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Report of Independent Auditors

The Board of Directors
West Virginia Board of Risk and Insurance Management

We have audited the accompanying basic financial statements of the West Virginia Board of
Risk and Insurance Management (BRIM), an enterprise fund of the State of West Virginia, as of
June 30, 2011 and 2010, and for the years then ended, as listed in the table of contents. These
financial statements are the responsibility of BRIM’s management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States 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 of material misstatement. We were not engaged to perform an audit of
BRIM’s internal control over financial reporting. Our audits included consideration of internal
control over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
BRIM’s internal control over financial reporting. Accordingly, we express no such opinion. An
audit also includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements, assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

As discussed in Note 2, the financial statements of BRIM are intended to present the financial
position, and the changes in financial position and cash flows of only that portion of the
business-type activities of the State of West Virginia that is attributable to the transactions of
BRIM. They do not purport to, and do not, present fairly the financial position of the State of
West Virginia as of June 30, 2011 and 2010, and the changes in its financial position and its cash
flows for the years then ended in conformity with U.S. generally accepted accounting principles.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of BRIM (an enterprise fund of the State of West Virginia) as of June 30,
2011 and 2010, and the changes in its financial position and its cash flows for the years then
ended, in conformity with U.S. generally accepted accounting principles.
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In accordance with Government Auditing Standards, we have also issued our report dated
October 17, 2011, on our consideration of BRIM’s internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts, 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 the internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our 2011 audit.

Management’s Discussion and Analysis on pages 3 through 10 and the unaudited supplemental
schedules of Ten-Year Claims Development Information on page 44 and the Reconciliation of
Unpaid Claims and Claims Adjustment Expense Liability by Type of Contract on page 45 are
not a required part of the basic financial statements but are supplementary information required
by the Governmental Accounting Standards Board. We have applied certain limited procedures
which consisted principally of inquiries of management regarding the methods of measurement
and presentation of the required supplementary information. However, we did not audit the
information and express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise BRIM’s basic financial statements. Other financial information listed in
the table of contents is presented for purposes of additional analysis and is not a required part of
the basic financial statements of BRIM. Such information has been subjected to the auditing
procedures applied in our audit of the basic financial statements and, in our opinion, is fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

St ¥ MLLP

October 17, 2011
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West Virginia Board of Risk and Insurance Management

Management’s Discussion and Analysis

Year Ended June 30, 2011

OVERVIEW OF THE FINANCIAL STATEMENTS

Management of the West Virginia Board of Risk and Insurance Management (BRIM) provides
this Management Discussion and Analysis for readers of BRIM’s financial statements. This
narrative overview of the financial activities of BRIM is for the years ended June 30, 2011, 2010,
and 2009. BRIM provides property and casualty insurance to State of West Virginia (the State)
agencies and Senate Bill 3 (SB3) entities, which include boards of education, and governmental
and nonprofit organizations. BRIM also administers a coal mine subsidence reinsurance
program, which makes available to the general public dwelling insurance covering damage
caused by the collapse of underground coal mines. From December 2001 until novation to a
physician’s mutual on July 1, 2004, BRIM’s program was expanded to include providing
medical malpractice insurance to private sector health care providers (referred to hereafter as the
House Bill 601 Program). The hospitals that were nonrenewed in 2003 are still being managed
by BRIM for claims that were made during the period they were insured.

As an enterprise fund, BRIM’s financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting in accordance with U.S. generally
accepted accounting principles (GAAP) for governmental entities. The three basic financial
statements presented are as follows:

» Statement of Net Assets — This statement presents information reflecting BRIM’s assets,
liabilities, and net assets and is categorized into current and noncurrent assets and
liabilities. For purposes of the financial statements, current assets and liabilities are those
assets and liabilities with immediate liquidity or which are collectible or becoming due
within 12 months of the statement’s date.

» Statement of Revenues, Expenses, and Changes in Net Assets — This statement reflects the
operating and nonoperating revenues and expenses for the operating year. Operating
revenues primarily consist of premium income with major sources of operating expenses
being claims loss and loss adjustment expense and general and administrative expenses.
Nonoperating revenues primarily consist of investment income and appropriations from
the State.

» Statement of Cash Flows — The statement of cash flows is presented on the direct method
of reporting which reflects cash flows from operating, noncapital financing, and investing
activities. Cash collections and payments are reflected in this statement to arrive at the
net increase or decrease in cash and cash equivalents for the year.
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West Virginia Board of Risk and Insurance Management

Management’s Discussion and Analysis (continued)

FINANCIAL HIGHLIGHTS
(Dollars in Thousands)

The following tables summarize the financial position and the results of operations as of and for
the years ended June 30, 2011, 2010, and 2009:

Change 2011-2010 Change 2010-2009

2011 2010 2009 Amount Percent Amount Percent

Cash and cash equivalents $ 23231 $ 29613 $ 32181 $ (6,382 (22) $ (2568) (8)%
Advance deposits with

carrier/trustee 189,211 184,926 174,215 4,285 2 10,711 6
Receivables 934 1,349 1,003 (415) (31) 346 34
Prepaid insurance 38 — — 38 - — -
Total current assets 213,414 215,888 207,399 (2,474) (1) 8,489 4
Noncurrent investments 140,522 120,331 105,461 20,191 17 14,870 14
Total assets 353,936 336,219 312,860 17,717 5 23,359 7
Estimated claim expense 43,259 45,707 48,650 (2,448) (5) (2,943) (6)
Unearned premiums 6,095 6,629 7,235 (534) (8) (606) (8)
Agent commissions payable 1,097 1,230 1,247 (133) (12) 17) (1)
Accrued expenses 614 659 629 (45) (7) 30 5
Total current liabilities 51,065 54,225 57,761 (3,160) (6) (3,536) (6)
Estimated claim expense 82,968 89,721 104,083 (6,753) (8) (14,362) (14)
Compensated absences 75 66 58 9 14 8 14
Total noncurrent liabilities 83,043 89,787 104,141 (6,744) (8) (14,354) (14)
Total liabilities 134,108 144,012 161,902 (9,904) (7) (17,890) (12)
Net assets:

Restricted 43,061 38,420 33,924 4,641 12 4,496 13

Unrestricted 176,767 153,787 117,034 22,980 15 36,753 31
Net assets $ 219,828 $ 192,207 $ 150,958 $ 27,621 14 $ 41,249 27%
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West Virginia Board of Risk and Insurance Management

Management’s Discussion and Analysis (continued)

Change 2011-2010 Change 2010-2009

2011 2010 2009 Amount Percent Amount Percent

Premiums $ 52538 $ 58007 $ 62427 $ (5469) 9 $ (4420 (M%
Less excess coverage (6,075) (6,257) (5,944) (182) (3) (313) (5)
Net operating revenues 46,463 51,750 56,483 (5,287) (20) (4,733) (8)
Claims and claims adjustment

expense 33,598 31,668 36,604 1,930 6 (4,936) (13)
General and administrative 4,026 3,946 3,894 80 2 52 1
Total operating expenses 37,624 35,614 40,498 2,010 6 (4,884) (12)
Operating income 8,839 16,136 15,985 (7,297) (45) 151 1
Nonoperating revenues:

Investment income 18,782 25,081 7,312 (6,299) (25) 17,769 243

Financing income — 32 31 (32) - 1 3
Total nonoperating revenues,

net 18,782 25,113 7,343 (6,331) (25) 17,770 242
Changes in net assets 27,621 41,249 23,328 (13,628) (33) 17,921 77
Total net assets — beginning 192,207 150,958 127,630 41,249 27 23,328 18
Total net assets — end $ 219,828 $ 192,207 $ 150,958 $ 27,621 14 $ 41,249 27
Total revenues $ 65245 $ 76863 $ 63826 $ (11,618) (15) $ 13,037 20
Total expenses $ 37624 $ 35614 $ 40498 $ 2,010 6 $ (4,884) (12)%

e Total assets increased $17,717 in 2011 and increased $23,359 in 2010. The increases for both
years can be attributed to investment returns on long-term investments holdings. Also, the
combined total of the additions to advance deposits and the earnings on the trust funds
invested in both 2011 and 2010 exceeded the actual claims payments made during both
years.

e Total liabilities decreased $9,904 in 2011 and decreased $17,890 in 2010. The decreases for
both years relate to trending refinements in the loss development model that favorably
impacted the prior years’ general liability and automobile claims reserves, mostly within the
SB3 program, and reduced the ultimate loss estimates for these segments.
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West Virginia Board of Risk and Insurance Management

Management’s Discussion and Analysis (continued)

e Several factors contributed to the two-year increase of $68,870 in total net assets since
June 30, 2009. Investment returns of $18,782 in 2011 and $25,081 in 2010 contributed to the
improvement. Also, the anticipated costs incurred to fully recover the actuarially estimated
losses and program expenses that were initially included for the State and Senate Bill 3 (SB3)
premium rates in prior years were later determined to be substantially less than what had
been originally projected for several earlier rating periods for both programs. Most of this
reduction is reflected in the overall decrease in the provisions for prior years’ outstanding
estimated claims reserves in 2011 and 2010. This net reduction in claims reserves had a
positive impact on net assets of approximately $26,500 over the last two years combined.
Within the net asset totals shown are restricted assets totaling $43,061 in 2011, $38,420 in
2010, and $33,924 in 2009 for programs that provide mine subsidence coverage to the
general public per the West Virginia State Code and that provide medical malpractice tail
coverage for the House Bill 601 Program.

e Total net operating revenues decreased by $5,287 in 2011 and by $4,733 in 2010. The
decrease is due to a reduction in premium rates which is reflective of the overall
improvement in the trend in claims development and a reduction in premiums for the
recovery of previously billed premium surcharges.

e Total operating expenses increased to $37,624 in 2011 from $35,614 in 2010. Claims and
claims adjustment expense increased year over year by $1,930 primarily because the
provision for current year reserves in 2011 was $2,340 higher than the previous year’s
provision for current year reserves recorded in 2010. However, this increase was partially
offset by a decrease in the actuarially determined outstanding retained reserves for prior
years’ claims liabilities. The decreases in the provision for insured events of prior fiscal years
significantly contributed to the lower operating expense levels for both years.

e Nonoperating revenues decreased by $6,331 in 2011 when compared to 2010 whereas there
was an increase of $17,770 in 2010 versus 2009. These yearly fluctuations mirror the overall
investment returns and valuation changes resulting from recording the investments at fair
value.

e Total revenues and total expenses from 2011 to 2010 and from 2010 to 2009 have fluctuated
due to the year-over-year reductions in premium rates, the changes in the retained loss
estimates and the variations in annual investment market returns. See the analysis of these
individual components as previously discussed for additional information.
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West Virginia Board of Risk and Insurance Management

Management’s Discussion and Analysis (continued)

OVERALL ANALYSIS
(Dollars in Thousands)

The overall condition of BRIM has improved from the prior year. Continuing favorable loss
development trends, including further reductions in the estimated claims reserves for prior years,
together with investment earnings and aggressive risk management have allowed BRIM to
further increase the net assets for this year, reflecting net assets of $219,828 at June 30, 2011.
BRIM implemented and continues to strictly adhere to a comprehensive financial stability plan.

Unpaid Claims Liability

BRIM’s most significant number on its statements of net assets is the liability for estimated
unpaid claims and claims adjustment expense. This liability consists of two parts: claims that
BRIM is aware of which have been reserved and incurred but not reported (IBNR) claims, which
are projected by an independent actuary. From fiscal year 2010 to 2011, the liability for unpaid
claims decreased from $135,428 to $126,227. The chart below shows the estimated unpaid
claims and claims adjustment expense liability for fiscal years 2003 through 2011.

Estimated Unpaid Claims and Claims Adjustment Expense
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=

= $100,000

g $50,000
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Fiscal Year Ended

House Bills 601 and 2122

In December 2001, the West Virginia Legislature passed House Bill 601, which authorized
BRIM to provide medical malpractice and general liability coverage to health care providers.
This bill was created as a result of the medical malpractice insurance crisis created by private
sector insurance companies’ nonrenewing insurance policies for health care providers on a
national level and in the State.
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West Virginia Board of Risk and Insurance Management

Management’s Discussion and Analysis (continued)

During the legislative session in early 2003, House Bill 2122 was enacted. This bill allowed for
the physicians insured under House Bill 601 to novate into a physician’s mutual. On July 1,
2004, House Bill 601 physicians were novated to the West Virginia Physicians’ Mutual
Insurance Company (WVPMIC). The hospitals and clinics that did not novate were nonrenewed
by BRIM prior to June 30, 2004. The program is in “runoff” mode, and BRIM continues to
service and pay claims that were made during the effective period or claims relating to tail
coverage purchased. Tail coverage was offered to all terminated insurers in House Bill 601. This
tail coverage covers the insured on any IBNR claims during the policy period. There currently
are no active or open claims.

Results by Line of Business for BRIM

BRIM’s lines of business are comprised of the State (state agencies), SB3 (for nonprofits, boards
of education, and other governmental units), mine subsidence (for home and business owners),
and the House Bill 601 (medical malpractice for private physicians).

The following chart shows the breakdown by customer and line of business of the total estimated
claim liability number, which is $126,227. As demonstrated in the chart, the largest claim
volume for BRIM relates to general liability for the State agencies and SB3 programs and the
State agencies’ medical malpractice coverage.

Components of Total Claim Liability by
Customer and Line of Business

1%

196 7 O State General Liability

0,
1% Less than 1%

@SB3 General Liability

O State Auto

OSB3 Auto

@ State Medical Malpractice
@SB3 Medical Malpractice
O State Property

OSB3 Property

B Mine Subsidence

There is no long-term debt activity.
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West Virginia Board of Risk and Insurance Management

Management’s Discussion and Analysis (continued)

ECONOMIC FACTORS AND NEXT YEAR’S RATES
Management’s Plan to Maintain Net Assets by Line of Business

BRIM has no deficiency in net assets for any of the lines of business for the programs it
oversees. Previously a deficiency arose primarily due to adverse claim development in the
general liability and medical malpractice lines of business for the State and SB3. The following
paragraphs describe the essential plans that BRIM followed and will continue to follow to ensure
that all lines of business remain fiscally solvent and that the individual programs are financially
sound.

Risk Management

BRIM has advanced an aggressive risk management plan during the past four years to help
identify the risks underlying the adverse losses that occurred in prior years. Processes are in
place to allow for better organization and for proper documentation of activities. BRIM has been
working on ways to increase and improve communications, both within the agency and with its
customers, and has been promoting interaction within the agency with regard to loss control
utilization. In conjunction with the underwriting department, a system of credits and surcharges
are in place, based on loss control efforts and cooperation, or lack thereof, on the part of BRIM’s
insurers.

Investment Returns

BRIM transferred $6 million to the funds invested with the West Virginia Investment
Management Board (WVIMB) and reinvested all of the earnings on the funds for the fiscal years
2011 and 2010. All BRIM funds held by the WVIMB are invested for the benefit of the pool
participants. BRIM invests and withdraws its monies from these funds as needed primarily for
operating and short-term cash requirements. Investment income had increased in fiscal year 2010
but due to the fluctuations in the market during fiscal year 2011 investment income decreased
somewhat when compared to 2010.

Premium Determination Process
BRIM has properly maintained premiums across all lines of business for the past several years
based on relevant exposure data and claims loss history. Charging proper premiums, consistent

with the commercial industry, has enabled BRIM to adequately cover losses. Further, fiscal years
2011, 2010, and 2009 showed signs of favorable loss trends, which BRIM hopes will continue.

1107-1276842 9



West Virginia Board of Risk and Insurance Management

Management’s Discussion and Analysis (continued)

REQUESTS FOR INFORMATION

This financial report is designed to provide BRIM’s customers, governing officials, legislators,
citizens, and taxpayers with a general overview of BRIM’s accountability for the money it

receives. If you have any questions about this report or need additional information, contact the
Office of the Chief Financial Officer at (304) 766-2646.

1107-1276842 10



West Virginia Board of Risk and Insurance Management

Statements of Net Assets

June 30
2011 2010
(In Thousands)
Assets
Current assets:
Cash and cash equivalents $ 13,830 $ 15,622
Advance deposits with insurance company and trustee 189,211 184,926
Receivables:
Premiums due from State agencies 7 26
Premiums due from other entities 371 387
Other 410 801
Less allowance for doubtful accounts (387) (387)
Net receivables 401 827
Prepaid insurance 38 -
Restricted cash and cash equivalents 9,401 13,991
Restricted receivables:
Premiums due from other entities 533 522
Total current assets 213,414 215,888

Noncurrent assets:

Equity position in internal investment pools 105,500 94,488

Restricted investments 35,022 25,843
Total noncurrent assets 140,522 120,331
Total assets 353,936 336,219
Liabilities
Current liabilities:

Estimated unpaid claims and claims adjustment expense 43,259 45,707

Unearned premiums 6,095 6,629

Agent commissions payable 1,097 1,230

Accrued expenses and other liabilities 614 659
Total current liabilities 51,065 54,225
Estimated unpaid claims and claims adjustment expense, net of current portion 82,968 89,721
Compensated absences 75 66
Total noncurrent liabilities 83,043 89,787
Total liabilities 134,108 144,012
Net assets:

Restricted by State code 43,061 38,420

Unrestricted 176,767 153,787
Net assets $ 219,828 $ 192,207

See accompanying notes.

1107-1276842 11



West Virginia Board of Risk and Insurance Management

Statements of Revenues, Expenses, and Changes in Net Assets

Year Ended June 30
2011 2010

(In Thousands)
Operating revenues

Premiums $ 52,538 $ 58,007
Less excess coverage/reinsurance premiums (6,075) (6,257)
Net operating revenues 46,463 51,750
Operating expenses

Claims and claims adjustment expense 33,598 31,668
General and administrative 4,026 3,946
Total operating expenses 37,624 35,614
Operating income 8,839 16,136
Nonoperating revenues

Investment income 18,782 25,081
Financing income — 32
Net nonoperating revenues 18,782 25,113
Changes in net assets 27,621 41,249
Total net assets, beginning of year 192,207 150,958
Total net assets, end of year $ 219,828 $ 192,207

See accompanying notes.
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West Virginia Board of Risk and Insurance Management

Statements of Cash Flows

Operating activities
Receipts from customers
Payments to employees
Payments to suppliers
Payments to claimants
Deposits to advance deposit with insurance company and trustee
Withdrawals from advance deposit with insurance company
and trustee
Net cash used in operating activities

Noncapital financing activities
Financing earnings
Net cash provided by noncapital financing activities

Investing activities

Purchase of investments

Sale of investments

Net investment earnings

Net cash (used in) provided by investing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Cash and cash equivalents consist of:

Cash and cash equivalents
Restricted cash and cash equivalents

1107-1276842

Year Ended June 30

2011

2010

(In Thousands)

$ 46,309 $ 50,710

(1,541)  (1,349)
(2,658)  (2,487)
(42,799)  (48,975)
(49,208)  (58,760)
44927 48,048
(4970) (12,813)

- 32

- 32
(49,968)  (37,300)
41503 35,135
7053 127378
(1,412) 10,213
(6,382)  (2,568)
29613 32,181
$ 23231 $ 29613
$ 13,830 $ 15,622
9401 13,991

$ 23231 $ 29613
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West Virginia Board of Risk and Insurance Management

Statements of Cash Flows (continued)

Reconciliation of operating income to net cash used in

operating activities
Operating income

Adjustments to reconcile operating income to net cash

used in operating activities

Increase in advanced deposits

Decrease (increase) in premiums receivable, net

Increase in prepaid insurance

Decrease in estimated liability for unpaid claims
and claims adjustment expense

(Decrease) increase in other liabilities

Decrease in unearned premiums

Total adjustments

Net cash used in operating activities

Noncash activities
Increase in fair value of investments

See accompanying notes.

1107-1276842

Year Ended June 30
2011 2010

(In Thousands)

$ 8839 $ 16,136

(4,285)  (10,711)

415 (434)
(38) -
(9,201)  (17,305)
(166) 107
(534) (606)

(13,809) (28,949

$ (4970) $ (12,813)

$ 11726 $ 12,705
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West Virginia Board of Risk and Insurance Management

Notes to Financial Statements

June 30, 2011
(Dollars in Thousands)

1. General

The West Virginia Board of Risk and Insurance Management (BRIM) was established in 1957 to
provide for the development of the State of West Virginia’s (the State and primary government)
property and liability self-insurance program. Approximately 161 State agencies participate in
the program. Beginning in 1980, county boards of education were authorized to participate in the
liability portion of this program, with 55 county boards currently participating in the program. In
fiscal year 1987, Senate Bill 3 (SB3) was enacted, allowing local governmental entities and
nonprofit organizations to participate in the entire program. There are approximately 900 such
entities participating in the program. In 1982, legislation was also enacted requiring BRIM to
establish and administer a coal mine subsidence reinsurance program which makes available to
the general public dwelling insurance covering damage up to a specific maximum caused by the
collapse of underground coal mines.

BRIM operates under the authority granted by the Legislature in Chapter 29, Article 12 and
Chapter 33, Article 30 of the West Virginia Code and the provisions of Executive Order 12—-86.
BRIM is an agency of the State operating within the Department of Administration and is
governed by a five-person board of directors appointed by the Governor. Accordingly, BRIM is
reported as an enterprise fund of the State operating as a single business segment and is included
in the State’s Comprehensive Annual Financial Report (CAFR).

BRIM uses a “modified” paid retrospective rating plan for its liability insurance program. Under
the current plan, BRIM annually pays a “premium” deposit into a trust fund in the amount of the
estimated losses for the current policy year. As claims are reported, they are paid from the trust
funds established by the premium deposit. When paid losses exceed the amount of the
“premium” deposit, including earnings, BRIM pays into the trust account an additional
“premium” deposit estimated to be sufficient to fund any estimated remaining claims and claims
adjustment expenses expected to be paid during the ensuing 12-month period. These payments
are calculated through retrospective rating adjustments made subsequent to the current policy
year. Therefore, the “premiums” paid by BRIM are advance deposits and BRIM is not
indemnified by the insurance company for any losses. Under this plan, the insurance company is
compensated for its claim-handling services by a fixed fee negotiated on a yearly basis.

From January 1, 1971 through June 30, 1976, the liability coverage provided by BRIM was
limited to $25 thousand per occurrence on general liability, automobile liability, and medical
malpractice claims. From July 1, 1976 through June 30, 1980, the liability coverage provided by
BRIM was limited to $100 thousand per occurrence. From July 1, 1982 through June 30, 1985,
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West Virginia Board of Risk and Insurance Management

Notes to Financial Statements (continued)

(Dollars in Thousands)

1. General (continued)

the liability coverage provided by BRIM was limited to $6 million per occurrence. Since July 1,
1985, the liability coverage provided by BRIM is limited to $1 million indemnity per occurrence.
In addition, the county boards of education are covered by an excess insurance policy providing
up to $5 million of coverage in excess of the underlying $1 million limit. These limits only apply
to incur indemnity claim losses. BRIM pays all allocated loss adjustment expenses (ALAE),
which are the costs incurred in the reporting, investigation, adjustment, defense, and settlement
of claims that are attributable to a specific, individual claim.

Prior to July 1, 1990, BRIM retained the first $25 thousand of loss per event on property
insurance claims. Losses in excess of $25 thousand per event were also retained within an annual
aggregate limit. From July 1, 1990 through June 30, 1991, the exposure retained by BRIM was
$1 million per event. From July 1, 1991 through June 30, 1996, the exposure retained by BRIM
was $2 million per event. Since July 1, 1996, the exposure retained by BRIM is $1 million per
event. BRIM has obtained excess coverage, through insurance companies, covering losses in
excess of $1 million up to $400 million per occurrence subject to various sublimits for particular
types of claims as specified in the policy.

In 1985, the coal mine subsidence program was legislatively expanded to include all types of
building structures, and the maximum amount of insurance available was increased from
$50 thousand to $75 thousand per structure.

In December 2001, the West Virginia Legislature passed House Bill 601, which authorized
BRIM to provide medical malpractice and general liability coverage to private health care
providers (the House Bill 601 Program). On July 1, 2004, all physicians novated to the newly
formed West Virginia Physicians’ Mutual Insurance Company (WVPMIC). BRIM maintained
the hospital and facilities in the House Bill 601 Program that did not novate to WVPMIC.
However, all policies have been terminated as of June 30, 2004, and the program is in runoff
mode only for existing clams and for any claims that may be submitted on any tail policies that
were purchased.

In March 2004, the West Virginia Legislature passed House Bill 4740, creating a Patient Injury
Compensation Fund. The purpose of this fund is to provide fair and reasonable compensation to
claimants in medical malpractice actions for any portion of economic damages awarded that is
uncollectible as a result of previously enacted tort reforms. This fund provides relief to claimants
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(Dollars in Thousands)

1. General (continued)

whose damages were limited because of caps for trauma care or as a result of joint and several
liabilities. The capitalization of the fund comes from the State’s tobacco settlement fund. The
activity for this fund is not reflected in BRIM’s financial statements. BRIM serves as third-party
administrator for this fund and, accordingly, the activity for this fund is reflected in the State’s
financial statements.

In the normal course of business, BRIM seeks to reduce the loss that may arise from catastrophes
or other events that cause unfavorable operating results by reinsuring levels of risk in various
areas of exposure with other insurance enterprises or reinsurers. Reinsurance permits recovery of
a portion of losses from reinsurers; however, it does not discharge the primary liability of BRIM
as direct insurer of the risks insured. BRIM does not report reinsured risks as liabilities unless it
is probable that those risks will not be covered by reinsurers.

The funding of the property and liability insurance premiums for the State agencies comes from
direct premium assessments on those agencies. SB3 entities are charged a premium to participate
in the program. Under the mine subsidence line of business, the ceding insurers pay BRIM a
reinsurance premium.

Pursuant to the West Virginia Code, BRIM submits a detailed budgetary schedule of
administrative expenses to the Secretary of the Department of Administration prior to the
beginning of each fiscal year. The fundamental purpose of budgetary control is to plan for the
expected level of operations and to provide management with a tool to control deviation from
such plan. The budgetary schedule is prepared on a modified cash basis, which is a
comprehensive basis of accounting other than U.S. generally accepted accounting principles
(GAAP). Expenditures related to the general revenue appropriation amount, if any, are
monitored by the State’s budgetary review process in total on an unclassified basis. Each year’s
appropriation lapses at year-end. The remaining operations of BRIM are subject to a
nonappropriated budgetary review process.

GAAP defines component units as legally separate organizations for which the elected officials
of the primary government are financially accountable or other organizations for which the
nature and significance of their relationship with the State’s financial statements would cause
them to be misleading. BRIM has considered whether it has any component units as defined by
GAAP and has determined that no such organizations meet the criteria set forth above.
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Notes to Financial Statements (continued)
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2. Summary of Significant Accounting Policies
Basis of Accounting

As an enterprise fund, BRIM’s financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting in conformity with GAAP. Revenues are
recorded when earned, and expenses are recorded when a liability is incurred, regardless of the
timing of the related cash flows.

BRIM distinguishes operating revenues and expenses from nonoperating. Operating revenues
and expenses generally result from providing services in connection with BRIM’s principal
ongoing operations. The principal operating revenues and expenses of BRIM relate to premium
revenues and claims and administrative expenses. Premium contributions received covering
future contract periods are deferred and recognized over the related contract period. Net
investment earnings and finance charges are reported as nonoperating revenues.

In September 1993, the Governmental Accounting Standards Board (GASB) issued Statement
No. 20, Accounting and Financial Reporting for Proprietary Funds and Other Governmental
Entities That Use Proprietary Fund Accounting. As permitted by the statement, BRIM has
elected not to adopt Financial Accounting Standards Board (FASB) statements and
interpretations issued after November 30, 1989, unless the GASB specifically adopts such FASB
statements or interpretations.

The financial statements of BRIM are intended to present the financial position and the changes
in financial position and cash flows of only that portion of the business-type activities of the
State of West Virginia that is attributable to the transactions of BRIM. They do not purport to,
and do not, present fairly the financial position of the State of West Virginia as of June 30, 2011
and 2010, and the changes in its financial position and its cash flows for the years then ended in
conformity with GAAP.

Use of Estimates
The preparation of financial statements in conformity with GAAP requires management to make

certain estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from management’s estimates.
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2. Summary of Significant Accounting Policies (continued)
Cash and Cash Equivalents

Cash equivalents are short-term investments with original maturities of 90 days or less. Cash and
cash equivalents principally consist of interest-earning deposits in certain investment pools
maintained by the West Virginia Board of Treasury Investments (BTI). Such funds are available
to BRIM with overnight notice. Interest income from these investments is prorated to BRIM at
rates specified by the BTI based on the balance of BRIM’s deposits maintained in relation to the
total deposits of all State agencies participating in the pool. The book carrying value of the
amounts on deposit with the BTI, which approximates estimated fair value, was $21,353 and
$24,416 at June 30, 2011 and 2010, respectively.

Restricted cash and cash equivalents are cash and cash equivalents that are to be used for specific
lines of business (i.e., mine subsidence coverage provided to the general public and medical
malpractice and general liability coverage provided to health care providers) based on
restrictions provided in the State Code.

Advance Deposits With Insurance Company and Trustee

Advance deposits with the insurance company consist of monies on deposit that are utilized to
fund claims and claims adjustment expenses as they are paid by the insurance company.

Beginning in fiscal year 2006, BRIM deposited monies with the Bank of New York (BNY), as
trustee, to hold as advance deposits in an escrow account for BRIM liability claims with loss
dates occurring after June 30, 2005. In fiscal year 2010, BRIM transferred the remaining advance
deposits being held in accounts maintained by the carrier into the existing BNY trust vehicle to
fund all outstanding liability claims with loss dates before June 30, 2005. The monies held in
escrow are invested in specific money market funds and short-term guaranteed or investment
grade fixed income securities that are identified as “qualified assets” in the escrow agreement.
The funds held in escrow, together with their earnings, will be used to fund the payment of the
claims and claims adjustment expenses related to these liability claims. As escrow agent, BNY
periodically transfers monies from the escrow account to the insurance company administering
these claims in order to reimburse the insurance company for payments that they have issued on
these claims and claims adjustment expenses on BRIM’s behalf.
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(Dollars in Thousands)

2. Summary of Significant Accounting Policies (continued)
Investments

BRIM invests in certain West Virginia Investment Management Board (WVIMB) investment
pools. Some of these pools invest in longer-term securities and are subject to market fluctuation
because of changes in interest rates. Investments are reported by WVIMB at fair value and are
accounted for by BRIM accordingly, with changes in the fair value included in investment
income. Income from these investments is prorated to BRIM at rates specified by WVIMB based
on the balance of BRIM’s deposits maintained in relation to the total deposits of all State
agencies participating in the pool.

Restricted investments are investments that are to be used for specific lines of business (i.e.,
mine subsidence coverage provided to the general public and medical malpractice and general
liability coverage provided to health care providers) based on restrictions provided in the State
Code.

Compensated Absences

Employees fully vest in all earned but unused annual leave, and BRIM accrues for obligations
that may arise in connection with compensated absences for vacation at the current rate of
employee pay. In accordance with State personnel policies, employees vest in any remaining
unused sick leave only upon retirement, at which time any unused compensated absence time can
be converted into employer-paid premiums for postemployment health care coverage through the
West Virginia Retiree Health Benefit Trust Fund (RHBT) or be converted into a greater
retirement benefit under the State of West Virginia Public Employees Retirement System
(PERS).

Unpaid Claims and Claims Adjustment Expense

Utilizing an external actuary, management establishes the unpaid claims and claims adjustment
expense liability based on estimates of the ultimate cost of claims, including future claims
adjustment expenses, that have been reported but not settled and of claims that have been
incurred but not reported (IBNR). Such estimates are based on industry statistical loss reserve
information as well as BRIM historical data, including case-basis estimates of losses reported,
actuarial projections of loss development of IBNR claims, and estimates of expenses for
investigation and adjustment of all incurred and unadjusted losses (and estimates of expected
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Notes to Financial Statements (continued)
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2. Summary of Significant Accounting Policies (continued)

salvage and subrogation receipts are deducted from the estimated liability). The length of time
for which such costs must be estimated varies depending on the coverage involved. In the event a
reinsurer is unable financially to satisfy an obligation, BRIM is responsible for such liability.

Management believes the estimate for unpaid claims and claims adjustment expense is a
reasonable best estimate of BRIM’s ultimate losses and loss adjustment expenses to be incurred
to discharge BRIM’s obligations. However, because actual claims costs depend on such complex
factors as actual outcomes versus industry statistical information utilized in the estimation
process, inflation, changes in doctrines of legal liability, and damage awards, the process used in
computing estimates of claims liability does not necessarily result in an exact amount,
particularly for coverages such as general liability and medical malpractice. For instance,
medical malpractice claims have a long payout period and claims may not be known for several
years. The exposures written under this program have not yet developed sufficient experience to
be evaluated based on their own merit. Accordingly, BRIM’s actual incurred losses and loss
adjustment expenses may vary significantly from the estimated amounts reflected in BRIM’s
financial statements. Claims liabilities are recomputed periodically using a variety of actuarial
and statistical techniques to produce current estimates that reflect recent settlements, claim
frequency, and other economic and social factors; such adjustments are included in current
operations. A provision for inflation in the calculation of estimated future claims costs is implicit
in the calculation because reliance is placed both on actual historical data that reflect past
inflation and on other factors that are considered to be appropriate modifiers of past experience.
The claims and claims adjustment expense category on the statements of revenues, expenses, and
changes in net assets includes estimated incurred claim costs, allocated loss adjustment expenses,
and unallocated claims adjustment expenses.

Premium deficiency is defined as the amount by which expected claims costs (including IBNR
claims), and all expected claims adjustment expenses exceed related unearned premiums. BRIM
has determined that a premium deficiency does not exist. In making this determination,
management has taken into consideration anticipated investment income, using an assumed 4%
discount rate.

Receivables and Premium Income
Receivables represent the amount outstanding for premiums from the insured covered under

BRIM’s insurance program. Management maintains an allowance for doubtful accounts to
reserve for estimated losses based on the length of time the amount has been past due.
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2. Summary of Significant Accounting Policies (continued)
Unearned Premiums

Unearned premiums included premium revenues collected for future periods. These revenues
will be recognized in the operating periods in which they are earned.

Restricted Net Assets

Restricted net assets are net assets that are to be used for the House Bill 601 Program and mine
subsidence coverage provided to the general public based on restrictions provided in the State
Code. When an expense is incurred for which both restricted and unrestricted net assets are
available, BRIM first utilizes restricted net assets for such purpose.

3. Deposit and Investment Risk Disclosures

BRIM is mandated by statute to have their cash and investments managed by the WVIMB and
BTI. However, BRIM currently does not have specific policies addressing limitations on specific
risk types, such as credit risk, custodial credit risk, concentration of credit risk, interest rate risk,
or foreign currency risk.

Cash Equivalents

West Virginia Money Market Pool (formerly the Cash Liquidity Pool)

The BTI administers the pool and limits the exposure to credit risk by requiring all corporate
bonds held by the West Virginia Money Market Pool to be rated AA- by Standard & Poor’s (or

its equivalent) or higher. Commercial paper must be rated A-1 by Standard & Poor’s and P1 by
Moody’s. Additionally, the pool must have at least 15% of its assets in U.S. Treasury issues.
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3. Deposit and Investment Risk Disclosures (continued)

The following table provides information on the weighted average credit ratings of the West
Virginia Money Market Pool’s investments:

June 30, 2011 June 30, 2010
Fair Percent of Fair Percent of
Security Type Moody’s  S&P Value Pool Assets Moody’s S&P Value Pool Assets
Commercial paper P1 A-1 $ 1,069,576 35.43% P1 A-1 $ 855844 29.75%
Corporate bonds and notes Aal AA 10,000 0.33 Aal AA 10,000 0.35
Aa2 AA 33,000 1.09 Aa2 AA 10,000 0.35
Aa3 AA 31,000 1.03 - - - -
Aa3 A 53,000 1.76 - - - -
127,000 4.21 20,000 0.70
U.S. agency bonds Aaa AAA 170,788 5.66 Aaa AAA 246,990 8.59
U.S. Treasury notes Aaa AAA 298,345 9.88 Aaa AAA 65,153 2.26
U.S. Treasury bills Aaa AAA 231,051 7.65 Aaa AAA 476,670  16.57
Negotiable certificates of
deposit P1 A-1 140,000 4.64 P1 A-1 281,000 9.77
U.S. agency discount notes P1 A-1 697,164  23.10 P1 A-1 606,048  21.07
Money market funds Aaa AAAM 200,279 6.64

- - - - Aaa AAA 150,026 5.21
Repurchase agreements

U.S. Treasury notes Aaa AAA 69,557 2.30 Aaa AAA 101,280 3.52
U.S. agency notes Aaa AAA 14,800 0.49 Aaa AAA 73,700 2.56
84,357 2.79 174,980 6.08

$ 3,018,560 100.00% $ 2,876,711 100.00%

Concentration of Credit Risk

West Virginia statutes prohibit the West Virginia Money Market Pool from investing more than
5% of its assets in securities issued by a single private corporation or association. At June 30,
2011 and 2010, the pool did not have investments in any one private corporation or association
that represented more than 5% of assets.

Custodial Credit Risk
At June 30, 2011 and 2010, the West Virginia Money Market Pool held no securities that were
subject to custodial credit risk. Repurchase agreements are collateralized at 102% and the

collateral is held in the name of the BTI. Securities lending collateral is invested in a pool
managed by the securities lending agent in the BTI’s name.
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3. Deposit and Investment Risk Disclosures (continued)
Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. All pools and accounts are subject to interest rate risk.

The overall weighted average maturity (WAM) of the investments of the West Virginia Money
Market Pool cannot exceed 60 days. Maximum maturity of individual securities cannot exceed
397 days from date of purchase. The following table provides the WAM for the various asset
types in the WV Money Market Pool (fair values — in thousands):

June 30, 2011 June 30, 2010
Fair WAM Fair WAM
Investment Type Value Days Value Days
Repurchase agreements $ 84,357 1 $ 174,980 1
U.S. Treasury notes 298,345 137 65,153 140
U.S. Treasury bills 231,051 34 476,670 35
Commercial paper 1,069,576 35 855,844 18
Certificates of deposit 140,000 58 281,000 45
U.S. agency discount notes 697,164 45 606,048 52
Corporate bonds and notes 127,000 20 20,000 19
U.S. agency bonds/notes 170,788 66 246,990 55
Money market funds 200,279 1 150,026 1
Total rated investments $ 3,018,560 46 $ 2,876,711 33

BRIM’s amount invested in the West Virginia Money Market Pool of $21,353 included in cash
and cash equivalents, at June 30, 2011, and $24,416 at June 30, 2010, represents approximately
1% of total investments in this pool.

Foreign Currency Risk

None of the West Virginia Money Market Pool holds interest in foreign currency or interests
valued in foreign currency.
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3. Deposit and Investment Risk Disclosures (continued)
Investments
Board of Risk and Insurance Management Fund

This fund was specifically designed for BRIM by WVIMB based on BRIM’s unique cash flow
needs. BRIM is the only State agency participating in this fund and owns 100% of the total assets
in the fund. The fund invests, along with other agencies, in the following WVIMB investment
pools: Domestic Large Cap Equity pool, Domestic Non-Large Cap Equity pool, International
Equity pool, International Nonqualified Equity pool, Total Return Fixed Income pool, Core
Fixed Income pool, Hedge Fund and the Treasury Inflation Protection Securities (TIPS).

Investment Objectives

This fund’s investment objective is to achieve a total rate of return of at least 4.9% per annum,
net of fees.

Asset Allocation

Based upon the WVIMB’s determination of the appropriate risk tolerance for the fund, the
WVIMB has adopted the following broad asset allocation guidelines for the assets managed for
the Board of Risk and Insurance Management Fund. (Policy targets have been established on a
market value basis.)

Asset Class Policy Target
Domestic large cap equity 10%
International equity 10
Total equity 20
Domestic fixed income 55
Hedge fund 20
Other 5
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3. Deposit and Investment Risk Disclosures (continued)
Asset Value

Investments at cost and as reported at fair value (actual asset allocation) are summarized as
follows at June 30 (in thousands):

2011 2010
Cost Fair Value Cost Fair Value
Domestic large cap equity $ 7204 $ 10,287 $ 8,670 $ 8,924
Domestic non-large cap equity 3,554 3,667 2,676 1,701
International equity 3,458 9,091 4,725 7,792
International nonqualified equity 2,884 4,781 3,150 4,023
Total return fixed income 33,480 42,472 28,750 36,332
Core fixed income 19,750 23,093 34,841 37,553
Hedge fund 22,849 25,653 23,085 24,003
TIPS (Treasury Inflation
Protection Securities) 13,987 14,280 - -
Other 7,198 7,198 3 3

$ 114364 $ 140,522 $ 105900 $ 120,331

Investment income is comprised of the following for the years ended June 30 (in thousands).

2011 2010
Investment income:
Interest income including realized gains/losses on
sale of securities $ 7056 $ 12,376
Unrealized gain on investments 11,726 12,705
Total investment income $ 18,782 $ 25,081

WVIMB calculates total rates of return using the time-weighted rate of return methodology. The
time-weighted method determines the rate of return exclusive of the effects of participant
contributions or withdrawals.
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3. Deposit and Investment Risk Disclosures (continued)
Asset Class Risk Disclosures

Domestic Large Cap Equity Pool

This pool holds equity securities of U.S. companies, exchange traded stock index futures, and
money market funds with the highest credit rating. At June 30, 2011 and 2010, this pool did not
hold securities of any one issuer in excess of 5% of the value of the pool in accordance with
West Virginia statutes. BRIM’s amount invested in the large cap domestic pool of $10,287 and
$8,924 at June 30, 2011 and 2010, represents approximately 0.5% of total investments in this
pool.

Domestic Non-Large Cap Equity Pool

This pool holds equity securities of U.S. companies and money market funds with the highest
credit rating. At June 30, 2011 and 2010, this pool did not hold securities of any one issuer in
excess of 5% of the value of the pool in accordance with West Virginia statutes. BRIM’s amount
invested in the non-large cap domestic pool of $3,667 and $1,701 at June 30, 2011 and 2010,
represents approximately 0.5% of total investments in this pool.
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3. Deposit and Investment Risk Disclosures (continued)

International Equity Pool

This pool has both equity securities and cash that are denominated in foreign currencies and are
exposed to foreign currency risks. The amounts (in U.S. dollars) of the securities and cash
denominated in foreign currencies are as follows (in thousands):

June 30, 2011 June 30, 2010
Equity Equity
Currency Securities Cash Total Securities Cash Total
Australian dollar $ 57,707 $ 4 3 57,711  $ 28,001 $ 8 $ 28,009
Brazil cruzeiros real 113,185 3,157 116,342 82,624 1,605 84,229
British pound 185,203 407 185,610 141,897 435 142,332
Canadian dollar 73,646 1,172 74,818 58,467 59 58,526
Czech koruna 14,883 - 14,883 10,106 5 10,111
Danish krone 9,198 4 9,202 7,115 6 7,121
Egyptian pound - 1 1 741 12 753
Euro 321,019 (24) 320,995 242,635 379 243,014
Hong Kong dollar 145,395 1,722 147,117 137,405 848 138,253
Hungarian forint 13,693 6 13,699 11,994 39 12,033
Indian rupee 15,598 2 15,600 1,938 1 1,939
Indonesian rupian 7,629 15 7,644 4,049 24 4,073
Israeli shekel 16,949 140 17,089 22,323 - 22,323
Japanese yen 186,089 1,456 187,545 162,122 1,834 163,956
Malaysian ringgit 8,745 57 8,802 10,960 206 11,166
Mexican new peso 30,641 200 30,841 23,959 422 24,381
New Taiwan dollar 27,520 232 27,752 51,582 2,875 54,457
New Turkish lira 22,980 449 23,429 44,480 1 44,481
New Zealand dollar - - - 1,025 - 1,025
Norwegian krone 20,476 100 20,576 11,570 33 11,603
Pakistani rupee 2,089 - 2,089 923 - 923
Philippine peso 6,195 2 6,197 6,158 15 6,173
Polish zloty 11,535 7 11,542 7,912 5 7,917
Singapore dollar 21,338 67 21,405 29,787 113 29,900
South African rand 44,669 167 44,836 38,417 132 38,549
South Korean won 134,565 1,474 136,039 103,072 1,207 104,279
Swedish krona 20,743 52 20,795 18,257 45 18,302
Swiss franc 68,353 40 68,393 41,481 417 41,898
Thailand baht 15,808 428 16,236 8,775 180 8,955
UAE dirham 8,092 - 8,092 — — —
Total $ 1603943 $ 11,337 $ 1615280 $ 1,309,775 $ 10,906 $ 1,320,681

This table excludes securities held by the pool that are denominated in U.S. dollars. The market
value of these U.S. dollar denominated securities is $233,335 and $185,968 at June 30, 2011 and
2010, respectively. BRIM’s amount invested in the international equity pool of $9,091 and
$7,792 at June 30, 2011 and 2010, represents approximately 0.6% of total investments in this
pool.
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3. Deposit and Investment Risk Disclosures (continued)

International Nonqualified Equity Pool

This pool holds a collective trust fund that invests in equities denominated in foreign currencies.
The value of this investment at June 30, 2011 and 2010, was $68,082 and $53,797, respectively.
This investment, although denominated in U.S. dollars, is exposed to foreign currency risk
through the underlying investments. BRIM’s amount invested in the international nonqualified
equity pool of $4,781 and $4,023 at June 30, 2011 and 2010, respectively, represents
approximately 7.0% and 7.5% of total investments in this pool.

Total Return Fixed Income Pool

Credit Risk

WVIMB limits the exposure to credit risk in the Total Return Fixed Income pool by maintaining
at least an average rating of investment grade as defined by the Nationally Recognized Statistical
Rating Organizations. The following table provides the weighted average credit ratings of the
asset types in the fixed income pool:

June 30, 2011 June 30, 2010
Percent Percent
Security Type Moody’s S&P Fair Value of Assets Moody’s S&P  Fair Value of Assets
Corporate bonds and notes Baa2 BBB $ 699,706 29.9% Baa BBB $ 572,512 31.8%
U.S. Treasury bonds and notes Aaa AAA 367,385 15.7 Aaa AAA 165,854 9.2
U.S. Treasury inflation protection
bonds - - Aaa AAA 30,997 1.7
Corporate asset-backed securities Aa3 AA 32,194 14 Aaa AAA 13,213 0.7
Corporate collateralized mortgage
obligations B1 BB 31,137 1.3 Ba BB 65,134 3.6
Corporate preferred securities NR BB+ 5,778 0.2 NR NR 891 0.0
Agency mortgage-backed securities  Aaa AAA 443,640 190 Aaa AAA 200,978 11.2
Agency notes Aa A - - Aa A 4,004 0.2
Agency collateralized mortgage
obligations Aaa AAA 37,142 1.6 Aaa AAA 7,258 0.4
Municipal bonds Al A 81,354 35 Aa A 26,929 15
Regulated investment companies Aaa AAA 227,854 9.7 - - - -
Agency discount notes P-1 A-1+ 3,403 0.1 - - - -
Money market funds - - Aaa AAA 268,245 14.9
Total rated investments $ 1,929,593 82.4% $ 1,356,015 75.2%
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3. Deposit and Investment Risk Disclosures (continued)

At June 30, 2011, unrated securities include commingled investment pools of $410,007 and
option contract purchased valued at $1,891. These unrated securities represent 17.6% of the fair
value of the pool’s investments. At June 30, 2010, unrated securities include commingled
investment pools of $441,720 and option contract purchased valued at $1,349. These unrated
securities represent 24.8% of the fair value of the pool’s investments.

Concentration of Credit Risk

West Virginia statutes prohibit the Total Return Fixed Income pool from investing more than 5%
of its assets in securities issued by a single private corporation or association. At June 30, 2011
and 2010, the fixed income pool did not have investments in any one private corporation or
association that represented more than 5% of assets.

Custodial Credit Risk

At June 30, 2011 and 2010, the Total Return Fixed Income pool held no securities that were
subject to custodial credit risk. Repurchase agreements are collateralized at 102% and the
collateral is held in the name of the WVIMB. Investments in commingled funds are held in the
name of the WVIMB. All remaining securities are held by the WVIMB’s custodian in the name
of the WVIMB. Securities lending collateral is invested in the lending agent’s collateral
reinvestment fund.
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3. Deposit and Investment Risk Disclosures (continued)
Interest Rate Risk
WVIMB monitors interest rate risk of the Total Return Fixed Income pool by assessing the

modified duration of the investments in the pool. The following table provides the weighted
average modified duration for the various asset types in the fixed income pools (in thousands):

June 30, 2011 June 30, 2010
Modified Modified
Duration Duration
Investment Type Fair Value (Years) Fair Value (Years)

Commingled investment pools $ 410,007 2.0 $ 441,720 0.5
Corporate notes and bonds 699,706 6.3 572,512 6.3
U.S. Treasury notes and bonds 367,385 5.6 165,854 3.9
U.S. Treasury inflation protection bonds - - 30,997 13.1
Corporate asset-backed securities 32,194 16.2 13,213 17.5
Corporate collateralized mortgage obligations 31,137 54 65,134 4.8
Agency mortgage-backed securities 443,640 3.3 200,978 3.8
Agency discount notes 3,403 0.5 - -
Agency notes - - 4,004 2.0
Agency collateralized mortgage obligations 37,142 35 7,258 5.2
Municipal bonds 81,354 14.6 26,929 17.7
Regulated investment companies 227,854 0.0 - -
Money market fund - - 268,245 0.0
Total assets $ 2,333,822 4.6 $ 1,796,844 4.1

The Total Return Fixed Income pool invests in commercial and residential mortgage-backed,
asset-backed securities and collateralized mortgage obligations. The cash flows from these
securities are based on the payment of the underlying collateral. The modified duration and yield
to maturity of these securities are dependent on estimated prepayment assumptions that consider
historical experience, market conditions, and other criteria. Actual prepayments may vary with
changes in interest rates. Rising interest rates often result in a slower rate of prepayments while
declining rates tend to lead to faster prepayments. As a result, the fair values of these securities
are highly sensitive to interest rate changes. At June 30, 2011 and 2010, the Total Return Fixed
Income pool held $544,113 and $286,583, respectively, of these securities. This represents
approximately 23% and 16% of the value of the fixed income pools.

BRIM’s amount invested in the Total Return Fixed Income pool of $42,472 and $36,332 at

June 30, 2011 and 2010, respectively, represents approximately 1.8% and 2.0% of total
investments in this pool.
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3. Deposit and Investment Risk Disclosures (continued)
Foreign Currency Risk

None of the securities held by the Total Return Fixed Income pool are exposed to foreign
currency risk. However, the pool does have foreign exchange forward contracts. Additionally,
the pool has indirect exposure to foreign currency risk through its ownership interest in certain of
the commingled investment pools. Approximately $124,230, or 30% at June 30, 2011, and
$111,363 or 25% at June 30, 2010, of the commingled investment pools hold substantially all of
their investments in foreign currencies. West Virginia statute limits the amount of international
securities to no more than 30% of the total assets managed by the WVIMB. At June 30, 2011 and
2010, the WVIMB was in compliance with this limitation.

Core Fixed Income Pool

WVIMB limits the exposure to credit risk in the Core Fixed Income pool by maintaining at least
an average rating of investment grade as defined by the Nationally Recognized Statistical Rating
Organizations. The following table provides the weighted average credit ratings of the asset
types in the core fixed income pool (in thousands).

June 30, 2011 June 30, 2010
Percent Percent
Security Type Moody’s S&P Fair Value of Assets Moody’s S&P  Fair Value of Assets
Corporate bonds and notes A2 A $ 200,540 16.8% A A $ 153,804 9.9%
U.S. Treasury bonds and
notes Aaa AAA 312,308 26.1 Aaa AAA 334,152 21.4
Corporate asset-backed
securities Aal AAA 24,084 2.0 Aaa AAA 10,679 0.7
Corporate collateralized
mortgage obligations Al AAA 140,595 11.8 Aa AAA 122,349 7.9
Agency mortgage-backed
securities Aaa AAA 173,704 14.5 Aaa AAA 138,487 8.9
Agency collateralized
mortgage obligations Aaa AAA 286,297 24.0 Aaa AAA 245,849 15.7
Agency notes and bonds Aaa AAA 14,060 1.2 Aaa AAA 13,494 0.9
Municipal bonds Aa3 AA- 2,201 0.2 Aa A 273 0.0
Regulated investment
companies Aaa AAA 40,883 3.4 - - - -
Money market funds - - Aaa AAA 53,413 3.4
Total rated investments $ 1,194,672 100.0% $ 1,072,500 68.8%

At June 30, 2010, unrated securities include a commingled investment pool valued at $488,243.
This unrated security represents 31.2% of the fair value of the pool’s investments.
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3. Deposit and Investment Risk Disclosures (continued)
Concentration of Credit Risk

West Virginia statutes prohibit the Total Return Fixed Income pool from investing more than 5%
of its assets in securities issued by a single private corporation or association. At June 30, 2011
and 2010, the Core Fixed Income pool did not have investments in any one private corporation
or association that represented more than 5% of assets.

Custodial Credit Risk

At June 30, 2011 and 2010, the Core Fixed Income pool held no securities that were subject to
custodial credit risk. All remaining securities are held by the WVIMB’s custodian in the name of
the WVIMB.

Interest Rate Risk

WVIMB monitors interest rate risk of the Core Fixed Income pool by assessing the modified

duration of the investments in the pool. The following table provides the weighted average
modified duration for the various asset types in the core fixed income pools (in thousands):

June 30, 2011 June 30, 2010
Modified Modified
Duration Duration
Investment Type Fair Value (Years) Fair Value (Years)
Corporate notes and bonds $ 200,540 5.6 $ 153,804 5.9
Commingled investment pools - - 488,243 4.3
U.S. Treasury notes and bonds 312,308 6.1 334,152 5.8
Corporate asset-backed securities 24,084 1.6 10,679 1.7
Corporate collateralized mortgage obligations 140,595 3.6 122,349 34
Agency mortgage-backed securities 173,704 7.1 138,487 3.0
Agency notes and bonds 14,060 5.3 13,494 6.0
Agency collateralized mortgage obligations 286,297 3.6 245,849 3.7
Municipal bonds 2,201 14.6 273 12.0
Regulated investment companies 40,883 0.0 - -
Money market fund - - 53,413 —
Total assets $ 1,194,672 5.0 $ 1,560,743 4.4
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3. Deposit and Investment Risk Disclosures (continued)

The Core Fixed Income pool invests in commercial and residential mortgage-backed securities,
asset-backed securities, and collateralized mortgage obligations. The cash flows from these
securities are based on the payment of the underlying collateral. The modified duration and yield
to maturity of these securities are dependent on estimated prepayment assumptions that consider
historical experience, market conditions, and other criteria. Actual prepayments may vary with
changes in interest rates. Rising interest rates often result in a slower rate of prepayments while
declining rates tend to lead to faster prepayments. As a result, the fair values of these securities
are highly sensitive to interest rate changes. At June 30, 2011 and 2010, the Core Fixed Income
pool held $624,680 and $517,363, respectively, of these securities. This represents
approximately 52% and 33% of the value of the fixed income pools.

BRIM’s amount invested in the Core Fixed Income pool of $23,093 and $37,553 at June 30,
2011 and 2010, respectively, represents approximately 1.9% and 2.0% of total investments in
this pool.

Foreign Currency Risk
None of the securities held by the Core Fixed Income pool are exposed to foreign currency risk.

Hedge Fund

The Hedge Fund holds shares in various commingled institutional funds and shares of a money
market fund with the highest credit rating. The commingled institutional funds are not rated by
any of the nationally recognized statistical rating agencies and thus any credit risk cannot be
accurately reported. The pool is not exposed to interest rate risk, custodial credit risk, or
concentration of credit risk. The pool is indirectly exposed to foreign currency risk as certain of
the funds have investments denominated in foreign currencies. At June 30, 2011 and 2010,
approximately $457,406 and $393,329 or 46% and 35%, respectively, of the market value of the
funds were held in foreign currencies. BRIM’s amount invested in the Hedge Fund of $25,653
and $24,003 at June 30, 2011 and 2010, represents approximately 2.4% and 2.1% of total
investments in this pool.
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3. Deposit and Investment Risk Disclosures (continued)

Treasury Inflation Protection Securities (TIPS)

The pool was established on October 1, 2010, with securities transferred from the Real Estate
Pool where they were used as a cash “parking vehicle.” The TIPS pool invests in treasury
inflation-protected securities and its objective is to match the performance of the Barclay’s
Capital U.S. TIPS bond index on an annualized basis.

Credit Risk

WVIMB limits the exposure to credit risk in the TIPS pool by maintaining at least an average
rating of investment grade as defined by the Nationally Recognized Statistical Rating
Organizations. The following table provides the weighted average credit ratings of the asset
types in the TIPS pool:

June 30, 2011

Percent

Security Type Moody’s  S&P Fair Value  of Assets

U.S. Treasury issues Aaa AAA $ 891,182 100.0%
Money market funds Aaa AAA 259 0.0

Total rated investments $ 891,441 100.0%

Concentration of Credit Risk

West Virginia statutes prohibit the TIPS pool from investing more that 5% of its assets in
securities issued by a single private corporation or association. At June 30, 2011, the pool did not
have investments in any one private corporation or association that represented more than 5% of
assets.

Custodial Credit Risk
At June 30, 2011, the TIPS pool held no securities that were subjected to custodial credit risk.

All securities are held by the WVIMB’s custodian in the name of the WVIMB. Securities
lending collateral is invested in the lending agent’s collateral reinvestment fund.
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3. Deposit and Investment Risk Disclosures (continued)

Interest Rate Risk

WVIMB monitors interest rate risk of the TIPS pool by assessing the modified duration of the
investments in the pool. The following table provides the weighted average modified duration for

the various asset types in the TIPS pool (in thousands):

June 30, 2011

Modified
Duration
Investment Type Fair Value (Years)
U.S. Treasury issues $ 891,182 7.6
Money market fund 259 0.0
Total assets $ 891,441 7.6

BRIM’s amount invested in the TIPS pool of $14,280 at June 30, 2011 represents approximately
1.6% of total investments in this pool.

Foreign Currency Risk

None of the securities held by the TIPS pool are exposed to foreign currency risk.

Advanced Deposits

Insurance Company and Trustee

Beginning in fiscal year 2006, BRIM deposited monies with BNY, as trustee, to hold as advance
deposits in an escrow account for BRIM liability claims. The monies held in escrow are invested

in specific money market funds and short-term guaranteed or investment grade fixed income
securities that are identified as “qualified assets” in the escrow agreement.
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3. Deposit and Investment Risk Disclosures (continued)

The following table provides information on the weighted average credit ratings of the cash
liquidity pool’s investments:

June 30, 2011 June 30, 2010
Fair Percent of Fair Percent of
Security Type Moody’s S&P Value Pool Assets Value Pool Assets
Corporate bonds and notes Aaa AAA $ 9101 4.79% $ 13,247 7.22
AA1l AAA - - 1,318 0.72
Aa3 A+ - - 865 0.47
Aa2 AA+ 1,778 0.94 3,856 2.10
Aa2 AA - - 1,864 1.02
Aal AA 1,540 0.81 - -
Al AA- - - 672 0.36
12,419 6.54 21,822 11.89
U.S. Treasury bonds and notes Aaa AAA 139,613 73.44 132,174 72.02
U.S. Agency bonds Aaa AAA 34,320 18.05 28,780 15.68
Agency-backed securities Aaa AAA 3,432 1.81 - -
Money market funds Aaa AAA 322 0.16 752 0.41

$ 190,106  100.00% $ 183,528  100.00%

Concentration of Credit Risk

As per the Investment Guidelines, at the time of purchase, no more than 4.9% of its advance
deposit assets can be held in securities issued by a single private corporation or association.

Custodial Credit Risk

At June 30, 2011 and 2010, advanced deposits include no securities that were subject to custodial
credit risk.
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3. Deposit and Investment Risk Disclosures (continued)
Interest Rate Risk

The following table provides the WAM for the various asset types in the advanced deposits
(carrying values — in thousands):

June 30, 2011 June 30, 2010
Fair WAM Fair WAM
Investment Type Value Years Value Years
Corporate bonds and notes $ 12,419 1.2 $ 21,822 2.3
U.S. Treasury bonds 139,613 4.6 132,174 4.5
U.S. agency bonds 34,320 2.5 28,780 3.1
Agency-backed securities 3,432 4.0 - -
Money market funds 322 1.0 752 1.0
Total rated investments $ 190,106 4.0 $ 183,528 4.0

Foreign Currency Risk

None of the advanced deposits include interest holds in foreign currency or interests valued in
foreign currency.
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4. Unpaid Claims and Claims Adjustment Expense Liability

BRIM establishes an estimated liability for both reported and unreported insured events, which
includes estimates of both future payments of losses and related claims adjustment expenses. The
following represents changes in the estimated liability for the fiscal and policy years ended
June 30:

2011 2010
(In Thousands)

Unpaid claims and claims adjustment expense liability at

beginning of year $ 135428 $ 152,733
Incurred claims and claims adjustment expense:
Provision for insured events of the current year 53,728 51,388
Decrease in provision for insured events of prior years (20,130) (19,720)
Total incurred claims and claims adjustment expense 33,598 31,668
Payments:
Claims and claims adjustment expense attributable to
insured events of the current year (10,757) (9,965)
Claims and claims adjustment expense attributable to
insured events of prior years (32,042) (39,008)
Total payments (42,799) (48,973)
Total unpaid claims and claims adjustment expense
liability at end of year $ 126,227 $ 135,428

If the unpaid claims and claims adjustment expense liability were discounted using a 4%
discount factor for 2011 and 2010 to take into consideration the time value of money, the result
would be a decrease in the liability and an increase in net assets of approximately $11,626 and
$12,217 for fiscal years 2011 and 2010, respectively. The overall unpaid claim liability number
includes a provision for allocated and unallocated claims adjustment expense.
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5. Employee Benefit Plans
Pension Benefits

All full-time BRIM employees are eligible to participate in PERS, a cost-sharing,
multiple-employer public employee retirement system. Employees who retire at or after age 60
with 5 or more years of contributory service or who retire at or after age 55 and have completed
25 years of credited service are eligible for retirement benefits as established by State statute.
Retirement benefits are payable monthly for life, in the form of a straight-line annuity equal to
2% of the employee’s final average salary of the past three years, multiplied by the number of
years of the employee’s credited service at the time of retirement. PERS also provides deferred
retirement, early retirement, and death and disability benefits and issues an annual report which
can be obtained by contacting PERS.

Covered employees are required to contribute 4.5% of their salary to PERS. BRIM is required to
contribute 12.5% of covered employees’ salaries to PERS for 2011 and 10.5% for 2010 and
2009. The required employee and employer contribution percentages are determined by actuarial
advisement within ranges set by statute. As noted below, BRIM contributed the proper, required
amounts. BRIM and employee contributions for the three years ended June 30 are as follows:

2011 2010 2009

BRIM contributions (12.5% - 2011, 10.5% - 2010

and 2009) $ 126 $ 104 $ 103
Employee contributions (4.5%) 46 43 44
Total contributions $ 172 $ 147 $ 147

BRIM’s contribution to the retirement plan for each of the years indicated above were equal to
its required contributions. The contributions are included in general and administrative expenses
in the basic financial statements.

The Consolidated Public Retirement Board (CPRB) administers PERS under the direction of the
Governor, State Auditor, State Treasurer, Secretary of the Department of Administration, and ten
members appointed by the Governor. CPRB prepares separately issued financial statements
covering the retirement systems, which can be obtained from the Consolidated Public Retirement
Board, 4101 MacCorkle Avenue, S.E., Charleston, West Virginia 25304.
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5. Employee Benefit Plans (continued)
Other Postemployment Benefits

BRIM participates in a cost-sharing, multiemployer, defined benefit other postemployment
benefit plan that covers the retirees of State agencies, colleges and universities, county boards of
education, and other government entities as set forth in the West Virginia Code. Financial
activities of the OPEB plan are accounted for in the RHBT. The plan provides the following
retiree group insurance coverage to participants: medical and prescription drug coverage through
a self-insured preferred provider benefit (PPB) plan and through external managed care
organizations (MCOs), basic group life, accidental death, and prescription drug coverage for
retired employees of the State and various related State and non-State agencies and their
dependents. Details regarding this plan and a copy of the RHBT financial report can be obtained
by contacting Public Employees Insurance Agency, 601 57" Street, S.E., Suite 2, Charleston,
West Virginia 25304 or by calling (888) 680-7342.

Upon retirement, an employee may apply unused sick leave and/or annual leave to reduce their
future insurance premiums paid to RHBT. Substantially all employees hired prior to July 1,
2001, may become eligible for these benefits if they reach normal retirement age while working
for BRIM. According to West Virginia State Code, employees hired prior to June 30, 1988, can
receive health care credit against 100% of their health care coverage. Employees hired between
June 30, 1988 and June 30, 2001, can receive health care credit against 50% of their health care
cost. Employees hired July 1, 2001, or later, may not convert sick leave into a health care benefit.
The conversion of sick leave into OPEB health care benefits is now required to be accounted for
as part of the OPEB obligation.

Legislation requires the RHBT to determine through an actuarial study, the Annual Required
Contribution (ARC) which shall be sufficient to maintain the RHBT in an actuarially sound
manner. The ARC is allocated to respective cost-sharing employers including BRIM who are
required by law to fund at least the minimum annual premium component of the ARC. Revenues
collected by RHBT shall be used to fund current OPEB health care claims and administrative
expenses with residual funds held in trust for future OPEB costs. BRIM records expense for their
allocated ARC and a liability for the ARC that has not been paid. Based on the actuarial study
completed, the annual required contribution rates were determined for the fiscal year ended
June 30, 2010. BRIM’s OPEB expense for fiscal years 2011 and 2010 were approximately $220
and $219, respectively, of which approximately $182 and $183 remained unpaid as of June 30,
2011 and 2010, respectively. The unpaid of $183 as of June 30, 2010, was paid in fiscal year
2011. The unpaid of $182 as of June 30, 2011, is recorded in accrued expenses and other
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5. Employee Benefit Plans (continued)

liabilities in the statements of net assets. BRIM’s OPEB contribution for fiscal years 2011 and
2010 was approximately $39 and $35, respectively. For fiscal year 2011, the actual contribution
was $39 of the total required contribution of $220. The actual contribution represents 18% of the
total required contribution. BRIM’s policy is to fund at least the minimum annual premium
component of the ARC. There are currently 23 employees eligible to receive such benefits.

6. Lease Arrangement

In September 2006, the State renewed the lease arrangement on behalf of BRIM for office space
occupied by BRIM with a monthly lease payment of $10 and a term beginning on February 1,
2007, and ending on January 31, 2012.

Operating lease expense approximated $133 and $137 for the years ended June 30, 2011 and
2010, respectively, relating to these arrangements. Future minimum lease payments under these
operating lease arrangements are $69 for the year ending June 30, 2012.

7. Transactions With Primary Government and Component Units

Premium revenues derived from billings to State entities, which are funded by special revenue
funds and component units of the primary government approximated $25,239 and $28,874 for
the years ended June 30, 2011 and 2010, respectively.

BRIM is required by Senate Bill 1002 to remit amounts equal to the gross premium tax
attributable to premiums collected by BRIM. These amounts are to be placed in a separate
account known as “the Premium Tax Savings Fund” (the Fund) maintained by the State
Treasurer. Amounts deposited by BRIM into the Fund approximated $1,995 and $2,247 for the
years ended June 30, 2011 and 2010, respectively. The Fund is not included in BRIM’s financial
statements, but is included in the general fund of the State.
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8. Reinsurance

BRIM has entered into two reinsurance agreements for excess coverage with unrelated insurance
companies wherein the company assumes the liability over BRIM’s limit for a ceded premium.
BRIM obtains an excess policy from the commercial market which gives boards of education a
liability limit of up to $5 million in excess of BRIM’s $1 million self-insured limit. BRIM also
purchases an excess policy on all State and SB3 insured property over and above BRIM’s
$1 million self-insured limit. These reinsurance agreements have been accounted for as a transfer
of risk in the accompanying financial statements. However, BRIM is not relieved of its primary
obligation to the insureds in the reinsurance transaction. BRIM did not have any reinsurance
recoveries at June 30, 2011 or 2010.

9. Risk Management

BRIM is exposed to various risks of loss related to torts; theft of, damage to, and destruction of
assets; errors and omissions; injuries to and illnesses of employees; medical liabilities; and
natural disasters.

Health insurance coverage for BRIM’s employees is obtained through its participation in health
insurance coverage offered by the West Virginia Public Employees Insurance Agency (PEIA).
PEIA provides the following basic employee benefit coverage to all participants: hospital,
surgical, group major medical, basic group life, accidental death, and prescription drug coverage
for active and retired employees of the State and various related State and non-State agencies.
BRIM had coverage through December 31, 2005, for job-related injuries through its participation
in the West Virginia Workers’ Compensation Fund, a public entity risk pool. Effective
January 1, 2006, coverage was moved to Brickstreet Mutual Insurance Company as required by
Senate Bill 1004. Furthermore, BRIM is a participant in the self-insured public entity risk pool it
administers. Coverage is in the amount of $1 million per occurrence for general liability and
property damage.

There have been no significant reductions in insurance coverage from the prior year.

Additionally, the amount of settlements has not exceeded insurance coverage in the past three
years.
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Ten-Year Claims Development Information (Unaudited)

The table below illustrates how BRIM’s earned revenues (net of reinsurance) and investment income compare to related costs of loss (net of loss assumed by reinsurers) and other expenses
assumed by BRIM as of the end of each of the last ten years. The rows of the table are defined as follows: (1) This line shows the total of each fiscal year’s premium revenues and investment
revenues. (2) This line shows each fiscal year’s other operating costs of BRIM including overhead and unallocated claims expense not allocable to individual claims. (3) This line shows
BRIM’s incurred claims and claims adjustment expense (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 policy year). (4) This section of rows shows the cumulative amounts paid as of the end of successive years for each policy year. (5) This line shows the latest reestimated
amount of losses assumed by reinsurers for each year. (6) This section of rows shows how each policy year’s incurred claims increased or decreased as of the end of successive years. This
annual reestimation results from new information received on known claims, reevaluation of existing information on known claims, as well as emergence of new claims not previously known.
(7) This line compares the latest reestimated incurred claims amount to the amount originally established (line 3) 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 reestimated amounts 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 policy years.

Fiscal and Policy Year Ended June 30
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
(In Thousands)

1) Premiums and investment revenues

Earned $ 56992 $ 81450 $ 110279 $ 95336 $ 89,690 $ 98270 $ 83498 $ 69,739 $ 83,088 $ 71,320
Ceded 1,866 3,126 3,801 3,912 4,145 6,151 6,394 5,944 6,257 6,075
Net earned 55,126 78,324 106,478 91,424 85,545 92,119 77,104 63,795 76,831 65,245

2) Unallocated expenses, including administrative
fees paid to third-party claims administrators 7,315 11,168 14,332 8,301 8,894 8,536 8,045 7,840 8,043 7,867

3) Estimated incurred claims and claims
adjustment expense, end of policy year:

Incurred 60,515 83,642 94,279 65,674 58,491 59,678 59,246 56,194 51,388 53,728
Ceded 783 577 597 5 172 3,597 2,000 300 = -
Net incurred 59,732 83,065 93,682 65,669 58,319 56,081 57,246 55,894 51,388 53,728

4) Paid (cumulative) claims and claims
adjustment expense as of:

End of policy year 11,077 11,746 13,799 9,134 10,097 12,416 8,352 9,753 9,965 10,757
One year later 14,834 25,194 55,414 16,901 17,547 16,942 18,097 19,069 17,009
Two years later 24,366 50,292 61,987 25,283 23,291 24,345 26,240 25,457
Three years later 35,464 56,354 72,727 33,505 31,901 30,733 33,488
Four years later 43,356 59,777 78,617 37,904 37,202 35,469
Five years later 46,518 62,406 81,861 42,490 39,306
Six years later 49,116 63,191 83,488 45,173
Seven years later 51,179 63,803 83,877
Eight years later 51,652 63,849
Nine years later 52,027
5) Reestimated ceded claims and expenses 783 577 597 5 172 - - - - -

6) Reestimated net incurred claims and allocated
claims adjustment expense;

End of policy year 59,732 83,065 93,682 65,669 58,319 56,081 57,246 55,894 51,388 53,728
One year later 58,141 80,739 93,171 61,419 51,183 53,924 57,108 48,432 46,571

Two years later 56,755 79,646 91,136 56,023 47,726 48,330 51,881 46,176

Three years later 58,004 69,595 90,453 52,893 45,490 44,898 46,708

Four years later 55,443 65,434 87,424 50,179 44,898 43,179

Five years later 53,627 62,177 86,199 50,097 43,237

Six years later 54,784 60,797 84,718 48,374

Seven years later 53,740 59,632 83,815

Eight years later 53,589 58,757

Nine years later 52,960

7) Increase (decrease) in estimated net incurred
claims and allocated claims adjustment expense
from end of policy year (6,772)  (24,308) (9,867)  (17,295)  (15,082)  (12,902)  (10,538) (9,718) (4,817) -

Note: The above financial data is summarized for individual contract periods. Subsequent premium and related expense adjustments and reserve developments are recorded in the year

incurred for fiscal year financial reporting, but are included in the applicable contract year for purposes of the above schedule. Accordingly, components of the change in net assets as
determined on a contract-year basis will differ from that included in BRIM’s fiscal year financial statements.
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Reconciliation of Unpaid Claims and Claims Adjustment
Expense Liability by Type of Contract (Unaudited)

The table below presents the changes in unpaid claims and claims adjustment expense liability for
BRIM’s lines of business.

Fiscal and Policy Year Ended June 30

2011 2010
Mine House Mine House
Liability Property Subsidence Bill 601 Total Liability Property Subsidence Bill 601 Total

(In Thousands)
Unpaid claims and claims
adjustment expense
liability at beginning
of fiscal year $ 130,808 $ 3,660 $ 924 % 36 $135428 $145850 $5854 $ 993 $ 36 $ 152,733
Incurred claims and claims
adjustment expense:
Provision for insured
events of the
current fiscal year 48,954 4,173 601 - 53,728 46,447 4,193 748 - 51,388
(Decrease) increase
in provision for
insured events of
prior fiscal years (19,616) (438) (40) (36)  (20,130) (20,921) 1,408 (207) - (19,720)
Total incurred claims
and claims adjustment
expense 29,338 3,735 561 (36) 33,598 25,526 5,601 541 - 31,668

Payments:
Claims and claims
adjustment expense
attributable to insured
events of the current
fiscal year (8,496) (2,164) 97) - (10,757) (8,529) (1,321) (115) - (9,965)
Claims and claims
adjustment expense
attributable to insured
events of the prior

fiscal years (29,151) (2,367) (524) (32,042) (32,039) (6,474) (495) — (39,008)

Total claims and claims

adjustment expense

payments (37,647) (4,531) (621) — (42,799) (40,568) (7,795) (610) — (48,973)
Total unpaid claims and

claims adjustment

expense liability at

end of the fiscal year $122499 $2864 $ 864 3 - $126227 $130808 $3660 $ 924 $ 36 $135428
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Combining Statement of Net Assets

Assets

Current assets:
Cash and cash equivalents
Advance deposits with carrier/trustee
Receivables, net
Prepaid insurance
Restricted cash and cash equivalents
Restricted receivables, net

Total current assets

Noncurrent assets:
Investments
Restricted investments
Total assets

Liabilities
Current liabilities:
Estimated unpaid claims and
claims adjustment expense
Unearned revenue
Agents commissions payable
Accrued expenses and other liabilities
Interprogram (receivables) payables
Total current liabilities

Noncurrent liabilities:

Estimated claims and claims adjustment

expense, noncurrent
Compensated absences
Total noncurrent liabilities
Total liabilities

Net assets
Restricted
Unrestricted
Net assets

1107-1276842

June 30, 2011
(In Thousands)

House

Other Bill 601

Lines of Mine Medical

Business Subsidence  Malpractice Total
$ 13,830 $ - $ - $ 13,830
189,211 - - 189,211
401 - - 401
38 - - 38
- 4,075 5,326 9,401
— 533 - 533
203,480 4,608 5,326 213,414
105,500 - - 105,500
— 35,022 — 35,022
308,980 39,630 5,326 353,936
42,573 686 - 43,259
5,100 995 - 6,095
1,097 - - 1,097
598 16 - 614
(17) 17 — —
49,351 1,714 - 51,065
82,790 178 - 82,968
72 3 — 75
82,862 181 - 83,043
132,213 1,895 — 134,108
- 37,735 5,326 43,061
176,767 - — 176,767
$176,767 $ 37,735 $ 5,326 $219,828
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Combining Statement of Revenues, Expenses, and
Changes in Net Assets

June 30, 2011
(In Thousands)

House
Other Bill 601
Lines of Mine Medical
Business Subsidence  Malpractice Total
Operating revenues
Premiums $ 50,472 $ 2,032 $ 34 $ 52,538
Less excess coverage/reinsurance premiums (6,075) - - (6,075)
Total operating revenues 44,397 2,032 34 46,463
Operating expenses
Claims and claims adjustment expense 33,060 562 (24) 33,598
General and administrative expense 3,939 87 — 4,026
Total operating expenses 36,999 649 (24) 37,624
Operating income 7,398 1,383 58 8,839
Nonoperating revenues
Investment income 15,582 3,191 9 18,782
Finance income — — — —
Net nonoperating revenues 15,582 3,191 9 18,782
Changes in net assets $ 22,980 $ 4574 $ 67 $ 27,621
1107-1276842 a7



West Virginia Board of Risk and Insurance Management
Deposits Disclosure
Form 7

June 30, 2011
(In Thousands)

Fair
Value
Cash with Treasurer $ 1878 (1)
(1) Agrees to audited statement of cash flows as follows:
Cash with Treasurer $ 1,878 (2)
Cash equivalents with BTI 21,353 (2)

$ 23,231 (3)

(2) Agrees to Form 8-A.

(3) Agrees to audited statement of cash flows.

1107-1276842
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West Virginia Board of Risk and Insurance Management
Investments Disclosure
Form 8

June 30, 2011

(In Thousands)
Amount Amount Amount Fair
Investment Pool Unrestricted Restricted Reported Value
BTl and WVIMB Investment Pools:
Cash liquidity $ 12636 (1) $ 8717 (1) $ 21,353 (3) $ 21,353
Short-term

Total investments

105500 (1) 35022 (1) 140,522 (3) 140,522
$ 118,136 (1) _$ 43739 (1) _$ 161,875 $ 161,875

(1) Agrees to audited statement of
net assets as follows:

Investments with BTI and WVIMB $ 118,136 $ 43,739
Less investments classified as
cash equivalents 12,636 8,717
Total investments $ 105,500 (2) _$ 35,022 (2)

(2) Agrees to audited statement of net assets.

(3) Agrees to Form 8-A.

1107-1276842
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West Virginia Board of Risk and Insurance Management

Deposits and Investments Disclosure
Form 8-A

June 30, 2011
(In Thousands)

Reconciliation of cash and cash equivalents and investments as reported in the financial statements

to the amounts disclosed in the footnotes:

Deposits:
Cash and cash equivalents as reported:
Noncurrent — restricted
Unrestricted
Total cash and cash equivalents
Less investments disclosed as cash equivalents
Fair value of deposits as disclosed on Form 7

Investments:
Investments as reported:
Noncurrent — restricted
Noncurrent — unrestricted
Total investments
Add investments disclosed as cash equivalents
Fair value of investments as disclosed on Form 8

(1) Agrees to audited statement of net assets.

(2) Agrees to Form 7.

1107-1276842

$ 9401 (1)
13,830 (1)
23,231
21,353 (2)

$_ 1878 (2)

$ 35022 (1)
105,500 (1)
140,522

$ 140,522
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West Virginia Board of Risk and Insurance Management

Schedule of Receivables (Other Than State Agencies)

Form 9

June 30, 2011
(In Thousands)

Accounts receivable (other than State agencies):
Total accounts receivable as of June 30, 2011
Less allowance for doubtful accounts

Net receivable

(1) Derived from the audited statement of net assets as follows:

Receivables:
Premiums due from other entities
Other

Restricted receivables:
Premiums due from other entities

(2) Agrees to the audited statement of net assets.

1107-1276842

Amount
$ 1,314 (1)

(387) (2)
$ 927

$ 371 (2)
410 (2)

533 (2)
$ 1314

o1



West Virginia Board of Risk and Insurance Management

Schedule of Accounts Receivable From Other State Agencies

Form 10

June 30, 2011
(In Thousands)

Receivable From Amount
Board of Pharmacy $ 1
Water Development Authority 1
RESA | 5
Total accounts receivable $ 7

(1) Agrees to audited statement of net assets.

1107-1276842
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West Virginia Board of Risk and Insurance Management

Schedule of Changes in Long-Term Obligations — Compensated Absences

Form 13

June 30, 2011
(In Thousands)

Balance as
Final Reported Balance
Maturity  June 30 Other June 30
Type of Debt Date 2010 Payments Changes 2011
Compensated absences —
annual leave Varies $ 66 $ - 9 9 % 75 (1)

(1) Agrees to audited statement of net assets.

1107-1276842
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Charleston, WV 25301
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Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of the Financial
Statements in Accordance With Government Auditing Standards

The Board of Directors
West Virginia Board of Risk and Insurance Management

We have audited the basic financial statements of the West Virginia Board of Risk and Insurance
Management (BRIM) as of and for the year ended June 30, 2011, and have issued our report
thereon dated October 17, 2011. We conducted our audit in accordance with auditing standards
generally accepted in the United States and the standards applicable to financial audits contained
in Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered BRIM’s internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of BRIM’s internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of BRIM’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all deficiencies in
internal control that might be deficiencies, significant deficiencies, or material weaknesses. We
did not identify any deficiencies in internal control over financial reporting that we consider to
be material weaknesses, as defined above.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether BRIM’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit and, accordingly,
we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards.

This report is intended solely for the information and use of management, Board of Directors,
and others within the entity, and is not intended to be and should not be used by anyone other

than these specified parties.
ém ¥ MLL?

October 17, 2011
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Ernst & Young LLP

Assurance | Tax | Transactions | Advisory

About Ernst & Young

Ernst & Young is a global leader in assurance,

tax, transaction and advisory services.

Worldwide, our 152,000 people are united by

our shared values and an unwavering commitment to
quality. We make a difference by helping our people, our
clients and our wider communities achieve their potential.

For more information, please visit www.ey.com.

Ernst & Young refers to the global organization

of member firms of Ernst & Young Global Limited,
each of which is a separate legal entity.

Ernst & Young Global Limited, a UK company
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located in the United States.






