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STATE COMPENSATION INSURANCE FUND
BOARD OF DIRECTORS

MINUTES OF MEETING

November 20-21, 2008
The Board of Directors of State Compensatibn Insurance Fund met on November
20-21, 2008 in the Milton Marks Conference Center, State Building, 455 Golden

Gate Ave, San Francisco, California.

NOVEMBER 20, 2008

AGENDA ITEM 1: CALL TO ORDER AND ROLL CALL

The meeting was called fo order on November 20, 2008 at 4:48 p.m. and the
following were present: Voting Members Jeanne L. Cain, Chair; Sheryl A
Chalupa; and Vincent E. Mudd. Non-Voiing Members John C. Duncan; Jerry
Kalmar; and Don Moulds. Absent; Voting Members Francis E. (Frank) Quintan
and James A. Santangelo.

Also present: Janet D. Frank, President; Jim Neary, Executive VP; Jay Stewart,
Chief Financial Officer; Carocl R. Newman, General Counsel; Judith D. Sapper,
Assistant Chief Counsel and Board Secretary; and Randall Keen, Esq. of Manatt
Phelps & Phillips.

AGENDA ITEM 2: ANTITRUST ADMONITION
Ms. Cain called attention to State Fund's Antitrust Admonition which is included
in each member's agenda:

"Certain information discussed and disseminated at State Fund Board of
Directors’ Closed Sessions may be confidential and proprietary to State Fund.
Board members should not share or discuss information pertaining to the
operation of State Fund with representatives from other workers' compensation
insurers, even if that information is intended to be, or is already, public. For
example, Board members should not discuss rate-making or other financial
information with representatives of other insurers, including proposed rates, merit
rating plans, premium discounts, surcharges or dividends. Board members aiso
should refrain from discussing broker commission payments or commission plans
with other insurers. To do so may create the impression of collusion between
insurers, which could result in civil and/or criminal charges being filed against the
Board member and State Fund for alleged violations of state and federal antitrust
laws."

AGENDA ITEM 3: PUBLIC COMMENT ON APPROPRIATENESS OF CLOSED
SESSION FOR ITEMS 5 THROUGH 10
Ms. Cain requested public comment of which there was none.
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The meeting convened immediately into Closed Session and reconvened at 8:30
a.m. on November 21, 2008 into Open Session.

NOVEMBER 21, 2008

AGENDA ITEM 1: CALL TO ORDER AND ROLL CALL

The meeting came to order at 8:50 a.m. and the following were present: Voting
Members Jeanne L. Cain, Chair; Sheryl A. Chalupa; Vincent E. Mudd; and
Francis E. (Frank)} Quinlan. Non-voting Members John C. Duncan; Jerry Kalmar,;
and Don Moulds. Absent: Voting Member James A. Santangelo.

Also present: Janet D. Frank, President; Jim Neary, Executive VP; Jay Stewart,
Chief Financial Officer; Carol R. Newman, General Counsel; Judith D. Sapper,
Assistant Chief Counse! and Board Secretary; and Randall Keen, Esqg. of Manatt
Phelps & Phillips.

In accordance with Government Code section 11126(c)(18), Ms. Cain reported
that during the Closed Session on November 20, the Board considered matters
posing a threat or potential threat of criminal or terrorist activity against State
Fund personnel, property, buildings, facilities, or equipment. The Board
considered protocols and necessary measures for ensuring the safety and
security of State Fund personnel. The Board did not take action on that item in
Closed Session.

AGENDA ITEM 2: ANTITRUST ADMONITION
Ms, Cain read State Fund's Antitrust Admonition.

AGENDA ITEM 3: PUBLIC COMMENT ON APPROPRIATENESS OF CLOSED
SESSION FOR ITEMS 4 THROUGH 7
There was no public comment.

The meeting convened immediately into Closed Session.

AGENDA iTEM 4. APPROVAL OF SEPTEMBER 11, 2008 CLOSED MEETING
MINUTES Closed Session.

AGENDA ITEM 5: AUDIT UPDATE Closed Session.

AGENDA ITEM 6: COMPETITIVE INVESTMENT STRATEGY Closed Session.

AGENDA ITEM 7: SAFETY AND SECURITY OF PERSONNEL Closed Session.

AGENDA ITEM 8: CALL TO ORDER AND ROLL CALL
The meeting was called to order at 11:08 a.m. and the following were present:
Voting Members Jeanne L. Cain, Chair; Sheryl A. Chalupa; Vincent E. Mudd; and
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Francis E. (Frank) Quinlan. Non-voting Members John C. Duncan; Jerry Kalmar,;
and Don Moulds. Absent: James A. Santangelo.

Also present: Janet D. Frank, President; Jim Neary, Executive VP; Jay Stewart,
Chief Financial Officer; Carol R. Newman, General Counsel; Judith D. Sapper,
Assistant Chief Counsel and Board Secretary; and Randall Keen, Esq. of Manatt
Phelps & Phillips.

Ms. Cain introduced the Board of Directors and State Fund members present
and provided preliminary explanations about the conduct of State Fund's first
public meeting of the Board.

AGENDA ITEM 9: ANTITRUST ADMONITION
Ms. Cain read State Fund’s Antitrust Admonition.

AGENDA ITEM 10: INTRODUCTIONS
Introductions of the Board were made during roli call and of the outside
presenters during the President's Report rather than under this agenda item.

AGENDA ITEM 11: CONSENT CALENDAR

The consent calendar consisted of the following items: Approval of Open Minuies
of Board Meeting of September 11, 2008; Approval of Renewal of Excess
Workers’ Compensation Insurance Coverage at best available terms for State
Fund employees’ workers' compensation claims for renewal January 1, 2009;
and Approval of Retirement Resolutions 853-858.

MOTION: Mr. Quinlan Second: Ms. Chaiupa
To approve the Open minutes of the September 11, 2008 Board Meeting.

AYES: 4 NOES: 0 Motion carried.

MOTION: Ms. Chalupa  Second: Mr. Quinlan

To approve the renewal of excess insurance coverage on State Fund’s
Workers’ Compensation claims expiring January 1, 2009 at the best available
terms.

AYES: 4 NOES: O Motion carried.

Retiring employees serving over 30 years were recognized in six resolutions
attached hereto and incorporated as a part of these minutes:

Resolution No. 853 in appreciation of Teryl S. Wallace, thanking her for serving
State Fund with distinction for more than 38 years;



State Compensation Insurance Fund Board of Directors
Minutes of November 20-21, 2008 Open Meeting
Page 4 of 8

Resolution No. 854 in appreciation of Frank D. Delgado, thanking him for serving
State Fund with distinction for more than 32 years;

Resolution No. 855 in appreciation of Judy Nathan MacDonald, thanking her for
serving State Fund with distinction for more than 32 years;

Resolution No. 856 in appreciation of Patricia M. Eatherton, thanking her for
serving State Fund with distinction for more than 35 years;

Resolution No. 857 in appreciation of Sharon K. Biggs, thanking her for serving
State Fund with distinction for more than 35 years; and

Resolution No. 858 in appreciation of Nancy A. Obertello, Vice President and
Member of the Executive Committee, thanking her for serving with distinction for
more than 32 years.

MOTION: Mr. Kaimar Second: Mr. Mudd
To approve Retirement Resolutions 853-858.
AYES: 4 NOES: 0O Motion carried.

AGENDA ITEM 12: RATIFICATION OF INVESTMENT TRANSACTIONS

Mr. Mudd, as investment Committee Chair, presented this item. Ratification of
Bond Transactions: Twenty-two (22) bonds were purchased from August 1,
2008 to September 30, 2008, totaling $374,190,213.38 and four (4) were soid
totaling $150,000,000.00. The following action was taken:

MOTION: Mr. Kalmar Second: Ms. Chalupa
To ratify the August-September 2008 bond transactions.
AYES: 4 NOES: 0 Motion carried.

There were no Short-Term Investment Transactions to ratify. The report of
thirteen (13) long-term investments totaling $210,000,000.00 in compliance with
State Fund’s investment guidelines at the time of purchase but no longer in
compliance was presented. Ms. Cain requested public comment. Public
comment by Mr. Don Bone was submitted for consideration: on (i} a request for
public disclosure of non-conforming investments and actions taken regarding
their nonconformance and (ii) impact of Board ratification of non-conforming
investments on State Fund's rights to pursue action against the investments.
There being no further public comment, the following action was taken:

MOTION: Mr. Kalmar Second: Ms. Cain
To ratify the Compliance Report.

AYES: 4 NOES: 0 Motion carried.
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AGENDA ITEM 13: COMMITTEE REPORTS

Mr. Mudd presented the updates of the Investment and Audit Commitiees, noting
the proposed Audit Services plan for 2009 had been presented and approved.
Ms. Cain requested public comment of which there was none. The following
action was taken:

MOTION: Mr. Kalmar Second: Ms. Cain
To adopt the 2009 Audit Services plan.
AYES: 4 NOES: 0 Motion carried.

AGENDA ITEM 14: FINANCIAL STATEMENT REVIEW--3RD QUARTER 2008
AND PREVIEW YEAR-END

Mr. Jay Stewart made an oral report of budgeted and actual expenses for the 3©
Quarter 2008 and a projection of year-end premiums, losses and expenses. He
noted a change in governmental accounting standards rules for the State of
California was the main reason for increased expenses, resulting in a change in
the allocation methodology of the liability for post-retirement benefits to the State
Fund by the State of California. He explained that State Fund charges off
uncollectable premium but that the amounts are pursued even though written off.
He noted State Fund's assets exceed liabilities by approximately $58B. Ms. Cain
requested public comment. Public comment was submitted by Mr. Don Bone
regarding his view that State Fund has high expenses, large uncollectables,
improper oversight of the investment portfolio and collections, and the Board’s
need for greater oversight.

AGENDA ITEM 15: ADOPTION OF AMENDED BYLAWS

Ms. Cain reviewed some of the changes to the By-Laws required by the new
legislation affecting State Fund, and noted having amended By-Laws is a positive
factor that will help with governance. There being no public comment, the
following action was taken.

MOTION: Mr. Quinlan Second: Mr. Kaimar
To approve the Amended and Restated By-Laws.
AYES: 4 NOES: O Motion carried.

AGENDA ITEM 16: PRESIDENT'S REPORT

Ms. Frank introduced Christina Baker, Executive Officer of the Commission on
Health and Safety and Workers’ Compensation (CHSWC) and Lachian Taylor,
Workers' Compensation Judge, for a briefing on CHSWC and recent workers’
compensation reforms. Ms. Baker and Mr. Taylor made a detailed and thorough
presentation on the impact of reforms, changes to indemnity and permanent
disability benefits, medical cost increases, and key research projects on medical
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care, return to work, permanent disability, insurance studies, anti-fraud studies,
and occupational health and safety. Board members asked questions about
apportionment, medical costs, universal health care, the rise of medical condition
claims over traumatic injuries, and upcoming significant issues.

Ms. Frank then introduced Michael Nolan and Alex Swedlow of the California
Workers’ Compensation Institute (CWCH) for a briefing on medical trends in the
California workers® compensation system. They provided comprehensive
information about workers' compensation reforms in the areas of medical cost
containment, medical utilization, pharmacy and repackaged drugs, and medical
provider networks, based on data from 1.2 milion claims for workers’
compensation injuries between January 2002 to June 2007. CWCI will study a
significant increase in utilization in 2006 and potential factors for a retumn of
medical inflation. They noted a growth area, particularly in Southern Califomia,
for claims relating to psyche, sleep, sexual dysfunction, and disorder issues.

A recess was taken from 12:30 to 1:00 p.m. Roll call was taken by Ms. Cain and
all Board members in attendance until the recess remained in attendance. Ms.
Frank then presented an agenda item for assimilation and orientation of new
Board members and their continuing education. She requested direction from
the Board that would be given to the General Counsel for review. The General
Counsel will oversee the Board orientation and training program. The Board
recommended making use of CWCI and CHSWC for educating the Board. There
was a discussion of the statutory need for outside entities to train the Board on
corporate governance. Ms. Cain and Ms. Chalupa provided information on
potential fopics, training entities, and organizations or associations who could
provide conferences or customized training.

Ms. Frank provided the Board of Directors Meeting Schedule for 2008. Ms. Cain
reported a conflict with the meeting of September 10-11, 2009 and the need for
an acting Chair. Meeting dates and availability for 2010 will be identified early in
2009. Ms. Cain requested public comment of which there was none. The
following action was taken:

MOTION: Mr. Mudd Second: Ms. Chalupa
To approve the Board of Directors Meeting Schedule for 2009.

AYES: 4 NOES: 0 Motion carried.

AGENDAITEM 17: CHAIR'S REPORT & RECRUITMENT OF NEW BOARD
MEMBERS

Ms. Cain noted that there are openings on the Board and that it is the Governor's
purview to make the appointments but inferested parties can submit names to
the Governor or Legislature.
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AGENDA ITEM 18: APPOINTMENT OF CORPORATE SECRETARY AND
ASSISTANT SECRETARY

Ms. Cain reported that existing Corporate Secretary Judith Sapper had tendered
her resignation in view of the appointment of Carol Newman as General Counsel.
Ms. Cain recommended appointing Ms. Newman as Corporate Secretary and
Ms. Sapper as Assistant Corporate Secretary. The Board recognized and
thanked Ms. Sapper for her services. Ms. Cain requested public comment of
which there was none. The following action was taken:

MOTION: Mr. Quinlan Second: Ms. Chalupa

To appoint Ms. Carol R. Newman as Corporate Secretary and Ms. Judith
D. Sapper as Assistant Corporate Secretary, each of whom shall serve
until her successor has been duly appointed by the President or until early
resignation or removal by the President.

AYES: 4  NOES: 0 Motion carried.

AGENDA ITEM 19: BOARD MEMBER REPORTS

Mr. Mudd reported that he had represented the Board at the Grand Opening of
the Vacaville campus together with State Fund's management team. The mayor
of Vacaville spoke highly of Staie Fund and the positive economic contribution to
the city and PG&E presented a $1M check for efforts toward sustainable energy.
Ms. Chalupa congratulated Ms. Frank and staff on the new marketing and
rebranding efforts, image, mission, vision, and value statements. Ms. Frank
recognized and thanked Communications Director Jennifer Vargen for her efforts
on the branding project. Ms. Chalupa also reported she had the opportunity to
attend a luncheon with State Fund staff, the Builders Exchange and other trades
and reported positive discussions about State Fund.

AGENDA ITEM 20: PROPOSALS AND SUGGESTIONS FOR JANUARY 2009
AGENDA

Board members requested State Fund invite other presenters and ask CWCI or
CHSWHC to return for future meetings. The Board suggested topics such as
Return to Work, beneficial business practices, First Aid claims, opiate study
results, and general improvements in the Workers' Compensation system.

AGENDA ITEM 21: PUBLIC COMMENT
Ms. Cain requested public comment. Mr. Chris Boyd, State Fund IT employee,
gave public comment and submitted the written comments atiached.

ADJOURNMENT
There being no further business, Chair Cain adjourned the meeting at 1:40 p.m.
The next regularly scheduled Board meeting will begin on Thursday, January 15,
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2009 at 4:00 p.m. for a Closed Session at the Milion Marks Conference Center,
455 Golden Gate Ave, San Francisco and will resume there at 8:30 a.m. on
Friday, January 16, 2009 with the Open Session to begin at 11:00 a.m.

Attachment





