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As medical professional liability (MPL) insurers enter the home
stretch for 2010, there is little doubt, financially speaking, that

they will enjoy yet another good year.

But two questions remain: “How good

will the final 2010 results be?” and

ReserVE RUN-OFF

Comparing quarterly reserve changes in prior coverage years,
Figure 2 illustrates that 2010 continues to slightly outpace 2008
and 2009.

ONE-YEAR RESERVE DEVELOPMENT BY QUARTER ($000s)
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NET INCOME PROJECTION

As shown in Figure 1, MPL specialty writers—as a whole—are on
target for another profitable year in 2010. Favorable reserve
development, expected to again exceed $1 billion for this com-
posite in 2010, continues to be the greatest driver of this calendar
year profitability. Further, an increase in realized capital gains, as
we present below, is helping to offset a reduction in fixed invest-
ment income and prop up the already auspicious results.

FIGURE 1 CuMuULATIVE NET INCOME BY QUARTER ($000s)
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Knowing that the lion’s share of prior-year reserve adjustments
are implemented during the fourth quarter makes the full-year
reserve change difficult to predict, however, the historical relation-
ship between quarterly and full year results has been consistent.

CALENDAR YEAR VSs. COVERAGE YEAR

As shown in Figure 3, located on page seven, composite results for
MPL writers, buoyed by favorable prior-year reserve runoff, are
headed for a seventh consecutive profitable calendar year.
Coverage year results are also projected to produce an operating
profit in 2010. However, removing the
impact of favorable reserve developments
shows recent coverage year results pale in
comparison to calendar year results.

INVESTMENT INCOME & REALIZED

CAPITAL GAINS

Figure 4, also on page seven, displays the
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investment yields. As such, insurers will
need to continue to adjust to lower
investment returns and increase their
focus on underwriting. As a note, our pro-
jected 2010 investment gain shown in
Figure 4 reflects actual capital gains real-
ized through the third quarter, since it
would be challenging to predict fourth
quarter market movements or capital
management strategies.

CONTROLLING EXPENSES

In response to soft market conditions, we
would expect companies to be focused
on controlling underwriting expenses.
The results over the last five years appear
to support this expectation as nominal
underwriting expenses have been fairly
flat, as illustrated in Figure 5. However, the
flat underwriting expenses relative to the
lower premium volume does put some
added pressure on the combined ratio for
this composite.

IN CoNcLUSION

It seems a safe bet at this point to predict
that 2010 will produce net income on par
with the exceptional results of the previ-
ous three years.

Looking forward, we expect to see cal-
endar-year results move in the direction
of coverage-year results as reserve redun-
dancies are recognized and exhausted.

Further, there are significant risks that
could cause results to deteriorate beyond
the impact of exhausting reserve redun-
dancies. In addition to declining invest-
ment income and an increasing underwrit-
ing expense ratio, there are a number of
other risks applying pressure to future prof-
itability. First, signs suggest that the decline
in claim frequency over the last several
years, a decline that ultimately led to the
exceptional profitability of late, may be
reversing its trend. Moreover, there is an
increasing risk of inflationary pressures on
both general and medical loss costs.
Together with soft rate levels, these threats
lend evidence to what may be a slow
painful end to the sizable profits enjoyed
by the MPL industry in recent years.

Charles Mitchell is a consulting actuary, and Brad
Parker an associate actuary, at Milliman Inc., an
independent actuarial and consulting firm.
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FIGURE 5 3RD QUARTER VS ANNUAL UNDERWRITING EXPENSES
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