Ohio BWC
Rate Reform Update

Thursday, April 8
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Objectives

Provide updates on recent rate reform efforts
o What changes has BWC made?
o Why have they been made?
o What are the impacts to Ohio employers?

Other issues
o MIRA Il Reserving
o MCO open enrollment
0 Premium payment deadline
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Rate reform desired
outcomes

o Develop base rates to appropriate levels
0 Achieve rate equity for all PEC entities

o Provide choices for employers to customize
their policy

o Ensure all PEC entities are paying rates
that reflect their risk
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Rate Reform Changes

Three primary areas of focus:
o Pricing
o Programs

0 Assessing employer risk
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Pricing

Set accurate and equitable rates for all
employers
o Historically, largely due to the group rating
program, BWC had to inflate base rates to
ensure appropriate levels of premium collection

o Non-group employers had to bear more cost to
administer the group program
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Group-experience rating

Purpose of group-experience rating: To allow smaller
employers to pool their risks together to become
experience rated in a manner similar to a large
employer.

o Pooling risks allows for larger discounts

0 Intheory, claims costs would be spread among the
group and the group would remain persistent
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Group-experience rating
0 What happened?

o Flawed design allowed groups to shed employers
who increased costs.

Large employer Group
- $1 million+ in expected losses - $1 million+ in expected losses
- Employer has claims costs - Employer has claims costs
- Claims stay in experience - Group can eliminate employer and

- EM reflects risk replace with another
- EM does not reflect risk
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PEC rate differential study

Purpose: To examine trends in claims losses
among group and non-group employers

o Doesn't include impact of experience rating or
discounts associated with programs like group rating

o Provides a true comparison in claims costs
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PEC rate differential findings

0 Group employers bring costs that are 30
percent better than average using base
premium

oNon-group employers bring costs that are 10
percent higher than average using base
premium
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PEC rate differential findings

0 To achieve target of 1.10, non-group employers’ rates
should decline by 9.1 percent (currently 1.14)

0 To achieve target of 0.70, group employers’ rates
should increase by 14.8 percent (currently 0.58)
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Achieving rate accuracy and
equity

o An overall average rate decrease of 17 percent for
PEC employers.
o Claims costs projections show a significant
decrease is warranted

o Eliminate the impact of group discounts by
establishing a uniform off-balance factor for all PEC
manual classes at 1.01
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Achieving rate accuracy and
equity

o Apply a stratified break-even factor (BEF) to all
group discount levels
o Non-group employers will benefit from entirety of
rate reduction, while a portion of any rate reduction
for group-experience rated employers will be
absorbed by a break-even factor (BEF).

0 Credibility shift from 85 percent to 77 percent limits
potential discount levels
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Overall Impacts

Projected Target

Premium Premium Percent
Segment for 2009 for 2010 Change

Non-group $109.2M $824M -24.6%
Group $99.7M $95.0 M -4.7%
Retro $89.8 M $70.6 M -21.3%
TOTALS $298.7M $248.0M -17.0%
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°
Projected non-group and
° °
retro premium impacts
[industry | projcte reduction
1 (Counties) -19 percent
2 (Cities) -16 percent
3 (Villages) -49 percent
4 (Townships) -49 percent
5 (Schools) -22 percent
6 (PWRE) 30 percent
7 (Contract Coverage) -23 percent
8 (Hospitals) -35 percent
20 (Transit authorities) -27 percent
22 (Special districts) -17 percent
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Overall Impacts

PEC Risk Level Impact Histogram
17% Decrease and GBEF Stratified by 2010 EM

1200

1000

800

600

400

Count of Risks

200

0
250 2200 000 OB 0% oAb 022 03 ¢ 0 o8 0 g3k
o

Impact (e.g., 0.05is 0.1% to 5.0%)




Ohio| asutz=~
Overall Impacts

0 Two consecutive overall rate decreases for public
employers including: a 5 percent decrease in 2009
and another 17 percent decrease for 2010;

0 Consecutive years with an overall rate decrease for
private employers: a 5 percent decrease in 2008, the
first rate decrease since 2001, and another 12
percent decrease in 2009;

0 An expected $139 million premium reduction by all
Ohio employers
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Programs

o Provide employers choices that allow you to
determine your level of risk tolerance and
receive either discounts or refunds based on
performance
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Historical Program Options

o Individual Retrospective Rating
0 Group-Experience Rating
0 Drug Free Workplace (DFWP)
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New Programs

0 January 1, 2010

o Small Deductible Program
0 Group-Retrospective Rating

0 January 1, 2011

0 Large Deductible Program
0 Drug-Free Safety Plan (DFSP)

Ohio | R

Deductible Program

o Allows employers to receive an up-front discount
in exchange for paying a portion of claims costs.

o Discounts are dictated upon the level of risk an
employer wants to take

o0 Requirements
* Credit review
* Audited financials
« BWC eligibility requirements
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Deductible Program

$500 $25,000
$1,000 $50,000
$2,500 $100,000
$5,000 $200,000
$10,000
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Group Retrospective Rating

o Allows employers to form groups that will be
evaluated at 12 months, 24 months, and 36
months after policy year end

0 At each evaluation, a retrospective premium for
the group will be calculated based on the
projected ultimate claim costs for the policy year

o Refunds or assessments will be distributed to
the group based on the results of the
retrospective premium calculation
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Drug-Free Safety Plan

o Allows continuous participation for all employers

o0 Two program levels:
0 Basic — must meet training requirements, submit only
safety assessments, and complete online accident
analysis to receive four percent discount

o0 Advanced — must complete above requirements
while conducting random testing for 25 percent of
workforce and provide substance assessment to
receive seven percent discount
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Individual Retrospective
Rating Changes

Changes to rule 4123-17-42.1 that specifically address public
employers
o Key Changes:

o For the Tier 1 option, public employer must submit audited
or reviewed financial statements prepared in accordance
with GAAP
The public employer cannot be under fiscal watch or
emergency
For the Tier Il option, the public employer must submit
audited financial statements prepared in accordance with
GAAP or other comprehensive basis of accounting as
permitted in Ohio auditor of state bulletin 2005-002.

o

o
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Future rate reform goals

Transition to a split-experience rating plan

0 Measures frequency and severity of a claim to
assess employer risk

0 Uses a per-claim split point to distinguish primary
(frequency) and excess (severity)

o Primary costs emphasized as better risk indicator
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Benefits of split-experience
rating plan

0 Better accuracy in determining individual
employer premiums based on their risk

0 Less volatility for one significant claim
o Greater incentive to prevent workplace injuries

0 More consistency with other states’ rating
plans
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Rating plan example

Consider two employers:
o0 Employer A
- 1 loss of $175,000 in the 4 year experience period
oEmployer B

- 10 losses totaling $175,000 in the 4 year exp.
period

Generally speaking, which risk would you expect to
produce lower future costs?
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MIRA II

Medical-only claims:

o Effective July 2010, all medical-only claims will be eligible
for a reserve.

o Areserve will not be set for medical-only claims in the
$15,000 Medical-Only Program

o Will be used for rate making purposes for public
employers beginning the Jan. 1, 2012, policy year (as of
June 30, 2011).
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MIRA II

Salary continuation claims:

0 Salary continuation claims with dates of injury on or after
Jan. 1, 2011, will be eligible for the entire MIRA |l reserve.
Claims with dates of injury prior to Jan. 1, 2011, will
continue to have the reserve suppressed.

o Claims with salary continuation payments as the only indemnity
payments will most likely not see an indemnity reserve due to
the stop logic; however salary continuation claims with ongoing
medical will most likely see a medical reserve.

o Will be used for rate making purposes for public
employers beginning the Jan. 1, 2013, policy year (as of
June 30, 2012).
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MCO open enrollment

0 Open enrollment dates are May 3 through
May 28, 2010

0 MCO's will market employers during open
enrollment

o The change of MCO is effective June 28, 2010

o If the employer is satisfied with their MCO, they
don’t have to do anything
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Premium Payments
May 15:
0 At least 45 percent of your annual premium for the Jan. 1,
2009, through Dec. 31, 2009, reporting period

o If your total premium is received on or before May 15,
2010 you are eligible for the PEC early payment discount

0 The discount rate is .06%

September 1:

oRemaining 55 percent of annual premium is due
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