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From the outset, the group rating program had 2 unsound features
as noted by multiple actuaries since 1991.  The program allows 
group rated employers to receive overly generous discounts that 
are unique to Ohio’s workers’ compensation system.  Participating 
employers receive up to a 90% discount while similar employers 
who are not group rated must pay full price.  

In addition to large discounts, groups are permitted to change their 
member employers each year.  This undermines the notion that a 
group of smaller employers joined together to look like larger 
employers should be afforded discounts.  Groups, unlike large 
employers, are permitted to kick out employers with claims to 
avoid higher pricing for the whole group.  Group rating causes 
pricing inequity between group employers and non-group 
employers.  Group employers overall do not pay enough 
premiums to cover their total claims costs, forcing non-
group employers to pay the difference because the BWC is 
revenue neutral.  Non-group employers, as a result, 
subsidize group employers by approximately $200 million 
annually.  





Setting fair rates

�A rate:

� is an estimate of the expected value of future costs.

�provides for all costs associated with the transfer 
of risk, which includes medical, wage replacement, 
compensatory costs and administration costs.

�should provide for the costs of an individual risk 
transfer so that equity among insureds is 
maintained.

� is reasonable and not excessive, inadequate, 
or unfairly discriminatory.

Casualty Actuarial Society – Statement of Principles Regarding 
Property and Casualty Insurance Ratemaking



Group Experience Rating

� Under the current group experience rating plan, group 
sponsors form unique groups for each successive policy year 
by hand picking group members to maximize discount 

� Group sponsors have the ability to exclude employers from 
group membership from year to year 

� Group members’ claims experience and payroll are added up 
and then the individual experience rating formula is applied 
as if the group were a single large employer

� All of the group members receive the experience modifier 
that is assigned to the group.  

� Group discounts are enjoyed without risk for the rating 
year. The groups retain no portion of their risk, which is 
fully transferred to the State Fund.



Plan Options and Comparisons

Why is Controllability a Group Rating Issue?

� Participants in group plans today can predetermine a key rating component, the 
experience modification [EM], before the actual group is formed. This allows for the 
creation of groups that minimize incurred losses and, thus, the EM for the next 
policy year. This process is repeated as each new year of experience develops.  

� One can think of this system using an analogy to the fantasy sports leagues that 
are popular among fans today. Fantasy league participants “draft” team members 
at the beginning of the season with their team results based on the individual 
performance of the players they select. The team results are based only on what 
the players do in the future, with no recognition of past statistics.

� Group insurers also select employers who can participate in their respective group 
rating plan with the overall loss results based on the performance of each group 
member. However, unlike the fantasy league example, future results do not matter, 
as only individual past results feed the rating modifications. In essence, because 
they already know the loss results of the members they are choosing, it is more 
like having a fantasy league where the players are chosen after the season has 
ended.        



Group Experience Rating is 
Actuarially Unsound

� An individual experience rating formula applied to a 
group is not generally predictive of future losses for 
that group, regardless of similarities in type of 
business and prior loss experience of the group 
members [Deloitte Consulting]

� Unlike large individual employers, employer groups 
can re-arrange their experience every year and can 
maintain large discounts by excluding employers who 
suffer claims 

� Studies of the BWC’s group experience rating 
program have consistently demonstrated that 
applying the individual experience rating formula to 
group experience has resulted in significant under-
prediction of losses for groups [Deloitte Consulting]



Group Experience Rating is 
Actuarially Unsound

� Loss ratio analysis in an actuarial and insurance industry 
standard measure of premium adequacy and rate equity 

� Loss ratio relativities – comparing the loss ratios of classes 
of the insured population – indicate whether rates charged 
are equitable, or whether there is cross-subsidization 
between classes (i.e., one class is charged inadequate 
premium relative to its losses, while another class is 
charged excessive premium relative to its losses) 

� The loss ratios of employer classes should be within five 
percent (5%), and their relationship (i.e., which one is 
larger or smaller) should vary over time 

� The current Ohio group experience rating plan does not 
effectively align premiums with an employer’s costs 



Deloitte Consulting LLP 
Comprehensive Study June, 2008



Group Experience Rating is 
Actuarially Unsound

� Group rated employers do not pay 
enough premium to cover their claims 
costs, and this forces non-group 
employers to pay the difference 

� Non-group employers subsidize group 
rated employers by approximately 
$200 million annually, according to 
the BWC’s estimate 



Deloitte Consulting LLP 
Comprehensive Study June, 2008



Deloitte Consulting LLP 
Comprehensive Study June, 2008



Oliver Wyman Actuarial Consulting 
Presentation May 28, 2008



The BWC Continues to Ignore The 
Fundamental Underlying Problem

� BWC Proposes Split Experience Rating 
Plan

Deloitte Consulting already rejected split 
plan as a solution:



The BWC Continues to Ignore The 
Fundamental Underlying Problem

� BWC Proposes Split Experience Rating Plan

Oliver Wyman Consulting already rejected split 
plan as a solution:

“A rate imbalance would likely still result under a 
10k split plan with the current group rules that 
allow for annual changes in membership. The 
premiums calculated are estimates, with the 
assumption of static group membership.”

Oliver Wyman Presentation May 22, 2008, pg. 6
Pedrick Project Plan Proposal Exhibit 1.D



The BWC Continues to Ignore The 
Fundamental Underlying Problem

� Propose lowering maximum discount

Ignores the fact that applying individual 
experience rating formula to groups does 
not work [Deloitte Consulting]

Penalizes individual employers who deserve 
higher discount – individual experience 
rating is not broken, yet BWC intends to 
modify it in another attempt to fix group 
experience rating



Current situation

$4,805$48,050Rates at $9.61 per 
$100 of payroll
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What has gone wrong?

�Currently, 85,000 non-group employers 
pay more than $200 million annually
to subsidize 98,000 group-rated 
employers.



Who’s being hurt 
by group rating right now?

�Employers not in group rating

�$1,251 – average subsidy for non-group employers 
that pay more than $100 in annual premium.

�More than 8,400 employers pay a subsidy of at least 
$4,500.

�Nearly 4,500 employers pay a subsidy of at least 
$12,500.

�Nearly 1,500 employers pay a subsidy of at least 
$25,000.

BWC Actuarial – 2005 policy year data





Balanced base rates

� Currently, BWC must mark-up its premium 
rates to ensure it collects enough premium.

� Manual class 5645 (carpentry):

� Total premium needed: $44.6 million

� Total premium after discounts: $21.4 million

� Total mark-up in premiums: 120 percent

BWC Actuarial: 2005 policy year data



44,672,883

1,850,417

30,627,375

4,594,113

4,436,864

3,164,114

Premiums at the 
manual base 
rate of $9.61

21,390,904

1,850,417

7,479,123

3,478,726

5,418,523

3,164,114

Premiums at 
$9.61 applying 
employer credits 
and debits 

Number of 
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Rating plan
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8,517

4,839
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Premiums at 
$21.10 and 
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Total 
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Premium comparison

BWC Actuarial: 2005 policy year data



Impact on base rates

�Rate for 5645 (carpentry) with mark-up: 
$21.10 per $100 of payroll

�Employer with $250,000 in payroll:

�At base rate ($9.61): $24,025

�With inflated rate ($21.10): $52,750

BWC Actuarial: 2005 policy year data



Who’s being hurt 
by group rating right now?

�Average base rates for each state in 2006.

3.78Kentucky

3.00Ohio

2.80Pennsylvania

2.20West Virginia

2.05Michigan

1.24Indiana



Granted Injunction Will Serve 
the Public Interest

� Aon Risk Consultant’s Report, June 14, 2007



Injunctive Relief Will Serve the 
Public Interest



Injunctive Relief Will Serve the 
Public Interest

� BWC Report

� Bottom Line: the current group rating plan 
in hurting Ohio’s economy



Ohio Inspector General, Report of 

Investigation dated August 21, 2007

“Finally, we believe that it is long past 
time for BWC to adopt the findings of 
its own actuarial consultant with 
regard to the huge premium 
discounts the Bureau has granted to 
employers in its group-rated 
programs.”



Mercer Consulting 
Recommendation March 18, 1990

STILL BEING IGNORED



Report of William M. Mercer 
consulting dated August 28, 1991



Report of William M. Mercer 
consulting dated August 28, 1991 

STILL BEING IGNORED



Report of Aon Risk Consultants 
dated June 14, 2007 

STILL BEING IGNORED



Deloitte Consulting Comprehensive Study 
Executive Summary June, 2008

STILL BEING IGNORED




