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Facts about the data

Zurich's claims data base contains 343,000
non-zero claims, and $27 billion in
undeveloped losses from approximately
1150 hospitals. On a developed basis,
these claims total $29.7 billion. To limit
much of the subjective component of claim
evaluations and to provide a basis for
comparisons and trend evaluations, the
2008 year was used as the cutoff point.
The losses used to calculate claims severity
were developed but not trended.

Average severity reflects only those claims
for which there is a reserve, or claims that
have indemnity or expense payments
associated with them. Unless otherwise
noted, open claims are “developed” to
their projected ultimate settlement

value using loss development factors,

but not trended.

Although the database is very large, the
results reported in this study have an
inherent uncertainty because certain
assumptions had to be made with respect
to loss development and trends.
Considering the long-tail nature of many
claims, these assumptions are unavoidable,
but they also open up the possibility that
results could be quite different depending
on the interpretation of the data by an
individual reviewer.

Results reported in this year's study differ
somewhat from previous years’ because of
prior—year claims development and the
inclusion of an additional year of data.
Because of the volatile nature of hospital
claims, particularly in recent years, results
reported in later years are much more
susceptible to change.

Estimates of future costs are limited by the
ability to predict the course of future events
such as jury decisions, court interpretations,
legislative changes, public attitudes, and
social and economic conditions that may
impact losses. In addition, some state or
regional results my lack credibility because
of the limited amount of available data.
Therefore, we can provide no assurance as
to actual future results.

| am pleased to introduce Zurich’s

sixth annual benchmarking report on
professional liability claims trends in the
hospital industry. Our annual study is
one of many services that Zurich extends
to its clients in order to create value in
the form of insightful data, industry
information and thought leadership.

The data used in this analysis is comprised of Zurich’s own claims information and
claims self-reported by hospitals seeking quotes for professional liability insurance
from Zurich. It contains over 343,000 non-zero claims, and $27 billion in
undeveloped losses from approximately 1150 hospitals. The data has been
compiled into a national database. The size of the database allows Zurich to
provide a view of medical malpractice claims frequency and severity for the
hospital industry. The information is used for Zurich’s internal analysis, to report on
general industry trends and to provide a benchmark against which individual
hospitals can measure their results. Although this report focuses on national
trends, claims data for California, Florida, lllinois, New York, Texas and
Pennsylvania are also highlighted because of the states’ premium size, geographic,
legal or legislative importance, and to compare variance between states.

This report provides a platform for highlighting trends for selected claims
indicators. Benchmarking is a useful tool to compare different venues, operations
or facilities, and to generate discussion of the factors that may drive these trends.

We hope you will use the information in this Perspectives to generate discussion
about your organization and how it can enhance its risk management practices
and influence decisions. Zurich can also provide customized benchmarking reports
to our clients that will allow them to compare their own loss experience and loss
costs to groups of other organizations of similar size, location and service
offerings. We welcome discussions about this article and your organization’s own
claims experience.

Leo Carroll
Healthcare Group Executive



Claims frequency - on the rise?

Claims frequency is calculated as the number of claims per 100 Occupied Bed Equivalents (OBEs). Using a standardized measure
of exposure provides a way for individual hospitals to compare their claims experience with other hospitals (See: “Benchmarking
claims experience”). This year we saw a slight rise in frequency, from 1.96 claims per 100 OBEs in 2007 to 2.04 in 2008. This is in
contrast to the past few years in which we had noted declining, or stable frequency. We will monitor this trend going forward to
see if it continues.

Exhibit 1 — Claims Frequency
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Claims severity:
Along with the slight increase in claim frequency, this year we also found that severity continues to rise. Between 2002 and
2008, severity rose 6.3 percent per year.

Exhibit 2 — Claims Severity
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lllinois, New York and Pennsylvania continue to have the highest severity. But although the difference in severity between “all
states” and the three states with highest severity is relatively stable, their severities are moving closer together. lllinois, which has
the highest severity of the states shown for 8 out of 11 years actually has a flat annual trend from 2002 to 2008. New York,
another high severity state has an annualized average trend of just 3.9 percent. This is 2.4 percent lower than the national
average. Pennsylvania has the highest annual trend of the states shown at over 10 percent from 2002 to 2008. While severity
has moderated somewhat in the high severity states, the other states have seen relatively greater increases in severity.



Exhibit 3 - “Closed no pay”
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Percentage of claims over $1 million and $5 million

Exhibit 4 - Percentage of claims greater than $1 million and $5 million
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The percentage of very large claims (greater than $5 million) has risen very slowly, and has fluctuated by less than 2 tenths of
1 percent since 1998. The increase in medium severity claims (greater than $1 million) has risen steadily — from 3.4 percent to
4.4 percent since 1998 — a 30 percent increase. It is these claims that are driving the increase in severity.




Loss costs — track severity

Exhibit 5 - Loss costs per OBE
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The loss cost figures reported in this study are standardized per Occupied Bed Equivalent (OBE). (See Side Bar — Benchmarking
claims experience). They include indemnity payments and expenses, and are calculated as the sum of the amount paid and
reserved per OBE, developed to ultimate. In order to determine whether high value claims are skewing loss costs upwards,

we looked at both average loss cost per OBE, and average loss cost per OBE capped at $1 million. As can be seen, the gap
between the loss cost lines for “capped” and “uncapped” costs is fairly consistent. Of note this year is a trend of increasing loss
costs in Florida and Pennsylvania over the past few years. We will monitor this trend to see if it continues. Loss costs per OBE
tend to track severity (see Exhibit 2).




Benchmarking claims experience

Comparing hospitals’ claims experience has always been difficult. Exposures, which vary by the type of facility, size of the
institution, services provided, location, patient demography and regional/legal climate, have typically created untold
obstacles for those attempting such an analysis. But many of these apples-to-oranges discrepancies can be eliminated by
standardizing exposures across healthcare organizations. Zurich’s claims data uses an occupied bed equivalent (OBE),
calculated by assigning a standard relativity to exposures for:

* The number and type of beds devoted to certain categories of care such as acute care, long term care
and rehabilitation

e The number and types of visits for emergency department, laboratory and other services

e Other procedures, such as births and surgeries

e Staffing, as reflected in the number and specialties of physicians and employees

With the development of a common denominator for exposure, data on state and national frequency rates and average

claims severity can be compiled and evaluated across different segments of the industry and within specific peer groups.

What does an exposure year look like?

Exposure Type Amount in our Database
Beds 331,690

Visits and Procedures 434,553,534
Professionals 121,388

Legal expense to indemnity ratios
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Average severity by organization structure and location
We evaluated severity by type of organization structure, community description and facility type. For this analysis, the losses were
not capped and are calculated as they were in the severity analysis in Exhibit 2.

Exhibit 7 — Average severity by profit status

One trend of note is the narrowing of the difference in claims severity between different types of organizations. For example,
we had seen non-profit hospitals having considerably lower severity than for-profit hospitals. Now, non-profit hospitals have
higher claim severity than for profits. We have seen continued differences between faith based and other non-profit
organizations (see side bar: “"Do faith based hospitals have better loss experience?”)
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Do faith based hospitals have better claims experience?

Last year we compared the severity of faith based health care and other non-profit health care organizations.
This year we reviewed loss cost, frequency and severity. Overall, loss costs for both are similar. But we find
that frequency is higher in faith based organizations, while severity is lower.
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Average severity by community description

Exhibit 8 — Claim severity by community description
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The difference between rural and suburban hospital severity is much smaller than it has previously been. As the health
care industry consolidates, patients may no longer feel strong ties to “their” local hospital, and may be more willing to
engage in litigation when adverse outcomes occur.
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Claims severity by facility type

Exhibit 9 — Claim severity by facility type
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In this analysis we compared acute care, children’s hospitals, teaching hospitals and outpatient facilities. Teaching hospitals are
defined as those that are part of academic institutions or sponsor resident education programs. Children’s hospitals continue
to have the highest severity over time. This is likely due to the high costs of providing medical care over the child’s lifetime.

A contributing factor for the spike in 2007 and 2008 may be the increased cost of life plans due to a low interest rate
environment. Teaching hospitals contribute significantly to overall severity.




Claims frequency by state
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Loss costs by state
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