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frequency data. It should be recognized that this is over four times the number of participants per
10,000 live births experienced by the birth funds in Florida and Virginia. Starting with the March 31,
2018 analysis, we reduced this assumption to 4.00 participants per 10,000 births to acknowledge lower

than expected Fund participation rates.

As we are accumulating more credible amounts of benefit payments data, several differences are
emerging from Virginia’s birth fund experience. To illustrate, we show the annual benefit payments
during calendar years 2016, 2017 and 2018 to Fund participants that were admitted to the program
prior to the beginning of each year (i.e. participants that have a full year of benefit payments) on the
following graph and compare the Fund’s data to data from Virginia. Additional severity information is

contained in Exhibit 1, Page 2 and Exhibit 6.

Calendar Year Payments Received by Participants
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Chart 1: Calendar Year Payments Received by Participants

3 The remaining portion of the Data, Methods and Assumptions section has been carried over from the MIF 2018 Q4 report
as the observations remain relevant. This section is updated annually as another calendar year of data emerges.
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In the past, this type of comparison has raised three key issues. We will pose each issue as a question,
then offer more comments below.

1) The Fund has significantly more participants with SO of benefit payments during the year. Will
these participants have benefit payments at some point?

2) The Fund has substantially more participants with less than $25,000 in annual benefit
payments. |s there something about the Fund’s enabling legislation that is causing this or will
their costs increase over time?

3) The Fund had seven participants in 2016, eight participants in 2017, and twenty-two
participants in 2018 with annual benefit payments totaling over $400,000. Virginia’s birth fund
has only one participant that breached this threshold. Admittedly, there are sample size issues,

but will this phenomenon persist?

Participants with SO in Benefit Payments

To address the first issue, we analyzed the 515 participants that had been in the Fund for more than
one year as of December 31, 2018. We found that of these participants, 8% showed $0 in benefit
payments as of December 31, 2018. Approximately 3% of participants showed only prescription drug
payments through vendors based on schedules provided by PCG. We also grouped participants based
on number of years in the Fund and found that these percentages have increased since we performed

the analysis for 2017 for members in the Fund for at least two years:

Number of Percentage of
Number of Participants Participants
Time in Fund Participants With Payments With Payments
3 years or longer 366 343 93.7%
2 years or longer 458 426 93.0%
Longerthan 1vyear 515 472 91.7%

Table 2: Participants with Payments (in the Fund longer than 1 year)

Based on the data collected so far and assuming no significant changes in health insurance, we believe

it is reasonable to assume that 6% of Fund participants will not receive any benefit payments over their
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lifetimes. Hence while 21% of the participants in the graph above showed S0 in payments for calendar

year 2018, we expect that over the long run only 6% of participants will receive S0 in benefit payments.

Participants with Less than $25,000 in Annual Benefit Payments

The second issue, a higher number of participants with less than $25K in annual payments, may be
related to the difference in the definition of “birth-related injury” between the Fund and Virginia. In
Virginia, participants must be “permanently motorically disabled and developmentally disabled or
cognitively disabled (emphasis added)” as well as “need assistance with all daily living activities.”* The
New York Fund requires either a physical or mental disability (emphasis added); both types are not
required. Several of the Fund’s patients have injury diagnoses that tend to be physical-only injuries,
particularly Brachial Plexus and Erb’s Palsy. These injury types show significantly lower severities than
other types (see Exhibit 1, Page 2); while 11.5% of Fund participants have one of these diagnoses, they
have accounted for less than 0.5% of the Fund’s total payments. However, physical-only or mental-
only disabilities classified within other injury categories may also be contributing to the low severities.
For example, hemiplegia is another diagnosis with lower than average severity; see Exhibit 1, Page 2
for annualized severities by injury type. We do not have the detailed diagnosis information to further

explore this hypothesis.

Over the long term, we show that nearly 60% of participants will receive more than $25K in benefit

payments:
Number of Percentage of
Number of Participants Participants
Time in Fund Participants With >525K Paid ~ With >$25K Paid
3 years or longer 366 216 59.0%
2 years or longer 458 261 57.0%
Longer than 1year 515 278 54.0%

Table 3: Participants with At Least $25K Paid (in the Fund longer than 1 year)

* From vabirthinjury.com/eligibility-benefits-claims
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Previously, long term benefit payments shown in this table did not include prescription/non-
prescription drug payments currently handled in bulk by Fund vendors. This exclusion made a
significant difference; in the third quarter of the 2018-19 fiscal year, 94% of prescription/non-
prescription drug costs were handled in bulk (compare vendor payments at the bottom of Exhibit 7 to
total prescription payments on Exhibit 1, page 1). We are now regularly provided with vendor
schedules by PCG which allows us to approximate prescription drug payments by member. We
therefore include these payments when reviewing Fund utilization by member, but for accuracy we do

not include these values when calculating average severities or calendar year payments by member.

Participants with More than $400,000 in Annual Benefit Payments

The phenomenon mentioned in the third issue, participants with very large annual payments, has
continued to grow since 2016. In calendar year 2017, eight participants received more than $400K in
benefit payments. In calendar year 2018, this number increased to twenty-two with one member
receiving over $1 million in benefit payments. Taking a long-term view, six of the twenty-two
participants show an average annual benefit cost of over $400,000 per year of membership in the
Fund. These numbers are also prior to any allocation of prescription/non-prescription drug payments
processed in bulk by Fund vendors. We reviewed payments by category (other than prescription/non-
prescription drugs) for these twenty-two participants in order to determine whether large one-time
payments (such as hospitalizations or home modifications) could be responsible for this increase. We
found that nearly 80% of payments in 2018 for these members were due to nursing costs. Since
nursing costs are expected to result in regular, ongoing benefits (and quarterly payments) over time as
opposed to one-time expenses, it is likely that these high payment levels will continue, and further

increase, for these participants and others in the future.

We are continuing to monitor these phenomena and will continue to add additional analysis as

appropriate and as more information emerges.

As frequency and severity patterns were observed over time, changes to the assumptions regarding

the expected frequency and severity of claims were made to the 4th quarter 2014 analysis and again in
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the second quarter of 2016 due to cbserved frequencies and severities differing from original
assumptions. These assumptions are detailed above in this report. Furthermore, we expect to

continue monitoring participation frequency and re-visit our selections regularly.

Discussion and Analysis

Number of Qualifying Participants
Based on the loss runs provided by Sedgwick CMS, Alicare, PCG and DOH, valued as of June 30, 2019,

there are six hundred and twenty-nine (629) participants that have qualified for the Program as of this
date; six hundred and nineteen (619) were still living as of June 30, 2019. This information is

summarized in Exhibit 6, Page 2.

There were twenty-five (25) new participants to the Fund in the first quarter of fiscal 2020,
approximately two (2) fewer than expected for the quarter yet higher than any quarter since 2017 Q2.
The reason for this difference is that instead of assuming uniform admittance throughout the year, we
now incorporate the apparent pattern of a higher admittance rate near the beginning of a fiscal year. If
instead we still assumed that participants were admitted at a uniform rate throughout the year, there

would be approximately four (4) more participants than expected in the first quarter of fiscal 2020.

The number of Fund participants and the distribution of participants by age warrants continued
monitoring. The average age of a Fund participant at the time of admission is about 8.7 which is
approximately four years older than the age of a Virginia Birth Fund participant at admission. Since the

2014-15 fiscal year, average age of admittance is higher at 9.1.

The number of eligible participants is expected to continue increasing for at least 30 years as more

participants are admitted to the Fund each year.
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Chart 4: Average Entry Age of Fund Participants Since 2014-15 Fiscal Year

Mortality Experience/Life Expectancy

It is reasonable to expect that average life expectancies for Fund participants will average in the high

twenties as a group, unless the different admission standards materially change life expectancies

relative to the Virginia and Florida birth funds. The current life expectancies of the Virginia birth fund

are 28.4 years from birth and 29.1 years for participants that reach the age of three (3). As of June 30,

2019, the Fund has experienced the death of only ten (10) of its participants. Furthermore, only

seventeen (17) Fund participants were admitted prior to the age of three. The following graph shows

the distribution of current Fund participants by age.
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Participant Distribution by Age
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Chart 5: Age Distribution of Fund Participants

Due to the low number of Fund participant deaths (only 1.6% of admitted participants are deceased),
we still do not yet have enough credible data to compare Fund participant life expectancies with
Virginia life expectancies. However, we have revised initial mortality assumptions to reflect lower than
expected mortality thus far. We hypothesize that the inclusion of physical-only and mental-only
injuries may lead to higher Fund life expectancies than Virginia life expectancies, but we require more

data to support or refute this hypothesis.
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Actuarial Calculation of Estimated Fund Liabilities

We have been asked to project expected fund liabilities for the next ten fiscal years of the MIF. To do
this, we have estimated the ultimate benefit payments for the participants admitted to the Fund each
quarter on both a nominal and discounted basis. Three methods were used as a reasonability check
for estimating ultimate benefit payments by the year in which a participant was accepted to the Fund.

A loss development method was used in which actual benefit payments to date were divided by the

expected percentage of ultimate benefits as of each participant-quarter’s maturity. These percentages
were developed based on information for the Virginia Birth Fund and modified to reflect the older
average age of the Fund participants upon admittance. An expected loss method was also used in
which expected ultimate benefit payments by quarter were also estimated using a weighted average of
expected average ultimate benefit payments per Fund participant overall and by quarter of eligibility.

Finally, a Bornhuetter-Ferguson (B-F) technique estimates ultimate losses using a combination of

expected losses and loss development techniques. See Exhibit 6, page 1 for the application of these

three techniques.

On December 31, 2016, legislation was signed expanding eligibility for the Fund to non-hospital births
and significantly raising reimbursement rates for the period from July 1, 2017 through December 31,
2019. This period was extended to December 31, 2020 in recent New York State budget legislation.
We prepared an extensive costing study in March 2017 estimating the impact of this change on
participant severities based on the expected increased participation and reimbursement rates. Since
that time we have relied primarily on these severities, modifying them as actual experience emerges
for living participants and using the other three methods as a reasonability check. The current selected

severities can be seen in Exhibit 6, Page 2.

For the March 31, 2018 analysis and again for the March 31, 2019 analysis, we adjusted the severity
assumptions for participants already admitted into the Fund based on Fund experience. These
severities vary based on the participant’s admittance year to the Fund. The timing of the payments

used in our severity estimates also reflect the amount of time a participant is expected to live, so that
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these severities take participant mortality into account. See Exhibit 6, Page 2 for more detail on these

humbers.

Based on this approach and the current legislation, we estimate that the 619 living admitted Fund
participants will ultimately receive benefit payments on the order of $1.981 billion (including the
$133.5 million in benefits already paid and $1.848 billion in expected future payments). Adjusting for
the time value of money at a 2.0% discount rate results in a present value for these benefits of $1.058

billion. See Exhibit 5, Pages 3 and 6 for more detail on these numbers.

Actual benefit payments in the first quarter of the 2019-20 fiscal year were $10.605 million. This
amount is $1.635 million lower than expected at the prior quarterly analysis. Based on modeled
severities and an expected 57.39 additional participants, expected benefit payments in the remaining
three quarters of the 2019-20 fiscal year are $39.310. Estimated total benefit payments for the 2019-
20 fiscal year (4/1/19 — 3/31/20) are therefore $49.915 million. See Exhibit 3 for more detail regarding
these numbers. It is important to recognize that these amounts can vary significantly each quarter. The
change from our estimate of $51.038 million for fiscal year 2019-20 in the prior analysis is due to
benefit payments that were lower than our expected estimate as of the March 31, 2019 analysis in the
last three months. We are continuing to monitor our estimation methodology closely as it is quite

sensitive to several key assumptions.

Amount of Benefits Paid

Based on payment data provided by PCG, $10.605 million has been paid to Fund participants during
the first quarter of the 2019-20 fiscal year (4/1/19 — 6/30/19). These payments are $1.635 million
lower than the expected benefit payments as of the March 31, 2019 analysis. See Exhibit 3 for more

detail.
We have investigated to see if there are material differences in the types of injuries experienced by

participants in the New York Fund versus those in Virginia and Florida that may explain some of the

differences we are seeing between actual and expected payments. As noted previously, the Virginia
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program requires both a physical and developmental/cognitive disability and the participant must
“need assistance with all daily living activities”” to qualify for admittance. This standard for Virginia is
therefore stricter than for the Fund, which requires either a physical or mental disability but not
necessarily both. This difference appears to be contributing to the Fund’s higher frequency of
participants per live births as well as a higher frequency of participants with less than $25,000 in
payments per year. For example, the Center for Disease Control and Prevention considers cerebral
palsy a motor disability®. While children with cerebral palsy often have a co-occurring physical or
developmental disability, cerebral palsy can exist separately from intellectual disability. As participants
with cerebral palsy account for 22% of the Fund’s participants and 30% of the Fund’s payments (see
Exhibit 1, Page 2), this distinction could be impacting the Fund’s divergence from Virginia’s experience.
In addition, we recognize that certain diagnoses tend to be “physical-only” (i.e. Brachial Plexus and
Erb’s Palsy). However, we do not have detailed diagnosis data nor the medical expertise that could

inform further investigation.

Patterns of Utilization

It is too early in the life of the Fund to provide any credible conclusions regarding patterns of
utilization, particularly as the legislative change may have impacted Fund utilization. However,
Pinnacle continues to work with PCG to develop the data capabilities to provide this type of analysis in
the future. Specifically, we have developed and continue to maintain detailed benefit payment
information by participant, diagnosis, Fund fiscal year and benefit type. The benefit types being
captured are intended to reflect the benefits provided by the Fund’s legislation and follow form with

existing databases in Florida and Virginia.

Exhibit 1 shows payment detail (provided through 6/30/19) grouped into the following categories:

Medical Treatment
Hospital Based Care
Surgical Care
Nursing Care

* From vabirthinjury.com/eligibility-benefits-claims
8 https://www.cdc.gov/ncbddd/cp/data.html#references
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Benefit Payments 10/12 - 6/19

Brachial Plexus 0.11%

Erbs Palsy 0.34%

Spastic Diplegia 0.36%
Hemiplegia 0.38%

Mental Retardation 1.73%
Developmental Delays 6.12%
Neurological Disabilities 9.15%
Spastic Paraplegia 0.27%
Cerebral Palsy 29.85%
Encephalopathy 23.56%
Spastic Quadriplegia 20.43%
Other 5.18%

Quadriplegia 1.49%

" Not Available 1.02%

Chart 7: Benefit Payments by Injury Type

It is clear from the graph that the Fund’s participant composition by injury type is varied, but also

concentrated in a handful of categories. The following graph illustrates the number of participants and

average payment by injury type through the current quarter.
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Average To Date Payments per Participant
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Chart 8: Average To Date Payments per Participant

Participants with injury types of Cerebral Palsy, Encephalopathy or Spastic Quadriplegia comprise
approximately 53% of the total participants, but account for approximately 74% of total payments,
resulting in relatively large average payments. Conversely, participants with injury types of Brachial
Plexus, Erb’s Palsy, Spastic Diplegia, Hemiplegia, Mental Retardation, or Developmental Delays have
relatively low average payments and comprise approximately 30% of the total participants but account
for only 9% of total payments. The large number of participants in the Neurological Disabilities

categories with relatively low benefit payments is also noteworthy.
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Inflationary Patterns of Types of Services

It is far too early in the life of the Fund to provide any credible conclusions regarding inflationary
patterns based on Fund payments alone. However, data from the Bureau of Labor Statistics provides a

helpful look at the impact of inflation on medical costs in the state of New York:

New York - Medical Care Inflation
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Chart 9: Medical Care Inflation in the State of New York

Average inflation over the past five years is 2.8%. In the March 31, 2019 analysis, we reviewed these
inflationary trends and adjusted our assumptions to contemplate a 3.0% inflation rate for the Fund’s
benefit payments, reduced from the 3.5% inflationary rate used in prior analyses. Sensitivity tests for

the inflation rate are shown in the following table:
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Inflation Rate Sensitivity Test
(S in thousands, on a present value basis)
Surplus/ Difference
Inflation (Unfunded From
Rate Liability) Baseline
2.5% (753,579.2) 127,602.0
Baseline 3.0% (881,181.2) -
3.5% (1,038,233.7) (157,052.5)
At 2.5% discount  3.5% (856,580.8) 24,600.4

Table 10: Sensitivity of Results to Inflation Rate

In addition, based on our experience in Virginia, we are confident that the detailed claims benefits
payment database being constructed will prove invaluable once more benefits experience has been

accumulated.

Administrative Expenses

Pinnacle was provided information in early 2017 on administrative expenses charged by Alicare to the
Fund for claims administration and enrollment services. As of September 1, 2017, the claims
administration was taken over by PCG while Alicare continued to service enrollment to the Fund. One
year later at September 1, 2018, PCG began providing enrollment services as well in place of Alicare.
The Fund has made an effort to reduce its administrative expenses over the past year. Prior to the
recent changes in claims administration, Alicare was charging the Fund $809 per Fund participant per
month. Under the current payment structure, the total administrative costs are now approximately
S770 per Fund participant per month (see Exhibit 8 for current cost estimates). This cost is set to
decrease over the next five years as the addition of new participants will reduce the fixed cost per
member. Estimated future administrative expenses comprise approximately 17% of expected future
benefit payments on a nominal basis; this is expected to decrease to approximately 15% of future
payments over the next ten years despite the drop in future payments when the sunset expires at

December 31, 2020. In Virginia, future expenses are closer to 9% of future benefit payments. As more
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participants join the Fund, we expect the per participant administrative costs to decrease under the

current contract.

At the beginning of the fiscal year (March 31, 2019), we estimated $5.449 million in administrative
expenses during the upcoming 2019-2020 fiscal year (see Exhibit 2, Page 1 of our report for 2019 Q1).
This number was based on expected, not actual, participant counts. As of June 30, 2019, actual

administrative expense payments for the first quarter of the 2019-20 fiscal year total $1.509 million.

Impact of Available Health Insurance

It is also far too early in the life of the Fund to provide any credible conclusions regarding the impact of
available health insurance. However, the detailed benefit payment database described earlier and
summarized in Exhibit 1 will prove invaluable once more payment experience has been accumulated.
One early item of note is the number of participants with Medicaid has been consistently tracking at
more than half of the Fund’s participants. Currently 65% of all Fund participants rely on Medicaid. As
shown below, average annual payments relative to time in the Fund appears to differ somewhat

between members with and without insurance.

Participant Years Paid Benefits Total Severity

With Insurance 910.00 39,014,592 42,873
Without Insurance 1,582.25 84,463,005 53,382

Table 11: Participant Years of Participation and Paid Benefits, with and without Insurance

Investment Earnings

The Fund earned $4,647,592 of investment income during the period from 4/1/18 through 3/31/19.
Over that period, we estimate the Fund’s average balance to be $249,203,804, indicating a 1.9%
investment return on the Fund balance. During the prior period (from 4/1/17 through 3/31/18), we
estimated an average 1.0% investment return on the Fund’s investments (see our report as of

12/31/2018). This is in comparison to the 2.0% discount rate used in our current analysis. We have
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