BWC BOARD OF DIRECTORS

ACTUARIAL COMMITTEE

Wednesday, December 17, 2008, 2:00 P.M.

WILLIAM GREEN BUILDING

30 WEST SPRING STREET, 2"° FLOOR (MEZZANINE)
COLUMBUS, OHIO 43215

Members Present: Charles Bryan, Chair
James Matesich, Vice Chair
James Hummel
David Caldwell
Thomas Pitts

Members Absent: Bill Lhota, ex officio

Other Directors Present: Alison Falls
Kenneth Haffey (arrived at 4:10)

CALL TO ORDER

Mr. Bryan called the meeting to order at 4:02 PM and the roll call was taken.

MINUTES OF DECEMBER 17, 2008

The minutes were approved without further changes by unanimous roll call vote
on a motion by Mr. Matesich, seconded by Mr. Pitts.

NEW BUSINESS / ACTION ITEMS

No action items were scheduled for this month’s meeting.

DISCUSSION ITEMS

1. Update on Rate Reform
John Pedrick, Chief Actuarial Officer, and Elizabeth Bravender, Director of
Actuarial, presented an update on rate reform efforts. Many elements will move
forward regardless of what occurs with the group rating litigation.

Administrator Marsha Ryan reported that House Bill 79 has been passed by both
branches of the legislature as of this afternoon, and will be sent to the governor
for signature. This bill revises the language of ORC 4123.29 to replace the words
“retrospective rating” with “group rating”, which



addresses a portion of the order issued by the Cuyahoga County Common Pleas
Court. It also clarifies expenses of the Workers’ Compensation Council, and
requires a BWC report to the General Assembly in September 2009 about
progress towards creating equity in group rating. A summary will be available for
the Board.

The aforementioned court order has been appealed. The Attorney General’s
Office has also requested a stay of execution for the order. Chairman Bryan

asked whether House Bill 79 leaves the present group rating system in place.
Administrator Ryan stated BWC believes that it does.

A second reading will be done at the January Committee meeting regarding the
capping rules. Deductible and group retro programs are on schedule to be
implemented 7/1/2009.

Staff has completed benchmarking of deductible programs with industry
standards as used in the NCCI states. The proposed deductible program is
based on Ohio data, with five (5) deductible levels up to $10,000 per incident.
Both group and non-group employers are eligible to participate, but the employer
must have at least $2,000 in premiums. The first reading on the deductible
program is scheduled for January, with the second reading in February and
rollout in March.

Pursuant to a question from Director Pitts, Mr. Pedrick clarified that the
deductible program may be available to individual employers only, not group
employers. This program will be advantageous to employers who don’t qualify
for group rating. Eligibility is based on premium amount and ability to collect
rather than the number of claims. Chairman Bryan asked if bonds will be
required. Mr. Pedrick advised this issue is still being evaluated.

In response to a question from Director Matesich, Mr. Pedrick stated that the
deductible program would cover both medical and indemnity claims. An
employer who participated in the $15,000 medical only program or who utilized
salary continuation would not be eligible for this deductible program. Minimum
premium requirements and collectability of the deductible amounts are additional
concerns under review.

A full report will be available in January. Ms. Bravender gave a tentative
timetable for rule introduction. Mr. Pedrick added that the group retro program is
being moved forward for a 7/09 rollout. The staff proposal will be modeled upon
the NCCI retro plan and a similar program in the state of Washington.



Other rules that will be considered are group homogeneity and group continuity

2(a). Quarterly Reserve Adjustments
Tracy Valentino, Chief of Fiscal and Planning, reviewed reserve changes for the
first quarter of 2009. Initial projections were made 3/31/08 using data from Oliver
Wyman. This information was presented to the Committee in May/June 2008.
Similar increases were expected in 2009. When the audit was completed and
9/30/08 data became available, Oliver Wyman predicted 2009 reserves to be
lower by $75M. This necessitated a negative $159M adjustment to the financial
statements. Another similar evaluation process will occur 1/09.

Chairman Bryan posed the question of what the Committee’s role should be
when estimates change. Director Falls requested quarterly trends information,
which Ms. Valentino agreed to provide.

2(b). Actuarial Opinion
Mr. Pedrick noted work by Oliver Wyman is ongoing.

3. Net Asset Position method to be included in private employer rates
Mr. Pedrick submitted discussion points to the Committee regarding the role of
premium levels vis-a-vis net assets, and methods of increasing or decreasing net
assets. The November funding ratio is 1.05, based upon $15.5 billion funded
assets / $14.7 billion funded liabilities.

He compared the impact of an additional 1% of investment return to an additional
1% of premium. The former results in an additional $155M based on current
levels, while the latter would produce only $18M. While investment returns
produce a much larger number, BWC has far more control over premiums and
rates.

Mr. Matesich commented that if rates become too high, Ohio will lose businesses

anyway.

To decrease net assets, BWC could lower premiums by a fixed percentage, or
base reductions on meeting performance targets. The latter approach allows for
yearly adjustment of reductions. Issuing employer dividends is not advisable as it
increases instability. It will be necessary to model when the funding ratio would
exceed the maximum level, and timeframes for adjustments to lower net assets.

4. CAO Report
Mr. Pedrick reviewed the report, including several team efforts and a reform plan.
The Legal Division is reviewing the RFP. As the actuarial contract



cannot be extended past 12/31/09, the RFP will be sent out in the first quarter of
2009. Per a question from Chairman Bryan regarding the status of MIRA I, Mr.
Pedrick noted a positive impact and that expected losses were dropping by
approximately 20%.

5. Calendar
Chairman Bryan noted additional time should be devoted to reviewing the
reserve analysis at the 2/09 meeting.

There is no Executive Session at today’s meeting

Adjournment
The next Actuarial Committee meeting is January 22, 2008 at 2:00 PM.

The meeting was adjourned at 5:22 PM on a motion by Mr. Matesich, seconded
by Mr. Hummel.

Prepared by Jill Whitworth, Staff Counsel
December 19, 2008



BWC BOARD OF DIRECTORS

ACTUARIAL COMMITTEE EDUCATION SESSION
WEDNESDAY, DECEMBER 17, 2008, 8:00 A.M.

WILLIAM GREEN BUILDING

30 WEST SPRING STREET, 2"° FLOOR (MEZZANINE)

COLUMBUS, OHIO 43215

Members Present: Charles Bryan, Chair
Jim Matesich, Vice Chair
David Caldwell
James Hummel
Thomas Pitts

Members Absent: William Lhota, ex officio

Other Directors Present: Alison Falls, Kenneth Haffey, James Harris, Larry Price, and
Robert Smith

CALL TO ORDER

Mr. Bryan called the meeting to order at 8:00 a.m. and the roll call was taken.

EDUCATION SESSION

Mr. Bryan reported that the meeting was to be devoted to an education session with a
report from Deloitte Consulting LLP. House Bill 100 requires that the BWC Administrator
obtain a study from an independent actuary to review the base rate of premiums paid by
employers and all of the rating programs. Today’s report is the fourth of four on these issues.

Deloitte representatives included Jan Lommele, Chief Property and Casualty Actuary;
Bob Miccolis, Senior Advisor Actuary and Team Leader; Dave Heppen, Surplus/Reinsurance
Projects Lead and Pricing & Programs Project Lead; Dick Messick, Senior Actuary and Project
Management Coordinator; Kristen Hernan, Senior Manager; and Randy Hindman, Specialist
Leader. Deloitte has been asked to perform thirty-six tasks, which have been classified into four
groups.



Deloitte reported on ten of the thirty-six tasks in this session: Actuarial Department
organization, the National Council on Compensation Insurance (NCCI) classification system,
experience aggregation approach, minimum premium review, change of employer experience
rates, out-of-state employers experience rating, the Disabled Workers’ Relief Fund (DWRF), the
Marine Industry Fund, Coal Workers Pneumoconiosis Fund, and the vocational rehabilitation
program. Each task was evaluated on a five-point scale on effectiveness and efficiency; financial
strength and stability; transparency; and impact on the Ohio economy. The scale ranged from
“strongly supports system performance” to “significant opportunity for system performance
change/enhancement.”

RECESS

Mr. Bryan recessed the meeting at 9:35 a. m.

RECONVENING

Mr. Bryan reconvened the meeting at 9:50 a. m.

ADJOURNMENT

Mr. Bryan adjourned the meeting at 11:00 a.m.

Prepared by: Larry Rhodebeck, Staff Counsel
H:\Word\Idn\WCB Actrl 0808 educ.doc
December 22, 2008



Improving Ohio’s Experience

Rating for Workers’ Compensation

Rate Reform Update
For the BWC Board of Directors

January 21, 2009

Oh - Bureau of Workers’
lO Compensation



Introduction

During the June 2008 Board of Directors meetings, we presented our plan to improve
Ohio’s experience rating and group-rating programs. In addition, we presented plans, to
implement new programs that give broader choices to employers while meeting perfor-
mance requirements. These include improved workplace safety and improved pricing.
The board unanimously approved this plan. This report provides an update on our con-
tinuing efforts to implement comprehensive, customer-focused reform and to improve
the performance of Ohio’s workers’ compensation system. These efforts include trans-

forming many of the concepts proposed six months ago into practical solutions.

Rate Reform Update Ohio Bureau of Workers’ Compensation



We have developed several deductible options and admin-
istrative rules. We anticipate launching this program for the July 1, 2009 policy
year, for private-sector employers.

We have developed the overall structure
of this program. We will provide a report that highlights similarities and differ-
ences between Ohio’s proposed program and Washington’s group-retro plan. In
addition, we will identify the types of employers we expect to enroll, and provide
the schedule for a July 1, 2009 policy year implementation. We will present pro-
posed administrative rules during the March board meeting.

We continue to evaluate the viability of this type of
program and whether existing employer rating programs can be modified to ac-
complish the same goal. We will bring findings to the actuarial committee during
the 2009 calendar year.

The board adopted the 77-percent maximum discount credibility
table effective for the July 1, 2009 policy year.

We proposed capping strategies during the October board
meeting. We plan to bring these strategies to the board for a second reading and
possible vote.

We are developing the structure and parameters of
the new experience-rating plan. This includes whether the split point should vary
by employer size (a multi-split plan). We will bring the results of this work to the
board in summer 2009.

Maintaining continuity in group membership over many years will
improve overall group performance. It will require sponsors to develop both
short- and long-term plans to help employers prevent claims and manage costs.
Multiple options exist. We will share our findings and recommendations to the
board by spring 2009.

We will present proposed changes during the Janu-
ary actuarial committee meeting. These changes will affect the organizations
that sponsor bureau discount programs today and in the future. These changes
will also help employers better understand the role of sponsors in helping them
provide safe workplaces.

Throughout this rate-reform process, we have maintained a transparent and open approach.
The success of our outreach efforts continue to depend on the feedback of employers, spon-
sors and third-party administrators (TPAs). We will continue to report to the Board on our
progress and seek its input.

Ohio Bureau of Workers’ Compensation



After receiving the Board of Directors’ approval June 2008, we implemented a three-step
process:
We researched program offer-
ings in other states’ workers’ compensation systems. We also sought feedback
from the business community to ensure the market potential for any new pro-
gram offerings in Ohio.

We determined the resources needed to
effectively oversee and operate any new program offerings. Resources include
people within BWC as well as employers, sponsors and TPAs. We re-evlauated
each potential new program to make sure that all involved could support it.

It is fundamentally important that each new program concept
move us further toward the primary goal of having employers pay premiums
commensurate with the risks they present to the system. Our actuarial consul-
tant, Oliver Wyman, has been integral in the evaluation of these proposals and
in verifying they will build on our past and present efforts to improve overall
system performance.

We continue to take into account input from employers, their sponsoring associations and
TPAs as we progress the rate-reform plan. We also established several dedicated communi-

cations channels to discuss ideas, including:

BWC's 16 customer service offices established advisory
councils. To date, more than 250 employers from various industries participate
in 11 councils. The councils meet quarterly to provide input and feedback on
the rate-reform plan, and discuss workers’ compensation issues that affect their

businesses.

Each service office manager sought to discuss the ongoing rate-
reform efforts with employers, local chambers, trade associations and economic
development entities. To date, the managers have visited with more than 120
entities and reported their feedback.

We requested volunteers from employer organizations and TPAs to
participate in rate-reform workgroups. This played an important role in devel-
oping our potential mitigation plans, identifying prospective changes to group
sponsorship requirements and solidifying a strategy for group continuity. We
facilitated 14 meetings covering nearly 30 hours with the organizations below.
We spent additional time meeting individually with many of those who actively
participated in the process.

Ohio Bureau of Workers’ Compensation



Central Ohio BX CCl

COSE CompManagement

County Commissioners’ Association Comprehensive Risk Management
Farm Bureau Frank Gates

Greater Cleveland Auto Dealers’ Association Gates McDonald

NFIB Sheakley

Ohio Association of School Board Officials Spooner

Ohio Manufacturers’ Association Workers’ Comp Management Solutions

Ohio Retail Merchants

Ohio School Board Association

These efforts have contributed to our progress. We expect to continue active discussions
based upon the relationships developed thus far and hope to attract more participation from
others. This will ensure the comprehensive rate-reform efforts achieve their intended ben-
efits.

Rate Reform Update Ohio Bureau of Workers’ Compensation



At its June 2008 meeting, the board directed BWC to move forward with its plan to strength-
en Ohio’s workers’ compensation system by improving rating accuracy, stability and equity.
As part of this comprehensive plan, BWC recommended the following:

Reduce the maximum credibility level from 85 percent to 77 percent beginning
July 1, 2009;

Implement a capping strategy to mitigate potential premium volatility for
employers negatively impacted by the credibility table reductions or significant
experience changes;

Create a series of new performance-based safety incentive and discount options
for employers;

Implement a nationally tested, split-experience rating plan;

Continue to analyze components of group rating. This includes continuity, homo-
geneity and sponsor requirements.

To date, BWC has achieved significant progress as it relates to these recommendations as
described below.

At its June 2008 meeting, the board unanimously approved this recommendation. The
new credibility table will be effective for the July 1, 2009, policy year for private employers.
In May, we will present the proposed PEC credibility table to be effective January 1, 2010.

As part of the recommendations presented to the board in June, BWC proposed two caps to
moderate employer premium volatility. The first was a 20-percent premium cap to control
increases for employers impacted by changes to the credibility table. The second was a 100-
percent EM cap to protect employers from significant increases due to experience changes.

As we further analyzed these proposed caps and solicited feedback from employers, group
sponsors and TPAs, it became apparent that a 20-percent premium cap would create imple-
mentation issues, be hard for employers to understand, and be difficult to communicate.
After considering internal and external input, we modified the capping strategy to the fol-
lowing:

to control premium increases for employers impacted by
changes to the credibility table

to protect employers from significant increases due to
experience changes

For more information on the proposed capping structure and impacts, please refer to the
attached capping exhibits.

Ohio Bureau of Workers’ Compensation



The change from a 20-percent premium cap to a 30-percent EM cap allows for a more trans-
parent application of the cap while achieving approximately the same results.

In October 2008, BWC presented the Board'’s actuarial committee with this modified capping
recommendation. We expect to bring a recommendation before the Board again and request
that the Board approve a series of proposed rule changes to implement this capping plan for
the July 1, 2009 policy year.

In June 2008, we proposed a series of new performance-based programs that would offer
employers greater choice and improve customer service. These include a deductible pro-
gram, group retrospective program, safety-dividend program and a shared savings program.
For a complete description of these programs, please refer to the attached performance-
based programs exhibits.

We have identified significant interest from the employer community for many of these new
options. While there is a viable market, we also learned that offering too many new options
could be confusing for employers. This would not allow us to efficiently direct resources to
identify and improve the most successful programs. When considering infrastructure, pro-
cess implementation, marketability, education, and the significant input from the external
business community, we modified the parameters and schedule as described below.

We will propose rules to the actuarial committee to implement this program for the July 1,
2009, policy year. We will make a per claim deductible level of $500; $1,000; $2,500; $5,000
and $10,000 available to any private employer or public employing taxing district that meets
qualification requirements. For opting to participate in the deductible program, employers
will receive an upfront discount on their premium. The higher the deductible level the em-
ployer selects, the greater its premium level discount.

BWC will continue to pay all medical and indemnity in claims subject to a deductible from
the outset and bill the employer, up to the deductible amount, on a monthly basis. Per best
practices as identified by the National Council on Compensation Insurance, we will apply
claim costs from first dollar to the employer’s loss experience. Billing for deductibles will
occur monthly so BWC can decrease potential issues related to collections, cash flow and
transparency. In addition, employers will be able to pay down their deductible costs with
greater frequency instead of building up one large bill.

We must still establish qualification criteria and processes to verify that the employer is in
good financial standing with BWC and is an acceptable credit risk. Failure to make timely pay-
ments would be a criterion to discontinue an employer’s participation in the program starting
with the next semi-annual policy period.

We are working with our consulting actuary, Oliver Wyman, to develop an appropriate pricing

structure for this program. The proposed rules will be presented to the Actuarial Committee
of the Board of Directors in January and February.

Ohio Bureau of Workers’ Compensation



The external community has warmly received the concept of this program. BWC perceives
a viable market upon implementation. This program would reward employers that can limit
or reduce claim costs due primarily to improvements in workplace safety. Any private or
public employer that meets the program qualification requirements would be eligible for this
program. However, participation is subject to acceptance into a group by a certified group
sponsor.

A collection of similar employers would form a retrospective-rating group for a given policy
year. We would recalculate this group’s combined performance 12, 24 and 36 months after
the end of the policy year. If the group of employers accumulates fewer losses than projected
based on the initial standard premiums paid, it would receive a premium refund commen-
surate with this performance. Conversely, if the group performs worse than projected, we
would bill the group and additional premium assessment. A successful retrospective-rating
group will have a track record of policy years with premium refunds that outweigh any policy
years that resulted in a premium assessment. However, we will measure each policy year
separately with all claim experience retained by the group for a given year.

The group will select a maximum premium level with options ranging from 1.05 to 2.0 times
the collective experience premium of the group. We will match these with minimum pre-
mium factors, giving the group up front knowledge of the potential premium refunds or
assessments.

We are working with our consulting actuary, Oliver Wyman, to develop the group retro-
spective rating tables. We recommend that BWC make this program available for private
employers for the July 1, 2009, policy year. Upon completion of the group retrospective rat-
ing discount tables, we will present proposed rules for this program.

Rather than create an entirely new program, we are assessing whether we can modify the
current Premium Discount Program (PDP) to accomplish the same goal of a safety dividend
in terms of rewarding safety in the workplace. Deloitte Consulting LLP’s analysis indicates
that while PDP provides some value to employers, the initial discount level may not be com-
mensurate with subsequent loss reduction.

We are working with our consulting actuary, Oliver Wyman on a feasibility study for the
structure of this program. Upon completion of the feasibility study, BWC will present the
findings to the actuarial committee.

Shared savings is a concept in which a group of similar employers work together and attempt
to achieve increased premium stability. Typically, better performing employers sacrifice
some level of premium discount to benefit the poorer performing members of the group.
After initial research and discussion, it became clear the core components of shared savings
program, such as pooling of risk among similar types of employers, could be achieved in
the proposed group retro product. Additionally, neither sponsors nor TPAs think BWC needs
to participate in the few existing public sector shared savings programs. Therefore, BWC
recommends it no longer pursue this option. However, we may ask for additional disclosure
from sponsors and TPAs that offer this program.

Ohio Bureau of Workers’ Compensation



In June 2008, we recommended introducing a split-experience rating plan. This plan dif-
fers from the current rating plan by emphasizing both the frequency and severity of claims
to measure the risk an employer brings to the system. This nationally recognized rating
methodology is a better predictor of risk and will provide better rating accuracy for all Ohio
employers.

We began to discuss split-plan parameters and performance measures, taking into account
both internal and external input. We continue to define and test the split-experience rating
plan structure and parameters. As part of this analysis, we will incorporate potential impacts
resulting from other reform efforts in addition to the impact resulting from the transition to
MIRA Il. The goal is to finalize the split-experience rating plan structure by summer 2009.
Once accomplished, we will consider rules necessary to implement this program.

We continue to analyze other aspects of group-rating reform. The sections below describe
this work.

In June 2008, we committed to reviewing strategies for maintaining continuity within the
current group format. Under most options considered, groups would have to maintain a ma-
jority of their employers each rating year. This would improve our rating of groups by better
matching the effects of a group’s safety efforts with the claim experience that arises during
an employer’s membership in the group.

We continue to take into account input from sponsoring associations and TPAs. Through
their retained consultant, Art Cohen, an actuary from Ernst and Young, some organizations
asked BWC to study continuity in conjunction with potential future changes to the credibility
tables as a way to improve overall performance within the system.

With input through the workgroup process, we have solidified several components of a
functional group continuity strategy by adapting recommendations from the study done by
Pinnacle Actuarial Solutions, and devising a persistency approach. They include:

Requiring each group to maintain the majority of its employers from one year to
the next.

Identifying objective criteria to measure whether individual groups remain
continuous. Groups that successfully meet a persistency threshold would earn
appropriate discount levels. Those that failed to achieve it would receive appro-
priately reduced discounts.

Starting new groups at a significantly reduced discount level. Because a new
group would not have sufficient collective experience, it would earn only a por-
tion of the discount those results from experience rating. The group could then
earn greater experience rating discounts in future years by remaining continuous
and achieving certain persistency levels.

Ohio Bureau of Workers’ Compensation



Allowing limited flexibility within groups to add or remove members. Because
100 percent continuity would dramatically restrict participation in the group-rat-
ing program, current modeling contemplates permitting groups to change their
composition slightly from one year to the next without potentially jeopardizing
their discount levels.

We have asked our actuarial consultant, Oliver Wyman, to study a range of parameters to
test this approach and report on its performance. Results are expected back in early 2009. We
expect the following benefits to materialize:

Group EMs will increase at levels commensurate with the group’s overall perfor-
mance. Groups will earn their discounts through effective accident prevention
and loss control. Those efforts may enable them to retain lower EMs than others
that perform poorly. Overall, however, each group will pay premiums that are
better aligned with the risks they bring to the system.

Loss ratios between group and non-group employers will continue to move
closer into alignment.

New groups will not automatically receive high discounts. Instead, they will earn
their discounts by remaining together, minimizing frequency and severity of
claims with greater emphasis on safety, and controlling costs through effective
claims management.

Deloitte recommended two other options. The first would result in creating two sets of base
rates: one for non-group employers and another for those businesses participating in the
group rating program.

Deloitte also suggested using individual employer experience retention within each group
to improve performance. This strategy would require each employer’s experience to remain
with the group for the period in which they participated. This type of approach would also
mitigate the impacts of continuity.

We have worked with sponsors to clarify the requirements for sponsoring a group. There are
two primary components for consideration:

Determining whether the criteria set forth in the administrative rules for spon-
sors are sufficient

Refining BWC's enforcement of those rules

Thus far, the workgroup has identified several ideas to improve rules governing sponsorship
requirements, including:

Requiring sponsor certification at least once every three years;

Strengthening disclosure by requiring sponsors to provide BWC with articles of
incorporation, a table of organization, revenue stream and board minutes. Such
information would allow us to confirm whether each sponsor meets the legal
requirement that it maintain other business purposes in addition to group rating;

Mandating that sub-sponsors who feed members to a primary sponsor submit to
the same certification and disclosure requirements as the primary sponsor;

Ohio Bureau of Workers’ Compensation



Certify all sponsors and sub-sponsors to ensure compliance with all rule changes
approved by the board. Failure to comply could prevent sponsors and sub-spon-
sors from participating in BWC programs;

Enhanced safety-programming requirements.

We have had additional discussion as to whether BWC should register or more closely over-
see TPAs, which are not governed by statute or rule in the context of workers’ compensation.
We will continue to study this issue

As part of the rate-reform process, we have a responsibility to raise awareness of the ongo-
ing changes resulting from rate reform. These include changes to group rating as well as the
advent of new, performance-based discount programs.

In early 2009, we will focus our efforts primarily on communicating to employers about the
deductible program and the group retro program. Of particular importance will be educating
those employers that could potentially benefit from either program.

A comprehensive communications plan is under development. We will execute the plan once
Oliver Wyman finishes its modeling for both products. Preliminary timelines include:

BWC will train key front line staff who service
employer accounts to explain the new programs by the end of February.

We are using the new program rules to identify target employ-
ers for each program. Once Oliver Wyman finalizes the pricing structure, we will
work to educate and raise awareness among those businesses that might benefit
from enrollment in one of the new programs.

Since September 2008, we have worked with sponsors and
their TPAs regarding our new product development. We are exploring ways to
inform these sponsors, educate their employers and help them to make better
decisions with respect to managing their workers’ compensation costs.

We expect to develop collateral materials to promote these
new discount programs, including:
Communicating via ohiobwc.com;

Developing static materials, including fact sheets and Q&A forms for internal
staff and external customers;

Educating BWC contact center staff and other affected staff to help them an-
swer basic program questions;

Marketing to editorial boards;

Sharing program development efforts with the General Assembly.

Ohio Bureau of Workers’ Compensation

11



The following exhibits are available online at:
http://www.ohiobwc.com/home/current/releases/2009/groupexhibits.asp

1.A.
1.B.
1.C.
1.D.
1.E.

1.F.

1.G.
1.H.

1.1
1.J.

1.K.

2.A.
2.B.
2.D.

3.A.
3.B.
3.C.
3.D.

4.A.
4.B.
4.C.
4.D.
4.E.

4.F.

4.G.

5.A.
5.B.
5.C.
5.D.
5.E.

5.F.

5.G.
5.H.

5.1

5.J.
5.K.
5.L.

6.A.
6.B.
6.C.

October 2008 capping plan presented to BWC Board of Directors
Capping power point presented to Actuarial Committee

Capping recommendations received from SAO

Oliver Wyman data — 20% EM cap

Oliver Wyman data — 20% EM and off-balance cap

Oliver Wyman data — 25% EM cap

Oliver Wyman data — 30% EM cap

Oliver Wyman data — 33% EM cap

Oliver Wyman data — Premium impacts over 20% under an EM cap
Proposed rule changes to 4123-17-03

Proposed rule changes to 4123-17-71

Deductible Product Definition
Group Retrospective Rating Product Definition
Proposed rule 4123-17-72

Oliver Wyman data — Experience Based Rating of Group Continuity
Pinnacle Analysis of Group Rating Plan - December 2006

Proposed rule changes to 4123-17-61

Proposed rule 4123-17-61.1

Cambridge advisory council notes

Canton advisory council notes

Columbus advisory council notes

Dayton advisory council notes

Northeast advisory council notes

Portsmouth advisory council notes

Rate Reform Outreach Presentation 11-7-2008

Rules Workgroup 9-4-2008

Product Development Workgroup 9-9-2008
Rules Workgroup 9-16-2008

Rules Workgroup 9-30-2008

TPA Workshop 10-19-2008

TPA Workshop 10-20-2008

Rules Workgroup 10-28-2008

Product Development Workgroup 11-12-2008
Rules Workgroup 11-12-2008

Split Plan Workgroup 11-18-2008

Group Retrospective Rating Overview 1-8-2009
Group Retrospective Rating Premium and Assessment Calculation 1-8-2009 Exhibit

June project plan proposal
Deloitte Consulting LLP Comprehensive Study - June 2008
Timeline of project deliverables

Ohio Bureau of Workers’ Compensation
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Study
Element

Actuarial

Dept
Functions & Actuarial
Resources Organization

Actuarial

Dept
Functions & Actuarial
Resources Organization

Actuarial

Dept
Functions & Actuarial
Resources |Organization

Actuarial

Dept
Functions & Actuarial
Resources Organization

Salary
Cost Controls Continuation

$15,000 Medical

Cost Controls Only Program
Salary

Continuation /
$15K Med Only

Cost Controls Program

Cost Controls Subrogation
Cost Controls Subrogation
Cost Controls Subrogation

Cost Controls Subrogation
MCO

Cost Controls Effectiveness
MCO

Cost Controls Effectiveness
MCO

Cost Controls Effectiveness

Task Description

Ohio BWC Comprehensive Study List of Recomendations and Impacts

Recommendation

Establish Rating & Programs Pricing Team

Establish Reserving & Net Asset Level
Analysis Function

Establish Data Management

Actuarial Hiring and Development Program

Terminate the Salary Continuation Program

Terminate the $15,000 Medical Only
Program

Consider an Appropriately Priced Deductible Included in Rate

Program as an Alternative Reform
Limit caseloads to no more than 400

Build functionality in V-3 to manage

subrogation claims

Establish a more robust set of performance

metrics

Investigate utilization of text mining
Sustain Trend of Decreasing Numbers of
Participating MCOs

Remove the BWC from the ADR Appeal
Process

Legislate Change to Mandatory IME
Requirement at 90 Days Lost Time

BWC response

BWC area of
responsibility

Actuarial

Actuarial

Actuarial

Actuarial/ Personnel

Actuarial/Legal/
Claims/Employer
Operations/ IT

Actuarial/Legal/
Claims/Employer
Operations/ IT
Actuarial/IT/
Employer
Operations
Legal
Legal/Claims/IT
Legal
Legal/Claims/IT
Medical

Mecial

Medical

BWC
Priority

Statute or
Rule Effectiveness &

Change Efficiency
No High
No High
No High
No Moderate
Rule High
Statute /
Rule High
Rule Moderate
No High
No High
No High
No High
No High
Rule High
Statute /
Rule High
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Finanical
Strength &
Stability

High

High

High

Moderate

High

High

Moderate
Moderate
Moderate
Moderate
Moderate
Moderate
Moderate

Moderate

Transparency

Moderate

Moderate

Moderate

None

Moderate

Moderate

None

Low

Low

Moderate

Moderate

None

None

Moderate

Ohio Economic
Impact

Moderate

Moderate

Moderate

None

High

High

High
Hihg
Moderate
Moderate
Moderate
Moderate
Moderate

Moderate



Study
Element
MCO
Cost Controls Effectiveness

MCO

Cost Controls Effectiveness
MCO

Cost Controls Effectiveness
MCO

Cost Controls Effectiveness
MCO

Cost Controls Effectiveness
Medical

Cost Controls Payments
Medical

Cost Controls Payments
Medical

Cost Controls Payments
Medical

Cost Controls Payments

Retrospective
Cost Controls Rating

Safety Grant
Cost Controls Programs

Safety Grant
Cost Controls Programs

Safety Grant
Cost Controls Programs

Safety & Hygiene

Cost Controls Program

Cost Controls Impact of Rates
Vocational
Rehabilitation

Cost Controls Program
Vocational
Rehabilitation

Cost Controls Program

Financial
Provisions SIEGF

Financial
Provisions ' SIEGF

Task Description

Ohio BWC Comprehensive Study List of Recomendations and Impacts

Recommendation
Give MCOs More Flexibility in Allowable
Condition Determinations
Establish ODG as Mandated Disability
Duration Guidelines (replacement for
DODM)

Update All Fee Schedules Every 1 - 2 Years
Improve Provider Profiling, Credentialing,
and De-Certification

Continue Public Forums and Re-institute

Injured Worker Surveys

Fee Schedule Update and Maintenance
Address Medical Payment Process
Duplication

Streamline Treatment Authorization
Request and ADR Process

Replace DoDM with ODG disability duration
Guidelines

Redesign the Retrospective Rating Program
Make Grants Available Even if No Claims
Related to the Intervention

Require Safety Report With Application

Included in Rate
Combine DFWP and DF-EZ Programs Reform
Develop the capability to track the
experience of employers participating in the
safety & hygiene program
Impact of Rates on Frequency, Severity, and
Loss Ratios

Change Rules to Give BWC Sole Authority to
Direct Rehab Services

Reconsider the Rules Associated with the
Experience Rating Treatment of LM Claims

Institute Pre-Assessment Alternatives

Collect Enhanced Data

BWC response

BWC area of
responsibility

Medical

Medical

Medical

Medical

Medical

Medical

Medical

Medical

Medical

Actuarial/ Employer

Operations

Safety and Hygiene

Safety and Hygiene

Employer
Operations/
Actuarial

Safety and Hygiene/

Actuarial

Actuarial

Medical

Actuarial

Sl/Finance

S

Statute or
Rule Effectiveness &

Change Efficiency
Statute /
Rule High
No Moderate
Rule Moderate
No Moderate
No Moderate
No High
No High
Rule High
No High
Rule Moderate
Rule Moderate
Rule Moderate
Rule High
No Low
No None
Rule High
Statute /
Rule High
Statute /
Rule High
No High
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Finanical
Strength &
Stability

Moderate

Moderate
Moderate
Moderate
Moderate
Moderate
Moderate
Moderate

Moderate

Moderate
Negative

High

Moderate

Low

No

Moderate

Moderate

High

High

Transparency

Moderate

High
High
High
High
High
Moderate
Moderate

High

Moderate
Low

Moderate

Moderate

Low

None

None

Moderate

Low

High

Ohio Economic

Impact

Moderate

Low
High
Moderate
None
Moderate
Moderate
Moderate

Moderate

Moderate
None

Moderate

Low

Low

None

Moderate

Moderate

Moderate

Low



Study
Element

Financial
Provisions

Financial
Provisions

Financial
Provisions
Financial
Provisions
Financial
Provisions
Financial
Provisions

Financial
Provisions

Financial
Provisions

Financial
Provisions

Financial
Provisions

Financial
Provisions

Financial
Provisions
Pricing
Process
Pricing
Process
Pricing
Process

Task Description

SIEGF

SIEGF

SIEGF
Net Asset Level
Net Asset Level

Net Asset Level

Excess Insurance
and Reinsurance

Excess Insurance

and Reinsurance
Actuarial Audit

Reserves and
Expected

Payments
Actuarial Audit

Reserves and
Expected

Payments
Actuarial Audit

Reserves and
Expected

Payments
Actuarial Audit
Reserves and
Expected
Payments
Statewide Rate
Level
Statewide Rate
Level
Statewide Rate
Level

Ohio BWC Comprehensive Study List of Recomendations and Impacts

Recommendation

Require Collateral from Higher Risk
Employers

Revise Assessment Base

Reinsure Certain Bankruptcy Losses
Adopt a Funding Policy with Guidelines &
Metrics

Target a Funding Ratio Range &
Recommended Actions

Policy Guidance with Premium Options
based on Funding Ratio

Limit impact of CAT event to 5-10% of Net
Assets

Test Reinsurance Market for CAT Protection

Include Risk Margins & Disclose
Margins/Discounts

Require Statement of Actuarial Opinion

Further study of LSS Savings & DWRF Risk

Use Add’l| Methods, Document Better, Test
Estimates, Focus on Risk & Uncertainty
Provide More Responsiveness to Ohio
Trends

Perform Baseline Indication Before
Discounting

Include Alternative Method in Calculating
Indicated Rate Change

BWC response

BWC area of
responsibility

Sl/Finance

Sl/Actuarial/ Finance

Sl/Actuarial/ Finance
Finance/ Actuarial/

Invesments

Finance/ Actuarial/

Invesments

Finance/ Actuarial/

Invesments

Finance/ Actuarial/

Invesments

Finance/ Actuarial/

Invesments

Actuarial/ Oliver
Wyman

Oliver Wyman/
Actuarial

Actuarial/Legal/
Claims

Actuarial/ Oliver
Wyman
Actuarial/ Oliver
Wyman
Actuarial/ Oliver
Wyman
Actuarial/ Oliver
Wyman

BWC

Priority

Statute or
Rule
Change

No

No

Statute /
Rule

Rule
No

No

Statute /
Rule

No

No

No

No

No

No

No

No

Effectiveness &
Efficiency

High

Moderate

Moderate
Moderate
Moderate

Moderate

Moderate

Moderate

Low

Low

Moderate

Moderate

High

Moderate

High
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Finanical
Strength &
Stability

High

Low

Moderate
High
High

High

Moderate

Moderate

High

Moderate

Moderate

Moderate

Moderate

Moderate

High

Transparency

Moderate

Low

Low
High
High

High

Moderate

Moderate

High

High

High

High

Low

High

Moderate

Ohio Economic
Impact

High

Low

Low
Moderate
Moderate

Moderate

Moderate

Moderate

Low

Low

high

Low

Moderate

Moderate

Moderate



Study
Element
Pricing
Process
Pricing
Process
Pricing
Process
Pricing
Process
Pricing
Process
Pricing
Process

Pricing
Process

Pricing
Process

Pricing
Process

Pricing
Process

Pricing
Process

Pricing
Process

Pricing
Process
Pricing
Process
Pricing
Process
Pricing
Process
Pricing
Process
Pricing
Process
Pricing
Process

Task Description

Statewide Rate
Level
Statewide Rate
Level

Class Ratemaking
Class Ratemaking
Class Ratemaking

Class Ratemaking

Class Ratemaking

Class Ratemaking

Experience
Rating / Group
Rating
Experience
Rating / Group
Rating
Experience
Rating / Group
Rating

MIRA Il Reserving

MIRA Il Reserving

MIRA Il Reserving

Self-Insurance
(19.1)
Self-Insurance
(19.1)
Self-Insurance
(19.1)
Self-Insurance
(19.1)
Self-Insurance
(19.1)

Ohio BWC Comprehensive Study List of Recomendations and Impacts

Recommendation
Display Historical Loss Costs at Proposed
Cost and Wage Levels
Display Impact of Collecting Premium in
Arrears on the Rate Change Indication
Eliminate Use of ER Off-Balance Adjustment
Factor for Class Base Rates
Apply Individual ER Off-Balance Adjustment
to Individual ER Risks Only
Calculate Catastrophe Factor by NCCl Hazard
Group
Provide More Detailed Documentation for
Each Adjustment Factor

BWC response

Use Alternative Indication of Class Loss

Costs to Credibility Weight Class Loss Costs

Separate reserve
figure between
Medical Only and
Lost time

Separate Case Reserves in Estimating
Historical Loss Costs

Change the Structure of the Group Rating
Program

Change Credibilitiy for Individual Experience
to be In Line with Industry Practices

Prohibit Exclusion of Claims from Experience Remove MIRA
Rating Calculation Transition Rules

Develop internal
Develop an Alternative to the Exclusive Use BWC reserving
of MIRA I system

Determine Where MIRA Il Claim Values are
Most Predictive

Study the Impact of MIRA Il Reserves on
Class Rates and Experience Rating

Require an Actuarial Study for Self-Insurance
Applicants

Require Additional Security for Employers
Applying for Self-Insurance

Consider Offering Group Self-Insurance
Consider Trends within Industries to
Determine Self-insurance Criteria
Incorporate Objective Financial Criteria as
Part of the Self-Insurance Application

BWC area of

responsibility
Actuarial/ Oliver
Wyman
Actuarial/ Oliver
Wyman
Actuarial/IT
Actuarial/IT
Actuarial/IT

Actuarial/IT

Actuarial/IT

Actuarial/IT
Actuarial/ Employer

Operations

Actuarial/IT
Actuarial/Legal/
Claims/ Employer
Operations/ IT

Actuarial/IT

Actuarial/Claims/Em
ployer Operations

Actuarial

Sl/Actuarial
Sl/Actuarial
Sl/Actuarial
Sl/Actuarial

Sl

BWC
Priority

Statute or
Rule
Change
No
No
Rule
Rule

Rule

No

No

No

Rule

Rule

No

No

No

No

Rule
Rule
Statute /
Rule

No

No

Effectiveness &
Efficiency

None
None
High
High
Moderate

None

Low

Low

High

Low

Low

Moderate

Moderate
Moderate
High
High
Moderate
Moderate

Moderate
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Finanical
Strength &
Stability
None
None
High
High
Moderate

None

Low

Low

High

Moderate

Low

High

High
Moderate
High
High
Moderate
Moderate

Moderate

Transparency
High
High

Moderate
Moderate
None

High

None

None

High

None

Low

High

High
Moderate
Moderate

Low
Moderate

Low

Moderate

Ohio Economic
Impact

None
None
Moderate
Moderate
Moderate

None

Low

Low

High

Low

Low

High

High
Moderate
High
Moderate
High
High

Low



Study
Element
Pricing
Process

Pricing
Process

Pricing
Process
Pricing
Process
Pricing
Process
Pricing
Process
Pricing
Process
Pricing
Process
Pricing
Process
Pricing
Process

Pricing
Process

Pricing
Process

Pricing
Process

Pricing
Process

Pricing
Process

Pricing
Process

Pricing
Process

Pricing
Process

Task Description
Self-Insurance
(19.1)

Self-Insurance
(19.1)

Self-Insurance
(19.1)
Self-Insurance
(19.1)
Self-Insurance
(18)
Self-Insurance
(18)
Self-Insurance
(18)
Self-Insurance
(18)
Administrative
Cost Calculation

PES Rate Setting

PES Rate Setting
Handicap
Reimbursement
Program
NCCI
Classification
System

NCCI
Classification
System

NCCI
Classification
System

NCCI
Classification
System

NCCI
Classification
System
Experience
Aggregation
Approach

Ohio BWC Comprehensive Study List of Recomendations and Impacts

Recommendation
Consider Offering Enhanced Customer
Service Aid to Employers

Consider Requiring an Anti-Fraud Program
as Part of the Self-Insurance Application

Consider Requiring a Formal Safety Program
as Part of the Self-Insurance Application
Require Organization Documents for Self-
Insurance Application

Require an Actuarial Study for Self-Insurers
Returning to the SIF

Continuation of Security upon Returning to
the State Insurance Fund

Do Not Allow Self-Insurers to Leave the
State Insurance Fund Multiple Times
Expand Reporting Forms to Allow for More
Detailed Internal Analysis

Re-evaluate portion of Administrative
Expenses allocated to LAE

Change the Manner in which PES Rates are
Calculated

Change the Method Used to Determine
Expected Paid Losses in the Prospective
Policy Year

Terminate the Handicap Reimbursement
Program

Consider Using NCCI Class Codes for Public
Taxing Districts

Monitor Procedures used to Code
Construction Classes

Establish Specific Premium Audit Guidelines

Increase Scope of Premum Audit Function

Consider an Audit Scoring Tool to Prioritize
Audits

Use NCCI Approach to Common Majority
Ownership for Experience Rating

BWC response

Statute or

BWC area of BWC Rule

responsibility Priority | Change
Sl No
Sl/Fraud Rule
Sl/Field Operations Rule
S| Rule
Sl/Actuarial Rule
S| Rule
S| Rule
Sl No
Finance No

Statute /

Actuarial Rule
Actuarial/ Oliver
Wyman Rule
Legal/Actuarial/
Employer Statute /
Operations/ Claims Rule
Actuarial/ Employer
Operations Rule
Employer
Operations No
Employer
Operations No
Employer
Operations No
Employer
Operations No
Employer
Operations/
Actuarial Rule
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Effectiveness &

Efficiency

Low

Low

Low
Low
High
High
High
Moderate
Low

Moderate

Moderate

Moderate

Moderate

Moderate

High

Moderate

High

Moderate

Finanical
Strength &
Stability
Low

Low

Low
Low
High
High
High
Moderate
Moderate

Moderate

Low

Moderate

Low

Moderate

Moderate

High

High

Moderate

Transparency

High

Moderate

Moderate
Moderate
Moderate
Moderate
Moderate
Moderate
Moderate

High

Low

High

Low

None

None

None

None

Moderate

Ohio Economic
Impact
Low

Low

Low
Low
High
High
High
Moderate
Low

Low

Low

Low

Low

Moderate

Moderate

Moderate

Moderate

Moderate



Study
Element

Pricing
Process

Pricing
Process

Pricing
Process

Pricing
Process
Pricing
Process

Pricing
Process

Pricing
Process
Pricing
Process
Pricing
Process

Pricing

Process

Pricing
Process

Pricing
Process

Pricing
Process

Pricing
Process

Task Description

Minimum
Premium Review

Minimum
Premium Review

Ancillary Funds -
DWRF

Ancillary Funds -
DWRF
Ancillary Funds -
DWRF

Ancillary Funds -
DWRF

Ancillary Funds -
CWRF

Ancillary Funds -
All

Ancillary Funds -
All

Ancillary Funds -
All

Change of
Employer
Experience Rates

Change of
Employer
Experience Rates
Out-of-State
Employer
Experience
Rating
Out-of-State
Employer
Experience
Rating

Ohio BWC Comprehensive Study List of Recomendations and Impacts

Recommendation

Examine the Feasibility of Raising the
Minimum Premium

Increase Premium Audits for Accounts that
Report No Payroll but Have Claims

Set DWRF Rates to Meet Payments and
Reduce Burden to Future Employers for
DWRF Benefits

Change DWRF from Pay-As-You-Go Basis to
Support Reducing Unfunded Obligations
Establish a Good, Clear, and Long Term
Rationale for Funding DWRF Benefits

Set Policy Ratinoale for Equity between Past,
Current and Future Benefits to Pay DWRF
Benefits

Charge Some Premium for CWPF Coverage
with Credits/Dividends for Long Term CWPF
Employers

Address Large Unfunded Obligation
Including Possible Long Term Funding
Develop Funding Policies for Each Ancillary
Fund (DWRF, MIF, CWPF)

Conduct Further Research to Support
Legislative Change to Combine Funds

Eliminate/Restict Changes to Employer
Rates Due to Changes in Claims

Establish Shorter and Clearly Defined Time
Constraints, and Restrict Time to Report
Errors

Utilize only Ohio based Information to
Determine Eligibility for Experience Rating

Adopt the Industry Standard of using Base
Premiums as the Eligibility Criteria for
Experience Rating

BWC response

BWC area of
responsibility

Actuarial/ Employer
Operations

Employer
Operations

Actuarial/ Finance

Actuarial/ Finance

Actuarial/ Finance

Actuarial/ Finance

Actuarial/ Finance

Actuarial/ Finance
Actuarial/ Finance/
Investments
Legal/Legislative
Affairs/Actuarial/Fin
ance

Actuarial/ Employer
Ooperations/ Legal/
IT

Actuarial/ Employer
Ooperations/ Legal/
IT

Actuarial/ Employer
Ooperations/ Legal/
IT

Actuarial/ Employer
Ooperations/ Legal/
IT

BWC

Priority

Statute or
Rule
Change

Rule

No

Statute /
Rule

Statute /
Rule

No

No

Rule
Statute /
Rule

No
Statute /

Rule

Statute /
Rule

Statute /

Rule

Rule

Rule

Effectiveness &
Efficiency

Moderate

Moderate

Moderate

Moderate

Moderate

Moderate

Moderate
Moderate

Moderate

Moderate

High

Moderate

High

High
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Finanical
Strength &
Stability

Moderate

Moderate

High

High

High

Moderate

Moderate
High

Moderate

Moderate

Low

Moderate

Low

Low

Transparency

None

None

Moderate

Moderate

Moderate

High

High
Moderate

High

Moderate

Moderate

Moderate

Moderate

Moderate

Ohio Economic
Impact

Moderate

Moderate

Moderate

Moderate

Moderate

Low

High
Moderate

Moderate

None

Low

Moderate

Low

Low



OLIVER WYMAN

325 John H. McConnell Boulevard, Suite 350
Columbus, OH 43215

1614 2275509 Fax 1614 227 6201
www.oliverwyman.com

January 12, 2009

Mr. John Pedrick, FCAS, MAAA

Chief Actuarial Officer

Ohio Bureau of Workers’ Compensation
30 West Spring Street

Columbus, OH 43266-0581

Subject:
NAIC Actuarial Opinion Requirements

Dear Mr. Pedrick:

We have been asked to compare our current reserve opinion letter with that required by the
National Association of Insurance Commissioners (NAIC) opinion requirements. Below we have
outlined the key elements required, provided comments on each element and raised a few
questions for you to consider.

Identification:

= Association with BWC — The relationship should be defined as consultant.

= Qualifications — State that qualifications are met as a Fellow of the Casualty Actuarial
Society and Member of the American Academy of Actuaries

= Date of Appointment by Board or Board committee to render opinion — This is not included
at this time. We could state that we have been retained by BWC to issue this opinion.

Scope:

= |dentify the reserves items for which an opinion is being expressed. — The NAIC exhibit ‘A’
provides a list of those items; exhibit ‘B’ reflects the disclosures. We may need a summary
exhibit with the financial statement reserves as opposed to the NAIC exhibits A and B.

= State who was relied upon for the data, if it was evaluated for reasonableness and
consistency, and what reconciliations were performed (schedule P tie out for example). —
This is covered, although there is no equivalent to Schedule P for reconciliation. We could
have BWC provide an audit file for reconciliation purposes or add a statement describing the
BW(C'’s reconciliation process.

MARSH MERCER KROLL

Oliver Wyman Actuarial Consulting, Inc. MMC GUY CARPENTER  OLIVER WYMAN



OLIVER WYMAN

Page 2

January 12, 2009

Mr. John Pedrick, FCAS, MAAA

Ohio Bureau of Workers' Compensation

Review of assumptions and methods, tests of calculations, etc. — This is covered.

Discuss significant data elements with auditor, and work with them on selecting key data
elements for the auditors to check. — At the present time, this has not been done. We are
aware that the auditors review the data and calculations, but have not directly asked for
verification of specific data elements.

Opinion Paragraph:

Confirm whether reserves make a reasonable provision for all unpaid loss and LAE (gross
and net) <OR>

* Identify reserves that are inestimable, if any

» Indicate that net or gross reserves are excessive or deficient, and by how much

» Decide that an opinion cannot be formed

— The reasonableness statement is made for the undiscounted reserves in the audit report, but
not for the discounted reserves (see next item). Likewise no comment regarding the
financial statement reserves is made. If we are to provide an opinion consistent with the
NAIC, we would be issuing a qualified opinion, as most discounting is not allowed. To
issue an unqualified opinion, we would need the law/regulatory language that would allow
discounting and also incorporate a risk margin into the discounted reserve.

Confirm the reserves are calculated in accordance with actuarial standards. — This is done,
however a comment is provided that an actuarially sound reserve, on a present value basis,
must include a risk margin.

Confirm the reserves meet the requirements of the Ohio insurance laws. — At this time we are
not sure if this applies—is there a relevant law?



OLIVER WYMAN

Page 3

January 12, 2009

Mr. John Pedrick, FCAS, MAAA

Ohio Bureau of Workers' Compensation

Relevant Comments:

= Determine materiality standard, disclose it, and discuss whether or not there is a material risk
of adverse deviation (RMAD) — A significant risk of adverse deviation is stated explicitly.
The word “material” should be added. The percentage of surplus should be labelled as the
materiality standard.

= Conduct due diligence and comment on reinsurance — This is not applicable as there is no
reinsurance.

= Comment on IRIS test results — This is not practical since BWC does not produce statutory
Annual Statement accounting data.

= Describe any material changes to methods and assumptions — This should be added, even if it
just a comment that there are none. Significant changes could include trend change, new
methodology or change in discount rate.

= Review unearned premium calculations for long duration contracts — This is not applicable as
there are no long duration contracts.

= Other potential comments —

» Pools and associations — not applicable

» Asbestos and Environmental Reserves — A comment may be required due to potential
occupational diseases related to this exposure.

» Extended loss contracts — not applicable

» Anticipated salvage and subrogation — New analysis may need to be performed if the
amount of salvage and subrogation is needed. The unpaid liability is currently net of
salvage and subrogation.

» Discounting — A discussion is currently included on discounting, however should this
document clarify that the financial statement reserves are on a discounted basis? Is this a
summary document about the actuarial audit report, or is it an opinion on the reserves in
the financials?



OLIVER WYMAN

Page 4

January 12, 2009

Mr. John Pedrick, FCAS, MAAA

Ohio Bureau of Workers' Compensation

= Comment on Actuarial Report and Workpapers — Need to add instructions on recommended
document retention.

Required Exhibits

= Exhibit A — This is a specific list of loss reserve and premium reserve items as shown in
NAIC Annual Statement. This could be modified to reflect the audited financial statements.

= Exhibit B — Specific Disclosures —

— Materiality standard — The standard should be shown in dollars .

— Risk of Material Adverse Deviation — Currently stated as existing in current opinion.

— Statutory Surplus — Need to show as “Net Asset” realizing it is not the same as statutory
surplus.

— Anticipated net salvage and subrogation — This amount may need to be calculated.

— Discount — The amount of the discount should be shown.

— Pools and Associations — Not applicable, as there are no pools or associations.

— Extended loss and expense reserves — Not applicable.

Regarding these exhibits, the outstanding question is whether or not these exhibits should be
prepared and modified for inclusion into the opinion?

Report to the Board of Directors

This has been provided.
If we can provide further information or assistance, please let us know.

Sincerely,

/ZE/@O%AS, MAAA ry W Scholl, FCA

JISIIWS

MAAA




Proposed Actuarial Consultant RFP Schedule
New contract beginning after August 1, 2009 and before January 2, 2010.
Contract for 2 years with 2 one year renewal periods

Steps

Blackout Period Begins

2006 Actuarial consultant RFP
scope provided to Actuarial
Committee for review

Comments and recommendations
from actuarial committee members
Scope and evaluation criteria
determined

RFP issued

Question submission begins
Question submission ends

Answers posted on the web site
Mandatory Letter of Intent or
Mandatory Pre-submission
conference

Proposals due

Initial Proposal review and scoring
Optional Phone interviews
Optional in person interviews
Presentation from recommended
consultant to actuarial committee
RFP review committee makes
recommendation to Actuarial
committee and Workers’
Compensation Board

Workers Compensation Board
approves selection

Blackout Period ends at selection of
actuarial consultant

Contract begins

Initial contract ends

Contract renewals end

Dates
November 2008
November 20, 2008

November and December,
2008
February 6, 2009

February 27, 2009
March 2, 2009
March 13, 2009 10:00 AM
EST
March 27, 2009
March 31, 2009 5:15 PM EST

April 16, 2009 2:00 PM EST
April 16 to April 24, 2009
Week of May 4, 2009
May 11 to May 29, 2009
June 18, 2009

June 18, 2009

June 19, 2009
June 19, 2009
August, 2009 —January, 2010

December 31, 2011
December 31, 2013

Completion date

Hardcopy of previous actuarial
consultant RFP provided to
Actuarial Committee at
November meeting. Follow up
email with only scope section
sent on December 23, 2008.
Feedback provide from
directors

J:\Printing Services Mail Merge\2009 Board of Directors Printing\01-2009\Actuaria\E=RFP proposed

schedule updated 1-09.doc



BWC Board of Directors
Actuarial Committee

CAO Report

John Pedrick, Chief Actuarial Officer
January 22, 2009

We have developed atimeline for the rate reform implementation which is detailed in the rate reform
report. The reform effort includes implementation dates for the deductible program, group sponsorship,
group retrospective program, and credibility table changes. Specific program parameters and rules for
the deductible will be presented in the January and February Actuarial Committee meetings. Items that
will be forthcoming are potential changes in the homogeneity rule, proposed new rules on the continuity
or persistency of group membership from year to year and the details regarding continuing improvement
of the rate methodology through a split rating plan.

Current timelines for our projects follow subject to appropriate changes as devel opments warrant.
Comprehensive Plan mplementation

1. CommunicationsGroup Structure and Gover nance Team

Jeremy Jackson
Task/Function Timeline Status
Stakeholder Communications 8/1/2008 start Ongoing
Rules/ Outreach 8/1/2008 start Ongoing
Media 8/1/2008 start Ongoing
Targeted Employer Communications 8/1/2008 start Ongoing

o Workgroups will continue to meet on programs, continuity, and the split plan parameters.
e Individual meetings with group sponsors and TPA’ s continue.
e Meetings with employer groups in each service are also continuing.

2. Capping/Split Plan Team

Terry Potts and Paul Flowers
Task/Function Timeline Status

Identify parameters and structure for capping strategy Jul —Dec, 2008 Completed
System development 38892008 to Dec In progress
Capping strategy for PA employers effective July 1, 2009 In progress
Capping strategy for PEC employers effective January 1, 2010
Split Plan parameters decided Summer, 2009

. July, 2009 to
Split plan development July, 2010
Split Plan implementation July 1, 2011

e Rulesto implement caps for the policy year starting July 1, 2009 were presented for afirst reading with
the Actuarial Committee in October. Further action on the rulesis dependent on developments over the
next few months.

e A continuity strategy is being reviewed using the persistency method.
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3. New Products/Deloitte | ntegration Team

Joy Bush and Jamey Fauque, Centric Consulting
Task/Function Timeline Status
Develop Project Plan Aug 11-15 Completed
Develop Deductible Plan Aug — Jan, 2009 In progress
Develop Dividend/Retro/Sharing Plans Aug — July, 2009 In progress
Develop Group Retro Program Dec 2008 — Jun, In progress
2009
Review Current Programs Aug — Feb, 2009 In progress
Board Meeting to Review Final Proposals January 22, 2009 In progress

o Wewill present rules to the Actuarial Committee in January on the deductible program effective with the
policy year starting July 1, 2009.

e A group retrospective rating plan will be developed for implementation on July 1, 2009.
Additional products are being reviewed for development including a safety dividend and ano claim
discount.

House Bill 100 8512.50 Actuarial Study

Task/Function Timeline Status
Project Begins Feb 19, 2008 Completed
Initial Meeting with Deloitte Feb 27, 2008 Completed
Deloitte introduced to Actuarial Committee Feb 28, 2008 Completed
Deloitte training presentation to Actuarial Committee May 28, 2008 Completed
Deloitte presents first grouping report to Actuarial Committee June 25, 2008 Completed
Deloitte presents second grouping report to Actuarial Committee August 28, 2008 Completed
Deloitte presents third grouping report to Actuarial Committee October 30, 2008 Completed
Deloitte presents final report to Actuarial Committee/Board Dec 17, 2008 Completed
Project ends Dec 31, 2008 Completed

e Deloitteis preparing an executive summary for the Actuarial Committee/Board that will be presented to
the board over the next few months

o Deloitte continues to submit draft reports for the completed tasks. The BWC is reviewing these reports
and giving comments before finalization of the reports.

e TheBWC s creating a project management team and project management plan to review the
recommendations from the comprehensive study to determine priority, implementation strategy, and
required legislative or rule changes.

MIRA I

Task/Function Timeline Status
Historical Data Extraction January — August 2007 Completed

Customer Workgroups || s
e Employer-Web Services Focus Group November 2007 Completed
e Claim Expert Workgroup November — December Completed

2007

e MIRA II-TPA Update Meseting December 11, 2007 Completed
MIRA 11 Injury Mapping Logic-Finalized and Approved | January 2008 Completed
MIRA I1-Development of Reserve Models (FIC) February — May 2008 Completed
Data Interface Testing March — May 2008 Completed
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MIRA I1- Web Services Enhancement February — July 2008 Completed
Testing/Review of Initial MIRA Il Reserves May — June 2008 Completed
Training/Education on MIRA 11 System July — November 2008 Completed
MIRA Il Reprediction (Adjustment) System
Design, Develop, Test, Implement May 2008 — July 2009 On schedule
Implement MIRA I July — September 2008 Completed
MIRA Il reserves used for the 12/31/2008 PA rate cutoff December 31, 2008 Completed
Public Employer Taxing District Rates

Task/Function Timeline Status
Public Employer Taxing District Rates July 2008 - December 2008 Completed
Summary Payroll August 25, 2008 through Completed

September 12, 2008
Summary Losses August 25, 2008 through Completed
September 19, 2008
Group Application Deadline August 29, 2008 Completed
Rate Calculations September 19, 2008 Completed
through November 14,
2008
Rate recommendation to Actuarial Committee September 25, 2008 Completed
Rate consent from WCB October 30, 2008 Completed
Final Ratesto WCB November 20, 2008 Completed
Mailing of Employer Rate Letters December 30, 2008 Completed
7/1/2009 Private Employer (PA) Rates

Task/Function Timeline Status
Private Employer Rates January 2009 to July 2009 In-process
Summary Payroll January — February 2009 In-process
Summary L osses January — February 2009 In-process

Rate Calculations February 2009 to June 2009
Rate recommendation to Actuarial Committee February/March 2009
Rate consent from WCB March/April 2009
Final Ratesto WCB June 2009

Mailing of Employer Rate Letters July 2009

Actuarial Division Staffing

Interviews of applicants for the new Director and Manager positions are underway. We have scheduled the

third interview January 27, 2009.

Actuarial Consultant Contract

We are now in the “ blackout period” for the actuarial consultant contract RFP. The current contract expires
December 31, 2009.

Proposed Actuarial Consultant Request for Proposal Schedule
The new contract begins after August 1, 2009 and before January 2, 2010. The contract will be for 2 years with
2 one year renewal periods.
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Actuarial Consultant Contract continued

Steps
Blackout Period Begins
2006 Actuaria consultant RFP scope provided to Actuarial
Committee for review
Comments and recommendations from actuarial committee
members
Scope and evaluation criteria determined
RFP issued
Question submission begins
Question submission ends
Answers posted on the web site
Mandatory L etter of Intent or Mandatory Pre-submission
conference
Proposals due
Initial Proposal review and scoring
Optional Phone interviews
Optional in person interviews
Presentation from recommended consultant to actuarial committee
RFP review committee makes recommendation to Actuarial
committee and Workers' Compensation Board
Workers Compensation Board approves selection
Blackout Period ends at selection of actuarial consultant
Contract begins
Initial contract ends
Contract renewals end

Dates
November 2008
November 20, 2008

November and December, 2008

February 6, 2009
February 27, 2009
March 2, 2009
March 13, 2009 10:00 AM EST
March 27, 2009
March 31, 2009 5:15 PM EST

April 16, 2009 2:00 PM EST
April 16 to April 24, 2009
Week of May 4, 2009
May 11 to May 29, 2009
June 18, 2009
June 18, 2009

June 19, 2009
June 19, 2009
August, 2009 —January, 2010
December 31, 2011
December 31, 2013



	December Minutes
	Educational session
	Rate Reform update
	List of recomendations and impacts
	NAIC Oliver Wyman
	Act consultant RFP schedule
	CAO report
	Calendar



