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STATE OF WASHINGTON

DEPARTMENT OF LABOR AND INDUSTRIES

P.O. Box 44000 ¢ Olympia Washington 98504-4000

October 25, 2013

The Honorable Jay Inslee, Governor
Honorable Members of the Legislature
Director of Office of Financial Management
Washington State Citizens

Olympia, Washington 98504

RE: Comprehensive Annual Financial Report

The Revised Code of Washington 51.44.115 requires the Department of Labor & Industries
(L&I) to publish a Comprehensive Annual Financial Report (CAFR) for the Workers’
Compensation Program within six months of the close of each fiscal year. This report is
published to fulfill that requirement for the fiscal year ended June 30, 2013.

L&l is fully responsible for the completeness and reliability of the information contained in this
report, based upon a comprehensive framework of internal controls established for this purpose.
Because the cost of internal controls should not exceed anticipated benefits, the objective is to
provide reasonable, rather than absolute, assurance that the financial statements are free of any
material misstatements.

The State Auditor has issued an unmodified (“clean”) opinion on the Workers’ Compensation
Program financial statements for the year ended June 30, 2013. The independent auditor’s report
is located at the front of the financial section of this report.

Management’s Discussion and Analysis (MD&A) immediately follows the independent auditor’s
report and provides a narrative introduction, overview, and analysis of the basic financial
statements. The MD&A complements the information provided in this letter of transmittal and
should be read together with it.

Following the MD&A are the basic financial statements, notes to the basic financial statements,
the required supplementary information, and the combining and individual account financial
schedules. The independent actuarial opinion and the statistical section complete the CAFR.



PROFILE OF WORKERS’ COMPENSATION PROGRAM

L&I, an agency of Washington State, is responsible for managing the state’s workers’
compensation system; enforcing the Washington Industrial Safety and Health Act; providing
safety and health consultations and information; enforcing wage and hour, child labor and family
leave requirements; managing the state’s Crime Victims’ Compensation Program; registering
contractors and apprentices; inspecting electrical work, elevators, boilers and factory-assembled
structures; and issuing licenses for certain skilled trades. L&I headquarters is located at 7273
Linderson Way SW in Tumwater, Washington. There are 18 additional L&]I field offices across
Washington State that enable us to respond to specific needs in different localities.

The workers’ compensation system has existed in Washington State for 102 years. Washington
was one of the first states to enact workers’ compensation laws. Our state’s Workmen’s
Compensation Act, established on July 28, 1911, was designed to protect workers and employers
from injustice and financial hardship arising from work-related injuries in extremely hazardous
work. In 1923, Washington became one of only two states where workers pay a portion of the
insurance premiums.

Washington’s workers’ compensation insurance was provided solely through the State Fund until
1971, when the system underwent a major overhaul. In 1971, the Legislature expanded the scope
of coverage to virtually all workers and created an option for qualified employers to self-insure.
The Self-Insurance Program allows employers with sufficient financial resources to self-insure,
thus paying the cost of claims for their injured workers from their own funds and also assuming
responsibility for their own claims administration. The workers of self-insured employers are
entitled to the same rights and benefits as those workers insured by the State Fund managed by
L&I. There are approximately 363 employers who are self-insured, covering approximately one-
quarter of all workers in Washington. The state also has an optional financial incentive program,
called the Retrospective Rating Program, to help qualifying employers insured with the State
Fund to reduce their industrial insurance costs. Employers who join the Retrospective Rating
Program receive partial refunds if their claim costs are lower than expected, but must pay
additional premiums if their claim costs are higher than expected.

The State Fund Workers’ Compensation Program covers 168,000 employers and approximately
2.49 million workers statewide. Total premiums assessed in Fiscal Year 2013, including both the
employer and worker portions, in the State Fund were $1.74 billion. Over 84,000 claims were
accepted in Fiscal Year 2013; about 80 percent of the accepted claims were for medical benefits
only and received no compensation for time off work or disability-related benefits.
Approximately 39,000 claims are active in any given month, of which about 19,000 are receiving
time-loss benefits, many of which involve long-term disability and complex medical issues. In
the same year, retraining plans were completed by 583 injured workers who were not able to
return to their occupations after injury.

BUDGET CYCLE

The Workers” Compensation Program operates as an enterprise fund made up of seven accounts
that are financed and operated in a manner similar to private business entities. The budget



operates on a two-year cycle beginning on July 1 of each odd-numbered year. The biennial
budget for administering the program is appropriated and allotted through Washington State’s
legislative process. The final 2011-2013 appropriated budget for administering the Workers’
Compensation Program was $592,951,319, which included $530,520,000 that was appropriated
to L&I. This budget includes $16,808,000 of federal funds dedicated to the Safety & Health
Assessment & Research for Prevention (SHARP) Program and the Division of Occupational
Safety and Health (DOSH). The allotted administering budget for Fiscal Year 2013 for the
Worker’s Compensation Program was $294,860,352, and the portion of the total Fiscal Year
2013 budget that was allotted for L&I was $263,392,000.

The benefit expense portions of the accounts that make up the program are non-appropriated and
non-allotted. Premiums collected from employers and workers and investment earnings finance
the cost of providing medical coverage, time-loss payments, disability benefits to qualifying
individuals, Stay at Work reimbursements, and structured settlements.

LOCAL ECONOMY AND IMPACT ON LABOR & INDUSTRIES

Washington is comprised of ten major metropolitan areas and vast regions of wilderness and
farmland. Of the ten metropolitan areas, only four are east of the Cascade Mountains. The
Seattle/Bellevue/Everett/Tacoma metropolitan area alone accounts for almost half of the state’s
non-farm employment.

Workers’ compensation insurance covers all industries in the state of Washington. The economy
of Washington was once dominated by commercial airplane manufacturing (Boeing), logging,
and agriculture. More recently, a vibrant high-tech industry has developed, including such
worldwide companies as Microsoft and Amazon.com. Other Washington companies, such as
Starbucks and Costco, also have national reputations. Most of these larger companies are self-
insured, but the State Fund covers a diverse group of around 168,000 employers and 2.49 million
workers in a broad range of industries.

CURRENT ECONOMIC ACTIVITY AND OUTLOOK

The recession, which ended in the summer of 2009, was followed by a slow and uneven
recovery. As of the summer of 2013, the recovery appears to have gained some traction.
Although growth remains modest, the pace of growth appears to be consistent. Positive signs
include employment growth across many industry sectors, gross domestic product (GDP) growth
led by gains in personal consumption, and positive gains in the stock market. Risks to the
recovery are still mainly from outside the state. Risks include:

e the continued recession in the Euro area driven by the sovereign debt crisis that resists an
easy resolution,
a growth slowdown in Asia,
political unrest in the Middle East,
the current major budget cuts known as sequestration in the U.S.
slow U.S. GDP growth



Washington has regained 172,000 of the 205,000 jobs it lost during the recession. Over the last
12 months, Washington had the fifth largest decline in jobless rate (from 8.4% to 6.8%) and the
ninth largest job gain (an additional 57,500 jobs) in the nation. The Seattle area jobless rate
remained at 4.7% in June 2013. In May, the jobless rate in Seattle was the fourth lowest among
all of the 52 Metropolitan Statistical Areas with populations greater than one million.

Moody’s and Fitch both upgraded Washington’s credit outlook to stable from negative on July
22, 2013. The move comes after lawmakers balanced the state’s books by passing a $33.5 billion
budget in late June 2013. They now join Standard & Poor’s in affirming the state’s top-tier rating
(Aal/AA+/AA+) with a stable outlook.

Housing/construction

U.S. new home sales surged to a five-year high in June. This is up 38.1% over June 2012, which
was the biggest year-over-year gain since January 1992. The National Association of Home
Builders (NAHB) housing market index is a gauge of home sales and expectations for future
home building. July’s NAHB index rose to 57%, the highest since January 2006, as companies
grew more upbeat about sales prospects. The NAHB index and homebuilder confidence resulted
in a 13 point gain in the last two months, the biggest back-to-back advance since January-
February 1992. In general, signs suggest the housing recovery will continue.

Large Employers

Despite challenges with the 787, Boeing’s second-quarter profit ($1.09 billion, up 13% from the
second quarter in Fiscal Year 2012) was better than expected. However, on July 19, 2013,
Microsoft stock fell 11%, the greatest decrease in more than four years, after fourth-quarter profit
missed analysts’ projections by the biggest margin in at least a decade.

Financial markets

The 25 financial firms in the S&P 500 that have so far reported second-quarter results posted
earnings totaling $31.6 billion, exceeding estimates of $29.1 billion. The 8.6% difference
between actual earnings and estimated earnings is the widest margin of any sector. Finance is on
track to surpass technology again as the most profitable industry in the country.

The run-up in S&P’s stock index, which started a little more than four years ago, is the strongest
bull market in modern history. The benchmark is up 154% since March 2009, beating all bull
runs since 1949.

The average 30-year mortgage rates eased a bit to 4.31% in the week ending July 25, 2013 from
a high of 4.51%. Rates were as low as 3.35% in the week ending May 2 of this year. The sudden
jump in rates was driven by uncertainty over whether the Federal Reserve's quantitative easing
policy to increase the money supply and stimulate the economy would continue.

Workers’ Compensation Impacts

The positive economic news will likely mean increased workers’ compensation premiums over
the coming year as businesses increase hiring and worker hours. Although there has not yet been
much evidence of wage inflation, labor shortages could emerge in some occupations, driving up
wages. Medical inflation has remained relatively low since the recession. It is unclear how



implementation of the Affordable Care Act may impact medical costs. Interest rates are still
expected to rise slowly, limiting the rates of return that workers” compensation carriers are likely
to earn on their investments. This puts increased pressure on premium rates to cover benefit
costs.

LONG-TERM FINANCIAL PLANNING

L&l has an established investment policy designed to maintain solvency of the funds and to keep
premium rates stable. The Washington State Investment Board (WSIB) manages the L&l
portfolio and meets regularly to make decisions on improving investment results and striking a
balance between risk and return.

MAJOR INITIATIVES

L&l is a leader in state government for using Lean process improvement techniques. Lean is
helping L&I create and deliver the most value from the customer’s perspective while consuming
the fewest resources. As of June 30, 2013, L&I has completed 20 Lean projects, and 27 others
are under way. One large-scale Lean project has cut 70 days out of the process to complete
vocational assessments for injured workers. The Department refers over 7,000 workers for these
assessments each year. Lean is an investment for the future, leading to fundamental changes in
business processes that reduce delays, improve quality and lower costs. This holds down claim
costs for L&I and required premiums for employers and workers.

During the 2011 Legislative Session, the Legislature passed historic worker’s compensation
reforms to improve outcomes for injured workers, reduce disability and cut costs for the state’s
Workers’ Compensation Program. Included in these reforms were the Stay at Work and
Structured Settlement Programs, which were implemented by L&I during Fiscal Year 2012.
Fiscal Year 2013 was the first full year that the programs were in place. The Stay at Work
Program provides a financial incentive for employers to bring their injured workers quickly and
safely back to light-duty or transitional work and has helped 6,179 injured workers remain on the
job. The Structured Settlement Program provides qualifying injured workers over the age of 55 a
new option to resolve the non-medical portion of their industrial insurance claims with a
financial settlement on a payment schedule. L&l has received 682 State Fund structured
settlement applications, and 40 settlements have been approved.

The 2011 reforms also included the Medical Provider Network and expansion of the Centers of
Occupational Health and Education (COHES). These programs are expected to improve health
outcomes for injured workers, reducing long-term disability costs to employers. The Medical
Provider Network was established in January 2013 to deliver health care to injured workers in
Washington State. Effective January 1, 2013, workers can see any provider for their first visit to
a doctor’s office or an emergency room for a job-related injury or illness but for ongoing
treatment, they must get care from a doctor in the network. The network is intended to ensure
that injured workers receive high-quality medical care. Network providers meet standards similar
to those required by other large health insurers. L&I has begun designing another feature of the
network, a top tier of providers who will be eligible for incentives for using occupational health
“best practices.”



The COHEs provide training and organizational support to medical providers to increase their
use of best practices in treating injured workers. These best practices focus on safely returning
workers to full function and full employment. Examples of best practices include talking with the
employer about return-to-work options and regularly assessing a worker's ability to do work
activities. A 2011 study by the University of Washington found that injured workers treated by
COHE-affiliated healthcare providers miss 20 percent fewer days from work than other injured
workers. COHE care also reduces disability and medical costs by $470 per claim during the first
year and up to $1,200 in the first four years. There are now six COHEs throughout Washington
State.

AWARDS AND ACKNOWLEDGEMENTS

The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to L&I for its CAFR
for the fiscal year ended June 30, 2012. This was the third consecutive year that L&I received
this prestigious award. In order to be awarded a Certificate of Achievement, a governmental unit
must publish an easy-to-read and efficiently-organized CAFR. This report must satisfy both
generally accepted accounting principles and applicable legal requirements.

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

As in the work and service we provide every day, this CAFR represents our commitment to
maintain excellence in financial reporting, and the financial statements are in conformance with
the highest standards of financial accountability. The preparation of this report could not have
been accomplished without the professionalism and dedication demonstrated by the financial and
management personnel of L&I, the Washington State Office of Financial Management, and the
Washington State Investment Board.

Sincerely,

Lo der ).

Joel Sacks Randi Warick
Director Deputy Director for

Financial Management

Vickie Kennedly
Assistant Director,
Insurance Services
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Washington State Auditor
Troy Kelley

INDEPENDENT AUDITOR’S REPORT

October 25, 2013

Joel Sacks, Director
Department of Labor and Industries
Olympia, Washington

REPORT ON FINANCIAL STATEMENTS

We have audited the accompanying financial statements of the Workers’ Compensation
Program, an enterprise fund of the state of Washington, as of and for the year ended June 30,
2013, and the related notes to the financial statements, which collectively comprise the Worker's
Compensation Program’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant
to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
did not audit the financial statements of the Labor and Industries’ Funds of the state of
Washington as managed by the Washington State Investment Board, which include the
Program’s investments and related investment income as discussed in Note 2. These
investments represent 95 percent, 100 percent and 9 percent, respectively, of the assets, net
position, and total revenues of the Program. Those financial statements were audited by other
auditors whose report thereon has been furnished to us, and our opinion, insofar as it relates to
the amounts included for the Workers’ Compensation Program of the state of Washington, is
based on the report of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

Insurance Building, P.O. Box 40021 ¢ Olympia, Washington 98504-0021 « (360) 902-0370  TDD Relay (800) 833-6388
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An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the Workers’ Compensation Program’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Workers’ Compensation Program’s internal control. Accordingly, we express no such
opinion. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Opinion

In our opinion, based on our audit and the report of the other auditors, the financial statements
referred to above present fairly, in all material respects, the financial position of the Workers’
Compensation Program, Washington, as of June 30, 2013, and the changes in financial position
and cash flows thereof for the year then ended in accordance with accounting principles
generally accepted in the United States of America.

Matters of Emphasis

As discussed in Note 1 the financial statements present only the Workers’ Compensation
Program and do not purport to, and do not, present fairly the financial position of the state of
Washington as of June 30, 2013, the changes in its financial position, or its cash flows for the
year then ended in conformity with accounting principles generally accepted in the United States
of America. Our opinion is not modified with respect to this matter.

As described in Note 2, during the year ended June 30, 2013, the Workers’ Compensation
Program has implemented the Governmental Accounting Standards Board Statement No. 63,
Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources and Net
Position and Statement No. 65, Items Previously Reported as Assets and Liabilities. Our
opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 19 through 27, schedules of claims
development information on 69 through 70, reconciliation of claims liabilities by plan on 71 and
information on postemployment benefits other than pensions on page 72 be presented to
supplement the basic financial statements. Such information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board who
considers it to be an essential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic or historical context. We and the other
auditors have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management’s responses to our inquiries, the
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basic financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express
an opinion or provide any assurance.

Supplementary and Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the Workers’ Compensation Program’s basic financial statements. The
accompanying information listed as combining financial statements and supplementary
information on pages 75 through 83 is presented for purposes of additional analysis and is not a
required part of the basic financial statements. Such information is the responsibility of
management and was derived from and relates directly to the underlying accounting and other
records used to prepare the financial statements. This information has been subjected to
auditing procedures applied in the audit of the basic financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial
statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America by us and other auditors. In our opinion,
based on our audit, the procedures performed as described above, and the report of the other
auditors, the information is fairly stated, in all material respects, in relation to the basic financial
statements taken as a whole.

The information identified in the table of contents as the introductory and statistical sections is
presented for purposes of additional analysis and is not a required part of the basic financial
statements of the Worker's Compensation Program. Such information has not been subjected
to the auditing procedures applied in the audit of the basic financial statements and,
accordingly, we do not express an opinion or provide any assurance on it.

OTHER REPORTING REQUIRED BY GOVERNMENT AUDITING STANDARDS

In accordance with Government Auditing Standards, we will also issue our report dated October
25, 2013, on our consideration of the Workers’” Compensation Programs’ internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements and other matters. The purpose of that report is to describe the
scope of our testing of internal control over financial reporting and compliance and the results of
that testing, and not to provide an opinion on internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the Worker's Compensation Program’s internal
control over financial reporting and compliance.

Sincerely,

Tory X Sl g

TROY KELLEY
STATE AUDITOR
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State of Washington Workers” Compensation Program

Management’s Discussion and Analysis

This section of the state of Washington Workers’ Compensation Program Comprehensive
Annual Financial Report presents management’s discussion and analysis of the financial
performance of the Workers’ Compensation Program for the fiscal year ended June 30, 2013.
This discussion should be read in conjunction with the accompanying basic financial statements.
The basic financial statements, notes to the basic financial statements, and this discussion are the
responsibility of the Workers’ Compensation Program management.

Financial Highlights

Condensed Financial Snapshot

(in millions)
As of and For the As of and For the
Fiscal Year Fiscal Year
Ended June 30, 2013 Ended June 30, 2012 $ Change % Change
Total Assets $ 14249 $ 14121 $ 128 0.9%
Total Liabilities 23,874 22,820 1,054 4.6%
Total Revenues Earned 2,404 3,081 677)  (22.0%)
Total Expenses Incurred 3,340 1,919 1421 74.0%
Total Net Position (Deficit) (9,625) (8,699) (926)  (10.6%)

Total assets increased 0.9 percent from the prior fiscal year, mainly due to increases in securities
lending collateral of $27.6 million, cash, cash equivalents and investments of $84.8 million, and
receivables of $12.5 million. Both assets and liabilities from securities lending activities
increased by $27.6 million as compared to last fiscal year-end. At the end of Fiscal Year 2012,
the Washington State Investment Board (WSIB) changed the custodian bank acting as agent in
securities lending transactions from JPMorgan to State Street and recalled all securities on loan.
Thus, there were no assets on loan and no collateral held related to securities lending transactions
on June 30, 2012. During Fiscal Year 2013, the WSIB began securities lending activities with the
new custodian bank and had $26.4 million cash collateral held and reinvested as of June 30,
2013. Additional information on security lending collateral is included in Note 3.B.2. The cash,
cash equivalents and investment balances grew by $84.8 million compared to the prior year-end
due to prudent management by the WSIB and a strong stock market. Receivables increased $12.5
million mainly due to an increase in employer hours reported.

Total liabilities increased 4.6 percent from the prior year, mainly due to increases in claims
payable of $1,031.2 million and securities lending collateral of $27.6 million. Claims payable
increased $33.4 million in the Accident Account, $322.2 million in the Medical Aid Account,
$240.7 million in the Pension Reserve Account, and $434.9 million in the Supplemental Pension
Account. Accident Account claims payable increased mainly due to a reduction in the savings
assumptions regarding structured settlements and because of a reduction in the non-pension
discount rate. These increases were offset by a reduction in the number of future expected total
permanent disability pensions granted for recent accident years. Medical Aid Account claims
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State of Washington Workers” Compensation Program

payable increased because of an increase in the expected number of claims receiving medical
payments at older ages. Pension Reserve Account claims payable increased mainly due to the
difference between actual pensioner mortality and expected mortality. The Supplemental Pension
Account claims payable increased because the reserve for Fiscal Year 2013 injuries was added,
the actual cost-of-living adjustment (COLA) rate of 3.4 percent was higher than the 2.1 percent
assumed in Fiscal Year 2012, and the assumed payout pattern changed, and because of the
decrease in the discount rate, and changes in estimates of the future COLA escalation
assumption.

Total revenues earned decreased $677.2 million mainly due to unrealized losses on fixed income
securities, partially offset by an increase in net premiums and assessments revenues.

Total expenses incurred increased 74.0 percent from the prior year primarily due to a $1,420.6
million increase in claims expense. Operating expenses incurred in the current year, excluding
claims expense, remained about the same as the prior year.

Overview of the Basic Financial Statements

The Workers” Compensation Program is accounted for as an enterprise fund of the state of
Washington, reporting business activities under the accrual basis of accounting, much like a
private business enterprise.

These basic financial statements report the financial condition and results of operations for seven
accounts, including the Accident, Medical Aid, Pension Reserve, Supplemental Pension, Second
Injury, Self-Insured Employer Overpayment Reimbursement, and Industrial Insurance Rainy
Day Fund Accounts, known collectively as the Workers® Compensation Program. The Accident,
Medical Aid, and Pension Reserve Accounts represent the Workers’ Compensation Program
Basic Plan.

The Rainy Day Fund was created by the Legislature during the 2011 session to hold transfers
from the Accident and Medical Aid Accounts when assets for those accounts combined are
between 10 and 30 percent in excess of their funded liabilities. Primarily, balances in this
account will be used to reduce future rate increases or aid businesses in recovering from or
during economic recessions. There is no activity to report for this account during Fiscal Year
2013.

For the fiscal year ended on June 30, 2013, the basic financial statements show financial position
and results of operations at the roll-up level. Detailed financial information for the individual
accounts can be found in the Supplementary Information on pages 75-77 of this financial report.

This discussion and analysis serves as an introduction to the Workers’ Compensation Program
basic financial statements, which consist of the following components:

The Statement of Net Position provides information about the program’s assets and
liabilities and reflects the program’s financial position as of June 30, 2013. It can be
found on page 31 of this report.
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The Statement of Revenues, Expenses, and Changes in Net Position reflects both
operating and nonoperating revenues and expenses for the fiscal year. It can be found on
page 32 of this report.

The Statement of Cash Flows reflects cash collections and cash payments to arrive at the
net increase or decrease in cash and cash equivalents during the fiscal year. It can be
found on page 33 of this report.

The Notes to the Basic Financial Statements are an integral part of the basic financial
statements and are essential to a full understanding of the Workers’ Compensation
Program’s financial position and results of operations presented in the basic financial
statements. They can be found on pages 35-66 of this report.

Financial Analysis of the Workers’ Compensation Program

Statement of Net Position

(in millions)

June 30, 2013 June 30, 2012
Assets
Current assets and noncurrent receivables $ 796 $ 731
Investments, noncurrent 13,384 13,322
Capital assets, net 69 68
Total Assets 14,249 14,121
Liabilities
Current liabilities 2,046 1,947
Noncurrent liabilities 21,828 20,873
Total Liabilities 23,874 22,820
Net Assets (Deficit)
Net investment in capital assets 58 53
Unrestricted (9,683) (8,752)
Total Net Position (Deficit) $ (9,625) $ (8,699)

Current assets - Current assets increased during Fiscal Year 2013 by $64.6 million. This change
largely resulted from increases in securities lending collateral of $27.6 million, cash and cash
equivalents of $25.0 million, and receivables of $12.5 million. Cash and cash equivalents
fluctuate depending on cash flow from operations and cash needs. Most of the receivables
increase is from the estimated premiums due for the current quarter ending June 30, 2013. The
estimated premium receivables have increased compared to June 30, 2012, as a result of an
increase in hours reported.

Noncurrent investments - Noncurrent investments increased during Fiscal Year 2013 by $62.5
million. The most significant changes in the investment balances are from increases of $150.3
million in equities and $129.4 million in short-term investments, offset by decreases in Treasury
Inflation-Protected Securities (TIPS) of $190.4 million and fixed income investments of $29.5
million.
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e Equities increased due to strong stock markets. The equity portfolio returned 18.5 percent
during Fiscal Year 2013, compared to a 3.6 percent decline during Fiscal Year 2012.

e Short-term investments fluctuate from year-to-year, depending on trading volumes, cash
needs, and market conditions.

e TIPS rallied over the last three years due to expected inflation increases; however, during
the current fiscal year, a correction occurred as expectations of high inflation were
curbed. Also, $67.8 million in TIPS were sold and transferred to other fixed income
securities in order to bring the investment allocations back in line with longer-term
targets. The proceeds from these sales were mainly invested in fixed income investments.

e Fixed income investments experienced significant decline due to the market environment.
This decline is attributable to an increase in fixed income yields over the prior fiscal year,
which caused the bond markets to decline and valuations to decrease.

Current liabilities - Current liabilities, other than claims payable, increased during Fiscal Year
2013 by $23.3 million, mainly due to the increase of $27.6 million in securities lending
collateral.

Claims payable - Total claims payable (included in current and noncurrent liabilities) was $23.6
billion at the end of Fiscal Year 2013, compared to $22.6 billion for the previous fiscal year, an
increase of $1,031.2 million or 4.6 percent. This increase is primarily due to a net increase in
benefit liabilities. Benefit liabilities increased $1,038.0 million as shown by the table below.

Schedule of Changes in Benefit Liabilities (Included in Claims Payable) *

(in millions)

June 30, 2013 June 30, 2012
Benefit liabilities, beginning of year $ 22,060 $ 22,448
New liabilities incurred, current year 1,783 1,687

Development on prior years
Discount accretion 566 666
Change in discount rate (473) (374)
Other development on prior liabilities 1,128 (430)
Claim payments (1,966) (1,937)
Change in benefit liabilities 1,038 (388)
Benefit liabilities, end of year $ 23,098 % 22,060

* Excludes loss adjustment expense liabilities.

New liabilities incurred for the current accident year, discount accretion, and claim payments are
normal activities that occur every year. Unexpected changes in benefit liabilities resulted from
the change in the discount rate and other development on prior liabilities.

Reducing the Supplemental Pension Account’s long-term inflation rate assumption to reflect
more recent lower inflation rates reduced benefit liabilities, but was partially offset when the
interest rate used to discount future non-pension account payments for prior accident years was
reduced from 2.0 to 1.5 percent. The net effect of changing the discount rate on prior years
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resulted in a $473.0 million decrease in benefit liabilities. Additional information on the discount
rate and inflation rate changes can be found in Note 1.D.4 of this report.

The $1,128 million in other development on prior liabilities resulted mainly from expectations
that there will be more claims receiving medical payments at older ages, the difference between
actual pensioner mortality and expected mortality, that the actual COLA of 3.4 percent was
higher than the 2.1 percent we assumed in 2012, a change in assumed payout pattern, and a
reduction in the savings assumptions regarding structured settlements, offset by fewer future
expected total permanent disability pensions granted for recent accident years.

Total net position (deficit) - The Workers’ Compensation Program’s deficit increased $935.5
million during Fiscal Year 2013, ending the year with a deficit balance of $9.6 billion. The total
net position deficit increase is mainly due to the claims payable increase. This deficit consists of
an $11.1 billion deficit in the Supplemental Pension Account, offset by net position balances in
the Accident, Medical Aid, and Pension Reserve Accounts of $506.8 million, $662.5 million,
and $204.9 million, respectively. The Second Injury Account and Self-Insured Overpayment
Reimbursement Account have a combined net position balance of $70.8 million. Additional
detail regarding the Supplemental Pension Account deficit can be found in Note 8 of this report.

Changes in Net Position

(in millions)
Fiscal Year Ended Fiscal Year Ended
June 30, 2013 June 30, 2012
Operating Revenues
Premiums and assessments, net $ 2124 $ 2,015
Miscellaneous revenues 47 48
Total Operating Revenues 2,171 2,063
Nonoperating Revenues
Earnings on investments 224 1,010
Other revenues 9 8
Total Revenues 2,404 3,081
Operating EXxpenses
Salaries and wages 140 136
Employee benefits 54 54
Personal services 9 8
Goods and services 79 69
Travel 4 4
Claims 3,015 1,594
Depreciation 9 7
Miscellaneous expenses 29 46
Total Operating Expenses 3,339 1,918
Nonoperating Expenses
Interest expense 1 1
Total BExpenses 3,340 1,919
Income (Loss) before Transfers (936) 1,162
Net Transfers - -
Change in Net Position (Deficit) (936) 1,162
Net Position (Deficit) - Beginning of Year, as restated (8,689) (9,861)
Net Position (Deficit) - End of Year $ (9,625) $ (8,699)
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Premiums and assessments, net - Net premium and assessment revenues during Fiscal Year
2013 were $2.1 billion compared to $2.0 billion for Fiscal Year 2012, an increase of $108.6
million, as a result of an increase in the number of hours reported by employers. In Fiscal Year
2012, employers reported 3,183 million hours worked; this figure increased to 3,270 million
hours for Fiscal Year 2013.

Earnings on investments - The earnings on investments decreased $785.8 million from the prior
fiscal year, mainly from decreases in fixed income and TIPS net realized and unrealized losses
totaling $1,119.5 million, offset by increases in net realized and unrealized gains on equities of
$352.9 million as described in the paragraphs below. Also contributing to the decline was a
$19.2 million decline in dividends and interest earnings.

The fair market value of fixed income securities moves in the opposite direction to
changes in interest rates. Rising interest rates result in decreasing bond market prices,
while falling rates cause bond prices to increase. During Fiscal Year 2012, interest rates
declined, resulting in bond unrealized gains of $386.3 million, while in Fiscal Year 2013,
interest rates increased, resulting in bond unrealized losses of $432.6 million. The total
difference between Fiscal Year 2012 and 2013 is an $818.9 million decrease.

In the last several years, as markets recovered from the financial crisis, investors
purchased TIPS, fearing that stimulus programs would ignite inflation. All the buying
pushed up TIPS prices, resulting in $176.5 million in unrealized gains for Fiscal Year
2012. During Fiscal Year 2013, a correction occurred as investors sold TIPS because of
lower inflation expectations, resulting in Fiscal Year 2013 unrealized losses of $168.0
million. The total difference between the two years is a $344.5 million decrease.

Fiscal Year 2013 equity net realized and unrealized gains equaled $285.8 million as
opposed to Fiscal Year 2012 equity net realized and unrealized losses of $67.1 million.
The total difference between the two years was a $352.9 million increase. Strong equity
market performance was driven primarily by global macro considerations and
unconventional monetary policies, which caused interest rates to remain at low levels
through the third quarter of Fiscal Year 2013. Interest rates increased during the fourth
quarter of Fiscal Year 2013 but still remain below historical averages. In such an
environment, riskier assets, like equities, have shown strength.
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The following chart provides additional detail on the distribution of revenues by source during
Fiscal Year 2013.

Fiscal Year 2013 Revenues by Source

Operating Grants
and Miscellaneous
Revenues

2.4%

Investment Earnings
9.3%

Premiums
88.3%

Claims expenses - Claims expenses for Fiscal Year 2013 increased $1,420.6 million, or 89.1
percent, in Fiscal Year 2013 as compared to Fiscal Year 2012. Claims expenses include two
main components: payments to beneficiaries and the change in claims payable. Claim payments
to beneficiaries increased $40.5 million, or 2.1 percent, when compared to the prior year. Claim
payments to beneficiaries in the Medical Aid, Pension Reserve, and Supplemental Pension
Accounts increased by $19.0 million, $15.2 million, and $17.9 million respectively, but were
partially offset by decreases of $10.9 million in the Accident Account and $0.7 million in the
Second Injury Account. The net increase of $40.5 million is explained by the following:

e The Accident Account’s decrease in claim payments to beneficiaries resulted from lower
time-loss payments because of fewer active time-loss claims being paid, fewer claims
receiving permanent partial disability awards, and a continued decline in the size of the
average permanent partial disability claim.

e The Medical Aid Account’s increase in claim payments to beneficiaries is due to more
medical payments to health care providers and more Stay at Work benefit payments.
Health care benefits paid increased, because more claimants received benefits, but this
increase was offset by slightly lower average payments. The Stay at Work claim
payments to employers increased due to more claimants receiving benefits.

e The Pension Account’s claim payments to beneficiaries increased mainly because of

higher numbers of pensioners receiving benefits, together with higher average monthly
benefits.
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e The Supplemental Pension Account’s increase in claim payments to beneficiaries is
mainly because of a 3.41 percent COLA increase.

The other main component of claim expenses is the change in claims payable. In Fiscal Year
2012, the change in claims payable decreased $347.0 million, mainly due to the cost of living
adjustment (COLA) savings from the rate freeze. In Fiscal Year 2013, the change in claims
payable increased $1,031.2 million as discussed above. The total change between Fiscal Years
2012 and 2013 equals $1,378.2 million.

Operating expenses - Operating expenses for Fiscal Year 2013, other than claims expenses,
were $323.8 million as compared to $324.4 million in Fiscal Year 2012, a $0.6 million decrease.
Fiscal Year 2012 operating expenses were slightly higher due to initial start-up costs from
implementing Workers” Compensation reforms passed during the 2011 Legislative Session.

The following chart provides additional detail on the distribution of operating expenses by type
during Fiscal Year 2013.

Fiscal Year 2013 Operating Expenses by Type

Miscellaneous  Salaries and Wages Employee Benefits
—  09% _ / 4.2% 1.6%
Personal Services
0.3%
Goods and Services
2.4%

Depreciation
0.2%

Travel
0.1%

Claims __ ——
90.3%

Capital Asset and Debt Administration

Capital assets - Capital assets, net of accumulated depreciation, as of June 30, 2013, was $69.2
million. This reflects a net increase of $1.6 million from the previous year. This net increase is
made up of $8.7 million increase in internally developed software primarily related to reform
programs, and a $1.3 million increase in other capital asset additions, offset by an $8.4 million in
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current year depreciation expense. Additional information on capital assets can be found in Note
1.D.6 and Note 6 of this report.

Bonds payable - Bond proceeds provided funding for the acquisition and construction of the
building and grounds for the Department of Labor & Industries’ headquarters in Tumwater. As
of June 30, 2013, the Workers’ Compensation Program had $11.5 million in outstanding bonds
payable. Scheduled principal payments in the amount of $3.4 million were paid during Fiscal
Year 2013. Additional information on the bonds can be found in Note 7.A and Note 7.C of this
report.

Potentially Significant Matters with Future Impacts

Expected slow economic growth will continue to have an impact on investment balances, as well
as realized and unrealized earnings.

The Department of Labor and Industries (L&I) has a clear mission: Keep Washington Safe and
Working. L&l began discussions with employers, workers and medical providers to set new
goals to improve outcomes for injured workers while reducing overall costs. Our focus in 2014
will be to reduce costs by an additional $35-70 million. To do that, we aim to:

e Help injured workers return to work as soon as they are medically able.

e Improve L&I’s workers’ compensation claims processes.

e Improve workplace safety.

e Improve medical care and reduce long-term disability.
e Make it easier to do business with L&lI.

Requests for Information

This report is designed to provide a general overview of the Workers” Compensation Program
and illustrate the program’s financial condition to interested parties. If you have questions about
this report or need additional financial information, please contact the Chief Accounting Officer
at the Department of Labor & Industries, P.O. Box 44833, Olympia, Washington 98504-4833.

In accordance with the Revised Code of Washington (RCW) 51.44.115, L&I also publishes a
Statutory Financial Information Report for the Industrial Insurance Fund (State Fund) annually.
This report is prepared in compliance with statutory accounting practices and principles.

The Workers’ Compensation Program Comprehensive Annual Financial Report and Statutory
Financial Information Report for the Industrial Insurance Fund are also available at L&I’s
website at http://www.Ini.wa.gov/Claimsins/Insurance/L earn/StateFund/Default.asp.
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Statement of Net Position
June 30, 2013

ASSETS
Current Assets
Cash and cash equivalents
DOE trust cash and investments
Collateral held under securities lending agreements
Receivables, net of allowance
DOE trust receivable
Receivables from other state accounts and agencies
Receivables from other governments
Inventories
Prepaid expenses
Total Current Assets

Noncurrent Assets
DOE trust cash and investments, noncurrent
Investments, noncurrent
Capital assets, net of accumulated depreciation
Total Noncurrent Assets
Total Assets

LIABILITIES AND NET POSITION (DEFICIT)
LIABILITIES
Current Liabilities
Accounts payable
Deposits payable
Accrued liabilities
Obligations under securities lending agreements
Bonds payable, current
Payables to other state accounts and agencies
Due to other governments
Unearned revenues
DOE trust liabilities
Claims payable, current
Total Current Liabilities
Noncurrent Liabilities
Claims payable, net of current portion
Bonds payable, net of current portion
Other long-term liabilities
DOE trust long-term liabilities
Other post-employment benefits
Total Noncurrent Liabilities
Total Liabilities
NET POSITION (DEFICIT)
Net investment in capital assets

Unrestricted
Total Net Postion (Deficit)

The notes to the basic financial statements are an integral part of this statement.

31

64,403,413
736,433
27,591,643
699,095,704
2,868,602
20,292
1,097,584
184,652
3,200

796,001,523

2,780,994
13,381,565,528
69,162,317

13,453,508,839

14,249,510,362

6,260,267
6,706,059
141,840,295
27,591,643
3,605,000
7,247,586
4,896
181,300
736,433
1,851,660,000

2,045,833,479

21,775,900,000
7,870,000
13,185,784
5,649,596
25,763,000

21,828,368,380

23,874,201,859

57,687,317
(9,682,378,814)

(9,624,691,497)
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Statement of Revenues, Expenses, and Changes in Net Position
For the Fiscal Year Ended June 30, 2013

OPERATING REVENUES

Premiums and assessments, net of refunds $ 2,123,483,356
Miscellaneous revenue 47,353,637
Total Operating Revenues 2,170,836,993

OPERATING EXPENSES

Salaries and wages 140,202,640
Employee benefits 54,367,454
Personal services 8,894,789
Goods and services 79,315,517
Travel 4,068,364
Claims 3,014,795,601
Depreciation 8,427,620
Miscellaneous expenses 28,486,281
Total Operating Expenses 3,338,558,266
Operating Income (Loss) (1,167,721,273)

NONOPERATING REVENUES (EXPENSES)

Earnings on investments 223,874,987
Other revenues 8,998,108
Interest expense (655,808)
Total Nonoperating Revenues (Expenses) 232,217,287
Income (Loss) Before Transfers (935,503,986)
Transfers in 371,670,400
Transfers out (371,670,400)
Net Transfers -
Increase (Decrease) in Net Position (935,503,986)
Net Position (Deficit) - July 1, as restated (8,689,187,511)
Net Position (Deficit) - June 30 $ (9,624,691,497)

The notes to the basic financial statements are an integral part of this statement.
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Statement of Cash Flows

For the Fiscal Year Ended June 30, 2013

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers
Payments to/for beneficiaries
Payments to employees
Payments to suppliers
Other
Net Cash Flows from Operating Activities

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Transfers in
Transfers out
Operating grants received
License fees collected
Net Cash Flows from Noncapital Financing Activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES

Interest paid
Principal payments on bonds payable
Acquisitions of capital assets
Net Cash Flows from Capital and Related Financing Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sale of trust investments
Receipt of interest and dividends
Investment expenses
Proceeds from sale of investment securities
Purchases of investment securities

Net Cash Flows from Investing Activities

Net increase in cash and cash equivalents
Cash & cash equivalents, July 1 (includes trust cash of $89,476), as restated
Cash & cash equivalents, June 30 (includes trust cash of $510,031)

CASH FLOWS FROM OPERATING ACTIVITIES
Operating income

Adjustments to Reconcile Operating Income

to Net Cash Flows from Operating Activities

Depreciation

Change in Assets: Decrease (Increase)
Receivables
Inventories
Prepaid expenses

Change in Liabilities: Increase (Decrease)
Claims and judgments payable
Accrued liabilities

Net Cash Flows from Operating Activities

NONCASH INVESTING, CAPITAL AND FINANCING ACTIVITIES
Increase (Decrease) in fair value of investments

The notes to the basic financial statements are an integral part of this statement.
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2,085,701,318
(1,985,113,000)
(186,817,950)
(92,333,982)
43,751,651

(134,811,963)

417,136,232

(417,136,232)
9,018,662
91,009

9,109,671

(717,480)
(3,400,000)
(10,071,361)

(14,188,841)

420,554
467,112,002
(4,082,740)
5,320,352,890
(5,618,444,486)

165,358,220

25,467,087
39,446,357

64,913,444

(1,167,721,273)

8,427,620

(16,463 435)
35012
(3,200)

1,031,210,000
9,703,313

(134,811,963)

328,087,133
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Note 1 - Summary of Significant Accounting Policies

The accompanying basic financial statements of the Workers’ Compensation Program of the
state of Washington were prepared in conformity with generally accepted accounting principles
(GAAP). The Washington State Office of Financial Management (OFM) is the primary authority
for the Workers’ Compensation Program accounting and reporting requirements. OFM has
adopted the pronouncements of the Governmental Accounting Standards Board (GASB), which
is the accepted standard-setting body for establishing governmental accounting and financial
reporting principles nationally. Following is a summary of the significant accounting policies:

1.A. Reporting Entity

The Department of Labor & Industries, an agency of Washington State and a part of the primary
government, administers and enforces laws and regulations in accordance with Titles 43 and 51
of the Revised Code of Washington (RCW) and Title 296 of the Washington Administrative
Code (WAC). The provisions of Title 51 RCW require all employers, unless exempted, to secure
coverage for job-related injuries and illnesses either by paying insurance premiums to the
Workers’ Compensation Program or by self-insuring. Direct private insurance is not authorized,
although self-insurers are permitted to reinsure up to 80 percent of their obligations.

The Workers” Compensation Fund is classified as an enterprise fund of the state of Washington.
The accompanying basic financial statements present only the activity of the Workers’
Compensation Program and do not present the financial position, results of operations, or cash
flows of the Washington State Department of Labor & Industries or the state of Washington. The
Department of Labor & Industries’ financial report is included in the basic financial statements
of the Comprehensive Annual Financial Report of the state of Washington. A copy of the report
may be obtained from the Washington State Office of Financial Management, Accounting
Division, P.O. Box 43113, Olympia, WA 98504-3113. A copy can also be obtained from the
OFM website at http://ofm.wa.gov/cafr.

1.B. Basic Financial Statements

The Workers” Compensation Fund consists of the following seven enterprise accounts:

The Accident Account pays compensation directly to injured workers for lost wages during
temporary disability and permanent partial disability awards. It also pays costs for vocational
retraining and for structured settlements. The Structured Settlement Program was created by
House Bill 2123 during the 2011 Legislative session and is a voluntary program in which those
who are eligible can negotiate an agreement for the non-medical portion of a claim and receive
settlement payment(s). The Accident Account also pays to the Pension Reserve Account the
present value of pensions awarded to survivors of fatally injured workers and to workers who are
permanently and totally disabled.

Revenues for this account are from employer-paid premiums based on individual employers’
reported payroll hours and are reported net of refunds. Employers may elect to have their
premiums retrospectively rated with an annual adjustment for up to three years following the
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plan year based on individual employers’ actual losses incurred. This may result in either a
rebate of premiums paid or an assessment of additional premiums due. The premium adjustment
calculation considers both the Accident and Medical Aid Accounts’ experience and premiums
together; however, retrospective premium adjustments are financed entirely through the Accident
Account.

On behalf of injured workers, the Medical Aid Account pays for the cost of medical services,
vocational rehabilitation services, and Stay at Work reimbursements. The Stay at Work Program
was created by House Bill 2123 during the 2011 Legislative session and is a financial incentive
program that encourages employers to bring employees recovering from on-the-job injuries back
to light-duty or transitional work. Revenues for this account come mostly from equal
contributions from employers and employees; employers are required to withhold half of their
medical aid premium from their employees’ wages.

The Pension Reserve Account pays benefits to all permanently disabled pensioners, including
disabled employees of self-insured employers, their dependents, and surviving dependents of
fatalities. Funding for pension payments is generated by transfers from the Accident and Second
Injury Accounts and reimbursements from self-insured employers. The funds are invested in
securities to cover payments for the expected life of the injured worker or survivor.

The three accounts described above are referred to as the Industrial Insurance Fund, the
Workers’ Compensation Program Basic Plan, or the State Fund. The Accident, Medical Aid, and
Pension Reserve Accounts are maintained on an actuarially solvent basis; however, a cash flow
basis is used for the surety bond components of the Pension Reserve Account. Self-insured
employers have the option to guarantee pension-related benefits with a surety bond or to fund the
benefits with cash.

The Supplemental Pension Account provides for supplemental cost-of-living adjustments
(COLAs) to injured workers and their dependents receiving disability payments. Per
RCW 51.32.073, this account operates on a current payment basis, and no assets are allowed to
accumulate for the future servicing of claim payments.

COLA and time-loss payment increases are based on the increase in the state’s average wage
during the preceding calendar year and are made effective in July of the following year.
Revenues for COLA payments arise from assessments to State-Fund-insured and self-insured
employers; half of the assessment is deducted from employees’ wages.

The Second Injury Account is used to pay pension costs on claims where a permanent total
disability is at least partially caused by a prior injury and to fund job modifications for some
temporarily disabled workers. It is funded by self-insured assessments for self-insured pension
claims, transfers from the Accident Account to the Pension Reserve Account for State-Fund-
insured pensions, and transfers from the Medical Aid Account to pay for job modification and
other claims. An allowance for future second injury benefit payments is contained within the
Accident and Medical Aid Accounts’ claims liabilities for State-Fund-insured claims; therefore,
this account does not carry any claims liabilities.
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The Self-Insured Employer Overpayment Reimbursement Account reimburses self-insured
employers for benefits overpaid during the pendency of board or court appeals in which the self-
insured employer prevails and has not recovered. The revenue for this account comes from self-
insured employer overpayment assessments. Self-insured employers have not submitted any
claims that qualify for overpayment reimbursement. Therefore, no overpayment assessment has
been assessed since January 1, 2011.

The Industrial Insurance Rainy Day Fund Account receives transfers of funds from the Accident
and Medical Aid Accounts; however, it did not have any activity during Fiscal Year 2013 or
balance on June 30, 2013.

The Department of Labor & Industries presents the following basic financial statements:
Statement of Net Position; Statement of Revenues, Expenses, and Changes in Net Position; and
the Statement of Cash Flows.

Statement of Net Position — This statement presents assets, liabilities, deferred inflows and
deferred outflows of resources for the Workers’ Compensation Program in order of liquidity. Net
position is classified into three categories:

e Net investments in capital assets — Consists of capital assets, net of accumulated
depreciation, reduced by the outstanding balances of bonds, mortgages, notes, or other
borrowings that are attributable to the acquisition, construction, or improvement of those
assets.

e Restricted — Consists of restricted assets reduced by liabilities and deferred inflows of
resources related to those assets.

e Unrestricted — Consists of the net amount of assets, deferred outflows of resources,
liabilities, and deferred inflows of resources that are not included in the determination of
net investment in capital assets or the restricted component of net position.

Statement of Revenues, Expenses, and Changes in Net Position — This statement presents the
activity and changes in net position of the Workers’ Compensation Program. Activity is
distinguished between operating and non-operating revenues and expenses.

Operating revenues for the Workers” Compensation Program consist mainly of premiums and
assessments collected, net of refunds. Operating expenses consist of claims paid to covered
individuals, claims adjustment expenses, and administrative expenses. All revenues and expenses
not meeting this definition are reported as non-operating, including interest expense and
investment gains and losses.

Statement of Cash Flows — This statement reports cash collections and payments for the

Workers’ Compensation Program to arrive at the net increase or decrease in cash and cash
equivalents during the fiscal year.
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The preparation of the basic financial statements in conformity with GAAP requires management
to make estimates and assumptions that affect the amounts reported in the basic financial
statements and accompanying notes. Actual results may differ from those estimates.

1.C. Measurement Focus and Basis of Accounting

Measurement focus describes the types of transactions and events reported in an account’s
operating statement. The Workers’ Compensation Program’s seven accounts are accounted for
using the economic resources measurement focus, much like that of a private-sector business.
With this measurement focus, all assets and liabilities associated with the operations of the
accounts are included in the Statement of Net Position. Operating statements present increases
(i.e., revenues) and decreases (i.e., expenses) in total net position with a focus on transactions
and events that have increased or decreased the accounts’ total economic resources during the
period.

The basis of accounting determines the timing of the recognition of transactions and events. All
accounts of the Workers” Compensation Program are reported on using the accrual basis of
accounting. Under the accrual basis of accounting, revenues are recognized when earned and
expenses are recognized when incurred.

1.D. Assets, Liabilities, and Net Position
1.D.1. Cash and Cash Equivalents

Cash and cash equivalents are reported on the accompanying Statement of Net Position and
Statement of Cash Flows. Cash includes cash in banks, cash on deposit with the Office of the
State Treasurer, and cash on hand. Cash equivalents are pooled investments and include short-
term, highly-liquid investments that are both readily convertible to cash and mature within three
months of the date acquired.

Under RCW 43.08.015, the Office of the State Treasurer has the statutory responsibility to
ensure the effective cash management of the state’s public funds. RCW 43.84.080 authorizes the
Treasurer to invest available cash and includes a list of eligible investments. The Office of the
State Treasurer invests Workers’ Compensation Program cash surpluses where funds can be
disbursed at any time without prior notice or penalty. As a result, the cash balances of accounts
with surplus pooled balances are not reduced for these investments.

1.D.2. DOE Trust Cash and Investments

The U.S. Department of Energy has contracted with the Workers” Compensation Program to pay
benefits to Hanford nuclear production complex workers injured on the job. Funds provided in
advance by the U.S. Department of Energy to cover the pension liability determined by the
Workers” Compensation Program are restricted assets and recorded as “DOE trust cash and
investments.” The remaining pension liability not covered by DOE trust cash and investments is
recorded as DOE trust receivable.
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As of June 30, 2013, Trust Cash and Trust Investments of $736,433, representing the estimated
current liability to L&I for the reimbursement of pension payments to Hanford injured workers,
are classified as current assets on the Statement of Net Position. The remaining balance of Trust
Investments amounted to $2,780,994 and is classified under noncurrent assets. Trust Investments
were invested in one-year U.S. Treasury Notes.

1.D.3. Investments

Noncurrent investments are reported at fair value. Fair values are based on published market
prices, quotations from national security exchanges, and security pricing services.

1.D.4. Receivables and Payables

Current receivables arose in the ordinary course of business and consist of amounts due for
workers’ compensation premiums, amounts due for overpayment of benefits to injured workers
and providers, investment interest receivable, and other miscellaneous receivables. Receivables
are recorded when they can be reasonably estimated and have been earned (i.e., overpayment has
occurred, service has been performed, or the time period has passed). Receivables due for
workers’ compensation premiums for the quarter ended June 30, 2013, are estimated. All
receivables are reported net of an allowance for accounts estimated to be uncollectible. Current
accounts receivable are generally expected to be collected within one year following the end of
the fiscal year.

The Workers® Compensation Program uses the allowance method for establishing an allowance
for uncollectible receivables. Management regularly reviews receivables and adjusts the
allowance based on weighted average percentages calculated from a historical analysis of past
collection activity. The allowance percentages are determined based on age category and
collection activity for each receivable. Interest accrues on overdue accounts receivable at the rate
of 1 percent per month. When an account is deemed uncollectible, it is written off against the
allowance; however, such accounts are not forgiven until allowed by law. The Workers’
Compensation Program does not require collateral for its accounts receivable except for self-
insurance pension receivables.

The Workers’ Compensation Program establishes claims liabilities (unpaid loss and loss
adjustment expense liabilities) based on estimates of the ultimate cost of claims (including future
claims adjustment expenses) that have been reported but not resolved and claims that have been
incurred but not reported. The length of time for which such costs must be estimated varies
depending on the type of benefit involved. Because actual claim costs depend on complex
factors, such as inflation, changes in doctrines of legal liabilities, claim adjudication, and
judgments, the actual ultimate claim costs may differ from the estimates. In accordance with
GASB Statement No.10, the claims liabilities are reported net of recoveries.

Claims payable are recomputed quarterly using a variety of actuarial and statistical techniques.
These techniques are used to produce current estimates that reflect recent settlements, claim
frequency, expected inflation, and other economic, legal, and social factors. Adjustments to
claims payable are charged or credited to claims expense in the periods in which they are made.
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In the Accident Account, the incurred but not-yet-awarded pensions are discounted at a rate of
6.5 percent to the anticipated time of award, and 1.5 percent from the anticipated time of award
to the present. All other Accident, Medical Aid and Supplemental Pension Account benefit and
claim administration liabilities are discounted at 1.5 percent. The benefit liabilities in the Pension
Reserve Account are discounted at 6.5 percent.

Discount Rate Change: The Workers’ Compensation Program’s non-pension discount rate is set
two percentage points less than the five-year average of the twenty-year U.S. Treasury yield
rounded to the nearest half percent. Since interest rates have decreased and have remained low,
the non-pension discount rate dropped from 2.0% to 1.5% during Fiscal Year 2013. As a result
of this non-pension discount rate change, claims benefit and claims administration expense
liabilities increased.

However, in the reserving process, the actuaries also set the long-term inflation rate assumption
equal to the discount rate, and this long-term inflation rate is the basis for their time-loss,
pension, and medical inflation assumptions. This decrease in the long-term inflation rate lowered
the long-term COLA and payout projections, which has the opposite effect of the change in
discount rate and, in turn, reduces the time-loss, medical, and, more significantly, supplemental
pension benefit claims payable.

The net effect of reducing both the non-pension discount rate and the long-term inflation
assumption from 2.0% to 1.5% is a decrease of $502.4 million in claims payable as shown in the
table below, and an increase of the same amount in net position.

Effects of Non-Pension Discount Rate Change on Benefit and Claims Administration Expense Liabilities
June 30, 2013
(dollars in thousands)

Long-Term Long-Term
Inflation Rate ~ Effect of Effect of Inflation

& Non- Reducing Reducing Rate & Non- Net Effect of Changing

Pension  Non-Pension Long-Term  Pension  Long Term Inflation Rate

Discount Discount Inflation Discount and Non-Pension

Rate @ Rate to Rate to Rate @ Discount Rate

2.0% 1.5% 1.5% 1.5% Dollars Percent

Accident Account $ 4407027 $ 76,216 $ - $ 4483243 $ 76,216 1.7%
Medical Aid Account 4,105,731 297,671 (290,495) 4,112,908 7,177 0.2%
Subtotal: Basic Plan 8,512,758 373,887 (290,495) 8,596,151 83,393 1.0%
Supplemental Pension Account 11,878,136 865,060 (1,450,873) 11,292,323 (585,813) -5.2%
Total $ 20,390,894 $ 1238948 $(1,741,367) $ 19888474 $ (502,420) -2.5%

Not rounded

The actuaries estimate accrued retrospective premium annual adjustments for unadjusted
enrollment periods by reviewing historical participation and return patterns. The historical
averages are used to arrive at an estimate of net retrospective return premiums for unadjusted
periods. Cumulative return premiums for periods from first annual adjustment through third
annual adjustment are system-generated, and the accruals are the difference between the

41



State of Washington Workers” Compensation Program

cumulative returns and the amount already returned. The third annual retrospective adjustment is
final. Retrospective return premiums due to employers are netted with additional premiums due
from employers and recorded as a liability in the Accident Account.

1.D.5. Inventories and Prepaid Expenses

Consumable inventories consisting of expendable materials and supplies held for consumption
are valued and reported in the Statement of Net Position at weighted average cost if the fiscal
year-end balance on hand is estimated to be $25,000 or more. The Workers’ Compensation
Program expenses consumable inventories when used.

Prepaid items are certain types of services that will benefit future accounting periods and are
accounted for using the consumption method. The portion of services used during a period is
recorded as an expense. The remaining balance is reported as an asset until consumed. As of
June 30, 2013, prepaid expenses amounted to $3,200.

1.D.6. Capital Assets

In accordance with OFM policy, it is the Workers” Compensation Program’s policy to capitalize:

e All land.

e Buildings, building improvements, and leasehold improvements with a cost of $100,000
or greater.

e Infrastructure with a cost of $100,000 or greater.

e Intangible assets, either purchased or internally developed, with a cost of $1,000,000 or
greater and that are “identifiable” by meeting either of the following conditions:

0 The asset is capable of being separated or divided and sold, transferred, licensed,
rented, or exchanged; or

0 The asset arises from contractual or other legal rights, regardless of whether those
rights are transferable or separable.

e All capital assets acquired with a Certificate of Participation.

e All other capital assets with a unit cost (including ancillary costs) of $5,000 or greater,
unless otherwise noted.

Capital assets are recorded at cost. Capital asset costs include the purchase price plus those costs
necessary to place the asset in its intended location and condition for use. Normal maintenance
and repair costs that do not materially add to the value or extend the life of capital assets are not
capitalized.
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The value of assets constructed for use in the Workers’ Compensation Program includes all
direct construction costs and indirect costs such as agency project management costs that are
related to the construction. Net interest cost incurred during the period of construction, if
material, is capitalized.

Depreciation is calculated using the straight-line method over the estimated useful lives of the
assets. The cost and related accumulated depreciation of capital assets that have been disposed of
are removed from the accounting records.

Generally, estimated useful lives are as follows:

e Buildings and building components 5-50 years
e Furnishings, equipment, and collections 3-50 years
e Other improvements 3-50 years
e Infrastructure 20-50 years
e Intangible assets with definite useful lives 3-50 years

1.D.7. Compensated Absences

Workers’ Compensation Program employees accrue vested annual leave at a variable rate based
on years of service. In general, accrued annual leave cannot exceed 240 hours at the employee’s
anniversary date.

Employees accrue sick leave at the rate of one day per month without limitation on the amount
that can be accumulated. Sick leave is not vested; i.e., the Workers” Compensation Program does
not pay employees for unused sick leave upon termination except upon employee death or
retirement. At death or retirement, the Workers” Compensation Program is liable for 25 percent
of the employee’s accumulated sick leave. In addition, the Workers® Compensation Program has
a sick leave buyout option in which each January, employees who accumulate sick leave in
excess of 480 hours may redeem sick leave earned but not taken during the previous year at the
rate of one day’s pay in exchange for each four days of sick leave.

The Workers’ Compensation Program recognizes the expense and accrues a liability for annual
leave and estimated sick leave buyout, including related payroll taxes and applicable benefits, as
the leave is earned. It is the Workers’ Compensation Program’s policy to liquidate unpaid
compensated absences outstanding at June 30 with future resources rather than advance funding
it with currently available expendable financial resources.
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1.E. Other Information
1.E.1. Risk Management

The state of Washington operates a self-insurance liability program pursuant to RCW 4.92.130.
The state’s policy is generally not to purchase commercial insurance for the risk of losses to
which it is exposed. Instead, the state’s management believes it is more economical to manage its
risks internally and set aside assets for claims settlement in the Risk Management Fund, an
internal service fund. A limited amount of commercial insurance is purchased for certain
liabilities and to limit the exposure to catastrophic losses. Settled claims resulting from these
risks have not exceeded commercial insurance coverage in any of the past ten years. Otherwise,
the self-insurance liability program services all claims against the State for injuries and property
damage to third parties.

The Workers” Compensation Program participates in the state’s self-insurance liability program,
in proportion to its anticipated exposure to liability losses, to manage its various risks of loss
related to torts; theft of, damage to, and destruction of assets; errors and omissions; and natural
disasters.

1.E.2. Interfund/Interagency Activities

The Workers” Compensation Program engages in reciprocal and non-reciprocal
interfund/interagency activities that may include an element of indirect cost. Reciprocal
interfund/interagency activity is the internal counterpart to exchange and exchange-like
transactions. Non-reciprocal activity is non-exchange in nature and includes both transfers and
reimbursements.

Note 2 - Reporting and Accounting Changes

Reporting Changes

The Governmental Accounting Standards Board (GASB) has issued new standards effective for
financial reporting periods beginning after December 15, 2011. The following standards are
applicable to the Workers® Compensation Program:

GASB Statement No. 62 Codification of Accounting and Financial Reporting Guidance
Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements incorporated into the
GASB’s authoritative literature certain FASB and AICPA pronouncements which do not conflict
with or contradict GASB pronouncements. Paragraph 31 of this statement provides that restricted
cash and investments normally are not properly classified as current assets because they cannot
be used for current operations. However, restricted amounts held to be used for the payment of
current liabilities within the year are, by virtue of that fact, properly classified as current assets.

The Workers’ Compensation Program followed the guidance under this statement to classify
restricted Trust Cash and Investment amounts that are held to be used to pay current liabilities at
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June 30, 2013, as current assets in the Statement of Net Position. The remaining restricted
amounts are reported under noncurrent assets. Implementing GASB Statement No. 62 has no
impact on total net position.

GASB Statement No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred
Inflows of Resources, and Net Position provides guidance for reporting deferred outflows of
resources, deferred inflows of resources, and net position in a statement of financial position and
related disclosures. Concepts Statement 4 identifies net position as the residual of all other
elements presented in a statement of financial position. GASB Statement No. 63 amends the net
asset reporting requirements in Statement No. 34, Basic Financial Statements—and
Management’s Discussion and Analysis—for State and Local Governments, and other
pronouncements by incorporating deferred outflows of resources and deferred inflows of
resources into the definitions of the required components of the residual measure and by
renaming that measure as net position, rather than net assets.

The Workers” Compensation Program complied with the guidance under this statement and
renamed the Statement of Net Assets and the Statement of Revenues, Expenses, and Changes in
Net Assets as the Statement of Net Position and the Statement of Revenues, Expenses, and
Changes in Net Position, respectively, for the fiscal year ended June 30, 2013. The “invested in
capital assets, net of related debt” component of net position is also renamed as “net investment
in capital assets.” The program does not currently have any deferred outflows of resources and
deferred inflows of resources, and therefore, separate sections on the Statement of Net Position
are not added to report these elements. Implementing GASB Statement No. 63 has no impact on
total net position.

GASB Statement No. 65, Items Previously Reported as Assets and Liabilities reclassifies certain
items that were previously reported as assets and liabilities and recognizes these items as
outflows of resources or inflows of resources. The statement also provides guidance related to
the impact of the financial statement elements, such as changes in the determination of the major
fund calculations and limiting the use of the term deferred in financial statement presentations.
As the Workers” Compensation Program does not have any deferred outflows of resources and
deferred inflows of resources, this statement has no impact on total net position.

Accounting Changes

GASB Statement No. 9 Reporting Cash Flows of Proprietary and Nonexpendable Trust Funds
and Governmental Entities That Use Proprietary Fund Accounting requires that a statement of
cash flows explains the change in cash and cash equivalents during the period regardless of
whether there are restrictions on their use. In compliance with this provision, the Workers’
Compensation Program has included Trust Cash as cash and cash equivalents on the Statement
of Cash Flows for Fiscal Year 2013. The previously reported ending balance of $39,356,881 in
cash and cash equivalents at June 30, 2012, was restated as $39,446,357 at July 1, 2012, on the
Statement of Cash Flows by including $89,476 of Trust Cash.

In addition, changes of classification among items presented within the section of net cash flows
from operating activities on the Statement of Cash Flows were made to be in line with the
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presentation in the Statement of Net Position and the Statement of Revenues, Expenses, and
Changes in Net Position.

Prior Period Adjustment

OFM records the Net OPEB Obligation (NOO) for the Workers’ Compensation Program. Prior
to Fiscal Year 2013, OFM estimated the Workers” Compensation Program’s portion of the
state’s NOO based on the current year’s employee benefit expense. In Fiscal Year 2013, OFM
adopted the specific NOO for the Workers’ Compensation Program calculated by the
Washington State Office of State Actuaries (OSA) to record the Workers’ Compensation
Program’s NOO. A prior period adjustment of $9,769,132 was made to bring the Workers’
Compensation Program’s NOO in agreement with the amount calculated by OSA. See Note 10 —
Other Postemployment Benefits for more details.

Net Position (Deficit) at July 1, 2012, has been restated as follows:

Other Postemployment Benefits

Net Position (Deficit) at June 30, 2012, as previously reported $ (8,698,956,643)
Prior Period Adjustment - Net OPEB Obligation 9,769,132
Net Position (Deficit) - July 1, 2012, as restated $ (8,689,187,511)

Note 3 - Deposits and Investments

3.A. Deposits

Custodial credit risk for deposits is the risk that, in the event of a depository financial
institution’s failure, the Workers’ Compensation Program would not be able to recover its
deposits. See Note 1.D.1 for more information on cash and cash equivalents.

The Workers’ Compensation Program minimizes custodial credit risk by restrictions set forth in
state law. Statutes require state agencies to deposit funds in financial institutions that are
physically located in Washington unless otherwise expressly permitted by statute and authorized
by the Washington Public Deposit Protection Commission (PDPC). The PDPC, established
under Chapter 39.58 RCW, makes and enforces regulations and administers a collateral pool
program to ensure that public funds are protected if a financial institution becomes insolvent.
Securities pledged are held by a trustee agent for the benefit of the collateral pool.

The state of Washington’s Office of the State Treasurer (OST) manages the deposits for the
Workers” Compensation Program. At June 30, 2013, $64.9 million of the Workers’
Compensation Program’s deposits with financial institutions were either insured or
collateralized, with the remaining $3.0 million uninsured/uncollateralized. The Federal Deposit
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Insurance Corporation (FDIC) covers the Workers’ Compensation Program’s insured deposits,
and the PDPC provides collateral protection.

3.B. Investments
3.B.1. Summary of Investment Policies
Under RCW 43.33A.030, trusteeship of the Workers’ Compensation Program’s investments is
vested in the voting members of the Washington State Investment Board (WSIB). The
Legislature established a standard of care for investment of these funds in RCW 43.33A.140.
Additionally, the WSIB and its staff must comply with other state laws, such as the Ethics in
Public Service Act, Chapter 42.52 RCW, as it makes investment decisions and seeks to meet its
investment objectives.
In accordance with RCW 43.33A.110, the Workers” Compensation Program portfolios are to be
managed to limit fluctuations in workers’ compensation premiums, and, subject to this purpose,
achieve a maximum return at a prudent level of risk. Based on this requirement, the order of the
objectives is to:

e Maintain the solvency of the accounts.

e Maintain premium rate stability.

e Ensure that sufficient assets are available to fund the expected liability payments.

e Subject to the objectives above, achieve a maximum return at a prudent level of risk.

Eligible Investments - Eligible investments are securities and deposits that are in accordance
with the WSIB’s investment policy and 43.33A RCW. Eligible investments include:

e U.S. equities

e International equities

e Treasury Inflation-Protected Securities (TIPS)
e U.S. Treasuries and government agencies

e Credit bonds

e Mortgage-backed securities rated investment grade as defined by Barclays Capital Global
Family of Fixed Income Indices

e Asset-backed securities rated investment grade, as defined by Barclays Capital Global
Family of Fixed Income Indices
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e Commercial mortgage-backed securities rated investment grade, as defined by Barclays
Capital Global Family of Fixed Income Indices

e Investment grade non-U.S. dollar bonds

Investment Restrictions - To meet stated objectives, investments of the Workers’
Compensation Program are subject to the following constraints:

e All assets under the management of the WSIB are to be invested to maximize return at a
prudent level of risk, in accordance with RCW 43.33A.110 and RCW 43.33A.140.

e No corporate fixed income issue cost shall exceed 3 percent of the fund’s fair value at the
time of purchase, nor shall its fair value exceed 6 percent of the fund’s fair value at any
time.

e Asset allocations are to be reviewed every three to four years, or sooner if there are
significant changes in funding levels or the liability durations.

e Assets are to be rebalanced across asset classes when the fair value of the assets falls
outside the policy ranges. The timing of any rebalancing will be based on market
opportunities, cash flows, and the consideration of transaction costs; therefore, they need
not occur immediately.

e Sector allocation for U.S. equities should be within a range of 55 percent to 65 percent.
Allocation for international equities should be within a range of 35 percent to 45 percent.

e The benchmark and structure for U.S. equities will be the broad U.S. stock market as
defined by the Morgan Stanley Capital International (MSCI) U.S. Investable Market
Index passive mandate. The benchmark and structure for international equities will be the
MSCI All Country World Ex U.S. Investable Market Index. Both portfolios will be 100
percent passively managed in commingled index funds. The commingled funds may use
futures for hedging or establishing a long-term position.

e TIPS will be managed to plus or minus 20 percent of the duration of the Barclays Capital
U.S. TIPS Index.

e Sector allocation of fixed income investments are to be managed within prescribed
ranges. These targets are long-term in nature. Deviations may occur in the short-term as a
result of interim market conditions; however, if a range is exceeded, the portfolios must
be rebalanced to the target allocations as soon as it is practical. Target allocations for the
Fixed Income Sectors:

U.S. Treasuries and government agencies 5 to 25 percent
Credit bonds 20 to 70 percent
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Asset-backed securities 0 to 10 percent
Commercial mortgage-backed securities 0 to 10 percent
Mortgage-backed securities 0 to 25 percent

e Total market value of below-investment-grade credit bonds (as defined by Barclays
Capital Global Family of Fixed Income Indices) shall not exceed 5 percent of the total
market value of the funds. Although below-investment-grade mortgage-backed, asset-
backed, and commercial mortgage-backed securities may not be purchased, portfolio
holdings that are downgraded to those levels or are no longer rated may continue to be
held.

e Total holdings of below-investment-grade credit bonds (as defined by Barclays Capital
Global Family of Fixed Income Indices) should not exceed 5 percent of total fixed
income holdings.

3.B.2. Securities Lending

The Workers” Compensation Program participates in securities lending programs with the WSIB
and the OST to increase investment income. At June 30, 2013, the Workers’ Compensation
Program had $26,381,220 of cash collateral received in the Accident and the Pension Reserve
Accounts and invested through the WSIB. There was $1,210,423 of cash collateral received in
the Medical Aid and the Supplemental Pension Accounts invested through the OST.

Securities Lending - WSIB

State law and WSIB policy permit the Workers’ Compensation Program to participate in
securities lending programs to augment investment income. The WSIB has entered into an
agreement with State Street Corporation to act as agent for the Workers’ Compensation Program
in securities lending transactions. As State Street Corporation is the custodian bank for the
Workers’ Compensation Program, it is counterparty to securities lending transactions.

The fair value of the securities on loan at June 30, 2013, was approximately $26.2 million. The
Workers’” Compensation Program reports securities on loan on the Statement of Net Position in
their respective categories. At June 30, 2013, cash collateral received totaling $26.4 million is
reported as a securities lending obligation, and the fair value of the reinvested cash collateral
totaling $26.4 million is reported as security lending collateral in the Statement of Net Position.
Securities received as collateral for which the Workers’ Compensation Program does not have
the ability to pledge or sell unless the borrower defaults are not reported as assets or liabilities in
the Statement of Net Position.

During Fiscal Year 2013, fixed income securities were loaned and collateralized by the Workers’
Compensation Program’s agent with cash and U.S. government or U.S. agency securities
(exclusive of mortgage-backed securities and letters of credit). When the loaned securities had
collateral denominated in the same currency, the collateral requirement was 102 percent of the
fair value, including accrued interest, of the securities loaned. All other securities were required
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to be collateralized at 105 percent of the fair value, including accrued interest, of the loaned
securities.

As of June 30, 2013, the Workers” Compensation Program held the following cash and securities
as lending collateral:

Cash Collateral Held Under Securities Lending
June 30, 2013

(in thousands)
Cash and cash equivalents $ 6,068
Commercial paper 4,791
Repurchase agreements 14,773
Miscellaneous 749
Total Collateral Held $ 26,381

Securities lending transactions could be terminated on demand either by the Workers’
Compensation Program or the borrower. As of June 30, 2013, the collateral held had an average
duration of 22.42 days and an average weighted final maturity of 57.44 days. Because the
securities lending agreements were terminable at will, their duration did not generally match the
duration of the investments made with the cash collateral. Non-cash collateral could not be
pledged or sold absent borrower default. No more than 20 percent of the total on loan value can
be held by a specific borrower. There are no restrictions on the amount of securities that can be
lent.

Securities were lent with the agreement that they would be returned in the future for exchange of
the collateral. State Street Corporation indemnified the Workers® Compensation Program by
agreeing to purchase replacement securities or return the cash collateral in the event a borrower
failed to return the loaned securities or pay distributions thereon. State Street Corporation’s
responsibilities included performing appropriate borrower and collateral investment credit
analyses, demanding adequate types and levels of collateral, and complying with applicable
federal regulations concerning securities lending.

During Fiscal Year 2013, there were no significant violations of legal or contractual provisions,
and no failures by any borrowers to return loaned securities or to pay distributions thereon.
Further, the Workers’ Compensation Program incurred no losses during Fiscal Year 2013
resulting from a default by either the borrowers or the securities lending agents.

Securities Lending — OST
State statutes permit the OST to lend its securities to broker-dealers and other entities with a
simultaneous agreement to return the collateral for the same securities in the future. The OST,

which has contracted with Citibank as a lending agent to lend securities, receives earnings for
this activity.
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The OST’s lending agent lends U.S. government and U.S. agency securities and receives
collateral, which can be in the form of cash or other securities. The collateral, which must be
valued at 102 percent of the fair value of the loaned securities, is priced daily and, if necessary,
action is taken to maintain the collateralization level at 102 percent.

The cash is invested by the lending agent in accordance with investment guidelines approved by
the OST. The securities held as collateral and the securities underlying the cash collateral are
held by the custodian. One option available to the lending agent is to invest cash collateral into
an OST account in the Local Government Investment Pool (LGIP). The LGIP portfolio is
invested in a manner generally consistent with a Rule 2a-7 money market fund recognized by the
Securities and Exchange Commission (17CFR.270.2a-7). Rule 2a-7 funds are limited to high
quality obligations with limited maximum and average maturities, the effect of which is to
minimize both market and credit risk. At June 30, 2013, the Workers’ Compensation Programs’
cash collateral totaled $1.2 million, all of which was invested in the LGIP.

The contract with the lending agent requires them to indemnify the OST if the borrowers fail to
return the securities (and if the collateral is inadequate to replace the securities lent) or if the
borrower fails to pay the OST for income distribution by the securities’ issuers while the
securities are on loan. The OST cannot pledge or sell collateral securities received unless the
borrower defaults. At June 30, 2013, the fair value of securities on loan for the Workers’
Compensation Program totaled about $1.2 million.

The OST investment policy requires that any securities on loan be made available by the lending
agent for next day liquidity at the option of the OST. During Fiscal Year 2013, the OST had no
credit risk exposure to borrowers, because the amounts owed to the borrowers exceeded the
amounts the borrowers owed to the OST.

There were no violations of legal or contractual provisions or any losses resulting from a default
of a borrower or lending agent during the fiscal year.

3.B.3. Interest Rate Risk

Interest rate risk is the risk that changes in interest rates over time will adversely affect the fair
value of an investment. Increases in prevailing interest rates generally translate into decreases in
fair values of those investments.

While the Workers’ Compensation Program does not have a formal policy relating to interest
rate risk, the risk is managed within the Workers’ Compensation Program portfolio using
effective duration which is the measure of a debt investment’s exposure to fair value changes
arising from changes in interest rates. Increases in prevailing interest rates generally translate
into decreases in fair values of those investments. As of June 30, 2013, the Workers’
Compensation Program portfolio durations were within the prescribed duration targets.

The schedule below provides information about the interest rate risks associated with the

Workers” Compensation Program investments as of June 30, 2013. The schedule displays
various asset classes held by both maturity in years and credit ratings. Residential mortgage-
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backed, commercial mortgage-backed and asset-backed securities are reported using the average
life within the portfolio. The average life is a calculated estimate of the average time (in years)
until maturity for these securities, taking into account possible prepayments of principal. All
other securities on the schedule are reported using the stated maturity date.

Schedule of Maturities and Credit Ratings

(in thousands)
Maturity Effective
Less than More than  Credit Duration
Investment Type Fair Value 1year 1-5years  6-10 years 10 years Rating (years)
Residential mortgage-backed securities $ 1571705 $ 23,168 $ 1,133536 $ 384,248 $ 30,753 Aaa 459
Commercial mortgage-backed securities 388,249 13,785 339,825 34,639 - Multiple  2.85
Corporate bonds - domestic 2,915,263 59,546 569,409 972,528 1,313,780 Multiple  8.46
Corporate bonds - foreign (USD) 2,510,029 51,555 671,293 889,082 898,099 Multiple  7.39
Foreign Government and Agencies (USD) 1,042,639 1,006 431,110 332,664 277,859 Multiple  6.57
Supranational (USD) 161,055 - 161,055 - - Aaa 2.70
Government securities - domestic:
U.S. Government treasuries 1,113,738 205,133 614,574 294,031 - Aaa 3.64
Treasury inflation-protected securities 1,726,900 27,864 600,201 418,228 680,607 Aaa 7.27
11,429,578 $ 382,057 $ 4,521,003 $3,325/420 $ 3,201,098
Commingled index funds - domestic 1,062,288
Commingled index funds - foreign 668,182
Money market funds 221,518
Total investments not categorized 1,951,988

Total $ 13,381,566

Investments with multiple credit ratings at June 30, 2013 are presented using the Moody’s rating
scale as follows:

Multiple Credit Rating Disclosure
(in thousands)

Investment Type

Commercial

Mortgage- Corporate Foreign
Moody*s Equivalent Backed Bonds - Corporate Gowvernment and
Credit Rating Securities Domestic Bonds-Foreign Agencies Total
Aaa $ 336,369 $ 5,580 $ 1,012 $ 139,846 $ 482,807
Aa2 - 32,539 - 51,791 84,330
Aa3 51,880 170,665 266,429 251,228 740,202
Al - 145,241 176,194 205,971 527,406
A2 - 720,940 48,543 - 769,483
A3 - 374,226 302,844 - 677,070
Baal - 671,081 424,204 58,376 1,153,661
BaaZ2 - 619,912 594,511 123,235 1,337,658
Baa3 - 129,744 541,891 135,867 807,502
Bal or lower - 45,335 154,401 76,325 276,061
Total Fair VValue $ 388,249 $ 2,915,263 $ 2,510,029 $ 1,042,639 $ 6,856,180
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3.B.4. Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. The Workers® Compensation Program’s investment policies limit the fixed income
securities to investment grade or higher at the time of purchase. Investment grade securities are
those fixed income securities with a Moody’s rating of Aaa to Baa or a Standard and Poor’s
rating of AAA to BBB. The rated debt investments of the Workers” Compensation Program as of
June 30, 2013, were rated by Moody’s and/or an equivalent national rating organization.

Concentration of Credit Risk - Concentration of credit risk is the risk of loss attributed to the
magnitude of an investment in a single issuer. The Workers’ Compensation Program’s policy
states that no corporate fixed income issue cost shall exceed 3 percent of the fund’s fair value at
the time of purchase, nor shall its fair value exceed 6 percent of the fund’s fair value at any time.
There was no concentration of credit risk as of June 30, 2013.

Custodial Credit Risk (Investments) - Custodial credit risk is the risk that, in the event that a
depository institution or counterparty fails, the Workers’ Compensation Program would not be
able to recover the value of its deposits, investments, or collateral securities. The Workers’
Compensation Program does not have a policy relating to custodial credit risk. The WSIB
mitigates custodial credit risk by having its investment securities (excluding cash and cash
equivalents and repurchase agreements held as securities lending collateral) registered and held
in the name of the WSIB for the benefit of the Workers’ Compensation Program.

3.B.5. Foreign Currency Risk

Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair
value of an investment or a deposit. The Workers’ Compensation Program does not have a
formal policy to limit foreign currency risk. The only security held by the Workers’
Compensation Program with foreign currency exposure at June 30, 2013, consisted of $668.2
million invested in an international commingled equity index fund.

3.B.6. Derivatives

The Workers’ Compensation Program is authorized to utilize various derivative financial
instruments, including collateralized mortgage obligations, financial futures, forward contracts,
interest rate and equity swaps, and options, to manage its exposure to fluctuations in interest and
currency rates while increasing portfolio returns.

Derivative transactions involve, to varying degrees, market and credit risk. The Workers’
Compensation Program mitigates market risks arising from derivative transactions by requiring
that collateral in cash and investments be maintained equal to the securities positions
outstanding, and thereby prohibiting the use of leverage or speculation. Credit risks arising from
derivative transactions are mitigated by selecting and monitoring creditworthy counterparties and
collateral issuers.
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Domestic and foreign passive equity index fund managers may also utilize various derivative
securities to manage exposure to risk and increase portfolio returns. Information on the extent of
use and holdings of derivative securities by passive equity index fund managers is unavailable.

At June 30, 2013, the only derivative securities held directly by the Workers’ Compensation
Program were collateralized mortgage obligations (CMOs) of $1.57 billion.

3.B.7. Reverse Repurchase Agreements

State law permits the Workers’ Compensation Program to enter into reverse repurchase
agreements, i.e., a sale of securities with a simultaneous agreement to repurchase them in the
future at the same price plus a contract rate of interest. The fair value of the securities underlying
reverse repurchase agreements normally exceeds the cash received, providing the dealers a
margin against a decline in fair value of the securities. If the dealers default on their obligations
to resell these securities to the state or provide securities or cash of equal value, the Workers’
Compensation Program would suffer an economic loss equal to the difference between the fair
value plus accrued interest of the underlying securities and the agreement obligation, including
accrued interest. There were no reverse repurchase agreements during Fiscal Year 2013, and
there were no liabilities outstanding as of June 30, 2013.

Note 4 - Receivables

Receivables at June 30, 2013, consisted of the following:

Receivables
June 30, 2013
Current Receivables
Premiums receivable

Actual premiums receivable $ 144,385,316
Estimated premiums receivable* 523,241,000
Estimated self-insurance premiums receivable 2 58,701,278
Total premiums receivable 726,327,594
Other receivables
Receivable from overpayments 1,503,759
Investment interest receivable 108,971,236
Safety fines & penalties receivable 9,096,314
Miscellaneous receivables 2,186,338
Total Current Receivables, gross 848,085,241
Less: Allowance for uncollectible receivables 148,989,537
Total Current Receivables, net of allowance $ 699,095,704

'Estimated premiums receivable represents premiums due for the quarter ended June 30, 2013.
Premium amounts were estimated by Labor & Industries actuaries, to be collected for the Accident,
Medical Aid, and Supplemental Pension Accounts.

®Estimated self-insurance premiums receivable represents estimated assessment receivables accrued for

the quarter ended June 30, 2013, based on prior employer quarterly reports. This amount also includes
pension receivables, experting, and current receivable balances.
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Note 5 - Interfund/Interagency Balances

The following table reflects the total balances in the Workers’ Compensation Program at June
30, 2013, and the amounts of receivables from and payables to other state accounts and agencies:

Receivables From Other State Accounts and Agencies
June 30, 2013

General Fund
Agency Accounts
Other State Agencies

Total Receivables From Other

State Accounts and Agencies

$ 1,306
3,931

15,055

$ 20,292

Payables To Other State Accounts and Agencies
June 30, 2013

General Fund

Agency Accounts

Other State Agencies
Total Payables To Other State
Accounts and Agencies

$ 3,145
255,314
6,989,127

$ 7,247,586

All balances are expected to be paid within one year from the date of the basic financial
statements. These balances resulted from goods and services provided prior to June 30, 2013,
and paid after the fiscal year ended. Receivables or payables within the Workers” Compensation

Program are not included in the above totals.

Note 6 - Capital Assets

Capital asset activity for the fiscal year ended June 30, 2013, was as follows:

Capital Asset Activity
Fiscal Year 2013

Balance Balance
June 30, 2012 Increases Decreases June 30, 2013
Capital assets not being depreciated:
Land and collections $ 3,239,748 $ - $ - $ 3,239,748
Construction in progress 2,976,110 8,748,398 (5,522,150) 6,202,358
Total capital assets not being depreciated 6,215,858 8,748,398 (5,522,150) 9,442,106
Capital assets being depreciated:
Buildings and building components 65,133,602 - - 65,133,602
Accumulated depreciation (26,287,958) (1,353,502) - (27,641,460)
Net buildings and building components 38,845,644 (1,353,502) - 37,492,142
Furnishings, equipment, and collections 68,755,134 1,322,964 (1,942,969) 68,135,129
Accumulated depreciation (63,524,561) (3,341,543) 1,878,242 (64,987,862)
Net furnishings, equipment, and collections 5,230,573 (2,018,579) (64,727) 3,147,267
Other improvements 1,289,262 - - 1,289,262
Accumulated depreciation (666,359) (20,408) - (686,767)
Net other improve ments 622,903 (20,408) - 602,495
Total capital assets being depreciated, net 44,699,120 (3,392,489) (64,727) 41,241,904
Intangible Assets - Definite Useful Lives 18,560,837 5,522,150 - 24,082,987
Accumulated amortization (1,892,512) (3,712,168) - (5,604,680)
Total capital assets being amortized, net 16,668,325 1,809,982 - 18,478,307
Total capital assets, net of depreciation and amortization $ 67,583,303 $ 7,165,891 $ (5,586,877) $ 69,162,317

For Fiscal Year 2013, the total depreciation expense was $8,427,620.
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Note 7 - Noncurrent Liabilities

7.A. Bonds Payable

The Workers” Compensation Program is responsible for semi-annual payments on a certain
portion of two series of general obligation bonds issued by the state of Washington between
1993 and 2007. The bond proceeds provided funding for the acquisition and construction of the
building and grounds known as L&I’s headquarters in Tumwater, Washington, and refunding of
general obligation bonds previously outstanding. The federal arbitrage regulations do not apply
to the Workers” Compensation Program.

The terms of the bond payment obligations are as follows:

e The General Obligation Bonds of Series R-93B
The Workers” Compensation Program is required to make varying annual principal and
interest payments, with the final payment due in Fiscal Year 2016. The principal amount
of these bonds outstanding was $7,305,000 at June 30, 2013. Bonds outstanding at June
30, 2013, have coupon interest rates of 5.7 percent. The original amount of this bond
issue was $19,960,000 in Fiscal Year 1993.

e The General Obligation Bonds of Series R-2007C
The Workers” Compensation Program is required to make annual interest payments. The
next principal payment will be in Fiscal Year 2014, with the final payment due in Fiscal
Year 2016. The principal amount of these bonds outstanding was $4,170,000 at June 30,
2013. Bonds outstanding at June 30, 2013, have coupon interest rates of 5 percent. The
original amount of this bond issue was $6,635,000 in Fiscal Year 2007.

In Fiscal Year 2013, the Workers’ Compensation Program paid $3,400,000 in principal and
$717,480 in interest on these bonds. Since a portion of the interest paid was for the prior year,
total Fiscal Year 2013 interest expense was $655,808.

There are no covenants related to the Workers® Compensation Program’s obligation for these
bonds. The annual debt service requirements to maturity for general obligation bonds for the
fiscal years ending June 30 are as follows:

General Obligation Bonds
Debt Service Requirements
by Fiscal Year

Principal Interest Total
2014 $ 3,605,000 $ 526,710 $ 4,131,710
2015 3,820,000 324,530 4,144,530
2016 4,050,000 110,263 4,160,263
Total Debt Service Requirements $ 11,475,000 $ 961,503 $ 12,436,503
Current portion $ 3,605,000 $ 526,710 $ 4,131,710
Noncurrent portion $ 7,870,000 $ 434,793 $ 8,304,793
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Debt Refunding

When advantageous and permitted by statute and bond covenants, the State Finance Committee
authorizes the refunding of outstanding bonds. When the state refunds outstanding bonds, the net
proceeds of each refund issued are used to purchase U.S. Government securities. These securities
are placed in irrevocable trusts with escrow agents to provide for all future debt service payments
on the refunded bonds. As a result, the refunded bonds are considered defeased, and the liability
has been removed from the Statement of Net Position. There were no debt refundings in Fiscal

Year 2013.

7.B. Claims Payable

The following schedule presents the changes in claim liabilities (unpaid claims and claim
adjustment expense liabilities) for the past two fiscal years for the Workers’ Compensation

Program:

Changes in Claim Liabilities
June 30, 2013 and 2012

Claims Payable

June 30, 2013 June 30, 2012

Unpaid claims and claim adjustment expenses at beginning of fiscal year

Incurred claims and claim adjustment expenses:
Provision for insured events of the current fiscal year
Increase/(Decrease) in provision for insured events of prior fiscal years

Total incurred claims and claim adjustment expenses

Payments:

Claims and claim adjustment expenses attributable to:
Events of the current fiscal year
Insured events of prior fiscal years

Total payments
Total unpaid claims and claim adjustment expenses at fiscal year-end

Current portion
Noncurrent portion

$ 22,596,350,000 $ 22,943,311,000

1,924,011,000 1,823,525,000
1,226,506,000 (92,184,000)
3,150,517,000 1,731,341,000
296,347,000 283,763,000
1,822,960,000 1,794,539,000
2,119,307,000 2,078,302,000

$ 23,627,560,000 $ 22,596,350,000

$ 1851,660,000 $ 1,776,096,000
$ 21,775,900,000 $ 20,820,254,000

At June 30, 2013, $34.7 billion of unpaid loss and loss adjustment expense liabilities are
presented at their net present and settlement value of $23.6 billion.

The claims and claim adjustment liabilities of $23.6 billion, as of June 30, 2013, include $11.3
billion for supplemental pension COLAs that are funded on a current basis per RCW 51.32.073.
Management believes the funding is in compliance with the statute. The remaining claim
liabilities of $12.3 billion are fully funded by a diverse portfolio of fixed income instruments,

equity index funds, and cash, managed by the WSIB.
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7.C. Changes in Current and Noncurrent Liabilities

Current and noncurrent liability activity for the fiscal year ended June 30, 2013, was as follows:

Current and Noncurrent Liability Activity
Fiscal Year 2013

Beginning Ending
Balance Balance Due Within - Noncurrent Balance
Current and Noncurrent Liabilities July 1, 2012 Additions Reductions June 30, 2013 One Year? June 30, 2013
Claims Payable, current & noncurrent $ 22596350000 $ 350,517,000 $ (2,119,307,000) $ 23,627,560,000 $ 1,851,660,000 $ 21,775,900,000
Bonds Payable:
General Obligation Bonds:
Series R-93B 9,475,000 - (2,170,000) 7,305,000 2,300,000 5,005,000
Series R-2007C 5,400,000 - (1,230,000) 4,170,000 1,305,000 2,865,000
Total Bonds Payable 14,875,000 - (3,400,000) 11,475,000 3,605,000 7,870,000
Other Current and Noncurrent Liabilities:
Compensated absences® 13,527,582 11,735,500 (10,601,117) 14,661,965 1,476,181 13,185,784
DOE trust liabilities - 6,386,029 - 6,386,029 736,433 5,649,596
Other Postemployment Benefits, as restated 19,237,000 8,451,000 (1,925,000) 25,763,000 - 25,763,000
Total Other Current and
Noncurrent Liabilities 32,764,582 26,572,529 (12,526,117) 46,810,994 2,212,614 44,598,380
Total Current and
Noncurrent Liabilities $ 22643989582 $ 3,177,089529 $ (2135233117) $ 23685845994 $ 1857477614 $ 21828368380

! Compensated absences due within one year are included in accrued liabilities on the Statement of Net Position.
*There are other current liabilities that are not included in the table above.

7.D. Operating Leases

The Workers” Compensation Program leases land, office facilities, office and computer
equipment, and other assets under a variety of operating lease agreements. Although lease terms
vary, most leases are subject to appropriation from the State Legislature to continue the
obligation. If the possibility of not receiving funding from the Legislature is remote, leases are
considered noncancelable for financial reporting purposes. Certain operating leases are
renewable for specified periods. Management expects that the leases will be renewed or replaced
by other leases.
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The following schedule presents future minimum payments for operating leases as of June 30,
2013:

Future Minimum Payments
June 30, 2013

Operating Leases
(by Fiscal Year)

2014 $ 7,426,291
2015 6,780,782
2016 5,731,291
2017 4,393,351
2018 1,044,324

Total Future Minimum Lease Payments $ 25,376,039

The total operating lease rental expense for Fiscal Year 2013 was $10,467,386.

Note 8 - Deficit

At June 30, 2013, the Workers’ Compensation Program had a deficit of $9.6 billion. This is a
result of a $11.1 billion deficit in the Supplemental Pension Account at June 30, 2013, offset by
$1.4 billion net position in the total Basic Plan. The Workers” Compensation Program Basic Plan
is funded based on rates that will keep the plan solvent in accordance with recognized actuarial
principles. Supplemental COLA adjustments granted for time-loss and disability payments,
however, are funded on a pay-as-you-go basis. According to RCW 51.32.073, the Supplemental
Pension Account is allowed to collect only enough revenue to provide for current payments. At
June 30, 2013, non-current claims payable in the Supplemental Pension Account was $10.9
billion.

The following table summarizes the change in deficit balance for the Supplemental Pension
Account during Fiscal Year 2013.

Supplemental Pension Account
Net Position (Deficit)

Balance, July 1, 2012 $ (10,651,749,288)
Fiscal Year 2013 Activity (417,904,276)
Balance, June 30, 2013 $ (11,069,653,564)

Note 9 - Retirement Plans

Workers’ Compensation Program employees participate in the Washington State Public
Employees’ Retirement System (PERS) administered by the Department of Retirement Systems
(DRS).
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The PERS is a cost-sharing multiple-employer retirement system comprised of three separate
plans for membership purposes: Plans 1 and 2 are defined benefit plans, and Plan 3 is a
combination defined benefit/defined contribution plan. PERS participants who joined the system
by September 30, 1977, are Plan 1 members. Those who joined on or after October 1, 1977, and
by February 28, 2002, are Plan 2 members, unless they exercise an option to transfer their
membership to Plan 3. PERS participants joining the system on or after March 1, 2002, have the
irrevocable option of choosing membership in either Plan 2 or Plan 3.

The PERS retirement benefit provisions are established in Chapters 41.34 and 41.40 RCW and
may be amended only by the state Legislature. The annual benefit is two percent of the average
final compensation (AFC) per year of service for Plan 1 and Plan 2, and one percent of the AFC
per year of service for the defined benefit portion of Plan 3. An actuarial valuation of the
retirement plan for the Workers” Compensation Program as a stand-alone entity is not available.
A complete description of benefits and pension note disclosures for the PERS is included in the
Comprehensive Annual Financial Report for the state of Washington. A copy of this report may
be obtained by contacting the Accounting Division of the Office of Financial Management at
P.O. Box 43113, Olympia, Washington 98504-3113, or online at http://www.ofm.wa.gov/cafr.

The Legislature provides for minimum contribution rates for the PERS. All employers are
required to contribute at the level established by the Legislature. The methods used to determine
the contribution requirements are established under state statute in accordance with Chapters
41.40 and 41.45 RCW.

The State Actuary evaluates the plans each year. In odd-numbered years, the data is used to
recommend contribution rate adjustments (if any) to the Pension Funding Council. Several
factors go into the rate calculations, including the financial and demographic experience of the
plans and the cost of any benefit increases. Each biennium, the state Pension Funding Council
adopts Plan 1 employer contribution rates, Plan 2 employer and employee contribution rates, and
Plan 3 employer contribution rates.

Employee contribution rates for Plan 1 are established by statute at 6 percent for state agencies.
Contributions for Plan 2 members are determined by the aggregate method and may vary over
time. The contribution rate for Plan 2 state agency employees at June 30, 2013, 2012, and 2011,
were 4.64, 4.64, and 3.90 percent of the employee’s annual covered salary, respectively. Under
Plan 3, employer contributions finance the defined benefit portion of the plan, and member
contributions finance the defined contribution portion. The Director of the DRS sets Plan 3
employee contribution rate options. Members can choose from six rate options ranging from 5 to
15 percent. Two of the options are graduated rates dependent on the employee’s age.

The employer contribution rates for the Workers’ Compensation Program at June 30, 2013,
2012, and 2011, for each of Plans 1, 2, and 3 were 7.21, 7.08, and 5.31 percent of the employee’s
annual covered salary, respectively. The Workers’ Compensation Program contributed 100
percent of the required amounts, which were $10,147,452, $9,858,778, and $7,378,462, to PERS
during Fiscal Years 2013, 2012, and 2011, respectively.
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Note 10 - Other Postemployment Benefits

The Workers’ Compensation Program participates fully in the Other Postemployment Benefit
(OPEB) plan administered by the Washington State Health Care Authority (HCA) under the
auspices of the Public Employees Benefits Board (PEBB), in addition to those pension benefits
described in Note 9.

The following table shows components of the Workers’ Compensation Program’s OPEB costs
for Fiscal Year 2013 and Fiscal Year 2012, the amount contributed to the plan, and changes in
the Workers” Compensation Program’s Net OPEB Obligation (NOO):

Net OPEB Obligation (NOO)
Fiscal Year Ended Fiscal Year Ended

June 30, 2013 June 30, 2012
NOO, beginning of yearl, asrestated $ 19,237,000 $ 13,562,000
Annual OPEB costs 8,451,000 7,796,000
Contributions made (1,925,000) (2,121,000)
NOO, end of year $ 25,763,000 $ 19,237,000

The beginning of year NOO balance at June 30, 2012, of $13,562,000 was a result of a
prior period adjustment of $9,769,132 to reduce the $23,331,132 balance at June 30,
2012, as previously reported. See Note 2 — Accounting and Reporting Changes for the
explanation of the prior period adjustment.

The above information was provided by OFM. The Workers” Compensation Program’s OPEB
plan represents 1.60 percent and 1.50 percent of the state of Washington’s OPEB plan as of June
30, 2013 and 2012, respectively.

The information below fully discloses the state of Washington’s information with regard to
funding policy, annual OPEB costs and contributions made, the funded status and funding
progress of the employer individual plan, as well as actuarial methods and assumptions used. As
the Workers” Compensation Program participates in this agent multiple-employer plan, no stand-
alone information for the Workers’ Compensation Program is available. The state of
Washington’s OPEB plan does not issue a financial report.

Plan Description and Funding Policy

The state of Washington, through the HCA, administers an agent multiple-employer other OPEB
plan per RCW 41.05.065. The HCA is authorized to design benefits and determine the terms and
conditions of employee and retired employee participation and coverage, including establishment
of eligibility criteria for both active and retired employees. PEBB programs include medical,
dental, life, and long-term disability insurance.
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Employers participating in the PEBB plan include the state (which includes general government
agencies and higher education institutions), 54 of the state’s K-12 schools and educational
service districts (ESDs), and 207 political subdivisions and tribal governments. Additionally, the
PEBB plan is available to the retirees of the remaining 243 K-12 schools and ESDs.

As of June 30, 2013, membership in the PEBB plan consisted of the following:

PEBB Plan Membership
June 30, 2013

Active
Employees Retirees’ Total
State 107,003 28,633 135,636
K-12 schools and ESDs? 1,838 30,354 32,192
Political subdivisions 11,840 1,392 13,232
Total 120,681 60,379 181,060

'Retirees include retired employees, surviving spouses, and terminated members entitled
to a benefit.

’In Fiscal Year 2013, there were 101,189 full-time equivalent active employees in the 243
K-12 schools and ESDs that elected to limit participation in PEBB only to their retirees.

For Fiscal Year 2013, the estimated monthly cost for PEBB benefits for active employees,
averaged across all plans and tiers, was as follows:

PEBB Benefits
Estimated Monthly Cost
Fiscal Year 2013

Required Premium’

Medical $ 913
Dental 82
Life 4
Long-term disability 2
Total $ 1,001
Employer contribution $ 865
Employee contribution 136
Total $ 1,001

! per 2013 Index Rate Model 7.2.

The relationship between the PEBB OPEB plan and its member employers and their employees
and retirees is not formalized in a contract or plan document. Rather, the benefits are provided in
accordance with a substantive plan. A substantive plan is one in which the plan terms are
understood by the employers and plan members. This understanding is based on communications
between the HCA, employers and plan members, and the historical pattern of practice with
regard to the sharing of benefit costs.

62



State of Washington Workers” Compensation Program

The PEBB retiree OPEB plan is available to employees who elect to continue coverage and pay
the administratively established premiums at the time they retire under the provisions of the
retirement system to which they belong. Retirees’ access to PEBB plans depends on the
retirement eligibility of their respective retirement system. PEBB members are covered in the
following retirement systems: Public Employees’ Retirement System, Public Safety Employees’
Retirement System, Teachers’ Retirement System, School Employees’ Retirement System,
Washington State Patrol Retirement System, and Higher Education.

Per RCW 41.05.022, retirees who are not yet eligible for Medicare benefits may continue
participation in the state’s non-Medicare community-rated health insurance risk pool on a self-
pay basis. Retirees in the non-Medicare risk pool receive an implicit subsidy. The implicit
subsidy exists because retired members pay a premium based on a claims experience for active
employees and other non-Medicare retirees. The subsidy is valued using the difference between
the age-based claims costs and the premium. In Calendar Year 2012, the average weighted
implicit subsidy was valued at $330 per month per member, and in Calendar Year 2013, the
average weighted implicit subsidy is projected to be $294 per month per member.

Retirees who are enrolled in both Parts A and B of Medicare may participate in the state’s
Medicare community-rated health insurance risk pool. Medicare retirees receive an explicit
subsidy in the form of reduced premiums. Annually, the HCA administrator recommends an
amount for the next calendar year’s explicit subsidy for inclusion in the Governor’s budget. In
Calendar Year 2012, the explicit subsidy was $150 per month per member, and it remained $150
per month per member in Calendar Year 2013.

Administrative costs, as well as implicit and explicit subsidies, are funded by required
contributions from participating employers. The subsidies provide monetary assistance for
medical and life insurance benefits.

Contributions are set each biennium as part of the budget process. In Fiscal Year 2013, the cost
of the subsidies was approximately 6.0 percent of the cost of benefits for active employees. The
benefits are funded on a pay-as-you-go basis.

The PEBB OPEB plan is accounted for as an agency fund on an accrual basis. The plan has no
investments or other assets. The PEBB OPEB plan does not issue a publicly available financial
report. For information on the results of an actuarial valuation of the employer-provided
subsidies associated with the PEBB plan, refer to:
http://osa.leg.wa.gov/Actuarial_services/lOPEB/OPEB.htm.

Annual OPEB Cost and Net OPEB Obligation

The state’s (general government agencies and higher education institutions) annual OPEB cost
(expense) is calculated based on the annual required contribution (ARC) of the state as the
employer, an amount actuarially determined in accordance with the parameters of GASB
Statement No. 45.
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The ARC represents a level of funding that, if paid on an ongoing basis, is projected to cover the

normal costs each year and amortize any unfunded actuarial liabilities (or funding excess) over a
period not to exceed 30 years.

The following table shows the components of the state’s annual OPEB cost for Fiscal Year 2013,
the amount contributed to the plan, and changes in the state’s Net OPEB Obligation (NOO):

OPEB Cost Components
(in thousands)

June 30, 2013

Annual required contribution $ 342,283
Interest on NOO 53,434
Amortization of NOO (48,684)
Annual OPEB cost 347,033
2012 Adjustment 56,476
Contributions made (69,115)
Increase in NOO 334,394
NOO, beginning of year 1,279,381
NOO, end of year B 1,613,775

The state’s annual OPEB cost, the percentage of annual OPEB cost contributed to the plan, and
the Net OPEB Obligation for Fiscal Years 2011, 2012 and 2013 were as follows:

OPEB History
(dollars in thousands)

Percentage of

Fiscal Year Annual Annual OPEB Cost ~ Net OPEB

Ended June 30 OPEB Cost Contributed Obligation
2013 $ 347,033 19.9% $ 1,613,775
2012 $ 330,286 23.8% $ 1,279,381
2011 $ 328,568 23.9% $ 1,027,767

Funded Status and Funding Progress

The funded status of the plan as of January 1, 2013, the latest date for which information is
available, was as follows:

OPEB Funded Status
(dollars in thousands)

January 1, 2013

Actuarial accrued liability (AAL)
Actuarial value of plan assets
Unfunded actuarial accrued liability (UAAL)

Funded ratio (actuarial value of plan assets/AAL)

Covered payroll (active plan members)

UAAL as a percentage of covered payroll

$ 3,706,856
$ 3,706,856
0.00%

$ 5,786,960
64.06%

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and
assumptions about the probability of occurrence of events far into the future. Examples include
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assumptions about future employment, mortality, and the healthcare cost trends. Amounts
determined regarding the funded status of the plan and the annual required contributions of the
employer are subject to continual revision as actual results are compared with past expectations
and new estimates are made about the future. The Schedule of Funding Progress, presented as
required supplementary information following the notes to the financial statements, presents
multi-year trend information about whether the actuarial value of plan assets is increasing or
decreasing over time relative to the actuarial accrued liabilities for benefits.

Actuarial Methods and Assumptions

Projections of benefits for financial reporting purposes are based on the terms of the substantive
plan (the plan as understood by the employer and the plan members) and include the types of
benefits provided at the time of each valuation and the historical pattern of sharing of benefit
costs between the employer and plan members to that point. The actuarial methods and
assumptions used include techniques that are designed to reduce the effects of short-term
volatility in actuarial accrued liabilities and the actuarial value of assets, consistent with the long-
term perspective of the calculations.

Significant methods and assumptions were as follows:

Significant Methods and Assumptions

Actuarial valuation date January 1, 2013
Actuarial cost method Projected Unit Credit (PUC)
Amortization method Closed, level percentage of projected
payroll amortization method
Remaining amortization period 30 years
Asset valuation method n/a - no assets
Actuarial assumptions:
Investment rate of return 4.0%
Projected salary increases 3.75%
Healthcare inflation rate 8.0% initial rate, 5% ultimate rate in 2093
Inflation rate 3.0%

Note 11 - Commitments and Contingencies

11.A. Commitments

Effective July 1, 1992, the Washington State Legislature required the Workers’ Compensation
Program, under RCW 48.22.070, to participate in an assigned risk pool providing workers’
compensation coverage under the United States Longshoreman and Harbor Workers’ Act. The
Workers” Compensation Program is obligated to participate 50 percent in the underwriting losses
or surpluses of the assigned risk pool. This participation is scheduled to continue indefinitely due
to amending legislation passed in 1997. However, the Workers” Compensation Program has not
made any payments to this risk pool since enactment of this indefinite commitment.
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11.B. Federal Assistance

The Workers’ Compensation Program has received federal financial assistance for specific
purposes that are generally subject to review or audit by the grantor agencies. Entitlement to this
assistance is generally conditional upon compliance with the terms and conditions of grant
agreements and applicable federal regulations. Any disallowance resulting from a review or audit
may become a liability of the Workers’ Compensation Program. The Workers” Compensation
Program does estimate and recognize a claims liability for disallowances when determined by
the grantor agency or for probable disallowances based on experience pertaining to these grants;
however, these recognized liabilities and any unrecognized disallowances are considered
immaterial to the Workers” Compensation Program’s overall financial condition. The total
federal assistance for Fiscal Year 2013 was $8.7 million.

11.C. Contingencies

The Workers” Compensation Program is party to numerous routine legal proceedings that
normally occur in operations. At any given point, there may be numerous lawsuits that could
financially impact the Program. Although the outcome of these lawsuits is not currently
determinable, the resolution of these matters is not likely to have a material impact on the
Workers’ Compensation Program’s financial position, revenues or expenses.

Note 12 - Subsequent Events

12.A. Proposed Rate Announcement

Each year, the Director of the Department of Labor & Industries adopts new workers’
compensation insurance premium rates for the next calendar year. On September 16, 2013, the
Director announced a proposed 2.7 percent increase in the average premium rate for 2014. The
following four principles were used to guide the rate-setting process:

Set steady and predictable rate increases to help businesses plan ahead.

Benchmark rates against wage inflation (this happens automatically in other states).
Slowly rebuild the reserves to protect against unexpected changes.

Lower costs while focusing on better outcomes for injured workers.

Eal AN

The final rates will be adopted in early December 2013 and go into effect on January 1, 2014.
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Required Supplementary Information
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The

State of Washington Workers' Compensation Program - Basic Plan

Schedule of Claims Development Information
Fiscal Years 2004 through 2013
(in millions)

table below illustrates how the Workers’” Compensation Program Basic Plan earned revenues (net of

reinsurance) and investment revenues compare to the related costs of losses (net of loss assumed by reinsurers) and
other expenses assumed by the program as of the end of each of the last ten fiscal years. The Workers’
Compensation Program has not purchased reinsurance since September 30, 2002, and has never had a qualifying
event that generated a recovery.

The rows of the table are defined as follows:

1. This line shows each fiscal year's earned contribution revenues and investment revenues.

2. This line shows the Basic Plan's incurred claims (both paid and accrued) as originally reported at the end of the
first year in which the event that triggered coverage under the contract occurred (called fiscal accident year).

3. This section shows the cumulative amounts paid as of the end of successive years for each fiscal accident year.

4. This section shows how each fiscal accident year's incurred claims increased or decreased as of the end of
successive years. Annual re-estimation results from new information received on known claims, re-evaluation
of existing information on known claims, and emergence of new claims not previously known.

5. This line compares the latest re-estimated incurred claims amount to the amount originally established (line 2)
and shows whether this latest estimate of claims cost is greater or less than originally thought. As data for
individual policy years mature, the correlation between original estimates and re-estimates is commonly used to
evaluate the accuracy of incurred claims currently recognized in less mature fiscal accident years.

The columns of the table show data for successive fiscal years.

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

1. Net earned required contribution
and investment revenues $ 1,337 $ 2,452 $ 1,392 $ 2,406 $ 1,697 $ 1,692 $ 2,797 $ 2,525 $ 2,581 $ 1,928

2. Estimated incurred claims and
expenses, end of fiscal accident
year 2,505 2,308 2,141 2,196 2,256 2,363 2,312 2,254 2,086 2,105

3. Paid (cumulative) as of:

End of fiscal accident year 244 260 278 295 310 322 298 289 284 296
One year later 528 556 589 625 679 667 604 584 580

Two years later 681 715 754 817 890 863 773 747

Three years later 784 821 873 953 1,042 1,000 890

Four years later 860 906 964 1,059 1,162 1,107

Five years later 925 977 1,038 1,144 1,258

Six years later 982 1,039 1,103 1,216

Seven years later 1,031 1,094 1,159

Eight years later 1,076 1,142

Nine years later 1,118

4. Re-estimated incurred
claims and expenses:

End of fiscal accident year 2,505 2,308 2,141 2,196 2,256 2,363 2,312 2,254 2,086 2,105
One year later 2,203 1,989 2,053 2,234 2,559 2,535 2,271 2,139 2,026

Two years later 1,971 1,939 2,055 2,390 2,647 2,538 2,261 2,066

Three years later 1,864 1,954 2,151 2,441 2,724 2,485 2,137

Four years later 1,886 2,025 2,196 2,526 2,662 2,411

Five years later 1,941 2,067 2,244 2,445 2,576

Six years later 1,966 2,111 2,198 2,388

Seven years later 2,016 2,056 2,186

Eight years later 1,965 2,058

Nine years later 1,941

5. Increase (decrease) in estimated
incurred claims and expenses
from end of policy year (564) (250) 45 192 320 48 (175) (188) (60)

Source: Washington State Department of Labor & Industries Actuarial Services
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State of Washington Workers' Compensation Program - Supplemental Pension Plan
Schedule of Claims Development Information
Fiscal Years 2004 through 2013
(in millions)

The table below illustrates how the Workers’ Compensation Program Supplemental Pension Plan cost-of-living
adjustments earned revenues (net of reinsurance) and investment revenues compare to the related costs of losses (net
of loss assumed by reinsurers) as of the end of the last ten fiscal years. The Workers’ Compensation Program has not
purchased reinsurance since September 30, 2002, and has never had a qualifying event that generated a recovery.
The unallocated and other expenses of this plan are paid by the Workers' Compensation Program Basic Plan. This
claims development information is reported separate from the Basic Plan for the following reasons:

(1) This plan covers self-insured employees, while the Basic Plan does not.
(2) This plan is not experience-rated, while the Basic Plan is.
(3) Statutes restrict the funding of this plan to expected payments of the current year.

The rows of the table are defined as follows:

1.
2.

w

This line shows each fiscal year's earned contribution revenues and investment revenues.

This line shows the Supplemental Pension Plan’s incurred claims (both paid and accrued) as originally reported
at the end of the first year in which the event that triggered coverage under the contract occurred (called fiscal
accident year).

This section shows the cumulative amounts paid as of the end of successive years for each fiscal accident year.
This section shows how each policy year's incurred claims increased or decreased as of the end of successive
years. Annual re-estimation results from new information received on known claims, re-evaluation of existing
information on known claims, and emergence of new claims not previously known.

This line compares the latest re-estimated incurred claims amount to the amount originally established (line 2)
and shows whether this latest estimate of claims cost is greater or less than originally thought. As data for
individual policy years mature, the correlation between original estimates and re-estimates is commonly used to
evaluate the accuracy of incurred claims currently recognized in less mature policy years.

The columns of the table show data for successive fiscal years.

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
1. Net earned required contribution
and investment revenues $ 288 $ 326 $ 305 $ 283 $ 334 $ 349 $ 372 $ 440 $ 444 $ 419
2. Estimated incurred claims and
expenses, end of fiscal accident
year 1,228 724 804 968 1,093 966 1,082 843 519 441
3. Paid (cumulative) as of:
End of fiscal accident year - - - - - - -
One year later 2 1 3 6 8 6 3 1 1
Two years later 3 4 7 12 14 10 4 3
Three years later 6 8 14 21 21 14 7
Four years later 11 15 22 30 28 20
Five years later 16 22 30 37 36
Six years later 24 30 38 46
Seven years later 31 38 46
Eight years later 38 46
Nine years later a7
4. Re-estimated incurred
claims and expenses:
End of fiscal accident year 1,228 724 804 968 1,093 966 1,082 843 519 441
One year later 722 721 927 1,176 1,121 1,174 843 577 490
Two years later 720 848 1,065 1,125 1,316 980 601 507
Three years later 811 971 998 1,272 1,152 718 607
Four years later 940 897 1,119 1,116 847 703
Five years later 858 990 958 831 739
Six years later 919 862 736 684
Seven years later 822 652 610
Eight years later 623 587
Nine years later 555
5. Increase (decrease) in estimated
incurred claims and expenses
from end of policy year (673) (137) (194) (284) (354) (263) (475) (336) (29)

Source: Washington State Department of Labor & Industries Actuarial Services
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Reconciliation of Claims Liabilities by Plan
Fiscal Years 2013 and 2012
(in thousands)

The schedule below presents the changes in claims liabilities for the past two fiscal years for the
Workers’ Compensation Basic and Supplemental Pension Plans:

|
Supplemental

Basic Plan Pension Plan Total
Claims Payable FY 2013 FY 2012 FY 2013 FY 2012 FY 2013 FY 2012
Unpaid loss and loss adjustment expenses at
beginning of fiscal year $ 11,738930 $ 11,288,310 $ 10,857,420 $ 11655001 $ 22,596,350 $ 22,943,311
Incurred claims and claim adjustment expenses:
Provision for insured events of the current
fiscal year 1,631,274 1,524,878 292,737 298,647 1,924,011 1,823,525
Increase (decrease) in provision for insured
events of prior fiscal years 677,906 614,321 548,600 (706,505) 1,226,506 (92,184)
Total incurred claims and claim adjustment expenses 2,309,180 2,139,199 841,337 (407,858) 3,150,517 1,731,341
Payments:
Claims and claim adjustment expenses attributable to:
Events of the current fiscal year 296,347 283,763 - - 296,347 283,763
Insured events of prior fiscal years 1,416,526 1,404,816 406,434 389,723 1,822,960 1,794,539
Total payments 1,712,873 1,688,579 406,434 389,723 2,119,307 2,078,302
Total unpaid loss and loss adjustment expenses
at fiscal year end $ 12335237 $ 11,738930 $ 11292323 $ 10,857,420 $ 23,627,560 $ 22,596,350
Current portion $ 1,411,259 $ 440,401 $ 1,851,660
Noncurrent portion $ 10,923,978 $ 10,851,922 $ 21,775,900

Source: Washington State Department of Labor & Industries Actuarial Services
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State of Washington Schedule of Funding Progress for Other Postemployment Benefits

This schedule presents the results of the OPEB valuation for Fiscal Years 2013, 2011 and 2009:

Schedule of Funding Progress
Other Postemployment Benefits
Valuation Years 2013, 2011 and 2009

(dollars in millions)

2013 2011 2009
Actuarial valuation date 1/1/2013 1/1/2011 1/1/2009
Actuarial value of plan assets $ - $ - $ -
Actuarial accrued liability (AAL)* $ 3,706 $ 3492 $ 3,787
Unfunded actuarial accrued liability (UAAL) $ 3,706 $ 3492 $ 3,787
Funded ratio 0% 0% 0%
Covered payroll $ 5787 $ 5937 $ 5,678
UAAL as a percentage of covered payroll 64% 59% 67%

* Based on projected unit credit actuarial cost method.

Source: Schedule provided by the Washington State Office of Financial Management with data from the
Washington State Office of the State Actuary
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Supplementary Information

73



State of Washington Workers” Compensation Program

A Washington State Department of
\) Labor & Industries

Keep Washington Safe and Working

74



*

*

“UONISO JON JO JUILIAILIS BY) UI PAPN]OUT JOU AIE SJUNOIIE UoNesudadwos s1o310M a1 0) sa[qeded pue WOy S[qRAIIIY 4

(L6V° 169479°6) 0168001 89T°16L°69 $ ($95°€59°690°11) 688°191vLE T $  S9T'8LSFOT €81°LT5°T99 $  1¥P'9SL90S $
(P18°8L£T89°6) 016°800°T 89T 16L°69 (195°€59°690°11) TLSYLY'9TE T S9T'8L8Y0T $95°660°1€9 €7L96v°08Y
LTELSY'LS - - - LTEL89°LS - 619°LTH 1€ 869°65T°9C
T69°16T°S88°€T - £99°801°C 175 T9T°€6T 11 885°076°685TI PS16SELSLE SLS'LY9'PSTY 6S8°E16LLY Y
08€°89€°878 1T - - 00026 158°01 08€97P9L6°01 965919°15€°€ 978 ¥01°LS9°E 8S6'HTL LI6'E
000°€9L°ST - - - 000°€9L°ST - €L9°0YS T LTETTTEL
965°6Y9°S - - - 965°6¥9°S 965°6Y9°S - -
¥8LS8IEl - - - ¥8LG81°EL - €S1P6€°9 1€9°16L°9
000°0L8°L - - - 000°0L8°L - 000°S€6°€ 000°5€6°¢
000°006°SLL 1T - - 000°TT6°158°01 000°8L6°€T6°01 000°L96°SPE'E 000°SE€THE9°E 000°9LL EV6 E
TIE€T6'950°C - £99°801°C 17 OvE vy 80T PLY €19°1 8SSTYL SOV 61L THS Loy 106°881°01L
000°099°168°1 - - 000°T0% 0¥ 000°6STTTH1 000°611°€6€ 000°€L9'8LY 000°L9Y°6€S
€EV'9EL - - - €EP9EL €EP9EL - -
00€° 181 - - SLT'ET ST0'8S1 - 9€T'8Y 68L°601
968y - - - 968y - 8T e
98S°LYT'L - - $0€T 8TSYT'L - TLETO6'T 016°THEY
£€8°680°T1 - 6ST€01°T 0S1°921 ¥Tr'098°S 9617908 1LT°€81 LS6'TI9
000°509°€ - - - 000°509°€ - 005081 005°208°1
£79°165°LT - - L66°1T1 9r9°69t°LT 000°010°1 9TH'880°1 0TTILE'ST
S6T 0V Ivl - Y0b'S PryIIE LYY ETS vl 8L6°E16 08T°€Cl’6 681°98F°1€1
650°90L°9 - - 8LS IHE 187°79¢€°9 178°298°1 9L8°9T YIL'YLY'Y
L9T°09C°9 - - £69°C1 YLS'LYT'9 $ 011°9¢ 0vET69°€ $ ¥TI6IST $
S61°009°09C 11 016°800°1 1£6°668°1L $  LL8'809°€TT LLY'T80%96°E T $ 611 LETTI6E 8SLYLILISY $  00£°0L9'F8I‘S $
6£8°80S €ST €l - - SLS'SPLTII 9T E9LOPE E] 6E1°681°L16°C 618°9L0€19Y 90€°L61°018'
LTETIT'69 - - - LTETIT°69 - 611°591°LE 861°L66°1€
8TS SIS I8€EET - - SLS'SYLTIT £56°618°89T°€1 SPI'80LF16°E 00L°T16SLS Y 801°00T'SLLY
766°08L°T - - - ¥66°08L°T 766°08L°T - -
95€°160°L08 016°800°T 1€6°668° 1L T0€°€98°011 TIT61E€T9 08T 8VLvY 6€6°L60'10T $66 TLY YLE
00T°€ - - - 00T°€ - 009°1 009°1
59'v81 - - - TS9'P81 - 9T€'T6 9T€ET6
$85°L60°1 - - - $85°L60°1 - €18°1€T 1LL°S98
6T°0C - - €8L 60S°61 - 7796 L88°6
€€8°680°11 - - 117°9€1 TTPES6°01 6STE01°T 086°01L £81°6€1°8
209°898°C - - - 709°898°C 209°898°C - -
YL S60°669 1 TTY'S80°LT TT6°€69°601 85E€9TETLS Y6L°€00°LE €20°979°661 Th$989°s€€E
€19°165°LT - - L6611 9%9°69t°LT 000°010°T 9T¥*880°1 0TTILE'ST
€EVIEL - - - €EP'9EL €EP'9EL - -
1P €0V ¥9 606°800°1 60SVI8VS $ 681°016 908°699°L $ T61°920°1 6V1°LEET S S9¥'90€ Y $

ejoL Junoddy Junoddy Ainfuy JUNOIIY UOISUdJ ue[d diseq JUNOIIY IAIISNY JunodNYy JunodY

JUIUWISANQUIIY puodds eyududddng el uoIsud g PIV [BIIPIA JUIPIY
JuawkedidanQ
paInsuy-JPs
€107 ‘0€ dung

uonIsog PN Jo MNPayds Suruiquio)

(1ya() uonisod 9N [eI0L
PpajdIsaIu
s1osse [eyrdeo ur JUSUNSIAUT JON.
(pYdQ) uonisod N
sapIIqery [eoL
SIDIIQEIT JUILINDUON [BI0 L
siyouaq yudwkojdwoa-isod 12y10
sonIIqer] widl-5uol Jsnn J0d
SONI[IQRI] Wid)-3uo] 10O
uonod juanod Jo jou ‘djqeked spuog
uonuod juarnd Jo jou ‘ojqeded swrey)
SINIIQEIT JULINDUON
SapIiqerT udLIny [eyo ]
juarLnd ‘9jqeded suwre|)
senIIqel Isn HOd
SONUIAST PIUIBAU[)
SIUOUWILIAAO0S 12J0 0) S[qehed
So10USE PUE SIUNOIOE IS 1AYI0 0] SA[qeAe
$JUN0dok uonesuaduwod SIOIoM 0) So[qeked
Juaimyd ‘oqeAed spuog
SIUDWIAAITE FUIPUI[ SANLINDAS Jopun suonesqQ
SOLIIQEI] paniody
o1qeked syisodo
91qeked s)unodoy
sapIIqery yudLIny)
SHLLITIEVIT
(LID149d) NOLLISOd LAN ANV SALLITIGVI'T

S)ISSY [BJ0],
$)3SSY JUILINDUON] [€)0 ],
uonerdardop paje[nunooe Jo jou ‘syasse [eyrde))
JUSLINOUOU “S)USUIISIAU]
JUSLINDUOU ‘SJUIUNSIAUI PUB YSeI I1sn1} FOJ
$)3SSY JUILINDUON

§)ISSY JUALIND) [BI0],
sosuadxa predarg
SALIOJURAUL
SJUSUIUIOAOS JOYJO WOIJ SI[qRAIINY
so1ouaSk puL SJUNOOIE 21B)S JOYIO WO SI[qRAIIIY
SIUN099E UONESUAdWOD ,SIOIOM WO SO[qRAIIIRY
9[qeAId21 IsnI) FOA
Q0UBMO[[B JO 1AU ‘SI[qRAIIIY
SJUSWIOAISE SUIPUS| SOILINDAS IdPUN P[AY [BIOIR[[0D)
SJUSWIISIAUL pue ysed jsni HOq
sjuaeAInba yseo pue yse)

$)9SSY JULIND

SLASSV

weidord uonesuadwo) ,siaylop uol3urysep Jo 91e1S

75



(L6Y'169%796)  § 0168001 $ 89716169 § (195°€S9600°T1)  §  688'I9IPLE § S9TRLYHOT § €81°LTST99 § 191951905 $
(115°181°689'8) 1698001 968°7L9'87 (88T6HL15901) 061°8L8TE6 T 891°065L6€ 8ISITLLG 6E8TLYLSS
(986°€05°5¢6) 61¢ ULy OLTHO6'LIY) (10€'91L°855) (€06'T1LT61) (000°888%1¢) (86€911°T9)
- - (€8L560) - €8L9567C 870'11H'H5E (086°0€1°T) (s9z'sze'sze)
(007°0L9°1LE) - (€9L°680°92) - (LEIH8S'SHE) (961190'8) (086°0¢1°T) (197°68€°9¢€)
0010L9'TLE - 086°0€I°T - 0T 6ES0LE VT SLY T9€ - 9614908
(986°€05°5€6) 61T SSI'1L0'99 OLTHO6'LIY) (¥80°129°€8S) (1€6'TTI°LYS) (0zo°LsLe1e) L98'80TLLT
L8TLITTET - - 14T 66t 9P0BILTE £29'T90°TS #P0'L99°T01 6LE6369L
(808°559) - - - (808°559) - (v06'LzE) (ro6'Lz€)
801°866'8 - - - 801°866°8 - 906°8L' WTEHTL
L86PLYETT - - 14T 661 IPLSLEETT £29'790°TS THOOVT 101 180°890°0L
(€LTITLLIT'T) 61T SSI'1L0'99 (LIS'C0'81t) (0€1°68¢°S18) (PSS H81°665) (F90Tr91Y) 88Y'617°00C
997'8S'8EE°E - SECOPIT 8SH6EL Y8 €LTTLITOHT SI8T8019 LS6LEYLSOT 10STST°028
187°98+'8¢ - (S20't1) SLOEH0T 1€9°951°9¢ 90%'LI 0Tr6167 S08615°€T
079'LTH8 - - - 009'LTH8 - S66'6L6'€ STO'LitY
109°S6LF10°E - 095°091°T €8LS69°TH8 8ST6E60LIT 60+'$90°S19 66716606 085°206'S+9
79£'890°Y - - - 19€°890 - 9966011 86£'859°C
LISSIE6L - - - LISSTE 6L - $96'69'8¢ WSSH'TY
6817688 - - - 68L768°8 - L99SLY'S wely's
PSFL9ES - - - YSYL9EYS - LOL'6YS9T LPLLISLT
0P9°20T 01 - - - 079202041 - 866'198'89 L0 1L
€66'9¢8°0L1T 61T 069L1TL9 196SE€9Ty YIESTLLYT 19786851 €68°€10°T79 6860LE0Z0°T
LE9ESELY - €1¢ 6EPPSYL $88'868°6¢ 8789 19£9997 WEEIT'LE
95€'E8YETIT $ 6T § LLELITLY $ 205188°8IY §  8STHRELEYT § 6LEGTSST $ TEILPEREY § LPIL0TE86 $
B0y, JunoY JUN0ddy Anfuy JUNOIIY UOISUIJ ue[q dseg JUN0IIY IAIISIY Junody JunodY

JUIUASINQUIIY puodag [eyudwdddng 8101, uorsud g PIV [BIIPIN JUIPIY

yudwkedidaQ

pansuy-jas

€10 ‘0¢ dunr papuy Ieax [eISI] ) 1o
uoNISOJ J9N UI SAguey)) pue ‘SISUIAXY ‘SINUIAIY JO [NPIYIS SuIuIquio))

0€ dung - (J1aya() uonisod JIN
PyRISaL Se ‘[ AN - (JIYIQ) UOBISod 1IN
uonisoq JaN ul saguey)
SIjsuel] 3N
100 SI9JsueI]
U SIQJSuBI]
SIJJSUBL], 310}3¢ (SSOT) dmoduy

$INUIAIY Suneradouoy [ero],

asuadxa Jsa1aju]
SONUIAI S&O
SJUSU)SAAU UO SFurUIRg
(SASNAIXH) SANNIATY ONILVIAdONON

(sso7) swoaduy SuneradQ

sasuadxy SuneradQ ferof,
sasuadxa snoouEISIA
uonerddidaq
SuerD
[oAeI],
SQIIAIS PUE SPOOD)
SQIIAIDS [BUOSIAJ
spyouaq dakojdwyg
saem pue saLre[eg

SASNHIXHT ONILVIAO

SINUAAY SunerddQ [ero],
JNUBAAI SNOSUEIISIA
SPUNJI JO JAU ‘SJUAUISSASSE PUE SWNIIAI ]

SANNIATY ONILVIALO

weidord uonesuadwo)  sioyiop uoj3urysep Jo 91els

76



€€1°L80°8CE $ - $ - $ €IL°691 $ 0THL16'LTE $ SS80SE0ET $ 920°€TS99 $ 6ES'EPOIET $ SIUDUISIAUL JO dN[BA JIBJ Ul (9SBIIDD(]) dSBIIOU]
S$aNIANOY Suueuly pue ede) ‘SunssAuy yseD UoN

(€96°118FEl)  § 61T $  LI0'68L8S $  IrFLeIPI S (0v9'86L°L00)  $  (60T88L9SE) $  (TTH180°€6) $  166°0L0°THT $ SINIANDY
Sunerdad woay sMopg ysed 39N

m_mhmoﬁo . mmﬁv Noﬁ:um Nm@nhmmn@ AOON,O:V hﬁxAmmorN vcv,vo#ﬁ muﬁEﬂﬂ:ﬂ@-ﬁgU{
00001 TE0°T - - 000°€06' V< 000°L0E96S 000°659°0tC 000'v€TCTE 00071t €€ dqeded syuswSpnl pue swire
(9sea123(Q) dseardU] :SINIIqEIT Ul dSuULY)

00T'e) - - - (00T°€) - 009D (009D sosuadxo predoig
T10°sE - - - T10°SE - 90S°L1 90S°L1 SLI0JULAUY
(Ser'e9ro1) - (LLT98TL) (ETEP9'T) (rT6'ees9) PO LYS'T L0 1S6'Y) (Tor'oer o) SOIQBAIDOIY

(9seaadu]) aseAIDI( :S5)ISSY Ul d3uvyD

0T9°LTH'8 - - - 0T9°LTH'8 - S66°6L6'E ST LYY uonerodida(y
SONIANOY SunerddQ WoIy SMOo[ yse) }IN 0} (SSo])
swodu] Sunerdd 3[PU0I3Y 03 syusunsnipy

(€LTTTLLOT'T)  $ 61T $  SSI'1L099 $ (LIS €OV'SIY) $  (0€1'68€°S18)  §  (FSSP8I66S) $  (PO0OPTHOIY)  $  88¥61T00T $ (sso7) swoouy Sunerado
S9NIARYY Sunerad( woay SMopy ysed

P E1679 $  016800°1 $  60STISTS $ 681016 $ 9€8°6L1'8 $  TTTIESTL $  6VILEET $  S9Y90EY $ (1€0°01§$ JO yseo 1sna sapnjour) (¢ dunf ‘sjud[eAmba yseos 9 yse)
LSEOPT6€E 169800°1 YE6 SLY0E 90t 106 9T€090°L STLL6E T S66LTIT 909°FES € PR1e1sal st (9L 68$ JO Ysed 3sna sapnjour) | Anf ‘syus[eamba yses zp ysed
L8OLIY'ST 61T SLSBEEHT €8L°8 01S611°1 L6V°8ET +S1°60T 6S8ILL sjudeAmba ysed pue ysed ur (9sea133(Q) dseIdUL 3N
0CC8SE SO - - (COETET 1) €CSTOV6L1 (98L°618°9S) 12EF91CO1 886 LY T el SOPIANOY SUNSIAUL WO SMOL YSeD 39N
(O8F PHH'819°S) - - (ESSTETTOLY) (€€9°0€€8Y1°S) (L16'8S€T6ST) (098 789°8¥L° 1) (958°98T°L0O8"T) SONLINDDS JUSUNSIAUL JO SOSBYIIN
068°TSE0TES - - 6£Y°LOESSY ISHSPO'SO8° 980P9TS6E" T LITSSL'BOLT SP1°9C0 19L°1 SOULINDAS JUSUNSIAUL JO J[BS WO SPI320IJ
(OPLT80°F) - - 1¥'6c1) (TTeese's) 66TE 1) (860°L9€° 1) FETESH 1) sosuadxo JuounsoAu]
200TII°L9% - - 625108 €LFO1E991 18°L86°0F1 290 19 €V T 0€6° 198°181 SPUSpIAIp pue 3sa1ul jo diaoay
tssocy - - - PSS 0T +SS0Th - - SJUDWISOAUL ISTLI} JO J[BS WIOL) SPO220Id

SHILLIALLDYV DNILSHANI WO3A SAAOTHA HSVD

(7888 1) - - - (P8 881+ 1) - (TE€915°6) (60STLP) SIBIANdY
ME_U-.-&:_R— Paje[ay pue —ﬁuua—ﬁo WOy SMO Yyse) 39N
(o€ 1L00D) - - - (19 TLO'0T) - @6S°LSY D) ©9L°€19D) syosse [epdes jo suonismboy
(000°00+°€) - - - (000°00%°€) - (000°00L1) (000°00L 1) siqeded spuoq uo syuowked [edourtg
8¥'L1L) - - - 08tL1L) - (OrL8SE) (OrL'8SE) pred jsaroug

SHILIALLDYV DONIDNVNIA dALVTEA ANV TVLIdVD INOYA SAAOTA HSVD

1L9°601°6 - @ 0SSt TE) (SSETS) 9LV 19°cr TV OrLELY L8STH9 (TT9VLLOLE) $aNIADDY Supueul [e3deduoN Wouy SMOoL Yse) 39N
600°16 - - - 60016 - €60°€1 916°LL PoIOI[OD $00F OSUII]
799°810°6 - - - 2998106 - €TT6SL'L 6£H6STL paAradal suesd SuneredO
(TeToeI'L1y) - (665°265°5€) (129°vs2) (T10°68T°18€) (z08°'€s6) (90L°001°1) HOSPET6LE) Jno s1oysuel],
TETIEILIY - LSTTPIT 992°00T 608°E6LS 1Y P6TO0L Y11 (€20°62) 8ESTTI'T Ul SIQJSUBL],

SHILIALLDYV DONIDNVNIA TV.ILIAVONON INOYA SAAOTA HSVD

(€96 TI8FET) 61C LT10°68L'8S 77 L6111 (079°86L°L0T) (60T'88L°9S€) (TTHr'180°€6) 166'0L0THT SINANOY SunesadQ woly sMoL YseD 39N
1S9 ISL°EY - €1€ +T8SSHL YISS6T9€ ¥8T'89 (866'129) 8TT6Y89E Eeile]
(z86°€€€°T6) - - LLY9 (6st'oreTo) 88T (€STO8 v1) GOTTHS L) s1onddns 01 syuowke g
(0S6°L18°981) - - - (0S6°L18°981) - (0€9°185°16) (0TE9€TS6) soakojdws 0) sjuswke g
(000°€11°S86°1) - €Trostn) (L1T°0T9°LOY) (09€°9€€°9LS 1) (9ST'9TSYLE) (SST°L6L°68S) (6v6C10°C19) SOLIBIOLOUDQ 10J/0) SJUSWAR g
8IET0L'S80T  $ 61T $  LTI'SPE'6S $  LSESSEVIY $  SI900KTI9T  $  SLYS99LIL $  P06°1TLEEY $  9€TEI0°096 $ sIawoIsnd woly s)dieday

SHILIALLDV DONILVIAdO NOHA SAAOTA HSVD

€101 JUNodOY JUNO03dY JUNOdOY uorsusg uelg orseg JUnoddy JUNod>Y JUNo3oV
JUSW I SANQUUI Y Amfuy puodss eyuswajddng ejo L SAIISIY UOoISUdJ PIV [BJIP3 A JUBPIDY
juowkedidaQ

paansuf-J|d3s
€10C ‘0€ dung popuj J8d X [8ISI d3Y) A0
SAMOI Yse)D JO I[NPayds suruiquio))

77

weidord uonesuadwo)  sioyiop uoj3urysep Jo 91els



State of Washington Workers” Compensation Program

A Washington State Department of
\) Labor & Industries

Keep Washington Safe and Working

78



Deloitte Consulting LLP

]
350 South Grand Avenue
eloitte

Los Angeles, California 90071-3462
USA

Tel: +1 213 688 0800
Fax: + 1213 688 0100
www.deloitte.com

October 5, 2013

Statement of Actuarial Opinion
Regarding GAAP Reserves

State of Washington — Workers’ Compensation Program

Identification

I, Rod Morris, am a Specialist Leader with the firm of Deloitte Consulting Le. I am a Member
of the American Academy of Actuaries and meet its qualification standards for rendering this
Statement of Actuarial Opinion, and I am a Fellow of the Casualty Actuarial Society. I was
appointed by the Washington State Auditor’s Office to provide a Statement of Actuarial Opinion
regarding the reasonableness of the State of Washington Workers’ Compensation Program’s
(“the Program”) carried GAAP loss and loss adjustment expense (“LAE”) reserves as of June 30,
2013.

The Program is comprised of four Workers’ Compensation Program Accounts: the Accident
Account, the Medical Aid Account, the Pension Reserve Account, and the Supplemental Pension
Account. The Program is currently administered by State of Washington Department of Labor &
Industries (“the Department”).

Scope

I have examined the reserves for the unpaid loss and LAE as shown in the Program’s
Comprehensive Annual Financial Report as of June 30, 2013.

In forming my opinion on the loss and LAE reserves, I relied upon data provided by Mr. William
Vasek, the Department’s Chief Actuary, his actuarial staff, and Sharon Elias, the Department’s
Financial Services Program Manager. | evaluated that data for reasonableness and consistency.
My examination included the use of such actuarial assumptions and methods and such tests of
the calculations as I considered necessary.

My review was limited to the reserves listed below and did not include an analysis of any other

balance sheet items. I have not examined the Program’s assets and I have formed no opinion as
to the validity or value of these assets.
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Opinion

A summary of the Program’s recorded loss and LAE reserves by account in its Comprehensive
Annual Financial Report as of June 30, 2013 is as follows:

Discounted
Accident Account $4,483,243,000
Medical Aid Account 4,112,908,000
Pension Reserve Account 3.739,086.,000
Total Basic Plan Loss and LAE Reserves $12,335,237,000
Supplemental Pension Account 11,292,323,000
Total Program Loss and LAE Reserves $23,627,560,000

In my opinion, the loss and LAE amounts listed above and displayed in the Program’s
Comprehensive Annual Financial Report as of June 30, 2013:

(A) meet the requirements of the insurance laws of the State of Washington.

(B) are consistent with reserves computed in accordance with accepted loss reserving
standards and principles.

(C) make a reasonable provision for all unpaid loss and loss expense obligations of the
Program under the terms of its contracts and agreements.

Relevant Comments

A. Major Risk Factors

I have identified the major risk factors of the loss and LAE reserves to be the lack of diversity of
exposure by line of business and by state, future medical trend, the discounting of the reserves,
future cost of living adjustments and the impact of the 2011 Reforms. The potential impact of
these risk factors is described in the following paragraphs. The absence of other risk factors
from this listing does not imply that additional factors will not be identified in the future as
having been a significant influence on the Program’s reserves.

By statute, the Program’s direct exposure is limited to one line of business (workers’
compensation) in one state (Washington). Therefore, any adverse trends affecting this line of
business and/or state could have a material effect on the Program’s loss and loss adjustment
expense reserves. Such trends would include legislative benefit level changes and adverse
decisions or interpretations of law that may have an effect on all open workers’ compensation
claims.
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A major assumption in the analysis of the medical component of the workers’ compensation
reserves is the selection of a long-term medical trend factor to apply to future calendar year
medical payments. Estimating medical trend has become increasingly difficult in recent years
because it has been highly variable. In my opinion, there is a higher than normal degree of
variability associated with the Program’s medical loss reserves due to the uncertainty
surrounding future medical trends and the expected length of medical payments.

The Department discounts the loss and loss adjustment expense reserves to reflect the time value
of money using an average annual interest rate of 2.56%. The future payments of the Accident
Account, Medical Aid Account, and Supplemental Pension Account are discounted using an
annual interest rate of 1.5%. The future payments of the Pension Reserve Account are
discounted using an annual interest rate of 6.5%. Changes to the interest rate used for
discounting could result in material changes to the reserves.

A major assumption in the analysis of the Supplemental Pension Account is future cost of living
adjustments and the implicit assumption that the State of Washington cost of living adjustments
will be similar to cost of living adjustments approved by the Federal Government for Social
Security retirement benefits. Future State of Washington cost of living adjustments different
from those anticipated or that vary significantly from those approved by the Federal Government
for Social Security retirement benefits could result in a material change in future costs and the
adequacy of the reserves.

During 2011, the State of Washington passed two bills (SSB 5801 and EHB 2123) that promote
getting workers back on the job faster and made other changes that impact costs. These changes
are expected to reduce the system's overall costs in the future and also have an impact on past
claims. These reforms are considered in the Department’s unpaid claim liability as of June 30,
2013. Key changes included in the reforms are:

* Claim Resolution Structured Settlement Agreements

* Deductions for Prior PPD Awards from TPD Benefits

* Elimination of Interest on Unpaid PPD Award Schedules
* One-Year Freeze in COLA, Delay in First COLAs

*  Washington Stay-At-Work Program

+ Statewide Provider Network

* COHE Expansion

There is uncertainty related to the impact of these changes on the unpaid claim liability. The
amount of savings contemplated in the unpaid claim liability as of June 30, 2013 totals $975
million on a discounted basis. The contemplated savings related to the reforms has been
significantly reduced this year. Specifically, the contemplated savings related to the structured
settlement agreements has been reduced by 75%. The number of structure settlements agreed to
and approved has been much less than expected. Therefore, the savings related to this provision
of the reforms was reduced accordingly.
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B. Other Disclosures

Underwriting Pools or Associations

The Program participates in the Washington United States Longshore and Harbor Workers’
Compensation Act Assigned Risk Plan (“WARP”) which was established to provide USL&H
workers’ compensation insurance coverage for employers unable to purchase it through the
normal private insurance market. The Program pays assessments to WARP and participates in
any underwriting losses or surpluses incurred by WARP. Based on discussions with the
Department, we understand that WARP is not currently in a deficit position. Therefore, the
Program has not booked a reserve to account for any unpaid claim liability related to WARP.
We understand that the Program does not participate in any other voluntary or involuntary pools.

Reinsurance

The Program has no ceded or assumed reinsurance. Based on discussions with the Department’s
management and their description of the Program’s ceded (and/or assumed) reinsurance, I am not
aware of any reinsurance contract that either has been or should have been accounted for as
retroactive reinsurance or financial reinsurance.

Discounting

The Department discounts the loss and LAE reserves to reflect the time value of money. The
amount of discount is based on an actuarially derived projected payment pattern and the
Department’s two selected annual interest rates.

* For the Medical Aid Account, the Department’s selected interest rate is 1.5%.
= For the Pension Reserve Account, the Department’s selected interest rate is 6.5%.

= For the Accident Account, a combination of the two interest rates is used to discount
the reserves. The future total permanent disability and fatal transfers made to the
Pension Account assume interest discounts based on an annual rate of 6.5%. The actual
transfer payments and all other payments are discounted using a Department selected
rate of 1.5%.

= For the Supplemental Pension Account, the Department selected interest rate is 1.5%

The average combined interest rate for the Program in total is approximately 2.56%, which is
consistent with a recent average of risk free interest rates assuming a similar duration as the loss
and loss adjustment expense payments of the Program but slightly lower than current risk free
interest rates. As such, I believe the average combined interest rate is not unreasonable.

The interest rate used to discount the Accident Account future total permanent disability and
fatal transfers made to the Pension Account remained the same this year at 6.5%. The interest
rate used for all other future payments was reduced this year from 2.0% to 1.5%. The effect of
reducing this interest rate was an increase in the discounted unpaid claim liability of $1.24 billion
including the current fiscal accident year.
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Major Assumption Changes

The Department lowered its long term inflation rate assumptions by 0.5% this year. The
combined effect of reducing the inflation rates was a decrease in the discounted unpaid claim
liability of $1.74 billion. Specifically, the long term medical inflation rate was lowered from
5.0% to 4.5% which had the effect of decreasing the discounted unpaid claim liability by $290
million. The assumed future long term future cost of living adjustments for the Supplemental
Pension Account was also lowered from 2.0% to 1.5% this year. The effect of reducing this
assumption was a decrease in the discounted unpaid claim liability of $1.45 billion including the
current fiscal accident year.

Over the past year, the Department has reduced its estimate of the number of total permanent
disability claims for accident periods prior to June 30, 2012 by 1,051 claims. The reduction was
the result of the closing of more of the active time loss claims than was expected over the past
year. The effect of reducing this estimate was a decrease in the discounted unpaid claim liability
of approximately $405 million.

C. General Uncertainty

In evaluating whether the reserves make a reasonable provision for unpaid losses and LAE, it is
necessary to project future loss and LAE payments. It is certain that actual future losses and
LAE will not develop exactly as projected and may, in fact, vary significantly from the
projections. No warranty is expressed or implied that such variance will not occur.

Further, my projections make no provision for the broadening of coverage by legislative action
or judicial interpretation or for extraordinary future emergence of new classes of losses or types
of losses not sufficiently represented in the Program’s historical data base or which are not yet
quantifiable.

This Statement of Actuarial Opinion regarding GAAP reserves is solely for the use of assessing
the reasonableness of the GAAP loss and LAE reserves and is only to be relied upon by the
Program and the State of Washington.

T =l Mo

Rod Morris, FCAS, MAAA
Deloitte Consulting Lrp

350 South Grand Avenue, Suite 200
Los Angeles, CA 90071

(213) 688-3374
rmorris@deloitte.com

October 5, 2013
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State of Washington Workers” Compensation Program

Statistical Section
Narrative and Index

This section of the state of Washington Workers’ Compensation Program presents detailed information as a
supplement to the information in the basic financial statements, note disclosures, and required supplementary
information to assist readers in assessing the program’s overall financial health.

Page
FINANCIAL TRENDS

These schedules contain trend information to help readers understand how the program’s financial performance and
fiscal health have changed over time.

Schedule 1 - Net Position by Component, Last Ten FiSCal YEAIS ........ccccvivvevierieriereresese s eieeeee s e see e eneens 89
Schedule 2 - Changes in Net Position, Last Ten FisCal YEars........ccccvveiveieieiescsie st 90

REVENUE CAPACITY
These schedules contain information to help readers assess the program’s most significant revenue sources.

Schedule 3 - Revenues by Source, Last TeN FISCal YEAIS ......c.cciiiiiiiiiierieiee et 91
Schedule 4 - Employer Accounts, Last TeN FISCAl YRAIS......ccueiiiiieiiie ittt 92
DEBT CAPACITY

These schedules contain information to help readers assess the affordability of the program’s current level of
outstanding debt and major obligations.

Schedule 5 - Ratios of Outstanding Debt, Last Ten FiSCal YEAIS......cccvciviveiieriererereresesteseseereeseesee e e sse e ereens 93
Schedule 6 - Schedule of Changes in Claims Payable, Last Ten Fiscal Years........cccccuovivveverereresesiesesese s 94

DEMOGRAPHIC INFORMATION
These schedules offer demographic and economic indicators to help readers understand the environment in which
the program operates.

Schedule 7 - Washington State Population and Components of Change, Last Ten Calendar Years...........cccccueu..e. 95
Schedule 8 - Washington State Personal Income, Last Ten Calendar YEars.........ccccvvvviveieieeieiesesesesresesneennenns 96
Schedule 9 - Washington State Unemployment Rates, Last Ten Calendar Years.........ccccoccevevevesenesesesieseenenns 96
Schedule 10 - Washington State Principal Employers by Industry, Last Calendar Year and Nine Years Ago.......... 97
Schedule 11 - Washington State Annual Average Wage Rates by Industry, Last Ten Calendar Years.........c........... 98
Schedule 12 - Demographics of Accepted Claims, Last Ten Fiscal Years........cocovevvvevierievesiese e 99

OPERATING INFORMATION
These schedules offer operating data to help readers understand how the information in the program’s financial
report relates to the services it provides and the activities it performs.

Schedule 13 - Number of Employees by Division, Last Ten Fiscal Years..........ccocviiiiininiiniiieie e 100
Schedule 14 - Capital Asset Indicators — Business Locations, Last Ten Calendar Years...........ccccoeevvvvivnviesinnnenns 101
Schedule 15 - Claims Statistics and Five Most Frequent Injuries, Last Ten Fiscal Years..........ccccovvvvivnieivesivinennas 102
Schedule 16 - Risk Classes with Greatest Number of Ultimate Claims, Last Nine Fiscal Years. .........cc.ccoceevvennne. 103

Sources: Unless otherwise noted, the information in these schedules is derived from the state of Washington’s and
the Workers” Compensation Program’s Comprehensive Annual Financial Reports.
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State of Washington Workers’ Compensation Program

Schedule 16 — Risk Classes with Greatest Number of Ultimate Claims
Last Nine Fiscal Years

Risk
Class  Risk Class Description 2013 2012 2011 2010 2009 2008 2007 2006 2005
3905  Restaurants and Taverns 7,021 6,746 6,467 6,707 7,143 8476 8810 8936 8975
4803 Orchards 2903 2,669 2,160 2,056 2226 1,952 2229 2053 2202
6509  Boarding Homes and Retirement Centers 2,471 2,498 2,407 2,441 2,399 2,369 2,320 2,437 2,493
6108  Nursing Homes 2,151 2092 2,194 2275 2415 2665 2,696 2,721 2,780
6109  Physicians & Medical Clinics 2,081 2,179 2267 2222 2250 2393 2355 2357 2332
4906  Colleges & Universities 1,654 1,816 1,775 1,844 1,874 1,903 1,934 1,920 2,040
3411 Automobile Dealers, Rentals and Service Shops 1,555 1,497 1,593 1,600 1,788 2,196 2,320 2,467 2,549
2104  Frutt & Vegetable Packing - Fresh 1,515 1,310 1,251 1,314 1,414 1,365 1,470 1,449 1,453
0510  Wood Frame Building Construction 1,354 1,137 1,201 1,317 2,003 3,144 4,018 4451 4,016
6103 Schools, Churches and Day Care - Prof/Clerical Staff 1,333 1,396 1,436 1,345 1,491 1,480 1,419 1,475 1,377
3402 Machine Shops and Machinery Mfg., Not Otherwise Classified (N.O.C.) 1,254 1,330 1,225 1,133 1,563 2,066 1,925 2,033 2,240
4910  Property and Building Management Services 1,249 1,292 1,245 1,288 1,335 1,407 1,460 1,488 1,536
4905  Motels and Hotels 1,125 998 1,023 964 995 1,135 1,141 1,116 1,121
6309  Hardware, Auto Parts and Sporting Good Stores 1,085 1,084 1,034 1,083 1,228 1,498 1,517 1,564 1,546
1102 Trucking, N.O.C. 1,034 1,102 1,151 1,165 1,261 1,470 1,672 1,650 1,621
1101 Parcel and Package Delivery Service 959 965 956 893 1,021 1,329 1,404 1,394 1,370
0516  Carpentry, N.O.C. 959 874 758 897 1,187 1,637 1,656 1,501 1,340
4904 Clerical Office, N.O.C. 950 1,115 1,159 1,206 1,436 1,555 1,693 1,732 1,805
6602  Janitorial Service 933 991 938 848 962 1,000 1,085 1,120 1,055
6511  Chore Services 931 913 961 930 902 906 986 1,056 836
6107  Veterinary Services 927 838 759 701 754 804 776 737 670
6406  Retail Stores, N.O.C. 920 1,014 1,011 1,203 1,364 1,496 1,581 1,650 1,591
0601  Electrical Wiring: Buildings and Structures 918 868 937 984 1,528 1,808 1,811 1,735 1,715
5307  State Government - All Other Employees, N.O.C. 897 1,051 1,226 1,195 1,257 1,273 1,266 1,357 1,395
6402 Supermarkets 875 796 824 882 962 1,040 1,056 1,106 1,228
0307  HVAC Systems, Installation, Service and Repair 815 732 797 797 1,116 1,361 1,533 1,578 1,558
3404  Metal Goods Manufacturing, N.O.C. - Under 9 Gauge 785 784 679 688 924 1,248 1,297 1,356 1,564
0101  Excavation and Grading, N.O.C. 755 740 788 850 1,045 1,402 1,547 1,430 1,226
6303 Sales Personnel - Outside, N.O.C. 738 749 809 910 876 1,004 1,048 1,025 1,076
0306  Plumbing 734 765 758 789 1,201 1,458 1,487 1,466 1,389
2903 Wood Products Manufacturing, N.O.C. 733 733 679 713 820 1,389 1,620 1,692 1,578
" 0518  NonWood Frame Building Construction 684 601 640 759 1,440 1,921 1,683 1,323 1,161
Notes:

These claim counts are estimated by fiscal-accident year from counts reported through June 30 of each fiscal year. Estimates are updated on this exhibit for periods up to 5 years. The
claims are "allowed" State Fund Claims which have been accepted for benefits. Data is not readily available prior to 2005.

The Risk Class is that assigned to the claim.

Per Washington Administrative Code (WAC) 296-17-31002, a Risk Class is defined as: "A grouping of businesses or industries having common or similar exposure to loss without
regard to the separate employments, occupations or operations which are normally associated with the business or industry. Basic classifications describe a specific type of business
operation or industry such as mechanical logging, sawmils, aircraft manufacturing, or restaurants. In most business operations some workers are exposed to very little hazard, while

others are exposed to greater hazard. Since a basic classification reflects the liability (exposure to hazard) ofa given business or industry, all the operations and occupations that are
common to an industry are blended together and included in the classification."

Source: Washington State Department of Labor & Industries Actuarial Services
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State of Washington Workers’ Compensation Program

A Washington State Department of
\ Labor & Industries

Keep Washington Safe and Working

104






Workers” Compensation Program Comprehensive Annual Financial Report

Other formats for persons with disabilities are available on request.
Call 1-800-547-8367. TDD users, call 360-902-5797.
L&I is an equal opportunity employer. FY14-191 [10-2013]





