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There was a lot of pressure to decide on the topics 

for our first newsletter.  We had several title 

suggestions including: 

1. What are the current trends in Malpractice 

Losses? 

2. What are the implications of tort reform? 

3. What is the immediate outlook of the Medical 

Professional Liability (MPL) Insurance industry?  

4. What is the impact of the Affordable Care Act? 

and 

5. What are some of the “hot classes” in MPL?   

6. Why work with a MGA?- The Value Proposition of 

Pro-Praxis, 

They say you never get a second chance to make a 

first impression, so for our introduction we decided 

to take a comprehensive look at the health of the 

healthcare industry and at ourselves: What are the 

current trends and what is the outlook of the MPL 

insurance marketplace?  

 

“MPL Underwriting” is the business of Pro-Praxis and 

it is a process that examines the shifts within the 

healthcare industry as a result of litigation and 

political and social reforms.  After reading this article, 

we hope you, our reader, walk away with a better 

understanding of the industry and the role of Pro-

Praxis.  

 

Trends in MPL Results 
One nice thing about the MPL industry is that it is 

monitored by several private and public entities.  A. 

M.  Best’s, Conning & Co. , Standard & Poor’s, the 

National Association of Insurance Commissioners 

(NAIC), the Physician Insurers Association of America 

(PIAA) and the National Practitioners Data Bank 

(NPDB) are just a sampling of institutions that 

aggregate and/or analyze data that reflect major 

trends within the MPL industry.  A. M.  Best’s 

performs annual reviews and its latest publication 

was titled U. S.  Medical Professional Liability 

Segment Continued Profitable Run in 2013.  In 

January 2014, Standard & Poor’s released an 

industry report titled, Downside Risks Abound for 

Medical Professional Liability Insurers.  A. M.  Best’s 

title sounds more optimistic than Standard and 

Poor’s, but A. M.  Best continually recognizes that 

the sector may be nearing a “crossroad”.  

It is fair to understand some of the rating agencies 

concerns with this class of business.   

 

 Net income has been gradually declining over 

the past few years.   

Investment gains do very little to move the dial 

from “loss” to “profit”.  Although the 2013 

calendar year combined ratio is approximately 

86%, the accident year combined ratio is 

suggested to be greater than 110%.   

 

 Prices are also quietly deteriorating.   

Since 2007, the MPL market has been 

experiencing a shrinking premium base.  

However, MPL’s calendar year combined ratio 

outperformed the Property/Casualty industry 

sector during the same time period.   

 

In a study performed by Aon Actuarial and ASHRM, 

the hospital professional liability loss rate (annual 

loss cost per bed, capped at $2M) has been 

increasing at approximately 2.5% since 2006.  This   

2.5% is amazing when you consider the US Medical 

Care Inflation Rate has had an annual growth rate of 

3.2% - 3.7% over the last eight years.  The NPDB’s 

data tells an even more compelling tale with closed 

claim frequency.  In 2006, there were 14,841 

payments made by all reporting providers.  In 2012, 

there were only 12,152 reported (a 18% reduction).  

Some argue that a growing number of physician 

losses are being labeled as “hospital” claims due to 

the growing physician employment by hospitals.  

The steady reduction in payments back to 2006 (six 

years before the ACA) would suggest other forces 

are at play.  There are clearly downward trending 

metrics for this insurance class, but the underlying 

loss patterns are favorable and could justify some of 

the rate reductions.  

 

Why are so many markets interested in this relatively 

small line of business (See Exhibit 1) when there are 

so many cons offsetting the pros?  For starters, the 

industry is larger than it appears.   The rise and fall of 

Direct Premiums Written (DPW) is the figure 

identified in almost every MPL industry study.  

Rating agencies and consultants fail to capture the 

amount of assumed reinsurance associated with 

MPL.  Captives, trust funds as well as the reinsurance 
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associated with them are not included in these 

studies.  Patient Compensation Funds and Joint 

Underwriting Associations are also excluded from 

these statistics.   

 

Exhibit 1- NAIC 2013 Top 25 (11-Medical Professional Liability) 

 
 

 

 

This “small” line of business also has a wide range of 

results.  There are companies exclusive to New York 

risks whose calendar year loss ratio typically range 

from 75% - 100%+.  There are companies that 

specialize in a single type of provider (e. g.  dentists 

or chiropractors) and their loss ratios averaged in the  

 

low 20% range from 2010 - 2012.  According to a 

March 2014 NAIC study, the industry’s 2013 Direct 

Loss Ratio was 40.4% (41.7% in 2012).  One 

difference that we have tried to quantify is the loss 

dissimilarities between the insurers of the four major 

categories: “Hospitals”, “All Other Facilities”, 

“Physicians” and “All Other Providers”.   
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Exhibit 2 – Accident Year Analysis of Six MPL Carriers 

 
 

As noted earlier, rating agencies are concerned with 

the industry’s accident year results.  And as noted 

above, the results of different classes vary greatly.   

We needed to satisfy our curiosity, so we examined 

the accident year results of six MPL insurers who are 

predominantly Hospitals and All Other Facilities 

insurers.  We compared their loss ratios to the 

industry composite.  The comparison can be viewed 

in the following graph.   

 

The loss trend line from the 2014 S&P report was 

not adjusted to remove the results of the six facility 

writers.  If we were to do so, the average “industry” 

loss ratio would be higher than currently shown.  The 

difference in loss ratios may be the result of profit 

expectations of commercial carriers versus the goals 

of risk retention groups (RRGs) and reciprocals that 

dominate the Physician and All Other Provider 

segment.  The difference could be from facility 

insurers writing more excess business than primary 

business.  We should also note the absence of 

assumed reinsurance premium/losses from this 

analysis.  For many of the excess hospital writers, the 

assumed reinsurance is some of their most profitable 

business.   

 

 So, what should insurers and insureds conclude 

when looking at these contradicting patterns?  

 

 What does it say that the 2013 calendar year 

combined ratio is only 86%, but the accident year 

LOSS ratio is roughly 86%?   

 

 Are there enough reserve redundancies to smooth 

the results?   

 

 Will insurers have adequate returns for the next 

five years or will we see rate increases by 2015?   

 

Trends in Litigation 
Based on malpractice data in the National 

Practitioner’s Database (NPDB), the frequency of 

medical malpractice claims in the US has dropped 

from 18,534 in 2003 to 12,152 in 2012 (a 34% drop).  

Hospital frequency patterns have been flat based 

upon the 2013 ASHRM/Aon Study:  1. 71% non-zero 

claim frequency per OBE in 2006 versus 1.67% in 

2013.   While the ASHRM measures and data are 

quite different from the statistics reported in the 

NPDB, they both reflect a stable or improving 

environment.   

 

There are some markets that see the above 

indicators and are attempting to blindly chase after 

business associated with MPL.  To these markets we 

say, remember, not all classes are equal.  
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Aon Global Risk Consulting collaborates with the 

American Health Care Association (AHCA) to look at 

long-term care liability trends.  In the world of senior 

living, claim frequency has increased from 0. 67 per 

100 occupied beds in 2005 to 0.89 in 2013.  With 

marked differences between states and classes of 

business, it is difficult to make quick conclusions 

about the market.  

 

Exhibit 3 – AON/AHCA 2013 Claim Frequency Exhibit 

 
Trends in severity are where underwriters and 

insureds should pay the most attention.  In 2012, the 

industry faced a wave of “super losses” – jury 

verdicts exceeding $20 million.  In The Risk 

Authority’s 2013 Medical Malpractice Trend Review 

the group was able to identify 14 verdicts exceeding 

$50 million in value.  According to the study the 14 

‘mega-verdicts’ arose in hospital settings.  Statistics 

found in the study also suggest that the total value 

of malpractice jury verdicts rose from $625 million in 

2011 to $1. 37 BILLION in 2012.  Rising jury verdicts 

can be an early indicator of settlements; however, it 

is unclear whether the surge in verdicts has reset 

the bar for fair settlements.   

 

If jury verdicts against hospitals leave too much 

room for debate, then let’s consider the ASHRM/Aon 

study.  ASHRM data suggest that there have been 

smooth increases in severity over the course of the 

past 8 years.  We should note that this study caps 

losses at $2M which would limit the effect of very 

large cases.  Even with this limitation, we can see  

venues where there are reasons for concern.  

In New Mexico the average paid indemnity rose 

from $317,400 in 2008 to $491,600 in 2012.  It’s not 

a perfect comparison, but New Mexico’s stats 

compare to the national average cost per claim of 

$159,000 in 2008 and $172,000 in 2012.     

 

With enough data points, we can present a picture 

of doom and gloom.  We could also describe the 

venues where severity is a fraction of the figure from 

2003.  We could mention a Florida jury awarded 

$200 million in Nunziata v.  Trans Health 

Management (a defunct nursing home manager).  

We would offset this concern with a review of loss 

trends within the nation’s largest non-profit owners 

of nursing homes.  For physician trends, we could 

point to the Diederich Healthcare 2014 Medical 

Malpractice Payout Analysis.  Diederich 

comprehensive review of the losses recorded by the 

National Practitioner Data Bank identified a trend 

that has not been seen since 2003:  there was an 

increase in the total medical malpractice payout 

amounts (see exhibit below). 
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Exhibit 4 – Diederich 2013 NPDB Analysis 

 
 

 

The last trend we will note is commonly referred to 

tort deform.  The poster child of tort reform, the 

Medical Injury Compensation Reform Act (aka 

MICRA), is under attack in California.  Florida’s 

Supreme Court recently ruled that the 2003 reform 

that implemented caps was unconstitutional.  In 

2010, similar rulings occurred in Georgia and Illinois.  

In venues such as Texas and Pennsylvania, the 

reduction in cases/payments is a direct result of 

sound tort reform.  Even “good” tort reform comes 

and goes; no one should ever expect tort reform to 

be the sole remedy to control loss outcomes.  

 

The Extra Mile 
In a market with so many conflicting patterns, this is 

where the art of underwriting and the A. R. T.  of 

underwriting come into play.  At Pro-Praxis, we 

believe that it is the role of an underwriter to gather 

as much data about their insured to predict future 

claim patterns.  After gathering client data, the 

underwriter must further examine the broader 

industry trends to support their conclusions.  But we 

all know reality is far different and we live in a time 

when timeliness is rewarded over thoroughness.  At 

Pro-Praxis, we feel the two must go hand-in-hand; 

one cannot be sacrificed for the other.  By asking 

that extra question, it allows us to know what risk 

will outperform its peers.  By aggregating data for a 

variety of healthcare risks, we can quickly identify 

when a prospect has a good deal or they are being 

overcharged.  By delivering on our value proposition, 

day after day; night after night, we become the 

differentiator in this industry.  

 

The MPL segment is complex and the underwriting 

results vary based on several moving, yet integrated 

pieces.   Whether you are a seasoned veteran or new 

capital entering the market, we hope you appreciate 

the intricacies of this class.   

 

Understanding these nuances is why insurance 

brokers and A+ rated insurers should consider 

working with Pro-Praxis.  
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Exhibit 2 Synopsis  
 

Aon Global Risk Consulting (AGRC) was retained by Pro-Praxis Insurance to perform an overview of insurance 

industry results for medical malpractice carriers. The Annual Statement data in Schedule P includes a 10 year 

history of loss and premium data on an Accident (or for medical malpractice often a Report) Year basis. Exhibit 

2 shows the history of Accident Year loss ratios for the six selected companies, on a combined basis, and for 

Medical Professional Liability Insurers as defined in Standard and Poor’s January 2014 report. 

http://www.naic.org/documents/web_market_share_140303_2013_property_lob.pdf
http://www.naic.org/documents/web_market_share_140303_2013_property_lob.pdf
http://www.npdb.hrsa.gov/analysistool/
http://www.aon.com/risk-services/thought-leadership/2013-report-hospital-professional-liability-overview.jsp
http://www.aon.com/risk-services/thought-leadership/reports-pubs_2013-long-term-care-benchmarking-report.jsp
http://theriskauthority.com/wp-content/uploads/2013_Medical_Malpractice_Trend-_Review.pdf
http://www.diederichhealthcare.com/the-standard/2014-medical-malpractice-payout-analysis/
http://www.alacrastore.com/s-and-p-credit-research/Downside-Risks-Abound-For-Medical-Professional-Liability-Insurers-1236888

