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Objection Letter

Objection Letter Status Pending Industry Response

Objection Letter Date 04/02/2010

Submitted Date 04/02/2010

Respond By Date

Dear Judy Shepperd,

This will acknowledge receipt of the captioned filing. 

 

For any med mal filing, the medical malpractice survey form # MMPCS must be completed in the Excel format.  I

cannot accept the scanned form because I must forward to my Director in Excel format. The form may be accessed

here: http://www.insurance.arkansas.gov/PandC/RR23Forms/MM%20Survey%20FORM%20MMPCS.xls

 

We must also ask that you complete Form PC-RLC that is required under Rule & Regulation 23. This form may be

accessed here:

 

http://www.insurance.arkansas.gov/PandC/RR23Forms/FORM%20RF-1%20Rate%20Filing%20Abstract.doc

 

Please chose “RF-1” which will direct you to Form PC RLC. Please disregard the title “NAIC Loss Cost Data Entry

Document”. Under #2, please inform this IS NOT a “Loss Cost” filing.

 

Thanks!
 

Please feel free to contact me if you have questions.

Sincerely, 

Edith Roberts

Response Letter

Response Letter Status Submitted to State

Response Letter Date 04/06/2010

Submitted Date 04/06/2010
 

Dear Edith Roberts,
 

Comments: 

As requested, the filing has been revised to include the requested forms shown in below Response 1 Comments.
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Response 1
Comments: The following forms are attached:

1. Rate Filing Form PC RLC, RF-1

2. Malpractice Premium Comparision Survery Form MMPCS in excel format
 

Changed Items: 
 

Supporting Document Schedule Item Changes 

Satisfied  -Name: NAIC loss cost data entry document

Comment: The following documents are submitted in support of API's rate filing:

1. Actuarial Analysis of Proposed Rate Levels prepared by Milliman

2. Malpractice Premium Comparision Survey Form MMPCS

3. Rate/Rule Filing Schedule PC RRFS-1

 

4/6/2010:  As requested Rate Filing Form PC RLC RF-1 is attached.  Also, Malpractice Premium Comparision Survey

Form MMPCS in excel format is attached.
 

No Form Schedule items changed.
 

 

No Rate/Rule Schedule items changed.
 

 

Sincerely, 

Judy Shepperd
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Attachments
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Filed 04/21/2010 General Rules GR-AR 1
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Supporting Document Schedules

Item Status: Status
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Bypassed  - Item: NAIC Loss Cost Filing Document

for OTHER than Workers' Comp

Filed 04/21/2010

Bypass Reason: Does not apply

Comments:

Item Status: Status

Date:

Satisfied  - Item: NAIC loss cost data entry document Filed 04/21/2010

Comments:

The following documents are submitted in support of API's rate filing:

1. Actuarial Analysis of Proposed Rate Levels prepared by Milliman

2. Malpractice Premium Comparision Survey Form MMPCS

3. Rate/Rule Filing Schedule PC RRFS-1

 

4/6/2010:  As requested Rate Filing Form PC RLC RF-1 is attached.  Also, Malpractice Premium Comparision Survey

Form MMPCS in excel format is attached.

Attachments:

Actuary Filing Memo.pdf

Form RRFS-1.pdf

Form PC RLC RF-1.pdf

MMPCS Rate Filing Survey Form 6.1.10.xls

Item Status: Status

Date:
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Item Status: Status

Date:
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AMERICAN PHYSICIANS INSURANCE COMPANY 
 

ARKANSAS PHYSICIANS PROFESSIONAL LIABILITY 
ACTUARIAL ANALYSIS OF PROPOSED RATE LEVELS 

EFFECTIVE JUNE 1, 2010 
 

 
 
This memorandum has been prepared in support of American Physicians Insurance Company’s (APIC) 

proposed base rate change for Arkansas physicians professional liability (PPL) coverage effective 

June 1, 2010. 

 

APIC has revised its schedule and specialty rating from the previous filing effective April 1, 2008.  

Additionally, it has revised the expense assumptions from the previous filing.   

 

Due to the lack of sufficient historical APIC-specific premium and claims experience in Arkansas, we have 

reviewed the Arkansas PPL rate filing of First Professionals Insurance Company (FPIC) effective 

March 1, 2003 in order to evaluate APIC’s rate level requirements for providing PPL coverage in 

Arkansas.  According to the Medical Liability Monitor, FPIC has not changed rates since this filing.  FPIC 

is one of the larger providers of PPL coverage in Arkansas and hence, APIC believes the FPIC rate filing 

provides a representative source for estimating expected PPL claim costs in Arkansas from May 1, 2009 

to May 31, 2010. 

 

The key assumptions underlying APIC’s proposed rates are summarized below: 

 

1) APIC has assumed that the estimated expected loss and Defense and Cost Containment (DCC) for 

an Arkansas base schedule physician reflected in the FPIC manual rates, assumed to be effective 

March 1, 2003, are representative of the claims experience APIC expects to incur on its Arkansas 

book of business.  These losses were then trended forward from May 1, 2009 to June 1, 2010 using a 

5% trend factor.  See Exhibits 1 and 2 for details of the expected loss and DCC pure 

premium derivation; 
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Milliman 

2) Based on an American Medical Association (AMA) distribution of physicians by specialty schedule in 

Arkansas, we estimated overall weighted average relativities for APIC’s and FPIC’s schedule plans.  

Our analysis shows that, on an overall basis, FPIC’s pure premium should be increased by 12.0% to 

offset the lesser premium income to APIC due to schedule plan differences.  Exhibit 3 summarizes 

the details of this calculation; 

 

3) APIC changed its expense assumptions as shown in Exhibit 5; 

 
 

4) APIC’s proposed claims-made rate structure includes an explicit provision to fund the anticipated 

waiver of the reporting endorsement in the event of death, disability or retirement (DDR).  Specifically, 

APIC’s proposed claims-made rates include a provision equivalent to 1.0% of premium to fund 

this exposure; 

 

5) APIC’s proposed claims-made rates include a provision to fund the cost of obtaining reinsurance.  

Specifically, APIC’s proposed claims-made rates include a provision equivalent to 1.0% of premium to 

fund this cost; 

 

6) Our proposed base rates utilize a target combined ratio of 103.5%, broken down as follows: 

 
PROVISION RATIO 

Loss & DCC Ratio 76.9% 
Underwriting Expenses (Incl. AOE and DDR) 26.6% 

Target Combined Ratio 103.5% 
 
 
Based on these assumptions, Exhibit 4 derives our indication of APIC’s manual base rate of $10,964.  

The overall average rate level change is -1.9% primarily due to the decrease in expense assumptions. 
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Act 649, The Civil Justice Reform Act of 2003 

According to Bulletin No. 2-2003, issued by the Arkansas Insurance Department: 

 

Every licensed insurer submitting a rate filing for any professional liability shall do the following: 

 

1. Provide an analysis, based on actuarial principles and standards of practice, of the impact of the Act; 

2. Implement any reduction to its rates consistent with that analysis; and 

3. Explain the Act’s impact on underwriting, such as whether any existing restrictions will be liberalized. 

 

The Act affects punitive damages, joint and severe liability, and implements other aspects of civil 

justice reform. 

 

Since the FPIC filing we relied upon for the base rates was effective prior to the Act and Bulletin, we 

believe it is not included in the analysis.  We also note FPIC has not increased its rates since 2003.  

Therefore, we believe the savings from Act 649 may have offset the expected inflation during that time 

period.  However, we also reviewed a State Volunteer Mutual Insurance Company (SVMIC) rate filing 

effective May 15, 2007.  Included in the filing is the following statement: 

 

“Based on the current circumstances and current available data, the impact of this Act is not 

quantifiable at this time.  However, SVMIC has judgmentally considered the potential impact of 

the Act in interpreting recent changes in frequency and severity, and in projecting the cost for 

the future year.  SVMIC will continue to monitor the impact as new information becomes 

available.” 

 

We compared FPIC and SVMIC’s loss costs, and SVMIC’s was marginally higher than FPIC’s.  

Therefore, we believe that we have followed the instructions of Bulletin No. 2-2003 in this filing.  We have 

also not changed our loss cost assumptions from the April 1, 2008 filing. 

 
 

 
♦     ♦     ♦     ♦     ♦ 
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Respectfully submitted, 
 

 
 
Peter G. Wick, FCAS, MAAA 
Principal and Consulting Actuary 
 

 
 
Carl X. Ashenbrenner, FCAS, MAAA. 
Principal and Consulting Actuary 
 
PGW/CXA/bas 
 
March 25, 2010 
 
J:\CLIENT\PIE\2010\3March\Filing Memo-AR PPL-6-1-10.docx 
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AMERICAN PHYSICIANS INSURANCE COMPANY

Arkansas Physicians and Surgeons Professional Liability
Derivation of FPIC Mature Claims-Made Loss & ALAE Pure Premium

(1) First Professionals Insurance Company (FPIC) Filed $1,000,000 / $3,000,000 Limits, Mature Claims-Made,
Family Practice - No Surgery Manual Rate (Effective March 1, 2003) 6,936

(2) FPIC Indicated Rate Change 24.6%

(3) FPIC Filed Rate Change 20.0%

(4) FPIC Indicated $1,000,000 / $3,000,000 Limits, Mature Claims-Made,
Family Practice - No Surgery Manual Rate (Effective March 1, 2003);  (1) * [ 1 + (2) ] / [ 1 + (3) ] 7,202

(5) FPIC Overall Average Credit 10.0%

(6) FPIC Proposed $1,000,000 / $3,000,000 Limits, Mature Claims-Made,
Family Practice - No Surgery Collected Rate (Effective March 1, 2003);  (4) x [ 1 - (5) ] 6,482

(7) FPIC Target Loss and LAE Ratio (Including DDR) 78.6%

(8) FPIC ULAE Load at $1,000,000 / $3,000,000 Limits 0.0%

(9) FPIC DDR Load at $1,000,000 / $3,000,000 Limits 5.0%

(10) FPIC Target Loss and ALAE Ratio (Excluding DDR); (7) / [1 + (8)] / [1 + (9)] 74.9%

(11) FPIC Proposed Undiscounted Loss and ALAE, $1,000,000 / $3,000,000 Limits, Mature Claims-Made,
Family Practice - No Surgery Pure Premium, Excluding DDR (Effective March 1, 2003);  (6) x (10) 4,852

(12) Trend Factor from FPIC's Assumed Effective Date of May 1, 2009 to June 1, 2010 Effective Date at 5.0% Annual Trend 1.054 1

(13) Trended to June 1, 2010 FPIC, Proposed Undiscounted Loss & ALAE, $1,000,000 / $3,000,000 Limits,
Mature Claims-Made Family Practice - No Surgery Pure Premium, Excluding DDR;  (11) x (12) 5,114

1 According to the October 2009 Medical Liability Monitor, FPIC's rates effective March 1, 2003 were still in effect in 2009

Exhibit 1
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AMERICAN PHYSICIANS INSURANCE COMPANY

Arkansas Physicians and Surgeons Professional Liability
Selection of APIC Mature Claims-Made Loss & LAE Pure Premium

(1) Trended to June 1, 2010 FPIC, Proposed Undiscounted Loss & ALAE, $1,000,000 / $3,000,000 Limits,
Mature Claims-Made Family Practice - No Surgery Pure Premium, Excluding DDR 5,114

(2) FPIC Pure Premium Adjustment to reflect difference in Schedule Plan 1.120

(3) Indicated (from FPIC) APIC Undiscounted Loss & ALAE, $1,000,000 / $3,000,000 Limits, Mature Claims-Made,
Family Practice - No Surgery Pure Premium (Excluding DDR);  (1) x (2) 5,726

Exhibit 2
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AMERICAN PHYSICIANS INSURANCE COMPANY

Arkansas Physicians and Surgeons Professional Liability
Change in Schedule Plan

Proposed Current
AMA AMA

APIC Distribution APIC Distribution APIC Average
Proposed of Physician Proposed of Physician Current FPIC
Schedule Population Relativity Population Relativity Relativity

1 59.9% 1.000 59.0% 1.000 0.988
1A 0.0% In Active 1.7% 1.100 NA
2 12.2% 1.400 11.4% 1.793 2.006
3 0.5% 2.600 0.5% 2.137 2.700
5 8.9% 2.800 8.9% 2.653 2.981

5A 1.3% 3.184 1.3% 3.184 3.000
6 1.3% 2.600 1.3% 2.250 2.731
9 4.4% 3.500 4.4% 3.283 4.550

10 0.8% 5.900 0.8% 5.978 6.600
17 1.7% 1.800 1.7% 1.390 1.800
36 0.1% 1.500 0.1% 1.087 1.800
37 5.5% 1.250 5.5% 1.413 1.435
41 3.3% 3.254 3.3% 3.537 4.250
42 0.2% 2.389 0.2% 2.597 3.000

Total 100.0% 1.519 100.0% 1.545 1.700

Change in Class Plan (For FPIC Proposed Relativities) = 1.700 / 1.519 = 1.120.

Exhibit 3
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AMERICAN PHYSICIANS INSURANCE COMPANY

Arkansas Physicians and Surgeons Professional Liability
Derivation of Mature Claims-Made Rate - Entire State

(1) APIC Undiscounted Loss & ALAE, $1,000,000 / $3,000,000 Limits, Mature Claims-Made,
Family Practice - No Surgery Pure Premium (Excluding DDR) 5,726

(2) APIC Target Combined Ratio
a) Loss & ALAE Ratio (Excluding DDR) 76.9%
b) Expense Ratio (Including ULAE and DDR) 26.6%

c) Target Combined Ratio 103.5%

(3) Indicated APIC Mature Claims-Made Family Practice - No Surgery, Collected Rate,
$1,000,000 / $3,000,000 Limits, Effective June 1, 2010;  (1) / (2a) 7,442

(4) Assumed Overall Average Credit 32.1%

(5) Indicated APIC Mature Claims-Made Family Practice - No Surgery Manual Rate,
$1,000,000 / $3,000,000 Limits, Effective June 1, 2010;  (3) / [ 1 - (4) ] 10,964

Exhibit 4



Milliman 

 AMERICAN PHYSICIANS INSURANCE COMPANY
Arkansas Physicians and Surgeons Professional Liability

Comparison of Expense Assumptions

Current Proposed Notes
ULAE (AOE) Load 3.80% Current included in Management Fee

DDR Load 2.37% 1.00% Current as % of Loss&DCC; Proposed % of Premium
Reinsurance Costs 3.85% 1.00% Current as % of Loss&DCC; Proposed % of Premium

State Taxes & Fees 2.50% 2.55% % of Premium
Commission and Other Acquistion 9.00% 9.00% % of Premium

Fixed Expense 3.97% 2.00% % of Premium
Management Fee 13.50% 7.20% % of Premium

Total 35.20% 26.55%

Exhibit 5
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