PENNSYLVANIA PROFESSIONAL LIABILITY
JOINT UNDERWRITING ASSOCIATION

HICKORY POINTE
2250 HICKORY ROAD, SUITE 125
PLYMOUTH MEETING, PA 19462

Wednesday, April 29, 2015

Pennsylvania Insurance Department
Bureau of Property and Casualty Insurance

1311 Strawberry Square
Harrisburg, PA 17120

Attn: Mark Lersch

PHONE (610) 828 - 8890
FAX (610) 825 —0688
Email: Insurance@PAJUA.com

Insuran HPECGEWEE
Ce Product Requlati
and Adminéstraﬁogn i

APR 30 2015

Pennsyivania
Insurance Dapartmani

Re: Pennsylvania Professional Liability Joint Underwriting Association's Rates and Rules

Dear Mr. Lersch

This letter and the April 29, 2015 letter of our consulting actuary, including exhibits attached thereto, are
submitted as a filing by the Pennsylvania Professional Liability Joint Underwriting Association (JUA) to

make no revisions to our rules and rates for health care providers.

If there are any questions please contact me at 610-828-8890 or our consulting actuary, Chris Tait at 610-

687-5644.

Sincerely,

Ao . ek

Susan Sersha, President
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= Milliman

1550 Liberty Ridge Drive, Suite 200
Wayne, PA 19087-5572

Tel +1610 687-5644

Fax +1610 687-4236

Apl’" 29, 2015 www.milliman.com

Susan M. Sersha, President

Pennsylvania Professional Liability Joint Underwriting Association
2250 Hickory Road, Suite 125

Plymouth Meeting, PA 19462-1638

Re:  Pennsylvania Professional Liability Joint Underwriting Association’'s Rate Change

Dear Susan:

The purpose of this letter is to provide actuarial documentation in support of the Pennsylvania
Professional Liability Joint Underwriting Association’s (JUA's) rate filing. The JUA is proposing
no change to the current rates.

Rate Change Indication
Non-Institutional Health Care Providers

The rate change indication, reflecting a loss cost selection based on JUA claims-made,
occurrence, and tail experience combined (including a small amount of institutional providers
experience), is provided in Exhibit 1, Page 1 for a base class, base territory occurrence policy.
The loss cost selection is based on a loss cost trend rate of 2.90% (based on our review of JUA
and other companies’ data in rate filings), an investment earnings rate of 3.50%, and an
effective date of January 1, 2016. No profit margin is included.

The losses underlying our indications have been a) developed to their ultimate level, b) trended
to January 1, 2017, c) adjusted to a $500,000 per claim limit, and d) adjusted to reflect the
additional retained losses due to the elimination of Section 715 coverage by Mcare. Also, the
claims-made and tail losses have been adjusted to reflect what they would have been had the
underlying policies been written on an occurrence form.

The premium underlying our indications have been adjusted to a) the current JUA rate level and
b) a $500,000 per claim limit. The claims-made and tail premiums have also been adjusted to
reflect what they would have been had the underlying policies been written on an occurrence
form.

Methods 1 and 3:

The loss cost indications in Method 1 (Exhibit 1, Page 6a) and Method 3 (Exhibit 1, Page 8) are
based on taking a weighted average of the historical occurrence equivalent estimated ultimate
loss per exposure ratios.
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The exposures in column (3) of Exhibit 1, Page 6a were derived by dividing the $500,000 limit
occurrence equivalent earned premium at current rate level in column (2) by the current JUA
base rate (i.e., the rate for Family Practice — No Surgery in Philadelphia). Thus, they represent
full-time equivalent physician counts, adjusted to reflect the impact of class relativity, territory
relativity, claims-made factor, and the JUA's surcharge plan.

In Exhibit 1, Page 8, the exposures have also been adjusted to remove the average surcharge.
Column (2) of Exhibit 1, Page 8 shows the JUA’s historical surcharge revenue as a percentage
of the manual rates. For the projected 2016 policy period, we expect the average surcharge to
be 23.0% of the manual premium.

Methods 2 and 4:

The loss cost indication in Method 2 (Exhibit 1, Page 7) is a regression model of the loss per
exposure ratios underlying Method 1.

The loss cost indication in Method 4 (Exhibit 1, Page 9) is a regression model of the loss per
exposure ratios underlying Method 2, where exposures have been adjusted to remove the
average surcharge, which gets loaded back in after being fit to the regression model.

As the graphs on Exhibit 1, Page 7 and Exhibit 1, Page 9 show, historically the JUA ultimate
loss costs have generally varied inversely with the JUA’'s premium volume. However, given the
variability in the data points for the low volume years, we have given these projections zero
weight in selecting the projected base classi/territory loss cost.

Our selected loss cost is on Exhibit 1, Page 4. Based on the results of our analysis, the
indicated base rate change for a base class/base territory individual is -2.04% (Exhibit 1, Page
1). The selected base rate change is 0.0%.

Book of Business

The number of JUA policies in force has decreased 13.1%, 9.2%, and 16.4% over the past
three years. Thus, it appears that the market for medical malpractice in Pennsylvania has
become more competitive over the last few years, with the JUA policies in force peaking in
February, 2004. We expect that the JUA will retain risks that have relatively higher loss costs
as more of its insureds find coverage in the standard market, leading to a higher ultimate loss
costs for the projected policy writing period. The selection of the loss cost for the policies to be
written between January 1, 2016 and December 31, 2016 reflects an estimated JUA annual
base class/territory occurrence coverage equivalent policy count of 180 (see Exhibit 1, Page 7).

Expense Ratio

The historical JUA expense ratios also vary inversely with premium volume. Because a
significant portion of the JUA's expenses are fixed (i.e., they do not vary directly with premium
volume), the JUA expense ratios tend to increase as the premium volume decreases. Exhibit 1,
Page 2 provides a summary of the JUA expense ratios for calendar years 1997 through 2014.
Based on the information provided in that exhibit, along with information provided by the JUA
staff, we have made the following selections:
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Expense
Component Selection Comments
Administrative Fees 3.00% 5% of the premium, subject to a $2,500 maximum for individual
health care providers and corporations and $10,000 maximum
for hospitals and nursing homes.
Premium Taxes 2.00%  Varies directly with premium.
General Expenses 8.00%  30% of these expenses are variable, based on a review of
historical data.
Finance and Service Charges -0.60%  50% of these expenses are variable, based on a review of
historical data.
Total Expenses 12.40%
Total Variable Expenses 7.10% = 3.00% + 2.00% + (8.00% * 30%) - (-0.60% x 50%)

A review of historical expense ratios performed by the JUA implied that 30% of the General
Expenses and 50% of the Finance and Service Charges are variable and the remaining 70%
and 50%, respectively, are fixed. Exhibit 1, Page 3 shows the derivation of the $750 fixed
expense provision.

The administrative fee schedule has historically been 5% of premium, subject to a $1,000
maximum for individual health care providers. Effective January 1, 2014, the JUA increased the
maximum to $2,500.

JUA Operating Structure

The JUA operates on a typical underwriting model, and pays claims and expenses out of
premiums collected and any earnings on invested premiums. In order to maintain as much
flexibility as possible, professional services such as actuarial, legal and investment
management are outsourced. The JUA also outsources claims handling when claim volume
increases.

While the number of employees has varied over time with the premium volume, it is currently
low by historical levels. The JUA has reduced the cost of rent on the space it occupies and
changed to a paperless environment. Because of the terms of the current lease at a
significantly low rate offered by the landlord to remain in the current space, the JUA still has a
relatively large space when compared to operational needs. However, the JUA will continue to
maintain some excess space capacity to allow for a rapid increase in staffing levels, if needed.
This extra capacity also applies to such things as the number of phone lines and office
equipment.

The current JUA staffing levels are the lowest they can be to be able to properly respond to a

significant hardening of the market, such as 2002-2003. There remains capacity at the current
staffing level to handle two to three times the current premium volume without having to hire
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additional staff. Without a significant increase in the number of risks insured, the JUA's fixed
expenses will stay fairly flat in dollars; however, they may continue to increase on a per-policy
basis if the volume of business continues to decrease. This excess capacity is intentional as
when the market turns quickly, it is difficult to hire and train additional staff fast enough to
respond to the change.

The selected fixed expense provision in this rate filing was selected based a long-term average,
rather than on the more recent, low volume years. Similarly, in years when the JUA’s premium
volume was at its peak, the selected expense provision was higher than those indicated by the
JUA's data at that time. Effectively, the JUA built up “surplus” expenses in the peak years and
is now using that surplus to fund a portion of the expenses in the low volume years.

Investment Earnings Rate

The Indicated Rate Level Change reflects investment income by discounting the losses for the
time value of money at an annual effective interest rate of 3.50%.

The interest rate was provided to us by the JUA and is based on their assessment of future
investment returns. JUA selected the interest rate because they have greater familiarity with the
potential investment returns on their assets. We are not able to assess the reasonableness of
the selected interest rate without performing a substantial amount of additional work beyond the
scope of our assignment. As such, we express no opinion on the appropriateness of the
interest rate.

Future rates of return are not guaranteed and may exceed or fall below the assumed rate. Also,
the actual timing of loss payments is subject to variability. Differences between actual and
expected rates of return and timing of payments from those underlying our estimates may have
a material effect on the amount of the discount. Further our projections assume the existence of
valid assets underlying the unpaid claim liabilities and that these assets will generate the cash
flow underlying the discounting. We have not reviewed the held assets.

Institutional Health Care Providers

In 1996, when the JUA’s rates were designated to be the “prevailing primary premium” for
determining Mcare (formerly the Medical Professional Liability Catastrophe Loss Fund)
assessments, a rate level was established for all health care providers in such a manner as to
establish parity between the institutional and non-institutional rates. Since then, overall rate
level changes have been applied equally to institutional and non-institutional rates to maintain
that parity.

As you know, the JUA has written insufficient institutional premium to provide actuarial data to
support the JUA’s decision to apply no rate change to its rates for institutional policyholders
(including Professional Corporations and Birth Centers). However, the broader implications of
changes to Mcare assessments due to changes made by the JUA to its rate structure have
been considered. The decision to not change the JUA’s institutional base rates since there is
no proposed change to the non-institutional rates, is reasonable in that context.

Milliman



Susan M. Sersha
April 29, 2015
Page 6 of 7

Use of Milliman Name

Any reader of this report agrees that they shall not use Milliman’s name, trademarks or service
marks, or refer to Milliman directly or indirectly in any third party communication without
Milliman's prior written consent for each such use or release, which consent shall be given in
Milliman’s sole discretion.

Data

In performing this analysis we have relied on data and other information provided to us by the
JUA, as well as information included in various insurance carrier rate filings and information
produced by the Insurance Services Office. We have not audited or verified this data and
information. If the underlying data or information is inaccurate, our analysis may likewise be
inaccurate. In that event, the results of our analysis may not be suitable for the intended
purpose.

We have performed a limited review of the data used directly in our analysis for reasonableness
and consistency, and have not found material defects in the data. If there are material defects
in the data, it is possible that they would be uncovered by a detailed, systematic review and
comparison of the data to search for data values that are questionable or relationships that are
materially inconsistent. Such a review was beyond the scope of our assignment.

Variability of Results

Any estimate of future loss and LAE payments for liability coverages, especially medical
professional liability, is necessarily subject to a substantial amount of uncertainty due to the
unpredictability of changes in inflation, the legal system, and claims handling, among other
variables. The estimates developed in this report represent our actuarial central estimates
based upon the available data. However, our central estimate should be viewed as the average
of a wide range of possible outcomes.

Exceptions to Actuarial Standards of Practice

Although the JUA rates were developed “attempting to comply with Actuarial Standards of
Practice and the CAS Statement of Principles Regarding P&C Insurance Ratemaking, it also
recognizes that it has a unique role as defined in Subsection C. of the Medical Care Availability
and Reduction of Error Act ("The Act") to offer medical professional liability insurance covering
the provision of health care services in the Commonwealth of Pennsylvania in accordance with
Section 732 of The Act. As discussed above in the JUA Operating Structure section, the JUA
maintains a higher expense structure than might be necessary in the current environment,
taking a longer term view of fixed expense provision in the rates.
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Changes to Rate Classifications and Rating Territories

Changes are made to the JUA's rate structure when the JUA has access to data that implies the
need for a class or territory change. The volume of data underlying the JUA is not sufficient on
its own to justify a re-evaluation of either the specialty/county structure or their relativities.
Therefore, there are no proposed changes to the current class/territory structure or relativities.

Estimation of Trend Rates
Exhibit 3 provides support for the trend rate selection (2.90%) used in Exhibit 1.

Tail and Gap Factors

There are no proposed changes to the tail and gap factors.

Limitations
Distribution of Report

Milliman's work has been prepared solely for the internal use of the JUA. No portion of
Milliman’s work may be provided to any other party without Milliman’s prior written consent.
Milliman does not intend to benefit or create a legal duty to any third party recipient of its work.
Milliman’s work may not be filed with the SEC or other securities regulatory bodies. In addition,
references to Milliman or its estimates in communication with third parties are not authorized.
Should the JUA make reference to the engagement of an independent actuary (without
specifically identifying Milliman) in any SEC filing, the SEC may require disclosure of the name
of the actuary. Such disclosure is prohibited without Milliman's prior written consent.

Milliman’s consent to release its work product to any third party may be conditioned on the third
party signing a Third Party Release Agreement, subject to the following exceptions:

(a) The JUA may provide a copy of Milliman’s work to its accounting auditor (“Auditor”) to be
used solely for audit purposes. In the event the Auditor's audit reveals any error or
inaccuracy in the data underlying Milliman’s work, Milliman requests the Auditor or the
JUA notify Milliman as soon as possible.

(b) The JUA may provide a copy of Milliman’s work to governmental entities, as required by
law.

(c) The JUA may provide a copy of Milliman's work to the Mcare Fund, provided they agree
not to distribute it further.

In the event Milliman consents to release its work product, it must be provided in its entirety.
We recommend that any such party have its own actuary or other qualified professional review
the work product to ensure that the party understands the assumptions and uncertainties
inherent in our estimates. No third party recipient of Milliman's work product should rely upon
Milliman’s work product.
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As required by The Act, the JUA’s occurrence coverage rates serve as the prevailing primary
premium for establishing the Mcare assessments for all Pennsylvania Health Care Providers, so
rate stability is an additional goal of the JUA. The rates for lower rated classes are sensitive to
the fixed expense assumption. An increase in the fixed expense provision would
disproportionately increase the rates for the lower rated classes and, thus, disproportionately
increase the Mcare assessments for those classes (while lowering the assessments for higher
rated classes).

Qualifications

[, Christopher Tait, am a Principal and Consulting Actuary for Milliman. | am a Member of the
American Academy of Actuaries and a Fellow of the Casualty Actuarial Society, and | meet the
qualification standards to render the actuarial opinion contained herein.

If you have any questions or need any additional information, please give us a call.

Sincerely,

LB T

Christopher Tait, FCAS, MAAA
Principal and Consulting Actuary

Milliman
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