
ILLINOIS DEPARTMENT OF INSURANCE 
MEDICAL MALPRACTICE REPORTING 

EXHIBIT 2B RESERVE STUDY 
 
 

1. PROVIDE A GENERAL DESCRIPTION OF THE ACTUARIAL 
METHODOLOGIES USED TO DETERMINE AND MONITOR CARRIED 
LOSS AND LOSS ADJUSTMENT EXPENSE RESERVES FOR THE 
MEDICAL MALPRACTICE BUSINESS WRITTEN, INCLUDING 
FREQUENCY OF REVIEWS. 

 
PACO’s internal actuary monitors carried reserves on a quarterly basis and 
communicates findings to the independent opining actuary.  At year end, the 
independent opining actuary performs his own analysis to make sure that 
carried reserves are appropriate.  Both actuaries are Fellows of the Casualty 
Actuarial Society and perform their duties using sound actuarial procedures 
including the utilization of four methodologies in the estimation of loss and 
loss expense reserves. 

 
2. DISCUSS THE ADEQUACY OF MEDICAL MALPRACTICE LOSS AND 

LOSS ADJUSTMENT EXPENSE RESERVES AS OF THE MOST RECENT 
YEAR-END AND IDENTIFY AND DESCRIBE ANY MATERIAL CHANGES 
IN THE PAST FIVE YEARS IN AMOUNTS OF CARRIED RESERVES AND 
IN RESERVING METHODS.  IF A MATERIAL UNFAVORABLE TREND 
EXISTS, INDICATE WHAT ACTIONS WERE TAKEN TO ADDRESS THIS 
ISSUE.  IDENTIFY THE MATERIALITY STANDARD USED TO RESPOND 
TO THIS QUESTION AND PROVIDE THE BASIS FOR THIS STANDARD.   

 
Both PACO’s independent opining actuary and actuaries for PACO’s 
independent auditor have determined that PACO’s carried reserves at year 
end 2006 are adequate.  No material changes have occurred the last five 
years in regards to reserving methods. 

 
3. COMPARE COMPANY TRENDS TO INDUSTRY TRENDS, WITH 

REGARDS TO THE MEDICAL MALPRACTICE LINE OF BUSINESS AND 
INCLUDE INFORMATION ABOUT THE SPECIFIC BUSINESS WRITTEN 
BY THE COMPANY AND, IF NECESSARY, REASONS WHY COMPANY 
TRENDS ARE DIFFERENT FROM THE INDUSTRY.   

 
PACO’s loss and loss adjustment expense trends are consistent with the 
medical malpractice industry as a whole.  Like other companies, PACO is 
observing a slightly negative frequency trend and a small positive severity 
trend.  The combined loss cost trend is slightly positive but lower than that of 
most medical malpractice companies due to PACO’s lower exposure to 
claims resulting from catastrophic medical errors. 

 



  ILLINOIS DEPARTMENT OF INSURANCE 
MEDICAL MALPRACTICE REPORTING 

EXHIBIT 2B SURPLUS STUDY 
 
 

1. PROVIDE A GENERAL DISCUSSION REGARDING THE ADEQUACY 
OF SURPLUS REPORTED ON ANNUAL STATEMENT, PAGE 3 
(LIABILITIES, SURPLUS AND OTHER FUNDS), LINE 35, SURPLUS AS 
REGARDS POLICYHOLDERS, AS OF THE LAST YEAR-END. 

 
The net financial position of PACO improved in 2006.  Policyholders’  
surplus increased $0.7 million (7.2%).  The primary reasons for the  
increase were net income of $0.8 million partially offset by a decrease in  
net admitted assets of $0.1 million. 

  
PACO’s total adjusted capital of $11.5 million, compared with its RBC  
requirement of $2.5 million is well above the required minimum. 
 

2. IDENTIFY AND DESCRIBE ANY MATERIAL EVENTS OR KNOWN 
MATERIAL TRENDS, FAVORABLE OR UNFAVORABLE, IN THE 
INSURER’S SURPLUS ACCOUNT IN THE PAST FIVE YEARS.  THE 
DESCRIPTION SHOULD INCLUDE ANY SIGNIFICANT CHANGES IN 
THE SURPLUS RATIOS SHOWN ON EXHIBIT A.  IF A MATERIAL 
UNFAVORABLE TREND EXISTS, INDICATE THE COURSES OF 
REMEDIAL ACTIONS ALREADY TAKEN OR THAT ARE AVAILABLE 
TO THE INSURER AND THE EFFECTS OR POTENTIAL EFFECTS OF 
EACH.  IDENTIFY THE MATERIALITY STANDARD USED TO 
RESPOND TO THIS ITEM AND PROVIDE THE BASIS FOR THIS 
STANDARD. 

 
There have been no material events or known material trends, favorable 
or unfavorable, in the company’s surplus account in the past five years. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



ILLINOIS DEPARTMENT OF INSURANCE 
MEDICAL MALPRACTICE REPORTING 

 
 
THE CONSULTING ACTUARIAL REPORT AND DATA SUPPORTING THE 
COMPANY’S RATE FILING SHALL BE INCLUDED IN FILE 4, AS REFERENCED 
IN APPENDIX B.  EACH COMPANY SHALL FILE THE ACTUARIAL REPORT 
PROVIDING JUSTIFICATION AND DATA SUPPORTING THE MOST RECENT 
MEDICAL MALPRACTICE RATE FILING. 
 
Attached is a copy of PACO’s most recent Illinois rate filing which became effective 
January 1, 2007.  In the State of Illinois, the company writes medical malpractice 
coverage for chiropractors only; therefore, the attached filing contains actuarial 
data specific to chiropractors only. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 





































ILLINOIS DEPARTMENT OF INSURANCE 
MEDICAL MALPRACTICE REPORTING 

COMPANY DEFINED ITEMS 
 
1.         FOR ALL REPORTS REQUIRING "BY COUNTY" INFORMATION, THE 

COMPANY MAY GROUP THE DATA BY POLICY ISSUING COUNTY OR 
OTHER METHOD THAT IS CONSISTENT WITH ITS RATEMAKING 
PRACTICES.  THE COMPANY MUST IDENTIFY WHICH METHOD IS 
USED.  THE COMPANY MUST USE A CONSISTENT METHOD TO GROUP 
THE DATA IN ALL "BY COUNTY" REPORTS.  DATA GROUPED BY 
TERRITORY IS UNACCEPTABLE.  DESCRIBE ANY CHANGES MADE TO 
THE WAY IN WHICH THE DATA HAS BEEN GROUPED DURING THE 
PAST TEN YEARS AND THE IMPACT OF THE CHANGE(S) ON THE 
REPORTS. 

  
County location is based on policyholder location.  There has been no change 
in this regard during the past ten years. 

 
2.         DESCRIBE ANY CHANGE(S) MADE TO RESERVING OR CLAIM 

PAYMENT PRACTICES IN THE PAST TEN YEARS AND THE IMPACT OF 
THE CHANGE(S) ON THE REPORTS. 

  
No changes have been made to reserving or claim payment practices in the 
past ten years. 

 
3.         DEFINE CLOSED CLAIM, I.E., IS A CLAIM CLOSED WHEN IT IS 

ASSIGNED A CLOSED DATE, OR WHEN BOTH INDEMNITY PLUS 
EXPENSE RESERVES ARE $0, OR IN SOME OTHER INSTANCE?  
DESCRIBE ANY CHANGE(S) MADE TO THIS DEFINITION IN THE PAST 
TEN YEARS AND THE IMPACT OF THE CHANGE(S) ON THE REPORTS. 

  
A claim is defined to be a closed claim when it has been assigned a closed 
date. 

 
4.         EXPLAIN/DEFINE THE CORPORATE POLICIES WRITTEN BY THE 
  COMPANY. 
   

All owners in the entity must be insured with PACO and maintain the same 
Limits of Liability.  There is no additional premium for a “shared” Limit of 
Liability.  A separate Limit of Liability is optional for an additional 5% of 
the total premium charged to each insured in the corporation or partnership.  
The maximum charge will be 100% of the mature premium for the 
corresponding limit of liability and the minimum would be 5% of the 
professional liability premium being charged. 

 
  



5.         EACH COMPANY SHALL USE THE BASE CLASS AND TERRITORY 
THAT IS CONSISTENT WITH ITS MOST RECENT RATE FILING.  PLEASE 
DEFINE YOUR COMPANY'S BASE CLASS AND TERRITORY.  DESCRIBE 
ANY CHANGE(S) MADE TO THE BASE CLASS AND/OR TERRITORY IN 
THE PAST TEN YEARS AND THE IMPACT OF THE CHANGE(S) ON THE 
REPORTS. 

   
The company writes medical malpractice coverage for chiropractors only.  
The company has two territories for this class in Illinois.  Territory 01 – 
Cook County ;  Territory 02 – All counties except Cook ; There have been no 
changes to the base class and territory in the past ten years.  

 
6.         DESCRIBE ANY ADJUSTMENT(S) MADE TO EXPOSURES FOR 

EXTENDED REPORTING ENDORSEMENTS AND THE IMPACT OF THE 
ADJUSTMENT(S) ON THE REPORTS. 

  
No adjustments have been made to exposures for extended reporting period 
endorsements.  Therefore, there is no impact on the reports. 

 
7.         FOR THE MATURITY YEAR AND TAIL FACTORS DISCLOSURE, LIST 

EACH TAIL FACTOR WITH THE CORRESPONDING MATURITY YEAR IF 
A DIFFERENT TAIL FACTOR IS USED FOR EACH MATURITY YEAR.  IF 
ANOTHER METHOD IS USED, LIST AND DESCRIBE FACTORS AND 
METHOD USED. 

  
 The percentages in the following Table shall be applied to the mature claims- 
 made premium (4th year premium) in the year coverage is being purchased. 
 
  Years of Prior PACO   Percentage of 4th Year 
  Claims-Made Coverage     Claims-Made Premium   
 
    One      100% 
    Two      155% 
   Three      175% 
     Four or More     180% 
 
8.         DEFINE WHAT EXPENSES ARE INCLUDED IN THE EXPENSE FACTOR. 
 

Expenses included in the expense factor are General administrative Expenses 
and Premium Taxes. 

 
 
 
 
 
 
 
 



9.         LIST AND DEFINE INDIVIDUALLY ANY "OTHER" FACTORS USED IN 
THE RATE FILING TO ESTABLISH RATES.  THIS COULD INCLUDE BUT 
IS NOT LIMITED TO THE FOLLOWING: PROFIT LOAD, REINSURANCE 
LOAD, INVESTMENT INCOME, SCHEDULE DEBITS/CREDITS, ETC.   

  
Other factors used in the rate filing to establish rates include a 
profit/contingency load and an estimate of investment income earned on the 
premiums before losses are paid. 

 
10.       DESCRIBE ANY METHODS AND/OR ASSUMPTIONS USED IN 

CREATING RESERVE STUDY EXHIBIT A AND WHY THESE 
ASSUMPTIONS ARE NECESSARY.  

 
There are no assumptions used in creating Reserve Study Exhibit A. 

 
  




