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FIRST-QUARTER FINANCIAL RESULTS FOR COMPOSITE OF MEDICAL
PROFESSIONAL LIABILITY SPECIALTY WRITERS
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and Brad J. Parker, ACAS, MAAA 500
his article summarizes some key 237
financial results for medical profes- 89
sional liability (MPL) specialty writers 0
from the first quarter of 2018 and
begins our ninth-consecutive year of
tracking and publishing these results
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ment performance as underwriting
results continue to underperform.

Our analysis is based on the collective financial results of a large
group of insurers specializing in MPL coverage. The data used in
our analysis dates back to 2002 and consists of aggregate statuto-
ry financial information compiled from S&P Global Market
Intelligence. The current composite includes 169 MPL specialty
companies with total direct-written premium of approximately
$5.1 billion in 2017.

Q1 WRITTEN PREMIUM ENDS ELEVEN-YEAR DECLINE

It appears first-quarter written premium may have finally bot-
tomed out in 2017 as the composite’s direct written premium
through the first quarter of 2018 increased by 3.2 percent relative
to 2017 (see Figure 1). The increase brought first-quarter premium
back above $2 billion. The MPL industry is now back in line with
2016 premium levels and marks the first increase of its kind in 12
years. The modest increase through just three months of the year

does not yet qualify as a reversal of the long downward trend in
MPL premium, but it is a continuation of signs that we began to see
towards the end of 2017 when the composite’s annual gross and
net written premium increased.

ReseRVE REDUNDANCIES EXPECTED TO DECLINE ONCE AGAIN

While first-quarter reserve releases have not typically been predic-
tive of annual reserve development, we note that first-quarter
2018 releases were the lowest since 2006 (see Figure 2). The annu-
al release has been declining steadily with an average annual
decline of nearly 10 percent since 2010. We expect this trend to
continue in 2018 — perhaps indicating that the stretch of years in
which the composite’s profitability is primarily driven by favorable
reserve development has reached its end.

INVESTMENT RESULTS BOOST OPERATING MARGIN
The composite’s after-tax net
income through three months

FIGURE 1 DIRecT WRITTEN PREMIUM — Q1 vs FULL YEAR ($MILLIONS) . .
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Net income should also benefit
in 2018 due to the tax law changes.
These gains were offset to a degree
as underwriting results deteriorated
slightly despite the modest increase
in premium. At the end of the day,
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the stellar investment gains saw the compos-
ite’s first quarter operating margin reach 12.2
percent, its highest mark since 2011.

UNDERWRITING PERFORMANCE REMAINS UNPROFITABLE
As Figure 4 suggests, combined ratios through
the first quarter tend to be high with results
improving after each quarter until we reach the
final year-end ratio. The composite’s combined
ratio through the first quarter of 2018 was 118
percent. While it remains relatively flat com-
pared to recent years, it is still its highest first-
quarter ratio since 2002 — and a 2.5 percent
increase relative to first quarter 2017 —
though 1.5 percent of the increase is due to
policyholder dividends. Given the fairly consis-
tent relationship between the first- and fourth-
quarter ratios, we expect the 2018 year-end
combined ratio to fall slightly above the break-
even point.

INDUSTRY INVESTMENT YIELDS SHOULD FoLLow
RiSING TREASURY YIELDS

Earlier we discussed the composite’s surging
investment gains when including gains from
investments tied to rising security prices (real-
ized capital gains). However, investment yields
on the composite’s investments tied to interest
rates have been flat of late, after the long
downward trend following the economic crisis
(see Figure 5). This chart also shows that these
yields historically tend to change direction as
treasury yields change direction. With treasury
yields on a sustained two-year incline, and
expectations for this trend to continue as the
economy strengthens, it follows that MPL
industry yields, as represented by our compos-
ite, should begin to increase in the near future.

CONCLUSION

In recent analyses for this composite, we have
seen trends developing in the overall financial
results and first-quarter 2018 appears to be
consistent with these trends. The loss of rev-
enue from declining reserve redundancies
continues and is being “replaced” by revenue
from improving investment performance and
— perhaps now — by increasing premium rev-
enue. Considering the developments
described above, and a strongly capitalized
market to handle any bumps in the road, the
early results suggest 2018 looks to be yet
another in a long stretch of profitable years for
MPL specialty writers.

Eric Wunder is a consulting actuary, and Brad
Parker an associate actuary, at Milliman Inc., an
independent actuarial and consulting firm.
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FIGURE 4 ComsINED RATIOS (AFTER DIVIDENDS) — Q1 vs FuLL YEAR ($MILLIONS)
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FIGURE 5 INDUSTRY YIELD VS FIVE-YEAR TREASURY BOND YIELD
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