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Introduction:

Chapter 1, Laws of Maryland 2005 (Senate Bill 836) created the Maryland Health
Care Provider Rate Stabilization Fund. The Fund consists primarily of premium tax
revenue collected from health maintenance organizations and managed care

organizations.

The purposes of the Fund are to: (1) retain health care providers in the State by
allowing medical liability professional insurers to collect rates that are less than the rates
approved under §11-201 of the Insurance Article; (2) increase fee-for-service rates paid
by the Maryland Medical Assistance Program to health care providers identified under
§19-807 of the Insurance Article; (3) pay managed care organization health care
providers identified under §19-807 of the Insurance Article consistent with fee-for-
service health care provider rates; and (4) increase capitation payments to managed care
organizations participating in the Maryland Medical Assistance Program consistent with
§15-103(b)(18) of the Health-General Article. The Fund’s revenues are allocated to the
Rate Stabilization Account and the Medical Assistance Program Account. In any period
that an allocation is made to the Rate Stabilization Account, up to $350,000 is allocated

annually to the Administration to provide for the costs incurred to administer the Fund.

Monies allocated to the Rate Stabilization Account are to be used to accomplish
purpose (1) above by paying authorized medical professional liability insurance premium
subsidies (“State subsidies”) to medical professional liability insurers who wish to
participate in the Fund (“Participating Insurers”) on behalf of policyholders who are

eligible health care providers.




State subsidies are available only to licensed physicians and certified midwives.
State subsidies are not available to corporate entities through which they practice or to

other health care providers.

Monies allocated to the Medical Assistance Program Account are to be used to
accomplish purposes (2), (3) and (4) above by: increasing fee-for-service rates paid by the
Maryland Medical Assistance Program to certain health care providers; paying certain
managed care organization health care providers consistent with fee-for-service health
care provider rates; and increasing capitation payments to managed care organizations

participating in the Maryland Medical Assistance Program.

The Fund replaced the Maryland Medical Professional Liability Insurance Rate
Stabilization Fund that had been created by Chapter 5, Laws of Maryland 2004 (Special

Session).




Annual Reporting:

§19-808(c) of the Insurance Article provides that on or before March 15 of each

year the Commissioner shall report to the Legislative Policy Committee, in accordance

with §2-1246 of the State Government Article, the following:

(I) For each year that an allocation is made to the Rate Stabilization Account:

(1)

(if)

(iii)

(iv)

™)

The amount of money applied for by medical professional liability insurers

during the previous calendar year;,

By classification and geographic territory, the amount of money disbursed to
medical professional liability insurers on behalf of health care providers

during the previous calendar year;

By classification and geographic territory, the number of health care providers
electing not to receive a rate reduction, credit, or refund in the previous

calendar year;

The costs incurred by the Commissioner in administering the Rate
Stabilization Account during the previous calendar year, including a
justification of the audit costs incurred under §19-805(i) of the Insurance

Article; and,

The amount of money available in the Rate Stabilization Account on the last

day of the previous calendar year;




(II) The amount of money available in the Fund and the Medical Assistance Program

Account on the last day of the previous calendar year;

() (i) The amount of money disbursed to the Maryland Medical Assistance Program

under § 19-807 of the Insurance Article;

(ii) The amount of increase in fee-for-service health care provider rates; and

(iii) The amount of increase in capitation payments to managed care organizations;

and

(4) The Office of Legislative Audits’ report on the receipts and disbursements of the

Fund.




I. Rate Stabilization Account Uses and Fund Balance:

(i) The amount of money applied for by medical professional liability insurers

during the previous calendar year.

During calendar year 2006 the Administration paid State subsidies from the
Rate Stabilization Account to Participating Insurers on behalf of health care
providers totaling $42.3 million. Attached as Exhibit 1(a) is a schedule depicting
the State subsidies paid from the Rate Stabilization Account during calendar year

2006.

The State subsidy payments during calendar year 2006 were paid from funds
that were allocated to the Rate Stabilization Account by §19-803(b)(3) of the
Insurance Article. Specifically, $52 million was allocated to the Account in fiscal
year 2006 to pay State subsidies in calendar year 2005, and $45 million was
allocated to the Account in fiscal year 2007 to pay State subsidies in calendar year
2006. However, due to practical implementation issues State subsidies are paid on
a ‘Subsidy Year’ basis rather than a calendar year basis. A detailed explanation of

the Subsidy Year concept is contained in Appendix A to this report.

Because the State subsidies are paid on a Subsidy Year basis, the calendar
year 2006 State subsidy payments included payments for both Subsidy Year 2005
and Subsidy Year 2006. The following comments explain the amount of State
subsidies applied for by, and paid to, the Participating Insurers during calendar year

2006 related to Subsidy Year 2005 and Subsidy Year 2006.




For Subsidy Year 2005 there were four medical professional liability
insurers participating in the Rate Subsidy Account. Through December 31, 2006,
these Participating Insurers had applied for and received State subsidy payments
totaling $36 million. This amount included $6.4 million paid during calendar year

2006 (the other $29.6 million had been paid during calendar year 2005).

Based upon information obtained from the insurers, we anticipate paying
additional State subsidies totaling approximately $200,000 to Participating Insurers
related to the Subsidy Year 2005 allocation, which will bring the total amount of

State subsidy payments for Subsidy Year 2005 to approximately $36.2 million.

Attached as Exhibit 1(b) is a schedule depicting the State subsidies paid for
Subsidy Year 2005 through December 31, 2006. Exhibit 1(b) also includes the

total amount expected to be paid for all of Subsidy Year 2005.

For Subsidy Year 2006 there were five medical professional liability
insurers participating in the Rate Subsidy Account. During calendar year 2006
these Participating Insurers had applied for and received State subsidy payments

totaling $35.8 million.

The $35.8 million paid to Participating Insurers through December 31, 2006
represents approximately 79% of the total amount of State subsidy payments the
Admihistration anticipates making for Subsidy Year 2006. Based upon information
obtained from the insurers, we anticipate paying additional State subsidy payments

totaling approximately $9.4 million to Participating Insurers, which will bring the




total amount of State subsidy payments for Subsidy Year 2006 to approximately

$45.2 million.

Attached as Exhibit 1(c) is a schedule depicting the State subsidies paid
from the Rate Stabilization Account to Participating Insurers on behalf of health
care providers for Subsidy Year 2006 through December 31, 2006. Exhibit 1(c)

also includes the total amount expected to be paid for all of Subsidy Year 2006.

(ii) By classification and geographic ferritory, the amount of money disbursed to

(iii)

medical professional liability insurers on behalf of health care providers during

the previous calendar year.

Exhibit 2 summarizes by classification and geographical territory the State
subsidies paid from the Rate Stabilization Account to Participating Insurers on
behalf of health care providers for Subsidy Years 2005 and 2006 during December
31, 2006. Exhibit 2 also includes the total amount expected to be paid for all of
Subsidy Years 2005 and 2006. This information was compiled from data received

from the Participating Insurers.

By classification and geographic territory, the number of health care providers
electing not to receive a rate reduction, credit, or refund during the previous

calendar year.

No health care providers elected to not receive a rate reduction, credit, or

refund during calendar year 2006 according to the Participating Insurers.




(iv) The costs incurred by the Commissioner in administering the Rate Stabilization
Account during the previous calendar year, including a justification of the audit

costs incurred under §19-805(i) of the Insurance Article.

Exhibit 3 summarizes the costs incurred by the Administration in
administering the Rate Stabilization Account during the calendar year 2006. In
total, the Administration incurred administrative expenses totaling $132,000 during
the year. Although incurred during calendar year 2006, these administrative
expenses were actually charged to the Fund during calendar year 2007. $90,000 of
the expenses represented an allocation of the Administration’s internal costs based
on the time expended by Administration employees on Rate Stabilization Account
issues during calendar year 2006. The remaining $42,000 represented the cost
incurred through December 31, 2006 in conducting the audit of a Participating

Insurer required by §19-805(i) of the Insurance Article.

In this regard, §19-805(i) of the Insurance Article requires the
Commissioner or the Commissioner’s designee to conduct an annual audit to verify
the information submitted by each Participating Insurer applying for payment from
the Rate Stabilization Account. As a practical matter, these audits cannot be
conducted until each Participating Insurer’s Subsidy Year has ended and the
Participating Insurer has essentially finished requesting subsidies from the Fund for
the year to be audited. The Administration began the Subsidy Year 2005 audit of
one Participating Insurer during calendar year 2006, and that audit is nearing
completion. The Administration has scheduled its Subsidy Year 2005 audits of

each of the other Participating Insurers to begin throughout calendar year 2007, as



v)

soon as practicable after the 2005 Subsidy Year activity for each respective insurer

has ceased.

The amount of money available in the Rate Stabilization Account on the last day

of the previous calendar year.

The Administration records receipts for this program in the Maryland Health
Care Provider Rate Stabilization Fund, and then transfers funds equal to the
amounts allocated by law to the Rate Stabilization Account. Through December
31, 2006 the Administration had transferred the entire amount of the $52 million
fiscal year 2006 allocation and $36.6 million of the $45 million fiscal year 2007
allocation to the Rate Stabilization Account. As of that date, $71.8 million has been
disbursed, leaving a cash balance of $16.8 million in the Account. Exhibit 4
summarizes the activity in the Rate Stabilization Account through December 31,

2006 and the cash balance as of that date.

Based on information supplied by the Participating Insurers, the
Administration anticipates making additional State subsidy payments totaling
approximately $9.7 million related to the fiscal year 2006 and 2007 allocations.
Also, the $8.4 million balance of the fiscal year 2007 allocation will be transferred
into the Rate Stabilization Account by June 30, 2007. As a result, we project that
the unexpended unencumbered balance of the Account related to the fiscal year
2006 and 2007 allocations will be approximately $15.5 million (i.e., $16.8 million
cash balance as of December 31, 2006 less $9.7 million future State Subsidy
payments plus $8.4 million fiscal year 2007 allocation transfer). Exhibit 4 also

depicts the projected unexpended balance of the fiscal year 2006 and 2007
9



allocations combined, once the remainder of the fiscal year 2007 allocation has
been transferred into the Account and all Subsidy Year 2005 and 2006 State

subsidies have been paid.

II. The amount of money available in the Maryland Health Care Provider Rate
Stabilization Fund and the Medical Assistance Program Account on the last day of the

previous calendar year:
Maryland Health Care Provider Rate Stabilization Fund

Exhibit 5 summarizes the activity of the Maryland Health Care Provider Rate
Stabilization Fund for calendar year 2006. As of December 31, 2006, the Fund had a

cash balance of $40.9 million.
Medical Assistance Program Account

Through December 31, 2006 the Administration had paid the entire amount of the
$30 million fiscal year 2006 allocation into the Account. In addition, the Administration
had paid $4 million of the $45 million fiscal year 2007 allocation into the Account.
These amounts were immediately disbursed to the Department of Health and Mental
Hygiene for use by the Medical Assistance Program. As a result, the Account had a $0

balance as of December 31, 2006.

The Administration intends to pay the remaining $41 million of the $45 million
fiscal year 2007 allocation into the Account by June 30, 2007, and will immediately
transfer that amount to the Department of Health and Mental Hygiene. In this regard, the

amounts paid into the Account include premium tax exemption value payments from

10



nonprofit health maintenance organizations (i.e., the amount of premium taxes that the
nonprofit health maintenance organization would have been required to pay if it were not
exempt from premium taxation under §6-101(b)(7) of the Insurance Article). Those
payments are supplemented by premium tax revenue, to the extent available, so that the

total deposited into the Account for each fiscal year equals the amount allocated.

At this time the Administration anticipates collecting additional premium tax
exemption value and premium tax revenue during fiscal year 2007 to permit additional
payments into the Account totaling approximately $36.7 million. That amounf, combined
with the $4 million already paid into the account during fiscal year 2007, will be
approximately $4.3 million less than the $45 million fiscal year 2007 allocation to the
Account. This shortfall is attributable to premium tax exemption value and premium tax
revenue being less than the total statutory allocations from the Maryland Health Care
Provider Rate Stabilization Fund for fiscal year 2007. In accordance with §19-803(c)(2)
of the Insurance Article, the Administration intends to transfer additional funds equal to
the actual shortfall amount into the Medical Assistance Program Account from the

unallocated balance of the Maryland Health Care Provider Rate Stabilization Fund.
Please see Section III below for a more complete discussion of the activity of this

Account.

III. Medical Assistance Program Account Payment and Uses:

(i) The amount of money disbursed to the Maryland Medical Assistance Program

under § 19-807 of the Insurance Article;

11



As previously noted, through December 31, 2006 the Administration had
disbursed the entire amount of the $30 million fiscal year 2006 allocation to the
Department of Health and Mental Hygiene for use by the Medical Assistance Program.
In addition, the Administration had disbursed $4 million of the $45 million fiscal year
2007 allocation to the Department. The Administration intends to disburse the remaining

$41 million of the fiscal year 2007 allocation to the Department by June 30, 2007.

(ii) The amount of increase in fee-for-service health care provider rates:

§19-807(b)(2) of the Insurance Article required the Department to annually use $15
million of the allocation to increase fee-for-service health care provider rates and to pay
managed care organization health care providers consistent with fee-for-service health
care provider rates for procedures commonly performed by four physician specialties
(i.e., obstetricians, neurosurgeons, orthopedic surgeons and emergency medicine

physicians).

We were advised by the Department that in fiscal year 2006 it used these funds to
increase its fee-for-service health care provider rates for 1,600 physician service codes
for the four physician specialties. These funds were matched by $15 million of Federal

Medicaid funds, for a total of $30 million.

The Department allocated $5.3 million of the $30 million for direct fee-for-service
health care provider payments to these four physician specialties. The remaining $24.7
million was paid to managed care organizations during fiscal year 2006 in the form of

increased capitation payments. The increased capitation payments were designed to

12



compensate the managed care organizations for increased fee-for-service claims they

received from these four physician specialties.

During fiscal year 2007 the Department allocated $16.2 million to continue these
fee-for-service increases. These funds were matched by $16.2 million of Federal
Medicaid funds, for a total of $32.4 million. The Department allocated the $32.4 million
between direct fee-for-service health care provider payments ($5.6 million) and increased
capitation payments to managed care organizations to compensate them for increased fee-

for-service claims they will receive from these four physician specialties ($26.8 million).

In addition, in accordance with §19-807(b)(3) of the Insurance Article, during fiscal
year 2007 the Department has allocated $12.6 million, matched by Federal Medicaid
funds for a total of $25.2 million, to increase the fee-for-service health care provider rates
for other services. These services included anesthesia fees for all surgery procedures
(increased to 100% of the Medicare rate); most general surgery procedures including
gastroenterology, radiation oncology, allergy/immunology and dermatology procedures
(increased to 80% of the Medicare rates); and evaluation and management procedures
(increased to 78% of the Medicare rate). The Department allocated the $25.2 million
between direct fee-for-service health care provider payments ($5.6 million) and payments
to managed care organizations to compensate them for increased fee-for-service claims

they will receive for these services ($19.6 million).

(iii)  The amount of increase in capitation payments to managed care organizations.

We were advised by the Department that in fiscal years 2006 and 2007 it allocated

$15 million and $16.2 million, respectively, to increase capitation payments to managed

13



care organizations. These amounts were matched by Federal Medicaid funds for a total of

$30 million and $32.4 million, respectively.

IV. Office of Legislative Audits’ Report of Receipts and Disbursements of the Fund

This report with the Administration’s response is attached as Exhibit 6.
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Maryland Insurance Administration
Rate Stabilization Account
Total Payments to Participating Insurers

Calendar Year 2006
Total
Insurer Payments
Medical Mutual Liability Insurance Society of Maryland $ 33,804,256
NCRIC, Inc./Medical Assurance Company, Inc. 2,014,752
The Doctors Company, an Interinsurance Exchange 3,792,074
Medical Protective Company 1,901,915
Maryland Healthcare Providers Insurance Exchange 748,839
Totals $ 42,261,836

Exhibit 1(a)
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Maryland Insurance Administration
Rate Stabilization Fund
Costs Incurred by the Administration - Calendar Year 2006

General and Administrative $ 59,533
Review of Funding Requests 13575
Legal 12,200
Fiscal ; 4,508
Audits of Participating Insurers 41,884
Total Cost for Calendar Year 2006 $ 131,700

Exhibit 3
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Maryland Insurance Administration
Maryland Health Care Provider Rate Stabilization Fund
Statement of Cash Receipts, Cash Disbursements and Change in Fund Balance
for the period January 1, 2006 through December 31, 2006

Receipts:
Premium taxes $ 70,984,819
Premium tax exemption value (NOTE) 8,400,000
Interest income 199,059
Total revenue $ 79,583,878
Disbursements:
State Subsidy Payments $ 42,261,836
Payments to Department of Health and Mental Hygiene 25,780,055
Fiscal Year 2006 Administrative Expenses 146,949
Total disbursements $ 68,188,840
EXxcess of receipts over disbursements 11,395,038
Fund balance, December 31, 2005 $ 29,518,560
Fund balance, December 31, 2006 $ 40,913,598

NOTE - the premium tax exemption value equals the amount of premium taxes that a
nonprofit health maintenance organization would have been required to pay if it were not
exempt from premium taxation under §6-101(b)(7) of the Insurance Article

Exhibit 5



Audit Report

Maryland Health Care Provider Rate Stabilization Fund

January 1, 2006 to December 31, 2006

Office of Legislative Audits
Department of Legislative Services

Maryland General Assembly
Exhibit 6



This report and any related follow-up correspondence are available to the public through the Office of
Legislative Audits at 301 West Preston Street, Room 1202, Baltimore, Maryland 21201. The Office
may be contacted by telephone at 410-946-5900, 301-970-5900, or 1-877-486-9964.

Electronic copies of our audit reports can be viewed or downloaded from our website at
http://www.ola.state.md.us.

Alternate formats may be requested through the Maryland Relay Service at 1-800-735-2258.

The Department of Legislative Services — Office of the Executive Director, 90 State Circle,
Annapolis, Maryland 21401 can also assist you in obtaining copies of our reports and related
correspondence. The Department may be contacted by telephone at 410- 946-5400 or 301- 970-

5400.




DEPARTMENT OF LEGISLATIVE SERVICES
OFFICE OF LEGISLATIVE AUDITS
MARYLAND GENERAL ASSEMBLY

Karl S. Aro Bruce A. Myers, CPA
Executive Director Legislative Auditor
March 7, 2007

Delegate Steven J. DeBoy, Sr., Co-Chair, Joint Audit Committee
Senator Nathaniel J. McFadden, Co-Chair, Joint Audit Committee
Members of Joint Audit Committee

Annapolis, Maryland

Ladies and Gentlemen:

As required by the Insurance Article, Section 19-808 of the Annotated Code of
Maryland, we have audited the receipts and disbursements of the Maryland Health
Care Provider Rate Stabilization Fund for the period beginning January 1, 2006 and
ending December 31, 2006. The Fund is administered by the Commissioner of the
Maryland Insurance Administration (MIA).

Our audit did not include procedures designed to verify the propriety of the subsidy
payments made to medical professional liability insurers since State law requires
MIA to conduct annual audits of each insurer for this purpose. At the time of our
audit, MIA had initiated but had not yet completed its first audit. During our next
annual audit of the Fund, we will review the results of the audits completed by MIA.

A schedule of the Fund’s financial activity for the 2006 calendar year is included in
this report. As disclosed in that schedule, the Fund’s cash balance was
approximately $40.9 million as of December 31, 2006.

Respectfully submitted,

Ma.w

Bruce A. Myers, CPA
Legislative Auditor

301 West Preston Street - Room 1202 - Baltimore, Maryland 21201
410-946-5900/301-970-5900 - FAX 410-946-5999/301-970-5999
Other areas in Maryland 1-877-486-9964






Background Information

Establishment and Purpose of the Fund

Chapter 1, Laws of Maryland 2005, established the Maryland Health Care
Provider Rate Stabilization Fund effective April 1, 2005. The law provides that
the Fund will serve several purposes, including retention of certain health care
providers in the State by subsidizing their malpractice insurance premiums for a
specified number of years, and by increasing fee-for-service rates paid to
providers by the Maryland Medical Assistance program (Medicaid) and payments
to managed care organizations that serve that program. The Fund is administered
by the Commissioner of the Maryland Insurance Administration (MIA).

The Fund consists primarily of revenues generated by an annual premium tax
imposed on health maintenance organizations and managed care organizations.
All revenues are to be initially deposited into the Fund, and then allocated, in
accordance with a schedule established in the law, to two accounts: the Rate
Stabilization Account and the Medical Assistance Program Account. Amounts
allocated to the Rate Stabilization Account are to be paid, in accordance with
established criteria, to medical professional liability insurers who apply to MIA
for rate subsidies on behalf of insured health care providers. Amounts allocated to
the Medical Assistance Program Account are to be paid by MIA to the State’s
Department of Health and Mental Hygiene to increase payments to Medicaid
providers and managed care organizations. The law provides that revenue
allocations to the two accounts will continue through fiscal year 2009. Beginning
in fiscal year 2010, all Fund revenues are to be allocated to the Medical

Assistance Program Account.

Audits of Liability Insurers

Four insurers applied for and received subsidy payments for subsidy year 2005
and, as of February 19, 2007, MIA was in the process of completing its first audit
of the largest of these insurers; this insurer received approximately 90 percent of
subsidies paid for that year. We were advised, however, that certain outstanding
legal issues remained to be resolved before the audit could be concluded and a
final report issued, and that these issues may impact subsequent audits to be
performed by MIA. MIA also advised that the remaining audits for subsidy year
2005, as well as audits relating to subsidy year 2006, would be started in the near
future, and that a formal audit schedule is in the process of being finalized.



The law requires the Commissioner (or designee) to conduct an annual audit to
verify application information submitted by each medical professional liability
insurer that applied for a subsidy payment from the Fund for an applicable subsidy
year. Since all participating insurers do not implement rate changes or renew
policies on the same date, the calendar period for a particular subsidy year will
vary from insurer to insurer. MIA recently issued a policy that provides for audits
to begin as soon as practicable after the end of each insurer’s subsidy year.

Current Status of Findings From Preceding Audit Report

Our audit included a review to determine the current status of the two findings
contained in our preceding audit report on the Fund dated March 6, 2006. We
determined that MIA satisfactorily resolved both of these items.

Financial Information

On page 5 is a summary of the receipts and disbursements for the Maryland
Health Care Provider Rate Stabilization Fund for the period beginning January 1,
2006 and ending December 31, 2006, based on the State’s accounting records.
This summary is not intended to and does not provide the financial position and
results of operations in accordance with generally accepted accounting principles.
Specifically, certain financial statements and disclosures (for example, balance
sheet, summary of significant accounting policies) have not been provided as
would be required had this summary been prepared in accordance with generally

accepted accounting principles.



SUMMARY OF FINANCIAL ACTIVITY

January 1, 2006 to
December 31, 2006
RECEIPTS:
Premium taxes $ 70,984,819
Premium tax exemption value ™) 8,400,000
Interest income 199,059
Total receipts 79,583,878
DISBURSEMENTS:
Payments to medical professional liability insurers 42,261,836
Payments to Department of Health and Mental Hygiene 25,780,055
Administration expenses @ 146,949
Total disbursements 68,188,840
EXCESS OF RECEIPTS OVER DISBURSEMENTS 11,395,038
FUND BALANCE (cash basis), December 31, 2005 29,518,560
FUND BALANCE (cash basis), December 31, 2006 $ 40,913,598
M Premium tax exemption value represents amounts paid by non-profit health maintenance organizations

in lieu of premium taxes.

@ The law provides for an annual allocation of up to $350,000 for costs incurred by the Commissioner to

administer the Fund.

Findings and Recomméndations

Our audit did not disclose any significant deficiencies in the design or operation of
the MIA’s internal control. Nor did our audit disclose any significant instances of
noncompliance with applicable laws, rules, or regulations. A less significant
finding was communicated to MIA that did not warrant inclusion in this report.

A draft copy of this report was provided to MIA. Since there are no
recommendations in this report, a written response was not necessary. MIA’s

acknowledgement is included as an Appendix to this report.
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Audit Scope, Objectives, and Methodology

As required by the Insurance Article, Section 19-808 of the Annotated Code of
Maryland, we have audited the receipts and disbursements of the Maryland Health
Care Provider Rate Stabilization Fund for the period beginning January 1, 2006
and ending December 31, 2006. The Fund is administered by the Commissioner
of the Maryland Insurance Administration (MIA). The audit was conducted in
accordance with generally accepted government auditing standards.

The objectives of this audit were to examine the Fund’s receipts and
disbursements and related records and internal control, and to evaluate
compliance with applicable State laws, rules, and regulations. We also
determined the current status of the findings contained in our preceding audit

report.

Our audit procedures included inquiries of appropriate personnel, inspections of
documents and records, and observations of the Fund’s operations. We also tested
transactions and performed other auditing procedures that we considered
necessary to achieve our objectives.

MIA is required by law to annually audit each medical professional liability
insurer that applied for a subsidy payment from the Fund to verify application
information submitted by the insurer; accordingly, our audit did not include
procedures designed to verify the propriety of the amounts requested by medical
professional liability insurers and the disposition of such payments. As previously
mentioned, at the time of our audit MIA had not yet completed its first audit under
this requirement. Therefore, we will review the results of MIA’s audits during
subsequent audits of the Fund. In addition, we will conduct a separate audit of the
Medical Mutual Liability Insurance Society of Maryland as required by State law.

Our audit did not include certain support services provided to the Fund by MIA.
These support services (such as maintenance of accounting records and related
fiscal functions) are included within the scope of our audit of MIA.

Our audit scope was limited with respect to the Fund’s cash transactions because
the Office of the State Treasurer was unable to reconcile the State’s main bank
accounts during the audit period. Due to this condition, we were unable to
determine, with reasonable assurance, that all Fund cash transactions were
accounted for and properly recorded on the related State accounting records as

well as the banks’ records.



MIA’s management is responsible for establishing and maintaining effective
internal control over the Fund. Internal control is a process designed to provide
reasonable assurance that objectives pertaining to the reliability of financial
records, effectiveness and efficiency of operations including safeguarding of
assets, and compliance with applicable laws, rules, and regulations are achieved.

Because of inherent limitations in internal control, errors or fraud may
nevertheless occur and not be detected. Also, projections of any evaluation of
internal control to future periods are subject to the risk that conditions may change
or compliance with policies and procedures may deteriorate.

Our reports are designed to assist the Maryland General Assembly in exercising
its legislative oversight function and to provide constructive recommendations for
improving State operations. As a result, our reports generally do not address
activities we reviewed that are functioning properly.



AUDIT TEAM

Paul R. Denz, CPA
Audit Manager

Channel D. Sumpter
Senior Auditor

Tracy D. Mayet
Britta M. Street
Staff Auditors



AFrpLNDIA

MARTIN O'MALLEY
Governor

R. STEVEN ORR
Commissioner

ANTHONY G. BROWN
Lt. Governor

JAMES V. MCMAHAN, III
Deputy Commissioner

ADMINISTRATION

525 St. Paul Place, Baltimore, Maryland 21202-2272
Direct Dial: 410-468-2090 Fax: 410-468-2020
Email: sorr@mdinsurance.state.md.us
1-800-492-6116 TTY: 1-800-735-2258
www.mdinsurance.state.md.us

March 6, 2007

Bruce A. Myers, CPA, Legislative Auditor
State of Maryland

Office of Legislative Audits

State Office Building, Room 1202

301 West Preston Street

Baltimore, MD 21201

Dear Mr. Myers:

This is to acknowledge receipt of the draft audit report on the Maryland Health Care
Provider Rate Stabilization Fund for the period beginning January 1, 2006 and ending December

31, 2006.

An electronic version of this letter was sent to response(@ola.state.md.us.

If you have any questions or need additional information, please contact Lester Schott,
Associate Commissioner. His direct number is 410-468-2119.

Sincerely,

o o
R. Steven Orr

Insurance Commissioner

/mak

Enclosure



APPENDIX A - EXPLANATION OF ‘SUBSIDY YEAR’

For fiscal year 2006, §19-803(b)(3) of the Insurance Article allocated $52 million
to the Rate Stabilization Account to pay for health care provider rate reductions, credits
or refunds (State subsidies) in calendar year 2005. For fiscal year 2007, the allocation to
the Rate Stabilization Account to pay for State subsidies in calendar year 2006 was $45
million. Due to practical implementation issues discussed below regarding how the State
subsidies are to be paid, during calendar year 2006 payments of State subsidies were

made against both of these allocations.

In this regard, §19-805(b)(1) of the Insurance Article generally provided that for
professional liability insurance policies subject to rates that were approved for an initial
effective date on or after January 1, 2005, but prior to January 1, 2006, the subsidy shall
be the amount of the increase greater than 5% of the approved rates in effect one year
prior. This language proved to be problematic to implement, as all Participating Insurers
do not have the same initial effective date for their rates, and while certain carriers renew
policies on a common date, others renew their policies on a staggered basis. To ensure
that eligible policyholders of carriers participating in the Fund received the appropriate
amount of subsidy for the premium increase derived from rates with an initial effective
date in calendar year 2005, the State subsidies are being distributed on a “Subsidy Year”
basis. As discussed in more detail below, the differing effective dates of the carriers’
2005 rates creates certain timing differences regarding when Participating Insurers can
apply for State subsidies on behalf of their eligible providers. However, it ensures that all

eligible providers will receive subsidies for similar periods of time.



Based on a literal application of §19-805(b)(1) of the Insurance Article, certain
eligible policyholders would not have received a State subsidy for calendar year 2005.
Specifically, §19-805(b)(1) provided that the 2005 State subsidy was available to eligible
policyholders with respect to medical professional liability insurance policies that were
subject to rates that were approved for an initial effective date on or after January 1,
2005, but prior to January 1, 2006. If a Participating Insurer sought and obtained a rate
increase that became effective on January 1, 20035, all of its policies written and renewed
during 2005 would have been eligible for a State subsidy. However, if a Participating
Insurer sought and obtained a rate increase that became effective later in 2005, then
renewed their policies on a staggered basis at that rate for the next 12 months, some of its
policies written and renewed on or after January 1, 2005 but prior to January 1, 2006,

would not have been eligible for a 2005 State subsidy.

To illustrate, if a Participating Insurer’s rates became effective on April 1, 2005,
policies written on or after April 1 would have been eligible for a 2005 State subsidy.
However, policies written up to and including March 31, 2005 would have been written
at the pre-existing rate, and would not have been eligible for a 2005 State subsidy. Under
the Subsidy Year approach, those policyholders that would not have otherwise received a
2005 State subsidy received their Subsidy when their policies incepted or renewed in
2006 (i.e., when their policies incepted or renewed at the carrier’s rate with an initial

effective date from January 1, 2005 to December 31, 2005).

For a Participating Insurer that sought and obtained a rate increase on new and
renewal business that became effective on January 1, 2005, Subsidy Year 2005 ran from

January 1, 2005 through December 31, 2005. For a Participating Insurer that sought and



obtained a rate increase on new and renewal business that became effective on April 1,
2005, Subsidy Year 2005 ran from April 1, 2005 through March 31, 2006. Because State
subsidies are being disbursed on a Subsidy Year basis, payments of State subsidies for
Subsidy Year 2005 continued well into calendar year 2006. Similarly, the Participating
Insurers’ 2006 Subsidy Year followed the same periods as their 2005 Subsidy Years,
resulting in the payments of State subsidies for Subsidy Year 2006 continuing well into

calendar year 2007.



