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.

PACQO’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 PACOQO’s independent opining actuary and actuaries for PACO’s
independent auditor have determined that PACQO’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

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.

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.



COPY

D!WSI‘L’}.q f'_]r‘ T
‘. ATL i |‘IJ |f".T1IDE|lU|.EI ;}I_Fl

August 22, 2006

R
" 1
Ms. Gayle Neurman ||‘
llinois Department of Insurance | il I}

; UISION T IS ARG
320 West Washington Streat || ol hmfﬁl t|r'*'rf| mm

Spnngfield, [inois 82767 Tttt T
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SF‘HFNGFFELD, HLINOIS

RE' PACGCO Assurance Campany, [ne. T———
NAIC Group# 3504 - NAIC Company#t 10222 - FEIN# 36-320847 1
Line 11.0003 Medical Malpractice Claims Made and Occurrence/Chiropractors
CUR Chiropractar Program
2007 Revised Rate Filing
Company Filing Mumber: [L-781-C
Proposed Effactive Date, January 1, 2007

Bear Ms, Newman:

We are submitting for your approval revisions to the currently approved ratas for the above
referenced program. The [ast revision of the rates currently approved for the program were
approved under SERFF Tracking SERT-57WNWD839/00-00/00—-01/00 approved on 272312005
with an effective date of 6/1/2005 and State Tracking # PACCILCRADAD10501.,

With this filng, we are requesting a rate change of +8 0%. Our request 1s hased upaon the
attached exhibits prepared hy cur Chief Actuary, John E. Daniel, FCAS, MAAA, whosae Actuarial
Memorandum is also enclosed to provide a more detailed explanation with respeact to the
materials heing Hiled.

We [have mcluded any required transmittal farms or supporting documents as wa|l as any
applicable filing fea

Please do not hesitate ta contact me if you need any additional information. Your review and
consideration 18 appreciated.

Sincersly,

Brenda G. Crowford
Brenda G. Crawford
Regulatory Affairs Coordinator
1-800-251-5727 Ext. 2150

Brenda & Crawford o Regulatory Affairs Cocrdinatar
110 Westwood FPlace « Brontwood, TH 37027
1-800-251-5727 or G15-371-8776 », 2150 « Fax 615-370-4803 « berawford@picagroup.com



ACTUARIAL MEMORANDUR
CHIROPRACTIC PROGRAM
UNDERWRITTEN BY PACO ASSUHRANCE COMPANY, INC, (PACQO)
2007 CHIRGPRACTIC RATE INDICATION

Enclosed are Tables and Exhibits to support PACO's proposed statewide
average chiropractic rate change of +G 00% {Takle 1, Line 17} in lllinois  The
pamt estimate indicated rate change is +6.22% {Tahle 1, Ling 18). The selectad
rate change reflects PACO management's consideration of underwriting,
leqislative, and marketing 1ssues,

It is my belief that the attached Tables and Exhibits indicate that the proposed
rate change 15 not inadegquate, excessive. or unfairly discriminatary, If you have
any guestions concerning these Tables and Exhibits, please call me at (515}
584-2030 or email me at [daniel@picagroup.com.

Sincerely,

John £ Daniel

John E. Daniel, FCAS, MAAA
Chiaf Actuary

The PICA Group

Jahn E Daniel, FOAS, MAASA Chiel Actuarny
110 Weslwood Place » Brentwood, TH 37027
1-200-251-5727 ext 2030 or 615-984.2030 » Fax 615-370-4803



(215 .05 8/155.18){3) states that medical liahbihty rates shall be certified in such filing by
an officer of the company and a qualified actuary that the company's rates are basied on
sound actuarial principles and are not inconsistent with the company's experience,

ILLINCIS CERTIFICATION FOR
MEDICAL MALPRACTICE RATES

| Laualas Webh, o LA dndy anthorized oMo of

FACO a‘lw-.urf]nr,L Conipany, Ine, Camoauthenzed 1o cedily oon hehsll ol the
Company making this iiling thal e company's rates aee based on sound actuarial principles and
are nul ineonsistont with dhe company’s experence, and that 1 am knowledgealile ol the s,

repudations aed hellatins ppphicakle ki he pohey rates thal are the subjeal of s Tling,

._ John T, Dameh, FCAS, MAAA . _aduby metharized aetvary al
PM 0 Assurance Company,_|ne. am anthorized 1o certify on behall

ol PAdl O Assnrance Company, e makidong thia Jiling thar the Lmﬂ]mn} "uoraley e baserd on
sl actunrid principles and are not ineansistem with the company's experience, and thal 1 am
knowledpeahle af the s, regnlations and bolleling applicable o e policy rales that aee he
subjcet ool his Diling
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I Danglas Webly, Chicl Financial Ofice
Stenature and Titke of Awthorized Insumnes Company OfToer Date
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S0 Adm. Code 734 Erhibit A Summary sheed {Foim RE-33 O
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Change in Company's premivm ar rale level produced by rale revimon effective LA LEZ0037.
{1} (2) (4
Anmnal Freminm Pereend
Conurapra Walume {Hlioos)* Change (+ ar -y

[ Automalile Linkilily Pivate
Trassenaey
Conicreiad

2 Aatomobile Physical Damuge
Privaic Passenper
Coforme el

I Lambity Other Than Aulo

Ao Murplars and Fhell

5, Crlisa

0, Fideliy

7, oy

8. Bunler and Machinen

9 T

10 Exdended Coverape

11, Inlamd Warine

12, Homeowners

13, Commercial Mule-Peril

14, Ceop Hail

L5 Warkers Campensalion

[, e bedicnl Mgipracice HE35,159 (2005 Direct Written Pramlum]  +5%

Line of lnsorance - Chitoperackic

Docs filing only apply o cortain demismry {familoriesy or eortain edasses? 1 so, specily:  This Aling applies 10 01l Tervinorices in
Itlinui wnd Clhiropractic raies only,

requiestine o % increase in rales Jor the QUM Cluroponclor Meopgram_ ) .

Fadjusted {oreflect all prior e changes.
BEChanpe in Company's premium level which will vesult from applicntion of new rates

Tearng of Company PACO Aswurane Company, Ine

v
Oflicial - Tille _ Aeotran £, ﬂﬁw{,{&_ . -
Fetim ., Tkl FOAS, BIAAA
Ol Artoay

Authony =~ Tmplemontiope Articles VI1-A and XXV ol 1he Hhnoy
Inemrance Code (111 Rew, Stat, [D85, ch, T3, par, 73347 and anthorzed

I Seciion 40160 of the Nineds Tnsirance Code (THL Bey Sia 1089,
- - OF INSURANCE
el T3, pac 1017 D“élr?;lr%mcl: ILICISIDFRR
FRESCE AR D

INSTORY Thied Scptomber 90 1973, efMective September 30, 1973 codileed
al 7 1. Regs. 1458, UG 2 3 2006

CROSS REFERENCTE 213 TLOS 30401

SPRIMNGRIELD, ILLINOIS

DOCTIMTNT 1Y L RLEGS RG 50 B Adm, Code 754 LEalibil A




COPY
PACO Assurance Company, Inc.

OUM Chiropractor Program
Illinois 01 - Coolc County

Effective 1/1/07
Sole Chiroprachor
limits Claims Made Occurmrence
(300 anltied) istY¥ear| 2nd Year 3rd Year| Ath Year
1007300 4856 41,285 1,820 2 141 $2,248
2007600 $1,027 $1,542 %2, 154 %2 560 £2,697
250/ 750 1,104 41,658 2,348 42 762 42,900
500/ 1000 41,198 £1,799 $2, 548 2 997 £3,147
BOOJ 1500 41,233 £1,850 42,621 $3,083 $3,237
1000/ 1060 61,327 41,892 52,821 $3,319 43,485
1000/ 3000 41,455 42,185 3,004 3,640 3 822

DIVISION OF INSURAMCE
STATE OF iLLIMGISANFRR

R A=

JAN 0 1 2007

SPRINGEITLD ILLINCIS




COPY
PACO Assurance Company, Inc.
OUM Chiropractor Program

Ilingis 02 - All counties except Cook

Effective 1/1/07
Sanle Chiropracooy
Linilts Claimis Made fDccurrence
{000 amitied] ist Wear| 2nd Year| 3rd Year| 4th Year
1007300 $838 ¢1 257 41,781 2,095 42,200
2007600 41,006 1,508 $2,137 42,514 £2 640
250/ 750 1,081 41,62 2,297 $2,703 +2 838
AL { 3 CEHED $1,173 ¢1, 760 $2,493 $2,933 43,080
500/ LS00 %1207 $1,810 42,565 43 017 +3,168
1000/ 1000 1,299 51948 42,761 $3,247 43,400
1000/ 3000 41,425 42 137 3,028 +3,562 3,740

| DNISIN G S RGE
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JAM O 1 2007

SPRINGFIELD, ILLIMOIS l



TARBLE

PACO ASSURANCE COMPANY, INC.
COUM CHIRGPRACTOR PROGRAM

ILLINGIS

PROPOSED RATE CHAMGE FOR 17112007

[fercent of
irort
Earned
Exprense am . Fremium
{1y Grneral Administration 23.44%
(2p Lnelerwiting Profit Pravision 5.00%,
(3} Commissions 0.00%
(4t Tnvostment Incoma Offsod -8 34°%,
(R} Tawes, Liconses, and Faes . 0.50%
Gt Untal Sxponsos 20.59%
(7} Target Loss + LAE Ratlo 70419
(4} Expected Losses + ALAE FA.84%
{9 ULAE 5.301%
(10% Total Loss 1 LAE Ratio i 94%
§11% Indizated Rate Change 0,580
{12 Annual Trene Factor 1.080
(13 Years of Trendd 258
(i) Complemant of Groditility far Inticated Rate Change 7.0
(145) Credibility Faclor for Indicaled Rale Change 20 00%,
(1# Credibilty Weahted Indicated Rate Change G 22%
{17} Selecled Rale Chanre B0
Mates:
{17-13) From PAGO's budget far 2007
{47 em {93 from Appandiz, Exhilit 3,
{6 Sumal {17 - {5,
{71 = 100 B0% - (6
{B) ltem (7) from Table 5
{81 Fram PACOYS budget for 2007
(1 S of (8) - (7).
(11 = [{10% F {73 - 100.00%
(123 e (B from Appendie, Exhini 3.
£12) *ears from Effiective Date of most recent rate filing fo nne yaar
beyand Reguesied Effoctive Date of this filing
{14 =[1(12) * (13} - 100.00%
{15) From Column {233 of Appende, Exhibit 6
(163 = [(11} % {15} + L14) % [100 00% - (157}

(i7)

Selected by PACO managemeont.




TABLE 2

COPRY

PACO ASSURANCE COMPANY, NG,
OUM CHIROPRACGTOR PROGRAD

ILLINO|S

ESTIMATED ULTIMATE LOSSES + ALAE
LOSS DEVELOPWEMT METHODS

A, Paid Loss Devalopmeant Method

{1) {2 (2}

i
2wt Direct
Fald Faid
|_oss+ALAE Losa 1 ALAE Extimated
a=of Development Ultimate
Fepart Weaar 12/234/2005 Fackor Loss+ALAE
2003 40,408 1.444 28,338
2004 A0,1871 2432 TaA0R
2005 A0,722 13273 387 484
100,311 h20 2249
B Roportod Loss Development Method
{3) (&) {7} {3}
Drect Dhirc:rt
Reported Reported
loas-A_AE Loss+MLAE Exstimatod
as of Crovelopmont Liltimateo
Report Year TA312005 Factor LagseALAE
2003 EAT . A3 1.100 712,174
2004 107,083 1.584 169,575
2005 117,198 2.860 345 BRB
E71,717 1,228 G356
Motes,

{3 Cumufative factars from Appendix, Exhibat 1.

(4) = {2y (3}

(71 Curnulalive: faclars from Appende, Exhilnt 2

(8)_= (&) x (7]




TABLE 3

PACO ASSURAMCE COMPAMY, ING,
aun] CHIROPRACTOR PROGRAM

ILLINGIS

ESTIMATED ULTIMATE LOS5ES + ALAE
BORNHUETTER-FERGUSON METHOBDS

A Initial Esfirmated Ultimate Los=es 4 ALAE

COPY

i 2] (3]
Imtial |zl
Direct Estmated Eshimated
Earncd Loss*nlLAE Utimato
Heport Year 1*rennum Eatic Lass ALAE
20005 NG, 114 G 03,041
2004 AO0LR3S5 G5 0% 36 40
2005 B35, 280 G4 0% ANT GGT
1 433,220 918,555
B. Paid Bernhuoltcr-Forguzon Mothod
(41} (R (6] 7 ] A4 10
Fypaaled Ewpecior DHrent Expested
[nitaal Parcantags |-oms+ALAE Pair l.oss+ALAR
Fslirmated Uinpaict Unpaldt lLoas+ALAE Pald Eslhmated
Limato an of nE b as of ELE LIjimai=
Repart Year LossALAE 12312005 123120058 120312005 12312005 loss+ALAC
2003 183,041 A0 T 59,332 40,408 133,704 958,740
2004 318,848 GA ol 167,754 30,181 131,004 217,234
2005 407667 B25% 377184 20 722 30,484 405908
918,556 24,271 100,313 2052385 724 5372
T Repeorted Borahuetler-Fergusen Mathoel
i11] {12 (1% {14 (T3] {16 (17
Expaciad Expected Mt Expncier
] FPorocntage Lozs+ALAE Reported Lnss+al AR
Estimatnd Unreported Unreported Loss+ALAE Fepatted Eafirated
Ultierate as of arof ns of as of Lltimate
Ropor ear |_nzs Al AR 12330045 12¢34/2005 12/3142005 1A E00n Lnss+ALAR
2003 T3, 041 O 1% 17,640 647,431 1784592 BE4, 980
2004 31A,8448 AG,8% 117 494 107 088 201,355 224 HBZ
2005 AQY GET 63,2 259 934 117190 107 734 37,132
© 910 556 404,577 871717 514,560 1,276,604
Flotes: |
W3-
(R = 100% - [1.000 ¢ Paid Loss+ALAE Develapment Facinr
(7) = (5) % (6)
@) =43 -47)

(0] = {71 +(A)

(13] = 100% - (i 009/ Roported Loss*ALAE Developrrent Faclar)

(14} = (12)x (13
{18} = [12)- (14
{173 = 114) + (18]




COPY

PACO ASSURANCE COMPANY, INC,
OUM CHIROPRACTOR PROGRAMN

ILLINGIS
ESTIMATED ULTIMATE LOSSES + ALAE
SELECTION ANMD TRENDING

Al Beolocted Estimated Ultimate Losses + ALAE

{1 {2} (2) (4 (3] {B)

Estimated Ultimate [.osses + ALAE

Paird Reported P=id Reporad
|.oss Lo=s Barmhuetior- Bornhustter-
Developmont Crevedopment Fergusan [Frrousnn
Report ¥oar Wethod ___ Melhed Mothad Method Selected
2003 A0.338 F12.174 49,740 A4 980 382 808
2004 Ta.A080 164,475 217,938 234,582 171,375
a0ns 307 484 346,066 405 D06 387,133 3870149
529,229 1.228 634 744,882 1,276,654 aR2 202

E Trended Estimatad Uitimatke Losses - ALAE

(7] {€) (%) (10) (11}

Selarted Trended

Estimatad Lass Ectimaled

Ultimate Y oars of Trend Ltimate
Freport Year LasztALAR Trend Factor LoestALAE
2003 383808 45 1.142 438 411
2004 171,275 3.5 1.168 180,054
2005 357,015 2.5 1077 427 468
a82 202 1,055 934

Metes

{2} Fram Calumn (£) of Section & of Takle 2
{3} From Calurn (8) of Eectinn [ of Table 2.
{41 Fram Calurmm [10) of Sectlon B of Tahle 3.
(81 Fram Calurnn {171 of Sectien & of Table 3
i) Average of all methods for 2003-2004
Average of tho Bornhuetter-Ferguson methods for 2008,
{91 Years fram midpoint of Ropart Year to one year beyond Requested
Eflective Date of this filing,
(100 = (100 00% » har (6} from Appondix, Exhilib 3) * (8
(1) = (8) % (1)




TABLE §

CO

—

PACO ASSURANCE COMPANY, INC.
OUM CHIROPRACTOR PROGRAM

ILLINOIS

ESTIMATED ULTIMATE ON-LEYEL LOSS + ALAE RATIC:

(1} (2) (3) (4] {5} {8)
f=stmated
an-Level Trended LIltimato
Oilract Fremium Dlrerct Estimated On-Lewvel
Farnadl Adjustmeant fzarneck LMimate |_oss+Al_AE
Roport ¥ ear Froemmimm Factar Premium l_oas-ALAE Ratin
2003 06,414 1, 00000 306414 438 411 143 08%
2004 430,538 1 QOGO 490 536 160,054 an 74%
2004 536,980 1.00000 636,280 AZT AGS 6711
T {433,830 1,433,930 1.0155,934 73.64%
(7Tl Selected = 73.64%
Motaes:

{3y From Column ¢6) of Appendix, Exhibit 4.
() =(2) = (3}
(57 From Column {11) af Scction B of Table 4.
(B) = (5rid)

£
:

X

.,

5



COUNTRYWIDE PAID LOSSE & ALAE DEVELOPMENT FACTORS

APRENDNYX, EXHIBIT 1

PACO ASSURAMNCE COMPANY , INC.
QUM CHIROPRACTOR PROGRAM

Losses and ALAE arc Unhimlted.)

Ago of Trealy Yrear in Monihs

COPRY

Trealy Yr 12 24 36 A8 60 72 a4
1460 &,500 6,449 8,445 5,449 Ga4n
2000 260 15,490 15490 15,480 15,490 15,490
2001 507 {108 522 840 522 f40 522 848 522 845
2002 80,084 765,050 2715006 2852462
2003 155,508 2135802 2,541 567
2004 242,651 1.814611
201015 425,134

Agr tn Age Factors

Treaby ¥r 12 to 24 24 tn 36 36 to 18 48 to B0 Al ta 72 7210 A4 4 ta LIt
1660 1.024 1000 1000 1000 o
2000 57 543 1000 1000 1,000 1,000
2001 1 031 1 000 1.000 1 000
2007 0551 3,540 1051
2002 13,731 1,180
2004 B 533

yisighled Avorage 5,458 1.885 1.042 1,000 1,001 1 000
Selectord 5 458 1,685 1.250 1100 1 050 1.000 1,000
120Uk 2410 Uit WioUL  48to L B0te UK 72U &4 to Uit
Cumnlative 13 373 2.422 1,444 1155 1,050 1.000 1.000



APPENDIX, EXHIBIT 2

PACO ASSURANCE COMPANY, INC,
OuM CHIROPRACTOR PROGRAN

P

COUNTRYWIDE REFORTED LOSS & ALAE DEVELOPMENT FACTORS
(Losses and ALAE arc Unlimited.)

Aoe of Treaty Year In Manfhs

Trealy ¥r 12 24 an 4 fin ¥ 04
189495 £,300 G440 B, 415 B, 445 B.4415
20010 13,768 15490 15,450 15,190 15480 15,490
200 527 009 h2B.412 S22 845 g22.844 h22.648
2nn2 849,081 1,508,803 3,083,731 2.B¥9,0R2
2003 1505444 2053771 3,582,178
2004 1,6004845 3,361,743
2005 1.872,679

Age to Age Factars

roaty ¥r 17 1o 24 24 {0 36 36 to 48 48 o GO G ta 72 74 o 04 84 to LI
fa00 1024 1.000 1.000 10010
20610 1.125 1.000 1.000 1,000 10010
2001 1003 0.o8g 1 GO0 1.000
2002 1.775 047 0,034
2003 1,863 1.217%

2004 2.240
Waighied Average 1.5580 1 440 0ad4 1 000 1 000 1.000
Selecied 1 B&9 1.440 1,100 1.0H0 1 (30 1000 1.000
12 to UL 24 to LN 36 to LIt Al ta LN G0 to Lk 72 to Ut 84 1o UL
Cumulati 2 BB0 1 584 1100 1.0040 1,005 10600 1000



APPENDIX, EXHIBIT 2

PACO ASSURANCE COMPANY, INC.
QUM CHIROPRACTOR PROGRAM

COUNTRYWIDE SEVERITY TREMD FACTOR

Selected
Estimated Repartad Estirnatec Fittcd Filted
LMtirmake Claim=s Ultirnate Legarthm  Legarithm  Logarttm
Years of Llilimit e as of Awarage of Average  of Average  of Averane
TFreaty ' Trznd Loss+ALAE 1273172005 Sewveriky aeverity Sovarily Severity
2002 a 2870 582 as £2 285 11.31795 11.14852 11 14832
2003 T 3 8325 343 B2 G1,710 11,03045 11 20384 1117822
2004 2 5.016,543 i G5,012 11.09750 11 25037 11.208232
2004 3 5 EB15 518 Ll 95,819 11 4B08D 11 31420 11 23832
2006 17,338 751 231 745,050
2007
{1} Slone 5 55%
2] Intercept 11 14832
(3 R-3quared Yalue (Goodnass of FIE) 12,057
(1) Selested Sevonby Trend 3,061%,
() Selecled Trend R-Sguarcd Walue {Goodness of FiE 12 05%

{6) Sclected Annual Severity Trend Factor 1.020



APPENDIX, EXHIBIT 4

PAGO ASSURAMNCE COMPAMY, INC.
QUM CHIROPRACTOR PROGRAM

ILLINGIS

PREMIUM ADJUSTMEMT FACTORS

{1} (2) {3y (4) {5} (6}

Cumulative Wntien Eorned

Approved Fate Rate Fremium Premium

Rate Change Change Adjustmeant Ardjustment
_Treaky YT Change ___Factor Fackar Factor Factar
2002 0.00% 1.0000 1.0000 1,0000 1 0000
2003 0.00% 1.0000 1.0000 1.0000 1.0000
2004 0,00%: 10000 1.00400 1.0000 1.0000
2005 0,00% 1.0000 1.0044] 10000 1.0000
200G 0 OOt 1.0000 1.0000 1.00G0 10000
Motes:

(33 =100% + (2}

(4 = {4 for Prior Year x (3) for Current Year

(5 = (4) for 2006 J {4) {or Current Year

(8] Based an cxpectation of continwsusly distribttnd earmings
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APFPENDIX, EXHIBIT 5 "

PACO ASSURANCE COMPAMY, INC,
OuUmM CHIROPRACTOR PROGRAM

ILLINGCIS

PERIVATION OF INVESTMENT INCOME OFF SET

Biscount Rate = 5.00%,
(1) 2) 3) (4) {5) (6)
Expected
Paid Pereentage of Dlszountes]
Logs1 ALAE Ultimate Incremental Incramental
Davelopmeant Loss+A_AE Fercentago Rizcount Porcontane
Yaar Fackar Pawl at Yearond Pand Faator Maid
i 13,373 7 482% 7AB% 07 &9 7 30%
2 2432 A1 115, 33 G5, 02 G4n, 31 26%
3 1 444 GO Z6% 28 15% £8 52% 29.932%
4 11585 aG.28% |7 3294 B4 30% 14804
5 1.050 G5, 1% B 56 Al 20% G.O5%
& 11164 100 60% A, 76% FG.48% d.64%
T 141001 00 GO% 0, 00%, T2.B2% (3 1107,
8 1004 100 00% 0,00% B9.36% 009,
BR.E7TH
{7} Invesiment Income as Percent of L.osses + ALAE = 11 33%
(A} Investment Income as Percont of Direct Earned Premium = 8.34%
[9) Tovestment Income Offizoet = -8.34%
Motes:
(3} = 100,00% f{3)
(4} = (3 for Current Year - (3) for Priot Year
(5} = [100 00% 7 (100.00% + Discount Rate)]* (1}
(B} = (4= (5]
(73 =100 00% - Sum of (G}
[dy =(7)x lterm (7 from Table 5
(9% = Additive invarse of (B)




APPEMDIX, EXHIBIT 6

PACO ASBURANGE COMPA MY, INC.
QUM CHIROPRACTOR PROGRAM

ILLINOIS

CREDIBILITY FACTOR FOR INDICATED RATE CHANGE

{1} (£ (2

Mumbar Credibility
of Claims Full Factar far
Feported Cradibiity Indicated
2003-2005 Standard Fato Channe
10 500 Z0.00%
Motes

(3= [01) 7 {2)] ® 0.5 with & minimum of 20%




1.

ILLINOIS DEPARTMENT OF INSURANCE
MEDICAL MALPRACTICE REPORTING
COMPANY DEFINED ITEMS

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.

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.

DEFINE CLOSED CLAIM, L.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.

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.



10.

LIST AND DEFINE INDIVIDUALLY ANY "OTHER" FACTORS USED IN
THE RATE FILING TO ESTABLISH RATES. THIS COULD INCLUDE BUT
ISNOT 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.

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.
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I order to reconcile the 1204 data with data contained in the most recent annual statutory
financial statement, PACO has drawn entries directly from the annual statement wherever
possible. W dama could not be drawn directly from the annual statement, PACO has
generated re p ﬁ from the database accessed for annual statement data using consistent
data definition

To the best of our knowledge, the data contained in this report are accurate and reconcile
reasonably with the most recently filed annual statutory financial statement.

T. Douglas W@ow CPA
Chief Financial Officer
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