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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, 2015 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
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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 5H 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.

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
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coverage, less cancellations, less a 30% ceding commission.

BRIM currently insures approximately 167 state agencies, approximately 950 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.brim.wv.gov/Pages/default.aspx.
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:

2011 2012 2013 2014
(In thousands)

Operating Revenues:

Premiums $52,538 $51,046 $47,134 $52,128
Less Excess Coverages (6,075) (5,386) (5,825) (6,102)
Net Operating Revenues 46,463 45,660 41,309 46,026
Operating Expenses:

Claims & Claims Adjustment 33,598 53,396 54,018 61,626

General Administrative 4,026 3,892 3,275 3,898
Total Operating Expenses 37,624 57,288 57,293 65,524
Operating Income (Loss) 8,839 (11,628) (15,984) (19,498)
Non-Operating Revenues:

Interest Income 18,782 13,315 7,835 17,043

Appropriation Transfer - - - (2,000)
Net Income 27,621 1,687 (8,149) (4,455)

Retained earnings
at beginning of year 192,207 219,828 221,515 213,366

Retained earnings
at end of year $219,828 $221,515 $213,366 $208,911

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 2014.
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 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
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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 for the past ten years. All years shown have
positive retained earnings.

Net Assets

250,000

200,000

150,000

100,000

Dollars {in thousands)

50,000

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Fiscal Years Ended June 30

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.”

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
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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 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, 2015. The
June 30, 2015 report will be available near the end of October 2015.

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 Excellencein Financial Reporting

The West Virginia Board of Risk and Insurance Management’s Comprehensive Annual
Financial Report for the year ended June 30, 2014, 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
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
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Listing of Coveragesin Effect for Fiscal Year 2015

LIABILITY

Automobile Liability
Policy No.: CA 321-94-72

Company: National Union Fire Insurance Co.

Cyber Liability
Policy No.: F106873314
Company: Arthur J. Gallagher International

General Liability
Policy No.: GL 726-69-30

Company: National Union Fire Insurance Co.

Aircraft Liability
Policy No.: AV003380147-12

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.: MAF760728-14
Company: Axis Insurance Company

Policy No.: NHD388577
Company: RSUI

Policy No.: 795002076
Company: One Beacon

Policy No.: MAF733355-14
Company: Axis Insurance Company

Policy No.: MAF760729-14
Company: Axis Insurance Company

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

Public Insurance

Official Position Schedule Bond
Bond No.: 106128156
Company: Travelers

LIMIT OF LIABILITY

$ 1,000,000 per occurrence

$ 25,000,000 per occurrence

$ 1,000,000 per occurrence

$ 1,000,000 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

3 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 I nsurance Management’sinternal data.
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Top 10 State Agency Premiumsfor Fiscal Year 2014

West Virginia State Police

West Virginia University

Division of Highways

Department of Health & Human Resources
Marshall University

Division of Corrections

Regional Jail and Corrections Facility Authority

West Virginia Parkways Authority
General Services
West Virginia State Parks

Total Top Ten

Total State Premium Billing for 2014

% of top 10 in relation to all state agency billings

Top 20 SB 3 Premiumsfor Fiscal Year 2014

2015 Annual Report

$5,135,662
4,958,219
4,314,120
3,048,569
1,675,343
902,492
494,702
430,066
429,178
401,362

$21,789,713

Kanawha County Board of Education
Raleigh County Board of Education
City of St. Albans
Berkeley County Board of Education
Putnam County Board of Education
Harrison County Board of Education
Mercer County Board of Education
Wayne County Board of Education
West Virginia University Medical Corp.
Marion County Board of Education
Cabell County Board of Education
Logan County Board of Education
Wood County Board of Education
Monongalia County Board of Education
Mingo County Board of Education
Jefferson County Board of Education
Fayette County Board of Education
Ohio County Board of Education
Greenbrier County Board of Education
Mingo County Commission

Total Top Twenty

Total SB 3 Premium Billing for 2014
% of top 20 in relation to total SB 3 billings

10

$27,226,073
80.03%

$1,323,204
638,067
541,691
527,353
434,029
414,860
397,061
369,826
354,533
340,504
337,851
331,059
330,760
320,497
309,330
305,903
267,061
263,133
244,938
230,272

$8,281,932

$22,642,170
36.58%
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Fiscal Year State Agencies Senate Bill 3 Mine Subsidence House Bill 601

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 $ A4
2012 $ 25,290 $ 23,603 $2,090 $ 63
2013 $ 25,607 $ 19,345 $2,142 $ 40
2014 $ 27,226 $ 22,642 $2,220 $ 40

The chart above shows premiums by line of businessfor the past ten fiscal years, expressed
in thousands of dollars. Thischart illustrates a general downward trend of premiumsfor
State Agencies and Senate Bill 3 customer s until 2014.

Source: BRIM'sinternal financial statements.

11
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Source: Information compiled from the West Virginia Board of Risk and Insurance
Management’sinternal data.
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Robert Fisher Loss Control Report

Deputy Director/Claim Manager
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ADJOURNMENT









3
but positioned the industry well for 2015; that the investment returns are getting a little
better but are still relatively low; that for the industry, they need to perform better to
make the same amount on returns; and that they are still trying to drive that combined
loss ratio downward, which takes into account the losses and expenses for the year.

Using an overhead projector and referring to the various combined ratios graphs
and diagrams, Mrs. Cockley stated that for the industry overall, 2013 and 2014 got the
benefit of some low catastrophes, and that for the commercial lines, they are making a
little underwriting profit in the commercial sector, where they are still under 100.

For the commercial auto, the combined ratio has moved downward a little bit, but
there is an underlying upward pressure on frequency and severity, components of the
auto line, something which can be seen when we look at the BRIM profile.

Referencing the commercial property line, she mentioned that there was some
CAT activity in early 2015, but that in the general liability line, the combined ratio has
been fairly consistent for the past few years.

Turning to the topic of cyber risk, she stated that everyone in the industry is
talking about this. Some of the questions are: What is the exposure? How can you
transfer the risk you're retaining? The types of potential ancillary costs resulting from a
data breach, as well as the three basic elements of cyber coverage—Iloss prevention,
loss transfer and post-breach response—were each recognized.

In the area of medical malpractice, she noted that Aon produces a benchmark
study, which includes over $16.4 billion of losses in the study, mostly self-insureds. The
claim frequency in West Virginia is higher than national averages, but that is offset by

lower claim severity.












scanning claims to a submission “box” at AIG in Alpharetta, GA. The target date for
implementing this new system is Mid-August 2015.

Mrs. Pickens thereafter gave a cyber liability coverage update. She referred to
the meeting with representatives of Arthur J. Gallagher to review the renewal proposal
on April 16; she noted the conference with Gallagher and Office of Technology
representatives to discuss the approach for preventing data breaches; she stated that
on June 2"", she and Robert Fisher met with the State Privacy Officer Sallie Milam,
Chief Technology Officer Gale Given and Chief Information Security Officer Josh
Spence to discuss how to handle reports of data breaches, the coordination of
response and the services provided under the policy. She noted that she had
presented to the Privacy Management Team (PMT) on the laws in WV regarding
protecting Personally Identifiable Information (Pll) and Personal Health Information
(PHI), as well as the Executive Branch Privacy Policy and the Cyber Liability Policy.
The team hopes to use the presentation in other venues to explain the importance of
protecting the data and the value of coverage under the cyber policy.

Mrs. Pickens briefly discussed the new payroll conversion, from bimonthly to
biweekly. The first check under the new system was issued on June 12" She stated
that a lot of extra work and testing were required before the implementation of the new
system, at which time she recognized Stephen Panaro for his due diligence in ensuring
that the reports generated would contain accurate information for each employee. She
noted that at the meeting of BRIM employees on June 11" the employees were
provided with copies of their pay stubs, a spreadsheet showing how the pay is
calculated, the new check stub format, how to access their check stub online, and a

schedule of accrual rates for vacation and sick leave.
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Ernst & Young LLP Tel: +1 304 343 8971
900 United Center Fax: +1 304 357 5994
500 Virginia Street East ey.com

BuIIdInq a better Charleston, WV 25301
working world

The Board of Directors and Management November 25, 2014
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 West Virginia
Board of Risk and Insurance Management (BRIM).

Our audit was designed to express an opinion on the 2014 financial statements as of June 30,
2014. 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 are committed to delivering the highest quality audit services, and we continually
evaluate the quality of our professionals’ work in order to meet or exceed your expectations.

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
guestions you may have about these or any other audit-related matters.

Very truly yours,

[Seels

Susan P. Wheeler
Partner

A member firm of Ernst & Young Global Limited
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2014 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
e 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 2014 audit results | Page 3
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Executive summary

Significant 2014
considerations

» Accounting policies and areas
of audit emphasis

» Industry analysis

» Industry trends

Key audit results matters

Status

» The 2014 audit is completed and we issued an unqualified opinion on
the financial statements.

Scope

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

Results
» BRIM's analysis for significant accounting matters is appropriate.*

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

» No corrected misstatements or material uncorrected misstatements
were identified.

» Outstanding cooperation and communication occurred between
BRIM and EY.

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

West Virginia Board of Risk and Insurance Management 2014 audit results | Page 4
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2014 audit results

Accounting policies and areas of audit emphasis

Our audit procedures emphasize testing areas with the highest potential for risk of misstatement
(e.g., 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,
I including performing a walkthrough of the cash disbursements and cash
receipts transactions.

» 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 updated our understanding of the advanced deposits process,

insurance company and : including performing a walkthrough of the processes, which specifically

trustee addressed purchases and sales, and the recording of income gains and
. losses.

» We substantively tested advanced deposits as of year end. We confirmed
balances with Bank of New York Mellon (BNYM) reviewed the BNYM
SOC 1 reports, tested reconciliations, tested the progression of the
accounts from prior year to the current year, performed price testing
over a sample of the portfolio, 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.

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

West Virginia Board of Risk and Insurance Management 2014 audit results | Page 5
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2014 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 BRIM's recording
process for the investments held at WV BTl and WV IMB by performing a
walkthrough of the investment processes, including purchases and sales
of investments, and the recording of investment income gains and losses.

» We performed substantive audit procedures, which included confirming
the balances of the WV BTl and WV IMB investments held by BRIM, re-
computing the fair value of the investments using the confirmed interest
in the fund and the audited net asset value per share, and progressing the
investment accounts.

» 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 including

performing a walkthrough of the claims processed in-house and by AIG
(BRIM's external claims processor), and a walkthrough of the unpaid
claims reserve.

» We performed substantive audit procedures over the unpaid claims
reserve, 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. We tested
the inputs used to determine the liability and completed reconciliations
over the information, noting no exceptions.

» We performed substantive audit procedures over the recorded claims
adjustment expense, which included testing a sample of claims processed
during the year, both in-house and externally at AlG.

» 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 2014 audit results | Page 6
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2014 audit results

Accounting policies and areas of audit emphasis

Key issue/risk area Summary of procedures and findings

Receivables, premium » We updated our understanding of the premium revenue and receivables
income and unearned :  process including performing a walkthrough.
premiums : » We performed substantive audit procedures, which included testing the

receivable and unearned premiums, testing the premium revenue
recorded, and reviewing subsequent 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
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Summary of required communications

Provided below is a summary of required communications between the audit team and the Board of
Directors.

Communicate Communicate on

when event a timely basis, at
occurs least annually
Overview of the planned scope and timing of the audit Page 11
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 11
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 12
» Sensitive accounting estimates Page 13
» Financial statement disclosures and related matters Page 13
> Significant unusual transactions Page 13
Uncorrected misstatements, related to accounts and disclosures,
. . . Page 14
considered by management to be immaterial
Material corrected misstatements, related to accounts and disclosures Page 14
Significant deficiencies and material weaknesses in internal control Page 15 Page 15

Our responsibility, any procedures performed and the results : :
relating to other information in documents containing audited : : Page 15
financial statements : :

Fraud and illegal acts Page 16

Independence matters Page 16
Representations we are requesting from management Page 16
Changes to the terms of the audit with no reasonable justification for Page 16

the change :
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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 related : :
. Page 17
parties
Significant findings or issues, if any, arising from the audit that were
. . . Page 17
discussed, or the subject of correspondence, with management
Significant difficulties encountered during the audit Page 18
Disagreements with management Page 18
Management's consultations with other accountants Page 18
Findings regarding external confirmations Page 18
AICPA ethics ruling regarding third-party service providers Page 19
Other findings or issues regarding the oversight of the financial Page 19

reporting process
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Required communications

Area Comments

Overview of the planned scope and timing of the Our audit scope is consistent with the engagement
audit - letter and the audit plan communicated to Stephen

We provide those charged with governance with an  : Schumacher, CFO.

overview of our overall audit scope, including the
timing of the audit and our plans to use the work of
internal auditors.

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 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, 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

overall presentation of the financial statements.

[If applicable] We also communicate to you matters
required by other legal or regulatory requirements.

Our responsibilities are included in our audit
: engagement agreement.

: We issued an unqualified opinion on BRIM's financial
: statements as of and for the year ended June 30,
2014.

: 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,
accordance with auditing standards generally accepted : regulations, contracts, and grants, noncompliance
: with 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
made by management, as well as the evaluation of the Standards. The results of our tests disclosed no

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

: Standards.
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Required communications

Area Comments

Our views about the qualitative aspects of the
entity’s significant accounting practices:
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 area of audit emphasis” on
: pages 5-7.
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Required communications

Area Comments

Our views about the qualitative aspects of the
entity’s significant accounting practices:
additional views

(1) Management's process used to develop
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.

We have provided our views regarding accounting

- estimates and financial statement disclosures and

- related matters in the sections titled “Accounting

: policies and areas of audit emphasis” on pages 5-7.
- Significant unusual transactions included the

- transfer of $2,000,000 to the Patient Injury

: Compensation Fund as required by House Bill
4621.
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Required communications

Area Comments

Uncorrected misstatements, related to accounts No uncorrected misstatements were identified in
and disclosures, considered by management to be : connection with our audit of BRIM's financial
immaterial - statements as of and for the year ended June 30,

We discuss with those charged with governance 2014.
uncorrected misstatements, related to accounts and :
disclosures, and the effect that they may have on

our opinion in the auditor’s report. 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, related to No corrected misstatements were identified in
accounts and disclosures : connection with our audit of BRIM's financial
material, corrected misstatements, related to : 2014.

accounts and disclosures, that were brought to the
attention of management as a result 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.
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Required communications

Area Comments

Significant deficiencies and material weaknesses
in internal control

We communicate all significant deficiencies and
material weaknesses in internal control that were
identified during the course of our audit, including
those that have been remediated during the audit.

There were no material weaknesses identified as a
- result of our audit of BRIM.

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.

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

. basic financial statements required by Governmental

: Accounting Standards Board Statement No. 30. We

: have applied certain limited procedures, and we do not
i 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 basic 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 2014 basic financial statements and,

: inour opinion, is fairly stated in all material respects in
: relation to the basic 2014 financial statement taken as
. awhole.
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Required communications

Area Comments

Fraud and illegal acts

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

If desired by those charged with governance or we
determine it is appropriate, we communicate to
those charged with governance regarding fraud
involving employees other than management that
does not result in a material misstatement.

We also communicate other matters of non-
compliance with laws and requlations (illegal acts)
that come to our attention during the audit, unless
they are clearly inconsequential.

: We are not aware of any matters that require
: communication.

Independence matters

Although the auditor's report affirms our
independence, in certain situations, we discuss with
those charged with governance circumstances of
relationships (e.g., 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.

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

. Relating to our audit of the basic financial

: statements of BRIM as of June 30, 2014, 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.

Representations we are requesting from
management
We discuss with those charged with governance

representations we are requesting from
management.

We have obtained from management a letter of

: representations related to the audit and a copy of

: the letter of representations is included in Appendix
DA

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

: None.

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.
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Required communications

Area Comments

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

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.
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Required communications

Area Comments

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

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.qg., 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.

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.

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.

: 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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Appendix B

EY peer report

-



KPMG LLP
345 Park Avenue
New York, NY 10154-0102

System Review Report

To the Partners of Ernst & Young LLP
and the National Peer Review Committee of the AICPA Peer Review Board:

We have reviewed the system of quality control for the accounting and auditing practice of Ernst & Young LLP (the
firm) applicable to non-SEC issuers, in effect for the year ended June 30, 2013. Our peer review was conducted in
accordance with the Standards for Performing and Reporting on Peer Reviews established by the Peer Review Board
of the American Institute of Certified Public Accountants. As a part of our peer review, we considered reviews by
regulatory entities, if applicable, in determining the nature and extent of our procedures. The firm is responsible for
designing a system of quality control and complying with it to provide the firm with reasonable assurance of
performing and reporting in conformity with applicable professional standards in all material respects. Our
responsibility is to express an opinion on the design of the system of quality control and the firm’s compliance
therewith based on our review. The nature, objectives, scope, limitations of, and the procedures performed in a
System Review are described in the standards at www.aicpa.org/prsummary.

As required by the standards, engagements selected for review included engagements performed under Government
Auditing Standards; audits of employee benefit plans, audits performed under FDICIA, audits of carrying broker-
dealers, and examinations of service organizations [Service Organizations Control (SOC) | and 2 engagements].

In our opinion, the system of quality control for the accounting and auditing practice of Ernst & Young LLP,
applicable to non-SEC issuers, in effect for the year ended June 30, 2013, has been suitably designed and complied
with to provide the firm with reasonable assurance of performing and reporting in conformity with applicable
professional standards in all material respects. Firms can receive a rating of pass, pass with deficiency(ies) or fail.
Ernst & Young LLP has received a peer review rating of pass.

December 6, 2013

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.
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Industry trends

Source: Standard & Poor’s Industry Surveys, Insurance: Property/Casualty, April 2014

The property-casualty insurance industry has emerged from the credit crisis and the “Great
Recession" relatively unscathed—both financially and from a requlatory 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 firmed, although they
may have weakened a bit as of the first quarter of 2014. The degree to which the industry will
be able to grow its premium base will largely depend on the demand for insurance. An
economic recovery in the US (even a modest one) should help the demand curve for
insurance.

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.

Underwriting results improve

Year to date through September 30, 2013, net written premiums grew 4.2%, year to year, to
$363.4 billion from $348.7 billion, according to data provided by ISO. (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. Net written premiums grew 4.3% in
2012 to $457 billion.

Personal lines. Written premiums in the personal lines sector (the industry’s largest,
accounting for 42.2% of total industry written premiums in the first nine months of 2013)
advanced 5.3%, compared with a 3.1% growth rate in the first nine months of 2012. This
group's business consists primarily of personal auto and homeowners' coverage, which is
highly requlated 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.
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Industry trends

Commercial lines. In the commercial lines sector (which accounted for 35.0% of total
industry written premiums), growth moderated to 3.1% in the first nine months of 2013,
versus 5.8% growth in the prior-year period.

Balanced lines. Balanced lines underwriters, who write a combination of personal and
commercial lines coverage, accounted for the remaining 22.8% of total industry written
premiums. This group posted a 4.0% year-over-year increase during the first nine months of
2013.

Earned premiums for insurers in the ISO study grew 4.0% to $348.27 billion in the first nine
months of 2013 from $334.84 billion during the same period in 2012. This growth, however,
was modest compared with 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.

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 the past several years, investment
results have been 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 $4.4 billion, compared with
unrealized investment gains of $16.0 billion in 2010, which itself was a significant decline
from the gains of $23.1 billion in 2009. In 2012, unrealized investment gains amounted to
$18.8 billion. However, net investment income for property-casualty insurers declined 3.0% to
$47.7 billion in 2012, from $49.2 billion in 2011, which in turn was up 3% from $S47.6 billion
in 2010. In the first nine months of 2013, unrealized investment gains totaled $20.1 billion.
In the same period, net investment income for property-casualty insurers declined 2.87% to
$34.3 billion.

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 $5.9 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 18.6% to reach $7.0 billion, but
then declined 11.4% to $6.2 billion in 2012. In the first nine months of 2013, realized gains
increased more than 100%, rising to $6 billion from $2.9 billion in the prior-year period.
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Industry trends

Unrealized gains have been fairly volatile since the credit crisis in 2008. In that year, the
industry posted nearly $53 billion in unrealized investment losses, which then rebounded to
end 2009 with $23.1 billion in unrealized investment gains. During 2010, the industry saw its
unrealized gains plummet to $16 billion. By 2011, results had deteriorated further, and the
industry reported $4.4 billion in unrealized losses. Results rebounded in 2012 along with the
bond and equity market, and industry aggregate unrealized gains totaled nearly $19 billion at
year-end 2012. In the first nine months of 2013, unrealized gains amounted to $20.1 billion,
an increase of 20.4% from $16.7 billion during the same period in 2012. [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 improved slightly during 2012

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 modest improvement in loss trends during 2012. Incurred
losses declined 4.5% to $277.7 billion, from $290.8 billion in 2011, after an increase of
12.8%in 2011. Loss and loss adjustment expenses (the costs incurred in settling claims)

PREMIUM VOLUME AND UNDERWRITING RATIOS inched up 3.2%, to $55.5 billion
FOR THE TOTAL US PROPERTY-CASUALTY INDUSTRY from $53.8 billion. However, net
S 22 losses on underwriting equaled

PREMIUMS PREMIUMS $LOSS TEXPENSE DIVIDEND COMBINED 0 . .
WRITTEN  EARNED RATIO RATIO RATIO RATIO only 3.7% of earned premium in

YEAR _ MILLIONS OF DOLLARS (%) (%) (%) (%) 2012, down from 8.3% in 2011.

2013" 363435 348,269 676 278 04 958 Und it its in 2012

201" 348698 334838 726 27.8 03 1007 haerwriting resufts in

2012 456720 448930 742 282 05 1029  remained unprofitable, but

2011 438,031 434,449 79.3 28.4 0.4 108.1 improved, year over year, despite

2010 423789 422200 736 283 05 102.4 : o .

2009 418365 422302 725 28.0 0.5 w10  anincreasein direct insured

2008 434930 438316  77.1 275 0.4 1050  catastrophe losses to

2007 440,583 438908  67.7 273 06 %5  approximately $35 billion for US

2006 443460 435484 652 26.4 0.8 92.4 ) ¢ $33.6 billion i

2005 425500 417,635 746 258 0.4 1009 INSuUrers,irom - biifion in

*Nine months. tincurred to premiums earned. tincurred to premiums w ritten. 2011. Conseq uently, loss ratios

Source: Insurance Services Office. for most property-based lines of

coverage (homeowners, commercial multi-peril, fire) declined in 2012. Pure loss ratios for
most of the major property lines experienced a decline in 2012 (except allied lines, where the
pure loss ratio went up, and auto physical damage, where the pure loss ratio was the same as
in 2011). Pure loss ratios dropped for two of the four major casualty lines (general liability and
medical malpractice), and increased for two (workers' compensation and auto liability line of
coverage).

This positive trend continued through the first nine months of 2013, with incurred losses
declining by 4.3% to $194.2 billion from $203.0 billion in the same period in 2012. Loss and
loss adjustment expenses inched up 3.5%, to $41.4 billion from $39.9 billion. However,
underwriting registered a net gain of $10.5 billion in the first three quarters of 2013,
compared with a net loss of $6.2 billion in the same period in 2012. The net gain on
underwriting equaled 3.0% of earned premium, a significant improvement from the net loss
on underwriting equal to 1.8% of earned premium in the 2012 period.
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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 103.2% for 2012, an
improvement from 108.1% in 2011. In the first nine months of 2013, the combined ratio
improved to 95.8% from 100.7% in the same period in 2012. (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 an
improvement in underwriting results, as their combined ratio dropped to 101.1%in 2012
from 105.9% in 2011. Commercial lines underwriters (excluding mortgage and financial
guaranty insurers) also saw improvement in underwriting results, with a combined ratio of
102.3% in 2012, compared with 104.7% in 201 1. While a drop in catastrophe losses affected
results for many industry participants, some broad-based improvements in a number of lines
of coverage (including workers' compensation in the commercial lines arena) also drove the
improved underwriting results. Balanced lines underwriters, which write both commercial and
personal lines of coverage, also witnessed an improvement in underwriting results in 2012,
evidenced by their combined ratio of 104.6%, versus 109.3% in 2011. In the first three
quarters of 2013, personal lines underwriters witnessed further improvement as their
combined ratio dropped to 97.6% from 99.3% during the same period in 2012. Likewise,
commercial lines underwriters also experienced an improvement in underwriting results as
their combined ratio dropped to 93.3% during the first three quarters of 2013, from 98.3%
during the same period in 2012. Balanced lines underwriters saw their combined ratio
improve to 99.2% from 102.7% during the same period in 2012.
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Loss ratios. For this representative group of insurers (accounting for approximately 96% of
industry premium volume), loss ratios equaled 67.6% in the first nine months of 2013 versus
72.6% during the same period in 2012. Personal lines insurers registered a loss ratio of
72.3% compared with 74.0% during the same period in 2012. Commercial lines insurers
posted a decline in the loss ratio to 61.7% from 71.8% a year earlier. Balanced lines
underwriters also witnessed a decline in their loss ratios, which equaled 67.9% compared
with 71.1% during the same period in 2012. These results reflected the combined impact of
improvements in personal lines and commercial lines claim trends, particularly in the
aftermath of a much more benign storm season in 2013.

In 2012, loss ratios equaled 74.5%, compared with 79.3% in 2011. Personal lines insurers
posted a loss ratio of 75.2% in 2012, versus 80.3% in 2011. Commercial lines insurers also
reported a decline in their loss ratios during 2012, with a loss ratio of 74.9%, versus 78.9%
in 2011. Balanced lines underwriters also experienced a decline in their loss ratios, which
equaled 72.9% in 2012, compared with 78.3% in 2011.

Expense ratios. Industry expense ratios remained flat at 27.8% during the first three
quarters of 2013, reflecting a stable to rising premium base and the impact of some broad-
based cost-cutting measures on the part of many insurers. Still, expense ratios have been
climbing steadily since 2003, when they ended the year at 24.9%. Results were similar by
product line, as expense ratios for personal lines insurers remained flat at 24.9% during the
first nine months of 2013, compared with the prior-year period. Commercial line insurers
saw their expense ratios inch up marginally to 29.1% from 29.0%, while the expense ratios of
balanced lines insurers declined slightly to 31.1% from 31.3%.

In 2012, results were mixed by product line, as expense ratios for personal lines insurers
equaled 25.3% at the end of 2012, compared with 25.2% in 2011. Commercial lines insurers
saw the most dramatic decline in their expense ratios, to 29.4% in 2012, from 30.6% in
2011. However, the balanced insurers’ expense ratio increased to 31.5% in 2012, from
30.7%in 2011.
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Dividend ratios. Finally, the dividend ratio equaled 0.4% in the first nine months of 2013
versus 0.3% during the same period in 2012. Results did not differ materially among types
of underwriters. The dividend ratio ended 2012 at 0.5%, up from 0.4% in 2011.

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, 2012, insurers in the ISO study reported a
combined surplus of $586.9 billion, up 6.0% from $553.8 billion at December 31, 2011.

ESTIMATED CHANGES IN POLICYHOLDERS' SURPLUS
(Total property-casualty industry, in billions of dollars)

-- NINEMOS. --
ITEM 20M 2012 2012 2013
Policyholders' surplus—beg. of period 559.2 553.8 553.8 5871
Operating income 15.4 35.0 3.4 45.7
Realized capital gains 6.6 6.2 24 6.0
Income taxes 7.0 (6.1) (6.5) (8.7)
Met after-tax income 19.5 35.1 27.8 43.0
Unrealized capital gains (loss) (4.4) 18.5 16.7 201
Stockholder dividends & other (25.9) (23.8) (16.7) (18.7)
New funds 2.3 4.6 1.8 1.6
Misc. surplus change 341 (1.1) 0.6 (8.8)
Policyholders' surplus—end of period 553.8 587.1 584.0 624.4

Source: Insurance Services Office.

Furthermore, as of September 30,
2013, insurers had a combined surplus
of $624.4 billion, up 6.3% from $587.1
billion at September 30, 2012. The
$37.3 billion increase in surplus
reflected contributions from $43 billion
in operating income, $20.1 billion in
unrealized capital gains, $6.0 billion in
realized capital gains, and $1.6 billion in
new funds. These contributions were
partially offset by $8.7 billion in

miscellaneous and other charges, and $18.7 billion in dividends paid to stockholders.

At December 31, 2012, the $33.1 billion increase in surplus reflected contributions from
$33.3 billion in operating income, $18.8 billion in unrealized capital gains, $6.2 billion in
realized capital gains, and $4.4 billion in new funds, all offset by $6.0 billion in income taxes
and $23.7 billion in dividends paid to stockholders. As a result of this increase, industry
leverage continued to trend downward. [In this instance, leverage refers to the degree to
which the industry utilizes its capital (or surplus) to underwrite policies.] The ratio used to
measure leverage is the ratio of new written premiums to surplus. (For a more detailed
explanation of leverage, please refer to the “How to Analyze a Property-Casualty Insurance

Company" section of this Survey.)
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The ratio of net written premiums to surplus stood at 0.76-to-1 at September 30, 2013. In
other words, in the nine months ended September 30, 2013, insurers wrote $SO.76 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 $442.7 billion of “excess”
surplus at September 30, 2013, according to our estimates, compared with our estimate of
$412.75 billion at September 30, 2012.

We arrived at this conclusion by using the following 2013 data points: the $363.4 billion in
net written premiums in the nine months ended September 30, 2013, and policyholders’
surplus of $624.4 billion at September 30, 2013. If we assume a 2-to-1 leverage ratio, the
amount of surplus required to support the actual level of premium volume is approximately
$181.7 billion ($363.4 billion divided by 2). The difference between actual surplus ($624.4
billion) and so-called required surplus ($181.7 billion) is $442.7 billion. Put another way, this
excess surplus could theoretically support another $885.4 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 September 30, 2013, there
remained an enormous amount of excess capital in the insurance marketplace.

US CATASTROPHE LOSSES DECLINE IN 2013

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
$12.9 billion in 2013, down 63% from $35.0 billion in 2012. (Catastrophes are defined as
natural or man-made disasters that cause at least $25 million in insured losses.) In 2011,
insured catastrophe losses in the US totaled $33.6 billion, which was up a considerable 135%
from $14.3 billion in 2010. The losses in 2010 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. Insured catastrophe losses totaled $6.7 billion in 2007 and $9.5 billion in 2006,
significantly below the $66.1 billion of insured catastrophe losses in 2005.
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Hurricanes historically have accounted for the majority of US catastrophe losses. Indeed,
according to a study published by the Insurance Information Institute, during the 20 years
from 1993-2012, hurricanes accounted for more than 40% of catastrophe losses, followed by
tornados (36%), windstorms (7%), terrorism (6%), earthquakes (5%), wind/hail/floods (4%),
and fire (2%). However, catastrophe trends in 2013, a year in which no major hurricane made
landfall, differed from these historical patterns. Insured catastrophe losses from tornados and
thunderstorms totaled $10.3 billion in 2013, or just over 80% of the $12.9 billion in insured
catastrophe losses for the entire year.

The catastrophe loss outlook for 2014 is likely to be mixed. First-quarter 2014 underwriting
results for many insurers will likely be negatively impacted by claims from a series of winter
storms from January 1 to February 21 that caused an estimated $1.5 billion in insured losses.

Partly offsetting the impact from the heavy 2014 winter storm season is the forecast of a
below-average hurricane season. Storm forecasters attribute this benign outlook to the
formation of EL Nino, a weather pattern that tends to suppress the development of
hurricanes.

The 2013 hurricane season was very uneventful with only 13 tropical storms, of which two
became hurricanes and neither was considered a “major” hurricane (Category three or
higher).

In the 2012 storm season, 19 tropical storms formed, of which 10 became hurricanes. One in
particular (Sandy) presently has the dubious distinction of being the third costliest hurricane
on record (behind Hurricanes Andrew and Katrina), with some $18.75 billion of insured
property losses. We expect a significant amount of business interruption claims to push the
total losses from Sandy much higher.

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.
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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 that season.

CONGRESS ADDRESSES ISSUES ARISING FROM CATASTROPHES, BOTH MANMADE AND
NATURAL

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 is difficult 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. 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. Subsequently, on March 21, 2014, the President signed into
law the Homeowner Flood Insurance Affordability Act. This law, the genesis of which started
in the aftermath of Hurricane Sandy, repeals some provisions of the Biggert-Waters Act. Many
key provisions of the Biggert-Waters Act remain intact, however. Still, the new law lowers
recent rate increases on some policies, prevents future rate increases, and implements a
surcharge on all policyholders.
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TRIA PROVIDES A FEDERAL BACKSTOP

Although losses from natural disasters like Hurricane Sandy have made headlines in recent
years, insurers have also had to contend with man-made disasters, including terrorist attacks.
Insured losses from the September 11 terrorist attacks (which included property damage,
business interruption coverage, commercial liability, and group life insurance claims) totaled
S$41.4 billion (in 2011 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 a foreign
person or foreign interest.
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Loss Control Report to the Board
August 2014

To date, approximately 26,000 State and County Board of Education drivers have
completed the on-line defensive driver training program that we are offering through the
National Safety Council. Premium 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. Though the published completion period has passed, we are offering the
remaining views to other BRIM insured. We have until the end of this year for the course to be
completed.

BRIM and Hartford Steam Boiler will sponsor two boiler safety and operational
seminars this fall. We hope that these seminars will continue to attract large crowds and that
what is learned therein will help keep boiler losses minor and to a minimum as they have been
for many years.

As is our custom during the month of September, we will begin evaluation of loss
control questionnaires submitted by our state agencies. These questionnaires were due on August
1. The results will be used to calculate loss control credits and surcharges for next fiscal year’s
premium.

I must regrettably report that we have another vacancy within the Department.
Ashlyn Harlan accepted the position of Safety Director for the City of Bridgeport. With these
two most recent departures, the number of loss control specialists has been reduced by half. As a
result, we will be forced to refocus our efforts toward those insured whose loss experience
require our attention as well as those entities which are new additions to the BRIM program. We
will continue to offer outreach training, and assistance with the Standards of Participation
Program as schedules permit.

During the months of June, July, and August Aon conducted 184 inspections and
Hartford conducted 356. 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
arcas and which result in information and/or loss control recommendations
being provided.

13 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.

Dated: August 25, 2014

Respectfully submitted,



Presentation for:

The State of West Virginia BRIM

August 26, 2014
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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
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State of West Virginia BRIM

State of West Virginia BRIM Market Values as of 6/30/2014

State of West Virginia Retro-Natl Union

State of West Virgina - BRIM 2005-06

State of West Virginia
State of West Virginia
State of West Virginia
State of West Virginia
State of West Virginia
State of West Virginia
State of West Virginia
State of West Virginia

Total

- BRIM 2006-07

- BRIM 2007-08

- BRIM 2008-09

- BRIM 2009-10

- BRIM 2010-11

- BRIM 2011-12

- BRIM 2012-13

- BRIM 2013-14

Market Value:

Market Value:

Market Value:

Market Value:

Market Value:

Market Value:

Market Value:

Market Value:

Market Value:

Market Value:

Market Value:

$9,117,543.66

$4,901,225.62

$10,121,115.70
$20,044,225.05
$20,560,366.02
$18,278,434.09
$14,677,128.36
$23,489,455.55
$37,852,273.75

$48,230,822.36

$207,272,590.16
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State of West Virginia BRIM

Portfolio performance as of 6/30/14

Since Inception

(+) 0, 0, 0,
3 months (%) 1 Year (%) 3 Year (%) 5 Year ( %) 7/31/05 (%)
Total Return
State of West Virgina — BRIM 2005-06 0.93 1.77 2.07 2.95 4.10
Barclays US Government Intermediate 0.91 1.53 1.96 2.83 4.02
Value Added 0.02 0.24 0.11 0.12 0.08
Market Value: $4,901,225.62
Portfolio performance as of 6/30/14
Since Inception
0, 0, 0, 0,
3 months (%) 1 Year (%) 3 Year (%) 5 Year ( %) 7/31/06 (%)
Total Return
State of West Virginia - BRIM 2006-07 0.91 1.76 2.05 2.92 431
Barclays US Government Intermediate 0.91 1.53 1.96 2.83 4.28
Value Added 0.01 0.23 0.09 0.09 0.03
Market Value: $10,121,115.70
Portfolio performance as of 6/30/14
Since Inception
0, 0, 0, 0,
3 months (%) 1 Year (%) 3 Year (%) 5 Year ( %) 7/31/07 (%)
Total Return
State of West Virginia - BRIM 2007-08 0.90 1.71 2.05 2.90 4.15
Barclays US Government Intermediate 0.91 1.53 1.96 2.83 4.09
Value Added 0.00 0.18 0.09 0.07 0.06
Market Value: $20,044,225.05

> A BNY MELLON COMPANY**
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Portfolio performance as of 6/30/14

Since Inception

0, 0, 0, 0,
3 months (%) 1Year (%) 3 Year (%) 5 Year (%) 1/31/09 (%)
Total Return
State of West Virginia - BRIM 2008-09 0.91 1.75 2.05 2.88 2.63
Barclays US Government Intermediate 0.91 1.53 1.96 2.83 2.64
Value Added 0.01 0.22 0.09 0.05 -0.01
Market Value: $20,560,366.02
Portfolio performance as of 6/30/14
Since Inception
0, 0, 0,
3 months (%) 1 Year (%) 3 Year (%) 8/31/09 (%)
Total Return
State of West Virginia - BRIM 2009-10 0.93 1.77 2.06 2.76
Barclays US Government Intermediate 0.91 1.53 1.96 2.70
Value Added 0.02 0.24 0.10 0.06
Market Value: $18,278,434.09
Portfolio performance as of 6/30/14
Since Inception
() 0, 0,
3 months (%) 1Year (%) 3 Year (%) 9/30/09 (%)
Total Return
State of West Virginia Retro-Natl Union 0.91 1.76 2.08 2.66
Barclays US Government Intermediate 0.91 1.53 1.96 2.63
Value Added 0.00 0.23 0.13 0.03
Market Value: $9,117,543.66
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State of West Virginia BRIM

Portfolio performance as of 6/30/14

3 months (%)

1Year (%)

3 Year (%)

Since Inception

8/31/10 (%)
Total Return
State of West Virginia - BRIM 2010-11 0.94 1.77 2.06 1.79
Barclays US Government Intermediate 0.91 1.53 1.96 1.74
Value Added 0.03 0.24 0.10 0.05
Market Value: $14,677,128.36
Portfolio performance as of 6/30/14
Since Inception
0, 0,

3 months (%) 1 Year (%) 8/31/11 (%)
Total Return
State of West Virginia - BRIM 2011-12 0.92 1.76 1.12
Barclays US Government Intermediate 0.91 1.53 1.04
Value Added 0.01 0.23 0.08
Market Value: $23,489,455.55
Portfolio performance as of 6/30/14

Since Inception
0, 0,

3 months (%) 1Year (%) 7/31/12 (%)
Total Return
State of West Virginia - BRIM 2012-13 0.91 1.74 0.39
Barclays US Government Intermediate 0.91 1.53 0.18
Value Added 0.00 0.21 0.21
Market Value: $37,852,273.75
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State of West Virginia BRIM

Portfolio performance as of 6/30/14

3 months (%)

Since Inception

8/31/13 (%)
Total Return
State of West Virginia - BRIM 2013-14 0.89 1.45
Barclays US Government Intermediate 0.91 1.35
Value Added -0.02 0.09
Market Value: $48,230,822.36
STANDISH
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Outlook & Strategy — Interest Rate Strategies

Investment Environment

Improved labor market conditions and sustainable economic
growth are likely to lead the Federal Reserve to end additional
asset purchases in the second half of 2014. Market indicators
indicate the majority of investors positioned for higher yields.

The Fed is in the process of winding down their purchases of
agency MBS. Volatility is expected to increase as Fed removes
accommodation. Yield spreads on agency mortgages are
unattractive.

Economic momentum will likely result in a modest increase in
realized inflation in 2014. Inflation-linked securities are likely
to outperform nominal Treasury securities as inflation
expectations rise.

Risks!

Portfolio Strategy

Strategic duration bias continues to be neutral to short performance
benchmarks. Tactical positioning will shift in response to volatility and
market valuations relative to expected outcome.

Underweight agency mortgages. Largest underweight is in cuspy 4.5%
and 5% coupons given the extension risk in these coupons,
unattractive valuations relative to the convexity risk and potential for
higher volatility.

Long inflation linked bonds versus nominal Treasury securities.

» Persistent disinflation could lead to additional monetary policy accommodation
» Premature monetary policy tightening may result 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, 2014.

STANDISH
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» Macro Musings

Our economists and macroeconomic analysts provide

updates on global trends, market data, policies and more.
» White Papers

Standish's thought leadership provides insight into the
global bond market environment.

» Commentaries

Our senior investment professional present our thoughts
and ideas on the economic trends facing fixed income
markets.

CFA® and Chartered Financial Analyst® are registered trademarks owned by CFA Institute.
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Anthony Criscuolo, CFA
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Guideline Checklist

STANDISH GUIDELINE CHECKLIST

Type of Investment Eligible | Prohibited ! Comments Dare
Account Name: STATE OF WEST VIRGINIA ACCOUNTS Account Number: 7447, 7448, 7492, 3261, 3589, 3599, 3795, 637, 3647, 100000 T
. " |
Portfolio Manager: Laura Zink Date: 12/2013 Foreign-Related: By issue country
Quality Rating: e :
Emerging Markers |
AGENCY: DOWNGRADES TO BELOW | Prompt written notice of downgrades with managers position on the = — - — = .
.MIN]J'.\"]UI\"[ QUALITY: issue and intended action Yankee | x ; E“r.'ﬁiﬁ.?ﬁﬁﬁﬁ?&ﬂﬂﬁf n
AA-, as established by two or Derivatives: Futures
Any NRSRO Minimum Quality maore of the nationally recognized . -
" . Options
bond ratings services;
Currency Forwards
S&P Average Quality AA- gl
Leverage
: . Money Marker Fund d AAA
Moody's Short Term Securities N SWAPS
by major ratings agency allowed
Other: Trade Finance
Split Rated
Duft & Phelps :
(Best/Worst/Middle) Repa /Reverse Repo X
Fitch Concentrations Equity
INVESTMENTS Type of Investment Eligible Prohibited Comments ! Date
|
General: Tax-Exempt Securities X
AMT Bonds X
Taxable Bonds Treasuries X |
Agencies X E
TIPS X
Carporates X
Zero Coupon X
Convertible Issues X
Structured Notes X
Surplus Notes X
Preferred X
| Private Placement/144A | pré
| Preferred Stock | x ‘
Securitized: | Mtge-Related Sec. X :
= —
CMBS X |
Asset-Backed Sec. X
CMOs X
CDOs X
105 and/or PQOs X

STANDISH
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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 ("AMUK") 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.

STANDISH
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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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