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The Medical Proteéti&e Cc‘)mpan

October 30, 2003

Hon. Josa 0. Montamayor, Insuranca Commissloner
Texas Dapartment of Insurance

Proparty & Casually intake Unlt

Tower |, Room 460 A

333 Guadalupa Strest

Austin, TX 78701

RE: THE MEDICAL PROTECTIVE COMPANY - NAIC #11843
TEXAS PHYSICLANS & SURGEONS
COMPANY FILING # 08- TX- T3
OCCURRENCE, ENHANCED AND STANDARD CLAIMS MADE PROGRAMS

Ravised Base Rata Changs {+ 153 %)
Revisad Class Relalivity Revisions (+ 10%)
Ravised Increased Limit Revisions - 57%)
Revised Temlory Relativily Ravisions f+ 78%)
Clalms Mada Siap Revisions (+ 06%)

OCCURRENCE AND STANDARD CLAIMS MADE PROGRAMS
Add Defarred Premlum Paymani Rule

COMPREHENSIVE LIABILITY COVERAGE FOR HEALTH CARE PROVIDERS
Ravise Section lll- Physicians & Surgsons, Stale Rals Pagés :

PROPOSED EFFECTIVE DATE : June 01, 2004
Dear Hon. Montemayorn

The Madical Protective Company heraby submits for your raview end consideration tha above-captioned rate fling epplicable to ts Texas Physiclans &
Surgeons and Texas Comprahensive Liabillty Goverage for Health Care Providers programs. The company requasts June 01, 2004, as the eflective dats
for this submiaslon. _

Tha accompanying Actuarial Mamorandum provides suppoart for the pmpﬁsad rais changa, which consists of an Increasa 1o our filad base rals, revisions
to tha class relativlty, Incraased Imit revisions, tenitory relativity, claims mada step revisions and a rule addition. The overall premium sffect of this fillng s
+18.0%.

In addition, please find revised manual pages for Section Ill— Physiclans & Surgeons, for the Company’s Comprehanslve Uablllty Coveraga for Health
Care Providers program. Tha rales usad for (s program mirror thosa Used for the Company's Individual Physiclan & Surgeon Program, and therefora ara
balng Included In this submisslon, _ . ;

Revisad manual pages reflecting Lhe alorementioned madifications are enclosed along wilh & sall-addressed stamped envelopa. Upon complation of your
review, would you pleass stamp the duplicale copy of this submission and relum It lo us In ihe envalope provided,

Should you have any quastions regarding this flling, pleasa do nol hesltate to conlact me. Thank you,

Sincaraly,

Mallssa Cokar, Regulalory Spaclafist

The Medical Protective Company

5814 Reed Road

Fort Wayre, IN 46835-3568

(800)-348-4658, axt. 5833 -
(2604850733 {fax)

Enclosura(s)
MED 009007



THE MEDICAL PROTECTIVE COMPANY

TEXAS
PHYSICIANS AND SURGEONS
ACTUARIAL TORT REFORM MEMORANDUM

This memo explains our positien in reducing our rates to reflect the potential impact of-
HB 4, effective on September 1, 2003, and Proposition 12, passed by the Texas
Electorate on September 13, 2003, Exhibit I displays our rate need in the state of Texas
of 27% for occurrence and 41% for claims made. These indications have been reduced
by 6.5% to reflect potential savings from tort reform.

As outlined in a letter dated September 24, 2003, from Philip Q. Presley, Chief Actuary,
we quantified the impact that the three provisions in this letter would have on our rates.

¢ Reduction in the interest rate to measure pre- and post-judgment interest

(Article 6).

We have no data to calculate the impact of this provision. We believe that
adjustment of the interest rates in pre- and post-judgment constitute an
insignificant effect on our overall book.

 Limitations on non-economic damages (Article 10, Subchapter G).

Non-economic damages are a small percentage of total losses paid. Capping non-
economic damages will show loss savings ‘of 1.0%. Please refer to Tort Reform
Exhibit A.

° Periodic payment of future damages in cases where the present value of
future damages exceeds $100,000 (Article 10, Subchapter K),

This provision does not apply to damages already incurred and is a function of
total damages paid and policy limits. Tort Reform Exhibit B illustrates that the
estimated loss savings from this provision will be 1.1%.

Adding the three pieces gives us less than 3% in estimated savings in losses. When
applied to premium rates, the savings will be even less.  There are additioral
considerations as to why the potential impact of tort reform may be less than enticipated:

1. We write policy limits lower than some other companies. Therefore, our potential
savings will be less.
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The Medical Protective Company
Texas Physicians & Surgeons -
Page 2

2. Frequency has risen significantly this year. It will be at least a couple of years
before we can tell how much can be attributed to filings to beat the September
deadline and how much is a true increase in frequency.

3. The savings estimated by the 1996 Tort Reform did not materialize completely.

4. With big dollars at stake, plaintiff attorneys will find ways to shift costs from non-
economic to economic damages.

5. Tt is unknown how the judicial system will react to the provisions. Medical
malpractice victims with serious injuries who will be receiving less non-economic
damages than before may be looked upon very favorably by juries and/or judges.

6. There may be “cap-busters.” For example, in Jenkins v. Patel, Michigan Court of
Appeals, 4/1/2003, it was ruled that the cap on non-economic damages does not
apply to wrongful death cases.

The most significant reason for no further reduction is the uncertainty. Potential savings
will not be seen for at least a couple of years. If these savings do not materialize we will
have provided valuable services to physicians in Texas at inadequate rates. So we can
continue our service we cannot reduce our rates more than 6.5%. In fact, because we are
reducing our rates before savings can materialize we are putting ourselves at risk with
possible inadequate rates. We view the 6.5% decrease in our indication as an act of faith
with the Department and reflects a middle ground between the company’s view of the
impact of tort reform and the expected tort reform savings reflected in other estimates.

Each year we reevaluate our book, and fewer or greater savings will matcnahze in our
data. We can then reflect any difference in future rate changes.
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“The Medical Protective Company ~

Tort Reform Exhibit A
$250,000 Cap (Secure)

"ITo estimate savings on a $250,000 cap on non-sconomic damages for 2004, we stratified our losses
into different layers. The losses are then projected to the year 2004. We then estimated what
portion in each layer would be consldered non-economic damages. Tha losses gliminated were
calculated by subtracting $250,000 from column (2) and dlviding by the midpolnt of the payment range.
1) (2) (3) 4)
‘ %
%, of Projected Losses Eliminated
L.osses In Estimated to be by
Paymerts Layer Non-Economilc $250,000 Cap (1) x (3)
1-$100,000 10.0% 0 0.0% 0.0%
$400,004-$200,000 14.9% -0 0.0% 0.0%
$200,001-$500,000 36.6% -0 0.0% 0.0%
$500,001-$750,000 24.1% 100,000 0.0% 0.0%
$750,001-$1,000,000 8.4% 280,000 3.4% 0.3%
Over $1,000,000 8.0% 400,000 12.5% 0.8%
Estimated Loss Savings 1.0%
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© " The Medical Protective Company

Tort Reform Exhibit B
Periadic Payments of Future Damages

To estlmate savings on structured payments for 2004, we stratifled our losses Into different layers. The
josses are trended to the-year 2004. We then estimated the proportion of each layer would be paid in
alump sum. The remalnder of each layer would be the part eligible fora structured payment.

(1) (2) (3) (4)
°, of Losses Pald
% of Projected % of Losses for Future
Losses In Paid as Beneflts
Payments Layer _ Cost to Date ' 1.0 -(2) (1) % (3)
1-%400,000 10.0% 100% 0% 0.0%
$100,001-$200,000 14.9% 85% 5% 0.7%
$200,001-$500,000 ‘ 36.6% 75% 25% 9.2%
$500,001-$760,000 24.1% 60% 50% 12.1%
$750,001-$1 ,000,000 8.4% 35% 65% 5.5%
Over $1,000,000 . 6.0% 20% B0% 4.8%
32.2%

Total

Using a sample of our own data, 93% of our losses are pald outside of court verdicts. These amounts
would not be subject to the Jaw and would not be subject to the structured payments provision:

If we assume that the propofﬂon of cases that resolve outslde verdict decreases to 85%, the remalnder

subject to structured settiements would bs approximately:
12.2% x (1.0 - 85%) = 4.83%

D]sdounﬂng future payments at 5%, over an average 10 year period, the savings on the future benefits
is 22.8% Therefore, the savings for losses for 2004 are estimated to be 4.83% * 22.8% = 1.1%.
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