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Mission statements

BWC — To protect injured workers and employers from loss as a result of workplace acci-
dents, and to enhance the general health and well-being of Ohioans and the Ohio economy

IC — To serve injured workers and Ohio employers through expeditious and impartial reso-
lution of issues arising from workers’ compensation claims and through establishment of

\adjudication policy J

Ohio Bureau of Workers’ Compensation Industrial Commission of Ohio
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ohiobwc.com www.ohioic.com
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Two agencies administer Ohio’s workers’ compensation system: the Ohio Bureau of Workers’
Compensation (BWC) and the Industrial Commission of Ohio (IC). BWC is the administrative and
insurance arm, collecting workers’ compensation insurance premiums from employers, and over-
seeing compensable claims of injured workers. The IC is the claims adjudicative branch that resolves
disputes arising from a workers’ compensation claim.

To ensure fairness and impartiality within the system, BWC and the IC operate as independent agen-
cies. However, Ohio law requires BWC to prepare and publish an annual report for both agencies
each year. This joint BWC/IC annual report fulfills this requirement for fiscal year 2009.

In addition to this document, BWC is required to submit the following reports:

BWC's Division of Safety & Hygiene annual report

Outcomes and Savings of the Health Partnership Program (semi-annual report)
Fiscal Year 2009 Investment Class Annual Report Comments

Audited Financial Statements



Table of contents

BWC and the IC.........cccoiiimmmuiimnessimnssasmnnsssssnssssssmsssssssssssssssssssssssssssmssssssssnsssssssssssssnnsssssnnnns
Trustees of Ohio’s workers’ comp system
JOINt BWC/IC @NNUAI FEPOI ..ttt s e e e e ae e e s e e s me e s s e e s snseeeneeaeneeesnneenan

BWC — Investing in long-term improvement ........cccuuuremmmmmmssssmmsssssmmssssmmssssssssssssssnnnns 5
Administrator’s letter

ADOUL US ..eovvriiriieiieiee e,

Claims and employer services

FINANCIAl SUMIMAIY .eiiiiiieie e s e s s e e e s s se e e e s s as e e e s s s nneeesenaseeeseeanrenesnann 7

BWC BOArd Of DIFECIOIS ..c.ueiiieiiieieiie ettt me e e e ne e e e e e e s e e eae e saeesaeeeneesanenneann 8

Lo T-T o B LT To =T =] o V1 o J PSRRI 8

BWC eXeCULIVE [AUEISNIP ..eiieeiiieiiiieie ittt sttt s s r e s se e st e e et e s s nae e s sane e sneeenes 9
BWC: Realizing long-term rate reform and better SErviCes.....cccouuiiiiiiiiieii i

Stabilized Ohio’s group-rating program ........ccccecceeeveeenunen.

Transitioned to a new claims reserving system

Better services.......coovviiieininennne

Additional accomplishments

A LSS (=Y o 1= PP PPRTPPPIPN
N T E=T a Lo I € TS o U PTPPPRRIOE

The IC — Building on a history of fiscal prudence.........cccosssemmssssssmmmmnnssssssssssssnsnnsnsas 17
Letter from the Chairman
2 o Yo 10 i o V= PSSP

Fiscal year’s highlights

Key CUStOMET SEIVICE INTTIATIVES ...eeiiieeeiiiee ettt ne e s nee s 20
COSt SAVINGS INTTIATIVES .ciieeieiee et e s n e s ene e s sneesneesenneenane 21
APPENAIXES 1uuurrnunrnnnsnnnsinnssmnnssmnsssmsssnssssnsssmssssmssssmsssmnsssmssssssssssssssssssssssssssssssssssssssnssssnsssnnssen

BWoC'’s Division of Safety & Hygiene Annual Report
Outcomes and Savings of the Health Partnership Program (semi-annual report)
Fiscal Year 2009 Investment Class Annual Report COmMMENTS ......oeeieeiiieriiieenieeesee e e
P AU i (=Ye I ST E= Y e E= Y B = =T 0 =Y o €=



BWC — Investing in
long-term improvement



Dear Governor Strickland,

| am pleased to present the Ohio Bureau of Workers’ Compensation (BWC)
annual report for fiscal year 2009 (FYQ09).

The year was one in which BWC and its Board of Directors charted a path to
improve the agency’s performance and brought greater stability to Ohio’s
workers’ compensation system. Our core mission of protecting workers
and employers from loss has been a significant driver for the progress
we've made toward long-term reform.

We have also been guided by the recommendations outlined in the results of the mandated, compre-
hensive study of Ohio’s workers’ compensation system. While we continue to analyze and schedule
implementation of many of the 146 recommendations, a number of these recommendations have
been important in guiding our ongoing rate reform efforts. We are already seeing tremendous re-
sults which include:

A 25.3 percent base rate reduction for non group-rated employers;

A collective savings of more than $139 million for more than half of Ohio’s private

employers;

New insurance products to help employers save on workers’ compensation costs;

More accurate and transparent reserving;

Reduction in base rates for 441 or Ohio’s 532 manual classifications; and

Rates that are now competitive with those of many other states.

While rate reform represents a significant accomplishment for FYQ9, this report will highlight a
number of other achievements in our mission to serve injured workers and Ohio employers. These
include:

Creation of a performance-based process to incent prompt treatment and timely
payment by managed care organizations;
Significant improvements to BWC’s pharmacy program;

Skilled investment management which kept BWC's investment portfolio solid —
experiencing just a 1.1 percent loss — when other funds were deeply impacted by
economic turmoil;

Adoption of a new investment policy statement and an implementation strategy for
diversifying the State Insurance Fund’s fixed-income and equity investments; and

Cost savings initiatives that lowered administrative spending by $21 million.

| am pleased with the progress we are making toward strengthening and renewing confidence in
Ohio’s workers’ compensation system. | have no doubt you will find the information in this report
clearly demonstrates BWC'’s ongoing commitment to injured workers and Ohio employers.

Sincerely,

D Ncode TP

Marsha P. Ryan
BWC Administrator



Operational overview

About us

BWC was created in 1912 to protect the health and well-being of Ohio workers, while providing in-
surance coverage for their employers. As a state-operated insurance fund, the agency provides total
workers’ compensation services for employers and their injured employees.

The State Insurance Fund covers medical expenses and lost wages for approximately two-thirds
of the state’s work force. The remaining third receives workers’ compensation coverage directly
through their employers who are part of the self-insurance program guided by strict qualifications
set by BWC.

Claims and employer services

Following a national trend, Ohio saw fewer workplace injuries in FY 2009. BWC handled 132,549
claims for state-fund employers, compared with 159,611 last year. Of those, 118,855 were allowable
claims versus 143,199 last year. Medical-only claims totaled 101,791 followed by 15,428 lost-time
claims. There were also 1,439 occupational disease claims. Tragically, 197 workers lost their lives
as a result.

In fiscal year 2009, compensation to injured workers totaled nearly $2 billion; just slightly less than
the $2.1 billion paid the previous fiscal year. Employer premium and assessment amounted to
$2.4 billion this fiscal year.

Financial summary 4 )
At the close of fiscal year 2009, BWC had Employer policy totals and types

assets totaling $22.4 billion. Adequate assets 262,251 total policies

are required to fund the costs of our 1.3 mil-
lion open claims.

257,012 private state-fund employers

5,239 other employer policies
3,791 public (local)

124 public (state)

1,188 self insured

38 black lung

~ 98 marine

A breakdown of BWC's total invested assets
on June 30, 2009, shows a fair value of almost
$17.1 billion. Passively managed bonds make
up most of the investment portfolio. Howev-
er, it also includes passively managed stocks, Premiums earned and benefits paid
as well as cash and cash equivalents.

During an extremely volatile market, BWC's
portfolio performed well. The total rate
of return on invested assets this fiscal
year was negative 1.1 percent. Net invest-
ment income for this fiscal year was
negative $195 million. This included $738
million in interest and dividend income, Claim totals and types
less $928 million decline in the fair value of
investments and $5 million in investment
expenses.

$2.0 billion - benefits paid

$2.4 billion - premiums and
assessments earned

118,855 total allowed claims

Claim types
101,791 medical only
15,428 lost time
1,439 diseases
For complete financial details please refer

to the section of this report titled Fiscal Year
2009 Audited Financial Statements for BWC

and the IC. Qource: BWC data warehouse. All statistics are as of June 30, Zoty




Appointed by Governor Ted Strickland, the BWC Board of Directors provides professional expertise,
accountability, transparency and a broad representation of BWC’s customers — Ohio workers and
employers. The Board has direct authority to advise BWC’s administrator and to set overall policy
for the agency.

Board members represent the interests of Ohio workers and employers, and the public at large.
By law, four members must have specific expertise in the areas of investments (two members),
accounting and actuarial science. The Board has three committees mandated by law: the actuarial,
audit and investment committees, which convene monthly. There is also a governance committee
that was created to oversee board operations.

As fiduciaries of Ohio’s workers’ compensation system, the BWC Board of Directors develops poli-
cies for establishing actuarially sound premium rates that reflect the exposure employers bring to
the system. In 2009, the Board was actively engaged as the agency implemented new rates and cre-
ated new programs aimed at stabilizing premiums and providing relief for small businesses.

The Board’s FY09 achievements include:

Adoption of a rate-reform plan designed to improve pricing accuracy and premium
equity among group- and non group-rated employers;

Approval of a cap on premium increases intended to limit extreme cost swings for em-
ployers and provide financial relief for many small businesses;

Selection of Deloitte Consulting LLC as the actuarial consultant for rate making, reserv-
ing and special projects;

Updating the State Insurance Fund investment policy statement to further diversify the
passively managed fixed income and equity investments. The State Insurance Fund’s
investment portfolio asset target is 70 percent fixed income investments and 30 percent
equities; and

Hosting three public forums to gain input from Ohio’s workers’ compensation
community.

Lhota, of Worthington, has been president and CEO of the Central Ohio Transit Authority (COTA)
since 2004. Lhota previously spent 37 years at American Electric Power where he served in various
management positions.

Harris, of Gahanna, works part time for the United Auto Workers (UAW) on workers’ compensa-
tion legislation. He retired in 2003 after more than 20 years of experience on the UAW international
staff. Harris also served as the director of the Ohio Department of Industrial Relations from 1983 to
1991.



William J. Lhota, Chair James W. Harris, Vice Chair

Represents self-insured employers Represents employee organizations
Term expires June 12, 2010 Term expires June 12, 2010
Charles A. Bryan Kenneth M. Haffey Thomas R. Pitts
Chair of the Actuarial Committee, actuary Chair of the Audit Committee Represents employees
Term expires June 12, 2010 Certified public accountant Term expires June 12, 2011
Term expires June 12, 2012
David Lee Caldwell Larry Price
Represents employee organizations James A. Hummel Represents the public
Term expires June 12, 2012 Represents state-fund employers Term expires June 12, 2011
with more than 100 employees
Alison L. Falls Term expires June 12, 2011 Robert C. Smith
Chair of the Governance Committee Chair of the Investment Committee
Investment and securities expert Jim M. Matesich Investment and securities expert
Term expires June 12, 2010 Represents state-fund employers Term expires June 12, 2012

with fewer than 100 employees
Term expires June 12, 2012

Appointed by Governor Strickland in 2007, Ryan continues to lead BWC toward achieving its mis-
sion to protect injured workers and employers from loss as a result of workplace accidents, and to
enhance the general health and well-being of Ohioans and the Ohio economy. With an outstanding
dedication to quality customer service, Ryan is directing efforts to make the agency more respon-
sive and accountable to Ohio’s workforce and employers.

In fiscal year 2009, BWC continued to strengthen its accountability and commitment to Ohio’s em-
ployers and injured workers. Recommendations from the comprehensive study conducted in 2008
by Deloitte Consulting were evaluated, and timelines for implementation have been established.

Administrator
Marsha P. Ryan

Chief Operating Officer Actuarial Legislative and policy
Raymond Mazzotta John Pedrick Christina Madriguera
Fiscal and Planning Investments Medical director
Tracy Valentino C. Bruce Dunn Dr. Robert J. Balchick
Customer Services Internal Audit Human Resources
Tina Kielmeyer Caren Murdock Toni Brokaw
Medical Services Legal
and Compliance James Barnes

Robert Coury
Communications
Infrastructure and Maria Smith
Technology
Thomas Croyle
Listing above is as of June 30, 2009.



Comprehensive rate reform is bringing greater equity and stability to Ohio’s group-rating pro-
gram, making certain each employer pays the right rate for the risk they bring to the system.
To create this balance, rates for non group-rated employers were reduced by an average of
25.3 percent, effective July 1, 2009.

Group-rated employers will pay an average of 9.6 percent more in premium due to a decrease in the
credibility table, lowering the maximum discount from 85 percent to 77 percent.

Additionally, a cap was placed on premium increases to limit extreme cost swings for many em-
ployers. The capping plan stabilizes premiums and provides additional relief for small businesses.

Simplifying various rating plans was an essential component of rate reform. Effective July 1, 2009,
two new plans were available for private-sector employers. They are:

A new, standard deductible program that affords businesses an up-front premium
discount in exchange for the employer assuming a portion of claims costs up to a set
amount; and

The group-retrospective rating program which enables employers to pool their collec-
tive risk with the potential to earn refunds based on the outstanding safety performance
of their group.

In July 2008, BWC successfully activated a new claims reserving system. Micro Insurance Reserving
Analysis (MIRA) Il provides more accurate, individual claim reserves than its predecessor, and pro-
vides full transparency by allowing employers to see the cost drivers that impact their premiums.

MIRA Il is also helping to improve the performance and stability of Ohio’s workers’ compensation
rates, and has proven to be a valuable tool in setting accurate premiums for Ohio employers.

Prompt, effective medical care leads to quicker recovery, a timely return to work and improved qual-
ity of life for injured workers. To effectively meet the needs of injured workers, BWC is focused on
improving services.

BWC is expanding its medical resources and research capabilities by partnering with the Ohio State
University’s College of Public Health’s Center for Health Outcomes, Policy and Evaluation Studies.
The College possesses experience, skill and ability in conducting applied health services research
studies that assist organizations in evaluating clinical effectiveness, quality of care, cost of medi-
cal services and other investigations in the areas of health outcomes and policy. The agency'’s first
collaboration with the College will be in the development of a strategy for optimal usage of phar-
macologic treatment for pain management of injured workers. This will help to improve the safety,
quality and cost-effectiveness of pain-management programs.

BWC’s Medical Services Division is replacing its provider enrollment system. The system main-
tains provider demographic information, credentials, certification and bill processing. The new
system improves provider outreach and recruitment, and facilitates the decertification of repeat,
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non-compliant providers. In addition, we are working to improve our recruitment of quality medi-
cal providers.

To improve outreach to current and prospective providers, acommunications plan was implemented
that includes new education and orientation Web offerings as well as enhanced training methods.

For injured workers to have access to high-quality medical care, BWC provides an appropriate ben-
efits plan and terms of service with competitive fee schedules. The agency substantially improved
its medical, vocational rehabilitation and pharmaceutical benefits plans by overhauling provider fee
and reimbursement schedules. The new fee schedule provides a necessary increase in reimburse-
ment rates for approximately 85 percent of services and products rendered. Further, BWC updated
the terms of service which improves clarity and accountability.

A new pharmacy program director is leading BWC's efforts in pharmacy program integrity, central-
ization and efficiency. To ensure proper usage of medications, BWC has placed tighter controls on
the most often-prescribed drugs. These Medical Services reforms, along with the implementation
of a rebate collection policy have resulted in a savings of several million dollars in fiscal year 2009.
Finally, the agency selected a new pharmacy benefit manager which is expected to help improve
drug utilization.

Managed care organizations (MCOs) oversee the medical portion of injured workers’ claims. They
are the link between injured workers, employers, medical providers and BWC.

In fiscal year 2009, BWC continued to strengthen the measurements that assess managed care out-
come and performance by requiring greater accountability and improved performance from MCOs.
The 2009-2010 MCO contract emphasizes performance as a basis for payment.

Qualifications for disability-management coordinators have been strengthened and improvements
to the alternative dispute resolution (ADR) process were implemented. These changes will provide
customers with more timely, effective and efficient resolution of medical treatment disputes. The
current ADR process will be shortened by more than 67 percent, or 21 days, while maintaining fair-
ness and due process for all parties.

BWC implemented a clinical editing program to assure providers receive appropriate reimburse-
ment for their services and guarantees processing consistency. This program identifies improperly
billed services, enforces billing standards and identifies variances across MCO bill payments. It is
believed that these first edits will result in a yearly savings of approximately $1 million.

In addition, the 2009 inpatient hospital fee schedule features new Medicare-based pricing methodol-
ogy for outlier payments; those services or products beyond the standard bill payment agreement.
This update identifies the true outlier bills for appropriate payment which eliminates overpayment
and guarantees equitable reimbursement to hospitals.

11



Prevention is one of the cornerstones of BWC's business philosophy. The BWC Division of Safety
& Hygiene (DSH) provides year-round training and consultation to Ohio employers and their work-
force, and offers many value-added safety services at no additional cost.

DSH developed a research plan to monitor and improve specialized field safety services. The pre-
ferred markets program is a two-year customer outreach occupational safety and accident injury
prevention effort. The program provides services to 1,661 selected employers from four industry
groups, which experience high claims frequency and severity. The goal is to assist these companies
in improving safety at their workplaces and consequently reduce injuries and workers’ compensa-
tion costs. The primary objective is to decrease frequency, severity of claims and costs by 5 percent
in each of the four customer groups over a two-year period.

In addition, DSH began to evaluate three major areas for our safety intervention and drug-free
workplace grants.

Make safety grants available to employers even if no claims have occurred.
Require applicants to submit a safety consultation report with their applications.
Retool and modernize our drug-free workplace programs.

DSH offers education and outreach to promote safe workplaces for all Ohioans. These services
include safety education and training; on-site and field consulting safety services; publications; li-
brary and research services; safety grants and loan programs. BWC supports more than 80 safety
councils statewide and sponsors the annual Ohio Safety Congress & Expo, the largest of its kind in
the Midwest.

Introduced last spring, BWC Education on Demand affords business groups and trade associations
the opportunity to market workers’ compensation-themed classes to their membership at their con-
venience. BWC staff members teach the courses.

In fiscal year 2009, BWC's Legal Division achieved success in: pursuing subrogation, serving as
a model for records and information management, and improving employer adjudication. The
Division’s subrogation unit collected nearly $19.4 million from third-party insurers involved with
workers’ compensation claims. This is an increase of 10.26 percent over last fiscal year’s collections
of $17.7 million. The division expects these collections to increase through fiscal year 2010.

Three state agencies — the Department of Administrative Services, the Office of the Ohio Attorney
General (AG) and the Office of the Ohio Secretary of State — recognized BWC as the agency to
model for records and information management (RIM). The agency’s state-of-the-art system stores
and shares record inventories with more than 820 record retention schedules.

In addition, Microsoft featured BWC in a case study of best practices for the RIM unit’s use of the
company'’s SharePoint product. The case study showcased BWC as an industry leader.
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Utilizing the Kaizen method to eliminate unnecessary processes, the Division’s adjudicating unit
made great strides toward improving customer service to Ohio employers. BWC's total adjudica-
tion process previously averaged 169 days. After implementing the Kaizen method, the process
has been reduced to 56 days, with final orders being dispatched in an average of 7.9 days. The
implementation of an adjudicating tracker system in February 2009 has also increased efficiency.
The system generates reports with certain performance indicators, leading to further process im-
provements.

BW(C'’s special investigations department’s (SID’s) mission is to prevent loss to the workers’ com-
pensation system. The special investigations unit (SIU) and the safety violations investigation unit
(SVIU) comprise the department.

The SlUs achieved these results in fiscal year 2009.

New allegations 5,135 5,149
Rejected allegations 2,256 2,272
Cases closed 2,965 2,781
Open cases 1,526 1,328
Referred for prosecution 314 222
Indicted 102 101
Convicted 119 92

Quality service to injured workers and Ohio employers is a cornerstone of BWC’s mission, and the
Customer Services Division continually looks for ways to enhance the customer’s workers’ compen-
sation experience.

To strengthen BWC'’s group-rating plans, the Division is requiring all current and new group-rating
and retrospective-rating sponsors to apply for BWC-certification every three years. Only a certified
sponsor or an affiliate can market and enroll employers in the group-retrospective and group-rating
plans.

During fiscal year 2009, Ohio employers benefited from changes to interstate jurisdiction laws
which expanded the definition of an employee. The change is helping Ohio employers avoid paying
double to cover work done outside the state.

Additionally, the law prohibits an employee from filing a claim for Ohio benefits if he or she has or

will file a claim for the same injury in another state. It also grants BWC the authority to regain the
costs for any claim found to be under the jurisdiction of another state.
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In March 2009, BWC hired a new superintendent of DSH to lead the division in its efforts to keep
Ohio workers safe. In addition to its many service offerings, DSH is leading a program designed
to enhance safety training for group rating sponsors. A BWC safety professional is assigned to
each sponsoring organization and meets with the group sponsor quarterly, advising the sponsor
on occupational safety and health communication and education strategies. The assigned safety
professional also evaluates the group sponsor’s annual safety plan to assure compliance with the
Group-Rating Safety Requirement and for certification.

In August 2008, BWC rolled out its employer compliance department to engage employers and
educate them on the importance of compliance with Ohio’s requirement that all firms obtain and
maintain workers’ compensation coverage. It identifies non-complying employers, assists them in
recognizing their obligations to the state insurance fund and develops plans to reinstate compliance.
The Department identifies employers who persist in operating without coverage or who evade their
true premium rate for further remedies, including criminal investigation, collections enforcement,
or in some cases, injunction from operation.

To date, the Department has identified more than 8,500 non-compliant employers and has con-
firmed more than $60.5 million in recovered premium, penalties and interest. It has restored more
than 2,500 employers to full compliance with more than 175 employers participating in payment
plans to assist them in obtaining compliance.

In March 2009, BWC merged the Springfield Customer Service Office with the Dayton Customer
Service Office allowing for greater efficiency and cost savings by eliminating service and opera-
tional redundancies, decreasing per capita administrative costs and saving on commercial lease
expenses. The merger resulted in relocating 29 staff members to the Dayton office and an annual
savings of more than $760,000.

BWC will make additional evaluations and improvements in fiscal year 2010 with the comprehensive
study serving as a guide for fundamental, long-term improvements to Ohio’s workers’ compensa-
tion system.
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State-fund claims filed

Lost time

Medical only

Occupational disease

Death

Disallowed or dismissed
Total

Net allowed injuries

FY 2009 FY 2008 FY 2007
15,428 18,738 19,487
101,791 122,540 133,221
1,439 1,685 1,793
197 236 176
13,694 16,412 17,015
132,549 159,611 171,692
118,855 143,199 154,677

Note: Every claim is evaluated at 60 days after filing for purposes of claim type, state fund versus self-insured, combine

status and allowance status. Values exclude combined and self-insured claims.

Open claims (per statute)
Lost time

Medical only

Total

Benefits paid
Medical benefits paid

Compensation paid
Wage loss
Temporary total
Temporary partial
Permanent partial
% permanent partial
Lump sum settlement
Lump sum advancement
Permanent total & DWRF
Death
Rehabilitation
Other
Total compensation paid
Total benefits paid

407,841 486,942 532,262
913,373 928,549 1,008,281
1.321,214 1,415,491 1.540,543

$833,508,906

$839,466,966

$788,735,401

$19,123,153 $18,351,000 $19,566,863
258,845,993 254,370,076 257,483,825
48,179 69,398 151,507
23,361,375 23,812,862 25,871,729
84,406,058 80,295,738 88,224,580
206,137,108 312,317,176 242,020,469
20,581,269 20,396,760 16,543,090
385,463,075 385,273,687 383,661,796
82,396,222 81,991,570 79,870,369
43,429,274 40,371,244 37,774,178
6,973,290 7,148,595 10,867,270

$1,130,764,996
_$1964,273902  _$2,063,865072
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$1,224,398,106

$1,162,035,675
$1,950,771.076




Fraud statistics
Fraud dollars identified
Dollars spent to dollars saved ratio

Prosecution referrals

Active employers by type
Private

Public (local)

Public (state)

Self-insured

Black lung

Marine fund

Total

BWC personnel

MCO fees paid

BWC combined funds financial data
(000s omitted)

Operating revenues

Premium and assessment income,
net of provision for uncollectibles

Assessment income due to statutory change
Other income

Total operating revenues

Non-operating revenues
Net investment earnings
Increase (decrease) in fair value

Net investment income (loss)

Total BWC assets

Total net assets (deficit)

FY 2009 FY 2008 FY 2007
$65,183,784 $73,528,436 $100,019,724
110 5.65 110 5.99 110 8.33
222 314 301
257,012 264,870 270,499
3,791 3,810 3,783
124 125 126
1,188 1,174 1,139
38 39 37

98 92 95
262,251 270,110 275,679
2,158 2,412 2,642

$161,317,153

$168,327,075

$173,138,584

FY 2009 FY 2008 FY 2007
$2,360,930 $2,138,402 $2,395,421
$0 $0 $1,875,512

17,197 22,247 17,703
$2,378,127 $2,160,649 $4,288,636
$733,284 $862,670 $802,270
(928,019) (143,510) 109,160
$(194,735) $ 719,160 $911,430
$22,420,349 $22,381,974 $22,140,786
$2,515,342 $2,503,289 $2,305,546

Note: Due to improvements in BWC data capture and reporting systems, prior year data may not agree with amounts previously

reported.
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The IC — Building on a
history of fiscal prudence



During fiscal year 2009, the IC successfully moved forward with technolog-
ical advancements that better enabled us to answer Governor Strickland’s
call for accountability, efficiency and transparency in state government.
The implementation of cutting-edge technologies continued to help us
streamline operations while reducing costs. Over the past decade, there
has been a 25 percent reduction in our personnel due, in part, to automa-
tion. Yet, injured workers and employers are receiving faster service that
utilizes less money and less labor.

We continued to build on our history of fiscal prudence, while excelling in
the following areas during fiscal year 2009:

Consolidated office space in our Columbus office, which will save $800,000

annually;

Consolidated district offices resulting in an annual savings of more than $2 million;
Converted from standard to Internet Protocol telephone service, which will save
$200,000 per year;

Reduced employee overtime and overnight delivery expenses resulting in a savings
of $58,000 annually;

Continued a long history of minimal budget increases that have averaged only
six-tenths of 1 percent;

Maintained a high success and compliance rate in adjudicating claims well within the
statutorily imposed time frames;

Maintained an equitable rate assessment for employers by continually monitoring our
caseload.

In the next fiscal year, we will continue our commitment to foster quality customer service and en-
sure all parties receive prompt and fair hearings on disputed workers’ compensation claims. While
we continue to do more with less, when the ultimate goal is great public service, each year brings
new challenges to serve a constantly changing population with the utmost fiscal prudence.

Sincerely,

Gary M. DiCeglio
Chairman of the Ohio Industrial Commission
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The IC conducts more than 175,000 hearings annually, and most of these hearings take place within
45 days of the original claim appeal. That means you may expect great customer service as the
IC provides a forum for appealing BWC and self-insured employer decisions. Since 1912, the IC
has been resolving issues between parties who have a dispute in a workers’ compensation claim.
Throughout the appeals process, the agency offers information and resources to assist parties, in-
cluding a customer service phone line and assorted Web services.

The IC conducts hearings on disputed claims at three levels: the District level, the Staff level and
the Commission level. The governor appoints the three-member Commission and the Ohio Senate
confirms these appointments. By previous vocation, employment or affiliation, one member must
represent employees, one must represent employers and one must represent the public. This fiscal
year, Kevin Abrams represented the general public; William E. Thompson represented employers;
and Gary M. DiCeglio represented the interests of injured workers. DiCeglio is the Chairman of the
Commission.

The agency’s work force decreased by more than 150 employees during the past decade. Yet, it has
continually met and exceeded statutory requirements for timely service. Upgrades in technology
and early retirement incentives facilitated this reduction. So, the IC has not had to lay off employees.
The IC is an agency that is already used to maximizing productivity while minimizing expenditures,
a philosophy that is serving it well in these tough economic times. Prudent planning has allowed
the agency’s budget to remain relatively flat while implementing many upgrades in technology and
servicing a steady level of the number of claims heard each year.

The IC conducted 175,726 hearings in fiscal year 2009. In addition to the Commissioners, there are
99 hearing officers — all attorneys — in five regional and eight district offices throughout the state.
These hearing officers make decisions — District and Staff hearing levels — before an appeal may
be heard by the Commission. Commission level hearings are granted on a discretionary basis.

In fiscal year 2009, the IC continued its high success rate in handling claims well within the 45 day
time frame mandated by statute. From the date of the filing of the appeal to the date of hearing,
District level (first level) hearings averaged 29.5 days. Staff level (second level) hearing appeals
averaged 27.5 days.

The statistics from the date the appeal was filed to the date the order was mailed are just as favor-
able. For the District level, the appeal filing to mailing date took 32.8 days on average during the
fiscal year. For the Staff level, it averaged 30.5 days.

The agency’s continued success is due, in part, to technological advances that have made it easier
than ever to file appeals on the Web via the Industrial Commission Online Network (ICON). There
were 66,539 first-level appeals filed on the ICON during the fiscal year. There were also 69,241 sec-
ond-level or above appeals (Staff and Commission level appeals) filed on ICON during the fiscal
year. That marks an increase of 9 percent from last year’s online filings at both levels.

Ask IC is another technological tool that has helped increase customer satisfaction. It is an e-mail
feature of the IC's Web site, www.ohioic.com. Ask IC gives injured workers, employers and their
representatives the opportunity to submit questions to the agency’s customer service department.

This fiscal year, the IC’s customer service department received and responded to 819 Ask IC submis-
sions. The department also scheduled 1,165 interpreters to help facilitate hearings where language
could be a barrier. In addition, the IC’s toll-free customer service line received 12,081 calls this fiscal
year. In person, staff assisted 6,365 people at its Columbus office.
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The IC underwent a very public facelift during the past fiscal year when it launched the brand new
www.ohioic.com. The new site accelerated the IC’s service to customers via streamlined navigation
and Quick Links for ease of use. In addition, the agency updated its online manuals to user and
printer friendly PDFs. Plus, it now displays the latest IC news and events on the site’s homepage.

In addition, the site now meets the Americans with Disabilities Act (ADA) Compliance Guide-
lines as well as the State of Ohio Executive Branch Web Site Standardization Policy. The Web Site
Standardization Policy requires cabinet-level state agencies to build sites that look similar to www.
Ohio.gov, so that customers may grow accustomed to using similar navigation tools when they visit
state agency Web sites.

The IC added several other enhancements since the launch of the new www.ohioic.com. These
include the brand new Medical Specialist Resources section, which features the IC's Mediscene
newsletter for medical examiners. This new section also features an examiner credentialing page
that breaks down the requirements for becoming a specialist who performs medical exams on
behalf of the Commission. It also includes information regarding the maintenance of examiner cre-
dentials. A team of information technology and communications staff members designed and built
the entire site from the ground up, utilizing only the cost of labor.

The new www.ohioic.com has also helped the IC fulfill Governor Strickland’s call for transparency
in state government. The agency added a link to the 2010/2011 Budget Booklet titled Building on
a History of Fiscal Prudence to its home page. It published this booklet in March 2009 to provide
information about the IC to legislators during the state’s biennium budget process. It is loaded with
information about cost savings initiatives undertaken by the agency in the past fiscal year, data on
agency productivity, as well as the IC’s plan to continue its history of fiscal prudence. The agency
has also added more of its internal reports than ever before to the site, including its annual “Pro-
duction Activity Report.” This report examines statistical data on operational activities to estimate
appropriate agency resources.

In addition to a new Internet site, the IC implemented several other high-tech initiatives including:
Helpdesk Expert Automation Tool (HEAT), the Customer Service Pool, the Word Processing Pool and
VolIP phones. A Claims Examining Pool is also in the works.

HEAT is a new tracking system for customer service. During each phone call, a customer service
associate types in specific information about the type of call and the response to the call. Manage-
ment can then run reports and study the types of calls, phone call lengths and the IC’s responses
to customers.

The Customer Service Pool came into being when a vacancy arose in the agency’s customer service
department. Instead of hiring a new customer service associate (CSA), staff members arranged the
transfer of calls from Columbus to the Dayton office. Since two offices had recently consolidated,
the Dayton office had two more CSAs than they needed. Thus, those CSAs could pick up the extra
workload to make up for the vacancy in the Columbus office. In this case, the pool created a more
efficient way of doing business and prevented layoffs.

The IC also implemented a Word Processing Pool in a similar manner. Since the IC went paperless
a few years ago, it does all word processing online. This new pool allows word processors in a less
busy IC office to pull up and complete work from other offices. The pool spreads the work out across
the state so that the workload of one office is not overwhelming, while another office does not have
enough work to do.
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During the past fiscal year, the IC sought out and implemented numerous cost saving initiatives. In
an effort toward greater efficiency, the agency consolidated several district offices. This includes:

Springfield closed and moved into the Dayton office;

Canton closed and moved into the Akron office;

Bridgeport and Zanesville closed and combined into a new Cambridge office;
Hamilton closed and moved into the Cincinnati office.

The IC also consolidated the space it used in its Columbus headquarters, which will save $800,000
in rent annually. The IC expects all of these consolidations, combined with other cost saving imple-
mentations, to save the agency more than 15 million dollars during the next five years.

A huge cost saver for the fiscal year has been the installation of Voice over Internet Protocol (VolP)
phones in most agency offices. Because these new phones operate via the Internet, they do not
need landlines. They are not only more reliable, but the IC no longer has to pay for the installation
and usage of each individual phone line. The IC estimates the installation of these new phones
alone during the next five years will save it $865,000.

The agency also significantly reduced employee overtime and overnight delivery expenses. This
has resulted in a savings of more than $58,000 annually. Furthermore, it reduced the purchases of
supplies by more than $60,000 per year.

Finally, the IC will save thousands of dollars in printing and mailing costs annually due to the
elimination of hard copy dissemination of its annual newsletter, the Adjudicator. The Adjudicator
provides Supreme Court case updates, updates to the Hearing Officer Manual and other IC news.
During fiscal year 2009, the IC began collecting the e-mail addresses of employers, employer repre-
sentatives, legislators and other parties interested in continuing to receive the Adjudicator. This will
enable it to distribute the publication exclusively via e-mail. January 2010 will mark the first round
of electronic dissemination of this valuable publication.
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Division of Safety & Hygiene Financial Information

BW(C'’s Division of Safety and Hygiene (DSH) budget appropriation for fiscal year 2009 was $20.7
million, which excludes safety grants, the loan program and OSHA On-Site’s Federal Grant. Addi-
tionally, $6 million were appropriated for grants (Safety Intervention Grant and Drug-Free Workplace
training) and loans programs. As of June 30, 2009, DSH’s disbursements for safety services were
$18.2 million. Grant and loan expenses were $3.95 million. Table B provides a general description
of the DSH disbursements for safety services. The total premium assessment for Fiscal Year 2009
was $22.42 million (Table C). Federal OSHA-On-Site Grant provided an additional source of funding,
which was $1.55 million.

BWC'’s Occupational Safety and Health Services

DSH provides a wide variety of occupational safety and health services to Ohio employers and
employees. Primarily, DSH’s services include safety education and training, safety councils, safety
congress, safety grants and loan programs, on-site and field consulting safety services and library
services. Table A provides general statistics about the number of employers who benefited from
these services.

Table A: Overview of BWC's occupational safety and health services statistics by policy type,
Fiscal Year 2009.

Number of Employers Served by Employer Type
Service Type Private Public State Self- Marine
A . Total

employers | employers agencies insured Fund
jJiaininolagd 3,795 242 31 214 . 4,282
education
Safety congress 1,837 331 - 329 - 2,497
Safety council 7,725 906 13 448 1 9,093
Video library 1,435 187 18 152 1,792
Specialized field 4,239 462 38 309 - 5,048
consulting services
OSHA on-site 654 N/A N/A N/A - 654
PERRP* N/A 911 N/A N/A - 911
Total 19,685 3,039 100 1,452 1 24,277

*= Public Employer Risk Reduction Program calendar year 2008 figures.
A = 9,971 employees completed safety training through this service;
** = A total number of 94 Safety Intervention Grants were awarded to 90 employers.
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Private $16,632,399

Public taxing districts $3,004,267
Public state $758,142
Self-insured $2,029,109
Total assessments $22,423,917

BWC'’s safety education and training services conducts classroom and Web-based safety courses
in industrial and construction safety, industrial hygiene, ergonomics and risk management. BWC
offered 70 courses through 367 classes at 11 locations. Seventy—eight additional classes were held
at employers’ businesses. Additionally, six online courses were offered through BWC’s Learning
Management System and were completed by 458 students. More than 1,260 new employers partici-
pated in training and education classes last year. A total of 9,791 students successfully completed a
training class. Fifty-two percent of these students were first time students.

DSH’s Customer Contact Center provides technical support to address questions related to occupa-
tional safety and health, refers customers to other BWC business units and helps students register
for safety training courses.

The center handled 12,846 calls from employers and employees throughout Ohio:

6,441 calls were placed by private employers;

477 calls were placed by public employer taxing districts;

1,340 calls were placed by state agency public employers;

567 calls were placed by self-insured employers;

4,021 calls were received through transfer, interagency or other parties.

The Ohio Safety Council Program provides a forum for promoting occupational safety and health,
loss prevention, worker compensation cost control and management and networking to Ohio em-
ployers through monthly meetings. In fiscal year 2009, BWC continued to co-sponsor 80 safety
councils, organized through chambers of commerce, trade and manufacturing associations, Ameri-
can Red Cross Chapters and other local community organizations.

In fiscal year 2009, BWC provided $1,064,044 in subsidies toward the direct costs of these councils
and paid $27.7 million in premium rebates to employers who met the Safety Councils’ enrollment,
active participation and performance requirements during fiscal year 2008. Beyond subsidies and
rebates, of the 9,092 safety council member employers enrolled in safety councils, DSH recognized
8,811 employers through a structured awards program for demonstrating strong injury prevention
records.
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The Ohio annual Safety Congress & Exposition originated in 1927 and is the largest state conference
of its kind. This year, congress hosted representatives from 2,497 businesses during three days.
Nearly 5,000 employer representatives participated in the free event, which showcased the latest
advances in safety and health education and training, equipment and technology.

While continuing to maintain a superb level of customer service to the participants, expenditures
were decreased by 30 percent. For the first time in over a decade, revenue exceeded operational
costs by $11,980. The event also provided BWC’s employees a platform for professional develop-
ment and training, reducing the funding needed to provide for such purposes through external
sources.

In a post event survey, participants estimated the value of services provided to be $2.8 million. Fifty-
eight percent of the participants indicated the congress helped them recognize cost-reduction safety
measures for their businesses. Furthermore, about 50 percent of participants indicated a savings by
utilizing the event as a venue for safety training and continuing education.

The primary focus of BWC's safety grant and loan programs is to assist employers in managing the
financial costs associated with implementing safety measures to prevent accidents and injuries in
the workplace. Another major goal is to establish safety best practices in the field of occupational
safety and health. The grant and loan programs include the Safety Intervention Grant (SIG) Pro-
gram, Drug-Free Workplace Grant (DFWP) Program and the Long Term Care Loan Program. In fiscal
year 2009, BWC awarded more than $3.9 million in 1,633 SIG and DFWP grants to approximately
1,480 employers compared to more than $3.7 million in 1,206 SIG and DFWP grants to approxi-
mately 1,140 employers in Fiscal Year 2008.

The SIG Program, now in its 10th year, provides financial assistance to employers to purchase
safety equipment. The program provided 4-to-1 matching funds, up to a maximum of $40,000. The
use of the funds can only be directed toward the purchase or improvement of equipment to reduce
or eliminate the risk of injury. In fiscal year 2009, BWC awarded 94 SIG grants totaling $2,528,095 to
90 employers; compared to 98 grants totaling $2,725,961 to 96 employers in fiscal year 2008.

In fiscal year 2009, 72 percent of the awards went to employers with 200 or fewer employees.
The majority of employers who participated in the program were manufacturing employers (36)
followed by construction (seven).

To establish industry best-practices in occupational safety and health, employers receiving grant
funds through the SIG program were required to provide two year-end case studies and provide
quarterly reports to document their experience with the equipment purchased through the grant
funds. The collected data is used to establish baseline best practices in safety, advance knowledge
in the area of occupational safety and health and benefit other employers facing similar hazards at
their workplaces.

Last year, 26 employers completed their participation in the grant program. Showing a reduction in

claims from the baseline total of 192 to 69 in the follow-up period, the return-on-investment for this
group of completed participants is estimated at 1.9 years.
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These grants help Ohio’s employers initiate training needed to maintain a drug-free workplace. In
fiscal year 2009, there were a total of 1,539 grants amounting to $1,394,004 awarded to 1,391 em-
ployers in 19 industries. Construction and manufacturing accounted for 51 percent of participating
employers. Twenty-five special taxing districts and schools benefited from these grants. In com-
parison, in fiscal year 2008 BWC awarded 1,108 drug-free workplace grants totalling $1,050,103 to
1,050 employers.

This program provides Ohio’s nursing homes and hospitals interest reimbursement for loans. Re-
cipients use the loans to purchase lift equipment to reduce the frequency and severity of workplace
injuries to employees who lift residents or patients. Participating employers may purchase sit-to-
stand floor lifts, ceiling lifts, other lifts and fast electric beds. In fiscal year 2009, BWC provided
$15,590 in interest reimbursements to five employers.

BWC'’s on-site and field consulting safety services includes the OSHA On-Site Consultation Program,
Public Employer Risk Reduction Program (PERRP) and specialized field consulting safety services.
BWC'’s on-site and field safety specialists work directly with all employers on hazard and risk assess-
ment and mitigation as well as the introduction of safety interventions in the workplace.

The OSHA On-Site Consultation Program is 90 percent funded by a Federal OSHA grant of $1,546,308
with the remaining 10 percent funded by BWC. The program is directed toward providing highly
specialized services to relatively small employers (less than 250 employees at one site) in high haz-
ard/high risk industries.

In fiscal year 2009, the program field consultants conducted 957 visits to workplaces throughout
Ohio and improved workplace safety for 654 employers with 50,182 employees. Also, the program
provided safety on-site training for 1,329 employees.

Legislation created in 1994 requires the adoption and application of federal occupational safety
and health rules for general industry and construction to public employers and employees. PERRP
is responsible for assisting the public sector work force in creating safe and healthy working en-
vironments. PERRP staff provides free safety and health inspections, consultations, site-specific
evaluations, written program reviews, safety training, and hazard recognition.

PERRP’s safety and health consultants identified 9,310 serious hazards at 911 public employer work-
places that affected 27,275 employees. Written reports of findings were processed within 14 days
on average. Expeditious reporting allows employers to begin the abatement process and address
these serious hazards. Additionally, PERRP’s consultants provided on-site safety training to close to
1,300 employees at 27 employer locations throughout Ohio.

Specialized consulting services provided through the BWC customer service offices help employ-
ers implement safety programs, identify hazards and apply remediation techniques. These field
activities included thousands of noise measurements, air quality sampling, ergonomic surveys and
safety audits in workplaces throughout Ohio.
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Field consultants made 18,270 visits to 9,292 Ohio workplaces belonging to 5,048 employers to pro-
vide consulting services in industrial hygiene, industrial and construction safety, and ergonomics.
It is estimated that those employers who benefited from these services employ close to 1.2 million
employees.

BWoC'’s library services are part of the larger Ohio State Library System and provide free access to
safety literature and video resources dealing with state of the art developments in occupational
safety and health, workers’ compensation and rehabilitation of injured workers. BWC's library is the
only library of its kind in Ohio and among a few in the nation with such specialized services.

The library collection was opened to the Ohiolink library system this year. The video library offers a
large selection of safety and health videotapes and DVDs. Over the years, this collection has proved
to be a convenient and popular source for Ohio employers to obtain training aids for their workers.
In fiscal year 2009, the video library serviced 1,792 employers and circulated 11,291 videotapes and
DVDs to these employers.

The technical advisors unit provides state-wide specialized technical support to BWC's on-site and
field consulting specialists in ergonomics and industrial hygiene as well as industrial and construc-
tion safety.

The unit is tasked with maintaining and updating the Ohio Administrative Code Specific Safety
Requirements and monitors new advancements in safety literature, standards and technology. The
technical advisors provide technical support for the training courses and modules, as well as teach-
ing several occupational safety and industrial hygiene courses. This unit is also tasked with the
technical pre-approval evaluation and post-approval monitoring of the safety intervention grants.

BWoC'’s industrial hygiene laboratory provides a wide variety of laboratory support services to BWC’s
field consultants. The laboratory handles the inventory, repairs, maintenance and calibration of
more than 2,000 measurement devices and tools used by industrial hygienists. Last year, the labora-
tory performed certified calibration of 963 devices used by field consultants saving BWC more than
$148,000.

Working with an external specialized laboratory, BWC's laboratory coordinated elaborate testing of
about 13,000 air quality samples to measure workers’ exposure to a wide variety of chemicals at
863 Ohio workplaces.

BWC continues to improve its services by capitalizing on several research projects and initiatives.
In fiscal year 2009, DSH continued the tracking and reporting on two fiscal year 2008 projects: The
Ohio Occupational Fatalities Report and the Preferred Customer Market Initiative. The agency also
completed another research data driven project dealing with the nature and extent of injuries in
Ohio’s Restaurants.
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BWC's calendar year 2008 claims data shows that 156 workers lost their lives in Ohio as a result of
workplace injuries or occupational diseases.2 In 79 (50.7 percent) cases the deaths were immediate
fatal events. In 37 cases (23.7 percent), the fatality took place on a date subsequent to the injury
date. The remaining 40 fatalities (25.6 percent) resulted from occupational diseases. Figure 1 pro-
vides an overview of the fatalities statistics in Ohio for calendar years 2007 and 2008.

The fatality analysis has also revealed several observations including:

Proportional to the number of individuals working, more fatal events took place on the
job between midnight and 8 a.m. than other times of the day;

Fatalities involving men were at a rate of 16.3 to 1 compared to women —

147 males compared to nine females;

There was a marked increase in fatal events in Ohio’s southwestern region, up from 21
percent in 2007 to 33.9 percent in 2008. On the other hand, fatalities decreased in Ohio’s
northeast region, down from 33.7 percent in 2007 to 27.6 percent in 2008. These two
regions account for 61.5 percent of all occupational fatalities in 2008;
Transportation-related accidents continue to be a leading cause of occupational fatali-
ties in Ohio. Close to 34 percent of all occupational fatalities in 2008 in Ohio were
transportation-related accidents;

Most of calendar year 2008 occupational fatalities in Ohio occurred in the construction,
commercial and transportation sectors;

Asbestosis and cardiac events lead the causes of occupational related diseases in 2008.
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2 Calendar Year 2008 data is not yet fully mature. Claims can be filed for up to two years from the accident or death
date. Calendar Year 2008 occupational fatality data are not considered complete until the end of Calendar Year 2010.
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Occupational fatalities by causation

The causes of Ohio’s workplace fatalities reflect national trends. Transportation-related accidents
accounted for 34 percent of Ohio fatalities in calendar year 2008. Occupational disease accounted
for 25.6 percent and slips and/or falls for 16 percent. These three categories made up 75.6 percent
of all fatality claims. Fatalities resulting from workplace violence accounted for 7 percent. Figure 2
provides an overview of the distribution of Ohio’s fatalities by causation for calendar years 2007
and 2008.

Figure 2 - Ohio occupational fatalities by causation, 2007 & 2008
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Occupational fatalities by industry type

According to the U.S. Census Bureau, construction jobs represented 4.5 percent of Ohio jobs, yet
19.8 percent of all immediate workplace fatalities (not including occupational disease) were in the
construction sector. Commercial sector fatalities comprised 14 percent and the transportation sector
fatalities comprised 11 percent of the 2008 fatalities. Together, these three sectors totaled 45 percent
of all the identified workplace fatalities in Ohio. Figure 3 provides an overview of the distribution of
Ohio’s fatalities by industry type for calendar years 2007 and 2008.

Figure 3 - Ohio occupational fatalities by industry, 2007 & 2008
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BWC data shows 40 occupational disease-related fatalities in 2008. The majority of occupational
disease deaths are the result of chronic exposure to asbestos (35 percent), followed by occupational
exposures resulting in cardiac events (22.5 percent), cancers (12.5 percent) and black lung claims
from coal mining operations (7.5 percent). Together, these represent 77.5 percent of all occupational
disease fatalities. Figure 4 provides an overview of the distribution of Ohio’s occupational disease
fatalities by disease type for calendar years 2007 and 2008.
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BWC selected 1,661employers from four industry groups with a large number of claims and high
costs. The goal: to assist these companies in improving safety at their workplaces and consequent-
ly reduce injuries and workers’ compensation costs. The selected employers include: 75 public
employer taxing districts limited to cities, counties and schools; 864 construction companies; 85
temporary staffing agencies with 15 or more manual classifications (not professional employer
organizations); and 637 nursing homes.

The primary objective was to decrease frequency and severity of claims and costs by 5 percent in
each of the four customer groups over a two-year period. This was considered to be an attainable
goal based on similar effort by DSH in the years 2002 and 2004.

A summary of the services provided to these employers is shown in Table D. Many of the selected
customers participated in one or more DSH service. Field consulting services devoted about 5.1
percent of their time to these customers in fiscal year 2009.

Table E provides a summary of the results relative to reductions in claim frequency and severity
for Fiscal Year 2009. Overall, for all PCM employers who benefited from BWC's safety services, the
number of claims filed decreased by 11.7 percent and the number of days away decreased by 6.8
percent when compared to fiscal year 2008. Cost estimates were not made due to changes to BWC's
reserving system (MIRA).
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Table D: Percent of PCM employers participating in BWC’s occupational safety and health
services.

DSH services* Construction '}I‘l;'::::’ P:al::ii:gemg:?iz:r T:;z:‘c;:;y
Safety training 28.8 35.3 69.3 37.7
Safety congress 13.4 10.2 53.3 9.4
Safety councils 43.3 53.1 92 77.7
Drug-free program 64.0 45.8 16 28.2
Premium discount program 46.0 43.6 30.7 58.8
Retrospective rated 2.8 1.6 73.3 3.5
Safety grants 30.9 28.7 41.3 12.9
Library training aids 11 7.5 53.3 14.1
Workers’ Comp University 10.1 13.0 48.0 15.3
; ing*
(% of staft time) 20 09 20 02

* Field consulting results list the percent of time field consulting staff spent with the selected employers out of the total
field consultants’ time.

Table E: Summary of PCM employer claims frequency and severity results for Fiscal Year 2009.

Number of Sl Lost time days
Total employers frequency
Select employer A employers . away Payroll
by classification Payroll adjusted - 5
touched % adjusted %
Construction 864 515 -20.5 -8.1
Nursing homes 637 292 -4.3 -12.2
Public employer 75
taxing district 59 -7.9 -5.1
Temporary agency 85 48 -A -A

A No reliable estimates could be made due to the nature of highly fluctuating payroll reporting and high turnover rates
among employees working for temporary agencies.

Nature and extent of workplace injuries in Ohio’s restaurants

In collaboration with the Ohio Restaurant Association, BWC analyzed the data for 4,381 claims re-
ported between 2003 and 2006 for 712 restaurants throughout Ohio. The analysis revealed that
open wound (44 percent), sprain (18 percent), and burn (13 percent) injuries comprise 75 percent
of these claims.

The claims data for these three types of injuries were further analyzed to understand the major fac-
tors that contributed to the incidents leading to these claims and injuries. Based on these factors, a
set of occupational safety intervention measures were targeted to prevent these common incidents
in restaurants. Safety intervention measures and strategies related to employee training and educa-
tion, housekeeping procedures, and use of better tools and equipment were researched to assist
restaurants in preventing injuries. This research was used to develop specific training and education
aids, including the design of specialized classes to prevent these types of injuries in restaurants.
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BWC - OSHA alliance

BWC worked with OSHA, CBS Personnel Holdings Inc., and the Ohio Staffing and Search Associa-
tion to create a training video for temporary staff workers to utilize before they are sent out to a
job. The video can be viewed on BWC’s Web site. Additionally, four half-day safety classes were
designed and taught to staffing companies. The Alliance is working on producing the training ma-
terials and DVD in Spanish.

Market Value of BWC Safety & Hygiene Services

Table F provides estimates of the market value of DSH's services as it relates to the number of em-
ployers who benefited from these services in fiscal year 2009. The estimates are based on private
market fee schedules to provide such services.

Table F: Estimated market value of BWC's occupational safety and health services based on number
of service hours provided at private market fee schedules.

Employer

Type . Video- Training Library/ .
Consultative library center Congress other PERRP On-Site Total

Private $10,232,140 | $1,454,940 | $1,772,295 | $1,318,800 $1,952,250 | $16,730,425
si”si’:;gttsax'"g $2,108,904 | $271,800 | $188,070 |  $306,600 $737,766 $3,613,140
Public state $495,981 $103,500 | $225,290 | $148,575 $208,088 $1,181,434
Self insured $1,609,440 | $181,400 | $278,295 | $521,850 $2,590,985
Other $20,700 $41,145 $411,551 $473,396
Marine fund $1,250 $1,250
Total $14,447,715 | $2,032,340 | $2,505,095 | $2,295,825 | $411,551 | $945,854 | $1,952,250 | $24,590,630
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The Health Partnership Program (HPP) has been BWC's system for providing managed care services
since its implementation in March 1997. BWC publishes this HPP outcomes and savings report
every six months. Per law, the agency also presents this report to the governor, the speaker of the
House of Representatives and the president of the Senate.

BW(C's chief of medical services and compliance directs the program. The Medical Services Division
coordinates BWC's health-care services through a network of provider and managed care organiza-
tions (MCOs).

The agency determines compensability and pays indemnity benefits. However, it contracts with
MCOs to manage the medical component of workers’ compensation claims. MCOs educate em-
ployers and injured workers on HPP and process First Report of an Injury, Occupational Disease or
Death (FROI) forms. They also help employers establish transitional/early return-to-work programs.
In addition, MCOs process medical bills and make provider payments.

BWC monitors how MCOs perform. For example, BWC measures the effectiveness of the MCOs’
return-to-work efforts using the Degree of Disability Management (DoDM) model. The agency also
measures their FROI timing, FROI data accuracy, bill timing and bill-data accuracy. In addition, it
publishes most of these measures in an annual MCO Report Card. BWC encourages employers to
view this report before selecting an MCO.

There are now 18 certified MCOs statewide. This is a decrease of one MCO since BWC's last report
(July 2009).

Medical Services’ goal is to ensure prompt, quality, cost-effective health care for injured workers to
facilitate their early, safe and sustained return to work and quality of life. The division coordinates
health-care delivery through provider networks and MCOs. It does this by using management, pric-
ing and payment strategies that benefit injured workers and employers.

Medical Services specific responsibilities are to:
Develop, maintain and execute quality and cost-effective medical, vocational
rehabilitation and pharmaceutical benefits plans and associated fee schedules;

Develop and support the appropriate managed-care processes, including contract man-
agement and training;

Establish and maintain a quality pool of medical and vocational service providers to
make certain injured workers have access to quality, cost-effective and timely care;

Evaluate and process medical bills, guaranteeing proper and timely payment
consistent with benefits plan criteria.

In March 2009, Deloitte Consulting LLP completed its comprehensive review of BWC's workers’
compensation program. As part of that review, Deloitte studied:

MCO effectiveness (Report 2.6);
BWC's current medical bill-payment processes (Report 2.3);
The vocational rehabilitation program (Report 4.1).

The division is evaluating Deloitte’s recommendations to ensure their proper alignment with exist-
ing divisional and BWC-wide objectives.
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For injured workers to have access to high-quality medical care, BWC must have appropriate ben-
efits plans and terms of service with competitive fee schedules. This, in turn, enhances the medical
provider network. Medical Services has begun to improve medical, vocational rehabilitation and
pharmaceutical services by revising the benefits plans and their corresponding fee schedules. The
division has instituted annual reviews.

Further, it revised the pharmacy drug benefits plan. The division expanded the list of prior
authorization categories for drugs not typically used to treat workers’ compensation injuries.
In the past year, Medical Services has placed tighter controls on BWC’s most prescribed drugs.
This guarantees injured workers will use them as intended. These and other plan reforms
resulted in a savings of several million dollars in the second quarter of fiscal year 2009, which con-
tinued into the first half of 2010.

Medical Services has also completed a cost and feasibility study for implementation of the Ambula-
tory Procedure Classification reimbursement methodology for outpatient hospital services. It also
started the analysis and design needed to implement the new methodology.

Below is a summary of the fee schedule updates already in place or scheduled for calendar year
2009.

Updated to Medicare’s 2008 relative value
units (RVUs) and updated BWC's conversion
factors

Providers — physicians,

therapists, etc. Feb. 19, 2009

Update to providers —
physicians, therapists, etc.

Proposed: Sept. 21, 2009
Revised to: Nov. 1, 2009

Updated to Medicare’s 2009 RVUs and other
refinements as needed to the Feb. 19, 2009
fee schedule

Providers — vocational
rehabilitation

Originally proposed:

Nov. 16, 2009

Deferred to late March 2010
at the earliest

This will update the fee schedule for the
76 codes specific to vocational rehabilitation,
which were last updated in 1999

Implemented a new Medicare-based pricing

Ambulatory Surgical Centers April 1, 2009 methodology
Updated the Medicare Severity — Diagnosis
Hospitals — in-patient setting Feb. 1, 2009 Related Grouping to the 2009 federal fiscal-
year values
Hospitals — out-patient setting | April 1, 2009 Updated to the state fiscal year 2007 cost-to-

charge ratios

Medical Services selected a new pharmacy benefits manager through a competitive bid process.
SXC Health Solutions Corp. will allow BWC to offer new, state-of-the-art, Web-based prior authoriza-
tion technology. This will enable prescribers to obtain instant approvals to fill many pharmaceutical
requests. In addition, per the terms of the contract, BWC expects to significantly reduce the turn-
around time for reimbursing injured workers for out-of-pocket expenses.

The division also plans to increase the use of generic medications to lower pharmaceutical spend-
ing, without impacting the quality of care for injured workers. In addition, Medical Services has
begun to collect rebates from drug manufacturers and anticipate revenue of more than $5 million
for this effort in calendar year 2009.

39



The 2009-2010 MCO contract enhancements further support several managed-care improvement
goals. For example, starting Jan. 1, 2010, each MCO will staff a certified medical coder. This will lend
support to the MCOs' provider bill processing and make certain the appropriateness of provider
payments. Also, effective Jan. 1, 2010, the division will tighten benchmarks for several key process
measures.

The division has completed BWC's re-design of the alternative dispute resolution (ADR) process for
treatment authorization disputes. It implemented the streamlined process effective Nov. 1, 2009.
Medical Services plans additional changes for 2010.

Medical Services is replacing the agency’s provider enrollment system. The system maintains pro-
vider demographic information, certification, credentialing and billing-support services (a shared
goal with BWC'’s Infrastructure & Technology Division). The divisions will complete full system in-
stallation and refinement in 2009 and 2010.

In addition, Medical Services and the Communications Division have put in place a revised provider
communications plan. The plan includes new education and orientation Web offerings for medical
providers. It also calls for delivery of physician information packets when providers receive their
BWC notice of certification. The division will continue to enhance communications and training
processes for new and existing providers.

It will also complete a provider penetration analysis to determine access-to-care levels. This will
provide direction in developing our recruitment and retention efforts.

Also, Medical Services will continue provider outreach and educational programs, and will continue
to eliminate unnecessary barriers for participating providers. Finally, it will create and institute pro-
vider performance measures and non-compliance reforms.

Medical Services implemented a new medical bill-payment clinical editing software on June 30,
2008. It allows BWC to identify improperly billed services, enforce billing standards, identify the
effectiveness of MCO bill review and ensure the consistency of bill processing. It also permits us
to capture data that identifies outliers. The division estimates these first edits will result in a yearly
savings in excess of $1 million.

By the end of 2009, Medical Services will issue a request for proposal for a new medical bill-pay-
ment and managed-care system. Such a system would allow for direct provider payments, medical
document submission and other improvements. This system would also integrate services such as
clinical editing and hospital pricing methodologies that separate software contracts now handle.
The contract will:

Yield an improved cost-benefit ratio;

Simplify providers’ interaction with Ohio’s workers’ compensation system;

Reduce duplication of efforts between MCOs and BWC.

The next two pages show selected measurements of the HPP’s impact during the last four years.
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Selected HPP measurements

All dollar amounts are shown in 1,000s.

The figures below are limited to the HPP.

Time period Time period Time period Time period Time period Time period Time period Time period
July 1to Jan.1to July 1to Jan.1to July 1to Jan. 1to July 1to Jan.1to
Measurement Dec.31,2005  June 30,2006  Dec.31,2006  June 30, 2007 Dec.31,2007  June 30,2008  Dec. 31,2008  June 30, 2009
Active employers " 252,440 252,433 251,591 244,973 238,900 238,064 234,772 231,438
Active claims ? 367,773 343,128 332,104 319,974 307,572 294,683 283,510 267,647
FROI timing © 16.72 18.30 16.19 16.83 16.00 17.15 16.88 17.77
% of FROIs filed within
seven days of date of
injury @ 71.78% 73.25% 73.17% 73.84% 74.23% 74.44% 73.80% 73.87%
% of claims determined
within 14 days of date of
injury ® 68.29% 67.29% 68.25% 70.55% 69.19% 70.29% 72.00% 74.42%
Bill timing © 82.69 82.65 81.23 81.30 83.97 84.05 83.15 79.80
LDOS-MCO 66.94 67.20 65.76 65.97 67.72 68.63 68.42 67.62
MCO-BWC 6.63 6.41 6.32 6.26 7.10 6.10 5.35 5.86
BWC-MCO 7.18 7.09 7.20 7.12 7.20 7.38 7.42 4.37
MCO-Provider 1.95 1.95 1.95 1.95 1.95 1.95 1.95 1.95
Total regular medical
payments 7 $413,805 $407,462 $379,926 $385,381 $388,302 $427,933 $411,857 $397,314
Payments for file
reviews and IMEs © $9,753 $10,191 $10,381 $9,873 $9,452 $10,145 $9,500 $10,470
MCO fees © $83,754 $89,068 $84,588 $88,551 $77,328 $90,999 $81,167 $80,151
Total medical payments
plus MCO fees $507,312 $506,721 $474,896 $483,805 $475,082 $529,077 $502,523 $487,934
Total indemnity
payments 19 $530,231 $543,163 $550,011 $592,531 $610,727 $598,066 $579,472 $535,611
Grand total "
Benefits paid (Total
medical payments plus
MCO fees plus total
indemnity payments) $1,027,790 $1,039,693 $1,014,525 $1,066,463 $1,076,357 $1,116,998 $1,072,496 $1,013,076
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(1) Average number of employers in an active, reinstated or debtor in possession status assigned to an MCO during the
time frames noted

(2) Average number of active claims (claims with a payment or application submitted to us within the last 13 months)
assigned to an MCO during the time frames noted

(3) Average time, in calendar days, from date of injury to date BWC received a FROI for all FROIs received during the time
frames noted for claims assigned to an MCO

(4) Percent of claims assigned to an MCO where BWC receipt of the FROI is within seven calendar days from the date of
injury where FROI was received during the time frames noted

(5) Percent of claims assigned to an MCO determined within 14 days of the date of injury where the determination was
during the periods indicated regardless of date of injury or filing date. BWC considers a claim determined when we place
it in Allow/Appeal or Disallow/Appeal status.

(6) Average time, in calendar days, between the last date of service being billed (LDOS) to a check being issued to the
provider for bills processed by the MCOs. This does not include bills for prescription drugs processed through BWC'’s
pharmacy benefits manager. It is further broken down into the component steps of the process:

* LDOS to MCO receipt;
* MCO receipt (for review and payment determination) to BWC receipt;
* BWHC receipt (for review and final payment determination) to date monies are deposited into the
MCO'’s provider account;
* MCO receipt of the final payment information and monies to the MCO issuing the check to the provider.

The agency recently concluded a desk audit of the MCOs’ current check issuance timing and has updated the report to
reflect the findings.

(7) Payments for medical services made on claims assigned to an MCO during the time frames noted. Amounts include
payments on claims associated with bankrupt self-insured claims assigned to the MCOs and payments for prescription
drugs processed through BWC’s pharmacy benefits manager. Regular denotes that this category includes payments for
physicians, hospitals, therapies, diagnostic testing, etc. It excludes payments made for file reviews and independent
medical examinations (IMEs) requested to facilitate administrative decisions in the claim.

(8) Payments made for file reviews and IMEs during the time frames noted that are requested to facilitate administrative
decisions in the claim

(9) Payments issued to the MCOs during the time frames noted per the MCO Agreement for their services. BWC bases
MCO contracts on calendar years. Fluctuations in the amounts paid to the MCOs between six-month periods are attribut-
able to several factors, including:

* Changes in the overall amount available to the MCOs from year to year;

« Timing of different types of payments (administrative payments are monthly, outcome payments are quarterly,
and in the past, we made exceptional performance payments annually);

« Change in 2008 where BWC pre-paid MCOs a portion of their outcome payment throughout the quarter.
The increase seen in the Jan. 1 to June 30, 2008 time period is due to the introduction of pre-payment
of outcome monies.

* BWC made some payments after the end of the contract. For example, the agency made the 2005 exceptional
performance payment in February 2006.

(10) Payments for salary compensation made on claims assigned to an MCO during the time frames noted. This includes
payments for temporary total, living maintenance, wage loss, lump sum settlements, etc. Amounts include payments on
claims associated with bankrupt self-insured claims assigned to the MCOs.

(11) Excludes payments for file reviews and IMEs as these are not benefits paid to or on behalf of an injured worker but
are conducted to facilitate administrative decisions in the claim
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The U.S. and global financial markets experienced an extreme level of volatility in valuation and
performance over the 2009 fiscal year period from July 1, 2008 through June 30, 2009. This was
brought about by a weakening economy aggravated by questionable lending underwriting prac-
tices and leveraged asset management strategies employed by a number of prominent financial
institutions. These conditions resulted in the bankruptcy of Lehman Brothers and the U.S. federal
government takeover of Fannie Mae, Freddie Mac and AIG in September 2008 as well as necessary
financial support given by the U.S. Treasury to some of the largest U.S. commercial banks, insur-
ance companies and investment banks. These developments created significant stress on the daily
functioning of certain credit markets over 4Q2008 and 1Q2009 and resulted in a worldwide flight by
investors away from perceived risky assets to safe liquid assets.

The investment portfolio of the Bureau held up relatively well in market value during the very chal-
lenging period of fiscal year 2009, especially when compared to most public fund institutional
portfolios. The portfolio provided a total return of negative 1.1% (net of investment management
fees) during this period. This is attributable to the emphasis placed on high quality fixed income
investments by the investment policy of the Bureau. The average credit quality of the fixed income
portfolio of the Bureau was “AA” over the fiscal year. At the beginning of fiscal 2009, the invest-
ment policy asset allocation targets were 80% fixed income (including 1% cash) and 20% equities
for each of the three largest trust funds of the Bureau (State Insurance Fund, Disabled Workers’
Relief Fund and Coal Workers’ Pneumoconiosis Fund) which aggregate over 99% of invested assets
of the Bureau.

The Board of Directors of the Bureau in April 2009 approved a change in asset allocation targets for
the State Insurance Fund to 70% fixed income and 30% equities, with the 10% increase in equities
allocated to international equities (formerly 0% allocation) and the 10% reduction in fixed income
reducing long duration bond exposure. In addition to this portfolio asset allocation change, there
were several asset allocation target changes made within the portfolio fixed income classes also
approved by the Board to further reduce average duration of the bond portfolio. These decisions
were made by the Board after several careful reviews of a rigorous asset-liability modeling study
requested of the Bureau’s investment consulting firm. The new asset allocation mix for the State
Insurance Fund, representing approximately 92% of total Bureau invested assets, is expected to
increase its portfolio return and lower its variance or dispersion of expected annual portfolio return
over the long term.

Due to the necessary planning and preparation period required to carefully transition asset classes
of large size, the new asset allocation targets were not yet reflected in the State Insurance Fund
portfolio at the end of fiscal year 2009. The transitioning of such assets to the new investment
policy allocation targets are being implemented and executed at a carefully planned systematic
pace during the first six months of fiscal year 2010 ending December 2009. At the request of the
Board, similar asset-liability studies will be performed on four additional Bureau trust funds by the
Bureau’s investment consultant. The outcome of these studies could result in additional asset class
allocation target changes beneficial to these trust funds as well.

Total investment assets at fair value held by the Bureau were $17,077 million on June 30, 2009, a
decrease of $208 million when compared to $17,285 million on June 30, 2008. As stated earlier, the
total rate of return on invested assets of the Bureau for the fiscal year 2009 ended June 30, 2009 was
a negative 1.1% net of investment management fees. Net investment income reported for fiscal
year 2009 was a negative $195 million, comprised of $738 million in interest and dividend income
less $928 million in decrease in fair value of investments and $5 million in investment expenses,
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including $3 million in investment manager fees. These investment fees represented an average
annual fee of less than 2 basis points (2/100 of 1%) of total average month-end value of bond and
stock assets managed by outside passive indexed managers for fiscal 2009.

The asset allocation mix of the Bureau investment portfolio at fair value on June 30, 2009 was 76.4%
bonds, 20.6% stocks and 3.0% cash and cash equivalents. This asset mix compares to 79.4% bonds,
18.4% stocks and 2.2% cash and cash equivalents on June 30, 2008.

There were two significant portfolio quarterly rebalancing events executed during fiscal year 2009
as well as several investment manager redemption events initiated for either operational cash pur-
poses or for minor portfolio rebalancing purposes involving redeployment of month-end bond cash
interest income received. These activities are important to highlight in that they had a material
impact on the respective fair value levels of both the bond and equity portfolios over the course of
fiscal 2009.

Each identified bond and equity asset class in the Bureau’s investment policy has a target portfo-
lio allocation and a defined asset allocation range. During the tumultuous period of the first nine
months of fiscal 2009 ending March 31, 2009 in which U.S. stocks significantly underperformed
bonds during each of the first three quarters, the stock portfolio allocation of the Bureau’s total
investment portfolio fell below the defined minimum target range of 17% for stock ownership at
the end of each of the calendar quarters ending December 2008 and March 2009. This develop-
ment triggered the need to rebalance the investment portfolio of each affected trust fund per the
investment policy of the Bureau. The investment policy requires purchasing the asset class that is
below minimum ownership percentage and selling the asset class that is above targeted ownership
percentage in sufficient amounts so as to achieve a portfolio asset mix whereby each asset class is
once again within acceptable ownership ranges as consistent with the investment policy.

As a result of the above, the two major quarterly portfolio rebalancing events that occurred in
early January 2009 and early April 2009 involved a total of $979 million of additional investments
made in stocks (passive managed S&P index funds) that were funded from bond portfolio directed
redemptions of $899 million in value ($739 million from long duration bonds and $160 million from
TIPS) and $80 million of operational cash. Remaining asset redemption activity during the fiscal
year resulted from (i) the need to raise cash to fund operations ($253 million all from long duration
bond portfolio redemptions), (ii) monthly rebalancing activity from long duration bond cash inter-
est redirected to stocks ($126 million) and (iii) the deployment of $39 million in cash to fund initial
commingled intermediate duration bond fund investments for the Public Work-Relief Employees’
Fund and Marine Industry Fund.

To summarize these portfolio rebalancing and operational need redemption activities, the bond
portfolio had net investment manager redemptions of $1,239 million consisting of $1,118 million
from long duration bonds and $160 million from TIPS, offset by $39 million invested in intermediate
duration bonds. The stock portfolio of S&P 500 indexed stocks had a net inflow of funds totaling
$1,093 million from directed portfolio rebalancing purchases.

The total fair value of the bond portfolio of the Bureau was $13,050 million on June 30, 2009 com-
pared to $13,724 million on June 30, 2008, representing a reduction of $674 million. As explained
herein, the bond portfolio had net investment manager redemptions of $1,239 million during the
fiscal year period initiated for several purposes. Excluding these net redemptions, the bond port-
folio had an increase in fair value of $565 million for fiscal year 2009. The total rate of return of
bonds owned by the Bureau was 4.1% for fiscal year 2009. Virtually all bonds owned during fiscal
year 2009 were passively managed by several index managers under contract to match targeted
benchmark index returns.
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A total fair value of $7,424 million of bonds directly owned (excluding $40 million in commingled
funds) or approximately 57% of total bonds owned at fair value on June 30, 2009 represented direct
U.S. government obligations, including $3,456 million of U.S. Treasury inflation protected securities
(TIPS) representing 26% of total bonds owned at fair value and 20% of total Bureau invested assets
owned at fair value. The total rate of return of the TIPS portfolio was a negative 1.4% for fiscal year
2009.

The total fair value of $13,050 million for the bond portfolio of the Bureau on June 30, 2009 was
comprised of $9,554 million of long duration index bonds, $3,456 million of TIPS index bonds and
$40 million of intermediate duration bonds represented in a commingled index fund. This com-
pares to June 30, 2008 fair values of $10,061 million for long duration bonds and $3,663 for TIPS,
with no ownership of intermediate duration bonds. A long duration bond is defined as having a
final remaining maturity of ten years or longer. An intermediate duration bond has a final remain-
ing maturity of between one and ten years.

The long duration bond portfolio of the Bureau had a total rate of return of 5.9% for fiscal year 2009.
The intermediate duration bond investments in a commingled index fund were made in February
2009 by the Public Work-Relief Employees’ Fund and the Marine Industry Fund in the amount of
$39 million funded by cash held. These intermediate duration bond investments had a total rate of
return of 1.5% from February 2009 inception through June 30, 2009.

The total fair value of the equities portfolio of the Bureau was $3,516 million on June 30, 2009 com-
pared to $3,180 million on June 30, 2008, representing an increase of $336 million. As mentioned
earlier, the equities portfolio had net inflow of funds of $1,093 million from directed portfolio rebal-
ancing purchases. If these portfolio rebalancing inflows are excluded, the equities portfolio had a
decrease in fair value of $757 million. The total rate of return of equity investments of the Bureau
was negative 26.0% for fiscal year 2009 which matched the S&P 500 index return over this period.
All but $4 million of miscellaneous equity investments in the Bureau’s equity portfolio on June 30,
2009 were represented by passively managed S&P 500 indexed portfolios.

At the end of fiscal year 2008 ending June 30, 2008, a total of 66 private equity partnerships had
been sold by the Bureau since June 2007 for total proceeds of $399 million, with all such proceeds
reinvested in an S&P 500 indexed portfolio. The last remaining private equity fund investment
targeted for sale was sold in fiscal year 2009 on October 2008 for proceeds of $0.9 million. There
currently remains one private equity partnership owned by the Bureau on June 30, 2009 that is
being liquidated via its own portfolio sales. A cash distribution of $1 million was received by the
Bureau from this partnership in fiscal year 2009, reducing its carrying value to under $0.2 million
on June 30, 2009.

The Bureau received cash distributions totaling $13.1 million from the capital coin fund during fis-
cal year 2009, representing liquidation proceeds and legal settlements achieved from the coin fund
liquidation firm contracted by the State of Ohio to oversee the liquidation of remaining coin fund
assets. As a result of these significant coin fund distributions in fiscal 2009, the Bureau has now
received a total of $54.5 million, net of coin-related expenses paid directly by the Bureau, compared
to its total coin fund investment of $50 million. All remaining unencumbered coin and collectible
assets not reserved for litigation claims were liquidated in fiscal year 2009 with the completion of
several small auctions and a direct sale transaction with a dealer. There are believed to be sufficient
funds retained in a capital coin fund bank account to pay future projected professional fees and
possible litigation settlements.
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Total cash and cash equivalents of the Bureau had a fair value of $504 million on June 30, 2009 com-
pared to $378 million on June 30, 2008. The Bureau utilized an institutional U.S. government money
market fund offered by its custodian bank throughout fiscal year 2009 to earn interest income on
its short-term invested assets. The total rate of return earned by the Bureau on its cash and cash-
equivalent assets was 1.2% for fiscal year 2009.

The following table provides a summary of asset class valuations, relevant funds transfer activity
and performance returns as stated herein.

Fiscal year 2009 ending June 30, 2009

($millions) (A) (B) (C) (D) (E) (F) (G)
Fair Fair Actual Net Fro_m ) Total A(_ijusted FY 2009
Asset class value value fill::::]:e re':)(;rlzfr?tl:li(r’\g fllj\l:(:i]:logrs ((I)Ttlﬁ‘(;vv{l) f?:“::;:e ?:':‘uurfll
6/30/09 6/30/08
Long duration bonds $ 9,554 $10,061 $ (507) $ (865) $ (253) $ (1,118) $ 611 +5.9%
U.S. TIPS 3,456 3,663 (207) (160) (160) (47) - 1.4%
Commingled fund bonds _ 40 . __ 40 39 39 1* + 1.5%*
Total bonds 13,050 13,724 (674) (1,025) (214) (1,239) 565 4.1%
U.S. equities 3,516 3,180 336 1,105 (12) 1,093 (757) -26.0%
Miscellaneous 6 3 3 3
Cash and equivalents 504 378 126 (80) 225 145 (19) + 1.2%
Net change $ (208) 0 0 0 $ (208)
Total invested assets $17.077 $17,285 $ (208) -1.1%

Asset class fair values shown exclude accrued investment income and trade payables/receivables
Amounts rounded to nearest $1 million as reflective in several summations in table
*Return since February 2009 inception with fair value appreciation of $1 million

Column Definitions
C=AminusB

F= DplusE
G =C minusF
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OHIO BUREAU OF WORKERS’ COMPENSATION
AND
INDUSTRIAL COMMISSION OF OHIO

(A DEPARTMENT OF THE STATE OF OHIO)

MANAGEMENT’S DISCUSSION AND ANALYSIS

This section presents management’s discussion and analysis of the Ohio Bureau of Workers’ Compensation’s
(BWC’s) and the Industrial Commission of Ohio’s (IC’s) financial performance for fiscal years ended June 30,
2009, 2008, and 2007. BWC and IC are collectively referred to as BWC/IC. This information is based on
BWC/IC’s financial statements, which begin on Page 8.

Financial highlights

BWC/IC’s total assets at June 30, 2009 were $22.4 billion, an increase of $38 million or 0.2 percent
compared to June 30, 2008.

BWC/IC’s total liabilities at June 30, 2009 were $19.9 billion, an increase of $26 million or 0.1 percent
compared to June 30, 2008.

BWC/IC’s operating revenues for fiscal year 2009 were $2.4 billion, an increase of $217 million or 10.1
percent compared to fiscal year 2008.

BWC/IC’s operating expenses for fiscal year 2009 were $2.2 billion, a decrease of $516 million or 19.2
percent from fiscal year 2008.

BWC/IC’s total net assets increased by $12 million in fiscal year 2009, compared to a $198 million
increase in fiscal year 2008.

Financial statement overview

BWC/IC’s financial statements are prepared in accordance with accounting principles generally accepted in the
United States of America. Management’s discussion and analysis is intended to serve as an introduction to
BWC/IC’s financial statements, which are prepared using the accrual basis of accounting and the economic
resources measurement focus.

Statement of Net Assets - This statement presents information reflecting BWC/IC’s assets, liabilities and
net assets. Net assets represent the amount of total assets less total liabilities. The statement is
categorized by current and noncurrent assets and liabilities. For the purpose of the accompanying
financial statements, current assets and liabilities are generally defined as those assets and liabilities with
immediate liquidity or those that are collectible or will be due within 12 months of the statement date.
Statement of Revenues, Expenses and Changes in Net Assets - This statement reflects the operating
revenues and expenses, as well as non-operating revenues and expenses, for the fiscal year. Major
sources of operating revenues are premium and assessment income. Major sources of operating
expenses are workers’ compensation benefits and compensation adjustment expenses. Revenues and
expenses related to capital and investing activities are reflected in the non-operating component of this
statement.

Statement of Cash Flows - The statement of cash flows is presented using the direct method of reporting,
which reflects cash flows from operating, noncapital financing, capital and related financing, and investing
activities. Cash collections and payments are reflected in this statement to arrive at the net increase or
decrease in cash and cash equivalents for the fiscal year.

Notes to the Financial Statements - The notes provide additional information that is essential to a full
understanding of BWC/IC’s financial position and results of operations presented in the financial
statements.

Supplemental Information - This section includes supplemental schedules presenting the statement of net
assets and the statement of revenues, expenses and changes in net assets for the individual accounts
administered by BWC/IC. This section also includes required supplemental information that presents 10
years of revenue and reserve development information.

Continued
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OHIO BUREAU OF WORKERS’ COMPENSATION

AND

INDUSTRIAL COMMISSION OF OHIO
(A DEPARTMENT OF THE STATE OF OHIO)

MANAGEMENT’S DISCUSSION AND ANALYSIS

Financial analysis

Components of BWC/IC’s Statements of Net Assets and Statements of Revenues, Expenses and Changes in Net
Assets as of June 30, 2009, June 30, 2008, and June, 30, 2007, and for the years then ended were as follows

(000’s omitted):
2009 2008 2007
Current assets $ 2,260,793 $1,921,520 $ 1,953,056
Noncurrent assets 20,159,556 20,460,454 20,187,730
Total assets $22,420,349 $22,381,974 $22,140,786
Current liabilities $ 2,791,337 $ 2,625,578 $ 2,697,850
Noncurrent liabilities 17,113,670 17,253,107 17,137,390
Total liabilities $19,905,007 $19,878,685 $19,835,240
Net assets invested in capital assets,
net of related debt $ 24,058 $ 18,368 $ 5,179
Unrestricted net assets 2.491,284 2,484 921 2,300,367
Total net assets $2,515.342 $ 2,503,289 $ 2,305,546
Net premium and assessment income,
including provision for uncollectibles $2,360,930 $2,138,402 $ 2,395,421
Assessment income due to statutory
change - - 1,875,512
Other income 17,197 22,247 17,703
Total operating revenues $2.378.127 $2,160.649 $4,288,636
Workers’ compensation benefits and
compensation adjustment expenses $2,073,534 $2,587,483 $ 2,667,148
Other expenses 92,536 94,364 100,527
Total operating expenses $2,166.070 $2.681.847 $2,767,675
Operating transfers out $ (5,049) $ - $ -
Net investment income (loss) (194,735) 719,160 911,430
Loss on disposal of capital assets (220) (219) (224)
Increase in net assets $ 12,053 197,743 $2432,167

BWC/IC’s total net assets increased by $12 million during fiscal year 2009, compared to a $198 million increase
during fiscal year 2008.

e Net premium and assessment income exceeded workers’ compensation benefits and compensation
adjustment expenses by $287 million in fiscal year 2009. In fiscal year 2008, workers’ compensation
benefits and compensation adjustment expenses exceeded net premium and assessment income by
$449 million.

o Workers’ compensation benefits and compensation adjustment expenses were $2.1 billion in fiscal year
2009, compared to $2.6 billion in fiscal year 2008. This decrease is primarily attributable to continuing
favorable improvements in medical payments, lump sum settlements, and loss development during the
last 12 months. An offset to these decreases is an increase in liability due to the lowering of the discount
rate from 5.0 percent to 4.5 percent.

Continued
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OHIO BUREAU OF WORKERS’ COMPENSATION
AND
INDUSTRIAL COMMISSION OF OHIO

(A DEPARTMENT OF THE STATE OF OHIO)

MANAGEMENT’S DISCUSSION AND ANALYSIS

s The favorable trends in medical payments resulted in a change to the medical inflation assumptions used
in the fiscal year 2009 actuarial evaluation. Medical inflation is assumed to be 6.0 percent in the first year
of development, increasing by 1.0 percent in each of the next two years, with a long-term inflation
assumption of 9.0 percent. The fiscal year 2008 actuarial evaluation used a long term medical inflation
assumption of 9.0 percent beginning in the first year of development. Medical reserves for claims
occurring on or before June 30, 2008 declined by $732 million in fiscal year 2009. In fiscal year 2008, the
medical reserves for claims occurring on or before June 30, 2007 declined by $701 million.

e In fiscal year 2009, BWC/IC recorded net investment losses of $195 million, compared to net investment
income of $719 million in fiscal year 2008. The decline in net investment income was primarily
attributable to a $928 miillion decline in the fair value of the investment portfolio in fiscal year 2009.

s A total of 67 private equity partnerships have been sold by BWC/IC since June 2007 for total proceeds of
$400 million. All proceeds from the private equity sales were reinvested in the passively managed large-
cap domestic equity portfolio. At June 30, 2009, there remains one private equity fund investment owned
by BWCI/IC, that is being liquidated via its own portfolio asset sales and resulting distributions to its
investors. Cash distributions totaling $13.1 million were received in fiscal year 2009 from the coin fund
liquidation firm contracted by the State to oversee the liquidation of the remaining coin fund related
assets.

¢ Ohio House Bill 100 passed in June 2007, granting BWC/IC the authority to assess employers in future
periods for amounts needed to fund the Disabled Workers’ Relief Fund (DWRF). BWC/IC recorded an
unbilled receivable equal to DWRF’s discounted reserve for compensation and compensation adjustment
expenses in the statement of net assets. This statutory change resulted in premium and assessment
income increasing by $1.9 billion in fiscal year 2007.

As of June 30, 2009 and June 30, 2008, BWC/IC had debt in special obligation bonds of $80.7 million and $97.3
million, respectively. These bonds were issued in 2003, through the Ohio Building Authority (OBA) to refund the
1993 William Green Building Series A bonds. The bonds are collateralized by lease rental payments pledged by
BWC/IC to OBA. These bonds were rated Aa3 by Moody’s Investors Service, Inc.

Continued
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OHIO BUREAU OF WORKERS’ COMPENSATION
AND
INDUSTRIAL COMMISSION OF OHIO

(A DEPARTMENT OF THE STATE OF OHIO)

MANAGEMENT’S DISCUSSION AND ANALYSIS

Conditions expected to affect financial position or results of operations

BWC/IC has identified four areas of focus for comprehensive improvements to the workers’
compensation system:

Provide stable costs to avoid unexpected financial hardship for employers;

« Develop better services to clearly demonstrate BWC/IC’s value and enhance Ohio’s
quality of life;

s Establish accurate rates to fairly match rates with risks and to ensure proper distribution
of costs among all employers; and

s Create safe workplaces by promoting safety awareness to prevent claims that cause
loss.

Private employer base rates decreased an average of 12 percent for premiums effective July 1,
2009 preceded by a 5 percent premium rate decrease effective July 1, 2008. BWC/IC decreased
public employer taxing district premiums by an average of 5 percent for the January 1, 2009
policy year. Premium rates for state agencies, universities, and university hospitals decreased by
10 percent effective July 1, 2008 followed by a 3.75 percent reduction for July 1, 2009.

The BWC Board of Directors approved a comprehensive rate reform plan to set rates more
accurately and equitably. The maximum discount for group rated employers has been reduced to
77 percent and a 100 percent cap has been placed on increases to an employer’s experience
modifier to limit extreme premium swings for many employers. The deductible program and
group retrospective plans are two new insurance options designed to lower out-of-pocket costs
for employers and to improve safety for workers.

BWC/IC will continue to work with internal and external customers to create new, responsive
rating plans that promote employer/femployment growth in Ohio, including implementing a split-
experience rating plan and the development of a properly priced group-rating structure.

Paid medical costs for workers’ compensation claims were almost $45 million, or 5.2 percent,
lower than expected medical costs for fiscal year 2009. The reduced costs continue a positive
trend by BWC/IC and other Ohio stakeholders to implement containment measures designed to
curb increasing medical costs. Medical costs now account for approximately 50.3 percent of the
total benefits for private employers and almost 58 percent for public taxing district employers,
compared to approximately 48.7 percent for private employers and 50.6 percent for public taxing
district employers for injuries occurring during 1997.

Injured worker access to high-quality medical care is accomplished by establishing appropriate
benefit plans and terms of service with competitive fee schedules which, in turn, enhances the
medical provider network. BWC/IC has begun to improve the medical, vocational rehabilitation
and pharmaceutical benefits plans by revising the benefit plan and corresponding fee schedules.
This includes instituting annual reviews, expanding prior authorization drug categories for those
drugs not typically used to treat workers’ compensation injuries, and limiting coverage of certain
drugs to their FDA approved uses. Medical resources and research will be expanded through a
partnership with The Ohio State University’s College of Public Health.

The State Insurance Fund Investment Policy Statement (IPS) has been updated to provide further
diversification within both fixed income and equity investments. The portfolio will remain
passively managed and will be comprised of 70 percent fixed income and 30 percent equities.
The IPS aims to reduce portfolio risk and lessen the impact of market volatility while ensuring
there are sufficient assets to support the liabilities.

Continued
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OHIO BUREAU OF WORKERS’ COMPENSATION
AND
INDUSTRIAL COMMISSION OF OHIO

(A DEPARTMENT OF THE STATE OF OHIO)

MANAGEMENT’S DISCUSSION AND ANALYSIS

From time to time, BWC/IC is involved in judicial proceedings arising in the ordinary course of its
business. BWC/IC will vigorously defend these suits and expects to prevail; however, there can
be no assurance that we will be successful in our defense. During fiscal year 2008, BWC/IC
settled a lawsuit with the Ohio Hospital Association disputing fee schedules that were not adopted
through the Ohio Revised Code Chapter 119 rules process. A total of $63 million has been paid
in settlement of this lawsuit with an approximately $10 million liability accrued and remaining to be
paid as of June 30, 2009.



L‘ SCHNEIDER DOWNS

INSIGHT = INMOVATION = EXPERIENCE

INDEPENDENT AUDITORS’ REPORT

Ohio Bureau of Workers’ Compensation and Industrial Commission of Ohio
(A Department of the State of Ohio)
Columbus, Ohio

We have audited the accompanying statements of net assets of the Ohio Bureau of Workers’ Compensation
and Industrial Commission of Ohio (BWC/IC), a department of the State of Ohio (State), as of June 30, 2009
and 2008 and the related statements of revenues, expenses and changes in net assets and cash flows for the
years then ended. These financial statements are the responsibility of the BWC/IC’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States. Those standards require that we plan and perform the audits
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and the significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

As discussed in Note 1, the financial statements of BWC/IC are intended to present the financial position and
changes in financial position and cash flows of only that portion of the governmental activities, business-type
activities, major funds and remaining fund information of the State that is attributable to the transactions of
BWC/IC. They do not purport to, and do not, present fairly the financial position and changes in financial
position and cash flows, where applicable, of the State in conformity with accounting principles generally
accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material aspects, the financial
position of the BWC/IC as of June 30, 2009 and 2008 and the changes in its net assets and its cash flows for
the years then ended in conformity with accounting principles generally accepted in the United States of
America.

In accordance with Government Auditing Standards, we have also issued our report dated September 30, 2009
on our consideration of the BWC/IC’s internal control over financial reporting and our tests of its compliance
with certain provisions of laws, regulations, contracts and grant agreements and other matters. The purpose of

Schneider Downs & Co., Inc. 1133 Penn Avenue 41 5. High Street
www.schneiderdowne.com Pittsbusgh, PA 16222-4205 Suite 2100
TEL A12.251360 Columbus, OH 432156102
]@ Fax 4122614876 TEL 6146214060
e rax 6196214062



that report is to describe the scope of our testing of internal control over financial reporting and compliance
and the results of that testing, and not to provide an opinion on the internal control over financial reporting or
on compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audits.

The Management’s Discussion and Analysis and required supplemental revenue and reserve development
information on Pages 1 through 5 and 30 through 31, respectively, are not a required part of the basic
financial statements but are supplementary information required by accounting principles generally accepted
in the United States of America. We have applied certain limited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the financial statements that comprise
BWC/IC’s basic financial statements. The supplemental schedule of net assets and schedule of revenues,
expenses, and changes in net assets included in Pages 32 through 34 are presented for purposes of additional
analysis and are not a required part of the basic financial statements. This supplemental information has not
been subjected to the auditing procedures applied in the audit of the basic financial statements and,
accordingly, we express no opinion on it.

W\ ch CO'-) \QM

Columbus, Ohio
September 30, 2009
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OHIO BUREAU OF WORKERS' COMPENSATION

AND

INDUSTRIAL COMMISSION OF OHIO
(A DEPARTMENT OF THE STATE OF OHIO)

STATEMENTS OF REVENUES, EXPENSES AND
CHANGES IN NET ASSETS

For the years ended June 30, 2009 and 2008

Operating revenues:
Premium income
Assessment income
Provision for uncollectibles
Other income

Total operating revenues

Operating expenses:
Workers' compensation benefits (Note 4)
Compensation adjustment expenses (Note 4)
Personal services
Other administrative expenses
Total operating expenses
Net operating income (loss)

Non-operating (loss) revenues:
Net investment (loss) income (Note 2)
Loss on disposal of capital assets
Total non-operating (loss) revenues

Net transfers out
Increase in net assets

Net assets, beginning of year

Net assets, end of year

(000's omitted)

2009 2008
$ 1,896,525 $ 1,851,763
573,025 383,329
(108,620) (96,690)
17,197 22,247
2,378,127 2,160,649
1,667,092 2,180,823
406,442 406,660
44,284 50,564
48,252 43,800
2,166,070 2,681,847
212,057 (521,198)
(194,735) 719,160
(220) (219)
(194,955) 718,941
(5,049) -
12,053 197,743
2,503,289 2,305,546
$ 2,515,342  $ 2,503,289

The accompanying notes are an integral part of the financial statements.
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OHIO BUREAU OF WORKERS' COMPENSATION

AND
INDUSTRIAL COMMISSION OF OHIO
(A DEPARTMENT OF THE STATE OF OHIO)

STATEMENTS OF CASH FLOWS
For the years ended June 30, 2009 and 2008

(000's omitted)

Cash flows from operating activities:

Cash receipts from premiums and assessments $

Cash receipts - other

Cash disbursements for claims

Cash disbursements to employees for services
Cash disbursements for other operating expenses
Cash disbursements for employer refunds

Net cash used for operating activities

Cash flows from noncapital financing activities:
Operating transfers in
Operating transfers out

Net cash used by noncapital financing activities

Cash flows from capital and related financing activities:
Purchase of capital assets, net of retirements
Principal and interest payments on bonds

Net cash used in capital and related
financing activities

Cash flows from investing activities:
Investments sold
Investments matured
Investments purchased
Interest and dividends received
Investment expenses

Net cash provided by investing activities

Net increase in cash and cash equivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

2009 2008
2,510,392  $ 2,538,165
35,611 32,489
(2,128,360) (2,237,987)
(246,428) (244,568)
(77,746) (83,005)
(102,196) (127,142)
(8,727) (122,048)
3,289 3,179
(8,338) (3.179)
(5,049) -
(2,013) (9,401)
(20,601) (20,346)
(22,614) (29,747)
3,561,024 7,017,302
- 6,037
(4,145,874) (7,667,843)
752,293 859,795
(4,818) (13,333)
162,625 201,958
126,235 50,163
378,078 327,915
504,313 _$ 378,078

The accompanying notes are an integral part of the financial statements.
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OHIO BUREAU OF WORKERS' COMPENSATION
AND

INDUSTRIAL COMMISSION OF OHIO
(A DEPARTMENT OF THE STATE OF OHIO)

STATEMENTS OF CASH FLOWS, Continued
For the years ended June 30, 2009 and 2008

(000's omitted)

Reconciliation of net operating (loss) to net cash
used for operating activities:

Net operating income (loss) $

Adjustments to reconcile net operating income (loss) to net cash
used for operating activities:
Provision for uncollectible accounts
Depreciation
Amortization of discount and issuance costs on bonds payable
Unclaimed Intentional Tort Fund premiums

(Increases) decreases in assets and increases (decreases)
in liabilities:
Premiums and assessments in course of collection
Unbilled premiums receivable
Accounts receivable
Retrospective premiums receivable
Other assets
Restricted cash
Reserves for compensation and compensation
adjustment expenses
Premium payment security deposits
Warrants payable
Accounts payable
Other liabilities

Net cash used for operating activities $

Noncash investing, capital and financing activities
Change in fair values of investments $

2009 2008
212,057 (521,198)
108,620 96,690

12,586 11,579
3,972 4,556
- (5,687)
71,774 1,448
(48,396) 203,197
(135,079) (110,392)
1,348 6,330
(4,494) 450
238 348
(188,967) 164,145
(444) 1,110
(4,793) (8,375)
(4,038) (1,778)
(33,111) 35,529
(8,727) (122,048)
(928,019) (143,510)

The accompanying notes are an integral part of the financial statements.
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OHIO BUREAU OF WORKERS' COMPENSATION
AND
INDUSTRIAL COMMISSION OF OHIO

(A DEPARTMENT OF THE STATE OF OHIO)

NOTES TO THE FINANCIAL STATEMENTS

June 30, 2009 and 2008

Background and Summary of Significant Accounting Policies

Organization

The Ohio Bureau of Workers' Compensation (BWC) and the Industrial Commission of Ohio
(IC) were created in 1912 and 1925, respectively, and are the exclusive providers of workers'
compensation insurance to private and public employers in Ohio that have not been granted
the privilege of paying compensation and medical benefits directly (self-insured employers).
BWC and IC are collectively referred to herein as BWC/IC. BWC/IC was created and is
operated pursuant to Chapters 4121, 4123, 4127, and 4131 of the Ohio Revised Code (the
Code).

The Governor of the State of Ohio (the State) appoints the BWC Administrator and the three
members of the IC. In June 2007, House Bill 100 created a new 11-member BWC Board of
Directors (Board), which replaced the Workers’ Compensation Oversight Commission. All
members have full voting rights. On July 31, 2007, the Governor named the members to the
Board, effectively abolishing the Workers’ Compensation Oversight Commission. The BWC
Administrator, with the advice and consent of the Board, is responsible for the operations of
the workers’ compensation system, while the IC is responsible for administering claim
appeals.

BWC/IC is a department of the primary government of the State and is a proprietary
operation for purposes of financial reporting. The accompanying financial statements include
all accounts, activities and functions of BWC/IC and are not intended to present the financial
position, results of operations or cash flows of the State taken as a whole. The financial
information presented herein for BWC/IC will be incorporated within the State’s financial
statements.

Basis of Presentation

BWC/IC has prepared its financial statements in accordance with accounting principles
generally accepted in the United States of America. Accordingly, these financial statements
were prepared using the accrual basis of accounting and the economic resources
measurement focus. For internal reporting purposes, BWC/IC maintains separate internal
accounts as required by the Code. For external financial reporting purposes, BWC/IC has
elected to report as a single column business-type activity, since the individual accounts do
not have external financial reporting accountability requirements. All significant interaccount
balances and transactions have been eliminated.

Continued
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Pursuant to Governmental Accounting Standards Board (GASB) Statement No. 20,
“Accounting and Financial Reporting for Proprietary Funds and Other Governmental Entities
That Use Proprietary Fund Accounting,” BWC/IC follows GASB guidance as applicable to
proprietary funds and Financial Accounting Standards Board Statements and Interpretations,
Accounting Principles Board Opinions, and Accounting Research Bulletins issued on or
before November 30, 1989 that do not conflict with or contradict GASB pronouncements. As
permitted by Generally Accepted Accounting Standards, BWC/IC has elected not to apply
Financial Accounting Standards Board Statements and Interpretations issued after November
10, 1989.

BWC/IC administers the following accounts:

State Insurance Fund (SIF)

Disabled Workers' Relief Fund (DWRF)
Coal-Workers Pneumoconiosis Fund (CWPF)
Public Work-Relief Employees' Fund (PWREF)
Marine industry Fund (MIF)

Self-Insuring Employers' Guaranty Fund (SIEGF)
Administrative Cost Fund (ACF)

Description of the Accounts

SIF, CWPF, PWREF and MIF provide workers’ compensation benefits to qualifying
employees sustaining work-related injuries or diseases.

DWREF provides supplemental cost-of-living benefits to persons who are permanently and
totally disabled and are receiving benefits from SIF or PWREF. The maximum benefit levels
are changed annually based on the United States Department of Labor National Consumer
Price Index.

SIEGF provides for the payment of compensation and medical benefits to employees of self-
insured employers that are bankrupt or in default.

ACF provides for the payment of administrative and operating costs of all accounts except
DWRF, CWPF and MIF, which pay such costs directly. ACF also includes the portion of
premiums paid by employers earmarked for the safety and loss prevention activities
performed by the Safety & Hygiene Division.

Operating revenues and expenses generally result from providing services in connection with
ongoing operations.  Operating revenues are primarily derived from premiums and
assessments. Operating expenses include the costs of claims and related administrative
expenses. All revenues and expenses not meeting this definition are reported as non-
operating revenues and expenses.

Continued
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The GASB has recently issued the following new accounting pronouncements that will be
effective in future years and may be relevant to BWC/IC:

* GASB No. 51, “Accounting and Financial Reporting for Intangible Assets”
e GASB No. 54, “Fund Balance Reporting”

Management has not yet determined the impact that these new GASB Pronouncements will
have on BWC/IC’s financial statements.

Cash and Cash Eguivalents

Cash and cash equivalents in the accompanying statements of net assets and for the
purposes of the statements of cash flows include cash and all highly liquid debt instruments
purchased with a maturity of three months or less. Cash equivalents are stated at amortized
cost, which approximates fair value.

Investments

BWC/IC’s investments consist of fixed maturities, domestic equity securities, international
securities, collateral on securities lending, investments in limited partnerships, investments in
a commingled bond index fund, and investments in a commingled equity index fund.

Investments in fixed maturities, domestic equity securities, commingled equity funds, and
commingled bond index funds are stated at fair value. Fair values of fixed maturities are
based on quotations from national security exchanges. Fair values of domestic and
international equity securities are based on quotations from national or international
exchanges and are valued at the last reported sales price at current exchange rates. The fair
value of the commingled bond index funds and commingled equity funds are based on the
value of the underlying net assets of the fund. Dividends, interest earnings, the net increase
(decrease) in the fair value of investments (which includes both the change in fair value and
realized gains and losses), and investment expenses are aggregated and reported as net
investment income in the statements of revenues, expenses and changes in net assets. The
cost of securities sold is determined using the average cost method. Purchases and sales of
investments are recorded as of the trade date.

Prior to fiscal year 2008, BWC/IC, through the use of 68 outside money managers,
participated as a limited partner in partnerships investing in equities, bonds, notes and other
assets. Investments in limited partnerships were stated at fair value. Limited partnerships
are generally valued-based on March 31 net asset values plus or minus purchases, sales and
cash flows from April 1 through June 30 of the reporting year. During fiscal year 2009, one
limited partnership was sold and a $752 thousand loss was recognized. During fiscal year
2008, 66 of the 68 private equity partnerships were sold. Net losses of $51.2 million from the
private equity partnerships were recognized during fiscal year 2008. BWC/IC had no
unfunded commitments to the limited partnerships at June 30, 2009 or 2008.

Continued
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Restricted Cash

Restricted cash balances are maintained in accordance with the 2003 bond agreement for
special obligation bonds issued through the Ohio Building Authority.

Premium Income

SIF, CWPF, PWREF and MIF premium income is recognized over the coverage period and is
collected in subsequent periods for all accounts except MIF, which collects premiums in
advance of the coverage period. Premiums earned but not yet invoiced are reflected as
premiums in course of collection in the statements of net assets. Premiums are based on
rates that are approved by the Board and on the employers' payroll, except self-insured
employer assessments, which are based on paid compensation. SIF rates for private and
public taxing district employers meeting certain size criteria are adjusted automatically based
on their own claims experience.

Retrospective rating plans and group rating plans are offered to qualified employers. SIF
recognizes estimated ultimate premium income on retrospectively rated businesses during
the coverage period. Retrospective rating adjustments related to the coverage period are
collected in subsequent periods, as experience develops on injuries incurred during the
coverage period. The estimated future retrospective rating adjustments are reflected in the
statements of net assets as retrospective premiums receivable.

The Code permits State employers to pay into SIF on a terminal funding (pay-as-you-go)
basis. Additionally, certain benefits are paid from the SIF Surplus Fund (see Note 10) for
self-insured employers. Because BWC/IC has the statutory authority to assess premiums
against the State and self-insured employers in future periods, an unbilled premiums
receivable equal to their share of the discounted reserve for compensation and compensation
adjustment expenses, less BWC/IC’s portion of the discounted reserve, is reflected in the
statements of net assets.

Assessment Income

DWREF | (DWRF benefits awarded for injuries incurred prior to January 1, 1987) and ACF
assessment income is recognized over the period for which the assessment applies and is
collected in subsequent periods. These amounts are reflected as assessments in course of
collection in the statements of net assets. DWRF Il (DWRF benefits awarded for injuries
incurred on or after January 1, 1987) and SIEGF assessments received or in the course of
collection, but not yet recognized, are reflected as a reduction to unbilled premiums
receivable.

The Code permits employers to pay into DWRF and SIEGF on a terminal funding (pay-as-
you-go) basis. Because BWC has the statutory authority to assess employers in future
periods, an unbilled premiums receivable equal to the discounted reserve for compensation
and compensation adjustment expenses for DWRF and SIEGF, less BWC/IC’s portion of the
discounted reserve, is reflected in the statements of net assets.

DWREF | assessments are based on employers' payroll and a statutorily determined rate.
DWREF Il and ACF assessments are based on rates that are approved by the Board and on
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employers’ payroll, except for ACF assessments of self-insured employers, which are based
on paid workers’ compensation benefits. SIEGF assessments are based on the financial
strength of self-insured employers and paid workers’ compensation benefits with the
exception of new self-insured employers, which are based on a percentage of base-rated
premium.

Premium Payment Security Deposits

Premium payment security deposits are collected in advance from private employers to
reduce credit risk for premiums collected in subsequent periods. A deposit is submitted upon
application for coverage and generally represents 30% of an estimated eight-month premium,
with a maximum deposit of $1 thousand. The deposit is applied to outstanding premiums or
refunded to the employer upon cancellation of coverage.

Allowance for Uncollectible Accounts

BWC/IC provides an allowance for uncollectible accounts by charging operations for
estimated receivables that will not be collected. The adequacy of the allowance is
determined by management based on a review of aged receivable balances and historical
loss experience.

Capital Assets

Capital assets are carried at cost, net of accumulated depreciation. Depreciation is
computed using the straight-line method over the estimated useful lives of the assets as
follows:

Description Estimated Useful Lives (Years)
Buildings 30
Furniture and fixtures 10
Vehicles and equipment 5

When assets are disposed of, the cost and related accumulated depreciation are removed
from the accounts, and any resulting gain or loss is recognized in the statements of revenues,
expenses and changes in net assets. The cost of maintenance and repairs is charged to
operations as incurred; significant renewals and betterments are capitalized.

Reserves for Compensation and Compensation Adjustment Expenses

The reserve for compensation includes actuarial estimates for both reported claims and
claims incurred but not reported (IBNR). The reserve for compensation adjustment expenses
is determined by estimating future expenses to be incurred in settlement of the claims. The
reserve for compensation is based on the estimated ultimate cost of settling the claims,
including the effects of inflation and other societal and economic factors and projections as to
future events, including claims frequency, severity, persistency and inflationary trends for
medical claim reserves. The reserve for compensation adjustment expenses is based on
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projected claim-related expenses, estimated costs of the managed care Health Partnership
Program, and the reserve for compensation. The methods of making such estimates and for
establishing the resulting liabilities are reviewed quarterly and updated based on current
circumstances. Any adjustments resulting from changes in estimates are recognized in the
current period. The reserves for compensation and compensation adjustment expenses are
discounted at 4.5% at June 30, 2009 and 5.0% at June 30, 2008 to reflect the present value
of future benefit payments. The selected discount rate approximates an average yield on
United States government securities with a duration similar to the expected claims underlying
BWC/IC’s reserves.

Management believes that the recorded reserves for compensation and compensation
adjustment expenses make for a reasonable and appropriate provision for expected future
losses. While management uses available information to estimate the reserves for
compensation and compensation adjustment expenses, future changes to the reserves for
compensation and compensation adjustment expenses may be necessary based on claims
experience and changing claims frequency and severity conditions.

Income Taxes

As a department of the State, the income of BWC/IC is not subject to federal or state income
tax.

Use of Estimates

In preparing the financial statements, management is required to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities as of the date of the financial statements and the reported
amounts of revenues and expenses for the reporting period. Actual results could differ from
those estimates.

Reclassification

Certain 2008 financial statement amounts have been reclassified in order to conform to their
2009 presentation.
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Cash and Investmenis

BWCI/IC is authorized by Section 4123.44 of the Code to invest using an investment policy
established by the Board, which uses the prudent person standard. The prudent person
standard requires investments be made with the care, skill, prudence and diligence under the
circumstances then prevailing that a prudent person acting in a like capacity and familiar with
such matters would use in the conduct of an enterprise of a like character and with like aims,
and by diversifying the investments of the assets so as to minimize the risk of large losses,
unless under the circumstances it is clearly prudent not to do so.

Custodial Credit Risk — Deposits

The custodial credit risk for deposits is the risk that in the event of a bank failure, BWC/IC’s
deposits may not be recovered. Banks must provide security for all public funds on deposit.
These institutions may either specifically collateralize individual accounts in addition to
amounts insured by the Federal Deposit Insurance Corporation (FDIC), or may pledge a pool
of government securities valued at least 105% of the total value of public monies on deposit
at the institution. At June 30, 2009 and 2008, the carrying amount of BWC/iC’s cash deposits
were $15.133 miillion and $13.263 million, respectively, and the bank balances were $12.213
million and $12.085 million, respectively. The entire bank balance is insured through
December 31, 2009 by FDIC as BWC’s financial institution is participating in the Temporary
Liquidity Guarantee Program. Additionally, the bank deposits are covered by collateral held
in the name of BWC/IC’s pledging financial institution, as required by state statute. BWC/IC
is not exposed to custodial credit risk for these bank deposits.

Custodial Credit Risk — Investments

Custodial credit risk for investments is the risk that, in the event of a failure of a counter party
to a transaction, BWC/IC will not be able to recover the value of the investment or coilateral
securities that are in the possession of an outside party. At June 30, 2009, BWC/IC has $304
million held by the investments’ counterparty and thus exposed to custodial credit risk. The
Board approved the use of commingled passively managed equity and bond index funds for
portions of the specialty account investment portfolios. These commingled funds are held in
BWC’s name at the respective counterparty. At June 30, 2008, BWC/IC’s investments were
not exposed to custodial credit risk, as all investments were held in the name of BWC/IC by
the Treasurer of the State of Ohio as custodian.
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The composition of investments held at June 30, 2009 and 2008 is presented below.

2009 2008
Fair Value Fair Value
Fixed maturities:
Corporate bonds $ 4,136,273 $ 4,406,190
U.S. government agency obligations 545,146 777,250
Corporate mortgage backed securities - 246
U.S. government obligations 3,968,766 4,061,015
U.S. state and local government agency 283,375 226,004
Treasury inflationary index notes 3,455,575 3,663,090
Yankee bonds 238,765 207,874
Sovereign bonds 347,744 340,162
Supranational issues 34,288 41,690
Commingled bond index 40,194 -
Total fixed maturities 13,050,126 13,723,521
Domestic equity securities:
Common stocks 3,512,366 3,158,589
Preferred stocks 3,841 5,794
International securities: - 78
Securities lending short-term collateral 6,076 2,933
Investments in limited partnerships 161 15,427
Cash and cash equivalents:
Cash 15,133 13,263
Short-term money market fund 489,180 364,815
Total cash and cash equivalents 504,313 378,078

$ 17,076,883 $ 17,284,420

Net investment (loss) income for the years ended June 30, 2009 and 2008 is summarized as
follows (000's omitted):

2009 2008

Fixed maturities $ 648,265 §$ 779,549

Commingled bond index fund 382 11,603

Equity securities 84,060 63,525

Investments in limited partnerships - 4,621

Cash equivalents 5,378 17,493

Total interest and dividends 738,085 876,791
Decrease in fair value of investments (928,019) (143,510)
Investment expenses (4,801) (14,121)

$ (194,735) $§ 719,160
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Short-Term Money Market Fund

The underlying securities in the short-term money market fund are high-quality, short-term
debt securities issued or guaranteed by the U.S. government or by U.S. government
agencies or instrumentalities and repurchase agreements fully collateralized by U.S.
Treasury and U.S. government securities. This U.S. Government Money Market Fund carries
a AAA credit rating. Although the Fund is generally less sensitive to interest rate changes
than are funds that invest in longer-term securities, changes in short-term interest rates will
cause changes to the Fund’s yield resulting in some interest rate risk.

Interest Rate Risk — Fixed-Income Securities

Interest rate risk is the risk that changes in interest rates of debt investments will adversely
affect the fair value of an investment. Generally, the longer the maturity of an investment, the
greater the sensitivity of its fair value to changes in market interest rates. BWC/IC manages
the exposure to fair value loss arising from increasing interest rates by requiring that each
fixed-income portfolio be invested with duration characteristics that are within a range from a
maximum duration equal to the Barclays Capital Long U.S. Government/Credit Index to a
minimum duration equal to the Barclays Capital Intermediate U.S. Government/Credit Index.

Duration-is a measure of a debt investment’s exposure to fair value changes arising from
changing interest rates. It uses the present value of cash flow, weighted for those cash flows
as a percentage of the investment's full price. Effective duration makes assumptions
regarding the most likely timing and amounts of variable cash flows arising from such
investments such as callable bonds, prepayments, and variable-rate debt. The effective
duration measures the sensitivity of the market price to parallel shifts in the yield curve.

At June 30, 2009 and 2008, the effective duration of BWC’s fixed-income portfolio is as
follows ($ in thousands):

June 30, 2009 June 30, 2008

Effective Effective

Investment Type Fair Value Duration Fair Value Duration
Corporate bonds $ 4,136,273 1122 $ 4,406,190 11.33
Yankee bonds 238,765 11.04 207,874 11.00
U.S. government agency obligations 545,146 8.77 777,250 8.59
Corporate mortgage backed securities - - 246 4.14
U.S. government obligations 3,968,766 11.32 4,061,015 10.58
Sovereign bonds 347,744 7.75 340,162 8.24
Supranational issues 34,288 11.51 41,690 11.64
Commingled bond index 40,194 3.86 - -
U.S. state and local government agencies 283,375 11.57 226,004 12.05
Treasury inflationary index notes 3,455,575 4.00 3,663,090 7.33

Total Fixed Maturities $ 13,050,126 $ 13,723,521
Continued
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Credit Risk — Fixed-Income Securities

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligation to the holder of the investment. BWC/IC manages the exposure to investment
credit risk by requiring an average credit quality no lower than an A rating. Government
agency obligations have an implied AAA rating. Obligations of the U.S. government are
explicitly guaranteed by the U.S. government and are not considered to have credit risk.

BWC/IC’s fixed-income securities were rated by Standard and Poor's (S&P) and/or an
equivalent national rating organization and the ratings are presented below using the S&P
rating scale (000’s omitted). In fiscal year 2009, $40 million in fixed maturities is held in a
commingled bond index fund in the custody of counterparty, while the remaining balance
presented as of June 30, 2009 was held by the custodian on behalf of BWC/IC. In fiscal year
2008, all fixed maturity holdings were held by the custodian on behalf of BWC/IC.

2009 2008
Quality Rating Fair Value Fair Value
AAA $ 193,956 §$ 311,321
AA 619,068 545,132
A 2,188,753 2,306,172
BBB 2,001,417 2,000,690
BB 74,812 58,851
Not rated 2,633 -
Total credit risk debt securities 5,080,639 5,222,166
Government agency obligations 545,146 777,250
U.S. government obligations 3,968,766 4,061,015
Treasury inflationary index notes 3,455,575 3,663,090
Total fixed maturities $ 13,050,126 $ 13,723,521

Concentration of Credit Risk

Concentration of credit risk is the risk of loss that may be attributed to the magnitude of a
government’s investment in a single issuer. In 2009 and 2008, there is no single issuer that
comprises 5% or more of the overall portfolio.

Foreign Currency Risk — Investments

Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair
value of an investment. BWC’s exposure to foreign currency risk as of June 30, 2009 and
2008 is as follows (000’s omitted):

Currency 2009 Fair Value 2008 Fair Value
Euro - $78
Continued
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Securities Lending

At June 30, 2009 and 2008, BWC/IC had no securities out on loan. BWC/IC has been
allocated with cash collateral of $6 million in 2009 and $3 million in 2008 from the securities
lending program administered through the Treasurer of State’s Office based on the amount of
cash equity the State’s common cash and investment account.

Capital Assets

Capital asset activity and balances as of and for the years ended June 30, 2009 and 2008
are summarized as follows (000's omitted):

Balance Balance
Balance at at at
6/30/2007 Increases Decreases 6/30/2008 Increases Decreases 6/30/2009
Capital assets not being
depreciated
Land $ 11,994 - - $ 11,994 - - $ 11,994
Capital assets being depreciated
Buildings 205,189 $ 373 - 205,562 $ 209 - 205,771
Furniture and equipment 54,686 9,148 $ (18,680) 45,154 1,829 § (12,258) 34,725
Land improvements 66 - - 66 - - 66
Subtotal 259,941 9,521 (18,680) 250,782 2,038 (12,258) 240,562
Accumulated depreciation
Buildings (111,450) (6,787) - (118,237) (6,787) - (125,024)
Furniture and equipment (43,506) 4,791) 18,341 (29,956) (5,798) 12,013 (23,741)
Land improvements (52) (1) - (53) 1) - (54)
Subtotal (155,008) (11,579) 18,341 {148,246) (12,586) 12,013 (148,819)
Net capital assets $ 116,927 $ (2,058) $ (339) $ 114,530 $ (10,548) $ (245) $ 103,737

Reserves for Compensation and Compensation Adjustment Expenses

The reserve for compensation consists of reserves for indemnity and medical claims resulting
from work-related injuries or illnesses. The recorded liability for compensation and
compensation adjustment expenses is based on an estimate by BWC/IC’s independent
consulting actuary. Management believes that the recorded liability makes for a reasonable
and appropriate provision for expected future losses; however, the ultimate liability may vary
from the amounts provided.

All reserves have been discounted at 4.5% at June 30, 2009 and 5.0% at June 30, 2008. A
decrease in the discount rate to 3.5% would result in the reserves for compensation and
compensation adjustment expenses increasing to $21.2 billion at June 30, 2009, while an
increase in the rate to 5.5% would result in the reserves for compensation and compensation
adjustment expenses decreasing to $17.6 billion. A decrease in the discount rate to 4.0%
would result in the reserves for compensation and compensation adjustment expenses
increasing to $21.4 billion at June 30, 2008, while an increase in the rate to 6.0% would result
in the reserves for compensation and compensation adjustment expenses decreasing to
$17.8 billion. The undiscounted reserves for compensation and compensation adjustment
expenses were $33.7 billion at June 30, 2009 and $36.4 billion at June 30, 2008. The net
operating income would have been $190 million tower in fiscal year 2009 and $697 million
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lower in fiscal year 2008, if the reserves for compensation and compensation adjustment
expenses were not discounted.

The changes in the reserves for compensation and compensation adjustment expenses for
the years ended June 30, 2009 and 2008 are summarized as follows (in millions):

2009 2008
Reserves for compensation and compensation
adjustment expenses, beginning of period $ 19,435 $ 19,271
Incurred:
Provision for insured events of current period 2,064 2,219
Net (decrease) increase in provision for insured
events of prior periods net of discount accretion
of $875 in 2009 and $964 in 2008 (790) 368
Decrease in discount rate 859 -
Total incurred 2,133 2,587

Payments:
Compensation and compensation adjustment
expenses attributable to insured events of
current period 458 415
Compensation and compensation adjustment
expenses attributable to insured events of prior

periods 1,864 2,008
Total payments 2,322 2,423
Reserves for compensation and compensation
adjustment expenses, end of period $ 19246 $ 19,435
Continued
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Bonds Payable

On April 22, 2003, BWC/IC issued special obligation bonds through the Ohio Building
Authority (OBA) to refund the 1993 William Green Building Series A bonds. The 2003 bonds
bear predetermined interest rates ranging from 1.61% to 3.95%, compared to interest rates
ranging from 3.25% to 5.125% on the 1993 bonds. The reacquisition price exceeded the net
carrying amount of the old debt by $5.1 million. This amount is netted against the new debt
and amortized over the life of the new debt. As a result of the refunding, BWC/IC reduced its
total debt service requirements by $9.8 million, which resulted in an economic gain of $8.9
million.

The bonds are collateralized by lease rental payments pledged by BWC/IC to OBA. The
lease period coincides with the State’s biennial budget and is renewable for successive two-
year periods until the bonds are retired. Lease payments are based on the estimated debt
service of the bonds, but are limited to an amount appropriated by the Ohio General
Assembly in BWC/IC's biennial budget. Lease rental payments totaled $20.6 million and
$20.4 million for the years ended June 30, 2009 and 2008, respectively. These payments
included interest of $4.6 million and $5.3 million for the years ended June 30, 2009 and 2008,
respectively.

The building continues to be reflected in capital assets and the related obligation has been
reflected as bonds payable in the statements of net assets. Future principal and interest
payments are as follows (000's omitted):

Fiscal Year Principal Interest Total
2010 $ 15930 $ 3,867 $ 19,797
2011 15,865 3,109 18,974
2012 15,890 2,326 18,216
2013 15,915 1,543 17,458
2014 15,200 751 15,951
Deferred loss on refunding (875) - (875)
Unamortized bond premium
and issuance costs 2,732 - 2,732
Total $ 80657 $ 11,596 $ 92,253
Continued
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Long-Term Obligations

Activity for long-term obligations (excluding the reserves for compensation and compensation
adjustment expenses — see Note 4) for the years ended June 30, 2009 and 2008, is
summarized as follows (000’s omitted):

Premium payment
security deposits

Bonds payable

Other liabilities

Premium payment
security deposits

Bonds payable

Other liabilities

Balance at Balance at Due Within
6/30/2007 Increases Decreases 6/30/2008 One Year
$ 87,808 $ 4007 $ (2,897) $ 88,918 -
113,076 5,848 (21,638) 97,286 $ 16,005
48,832 113,937 (83,307) 79,462 58,637
$ 249716 $ 123,792 $ (107,842) $ 265,666 $ 74,642
Balance at Balance at Due Within
6/30/2008 Increases Decreases 6/30/2009 One Year
$ 88,918 $ 1826 $ (2,270) $ 88,474 -
97,286 4,994 (21,623) 80,657 $ 15,930
79,462 44 571 (77,699) 46,334 29,706
$ 265,666 $ 51,391 §$ (101,592) $ 215465 $ 45,636

Benefit Plans

Pension Plans

BWC/IC contributes to the Ohio Public Employees Retirement System of Ohio (OPERS).
OPERS administers three separate pension plans:

The Traditional Plan - a cost-sharing, multiple-employer defined benefit pension
plan.

The Member-Directed Plan — a defined contribution plan in which the member
invests both member and employer contributions (employer contributions vest
over five years at 20% per year). Under this plan, members accumulate
retirement assets equal {o the value of member and vested employer contributions
plus any investment earnings thereon.

The Combined Plan — a cost-sharing, multiple-employer defined benefit pension
plan. Under the Combined Plan, employer contributions are invested by the
retirement system to provide a formula retirement benefit similar in nature to the
Traditional Plan benefit. Member contributions, the investment of which is self-
directed by the members, accumulate retirement assets in a manner similar to the
Member-Directed Plan.

OPERS provides retirement, disability, survivor and death benefits, and annual cost-of-living
adjustments to members of the Traditional Plan and Combined Plans. Members of the

Continued
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June 30, 2009 and 2008

Member-Directed Plan do not qualify for ancillary benefits. Benefits are established and may
be amended by State statute. OPERS issues a publicly available financial report that
includes financial statements and required supplementary information. That report may be
obtained by writing to Ohio Public Employees Retirement System, 277 East Town Street,
Columbus, Ohio 43215-4642. As of June 30, 2009, the most recent report issued by OPERS
is as of December 31, 2008.

Chapter 145 of the Ohio Revised Code provides OPERS statutory authority for employee and
employer contributions. For the year ended December 31, 2008, the employee contribution
rate was 10%, and the employer contribution rate was 14% of covered payroll. For the year
ended December 31, 2007, the employee contribution rate was 9.5%, and the employer
contribution rate was 13.77% of covered payroll. BWC/IC’s contributions, representing 100%
of the dollar amount billed, are as follows {(000’s omitted):

Twelve months ended June 30, 2009 $24,113
Twelve months ended June 30, 2008 $23,606
Twelve months ended June 30, 2007 $23,179

Post-Retirement Health Care

OPERS provides retirement, disability, survivor and post-retirement health care benefits,
which include a medical plan, prescription drug program and Medicare Part B premium
reimbursement, to qualifying members of both the Traditional and the Combined Plans;
however, health care benefits are not statutorily guaranteed. Members of the Member-
Directed Pian do not qualify for ancillary benefits, including post-employment health care
coverage. To qualify for post-retirement health care coverage, age and service retirees must
have 10 or more years of qualifying Ohio service credit. Health care coverage for disabled
recipients and primary survivor recipients is available. The Code provides statutory authority
for employer contributions and requires public employers to fund post-retirement health
care through their contributions to OPERS.

The health care coverage provided by the retirement system is considered an Other Post-
Employment Benefit (OPEB) as described in GASB Statement No. 45, “Accounting and
Financial Reporting by Employers for Post-Employment Benefits Other than Pension.” The
Code provides statutory authority for employer contributions and requires public employers
to fund post-retirement health care through their contributions to OPERS.

OPERS'’s Post-Employment Health Care plan was established under, and is administered in
accordance with, Internal Revenue Code 401(h). Each year, the OPERS Retirement Board
determines the portion of the employer contribution rate that will be set aside for funding of
post employment health care benefits. The portion of the employer’s contribution to OPERS
set aside for the funding of OPEB was 7.0% for calendar year 2008, compared to 5.0% from
January 1 through June 30, 2007, and 6.0% from July 1 through December 31, 2007. Active
members do not make contributions to the OPEB Plan. The OPERS Retirement Board is
also authorized to establish rules for the payment of a portion of the health care benefits
provided, by the retiree or their surviving beneficiaries. Payment amounts vary depending on
the number of covered dependents and the coverage selected.

Continued
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Based upon the portion of each employer’s contribution to OPERS set aside for funding
OPEB as described above, BWC/IC’s contribution for the 12 months ended June 30, 2009
allocated to OPEB was approximately $12.1 mitlion and $10.3 million for the 12 months
ended June 30, 2008.

The Health Care Preservation Plan (HCPP) adopted by the OPERS Retirement Board on
September 9, 2004, was effective January 1, 2007. Member and employer contribution rates
increased as of January 1, 2006, 2007 and 2008, which allowed additional funds to be
allocated to the health care plan.

Risk Management

BWC/IC is exposed to various risks of loss related to torts; theft of, damage to and
destruction of assets; errors and omissions; injuries to employees; and natural disasters. To
cover these risks, BWC/IC maintains commercial insurance and property insurance. There
were no reductions in coverage in either fiscal year 2009 or 2008. Claims experience over
the past three years indicates there were no instances of losses exceeding insurance
coverage. Additionally, BWC/IC provides medical benefits for its employees on a fully
insured basis with independent insurance companies or the State’s self-insured benefit plan.

Contingent Liabilities

BWC/IC is a party in various legal proceedings, which normally occur as part of BWC/IC’s
operations.

A class action complaint pending in the 8" District Court of Appeals contends that
subrogation allowed under Ohio Revised Code 4123.931 is unconstitutional. The Ohio
Supreme Court in Holeton v. Crouse Cartage declared the subrogation statute
unconstitutional. The trial court certified the class, granted summary judgment to the
plaintiffs, and awarded attorney fees. A liability of $50 million was accrued as of June 30,
2005. This case was settled in July 2006, with payments of $46.9 million being made during
fiscal year 2007, $1.9 million during fiscal year 2008 and $1.1 million during fiscal year 2009.
Management does not expect the ultimate payments to be materially different than the
amount accrued.

A class action case was filed alleging that BWC/IC identifies PTD recipients not represented
by counsel and encourages them to settle their PTD claims for substantially less than their
actuarial present value. The plaintiffs contend that BWC/IC refuses to conduct good-faith
settlement negotiations with PTD recipients represented by counsel. The trial court denied
BWC/IC’s motion to dismiss and/or change of venue, and granted class certification. The 8"
District Court of Appeals issued a ruling affirming the trial court’s rulings. BWC/IC appealed
to the Ohio Supreme Court. In May 2008, the Ohio Supreme Court reversed the Court of
Appeals’ decision and held that, because this matter is a claim against the state for money
due under a contract, and not a claim of equitable restitution, it must be brought before the
Ohio Court of Claims. To date, plaintiffs have not filed action in the Court of Claims.
Accordingly, no provision for any liability has been reported in the financial statements for this
matter.
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BWC/IC was also involved in litigation in which the plaintiff argued that BWC/IC can only
change reimbursement rates by promulgating a rule under ORC Chapter 119. The trial court
issued a declaration that BWC/IC improperly reduced reimbursement fees to the hospitals.
BWC appealed to the 10™ District Court of Appeals. A decision was issued in March 2007
affirming the decision of the trial court. BWC/IC did not appeal the decision to the Ohio
Supreme Court. BWC/IC has offered to settle with hospitals that may be impacted by this
case. In February 2008, BWC/IC sent seitlement release agreements to 274 affected
hospitals. An estimated liability of $73.7 million was accrued with payments of $33.1 million
made during fiscal year 2008 and $30.3 million during fiscal year 2009.

BWCI/IC is involved in litigation challenging policies related to lump-sum advancements made
to PTD recipients. This action alleges that BWC/IC has improperly recouped monies from
PTD recipients by continuing to deduct monies from the plaintiff's benefits in an amount
greater than the advance plus interest. The ultimate outcome of the litigation cannot
presently be determined. Accordingly, no provision for any liability has been reported in the
financial statements for this matter. Management is vigorously defending this case.

A class action case was filed against BWC/IC alleging that non-group-rated employers
subsidize group-rated employers, and that this bias in premiums violates various provisions
of the Ohio Constitution. Plaintiffs have asked the court to declare the group rating plan
unconstitutional and require BWC/IC to repay to the class members all excessive premiums
collected by BWC/IC, with interest and attorney fees. In April 2008, plaintiffs filed a motion
for a preliminary injunction enjoining BWC/IC from enforcing the group rating statutes during
pendency of the action (beginning July 1, 2008). A hearing was held on the injunction
request in August 2008. In December 2008 the court issued the requested preliminary
injunction restraining BWC from continuing its current group rating plan for the policy year
beginning July 1, 2009. At the same time, they ordered that BWC enact a group
retrospective rating plan for the policy year beginning July 1, 2009. BWC filed an appeal and
a motion for stay with the common pleas court. On December 17, 2008, the General
Assembly passed House Bill 79 clarifying that Ohio’s group rating program was not intended
to be retrospective only. On January 6, 2009 the Governor signed the bill making it effective
immediately. On January 7, 2009 BWC filed a motion to dissolve the preliminary injunction
and in March 2009 the court issued an order vacating the preliminary injunction. Plaintiff has
filed a motion for class certification and BWC filed a response in opposition. The ultimate
outcome of the litigation cannot presently be determined. Accordingly, no provision for any
liability has been reported in the financial statements for this matter. Management is
vigorously defending this case.

Although the outcome of these cases is not quantifiable or determinable at this time, an
unfavorable outcome in any one of them could have a material effect of the financial position
of BWC/IC.

BWC/IC is also involved in other claims and legal actions arising in the ordinary course of
business. In the opinion of management, after consultation with the Attorney General, the
ultimate disposition of these matters is not likely to have a material adverse effect on
BWC/IC’s financial position.
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Net Assets

Individual fund net asset (deficit) balances at June 30, 2009 and 2008 were as foliows (000’s
omitted):

2009 2008

SIF $ 3,986,476 $ 3,799,897
SIF Surplus Fund (1,918,671) (1,708,959)
SIF Premium Payment Security Fund 124,083 115,984

Total SIF Net Assets 2,191,888 2,206,922
DWRF 835,859 848,727
CWPF 166,383 179,339
PWREF 19,406 19,350
MIF 15,570 13,431
SIEGF 6,935 8,919
ACF (720,699) (773,399)

Total Net Assets (Deficit) $ 2515342 $ 2,503,289

As mandated by the Code, SIF net assets are separated into three separate funds; the main
fund, the Surplus Fund, and the Premium Payment Security Fund (PPSF).

The SIF Surplus Fund is established by the Code and is financed by a percentage of all SIF
premiums paid by private, self-insured and public employers (excluding State employers).
The SIF Surplus Fund has been appropriated for specific charges, including compensation
related to claims of handicapped persons or employees of noncomplying employers, and the
expense of providing rehabilitation services, counseling, fraining, living maintenance
payments and other related charges to injured workers. The SIF Surplus Fund may also be
charged on a discretionary basis as ordered by BWC/IC, as permitted by the Code. The
Code limits contributions to the SIF Surplus Fund to 5% of premiums. This allocation of
premiums is insufficient to fund the charges to the SIF Surplus Fund.

The SIF PPSF is established by the Code and is financed by a percentage of all premiums
paid by private employers. Amounts are charged to the PPSF when the employer's premium
due for a payroll period is determined to be uncollectible by the Attorney General of Ohio and
the employer's premium payment security deposit is not sufficient to cover the premiums due
for the payroli period.

The ACF fund deficit is a result of recognizing the actuarially estimated liabilities in
accordance with accounting principles generally accepted in the United States of America,
even though the funding for ACF is on a terminal funding basis in accordance with the Code.
Consequently, the incurred expenses are not fully funded.
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REQUIRED SUPPLEMENTAL REVENUE AND RESERVE
DEVELOPMENT INFORMATION, UNAUDITED

(See Accompanying Independent Auditors’ Report)

June 30, 2009 and 2008

GASB Statement No. 30, "Risk Financing Omnibus," requires the presentation of ten years of
supplemental revenue and reserve development information, if available.

The table on the following page illustrates how BWC/IC's gross premium revenues and investment
income compare to related costs of workers' compensation benefits (compensation) and other
expenses incurred by BWC/IC as of the end of each of the last ten and one-half reporting periods.
The rows of the table are defined as follows: (1) This line shows the total of each period’s gross
premium revenues and investment income. (2) This line shows each period’s operating expenses,
including overhead and compensation adjustment expenses not allocable to individual claims. (3)
This line shows incurred compensation and allocated compensation adjustment expenses (both paid
and accrued) as originally reported at the end of the first period in which the injury occurred. (4) This
section of ten rows shows the cumulative amounts paid as of the end of successive periods for each
period. (5) This section of ten rows shows how each period's incurred compensation increased or
decreased as of the end of successive periods. (6) This line compares the latest re-estimated
incurred compensation amount to the amount originally established (line 3) and shows whether this
latest estimate of compensation cost is greater or less than originally estimated. As data for
individual periods mature, the correlation between original estimates and re-estimated amounts is
commonly used to evaluate the accuracy of incurred compensation currently recognized in less
mature periods. The columns of the table show data for successive periods on an undiscounted
basis for the fiscal years ended June 30, 1999 through 2009.

Continued
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