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The trade combined ratio is an indicator of the potential profitability
of BWC's business. The trade combined ratio includes the impact of
BWC's operating and investment revenues, and all related expenses.

Currently, BWC spends approximately $1.11  for every $1 it collects.

111.2

Total assets
As of March 31, 2006

$18.918 billion

Total liabilities
As of March 31, 2006

$18.048 billion

Surplus
As of March 31, 2006

$870 million

While it may be hard to believe, more than one quarter of 2006 has
come and gone. And as you’ll see from this issue of Dollars & Sense,
the Bureau of Workers’ Compensation (BWC) has made good use of
that time, improving our finances by much more than a quarter.

After pledging to save $424 million through Agenda ’06, BWC has
increased revenue and reduced expenses a total of nearly $148 million —
or 34 percent of our goal.

How are we doing it? First, we’ve seen gains through better collection
efforts by both BWC and the Attorney General’s office. We’ve reduced
expenses primarily through better medical-cost containment efforts
and changes to the fee schedule. Additionally, we’ve generated more
investment income through interest gains after an interim transition to
a predominantly fixed-income portfolio.

This is not to say we’ve only experienced success; certainly, challenges
remain. While medical expenses are decreasing, the adverse ruling in
litigation with the Ohio Hospital Association (OHA) could reverse this
positive trend. Also, as medical costs have declined, indemnity
(compensation) costs have increased compared to last year. Finally,
although our fixed-income portfolio has generated more interest income,
the Federal Reserve’s continued increases can lead to significant unrealized
losses, which cause the value of the surplus fund to depreciate.

However, after three months, I’m pleased with our progress and believe
we’re on target to introduce further system savings that will allow us
to achieve our overall objective — to make Ohio’s workers’ compensation
system the best in the U.S.
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Improving customer value
and productivity

Reducing
expenses

Agenda ’06
customer
value and
productivity
goal
$219 million

To date
$22 million

Adding
value

Agenda ’06
giving
customers the
right service at
the right time
goal
$3 million

To date
$0 million Lost Time Medical Only
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Medical
In March, BWC paid $78 million in medical costs, which is nearly three percent lower than
what it paid in March 2005. Overall, medical costs are $22 million lower for the third quarter
of this fiscal year relative to last fiscal year.

Indemnity (Compensation)
BWC paid out more than $90 million in indemnity costs in March, which is a 4.5 percent
increase over February but the same as March 2005. However, overall indemnity costs are
$6 million more in the third quarter of this fiscal year relative to the same time last fiscal year.

Fraud detection
BWC’s special investigations unit (SIU) has identified more than $6.5 million in savings for
March and has identified nearly $20 million in savings for the third quarter of the fiscal year.

While identified savings for the first nine months of this fiscal year are down 30 percent from
last fiscal year, the SIU still returns $8.10 for every dollar it spends.

Overall, 15,344 claims were filed in
March, an 11.6 percent increase
compared to February. Lost-time claims
increased nearly 2 percent for the same
time period.
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Increasing Revenue

Revenue
collection

Agenda ’06
revenue goal
$205 million

To date
$3.5 million
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As of March 31, the next accounts receivable balance was $349 million. Through the third
quarter of the fiscal year, the Attorney General’s collections are 23 percent greater than the third
quarter of fiscal year 2005, while BWC’s are six percent greater for the same period of time.

Subrogation
BWC’s subrogation collections are 78 percent higher both for the third quarter of this fiscal
year compared to last and the entire fiscal year relative to the last one. Collections are
approaching nearly $6 million.

Better
investment
management

Month ending March 31, 2006
Performance Measures

-0.48% 0.18% -0.66% 1.68% 1.91% -0.23%

BWC BWC
Investment Investment

Returns Benchmark Returns 3 Benchmark
Monthly Returns Month Trailing Returns 3

(Gross of Fees) Monthly Variance (Gross of Fees) Month Trailing Variance

Total BWC SIF Investments

For the month ending March 31, the State Insurance Fund lost 0.49 percent (net of fees) and
underperformed its benchmark by 0.67 percent. For the month, BWC generated approximately
$25.7 million more in cash relative to 2005, increasing its quarter end total variance to $53.5
million. Also, as of March 31, BWC has completed the transition of  all monies that resulted
from the termination of 68 active fixed-income, equity and international equity managers in
November 2005. The monies are now in a passive, Lehman Aggregate Index fund.

Two significant developments will change the landscape of BWC’s investments department.
First, BWC has hired Bruce Dunn as Chief Investments Officer. Dunn is a
chartered financial analyst charter holder and an independent investment manager. Previously,
he was a senior investment manager at London Life Reinsurance Company and at Washington
National Insurance Company.

Second, BWC awaits an asset liability study from Wilshire Consulting, which will help to
determine a long-term asset allocation strategy for the investment policy and provide options
for the appropriate mix of equities and fixed-income securities. BWC should have the study
by the end of May.
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A look
ahead

This table reflects the overall financial health of BWC, including how much money we’re
collecting (revenues), how much we’re spending (expenses) and how much we own (assets).

Actual – The true dollar amounts at this point in time
Projected – The amount BWC’s Finance Division expected at this time
Variance – The difference between the actual and projected amounts
Prior Year Actual – The true dollar amounts BWC had this same time last year
Increase (Decrease) – The difference between today’s and last year’s actual amounts

Prior Yr. Increase
Actual Projected Variance Actual (Decrease)

Total Operating Revenues

Total Operating Expenses

Net Operating Gain (Loss)

Net Investment Income

Increase (Decrease) in Net Assets

Net Assets Beginning of Period

Net Assets End of Period

$ 1,610 $ 1,553 $ 57 $ 1,751 $ (141)

2,261 2,282 21 2,561 (300)

(651) (729) 78 (810) 159

786 956 (170) 693 93

135 227 (92) (117) 252

735 735 – 861 (126)

$ 870 $ 962 $ (92) $ 744 $ 126

(in millions)

Statement of Operations

July 1, 2005 - March 31, 2006

BWC will receive an asset-liability study from Wilshire Consulting, which is the bureau’s
independent, full-service investment consultant. Wilshire will make a recommendation
regarding BWC’s long-term investment strategy and, more specifically, the appropriate mix
of stocks and bonds that comprise the State Insurance Fund.

Also, BWC will begin to review proposals from financial institutions seeking to assist the
agency in divesting itself of its 68 private equity funds. The current value of the funds is
approximately $394 million. BWC expects to select a vendor by mid-August. BWC’s declaratory
judgment action seeking to disclose all aspects of these funds remains pending in the Franklin
County Court of Common Pleas.

Lastly, the BWC has appealed the decision in the lawsuit filed by OHA. The association alleges
BWC did follow the proper process when setting reimbursement rates. BWC contends it
followed the same process that has always been used when setting fee schedules. The case
will now move to the Court of Appeals. No hearing date has been set.
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