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PROFESSIONAL LIABILITY COVERAGES

Explanation of Policy:

The Claims-Made Policy extends professional 
liability protection to the physician, clinic or 
employee for claims reported in a single year, 
regardless of when service is rendered as long as 
the incident occurred while continuously insured 
under Claims-Made with MICA. Thus, claims 
reported this year are covered by this year’s pol­
icy; claims reported next year by next year’s 
policy and so on.

MICA’s premium rates arc derived from the 
historical pattern of reported claims resulting from 
the performance of professional services which 
form a “stair step" with an increasing number of 
claims being reported each year until the fifth year. 
In the f  rst year, only about 19 % of the total claims 
resulting from professional services arc reported; 
the second 39 %; the third 78% ; the fourth 93 %; 
the fifth and subsequent years, about 100 %.

Cost:

In keeping with the “stair step'' development of 
claims, the rates charged for the Claims-Made 
policy mature at the fifth year. Subsequent re­
newal policies are charged at the mature rates. The 
specific cost of coverage is shown within our table 
entitilcd CLAIMS-MADE PREMIUM SCHED­
ULE.

All policies issued by MICA arc renewed on 
January 1 of each year, ' o u r  first years and 
renewal rates are pro-rated from the first date of 
coverage (inception date) of the original policy. 
For example, if your continuous coverage beer me 
effective on July 1. 1986, your annual renewal 
premium on January 1, 1990 wouid be pro-rated 
from January 1 through June 30 on the fourth year 
rates and from July 1 through December 31 on the 
fifth year rates.

Limits of Liability:

MICA’s professional and optional comprehen­
sive general liability coverages are available with 
policy limits of:

S200,000 per occurrencc/S600,000 
aggregate pcrca'rndar year.

S500.000 per occurrcnce/S 1.000,000 
aggregate per calendar year.

51.000.000 per occurrcncc/52,000,000 
aggregate per calendar year.

51.000.000 per occurrcncc/S3,000,000 
aggregate per calendar year.

Reporting Endorsement 
(Tail Coverage) *

Should you stop practicing or change to another 
insurance company, MICA guarantees availabil­
ity of a limited or Unlimited Reporting Endorse­
ment known as “tail" coverage to cover subse­
quently reported claims. Tail coverage must be 
purchased by the insured within 30 days of termi­
nation of coverage/ by canceliation or non-re­
newal) or by termination of employment or asso­
ciation with the p.tysicians insured under a master 
group policy.

“Tail" coverage must also be recognized when a 
physician reduces rating classification to offset 
reduced premium charges while subsequently 
reported claims from the higher specialty contin­
ues to occur. This is currently being accom- 
plishedby charging "tail" premium on a pro-rata 
basis as between the two speciality classes when 
the policy is ultimately terminated.

Cost:

The cost of “ a il"  coverage will depend upon the 
length of lime you have been insured with MICA, 
limits of liability purchased, physician's rating 
class and will be subject to the company’s rules, 
rates, *nd rating plans in effect at the time the 
Unlimited Reporting Endorsement is requested.

•  1 he policy lim , a  purchased fo r  the U n lim ite d  R eporting  endorsement w ill  be applicab le  ju s t as i f  ihe policy had not 
been cancelled o r te rm inated  and a ll subsequently reported  cla im s had been reported  d u rin g  t. • last policy year.



The tail premium is quoted as a one time cost but 
may be paid in installments. Refer to paragraph 
INSTALLMENTS.

Retirement Benefit:
An Unlimited Reporting Endorsement (tail 

coverage) will be issued at no extra cost to any 
physician who has attained the age and years in the 
MICA program (as per the schedule below) and 
having completed five consecutive years as a 
MICA insured just prior to retirement:**

Age Years as MICA Insured
60 5

59 6
58 7

57 8

56 9

55 10

• •  R etirem ent is defined as to ta lly  ceasing the p riva te  
practice  o f  medicine. A lim ite d  o r  p a rtt im e  practice is 
not considered re tirem en t.

Dcalh o r  Total and Permanent Disability:
A Reporting Endorsement (tail coverage) will 

be issued at no extra cost because of death or 
permanent total disability, i.e..unable tocontinue 
the practice of medicine in any limited oi modified 
capacity.

New Doctor Rule:
For physicians entering private practice for the 

first time following completion of medical school, 
residency training, military or public health serv- 
ice. premiums will be discounted 25 % for the first 
year of coverage.

Claims Free Premium Discount:
A 20 % premium discount will be provided to 

our insured physicians for a five year claims free 
history. This policyholder benefit will be provided 
upon rcnev. jl  ollowing the completion of the fifth 
year in which a claims free record has been dem­
onstrated.

Claims Experience Premium Surcharges: 
Claims experience premium surcharges may be 

imposed upon insureds with two or more claims in

the last three years in which some elements of 
negligence or other contributing adverse factors 
are involved.

Employee Coverages:
Unlike many policies, most employees arc pro­

vided coverage under the MICA policy.
Employee premium charges are limited to: (1) 

Advanced Nurse Practitioners or Physician’s 
Assistants added to a physician's or clinic's policy 
subject to 50 % of Class 1 premium (shares policy 
limits with employer, sponsor or supervising 
physician); (2) Physician's Assistants or Nurse 
Practmoncrs on policies providing separate limits 
of liability from sponsoring/supervising physi­
cian, subject to higher premium based upon spe­
cialty and practice situation; (3) employed Nurse 
Midwivcs or directly supers >sed Certified Regis­
tered Nurse Anesthetists (CFNAs) are subject to 
100% C ass  3 annual premium; (4) unsupcrvised 
CRNAs or Nurse Midwives are subject to 100 % 
of Class 4 and Class 4A premium respectively. 

No additional premium charges arc incurred for 
other employees.

Locum Tenens:
MICA provides up to 60 days of coverage annu­

ally for a temporary substitute physician - locum 
tenens - for surgical and non-surgical specialties. 
Completion of application and prior approval o f
M ICAi5.reqjirctL
This coverage is limited to 6 separate periods per 

year ('•xccDt for illness or family emergencies of 
the insured ohysician) and any additional periods 
will involve the customarv premium charges for 
short-term practice situations (see next paragraph) 

A negative factor in considering the acceptabil­
ity of a locum tenens physician is the lack of 
current or recent professional liability insurance 
coverage on the applicant. This lack precludes 
verification of prior claims experience and other 
elements of insurability.

Short T erm  Practice Situations:
Pro-rated amount of annual premium computed 

on short rate tables subject to S250 minimum 
premium.



Part Time Practitioners:
Class 0 ,1 , 1-A, 2 ,2-A and Fvimily practitioners 

in any class: 35 % of the scheduled annual premi­
ums for 10 hours or less per week practice; 65 % 
c f  the scheduled annual premium for 20 hours or 
less per week practice.

Comprehensive General Liability Coverages:
This optional coverage is available at $50 per 

physician covered, subject to the same limits of 
liability carried for professional liability. This 
coverage extends to bodily injury and property 
damage liability protection for those injuries acci­
dentally sustained on the office premises by pa­
tients or the general public.

This coverage is limited to premises actually 
occupied bv our insured in rendering professional 
services. For example, if an insured occupied one 
suite of a building, coverage would be limited to 
only that suite. An entire building cannot be 
covered under the Comprehensive General Liabil­
ity Endorsement unless the insured or the insured’s 
employees occupy the entire building in the ren­
dering of medical services.

C o rp o ra te /P a r tn e rsh ip /G ro u p  Professional 
Liability:

This optional coverage is available at no addi­
tional charge to solo practitioners anu group prac­
tices, providing each member or employed physi­
cian carries coverage through the Company. The 
only requirement for group limits is that the limits 
of liability on the group may never be higher than 
the lowest limit carried by any member of the 
group. The separate limits of liability for the 
corporation/pannership/group docs not apply to 
policyholders who arc solo practitioners nor does it 
apply concurrently or on an excess basis to the phy­
sician (s) scheduled on the policy or associated 
with the same medical organization whoalso alleg­
edly provide neligent patient care for the same 
occurrence.

This form provides individual limits of liability 
to each physician named on the policy schedule 
except these limits shall not be concurrent nor 
excess to the corporate limits of liability stated in 
the previous paragraph.

Optional Shared Limits Professional Liability 
Group Coverage:

This optional coverage is available through the 
Company for your group at reduced premium lev­
els. (see discount schedule that rollows). One 
master policy is issued with eic i associated or 
employed physician covered by endorsement.

Coverages art, limited to the course and scope of 
employment or association with your group. The 
combined clinic/group insureds are subject to 
the single limits of liability per occurrence and 
annual aggregate limits as procured. 
Completion of the Physician's and Surgeon’s Pro­
fessional Liability Group Application is required, 
along with completion of individual application for 
each physician to be insured.

D iscounts P er L im its o f L iability
s o r  Policv S500.000 S t.000.000
1 0 0
2 9% 7%
3 11% 9%
4 12% 10%
5 13% 11%
6 14% 12%
7 15% 13%
8 16% 14%
9-t- *7% 15%

Installments - Deferred Payments:
Initial policy issuance subject tooeposit of $ 1.000 

or two month’s annual premium. Deferred pay­
ments are available in quarterly or semi-annual 
installments payable: 35%, 25 %, 25 % and 15 % 
quarterly or 60 % and 40 % semi-annually. Pre­
mium invoices should be paid upon receipt and the 
policy is subject to immediate cancellation if 
payment is not received by the first day of the 
quarter in which the premium is earned. Carrying 
charges are computed at 10 % annual simple 
interest on the unpaid balance.

The full premium for an Unlimited Reporting 
Endorsement must be received by the company 
within twelve months following its inception date. 
The Uni. > d  Reporting Endorsement will be 
cancelled at the end of this twelve month period if 
the full premium has not been received at that time, 
and only premium earned for this twelve month 
Reporting Endorsement period will be charged in 
accordance with rates actuarially determined and 
filed w ith the Division of Insurance.



PHYSICIAN'S RATE CLASSIFICATIONS

Class 0
Psychiatry • Excluding ECT 
Pathology

Class 1 
Neurology
Physicians * no surgery
Applies to general practitioners and physician specialists 
who do not perform obstetrical procedures or major /  m inor 
surgery (other than incision o f  boils and superficial ab­
scesses, suturing o f skin and superficial fascia or neonate 
circum cision) who do not o rd inarily  assist in major surgical 
procedures.

Class I-A
General Practitioners assisting at surgery (own patients 
only)
Opthalm ology (excluding Radial Karntotomy)

Class 2
P h y s ic ia n s -m in o rsu rg e ryo ra ss is tip g in m a jo rs u rg e ry *  
Applies to general practitioners and physician specialists 
who perform  minor surgery or assist in major surgery, 
Neonatology 
Cardiology

Class 2-A 
Emergency Medicine 
Therapeutic Radiology

Class 2-C
Urology

Class 3
Physicians • major surgery •
Physicians who include obstetrical procedures as any part o f 
their practice.
Proctology 
O torhinolaryngology 
A bdom inal Surgery 
General Surgery 
Pediatric Surgery 
Thoracic Surgery

Traumatic Surgery
Plastic and R econstructive Surgery (excluding cosmetic 
surgery)
U rology
Gynecology (No Obstetrics)

Class 4
Anesthesiology

Class 4-A
Physicians - major surgery *
Obstetrics * Gynecology 
Cardiovascular Surgery 
Hand Surgery
Plastic and Reconstructive Surgery (including cosmetic 
surgery)
Vascular Surgery
Orthopedic Surgery (exclud ing total jo in t pro;edurcs 
spinal surgery and insertion o f  prosthetic devices)

Class 5
Physicians • major surgery*
Neurosurgery
Orthopedic Surgery (in c lu d in g  total jo in t procedures, spinal 
surgery and insertion o f  prosthetic devices)

•M a jo r  Surgery -involves operations in or upon 
any body cavity including but not limited to the 
cranium, thorax, abdomen or pelvis, or any other 
operation that presents a distinct hazard to life 
becasue of the condition of a patient or the length 
or circumstances of an operation. It also includes 
removal of tumors (except skin tumors), open bone 
fractures, amputations, abortions, removal of any 
gland or organ, plastic surgery and any operations 
using general anesthesia.

N O T E : IF  A  PORTION OF TH E  P H YSIC IAN S PRACTICE IS IN  A  S P E C IA LITY  W IT H  A H IG H ER  CLASS T H A N  
HIS N O R M A L  SPEC IALTY. HE OR SHE M A Y  BE PLAC ED  IN  T H E  H IG HER S P E C IA LTY  FOR R A T IN G  PUR- 
POSES.
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CLAIMS - MADE PREMIUM SCHEDULE

Effective January 1, 1990 

LIM ITS OF LIABILITY: EACH CLAIM AND ANNUAL AGGREGATE

1st • 5 th  Y e a rs $200 ,000/5600,000 $500 ,0 0 0 /$ !,0 0 0 ,0 0 0

I
I

C L A S S  0
1st y e a r  ra te s J a n .  1 ,1 9 9 0 2 4 2 4 3,182 3,601

• 2 n d  y e a r  re n e w a l ra te s J a n .  1 ,1 9 8 9 3,467 4,026 4 3 5 7
• 3 rd  y e a r  re n ew a l ra te s J a n .  1 , 1988 4 4 5 9 5 ,607 7,119
• 4 th  y e a r  re n ew a l ra te s J a n .  1 ,1 9 8 7 5,026 6 3 7 1 8,058
• 5 th  y e a r  re n ew a l ra te s J a n .  1 ,1 9 8 6 5,177 6,485 8 4 6 1

C L A S S  1
1st y e a r  ra te s J a n .  1 ,1 9 9 0 3,798 4,305 5,067

• 2 n d  y e a r  re n e w a l ra te s J r n .  1 ,1 9 8 9 4 3 2 8 5 3 0 9 7 4 3 0
• 3 r d  y e a r  re n ew a l ra te s J a n .  1 ,1 9 8 8 6,724 8,497 11,03!
• 4 th  y e a r  re n e w a l ra te s J a n .  1 , 1P87 7 4 1 7 9,612 1 2 4 9 9
• 5 th  y e a r  re n ew a l ra te s J a n .  1 , 19h6 7,772 9 4 7 0 13,103

C L A S S  1 -A
1st y e a r  ra te s J a n .  1 ,1 9 9 0 4 4 4 8 5 ,270 6 4 2 6

• 2 n d  y e a r  re n e w a l ra te s J a n .  1 ,1 9 8 9 5 4 9 7 7,341 9 4 6 8
• 3 r d  y e a r  re n e w a l ra te s J a n .  1 , 1988 8 4 8 4 1 0 4 8 0 1 4 4 9 1
• 4 th  y e a r  re n e w a l ra te s J a n .  1 ,1 9 8 7 9,657 12,482 16,499
• 5 th  y e a r  re n e w a l ra te s J a n .  1 ,1 9 8 6 10,001 1 2 4 6 4 17,176

C L A S S  2 
1st y e a r  ra te s

• 2 n d  y e a r  re n e w a l ra te s

• 3 r d  y e a r  re n e w a l ra te s

• 4 th  y e a r  re n ew a l ra te s

• 5 th  y e a r  re n ew a l ra te s

C L A S S  2-A  
1st y e a r  ra te s

• 2 n d  y e a r  re n e w a l ra te s

• 3 rd  y e a r  re n e w a l ra te s

• 4 th  y e a r  re n e w a l r a te s

• 5 th  y e a r  re n e w a l r a le s

C L A S S  2-B  
1st y e a r  ra te s

• 2 n d  y e a r  re n e w a l ra te s

• 3 rd  y e a r  re n ew a l ra te s

• 4 th  y e a r  re n ew a l ra te s

• 5 th  y e a r  re n ew a l ra te s

J a n .  1 ,1 9 9 0  

J a n .  1 ,1 9 8 9  

J a n .  1 ,1 9 8 8  

J a n .  1 ,1 9 8 7  

J a n .  1 ,1 9 8 6

J a n .  1 ,1 9 9 0  

J a n .  1 ,1 9 8 9  

J a n .  1 ,1 9 8 8  

J a n .  1 ,1 9 8 7  

J a n .  1 ,1 9 8 6

J a n .  1 ,1 9 9 0  

J a n .  1 ,1 9 8 9  

J a n .  1 ,1 9 8 8  

J a n .  1 , 1987 

J a n .  1 , 1986

5 ,338

7,228
1 0 4 4 2

11,909

1 2 4 4 8

7,098
9,971

1 4405

16,928
1 7 4 7 7

8 3 5 7

12,713
1 9 4 6 8

2 1 4 4 8

2 2 3 0 7

6486
8 4 5 3

1 3 4 9 3

1 5 4 0 3

16,116

8 4 5 0
1 2 4 4 7

19,417

2 2 4 3 5
23,139

1 0 3 1 3

16,140

2 5 4 4 1
28,967

30,162

7,651
11,414
17428
20,605

21,464

10,605

16,196

2 5 3 1 1
29,755
31,020

1 3 4 5 8

20,978

33,693
3 8 4 0 4

4 0 4 7 6

•  PREMIUM COST IS 4%  ABOVE S1.000.000 /52,000,000 LIMITS.
Clums-mtde premium prepared by MiJlimin A  Robertson, Inc , coniulung Acuuncs for the Medical Indemnity Corporation of Alaska, trt bated on 
i five yea/ pricing ttep for reported claims adjusted annually for claims eapenencc.
•Rttnsacuvc dates and renewal premium apply to 2nd through 5th year annual renews]. First vear physicians are subject to fint year rues.
•All policies are renewed eadt year on January I. All 1st and renewal premuani are proriied subject to the Tint day of coverage under the original
policy.
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I1
CLAIMS - MADE PREMIUM SCHEDULE

Effective January 1, 1990 

LIM ITS O F LIABILITY: EACH CLAIM  AND ANNUAL AGGREGATE

1st • 5 th  Y e a rs $200,000/5600,000 $500 ,000/$1,000,000

|V
» l 

l

C L A S S  0
1st y e a r  ra te s J a n .  1 ,1 9 9 0 2,924 3,182 3,601

• 2 n d  y e a r  re n ew a l ra te s J a n .  1 ,1 9 8 9 3 ,467 4 ,026 4 3 5 7
• 3 r d  y e a r  re n ew a l ra te s J a n .  1 ,1 9 8 8 4,559 5 ,607 7,119
• 4 th  y e a r  re n ew a l ra te s J a n .  1 ,1 9 8 7 5,026 6,271 8,058
• 5 th  y e a r  re n ew a l ra te s J a n .  1 ,1 9 8 6 5,177 6,485 8 3 6 1

C L A S S  1
1st y e a r  ra te s J a n .  1 ,1 9 9 0 3,798 4 3 0 5 5,067

• 2 n d  y e a r  re n e w a l ra te s J a n .  1 ,1 9 8 9 4,828 5,809 7,230
• 3 rd  y e a r  re n ew a l ra te s J a n .  1 ,1 9 8 8 6,724 8,497 11,031
♦ 4 th  y e a r  re n ew a l ra te s J a n .  1 ,1 9 8 7 7,517 9,617, 1 2 3 9 9
• 5 th  y e a r  re n ew a l ra te s J a n .  1 ,1 9 8 6 7,772 9,970 13,103

C L A S S  1 -A
1st y e a r  ra te s J a n .  1 ,1 9 9 0 4,548 5 3 7 0 6 3 2 6

• 2 n d  y e a r  re n e w a l ra te s J a n .  1 ,1 9 8 9 5,997 7 3 4 1 9 3 6 8
• 3 r d  y e a r  re n ew a l ra te s J a n .  1 ,1 9 8 8 8,584 10,980 1 4 3 9 1
• 4 th  y e a r  re n e w a l ra te s J a n .  1 ,1 9 8 7 9,657 12,482 16,499
• 5 th  y e a r  re n ew a l ra te s J a n .  1 ,1 9 8 6 10,001 12,964 17,176

C L A S S  2
1st y e a r  ra te s  J a n .  1 ,1 9 9 0  5 ,338  6 ,286  7,651

• 2 n d  y e a r  re n ew a l ra te s  J a n .  1 , 1989 7,228 8,953 11,414

• 3 r d  y e a r  re n ew a l ra te s  J a n .  1, 1988 10,542 13,593 17,928

• 4 th  y e a r  re n ew a l r a te s  J a n .  1, 1987 11,909 15,503 20,605

• 5 th  y e a r  re n ew a l ra te s  J a n .  1 ,1 9 8 6  12,348 16,116 21,464

C L A S S  2 -A
1st y e a r  r a te s  J a n .  1 ,1 9 9 0  7 ,098 8 ,550  10,605

• 2 n d  y e a r  re n e w a l ra te s  J a n .  1 , 1989 9,971 12,547 16,196

• 3 rd  y e a r  re n e w a l ra te s  J a n .  1 ,1 9 8 8  14,905 19,417 25,811

• 4 th  y e a r  re n e w a l r a te s  J a n .  1, 1987 16,928 22,235  29,755

• 5 th  y e a r  re n e w a l r a te s  J a n .  1, 1986 17,577 23,139  31,020

C L A S S  2 -B

1st y e a r  r a te s  J a n .  1, 1990 8 ,857  10,813 13,558
• 2 n d  y e a r  re n e w a l ra te s  J a n .  1 ,1 9 8 9  12,713 16,140 20,978

• 3 r d  y e a r  re n ew a l ra te s  J a n .  1 ,1 9 8 8  19,268 25,241 33,693

• 4 th  y e a r  re n ew a l ra te s  J a n .  1 ,1 9 8 7  21,948 28,967 38,904

• 5 th  y e a r  re n ew a l ra te s  J a n .  1 ,1 9 8 6  22,807 30 ,162  40,576

• PREMIUM COST IS 4% ABOVE S1.000.000./52.000.000. LIMITS.
CUimi-rmde pre nium prtp«rcd by Milliman dt Roberuon, Inc.. ccmuliing Acaunu for ihe Medicxl Indcmniiy Corponuot of Aluki, »re b*»ed un
• five year pncing iiep lor reported cUunt idjuiied annually lor cliunt expenence.
•Retroactive datei and renewal premium apply to 2nd through 5th year annual renewal. Fint year phyticiani are subject to tint year rites.
•All pobctes are renewed each year an January 1. All 1st and renewal premiums are pro-nted subject to the first day of coverage under the original 
policy.
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Effective January 1, 1990 

LIM ITS O F  LIABILITY: EACH CLAIM  AND ANNUAL A G G REG A TE

CLAIMS - MADE PREMIUM SCHEDULE

1st - 5 t h  Y e a rs $200 ,000/5600 ,000 $500 ,000 /51 ,000 ,000 $1 ,000 ,000 /$ !

$1,000,000/53
C L A S S  2 -C

1st y e a r  ra te s J a n .  1 ,1 9 9 0 8,294 10,089 12,613
• 2 n d  y e a r  re n e w a l ra te s J a n .  1 ,1 9 8 9 11,836 143*91 19,448
• 3 r d  y e a r  re n ew a l ra te s J a n .  1 ,1 9 8 8 17,872 2 3 ,377 31,171
• 4 th  y e a r  re n ew a l ra te s J a n .  1 ,1 9 8 7 20,342 26 ,813 3 5 3 7 6
• 5 th  y e a r  re n ew a l ra te s J a n .  1 ,1 9 8 6 21,133 2 7 ,915 3 7 3 1 8

C L A S S  3
1st y e a r  ra te s J a n .  1 ,1 9 9 0 8,857 10,813 1 3 3 5 8

• 2 n d  y e a r  re n e w a l ra te s J a n .  1 ,1 9 8 9 12,713 16,140 2 0 3 7 8
• 3 r d  y e a r  re n e w a l ra te s J a n .  1 ,1 9 8 8 19,268 25,241 33 ,693
• 4 th  y e a r  re n e w a l ra te s J a n .  1 ,1 9 8 7 21,948 2836V 3 8 3 0 4
• 5 th  y e a r  re n e w a l ra te s J a n .  1 ,1 9 8 6 22,807 3 0 ,1 6 2 4 0 3 7 6

C L A S S  4
1st y e a r  r a te s J a n .  1 ,1 9 9 0 11,218 13,850 1 7 3 2 0

• 2 n d  y e a r  re n e w a l ra te s J a n .  1 ,1 9 8 9 16,392 2 0 3 6 0 2 7 3 9 2
• 3 rd  y e a r  re n e w a l ra te s J a n .  1 ,1 9 8 8 25,120 33,052 44,266
* 4 th  y e a r  re n e w a l ra te s Ia n . 1 ,1 9 8 7 28,680 3 7 3 9 7 51,176
• 5 th  y e a r  re n e w a l ra te s J a n .  1 ,1 9 8 6 29,821 3 9 3 8 2 5 3 3 9 3

C L A S S  4 -A
1st y e a r  ra te s J a n .  1 ,1 9 9 0 14,140 17,608 22,422

• 2 n d  y e a r  re n e w a l ra te s J a n .  1 ,1 9 8 9 20,944 2 6 3 2 6 3 5 3 3 0
• 3 rd  y e a r  re n e w a l ra te s J a n .  1, lPf-8 32 ,362 4 2 ,720 5 7 3 5 1
• 4 th  y e a r  re n e w a l ra te s J a r .  1 ,1 9 8 7 37,012 *»9,172 6 6 3 6 5
• 5 th  y e a r  re n e w a l ra te s J a n .  1 ,1 9 8 6 38,502 51,241 6 9 3 5 5

C L A S S  5
1st y e a r  ra le s J a n .  1 ,1 9 9 0 19,199 24 ,116 3 0 3 1 4

• 2 n d  y e a r  re n e w a l ra te s J a n .  1 ,1 9 8 9 28,829 3 7 3 5 7 49,079
• 3 rd  y e a r  re n e w a l r a te s J a n .  1 ,1 9 8 8 44,906 59 ,463 80 ,014
• 4 th  y e a r  re n e w a l r a te s J a n .  1 ,1 9 8 7 51,443 6 8 3 2 8 92 ,670
• 5 th  y e a r  re n e w a l r a te s J a n .  1 ,1 9 8 6 53,536 71 ,433 96 ,729

•  PREMIUM COST IS 4% ABOVE SI.000,000/52,000,000. LIMITS.
Cliimi-nude premium prepared by Millimin A  Roberuon, Inc., consulting Actuaries for the Medical Indemnity Corporation of Alaska, ate based on 
a five year pricing step for reported claims adjusted annually for claims experience.
•Retroactive dates and renewal premium apply to 2nd through 5th year annual renewal. Fint year physicians are subject to first year rates.
•All policies are renewed each year on January I. All 1 st and renewal premiums are pro-rated rubject to the fust day of coverage under the ouginal 
policy.
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PROFESSIONAL LIABILITY COVERAGES

Explanation of Policy:

The Claims-Made Policy extends professional 
liability protection to the physician, clinic or 
employee for claims reported in a single year, 
regardless o i  when service is rendered as long as 
the incident occurred while continuously insured 
under Claims-Made with MICA. Thus, claims 
reported this year are covered by this year’s pol­
icy; claims reported next year by next year’s 
policy and so on.

MICA’s premium rates are derived from the 
historical pattern of reported claims resulting from 
the performance of professional services which 
form a “stair step’’ with an increasing number of 
claims being reported each year until the fifth year. 
1 n the first year, only about 19 % of the total claims 
resulting from professional services are reported; 
the second 39 %; the third 78% ; thefounh93% ; 
the fifth and subsequent years, about 100 %.

Cost:

In keeping with the “stair step” development of 
claims, the rates charged for the Claims-Made 
policy mature at the fifth year. Subsequent re­
newal policies arc charged at the mature rates. The 
specific cost o f  coverage is shown within our table 
entitiled CLAIMS-MADE PREMIUM SCHED­
ULE.

All policies issued by MICA are renewed on 
January 1 of each year. Your first years and 
renewal rates are pro-rated from the first date of 
coverage (inception da*e) of the original policy. 
For example, i f your continuous coverage became 
effective on July 1, 1986, your annual renewal 
premium on January 1, 1990 would be pro-rated 
from January 1 through June 30 on the fourth year 
rates and from July 1 through December 31 on the 
fifth year rates.

Limits of Liability:

MICA’s professional and optional comprehen­
sive general liability coverages are available with 
policy limits of:

$200,000 per occurrcncc/S600,000 
aggregate per calendar year.

$500,000 per occiwcnoi/S 1,000.000 
aggregate per calendar year.

$ 1,000,000 per occurrencc/S2,000.000 
aggregate per calendar year.

$ 1,000.000 per occurrcncc/S3,000,000 
aggregate per calendar year.

Reporting Endorsement 
(Tail Coverage) *

Should you stop practicing or change to another 
insurance company, MICA guarantees availabil­
ity of a limited or Unlimited Reporting Endorse­
ment known as “ tail” coverage to cover subse­
quently reported claims. Tail coverage must be 
purchased by the insured within 30 days of termi­
nation of coverage,( by cancellation or non-re­
newal) or by termination of employment or asso­
ciation with the physicians insured under a master 
group policy.

“Tail’’ coverage must also be recognized when a 
physician reduces rating classification to offset 
reduced premium charges while subsequently 
reported claims from the higher specialty contin­
ues to occur. This is currently being accom- 
plishedby charging "tail" premium on a pro-rata 
basis as between the two speciality classes when 
the policy is ultimately terminated.

Cost:

The cost of “ tail’’ coverage will depend upon the 
length of time you have been insured with MICA, 
limits of liability purchased, physician’s rating 
class and will be subject to the company’s rules, 
rates, and rating plans in effect at the time the 
Unlimited Reporting Endorsement is requested.

* The policy limits purchased for (he Unlimited Reporting endorsement will be applicable just as if the policy hjd not 
been cancelled or terminated and all subsequently reported claims had been reported during the last policy year.



The tail premium is quoted as a one time cost but 
may be paid in installments. Refer to paragraph 
INSTALLMENTS.

Retirement Benefit:
An Unlimited Reporting Endorsement (tail 

coverage) will be issued at no extra cost to any 
physician who has attained the age and years in the 
MICA program (as per the schedule below) and 
having completed five consecutive years as a 
MICA insured just prior to retirement:**

Ass Years as MICA Insured
60 5
59 6
58 7
57 8
56 9
55 10

••  Retirement is defined as totally ceasing the private 
practice of medicine. A limited or parttime practice is 
not considered retirement.

Death o r  Total and Perm anent Disability:
A Reporting Endorsement (tail coverage) will 

be issued at no extra cost because o f  death or 
permanent total disability, i.e..unable tocontinue 
the practice of medicine in any limited or modified 
capacity.

New Doctor Rule:
For physicians entering private practice for the 

first time following completion of medical school, 
residency training, military or public health serv­
ice. premiums will be discounted 25 % for the first 
year of coverage.

Claims Free Prem ium  Discount:
A 20 % premium discount will be provided to 

our insured physicians for a five year claims free 
history. This policyholder benefit will be provided 
upon renewal following the completion of the fifth 
year in which a claims free record has been dem­
onstrated.

Claims Experience Prem ium  Surcharges: 
Claims experience premium surcharges may be 

imposed upon insureds with two or more claims in

the last three years in which some elements of 
negligence or other contributing adverse factors 
are involved.

Employee Coverages:
Unlike many policies, most employees are pro­

vided coverage under the MICA policy.
Employee premium charges are limited to: (1) 

Advanced Nurse Practitioners or Physician’s 
Assistants added to a physician’s or clinic's policy 
subject to 50 % of Class 1 premium (shares policy 
limits with employer, sponsor or supervising 
physician); (2) Physician’s Assistants or Nurse 
Practitioners on policies providing separate limits 
of liability from sponsoring/supervising physi­
cian, subject to higher premium based upon spe­
cialty and practice situation; (3) employed Nurse 
Midwivcs or directly supervised Certified Regis­
tered Nurse Anesthetists (CRNAs) are subject to 
100% Class 3 annual premium; (4) unsupervised 
CRNAs or Nurse Midwives are subject to 100 % 
of Class 4 and Class 4A premium respectively. 

No additional premium charges are incurred for 
other employees.

Locum Tenens:
MICA provides up to 60 days of coverage annu­

ally for a temporary substitute physician - locum 
tenens - for surgical and non-surgical specialties. 
Completion of application and prior approval of
MICA-ia.refluired.
This coverage is limited to 6 separate periods per 

year (except for illness or family emergencies of 
the insured physician) and any additional periods 
will involve the customary premium charges for 
short-term practice situations (sec next paragraph) 

A negative factor in considering the acceptabil­
ity of a locum tenens physician is the lack of 
current or recent professional liability insurance 
coverage on the applicant. This lack precludes 
verification of prio • claims experience and other 
elements of insurability.

Short T erm  Practice Situations:
Pro-rated amount of arnual premium computed 

on short rate tables sibjcct to S250 minimum 
premium.



P art  Time Practitioners:
Class 0,1 , 1-A, 2, 2*A and Family practitioners 

in any class: 35 % of the scheduled annual premi­
ums for 10 hours or less per week practice; 65 % 
of the scheduled annual premium for 20 hours or 
less per week practice.

Comprehensive General Liability Coverages: 
This optional coverage ir available at $50 per 

physician covered, subject to the same limits of 
liability carried for professional liability. This 
coverage extends to bodily injury and property 
damage liability protec.ion for those injuries acci­
dentally sustained on the office premises by pa­
tients or the general public.

This coverage is limited to premises actually 
occupied bv our insured in rendering professional 
services. For example, if an insured occupied one 
suite of a building, coverage would be limited to 
only that suite. An entire building cannot be 
covered under the Comprehensive General Liabil­
ity Endorsement unless the insured or the insured's 
employees occupy the entire building in the ren­
dering of medical services.

C o rp o ra te /P a r tn e rsh ip /G ro u p  Professional 
Liability:

This optional coverage is available at no addi­
tional charge to solo practitioners and group prac­
tices. providing each member or employed physi­
cian carries coverage through the Company. The 
only requirement for group limits is that the limits 
of liability on the group may never be higher than 
the lowest limit carried by any member of the 
group. The separate limits of liability for the 
corporaiion/partnership/gTOup does not apply to 
policyholders who are solo practitioners nor docs it 
apply concurrently or on an excess basis to the phy­
sician (s) scheduled on the policy or associated 
w ith the same medical organization who also alleg­
edly provide neligent patient care for the same 
occurrence.

This form provides individual limits of liability 
to each physician named on the policy schedule 
except these limits shall not be concurrent nor 
excess to the corporate limits of liability stated in 
the previous paragraph.

Optional Shared Limits Professional Liability 
Group Coverage:

This optional coverage is available through the 
Company for your group at reduced premium lev­
els. (see discount schedule that follows). One 
master policy is issued with each associated or 
employed physician covered by endorsement.

Coverages are limited to the course and scope of 
employment or association with year group. The 
combined clinic/group insureds are subject to 
the single limits of liability per occurrence and 
annual aggregate limns as procured. 
Completion of the Physician's and Surgeon’s Pro­
fessional Liability Group Application is required, 
along with completion of individual application for 
each physician to b< insured.

D isc o u n ts  P e r  L im its  o f  L iab ility
i on Fo licv 5500.000 Sl.OCX'OOO

1 0 0
2 9% 7%
3 11% 9%
4 12% 10%
5 13% 11%
6 14% 12%
7 15% 13%
8 16% 14%
9+ 17% 15%

Installments • Deferred Payments:
Initial policy issuance subject todeporit of $ i ,000 

or two month’s annual premium. Deferred pay­
ments are available in quarterly or semi-annual 
installments payable: 35%. 25 %, 25% and 15 % 
quarterly or 60 % and 40 % semi-annually. Pre­
mium invoices should be paid upon receipt and the 
policy is subject to immediate cancellation if 
payment is not received by the first day of ;he 
quarter in which the premium is earned. Carrying 
charges are computed at 10 % annual simple 
interest on the unpaid balance.

The full premium for an Unlimited Reporting 
Endorsement must be received by the company 
within twelve months following its inception date. 
The Unlimited Reporting Endorsement will be 
cancelled at the end of this twelve month period if 
the full premium has not been received at that time, 
and only premium earned for this twelve month 
Rwporting Endorsement period will be charged in 
accordance with rates actuarially determined and 
filed with the Division of Insurance.



PHYSICIAN'S RATE CLASSIFICATIONS

Class 0
Psychiatry - Excluding ECT 
Pathology

Class 1 
Neurology
Physicians ■ no surgery
Applies to general practitioners and physician specialists 
who do not peribrm obstetrical procedures or major / minor 
surgery (other than incision of boils and superficial ab­
scesses. suturing of skin and superficial fascia or neonate 
circumcision) who do not ordinarily assist in major surgical 
procedures.

Class 1-A
General Practitioners assisting at surgery (own patients 
only)
Opthalmology (excluding Radial Karatotomy)

Class 2
Physicians-minorsurgeryorassistinginmajorsurgery* 
Applies to general practitioners and physician specialists 
who perform minor surgery or assist in major surgery. 
Neonatology 
Cardiology

Class 2-A 
Emergency Medicine 
Therapeutic Radiology

Class 2-C 
Urology 

Class 3
Physicians • major surgery •
Physicians who include obstetrical procedures as any pan of 
their practice.
Proctology 
Otorhinolaryngology 
Abdominal Surgery 
General Surgery 
Pediairic Surgery 
Thoracic Surgery

Traumatic Surgery
Plastic and Reconstructive Surgery (excluding cosmetic 
surgery)
Urology
Gynecology (No Obstetrics)

Class 4 
Anesthesiology

Class 4-A
Physicians * major surgery *
Obstetrics - Gynecology 
Cardiovascular Surgery 
Hand S'irgery
Plastic and Reconstructive Surgery (including cosmetic 
surgery)
Vascular Surgery
Orthopedic Surgery (excluding total joint procedures 
spinal surgery ar.J insertion of prosthetic devices)

Clas- j
Physicians • major surgery*
Neurosurgery
Orthopedic Surgery (including total joint procedures, spinal 
surgery and insertion of prosthetic devices)

•M a jo r  Surgery  -involves operations in or upon 
any body cavity including but not limited to the 
cranium, thorax, abdomen or pelvis, or any other 
operation that presents a distinct hazard to life 
bccasue of the condition of a patient or the length 
or circumstances o f an operation. It also includes 
removal of tumors (except skin tumors), open bone 
fractures, amputations, abortions, removal of any 
gland or organ, plastic surgery and any operations 
using general anesthesia.

NOTE: IF A PORTION OF THE PHYSICIANS PRACTICE IS IN A SPECIALITT WITH A HIGHER CLASS THAN 
HIS NORMAL SPECIALTY. HE OR SHE MAY BE PLACED IN THE HIGHER SPECIALTY FOR RATING PUR­
POSES.



CLAIMS - MADE PREMIUM SCHEDULE

Effective January 1, 1990 

LIM ITS OF LIABILITY: EACH CLAIM AND ANNUAL AGGREGATE

1 s t - 5 t h  Y ear*  S200,000/5600,000 $500 ,000/51 ,000 ,000

CLASS 0 
1st y e a r  ra te*

• 2 n d  y e a r  re n ew a l ra le*
• 3 r d  y e a r  ren ew a l r a i n

• 4 th  y e a r  ren ew a l r a i n

• 5 th  y e a r  ren ew a l ra te*

CLASS 1 
1st y e a r  ra te*

• 2 n d  y e a r  re n ew a l ra te*

• 3 rd  y e a r  re n ew a l ra te s

• 4 th  y e a r  re n ew a l ra te *
• 5 th  y e a r  reo cw a l ra te*

CLASS 1-A 
1st y e a r  ta le *

• 2 n d  y e a r  re n ew a l ra te*
• 3 r d  y e a r  re n ew a l ra te*

• 4 th  y e a r  re n ew a l ra te *

• 5 th  y e a r  re n ew a l ra te *

J a n ,  1 ,1 9 9 0  

J a n .  1 , 19X9 

J a n .  1 ,1 9 8 *  

J a n .  1 , 1987 

J a n .  1 ,1 9 8 6

J a n .  1 ,1 9 9 0  

J a n .  1 , 1989 
J a n .  1 , 1988 

J a n .  1 ,1 9 8 7  
J a n .  1 ,1 9 8 6

J a n .  1 ,1 9 9 0  

J a n .  1 , 1989 

J a n .  1 .1 9 8 8  

J a n .  1 ,1 9 8 7  

J a n .  1 ,1 9 8 6

2,924

3 ,467

4 ,559
5 ,026

5 ,177

3,798

4,828
6,724

7,517
7 ,771

4,548
5,997

8,584
9,657

10,001

3,182

4 ,026
5 ,607
6.271

6,485

4,305

5 ,809
8,497

9,612
9 ,970

5,270
7,341

10,980

12,482
12.964

$ 1 ,000,000/52,000,000 
51 .000.000/53.000.000 *

3,601
4,837

7,119

8,058
8 2 6 1

5,067
7 2 3 0

11,031
1 2 4 9 9

13,103

6426
9 2 6 8

1 4 J9 1

16,499

17,176

1st y e a r  ra te s  

« 2 n d  y e a r  re n ew a l ra te*

• 3 r d  y e a r  re n ew a l ra te *

• 4 th  y e a r  re n ew a l ra le*

• S ih  y e a r  ren ew a l ra te*

CLASS 2-A
1st y e a r  ra le s

• 2 n d  y t a r  re n ew a l ra te*

• 3 rd  y t a r  re n ew a l ra ta*

• 4th y e a r  re n ew a l ra te *

• 5 th  y e a r  re n ew a l ra te s

CLASS 2-B 
la  year rates

• 2nd y t a r  re n ew a l ra te*

• 3 rd  y e a r  re n ew a l ra te*
• 4 th  y e a r  re n ew a l ra te *

• 5th y t a r  ren ew a l ra te*

J a n .  1 , 1990 

J a n .  1 .1 9 8 9  

J a n .  1 , 1988 

J a n .  1 , 1987 

J a n .  1 . 1986

J a n .  1 , 1990 

J a n .  1 , 1989 

J a n .  1 , 1988 

J a n .  1 . 1987 

J a n .  1 , 1986

J a n . 1 , 1990 
J a n .  1 . 1989 

J a n .  i .  1988 

J a n .  1 . 1987 

J a n .  1 , 1986

5 2 3 8

7 2 2 8

1 0 2 4 2
11,909

1 2 2 4 8

7,098

9.971

14,905
16,928
1 7 2 7 7

8 2 5 7

12,713

1 9 2 6 8
21.948

2 2 2 0 7

6 .286

8253
1 3 2 9 3

1 5 2 0 3

16,116

8 2 5 0
1 2 2 4 7

19,417

2 2 2 3 5
23,139

1 0 2 1 3

16.140

2 5 2 4 1
28.967

30,162

7,651
11,414

17.928
20,605
21,464

10,605
16,196

2 5 2 1 1
29,755
3 1 2 2 0

1 3 2 5 8

20,978

3 3 2 9 3
38,904
4 0 2 7 6

• PKLM11M COST IS *%  ABOVE II.OOP.000/51000.000 LIMITS
CU.mi m«J( pwmum jrtyaieJ by VUUnten A Kotwrinwi, foe , ccniulunf Actuinae foe the StedxiJ lASonvuey Corpwv « of Aim i in  hunt on
• fi*e ytar ww.| nrp tor wpoewti ctaseie nJ/uiwU mnoally foe (b m  ttpmeexs
•Rrtmsaoe M m  end renewal premium e*f4y to 2n4 ihma|h Sh year m il m m l Fine year phytmieie art euNen to fuse yeai  tu n
•All puUai ew renew*>1 inti yeae a t  I AUlMinl reewwil pwiuimi i/t ym n af evVyeci to the fw  4ay of cvwenft wrvier i.v on|«\U
policy



CLAIMS - MADE PREMIUM SCHEDULE
Effective January 1, 1990 

LIM ITS O F  LIABILITY: EACH CLAIM  AND ANNUAL A G G REG A TE

C LA S S  2-C 
1st year rates

• 2nd year renewal tates
• 3rd year renewal rates
• 4th year renewal rates
• 5th year renewal rates

C L A S S  3 
1st year rates

• 2nd year renewal rates
• 3rd year renewal rates
• 4th year renewal rates
• 5th year renewal ra’es

C L A S S  4 
1st year rates

• 2nd year renewal rates
• 3rd year renewal rates
• 4th year renewal rates
• 5th year renewal rates

1st - 5 th  Y e a rs

Jan. 1,1990 
Jan. 1,1989 
Jan. 1,1983 
Jan. 1,1987 
Jan. 1,1986

Jan. 1,1990 
Jan. 1 ,1989 
Jan. 1,1988 
Jan. 1,1987 
Jan. 1,1986

Jan. 1,1990 
Jan. 1,1989 
Jan. 1 ,1988 
Jan. 1,1987 
Jan. 1,1986

5200,000/5600,000

8 2 9 4

1 1 3 3 6

17372
2 0 2 4 2

21,133

8357
12,713
1 9 2 6 8

21348
22307

11211
16292
25,120
28,680
29221

5500,000/51,000,000

10,089
14391
2 3 2 7 7

1'313
27315

10213
16,140
25241
2 8 3 6 7

30,162

13350
20360
33 ,052
37397
3 9 3 8 2

51.000.000/52,000,000
51.000.000/53,000,000 *

12,613
19,448
31,171
35376
37318

13358
20378
33,693
38304
40376

1 7 3 2 0

27292
4 4 2 6 6

51,176
5 3 2 9 3

C L A S S  4 -A  
1st y e a r  ra te s

• 2 n d  y e a r  re n e w a l ra te s

• 3 rd  y e a r  re n e w a l ra te s

• 4 th  y e a r  re n e w a l ra te s
• 5 th  y e a r  re n e w a l ra te s

C L A S S  5  
l r t  y e a r  r a te s

• 2nd  y t a r  re n e w a l ra te s

• 3 r d  y e a r  ren ew * ! ra te s

• 4 th  y e a r  re n e w a l ra te s

• 5 th  y e a r  re n e w a l ra te s

Jan 1,1990 
Jan. 1,1989 
Jan. 1,1988 
Jan. 1 ,1987 
Jan. 1,1986

Jan. 1,1990 
Jan. 1 ,1989 
Jan. 1,1988 
Jan. 1,1987

14,140
20344
3 2 2 6 2

37 ,012

38302

19,199
28229
44.906
51,443
53336

17,608
26,926
42,720
49,172
5 1 2 4 1

2 4 ,116
3 7 2 5 7

59 ,463

68328
71,433

22,422
3 5 2 3 0

5 7 2 5 1
6 6 2 6 5

6 9 2 5 5

30314
49,079
80,014
92,670
96.729

•  PREMIUM COST IS *%  ABOVE 51,000.000/52.000 000 LIMITS
CUimi made premium prepared by Mdlmun A Rebellion, Inc . coniulii .g Actuanei for the Medical Indemnity Corporation of Aluki, are bajed on 
a five ytar pnevtf ncp for reported claimi ad jutted annually for damn cipcncncc
•Rta/oacut* daui and renewal premium apply to 2nd through Jth year annual renewal. Fint year nhyitcuni are tubject to Pint year rate*.
•All poboei are renewed each year on January I. All In ind renewii premium! are pro-rated lubject to the fint day of coverage under the original 
policy.



R A T E  C H A N G E S M J L H O S P I T A L

1981 +2.5% -6.0%
1982 +5.0% +5.0%
1983 - 6.5% +20.0%
1984 +7.5% +7.5%
19 85 +15.0%* +15.)%
1986 +90.0%** +107.%
1987 +25.0% +42.0%
198 8 +23.0% 0%
1989 0% 0%
1990 - 8.0% -5.0%

* Some special ties  had class change providing larger  increases:  
E xam ples :

Family Practice doing O.B. * 86To (Changed to Class 2B) 
Emergency Medicine + 66^e (Changed to Class 2A)

** Increase for 1M/2M limits were greater  (approximately 1 2 5 ^ )
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A p r i l  13, 1 9 8 9

M a r y  P i e r c e ,  E x e c u t i v e  D i r e c t o r  

M e d i c a l  I n d e m n i t y  C o r p o r a t i o n  o f  A l a s k a  

A l e u t  P l a z a  O f f i c e  B u i l d i n g  
4 0 0 0  O l d  S e w a r d  H i g h w a y ,  S u i t e  2 0 3  

A n c h o r a g e ,  A l a s k a  9 9 5 0 3

Dea r Ms. Pierce:

T h e  S t a t e  o f  A l a s k a  D i v i s i o n  o f  P u b l i c  H e a l t h  r e c e n t l y  c o n d u c t e d  

a s u r v e y  o f  t h e  O B - G Y N ’s a n d  f a m i l y  p r a c t i c e  p h y s i c i a n s  i n  A l a s k a  

i n  o r d e r  t o  d e t e r m i n e  t h e  e f f e c t s  o f  t h e  c u r r e n t  m e d i c a l  
m a l p r a c t i c e  a t m o s p h e r e  o n  t h e i r  d e c i s i o n  w h e t h e r  t o  c o n t i n u e  

p r a c t i c i n g  o b s t e t r i c s .  I n  c o m p i l i n g  a r e p o r t  o n  t h e  s u r v e y  
r e s u l t s ,  I w o u l d  v e r y  m u c h  l i k e  t o  i n c l u d e  i n f o r m a t i o n  f r o m  y o u r  

o r g a n i z a t i o n  c o n c e r n i n g  a c t u a l  c l a i m s .  I f e e l  t h i s  i n f o r m a t i o n  

w o u l d  c o n t r i b u t e  g r e a t l y  to a b a l a n c e d  a n a l y s i s  o f  t h e  m e d i c a l  

m a l p r a c t i c e  s i t u a t i o n  i n  A l a s k a .

I h a v e  s p o k e n  w i t h  Jar, J c h r . s t o n ,  w h o  g a v e  m e  b a c k g r o u n d  i n f o r m a t i o n  

o n  M I C A  a n d  h e l p e d  m e  t o  r e f i n e  m y  d a t a  r e q u e s t .  M y  h o p e  i s  t h a t  
t h i s  i n f o r m a t i o n  c a n  b e  a c c e s s e d  r e l a t i v e l y  e a s i l y  v i a  c o m p u t e r .  

P l e a s e  d i s r e g a r d  a n y  p a r t s  o f  t h i s  r e q u e s t  t h a t  w o u l d  r e q u i r e  a 

m a j o r  e f f o r t  o n  t h e  p a r t  o f  y o u r  s t a f f .  If a s u b s t a n t i a l  a m o u n t  

o f  t h i s  i n f o r m a t i o n  a l r e a d y  e x i s t s  i n  t h e  f o r m  o f  a n  a n n u a l  r e p o r t  

o r  o t h e r  p r e p a r e d  r e p o r t .  I w i l l  g l a d l y  a c c e p t  a c o p y  o f  t h e s e  

d o c u m e n t s  i n  l i e u  o f  a s p e c i a l  c o m p u t e r  r u n .  I d e a l l y .  I ’d  l i k e  t o  

c o m p l e t e  m y  r e p o r t  b y  t h e  e n d  o f  A p r i l .

M y  q u e s t i o n s  a r e  t h e  f o l l o w i n g :

1. H o w  m a n y  o b s t e t r i c s - r e l a t e d  c l a i m s  h a s  y o u r  a g e n c y  p r o c e s s e d  

e a c h  y e a r  f r o m  1 9 8 0  t h r o u g h  1 9 5 8 ?  I n c l u d e  b o t h  f o r m a l  c l a i m s  
a n d  f i l e d  s u i t s  i n  t h i s  t o t a l .  J a m  i n t e r e s t e d  i n  t h e  y e a r  

t h e  i n c i d e n t  w a s  r e p o r t e d  r a t h e r  t h a n  t h e  y e a r  o f  i t s  

o c c u r r e n c e ,  a n d  w o u l d  l i k e  t o  k n o w  w h a t  p e r c e n t a g e  o f  e a c h  

y e a r ’s c l a i m s  r e s u l t o d  i n  a s e t t l e m e n t  w i t h  t h e  c l a i m a n t  ( do  

n o t  i n c l u d e  t h o s e  w h i c h  w e r e  s u c c e s s f u l l y  d e f e n d e d ) .

2. W h a t  is M I C A ’s a v e r a g e  s e t t l e m e n t  c o s t  (as w e l l  a s  t h e  m e d i a n  

a n d  t h e  m o d e ,  if a v a i l a b l e )  f o r  o b s t e t r i c s  c l a i m s  f o r  e a c h  

y o a r  f r o m  1 9 8 0  t h r o u g h  1 9 8 8 ?  If p o s s i b l e ,  I w o u l d  l i k e  
a v e r a g e s  f o r  b o t h  t h e  a m o u n t  p a i d  t o  t h e  c l a i m a n t  a n d  t h e  

t o t a l  e x p e n s e s  o f  t h e  a g e n c y ,  i n c l u d i n g  t h o s e  c n e e s  i n  w h i c h  

t h e  c l a i m a n t  r e c e i v e s  n o t h i n g .  If y o u  n o r m a l l y  c a t e g o r i z e  

o b s t e t r i c s  c l a i m s  i n  s o m e  w a y  ( s u c h  a s  b y  d i a g n o s t i c  

c a t e g o r i e s ) ,  I am. i n t e r e s t e d  i n  k n o w i n g  t h e  a v e r a g e  s e t t l e m e n t  

a m o u n t  f o r  e a c h  t y p e  of c l a i m .

3. H o w  m a n y  p h y s i c i a n s  a r e  i n s u r e d  b y  M I C A  f o r  o b s t e t r i c s  

p r a e t i c o  i n  1 9 8 9 .  a n d  h o w  m a n y  o f  t h o s e  c u r r e n t l y  i n s u r e d  h a v o  
e v e r  h a d  a c l a i m  f i l e d  a g a i n s t  t h e n  d u r i n g  t h e  t i m e  t h e y  w e r e  

i n s u r e d  b y  y o u r  a g e n c y ?
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4. For the years 1980 through  1988, wha t perc en t ag e  of the 
p hysici an s you insured each year h a d  claims filed ag ain st them 

dur ing that year?

T h a n k  you v e r y  mu c h for your as si st a nc e . If you have q u e s t i o n s  
about this r e qu e st  or about the survey, p l ea se  call me at 465-3100. 
I will be sure to send you a copy of the r e p o r t  on the m e d i c a l  
m a l p r a c t i c e  s u rv ey  as soon as it is co mplete d.

Sincerely,

U C C ' b J . i C . 4 ^ ^

M a r y A n n  V a n d e C a s t l e  
H e a l t h  Pla nn er

State of Alas ka  Dept, of H e a l t h  & S o ci al  Service s 
D i v i s i o n  of Public Health
Section of Maternal, Child, and Fam ily H e a l t h  
Box H-063 
Juneau, AK 99811

FAX #: 586-1877



M I C A M ed ica l In d e m n i ty

May 3. 1989

State o f  Alaska Department of
Health & Social Services
Division o f  Public Health
Section of  Maternal , Child, and Family Health
Box H-06B
Juneau. Alaska 99M1

ATTN: Mary Ann VandeCast le
Heal th  P lanner

RE: Survey of  OB/GYN"s and Family Practitioners doing O.B.

Dear  Ms. VandeCastle:

This will serve as a response to your  letter of  4/19/89.

As I ind ica ted  in ou r  te lephone  conve rsa t ion  M IC A has jn ly  recent ly  
computer ized  its pol icyholder  data and also as a suit o f  changing specially 
designat ions,  it is virtually impossible to accurately pick up prior  year  figures 
on the number  o f  insureds actually doing obstetrics except  by manual ly  going 
through each pol icy file.

However , in 19S3 MICA insured 15 OB/GYN’s and 53 Family Practitioners doing
obstetrics  but in 1989, about one third o f  the OB/GYN's  dropped their insurance
and arc now going "bare".

I unders tand  that  our  Claims Manager .  Jan Johns ton,  has  responded under  
s epara te  c o v e r  to the r em a inde r  o f  you r  inqu iry  r ega rd ing  obste tr i cal  ly
related claims or suits filed against these specialties.

Please let me know if MICA can be o f  further assistance.

Verv trulv vours.

A S / tm b /S  - \D HS.5 /3
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A  T T / ^  A  M e d ic a l I n d e m n i ty
 C o rp o ra t io n  o t’AIu?ifca

April 27,  1989

M an /A nn  V a n d e C a s t l e  
H ea l th  P l a n n e r
S t a t e  of A la s k a  D e p a r t m e n t  of Hea lth  a n d  Soc ia l  S e r v i c e s
Division of Public  Heal th
S e c t io n  a n d  M a te rna l ,  Child,  a n d  Family Health
Eox H-06B
J u n e a u ,  AK. 9 9 811

D e a r  Ms.  V a n c e C a s t l e :

M a r /  P i e r c e  h a s  a s k e d  m e  to r e s p o n d  to y c u r  le t t e r  of April 19th.  I a m  th e  
C la im s  M a n a g e r  at  MICA a n d  a m  the irc iv idua l  y c u  s p o k e  with at s o m e  length  
pr:c r  to subm it t ing  y c u r  wiit ten r e q u e s t  to Ms.  P ie rce .

I t em s  n u m b e r  t h r e e  a n d  four  a r e  p re sen t ly  b e in g  a d d r e s s e d  by our  Underwri t ing 
D e p a r t m e n t .  U nderw r i t ing  M a n a g e r .  Art S t a n f o r d  will p r c b a b l y  s e n d  y c u  a  
s e p a r a t e  letter.  Alternatively he  m a y  give his  in fc rm a t icn  to m e  a n d  I will s e n d  it 
tc  y c u  in a  ' c i l cw -uo  letter. At a n y  rate.  I h a v e  s o m e  in format ion pulled  t o g e t h e r  
‘or  y c u  a r c  cic.n’t w a n t  tc  c e l a y  in ge t t ing  it cff s i n c e  I r ea l ize  y o u ’re working  
u n c e r  s e m e  c e a c l i n e s .

A t t a c n e c .  ycu  will find a  c c m p u t e r  s u m m a r y  cf  ail obs te t r ica l  claims  " p r o c e s s e d "  
b e t w e e n  L l . S C  a n d  12 /31 /88 .  F o r  p u r p o s e s  cf th is  s tu c y  I p r e s u m e c  th a t  any  
file c l o s e d  pr io r  to 1/1 /80 w a s  s o m e t h i n g  n e t  p r c c e s s e c  in the  t im e  f r a m e  in 
which  y c u  e x c r e s s e d  an  in te res t .

T h e  c c m p u t e r  so r t  p rov ided  lists only c l o s e d  o bs te t r ica l  files.

C o l u m n  O n e :  Ind ica te s  w h e t h e r  th e  c la im  is a g a i n s t  a  ph y s ic i a n  or
hosp ita l  in su red  by MICA.

C o lu m n  Two: I h a v e  o b l i t e r a t e d  t h e  c l a im  n u m b e r s  for o u r  o w n
secu r i ty  p u r p o s e s  a n d  b e c a u s e  I d o n ’t th ink th a t  you  
n e e d  th e m  fcr  p u r p o s e s  of y o u '  ana lys is .
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C o lu m n  T h r e e : S eve r i ty  C o d e .  5 = c a s e  in l i tigation 4 = fo rmal  c la im  
a g a i n s t  th e  in s u red s '  policy.

C o lu m n  Four : C  = c lo s e d  files a n d  P = p e n d i n g  files.

C o lu m n  Five: D a te  of o c c u r r e n c e  is t h e  d a t e  o n  which  t h e  c a r e  in 
q u e s t i o n  w a s  r e n d e re d .

C o lu m n  Six: D a t e  of r e p o r t  is t h e  d a t e  o u r  i n s u r e d  r e p o r t e d  t h e  
si tua t ion to MICA.

C o lu m n  S e v e n : D a te  c l o s e d  e q u a l s  th e  d a t e  o u r  file w a s  c l o s e d  in this  
office.

C o lu m n  Eight: Ind ica tes  t h e  total r e s e n / e  c h a n g e  fcr  indemnity  o v e r  th e  
life cf  the  file.

C o lu m n  Nine: In d ic a te s  t h e  total  r e s e r v e  c h a n g e  fc r  l e s s  a d j u s t m e n t  
e x p e n s e  e v e r  the  life c f  th e  file.

C o lu m n  Ten : Ind ica tes  t h e  ac tua l  in d e m n i ty  p a y m e n t  to th e  pa t ien t ,  if 
any.

C o lu m n  E leven : Ind ica te s  the  final lAE (Loss A d ju s tm e n t  E x p e n s e )  e v e r  
the  life c ;  the  file.

As y c u  c a n  s e e .  r e fe re n c in g  formal su i t s  only, s e v e n  c f  the  s e v e n t e e n  c l o s e d  files 
r e s u l t e c  in n c  p a y m e n t  to t h e  pa t ien t .  T e n  c f  t h e  s e v e n t e e n  did r e s u l t  in a n  
in d e m n i t y  p a y m e n t  to t h e  pa t ien t .  S in c e  ycu  did n e t  a s k  m e  to s e p a r a t e  c u t  
w h e t h e r  t h e  indem ni ty  p a y m e n t  w a s  a  resul t  of a  vo lun ta ry  s e t t l e m e n t  o r  a  c o u r t  
j u d g m e n t .  I h a v e  n e t  d u n e  s c .  Y c u  c id  n e t  a s k .  b u t  I t h o u g h t  y ou  m igh t  b e  
i n t e r e s t e d  in know ing ,  th a t  ou t  of t h o s e  s e v e n t e e n  c l o s e d  l a w su i t s  t h r e e  invo lved  
B o a r d  C er t i f ied  O B /G Y N  s p e c i a l i s t s :  n ine  in v o lv e d  family p r a c t i t i o n e r s  d o in g  
o b s te t r i c s :  a n d  five invo ivec  ho sp i ta l s .  In eve ry  i n s t a n c e  w h e r e  a  hosp ita l  w a s  a  
c o - d e f e n d a n t  in a n  o bs te t r ica l  suit  t h e r e  w a s  a l s o  a  p h y s ic i a n  c o - d e f e n d a n t .  T h e  
p h y s i c i a n s  w e r e  n o t  a l w a y s  in s u r e d  by MICA a n d  s o m e t i m e s  w e re  not  i n s u r e d  at  
all.



Medical Indemnity Corporation of Alaska

MaryAnn V a n d e C a s t l e  
April 27. 1 9 8 9  
P a g e  3 of 4

Turning to the  formal c la ims  (severi ty c o d e  four) you  will n o te  th a t  six of the  four teen  
c o n c l u d e d  with no p a y m e n t  to t h e  p a t i e n t  while e igh t  r e s u l t e d  in a n  in d e m n i ty  
p a y m e n t  to t h e  pa t ien t .  You c a n  a s s u m e  t h a t  e v e r y  c a s e  of p a y m e n t  w a s  a  
vo luntary  s e t t l e m e n t  s ince  th e  c a s e  w a s  not  in suit.  O n e  c a s e  involved  the  hospi ta l ;  
the  o th e r  th i r t e e n  involved phys ic ians .  T h e  th i r t een  ph y s ic ian  c la im s  w e r e  b ro k e n  
d o w n  a s  follows.  Five w e r e  a g a i n s t  OB/G YN  s p e c ia l i s t s .  Six w e r e  a g a i n s t  family 
p ra c t i t i o n e r s  d o in g  o b s te t r ic s .  O n e  w a s  a g a i n s t  a n  e m e r g e n c y  ro o m  p h y s ic i a n .  
O n e  w a s  a g a i n s t  an  A nes thes io log is t .

T h e re  a r e  t h r e e  formal c la im s  p e n d in g  involving o b s te t r ic a l  m a t t e r s  tha t  a r e  not on  
th e  pr in tout .  T h e s e  a r e  all p h y s ic i a n  d i r e c t e d  c l a i m s  a n d  all involve O B /G Y N  
spec ia l i s t s .

After rev iewing the  information tha t  y c u  h a v e  r e q u e s t e d  in item o n e  a n d  two of y c u r  
letter,  I h a v e  c e c i c e d  it might  be  bc tn  e a s i e r  a n d  f a s t e r  to p rc v ic e  y c u  with the  raw 
c a t a  a n d  al low y c u  to r e a r r a n g e  the  n u m b e r s  to sui t  y c u r  n e e d s .  I h o p e  tha t  m e e t s  
with y c u r  app rova l .

Ycu  will n o t e  tha t  I h a v e  ne t  p r c v i c ' d  y c u  with sta t is t i ca l  d a t a  regard ing  th e  m e a n ,  
m o d e .  c r  a v e r a g e .  T h e  r e a s o n  fcr  this  is twofold.  First,  t h e  d a t a  b a s e  is ne t  la rge  
e n c u g n  tc  b e  c rec i tao le .  S e c o n d ,  this in form ation  h a s  to b e  c o m p a r e d  with s o m e  
s e p a r a t e  p a r a m e t e r s  on long tail liaoiiity c o v e r a g e s  like m e d ica l  m a lp rac t ice .  You 
a re  Vee  tc ex t ra c t  t h e s e  m e a s u r e m e n t s  frcm this r aw  c a t a  but  I really d o n ’t think it 
h a s  m u c h  s ta t i s t i c a l  s ig n i f i can ce  d u e  tc t h e  s m a i l  c a t a  b a s e  a n d  th e  kind of 
c u s i n e s s  th a t  w e  *e talking about .

A no the r  po in t  of information.  As I I c c k e c  t h ro u g h  c u r  c a s e s  tc  ex t ract  cbste t r ica l ly  
r e ia tec  o n e s .  I m a d e  the  dec i s ion  to f c c u s  cn ly  on  c l a im s  tha t  really re la ted  to th e  
la te r  s t a g e s  cf p r e g n a n c y  rmd l a c c r  a n d  i m m e d i a t e  p e s t  p a r t u m / n e c n a t a l  pe r iod .  
T h e r e  a r e  a  n u m b e r  of c la im s  net  inc luded  h e r e  a g a i n s t  both  obs te t r ica l  s p e c ia l i s t s  
a n c  family p rac t i t ione r s  do in g  o b s t e t r i c s  tha t  d e r iv e  frcm ab o r t io n s ,  fertility c a r e ,  
e c to p ic  p r e g n a n c i e s ,  etc. T h e s e  a r e  all s i t u a t i o n s  th a t  p h y s i c i a n s  w h o  inc lude  
obs te t r ic s  in the ir  pract  ce  g e t  into but  I h a v e  ne t  c o u n t e d  th e m  a s  obs te tr ical  c la im s .  
Likewise,  o n  the  e t h e r  e n d  cf the c cnc ep t ion - to -b i r th  c o n t in u u m  I h a v e  e x c lu d e d  the  
n u m b e r  cf  c i a im s  a g a in s t  n e o n a t o lo g i s t s  a n d  p e d ia t r i c i a n s  w h o  took  c a r e  of b a b i e s  
w h o  p e r h a p s  w e r e  b c rn  to o  early.  No c la im  m a y  h a v e  r e s u l t e d  for  o b s te t r i c a l  
m a n a g e m e n t  cr,  if a  claim did involve the  p h y s ic ian  hand l ing  t h e  obs te t r ica l  c a r e ,  't 
is c o u n t e d  in th e  stat is t ics  I’m submit t ing  to y c u .  But s o m e  phys ic ian  w ho  ult imately 
took  c a r e  cf  t h e  b a b y  may  h a v e  b e e n  inc luded  in th a t  claim a n d  I h a v e  not inc luded  
t h o s e  files.
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I g u e s s  th e  poin t  I'm trying to m a k e  h e r e  is tha t  t h e  w h o le  i s s u e  of rep roduc t ion  is a  
very  b r o a d  o n e  a n d  I h a v e  tr ied to limit my s tu d y  to t h o s e  c a s e  in w hich  I t h o u g h t  
you  w e r e  m o s t  in t e re s t e d .  But it d o e s n ' t  real ly a d d r e s s  t h e  en t i re  liability e x p o s u r e  
tha t  a t t e n d s  obs te t r ica l  a n d  n e o n a ta l  c a re .

I h o p e  this in format ion is of s o m e  he lp  to you  a n d  invite y o u  to c o n t a c t  m e  if I c a n  
clarify it in a n y w a y .

S in c e re ly ,

J a n e t  S i c a n  J o h n s t o n ,  ^ 
C la im s  M a n a g e r

J S J / n l b

E n c l o s u re
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D ecem ber 2 9 , 1989

Representat ive  Dave Donley,  Chai rman 
House Labor  and Commerce Commit tee 
House o f  Representat ives  
P.O. Box V 
Juneau, AK 99811

Dear Represen tat ive  Donley:

The House Labor  and Commerce Commit tee had hearings on November 30. 1989 
at which t ime [ was asked to have an " informal"  chat  with the commit tee .  
Since I wasn' t  prepared to testify, I gave you some est imated premium figures
and promised to follow up with exact rate information.

M IC A ’s 1990 Premium Schedule  is enc losed  for  y o u r  informat ion .  The
commit tee  had asked me quest ions at the hear ings specif ically  relating to the
cost  o f  insurance to phys icians de l iver ing  babies .  I m ent ioned  that  the 
major i ty  o f  our  phs ic ian  po l icyho lde r s  have  l imits  S500 .000  pe r  c la im,
S I .000.000 aggregate . Physicians delivering babies arc Class 3 on the schedule. 
Assuming a physician had pol icy limits o f  S500.000/1.000 ,000  and had been
insured with MICA for five or  more years  his premium for 1990 would be
S30.162. (This is about S20.000 less than I quoted to you.)

Another  quest ion is the difference in premium between  a Family Pract ioncr  
doing obstetrics  and those who were not. Assuming the same sccnerio as above 
and that the Family Pract ioner  not doing obstetrics was doing minor  surgery 
the difference would be 514,046. In other words,  the Family Pract ioncr  who
delivers babies  pay 514.046 to do so (or about 1/2 of  the total premium is for 
obs te t r i ca l  c ove ra ge ) .

I hope that  this letter and the attached premium schedule better answers  your
questions. If you have any further questions, please feel free to call me.

S i n c e r c l y ,

Mary A. Pierce 
Execut ive Direc tor

M A P / b l b

E n c l o s u r e



L I A B I L I T Y  I N S U R A N C E  S U R V E Y

1. Do you now carry medical Lability insurance?  Yes  No

If yes, how l o n g ?  _

With what carrier? _______________________________________

If no, when did you can ce l?__________________________________

D o you contem plate  not carrying it in the  near future, i.e. within the y e a r ?  Y e s  No

If you don't carry insurance: Is this a philosophical choice (i.e., you don’t believe in it; if 
you don't have it you won't get sued, etc.)  Yes  No

Is this economic, or because of o ther factors that have forced your choice?  Y e s  No

2. W hat proportion, i.e. percent, of your net income is the medical liability premium?

. W hat is your opinion as to a "fair" Lability premium, as e ither an absolute doUar figure, o r
percent of gross, o r  percent of net?

а. Is there a level of prem ium  that you would pay, i.e. what do you think ycu could afford?

5. Do you deUver babies?  Yes  No

If yes, how many per y e a r? _______________________________ _____

W hat prem ium  do you pay simply for obstetrics, in excess of your liability prem ium  without 
obstetrics?

If no, was the cost of malpractice Lability a major factor?  Yes  No

б. If there was an affordable insurance as described above, would you then change to doing obstetrics?

Please verify the code in the top right hand com er of this survey (as noted in the accomanying
letter) and return the survev in the enclosed envelooe. Thank  vou.*# • * •



A l a s k a  S t a t e  M e d i c a l  A s s o c i a t i o n

4107  L a u re l S tre e t  A n cn o ra g e , A la sxa  99508 (907) 562-2662 (Fax) 561-2063

D ecem ber 29. 1989

Dear Colleague:

Enclosed is a survey intended to derive some needed  information from Alaska 
physicians. As most of you know, the state medical association is taking a 
leadership role in trying to help the state legislature with the complicated 
issues surrounding to n  reform and/or liability insurance. Before we can confront 
the legislature, wc need factual data . This survey wii] helD us gather the data 
regarding Alaska and match it with the larger picture of the nation and other 
nations of the world.

T he information will be kept confidential. It is im p o n an t  tha t you realize 
that your name cr  even the coding will oniv be known to two or three m em bers of 
the A SM A  staff. Secondly, the information you provide shouid be flexible. You 
may add  more data than is questioned. We want this information to be interactive 
so that you feel you have a  part in deriving this survey. M ake it as specific as 
you want to: give us your thoughts.

The code in the right hand co rner is in three pans. T he firs: p an : G  =
Grouo, S =* Solo (single practioncr). The second'par: is the  speciality code as 
desieihated by the .American Medical Association.* A  copy of the list with codes 
is on the  back of the survey form. T he third p a n  is location and that is: N =
Nonh. W = West, A  =» .Anchorage, F  =  Fairbanks. SE  =  Southeast, and P =  Kenai 
Per.ir.suia. P’ease check the code to be sure that It does acc lv to  vou and to 
your practice.

I wish I could offer a prize o r  an incentive fcr completing this survey. The 
best I have to offer is our thanks and  to tell you that you are  taking part in 
some o f the most im ponan t issues tha t we. as organized medicine, race today. 
Thank you for helping.

RAH/jlw



O b s t e t r i c i a n s
Fewer than
__ 10 10-20 21-40 4 1 .1 0 0 101-200 over 200

At. orage 1 • • • 2 11 3
Kenai Peninsula 1
F a irb a n k s 4

*** This physician noted that he only docs 40 deliveries because CNA (his 
carrier) increases the rates with an increase in deliveries.

The following are the statistics I testified to during the hearings.

Total: 321 Uninsured: 48 or 15^
1S7 of total doctors reside in Anchorage

Delivering, or Had Bcgn.,Dclivcring.Babics Not Doing Deliveries

Total
U n in su re d  
Uninsured Located

Stopped Coverage 
before 1987

131
27 or 20.6<*
14 - Anchorage 
7 - Kenai Peninsula 
2 - Fairbanks 
2 - North 
2 - Southeast

190
21 or 11*3,
14 . Anchorage 
4 - Kenai Peninsula 
3 - Southeast

10*0 
5 - 10 *rc

% of Gross Income willing to Pay

M i n i m u m  5
M aximum 25*^
A verage  10*0

No Longer Delivering
Babies 42 • or 32*o

• • 33 doctors in the insured group were no longer delivering babies a l l  due to 
cost.

• 9 doctors in the uninsured group were no longer delivering babies partially 
due to cost.

I hope this information proves useful. I've attached a copy of the 
questionnaire form that was distributed to the 616 private practice physician.

S in ce re ly .

Mary AXPiercc
Executive Director. MICA
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A L E I T  PLA ZA
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February 23.  1990

Representat ive David Donley.  Cha irm an 
House Labor  and Commerce Commit tee  
State of Alaska 
P.O. Box V
Juneau, Alaska 99811 

Dear Cha irm an Donley:

I was requested in a legislative hearing on Tuesday. February 20. to supply the 
commit tee with numbers  of deliver ies  made per  phys ic ian  from information 
gathered on a questionnaire dist r ibuted by ASMA to pr ivate  practice 
physicians in the state.

The information follows:

F a m i l y  o r  G e n e r a l  P r a c t i t i o n e r s  d o i n g  O b s t e t r i c s

Fewer  than
in *n .?o 21- -0 a i  . 1 0 0 i o i . : n o

Anchorage " I % 6
F a i r b a n k s a 1
Kenai P e n in su l a a % 1
South East I J 6 • l
N o r t h I

* • Anchorage includes Mat-Su Valley 

* “ • covered by Federal Government

G e n e r a l  S u r g e o n s  t C * S e c t i o n  o n l y )

Fewer  than
IQ________________ ; i .u n  a i - i o o  m i  ?no m - '  ?rr>

S o u t h e a s t  | | I | I
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April 2. 1990

Representat ive Peter  Goll,  Co-Chairman
House Judiciary Committee
House of  Representat ives
P..O. Box V
Juneau, AK 9 9 8 1 1

Dear  Representat ive Goll:

There  were severa l  ques t ions  from members  o f  the Judiciary  Commit tee
regarding my testimony on March 29th. I felt that it might  be helpful if, as a 
m em ber  o f  th is  comm it tee ,  you received informat ion answering  all the 
q u e s t i o n s .

First of all. I appreciate your  interest in both MICA and your concern for the 
healthcare  del ivery  system in the s tate.  I have included information that 
might  prove useful  in understanding specific questions on how MICA docs
b u s in e s s  and a lso ,  g e n e ra l  i n fo rm a t io n  on p h y s i c i a n  d c m o g r a p n ic s ,  
specifically on those delivering babies.

I n f o r m a t i o n a l  I t e m s

1.) A letter to the House Labor and Commerce Committee. This provides 
information on where physicians pract ice , how many del iveries they 
do. and if they arc insured. Included is a copy of  the questionnaire .hat 
was dist r ibuted to the 614 private practice physicians in the state that 
wc used to develop these statistics.

2 . )  Another let ter to Representat ive Donley, a 1990 MICA premium 
schedule is enclosed.

3.)  A schedule o f  rate changes since 1981.

4 . )  Response to ques t ions  about  obstetrical  c la ims to Dcpar tm cr t  ot
Health and Social  Services. This should answer all questions rcgcrding
loss experience .

Please let me know if I can provide you with other  information t h a  would 
prove useful.

Mary A /  Pierce 
Execut ive Director



Part Time Practitioners:
Class C, 1, 1 - A. 2, 2-A and Family practitioners 

in any class: 35 °Io of the scheduled annual premi­
ums for 10 hours or less per week practice: 65 % 
of the scheduled annual premium for 20 hours or 
less per week practice.

Comprehensive General Liability Coverages:
This optional coverage is available at S50 per 

physician covered, subject to the same limits of 
liability carried for professional liability. This 
coverage extends to bodily injury and property 
damage liability protection for those injuries acci­
dentally sustained on the office premises by pa­
tients or the general public.

This coverage is limited to premises actually 
occupied.bv our insured in rendering professional 
services. For example, if an insured occupied one 
suite of a building, coverage would be limited to 
only that suite. An entire building cannot be 
covered under the Comprehensive General Liabil­
ity Endorsement unless the insured or the insured’s 
employees occupy the entire building in the ren­
dering of medical services.

C o rp o ra te /P a r tn e rsh ip /G ro u p  Professional 
Liability:

This optional coverage is available at no addi­
tional charge to solo practitioners and group prac­
tices, providing each member or employed physi­
cian carries coverage through the Company. The 
only requirement for group limits is that the limits 
of liability on the group may never be higher than 
the lowest limit carried by any member of the 
group. The separate limits of liability for the 
corporation/partnership/group docs not apply to 
policyholders who are solo practitioners nor docs it 
apply concurrently or on an excess basis to the phy­
sician (s) scheduled on the policy or associated 
with the same medical organization who also alleg­
edly provide neligent patient care for the same 
occurrence.

This form provides individual limits of liability 
to each physician named on the policy schedule 
except these limits shall not be concurrent nor 
excess to the corporate limits of liability stated in 
the previous paragraph.

Optional Shared Limits Professional Liability 
Group Coverage:

This optional coverage is available through the 
Company for your group at reduced premium lev­
els. (sec discount schedule that follows). One 
master policy is issued with each associated or 
employed phystcian covered by endorsement.

Coverages arc limited to the course and scope of 
employment or association with your group. The 
combined clinic/group insureds are subject to 
the single limits of liability per occurrence and 
annual aggregate limits as procured. 
Completion of the Physician's and Surgeon's Pro­
fessional Liability Group Application is required, 
along with completion of individual application for 
each physician to be insured.

Discounts Per L im its of L iability 
vn Policy S50Q.000 si.ooo.ooo

1 0 0
2 9%  7%
3 11% 9 %
4 12% 10%
5 13% 11%
6 14% 12%
7 15% 13%
8 16% 14%
9 *  17% 15%

Installments - Deferred Payments:
Initial policy issuance subject to deposit of SI. 000 

or two month's annual premium. Defenrcd pay­
ments arc available in quarterly or semi-annual 
installments payable: 3591,25 %, 25 % and 15 
quarterly or 60 % and 40 % semi-annually. Pre­
mium invoices should be paid upon receipt and the 
policy is subject to immediate cancellation if 
payment is not received by the first day of the 
quarter in which the premium is earned. Carrying 
charges are computed at 10 % annual simple 
interest on the unpaid balance.

The full premium for an Unlimited Reporting 
Endorsement must be received by the company 
within twelve months following its inception date. 
The Unlimited Reporting Endorsement will be 
cancelled at the end of this tw elve month penod if 
the full premium has not been received at that time, 
and only premium earned for this twelve month 
Reporting Endorsement period will be charged in 
accordance with rates actuanally determined and 
filed with the Divisio t of Insurance.



P R O F E S S IO N A L  L IA B I L I T Y  C O V E R A G E S

Explanation of Policy:

The Claims-Made Policy extends professional 
liability protection to the physician, clinic or 
employee for claims reported in a single year, 
regardless of when service is rendered as long as 
the incident occurred while continuously insured 
under Caims-M ade with MICA. Thus, claims 
reported this year arc covered by this year’s pol­
icy; claims reported next year by next year’s 
policy and soon.

MICA’s premium rates are derived from the 
historical pattern of reported claims resulting from 
the performance of professional services which 
form a "stair step" with an increasing number of 
claims being reported each year until the fifth year. 
In the first year, only about i 9 % of the total claims 
resulting from professional services are reported; 
the second 39 f t ,  the third 78 ft; the fourth 93 ft; 
the fifth and subsequent years, about 100 ft.

Cost:

In keeping with the "stair step" development of 
claims, the rates charged for the Claims-Made 
policy mature at the fifth year. Subsequent re­
newal policies are chargedat the mature rates. The 
specific cost of coverage is shown within our table 
cntiiiled CLAIMS-MADE PREMIUM SCHED­
ULE.

All policies issued by MICA arc renewed on 
January 1 of each year. Your first years and 
renewal rates are pro-rated from the first date of 
coverage (inception date) of the original policy. 
For example, if your continuous coverage became 
effective on July 1, 1986, your annual renewal 
premium on January 1, 1990 would be pro-rated 
from January 1 through June 30 on the fourth year 
rates a id from July i through December 31 on the 
fifth year raus.

L im i t s  o f  L ia b i l i t y :

MICA's professional and optional comprehen­
sive general liability coverages are available with 
policy limits of:

$200,000 per occurrcncc/$600,000 
aggregate per calendar year.

$500,000 per occurrcnce/S 1.000,000 
aggregate per calendar year.

$1.000.000 per occurTcncc/S2,000,000 
aggregate per calendar year.

$ 1,000,000 per occurrcncc/S3,000,000 
aggregate per calendar year.

Repor t ing  Endo r s emen t  
(Tai l  Coverage)  *

Should you stop practicing or change to another 
insurance company, MICA guarantees availabil­
ity of a limited or Unlimited Reporting Endorse­
ment known as "tail" coverage to cover subse­
quently reported claims. Tail coverage must be 
purchased by the insured within 30 days o f termi­
nation of coverage,( by cancellation or non-re­
newal) or by termination of employment or asso­
ciation with the physicians insured under a master 
group policy.

“Tail" coverage must also be recognized when a 
physician reduces rating classification to offset 
reduced premium charges while subsequently 
reported claims from the higher specialty contin­
ues to occur. This is currently being accom- 
plishedby charging "tail" premium on a pro-rata 
basis as between the two speciality classes when 
the policy is ultimately terminated.

Cost:

The cost of "tail" coverage will depend upon the 
length of time you have been insured with MICA, 
limits of liability purchased, physician's rating 
class and will be subject to the company’s rules, 
rates, and rating plans in effect at the time the 
Unlimited Reporting Endorsement is requested.

.he pilicy limit.* purchased for the Unlimited Reporting endorsement will be applicable just as if the policy had not 
been < ancellcd or terminated and all subsequently reported claims had been reported during the last policy year.
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December 29 , 1989

Representat ive Dave Donley.  Chairman 
House Labor and Commerce Commit tee 
House o f  Representat ives  
P.O. Box V 
Juneau. AK 99811

Dear  Representat ive  Donley:

The House Labor  and Commerce Committee  had hearings on November 30. 1989 
ai which time I was asked to have an " in form al” chat  with the commit tee .  
Since I wasn't  prepared to testify. I gave you some est imated premium figures 
and promised to follow up with exact rate information.

M IC A ’s 1990 Premium Schedule  is enc losed  for  you r  in formation .  The 
commit tee  had asked me quest ions at the hear ings specif ically  relating to the 
cost  of  insurance  to phys icians de l iver ing  bab ies .  I m en t ioned  that  the 
m ajo r i ty  o f  o u r  phs ic ian  po l icyho ld er s  have  l im i t s  S500 .0 00  per  c la im,
S i . 000.000 aggregate.  Physicians delivering babies are Class 3 on the schedule.  
Assuming a physician had pol icy limits o f  S500.000/1 .000 .000  and had been
insured with MICA for five or more years  his  premium for  1990 would be 
S30.162. (This is about 520.000 less than I quoted to you.)

Another  quest ion is the difference in premium be tween  a Family Pract ioncr  
doing obstetrics and those who were not. Assuming the same sccnerio as above 
and that the Family Pract ioncr  not doing obstetr ics  was doing minor  surgery 
the difference would be S i d . 046. In other  words,  the Family Pract ioner  who 
delivers babies pay S14.046 to do so (or about 1/2 o f  the total premium is for 
obs te t r i ca l  c o v e ra g e ) .

I hope that this letter and the attached premium schedule  better  answers  your
questions. If you have any further questions,  please feel free to call me.

S i n c e r e l y ,

Mary A. Pierce 
Execut ive Di rec tor

M A P / b l b

E n c l o s u r e



L IA B IL IT Y  IN S U R A N C E  S U R V E Y

D o you now carry m edical liability insurance?  Yes  No

If yes, how lo n g ? _________________________________________

W i th  w h a t  ca r r ie r?  ______________________________________________

If no, when did you can ce l?__________________________________

Do you contem plate  not carrying it in the n ear future, i.e. within the y e a r ?  Yes  No

If you don 't carry insurance: Is this a philosophical choice (i.e., you don 't believe in it; if 
you don't have it you won't get sued, etc.)  Yes  No

Is this economic, o r because o f o ther factors that have forced your choice?  Y e s  No

W hat proportion, i.e. percent, o f your net income is the m edical liability prem ium ?

W'hat is your opinion as to a  "fair" liability prem ium , as either an absolute dollar figure, or 
percen t of gross, o r percen t o f net?

Is there a level of prem ium  that you would pay, i.e. what do you think you could afford?

D o you deliver b a b i e s ?  Yes  No

If yes, how m any p e r y e a r? _____________________________________

W hat prem ium  do you pay simply for obstetrics, in excess of your liability prem ium  without 
obstetrics?

If no, was fhe cost o f m alpractice liability a m ajor factor?  Y e s  No

If there was an affordable insurance as described above, would you then change to doing obstetrics?

Please verify the code in the top right hand corner of this survey (as noted in the accomanying
ter) and return  the survev in the enclosed enveloce. Thank vou.*• « •  •



A l a s k a  S t a t e  M e d i c a l  A s s o c i a t i o n
4 1 0 7  L a u r e l  S t r e e t  A n c n o r a g e ,  A l a s x a  9 9 5 0 8  ( 9 0 7 )  5 5 2 - 2 5 6 2  ( F a x )  5 5 1 - 2 0 5 3

D ecem ber 29,1989

D ear Colleague:

Enclosed is a survey intended to derive some needed inform ation from Alaska 
physicians. .As most of you know, the state m edical association is taking a 
leadership role in trying to help the state  legislature with the complicated 
issues surrounding tort reform  and/or liability insurance. Before we can confront 
the legislature, we need factual da ta . This survey will help us gather the data  
regarding A laska and m atch it with the larger picture o f the nation and o ther 
nations of the world.

The inform ation will be kept confidential. It is im portant that you realize 
that your nam e or even the coding wiil oniv be known to two o r three m em bers of 
the ASM A staff. Secondly, the im orm aiicn  you provide should be flexible. You 
may add m ore data than is questioned. We w ant this inform ation to be interactive 
so that you feel you have a p a n  in deriving this survey. M ake it as specific as 
you w ant to: give us your thoughts.

T he code in the right hand c o m er is in three pans. The first p an : G  =
GrouD, S = Solo (single practioner). The second p a rt is the speciality code as 
designa ted  by the .American M edical Association. A copy of the iist with codes 
is o h  the back of the survey form. T he third p a n  is location and that is: N =
N ona. W = West, A  =  .Anchorage, F  = Fairbanks. SE = Southeast, and P =  rCenai 
Per.insuia. Please check the code to be sure that it does aooiv to vou and to 
your practice.

I wish I couid offer a prize o r an incentive for com pleting this survey. The 
best I have to offer is our*thanks and  to tell you tha t you are taking p a n  in 
some of the most im p o n an t issues th a t we, as organized medicine, race today. 
Thank you fcr helping.

RAH/jlw



O b s t etricians
Fewer than

10 10-20 21-40 41-100 101-200 over  200

Anchorage 1« * * 2 11 3
Kenai  Pen insu la 1
F a i r b a n k s 4

* * *  This physician noted that he only docs 40 deliveries because CNA (his 
carr ier)  increases  the rates with an increase in deliveries.

The following arc the statistics I testified to during the hearings.

Del iver ing or

Total: 321 Uninsured: 
187 o f  total doctors reside in

Had Been Delivering Babies

48 or 15%
Anchorage

Not Doing Deliveries

Total 131 190
U n i n s u r e d 27 or  20.6% 21 or 11%
Uninsured Loca ted 14 - Anchorage 14 - Anchorage

7 - Kenai Peninsula 4 - Kenai Peninsula
2 - Fairbanks 3 - Southeast
2 - North
2 - Southeast

Stopped Coverage
before 1987 6 9

% of  Gross Income willing to Pay

M i n i m u m 5 % 1 %
M a x i m u m 25% 10%
A v e r a g e 10% 5-10%

No Longer  Delivering
B a b i e s  42 * or  32%

* - 33 doctors in the insured group were no longer  delivering babies aJl due to 
cos t .

- 9 doctors in the uninsured group were no longer  delivering babies partially 
due to cost.

I hope this information proves useful. I've attached a copy o f  the
quest ionnaire  form that was dist ributed to the 616 private practice physician.

S i n c c r c l y ,

Mary A / P i c r c e  
Executive Director.  MICA



ALEUT PLAZA
4000 OLD SEWARD HWY„ SUITE 203 
.ANCHORAGE, ALASKA 99503 
(907)563-3414

i V I T P A  Medical Indemnity
A. .JLv ĵLjL Corporation of Alaska

February 23, 1990

Representat ive  David Donley,  Chai rman 
House Labor  and Commerce Commit tee 
State of  Alaska 
P.O. Box V
Juneau, Alaska 99811 

Dear Chairman Donley:

I was requested in a legislative hearing on Tuesday.  February 20. to supply the
commit tee  with numbers  of  deliveries  made per  physician from information
gathered on a questionnaire dist ributed by ASMA to private practice
physicians in the state.

The in formation follows:

F a m i l y  o r  G e n e r a l  P r a c t i t i o n e r s  d o in g  O b s t e t r i c s

Fewer than
10 10-20 2 1 -ii - 1 no 101-200

A nchorage  ** 1 6
Fai  r b a n k s a i
Kenai  Pen insu la 1 ♦ 1
South East 1 6 3 I
N o rth J  w «c

- Anchorage includes Mat*Su V'allcv 

- covered bv Federal Government

G e n e r a l  S u r g e o n s  ( C - S e c t i o n  on ly )

Fewer  than
1 0  1 0 - 2 0

S o u th ea s t

1 - - 0  - 1 -  0 0  1 0 1 . 2 0 0  o v e r  2 0 0

1 1



TVTTPA Medical Indemnity
1 y i  Corporation of Alaska
ALEUT PLAZA
4000 O L D  S E W A R D  HWY.. S U I T E  203 

A N C H O R A G E ,  A L A S K A  99503 

(907)563-3414

April 2. 1990

Representat ive Peter  Goll,  Co-Chairman
House Judiciary Commit tee
House of  Representat ives
P..O. Box V
Juneau, AK 99811

Dear Representat ive Goll:

There were several  ques t ions  from members  o f  the Judic ia ry  Commit tee
regarding my testimony on March 29th. I felt that it might be helpful if, as a 
m em ber  o f  this commit tee ,  you received  in fo rmat ion  answer ing  all the 
q u e s t i o n s .

First of  all, I appreciate your interest in both MICA and your  concern for the 
healthcare delivery system in the state. I have included in formation that 
might prove useful in understanding specific quest ions on how MICA docs
b u s in e s s  and also ,  g ene ra l  i n fo r m a t io n  on p h y s ic i a n  d e m o g r a p h i c s ,  
specifically on those del ivering babies.

I n f o r m a t i o n a l  I t e m s

1.) A letter to the House Labor and Commerce Committee. This provides 
information on where physicians practice,  how many del ive r ies  they
do, and if they arc insured. Included is a copy of  the questionnaire that
was dist ributed to the 614 private practice physicians in the state that
wc used to develop these statistics.

2 . )  Another  let ter to Representative Donley, a 1990 MICA premium
schedule is enclosed.

3.)  A schedule o f  rate changes since 1981.

4 . )  Response to ques t ion :  r '-out  obstetr ical  c la ims to Depar tment  of
Health and Social Services. This should answer all questions regarding
loss experience.

Please let me know if I can provide you with other  information that would 
prove useful.
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N o v e m b e r  3, 1989

A l a s k a  A c t i o n  T r u s t

P.O.Box 10232.3 • ArH‘lu>r;ii>i\ Alaska 0 9 8 10 

Olllt'c: H-10 L Slr iv l ,  Sulk' 102 • Anclioni^r 
(007) 258-1010

V ?^  .

%
R e p r e s e n t a t i v e  Peter Goll 
P. 0. Box V  ^
Juneau, A l a s k a  99811

D e a r  R e p r e s e n t a t i v e  Goll:

/ p
I w o u l d  first like to i n t r o d u c e  myself.
I am Debr a Gravo, the n e w  e x e c u t i v e  
d i r e c t o r  for the A l a s k a  A c a d e m y  of Trial  
Lawyers. I look forward to w o r k i n g  w i t h  
y o u  d u r i n g  the u p c o m i n g  l e g i s l a t i v e  
session.

E n c l o s e d  is a copy of the s u b s i d y  for 
rural o b s t e t r i c i a n s  bill w h i c h  A r i z o n a  
G o v e r n o r  M o f f o r d  s i gned into law J u n e  28, 
1989. T h e  bill has a r a t h e r  i n t e r e s t i n g  
l e g i s l a t i v e  history. T h e  bill w a s 
i n t r o d u c e d  by an a n t i - t o r t  r e f o r m  
l e g i s l a t o r  w h o  lives in a rural country. 
W h i l e  he stron g l y  s u p p o r t e d  anti- reform, 
he felt t h a t  he h ad to do s o m e t h i n g  to 
h e l p  the d o c t o r s  in his district.

Sincerely,

M U q .

Debra C. G r a v o  
E x e c u t i v e  Director 
d c h / e n c l .



R E C E I V E D  F E 3  2 2 1939

S t a t e  o f  M i n n e s o t a

d e p a rtm e n t  o f  com m erce 
ST.  P A U L  35101

OFFICE OF THE COMMISSIONER >oo METRO SQUARE BUILDING 
ST PAL l.. MN S5 I0 I

F e b r u a r y  8, 1989

Mr. Paul R o l l e r  
D i r e c t o r  of I n s u r a n c e  
PO Box D
J u nea u, A l a s k a  998 11

n  •

F E 3  I 6 ;9S9

D e a r  D i r e c t o r  Roller:

I e n c l o s e  a c o p y ' o f  a r e p o r t  r e c e n t l y  i s s u e d  b y  t h i s
D e p a r t m e n t  r e g a r d i n g  m e d i c a l  m a l p r a c t i c e .  T h e  r e p o r t  r e v i e w s  all 
c l a i m s  filed w i t h  two i n s u r e r s  in M i n n e s o t a ,  N o r t h  D a k o t a  a n d  
S o u t h  D a k o t a  a g a i n s t  p h y s i c i a n s  f r o m  J a n u a r y  1, 1982 u n t i l  
D e c e m b e r  31, 1987. T h e s e  two i n s u r e r s  c o m p o s e d  t h e  e n t i r e  p h y s i­
ci a n  m a l p r a c t i c e  m a r k e t  in M i n n e s o t a .  T h e  r e p o r t  s t a t e s  as f o l­
lows:

1. T h e  f r e q u e n c y  of p h y s i c i a n  m a l p r a c t i c e  c l a i m s  has  
not m e a s u r a b l y  c h a n g e d  o v e r  t h e  l a s t  s i x  years.

2. T h e  c l a i m s  h a v e  n o t  m e a s u r a b l y  c h a n g e d  in t e r m s  of 
the a v e r a g e  c l a i m  payment.

3. A p p r o x i m a t e l y  75% of all c l a i m s  a r e  c l o s e d  w i t h o u t  
payment.

4. I n s u r e r s  o v e r e s t i m a t e  e x p o s u r e  of p e n d i n g  c l a i m s  by 
at l e a s t  t w o  to t h r e e  t i m e s  t h e  a m o u n t  e v e n t u a l l y  
paid.

5. C l a i m s  d e t e r m i n e d  b y  i n s u r e r  p e r s o n n e l  to be f r i v o­
lou s  d i d  n o t  increase.

6. T h e  c o s t  o f  i n v e s t i g a t i o n  a n d  d e f e n s e  o f  c l a i m s  has 
n o t  i n c r e a s e d .

7. T h e r e  w e r e  o n l y  20 j u r y  v e r d i c t s  o v e r  t h e  s i x - y e a r  
p e r i o d  w h i c h  w e r e  e n t e r e d  a g a i n s t  a p h y s i c i a n .

8. No p u n i t i v e  d a m a g e s  w e r e  f o u n d  to be a w a r d e d  a g a i n s t  
a p h y s i c i a n .

T h e  r e p o r t  c o n c l u d e s  t h a t  in s p e c i a l t y  m a r k e t s  i n s u r e r s  
a r e  a b l e  to r a i s e  p r e m i u m s  in a n o n - c o m p e t i t i v e  m a n n e r  p r i m a r i l y  
b e c a u s e :



1. P h y s i c i a n s  are sold p o l i c i e s  w h i c h  do not insure 
c l a i m s  m a d e  a f t e r  the e x p i r a t i o n  of the p o l i c y  year. 
As a result, if a p h y s i c i a n  a t t e m p t s  to s w i t c h  in­
surers, t h e y  m u s t  p u r c h a s e  a s e c o n d  p o l i c y  to c over  
f u t u r e  c l a i m s  th at o c c u r r e d  d u r i n g  the p o l i c y  year. 
T h e  s e c o n d  policy, a "tail e n d o r s e m e n t , "  is e x p e n­
sive  a n d  c r e a t e s  a n e g a t i v e  e n v i r o n m e n t  for c o m p e t i­
tive  pricing.

2. Dat a c o n c e r n i n g  the f r e q u e n c y  of c l a i m s  or the s e­
v e r i t y  of c l a i m s  is not a v a i l a b l e  to c o mpeti tors.
As a result, it is d i f f i c u l t  for o t h e r  insurers to 
p r i c e  a policy.

3. T h e  n u m b e r  of p u r c h a s e r s  of s p e c i a l i t y  lines of 
i n s u r a n c e  s u c h  as m e d i c a l  m a l p r a c t i c e  is not s u f f i­
c i e n t  to g e n e r a t e  s u b s t a n t i a l  n u m b e r s  o f  c o m p e t i n g  
v e n d o r s .  I n s u r e r s  m u s t  i n s u r e  l a r g e  n u m b e r s  of 
p o l i c y h o l d e r s  to s p r e a d  risk, and t h a t  the l i m i t e d  
n u m b e r  of p o l i c y h o l d e r s  in a n i c h e  m a k e s  it c l e a r  
t h a t  n e w  c o m p e t i t o r s  w o u l d  l i k e l y  not s u r v i v e  m a r k e t  
entry.

T h e  r e p o r t  r e c o m m e n d s  t h a t  g o v e r n m e n t  a g e n c i e s  p e r i o d­
ica l l y  e x a m i n e  a n d  c o l l e c t  loss d a t a  in n i c h e  m a r k e t s  so t h a t  
c o m p e t i n g  i n s u r e r s  w i l l  h a v e  c r e d i b l e  d a t a  to u s e  in d e t e r m i n i n g  
w h e t h e r  c o m p e t i t i v e  p r i c i n g  exists.

T h e  r e p o r t  h a s  b e e n  e x a m i n e d  by a c t u a r i e s  w h o  v e r i f y  its
c r e d i b i l i t y .  W h i l e  t h e  i n s u r e r s  a c k n o w l e d g e  the a c c u r a c y  of the 
raw data, the St. Paul C o m p a n i e s  n o n e t h e l e s s  h a s  i s s u e d  a 
c r i t i q u e  of the r e p o r t  c h a r g i n g  t h a t  it h as f l a w e d  m e t h o d o l o g y .

If y o u  h a v e  a n y  q u e s t i o n s  o n  the report, p l e a s e  g i v e  me
a call.

V e r y  t r u l y  y o u r s

M I C H A E L  A. H A T C H  
C o m m i s s i o n e r  of C o m m e r c e

M A H :nl 
E n e l .
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Raising the issue of "malpractice" in a room crowded with doctors, 

lawyers, consumer advocates, and insurance executives results in greater 
commotion than y e l li n g "fire" in a crowded theater.

Unfortunately, the answers given to the m a n y  questions asked are 

d iffe re nt  and conflicting. And ev er yon e has their own statistical 

study to s ub st antiate their answer. The only  sure conclusion is a 

tarrage of ac cusations and cou nt er  ac cusations that find the public 

and lawmakers caught in the crossfire. Tort reform? Insurance reform? 
Physician reform?

This report b ri ef ly  reviews the history of medical malpractice claims 

in th*s coun tr y and the various proposals regarding malpractice coverage. 

The report further analyzes data c o ll ec te d during the Commerce 

Department's six mo nt h  study of the two insurers who sell virtually 

100 percent of the physi ci an  professional liability coverage In the 

State of Minnesota, the exce pt io n being se lf -insured groups. The two 

insurers are St. Paul Companies and M i nn es ot a Medical Insurance Exchange 

( M M I E ) . During this time, the D ep a rt men t reviewed every individual 

claim filed with  these two insurers o ve r  the last six years in the

states of Min ne so ta , South Dakota and No rt h Dakota - o ver 4,700 files.

It should be noted that, a f t e r  revie wi ng  this report, both the St. 

Paul Compa ni es  and MMI E asked that the D ep a rt me nt  clarify that the 

p ositions a tt r ib ut ed  to the insurance indust ry  in this report do not

n ec e s s a r i l y  reflect the individual views of St. Paul Companies or  MMIE. 

S pe cifically, both c o mp an ie s stated, and the Department acknowledges, 

that they should not be identified as p r op on en ts  of "tort reform."

Further, MMIE stated that t hey know of no crisis In physicians and 

surgeons l ia b il it y in Minnesota.

It should be e m p h a s iz ed  that this report should not be construed as 

a c ri tique of e i t h e r  insurer. The r ep or t is a critique or survey of 

the medical m a l p r a c t i c e  insurance m a rk e t,  and these insurers happen

to co mp ri se the m a r k e t  In Minnesota.

I I .  HISTORY

A. Medical M a l p r a c t i c e  in the Seventies

Medical m a l p r a c t i c e  claim s first ap pe a re d  in signif ic an t numbers 

in the 1930's but did not a t t ra ct  m u c h  public attention until the

late s ixties and e a r l y  seventies. In 1971, P re si de nt  Nixon created 

a C om m i s s i o n  on Medical M a l p r a c t i c e  to study the problem of

i n cr eas in g c l a i m  frequency. It's report was issued 1n 1973, about 

the same time that the medical m a l p r a c t i c e  insurance m ark et  began

to e xp e r i e n c e  Its first crisis. The c o m m i s s i o n ' s  findings concluded 

that the i nc rease in medical m a l p r a c t i c e  litigation was due to 

a c om b i n a t i o n  of mor e a f f o r da bl e  and there fo re  wi de s pr e ad  medical

care and more c o m p l e x  med ic al  procedures.

I .  IN T R O D U C T IO N
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During the malpractice crisis of the mid seventies, many insurers 

•■aised their rates dramatical ly. Sky rocketing premiums became 

commonpla ce -- 50  percent, 100 percent, even 300 percent increases 

occurred in a single year. In addition, several large insurers 

wi th d re w from the medical malpra ct ic e m ark et  entirely, leading

to a gap in ava ila bi li ty  of coverage. As a result, the problem 

escalated and became one of both a ff o rd ab il it y and availability.

In response to the crisis, legislatures around the country enacted 

measures aimed at curbing the effects of the crisis. Since insurers 

asserted that increased lawsuits caused unforeseen losses,
legislation was p r im ar il y aimed at limiting the liability of health 

care providers. The various legislative attempts often included

one or more of the following: 1) limits on attorney's contingency 

fees; 2) limits on non- ec ono mi c da mage awards, i.e. punitive

damages; 3) revision of the statute of limitations; 4) creation 

of pretrial panels to screen cases to est a bl is h  merit; 5) changes 

to collateral source rules; and 6) insti tu tio n of periodic payment

of judgments.

Joint U nd e rw ri t in g  A s s o c i a t i o n s :

In ad dition to these changes, two ot he r s ig ni fi c an t  changes resulted 

from the mid s eventies crisis. The first was the c re at io n of 

a lt e rna ti ve  m ar kets  - s pe c if ic al l y joi nt  u nd er wr it in g as so ciations 

(JUAs) and physic ia n and h o s p i t al - sp o ns or e d nonprofit insurers

or  mutuals. A n u mb er  of states e na ct ed  laws giving the insurance 

c o m m i s s i o n e r  the pow er  to e st abl is h a JUA at his or her discretion 

when w a r r a n t e d  by mark et  conditions. JUA's g e n e r a l l y  are comprised 

of all c o mp an ie s wri ti ng  insurance in a p a r t i c u l a r  state or all 

compa ni es w ri ti ng  p r op e r t y / c a s u a l t y  i ns ur an ce  in a state and are 

co nt ro ll ed by  a group of public and p ri vat e s ec t or  representatives. 

The pur po se  of a JUA is to wri te  l i a b il i ty  insurance for health 

care pr ov i de rs  who are unable to o btain co ve ra ge  in the private 

market. In 1987, 13 medical m a l p r a c t i c e  JUA's were offering coverage 

to health care providers, i ncluding the M i n ne s ot a JUA. The mark et 

shares for the ac tive JUA's ranged from 3 p er ce nt  to 85 percent 

a cc o rd i ng  to the National C o o r d i n a t i n g  C om mi tt ee  on Medical 

M a l p r a c t i c e  JUAs.

The c om m i t t e e  issued a report in 1987, the 1986 Financial Co ndition 

of Medical M al p r a c t i c e  J U A s , wh i ch  found that five JUAs had 

i n su f f i c i e n t  funds to pay Til ex is t in g claim s liabilities. The 

g r e a te s t d e fi ci en c y,  reported in M a ss ac h u s e t t s ,  was esti ma te d to 

be $ 3 6 5 . 3  mi llion. The re port also found that the JUA m a rk et  share 

hid n o t  c h ang ed s ig n i f i c a n t l y  overall b e tw ee n 1985 and 1986, al th o ug n  

the Fl or id a,  N e w  York, and W i s c o n s i n  JUAs n e a r l y  doubled their 

r es p ec ti v e m a r k e t  shares. It 1s a p p a r e n t  that those JUAs whic* 

incurred large d e f i ci t s did so bec au se  of a r t i f i c i a l l y  low rates.

Ph ysician M j t u a l s :

P h y s i c i an / ho sp i ta l  m ut ua ls , the s econd form of a l t e r n a t e  

m a l p r a c t i c e  m a rke t,  first ap pe a re d in N e w  York, Maryland

C a l i f or n ia  in 1975. The c re at io n  of m u t ua ls  was based on



premises: First, that a major Influx of new insurers would alleviate

the a va il ab il it y crisis and, secondly, that doctor-controlled 

nonprofit companies could issue affordable coverage to physicians 

1n need. Nrtionwide in 1987, such mutuals represented more than 

half the pre mi um  volume in the medical malpractice market. In 

Minnesota, the Minnesota Medical Insurance Exchange (MMIE) began 

selling coverage in October of 1900. Today, MMIE is the largest 
insurer of physicians and surgeons in the state.

Claims-made I ns u r a n c e :

The final significant change resulting from the seventies crisis 

was the change from an o cc u rre nc e- ba se d policy form to a claims-made 

form. In medical malpra cti ce  cases, there is often a significant 

time lag between the date an incident occurs and the date the claim 

is paid. This long "tail" has contributed to the insurers' 

d if fi cu lt ie s in making  accurate actuarial evaluations of m alpractice 

loss experience. The claims-made policy form alleviates some of 

those d i ff ic ul ti es  by covering o nly those claims that are reported 
while the p olicy is in effect.

Under the traditional oc cur re nc e form, the transfer of risk from 

the health care pr ovider to the insurance carr ie r took place when 

the incident occurred. Under the cl aims-made form, the transfer 

o f  risk takes place on ly  when the claim or Incident 1s reported 

to the Insurance carrier. As a result, the health care provider 

ma in t ai ns  a risk at any given point 1n time for Incidents that 

are unreported.

It is esti ma te d that 70-80 per ce nt  of the medical ma lp ra cti ce  m ar ket  

n at i on wi de  Is n o w  written on a c la im s- ma de  basis. In Minnesota, 

St. Paul C om p an ie s shifted to the claims -m ad e form in 1975 and 

M MIE has written co verage on a c l ai m s- ma de  basis since the company's 

inception in 1980.

M a lp r ac t ic e Cr isis in the E i g h t i e s .

The cr isis of the eighti es is e v i d en ce  that the response to the 

crisis of the s eventies did n o t  resolve the problems in the 

m a l p r a c t i c e  insurance market. Rate increases in recent years have 

e x ce e de d those e x p e r i en c ed  in the 1974-75 crisis and, al th ou gh  

v i r t u a l l y  e ve ry on e  agrees a pro bl em exists, there is little agre em en t 

on Ju st  what or w h o  the "problem" 1s.

D o ct or s con te nd  the p r o bl e m is lawyers and their lawsuit-prone 

c li en ts , a v i e w  shared by m an y insurers. They  believe that m an y  

p at ie n ts  have u n re a l i s t i c  e xp e ct at i on s  of their p hy sic ia ns  and 

the medical p r o f e ss io n  In general.

The trial lawyers place the blame on medical m a l p r a c t i c e  insurers 

and p h y s i c ia n s saying they've c r e a t e d  a " lit ig at io n crisis" as 

a public re la t io n s maneuver. T h e y  contend that the problems in 

the insurance m a r k e t p l a c e  are c a us ed  by the industry's Inab il it y 

a n d / o r  u n w i l l i n g n e s s  to avoid the investment and "cash flow" cycles 

that cause the m a r k e t  d is equ ili br iu m.



And in the m iddle lies the public, who simply ao not have independent 
data available from which to male a conclusion

Not surprisingly, since there is little agreement on the source 

of the problem, there is less agreement on a solution. Representing 

m a n y  physicians, the American Medical Association (A M A ) recently 

proposed a virtual ab andonment of the existing tort liability system. 

The AMA proposal calls for replacing the current court and jury 

system with an a dm in is tr at iv e claims facility. Under the plan, 

medical m a l p r a c t i c e  complaints would be reviewed by an expert 

ad mi ni strative a ge nc y to try to reach a settlement between parties 

and/or make a determi na ti on  as to the merits of the case. The 

agency would also have the power to discipline physicians who 

demon st rat e a pattern of substandard conduct. In addition, the 

AMA plan wou ld  redefine the legal basis for d et ermination of medical 

liability. Curr en tl y,  medical liability is based on the standard 

of care a r ea so n ab l y prudent physician in a given locality would 

dispense. Und er  the AMA proposal, the liability would be based 

on the s ta nd ar d of care a "prudent and competent practitioner in 

the same o r  simi la r c ir cu mstances" would provide, thereby eliminating 

the locality standard.

The Insurance i nd ustry a sserts that "the o nl y  truly viable long 

range solution lies in co mp re h en si v e and substantial tort reform." 

(Medical Ma lp ra c ti ce : A  ̂ Second O p i n i o n . National Associ at io n

of Independent Insurers (1986) p . 15.) Insurers argue that, when 

enacted on a co mp re h en si v e basis, reforms disc uss ed  e a r li er  

e f f e c ti v el y reduce the costs ass oc iat ed  with medical m a lp r ac ti ce  

litigation w i t h o u t  r es tr ic ti ng  the right or a b il i ty  of individuals 

to rec ov er  just  c om pe n sa ti o n for their injuries. They blame 

ine ff ec ti ve ne ss  of reforms in m a n y  states on lack of a total 

co mm it me nt  to co mp re h en si ve  re form and implementation of reforms 

in a piecemeal fashion.

Lawyers a nd c o n s u m e r  advocates are p ro ponents of Increased regulation 

aimed at s t a b i l i z i n g  the insurance market. Their proposals include 

more  state r e g u l a t o r y  p ow er  o v e r  rates; federal an ti -t ru s t regulation 

to e li m i n a t e  price fixing; the cr eation of mor e federal insurance 

pools inclu di ng  reinsur an ce  pools; m a n d a t o r y  reduction of the n umber 

of rating c l a ss es  used to Improve the spread of risk; and use of 

ex p er ie n ce  ratin g r a th er  than class rating alone so that physicians 

with bad c l a i m  rec or ds  would be penalized.

III. THE S U B V

The Impetus for this s tu dy  was n ot o n l y  the m agn it ud e and far r ea ching 

impact of the m a l p r a c t i c e  crisis b ut  the b ew il de ri ng  a r r a y  of c o nf li ct ing  

s t at ist ic s and rep or ts  on the subject. R at he r than r e vi ewi rg  statistical 

Samples pr es e nt e d by hired c o n s u lt a nt s  re pr es en t at i ng  a p ar ti c ul a r 

v ie w po i nt , the D e p a r t m e n t  s ought to r eview ev er y c l a i m  filed in the 

S ta t e since 1981. It is b el ie v ed  that this st ud y is the only  study 

in the c o u n t r y  w h e r e  i nd ep en d en t exam in er s reviewed eac h cl a im  filed 

in a specific line nf insurance.



The review included all medical malpractice claims, open and closed, 

filed against physicians and surgeons in Minnesota, North Dakota, and 

South Dakota from 1982 to 1987 at Minnesota Medical Insurance Exchange 
and St. Paul F1re and Marine Insurance Company.

A. St. Paul C o m p a n i e s :

The St. Paul Companies, Inc. was organized in 1853 in St. Paul, 

Minnesota under the title of St. Paul Fire & Marine Insurance 

Company. The medical professional liability is underwritten by 

a wholly-owned subsidiary of The St. P a u 1 Companies incorporated 

in 1925 under the title "Mercury Insurance Company." The subsidiary 

changed its name to St. Paul Fire & Marine Insurance Company when 

the former St. Paul Fire & Marine changed its status to that of 

a management co mp an y in 1967 and took the title "The St. Paul 

Companies, Inc." The St. Paul is a large diversified financial 

company specializing in insurance. In 1988 they acquired a large 

wholesale and retail insurance broker based in the United Kingdom 

m aking St. Paul the seventh largest insurance b r ok e r in the world. 

St. Paul Compa nie s currently writes medical m a l p r ac t ic e insurance 

in 43 states. The Medical Services Division is the largest of the 

company's u nd er wr it in g units with the malpractice busin es s a cc ount in g 

for 35 percent of the comoany's premiums in 1987. The St. Paul 

Companies has writ ten  malpra ct ic e insurance since the 1 9 3 0 ' s and 

presently w rites coverage fo* doctors, hospitals and o th e r health 

care specialties. In 1987, they had net m a lp r ac ti c e premiums 

nationwide of $722  million which was ab ou t 18 p e rc en t of the total 

market, a m a rk et  share equal to three times that of their nea re st  
competitor.

B. Minnesota Medical Insurance E x c h a n g e :

In Minnesota, the Minnesota Medical Insurance Ex ch a ng e  (MMIE) now

insures more than 50 percent of the state's physicians. MMIE  began

business In O c t o b e r  of 1980 in Mi nn ea po li s as a reciprocal insurance 

exchange. It is governed by a board composed of t w en ty- tw o 

physicians a p p o i n t e d  by the Minn es ot a Medical Association. Recently, 

it reorganized as a stock c o mpan y to raise m o r e  funds and sell 

mor e co ve ra ge  and has s u bs eq ue nt ly changed its name to Mid we st  

Medical Insuranc Company. (At the time this r eport was compiled, 

the c om pan y was operating as MMIE and is re fer re d to as such 

throughout the report.) MMIE is m a na ge d by M in ne so ta  Medical 

Manag em ent , Inc. and curr en tl y has ov er  3,200 p ol ic y ho l de rs  in 

th re e states.

The two c o mp an ie s un de rw ri te  their ma l pr ac t ic e  c o v er ag e  on similar

p ol i cy  forms (see A pp en d ix  A) and at similar p o l i c y  limits. The

p o li c y limits range from $ 10 0, 00 0 per o cc u r r e n c e / $ 3 0 0 , 0 0 0  a gg r eg a te  

to $10,0 00 ,0 00  per o cc u r r e n c e / $ 1 0 , 0 0 0 , 0 0 0  aggregate. The m a j or it y 

of  policies are w r i tt e n e it h e r  at $1 , 00 0, 00 0/ $ 3, 0 00 ,0 0 0 (63.3*) 

or $ 2 , 0 0 0 , 0 0 0 /$4,0 0 0 , 0 0 0  (20.4t) limits.

C. M e t h o d o l o g y ;

D e pa rt me nt  e x a m i n e r s  reviewed a total of 4,747 medi ca l m al p r a c t * : e  

files from M i n n es o ta ,  North Oakota and South Oakota: 2251 f i’es



from MMIE and 2496 files from St. Paul Fire and .Marine. The study 

included all incident reports as well as claim files. Incident 

reports differ from claim reports in that they are made by physicians 

and do not ne cessarily result in a claim. Incident files were 

included because reserves were usually established for these files. 

It should be noted, however, that MMIE suspended the practice of 

setting reserves on incident files in 1985 after determining that 

these reserves "had not. proven helpful in evaluating the total 

liabilities for MMIE  ..." The study did not include claims made 

against hospitals, clinics or other institutions, nor claims against 

nurses or other health care providers. A four-page survey form 
was completed for each file.

The first draft of the q ue s ti on na ire  was developed by the 

Department's p ro pe rt y casualty actuary, general counsel and 

examination supervisor. The m a lp r ac ti ce  study conducted by the 

National A s so c ia ti on  of Insurance Co mmissioners (NAIC) in 1976 

was used as a reference source and St. Paul Companies also provided 

information with regard to loss coding procedures. Possible survey 

questions were considered with an eye toward current issues in 

the medical m a l p r a c t i c e  insurance m arke t while taking into account 

which information examiners could re as on ab ly expect to extract 

from the files based on their prior e xp erience reviewing claims.

The first draft su rvey was tested by De pa rtment Counsel and the 

e xamination su p er v is or  in a revie w of 40 St. Paul claim files pulled 

at random by the company. Some m o d i f i ca t io n s wer e made based on 

the sample revie w and a copy of the revised q uestionnaire was then 

sent to the St. Paul Companies for comment. The St. Paul e xpressed 

concern o ve r the issue of c o n f i d e n t i a l i t y  with respect to the 

identity of physicians and claim an ts  and oth er  specifics of 

individual files, p a r t i c ul a rl y  open files where the defense of 

their insured was at risk. A s s u r an c es  wer e given by the Dep ar tm en t 

that the identity of  an y i ndividuals or  specific details relating 

to an individual file would not be released.

The St. Paul C om p an ie s  als o requ es te d that the w or di ng  of question 

#25 be revised. The original w o r d i n g  read: "Based cn the insurer's

e v al uat io n of this cl ai m and using y o u r  own judgment, do you believe 

a claim was j u s t i f i e d  under these cir cu ms ta nc e s? "  St. Paul asked 

that the j ud gm en t  o f  the e x a m i n e r  be e l i m i na te d  so that the q ues ti on  

was based e n t i r e l y  on the j ud gme nt  of the claims a dj us to r an d/or 

th« d e fens e counsel. The D e p a r tm en t  m ade the change. In March, 

pr io r to b eg i nn i ng  the e xa m in a ti on  of files at MMIE, the survey

fora was sent to the c o mp a ny  and a s i mi la r a s su ra nce  of 

c o n f i d e n t i a l i t y  was given. MMIE did not re qu es t any changes be

made to the questi on nai re .

Survey F o r m a t :

A cop y of the s u rv e y form is found on pages ei g ht  through eleven 

of this text. S ur v e y  q ue st io ns  one thr ou gh  three record basic 

I de nt if y in g I nf o rma ti on  for each  file. The loss date and report

date recorded in four ,.nd five a l l o w  for c o m p u ta t io n of the time 

lag b et we en  the incident g ivi ng  rise to a cl a i m  and the reoort



of the claim to the insurer, an issue which prompted many insurers 
to switch to a claims-made policy form.

Question six identifies the specific medical procedure or incident 

which gave rise to the claim. In addition to being an integral 

piece of the total malpractice picture, a compilation of the loss 
cause information was thought to be p ar ti cu lar ly  useful for insurers 

and health care providers in their loss control efforts. The 

following question identifying the location where the incident 
took place was included for similar reasons.

Questions eight and nine record personal characteristics of the

claimant. The characteristics of age and sex help answer the 

question, "Who are the claimants?" This information also enables 

a comparison of claim frequency and s ev er it y for different ages 

and sexes, information which should be useful to insurers in their 

reserving practices. For example, the same injury may result in 

a c on si st e nt ly  greater or smaller loss d ep end in g on the age and 

sex of the claimant.

Item ten compl et es the information about the type of loss along 

with questions six and seven. Here, the actual injury that resulted

from the cause identified in question six is described.

Qu es ti on  11 was included because of a ss e rt i on s that claimants' 

lawsuits u n j u s t l y  include everyone r em ot el y connected to a case. 

Items 12a-c record information a bo ut  the physician d efendant 

including s p ec ial ty  and the phy si ci an ' s professional r e lat io nsh ip  

to the claimant. The physic ia n' s s p ec ia lt y was included to d etermine 

which s pecialties present the g r e a t e s t  risk and whether the rating 

classes used by insurers appe ar  to be an a cc urate reflection of 

actual risk. Q ue stion 12c was an a tt em pt  to q ua nt if y  the physician- 

pat ie nt  r ela tionship in or d er  to test the theory that the nature 

of  this rela ti on sh ip can be a c o nt ri bu t in g factor in d ec reasing 

or in cr easing a p hys ic ia n' s exposure in a given situation. Al though 

the cl ai m files ma y not reveal the finer points of this issue, 

they often told us w h e th e r there had been an ongo in g d oc to r- p at i en t 

r el ati on sh ip and therefore, p re s u m a b l y  increased loyalty or concern 

for the ph y si c ia n' s  reputation on the part of  the patient.

Qu es t io ns  13 through 16 are e s s e n t i a l l y  re co rd ke epi ng  items to 

d e c r e a s e  the potential for du pl i ca t e ent ri es  w he n several d e fe nda nt s 

wt rt  Involved 1n the same claim.

Ill q ue stion 17, the p o l i c y  limits and d ed u c t i b l e  were recorded. 

T M s  i nf or ma t io n was included in o r d e r  to id entify a n y  co rr el at ion  

b tt wee n the loss a mou nt  and the potential c o mp ens at io n a va il ab le  

to a c lai m an t through an insurer. The d ed uc t ib l e was noted in 

o rd e r to v e r i f y  that the loss p a y me nt  recorded refl ec te d the 

de du ct ib le , if any.

For p ur poses of data a nalysis, it was n e c e s s a r y  to s ep arate closed 

from open c l a i m s  and therefore the s tatus of the file was noted 

in n um b er  18.



Medical Mai practice 

Claim Survey

St. Paul Companies

Initial when completed 

Date:

1. File No. 1.

2. Policy No. 2.

3. State where loss occurred 3.

4. Date of Loss 4.

5. Date reported to insurer 5.

6. Cause of loss 6.

7. Location where i nju ry  occurr ed  7.

1. Office 6. H os p it al -P at ie nt  Care Area

2. Clinic 7. Ho sp it al -O u tp a ti e nt  Surgery

3. Hospital E.R. 8. H osp i ta l- O th e r

4. H o s p i t a l - S u r g e r y 9. Sur gi -C en te r

5. H o s p i t a l - L a b o r / D e l i v e r y / N u r s e r y

Age of injured person 8.

1. 0-30 days 5. Over 18 yrs - 35 yrs

2. 30 days - 2 yrs 6. Over 35 y rs - 55 yrs

3. Over 2 yrs - 12 yrs 7. Over 55 y rs - 70 yrs

4. O ver 12 yrs - 18 yrs 8. Over 70 yrs

Sex of injured p erson 9.

1. male

2. feaal e

10. B r i e f l y  d e s c r i b e  principal injury giving a rise 

to t h e  claim. ______

11. Total n u m b e r  of  d e f e n d a n t s  11.
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12. Name of defendant for this file.

a. Profession ________________________________  12a

b. Specialty

c. Re la tionship to injured party:

1. Family/personal physician

2. No relationship prior to this injury
3. Oth er  ___________________________________

13. Named insured on p oli cy  covering above 

defendant.

a. Named insured is an 1. Institution

2. Individual

3. Group

14. List any oth er  d ef en da nt s in this case 

covered by the same p ol i cy  given in #11.

Name C la i m File #

(if known)

15. List a n y  ot h er  d ef e n d a n t s  a lso covered by 

this i n su re r but u nd e r a d i f fe r en t policy.

16. List o t h « r  d e f e n da n ts  not cove re d oy this 

insurer.

17. P o l i c y  limits.

a.

b.
o cc u r r e n c e

a g g re g at e

_ n  .

12b

12c

13a

14.

15.

16.

17a.

17b.



18. S ta tu s  of c la im . 18.

1. open

2. closed on /___ /____

19. If claim 1s open, indicate:

a. beginning loss reserve 19a

b. current loss reserve 19b

c. current LAE reserve 19c

d. settlement demand 19d

ANSWER QUESTIONS 20 - 24 ONLY IF CLAIM IS CLOSED.

20. If claim is closed, indicate:

a. beginning loss reserve 20a

b. ending loss reserve 20b

21. Method of di sposition 21.

1. settled

2. tried

3. arbitration

22. Indicate amount of settlement or verdict 

broken down as follows:

a. medical e xp en se s 22a

b. future medical expenses 22b

c. pain and suffering 22c

d. lost wages incurred 22d

e. lost wages an ti c ip at e d 22e

f. punitive dama ge s 22f

g. other 22g

h. total 22h

23. Indicate amount paid to c l a i m a n t :

a. total am ount paid to c la imant 23a

b. by this i n s u r e r  23b

c. ded uc ti bl e paid by insured ove r limits 23c

d. a a m n t  paid by ins ur er  o v e r  limits 23d

of  p o l i c y

e. amount paid by excess c ov erage insurer 23e

f. am ount paid by o th e r d e fe nd an t s/  23f

co nt ributors
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24. Amount of allocated loss adjustment 

expenses:

a. total LAE 24a.

b. claim Investigation 24b.

c. court costs 24c.

d. internal defense counsel 24d.

e. external defense counsel 24e.

f. other 24f.

25. Based on the ad juster/defense c o u n s e l’s 25.

evaluation of this claim, does it 

appear a claim was justified under the 

circumstances of this injury?

1. de fi nitely

2. probably

3. doubtful

4. def in it el y not

5. uncertain

26. Additional C om me nt s/Observations:

-11-



Because different information could be ob tained depending on the 

status of the file, a separate set of questions was developed for 

open and closed files. Obviously, if a file remains open, 

information regarding the disposition of the claim and the loss 

payment are not available. Therefore, in question 19 we recorded 

loss and loss expense reserves and the settlement demand if one 

had been made. The reserve amounts are necessary to the calculation 

of loss ratios. Reserving practices have consistently been an 

issue in the ma lp ra c ti c e debate as lawyers and consumer groups 

have blamed o v e r l y  conservative reserves for what they claim are 

inflated loss ratios published by insurers. In order to address 

the reserving issue, we recorded both the beqinninq loss reserve 

(the reserve set when the file was opened) and the endinq reserve 

(the last reserve recorded prior to the closing ~of the file.) 

This was done to trace the progress of the reserve (in a limited 

way) and also to compare the en ding reserves to the actual loss 

payment to gauge the a c cu r ac y  of reserving.

Question 21 identified the method of d is po si ti on  of a closed claim. 

Much of the media c overage of m al p ra ct ic e issues focuses public 

attention on jury verdicts and tried cases. Therefore, by separating 

the :laims a cc o r d i n g  to method of disposition, the various expense 

levels and final outcomes of tried claims as opposed to settled 

claims could be compared, for example.

Question 22 was di re c te d toward some of the issues in the tort 

reform controversy. Insurers have pushed for caps on n one co n om ic  

damages as part of the solution to the rising costs of m a l p r ac t ic e  

insurance. In o r d e r  to determine the e f f e c t  of no ne co n om i c damages 

on overall loss ex pe ri en ce , in question #22 the sett le me nt  or verdict 

was broken down into its various components.

Claimants ma y receive c om pe ns at io n  through more than one source. 

Q uestion 23 identified the various sources of c om pe ns a ti on  so that 

an accurate r ea di ng  of the losses a c t u a l l y  paid by the insurer 

as opposed to the total com pe ns at io n awa rd ed a v ict im  could be 

obtained.

Insurers have pointed to the rising cost of claims m a na gem en t,

regardless of w h e t h e r  a n y  loss p ay me nt  is e ver made, as a n o t h e r

fa ctor in the rising cost of insurance. Que st io n  24 broke down

the allocated loss a dj u s t m e n t  e xp en se  (LAE) costs a c c o rd in g  to 

investigation, court, and legal expenses.

An o t h e r  a rg ument e voked by insurers when e xp la i ni n g the rising 

cost of i nsu ra nc e is the large n um be r of friv ol ou s claims and their 

impact on insur an ce  costs. Q ue st io n 25 was included to d et er m in e 

the volume of frivo lo us  c lai ms  and t he i r cost to insurers.

Finally, space was included for ad di tional co mm en ts  and o b se rva ti on s.  

Examiners used this s ection to record o b s e r va t io n s such as "ne*» 

file - little i nf o rm at io n a va il ab le " or o ch e r pieces of in for ma ti o n 

that were not ca pt ur ed  in the m or e  q ua n t i t a t i v e  s ur ve y q u e s t i o n s

but which could shed light on the claim.

-i?-



The examiners began their review at St. Paul's Upper Midwest Service 

Center in Bloomington, Minnesota on January 19, 1988. The number 

of examiners reviewing files at any one time ranged from one to 

four. However, three examiners worked for seven weeks of the nine 

week ex amination at St. Paul. Department staff were provided a 

conference room in which to work  and a photocopy machine was

available for their use. C o m pa n y employees were cooperative and 

a vailable to answer examiners' questions. Over 250 of the files 

given to the examiners were incorrectly identified by the company 

as being within the survey's parameters. These files "were rejected 

for a n umber of reasons including files where: The policyholder

was not in one of the survey states (for example, frequently, Montana 

files were found); the claim was made against a health care

professional other than a physician; or the claim was made against

a clinic or hospital - al though ex aminers did include claims agai ns t 

p hysicians wh er e the named insured on the policy was a hospital 
or clinic.

Examiners e nc o unt er ed  some d if fi culties in extracting information 

from St. Paul's files. D ocuments within e ach file were kept in 

ap pr ox im ate  chronological order, however, examiners f oun d a

significant numbe r of du pl i ca te  docum en ts  such as memos, depos it io ns  

and medical records, which increased their time spent reviewing. 

In addition, medical records w hi c h were detailed and voluminous 

were often n ot  separated from o t h e r  file documents m a ki ng  it more 

difficult to sift through files for the surve y information.

Examiners also  had d if f i c u l t y  d et e rmi ni ng  the date when the insurer 

was notified of the cla im  because f re que nt ly  several d if fe re nt  

dates were listed as the report date or notice date in various 

parts of the file. Since it is the notice date that d et ermines 

in which y ea r ' s  loss e xp er ie nc e a claim is placed, de te rm in in g 

the date a c c u r a t e l y  was an important concern. When e xaminers raised 

this issue w i t h  the service c en te r  staff, they were directed to

use the r ep or t date listed on the co mp ut e r printout label found

on the cov er of  each file.

The initial e x a m i n a t i o n  at St. Paul was comp le te d on Ma rc h 23, 

1988. F ol l o w i n g  the c om ple ti on  o f  the file review at St. Paul,

field e x a mi n er s  and the ex a mi na ti o n s up ervisor deve lo ped  data codes 

for s ur v ey  q u e s ti on s wh er e an a pp ro pr i at e code s y st em  could not

b« Id en tified prior to the review. The St. Paul data was then 

t nt tre d on a D ep a r t m e n t  c o m p ut e r usi ng  a DBASE program. Data en try  

and c odi ng  w e r e  pe rf o rm e d by the same e xaminers who reviewed the 

files for m a x i m u m  a c c u r a c y  and consistency. En tr y of St. Paul 

data was c o m p l et ed  1n a ppr ox lm a :ely two ana on e- hal f weeks. 

Examiners r et urned to r e vie w some additional files retrieved by 

St. Paul on April 15 for three days.

On April 20, e x a mi n er s began to r eview files at MMIE. The same 

three e x ami ne rs  who r ev iewed m os t  of  St. Paul's files a ls o  rev iewed 

MMIE's. D e p a r tm e nt  st af f were a cc o mo d at ed  in a c on fe r en c e room 

and had a p h o t o c o p y  m a c hi ne  at th ei r  disposal. As wi t h St. Paul,



M M I E 's staff was cooperative and available to answer questions.

MM IE's files were organized chronologically, however, they did 

separate the medical records from the o th er  documents within each 

file. MMIE's files contained fewer duplicate documents than St. 

Paul's which also decr ea se d examiners' review time. After the

first day at MMIE, examiners revised the order of the survey 

questions to a cc om mo da te  more e f fi ci e nt l y the MMIE file arrangement. 

The review at MMI E was completed on July 8, 1988 and data was again

entered using the same format and procedures as were used for the
St. Paul data.

Data Reco nc il ia ti on

Following co mp let io n of the data ent ry  process, a var ie ty of data

reports wera run and staff began checki ng  for data en tr y errors 

and o r gan izi ng  data in an a p p r o pr i at e  format for use in this report. 

In late August, exam in er s n ot ice d a si gnificant d is c repa nc y between 

the n umber of cla im files listed on loss e xp erience data sheets 

supplied by St. Paul Companies prior to the file review and the 

number of files a c t u a l l y  reviewed. The Department's first inquiries 

regarding the d i sc r e p a n c y  were m e t  with assurances from St. Paul 

that the D ep ar t me n t had in fact reviewed all their claims against

ph ys icians and surgeons. However, af te r the m agnitude of the 

discrepancy, o v e r  400 files w e r e  v erified, St. Paul officials

informed the D ep ar t me n t they b el ie v ed  some files had inadver te nt ly  

been omi tt ed  from the review. C o mp a ny  o ff ic ial s expl ai ne d that

the pro bl em  resulted f rom a c o m mu n ic at i on  breakdown between their 

actuarial d e p a r t m e n t  and t h ei r  claims d ep ar t me n t as to the

"definition of a phys ic ia n and surgeon claim." For the next four 

weeks, St. Paul o ff ic ia ls  sough t to de te r mi n e whi ch  files the 

De pa rt me nt had re viewed and wh i ch  it had not. Durin g this period, 

the D ep a rt m en t s up plied a c o m p u t e r  run list of file numbers that 

had been reviewed. St. Paul then used the list to cross check 

aga in st  t hei r own. Both the D e p a r t m en t 's  list and St. Paul's 

list were o r g a ni z ed  by r eport date. A p p a r e n t l y  due to the

c on fl ic ti ng i nf o rm at io n  in che files, the two lists did not co incide 

with regard to r epo rt  y e a r  t h e r e b y  m a k i n g  files more diffi cu lt

to cross reference. C o n s e q u e n t l y ,  if St. Paul located a file the 

De pa rt me nt had r ev ie we d but had listed it in a di ff e re nt  report 

year, the D e p a r t m e n t  cha ng ed  its data base to reflect the date

in St. P aul 's  data base. A total of 197 report dates were changed.

Exami ne rs  re tu r ne d to St. P au l' s U p p e r  M i d w e s t  Service C en t e r  on

Ofetobtr 5, 1988 to r ev i e w  the files St. Paul had i d en ti fi ed  as 

tftt r e m a i n d e r  of the s ur vey  group. O ver the c our se  of the next

W M k ,  e x a m i n e r s  reviewed 249 additional St. Paul files. The

re ma in i ng  d i s c r e p a n c y  b e tw ee n the original St. Paul figures and 

the n u m b e r  o f  files r evi ew ed  w a s  e x p l a i n e d  by the fact that when 

m o r e  than one c l a i ma n t is in vo l ve d  1n a lawsuit, the c o m p a n y  counts 

one c la im  f or ea ch  c l a i ma n t,  e ve n  whe n there is o n l y  one cl a im  

file. In a dd i t i o n ,  the service c e n t e r  s ta ff  was u na bl e to locate 

the hard files fo r 50 claim s liste d in the actuarial d i v i s i o n ' s  

data base. T h e y  did p ro vi de  the D e p a r t m e n t  with  a c o m p u t e r  run

summ ar y of 45 of the m i s s i n g  files. The D ep a rt m en t a cc ep te d the

45 claims listed on the c o m p u t e r  reports f o r  both the c laims c ent er



and the actuarial division even though no claim file was found. 

This data is included in the study. With regard to the five claims 

found on the actuarial comput er  but not the claims center computer, 

the Department stated it would include such files if they could 
be found. No such files were found.

G. Company Verification of Data

Following St. Paul Companies' review of this report, they noted 

that the report differed from their own data in the areas of loss 

payments and loss expenses on closed files. The Department agreed 

to review again all individual files where a discrepancy was found. 

Accordingly, St. Paul Companies and Department personnel reviewed 

all files where there was a d is c re pa nc y  of over $100. In files 

with lesser di sc re pancies, St. Paul's figures were accepted. 

Corrections were agreed on between both parties and were then made 

in the Dep ar tm en t' s database. These corrections did not result 

in any notable increase or decrease in the aggregate figures. 

A p pr ox im at el y the same n um be r and amount of upward and downward 

dollar figure ad ju st me nt s resulted from the review.

FINDIN GS  

A. General

Seventy -e ig ht  perc en t (3689) of the cla im  files reviewed w er e closed 

and twenty-two percent (1058) were open. The following section 

also refers to a subgroup of closed files identified as "loss files" 

which includes o n l y  those closed claims where a loss payment was 

made by the insurer. T we nt y- s ev en  percent (982) of the closed 

files were loss files. The rema in in g seventy-three percent involved 

no c om pe nsation to the claimant by the insurer.

It should be noted that the data in this report is organized 

a ccording to the y e a r  each cl a im  was reported. A cc ordingly, unless 

otherwise stated, all references in text and the tables to "year" 

is a reference to the report (or notice) y e a r  of the claim.

The data in the re port does not take reinsurance into acc ou nt  in

c a lc u la t in g losses. Some of the l arger losses in the study were

paid In p art by re in su r an c e t he re f or e reducing the amount a ct ua ll y 

paid b y  the p r im ar y insurer. Ho wever, reins ur an ce  also is an e xpense 

f o r  In surers and is a factor in set ti ng  the target loss ratios

d fo cu ss ed  below. R ei n sur an ce  is a g r e a t e r  r el at iv e expe ns e for 

>ff!l than St. Paul C om p an i es  b ec a us e of the c om pa ny 's  s maller size 

and the f ac t that M M I E  has been in business for a sho rt er  length 

of time.

The loss p a y m en ts  ranged from $0 to $1,296,090. The av er ag e loss 

payment for all c lo s ed  claims was $ 1 4 , 5 4 2  and the m edi an  was zero. 

The ave ra ge  loss p a yme nt on loss files only was $ 5 4 , 6 2 9  and the

m e dia n was $15,000.

There were three files (0.1 p er ce nt  of c losed claims) where a comp an/  

paid one m i l li on  doll ars  or more, 15 files (0.4X of closed claims i



where the p ayment was equal to or greater than $500,000, and 145 

claim files (four percent of closed claims) where the loss payment 

was equal to or greater than $100,000. One of the three payments

that met or exceeded $1.0 m illion was the result of a jury verdict, 

the other two resulted from negotiated settlements.

Loss Ratios

A loss ratio is derived by dividing the sum of the loss payments,

loss adjustment expense (LAE), loss reserve, and allocated LAE

reserve by e arn ed premium. A ll oc at ed  LAE represents expenses that 

insurance comp an ie s pay to outside entities such as expert witnesses 

and attorneys durin g the course of investigating and litigating 

a claim. Both MMIE and St. Paul Companies have a targeted loss 

ratio of 82- 85  percent.

It was the Depa rt me nt 's intention not to include reporting

en dorsement p r em iu m  and losses in this report. Reporting endorsement 

coverage, c o m m o n l y  known as "tail" coverage, e ss e nti al ly converts 
a claims m ade p oli cy  to an occ ur re nc e policy.

A f t e r  the report was complete, however, MMIE a dvised the Department 

that repor ti ng e n d o r s em en t  premium and loss files hac[ been included 

in the r evi ew  at the company. Bec au se  repo rt ing  e nd or sements are 

w ri tte n on an oc cu r re nc e  basis, MMIE reserves f o r  claims "Incurred 

but not reported" (IBNR reserves) w er e  added to the loss reserve 

data in the loss ratio calculation. This resulted in an upward 

a dj ust me nt  of  overall loss ratio by .5 percent.

The overall loss ratio (as d et e rm in ed  by the value of the claims

on the day the De p ar tm e nt  reviewed the files) for the six-year

period of the st ud y was 71.8 percent. That is"i the 4,74? claim 

files had losses and reser ve s totalling $182,742,647 which is divided 

by earned p r e mi um s  of $254,597,909. Table 1 b e lo w  gives the loss 

ratio and its v a ri ou s com po nen ts  for each year  of the study. The 

loss e xp er i en ce  for eac h of the three states ind iv id ual ly  is found 

in Ap pendix B.

It should be no te d that reserves are, by de fi ni tio n,  estimates. 

In addition, medical m a l p r a c t i c e  is a line of insurance that, by 

its very  nat ur e,  requires long p e r i o d s  for cl ai m settlement. There 

is a good p r o b a b i l i t y  that claims fro m the m os t  recent report years, 

e s p e c i a l l y  1986 a nd 1987, will see a nu mber of reserve changes 

b ef o re  they are f i n a l l y  paid. As a result, the 1986 and 1987 loss 

ratio s should be viewe d as less stable than e a r l i e r  years. The

d « 9 r e e  to w h i c h  re se r ve s  are a c c ur a te  o b v i o us ly  af f ec ts  fluctuations

1n loss ratios o v e r  time. R es e rv i ng  a cc u r a c y  is d is cu ss e d in section 

0 below.



PHYSICIAN MALPRACTICE LOSS EXPERIENCE 

COMBINED STATES BY YEAR

TABLE 1:

REPORT

YEAR
QUANTITY

CLAIMS

EARNED

PREMILM

PAID

LOSS

PAID LOSS 

EXPENSE
OUTSTANDING 

LOSS RESERVE
OUTSTANDING 

LOSS EXP.
t o t a l  LOSSES 

and RESERVES

LOSS

RATIO

1982 721 $23,369,849 $16,034,369 $3,833,712 $2,555,000 $ 290,005 $22,713,086 97.2t
1983 776 26,940,428 7,729,884 2,513,698 3,040.501 548,524 13,839,607 51.3
1984 768 32,489,891 12,009,664 3.546,127 9,780,000 1,431,037 25.816,829 79.3
1985 937 43,451,439 10,648.054 3,377,240 19.674,353 2,706,981 37,036,628 85.4
1986 758 57,001,803 5.230,846 2,071,814 27,119,856 5,637,437 40,409,953 70.9
1987 787 71,344,499 1,993,071 761,053 32,655.891 6,916,530 42,926.545 60.2

TOTALS 4.747 $254,597,909 $53,645,888 $16,603,644 $93,825,601 $17,530,514 $182,742,647 71.8X

C. Claim Frequency and Severity

Claim freq ue ncy  and severity are indicators commonly used in analy zi ng  

loss data. C l a i m  frequency is the number of claims made per 

policyholder. C l a i m  severity is the average size o f  a claim m ea su re d 

in dollars pai d and reserved. F re qu en cy  and a v er ag e se verity are 

important to examine because increases in both have been blamed 

for the shortage in insurance coverage. If a "litigation ex pl osi on " 

has occurred, it should be reflected in the frequ en cy  and severity 
numbers.

It would appear, however, that the data does not substantiate the 

litigation e x p l o s i o n  assertions. C la im  frequency has not changed 

m e a s u ra b ly  in the last six years. The 1987 f r eq ue ncy  rate is a ctually 

less than the 1983 rate, table 2 i llustrates this trend.

TABLE 2: CLAIM FREQ UE NC Y 1982 - 1987

YEAR

N U M B E R  OF 

INSUREDS

QU AN TI TY

C LA IM S

CLAIMS PER 

100 INSUREDS

1982 6, 91 2 721 10.4

1983 6, 60 5 776 11.7
1984 6 ,5 99 768 11.6

1985 6 ,9 42 937 13.5

1996 7 ,0 72 758 10.7

19*7 6, 83 6 787 11.5
SMMI BB II ISI SS Il

TOTAL/AVG.

s ss ss ss ss ss ss :

4 0 , 9 6 6

issssaasssssasss

4,747

S333SS339t3533332333:

11.6

Cl aims se verity trends al s o do not ev id e nc e  a lit ig at io n explosion. 

Both averages an d m e di a ns  m a y  in dicate trends in c la i m s e v e n : / .  

The m edi an  loss pay men t for each y ea r was $0. Table 3A c om pares 

a ve rag e loss p a y m e n t s  on all c lo se d files and on loss files onl/ 

Ave ra ge  p ay me nt s a c t u a l l y  app eared to be d e c r e as in g ove r the p e ^ c d  

Q  of the s t u d y .

It should be n o t e d  that Che 1986 and 1987 av er a ge s do not "i.e 

substantial c r e d i b i l i t y  d ue to the large per ce nt ag e of c la im s s:*'' 

open.
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TABLE 3A: CLAIM SEVERITY 198Z - 1987

PERCENT OF

YEAR
NUMBER OF 

CLOSED CLAIMS

PERCENT OF 

t o t a l  CLAIMS

AVERAGE 

LOSS PAYMENT

CLOSEO CLAIMS 

WITH LOSSES

NUMBER OF 

OPEN CLAIMS
AVERAGE 

OPEN RESERVES
AVERAGE

total

1982 700 97. IX $22,906 31.OX 21 $121,667 $25,783
1983 741 95.5 10,432 30.6 35 86,871 13.380
1984 685 89.2 17,532 27.6 83 105,783 27.070
19&5 783 83.6 13,599 23.6 154 127,756 32.361
1986 516 68.1 10,137 21.3 242 112.066 42,679
13S7 264 33.5 7,550 20.5 523 62.440 44.027

TOTAL 3,689 77.7X $14,542 26. 6X 1,058 $ 88.682 $31,066

The "average total" column includes both paid losses and unpaid 

reserves. A lth ou gh  this column would seem to indicate an upward 

trend in severity, the discussion bel ow  suggests that inflated 

reserves distort these figures. The more claims that are open, 
the gre at er the u pw ar d distortion.

A f t e r  reviewing this report, St. Paul Companies and MMIE objected 

to the Depar tm en t' s presentation of c la i m severity in Table 3A arguing 

that s ev er it y m us t  be measured by c omp ar in g claims at the same point 

in their de ve lopment. Accordingly, Table 38 compares ave ra ge  loss 

pa yments for cl osed claims at the same year of d e v e l o p m e n t . For 

example, a claim r ep or te d in 1^82 and cl osed in 1982 w ou ld  be directly 

co mp ar ab le to a c l a i m  reported in 1984 and closed in 1°84. Both 

wer e closed in "ye ar  1" of their development. If claims a r w becoming 

more  severe, an u p wa rd  trend would be reflected in these comparisons.

TA8LE 3B: CL A IM  SE VERITY FOR PO LICY YEARS 1982-1987

M EA S U R E D  A T  EQUAL POINTS OF  LOSS DEVELOPMENT

NOTIC E

YEAR

CL AIMS 

C LO SE D 

YEAR 1

A VE RAG E 

CLAIMS 

CL OSED 

YEAR 2

LOSS 

CLAIMS 

C LO SE D 

YEAR 3

P A Y ME N TS  

C L AI M S CLAIMS 

C L O S E D  CLOSED 

YEAR 4 YEAR  5

1982 55 ,391 $11,567 $ 21,857 $49, 66 8 $41,963

1983 1,801 4,885 13,665 17,602 36,649

1964 6,690 14,303 10,592 52,712

19*6 8 ,3 0 9 6,987 25,697

im 3,040 7,504

1967 4,604

TOTAL N U MB F R

o f  c l o s e d  c l a i m s

(by de v el o pm en t

year) 7 26  1,527 724 2 6 3  109

If av er ag e loss p a y m e n t s  w ere b e c o m i n g  increasingly severe, each 

co lumn of figures in Table 38 should s how an upward trend. However.



Table 3B clearly indicates there has been no upward trend in claim 

severity based on a comparison of loss payments at equal points 
in loss development^

Attached as App en di x 0 is a graph of the figures set forth in Table 
3B.

D. Accuracy of Loss Reserves

Table 4 compares the reserve e s ta b li sh ed  when the file was opened 

(beginning reserve), the last reserve recorded before the file was 

closed (ending reserve) and the average loss payment, for all closed 

files. Although the begin ni ng reserve has, on average, been less

than the eventual loss payment, the b eginning reserve is s ig ni fi ca nt ly

closer to the a ve ra ge  loss than is the ending reserve. The average 

loss payment for the six y ea r  period is 117 percent of the average

beginning reserve b ut  o nly 36 percent of the average endin g reserve.

A random sample of 150 claims indic at ed  that the e ndi ng  reserve 

is set an average of three m onths a ft e r the beginning reserve is 

first set. Therefore, at any given time, m os t  of the open  reserves 

are "ending reserves" rather than " be ginning reserves."

TABLE 4: LOSS  RESERVE A C C U R A C Y  C L OS ED  FILES

I II III IV V
A VERAGE AVERAGE AVERAGE A VE R A G E LOSS P AY ME NT  AS

BEGINNING ENDING LOSS D O L L A R A PER CE NT  OF THE

YEAR RESERVE RESERVE P AY MEN T D IF F ER E NC E 

(II - III)

FINAL RES ER VE  

(III ♦ II)

1982 $16,433 $40,532 $22,906 $ 17 ,62 6 56.5%

1983 10,752 34,922 10,432 24.49C 29.9
1984 12,136 47,519 17,532 29,98 7 36.9

1985 12,418 46,165 13,599 3 2,566 29.5

1986 10,694 41,755 10,137 31,618 24.3

1987 10,368 23,226 7,55  ̂ 15,676 32.5
: : : 3 3 : 3 3 : : 3 3 s i 3 8 s a s s s x i v i s 3 i 3 : s 3 s s i s s a a s 3 2 a 3 : s : : : s s 3 a 3 3 3 s 3 s s 2 a s : s 3 s s : : a : : : :

S 12.405 $40,831 $14,542 $ 2 6 , 2 8 9 35. 6%

It is a pp ar en t from the data that the insurers have c o n s i s t e n t l y  

and s i gn i f i c a n t l y  o v e r - r e s e r v e d . E n di n g reserves have been three 

tlSis h ig h er  than actual loss p ay me nt s for the last five years. 

A f u r t h e r  com par is on  of loss p ay men ts  and open re se rv es  is found 

in A p p e n d i x  C.

The i ns urers have a c c u r a t e l y  poin te d o u t  that over r e s e r v i n g  does 

not n e c e s s a r i l y  lead to a r t i f i c i a l l y  high rates if a c t u ar i es  reduce 

the reserve levels a p p r o p r i a t e l y  d u r i n g  the rate m a k i n g  process. 

However, rate f i li n gs  p u b l i s h e d  by  these insurers i n d i c a t e  their 

a ct ua ri es  have not c om p e n s a t e d  a d e q u a t e l y  for the companies' 

c o n s e r va t iv e  r es e rv i ng  w h e n  d e v e l o p i n g  rates. Both c o m p a n i e s  apply 

a loss and loss e x p e n s e  reserve d e v e l o p m e n t  factor in t h e i r  ra te mak in g 

formula. This f a ct or  av er a ge d  for the period of the s t u d y  was .69



for MMIE and .79 for St. Paul Companies. Thus, although MMIE is 

closer, both companies fall short of an accurate development factor.

£. Allocated Loss Adjustment Expense (LAE)

Th« allocated LAE for closed claims ranged from 0 to S 177,628. 

The average allocated LAE for all closed claims was $3,244 while 

the median was $144. For loss files only, the average allocated 
LAE was $6,573 while the median was $989.

There were seven claims {0.2% of closed claims) where allocated 

LAE reached or exceeded $100,000.00, 96 claims (2.6S of closed claims) 

where it was equal or greater than $25,000, and 300 claims (8.1% 

of closed claims) where the allocated LAE was greater than or equal 

to $10,000. Table 5A shows the average allocated LAE for closed 

claims, the average reserve for open claims and the combined average 

for open and closed files. Insurance companies spent an average 

of $330 on files where the claim was not pursued by the claimant. 

A typical exa mp le  of such a claim is where the physician filed an 

incident report and no c la im  was e ve r filed by the patient.

Insurers argue that the rising costs of d e fe nd in g claims is one 

cause of the m al p ra ct i ce  crisis. Table 5A indicates that the highest 

defense cost y e ar was 1982, and that costs have actually d ecreased 

since that tin,cl Once again, the percentage of claims still open 

T n  1986 and 1987 mak e a direct comparison with other v ears less 

credible. Ne ve rt he le ss , the figures do n o t  seem to reverse the 

overall trend of d e c r ea s in g costs.

TABLE 5A: AVERAGE ALL0CATE0 LAE

YEAR

NUMBER OF 

CLAIMS

AVERAGE 

INCURRED LAE 

(CLOSED CLAIMS)

NUMBER OF 

OPEN CLAIMS

AVERAGE 

LAE RESERVE 

(OPEN CLAIMS)

AVERAGE LAE 

INCURRED A RESERVED 

(CLOSED & OPEN FILES)

1982 721 $5,090 21 $13,810 $5,719

1983 776 2,995 35 16,133 3,967

1984 768 3,781 83 17.241 6.481

1985 937 3,072 154 17,578 7,027

1985 758 1,738 242 23.295 10,170

1987 787 1,111 523 13.225 9,756

TOTAL 4,747 $ 3,244 1.058 $16,585 $7,194

The same a r g um en t  the in surers mad e re ga r di n g Table 3A and claim 

s e v er i ty  trends (see p. 18) could also be m a d e  with regard to the 

LAE s e ve r it y  trends refle ct ed  in Table 5A. Ac co rdingly, Table 53 

is a co m pa ri s on  of a v e r a g e  alloc at ed  LAE a c c o rd i ng  to the loss 

d e v e l o p m e n t  year.



TABLE 5B: AVERAGE ALLOCATED LAE

BY EQUIVALENT D EVELOPMENT YEAR

CLAIMS CLAIMS CLAIMS CLAIMS CLAIMS
POLICY CLOSED CLOSED CLOSED CLOSED CLOSED
YEAR YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5

1982 S 522 $1,438 $4,586 $8,902 $13,879
1983 316 625 3,249 6,604 13,934
1984 185 1,350 2,670 17,065
1985 479 1,200 6,300
1986 382 1,300
1987 562

TOTAL NUMBER

OF CLAIMS

CLOSED 726 1,527 724 263 109

Once again, if loss a d ju stm en t expenses were increasing, each column 

in Table 5B should show an upward trend. However, this table clearly 

indicates no d is cer n ab le  upward trend in loss ad ju stment expenses 

when comp ar in g claims at equal points in their d e v e l o p m e n t .

F. Di sposition of C lo se d Claims

The claims were resolved through numero us  met ho ds  w hi ch  are 

catego ri ze d in Table 6. Files where there was no loss pryment acco un t 

for 73.4 per ce nt  of a l l ~ c l o s e d  f i l e s . Over  one-third of the files 

were closed due to a lack of a ct i v i t y  or pursuit by the claimants.

TABLE 6: DISPOSITION OF CLOSED FILES

DISPOSITION

TOTAL

FILES

PERCENT 

OF TOTAL

AVERAGE 

LOSS PAYMENT

AVERAGE

LAE

AVERAGE 

TOTAL COST

No Activity/Not pursued 1,325 35 .9X N/A $ 330 $ 330
Settled 1,073 29.1 $45,364 5,449 50,813
Olsmlssed 457 12.4 N/A 2,604 2.604
Dismissed with Prejudice 260 7.1 N/A 3,423 3,423
Statute of Limitations Expired 240 6.5 N/A 478 478
Tried 110 3.0 40,042 27,907 67,949
Summery JudgeaMt 82 2.2 N/A 3,112 3,112
Claim Denied 59 1.6 N/A 306 306
Unknown 52 1.4 10,527 1,780 12,307
Conciliation Court 26 0.7 78 1,094 1,172
Arbitration 5 O.t 3,250 5.001 8,251

TOTAL 3,689 100. ox $14,54? $ 3,244 $17,786

Three p e rc en t (110) of the c losed c laims wer e dec ide d by a jury.

The d e fe n se  p r e v ai l ed  in 81 percent (90 of 110) of the tried cases.

Claims that we r e tried cost the insurance co mp a ni es  over  five times

as m u r‘., on av era ge , in a l l o c at e d LAE than settled claims. However,



the average loss payment was considerably less on the tried claims 

than those that were settled. Thus, the cost for litigated cases 

exceeded the cost of negotiated cases by 33.7 percent. There is 

no i/idence that the percentage of claims being tried is increas in g?  

T o r t h i  years 1982-85 where most files have been closed, the 

percentage of cases tried has remained remarkably constant: 1982,

6.7 percent; 1983, 3.2 percent; 1984, 2.9 percent; 1985, 2.2 percent.

TABLE 7: COMPARISON OF COSTS 

SETTLED VERSUS TRIED CLAIMS

NUMBER AVERAGE AVE RAG E TOTAL 

OF CLAIMS LOSS P A YME NT  LAE COST

CLOSED SETTLED CLAIMS 1073 S45.364 S 5,449 $50,813

CLOSED TRIED CLAIMS 110 $40,042 $27,907 $67,949

G. Non-economic Damages

N on -e conomic damages have been a central issue in the malpra ct ic e 

debate. Insurers have asserted, "The huge amounts awarded (by juries) 

for punitive damages, pain and suffering, and other non- ec on om ic  

loss provide a windfall for the plain ti ff  while resu lt in g in 

substantial costs co all oth er  patients in the aggregate." (Medical 

Malpractice: A Second O p i n i o n . National Associ at io n of Independent

Insurers (1986) p . 10) There were no p un it iv e damages a w a rd e d in 

a ny  of the 110 cases that were tried in the three survey states 

durin g the last six years" Further, both compa nie s exclude punitive 

damages under the terms of their policy. There also wer e no pain 

and suffering awards specified in any  of the jury verdicts in the 

s t u d y . It should also be noted that the entire issue of no n-e co no m ic  

damages is mi ni m iz e d by tne fact that there w er e  only 20 cases where 

any c omp ensation was a warded a p la in t if f by a jury verdict due to 

physician malpr ac ti ce . Thus, there is no data upon which the insurer 

can argue that dama ge s for n on -e co n om ic  loss have increased.

H. Physician S pe ci a lt y

The p hy sicians w h o  were the object of claims have been cl as s if ie d 

by speci alt y using the thirty ca te g or ie s  listed in Table 8. The 

table shows the relative m a rk et  pr esence of e ach spec ia lt y as a 

p er centage of the total n u mb er  of insureds and the c o r r e s p o nd i ng  

per ce nt  of total claims and d ol la r losses for the six years of tre 

study.

TABLE 8: E X PE RIE NC E C O M P AR IS O N 

BY PHYSI CI AN  SPEC IA LT Y

P E R CE N T OF P ER C EN T  OF P E RC EN T OF 

S PE CI AL TY  INSUREDS C L A I M S  OOLLA R LOSSES

G e n e r a l / F a m i l y  P ra ctice 35.6* 2 2 . 3X 35.3

Internal Me di ci ne 1 1 . I 6.6 4.6

P e d i a t r ic i an  5.2 2.4 1.4



Table 8 cont. 

SPECIALTY
PERCENT OF 

INSUREDS
PERCENT OF 

CLAIMS
PERCENT OF 

DOLLAR LOSSES

General Surgeon 5.1 10.3 16.6
O bs te tr ic ian /G yn ec ol og is t 4.9 10.1 8.2
A n es t he si ol ogi st 4.0 4.0 1.6
Or th opedic Surgeon 3.8 7.6 7.0
.Emergency Medicine 3.5 1.5 1.0
Ophthalmologi st 3.4 2.2 1.1
Pathologi st 3.0 0.7 0.7
Radiologi st 2.9 3.5 2.7
Psychiatrist 2.7 1.6 0.7
U n kn o wn /O th er 2.6 15.5 9.5
Ne ur ol og ist 2.3 2.9 1.6
U rologist 1.7 1.8 1.1
Cardiologi st 1.4 1.4 1.6
Dermatologist 1.1 0.5 1.2
Ear/Nos e/ Th ro at 1.1 1.5 0.3
Plastic Surgeon 1.0 1.1 0.6
A1lergi st 0.6 0.3 0.0
O n co lo gi st 0.5 0.4 0.8
Thoracic 0.5 0.6 0 .3
G ast ro e nt er o lo g is t 0.4 0.3 0.1
Occupational Medici ne 0.4 0.2 0.3
E nd o cr i no lo g is t 0.3 0.1 0.0
P u l m o na r y Specialist 0.3 0.1 0 . 3
Colon & Rectal 0.2 0.3 1.5
G er ia t ri cs 0.2 0.0 0.0
R heu mo to lo gi st 0.2 0.1 0.0
N eon at al o gi s t 0.1 0.1 0.0

General surgeons, orth op ed ic  surgeons, and ob st e tr ic ia n s/ gy n ec o lo gi s ts  

have a cl a im  r a U  that is a p p r o x i m a t e l y  do uble their p re sence in 

the m a r k e t p l a c e . G e ne r a 1 / f a m i 1 y  pr ac ti c e physicians, as well as 

internal m e d i c i n e  specialists, pa th ol o gi s ts , ophth al mol og is ts , 

p sy ch ia tr ist s,  de rm at ol og i st s,  a lle rg is ts , emer ge nc y med ic in e 

specialties, and p e di at ri ci ans  all have signifi ca nt ly  fewer claims 

than one would e xp ec t  based on their relative numbers.

Tables 9-11 b e l o w  show the average loss pa ym ent  and average allocated 

LAE f or s pe ci al t ie s  wh er e there was a m i n i m u m  of ten cl osed claims. 

Tor c om p ar is o n purposes, the overall ave ra ge loss payment for all 

close d c laims was $14,542, and the a ve ra ge  a llo ca te d LAE was $3,244.

TABLE 9: SPECIALTIES, WIT H H I GH E R 

THAN A V E RA G E P AY ME N TS

SPEC IA LT Y

C LOS ED

C LA IM S

A V E R A G E  

LOS S P A YM E NT

AVERAGE

LAE

D e r m a t ol o gl st 20 $32, 27 9 $3,273

O n c o lo g is t 15 28,049 3,429

G e n e r a l / F a m i l y  P ra ct ic e 835 2 2,706 4,388

General Surgeon 401 22,049 3,580



•

TABLE 10: SPECIALTIES WITH

NEAR AVERAGE PAYMENTS

• CLOSED AVERAGE AVERAGE
SPECIALTY CLAIMS LOSS PAYMENT LAE

Cardiologist 54 $15,399 $4,892
Pathologist 28 14,185 4,669
Orthopedic Surgeon 283 13,208 2,866
Radiologist 123 11,883 1,981
Ob/Gyn 386 11,364 3,105

TABLE 11: SPECIALTIES WITH

BELOW AVER AG E PAYMENTS

CLOSED AVERAGE AVERAGE
SPECIALTY CLAIMS LOSS P AYMENT LAE

Emergency Physician 52 $10,081 $1,682
Internal Medicine 244 10,031 2,253
Unknown 520 9,329 3,023
Urologist 64 9,392 3,604
Neurologist 94 9,124 2,604
Pediatrician 88 8,580 1,495
Plastic Surgeon 41 7,405 2,741
Ps yc hiatrist 53 7,383 4,509

m Opthalmologi st 84 6,966 3,022
W Thoracic 27 6,791 2,890

An es th e si o lo gi s t 161 5,473 2,043
E a r/ No se /T hr oa t 45 3,275 2,359

The o b s t e t r i c i a n / g y n e c o l o g y  s pec ia lt y has been a pri ma ry  focus in
the m a l p r a ct i ce  debate. The tables Indicate that while their
frequ en cy rate is higher than average, the aver ag e loss payments
for o b s te t ri c ia ns  is $3,000 be l ow  the averaqe for all physicians.
General s ur geons are an e xa mp le  of a sp ec ia l ty  wi t h higher than

average f re q ue nc y  and se ve ri ty  whi le  e m er gen cy p hy s ic ia ns  are below
aver ag e in both categories.

It should be noted that, when broken down by specialty, the size

o f  the sample is not large e nou gh to d r a w  any d e f i ni t e co nclusions

r « U t 1 v e  to the e x pe rie nce  of a n y  one specialty.

I. Location of Injury Occ ur re nce

The location where the injuries oc cu rr ed  were s eparated into seven

areas. The d i st ri b ut i on  of  cl aims by location ar e shown in the

table below.

•

• * • • • * . 7 4 .



TABLE 12: LOCATION OF INJURY OCCURRENCE

LOCATION

PERCENT

TOTAL
AVERAGE PAYMENT 

CLOSED FILES
AVERAGE PAYMENT 

LOSS FILES

Surgery 34. 3% $13,000 $45,571
Cl in 1c 23.1 12,173 45,327
Patient Care Area 10.5 14,326 58,876
L a b o r / D e l i v e r y / N u r s . 9.4 32,505 117,654
E m er ge nc y Room 9.0 20,334 67,985
Office 7.6 9,324 36,674
Hospi t al-Other 4.6 4,601 31,826
Ot her/Unknown 1.5 3,543 29,357

TO TAL/AVERAGE 100.0% 514,542 $54,629

The most expensive injuries are those that occur during labor and 

delivery. The largest percentage of claims results from events 

o cc ur ri ng  in the operating room, a cc ounting for over one-third of 
all claims made.

J. Cause of Loss

The causes of the injuries resulting in claims were identified by 

using the 107 different categories devel op ed  and used by St. Paul 

C om pa ni es  (see A pp en di x 0). Eighteen of these causes contri bu te d 

m ore than one percent of the total claims (open and closed) and 

th e y are listed in Table 13 below. The table also gives the ave ra ge  

loss p ayment for closed claims and average payment on loss files 
only.

TABLE 13: COMPARISON OF LOSS CAUSES

CAUSE OF LOSS

QUANTITY 

OF CLAIMS

PERCENT OF 

ALL CLAIMS

AVERAGE 

LOSS PAYMENT

AVERAGE PAYMENT 

LOSS FILES

Post Operative Complications 774 16.31 511,382 544,859
Other 657 13.8 5,932 32,406

Birth Related Problems 394 8.3 31,891 142,514

Failure to Diagnose Cancer 250 5.3 21.483 89,202

Surgery, Inadvertent Act 234 4.9 15,802 49,347

Failure to Olagnote FX/Olslocatlon 198 4.2 4,933 20,381

Improper Treatment W/Dlslocatlon 172 3.6 11,391 42,565

Orut, Side Effect 121 2.5 10,007 41,394

Failure to Diagnose Infection 112 2.4 55,597 166,790

Surgery, Inappropriate Procedure 105 2.2 15,972 53,025

Pregnancy Related Problems 103 2.2 21.923 68,204

Failure to Olagnose Heart Attack 84 1.8 31,949 118,669

Lack of Supervision/Control 74 1.6 3,462 15,981

Incorrect Drug 74 1.6 28,689 67.419

Unnecessary Surgery 67 1*4 . 5,779 18.422

Post Operative, Death 64 1.3 14,250 51,061

Lack of Informed Consent 60 1.3 13,628 43.439

Surgery, Sponge Left 52 1.1 4,203 6,693

TOTAL/AVERAGE 3.595 75.7X 514,542 554,629



The highest average payments were made on claims arising out of 

birth related injuries and failure to diagnose an infection. These

were the only two types of causes where the average payment” on loss 
files o nl y exceeded 5100,000. The ca te go ry  "other" is not "unknown", 

but r ather is a cause tnat is not included on our list. The 

r el atively large size of this category is due to the many claims 

that result from unusual and unique events which are difficult to 
categorize.

Table 14 illustrates a more  general breakdown of the loss causes 

through a c ombination of related types of injuries. These ten 

categories account for nearly e ighty percent of all claims.

TABLE 14: LOSS CAUSE COMP OS IT E

CAUSE OF LOSS
PERCENT OF 

ALL FILES

Surgical Related Problems 29.5%
Other 13.8
Pr eg na n cy / Bi rt h  Related 10.7
Fr ac tu re /D is lo c at io n  Related 7.8

Failure to Diagnose Cance r 5.3
Drug Related 5.3

Failure to D ia gnose Infections 2.4

Failure to Diagno se  Heart A tt ac k 1.8

Lack of Supervision /C on tr ol 1.6
Lack of Informed Consent 1.3

TOTAL 7 9 . 3X

K. C ha r ac te r i z a t i o n  of Cl aimants

The ages of the claim an ts  we re  g rouped a c c o rd in g  to the breakdowns 

listed in Table 15. The ave ra ge  loss p a y me n t was the high es t for 

the y o u n g e s t  of all c l a i m a n t s . It then d ec lined to a 1 ow in the 

teen y e a r s  and began rising d ur in g the wag e  e a rn i ng  years reaching 

a second (lower) c re st  d ur ing  the peak wa g e ear ni ng  years of 35-55. 

It then d r o pp e d c o n t i n u o u s l y  as age increased.

TABLE 15: C O M P A RI S ON  OF LOSSES 

BY AGE OF C L A I MA N T

P E RC E NT  

A L L  C LA IM S

A V ER A GE  P A YM E NT  

CLOSE D FILES

A V ER A GE  PAY 

L OSS FILES

Birth - 30 Days 5.8X 535 s? 73 5 13 3,175

O v e r  30 Days - 2 Years 3.7 20,188 8 0,750

O v e r  2 Years - 12 Years 3.2 12,405 51,528

O v e r  12 Years - 18 Years 4.0 8,319 26,849

O v e r  18 Years - 35 Years 30.6 13,505 48,591

O v e r  35 Years - 55 Years 22.1 19,180 68,283

O v e r  55 Years - 70 Years 15.1 13,361 51,537

O v e r  70 Years 6.7 8, 38 5 31,321

U n kn ow n 8.9 4,991 2 4,125

T 0 T A L / A V E R A G F ion m < 1 4 .5 4 ? 5 54,629



Female claimants accounted for 56.3 percent tllc v..a ....a ,,ua

while 42.7 percent of the claimants were male. In 1.0 percent of 

the files there was too little information to determine the sex 

of the claimant. The average loss payment for males was $18,107 

compared with $12,119 for females, making the average loss payment 
for males n early 55 percent more than the average for females.

L. Relationship of Claimant and Physician

In reviewing files, the examiners sought to determine whe th er the 

cla-'m was the result of a visit to the c la imant's regular physician 

or the result of a first or second time visit to a physician not

seen regularly. In the case of specialists, they determined whether 

or not the claimant had been seeing this specialist for a problem

over a period of time. An example would be a woman who had a family 

practice physician but who saw an o bs te tr ic ia n during her pregnancies. 

Both physicians, in this case, would be c on sidered her egular doctor.

Claims made against physicians who were be lieved to have seen the 

claimant no more than a couple of times ac co un t ed  for 62.8 percent 

of all claims compared with 26.7 percent wh ic h were filed against

the claimants' regular physicians. In 10.5 percent of the claims 

this relationship could not be determined. The average loss payment 

made on behalf of a c la imant's regular physi cia n was $18,122 while 

an a verage of $13,337 was paid on behalf of physicians w ho  were 

not seen by the c la imant on a regular basis.

While this data m a y  indicate that patients are less likely to file

a claim aqainst a physician with who m they have had an o n-qoinq

relationship, it m a y  also be an indication of the increased risk

a sso ciated with the work of
-  'TT—

specialists who
. j ii

f re q ue nt ly  would not

M. Frivolous Claims

As stated e arl ie r,  quest io n #25 of the survey form was included 

to d et er mi ne the volume of  frivolous claims. It should be noted

that the results of the qu estion as phrased reflect the companies' 

e va l ua ti on  of  the p hys ic ia n' s l ia bi li ty  rather than the e x a m i n e r’s 

evaluation. The files indicate that 8.6 p e rc en t of all claims

reported d e f i n i t e l y  involve liabi li ty  and 16.8 percent pr obably

do, a c c o rd i ng  to the insurers. The files als o indicate that liability 

was doubtful in 28.3 p er cen t of all clai ms  and that ph ys icians

l i a bi l it y was v i r t u a l l y  ruled out by the c o m p a n y  in 10.5 percent 

o f  the cases. L i a b i l i t y  was uncertain in 34.4 percent of the files 

reviewed.

If the f riv o lo us  c la im s are defined as those i de ntified by the company 

as cases of d e f i n i t e  a bs en ce  of l ia b il i ty  on the part of tne 

p hys ician, then f r iv ol ous  claims cost an a ve r a g e  total of $112,940 

per c om p a n y  a n n u a l l y  in loss and loss a d j u st m en t expenses. If tH e 

de fi n it io n  of a friv ol ou s c l a i m  is br oa d en e d to include those claims 

the c om pa ni es  i de n ti fi ed  as doubtful l ia b il it y  cases, the ann^a' 

cost per c o m p a n y  increases to $615,532.
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Comparing these frivolous claim costs to earned premium, the data

indicates that such claims cost insurers between .5 percent and

3 percent of earned premium each year, d ep e nding on whe th er  the

n ar rower or w id er  definition of a frivolous claim" is used. The

assertion that frivolous cTaTms ari to blame for rapidly rising

insurance rates or that an explosion of frivolous suits has occurred
1s not substantiated by the data.

The data does not indicate an y increase in frivolous claims over

the last six y e a r s . Table 16 shows the p er centage of all claims

where liability was judged improbable or ruled out by the company.

TABLE 16: FRIVOLOUS C L AI M TRENDS

REPORT

YEAR
TOTAL CLAIMS 

REPORTED
"NO LIABILITY" 

CLAIMS
"DOUBTFUL L 

CLAIMS

1982 721 7.8* 30.9*
1983 776 12.1 27.4
1984 768 10.2 29.4
1985 937 12.8 29.5
1986 758 12.1 28.6
1987 787 7.2 23.8

TOTAL/AVG. 4,747 10.5* 28.3*

The data does indicate that there are wa ys  in which the cost of 

f rivolous claims m a y  be c o n t r o l l e d . St. Paul Companies spent, on 

average, n ea rl y  twice as m uch per c la im  on losses and loss a dj u st me nt  

ex penses resulting from  fr ivolous claims than did MMIE. M M I E 's 

a v er ag e loss pay me nt per c l a i m  wh er e t hei r ev al uation indicated 

"no liability" was $72 while St. Paul's w as $575, a lmost eight times

MMIE' s figure. The a v er ag e a ll oc at ed  LAE cost  on the same group

of claims was $ 1,555 at MMIE and $ 2 , 5 5 9  at St. Paul. The total 

cos t of the a ve ra ge  frivolous c la im  at MMIE  then was $1,627 and 

the c om p ar ab le  cost at the St. Paul was $3,134. The di ff er en ce

between c omp an ies  was g r ea t er  when  c o m p ar i ng  the "doubtful liability" 

c at e g o r y  w he r e St. P aul's total loss and loss a dj u st m en t  expe ns e

costs w ere 2.4 times those of MMIE.

N. C o m p a n y  Com pa ri so n

A  co m pa r is on  of the e \ ; t ' f e n c e  of the two co mp a ni e s e xa mi ne d is 

p mr t l n e n t  b ec au se  of ^eir d if f er i ng  m a n a g e m e n t  structures and 

o r g an i za t io ns .  Physicia. -run comp an ie s such as MMIE have been 

c r i t ic i ze d  n a t i o n a l l y  by the commercial i ns u r a n c e  industry for poor 

m a n a g e m e n t  and the use of a r t i f i c a l l y  low rates.

Ho wever, the s tud y data indi ca te s that M MI E 's  claims m a n a g e m e n t  

is, in fact, mo re  e f f i c i e n t  than St. P a u l ' s . For example, St. Paul 

C o m p a ni e s spent on a v e r a g e  m or e  than twice as m u c h  in a l l o c a t e d  

loss a dj u st me n t e x p en s es  per c l a i m  c o m p a r e d  to MMIE. The St. Paul 

a ls o paid a h i g h e r  a v e r a g e  loss per c laim, one and one half times
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the average loss payment of MMIE. The companies also differed in 

the amount of time needed to close a claim. This trend is 

pa rt icularly evident in recent years where, in 1986 and 1987, MMIE 

has closed ap pr ox i ma te l y 20 percent more of their total claim files 
in each ye ar  than St. Paul has.

Tables 17 and 18 compare allocated LAE, average loss payments and 

the percentages of total claims that have been closed, by year, 
for each company.

TABLE 17: MMIE LOSS EXPERIENCE

REPORT

YEAR

TOTAL

FILES
PERCENT

CLOSED
AVERAGE 

LOSS PAYMENT
AVERAGE

LAE

1982 298 99.7% $15,795 $3,577
1983 347 95.4 7,714 1,952
1984 380 90.5 10,357 1,855
1985 464 87.7 11,481 1,986
1986 355 79.4 14,156 1,289
1987 407 42.5 6,650 383

TOTAL/AVG. 2,251 81.5%

i r s s s s s s s s s s s s s s s s s :

$ 1 1, 24 5 $1,955

TABLE 18: ST. PAUL COMP AN IES LOSS EX PE RIENCE

REPORT TOTAL PERCENT A V E RA G E A VERAGE
YEAR FILES CL OSED LOSS PAY ME NT LAE

1982 423 95.3% $28,147 $6,205
1983 429 95.6 12,622 3,838
1984 388 87.9 24,771 5,723
1985 473 79.5 15,892 4,248
1986 403 58.1 5,294 2,279
1987 380 23.9 9,259 2,494

II II A II II II II II M II a s s a s sa sa i sa s = = = = = = = 3

TOTAL/AVG. 2,496 74.3% $17,802 $4,519
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V . F A I L U R E  O F  C O M P E T I T I V E  R A T IN G  IN " N IC H E "  M A R K ETS

Medical liability underwriting requires a high degree of expertise that 

takes time and m o n e y  to develop. There are a number of reasons why

it is not feasible for insurers to move in and out of the medical

liability market in the same way they may enter and exit other, less 
c omplex liability insurance markets.

First, accurate and comprehensive data is not available to potential

insurers. The same type of loss information found in this report is

necessary for an insurer contemplating market entry to make an informed 

decision. The insurance industry has its own data gathering organizations 

such as the Insurance Services Office (ISO). Neither St. Paul Companies 

nor MMIE, however, report medical n rlp ra ct ic e loss experience to ISO.

Thus, the data publi sh ed  by ISO for this line of insurance lacks

credibility, at least with respect to Minnesota experience. In addition, 

nei th er  the state o r  federal government has obtained the necessary loss 

data. The result has been a significant information gap and consequently, 

a c om pe t it i ve ly  weak market.

Second, the numbe r of purchasers in spec ia lt y markets such as medical 

m a l p r a ct i ce  are not suf fi ci en t to generate substantial number of competing 

vendors. Insurers m u s t  insure large numbers of policyholders to spread 

risks. Just as a irl in es  cannot sustain long term competition in niche

m ar ket s whe re  there is limited m arket demand, the limited n u m b e r  of

p o l ic yh ol de rs in the m al p ra ct i ce  m ar ke t makes it clear that new 

compet it or s will n o t  likely survive m ar ke t en tr y against a well 

es t ab li s he d  and financial competitor.

Third, the dema nd  for m a l p r ac t ic e insurance is high ly  inelastic. Unlike

o t h e r  lines of i ns ur an ce  wh er e coverage type, p oli cy  limits or coverage

needs vary and ma y prov ide  a basis for n on -p ri ce  competition, competition 

in the physi ci an  m a l p r a c t i c e  m ark et  is based al most solely on price.

A potential n e w  insu re r cannot create a m a rk et  niche by offering a unique 

product. There is little variation in cover ag e types and po licy limit: 

are fre qu en tl y d e t e r m i n e d  by a ph ys ic ian 's  em pl o ye r  or by hospitals 

wh er e a p h ys ic ia n has privileges. P hy sicians are un likely to buy more 

c o ve r ag e than w hat is required regardless of the price. Perhaps the 

o n l y  n on -p ri ce  c o m p e t i t i v e  base is a "good reputation" par ti cu lar ly  

w i t h  respect to d e f e n d i n g  and paying claims, something that a new insurer

e n t er i ng  the m a rk e t co ul d not rea di ly  acquire.

Thus, the d egre e of s p e c i a l iz a ti o n required for successful und er wr iti ng  

of  matlcal m a l p r a c t i c e  n e ce ss i ta t es  that a new ins ur er  q u ic kl y build 

a si g ni f ic a nt  volume o f  b u s i ne ss  not o nl y  to spread risk but to just if y 

the high c ost of e n t e r i n g  such a speci ali ze d market. An insurer like

St. Paul C o m p an i es  that has been in the m a r k e t  for over 50 years has

an o v e r w h e l m i n g  a d v a n t a g e  in terms of a cc es s to l ong-term loss data 

as well as the c om p a n y ' s  l o ng -s ta ndi ng  re pu tation and unde rw ri ti ng

ex pe rtise.

M M I E ' s  successful e n t r y  into the m ar k et  is likely a product of the built- 

in e x p er t is e of its p h y s i c i a n  m a n a ge m en t and the m arket dr aw  of 1 ts

original or ga n iz a ti on a l st ru ct ur e  as a m u t u a l - t y p e  company. MMIE "as 

su cc e ed ed  in keeping the ir  rates be lo w St. Paul's and has m a na g ed  d a ’-s 

in a m or e  c o s t - e f f e c t i v e  manner.



It is obvious that insurers are charging c on si derably higher rates than 

are necessary to cover losses and expenses and also realize a healthy 

profit. The ratemakers have not accounted for the historically consistent 

di sparity between actual loss payments and loss reserves. Indeed, the 

data on file indicates that when all claims are closed, the 1985-87 

loss ratios will be substantially lower than than the 80-85 percent 

range targeted by the carriers. Indeed, when the reserves are o u p e r l y  
calculated, the loss ratio will likely be under 50 percent.

VI. CONCLU SI ON S

0 With the ex ception of self-insured groups, the St. Paul Companies 

and Minnesota Medical Insurance Exchange insure nearly 100 percent 

of Mi nnesota's physicians. Thus, this report's data represents the 

o nl y  known c om prehensive study of physician loss experience for any 
jurisdiction o ve r  the last six years.

0 The frequ en cy of claims per year  has not m at e r i a l l y  changed over the 
past six years.

0 The s ev er it y of the claims payment has not m a t e ri al l y changed over 
the six y ea r pe. tod.

0 Fewer than o n e - ha l f o f one percent of  all m a l p r ac t ic e claimants are 

a warded damages by a jury. Most important, this figure has remained 
constant ov e r the period o f  the study;

0 Claims d e t e r mi ne d by the insurer to be frivolous have not increased 

o ver the past six years.

0 The likelihood o f  recei vi ng  c o mp en s at i on  as a result of filing a 

ma l pr ac t ic e  c l a i m  is a p pr o x i m a t e l y  25 percent. This rate has not 

m a t e r i a l l y  changed over the period of the study;

0 No punitive d a ma ge s  were found to be awarded aga in st  a physician.

0 The average cost of in ve st ig at ion  and d e f en d in g a cl ai m has changed 

little in the last six years. Indeed, the amount appears to be 
decre as ing ; and

0 D es pi te  u nc h a n g i n g  cl ai m f r e q u e n c y  and d ec l i n i n g  loss payments and 

loss ex pense, on average, p hy sic ia ns  paid a p p r o x i m a t e l y  triple the 

arooywt o f  pr em iu ms  for m a l p r a c t i c e  insur an ce  in 1987 than in 1982.

V I I .  RECOWOtOATIONS

0 An i ndependent g o v e rn m en t  a g e n c y  s hould p e r i o d i c a l l y  conduct claims

e x a m i n a t i o n s  in s p e c ia l ty  lines of insurance.

0 The data c o l l e c t e d  and c o m p il ed  as a result of these e x am in at io ns

shall be made r e ad i ly  a v a il a bl e to the public. This would:
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* enable competing insurers to recognize competitively weak markets 
to enter.

* enable public policy makers to debate insurance and liability issues 
with credible statistics.

* enable the regulators to address difficulties with pricing and 
ava il ab il it y of coverage.

On the basis of the data collected through such examinations, the 
government should review and, if necessary, regulate the premium.

0 When the m arket become less competitive, the government should establish 

underwriting pools to make coverage available. The rates charged 

by these pools, however, should not undercut or discourage a competitive 

market.
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