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INTRODUCTION

Purpose

PricewaterhouseCoopers LLP (PwC) was engaged by the Pennsylvania Insurance Department
(the Department) of the Commonwealth of Pennsylvania to provide the Insurance Commissioner
(the Commissioner) with an estimate of the total change in medical professional liability loss
cost' resulting from the implementation of Act 13 of 2002 (Act 13). This report is neither

intended nor necessarily suitable for any other purpose.

Distribution and Use

This report was prepared for internal use by the Department. Other use or further distribution of
this report to third-parties is not authorized without prior written approval of PwC. These third
parties should recognize that the furnishing of this report is not a substitute for their own due
diligence and should place no reliance on this report or the data contained herein that would
result in the creation of any duty or liability by PwC to the third party. Any supporting graphs,
charts, or exhibits included herein are an integral part of this report; as such, the report must only

be released in its entirety.

Conditions and Limitations

In our analysis, we have relied without audit or further verification on data received, including
but not necessarily limited to:
e Information received in response to the Pennsylvania Medical Malpractice Data Call (Act

13 of 2002 Data Call, hereafter the “data call”) issued by the Department;

! Unless noted otherwise, loss cost includes allocated loss adjustment expense.
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e Recent medical malpractice rate filings provided by the Department;

e Additional information provided by, and discussions with, the Department and the Fund;

e Studies of cases filed by county and jury awards by county issued by the Administrative
Office of PA Courts (AOPC) on March 18, 2004 and April 7, 2005;

e Assessment and claim information provided by the Medical Care Availability and
Reduction of Error Fund (the Fund);

e Information contained in PwC’s previous estimates of the Fund’s projected liability*; and

e Information contained in industry publications’.

The calculations and observations in this report rely heavily on the completeness and accuracy of
the information provided in response to the data call and other information provided by the
Department and the Fund. We have not audited this data but have reviewed the data provided for
reasonableness. Any changes to the data may result in different observations than those included

in this report.

Our projection of the impact of Act 13 is based on the historical experience of companies
responding to the data call. We employed in our projections that data which appeared reasonable
and consistent based on our review. Act 13 was passed on March 20, 2002, and many of its
provisions took effect for causes of action brought after the effective date of the Act. Since cases
take years to move from their initial filing to their ultimate resolution, many cases impacted by
Act 13 are only beginning to be resolved. As such, we have used actuarial methods that we
believe would be most responsive to a changing environment. Note that the data used in these
projections is based on a limited number of companies, and we have assumed that this data is

representative of the Pennsylvania medical malpractice market.

2 Notably, our report entitled Estimation of the 12/31/2004 Unfunded Liability, dated June 2, 2005.
? See the APPENDIX for citations.
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Actuarial development methods inherently assume that the process of resolving medical
malpractice claims, including handling, processing, negotiating, and adjudicating claims, and the
payout of those claims, are consistent over time. Because the projections in this report are based
on aggregate data of an inherently volatile line of business in a state with much recent
legislation, the basic assumptions underlying these projection methods may not be met. While
we believe that the observations contained herein provide early indications of the impact of Act
13, the most recent years, on which Act 13 would have an impact, are immature and the actual
impact of Act 13 could differ significantly from the estimates presented in this report. No
guarantee, either expressed or implied, should be inferred that the actual impact of Act 13 will

emerge as estimated herein.

The calculations in this report also rely heavily on information provided by the Fund, PwC’s
previous estimates of the Fund’s liability, and on the Fund’s interpretation of Act 13, of which
many provisions are neither time- nor court-tested. Any changes to the data provided or in the
interpretation of Act 13 relative to the interpretation assumed herein may necessitate

modification to the estimates in this report.
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EXECUTIVE SUMMARY

Background

The Medical Care Availability and Reduction of Error Act (the “Mcare Act” or Act 13 of 2002)
includes a number of provisions aimed at reducing medical malpractice costs in the
Commonwealth, either directly (e.g., by lowering the mandatory limit of coverage from $1.2M to

$1.0M) or indirectly (e.g., by including measures aimed at improving patient safety).

The Act 13 measures specifically discussed in this report include: changes in the limits of
medical malpractice insurance, elimination of Section 715 Fund coverage, statute of repose,
expert qualifications, patient safety, motion of remittitur, ostensible agency, collateral source,

payment of damages, and reduction to present value.

Our review of the impact of Act 13 includes two fundamental approaches:

o Review of Aggregate Data: We projected aggregate data received as part of the data call
from several Pennsylvania medical malpractice insurers and observed trends in the resulting
frequency and severity of claims;

e Review of Individual Measures: Where possible, we reviewed and analyzed available
empirical evidence and other information to assess the impact of individual measures enabled
by Act 13, other legislation, or court rulings. Our discussions surrounding the impact of
legislative measures include insights gleaned from our conversations with the Fund and

responses to the data call provided by Pennsylvania medical malpractice insurers.

For both the aggregate and individual assessments of the impact of Act 13, it is often difficult, if
not impossible, to separate one measure and assess its impact on a stand-alone basis. Some of

the measures are correlated or otherwise affect the impact of other measures. For this reason, we
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also include a discussion of several recent measures, including recent Pennsylvania Supreme
Court rulings, which are outside the scope of Act 13. Other recent measures other than those
enacted by Act 13 that are discussed in this report include: the 180 day rule, continuing course of

treatment, venue reform, certificate of merit, and joint & several liability reform.

The results presented herein provide preliminary indications as to the impact of Act 13 and other

recent measures; however the full impact of these measures will not be seen for several years.

Findings

On an aggregate basis, there are some indications that post-Act severity is the same to slightly
higher than pre-Act severity. However, the post-Act projections are subject to a high degree of
uncertainty since it takes years for claims to move from report to resolution. Furthermore, other
measures (such as venue reform) may have slowed the resolution of claims, which increases the
uncertainty of projections for recent periods. Post-Act claim experience is too immature to reach

definitive conclusions regarding claims severity.

There are indications that post-Act frequency is lower than pre-Act frequency, which is
consistent with findings of the Administrative Office of Pennsylvania Courts. Although it is too
early to project a savings on the indemnity component of the loss cost, we believe a degree of

savings on defense costs can reasonably be expected.

We have also assessed the impact of changes in the coverage provided by the Fund, and the
impact those changes are expected to have both in total and on the primary layer of coverage. In
total, we believe those provisions where an impact is reasonably estimable result in a reduction
in loss cost of between 5% and 8%. The impact varies significantly by layer of coverage.

Assuming the basic limits of insurance increase from $500,000 to $750,000 per claim, our
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estimate of the increase in primary layer loss cost is 23% to 25%. The increase to the primary

layer will be higher if the primary limits of insurance increase to $1,000,000 per claim.

Due to data constraints, we have not attempted to analyze the impact on the excess layer of
coverage above the Fund. However, we do not expect this to impact our assessment of the total
reduction in loss cost significantly. Our intent in separating the impact by layer is mainly to

highlight the impact on the primary layer.

A summary of the estimated impact of Act 13 and other recent measures is included below. The
first column shows the estimated impact on the primary layer loss cost. The second column

shows the impact on the total loss cost.

| Impact of Act 13 and Other Recent Measures |

| Primary Total |
Venue & Certificate of Merit -6% to -4% -4% to -3%
Reduce Coverage Limit to $1M 0% -4% to -2%
Increase Excess Limits to $750k 19% 0%

Statute of Repose 0% 0%

Section 715 Defense 2% 0%
Eliminate Section 715 to $750k 8% 0%

Total Impact 23% to 25% -8% to -5%

In addition to the variation by layer discussed above, the impact of Act 13 and other recent
measures may vary by health care provider type (hospitals, physicians, surgeons, etc.) and by
policy type (claims-made policies, occurrence policies, etc.). The savings we have estimated
herein may or may not equal the degree of savings estimated by insurers and reflected, implicitly
or explicitly, in premium levels. The out-of-pocket costs of health care providers may be

impacted by Act 13 and other recent measures to an extent different than that estimated herein.
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Note that the elimination of Section 715 coverage and the possible increase in basic limits
insurance coverage to $750,000 per claim will, all else equal, result in costs shifting from the
Fund to the primary market. These measures have an impact on the primary layer with an
offsetting impact in the Fund layer. As such, the total expected impact of measures such as these

1s 0%.

Further discussion of the estimated impact of Act 13 and other recent measures is contained in

the ANALYSIS section of this report.
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OVERVIEW

Background

Medical malpractice insurance has been the focus of much attention for the past few years. The
medical malpractice landscape has changed dramatically, both nationally and regionally, as a
result of companies entering and leaving the medical malpractice insurance market. Some
companies have voluntarily ceased writing medical malpractice business, such as St. Paul
(ceased writing nationally), Princeton Insurance Company (ceased writing in Pennsylvania), and
First Professionals Insurance Company (ceased writing in Pennsylvania). Other companies
experienced financial difficulty and were placed into rehabilitation or liquidation by state

insurance regulators, such as MIIX Insurance Company and PHICO Insurance Company.

Pennsylvania’s medical malpractice marketplace has been on the forefront of the current medical
malpractice crisis, which began in the late 1990s. The American Medical Association (AMA)
continues to identify Pennsylvania as one of twenty “crisis states”, citing a deteriorated medical
liability climate and patients' loss of access to care. Many hospitals and physicians have sought
coverage through Risk Retention Groups, the Pennsylvania Professional Liability Joint
Underwriting Association (JUA), or qualified self-insurance. These types of insurance
comprised roughly 10% of the medical malpractice insurance market share’ in 1999, but now
comprise over 40% of the medical malpractice insurance market share. According to the 2005
Fact Sheet from the Pennsylvania Hospitals and Health Systems, 84% of hospitals are now using
risk retention groups or are self-insured for the mandatory medical professional liability basic

limit coverage.

* Based on direct written premium.
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On March 20, 2002, the Commonwealth of Pennsylvania passed Act 13, also known as the
Medical Care Availability and Reduction of Error (Mcare) Act. As set forth in Act 13, the
purpose of the Mcare Act included, but was not limited to:
e Ensuring that medical care is available in the Commonwealth through a comprehensive
and high-quality health care system;
e Sustaining an environment where medical professional liability insurance is obtainable at
an affordable and reasonable cost in every geographic region of the Commonwealth;
e Providing a prompt determination and fair compensation for a person who has sustained
injury or death as a result of medical negligence by a health care provider; and
e Reducing and eliminating medical errors by identifying problems and implementing

solutions that promote patient safety.

The Mcare Act included a number of provisions aimed at accomplishing these goals, including:
changes in the limits of medical malpractice insurance, elimination of Section 715 Fund
coverage, statute of repose, expert qualifications, patient safety, motion of remittitur, ostensible

agency, collateral source, payment of damages, and reduction to present value.

PricewaterhouseCoopers LLP was engaged by the Department to provide the Commissioner with
an estimate of the total change in medical professional liability loss cost resulting from the
implementation of Act 13, pursuant to Section 745(a)(2). This report is neither intended nor

necessarily suitable for any other purpose.
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Data Sources

The information from which we based the observations cited in this report includes:

Act 13

Information received in response to the Pennsylvania Medical Malpractice Data Call (Act
13 of 2002 Data Call, hereafter the “data call”) issued by the Department;

Recent medical malpractice rate filings provided by the Department;

Additional information provided by, and discussions with, the Department and the Fund;
Studies of cases filed by county and jury awards by county issued by the AOPC on
March 18, 2004 and April 7, 2005;

Assessment and claim information provided by the Fund;

Information contained in PwC’s previous estimates of the Fund’s projected liability’; and

Information contained in industry publications®.

Pennsylvania’s Act 13 of 2002 includes a number of measures aimed at reducing the cost of

medical malpractice insurance, either directly (e.g., by lowering the mandatory limit of coverage

from $1.2M to $1.0M) or indirectly (e.g., by including measures aimed at improving patient

safety). The provisions are described below.

> Notably, our report entitled Estimation of the 12/31/2004 Unfunded Liability, dated June 2, 2005.
% See the APPENDIX for citations.
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Changes in the Limits of Medical Malpractice Insurance

Section 711(d) of Act 13 includes provisions for continuing to reduce the amount of excess
medical malpractice coverage provided by the Fund. The reductions in excess coverage began
with Act 135 of 1996. The mandatory primary and Fund limits of excess coverage (000’s) are

included in the table below:

Calendar Mandatory Primary Mcare Fund Excess
Enabling Year Occ / Agg Limits Occ / Agg Limits
Legislation Effective Hospital Physician Hosp or Phys
1996 & Prior 200/1,000 200/ 600 1,000 /3,000
Act 135 1997 & 1998 300/ 1,500 300/900 900 /2,700
Act 135 1999 & 2000 400 /2,000 400/ 1,200 800 /2,400
Act 135 2001 & 2002 500/ 2,500 500/ 1,500 700/2,100
Act 13 2003 — 2005 500/ 2,500 500/ 1,500 500/ 1,500
Act 13 2006 — 2008 750/ 3,750 750/2,250 250/750
Act 13 2009 & Sub 1,000/ 4,500 1,000/ 3,000 0/0

The scheduled reduction in Fund coverage in 2006 is dependent on the Insurance
Commissioner’s assessment of market conditions’. If the Commissioner determines that
additional basic insurance capacity is not available, primary and Fund coverage limits for 2005
will remain in effect until such capacity is available. Limits may change again three years after
the initial change described above, contingent upon the Commissioner’s assessment of basic

insurance capacity. If the reductions in Fund coverage occur as scheduled, the Fund will be in

runoff by the end of 2009. If the Commissioner deems that sufficient capacity does not exist to

" PwC provided a report, Study of the Availability of Additional Basic Insurance Coverage Capacity dated June 30,
2005, presenting a variety of factors to assist the Commissioner in her assessment of the availability of additional
medical malpractice basic insurance coverage capacity in Pennsylvania.
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support the increase in basic limits, the Commissioner will conduct a market capacity study

again in two years.

Elimination of Mcare Section 715 Coverage

Section 715 of Act 13 specified that the Fund will provide first dollar coverage, including
defense, for claims that are reported within the statute of limitations but four or more years® after

9
the occurrence event’.

Section 715(d) of Act 13 requires all medical professional liability insurance policies issued on
or after January 1, 2006 to provide indemnity and defense for claims asserted against a health
care provider for a breach of contract or tort which occurs four or more years after the breach of
contract or tort occurred and after December 31, 2005. This measure effectively transfers the
Section 715 costs, including defense, from the Fund to the primary insurer. Until such time that
primary coverage is $1 million, we have assumed that the Fund will provide excess coverage for

late reported claims, although this is not specifically cited by Act 13.

Note that Act 135 of 1996 reduced the amount of coverage provided by the Fund gradually from
$1,000,000 to $700,000 for late-reported claims. Act 13 reestablished Section 715 Fund
coverage limits at $1,000,000. Although a window of time exists during which a reduced level
of Fund coverage may exist for Section 715 claims'’, the impact of this reduced coverage is not

expected to be significant.

fSubject to the “180-day rule” and continuing course of treatment provision (CCoT), described below.

? Note that Section 715 claims were previously known as Section 605 claims.

' In general, Section 715 claims reported to the primary carrier on or after November 26, 2000 and on or before
March 19, 2002 may be subject to reduced limits of coverage.
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Statute of Repose

As discussed above, claims reported more than 4 years after the occurrence event are generally
afforded first-dollar coverage by the Fund under Section 715 of Act 13. Section 513 of Act 13
imposed a limitation on this coverage. Namely, Section 513 specifies that no cause of action
asserting a medical professional liability claim may be commenced after 7 years from the date of
the alleged tort or breach of contract, with the exceptions of injuries of minors (who have until
age 20 to commence a cause of action) and injuries caused by a foreign object unintentionally
left in an individual’s body. Section 513 applies to causes of action arising on or after March 20,

2002.

Expert Qualifications

Section 512 of Act 13 specified guidelines for experts testifying on a medical matter including
requirements for unrestricted licensure and actual clinical practice or teaching within the 5 years
preceding the testimony. Additional requirements are set forth for an expert testifying as to a
physician’s standard of care, including requirements regarding the subspecialty and board

certification of the expert. Section 512 applies to testimony rendered after May 19, 2002.

Patient Safety
Chapter 3 of Act 13 includes measures aimed at reducing the incidence of medical errors for the
purpose of ensuring patient safety. A summary'' description of the patient safety measures

included in Act 13 is provided below.

Act 13 established a Patient Safety Authority (the Authority) and a Patient Liability Trust Fund.
The Patient Liability Trust Fund is funded by a surcharge on the licensing fee of each medical
facility, and is to be used by the Authority for implementing the provisions of Chapter 3. Section

307 requires medical facilities to: develop, implement and comply with an internal patient safety

' Refer to Chapter 3 of Act 13 for a more thorough discussion of the Patient Safety measures.
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plan, to designate a patient safety officer (Section 309), establish a patient safety committee
(Section 310), to establish a system for health care workers to report serious events and
incidents, and to provide written notification to patients affected by a serious event (Section
308(b)). Section 307(b)(4) specifically prohibits retaliatory action against an employee reporting

an event/incident.

Section 312 requires insurers to file with the Department a discount in the rate or rates applicable
for mandated basic insurance coverage to reflect the initiation of a certified program. The
Department of Health of the Commonwealth, in consultation with the Insurance Department, was

to develop the criteria for such certification.

Remittitur

In any case in which a defendant health care provider challenges a verdict on grounds of
excessiveness, Section 515 directs the trial court to consider evidence of the impact on the
availability of health care in the community if the defendant is required to satisfy the verdict
rendered by the jury. A trial court denying a motion for remittitur shall specifically set forth the
factors and evidence it considered with respect to the impact of the verdict upon availability or
access to health care in the community. Section 515 applies to causes of action arising on or

after March 20, 2002.

Ostensible Agency

Section 516 of Act 13 enables ostensible agency, which clarifies the way in which a hospital may
be held vicariously liable for the acts of another health care provider. More specifically, if care
is represented or believed to be rendered by the hospital and/or its agents, the hospital may be
held vicariously liable for the acts of another health care provider through the principles of

ostensible agency. This provision applies to causes of action arising on or after March 20, 2002.
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Collateral Source

Under Act 13, Section 508, the claimant in a medical professional liability action is precluded
from recovering damages for past medical expenses or past lost earnings incurred to the time of
trial to the extent that the loss is covered by a private or public benefit or gratuity, i.e. a collateral
source, that the claimant has received prior to trial, subject to certain exceptions. The claimant
has the option to introduce into evidence at trial the amount of medical expenses actually
incurred, but the claimant shall not be permitted to recover for such expenses as part of any

verdict except to the extent that the claimant remains legally responsible for such payment.

Examples of collateral sources subject to Section 508 include expenses that the plaintiff has
recovered from private health insurance or workers compensation. Exceptions exist for certain
types of collateral sources, including life insurance, social security benefits and amounts
recovered from the Department of Public Welfare. This measure applies to causes of action
arising on or after March 20, 2002. This provision applies to verdicts only, but could have a

pass-through effect on settlements.

Payment of Damages / Reduction to Present Value

Act 13 also clarifies payment of damages in Section 509. Specifically, past medical and other
related expenses, past loss of earnings, past non-economic damages, future loss of earnings
(which are reduced to present value under Section 510 as discussed below) and future non-
economic damages shall be paid in a lump sum. Future medical and other related expenses,
reflecting contemplation of inflation and the cost of medical care improvements, shall be paid in
periodic payments unless the nominal value is less than $100,000. The liability for periodic
payments for future medical and other related expenses terminates upon the plaintiff’s death.
This provision creates the possibility of funding such payments with the use a reversionary trust,

whereby any remaining funds will transfer back to the purchaser upon the death of the plaintiff.
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Section 510 of Act 13 specifies that future earnings, reflecting changes in productivity and

inflation over time, be reduced to present value by the trier of fact.

Section 509 and Section 510 apply to verdicts only, but could have a pass-through effect on

settlements. These provisions apply to causes of action arising on or after March 20, 2002.

Pennsylvania Supreme Court Rule of Civil Procedure 1042.71 set forth requirements that, upon
request, the trier of fact shall make a separate determination of damages for each plaintiff in

accordance with Section 509 of Act 13.

Other Legislative Measures / Court Rulings

Various recent legislative measures and court rulings impact medical malpractice claims.
Although our charge in preparing this report is to analyze the impact of Act 13 specifically, it is
not always possible to separate the impact of Act 13 from other measures and rulings that may be

impacting the loss cost. Some of the more significant recent changes are described below.

180 Day Rule

Generally, the Fund provides first dollar coverage, including defense, for claims that are reported
within the statute of limitations but four or more years after the occurrence event. The “180 Day
Rule” placed parameters around the time period within which health care providers were
required to present claims to the Fund for Section 715 coverage. Specifically, if a claim that
otherwise would have qualified for Section 715 coverage is reported to the Fund more than 180
days after it is reported to the health care provider, the Fund will not provide first-dollar Section
715 coverage. Excess coverage would be available from the Fund. This provision became

effective with Act 135 on November 26, 1996.
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Continuing Course of Treatment

The "continuing course of treatment" (“CCoT”) provision states that where any related treatment
or consultation between a claimant and a health care provider took place less than four years
before the date on which the health care provider or the primary insurer received notice of a
claim, the claim shall be deemed to have occurred less than four years prior to the date of notice
and thus not be considered a Section 715 claim. As such, some claims that would have
previously qualified for Section 715 first-dollar coverage from the Fund will be denied Section
715 coverage by the CCoT provision. Excess coverage would be available from the Fund. This
provision became effective for claims that occurred after the effective date of Act 135 on

November 26, 1996.

Venue Reform

Section 3 of Act 127 of 2002 specifies that a medical professional liability action may be brought
against a health care provider for a medical professional liability claim only in the county in
which the cause of action arose. This measure was effective for causes of action brought at least
60 days after the December 1, 2002 effective date of Act 127. This provision was also

incorporated into Rule of Civil Procedure 1006 governing venue.

Certificate of Merit

For claims filed on or after January 27, 2003, Pennsylvania Supreme Court Rule of Civil
Procedure 1042.3 states that a certificate of merit be filed within 60 days of filing a complaint'?,
The certificate of merit is signed by the attorney, and represents that a written statement of merit
has been supplied by an appropriate professional, that expert testimony is unnecessary for
prosecution of the claim, or that the claim is based solely on allegations that other licensed
professionals for whom the defendant is responsible deviated from an acceptable professional

standard.

12 Subject to some exceptions, and extensions may be requested.
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If a written statement of merit has been supplied by an appropriate professional, such statement
should indicate that there is a reasonable basis to conclude that the care, skill or knowledge
exercised or exhibited in the treatment, practice or work that is the subject of the complaint, fell
outside acceptable professional standards and that such conduct was a cause in bringing about

the alleged harm.

In February 2005, the Pennsylvania Supreme Court amended the requirements for separate
Certificates of Merit for each professional who deviated from the standard of care regardless of
whether the professional had been named as a defendant in the lawsuit. A certificate of merit
must be filed as to the other licensed professionals for whom the defendant is responsible, but the
statement is not required to identify the specific licensed professionals who deviated from an

acceptable standard of care.

Joint & Several Liability Reform

Prior to the passage of Act 57, a plaintiff in Pennsylvania could be required to pay an entire
award to a plaintiff even if the health care provider was deemed to be only marginally
responsible for the alleged negligence. With the passage of Act 57, “The Fair Share Act”, the
defendant must be at least 60% liable before being held jointly responsible for payment of the
liability of others. Act 57, which is effective for causes of action arising on or after August 18,
2002, has been challenged on grounds that the procedures used to pass the Act were

unconstitutional.
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ANALYSIS

PricewaterhouseCoopers has been retained to provide an estimate of the total change in medical
professional liability insurance loss cost resulting from implementation of the Mcare Act,

pursuant to Section 745 of Act 13.

Our review of the impact of Act 13 includes two fundamental approaches:

e Review of Aggregate Data: We projected aggregate data received as part of the data call
from several Pennsylvania medical malpractice insurers and observed trends in the resulting
frequency and severity of claims;

e Review of Individual Measures: Where possible, we reviewed and analyzed available
empirical evidence and other information to assess the impact of individual measures enabled
by Act 13, other legislation, or court rulings. Our discussions surrounding the impact of
legislative measures include insights gleaned from our conversations with the Fund and

responses to the data call provided by Pennsylvania medical malpractice insurers.

For both the aggregate and individual assessments of the impact of Act 13, it is often difficult, if
not impossible, to separate one measure and assess its impact on a stand-alone basis. Some of
the measures are correlated or otherwise affect the impact of other measures. For this reason, we
also include a discussion of several recent measures that were enabled by legislation or court

rulings, but were outside the scope of Act 13.

Page 19 PRICEWATERHOUSE(GOPERS



Review of Aggregate Data

In response to the data call, the Top 20 insurers, as determined by direct written premium in
2003, provided historical development triangles for loss, allocated loss adjustment expense, and
claim counts. Since underlying development patterns may vary, development triangles were
requested separately by:

e Policy type - claims-made policies, occurrence policies, and tail policies;

e Layer of Coverage — primary and excess; and

e Type of insured - hospitals, physicians and surgeons, and other medical malpractice.

The data call also requested individual claim detail for all open and closed claims evaluated as of
December 31, 2004. We used this information to perform actuarial projections to assess the

impact of Act 13 and other recent measures.

Review of the Data Provided

Some companies did not, or were not able to, provide complete data (for example, only provided
recent diagonals, data elements were missing, did not provide claim counts, etc.). Other
companies were not able to provide loss development triangles on an evaluation basis that was
consistent with what was requested. The first step in our analysis was to review the data
provided for reasonability and consistency. Based on our review of the data provided, we have

included the data provided by a subset of the responding companies in our projections.

Defining the Approach

The claims impacted by recent legislative measures are immature from an actuarial perspective.
On average, it may take two years or more for a medical malpractice claim to be reported, and
several additional years for claims to be resolved. Claims that were reported after Act 13 of

2002 have only recently begun being brought to resolution.
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Furthermore, the landscape of medical malpractice insurers in Pennsylvania has changed
significantly over the past few years. Insurers that were writing medical malpractice insurance in
Pennsylvania during 1999 are different, and were writing different types of policies, than

insurers that are writing medical malpractice insurance in Pennsylvania today.

The degree of change in medical malpractice insurers over the past several years is illustrated in

the chart below.

| Top 20 Pennsylvania Medical Malpractice Insurers Based on Direct Written Premium |

Rank Top 20 1999 Insurers Top 20 2004 Insurers
1 Miix Insurance Co 18% | [Pennsylvania Med Soc Liab Ins Co 11%
2 Pennsylvania Med Soc Liab Ins Co 17% | [Medical Protective Co 10%
3 Phico Insurance Co 15%| |Mountain Laurel RRG Inc 8%
4 Medical Protective Co 6% | [Pennsylvania Professional Liability JUA 6%
5 Princeton Insurance Co 4%] | Tri Century Insurance Co 5%
6 Tri Century Insurance Co 3%/ [Lexington Insurance Company 5%
7 Commerce & Industry Insurance Co 3%]| [Continental Casualty Co 4%
8 Cassatt Risk Retention Group Inc 2%| [Community Hospital RRG 4%
9 Pronational Insurance Co 2%| |Cassatt Risk Retention Group Inc 3%
10 American Continental Insurance Co 2% | [Franklin Casualty Ins Co RRG 3%
11 American Casualty Co of Reading Pa 2% | |Preferred Professional Insurance Co 3%
12 Continental Casualty Co 2%| |Pennsylvania Hlthcare Providers Ins 3%
13 Preferred Professional Insurance Co 2%| [Community Health Alliance Recip RRG 2%
14 Chicago Insurance Co 1%| |Clarendon National Insurance Co 2%
15 First Specialty Insurance Corp 1% | [Schuykill Crossing Reciprocal RRG 2%
16 St Paul Fire & Marine Insurance Co 1%| |Professional Cas Assn 2%
17 Lexington Insurance Company 1%]| [First Professionals Ins Co 1%
18 Executive Risk Indemnity Inc 1%| | Steadfast Insurance Company 1%
19 Reliance Ins Co of lllinois 1%| |Millennium Ins Co 1%
20 Oms Natl Ins Co RRG 1%]| |Eirst Medical Ins Co RRG 1%
Total | [Top 20 Total 85%]||Top 20 Total 75%
Other | [Remainder (excl Sl) 9% | [Remainder (excl Sl) 20%
S-l Self-Insurance (JUA-based PPP) 6%]| |Self-Insurance (JUA-based PPP) 5%
Total 100% 100%

Several insurers with significant market share in 1999 no longer write business in Pennsylvania,
and some have ceased writing completely. The most significant components of the change

include the departure of PHICO Insurance Company and MIIX Insurance Company, which
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wrote a combined market share of 33% in 1999. Conversely, recent years have seen significant
growth in the use of Risk Retention Groups (RRGs) and the JUA. RRGs and the JUA wrote a

combined share of 33% in 2004, as compared to a combined share of only 3% in 1999.

Severity Observations

Since the claims impacted by Act 13 and other recent measures (hereafter, “post-Act” claims) are
just beginning to be resolved, we first attempted to measure the impact of the recent measures by
projecting the experience of claims-made policies. These policies cover claims that have been
reported during the policy period and, as such, there is a greater degree of delineation between

pre-Act experience and post-Act experience.

Based on our review of the reasonableness and consistency of the data provided, we aggregated
the claims-made data provided by a subset of the responding companies. Since companies track
certain data elements differently'”, we selected data elements that provided the most consistent
basis of comparison. We then projected paid and incurred loss, paid and incurred allocated loss
adjustment expense (ALAE) and reported claims (including incidents). We reviewed the
resulting indicated claim severity to identify any apparent trends in the more recent periods. The
methods used in our aggregate analysis are described in further detail in the Methodologies

section of this report.

Since the post-Act experience is immature, we relied on multiplicative development approaches
to make any resulting trends more readily apparent. We observe that the resulting projections for
the more recent report years differ greatly, depending on whether the base values are paid or
incurred (paid plus outstanding case reserves). The paid development factors for the most recent
report periods are very high, and the resulting paid development projections are highly

leveraged. As such, our estimates rely on the incurred development method.

1 For example, some companies did not track incidents separately from claims.
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The ultimate loss projections are implicitly limited to the mandatory basic limit of insurance in
effect during the historical period. We adjusted these ultimate loss projections for each report
year to the current mandatory basic limit of insurance of $500,000 using increased limits factors

based on individual claim detail provided in response to the data call.

Claims-Made Policy Severities

The following chart displays the indicated claim severity, which is the ratio of the projected

ultimate losses and defense costs' divided by the projected ultimate number of reported claims,

by report year.
Ultimate Severity per Reported Claim (including Incidents)
Estimate at $500k Limits and Trended to 2004
Based on Claims-Made Policy Data from the Data Call
90,000
80,000
70,000 $ ’
60,000 -
50,000 T T T T T T T T T
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Year
—&— Trended CM Severity ===02-04 CM Avg 99-01 CM Avg

The resulting estimated average severities vary significantly by year, but the projected average

severity per reported claim for the 2002 through 2004 period is roughly 1.2% lower than the

' The estimates on the graph assume a $500,000 per claim indemnity limit.
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projected average severity for the 1999 to 2001 period. We highlight these years since they are

recent averages of pre-Act and post-Act experience. These projections are attached as Exhibit 2.

The estimates above assume an average loss trend per reported claim of 8% per annum. Note
that the comparison of 1999-2001 to 2002-2004 illustrated in graph above is highly dependent on
the assumed trend rate, with each 1% change in the assumed trend rate causing approximately a
2.7% change in the comparison. For example, assuming an average trend rate of 7% per annum,
the projected average severity per reported claim for the 2002 through 2004 period is roughly

1.5% higher than the projected average severity for the 1999 to 2001 period.

Note that different insurers may require varying levels of incident reporting, a single insurer may
have changed its incident reporting policy over time, and insureds may have changed their
propensity for reporting incidents to their insurers. As such, the shift in insurers providing
medical malpractice coverage in Pennsylvania during recent years may distort projections of the

ultimate reported claims used in the chart above.

Potential distortions also exist for the ultimate loss and ALAE projections. Our ultimate loss and
ALAE selections are based on the incurred development methods. Projections for 2004, and to a
lesser extent 2003, are subject to significant uncertainty. Again, the shift in the insurer
population may create a distortion, to the extent that case reserves are established more or less

aggressively at the early stages of a claim.

Average Closure Time

The average closure time' for claims that have closed with indemnity payment has been roughly

3 years for claims closing in recent periods, whereas the average closure time for claims that

"> We have defined the average closure time to be the dollar weighted average of the difference between the report
date and the closure date.
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have closed without indemnity payment has been roughly 2 years. These closure rates are shown

in the table below.
Average Years from Report Date Until Closure Date
Based on Reported Claim Data from the Data Call
35
3.0 — ¥ " — .
2.5 1
2.0 - * = —
1.5
2001 2002 2003 2004
Closure Year
—&— Close without Pay —#— Close with Pay

This data highlights the degree of difficulty in estimating the impact of recent legislation such as
Act 13. Namely, the average claim that will close with indemnity payment in the post-Act

environment will not do so until 2005 and beyond.

Occurrence Policy Severities

The type of policy written within Pennsylvania has shifted significantly in recent years.
According to assessment information provided by the Fund, greater than 50% of the 1999
assessment was generated from policies effective on an occurrence basis. In contrast, less than
25% of the 2004 assessment was generated from policies effective on an occurrence basis. Some
traditional insurers and newly formed RRGs have simply never offered coverage on an
occurrence basis; others have ceased writing occurrence-based medical malpractice coverage and

now only write medical malpractice coverage on a claims-made basis.
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Occurrence-based projections will be subject to a high degree of leverage in the most recent
occurrence periods, and any indications for recent occurrence periods would be speculative at
best. As such, we have not attempted to project average severity for the more recent occurrence
periods; instead, we have projected occurrence-based average costs for pre-Act periods and have
compared the resulting projections to our projected claims-made average cost for post-Act

periods.

In order to maintain consistency between the occurrence-based and claims-made based
projections, the same insurers have been used in the occurrence-based projections. A

comparison of the resulting projections is included below.

Ultimate Severity per Reported Claim (including Incidents)
Estimate at $500k Limits and Trended to 2004
Based on Occurrence and Claims-Made Policy Data from the Data Call

90,000

80,000 1 \

70,000 - ~
60,000 -
50,000 T T T T T T T T T
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Year
—&— Trended CM Severity —#— Trended Occ Severity 02-04 CM Avg 99-01 Occ Avg

The resulting estimated average severities vary significantly by year, but the projected average

severity per reported claim for the 2002 through 2004 claims-made period is roughly 1.6%
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higher than the projected average severity for the 1999 to 2001 occurrence period'®. We
highlight these years since they are recent averages of pre-Act and post-Act experience. These

projections are attached as Exhibit 3.

The estimates above assume an average loss trend per reported claim of 8% per annum. Note
that the comparison of 1999-2001 to 2002-2004 illustrated in the graph above is highly
dependent on the assumed trend rate, with each 1% change in the assumed trend rate causing
approximately a 1.4% change in the comparison. For example, assuming an average trend rate
of 7% per annum, the projected average severity per reported claim for the 2002 through 2004
claims-made period is roughly 3.0% higher than the projected average severity for the 1999 to

2001 occurrence period.

Similar to the discussion of our claims-made projections, these occurrence-based projections are
also subject to distortion arising from the shift in insurers providing medical malpractice
coverage in Pennsylvania during recent years or from possible changes in the way insurers have

handled claims over time.

We believe the results of our severity review are generally inconclusive. There are some signs
that post-Act severity is the same or slightly higher than pre-Act severity. We emphasize that the
post-Act projections are subject to a high degree of uncertainty since it takes years for claims to
move from report to resolution. Furthermore, other measures (such as venue reform, discussed
in more detail below) may have slowed the resolution of claims, which increases the uncertainty

of projections for recent periods.

'® A detrend adjustment of 1.5 years is made to the occurrence severity to reflect the inherent timing difference
between occurrence claims and claims-made claims.
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Frequency Observations
Based on a compilation of exposure estimates derived from information provided in the data call

and assessment data provided by the Fund, we attempted to assess emerging frequency trends.

Normally, we would expect claims-made data to show the earliest signs of a change in the
amount of claims. However, recent changes in Pennsylvania significantly complicate a review
of claim frequency (the number of claims per exposure), several reasons for which are cited
below:

e As discussed above, there has been a significant shift from occurrence business to claims-
made business in Pennsylvania. As insureds change from an occurrence policy to a claims-
made policy, there may be an increased incentive to report possible losses to the occurrence
insurer, which will suppress the number of claims subsequently reported to the claims-made
insurer.

e The changing landscape of Pennsylvania’s medical malpractice insurers may have resulted in
a number of health care providers purchasing tail coverage before switching to a new insurer.
Tail information is sparse and will not generate meaningful insights for some time.
However, the purchase of tail policies will also suppress the number of claims subsequently
reported to the claims-made insurer.

e There have also been anecdotal stories of a rush to report claims before Act 13 was effective.
To the extent pre-Act filing was accelerated, post-Act filing would emerge at an artificially

reduced level.

Based on our review of the occurrence-based data, it appears that the number of claims
(including incidents) reported in the 2002 report year was unusually high; we estimate that
roughly 300 additional claims (including incidents) were reported in 2002 than would have
otherwise been expected. This higher level of reported claim activity may be due, in part, to

accelerated reporting in response to the considerations cited above. Based on the estimated
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market share of occurrence policies relative to the total insured market, the total number of
additional claims (including incidents) reported during 2002 on an industry-wide basis may have
been 1000 or more, as shown on the attached Exhibit 3, Sheet 20. An increased level of

reporting in 2002 may artificially suppress the observed frequency in 2003 and perhaps 2004.

Given the extent of change in insurers and policy type, we have estimated changes in frequency
from a combined occurrence / claims-made basis. Based on assessment information provided
by the Fund, we compiled the statewide exposure base for the past several years. We included
adjustments to the exposure base to reflect the reduced ultimate reported claim exposure that
arises as policies move from occurrence coverage to claims-made coverage. We then estimated
the portion of the direct written premium market share associated with the insurers included in
our analyses'’. Based on the medical malpractice market share and our estimate of the statewide
exposures, we obtained an estimate of the exposure base for the insurers included in our analyses
of occurrence policy data and claims-made policy data. These calculations are included on

Exhibit 4. The resulting frequencies, by year, are displayed below:

7 One insurer’s direct market share includes meaningful portions of excess and tail coverage, and we have adjusted
the direct written premium market share accordingly based on information provided in the data call. Other
companies included in the frequency analysis generally provide primary coverage only.
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Ultimate Frequency per Exposure
Based on Occurrence and Claims-Made Policy Data from the Data Call

0.20

0.15 \

0.10 1

0.05

1999 2000 2001 2002 2003 2004

Year

The average observed frequency for 2002 through 2004 (roughly 0.12) is roughly 20% lower
than the average observed frequency for 1999 through 2001 (roughly 0.15). Note that the
reported claim development factors for the most recent occurrence periods are very high and the
projections for 2003 and 2004 are subject to significant uncertainty. It remains to be seen if the
recent decrease in frequency is a temporary phenomenon or if this apparent reduction is
concentrated in less meritorious claims, which would not result in a commensurate decrease in
cost. Nonetheless, despite the potential shortcomings and possible distortions in this
measurement, the decreased average frequency for the recent years provides some preliminary
evidence of a positive impact from Act 13 and other recent measures. We investigate and

discuss this further in our review of individual measures, which are discussed below.
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Review of Individual Measures

As discussed above, our review of aggregate statistics is complicated by the inherent lag in
bringing cases to resolution. As such, we have also attempted to evaluate the impact of certain
measures on a stand-alone basis by reviewing existing claim data or other empirical evidence.
Reviewing the discussion provided by insurers in connection with the data call regarding their
assessment of the impact and/or effectiveness of the individual measures enacted in Act 13 also

provides additional insight.

This section of our report presents our review of the recent measures, including, where
appropriate, the responding insurer’s assessments and our assessment of the impacts of each

measure, where we believe such an impact to be reasonably estimable.

Changes in the Limits of Medical Malpractice Insurance

Act 13 reduced the mandatory limit of medical malpractice coverage, including the coverage
provided by the Fund, from $1.2 million per claim to $1.0 million per claim. Based on
information included in our projections of the Fund’s liability, we estimate that the reduction in
the total required limit of malpractice insurance would serve to reduce total insured losses by up
to 6%. The degree of the impact will depend on extent to which those costs are simply borne by
excess insurance or retained by health care providers above the limits of coverage provided by
the Fund. However, to the extent reduced limits of insurance actually serve to reduce the amount
of claims expenditures, a savings will be generated by the reduction in limits. We believe a

reasonable estimate of the total savings is between 2% and 4%.

Statute of Repose
The Commonwealth has a two year statute of limitations from the date one knows or should have

known of the injury, with the exception of minors who may file until age 20. As such, the large
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majority of Section 715 claims are late reported claims because the alleged injury befell a minor.
Therefore, the exclusion of minors from the statute of repose will effectively allow most late
reported claims to continue receiving Section 715 coverage from the Fund. We discussed with
the Fund the injuries that would typically be impacted by the statute of repose and estimated the
Section 715 savings based on the estimated amount of claims that would have historically been

denied Section 715 coverage. The resulting reduction in total insured loss cost is roughly 0.3%.

Elimination of Mcare Fund Section 715 Coverage

All else equal, the elimination of Section 715 coverage should not result in a change in total loss
cost. Claims that are insured by the Fund will now be insured by the basic limits insurance
coverage. However, we include our estimate of this impact to provide a clearer picture of the
impact of this change on the primary medical malpractice market. Based on information
included in our projections of the Fund’s liability, the impact on the primary market is an

increase of roughly 10%.

Increase in the Basic Limits of Insurance

The basic limits of insurance may increase in 2006, depending on the Commissioner’s study
regarding the availability of additional basic insurance coverage capacity. All else equal, an
increase in the basic limit of insurance should not result in a change in total loss cost, since
claims that are insured currently by the Fund will now be insured by the primary insurance
coverage. However, we include our estimate of this impact to provide a clearer picture of the
impact of this change on the primary medical malpractice market. Based on information
included in our projections of the Fund’s liability, the impact on the primary market is roughly
19%. Note that this estimate is subject to variability but is consistent with responses to the data
call. Many responders expected the increase in limits to result in an increase in basic premium of

between 15% and 25%.
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Supporting details for the calculations discussed above are included in Exhibit 1.

Expert Qualifications

The expert witness provisions of Act 13 should reduce the incidence of less meritorious cases.
According to the data call responses, insurers generally expect a favorable impact from the
expert qualifications provision, though not significant. The impact of the expert qualifications

provision cannot be separated from other recent measures or separately assessed actuarially.

Patient Safety

The impact the patient safety provisions is difficult to measure because it is impossible to
identify errors that would have occurred and resulted in a medical malpractice claim that were
prevented due to patient safety initiatives. Furthermore, some elements of patient safety may
have been a focus of the risk management programs of health care providers prior to the passage
of Act 13. The notification provisions may have some impact, though this provision could
actually increase the number of medical malpractice claims. The impact of the patient safety

provisions cannot be separated from other recent measures or separately assessed actuarially.

Remittitur

Data provided by companies in the data call suggests limited use of the motion of remittitur. Of
the companies that responded to this item of the data call, only 2 companies indicated that the
motion of remittitur had been used. In both cases, only 1 claim was noted. Health care providers
may be unwilling to disclose financial information necessary to demonstrate that an award would
adversely impact the availability or access to health care in the community. As such, we do not

expect the impact of this provision to be significant.
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Ostensible Agency

Some companies do not view this provision as a significant enough change to expect any impact,
but a few companies indicated that this provision is expected to have a positive impact. One
large RRG expressed a view that this provision increases exposure for hospitals with respect to
the proof standards for ostensible agency. The impact of the ostensible agency provision cannot

be separated from other recent measures or separately assessed actuarially.

Collateral Source

According to the responses to the data call, insurers see this as a positive measure that will
reduce duplicate recovery. One insurer cited the possibility that plaintiffs may alter the
presentation of damages in order to circumvent the collateral source offset. Another insurer
noted that the exclusions'® to the collateral source offset may affect a significant portion of the
cases that would otherwise be impacted. Although the collateral source offset has a direct effect
on verdicts, there would likely be a pass-through effect to cases resolved via settlement. We
expect this provision to result in a reduction of cost; however, it is not possible to assess the

impact of the collateral source provisions separately.

Payment of Damages / Reduction to Present Value
While the impact of funding future medical and other related expenses via periodic payments
(under Section 509) and of reducing future loss of earnings or earnings capacity to present value
(under Section 510) could be significant when viewed in isolation, we note the following based
on responses to the data call and discussions with the Fund:

e Requesting jurors to specify damages in separate components may result in higher awards

than would have otherwise been the case.

'® For example, public benefits paid under a federal program whose right of recovery supersedes state law.
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e Explicit recognition of inflation (i.e., improvements in medical care and medical
equipment, increases in productivity, etc.) as specified by Act 13 may result in higher
awards than would have otherwise been the case.

e The costs of providing defense may increase, since defense attorneys may need to prepare
life care plans more frequently or additional expert testimony may be required in
response to that provided by the plaintiff.

e These provisions apply specifically to verdicts. Based on the information provided in the
data call from one large insurer, indemnity payments resulting from plaintiff verdicts
have comprised less than 5% of the loss and defense cost for claims reported in the past
10 years.

e Although a pass-through effect on settlements is possible, defendants may be more
willing to accept a “reduced” life care plan in a settlement for fear of an “unreduced”
verdict. If this forces settlements higher, any potential savings resulting from these

provisions may be undone.

Insurers have not yet settled a meaningful number of cases impacted by these provisions'.
Although the provisions create the possibility for savings, such benefits may be offset by
additional costs. Furthermore, the portion of claims to which this provision directly applies is
limited. The impact of these provisions cannot be separated from other recent measures or

separately assessed actuarially.

Continuing Course of Treatment / 180 Day Rule
All else equal, these provisions should not result in a change in the total loss cost since claims

that may have been provided Section 715 coverage by the Fund previously will now be insured

' A few responders indicated claims where an annuity was utilized as part of the normal course of resolving claims,
but not specifically in response to a verdict qualifying for Section 509.
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by the health care providers’ basic insurance coverage, with the Fund providing excess coverage

as needed.

In addition, these provisions were part of Act 135 of 1996. In and of itself, Act 13 has not
impacted these provisions. As such, we have not specifically recognized these provisions on the

attached Exhibit 1. However, we provide some discussion of these provisions below.

The 180-day rule was effective with the passage of Act 135. The continuing course of treatment
provision became effective for claims that occurred after the effective date of Act 135, which
effectively means that the Fund began reviewing claims submitted for Section 715 coverage on
or after November 26, 2000 to see if the continuing course of treatment provision should be

invoked.

The number of claims recently reported to the Fund for Section 715 coverage has fallen
dramatically. Reported claims in claim years 2003 and 2004 have decreased by roughly 50%
compared to the number of reported claims in 2001 and 2002. However, since many of the
claims are still in the discovery phase, the nature of the injury (as reflected by the “injury code”)
is not yet captured for almost half of the reported cases. As such, this reduction in reported cases
may or may not have a commensurate impact on the loss cost. Our estimates of the Fund’s
liability assume a savings of 20% of Section 715 costs, with a portion of that savings reverting to
the Fund as it provides excess coverage for these claims. The resulting estimate of the additional
primary cost (net of the amount expected to revert to the Fund as the excess insurer) is roughly
$17 million for 2004. This implies a slight increase in cost to the primary layer (with an
offsetting decrease in cost to the Fund), although this increase was driven by Act 135 rather than

Act 13 and is therefore not included on the attached Exhibit 1.
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Venue Reform / Certificate of Merit

Venue reform applies to medical professional liability actions filed on or after January 1, 2002%°.
The incentive for plaintiffs to file in Philadelphia versus other venues relates to a high percentage
of plaintiff’s verdicts as well the large number of high jury verdicts in Philadelphia County.
According to statistics compiled by the Administrative Office of Pennsylvania Courts, 38% of
total verdicts in Philadelphia County were plaintiff verdicts for the period from January 2000
through December 2004; 18% of total verdicts in the remainder of the state were plaintiff
verdicts for the same period. Of the plaintiff verdicts, Philadelphia County had a greater portion
of large verdicts compared to the remainder of Pennsylvania. The following graphs show the
distribution of plaintiff verdicts in Philadelphia County versus Pennsylvania excluding

Philadelphia County.

Philadelphia County

Breakdown of Plaintiff Verdicts: Jan 2000 through Dec 2004
Based on Administrative Office of PA Courts (AOPC), March 18, 2004 & April 7, 2005
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$1M to $5M 17%

35%

29 per Supreme Court of Pennsylvania Amendatory Order issued March 3, 2003.
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Pennsylvania Excluding Philadelphia County

Breakdown of Plaintiff Verdicts: Jan 2000 through Dec 2004
Based on Administrative Office of PA Courts (AOPC), March 18, 2004 & April 7, 2005
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According to the data gathered by the Administrative Office of Pennsylvania Courts, 50% of
medical malpractice plaintiff verdicts in Philadelphia County have resulted in awards greater
than $1 million, compared with 24% in the remainder of the state. The disparity is perhaps even
more apparent when comparing Philadelphia’s medical malpractice plaintiff verdicts greater than
$5 million, which constitute 15% of the total jury verdicts in Philadelphia County, compared
with only 4% of total jury verdicts outside of Philadelphia County. While several other counties
have had large jury awards, the number of large jury verdicts is significantly higher in

Philadelphia County than any other venue in Pennsylvania.

The changes to venue rules appear to have resulted in significant declines in cases filed in certain
counties. The number of cases filed in Philadelphia County and Allegheny County during 2003
and 2004 are approximately 50% and 30% lower, respectively, that the average number of cases

filed during 2000 through 2002.

Additional information from the Administrative Office of Pennsylvania Courts indicates that the

number of medical malpractice cases filed in Pennsylvania fell dramatically in 2003 and 2004 as
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compared to 2000 through 2002. The average statewide decrease in cases filed is roughly 35%,
with Philadelphia County experiencing an average decrease of over 50%. The graph below

highlights the extent of the decrease.

Number of Cases Filed per Year
Based on Administrative Office of PA Courts (AOPC), March 18, 2004 & April 7, 2005.
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We suspect the increased level of cases filed in 2002 was due, at least in part, to a push to file
cases before the effective date of Act 13. If so, the number of 2003 filings may be artificially
low. However, the extent of the decrease in 2003 and 2004 relative to prior years does indicate
some level of reduced claim activity in the most recent years. The number of cases filed in 2004
is roughly 35% lower than the number of cases filed in 2001 and 2002. This is also generally
consistent with our review of aggregate frequency statistics discussed above, where an average

improvement of roughly 20% was observed.

We do not believe it is possible to separate the impact of venue reform from the impact of the
certificate of merit measures. Other measures may also be impacting the number of cases filed.

The reduced number of case filings, with a particular concentration in Philadelphia County, is
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likely a combination of some cases that would have been brought in Philadelphia previously that

are now being brought outside Philadelphia or not at all.

Although it does appears that recent reforms have had a significant initial impact on the number

of cases filed, the extent to which this reduction in the number of claims results in a reduction in

the total costs is highly uncertain, for several reasons:

The reduced number of cases may be a reduction in less meritorious cases, in which case a
reduction in the number of cases may not lead to a commensurate decrease in costs.

Certain counties or areas may have a tendency for higher awards or settlements because those
areas see the most complicated medical cases. To some degree, a higher average award or
settlement may be indicative of a higher degree of alleged damage associated with more
complicated medical cases. The movement of cases out of, say, Philadelphia and into

surrounding counties may simply increase the average award of the surrounding counties.

As claims have moved to other counties, the process of disposing of those claims may have
slowed. Based on our previous projections of the Fund’s claim payments over time, Fund
payments were slightly less than expected for claims year 2004, and appear to be
significantly less than expected for claim year 2005, which will not be complete until August
31, 2005. Current Fund projections of the 2005 claim year payments are 25% to 35% lower
than we have projected based on historical payment patterns. If this is partially due to a
temporary slow-down in payment resulting from venue reform, any resulting savings may be
offset, at least partially, by the inflationary impact of delaying the resolution of these claims.

As noted by some responding insurers, the February 2005 Pennsylvania Supreme Court
amendment to the requirements for separate Certificates of Merit for each professional may

lessen the effectiveness of this measure moving forward.

Several insurers indicated that they have seen a reduction in the number of claims filed, which

they attribute, at least in part, to venue reform and the Certificate of Merit requirements. One
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traditional insurer estimated a 15% drop in the number of suits filed; but recognized that most, if
not all, of the claims eliminated by the Certificate of Merit provision would be low severity
claims. This insurer indicated that some cost savings would still be realized, since it would save

time and effort on eliminated claims.

Based on these observations, it does seem reasonable to expect a reduced number of claims in a
post-Act 13 environment; however, it is too early to project a savings on the indemnity
component of loss cost. We do believe it is reasonable at this time to expect a degree of savings

on defense costs.

Based on closed claim data and claim disposition information for roughly 8,000 closed claims
reported as part of the data call, we have prepared an estimate of the defense cost savings
reflecting a decrease in the number of claims under two scenarios. The scenarios vary the level
of the reduction (20% and 25%, respectively, based on our observations of reduced frequency in
our aggregate frequency review and the AOPC studies) and assume that the reduction in claims
is concentrated in cases that historically:

e Have been dismissed or resolved via summary judgment for the defense (Scenario 1); or

e Have been dismissed, resolved via summary judgment for the defense, or resulted in a verdict

for the defense (Scenario 2).

Based on these projections, we believe an estimate of the primary savings arising from a
reduction in defense costs related to the recent reduction in frequency of 4% to 6% is reasonable,

as shown on the attached Exhibit 1, Sheet 10.

Joint & Several Liability Reform

Joint and several liability reform is intended to help “deep pocket” defendants with minimal

liability in a medical malpractice case. Insurers have not yet settled a meaningful number of
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cases impacted by Act 57. Although the legislation creates the possibility for savings, we
understand that costs that were disproportionate with the share of the liability have not typically
been pursued in Pennsylvania. As such, we do not currently expect this measure to have a
significant impact. Note also that Act 57 has been challenged on grounds that the procedures

used to pass the Act were unconstitutional.

Insurer Estimates

We reviewed recent medical malpractice rate filings submitted to the Department. Those filings
with an explicit adjustment to reflect the impact of Act 13 included an expected primary savings
averaging roughly 5% before the elimination of Section 715 coverage or an increase in basic

limits to $750,000 per claim. This estimate of the savings is consistent with our assessment.

Other Insurer Responses

Several insurers indicated that the only reform that could have a substantial impact on medical
malpractice costs in Pennsylvania is a hard cap on non-economic damages. Pennsylvania has a
constitutional prohibition on limits on non-economic damages. As such, legislation would have
to be introduced to call for a constitutional amendment to permit limits to be placed on non-

economic damages. This response was provided by traditional insurers and RRGs alike.

A summary of our findings is included in the EXECUTIVE SUMMARY section of this report.
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METHODOLOGY

Act 13 was passed on March 20, 2002, and many of its provisions took effect for causes of action
brought after the effective date of the Act. Since cases take years to move from their initial filing
to their ultimate resolution, many cases impacted by Act 13 are only beginning to be resolved.
As such, we have relied upon sound actuarial judgment and generally accepted actuarial methods
that we believe would be most responsive to a changing environment. These actuarial
methodologies employed in our aggregate projections herein are described below. Generally, the
methodology employed to estimate savings on an individual basis is described above with the

discussion of the individual measure.

Aggregate Projection of Ultimate Losses
Losses were projected to ultimate values using the following methods:
e Paid Loss Development

e Incurred Loss Development

Paid loss development assumes that the ratio of losses paid in one period to losses paid in an
earlier period is approximately constant over time. For example, if, on average, paid losses at 24
months after the start of the year were 150% of losses at 12 months, loss development from 12 to
24 months is projected to be 50%. Similarly if losses at 36 months were 120% of losses at 24
months, then the combined loss development from 12 to 36 months is projected to be 80% (1.50
x 1.20 = 1.80). The process of estimating period to period development factors is normally

continued until a level of maturity is reached at which point no additional movement is expected.

The paid loss development method assumes that losses are paid at a consistent rate. It provides
an objective test of incurred loss projections because paid losses contain no reserve estimates,

nor are they as greatly influenced by changes in claims reserving policies and procedures as are
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incurred losses. It is especially useful for coverages where losses develop early and are paid
quickly, such as automobile physical damage, or in instances where case reserves are not
established. In some circumstances, claim payments are made very slowly and it may take years
for claims to be fully reported and settled. Paid losses for recent periods may be too immature or
erratic for accurate predictions based on a paid loss development methodology. Medical
malpractice paid loss development can be particularly slow, and projections for recent years

using paid loss development methodologies may tend to be unreliable.

Incurred loss development is similar to the prior method but uses incurred losses (paid loss plus
case loss reserves) instead of paid losses. Incurred losses develop faster than paid losses, so the
resulting incurred loss development factors are less leveraged in recent years than paid loss
development factors. Due to the immaturity of the post-Act 13 experience, we selected ultimate

losses using incurred loss development methodology.

Aggregate Projection of Ultimate Allocated Loss Adjustment Expenses
Ultimate allocated loss adjustment expenses were estimated based on the following methods:
e Paid ALAE Development

e Incurred ALAE Development

Paid ALAE development is similar to paid loss development but uses paid ALAE instead of paid
losses. Incurred ALAE development is similar to the incurred loss development method but uses

incurred ALAE instead of incurred losses.

Aggregate Projection of Ultimate Reported Claims (including Incidents)
We used the reported claim count development method to project reported claims to their
ultimate value. Reported claim development is similar to paid loss development but uses

reported claims instead of paid losses. Note that several companies do not track, and could
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not report, incidents separately from claims. As such, it was necessary to combined claims
and incidents in our projections for reported claims. Note that this also prevented meaningful
projections of closed claims, since the presence of incidents in some companies’ closed claim
data, but not in others, appeared to create distortions in the closed claim development

patterns as the relative size of companies changed over time.
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APPENDIX
Citations

During the course of this project, we reviewed numerous articles and publications related to the
medical malpractice insurance industry both within and outside the Commonwealth. We have
included a list of the relevant articles and publications in this Appendix. Although these sources
may not be specifically cited herein, the information included therein nonetheless contributed to
or enhanced our knowledge.

e 2005 Pennsylvania Verdict Survey. Jury Verdict Research by LRP Publications. Horsham,
PA.

o 44" Edition: Current Award Trends in Personal Injury. Jury Verdict Research by LRP
Publications. Horsham, PA. 2005.

e Administrative Office of Pennsylvania Courts. Study of cases filed by county and jury
awards by county. April 7, 2005.

e Bovberg, Randall R. and Anna Bartow. 2003. Understanding Pennsylvania’s Medical
Malpractice Crisis. (funded by The Pew Charitable Trusts).

e Conning Research & Consulting, Inc. 2005. Medical Malpractice: New Opportunities
Emerging? Or the Eye of the Hurricane?

e Danzon, Patricia M, Andrew J. Epstein and Scott Johnson. The Wharton School; University
of Pennsylvania. The “Crisis” in Medical Malpractice Insurance. December 2003.

e Guadagnino, Christopher and Anthony V. Colletta. February 2004. Physician’s News
Digest. Malpractice Reforms Ineffective.

e The Hospital and Healthsystem Association of Pennsylvania. Overview of Pennsylvania’s
Medical Liability Environment 2004.

e Medical Liability Monitor, volume 29, number 10. October 2004.

o Medical Malpractice: Verdicts, Settlements and Statistical Analysis. Jury Verdict Research.
Horsham, PA. 2002.

e Pennsylvania Hospitals and Health Systems. 2005 Fact Sheet: Pennsylvania Medical
Liability Environment. March 7, 2005.

e Pinnacle Actuarial Resources, Inc. Oregon Professional Panel for Analysis of Medical
Professional Liability Insurance: A Report on Factors Impacting Medical Malpractice
Insurance Availability and Affordability. November 2004.
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Report of the Advisory Committee on Medical Professional Liability. March 2005. Medical
Professional Liability Reform for the 21" Century: A Review of Policy Options. Harrisburg,
Pennsylvania.

Thorpe, KE. "The Medical Malpractice Crisis: Recent Trends and the Impact of State Tort
Reforms", Health Affairs, January 21, 2004.

United States General Accounting Office (GAO). August 2003. Report to Congressional
Requestors. Medical Malpractice: Implications of Rising Premiums on Access to Healthcare.

Washington, D.C.

Website: American Medical Association www.ama-assn.org
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EXHIBITS
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Estimated Impact of Act 13 and Other Recent Measures

Exhibit 1
Sheet 1

Post-Act Breakdown

of Loss Cost Change

Scenario 1

Scenario 2

Estimated Cost of Loss and Defense ($mil)

Estimated Cost of Loss and Defense ($mil)

Primary Change (a) Fund Change (b) Total (c) [=(a) + (b)] Primary Change (a) Fund Change (b) Total (c) [=(a) + (b)]
Exposure $ % $ % $ | % Exposure $ % $ % $ | %
(1) Pre-Act Total: 637 347 984 (1) Pre-Act Total: 637 347 984
(2) Primary (2) Primary
First $500,000 First $500,000
Venue & Certificate of Merit (25) -4% (25) -3% Venue & Certificate of Merit (38) -6% (38) -4%
(3) Fund Excess Coverage (3) Fund Excess Coverage
250xs500 121 19% (121) -35% 0% 250xs500 121 19% (121) -35% 0%
250xs750 250xs750
200xs1M (excess of Fund) (20) -6% (20) -2% 200xs1M (excess of Fund) (40) -12% (40) -4%
Excess of Fund/Retained Excess of Fund/Retained
(4) Section 715 Coverage (4) Section 715 Coverage
Subj to Repose ?3) -1% ?3) 0% Subj to Repose ?3) -1% ?3) 0%
Defense 14 2% (14) -4% 0% Defense 14 2% (14) -4% 0%
750xs0 50 8% (50) -14% 0% 750xs0 50 8% (50) -14% 0%
250xs750 250xs750
(5) Post-Act Total 796 25% 140 -60% 936 I -5% ‘(5) Post-Act Total 783 23% 120 -66% 903 I -8% '

Notes
(1) Exhibit 1, Sheet 2.

(2) Based on Exhibit 1, Sheet 10.
(3) Based on Exhibit 1, Sheet 4.
(4) Based on Exhibit 1, Sheet 5.

G =M+@)+B)+®.
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Estimated Impact of Act 13 and Other Recent Measures

Pre-Act Breakdown of Loss and Defense Costs

Estimated Cost of Loss and Defense ($mil)

Exposure Primary | Fund | Total

(a) (b) (c)=(a)+(b)
(1) Primary
First $500,000 637 637
(2) Fund Excess Coverage
250xs500 121 121
250xs750 92 92
200xs1M 60 60
(3) Section 715 Coverage
Subj to Repose 3 3
Defense 14 14
750xs0 50 50
250xs750 8 8
(4) Total 637 347 984
Notes

(1) Exhibit 1, Sheet 3.
(2) Exhibit 1, Sheet 4.
(3) Exhibit 1, Sheet 5.
@ =) +2)+O3).

Exhibit 1
Sheet 2
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Exhibit 1

Sheet 3
Estimated Impact of Act 13 and Other Recent Measures
Estimated Primary Loss & Defense Cost - 2004 |
2004 Loss &
Defense

Insurer Expense Ratio
Company A 98%
Company B 61%
Company C 56%
Company D 139%
Company E 52%
Company F 100%
Company G 37%
Company H 142%
Company I 61%
Company J 103%
Company K 84%
Company L 68%
Company M 71%
Company N 88%
Weighted Average 86%
Total Gross Earned Premium ($ mil) 376
Total Gross Loss & DCC 322
Direct Market Share 51%
Estimated Gross Loss & DCC 637

Notes

Data is based on information contained in companies statutory filings.
For the companies above, Pennsylvania comprises the large majority of the medical malpractice

exposure.

Based on responses to the data call, it is our understanding that these companies do not provide a
material amount of excess insurance in total. As such, the loss ratios cited above should be

representative of the exposure within the first $500,000 per claim.
We believe the direct market share should serve as a reasonable proxy for the primary market share for
purposes of weighting the estimated impact of Act 13 and other recent measures.
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Exhibit 1

Sheet 4
Estimated Impact of Act 13 and Other Recent Measures
Based on 2004 Projections from the 12/31/2004 Unfunded Liability Analysis
Impact of Decrease in Mandatory Limit of Insurance from $1.2M to $1.0M and Reduced Coverage for Excess Claims |
(M @ ©) “4) ®) (6) (M ®) ©
(L/G*[H-G)]  (D/B)*[(5)-(6)] 1Y/B3)*(6)
Excess
Post-Act Ultimate Relativity to Relativity to 1M xs 200 Losses in Layer
Year Undiscounted Discounted 1M xs 200 700xs500 450xs750 200xs1000 250xs500 250xs750 200xs1000
2004 233 185 38.1% 56.3% 31.3% 12.4% 152 115 76
(10) Average Discount [(2)/(1)]: 79% 79% 79%
(11) Estimated Impact: 121 92 60
Fund to Primary No Change Out of Fund
(12) Selected Impact: 121 92 20 to 40

Notes

(1)-(6) Based on information included in our projection of the 12/31/2004 Unfunded Liability.
A1) = (7).(8),(9) * (10), respectively.

(12) Based on the indications in (11).
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Exhibit 1

Sheet 5
Estimated Impact of Act 13 and Other Recent Measures
Based on 2004 Projections from the 12/31/2004 Unfunded Liability Analysis
Impact of Statute of Repose and the Elimination of Section 715 Coverage
()] (@) 3) (C) (5) (6) @) ®)
1H*3) [(D-(AH]*(5) (D-(H-6) (6)+(7)
Section 715 Repose 250xs750 Indemnity Loss Indemnity Loss Estimated
Post-Act Ultimate Percentage Repose Relativity to in Layer in Layer Defense
Year Undiscounted Discounted Savings Savings IMxs 0 250xs750 750xs0 Only
2004 96 60 3.5% 3 13.9% 13 80 93
(9) Defense Cost Loading: 25% 25%
(10) Cost Including Defense: 4 13 80 23
(11) Average Discount [(2)/(1)]: 62% 62% 62% 62%
(12) Indicated Impact: 3 8 50 14
Out of Fund No Change Fund to Primary Defense to Primary
(13) Selected Impact: 3 8 50 14

Notes

(1),(5) Based on information included in our projection of the 12/31/2004 Unfunded Liability, adjusted to a pre-repose basis.
(3) Exhibit 1, Sheet 6.

(9) The defense cost loading is based on the most recent 5 years of paid loss and paid expense activity, as provided by the Fund.
(12) = (4),(6),(7),(8) * (11), respectively.

(13) Based on the indications in (12).
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Exhibit 1
Sheet 6
Estimated Impact of Act 13 and Other Recent Measures
Estimated Impact of Section 513 (Statute of Repose) on Section 715 Claims

Projected
Method Savings
(a) Method 1, Lag from Ending Date of Treatment to Primary Report Date -6.2%
(b) Method 2, Lag from Ending Date of Treatment to Primary Report Date, -2.3%
Adjusted for Statute of Limitations
(c) Estimated Impact of Section 513 (Statute of Repose) on Section 715 Claims -3.5%

Notes:

(a) Exhibit 1, Sheet 7.

(b) Exhibit 1, Sheet 8.

(c) Based on the indications in (a) and (b).
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Exhibit 1

Sheet 7
Estimated Impact of Act 13 and Other Recent Measures
Estimated Impact of Section 513 (Statute of Repose) on Section 715 Claims
Based on Lag from Ending Date of Treatment to Primary Report Date
(O] 2 3) 4 (%) (6) (7
MH**) @*@® 3)**)
[ Claim Count by Lag | Normalized Normalized Claim Count
Injury Within Beyond Excluded Severity Within Beyond Excluded
Code 7 Years 7 Years by Repose Index 7 Years 7 Years by Repose
01 1 0 64% 0.6 - -
02 20 6 6 76% 152 4.6 4.6
03 1 7 96% 1.0 6.7 -
04 1 0 116% 1.2 - -
05 14 16 160% 224 25.6 -
06 23 51 166% 382 84.6 -
07 29 21 150% 43.5 315 -
08 2 11 167% 33 18.4 -
09 0 2 4% - 0.1 -
10 8 0 90% 72 - -
11 0 1
12 10 6 43% 43 2.6 -
13 7 2 47% 33 0.9 -
14 1 0 33% 0.3 - -
15 2 2 173% 35 35 -
16 2 1 28% 0.6 0.3 -
17 1 0 11% 0.1 - -
18 1 5 15% 0.2 0.8 -
19 6 3 72% 43 22 -
21 4 7 95% 3.8 6.7 -
22 4 2 38% 1.5 0.8 -
23 2 3 3 34% 0.7 1.0 1.0
24 0 4 31% - 12 -
25 3 4 100% 3.0 4.0 -
26 0 2 68% - 1.4 -
27 114 30 30 93% 106.3 28.0 28.0
28 9 5 5 81% 7.3 4.1 4.1
29 7 0 99% 7.0 - -
30 5 0 41% 2.0 - -
31 2 1 107% 2.1 1.1 -
32 0 0 105% - - -
33 25 24 66% 16.4 15.8 -
34 2 8 116% 23 9.3 -
35 11 2 47% 52 0.9 -
36 1 5 100% 1.0 5.0 -
37 3 0 12% 0.4 - -
38 0 1 96% - 1.0 -
39 0 0
40 11 10 16% 1.8 1.6 -
41 2 4 40% 0.8 1.6 -
42 13 0 117% 15.2 - -
43 10 1 98% 9.8 1.0 -
44 0 0 54% - - -
45 1 0 4% 0.0 - -
46 0 2 49% - 1.0 -
47 3 0 243% 7.3 - -
Grand Total 361 249 44 343.0 267.0 37.6
Total Normalized Claims 610.0
Excluded by Repose 37.6
Projected Savings of Repose -6.2%
Notes:

(1) Claims reported between 4 and 7 years of occurrence are within the statute of repose limits.
(2) Claims reported beyond 7 years of occurrence are outside the statute of repose limits.
(3) Claims excluded by the statute of repose are those reported more than 7 years after the occurrence that do not apply to minors or retained
foreign objects. Many of the injuries cited above as reported beyond 7 years likely applied to minors and would not be excluded by the statute of
repose. The following injuries are assumed to be typically excluded by repose: aggravation of pre-existing condition (02), infertility (23),

neoplasm/cancer-malignant (27), and neoplasm-benign (28).
(4) Exhibit 1, Sheet 9.

Section 715 claims reported to the Fund in 2002, 2003, or 2004 with a recorded valid injury code and a 4 or more year lag are included above.

Lag is the number of years between the ending date of treatment and the primary report date.
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Exhibit 1

Sheet 8
Estimated Impact of Act 13 and Other Recent Measures
Estimated Impact of Section 513 (Statute of Repose) on Section 715 Claims
Based on Lag from Ending Date of Treatment to Primary Report Date, Adjusted for Statute of Limitations
1) (2) (3) 4 (5) (6) (@)
[ORC)) 2)*® 3)*@*
| Claim Count by Adjusted Lag | Normalized | Normalized Claim Count
Injury Within Beyond Excluded Severity Within Beyond Excluded
Code 7 Years 7 Years by Repose Index 7 Years 7 Years by Repose
01 1 0 64% 0.6 - -
02 25 1 1 76% 19.0 0.8 0.8
03 5 3 96% 4.8 2.9 -
04 1 0 116% 1.2 - -
05 15 15 160% 24.0 24.0 -
06 39 35 166% 64.7 58.1 -
07 33 17 150% 49.5 25.5 -
08 2 11 167% 33 18.4 -
09 2 0 4% 0.1 - -
10 8 0 90% 7.2 - -
11 0 1
12 12 4 43% 5.1 1.7 -
13 7 2 47% 33 0.9 -
14 1 0 33% 0.3 - -
15 4 0 173% 6.9 - -
16 2 1 28% 0.6 0.3 -
17 1 0 11% 0.1 - -
18 4 2 15% 0.6 0.3 -
19 6 3 72% 4.3 22 -
21 5 6 95% 4.8 5.7 -
22 4 2 38% 1.5 0.8 -
23 4 1 1 34% 1.4 0.3 0.3
24 0 4 31% - 12 -
25 6 1 100% 6.0 1.0 -
26 2 0 68% 1.4 - -
27 131 13 13 93% 1222 12.1 12.1
28 13 1 1 81% 10.6 0.8 0.8
29 7 0 99% 7.0 - -
30 5 0 41% 2.0 - -
31 3 0 107% 32 - -
32 0 0 105% - - -
33 28 21 66% 18.4 13.8 -
34 4 6 116% 4.7 7.0 -
35 12 1 47% 5.7 0.5 -
36 1 5 100% 1.0 5.0 -
37 3 0 12% 0.4 - -
38 0 1 96% - 1.0 -
39 0 0
40 17 4 16% 2.8 0.7 -
41 3 3 40% 1.2 1.2 -
42 13 0 117% 152 - -
43 10 1 98% 9.8 1.0 -
44 0 0 54% - - -
45 1 0 4% 0.0 - -
46 2 0 49% 1.0 - -
47 3 0 243% 7.3 - -
Total 445 165 16 423.0 187.0 14.0
Total Normalized Claims 610.0
Excluded by Repose 14.0
Projected Savings of Repose -2.3%
Notes:

(1) Claims reported between 4 and 7 years of occurrence are within the statute of repose limits.

(2) Claims reported beyond 7 years of occurrence are outside the statute of repose limits.

(3) Claims excluded by the statute of repose are those reported more than 7 years after the occurrence that do not apply to minors or retained
foreign objects. Many of the injuries cited above as reported beyond 7 years likely applied to minors and would not be excluded by the statute of
repose. The following injuries are assumed to be typically excluded by repose: aggravation of pre-existing condition (02), infertility (23),
neoplasm/cancer-malignant (27), and neoplasm-benign (28).

(4) Exhibit 1, Sheet 9.

Section 715 claims reported to the Fund in 2002, 2003, or 2004 with a recorded valid injury code and a 4 or more year lag are included above.

Adjusted Lag is the number of years between the ending date of treatment and the primary report date less two years. This adjustment is made to
reflect the statute of limitations. Pursuant to Act 13, certain claims need to be filed within 7 years of the occurrence. Before Act 13, knowledge of
an occurrence tolled the 2 year statute of limitations. There exists the possibility that claims previously reported between 7 and 9 years after the
occurrence were known before seven years had elapsed. As such, these claims can be submitted within the Act 13 statue of repose period.

PRICEWATERHOUSE(COPERS



Exhibit 1

Sheet 9
Estimated Impact of Act 13 and Other Recent Measures
Estimated Impact of Section 513 (Statute of Repose) on Section 715 Claims
(O] ()] 3 “ 5 6 (@) ®
/@) (3)/(Total 3) @*(5)  (6)/(Total 6)  (5)*(7)
Average 2002/2003/2004 Claim Count Normalized
Injury 10-Year Fund 10 Year CWP  Severity per Severity ~ Number of Rept  at Average Severity Normalized
Code ECV Claim Count Claim Relativity Claims Claim Level  Relativity  Claim Count
01 5,786,750 22 263,034 72% 1 0.7 64% 0.6
02 17,484,815 56 312,229 85% 26 222 76% 19.8
03 10,646,738 27 394,324 108% 8 8.6 96% 7.7
04 950,000 2 475,000 130% 1 1.3 116% 1.2
05 25,007,167 38 658,083 180% 30 54.0 160% 48.1
06 47,042,875 69 681,781 186% 74 137.9 166% 122.8
07 20,937,426 34 615,807 168% 50 84.2 150% 75.0
08 7,550,000 11 686,364 188% 13 24.4 167% 21.7
09 33,000 2 16,500 5% 2 0.1 4% 0.1
10 6,650,834 18 369,491 101% 8 8.1 90% 72
11 - 0 1
12 3,673,500 21 174,929 48% 16 7.7 43% 6.8
13 4,282,000 22 194,636 53% 9 4.8 47% 43
14 2,162,750 16 135,172 37% 1 0.4 33% 0.3
15 2,850,000 4 712,500 195% 4 7.8 173% 6.9
16 3,183,500 28 113,696 31% 3 0.9 28% 0.8
17 45,000 1 45,000 12% 1 0.1 11% 0.1
18 185,000 3 61,667 17% 6 1.0 15% 0.9
19 2,650,000 9 294,444 81% 9 72 72% 6.5
21 12,125,000 31 391,129 107% 11 11.8 95% 10.5
22 2,673,000 7 157,235 43% 6 2.6 38% 23
23 989,500 7 141,357 39% 5 1.9 34% 1.7
24 764,000 6 127,333 35% 4 1.4 31% 1.2
25 1,640,000 4 410,000 112% 7 7.8 100% 7.0
26 5,555,000 20 277,750 76% 2 1.5 68% 1.4
27 129,849,827 339 383,038 105% 144 150.8 93% 1343
28 16,720,901 50 334,418 91% 14 12.8 81% 11.4
29 6,125,000 15 408,333 112% 7 7.8 99% 7.0
30 500,000 3 166,667 46% 5 23 41% 2.0
31 12,344,167 28 440,863 121% 3 3.6 107% 32
32 865,000 2 432,500 118% 0 0.0 105% 0.0
33 20,759,750 77 269,607 74% 49 36.1 66% 322
34 5,737,500 12 478,125 131% 10 13.1 116% 11.6
35 1,550,000 8 193,750 53% 13 6.9 47% 6.1
36 2,044,500 5 408,900 112% 6 6.7 100% 6.0
37 97,500 2 48,750 13% 3 0.4 12% 0.4
38 5,524,300 14 394,593 108% 1 1.1 96% 1.0
39 - 0 0
40 2,612,372 39 66,984 18% 21 3.8 16% 34
41 3,489,811 21 166,181 45% 6 2.7 40% 2.4
42 10,075,000 21 479,762 131% 13 17.1 117% 15.2
43 5,223,882 13 401,837 110% 11 12.1 98% 10.8
44 443,750 2 221,875 61% 0 0.0 54% 0.0
45 15,000 1 15,000 4% 1 0.0 4% 0.0
46 600,000 3 200,000 55% 2 1.1 49% 1.0
47 2,000,000 2 1.000.000 273% 3 8.2 243% 1.3
Total 411,446,115 1125 365,730 100% 610 685.1 89% 610
Notes:

(1),(2),(5) Based on information provided by the Fund.
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Estimated Impact of Act 13 and Other Recent Measures

| Estimated Primary Impact of Defense Savings due to Venue Reform / Certificate of Merit Reduced Frequency

Scenario 1 Scenario 2
(1) Total Closed Claims 8,236 8,236
(2) Estimated Reduction based on Aggregate Frequency Review and AOPC Studies 20% 25%
(3) Estimated Reduction in Claims 1,647 2,059
(4) Number of Claims Dimissed, etc. 4,269 4,685
(5) Portion of Dismissals, etc. 39% 44%
(6) Relative Defense Cost to Total Primary Loss & Defense 10% 14%
(7) Estimated Savings 4% 6%

Notes

(1) Based on the responses to the data call for those companies with closing codes suitable for this analysis.
(2) Based on the results of the aggregate frequency review and the AOPC studies of recent case filings.
@=M*Q2)

(4) Based on the responses to the data call for those companies with closing codes suitable for this analysis.

Scenario 1 assumes that the reduced number of claims is concentrated in cases that would have resulted in dismissal or summary judgment for the defense.

Exhibit 1
Sheet 10

Scenario 2 assumes that the reduced number of claims is concentrated in cases that would have resulted in dismissal, summary judgment for the defense, or a defense verdict.

(=03

(6) The portion of estimated costs for indemnity at $500k limits and defense arising from the defense costs for the respective scenario.

(M=) *(6)

PRICEWATERHOUSE(COPERS



Exhibit 2

Sheet 1
Estimated Impact of Act 13 and Other Recent Measures
Aggregate Estimated Severity Per Reported Claim
Based on Claims-Made Policy Data of the Data Call
1) 2 3) “4) (%) (6) Q)
(H*@2) (3)/(4) (5)*(6)
Ultimate Increased Ultimate Ultimate Ultimate 8%
Report At Basic Limits Factor At $500k Reported Severity at Trend Trended CM
Year Limits to $500k Limits Claims $500k Limits to 2004 Severity
1995 8,691,332 1.402 12,184,095 279 43,671 1.999 87,298
1996 9,019,184 1.406 12,681,745 294 43,135 1.851 79,840
1997 10,310,028 1.250 12,887,136 304 42,392 1.714 72,652
1998 13,083,022 1.199 15,691,357 318 49,344 1.587 78,303
1999 14,426,324 1.109 16,004,978 405 39,518 1.469 58,066
2000 21,319,326 1.080 23,026,137 377 61,016 1.360 83,012
2001 29,418,239 1.020 30,009,026 493 60,820 1.260 76,616
2002 41,909,388 1.000 41,909,388 666 62,881 1.166 73,344
2003 37,407,181 1.000 37,407,181 571 65,554 1.080 70,799
2004 52,767,972 1.000 52,767,972 742 71,107 1.000 71,107
Total 238,351,997 254,569,015 4,450
(7) Weighted Average 1999 - 2001: 72,619
(8) Weighted Average 2002 - 2004: 71,771
(9) Estimated Change in Severity per Reported Claim: -1.2%

Notes

(1) Exhibit 2, Sheet 2.

(2) Increased limits factors are based on a review of closed claim experience provided in response to the data call.
(4) Exhibit 2, Sheet 17.

(6) A trend assumption of 8% is employed in the projections.

© =@ /(-1
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Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Claims-Made Policy Data (Item #13)

Estimated Ultimate Loss and ALAE

As of 12/31/04

Ultimate Loss

and ALAE
Report Year Ultimate Loss  Ultimate ALAE (H+(Q)
M @) 3)
1995 $ 5,830,535 § 2,860,797 $ 8,691,332
1996 5,909,465 3,109,719 9,019,184
1997 6,619,497 3,690,532 10,310,028
1998 9,708,813 3,374,209 13,083,022
1999 9,788,264 4,638,060 14,426,324
2000 15,151,425 6,167,902 21,319,326
2001 19,559,532 9,858,707 29,418,239
2002 26,925,921 14,983,466 41,909,388
2003 23,398,617 14,008,564 37,407,181
2004 30,410,896 22,357,076 52,767,972
Total $153,302,965 $ 85,049,032  $238,351,996
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Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Claims-Made Policy Data (Item #13) Exhibit 2
Sheet 3
Comparison of Ultimate Loss Estimates
As of 12/31/04
Incurred
Loss Paid Loss Straight Ultimate
Report Year Development  Development Average Loss
0] 2 3) “4)
1995 $ 5830,535 § 5,879,354 § 5854944 § 5,830,535
1996 5,909,465 6,160,446 6,034,955 5,909,465
1997 6,619,497 6,514,893 6,567,195 6,619,497
1998 9,708,813 10,769,870 10,239,341 9,708,813
1999 9,788,264 9,747,293 9,767,779 9,788,264
2000 15,151,425 16,130,866 15,641,146 15,151,425
2001 19,559,532 20,577,673 20,068,602 19,559,532
2002 26,925,921 27,641,341 27,283,631 26,925,921
2003 23,398,617 16,844,005 20,121,311 23,398,617
2004 30,410,896 43,224,590 36,817,743 30,410,896

Total $153,302,965 $163,490,331  $158,396,647 $153,302,965



Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Claims-Made Policy Data (Item #13) Exhibit 2
Sheet 4
Ultimate Loss Based on Incurred Loss Development
As of 12/31/04
Selected Cumulative
Cumulative  Development Development Ultimate Loss
Report Year Incurred Loss Factors Factors (Hx(@3)
(1) 2) 3) 4)
1995 $ 5,830,535 1.000 1.000 $§ 5,830,535
1996 5,939,161 0.995 0.995 5,909,465
1997 6,719,960 0.990 0.985 6,619,497
1998 10,160,992 0.970 0.955 9,708,813
1999 10,670,983 0.960 0.917 9,788,264
2000 16,769,341 0.985 0.904 15,151,425
2001 21,977,827 0.985 0.890 19,559,532
2002 31,190,701 0.970 0.863 26,925,921
2003 20,849,776 1.300 1.122 23,398,617
2004 15,940,117 1.700 1.908 30,410,896

Total $146,049,393 $153,302,965



Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Claims-Made Policy Data (Item #13) Exhibit 2
Sheet 5
Incurred Loss Development
As of 12/31/04
Report Year 12-24 24-36 36-48 48-60 60-72 72-84 84-96  96-108 108-120  120-Ult
1995 1.155 1.187 1.054 0.985 1.010 0.939 0.976 1.011 0.991
1996 1.188 1.454 1.109 1.024 0.983 0.944 0.986 0.908
1997 1.117 1.416 1.166 0.969 0.934 0.941 0.943
1998 1.831 1.237 1.039 1.032 0.955 0.987
1999 1.271 1.159 1.067 0.844 1.025
2000 1.845 1.228 0.943 1.058
2001 1.759 1.254 0.939
2002 1.455 1.399
2003 1.956

Average 1.508 1.292 1.045 0.985 0.982 0.953 0.969 0.960 0.991
Volume Weighted Average 1.569 1.290 1.012 0.986 0.981 0.956 0.968 0.957 0.991

5 Year Volume
Weighted Average 1.648 1.279 1.000 0.986 0.981 0.956 0.968 0.957 0.991

4 Year Volume
Weighted Average 1.715 1.284 0.980 0.980 0.976 0.956 0.968 0.957 0.991

3 Year Volume
Weighted Average 1.689 1.306 0.969 0.982 0.974 0.961 0.968 0.957 0.991

2 Year Volume
Weighted Average 1.660 1.333 0.941 0.964 0.990 0.968 0.964 0.957 0.991

Selected 1.700 1.300 0.970 0.985 0.985 0.960 0.970 0.990 0.995 1.000

Cumulative 1.908 1.122 0.863 0.890 0.904 0.917 0.955 0.985 0.995 1.000

Ratio to Ultimate 0.524 0.891 1.158 1.124 1.107 1.090 1.047 1.015 1.005 1.000



Report Year

1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Claims-Made Policy Data (Item #13)

12

4,410,012
3,643,574
4,534,775
4,435,365
7,845,105
7,420,204

10,611,526

15,328,836

10,660,048

15,940,117

24

5,094,007
4,328,274
5,065,786
8,119,351
9,971,314
13,688,201
18,666,128
22,302,703
20,849,776

Cumulative Incurred Loss

As of 12/31/04

36 48

6,048,004 6,376,004
6,294,269 6,981,011
7,171,530 8,362,528
10,041,885 10,438,097
11,560,090 12,333,682
16,809,842 15,854,767
23,406,392 21,977,827
31,190,701

60 72

6,280,462 6,343,462
7,148,167 7,027,664
8,105,466 7,568,964
10,773,596 10,292,993
10,406,984 10,670,983
16,769,341

84 96 108 120
5,958,462 5,815,537 5,880,536 5,830,535
6,631,663 6,541,162 5,939,161
7,122,961 6,719,960
10,160,992

Exhibit 2
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Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Claims-Made Policy Data (Item #13) Exhibit 2
Sheet 7
Ultimate Loss Based on Paid Loss Development
As of 12/31/04
Selected Cumulative Ultimate
Cumulative  Development Development Loss
Report Year  Paid Loss Factors Factors (Hx@3)
1) 2) 3) “)
1995 $ 5,680,535 1.035 1.035 $ 5,879,354
1996 5,864,159 1.015 1.051 6,160,446
1997 6,079,960 1.020 1.072 6,514,893
1998 9,710,991 1.035 1.109 10,769,870
1999 8,410,481 1.045 1.159 9,747,293
2000 11,845,588 1.175 1.362 16,130,866
2001 11,851,819 1.275 1.736 20,577,673
2002 8,723,384 1.825 3.169 27,641,341
2003 1,250,784 4.250 13.467 16,844,005
2004 128,389 25.000 336.669 43,224,590

Total $69,546,090 $163,490,331



Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Claims-Made Policy Data (Item #13) Exhibit 2
Sheet 8
Paid Loss Development
As of 12/31/04
Report Year 12-24 24-36 36-48 48-60 60-72 72-84 84-96  96-108 108-120  120-Ult

1995 2.925 2.317 1.984 1.346 1.082 1.027 1.069 1.000 1.036
1996 8.742 4.176 1.556 1.362 1.124 1.034 1.002 1.000
1997 19.285 3.027 1.792 1.363 1.101 1.106 1.061
1998 18.917 5.841 1.455 1.146 1.361 1.000
1999 12.469 4.251 2.601 1.288 1.087
2000 1,165.095 2.893 1.623 1.285
2001 10.762 3.001 1.962
2002 88.114 7.616
2003 136.177

Average 162.498 4.140 1.853 1.298 1.151 1.042 1.044 1.000 1.036
Volume Weighted Average 14.855 3.960 1.803 1.282 1.162 1.034 1.043 1.000 1.036

5 Year Volume
Weighted Average 27.178 4226 1.816 1.275 1.162 1.034 1.043 1.000 1.036

4 Year Volume
Weighted Average 30.217 4.017 1.819 1.262 1.177 1.034 1.043 1.000 1.036

3 Year Volume
Weighted Average 21.076 3.992 1.930 1.246 1.190 1.036 1.043 1.000 1.036

2 Year Volume
Weighted Average 108.013 4.675 1.798 1.286 1.219 1.037 1.031 1.000 1.036

Selected 25.000 4.250 1.825 1.275 1.175 1.045 1.035 1.020 1.015 1.035

Cumulative  336.669 13.467 3.169 1.736 1.362 1.159 1.109 1.072 1.051 1.035

Ratio to Ultimate 0.003 0.074 0.316 0.576 0.734 0.863 0.902 0.933 0.952 0.966



Report Year

1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Claims-Made Policy Data (Item #13) Exhibit 2
Sheet 9
Cumulative Paid Loss
As of 12/31/04
12 24 36 48 60 72 84 96 108 120
255,000 746,000 1,728,500 3,428,500 4,613,459 4,993,459 5,128,459 5,480,535 5,480,535 5,680,535
65,000 568,250 2,373,250 3,693,500 5,031,659 5,656,659 5,851,659 5,864,159 5,864,159
33,006 636,518 1,926,518 3,451,518 4,704,960 5,179,960 5,729,960 6,079,960
38,732 732,689 4,279,774 6,225,991 7,135,991 9,710,991 9,710,991
43,572 543,290 2,309,570 6,007,171 7,735,481 8,410,481
1,685 1,963,185 5,679,727 9,216,260 11,845,588
187,000 2,012,506 6,039,449 11,851,819
13,000 1,145,477 8,723,384
9,185 1,250,784
128,389



Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Claims-Made Policy Data (Item #13)

Comparison of Ultimate ALAE Estimates

As of 12/31/04
Incurred
ALAE Paid ALAE Straight Ultimate
Report Year Development Development Average ALAE
(1) 2) 3) “)

1995 $ 2,860,797 § 2,940,913 §$ 2,900,855 § 2,860,797
1996 3,109,719 3,250,048 3,179,884 3,109,719
1997 3,690,532 3,884,055 3,787,293 3,690,532
1998 3,374,209 3,568,970 3,471,590 3,374,209
1999 4,638,060 4,809,061 4,723,560 4,638,060
2000 6,167,902 6,556,843 6,362,372 6,167,902
2001 9,858,707 10,617,453 10,238,080 9,858,707
2002 14,983,466 14,654,190 14,818,828 14,983,466
2003 14,008,564 12,074,117 13,041,341 14,008,564
2004 22,357,076 20,484,550 21,420,813 22,357,076
Total §$ 85,049,032 § 82,840,200 $83,944,616 $85,049,032

Exhibit 2
Sheet 10



Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Claims-Made Policy Data (Item #13) Exhibit 2
Sheet 11
Ultimate ALAE Based on Incurred ALAE Development
As of 12/31/04
Selected Cumulative
Cumulative Development Development Ultimate ALAE
Report Year Incurred ALAE Factors Factors (Hx(3)
¢) 2 3 “
1995 § 2,860,797 1.000 1.000 $ 2,860,797
1996 3,100,418 1.003 1.003 3,109,719
1997 3,657,548 1.006 1.009 3,690,532
1998 3,278,483 1.020 1.029 3,374,209
1999 4,354,085 1.035 1.065 4,638,060
2000 5,540,918 1.045 1.113 6,167,902
2001 7,634,951 1.160 1.291 9,858,707
2002 9,100,985 1.275 1.646 14,983,466
2003 5,268,624 1.615 2.659 14,008,564
2004 5,321,836 1.580 4.201 22,357,076

Total § 50,118,645 § 85,049,032



Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Claims-Made Policy Data (Item #13) Exhibit 2
Sheet 12
Incurred ALAE Development
As of 12/31/04
Report Year 12-24 24-36 36-48 48-60 60-72 72-84 84-96  96-108 108-120  120-Ult
1995 1.258 1.386 1.098 1.078 1.038 0.985 1.008 1.011 0.998
1996 1.428 1.167 1.081 1.058 1.083 1.055 1.008 0.999
1997 1.301 1.144 1.235 1.226 1.073 1.014 1.037
1998 1.346 1.351 1.122 1.095 0.994 1.047
1999 1.402 1.454 1.290 1.148 1.065
2000 1.712 1.470 1.258 1.209
2001 1.642 1.635 1.280
2002 1.550 1.664
2003 1.574

Average 1.468 1.409 1.195 1.136 1.050 1.025 1.018 1.005 0.998
Volume Weighted Average 1.499 1.472 1.214 1.144 1.051 1.025 1.019 1.005 0.998

5 Year Volume
Weighted Average 1.577 1.561 1.248 1.155 1.051 1.025 1.019 1.005 0.998

4 Year Volume
Weighted Average 1.599 1.591 1.249 1.173 1.054 1.025 1.019 1.005 0.998

3 Year Volume
Weighted Average 1.581 1.614 1.276 1.160 1.046 1.037 1.019 1.005 0.998

2 Year Volume
Weighted Average 1.562 1.652 1.272 1.183 1.034 1.030 1.023 1.005 0.998

Selected 1.580 1.615 1.275 1.160 1.045 1.035 1.020 1.006 1.003 1.000

Cumulative 4.201 2.659 1.646 1.291 1.113 1.065 1.029 1.009 1.003 1.000

Ratio to Ultimate 0.238 0.376 0.607 0.774 0.898 0.939 0.972 0.991 0.997 1.000



Report Year

1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Claims-Made Policy Data (Item #13)

12

1,332,182
1,413,321
1,439,641
1,410,463
1,355,167
1,446,079
2,221,589
3,527,623
3,348,057
5,321,836

24

1,676,152
2,017,714
1,872,987
1,897,850
1,899,595
2,476,275
3,648,402
5,469,156
5,268,624

36

2,322,462
2,355,452
2,142,220
2,563,097
2,761,491
3,640,827
5,965,274
9,100,985

Cumulative Incurred ALAE

As of 12/31/04
48 60 72 84 96 108 120
2,550,477 2,748,524 2,852,339 2,810,960 2,834,698 2,866,920 2,860,797
2,546,116 2,694,339 2,917,701 3,079,010 3,102,771 3,100,418
2,645,343 3,242,893 3,478,077 3,527,888 3,657,548
2,876,314 3,150,282 3,132,699 3,278,483
3,561,597 4,089,252 4,354,085
4,581,437 5,540,918
7,634,951

Exhibit 2
Sheet 13



Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Claims-Made Policy Data (Item #13) Exhibit 2
Sheet 14
Ultimate ALAE Based on Paid ALAE Development
As of 12/31/04
Selected Cumulative
Cumulative  Development Development Ultimate ALAE
Report Year Paid ALAE Factors Factors (Hx@3)
0] 2 3 “
1995 $ 2,841,462 1.035 1.035 $§ 2,940,913
1996 3,093,737 1.015 1.051 3,250,048
1997 3,589,564 1.030 1.082 3,884,055
1998 3,171,509 1.040 1.125 3,568,970
1999 4,050,707 1.055 1.187 4,809,061
2000 5,020,797 1.100 1.306 6,556,843
2001 6,775,120 1.200 1.567 10,617,453
2002 6,339,667 1.475 2312 14,654,190
2003 2,429,526 2.150 4.970 12,074,117
2004 800,360 5.150 25.594 20,484,550

Total $38,112,449 § 82,840,200



Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Claims-Made Policy Data (Item #13) Exhibit 2
Sheet 15
Paid ALAE Development
As of 12/31/04
Report Year 12-24 24-36 36-48 48-60 60-72 72-84 84-96  96-108 108-120  120-Ult

1995 5.225 1.765 1.353 1.185 1.065 1.059 1.024 1.030 1.004
1996 4.605 1.614 1.355 1.166 1.169 1.057 1.025 1.028
1997 4411 1.747 1.381 1.362 1.119 1.062 1.069
1998 3.326 1.822 1.301 1.147 1.091 1.045
1999 5.704 2.009 1.499 1.224 1.067
2000 5.795 1.965 1.494 1.203
2001 5.102 2.370 1.454
2002 5.409 2.074
2003 4912

Average 4.943 1.921 1.405 1.215 1.102 1.056 1.040 1.029 1.004
Volume Weighted Average 4.955 1.996 1.423 1.212 1.099 1.056 1.041 1.029 1.004

5 Year Volume
Weighted Average 5.294 2.086 1.439 1.216 1.099 1.056 1.041 1.029 1.004

4 Year Volume
Weighted Average 5.250 2.122 1.447 1.225 1.106 1.056 1.041 1.029 1.004

3 Year Volume
Weighted Average 5.157 2.140 1.475 1.196 1.090 1.055 1.041 1.029 1.004

2 Year Volume
Weighted Average 5.177 2.190 1.469 1.212 1.077 1.054 1.049 1.029 1.004

Selected 5.150 2.150 1.475 1.200 1.100 1.055 1.040 1.030 1.015 1.035

Cumulative ~ 25.594 4.970 2312 1.567 1.306 1.187 1.125 1.082 1.051 1.035

Ratio to Ultimate 0.039 0.201 0.433 0.638 0.766 0.842 0.889 0.924 0.952 0.966



Report Year

1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Claims-Made Policy Data (Item #13)

12

160,846
202,473
194,797
307,578
180,528
245,360
385,354
565,151
494,587
800,360

24

840,413
932,390
859,294
1,022,939
1,029,660
1,421,968
1,966,118
3,056,959
2,429,526

36

1,483,136
1,504,972
1,501,602
1,863,674
2,069,077
2,793,602
4,660,437
6,339,667

Cumulative Paid ALAE

As of 12/31/04

48

2,006,136
2,039,499
2,073,744
2,424,879
3,101,919
4,172,668
6,775,120

60

2,376,983
2,377,080
2,825,329
2,782,402
3,796,550
5,020,797

72

2,531,665
2,778,197
3,160,585
3,035,476
4,050,707

84 96 108 120
2,681,557 2,747,098 2,829,713 2,841,462
2,937,791 3,010,237 3,093,737
3,356,396 3,589,564
3,171,509

Exhibit 2
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Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Claims-Made Policy Data (Item #13)

Ultimate Claims Based on Reported Claim Development

As of 12/31/04

Cumulative Selected Cumulative  Ultimate

Reported  Development Development Claims

Report Year Claims Factors Factors (Hx(3)

M @) 3) @)

1995 279 1.000 1.000 279
1996 294 1.000 1.000 294
1997 304 1.000 1.000 304
1998 318 1.000 1.000 318
1999 405 1.000 1.000 405
2000 377 1.001 1.001 377
2001 489 1.008 1.009 493
2002 654 1.010 1.019 666
2003 541 1.035 1.055 571
2004 631 1.115 1.176 742
Total 4,292 4,449

Exhibit 2
Sheet 17



Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Claims-Made Policy Data (Item #13) Exhibit 2
Sheet 18
Reported Claim Development
As of 12/31/04
Report Year 12-24 24-36 36-48 48-60 60-72 72-84 84-96  96-108 108-120  120-Ult
1995 1.065 1.004 1.000 1.004 1.000 1.000 1.000 1.000 1.000
1996 1.064 1.007 1.025 1.007 1.000 1.000 1.000 1.000
1997 1.199 1.027 1.003 1.000 1.000 1.000 1.000
1998 1.111 1.006 1.000 1.016 1.000 1.000
1999 1.103 1.056 1.013 1.005 1.005
2000 1.080 1.049 1.014 1.013
2001 1.186 1.045 1.004
2002 1.088 1.017
2003 1.127

Average 1.114 1.026 1.008 1.007 1.001 1.000 1.000 1.000 1.000
Volume Weighted Average 1.114 1.028 1.008 1.008 1.001 1.000 1.000 1.000 1.000

5 Year Volume
Weighted Average 1.116 1.034 1.007 1.008 1.001 1.000 1.000 1.000 1.000

4 Year Volume
Weighted Average 1.119 1.038 1.008 1.009 1.002 1.000 1.000 1.000 1.000

3 Year Volume
Weighted Average 1.127 1.034 1.010 1.011 1.002 1.000 1.000 1.000 1.000

2 Year Volume
Weighted Average 1.106 1.029 1.008 1.009 1.003 1.000 1.000 1.000 1.000

Selected 1.115 1.035 1.010 1.008 1.001 1.000 1.000 1.000 1.000 1.000

Cumulative 1.176 1.055 1.019 1.009 1.001 1.000 1.000 1.000 1.000 1.000

Ratio to Ultimate 0.850 0.948 0.981 0.991 0.999 1.000 1.000 1.000 1.000 1.000



Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Claims-Made Policy Data (Item #13) Exhibit 2
Sheet 19
Cumulative Reported Claims
As of 12/31/04
Report Year 12 24 36 48 60 72 84 96 108 120
1995 260 277 278 278 279 279 279 279 279 279
1996 266 283 285 292 294 294 294 294 294
1997 246 295 303 304 304 304 304 304
1998 280 311 313 313 318 318 318
1999 340 375 396 401 403 405
2000 324 350 367 372 377
2001 393 466 487 489
2002 591 643 654
2003 480 541

2004 631



(1)
Ultimate
Accident At Basic
Year Limits
1995 54,405,566
1996 48,488,551
1997 65,758,015
1998 71,386,444
1999 83,369,096
2000 85,865,919
2001 113,636,989
2002 88,555,797
2003
2004
Total 611,466,379
Notes

(1) Exhibit 3, Sheet 2.

Estimated Impact of Act 13 and Other Recent Measures

Aggregate Estimated Severity Per Reported Claim
Based on Occurrence Policy Data of the Data Call

2 (3)
(D*2)
Increased Ultimate
Limits Factor At $500k
to $500k Limits
1.408 76,613,977
1.412 68,487,091
1.254 82,477,145
1.203 85,876,154
1.112 92,668,663
1.082 92,879,581
1.020 115,965,185
1.000 88,555,797
1.000
1.000
703,523,592

“)

Ultimate
Reported
Claims
1,530
1,405
1,616
1,605
1,756
1,601
1,794
1,293
944

1,217

14,761

Exhibit 3

Sheet 1
) (6) (M ®) 9
(3)(4) (5)*(6) (7)/(8)
Ultimate 8% Adjustment Adjusted
Severity at Trend Trended for Average Trended
$500k Limits to 2004 Severity Report Lag Severity
50,074 1.999 100,099 1.122 89,186
48,731 1.851 90,198 1.122 80,364
51,036 1.714 87,467 1.122 77,931
53,502 1.587 84,901 1.122 75,645
52,768 1.469 77,533 1.122 69,080
58,015 1.360 78,928 1.122 70,323
64,637 1.260 81,424 1.122 72,546
68,513 1.166 79,913 1.122 71,200
1.080 1.122
1.000 1.122
(10) Weighted Average 1999 - 2001: 70,674
(11) Weighted Average 2002 - 2004 (Claims-Made): 71,771
(12) Estimated Change in Severity per Reported Claim: 1.6%

(2) Increased limits factors are based on a review of closed claim experience provided in response to the data call.

(4) Exhibit 3, Sheet 17.

(6) A trend assumption of 8% is employed in the projections.
(8) A 1.5 year adjustment is included to reflect the inherent timing difference between an occurrence reported claim and a claims-made reported claim, based
on a review of the report lag of claims provided in response to the data call.

(11) Exhibit 2, Sheet 1.
(12) =(11)/(10) -1.

PRICEWATERHOUSE(COPERS



Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Occurrence Policy Data (Item #11) Exhibit 3
Sheet 2

Estimated Ultimate Loss and ALAE

As of 12/31/04

Ultimate Loss
and ALAE
Accident Year Ultimate Loss  Ultimate ALAE (H+()

® @) 3)

1995 $ 34,995982 $ 19,409,584 $ 54,405,566
1996 29,519,544 18,969,007 48,488,551
1997 42,544,222 23,213,794 65,758,015
1998 46,197,335 25,189,110 71,386,444
1999 52,765,462 30,603,634 83,369,096
2000 51,535,024 34,330,895 85,865,919
2001 67,738,554 45,898,435 113,636,989
2002 54,363,604 34,192,193 88,555,797
2003

2004

Total $379,659,727 § 231,806,652 $611,466,377



Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Occurrence Policy Data (Item #11) Exhibit 3
Sheet 3
Comparison of Ultimate Loss Estimates
As of 12/31/04
Incurred
Loss Paid Loss Straight Ultimate
Accident Year Development  Development Average Loss
(1) ) 3 “
1995 § 34,995,982 § 35,711,282  § 35,353,632 $ 34,995,982
1996 29,519,544 29,550,007 29,534,775 29,519,544
1997 42,544,222 42,224,346 42,384,284 42,544,222
1998 46,197,335 45,031,200 45,614,267 46,197,335
1999 52,765,462 54,854,169 53,809,815 52,765,462
2000 51,535,024 55,315,763 53,425,394 51,535,024
2001 67,738,554 68,264,575 68,001,564 67,738,554
2002 54,363,604 57,048,049 55,705,827 54,363,604
2003 26,769,261 211,556,472 119,162,867
2004 7,274,460 - 3,637,230

Total $413,703,448  $599,555,863  $506,629,655 $379,659,727



Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Occurrence Policy Data (Item #11) Exhibit 3
Sheet 4
Ultimate Loss Based on Incurred Loss Development
As of 12/31/04
Selected Cumulative
Cumulative ~ Development Development Ultimate Loss
Accident Year Incurred Loss Factors Factors (Hx@3)
0] 2 3) “
1995 $ 34,478,800 1.015 1.015 § 34,995,982
1996 29,676,831 0.980 0.995 29,519,544
1997 43,643,783 0.980 0.975 42,544,222
1998 48,857,022 0.970 0.946 46,197,335
1999 58,128,429 0.960 0.908 52,765,462
2000 55,388,226 1.025 0.930 51,535,024
2001 62,225,018 1.170 1.089 67,738,554
2002 32,218,525 1.550 1.687 54,363,604
2003 4,666,109 3.400 5.737 26,769,261
2004 158,500 8.000 45.896 7,274,460

Total $369,441,243 $413,703,448



Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Occurrence Policy Data (Item #11)

Accident Year

1995
1996
1997
1998
1999
2000
2001
2002
2003

Volume Weighted Average

5 Year Volume
Weighted Average

4 Year Volume
Weighted Average

3 Year Volume
Weighted Average

2 Year Volume
Weighted Average

6 Year Average
Excluding Last 3
Years

Selected
Cumulative

Ratio to Ultimate

Incurred Loss Development

As of 12/31/04
12-24 24-36 36-48 48-60 60-72 72-84 84-96 96-108 108-120 120-Ult
6.319 3.882 1.472 1.169 1.038 0.973 0.964 0.970 0.972
5.469 3.432 1.495 1.203 0.947 0.944 1.011 0.967
4.969 3.544 1.730 1.136 1.024 0973 0.892
9.571 4.146 1.502 1.208 1.025 0.941
6.413 3.363 1.559 1.151 1.025
6.168 3.317 1.482 1.170
14.350 2.805 1.403
5.521 3.207
8.122
7.064 3.349 1.510 1.170 1.015 0.958 0.946 0.969 0.972
7.597 3.255 1.517 1.171 1.015 0.958 0.946 0.969 0.972
7.940 3.122 1.478 1.166 1.011 0.958 0.946 0.969 0.972
8.731 3.058 1.472 1.175 1.024 0.953 0.946 0.969 0.972
6.145 2.961 1.436 1.160 1.025 0.957 0.938 0.969 0.972
7.384 3.684 1.576 1.169 0.992 0.973
8.000 3.400 1.550 1.170 1.025 0.960 0.970 0.980 0.980 1.015
45.896 5.737 1.687 1.089 0.930 0.908 0.946 0.975 0.995 1.015
0.022 0.174 0.593 0919 1.075 1.102 1.058 1.026 1.005 0.985
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Accident Year

1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

12

890,484
1,005,401
1,419,011

703,436
1,466,460
1,561,009
1,101,825
1,819,742

574,500

158,500

Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Occurrence Policy Data (Item #11)

24

5,626,765
5,498,292
7,050,584
6,732,771
9,404,924
9,629,047
15,811,245
10,047,675
4,666,109

36

21,841,335
18,870,611
24,983,859
27,916,742
31,631,803
31,936,956
44,354,696
32,218,525

Cumulative Incurred Loss

As of 12/31/04

48

32,158,045
28,213,462
43,224,821
41,936,441
49,301,879
47,329,583
62,225,018

60

37,586,557
33,945,185
49,120,799
50,662,604
56,728,840
55,388,226

72

39,003,097
32,150,582
50,283,946
51,921,538
58,128,429

84 96 108 120

37,950,604 36,574,215 35,481,805 34,478,800
30,336,467 30,682,457 29,676,831

48,907,109 43,643,783

48,857,022

Exhibit 3
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Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Occurrence Policy Data (Item #11) Exhibit 3
Sheet 7
Ultimate Loss Based on Paid Loss Development
As of 12/31/04
Selected Cumulative Ultimate
Cumulative  Development Development Loss
Accident Year Paid Loss Factors Factors (Hx@3)
(1) ) 3) “)
1995 $ 33,219,797 1.075 1.075 $ 35,711,282
1996 26,558,820 1.035 1.113 29,550,007
1997 35,971,758 1.055 1.174 42,224 346
1998 34,561,236 1.110 1.303 45,031,200
1999 34,793,652 1.210 1.577 54,854,169
2000 22,636,412 1.550 2.444 55,315,763
2001 10,955,038 2.550 6.231 68,264,575
2002 2,615,720 3.500 21.810 57,048,049
2003 776,009 12.500 272.621 211,556,472
2004 - 10.000 2,726.212 -

Total $202,088,442 $599,555,863



Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Occurrence Policy Data (Item #11) Exhibit 3
Sheet 8
Paid Loss Development
As of 12/31/04
Accident Year 12-24 24-36 36-48 48-60 60-72 72-84 84-96 96-108 108-120  120-Ult

1995 9.511 8.706 2.026 2.294 1.513 1.193 1.119 1.033 1.035
1996 2.723 2.898 3.458 2.194 1.710 1.187 1.084 1.084
1997 19.256 1.985 3.616 2.945 1.364 1.255 1.126
1998 13.655 10.741 2.967 2.685 1.622 1.181
1999 82.120 9.762 2.228 2.352 1.368
2000 25.320 4.439 7.147 2.682
2001 2.062 42.382 4.182
2002 3.051 40.890
2003 11.610

Volume Weighted Average 8.647 6.994 3.154 2.524 1.487 1.205 1.112 1.056 1.035
5 Year Volume
Weighted Average 12.395 12.306 3414 2.566 1.487 1.205 1.112 1.056 1.035
4 Year Volume
Weighted Average 9.103 12.676 3.382 2.624 1.482 1.205 1.112 1.056 1.035
3 Year Volume
Weighted Average 7.656 16.376 3.490 2.546 1.441 1.208 1.112 1.056 1.035
2 Year Volume
Weighted Average 9.566 41.623 5.103 2.497 1.473 1.216 1.109 1.056 1.035
6 Year Average
Excluding Last 3
Years 40.365 7.496 3.347 2.478 1.612 1.193

Selected 10.000 12.500 3.500 2.550 1.550 1.210 1.110 1.055 1.035 1.075

Cumulative 2,726.212  272.621 21.810 6.231 2.444 1.577 1.303 1.174 1.113 1.075

Ratio to Ultimate 0.000 0.004 0.046 0.160 0.409 0.634 0.767 0.852 0.899 0.930



Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Occurrence Policy Data (Item #11) Exhibit 3
Sheet 9
Cumulative Paid Loss
As of 12/31/04
Accident Year 12 24 36 48 60 72 84 96 108 120
1995 39,980 380,239 3,310,239 6,707,168 15,385,996 23,282,064 27,777,577 31,074,197 32,104,797 33,219,797
1996 185,897 506,267 1,467,017 5,073,174 11,133,008 19,038,540 22,603,939 24,494,439 26,558,820
1997 45,807 882,058 1,750,558 6,330,118 18,644,118 25,439,787 31,938,575 35,971,758
1998 15,433 210,745 2,263,620 6,716,823 18,038,006 29,265,236 34,561,236
1999 6,057 497,400 4,855,701 10,816,304 25,439,282 34,793,652
2000 10,506 266,017 1,180,852 8,438,992 22,636,412
2001 29,974 61,806 2,619,438 10,955,038
2002 20,970 63,970 2,615,720
2003 66,838 776,009

2004 0



Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Occurrence Policy Data (Item #11) Exhibit 3
Sheet 10
Comparison of Ultimate ALAE Estimates
As of 12/31/04
Incurred
ALAE Paid ALAE Straight Ultimate
Accident Year Development  Development Average ALAE
(1) ) 3 “
1995 § 19,409,584 $ 19,426,120 § 19,417,852 $ 19,409,584
1996 18,969,007 19,050,898 19,009,953 18,969,007
1997 23,213,794 22,892,455 23,053,125 23,213,794
1998 25,189,110 24,539,252 24,864,181 25,189,110
1999 30,603,634 28,427,448 29,515,541 30,603,634
2000 34,330,895 30,055,318 32,193,107 34,330,895
2001 45,898,435 42,135,937 44,017,186 45,898,435
2002 34,192,193 35,000,317 34,596,255 34,192,193
2003 12,730,282 23,798,746 18,264,514
2004 10,236,063 35,098,869 22,667,466

Total $254,772,997  $280,425,360  $267,599,180  $231,8006,652



Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Occurrence Policy Data (Item #11) Exhibit 3
Sheet 11
Ultimate ALAE Based on Incurred ALAE Development
As of 12/31/04
Selected Cumulative
Cumulative Development Development Ultimate ALAE
Accident Year Incurred ALAE Factors Factors (Hx(@3)
) @) 3) “
1995 $ 18,485,318 1.050 1.050 § 19,409,584
1996 17,625,094 1.025 1.076 18,969,007
1997 20,839,755 1.035 1.114 23,213,794
1998 21,333,074 1.060 1.181 25,189,110
1999 23,455,859 1.105 1.305 30,603,634
2000 21,927,152 1.200 1.566 34,330,895
2001 22,124,787 1.325 2.075 45,898,435
2002 10,633,506 1.550 3.216 34,192,193
2003 1,041,847 3.800 12.219 12,730,282
2004 111,696 7.500 91.642 10,236,063

Total $ 157,578,088 $ 254,772,997



Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Occurrence Policy Data (Item #11) Exhibit 3
Sheet 12
Incurred ALAE Development
As of 12/31/04
Accident Year 12-24 24-36 36-48 48-60 60-72 72-84 84-96 96-108 108-120  120-Ult

1995 6.139 4.816 1.441 1.188 1.183 1.088 1.053 1.026 1.036
1996 9.023 3.769 1.439 1.320 1.155 1.097 1.032 1.029
1997 5.594 4.247 1.520 1.286 1.207 1.129 1.087
1998 12.282 4.773 1.503 1.391 1.183 1.089
1999 5.150 4.139 1.548 1.378 1.220
2000 9.236 4.298 1.671 1.449
2001 15.067 2.964 1.601
2002 4.043 4.019
2003 5.046

Volume Weighted Average 7.135 3.929 1.544 1.345 1.192 1.101 1.059 1.028 1.036
5 Year Volume
Weighted Average 6.937 3.807 1.575 1.372 1.192 1.101 1.059 1.028 1.036
4 Year Volume
Weighted Average 7.478 3.668 1.585 1.382 1.194 1.101 1.059 1.028 1.036
3 Year Volume
Weighted Average 7.135 3.559 1.606 1.408 1.204 1.105 1.059 1.028 1.036
2 Year Volume
Weighted Average 4.284 3.346 1.628 1.415 1.203 1.108 1.061 1.028 1.036
6 Year Average
Excluding Last 3
Years 8.889 4.386 1.487 1.265 1.169 1.088

Selected 7.500 3.800 1.550 1.325 1.200 1.105 1.060 1.035 1.025 1.050

Cumulative ~ 91.642 12.219 3.216 2.075 1.566 1.305 1.181 1.114 1.076 1.050

Ratio to Ultimate 0.011 0.082 0.311 0.482 0.639 0.766 0.847 0.898 0.929 0.952



Accident Year

1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

12

253,589
202,923
302,845
135,096
422,913
228,210
309,426
654,389
206,471
111,696

Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Occurrence Policy Data (Item #11)

24 36

1,556,738 7,497,788
1,831,036 6,900,858
1,693,990 7,195,188
1,659,206 7,919,572
2,178,165 9,014,368
2,107,748 9,060,021
4,662,099 13,820,679
2,645,714 10,633,506
1,041,847

Cumulative Incurred ALAE

As of 12/31/04

48

10,802,474

9,928,745
10,938,033
11,902,930
13,957,431
15,135,587
22,124,787

60

12,828,062
13,103,299
14,070,007
16,553,562
19,230,751
21,927,152

72 84 96 108 120

15,179,030 16,507,766 17,387,075 17,845,667 18,485,318
15,129,788 16,599,227 17,127,403 17,625,094

16,984,781 19,177,965 20,839,755

19,584,506 21,333,074

23,455,859

Exhibit 3
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Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Occurrence Policy Data (Item #11) Exhibit 3
Sheet 14
Ultimate ALAE Based on Paid ALAE Development
As of 12/31/04
Selected Cumulative
Cumulative  Development Development Ultimate ALAE
Accident Year  Paid ALAE Factors Factors (Hx@3)
@) 2 3 “
1995 $ 18,070,809 1.075 1.075 § 19,426,120
1996 16,958,627 1.045 1.123 19,050,898
1997 19,407,890 1.050 1.180 22,892,455
1998 18,912,746 1.100 1.297 24,539,252
1999 18,646,326 1.175 1.525 28,427,448
2000 14,603,029 1.350 2.058 30,055,318
2001 11,868,209 1.725 3.550 42,135,937
2002 3,651,243 2.700 9.586 35,000,317
2003 413,782 6.000 57.515 23,798,746
2004 33,903 18.000 1,035.273 35,098,869

Total $122,566,564 § 280,425,360



Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Occurrence Policy Data (Item #11)

Accident Year

1995
1996
1997
1998
1999
2000
2001
2002
2003

Volume Weighted Average

5 Year Volume
Weighted Average

4 Year Volume
Weighted Average

3 Year Volume
Weighted Average

2 Year Volume
Weighted Average

6 Year Average
Excluding Last 3
Years

Selected
Cumulative

Ratio to Ultimate

Paid ALAE Development
As of 12/31/04

12-24 24-36 36-48 48-60 60-72 72-84 84-96 96-108 108-120  120-Ult
40.267 5.648 2.589 1.619 1.373 1.187 1.100 1.043 1.049
17.896 5.271 2.414 1.762 1.343 1.161 1.070 1.051

9.280 4.696 2.941 1.782 1.367 1.198 1.135
14.236 7.074 2.961 1.830 1.359 1.152
13.017 5.325 2.894 1.761 1.313
19.972 7.361 2.877 1.715
40.137 6.130 2.338
19.022 5.155
10.524
17.115 5.760 2.669 1.746 1.348 1.173 1.103 1.047 1.049
18.254 6.015 2.719 1.767 1.348 1.173 1.103 1.047 1.049
20.050 5.879 2.686 1.768 1.343 1.173 1.103 1.047 1.049
20.066 6.029 2.629 1.764 1.343 1.170 1.103 1.047 1.049
14.657 5.680 2.537 1.738 1.334 1.173 1.105 1.047 1.049
15.742 5.698 2.772 1.721 1.358 1.187
18.000 6.000 2.700 1.725 1.350 1.175 1.100 1.050 1.045 1.075

1,035.273 57.515 9.586 3.550 2.058 1.525 1.297 1.180 1.123 1.075
0.001 0.017 0.104 0.282 0.486 0.656 0.771 0.848 0.890 0.930
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Accident Year

1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

9,665
24,083
45,719
22,142
40,213
20,126
20,629
37,238
39,319
33,903

Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Occurrence Policy Data (Item #11)

24

389,184
430,997
424,269
315,222
523,446
401,947
827,984
708,341
413,782

Cumulative Paid ALAE
As of 12/31/04
36 48 60 72
2,198,177 5,691,817 9,213,018 12,646,221

2,271,913 5,484,784 9,664,634
1,992,204 5,859,055 10,441,432
2,229,837 6,603,065 12,085,736
2,787,388 8,065,790 14,204,349
2,958,631 8,513,318 14,603,029
5,075,606 11,868,209

3,651,243

12,980,545
14,270,578
16,423,977
18,646,326

84 96 108 120

15,010,793 16,512,902 17,229,682 18,070,809
15,068,611 16,129,597 16,958,627
17,097,794 19,407,890

18,912,746
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Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Occurrence Policy Data (Item #11)

Ultimate Claims Based on Reported Claim Development

As of 12/31/04

Cumulative Selected Cumulative  Ultimate

Reported  Development Development Claims

Accident Year Claims Factors Factors (Hx(3)

(1) ) 3) “)

1995 1,530 1.000 1.000 1,530
1996 1,404 1.001 1.001 1,405
1997 1,608 1.004 1.005 1,616
1998 1,586 1.007 1.012 1,605
1999 1,713 1.013 1.025 1,756
2000 1,531 1.020 1.046 1,601
2001 1,634 1.050 1.098 1,794
2002 981 1.200 1.318 1,293
2003 217 3.300 4.348 944
2004 70 4.000 17.392 1,217
Total 12,274 14,761
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Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Occurrence Policy Data (Item #11)

Accident Year

1995
1996
1997
1998
1999
2000
2001
2002
2003

Volume Weighted Average

5 Year Volume
Weighted Average

4 Year Volume
Weighted Average

3 Year Volume
Weighted Average

2 Year Volume
Weighted Average

6 Year Average
Excluding Last 3
Years

Selected
Cumulative

Ratio to Ultimate

Reported Claim Development

As of 12/31/04

12-24 24-36 36-48 48-60 60-72 72-84 84-96 96-108 108-120 120-Ult

3.123 3.136 1.146 1.067 1.013 1.019 1.005 1.009 1.001

4.107 3.148 1.188 1.043 1.027 1.009 1.005 1.002

4.250 3.353 1.216 1.054 1.027 1.012 1.009

4.298 3.393 1.189 1.060 1.017 1.010

3.410 3.151 1.231 1.045 1.016

4.449 3.318 1.124 1.037

6.463 2.344 1.136

2.716 2.695

2.893

3.882 3.014 1.174 1.051 1.020 1.013 1.006 1.005 1.001

3.897 2.915 1.177 1.048 1.020 1.013 1.006 1.005 1.001

4.048 2.818 1.169 1.049 1.021 1.013 1.006 1.005 1.001

3.931 2.718 1.163 1.047 1.020 1.011 1.006 1.005 1.001

2.780 2.474 1.130 1.041 1.016 1.011 1.007 1.005 1.001

4.052 3.299 1.197 1.055 1.020 1.019

4.000 3.300 1.200 1.050 1.020 1.013 1.007 1.004 1.001 1.000
17.392 4.348 1.318 1.098 1.046 1.025 1.012 1.005 1.001 1.000

0.057 0.230 0.759 0911 0.956 0.975 0.988 0.995 0.999 1.000
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Estimated Impact of Act 13 and Other Recent Measures

Subset of Top 20 Companies Combined - Primary Occurrence Policy Data (Item #11) Exhibit 3
Sheet 19
Cumulative Reported Claims
As of 12/31/04
Accident Year 12 24 36 43 60 72 84 96 108 120
1995 122 381 1,195 1,369 1,461 1,480 1,508 1,516 1,529 1,530
1996 84 345 1,086 1,290 1,345 1,381 1,394 1,401 1,404
1997 84 357 1,197 1,455 1,534 1,575 1,594 1,608
1998 84 361 1,225 1,456 1,544 1,570 1,586
1999 122 416 1,311 1,614 1,686 1,713
2000 89 396 1,314 1,477 1,531
2001 95 614 1,439 1,634
2002 134 364 981
2003 75 217

2004 70



Exhibit 3

Sheet 20
Estimated Impact of Act 13 and Other Recent Measures
Estimated Increase in Reported Claims During 2002, Based on Occurrence Policy Data from the Data Call |
Accident Age in Months
Year 12 24 36 48 60 72 84 96 108 120
1995 122 381 1195 1369 1461 1480 1508 1516 1529 1530
1996 84 345 1086 1290 1345 1381 1394 1401 1404
1997 84 357 1197 1455 1534 1575 1594 1608
1998 84 361 1225 1456 1544 1570 1586
1999 122 416 1311 1614 1686 1713
2000 89 396 1314 1477 1531
2001 95 614 1439 1634
2002 134 364 981
2003 75 217
2004 70
Accident Development in Months

Year 12-24 24-36 36-48 48-60 60-72 72-84 84-96  96-108 108-120
1995 3.123 3.136 1.146 1.067 1.013 1.019 1.005 1.009 1.001
1996 4.107 3.148 1.188 1.043 1.027 1.009 1.005 1.002
1997 4.250 3.353 1.216 1.054 1.027 1.012 1.009
1998 4.298 3.393 1.189 1.060 1.017 1.010
1999 3.410 3.151 1.231 1.045 1.016
2000 4.449 3.318 1.124 1.037
2001 6.463 2.344 1.136
2002 2.716 2.695
2003 2.893

12-24 24-36 36-48 48-60 60-72 72-84 84-96  96-108 108-120 120-Ult

Avg 98-01 3.976 3.292 1.198 1.055
Selected 3.976 3.292 1.198 1.055 1.020 1.013 1.007 1.004 1.001 1.000
2001 Evaluation 95 396 1311 1456 1534 1381 1508
Expected in 2002 283 908 259 80 31 18 11
Actual in 2002 519 918 303 88 41 13 8
Difference 236 10 44 8 10 %) 3)
Total Difference: 302
Estimated Market Share - Occurrence Market / Total Market: 24%

Estimated Number of Additional Claims Reported - Industry-wide: 1,240

Notes

Data is based on occurrence policy development provided in response to the data call.

The estimated market share is based on the total direct written premium 2002 market share of the insurers included
in the data above, adjusted to reflect the portion of business earned from primary occurrence policies, based

on information from the data call.

PRICEWATERHOUSE(COPERS
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Estimated Impact of Act 13 and Other Recent Measures
Aggregate Estimated Frequency Per Exposure
Based on Occurrence and Claims-Made Policy Data of the Data Call and Fund Assessment Data
(1 2 A3) “ ®) Q) (7
(D+2) @*®) (3)/(6)
Est PA Est Est
AY RY Tot Earned CM/Occ Primary Est
Year Ult Claims  Ult Claims  Ult Claims Exposures Mkt Share Exposures Frequency
1995 1,530 279 1,809
1996 1,405 294 1,699
1997 1,616 304 1,920
1998 1,605 318 1,923
1999 1,756 405 2,161 47,873 27% 12,935 0.17
2000 1,601 377 1,978 46,625 29% 13,596 0.15
2001 1,794 493 2,288 45,850 34% 15,655 0.15
2002 1,293 666 1,959 41,074 37% 15,364 0.13
2003 944 571 1,514 40,057 38% 15,333 0.10
2004 1,217 742 1,960 42,046 34% 14,423 0.14
Total 14,761 4,450 19,211
Notes

(1) Exhibit 3, Sheet 17.

(2) Exhibit 2, Sheet 17.

(4) Exhibit 4, Sheet 2.

(5) The estimated market share is based on the direct written premium for each year. The market share of one insurer
has been adjusted to remove the excess premium from the market share, based on data provided in response

to the data call.
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Estimated Impact of Act 13 and Other Recent Measures
Aggregate Estimated Exposure
Based on Fund Assessment Data
(1) @) 3) “ ) (6) (7) ®) ©) (10) (11) (12)
(H+(2) =(1) =Prior (5) =Prior (6) =Prior (7) =Prior (8)
Reported Claim Step Factors
Assessment Assessment-Based Exposures 100.0% 31.5% 49.0% 89.0% 97.5% 100.0% 100.0% Exposure Earned
Year ocC CM* Total Occ 1YrCM 2YrCM 3YrCM 4YrCM 5YrCM Mature Base Exposure
1995 25,276 22,597 47,873 25,276 22,597 47,873 47,873
1996 25,276 22,597 47,873 25,276 22,597 47,873 47,873
1997 25,276 22,597 47,873 25,276 22,597 47,873 47,873
1998 25,276 22,597 47,873 25,276 22,597 47,873 47,873
1999 25,276 22,597 47,873 25,276 22,597 47,873 47,873
2000 24,598 22,076 46,674 24,598 679 21,398 46,210 46,625
2001 24,588 21,495 46,083 24,588 10 679 20,806 45,730 45,850
2002 18,002 26,111 44,113 18,002 6,586 10 679 18,837 39,522 41,074
2003 14,210 32,000 46,210 14,210 3,792 6,586 10 679 20,934 40,236 40,057
2004 12.893 33,317 46.210 12,893 1,317 3.792 6,586 10 679 20.934 42,649 42.046
Total 220,672 247,983 468,655 220,672 12,384 11,067 7,275 688 679 215,891 453,711 455,017

Notes

(1),(2) Exposures are based on Fund assessment data, converted to a Class 015, Territory 1 equivalent. We have assumed 1995 through 1998

exposures equal those for 1999. Claims-Made includes Occurrence Plus.

(5) = (4) - prior (4). Assumes policies that are no longer written on an occurrence basis have shifted to first year claims-made.

(10)=(2)- (5)-(6) - (1) - (8) - (9.

(11) The sum of the product of the exposures and the reported claim step factors. These factors show the projected reduction in reported claim exposure depending
on the maturity of the claims-made year and are based on the claim detail provided in response to the data call.

(12) Assumes an average effective date of 4/1.
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