THE STATE OF NEW HAMPSHIRE

MERRIMACK, SS. SUPERIOR COURT
)
)
IN THE MATTER OF THE WINDING DOWN OF: )
. ) No. 217-2015-CV-00347
THE NEW HAMPSHIRE MEDICAL MALPRACTICE )
JOINT UNDERWRITING ASSOCIATION )
)
)

RECEIVER’S MONTHLY STATUS REPORT FOR SEPTEMBER 2015

Roger A. Sevigny, Insurance Commissioner of the State of New Hampshire
(*Commissioner™), as Receiver (“Receiver”) of the New Hampshire Medical Malpractice Joint
Underwriting Association (“NHMMIJUA™), submits this monthly report in accordance with
paragraph 11 of the Order of Rehabilitation for the NHMMJUA (“Rehabilitation Order™).

1. In accordance with House Bill 508 as enacted, 2015 Laws 263, the Commissioner
filed his Verified Petition for Receivership on July 21, 2015. The Rehabilitation Order dated
July 22,2015 was issued on July 24, 2015, The Receiver engaged Peter A. Bengelsdorf as
Special Deputy Commissioner in accordance with paragraph 2 of the Rehabilitation Order.

2. The Receiver has taken control of the NHMMJUA and its assets by notifying the
NHMMIUA and the vendors that handle NHMMJUA assets of the Rehabilitation Order and
establishing ongoing relationships with them. Those vendors include The Hays Group, Inc.
(“Hays”), the company that administers the NHMMUJUA business; Bank of America, the bank
that holds the NHMMJIUA’s accounts and investment portfolio; Deutsche Investment
Management Americas Inc. (“Deutsche”), the NHMMJUA s investment advisors; Leone,

McDonnell & Roberts (*Leone™), the NHMMJUA’s accountants and auditors, and Towers



Watson, Inc., the NHMMJUA’s actuaries. The Receiver and Hays have worked with the Bank
of America to establish accounts for the NHMMJUA in receivership.

3. RSA 404-C:16 directs the Receiver to wind down the business of the NHMMIJUA
seeking to facilitate the payment of all policyholder coverage obligations in full and in the
normal course of business. The Receiver has accordingly made arrangements to maintain and
continue the operations of the NHMMJUA. In particular, the Special Deputy Commissioner has
issued delegation letters (a) to Hays, authorizing it to continue to administer the NHMMIJUA’s
business, including the handling of claims, subject to certain limitations and the provisions of
2015 Laws 263, and (b) to Deutsche, authorizing it to continue to invest the NHMMJIUAs assets
subject to the NHMMJUA investment guidelines previously in place subject to certain
limitations.

4, The Receiver’s team continues to have discussions with Hays, Deutsche and
Leone 1o provide for an orderly transition to receivership operations and to obtain information
and discuss issues concerning the NHMMJIUA’s investment portfolio, the NHMMJUA’s
financial statements and position, and the NHMMJUA’s exposures.

5. Policyholder claims are being handled and addressed in the normal course of
business and without interruption by Hays subject to oversight by the Special Deputy
Commissioner. As of August 31, 2015, the NHMMJUA had 399 policies in force.

6. The Receiver has discussed strategies to maximize income and preserve capital in
the current circumstances and appropriate investment guidelines with Deutsche. After
consultation with Deutsche, the Receiver filed a Motion for Approval of Revised Investment
Guidelines with the Court on September 16, 2015. The Receiver continues to review the

NHMMIUA’s investments with Deutsche on an ongoing basis.



7. Leone has prepared the NHMMJUA’s 2014 tax returns consistent with the tax
positions taken with the 2013 tax returns. The Receiver filed the NHMMIUA's federal and state
tax returns for 2014 on September 10, 2015. Leone will conduct the annual audit as of
December 31, 2015.

8. In accordance with RSA 404-C:16, III, the Receiver has allocated $2,000,000 of
the NHMMJUA’s surplus to establish a hardship fund on the NHMMJUA’s books. The
Receiver has also developed an application process and application form for hardship grants
from the fund. On September 16, 2015, the Receiver filed a Motion for Approval of Hardship
Grant Application Process with the Court.

9. The Receiver is gathering information and working on developing a plan to seek
competitive bids to have all of the coverage-related obligations under policies issued by the
NHMMIJUA assumed by an insurer or insurers in accordance with RSA 404-C:16, II. The
Receiver will present that plan to the Court for approval when it has been developed and before
seeking competitive bids. The information-gathering process includes collecting information
from Hays to develop an understanding of the nature of the coverage-related obligations that will
be offered, including information regarding the NHMMJUA’s reserves and pricing. The
Receiver is also obtaining and analyzing information from the NHMMJIUA consultant who has
been involved with considering exposures that may be presented by structured settlement
annuities purchased to fund certain settlements. At this point, the Receiver has preliminarily
identified three elements that comprise the coverage-related obligations: (a) the incurred losses
on NHMMIJUA policies issued for periods from inception of the NHMMIUA in 1975 to date,
including reported claims and incurred but not reported claims; (b) the exposures presented by

cuwrrent in-force NHMMJUA policies and the policies to be renewed pursuant to RSA 404-C:15,



1I; and (c) any contingent liability for structured settlements being paid through annuities
purchased by the NHMMUJUA and issued by life insurance companies. The Receiver expects to
submit an offering plan within thirty days.

10.  The Receiver has worked with Hays to prepare monthly financial statements for
reporting to the Court on a modified cash basis. The August 31, 2015 financial statements are
attached as Exhibit A, These statements reflect $109,080,837 of liquid assets (cash and bonds at
cost) under the Receiver’s control as of August 31, 2015. They also reflect net investment
income and other receipts totaling $1,020,017 and $415,220 in operating disbursements from
July 22, 2015 (the date of the Rehabilitation Order) to August 31, 2015. These operating
disbursements include expenses for services provided before the Rehabilitation Order, including
$44.237 in legal fees for work by Skadden, Arps, Slate, Meagher & Flom LLP (“Skadden”)
discussed in paragraph 16 below and $12,000 in audit fees for work by Leone. The legal and
audit fees include these amounts and additional work by those firms both before and after the
receivership commenced ($45,990 for Skadden and $5,258 for Leone), as well as $49,607 for the
Receiver’s counsel Rackemann, Sawyer & Brewster P.C. The financial statements also reflect
changes in net assets from July 22, 2015 to August 31, 2015, most notably the $2,000,000
adjustment reflecting the establishment of the hardship fund pursuant to RSA 404-C:16, 111, and
a $423,792 reconciliation entry reflecting the change from amortized cost for fixed income
securities in the December 31, 2014 beginning-of-period values to unamortized cost in the
August 31, 2015 end-of-period values.

11.  The August 31, 2015 financial statements also report disbursements by the
NHMMIJUA between January 1, 2015 and July 21, 2013, before the receivership. Those

disbursements include $5,970,530 in loss and allocated loss adjustment expenses, which reflects



the cost of handling and resolving claims, in particular three large settlements paid during the
pre-receivership period. They also include a transfer of $1,600,000 of undistributed funds for
charitable purposes pursuant to RSA 404-C:14, V, as enacted by 2011 Laws 201:1 (originally
2011 Senate Bill 170).

12. A summary of the NHMMJIUA’s holdings in bonds and short-term investments as
of August 31, 2015 is attached as Exhibit B, and a report listing the individual holdings of the
NHMMIUA as of that date is attached as Exhibits C(1) and C(2). The NHMMJUA historically
had segmented its portfolio into two segments, one related to exposures for the period 1975-85
referred to as “Stabilization Reserve Fund” or “SRFT” and the main portfolio for the period 1986
to present denominated “Fixed”. These exhibits continue that convention. Exhibit C(1) lists
holdings in the main portfolio or Fixed segment and Exhibit C(2) those in the Stabilization
Reserve Fund segment. The exhibits also include cash in money market accounts. The book
(tax cost) value of the NHMMIJUA’s bonds and short-term investments managed by Deutsche at
August 31, 2015 was approximately $106.9 million compared to their market value of
approximately $110.2 million. This represents an unrealized gain (market value above book
value) of approximately $3.3 million. Short-term holdings in the Deutsche-managed portfolio as
of August 31, 2015 were $9.5 million at market value. The portfolio is expected to generate
approximately $3.3 million of net investment income in 2015, as continuing reductions in yields
on reinvested assets are expected to have an impact on future investment income.

13. The average credit rating for the Deutsche-managed portfolio holdings is Aa3 by
Moody’s. As of September 23, 2015, the Receiver and Deutsche believe that all securities in the

portfolio will pay full amounts of principal in spite of fluctuating market values,



14, Market values of the portfolio can fluctuate widely as credit spreads change and
as continuing sluggish economic growth coincides with the inflationary effects of large new
issuances of government debt. Additional pressures on market values may result from
uncertainties about the continuation and magnitude of low interest rate policies by the U.S.
Federal Reserve as well as the other central banks around the world. Market value sensitivities
analysis performed by Deutsche indicated that market values could potentially fluctuate
$4 million downwards if interest rates increased 100 basis points, based on the portfolio values
as of August 31, 2015. Consistent with the investment guidelines, the Receiver and Deutsche
continue to focus on (a) preservation of capital on investments, (b) maintaining a high quality
portfolio, and (¢) consistent with objectives (a) and (b), maximizing current income.

15, The actuarial firm Towers Watson, Inc., had previously been engaged by the
NHMMIUA before the receivership to estimate the NHMMJIUA’s unpaid direct liabilities as of
December 31, 2014. Towers Watson has completed that work, which will be used in connection
with the Receiver’s offering process.

16.  The Skadden law firm had previously been engaged by the NHMMIUA before
the receivership to provide advice concerning federal tax issues, inchuding the impact of 2015
House Bill 508 on the tax position of the NHMMJUA and policyholders. Skadden is presently

finalizing its written opinion with respect to previously rendered advice on these issues.

Respectfylly spbmitted,
7~

Roger A. Sevignyf Insurance Commissioner
of the State of New Hampshire, as Receiver
of the New Hampshire Medical Malpractice
Joint Underwriting Association

Septcmber:i {(1, 2013



Certificate of Service

I hereby certify that a copy of the foregoing Receiver’s Monthly Status Report for
September 2015, was sent this 28th day of September, 2015, by first class mail, postage prepaid

to all persons on the attached service list.

Eric A. Smith
NH Bar ID No. 16952
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Exhibit A

New Hampshire Medical Malgractice Joint Underwriting Assocation in Recelvership

Statements of Net Assets
[Maodified Cash Basis - Note 11)
{Unauditad)

August 31, Decembaer 31,
2015 2014
Assets
Fized-income securities, short-term investments and cash
and cash equlvalents, st cost:
Fixad-income securites [Note 2 & Note 4) 5 106,882,143 S 111,477,280
Short-term Invesuments s :
Cash and cash equivalents 2,198,694 2,836,538
Total fixed-incame, short-term Investments and
cash and cash equivalents, at cost 5 109,080,837 5 114,313,828
interast Income due and sccrued 669,231 717,121
Totat Assets 5 109,750,068 5 115,030,549
Liabllitles
Incurred but unpaid adminlstrative expenses and
investnent expenses [Note 3) 1,624,102 98,244
Stabilizatlon Reserve Trust Fund for Pre 1986 Policies {Note 4) 8,104,269 8,053,544
Hardship Fund {Nota 5) 1,000,000 -
Tatat Uabltitles 5 11,128,371 E 8,152,188
Nat Assets 5 98,621,697 S5 106,878,761

See accompanying notes.



New Hampshire Meadical Malpractice Joint Underwriting Assocation In Recgivarship

Statements of Receipts and Disbursements, and_

Changes in Cash, Bonds, Short-Term Investments and Cash Equivalents
{Modified Cash Basis - Note 1))

{Unaudited)

Cash and marketable securities recelved:
Netinvestment income
Premium recaived
Realized capital gains on sale of fixed-income securities {Note 1)
All other
Total cash receipts

Cash operating disbursements:

tays Services (Note 3)

Consultant and outside service fees

Legal and audit fees

Investment expenses

Speclal Deputy Services

Loss & ALAE Paid {Note 1)

Realized capital losses on sale of fixed-income securities {Note 1}
Commission Expenses (Note 3)

$B170 Transfer to State Loan Repayment Program

2015 Estimated Federai & State Tax Payments

All other

Total cash operating disbursements

{Deficiency)/Excess of receipts over operating dishursements

Diffarence Cost vs Amaortized Cost

Cash recelpts in excess of dishursements

Beginning fixed-lncome securities, short-term investments, and
cash and cash equivalents, at cost

Ending fixed-income securitles, shart-term investments, and
tash and cash equivalents, at cost

Sea accompanying notes.

January §, 2015

July 22, 2015

Ta To

July 21, 2015 August 31, 2015
1,815,609 614,214
1,520,771 272,442
74,511 130,710
9,031 2,650
3,420,922 ] 1,020,017
542,500 77,500
78,7598 20,685
151,445 157,093
125,322 57,663
- 28,860
5,970,530 28,440
41,983 21,442
60,174 640

1,600,000 -

920,000 .
191,751 22,898
9,682,502 S 415,220
{6,261,580) $ 604,797
5 423,792
s {6,261,580) $ 604,797
114,313,828 108,052,248

108,052,248

$ 109,080,837




New Hampshire Medical Malpractice Joint Underwriting Assocation In Receivership

Statement of Changes in Net Assets
(Modified Cash Basis - Note 1))

{Unaudited)
January 1, 2015 July 22, 2015
To To
July 21, 2015 August 31, 2015
Net assets, beginning of period 106,878,761 99,643,433
Cash receipts less disbursements {6,261,580) 604,797
Estimated difference Cost vs Amortized Cost 423,792
Other changes in net assets:
Interest income due and acerued (47,890)
Incurred but unpaid administrative and investment
expenses {Note 3} {925,858) .
Stabilization Reserve Trust Fund {43,138)
Hardship Fund (2,000,000)
Other - {7,187}
Net Assets, end of period 5 99,643,433 S 98,621,697

See accompanying notes.

* 12/31/14 bonds are included in this statement at amortized cost and will not change for the remainder of
2015. All subsequent monthly financials starting with the 08/31/15 statement will be presented using cost.



New Hampshire Medical Malpractice Joint Underwriting Assacation In Receivership
{Modified Cash Basis)
(Unaudited)

Notes to Financial Statements {continued)

1} Basis of Accounting

These financials statements are prepared using the modified cash basis of accounting which
differs from accounting principles generally accepted in the United States. Only those assets that
are within the possession of the Receiver and other known amounts of which ultimate realization
is expected to occur, primarily investments and cash, and certain receivables, are recorded. Only
incurred but unpaid administrative and investment expenses are recorded as liabilities in these
financials statements.

These Financial statements do not record the amounts of certain assets such as outstanding
receivables, subrogation recoveries and claims against others, and certain liabilities, inluding
insurance claims, as such amounts have not been settled and agreed to with third parties.

The amount shown for loss & ALAE expenses paid primarily represents (1) Loss, (2] allocated loss
adjustment expenses, and {3) expenses relating to obtaining subrogation claim recoveries. Checks
issued for such loss and loss expenses that are not cashed are reflected as Liabilities.

Assets allocated for the Hardship Fund pursuant to RSA 404-C:16, Il are included within fixed
income securities and are shown separately within Liahilities. The Stabilization Reserve Trust Fund

for Pra 1986 policies is combined with all fixed income securities but is shown separately within
liabilities.

Realized capital gains and losses on sale of bonds are calculated based on original cost of the
bonds. Proceeds received above or below cost on maturity of bonds are included as part of net
investment income.

Proceeds received above or below original cost are treated as a2 gain or loss upon disposition of
common stock.



2)

New Hampshire Medical Malpractice Joint Underwriting Assocation In Receivership
{Madified Cash Basis}
{Unaudited)

Notes to Financial Statements {continued)

Investments

The cost and estimated fair values of fixed-income securities by major category include the entire
investment portfolio {including the Stabilization Reserve Trust Fund and Hardship Fund) are summarized
below. 12/31/14 bonds are included in this statement at amortized costs and will not change for the
remainder of 2015, B/31/15 bonds are included at cost. All subsequent monthly {inancials starting with
the 8/31/15 statement will be presented using cost.

August 31, 2015
Gross Gross
Unrealized Unrealized
Cost Gains Losses Fair Value

Fixed-income securities:

U.5. Treasury notes &

Government agencies s 2,759,137 5 50,148 $ - $ 2,809,285
Corporate 69,111,189 1,580,058 - 71,091,257
Maortgage-backed 27,462,186 1,318,305 - 28,780,501
Asset-backed 7,549,611 - 20,922 7,528,689
Total $ 106,882,143 $ 3,348,511 5 20,922 $ 110,209,732

The tax cost of fixed-Income securities is 5106,882,143 at August 31, 2015, Based on such tax cost, gross
unealized gaing are 53,348,511 and gross unrealized losses are $20,922,

December 31, 2014

Gross Gross
Unrealized Unrealized
Amortized Cost Gains Losses Fair Value

Fixed-income securities

LS. Treasury notes &

Government agencies S 24,828,974 $ 1,400,370 s 38,933 S 26,190,411
Corporate 53,130,090 2,565,154 83,795 55,611,449
Mortgage-backed 12,428,147 546,630 49,135 12,925,642
Asset-backed & Qthar 13,036,135 593,336 39,604 13,589,857
SRFT 8,053,944 78,428 - 8,132,372
Total S 111,477,290 $ 5,183,918 5 211,467 $ 116,449,741

The tax cost of fixed-income securities is 109,105,268 at December 31, 2014, Based on such tax cost,
gross unealized gains are 54,558,813 and gross unreallzed losses are $44,036.



New Hampshire Medical Malpractice Joint Underwriting Assacation In Receivership
(Madified Cash Basis}
{Unaudited}

Notes to Financial Statements {continued)

2) Investments (continued)

The cost and fair values of fixed-income securities by contractual maturity are as follows:

Fixed-income securities

Cost Fair Value
August 31, 2105
One year or less S 9,484,911 S 9,526,163
Over one year through
five years 48,215,553 49,685,422
Over five years through
twenty years 12,613,700 13,054,766
Twenty years and over 1,556,172 1,634,153
Mortgage-backed 27,462,196 28,780,501
Asset-backed 7,549,611 7,528,688
Total 5 106,882,143 5 110,209,732

Fixed-income securities

Amortized Cost Fair Value
December 31, 2014
One year ar less ] 4,701,965 5 4,752,696
Over one year through
five years 48,576,732 49,593,381
Five years through
ten years 20,477,014 21,996,896
Qver ten years 29,667,635 31,974,396
Sub Total 103,423,346 108,317,369
SRFT 8,053,544 8,132,372
Grand Total 5 111,477,290 5 116,449,741




3)

4)

5}

New Hampshire Medical Malpractice Joint Underwriting Assocation In Receivership
{Modified Cash Basis)
{Unaudited}
Motes to Financial Statements {continued)

Incurred But Unpaid Administrative Expenses and Investment Expenses

Accrued administrative expenses incurred in the normal course of NHMMJUA's business and now
receivership, but unpaid as of August 30, 2015, are as follows:

Hays Services 5 -
Consultant and outside service fees 24,500
Legal and auditing fees ’ 44,000
Special Deputy Services -
Taxes 920,000
Other administrstion costs 35,602
Total accrued expenses § 1,024,102

Deutsche accrued investment expenses -
Total accrued expenses S 1,024,102
b e e

The amount of accrued expenses at Becember 31, 2014 was 598,244 and net assets for 2015 decreased
by 5925,858 due to the increase in accruals,

Stablilization Reserve Fund Trust for Pre 1986 Policies

The Trust was funded by a surcharge on the annual gross premiums charged for primary medical
malpractice liability coverage witten in the State of New Hampshire from Jaunary 1, 1986 to December 31,
1954. For the purpose of this presentation the remaining balances are shown as a liability.

The Hardship Fund

The Hardship Fund was astablished pursuant to A5A 404-C:16, Wl and for purpases of this presentation
the remzining balances are shown as a liability.
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