SEPTEMBER 2023 VOL 48, NO 9

$6,000

$5,000

$4,000

ﬂ ﬂ MEDICAL LIABILITY MONITOR

INDEMNITY PAYMENTS SWELL DURING SECOND QUARTER FOR MPL

SPECIALTY WRITERS

by Eric J. Wunder, FCAS, MAAA,
and Sarah L. Rice, ACAS, MAAA

his article summarizes key financial results 0

for medical professional liability (MPL) spe-
cialty writers from the second quarter of 2023
and continues our 14th consecutive year of
tracking and publishing these results in
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MEDICAL LIABILITY MONITOR. As in past years, this
article compares historical second-quarter

financial results to historical annual results in
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Our analysis is based on the collective
financial results of a large group of insurers
specializing in MPL coverage. The data used in ($1,600)
our analysis covers 20 years and consists of
aggregate statutory financial information
compiled from S&P Global Market Intelligence. The
current composite includes 166 MPL specialty companies with
total direct written premium of more than $6.5 billion in 2022.
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order to offer a glimpse at where 2023 annual 1 ] ]
financial results might be headed. ($1,200)
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2023 PrRemium CONTINUES ITS STRONG START

Following a relatively strong start in the first quarter of 2023, second-
quarter premiums continue to trend upward. Our composite’s direct
written premium increased by nearly 5% through the second quar-
ter, relative to 2022 (see Figure 1). The incremental premiums writ-
ten specifically during the second quarter 2023 total more than $1.1
billion, which represents the highest second quarter written premi-
ums in our 20-year dataset. Additionally, the cumulative second
quarter 2023 premiums are the highest since the 2005/2006 peak,
with the 2023 projected full-year premium on target to exceed that
2005/2006 peak.

UNFAVORABLE RESERVE DEVELOPMENT PERSISTS

Our composite reported cumulative unfavorable development
through the second quarter 2023 of $111 million (see Figure 2) on
reserves related to prior years. This reflects the largest unfavorable
reserve development in the prior 20 years. This unfavorable
reserve development has been persistent for the past three second
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quarters: second quarter 2020 saw $18 million of adverse reserve
development, second quarter 2021 saw $34 million of adverse
reserve development and second quarter 2022 saw $10 million of
adverse reserve development. Of note is that in the prior three
years, the annual reserve development was favorable despite sec-
ond quarter results that might not have suggested that would be
the case. Our anticipation is that the 2023 annual financial results
will also reflect some reserve redundancy, and although we
attempt to estimate this in Figure 2, the magnitude of any reserve
redundancy remains uncertain.

ComsINED RATIOS BACK ON THE RISE
Our composite’s combined ratio increased nearly 3% from the sec-
ond quarter of 2022 to more than 110% (see Figure 3 on Page 7).
This is the first increase in second-quarter results year over year
since the peak of the combined ratio for our composite in 2020. The
main driver of the increase in the combined ratio is an increase to
the underwriting expense ratio. The underwriting expense ratio
remains a difficult ratio for MPL companies to lower due to the
recent inflationary issues. Additional upward pressure on the com-
bined ratio came from the loss and loss adjustment expense (LAE)
ratio, as well as the policyholder dividend ratio, with both increas-
ing year over year, but to a lesser degree
than the underwriting expense ratio.
Figure 3 also provides a comparison
of our composite’s historical second-
quarter combined ratios relative to
annual combined ratios. The 2023
annual combined ratio is projected to
come in around 109%, which reflects a
4-percentage point increase from last
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year's combined ratio of 105% and
nearly 30-points higher than the 2008
nadir.

INDEMNITY PAYMENTS CONTINUE TO SURGE
AFTER COVID-19 SLOWDOWN
Indemnity payments for the MPL indus-
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second quarter of 2023. As noted in last quarter’s
article (see MLM, July 2023) and shown in Figure 4,
our composite had a prolonged slowdown in indem-
nity payments for about 18 months from the second
quarter 2020 through the third quarter of 2021. In
the last three quarters, our composite has seen the
three largest quarterly indemnity payments on
record, with the second quarter of 2023 coming in at
nearly $775 million. Based on the depth of the
decline in indemnity payments after the pandemic
started and general severity concerns in the industry,
it is possible our composite can expect these sizable
levels of indemnity payments to persist as the indus-
try tries to dig out of the hole created by the court
slowdown caused by the COVID-19 pandemic.

This chart may also help explain the recent
changes in reserve development. The court slow-
downs that drove the lower indemnity payments in
2020 and 2021 may not have been adequately
picked-up on by every actuary providing a reserve
estimate to this composite. It may be that, with the
benefit of hindsight, the reserve releases in 2021 and
2022 were overstated as this payment data contin-
ues to realize losses on what were recently uncertain
outcomes for open claims. The fact is that claims that
have been open for a long time (perhaps eight or
more years) tend to resolve towards the ends of the
spectrum of possibilities, meaning either no pay-
ment or a large payment. If those older claims con-
tinue to result in a greater number of large payments
rather than no payments, we may continue to see
adverse reserve development in the future.

Policyholders’ Surplus Holds Steady

Our composite’s policyholder surplus levels (Figure
5) increased more than 3% year over year for the
second quarter of 2023, coming nearly back in line
with 2021 numbers. Furthermore, we expect our
composite’s year-end 2023 surplus will ultimately
fall between the 2021 and 2022 surplus level, bring-
ing our composite back to the slow and steady rise
it has experienced since 2018.

CONCLUSION

The second quarter of 2023 finds the MPL industry
continuing to seek rate increases to fend off endur-
ing inflationary pressures and claim severities, while
our composite continues to see unfavorable reserve
development, higher combined ratios and a contin-
ued surge in indemnity payments. Our composite’s
surplus does appear to have rebounded from its
2022 dip, but questions remain about the pricing
and reserving adequacy of the MPL industry.

Eric Wunder is a consulting actuary, and Sarah Rice is
an associate actuary, at Milliman Inc., an independent
actuarial and consulting firm.
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FIGURE 3 ComBINED RATIO (AFTER PH DIVIDENDS) — Q2 v. FuLL YEAR
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FIGURE 4 MPL DiRecT PAID LOSSES (SMILLIONS)
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FIGURE 5 POLICYHOLDER SURPLUS — Q2 V. FULL YEAR ($BILLIONS)
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