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M I I I l ma n 289 Edgewater Drive
Wakefield, MA 01880-68215

USA

May 16, 2011 Sl
Shelly Murray

Buyer Supervisor

Department of Administration
Purchasing Division

Building 15

2019 Washington Street, East
Charleston, WV 25305-0130

milliman.com

RE: State of West Virginia
Request for Quotation for Actuarial Services

Dear Ms. Murray:

Milliman, Inc. is pleased to respond to your Request for Quotation for actuarial
services regarding actuarial rate reviews of property and casualty related product
filings and consulting services. The attached proposal outlines how we would
approach the assignment, provides background on our firm and the consultants
who will work on the assignment, and estimates the cost for our services.

The submission of Milliman's proposal is not an acceptance of the West Virginia
Offices of the Insurance Commissioner's terms and conditions, and Milliman will not
be obligated to perform any services until a mutually acceptable contract is
executed.

We appreciate the opportunity to submit this proposal. Please call if there is any
further information we can provide. We are also available to meet with

representatives of the West Virginia Offices of the insurance Commissioner to
present our proposal or to respond to any guestions.

Best regards,

- Hopad

John Herzfeld, FCAS, MAAA Amy P. Angell, FCAS, MAAA
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Request for

State of West Virginia \
Quotation

Department of Administration
Purchasing Division

2019 Washington Street East
Post Office Box 50130
Charleston, WV 25305-0130

SHELLY MURRAY
304-558-8801

*823001055 04
MILLIMAN INC
289 EDGEWATER DRIVE

781-213-6200
INSURANCE COMMISSION

1124 SMITH STREET
CHARLESTON, WV
25305-0540

WAKEFIELD MA 01880

304-558-3707

05/02/2011
BIiD OPENING DATE:

05/17/2011
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State of West Virginia

Department of Administration
- Purchasing Division -

2019 Washington Street East

Post Office Box 50130

Charleston, WV 25305-0130

*823001055 04
MILLIMAN INC
289 EDGEWATER DRIVE

781-213-62

WAKEFIELD MA 01880
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State of West Vlrglma quusstt fOl" i R ECENUNI PR A P

Deapartment of Administration uotation

Purchasing Division : . INS1101 4 1
2019 Washington Strest East

Post Office Box 50130
Charleston, WV 25305-0130 , SHELLY MURRAY
204-558-8801
RFQ COPY

TYPE NAME/ADDRESS HERE INSURANCE COMMISSION

MILLIMAN, INC.
289 EDGEWATER DRIVE
WAKEFIELD, MA 01880

1126 SMITH STREET
CHARLESTON, WV .
25305-0560  306-558-3707

4/066/2011
BID OPENING DATE:

BID OPENING TIME 01:30PM

OPEN END CONTRACT

THE WEST VIRGINIA| PURCHASING DIVISION, FOR THE AGENCY,
THE WEST VIRGINIA| INSURANCE COMMISSION, IS SOLICITING
.JBIDS FOR ACTUARIAL RATE REVIEW OF PROPERTY AND CASUALTY,
PRODUCT FILINGS AND CONSULTING SERVICES PER THE
ATTACHED SPECIFICATIONS.

TECHNICAL QUESTIONS MUST BE SUBMITTED IN WRITING TD
SHELLY MURRAY IN [THE WEST VIRGINIA PURCHASING DIVISION
VIA MAIL AT [THE ADDRESS SHOWN AT THE TOP OF THIS RFQ,
VIA FAX AT 3046-55B-4115, OR VIA E-MAIL| AT
SHELLY.L.MURRAYaWV.G0V|., DEADLINE FOR JALL TECHNICAL
QUESTIONS IS 04/25/201[1 AT THE CLOSE qF BUSINESS. ALL
TECHNICAL QUESTIONS RECEIVED, IF ANY, WILL BE ADDRESSE
BY ADDENDUM IAFTER] THE DEADLINE.

0001 HR 066-12
1
ACTUARIAL SERVICES

EXHIBIT 3
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MILLIMAN,

Staie of West Virginia
Purchasing Division

Past Office Box 50130

FQ COPY

INC.
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AKEFIELD, MA

01880

Department of Administration
2019 Washington Street East
Charleston, WV 25305-0130
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Request for
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State of West Virginia
Purchasing Division

Past Cffice Box 50130

RF@ COPY
TYPE NAME/ADDRESS HERE

MILLIMAN, INC.

Depariment of Administration
2019 Washington Street East
Charleston, WV 26305-0130

Request for = rroNNBERTmT
Quotation INS11014 3

SHELLY MURRAY
304 558-8801

INSURANCE CGMHISSIDN '

1124 SMITH STREET

WAKEFIELD, MA

289 EDGEWATER DRIVE
01880
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Request fo r o
Quotation

REGNONMEER
INS11014 &

State of West Virginia
Department of Administration
Purchasing Division

2019 Washington Street East
Post Office Box 50130 .
Charleston, WV 25305-0130

SHELLY MURRAY
306-508-8801

RFQ COPY
TYPE NAME/ADDRESS HERE INSURANCE COMMISSION
MILLIMAN, INC.
. 1126 SMITH STREET
289 E
DGEWATER DRIVE CHARLESTON, WV -
WAKEFIELD, MA 01880 25305-0540 304-558-3707

06/06/2011
BID OPENING DATE:

NING TIME - 01:30PM

SUBSTANTIAL PART [OF A PRODUCT. ADJUSTMENTS ARE TO BE
BASED UPON AN ACTUAL DOLLAR FIGURE, NOT A PERCENTAGE.
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PURCHASING AT LEAST 30| DAYS IN ADVANCE| OF THE EFFECTIVE
DATE OF THE {INCREASE. | ANY TIME THE VENDOR REQUESTS A
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State of West Virginia

Purchasing Division

2012 Washington Street East
Post Office Box 50130
Charleston, WV 25305-0130

"RFQ COPY
TYPE NAME/ADDRESS HERE

MILLIMAN, INC.
289 EDGEWATER DRIVE
WAKEFIELD, MA 01880

Department of Administration -

__INS11014

Request for =
Quotation

SHELLY MURRAY
306~558-8801

INSURANCE COMMISSION

1124 SMITH STREET
CHARLESTON, WV
25305-0540

306-558-3707

04/06/2011

BID OPENING DATE:
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D1:30PM -
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[BUYER:
RFQ. NO.:
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BUILDING 15 ,
2019 WASHINGTON STTREET,
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_____ J81-233-620]-
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10
RFQNo, _INS11014

STATE OF WEST VIRGINIA
Purchasing Division

PURCHASING AFFIDAVIT

West Virginia Code §5A-3-10a states: No confract or renewal of any confract may be awarded by the state or any of its
palitical subdivisions to any vendor or prospective vendor when the vendor ot prospaciive vendor or a refated party 1o the
vendor or prospective vendor is 2 debtor and the debt owed is an amount greater than one thousand dallars in the

aggregaie.
. DEFINITIONS:

palitical subdivisions bacause of a judgment, firis, permit violation, Yicense assessment, defaulted workers' compensation”
premium, penalty or other assessment presently delinquent or due and required to be paid to tho state or any of its
political subdivisions, inciuding any interest or additional penalties accrued thereon.

“Debtor means any individual, corporation, parinership, association, limited liability company or any other form or
business association owing a debt to the state or any of its political subdivisions. “Poiitical subdivision™ means any county
comirnission: municipality; counfy board of education; any instrumentality establishad by a county ar municipality; any
‘separate corporation or instrumentality established by one or more cotnties or municipalities, as permitied by law, or any
public body charged by law with the performance of a government funetion or whose jurisdiction is coextensive with one
ar mare counties or municipalities. “Related party* means a party, whether an individual, corporation, partnership,
‘ association, imited liability company or any other form or business association or other entily whatsoever, related fo any
vendor by biood, mariage, ownership or contract through which the party has a relationship of ownership or other inferest
with the vendor so fhat the party will actually or by effect receive or conirol a portion of the benefit, profit or other
consideration from performance of a venidor contract with the party receiving an amount that meets or exceead five parcent
of the fotal confract amount.

EXCEPTION: The prohibition of this section does not apply where a vendar has contested any fax administered pursuant
fo chapter efeven of this code, workers’ compensation premium, permit fee or environmental fee or assessment and the
matter has not become final or where the vendor has entered Info a payment plan or agreement and the vendor is not In
defauit of any of the provisions of such plan or agreement. :

Under penalty of law for false swearing (West Virginia Code §61-5-3), it is hereby certified that the vendor affirris and
acknowledges the information in this affidavit and is in compliance with the requirements as stated.

WITNESS THE FOLLOWING SIGNATURE
Vendors Name:  Milliman, Inc, ya

Authorized Signature: %/l/]m | yg,@/ / Date; May 16, 2011

State of Massachusetts

Countyof _Middlesex . to-wit:
- WAL Ma.
Taken, subscribed, and swormn to before me thls!b_ day of "-—\_{r L2001,

My Cormmission expires Sé’-—g\fdm\)e,r \ 5 20 7.

. AFFIX SEAL HERE NOTARY Pusucgﬁgﬂ{% %7 : W

Purchasing Affidavit (Revised 12/15/09)

e ieans any assessmment; premiury; penalty; fine; tax or other amount of money-owed-fo-the -state or-any-of s o s



PROPOSAL FOR ACTUARIAL SERVICES
FOR
WEST VIRGINIA INSURANCE COMMISSION

May 16, 2011

Prepared by:

John Herzfeld, FCAS, MAAA
Amy P. Angeli, FCAS, MAAA
Milliman, Inc.

289 Edgewater Drive
Wakefield, MA 01880

{781} 213-6200



Milliman Proposal
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Milliman Proposai

L. INTRODUCTION

A. Offices of the Insurance Commissioner

The West Virginia Offices of the Insurance Commissioner (“OIC") is seeking a qualified
actuarial firm to review property and casualty rate filings. Property and casualty rate
filings include, but are not limited to, marine, surety, homeowners, liability, medical
malpractice, workers’ compensation, product liability, personal auto, commercial auto,

personnel before legislative and executive bodies. The actuarial firm is also to develop
a manual of rate review guidelines for use by the OIC staff.

B. Mifliman, Inc.

Milliman, Inc. (“Milliman”) welcomes the opportunity to assist OIC. Milliman is among
the largest actuarial and management consulting firms in the world. The firm employs
approximately 2,500 people, including a professional staff of over 1,300 qualified
actuaries and consultants in 54 offices around the world. We provide actuarial
consulting services in the property/casualty, life, health, and pension areas to clients
which include insurance companies, insurance purchasers, regulators, self-insurers,
and pension plan sponsors. Services provided cover such diverse areas as evaluation
of loss and expense reserves, pricing and funding requirements, risk retention,
insurance management and operations, financial anaiysis, claims consulting, and
reinsurance issues. The services we offer are as diverse as our clientele, but all are
custom-tailored to meet the unique requirements of each client. For more detail on
Milliman, please visit our website at www.milliman.com.

The firm is owned by persons actively engaged in its consulting practice. its sole
business is providing independent consuiting services on a fee-for-service basis. We
do not act as an agent, broker, reinsurance intermediary, third party administrator, or
adjuster, and we generally do not accept any form of contingency or brokerage
compensation. The Principals of the firm are not permitted to own stock in any
insurance or reinsurance company. in this way, Milliman is able to provide analyses
and opinions that are completely independent and objective.

Milliman has performed studies on all aspects of property and casualty insurance, for
public and private clients, in virtually all jurisdictions of the United States. Milliman is
retained by the insurance departments of Rhode Island and Vermont to provide similar
services.

West Virginia Offices of the Insurance Commissioner
3
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Milliman Proposat

We believe that Milliman distinguishes itself from its competitors as follows:

Milliman Difference Value Added to OIC
> Extensive experience with property » Knowledge specific to rate filings
and casualty rate filings. reviews and OIC.

-3 Global firm.with expertise.in.all.... .......| ».. Resources.of over.50.offices.are. .| ... ... .
aspects of propertylcasualty | avallable. ifresded. - EA IR
insurance.

» Local decision makers / local profit » Local consultants answer to clients,
center. not fo corporate level.

» Independent firm not affiliated with » Objective analysis provided on a fee-
brokerage firms, reinsurance for-service basis.

intermediaries, TPAs, or auditors.

» Excellent communication skills. » Verbal and written communications
are understandable and well-
documented.

» Pre- and post-release peer reviews. » Enhances quality control.

» Creative approaches to each project. | > Workable solutions to problems.

» Commitment to service and high » High quality work and responsiveness
quality. to client needs.

References are available upon request.

West Virginia Offices of the Insurance Commissioner
4



Milliman Proposal

. METHODOLOGY

The proposed assignment involves the review of property and casualty rate filings
submitted to the State of West Virginia. The rate filing review process, which we have
successfully implemented in Kentucky, Maryland, New Hampshire, Rhode Island, and
Vermont, is described below in four stages:

A. Conflict Clearance

Prior to reviewing any filing, we will perform an internal conflict clearance to determine if
a potential conflict within Milliman might exist. If the conflict clearance indicates a
potential issue, we will notify OIC immediately to resolve any conflict or, if necessary,
decline to review the filing.

We have assisted BrickStreet Mutual Insurance Company with rate filings in many
states, but not in West Virginia.

B. The Review

We will review the rate or loss cost filing for reasonableness and compliance with
applicable OIC Laws and Regulations. We will analyze the filing to make sure the rates
are not excessive, inadequate, or unfairly discriminatory. We will also look for any
pertinent changes or unusual data in the filing. Our primary goal will be to assess the
reasonableness of the calculated rate level indication, which serves as the basis for the
requested rate or loss cost level change. Also, other areas affecting rates and loss
costs such as changes to increased limits factors, territory definitions, and class plans
will be reviewed. Finally, when requested, we will review what effect the approval or
disapproval of the filing might have on the West Virginia insurance market.

The items that we look for in our reviews include, but are not limited to:

1. adjustments to premiums or exposures
a. on-leveling
b. trend (where appropriate)
C. common basis (e.g., deductible level)
2. adjustments to losses
a. development
b. trend
C. allocated loss adjustment expenses (ALAE)
d. unaliocated loss adjustment expenses (ULAE)
e. recognition of catastrophes or large losses

West Virginia Offices of the Insurance Commissioner
5



Milliman Proposat

f. common basis (e.g., deductible level)
3. credibility weighting of the following loss ratios or pure premium
a. accident year
b. actual versus expected
C. territorial
4. selection of permissible loss ratio
6. rate level impact of program changes (where applicable)
a. classification factors
b. increased limits factors
C. deductible factors
d. amount of insurance relativities

C. The Report

We will prepare a brief written report listing pertinent comments, observations, and
conclusions, followed by a list of possible questions to be asked of the filing entity
regarding data, methodology, calculations, and/or unsupported assumptions and
conclusions. We will explain our reasons for any critical comments, identify issues that
need to be addressed, and suggest possible solutions. We will also provide a
recommendation as to whether any requested change is reasonable.

Our target deadline for delivering our report will be 15 working days from our receipt of
the filing. If we cannot complete the review within 15 working days, we will contact the
State to explain the situation and establish a deadline that would be acceptable.

The annual NCCI filing will take longer to review because of the volume and rounds of
guestions typically asked.

D. The Follow-Up

We will review the responses of the filing entity to questions raised on behalf of the
State and prepare a brief follow-up report. We will also be available to provide expert
testimony at rate and loss cost hearings.

West Virginia Offices of the Insurance Commissicner
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Milliman Proposal

. RELATED EXPERIENCE

The Boston Casualty Office of Milliman has reviewed over 2,500 rate filings and
performed other actuarial work for insurance regulators. We have reviewed and
provided analyses of insurer rate filings for the following regulators:

Kentucky Insurance Depariment
Maryland Insurance Department
NewHampshlreInsuranceDepartment L T

Rhode Island Insurance Department
Vermont Department of Banking, insurance, Securities and Health Care
Administration

The Boston Casualty Office has provided actuarial services (loss reserving studies,
Statements of Actuarial Opinion, rate reviews, and rate filings) for many property and
casualty insurance companies throughout the United States. Our clients include the
following insurance companies:

A.LLM. Mutual Insurance Company

Acadia Insurance Company

Allmerica Financial (Hanover and Citizens)
Andover Insurance Companies — Homeowners Rate Filings
Arrow Mutual Insurance Company

BrickStreet Mutual Insurance Company
Builders Insurance Company

CGU Insurance Company

Connecticut Life & Casualty

Farm Family Casualty Insurance Company
Guard Insurance Group

Housing Authority Property Insurance, A Mutual Company
Hingham Mutual Group

Merchants Insurance Group

Midstate Mutual insurance Company

Missouri Employers Mutual Insurance Company
Narragansett Bay Insurance Company

Norfolk & Dedham Insurance Company

Omega US Insurance, Inc.

Pan Atlantic Insurance Company

Patriot Mutual Insurance Company

Preferred Mutual Insurance Company
Providence Mutual Insurance Company

Safety Insurance Company

SeaBright Insurance Company

St. Paul Insurance Group

West Virginia Offices of the Insurance Commissioner
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Milliman Proposal

Sterfing Insurance Company
United Casualty and Surety Insurance Company
Virginia Surety Company

As mentioned earlier, we have not assisted BrickStreet Mutual Insurance Company with
the preparation of rate filings in West Virginia.

Public Entities - Milliman has provided actuarial consulting services to the following

public entities:

impacts of major changes to the Maine workers compensation laws.

Maine Workers Compensation Coordinating Council - Milliman estimated the
potential liabilities of the Employment Rehabilitation Fund and also provided a
frequency analysis of Maine workers compensation claims.

National Council on Compensation Insurance - A comprehensive examination of
the data gathering and ratemaking functions of the NCCI on behalf of the
National Association of Insurance Commissioners.

Vermont Medical Malpractice Study Committee - We were retained by the State
of Vermont Banking, Insurance, Securities, and Health Care Administration to
provide expert assistance to the Vermont legislative Medical Malpractice Study
Committee. The 18-month project invoived collecting and analyzing statewide,
regional, and countrywide insurer data and information; researching numerous
pertinent medical malpractice issues; reporting to the Committee regularly; and
meeting with members of the legislature.

Expert Hearing Testimony - Milliman actuaries have testified as expert witnesses at

various legislative or regulatory hearings.

West Virginia Offices of the Insurance Commissioner

8



Milliman Proposal

IV. TEAM MEMBERS

The project will be coordinated through Milliman's Boston Office.

The project team will be headed by John Herzfeld. John is a Principal of Milliman, a
Fellow of the Casualty Actuarial Society (“FCAS"), and a Member of the American
Academy of Actuaries (“MAAA”). John has extensive experience reviewing company
rate filings on behalf of numerous state insurance departments. If required, John will be
__assisted by Amy Angell, FCAS, MAAA. Amy is a Principal of Milliman withover 15

years of experience. To maintain cost efficiencies, Johnand Amy will be assisted by
one or two actuarial analysts (depending on the number of filings reviewed).

Attachment A includes John’s and Amy’s resumes and certifications, providing further

information on their education and experience,

The staff of Milliman’s Boston office currently includes 10 consulting actuaries, 4
associate actuaries, and 15 actuarial analysts who can be called upon to assist John
and Amy as needed.

Milliman personnel from other offices may be called upon if their expertise is required.
Our intent is to utilize the resources and expertise within Milliman that are most
appropriate for each project.

West Virginia Offices of the Insurance Commissioner
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V. TIMING

We can start the project as soon as we are notified of the acceptance of this proposal
and the contract is negotiated and executed.

For filings other than the NCCI filing, if we have no questions for the filer, we will provide
our review within 15 working days of receipt of the filing. If we have questions, we will
provide our initial review and questions within 15 working days. Upon receipt of the

__responses, we will provide our complete review within 15 workingdays. ...

The annual NCC filing will take longer to review.

West Virginia Offices of the Insurance Gommissioner
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VI. COST OF SERVICES

The cost of rate filing review services will be $170 per hour.

Out of pocket travel expenses will be billed in accordance with the State of West
Virginia’s Travel Rules.

West Virginia Offices of the Insurance Commissioner
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VII. GENERAL LIMITATIONS

We will rely on data and information provided by OIC. We will not audit or
independently verify this data. If the data and information received is inaccurate or
incomplete, the results of our analysis may likewise be inaccurate or incomplete. We
will perform a limited review of the data used directly in our analysis for reasonableness
and consistency. If there are material defects in the data, it is possible that they would be
uncovered by a detailed, systematic review and comparison of the data to search for data
~values that are questionable or relationships that are materially incons

review is beyond the scopé of our assignment.

Our estimates will reflect our best professional judgment, arrived at after careful
actuarial analysis of the available data. However, estimates of expected claim costs
involve future contingencies such as economic conditions, court decisions, and
legislative actions. Therefore, our estimates are subject to uncertainty, and actual
results will vary from our estimates.

This proposal shall remain effective for 90 days, after which it will expire unless Milliman
and OIC agree to an extension.

West Virginia Offices of the Insurance Commissioner
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Milliman Proposal

VIll. TERMS AND CONDITIONS

The submission of Milliman's proposal is not an acceptance of West Virginia Offices of the
Insurance Commissioner’s terms and conditions, and Milliman will not be obligated to
perform any services until a mutually acceptable contract is executed.

West Virginia Offices of the Insurance Commissioner
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ATTACHMENT A:

RESUMES OF CONSULTANTS



John Herzfeld
FCAS, MAAA
Consulting Actuary

Milliman

CURRENT RESPONSIBILITY

John is a principal and consulting actuary with
the Boston office of Milliman. He joined the firm
in 1986.

EXPERIENCE

John works extensively on property and
casualfy consulting assignments. These
assignments cover areas such as loss
reserving, ratemaking, captive planning,
feasibility studies, and rate-of-return analysis.
His substantial expertise includes pricing and
analysis of workers’ compensation benefit
changes and group self insurance programs for
various lines, including workers’ compensation
and medical professional liability. In addition to
multiline property and casualty insurers, his
clients include self-insurers, captive insurers,
reinsurers, medical professional liability
specialty insurers, and workers' compensation
specialty insurers.

John priced workers' compensation benefit
changes in Florida, [ndiana, Maine, New
Hampshire, Oklahoma, Rhode Island, and
Vermont. He assisted the Connecticut,
Maryland, Pennsylvania, and Rhode Island
insurance departments with the examinations
of several large national insurers and
reinsurers. He has worked with more than 25
group self-insurance programs.

PROFESSIONAL DESIGNATIONS

= Fellow, Casualty Actuarial Society
= Member, American Academy of Actuaries

EDUCATION

= Graduate, Yale University

289 Edgewater Drive
Wakefield, MA 01880-6215

Tel +1 7812136200 Fax +1781213 6201 Direct +1 781 213 6261

Email john.herzfeld@miliiman.com

milliman.com
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Amy P. Angell
FCAS, MAAA
Consulting Actuary

Milliman

CURRENT RESPONSIBILITY
Amy is a principal with the Boston office of
Milliman. She joined the firm in 1993.

EXPERIENCE

Amy has worked with a wide range of clients,
including large self-insured corporations,
liability insurers, captives, and state insurance
departments. Her areas of expertise include
casualty insurance pricing and loss reserving,
financial medeling, and management reporting.

Amy has assisted with the formation and
ongoing operation of several alternative risk
financing vehicles. Clients in this area inciude
self-insurers, captive insurance companies,
and risk retention groups. Areas of insurance
covered include workers’' compensation,
general liability, auto liability, employment
practices liability, directors and officers liability,
and professional liability.

Amy has assisted the Connecticut, Vermont,
Rhode Island, lllinois, and Maryland insurance
departments with the examinations of insurers
and reinsurers. These examinations involved
the estimation of loss and loss expense
reserves, financial modeling, analyses of risk
fransfer, and the review of company reserving
procedures and practices. Amy also reviews
captive and risk retention group applications for
the Vermont, Hawail, and Montana insurance
departments.

PROFESSIONAL DESIGNATIONS

= Fellow, Casualty Actuarial Society
» Member, American Academy of Actuaries

EDUCATION

= BS, Mathematics, New Mexico State University
= BA, Philosophy, New Mexico State University

289 Edgewater Drive
Wakefield, MA 01880-6215

Tel +1 781213 6200 Fax +1781 2136201 Direct +1781 213 6264

Email amy.angell@milliman.com

milliman.com



