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Introduction

In the First Session of the 52nd Legislature, House Bill 1963 was enacted, creating
the Task Force on the Privatization of CompSource Oklahoma. As the bill states,
the goal of the privatization of CompSource Oklahoma is “to create a stable,
predictable, competitive workers’ compensation market place in the State of
Oklahoma for the benefit of Oklahoma employers and employees.” To fulfill the
Legislature’s intent to privatize CompSource Oklahoma, the Task Force was
charged with identifying the steps necessary and developing a plan to convert
CompSource Oklahoma into a private insurance company.

As required by HB 1963, this is a report of the Task Force’s findings, general
recommendations, and recommendations for any resulting legislation, for
submission to the Speaker of the House of Representatives, the President Pro
Tempore of the Senate, and the Governor by December 1, 2009.



Background

Oklahoma’s State Insurance Fund, now known as CompSource Oklahoma, was
created by legislation in 1933 to provide a source for obtaining workers’
compensation insurance coverage for Oklahoma employers that may otherwise be
unable to access such coverage. CompSource Oklahoma is a nonprofit, self-funded
insurance company for Oklahoma employers.

CompSource Oklahoma provides over 26,000 businesses and government agencies
with workers’ compensation coverage, including industries such as manufacturing,
natural resources, trucking, wheat, and cattle.  According to its website,
CompSource Oklahoma is one of the largest workers’ compensation insurance
carriers in the state.

Top Workers’ Compensation Carriers in Oklahoma
Market Share by Calendar Year
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Oklahoma Workers’ Compensation Policy Distribution

Policy Years 2007 & 2008

Premium Range Private Carriers | CompSource
$1 - $2,499 24,736 29,693
$2,500 - $4,999 7,045 7,220
$5,000 - $9,999 6,405 5,987
$10,000 - $19,999 4,771 4,056
$20,000 - $49,999 3,819 2,771
$50,000 - $99,999 1,647 924
$100,000 - $199,999 998 371
$200,000 + 820 223

Source: Oklahoma Insurance Department



Task Force on the Privatization of CompSource Oklahoma

Task Force Members’ Findings and Recommendations

Senator CIiff Aldridge, Co-Chairman

Conclusion: As legislators, we owe it to the citizens of the state to look at the
option of a sale of CompSource Oklahoma.

Findings: The Task Force’s debate and consideration has surrounded
whether or not to mutualize CompSource Oklahoma (CSO). In past
meetings, the Task Force’s examination included a review of Nevada’'s and
other states’ mutualized options. In the beginning of the Task Force’s study,
mutualization seemed the way to go.

One case discussed, Moran v. State ex rel. Derryberry, 1975 OK 69, 534
P.2d 1282, must be considered in its historical context, as the state attempted
to raid the funds of the State Insurance Fund (now known as CompSource
Oklahoma) at that particular point in time. The court’s ruling in the Moran
case prevented such action by the Legislature.

Recommendations: As legislators, we owe it to the citizens of the state to
look at the option of a sale, so, the state is not walking away from its own
asset. In this regard, please consider:

0 Questions on tax-exempt status and ownership would need to be
reviewed prior to a sale of CompSource Oklahoma; and

o0 The state owes it to CSO employees to examine ways of working
through this process.

= For example, Nevada had a good plan of giving its state fund
employees first in line priority for state jobs, if they did not want
to move over to the newly created, private carrier.
| have a firm philosophy that government should not be in business that
private companies can provide. Pertaining to this philosophy, it should be
kept in mind that:

0 Regardless if CSO is an asset of the state or not, even considering
current, bad economic times, we should allow the private sector to
perform where it can;

o In terms of the residual market, the government still needs to insure.
The state’s responsibility is to protect the residual market;

o0 The state also owes it to the taxpayers that those in the residual
market do not see a huge increase in premiums. If CSO is not truly
being subsidized, then we should not see an increase in rates; and

o Since workers’ compensation premiums are an aspect of economic
development (considering the cost of doing business), in order to
attract employers to Oklahoma, premium costs are an important
consideration.




It is important to be concerned about state employees and the business
market, but that we also do the right thing for the people of Oklahoma,
whether a sale of CSO or mutualization is chosen, and allow the private
sector to flourish without government interference. Thus:
0 As a legislator, privatization through a sale is an option that should be
examined for the potential good of the state;
o To reiterate, my aim for the state is not to make money, but to keep
government out of competing with private business; and
o From that angle, the state should look at privatizing CSO through a
sale.
A bill should be filed this coming session to get an answer and ask the
guestion, “Is CSO an asset of the state or property of CSO'’s policyholders?”
0 The state has a Supreme Court whose job it is to rule on questions. If
we don't utilize the Court, why do they exist? They should be utilized
for this purpose.



Representative Daniel Sullivan, Co-Chairman

Conclusion: Believe CompSource Oklahoma is an asset of the state — as a
legislator it is difficult to walk away from an asset, and not consider a sale.

e Findings: House Bill 1963 (2009), through the Legislature’s consideration,
affirmative vote, and the Governor’'s signature, the philosophy has been
established that the state should not be in the business of workers’
compensation insurance. As a result, privatization must be considered and
the Task Force’s responsibility is to consider how to privatize CompSource
Oklahoma.

e Considering the original purpose of the Oklahoma State Insurance Fund,
which has been expanded through legislation over the years, do believe the
Moran case states that the State of Oklahoma cannot appropriate money
from CSO funds as if it were part of the General Revenue Fund. (Although
the law does allow trusts to be changed and transferred.)

e The Memorandum from CompSource Oklahoma regarding the Moran case
and its federal tax-exempt status, if read in its entirety, explains that a sale of
CSO can be allowed and that resulting assets would belong to the state.
Though it is important to note | am aware of and concerned about the
importance of considering the residual market, with any change to the status
of CSO.

e Recommendations: After considering the option of privatization — it is
difficult as a legislator to walk away from an asset — believe CompSource
Oklahoma is an asset of the state.

o Although, at the beginning of the Task Force meetings, did believe
mutualization of CSO was the way to go.

e If CSO is an asset of the state, we have an obligation to explore that, while
considering the following:

0 At the same time we need to protect the residual market — we would
not want to sell an asset that creates a bigger problem, by increasing
rates, etc.;

0 Need to recognize it is the current system we are dealing with that is
currently driving the costs;

o0 Not until Oklahoma’s workers’ compensation system is stabilized will
we cease experiencing fluctuations in Oklahoma’s market;

o Eleven percent rate increases with no changes in the law shows the
problem lies with the [Oklahoma Workers’ Compensation] Court; and,
thus

o It is imperative to address the issues in the system, regardless of what
is done with CSO.

e Simply put, we have an obligation to look at a sale, to see if it belongs to the
state. We have the obligation to find out who is the owner.

e As an asset of the state, we owe it to the taxpayers to recoup the asset.

e The state should not be in the business of insurance.




If CSO does not belong to the state, then mutualization is the option — while
protecting the residual market by having the Department of Insurance protect
the market and rates in a rate stabilization plan. It is important to keep in
mind:

0 That we must also consider what happens to CSO’s tax-exempt status
if CSO is owned by its policyholders. (It has been suggested that as
long as CSO remains the insurer of last resort, CSO can retain its tax-
exempt status; and the way a continuing operational board is
comprised, for example, with five public members and a similar
structure to the current organization, can also protect CSO’s tax
status.)

The proposed legislation earlier discussed [at the October 21 Task Force
meeting], establishing that CSO is an asset of the state, would be necessary
to get a court ruling. Due to the fact:

0 An Attorney General opinion would not resolve the CSO asset issue;
and

o Oklahoma does not have declaratory judgments in state court.



Insurance Commissioner Kim Holland

Conclusion: Given the uncertainty regarding state ownership of CompSource
Oklahoma, and the time and cost to the state to resolve this question in the courts,
the most pragmatic approach is mutualization. The state’s mission in creating
CompSource was to serve the public’'s interests by creating a workers’
compensation safety net, not to create an asset. That stated, | recognize the duty of
the Legislature to protect the interests of the public as taxpayers.

Findings: The Insurance Department’'s responsibility, in part, is to ensure a
level playing field so that companies can operate equally without an unfair
advantage. To that end:

0 As a nonregulated entity, CompSource Oklahoma (CSO) has certain
advantages over private companies. To the extent that these
advantages are necessary to perform its obligation as the insurer of
last resort, they are appropriate. However, to the extent they create a
competitive advantage for CSO over the private marketplace for risks
that can be assumed by the private marketplace, the state is
exceeding its role as a safety-net provider and disrupts the “free
market.”

In obligating employers to provide workers’ compensation insurance, the state
has a prevailing interest in ensuring that all are covered. As such, ensuring
that a safety-net mechanism is in place is essential.

In those states that have a residual market mechanism in place, on average
only 7 percent of the market is covered by this safety-net provision, in
contrast to the nearly 40 percent currently insured through CSO which
suggests that the private marketplace can and will compete effectively for all
but a small portion of the potential business to be written.

Recommendations: To extract the state from the business of insurance,
privatization of CSO is required. The most expeditious approach appears to
be mutualization, a transaction which also inures to the sole benefit of CSQO’s
policyholders as contemplated by its establishment. A residual market
mechanism must be established. The interests of current CSO employees
must be preserved and protected.




James Stergiou, Chairman and CEO, SGRisk, LLC (actuary expert)

Conclusion: Oklahoma should consider mutualizing CompSource Oklahoma, using
Texas’ model, to continue to be faithful to the original principle founded upon the
creation of the Oklahoma State Insurance Fund.

Findings: The private marketplace has not always been there for the small
businesses, whereas CSO has been there due to state law.

If it is not broke — why fix it? However, HB 1963 requires a change. To that
end, the Task Force has discussed many options:

0 Loss portfolio transfer does not make sense in Oklahoma, since the
key ingredient is for someone to pick up the reserves.

o In considering selling CSO to private interests, concerned that private
companies can enter and also leave the market. When a company
leaves the market, it may result in a 30 to 40 percent rate increase.

= From an actuarial standpoint, a sale would not result in a lot of
money (current estimate totaling $200 million). A comparable
number toward a reasonable argument for a sale would be $400
to $500 million.

= Also, concerned about the profit motives of an entity who may
purchase CSO. Further concerns about privatization include the
following:

e Whoever may buy CSO, will they insure questionable
entities? Will they want to take on that risk? No, they will
want to protect their interests;

e Rate hike concerns are spread over a swing of five to ten
years, not two to three years;

e The private sector had the opportunity to come in and
insure people over the years of premium swings, but they
chose not to; and

e Would like to know where those companies are that
would take the business, because they have not over the
last 30 years or more.

Beyond what the Task Force considered, the mission of CSO is to be the
insurer of last resort and provide coverage to those entities that have been
rejected by the private market or for other reasons they could not find
insurance in the private market.

The state is not technically in the insurance business, since no state
subsidies are provided. Concerned about the philosophy that the state is
considered as being in the insurance business. Further explanation of the
finding, as follows:

o Originally, what is now CSO was established with a cash infusion from
the state, which has been repaid,;

0 CSO provides discounts to counties and other public entities; and

= (Note — Concerned that if CSO were privatized, would such
discounts continue to be provided in a profit-making
organization?)



0 CSO would not be considered as being subsidized, since it does not
pay taxes and assessments as other insurance companies are
required, as long as CSO is required to provide insurance to any entity
that comes to them.

CSO’s loss development and pay-out patterns are similar to private
companies.

CSO'’s operating costs would not increase if it did not participate as a state
entity, since CSO does not contribute to state health insurance or state
employee retirement.

The Oklahoma Workers’ Compensation Court’s decisions have caused
increases in awards — about an 11 percent annual increase, compounded
over the last three years.

Recommendations: Oklahoma should consider mutualizing CompSource
Oklahoma, using Texas’ model, to continue to be faithful to the original
principle founded upon the creation of the State Insurance Fund. As a part of
mutualizing CompSource Oklahoma, consider:

0 CSO should pay premium taxes and Guaranty Fund assessments,
contributing as part of the Oklahoma insurance team;

0 Unable to go to a level playing field as long as the state is required to
have an insurer of last resort — will accept having the premium cost,
despite the increase in cost; and

0 Since changes to CSO’s Board could result in higher rates, the
Insurance Department’s oversight, triennial examinations, and other
regulations should be welcomed.

Regarding mutualization, there should be a level playing field but must
consider is it possible, considering private companies can come and go, write
business or not write business, while CSO does not have that option. Though
CSO does enjoy some advantages, such as not paying premium taxes or
Guaranty Fund assessments.

Mutualization is by far the best option, not a loss portfolio transfer and not a
sale — keeping the insurer of last resort concept is the only way to go.

(See also: submitted Memo Re: Recommendations on the Privatization of
CompSource Oklahoma (CSO).)




Memorandum

Date: October 29, 2009

To:  Members of the Task Force on the Privatization
of CompSource Oklahoma

From: E. James Stergiou, FCAS, MAAA
Chairman and CEO
SGRisk, LLC
Task Force Member

Re: Recommendations Regarding the Privatization of
CompSource Oklahoma (CSO)

My first preference would be to leave things as is, simply because CSO has done an
admirable job serving the people of Oklahoma and fulfilling its mission. It has "been
there" and provided a definite marketplace for the insuring public (and, by that, |
mean both employers, as well as the workers they employ) consistently and without
equivocation, since | became involved with it in the late 1970’s, and it has never
failed to live up to its mission statement.

At the outset, let me reiterate that the notion of a level playing field can never be
achieved, simply because CSO is not the master of its own fate. Unlike commercial
carriers, it must insure all those who seek insurance (and cannot get it elsewhere),
and cannot withdraw from the market at will, based on changes in underwriting
philosophy, management or any other reason. The proof of that lies with my initial
Page 3, reproduced as page 6A in my second Presentation. No insurer in its right
mind would plan on being available for all comers and seeing its premiums go from,
essentially, $X to $3X (or more) five years later, then back down to $X, etc.!

In short, CSO has been there for Oklahoma employers when commercial carriers
chose to go elsewhere. And, it has been there with affordable rates.

This is not to say | would not accept at least some modification, as a compromise, in
the way CSO is governed, to wit:
e Insurance Department oversight, and

e The already enacted Imposition of a Premium Tax, and, even, a
10



e Guarantee Fund Assessment.

| would not be in favor of an imposition of an FIT provision, unless | am dissuaded in
some dramatic way, simply because of the unique service it provides to Oklahoma
employers. No other carrier does this, or wants to be the market of last resort.

| also cannot see the logic of a sale, an Assigned Risk (AR) Plan, nor a Loss

Portfolio Transfer (LPT). | will discuss the options, at least as | see them presently,
below.

1. Loss Portfolio Transfer (LPT)

LPTs are usually done when an insurance entity is in financial difficulty and, from a
Statutory accounting point of view, wants to decrease its liabilities (by discounting
them; discounting is normally not allowed under Statutory Accounting Principles,
or SAP), to generate a surplus, or a greater than usual SAP surplus.

To effect this, the assuming carrier must be financially responsible to take on such
liabilities, and provide the ceding carrier with a deep enough discount on its loss
reserves to make it worthwhile.

Doing an LPT in the case of CSO obviously makes no sense, because:

a) CSO isnot in a distressed financial condition. In fact, its reserves are
conservative, its assets solid, and a good and solid surplus position has emerged
and been confirmed by both KPMG and by Insurance Department Examinations
over the past decade. CSO did suffer investment losses last year, and will show a
reserve increase and underwriting loss this year, but those are due to the following:

I) In the case of investments last year, the entire investment market place with
any equity exposure suffered similarly during 2008. CSO was no different than
most. However, it should be noted, that, in fact, all the 2008 equity loss and more,
has already been recovered by the first 9 months of 2009, and that over the past 20
years, CSO's annualized rate of return has exceeded 7% (over the past 10 years,
over 5%), even with the 2008 losses!

i) In the case of the anticipated underwriting loss this year, this is caused by the
normal swings of the insurance market, which has resulted in a "soft" market,
whereby CSO has lost some of its "better" business to the private sector. This has
happened continuously over, at least, the past 35 years, as indicated by Page 3 of
my first Task Force Presentation, which was reproduced as page 6A of my second
Presentation. As a result, we increased loss reserves in 2009 to reflect these
changes.
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If someone were to offer an LPT to CSO, there would have to be a deep discount in
the loss reserves, akin to about $120 million for the total book, and about $60 million
for case reserves only. This would, in essence, "guarantee" a 7% interest rate for
CSO over the life of the payout period of its reserves. If someone were to guarantee
that, it may be a good deal to consider, but who would? Any other deal would simply
not make sense and would be a bad deal for CSO, the State, and its policyholders.

In addition, serious consideration needs to be given to the financial condition of the
assuming carrier.

b) In short:
i) Who can take on $450 million to $900 million of liabilities in the first place?
i) Who can afford to, essentially, guarantee an interest rate of 5% to 7% for

the life of the claims?

2. Assigned Risk Plan

First, it is unclear exactly who comprises the "assured" marketplace in Oklahoma.
Over the last 20 years, CSO's premium has fluctuated from a low of about $85
million to as high as $280 million. Even assuming the total Oklahoma workers’
compensation market produces a premium of about $750 million, those insureds
whom no one else wants, comprise, at various points in time (and depending on how
"soft" or "hard" the market is) about 11% to 40%.

The facts are these:

a) CSO provides its insurance with total reflection of investment income earned
on its premiums, and assumes it will earn (and it has) between a 5
b) and 7% rate of return on those assets.

b) For ratemaking purposes, its expense ratio has traditionally hovered, as a
percentage of premium, in the 12% to 15% area. Even if we include a provision for
Guarantee Fund assessments and a premium tax, we anticipate the expense ratio to
be no more than 20%.

c) The 20% is directly comparable to the testimony by Roy Wood, who stated the
typical expense ratios of AR plans are in the 40% area. Keep in mind that even if the
AR plans totally reflect investment earnings, a la CSO, they would still
have to come up with an expense ratio close to half that observed in other states, to
make the premiums cost effective, and comparable to those used by CSO.

12



Hence, | conclude that costs arising from AR plans would be raised by 20%,
perhaps, more.

On top of that, under an AR plan, it is unclear whether any losses would be
discounted to give policyholders credit for the investment income on their premium
dollars. Assuming CSO continues its present policy of discounting its losses to
reflect investment income, that's another 15% on rate levels. Hence, an AR Plan
could raise rates by at least 35%! It is clear that an AR program for Oklahoma would
not be cost effective and, frankly, makes no sense!

As a corollary to the above, some discussion ensued as to whether some insureds
were being subsidized by others under the current system. Nothing could be further
from the truth. CSO's premiums are based entirely on its insured population, over
the long term. Rates are made by classification using only Oklahoma CSO data,
using the loss experience of CSO by class over the past 6 years. Insurance, by its
nature, is a pooling mechanism, but workers’ compensation insurance has a unique
mechanism whereby an individual employer's final rate, for the most part, and for
those insureds who qualify, is determined by its experience modification (i.e., E
Mod), which is reflective of its own loss experience.

3. Selling CSO to Private Interests

| will not address the major issue here, that is, regarding who really "owns" CSO, as
that has been addressed, and debated in earlier Task Force Meetings, by learned
counsel. Furthermore, it will likely be the subject of litigation and a decision will
ultimately be rendered by the State Supreme Court.

What | can say regarding the issue of ownership is that if policyholders are
considered, the issue becomes which policyholders? Current ones? Those who
have contributed to its surplus over time? How far back do we go? Does the State
get a piece? How much? How are those monies divided among the

policyholders? From a non lawyer’s perspective, | can see this as becoming a legal
nightmare, tied up in the courts for many years to come.

Given the above uncertainty and legal questions, | prefer to confine myself to the
value of CSO, based on its current surplus, any reserve equity, discounting its
reserves, equity in the unearned premium reserve (i.e., prepaid expenses) and its
going forward profits.

a) As derived in my first Presentation (page 7), | estimated the value of CSO, at
this point in time, as being in the area of about $265 million, or, likely, more. This is
derived as the sum of its current surplus (i.e., Assets less Liabilities), plus the
discount in its loss reserves, and its prepaid expenses. In addition, it is usual and
customary to also reflect in the price of an insurer its good will and, more

13



importantly, anticipated future profits over the next “X” number of years, with “X”
being the subject of negotiation.

b) I reject the simplistic application of a percentage times book value, as book
value is subject to much interpretation. It is a fact that CSO's loss reserves, and
assets, have been attested to by competent auditors (KPMG), and its reserves
confirmed by competent actuaries (SGRisk and those retained by the Oklahoma
Insurance Department).

i) | especially reject the notion that CSO is worth between 0.7 and 1.2 times
its book value. The other factors, as set forth above, also have to be
considered.  As an example, as earlier testimony stated, the Michigan
Accident fund, with a surplus of $110 million, sold for $255 million, almost 2.4
times book value! There are a lot of things to be considered in a sale of an
insurance company, any insurance company.

i) Another thing to consider is who would pay $265 million, or, likely, much,
much more, and still allow it to become the insurer of last resort.

Previous testimony indicated that possible buyers would allow a three year
window, during which time the newly purchased CSO would continue to be
that insurer at last resort, with premiums similar to those charged to day.
However, after that, what would happen? Would there be an AR plan with
increased costs?

In short, it is inconceivable to me that someone would pay $200, $300, $400, or
$500 million for an entity and be willing to abide by a 3 year, 5 year, 10 year, or any
other period of rate stabilization and/or be willing to continue CSO's mission
statement of taking on all comers and, by extension, see its premiums, and profits,
fluctuate as wildly as we've seen since the 1970s.

On the other hand, | understand that the State’s current revenue shortage and
budget challenges may require this Task Force to consider privatization through a
sale, which would, in theory, generate additional revenues to the State of Oklahoma.
If privatization is elected through a sale, it is imperative the State receive a fair price
for CompSource Oklahoma. This purchase price should reflect expected
investment income to be earned (at the 5% to 7% interest traditionally earned by
CSO) on its loss reserves, equity in its unearned premium reserve, as well as some
expected future profits. | also firmly believe there should be a long term plan of rate
stabilization created through enabling legislation, and the successful bidder should
be required to remain as a carrier of last resort guaranteeing the availability of
workers’ compensation for all Oklahoma employers. This availability should be
reflective of a rate level philosophy currently in effect at CSO (i.e. reflection of
investment income and expense ratios in the area of 20%).
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With regard to the ownership issues of CompSource, | think it is very important the
Task Force evaluate the Internal Revenue Code Sections referenced in earlier Task
Force meetings to ensure that CompSource will not be exposed to a significant tax
liability if the position is taken that it is owned by the policyholders. We should make
certain that whatever outcome is chosen is best for the State of Oklahoma, the
Oklahoma businesses and the overall insurance marketplace.

4. Mutualization of CSO

This, of course, should be considered, but in what form? At first glance, one can say
there is nothing wrong with "leveling the playing field" by making CSO responsible
for Premium Taxes (PT), Guarantee Fund Assessments (GFA), and Federal Income
Taxes (FIT) as any other "mutual insurance Company". However, would it still be
the insurer of last resort?

The tradeoff of being the insurer of last resort, and insuring high risk businesses, is
that CSO should be exempt from some costs, to offset its increased loss ratio.

In my opinion, as long as the State wishes to have an insurer of last resort, the
"playing field can never be completely level”.

If CSO is subject to exactly the same criteria as any other insured, then it can be,
and should also be allowed to withdraw from the insured marketplace as it deems fit,
by definition. If it is allowed to continue as the insurer of last resort, some latitude
should be allowed, to reflect the uncertainty of who it insures and the operating
results (mostly losses) resulting therefrom.

Simply stated, if CSO becomes a privatized mutual, it cannot be an insurer of last
resort, by definition, unless it takes on losses and has no ability to pick and choose (
i.e., underwrite ) risks. If CSO is an insurer of last resort, the "playing field" should be
tilted, at least a little. That means either exempting CSO from FIT, at the very least,
or giving it some other "considerations" or exemptions.

If the Committee chooses to level the playing field by merely making CSO just
another insurer, Oklahoma will need an AR pool, which, as discussed above, would
definitely raise costs for employers.

a) In the past, CSO needed exemptions from those PT and GFA assessments
to be able to serve the Oklahoma business community, with relatively competitive
rates. Taking those exemptions away would drive costs up, by 2.25% in the case of
Premium Taxes, and by additional 2% or so, for Guarantee Fund Assessments, for a
total of about 5%. This would be a direct add on to current premiums. However, it is
something | could accept.
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b) The issue of FIT is unclear to me at this time. However, over the long term, it
is clear CSO rates are made in a not for profit manner, and are keyed to an
operating ratio of 100% (i.e., the present value of its expected losses, plus
expenses, is expected to be about 100%, the break even level). Hence, profits, and,
therefore, FIT, should be, over the long term, close to zero.

5. Conclusions

It is my opinion at this time that either:

a) CSO be left as it is, to serve the Oklahoma business community as a
protection against fluctuations in the workers’ compensation marketplace, by
guaranteeing insureds stable workers’ compensation availability and
premiums over the long term; or

b) Convert CSO to a tax exempt mutual carrier, subject to a PT, GFA, and
jurisdiction under the Insurance Department, like a Texas Mutual. While this
approach will cost its policyholders some money (5% on the average), its
basic structure and mission would still be applicable to protect employers
from the insurance marketplace and guarantee to them a place for their
workers’ compensation needs

Respectfully submitted.
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Michael Clingman, Director, Office of State Finance and Member of the
CompSource Oklahoma Board of Managers (represents CSO)

Conclusion: Mutualization can achieve good goals and effects — the main
advantage to privatization of CompSource Oklahoma would be to allow
policyholders a chance to be elected directly to the Board of Managers, possibly
giving policyholders a greater voice. The downside is the chance that decisions
could be made by a new mutual company to give greater economic benefits to
current policyholders, resulting in possible higher rates for new business or renewals
of existing business. Also, more regulation may lead to higher costs than
CompSource policyholders currently face.

e Findings: The intent of HB 1963 is to privatize in some manner.

e A sale of CompSource with the state as the prime recipient of assets from the
sale seems unlikely if [you] examine what the Moran case says. Regarding
mutualization, the following concerns should be considered:

0 Mutualization could result in a new mutual board; this new Board might
choose to operate as other carriers operate. Such a change could
result in redirecting investment income and surplus, so the new
policyholder would face increased premium rates;

0 CSO'’s policy for decades has devoted its investment income to keep
future insurance rates low. That decision is the primary reason for the
“‘non-level playing field” that has been much discussed. A change in
that policy — returning investment income to past policyholders as
dividends with a subsequent increase in rates for new business and
renewals — would level the playing field but result in higher workers’
compensation insurance rates. The current system acts as an
economic development tool to insure policyholders get the most
competitive rate possible; and

0 CSO does not have subsidized rates.

e Believe that CSO belongs to the policyholders, of which the state is the
largest policyholder. Although, it should also be noted that if CSO is found
not to belong to its policyholders (if Moran case was overturned), that
changes everything and the state may well choose to utilize the surplus of
CompSource for other purposes. Overturning Moran would seem highly
unlikely.

e There is competition. The state fund is the ultimate competition, though it
may not be easy to compete with given CSO’s target loss ratio of 95-100
percent, much larger than the ratio that allows private carriers profitability.

e The residual market in every state is a question of price, as follows:

o Attiny residual market will reflect in high rates; and

o When CompSource rates increase, the historical result has always
been that CompSource’s market share decreases and more private
carriers write workers’ compensation premium.

e Recommendations: The advantages to privatization include allowing
policyholders a voice or vote on the Board, rather than all Board members be
state officials. This could be a positive effect of mutualization.
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It should be cautioned that mutualization could still result in higher rates. A
cautionary tale:

o

In 1994, the consulting actuary of CompSource Oklahoma, Mr.
Stergiou, recommended IBNR for the accident years 1993 and prior to
be about $130 million. (IBNR is the reserve put up beyond those done
in individual cases to reflect late reported claims and adverse
development of known claims.) The Oklahoma Insurance Department
utilized Mark Crawshaw as a consulting actuary to assist in CSO'’s
triennial audit, a consultant who had repeatedly given the opinion in
rate hearings that CSO’s rates should be raised in excess of 20
percent in testimony given in each of three straight years. His opinion
was that CSO’s IBNR exposure was $211 million, over $80 million
higher than the amount CSO'’s consulting actuary recommended. The
Board’s outside accounting firm chose to side with the Department’'s
examination findings removing $80 million from CSO’s surplus
resulting in a needless (in my opinion) double-digit rate increase on its
policyholders. Premium over the next four years dropped by over 60
percent as policyholders were left looking for lower rates. By 1997 it
was recognized that, indeed, Mr. Stergiou’s opinion was right,
Crawshaw’'s was wrong, and the money was removed from claims
back into surplus. Under mutualization there could be even more
pressure from outside market factors determining what is the best
practice for CSO other than its own Board, possibly again resulting in
higher rates for its policyholders. It is critical to have an Insurance
Department that understands the market and the intent of a state fund
in the market, especially after any privatization.

If the money from a sale does come to the state, other considerations should
occur; but Moran is clear that cannot be the case — it holds that CSO is
owned by the policyholders.

CSO's current market practice does create a somewhat unlevel playing field,
but the beneficiary of that practice is small to medium-sized businesses
employing Oklahomans. Any change in CSQO’s operation could adversely
impact those employers.
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Mike Seney, Senior Vice President, Operations, The State Chamber (statewide
organization that is an advocacy association for business and industry)

Conclusion: The Texas model of mutualization is what Oklahoma should follow;
while privatizing to some degree, this model also provides for a continuing market for
an insurer of last resort.

e Findings: Though wrestled with decision for a recommendation, and
currently would make no change at all; HB 1963 does not allow for a
recommendation of no change to CompSource Oklahoma.

e Learned that CompSource Oklahoma responsibly fulfills its role as the insurer
of last resort. In considering a change, concerned about the percentage of
small businesses CSO insures, and the insurance companies that have left
over time, if Oklahoma were to sell CSO.

e Workers’ compensation coverage is required in Oklahoma; this differs from
other lines of insurance offered.

e Workers’ compensation insurance companies leave the market due to losses
and loss exposure.

e Volunteer firefighters’ workers’ compensation insurance rates are kept
artificially low through state law. To take them out of their current situation
and place them in the residual market, would prevent volunteer fire
departments from being able to find coverage without providing some
concessions for them.

e Recommendations: The Texas model of mutualization is what Oklahoma
should follow; while privatizing to some degree, this model also provides for a
continuing market for an insurer of last resort. Supporting factors for the
recommendation include the following:

0 The Texas model of a mutualized, insured entity maintains the same
non-federal tax status CSO has;

0 A three-year rate stabilization plan, as proposed in privatization, is not
long enough to preserve stability in the market;

0 The state should be careful considering models in monopolistic fund
states, which are not like Oklahoma;

0 CSO has nearly 80 years of small businesses’ and state agencies’
investment that will be able to continue through mutualization;

0 Mutualization provides the best recourse with the least cost;

o Fear losing the counter-balance of insurance companies that can come
and go. The counter-balance must be maintained. Currently, CSO
does not have that option under state law; they must continue to exist;

o Concerned about private companies’ aim to make a profit for their
stockholders, which could result in a rate hike for employers;

0 Understand rate hikes occur, but concerned about a drastic change
and effect on the [workers’ compensation insurance] market in
Oklahoma if a sale of CSO should occur; and

o A level playing field is not a benefit if it results in policyholders
experiencing a rate increase to achieve a level playing field.
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e |t would be a waste of time and money to send a question, as to whether
CSO is an asset of the state or not, back to the Supreme Court.
e (See also: submitted Memo Re: Findings & Recommendations.)
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THE STATE CHAMBER OF OKLAHOMA

LEGISLATIVE ADVOCATES FOR BUSINESS
330 NE 10th Street
Oklahoma City, OK 73104
(405) 235-3669 - phone (405) 235-3670 - fax

MEMO
TO: CompSource Privatization Task Force
FROM: Mike Seney, Senior V.P. — Operations

The State Chamber of Oklahoma
SUBJECT: Findings & Recommendations
DATE: November 5, 2009

Finding: CompSource Oklahoma is a well-run, fiscally sound workers” compensation
insurance company conducting its business as set out in Oklahoma’s statutes.

Finding: CompSource Oklahoma does adequately serve as the “insurer of last resort”
for Oklahoma businesses, and serves as a “counter-balance” to the vagaries of the private
insurance market in Oklahoma.

Finding: CompSource Oklahoma does enjoy some small advantage over the private
insurance market in that it is not a participant in the Oklahoma Guaranty Fund and therefore
does not pay the 2.25% Guaranty Fund assessment.

Finding: It is critical that Oklahoma maintain a market for small businesses as more
than 75% of all businesses in Oklahoma have less than 10 employees...and 98% have less
than 100 employees.

Recommendation:  Since the legislative intent in HB 1963 states that “...CompSource
Oklahoma be converted into a private insurance company...”, we support the
“mutualization” of CompSource Oklahoma in a manner similar to what was accomplished in
Texas.

Recommendation:  In that regard, the following elements need to be included in any
legislation moving forward:

e CompSource Oklahoma shall operate as, and exercise the powers of, a domestic
mutual insurance company called the Oklahoma Mutual Insurance Company.
e The company is not a state agency.
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The commissioner of insurance shall issue a certificate of authority to the company to
write workers” compensation insurance.

The company shall exercise all the rights, privileges, powers, and authority of any
other mutual corporation organized to transact workers’ compensation insurance
business in Oklahoma.

The legislation shall transfer the powers and duties of the fund to the company.

The company shall be prohibited from being dissolved.

The company shall be governed by a board of nine directors (board) that serve
staggered six-year terms. Five of the members will be required to be appointed by the
governor with the remaining four being elected by the company’s policyholders. The
board shall be authorized to perform all necessary or convenient administrative and
business functions of the company.

The company shall pay all appropriate premium taxes or other taxes required of other
workers’ compensation carriers.

All revenues, monies and assets shall be governed by the laws applicable to domestic
mutual insurance companies.

The company shall only be liable for assessments by the Oklahoma Property and
Casualty Insurance Guaranty Association regarding, and that association with respect
to an insolvency of the company is only liable for, a claim with a date of injury that
occurs on or after January 1, 2012,

The state shall have no liability to or responsibility to the policyholders, persons
receiving workers’ compensation benefits, or the creditors of the company if the
company is placed in conservatorship or receivership or becomes insolvent.

The State of Oklahoma shall covenant with the policyholders of the company,
persons receiving workers’ compensation benefits, and the company’s creditors that
the state will not borrow, appropriate, or direct payments from the company from
those revenues, monies, assets or from the stabilization fund for any purpose.
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Lee Ann Alexander, Liberty Mutual (member of the Board of Directors of the
Oklahoma Property and Casualty Insurance Guaranty Association)

Conclusion: For a sale of CompSource Oklahoma to be considered, the question
needs to be asked, “Is CSO an asset of the state or does it belong to CSO'’s
policyholders?”

Findings: Private insurers have not had a chance to compete with
CompSource Oklahoma on a level playing field. Looking at other states, the
residual market is about 5 to 6 percent compared to CSO’s market share of
approximately 35 percent.

Comparing to Texas and its mutualization model is difficult because they are
an optional state for workers’ compensation coverage. Therefore, in looking
to create a level playing field, Texas is not the right model to follow.

It is important to have a separately established residual market.

The main question facing the Task Force is whether CSO is an asset of the
state, and, accordingly, whether the state would have the legal right to any
assets resulting from a sale of CSO.

Recommendations: After reviewing the CSO memo, regarding the Moran
case and CSO'’s federal tax-exempt status, feel even more strongly that the
guestion needs to be asked, “Upon dissolution, do CSQO’s assets belong to
the state or do they belong to CSQO’s policyholders,” due to the following
considerations:

0 Most other states’ cases cited and Moran say that the state cannot
appropriate (“raid”) CSO’s funds while it exists as an ongoing entity;
and

o Page 4, of the CSO memo states, “CompSource funds can be used
only for the following purposes: (1) paying incurred losses of
policyholders, (2) paying expenses of CompSource, (3) paying
policyholder dividends, or (4) retention by CompSource;” all of which
also assume an ongoing entity.

If the Task Force remains undecided between a sale of CSO and
mutualization, what is ultimately important is that we achieve a level playing
field through either avenue.

If the answer to the CSO asset question is, “No, CSO is not an asset of the
state;” then Oklahoma should implement HB 1963 and privatize CSO through
mutualization.

An outstanding concern is: What happens to CSO'’s federal tax exemption if,
upon dissolution, CSO’s assets do not revert to the state? How is CSO
currently getting a federal tax exemption if it is not an asset of the state?
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Dan Ramsey, President and CEO, Independent Insurance Agents of Oklahoma
(independent insurance agents organization)

Conclusion: Oklahoma should move toward the privatization of CompSource
Oklahoma by following the Texas model of mutualization.

e Findings: The original purpose of the State Insurance Fund, when it was
formed, was not to make money, but to provide a fairly competitive workers’
compensation market for Oklahoma businesses. At the same time it was to
serve as the “market of last resort.” The two approaches being considered —
to sell CompSource Oklahoma or to mutualize it — are at competing values:

o For a “for-profit” business, the number one focus is a profitable return
on investment for its stockholders; and

o0 For CompSource Oklahoma, the number one focus is the responsibility
to provide a fairly competitive market for its policyholders and serve as
the “market of last resort.”

e Recommendations: The Texas model of mutualization has worked there,
and follows the key points and interests, listed below. Therefore, Oklahoma
should move toward the privatization of CompSource Oklahoma by following
the Texas model of mutualization. Keeping in mind:

o There are differences to consider between Oklahoma’'s and Texas’
laws;

0 Mutualization would help preserve the original intent of CSO;

o0 Though appreciate the legislators’ perspective, even if CSO is an asset
of the state, a sale may not be in the best interest of the policyholders;
and

0 As a residual market may be considered, should look at how the other
29 non-NCCI (National Council of Compensation Insurance) states
operate.

e If the purpose of this Task Force is just to make money — that is a short-
sighted goal. It should also be considered whether a sale of CSO is the right
way to go.

e Transition should be as seamless as possible for policyholders and
employees, such as using Nevada’s plan for its state employees as a model.

e For the policyholder, premium rates should decrease and the way their
business is handled should improve from where it is now with whichever
change is made.

e We need to have the residual market within the new entity that is created —
otherwise the move from company to company when an account is re-
assigned to another company through an Assigned Risk pool will create angst
from policyholders.
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Proceedings of Task Force

The Task Force on the Privatization of CompSource Oklahoma met seven times:
August 6, 2009, August 19, 2009, September 2, 2009, September 23, 2009, October
7, 2009, October 21, 2009, and November 5, 2009.

At the first, organizational meeting of the Task Force, on August 6, 2009, members
of the Task Force reviewed the objectives and Task Force’s responsibilities outlined
in HB 1963. The Co-Chairmen asked for names and contact information of experts
that could assist the Task Force in their duties. CompSource Oklahoma’s current
and past market share was discussed. Jason Clark, President/CEO of CompSource
Oklahoma (CSO), reported the latest indicators showed CSO’s market share at 35
percent. James Stergiou, actuary for CompSource Oklahoma and Task Force
member, added that CSO has had as much as 50 percent of the market and as little
as 15 percent. Mr. Stergiou also reported that CSO has a current loss ratio of 98-
100 percent. Concerns about how the privatization of CSO would affect the
Guaranty Fund were raised. Larry Fitch, General Manager of the Oklahoma
Property and Casualty Insurance Guaranty Association, explained that any
privatized entity of CSO would become a member of the Association and would pay
into the fund. A copy of the meeting agenda and a shared article are included in
Appendices B and C of this report.

The Task Force met for a second time on August 19, 2009. At this meeting
presentations were made by James Stergiou, actuary for CompSource Oklahoma
and Task Force member, regarding CompSource Oklahoma’s financial standing;
Jason Clark, President/CEO of CompSource Oklahoma, on CSQO'’s policy distribution
and market share; Steve Harding, Chief Financial Officer for CompSource
Oklahoma, with a financial overview; and Larry Derryberry, attorney-at-law with
Derryberry & Naifeh, LLP, on CSQO’s history and precedent. At the end of the
meting, Dan Ramsey, Task Force member, shared a copy of Michigan’s Workers’
Disability Compensation Act of 1969, the law converting Michigan’s state fund. A
copy of the meeting agenda, actuarial presentation, CSO handouts, legal citations,
and Michigan’s act are included in Appendices D through H of this report.

At the third meeting of the Task Force, on September 2, 2009, the Oklahoma
Insurance Department shared information that Task Force members had requested
at the previous meeting, including information on those insurance companies that
have withdrawn from the market in Oklahoma, a list of the top ten workers’
compensation carriers in Oklahoma by written premium, policy distribution between
private carriers and CompSource Oklahoma, and National Council on Compensation
Insurance (NCCI) residual market data. Presenters for this meeting were Ann
Nelson, Executive Vice President of Corporate and Public Affairs for Employers
Holdings, Inc. and Douglas Dirks, President and CEO of Employers Holdings, Inc.
Ms. Nelson explained Nevada’'s mutualization process and their experience when
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Nevada converted its state fund to a mutual company, now a publicly traded
company with clients in thirty states. Mr. Dirks shared the financial conditions in
Nevada’'s workers’ compensation market since mutualization. Nevada's workers’
compensation insurance rates have continued to decline since January of 2000,
after mutualization was complete.

At the September 2, 2009 meeting, the Task Force also heard from Bruce Wood,
Associate General Counsel and Director of Workers’ Compensation, for the
American Insurance Association (AlA). Mr. Wood shared AIA's policy
considerations for Oklahoma, a profile of CompSource Oklahoma, and a summary of
state workers’ compensation funds’ key provisions. Mike Seney, Task Force
member, also shared a breakdown of industries and the size of companies in those
industries in Oklahoma with data compiled from the Oklahoma Employment Security
Commission (OESC). A copy of the meeting agenda, Insurance Department
information, AIA handouts, and OESC data are included in Appendices | through Q
of this report.

The Task Force held a fourth meeting on September 23, 2009, to further examine
the residual market and operations in NCCI states. Jason Clark, President/CEO of
CompSource Oklahoma, shared NCCI data comparing CSO with private carriers in
Oklahoma.  CompSource Oklahoma staff also shared information regarding
volunteer firefighters including, a cover letter; Senate Concurrent Resolution 14,
praising volunteer firefighters; Title 85, Section 132a, of the Oklahoma Statutes,
regarding the Volunteer Firefighters Group Insurance Pool; and CSO data on
volunteer firefighter coverage. Guest presenters from the National Council on
Compensation Insurance (NCCI) were Roy Wood, State Relations Executive, and
Melissa Palmer, Director of Residual Market Operations. Mr. Wood discussed
NCCI’s operations and its role in Oklahoma. Ms. Palmer discussed residual markets
and the various options for states. Pursuant to requests for information made at this
meeting, NCCI later sent a list of the National Workers’ Compensation Reinsurance
Pool Board of Governors and NCCI's Board of Directors and the disposition of risks
in neighboring NCCI states. A copy of the meeting agenda, CSO information, and
NCCI presentations and information are included in Appendices R through Z of this
report.

The fifth meeting of the Task Force, on October 7, 2009, included a proposal for
privatizing CompSource Oklahoma through a sale and rate stabilization plan for
small Oklahoma employers by Lance LaGere, Executive Vice President and Chief
Operating Officer; Pat Gilmore, General Counsel and Senior Vice President; Mark
Paden, President for NAICO; and Brent LaGere, Chairman and CEO for the National
American Insurance Company (NAICO). NAICO representatives shared their
Blueprint for Privatizing CompSource with the Task Force members. Another
presenter, Russell R. Oliver, the former President of the Texas Mutual Insurance
Company, shared Texas' experience with mutualizing the Texas Compensation
Insurance Fund. Mr. Oliver pointed out that Texas does not have a mandatory
workers’ compensation insurance coverage law, leaving about 34-35 percent of
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employers who choose not to be covered. James Stergiou, actuary for CompSource
Oklahoma and Task Force member, presented information on loss portfolio transfer
(LPT) issues. Prior to this meeting, CompSource Oklahoma sent the Task Force
members a letter with recommendations and information regarding CSO employees
for their consideration. A copy of the meeting agenda; NAICO, information,
presentation and blueprint; Texas legislation; LPT presentation; and CSO employee
information are included in Appendices AA through FF of this report.

On October 21, 2009, the Task Force held its sixth meeting, to discuss the
mutualization or sale of CompSource Oklahoma. At this meeting CompSource
Oklahoma shared the top classification codes with the highest workers’
compensation rates and largest loss ratios with CSO, pursuant to a request at a
previous meeting. NAICO also responded to a request for their loss ratios that are
more favorable than CSO in a letter with accompanying exhibits. The Task Force
members shared their thoughts on what they had learned from the meetings and
what they would recommend. A record of the Task Force members’ comments from
this meeting can be found on the following pages of this report. At this meeting Mike
Seney, Task Force member, shared a handout from the Oregon Department of
Consumer & Business Services Rate Ranking Summary citing Oklahoma as having
the ninth highest workers’ compensation premium rate in 2008. A copy of the
meeting agenda, CSO and NAICO loss ratio information, and Oregon report are
included in Appendices GG through JJ of this report.

Prior to the final meeting, on November 5, 2009, Task Force members received a
Memorandum from CompSource Oklahoma, regarding a legal analysis of Moran v.
State ex rel. Derryberry and information on CompSource’s federal tax-exempt
status. At the final meeting Task Force members discussed their thoughts on the
memo and continued discussion on deciding whether to mutualize or sell
CompSource Oklahoma to fulfill HB 1963 requirements for privatization. A copy of
the final meeting agenda and CSO memo are included in Appendices KK and LL of
this report.

At the conclusion of the meeting, Rep. Daniel Sullivan, Co-Chair of the task Force,
made a motion to provide the individual Task Force members’ comments from the
October 21 and November 5 meetings as the final findings and recommendations of
the Task Force on the Privatization of CompSource Oklahoma in its report to be
submitted to the Governor, President Pro Tempore of the Senate, and the Speaker
of the House of Representatives. The motion was seconded by Sen. Cliff Aldridge,
Co-Chair of the Task Force; and the motion was approved upon a unanimous voice
vote of the Task Force.
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Task Force on the Privatization of CompSource Oklahoma
Task Force Discussion on the Mutualization or Sale of CompSource Oklahoma

6th Meeting
Wednesday, October 21, 2009, 9:30 a.m.
Room 412C, State Capitol Building

Task Force Members:

Sen. Cliff Aldridge, Co-Chair

Rep. Daniel Sullivan, Co-Chair

Insurance Commissioner Kim Holland

James Stergiou, Chairman and CEO, SGRisk, LLC (actuary expert)

Michael Clingman, Director, Office of State Finance and Member of CompSource Oklahoma
Board of Managers (represents CompSource Oklahoma)

Mike Seney, Senior Vice President, Operations, The State Chamber (advocacy association
for business and industry)

Lee Ann Alexander, Liberty Mutual (member of the Board of Directors of the Oklahoma
Property and Casualty Insurance Guaranty Association)

Dan Ramsey, President and CEO, Independent Insurance Agents of Oklahoma (independent
insurance agents association)

Task Force Member Comments *

Mike Seney

e Though wrestled with a decision for a recommendation and currently would make no
change at all, HB1963 does not allow for a recommendation of no change to
CompSource Oklahoma.

o After the last few meetings, have learned that CompSource Oklahoma (CSO)
responsibly fulfills its role as the insurer of last resort.

e In considering a change, concerned about the percentage of small businesses
CSO insures, and the insurance companies that have left over time, if
Oklahoma were to sell CSO.

e The Texas model of mutualization is what Oklahoma should follow, while privatizing to
some degree, this model also provides for a continuing market for an insurer of last
resort.

e The Texas model of a mutualized, insured entity maintains the same non-
federal tax status CSO has.

e A three-year rate stabilization plan, as proposed in the privatization
presentation, is not long enough to preserve stability in the market.

e Fear losing the counter-balance of insurance companies that can come and go.
The counter-balance must be maintained as is. Currently, CSO does not have
that option under state law; they must continue to exist.

e Concerned about private companies’ aim to make a profit for their stockholders,
which could result in a rate hike for employers.

e Understand rate hikes occur, but concerned about a drastic change and effect
on the [workers’ compensation insurance] market in Oklahoma if a sale of CSO
occurs.
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e A level playing field is not a benefit if it results in policyholders experiencing a
rate increase to achieve a level playing field.

Dan Ramsey
e Transition should be as seamless as possible for policyholders and employees.
e Thought Nevada’s plan for its state employees’ provided good ideas.

e For the policyholder, whether CompSource Oklahoma is sold or mutualized, the
premium rates should be expected to decrease and the way their insurance business
is handled should improve from where it is now.

e We need to have the residual market within whatever new entity is created; otherwise
re-assignment to a new carrier through an Assigned Risk mechanism will likely create
angst from policyholders.

e The Texas model of mutualization has worked in their state — and follows these key
points and interests.

Lee Ann Alexander

e Undecided between sale and mutualization — what is important is a level playing field.

e Private insurers have not had a chance to compete with CSO on a level playing
field. Looking at other states, the residual market is about 5 to 6 percent,
compared to CSO’s market share of approximately 35 percent.

e Comparing to Texas and its mutualization model is difficult because they are an
optional state for workers’ compensation coverage. Therefore, to achieve a
level playing field, Texas is not quite the right model.

e If a sale generates funding for the state and best serves its citizens, that avenue
should be considered in spite of the threat of litigation. Other states have dealt with
litigation and are moving forward.

e |tis important to have a separately established residual market.

James Stergiou
e The private marketplace has not always been there for the small businesses, whereas
CSO has been there due to state law.
e Ifitis not broke — why fix it? However, HB 1963 requires a change.
e CSO's loss development and pay-out patterns are similar to private companies.
e The Task Force has discussed many options:
e Loss portfolio transfer does not make sense in Oklahoma, since the key
ingredient is for someone to pick up the reserves.
e In considering selling CSO to private interests, have the same concerns as
Seney. From an actuarial standpoint a sale would not result in a lot of money
(estimate totaling $200 million). A comparable number toward a reasonable
argument for a sale would be $400 to $500 million.

0 Beyond that, the mission of CSO is to be the insurer of last resort and
provide coverage to those entities that have been rejected by the
private market or for other reasons that they could not find insurance in
the private market. Whoever may buy CSO, will they insure
questionable entities? Will they want to take on that risk? No, they will
want to protect their interests.
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o0 Rate hike concerns are spread over a swing of five to ten years, not
two to three years.

o The private sector had the opportunity to come in and insure people
over the years of premium swings, but they chose not to.

o Would like to see where those companies are that would take the
business, because they have not over the last 30 years or more.

Mutualization — there should be a level playing field, but is it possible? Private
companies can come and go, write business or not write business, CSO does not
have that option. Though CSO does enjoy some advantages — it does not pay any
premium tax or Guaranty Fund assessments.

e CSO should pay — contributing as part of the Oklahoma insurance team.

e Unable to go to a level playing field as long as the state is required to have an
insurer of last resort — will accept having the premium cost, despite increase in
cost.

o The Oklahoma Workers’ Compensation Court’s decisions have caused
increases in awards — about an 11 percent annual increase,
compounded over the last three years.

Mutualization is by far the best option, not a loss portfolio transfer and not a sale —
keeping the insurer of last resort concept is the only way to go.
(Also see submitted written comments.)

Michael Clingman

Believe that CSO belongs to the policyholders, of which the state is the largest
policyholder. CSO is owned by the policyholders of the state insurance fund.

e |f CSO is found not to belong to its policyholders, that changes everything.
(Though does not agree with selling CSO per se.) If the money from a sale
does come to the state, other considerations should occur; but Moran is clear
that is not the case — it holds that CSO is owned by the policyholders.

There is competition. The state fund is the ultimate competition, though it may not be
easy to compete with given its target loss ratio of 95-100 percent, much larger than the
ratio that allows private carriers profitability.

The residual market in every state is a question of price.

e A tiny residual market will reflect in high rates.

e When CSO rates increase, the result has always been that CSO’s market share
decreases and more private insurance companies write workers’ compensation
premium.

Rep. Daniel Sullivan, Co-Chair

At beginning of the Task Force meetings, believed mutualization of CSO was the way
to go.
After considering the option of privatization — it is difficult as a legislator to walk away
from an asset — believe it is an asset of the state. If CSO is an asset, we have an
obligation to explore that, at the same time protecting the residual market. We would
not want to sell an asset that creates a bigger problem, by increasing rates, etc.

e Need to recognize it is the system we are dealing with that is currently driving

the costs.
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e Not until Oklahoma’s workers’ compensation system is stabilized will we cease
experiencing fluctuations in Oklahoma’s market.

e Eleven percent rate increases with no changes in the law shows the problem
lies with the [Oklahoma Workers’ Compensation] Court.

e |tis imperative to address the issues in the system, regardless of what is done.

e We have an obligation to look at a sale, to see if it belongs to the state. We have the
obligation to find out who is the owner.

e As an asset of the state, we owe it to the taxpayers to recoup the asset.

e |f CSO does not belong to the state, then mutualization is the option — while protecting
the residual market by having the Department of Insurance protect the market and
rates in a rate stabilization plan.

e We must also consider what happens to CSO’s tax-exempt status if CSO is
owned by its policyholders. (It has been suggested that as long as CSO
remains the insurer of last resort, CSO can retain its tax-exempt status; and the
way a continuing operational board is comprised, for example, with five public
members and a similar structure to the current organization, can also protect
CSO'’s tax status.)

e The state should not be in the business of insurance.

Sen. Cliff Aldridge, Co-Chair
e Firm philosophy that government should not be in business that private companies can
provide.

e Regardless if CSO is an asset of the state or not, even considering current, bad
economic times, we should allow the private sector to perform where they can.

e In terms of the residual market, the government still needs to insure. The
state’s responsibility is to protect the residual market.

e The state also owes it to the taxpayers that those in the residual market do not
see a huge increase in premiums. If CSO is not truly being subsidized, then we
should not see an increase in rates.

e Since workers’ compensation premiums are an aspect of economic
development (considering the cost of doing business), in order to attract
employers to Oklahoma, premium costs are an important consideration.

e As legislators owe it to citizens of the state to look at the option of a sale, so the state
is not walking away from its own asset.

e Questions on tax status and ownership would need to be reviewed prior to a
sale of CompSource Oklahoma.

e The state owes it to CSO employees to examine ways of working through this
process.

o For example, Nevada had a good plan of giving its state fund
employees first in line priority for state jobs, if they did not want to move
over to the newly created, private carrier.

¢ In the beginning of the Task Force’s study, mutualization seemed the way to go.

e Concerned about state employees and the business market, but that we also do the
right thing for the people of Oklahoma, whether sale of CSO or mutualization is
chosen, and allow the private sector to flourish without government interference.

* Updated with corrections requested at the Thursday, November 05, 2009, meeting of the Task Force on the
Privatization of CompSource Oklahoma.
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Task Force on the Privatization of CompSource Oklahoma
Task Force Review of Findings and Recommendations on the Mutualization or Sale of
CompSource Oklahoma

7th Meeting
Thursday, November 05, 2009, 9:30 a.m.
Governor’s Conference Room, 2nd Floor, State Capitol Building

Task Force Members:

Sen. CIiff Aldridge, Co-Chair

Rep. Daniel Sullivan, Co-Chair

Insurance Commissioner Kim Holland

James Stergiou, Chairman and CEO, SGRisk, LLC (actuary expert)

Michael Clingman, Director, Office of State Finance and Member of CompSource Oklahoma
Board of Managers (represents CompSource Oklahoma)

Mike Seney, Senior Vice President, Operations, The State Chamber (advocacy association
for business and industry)

Lee Ann Alexander, Liberty Mutual (member of the Board of Directors of the Oklahoma
Property and Casualty Insurance Guaranty Association)

Dan Ramsey, President and CEO, Independent Insurance Agents of Oklahoma (independent
insurance agents association)

Task Force Member Comments and Recommendations for Final Report

Mike Seney

e Keep in mind that the title of the Task Force is the “Task Force on the Privatization
of CompSource Oklahoma.”

e The Task Force has previously discussed filing legislation that says, “CSO belongs
to the state;” but the CSO memo Re: Moran and Federal Tax Exempt Status,
received on November 4, led to drafting the included recommendations.

e |t would be a waste of time and money to send a question, as to whether CSO is an
asset of the state or not, back to the Supreme Court.

e Suggest moving toward privatization of CompSource Oklahoma by following the
Texas model of mutualization.

0 Texas was able to maintain their tax-exempt status in their mutualization
process; which is another reason, Oklahoma should follow the Texas
mutualization model.

o0 Should be careful in looking at models in monopolistic state fund states.

0 A sale is not a transfer.

o0 Have nearly 80 years of small businesses’ and state agencies’ investment
that will be able continue through mutualization.

= As a small business owner, from any sale that may occur, | should get
part of any resulting assets.

= For the state to say, the state retains the money from a sale and now
you as a business owner must go to the residual market seems unfair.

o Volunteer firefighters’ workers’ compensation insurance rates are kept
artificially low through the law. To take them out of their current situation and
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place them in the residual market, would prevent volunteer fire departments
from being able to find coverage without providing some concessions for
them.
e Mutualization provides the best recourse with the least cost.
0 Workers’ compensation insurance is required in Oklahoma, this differs from
other lines of insurance offered.
0 Workers’ compensation insurance companies leave the market due to losses
and loss exposure.
e Best solution would be to leave CSO alone, but provide level playing field in
requiring payment of taxes, assessments and regulation.

Dan Ramsey
e In reviewing past notes from meetings, at the August 19 meeting, the past question the
Task Force focused was, “Is writing workers’ compensation insurance a core function
of government?” Concerned the focus has shifted to whether the state can make
money on the sale of CompSource Oklahoma (CSO). This shift in discussion is a
concern.

o Isthe Task Force’s purpose to figure out how to make money for the state of
Oklahoma or how to determine the best way to get the state out of the workers’
compensation insurance business?

e The original purpose of the State Insurance Fund, when it was formed, was not to
make money.

o For a “for-profit” business, the number one focus is on the responsibility to the
stockholders to make a profit.

o0 For CompSource Oklahoma, the number one focus is the responsibility to its
policyholders to provide a fairly competitive marketplace and to serve as the
“market of last resort.”

e |If the purpose of this Task Force is just to make money — that is a short-sighted goal.

o It should also be considered whether a sale of CSO is the right way to go.

e Second Seney’s recommendation of “moving towards privatization of CompSource
Oklahoma by following the Texas model of mutualization.”

o0 Though there are differences to consider between Oklahoma’s and Texas’ laws.

0 Mutualization would help preserve the original intent of CSO.

o Though appreciate the legislators’ perspective, even if CSO is an asset of the
state, a sale may still not be the best option.

o0 As a residual market may be considered, should look at how the other 29 non-
NCCI states operate.

James Stergiou
e One repeated argument is disturbing — concerned about the philosophy that the
state is in the insurance business.

0 The state is not technically in the “insurance business,” since no state
subsidies are provided.

o Originally, what is now CSO was established with a cash infusion from the
state, which has been repaid.

o0 CSO provides discounts to counties and other public entities.

= |f CSO were privatized, would such discounts continue to be provided
in a profit-making organization?
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0 CSO would not be considered as subsidized, due to not paying taxes and
assessments as other insurance companies are required to do, as long as
CSO is required to provide insurance to any entity that comes to them.

= Not against CSO paying premium taxes or Guaranty Fund
assessments.
e Concerned about the profit motives from an entity who may purchase CSO.

0 Who is responsible if CSO is found insolvent? Moran says policyholders are
responsible.

0 Worst case scenario — when a company leaves the market, it may result in a
30-40 percent rate increase.

0 Would CSO'’s costs be raised if it did not participate as a state entity, i.e.
without state health insurance and public employee retirement? CSO does
not contribute to state health insurance or retirement.

e Would follow the idea of mutualizing per Texas’ model, to continue to be faithful to
the original principle founded upon the creation of the State Insurance Fund.

0 Changes to CSO’s Board could result in higher rates, which is why the state
has the Insurance Department’s oversight and triennial examinations. These
regulations should be welcomed.

Michael Clingman

The intent of HB 1963 is to privatize in some manner.
Advantages to privatization (outside of fulfilling the goal to get government out of the
insurance business), include allowing policyholders a chance to be elected directly to
the Board of Managers, possibly giving policyholders a greater voice. This is a good
goal and effect of mutualization.
In 1994, the Oklahoma Insurance Department conducted CSO'’s triennial audit, citing
that CSO’s IBNR exposure to pay its backlog of claims was $211 million, which was
over $80 million more than CSQO'’s consulting actuary said was needed for late reported
claims and adverse development of known claims (at the time recommended $130
million). The Insurance Department’s examination findings were used, which removed
$80 million from CSO'’s surplus, making CSO virtually insolvent. Under mutualization, it
is important to have an Insurance Department that understands the market and the
intent of a state fund in the market.
Mutualization does not make sense if examine what the Moran case says.
Disadvantages of mutualization include a new mutual Board that might choose to
operate as other carriers operate.

0 Such a decision could result in losing investment income, increasing rates for

new business or renewals of existing business.

For decades, CSO has kept its investment income to keep its rates low. This is the
primary reason for the “non-level playing field” that has been discussed. If investment
income is required to go back to past CSO policyholders as dividends with a
subsequent increase in rates for new and renewed policies, this would level the playing
field but would also result in higher workers’ compensation insurance rates.
CSO does not have subsidized rates.
It should be cautioned that mutualization could still result in higher rates, as exemplified
above.
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Lee Ann Alexander

After reviewing the CSO memo Re: Moran and CSO's federal tax-exempt status, feel
even more strongly that the question needs to be asked, “Upon dissolution, do CSO'’s
assets belong to the state or do they belong to CSQO’s policyholders?”

0 Most other states’ cases cited in the memo and Moran v. State ex rel. Derryberry
say that the state cannot appropriate (“raid”) CSQO’s funds while it is an ongoing
entity.

o Page 4, of the CSO memo states, “CompSource funds can be used only for the
following purposes: (1) paying incurred losses of policyholders, (2) paying
expenses of CompSource, (3) paying policyholder dividends, or (4) retention by
CompSource.” These points also assume an ongoing entity.

The question should be asked, “When CompSource Oklahoma ceases to exist, what
happens to the assets?”

o Concerned about what happens to the federal tax exemption if CSQO’s assets,
upon dissolution, cannot revert to the state. How is CSO currently getting a
federal tax exemption if its assets do not revert to the state?

If the answer to the CSO asset question is, “No, CSO is not an asset of the state;” then
Oklahoma should implement HB 1963 and privatize CSO through mutualization.

The Task Force has gathered the information, so despite the concerns raised, need to
use the information gathered thus far and pursue getting answers to the outstanding
issues presented.

Insurance Commissioner Kim Holland

Position is based on a philosophical bent, that the state should not be in the business

of insurance, particularly when the market has demonstrated it can competitively meet
the need for workers’ compensation insurance in Oklahoma.

The Insurance Department’s responsibility, in part, is to ensure a level playing field so
that companies can operate equally without an unfair advantage. To that end:

0 As a nonregulated entity, CompSource Oklahoma (CSO) has certain
advantages over private companies. To the extent that these advantages are
necessary to perform its obligation as the insurer of last resort, they are
appropriate. However, to the extent they create a competitive advantage for
CSO over the private marketplace for risks that can be assumed by the private
marketplace, the state is exceeding its role as a safety-net provider and disrupts
the “free market.”

In obligating employers to provide workers’ compensation insurance, the state has a
prevailing interest in ensuring that all are covered. As such, ensuring that a safety-net
mechanism is in place is essential.

In those states that have a residual market mechanism in place, on average only 7
percent of the market is covered by this safety-net provision, in contrast to the nearly
40 percent currently insured through CSO which suggests that the private marketplace
can and will compete effectively for all but a small portion of the potential business to
be written.
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Rep. Daniel Sullivan, Co-Chair

HB 1963, through the Legislature’s consideration, affirmative vote, and the Governor’s
signature, the philosophy has been established that the state should not be in the
business of workers’ compensation insurance. As a result, privatization must be
considered and the Task Force’s responsibility is to consider how to privatize
CompSource Oklahoma.

The proposed legislation earlier discussed [at the October 21 Task Force meeting],
establishing that CSO is an asset of the state, would be necessary to get a court ruling.

0 An Attorney General opinion would not resolve the CSO asset issue.

o Oklahoma does not have declaratory judgments in state court.

Considering the original purpose of the Oklahoma State Insurance Fund, which has
been expanded through legislation over the years; do believe the Moran case states
that the State of Oklahoma cannot appropriate money from CSO funds, as if it were
part of the General Revenue Fund. (Although the law does allow trust to be changed
and transferred.)

CSO’s memo regarding Moran and its tax-exempt status, if read in its entirety, explains
that a sale of CSO can be allowed and that resulting assets would belong to the state.

o | am aware of and concerned about the importance of considering the residual
market, with any change to the status of CSO.

0 The state must maintain a place for entities to be insured, because it is required
by law to have workers’ compensation coverage.

0 Could include an option for pooling agreements.

If CSO is an asset and it could be determined that the asset does wholly belong to the
state, we have an obligation to examine the possibility.

o If CSO is not an asset of the state, there may not be any assets left for a sale; if
the tax-exempt status is revoked, there may not be any money left after tax
liabilities are dealt with.

The question should be asked so it can be answered.

Sen. Cliff Aldridge, Co-Chair

The Task Force’s debate and consideration has surrounded whether or not to
mutualize.
In past meetings, the Task Force’s examination included a review of Nevada'’s and
other state’s mutualized options.
As a legislator, privatization through a sale is an option that should to be examined for
the potential good of the state.
Moran must be considered in its historical context, as the state attempted to raid the
funds of the State Insurance Fund at that particular point in time. The ruling in the
Moran case prevented such action by the Legislation.
My aim for the state is not to make money, but to keep government out of competing
with private business.

o From that angle, should look at privatizing CSO.
A bill should be filed to get an answer and ask the question, “Is CSO an asset of the
state or property of CSO’s policyholders?”
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0 The state has a Supreme Court whose job it is to rule on questions. If we don’t
utilize the Court, what do they exist for? They should be utilized for this
purpose.

o0 The court’s decision would affect whether the next step would be to privatize
CSO through a sale or mutualization process.

e The legislative leaders will do what they want, despite Task Force recommendations.

Motion: Co-Chair, Rep. Sullivan moved to provide the individual Task Force members’
comments as the Final Findings and Recommendations of the Task Force, which would
include comments from the October 21 and November 5 meetings, of the Task Force on the
Privatization of CompSource Oklahoma. Motion was seconded by Co-Chair, Sen. Aldridge.
The motion was approved upon a unanimous voice vote of the Task Force members.

Other Business: There will be no meeting as previously scheduled on Wednesday,
November 18 unless there are objections to the emailed report, distributed for approval.
Wednesday, November 18 will be the deadline for a response on comments and
recommendations to be printed in the Task Force’s final report.

The meeting was adjourned at 11:00 a.m.
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ENROLLED HOUSE

BILL NO. 1963 By: Benge and Sullivan of
the House

and

Aldridge of the
Senate

An Act relating to workers” compensation;
creating Task Force on Privatization of
CompSource Oklahoma; stating purpose of task
force; providing for membership; providing for
service of members and vacancy; providing for
date of appointment; providing for quorum;
requiring designation of cochairs by certain
persons; providing for convening of certain
meeting and scheduling of subsequent meetings;
providing for staff; requiring CompSource
Oklahoma to provide certain information;
prohibiting compensation; authorizing travel
reimbursement; stating duties and
responsibilities of task force; providing for a
plan for privatization; providing requirements;
requiring certain publication; providing for
codification; and declaring an emergency.

BE IT ENACTED BY THE PEOPLE OF THE STATE OF OKLAHOMA:

SECTION 1. NEW LAW A new section of law to be
codified in the Oklahoma Statutes as Section 131c of Title 85,
unless there is created a duplication in numbering, reads as
follows:

A. In order to create a stable, predictable, competitive
workers” compensation market place in the State of Oklahoma
for the benefit of Oklahoma employers and employees, 1t is the
intent of the Legislature that CompSource Oklahoma be
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converted into a private iInsurance company no later than
December 31, 2010.

B. In order to accomplish the conversion of CompSource
Oklahoma to a private insurance company, there is hereby
created until December 31, 2011, the Task Force on
Privatization of CompSource Oklahoma. The task force will
examine the issues as they relate to privatizing CompSource
Oklahoma. The resulting private entity shall operate iIn the
same manner as any domestic iInsurer in the state and shall be
subject to the same laws, taxes, guaranty fund assessments and
other regulatory requirements.

C. The task force shall consist of nine (9) members as
follows:

1. The Insurance Commissioner;

2. Four members appointed by the President Pro Tempore of
the Senate as follows:

a. one actuary expert,

b. one member who represents CompSource Oklahoma,
C. one member of the Senate, and

d. one member from a statewide organization that is

an advocacy association for business and
industry; and

3. Four members appointed by the Speaker of the House of
Representatives as follows:

a. one member who represents the private insurance
industry and is among the top ten writers of
workers” compensation premiums in this state,

b. one member of the House of Representatives,

C. one member of the Board of Directors of the
Oklahoma Property and Casualty Insurance
Guaranty Association, and

d. one member from an independent insurance agents
association.
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D. 1. Members shall serve at the pleasure of their
appointing authorities. A vacancy on the task force shall be
filled by the original appointing authority.

2. Appointments to the task force shall be made by July
1, 2009.

3. A majority of the members of the task force shall
constitute a quorum. A majority of the members present at a
meeting may act for the task force.

4. The President Pro Tempore of the Senate and the
Speaker of the House of Representatives shall each designate a
cochair from among the members of the task force.

5. The cochairs of the task force shall convene the first
meeting of the task force on or before July 15, 2009, at which
time a schedule of the meetings shall be determined.

E. The task force may use the services of the staffs of
the Senate and the House of Representatives and may, as
necessary, seek the advice and services of experts iIn the
field of insurance.

F. CompSource Oklahoma shall cooperate with the task
force in fulfilling its duties and responsibilities including,
but not limited to, providing any information, records or
reports requested by the task force.

G. Members of the task force shall receive no
compensation for their service, but shall receive travel
reimbursement as follows:

1. Legislative members of the task force shall be
reimbursed for necessary travel expenses incurred iIn the
performance of their duties in accordance with the provisions
of Section 456 of Title 74 of the Oklahoma Statutes; and

2. Nonlegislative members of the task force shall be
reimbursed by theilr appointing authorities or respective
agencies for necessary travel expenses incurred in the
performance of their duties In accordance with the State
Travel Reimbursement Act.

H. Consistent with the intent of the Legislature that

CompSource Oklahoma be privatized no later than December 31,
2010, the task force shall i1dentify the steps necessary and
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develop a plan to convert CompSource Oklahoma into a private
insurance company. Such plan shall include, but not be
limited to, the following areas:

1. Establishment of a residual market mechanism that will
protect the interests of all Oklahoma employers and employees,
including a plan for rate stabilization to ensure the
guaranteed availability of workers” compensation insurance;

2. Review of the current financial condition of
CompSource Oklahoma;

3. Loss portfolio transfer;
4. Request for proposal process;

5. Consideration of the impact of privatization and the
most appropriate way to accommodate current CompSource
Oklahoma employees;

6. Studying current statutes regarding the
responsibilities of CompSource Oklahoma;

7. ldentification of all necessary statutory changes
including, but not limited to, securing funding for volunteer
firefighters workers” compensation premiums; and

8. Any other issues identified by the task force as
necessary to accomplish the privatization of CompSource
Oklahoma.

I. The task force shall publish and submit to the Speaker
of the House of Representatives, the President Pro Tempore of
the Senate, and the Governor i1ts findings and recommendations
by December 1, 2009, including recommendations for any
resulting legislation.

SECTION 2. It being immediately necessary for the
preservation of the public peace, health and safety, an
emergency iIs hereby declared to exist, by reason whereof this
act shall take effect and be in full force from and after its
passage and approval.
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Passed the House of Representatives the 13th day of May,
2009.

Presiding Officer of the
House of Representatives

Passed the Senate the 18th day of May, 2009.

Presiding Officer of the
Senate
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The complete Task Force report
Including Appendices B-LL
can be found at the following link:

http://www.okhouse.gov/Information/Info_Publications.aspx
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Chris Benge

Speaker

House of Representatives

Glenn Coffee
President Pro Tempore
State Senate

August 4, 2009

AGENDA

TO: Members of the Task Force on the Privatization of CompSource Oklahoma
DATE: Thursday, August 6, 2009
TIME: 1:30 p.m.
PLACE: Room 419C, State Capitol Building — ROOM CHANGE
AGENDA: Organizational Meeting

L Welcome and Introductions by Co-Chairs: Senator Aldridge and Representative Sullivan

1L Review of the task force objectives outlined in HB 1963

IIL. Review of all parties’ priorities/objectives for legislation

Iv. Update from prior informal meetings

V. Update from any issues from 2009 legislative session

VL Action items

a. Set schedule of meetings

VII.  Additional attendees for next meeting? Presentations needed?

VIII.  Other Business and Adjournment
Sen. Cliff Aldridge, Co-Chair Rep. Daniel Sullivan, Co-Chair
Members:
Insurance Commissioner Kim Holland Michael Clingman
Dan Ramsey Mike Seney

James Stergiou
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timesWy.com

Reforms lead to improvement

By Jessica Legge
Times West Virginian

FAIRMONT July 12, 2009 01:49 am

— Workers’ compensation in West Virginia keeps progressing, Insurance Commissioner Jane Cline said.
West Virginia’s workers’ compensation system changed from a state system to the private market when Gov.
Joe Manchin signed Senate Bill 1004 into law in February 2005. Workers’ comp insurance in the state is
under the regulation of the West Virginia Offices of the Insurance Commissioner and the Industrial Council.
BrickStreet Mutual Insurance Co. officially began its operations on Jan. 1, 2006, as the first private company
to offer workers’ compensation coverage to state businesses. The company remained the single source until
July 1 of last year, when the market opened up to private insurance carriers licensed to do business in West
Virginia.

The Insurance Commission has worked to manage the claims from the state’s “Old Fund,” which was set up
to take care of all the liabilities before July 1, 2005. The office should be able to pay the Old Fund by 2014 or
2016.

Cline said a number of reforms in the system have contributed to the improvement that the state has
experienced.

“It’s just getting a better management system in place for the handling of claims,” she said.

Today’s system concentrates on making sure people with legitimate claims get appropriate treatment fast and
actively examines dishonest claims that might not be related to the workplace, she said.

“We’ve gotten much more aggressive in investigating fraudulent claims,” Cline said. “We want deserving
claimants ... to be taken care of in a quick manner and have worked to improve that.”

The number of claims filed has decreased from 40,000 to 29,000 since the privatization of workers’
compensation, she said.

Cline said claims adjusters are especially trained to deal with and take care of the needs of any claimant who
has an occupational disease. Also, training has improved for adjusters looking into fraudulent claims on the
part of the employer or employee.

“With the reforms and again getting fraud out of the system ... you much improve a claimant’s opportunity for
improved outcome and return to work,” she said.

There has been a 68 percent decrease in the protests being filed when a claimant feels he or she is being
inappropriately denied workers’ comp, which Cline says is positive and indicates that the system has
improved.

It could take up to 45 days for a claim to be processed under the old workers’ comp system, but industry
standards are now 24 to 48 hours. Claims are reported and handled quickly so the worker can get the
necessary treatment, Cline said.

As the system and private insurers have moved forward, employers have established better safety and loss
programs, she said.

“Companies are more aggressive about managing their losses up front and providing safety training,” Cline
said. “With that and the revenue streams that are in place, I think we’ve made significant progress.”

The cost that employers are paying for workers’ compensation coverage has gone down, she said. Since 2005,
employers have seen an overall rate reduction of 30 percent, which results in more than $150 million to the
employer community.

July 1 of this year marked the first anniversary of when private insurance carriers entered the workers’ comp
market. Cline said the transition to the open market went better than she expected.

“I thought we would have more companies taking a wait-and-see approach,” she said. “I’m very encouraged

http:// www.timeswv.com/business/local_story 193015000.html/resources _printstory 8/18/2009
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by the activity we’ve seen thus far.”

A number of companies have entered the marketplace. Cline said 198 private insurance carriers have filed
products with the Rates and Forms Division of the Offices of the Insurance Commissioner, which means they
can sell workers’ comp in West Virginia. Of those carriers, 154 have written coverage.

“Competition is good,” she said. “It brings out the best in the companies and their management and their
implementation of safety and loss programs, and I believe that’s very good for the business community in
West Virginia.”

Cline said the Offices of the Insurance Commissioner has done a lot of outreach with the industry, including
meeting with trade associations and the agent community and holding training seminars.

E-mail Jessica Legge at jlegge@timeswv.com.

Copyright © 1999-2008 cnhi, inc.
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Oklahoma Legislature

Glenn Coffee
President Pro Tempore
State Senate

Chris Benge
Speaker
House of Representatives

August 14, 2009

- AGENDA -
TO: Members of the Task Force on the Privatization of CompSource Oklahoma
DATE: Wednesday, August 19, 2009
TIME: 9:30 a.m.
PLACE: Room 412C, State Capitol Building
AGENDA: 2nd Meeting
L Welcome and Introductions by Co-Chairs: Senator Aldridge and Representative Sullivan
II. Actuarial Presentation by James Stergiou, Actuary for CompSource Oklahoma and Task

Force member

II1. Exhibit on CompSource Oklahoma Policy and Market by Jason Clark, President and CEO of
CompSource Oklahoma

Iv. CompSource Oklahoma Financial Overview by Steve Hardin, CFO of CompSource
Oklahoma

V. Review of CompSource Oklahoma History and Precedent by Larry Derryberry,
Derryberry & Naifeh, LLP

VL Other Business and Adjournment

Future Meeting Dates
Wednesday, September 2, at 9:30 a.m., Rm 412C

Wednesday, September 23, at 9:30 a.m., Rm 419C
October meetings will be set at September 2 meeting.

Sen. Cliff Aldridge, Co-Chair Rep. Dan Sullivan, Co-Chair
Members:

Insurance Commissioner Kim Holland Michael Clingman

Dan Ramsey Mike Seney

James Stergiou
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Actuarial Presentation to theTask Force on

The Privatization of CompSource Oklahoma (CSO)
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Loss & Loss
Adjustment
Expenses

General Actuarial Formulas
and

Comparison of CSO with Industry

Loss Insurance
Development Inflation
Factors (Trend Factor)

Present
Value
Factor

a) Paid Losses on
Closed Claims

b) Reserves on Open
Claims
c) Loss Expenses Paid

d) Loss Expense

a) Based on CSO
Results- shows how
losses grow over time

due to
i. Newly reported claims i. Frequency
ii.Changes in Reserves ii. Severity

on existing claims
iii. Payout Patterns

b) Contingencies

c) Used combined Self- ¢) Medical Inflation
insurance & Standard

Business LDFs

a) Insurance Inflation

b) Indemnity Inflation

a) Payout Patterns

b) Interest Rate

Assumed
i) 0% for reserves
ii) 5% to 7% for
rate making

Reserves
Comments:
Loss & Loss Adjustment Loss Development Insurance Inflation Present Value
Expenses Factors (Trend Factor) Factor

. CSO'’s Experience
Good & Credible

. CSO'’s “eras” depend on
the external market

- Expect 90% Development - Varies by Era

within 4 years.

- Slightly upward
development, in spots,
from year 5 to year 15.

- Little or no (1% or 2%)
development thereafter.

- Comparable to other OK
Cos. & Region, Better than
C/W average.

- No Discounting for

Reserves

- Rates use PV of 7%

Yielding PVF of .84

+ 5% would yield .88
« 3% would yield .93
. If reserves were

PV'd, the PVF at 3%

would also be about

.93 and have about a
$60 million effect

- Zero Profit Loading

1



Comparison of Oklahoma Loss Growth Patterns

Loss Development Factors CSO and Industry

A. INCURRED (Paid + Outstanding)

| Maturity to Ulti}mate-” NCCI Industry-Wide _ @
1 1.893 1935 | 1703 |
2 st | taw | rare
3 ‘ 1207 1211 1.205
vv"4vv' | 1144 1.160 1.164
| 5 | 1.113 1126 1139
| 6 1.089 1102 | 1120 |
' 7 1.071 1083 1103
;

1.061

1.075

1.088
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Comparison of Oklahoma Loss Growth Patterns

Loss Development Factors CSO and Industry

B. PAID

NCCI Industry-Wide

@
»
®

Maturity to Ultimate

1

5167

4.578

4.768
e

1.846

1.883

1.973

1403 | 1418

1.489

1.324

1.249 1.259

1.178 1187

1.244

1.136

1.140

1196

1.110 1.215

1166

1.003 1.100

1.143
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General Notes on CSO’s Actuarial Patterns

A. LOSS DEVELOPMENT

1. Compsource's loss growth patterns are comparable to those in the commercial insurance
industry in Oklahoma. This is true on both an incurred and paid basis.

a) Reserves on open claims are established quickly, and the expected final value of the
claim is determined within a time frame which is comparable to the industry.

b) Payout patterns for Compsource are slightly longer than that observed
for commercial carriers, due to the generally more serious nature of its claims,
especially during "hard market" times.

After four or five years of "maturity”, a Compsource policy year's losses mature and level off. This
pattern is comparable with the industry, and has been so over the past decade. Generally
speaking, these loss growth patterns remained stable during both "hard market" and "soft market"
times.

B. TREND

1. Insurance Trends regarding claim costs and frequency, the two components of insurance
inflation, are also comparable to those of the industry and show

a) Medical inflation rising at an annual rate of 7% to 10%.

b) Indemnity Inflation ( based on awards ) increasing over the past three years at a rate
of 8% to 10%, as well. Traditionally, this cost rose by 3% to 5%.

c) Offsetting those is payroll inflation, which allows Compsource, and commercial
carriers, to get more premiums, based on higher payrolls. Until the recent economic
downturn, "premium trend" rose by 2% to 3% annually.

Hence, the "NET" Annual Trend Factor for Compsource is in the 3% to 6% area. This pattern has
also held true over the past decade, but, in the past, depending on the situation of the Oklahoma
marketplace, it varied to reflect Compsource's market penetration. The market penetration
dramatically affected CSO'’s claim profile.

For example, in "soft market" times, Compsource's loss experience suffered, and its premium
dropped as it insured only those risks which the commercial carriers absolutely did NOT want.
That situation left Compsource only with the least "desirable" or least profitable, risks, those which
generally showed a propensity for high claim costs and more serious injuries.

1C



General Notes on CSO’s Actuarial Patterns

Conversely, in "hard market" times, when its premium increased, the "less desirable" risks were
supplemented by those insureds which were considered "borderline" profitable by the private
sector, but were either canceled or not renewed. However, these borderline risks reflected an
improvement over the least desirable risks Compsource always accepted.

C. PAYMENT VALUE FACTOR — CREDIT FOR INVESTMENT INCOME

1. Present Value Factor - Compsource has ALWAYS provided its policyholders with rate levels
and premiums which fully reflected the investment income it earned over the long term.

a) Losses, for rate making purposes, were discounted to reflect the time value of
money, and using an appropriate rate of return assumption, based on its history.

b) For CompSource, this meant using 7% interest rate assumption, along with an
approximate 3 year average payout pattern. This meant that losses were
discounted, for rating purposes, at about 84 to 85 cents on the dollar.

c) No profit loading was ever used in the ratemaking process.
d) The lone exception to the above occurred this year, when the 7% assumption
was reduced to 5%, which converted the discount factor to about 89 cents on the

dollar. That was the single biggest reason for the 5% rate increase recommended
by the Compsource actuary, and adopted by its Board of Managers.

1D



Investment Income Rate of Return
By Calendar Year 1991-08

Results

Calendar Year Return

CompSource Total Portfolio

?A\;erage Return All Years | | 742% i

12/31/08 (4 32%)

L .'|2/31/07 » i e  : :  :7 27%' |
12/31/06 6.60%
1231005 T 365%
12/31/04 505%
 12/31/03 2 T 0%
12/31/02 4.43%

r ~ 12/31/01 5.69%
12/31/00 8.03%

12/31/99 592

12/31/98 10.75%

12/31/97 12.99%

12/31/96 7 13%

12/31/95 20.14%

12/31/94 (3.56%)

 12/31/93 9.94%

12/31/92 8.47%

12/31/91 - 19.74%
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Indicated 6/30/09 Reserves
(in millions of dollars)

Summary of Reserves

Standard Business Portion
Self Insurance Portion
Accident Year 2009 Portion**
Subtotal

ULAE
Total

Reinsurance Recoverable

Net Total Reserves

Summary

$713.7
$ 57.9
$ 109.8
$ 881.4

$ 291
$910.5

$ -0.9
$ 909.6

Exhibit A Summary
Sheet 1



CSO

Display of Loss Experience Since 1983 and

Market Penetration as Expressed by Earned Premium

Year Pr0| Ultimate Losse Earned Premium Loss Ratio
2008 . ..265,705 261,898 101.45%
253.318 .

2006 2bb178 | 2890983 . | 8800%
2005 240,830 280,872 85.74%
2004 261,681 254,307 102.90%
2003 228,332 219,807 103.88%
2002 197,312 176,719 ~ 111.65%
2000 109,743 91,307 120.19%
1999 109,969 85,239 129.01%
1998 90,61 3,845 196.56%

1996 161,549 205,339 ~ 78.67%
1995 239,335 265,403 90.18%
1994 281,907 289,920 724%
1993 271.676 254.202 106.87%
1992 230,783 183,159 126.00%
1991 199,146 133,466 149.21%
1990 159,631 107,630 148.31%
1989 123,591 118,558 104.25%
1988 101,939 107,670 94.68%
1987 86,787 101,346 85.63%

88.57%

63,071 52,330 120.53%

1084 51,183 47,909 106.83%
1983 49,488 47,076 105.12%
1982 40,405 54,686 73.89%
1981 39,402 56,557 69.67%

‘ 78.15%

1,276.712 1,355,398 94.19%

Last 10 2,083,144 2,056,209 101.31%
Last 15 2,966,201 3,047,149 97.34%
All 4,506,693 4,457,714 101.10%
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Notes on
CompSource’s Traditional Loss Experience

1. Compsource has traditionally written risks which commercial carriers have
either canceled, non-renewed, or just did not want to write.

Many of those risks have:
a) been rather small, with premiums less than $5,000,
b) shown unstable, and/or, unfavorable, loss experience, and

c) new risks, or those with probabilities of high claim cost profiles ( more
serious injuries, such as Permanent Total and Permanent Partial
Disabilities).

2. This has caused Compsource's Premiums to fluctuate wildly over time
based mostly, on the desires of the commercial marketplace. Those desires
either to write or not write WC business in Oklahoma, could be fueled by:

a) the perception that Oklahoma WC rates in general were inadequate or
"super-adequate”,

b) investment earnings, or lack thereof,

c) the desire to maintain market share, or to dedicate resources (capital) and
other states and/or other coverages,

d) deals made on other lines of business, whereby WC was either the "loss
leader” or thrown in with other coverages such as Property, General
Liability, Automobile, etc.

A key consideration her may be commercial carriers’ perception that their
surplus or capital could be better used in other states, or other lines of
business. Remember, Compsource writes ONLY in Oklahoma and writes
ONLY WC.
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Notes on
CompSource’s Traditional Loss Experience

The chart shows the wild fluctuations in Compsource premiums, and in Loss
Ratios over the past two decades. Generally speaking, and these loss ratios lag
about a year or two, when "hard markets" occur Compsource's premiums
increase and its loss ratios drop. When "soft markets" are in effect, premiums
drop and loss ratios rise. Compsource has always been REACTIVE TO THE
MARKETS, and NOT PROACTIVE.

However, it is true that CSO has always provided a fair market price for WC to
Oklahoma policyholders..

4B



Actuarial Tests of CSO’s Financial Solidity
(in 000’s)

1. Premium to Surplus Ratio

12/03 12/04 12/05 12/06 12/07 12/08

6/09

CSO Earned Premium = 220 253 281 290 268 262 240

CSO Surplus To Policyholders 160 163 183 230 259 184 203
(in '000’s)

1.38 1.55 1.54 1.26 1.03 1.42 1.18

Note: Excluding $20 MM in Surplus for 2007, 1.12
Acceptable Range: Lower Than 3.0 (2.0 these days) on a Net Basis

Comment:  This is a measure of capacity. Insurance regulatory agencies do not want to have insurance

carriers write premiums, which are more than three times their surplus. In Cayman, Bermuda and other off-
shore jurisdictions, the acceptable ratio is closer to 5:1 or, in some cases, even 10:1. CSO, of course, is well

within all of these guidelines. The premium volume rose throughout the decade due to the continued hard
market, and has only recently started to decline.

2. Liquidity Ratio

Cash & Invested Assets = Bank Balances + Investments + Depreciated Property
Loss Reserves & Unearned Premium Reserves = Case & IBNR Reserves + Unearned Premiums

12/03 12/04 12/05 12/06 12/07 12/08 6/09
795 881 992 1,070 1,142 1,081 1,073
669 755 877 925 963 978 962
=1.19 =1.17 =1.13 = 1.16 = 1.19 = 111 = 1.12

Note: Excluding $20 MM in Surplus for 2007, 1.17

Acceptable Range: Over 1.00

Comment: CSO continues to be in an excellent liquidity position
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3. Quality of Assets

12/03 12/04 12/05 12/06 12/07 12/08 6/09
Cash & Invested Assets 795 881 929 1,070 1,142 1,081 1,073
Total Assets 901 1,002 1,060 1,153 1,223 1,161 1,190

= 88% = 88% = 88% = 93% = 93% = 93% 90%

Note: Excluding $20 MM in Surplus for 2007, 93%

Comment: This measures the quality of a company’s assets. CSO'’s excellent ratio implies it is not
dependent on receivables (such as reinsurance recoverables) for survival,

4. Investment Income Rate of Return

2007 2008 2009
A. Investment Income* 6 19 21
B. Mean Cash and Invested Assets 1,106 1,111 1,060
Return (A/B) 5.5% 1.7% 4.0% annualized

* Including realized capital gains

5. Operating Ratios

Loss + Expense Investment Income

(Keyed to Net Premium)

2003 1.06 + .16 - .28 = 0.94
2004 1.03 + .13 - 12 = 1.04
2005 93 + 14 - 1 = .96
2006 94 + 14 - a1 = .97
2007 98 + 13 - 23 = .88
2008 92 + 13 - .07 = .98
2009 LT+ 16 - 17 =1.10

Acceptable Range: Under 1.100

Comment  CSO has had excellent loss experience in recent years with the hard market but must be
conservatively reserved due to the fact that insurarnce markets are extremely fickle and that the soft

market will return 4D



6. Expense Ratio and Volume

2003 2004 2005 2006 2007 2008 2009

Expenses
Net Premium

13% 12% 12% 11% 13% 13% 16%

Comment There is no hard and fast rule for an acceptable experise ratio but this expense ratio is
well within reasonable industry guidelines. However, it is also very much a furction of premium. In
soft” markets, the ratio is expected to rise, as premium falls. Over the long term, a 13% to 16%
expense factor is observed.
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CSO Risk Factor

Updating the Alternative Operating Scenario

What Happens if Our Loss Ratio is Much Higher than 100%,
(or 96%, at 5%, or 93% at 3% Rate of Return (ROR)) Long Term?

1. Expected Breakeven Loss Ratio

2. Projected 2009 Premiums

3. Net Operating Loss at Loss
Ratios of:

4. With a Starting 12/31/08 Surplus of $184MM

CSO can have a zero Surplus in:

100%
105%
115%
125%
135%

100%
105%
115%
125%

135%

(Amounts in Millions of Dollars)

100%

96%

93%

Using 7% Using 5% Using 3%
ROR © "ROR° —ROR

At 7%

12
36
60
84

At 7%

16.3 yrs
5.1 yrs
3.1 yrs
2.2 yrs

240

At 5%

10
22
46
70
94

At 5%

18.4 yrs
8.4 yrs
4.0 yrs
2.6 yrs
1.9 yrs

At 3%

17
29
53
77
101

At 3%

10.8 yrs
6.3 yrs
3.5yrs
2.4 yrs
1.8 yrs



Derivation of the 100%
“Breakeven Loss Ratios”

Question:

How much Does It Cost, In Premium To Pay For $1 of CSO Loss

Cost?

Assumed Loss:

Credit For Investment Income:

Present Value of Loss Cost:

Add Expense Cost

Total Premium Charge
to Pay for $1 Loss

Breakeven Loss Ratios

$1

15¢ o 10¢

(at 7% credit) (at 5% credit)

85¢ to 90¢

15¢

$1.00 to $1.05

(at 7%) (at 5%)

$1 of Loss + $1 of Premium
(at 7%) or 100%



Derivation of Rate Change
Using 6/30/09 Loss Data

| (a) (b)
1) Expected Ultlmate Loss Ratlo 100% 102%
‘ 2) Present VaIue Factor for Investment Income Assumlng |
a) 3 Year Average Payout Pattern |
b) Investment Income
| i) 6% ll '
i) 5% .864
| iv) 4%
v) 3% 975
3) Present Value Loss Ratio at
a) 7% @ @
b) 6% 840 857

c) 5% 3864 381

d) 4% 889 (907)

e) 3% 915 933

4) TotaI Rate Index & Rate Change Assumlng Long Term 15% Overhead
. Expense Ratlo

b) 6% .990
c) 5% 1.014
d) 4% Q.03
e) 3% 1.065
- 5) Recommended Rate Increase: 5%

Note: Expected Insurance Inflation is 6% a Year.



Year

1996
1997*
1997*
1998
1999
2000
2001

2002
2003
2004
2005
2006
2007
2008
2009

Compsource Rates
Compared to 1996 Rates

* Two Rate Changes in 1997

Percentage
Decrease from 1996 As a Percentage of
Rates 1996 Rates
0.00% 100.00%
-17.50% 82.50%
-21.63% 78.38%
-25.54% 74.46%
-25.54% 74.46%
-25.54% 74.46%
-25.54% 74.46%
-22.49% 77.51%
-22.49% 77.51%
-22.49% 77.51%
-18.54% 81.46%
-22.61% 77.39%
-22.61% 77.39%
-22.61% 77.39%
-18.74% 81.26%

Changes in

Rates

0.00%
-17.50%
-5.00%
-5.00%
0.00%
0.00%
0.00%
4.10%
0.00%
0.00%
5.10%
-5.00%
0.00%
0.00%
5.00%
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CompSource Rates
Compared to 1996 Rates

—Rate

0.00%

0 00 T s e —————.

-15.00% - Y -

-20.00% - e

2500% - -

-30.00% -

1996

199;

7998

1999 2000 <2001

2002 2003 2004 <2005 <2006 <2007 <2008
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Notes on Rate Setting

1. Comspsource's Rates will be increased by 5%, effective 11/1/09, reflecting
investment results which caused a decrease in the rate of return assumption
from 7% to 5%. This caused an increase in the present value factor ( applied
to expected losses ) from about 84 cents on the dollar to about 89 cents.

2. We also anticipate, with the softening marketplace, a rise in Compsource's
Loss ratio from 100% to about 102%. This will be a temporary phenomenon, as
the Loss ratio has usually hovered in the 90% to 110% range over an extended
period of time, with exceptions.

3. Compsource can generally break even with a 100% Loss Ratio, as follows:
a) Assumed, or Calculated, Loss Ratio : 100%

b) Present Value Loss Ratio 85%, depending on the payment pattern and
rate of return assumed.

c) Expense Ratio : About 15%, depending on the Premiums written by
Compsource. With the premium tax recently enacted, it is anticipated this
expense ratio will rise to 16% or 17%, again, depending on Premium
volume.

d) Given the assimptions stated above, the anticipated Operating ratio will
be about 84% + 16%, or about 100%

Therefore, Compsource can breakeven with a 100% Loss ratio because:

i) every dime of investment income it earns is credited back to its
policyholders. That has been the case at least since the late 1970s.

ii) while its loss ratio has fluctuated according to market forces, its

expense ratio has remained fairly constant, and relatively "low,"
ranging over timebetween 14% to 19%,
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STATE RELATIONS—REGULATORY ASSURANCE

2 Circular

FEBRUARY 4, 2005 APPROVAL OK-2005-01
Oklahoma--Approved Advisory Loss Costs and Rating Values Effective January 1, 2005--
File Number 2004-2828C
ACTION As communicated in circular OK-2004-03, the Oklahoma Board for Property and Casualty
NEEDED Rates approved an overall average loss cost level increase of 5.5% effective January [, 2005.

After the approval of the loss cost filing, the Oklahoma Board for Property and Casualty Rates
approved Item Filing B-1391. The implementation of this item filing requires revisions to the
loss costs and rating values for certain classifications. These changes are included in the
attached manual pages.
Insurance companies submitting expense (loss cost) multiplier filings to the Oklahoma Board
for Property and Casualty Rates must include the file number from NCCI’s filing. The
Oklahoma file number for the loss costs effective January 1, 2005 is 2004-2828C.
BACKGROUND The revisions to loss costs and rating values due to the implementation of Item Filing B-1391
are included in the attached manual pages.
IMPACT The recently approved loss cost and rating values filing reflects an overall average increase of .
' 5.5%, effective January 1, 2005, applicable to new and renewal policies.
NCCI ACTION Revised manual pages will be mailed shortly to subscribers of NCCI’s Basic Manual and
Experience Rating Plan Manual. If you would like to subscribe to any of our manuals, please
contact our Customer Service Center at 800-NCCI-123 (800-622-4123).
NCCI has posted this approval circular on ncei.com.
PERSON TO , ; . ; .
CONTACT If you have any questions, please contact: Technical Contact:
Larry Hochstetler Jay Rosen, FCAS, MAAA
State Relations Executive Actuary
NCCI, Inc. NCCI, Inc.
2050 W. Tles Avernue, Suite B 901 Peninsula Corporaie Circle
Springfield, IL 62704 Boca Raton, FL 33487

217-793-1100 561-893-3062
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STATE RELATIONS—REGULATORY SERVICES

- @ Circular

NOVEMBER 29, 2006 APPROVAL OK-2006-17

Oklahoma--Approved Advisory Loss Costs and Rating Values Effective January 1,
2007--File Number 2006-3566

Please review the followiﬁg information.

ACTION
NEEDED
BACKGROUND This approval circular is a supplement to Filing Circular OK-2006-14 and accompanying State
Information Circular OK-2006-15. The Oklahoma Insurance Department has accepted, as
originally filed, an overall average loss cost level decrease of 1.4% for the industrial classes
effective January 1, 2007 based on privatc carricr experience only. -
As communicated by the Oklahoma Insurance Department,
House Bill 2905, Section 38-Ncw Law, pertaining to Section 1148 of Title 36 states:
“Applicable to workers’ compensation insurance only, every member of, or subscriber to,
a licensed advisory organization shall adhere to the loss cost filings made on its behalf by
such organization within ninety (90) days of the effective date of the loss cost filing.” The
word “adhere” means that a company must adopt NCCI loss costs within 90 days of the
effective date of the new loss cost filing. Companies no longer have the option to non-adopt
NCCI loss costs.
Insurance companies submitting expense (loss cost) multiplicr filings to the Oklahoma
Insurance Department must include the file number from NCCT’s filing. The Oklahoma file
number for the loss costs cffective January 1, 2007 is 2006-3566C.
IMPACT The advisory loss costs and rating values reflect an overall average decrease of 1.4%, effective
January 1, 2007, applicable to ncw and renewal policies.
No policy may be cancelled or rewritten to avoid using these loss costs and rating values. For
specific application of the Anniversary Rating Date Rule, refer to the Basic Manual for
Workers Compensation and Employers Liability Insurance.
NCCI ACTION Manual pages will be mailed shortly to subscribers of NCCI's Basic Manual and Experience
Rating Plan Manual. If you would like to subscribe to any of our manuals, plcasc contact our
Customer Service Center at 800-NCCI-123 (800-622-4123).
We have posted this circular on neci.com.
gg’:‘igg.: ° If you have any questions, please contact: Technical Contact:
Roy O. Wood Jay Rosen, FCAS, MAAA
State Relations Executive Director and Actuary
NCCI, Inc. NCCI, Inc.
11430 Gravois Road, Suite 310 901 Peninsula Corporate Circle
St. Louis, MO 63126 Boca Raton, FL 33487
314-843-4001 561-893-3062
901 Peninsula Corporate Circle, Boca Raton, FL 33487 2857 OK-2006-17
© Copyright 2008 Natlonal Council on Compensation Insurance, Inc. All Rights Reserved. ncei.com Page 1 of 1
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STATE RELATIONS—REGULATORY SERVICES

T & Circular

OCTOBER 31, 2007 APPROVAL

OK-2007-09

Oklahoma—-Approved Advisory Loss Costs and Rating Values Effective January 1,

2008-SERFF File Number NCCI-125300567

ACTION Please review the following information for impact on your company’s systems and procedures.

NEEDED

BACKGROUND This approval circular is a supplement to Filing Circular OK-2007-06 and accompanying State

Information Circular OK-2007-07.

The Oklahoma Insurance Department has accepted, as originally filed, an overall average
loss cost level increase of 7.2% for the industrial classes effective January 1, 2008 based on

private carrier experience only.

As communicated by the Oklahoma Insurance Department, House Bill 2905, Section 38-New.
Law, pertaining to Section 1148 of Title 36 states: “Applicable to workers’ compensation
insurance only, every member of, or subscriber to, a licensed advisory organization shall adherc
to the loss cost filings made on its behalf by such organization within ninety (90) days of the

effective date of the loss cost filing.”

The word “adhere” means that a company must adopt NCCI loss costs within 90 days of the
effective date of the new loss cost filing. Companies no longer have the option to non-adopt
NCCI loss costs. Insurance companies submitting expense (loss cost) multiplier filings to
the Oklahoma Insurance Department must include the file number from NCCU’s filing. The
Oklahoma file number for the loss costs cffective January 1, 2008 is NCCI-125300567.

IMPACT The advisory loss costs and rating values reflect an overall average increase of 7.2%, effective
January 1, 2008, applicable to new and renewal policies.

Note that the Oklahoma Insurance Department has recently approved Item 04-OK-2007
relating to the elimination of the Manual of Underground Coal Mine Rules (refer to NCCI
Circular OK-2007-08). As a result, revised loss cost and rating value pages to incorporate the
pertinent changes for classification Code 1016 are attached. In addition, the table of W and B
values (weights and ballasts) specific to coal mine risks included in the attachment to Circular

OK-2007-06 has been eliminated.

No policy may be cancelled or rewritten to avoid using these loss costs and rating values.
For specific application of the Anniversary Rating Datc Rule, refer to the Basic Manual for
Workers Compensation and Employers Liability Insurance.

NCCI1 ACTION Manual pages will be mailed shortly to subscribers of NCCI's Basic Manual and Experience
Rating Plan Manual. If you would like to subscribe to any of our manuals, please contact our
Customer Service Center at 800-NCCI-123 (800-622-4123). We have posted this circular on

ncci.com.
25’:3.22;0 , If you have any questions, please contact: Technical Contact:
Roy O. Wood Cary Ginter
State Relations Executive Manager and Associate Actuary
NCCI, Inc. NCCI, Inc.

11430 Gravois Road, Suite 310
St. Louis, MO 63126
314-843-4001

901 Peninsula Corporate Circle
Boca Raton, FL 33487
561-893-3110

901 Peninsula Corporate Circle, Boca Raton, FL 33487
© C ight 2007 National Councll on Comp ion In Inc. All Rights Reserved.

2857 OK-2007-09
ncci.com Page 1 of 1
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STATE RELATIONS—REGULATORY SERVICES

ircular

OCTOBER 24, 2008 APPROVAL OK-2008-13

Oklahoma-Approved Advisory Loss Costs and Rating Values Effective January 1, 2009—
File Number NCCI-1 25787109

ACTION
NEEDED

BACKGROUND

IMPACT

NCCI ACTION

PERSON TO
CONTACT

Please review the following information for impact on your company’s systems and procedures.

This approval circular is a supplement to Filing Circular OK-2008-08 and accompanying State
Information Circular OK-2008-09.

The Oklahoma Insurance Department has accepted, as originally filed, an overall average
loss cost level increase of 9.1% for the industrial classes effective January 1, 2009, based
on private carrier experience only.

As communicated by the Oklahoma Insurance Department, House Bill 2905, Section 38-New
Law, pertaining to Section 1148 of Title 36 states: “Applicable to workers’ compensation
insurance only, every member of, or subscriber to, a licensed advisory organization shall adhere
to the loss cost filings made on its behalf by such organization within ninety (90) days of the
effective date of the loss cost filing.”

The word “adhere™ means that a company must adopt NCCI loss costs within 90 days of the
effective date of the new loss cost filing. Companies no longer have the option to non-adopt
NCCI loss costs. Insurance companies submitting expense (loss cost) multiplier filings to
the Oklahoma Insurance Department must include the file number from NCCI’s filing. The
Oklahoma file number for the loss costs effective January 1, 2002, is NCCI-125787109.

The advisory loss costs and rating values reflect an overall average increase of 9.1%, effective
January 1, 2009, applicable to new and renewal policies.

No policy may be cancelled or rewritten to avoid using these loss costs and rating values.
For specific application of the Anniversary Rating Date Rule, refer to the Basic Manual for
Workers Compensation and Employers Liability Insurance.

Manual pages will be mailed shortly to subscribers of NCCI’s Basic Manual and Experience
Rating Plan Manual. If you would like to subscribe to any of our manuals, please contact our
Customer Service Center at 800-NCCI-123 (800-622-4123).

We have posted this circular on neci.com.

If you have any questions, please contact: Technical Contact:

Roy O. Wood Cary Ginter }
State Relations Executive Manager and Associate Actuary
NCCI, Inc. NCCI, Inc.

11430 Gravois Road, Suite 310 901 Peninsula Corporate Circle
St. Louis, MO 63126 Boca Raton, FI. 33487-1362
314-843-4001 561-893-3110
roy_wood@ncci.com cary_ginter@ncci.com

901 Peninsula Corporate Circle, Boca Raton, FL 33487 2857 OK-2008-13
© Copyright 2008 National Councll on Compensalion Insurance, Inc. ANl Rights Reserved. ncci.gom Page 1 0of 1
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Hypothetical Approximate Value of CompSource

(in Millions of Dollars)

Stepl | Assets* — Liabilities, or “Surplus” = $203
Theoretical Equity in ils‘ Loss Reservee »Due |
Step 2 to the Time Value of Money (at 3% interest) $ 60
Equity in its Unearned Premium Reserves
Step 3 | (Prepaid Expenses) $ 2
(16% of $14 Million)
Subtotal 1 $265
Miscellaneous Factor
a) Risks going forward as the “insurer of
last resort”
Step 4 b) “Goodwill”
c) Anticipated Profits over the next “x” yrs
Total: | $265, Plus

* Al: Market Value
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CompSource Oklahoma

Financial Summary (Statutory Basis)
June 2009

(UNAUDITED) ($ in thousands)

Selected Balance Sheet Information

June 30, 2009

Investments $1,034,435
Total assets $1,165,051
Total loss reserves $909,600
Total liabilities $984,182
Total policyholder

surplus $180,869

Selected Income Statement Information

June 30, 2009
Year-to-date

Net premium
income $122,028
Investment income $20,832

Losses and loss adjustment

expenses incurred ($135,334)
Other underwriting and

administrative expenses ($19,742)
Net Loss (before dividends) ($12,216)
Dividends $0

Net Loss (after dividends) (312,216)
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CompSource

\gge® klahoma,

The Source for Workers' Compensation Insurance

August 18, 2009

The Honorable Cliff Aldridge

The Honorable Dan Sullivan

Members of the Task Force on the Privatization of CompSource Oklahoma
State Capitol Building

Oklahoma City, OK 73105

Dear Task Force Members:

In connection with the Task Force evaluation of alternative organizational structures for
CompSource Oklahoma, we would respectfully propose Task Force Members explore the
various structures of other state workers’ compensation funds in our region who have
mutualized their organizational structures. Representatives of these funds, including Missouri,
New Mexico, Texas, Kentucky and Utah, have agreed to visit with the Task Force to discuss
their individual structures and to field any questions.

Texas Mutual Insurance Company New Mexico Mutual Casualty Company
Russ Oliver John G. Franchini
President Vice President & Public Affairs and
6210 East Highway 290 C. Quinn Lopez
Austin, TX 78723-1098 _ Vice President & General Counsel
Phone: 512-224-3800 Albuquerque, NM 87109

Main: 505-345-7260
Missouri Employers Mutual Insurance Kentucky Employers’ Mutual Insurance
Dennis Smith Roger Fries
CEO Emeritus President & CEO
101 N. Keene St. 250 West Main Street, Suite 900
Columbia, MO 65201 Lexington, KY 40507
Phone: 1-800-442-0590 Phone: 1-800-640-KEMI (5364)

Utah Workers Compensation Fund
Dennis V. Lloyd

Senior Vice President/General Counsel
392 East 6400 South

Salt Lake City, Utah 84107

Phone: 801-288-8060

If you require further information, please contact me at (405) 962-3334, or
jason c@compsourceok.com. Thank you.

Sincerely,

Jason Clark
President/CEO

PO Box 53505 - Oklshoma City, OK 73152 - 3505 - (405) 232-7663 - (800) 347-3863 - www.compsourceok.com - OKC Office: 1901 N Walnut Ave - Tulsa Office: 1305 S Denver Ave
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1933

1937

1939

1959

1963

1975

1988

1995

AUGUST 19, 2009
TASK FORCE ON THE PRIVATIZING OF
COMPSOURCE OKLAHOMA
SIGNIFICANT EVENTS

CompSource was created by legislation in 1933, signed by then Governor, “Alfalfa Bill”
Murray. 85 O.S. § 131, et seq.

CompSource was originally placed under the jurisdiction of the State Industrial Commission.
It became a separate entity in 1937.

State Insurance Fund is recognized as a “department of the state” in that SIF does not need
to file an appeal bond - O.X Const. Co. v. Burwell, 1939 OK 248, 93 P.2d 1092.

The Court in State v. Bone, 1959 OK 135, 344 P.2d 562, addresses the dual nature of the
Fund, and the Supreme Court recognizes that on one hand the Fund is a "department",
"agency" or "instrumentality" of the State, and on the other hand it performs a purely
business function, running a workers' compensation insurance company.

The Attorney General, in opinion 63-119, determined it was constitutional for Governor
Nigh to place the employees of the State Insurance fund under the protection of the State
Merit System because the State Insurance Fund came within the Merit System Act's
definition of "agency,"[noting that the Oklahoma Supreme Court in State Insurance Fund
v. Bone, 344 P.2d 562, 568 (Okla.1959), had referred to the Fund as an "agency or

instrumentality of the State"].

Moran v. State Ex Rel. Derryberry, 1975 OK 69, 534 P.2d 1282 (all Justices concurring),
explains statutes that provide State Insurance Funds could be expended only upon legislative
appropriation, were unconstitutional as an impairment of the obligation of insurance
contracts, since these funds did not belong to the State, where employers who paid premiums
into the Fund had been issued contract of insurance, and since employers had a vested legal
right, when they entered into their insurance contracts, to rely upon the Fund being
maintained in accordance with the State Insurance Fund Act.

Attorney General’s opinion, 1988 OK AG 61 (same opinion as 1988 OK AG 41) explains
CompSource is a “state agency” for purposes of the Oklahoma Central Purchasing Act and
must comply with its provisions, unless the item is specifically excluded in the Act.

Attorney General’s opinion, 1995 OK AG 36, analyzes a state hiring freeze applies to
CompSource, explains CompSource has attributes of a State agency and a private business,
explains the State Insurance Fund comes withing the Oklahoma Personnel Act’s definition
of “agency” and it is a “department ... of the executive branch of state government,” and

refers to Attorney General Opinion 63-119.
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O. K. CONSTR. CO. v. BURWELL
' 1939 OK 248
93 P.2d 1092
185 Okla. 444
Case Number: 28638
Decided: 05/16/1939
Supreme Court of Oklahoma

Cite as: 1939 OK 248, 185 Okla. 444, 93 P.2d 1092

O. K. CONSTRUCTION CO. et al.
V.
BURWELL et. al.

Syllabus

110 1. WORKMEN'S COMPENSATION—Time for Filing Proceeding to Review Award Where 30th Day Was Legal
Holiday.

Where the 30th day within which to file a proceeding to review an award falls on Decoration Day, a legal holiday,
the proceeding is properly filed on the next secular day.

2. SAME-—Bond not Required Before Commencing Proceeding to Review Award Where State Insurance Fund

One of Petitioners.
The State Insurance Fund is not required to file the bond required by section 13363, O. S. 1931 (85 Okla. Stat.

Anti. sec. 29) in order to have reviewed in this court an award of the State Industrial Commission entered against
the said State Insurance Fund as an insurance carrier.

Original proceeding in the Supreme Court by the O. K. Construction Company et al. to review an award of the
State Industrial Commission in favor of J. A. Burwell. Motion to dismiss denied.

Rolland O. Wilson and Jarman, Brown, Looney & Watts, for petitioners.
Melville F. Boddie and Mac Q. Williamson, Atty. Gen., for respondents.

OSBORN, J.

{11 On the 30th day of April, 1938, the State Industrial Commission entered an award in favor of respondent J. A.
Burwell against petitioners, the O. K. Construction Company and the State Insurance Fund. On the 31st day of
May, 1938, the O. K. Construction Company and the State Insurance Fund filed a petition in the Supreme Court
seeking to review the award. The State Industrial Commission is named as a respondent. A motion to dismiss has
been filed by respondents, alleging, first, that the proceeding was not filed within the 30 days provided by section
13363, O. S. 1931 (85 Okla. Stat. Ann. sec. 29); and, second. that no bond has been provided either by the
employer, O. K. Construction Company, or the State Insurance Fund.

112 We hold that the question first raised is amply covered by the rule announced by this court in Grant v. Creed,
35 Okla. 190, 128 P. 511. Therein we held:

"The judgment sought to be reviewed was rendered on December 30, 1911; the motion for new trial
being filed and overruled on the same day. The proceeding In error was commenced on July 1,
1912. The 30th day of June, 1912, fell on Sunday. The six months in which a proceeding for
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reviewing said judgment may be commenced in this court expired on that day, which must be
excluded. The proceeding being commenced on July 1, 1912, was within time."

113 The enactment relating to the commencement of proceeding provides the act shall be done "within" 30 days,
just as the statute provides for appeal within six months. Such holding tends to make uniform the rule as to
commencement of proceedings In the Supreme Court and thus eliminates confusing, if not conflicting, rules. The
30" day of May was a legal holiday. Section 46, O. S. 1931 (25 Okla. Stat. Ann. sec. 72). The proceeding was
filed in time. Section 22, O. S. 1931 (12 Okla. Stat. Ann. sec. 73); section 13363, O. S. 1931 (85 Okla. Stat. Ann.

sec. 29).

114 Petitioners urge that the State Insurance Fund is not required to file an appeal bond, since it is a department of
the state of Oklahoma. Section 514, O. S. 1931 (12 Okla. Stat. Ann. sec. 66), provides:

"Whenever an action is filed in any of the courts in the state of Oklahoma by the state of Oklahoma,
or by direction of any department of the state of Oklahoma, no baud, including cost, replevin,
attachment. garnishment, redelivery, injunction bonds appeal bonds or other obligations of security
shall be required from the state of Oklahoma or from any party acting under the direction aforesaid,
either to prosecute said suit, answer or appeal same. In case of an adverse decision, such costs as
by law are taxable against the state of Oklahoma, or against the party acting by its direction, as
aforesaid, shall be paid out of the contingent fund of the department under whose direction the

proceedings were instituted." ‘

115 Under this section the only question presented is whether or not the State Insurance Fund is "a department of
the. State of Oklahoma." The fund was created by chapter 28, S. L. 1933. Section 1 of the act provides that the
same shall be a supplement to chapter 72, O. S. 1931, which is the chapter containing the Workmen's
Compensation Law. The act was substantially amended by article 3, chapter 72, S. L. 1936-37. The 1933 act
appropriated $25,000 for the purpose of paying awards, but provided for the repayment of said appropriation to
the general revenue fund. The 1933 act provided for the administration of the fund by the State Industrial
Commission and provided that the State Insurance Board should have power and authority to determine the rates
to be charged by the fund for compensation insurance. The 1937 act provided for the administration of the fund by
a board of managers, including the Governor, Chairman of the Industrial Commission, Secretary of the State
Insurance Board, the Insurance Commissioner, and the Secretary of the State Highway Commission. It further
provided that the board of managers should have full power and authority to fix the rates to be charged by the

fund for insurance.

{16 Sections 4, 5, and 6 of the 1937 act fix the powers and duties of the Insurance Fund. Such powers are to enter
into contracts of insurance, insuring employers against liability for compensation; to sue and be sued in all of the
courts of the state in all actions arising out of the administration of the affairs of the fund; invest and reinvest all
monies belonging to the fund; conduct all business and affairs of the fund.

117 Section 7 of the 1937 act provides that the State Treasurer shall be the custodian of till monies and securities
belonging to the fund and that all monies shall be paid out by him upon vouchers signed by the State Insurance

Fund Commissioner.

118 It is noted that none of the state officers constituting the board of managers or the State Treasurer are granted
extra compensation for the duties provided by the act Involved herein. Section 11 of the 1937 act provides that
the entire expense of administering the fund shall be paid out of the fund, and further provides for the submission
of budgets to the Governor and board of managers to be approved by them on the first days of January and July
of each year, as estimated budgets of expenses for each succeeding six months; that in no event shall the entire
expense of administration exceed 20 per cent. of the earned premiums of said year. Section 17 of the 1937 act

provides:

"The state and all departments thereof must insure against their liability for compensation with the
State Insurance Fund and every municipal corporation within the state, including counties, cities,
towns and townships may each insure against their liability for compensation with the State
Insurance Fund, and may not insure with any other insurance carrier unless the State Insurance
Fund refuses to accept the risk when the application for insurance is made, but any county, city,
town or township may carry its own insurance; provided, such Municipality shall have made an
appropriation of funds to take care of such claims.”
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119 Other provisions of the 1937 act are that said fund shall be fairly competitive with other insurance carriers; that
it is the intent of the Legislature that said fund shall become nothing more nor less than selfsupporting, and that in
no event shall the state be liable beyond the amount of the fund.

1110 It is observed that no legislative, judicial, or governmental functions are authorized by the terms of the act, but
the powers granted are administrative in character and may be terminated at any time at the will of the
Legislature. The powers and duties are exercised by elected and appointed state officers who perform said
functions without added compensation. We are not here dealing with an independent corporate entity or a
governmental agency created by law and vested with a measure of governmental power, but a mere department
created for a fixed and limited purpose, over which the state, through its Legislature and its officials, retains
absolute domination and control. The State Insurance Fund, therefore, is a department of the state of Oklahoma
within the meaning of that term as used in section 514, supra, and is not required to give an appeal bond.

111 The motion to dismiss is overruled.

1112 BAYLESS, C. J., WELCH, V. C. J,, and RILEY, CORN, GIBSON, HURST. DAVISON, and DANNER, JJ.,
concur.

Citationizer® Summary of Documents Citing This Document

Cite Name Level
Oklahoma Supreme Court Cases
Cite Name Level
2&5991 OK 11,19 P.3d 276,72 OBJ FEHRING v. STATE INS. FUND ) Discussed at Length
1954 OK 171, 278 P.2d 841, STATE v. DISTRICT COURT OF OKLAHOMA COUNTY Cited
1959 OK 144, 342 P.2d 560, GARRETT v. WATSON Cited
2003 OK 82, 78 P.3d 534 STATE ex rel. STATE INSURANCE FUND v. JOA, INC. Discussed

Citationizer: Table of Authority

Cite Name Level
None Found.



OSCN Found Document:STATE v. BONE Page 1 of 2

| _ WA o4 ed
’ SCNTHE OKLAHOMA STATE COURTS NETWORK

Home |Courts [Court Dockets [l egal Research [Calendar ___|Help | |
Top Of Index | This Point in Index Print Only

Oklahoma Supreme Court Cases

STATE v. BONE
1959 OK 136
344 P.2d 570
Case Number: 38228
Decided: 06/30/1959
Supreme Court of Oklahoma

Cite as: 1959 OK 136, 344 P.2d 570

STATE OF OKLAHOMA EX REL. STATE INSURANCE FUND, AND THEODORE RILEY,
PLAINTIFFS IN ERROR

v.
A.B. BONE, DEFENDANT IN ERROR.

Syliabus by the Court

110 1. The legislature of this state by the enactment of 85 Q.S.1951 § 133, waived the sovereign immunity of the
State Insurance Fund from all suits arising out of any act, deed, matter or things made, omitted, entered into,
done or suffered in connection with the State Insurance Fund in the administration and management of the
business and affairs of said Fund; and, the Fund, while engaged in the insurance business, a purely business
enterprise, as distinguished from a mandatory duty or governmental function, assumes the obligations and
liabilities incident to the business the same as when carried on by private corporations or individuals, including
actions for damages caused by one of their employee's negligence in driving his car while on a mission for the
Fund. In applying this rule, we overrule State ex rel. State Insurance Fund v. District Court of Oklahoma County,

Okl., 278 P.2d 841, in so far as it conflicts with our holding herein.
2. Where the instructions to the jury, as in the instant case, fairly and reasonably present the issues joined by the

pleadings and presented by the evidence, the instructions are sufficient.
3. A judgment on a jury's verdict determining the question of negligence will not be disturbed, where there is

evidence reasonably tending to support the judgment.
4. Record examined and held that there is evidence reasonably tending to sustain the jury's verdict and the trial

court's judgment based thereon, and that the judgment is not contrary to law.
Appeal from the District Court of Oklahoma County; W.R. Wallace, Jr., Judge.
Action for personal damages. Judgment for plaintiff. Defendant appeals. Affirmed.

Mac Q. Williamson, Atty. Gen., Fred Hansen, First Asst. Atty. Gen., Jack Baird, Dudley, Dudley & Dudley,
Oklahoma City, for plaintiffs in error.

John B. Ogden, Oklahoma City, Busby, Stanfield, Deaton & West, Ada, for defendant in error.

JOHNSON, Justice.

111 This is an appeal from a jury verdict and judgment for A.B. Bone against Theodore Riley, employee of the
State Insurance Fund, and the State Insurance Fund for damages to his car and for personal injuries sustained by
him while driving his car upon a public highway. It was alleged that Riley's negligence in driving his car while on a
mission for the State Insurance Fund caused the plaintiff's damages.
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112 This is a companion case to the case of State of Oklahoma ex rel. State Insurance Fund v. Bone, No. 38,150,

Okl., 344 P.2d 562.

113 By order of this Court the two causes were consolidated for the purpose of briefing. They each involve the

same material factual matters and questions of law.

114 The answers to the questions of fact and problems of law being the same, so far as material herein, and for the
reasons given in the opinion filed in cause No. 38,150, we apply the reasoning of said opinion to the instant case
and adopt the syllabus in No. 38,150 as the law in this case and affirm the verdict and judgment in favor of A.B.

Bone.

115 DAVISON, C.J., WILLIAMS, V.C.J., and WELCH and BLACKBIRD, JJ., concur.

116 HALLEY, JACKSON, IRWIN and BERRY, JJ., dissent.
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Question Submitted by: The Honorable Gene Stipe, Oklahoma State Senate,

Alexander B. Holmes, Director of State Finance
1988 OK AG 61
Decided: 08/24/1988
Opinion No. 88-41 and 88-61
Oklahoma Attorney General

Cite as: 1988 OKAG 61, ___

110 The Attorney General has received your requests for an official opinion asking, in effect:
1. Is the State Insurance Fund a "state agency" for purposes of the Oklahoma Central Purchasing Act, 74

O.S. 85.1 (1981) et seq., and amendments thereto?
2. Is the State Insurance Fund required to comply with the Oklahoma Central Purchasing Act in the

acquisition of telephone equipment, motor vehicles, and other material and equipment that is deemed
necessary or convenient for the operation of the Fund's insurance business?

3. Is the State Insurance Fund required to comply with the Oklahoma Central Purchasing Act in its
retention of the services of a financial advisor and fund manager?

111 The Oklahoma Central Purchasing Act, 74 O.S. 85.1 (1987) et seq., expressly provides that "alf activities of any
state agency . . . relating to purchasing shall be under the direction of the Purchasing Division [of the Office of
Public Affairs], except such acquisitions as are excluded by the Oklahoma Central' Purchasing Act.” Id., 85.3.
(Emphasis added). The pertinent provisions of 74 O.S. 85.4 and 74 O.S. 85.5, also provide:

740.5.854.

A. Except as provided in 74 O.S. 85.12 of this title, every state agency shall acquire all
contractual services, supplies, equipment, or materials used, consumed or spent by
such agency in-the performance of its official functions by the presentation of
requisitions for such services, supplies, materials, or equipment to the Purchasing
Division established in 74 O.S. 85.3 of this title and no such items or service shall be
acquired by any state agency for such presentation of such requisition and receipt of
the items or service requisitioned through the Purchasing Division.

740.8. 85.5.

Subject to the provisions of 74 Q.S. 85.4 of this title, the State Purchasing Director,
under the supervision of the Director of Public Affairs, shall have sole and exclusive
authority and responsibility for the acquisition of all materials, supplies, equipment, and
services acquired, used or consumed by agencies of the state government. The State
Purchasing Director, after consultation with the requesting or purchasing agency, shall
have authority to determine the particular brand, model, or other specific classification
of each item or group of materials, supplies, equipment, or services to be acquired for
such use or consumption, and to draft specifications establishing the requirements for
all such leases or purchases under the restrictions provided in the Oklahoma Central

Purchasing Act.

(Emphasis added).
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92 In view of these statutory provisions, the key inquiry to determine whether the Fund is subject to the
requirements of the Central Purchasing Act, is whether the Fund is a "state agency" for purposes of that Act.

113 Section 85.2 of the Central Purchasing Act contains the following definitions:

As used in the Oklahoma Central Purchasing Act the following terms, in addition to their usual
definitions, shall have the meanings ascribed to them in this section unless context otherwise

requires:

1. "State agency" or "agency" includes any office, officer, bureau, board, counsel, court,
commission, institution, unit, division, body or house of the executive or judicial
branches of the state government, whether elected or appointed, excluding only
municipalities, counties and other governmental subdivisions of the state.

74 O.S. 85.2 (1987) (Emphasis added).

114 A review of the applicable authorities demonstrates that the State Insurance Fund falls within this definition of a
"state agency." The statutes creating the State Insurance Fund vest supervisory powers over the administration
and operation of the fund in a "board to be known as the Board of Managers of the State Insurance Fund." 85 O.S.
131a (1987). Moreover, the powers conferred by the Legislature on the Board and the State Insurance Fund
Commissioner in 85 0.S. 131 (1981) et seq., and amendments thereto, are "executive powers." See, e.g.,
Webster's Ninth New Collegiate Dictionary (1985) (defining "executive” as having “"administrative" or "managerial"
responsibility); Spivey v. State of Oklahoma, 104 P.2d 263, 267 (Okla. Crim. App. 1940) (officers which are neither
judicial nor legislative necessarily belong to the executive branch of government). In view of the foregoing, the
State Insurance Fund cleady constitutes a "board . . . of the executive branch of state government," one of the

definitions of "state agency" in the Central Purchasmg Act

115 Our conclusion that the State Insurance Fund falls within the scope of the Central Purchasing Act finds further
support in prior opinions of the Supreme Court of Oklahoma and the Attorney General. In State v. Bone, 344 P.2d
562, 568 (Okla. 1959), the Supreme Court explicitly recognized that the State Insurance Fund is an "agency or
instrumentality of the State," and in Attorney General Opinion No. 63-119, the Attorney General held that the State
Insurance Fund constituted a "state agency" for the purposes of the merit system of personnel administration,
construing a definitional provision of the then current version of 74 O.S. 802, that was similar to the definition of
"state agency” in the Central Purchasing Act. Significantly, both the Bone decision and Attorney General Opinion
No. 63-119 were issued prior to the most recent amendments to the Central Purchasing Act in 1986, Laws 1986,
c.173, 1, eff. May 12, 1986. Those amendments made only stylistic changes to the provision of the Central
Purchasing Act defining "state agency" and "agency." The Legislature's failure to change the statutory language
should be regarded as acquiescence or approval of the interpretation previously given to the statute by the courts
and the Attorney General. Arkansas Louisiana Gas Co. v. Travis, 682 P.2d 225 (Okla. 1984); National Cowboy Hall
of Fame and Western Heritage Center v. State ex rel. Oklahoma Human Rights Commission, 579 P.2d 1276 (Okla.

1978).

fI6 In holding that the State Insurance Fund is a "state agency" for the purposes of the Oklahoma Central
Purchasing Act, we are not unmindful of those cases where the Supreme Court has held that the Fund, in certain
respects, is like a private insurance company. See e.g., State Insurance Fund v. Taron, 333 P.2d 508 (Okla. 1958)
(statute of limitations applies to the Fund in an action arising out of management and administration of its insurance
business to same extent as to any other private insurance carriers). But it is well recognized that a public entity
may be a state agency for some purposes, but not for other purposes. See e.g., State v. Grand River Dam
Authority, 154 P.2d 946 (Okla. 1945). The State Insurance Fund may be treated like a private carrier for certain
purposes. Nevertheless, it remains a creation of the Legislature which derives its powers and authority, including
those comparable to a private carrier, from legislative enactment. This was recognized by the Supreme Court in the
Bone case, where the Court held that since the Fund was engaged in the insurance business at the time of an
automobile accident involved therein, it was liable for damages just like a private insurance company. But the Court
in that very case recognized that the fund was an "agency or instrumentality of the State." 344 P.2d at 568.

17 In our analysis of this issue, we recognlze that the statutes creating the Fund confer broad powers on the
Commissioner and the Board of Managers. Title 85 O.S. 132 (1987) states:

The State Insurance Fund Commissioner is hereby vested with full power, authority and jurisdiction
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over the State Insurance Fund. He shall perform any duties which are necessary or convenient in the
exercise of any power, authority, or jurisdiction over the fund in the administration thereof, or in
connection with the insurance business to be carried on by him under the provisions of 85 0.S. 131
through 85 O.S. 151 of this title as fully and completely as a governing body of a private insurance
carrier might or could do including the acquisition, operation and maintenance of an electronic data

processing facility.

118 In addressing the import of this statute, our duty is to determine the intention of the Legislature, recognizing that

the various portions of the enactments on a particular subject should be construed together and be given effect as
a whole. Whenever it is possible to construe two statutes by giving effect to both without doing violence to either,
such a construction is preferable to one that may produce a conflict between them. Grand River Dam Authority v.

State, 645 P.2d 1011 (Okla. 1982).

119 Governed by this principle of statutory construction, we find no language in 85 O.S. 132 (1987) which conflicts
with the detailed provisions of the Central Purchasing Act setting forth procedures for the acquisition of materials
and supplies. We harmonize the two statutes at issue here by holding that while 85 O.S. 132 (1987) confers upon
the Commissioner broad authority to purchase materials and services deemed necessary for the operation of the
Fund's insurance business, the Fund is nevertheless subject to the Central Purchasing Act as to the manner by

which such items are acquired.1

1110 Finally, we emphasize that in 74 O.S. 85.12 (1987), amended by Act of March 25, 1988, c. 81, 1988 Okla.
Laws, p. 201, the Legislature specifically excluded certain state agencies from the scope of the Central Purchasing
Act, including the Oklahoma Municipal Power Authority and the Grand River Dam Authority. The 1988 amendment
to 74 O.S. 85.12 changed only the language of the statute which exempted from the Act certain right-of-way
purchases by the Department of Transportation. That the Legislature has exempted by name certain agencies from
the Central Purchasing Act, but has not included the Fund among those exempted agencies, demonstrates that the
Legislature clearly intended the Fund to remain subject to the Central Purchasing Act. See, City of Duncan v.
Bingham, 394 P.2d 456, 460 (Okla. 1964) (Legislature's silence, when it has authority to speak, may be considered
as giving rise to an implication of legislative intent); State ex rel. Caldwell v. Oldheld, 98 P. 925 (Okla. 1908)
(presumption is that Legislature does not intend to make any change in existing law, except as expressly declared).

1111 Since we have answered question number one in the affirmative, the issue of whether the Fund's purchase of
telephone equipment, motor vehicles, and other materials and equipment, is subject to the Central Purchasing Act
must be determined by reference to the specific provisions of that Act. As discussed above, 74 0.S. 85.4 (1987)
provides that all state agencies "shall acquire all contractual services, supplies, equipment, or materials . . . by the
presentation of requisitions . . . to the Purchasing Division . . ." (Emphasis added). Similarly, 74 O.S. 85.5 gives the
State Purchasing Director exclusive authority for "the acquisition of all materials, supplies, equipment and services
acquired . . . by agencies of the state government." (Emphasis added).

1112 Section 85.2 of the Central Purchasing Act provides the following definitions of "materials," "supplies," and
"equipment.”

4. "Materials" or "supplies" includes all property except real property acquired by a state agency for
its use or consumption, except equipment;

5. "Equipment” means all personal property acquired by a state agency for its use which is in the
nature of a tool, device or machine and shall be deemed to include all personal property used or
consumed by a state agency and not included within the category of materials and supplies].]

74 0.S. 85.2 (1987).

1113 Given these expansive definitions, it is clear that the purchase of telephone equipment and motor vehicles is
subject to the requisitions and other requirements of the Central Purchasing Act. As to the application of the Act to
the acquisition of other "materials and equipment,” you may wish to examine 74 O.S. 85.12 (1987), as amended, to
determine whether the Legislature has exempted from the scope of the Act any specific materials or equipment
which the Fund plans to acquire. In the absence of such a statutory exclusion, the Act would apply.
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1114 Section 85.2 of the Central Purchasing Act contains the following definitions, relevant to the issue of whether
the Fund is required to comply with the Central Purchasing Act in the retention of a financial advisor and fund

manager.

3. "Acquisition” includes all types of purchases and rentals, whether bought or leased by contract or
otherwise, and includes every means by which a state agency obtains for its use any materials,
supplies, service or equipment covered by this act, except those specifically excluded in this act;

* k%

7. "Services" or "contractual services" includes any type of personal or professional service,
employment or undertaking, including such services as utilities, pest control, maintenance and
repairs, except the employment of regular officers and employees by a state agency or such extra
seasonal help as is authorized by law and irregularly used;

* ok Kk

10. "Professional services" means services which are predominantly mental or intellectual in
character, rather than physical or manual and which do not involve the supplying of products.
Professional services include those services requiring special, usually advanced education and skill.

74 O.S. 85.2 (1987) (Emphasis added).

1115 When the Legislature defines terms that appear in legislative enactments, those definitions are binding in the
interpretation of those sections of the statute in which those terms appear. E.g., Oliver v. City of Tulsa, 654 P.2d
607 (Okla. 1982). The Legislature is presumed to be aware of such established rules of statutory construction, and
it is entitled to expect that the courts will follow these principles in interpreting its enactments. Wimberly v. Deacon,
144 P.2d 447 (Okla. 1944). Accordingly, the definitions set forth above are incorporated by reference in those
specific provisions of the Central Purchasing Act which describe the obligations of agencies under the Act,
including 74 _O.S. 85.4 (1987) (requisitions to Purchasing Division required for acquisitions of “contractual
services"); 74_0O.S. 85.5 (State Purchasing Director given sole authority over "acquisition” of “services by
agencies"); 74 O.S. 85.7 (with certain exceptions, competitive bid procedures apply to "acquisitions").

1116 The definition of "services" or "contractual services" in 74 O.S. 85.2(7) specifically excludes the "employment
of regular officers and employees by a state agency." (Emphasis added). Further, since the Legislature defined
"acquisition” in 74 O.S. 85.2(3) to include purchases of "services," it follows that the Legislature intended to
exclude, from the statutory definition of "acquisition," the acquisition of services through the employment of regular
officers and employees. The statutory exception for regular officers and employees would apply even if the work
performed is professional in nature, since the statute includes “professional services" within the broader definition
of "services." 74 O.S. 85.2(7), 74 O.S. 85.2(10) (1987). Accordingly, we conclude that even though the Fund is a
state agency for the purpose of the Central Purchasing Act, the specific requirements of the Act do not apply where
the Fund obtains professional services, including those of a financial advisor and fund manager, through the

employment of the Fund's regular officers and employees.

1117 A different situation arises, however, if the Fund obtains the services of a financial advisor and fund manager
other than through the employment of regular officers or employees. Such an acquisition would constitute an
"acquisition" of "contractual services" as those terms are defined in 74 O.S. 85.2(3) and 74 O.S. 85.2(7) (1987),
and would also constitute an "acquisition" of "professional services" under 74 O.S. 85.2(10) (1987). Such an
acquisition would fall within the scope of the requisition requirements of 74 O.S. 85.4, and would also fall within the
scope of the provision vesting sole authority for acquisitions in the Purchasing Director. 74 O.S. 85.5 (1987).

1118 The Fund's acquisition of the services of a financial advisor and fund manager, other than through the
employment of regular officers or employees, is also subject to the competitive bidding procedures of 74 O.S. 85.7

(1987), as amended. Until 1988, 74 O.S. 85.7 stated:

A. No acquisition or contract shall be made without the submission of competitive bids by the State
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Purchasing Director, except as provided in this section.

* % %

2. Contracts for architectural, engineering, legal or other professional services as such term is defined
in 18 O.S. 803 of the Oklahoma Statutes shall be exempt from competitive bidding procedures.

(Emphasis added).

119 By this language, the Legislature explicitly incorporated into 85.7(A)(2) of the Oklahoma Central Purchasing
Act, the definition of "professional services" contained in 18 Q.S. 803 of the Professional Corporation Act, 18 O.S.
801 (1987) et seq. 18 O.S. 803, in tumn, lists fifteen specific types of services in that statute's definition of
"professional services." Since the services of fund managers and financial advisors are not included among the
services set forth in 18 O.S. 803, it is clear that the Legislature did not intend to exempt such services from the
competitive bidding requirements of 74 O.S. 85.7 (1987), as amended.

1120 The 1988 amendments to the competitive bidding requirements of 74 O.S. 85.7 (1987) confirm our conclusion
that the Legislature did not intend to exempt the Fund's acquisition of the services of a fund manager and
investment advisor. The amended statute states:

No acquisition or contract shall be made without the submission of competitive bids by the State
Purchasing Director, except as provided in this section.

* &k %k

2. Contracts for pension fund custodians, investment managers and investment consultants for state
retirement systems, the pension fund management consultants of the Oklahoma State Pension
Commission and actuarial, architectural, engineering, legal or other professional services as such
term is defined in 18 O.S. 803 of the Oklahoma Statutes shall be exempt from competitive bidding
procedures. The Office of Public Affairs shall send a copy of such contracts or a list of such contracts
to any member of the House or Senate Appropriations Committee, if requested by such member.

Act of June 30, 1988, H.B. 1582, eff. July 1, 1988. (Emphasis in original, indicating changes to former law).

121 In the amended statute, the Legislature specifically excluded "investment managers and investment
consultants for state retirement systems" from the competitive bid requirements of the Central Purchasing Act. The
Legislature specifically singled out for exemption the acquisition of these services by retirement systems, but left
unchanged the former law as it related to the acquisition of such services by other agencies, including the Fund.
The Legislature thus signified its intent to continue to subject the Fund's acquisition of the services of a fund
manager and investment advisor to the competitive bid requirements of 74 O.S. 85.7. See City of Duncan v.
Bingham, supra; State ex rel. Caldwell v. Oldfield, supra.

v.

122 We hold that the Fund is subject to the Central Purchasing Act in its acquisition of telephone equipment, motor
vehicles, and other equipment, as well as the acquisition of the services of a fund manager and investment advisor
(other than through the services of regular officers or employees). However, we draw your attention to certain
provisions of the Central Purchasing Act which give the requisitioning agency some degree of control in the matters
entrusted by that statute to the Purchasing Director. For example, 74 O.S. 85.4 (1987), provides:

[Elvery state agency shall have the authority to determine its own quantitative needs for services,
supplies, equipment and materials, insofar as it has such authority under existing law and shall have
the authority to determine the general class or nature of supplies, equipment, materials, or services,
subject to the provisions of 74 O.S. 85.5 of this title.

123 With regard to contracts for professional services, the Act provides:

Bids for professional service contracts that are subject to the competitive bid requirements of the
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Oklahoma Central Purchasing Act shall be evaluated by the State Purchasing Director and the
agency contracting for such service. Both cost and technical expertise shall be considered in
determining the lowest and best bid. Further, such agency shall present its evaluation and
recommendation to the State Purchasing Director. A documented evaluation report containing the
evaluations of the State Purchasing Director and the agency contracting for such service shall be
completed prior to the awarding of a professional service contract and such report shall be a matter of

public record.
74 O.S. 85.7(C) (1987), as amended, Act of June 30, 1988, H.B. 1582, eff. Jvuly 1, 1988. (Emphasis added).

1124 The legal relationship between the State Insurance Fund and the Purchasing Director should properly be
viewed as that of principal and agent, consistent with our holding in Attorney General Opinion No. 84-066, issued
May 29, 1984. The Fund, as the requisitioning agency, has input into the decisions entrusted by statute to the
Purchasing Director as the state's duly appointed purchasing agent, pursuant to the statutory provisions cited
above. Further, the Purchasing Director "stands in a fiduciary relationship with any requisitioning agency," and as
such "is held to a very high standard of care" in making the award of the services or materials contract in question.

A.G. Opin. No. 84-066.

125 It is, therefore, the official opinion of the Attorney General that:
1. The State Insurance Fund is a "state agency" for purposes of the Oklahoma Central Purchasing Act, 74

O.S. 85.1 (1981) et seq., and amendments thereto, and accordingly, the Fund's obligations relating to the
acquisition of materials, supplies, services or equipment must be determined by reference to that Act.

2. The State Insurance Fund is required to comply with the provisions of the Central Purchasing Act in its
acquisition of telephone equipment and motor vehicles, including 74 0.S. 85.4 (1987) (requisitions
procedures) and 74 O.S. 85.5 (1987) (vesting authority over acquisitions in State Purchasing Director). The
acquisition of other materials and equipment is also subject to these provisions, unless such items are
specifically excluded from the Act pursuant to 74 O.S. 85.12 (1987), as amended in the Act of March 25,
1988,c. 81, 1988 Okla. Laws, p. 201.

3. The Fund's acquisition of the services of a fund manager and financial advisor is exempt from the
Central Purchasing Act if such services are obtained from the Fund's regular officers and employees,
pursuant to the definitions found in 74 0.S. 85.2(3), 74 O.S. 85.2(7), and 74 O.S. 85.2(10) (1987). However, if
the Fund acquires such services other than from its regular officers and employees, such acquisitions are
subject to the requirements of the Central Purchasing Act, including the competitive bid procedures of 74
O.S. 85.7 (1987), as amended in Act of June 30,1988, H.B. 1582, eff. July 1, 1988.

ROBERT H. HENRY

ATTORNEY GENERAL OF OKLAHOMA
ROBERT A. BUTKIN

ASSISTANT ATTORNEY GENERAL

FOOTNOTE:

1The specific authorization in 85 0.S.Supp.1987, § 132 for the purchase of an electronic data processing facility
should not be construed as exempting that purchase from the requirements of the Central Purchasing Act The

language authorizing the Fund to purchase a data processing facility was added to § 132 in 1982. At the time of
that amendment, there was a statute, since repealed, which listed the specific state agencies which were
authorized to own a data processing facility. Data Processing Planning and Management Act of 1971, 74
0.S.1981, §§ 118.1 et seq., repealed by Laws 1984, c. 290, § 15, eff. July 1, 1984. The original version of that Act
did not include the State Insurance Fund among the agencies authorized to own data processing facilities. Thus,
the 1982 amendment to 85 O.S. § 132, should be viewed as an expression of the Legislature's intent to permit the
Fund to own a data processing facility, but not to exempt the Fund from the Central Purchasing Act in the

acquisition of such a facility.
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110 This office has received your request for an Attorney General Opinion, in which you ask the following questions:
1. Was it the intent of the Legislature, in enacting the provisions of 74 0.S.Supp.1994, § 840-2.14, which
authorize the Governor to implement a "freeze in hiring," to have such freeze apply to the State Insurance
Fund, created at 85 0.S5.1991. § 1317

2. Do the provisions of 74 0.S.Supp.1994, § 840-2.14, which authorize the Governor to implement a freeze
in hiring, also empower the Governor to declare and implement a freeze on entering into professional or

personal service contracts?

I
PERSONNEL ACT'S "FREEZE IN HIRING"
Intent And Applicability Of "Freeze In Hiring" Provision

111 To determine the Legislature's intent in enacting the provisions of 74 O.S.Supp.1994, § 840-2.14, we must look
to the language used in enacting the statute as "[t]he cardinal rule for construction of statutes is to ascertain the
intent of the legislature by consideration of the statutory language." Grand River Dam Authority v. State, 645 P.2d

1011, 1018 (Okla.1982).

1i2 The general intent of the Legislature in enacting the provision you inquire about, 74 O.S.Supp.1994, § 840-2.14
was articulated in subsection A: ) :

The intent of the Legislature is to increase individual agency skill and accountability in
managing the costs associated with personnel and in applying controls that will enhance the
ability of the State of Oklahoma to manage the overall costs of human resources as efficiently

as possible, while continuing to maintain fairness to employees.

74 O.S.Supp.1994, § 840-2.14(A) (emphasis added).

113 The next two subsections of 74 O.S.Supp.1994, § 840-2.14 require "[a]ll agencies, boards and commissions” to
report all employee reallocation decisions, all adjustments to pay grade, salary adjustments, and all transactions
involving the establishment of new positions not specifically authorized by legislation:

B. All agencies, boards, and commissions shall report all reallocation decisions for both classified
and unclassified positions and all adjustments to pay grades or salary assignments for classes in the
unclassified service to the Office of Personnel Management on a quarterly basis. The Office of
Personnel Management shall submit the quarterly reports to the Governor, the President Pro
Tempore of the Senate, and the Speaker of the House of Representatives, along with an analysis of

statewide reallocation decisions.

C. All agencies, boards and commissions shall report to the Office of Personnel Management on a
quarterly basis all transactions in both the classified and unclassified service involving the
establishment of new positions that have not been authorized specifically by legislative action. The
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Office of Personnel Management shall forward the quarterly reports to the Governor, President Pro
Tempore of the Senate, and Speaker of the House of Representatives, accompanied by an analysis

of agency decisions concerning such positions.

74 O.S.Supp.1994, § 840-2.14 (emphasis added).

{14 The freeze in hiring you inquire about is provided for in subsection D of Section 840-2.14. In providing for the
applicability of such a freeze, the Legislature specifically exempted the University Hospitals Authority, including all
hospitals or other institutions operated by the Authority, from the provisions of subsection D:

As a further control on human resource costs, the Governor may declare a financial emergency or
implement a freeze in hiring, by declaring this section to be in effect, provided, however, the
University Hospitals Authority, including all hospitals or other institutions operated by the
University Hospitals Authority, shall not be subject to the provisions of this subsection.

74 O.S.Supp.1994, § 840-2.14(D) (emphasis added).

15 A reading of the language of the section as a whole makes it clear that it was the intent of the Legislature that
the hiring freeze provisions apply to all State "agencies, boards and commissions," with the exception of the
University Hospitals Authority, "including all hospitals or other institutions op<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>