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SB 85—Dram shop liability is now abolished
except where a defendant furnishes alcohol to a
visibly intoxicated person or where a plaintiff can
show that service was a proximate cause of injury.
SB 2265—Liability of servers has been limited to
only those licensees who knew or should have
Incwn that a person consuming alcohol was
already intoxicated; servers other than licenses
or permittees may not be held liable for injuries
resulting from a person’s intoxicatio*; consump-
tion rather than service is legislatively declared
the proximate cause of injury.

ACT 18—Those who sell, serve, or furnish
alcoholic beverages generally not liable.

LD 2080—Immunity to servers unless minors can
prove negligent service. Doev not apply when
adult was visibly intokicated $250,000 cap
exclusive of medical expenses.

HB 455—The liability of retail servers of alcohol
has been limited to injuries resulting from service
to a minor or visibly intoxicated person.

HB 513—Limitations on dram shop liability have
been enacted. Intoxicated drivers need to show
gross negligence in future suits; defines “good
business practices” for defense purposes.

HB 244—Personal injury/death damages in dram
shop actions is capped at $50,000/person,
$100,000/incident. $20,000 for property damage.
Establishes certain limitations of such liability.

HB 1199—Dram shop liability has been abolished
except where a defendant serves an intoxicated
person or a minor or where injury was caused by
such service.

SB 182—L.iability in dram shop actions is limited
to $100,000/$700,000 and is subject to one-year
Btatute of limitations.

HB 13—Dram shop suits now may be brought
only in circumstances where a licensee or other
person sells or provides alcohol in violation of
law.



J. GOVERNMENT LIABILITY (GOV)

ALABAMA

COLORADO

CONNECTICUT

GEORGIA

HAWAII

h \WAII

ILLINOIS

IOWA

HB 178, SB 369—Grants immunity to certain
members and associated 178 parties of various
staff boards and commissions.

HB 1185-1187, HB 1196—Various limits on muni-
cipal liability including that arising out of water
flow; clarifies immunity of public entities and
employees.

HB 6134—A measure limiting liability for acts of
municipal employees has been enacted.

HB 1471, HB 1549, HB 1526—Clarifies sovereign
immunity of municipal corporations and estab-
lishes immunity for government employees and
officials.

SB SI(SS)—The state and its subdivisions now
have the option of paying judgments against them
in excess of $1,000,000 by means of periodic pay-
ments.

HB 1993-86—Provides for additional exemptions
to the state’s tort claim act.

SB 1200—Public officials and employees are free
from punitive damages claims when they arise
from conduct of their official activities; the stat-
ute of limitations period in actions brought
against public entities is shortened from two years
to one y”ar; local government lability is limited
in actions arising from provision -A traffic control
devices and certain police, fire, and emergency
services; local government liability is limited
where a person is injured as the result of a haz-
ardous recreational activity or on waterways adja-
cent to public property; local governments would
no longer waive immunities by the purchase of
insurance.

SB 2265—Actual malice or a criminal offense
must be proved for liability to be imposed upon
officers and employees or municipalities and lim-
its their liability for punitive damages; liability is
limited regarding licensing decisions, the granting
of permits, inspections, and financial regulatory
activities.
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SB 700—Immunity is now provided to mediators
under contract with the state judicial department.

HB 5154, HB 5153—Joint as several liability is
completely eliminated for municipalities; limits
liability of the state and its subdivisions when
engaged in the exercise of its governmental func-
tions.

SB 2166—Sovereign immunity has been totally
reinstated.

SB 647—Reestablishes sovereign immunity with
several exceptions.

SB 22XX—The liability of the state and its polit-
ical subdivisions is capped at $750,000 per
claimant and $1,500,000 per incident. 1

HB 513—All civil damages against governmental
subdivisions are limited to $150,000/$500,000.
Joint and several immunity only applies against
municipalities when over 50 percent at fault.
Acts of a government unit or employee that result
in a pollutant incident are conclusively presumed
to be reasonable; this presumption applies where
the unit acted in accordance with s'.tite-of-the-art
technology; strict and absolute liability is not
available in such actions.

HB 2266—Restores some of the str.te’s sovereign
immunity by reestablishing about 20 categories of
qualified immunities and limited liability of the
state and its subdivisions to $250,000/incident
and $500,000/occurrence.

SB 216—Joint and several liability was modified
in actions against local governments; sovereign
immunity for public entities applies only to the
extent of their liability insurance coverage.

SB 1701—Except where conduct amounts to will-
ful, wanton, or gToss negligence, members of
boards of governmental entities are now immune
from civil suit.

HB 624—A cap of $25,000 or the amount of
insurance coverage carried is provided and awards
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of prejudgment interest and punitive damages are
prohibited in actions against transposition dis-
tricts.

SB 4630—Immunity has been provided for school
board members and directors of hospitals.

SB 3—Limits noneconomic damages in suits
involving politral subdivisions to $500,000,
deploys 25 percent rule regarding joint and several
liability, lays out standards for liability immunity
or political subdivisions employees.

WY 39—Grants officers and board members of
governmental entities immunity.

K. MEDICAL MALPRACTICE AND PROFESSIONAL
& DIRECTORS/OFFICERS LIABILITY (MMPL)

ALASKA

COLORADO

CONNECTICUT

DELAWARE

HAWAII

AK SB 377—Civil liability has been limited for
members of boards of not-for-profit organizations,
hospitals, school boards, and municipalities.

SB 1201—Limits liability for mental health pro-
fessionals when they use an accepted standard of
care but fail to anticipate a patient’s violent
behavior.

HB 6134—Plaintiffs in malpractice action are
required to file a certificate of merit with their
complaints indicating that another provider
believes their claims have merit. Also limits lia-
bility of directors and officers of nonprofit organi-
zations.

SB 533—Except for breaches of loyalty, bad faith
acts, intentional misconduct, snd wrongful trans-
actions from which a directo.r derives personal
benefit, shareholders of a corjwration may now
limit the liability of directors.

SS Si—All attorneys’ fees in medical malpractice
cases are subject to cost approval; also provides
for a statute of limitations of two years after
discovery or six years after act (except for
minors).
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SB 1200—Immunity would be provided for offi-
cers and directors of certain not-for-profit cor-
porations.

HB 1284—Directors of not-for-profit corporations
have been given immunity for acts and omissions
not covered by liability insurance coverage.

SB 2265—Expert witnesses in medical and dental
malpractice actions must have qualifications
directly related to problems or treatments at
issue; new requirements for disclosure of expert
witnesses in professional liability actions; restricts
the discovery and use of medical malpractice peer
review and disciplinary proceedings; expandsvuse
of voluntary agreements.

HB 2661—Noneconomic damages are capped at
$250,000 and all damages at $1,000,000 in medical
malpractice actions; the noneconomic damage cap
will be annually adjusted to reflect the consumer
price index; new expert witness requirements; pre-
trial settlement conferences are now required;
courts are now able to review attorneys’ fee
arrangements in malpractice actions. Mandatory
itemization of noneconomic damage awards and
period payment of all settlements; “pinhole" pro-
visions for court award of supplemental medical
expenses up to $3 million.

SB 958—Mandatory prelitigation screening by
mediation panels in malpractice actions; three-
year statute of limitations for actions for profes-
sional negligence; prohibits wrongful birth and
wrongful life actions; mandatory periodic pay-
ments of future awards in excess of $250,000;
establishes an attorneys’ contingent fee scale in
mrlpractice actions.

SB 600—Personal immunity for directors of char-
itable organizations if the organization is insured.

HB 5700—Noneconomic damages in medical
malpractice actions are now capped at $500,000
unless special circumstances are demonstrated
indicating a plaintiff will no*, be justly compon*
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sated. Collateral source rule modified. Attorney
fees limited in medical malpractice cases.

HB 5154—Noneconomic damages in medical
malpractice actions are capped at $225,000 and
the cap will be adjusted to reflect the C.P.I. (this
cap does not apply in wrongful death actions,
intentional tons, foreign objects left inside,
actions involving reproductive system injuries,
and actions for loss of a vital bodily function and
a few other exemptions): stricter standards for
expert witnesses, and a prohibition contingent fee
on compensation of expert witnesses; option for
defendants to file an affidavit of noninvolvement
rather than an answer, itemized damages; collat-
eral source rule modifications; a new mediation
system for medical malpractice actions; a statute
of limitations is now six y£ars regardless of when
injury was discovered, and other miscellaneous
provisions.

SB 663—A cap of $350,000 has been enacted on
damages for noneconomic loss in  medical
malpractice actions; the cap amount is the limit
that may be awarded against each individual pro-
vider. Requires submission of an affidavit that
the action is not frivolous.

HB 513—Directors’ and officers' liability is now
limited; the burden of proof in medical malprac-
tice actions has been revised.

SB 9740—Medical malpractice plaintiffs are now
required to file a certificate of merit with their
pleadings and a new arbitration procedure is
available in medical malpractice actions when
defendants concede liability; new provisions for
monitoring professional competence and investi-
gating misconduct are provided.

SB 9351—The liability of directors, officers, and
trustees of not-for-profit corporations is limited to
cases of “gross negligence."”

SB 366— Immunity has been extended to uncom-
pensated members of boards of directors of chari-
table organizations.
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SB 2891—Attorneys’ fees and costa are now avail-
able as sanctions in frivolous malpractice actions;
additionally, the collateral source rule has been
modified to provide for introduction of evidence of
additional sources of a malpractice plaintiffs
recovery and an offset of such sources.

SB 282—The previous cap on noneconomic dam-
ages in medical malpractice actions has been
changed to a cap of $1,000,000 covering all dam-
ages; the cap was broadened to include actions
against all health care providers.

SB 1701—Except for willful, wanton, or gross
negligence, directors and members of boards of
not-for-profit entities are immune from suit.

SB 111—Noneconomic damages in medical
malpractice actions are capped at $250,000 (spe-
cifically included are damages for pain and suffer-
ing and inconvenienc* punitive damages are spe-
cifically excluded from the cap).

SB 155—Periodic payment of damages in medical
malpractice actions is now mandated upon
request of either psrty.

SB 4630—Immunity has been provided for school
board members, directors of hospitals, and officers
and directors of nonprofit organizations.

SB 714—A $1,000,000 cap on noneconomic dam-
ages has been enacted on medical malpractice
damages; the use of ad danmum clauses is now
prohibited in medical malpractice pleadings; a
two-year malpractice statute of limitations
includes a discovery standard for accrual; all med-
ical malpractice actions must be brought within
10 years of the injury; the period for which minor
causes of actions are preserved haa been short-
ened; medical malpractice actions accruing for a
minor under 10 years of age must be brought
within two years or by the child's twelfth birth-
day, whichever is later; greater peer review powers
have been granted to the Board of Medicine;
mandatory pretrial conferences are now required;
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frivolous scit sanctions are provided; expert wit-
ness standards are specified; joint and several lia-
bility has been modified in medical malpractice
actions; joint and several liability applies to
defendants who are 25 percent or more negligent;
several liability applies to defendants who are less
than 25 percent negligent.

AB 4—Damages in medical malpractice actions
have been capped at $1,000,000; attorney’s fees
have been regulated in malpractice actions;
tougher medical disciplinary standards have been
enacted.

HB 12, HB 40—Modifies the standard of care
used to determine medical malpractice; pretrial®
screening panels.

HB 39—Grants nonprofit officers and board
members of nonprofit entities imr.iunity.

L. MISCELLANEOUS PROVISIONS (MISC)

ALASKA

ARIZONA

COLORADO

SB 377—The definition of fault used in the
state's comparative fault language has been
expanded to include reckless actions, strict liabil-
ity, and product liability. Bars a party from
recoverint losses for personal injury or death if it
occurs during his or her commission of a felony.

HB 2377—Raises limits for mandatory arbitra-
tion.

SB 69—A measure has been enacted shortening
the statute of limitations peir the bringing
of civil actions from four , to two years
(intentional torts are one year).

SB 76—A Good Samaritan provision has been
enacted.

SB 1192—Limits liability for the manufacturing
of firearms.

SB 1205—Limits a homeowner’s liability when
the property is entered illegally.
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SB 1(SS)—An arbitration provision has been
enacted applicable to actions seeking damages up
to $150,000. Punitive damages are now uninsur-
able unless specifically provided. Also abolishes
cause of action for serious emotions' distress aris-
ing from damage to property or material objects.

HB 1284—Good Samaritan Ru,." applies to
volunteers unless entity assisted has insurance.

SB 2265—Plaintiffs found to have prosecuted
three or more frivolous actions within five years
may be required to post security. Ad damnum
clauses have been prohibited in personal injury
and wrongful death actions. The liability of non-
manufacturers for product liability injuries has
been limited. Creates state-of-the-art defense'in
P.L. suits. No discovery bf a defendant's liability
permitting prior establishment of a prima facie
case.

SB 668—Evidence of product improvements may
not be introduced in product liability actions;
design feasibility evidence may be used only to
impeach a witness who has denied feasibility.

ACT 952—FProvides for limited civil liability con-
nected with hazardous waste and asbestos abate-
ment and cleanup.

HB 5154—A new mediation system for civil
actions other than medical malpractice actions is
now provided (this system is parallel to, but
separate from, the medical malpractice mediation
system described in Section Il C).

HB 5154—Reforms have been enacted in rules
determining proper venue.

A 10664, S 9391A—Statute of limitations extends
from three years after exposure to three years
after discovering an injury with a one-year revival
of claims.

HB 513—The statute of limitations period for
personal injury actions has been shortened from
six years to three years.
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SB 1678—Provides immunity to volunteer iinpaid
athletic coaches under certain circumstances.

SB 36S—Immunity to volunteers of nonprofit or
charitable associations (some exemptions).

SB 1854—Ashes; 3s removal immunity for local
education agency employees.

SB 4630—Voluntary intoxication of a plaintiff by
means of alcohol or drugs that is responsible for
more than 50 percent of an injury is now a com-
plete defense in wrongful death actions; defen-
dants are protected from liability if the injured
party was engaged in the commission of a felonyt

HB 59—Makes certain entities not liable for inju-
ries at amateur rodeos absent willful neglect.
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departmentof commerce
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>00 METRO SQUARE BUILDING

OFFICE OF THE COMMISSIONER
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February 8, 1989

Mr. Paul Roller
Director of Insurance
PO Box D

Juneau, Alaska 99811

Dear Director Roller

I enclose a copy” of a report recently issued by this
Department regarding medical- raalpracfcic*.3 The report reviews all
claims filed with two insurers in Minnesota, North Dakota and
South Dakota against physicians from January 1, 1982 until
December 31, 1987. These two insurers composed the entire physi-
cian malpractice market in Minnesota. The report states as fol-

lows:

1. The frequency of physician malpractj.ce claims has
not measurably changed over the last six years.

2. The claims have not measurably changed in terms of
the average claim payment.

3. Approximately 75% of all claims are closed without;

payment.

4. Insurers overestimate exposure of pending claims by
at_Jeast two to three times the amount eventually
paid.

5. Claims determined by insurer personnel to be frivo-
lous did not increase.

6. The cost of investigation and defense of claims has
not increased.

7. There were only 20 jury verdicts over the six-year
period which were entered against a physician.

8. No punitive damages were found to be awarded against
a physician.

The report concludes that ir. specialty markets insurers
are able to raise premiums iIn a non-competitive manner primarily

because:



1. Physicians are sold policies which do not insure
claims made after the expiration of the policy year.
As a result, if a physician attempts to switch 1in-
surers, they must purchase a second ﬁolicy to cover
future claims that occurred during the policy year.
The second policy, a "tail endorsement,” is expen-
sive and creates a negative environment for competi-

tive pricing.

2. Data concerning the frequency of claims or the se-
verity of claims 1is not available to competitors.
As _a result, it is difficult for other insurers to

price a policy.

3. The number of purchasers of speciality lines of
insurance such as medical malpractice is not suffi-
cient to generate substantial numbers of competing
vendors. Insurers must insure large numbers of
policyholders to spread risk, and that the limited
number of policyholders iIn a niche makes 1t clear
that new competitors would likely not survive market

entry.

i The report recommends that government agencies period-
ically examine and collect loss data in niche markets so that_
competing insurers will have credible data to use iIn determining

whether competitive pricing exists.

The report has been examined by actuaries who verify its
credibility. While the insurers acknowledge the accuracy of the
raw data, the St. Paul Companies nonetheless has issued a
critique of the report charging that i1t has flawed methodology.

IT you have any questions on the report, please give me

a call.
Very truly yours
MICHAEL A. HATCH
Commissioner of Commerce
MAH :nl

Enel.
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INTRODUCT ION

Raising the 1issue of "malpractice”™ 1in a room crowded with doctors,
lawyers, consumer advocates, and insurance executives results in greater
commotion than yelling "fire" iIn a crowded theater.

Unfortunately, the answers given to the many questions asked are
different and conflicting. And everyone has their own statistical
study to substantiate their answer. The only sure conclusion 1is a
barrage of accusations and counter accusations that find the public
and lawmakers caught in the crossfire. Tort reform? Insurance reform?
Physician reform?

This report briefly reviews the history of medical malpractice claims
in this country and the various proposals regarding malpractice coverage.
The report further analyzes data collected during the Commerce
Department®s six month study of the two insurers who sell virtually
100 percent of the physician professional liability coverage in the
State of Minnesota, the exception being self-insured groups. The two
insurers are St. Paul Companies and Minnesota Medical Insurance Exchange
(MMIE) . During this time, the Department vreviewed every individual
claim filed with these two insurers over the last six years in the
states of Minnesota, South Dakota and North Dakota - over 4,700 files.

It should be noted that, after reviewing this report, both the St.
Paul Companies and MMIE asked that the Department clarify that the
positions attributed to the insurance industry in this report do not
necessarily reflect the individual views of St. Paul Companies or MMIE.
Specifically, both companies stated, and the Department acknowledges,
that they should not be 1identified as proponents of "tort reform."
Further, MMIE stated that they know of no crisis in physicians and
surgeons liability in Minnesota.

It should be emphasized that this report should not be construed as
a critique of either insurer. The report is a critique or survey of
the medical malpractice insurance market, and these insurers happen
to comprise the market in Minnesota.

HISTORY

A. Medical Malpractice in the Seventies

HmHcil malpractice claims first appeared in significant numbers
in the 1930"s but did not attract much public attention until the

late sixties and early seventies. In 1971, President Nixon created
a Commission on Medical Malpractice to study the problem of
increasing claim frequency. It"s report was issued in 1973, about

the same time that the medical malpractice insurance market began
to experience its first crisis. The commission®s findings concluded
that the increase in medical malpractice litigation was due to
a combination of more affordable and therefore widespread medical
care and more complex medical procedures.



During the malpractice crisis of the mid seventies, many insurers
raised their rates dramatically. Sky rocketing premiums became
commonplace--50 percent, 100 percent, even 300 percent increases
occurred in a single year. In addition, several large insurers
withdrew from the medical malpractice market entirely, leading
to a gap in availability of coverage. As a result, the problem
escalated and became one of both affordability and availability.

In response to the crisis, legislatures around the country enacted
measuresaimed at curbing the effects of the crisis. Since insurers
asserted that increased lawsuits caused unforeseen losses,
legislation was primarily 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-economic damage awards, i.e. punitive
damages; 3) revision of the statute of limitations; 4) creation
of pretrial panels toscreen cases to establish merit; 5) changes
to collateral source rules; and 6) institution of periodic payment
of judgments.

Joint Underwriting Associations:

In addition to these changes, two other significant changes resulted
from the mid seventies crisis. The first was the creation of
alternative markets -specifically jointunderwriting associations
(JUAs) and physician and hospital-sponsored nonprofit insurers
or mutuals. A number of states enacted laws giving the insurance
commissioner the power to establisha JUA at his or her discretion
when warranted by market conditions, JUA"s generally are comprised
of all companies writing 1insurance in a particular state or all
companies writing property/casualty insurance in a state and are
controlled by a group of public and private sector representatives,
The purpose of a JUAis to write liability insurance for health
care providers who are unable to obtain coverage in the private
market. In 1987, 13 medical malpractice JUA"s were offering coverage
to health care providers, including the Minnesota JUA. The market
shares for the active JUA"s ranged from 3 percent to 85 percent
according to the National Coordinating Committee on Medical
Malpractice JUAs.

The committee issued a report in 1987, the 1986 Financial Condition
of Medical Malpractice JUAs, which found that five JUAs had
Insufficient funds to pay Til existing claims liabilities. The
grtitest deficiency, reported in Massachusetts, was estimated to
tM $365.3 million. The report also found that the JUA market share
had not changed significantly overall between 1985 and 1986, although
the Florida, New York, and Wisconsin JUAs nearly doubled their
respective market shares. It is apparent that those JUAs whic*i
incurred large deficits did so because of artificially low rates.

Physician Mutuals:

Physician/hospital mutuals, the second form of alternate
malpractice market, first appeared 1in New York, Maryland
California in 1975. The creation of mutuals was based on *«&



premises: First, that a major influx of new insurers would alleviate
the availability crisis and, secondly, that doctor-controlled
nonprofit companies could issue affordable coverage to physicians
in need. Nationwide in 1987, such mutuals represented more than
half the premium volume in the medical malpractice market. In
Minnesota, the Minnesota Medical |Insurance Exchange (MMIE) began
selling coverage 1in October of 1980. Today, MMIE 1is the Ilargest
insurer of physicians and surgeons in the state.

Claims-made Insurance:

The Final significant change resulting from the seventies crisis
was the change from an occurrence-based policy form to a claims-made
form. In medical malpractice 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”
difficulties in making accurate actuarial evaluations of malpractice
loss experience. The claims-made policy Tform alleviates some of
those difficulties by covering only those claims that are reported
while the policy is in effect.

Under the traditional occurrence form, the transfer of risk from
the health care provider to the insurance carrier took place when
the incident occurred. Under the claims-made form, the transfer
of risk takes place only when the claim or incident is reported
to the 1insurance carrier. As a result, the health care provider
maintains a risk at any given point in time for incidents that
are unreported.

It is estimated that 70-80 percent of the medical malpractice market
nationwide is now written on a claims-made basis. In Minnesota,
St. Paul Companies shifted to the claims-made form in 1975 and
MMIE has written coverage on a claims-made basis since the company®s
inception in 1980.

Malpractice Crisis in the Eighties:

The crisis of the eighties isevidence that the response to the
crisis of the seventies did not resolve the problems in the
malpractice insurance market. Rate increases in recent years have
exceeded those experienced in the 1974-75 crisis and, although

virtually everyone agrees a problem exists, there is little agreement
on just what or who the "problem" is.

Doctors contend the problem is Jlawyers and their lawsuit-prone
clients, a view shared by many insurers. They believe that many
patients have unrealistic expectations of their physicians and
the medical profession in general.

The trial lawyers place the blame on medical malpractice insurers
and physicians saying they"ve created a "litigation crisis" as
a publicrelations maneuver. They contend that the problems in
the insurance marketplace are caused by the industry"s inability
and/or unwillingness to avoid the investment and '"cash flow" cycles
that cause the market disequilibrium.



And in the middle lies the public, who simply do not have independent
data available from which to make a conclusion

Not surprisingly, since there 1is little agreement on the source
of the problem, there is less agreement on a solution. Representing
many physicians, the American Medical Association (AMA) recently
proposed a virtual abandonment of the existing tort liability system.
The AMA proposal calls for replacing the current court and jury
system with an administrative claims facility. Under the plan,
medical malpractice complaints would be reviewed by an expert
administrative agency to try to reach a settlement between parties

and/or make a determination as to the merits of the -case. The
agency would also have the power to discipline physicians who
demonstrate a pattern of substandard conduct. In addition, the

AMA plan would redefine the legal basis for determination of medical
liability. Currently, medical liability is based on the standard
of care a reasonably prudent physician in a given locality would
dispense. Under the AMA proposal, the liability would be based
on the standard of care a "prudent and competent practitioner in
the same or similar circumstances"™ would provide, thereby eliminating
the locality standard.

The 1insurance industry asserts that '"the only truly viable long
range solution lies 1in comprehensive and substantial tort reform."

(Medical Malpractice; A Second Opinion. National Association
of Independent Insurers (1986) p.15.) Insurers argue that, when
enacted on a comprehensivebasis, reforms discussed earlier

effectively reduce the costs associated with medical malpractice
litigation without restricting the right or ability of individuals
to recover just compensationfor their injuries. They blame
ineffectiveness of reforms in many states on lack of a total
commitment to comprehensive reform and implementation of reforms
in a piecemeal fashion.

Lawyers and consumer advocates are proponents of increased regulation
aimed at stabilizing the insurance market. Their proposals include
more state regulatory power over rates; federal anti-trust regulation
to eliminate price fixing; the creation of more federal insurance
pools including reinsurance pools; mandatory reduction of the number
of rating classes used to iImprove the spread of risk; and use of
experience rating rather than class rating alone so that physicians
with bad claim records would be penalized.

THE SNDY

The Impetus for this study was not only the magnitude and far reaching
impact of the malpractice crisis but the bewildering array of conflicting
statistics and reports on the subject. Rather than reviewing statistical
Samples presented by hired consultants representating a particular
viewpoint, the Department sought to review every claim filed in the
State since 1981. It is believed that this study is the only study
in the country where 1independent examiners reviewed each claim filed
in a specific line of insurance.



The review include® all medical malpractice claims, open and closed,
filed against phys.cians and surgeons in Minnesota, North Dakota, and
South Dakota from 1982 to 1987 at Minnesota Medical Insurance Exchange
and St. Paul Fire and Marine Insurance Company.

A. St. Paul Companies:

The St. Paul Companies, Inc. was organized in 1853 1in 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. Paul Companies incorporated
in 1925 under the title "Mercury Insurance Company." The subsidiary
changed its name to St. Paul Fire & Marine lisurance Company when
the former St. Paul Fire & Marine changed i:s status to that of
a management company in 1967 and took the title "The St. Paul
Companies, Inc.” The St. Paul 1is a large diversified financial
company specializing in insurance. In 1988 they, acquired a large
wholesale and retail insurance broker based in the United Kingdom
making St. Paul the seventh largest insurance broker in the world.
St. Paul Companies currently writes medical malpractice insurance
in 43 states. The Medical Services Division is the largest of the
company"s underwriting units with the malpractice business accounting
for 35 percent of the company"s premiums in 1987. The St. Paul
Companies has written malpractice insurance since the 1930"s and
presently writes coverage for doctors, hospitals and other health
care specialties. In 1987, they had net malpractice premiums
nationwide of $722 million which was about 18 percent of the total
market, a market share equal to three times that of their nearest
competitor.

B. Minnesota Medical Insurance Exchange;

In Minnesota, the Minnesota Medical |Insurance Exchange (MMIE) now

insures more than 50 percent of thestate"s physicians. MMIE began
business in October of 1980 in Minneapolis as a reciprocal insurance
exchange. It is governed by a board composed of twenty-two

physicians appointed by the Minnesota Medical Association. Recently,
it reorganized as a stock company to raise more funds and sell
more coverage and has subsequently changed its name to Midwest
Medical Insurance Company. (At the time this report was compiled,
the company was operating as MMIE and 1is referred to as such
throughout the report.) MMIE is managed by Minnesota Medical
Minigement, Inc. and currently has over 3,200 policyholders in
tlirct state”

Tht two companies underwrite their malpractice coverage on similar
policy forms (see Appendix A) and at similar policy limits. The
policy limits range from $100,000 per occurrence/$300,000 aggregate
to $10,000,000 per occurrence/$10,000,000 aggregate. The majority
of policies are written either at $1,000,000/%$3,c00,000 (63.3%)
or $2,000,000/%$4,000,000 (20.4*) Ilimits.

Methodology;

Department examiners reviewed a total of 4,747 medical malpractice
files from Minnesota, North Dakota and South Oakota: 2251 fi’es



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

included all incident vreports as well as claim files. Incident
reports differ from claim reports in that they are made by physicians
and do not necessarily 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 Tfiles in 1985 after determining that
these reserves "had not proven helpful 1in 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 Tform

was completed for each file.

The Ffirst draft of the questionnaire was developed by the
Department”s property casualty actuary, general counsel and
examination supervisor. The malpractice study conducted by the
National Association of Insurance Commissioners (NAIC) in 1976
was used as a reference source and St. Paul Companies also provided
information with regard to loss coding procedures. Possible survey
guestions were considered with an eye toward current issues in
the medical malpractice insurance market while taking into account
which information examiners could reasonably expect to extract
from the files based on their prior experience reviewing claims.

The first draft survey was tested by Department Counsel and the
examination supervisor in a review of 40 St. Paul claim files pulled
at random by the company. Some modifications were made based on
the sample review and a copy of the revised questionnaire was then
sent to the St. Paul Companies for comment. The St. Paul expressed
concern over the issue of confidentiality with respect to the
identity of physicians and claimants and other specifics of
individual Tfiles, particularly open files where the defense of
their insured was at risk. Assurances were given by the Department
that the 1identity of any individuals or specific details relating
to an individual Tfile would not be released.

The St. Paul Companies also requested that the wording of question

#25 be revised. The original wording read: 'Based on the insurer's
evaluation 1" this claim and using your own judgment, do you believe
a claim was justified under these circumstances?" St. Paul asked

that the judgment of the examiner be eliminated so that the question
was based entirely on the judgment of the claims adjustor and/or
the defense counsel. The Department made the change. In March,
prior to beginning the examination offi%“es at MMIE, the survey
form was sent to the ~company and a similar assurance of
confidentiality was given. MMIE did not request anychanges be
made to the questionnaire.

Survey Format:

A copy of the survey form is found on pages eight through eleven
of this text. Survey questions one through three record basic
identifying information for each file. The loss dateand report
date recorded in four and five allow for computation of the time
lag between the incident giving rise to a claim andthe report



of the claim to the insurer, an issue which prompted .nany 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 particularly useful for insurers
anti 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 helpanswer the
guestion, "Who are the claimants?" This information also enables
a comparison of claim frequency and severity 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 consistently greater or smaller loss depending on theage and
sex of the claimant.

Item ten competes the information about the type of loss along
with questions six and seven. Here, the actual injurythat resulted
from the cause identified in question six is described.

Question 11 was 1included because of assertions that claimants”®
lawsuits unjustly include everyone remotely connected to a case.
Items 12a-c record information about the physician defendant
including specialty and the physician®s professional relationship
to the claimant. The physician®s specialty was included to determine
which specialties present the greatest risk and whether the rating
classes used by insurers appear to be an accurate reflection of
actual risk. Question 12c was an attempt to quantify the physician-
patient relationship in order to test the theory that the nature
of this relationship can be a contributing factor in decreasing
or increasing a physician®s exposure in a given situation. Although
the cla""files may not reveal the finer points of this issue,
they of jn told us whether there had been an ongoing doctor-patient
relationship and therefore, presumably increased loyalty or concern
for the physician®s reputation on the part of the patient.

Questions 13 through 16 are essentially recordkeeping items to
decrease the potential for duplicate entries when several defendants
u*re involved 1n the same claim.

Il question 17, the policy limits and deductible were recorded.
YM* Informati " was included in order to identify any correlation
between the 1ivss amount and the potential compensation available
to a claimant through an insurer. The deductible was noted in
order to \verii that the loss payment recorded reflected the

deductible, if e~y.

For purposes of data analysis, it was necessary to separate closed
from open claims and therefore the status of the file was noted
in number 18.



10.

11.

Medical

Malpractice
Claim Survey

St. Paul Companies
Initial when completed
Date:
File No. 1
Policy No. 2.
State where loss occurred 3.
Date of Loss 4.
Date reported to insurer 5.
Cause of loss 6.
Location where injury occurred 7.
Office 6. Hospital-Patient Care Area

1

2. Clinic 7.
3. Hospital E.R. 8.
4. Hospital-Surgery 9.
5

Hospital-OutpatientSurgery
Hospital-Other
Surgi-Center

Hospital-Labor/Delivery/Nursery

Age of injured person 8.
1. 0-30 days 5. Over 18 yrs - 35 yrs
2 30 days - 2 yrs 6. Over 35 yrs - 55 yrs
3. Over 2yrs =u12 yrs 7. Over 55 yrs - 70 yrs
4 Over 12 yrs - 18 yrs 8. Over 70 yrs

Sex of injured person .
1. male

2. T«Mle

Briefly describe principal injury giving a rise

to the claim.

Total number of defendants 11,



12.

13.

14.

15.

16.

17.

Name of defendant for this file.

a. Profession

b. Specialty _

c. Relationship to injured party:

1. Family/personal physician

2. No relationship prior to this injury

3. Other

Named insured on policy covering above

defendant.

a. Named insured is an 1. Institution
2. Individual
3. Group

List any other defendants in this case
covered by the same policy given in #11.

Name Claim File #
(if known)

List any other defendants also covered by

this insurer but under a different policy.

List other defendants not covered by this
insurer.

Policy limits.

a. occurrence

aggregate

s

12a.

12b.

12c.

13a.

14.

15.

16.

17a.
17b.



18. Status of claim.

1. open
2. closed on / /

19. If claim is open, indicate:

beginning loss reserve
current loss reserve
current LAE reserve
settlement demand

oo op

ANSWER QUESTIONS 20 - 24 ONLY IF CLAIM 1S CLOSED.

20. If claim is closed, indicate:

a. beginning loss reserve
b. ending loss reserve

21. Method of disposition

1. settled
2. tried
3. arbitration

22. Indicate amount of settlement or verdict
broken down as follows:

medical expenses

future medical expenses
pain and suffering

lost wages incurred
lost wages anticipated
punitive damages

other
total
23. Indicate amount paid to claimant:
a. total amount paid to claimant
b. by this Insurer
c. deductible paid by insured over limits
d. aoBunt paid by insurer over limits
of policy
e. amount paid by excess coverage insurer

f. amount paid by other defendants/
contributors

10-

18.

19a.
19b.
19c.
19d.

20a.
20b.

21.

22a.
22b.
22c.
22d.
22e.

22h.

23a.
23b.
23c.
23d.

23e.
23f.
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23.

Fampoooe

medical expenses

future medical expenses
pain and suffering

lost wages incurred

lost wages anticipated
punitive damages

other

total

Indicate amount paid to claimant:

Fo0op

®

total amount paid to claimant

by this Insurer

deductible paid by insured over limits
aoMint paid by insurer over limits

of policy

amount paid by excess coverage insurer
amount paid by other defendants/
contributors

-10-

22a.
22b.
22c.
22d.
22e.
22f.
229.
22h.

23a.
23b.
23c.
23d.

23e.
23F.



24.

25.

26.

Amount of allocated loss adjustment
expenses:

total LAE

claim Investigation
court costs

internal defense counsel
external defense counsel

other

P20 o

Based on the adjuster/defense counsel®s
evaluation of this claim, does it
appear a claim was justified under the
circumstances of this injury?

1. definitely

2. probably

3. doubtful

4. definitely not
5. uncertain

Additional Comments/Observations:

-11-

24a.
24b.
24c.
24d.
24e.
24F.

25.



Because different information could be obtained depending on the
status of the file, a separate set of questions was developed for

open and closed Tfiles. 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 baen made. The reserve amounts are necessary to the calculation
of loss ratios. Reserving practices have consistently been an
issue in the malpractice debate as lawyers and consumer groups
have blamed overly conservative reserves -for what they claim are
inflated loss ratios published by insurers. In order to address
the reserving issue, we recorded both the beginning loss reserve
(the reserve set when the Tfile was opened) and the ending reserve
(the last reserve recorded prior to the closing “of the file.J
This was done to trace the progress of the reserve (in a limited
way) and also to compare the ending reserves to the actual loss
payment to gauge the accuracy of reserving.

Question 21 identified the method of disposition of a closed claim.
Much of the media coverage ofmalpractice issues focuses public
attention on jury verdicts and tried cases. Therefore* by separating
the claims according to method of disposition, the various expense
levels and final outcomes of tried claims asopposed to settled
claims could be compared, for example.

Question 22 was directed toward some of the issues in the tort

reform controversy. |Insurers have pushed for caps on noneconomic
damages as part of the solution to the risingcosts of malpractice
insurance. In order to determine the effect of noneconomic damage"."

on overall loss experience, in question #22 the settlement or verdict
was broken down into its various components.

Claimants may receive compensation through more than one source.
Question 23 identified the various sources of compensation so that
an accurate reading of the losses actually paid by the insurer
as opposed to the total compensation awarded a victim could be

obtained.

Insurers have pointed to the rising cost of claims management,
regardless of whether any loss payment is ever made, as another
factor in therising costof insurance. Question 24 broke down
the allocated loss adjustment expense (LAE) costs according to
investigation, court, and legal expenses.

Another argument evoked by 1insurers when explaining the rising
coat of insurance is the large number of frivolous claims and their
impact on insurance costs. Question 25 was included to determine
the volume of frivolous claims and their cost to insurers.

Finally, space was included for additional comments and observations.
Examiners used this section to record observations such as ‘'new
file - little information available" or other pieces of information
that were not captured in them;"e quantitative survey questions
but which could shed light cn the claim.



Field Review:

The examiners began their review at St. Paul®"s Upper Midwest Service
Center in Bloomington, Minnesota on January 19, 1388. The number
of examiners reviewing Tfiles at any one time ranged from one to
four. However, three examiners worked for seven weeks of the nine
week examination at St. Paul. Department staff were orovided a
conference room in which to work and a photocopy machine was
available for the’r use. Company employees were cooperative and
available to answer examiners®™ questions. Over 250 of the fTfiles
given to the examiners were incorrectly identified by the company
as being within tho. survey®s parameters. These files were rejected
for a number of reasons including files where: The policyholder
wns 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 - although examiners did include claims against
physicians where the named insured on the policy was a hospital
or clinic.

Examiners encountered some difficulties in extracting information
from St. Paul"s files. Documents within each file were kept in
approximate chronological order, however, examiners found a
significant number of duplicate documents such as memos, depositions
and medical records, which increased their time spent reviewing.
In addition, medical records whichwere detailed and voluminous
were often not separated from other TFfile documents making it more
difficult to sift through files for the survey information.

Examiners also had difficulty determining the date when the insurer
was notified of the claim because frequently several different
dates were listed as the report date or notice date in various
parts of the file. Since it is the notice date that determines
in which year®s loss experience a claim is placed, determining
the date accurately was an important concern. When examiners raised
this 1issue with the service center staff, they were directed to
use the report date listed on the computer printout Ilabel found
on the cover of each file.

The initial examination at St. Paul was completed on March 23,
1988. Following the completion of the file review at St. Paul,
field examiners and the examination supervisor developed data codes
for survey questions where an appropriate code system could not
tw Identified prior to the review. The; St. Paul data was then
entered on a Department computer using a DBASE program. Data entry
and coding were performed by the same examiners who reviewed the
files for maximum accuracy and consistency. Entry of St. Paul
data was completed in approximately two and one-half weeks.
Examiners returned to review some additional files retrieved by
St. Paul on April 15 for three days.

On April 20, examiners began to review files at MMIE. The same
three examiners who reviewed most of St. Paul®s files also reviewed
MMIE"s. Department staff were accomodated 1in a conference room

and had a photocopy machine at their disposal. As with St. Paul,



MMIE®"s staff was cooperative and available to answerquestions.

MMIE*s files were organized chronologically, however, they did
separate the medical records from the other documents within each
file. MMIE"s Tfiles contained fewer duplicate documents than St.
Paul®"s which also decreased examiners®™ review time. After the

first day at MMIE, examiners vrevised the order of the survey
guestions to accommodate more efficiently the MMIE file arrangement.
The review at MMIE 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 Reconciliation

Following completion of the data entry process, a variety of data
reports were run and staff began checking for data entry errors
and organizing data in an appropriate format for use in this report.
In late August, examinersnoticed a significant discrepancy between
the number of claim files listed on 1loss experience data sheets
supplied by St. Paul Companies prior tothe file review and the
number of Tfiles actually reviewed. The Department®s first inquiries
regarding the discrepancy were met with assurances from St. Paul
that the Department had in fact reviewed all their claims against
physicians and  surgeons. Howeyer, after the magnitude of the
discrepancy, over 400 Tfiles were verified, St. Paul officials
®"formed the Department they believed some files had inadvertently
- omitted Tfrom the review. Company officials explained that
use problem resulted from a communication breakdown between their
actuarial department and their claims department as to the
"definition of a physician and surgeon claim.” For the next four
weeks, St. Paul officials sought to determine which files the
Department had reviewed and which it had not. During this period,
the Department supplied a computer run list of file numbers that

had been reviewed. St. Paul then used the [list to cross check
against their own. Both the Department®s list and St. Paul"s
list were organized by report date. Apparently due to the

conflicting information in the files, the two lists did not coincide
with regard to report year thereby making files more difficult
to cross reference. Consequently, if St.Paul Ilocated a Tfile the
Department had reviewed but had listed it in a different report
year, the Department changed its data base to reflect the date
in St. Paul"s data base. A total of 197 report dates were changed.

Examiners returned to St. Paul"s Upper Midwest Service Center on
ORtober 5, 1988 to review the Tfiles St. Paul had identified as
tilt remainder of the survey group. Over the course of the nest
MMk, examiners reviewed 249 additional St. Paul files. The

remaining discrepancy between the original St. Paul figures and
the number of Tfiles reviewed was explained by the fact that when
more than one claimant is involved in a lawsuit, the company counts
one claim for each claimant, even when there 1s only one claim

file. In addition, the service center staff was unable to locate
the hard files for 50 claims listed in the actuarial division®s
data base. They did providethe Department with a computer run

summary of 45 of the missing Tfiles. The Department accepted the
45 claims listed on the computer reports for both the claims center



and the actuarial division even though no claim file was found.
This data 1is included in the study. With regard to the five claims
found on the actuarial computer but not the claims center computer,
the Department stated it would 1include such files if they could
be found. No such files were found.

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 discrepancy of over $100. In files
with lesser discrepancies, St. Paul®s figures were accepted.
Corrections were agreed on between both parties and were then made
in the Department"s database. These corrections did not result
in any notable 1increase or decrease iIn the aggregate figures.
Approximately the same number and amount of upward and downward
dollar figure adjustments resulted from the review.

FINDINGS

A.

General

Seventy-eight percent (3689) of the claim files reviewed were closed
and twenty-two percent (1058) were open. The Tfollowing section
also refers to a subgroup of closed files identified as "loss files"
which includes only those closed claims where a loss payment was
made by the insurer. Twenty-seven percent (982) of the closed
files were loss files. The remaining seventy-three percent involved
no compensation to the claimant by the insurer.

It should be noted that the data in this report is organized
according to the year each claim was reported. Accordingly, unless
otherwise stated, all references in text and the tables to "year"
is a reference to the report (or notice) year of the claim.

The data in the report does not take reinsurance into account in
calculating losses. Some of the larger losses in the study were
paid 1n part by reinsurance therefore reducing the amount actually
ptld by the primary insurer. However, reinsurance also is an expense
for Insurers and 1is a factor in setting the target loss ratios
dftcussed below. Reinsurance is agreater relative expense for
Mftf than St. PaulCompanies because of the company®s smaller size
and the fact that MMIE has been 1in business for a shorter length

of time.

The loss payments ranged from50 to $1,296,090. The average loss
payment for all closed claims was $14,542 and the median was zero.
The average loss payment on loss files only was $54,629 and the
median was $15,000.

There were three files (0.1 percent of closed claims) where a compan/
paid one million dollars or more, 15 files (0.4X of closed claims)



where the payment 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 million 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), 1loss reserve, and allocated LAE
reserve by earned premium. Allocated LAE represents expenses that
insurance companies pay to outside entities such as expert witnesses
and attorneys during 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 Department®s intention not to include reporting
endorsement premium and losses in this report. Reporting endorsement
coverage, commonly known as "tail" coverage, essentially converts
a claims made policy to an occurrence policy.

After the report was complete, however, MMIE advised the Department
that reporting endorsement premium and loss files had been included
in the review at the company. Because reporting endorsements are
written on an occurrence basis, MMIE reserves for claims "incurred
but not reported” (IBNR reserves) were added to the loss reserve
data in the 1loss ratio calculation. This resulted in an upward
adjustment of overall loss ratio by .5 percent.

The overall 1loss ratio (as determined by the value of the claims
on the day the Department reviewed the Tfiles) for the six-year
period of the study was 71.3 percent. That ts] the 4,747 claim
files had losses and reserves totalling $182,742,647 which is divided
by earned premiums of $254,597,909. Table 1 below gives the loss
ratio and 1its various components for each year of the study. The
loss experience for each of the three states individually is found
in Appendix B.

It should be noted that reserves are, by definition, estimates.
In addition, medical malpractice is a line of insurance that, by
its very nature, requires long periods for claim settlement. There
is a good probability that claims from the most recent report years,
especially 1986 and 1987, will see a number of reserve changes
before they are finally paid. As a result, the 1986 and 1987 loss
retlos should be viewed as less stable than earlier years. The
depree to which reserves are accurate obviously affects fluctuations
in loss ratios over time. Reserving accuracy is discussed in section

D below.
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TABLE 1:
PHYSICIAN MALPRACTICE LOSS EXPERIENCE
COMBINED STATES BY YEAR

REPORT  QUANTITY EARNED PAID PAID LOSS OUTSTANDING OUTSTANDING TOTAL LOSSES LOSS
YEAR CLAIMS PREMIUM LOSS EXPENSE LOSS RESERVE  LOSS EXP. and RESERVES  RATIO
1982 721 $23,369,849 $16,034,369 $3,833,712  $2,555,000 $ 290,005  $22.713,086 97.25
1983 776 26,940,428 7,729,884 2 ,5P,698 3,040,501 548,524 13,839,607 51.3
1984 768 32,489,891 12,009,664 3,546,127 8,780,000 1,431,037 25,816,828 79.3
1985 937 43,451,439 10,648,054 3,877,240 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
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TOTALS 4,747 $254,597,909 $53,645,888 $16,603,644 $93,825,601 $17,530,514 $182,742,647 71.85

C. Claim Frequency and Severity

Claim frequency and severity are indicators commonly used in analyzing

loss data. Claim frequency is the number of claims made per
policyholder. Claim severity is the average size of a claim measured
in dollars paid and reserved. Frequency and average severity are
important to examine because increases 1in both have been blamed
for the shortage iIn insurance coverage. If a "litigation explosion”
has occurred, it should be reflected in the frequency and severity
numbers.

It would appear, however, that the data does not substantiate the
litigation explosion assertions. Claim frequency has not changed
measurably in the last six years. The 1987 frequency rate is actually
less than the 1983 rate. Table 2 illustrates this trend.

TABLE 2: CLAIM FREQUENCY 1982 - 1987

NUMBER OF QUANTITY CLAIMS PER
YEAR INSUREDS CLAIMS 100 INSUREDS
1982 6,912 721 10.4
1983 6,605 776 11.7
1984 6,599 768 11.6
1985 6,942 937 13.5
im 7,072 758 10.7
19S7 6,836 787 11.5
TOTAL/AVG. 40,966 4,747 11.6

Claims severity trends also do not evidence a litigation explosion.
Both averages and medians may indicate trends in claim severity.
The median loss payment for each year was $0. Table 3A compares
average loss payments on all closed files and on loss files only.
Average payments actually appeared to be decreasing over the pence
of the study.

It should be noted that the 1986 and 1987 averages do not "a.e
substantial credibility due to the large percentage of claims sf"
open.



YEAR

1982
1983
1984
1985
1986
1987

TOTAL

TABLE 3A: CLAIM SEVERITY 1982 - 1987

PERCENT OF

NUMSER OF PERCENT OF AVERAGE CLOSED CLAIMS NUMBER OF AVERAGE AVERAGE
CLOSED CLAIKS  total CLAIMS  LOSS PAYMENT ~ WITH LOSSES  OPEN CLAIMS  OPEN RESERVES TOTAL
700 97. 1X $22,906 31.0X 21 $121,667 $25,783
741 95.5 10,432 30.6 35 86,871 13,880
685 89.2 17,532 27.6 83 105,783 27,070
783 83.6 13,599 23.6 154 127,756 32,361
516 68.1 10,137 21.3 242 112,066 42,679
264 33.5 7,550 20.5 523 62,440 44,027
3,689 77.7X $14,542 26.6X 1,058 $ 88,682 $31,066

The "average total" column includes both paid Jlosses and unpaid

reserves. Although this column would seem to indicate an upward
trend in severity, the discussion below suggests that inflated
reserves distort these figures. The more claims that are open,

the greater the upward distortion.

After reviewing this report, St. Paul Companies and MMIE objected
to the Department®s presentation of claim severity in Table 3A arguing
that severity must be measured by comparing claims at the same point
in their development. Accordingly, Table 38 compares average loss
payments for closed claims atl the same year of development. For
example, a claim reported in 1552 and closed in 1982 would be directly
comparable to a claim reported in 1984 and closed In 1984. Both
were closed in "year 1" of their development. IT claims are becoming
more severe, an upward trend would be reflected in these comparisons.

TABLE 30: CLAIM SEVERITY FOR POLICY YEARS 1982-1987
MEASURED AT EQUAL POINTS OF LOSS DEVELOPMENT

AVERAGE LOSS PAYMENTS
CLAIMS CLAIMS CLAIMS CLAIMS CLAIMS

NOTICE CLOSED CLOSED CLOSED CLOSED CLOSED

YEAR YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5
1982 $5,391 $11,567 $21,857 $49,668 $41,953
1983 1,801 4,885 13,665 17,602 36,649
1984 6,690 14,303 10,592 52,712

1915 8,309 6,987 25,697

im 3,040 7,504

1987 4,604
TOTAL NUMBER
OF CLOSED CLAIMS

(by development
year) 726 1,527 724 263 109

IT average loss payments were becoming increasingly severe, each
column of figures in Table 38 should show 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 developme™nt*l

Attached as Appendix D is a graph of the figures set forth in Table
3B.

D. Accuracy of Loss Reserves

Table 4 compares the reserve established when the file was opened
(beginning reserve), the Ilast reserve recorded before the file was
closed (ending reserve) and the average loss payment, for all closed
files. Although the beginning reserve has, on average, been less
than the eventual loss payment, the beginning reserve is significantly
closer to the average loss than is the ending reserve. The average
loss payment for the six year period is 117 percent of the average
beginning reserve but only 36 percent of the average ending reserve.
A random sample of 150 claims indicated that the ending reserve
is set an average of three months after the beginning reserve is
first set. Therefore, at any given time, most of the open reserves
are "ending reserves" rather than "beginning reserves."

TABLE 4: LOSS RESERVE ACCURACY CLOSED FILES

I 1 i WY v

AVERAGE AVERAGE AVERAGE AVERAGE LOSS PAYMENT AS
BEGINNING ENDING LOSS DOLLAR A PERCENT OF THE

YEAR RESERVE RESERVE PAYMENT DIFFERENCE FINAL RESERVE

(ar - 1 AT

1982 $16,433 $40,532 $22,906 $17,626 56. 5%

1983 10,752 34,922 10,432 24,490 29.9

1984 12,136 47,519 17,532 29,987 36.9

1985 12,418 46,165 13,599 32,566 29.5

1986 10,694 41,755 10,137 31,618 24.3

1987 10,368 23,226 7,550 15,676 32.5
$12,405 $40,831 $14,542 $26,289 35.6%

It is apparent from the data that the insurers have consistently
and signfHcantly over-reserved. Ending reserves have been three
tms fngher "than actual loss payments for the Ilast five years.
A fttrther comparison of loss payments and open reserves is found
in Appendix C.

The 1insurers have accurately pointed out that over reserving does
not necessarily lead to artificially high rates if actuaries reduce
the reserve levels appropriately during the rate making process.
However, rate Ffilings published by these insurers indicate their
actuaries have not compensated adequately for the companies”
conservative reserving when developing rates. Both companies apply
a loss and loss expense reserve development factor in their ratemaking
formula. This factor averaged for the period of the study was .69



YEAR

1982
1983
1984
1985
1986
1987

TOTAL

for MMIE and .79 for St. Paul Companies. Thus, although MMIE is
closer, both companies fall short of an accurate development factor.

E. Allocated Loss Adjustment Expense (LAE)
The allocated LAE for closed claims vranged from O to $177,628.
The average allocated LAE for all closed cl, wwas $3,244 while
the median was $144. For loss files only, theaverage 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 (2.6% 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 companiesspent an average
of $330 on files where the claim was not pursued by the claimant.
A typical example of such a claim is where the physician filed an
incident report and no claim was ever filed by the patient.
Insurers argue that the rising costs of defending claims is one
cause of the malpractice crisis. Table 5A indicates that the highest
defense cost year was 1982, and that costs have actually decreased
since that time. Once again, the percentage of claims still open
Tn 1986 and 1987 make a direct comparison with other years less
credible. Nevertheless, the Tfigures do not seem to reverse the
overall trend of decreasing costs.
TABLE 5A: AVERAGE ALLOCATED LAE
AVERAGE AVERAGE AVERAGE LAE

NUMBER OF INCURRED LAE NUMBER OF LAE RESERVE INCURRED & RESERVED

CLAIMS (CLOSED CLAIMS)  OPEN CLAIMS  (OPEN CLAIMS)  (CLOSED & OPEN FILES)
721 $5,090 21 $13,810 $5,719
776 2,995 35 16,133 3,967
768 3,781 83 17,241 6,481
937 3,072 154 17,578 7,027
758 1,738 242 23,295 10,170
787 1,111 523 13,225 9,756

Vfl BYesVessseeeeeEEcEEN MamEems EssEsessMmem)imsHE Jinmwm X
4.747 $3,244 1,058 $16,585 $7,194

The same argument the 1insurers made regarding Table 3A and claim
severity trends (see p. 18) could also be made with regard to the
LAE severity trends reflected in Table b5A. Accordingly, Table 58
is a comparison of average allocated LAE according to the Iloss
development year.



TABLE 5B: AVERAGE ALLOCATED LAE
BY EQUIVALENT DEVELOPMENT YEAR

CLAIMS CLAIMS CLAIMS CLAIMS CLAIMS
POLICY CLOSED CLOSED CLOSED CLOSED CLOSED
YEAR YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5
1982 $ 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 adjustment expenses were increasing, each column
in Table 5B should show an upward trend. However, this table clearly
indicates no discernable upward trend in loss adjustment expenses
when comparing claims at equal points in their development.

Disposition of Closed Claims
The claims were resolved through numerous methods which are
categorized in Table 6. Files where there was no loss payment account

for 73.4 percent of all closed files. Over one-third of the files
were closed due to a lack of activity or pursuit by the claimants.

TABLE 6: DISPOSITION OF CLOSED FILES

TOTAL PERCENT AVERAGE AVERAGE AVERAGE
DISPOSITION FILES OF TOTAL LOSS PAYMENT LAE TOTAL COST
No Activity/Not pursued 1,325 35.9% N/A $ 330 $ 330
Settled 1,073 29.1 545,364 5,449 50,813
Dismissed 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
Summary Judgeant 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 0.1 3,250 5,001 (,251
TOTAL 3,689 100.0% $14,542 $ 3,244 $17,786

Three percent (110) of the closed claims were decided by a jury.
The defense prevailed in 81 percent (90 of 110) of the tried cases.
Claims that were tried cost the insurance companies over five times
as much, on average, 1in allocated 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 Ilitigated cases
exceeded the cost of negotiated cases by 33.7 percent. There is
no evidence that the percentage of claims being tried is increasing.
For the years 1982-85 where most Tfiles havi bien 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 AVERAGE TOTAL

OF CLAIMS LOSS PAYMENT LAE COST

CLOSED SETTLED CLAIMS 1073 $45,364 $ 5,449 $50,813
CLOSED TRIED CLAIMS 110 $40,042 $27,907 $67,949

SPECIALTY

General/Family Practice 35.6X 22.3
Medicine 11.1 6.6
Pediatrician 5.2 2.4

Internal

Non-economic Damages

Non-economic damages have been a central issue in the malpractice
debate. Insurers have asserted, '"The huge amounts awarded (by juries)
for punitive damages, pain and suffering, and other non-economic
loss provide a windfall for the plaintiff while resulting in
substantial costs to all other patients in the aggregate.” (Medical
Malpractice: A Second Opinion. National Association of Independent
Insurers (1986) p-.10) There were no punitive damages awarded in
any of the 110 cases that were tried in the three survey states
during the last six years. Further, both companies exclude punitive
damages under the terms of their policy. There also were no pain
and suffering awards specified 1in any of the jury verdicts in the
study. It should also be noted that the entire issue of non-economic
damages 1is minimized by the fact that there were only 20 cases where
any compensation was awarded a plaintiff by a jury verdict due to
physician malpractice. Thus, there is no data upon which the insurer
can argue that damages for non-economic loss have increased.

Physician Specialty

The physicians who were the object of claims have been classified
by specialty using the thirty categories listed in Table 8. The
table shows the relative market presence of each specialty as a
percentage of the total number of insureds and the corresponding
percent of total claims and dollar losses for the six years of the

study.
TABLE 8: EXPERIENCE COMPARISON
BY PHYSICIAN SPECIALTY

PERCENT OF PERCENT OF PERCENT OF
INSUREDS CLAIMS DOLLAR LOSSES

% 35.
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Table 8 cont.

PERCENT OF PERCENT OF PERCENT OF
SPECIALTY INSUREDS CLAIMS DOLLAR LOSSES
General Surgeon 10.
Obstetrician/Gynecologist 10.

Anesthesiologist
Orthopedic Surgeon
Emergency Medicine
Ophthalmologi st
Pathologist
Radiologist
Psychiatrist
Unknown/Other
Neurologist
Urologi st
Cardiologist
Dermatologist
Ear/Nose/Throat
Plastic Surgeon
Allergist
Oncologi st
Thoracic
Gastroenterologist
Occupational Medicine
Endocrinologi st
Pulmonary Specialist
Colon & Rectal
Geriatrics
Rheumotologist
Neonatalogist
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General surgeons, orthopedic surgeons, and obstetricians/gynecologists
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have a claim rate that 1is approximately double their presence

the marketplace. General/family practice physicians, as well
internal medicine specialists, pathologists, ophthalmologists,
psychiatrists, dermatologists, allergists, emergency medicine
specialties, and pediatricians all have significantly fewer claims
than one would expect based on their relative numbers.

Tables 9-11 below show the average loss payment and average allocated

LAE for specialties where there was a minimum of ten closed claims.
Fcr comparison purposes, the overall average loss payment for all

closed claims was $14,542, and the average allocated LAE was

TABLE 9: SPECIALTIES WITH HIGHER
THAN AVERAGE PAYMENTS

CLOSED AVERAGE AVERAGE
SPECIALTY CLAIMS LOSS PAYMENT LAE
Dermatologlst 20 $32,279 $3,273
Oncologi st 15 28,049 3,429
General/Family Practice 835 22,706 4,388

General Surgeon 401 22,049 3,580

$3,244.



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/Gyri 386 11,364 3,105

TABLE 11: SPECIALTIES WITH
BELOW AVERAGE PAYMENTS

CLOSED AVERAGE AVERAGE
SPECIALTY CLAIMS LOSS PAYMENT 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
Psychiatrist 53 7,383 4,509
Opthalmologist 84 6,966 3,022
Thoracic 27 6,791 2,890
Anesthesiologist 161 5,473 2,043
Ear/Nose/Throat 45 3,275 2,359

The obstetrician/gynecology specialty has been a primary focus in
the malpractice debate. The tables indicate that while their
frequency rate 1is higher thanaverage, the average loss payments
for obstetricians 1is $3,000 below the average for all physicians.
General surgeons are anexample of a specialty with higher than
average frequency and severity while emergency physicians are below
average in both categories.

It should be noted that, whenbrokendown by specialty, the size
of th« sample is not large enough to draw any definite conclusions
r»Ittive to the experience of any one specialty.

Location of Injury Occurrence

The location where the injuries occurred were separated into seven
areas. The distribution of claims by Jlocation are shown 1in the
table below.



TABLE

LOCATION

Surgery

Clinic

Patient Care Area
Labor/Delivery/Nurs.
Emergency Room

Offi ce

Hospi tal-Other
Other/Unknown

TOTAL/AVERAGE

The most expensive

delivery. The

occurring in the operating

all claims made.

J. Cause of Loss

The causes of the

12: LOCATION OF INJURY OCCURRENCE

PERCENT
TOTAL

AVERAGE PAYMENT
CLOSED FILES

$13,000
12,173
14,326
32,505
20,334
9,324
4,601
3,543

$14,542

AVERAGE PAYMENT
LOSS FILES

$45,571
45,327
58,876
117,654
67,985
36,674
31,826
29,357

$54,629

injuries are those that occur during labor and

largest percentage of claims results from events

injuries

room, accounting for

resulting in claims

over one-third of

were 1identified by

using the 107 different categories developed and used by St. Paul

Companies (see Appendix D).

more than one
they are listed

only.

Eighteen of these

causes contributed

percent of the total claims (open and closed) and

in Table 13 below.
loss payment for closed claims and average

TABLE 13: COMPARISON OF LOSS CAUSES

CAUSE OF LOSS

Post Operative Complications
Other

Birth Related Problems

Failure to Diagnose Cancer
Surgery, Inadvertent Act

Failure to Diagnott FX/Dlslocatlon
Improper Treateent FI/0islocation
Drug Side Effect

Failure to Diagnose Infection
Surgery, Inappropriate Procedure
Pregnancy Related Problems
Failure to Diagnose Heart Attack
Lack of Supervision/Control
Incorrect Drug

Unnecessary Surgery

Post Operative, Death

Lack of Informed Consent

Surgery, Sponge Left

TOTAL/AVERAGE

QUANTITY
OF CLAIMS

774
657
394
250
234
198
172
121
112
105
103
84
74
74
67
64
60
52

3,595

PERCENT OF AVERAGE
ALL CLAIMS LOSS PAYMENT

16.3% $11,382
13.8 5,932
8.3 31,891
5.3 21,483
4.9 15,802
4.2 4,933
3.6 11,391
2.5 10,007
2.4 55,597
2.2 15,972
2.2 21,923
1.8 31,949
1.6 3,462
1.6 28,689
1-4 . 5,779
1.3 14,250
1.3 13,628
1.1 4,203
75.7% $14,542

The table also gives the average
payment on Jloss files

AVERAGE PAYMENT
LOSS FILES

$44,859
32,406
142,514
89,202
49,347
20,381
42.565
41,394
166,790
53,025
68,204
118,669
15,981
67,419
18,422
51,061
43,439
6,693

$54,629



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 only exceeded $100,000. The category "other™ is not "unknown",
but rather 1is a cause that 1is not included onour list. The
relatively 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 combination of related types of injuries. These ten
categories account for nearly eighty percent of all claims.

TABLE 14: LOSS CAUSE COMPOSITE

PERCENT OF
CAUSE OF LOSS ALL FILES
Surgical Related Problems 29.5%
Other 13.8
Pregnancy/Birth Related 10.7
Fracture/Dislocation Related 7.8
Failure to Diagnose Cancer 5.3
Drug Related 5.3
Failure to Diagnose Infections 2.4
Failure to Diagnose Heart Attack 1.8
Lack of Supervision/Control 1.6
Lack of Informed Consent 1.3
TOTAL 79.3%

Characterization of Claimants

The ages of the claimants were grouped according to the breakdowns
listed in Table 15. The average loss payment was the highest for
the youngest of all claimants. It then declined to a low in the
teen years and began rising during the wage earning years reaching
a second (lower) crest during the peak wage earning years of 35-55.
It then dropped continuously as age increased.

TABLE 15: COMPARISON OF LOSSES
BY AGE OF CLAIMANT

PERCENT AVERAGE PAYMENT AVERAGE PAYMENT

ALL CLAIMS CLOSED FILES LOSS FILES
Birth - 30 Days 5.8% $35,273 $133,175
Over 30 Days - 2 Years 3.7 20,188 80,750
Over 2 Years - 12 Years 3.2 12,405 51,528
Over 12 Years - 18 Years 4.0 8,319 26,849
Over 18 Years - 35 Years 30.6 13,505 48,591
Over 35 Years - 55 Years 22.1 19,180 68,283
Over 55 Years - 70 Years 15.1 13,361 51,537
Over 70 Years 6.7 8,385 31,321
Unknown 8.9 4,991 24,125

31232335S53aS53 33312:25:255333352333333322 3333223X112
TOTAL/AVERAGF ion.ni <14.54? $54,629



Female claimants accounted for 56.3 percent of all the claimants

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 nearly 55 percent more than the average for females.

Relationship of Claimant and Physician

In reviewing Tfiles, the examiners sought to determine whether the
claim was the result of a visit to the claimant®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 obstetrician during her pregnancies.
8oth physicians, in this case, would be considered her regular doctor.

Claims made against physicians who were believed to have seen the
claimant no more than a couple of times accounted for 62.8 percent
of all claims compared with 26.7 percent which were filed against
the claimants®™ regular physicians. In 10.5 percent of the claims
this relation"hip could not be determined. The average loss payment
made on behalf of a claimant®s regular physician was $18,122 while
an average of $13,337 was paid on behalf of physicians who were
not seen by the claimant on a regular basis.

While this data may indicate that patients are less likely to file
a claim against a physician with whom they have had an on-qoing
relationship, it may also be an indication of the increased risk
associated with the“:worf of specialists who frequently would not

Frivolous Claims

As stated earlier, question #25 of the survey form was included
to determine thevolume of frivolous claims. It should be noted
that the results of the question as phrased reflect the companies”
evaluation of the physician®s liability rather than the examiner®s
evaluation. Thefiles indicate that 8.6 percent of all claims
reported definitely involve liability and 16.8 percent probably
do, according to the insurers. The files also indicate that liability
was doubtful in28.3 percent of all claims and that physicians
liability was virtually ruled out by the company in 10.5 percent
of the cases. Liability was uncertain in 34.4 percent of the files

reviewed.

IT the frivolous claims are defined as those identified by the company
as cases of definite absence of liability on the part of tne
physician, then frivolous claims cost an average total of $112,940
per company annually in loss and loss adjustment expenses. If te
definition of a frivolous claim is broadened to include those claims
the companies identified as doubtful liability cases, the annual
cost per company increases to $615,532.



Comparing these frivolous claim costs to earned premium, the dataX

indicates thatsuch claims cost insurers between .5 percent and 1
3 percentof earned premium- each year, depending on whether the
narrower or wider definition of a “frivolous claiml is used! The

assertion thatfrivolous claims are to blame forrapidly rising
insurance rates or that an explosion of frivolous suitshas occurred
is not substantiated by the data.

The data does not indicate any increase in frivolous claims over

the last six years. Table 16 shows the percentage of all claims
where liability was judged improbable or ruled out by the company.

TABLE 16: FRIVOLOUS CLAIM TRENDS

REPORT TOTAL CLAIMS "NO LIABILITY" "DOUBTFUL LIABILITY"
YEAR REPORTED CLAIMS 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 ways in which the cost of
frivolous claims may be controlled® St. Paul Companies spent, on

average, nearly twice as much per claim on losses and loss adjustment
expenses resulting from frivolous claims than did MMIE. MMIE"s
average loss payment per claim where their evaluation indicated
"no liability" was $72 while St. Paul"s was $575, almost eight times
MMIE"s figure. The average allocated LAEcost on the same group
of claims was $1,555at MMIE and $2,559 at St. Paul. The total

cost of the average frivolous claim at MMIE then was $1,627 and
the comparable cost at the St. Paul was $3,134. The difference
between companies was greater when comparing the "doubtful [liability"
category where St. Paul"s total loss and loss adjustment expense
costs were 2.4 times those cf MMIE.

Company Comparison

A comparison of the experience of the two companies examined is
pertinent because of their differing management structures and
organizations. Physician-run companies such as MMIE have been
criticized nationally by the commercial insurance industry for poor
management and the useof artifically low rates.

However, the study data indicates that MMIE"s claims management
is, in fact, more efficient than St. Paul®"s. For example, St. Paul
Companies spent on average more than twice as much in allocated
loss adjustment expenses per claim compared to MMIE. The St. Paul
also paid a higher average loss per claim, 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
particularly evident in recent years where, iIn 1986 and 1987, MMIE
has closed approximately 20 percent more of their total claim files
in each year 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 vyear,
for each company.

TABLE 17: MMIE LOSS EXPERIENCE

REPORT TOTAL PERCENT AVERAGE AVERAGE
YEAR FILES CLOSED LOSS PAYMENT 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% $11,245 $1,955

TABLE 18: ST. PAUL COMPANIES LOSS EXPERIENCE

REPORT TOTAL PERCENT AVERAGE AVERAGE
YEAR FILES CLOSED LOSS PAYMENT 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

TOTAL/AVG. 2,496 74.3% $17,802 $4,519



FAILURE OF COMPETITIVE RATING IN "NICHE"™ MARKETS

Medical [liability underwriting requires a high degree of expertise that
takes time and money to develop. There area number of reasons why
it is not feasible for insurers to move 1inand out of the medical
liability market in the same way they may enter and exit other, less
complex liability insurance markets.

First, accurate and comprehensive data 1is not available to potential
insurers. The same type of loss information found 1in 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 malpractice loss experience to 1S0.

Thus, the data published by 1SO for this |line of insurance lacks
credibility, at least with respect to Minnesota experience. In addition,
neither the state or Tfederal government has obtained the necessary loss
data. The result has been a significant information gap and consequently,

a competitively weak market.

Second, the number of purchasers in specialty markets such as medical
malpractice are not sufficient to generate substantial number of competing
vendors. Insurers must insure large numbers of policyholders to spread
risks. Just as airlines cannot sustain long term competition 1in niche
markets where there 1is limited market demand, the limited number of
policyholders in the malpractice market makes it clear that new
competitors will not [likely survive market entry against a well

established and financial competitor.

Third, the demand for malpractice insurance is highly inelastic. Unlike
other lines of insurance where coverage type, policy limits orcoverage

needs vary and may provide a basis for non-price competition, competition
in the physician malpractice market is based almost solely on price.
A potential new insurer cannot create a market niche by offering a unique

product. There is little variation in coverage types and policy limits
are frequently determined by a physician®s employer or by hospitals
where a physician has privileges. Physicians are unlikely to buy more
coverage than what 1is required regardless of the price. Perhaps the

only non-price competitive base 1is a 'good reputation” particularly
with respect to defending and paying claims,, something that anew insurer
entering the market could not readily acquire.

Thus, the degree of specialization required for successful underwriting
of imHctl malpractice necessitates that a new insurer quickly build
a significant volume of business not only to spread risk but to justify
the high cost of entering such a specialized market. An insurer like
St. Paul Companies that has been in the market for over 50 years has
an overwhelming advantage in terms of access to long-term loss data
as well as the company®s long-standing reputation and underwriting

expertise.

MMIE"s successful entry into the market is likely a product of the built-
in expertise of its physician management and the market draw of its
original organizational structure as a mutual-type company. MMIE has
succeeded in keeping their rates below St. Paul®s and has managed clai-s

in a more cost-effective manner.
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It is obvious that insurers are charging considerably higher rates than
are necessary to cover losses and expe-.ses and also realize a healthy
profit. The ratemakers have not accounted for the historically consistent
disparity 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 Ilower than than the 80-85 percent
range targeted by the carriers. Indeed, when the reserves are properly
calculated, the loss ratio will likely be under 50 percent.

CONCLUSIONS

O With the exception of self-insured groups, the St. Paul Companies
and Minnesota Medical |Insurance Exchange insure nearly 100 percent
of Minnesota®s physicians. Thus, this report"s data represents the
only known comprehensive study of physician loss experience for any
jurisdiction over the last six years.

0 The frequency of claims per year has not materially changed over the
past six years.

0 The severity of the claims payment has not materially changed over
the six year period.

0 Fewer than one-half of one percent of all malpractice claimants are
awarded damages by a jury. Most important, this figure has remained
constant over the period of the study;

0 Claims determined by the insurer to be frivolous have not increased
over the past six years.

0 The likelihood of receiving compensation as a result of filing a
malpractice claim 1is approximately 25 percent. This rate has not
materially changed over the period of the study;

0 No punitive damages were found to be awarded against a physician.

0 The average cost of investigation and defending a claim has changed
little iIn the Ilast six years. Indeed, the amount appears to be
decreasing; and

O Despite unchanging claim frequency and declining loss payments and

loss expense, on average, physicians paid approximately triple the
amount of premiums for malpractice insurance in 1987 than in 1982.

RECCTTFFOWKTIONS

0 An independent government agency should periodically conduct claims
examinations in specialty lines of insurance.

0 The data collected and compiledas a result of theseexaminations
shall be made readily available to the public. This would;



* 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
availability of coverage.

On the basis of the data collected through such examinations, the
government jhould review and, if necessary, regulate the premium.

When the market 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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TO UIIK hulicyholders

T'sis is j "clu.'ns-": a*e" Poi.v.. |: onlv covers claims arising from the

performance of Professional Services subsequent to the retroactive
dutc .rdmated m —~e De-.a'.t.ons Page attached hereto and then

0 o . X . @ *rov.5.0ri5 of tne Poncy wnile the
Policy .s .1 force. ....-aste s afforded for claims first mace
prior to tne ctfectiv- :ate o; : sPoi.cy. ana no coverage is afforded

for :ai:ns first racm atto- tne termination of tm.- Pohcv unless and
t- tne extent t at -eport.-g endorsements are purchased in
accorcance w.tn \rt.c.e |I>. bet.o.n (c) of tnis Poi.cy. Please review

the Policy carefully.
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I | Partnershio. Corporation. Professional Association
or Business Trust Professional Liability

Limns of Liability

The Insured’s ormcioal specialty is.
The Insured's Basic Retroactive Oate is:
Class

Individual Professional Liability

Partnership, Corporation. Professional Association or Business Trust Professional Liability

Paramedical Personnel Coverage
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PROFESSIONAL PREMISES LIABILITY COVERAGES

PART I
each occurrence Property Oamage L.mits
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Location Address
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3
4
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access ;» —m

eacn caim

aggregate

Premium

eacn occur'
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Total Policy Premium

issued by Minnesota Medical Insurance Exchange
(A Reciprocal Insurance Company, organized m tne State of Minnesota.

harem called MMIE)
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S "i.-a"-ce r*c-"ange > “<>x - to-s. ie-s:
ri- e» Vv..ohs ana //arrant.es :on:a.-e;
mace 3 part nereo*. r ; :.c.sc: :0 all of t-e orov.s.ons a-
person named on the Zee.arations Page the "Named Insured" as *o

. INSURING AGREEMENTS
PART I - PHYSICIANS ANO SURGEONS PROFESSIONAL LIABILITY INSURANCE

Individual Professional Liability: To oav on oehalf of the Named Insured

which the Named Insured snail become legally obligated to pav as Damages c3-:;-.:3 :
any claim or claims first made against the Named Insured during trie Policy Perioc
arising out of the performance of Professional Services rendered or whict sno..; - -
been rendered suosequent to the retroactive date in the practice of :->e Namec
Insured's profession as a physician, by the Named Insured or by any person {-— .-.-zir
acts or omissions the Named Insured is legally responsible, except //hen sum .eg*,
responsibility is related to the Named Insured's status as a memper of a 3v.-,e“r* c.
Professional Association. 3usiness Trust or Proprietorship.

Partnership, Professional Association, Business Trust or Proprietorship Professions
Liability: To pay on oenalf of the Named Insured all sums which the Named Insurer
shall became legally ooligated to pay as Damages because of any claim or c¢.1.1-3 *..v]j
made against the Named Insured during the Policy Period arising out of tt*i
performance of Professional Services rendered or which should have been renders-;j
subsequent to the retroactive date in the practice of the profession of physician by an.l
person for whose acts or omissions the Named Insured Partnership, Professiona
Association, Business Trust or Proprietorship is legally responsible.

MMIE shall have the right and duty to defend any suit igamst the Named Insured ailog:-;
such Damages, even if any of the allegations of tne suit are groundless, false.
fraudulent, and may make such investigation or such settlement of any claim or suit as
deems expedient, but MMIE shall not be obligated to pay any claim or judgment or to
defend any suit after the applicable limit of MMIE's liability has been exhausted by

payment of judgments or settlements.
Exclusions:

Part | does not apply:

a to liability of any Named Insured as a proprietor, oartner, shareholder, executive
off.ee.*. admm strator, committee member, director, pr medical director of an*
hospital, sanitarium, infirmary, clinic with bed and board facilities, nursing ho—2,
abortion clinic, drug abuse clinic, surgi-center. blood ban*. commercial laoorator..
Health Maintenance Organization, preferred provider organization or oner
prof«*«ional or bus.-ess enterprise, but with respect to the term commercial
laboratory this exci.-.on does not apply to laboratnry facilities maintained or-.mar:'..
for testing of ne Named Insured's own patients nor to 3n <-ray or patnoiogita,
laooratory ,f the Named Insured is a radiologist or pathologist:

b to liability of an. Named Insured when any Named Insured is enrolled ;n, and *3nder.-g
Professional Services c-rsuant to, a bona fide medical or surgical training progra—:

c to liability of otters jjiimag ay 3ny Named Insured under contract or agree"'*':::
to anv ooligati'.l : .» ct am Named Insured or an, carr.3r as f.s .-sj.>* -s. *e
tele l.able uncer an. <er’'s compensar.gn. unemployment cc~cens3t;0h :r :.cc
benefits law or under a<v similar law;



5 =:«c;ac .- ?7*e Named Insured Damages res..: - i* |re
sa % e : eejt.te. :r.nance or reg™atb-' .—0:3
Ja "jI5S !

.f* to liability of any Named Insured for any punitive Damages;
to liability of any Named Insured arising but of acts or a-mss-b”s wv-.--
any time the Named Insured's license to practice "neaicme "as cee- ¢
revoked or voluntarily surrendered:

h to liability of any Named Insured arising out of acts or omissions of 3.-. Employed
Physician which occur -g an> time such Employed Physician's license \z 0:3-* :e
medicme nas been s”™sc- ¢;ej. revoked or voluntarily surrendered,;

il to liability of any Named Insured for Damages arising out of the 2 soersl--
prescribing of controlled substances ov any Named Insured during an.

Named Insured's controlled substance registration has been suspended. revo<ec

surrendered;

[) to liability of any Named Insured for Damages arising out of the disoens.n-
prescribing of controlled substances by any Employed Physician during any time sucn
Employed Rnysician's controlled substance registration has been suspended, revoked :r
voluntarily surrendered;

V  to liability of any Named Insured for Damages with respect to:

i, any claim made aganst any Named Insured atany time during any Prior Policy
Period,regardless of whetheror not such claim has been reported to any
applicable liability insurer;

[D any potential claim against any Named Insured of which any Named Insured .s
aware, or reasonaoly snouid hrwe Deen aware, as of the date this Policy is issued,
regardless of wnetner or not sucn claim has yet been made or reported to any.
applicable liability insurer. For purposes of this section (k)(2), potential claim
includes without limitation instances where any Named Insured has received
either an oral or written communication from a patient or his legal
representative, and/or a request by a patient or his legal representative for cooies
of medical records uncer circumstances reasonac... indicative of a potential
claim;

"V any claim based, in whole or m part, upon any act or omission of tho Named
Insured while outside the territorial United States and Canada.

PART Q - PROFESSIONAL PREMISES LIABILITY

To pay on behalf of the Namad Insured all sums which the Named Insured shall become
legally obligated to pay as Oamagas because of:

BODILY INJURY,
PROPERTY DAMAGE, or
PERSONAL INJURY

caused by an Occurrence and arising out of the ownership, maintenance or use, as a
Professional Offlca, of the Insured Premises and all operations necessary or incidental
thereto, and MMIE shall have ngnt and duty to defend any claim or suit against t-e
Named Insured alleging Damages, even if such suit is groundless, false or fraudulent, and
ma> ma-ie s~ cn m~estigation j- : settlement of any claim or suit as it deems expedient, b-t
MMIE snail nc: oe obligated ;* bi« any claim or judgment or to defend any suit after

aop!.c3bie I,"r,;;t "< 'M.'IE's hao”™. :. nereunder nas been exhausted by payment of judg”™e”'s

or settlements.



Exclusions:

~rc Il Joes not apply:

a,

id)

to Bodily Injury or Property Damage arisinqout of :~e ow-a-:-

operation, use, loading or jnioaomg of

(1) any automobile, aircraft or otner air. sea or land .enicie or
rented or loaned to f>e Named Insured, or

'2) any other automooiie. aircraft or other air, sea or land vemc.e operate: ~
person in tne course of ms employment bv the Named Insured:

(3) this exclusion does -'Ot aoo,v to tne parking of an automoo-ie on t-e Named
Insured’'s professional office premises, if such automopiie is no: o-v-'eo o. -
rented or loaned to tne Named Insured;

to any obligation for wnicn tne Fslamed Insured or any carrier as his insurer —av e "e.c

liable under any worker's compensation, unemployment compensation or bisaoii.t.

benefits law, or under any simitar law;

to Bodily Injury to any agent or emolovee. partner, fellow worker or tenant of :-e

Named Insured arising out of and m the course of his engagement or emp.o.~ent o»

the Named Insured;
to proparty damage to

(1) property owned or occupied oy or rented to the Named Insured,
(2) property used by the Named Insured, or
(3) property i> the care, custody or control of the Named Insuredor as to wnicn

Named Insured is for any ourpose exercising physical control,
but part (3) of this exclusion does not apply with respect to property damage, other
than to elevators, arising out of the use of an elevator at the insured premises;
to Bodily Injury or Property Damage due to nuclear reaction, nuclear radiation or
radioactive contamination or escape of pollutants, or to any act or condit.o**. .nciden;
to any of the foregoing;
with respects to Personal Injury, to liability assumed d% the Named Insured uncer an.
contract or agreement;
to liability of any Named Insured for Personal Injury resulting from an act or
ommission which is a willful violation of a statute, ordinance or regulation imoosrng
criminal penalties (including punitive damages);
to Personal Injury arising out of any publication or utterance described in Group (2), if
the first injurious publication or utterance of the same or similar material by or on
behalf of the Named injured was made prior to the effective date of this insurance;
to Personal Injury arising out of a publication or utterance described in Group Vv of
Section 1V, a.. 12) hereof concerning any organization or ousmess enterprise, or its
products or services, made by or at the direction of any Named Insured with *nowlecqge
of the falsity thereof;
to any obligation for which the Named Insured may be liable arising out of tKe
performance of Profi/asronal Services.

to liatoUAfcy of any Named Insured with respect to;
(1) any claim madi: agamst any Named Insured at any time during any Prior Policy

Pariod, regardless if whether or not such claim has been reported to any
applicable liabiht. ."Surer;

2) any potential claim against any Named Inaured of which any Named Insured is
aware, or reasonably snould have been aware, as of the date this Policy is issued,
regardless of whether or not such claim has yet been made or reported to anv
applicable liability "surer. -~or purposes of this Section, 2\ potential claim
includes without .i—.13l.0n instances where any Named Insured njg re:e..ec
either an oral or written communication from a patient or "is ag3i
representative, and. or a request bv a patient or his legal representative *or too es
olf_medical recorcs under c.rcumstances reasonably indicative of 3 pot?'".3
claim;



3 a. :.3.—esse. - v-c.e or car.,, uor an* ac* . :—s . earr-f>d
Insured *m.5 re Named Insured is cuts.de tne terr ter.a:
Canada.

SUPPLEMENTARY PAYMENTS

In addition to the applicable limit of liability, MMIE will pay:

1a)

Ib)

e)

all expenses incurred b> MMIE, all costs taxed against the Named Insured .r a-. 3,

defended by MMIE and ail .nterest on t-iat part of any judgment wn.cn does -ct

the limit of MMIE's iiaoihtv tnereon wmcn accrues after ent.-. of the judgment

before MMIE nas paid or tendered or deposited in court sucn oart of tne ;uag—em:

premiums on appeal bones *equireo .n any suit defended and aoceaied Or a-:

premiums on bonds to release attacnments in any such suit fcr an ancunt not .n exresa

of the applicaOle limit of liability of this Policy, but MM|£ snali ha.e no coi.gat.o~ tc
apply for or furnish any sucn oonds:

expenses incurred by tne Named Insured for first aid to others at the ti~e of 31

accident, for Bodily Injury to whicn tnis Policy applies;

the reasonable expenses incurred by the Named Insured for each day or oart of ? dav

the Named Insured is required to attend tne trial of a civil suit against the Named

Insured for Damages resulting from causes of action as described under Parts | a™d

not in excess of $200.00 per day;

if coverage is purchased under °art Il. reasonable medical expenses for Bodily Injury

sustained by an. person 1 wmch respited from an Occurrence on the Named Insured's

professional office premises, or dur.nq any operations necessary or incidental tnereto
regardless of th3 Named Insured's i.ao0.i.t. for sucn Bodily Injury, and 'ii' which were

.ncurred by the Named Insured w.m.0o one 1 yea: from Such Occurrence; provided,

however, mat payments un <« th.s p:c..s;on shail not exceed $1,000 per person and

$10,000 per accident, and ™ . not aooU td Bodily Injury:

.1 arising out of the ownership, ma.nterancs. ooeration. . loading or unloading o'
a any automobile, aircraft or r.-er air. sea or la~- m.ehicie owned or operated

c» or rented or loaned to tne Named Insured, or
o any other automobile, aircraft c* other air. sea or land vehicle operated by
any person m tne course of his emplovment by the Named Insured;
but this exclusion does not apply to the parking of an automobile on the Named
Insured's professional office premises, if such automobile is not owned by or
rented or loaned to the Named Insured;

2 due to war. whether or not declared, civil war. .nsurrection, rebellion or
revout.on jr to any act or condition incident to any of tne foregoing;

3 to tne Named Insured, any agent, employee, fellow worker, partner, tenant or
otner oerson regularly residing on the Named Insured's professional office
premisaa. or any employee of any of tne foregoing if me Bodily Injury arises out
of and in the course of his employment therewith;

4 to any other tenant if tne Bodily Injury occurs on that par: of tne Named Insured's
professional office premises rented from the Named Insured or to any agent or
employee of such a te-ant if tne Bodily Injury occurs on tne tenant’s part of the
msjred ore r ses 3~j ir.ses out of and m the course of ms employment for the
tenant:

5 to an-, cerson while engaged m maintenance and repair of or alteration,
demolition or new cc~strjotian at the Named Insured's professional office
premises:

a to an. oerson ;f any benefits for such Bodily Injury are oavable or requireo to oe
prov.ned unoer an. worker's compensation, unemployment compensation cr
disao.lity oerte'.ts law. or under an. similar law.



.a)

DEFINITION OF INSURED

Named Insured . -ean is -esae::; 3ar: i
under Individual Professional Liability esc* ->m
Page;

2 under Partnershio, Professional Association, Business Trust or -t -r-n;
Professional Liability :~a 3art—~ersnio. 3:c*?;s.ra, ”
Proprietors- « mm*e0 in tie Deci.arat.t-s 3ago. —_— .
re-.cnn ;. m 731;ns of afers. j.-t. m; ; -z~ o &

Named Insured ev*- *3scac: to Inou.t. for ms oersono, -.7-- e=
nature;

3 any Paramedical Employee zf ;ie  Named Insured. w~..? act e y
his employment Tjt.es. orov.oel tnat notice of :—a €-0.0.-e-* e
Paramedical Employees is given to MMIE .vnen reouirey;

r - Named

4' any other e-~o.nyee not a onvsician or Paramedical Employee
Insured -vhlle act.ng within the scope of his duties as such.

The insurance afforded aocues separately to eacn Named Insured aqv-::

.5 made or suit ;s jrought except .vith -espect to limits of VMtE’s i»aoii.*. ;

in Article IV, Section o .

The word Named Insured snail mean as respects Part Il
the Named Insured, and includes any executive officer, director, or
thereof while acting within the scopeof his duties as such, and any organ.cation or

proprietor with respect to real estate management for the Named Insured. If tne
Named Insured is a Partnership. Professional Association, BusinessTrust or
Proprietorship, the jnquahfied words "Named Insured” also include an, partner,
shareholder, beneficiary or proprietor or member therein but only witn resoect to ms
liaoility as such.

1
POLICY PERIOD - TERRITORY

Under Part | the insurance provided hereby onU applies to Professional Services
rendered or which should have been rendered subsequent to the retroactive date stated
on the Declarations Page and tnen only .f claim is first nade during the Policy Period
or a Reporting Period purchased in accordance with Article IV, 5ection c .

A claimsnail be consideredto be first made when MMIE first receives notice of :-e

claim or of an event which may subsequently give rise to aclaim see Art.o.e IV.
Section c¢ for Named Insured's rights to have extended reporting endorse'-?-:s

.ssued .

A claim shall be considered to be "first made during t*e Policy Period" or -ice

during a Reporting Period"” only under the following conditions:

-1) If during the Policy Period or a Reporting Period if oorrnasd t"e Named Insured
shall have know.e ;;e or become aware of any event, arising out of the re- -»* ¢
or failure to rearer Professional Services covered hereov. which may sjoseo .m?% -
give rise to a :.a. rrand snail, during the Policy Period or such Reporting Period,
give written not.ce thereof to MMIE in accordance with Article IV. Sect.*."
this Pohcv, tnen sucn notice shall be cbnsidered a claim nereunder;

2) if any claim is f.cst made during the Policy Period or a Reporting Period
purchased’, alleging injury to an individual that wouid be cbvered ,-:a*
Policy, any aao.tional claims whicn are made, or suits or oroceet *e
connection Merewi'n *nicn sre brought subsequent to the Policy Period



*Reporting Po- on Oamages 'm “fm o j—

oo —ej i _ ="t t-?2t3 —*7 f e ' mm

Policy Period :: Reporting Period.
wnger -art Il. the msurat:? dec -e-ebv ao00;:?s to Bodily Injury. Property Damage
or Personal Injury wmc- ;c: .-3 :.r.": tne Policy Period ~ fe te*-

5t3tes and Canada.

CONDITIONS

Definitions - .vie .i'd ;r Endorsements farming 3 part nereo4

1. Appiicaole to Part I

"Damages” "'i.im 1. Damages, md. Damages for deaf., .vn.cn are ca.ac.e
el of n,-r- t: a .“s-rv.ce applies, mclud.ng an. counter c.a.m
enaie ;n a su.t orouC-t t"™** Named Insured tn tne process of attemptr.g to
co.ioct fees.

"Named Insured" ee'eo--; fa on the Declarations Page.

"Paramedical Employee" includes medical assistants, technicians including, out

not limited t'. ... Meemmglat\'- tneraov. laboratory and \-ra> . nurse
3: 'stnet.sts \ e«, eu:t&: .:ai rei™M«red njrses midA'ivess opticians.
op.--"1%r it . 'me - S .mmt-'-rs. ohvs.cal therapists, psychologists,
ps. n th-rsp >e. = it-t. —rse practitioners °.g..
card j.. P'u X i 2..;- *ir. and jn, ;trier nurse practit.oner or
hurt- <mmhiioy?1 ‘e -» j-nje*: -l * e-nrton .n tne practice of the Named

Insured's professio—~.

"Policy Period" "ea's t™e oernc nf ccverace com”e'-;mg on the date snown on
ec.i*a::ons Page attacned to tn:s 3ol.c. as Pol.2. effective date and ending
f-e effective tat-3 of termination. expiration or cancellation of coverage
*.3 3olic*. -no oejf.cjl.» v.c.ubes m. Reporting Period purchased

‘ereu dvr.
"Policy Year" .rears eacn consecutive annual period of tne policy.

"Prior Policy Period" means tne oenoo of coverage commencing on the
retrcacti.e sat* snowvn on tne Declarations page attached to this policy and
e~d.- -dd'ltne cate snown as Policy Effective Date.

"Profetiionat Services"” means tnose services performed in the practice of the
Narrwd kwured's profess..-, as pnysician including service as .1, a member of any
committee of Minne-c* 1 "™60:031 Insurance Exchange or Minnesota Medical

‘silanp-jment. he.. . -emcer of anv committee of tne American Medical
hj- ‘cmc.o'i p* v-. — * *?n: or component society tnereof; .3) a member of any
:C *rr - . . * .tonal mmredic™* society recognized by tne American
constit or component societv thereof: A a

—0 oV an, no ¢ al accredited bv tne Joint Commission on
v - - _** p tne -merican Osteopathic Association; 5 a

J . . er-'"-. ! trcd.tation jr professional standards review board or



"Resor”"ing Peno.;"

ar *? :f Professional Services re- :°-e: * .- ee
suosequent to ere ‘aie arc or.:: :a - ess- Policy -Jer:n"
"Employed Physician"” --luces jn\ oulv l.ce”sec -e»; :j. -

employed by the Named Insured.
Applicable :a °a::

"Bodily Injury" “~eans Bodiiy Injury. sic<ness jr :sea;e or :S3'~ D
person.

"Damages” means . Damages for death anc for :are a-; L
resultmqg from Bodily Injury, 2. Damages for loss jf ,se 3?
from Property Damage jno 3 Damages .vnsch are us-able cerate

Injury.

' Personal

"Medical Expense" means expenses for necessary medical, surgical, v-rs. *e e
dental services, including prostnetic devices, and necessary amoulance, . .
professional nursing ana funeral services.
"Named Insured” means tne person named on tne Declarations 3--ge.

--.n

"Occurrence"means an accident, including injurious exposureto cone...?-..
results, during the Policy Period.n Bodily Injury, Property Damage or Personal
Injury neither expected -cr .ntenjed from the standpoint of the Named Insured.

"Personal Injury" mean? one or more of the fa., .mg groups if jf*-
committed during tne Policy Period:

Group L raise arrest. letention or ."cr'.spnnenc. or malicious
prosecution;

tne puolication orjtterance of a lioel or slander orof of'er

Group 2
defamatory or disparaging material, or a puolication or
utterance in violation of an individual's right of privacy, except
publications or utterances in the course of or related to
advertising, broadcasting or telecastmq activities conducted c*
or on oehalf of the Named Insured;

Group 3 wrongful entry oreviction, or other ;"-.asion of tne ng”™t

private occupancy.
"Property Damage" mo”™ns injury to or destruction of tangiole prooerty.

"t-Vofactional Office Premises” means 'l) the professional office ore-I ses
designated on the Ge- :.*ations Page '2) professional office premises alienate: c-
the Named Insured ‘wer than premises constructed for sale bv tne Named
Insured;, if possess..- is been relinquished to others, and 3 professional :**
premises as to *i;cn v a Named Insured acquires ownership or control ana -eo:**
his intention to msure :,ch premises under this policy and no other witnm 32 ;j.

after such acquisit.a-: :--c¢ .ncludes the ways tmmediatelv ad|0,nmqg sucn 0*?—
on land.



Limits of Liaoi..ty

~noer 3ar -T .. " a .ao.litv stated on ye Zec.ara: .
to "each c:aai~" - — .- : -'E’s caodtv FUr LSS e=>, e -e
claim or suit or ,.. n ts Lrst --see Nr.-q Policy Year
inj-jrv to c- d-v-: °y-. oe:sc'\ SwQOjeot to t~e *: 7,
[13011tv:
* t“«< Nomco Insured ioo..es ‘or t—e Reporting Endorsement “ 0; — e+-*-0-
N - . t-e Irmt ofi.aomt. stated 0- y? >7.1:*:
a . ... tin. at t-e time t-e 30:.:. 3 ter— v*\
tne ii nit rjr .oss resulting from any c-e :a. - *
ill claims - _ e . Nr -g eacn Reporting Endorsement 00:™-=y
jioifij-- *; - j-. '-*? oerson.
Suoj-"'t tn t— L x -espectinqg "each clai~\" t-e It—; :1 ..30 ..
2tV'v' o -t -1 is "aggregate" is the total unit 3? vv;r3
L et m .. = Jur.ng the effective Policy Year or Nr.- a e*;~
Reporting Period. . Reoortmg Period exceeds one year, tne "aggregate" .. - :
.0.nl.es se.iarot-*.. e r H.l. period commencing with tne effective tate zi

thi reporting nn jerso-' -'nt.

Rpg.Tdlrss 'f f'C - ¢ Named Insureds under this Dolicv rne
nn'e tnnn trr Named Insured -’i.-jnOer shall not ober3te to increase tne umits of

"'milL's In-> . t..
2 Under Port II;

Ty? lir.it of hi),:.-, stated on tne '>olarations Page as applicable to "each
Occurrence"” is tnn .. -t if MVIC's liability for- Damages because of Bodily
Injury. Property Damage or Personal Injury regar.t.ess of the number of i Named
Insureds under tn.a -~0-.0v. 2 persons or organuat.ons who sustain Bodily Injury.
Property Damage <* Personal Injury, or 3 cia.ms made or suits brought on
ano .it of Bodily Injury. Property Damage or Personal Injury. For the purpose of
Nte- oinmg r*e j. 'e"eelfi’'s ino.litv. all Bodily Injury, Property Damage and
Personal Injury .rising out of continuous or repeated exposure to substantially the
same general conaitions shall be considered as arising out of one Occurrence.

Reporting Endorsement

mno: 3j:: I m the event of termination of insurance either by non-renewal or
'snro..at.j- N.s Poi.cy :r termmat.cn ofa Reporting Period, the Named Insured
snail nave the r.jnt upon me payment pf anadditional oremium .to be comouted m
accordance with '.T.’IZ'; -_.es. rates, ratmg plans and premiums applicable on the
effective date of t - *icrse nent ;p .nave issued an endorsement.s1l providing
additional Reporting Period 3 .n wnicn claims otherwise covered by this Policy mav be
-jnortr.!. Such rid-* » er -_st. nowever, be exercised by the Named Insured bv
* : *rt-. 30 days after such termination cate.

Named Insured's Duties m the Event cf an Occurrence, Claim, or Suit

cv :*e Named Insured cp:a.m-g knowledge or oecomnqg aware of any alleged

S Y . g.v? r.se to a claim, written notice contain.ng t-e
‘ - e -*c * -rspect to tne c.rcumstances out of wn.c- *
arose. in:tJ:.-.g . &> ; accress of the miurea. tne nature and extent o‘ :-e
Professional Services -e-'oered or wnicn should have oeen rendered and tne nat re
ano e-tent of t-e ;. tdm or claims anticipated, snail be given by or ‘or :~e

-8 -



Viamed Insured 0 me"™f 3nv of ts author.zee

zr  <W30IN.

2) If claim is made :r suit .s orougnt agamst the Named Insured. - =>Named Insured
shall immediately ‘prward to MMIE every demana. - -i-
pracess received oy mm or nis representative.

3) The Named Insured snail cooperate with MMIE and, upon *?/(£'m .a-". *o-
making sett.e vents, .n the conduct of suits and :nn enf;-- -- .
contr;oution ;r 3gamst any person or organization . »ee
the Named Insured oecause of Bodily Injury, Property Damage Personal Injury
with respect to /vnten .nsurance is afforded under tms 3o0i.:.; i-; *=a Namud

Insured shaii attend nearmgs and trials and assist in securing j-j

and obtaining tne attendance of witnesses. The Named Insured s™ai.

at his own cost, voluntarily ma<e any payment, assume any poi.gat.pn :r a-_
expense otner than for first aid to others at the time of accident.

Action Against MMIE

No action shall lie against MMIE unless, as a condition precedent theren. *-**

have been full compliance with all of the terms of this Policy, nor until *-e o*
the Named Insured's obligation to pay shall have been finally determ.-9 : o.fer c*
final judgment after expiration of period for appeal against the Named Insured after
actual trial or by written agreement of the Named Insured, the Claimant and MMIE.

Any person or organization ar the legal representative thereof who has sec-red such
judgment or written agreement shall thereafter be entitled to recover under this
Policy to the extent j? the .nsurance afforded *v. this Policy. *0 pe-son

organization shall have anv ngnt jnder this Poii:. <1 join MMIE as 1 :rt. to an.
action against the Named Insured to determine the Nomed Insured's ,;aoint;-. ~:r ana.
MMIE be impleaded ov t-e Named Insured or his representative. Bankruptcy or

insolvency of the Named Insured or of the Named Insured's estate snail not relieve
MMIE of any of its obligations hereunder.

Other Insurance

With respect to Part |, if the Named Insured has other insurance against a loss covered
by this Policy, MMIE shall not be liaole under this Policy for a greater proportion of
sucn loss than the limit of liability stated on the Declarations Page oears to the total
limit of liaoility of all valid and collectible insurance against sucn loss.

With respect to Part Il. the insurance afforded by this Policy is orimarv insurance,
except when stated to apply in excess of or contingent uoon tne aosence of other
insuwnct. When this .nsurance is primary and the Named Insured has other insurance
whidl It stated to be aool.cable to the loss on an excess or contigent oasis, the amount
of MMCs liability uncer this Policy shall not be reduced by the existence of such
other insurance. "When poth this insurance and other insurance applies to the.loss on
the same basis, whetner primary, excess or contingent, MMIE shall not be liable under
this Policy for a greater proportion of the loss than that stated m the aoplicable

contribution provision oelow:

(1) Contribution by Equal Shares

If all of such other vwMd and collectible insurance provides for contribution p*
equal shares, MMIE shall not be liable for a greater proportion of such loss t"an

-9 -



ea."Surer sc-j.i :-e .c.vest aoohcaole iim;t of -e'se* PN

t-e fu»i amount o' t"e ioss is paid and witn resoect to an.

paid, Che remaining .r.surers continue to contribute equal snares of =-i -.
amount of the loss jrt.| eacn such insurer has oad ,ts »m* -

amount of the loss ;s caid.

2; Contribution by Limits

If any of sucn otner .nsurance does not provide for contribution by equal s-a:?s.
MMIE snail not oe liaole for a greater proportion of such loss man tne aooi.cao.e
limit of liability unaer this Policy for such loss bears to the total apphcaote ii-n.t
of liability of all vahd and coilectibte insurance against such loss.

Subrogation

In the event of any pavment under this Policy, MMIE shall be subrogated to all tne
Named Insured’'s rights of recovery therefore against any person or organz-.ation
excluding, under Part |. employees of tha Named Insured) and MMIE may requ.re an
assignment of such rights from the Named Insured to the extent of any payments made
under this Policy plus reasonable cost of collection. The Named Insured shall execute
and deliver instruments and papers and do whatever else is necessary to secure sucn
rights. The Named Insured shall do nothing either before or after loss to prejudice
such rights and shall cooperate with MMIE in assisting it to protect its rights under
this provision. The Named Insured acknowledges that MMIE's rights under thfs
provision snail be cons.dered as the first priority claim against any such person or
organization, to be paid before any other claims which may exist. MMIE may, at its
option, take such action a* may be necessary and appropriate to preserve ,ts rignts
under this provision, .ncludmg the right to bring Su. in the name of the Named
Insured. MMIE may. at its ootion, collect such amounts from the proceeds of any
settlement or judgment that may be recovered by the Named Insured or his legal
representative. Any such proceeds of settlement or jucg-nent snail be held in trust by
the Named Insured for the benefit of MMIE, and MMIE shall be entitled to recover
reasonable attorneys' fees from the Named Insured incurred m collecting proceeds neld
by him.

Changes

Notice to anv representative or knowledge possessed by any representative or bv anv
other person snail not effect a waiver or a change in any part of this Policy or prevent
MMIE f:om asserting any right under the terms of this Policy: nor shall the terms of
this Policy be waived or changed, except oy endorsement issued to form a part of th:s
Policy. Failure of MMIE to require performance by tne Named Insured of anv
obligations under this Policy shall not affect its right to require performance of sucn
obligation. Any waiver o. MMIE of any breach of any provision of tnis Policy shall "ct
be construed as a waiver o' any continuing or succeeding breach of such provision. 3
waiver or modification ?f tne provision itself, or a waiver or modification of anv r.g”t

jnder tn;s 3olicy.

Assignment

Assign—on* pf ir-'eres: -nee: this policy shall not bmg MMIE jntil its rense™. >
endorsed hereon: ic.vev”™r. the Named Insured shall o;e, sucn ,nsurance 3> e
iiffordec c. this sna.l apoly 1 to the Named In3ured's legal represents... &

tne Named Insured, but oniv /.mie acting witnm the scope of nis duties as sucn. j- :



e e - r*rcerte e Named Insured. ‘: o &

.e~*c;rsr. ss Named Insured, o_:
qualification of tne .e;a. representative.

Cancellation

This Policy may oe ca-reiea ov tne Named Insured bv “‘r;e—aer ;» e
any of its authcr-cec -eoresentatives or Oy maiing .0 W (E . . .
wnen thereafter :~e cancellation snail oe effective. Tms Jp,c. -]j.

MMIE oy mailing to me Named Insured 3t tne address sno”™n 3 0- ;

notice stating a date not less man ten days thereafter .vn?n Sucn :a-ce,v. *
effective. The mailing of notice as aforesaid snail oe suffic.ent oroof z* -\ "mP
time of surrender cr me effective date and nour of cancellation stated - me m
shall become the end of the Policy Period. Delivery of such written notice j me: c-
the Named Insured or ov MMIE shall be equivalent to mailing.

If the Named Insured cancels thnis Policy, earned premium shall oe cc-c-te: m
accordance with the customary short rate table and procedures, if M.VJE ca”ce.-.
earned premium shall Ce computed pro-rata. Premium adjustment may be mace e.t-er
at the time cancellation is effected or as soon as practicaDle after canc-.-.;-. .-
becomes effective, out tender ov MMIE of unearned premium is not a¢c 0 ~— m

cancellation.

This policy may be canceled by MM'E without cause and made retroactive to the
inception of the Policy if fraud Oy the Named Insured with regard to the .nformatnon

the Nemed Insured provided MMIE is proved.

Declarations

9y acceptance of this Policy, the Named Insured agre°s that the statement;

Declarations Page are his agreements and representat.ons, that this Policy is issued .1
reliance uoon the truth of sucn representations ana that this Policy embodies all
agreements existing between himself and MMIE or anv of its agents relating to this

insurance.
Inspection and Audit

MMIE shall be permitted but not obligated to inspect the Named Insured’'s premises at
any time. Neither MMIE's right to make inspections nor the making thereof nor any
report thereon shall constitute an undertaking, on behalf of or for the benefit of tne
Nam«d Insured or others, to determine or warrant that such premises are safe or
healthful, or are in compliance with any law, rule or regulation,

MMIE may examine ano 3udit the Nemed Insured's books and records at any tme
during the Policy Period and extensions thereof and witnm three >ears after the final
termination of this po.io ». as far as they relate to the sublet matter of tnis insurance.

Governing Law

The validity, construction and enforceability of this Policy shall be governed .n all
respects by the law of tne State of Minnesota or such other states in whicn tne Named
Insured performs Professional Services and'MMIE is qualified to sell insurance. Ac,
and all provisions of th.s Dohcy which are in conflict witn statutes of these states are
understood, declared and agreed to be automatically changed to conform to tne .a*s.



Assessabilicy

Th,s 33.cVv is non-assessaois. ""e Named Insured nereoy ac-mc*:.e:ges *-3- -3
nor other members of ‘ies\\E snail oe oohgacea for anv deots ano i;30i..: 35

Severability

In the event any port.on of tms Po.licy shall De neld to be invalid, m® sa™® s-a
affect, in anv respect .vnatsoever. tne validity of the remainder of this 30;.cv.

Gender

Anv personal pronoun of tne masculine gender used in this Policy shall oe dee”™eo **
include the feminine gender.

Notices

Except as otherwise specifically stated in this Policy, all notices or ot~er
communications required or contemplated by this Policy shall be addressed:

L; If to MMIE. at its offices;
2) If to the Named Insured, at its address stated on the Declarations Page or at
such new address as tne Named Insured may designate by written notice to

MMIE.
NUCLEAR ENERGY LIABILITY EXCLUSION

A. This Policy does not apply;

L to injury or deatn including all forms of rad.oactive contamination.

a with respect to wnicn an Named Insured under this Policy is also an
Named Insured under anuclear energy liaoility policy issued by Nuclear
Energy Liability Insurance Association. Mutual Atomic Energy Liability
Underwriters or Nuclear Insurance Association of Canada, or would oe an
Named Insured under anv such policy but for its termination upor<
exhaustion of its limit of liability; or

b, resulting from the hazardous properties of nuclear material and witn
respect to which (1) any person or organization is required to maintain
financial protection pursuant to the Atomic Energy Act of 1954, or anv
law amendatory thereof, or 2' Named Insured is, or had this Policy -ot
ceen issued would be. entitled to indemnity from the United States of
America, or anv agency thereof, under any agreement entered into ov
the United States of America, or any agency thereof, with any person or
organization.

.2 to injury or ceitn including all forms of radioactive contamination; resu.t.-;
‘rom the -3:1-;ius properties of nuclear material, if

j =5 nuc.'i- -aterial 1 is at any nuclear facility owned bv. or operated
re * o- OL an Named Insured or 2 has been discharge:
mecersec t—  from;
ocoj - -ater.ai ,s contained m spent fuel or waste at a-. e« -

: ,.ed. -.sed. processed, stnreo. transported or dispose: :* :
*e . r :.':? Named Insured: or

- 12 -



B. As used in this excius.pn:
"hazardous prooerties ' .-elude radioactive, toxic or e'P.os.. @ e

"nuclear material® "esns :ou..ci material, special -‘.c.e:r t*

material;

"source mater.a,. ‘'.cec:ai ~uciear material,” and "bvproouc. -s*-3* -
meanings g;ve°® '"e— n t-e Atomic Energy Act of |,e'- or j-. ,
thereof;

"spent fuel;' means Mel element or fuel component. sni.c )
been used or exposed to rad,at.on in a nuclear reactor:

"waste" means an. .vaste material i containing ovproduct - - -

resulting from tne operation Pv any person or organizat.on p( 3-. *e,.7»- e

included within tne oefirnt.on of nuclear facilitv as set fortn -e*e.-
paragraph ,a)or O :
"nuclear facility” means

'a) any nuclear reactor.

.0; any equipmentor oe.ice Jesigned or used for i separatingt-o :v
uranium orpiutcmum. | processing or utilizing spent fuel, or 1
processing or aacogqmg .vaste.

-Cc) any equipment or oev.ee used for the processing faDncatmg :rr .. ;
special nuciear -aterial if at anv time tne total amount of sucM motor.3i in
the custody =ze :-e insured at tne premises where sucn equipment or oe- .c? .3
located consists of or contains more than 25 grams of plutonium or .rvniu.m
233 or any co -p.nation tnereof. or more than 250 grams of uramu " -35.

*

IN WITNESS V.HERECF. t"esaid Minnesota Medical Ins_* > ce Exchange has cause 1 f .:
Policy to besigned by its Chairman, and Secretary, p .t snail notoe validunless
countersigned on the Declarations Page ay a duly authorize; representative of MMIE.

Secretary
Minnesota Medical insurance Exchange

Chairman
mMinnesota Madical Insurance E<cnange

13 -



INTRODUCTION

This policy protects against a variety of losses.
There are also some restrictions. We've written
the policy in plain, easy-to-understand English.
We encourage you to read it carefully to
determine wtiat is and is not covered, as well as

the rights and duties of those protected.

The words you, your and yours mean the
insured named here:

Which is a
=corporation
= partnership
= other

=individual

z joint venture

- condominium

We, us. our and ours mean the St Paul Fire and
Marina Insurants Company. We re a capital stock
company located in St. Paul, Minnesota.

/our policy is composed of General Rules, an
explanation of What To Do If You Have A Loss,

Forms Indudad Whan This Policy Begins

Form number and edition date

Our authorized representative is:

AVAP Fd R-fIA Pric»rr* - e Z.A_.

one or more Coverage Summaries, and one or
more Insuring Agreements explaining your
coverage. It may also include one or more
endorsements. Endorsements are documents
that ehange your policy. The agreements and
endorsements included when this policy begins
are listed below. One of our authorized
representatives must also countersign the
policy before it is valid.

This policy will begin on_

and continue until

Your former policy, numbar __
is automatically cancelled on the date this
policy begins.

In return for your premium, we'll provide the
protection stated in this policy.
Your premium is

President Secretary

(S.
Authorized Representative Date



The St. Paul

Important Note: This >a zair-j - 3-0
Please read it carefully, especially me'/V-V
Claim is Made and Optional Reoortmg
Endorsement sections

Physicians'Professional Liability Protection-Claims Made

How this agreement protects you

Policy ru.—c?*

This agreement provides protection against professional liability claims which might be brought agamst

you in your practice as a physician or surgeon.

Who's protected under this Agreement

Retroactive

Name Oate

Nam* of Covered Profesaional Organization

Each person and organization named above or in
the "Who's protected” section of the Introduction
page is covered under this agreement. The words
you, your and yours refer to these people or

this organization.

Limits of your coverage

Two limits apply to the amount we'll pay for
professional claims. These limits are shown below
or on the Introduction page. The limits apply
separately to each covered person. When an
organization is also covered, the limits apply
separately to that organization.

S Each person limit. This
is the most we'll pay for all claims resulting from
the injury or death of any one person.

S Total limit. This is the
most we'll pay for all claims first made in a
ooiicy year By policy year we mean each
consecutive annua! period cf the policy. If no
total limit is shown, the total limit is 3 times
the each person limit.

This agreement must be signed only when
it's issued after the effective date of the policy.

wBS ...

Retroactive

Name
Oate

Whan you're covered

To be covered the professional service must have
been performed (or should have been performed)
after your retroactive date that applies. The claim
must also first be made while this agreement is

in effect.

When is a claim made?

A claim is made on the date you first report an
incident or injury to us or our agent. You must
include the following information:

e Date, time and place of the incident.

e What happened and what professional servce
you performed.

e Type of claim you anticipate.

« Name and address of injured party

e Name and address of any witness.

What this agreement covan

Individual covaraga. Your professional sc *
protection covers you for damages resu * ~:
1. Your providing or withholding of
professional services.

Authorized
Representative



GENERAL RULES

These rules apply to the entire policy unless
you're notified otherwise.

Special Rights And Duties Of The First Named
Insured

You agree that when more than one insured is
named in the introduction, the first named in-
sured has special rights and duties. These rights
and duties are explained in the following Gener-
al Rules:

*Premiums.

eCancellation.

ePolicy Changes.

Your Policy Period

Insuring agreements in this policy begin at
12.01 a.m., standard time, on the effective date.
If this policy replaces policies ending at noon,
rather than 12:01 a.m.. coverage begins at noon
when the old policy ends.

Insuring agreements added to this policy after
its effective date begin on the effective date of

the added agreement.

Coverage ends at 12:01 a.m., standard time, on
the expiration data. If all or part of this policy
is cancelled for any reason before that data,
that coverage will end at 12:01 a.m., standard
time, on the cancellation data.

Premiums

We compute ttiws premium you pay for this poli-
cy using information available at the time. So.
all or part of your premium may be based on es-
timates. If estimates are used, we'll compute
your actual premium when complete informa-
tion is available at the end of the policy period.
I#it's more than you've paid, you'll owo us the
difference. If it's less, we'll return the differ-
ence. But you won't pay less than any minimum
annuel premium agreed on. The first named in-
sured is responsible for paying all prrmiums
and will be the one to whom we Il pay any re-
turn premiums.

«StfeU

You must keep accurate records of the informa
tion we'll need to compute your premium. Your
agent can explain the type of records we I
need. The first named insured agrees to send
copies of these records at the end of each poii
cy period - or any other time we request tnem.

Our Right To inspect And Audit

You agree to let us inspect your property and
business operations during normal business
hours while this policy is in force. We're not,
however, required to make inspections. Nor wi
we guarante* that your property or operations
are safe, or that they conform to any laws,
codes, standards or regulations. This rule also
applies to any organization which makes insur-
ance inspections, surveys, reports or recomm-
endations for us.

You also agree to let us examine and audit you
financial books and records that relate to this
insurance at any time up to 3 years after this
policy ends.

Policy Changts

This policy contains all the agreements be-
tween you and us concerning this insurance. Tf
first named insured is authorized to make
changes in this policy with our consent. This
policy can only be changed by a written form
included as part of the policy. This form must
be signed by one of our authorized represen-
tatives.

We make changes in our standard insurance pc
icy forms from time to time. These changes
must conform to state law and are filed with i
surance supervisory authorities for approval.
While your coverage is in force we can make
any change in the form of this policy tnat brca
dens or extends your coverage, if we ao. ana
the change can be added to your policy witnou
increasing the premium, you'll automatically -
ceive the benefit of the extended or broadenec



Lawsuits Against Us

No one can sue us to recover under this policy
unless all of its terms have oeen lived up to.

If your policy includes property insurance. Any
lawsuit to recover on a property claim must be-
gin within 2 years after the date on which the di-
rect physical loss or damage occurred. State
law gives you more time for property located in
these states:

*North Dakota, North Carolina,

Maryland - 3 years;

*Wyoming -4 years; and

eKansas, Nebraska - S years.

if your policy includes liability insurance. No one
can sue us on a liability claim until the amount
of the protected person's liability has been fi-
nally decided either by a trial or by a written
agreement signed by the protected person, by
us and by the party making this claim. Once h-

£0701 J5$ £-84 Pci/Ufld in U.S. A

IStfeUl

abiiitv nas been determi«ag Ov (Uag~erif c-: ,
written agreement, tne partv making tne c:a,”™
may be able to recover under tus poticv, up to
the limns of coverage mat aop:v. 3ut mat oa't.
can t sue us directly or |0.nJS na suit agamst
the protected person untc 1.33-.,;, -as seen 53
determined.

If the protected person or ms or ner estate cces
bankrupt or oecomes insolvent, we n stm be cc
ligated under this policy.

Provision Required By Law

"This policy is issued unoer and in pursuance c?
the laws of the State of Minnesota, reiatmn to
Guaranty Surplus and Special Reserve Fun.s. '
Chapter 437, General Laws of 1909. (This pro-
vision apphes only if this policy is issued m m=
St. Paul Fire and Marine Insurance Company./



Loss Or Damage To Covered Property

If an accident or incident causes a property loss
that's covered under this policy you must:

1. Notify the police if a law may have oeen
broken.

2. Tell us or our agent what happened as soon
as possible. Include the time and place of the
event, a description of the property and the
names and addresses of any witnesses.

3. Oo what is reasonable and necessary to
protect covered property from further damage.
Keep a record of your expenses for
consideration in your claim.

4. If feasible, separate the damaged property
from the undamaged and make an inventory of
the damaged items. This doesn't apply to Auto
insurance if included in your policy.

5. Cooperate with us in the investigation and
settlement of the claim. Show us the damaged
property and any records you have to prove
your loss at such times as may reasonably be
required. Also permit us to take samples of
damaged property for inspection, testing, and
analysis. If your loss involves a covered auto,
permit us to inspect the auto before it is
repaired or disposed of.

6. Allow us to question you under oath at such
times as may b« reasonably required about any
matter relatinfto this insurance or your claim,
including yoorfcooks and records. If we do,
you agree to sign acopy of your answers.

7. Send us a signed, sworn statement of loss
containing the information we request to
investigate the claim. You must do this within
SO days after our request. We'll supply the
forms. We'll pay within 30 days after we reach
agreement with you.

40755 Ed.10-86 Printed in U.S.A.
end
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Someone Is Injured Or Something Happens Which
Can Result In A Liability Claim

If an accident or incident occurs that may
involve this policy, you or any other protectea
person involved must:

1. Notify the police if a law may have been
broken.

2. Tell us or our agent what happened as soon
as possible. Do this even though no claim has
been made but you or another protected person
is aware of having done something that may
later result in a claim. This notice should
include:

*The time and place of the event;

The protected person involved,;

The specific nature of the incident including
the type of claim that may result; and

eThe names and addresses of any witnesses
and injured people.

Important Exception For Hospitals
If Professional Hospital Liability Protection -
Claims Made is included in this policy, we won't
consider a "Patient Incident Report" or "Vari-
ance Report" to be your report of a claim made
- even if you send it to us or one of our agents.

3. Sand us copies of all demands or legal docu-
ments if someone makes a claim or starts a
lawsuit.

4. Cooperate and assist us in securing and
giving evidence, attending hearings and trials,
and obtaining the attendance of witnesses.

5. Not assume any financial obligation or pay
out any money without our consent. But this
rule doesn't apply to first aid given to others at
the time of an accident.

What To Do If You Have A Loss



PREJUDGMENT INTEREST ENDORSEMENT astfeui

This endorsement changes your:

How Your Coverage Is Changed Other Terms

Vour Liability Protection is changed by adding All other terms of your policy remain the same.

the following to the Additional Benefits
section.

Prejudgment interest We'll pay the prejudgment
interest awarded on that part of any judgment
we pay. 8ut if we make an offer to pay the limit
of coverage that applies, we won't pay the pre-
judgment interest that accumuiates after the

date of our offer.

Endorsement___to Insuring Agreement.
«

433%0 _IIEId.5-84 Printad in U.S.A.
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REPORT
YEAR

1982
1983
1984
1985
1986
1987
salllss

TOTALS

REPORT
YEAR

1982
1983
1984
1985
1986
1987

TOTALS

REPORT
YEAR

1982
1983
1984
1985
1986
1987

TOTALS

QUANTITY

CLAIMS

595
660
662
811
635
659

4,022

QUANTITY
CLAIMS

77
66
58
67
69
76

413

QUANTITY
CLAIM5

49
50
48
59
54
52

312

EARNED
PREMIUM

$17,889,490
21,186,512
25,677,303
34,469,869
45,306,249
55,612,065

$200,141,488

EARNED
PREMIUM

$ 2,907,823
3,298,398
3,939,474
5,116,721
6,569,294
9,222,907

$31,054,617

EARNED
PREMIUM

$ 2.572,536
2,455,518
2,873,114
3,364,849
5,126,260
6,509,527

$23,401,804

PAID
LOSS

$13,579,982
6,584,016
9,324.311
9,170.537
3,280,682
1,157,647

$43,097,175

PAID
LOSS

$1,152,407
931,254
2,459,148
846,894
1,399,882
149,950

$6,939,535

MINNESOTA

PAID LOSS
EXPENSE

$ 2,566,569
1,888,960
2,267,169
2,756,639
1,282,389

454,174

$11,215,900

PAID LOSS
EXPENSE

$ 921,361
507,344
1,155,779
663,964
616,777
195,066

$4,060,291

COMBINED COMPANIES
LOSS EXPERIENCE

OUTSTANDING
LOSS RESERVE

$ 1,840,000
2,890,501
7,850,000
16,608,353

21,075,356
26,701,391

$76,965,601

COMBINED COMPANIES
LOSS EXPERIENCE
NORTH DAKOTA

OUTSTANDING
LOSS RESERVE

$ 645,000
125,000
680,000

2,126,000
3,100,000
4,958-000

$11,834,000

COMBINED COMPANIES

PAID
LOSS

$1,301,980
214,614
226,205
630,623
550,282
685,474

$3,609,178

LOSS EXPERIENCE
SOUTH DAKOTA

PAID LOSS
EXPENSE

$ 345,782
117,394
123,179
456,637
172,648
111,813

$1,327,453

OUTSTANDING
LOSS RESERVE

$ 70,000
25,000
50,000

940,000
2,944,500
996,500

$5,026,000

OUTSTANDING
LOSS EXP.

$ 177,822
458,015
1,266,545
2,311,973
4,123,340
5,812,193

$14,149,888

OUTSTANDING
LOSS EXP.

$ 91,328
16,718
144,862
211,323
1,004,435
552,172

$2,020,838

OUTSTANDING
LOSS EXP.

$ 20,855
73,791
19,630

183,685
509,662
552,165

$1,359,788

APPENDIX B

TOTAL LOSSES
and RESERVES

$ 18,164,373
11,821,492
20,708,025
30,847,502
29,761,767
34,125,405

$145,428,564

TOTAL LOSSES
and RESERVES

$ 2,810,096
1,580,316
4,639,789
3,848,181
6,121,094
5,855,188

$24,854,664

TOTAL LOSSES
and RESERVES

$ 1,738,617
430,799
419,014

2,210,945
4,177,092
2,345,952

$11,322,419

LOSS
RATIO

101.5X
55.8
80.6
89.5
65.7
61.4

72.7X

LOSS
RATIO

96.61
47.

9
8
75.2
93.2
63.5

80.01

LOSS
RATIC

67.62
17.5
14.6
57.2
31.5
36.0

*8.4:



APPENDIX C

LOSS PAYMENT AND OPEN RESERVE

DISTRIBUTION COMPARISON

Number of Payments Number of Reserves

Payment/Reserve Distribution (Closed Claims) (Open Claims)
S - 0 2,707 0
1- 999 82 55
1.000 - 4,999 182 28
5.000 14,999 199 165
15.000 24,999 111 109
25.000 49,999 151 145
50.000 99,999 112 179
100,000 249,999 97 157
250.000 - 499,999 33 97
500.000 - 999,999 12 26
1,000,000 - Over 3 8
Unknown 0 89
TOTAL 3,689 1,058
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