













































































The AMA Admits Defensive Medicine is Impossible to Quantify

According to an AMA-backed study, "comprehensive"” restrictions on the rights of medical
malpractice victims will save only between $4 and $9 billion per year, or, at most, 1 percent of
total health care costs. The same study admits that defensive medicine is virtually impossible
to define. The report concludes:

"...defensive medicine is a difficult concept to define. There are a variety of reasons why
a physician might perform services that are not warranted, including financial incentives,
patient expectations, and lack of current clinical information. The wide range of potential
motives, which are also likely to overlap in many cases, make it virtually impossible to
isolate the contribution of defensive medicine costs."?

2> "Estimating the Cost of Defensive Medicine", Lewin-VHI, Inc., January 27, 1993.


























































































gence. For these individuals, whose basic rights are now the
subject of a cavalier academic debate, the impact could be
.as profound as the malpractice itself.

Moreover, the “reforms” under consideration apparently do
not include sufficient measures to prevent future medical
malpractice. As I stated in my earlier letter, I fear that
the health care reform initiatives being discussed place
medical malpractice prevention at the bottom of the list,
while malpractice liability reform is at the top.

Any health plan proposed by the White House must reflect
compassion and humanity or it will not win the public sup-
port crucial to its success. As victims whose lives have
been profoundly and irrevocably altered by medical malprac-
tice, we ask that you provide us with an opportunity to
speak directly with you so that your health care plan can
benefit from our experiences.

In order to make the necessary arrangements for a meeting
during June 29 or 30, we ask that you let us know of your
decision by Wednesday, June 23. Thank you.

Sincerely,

o Lt

Laura Wittkin Executive Director


















MEDICAL MALPRACTICE INSURANCE
1985-1991 CALENDAR YEAR EXPERIENCE
| A REPURT BY
THE RATIONAL INSURANCE CORSUMER GRGANIZATION

As the nation debates National Health Insurance, there has
been much discussion of the role/cost of Medical Malpractice
insurance. This report analyzes the costs of Medical Malpractice
insurance over the last seven years, a period which represents
the maximum data on rate of return on net worth published by the
National Association of Insurance Commissioners (NAIC). The
report focuses particular attention 6n the most recent period,
Calendar year 1991, data for which became available from the NAIC
in December, 1992.

In this analysis, we will look at these issues:

* Cost of Medical Malpractice Insurance to doctors and
hospitals;

* Breakdown of the underlying expenses

[ ) Claims Incurred

L Insurance Company Expenses
[ Investment Income

) Insurance Company Profits

* Implications for National EHealth Insurance Policy

Eourcés of Dat. - Method - Defipitiong

The attached Exhibits show the total na.ional exper.ence for
Medical Malpractice Insurance for all insurance companies

licensed to write in the United States. These data do not

© Copyright 1993, National Insurance Consumer Organization.
Reproduction by any means without permission is prohibited.






latter reserve, on the unknown claims, is the so-called
*Incurred-But-Not-Reported", or IBNR, reserve.

Premjums Parned are the premiums paid in by doctors and
hospitals that the insurers have "earned" through the passage of
time. Yor example, if a policy costs $§120 and has been in effect
one month, the insurer has earned 1/12 of $120 or $10. When
premiums paid in by doctors and hospitals are qoing'up, premiums
earned are lower than premiums paid in; when premiums paid in by
doctors and hospitals are going down, premiums earned are higher.

g;égnses include defense attorney costs, overhead costs and
state taxes. |

Dividends shown in the attached exhibits are those paid back
to doctors and hospitals‘al refunds of excessive premium charges.

Inderwvriting Profit deducts losses incurred, expenses and
dividends from earned premiums.

Investment Income is the money that insurance companies make
from investing reserves on claims and unearned premiums as well
as investing net worth (net worth is also called °*retained
earnings"). For a line, such as Medical Malpractice, where
claims reserves are held for a long period prior to payment of
claims to victims, investment income is large. Lines such as
these are called "Long-Tail" lines as opposed to su h "Short-
Tail"® lines as Fire insurance where claims are paid off quickly.

Retajned Parnings is the net worth backing up the business,

overwhelmingly obtained from earnings in earlier years.

Return on Ket Worth is the profit divided by the retained



earnings.
Analvsis

1. ost a

In 1991, doctors and hospitals paid $4,862,170,000 in
premiums for nedicai malpractice insurance coverage in the United
States of America (see Exhibit 1). The State-By-State costs
ranged from §$7,927,000 in Rhode Island to $699,493,000 in New
York (see Exhibit 2). While these costs have risen over the past
seven years -- from $2,660,985,000 in 1985 to $4,862,170,000 in
1991 -- the costs have declined from the 1989 high of
$5,119,518,000 and are lower than the amount doctors and
hospitals spent in 1988 (see Exhibit 3).

The 1985 to 1991 reported premium increase is 82.7% or 10.6%
per year. Adjusted for inflation, the real seven year increase
is between 44.6%, adjusted for all items CPI and 17.2%, adjusted
for medical care inflation (see Exhibit 3).! 1In other words,

the increases are:

As Adjusted for Adjusted Por
Reported All Jtems CPI Med. Inflation
1985-1991 Change + B2.7% + 44.6% + 17.2%
Annual Change + 10.6 + 6.3 + 2.7

Medical Malpractice insurance premiums have risen over the
past seven years, with all of the increase in early years. In

recent years medical malpractice insurance premiums have fallen

! NICO believes the most important *"real” increase is that
adjusted by medical care inflation since, in the context of the
National Health Insurance discussion, that is the relevant measure
(i.e., is this cost changing in a way that lowers or raises health

care costs).






Thus, Medical Malpractice Insurance Losses Incurred have
fallen sharply over the past seven years, although there was a
reported 1ncrease.£ram 1985 to 1987. 1Indeed, the reserves for
medical malpractice were overstated by $1.4 billion at year end
1990 wvhen an additional year of data on those claims was
reviewed.?

A very important finding of this study is that costs of
Incurred Losses, as percentage of health care costs has fallen in
half over the period of study -- from eight-tenths of one percent
in 1985 to four-tenths of one percent in 1991 (see Exhibit 4).
(B) Insurance Company Expenses Incurred

In 1991, insurance company expenses for writing Medical
Malpractice insurance were $2,508,880,000, excluding state
premium taxes of $136,140,000 (see Bxhibit 1). Combined, the
overhead costs were $2,645,020,000 or 54.4% of premium. These
costs, which represent oveé 50% of premium income, are a very
inefficient level of costs. We have not shown the state-by-state
insurance company expenses on Exhibit 2, because the NAIC uses
national expenses to estimate state costs. The RAIC does not
maintain insurance company expenses on a state-by-state basis in
the Annual Statement.

In the period 1985 to 1991, insurance company exper.~es rose
from $1,612,557,000 in 1985 to $2,645,020,000 in 1991, an

increase of 64.0% (see Exhibit 3). Adjusted to real terms by

2 Aggregates and Averages, A.M. Best and Co., 1992 Edition,
Page 1189.






transaction). According to studies undertaken by the California
Department of Insurance, properly capitalized insurers should
hold only about $1.00 of net worth for every $1.00 of premium for
this line of insurance. BHad insurers not retained so much
previous profit (or the NAIC used a more reasonable allocation),
America’s medical malpractice insurers return on net worth would
have been 29.2%, a remarkably high return which is almost double
the profit required to reward the risk of underwriting medical
malpractice insurance.

- State-by-state profits ranged from a loss of $37,368,000 in
Texas to a gain of §354,999,000 in California. 1In terms of
percentages, the biggest léss wag in the District of Columbia
vhere the loss was 21.2% of net worth (31.6% of sales); the
largest profit was in Oregon where the return on net worth was
+65.9% (119.2% of sales). (See Exhibit 2.) 1In the six states
that undertook tort reform studied by the General Accounting
Office, profits in 1991 averaged 122% above the national average,
iﬁplying possible insurer profiteering in these states.?

Over the entire time that the NAIC has kept profit or net
worth data, 1985 - 1991, the return on net worth for writers of
Medical Malpractice has been 14.4% (see Exhibit 3). Profit shows

the expected cyclical pattern with a low in 1985 and a high in

3 Arkansas, California, Florida, Indiana, New York and North

Carolina. Source: Medical Malpractice, Six States Case Studjes
ims an nsuxr ogts Sti 8 es e s, U.S.

General Accounting Office, December, 1986. Profits averaged 46.1%
of premiums in these states vs. 20.8% in the other states,
averaging 29.2% countrywide.



1989. This is a normal, reasonable profit. However, if net
worth was established at less redundant, more economically
appropriate levels, returns over the period would have been about
tvice that needed to attract capital. |

T R T

Medical Malpractice is a tiny fraction of health care costs
in America. In 1991, it represented just six-tenths of one
percent of such costs, unchanged from 1985. Incurred Losses
represented only four-tenths of one percent of these costs, half
of the 1985 level. Although premiums have risen slightly faster
than health care inflation over the past seven years, the
incurred losses have fallen by almost 50% over that time relative
to health care inflation. Premiums have turned down in recent
years reflecting the declining claims costs. Insurer overhead
expenses represent half of premiums. These expenses could and
lhould be reduced significantly. Investment income also
represents half of premiums and is very significant in this long
tail line. Profits of insurers appear to have been fair on the
reported net worth basis of NAIC but are excessive when adjusted
to more realistic capitalization assumptions. In several :tath,
profits appear grossly excessive.

At six-tenths of one percent of health care system costs to
cover all aspects of the cost of medical injury -- medical
malprartice premiums are low. The current system appears to be
an excellent and reasonably priced approach to protect Americans

from faulty medical care, a system that, if maintained, would

10






MEDICAL MALPRACTICE INSURANCE
COUNTRYWIDE RESULTS OF INSURANCE COMPANIES

CALENDAR YEAR 1991

, Rollazs . M of Premium
Premiums Earned : $ 4,862,170,000 100.0%
losses Incurred 2,708,229,000 55.7
Defense Attorneys\Other Claim Costs 1,687,173,000 34.7
Overhead, Sales Expense 821,707,000 16.9
Total Ins. Company Expenses
(excluding State Taxes) 2,508,880,000 51.6
State Taxes . 136,140,000 2.8
Dividends to Doctors, Hospitals 204,211,000 4.2
Underwriting Profit - 695,290,000 - 14.3
Investment Income 2,367,877,000 48.7
Federal Tax 257,695,000 5.3
Total Profit 1,419,754,000 29.2
SofNetWorth
Retained Barnings (Net Worth) $ 8,929,270,000 100.0%
Return on Net Worth 1,419,754,000 15.9
Source: Report on Profitabilitv, By Line, By State, 1991; December

1992, National Association of Insurance Cammissioners.



Exhibit 2, Sheet ]

MEDICAL EALPRACTICE INSURANCE

STATE-BY-STATRE RESULTS OF INSURANCE COMPANIRES

Premiums

State Earned
(000)

Alabama $ 84,979
Alaska 13,731
Arizona 107,812
Arkansas 23,135
California 529,059
Colorado 65,543
Connecticut 103,224
Delaware 20,068
D.C. 37,612
Florida 241,421
Georgia 134,604
Hawaii 16,066
Idaho 14,837
Illinois 289,811
Indiana 34,174
Iowa 44,120
Kansas 32,544
Kentucky 58,212
Louisiana 50,850
Maine 28,883
Maryland 107,893
Massachusetts 31,127
Michigan 169,347
Minnesota 62,903
Misgsissippi 22,132
Missouri 112,915
Montana 16,613
Nebraska 17,972
Nevada 25,250
New Hampchi-e 10,253
New Jersey 241,892
New Mexico, 15,161
New York 699,493
N. Carolina 91,687
N. Dakota 12,764
Ohio 246,063
Oklahoma 59,666
Oregon 48,144

CALENDAR YEAR 1991

Losses

Loss

AIncurred Ratio Profit

(000)

$ 20,480
2,609
54,445
12,932
47,615
23,989
34,373
19,566
39,380
110,088
59,899
11,118
252
243,731
13,362
16,986
1'562
30,736
23,340
20,045
36,899
24,061
107,705
31,640
8,875
59,055
6,578
3,176
13,130
5,229
219,154
10,400
541,408
56,296
3,689
134,350
26,372
- 15’2].4t

24.1%

19.0
50.5
55.9
9.0
36.6
33.3
97.5
104.7
45.4
44.5
69.2
1.7
84.1
39.1
38.5
‘.8
52.8
45.9
69.4
34.2
77.3
63.6
50.3
40.1
52.3
39.6
17.7
52.0
51.0
90.6
68.6
77.4
61.4
28.9
54.6
44.2

(000) .

$ 47,758

Profit
As A

3 Sales

56.2%
40.6
23.9
20.7
67.1
28.5
61.5
-14-2
-3106
26.0
37.4
- 200
64.1
6.2
52.6
41.7
72.0

Profit
As A
8 Net

yYorth

37.2%
39.8
14.6
11.7
37.7
24.2
29.6
L 609

e o o o o o o
VWWoOoOUONWoOW

* This is due to significant reduction of excessive reserves in the state.



Exhibit 2, Sheet 2

Profit
Profit As A
Premiums Losses Loss As A S Net
State Earned Ancurred Ratlo Profit 8 Sales  ¥orth
(000) "~ (000) (000)
Pennsylvania 228,266 233,288 102.2 - 33,099 -14.5 - 7.5
Rhode Island 7,927 935 11.8 6,064 76.5 39.6
S. Carolina 8,542 5,757 67.4 1,298 15.2 8.4
S. Dakota 9,982 1,777 17.8 5,790 58.0 41.1
Tennessee 118,135 29,179 24.7 41,584 35.2 22.2
Utah 24,858 . 13,722 55.2 2,759 11.1 9.4
Vermont 12,593 4,143 32.9 6,032 47.9 27.7
Virginia . * 76,537 35,360 46.2 27,859 36.4 18.9
Washington 104,323 23,264 22.3 51,640 49.5 39.2
Wisconsin 74,812 36,583 48.9 22,892 30.6 18.4
Wyoming 8,118 5,001 61.6 187 2.3 2.0
Puerto Rico 16,750 8,459 50.5 2,864 17.1 14.2
UsSa $4,862,170 $2,708,229 55.7% 81,419,754 29.2% 15.9%
: epo a e, 1991, December, 1992;

National Associatior of Insurance Commissioners



Cal.
Iear

1985
1986
1987
1988
1989
1990
1991

Cal.
Year

1985
1986
1987
1988
1989
1990
1991

As_Reported

Premium Losses Loss Ins. Co. ‘Expense
Earned* Incurred* Ratio Expenges* Ratio

$ 2,660,985 $ 3,206,487 120.5% $ 1,612,557 60.6%
3,808,105 3,537,730 92.9 1,831,699 48.1
4,550,493 3,726,854 8l1.9 2,206,989 48.5
5,067,749 3,638,644 71.8 2,341,300 46.2
5,119,518 2,723,583 53.2 2,513,683 49.1
4,930,786 2,657,694 53.9 2,682,348 54.4

—4.862,170 2,708,229 2.1 2,645,020 _54.4

Total 830,999,806 $22,199,221 71.6% 815,833,596 51.1%
Premiums Parned: Reported and Constant Dollars

Reported CP1 CP1
Premiums All Items Medical All Items
Earned+* Index*+ Index*+ Adjusted+

S 2,660,985 1.000 1.000 $ 2,660,985
3,808,105 1.016 1.075 3,748,135
4,550,493 1.074 1.146 4,236,958
5,067,749 1.099 1.221 4,611,237
5,119,518 1.154 1.315 4,436,324
4,930,786 1.210 1.434 4,075,030
4,862,170 1.2€3 1.559 3,849,699

MEDICAL MALPRACTICE INSURABCE
MULTI-YEAR REVIEW OF EXPERIENCE (1985-1991)

bit

Return on

Net Worth

- 502‘
11.2
12.6
17.2
22.4
17.4

—d3.9
14.4%

Constant $ Prem. Earmed

Medical

Adjuysted®
$ 2,660,985

3,542,423
3,970,762
4,150,491
3,893,170
3,438,484
3,118,775



it h
logses Incurred: Reported and Constant Dollar

Reported CP1 CPI Constant $ lLosses_Incurred
Cal. Losses All Items Medical All Items Medical
Xear Earned* Index**  Index*+ Adiustede Adiysted*
1985 § 3,206,487 1.000 1.000 $ 3,206,487 $ 3,206,487
1986 3,537,730 1.016 1.075 3,482,018 3,290,912
1987 3,726,854 1.074 1.146 3,470,069 3,252,054
1988 3,638,644 1.099 1.221 3,310,868 2,980,052
1989 2,723,583 1.154 1.315 2,360,124 2,071,166
1990 2,657,694 1.210 1.434 2,196,441 1,853,343
1991 2,708,229 1.263 1.559 2,144,283 1,737,157

gsurance and stan

Reported CPl CPI1 Congtant S _PExpen.
Cal. Insurer All Items Medical All Items Medical
Xear Expenses*  JIndex** Andex** Adjusted« Adjusted*
1985 $ 1,612,557 1.000 1.000 $ 1,612,557 $ 1,612,558
1986 1,831,699 1.016 1.075 1,802,853 1,703,906
1987 2,206,989 1.074 1.146 2,504,943 1,925,819
1988 2,341,300 1.099 1.221 2,130,391 1,780,456
1989 2,513,683 1.154 1.315 2,178,235 1,911,546
1990 2,682,348 1.210 1.434 2,216,817 1,870,536
1991 2,645,020 1.263 1.559 2,094,235 1,696,613

* 000 delet~d

*+  July of each year; 1985 = 1.000; Source: Telephone call to Bureau of
Labor Statgstics, Consumer Price Index Hotline, March 2, 1993.

Source of Insurance Data: Report on Profitability, By Line, By State, years
indicated, National Association of Insurance Commissioners.



MPDICAL MALPRACTICE INSURARCE
IMPACT OF MEDICAL MALPRACTICE INSURANCE ON HEALTH CARE

(1) (2) (3) 34) (5)
Med. Mal.

HBealth Med. Mal. Incurred
Jear  Care Costs* Earned Prem. 12)/(1) _Losses.  (4)/(1)
1985 $422,600,000 $ 2,660,985 0.6% $3,206,487 0.8%
1986 454,900,000 3,808,105 0.8 3,537,730 0.8
1987 494,200,000 4,550,493 0.9 3,726,854 0.8
1988 546,100,000 5,067,749 0.8 3,638,644 0.7
1989 604,300,000 5,119,518 0.8 2,723,583 0.5
1990 675,000,000 4,930,786 0.7 2,657,694 0.4
1991 751,800,000 4,862,170 0.6 2,708,229 0.4
* Source: Health Care Pinance Administration, Telephone Call of March 3,
1993.

Note:

All dollar figures 000 deleted.
























