by Jack Meyer

The new “claims-made" insurance calls for a

long with full-size haxury cars
i and grass playing fields, the
..... “‘occurrence’” form of profes-
sional lability insurance is becoming,
for most, a romantic memory. Under a
typical occurrence policy, the insured
is protected for an unlimited period for
claims that occurred during the policy
period, as long as the reporting is
timely. However, the volatile profes-
sional lhability environment does not
allow for the long-range forecasting
necessary o provide the actuarial basis
for this coversge. Occurrence insur-
ance 1§ being replaced by a more mad-
em policy form that is cost effective,
but complicated. In 1986, from coast to
Coast, many companies began offering
professiopal liability imsurance on a
““claims made” basis in addition to, or
in place of, the occurrence form,

new management approach.

For the medical group administrator,
the claims-made form reguires a differ-
ent approach than does occurrence cov-
erage. This difference extends beyond
the mere obtaining of insurance for the
group and into the realm of the group’s
contractual relationship with its mem-
ber physicians. Qccurrence coverage
has traditionally been purchased and
put or the shelf. Claims-made insur-
ance must be managed.

In form, claims-made coverage can
be viewed as the ‘4 la carte” version
of eccurrence nsurance. The scape of
the coverage is the same, but the period
of coverage can vary depending on the
needs of the physician and the group.

The claims-made premium is made
up of three individually priced compo-
nents:

§. the current year, which except for

rate increases, stays the same;

2. the prior-covered-period, which
starts at zero and increases in cost each
year as the exposure {o loss increases;
and

3.the ““tail,”’ which accrues over
the first few years, but is not due or
payable until the medical group leaves
the claims-made program.

Slep increases

As shown in Figure §, the premium
for the first year of claims-made cover-
age 18 very low because the physician is
being protected against claims reported
in one year, based on professional ser-
vices performed in year one. In year
two, the premium increases signifi-
cantly because protection must be pur-
chased for the current year as well as
for claims that may be reported in year




the contract must establish the group’s
responsibilities for the physician’s
past, present and furure professional k-
ability insurance needs.

From the insurer’s view, a physician
applicant falls into one of three catego-
ries: {1} he is new to practice, {2} he is
new to claims-made coverage, or (3 he
i continuing his claims-made cover-
age. The physician new to practice is
seldom a probiem. He begins at a firsi-
year rate {often with a “*new doctor dis-
count’’); then, year by year, he moves
up the steps to a matire premium. A
physicizn new to claims-made cover-
age aisc enters at the low first-year
rate, since any previcus exposure
would be covered by occurrence
coverage.

The third category of a physician ap-
plicant is one who was previously un-
der claims-made insurance. This physi-
cian’s coverage needs fall into onz of
two areas. If he paid the tail coverage
for the previous claims-made period,
he would begin at a first-year rate. Ifhe
had not purchased tail coverage, and
the group is msured by the same com-
pany, he can continue with the same
beginning date as his prior claims-
made period, Or, if the group’s cover-
age 1s with a different carvier, he can
obtan prior-acts (nose} coverage with
his new carrier, with a beginning date
that includes his prior claims-made
period.

Leaving the group

The medical group administrator has
a number of alternatives with regard to
departing physicians. The group can
choose ta buy the physician’s tail, in
which case the coverage for both group
and physician are, in effect, converted
10 OCCUITEnCE Coverage.

An alternative available through
some claims-made carriers is the pur-
chase of il coverage for the group’s
exposure only. This coverage is usually
available at some percentage of the de-
pating physician’s premium and does
not provide coverage for the physician.
In this case, the physician would have
the option of purchasing his own il
coverage, continuing coverage with the
same carrier, or obtalning prior-acts
coverage from another carrier. Which-
ever option the physician chooses, the
group’s exposure for the professional
services rendered by the departed phy-
sician while he was with the group, is
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Figure 1

Claims-Made Premium Profile Over
A Six-Year Period
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covered. Whichever option the group
chooses, it is imperative that the
group’s obligation be clearly explained
to the physician in writing at the time
he joins the group.

Various groups approach the tail
coverage options differently, Many
groups pay the tail coverage for any
physician who leaves the group. Other
groups pay for tail coverage only if the
physician stays unti] retirement, and re-
Lifement 4g¢ Varies among groups,
Some groups have a policy of never
paying for tail coverage. These admin-
istrators feel that the physicians should
take responsibility for their own tail
premium out of the compensation pro-
vided to them.

Changing medical specialiies

There are anomalies in the claims-
made program of which the administra-
tor should be aware. One is the pre-
minn impact of changing speciaities.
Under occurrence insurance, if a physi-
cian changes his medical specialty, the
premium will change immediately to
reflect the change in risk. Under
claims-made insurance, a physician

medical specialty premium is made up
of three individually rated parts: the
current year, past year of claims-made
coverage, and if applicable, the tail
premium.

It takes years following the change
for the physician’s new specialty to be-
come the dominant factor in the rating
model. For example, a surgeon at a ma-
ture claims-made rate who gives up
surgery will go 1o a lower base rate, but
will have a premivm that includes the
exposure from his surgical specialty
years. (From the inserer’s point of
view, the physician’s total period of
coverage still reflects a surgical risk.)
Therefore, it behooves the medical
group to have its physicians working
full-time in their medical specialty.
When a physician winds down his
practice, the administrator must antic-
ipate that the lowering of the premmum
will take some time,

Managing the program
There are a number of areas where
an administrator can make his program
more cost efficient and effective.
Splitting premiums. Some pro-




grams allow a medical group to carry
different limits for different medical
specialties. This allows the group to
raise individual limits for physicians
whose medical specialty constitutes a
higher risk.

Raising limits. The claims-made
form provides an advantage here, Un-
der some claims-made insurance pro-
grams, when limits are raised, the ef-
fective date goes back to the beginning
date of the coverage. Therefore, if it is
decided that a group’s limits are to0
low, limits can be increased for the
entire period of the claims-made
coverage.

“‘Loss leaders.” When comparing
premiums of claims-made insurance
companies, if is important to lock be-
yond first-year raies. The mature rate
and the average rate increases over &
five-year or six-year period indicate
rate stability and should be factors in
making a decision.

Sletting. In a “‘slot” program, phy-
sicians are not personally insured.
They occupy insured slots that ideanfy
a medical specialty. As a physician
leaves and is replaced, the new physi-
cian continues in the same slot that the
former physician occupied. This
arrangement has great attraction for
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groups with a high turnover. Over a
long period, however, slotting canbe a
headache rather than a benefit, and it
can work 1o the disadvantage of the de-
parting physician, the new physician,
and the group.

Medical society spomnsorship. The
programs sponsored by medical socie-
figs give the insurance buyer more ac-
cess to the insurance carrier. Even if
the physicians in a group are not soci-
ety members, the society may provide
an effective vehicle for obtaining
prompt response to professional labil-
ity problems that occur.

Experience credits (dividends).
Some physician-owned carriers are
not-for-profit and are committed o re-
turning unused premiums to policy-
holders. The medical group manager
should inguire about the towal credits
returped by the program, and how
many years the group must remain in
the program to be eligible for these
credits. Over tme, premium credits
can significantly reduce a groap’s over-
all insurance costs.

Surgicenter coverage. Special cav-
erage for freestanding outpatieni sur-
gery centers is provided by some pro-
grams, The premium is charged based
on the number and sometimes the type
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of pracedures being performed. A min-
imun goarterly premium is usually
charged.

Extended office hours coverage,
Some programs offer coverage for
walk-in clinics. The premium is usu-
ally charged on a per physician-hour
basis, based on a 40-hour physician
week. This coverage allows a group o
use moontighting residents or physi-
clans insured by other companies [o
work at the extended-hours facility
without having to pay the premiuvm for
a full-time physician.

Loss comfrot program. The suc-
cessful claims-made carriers do more
than Just collect the premium and pay
claims. Most use careful underwriting
and frequent review of group claims
patterns to ensure that a medical group
does not represent an untoward risk.
Over the long run, a carrier with an ef-
fective loss-control program can be
very helpful to a group by being a part-
ner in the group’s guality control
efforts.

The challenge

Effective managment of a claims-
made insurance program is a chalb
lenge. As the focus of a medical
group’s activities changes, insurance
needs may change also. Small changes
in a practice can have a significant im-
pact on insurance needs. Decisions re-
garding purchase of prior-acts cover-
age, as well as tail coverage, can have a
significant impact on cash flow. Qver-
all, however, depending on the time
and skilb with which the administrator
manages the claims-made program, the
benefits of this type of caverage can be
maximized, and the unanticipated ex-
pense and anxiety that can result if the
policy is thrown on the shelf to sit,
forgotten untii renewal, can be mini-
mized. B
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