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New York State Medical Indemnity Fund

34 Quarter 2018 Actuarial Analysis
As of September 30, 2018

Purpose & Scope

Pinnacle Actuarial Resources, Inc. (“Pinnacle”) has been retained by the New York State Department of
Financial Services (NYS DFS or “the Department”) to provide quarterly actuarial reports regarding the
experience of the New York State Medical Indemnity Fund (MIF or the Fund). This analysis evaluates

data for the Fund as of September 30, 2018.

§69-10.19 of the New York State Department of Health Regulation states that the quarterly reports
should “include a review of the various elements contributing to the amount of benefits paid by the

Fund and to the expenses of administration of the Fund, including:”

e The number of qualifying plaintiffs

e The mortality experience of the qualified plaintiffs

e The amount of benefits paid by the Fund

e The patterns of utilization of types of services provided

e [nflationary patterns by types of services provided

e The expenses of administration of the Fund

e The impact of available health insurance on benefits paid by the Fund, and
e Investment earnings of the Fund

§69-10.20 of the New York State Department of Health Regulation also requires an actuarial
calculation of the estimated liabilities of the Fund for the coming year resulting from the qualified

plaintiffs enrolled in the Fund.


http:69-10.20
http:69-10.19
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Executive Summary

Based on our review of available information regarding the New York State Medical Indemnity Fund as

of September 30, 2018, Pinnacle has arrived at a number of key conclusions:

As of September 30, 2018, the Fund has accepted 565 participants (556 living) with expected
future benefit payments of approximately $766.6 million and future administrative expenses of
$116.4 million, assuming a discount rate of 2.5%. With a Fund balance as of September 30,
2018 of approximately $260.2 million, this results in an unfunded liability for the Fund of
approximately $622.9 million.

o Total future lifetime benefits for the 556 living Fund participants without discounting is

estimated to be $1.964 billion. See Exhibit 2, Page 2.
The current present value of future benefit payments of $766.6 million does not
consider any additional enrollees that may be admitted to the Fund in the future.
Prior to the impact of legislation sighed on December 31 of 2016, each new participant
admitted to the Fund after June 30, 2017 was expected to increase the Fund’s future
benefits payment liabilities by $3.35 million on a nominal basis, or a present value of
$1.32 million, increasing at approximately the medical inflation rate of 3.5% annually
from March 31, 2017.
On December 31, 2016, new legislation was signed expanding eligibility for the Fund to
non-hospital births and significantly raising reimbursement rates for the period from
July 1, 2017 through December 31, 2019. For new participants admitted during this
period, a priori estimates of future lifetime benefit payment liabilities increased to $3.62
million on a nominal basis or a present value of $1.52 million. These liabilities vary
depending on the amount of an individual participant’s benefits that are paid during the
period of higher reimbursement rates. As more experience has emerged, we have
varied these severities based on actual benefit payments. See Exhibit 6, Page 2 for more
detail.
=  Prior to the beginning of the fiscal year, the Fund was expected to have
approximately ninety-two (92.02) additional participants accepted between

March 31, 2018 and March 31, 2019.

Al pinnacle Actuarial Resources, Inc.
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= There were nineteen (19) new participants to the Fund in the second quarter of

fiscal year 2018-19, approximately four (4) less than expected for this period at

the beginning of the fiscal year. This difference is despite updated participant

estimates evaluated at March 31, 2018 for our previous report. Prior to this

quarter, new participant counts per quarter have varied between eleven (11)

and twenty-eight (28) in the last two years.

= The number of eligible participants is expected to continue increasing for at least

thirty years as more eligible participants are admitted to the Fund each year.
Actual benefit payments in the second quarter of the 2018-19 fiscal year (7/1/18-9/30/18) as of
9/30/18 were $9.255 million. This amount is $1.760 million lower than expected at the prior
quarterly analysis. Cumulative benefit payments thus far in the 2018-19 fiscal year total
$17.015 million. Based on modeled severities and an expected 46.01 additional participants,
expected benefit payments in the remaining half of the 2018-19 fiscal year are $23.086 million.
Estimated total benefit payments for the 2018-19 fiscal year (4/1/18 — 3/31/19) are therefore
$40.101 million. See Exhibit 3 for more detail regarding these numbers. It is important to
recognize that these amounts can vary significantly each quarter due to the inherent
uncertainty in benefit payments, the effect of the legislative change on payments, and the
transition to a new third party claim administrator in the third quarter of the 2017-18 fiscal
year.
As of September 1, 2018, both the Fund’s claims handling and enrollment services are now
performed by Public Consulting Group (PCG) instead of Alicare. This change decreases the
administrative expenses of the Fund on a per month per member basis. Based on information
from the Department, at the March 31, 2018 analysis we projected that $5.036 million would
be spent in administrative costs for the 2018-19 fiscal year. This number is likely to vary as it is
based on expected, not actual, participant counts and it did not contemplate the change in
enrollment services.
Exhibit 1 summarizes Fund payments by benefit type since 4" quarter of 2012.
Compared to the Virginia Birth Related Neurological Injury Compensation Fund, another state-

run birth injury fund serviced by Pinnacle, the Fund is having a substantially higher percentage

Al pinnacle Actuarial Resources, Inc.
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of overall costs in medical and hospital costs, medical equipment and prescription drug costs,
and corresponding lower percentages in nursing and long term care costs.

e Asof September 30, 2018, twenty-five (25) participants have received more than $1 million in
benefit payments, with seven (7) of these participants receiving more than $2 million in benefit
payments. Based on current annual severities by individual member, we expect seven (7) more
members to cross the $1 million threshold in the next twelve months. These benefit payments
do not include prescription amounts handled in bulk by vendors; see Exhibit 7, page 8 for total

prescription drug payments handled in bulk.

Al pinnacle Actuarial Resources, Inc.
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Background

“The Medical Indemnity Fund was established in 2011 to provide a funding source for future health
care costs associated with birth-related neurological injuries. Enrollees of the Fund are plaintiffs in
medical malpractice actions who have received either court-approved settlements or judgments
deeming the plaintiffs' neurological impairments to be birth-related.”! More specifically, a “birth-
related neurological injury” is “an injury to the brain or spinal cord...that occurred in the course of
labor, delivery or resuscitation, or by the provision or non-provision of other medical services during
the delivery admission.”? These injuries must result in a physical impairment, a developmental

disability, or both.

Benefits provided by the Fund include:

e Medical, Dental, Surgical and Hospital Care

e Nursing and Custodial Care

e Prescription and Non-Prescription Drugs

e Rehabilitation Services

e Durable Medical Equipment and Assistive Technology

e Certain Home and Vehicle Modifications

e Other Health Care Costs for Medical Services and Supplies for Participants

The New York State Department of Financial Services (NYS DFS) serves as the administrator of the
Fund. For the first year of the MIF’s operations, Sedgwick CMS served as the Fund’s third party
administrators (TPA). For the second year of operations, they were replaced by Alicare. As of
September 1, 2017, claims are now handled by Public Consulting Group while Alicare continued to
work with Fund enrollment and case management until September 1, 2018. PCG now handles
enrollment services as well as claims. Pinnacle serves as the actuarial advisors to the Fund as well as
the only other two state-run birth injury funds in the U.S., the Virginia Birth Related Neurological Injury

Compensation Fund and the Florida Neurological Injury Compensation Association.

1 Provided by NY DFS
2 http://www.dfs.ny.gov/insurance/mif/mif_fags.htm

N pinnacle Actuarial Resources, Inc.
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The Fund currently is financed through a budget allocation from the state of New York. Any party to a
medical professional liability claim can request for the judgment to reflect eligibility for participation in

the Fund. Upon this judgment, the participant is eligible to receive covered benefits from the Fund.

Data, Methods & Assumptions

Given that the Fund has been in operation for less than eight years, a number of sources of information
are still in the formative stages. Pinnacle has worked with Alicare and is working with Public Consulting
Group to ensure that their claims databases are sufficient to support these ongoing quarterly reports

and to enhance the ongoing management of the Fund.

Early in the Fund’s operations, some health care benefits that should have been paid by the Fund were
erroneously paid by New York Medicaid. Pinnacle was provided detailed benefit payment information

on these costs by the New York Department of Health (DOH) and they are reflected in the exhibits.

Some of the long-term forecasts and industry benchmarks used in the analysis are based on data for
the birth injury funds in Virginia and Florida, as well as medical professional liability insurers in the
state of New York. These have been significantly modified based on data from the Fund as it becomes

more credible.

One significant area of ongoing review of assumptions relates to the expected number of claims per
10,000 live births. Initially, 1.10 participants per 10,000 births were assumed based on data from
Virginia and Florida. After the first year, the frequency rate was increased to 2.90 participants per
10,000 births. In the first quarter 2014 report, the expected number of eligible Fund participants was
increased from 2.90 per 10,000 live births to 3.48 to be more consistent with the first two full fiscal
years of experience and present more realistic financial projections for the next five years. In late
2016, we increased the assumption to 4.50 participants per 10,000 births to better reflect ongoing
frequency data. It should be recognized that this is over four times the number of participants per

10,000 live births experienced by the birth funds in Florida and Virginia. Starting with the March 31,

Al pinnacle Actuarial Resources, Inc.
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2018 analysis, we reduced this assumption to 4.00 participants per 10,000 births to acknowledge lower

than expected Fund participation rates.

As we are accumulating more credible amounts of benefit payments data, several differences are
emerging from Virginia’s birth fund experience. To illustrate, we show the annual benefit payments
during calendar years 2016 and 2017 to Fund participants that were admitted to the program prior to
the beginning of each year (i.e. participants that have a full year of benefit payments) on the following
graph and compare the Fund’s data to data from Virginia. Additional severity information is contained

in Exhibit 1, Page 2 and Exhibit 6.

Calendar Year Payments Received by Participants
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Chart 1: Calendar Year Payments Received by Participants

In the past, this type of comparison has raised three key issues. We will pose each issue as a question,

then offer more comments below.

i Pinnacle Actuarial Resources, Inc.
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1) The Fund has significantly more participants with SO of benefit payments. Will these

participants have benefit payments at some point?

2) The Fund has substantially more participants with less than $25,000 in annual benefit

Page 8

payments. Is there something about the Fund’s enabling legislation that is causing this or will

their costs increase over time?

3) The Fund had seven participants in 2016 and eight participants in 2017 with annual benefit

payments totaling over $400,000. Virginia’s birth fund has no participants that breached this

threshold. Admittedly, there are sample size issues, but will this phenomenon persist?

To address the first issue, we analyzed the 458 participants that had been in the Fund for more than

one year. We found that of these participants, 8% showed $0 in benefit payments as of March 31,

2018. Approximately 3% of participants showed only prescription drug payments. Of the remaining

406 participants, 397 participants (or 98%) had a payment within three years of joining the Fund. We

also grouped participants based on number of years in the Fund and found that approximately 92% of

participants in all groups have had payments:

3years or longer 312
2 years or longer 403
Longer than 1year 458

Number of
Numberof  Participants

Time in Fund Participants With Payments With Payments

Percentage of
Participants

Table 2: Participants with Payments (in the Fund longer than 1 year)

Based on the data collected so far and assuming no significant changes in health insurance, we believe

it is reasonable to assume that 8% of Fund participants will not receive any benefit payments over their

lifetimes. Hence while 18% of the participants in the graphs above showed S0 in payments, we expect

that over the long run only 8% of participants will receive SO in benefit payments.

The second issue, a higher number of participants with less than $25K in annual payments, appears to

be related to the difference in the definition of “birth-related injury” between the Fund and Virginia. In

N pinnacle Actuarial Resources, Inc.
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Virginia, participants must be “permanently motorically disabled and developmentally disabled or
cognitively disabled (emphasis added)” as well as “need assistance with all daily living activities.”® The
New York Fund requires either a physical or mental disability (emphasis added); both types are not
required. Several of the Fund’s patients have injury diagnoses that tend to be physical-only injuries,
particularly Brachial Plexus and Erb’s Palsy. These injury types show significantly lower severities than
other types (see Exhibit 1, Page 2); about 98% of members with one of these two conditions received
less than $25,000 in benefit payments in 2017. This does not completely explain the low severities as
only 11.5% of Fund participants have one of these diagnoses. However, physical-only or mental-only
disabilities classified within other injury categories may also be contributing to the low severities. For
example, all fourteen members with a diagnosis of hemiplegia received less than $25,000 each in
benefit payments during calendar year 2017. We do not have the detailed diagnosis information to

further explore this hypothesis.

Over the long term, we show that over 50% of participants will receive more than $25K in benefit

payments:

Number of Percentage of
Numberof  Participants Participants
Time in Fund Participants With >$25K Paid With >$25K Paid

3yearsorlonger 312 175 56.1%
2 years or longer 403 220 54.6%
Longer than 1year 458 238 52.0%

Table 3: Participants with At Least $25K Paid (in the Fund longer than 1 year)

The answer to this second issue also comes with a caveat. Benefit payments shown on a per-
participant basis do not yet include prescription/non-prescription drug payments currently handled in
bulk by Fund vendors. Prior to changing claims handlers to PCG, approximately 75% of
prescription/non-prescription drug costs were handled in bulk, but schedules were provided to allocate

these costs on a per-participant basis. In the fourth quarter of the 2017-18 policy period, over 90% of

? From vabirthinjury.com/eligibility-benefits-claims

N pinnacle Actuarial Resources, Inc.
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prescription/non-prescription drug costs were handled in bulk but we have not received vendor

schedules. We are working with PCG to obtain this data for future analyses.

The phenomenon mentioned in the third issue, participants with very large annual payments, has
indeed persisted since 2016. In calendar year 2017, eight participants received more than $400K in
benefit payments. Over fiscal year 2017, thirteen participants in the Fund for longer than one year
received over $400,000 in benefit payments. Taking a long-term view, five of these participants show
an average annual benefit cost of over $400,000 per year of membership in the Fund. These numbers

also do not yet include prescription/non-prescription drug payments handled in bulk by Fund vendors.

We are continuing to monitor these phenomena and will continue to add additional analysis as

appropriate and as more information emerges.

As frequency and severity patterns were observed over time, changes to the assumptions regarding
the expected frequency and severity of claims were made to the 4th quarter 2014 analysis and again in
the second quarter of 2016 due to observed frequencies and severities differing from original
assumptions. These assumptions are detailed above in this report. Furthermore, we expect to

continue monitoring participation frequency and re-visit our selections regularly.

Discussion and Analysis

Number of Qualifying Participants

Based on the loss runs provided by Sedgwick CMS, Alicare, PCG and DOH, valued as of September 30,
2018, there are five hundred sixty-five (565) participants that have qualified for the Program as of this
date; five hundred fifty-six (556) were still living as of September 30, 2018. This information is

summarized in Exhibit 2.

There were nineteen (19) new participants to the Fund in the second quarter of fiscal 2018,

approximately four (4) fewer than expected for the quarter. The Fund has averaged fifteen (15) new

Al pinnacle Actuarial Resources, Inc.
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participants per quarter over the past four quarters, in contrast to twenty (20) new participants per
quarter for the four quarters prior to that. The reason for this drop is not clear, particularly as the

legislation signed on December 31, 2016 expanded Fund participation to include non-hospital births.

The number of Fund participants and the distribution of participants by age warrants continued
monitoring. The average age of a Fund participant at the time of admission remains at about 8.6 which

is approximately four years older than the age of a Virginia Birth Fund participant at admission.

Average Entry Age
12.0
11.0
10.0
9.0
8.0
7.0
6.0
5.0
4.0
I P S L T o S Y g S SO SRS 2, b, <o, D, Y, eee
%‘3{,%%%‘@00@%0\70«‘%0 {9{?%‘2}060«60« 03)‘370‘2/"3} Ze
R 0 R R Ry R R 5 Ry Ry R R Ry R R Ry Ry Ry R R Qv R R 0 R R %R
=== Avorage Age

Chart 4: Average Entry Age of Fund Participants
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Mortality Experience/Life Expectancy

It is reasonable to expect that average life expectancies for Fund participants will average in the high
twenties as a group, unless the different admission standards materially change life expectancies
relative to the Virginia and Florida birth funds. The current life expectancies of the Virginia birth fund
are 28.4 years from birth and 29.1 years for participants that reach the age of three (3). As of
September 30, 2018, the Fund has experienced the death of only nine (9) of its participants.
Furthermore, only seventeen (17) Fund participants were admitted prior to the age of three. The
following graph compares the age of current participants with the expected age distribution based on

the Virginia Birth Fund data.

Participant Distribution by Age

Number of Participants

20

10 +

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27
Current Age

m Actual # of Participants @ Expected # of Participants

Chart 5: Age Distribution of Fund Participants
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Due to the low number of Fund participant deaths (only 1.6% of admitted participants are deceased),
we do not yet have enough credible data to compare Fund participant life expectancies with Virginia
life expectancies. We hypothesize that the inclusion of physical-only and mental-only injuries may lead
to higher Fund life expectancies than Virginia life expectancies, but we require more data to support or

refute this hypothesis.

Actuarial Calculation of Estimated Fund Liabilities

We have been asked to project expected fund liabilities for the next ten fiscal years of the MIF. To do
this, we have estimated the ultimate benefit payments for the participants admitted to the Fund each
quarter on both a nominal and discounted basis. Three methods were used as a reasonability check
for estimating ultimate benefit payments by the year in which a participant was accepted to the Fund.
A loss development method was used in which actual benefit payments to date were divided by the
expected percentage of ultimate benefits as of each participant-quarter’s maturity. These percentages
were developed based on information for the Virginia Birth Fund and modified to reflect the older
average age of the Fund participants upon admittance. An expected loss method was also used in
which expected ultimate benefit payments by quarter were also estimated using a weighted average of
expected average ultimate benefit payments per Fund participant overall and by quarter of eligibility.

Finally, a Bornhuetter-Ferguson (B-F) technique estimates ultimate losses using a combination of

expected losses and loss development techniques. See Exhibit 6, page 1 for the application of these

three techniques.

On December 31, 2016, legislation was signed expanding eligibility for the Fund to non-hospital births
and significantly raising reimbursement rates for the period from July 1, 2017 through December 31,
2019. We prepared an extensive costing study in March 2017 estimating the impact of this change on
participant severities based on the expected increased participation and reimbursement rates. Since
that time we have relied primarily on these severities, modifying them as actual experience emerges
for living participants and using the other three methods as a reasonability check. The current selected

severities can be seen in Exhibit 6, Page 2.

Al pinnacle Actuarial Resources, Inc.
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These ultimate benefit amounts can be compared to the a priori benefit estimates (adjusted for the
legislative benefit payment change) allocated to future payment quarter based on the benefits
payment patterns described previously. To state future payments on a discounted basis, a discount
rate of 2.5% was used. This is based on discount rates for other medical professional liability insurance
programs in New York. Prior to the recent legislative change, average lifetime benefit payments were
estimated to average $3.35 million per participant on a nominal basis and $1.32 million on a
discounted basis using a 2.5% discount rate. This amount increases annually to account for the
medical inflation rate of 3.5%. For new participants admitted subsequent to the law change, an a priori
estimate of future lifetime benefits payment liabilities increased to an average of $3.62 million on a
nominal basis or a present value of $1.52 million. These liabilities will vary depending on the amount
of an individual participant’s benefits that are paid during the period of higher reimbursement rates.
For the March 31, 2018 analysis, we adjusted the severity assumptions for participants already
admitted into the Fund based on Fund experience. These severities vary based on the participant’s
admittance year to the Fund. The timing of the payments used in our severity estimates also reflect
the amount of time a participant is expected to live, so that these severities take participant mortality

into account. See Exhibit 6, Page 2 for more detail on these numbers.

Based on this approach and the current legislation, we estimate that the 556 living admitted Fund
participants will ultimately receive benefit payments on the order of $2.067 billion. Adjusting for the
time value of money at a 2.5% discount rate results in a present value for these benefits of $869.0

million. See Exhibit 5, Pages 3 and 6 for more detail on these numbers.

Actual benefit payments in the second quarter of the 2018-19 fiscal year were $9.255 million.
Cumulative benefit payments thus far in the 2018-19 fiscal year total $17.015 million. Based on
modeled severities and an expected 46.01 additional participants, expected benefit payments in the
remaining half of the 2018-19 fiscal year are $23.086 million. Estimated total benefit payments for the
2018-19 fiscal year (4/1/18 — 3/31/19) are therefore $40.101 million. See Exhibit 3 for more detail
regarding these numbers. It is important to recognize that these amounts can vary significantly each

quarter. The change from our estimate of $42.092 for fiscal year 2018-19 in the prior analysis is due to

Al pinnacle Actuarial Resources, Inc.
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benefit payments that were lower than our expected estimate as of the June 30, 2018 analysis in the
last three months as well as fewer than expected participants added in the last three months. We are
continuing to monitor our estimation methodology closely as it is quite sensitive to several key

assumptions.

The number of eligible participants is expected to continue increasing for at least 30 years as more

eligible participants are admitted to the Fund each year.

Amount of Benefits Paid

Based on payment data provided by PCG, $9.255 million has been paid to Fund participants during the
second quarter of the 2018-19 fiscal year (7/1/18 — 9/30/18). These payments are $1.760 million
lower than the expected benefit payments as of the June 30, 2018 analysis. See Exhibit 3 for more

detail.

We have investigated to see if there are material differences in the types of injuries experienced by
participants in the New York Fund versus those in Virginia and Florida that may explain some of the
differences we are seeing between actual and expected payments. As noted previously, the Virginia
program requires both a physical and developmental/cognitive disability and the participant must
“need assistance with all daily living activities”* to qualify for admittance. This standard for Virginia is
therefore stricter than for the Fund, which requires either a physical or mental disability but not
necessarily both. This difference appears to be contributing to the Fund’s higher frequency of
participants per live births as well as a higher frequency of participants with less than $25,000 in
payments per year. For example, the Center for Disease Control and Prevention considers cerebral
palsy a motor disability>. While children with cerebral palsy often have a co-occurring physical or
developmental disability, cerebral palsy can exist separately from intellectual disability. As participants
with cerebral palsy account for 23% of the Fund’s participants and 28% of the Fund’s payments (see

Exhibit 1, Page 2), this distinction could be impacting the Fund’s divergence from Virginia’s experience.

4 From vabirthinjury.com/eligibility-benefits-claims
5 https://www.cdc.gov/ncbddd/cp/data.html#references

N pinnacle Actuarial Resources, Inc.
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In addition, we recognize that certain diagnoses tend to be “physical-only” (i.e. Brachial Plexus and
Erb’s Palsy). However, we do not have detailed diagnosis data nor the medical expertise that could

inform further investigation.

Patterns of Utilization

It is too early in the life of the Fund to provide any credible conclusions regarding patterns of
utilization. However, Pinnacle continues to work with PCG to develop the data capabilities to provide
this type of analysis in the future. Specifically, we have developed and continue to maintain detailed
benefit payment information by participant, diagnosis, Fund fiscal year and benefit type. The benefit
types being captured are intended to reflect the benefits provided by the Fund’s legislation and follow

form with existing databases in Florida and Virginia.

Exhibit 1 shows payment detail (provided through 9/30/18) grouped into the following categories:

Medical Treatment

Hospital Based Care
Surgical Care

Nursing Care

Dental Care

Rehabilitation Care
Custodial Care

Durable Medical Equipment
Home Modifications
Vehicle Modifications
Prescription and Non-Prescriptive Drugs
Other Health Care Costs
Assistive Technology

Other Payments

Our analysis suggests benefit payment patterns that differ from the Virginia data. To date, the Fund

has a substantially higher percentage of overall costs in medical and hospital costs, medical equipment
and prescription drug costs, and corresponding lower percentages in nursing and long-term care costs.
To improve our understanding of the prescription drug costs, PCG now provides vendor payment data

that allow us to explore prescription drug costs on a by-member basis (although these summaries do

Al pinnacle Actuarial Resources, Inc.
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not directly map to the quarterly payment summaries and prescription drugs must still be handled in
bulk for our overall analysis). This data is summarized in Exhibit 1, Page 1 and shown graphically
below. Exhibit 1, Page 1 also compares New York data to benefit payments in Virginia. Nursing costs

are the majority of total payments in both states.

Benefit Payments 10/12 - 9/18

® Medical Treatment 5.38%
® Hospital Based Care 9.12%
W Surgical Care 0.83%
® Nursing Care 51.85%
m Dental Care 0.22%
® Rehabilitation Care 4.32%
® Custodial Care 5.21%
Durable Med Equip 5.71%
m Home Modifications 5.28%
" Vehicle Modifications 1.02%
m Rx and Non-Rx Drugs 9.36%
® Other Health Care Costs 1.46%
I Assistive Technology 0.01%
© Other Payments 0.25%

Chart 6: Benefit Payments by Category

Another key aspect of the database needed to evaluate patterns of utilization is differences in the
medical and mental condition of the Fund’s participants. To facilitate this dimension of our future
analysis, Pinnacle worked with Alicare to track a number of characteristics for each Fund participant,
including:

e Current Age
e Gender

N Pinnacle Actuarial Resources, Inc.
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® |njury Description

e Other Insurance (i.e. whether participant holds other insurance)
e Ambulatory Status

e Use of a gastric feeding tube (G-Tube)

e Ability to lift head from the prone position

e Use of a ventilator

e Use of a tracheostomy tube (trach tube).

Most of these characteristics are still available through the data PCG now provides, although we have
not yet been provided with the participant limitations (such as the use of a gastric feeding tube) that
have been found to be valuable in the Virginia analysis. In Virginia, several of these characteristics
have been shown to influence life expectancies and average annual benefit payments. While we do
not have the data yet to evaluate life expectancies by diagnosis, we are continuing to compile average
annual benefit payment information for all members with over 1 year of participation in the Fund and

are tracking current patterns to inform future analyses.

Benefit Payments and Injury Type

For nearly all Fund participants, the nature of the injury and primary diagnosis permitting entrance into
the Fund has been provided to Pinnacle as part of the quarterly enrollment data. Although strict
standardization of participant injury types is not provided, sufficiently detailed descriptions of the
nature of the injury have allowed us to judgmentally categorize participants into standardized injury
type groups. As with the benefit type categorization, injury type categorization can aid in identifying

differences in injury types that are relevant to the management of the Fund.

We have categorized the primary diagnosis for each Fund participant into one of the following injury

types:

e Brachial Plexus

e Cerebral Palsy

e Developmental Delays
e Encephalopathy

e Erb’s Palsy

e Hemiplegia

Al pinnacle Actuarial Resources, Inc.
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e Mental Retardation

¢ Neurological Disabilities
e Quadriplegia

e Spastic Diplegia

e Spastic Paraplegia

e Spastic Quadriplegia

e Other

¢ Not Available

The following is a graph of the distribution of participants by injury type group above. Spastic
quadriplegia, cerebral palsy, and encephalopathy combine to make up about 72% of total benefit
payments.

Benefit Payments 10/12 - 9/18

® Brachial Plexus 0.10%

® ErbsPalsy 0.28%

B Spastic Diplegia 0.36%

B Hemiplegia 0.38%

B Mental Retardation 2.05%

® Developmental Delays 6.43%
Neurological Disabilities 9.31%

W Spastic Paraplegia 0.24%

w Cerebral Palsy 28.34%

© Encephalopathy 24.24%

B Spastic Quadriplegia 19.85%

B Other 5.71%

“ Quadriplegia 1.53%

© Not Available 1.18%

Chart 7: Benefit Payments by Injury Type
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It is clear from the graph that the Fund’s participant composition by injury type is varied, but also
concentrated in a handful of categories. The following graph illustrates the number of participants and

average payment by injury type through the current quarter.
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Chart 8: Average To Date Payments per Participant

Participants with injury types of Cerebral Palsy, Encephalopathy or Spastic Quadriplegia comprise
approximately 53% of the total participants, but account for approximately 72% of total payments,
resulting in relatively large average payments. Conversely, participants with injury types of Brachial
Plexus, Erb’s Palsy, Spastic Diplegia, Hemiplegia, Mental Retardation, Developmental Delays or
Neurological Disabilities have relatively low average payments and comprise approximately 40% of the
total participants, but account for only 19% of total payments. The large number of participants in the
Developmental Delays and Neurological Disabilities categories with relatively low benefit payments are

also noteworthy.
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Inflationary Patterns of Types of Services

It is far too early in the life of the Fund to provide any credible conclusions regarding inflationary
patterns based on Fund payments alone. However, data from the Bureau of Labor Statistics provides a

helpful look at the impact of inflation on medical costs in the state of New York:

New York - Medical Care Inflation

6.0%

5.0%

4.0%

2.0%

1.0%

0.0%
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Chart 9: Medical Care Inflation in the State of New York

Average inflation over the past five years is 2.9%, similar to the 3.5% inflationary rate we contemplate
for the Fund’s benefit payments. In addition, based on our experience in Virginia, we are confident
that the detailed claims benefits payment database being constructed will prove invaluable once more

benefits experience has been accumulated.

Administrative Expenses

Pinnacle was provided information in early 2017 on administrative expenses charged by Alicare to the
Fund for claims administration and enroliment services. As of September 1, 2017, the claims
administration was taken over by PCG while Alicare continued to service enrollment to the Fund. One

year later at September 1, 2018, PCG began providing enrollment services as well in place of Alicare.
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With this change in claims administration, we expect remaining administrative expenses for fiscal
2018-19 of $2.664 million (see Income Statement on Exhibit 2, Page 1).

The Fund has made positive strides toward reducing its administrative expenses over the past year.
Prior to the recent changes in claims administration, Alicare was charging the Fund $809 per Fund
participant per month. Under the current payment structure, the total administrative costs are now
approximately $770 per Fund participant per month (see Exhibit 8 for current cost estimates). This
cost is set to decrease over the next five years as the addition of new participants will reduce the fixed
cost per member. At the beginning of the fiscal year (March 31, 2018), we estimated $5.036 million in
administrative expenses during the upcoming 2018-2019 fiscal year. Actual administrative expenses
are now expected to be lower than this estimate due to fewer new participants than expected and the

recent changes to the Fund’s administration programs.

Impact of Available Health Insurance

It is also far too early in the life of the Fund to provide any credible conclusions regarding the impact of
available health insurance. However, the detailed benefit payment database described earlier and
summarized in Exhibit 1 will prove invaluable once more payment experience has been accumulated.
One early item of note is the number of participants with Medicaid has been consistently tracking at
more than half of the Fund’s participants. Approximately 65% of Fund participants admitted in the
past four quarters rely on Medicaid, and currently 65% of all Fund participants rely on Medicaid. As
shown below, average annual payments relative to time in the Fund does not differ much between

members with and without insurance.

Participant Years  Paid Benefits Total Severity

With Insurance 751.75 31,576,004 42,003
Without Insurance 1,293.75 63,255,385 48,893

Table 10: Participant Years of Participation and Paid Benefits, with and without Insurance
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Investment Earnings

The Fund earned $2,272,836 of investment income during the period from 4/1/17 through 3/31/18.
Over that period, we estimate the Fund’s average balance to be $222,685,734 indicating a 1.0%
investment return on the Fund balance. This is in contrast to the 2.5% discount rate contemplated by
our analysis based on our review of other medical professional liability programs in the state of New
York. We have not had the opportunity to review further information regarding the Fund’s investment
returns on the Fund’s invested assets at this time. We hope that more information will be provided in
upcoming quarterly reports. Building up investment income on the Fund’s balance will be essential to
the Fund’s ongoing financial strength as participants continue to enter the Fund and calendar year
benefit payments continue to grow as the Fund moves toward a steady state over the next twenty or

more years.

Distribution & Use

This Report has been prepared for the intended use of the NY DFS. Further distribution of this report is
controlled by Pinnacle’s contract with the NY DFS. Third parties reviewing the report 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 Pinnacle to the third party.

Pinnacle consents to reference by the Department to Pinnacle’s reports, opinions, advice and firm
name in documents released by or at the direction of the Department concerning such financial
examination findings. In any instances other than the Department’s final examination report regarding
the review of reserves and solvency analysis of the Fund in which Pinnacle is identified as the source of
a paraphrase, quotation or partial quotation, the Department shall notify Pinnacle prior to such

publication, so that Pinnacle may review said reference(s).

The exhibits attached in support of our findings are an integral part of this Report. These sections have

been prepared so that our actuarial assumptions and judgments are documented. Judgments about
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the conclusions drawn in this Report should be made only after considering the Report in its entirety.
We remain available to answer any questions that may arise regarding this Report. We assume that

the user of this Report will seek such explanation on any matter in question.

Our conclusions are predicated on a number of assumptions as to future conditions and events. Those
assumptions, which are documented in subsequent sections of this report, must be understood in
order to place our conclusions in their appropriate context. In addition, our work is subject to inherent

limitations, which are also discussed in this Report.

“Any and all Department communications, records, documents, written, oral or electronic
communication or other information of any kind are confidential. [Pinnacle] shall not copy, transmit,
deliver or communicate in any way to any other person or entity any such communications and/or

information without the prior written consent of the Department.”

“All information and materials received hereunder by [Pinnacle] from Department are and shall remain
the sole and exclusive property of Department, and [Pinnacle] shall have no right, title or interest in or

to any such information or materials by virtue of their use or possession hereunder by [Pinnacle].”

Reliances & Limitations

We have prepared this Report in conformity with its intended use by persons technically competent in

the areas addressed and for the stated purposes only.

Throughout our analysis we have, without audit or verification, relied on historical data and qualitative
information provided by NYS DFS, related agencies and MIF’s services providers. The accuracy of our
results is dependent upon the accuracy and completeness of this underlying data. Therefore, any
material discrepancies discovered in this data or other information provided by NYS DFS, its related
agencies or MIF’s other service providers should be reported to us and this report amended

accordingly.
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This report includes graphs summarizing the Fund’s raw data received for this and prior reports,
information from the most recent fiscal year-end report at March 31, 2018, and summary information
from similar funds in other states. In addition, we also reference the Fund’s analysis as of March 31,
2017 reflecting the a priori estimates of the legislation signed into law on December 31, 2016. Review

of these prior reports may provide further clarification of our comments and conclusions.

There is a limitation upon the accuracy of these estimates in that there is inherent uncertainty in any
estimate of unpaid claims obligations and benefits. This is due to the fact that the ultimate liability for
claims is subject to the outcome of events yet to occur, e.g., future program participant life
expectancies, medical cost inflationary trends, etc. We have employed generally accepted actuarial
techniques and assumptions that we believe are reasonable and appropriate. Further, the conclusions
presented herein are reasonable and appropriate and supported by our analysis, given the information
currently available. However, it should be recognized that future loss emergence will likely deviate,

perhaps materially, from our estimates.

Additional uncertainty arises from lack of historical data and use of industry benchmarks. Our
projections of future loss emergence and benefit payments are based primarily on aggregate insurance
industry loss development patterns. It is possible that these patterns may not be indicative of future

loss development for MIF.

Estimates discounted for the time value of money can be more uncertain than those on an
undiscounted basis. In addition to the usual uncertainty in projecting unpaid claims obligations and

benefits, discounted estimates are also influenced by:

= Variations in the timing of actual benefit payments versus the rate of payment assumed in
discounting estimates to present value
= Variation in the actual investment yield on the assets underlying the liabilities versus the assumed

interest rate used in discounting.
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Exhibit

1

INDEX OF EXHIBITS

Description

Fund Payments by Benefits and Injury Categories

Projected Balance Sheets and Income Statements

Actual vs. Expected Participant Counts & Benefit Payments

Payments by Admittance Quarter

Projected Payments by Admittance Quarter — Nominal and Discounted
Estimated Ultimate Benefits Payments by Admittance Year

Participant Profile

Administrative Expense Summary

Al pinnacle Actuarial Resources, Inc.



New York Department of Financial Services
Quarterly Analysis of New York Medical Indemnity Fund
As of September 30, 2018

Fund Payments by Benefits Category

Benefit Category 2018Q3 201802 EY17/18 FY 16/17 EY15/16
Medical Treatment 426,656 478,884 1,723,663 1,111,413 868,110
Hospital Based Care 437,007 242,847 2,612,112 1,885,043 2,092,358
Surgical Care 158,562 56,102 244,859 113,032 146,685
Nursing Care 5,164,468 4,076,231 15,456,991 10,627,012 8,153,130
Dental Care 11,229 21,663 65,950 43,620 43,956
Rehabilitation Care 268,964 209,136 1,032,868 1,135,719 995 410
Custodial Care 796,087 668,456 2,143,798 1,131,480 485,434
Durable Med Equip 688,081 519,337 1,788,009 945,751 880,138
Home Modifications 352,211 401,555 1,743,688 1,208,614 674,666
Vehicle Modifications 35,998 51,170 334,887 249,284 153,585
Prescription and Non-Prescriptive Drugs 510,289 696,922 2,900,007 2,537,792 1,669,450
Other Health Care Costs 347,793 299,908 693,265 46,590 38,122
Assistive Technology 11,269 - 616 500 1,244
Other Payments 46,876 37,207 83,211 64,014 14,022
Total 9,255,490 7,759,418 30,823,926 21,099,865 16,216,310

Notes

Fiscal years begin on April 1st; quarters shown are labeled by calendar year

FY 12/13 includes only 4th quarter 2012 and 1st quarter 2013; FY 12/13 does not include payments when Sedgwick was TPA
Some payments made in 201704 allocated to 2017Q3 to account for September claims payments

Claim Database thru 2018Q3

FY 14/15

573,589
1,673,039
101,149
6,438,280
28,510
630,482
69,581
533,009
700,673
180,606
872,352
43311

7,404

11,851,988

FY 13/14
263,209
300,325

18,896
2,345,151
8,619
62,821
9,248
416,785
292,218
37,247
281,662
12,976

(4)

4,049,151

FY 12/13
35,184
42,922

2,190
552,120
586
60,191
42,169
6,110

65,176
360

807,015

&W@ Pinnacle Actuarial Resources, Inc.

Total
5,480,710
9,285,653
841,475
52,813,384
224,133
4,395,592
5,304,083
5,813,279
5,379,734
1,042,777
9,533,651
1,482,326
13,629
252,738

101,863,163

Percent of Total

538%
9.12%
0 83%
51.85%
022%
432%
521%
5.71%
528%
102%
9 36%
1.46%
001%
0 25%

100.00%

Exhibit 1
Page 1
Virginia Birth Fund
Percent
Benefit Category of Total
Hospital/Physician 1.33%
Nursing 66.05%
Physical Therapy 2.59%
Medical Equipment 1.76%
Housing 11.09%
Vans 5.01%
Prescription Drugs 1.01%
All Other 11.15%
11/5/2018



New York Department of Financial Services

Quarterly Analysis of New York Medical Indemnity Fund
As of September 30, 2018

Fund Payments by

Notes

Injury Category

Injury Category
Brachial Plexus

Erbs Palsy

Spastic Diplegia
Hemiplegia

Mental Retardation
Developmental Delays
Neurclogical Disabilities
Spastic Paraplegia
Cerebral Palsy
Encephalopathy
Spastic Quadriplegia
Other

Quadriplegia

Mot Available

Total

201803
9,382
43,887
20,398
59,502
90,026
529331
1,053,168
24,302
2,458,409
2,148,382
1,761,878
391,301
157,109
43,451

8,793,125

201802
6,151
25,607
25,448
18,263
96,834
408,184
958,169
14,570
1,757,839
1,924,770
1,401,531
336,174
68,264
48,607

7,091,416

Fiscal years begin on April 1st; quarters shown are [abeled by calendar year
Note: FY 12/13 includes only 4th quarter 2012 and 1st quarter 2013. MedCare invoices for prescriptions also excluded.
Total Injury Category Severity = Total Payments / Number of Participants

Total Injury Category

Claim Database thru 201803

ity = Total F

EY17/18
43,110
95,773

113,869
67,331
576,004
1,507,988
3,097,854
71,800
8,018,968
6,400,545
5,917,532
1,699,827
493,110
277,318

28,381,030

/ Number of Participant Quarters x 4

EY16/17
10,549
32,885
58,214
86,939

433,236
1,251,998
1,788,924

21,081
5,909,418
4,109,928
3,839,667

892,244

327,236

351,832

19,114,151

EY15/16
11,327
34,007
65,865
18,250

514,888
1,265,010
1,130,909

39,287
4,116,581
3,785,684
2,999,106

640,451

272,060

128,354

15,022,378

FY14/15
8,466
25,640
53,702
52,271
176,580
949,237
571,830
57,729
3,052,208
3,244,944
2,096,547
707,892
127,694
149,457

11,274,157

EY13/14
2,687
3,617

53,464
32,714
152,790
169,875
1,227 845
1,055,853
675,214
492,737

46,031

3,912,827

FY12f13

4331
14,964

17,260
212,004
209,787

45,764
233,864

68,632

807,015

Total
Payments

92,270
261,416
337,496
360,356
1,935,247
6,065,926
8,787,989
229,368
26,754,291
22,879,894
18,737,240
5,394,490
1,445,473
1,114,682

94,396,139

Percent of
Jotal Payments
0.10%
0.28%
036%
0.38%
2.05%
6.43%
9.31%
0.29%
2834%
2424%
19.85%
5.71%
153%
1.18%

;&W&, Pinnacle Actuarial Resources, Inc.

Number of
Participants

26

3

7

17

16

65

55

2

131

102

Percent
of Total

Participants

4.60%
6.90%
1.24%
3.01%
2.83%
11.50%
9.73%
0.35%
23.19%
18.05%
11.86%
4.96%
035%
142%

100.00%

Total Injury
Category
Severity

3,543
6,703
48214
21,197
120,953
93,322
159,782
114,684
204,231
224313
279,660
192,660
722,736
139,335

167,073

Exhibit 1
Page 2
Total
Number of Injury Category
Participant Annualized
Quarters Severity
294 1,255
537 1,947
124 10,887
264 5,460
257 30,121
984 24,658
308 43,505
25 36,699
1,912 55,971
1,517 60,329
846 88,592
311 52,501
27 214,144
183 24,365
8,189 46,109
11/5/2018



New York Department of Financial Services Exhibit 2

Quarterly Analysis of New York Medical Indemnity Fund Page 1
Future Fund Balances by Fiscal Year (000s) as of September 30, 2018
With 2.50% Discount
BALANCE SHEET
Projections as of Fiscal Year-End
At 9/30/1 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26 2026-27 2027-2
Assets
Fund Balance 260,192.1 292,624.9 301,682.4 326,513.4 347,967.0 365,583.4 378,775.9 387,266.4 390,561.2 388,4429 380,652.7
Liabilities
Future Benefits for Current Participants 766,630.5 819,072.3 927,529.6 1,054,782.0 1,186,778.3 1,323,548.4 1,464,797.1 1,610,694.1 1,760,907.0 1,915,403.6 2,074,343.2
Future Administrative Expenses 116,436.2 127,4615 148,137.3 169,559.4 191,791.0 214,846.8 238,702.9 263,361.3 288,766.1 3149173 333,678.3
Surplus/{Unfunded Liability} (622,874.7)  (653,908.9) (773,984.5) (897,828.1)  (1,030,602.4)  (1,172,811.8)  (1,324724.1)  (1,486,789.1)  (1,659,111.9)  (1,841,877.9)  (2,027,368.8)
INCOME STATEMENT
At9/30/18 2018-19* 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26 2026-27 2027-28
Initial Fund Balance 260,192.1 292,624.9 301,682.4 326,513.4 347,967.0 365,583.4 378,775.9 387,266.4 390,561.2 388,442.9
Annual Funding 52,000.0 52,000.0 52,000.0 52,000.0 52,000.0 52,000.0 52,000.0 52,000.0 52,000.0 52,000.0
Investment income @ 2.50% 6,182.9 6,695.2 71135 7,684.9 8,167.3 85476 8,815.3 8,960.8 89754 8853.0
Benefit Payments 23,085.7 44,0583 28,3194 31,7339 35,3204 35,198.7 43,196.9 47,520.1 51,883.1 56,320.3
Administrative Expenses 2,664.4 5.579.4 5963.2 6,497.4 7,230.5 8,156.5 9,1280 10,145.9 11,2106 12,3230
Final Fund Balance 260,192.1 292,624.9 301,682.4 326,513.4 347,967.0 365,583.4 378,775.9 387,266.4 390,561.2 388,442.9 380,652.7
Change in Fund Balance 32,4329 9,057.5 24,8310 21,4536 17,6164 13,192.4 8,490.5 3,2949 (2,118.3) {7,790.2)
Benefit Payments as % of Initial Fund Balance 8.9% 15.1% 9.4% 9.7% 10.2% 10.7% 11.4% 12.3% 13.3% 14.5%
Number of Participants
Initial 556 598 681 763 845 925 1,004 1,081 1,158 1,233
Expected New 46 92 92 93 93 93 93 93 92 92
Expected Deceased 4 9 10 11 13 14 15 16 17 18
Final 556 598 681 763 845 925 1,004 1,081 1,158 1,233 1,306
*2018-19 on income reflect inder of fiscal year (from 9/30/18 through 3/1/19)
Notes
Balance Sheet - Assets Calculated in Income Statement
Balance Sheet - Liabilities Future Benefits from Exhibit 5, Pages 4-6 discounted to current evaluation
Future Expenses based on current administrative costs
Balance Sheet - Surplus = Assets - Liabilities
Income Statement - Initial Fund Balance = Final Fund Balance of prior period
Income Statement - Annual Funding Provided by MIF
Income Statement - Investment Income Calculated based on 2.5% assumed investment return and assuming average date of benefit and expense payments is the middle of the fiscal period
Income S - Benefit P From Exhibit 5, Pages 1-3
Income Statement - Admin Expenses Calc<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>