided in Am. Sub. H.B. 562 of the 127th General Assembly.

3. [X] Existing federal regulation alone does not adequately regul ate the subject matter.

4. [X] Theruleiseffective, consistent and efficient.

5. X] Theruleis not duplicative of rules aready in existence.

6. X Theruleis consistent with other state regulations, flexible, and reasonably
balances the regulatory objectives and burden.

7. [X] Therule has been reviewed for unintended negative consequences.

8. [X] Stakeholders, and those affected by the rule were provided opportunity for input as

appropriate.

Explain: _*Ohio Trucking Association, NFIB, * Chamber of Commerce, * Ohio
Association for Justice, OMA, Ohio Retail Merchants, AFL-CIO, Ohio Association of
General Contractors, Connie Nolder — private lobbyist for tria lawyers and Tom Pappas
and Associates — private lobbyist.

9. [X] Therulewas reviewed for clarity and for easy comprehension.
10. [X] The rule promotes transparency and predictability of regulatory activity.

11. [X] Theruleis based on the best scientific and technical information, and is designed
so it can be applied consistently.

12. [X] Theruleis not unnecessarily burdensome or costly to those affected by rule.
If so, how does the need for the rule outweigh burden and cost?

13. [X] The Chief Legal Officer, or his designee, has reviewed the rule for clarity and
compliance with the Governor’ s Executive Order.



Executive Summary
I nter state Jurisdiction Rules

Background Law
Am. Sub. S.B. 334

On June 11, 2008, Governor Strickland signed into law Am. Sub. S.B. 334, effective
September 11, 2008. The Act prohibits an employee from filing a claim for workers
compensation benefits in Ohio if the employee has received a decision on the merits of a
claim filed in another state for the same injury or occupational disease. The Act allows
an Ohio employer to obtain workers' compensation insurance for claims arising in other
states through BWC, if the Administrator elects to provide such insurance, or through a
private insurance company. The Act permits an employer to segregate payroll between
Ohio and the other states to avoid duplicate premium payments, and makes other changes
to the Workers' Compensation Law regarding interstate workers' compensation claims.

Am. Sub. H.B. 562

On June 24, 2008, Governor Strickland signed into law Am. Sub. H.B. 562, effective
September 23, 2008. The Act is 907 pages, and contains a wide variety of provisions
relating to state government. The Legislature amended into the bill provisions relating to
the federal Longshore and Harbor Workers Compensation Act (LHWCA). H.B. 562
prohibits individuals covered under the LHWCA from applying for and receiving
benefits under Ohio’s Workers' Compensation Law, and requires BWC to adopt rules on
the premium cal culations applicable to employers who employ employees covered under
both the LHWCA and Ohio’s Workers Compensation Law. Like S.B. 334 for interstate
jurisdiction, this Act permits employers to segregate payroll to avoid dua payment of
premium.

The federal LHWCA provides compensation for injuries to workers engaged in maritime
employment that are incurred upon the navigable waters of the United States. The
Secretary of the U.S. Department of Labor administers the LHWCA. An employee may
receive compensation in respect to the employee’ s disability or death only if the disability
or death results from an injury occurring upon the navigable waters of the United States.
An Ohio employer may obtain LHWCA coverage either through a private insurance
company or through BWC’s Marine Industry Fund.

Under the Act, if an employee who is covered under the LHWCA isinjured and if that
claim is subject to the jurisdiction of the LHWCA, the employee is not entitled to apply
for and must not receive compensation or benefits under Ohio’s Workers Compensation
Law. The Act states that the rights of the employee under the LHWCA are the exclusive
remedy against the employer for that injury after the effective date of the Act.

The Act requires BWC to adopt a rule providing that an employer who employs an
employee covered under the LHWCA and Ohio’s Workers' Compensation Law must be



assessed a premium in accordance with the expenditure of payroll attributable to only
labor performed by such employee when the employee performs labor for which the
employeeis not eligible to receive compensation and benefits under the LHWCA.

Rule Changes

BWC has proposed amendments to three rate rules to implement the provisions of S.B.
334 and H.B. 562. Two of the rules (4123-17-23 and 4123-17-17) are exempt from
public hearing and J.C.A.R.R.; onerule (4123-17-14) will require J.C.A.R.R. review.

4123-17-23 Duties outside the state

In Paragraph (A), BWC has amended the provision that an employer must report its
entire payroll to BWC to provide that “if the employer elects to obtain other-states
coverage under Section 4123.292 of the Revised Code, the employer shall include in the
payroll report only the remuneration for work the employees perform in Ohio and other
work not covered by the other-states’ policy.”

Paragraph (C) contains the requirement from S.B. 334 that BWC will not permit an out of
state employer working in Ohio atemporary exemption from Ohio coverage “if the laws
of the state of coverage do not provide this same exemption to Ohio employers and their
employees working temporarily in that state.” In such cases, “the employer must obtain
Ohio coverage and report to the bureau the remuneration of its employees for work
performed in Ohio.”

New Paragraph (D) reinforces current law, that “employees hired to work specifically in
Ohio must be reported for workers' compensation insurance under the Ohio fund,
regardless of where the contracts of hire were entered.”

4123-17-14 Rule controlling the completing of payroll reports

Paragraph (A) is amended to provide that on the semi-annual payroll report, the employer
shall include only payroll for Ohio work if the employer elected to obtain other-states
coverage under Section 4123.292 of the Revised Code. Also if the employer has
employees covered under the federa LHWCA, the employer shall include on the payroll
report only the remuneration for work the employees performed in Ohio for which the
employees are eligible to receive Ohio workers' compensation benefits.

New Paragraph (E) states that the employer shall notify and provide BWC a policy of its
out of state coverage. On the BWC payroll report, the employer shall not include
remuneration for work performed outside of Ohio and covered by the other-state’ s policy,
but shall submit that information to BWC on a separate form provided by BWC.

New Paragraph (F) states that if the employer employs an employee covered under the
federa LHWCA and the Ohio workers' compensation act, the employer shall, in writing,
notify BWC of LHWCA insurer. On the payroll report the employer submits to BWC,
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