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CHAI RMAN RI TCHI E: Good afternoon

I"'mDr. WlliamRitchie. 1'mthe Advisory Board
Chair. We are now on the record in OSI Docket No.
2024-0005, titled In The Matter of Determ ning Patient's
Compensati on Funds Surcharge Rates for Cal endar Year 2025.

Today is Septenmber 5, 2024. The tinme is 1:04.

We are physically located at 1120 Paseo Del
Peralta, the Fourth Floor Hearing Room Santa Fe, New
Mexi co.

This hearing is also being conducted via Teans
Vi deoconf erence and by tel ephone, as noticed in the O der
Scheduling Hearing to Determ ne Patients Conpensation
Fund's Surcharge Rates filed into the OSI e-docket on
March 6, 2024. Because the hearing is being conducted by
vi deoconf erence and by tel ephone, | ask all those
partici pants on the videoconference or tel ephone to nute
your m crophone or telephone until called upon. This wll
ensure that the court reporter can nake a clean record and
that all participant can hear the proceedings.

If you are attending via videoconference or
tel ephone, | will ask anyone that is not identified by ne
to please identify yourself by your full nanme and the
organi zati on you represent, so we may, again, have a
conpl ete record of attendance for this hearing. You may

do so by updating your name in the main nmeeting or typing
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your nane in the chat function

| also ask that all nenbers or presenters please
speak towards the m crophone so we all hear you, and npst
i nportantly so the court reporter may hear you.

Bef ore you give your comment please state your
name for the record.

There nmay be tines when | or the court reporter
will ask you to sl ow down or repeat sonething so that we
may make a correct and conplete record of today's hearing.
Thank you for patience, and let's begin.

So, then, really, M. VWard, if you can fill us
in on the proper technique we have used in the past for
the entire conmttee to serve as hearing officer

MR. WARD: Well, | believe that the appoi nt nent
order, that's been done, so with the board acting as the
hearing officer | think the next order of business, if |
under stand you correctly, would be to turn it over to M.
Berenberg for the presentation.

CHAI RMAN RI TCHI E: That sounds |ike what we've
done in the past. Just naking sure we're still in the
right.

So, please, M. Berenberg, the floor is yours.

MR. BERENBERG. Thank you. |'m Barry Berenberg.
"' m counsel for the Superintendent of Insurance in her

role as the custodian of the Patient Conpensation Fund. |
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provi de those services under Integrion's contract with
OSl, the Ofice of the Superintendent of Insurance, as a
third-party adm ni strator for the PCF.

I will be examning M. Robert Walling, who is
the actuary from Pinnacle Resources, and we will get nore
details about that. This will proceed pretty nmuch as it
has in the previous two years that |1've done this, and the
purpose of this is for ne to exanine M. Walling today to
establish the evidentiary foundation for the rate
recomrendati on.

VWhat we've done before is: | have several sort
of top-level topics, and what we found has worked best is
l et me get through the whole topic, I'll then say when
|"ve finished the topic, and then that's the best tine to
answer questions rather than interrupting the flow.

So I'lI'l make that announcenment when we're making
the transition.

So I"'mready to get into M. Walling's
background, if there's any questions before that.

(Note: No audi bl e response.)

" mgoing to share ny screen. Hopefully this
will work. We tested it.

And does everybody see the resune or CV for
Robert Walling?

(Note: Miltiple affirmati ve responses.)
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So this is the same CV that M. Walling had | ast
year. He does not have any updates to it. Unless the
board wants ne to go through it, | would just offer this
into evidence as Exhibit A and then nove on to the
report.

CHAIRMAN RITCHI E: | do not see any objections.

MR. BERENBERG. Ckay. So the CV -- and for
court reporter, do you want ne to email these exhibits to
you, there' Il be two of them this one and the report.

(Note: The reporter responded.)

MR. BERENBERG. |'mgoing to switch now to the
report. I'mtrying to zoomin on it, mke it alittle bit
bi gger.

M. Walling, are you on?

THE W TNESS:  Yes.

MR. BERENBERG. Ckay. And I'Il just ask you as
a formality:

EXAM NATI ON
BY MR. BERENBERG
Q Do you recogni ze the docunent that |'m show ng
on the screen right now?
A | do.
Q And what is it?
A It is nmy report as of August -- | believe just

scroll onto the next page.
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My report as of August 1st summari zing the
results of our analysis of the PCF, based on data as of
year end 2023.

Q And this has a draft watermark on it, but it's
my understanding that this actually is the final report.
s that correct?

A There have been no changes, and | can certainly

send you a final with the draft watermark renoved.

Q. What was your role in preparation of this
report?
A. " mthe account executive and the appointed

actuary for this report, so | oversee all of the work of
my project manager, who is also a credential ed actuary,
and our actuarial analysts that support us in the

anal ysi s.

Q. Al right. |I'm skipping ahead to page 8 of the
report, which is page 11 in the .pdf, and there are four
bull et points here. Are these the specific tasks that you
conduct ed under this report?

A. Uhm vyes. It's worth noting that the first two
bull ets are further subdivided between qualified providers

and the hospitals.

Q. And did you performthe work for these itens?

A Yes.

Q. And does your training and experience enable you
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to do each of those itens to performthat work?
A. It does. | nmeet the qualification standards of
the Casualty Actuarial Society to performthese services.
MR. BERENBERG. 1'd nove to offer M. Walling as
a qualified actuarial expert on the subject of the report
and to offer expert testinony concerning those subjects.

Are there any objections?

CHAI RMAN RITCHI E: | see none.
MR. BERENBERG. Ckay. | will then nove to admt
the exhibit. I'msorry, admt the report as Exhibit B.

MR. WARD: Dr. Ritchie, you should just for the
record indicate acceptance of those exhibits so there's no
conf usi on.

CHAI RMAN RI TCHI E: Okay. |Is there any
di scussion or objections fromthe board on these exhibits?
(Note: Pause.)

Hearing none, then there's no objections to them
bei ng adm tt ed.

MR. WARD: Ckay.

Q (MR, BERENBERG) So in the past what we've done
is we've | ooked at this first, which is to estimate the
ultimate liabilities or losses incurred by the PCF

How does that relate to | oss reserves?

A The term nol ogy is, candidly, interchangeable.

The process of estimating the ultimate liabilities on the
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bal ance sheet of the PCF are fundanentally the process of
estimating the unpaid clains liabilities for clains that
have al ready occurred but haven't been paid by the PCF at
this tinme.

Q. And this is divided into two categories?
There's physicians, and then there's the hospitals and
enpl oyed physicians. |Is that correct?

A That is correct.

MR. BERENBERG So let's nmpove on to Indicated
Loss Reserves for Physicians.

l"mgoing to ask you to go to page 30 -- 36,
sorry, of the .pdf. |It's labeled as Exhibit 1, page 4.

MS. LOVE: Excuse ne. This is Kathy Love.

M. Chairman, | have a point of clarification.
"' mwondering if, as we go forward, it would be useful for
the board, and as well as Integrion, to start referring
to, instead of "the physicians" the "independent
provi ders" versus the hospitals and the enpl oyed
physicians just for clarity, because now we have a nunber
of providers who are qualified healthcare providers who
are not actually physicians.

CHAI RMAN RITCH E: Well, | would prefer
i ndependent practitioners, since hospitals are also
consi dered providers in nomenclature for certain

i nsurances, et cetera. So | think practitioners perhaps
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is a better term

MS. LOVE: No problem And If you don't want to
make that change for this report, | would just suggest
that going forward we try to nake that adjustnent.

M. Walling, that nay be -- | don't expect you
to change that nonencl ature today, because | know you're
prepared under this report, but nmaybe for future neetings
we can nmake that adjustnment.

THE W TNESS: Sure. We've always been sensitive
to the fact that there are allied (phonetic) health
professionals in the program and the independent
physi ci ans and surgeons has al ways been shorthand. But
"' m happy to shift to "practitioners"” if that's the
nomencl ature that this group would prefer

MR. BERENBERG. And | will try to renmenber to
use the term practitioners.

Q M. Walling, you asked ne to go to page 36 of
this .pdf, which is Exhibit 1, page 4. And what does this
page show?

A. So this page provides a summary of our anal ysis
using the data as of 12-31-2023 versus the analysis we
performed as of year end 2022.

And so you'll see the '23 data on the far left,
the '22 data in the mddle, and then the difference

showi ng over on the right-hand half of the exhibit.
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This is inportant, in the sense that you can see
on the right-hand side that these increnental paid |osses
rel ated to i ndependent practitioners during the 2023
cal endar year ampunted to $12.5 mllion. That $12.5
mllion, if you conpare it to sone of the historical paid
| osses or sone of the historical ultimates, is a little
better than the |long-term averages for the ultimtes.

You'll see that our estimated ultimtes, uhm
for the older years came down in the difference col um
that's | abel ed New Mexico PCF ultimte Losses, but we did
see sone increases, for exanple in the 2018 acci dent year
and also in accident years '21 and '22.

The sunmary exhibit has behind it a | ot of
wor kpapers that are in the appendices of the report.

We did see sone, like I said, sonme favorable
pai d clai ns experience. Leaning against that, and we
tal ked about this on a prior board call, there are sone
increases in the nunber of closed clainms and sone
increases in the estimated nunber of ultimte clains that
are maybe pushing against us a little bit, but by and
| arge what you see here is that the reserves increased on
an undi scounted basis from$71.6 mllion in the mddle of
the table at the bottom-- or, actually, just |ook at the
extra insert table down at the very bottom W added in a

new acci dent year that has ultinmates of around 19.9
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mllion. W subtracted out $12.5 mllion in Paid, and so
our estimte of the Undi scounted Reserves for the
| ndependent Practitioners has increased to $78.6 mllion
for, again, the Independent Practitioners.

Q. " mgoing to skip ahead two pages to Exhibit 2.

Can you wal k us through this exhibit?

A Sure. So this is where we actually nake that
sel ection to develop that $78 million reserve estinmate.
What you will see in the mddle of the page in Columns 4,

5, 6 and 7, are four distinct actuarial methodol ogies for
estimating ultinmate | osses and expected | oss ratio, which
is based on the historical surcharges collected; a paid
devel opnment nethod that is based on historical clains
paynment and extrapolated then to an ultinmate settl enment
basis; a frequency and severity nethod that assunmes that
you can estimte the number of closed claimaccounts with
paynents and an estimated severity per claim as a neans
of estimating the ultimate; and the B-F nmethod in Colum 4
is essentially a weighted average of the expected | oss
rati o method and the paid nmethod where, uhm nore wei ght
is given to the paid nmethod the nore mature the clains
experience is.

So you see in the 2000 year in the very top row
the B-F nethod is identical to the paid nmethod, whereas in

the 2023 year the B-F method is identical to the expected
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|l oss ratio nethod. And the weight given to those two

met hods is derived, the B-F nethod vary based on the

expected percent of ultimates paid in each of the years.
Over on the right-hand side you get sone

i nformati on about how the ultimte |loss ratio, or ultimte

| oss estinmates conpare to the actual collected surcharges.
You will see that it's a bit cyclical, so for a

year |ike 2015 the clainms experience was far better than

the coll ected surcharges, whereas our estinmates for 2018

are that the ultimate | oss paynents for that accident year

are going to be nore than 185 percent of the collected

surcharges for that year

Q Looki ng at Colum 8, you have a sel ected
ultimate | oss of $305.7 mllion for the independent
practitioners. |s that correct?

A That's correct.

Q And what does that tell us about expected future
paynent s?

A. Basically if you subtract the paid |losses to
date in Colum 3 fromthat $305 mlIlion, so subtract the
227 million in Colum 3 fromthe 305 mllion in Colum 8,

what's left is unpaid. So if we just take those ultimte
| osses and break theminto their paid and unpaid
conponent, so remaining unpaid clainms liability associ ated

with the independent practitioners is that $78 mllion and
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change.

Q What is the overall estimated loss ratio for the
i ndependent practitioners across all years?

A. Across all years it's 121.5 percent of
practitioner surcharges.

Q And what does the |oss ratio nean?

A It's one netric that the insurance industry uses
to neasure the underwiting perfornmance of an insurance
program

Q. And is there anything else that you wanted to
cover on these exhibits for the independent |oss reserves?

A Umm if you scroll up to Exhibit 1 -- sorry,
Exhibit -- uhm the Fund Summary, page 1. Sorry. Page 30
of the .pdf. There we go.

Vhat you will see up here in the very top row,

again is a summary of a nunber of bal ance sheet itens for

t he i ndependent practitioners. You'll see again that 78.6
mllion of ultimte reserves or ultimate |loss liabilities.
You'l | see right next to that that same nunber on a

di scount ed basi s.

In Colum 3 you'll that see that nunber
increased to a 75 percent |level of statistical |ikelihood.
You'll see that the allocated portion of the

fund bal ance for the independent practitioners is about

$60 mllion, which results in the indicated deficits for
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the practitioners in Colums 5, 6 and 7.

Those nunbers are prior to the 2024 | egislative
infusion, and so you'll you will see after that infusion,
if we're just |ooking at the independent practitioners
silo of the Patient Conpensation Fund, there's actually an
i ndi cated surplus position that varies between about
$12.3 million on a discounted basis, about 18 and 1/2
mllion dollars on a discounted basis w thout the higher
| evel of statistical confidence.

But that's it.

MR. BERENBERG. That's the end of the indicated
| oss reserves for practitioners topic, so if there's any
gquestions for M. Walling, this would be the time for it.

M5. LOVE: This is Kathy Love. | have a
guesti on.

Q (Ms. LOVE) M. Walling, am | understanding
correctly in lay person's terns that after those recent
| egislative infusion of funds into the Patient
Conpensati on Fund, the independent practitioners deficit

is conpletely paid off?

A Based on the currently avail able information
yes. | think that's a fair interpretation.

Q. And in fact there is a surplus of, depending
under what basis you evaluated it, between 12 mllion and
18 mlIlion?
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A. Um | think that's fair. | guess | would, just
for the benefit of the group, make it clear that a
traditional insurance conpany has exactly that kind of
surplus available. And that surplus serves a nunber of
purposes. |t can deal with adverse clains devel opment, it
can deal with -- it's intended to be protection for the
sol vency of the insurance conpany.

And so having a positive surplus position,
candidly, is desirable for a PCF, just like it would be
for an insurance conpany.

MS. LOVE: Thank you.

MR. BERENBERG. Are there any other questions to
this topic?

(Note: No audible response.)

MR. BERENBERG. Okay. Then we'll nove on to the
| ndi cated Loss Reserves for Hospitals and Enpl oyee
Practitioners.

Q So, M. Walling, you perfornmed a simlar
anal ysis for hospitals, uhm other healthcare facilities,
their enployee practitioners; is that correct?

A | did.

Q So | have next to | ook at page 44, which is
Exhibit 5. 1Is that what you would like to go to? |'l
try bring it up so that you can see it.

A. That is perfect. Yeah, this is great.
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Q So you'll see that for the hospitals and ot her
healthcare facilities it's a simlar exhibit to the one we
just | ooked at, selecting the ultimte | osses based on a
nunmber of nethods.

You will notice that we don't do a frequency and
severity method for the hospitals, but the other three
met hods remain the sane.

You will also notice in Colum 2 that the
hospital surcharges in those early days for the hospitals
recei ving coverage were nuch, much smaller. There were a
limted nunber of facilities, and it really wasn't until
2017 that we saw a | arge nunber of the facilities conme in.

So you could al nost draw a |ine between 2016 and
prior accident years versus and subsequent, because
there's materially different exposure in those years.

You'll also see that the clains experience in
that loss ratio for sonme of those early years was pretty
high. You'll see in particular the 2014 and '15 years you
had | oss ratios of 316 percent of surcharges and 259
percent of surcharges in those two years.

Uhm on the other hand, the experience since
then has been, | guess |I'll describe it as a little bit

more stable and a little bit nore well -behaved. There's

still a lot of uncertainty here. You'll notice that for,
say, accident year '21 that there's only been $2.2 mllion
Page 18
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worth of paid clains to date, and yet based on historical
PCF paynent activity we're assumng that's going to end up
bei ng sonmething on the order of 40, $41 million over in
Col um 7.

So there's a lot of |everage that still remins,
a |lot of additional clains settlenent activity that needs
to happen before we are going to have the kind of
certainty on the nore recent years that we have for sone

of those ol der years.

You will note that even in 2018 we're stil
i ndicating about $13 million in additional unpaid clains
even on a year that's, uhm what -- what year is it? |It's

al ready six years ol d.

So the nature of these clains, being nmedical
professional liability in an access |ayer on an occurrence
formsinply take sone tinme to devel op.

Q So according to Colum 7 you've got the

estimated ultinmate | osses for the hospitals as 323.6

mllion. |Is that correct?
A Yes.
Q. And the overall loss ratio is 127.4 percent?
A It is.
Q. So I"'mgoing to go now back --
A Actual ly, before you junp.

Agai n, conpare Colum 3 where we have got the
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paid | osses to date, conpared to the ultinate |losses in
colum 7.
And now we can nmake the junp.

Q So let's go to page 36 which is Exhibit 1, page

A The next page.

Q. Oh. Got it wong on that one. Is it Exhibit 1,
page 5 is what you wanted to | ook at?

A Yes.

Q And can you explain how you derived the
i ndicated | oss reserves for the hospitals and (inaudible).

A So this exhibit |looks Iike Exhibit 1, page 4,
except now we're dealing with the hospitals and heal thcare
facilities. Wat you'll see on the far-left-hand side
you've got the current analysis, last year's analysis is
in the mddle, and the change, or the difference, is on
the right-hand side.

You will note that that $323 million ultimate is
down on the bottomleft-hand corner of the table. The
$109 mllion of paid |osses to date is in the next colum,
and so the undi scounted reserves are $214.2 mllion.

So as | was just saying, essentially about
two-thirds of the ultimate clainms obligations for the
hospitals are still unpaid.

The other thing that's worth noting about this
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exhibit is over in the Difference colum. You will notice
that the paid clains for the year for the hospitals, for
about $28.4 mllion. |If you conpare that to sone of the
ultimate | oss selections for the recent years you'l

notice that $28 mllion is kind of |ower than the current
ultimate | oss run rate.

We view that as a positive. W view the clains
experience for 2023 cal endar year for the hospitals and
healthcare facilities to be perform ng better than
expectations. And you'll see that that plays out |ater on
i n our analysis.

But -- so that favorable devel opnent on the
prior years is sonmething that is certainly a good bit of
information as it relates to the hospital program

Q When you tal ked about the independent
practitioners, you went over this reconciliation versus
the (inaudible) here.

Can you tal k about that here?

A. Sure. So, uhm last year, and | nean al nost the
m ddl e columm in the page, the indicated reserves on an
undi scounted basis were $195.28 mllion. |If we add in the
'23 accident year we're adding in 50.28 mllion of
addi tional reserves.
We paid out 28 mllion on the prior year's --

(Note: Reporter inquiry re echo.)
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THE WTNESS: | stopped because of the feedback.

| think we're okay now

A. (Continued) And so those factors together
result in indicated reserves as of year end 2023 of
$214.23 mllion.

Q Do you have an exhibit that conbines the
i ndi vidual practitioner and the hospital results?

A Yes. You can go up two pages to page 35 of the

. pdf, | abeled as Exhibit 1, page 3.

Q What does this show us?
A. It shows us that the total undiscounted reserves
have increased from $266.8 mllion to $292.9 mllion, but

we did see favorabl e devel opnent in many of the prior
accident years. But there is some uncertainty in 2018,
2019, 2020 and 2021, just because of the immturity of the
clains data. We add the accrual of $80 nillion for the
2023 acci dent year.

So one thing that's kind of worth recognizing is
in a programlike this where inflation is driving up claim
costs, where the Medical Ml practice Act is providing
cost-of-living adjustnments to the coverage, there is going
to be a kind of steady upward pressure on the reserves,
even if everything played out exactly the way we expected
it to.

So this increase in the reserves from $266
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mllion to $292 mllion is actually a little bit | ower
t han we woul d have anticipated, and it's | ower because of
that $13.2 mllion reduction in ultimate | osses fromthe
prior years.

So one way to interpret that negative 13.2
mllion in the bottomleft-hand corner of the page is that

that is better than expected devel opment for the PCF

during 2023.
Q. l"mgoing to junp to page 10 of the .pdf, and
there is a table showing -- I'mgetting feedback. Who
is --
So there's a table (Note: Audio drop) ...explain

how the | oss reserves were allocated to the hospitals?

A. Sure. We went through a process on a
year - by-year basis of allocating the indicated ultinmte
| osses to each of the hospitals that were participating in
that year, and that is summari zed on page 10. The
al l ocations process, uhm varies a little bit fromyear to
year. The nore devel oped the year is, the nore
credibility we gave to the actual paid claimexperiences.

So early on when there's very little paid claim

activity, we're going to allocate based on the surcharges.
The nore tinme has passed and the nore clains experience we
have seen, the nore of that allocation is attributable to

the paid clainms activity rather than the surcharge
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activity.

MR. BERENBERG. That concl udes the topic on
I ndi cated Loss Reserves for the Hospitals.

Are there any questions for M. Walling?

CHAI RMAN RI TCHI E: Are there any other
guestions?

MS5. LOVE: | have a question

CHAI RMAN RI TCHI E: Go ahead, Ms. Love.

MS. LOVE: Kathy Love.

Q (Ms. LOVE) M. Walling, we know that the
cost-of-living increase under the new Act provides for a
hi gher cap than the base cap only in cases that result in
a settlenment or a verdict that exceed that base cap, and
the data that we've seen fromthe Patient Conpensation
Fund is that nost cases that settle are not full cap
cases, and so therefore the cost-of-living increase
doesn't apply to those cases.

So ny question to you is: How do you go about
cal culating the cost-of-living increase? Do you account
for the fact that npbst cases are bel ow base cap
settlenents or verdicts and only provide a cost-of-living
increase on a portion of the reserves, or do you apply a
cost-of-living increase on the total reserves?

A Uhm the cost-of-living increases really don't

affect the reserves directly, rather the cost-of-Iliving
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adj ustnents are kind of baked into the surcharges from

t hose prior years. So the cost-of-living adjustnents are
more of an issue in the funding analysis than they are in
the reserves.

We start by using sone industry aggregate data
about size-of-1oss distributions, and use that information
to guide how we're reflecting the cost-of-1living
adj ust nent s.

It's also worth noting that inflation doesn't
just affect the top of a coverage layer, it also affects
the bottom And that's not necessarily a commonly
under st ood phenonenon. But inflation on the bottom side
is sonething as sinple as, you know, a claimthat 10 years
ago cost 180,000, with the same facts and circunstances
t oday and making appropriate inflation adjustnments nmay
wel |l blow up into the PCF coverage | ayer, dependi ng upon
facts and circunstances.

But there is certainly analysis that goes on
with the cost-of-living at the top of the layer, but
there's also an inflationary effect in the bottom of the
layer. It isn't really a cost-of-living adjustnment, per
se, but we do see an effect of clainms that maybe woul dn't
have qualified for PCF coverage 10 years ago subject to
inflation and just economc inflation as nmuch as anyt hi ng

el se, potentially growing into the PCF | ayer just purely
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due to inflation.
But that's nore of a funding issue.

Q Sois it fair to say, again sort of in |lay
person's terns, that you don't add a 2 percent
cost-of-living increase on top of all of the estinmated
| osses; instead, you're evaluating what has been paid out
in the past, which would already account for the cost of
living increase.

Or can you say it better than that?

A | guess what |1'd rather say is the historical
paid claimdata reflects the coverage that's applicable to
each of the prior accident years, and the prior surcharges
collected also reflect the coverage |ayers for those
acci dent periods; therefore, the |oss reserve analysis
doesn't tack on sone kind of a cost-of-living surcharge or
any kind of explicit factor to increase the otherw se
i ndi cated | oss reserves.

Nor woul d that be appropriate.

MS. LOVE: Thank you.

CHAI RMAN RITCH E: M. d ark.

MR. CLARK: Thank you, M. Chair. Troy C ark.
M. Walling, a question.

Q. (MR CLARK) The last three years, in addition
to the base surcharges, the hospitals have been paying a

deficit reduction anount on top of paid surcharges. How
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have you accounted for those in the various slides that
we' ve seen? Right now !l think we still see page 10 here
by hospital. Are those allocated just into the surcharge
level? Did you turn and push those back into prior years,
make sonme attenpt of allocating it? Do they affect the
current surcharge | evels based on the nethodol ogy that

cal cul ates based off the paynent anmount in the current
years? How are those surcharges -- I'msorry. How are
those deficit repaynment portions of the surcharges
accounted for in your analysis?

A. In the I oss reserve analysis, uhm the only
effect they have is reduce -- uhm is the inpact they have
on the current fund bal ance.

Now, the answer is a little different when we
get to the funding.

But we have made a decision to |ook at the |oss
ratios for that B-F nmethod based just on the surcharges
and not the deficits.

Q Thank you. And I'm assum ng you'll cover, when
we get to the funding side, the differences at that point.

A. Yep.

MR. CLARK: Thank you.

CHAI RMAN RI TCHI E:  Any ot her questions?

MR. DEKLEVA: | do have one. | actually do have

one, at this point, M. Willing.
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Q. (MR DEKLEVA) Is it correct that the experience
for the hospitals, both with regard to the surcharges paid
in and with the |losses paid out, includes plus the
enpl oyee physici ans, the physicians enployed by the
hospi tal s?

A Yes, it does.

MR. DEKLEVA: Ckay. Thank you.

CHAIRMAN RITCH E: All right. Please proceed.

MR. BERENBERG. We are going to go on to the
topic of the Indicated Deficit and Allocati on.

Q. M. Walling, we' ve gone over the |oss reserve
estimate. Using that, are you able to estimte the fund
bal ance as of the end of 20237

A Yes.

Q And |'mgoing to go to pages 30 and 31. | guess
technically I"mgoing just to 30. 31 is next.

Do these show what the estimated bal ance is?

A. They do.

Q Can you expl ai n?

A. So we | ooked at this for the independent
practitioners. The second row, again for ny
bal ance sheet-type information for the hospitals and ot her
healthcare facilities, again you'll see our estimated
ultimate reserves at $214 million, you'll see the

di scounting for the time value of nobney gives you a tine
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val ue of noney benefit of about $3 mllion. Adding in a
risk margin to increase the statistical confidence pushes
t hat nunber up to $229 mllion.

The al |l ocated portion of the fund bal ance
attributable to hospitals and healthcare facilities is
$159 mllion, which produces the deficits shown in Col ums
5 6 and 7. You'll see in total that that undi scounted
deficit across all PCF participants is $73.575 m|lion.
That inproves a little bit when you discount for the tine
val ue of noney, and it increases a little bit when you
increase the statistical confidence.

Because of the nature of the 2024 |egislative
i nfusion that doesn't affect the hospitals, so there's
still a deficit for the hospitals.

Uhm we then go through the process of trying to
all ocate that deficit surcharge to the three remaining
cal endar years as a neans of trying to kind of fill that
hol e, and so you'll see that those deficit surcharges for
t he hospitals are shown kind of in the bottom of the table
for the hospitals.

But the current indicated deficit for the PCF
prior to the legislative infusion is about 73.6 mllion;
after the legislative infusion is about $37.7 mllion over
in Colum 9 at the top of the exhibit.

Q So woul d that be the bal ance of the fund? |Is
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that a correct way of describing it?
A. Essentially that's the difference between the

total funds being held. Kind of think about it as the

asset side of the balance sheet. Umm if you add Colum 4
and Colum 8, so you add essentially $36 mllion to the
$219 mllion that are already there, you're | ooking at

$255 mllion. |If you conpare that $255 mllion to the
estimated reserves in Colum 1 there's a shortfall of
about $37.675 mllion.

So if you're thinking about this |like a
traditional bal ance sheet and only |ooking at these itens,
t he asset side of the bal ance sheet woul d be about 255
mllion, the liability side would be about 293 mllion,
the equity or the surplus of the business or of the
program woul d be a deficit of three hundred and -- or,
sorry, 37.675 mllion.

Q Go to the next page. Does that explain anything
about how you conme up with these nunbers?

Uhm it gives a little perspective on the
performance of kind of the two el enents of the fund, the
i ndependent practitioners versus the hospitals and ot her
healthcare facilities. And what you'll see is that over
time the independent practitioners have had years of what
| woul d describe as underwriting gains where their

ultimate | osses were | ess than the collected surcharges.
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They' ve al so had some years with pretty material |osses.
"1l point to 2007 and -8 as noteworthy years where the
underwriting | osses were pretty material -- uhm nore than
100 percent of the surcharges -- and that there is a
certain ampunt of cyclicality to that, but over the course
of the last 24 years the underwiting gain or loss, as it
relates to the i ndependent practitioners, is about $54
mllion.

We then separately show the inpact of the
| egislative infusions to elimnate that deficit.

Simlarly to the hospitals, we show the
surcharges, we show the ultimte.

You can see that, uhm the underwiting gain or
| oss, if you want to think of it that way, for the
hospitals is about $69.7 mllion. W show the inpact of
the deficit surcharges and of the |egislative infusions to
try and get a sense of, again, the performance of the
hospitals relative to all those noving parts.

Q And why do you then allocate the deficit between
the two different groups?

A Uhm candidly for the purpose of trying to
identify how much of the deficit is attributable to each
of the cohorts, and for the purpose of devel opi ng those
deficit surcharges.

So there is no -- you know, there's no separate
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trust account for each of these two cohorts of covered,
uh, entities, but so we need sone reasonable nethod to,
uhm kind of allocate the current deficit as a nmeans of
trying to cone up with an estimte of what kind of deficit
surcharge would retire that deficit over a reasonable
period of tinme.

Q. I want to go back one page. And you've got a
schedul e of deficit surcharges. What does that show?

A. So basically because after the | atest
| egi sl ative infusion, uhm our allocation of the current
fund deficit is elimnated for the independent physicians,
the only deficit that still needs to be dealt with is for
the hospitals and other healthcare facilities.

And so the first part of that second, that
anortization of deficit surcharge table sinply shows that
there no deficit to retire for the independent
practitioners, and essentially that the deficit surcharge
for the hospitals and other healthcare facilities is going
to be the tool to kind of get the hospital and other
heal t hcare fund bal ance back to zero.

Q How were those estinates derived for the
hospi tal s?

A Uhm basically it's sinply taking the current
deficit position and anortizing it over the two years that

are left, uh, for that ambunt to be retired.
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MR. BERENBERG. That ends the topic on Indicated
Deficit and Allocation. Are there any questions for M.
VWalling on that topic?

MS. LOVE: This is Kathy Love, | have a quick
guesti on.

Q (Ms. LOVE) On Fund Summary page 2, | just want
to nake sure it's real clear again for the |ay person.

In this chart the selected ultimate | osses is
the selected ultimte |osses that comes fromthe actuary
report; is that true?

A. Yes.

Q. And then the practitioners surcharges is what
was actually collected. Correct?

A. Correct.

Q So under selected ultimate | osses that is what
the actuary for that year anticipated the pay-out would
be, or the necessary reserves would be for that year?

A. Uhm not quite.

Uhm there are certainly sone other noving parts
t hat underpin the surcharges. There are sone ot her
expense categories, there was an antici pation of
generating investnment income during those years. So it's
not quite as sinple as you described it.

Those surcharges -- and al so, uhm the PCF

didn't always inplenent the recommendati on of the actuary.
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So | want to make that really clear, as well.

But | woul d describe the surcharges as, uhm the
PCF's estimate of the surcharges that were necessary to
cover the loss and non-|loss expenses of the PCF at that
point in time. But | want to be real clear those weren't
necessarily the actuarial (phonetic) indications at that
tinme.

Q But the ultimte | osses were the indications at
that tinme?

A. Well, no. Those ultimate | osses are as of the
data available right now.

MS. LOVE: Ckay. Great. Understood. Thank
you.

CHAI RMAN RI TCHI E:  Anyone el se?

MR. DEKLEVA: Yeah. M. Walling, | just had a
coupl e of questions | wanted to nmake sure | was
under st andi ng the nunbers correctly.

And Barry -- this is Mke Dekleva for the court
reporter.

" mlooking at the Fund Summary page 1 that we
were on a mnute ago. Just had a question that that's
really for nmy own understanding.

If we're | ooking at the hospitals in the
out patient healthcare facilities, kind of in the m ddle of

the page -- yes, there we go.
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If I'"munderstanding correctly -- let nme nmake
sure |'ve got the sanme -- yeah

Q (MR, DEKLEVA) So if we |look at Item 12 in that
blue box it's the deficit surcharge for the hospitals.
And | want to make sure | understand the number. 2025 is
15 mllion and change, and 2026 is 15 mllion and change.
And that would be the amount of the deficit surcharge
necessary to essentially pay off the deficit, then, in
t hose two years?

A Correct.

Q. Okay. And ny question is: The 15 mllion
nunmber -- let's just stick with 2025. |Is that a total
number to be divided anong the hospitals? |Is that how
t hat wor ks?

A. Correct. The way that's actually been
i npl enented in recent years is actually to rely on that
percentage. So down at the bottom of the colum | abel ed
2025 and 2026 --

Q Yeah.

A. -- you'll see 25.8 percent and 23.7 percent.
Conceptually the idea is that there would be an additi onal
25.8 percent assessed on top of the otherw se indicated
sur char ge.

Q. Right. Right. So we have -- we would have the

surcharge, Columm 14, and then the deficit surcharge on
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top of it. That's how |l was interpreting it. [Is that
right?

A That's correct. Yes.

Q Ckay. And ny question is: Do you know how
that -- let's just stick again with 2025, and we're
tal king specifically about the deficit surcharge. Howis
that all ocated anong the different hospitals? |If you
know.

A It's allocated based on the -- based on the
surcharges thensel ves.

Q Okay.

A. So the surcharges are determ ned based on the
ri sk characteristics of each of the participating
hospital s and other healthcare facilities. That would
determ ne the surcharge, and then the percentage for the
deficit surcharge would be in addition to that underlying
sur char ge.

Q Ckay. Al right. 1 follow what you're saying.

Does it have anything to do to with -- |'m going
to skip around, and | apol ogi ze for that.

Let's see. We were looking earlier at the
report itself, and, uhm there was one page we | ooked at
with a table that conpared the hospitals.

A It is not based on that at all

Q. Okay. And in other words.
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A. That is purely an informational itemand it
doesn't really affect any of ny findings.

Q And | actually think we had that conversation
| ast year, M. Walling, now that you said that. This is

information that you were asked to conme up with by the

PCF, if I'"'mrenmenbering correctly; it's not used
necessarily to calculate anything. |Is that correct?
A. Yes.
MR. DEKLEVA: | appreciate it. Thank you.

CHAI RMVAN RI TCHI E: M. Cark?

MR. CLARK: Thank you. This is Troy Clark, M.
val I'i ng.

Somebody's gotta go on nute so we don't get this
echo. There we go.

Q (MR CLARK) On the page that is currently being
shown, Funding page 1, | think it is, a couple of quick
questi ons.

The amounts under Columm 2024, are those the
amounts that were assessed at the beginning of this year
to the hospitals and those are known anounts?

A They are estimates of the final known anount,
but they should be pretty darn cl ose.

Q. Thank you. And then for 2025, under the

surcharge nunmber, | think you answered questions about
lines 12 and 13, but line 14 | presune cones from your
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actuarial analysis in this report where you determ ned the
56. 52.

A. Yes.

Q And for 2026, is that taking that 56-520 and
just adding an inflationary factor or where does that
59- 360 cone fronf?

A It's literally just adjusting the 56 for
inflation return.

Q. So there was -- the assunption would be the
nunmber of participants and all maintain the sanme. There's
no new hospitals, no |oss of hospitals, et cetera.

A Correct.

MR. CLARK: Thank you.

CHAI RMAN RI TCHI E:  Any ot her questions? (Note:
No response.)

Pl ease proceed.

MR. BERENBERG. Ckay. W're going to nopve on
now to the Indicated Surcharges, first for the independent
practitioners.

Q M. Walling, the purpose of this overall is to
project the surcharges for the upconm ng year; is that
correct?

A Correct.

Q. And the | osses are the depth anal yses you

descri bed provide support for the surcharge cal cul ations?
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A. They do.

Q l'"mgoing to go to page -- nake sure | get it
right -- 42 of the .pdf, which is Exhibit 4, page 2.

And does this show the overall indicated
surcharge for the independent practitioners?

A It does.

Q. Can you descri be the nmethods and the assunptions
underlying this exhibit.

A. Sure. So the nethodology here is called a | oss
ratio indication. The idea is to take those |oss ratios
we' ve been tal king about and nmake sonme adjustnments to them
in order to cone up with an estimte of what we think next
year's loss ratio is going to be if nothing happened, and
then conpare that expected loss ratio to a perm ssible
|l oss ratio. And the relationship between those two | oss
ratios is then the indicated rate change.

And so the idea is if ny break-even loss ratio
is, | don't know, let's call it 115 percent, and based on
the prior information | think we're going to run 120, then
| need to increase ny surcharges to get that loss ratio
don't down to the perm ssible |evel.

What you'll see in the top exhibit is we've
taken all the historical surcharges and adjusted them for
the rate changes we've inplenmented previously. By "we" |

mean the fund.
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So all of those surcharges are restated as if
the current surcharge |l evels had been in place at that
time. Renenber, we're trying to inplenent what the |oss
ratio is for our current program

So the first adjustnent we're making is this one
where we're restating all the historical surcharges at
current rate levels, if you want to think of it that way.

The second adjustnment we're going to nake is
that we're going to adjust the historical ultimte | osses
to the current limts of coverage, and also to adjust them
for inflation, and so what you'll see in Colum 5, then,
is trended ultimte | osses at the current coverage | ayer.
And so those trended ultimate | oss ratios shown in
Colum 6 are restating the historical surcharges or
premuns to the current rates, and the historical |osses
to the current coverage and inflation |evels.

Based on that information we show a bunch of
di fferent averages, and we select a projected loss ratio
of 120.6 percent.

So what we're suggesting is that if nothing
changed, if we didn't change surcharges, we didn't change
class plan, we didn't change anything, our best guess is
t hat next year the independent practitioners' book of
busi ness would run a loss ratio of 120.6 percent.

In row 8 you'll see the projected surcharges at
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the current fee |level, which nmeans that the projected
| osses, if you just take the surcharges tines the | oss
ratio, are going to be about 23 mllion, 23.5 mllion.

If you renove | oss adjustnent expenses, which
are clainms handling fees, and al so you di scount for the
ti me val ue of noney, the assunption here is that the new
surcharge revenue comng in can be fully invested and
generate investnent incone. That's why that discount
factor is so material and why getting that fund bal ance
back to zero, at worst, is so inportant.

The only way you can generate that kind of
investnment inconme is if you had invested assets supporting
t he new cl ai ns.

We al so show a 1.6 percent expense itemfor non

| oss-rel ated expenses: Integrion's fees, |legal fees, and
S0 on.

And so we need -- after all of these factors we
need to be able to generate $21.68 nmillion worth of

surcharge revenue, and right now we're only expecting 19.5

mllion, so in order to get from19.5 mllion to 21.68

mllion, we need to increase surcharges by $11 mllion.

Sorry. Stop. By 11.1 percent. | got on the wong?
But, yeah, you'll see that 11.1 percent

indicated in row 14 of this exhibit.

Q. |"mgoing to junmp back for a nonment to page 18
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of the report which is 21 of the .pdf, and there is a
table here. Can you tell us what this shows?

A. Sure. Every year we go through the process of
eval uating individual practitioner specialties that | ook
as if they could be better classified. W have a
classification plan that takes each specialty, assigns it
to a class, and that class has a ratings factor that
adj usts the premiuns up or down based on the relative
ri skiness of that specialty.

This year, in |looking at the class plan for the
PCF relative to both the Indiana PCF and the W sconsin
PCF, and also relative to the class plan of the -- |
forget whether or not it's the two or three largest riders
in New Mexico -- we indicated, | don't know, about a dozen
proposed changes. And you'll see the current class
assignnent for each of those specialties in the proposed
class, and then the expected inpact of those class
changes.

The bi ggest, uhm revenue inpact increasew se is
hospitalists. Based on the data from Indi ana and
W sconsin and the primary rates in New Mexico, a nove from
Class 2 to Class 3 was indicated. That woul d nove the
surcharges for those 277 individuals up by about 20
percent to get themto a level that's nore appropriate for

that risk
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You' Il also see the nonsurgi cal neurol ogy
cl asses are being proposed to move fromClass 2 to
Cl ass 3.

Conversely, you'll see pediatricians w thout
surgery are nmoving fromCl ass 3 down to Class 2. That's
about a 16.7 percent decrease for each of those 131
practitioners.

In total, if you add all the pluses and m nuses
together there is a total increase in surcharges of just
short of $133, 000.

Q What are relativities?

A It's just, like, for like your auto insurance.
The relativity for ny Tesla and ny son's little SUV are
different based on the two relative risk characteristics
of the two vehicles.

In that professional liability each specialty is
assigned a class based on the risk characteristics of that
specialty, and specialties that tend to have sim | ar
clainms characteristics tend to be put into cl asses
together. So Class 1 and 2 tend to be nonsurgi cal
cl asses. The higher classes, 4, 5, 6, and 7 tend to be
surgical classes that tend to have a | ot of risk and when
they do have a claimtend to have very |arge cl ai s.

So each of those class groups.

So every Class 1 risk has a surcharge factor of
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. 75; or in other words, their surcharges are reduced by 25

percent relative to Class 2. Class 3 is about a 20

percent increase. If you look at the bottomrow there
you'll see that the radiology with mnor surgery class has
a surcharge of about 70 percent over -- relative to

Class 2, which is kind of our base cl ass.

So the idea is that we're trying, as best we
can, to make it so the surcharges are commensurate by
practitioner specialty to the underlying risk
characteristic.

Q. l"mgoing to junp back to Exhibit 4, page 2,
which is page 42 of the .pdf.

A Yeah.

Q And does this indicate -- do the indicated
change contenpl ate the cost-of-living increase in the PCF

nonnmedi cal coverage limts?

A No, it does not.

Q So what does the cost-of-living increase apply
to?

A. If you go up a page, basically what you'll see

is, uhm an explicit kind of breakdown of, uhm the

el ements or the conponents of the indicated rate change.
And let's just focus on the top |line Wthout

Ri sk Margi n.

The 11.1 percent increase is what is shown on
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t he next page, shown to Exhibit 4, page 2.

The offset of mnus 0.7 percent is to recognize
that we are generating investnent -- sorry, additional
surcharge revenue if we inplenent all of those class
changes.

The 2.4 percent increase in Colum 3 is where we
reflect the increase in the PCF coverage |limts based on
the cost-of-living adjustnent, and so the cumul ative
product of those three elenments is an overall indicated
rate change of 13 percent for the independent
practitioners.

Q. And goi ng back now to page 2, what is the
statistical confidence in the change indicated here?
A. So this is essentially at an expected |evel.

I'"m hesitant to say a nean |evel or a 50 percent
confidence | evel, because actuaries tend to be sonmewhat
conservative and kind of a distribution of outcones tends
to skewto the right. So | would describe this as
sonmet hing on the order of a 55 to 60 percent confidence
l evel .

Q. So what is the overall indicated change in
surcharges for independent practitioners?

A The total change reflecting the cost-of-1iving
adj ustnents and the class plan changes and the syndication

is actually plus 13.
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That's actually shown on the prior page.
Q That is this nunber -- that's the first row,
col um 107?
A That's correct.
Q. So what is your recomrendation to the
Superi ntendent for the surcharges for independent
practitioners?
A Uhm | want to -- can | -- uhm so there was an
i ssue that came up on the prior board neeting that is
probably worth tal king about at this point, and that has
to do with provisions built into this analysis for batch
cl ai nms.
If you'll do me a kindness can you scroll down
to the next page?
In row 10, we have a provision for |oss
adj ust nent expenses, and one of the elenents of that is a
provision for batch clainms. Batch clainms, for those of
you newer to the program are situations where a sustained
pattern of behavior leads to clains. This could be, uh --
so we had a situation in New Mexico where spina
fusi ons were being done inappropriately and kind of the
first identification of the problemdidn't happen until
dozens of people had been treated with this inappropriate
surgi cal met hodol ogy.

But the idea is it's a little bit like a private
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practice liability where sonebody hiring people is
behavi ng i nappropriately over and over and over again for
a sustained period of tinme, or a pollution claimwhere the
rel ease of the pollution happened consistently over a
period of tinme.

There's also this school of thought, as it
relates to nedical professional liability claims, that if
a provider is -- has a sustained pattern of behavior, that
can result in what's colloquially called a batch claim

We have had those affect the PCF dramatically in
the past. There was a period of tinme where we purchased
rei nsurance coverage to protect the solvency of the fund
agai nst those batch cl ains, because they tend to be really
big and they tend to have a lot of dollars involved.

And in the prior neeting I think it was M.

Cl ark that brought up, and | apologize if | got the
attribution wong, this idea that the way the Act is
currently witten the underlying coverage is intended to
be limted to, uhm not -- to not provide coverage for
more than three separate occurrences. And the current
definition of occurrence does specifically relate to an
i ndi vi dual patient.

So there's a thought process here that, you
know, if this was executed as witten, the potential for

batch cl ains has been mtigated to sone extent.
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Umm | guess -- I'mnot a |awer, | don't play
one on T.V., but | would suggest that there's a chall enge
enforcing this. |If we've got a practitioner, heaven
forbid, doing sonething consistently wong to a nunber of
pati ents and you suddenly have dozens or scores of
i ndi vi dual s who have been harmed by this sustained pattern
of behavior, and the underlying coverage is limted to
three occurrences, and theoretically so is the Patient
Comp Fund, that creates a real public policy problem

Havi ng said that, to address the coments from
the | ast board neeting, | went through the exercise of
removi ng that provision for the batch clainms fromthe rate
i ndi cations for the physicians and for the hospitals, and
we'll get to that in a mnute.

If you would -- can | ask a favor? Can you go
up a page?

If you renove the provision for batch clainms in
t he i ndependent practitioners analysis, it reduces the
i ndi cated rate change without risk margin for the
i ndependent practitioners from | think that's 13 percent
to 8.6 percent. And | think given, uhm sone of the
uncertainty related to the batch clainms it feels incunbent
on me to provide both those estinates.

So if the -- if the belief and understanding is

that the protection against batch clains is going to be
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enforceable then the indicated rate change is an increase
of 8.6 percent. |If there is still sufficient uncertainty
about the potential and the risk associated with batch
clainms, then the indicated rate change is plus 13.
Sorry for going off script alittle bit, M.
Ber enber g.
Q. You' re the expert.

MR. CLARK: This is M. Clark. [I'd just like to
say thank you, M. Walling, for doing that, giving us the
perspective of both ends of the spectrum | do agree it's
a public policy issue, does create a public policy issue,
but I think | appreciate knowing the statistical or the
actual mathematics of how it affects the overall rate.

THE WTNESS: And | will read that as it the
relates to the hospitals in a mnute.

MR. BERENBERG. Al right. So let nme just make
sure that -- | had a question to you: What was your
recommendati on for the change in the surcharge for
i ndependent physician?

Q And just so we get the concise answer, could you
tell us what that change is.

A Uhm Uhm the recommendation is an increase of
8.6 percent if you're confortable with the protection
agai nst batch clainms; and if you're not, then it's an

i ncrease of 13 percent.
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Q You al so have a nunber of 22.6 percent with risk
margi n. \What does that refer to?

A. Essentially what we're showing in that entire
| evel of statistical confidence is adding in an explicit
risk margin of 8 1/2 percent to reflect ultinmate | osses
that are going to be sufficient three times out of four.

So if we talk about kind of ny centralist under
undi scount ed under estinmate being right 55 to 60 percent
of the time then, the width risk margin is sinply a way of
saying if you wanted to nake sure that the surcharges were
sufficient 75 percent of the tine that an increase on the
order of, uh, what was that, 22.6 percent would be
appropri ate.

Q Okay. That, | think --

A Real |y qui ckly, one of the reasons | do that is
because we're applying that discount factor because we're
recogni zing the tinme value of noney for the future
surcharges, uhm actuarial standards do suggest repl acing,
you know, offsetting sonme of that with an explicit risk
margin. So part of this is that that discounting process
removes an inplicit margin, and so the idea is by show ng
you a 75 percent confidence |level we're replacing that
inplicit margin that was in the undi scounted nunmbers with
an explicit margin.

Q. Uhm are there any questions for M. Walling on
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t he i ndicated surcharges for the independent
practitioners?
MS. STARACE: This is Carnela Starace.
MR. AUTIO  Nick Autio. Sorry, Carnel a.
MS. STARACE: Sorry. You can go ahead first.
MR. AUTI O No, please go ahead.

Q. (Ms. STARACE) Okay. | amthe patient

representative on the board, and so | ay person oriented.

| just want to understand: The increase you're
recomrending is an increase fromthe current rate that the
Superintendent inposed |ast year, it's not an increase
fromthe rate you recomended | ast year. |Is that right?

A Correct. That's absolutely correct. G eat
guesti on.

MS. STARACE: Thank you.
MR AUTIO M. Walling, this is N ck Autio.

Q (MR AUTIO You referenced the 8.6 percent
increase if the board is confortable that the occurrence
provi sion can be enforced. |Is that 8.6 nunber referenced
in your report or is that just, you know, research you've
done after M. Clark posed his question?

A It was sinply a scenario test that | ran after
t he previous board call.

Q. Okay. So I'mnot missing it in your report.

That was just done after the board call
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A That's correct.

Q Great. Thank you.

Going to -- turning your attention back to
Exhibit 4, page 2, at page 42 of the .pdf, | just want the
to nmake sure |I'mtracking exactly what you're saying.

So if there was no increase whatsoever to
surcharges, we would collect the amunt stated in row 8,
the 19.5-some-odd mllion. Correct?

A Correct.

Q. And then with what you are suggesting, the
i ncrease you are suggesting to cover projected |osses,
you' re suggesting that projected | osses could anpunt to
the $21.6-sone-odd mllion referenced in Row 13. Right?

A. Um that's actually the total incone
requi rement. So, the idea here is that that's the anount
of income we would need to collect so that after paying
over head expenses, after paying | oss adjustnent expenses,
and after collecting investnment incone, it would be
sufficient to pay out the 23.5 mllion -- or, sorry,
the -- yeah, the 23.5 mllion in clains.

Q. Okay. Understood. So basically what we're
doi ng here on this page is, you know, needing to nake up
the difference between the 19 and the 21, which would cone
out to about $2.165 mllion. Right?

A. Correct.
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Q. Okay. And earlier in response to Ms. Love's
guestion you referenced the fact that there was an
estimited 12 to 13 mllion-dollar surplus. Is that
correct?

A Correct.

Q. And that surplus plus was --

(Note: Reporter inquiry.)

Q (Continued) | was just going to clarify that
that surplus was attributed to independent practitioners,
but pl ease explain, M. Walling.

A Uhm essentially what we've tried to do is
all ocate the total fund deficit to the two cohorts of
covered individuals and organi zati ons.

So if you look at them as kind of separate
accounts -- and |I'mhesitant to use that word -- that
essentially the physician account would currently be in a
surplus, a positive surplus position, even though the
overall PCF is still in a negative surplus position or
surplus deficit position, yes.

Q Is that -- and I"masking this in anticipation
for the board's discussion as to what we'll recomrend
surcharges be set at, but is that actual noney,
if you will? And excuse ny lay terns, but noney that
could be used to offset the surcharges that have been

proposed for the independent practitioners?
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A. Uhm (Note: Pause.) Unhm hypothetically, yes.

Umm and in states |ike Wsconsin that have
hundreds of mllions of dollars of surplus balance, they
are commonly used for that.

Uhm | would be remss if |I didn't |level a
pretty strong cautionary nmessage, which is: Providing a
subsi dy for next year doesn't stop inflation, it doesn't
stop the cost-of-living adjustnents, and so you run the
risk in subsidizing the rates in any one year of then
putting yourself in a position where the next year you get
a cunul ative effect of two indicated changes. And so
instead of getting sone rate -- getting a little bit of
rate twice, all of that cones to roost the next year.

And so you could actually put yourself in a
position where -- let's just say you subsidize that entire
$2 million. If | add another year's inflation to this,
suddenly we're tal king about, you know, potentially a need
of 23, $24 mllion. And now you're talking about how do
we get from19.5 mllion to 24.5 mllion, and suddenly
you're tal king about a really substantial surcharge
i ncrease that came due | argely because you did provide a
subsi dy for one year.

| just want to be really careful that actions
have consequences.

Q. You know, that's why | asked the question. |
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appreci ate the answer.

So the bottomline, it could -- if we were to,
if the board was to, you know, do sone sort of subsidy
like that, it could provide relief, obviously, next year,
but long termit could result in even higher surcharge

i ncreases potentially.

A Yeah.
Q Ckay.
A. And we have -- we have past experience of that

when there was a difference between the surcharge change
i npl emented by the PCF versus what the actuary indicated,
and what happens when that conmes to roost.

MR. AUTI O Okay. Understood.

Thank you for those answers. Appreciate it.

CHAI RMAN RI TCHI E: Anyone el se?

(Note: No audi bl e response.)

(Note: The reporter requested a recess.)

CHAI RMAN RI TCHI E: Ckay. W can take a break
until 2:45. Pl ease be very pronpt.

(Note: In recess from2:32 p.m to 2:45 p.m)

CHAIRMAN RITCHIE: Al right. So it's 2:45.
Let's please go back on the record and on the recording.

MR. BERENBERG. Did we finish up questions on
i ndi cated surcharges for the practitioners?

CHAIRMAN RITCHIE: | believe I called for any

Page 55

Veritext Lega Solutions

Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com




N

A W

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

ot her questions, and | didn't hear any nore.

MR. BERENBERG. AlIl right. Then we are onto our
| ast topic, which is the indicated surcharge for the
hospitals. And |'ve already noved to page 1 of Exhibit 6,
page 45 of the . pdf.

Q (MR. BERENBERG) And, M. Walling, does this show
the hospital rate |level indication?

A It does.

Q. And |'"mgoing to go to page 2, because | think
that had the details.

Woul d you wal k us through that.

A. Sure. So sane net hodol ogi es, sane adj ustnents
to the surcharges, surcharge |evels, excluding the deficit
sur char ges.

Same adjustnments to the ultimte |osses for
adj ustnents for inflationary trends.

Sane process of selecting the projected | oss
ratio. In this case we selected a projected loss ratio of
106.5 percent.

Sane process of taking the expected surcharges,
uhm | ooking at the different expense adjustnents and the
16. 2 percent discount factor for investnent incone.
Basically investnment income collected on the surcharges
between the tine the surcharges are collected and the

clains were paid. So there's a tinme value of noney that

Page 56

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



N

A W

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

i's here.

And the net result of that simlar nmethodol ogy
is what we just tal ked about in Exhibit 4, is an indicated
assessnent | evel change, excluding deficit surcharges, of
a 1.9 percent decrease.

As with the independent practitioners, if you
remove the provisions for the batch clains, that takes
that mnus 1.9 percent and changes it to a mnus 5.7
percent. So there is about a four-point change in the
i ndi cated decrease in the surcharges if you renove the
provi sion for batch clains.

Q. And if we go back to the previous page, woul d
that then give the overall recomrendati on for the
hospi tal s?

A. Correct. And so in Colum 3, you'll see wthout
ri sk margin you can see a decrease of 1.9 percent. Wth
the risk margin an increase of 2.4 percent.

As | was just saying -- | guess that's 6.5
percent. Sorry. There's about a four-point difference.

I f you renove the batch claimprovision those two nunbers
change to minus 5.7 percent and plus 2.4 percent.

Q And t hen what does Colum 4 show us?

A Those are the deficit surcharges that we tal ked
about up in the Fund Summary Exhibit 1, where we're trying

to take that deficit and anortize it over the next two
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years.

Q And then does Columm 5 show your recommendati on
to the Superintendent?

A. Uhm really Colums 3 and 4 do. They're kind of
two separate recomrendations. One is that change in the
under|ying hospital surcharges; the other is the
recommendation for the deficit surcharge as a percentage
of the underlying surcharge.

So | would -- | guess | would view ny
recommendation in two pieces: The change to the

under |l ying surcharges; and the proposed deficit surcharge.

Q. And then Colum 5 shows the conbination of those
t wo?

A. The conposite effect of those two things, yes.

Q You' re showi ng risk margins. \What is the

statistical confidence in those |evels?

A Same as before. The Wthout Ri sk Margin can
viewed as a 55 to 60 percent confidence level. The Wth
Ri sk Margin adds an additional 8 and 1/2 percent |oad to
increase the level of statistical confidence to 75
percent.

Q Those were all the questions | had for you.

Before you take questions on this subject, was
there anything el se that you wanted to add?

A. Just this one little thing. If you renenber
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Exhi bit 4, page 1, we have class plan changes for the
practitioners and we had the change in limts for the
practitioners. Neither of those apply to the hospital, so
Exhibit 4, page 1, doesn't contain either of those two
adj ust nent s.

MR. BERENBERG. Okay. Are there any questions
for M. Walling on the indicated surcharges for hospital s?

CHAIRMAN RITCHI E: M. d ark.

MR. CLARK: This is Troy Clark for the record.
Hopeful Iy just one quick question.

Q. (MR CLARK) M. Walling, you indicated the rate
change under Colum 3 on this page would go froma m nus
1.9 toamnus 5.7 (sic). Know ng that you can't just add
percent ages, do you know what that inpact would be on your
conbi ned nunber for Col um 57?

A Sure. So the Colum 4 nunber, because we're
decreasing the underlying surcharges, actually goes up a
little bit. So it goes up to 26.8 percent in Colum 4,
and then the cunul ative effect is an increase of 19.7. So
the cunmul ati ve effect of the underlying surcharge change
being mnus 5.4, but that's the surcharge of 26-8. The
cunmul ative then is a total increase of 19.7.

Q. Thank you for doing that math for us.

A Yes. And | will send both of those kind of

suppl enental exhibits, and supplenental Exhibit 4, page 1,
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and the supplenmental Exhibit 6, page 1, as informational
itenms when | send the report wi thout the draft waternmark.

MR. CLARK: No further questions fromnme, M.
Chai r.

CHAI RMAN RI TCHI E: Thank you.

MS. LOVE: | --

CHAI RMAN RI TCHI E: Anyone el se? Go ahead.

MS. LOVE: Yes, please. This is Kathy Love.

Q. (Ms. LOVE) M. Walling, this is all obviously
good news. Because of our concerns, thinking back to when
we first started doing these hearings, of the board about
the availability of information for conducting risk
assessnents for the hospitals, can you tell us any nore to
convince us that this isn't going to, uhm change
drastically over the next couple of years? | nmean, |I'm
just concerned that -- | just want to be convinced, |
guess, that we have enough clains history to feel

confident in this reducti on.

A. We have nore clains history.
Il will tell you, as | said earlier in the
reserve section, nore than half of -- sorry, nore than two

thirds of the ultimate | osses for the hospitals are stil
unpaid. We are still dealing with, uhm clains
occurrences that are years away from settl ement.

So there is still significant uncertainty
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underlying the reserves for the hospitals; and, candidly,
the only cure for that is tine, because on sone of

these -- sone of the clains that the PCF is on the hook
for literally haven't been reported to the PCF yet. So
there is still significant uncertainty on the hospital
portion of the programthat, candidly, only time will give
me better information about the rate at which the hospital
clains settle and the average severity of those hospital

cl ai ns.

So we're a year smarter, but there is -- I'd
be -- it would be naive of nme to tell you |I know
everything I need to know about the hospital program
There's still nore to |earn.

MS. LOVE: Okay.

CHAI RMAN RI TCHI E:  Any ot her comments,
gquestions, fromthe board of M. Berenberg and M.
Wal | i ng?

All right.

Then | believe our next neeting is 9-11 at 2:00
o'clock, 2:00 p.m

And, M. Ward, do we have any other things to be
aware of or things to clean up in the neantinme?

MR. WARD: | think Debbie has sonething.

MS. LUERA: Yes. Sorry. This is Debbie Luera

with Integrion.
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Q (M5. LUERA) M. Walling, if I may ask you to,
woul d you pl ease touch on the independent outpatient
heal thcare facility rate that you provided in your study
at page 7 of 85 in the report, so we have it on record
that these rates were devel oped.

A. Sure. So as an extra itemthere was a request
to devel op rates for specific types of facilities,

i ndependent healthcare facilities.

The exposure base, in other words the neasurable
risk, for a dialysis center is nunber of visits, for a
pat hol ogy lab is $1,000 in receipts.

The approach made here was to forma conpetitive
anal ysis based on publicly available rate filings in New
Mexico. So this is driven by New Mexico-specific data.
And it | ooks like there is an adjustnent of an increase of
5.6 percent relative to those sane rates |ast year, which
was basically an inflationary adjustnent and a
cost-of-1iving adjustnent.

Q It's nmy understanding we didn't have those rates
| ast year, we were just using an entity surcharge. |
could be wwong. | thought this was a new request for this
year just because it was hard to rate facilities and a new
sur char ge.

So | think what we decided | ast year was that we

woul d take 10 percent of the surcharge for any applicable
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enpl oyee physicians. The challenge we ran into was that a
| ot of these types of facilities don't have enpl oyed
physi ci ans.

A. | -- yeah. | -- before | speak, give ne just a
hot mnute to | ook over this file really quickly. (Note:
Pause.)

So, as you understood it, Ms. Luera, the
surcharge this year, cal endar year of January, 2024, was
500, 000. That says 500,000 for the non hospital-owned
out pati ent healthcare facilities. Correct?

Q. That's correct. The limts for these
i ndependent outpatient healthcare facilities were new for
2024, and | was trying to go to the, uhm-- I"msorry, the
recomendati on that the advisory board nmade | ast year.

THE W TNESS: So if you goto -- M. Berenberg,
" mgoing to ask you to bear with ne. [It's probably
sonmething li ke page 36 of the .pdf. It's |abeled
Exhibit 3, page 2. So you will have to scroll down just a
little bit. Yeah. Right.

A And so we started fromthe rates that were -- we
devel oped rates effective for 1-1 of '24 based on publicly
available rate filings, and essentially all we did was
trend those forward.

| can go pull what we did | ast year to devel op

t hose base rates, but...
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Q Okay. | think it's fine. | just wanted to nmake
sure that we had on the record that these per-visit or
per - procedure rates had been devel oped by Pinnacle for the
com ng year so that the board can nake a recommendation to
adopt or not to adopt.

Yes.

Q. So thank you.

CHAIRMAN RITCHI E: Al right. M. Cark.

MR. CLARK: Thank you, M. Chair. This is Troy
Clark for the record.

Ms. Luera, | guess a question is to nake sure
we've got all the information out of M. Walling in
regards to this: Do we have the conparative of how this
cal cul ates fromthe nunber of entities that we have that
are outpatient healthcare facilities conpared to what
their premum was |ast year that was based off the 10
percent increase?

And M. Walling has covered i ndependent
practitioners and hospitals with a percentage increase
over prior year. Do we have the information we need to
cal cul ate what that would be for the outpatient healthcare
facilities?

MS. LUERA: Well, | can tell you that we have
two -- uh, two independent outpatient healthcare

facilities that applied for PCF coverage in 2024 that did
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not have any enpl oyee physicians, so it was very difficult
to try to calculate a proper surcharge for them

And so having the rates here that are on page
75 -- or page 7 of the report, will assist us in being
able to evaluate the exposure going forward.

| don't have with ne the exact surcharges for
those two entities but I can follow up on that.

MR. CLARK: Again, this is Troy Cl ark.

Thank you Ms. Luera. | think -- it sounds |ike
you'l | have what we need for the Septenber 1lth neeting
where we, as a board, make a recommendati on. And we need
to make the recommendati on on the independent
practitioners, we need to make a recomendati on on the
hospitals and their enpl oyee physicians. M. Walling's
given us his actuarial analysis on those. | just want to
make sure we have the information we need to understand
t hat whatever the calculated amount is on a per-visit or a
per-receipt or a per-test or whatever it is on the
out patient healthcare facilities, we'll be able to know as
a board before we make that recommendation to the
Superi ntendent whether that's a 10 percent increase, a 30
percent increase, a 100 percent increase, 10 percent
decrease, whatever that anmpbunts to over what they were
charged | ast year

MS. LUERA: Yes, | will be prepared to provide
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that information to you at the Septenber 11th neeti ng.

MR. CLARK: Perfect. Thank you.

VR. AUTI O And M. Chair, this is Nick Autio

for the record.

Just to be clear, and I"'msorry if M.

Cl ar k

al ready asked this, but with the percentage increase or

decrease for outpatient facilities dependi ng on risk

margi n, what's that percentage based on in terns

of what's

that a percentage increase or decrease of? |Is that what

t hey were paying |ast year?

CHAIRMAN RITCHI E: M. Walling?

MR. WALLING | assune it's actually based on
our previously proposed rates. Again |I'Il get with
Ms. Luera, and we'll make sure everybody is on the sane

page before the 11th.
CHAI RMAN RI TCHI E: Okay. Okay. Thank

MR. CLARK: M. Chair, this is Troy C

you.

ark.

My understanding is |ast year was a separate

cal cul ation that anpbunted to a total dollar anmpunt which

was based upon a prem um i ncrease over the enpl oyee

provider rate of 10 percent for the organization.

We now have a new nmet hodol ogy. |'m curious as

to what that percentage is, and I don't know that it is --

| think they're telling us it's not the same met hodol ogy

that was used, and we're trying to find a nethodol ogy that
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is nore accurate that they asked M. Walling to produce
this type of scenario.

Am | correct on that Ms. Luera?

MS. LUERA: Yes. | apologize, | was trying to
find the board's recomendations from| ast year, and | --

MS. LOVE: | have it. This is Kathy Love. |
have it in front of ne.

MR. LUERA: So it's ny recollection, and I'm
getting old so ny nenory isn't as good as it used to be,
it's nmy recollection that the only rating basis, rate
mechani sm approved or reconmended by the board | ast year
was a 10 percent of the enployee physician basis. But as
| ntegri on was accepting batches, we ran into the issue
that -- and | renenber that we tal ked about it |ast year
during the sanme process. Not all of these types of
entities have enpl oyed physicians, so in essence they
could submt and say, "Well, we don't have any enpl oyees,
so 10 percent of zero is zero."

So what they did was they used the hospital
facility rating spreadsheets, which I think they were
payi ng too nmuch, because, uhm -- because of the deficit
repaynent factor built into that, if that makes sense.

But et me go back and do sonme research on that.
"Il have to pull up the surcharges that are actually in

pl ace for those.
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MS. LOVE: This is Kathy Love.

CHAI RMAN RI TCHI E: Go ahead.

MS. LOVE: | have in front of ne the
recommendati ons that we made | ast year, so let's just put
those on the record, and then | want to ask a question
about this.

What we said on page 5 of 7 of our
recommendations is: The conmttee does not currently have
data to deviate from Pinnacle's recomendati on that **

i ndependent outpatient healthcare facility surcharges be
based upon a charge of 10 percent of the prem um for each
covered provider practicing in the Independent Qutpatient
Heal t hcare Facility. The recomended surcharge for

| ndependent Cut patient Healthcare Facilities is therefore
10 percent of the prem um surcharge for each covered
provider practicing in the |Independent Cutpatient
Heal t hcare Facility.

And then we said: Going forward the PCF shoul d
conpil e data on a per-procedure basis - as it does for
hospitals - for I|Independent Qutpatient Healthcare
Facilities for use in determ ning the nost appropriate
nmet hod of assessing surcharges and surcharge changes in
the future.

So | guess ny question related to this is: Wat

was done, what kind of data was conpiled and provided to

Page 68

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



N

A W

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Pi nnacl e for evaluation?

MS. LUERA: Well, we only have two i ndependent
out patient healthcare facilities that applied for coverage
as an i ndependent OHCS, and so | don't think we provided
that to Pinnacle. | don't think we --

MR. WALLING Well, we do have a -- yeah, we do
have a rate plan.

MS. LUERA: Okay. Yeah. We did |ook at the

rate filing for that, but -- I"msorry, Pinnacle did. |

still don't think we have sufficient data to be able to...
| mean, | can tell you what the exposures were.

One was an anbul atory surgery center and one was a -- uhm

| believe it was a gastroenterol ogy practice.

So those are the exposure types. But, again,
there's only two facilities, so I'mstill not confident we
have sufficient data. But the reason we asked Pinnacle to
prepare these exposure surcharges was so that we could
have a nore accurate, industry-accepted rating basis.

CHAI RMAN RITCHIE: AlIl right. Does that answer
your question or comment, MS. Love?

MS. LOVE: Well, | think so, except that | guess
| would like to hear from M. Walling about what
additi onal data would be helpful in evaluating this, if
anyt hi ng.

MR. WALLING  Well, basically, uhm all of
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these, uhm-- all of these facility types are comonly
priced in the traditional insurance market, not based on
nunber of providers but on nunber of visits or receipts,
dependi ng on the type of specialty, as you can see in
Exhi bit 3, page 2.

And so one of the -- as |'ve nentioned in that
classified analysis that we do, we | ook at the publicly
available filings for the doctor's conpany, and for
medi cal perspective as the basis for how we change those
physician relativities.

We al so | ooked at that data to | ook at what the
mar ket prices were for these types of facilities from
those filings. And so our proposed rates for the excess
coverage are based on the publicly available rates for the
underlying coverage, and then we adjust that for the PCF
| ayer.

So that's -- for this really niche, really
limted credibility data, that segnent of the healthcare
i ndustry, you're honestly not going to be able to get any
better data than benchmarking it off of the commerci al
mar ket .

M5. LOVE: And that's based on the nationa
commerci al market?

MR. WALLI NG  No, New Mexico-specific rate

mar ket .
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CHAI RMAN RI TCHI E:  All right.

M. Clark, did you have a question?

MR. CLARK: No. Ms. Love just clarified that.
| was going to make sure that was New Mexico commerci al
and he answered it, so no further coment.

CHAI RMAN RI TCHI E: Okay. Any other questions of
M. Walling, M. Berenberg?

MR. BERENBERG. Not a question. But for Mary, |
still need your email address.

(Note: The reporter responded.)

CHAI RVAN RI TCHIE: And so, as | nentioned
earlier, the next neeting of the board is Septenber 11th
at 2:00 p.m to go forward and nake deci sions on our
recommendations, and then we will wite that up to present
to the Superintendent.

Absent any other comments, | do want to thank
M. Berenberg, M. Walling, Ms. Luera, the board.

As | said earlier, everyone is getting this down
and doing a fine job keeping it clean-cut, and | think
we're having a lot fewer questions, a |lot fewer -- a |ot
| ess di scussion but nore pertinent discussion. So |
really appreciate that.

So absent any other comments then we will be
adj ourned in this hearing. Thank you.

(Note: Hearing concluded at 3:14 p.m)
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