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Uncertainty regarding the current state of the medical profes-
sional liability (MPL) market calls for

close monitoring of financial developments. FIGURE 2

Moreover, investment income continues its recent slide with
first half 2010 levels down 2.7 percent from $417 million in 2009 to
$396 million in 2010 (See Figure 2).
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Still, favorable reserve developments contin-
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Highline Data, we examine the collective
financial results of a group of insurers spe-
cializing in MPL coverage with direct written
premium amounting to approximately $4.4
billion in 2009. Specifically, we consider the historical relationship
between first-half and full-year financial results—together with our
view of current market trends—to project what the year-to-date
2010 results might imply about the full year.
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PREMIUM AND INVESTMENT INCOME DECLINES

CONTINUE TO PRESSURE RESULTS

Aggregate direct written premium for this composite of MPL spe-
cialty writers has declined steadily from its 2005 peak of $5.2 billion
to $4.4 billion in 2009. Six months into 2010, this trend appears to
continue with direct written premium down approximately 3.5 per-
cent from the same point in 2009 (See Figure 1).
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FavoraBLE RESERVE RUN-OFF CONTINUES TO BoosT

CALENDAR YEAR REsuLTS

In recent years, reserve releases from prior coverage years have
buoyed calendar year operating results for MPL carriers and have
effectively offset the deteriorating underwriting and investment
performance. With six months from which to base a conclusion,
this trend continues in 2010.

Figure 3 (see page 7) compares first-half to full-year reserve
changes on prior coverage. Projecting full-year reserve development
from first-half results can prove treacherous since most reserve
adjustments are made at year-end. However, second-quarter reserve
development has historically provided a fairly reasonable prediction

of the direction, if not the magnitude, of the
reserve development for the entire year.
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As Figure 3 illustrates, favorable reserve devel-
opment through the second quarter of 2010 is
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the greatest in recent history. If this trend holds,
we would expect to see a favorable reserve devel-
opment upwards of $1.3 billion for the full year.
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PoLicYHOLDER DivIDENDS CONTINUE TO RISE
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Through the second quarter of 2010, policyhold-
er dividends declared for the composite are up
almost 37 percent compared to 2009. As Figure 4
(see page 7) illustrates, it appears safe to predict
that the composite 2010 policyholder dividends
will be higher than the 2009 dividends. The 2009
policyholder dividends were equal to $210 mil-
lion—or 5 percent of net earned premium.
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CALENDAR YEAR REsuLTs VERSUS

COVERAGE YEAR PERFORMANCE

A comparison of calendar-year versus cov-
erage-year operating results illustrates the
impact of the favorable reserve develop-
ment stemming from prior coverage years.
Figure 5 contrasts calendar year operating
margins and coverage year operating mar-
gins, showing that large operating profits
generated by claim frequency declines in
coverage years 2003 through 2007 are
being realized in calendar years 2006 to
2010 through the recognition of favorable
reserve runoff.

Additionally, Figure 5 demonstrates
that coverage year margins, while still his-
torically strong, have declined significantly
since 2007. Once historical reserve redun-
dancies are fully recognized, we expect to
see calendar-year operating margins to fol-
low suit.

As a note, coverage-year margins were
projected based on booked Schedule P
loss and loss-adjustment-expense ratios
adjusted for an estimated $1.3 billion
favorable reserve development projected
for 2010. The projected 2010 reserve runoff
was allocated to coverage year in the same
proportions as calendar-year-2009 runoff
was allocated to coverage year. No addi-
tional adjustment was made to reflect pos-
sible reserve redundancies existing
beyond 2010.

Should these redundancies materialize,
they would predominantly impact the
2008 to 2010 coverage years, causing the
operating margins in these years to
increase. If reserve redundancies exist
beyond 2010, it may well be a few more
years before we see significantly reduced
calendar year margins.

As a final note, we have partnered
with MepicaL LiaBiLITY MONITOR to continue
to bring readers quarterly updates on the
financial health of the medical profession-
al liability specialty industry. We look for-
ward to the opportunity, and if our quar-
terly analysis elicits any questions, please
feel free to contact us via email through
editor@mImonitor.com. We will try to
respond promptly.

Charles Mitchell is a consulting actuary, and Brad
Parker an associate actuary, at Milliman Inc., an
independent actuarial and consulting firm.

600,000

400,000

200,000

-200,000

-400,000

-600,000

-800,000

1,000,000

1,200,000

1,400,000

50.0%

40.0%

30.0%

20.0%

10.0%

0.0%

-10.0%

-20.0%

FIGURE 3
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First Half vs Annual Policyholder Dividends ($000s)
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