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Honorable Earl Ray Tomblin, Governor
State of West Virginia

Governor Tomblin:

The Annual Report of the West Virginia Board of Risk and Insurance Management (BRIM)
for the year ended June 30, 2014 is hereby respectfully submitted. This report was prepared
by the staff of BRIM. Responsibility for both the accuracy of the presented data and the
completeness and fairness of the presentation rests with the management of BRIM. We
believe the data, as presented, is accurate and that it is presented in a manner designed to
fairly set forth the results of the operations of BRIM. All information necessary to enable the
reader to gain an understanding of BRIM’s operational activities has been included.

The Annual Report contains discussions of the financial activities and highlights for the past
several fiscal years, and BRIM’s organization chart. The minutes of the Board of Directors
meetings are attached as a supplement to this report.

BRIM is reported as an enterprise fund operating as a single business segment, included as a
blended component unit of the primary government in the State’s Comprehensive Annual
Financial Report (CAFR). After applying the criteria set forth in generally accepted
accounting principles, BRIM management has determined there are no organizations that
should be considered component units of BRIM.


http://www.state.wv.us/brim
mailto:charles.e.jones@wv.gov
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BRIM is governed by a five-member board appointed by the governor for terms of four
years. BRIM operates by the authority granted in Chapter 29, Article 12; Chapter 33, Article
30; and Chapter 20, Article SH of the West Virginia Code as amended, and the provisions of
Executive Order 12-86. The day-to-day operations of BRIM are managed by the executive
director, who is responsible for the implementation of policies and procedures established by
the Board members.

BRIM is charged with providing insurance coverage to all state agencies. Additionally,
BRIM provides these services to cities, counties, and non-profit organizations throughout the
State under the provisions of Senate Bill #3 (SB#3). BRIM also provides a coal mine
subsidence reinsurance program, which allows homeowners and businesses to obtain
insurance coverage up to $75,000 for collapses and damage caused by underground coal
mines.

BRIM uses various means to cover its insureds. Although BRIM is not indemnified by an
insurance company, it contracts with an insurance company that is compensated for claims
handling with a flat fee. The primary methods used by BRIM to fund claims payments results
in a more stable and predictable funding of claims and claims related expenses, allowing for
better cash management for the organization.

Beginning in fiscal year 1996, liability claims were handled through a “Modified Paid Loss
Retrospective” rating program, which required an up-front deposit to an insurance company.
As losses occur, payments and reserves are established and charged against the deposit.
When the amount of paid losses within a twelve-month period exceeds the amount of the
deposit, a retrospective billing is produced and BRIM pays that additional amount to the
insurance company.

Beginning in fiscal year 2006, BRIM deposited monies with a financial institution, as trustee,
to hold advance deposits in an escrow account for BRIM liability claims with loss dates after
June 30, 2005. The funds held in escrow, together with their earnings, will be used to fund
the payment of the claims and claims adjustment expenses related to these liability claims.
Periodically, monies are transferred from the escrow account to the insurance company
administering these claims in order to reimburse the insurance company for payments that
they have issued on these claims and claims adjustment expenses on BRIM’s behalf.
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Property losses are retained by BRIM up to $1 million. Additionally, excess coverage is
provided beyond the $1 million retention up to a limit of $400 million per occurrence. This
coverage provides reimbursement of loss at the stated or reported value less a $2,500
deductible. Under the mine subsidence program, participating insurers pay BRIM a
reinsurance premium, which is equal to the gross premiums collected for mine subsidence
coverage, less cancellations, less a 30% ceding commission.

BRIM currently insures approximately 167 state agencies, approximately 930 Senate Bill #3
entities, plus provides mine subsidence reinsurance to approximately 15,000 home and
business owners.

Financial Highlights

The financial statements of BRIM are prepared on the accrual basis of accounting in
conformity with generally accepted accounting principles. In 1993, the Governmental
Accounting Standards Board (GASB) issued Statement No. 20, "Accounting and Financial
Reporting for Proprietary Funds and Other Governmental Entities That Use Proprietary Fund
Accounting." BRIM elected to implement the provisions of this Statement beginning in
fiscal year 1994. As permitted by the Statement, BRIM has elected not to adopt Financial
Accounting Standards Board (FASB) statements and interpretations issued after November
30, 1989, unless the GASB specifically adopts such FASB statements or interpretations.

Internal Accounting Structure and Budgetary Control

As mentioned, BRIM reports and meets the requirements of an enterprise fund. BRIM’s
assets and liabilities are accounted for in a single fund.

Internal controls have been put in place to ensure the assets and property of BRIM are
protected from theft, loss or misuse and to provide adequate accounting data for preparing
Generally Accepted Accounting Principles (GAAP) based financial statements.

Internal controls are established to provide reasonable assurance that objectives are met.
Additionally, the concept of reasonable assurance should recognize that the cost to administer
the control should not exceed the benefits derived from the control.

An annual budget is prepared prior to the start of each fiscal year for use as a management
tool and for evaluating performance.
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BRIM On-Line

We invite you to visit BRIM’s website at http://www.state.wv.us/BRIM. The website is
designed to inform the public about our program and to provide assistance to our
customers. One feature allows claimants to submit a claim electronically for faster
processing and handling. Detailed instructions on how to fill out a renewal questionnaire
are also found on-line. A variety of frequently asked questions on topics ranging from
billing to underwriting can also be found on this site.
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Results of Operations

Below are audited results from operations of four most recent fiscal years ended June 30:

2010 2011 2012 2013
(In thousands)
Operating Revenues:

Premiums $58,007 $52,538 $51,046 $47,134
Less Excess Coverages (6,257) (6,075) (5.386) (5.825)
Net Operating Revenues 51,750 46,463 45,660 41,309
Operating Expenses:

Claims & Claims Adjustment 31,668 33,598 53,396 54,018

General Administrative 3.946 4,026 3.892 3.275
Total Operating Expenses 35,614 37,624 57,288 57,293
Operating Income (Loss) 16,136 8,839 (11,628) (15,984)
Non-Operating Revenues:

Interest Income, Appropriations 25.113 18,782 13,315 7.835
Net Income 41,249 27,621 1,687 (8,149)
Retained earnings

at beginning of year 150,958 192,207 219,828 221,515
Retained earnings
at end of year $192,207 $219,828 $221,515 $213,366

BRIM has worked diligently for the past several years to maintain positive retained
earnings and eliminate its unfunded liability. Favorable loss patterns and adequate
funding have enabled BRIM to maintain positive retained earnings from 2005 thru 2013.
For the two years prior to 2005, BRIM had shown a deficit in retained earnings. Several
factors, including unanticipated losses, contributed to BRIM losing money for those
years. BRIM may occasionally experience some adverse loss development. Premiums
continue to be calculated on a basis consistent with exposure and loss trends. It is also
important to note that BRIM has not received any state appropriations since 2005.
BRIM will continue to closely monitor claims activity with our independent actuary and
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will bill premiums accordingly. Efforts are being undertaken to increase the emphasis on
loss control by state agencies and Senate Bill #3 entities, including educational classes
and seminars on sexual harassment, discrimination, liability deductibles, defensive
driving classes, and personally meeting with Cabinet Secretaries to discuss loss histories
of the agencies under their supervision.

The chart below shows the net assets/deficiency for the past ten years. The years shown
in red represent the unfunded liability and years in black represent positive retained

earnings.
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West Virginia Patient Injury Compensation Fund

House Bill 2122, signed into law on April 8, 2003, created a patient injury compensation
fund study board “to study the feasibility of establishing a patient injury compensation
fund to reimburse claimants in medical malpractice actions for any portion of economic
damages awarded which are uncollectible due to statutory limitations on damage awards
for trauma care and/or the elimination of joint and several liability of tortfeasor health
care providers and health care facilities.”
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Through the combined efforts of the BRIM staff, Insurance Commissioner’s Office and
West Virginia Hospital Association, the study was completed and a report was submitted
to the Joint Committee on Government and Finance of the West Virginia Legislature on
December 1, 2003, recommending that the fund be established. On April 2, 2004, House
Bill 4740 was signed into law, effective June 11, 2004.

The fund is administered and operated by BRIM. During fiscal year 2005, BRIM began
receiving the appropriated funds into this account. Eligibility for reimbursement is based
on the claimant’s inability, after exhausting all reasonable means available for recovering
the award, to collect all or part of the economic damages awarded due to the caps.

Audit

BRIM is required by the Financial Accounting and Reporting Section (FARS) of the
Department of Administration to have an annual independent audit. The firm of Ernst &
Young, LLP was selected to perform the audit for the fiscal year ended June 30, 2014. The
June 30, 2014 report will be available near the end of October 2014.

Risk Management

BRIM is charged with providing loss control and risk management services to all insured
entities throughout the State. BRIM accomplishes this task through a number of programs.
All property insured by BRIM with a value of $1 million or more is inspected annually.

Additionally, BRIM holds various seminars and training programs for its insureds throughout
the year. Topics include boiler operation, employment practices, and general loss prevention.

Cash Management

BRIM’s cash and cash equivalents are managed by the Board of Treasury Investments
according to the provisions of the Code of West Virginia. BRIM management monitors cash
balances on both a daily and a monthly basis.

Certificate of Achievement for Excellence in Financial Reporting

The West Virginia Board of Risk and Insurance Management’s Comprehensive Annual
Financial Report for the year ended June 30, 2013, from which the information on page(s)
one through eight have been drawn, was awarded the Certificate of Achievement for
Excellence in Financial Reporting by the Government Finance Officers Association of the
United States and Canada (GFOA). The Certificate of Achievement is the highest form of
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recognition for excellence in state and local government financial reporting. In order to be
awarded a Certificate of Achievement, a government must publish an easily readable and
efficiently organized comprehensive annual financial report. This report must satisfy both
generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our
current comprehensive annual financial report continues to meet the Certificate of
Achievement Program’s requirements and we are submitting it to the GFOA to determine its
eligibility for another certificate.

Comprehensive Annual Financial Report

Since June 30, 1995, BRIM has issued a Comprehensive Annual Financial Report (CAFR).
This report contains an introductory section, a financial section and a statistical section. The
financial section will contain audited data for June 30,2014. The CAFR for fiscal year 2014
will be issued before December 31, 2014. A copy of this report will be sent to the
Governor’s Office upon completion.

Acknowledgments

This report would not be possible without the assistance of the BRIM staff and the support of
the Board members.

Sincerely,

Charles E. Jones, Jr.
Executive Director
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State Listing of Coverages in Effect for Fiscal Year 2014

LIABILITY

Automobile Liability
Policy No. CA 519-64-62
Company: National Union Fire Insurance Co.

General Liability
Policy No. GL 509-47-07
Company: National Union Fire Insurance Co.

Aircraft Liability
Policy No. AV003380147-11

Company: National Union Fire Insurance Co.

Excess Liability-Bd. of Education

Policy No. 48409866

Company: The Insurance Company
Of The State of Penn

PROPERTY

Blanket Property

Policy No. MAF760728-13
Company: Axis Insurance Company

Policy No. NHD382615
Company: RSUI

Policy No.: YSP6157
Company: Atlantic Specialty

Policy No.: MAF733355-13
Company: Axis Insurance Company

Policy No. MAF760729-13
Company: Axis Insurance Company

Boiler and Machinery
Policy No. FBP2280385
Company: Hartford Steam Boiler Company

Public Insurance
Official Position
Schedule Bond

Bond No. 105609315
Company: Travelers

@ P

@ A 2 P

@ A

LIMIT OF LIABILITY

1,000,000 per occurrence

1,000,000 per occurrence

10,000,000 per occurrence

5,000,000 per occurrence
or claim

LIMIT OF LIABILITY
25,000,000 primary layer
1,000,000 deductible

100,000,000 in excess of
25,000,000

75,000,000 in excess of
125,000,000

200,000,000 in excess of
200,000,000

10,000,000 flood with
1,000,000 deductible

5,000,000 per equipment covered
in excess of $1,000,000

Variable amounts as set by Statute

Source: Information compiled from the West Virginia Board of Risk and Insurance Management’s internal data.
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Top 10 State Agency Premiums for Fiscal Year 2013

West Virginia State Police
Division of Highways
Department of Health & Human Resources
West Virginia University
Corrections Division
Marshall University
Regional Jail and Corrections Facility Authority
West Virginia Parkways Authority
West Virginia State Parks
General Services
Total Top Ten

Total State Premium Billing for 2013
% of top 10 in relation to all state agency billings

Top 20 SB 3 Premiums for Fiscal Year 2013

2014 Annual Report

$4,995,434
4,063,236
2,607,439
2,053,996
840,154
690,886
460,471
393,855
379,765
357,227

$16,842,463

Kanawha County Board of Education
Raleigh County Board of Education
Berkeley County Board of Education
Harrison County Board of Education
West Virginia University Medical Corporation
City of St. Albans
Putnam County Board of Education
Wayne County Board of Education
Mercer County Board of Education
Mingo County Board of Education
Cabell County Board of Education
Monongalia County Board of Education
Marion County Board of Education
Logan County Board of Education
Jefferson County Board of Education
Wood County Board of Education
Ohio County Board of Education
Fayette County Board of Education
Mason County Board of Education
McDowell County Board of Education
Total Top Twenty

Total SB 3 Premium Billing for 2013
% of top 20 in relation to total SB 3 billings

10

$25,606,800
65.77%

$1,321,094
608,513
501,231
402,590
391,074
385,285
380,023
364,903
361,520
342,812
313,525
303,953
302,117
294,789
280,492
276,851
257,269
230,983
225,740
221,326

$7,766,090

$19,345,012
40.15%
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Premiums by Line of Business for the Past Ten
Years

50,000

40,000
e i —e—State Agencies
s 30,000 .
= 1\.*‘ —=—Senate Bill 3
)
a 20,000 L) Mine

Subsidence
10,000 House Bill 601
- +— i i i i i i i i
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Fiscal Year Ending June 30
(expressed in thousands)

Fiscal Year State Agencies Senate Bill 3 Mine Subsidence House Bill 601
2004 $ 36,203 $ 35,793 $ 1,551 $ 35,721
2005 $ 46,465 $ 40,952 $ 1,595 $ 18
2006 $ 40,252 $ 40,920 $ 1,652 -
2007 $ 39,091 $ 39,481 $1,676 -
2008 $ 36,259 $ 34,875 $ 1,852 -
2009 $ 31,596 $ 28,902 $ 1,929 -
2010 $ 28,257 $ 27,889 $ 1,861 -
2011 $ 25,239 $ 25,233 $2,032 $ 34
2012 $ 25,290 $ 23,603 $2,090 $ 63
2013 $ 25,607 $ 19,345 $2,142 $ 40

The chart above shows premiums by line of business for the past ten fiscal years, expressed
in thousands of dollars. This chart illustrates a downward trend of premiums for State
Agencies and Senate Bill 3 customers since 2005.

Source: BRIM’s internal financial statements.
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Claims Dollars Incurred by

Customer Type
Fiscal Years 2004 Through 2013

(expressed in thousands)

B State Agencies
$35,893 $4,450

O Boards of Education

$21,853
$20.035 OCounty Commissions
$15,720 $203,005 O Cities / Towns
OOther Local Governments
$70,580

B Non Profits

B Reinsurance for Mine
Subsidence

Source: Information compiled from the West Virginia Board of Risk and Insurance
Management’s internal data.
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AGENDA
BOARD MEETING OF THE
WEST VIRGINIA BOARD OF RISK AND
INSURANCE MANAGEMENT

June 24, 2014

Chairman Martin Call to Order

Chairman Martin Approval of Board Minutes
March 28, 2014

Chairman Martin Introduction of New Board Members
Edward Magee, Ed.D., CPA
Bob Mitts, CPCU
Jim Wilson, Esquire

REPORTS
Charles E. Jones, Jr. Executive Director’'s Report
Executive Director
Stephen W. Schumacher, CPA Financial Report
Chief Financial Officer PCard Report
Robert A. Fisher
Deputy Director/Claim Manager Loss Control Report

UNFINISHED BUSINESS

NEW BUSINESS

Election of Vice Chairman

ADJOURNMENT
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MINUTES OF THE MEETING
OF THE
WEST VIRGINIA BOARD OF RISK AND INSURANCE MANAGEMENT

June 24, 2014

BOARD MEMBERS Bruce R. Martin, CIC, CRM, Chairman
PRESENT: Edward Magee, Ed.D., CPA, Member
Bob Mitts, CPCU, Member
James M. Wilson, Esquire, Member

BRIM PERSONNEL: Charles E. Jones, Jr., Executive Director
Robert Fisher, Deputy Director/Claim Manager
Stephen W. Schumacher, CPA, CFO
Chuck Mozingo, Assistant Claim Manager
Bob Berry, Underwriter
Stephen M. Fowler, Esq., BRIM Counsel
Jeremy Wolfe, Loss Control Manager
Stephen Panaro, Controller
Jeff Lawrentz, Underwriter
Ashlyn Harlan, Loss Control Specialist
Robert Miller, Claim Representative
Linda Dexter, Recording Secretary

INSURANCE Tonya Gillespie, CPA, Assistant Insurance Commissioner
COMMISSION (serving as a representative for the Board Secretary)
REPRESENTATIVE:

BRIM PROGRAM Charles Waugh, AIG Claim Services

REPRESENTATIVES: Bob Ayers, USI Insurance Services
Brenda Samples, USI Insurance Services

GUESTS: Travis M. Bailey, Marshall University
GUESTS (cont’d): Brian Gallagher, Marshall Health
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Tracy Smith, Marshall University
Sandy Price, WVU Health Sciences Center
Michael J. Gansor, WVU Risk Management
Kelsey Richards, WVU Risk Management
CALL TO ORDER
The meeting of the West Virginia Board of Risk and Insurance Management was

called to order by Chairman Martin at 1:03 p.m. on Tuesday, June 24, 2014, at 90

MacCorkle Avenue, SW, Suite 203, South Charleston, West Virginia.

INTRODUCTION OF NEW BOARD MEMBERS

Before proceeding, Chairman Martin introduced and welcomed Dr. Edward
Magee of the Higher Education Policy Commission; Jim Wilson, an attorney from the
Clarksburg area and retired from the law. firm of Steptoe and Johnson, and Bob Mitts,
CPCU, retiring in 2007 from BRIM, after having served as the Underwriting Manager for

several years.

APPROVAL OF MINUTES
Mr. Mitts moved the approval of the minutes of the March 28, 2014 Board

Meeting. The motion was seconded by Mr. Wilson. There being no discussion, a vote

was taken and the MOTION ADOPTED.

REPORTS

Executive Director’'s Report

The report of the Executive Director was received and filed, a copy of which is
attached and made a part of the record.
For the benefit of the new board members, Mr. Jones began his report by giving

some background information about BRIM and the agency’s primary responsibilities in



providing liability and property coverage for all state agencies, as well as those in the
Senate Bill #3 program and the boards of education. He also reviewed BRIM'’s
organizational composition and each department’s main function(s).

Mr. Jones also introduced the managerial staff in attendance and recognized
those employees working for the department managers in the various areas.

Since most of the spectators at the meeting represent a good cross section of the
entities with which we conduct business, Chairman Martin requested that they, too,
introduce themselves on behalf of their entities.

Continuing with his report, Mr. Jones thereafter explained the organizational
chart, COOP Call Tree and employee roster, which were attached to his report.

He also displayed a copy of the Comprehensive Annual Financial Report (CAFR) for the
Fiscal Year Ended June 30, 2013 and suggested that the new board members access
BRIM’s website, where they could review various types of information, including the
CAFR.

Regarding cyber liability coverage, which-has been in the forefront of the
agency’s implementation goals, Mr. Jones noted that after coverage is in fact obtained,
the biggest challenge will be developing evaluation criteria that equitably assesses
state agencies for premium calculation.

Other topics briefly touched upon include privacy self-assessment, the
Government Finance Officers Association (GFOA) Certificate of Achievement awarded
to BRIM for the 19" consecutive year, and our driver training program.

In closing, Mr. Jones announced that the National Safety Council (NSC) has
chosen BRIM as a Defensive Driving Course Award Recipient, and we will be
recognized for “Best Performance” in Defensive Driving Training at the NSC’s 2014

Annual Conference in San Diego, California.



BRIM Financial Report

There being no questions for Mr. Jones, Chairman Martin called upon
Mr. Schumacher to present his Chief Financial Officer's Report. The unaudited
balance sheet as of April 30, 2014 and the unaudited income statement for the ten
months ending April 30, 2014 were received and filed, copies of which are attached and
made a part of the record.

A CD containing copies of the March and April 2014 purchasing card invoices
was distributed to each Board member. The Chairman signed the acknowledgement
form for the October, November and December.2013, and the January and February
2014 billings. The acknowledgement form is retained by the Finance Department.

In closing, Mr. Schumacher explained that the state has a system that everybody
uses called FIMS, which is basically a cash receipts and disbursements system. It is an
old mainframe system, and in July we are migrating to a.network state-of-the- art
system called OASIS.  There is going to be a two-week period when we cannot enter
transactions, so we are going to have a backlog of transactions. We are also going to

be learning the new system as we go, although there has been some training provided.

Loss Control Report

There being no questions for Mr. Schumacher, Mr. Fisher presented the Loss
Control Report, which was received and filed, a copy of which is attached and made a
part of the record.

During his presentation, Mr. Fisher explained the basic operational functions of
the Claim and Loss Control Departments for the benefit of the new board members.

There were no questions for Mr. Fisher.



UNFINISHED BUSINESS

None.

NEW BUSINESS

Chairman Martin announced that the election of a vice chairman would be tabled
until the remaining new member is chosen and in attendance; therefore, this issue is
tabled.

By executive order, Chairman Martin declared that the board members did not
have to wear a tie as part of the dress code at board meetings, and that the dress code

would be “regular business casual.”

ADJOURNMENT

There being nothing further, Mr. Wilson. moved that the meeting adjourn. The
motion was seconded by Mr. Mitts. There being no discussion, a vote was taken and
the MOTION ADOPTED.

The meeting adjourned at 2:04 p.m.

Board Chairman Date
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Executive Director’s Report
June 24, 2014

A. Background of BRIM

1

2

Composed of Director’s Office and Claim, Finance, Underwriting, Information

Systems, and Loss Control Departments.

Departmental Responsibilities:

e Underwriting: The primary function of the Underwriting Department is
premium calculation.

e Finance: The primary function of the Finance Department is accounts
payable and receivable and accurately reporting the financial condition of the
entire BRIM agency.

e Claim: There are many claims alleged against state agency and SB#3
entities. The Claim Department supervises the investigation and
adjudication of all alleged claims.

¢ Information Systems: Primarily, the Information Systems Department works
in conjunction with the Office of Technology to ensure our computer systems
are functioning properly.

e Loss Control: The Loss Control Department meets with insured entities and
discusses claim history and then educates them in order to prevent or
minimize the opportunity for losses to occur.

BRIM is primarily responsible for providing liability and property coverage for all
state agencies. At this time, there are 167 state agencies including the
Department of Agriculture, Department of Health and Human Resources, the
Department of Public Safety, Department of Highways, and the Institutions of
Higher Learning to name a few. All are insureds under the BRIM policy and
enjoy $1 million per occurrence liability coverage.

BRIM also provides liability and property coverage for approximately 924 entities
in the Senate Bill #3 program. The SB#3 program came about in 1986 when
commercial carriers would not write coverage for many nonprofits. BRIM was
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called upon to write coverage for these displaced entities. Some of the entities
include: various non-profit organizations; cities and towns, and boards of
education. The boards of education are required by statute to have excess
coverage in the amount of $6million per occurrence.

B. Marshall University and West Virginia University Medical Malpractice Program

¢ As of June 20, 2014, Marshall has deposited $1,400,000.00 into the
escrow account. The year-to-date cumulative interest totals $126,831.73.
During FY 2014, disbursements totaling $1,621,724.36 have been paid thus far.

* As of June 20, 2014, a total of $4,307,744.45 has been transferred or deposited
into WVU's escrow account. The year-to-date cumulative interest totals
$133,564.48. During FY 2014, disbursements totaling $4,881,400.77 have been
paid thus far.

C. State Agency/Senate Bill #3 Litigation

Verdicts were rendered in five cases in 2014 to date. One was a directed verdict in
favor of the defense; three were defense verdicts and one was a plaintiff's verdict,
with the verdict both less than the demand and less than the last offer.

In 2014, 91 new litigated cases were received vs. 96 cases PYTD; 202 litigated
cases were closed vs. 212 PYTD. There are currently 648 pending litigated cases,
which is 55% of the total pending cases.

D. Joint Committee on Government and Finance (JCGF)

On Wednesday, June 18, 2014, we attended the legislative interim committee
meeting of the Joint Committee on Government and Finance. Cabinet Secretary
Ross Taylor presented to the committee Department of Administration reports on
PEIA, CHIP, Real Estate, and BRIM. The BRIM report provided legislators with
interim draft financial statements. There were no questions of BRIM posed by the
Committee.

E. RFP for Broker Services for the Purchase of Cyber Liability Insurance Coverage

Research has indicated that many governmental organizations are targets of cyber-
criminal activity; and because of our vast use of electronics, it is highly likely that a
breach will occur.

Aware of this increasing threat, BRIM, the Office of Technology and the Privacy
Office are working collaboratively to provide cyber security insurance for all state
agencies. Current BRIM insurance policies provide little or no cyber coverage.

In response to the RFP, five submissions for broker services for cyber liability
insurance coverage were received, and the evaluation team selected Arthur J.
Gallagher Risk Management Services, Inc. as the Broker to assist BRIM in
selecting a carrier for acquiring cyber security coverage for West Virginia.



BRIM will absorb the cost for coverage beginning July 1, 2014 for FY 2015, and we
will communicate to agencies what the coverage will cost for FY 2016.

Our objective is to provide cyber coverage for all state agencies starting July 1,
2014. However, we have been advised by our broker that carriers have indicated
July 31, 2014 is a more realistic date for coverage to begin.

Additionally, the biggest challenge once coverage is obtained is developing
evaluation criteria that equitably assesses state agencies for premium calculation.
Evaluation of agencies’ adherence to established policies and procedures developed
to protect personally identifiable information collected, used, stored and disposed of
by state agencies is our challenge.

Privacy Self-Assessment

On June 12, 2014, letters were sent to all non-executive agencies offering them an
opportunity to obtain a reduction in the amount of premiums their organizations pay
by choosing to participate in a self-assessment of privacy principles. The final day to
complete the self-assessment is November 17, 2014. The completed and signed
certification letter must be received at the Privacy Office by November 21, 2014.

. wvOASIS

The mission of this program for the State is to provide the software and technology
(enterprise resource planning (ERP)) for gaining operational efficiencies and
seamless integration across administrative business functions. This will be
accomplished by transforming the State’s management of financial, human
resources, procurement, and other business processes.

Request for Proposal — Independent Claim Adjustment Services

Expressions of Interest to Provide BRIM Engineering and/or Geotechnical Services
Submission deadline — 5/19/14 at 2:00 p.m.

Miscellaneous.
1. GFOA Recognition — 4/3 — Governor's Reception Room

The Government Finance Officers Association of the United States and Canada
(GFOA) awarded a Certificate of Achievement for Excellence in Financial
Reporting to BRIM for its Comprehensive Annual Financial Report (CAFR) for the
Fiscal Year Ended June 30, 2013. BRIM has received this prestigious award for
19 consecutive years.

2. Driver Training

Since the beginning of this training, over 22,300 State and County Board of
Education drivers have completed the on-line defensive driver training program.
Subsequent to completion, credits or surcharges will be applied to FY 2016 auto

premiums based on the level of participation for each state agency and county
BOE.
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The National Safety Council (NSC) has chosen our agency as a Defensive Driving
Course Award Recipient for our training efforts. We will be recognized at the

NSC's 2014 Annual Conference in San Diego, California for “Best Performance”
in Defensive Driver Training.

Respectfully submifted,

Char 7 Jones,
Executive Director

CEJ:lid



STATE OF WEST VIRGINIA
DEPARTMENT OF ADMINISTRATION

BOARD OF RISK AND INSURANCE MANAGEMENT

90 MACCORKLE AVENUE SW, Suite 203 (304) 766-2646 ADMINISTRATION
SOUTH CHARLESTON, WV 25303 (304) 744-7120 FAX

(800) 345-4669 TOLL FREE WV
www.state.wv.us/brim

Earl Ray Tomblin Charles E. Jones, Ir. Ross Taylor
Governor Executive Director Cabinet Secretary
charles.e.jones@wv.gov

Chief Financial Officer’s Report
June 24, 2014

A. P-Card Report
e CD copies contain the supporting detail for P-card purchases for the months of March and April 2014.
These totals are:
March $44,673.75
April $40,791.16

B. Financial Report

e The financial results presented are for the ten months ended April 30, 2014 and reflect the actuarially
estimated unpaid losses per AON'’s risk funding study as of March 31, 2014 plus all claims payments
made thru April 30, 2014.

e Total premium revenue is lower in both years. Total premiums billed reflect prior period reserve
reductions that were passed on to insureds in reduced rates, decreasing total premium revenue.

¢ Operating results for the nine months of FY'14 reflect the impact of claims reserves increasing by
$7.2 million during the current fiscal year vs. a $9.2 million increase for the same period last year.
Net claims payment activity in 2014 also increased claims expenses by an additional $5.5 million in
2014 vs. the prior year. Property claims expense is down in 2014, primarily as a result of the
“derecho” wind event that increased property claims payments made in 2013.

¢ The effect of reserve increases in combination with the lower premiums billed is responsible for the
negative operating results for both fiscal years.

* The low interest rate environment continues to hamper investment returns as almost of the funds
being held within the trust to pay claims are invested in U.S. Treasuries and other government-
backed securities. BRIM's limited exposure to equities in the funds invested with the WVIMB
continues to help bolster BRIM’s overall current year returns even though this year’s earnings are
$2.7 million less than for the same period last year.

C. FY’15 Projected Premiums
» The combined rate increase for both the State and SB3 programs for FY’15 will provide additional
premium revenue for next year of approximately $8.5 million. The increase is the combination of
higher actuarial losses projected for next year and less savings realized from prior year reserve
reductions to offset rate increases when compared to FY’14. With the savings included, FY'15 rates
are actually 16% lower than what they would have been using the rating model.

Respectfully submitted,

Vol

Stephen W. Schumacher, CPA
Chief Financial Officer



West Virginia Board of Risk and Insurance Management

UNAUDITED BALANCE SHEET

ASSETS
Short Term Assets
Cash and Equivalents
Advance Deposit with Carrier/Trustee
Receivables - Net
Prepaid Insurance
Total Short Term Assets

Long Term Assets
Investments
Total Long Term Assets

TOTAL ASSETS

LIABILITIES
Short Term Liabilities
Accounts payable
Claims Payable
OPEB Liability
Agents Commissions Payable
Unearned Revenue
Current Estimated Claim Reserve
Total Short Term Liabilities

Long Term Liabilities

Compensated Absences

Estimated Noncurrent Claim Reserve
Total Long Term Liabilities

TOTAL LIABILITIES

Prior Year Net Assets
Restricted - HB601 and Mine Subsidence
Unrestricted

Total Prior Year Net Assets

Current Year Earnings (Deficiency)
Restricted - HB601 and Mine Subsidence
Unrestricted

Total Current Year Earnings (Deficiency)

Total Net Assets
Restricted - HB601 and Mine Subsidence
Unrestricted

TOTAL NET ASSETS

TOTAL LIABILITIES AND RETAINED EARNINGS

April 30
2014

<S
>
o%

2013

(in thousands)

$ 15,744 $ 21,005
213,161 209,776
5,625 2,583
984 977
235,514 234,341
143,857 143,438
143,857 143,438
379,371 377,779
5,900 2,098
71 99

372 374
767 855
9,582 8,465
49,793 50,751
66,485 62,642
64 67
100,949 95,398
101,013 95,465
167,498 158,107
49,372 45,599
163,994 175,916
213,366 221,515
689 2,878
(2,182) (4,721)
(1,493) (1,843)
50,061 48,477
161,812 171,195
211,873 219,672
$ 379,371 § 377,779

DRAFT - Unaudited - Management Purposes Only

6/12/2014

BRIM - Page 1



West Virginia Board of Risk and Insurance Management \
UNAUDITED INCOME STATEMENT
For the ten months ending

April 30
2014 2013
(in thousands)

Operating Revenues

Premium Revenues $ 44516 $ 40,199
Less - Excess Insurance (5,118) (4,854)
Total Operating Revenues 39,398 35,345
Operating Expenses
Claims Expense 47,495 43,992
Property & MS Claims Expense 2,589 5,420
Personal Services 1,169 1,090
General & Administrative Expense 2,114 1,922
Total Operating Expenses 53,367 52,424
Operating Income (Loss) (13,969) (17,079)
Nonoperating Revenues
Investment Income 12,476 15,236
Total Nonoperating Revenues 12,476 15,236
Net Income (Loss) $ (1,493) $ (1,843)

DRAFT - Unaudited - Management Purposes Only

BRIM - Page 2
6/12/2014
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Earl Ray Tomblin Charles E. Jones, Jr. Ross Taylor
Governor Executive Director Cabinet Secretary

Loss Control Report to the Board
June 2014

Since February, well over 22,300 State and County Board of Education drivers
have completed the on-line defensive driver training program that we are requiring through the
National Safety Council. The deadline for completion of this training program is August 1,
2014. Credits or surcharges will be applied to fiscal year 2016 automobile premium based on the
level of participation by each state agency and county Board of Education.

The National Safety Council (NSC) has chosen our agency as a Defensive
Driving Course Award Recipient for our training efforts. We will be recognized at the NSC’s
2014 annual conference in San Diego, California for “Best Performance” in Defensive Driver
Training as a part of the NSC’s annual awards banquet.

We have developed a “Severe Weather Mitigation Preparedness Guide” to be
used in our loss control efforts to assist insured in planning for and executing mitigation actions
to minimize property damage claims resulting from severe weather events.

During the month of May, we sent out Loss Control Questionnaires to all state
agencies. The deadline for submission to BRIM is August 1, 2014. At that time, we will gather
the necessary information for calculation of loss control credits or surcharges for fiscal year
2016.

Since our last meeting, a vacancy has arisen within the Department. Shawn Hall
accepted a position with the Maryland Department of Corrections as a Prison Chaplain. We are
currently assessing our Departmental needs and structure to determine a timetable to fill this
vacancy.

During the months of March, April and May, Aon conducted 171 inspections and
Hartford conducted 909. The reports are being processed according to established procedures.

Since my last report, our loss control technical staff reports the following activity:

28 Loss Control Visits
These are standard loss control visits which focus on all coverage

1
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areas and which result in information and/or loss control recommendations
being provided.

34 Standards of Participation Visits
These are visits which are designed to provide assistance to our
insured who are seeking to become compliant with the BRIM
Standards of Participation program.

2 Presentation Visits
These are visits during which we provide active training and/or
outreach to a group of individuals.

4 Continuing Education Visit
These are visits which are designed to provide the loss control
specialists with education and training for professional
development.

Dated: June 23, 2014
Respectfully submitted,

T A fa koo

Robert A. Fisher
Deputy Director and Claim Manager
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AGENDA
BOARD MEETING OF THE
WEST VIRGINIA BOARD OF RISK AND
INSURANCE MANAGEMENT

March 28, 2014

Chairman Martin Call to Order

Chairman Martin Approval of Board Minutes
November 26, 2013

REPORTS

Matt South
AON Risk Consultants

Robert A. Fisher
Deputy Director/Claim Manager

Stephen W. Schumacher, CPA
Chief Financial Officer

Jeremy C. Wolfe
Loss Control Manager

Tom Sauvageot
West Virginia Investment
Management Board

June 30, 2013 Actuarial Report
Executive Director’s Report
Financial Report

Card Report

Loss Control Report

UNFINISHED BUSINESS

NEW BUSINESS

Presentation of New Allocation Approved
by the West Virginia Investment Management Board

ADJOURNMENT
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MINUTES OF THE MEETING
OF THE
WEST VIRGINIA BOARD OF RISK AND INSURANCE MANAGEMENT

Mart_;h 28, 2014

BOARD MEMBERS Bruce R. Martin, CIC, CRM, Chairman
PRESENT: Rob Anderson, Vice Chairman
Sherry Cunningham, CPA, Member

BRIM PERSONNEL: Robert Fisher, Deputy Director/Claim Manager
Stephen W. Schumacher, CPA, CFO
Chuck Mozingo, Assistant Claim Manager
Bob Berry, Underwriter
John Fernatt, IT Manager
Stephen M. Fowler, Esq., BRIM Counsel
Jeremy Wolfe, Loss Control Manager
Carl Baldwin, Deputy Loss Control Manager
Stephen Panaro, Controller
Jeff Lawrentz, Underwriter
Katie Heindl, IT/Claims Office Assistant
Linda Dexter, Recording Secretary

INSURANCE Tonya Gillespie, CPA, Assistant Insurance Commissioner
COMMISSION (serving as a representative for the Board Secretary)
REPRESENTATIVE:

BRIM PROGRAM Charles Waugh, AIG Claim Services

REPRESENTATIVES: Bob Ayers, Wells Fargo Insurance Services
Brenda Samples, Wells Fargo Insurance Services

GUESTS: Matthew South, AON Risk Consultants
Sandy Price, WVU Health Sciences Center



GUESTS (cont’d): Travis Bailey, Marshall University
Tracy Smith, Marshall University
Tom Sauvageot, WV Investment Management Board

CALL TO ORDER
The meeting of the West Virginia Board of Risk and Insurance Management was
called to order by Chairman Martin at 1:00 p.m. on Friday, March 28, 2014, at 90

MacCorkle Avenue, SW, Suite 203, South Charleston, West Virginia.

INTRODUCTION OF INSURANCE COMMISSION REPRESENTATIVE
Before proceeding, Chairman Martin introduced and welcomed Tonya Gillespie
as the Insurance Commission’s representative. She currently serves as the Assistant

Insurance Commissioner.

APPROVAL OF MINUTES
Mr. Cunningham moved the approval of the minutes of the November 26, 2013
Board Meeting. The motion was seconded by Vice Chairman Anderson. There being

no discussion, a vote was taken and the MOTION ADOPTED.

REPORTS

June 30, 2013 Actuarial Report

Chairman Martin called upon Matt South of AON Risk Consultants to present the
June 30, 2013 actuarial report.

(For the convenience of the Board, a copy of the Risk Funding Study as of
June 30, 2013 was previously distributed for their reference.)

Mr. South commented that the environment has gradually worsened in the last

two to three years.
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He thereafter began his general summarization of the risk funding study handout,
first noting that the total program reported loss activity for FY 2012/13 was $50 million,
the highest amount it has been in six years, and the total program paid loss activity was
$44 million, which accounts for the increase in case reserves.

In addressing other exposures, Mr. South pointed out that the Patient Injury
Compensation Fund (PICF) had five pending claims as of 6/30/13, with case reserves
totaling $3.8 million; that as of 6/30/13 the fund balance was $3.5 million ($300,000
shortfall), and that House Bill 4621 recently passed by the legislature authorized a $2
million transfer from the HB601 fund to PICF.

Mr. South also noted that the premiums charged the SSUs for the past three
fiscal claim periods have not been enough to cover the losses. Only for the 2012-13
claim period has there been a deficit for the SB3s.

Chairman Martin thereafter commented that, basically, individual losses are
actually down, but ultimates are going up because of the frequency, to which Mr. South
agreed.

A lengthy discussion thereafter ensued during which Mr. Cunningham first stated
that he didn’t see anything in the risk study which indicated that the outlook was going
to get better—that nothing was going to change. Mr. South thereafter acknowledged
that the new premium rates will continue to change because of the severity trend going
up resulting from a bad economy. The prospect looks worse because the premiums are
going up.

Mr. Cunningham then inquired as to whether Mr. South’s analysis goes inside
and lets us know under general liability the nature of the claims—whether it is

discrimination, sexual harassment, criminal liability, etc. Mr. South explained that they



can look at all the claims together and how a set body of claims changes over time;
however, they do not break it down except to note SSU or SB3. He did acknowledge
that they can get the detail.

Afterwards. Chairman Martin posed a question regarding rates relative to the
loss control program, at which time Mr. Fisher noted that Mr. Schumacher has this
information covered in his report. Mr. Schumacher interjected that the rates are going
to be up about 17% higher than FY'14. Based on our losses, based on the amount
BRIM has to give back, the bigger picture is-- if you look at FY’14 rates we gave back—
we reduced them by about 24%. Even though the rate increase is 17%, they are still
reduced by about 16% from what they should be because of the prior year reserve
reductions savings that offset the expected normalized rates.

Regarding the credits, it was ascertained that they are being given not only for
the loss control efforts but the privacy efforts as well, in conjunction with the State
Privacy Office.

There being no further questions for Mr. South, Vice Chairman Anderson moved
the acceptance of the actuary’s report. The MOTION was seconded by Mr.
Cunningham. There being no discussion, a vote was taken and the MOTION
ADOPTED.

(The Risk Funding Study as of June 30, 2013 will be attached and made a part of

the record.)

Executive Director's Report

In Mr. Jones’ absence, the Executive Director's Report was presented by Deputy
Director/Claim Manager Robert Fisher. The report was received and filed, a copy of

which is attached and made a part of the record.



Mr. Fisher noted that during this legislative session, House Bill 4621, which
transfers $2 million from the BRIM Medical Liability Fund to the Patient Injury
Compensation Fund (PICF) for the fiscal year ending June 30, 2014, was passed by
both houses and approved by the Governor on March 19",

He also stated that the deadline for receiving responses to our RFP for a cyber
liability broker to assist in procuring cyber insurance coverage is due by this afternoon.
We would like to have this coverage in place by July 1, 2014. In addition, a cyber
security questionnaire was sent to our state insureds for completion and return to assist
us in determining the adequacy of our existing coverage, as well as what new coverage
might be necessary.

Continuing with his report, Mr. Fisher introduced new hires Katie Heindl, Office
Assistant | (Claim and IT Departments), and Jeffrey Lawrentz, Underwriter.

In closing, Mr. Fisher noted that BRIM has partnered with the West Virginia State
Police to provide Active Shooter Survival Training, and since calendar year 2013, 1,709
people have been through the training. Of the 1,288 evaluation responses received,

99.5% indicated that they would recommend the training to others.

BRIM Financial Report

There being no questions for Mr. Fisher, Chairman Martin called upon
Mr. Schumacher to present his Chief Financial Officer's Report. The unaudited
balance sheet as of February 28, 2014 and the unaudited income statement for the
eight months ending February 28, 2014 were received and filed, copies of which are
attached and made a part of the record.

A CD containing copies of the October, November and December 2013, and

January and February 2014 purchasing card invoices was distributed to each Board



member. The Chairman signed the acknowledgement form for the July, August and
September 2013 billings. The acknowledgement form is retained by the Finance
Department.

During his report, Mr. Schumacher explained that in viewing the claims expense,
the numbers have been updated as of 12/31/13, but we are also accruing additional
reserves going forward based on what we have seen in prior years. The loss activity
reflects the accrued reserves figures. We are also probably going to see between $48
million to $50 million in actual paid losses this year. So the effect of the reserve
increases, in combination with the lower premiums billed, is primarily what is driving
that negative operating result for both years.

Mr. Cunningham ascertained from Mr. Schumacher that the $206,528 (in
thousands) Advance Deposit total on the balance sheet is representative of the Trust
assets, and the $142,692 (in thousands) Investments total is representative of the IMB

assets.

Loss Control Report

The Loss Control Report was thereafter presented by Jeremy Wolfe, Loss
Control Manager. The report was received and filed, a copy of which is attached and
made a part of the record.

Especially noteworthy of announcing, Mr. Wolfe stated that approximately 34,509
State and County Boards of Education drivers have been enrolled in the National Safety
Council on-line driver training program being offered by BRIM. The completion deadline
is July 1, 2014, after which credits or surcharges will be applied to the automobile
premium based on the level of participation of the insured agency.

There were no questions of Mr. Wolfe.



UNFINISHED BUSINESS
None.
NEW BUSINESS

Presentation of New Allocation Approved by the West Virginia Investment Management

Board (IMB)

Mr. Sauvageot began by stating that every year, representatives from the IMB try
to meet with representatives from the different investment plans to make sure that
nothing is going on from a tax or investment standpoint that may influence how the IMB
should be investing the money. There are even times when they make some strategic
decisions on the asset classes, but every three years, the IMB representatives are
required to go out and do a more formal assessment of the asset allocation for each of
their participants, and the three-year assessment anniversary occurred back in the fall.
He noted that he had been handling the BRIM allocation for ten years and had not
made any changes during that time. In fact, the last time there were changes was when
they got authorization to do private investment, which was triggered by the ability to do
things that they couldn’t do prior to that. Throughout all of their pension plans and their
participant plans, there is a consistency, which is what will be seen for the duration of
the report.

The interest rates on fixed income are extraordinary low; they have been this way
for a few years. The outlook has continued to be pretty bad regarding that. As such,
we are moving towards edging equity a little bit higher across the board or equity in
favor of fixed income.

(At this point, Mr. Sauvageot began reviewing the information contained in the

handout entitled “BRIM Investment Allocation.”)



In reviewing the graph for performance returns on page 3, he stated that BRIM
should not expect anywhere close to 10% returns over the next five years. Additionally,
Mr. Sauvageot was asked to explain the 20%/80% distribution, to which he replied that
it was 20% equity and 80% bonds.

He further stated that the IMB"s recommendation is to increase the equities—
split between international equities and U.S. equities, each of those from 10% to 15%,
reducing the fixed income from 45 to 35%, and leaving the TIPS, hedge funds and cash
unchanged. Afterwards, a lengthy discussion ensued during which it was revealed that
the IMB likes to have the allocations in place for a period of three to five years for
reinvestment purposes.

Mr. Schumacher then asked Mr. Sauvageot if the IMB’s allocation process
considered all funds that BRIM had, including those not managed by the IMB.
Specifically, BRIM has funds of about $205 million held in trust by the Bank of New York
Mellon to pay claims. These funds are invested in fixed income short duration securities
as required by the trust agreement. Mr. Sauvageot responded that the IMB'’s allocation
review did not consider these funds but that this is something he could have the IMB
consider in the future.

At the conclusion of the discussion, Mr. Cunningham moved that the Board
accept the Investment Management Board’'s recommendation of Mix 4 on page 6 of the
BRIM Investment Allocation handout. Vice Chairman Anderson seconded the motion.
There being no discussion, a vote was taken and the MOTION ADOPTED.

(It was requested that the above report be attached and made a part of the

minutes.)



ADJOURNMENT

Thegef Peing nothing furihep/the meeting adjourned at 2:31 p.m.

June 24, 2014
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EXECUTIVE DIRECTOR’S REPORT
March 28, 2014

West Virginia University and Marshall University Medical Malpractice Program

As of March 21, 2014, West Virginia University has transferred or deposited
$3,916,739.39 into the escrow account. The cumulative interest totals $132,607.75.
During FY 2014, $4,489,438.98 has been paid so far.

For Marshall, $1,400,000.00 has been deposited into the escrow account. The
cumulative interest totals $126,214.64. During FY 2014, $1,074,168.05 has been paid so
far.

Claim Litigation Report

As of March 25, 2014, there were 603 pending litigated cases. AIG has received
41 new lawsuits during calendar year 2014 and has closed 115. For the same period last
year, they had received 93 and closed 121.

We have three verdicts so far for calendar year 2014. One was a defense verdict;
the second was a directed verdict in favor of the defendant; and the final verdict was a
plaintiff verdict-but for an amount less than the plaintiff had demanded or had been
offered.

Patient Injury Compensation Fund (PICF)

As the 2014 Legislative Session began, the PICF balance was approximately
$225,000. House Bill 4621 originated in the Committee on Finance on March 3, 2014
and action in both chambers was completed on March 7 and the Governor approved the

bill on March 19.



H.B. 4621 transfers $2 million from the BRIM Medical Liability Fund to the
PICF for the fiscal year ending June 30, 2014. The bill was effective from passage. This
means that the funds were appropriated as soon as the Governor approved the bill.

We have recently received a new PICF claim wherein the claimant demands $1
million from the Fund, which is the limit that can be paid to any one claimant. The claim
has been assigned to the Application Review Committee for review and will be addressed
further when that committee’s report is received. Should a payment of $1 million be
warranted, the Fund would find itself, once again, looking at a very limited amount of
money from which it can address future claims.

The Secretary of Administration has been advised of this new claim and made

aware, once again, of the need to identify a continuous funding source for the PICF to
assure its continued viability.

Cyber Liability

We currently have a RFP out for response with bids due this afternoon. We are
seeking the services of a broker to review our current coverages and to help us establish a
program to protect us from cyber liability risks for our state customers. We anticipate the
broker going to market to help us procure insurance coverage and would like to have the
coverage in place by July 1, 2014. We know that there is some interest in our RFP as we
received several questions.

The RFP set a period, through the end of April, for BRIM to conduct oral
interviews of interested vendors if we so choose. That determination will be made after
receipt and review of the proposals.

Also in the realm of cyber security, we sent a cyber security questionnaire to our
various state insured. Responses were due at the end of February. Responses are still
being received. To date, we’ve received responses from 115 out of 167 agencies. The
responses are being reviewed and will be shared with our broker and utilized in our
attempt to procure cyber liability protection.

Legislation - 2014 Regular Session

The only bills introduced this session that directly affected BRIM were House Bill
4621 dealing with the PICF which was discussed earlier; and House Bill 2055 which

would have increased the maximum Mine Subsidence Reinsurance Amount from



$75,000 to $125,000. It seems as though this bill is introduced every session, by the
same Delegate, and never gets out of committee.

The $75,000 statutory limit has been in place for many years and BRIM has no
objection to the amount being increased. In practice however, the change would make
little difference as there have been very few claims that have been reduced due to the
current $75,000 limit. Most claims that are paid, and there are very few, are for less than
that amount.

We have learned that the Governor vetoed a line in the state budget bill (Senate
Bill 306) that would have expired $2,216,846 from the BRIM Premium Tax Savings
Fund to the Medical Services Trust Fund. We have no control over the BRIM Premium
Tax Savings Fund and our operations are not directly affected by how that money is
utilized by the Legislature.

Personnel

[’'m pleased to report to the Board that our ranks have swelled by two since last
we met.

Katie Heindl joined us as an Office Assistant I to work in the Information
Technology and Claim departments, and to assist where needed in other departments.
Katie was with us for several months as a temporary employee prior to being hired full-
time.

Jetfrey Lawrentz comes to us from Public Defender Services and was hired to be
an Underwriter, filling a vacancy that we've had for quite some time. But for an
Underwriting Manager, the Underwriting department is up to full strength.

Miscellaneous

As you probably know, BRIM has partnered with the West Virginia State Police
to provide Active Shooter Survival Training. Chuck Mozingo and John Fernatt have
been working with First Sergeant Mike Lynch of the State Police to provide this valuable,
very popular training. Based solely on word of mouth, the program’s reputation has
grown and new requests for training continue to pour in.

During calendar year 2013, the group conducted 33 training sessions. During the
first 13 weeks of calendar year 2014, 16 sessions have been conducted with 436 people

attending. Looking ahead, another 29 sessions are scheduled through August of this year.

3



All told, 1,709 people have been through the training. Of the 1,288 written
evaluations received, 99.5% of the responses indicated that they would recommend the

training to others.

Respectfully submitted,

7

Robert A. Fisher
Deputy Director and Claim Manager



STATE OF WEST VIRGINIA

DEPARTMENT OF ADMINISTRATION
BOARD OF RISK AND INSURANCE MANAGEMENT

90 MACCORKLE AVENUE SW, Suite 203 (304) 766-2646 ADMINISTRATION
SOUTH CHARLESTON, WV 25303 (304) 744-7120 FAX

(800) 345-4669 TOLL FREE WV
www.state.wv.us/brim

Earl Ray Tomblin Charles E. Jones, Jr. Ross Taylor
Governor Executive Director Cabinet Secretary

charles.e.jones@wv.gov

Chief Financial Officer’s Report
March 28, 2014

A. P-Card Report
CD copies contain the supporting detail for P-card purchases for the months of October, November and
December, 2013 and January and February, 2014. These totals are:

October $54,850.08
November $13,227.69
December $56,787.77
January $38,309.36
February $40,589.64

B. Financial Report

The financial results presented are for the eight months ended February 28, 2014 and reflect the
actuarially estimated unpaid losses per AON’s risk funding study as of December 31, 2013, plus
additional reserves accrued thru February 28, 2014.

Total premium revenue in both years reflects lower billings to insureds realized from favorable
reserve development in prior fiscal years being passed on to insureds reducing total revenue.
Operating results for the eight months of FY’14 reflect the impact of claims reserves increasing by
$5.7 million during the current fiscal year vs. a $7.9 million increase for the same period last year.
Net claims payment activity in 2014 also increased claims expenses by an additional $7.8 million in
2014 vs. the prior year. Property claims expense is down in 2014, primarily as a result of the
“derecho” wind event that increased property claims payments in 2013.

The effect of reserve increases in combination with lower premiums billed are responsible for the
negative operating results for both fiscal years.

The low interest rate environment has reduced the yield on U.S. Treasuries and other government-
backed securities being held for claims payments to yield less than 2% for the current fiscal year.
However, BRIM’s exposure to equities for a small portion of its funds invested with the WVIMB
continues to support BRIM’s overall returns for the current fiscal year.

C. FY’15 Premiums
e The rates for both the State and SB3 programs for FY’15 are near finalization. Overall, FY’15

premium rates are about 17% higher than FY’14. This increase is the combination of higher actuarial
losses projected for the year and having less savings realized from prior year reserve reductions to
offset rates when compared to FY’14. Even so, FY’14 rates were reduced by 24% and FY’15 rates
were reduced by 16% due to prior year reserve reductions savings that offset the expected
normalized rates anticipated by the rating model.


http://www.state.wv.us/brim
mailto:charles.e.jones@wv.gov

West Virginia Board of Risk and Insurance Management

UNAUDITED BALANCE SHEET

ASSETS
Short Term Assets
Cash and Equivalents
Advance Deposit with Carrier/Trustee
Receivables - Net
Prepaid Insurance
Total Short Term Assets

Long Term Assets
Investments
Total Long Term Assets

TOTAL ASSETS

LIABILITIES
Short Term Liabilities
Accounts payable
Claims Payable
OPEB Liability
Agents Commissions Payable
Unearned Revenue
Current Estimated Claim Reserve
Total Short Term Liabilities

Long Term Liabilities

Compensated Absences

Estimated Noncurrent Claim Reserve
Total Long Term Liabilities

TOTAL LIABILITIES

Prior Year Net Assets
Restricted - HB601 and Mine Subsidence
Unrestricted

Total Prior Year Net Assets

Current Year Earnings (Deficiency)
Restricted - HB601 and Mine Subsidence
Unrestricted

Total Current Year Earnings (Deficiency)

Total Net Assets
Restricted - HB601 and Mine Subsidence
Unrestricted

TOTAL NET ASSETS

TOTAL LIABILITIES AND RETAINED EARNINGS

<8
\'s
o%

Februa&B
2014 2013

(in thousands)

$ 23908 $ 29,876
206,528 208,924
8,746 2,141
1,971 1,948
241,153 242,889
142,692 134,536
142,692 134,536
383,845 377,425
5,898 1,874
20 530

372 374
621 684
10,984 9,244
49,793 48,718
67,688 61,424
64 67
102,631 96,164
102,695 96,231
170,383 157,655
49,752 45,599
165,257 175,916
215,009 221,515
716 1,528
(2,263) (3,273)
(1,547) (1,745)
50,468 47,127
162,994 172,643
213,462 219,770
$ 383,845 $ 377,425

DRAFT - Unaudited - Management Purposes Only

3/26/2014

BRIM - Page 1



West Virginia Board of Risk and Insurance Management \
UNAUDITED INCOME STATEMENT
For the eight months ending

February 28
2014 2013
(in thousands)

Operating Revenues

Premium Revenues $ 35,900 $ 32,564
Less - Excess Insurance (4,131) (3,883)
Total Operating Revenues 31,769 28,681
Operating Expenses
Claims Expense 39,921 34,255
Property & MS Claims Expense 1,949 4,550
Personal Services 930 863
General & Administrative Expense 1,796 1,562
Total Operating Expenses 44 596 41,230
Operating Income (Loss) (12,827) (12,549)
Nonoperating Revenues
Investment Income 11,280 10,804
Total Nonoperating Revenues 11,280 10,804
Net Income (Loss) $ (1,547) $ (1,745)

DRAFT - Unaudited - Management Purposes Only

BRIM - Page 2
3/26/2014



STATE OF WEST VIRGINIA

DEPARTMENT OF ADMINISTRATION
BOARD OF RISK AND INSURANCE MANAGEMENT

90 MACCORKLE AVENUE SW, Suite 203 (304) 766-2646 ADMINISTRATION
SOUTH CHARLESTON, WV 25303 (304) 744-7120 FAX

(800) 345-4669 TOLL FREE WV
www.state.wv.us/brim

Earl Ray Tomblin Charles E. Jones, Jr. Ross Taylor
Governor Executive Director Cabinet Secretary

Loss Control Report to the Board
March 2014

Senate Bill #3 loss control questionnaires were due on January 1, 2014. Since
then, we have completed evaluations of those questionnaires to apply credits or surcharges
based on insured participation in our Standards of Participation program.

We have successfully renewed the Medical Malpractice Risk Management
Loss Prevention Consulting contract with West Virginia Mutual Insurance Company for
calendar year 2014.

Approximately 34,509 State and County Board of Education drivers have been
enrolled in the National Safety Council on-line driver training program being offered by
BRIM. The deadline for completion of this training is July 1, 2014. Credits or surcharges
will be applied to automobile premium based on the level of participation of each insured
participating.

We are continuing our partnership with the Division of Personnel with regard
to a class entitled “Workplace Safety: Your Responsibility”. We participate by making a
live presentation during each class. This program is available to all state agencies.

We are also continuing our partnership with the West Virginia Public Service
Commission by contributing risk management news articles for inclusion in their quarterly
newsletter, “The Pipeline”. This newsletter is distributed to public utility organizations
and public service districts throughout the state.

During the months of December, January, February, and March Aon conducted
95 inspections and Hartford conducted 978. The reports are being processed according to
established procedures.



Since my last report, our loss control technical staff reports the following
activity:

15 Loss Control Visits
These are standard loss control visits which focus on all coverage
areas and which result in information and/or loss control
recommendations being provided.

28 Standards of Participation Visits
These are visits which are designed to provide assistance to our

insured who are seeking to become compliant with the BRIM
Standards of Participation program.

3 Presentation Visits

These are visits during which we provide active training and/or
outreach to a group of individuals.

2 Inspection Observation Visits
These are visits during which we accompany a vendor
during scheduled inspections.

15 Continuing Education Visit
These are visits which are designed to provide the loss control
specialists with education and training for professional
development.

Dated: 3, 341 ",

Respectfully submitted,

¢ W/t

Jeremy C. Wolfe
oss Control Manager
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State of West Virginia
Board of Risk and Insurance Management

Risk Funding Study as of June 30, 2013

Presented March 28, 2014
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Marketplace

National Underwriting Trends by Line
Domestic Marketplace — Calendar Year Combined Ratio

Actual Estimated
2001 2002| 2003| 2004 2012E| 2013F|
Personal Auto 1079 1042| 984 944 951| 955 983 1003| 101.3| 1010| 1019 996| 985
Homeowners 1217 1002| 983 942 1001| 89.4| 957 1169 1058| 1067 1222 1180| 1055

Workers' Compensation 120.7 ~ 1126f 108.5( 105.2( 102.7 98.4| 1035| 1045| 1106) 1168| 1169| 117.3 115.0ﬁ

General & Products Liability 1306 1374 1159 1174 1131 95.3 99.0 95.1 1054 109.8| 100.5| 103.6f 1063

Commercial Package 118.7 1049 99.9| 100.6 97.1 93.0 92.1| 104.1 97.01 1002| 1132 116.6| 102.6
Commercial Auto 1162 1027 95.1 929 92.1 924 94.3 96.8 99.4 98.01 1046| 107.1] 103.6

Fire & Allied Lines 123.8 89.2 79.6 86.8| 1041 79.7 69.9 99.3 80.0 825| 102.9| 1082 86.7

Medical Malpractice | 1544 1375 1 10| 913 843 774| 834| s06| 879 10| @35

Overall Ratio for All Lines ; 100.1 ‘ 98.9[

Aon Risk Solutions | Gicbal Risk Consulting | Actuanal & Aanalytics 1 Aw



Marketplace

» Aon 2013 Hospital Professional Benchmark Study

= Highlights:
* Frequency Trend flat at 0% per year
» Severity Trends continue at 2.5% per year

* Hospitals are increasingly employing physicians and integrating
them into their self-insurance programs (cost savings due to joint
defense of claims and uniformity of risk management)

Aon Risk Solutions | Giocoal Risk Consulting | Actuanal & Aanalytcs 2 Am



Loss Emergence

» Total Program fiscal calendar year (2012/13) reported
loss activity was $50 million

» About $1.5 million higher than FY11/12 incurred loss activity
» Highest amount of reported loss activity in last 6 years

Increase primarily attributed to general liability

= Total Program fiscal calendar year (2012/13) paid loss
activity was $44 million

Aon Risk Solutions | Gictbal Risk Consulting

About $6 million higher than FY11/12,

FY12/13 payments comparable to FY08/09 and FY09/10
levels

Payments could increase further in the future as a result of
increased level of unpaid losses

AON



6/30/13 Unpaid Loss Estimates

= Unpaid Loss = Ultimate Loss — Paid Loss
= Unpaid Loss = Case Reserves + IBNR

= Increased $6.4 million (or 4.7%) since 6/30/2012
« SSU GL increased $4.1 million
« SB3 GL increased $2.8 million
« SSU Auto increased $1.25 million
« SSU property decreased $ 1.6 million
« SB3 property decreased $ 0.9 million



Line of Business Results

Aon Risk Solutions | Gicbal Risk Consulting | Actuanal & Aanalytics
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Automobile

= SSU Auto had lower than expected paid loss

emergence but slightly higher than expected reported
loss emergence (i.e. case reserves increased)

= SB3 Auto had higher than expected loss emergence
on both a paid loss and reported loss basis

= Combined SSU and SB3 ultimate losses increased by
$2.3 million

AON



Medical Malpractice

» Reported loss emergence for both SSU and SB3 was
better than expected

» SSU paid loss emergence was slightly higher than
expected, while SB3 paid loss emergence was better
than expected

= Combined SSU and SB3 ultimate losses decreased by
$2.6 million

= The loss activity in the WVU/Marshall deductible layer
was $7.7 million (paid) and $5.1 million (incurred)

— Deductible layer is continuing to mature

Aon Risk Solutions | Gicbal Risk Consufting | Actuarial & Aanalytics 7 Aw



General Liability

State Spending Units

= Fiscal year reported loss activity increasing every year
since 09/10

= Higher than expected loss emergence on both a reported
and paid basis

» Ultimate loss estimates increased $1.4 million (0.5%)

= Unpaid loss estimates increased $4.1 million

_$2.6 million from increased case reserves (primarily from
accident years 11/12 and 12/13)

_ $1.4 million from increased IBNR, due to increased loss
activity and increases in SSU GL exposures over the last
several years

Aon Risk Solutions | Giobal Risk Consulting | Actuzrial & Aanalyics : Aw



General Liability

Senate Bill #3

= Fiscal year reported loss activity increasing since 10/11;
12/13 had highest reported loss activity since 07/08

» Higher than expected reported loss emergence
— Particularly for accident years 00/01, 09/10 and 11/12

» Lower than expected paid loss emergence

» Ultimate loss estimates increased $3.6 million (1.1%)
— $3.3 million increase to 09/10 accident year

» Unpaid loss estimates increased $2.8 million

— $2.9 million from increased case reserves
— $0.1 million decrease to IBNR

Aon Risk Solutions | Giobal Risk Consuiting | Actuarial & Aanalytics g Aw



Property

* FY 12/13 Property loss emergence for both SSU and
SB3 was much better than expected (in part, due to
improvement in flood-related claims)

= Combined SSU and SB3 ultimate losses decreased by
$0.5 million

» Unpaid losses for both SSU and SB3 decreased due
to continued payout of claims related to 6/29/12
windstorm/derecho event



Other Exposures

= Mine Subsidence continues to run at a favorable loss ratio
(average = 25% over the past 9 years)

= The non-novated portion of the HB 601 program had no open
claims as of 6/30/13. The IBNR provision remains zero.

= As of 6/30/13, there are 5 pending claims against the Patient

Injury Compensation Fund with case reserve amounts totaling
$3.8 million

— PICF fund balance as of 6/30/13 is $3.5 million, implying
$300,000 shortfall

— Law recently passed authorizing transfer of $2 million from
HB601 fund to PICF

— The PICF has paid about $1.9 million from its inception
through 6/30/13, with $0.3 million paid during FY12/13

Aon Risk Solutions | Giobal Risk Consuiting | Actuanal & Aanalytics 11 Am



December Update

= Unpaid loss estimates increased $7.7 million or 5.4%
between June 30, 2013 and December 31, 2013

= Drivers of the increase since June 30, 2013:
* Accrual of first 6 months of current 2013/14 program year

* Increase in case reserves for older SB3 auto liability
program years

* Increase in general liability SSU case reserves

* Increase in SB3 Medical Malpractice loss activity
(historically very little loss activity for this coverage)

* Newly reported fraud/embezzlement claim for SSU
property (7/1/08 event date)

Aon Risk Solutions | Gicoal Risk Consulting | Actuanal & Aznalylcs 12 Aw



December Update

Line of Business

Automobile Liability
Automobile Liability

General Liability
General Liability

Property
Property

Medical Malpractice
Medical Malpractice

Mine Subsidence

Total

Aon Risk Solutions

Entity

Ssu
SB3

SSuU
SB3

SSu
SB3

SSuU
SB3

Retained
Unpaid at
12/31/2013

8,666,371
11,554,458

63,360,875
40,726,961

3,189,274
2,206,809

17,672,843
1,533,259

861,802

149,782,651

" Change from 6/30/2013 to 12/31/2013
in Retained Unpaid Loss |

Retained |
Unpaid at
6/30/2013

8,249,211 |
10,221,872

I

59,033,318 |
39,803,582

I
2,731,862
1,924,901 |

18,184,242 |

1,124,851 |
832,041 |

142,105,881

Dollar Change

417,159
1,332,586

4,327,557
923,379

467,412
281,908

(511,400)
408,408

29,761

7,676,770

Percent Change

5.1%|
13.0%

I
7.3%
2.3%)

|
17.1%
14.6%]

-2.8%|

36.3%|
3.6%I

I
5.4%I

AoN



Accident Year 13/14 Loss Forecasts

» The interest rate for discounting remains at 4%.

= Exposure estimates flat, or slightly decreasing (exception:
increase to SB#3 property exposure estimate)

» Changes in forecasted loss rates tend to mirror changes in
ultimate loss estimates (which are based on actual loss
emergence)

» Property and medical malpractice forecasts decreased due
to better than expected loss emergence

» SB#3 auto and general liability forecasts increased due
higher than expected loss emergence

» SSU general liability forecast decreased slightly due to
lower forecasted exposures

Aon Risk Solutions | Giobal Risk Consulting | Actuanal & Aanalytics 14 Am



Impact to Rating Process

= Premiums increased from 00/01 through 04/05; generally decreased
or remained steady from 04/05 through 12/13

» Unfunded liability premium credit begun in 2010/11, further reducing
charged premium

» Actual rates of return in recent years have been less than the 4%
rate used for discounting losses

»  SSU premiums increased for 2014/15 program year, primarily as a
result of higher expenses

SSU excess property premiums $1 million higher due to cyber security coverage
Reduction in SSU unfunded liability credit
_2013/14 SSU unfunded liability credit: $9.4 million
2014/15 SSU unfunded liability credit: $5.4 million

Increase in minimum premium for individual insureds (SSU) for
2014/15 program year

Aon Risk Solutions | Giobal Risk Consuiting | Actuanial & Aanalytics 15 Aw



Comparison of Premiums and Ultimate Losses

SsuU SB3
Projected Projected
Ultimate Ultimate
Claim Period [ Premiums  Retained Loss  Difference Premiums Retained Loss  Difference

1996-97 19,800,000 20,912,588 (1,112,588)| 33,100,000 20,831,208 12,268,792
1997-98 20,687,566 21,421,421 (733,855)| 26,326,343 20,654,086 5,672,257
1998-99 21,526,869 24,789,652 (3,262,783)| 23,070,990 16,956,633 6,114,357
1999-00 20,982,952 29,205,464 (8,222,512)| 22,677,285 21,087,023 1,590,262
2000-01 20,018,978 19,322,092 696,886 20,951,525 19,133,080 1,818,445
2001-02 27,130,323 20,932,821 6,197,502 26,524,921 24,031,744 2,493,177
2002-03 36,181,360 15,999,139 20,182,221 37,843,695 21,328,315 16,515,380
2003-04 36,011,418 20,056,276 15,955,142 35,793,345 24,924 956 10,868,389
2004-05 46,715,999 23,376,709 23,339,290 41,269,868 20,340,912 20,928,956
2005-06 39,985,777 17,980,146 22,005,630 40,920,237 19,836,469 21,083,769
2006-07 39,091,169 20,643,786 18,447,383 39,480,713 17,543,925 21,936,788
2007-08 36,258,662 21,633,488 14,625,174 34,852,156 18,402,215 16,449,941
2008-09 31,595,637 23,042,467 8,553,170 28,901,791 16,622,041 12,279,750
2009-10 28,257,070 24,339,307 3,917,763 27,889,296 16,940,278 10,949,018
2010-11 25,239,238 28,180,678 (2,941,440)| 25,232,989 17,756,137 7,476,852
2011-12 25,296,014 32,410,504 (7,114,490)| 23,769,617 22,108,428 1,661,189
2012-13 25,645,800 30,885,250 (5,239,450)| 19,306,565 21,699,750 (2,393,185)

Total 500,424,831 395,131,789 105,293,042 | 507,911,336 340,197,199 167,714,137

Note:

Ultimate losses from Aon's 6/30/13 actuarial analysis.

Aon Risk Solutions | Giobal Risk Consulting | Actuarial & Aanalytics
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Losses and Expenses Used in Premium Calculations

Historical SSU

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Losses to Allocate 35486081 7 202429737 25630703 © 24863481 7 22354544~ 243147517 25201087 © 26860100~ 29381827 © 30668264
Expensesto Allocate ~ 6654426~  11,095587 6171605 6081101~ 4195955 ~ (465,155)” (784,080)7  (1.278703)”  (1.873.265)° 3,249,433
Total Coststo Allocate© 42140507 © 40338560 ~ 31802308 = 30944582~ 26551509 © 23849506~  24507.007 © 25581397 ~ 27508562~  33917.697

Historical SB#3

2006 2007 2008 2009 2010 2011 2012 2013 2014
Losses to Allocate " 309243187 30081994 31740427 © 25416671~ 2747743 ° 23955031 0 21190880 19735398~ 19528730
Expensesto Allocate  ” 9949051 7 151487120 10409846 ~ 11,379,385~ 11924365~ 3321920 7 3815076 " 1,264,954 ~ 1,995,155
Total Coststo Allocate " 40873360~ 45230706 ~ 42150273 © 36796056 39401801 27276951 25005956 © 21000352~ 21523885
Notes:

Losses include AL, GL, Property and Medical Malpractice, and are on a present value basis.
Unfunded liability credit included in expenses.

Aon Risk Solutions | Gicoal Ris« Con




Conclusion

= Somewhat higher than expected reported loss
emergence during FY12/13 for all coverages
combined

= | ower than expected paid loss emergence during
FY12/13 for all coverages combined

» Paid and reported emergence better than expected for
property and medical malpractice; worse than
expected for auto and general liability

» Areas of primary focus for FY13/14:

— Monitor loss emergence (in particular for general liability, and
to a lesser extent, auto) to determine if paid losses increase
further as a result of higher level of unpaid losses

Aon Risk Solutions | Giobal Risk Consulting | Actuanal & Aanalytics 18 Aw



Questions?

Aon Risk Solutions | Gicbal Risk Consulting | Actuanial & Aanalyvtics
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by Ernst & Young, LLP

Executive Director’'s Report
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PCard Report

Loss Control Report

UNFINISHED BUSINESS

NEW BUSINESS

Election of Chairman and Vice Chairman
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STATE OF WEST VIRGINIA
DEPARTMENT OF ADMINISTRATION

BOARD OF RISK AND INSURANCE MANAGEMENT

90 MACCORKLE AVENUE SW, Suite 203 (304) 766-2646 ADMINISTRATION
SOUTH CHARLESTON, WV 25303 (304) 744-7120 FAX

(800) 345-4669 TOLL FREE WV
www.state.wv.us/brim

Earl Ray Tomblin

Governor Ross Taylor
Cabinet Secretary
Charles E. Jones, Jr.
Executive Director
charles.e.jones@wv.gov

Executive Director’s Report
November 26, 2013

A. Marshall University and West Virginia University Medical Malpractice Program

* As of October 31, 2013, Marshall has deposited $1,400,000.00 into the
escrow account. The cumulative interest totals $125,342.81. There have been
disbursements totaling $83,141.80 during fiscal year 2014 thus far.

* As of October 31, 2013, no funds have been transferred or deposited into
WVU'’s escrow account. The cumulative interest totals $131,376.73. There
have been no disbursements during fiscal year 2014 thus far.

B. State Agency/Senate Bill #3 Litigation

Litigation results: So far in 2013, we have tried six cases to a verdict, with

three defense verdicts and three plaintiff verdicts. This week’s plaintiff verdict

for $200,000 was for the amount we were prepared to pay in response to a demand
of $750,000. This was a favorable outcome.

C. Joint Committee on Government and Finance Legislative Interim Meeting

The West Virginia Legislature created the Patient Injury Compensation Fund (PICF)
in 2004 for the purpose of providing fair and reasonable compensation to claimants
in medical malpractice actions for any portion of economic damages awarded that is
uncollectible as a result of limitation on economic damage awards for trauma care,
or as a result of the operation of the joint and several liability principles and
standards set forth in article seven-b [§§ 55-7B-1], chapter fifty-five of the West
Virginia Code.

BRIM continues to administer the PICF and has done so since its inception. Since
inception, as of November 22, 2013, BRIM has received a total of ten (10) claims.



During the July 24, 2013 legislative interim meeting of the Joint Committee on
Government and Finance, | reported to the interim committee the current status of
the PICF. This was followed by a letter to the Senate President and the Speaker of
the House dated August 2, 2013.

At that time, it was reported that of the ten reported claims, five were open and
pending. The balance of the PICF as of 6/30/2013 was $3,494,611.06. On

August 2, 2013, the total payment for the five open claims, including legal expenses,
was conservatively projected to be $4,635,071.95. This produced a projected
shortfall of $1,140,460.89.

As of November 22, 2013, four of the pending claims have been resolved, with one
claim remaining open. The four claims were resolved collectively at an amount less
than originally anticipated. The current balance as of November 15, 2013 is
$589,757.44 and is comprised of the following items shown below:

Statutory transfer FY'05; FY'06; and FY'07 $4,914,412.01
Interest earned since inception 536,518.81
Eight separate claims paid since inception (4,785,679.77)
Legal and actuarial services since inception (__75,493.61)
Balance $ 589,757.44

D. Status of Consultant for Cyber Liability RFP

We did issue an RFP for a consultant to assist with determining the need for cyber
security insurance. We are in the process of issuing a contract for limited services
as a result of the RFP. (Gap analysis, assist in developing RFP for Broker services,
assist in determining quantifiable methodology for assessing state agencies for
coverage obtained, etc.)

E. Congratulations to Robert Fisher on being nominated President-Elect of the State
Risk Insurance Management Association (STRIMA) during the annual conference
held in September.

Respectfully submitted,

e
Ch E. Jones, Jr.

Executive Director

CEJ:lld
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Chief Financial Officer’s Report
November 26, 2013

A. PCard Report
CD copies contain the supporting detail for PCard purchases for the months of July, August and
September, 2013. These totals are:

July $55,160.50
August $24,546.52
September  $49,087.14

B. Audited Financials and Audit Results and Communications
o The audit of the financial statements by Ernst & Young for the years ended June 30, 2013 and 2012
has been completed and BRIM has received an unqualified opinion.
o Ernst & Young has also presented their audit results and communications to the board.

C. Financial Results for First Quarter

e The financial results presented are for the quarter ended September 30, 2013 and have been
adjusted to reflect the actuarially estimated unpaid losses from AON’s Risk Funding Study as of
September 30, 2013.

e Operating results for the first three months of FY’13 reflect the impact of increases in claims reserves
by $3.5 million during the current quarter vs. a $5.5 million increase for the same quarter last year.
The reserve additions have negatively impacted claims expenses for both years.

e Actual claims payments for the first three months of FY’13 are about $5.3 million higher than the
same quarter last year. The increase in the amount of claims payment activity is the primary reason
for the current quarter’s unfavorable operating results.

e |tis expected that incoming Fed chairman Janet Yellen will continue the Fed’s bond-buying program,
which is keeping interest rates low, until at least the first quarter of 2014. This will keep yields depressed
on U.S. Treasuries and other government backed securities. Equity markets continued to improve
during the quarter. The low interest rate environment has prompted investors to reevaluate stocks as
a more attractive risk/return alternative to bonds.

o Lower bond yields offset some of the returns in the improving equity market. The net result was lower
overall investment earnings for the current quarter vs. the same quarter last year.

D. Comprehensive Annual Financial Report (CAFR)
o BRIM will complete its submission of its CAFR to the Government Financial Officers Association
(GFOA) by December 31, 2013.
o BRIM anticipates that it will successfully achieve the GFOA’s “Certificate of Achievement for
Excellence in Financial Reporting” designation for the year ended June 30, 2013.
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ASSETS
Short Term Assets
Cash and Equivalents
Advance Deposit with Carrier/Trustee
Receivables - Net
Prepaid Insurance
Total Short Term Assets

Long Term Assets
Investments
Total Long Term Assets

TOTAL ASSETS

LIABILITIES
Short Term Liabilities
Accounts payable
Claims Payable
OPEB Liability
Agents Commissions Payable
Unearned Revenue
Current Estimated Claim Reserve
Total Short Term Liabilities

Long Term Liabilities

Compensated Absences

Estimated Noncurrent Claim Reserve
Total Long Term Liabilities

TOTAL LIABILITIES
Prior Year Net Assets
Current Year Earnings

TOTAL NET ASSETS

TOTAL LIABILITIES AND RETAINED EARNINGS

September 30

<N
¥
West Virginia Board of Risk and Insurance Management \0
UNAUDITED BALANCE SHEET \

2013 2012

(in thousands)

17,582 $ 25,042
203,420 207,100
4,103 1,449
3,094 3,209
228,199 236,800
137,131 135,891
137,131 135,891
365,330 372,691
552 1,107

90 589

372 374
255 257
6,841 5,887
53,327 49,463
61,437 57,677
64 67
93,693 93,015
93,757 93,082
155,194 150,759
213,404 221,515
(3,268) 417
210,136 221,932
365,330 $ 372,691

DRAFT - Unaudited - Management Purposes Only

BRIM - Page 1

8/20/2014



West Virginia Board of Risk and Insurance Management \
UNAUDITED INCOME STATEMENT <
For the three months ending 3

September 30
2013 2012
(in thousands)

Operating Revenues

Premium Revenues $ 13,773 $ 12,328
Less - Excess Insurance (1,653) (1,456)
Total Operating Revenues 12,120 10,872
Operating Expenses
Claims Expense 17,419 14,200
Property & MS Claims Expense 1,280 1,216
Personal Services 353 335
General & Administrative Expense 605 554
Total Operating Expenses 19,657 16,305
Operating Income (Loss) (7,537) (5,433)
Nonoperating Revenues
Investment Income 4,269 5,850
Total Nonoperating Revenues 4,269 5,850
Net Income (Loss) $ (3,268) $ 417

DRAFT - Unaudited - Management Purposes Only

BRIM - Page 2
8/20/2014



STATE OF WEST VIRGINIA
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BOARD OF RISK AND INSURANCE MANAGEMENT
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SOUTH CHARLESTON, WV 25303 (304) 744-7120 FAX

(800) 345-4669 TOLL FREE WV
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Earl Ray Tomblin Charles E. Jones, Jr. Ross Taylor
Governor Executive Director Cabinet Secretary

Loss Control Report to the Board
November 2013

We are very pleased to report that two new Loss Control Specialists, Ashlyn
Harlan and Shawn Hall, joined us on September 3. We are very pleased to have them as
part of our team. They’ve undergone intense training since their arrival and are already
going out into the field to deliver loss control services to our insured.

Our partner, the West Virginia Mutual Insurance Company, has recently
completed medical malpractice risk management program surveys at West Virginia
University and the Division of Rehabilitation Services. With information gathered from
these surveys, we will jointly tailor medical malpractice loss control efforts for these
entities as well as the other three entities that receive specific med-mal risk management
services.

We completed the evaluations of state agency fiscal year 2015 loss control
questionnaire submissions. Almost 100 agencies will receive a premium credit for their
participation in our Standards of Participation program.

BRIM and Hartford Steam Boiler sponsored two boiler safety and operational
seminars in October with more than 115 people participating. We are quite pleased with
the level of interest these seminars generate.

During the month of October, we sent out loss control questionnaires to our
Senate Bill #3 insured. The completed questionnaires and supporting documentation are
due to BRIM on January 1, 2014.

During the months of August, September, October and November (thru mid-
month) Aon conducted 288 inspections and Hartford conducted 1,333. The reports are
being processed according to established procedures.



Since my last report, our loss control technical staff reports the following activity:

9 Loss Control Visits
These are standard loss control visits which focus on all coverage
areas and which result in information and/or loss control
recommendations being provided.

31 Standards of Participation Visits
These are visits which are designed to provide assistance to our
insured who are seeking to become compliant with the BRIM
Standards of Participation program.

2 Presentation Visits
These are visits during which we provide active training and/or
outreach to a group of individuals.

5 Continuing Education Visit
These are visits which are designed to provide the loss control
specialists with education and training for professional
development.

Dated: //' 2%~ 20/3

Respectfully submitted,

Robert A. Fisher
Deputy Director and Claim Manager
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Building a better Charleston, WV 25301
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The Board of Directors and Management November 26, 2013
West Virginia Board of Risk and Insurance Management

Dear Members of the Board of Directors and Management,

We are pleased to present the results of our audit of the financial statements of the West Virginia
Board of Risk and Insurance Management (BRIM).

Our audit was designed to express an opinion on the 2013 financial statements as of June 30,
2013. We received the full support and assistance of BRIM's personnel in conducting our audit.
Open and candid dialogue with you, as the Board of Directors, is a critical step in the audit
process, and in the overall corporate governance process and we appreciate this opportunity to
share the insights from our audit with you.

At EY, we continually evaluate the quality of our professionals’ work in order to provide you with
audit services of the highest quality that will meet or exceed your expectations, and we
encourage you to participate in our Assessment of Service Quality (ASQ) process to provide your
input on our performance. The ASQ process is a critical tool that enables us to monitor and
improve the quality of our audit services to BRIM.

This report is intended solely for the information and use of the Board of Directors and
management. It is not intended to be, and should not be, used by anyone other than these
specified parties.

We look forward to meeting with you to discuss the contents of this report and answer any
questions you may have about these or any other audit-related matters.

Very truly yours,

[\l

usapyP. Wheeler
Partner

A member firm of Ernst & Young Global Limited
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2013 EY services

Services and deliverables

Audit and » Consistent with our audit plan, we designed our audit to:
audit-related

: — Express an opinion on the financial statements of West Virginia Board of Risk and
services

Insurance Management (BRIM)

- Issue a report on internal control over financial reporting and on compliance and other
matters based on an audit of the financial statements performed in accordance with
Government Auditing Standards

» Issue a written communication to the Board of Directors about independence matters in
accordance with AICPA AU-C Section 260, The Auditor’s Communication with Those
Charged with Governance

West Virginia Board of Risk and Insurance Management 2013 audit results and communications | Page 3
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Our client service commitment

Service quality

Continuous Right
communication team

Audit methodology

Effective Planning Strategy Conclusion Fair and
technical and risk and risk Execution and transparent
interaction identification assessment reporting fees

Other permitted services

Relevant Industry
insight focus
Not adversarial Maintaining our objectivity Not cozy

Ernst & Young is committed to delivering consistent high-quality client service to BRIM.
Our service commitment is centered on our most critical objective of performing a
high-quality audit of the basic financial statements. Additionally, we recognize that
Our service service quality extends well beyond execution of our audit methodology. It is driven by
commitment the quality of our team and the effectiveness and value of our communications with
management and the Board of Directors. Our overall service commitment to BRIM is
depicted above and is aligned with our Ernst & Young Assurance Service Delivery
Approach.

West Virginia Board of Risk and Insurance Management 2013 audit results and communications | Page 4



Confidential — Ernst & Young LLP

Overview of our audit methodology
process

Audit quality

Audit methodology

Other permitted services

Independence

Important planning matters for the
Board of Director’s consideration

» Business and industry risk considerations » Critical policies, estimates and areas of emphasis
» Accounting and auditing developments » Fraud considerations and the risk of management
override

West Virginia Board of Risk and Insurance Management 2013 audit results and communications | Page 5
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Executive summary

Significant 2013
considerations

Key audit results matters

» Areas of audit emphasis Status
» Industry analysis » The 2013 audit is completed and we issued an unqualified opinion on
> Industry trends the financial statements.

Scope

» Our audit scope is consistent with the plan communicated to
Stephen Schumacher, CFO; we continually re-assessed the need for
changes to our planned audit approach throughout the audit.

Results

» The Company’s analysis for significant accounting matters is
appropriate*

» Reasonable judgments and consistency have been used by
management to account for significant accounting estimates

» No uncorrected misstatements or material corrected misstatements
were identified

» Qutstanding cooperation and communication occurred between the
Company and EY
Reporting

» Our Report of Independent Auditors for the audit of the 2013
financial statements of BRIM will be reflective of the new
requirements of AICPA Clarified Auditing Standards No. 705 and
706.

* These matters are further described on the following pages within our presentation.

West Virginia Board of Risk and Insurance Management 2013 audit results and communications | Page 6
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2013 audit results

Accounting policies and areas of audit emphasis

Our audit procedures emphasized testing areas with the highest potential for risk of misstatement
(e.qg., those accounts, contracts or transactions where we believed there was the greatest potential
for risk of material misstatement to the financial statements, whether due to error or fraud, including
disclosure items). We considered the effects of current market risk factors on BRIM, and also placed
emphasis on those areas requiring subjective determinations by management. Accordingly, our audit
procedures at BRIM focused on the following areas:

Key issue/risk area Summary of procedures and findings

Cash and cash equivalents » We updated our understanding of the cash and cash equivalent process,

: including performing a walkthrough of the cash disbursements and cash
receipts transactions. We tested relevant controls over the identified
risks. These controls were mainly transactional level prevent controls and
monthly reconciliation detect controls. No exceptions were identified
during our testing.

» We performed substantive audit procedures, which included confirming
bank balances, testing bank reconciliations, and performing cash cut-off
procedures.

» We reviewed the related financial statement disclosures including the
- cash and cash equivalent policy and found them to be consistent with US
GAAP, industry practices and prior year.

» We identified no differences greater than our summary of audit
differences threshold.

Advance deposits with » We substantively tested advanced deposits as of year end. We confirmed
insurance company and : balances with Bank of New York Mellon (BNYM) reviewed the BNYM
trustee - SOC 1 reports, tested reconciliations and tested the progression of the
* accounts from prior year to the current year and performed analytical
procedures.

» We reviewed the related financial statement disclosures including the
: advance deposits policy and found them to be consistent with US GAAP,
industry practices and prior year.

West Virginia Board of Risk and Insurance Management 2013 audit results and communications | Page 7
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2013 audit results

Accounting policies and areas of audit emphasis

Key issue/risk area Summary of procedures and findings

Investments and related » We updated our understanding of management's processes related to
interest income : investments. As BRIM invests in certain WV Board of Treasury
- Investments (WV BTI) and WV Investment Management Board (WV IMB)

investment pools, we obtained an understanding of WV BTl and WV IMB
processes by reviewing the work of the other accounting firm (WV BTI)
and leveraging the work of another EY engagement team (WV IMB). We
also tested BRIM's deposit and withdrawal controls. These controls were
mainly transactional level approval controls. No exceptions were
identified during our testing.

- » We performed substantive audit procedures, which included progressing
the investment accounts, testing for impairment, performing price testing
over a sample of the investment portfolio, and reviewing investment
reconciliations.

: » We reviewed the related financial statement disclosures including the
investment policy and found them to be consistent with US GAAP,
industry practice and prior year.

» We identified no differences greater than our summary of audit difference

: threshold.
Unpaid claims and claims » We updated our understanding of management’s process related to
adjustment expense : unpaid claims and claims adjustment expense process. We tested
. transactional level review controls. No exceptions were identified during
our testing.

» We performed substantive audit procedures, which included engaging our
internal specialist to review the assumptions and amounts determined by
management’s specialists in determining the appropriate the unpaid claim
reserve liability. Additionally, we tested the inputs used to determine the
liability and completed reconciliations over the information, noting no
exceptions.

. » We reviewed the related financial statement disclosures including the
unpaid claims and claims adjustment expense policy and found them to be
consistent with US GAAP, industry practice and prior year.

» We identified no differences greater than our summary of audit difference
threshold.

West Virginia Board of Risk and Insurance Management 2013 audit results and communications | Page 8
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2013 audit results

Accounting policies and areas of audit emphasis

Key issue/risk area Summary of procedures and findings

Receivables, premium
income and unearned
premiums

» We updated our understanding of the premium revenue and receivables

process. We tested relevant transactional level prevent controls and
detect controls. No exceptions were identified during our testing.

We performed substantive audit procedures, which included testing the
receivable and unearned premiums, testing the mine subsidence
receivable and premium revenue account, and reviewing subseqguent cash
receipts.

We reviewed the related financial statement disclosures including the
receivables and premium income policy and found them to be consistent
with US GAAP, industry standards and prior year.

We identified no differences greater than our summary of audit
differences threshold.

Shaded areas indicate accounts or transactions identified as having significant risks

West Virginia Board of Risk and Insurance Management 2013 audit results and communications | Page 9
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Summary of required communications

Provided below is a summary of required communications between the audit team and those charged
with governance.

Communicate Communicate on

when event a timely basis, at
occurs least annually
Overview of the planned scope and timing of the audit Page 27
Auditor's responsibility under generally accepted auditing standards, :
including discussion of the type of auditor’'s report we are issuing and if :
there are any events or conditions that cause us to conclude that there Page 27
is substantial doubt about the entity’s ability to continue as a going :
concern
Our views about the qualitative aspects of the entity’s significant
accounting practices, including:
» Accounting policies Page 28
» Sensitive accounting estimates Page 29
» Financial statement disclosures and related matters Page 29
» Significant unusual transactions N/A
Uncorrected misstatements Page 30
Material corrected misstatements Page 30
Significant deficiencies and material weaknesses in internal control Page 30 Page 30

Our responsibility, any procedures performed and the results : :
relating to other information in documents containing audited : : Page 31
financial statements : :

Fraud and illegal acts involving senior management and fraud and

illegal acts that cause a material misstatement of the financial Page 31

statements :

Independence matters Page 31
Representations we are requesting from management Page 32

Changes to the terms of the audit with no reasonable justification for

the change Page 32

West Virginia Board of Risk and Insurance Management 2013 audit results and communications | Page 10
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Summary of required communications

Communicate Communicate on

when event a timely basis, at
occurs least annually
Significant findings and issues arising during the audit relating to : :
. Page 32
related parties
Significant findings or issues, if any, arising from the audit that were
. . : Page 33
discussed, or the subject of correspondence, with management
Significant difficulties encountered during the audit Page 33
Disagreements with management Page 34
Management'’s consultations with other accountants Page 34
Findings regarding external confirmations Page 34 :
AICPA ethics ruling regarding third-party service providers Page 35
Other findings or issues regarding the oversight of the financial Page 35

reporting process

West Virginia Board of Risk and Insurance Management 2013 audit results and communications | Page 11
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Required communications

Overview of the planned scope and timing of the Our audit scope is consistent with the engagement

audit

We provide those charged with governance with an
overview of our overall audit scope, including the
timing of the audit.

Auditor's responsibility under generally accepted
auditing standards and Government Auditing
Standards, including discussion of the type of
auditor’s report we are issuing and if there are any
events or conditions that cause us to conclude that
there is substantial doubt about the entity’s ability
to continue as a going concern

The financial statements are the responsibility of
management as prepared with the oversight of those
charged with governance. Our audit was designed in

in the United States, as established by the American
Institute of Certified Public Accountants and
Government Auditing Standards, to obtain reasonable
assurance about whether the financial statements are
free of material misstatement.

An audit of financial statements includes consideration
of internal control over financial reporting as a basis
for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the
entity’s internal control over financial reporting.
Accordingly, we will express no such opinion.

An audit also includes the evaluation of the
appropriateness of accounting policies used and the
reasonableness of significant accounting estimates
made by management, as well as the evaluation of the
overall presentation of the financial statements.

We also communicate to you matters required by other

legal or regulatory requirements.

. letter and the audit plan communicated to Stephen
- Schumacher, CFO.

Our responsibilities are included in our audit
engagement agreement.

. We issued an unqualified opinion on BRIM's basic
financial statements as of and for the year ended
: June 30, 2013.

: As part of obtaining reasonable assurance about
whether BRIM's financial statements were free of

: material misstatement, we performed tests of its

- compliance with certain provisions of laws,

: reqgulations, contracts, and grants, noncompliance
accordance with auditing standards generally accepted : ith which could have a direct and material effect on
. the determination of financial statement amounts.

: However, providing an opinion on compliance with
those provisions was not an objective of our audit and,
. accordingly, we do not express such an opinion.

. Additionally, as part of our audit, we obtained a

- sufficient understanding of internal controls to plan

. our audit and determine the nature, timing, and extent
. of testing performed and not to provide assurance on
internal control over financial reporting. We issued our
. Independent Auditors’ Report on Internal Control Over
- Financial Reporting and on Compliance and Other

: Matters Based on an Audit of Financial Statements

. Performed in Accordance with Government Auditing

: Standards. The results of our tests disclosed no

. instances of noncompliance or other matters that are
required to be reported under Government Auditing

. Standards.

West Virginia Board of Risk and Insurance Management 2013 audit results and communications | Page 12
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Required communications

Our views about the qualitative aspects of the
entity's significant accounting practices,
including the accounting policies

As part of our discussion about the qualitative
aspects of the entity’s significant accounting
practices, we discuss our views about the entity’s
application of accounting policies including

although acceptable under US GAAP, is not
appropriate for the particular circumstances of the
entity.

Our discussion may also include the following:

» The initial selection of new, or changes in,
significant accounting principles and policies,
including the application of new accounting
pronouncements.

» The effect of the timing and method of adopting a

change in accounting policy on current and future

earnings of the entity (or expected new
accounting pronouncements).

» The appropriateness of the accounting policies to
the particular circumstances of the entity.

» Where acceptable alternative accounting policies
exist, the identification of financial statement
items that are affected by the implemented
significant policies as well as information on
accounting policies used by similar entities.

» The effect of a significant accounting policy in a
controversial or emerging area (or those unique

to an industry), particularly when there is a lack of

authoritative guidance or consensus.

: Management has not selected or changed any
. significant accounting policies or changed the
. application of those policies in the current year.

- We are not aware of any significant accounting

. policies used by BRIM in controversial or emerging
. areas or for which there is a lack of authoritative

: guidance.

instances we believe a significant accounting policy, We have included a discussion of significant

accounting policies within the section titled
: "Accounting policies and areas of audit emphasis"”
. on pages 7-9.

West Virginia Board of Risk and Insurance Management 2013 audit results and communications | Page 13
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Required communications

Area Comments

Our views about the qualitative aspects of the We have provided our views regarding accounting
entity's significant accounting practices: . estimates in the section titled “Accounting policies
(1) Management's process used to develop and areas of audit emphasis” on pages 7-9.

particularly sensitive accounting estimates, our
conclusions regarding the reasonableness of
such estimates and the basis for those
conclusions.

Our discussion may also include the following:
» Risks of material misstatement
» Indicators of possible management bias

» Disclosure of estimation uncertainty in the
financial statements

(2) Financial statement disclosures and related
matters which may include the following:

» The issues involved and related judgments
made, in formulating sensitive financial
statement disclosures

» The overall neutrality, consistency and clarity
of financial statement disclosures

» The potential effect of significant risks and
exposures and uncertainties on the financial
statements

> The extent to which the financial statements  :
are affected by unusual transactions including :
nonrecurring amounts recognized :

» The factors affecting asset and liability
carrying value

» The selective correction of misstatements

(3) Significant unusual transactions (i.e., those
outside the normal course of business for the
entity or those that appear unusual due to
timing, size, or nature) and the policies or
practices management has used to account for
those transactions.

West Virginia Board of Risk and Insurance Management 2013 audit results and communications | Page 14
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Required communications

Area Comments

Uncorrected misstatements : No uncorrected misstatements were identified in
uncorrected misstatements and the effect that they : Statements as of and for the year ended June 30,
may have on our opinion in the auditor’s report. : 2013.

We also discuss the effect of uncorrected
misstatements related to prior periods on the :
significant classes of transactions, account balances :
or disclosures, and the financial statements as a :
whole.

In addition, we discuss with those charged with
governance the implications of a failure to correct
known and likely misstatements, if any, considering
gualitative as well as quantitative considerations,
including the possible implications in relation to
future financial statements.

Material corrected misstatements No corrected misstatements were identified in
material, corrected misstatements that were : statements as of and for the year ended June 30,

brought to the attention of management as a result : 2013.
of our audit procedures. In addition, we may discuss

other corrected immaterial misstatements, such as
frequently recurring immaterial misstatements that

may indicate a particular bias in the preparation of

the financial statements.

Significant deficiencies and material weaknesses There were no material weaknesses identified as a
in internal control . result of our audits of BRIM.

We communicate all significant deficiencies and
material weaknesses in internal control that were
identified during the course of our audit.

West Virginia Board of Risk and Insurance Management 2013 audit results and communications | Page 15
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Required communications

Area Comments

Our responsibility, any procedures performed and
the results relating to other information in
documents containing audited financial
statements

Our auditor’s report on the financial statements
relates only to the financial statements and the
accompanying notes. If the entity includes other
information in documents containing audited financial
statements, we review such other information and
consider whether such information, or the manner of
its presentation, is materially inconsistent with the
audited financial statements. If we conclude that a
material inconsistency exists, we determine whether
the financial statements, our auditor's report, or both
require revision. In addition, we notify you if we
conclude that there is a material misstatement of fact
in the other information.

Fraud and illegal acts involving senior

a material misstatement of the financial
statements

We communicate with those charged with
governance fraud and illegal acts involving senior
management and fraud and illegal acts (whether
caused by senior management or other employees)
that cause a material misstatement of the financial
statements.

Independence matters

Although the auditor's report affirms our
independence, in certain situations, we discuss with
those charged with governance circumstances of
relationships (e.q., financial interests, business or
family relationships, or nonaudit services provided
or expected to be provided) that in our professional
judgment may reasonably be thought to bear on
independence and that we gave significant
consideration to in reaching the conclusion that
independence has not been impaired.

As required by GASB, BRIM has presented required

. supplementary information, including management's

. discussion and analysis and the supplemental schedule
¢ of Ten-Year Claims Development Information with its

. financial statements required by Governmental

: Accounting Standards Board Statement No. 30. We
have applied certain limited procedures, and we do not
: express an opinion or provide any assurance on the

. information because of our limited procedures.

© BRIM also presented other financial information

- requested by the State of West Virginia (the State).
 This other financial information is not a required part

. of the financial statements but is presented for

: purposes of additional analyses. Such information has
been subjected to the auditing procedures applied in

: our audit of the basic 2013 financial statements and,

: in our opinion, is fairly stated in all material respects in
. relation to the basic 2013 financial statement taken as
: awhole.

We are not aware of any matters that require
management and fraud and illegal acts that cause

communication.

We are not aware of any matters, that in our
. professional judgment, would impair our
independence.

. Relating to our audit of the financial statements of
: BRIM as of June 30, 2013, and for the year then
ended, we are independent certified public

: accountants with respect to BRIM within the

- meaning of Rule 101 of the American Institute of

: Certified Public Accountants’ Code of Professional
: Conduct, its interpretations and rulings, and the

: requirements of Government Auditing Standards.
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Required communications

Area Comments

Representations we are requesting from We have obtained from management a letter of
management . representations related to the audit and a copy of
We discuss with those charged with governance . the letter of representations is included in
representations we are requesting from . Appendix A.

management. :

Changes to the terms of the audit with no None.

reasonable justification for the change

We discuss with those charged with governance any :
changes to the terms of the audit engagement :
where there is no reasonable justification for the :
change and we are not permitted by management to :
continue the original audit. :

Significant findings and issues arising during the None.
audit relating to related parties :

We discuss with those charged with governance any :
significant findings and issues arising during the

audit relating to the entity's related parties. Such
matters may include the following:

» Non-disclosure (whether intentional or not) by
management of related parties or significant
related party transactions

» The identification of significant related party
transactions that have not been appropriately
authorized and approved

» Disagreement with management regarding the
accounting for, and disclosure of, significant
related party transactions in accordance with US
GAAP

» Non-compliance with applicable law or regulations
prohibiting or restricting specific types of related
party transactions

» Difficulties in identifying the party that ultimately
controls the entity
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Required communications

Area Comments

Significant findings or issues, if any, arising from None.
the audit that were discussed, or the subject of
correspondence, with management

We discuss with those charged with governance any :

significant matters that were discussed with, or the

subject of correspondence with, management,

including:

» Business conditions affecting the entity, and
business plans and strategies that may affect the
risks of material misstatements.

» Discussions or correspondence in connection with
our initial or recurring retention as the auditor,
including, among other matters, any discussions
regarding the application of accounting principles
and auditing standards, the scope of the audit, :
financial statement disclosures and the wording of :
the auditor’s report. We communicate those major :
professional issues we discussed with :
management, prior to our being hired as the
auditors, during the entity’'s two most recently
completed fiscal years and any subsequent
interim period.

Significant difficulties encountered during the None.
audit :

We inform those charged with governance of any
significant difficulties encountered in dealing with
management related to the performance of the
audit which may include such matters as:

» Significant delays in management providing
required information

» An unnecessarily brief time within which to
complete the audit

» The unavailability of expected information

» Restrictions imposed on us by management

» Management's unwillingness to provide
information about its plans for dealing with the
adverse effects of the conditions or events that

lead us to believe there is substantial doubt about
the entity’s ability to continue as a going concern
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Required communications

Area Comments

Disagreements with management None.

We discuss with those charged with governance any
disagreements with management, whether or not
satisfactorily resolved, about matters that

individually or in the aggregate could be significant

to the entity’'s financial statements or our auditor's
report. For purposes of this discussion,
disagreements do not include differences of opinion
based on incomplete facts or preliminary

information that are later resolved.

Management's consultations with other : None of which we are aware.
accountants :

When we are aware that management has consulted :
with other accountants about accounting or

auditing matters, we discuss with those charged :
with governance our views about significant matters
that were the subject of such consultation. :

Findings regarding external confirmations None.

We discuss with those charged with governance any :
instances where management has not permitted us

to send confirmation requests, or where we cannot
obtain relevant and reliable audit evidence from
alternative procedures.
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Required communications

Area Comments

AICPA ethics ruling regarding third-party service
providers

AICPA Ethics Ruling No. 112 under Rule 102,
Integrity and Objectivity, requires that we inform
you whenever we use a third-party service provider
in providing professional services to the entity.
The Rule has broadly defined “third-party service
provider” to include an individual who is not
employed by our US firm. Accordingly, third-party
service providers might include, but not be limited
to, the following examples: non-US personnel

who work for EY affiliate firms (e.g., Ernst & Young
United Kingdom), non-US personnel working in the
US on a foreign secondment and non US personnel
working at EY shared service centers.

Other findings or issues regarding the oversight
of the financial reporting process

We communicate other findings or issues, if any,
arising from the audit that are, in our professional
judgment, significant and relevant to those charged
with governance regarding their oversight of the
financial reporting process.

From time to time, and depending on the

. circumstances, (1) we may subcontract portions of
. the Audit Services to other EY firms, who may deal
: with the Company or its affiliates directly, although
: EY alone will remain responsible to you for the

: Audit Services, and (2) personnel (including non-

. certified public accountants) from an affiliate of EY
or another EY firm or any of their respective

. affiliates, or from independent third-party service

. providers (including independent contractors), may
: participate in providing the Audit Services. In

. addition, third-party service providers may perform
: services for EY in connection with the Audit

© Services.

: There are no other findings or issues arising from
the audit that are, in our judgment, significant and
. relevant to those charged with governance

- regarding the oversight of the financial reporting

: process.
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Industry analysis

Ratio comparison

Loss ratio The loss ratio measures claims cost experience. It is derived by
dividing claims and claims adjustment expenses by earned
0 - . . . . .
140% premiums. This ratio can soar during a period of heavy
120% catastrophe losses.
9 | . . . .

100% The 2013 loss ratio has increased since the prior year due to both
80% = an increase in expenses ($622 thousand) and a drop in premiums
60% § N ($3.9 million). The deterioration in the ratio is due to the decrease
40% 1 < S B in revenues while claims expense have increased. Additionally, in
20% 4| 9 @ 2012 and 2013, there were two large storms which caused

0% 4L ‘ widespread damage and is the primary drivers of the increased
2010 2011 2012 2013 Industry* expense.
Expense ratio
30% 4 The expense ratio measures how cost-effectively an insurer writes
25% new business. It is derived by dividing general and administrative
20% expenses by written premiums.
15% = BRIM's expense ratio is well below the industry average. This is
Lo N mainly due to low overhead and the requirement of State entities
’ to obtain insurance coverage from BRIM. The 2013 expense ratio
5% «E 5 5 = has remained consistent with the previous years.
0% -+ ;
2010 2011 2012 2013 Industry*
Combined ratio
140% - . . .
L20% — The combined ratio is one of the key ratios used to measure
0

— underwriting performance. It is equal to the sum of the loss ratio

100% and the expense ratio. A combined ratio below 100% indicates an
80% underwriting profit, while a combined ratio in excess of 100%
60% 1 points to an underwriting loss.

40% + BRIM’'s combined ratio increased significantly in 2013 due to the
20% A loss ratio factor discussed above.
0%

112%
131%

61%
72%

2010 2011 2012 2013 Industry*

*Industry data obtained from Standard & Poor’s Industry Surveys, Insurance: Property/Casualty, March 2013
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STATE OF WEST VIRGINIA

DEPARTMENT OF ADMINISTRATION

BOARD OF RISK AND INSURANCE MANAGEMENT

S0 MACCORKLE AVENUE SW, Suite 203 (304) 766-2646 ADMINISTRATION
SOUTH CHARLESTON, WV 25303 (304) 744-7120 FAX

(800) 345-4669 TOLL FREE WV
www.state.wv.us/brim

Earl Ray Tomblin Charles E. Jones, Jr. Ross Taylor
Governor Executive Director Cabinet Secretary
charles.e.jones@wv.gov

October 18, 2013

Ernst & Young LLP

900 United Center

500 Virginia Street East
Charleston, West Virginia, 25301

In connection with your audits of the basic financial statements of West Virginia Board of Risk
and Insurance Management (BRIM or the Agency) as of June 30, 2013 and 2012 and for years
then ended, we recognize that obtaining representations from us concerning the information
contained in this letter is a significant procedure in enabling you to form an opinion whether the
financial statements present fairly, in all material respects, the financial position, results of
operations and cash flows of the Agency in conformity with US generally accepted accounting
principles.

Certain representations in this letter are described as being limited to matters that are material.
Items are considered material, regardless of size, if they involve an omission or misstatement of
accounting information that, in light of surrounding circumstances, makes it probable that the
judgment of a reasonable person relying on the information would be changed or influenced by
the omission or misstatement.

Accordingly, we make the following representations, which are true to the best of our knowledge
and belief.

Management’s responsibilities

We believe the financial statements referred to in paragraph one above are fairly presented in
conformity with US generally accepted accounting principles applied on a basis consistent with
that of the preceding years.

We acknowledge our responsibility for the design, implementation and maintenance of internal
control relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error. We have provided you with:

e Access to all information, of which we are aware, that is relevant to the preparation and fair
presentation of the financial statements such as records, documentation and other matters

e Additional information that you have requested from us for the purpose of the audit

¢ Unrestricted access to persons within BRIM from whom you determined it necessary to
obtain audit evidence



We have no plans or intentions that may materially affect the carrying value or classification of
assets and liabilities.

Uncorrected misstatements

There are no uncorrected misstatements (including the effects of correcting or reversing prior
year uncorrected misstatements), relating to the current year financial statements.

Internal control

There are no material transactions that have not been properly recorded in the accounting
records underlying the financial statements.

We are not aware of any significant deficiencies or material weaknesses in the design or
operation of internal control over financial reporting

Minutes and contracts
The dates of meetings of directors, committees of directors and important management

committees from the beginning of the period covered by the financial statements to the date of
this letter are as follows:

Board Meeting — August 28, 2012
Board Meeting — December 4, 2012
Board Meeting — February 26, 2013
Board Meeting — May 28, 2013

We have made available to you all minutes of the meetings of shareholders, directors and
committees of directors or summaries of actions of recent meetings for which minutes have not
yet been prepared.

We also have made available to you all significant contracts, including amendments, and
agreements and have communicated to you all significant oral agreements. We have complied
with all aspects of contractual agreements that would have a material effect on the financial
statements in the event of noncompliance, including all covenants, conditions or other
requirements of all outstanding debt.

Significant assumptions

Significant assumptions used by us in making accounting estimates, including those measured
at fair value, are reasonable and supportable.

Risks and uncertainties

There are no risks and uncertainties related to significant estimates or current vulnerabilities due
to material concentrations that have not been disclosed.

Ownership and pledging of assets

The Agency has satisfactory title to all assets appearing in the plan net assets. No security
agreements have been executed under the provisions of the Uniform Commercial Code, and
there are no liens or encumbrances on assets, nor has any asset been pledged. All assets to
which the Agency has satisfactory title appear in the plan net position.

Receivables and revenues

Receivables represent valid claims against the debtors indicated and do not include amounts for
services provided subsequent to the balance sheet dates or other types of arrangements not
constituting sales. All revenue recognized as of the balance sheet dates has been realized (or is

(8]



realizable) and earned. Revenue has not been recognized before (1) persuasive evidence of an
arrangement exists, (2) services rendered, (3) consideration to be received is fixed or
determinable and (4) collectability is reasonably assured.

Adequate provision has been made for losses, costs and expenses that may be incurred
subsequent to the balance sheet dates in respect of sales and services rendered prior to that
those dates and for uncollectible accounts, discounts, returns and allowances, etc., that may be
incurred in the collection of receivables at those dates.

We have adequately disclosed a description of our major revenue-generating services, the
types of arrangements (including multiple-element arrangements) used to deliver these
services, and a description of the revenue recognition policies applicable to these services.

Cash equivalents and investments

BRIM has certain cash equivalents in pools of the West Virginia Bureau of Treasury
Investments (BTI) and West Virginia Investment Management Board (IMB). The management of
these entities is not under BRIM’s control. Cash equivalents and investment are reported by the
BTl and IMB at fair value and are accounted for by BRIM accordingly, with changes in the fair
value included in investment income. The earnings from these pooled investments are
distributed to investment pool participants based on their pro rata participation in the pools.

Adequate disclosures required under GASB 40 for deposits and investments have been
included in the financial statements for risk disclosures. To our knowledge, none of the Agency's
investments has permanently declined in value to an amount less than the carrying value in the
financial statements.

Investments are properly valued. To our knowledge, none of BRIM’s investments has
permanently declined in value to an amount less than the carrying value in the financial
statements. Risk disclosures associated with deposits and investment securities are presented
in accordance with GASB requirements.

Advance deposit with insurance company or trustee

All claims identified in prior years as being on the detail of claims paid by an insurance
company, which do not represent claims covered by the retrospective rating plans, have been
excluded from the section of the retrospective rating report that summarizes claims paid during
the current year. Thus, the summary of claims paid by an insurance company only represents
claims actually paid through the retrospective rating plans and no adjustments for such items
need to be made to claims paid during the determination of advanced deposits held with an
insurance company or trustee.

Claim liabilities

The liabilities for unpaid claims (and claim adjustment expenses) include estimates of amounts
due on reported claims and claims that have been incurred but that were not reported as of
June 30, 2013 and 2012. Such estimates are based on actuarial projections applied to historical
claim payment data. Such liabilities represent the Agency’s best estimate of amounts that are
reasonable and adequate to discharge the Agency's obligations for claims incurred but unpaid
as of June 30, 2013 and 2012.

The liabilities for unpaid claims and claims adjustment expense are continually reviewed and
adjusted as necessary as experience develops or new information becomes known; such
adjustments are included in current operations. We have made available to you all
documentation and analyses used to develop management's best estimate. Although the
estimate of the liability for unpaid claims and claims adjustments expenses at June 30, 2013
and 2012, are reasonable in the circumstances, it is possible that the Agency’s actual incurred



claims and claims adjustment expenses will not conform to the assumptions inherent in the
determination of the liability; accordingly, the ultimate settlement of claims and the related

claims adjustment expenses may vary from the estimates included in the Agency’s financial
statements.

The loss reserve specialists used by management in estimating the loss and loss adjustment
expense reserves had a sufficient level of competence and experience in loss reserving,
including knowledge about the type of insurance for which a reserve has been established and
an understanding of the appropriate methods for calculating such reserve estimates. We agree
with the findings of specialists in evaluating the liability for unpaid claims and claims adjustment
expense and premium deficiency analysis and have adequately considered the qualifications of
the specialists in determining the amounts and disclosures included in the financial statements
and the underlying accounting records. We did not give or cause any instructions to be given to
specialists with respect to the values or amounts derived in an attempt to bias their work, and
we are not otherwise aware of any matters that have had an effect on the independence or
objectivity of the specialists.

Reinsurance

The reinsurance contracts provided to you by the Agency represent all of the Agency’s
agreements with respect to its ceding and assuming reinsurance activities, and there are no
modifications, either written or oral, of the terms of the Agency’'s reinsurance contracts or
additional reinsurance agreements that have not been provided to you.

Related party transactions

We have disclosed to you the identity of the Agency’s related parties and all the related party
relationships and transactions of which we are aware.

Transactions with related parties, as defined in Government Accounting Standards No. 56, and
related amounts receivable or payable, including sales, purchases, loans, transfers, leasing
arrangements, guarantees, non-monetary transactions and transactions for non-consideration
have been properly recorded and disclosed in the financial statements.

Arrangements with financial institutions

Arrangements with financial institutions involving compensating balances or other arrangements
involving restrictions on cash balances and line-of-credit or similar arrangements have been
properly recorded or disclosed in the basic financial statements.

Contingent liabilities

There are no unasserted claims or assessments, including those our lawyers have advised us

of, that are probable of assertion and must be disclosed in accordance with GAS 62, Accounting
for Contingencies.

There have been no violations or possible violations of laws or regulations in any jurisdiction
whose effects should be considered for disclosure in the financial statements or as a basis for
recording a loss contingency.

There have been no internal investigations or communications from regulatory agencies or
government representatives concerning investigations or allegations of noncompliance with
laws or regulations in any jurisdiction, noncompliance with or deficiencies in financial reporting
practices, or other matters that could have a material effect on the financial statements.

There are no other liabilities or gain or loss contingencies considered material, individually or in
the aggregate, that are required to be accrued or disclosed by GAS 62 Contingencies, nor are



there any accruals for loss contingencies included in the Statement of Plan Position or gain
contingencies reflected in earnings that are not in conformity with the provisions of GAS 62.

Pension and other postretirement benefits

We have disclosed to you all significant pension benefits promised and have made available to
you all significant summary plan descriptions, benefit communications and all other relevant
information, including plan changes that constitute the plan. The actuarial assumptions and
methods used to measure pension liabilities and costs for financial accounting purposes are
determined by State statute and the Consolidated Public Retirement Board.

We have disclosed to you all significant postretirement benefits other than pensions (OPEBs)
promised and have made available to you all significant summary plan descriptions, benefit
communications and all other relevant information, including plan changes, that constitute the
plan for each significant OPEB. The actuarial assumptions and methods used to measure
pension liabilities and costs for financial accounting purposes, including prescribed

assumptions, represent our best estimate of future conditions and are appropriate in the
circumstances.

Use of the Work of a Specialist

We agree with the findings of specialists in evaluating the incurred but not reported (“IBNR")
liability and have adequately considered the qualifications of the specialists in determining the
amounts and disclosures included in the financial statements and the underlying accounting
records. We did not give or cause any instructions to be given to specialists with respect to the
values or amounts derived in an attempt to bias their work, and we are not otherwise aware of
any matters that have had an effect on the independence or objectivity of the specialists.

Oral or Written guarantees

There are no oral or written guarantees, including guarantees of the debt of others.
Fraud

We acknowledge our responsibility for the design, implementation and maintenance of
programs and internal control to prevent and detect fraud.

We have no knowledge of any fraud or suspected fraud involving management or other
employees who have a significant role in the Agency’s internal control over financial reporting.
In addition, we have no knowledge of any fraud or suspected fraud involving other employees
where the fraud could have a material effect on the financial statements.

We have disclosed to you the results of our assessment of the risk that the financial statements
may be materially misstated as a result of fraud. We have disclosed to you all allegations of
financial improprieties, including fraud or suspected fraud, coming to our attention (regardless of
the source or form and including, without limitation, allegations by “whistle-blowers”) where such
allegations could result in a misstatement of the financial statements or otherwise affect the
financial reporting of the Agency.

Independence

We are not aware of any capital lease, material cooperative arrangement or other business
relationship between the Agency and Ernst & Young LLP or any other member firm of the global
Ernst & Young organization.

We are not aware of any reason that Ernst & Young LLP would not be considered to be
independent for purposes of the Agency’s audit.



Conflicts of interest

There are no instances where any officer or employee of the Agency has an interest in a
company with which the Agency does business that would be considered a “conflict of interest.”
Such an interest would be contrary to Agency policy.

Required Supplementary Information

We acknowledge our responsibility for the required supplementary information including
Management’s Discussion and Analysis and the Ten Year Claims Development Information,
which have been measured and presented in conformity with the guidelines established by the
applicable GASB Statement. There have been no changes in the methods of measurement or
presentation of the required supplementary information from those used in the prior period. We
are responsible for the significant assumptions and interpretations underlying the measurement
and presentation of the required supplementary information. We believe that the significant
assumptions and interpretations used are reasonable. .

Supplementary Information

We are responsible for the presentation of the Closing Book Forms (the “supplementary
information”) in accordance with Financial Accounting and Reporting Section of the State of
West Virginia (FARS). We believe the supplementary information, including its form and
content, is fairly presented in accordance with FARS criteria. There have been no changes in
the methods of measurement or presentation of the supplementary information from those used
in the prior period. There are no significant assumptions or interpretations underlying the
measurement or presentation of the information.

Other

We have identified and disclosed to you, all provisions of laws and regulations that could have a
direct and material effect on financial statement amounts, including legal and contractual
provisions for reporting specific activities in separate funds.

We have followed all applicable laws and regulations in adopting, approving and amending
budgets, tax or debt limits and covenants and secondary market disclosures, deposits and
investments, including collateral requirements on depository accounts and investments and tax
levies and refunds.

BRIM does not have any component units or joint ventures.
The financial statements properly classify all funds and activities.

Components of net position (net investment in capital assets; restricted; and unrestricted),
nonspendable fund balance, and restricted, committed, assigned, and unassigned fund balance
are properly classified and, if applicable, approved.

Expenses have been appropriately classified in or allocated to functions and programs in the
statements of activities, and allocations have been made on a reasonable basis.

Revenues are appropriately classified in the statement of activities within program revenues,
general revenues, contributions to term or permanent endowments or contributions to
permanent fund principal.

Provisions for uncollectible receivables have been properly identified and recorded.

Interfund, internal and intra-entity activity and balances have been appropriately classified and
reported.



There are no special or extraordinary items.

Risk disclosures associated with deposits and investment securities and derivatives
transactions are presented in accordance with GASB requirements.

Investments, derivative transactions, and land and other real estate held by endowments are
properly valued.

Our policy regarding which resources (that is, restricted, committed, assigned, or unassigned)
are considered to be spent first for expenditures for which more than one resource classification
is available, determines the fund balance classifications for financial reporting purposes.

Our policy regarding whether to first apply restricted or unrestricted resources when an expense
is incurred for purposes for which both restricted and unrestricted net position are available is
appropriately disclosed and net position was properly recognized under the policy.

Subsequent events

Subsequent events have been evaluated and classified as recognized or nonrecognized
through October 18, 2013.

Subsequent to June 30, 2013, no events or transactions have occurred or are pending that
would have a material effect on the basic financial statements at that date or for the period then
ended, or are of such significance in relation to the Agency’s affairs to require mention in a note
to the basic financial statements in order to make them not misleading regarding the financial
position, changes in financial position and, where applicable, cash flows of the Agency.

We understand that your audit was conducted in accordance with auditing standards generally
accepted in the United States as established by the American Institute of Certified Public
Accountants and the standards applicable to financial audits contained in Government Auditing
Standards and was, therefore, designed primarily for the purpose of expressing an opinion on
the basic financial statements of the Agency taken as a whole, and that your tests of the
accounting records and other auditing procedures were limited to those that you considered
necessary for that purpose.

Very truly yours,

Charles E. Jones,@éxecutive @icj’

o P Vi

enW “Schumacher, Chief Financial Officer
wil grar® WAWC'%) 20/ Zz—

S/teﬁﬁen'w. Panaro, Controller
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Industry trends

Source: Standard & Poor’s Industry Surveys, Insurance: Property/Casualty, March 2013

The property-casualty insurance industry has emerged from the credit crisis and the “Great
Recession” relatively unscathed—both financially and from a regulatory standpoint—especially
when compared with other financial institutions. In addition, following several years of heavy
storm and catastrophe losses in 2011-12, industry premium rates have started to firm. Many
insurers reported that premium pricing strength has continued and momentum for an upturn
in pricing increased as 2012 progressed. Heading into 2013, the degree to which these
pricing gains translate into revenue growth will depend on overall demand for insurance. An
economic recovery in the US (even a modest one) should help the demand curve for
insurance. Although the industry continues to grapple with downward pressure on demand
from the continuing weakness (or only tepid recoveries) in most economies around the world,
there does appear to be an upswing taking place in the premium pricing cycle, with rates for
most lines of coverage firming.

Although claims from Superstorm Sandy put a crimp in fourth-quarter earnings for many
insurers, their full-year 2012 results improved compared with the catastrophe-laden 2011.
Investment results in 2011 and 2012 were mixed, as persistently low interest rates continued
to pressure net investment income. However, a recovery in most areas of the bond market
helped fuel an improvement in investment gains

Investment gains partially offset underwriting losses for insurers

After peaking in 2006, industry underwriting results and profitability declined in the next five
years, according to the Insurance Services Office Inc. (ISO), an industry research group.
Thanks to significantly lower catastrophe claims and solid investment results, the industry
posted after-tax profits of $65.8 billion in 2006. Crucial to that performance was the absence
of 2005's record catastrophe losses of $61.9 billion, most of which were related to Hurricanes
Katrina, Rita, and Wilma. With catastrophe losses of only $9.2 billion in 2006, the industry
reported a $31.1 billion net gain from underwriting, compared with a $5.6 billion
underwriting loss in 2005, according to the ISO.
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Industry trends

Against that backdrop, year-over-year comparisons in 2007 were difficult, but the industry
managed to post a $19.3 billion net underwriting gain. Underwriting results in 2008 were
impaired by significantly higher catastrophe losses and marked erosion in investment results.
As a result, net income plunged 95%, to just over $3.0 billion in 2008, from $62.5 billion in
2007. In 2009, insurers' net income surged to $28.7 billion, amid lower catastrophe losses
and a recovery in investment results, while for 2010, insurers in the ISO study reported
growth of 22.6% in net income to reach $35.2 billion. However, in 2011, net income dropped
45.7% to $19.1 billion. According to the ISO study, net written premiums grew 3.3% in 2011
to $437.6 billion. (Written premiums represent business produced in a given period. Insurers
account for this business over the life of a policy—typically 12 months.) Hence, the general
volume and direction of written premiums in one year is usually a good indication of the level
of earned premiums (a revenue component on the income statement) the following year.

— Personal lines. Written premiums in the personal lines sector (the industry’s largest,
accounting for 41% of total industry written premiums) advanced 2.9%, year over year, in
2011. This group's business consists primarily of personal auto and homeowners'
coverage, which is highly regulated and not prone to large pricing swings. However,
premium rates for auto insurance have been under pressure for the last several years, and
indications are that competition has remained intense.

— Commercial lines. Following a 2.7% year-over-year drop in 2010, the commercial lines
sector (which accounted for 35% of total industry written premiums) rebounded in 2011.
This group reported a 4.34% year-over-year growth in written premiums in 2011,
providing empirical support for anecdotal evidence that despite the highly competitive
state of the commercial lines market and the challenges of excess underwriting capacity,
the market is doing well to counter some of these issues.

— Balanced lines. Balanced lines underwriters, who write a combination of personal and
commercial lines coverage, accounted for the remaining 24% of total industry written
premiums. This group posted a 2.4% year-over-year rise in 2011.
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Industry trends

Earned premiums for insurers in the ISO study grew 2.8% to $433.9 billion in 2011 from
$422.1 billion in 2010. This growth, however, was modest compared to the double-digit rise in
premiums that occurred in the “hard market” that ensued in the aftermath of the

September 11 terrorist attacks: earned premiums advanced 11.9% in 2002, 10.9% in 2003,
and 7.1% in 2004. Growth subsequently trended downward, however, and earned premiums
declined in 2008, 2009, and 2010.

Investment results paint a mixed picture

Investment income is an important revenue source for insurers, often accounting for 15%-20%
or more of an insurer’s total revenues historically. During 2010 and 2011, investment results
were mixed, as persistent low investment yields pressured investment income. Equity and
fixed income markets recovered from the credit crisis-induced selloff in 2009, enabling
insurers to recoup some of the lost value of their investment holdings. In 2011, the situation
worsened as unrealized investment losses amounted to $5.1 billion, compared to unrealized
investment gains of $16.0 billion in 2010, which itself was a significant decline from the gains
of $23.1 billion in 2009. The net investment income for property-casualty insurers grew 3.0%,
to nearly $49.0 billion in 2011, from $47.6 billion in 2010.

Realized investment gains (recognized when investments are sold) staged a dramatic
turnaround in 2010 (driven mainly by a narrowing of credit spreads), to more than

$5.8 billion. This contrasts rather sharply with the more than $7.9 billion of realized
investment losses incurred by the industry in 2009. In 2011, realized gains grew 22.8% to
reach $7.2 billion. However, unrealized gains, after plummeting rather sharply in 2010,
turned to unrealized losses of $5.1 billion in 2011. (Note: analysts typically exclude the
impact of net realized investment gains on insurers’ profits when forecasting earnings.
Instead, they base earnings estimates on net operating earnings, which exclude these gains
and/or losses.)

Loss trends deteriorated further during 2011

Loss costs and related expenses (commonly referred to as loss adjustment expenses) are
often the largest expense item facing an insurer. A change in the direction of these expenses
can dramatically affect bottom-line results.
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Industry trends

Insurers in the ISO survey reported deterioration in loss trends during 2011. Incurred losses
increased 12.8% to $290.8 billion, from $257.7 billion in 2010, after a modest increase of
1.6% in 2010. Loss and loss adjustment expenses (the costs incurred in settling claims) inched
up 1.4%, to $53.7 billion from $52.9 billion. Further, net losses on underwriting equaled 8.4%
of earned premium in 2011, up from only 2.5% in 2010. The deterioration in underwriting
results was largely due to a sharp increase in catastrophe losses, which totaled $33.6 billion
for US insurers, up from $14.3 billion in 2010. Consequently, loss ratios for most property-
based lines of coverage (homeowners, commercial multi-peril, fire) grew considerably in 2011.
Pure loss ratios for all of the major property lines experienced a sharp rise in 2011, while they
declined for most of the major casualty lines (the only exception was the medical malpractice
line of coverage, where the pure loss ratio went up).

Combined ratio a key gauge of underwriting performance

The combined ratio is a key measure of underwriting performance. It is the sum of the loss
ratio, the expense ratio, and (where applicable) the dividend ratio. A combined ratio under
100% indicates an underwriting profit, while one in excess of 100% means there is an
underwriting loss. Insurers in the ISO study reported a combined ratio of 108.2% for 2011, a
marked deterioration from 102.4% in 2010. (For more information on the combined ratio and
its implications for insurer profitability, please refer to the “How to Analyze a Property-
Casualty Insurer” and “Key Industry Ratios” sections of this Survey.)

Underwriting results varied by type of insurer. Personal lines writers experienced the least

PREMIUM VOLUME AND UNDERWRITING RATIOS deterioration in underwriting results,

FOR THETOTAL US PROPERTY-CASUALTY INDUSTRY with their combined ratio going up to
ol ol 106.0% in 2011 from 101.3% in 2010.

PREMIUMS PREMIUMS  +LOSS  {EXPENSE DIVIDEND COMBINED e .
WRITTEN  EARNED RATIO RATIO RATIO rato  Commercial lines underwriters also

YEAR  MILLIONS OF DOLLARS (%) (%) (%) (%) ; : ; e

T B0 3ET 728 T 5% g— Saw deter!orat|on |n.underw.r|t|ng
2011* 334858 324140 815 280 03 1008 results, with a combined ratio of

2011 438,031 434 449 79.3 284 04 1081 110.2% in 2011, compared with

2010 423789 422200 736 283 05 1024 o . . '
e 48365 42302 125 80 0s 1010 104.9% in 2010. Hurting this group's
2008 434930 438316 771 275 0.4 1050 results were a number of factors,
2007 44p563 436908 677 273 06 %3 including ongoing weakness in the
2006 443460 435484 652 264 08 924 . .

2005 425500 417635 746 258 04 wog Mortgage and financial guaranty
2004 424089  M3777 727 252 04 983 marketplace.

*Nine months. fincurred to premiums earned. Tincurred to premiums w ritten.
Source: Insurance Services Office.
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When mortgage and financial guaranty results were excluded, commercial lines underwriting
results were still modestly unprofitable, with a combined ratio of 104.9% in 2011, compared
with 100.5% in 2010. Underwriting results were generally weaker across the board in
commercial lines, reflecting deterioration in both property and casualty lines of coverage.

Balanced lines underwriters, which write both commercial and personal lines of coverage,
experienced the most dramatic deterioration in underwriting results in 2011, evidenced by
their combined ratio of 109.0%, versus 100.6% in 2010.

— Loss ratios. For this representative group of insurers (accounting for approximately 96%
of industry premium volume), loss ratios equaled 79.4% in 2011, compared with 73.6% in
2010. Again, these results reflected the combined impact of deteriorating personal lines
and commercial lines claim trends. These results also included loss adjustment expenses
(LAE). Personal lines insurers posted a loss ratio of 80.4% in 2011, versus 75.5% in 2010.
Commercial lines insurers also reported a significant deterioration in their loss ratios
during 2011, with a loss ratio of 79.1%, versus 74.2% in 2010. Balanced lines
underwriters also experienced the highest level of deterioration in their loss ratios, which
equaled 78.1% in 2011, compared with 69.4% in 2010.

— Expense ratios. Industry expense ratios inched up marginally during 2011, largely due to
a declining premium base, as insurers continued to implement cost-cutting measures.
Still, expense ratios have been climbing steadily since 2003, when they ended the year at
24.9%. Results were mixed by product line, as expense ratios for personal lines insurers
equaled 25.2% at the end of 2011, compared with 25.1% in 2010. Commercial lines
insurers saw the most dramatic rise in their expense ratios, to 30.7% in 2011, from 30.2%
in 2010. However, the increase in the overall industry expense ratio was brought down by
the decline in the balanced insurers’ expense ratio to 30.6% in 2011, from 30.9% in 2010.

— Dividend ratios. Finally, the dividend ratio ended 2011 at 0.4%, down from 0.5% in 2010.
Results did not differ materially among types of underwriters.
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Surplus remains abundant

Surplus, in this instance, refers to capital, or net worth: the amount by which an insurer’s
assets exceed its liabilities. Surplus—often referred to as statutory surplus under statutory
accounting principles (SAP)—is analogous to shareholders’ equity under generally accepted
accounting principles (GAAP). At December 31, 2011, insurers in the ISO study reported a
combined surplus of $550.3 billion, down 1.6% from $559.2 billion at December 31, 2010.

The 1.6% decrease in surplus was driven by a number of factors, including $27.4 billion in new
funds— a record for funds inflow that was driven by a $22.5 billion intercompany contribution
to an insurer by its parent holding company. As a result of this increase,

ESTIMATED CHANGES IN POLICYHOLDERS' SURPLUS industry leverage continued to trend

(Total properiy-casualty industry, in billions of dollars) downward. In this instance, Ieverage

. o son e en Tefers to the degree to which the

Policyholders surplus—beg_ of period 5114 5502 5592 5538 industry utilizes its capital (or surplus)
&?;E‘ZEGCZ‘;;T‘:M 32; 1?3 g; 322 to underwrite policies.] The ratio used
Income taxes 59 (30) (09) (86 L0 measure leverage is the ratio of new

Net after-tax income 352 195 84 270 written premiums to surplus. (For a

Unrealized capital gains (loss) 16.0 (4.4) (12.7) 17.2 . .
Stockholder dividends & other (314) (259) (170) (166) MOre detailed explélnatlon of leverage,
New funds 275 23 16 17 please refer to the “How to Analyze a
Msc. surplus change _ e s 26 05 Pproperty- Casualty Insurance

Policyholders' surplus—end of period 5592 5538 5420 a3 " . .

Source: Insurance Services Office. Company section of this SUFV@)/.)

The ratio of net written premiums to surplus stood at 0.80-to-1 at year-end 2011. In other
words, in the 12 months ended December 31, 2011, insurers wrote $0.80 worth of premiums
for every $S1 of surplus. If we assume a “typical” rate of leverage of 2-to-1 (which is what
regulators usually allow), the industry had approximately $332 billion of “excess" surplus at
December 31, 2011, according to our estimates, compared with our estimate of $346 billion
at December 31, 2010.
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We arrived at this conclusion by using the following 2011 data points: the $437.6 billion in
net written premiums in the 12 months ended December 31, 2011, and policyholders’ surplus
of $550.3 billion at December 31, 2011. If we assume a 2-to-1 leverage ratio, the amount of
surplus required to support the actual level of premium volume is approximately

$218.8 billion ($437.6 billion divided by 2). The difference between actual surplus

($550.3 billion) and so-called required surplus ($218.8 billion) is $331.5 billion. Put another
way, this excess surplus could theoretically support another $663.0 billion of written
premiums, more than the industry is currently writing on an annual basis!

Although we need to qualify this exercise as one designed to illustrate the degree to which the
industry has excess capital, we do it to make the point that at December 31, 2011, despite a
yearly decline in the surplus, there still remained an enormous amount of excess capital in the
insurance marketplace.

Worldwide catastrophe losses decline in 2012 after surging in 2011

According to data compiled by the Property Claim Services Unit of the Insurance Services
Office Inc. (ISO), an industry research group, insured catastrophe losses in the US totaled
$16.2 billion in the first three quarters of 2012, down a significant 50% from $32.8 billion in
the year-ago period. In 2011, such losses amounted to $33.6 billion, up a considerable 135%
from $14.3 billion in 2010. The losses in 2010 of $14.3 billion were up from $11.6 billion in
2009, but down from $27 billion in 2008. This followed a brief respite from heavy
catastrophe losses in 2007 and 2006. (Catastrophes are defined as natural or man-made
disasters that cause at least $25 million in insured losses.) Insured catastrophe losses totaled
$6.7 billion in 2007, down from $9.5 billion in 2006 and significantly below the $66.1 billion
of insured catastrophe losses in 2005. (All amounts are in 2007 dollars.)

Many insurers with a presence outside the US also incurred losses from an array of storms.
Worldwide, insured losses from catastrophes exceeded $105 billion in 2011, according to
data from the Insurance Information Institute (lll), a research and trade association. This
topped the previous record of $101 billion of worldwide insured losses set in 2005 (due
mainly to Hurricane Katrina). Total economic losses from catastrophes topped $380 billion in
2011, well above the previous record of $220 billion set in 2005.
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The costliest catastrophe in 2011 was Japan's earthquake and tsunami in March. Insured
losses from that disaster are estimated to be $35 billion; total economic losses, which are still
being tallied, could top $200 billion. The second costliest disaster occurred late in 2011 in
Thailand. Severe flooding during the monsoon season in Thailand quickly escalated when
several densely populated and commercial regions were affected. As of early 2012, the
estimated insured losses from the Thai floods were some $15 billion. Another significant
event occurred in February 2011 in Christchurch, New Zealand, where an earthquake caused
$13 billion in insured losses.

According to a study on the catastrophe losses in 2011, published by Aon Benfield, total
worldwide economic losses from natural catastrophes in 2011 were pegged at $435 billion.
Aon Benfield estimated insured worldwide catastrophe losses to be around $107 billion, up
from the estimated $38 billion in 2010. The significant difference between total economic
losses and insured losses reflects the nature of 2011's catastrophes: many occurred in areas
that were underinsured or uninsured. The most significant insured event in 2011 was the
Japanese earthquake on March 11.

According to data provided by Munich Re on January 3, 2013, losses related to natural
catastrophes worldwide totaled $160 billion in 2012, of which $65 billion were insured losses.
These losses were much lower than the record levels of 2011, when there were $400 billion in
overall losses and $119 billion in insured losses. While the $65 billion in insured losses in
2012 was above the ten-year average of $50 billion for insured losses, the $160 billion total
losses were slightly lower than the average of $165 billion for overall losses. Losses in 2012
would have been very low had it not been for Superstorm Sandy and the summer-long
drought in the US. With Sandy recording the highest insured losses in 2012 at $25 billion, the
US accounted for a higher proportion in 2012 of both global natural catastrophe overall losses
(67% versus 32% average) and global natural catastrophe insured losses (90% versus 57%
average).
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Hurricanes and tropical storms have historically comprised the majority of catastrophe losses.
According to data obtained from the Ill, hurricanes and tropical storms comprised 45% of total
catastrophe losses from 1990 to 2009. Tornadoes accounted for 29% of catastrophe losses
during this period; winter storms, about 7%; terrorism, 7%; earthquakes and other geologic
events, 5%; wind/hail/flood, 3%; and fire, 2%. Other events (including civil disorders, water
damage, and utility services disruption) were responsible for the remaining 2%.

Forecasts of an "above average" hurricane season in 2011 proved accurate, with 19 named
storms, of which seven developed into hurricanes and three were classified as “major”
(Category 3 or higher). Most significant was Hurricane Irene, which strengthened into a
Category 3 hurricane on August 25, 2011. Irene cut a wide swath along the Eastern Seaboard
of the United States and spawned at least eight tornadoes, leaving some 41 dead and causing
$4.3 billion in insured damages.

The 2010 hurricane season also consisted of 19 named storms, of which 12 developed into
hurricanes. The 2009 hurricane season was marked by “below average” Atlantic storm
activity, with only nine named storms, of which only three developed into hurricanes. During
the 2008 Atlantic hurricane season, there were 16 named storms and nine hurricanes.
Hurricane Ike caused approximately $10.7 billion of insured losses (in 2008 dollars) and was
the costliest of the season.

According to a press release issued by the National Oceanic and Atmospheric Administration’s
(NOAA) Climate Prediction Center on November 29, 2012, the 2012 Atlantic hurricane
season (Junel-November 30) witnessed a significant level of activity, with 19 named storms,
of which 10 developed into hurricanes and two became major hurricanes. This compares with
an annual average of 12 storms, six hurricanes, and three major hurricanes. Further, given the
count, duration, and intensity of all storms and hurricanes in the 2012 season, the NOAA
labeled it as an “above-normal” hurricane season.
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Recent catastrophes reopen debate over insurance protection in storm-prone areas

One of the more pressing issues that both public and private sector entities must address is
the issue of affordability and availability of property insurance (typically homeowners'
coverage) in storm-prone areas. Exacerbating the coverage gaps are the exclusions for flood
and earthquake damage that are standard on most homeowners' insurance policies. In other
words, coverage in a number of coastal areas difficult is to obtain, and most homeowners’
policies don't cover most catastrophe-related damages. (Flood damage to vehicles, though, is
typically covered under a comprehensive automobile insurance policy.)

As coastal areas are developed and become more densely populated, the potential for and
magnitude of storm losses increase significantly. Indeed, Census Bureau data indicated that in
2008, Atlantic hurricanes seriously threatened 35.7 million people, versus 10.2 million
people in 1950. Couple this with insurers’ need to preserve capital and mitigate risk by
reducing their exposure to these storm-prone coastal areas, and an insurance crisis is born.

The frequent flooding of the Mississippi River in the 1960s gave rise to the creation of the
National Flood Insurance Program (NFIP), a taxpayer-funded disaster relief program. The NFIP
has three components: providing residential and commercial insurance coverage for flood
damage; improving floodplain management; and developing maps of flood hazard zones.

In the aftermath of the 2005 hurricane season and the widespread flooding caused by
Hurricane Katrina, a number of government-sponsored initiatives began to gain traction in an
attempt to alleviate what was becoming a crisis in availability and affordability of
homeowners' insurance. Following a study of these various initiatives, however, the
Government Accountability Office (GAO) concluded that there is no perfect solution for the
inherent conflicts between homeowners, who want affordable insurance protection, and
taxpayers, who would potentially foot the bill for catastrophic damages.
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The urgency to reopen this debate increased in 2011, following heavy flooding along the
Mississippi River and in the Northeast in the spring, and in the aftermath of Hurricane Irene in
late summer. Many proposals sought to reduce the disputes over whether damage was caused
by wind or flood. The challenge, however, is that many of the initiatives would not likely be
profitable; in essence, they would be a de facto subsidy to residents in storm-prone areas. This
in turn would discourage the private insurance market from insuring these areas, further
reducing accessibility of coverage. Most of the proposed legislative initiatives failed to gain
enough traction in the midst of an election year and in the wake of the threatened government
shutdown in late 2011.

The most concrete resolution was the extension of the National Flood Insurance Program (NFIP)
through May 3, 2012. Then, on May 31, the program was further extended until July 31. Although a
long-term alternative to this program has yet to materialize, several initiatives did emerge in both
houses of Congress. In May 2012, both the House and Senate introduced legislation that would
extend the NFIP through 2016. Finally, on July 6, 2012, President Obama signed into law the Biggert-
Waters Flood Insurance Reform Act of 2012, which extends (with certain changes) the NFIP for five
years through September 30, 2017.

Further, on January 4, 2013, the Congress passed legislation authorizing a $9.7 billion increase in
the NFIP's borrowing authority to allow the NFIP to service Sandy-related flood claims. Two days later,
President Obama signed the legislation into law, thereby increasing the NFIP's borrowing authority to
$30.425 billion from $20.725 billion.

On July 12, 2011, the House passed the Flood Insurance Reform Act of 2011 (H.R. 1309), which
aims to reduce the rate subsidies the NFIP must pay and make the flood insurance program
“actuarially sound.” The bill would also require the Controller General and the Federal Emergency
Management Agency (FEMA) to conduct studies on the privatization of this program and to report the
findings to Congress by January 2013. Legislation drafted by the Senate had a slightly different
focus, which was to mitigate these risks.

Another attempt to address this issue materialized in the form of The Homeowners Defense Act (H.R.
2582), which was re-introduced in the House in 201 1. The bill was referred to the House Committee
on Financial Services on July 19, 2011. This proposal would allow states to transfer the risk of
catastrophic natural disasters from state-run insurance entities (like the Florida Citizens Property
Insurance Corporation) to the private market, presumably with some sort of a federal backstop. Both
of these bills were referred to House and Senate subcommittees.
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The insurance industry remains divided on this issue. The National Association of Mutual
Insurers (NAMIC), an organization that represents insurers owned by their policyholders, was
in favor of maintaining the status quo of the NFIP. However, several large, publicly traded
insurers were in favor of privatizing the NFIP and seeking privatization of insurance coverage
as a means of resolving this issue.

TRIA provides a federal backstop

Although liability, and group life insurance claims) totaled $35.9 billion (in 2006 dollars),
according to data obtained from the Insurance Information Institute. Reinsurers covered
approximately two-thirds of these losses.

Before September 11, 2001, insurers typically provided terrorism coverage to their
commercial insurance policies at essentially no additional cost because the risk of such an
event on US soil was considered remote. In the aftermath of the unprecedented losses from
the 9/11 attacks, however, many insurers and reinsurers instituted “terrorism exclusions” in a
number of their policies. Those insurers who did offer terrorism coverage did so at premium
rates that were prohibitively expensive. The US business community argued that a lack of
coverage was hindering the economic recovery and threatening certain business sectors.

To alleviate the market dislocation, the Terrorism Risk Insurance Act (TRIA) was passed and
signed into law in November 2002. The legislation set up a federal reinsurance program in
which insurers and the federal government would share losses. At the time of its passage, the
law was seen as a transition until a market- based solution could be created. In December
2005, however, it was extended for another two years amid a continued shortage of available
reinsurance for insurers to lay off their risks.

TRIA's extension in 2005, made with the support of a last-minute lobbying campaign from
industry groups and other business leaders, left the industry still searching for longer-term
alternatives to terrorism coverage. Before the elections in November 2006, the Bush
Administration said that it would not support another extension of the program. The US
Department of the Treasury, the program’s administrator, argued that the program would
hinder development of coverage in the private market. Reports published in late 2006 by the
US Government Accountability Office and the President’'s Working Group on Financial Markets
echoed these sentiments and said that the continuation of TRIA would hinder the formation of
a meaningful, private market solution to the lack of terrorism insurance. These criticisms
notwithstanding, TRIA was extended again in late 2007, with an expiration date of

December 31, 2014. Further, on February 5, 2013, the House introduced legislation to
extend TRIA through the end of 2019. However, many insurance industry experts caution that
an automatic renewal of TRIA is not a sure thing.
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Terrorism insurance poses challenges for P/C industry

The insurance industry’s perspective on insuring terrorism is that this kind of risk is unlike any
other for which the industry provides coverage. To be insurable, a risk must first be
measurable. To adequately price a risk, insurers must be able to ascertain the probable
number of events (i.e., the frequency) likely to result in claims. Next, they must be able to
estimate the potential maximum size or cost of these events (i.e., the severity). By calculating
the probable frequency and severity of an event, insurers can then better evaluate the cost of
insuring a particular risk.

A terrorist act, according to the insurance industry, does not possess these characteristics,
rendering it impossible to price as a risk. Also, since there have been very few large-scale
terrorist attacks, very little data exist from which to draw conclusions as to both severity and
frequency trends.

There is a general agreement that the establishment and extension of TRIA has helped
insurance companies provide some meaningful terrorism protection, largely due to the
backstop protection the federal government offers. In return for the federal backstop,
commercial insurers are required to make terrorism coverage available and to explicitly state
its cost. Policyholders can opt out of the terrorism coverage if they choose. Nevertheless,
each time TRIA has been extended, the point at which that government protection kicks in has
been raised. When TRIA was extended in 2005, the amount of losses that private insurers
would have to absorb before the government stepped in was increased to $50 million from
S5 million. In 2007, the triggering event rose to $100 million: in other words, only terrorist
events that produced losses in excess of $100 million would result in the outlay of federal
funds. Moreover, individual insurance companies would have to incur losses equal to 20% of
their commercial insurance premiums in 2007 before the federal program kicked in. When
TRIA was extended in 2007, the definition of a certified act of terrorism was revised to
eliminate the requirement that the individuals (or individual) are acting on behalf of any
foreign person or foreign interest.
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STATE OF WEST VIRGINIA
DEPARTMENT OF ADMINISTRATION

BOARD OF RISK AND INSURANCE MANAGEMENT

90 MACCORKLE AVENUE SW, Suite 203
SOUTH CHARLESTON, WV 25303

Earl Ray Tomblin
Governor

Charles E. Jones, Jr.
Executive Director

charles.e.jones@wv.gov

December 3, 2013

John R. Lukens, Esquire
2 Bendcrest Place
Charleston, WV 25314

(304) 766-2646 ADMINISTRATION
(304) 744-7120 FAX

(800) 345-4669 TOLL FREE WV
www.state.wv.us/brim

Ross Taylor
Cabinet Secretary

RE: Resolution by the Board of Directors of the West Virginia Board of Risk

and Insurance Management (BRIM)

Dear Mr. Lukens:

On behalf of the BRIM Board of Directors, | am pleased to present the enclosed
Resolution to you in recognition of the many years of outstanding service as the BRIM

Board Chairman and as a faithful public servant.

The accomplishments set forth in the Resolution were made possible in great part
because of your knowledge of the issues confronting BRIM and your unwavering leader-

ship skills in working with the Board members.

The BRIM Board and staff send their best wishes in your future endeavors and

look forward to hearing from you whenever possible.

Best regards,

Chariesi;. Jones, Jr.

Executive Director

CEJ:lid

c: Governor Earl Ray Tomblin
Ross Taylor, DOA Cabinet Secretary
BRIM Board

Enclosure



A RESOLUTION BY THE BOARD OF DIRECTORS
OF THE WEST VIRGINIA BOARD OF RISK AND INSURANCE MANAGEMENT

BE IT RESOLVED that we, the Members of the Board of Directors of the West Virginia

Board of Risk and Insurance Management, wish to recognize the service of John R. Lukens, a
distinguished lawyer and faithful public servant, as a Member and Chairman of the Board:

WHEREAS, John R. Lukens practiced law in Charleston, West Virginia for
nearly forty years; and ;

WHEREAS, John R. Lukens was appointed to the Board of Directors for the
West Virginia Board of Risk and Insurance Management (hereinafter BRIM) by Governor Bob
Wise on December 20, 2001 and served faithfully until September 10, 2013; and

WHEREAS, John R. Lukens was elected by his fellow Board Members to serve
as Chairman of the Board for his entire tenure on the Board; and

VVHEREAS, John R. Lukens presided as Chairman of the BRIM Board that im-
plemented the Medical Malpractice insurance program for private physicians mandated by
House Bill 601 that was passed during the sixth extraordinary session of the 2001 Legislature;

\VHEREAS, John R. Lukens presided as Chairman of the BRIM Board that im-
plemented the Patient Injury Compensation Fund mandated by the Legislature; and

WHEREAS, John R. Lukens presided as Chairman of the BRIM Board that im-
plemented a Financial Security Plan that ultimately resulted in the elimination of BRIM’s un-
funded hability situation; and

WHEREAS, John R. Lukens presided as Chairman of the BRIM Board charged
with oversight of the development of various loss prevention measures and the implementation
of a credit and surcharge program resulting therefrom which has led to greater participation in
BRIM’s loss control efforts and ultimately better loss experience for various insured; and



WHEREAS, John R. Lukens presided as Chairman of the BRIM Board that im-
plemented a change from a modified paid loss retrospective rating program to a fully funded
trust program for the BRIM Liability Program resulting in significant financial savings and sta-
bility for the Program; and

WHEREAS, John R. Lukens presided as Chairman of the BRIM Board that im-
plemented a policy to maintain the solvency of the BRIM Insurance Program through an ongo-
ing analysis of the adequacy of BRIM’s net assets; and

WHEREAS, John R. Lukens presided as Chairman of the BRIM Board with
great tact, distinguishing intellect and good humor for almost twelve years;

THEREFORE, we hereby recognize and honor the service of John R. Lukens
as a Member and Chairman of the West Virginia Board of Risk and Insurance Management.
We direct that a copy of this RESOLUTION be provided to John R. Lukens.

DONE‘this 7.6 "day of - Ao vember - = 2013, at South
Charleston, West Virginia. S 5 S A

Bruce Martin, CIC, CRM : S. A Cunning];\{’ CPA
Vice Chairman Board Member

Ll

Rob Anderson
Board Member
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MINUTES OF THE MEETING
OF THE
WEST VIRGINIA BOARD OF RISK AND INSURANCE MANAGEMENT

August 27, 2013

BOARD MEMBERS Bruce R. Martin, CIC, CRM, Vice Chairman
PRESENT: Sherry Cunningham, CPA, Member
Rob Anderson, Member

BRIM PERSONNEL.: Charles E. Jones, Jr., Executive Director
Stephen W. Schumacher, CPA, CFO
Robert Fisher, Deputy Director/Claim Manager
Chuck Mozingo, Assistant Claim Manager
Jerry Gladwell, Underwriting Manager
Bob Berry, Underwriter
John Fernatt, IT Manager
Stephen M. Fowler, Esq., BRIM Counsel
Jeremy Wolfe, Loss Control Manager
Stephen Panaro, Controller
Linda Dexter, Recording Secretary

BRIM PROGRAM Charles Waugh, AIG Claim Services
REPRESENTATIVES: Bob Ayers, Wells Fargo Insurance Services
Brenda Samples, Wells Fargo Insurance Services

GUESTS: Robert Bayston, Standish Mellon Asset Management
Scott Mountain, Standish Mellon Asset Management
Laura Zink, Standish Mellon Asset Management
Mike Gansor, WVU Risk Management
Sandy Price, WVU Health Sciences Center
Brian Gallagher, Marshall University
Tom Sauvageot, WV Investment Management Board



CALL TO ORDER

The meeting of the West Virginia Board of Risk and Insurance Management was
called to order by Vice Chairman Martin at 1:06 p.m. on Tuesday, August 27, 2013, at

90 MacCorkle Avenue, SW, Suite 203, South Charleston, West Virginia.

APPROVAL OF MINUTES

Mr. Cunningham moved the approval of the minutes of the May 28, 2013 Board
Meeting. The motion was seconded by Mr. Anderson. There being no discussion, a

vote was taken and the MOTION ADOPTED.

REPORTS

Executive Director's Report

The monthly report of the Executive Director was received and filed, a copy of
which is attached and made a part of the record.

During the presentation, Mr. Jones stated that during the July Interims, there
were several questions from members of the Joint Committee on Government and
Finance regarding the condition of the Patient Injury Compensation Fund (PICF). As a
follow-up to this meeting, he submitted a letter dated August 2, 2013 to the leadership of
both houses outlining the status of the PICF. (The Board members were copied on the
letter.) He explained that included in his letter was a summary of the history of the
PICF. Unfortunately, the PICF is now out of money. Continuing, he stated that the
PICF was created in 2004 as a vehicle to find compensation for uncollectible economic
damages to those eligible claimants as a result of the statutorily cap on trauma care

liability, which is $500,000, and the elimination of joint liability.



He noted that during fiscal years 2005, 2006, and 2007, the fund was supposed
to receive $2.2 million each year, when in actuality, the fund received payments of
$1,667,000 in 2005 and 2006; in 2007, only $1,580,412.01.

Mr. Jones further stated that no claims were received from 2004—for the first five
or six years, so this money was invested, and BRIM increased the value of the fund to
approximately $550,000.

With regard to claims at this time, the fund has had five claims in fiscal years
2013 and 2014. The projected payout on these five claims is $4,635,000, but as of
June 30, 2013, the fund only had $3,494,000—a shortfall of $1,141,000.

Mr. Jones further explained that if there is no money in the fund, the claims are
pro rated. BRIM will review the claims, adjust them, and indicate whether or not there
will be an award; however, we will not be able to pay them until such time that some
action is taken by the Legislature.

Changing topics, Mr. Jones then noted that it has been brought to his attention
that the Auditor's Office is now questioning whether the Attorney General (AG) should
be approving our incoming invoices/contracts for legal services. The AG's office
advised the Auditor’s Office that they did require approval of the AG. Mr. Jones stated
that he made an inquiry with the AG'’s office on August 5" regarding what needed their
approval, but we have not received a response to date.

Mr. Jones thereafter expressed the concerns of an insured at a recent Loss
Control Meeting regarding FOIA protection of medmal risk management surveys. After
consulting with BRIM’s counsel, we learned that this information is privileged and not

subject to the Freedom of Information Act.
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At the May 28" Board Meeting, a draft Asset Management Policy was submitted
to the Board for review. Vice Chairman Martin thereafter interjected that this issue will
be addressed as Unfinished Business.
In closing, Mr. Jones made the following comments:
1. The Annual Report as of June 30, 2013 will be submitted to The
Governor, legislative auditor and budget director by August 31, 2013;
2. An RFP is to be released around September 14" for the selection of a
consultant to assist BRIM in finding Cyber Liability insurance;
3. On-Line Defensive Driver Training will begin January 1, 2014 for the
SB 3 entities and BOEs. State agencies will participate in the summer
of 2014;
4. The STRIMA Conference will be held in Nashville, Tennessee from
September 15-19, 2013, and
5. The dynamics of the office is changing because people are retiring,
thus necessitating the hiring of new permanent personnel, as well as
a few temporary personnel to fill positions.
There being no questions for Mr. Jones, Vice Chairman Martin recognized Scott
Mountain of Standish Mellon Asset Management, a wholly-owned subsidiary of the

Bank of New York Mellon, for an update on our performance portfolio.

Standish Mellon Account/Investment Update

Before proceeding with his report, Mr. Mountain introduced Robert Bayston,
Managing Director of Interest Rate Strategies, who would be presenting the investment
report, and Laura Zink, who will also be a Relationship Manager for the BRIM account in

West Virginia.



Referring to his report, “Presentation for: The State of West Virginia BRIM dated
August 27, 2013," copies of which had previously been distributed to the Board,
Mr. Mountain summarized much of the material included. He explained the market
trends and market yields over the last year, noting that Standish has continued to add
macro analysts all over the world, which has significantly added to global growth. He
explained that Mr. Bayston, who oversees the interest rate strategies, takes the
information gathered from macro strategies and puts it in BRIM's portfolio, which
indicates how the markets are moving and affecting U.S. rates.

A copy of the report, “Presentation for: The State of West Virginia BRIM dated
August 27, 2013," is attached and filed as a part of the record.

At this point, Mr. Mountain called on Mr. Bayston, Managing Director of Interest
Rate Strategies at Standish Mellon, to continue the presentation. The thrust of his
presentation dealt with the market environment, a discussion of the economy, the
employment situation, the central bank, how the economic policy affects interest rates,
and the inflation outlook. He noted that for the most part, interest rates were generally
‘well behaved,” even though there was a gradual rise. However, the Fed reduced the
amount of volatility in the market, and that reduces the associated risk premium. The
Fed started the process of making asset purchases last fall, with a goal to continue to
purchase until there was improvement in the labor market. However,
Mr. Bayston continued, corporations were re-financing their debt; they increasingly
became issuing more debt in order to buy back stock, and the asset prices being seen
in the market were becoming elevated. The Fed looked at this as financial instability.

From this point forward, there was a gradual rise in interest rates.



After further discussion of the interest rates and monetary policy, Mr. Bayston
stated that the trend continues to be favorable and supportive of better economic times.
He noted, however, when talking about the future, a couple of risks needs to be
highlighted----the change in the leadership of the Fed, and the changes in the voting
membership of the Fed.

Mr. Bayston thereafter briefly reviewed the performance and portfolio section of
the report, noting that the result with higher interest rates was that performance over the
course of the last year was not particularly great in terms of total returns—negative
about 50 basis points for the trailing one-year period—lower than what we’ve been able
to produce in the fixed-income market over the last three to five years.

A lengthy conversation ensued regarding the positioning of the portfolios, which
are of very high quality, and how they were investing to ensure the highest yield
possible.

Mr. Cunningham thereafter ascertained that each year's addition to the fund has
been tracked annually for growth.

Mr. Bayston further explained that with regard to invoicing, AlG requests what is
necessary to wire the money out of the trust into the escrow account. BRIM's input as
far as investment strategy is very limited. The actual statements for each month spell
out what is being paid, which in turn aids in benchmarking. In terms of investment
performance and decision-making, we tend to evaluate ourselves on the gross

numbers.



WVIMB Investment Update

After further discussion and there being no questions for Mr. Bayston or
Mr. Mountain, Vice Chairman Martin recognized Tom Sauvageot of the Investment
Management Board, who briefly explained the Asset Allocation, Asset Class
Performance and Performance sections in the investments handout previously
distributed to the Board, a copy of which is attached and filed as a part of the record.

In discussing the performance, he noted that the Fed is artificially keeping down
interest rates by their demand of buying the longer term government bonds. He further
stated that the U.S. Equity, International Equity and Hedge Funds made significant
contributions in adding to BRIM’s portfolio return for the one- and three-year periods.
Although the US TIPS are the most conservative asset in the portfolio, they have been
the most negative in overall return.

Continuing, Mr. Sauvageot noted that BRIM’s returns are substantially higher
than the policy and strategic indices. Some of this is because of the strategic decisions
made in house. The investment guidelines of the WVIMB are not the same as those
which Standish uses, and this has allowed the IMB the opportunity to change a few
things. The IMB has underweighted the traditional core sectors, which has allowed
them to shorten up the maturities to make them less susceptible to interest rates, so the
shorter the maturity, the less downside risk when interest rates go up. The IMB has
replaced this to get higher yield by taking a little bit higher credit risk—very little in
government bonds and more in corporates gives the portfolio a higher yield.

Mr. Sauvageot thereafter discussed BRIM'’s asset performance. Performance for
the one- and three-year periods was very good but not so much for the five-year period.

This is because the year 2008 was a tough year and the markets were very bad.
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Mr. Cunningham asked if the IMB's target was something that BRIM could relate
to—Barclays or whomever? Mr. Sauvageot explained that, with regard to the portfolio
and not a particular asset, it is customized for BRIM. BRIM determines what the target
is, and the IMB creates a portfolio which they feel will achieve that target. Factors
influencing the target were how long the time horizon BRIM had, how much risk BRIM
was willing to take, and the liquidity needs BRIM has on a regular basis. Using these
variables, the IMB came up with what they thought was an appropriate asset allocation.
Mr. Cunningham thereafter asked about the target figure, and Mr. Sauvageot responded
that when the hedge fund was added, the target was about 5.7%. The IMB does their
review about every three years, however, and the target has basically remained the
same.

Vice Chairman Martin thereafter inquired if BRIM needed to revisit the allocation,
to which Mr. Sauvageot advised only if liquidity needs change—if BRIM needs to get
more money out of the investment.

Mr. Schumacher therafter stated that three years ago, the Cash component of
5% was added to the mix. The idea there was that BRIM knew they were going into a
period of several years in the rating cycle where they were giving money back, so we
knew on a cash flow basis we risked running a shortage. When Christy and Tom came
in, we set up this arrangement so we could go in and make a withdraw at any point in

time; then when we re-balance the portfolio, it's available again the following month.

BRIM Financial Report

There being no further discussion or questions for Mr. Sauvageot, Vice Chairman
Martin asked Mr. Schumacher to give his Chief Financial Officer's Report. The

unaudited balance sheet as of June 30, 2013 and the unaudited income statement for



the twelve months ending June 30, 2013 were received and filed, copies of which are
attached and made a part of the record.

A CD containing copies of the April, May, and June 2013 purchasing card
invoices was distributed to each Board member. The Vice Chairman signed the
acknowledgement form for the January, February, and March 2013 billings. The

acknowledgement form is retained by the Finance Department.

Loss Control Report

The Loss Control Report of the Deputy Director/Claim Manager was received
and filed, a copy of which is attached and made a part of the record.

Mr. Fisher also announced that the two Loss Control Specialist positions had
been filled, effective September 3, 2013.

There being no questions for Mr. Fisher, Vice Chairman Martin called on

Mr. Cunningham to discuss unfinished business issues.

UNFINISHED BUSINESS

Mr. Cunningham requested that the topic of BRIM’s net assets, which was tabled
at the previous Board Meeting, be revisited, emphasizing the need to move
expeditiously in finalizing a program to protect our reserves.

After a brief discussion, a MOTION was made by Mr. Cunningham that the Board
approve BRIM management’s recommended methodology for analyzing the agency’s
net assets, the Premium-to-Net Asset Reserve Ratio (NAR) as compared to other
similar agencies. In addition, an annual review of BRIM’s NAR level will be completed
and approved by the BRIM Board of Directors, preferably after the external year-end

audit has been completed. A 10% window will also be created, with an established ratio
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and “drop dead” point. Thereafter, the Board can be forced to take action at any time if
the ratio goes above or below the drop dead point. Mr. Anderson seconded the motion.
There being no discussion, a vote was taken and the MOTION ADOPTED.

Mr. Schumacher introduced Stephen Panaro, the new BRIM Controller, to the

Board members.

NEW BUSINESS

Mr. Cunningham announced that John Lukens, the Board Chairman, is resigning
and thereafter made a MOTION that the Board prepare a resolution acknowledging the
many, many years of excellent service and leadership, and his particular inimitable style
of presiding over the proceedings. Vice Chairman Martin noted that he was a very
stabilizing force through the years, especially during the medmal crisis, and he will be
greatly missed. Mr. Anderson seconded the motion. There being no further discussion,
a vote was taken and the MOTION ADOPTED.

Vice Chairman Martin thereafter congratulated and commended WVU and their
representatives, noting that they made national news recently on the restructuring of

their workers’ compensation program and saved a considerable amount of money.

ADJOURNMENT

There being pothjing further, the meeting adjourned at 2:36 p.m.

\)1 / ///zé / 3

Board Vice Chairman éate
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Executive Director’s Report
August 27, 2013

A. Marshall University and West Virginia University Medical Malpractice Program

* As of July 31, 2013, Marshall has deposited $1,760,132.45 into the
escrow account. The cumulative interest totals $124,882.72.
There have been no disbursements during fiscal year 2014 thus far.

* Asof July 31, 2013, a total of $5,579,087.45 has been transferred or deposited
into WVU's escrow account. The cumulative interest totals $130,484.46. There
have been no disbursements during fiscal year 2014 thus far.

B. State Agency/Senate Bill #3 Litigation

Litigation results: So far in 2013, we have tried five cases to a verdict, with
three defense verdicts, and two plaintiff verdicts. The latest case tried was a
defense verdict in June 2013.

C. Joint Committee on Government and Finance (JCGF) Report on the Patient Injury
Compensation Fund (PICF)

During the legislative interims on July 24, 2013, | spoke to the JCGF regarding the
status of the PICF. In response to some questions from the legislature, | submitted
the attached letter dated August 2, 2013 to Speaker Miley and President Kessler
with copies to the BRIM Board.

The letter provides a history of the PICF including deposits and disbursements and
is summarized as follows:



» PICF was created in 2004 to provide compensation for uncollectible
economic damages (damages that can be calculated from documents or
records and usually involve medical bills and expenses (past and future),
loss of wages and earnings (past and future), and future lost earning
capacity and profits) due to:

o Statutory limitation on “trauma care liability” at $500,000.
o Elimination of joint liability, but several liability is maintained.

e Exhausted all reasonable means to recover applicable insurance proceeds.

e BRIM can consider settlements as opposed to only jury awards.

e PICF is operated as a fund of last resort.

o PICF initial funding supposed to have been (from the tobacco account):

o FY 2005 $2,200,000
o FY 2006 $2,200,000
o FY 2007 $2,200,000

e PICF actual funding:

o FY 2005 $1,667,000

o FY 2006 $1,667,000

o FY 2007 $1,580,000
e Five outstanding claims

o Fourfor FY 2013; projected payout: $3,651,159.10
o One for FY 2014; projected payout: $ 943,912.85
o Additional expenses for FY 2013: $ 40,000.00 Estimated
o Total projected payout: $4.635,071.95
e Balance in PICF as of June 30, 2013: $3,494,611.06
o Estimated shortfall: ($1,140,460.89)

e Atthe end of any fiscal year in which there is a shortfall, WC CSR §§ 115-7-
6.4 and 6.5 address what is to be done procedurally.
o 6.4 instructs that the amount paid to each claimant shall be prorated.
o 6.5 instructs that unpaid proration be carried over to the next fiscal

year; however, unpaid claims are not a debt of the state and are
dependent upon funding.

At the present time, there are five outstanding claims being addressed by BRIM--
four for FY 2013 and one for FY 2014. Attached to the letter is a reconciliation of
the deposits and actual disbursements and projected disbursements. From the
reconciliation, it is apparent that there are insufficient funds to fully pay the
projected amounts for the five claims presented. The reconciliation projects
payments for the four FY 2013 claims totaling $3,651,159.10. The one FY 2014
claim is projected to cost $943,912.85. The fund balance as of June 30, 2013 is
$3,494,611.06, which leaves a shortfall of $1,140,460.89.

In the event there are insufficient funds remaining in the PICF, WV CSR§§ 115-7-
6.4 and 6.5 address what is done in such circumstances.



Invoice for Legal Services

We received invoices for legal services from the following two firms: Pullin, Fowler,
Flanagan, Brown and Poe, and Bailey and Wyant. The legal services invoices were
the final invoices attributed to the PICF for FY 2013. Processing the final legal
services invoices allows us to reconcile all payments for the PICF and accurately

determine the amount available in the PICF to pay claims that were received in
FY 2013.

Over the last four fiscal years, we have paid 22 separate invoices for legal services
from the PICF without a problem. The last invoice submitted, which amounted to
only $1,055.30, was submitted to the Auditor’s Office for payment. A representative
from the Auditor's Office contacted the Attorney General to inquire if they (the
Attorney General) needed to approve the invoice/ contract for legal services. The
Office of the Attorney General advised the Auditor's Office that it did require approval
of the Attorney General. | questioned the Office of the Attorney General what
needed approval but have not received a response at this time.

Legal Opinion of FOIA on Surveys/Recommendation from WV Mutual on Medical
Malpractice

During a recent Loss Control meeting, an insurer expressed some very legitimate
concerns regarding FOIA protection/discoverability of the results of the
comprehensive medical malpractice risk management program surveys. We did
seek the advice of counsel on this issue. It is the opinion of counsel that the reports
developed as a result of the survey team meeting and the review organization
criteria set by the WV Code § 30-3C-1 are privileged information and, thus, not
subject to the Freedom of Information Act.

Asset Management Policy

At the previous BRIM Board Meeting on May 28, 2013, the three potential processes
for analyzing BRIM’s net assets were discussed at length, with no decision being
reached to date. This matter is still open for comment.

Annual Report to the Governor on Board Activities

In accordance with the provisions of §29-12-4 of the West Virginia Code, the Annual
Report of the West Virginia Board of Risk and Insurance Management as of

June 30, 2013 will be submitted to the Governor, legislative auditor and budget
director by no later than August 31, 2013.



. Requests for Proposals
1. Consultant for Cyber Liability

2. On-line Defensive Driving

Tentative implementation for on-line defensive driver training is scheduled to

begin January 1, 2014 for all BOEs. State agencies will participate in the
summer 2014,

| STRIMA

Robert Fisher, Steve Schumacher, Chuck Mozingo, John Fernatt and | will be

attending the annual STRIMA Conference next month from September 15-19, 2013
in Nashville, Tennessee.

J. Personnel Issues

Retirees —  June Butterfield - effective June 1, 2013
Linda Dexter - effective August 31, 2013
John Lukens - effective September 1, 2013
Jerry Gladwell - effective October 1, 2013

New Hires — Stephen Panaro - Controller
effective August 6, 2013

Ashlyn Harlan - Safety/Loss Control Specialist 1
effective September 3, 2013

Shawn Hall - Safety/Loss Control Specialist 1
effective September 3, 2013

Temporaries — June Butterfield - Office Manager
Ryne Eich - Claims - Office Assistant 1
Niki Miller-Casdorph - Finance - Office Assistant 2
Kati Heindl - IT - Office Assistant 1

Respectfully submitted,

Charles E. Jones,
Executive Director

CEJ:ld

Aftachment
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August 2, 2013

The Honorable Tim Miley The Honorable Jeffrey V. Kessler
Speaker of the House of Delegates President of the Senate

State of West Virginia State of West Virginia

Room 228M, Building 1 Room 227M, Building 1

State Capitol Complex State Capitol Complex
Charleston, West Virginia 25305 Charleston, West Virginia 25305

Reference: Patient Injury Compensation Fund

Gentlemen:

In accordance with a request for additional information on the Patient Injury
Compensation Fund (PICF) during the July 24, 2013 Joint Committee on Government
and Finance interim meeting, | submit the following for your review.

The West Virginia Legislature created the West Virginia PICF in 2004 for the
purpose of providing fair and reasonable compensation to claimants in medical
malpractice actions for any portion of economic damages awarded that is uncollectible
as a result of limitations on economic damage awards for trauma care, or as a result of
the operation of the joint and several liability principles and standards, set forth in article
seven-b [§§ 55-7B-1], chapter fifty-five of [the West Virginia] code. W.Va. Code §29-
12D-1(a) The PICF shall be administered by the Board of Risk and Insurance
Management (BRIM). W.Va. Code §29-12D-2

Any qualified claimant seeking payment from the fund must establish to the
satisfaction of the board [BRIM] that he or she has exhausted all reasonable means to
recover from all applicable liability insurance an award of economic damages, following
procedures prescribed by the board by legislative rule. W.Va. Code §29-12D-3(c)

The economic damages must have been awarded but be uncollectible after the

exhaustion of all reasonable means of recovery of applicable insurance proceeds.
W.Va. Code §29-12D-3(d)
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In its discretion, the board may make a payment or payments out of the fund to a
qualified claimant in connection with the settlement of claims arising under article
seven-b [§§ 55-7B-1 et seq.] chapter fifty-five of [the West Virginia] code, all according
to rules promulgated by the board. W.Va. Code §29-12D-3(f) The agency [BRIM] may,

but is not required to, consider, approve or disapprove any settlement petition. W.Va.
Code of State Rules (CSR) §115-7-8.2

The fund shall be operated as a fund of last resort. Payment by the fund to a
qualified claimant for uncollectible economic damages may be made only when all
insurance coverages have been exhausted. W. Va. CSR §115-7-4 Funding for the
PICF was provided for through W.Va. Code §29-12D-1(b).

Initial funding for the fund shall be provided as follows: During fiscal
year two thousand five, two million two hundred thousand dollars of
the revenues that would otherwise be transferred to the tobacco
account established in subsection (b), section two, article eleven-a,
chapter four of this code pursuant to the provisions of section
fourteen, article three, chapter thirty-three of this code shall be
transferred to the fund; during fiscal year two thousand six, two
million two hundred thousand dollars of the revenues that would
otherwise be transferred to the tobacco account established in
subsection (b), section two, article eleven-a, chapter four of this
code pursuant to the provisions of section fourteen, article three,
chapter thirty-three of this code, shall be transferred to the fund:
and during fiscal year two thousand seven, two million two hundred
thousand dollars of the revenues that would otherwise be
transferred to the tobacco account established in subsection (b),
section two, article eleven-a, chapter four of this code pursuant to
the provisions of section fourteen, article three, chapter thirty-three
of this code shall be transferred to the fund. Beginning fiscal year
two thousand eight, if and to the extent additional funding for the
fund is required from time to time to maintain the actuarial
soundness of the fund, the additional funding may be provided by
further act of the Legislature, either from the revenue stream
identified in this subsection or otherwise. Payments to the tobacco
fund shall be extended until the tobacco fund is repaid in full.

In actuality, funding for the PICF amounted to a total of $4,914,412.01
which consisted of payments of $1,667,000, $1,667,000, and $1,580,412.01 in
fiscal years 2005, 2006, and 2007, respectively.

At the present time, there are five outstanding claims being addressed by
BRIM; four for the fiscal year running from July 1, 2012 to June 30, 2013, and
one for the fiscal year running from July 1, 2013 to June 30, 2014. Itis clear that
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the balance remaining in the Patient Injury Compensation Fund is insufficient to
fully satisfy the awards which are and will be made with regard to the five
aforementioned claims. W.V. CSR §§ 115-7-6.4 and 6.5 address what is to be
done in such circumstances:

6.4 If, after the payment of all expenses incurred for
the administration of the fund during the fiscal year, the
available cash and invested assets remaining in the
fund are insufficient to pay in full all claims for
uncollectible economic damages that have become
final during the fiscal year, the amount paid to each
qualified claimant shall be prorated in a manner so that
each qualified claimant with a final claim receives the
same percentage of compensation as his or her
amount of approved and outstanding compensation at
the end of the fiscal year relates to the total amount of
all approved and outstanding compensation at the end
of the fiscal year.

6.5 Any uncollectible economic damages unpaid to
qualified claimants after the proration, shall be carried
forward to the next fiscal year as a final claim. Unpaid
claims are not a debt of the state of West Virginia or a
charge against the general revenue fund, and
payments in future years shall be entirely dependent on
the contributions, revenues or moneys paid into the
fund by the state or from any other source.

BRIM is in the process of reconciling final expenses for FY 2013. Upon
reconciliation of those final expenses which are anticipated to approximate $40,000, the
PICF as of June 30, 2013 will have a balance of approximately $3,454,611.06.

Attached is a summary of all PICF deposits and disbursements as of June 30,
2013. Included in the summary are the projected disbursements (claim payments) for
the five pending claims. As is illustrated in the PICF summary, for the four FY 2013
claims, the projected payment is $3,651,159.10 which exceeds the June 30, 2013 PICF
fund balance. Additionally, the FY 2014 claim has a projected potential payment of
$943,912.85 which further adds to the deficiency. In conclusion, the PICF does not
have enough funds to fully pay the FY 2013 claims, or any funds to pay any part of the
FY 2014 claim. The estimated shortfall is $1,140,460.89.



House Speaker Tim Miley
Senate President Jeffrey V. Kessler Page 4

| sincerely hope this communication is responsive to the inquiries of the
Committee. Should there be any questions, | am available to provide additional
information.

Respectfully submitted,

(.’ﬂ%m-——;%
A Y

Charles E. Jones, Jr.
Executive Director

CEJ:lid

c: Ross Taylor, Cabinet Secretary,
Department of Administration
Robert Fisher, BRIM Deputy Director/Claim
Manager
Steve Schumacher, CPA, BRIM CFO
BRIM Board

Attachment



STATE OF WEST VIRGINIA

DEPARTMENT OF ADMINISTRATION
BOARD OF RISK AND INSURANCE MANAGEMENT

90 MACCORKLE AVENUE SW, Suite 203 (304) 766-2646 ADMINISTRATION
SOUTH CHARLESTON, WV 25303 (304) 744-7120 FAX
(800) 345-4669 TOLL FREE WV
www.state.wv.us/brim

Earl Ray Tomblin
Governor Ross Taylor
Cabinet Secretary
Charles E. Jones, Jr.
Executive Director
charles.e.jones@wv.gov

Chief Financial Officer’s Report
August 27, 2013

A. P Card Report

CD copies contain the supporting detail for P card purchases for the months of April, May and June, 2013.
These totals are:

April $49,213.73
May $53,061.23
June $43,156.73

B. Financial Results

e The financial results provided for the fiscal year ended June 30, 2013 are preliminary and subject to
year-end audit results. Reserves are adjusted for the draft estimates of AON’s risk funding study as
of June 30, 2013. AON’s final report will be issued in early September. The completed risk funding
study will be reviewed by Ernst & Young as part of their normal year-end audit work. Their audit will
be completed by mid-October when BRIM’s final audited financial statements for FY’13 will be issued.

e Net premium revenue for FY’13 is $4.2 million lower than FY’12. BRIM provided additional reductions
in premiums to insured entities in FY’13 while incurring higher excess insurance costs.

e Claims and claims-related payments for FY’13 were approximately $3.9 million higher than in FY’12.
Claims liabilities increased both years - $6.6 million for FY’13 and $10.8 million for FY’12.

e The overall return on funds invested was 2.1% for FY’13 vs. 3.8% for FY’12. The lower interest rate
environment reduced year-over-year investment earnings by $5.6 million for FY’13.

e BRIM’s net loss of $7.2 million for FY’13 versus a net income of $1.7 million for FY’12 is the
combined result of lower net premiums and poorer investment results that were offset by a slight
reduction in operating expenses of $0.6 million for the current year.

C. Government Finance Officers Association (GFOA) Recognition

e GFOA recently notified BRIM that it received the organization’s prestigious Certificate of Achievement
for Excellence in Financial Reporting for BRIM’s Comprehensive Annual Financial Report (CAFR) for
the year ended June 30, 2012. This is GFOA'’s highest form of recognition in governmental
accounting and financial reporting and it represents the 18" consecutive year that BRIM has been
acknowledged for this achievement.


http://www.state.wv.us/brim
mailto:charles.e.jones@wv.gov

West Virginia Board of Risk and Insurance Management

UNAUDITED BALANCE SHEET %
June 30
2013 2012
(in thousands)
ASSETS
Short Term Assets
Cash and Equivalents $ 19,723 $ 25,568
Advance Deposit with Carrier/Trustee 201,538 200,949
Receivables - Net 4,560 1,200
Prepaid Insurance 7 22
Total Short Term Assets 225,828 227,739
Long Term Assets
Investments 139,875 138,164
Total Long Term Assets 139,875 138,164
TOTAL ASSETS 365,703 365,903
LIABILITIES
Short Term Liabilities
Accounts payable 230 433
Claims Payable - 8
OPEB Liability 374 374
Agents Commissions Payable 860 1,026
Unearned Revenue 6,307 5,494
Current Estimated Claim Reserve 51,359 47,719
Total Short Term Liabilities 59,130 55,054
Long Term Liabilities
Compensated Absences 67 67
Estimated Noncurrent Claim Reserve 92,210 89,267
Total Long Term Liabilities 92,277 89,334
TOTAL LIABILITIES 151,407 144,388
Prior Year Net Assets
Restricted - HB601 and Mine Subsidence 45,599 43,061
Unrestricted 175,916 176,767
Total Prior Year Net Assets 221,515 219,828
Current Year Earnings (Deficiency)
Restricted - HB601 and Mine Subsidence 11,274 2,538
Unrestricted (18,493) (851)
Total Current Year Earnings (Deficiency) (7,219) 1,687
Total Net Assets
Restricted - HB601 and Mine Subsidence 56,873 45,599
Unrestricted 157,423 175,916
TOTAL NET ASSETS 214,296 221,515
TOTAL LIABILITIES AND RETAINED EARNINGS $ 365,703 $ 365,903

DRAFT - Unaudited - Management Purposes Only

8/23/2013

BRIM - Page 1



>
West Virginia Board of Risk and Insurance Management A
UNAUDITED INCOME STATEMENT m\
For the twleve months ending \
June 30
2013 2012
(in thousands)
Operating Revenues
Premium Revenues $ 47266 $ 51,046
Less - Excess Insurance (5,825) (5,386)
Total Operating Revenues 41,441 45,660
Operating Expenses
Claims Expense 46,285 48,404
Property & MS Claims Expense 6,841 4,992
Personal Services 1,306 1,672
General & Administrative Expense 1,977 2,320
Total Operating Expenses 56,409 57,288
Operating Income (Loss) (14,968) (11,628)
Nonoperating Revenues
Investment Income 7,749 13,315
Total Nonoperating Revenues 7,749 13,315
Net Income (Loss) % (7,219) $ 1,687

DRAFT - Unaudited - Management Purposes Only

BRIM - Page 2
8/23/2013



STATE OF WEST VIRGINIA

DEPARTMENT OF ADMINISTRATION
BOARD OF RISK AND INSURANCE MANAGEMENT

90 MACCORKLE AVENUE SW, Suite 203 (304) 766-2646 ADMINISTRATION
SOUTH CHARLESTON, WV 25303 (304) 744-7120 FAX

(800) 345-4669 TOLL FREE WV
www . state.wv.us/brim

Earl Ray Tomblin Charles E. Jones, Jr. Ross Taylor
Governor Executive Director Cabinet Secretary

Loss Control Report to the Board
August 2013

We are pleased to report that we have been able to fill the two vacant loss
control specialist positions. Our new folks will begin work on September 3, 2013 and we
will introduce them to you at a later meeting. With these additions the department will be
back at full strength for the first time in a long time.

West Virginia State University sought our help due to their recent acquisition
of the old West Virginia Rehabilitation Center property. We provided guidance with
regard to occupancy and use of buildings that are to be utilized; and guidance on how to
properly secure and protect those that will not be utilized at this time.

Our partner, the West Virginia Mutual Insurance Company, has recently
completed medical malpractice risk management program surveys at Marshall University
and the West Virginia School of Osteopathic Medicine. With information gathered from
these surveys, we will jointly tailor medical malpractice loss control efforts for them as
well as the other three entities that will receive these services.

BRIM and Hartford Steam Boiler will sponsor two boiler safety and
operational seminars this fall. We are hopeful that these seminars will continue to attract
large crowds and that what is learned at the seminars will help keep boiler losses minor
and to a minimum as they have been for many years.

As is our late summer custom, we are currently evaluating loss control
questionnaire submissions for our state agencies. The results will be used to calculate loss
control credits and surcharges for next fiscal year’s premium.

We have successfully renewed our risk management service vendor contracts
for the 2014 fiscal year with Aon and Hartford Steam Boiler.



During the months of May, June, July, and August Aon conducted 196
inspections and Hartford conducted 821. The reports are being processed according to
established procedures.

Since my last report, our loss control technical staff reports the following
activity:

10 Loss Control Visits
These are standard loss control visits which focus on all coverage
areas and which result in information and/or loss control
recommendations being provided.

15 Standards of Participation Visits
These are visits which are designed to provide assistance to our
insured who are seeking to become compliant with the BRIM
Standards of Participation program.

4 Presentation Visits
These are visits during which we provide active training and/or
outreach to a group of individuals.

2 Continuing Education Visit
These are visits which are designed to provide the loss control
specialists with education and training for professional
development.

Dated: 9/2 6/2 0/ 32
Respectfully submitted,

/et il

Robert A. Fisher
Deputy Director and Claim Manager
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The State of West Virginia BRIM

Biographies

Robert Bayston, CFA

Robert is the Managing Director and Senior Portfolio Manager of US Interest Rate Strategies. He is responsible for the portfolio
management of all US Treasury/government and agency mortgage backed strategies. Robert also manages all inflation linked
portfolios including US and global mandates. In addition to his portfolio management responsibilities, Robert oversees the research
and strategy efforts in US interest rate products including the use of derivative strategies for risk management and liability hedging.
Robert joined the firm in 1991 and has held several positions in fixed income research and trading before assuming his current
responsibilities in 2005. He has an M.S. in Finance from Boston College and a B.S. from the University of Virginia's McIntire School of
Commerce. Robert is a member of the Boston Security Analysts Society and holds the CFA® designation. He has over 21 years of
investment experience and has spent his entire career with Standish.

Scott Mountain, CFA

Scott is a Senior Relationship Manager in our Boston office responsible for client relationships for our institutional fixed income
portfolios. He joined the company in 2006 from Lehman Brothers where he was responsible for client service, trading, and middle
market equity sales. Scott has an M.S. in Investment Management from Boston University, and a B.A. from the University of
Massachusetts at Amherst. Scott holds the CFA® designation and has 15 years of industry experience.

Laura Zink

Laura is a Relationship Manager in our Boston office responsible for client relationships for our institutional fixed income portfolios.
She joined the company in 2012 from BMO Global Asset Management where she was a Relationship Manager for institutional
clients. Previously Laura worked as an Investment Analyst at Northern Trust; prior to that she was a Performance Analyst at Mercer
Investment Consulting. Laura received both her M.B.A. and B.S. from DePaul University. Laura has 11 years of industry experience.
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Corporate Overview

Standish By The Numbers

1933 Ded!categl exclusively to
Year Standish is founded fIXEd iIncome and
credit solutions

163 billion

USD in assets under management!

185 employees?

130 Investment professionals
located in U.S., UK., & Singapore?

@ UsS. regional and global mandates
With clients in 35 countries

Source: Standish as of June 30, 2013.

1 Assets under management (AUM) as of June 30, 2013. Standish had reported total AUM of $104 billion as of December 31, 2012. The difference is the result of a planned corporate
restructuring, effective January 1, 2013, that saw the transfer to Standish of cash and stable value assets previously managed by BNY Mellon Cash Investment Strategies, a division of
The Dreyfus Corporation. This figure includes assets managed by Standish personnel acting as dual officers of The Dreyfus Corporation or The Bank of New York Mellon, and high yield
assets managed by personnel of Alcentra NY, LLC acting as dual officers of Standish. Standish, Dreyfus, and Alcentra are registered investment advisers; they and The Bank of New York
Mellon are wholly-owned subsidiaries of The Bank of New York Mellon Corporation.

2 Includes shared employees of BNY Mellon Asset Management (UK) Limited and MBSC Securities Corporation, both affiliates of Standish Mellon Asset Management Company LLC
("Standish"), contracted employees from the Singapore Branch of The Bank of New York Mellon, and employees of Alcentra NY, LLC acting as dual officers of Standish. These individuals
may from time to time act in the capacity of shared employees of Standish, performing sales, marketing, portfolio management support, research and trading services for certain
Standish managed accounts.
In addition, Standish is also supported by BNY Mellon Asset Management Operations LLC ("BNYM AM Ops") which is a legally separate entity that provides services related to all aspects STAND][SH
of IT and operations, including front, middle and back office services through a Service Level Agreement.
» A BNY MELLON COMPANY*M



Corporate Overview

Standish Mellon Asset Management Company LLC!

Desmond Mac Intyre
Chairman & Chief Executive Officer, Standish

Active Fixed Income Division Tax Sensitive Division Cash Division
$77.2 Billion AUM $29.6 Billion AUM $36.3 Billion AUM

Stable Value Division
$19.9 Billion AUM

Desmond Mac Intyre Christine Todd, CFA James Kohley, CFA?
Chairman & CEO, Standish 2 President of Standish " Executive Vice President
Head of Active Fixed Income Division Head of Tax Sensitive Division Head of Cash Division
Patrick Lyn, CFA Steven Harvey James Kohley, CFA?
Managing Director of Client Service " Director of Relationship Management " Director of Client Service
Active Fixed Income Division Tax Sensitive Division Cash Division

Michael Faloon, CFA, FRM
Chief Operating Officer

Eric Baumhoff, CFA

CIO, Stable Value
Head of Stable Value Division

Douglas Barry, CFA

Senior Relationship Manager
Stable Value Division

Julia Braithwaite
Chief Compliance Officer

Christopher Austin, CFA
Managing Director of U.S. Sales & Global Consultant Relations

Alex Over
Managing Director of Global Sales & Product Strategy

1 As of June 30, 2013. Assets under management (AUM) includes assets managed by Standish personnel acting as dual officers of The Dreyfus Corporation or The Bank of New York Mellon,
and high yield assets managed by personnel of Alcentra NY, LLC acting as dual officers of Standish. Standish, Dreyfus, and Alcentra are registered investment advisers; they and The Bank of

New York Mellon are wholly-owned subsidiaries of The Bank of New York Mellon Corporation.
2 MBSC Securities employee who is a dual officer of Standish.

STANDISH
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Corporate Overview

Investment Strategies & Solutions

Multi-Sector
Relative Return

Single Sector
Relative Return

Emerging Markets Total Emerging Markets

Local Currency, US$,
Corporates, Opportunistic

Global Core Plus

Global Corporate Credit
U.S., Euro & Global

Global Core/Non-US Core

Securitized Strategies
ABS & CMBS

Long Duration

Mortgages U.S. Core Plus

U.S. Core

Tax-Sensitive
Short, Intermediate, Long

Short/Intermediate
Duration

TIPS
U.S. & Global

Absolute FX
Government

Absolute
Return

Opportunistic Fixed Income

Tax Sensitive Absolute Return

Stable Value

U.S. & Global

Liability Driven Investing * Insurance Client Strategies *

Liquidity Strategies

ESG/SRI

STANDISH

> A BNY MELLON COMPANY*M



Standish Active Fixed Income Division

=
2
>
—_
()
>
% Desmond Mac Intyre
= Chairman & CEO of Standish, Division Head
—_
o
o David Leduc, CFA
8 Chief Investment Officer
David Horsfall, CFA Raman Srivastava, CFA
Co-Deputy Chief Investment Officer Co-Deputy Chief Investment Officer
Thomas Higgins, PhD
Chief Economist & Global Macro Strategist
MULTI-SECTOR PORTFOLIO MANAGEMENT
(ST Sin (s GLOBAL FIXED INCOME? U.S. CORE / CORE PLUS INSURANCE LIABILITY DRIVEN
David Horsfall. CEA ) } CLIENT STRATEGIES* INVESTING*
David Leduc, CFA Raman Srivastava, CFA David Bowser, CFA Anthony Criscuolo, CFA Andrew Catalan, CFA
Raman Srivastava, CFA Brendan Murphy, CFA David Horsfall, CFA James Kaniclides, CFA Matthew Fontaine, CFA
SINGLE-SECTOR PORTFOLIO MANAGEMENT & RESEARCH
GLOBAL SOVEREIGN / REGIONAL? EMERGING MARKETS DEBT?3 GLOBAL CORPORATE CREDIT?
Raman Srivastava, CFA Brendan Murphy, CFA Alexander Kozhemiakin, PhD, CFA Jake Gaul, CFA Chris Barris?
CURRENCY INTEREST RATE STRATEGIES SECURITIZED STRATEGIES
Federico Garcia Zamora Robert Bayston, CFA Thomas Graf, CPA
TRADING + RISK MANAGEMENT +« COMPLIANCE . ACTUARIAL SERVICES®

1 London - Includes employees from Standish Division of BNY Mellon Asset Management (UK) Limited

2 Includes employees of Alcentra NY, LLC acting as dual officer of Standish

3 Singapore — Includes contracted research analysts from the Singapore Branch of The Bank of New York Mellon ;

4 Includes contracted research capabilities.
7 Note: Some investment professionals perform the same role on more than one product team. CFA® and Chartered Financial Analyst® are registered trademarks owned by CFA Institute. STAND][SH

> A BNY MELLON COMPANY*M



Corporate Overview

Interest Rate Strategies Team

Robert Bayston, CFA

Managing Director

Investment Team Resources
Portfolio S Trading Portfolio Analytics Quantitative
Management Research Research

Nate Pearson, CFA Jeff Nutt, CFA
Karen Gemmett, CFA Gregory Neville

Robert Bayston, CFA Patrick Gillis Product

Support

MACROECONOMIC RESEARCH COMMITTEE

Thomas Higgins, PhD
Chief Economist & Global Macro Strategist

CFA® and Chartered Financial Analyst® are registered trademarks owned by the CFA Institute

STANDISH
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Market Environment

U.S. Treasury Yields

U.S. Treasury Yields
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Market Environment

Fed Tapering Talk Caught the Market by Surprise

Fed Balance Sheet

Stock & Bond Market Volatility
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Source: Federal Reserve as of June 2013

Please see important disclosures at the end of this presentation.

Source: Bloomberg June 2013
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U.S. Treasury Yields Have Moved Toward Fair Value

10-Year US Treasury Yield

=====Actual 10-Year Treasury Yield Fair Value Model

Market Environment
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Source: Federal Reserve and Standish as of June 2013

11 Please see important disclosures at the end of this presentation. STAND][SH
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Sector Returns & Corporate Bonds Spreads
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Real GDP & Manufacturing Activity
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Market Environment

14

Employment

Private Employment and Wages and Salaries

Weekly Jobless Claims 4 Week Moving Average
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Market Environment

15

Core Inflation & Inflation Expectations

Headline versus Core Inflation
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Market Environment

Stock and Bond Flows Have Been Down Over Past Month

Net Inflows
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Source: Investment Company Institute as of June 27,2013

Please see important disclosures at the end of this presentation.
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Global Growth and Inflation Forecasts

T

[}

&

c

o

g July 2013 Standish IMF

[N}

E Real GDP CPI Real GDP CPI

§ Survey 2012 2013F 2014F 2012 2013F 2014F 2012 2013F 2014F 2012 2013F 2014F
United States 2.2 18 2.2 18 1.8 1.8 2.2 19 3.0 1.8 17 1.8
Japan 2.0 2.2 1.8 -0.2 0.7 3.0 2.0 1.6 14 -0.2 0.7 3.6
United Kingdom 0.2 0.6 15 2.6 2.8 24 0.2 0.7 15 2.6 2.6 24
Euro-zone -0.6 -0.7 1.0 2.2 1.0 14 -0.6 -0.3 11 2.2 1.6 14
Developing Asia 6.6 6.7 6.5 4.7 4.2 43 6.6 7.0 7.1 4.7 51 4.8
Eastern Europe & CIS 2.6 25 3.2 5.6 4.8 4.8 2.6 29 3.5 5.6 54 5.2
Latin America 3.0 34 34 5.9 6.9 6.8 3.0 34 3.9 5.9 6.1 5.5
Global 31 31 35 3.8 35 3.6 31 3.2 3.8 3.8 3.7 3.7

Source: Standish and the International Monetary Fund forecasts as of January 2013 based on purchasing power parity.

F=Forecast STAND][SH

17 Please see important disclosures at the end of this presentation.
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Performance & Portfolio Review

18

State of West Virginia BRIM

State of West Virginia BRIM Market Values

State of West Virginia Retro-Natl Union
State of West Virgina - BRIM 2005-06
State of West Virginia - BRIM 2006-07
State of West Virginia - BRIM 2007-08
State of West Virginia - BRIM 2008-09
State of West Virginia - BRIM 2009-10
State of West Virginia - BRIM 2010-11
State of West Virginia - BRIM 2011-12
State of West Virginia - BRIM 2012-13

Total

Market Value:

Market Value:

Market Value:

Market Value:

Market Value:

Market Value:

Market Value:

Market Value:

Market Value:

Market Value:

$10,879,633
$7,007,661

$13,390,874
$21,518,932
$24,287,703
$26,520,525
$25,534,390
$32,770,573
$46,063,038

$207,973,329

STANDISH
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Performance & Portfolio Review
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State of West Virginia BRIM

Portfolio performance as of 6/30/13

Since
3 months (%) YTD 1Year (%) 3 Year (%) 5 Year (%) Inception
7/31/05 (%)
Total Return
State of West Virgina — BRIM 2005-06 -1.34 -1.17 -0.51 231 4.00 4.40
Barclays US Government Intermediate 1.37 -1.23 -0.59 2.33 3.80 4.34
Value Added -2.71 0.06 0.07 -0.02 0.20 0.06
Market Value: $7,007,661.38
Portfolio performance as of 6/30/13
Since
3 months (%) YTD 1Year (%) 3 Year (%) 5Year (%) Inception
7/31/06 (%)
Total Return
State of West Virginia - BRIM 2006-07 -1.35 -1.18 -0.53 2.29 3.95 4.69
Barclays US Government Intermediate -1.37 -1.23 -0.59 2.33 3.80 4.69
Value Added 0.02 0.05 0.06 -0.04 0.15 0.00
Market Value: $13,390,874.38
Portfolio performance as of 6/30/13
Since
3 months (%) YTD 1Year (%) 3 Year (%) 5Year (%) Inception
7/31/07 (%)
Total Return
State of West Virginia - BRIM 2007-08 -1.35 -1.18 -0.51 2.27 3.96 4.57
Barclays US Government Intermediate -1.37 -1.23 -0.59 2.33 3.80 4.53
Value Added 0.03 0.05 0.07 -0.06 0.16 0.04

Market Value: $21,518,932.05
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State of West Virginia BRIM

Portfolio performance as of 6/30/13

3 months (%) YTD 1Year (%) 3 Year (%) lncseI:‘t::on
1/31/09 (%)
Total Return
State of West Virginia - BRIM 2008-09 -1.33 -1.16 -0.50 2.29 2.83
Barclays US Government Intermediate -1.37 -1.23 -0.59 2.33 2.89
Value Added 0.04 0.07 0.09 -0.04 -0.07
Market Value: $24,287,703.36
Portfolio performance as of 6/30/13
Since
3 months (%) YTD 1 Year (%) 3 Year (%) Inception
8/31/09 (%)
Total Return
State of West Virginia - BRIM 2009-10 -1.34 -1.18 -0.52 2.27 3.02
Barclays US Government Intermediate -1.37 -1.23 -0.59 2.33 3.01
Value Added 0.03 0.05 0.07 -0.06 0.01
Market Value: $26,520,524.83
Portfolio performance as of 6/30/13
Since
3 months (%) 1Year (%) 3 Year (%) Inception
9/30/09 (%)
Total Return
State of West Virginia Retro-Natl Union -1.33 -1.17 -0.50 231 2.90
Barclays US Government Intermediate -1.37 -1.23 -0.59 2.33 2.93
Value Added 0.04 0.07 0.08 -0.02 -0.02

Market Value: $10,879,633.07

STANDISH
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State of West Virginia BRIM

Portfolio performance as of 6/30/13

Since
3 months (%) YTD 1 Year (%) Inception
8/31/10 (%)
Total Return
State of West Virginia - BRIM 2010-11 -1.34 -1.17 -0.52 1.79
Barclays US Government Intermediate -1.37 -1.23 -0.59 1.81
Value Added 0.04 0.06 0.07 -0.01
Market Value: $25,534,389.80
Portfolio performance as of 6/30/13
Since
3 months (%) YTD 1 Year (%) Inception
8/31/11 (%)
Total Return
State of West Virginia - BRIM 2011-12 -1.33 -1.18 -0.52 0.77
Barclays US Government Intermediate -1.37 -1.23 -0.59 0.77
Value Added 0.04 0.06 0.07 0.00
Market Value: $32,770,572.57
Portfolio performance as of 6/30/13
Since
3 months (%) YTD Inception
7/31/12 (%)
Total Return
State of West Virginia - BRIM 2012-13 -1.34 -1.17 -0.98
Barclays US Government Intermediate -1.37 -1.23 -1.17
Value Added 0.03 0.06 0.19

Market Value: $46,063,038.20

STANDISH

> A BNY MELLON COMPANY*M



Performance & Portfolio Review

22

Outlook & Strategy — Interest Rate Strategies

Investment Environment

Fed communications indicate a desire to reduce the asset
purchase program in the coming months in response to the
“considerable” improvement in the labor market since the
introduction of the latest purchase program in September
2012. The Fed continues to make a strong distinction
between slowing/ending balance sheet expansion and
tightening of monetary policy, however there is continued
debate on the timing of ending further security purchases
which has generated significant market volatility.

Higher interest rates, increased volatility and uncertainty
over Fed purchase program has weighed on agency
mortgage valuations. The long duration of low coupons
and future market environment that is less dependent on
Fed or GSE purchases requires a valuation concession in
excess of recent historical averages.

Increased financial market volatility and fears of
preemptive Fed tightening have cheapened TIPS
valuations materially relative to nominal Treasury
securities. While risk of monetary policy error has risen
somewhat, the relative illiquidity of TIPS and restrained
dealer balance sheets have caused TIPS valuations to
overshoot fundamental valuations.

Risks!

» Fiscal policy driven growth slowdown results in recession

Portfolio Strategy

Strategic duration bias continues to be neutral to short
performance benchmarks. Tactically, positioning will shift
in response to volatility and market valuations relative to
expected outcome. Specifically, overweight duration in
short maturity accounts reflects market not distinguishing
between tapering and tightening.

Underweight agency mortgages. Coupon focus is moving
towards higher coupons to take advantage of more
attractive valuations and reduced policy risks associated
with an improving housing market..

Tactical long positions in intermediate maturity TIPS versus
nominal Treasuries to take advantage of overpriced
liquidity premium and cheap inflation protection. Avoid
short maturities that are vulnerable to downside volatility
in energy based commodities that may occur with further
downgrading of China growth expectations.

» Premature monetary policy tightening results in tighter financial conditions and deleveraging of carry trades

1 This is not an exhaustive list. Portfolio holdings are subject to change at any time.
Note: As of June 30, 2013
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State of West Virginia — BRIM 2011-12 Sector Distribution vs. Benchmark

Nominal (%) as of 6/30/2013

® State of West Virginia BRIM 2011-12
B Barclays US Government Intermediate
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Contribution to Duration (Years) as of 6/30/2013
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State of West Virginia — BRIM 2011-12 Duration & Characteristics

Portfolio vs Index as of 6/30/2013

Summary Characteristics

m State of West Virginia - BRIM 2011-12
B Barclays US Government Intermediate
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Portfolio Duration: 3.59 years

Index Duration: 3.59 years
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Portfolio Index
Duration 3.59 years 3.59 years
Quality AAA AAA
Yield to Maturity 1.01% 0.97%
Average Maturity 3.64 years 3.81 years
Coupon 1.43% 1.96%
Corporate Holdings

S&P
Security Name Maturity Duration Yield Coupon Rating Pct%
BERKSHIRE HATHAWAY FIN 5/15/17 3.78 1.71 1.60 AA 1.13%
APPLE INC 5/3/18 4.76 1.86 1.00 AA+ 0.48%
CHEVRON CORP 12/5/17 4.34 1.64 1.10 AA 1.10%
COLGATE-PALMOLIVE CO 5/1/18 4.76 1.72 0.90 AA- 0.49%
MICROSOFT CORP 11/15/17 4.32 1.56 0.88 AAA 0.79%
SHELL INTERNATIONAL FIN 12/4/15 2.42 0.67 0.63 AA 1.14%
TOTAL CAPITAL CANADA LTD 1/15/18 4.41 1.99 1.45 AA- 0.30%
TOTAL CAPITAL INTL SA 2/17/17 3.54 1.69 1.50 AA- 0.49%
STANDISH
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Client Service Update

Senior Relationship Manager
Scott Mountain, CFA
617-248-6397
smountain@standish.com

Relationship Manager
Laura Zink
617-248-6304
|zink@standish.com

Comprehensive Relationship Manager
» Periodic review meetings

» Proactive strategy discussion with State of West
Virginia BRIM

» Coordination between State of West Virginia
BRIM and investment team

25 CFA® and Chartered Financial Analyst® are registered trademarks owned by CFA Institute.

State of West Virginia BRIM’s Relationship with Standish Team

Senior Portfolio Manager
Robert Bayston, CFA
617-248-6353
rbayston@standish.com

Client Service Associate
Christopher Sabo
617-248-6169
csabo@standish.com

Key Reports and Communications

>

>
>
>

Quarterly investment themes
Monthly portfolio appraisals
Topical economic and research updates

Prospective Returns annual long-term outlook
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Guideline Checklist

STANDISH GUIDELINE CHECKLIST Aczcunt Name: —SIAIE OF

WEST Virginia- BRIM 2011-12

RAocount Humber: 637
Account Name: STATE OF WEST VIRGINIA- BRIM 2012 Account Numbar: 100000

Appendix

2014 Iype of Comments "3_"
Portfolic : Scott in Date: 7/2013
Foreign-Related:
Quality Rating:
AGE Y DOWNGRADES TO BELOW
HCY: MINIMUM QUALITY:
kee Bonds Allowed
X 11 other mi
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Derivatives: E
X
=133 X
2ncy .
Forwards .
Leverage X
5 X e
SWAPS B
Other: .4
X
x Equity X
= = iod L 7ith the exception of U.3. Governmens cb
INVESTMENTS I‘;Iv}gsetm-ei: Eliglb Prohibit Comments Date i its agencies as referred to under V)
- - Obligor Restrictions ¥
General: Tax-Exempt X
Sscurities
Maturity Restrictions: Weighted
AMT Bonds X awverage
Taxable Bonds Treasuries X Iss : 2dual securicy can esceed LD years Zrem
= the date of chase.
Agencies
TIPS k4
Corporates X
Averaged dura =hall remain
Zerc Coupon X Portfolia thin a 252 ge duration of
he Lehman Index
Convertible "
Issues - Issus
Structured Notes - Benchmark Index
Surplus Notss X
Preferred X
- ERISA
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Preferred Stock X
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Sec. Dlease sign to ve guidelines:
CMOs X
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I0os and/or POs X
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Disclosures

This information is not provided as a sales or advertising communication. It does not constitute investment advice. It is not an offer to sell or a solicitation of an offer to buy any security. Many factors affect performance
including changes in market conditions and interest rates and in response to other economic, political, or financial developments. Past performance is not a guide to or indicative of future results. Future returns are not
guaranteed and a loss of principal may occur. This information is not intended to provide specific advice, recommendations or projected returns of any particular Standish Mellon Asset Management Company LLC (“Standish”)
product. Some information contained herein has been obtained from third party sources and has not been verified by Standish. Standish makes no representations as to the accuracy or the completeness of any of the
information herein.

The enclosed material is confidential and not to be reproduced or redistributed without the prior written consent of Standish. Any statements of opinion constitute only current opinions of Standish, which are subject to change
and which Standish does not undertake to update. Views expressed are subject to change rapidly as market and economic conditions dictate. Portfolio composition is also subject to change.

This material is not intended as an offer to sell or a solicitation of an offer to buy any security, and it does not constitute investment advice.

BNY Mellon Asset Management is one of the world's leading asset management organizations, encompassing BNY Mellon's affiliated investment management firms and global distribution companies, of which Standish Mellon
Asset Management Company LLC and MBSC Securities Corporation are wholly owned subsidiaries. BNY Mellon is the corporate brand for The Bank of New York Mellon Corporation. Securities are offered by MBSC Securities
Corporation, a registered broker dealer and FINRA member. MBSC also has entered into an agreement pursuant to which it may solicit advisory services provided by Standish Mellon Asset Management Company LLC, a
registered investment adviser .

BNY Mellon Asset Management (UK) Limited ("TAMUK") is an affiliate of Standish Mellon Asset Management Company LLC ("Standish"), located in London, which provides investment management services to qualified non US
clients. Certain employees of AMUK may act in the capacity as shared employees of Standish and in such capacity may provide portfolio management support and trading services to certain Standish managed accounts.
Rankings include assets managed by BNY Mellon Asset Management and BNY Mellon Wealth Management. Each ranking may not include the same mix of firms.

This portfolio data should not be relied upon as a complete listing of the Portfolio’s holdings (or top holdings) as information on particular holdings may be withheld if it is in the client’s best interest to do so. Portfolio holdings
are subject to change without notice and may not represent current or future portfolio composition. The portfolio date is "as of” the date indicated.

There is no assurance that any securities discussed herein will remain in an account’s portfolio at the time you receive this report or that securities sold have not been repurchased. The securities discussed do not represent an
account’s entire portfolio and in the aggregate may represent only a small percentage of an account’s portfolio holdings.

It should not be assumed that any of the securities transactions or holdings discussed were or will prove to be profitable, or that the investment recommendations or decisions we make in the future will be profitable or will equal
the investment performance of the securities discussed herein.

The allocation distribution and actual percentages may vary from time-to-time. The types of investments presented in the allocation chart will not always have the same comparable risks and returns. The actual performance of
the portfolio will depend on the Investment Manager's ability to identify and access appropriate investments, and balance assets to maximize return while minimizing its risk. The actual investments in the portfolio may or may
not be the same or in the same proportion as those shown above.

Standish believes giving an proprietary Average Quality Credit rating to the holdings in a portfolio more accurately captures its characteristics versus using a single rating agencies ratings. Standish has a ratings/number hierarchy
whereby we assign a number between 0 (unrated bond) and 21 (S&P or Moody's AAA) to all bonds in a portfolio based on the ratings of one or more of the rating agencies (with the lower of the 2 available agencies ratings
prevailing), and then take a weighted numerical average of those bonds (with weighting based on each bonds percentage to the total portfolio assets). The resulting number is then compared back to the ratings/number
hierarchy to determine a portfolio’s average quality. For example, if Moody's AAA, S&P AAA= 21, Moody's Al, S&P A+= 17, Moody's Baal and S&P BBB+=14, Moody's B1 and S&P B+=7. The numeric average of the 4 equally
weighted holdings is 14.75, rounded up to the next whole number of 15. 15 converts to an average credit rating of S&P A/Moody's A2.

To the extent the strategy invests in foreign securities, its performance will be influenced by political, social and economic factors affecting investments in foreign companies. Special risks associated with investments in foreign
companies include exposure to currency fluctuations and controls, less liquidity, less developed or less efficient trading markets, less governmental supervision and regulation, lack of comprehensive company information,
political instability, greater market volatility, and differing auditing and legal standards.

Further, investments in foreign markets can be affected by a host of factors, including political or social conditions, diplomatic relations, limitations on removal of funds or assets or imposition of (or change in) exchange control
or tax regulations in such markets. Additionally, investments denominated in a foreign currency will be subject to changes in exchange rates that may have an adverse effect on the value, price or income of the investment.

These risks are magnified in emerging markets and countries since they generally have less diverse and less mature economic structures and less stable political systems than those of developed countries.

These benchmarks are broad-based indices which are used for illustrative purposes only and have been selected as they are well known and are easily recognizable by investors. Comparisons to benchmarks have limitations
because benchmarks have volatility and other material characteristics that may differ from the portfolio. For example, investments made for the portfolio may differ significantly in terms of security holdings, industry weightings
and asset allocation from those of the benchmark. Accordingly, investment results and volatility of the portfolio may differ from those of the benchmark. Also, the indices noted in this presentation are unmanaged, are not
available for direct investment, and are not subject to management fees, transaction costs or other types of expenses that the portfolio may incur. In addition, the performance of the indices reflects reinvestment of dividends
and, where applicable, capital gain distributions. Therefore, investors should carefully consider these limitations and differences when evaluating the comparative benchmark data performance.

The information regarding the index is included merely to show the general trends in the periods indicated and is not intended to imply that the portfolio was similar to the index in composition or risk.

Standish sector models use regression analysis such as multi-linear data inputs, panel data, and probit function. Variables that the models take into account are: PMI, US Core CPI, Fed Fund rate, 3-month Libor, 3-month T-bill
rate, foreign purchases of US Government bonds, Commodity Indices , Capacity Utilization, Deficit as a percent of GDP, S&P 500 return, Chicago Fed Index, IGOV, US output gap, Europe Core CPI, US unemployment rate, EU
unemployment rate, and slope of the yield curve. Assumptions made are that samples are representative of the population for the inference prediction; regression residuals are approximately normally distributed, uncorrelated,
and have constant volatility; no high degrees of multi-colinearity in the independent variables; variable sensitivity remains constant in the short term; and no structural shift in the short term.

The World Economic Forum Global Competiveness Index measures competitiveness as the set of institutions, policies, and factors that determine the level of productivity of a country.
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Disclosures

This information is not provided as a sales or advertising communication. It does not constitute investment advice. It is not an offer to sell or a solicitation of an offer to buy any security. Many factors affect performance
including changes in market conditions and interest rates and in response to other economic, political, or financial developments. Past performance is not a guide to or indicative of future results. Future returns are not
guaranteed and a loss of principal may occur. This information is not intended to provide specific advice, recommendations or projected returns of any particular Standish Mellon Asset Management Company LLC (“Standish”)
product. Some information contained herein has been obtained from third party sources and has not been verified by Standish. Standish makes no representations as to the accuracy or the completeness of any of the
information herein.

The enclosed material is confidential and not to be reproduced or redistributed without the prior written consent of Standish. Any statements of opinion constitute only current opinions of Standish, which are subject to change
and which Standish does not undertake to update. Views expressed are subject to change rapidly as market and economic conditions dictate. Portfolio composition is also subject to change.

As of July 1, 2007, Mellon Financial Corporation and The Bank of New York Company, Inc. merged into a newly created entity, The Bank of New York Mellon Corporation. BNY Mellon Asset Management is the umbrella
organization for The Bank of New York Mellon Corporation’s affiliated investment management firms and global distribution companies.

These benchmarks are broad-based indices which are used for illustrative purposes only and have been selected as they are well known and are easily recognizable by investors. Comparisons to benchmarks have limitations
because benchmarks have volatility and other material characteristics that may differ from the portfolio. For example, investments made for the portfolio may differ significantly in terms of security holdings, industry weightings
and asset allocation from those of the benchmark. Accordingly, investment results and volatility of the portfolio may differ from those of the benchmark. Also, the indices noted in this presentation are unmanaged, are not
available for direct investment, and are not subject to management fees, transaction costs or other types of expenses that the portfolio may incur. In addition, the performance of the indices reflects reinvestment of dividends
and, where applicable, capital gain distributions. Therefore, investors should carefully consider these limitations and differences when evaluating the comparative benchmark data performance.

The information regarding the index is included merely to show the general trends in the periods indicated and is not intended to imply that the portfolio was similar to the index in composition or risk.

S&P 500 Index is considered to be generally representative of the U.S. large capitalization stock market as a whole. It is an unmanaged capitalization-weighted index of 500 commonly traded stocks designed to measure
performance of the broad domestic economy through changes in the aggregate market value of those stocks. The index assumes reinvestment of dividends

The S&P/Case-Shiller Home Price Indices are constructed to accurately track the price path of typical single-family homes located in each metropolitan area provided. The S&P/Case-Shiller Composite of 20 Home Price Index
tracks changes in the value of residential real estate in 20 metropolitan regions.

Barclays Capital U.S. Treasury Index is an unmanaged index of public obligations of the U.S. Treasury.

Barclays Capital U.S. Agency Index is an unmanaged index of publicly issued debt of U.S. Government agencies, quasi-federal corporations, and corporate or foreign debt guaranteed by the U.S. Government.
Barclays Capital U.S. Mortgage-Backed Securities Fixed Rate Index is an unmanaged index of 15- and 30- year fixed rate securities backed by mortgage pools of Ginnie Mae, Freddie Mac and Fannie Mae.
Barclays Capital CMBS ERISA-Eligible Index is an unmanaged index of investment grade commercial mortgage backed securities that are ERISA eligible under the underwriter's exemption.

Barclays Capital CMBS ERISA-Eligible AAA Index is an unmanaged index of commercial mortgage backed securities rated AAA that are ERISA eligible under the underwriter's exemption.

Barclays Capital CMBS ERISA-Eligible <AAA Index is an unmanaged index of commercial mortgage backed securities rated between BBB and AA that are ERISA eligible under the underwriter's exemption.
Barclays Capital U.S. Credit Index is an unmanaged index of publicly issued corporate, sovereign, supranational, foreign agency, and foreign local government debentures and secured notes.

Barclays Capital U.S. Credit : Financial Index is an unmanaged index of publicly issued corporate debentures and secured notes in the financial sector.

Barclays Capital U.S. Credit : Industrial Index is an unmanaged index of publicly issued corporate debentures and secured notes in the industrial sector.

Barclays Capital U.S. Credit : Utility Index is an unmanaged index of publicly issued corporate debentures and secured notes in the utility sector.

Barclays Capital U.S. Credit : Non-Corporate Index is an unmanaged index of publicly issued sovereign, supranational, foreign agency, and foreign local government debentures and secured notes.

Barclays Capital U.S. Credit AAA Index is an unmanaged index of publicly issued corporate, sovereign, supranational, foreign agency, and foreign local government debentures and secured notes rated AAA.
Barclays Capital U.S. Credit AA Index is an unmanaged index of publicly issued corporate, sovereign, supranational, foreign agency, and foreign local government debentures and secured notes rated AA.
Barclays Capital U.S. Credit A Index is an unmanaged index of publicly issued corporate, sovereign, supranational, foreign agency, and foreign local government debentures and secured notes rated A
Barclays Capital U.S. Credit BBB Index is an unmanaged index of publicly issued corporate, sovereign, supranational, foreign agency, and foreign local government debentures and secured notes rated BBB.
Barclays Capital U.S. High Yield Index is an unmanaged index of fixed rate, non-investment grade debt.

Barclays Capital Emerging Markets Index is an unmanaged index of USD-denominated debt from emerging markets in the following regions: Americas, Europe, Middle East, Africa, and Asia.
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arl Ray Tomblin
Governor

State of West Virginia

Ross Taylor, Cabinet Secretary
Department of Administration

Board of
Directors

BOARD OF RISK AND
INSURANCE MANAGEMENT

Charles E. Jones, Jr.

Executive Director

As of June 30, 2014

*Linda Dexter
Secretary Il

Stephen W. Schumacher, CPA

CFO

UNDERWRITING DEPT

FINANCE DEPT

(Vacant)
Underwriting Manager

Stephen Panaro, CPA

%\

Robert Fisher

Deputy Director &
Claim Manager

CLAIM DEPT

Charles

Mozingo

Controller

Assistant Claim

Jeffrey Lawrentz
Robert Berry Underwriter
Underwriter
Tonya Pugh
Insurance
grog'ral'mt Deanne Stevens Logflzigey
plElls Insurance Assistant :
Assistant |

—

Barbara Houchins

Claim
Representative

__Sue McMinn_
Doc. Mgmt
Oper.
John Fernatt
Information Sys.
Manager
__Katie Heindl _
Office Assistant |
LOSS CONTROL DEPT
Christine
Jeremy Wolfe Johlnslon
Loss Control Manager Office Assistant Il

Carl Baldwin
Deputy Loss
Control Manager

/

(Vacant)

Kimberly Hensley

Mischa DiFilippo

Loss Control Spec.
1

Loss Control Spec.

Niki Miller-
Casdorph Man
Admin. Serv. Asst.
1l
]
Robert Miller
*June Butterfield ~Gaer ORI
Office Manager Representative
Vacant
Office Assistant |

Secretary Il

Ashlyn Harlan
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